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STRATEGIC ORIENTATION OF THE FIRM AND

NEW PRODUCT PERFORMANCE

Abstract

This research seeks to understand which of three different strategic orientations of the irm
(customer, competitive, and technological orientations) is more appropriate, when, and why, in the context of
developing product innovations. We propose a structural model of the impact of the strategic orientation of
the firm on the performance of a new product. This impact is hypothesized to occur as a chain of events.
Strategic orientation is viewed first as an antecedent of the characteristics of the innovation marketed by the
firm. The subsequent market performance of the innovation is hypothesized to be a function of both the
innovation's characteristics and the firm's strategic orientation. The abulity of the firm to take advantage of its
orientation to market,the innovation succesfully is also hypothesized to be moderated by the firm's
environment.

The results provide evidence for best practices as follows. (1) A firm wishing to develop an
mnnovation superior to the competition must have a strong technological orientation. (2) A competitive
orientation in high growth markets is useful because it enables firms to develop innovations with lower costs,
a cnitical element of success. (3) Firms should be consumer oriented and technology oriented in markets
where demand is relatively uncertain. These orientations together lead to products which perform better, and
the firm will be able to market innovations better, thereby achieving a superior level of performance. (4) A
competitive onientation 1s useful to market innovations when demand 1s not too uncertain but should be de-
emphasized in highly uncertain markets. In short, these results suggest that the appropriateness of a given
strategic orientation, even a customer orientiation, is not unconditional.



INTRODUCTION

The long term profitability of a firm has been shown to be related to the firm's ability to innovate in
the strategy, marketing and economics literatures (e.g., Geroski, Machin and Van Reenen 1993, Soni, Lilien
and Wilson 1993, Capon, Farley and Hoenig 1990). Recently, the marketing strategy literature has
presented evidence that a firm's strategic orientation as a market-driven company (Day 1990) is a significant
mndicator of its performance, including management's perception of the success of new products (Narver and
Stater 1990, Slater and Narver 1994, Cooper 1994). These two issues (i.e., innovating and strategic
orientation) are not, however, independent. It is possible that the strategic orientation of the firm leads to, at
least 1n part, superior performance because of the innovations which are brought to market. Indeed, this is
consistent with the adoption of innovation research, which indicates that the innovation's charactenistics are
strong determinants of the adoption of an innovation (Rogers 1983, Gatignon and Robertson 1985). Market
orientation, which reflects the broad strategy of a firm, 1s a concept which does not concemn solely the
activities which facilitate the understanding of customers' needs. A strong product policy is required to serve
better the needs of consumers through the "augmented product” (Levitt 1980, Narver and Slater 1990). The
role of the strategic onentation of the firm on the ability to develop successful new products has not been
investigated. However, this strategic orientation choice is critical to guide the actions which lead to strong
performance. While being market-driven may lead to general benefits for the firms' marketing activities, a
direct benefit concerns the ability to bring to market new products which present the characteristics
necessary to be successful.

The literature on market orientation includes not only the concept of customer orientation, but also
the concept of competitive orientation (Narver and Slater 1990). Both orientations have been considered to
have similar effects on performance (Slater and Narver 1994). Competitive effects play an important role in
the strategy of firms (Porter 1980, 1985) and more specifically in their innovation strategy and performance

(Robertson and Gatignon 1986, Gatignon and Robertson 1993). Furthermore, the commercial performance



of an innovation is highly linked to a strong R&D onientation and the use of sophisticated technologies in the
development of new products. For example, Cooper (1984, 1979 a,b) finds that one of the most important
factors characterizing successful new industrial products is the firm's technological and production
proficiency. While the emphasis of the marketing and strategy literatures has been on establishing the
importance of the three types of strategic orientations mentioned above (the firm's market onientation, its
technological orientation, and its competitive orientation), the critical managerial decision concerns which
one(s) should be stressed in a given environmental context. Consequently, the purpose of this research 1s to
understand which strategic orientation should be emphasized 1n a given context in order to develop
successful innovations. More specifically, our objectives are (1) to explain what strategic orientations lead
to the development of products with the “right" characteristics and to successful commercialisation and (2) to
examine the contingencies which moderate the impact of the strategic orientations on new product success.
The contingengy approach explains when a market orientation is helpful, when it is not helpful and what
alternate orientation 1s more appropriate.

Therefore, our study investigates the relationships among a firm's strategic orientation, the
characteristics of the innovations brought to market, and new product performance. We broaden the
definition of a firm's strategic orientation to include three components: the market onientation, the
competitive orientation, and the technological orientation. Our thesis is that the charactenistics of
innovations as well as their commercial performance depend on the strategic onientation of the firm.
Moreover, the importance of each strategic orientation component is viewed as contingent upon the market

charactenistics facing the firm.
CONCEPTUAL FRAMEWORK

Traditionally, research on the adoption of innovations and on the performance in the market of these

innovations has focused on innovation characteristics (Rogers 1983) and on industry charactenstics
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(Robertson and Gatignon 1986, Gatignon and Robertson 1989). These two categories of factors also reflect
.the basic framework used 1n strategy research concerned with the commercial performance of innovations
(Calantone, D1 Benedetto and Divine 1993, Gatignon, Weitz and Bansal 1990). While well recognized by
academicians and practitioners as a requirement for business profitability, the strategic orientation of the firm
has been studied more recently (Day 1990, Kohli and Jaworski 1990, Narver and Slater 1990). The
onentation of the firm has a cnitical role to play in the commercial performance of a new product. The
benefits of a firm's onientation should be directly observed by the characteristics of the innovation itself and
on its performance in the market. We now define the types of strategic orientationg mentioned above. Then,
we discuss how strategic orientation can have an impact on characteristics of innovations and their
performance. We also present characteristics of the environment which could provide contingencies relating

the firm onentation to innovation performance.

The Strategic Orientation of the Firm

While the basic marketing concept has advocated a market orientation (Levitt 1960), a recent stream
of research has been successful in defining, measuring and developing a theory of market orientation (Day
1990, 1994, Narver and Slater 1990, Slater and Narver 1994, Kohli and Jaworski 1990, Kohli, Jaworski and
Kumar 1993). A firm's strategic onientation reflects the strategic directions implemented by a firm in order
to create the proper behaviors for the continuous superior performance of the business (Narver and Slater
1990). Three major strategic orientations can be identified from the list of factors which determine the
success or failure of new products: the firm's consumer orientation and its competitive orientation—often
covered jointly under the label of market orientation--and the firm's technological orientation. While
interfunctional coordination has been considered as part of the market orientation concept (Narver and Slater

1990), we follow the organizational behavior literature and define this construct next as an influencial aspect



of the organizational structure (Thompson 1967) which is necessary for obtaining full benefit from a proper

strategic orientation mix.

Customer Onientation

The concept of "market" connotes many 1ssues, including users' needs (Von Hippel 1986), the
identification of segments, buying habits, preferences in terms of features and price, market growth (Cooper
1983), competitors (Porter 1980, 1985) and suppliers (Porter 1985). Research indicates that the commercial
performance of new products depends on how well the market opportunity has been identified, analyzed, and
incorporated into the product's design (Rothwell 1977, Cooper 1983, Lilien and Yoon 1988, Dougherty
1990). According to the strategy and marketing literatures, all of these issues have to be integrated in the
conception and the realization of a new product. For example, Project SAPHO finds that successful
innovators understand user needs better than do their failed counterparts (Rothwell ez al. 1979). Von Hippel
(1988) argues that suppliers and users are the two main functional sources of innovation. Cooper (1983,
1984) suggests that successful new products are developed with a differential advantage and meet customers’
needs better than do competitors' products.

According to Narver and Slater (1990), customer orientation is the sufficient understanding of one's
target buyers to be able to create superior value for them continuously. Deshpandé, Farley and Webster
(1993) define customer orientation as "the set of beliefs that puts the customer interest first." Therefore, in
terms of a firm's innovative behavior, a consumer-oriented firm can be defined as a firm with the ability and
the will to identify, to analyze, to understand, and to answer user needs. A consumer orientation also
emphasizes the identification of possible markets in the case of a technological breakthrough looking for
commercial applications. Finally, a consumer orientation helps the firm to leamn a large part of the market's

technical issues and provides an evaluation of possible segments, of the importance of the market, and of its

growth rate.



ompetitive Orientation

A competitor onentation can be defined as the ability and the will to identifv, to analyze, and
to respond to competitors' actions. This includes the identification and construction of competitive
advantages in terms of quality or specific functionalities, and allows the firm to position the new product
well. Such an onentation makes it possible for the firm to understand "the short term strengths and
weaknesses and the long term capabilities and strategies of both the key current and key potential
competitors" (Narver and Slater 1990) and to react adequately. A competitor onientation is both proactive
(when, for example, a firm 1s looking for a "highly attractive market") and reactive (when it responds to a
competitor's action). In a study of innovation processes in the computer industry, Xuereb (1993) shows that
a large number of new product developments starts in response to a competitor's action and that product
development is subject to the influence of competitors' innovation processes. Competitors do not remain
passive when confronted by a competitive innovation but react in order to maintain their relative position
(Gatignon, Anderson and Helsen 1989, Robinson 1988). Also, most successful innovative firms select
certain types of new products as a function of market competitive charactenistics (Cooper 1984). Following
the portfolio analysis literature, successful firms avoid the "highly competitive markets" and prefer the
"highly attractive markets" characterized by a large market potential, rapid growth, no domunant competitor,
and a large number of customers (Cooper 1984). Consequently, a competitor orientation is required for the

commercial performance of innovations.

Technological Onentation

Innovative firms are also strongly R&D oriented, are proactive in acquiring new technologies, and
use sophisticated technologies in the development of their new products (Cooper 1984, Kanter 1988).
Cooper (1994) refers to technology-driven organizations. Therefore, a technology-oriented firm can be

defined as a firm with the ability and the will to acquire a substantial technological background and to use it
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in the development of new products. This includes the activities of R&D and technological scanning.
Technology orientation also means that the company is able to use its technical knowledge to build a new
technical solution in order to answer and meet new needs of the users. Although this onentation has not
been part of the strategic orientation research stream, it is a key attribute of technology onented firms
(Workman 1993). Research and development activities are subject to high uncertainty outcomes and factors
such as leadership and championship have been identified as contributing to the success of R&D work
(Waldman and Atwater 1994, Shane, Venkataraman and MacMillan 1994). These factors reflect the

importance given to research and development and technology in the firm.

Interfunctional Coordination

Interfunctional coordination refers to the specific aspects of the structure of an organization which
facilitate the communication among the organization's different functions: "...an organization must exchange
with not one but several elements, each of which is itself involved in a network of interdependence, with its
own domain and task environment (Thompson 1967, p. 29)." This construct is conceptually distinct from
the strategic orientation of the firm which reflects broad strategic choices. Indeed, organizational
behaviorists view coordination and control mechanisms used to link units together as part of the formal
organizational arrangements (Nadler and Tushman 1980). The coordinated integration of the firm's
resources in creating superior value for customers and the resulting synergistic effects of such coordination
are obviously closely tied to the orientations of the firm (Kohli and Jaworski 1990, Narver and Slater 1990).
Any individual in any function in a firm can potentially contribute to the creation of value for the customers
(Porter 1985). However, the realization of this potential is conditioned by the level of interfunctional
coordination. The importance of the coordination of R&D with marketing is summarized in Griffin and
Hauser (1994), who review fourteen studies supporting it. Interfunctional coordination allows
communication and exchange between the firm's organizational units which are concerned with the three
orientations defined previously (Moenaert et al. 1994). Without interfunctional coordination, the new
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product development process will be ruled by a single preoccupation (a customer, a competitive, or a
technological preoccupation), which reduces the innovation's potential performance. Therefore,
interfunctional coordination is the mechanism which enables the three necessary strategic orientations to

work jointly.

Strategic Orientation and Successful Innovation

Narver and Slater (1990) have been pioneers in studying the impact of market orientation on firm
performance. More directly relevant for innovation effectiveness, Slater and Narver (1994) analyzed the role
of market orientation on management perception of new product success relative to all other competitors in
the SBU's served market over the last year. These studies confirm that firms which are market-oriented, 1.¢.,
both customer and competitor oriented, perform better than the others. An important question, however,
which has not been addressed in the context of innovations, concerns the reasons for this finding;; is it
because these firms are better able to design a better product and/or is it because of a greater general
effectiveness in marketing an innovation? An analysis which would test these explanations needs to consider
explicitly the charactenistics of the innovations being marketed. In this study, we propose to investigate the
impact of the firm strategic orientation on the characteristics of the innovations. We argue that certain kinds
of innovations are better developed when a firm stresses certain strategic orientations. We also investigate if
firm orientation has positive effects in the way that innovations are marketed, beyond the greater
performance due to having an innovation with superior characteristics. This conceptual framework 1s
presented in Figure 1. Innovation performance is affected by the innovation charactenistics, although the
influence of the market environment and the resources of the firm must be controlled for. The three strategic
orientations of the firm, in association with interfunctional coordination are viewed as important predictors of
the characteristics of the innovations being marketed. The market characteristics and the firm resources are

also potential explanations for industry and firm differences in the characteristics of the innovations. The
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strategic orientation and the level of interfunctional coordination of a firm can also influence the ability of the
firm to take advantage of a new product to make it successful. Therefore, even after controlling for the
innovation characteristics and the other factors mentioned above, firm orientation can have a marginal impact
on innovation performance.! These relationships, which are central to this study, are represented by full lines
on Figure 1. The other main effects which should be controlled for are represented with dashed lines. The
dotted lines on Figure 1 represent the thesis that the role of firm orientation is contingent upon the market
environment. We suggest with these dotted lines that the importance (weight) of each type of onientation n
determining the innovation characteristics and the success of the innovation may vary depending on the

market environment.

Innovation Characteristics and New Product Performance

The adoption of innovations research provides strong evidence that innovation charactenstics affect
the likelihood and speed of diffusion and, therefore, the success of an innovaton (Gatignon and Robertson
1985). Innovation characteristics have typically been analyzed according to Rogers' (1983) scheme, which
proposes that the innovation's relative advantage, compatibility, triability and observability are positively
related to adoption and that innovation complexity and perceived risk are negatively related to adoption.
However, these characteristics are not independent. Parker and Sarvary (1994) find, using multiple items
measuring Rogers' characteristics, that the relative advantage items load consistently on a common factor.
One or two other factors are needed in most product categornies; however, while they identify complexity as
the second factor, the interpretation of the third one varies by product categories. In fact, Gatignon and
Robertson (1991) find that "the relevant dimensions of an innovation are not well specified " (p.321).
Relative advantage appears as a consistently important product characteristic in explaining adoption (Parker
and Sarvary 1994, Holack 1988) and new product success, as evidenced by a large scale recent meta-analysis
study which shows that the largest average absolute correlation is indeed with product advantage (Montoya-
Weiss and Calantone 1994). This concept of product relative advantage is also central to the strategy
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literature notion of differentiation, which consists of offering a product or augmented product which is better
than the competition on some key dimension valued by the customers (Porter 1980).

Another classification” of innovations has been proposed by Robertson (1971), who introduced the
concept of an innovation continuum based on the effect of the innovation upon established patterns of
consumption (from continuous to discontinuous). While difficult to operationalize due to the difficulty of
measuring patterns of consumption, the notion of radical versus incremental innovations offers a sinular
perspective. In fact, Dewar and Dutton (1986) suggest that perceived risk is an important component of the
radicalness of an innovation. However, the radical-incremental distinction is typically made from a technical
perspective (Anderson and Tushman 1990). Dewar and Dutton (1986) define radical innovations as
"fundamental changes that represent revolutionary changes in technology...Incremental innovations are
minor improvements or simple adjustments in current technology” (p.1322-1323). More recently, based on 2
relatively extensive literature in Organization Behavior, Henderson and Clark (1990) state that "incremental
imnovation introduces relatively minor changes to the existing product, exploits the potential of the
established design, and often reinforces the dominance of established firms...Radical innovation, in contrast,
1s based on a different set of engineering and scientific principles...” (p. 9). Radical innovations are
technological discontinuities that "advance by an order of magnitude the technological state-of-the-art which
characterizes an industry” (Anderson and Tushman 1991, p. 27). This concept 1s difficult to measure, as
pointed out by Dewar and Dutton (1986), and 1s related to the concept of relative advantage because an
innovation which is similar to existing products cannot be highly differentiated, and, therefore, cannot have a
major advantage over the existing products or competitors. Nevertheless, the technological focus
distinguishes the radical-incremental continuum from the consumer benefits point of view inherent in the
relative advantage construct. Soni, Lilien and Wilson (1993) refer to the pioneering literature (e.g., Robinson
and Fornell 19835, Urban et al. 1986) to argue that firms producing radical innovations perform better than

firms producing mainly imitative innovations. Their empirical analysis also supports this relationship.
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Another factor which characterizes the competitive position of a product is its cost (Porter 1980).
The lower the cost, the greater the potential for profits, either by setting higher margins or by penetrating the
market with a lower price.

In summary, we propose the following hypothests:

H,: The greater a new product's relative advantage, the more radical it is and the lower
its cost, the better the performance of this new product.

Strategic Onentation and Innovation Charactenstics

The strategy pursued by a firm is designed in order to guide management. We propose that a firm's
strategic orientation has a significant impact on the characteristics of innovations which are introduced to the
market. In general, marketing theory predicts that firms which are customer oriented serve better the needs
of the consumers, especially by providing products which fit their needs best (Griffin and Hauser 1993, Day
1991). This clearly creates an advantage for the product. However, this advantage is only assessed
comparatively to the competitors' products. While onginally considered as an implementation issue of the
marketing concept, competition is now viewed as an integral part of the definition of the marketing concept
in terms of satisfying the needs and wants of consumers more effectively and more efficiently than
competitors (Kotler 1976). This is a recognition of the need for a competitive orientation at the same time as
a customer orientation. The satisfaction of the needs is achieved by providing a product perceived by
consumers as fitting their needs better than does the competition. Therefore, products which provide a
strong advantage should be the result of a deliberate strategy within the organization as reflected by a
customer and competitive orientation (Cooper 1988).

The third orientation, technology, is not part of the definition of the marketing concept. In fact, a
technological orientation can be the result of a product-oriented management which focuses "energy on
making good products and improving them over time" (Kotler 1984, p.17). However, tne level of technology
involved in most industries has been accelerating (Kelly 1994). Most studies in strategy concerned with core
competencies involve high technology industries where the investments required contribute to the
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importance given to technology in the organization. Therefore, while these high-technology industries must
have a technology focus, it might be the case that industries with lower levels of technology do require a
certain level of technology onentation as well.

In addition to the ability to produce innovations with a greater competitive advantage, a
technological orientation should lead to more radical innovations. Discoverning radical innovations requires a
strong technological leadership which results from a well defined technology strategy (Porter 1985). At the
same time, although the technology strategy could be designed to obtain cost advantages, a strong benefit of
imitation strategies is to avoid R&D costs (Schnaars 1994). Therefore, typically, a technological orientation
leads to a smaller emphasis on innovation costs, at least when the innovation is introduced.

Finally, competition not only is a strong force to differentiate products so that they satisfy demand
better than the competitors', but it also draws management attention to cost efficiencies so that the firm
would be more profitable and have more resources to compete. Therefore, firms with a strong competitive
emphasis should design innovations with costs in mind which are expected to be lower than the costs of
innovations designed by less competitively oriented firms. Consequently, we advance the following
hypotheses:

H.: The more customer, competitor and technology oriented firms are, the greater the

relative advantage of their innovations. These three orientations (customer,
technological and competitive) are all needed for designing innovations which have a
strong relative advantage.

H;: The more technology-oriented firms are, the more radical their innovations and the
higher the innovation cost.

H,: The more competition-oriented firms are, the lower the costs of their innovations.

In the discussion above, the need for a balance between the three types of orientation within a firm
has been identified. While synergies have been proposed in H,, the benefits of these Synergies might not be
realized without them being managed properly. The role of integrating mechanisms across departments,
especially between marketing and R&D, has clearly been demonstrated (Griffin and Hauser 1994, 1992).
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This concept of interfunctional coordination has also been included in the strategic orientation marketing
literature. Narver and Slater (1990) consider this concept as an aspect of the market onientation construct. In
fact, we view the role of coordination mechanisms to be one of enhancement of the benefits associated with a
combination of orientations. Consequently, interfunctional coordination is a separate construct which
enhances the synergies that may exist by having a properly balanced orientation. Therefore,

H.: Interfunctional coordination enhances the synergies between the three types of

orientation to design innovations which have a strong relative advantage, which are
more radical, and which have a lower cost.

Strategic Onentation and New Product Performance

We have discuissed why the three types of orientation can be beneficial to a firm's innovative
strategy. This should be reflected in a better response from the market and therefore should lead to a more
successful new product. This could explain the results of Narver and Slater (1990) and Slater and Narver
(1994). However, if the effects of strategic orientations are recursive, i.e., due to their impact on the
innovation characteristics, once controlling for innovation characternistics, it is not clear that firm onentation
should influence performance, or at least it should not be as large. Such an effect. beyond the impact of firm
orientation already considered through the innovation charactenstics, would indicate that the onentation of
the firm affects more than the product development process. In fact, the marketing concept argues that the
product is only a part of the marketing activities and that a customer orientation especially should improve
the abilitv of the firm to serve "effectively and efficiently"” the needs of the consumers. These effects are
represented by the fact that the firm orientations have an impact on new product performance above the
impact realized on the innovation itself. We can summarize these arguments into the following hypothesis:

H: Interfunctional coordination enhances the interactions between the three types of
orientation necessary to market successfully an innovation.
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Market Characteristics

The success of an innovation 1s not independent of the market in which the firm functions. Indeed, a
number of market characteristics have a direct impact on the performance of new products. For example, it is
more difficult to successfully introduce a new product in a highly competitive market, in part because
competitors can react very strongly (Gatignon, Anderson and Helsen 1989, Robinson 1988). In addition,
consistent with Kohli and Jaworski (1990)'s propositions and Slater and Narver (1994)'s hypotheses, the
effectiveness of a firm's orientation 1s conditioned by the nature of its market. Slater and Narver (1994)
constdered these interactions in a model of firm performance (including overall perceived new product
performance, as indicated earlier) as a function of customer and competitive orientation. The lack of
significance of the interactions lead them to conclude that "it would be risky t;or a manager to attempt to
adjust the business's market orientation to match current market conditions" (p.54). While it is difficult to
control for the innovations being marketed when evaluating the performance of a group of new products,
failing to account for these product attributes can bias the estimates of the effects of firm orientation; indeed,
the new product attributes might not be independent of the firm strategic orientations. In fact, it is our
contention, as hypothesized above, that firms with different strategic orientations design and bring to market
innovations with different characteristics. Market charactenistics hypothesized to have an impact on the
commercial performance of innovations and on the required level of the firm's orientation are: market growth,
competitive intensity and demand uncertainty. We now discuss the main effects and the interactions with
strategic orientation of the market charactenistics, although only the hypotheses regarding interactions are

formally stated.?

Market Growth
According to Scherer (1980), when market demand 1s growing, it is easier for all sellers to acquire

and retain customers and earn profits. Therefore, a positive relationship exists between market growth and
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the innovation's performance (Cooper 1984). In addition, growing markets are at the early stages of the
product life cycle. Consequently, little information is available on these markets at the same time as
consumers are developing preferences (Carpenter and Nakamoto 1989). Therefore, a strong consumer
orientation is necessary to understand these newly created markets. Furthermore, competitors are
particularly attentive to each others' moves in high growth markets where strong competitive rivalry has been
observed (Ramaswamy, Gatignon and Reibstein 1994, Robinson 1988); therefore, a strong competitor
orientation 1s necessary to track and anticipate competitive activities.

H,: Compared to slow growing markets, a stronger consumer orientation and a stronger

competitive orientation are required in fast growing markets to achieve a similar level
of performance.

Competitive Intensity

The notion of competitive intensity in a market connotes many issues, such as buyer power, supplier
power, entry barriers, and industry concentration (Bain 1959, Porter 1980, Scherer 1980). Competitive
intensity reduces new product performance (Cooper 1984, Narver and Slater 1990). So, in a highly
competitive market, the firm needs a strong competitive orientation to identify the competitors' strengths and
weaknesses, to develop competitive advantages, and to anticipate competitors' reactions. Consequently, the
required level of competitive orientation of a firm has to be highly linked with the competitive level of the
markets in which the firms operate (Kohli and Jaworski 1990, Gatignon and Robertson 1991).

The nature of the innovations should also be affected by the level of competition intensity. In
particular, management must pay greater attention to costs in a competitively intense market, partly because
of the greater pressure on prices (Porter 1980). Although this main effect is not formally stated as an
hypothesis, it should be controlled for.

In summary:

H,: Compared to less competitive markets, a stronger consumer orientation and a

stronger competitive orientation are required in highly competitive markets to
achieve a similar level of innovation performance.
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Demand Uncertainty

Demand uncertainty is directly related to the notion of market turbulence, which Kohli and Jaworski
(1990) propose as a moderator of the market orientation-business performance iinkage. When demand is
uncertain due to changing consumers or changing preferences among consumers, a customer orientation is
necessary to facilitate learning about both the customer's needs and the customer's buying incentives. This
concept of demand uncertainty 1s simular to Albemnathy's notion of target uncertainty (Albernathy 1978). He
argues that reducing this uncertainty is critical to enhance the attractiveness of investing in nsky R&D
efforts. Workman (1993) argues that, when 1t 1s not possible to predict what consumers will want, the role of
marketing in the new product development process is limited and the optimal strategy might be to pursue
many R&D alternatives and to be ready to develop a strategy when more information becomes available.
This strategy increases the costs of new product development. While the role of marketing is still important
to provide this new information over time, this reasoning points out the need for having a strong technology
orientation.

Consequently,

H,: In markets where demand is uncertain, a stronger consumer orientation and a
stronger technology orientation are required than in markets where demand
uncertainty is low in order to achieve a similar level of performance.

Firm Resources

The industrial organization and marketing strategy literatures place considerable emphasis on the
size of a firm, especially because of the resource advantages that it possesses and can use to compete. This
factor can strongly affect a new product's performance (Day 1984, Narver and Slater 1990). The greater the
resources of a firm, the more market power, a competitive advantage which translates into better performance
of the new product. This is due, for example, to immediate access to distribution. A firm with large
resources could also be a signal of commitment to consumers who face uncertainty and who, therefore, might
respond more favorably. These advantages can be due also to the ability to invest greater resources into the
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design of superior innovations (Capon ef al. 1992), which might be more radical, have a greater relative
advantage, and might cost less. These effects are not central to our study, but need to be included in a model

of the impact of strategic orientations.

EMPIRICAL ANALYSIS

Data

Narver and Slater’s research (1990) shows that a survey by questionnaire is feasible to collect valid
and reliable data about a firm's onentation. Our data were obtained from a large scale mail survey. A
questionnaire was sent to 3000 marketing executives drawn randomly from a commercially available list in a
broad cross-section of industries. One hundred ninety eight questionnaires were not delivered and 393 were
retumed completely filled.

The unit of analvsis is the last new product introduced in the market by a Strategic Business Unit.*
The questionnaire was filled out by marketing executives who have been shown in past research to be
knowledgeable key informants about the information concerning new product development (Xuereb 1993).°

In order to venfy that the questionnaire was reasonable in length and that the respondents did not
have any difficulty with any of the questions, a pre-test of the questionnaire was performed on a few
marketing managers. Based on their responses, some questions were re-worded. Then, a pilot test of the
questionnaire was performed to assess the validity of the scales. A market research company called
marketing executives to obtain their agreement to participate in the study and to verify that the respondent
was qualified (1.e., was familiar with the latest new product introduction and with the business in which this
mnnovation took place). Out of a list of 300 names, 239 managers were able to be contacted. Of these 239
marketing executives, 87.5% (209 managers) agreed to participate in the study. A survey was then mailed to
these managers, with a letter reminding them of their agreement to participate. A total of 38 managers filled
the questionnaire, after one reminder letter. This results in an 18% response rate of those who had agreed to
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participate, or 16% of the total of individuals sampled. Because this final response rate is not significantly
different from large scale surveys which do not contact managers by telephone first, the final questionnaire
was sent directly to the sample. A lottery for a $500 award was offered. A reminder questionnaire was sent
two weeks later. A total of 393 questionnaires were returned, which gives a 14 %o response rate after
deducting questionnaires which did not reach the addressees. This rate 1s simular to the rate reported in the
marketing literature ( Gatignon and Robertson 1989). An analysis of charactenistics of firms indicates no
significant differences between respondants and non respondants. Also, no statisucal difference appear
between early and late responses. Consequently, there 1s no indication of response bias in our sample
{Armstrong and Overton 1977)

Our sample consists of consumer durable goods, consumer packaged goods, consumer services and
industrial technologv and computer firms. Table 1 presents the distribution of the observations by classes of
industry, showing the variety which contributes to the generalizability of the results.

Measures

Multiple item scales were developed based on items previously proposed and used successfully in
survey research studies (Miller and Friesen 1982, Saxe and Weitz 1982, Narver and Slater 1990, Slater and
Narver 1994). Because of the availability of several scales used in the literature, a combination of these
previously used items was included in the questionnaire, except for avoiding repetitive questions. The exact
measures and the corresponding questions are listed in Table 2, with the reliability coefficients. All scales are

unidimensional, as items load on a single factor.

Endogenous Vanables

Innovation Success. Consistent with the literature, the commercial performance of a new product 1s
measured by perceived measures (based on multiple items) such as the degree to which the new product's

objectives have been achieved (e.g., Moenaert ez al. 1994), which are relative to competition and expectation
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within the industry (Deshpandé, Farley and Webster 1993). This should remove industry specific main
effects. The measure of innovation success is highly reliable with a coefficient alpha of 0.82.° Although self-
assessment measures are prone to potential bias, thev are the most commonly used form of performance
assessment in marketing strategy research (Saunders, Brown and Laverick 1992). In fact, they may be less
problematic than more "objective” financial measures which can also be biased "because of the ulterior
motives for which they are produced” (Saunders, Brown and Lavenck 1992, p.184). Moreover, financial
data 1s rarely available for the new product but only at the aggregate level. Also, marketing managers are
typically the informants with the greatest knowledge of their own business and performance. Finally, a
number of studies have demonstrated the convergent validity of such scales (Doyle, Saunders and Wright
1989, Dess and Robinson 1984, Venkatraman and Ramanujam 1986).

Innovation characteristics. The innovation is charactenized by four dimensions: the relative
advantage of the innovation, its relative cost, its radicalness, and the degree of simularity with the
competitors' products. While the radical-incremental concept is based on technology, from the consumer's
point of view, a competitively-based measure might be more appropriate. Although related to the notion of
relative advantage, this measure focusses on the product itself rather than on its benefits, which are found in
the relative advantage measure.

- Relative advantage: the innovation advantage is assessed relative to competitive product offerings.
It represents the various sources of competitive advantages for a product in terms of product attributes,
benefits, and image. These different sources of advantages are not theoretically correlated. Therefore, our
measure is a formative index rather than a reflective scale. Nevertheless, all the items (including a general
item for overall competitive advantage) load on a single factor and the additive scale has a reliability alpha of
0.74.

- Radicalness: concerning the radicalness of the new product, a separate analysis was performed

using experts in innovation research. Two experts were asked to supply names of radical and of incremental

-18-



innovations. Then, each was asked to rate the innovations named by the other on the items used in the
survey. The innovation radicalness scale was highly reliable across innovations and expert (« =.976) and an
Analysis of Variance was performed to test for statistical significance across the two categories of
innovations labeled radical or incremental by the experts. This analysis supports the validity of the scale to
discriminate between radical and incremental innovations. The items of the scale concern the discrepancy
between the technology of the innovation and the existing technologies. They are also reflecting the impact
that the innovation has on the industry. The reliability of this measure 1s 0.84.

- Degree of similarity with competitor's products: this additional measure of how different the
innovation is differs from the radicalness scale because of its competitive focus. Conceptually, the arguments
developed in the theoretical section can be expressed in general terms of the radicalness of the technology or
more specifically relative to the other products which are competing with the innovation. A factor analysis of
the items of the radicalness scale with the items expressed relatively to competition revealed the existence of
two factors. Therefore, a separate scale of the degree of similarity with the competitors' products was
developed with a reliability coefficient of 0.78. Even though these two scales are correlated (p=-0.43), the
impact of both of them was analyzed and the possibility of multicollinearity was assessed.

- Relative cost: The relative cost of the innovation refers to the major sources of cost relative to
competitors' products. These sources include marketing costs, manufacturing and operations costs and
research and development costs. These costs with an overall evaluation of costs form a single dimensional

scale with a reliabity alpha of 0.73.

Explanatory Varnables

A few recent studies have developed measures of market orientation, long term focus, profit

emphasis, and interfunctional coordination. As mentioned above, we included 1in our measures a
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compilation of the items proposed by Narver and Slater (1990), Kohli, Jaworski and Kumar (1993) and
Deshpandé, Farlev and Webster (1993). In addition, we added items to measure technological orientation.

Consumer orientation. Items were developed based on the existing scales which concern the pro-
activity in users' needs identification (Saxe and Weitz 1982), the degree of identification of user needs and
the capacity to analyze this information (von Hippel 1988, Narver and Slater 1990, Slater and Narver 1994),
with a will to answer the needs of the users (Saxe and Weitz 1982). The compilation of items used in a
number of scales developed by different authors did not reveal a single factor analytic structure. This can be
explained by the fact that much of these items represent different ways in which a firm can contribute to a
consumer orientation: therefore, these items are formative of an index rather than reflective of an orientation.
Consequently, we adopted Narver and Slater's scale and found a similar reliability coefficient of 0.85. The
items do load on a single factor.

Competitor orientation. As described above, the concept of a competitor orientation reflects on the
part of the SBU a pro-activity in identifying competitors' actions, the capapity to understand competitors'
actions and the will and the capacity to respond to competitors' actions. Narver and Slater's (1990) scale of
competitor orientation parsimoniously reflects these notions. The four items that they propose load on a
single factor and the reliability alpha (0.60) is only slightly lower than in their samples.

Technology orientation. Our measure of technology orientation includes items which represent
the use of sophisticated technologies in new products development (Van de Ven 1986), the rapidity of
integration of new technologies (Kanter 1988), and a pro-activity in developing new technologies
(Burgelman and Sayles 1986, Garud and Van de Ven 1989) and in generating new product ideas (Kanter
1988). When factor analyzed, the items load on two factors which split according to whether or not items are
competitively framed, i.e., based on competitive benchmarking. Because this split is attributable to wording
of the items rather than a conceptual difference, all factors were used to form a scale which provides a

reliability of 0.89.
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Interfunctional coordination. A scale of interfunctional coordination has been developed by
Narver and Slater (1990). The scale includes items concerned with the extent to which all functions
contribute to customers' value, the degree of functional integration in the strategy and the degree of
utilization of integrative mechanisms (Miller and Friesen 1982). The rehiability of 0.77 is slightly above the
reliability found by Narver and Slater (1990) in their samples.

Market characteristics. Market growth is measured by the reported growth rate of the market at the
time of the new product launch. Demand uncertainty is a four-item scale with a reliability alpha of 0.60
concerned with the ability to predict preferences, tastes and demand levels. Competition intensity refers to
the competitive behavior or rivalry between the competitors. Three items form a scale with a 0.75 reliability.

Relative Resources of the firm. The resources of a firm are measured in terms of resources for
marketing, distribution and sales force and R&D. Associated with an overall assessment of the resources of

the firm compared to the competitors in the product category, the scale has a 0.83 reliability.

The Model
Figure 1 represents the conceptual model of how the orientation of the firm can affect the
performance of a new product. The relationships between the vanious constructs are expressed in equations

(1), (2) and (3):
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SBU index,

New product relative advantage,

New product similarity to competitors,

New product radicalness,

New product relative cost,

Market performance of the new product,

'I'echnology orientation during the new product's design and realization,
Competitor orientation during the new product's design and realization,
Consumer orientation during the new product's design and realization,

Market characteristic k for k=1,....3 (i.e., Market growth, Competitive intensity and Demand
uncertainty),

Firm relative resources,

Innovation characteristic k for k=1,...,4 (i.e., Product Advantage, Similarity with
competitors, Radicalness, and Cost),

Interfunctional coordination.

The first four equations in (1) represent the proposition that the charactenistics of an innovation

marketed by a firm are the result of the firm orientation expressed in terms of the degrees of technological,

consumer and competitor orientation involved by the firm or strategic business unit during the design and

realization of the new product. The fifth equation in (1) expresses the fact that the performance of the new

product might be affected by the same factors, although the innovation characteristics are hypothesized to be

an important determinant of its performance in the market. The resources of the firm are also specified to

affect each of these five endogenous variables (new product characteristics and innovation performance). A

multiplicative functional form represents the interaction between the three orientations. Because the

measures are interval scales, it is necessary to transform them in order to be able to perform a meaningful

multiplication of these scales. Cooper and Nakanishi (1983) proposed the zeta transformation which has

-22.



been used successfully in the literature (e.g., Anderson 1985). A linear model was also estimated but is not
discussed further due to a poorer fit.

The role of interfunctional coordination is modeled as per equation (2). The scaling factor which
multiplies the effects of the predictor variables should increase when interfunctional coordination increases.
This equation represents the synergistic effects of having high levels on any single onentation.

Equation (3) represents the interactions between the market charactenstics and the onentation of the
firm. Even though there is no formal hypotheses about the moderating role of market charactenstics on the
relationship between strategic orientation and the innovation charactenistics, equation (3) is generalized to
the five equations 1n (1) in order to empincally assess the existence of such interactions. A test that these
interactions are significantly different from zero 1s performed for each equation, as reported below.

Equations (2) and (3) can be inserted into equation (1) for estimation. The five basic equations
shown in (1) represent a block recursive system of equations where the fifth equation can be estimated using
Ordinary Least Squares, independently of the first four equations. Also, because the first four equations have
the same explanatory variables with no simultaneity, even though the error terms might be correlated, the
OLS estimator is identical to the GLS estimator. Seemingly unrelated regression was used to re-estimate the
model with only the significant variables to take into account the possible correlations within SBU of the
error terms of the four equations corresponding to the innovation characteristics. However, the results were
identical. This lack of significance of the error terms across equations tends to demonstrate the lack of firm or
industry-specific effects, beyond those specified in the model. Consequently, the Ordinary Least Square

estimates are reported.

Results

The equations were ﬁfst estimated with the full specification expressed in equations (1)~(3).” They
were also estimated by restricting the interaction terms to be zero so as to test for the significance of
moderating effects. If these interaction terms were insignificant, a further test was made to check for the
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significance of the market characteristics. These chi-squares test (Chow 1960) results are different for each
equation. The product advantage equation is best specified as a main effect model without effect due to
market characteristics. The product radicalness and product similarity models indicate no interaction terms
are significant,; however, market charactenstics should be included. The product cost model specification
tests indicate that the interactions should not be restricted to zero and the same result applies to the
innovation performance equation. The parameter estimates from these model specifications are reported in
Table 3. The fit statistics indicate similar fits of the five equations with Rs in the range of 0.15 t0 0.37. The
performance equation has the best fit, as could be suspected from the difficulty of explaining the output of
R&D (Gatignon, Weitz and Bansal 1990). Nevertheless, the results show that the vanables specified in the
theoretical framework provide a statistically significant explanatory power.

The product relative advantage is significantly affected by the technological orientation of the SBU.
The greater the firm's technology orientation, the greater the product advantage offered by its innovations (f
=0.27, p<0.01). This is consistent with hypothesis 2. The level of resources of a firm also affects the degree
of advantage of the innovation: the greater the resources, the greater the relative advantage ( = 0.21,
p<0.01), as discussed above.

Both the product radicalness and the product similanity with its competitors are significantly affected
by the degree of technological orientation. The greater the technological onientation, the greater the
radicalness of the innovation being brought to market (f =0.61, p<0.01) and the more dissimilar the
innovation is from its competitors (f =-0.33, p<0.01), following our proposed hypothesis 3. Also, for both
innovation characteristics (radicalness and similarity), demand uncertainty has a significant impact. The
greater the demand uncertainty, the more radical the product is (f =0.12, p<0.01) and the less similar to the
competitors' products (p =-0.12, p<0.05). This reflects the innovative character of uncertain markets:
innovations occur in periods of turbulance before standards emerge. In addition, the degree of simulanty of

the innovation with the competitors' products is higher 1n high growth market (p = 0.02, p<0.05), although

.24 -



the radicalness of the innovation is higher in such growth markets (§ = 0.02, p<0.05). This means that new
product offerings in high growth markets tend to be using different technologies but which do not provide
very differentiated brands. The finding about the greater similarity with competitive products is consistent
with the literature on dominant designs discussed earlier. However, the result about the radicalness of the
innovation tends to indicate that the firms bringing new products to market which are in the early stages of
high growth have invested in different technologies. A dominant technological design has not been defined
completely yet. The degree of sirlarity of the innovation with the competitors' products is also found to be
higher in competitively intense markets (p =0.13, p<0.01). This result corresponds to the fact that, even
though it is necessary to differentiate a brand from its competitors in competitive markets, the competition 1s
partly due to the difficulty of differentiating products in these markets. Furthermore, interfunctional
coordination enhances the impact of the strategic orientations in developing innovations less similar to the
competitors' products, as predicted in hypothesis 5 (B =-0.11, p<0.05).

The cost of innovations depends on the strategic orientation of the firm. First, as proposed in
hypothesis 3, firms which have a technological orientation have higher costs than their competitors ( =
0.18, p<0.05). This follows directly from the investments required to develop new technologies. The results
also indicate that the cost of innovations increases as the firm's competitive orientation increases in declining
markets.®* However, in high growth markets, hypothesis 4 that a competitive orientation decreases the costs
of the innovations (f =-0.015, p<0.01) is supported. The competitive pressures are a significant force
driving costs down in growing markets. In declining markets, a competitive orientation which lead firms to
strong rivalry and counter-attack increases the costs. The total costs of the innovations are also higher in
uncertain markets (B =0.12, p<0.05), as would be expected from the deployment of greater R&D activities.
Finally, the firms with large resources do not pay as much attention to costs and market innovations which

have significantly higher costs (B =0.15, p<0.01). Although these firms would have the ability to invest in
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cost reduction projects. cost is not as critical an issue for them as it would be for a firm with limited resources
which must generate high margins to compete.

The performance of the innovation is directly related to the innovation charactenistics. The greater
the product advantage (B = 0.32, p<0.01), the greater the product radicalness (p =0.21, p<0.01), the smaller
the product similarity with its competitors' (f =-0.12, p<0.05) and the lower the product costs (B =-0.28,
p<0.01), the better the perceived performance of the innovation. This supports our arguments stated in
hypothesis 1. Although somewhat correlated, as indicated in the measures section, both the similanty of the
innovation with competitive products and the radicalness variables contribute to explaining the innovation
performance. Excluding one of them does not affect the other factors.

The role of the strategic orientation of the firm beyond the influence it might have on the imnnovation
charactenistics depends. as stated in hypothesis 9, on the uncertainty level inherent in the market's demand.
In highly uncertain markets, the greater the consumer onentation, the greater the performance of the
innovation. The role of consumer oriented marketing activities is then critical to gather information which
reduces the uncertainty level. However, as demand uncertainty decreases, a very high consumer onentation
detracts from performing. This is the result of the positive coefficient of the interaction between consumer
orientation and demand uncertainty (a = 0.185, p<0.05). Since in our sample the demand uncertainty scale
varies between -2.0 and +2.0, a negative number (which indicates that it is relatively easy to forecast and
predict consumers' tastes and preferences) multiplied by the positive coefficient makes the influence of
consumer orientation negative, but positive for a large demand uncertainty. This is consistent with Narver
and Slater's (1990) findings that consumer onentation has a positive effect for differentiated markets but a
negative effect in commodity markets which might be easier to understand.

The value of a technological onentation also depends on demand uncertainty (hypothesis 9). In

uncertain markets, a technological onentation improves the performance of the innovation; however, in

226 -



markets where demand is relatively easy to forecast, the more technology oriented a firm is, the worse the
performance of the innovation (a = 0.186, p<0.05).

A competitive onentation has also a significant impact on the innovation performance, but the
direction of this impact also depends on the level of demand uncertainty in the market (a« =-0.270, p<0.01).
In a market where demand is easy to forecast and predict (a negative number for low uncertainty levels), a
high competitive onentation benefits the performance of the innovation. However, if demand uncertainty is
high (positive value on the scale), a competitive orientaton hinders the performance of the innovation.

The performance of an innovation is also perceived better by managers from firms which have more
resources than their competitors (B =0.14, p<0.01). Finally, following hypothesis 6, interfunctional
coordination is afmost significant at the 0.05 level (& = 0.096, p<0.063), which would tend to indicate that it
reinforces the impact of the strategic orientations.

In summary, the strategic orientation of the firm has a significant impact on the performance of new
products. This influence is exerted through the innovation characteristics which are being brought to market
Firms with different orientations tend to market different types of innovations. This influence, however, is
not uniform regardless of the market characteristics. It does depend generally on the uncertainty of demand
as well as on the growth of the market:

- The firm's technological orientation plays the most significant role in deterrmining the innovation's
characteristics. The greater the firm's technology orientation, the greater the product advantage
offered by its innovations, which are more radical and less similar to the competitors' products,
although these innovations are more costly. The role of technology onentation appears unconditional: more
is better in any kind of market, even a stable market. Therefore, a firm wishing to develop an innovation
superior to the competition benefits greatly from a strong technological orientation.

- In markets which are highly uncertain, a consumer orientation has a positive influence on

the commercial performance of the innovation. The development of a new product in a highly uncertain
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environment creates the need for more market scanning and networking with users to identify customer
needs. Therefore, the role of consumer oriented marketing activities is critical to gather information, which
reduces the otherwise overwhelming level of uncertainty over expected levels of demand.

However, as demand uncertainty decreases, a very high consumer orientation actually
detracts from performance. In a low uncertainty environment (i.e., one in which demand 1s stable and
well understood), all the cdmpetitors will have access to the same information about the market regardless of
their level of consumer orientation. Therefore, a firm with a strong consumer orientation will not derive anv
specific benefit thar the competitors would not have as well. However, the firm will incur all the costs
associated with these marketing activities.

- It is actually a competitive orientation, not a customer orientation, which leads to superior
innovation performance when demand is not highly uncertain. When demand uncertainty 1s low, both
the firm and its competitors can assess the consumers’ needs relatively accurately. Therefore, the key success
factors of an innovation cannot be derived from a consumer orientation. These factors must be found relative
to competitors’ products and projects. In markets where demand uncertainty is lower, a competitive
orientation allows the firm to study the characteristics and the positioning of its competitors' products. This
enables the competitively onented firm to position and market its new products better, which enhances the
products' performance.

- In contrast, a competitive orientation is actually detrimental to the innovation's
marketplace performance when demand is very uncertain. In a situation of high demand uncertainty, ali
firms have a hard time figuring out what the real market is and what users' needs are. What is needed here 1s
a customer orientation. But exclusively competitively oriented firms tend to fall back on improper reliance on
competitors' projects and products to infer market needs. The data indicate that a strong competitive

orientation is negatively associated with innovation success in such a case.
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- Results indicate that a competitive orientation enables the firm to do what it takes to reduce
the innovation's cost in high growth markets. Competitively oriented firms seem able to muster the
willpower to cost cut, rather than relying on product features to sustain high prices and justifying cost
inefficiencies by product features.

- But results also indicate the story is different in declining markets. It appears that in declining
markets, as the firm’s competitive orientation increases, the cost of the firm's innovations also
increases. A competitor orientation serves to draw management attention to cost efficiencies so that the firm
would be more profitable and have more resources to compete. Therefore, firms with a strong competitive
orientation tend to design innovations with total costs (production, R&D, SGA, and marketing) in mind.
Once the innovative product is designed, the competitively oriented firm follows a strategy of price and cost
cutting. Part of this strategy involves strong nvalry and counter-attack, which drives up costs in the short
run. The firm tends to recover these costs and to find itself well positioned in a growing market. Butin
declining markets, a competitive orientation leads firms to increase the innovation's total costs (production,
R&D, SGA, and marketing) via competitive warfare, in spite of the fact that sales are declining. Such
markets do not warrant competitive warfare, yet the competitively oriented firm seems unable to resist the
temptation to battle, even while market sales are dechning,

- Itis striking that our data indicate that having a customer orientation does not have a
significant impact on the innovation's characteristics! This is cnitical, as the data indicate, not
surprisingly, that these characteristics are themselves the main factors explaining the new products'
commercial performance. It is puzzling that consumer-oriented firms don't differ in the kinds of innovative
products they bring to market. Why? What appears to be happening is that a customer orientation resides in
the marketing department, which in turn appears to have trouble communicating market considerations to

R&D. This result confirms the observation of Workman (1993).
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In principle, interfunctional coordination is the solution to this problem. Yet, we examined several
aspects of interfunctional coordination (which involves information shared among functions, functional
integration in strategy, and so forth) and found that firms with better interfunctional coordination do not
seem able to do a better job of reaping the benefits that should be derived from having a consumer
orientation. Apparently, such coordination is not enough to breach the barners between functions when it
comes to transmitting a customer orientation. However, our results do indicate that interfunctional
coordination has one effect: it contributes to the development of innovations which are differentiated

from the competitors' products.

CONCLUSION

Although the basic concepts involved are at the foundation of the marketing concept, this research
concemns a relatively new area of marketing strategy. The role of the organization's strategic orentation on
new product development is central to the performance of a firm. Advocates of market-orientation have
recently developed a conceptualization of the antecedents and consequences of the organization's strategic
orientations. Yet, empirical research on these issues remains in its infancv. The recent development of
measures of the key concepts are a critical step which enables further empirical test of marketing strategy
theories. This paper provides some support for the moderating effect of some market characteristics (demand
uncertainty and market growth) on the performance of innovations.

This study presents evidence from a large number of firms in a varied set of industries, which
enables the discovery of principles govemning firms which generalize across markets. Nevertheless, this
study is subject to typical limitations. The response rate, although typical, can lead to the possibility of
response biases. As discussed earlier, a study of differences between early and late responses does not show
significant differences between the two samples, suggesting that it is not a problem in this study. The

percentage of variance explained, although significant, is not as high as would be desirable. It is especially
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difficult to evaluate the reasons for the part of the variance which is unexplained. The output of the R&D
process 1s known to be difficult to predict and the lack of correlation between the error terms of the equations
when using seemingly unrelated regression indicates that missing vanables might not affect the results.
Indeed, a number of correlates concerned with multiple aspects of the innovation, the SBU, the firm, and the
market did not significantly affect the results. Finally, the performance evaluation is assessed by the same
respondant who rates the SBU's strategic onentations. Nevertheless, the nsk of common methods bias is
minimized due to the fact that the aggregation level is different: while the performance 1s measured for a
specific new product, the strategic orientations are measured at the SBU level. This departs from past new
product research which traditionally measures both endogenous and exogenous variables at either the SBU
level or at the project level. In spite of these limitations, this research makes theoretical contnibutions to the

marketing strategy literature with significant managerial implications.

Theoretical Implications

Both the marketing and strategy literatures state that a market orientation and/or a technology
orientation increases the commercial performance of an innovation. Yet to date, there have been very few
measures of either of them and, hence no systematic analysis of their effects on new product's performance
exists. Therefore, no research has studied simultaneously customer, competitive and technological
orientations, and their relation to the commercial performance of an innovation. Our model with interactions
provides an operational methodology for such atest. Specifically, we contribute to the marketing literature
on new product development by (1) considering technological orientation in addition to the other strategic
orientations discussed in previous strategic orientation research, (2) viewing interfunctional coordination as a
construct distinct from market orientation and (3) evaluating innovation characteristics as a result of the

strategic orientation of the firm as well as determinants of the new product commercial performance.
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Managerial Implications

This research shows the relations between a new product's performance and the onentation of the
firm: a consumer orientation, a competitor orientation and a technology orientation. The results can be
summarized as follows: (1) A firm wanting to develop an innovation supenor to the competition must have a
strong technological orientation. (2) A competitive orientation is recommended 1n high growth markets to
enable firms to emphasize innovation costs, thereby developing innovations with lower costs. (3) Firms
should be consumer oriented and technology onented in markets where demand is relatively uncertain.
These orientations will lead to better products which will perform better, and the firm will be able to market
innovations better, thereby achieving a superior level of performance. (4) A competitive orientation 1s
recommended to market innovations when demand is not too uncertain and in growing markets but should
be de-emphasized in highly uncertain markets and in declining markets. Therefore, the recommendations as
to the strategic orientation to emphasize are not unconditional, even for the role of the marketing concept.
This study provides some guidelines as to which strategic onentation or combination leads to superior
performance, depending on the market facing the firm. This study also raises a question as to why 1t is that,
although consumer onentation enables a firm to market an innovation more effectively n certain
environments, consumer orientation does not have a significant impact on the innovation's characteristics.
While it is clear that innovations are often driven by R&D, the interface of marketing and R&D is still often
problematic, as discussed earlier. The mechanisms considered in the measure of interfunctional coordination
appear to be insufficient to promote the benefits that should be denived from the consumer orientation
represented by marketing departments. Similarly to recent work which analyses which practices contnbute
to developing a market orientation (Ruekert 1992), future research should follow Griffin and Hauser (1994)
in studying the processes that contribute to marketing and R&D integration. Nevertheless, this study
demonstrates that a consumer orientation is particularly useful to market an innovation in environments

where demand is uncertain.
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END NOTES

1. The performance or success of an innovation is viewed throughout this study as a relative concept vis-a-
vis the performance of new products marketed by competitors. Consequently, we are not concerned with
the explanations of differences in performance due to industry factors, but, instead, we concentrate on
competitive and strategic explanations.

2. While the distinction has also been made between process and product innovations, this study is only
concerned with new products introduced to the market by a firm.

3. It mght be argued that firms in different environments should emphasize different orientations in order to
design innovations that have the charactenstics required to be successful. Although these interactions were
tested for exploratory purposes, theoretical explanations for these effects were difficult to develop. In fact,
the empirical analysis revealed that, in general, these interactions are statistically insignificant.

4. While aggregate measures of new product performance at the firm level have been used in prior studies.
such as the percentage of profits or sales from new products (Griffin and Page 1993), the necessity to
explicitly recognize the role played by the innovation characteristics prevents the use of aggregate new
product activities. This would require aggregate measures of new product characteristics (such as in
PIMS) which are difficuit to assess and which add uncontrolled for variance.

5. Because the unit of analysis is the firm or SBU, variability in the measures can only be obtained by
gathering data on a relatively large number of firms/SBU's, which excludes the feasibility of obtaining
multiple informants who are typically used in a depth analysis of a few firms.

6. The mean time since introduction of the mnovation is 2.75 years, with 47.5% of the sample having been
introduced within the last year, 74% within two years and 83% within three years. This gives sufficient
time to marketing managers to assess the performance of the new product in the market.

7. Other variables were introduced to control for industry or firm/SBU specific factors (e.g., extent of
barners to entry, firm size, length of time since introduction) as well as industry dummy variables but were

not significant.

8. The growth rate in the sample varies from -20% to +116%.
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Table 1 - Distribution of Industries Represented in Sample

Industries

Food Products

Tobacco Products

Textile Products

Furniture & Fixture Products

Paper Products

Chemical Products & Pharmaceuticals
Rubber and Plastics

Industrnal and Commercial Machinery
Electronic and Other Electnical Products
Commercial Services Transportation Equipment
Measuring and Analyzing Instruments
Medical

Miscellaneous

Percentage of Sample
9.0

03
238
14
6.4
6.2
3.6
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Table 2 - Measures of Major Constructs and Their Reliability

INNOVATION SUCCESS AND CHARACTERISTICS
© Innovation Success (NEW PRODUCT PERFORMANCE) - ¢ = .32
@ The growth of this new product’s market share is supetior fo the market shase growth of its main competitors
& With this new product, we bave increased our market share in this cutegory
® Rdative 10 other prodocts of our firm, this one bas 3 befter return on invesmient
# Relative to our competitors’ products, this one has a bettes retum on investmient
# This new product has ded in achieving its main obj

O Product Advantage= & =.74
® Overall advantage
® Product pedormance
# Product design (functionadity, featuns)
® Product positioning (product image)
® Reputation
® Product quality

© Incremental versus Radical -« ¢ = .84

® This new product is a siinor imp 1in a current technology
#® This new product bas chaneed the market did
® This new product is one of the first applications of a technologicul breakthrough

@ This new product is based on a revolutonury change in technology’
® This new product incorporatad a laree new body of technological knowledge
# This new product has chang=d the natur: of pout

o1 similarity with Competitors” Products—~ a =.78
@ Overall, this new product is very sinular to our main compsttors’ products
@ The technology of this new product is very siniilar to the technology of our nuin competitors' products
# The positigning of this new product is very similar to the positioning, of our main competitors’ products
© The applications of this new product are totally different from applications of our main competitors’ products
© From the point of view of the user. this new product is totally different from ous nizin competitors’ products

© lnnovation Relative Cost = @ = .73
® Marketing costs
& Manufactuzing/Operations
@ Rescarch and Devdopment
® Overdl costs

FIRM ORIENTATION
& Customer Oricntation (Narver and Slater 1990, Slater and Narver 1992) -~ a = .83

© Competitor Oricntation (Narver and Skater 1994, Slater and Narver 1992} — a =.60

© T«chnological Orientation — a = .89

® Qur SBU uses sophi: d technologies in its new product develop

® Ous new products are always at the state of the art of the technolog,

@ Our SBUis very p ive in the devdopment of new technologi

& Our SBU has the will and the capacity to build and 1o market a technological breukthrough

® Qur SBU bas built a large and strong, 1k of rdationships with supplicrs of technological equip

® Qur SBU bas un aggressive technological patent strateey
® Our SBU bas better industoal methods than the peti
® We have a better competitive knowiedge than our competitors

® Relative to our peti our new prod are more ambitous
# Rdlative to our peti our R&D programs are more
® Our SBUis very p vein the jon of new techaical solutions to answer usess’ needs

#® Our firm is always the first onz to use a new technology for its new product development

© Interfunctional Coor {Narver and Slater 1990, Shater and Narver 1992) = a =.77

MARKET CHARACTERISTICS
O Market Growth
& Annual growth rate of the marketin the catcgory at the timne you launched the new product

© Competition Intcusity ~ & =.75
® Competition in our industry is cut-throat
& There are many price wars in our industry
® Compared to the asithne industry which is very petitive (very high petition intensity, how is the intensity of competition in this
category? (Very low—Very high)

© Demand Uncertainty — a = .60
® Ifitis very difficult to predict the demand for movies but very easy 1o predict the demand for detergents, to what extent do you agrec
with the statement that demand is difficult 1o predict in this category?
@ Customer tastes can be assessod relatively accuratdy in this category
® Demand is faidly easy to forecastin this category
& The evolution of prefe is difficalt to predict in this category

FIRM RESOURCES
© Firm Relative Resources — « = .33
# Levd of Overall resources.
@ Leved of Marketing resousoes
@ Leve of Distribution and Salesfc
® 1evd of Rescarch and Devdopment resources
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Table 3 - Parameter Estimates (OLS)

Product Advantage Product Radicalness froduct Simitburity Product Costs innovation Paformance
Prodictor Variables Param T-gtat. I'armn T-sat. Param Tostat, Param T-Stat. Param T-Stat.
Constant 0t 20.61 Q.1 -2.33 -0.08 -1.83 0.055 1.11 0.003 0.07
Pdt. Advantage - - - - 0.32" 5.19
Pdt. Radicalness - - - - 0.21* 3.63
Pdt. Similanty - - - - 0.12" -2.19
Pdt. Costs - - - - -0.28* -5.81
Consumer
Onentation
Constant A 123 V.11 -1.78 0.12 1.76 -0.07 -0.84 -.062 .78
Growth - - - 0.007 1.43 -£.007 -1.55
Competition - — - -.099 -1.24 0.016 0.22
Uncertainty - - - 0.070 0.73 0.185" 2.10
Competition
Omnentation
Constant 01 0.13 -0.01 .13 0.04 049 0.027 0.27 -0.030 -0.33
Growth - - - -0.015* 2.97 0.005 1.20
Competiticn - - - 0.061 0.67 0.124 -1.48
Uncertamty - - - 0.017 0.15 -0.270° -2.61
Technology
Orientation
Constant 2T 5.01 0.61* 10.25 -0.33° -5.25 0.1%° 1.99 0.06 0.73
Growth - - - 0.002 0.46 0.001 0.25
Compatitica - - - -0.021 -0.32 0.018 0.29
Uncertamty - - - -0.021 0.24 0.186" 2.34
Interfunctional
Coordmation =104 0.82 0.04 0.79 0.11° -2.08 0.10 0173 0.096 1.85
Growth - 0.02" 247 0.02" 2.04 0.014 -1.25 -0.005 -0.50
Competitive
Intensity - -0.01 .26 0.13* 3.20 -0.002 -0.04 -0.002 0.05
Dem:and
Uncertamty - 0.12* 2.60 0.12° -2.33 0.12° 217 -0.05 -0.94
Firm Resources c21t 5.66 0.07 -1.55 -0.09 -1.88 0.15" 3.08 0.14* 2.94
R? .23 027 0.17 0.15 0.37
n 385 376 373 371 37N

* Statistically signiticant & the 0.01 level.
" Statistically significant & the 0.05 level.
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Figure 1 - A Conceptual Model of New Product Success
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