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AN EVOLUTIONARY THEORY OF FIRM ORIENTATION:  

FROM ITS BEHAVIORAL TO ITS STRATEGIC MANIFESTATIONS 

 

Abstract 

 

Over the last decade, an evolutionary framework has been evolving in the firm 

orientation literature. However, because firm orientation is multi-faceted and has been 

studied from many perspectives, confusion exists around fundamental concepts. The authors 

propose that firm orientation (e.g., market orientation, technological orientation, etc.) 

comprises collective knowledge in the form of both business subcultures and organizational 

competencies. This paper also displays the vital interactions between the behavioral (i.e., 

organizational capabilities) and strategic (i.e., strategic orientation) manifestations of firm 

orientation. In fact, the identification of various strategic options are presented as direct 

implications of the distinction among the constructs related to firm orientation.  Finally, the 

authors make recommendations for orienting future research, especially in terms of concept 

measurement. 

.
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AN EVOLUTIONARY THEORY OF FIRM ORIENTATION:  

FROM ITS BEHAVIORAL TO ITS STRATEGIC MANIFESTATIONS 

Firm orientation, which has its fundamental root in the marketing concept (Levitt 

1960), has recently received more attention, both conceptually and empirically. Over the last 

decade, firm orientation (and especially market orientation) has been studied from a plethora 

of challenging and valuable perspectives. Several researchers have paved the way for many 

insights into its fundamental nature by describing firm orientation as an organizational 

subculture (Day 1994a; Deshpandé, Farley, and Webster 1993; Narver and Slater 1990), a set 

of information-processing activities (Jaworski and Kohli 1993; Kohli and Jaworski 1990), a 

basis for strategy and decision-making (Hunt and Morgan 1995; Webster 1992; Day 1990; 

Shapiro 1988), a learning orientation (Slater and Narver 1995; Sinkula 1994), and a set of 

organizational capabilities (Day 1998; 1994a). These perspectives have laid down the 

foundation for the development of a theory of firm orientation.  However, it is now an 

opportune time to revisit the firm orientation literature as a result of the recognition of the 

maze of overlapping or ill-defined concepts which are the prime determinant of theoretical 

and empirical confusion. 

The more recent work attempts to integrate this literature. As an example, the recent 

introduction of the Learning Organization theory — with its borrowed concept of “collective 

learning”— allowed considerable progress to be made by bridging the business culture 

perspective along with the information-processing one (Li and Calantone 1998; Slater and 

Narver 1995; Day 1994b; Sinkula 1994). However, despite the recent progress, several of the 

perspectives previously mentioned still remain isolated. Although these perspectives have 

been thoroughly discussed individually, sparse attention has been given to displaying, for 

instance, the relationships between firm orientation and strategic choices (Day 1992). This 

lack of integration contributes to confusion around the fundamental concepts (e.g., firm 

orientation, strategic orientation, firm capabilities and competencies, knowledge management 

processes, organizational culture versus behavioral activities, etc.), which has led to multiple 

and not always consistent measures of the same constructs. 
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In addition to this integration problem, the extent literature on firm orientation has 

failed to address satisfactorily two major issues. First, the existing streams of research about 

firm orientation do not shed sufficient light on how firm orientation changes and evolves over 

time in the face of external changes. The dynamic aspect of firm orientation has been 

overlooked despite the growing evidence that firm orientation is part of a complex bundle of 

resources which changes over time (Hunt and Morgan 1995). Second, a significant number of 

concepts — such as information, knowledge, culture, competence, capability, and learning — 

relevant to firm orientation has been introduced in the literature. As long as fundamental 

differences between them are not fully acknowledged, the efforts to create a more over-

arching theory of firm orientation are likely to remain fruitless. 

Based on these limitations, the aim of this paper is to clarify existing concepts and to 

uncover their interrelationships in order to improve our understanding of firm orientation as 

part of a dynamic process. This will lead to the identification of a distinct set of strategic 

choices (e.g. strategic orientation) with a comprehensive explanation of its relationships 

with the concept of firm orientation.  We first briefly describe the overall model of firm 

orientation as a dynamic process.  Then, we discuss each of the ingredients of the theory with 

the goal of clarifying the various intangible resources involved. 

 

CONCEPTUAL OVERVIEW OF FIRM ORIENTATION AS A DYNAMIC PROCESS 

Figure 1 provides an overview of the intangible resources involving firm orientation 

and their interrelationships. This section briefly establishes the inter-relationships between 

the key constructs for which a discussion and complete definitions are provided in the 

following sections (see Table 1 for a summary of the definitions elaborated on throughout the 

paper). Here, we present the concept of firm orientation on the one hand and the dynamic 

process within which firm orientation and organizational capabilities evolve on the other. We 

also show how the impetus for change comes from strategic choices in addition to the auto-

evolution of the system itself. 



 3

The Concept of Firm Orientation 

Firm orientation of various kind – be it customer orientation, competitive orientation, 

or technological orientation, etc. – is made of organizational knowledge in the form of 

organizational subcultures and organizational competencies (see Figure 1 at the extreme 

left). Organizational competence always tend to “naturally” accumulate around key areas of 

expertise (Leonard-Barton 1992; Cohen and Levinthal 1990) and “in the context of its 

specific culture” (Davenport and Prusak 1998, p.54). An organizational subculture is a 

complex bundle of values and beliefs — shared by a given group in a firm — that guides 

collective behaviors and influences the firm’s perception of itself and the environment in 

which it competes (Deshpandé and Webster 1989). An organizational competence is a 

complex bundle of many pieces of theoretical and practical knowledge (e.g., about customers, 

competitors, or technologies, etc.) that guides organizational capabilities (Day 1994a; 

Webster 1994) and enables a firm to compete in one or several marketplaces (Prahalad and 

Hamel 1990).  

Firm orientation is not innate or “genetically” determined in a firm. It requires years 

of evolution and development (Teece, Pisano, and Shuen 1997; Leonard-Barton 1992). 

However, to argue which of subculture or competence came first is like the popular chicken-

or-egg debate. We suggest instead that organizational subcultures and competencies are 

simultaneously the results of prior collective learning and information-processing. For 

instance, a firm whose subculture gets more and more rooted in the collective conviction that 

“customers should always come first” (Deshpandé and Webster 1989) (i.e., customer 

orientation) simultaneously cultivates customer competence to better understand them.  In a 

similar vein, a firm whose subculture increasingly promotes “staying ahead of competition” 

(Day 1994a) (i.e., competitive orientation) simultaneously creates competitive competence to 

better understand competitors in order to break free from the competitive pack. And finally, a 

firm whose subculture increasingly emphasizes “performance superiority grounded in the 

best science” (Day 1998) (i.e., technological orientation) simultaneously nurtures 

technological competence (Gatignon and Xuereb 1997) to better take advantage of certain 

technologies. 
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A Dynamic Process of Firm Orientation 

As shown in Figure 1, firm orientation is part of a dynamic process involving 

intangible resources which: (1) Pulls in information and makes it a part of firm orientations 

as a result of information-creation, information-diffusion, and collective learning capabilities 

— namely its absorptive capacity.  Absorptive capacity is the ability of a firm to adhere to 

new ways of thinking based on its prior related knowledge (Cohen and Levinthal 1990); and 

(2) Pushes out customer value propositions from firm orientations as a result of collective 

leveraging and value-creating capabilities — namely its combinative capacity. The 

combinative capacity of a firm is its ability to adopt new behaviors and business practices 

while combining and incorporating them with its existing capabilities in order to achieve its 

strategic goals and create customer value for its customers (Kogut and Zander 1992). 

The ability to gather and sift through massive amounts of information is a critical 

activity the literature usually refers to as information-creation capability. Firms create or 

acquire information when they monitor, benchmark, track, scan, obtain or request it from the 

various sources available to them. Once pieces of information are generated by individuals in 

the firm, a mechanism — informal or formal — must be in place to disseminate such 

information to other people who might need it (Kohli and Jaworski 1990). Consequently, an 

information-diffusion capability allows information to flow in specific directions, 

depending on where it was created to where it may be useful. Information diffusion refers to 

the organizational ability to move information in all directions — up, down and across 

functions and layers (Leonard-Barton 1995). The diffusion of information follows the social 

networks within the organization (Becker 1970; Burt 1973; 1980; 1987).  Subsequently, 

when information is created and diffused throughout the firm, it serves as a basis from which 

people can collectively learn. Drawing on Huber’s (1991) work, collective learning 

represents the process of improving knowledge and understanding. New knowledge is created 

from the combination of many pieces of information for sense-making to emerge. However, 

the creation of new knowledge could potentially, though not necessarily, result in new or 

better actions. In 1991, Huber makes the convincing argument that learning need not to be 

intentional, conscious, or even result in behavioral changes. In other words, the firm 
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collective learning capability provides the mechanism for firm orientation to be formed and 

to change. The “augmented” knowledge resulting from collective learning (Sinkula 1994) 

may be in the form of business subcultures and organizational competencies. 

Thereafter, organizations may take advantage of such changes in business subcultures 

and competencies (e.g., firm orientations) for the purpose of transforming collective 

knowledge into superior customer value. People can learn and acquire a great deal of new 

knowledge but if such knowledge does not change their behaviors, it is fruitless (Hurley and 

Hult 1998). As a result, collective leveraging capability unlocks the reservoir of still 

untapped knowledge pertaining to firm orientation by allowing the emergence of new 

business practices and behaviors. Converting untapped knowledge into collective action is a 

critical enabler that must be in place if rhetoric is to become reality. Collective leveraging is 

also a critical capability which bridges firm orientation and value-creating capabilities. A 

value-creating capability is an organizational capability pertaining to the traditional value-

chain (Porter 1985).  Value-creating capabilities refer to product or service development, 

production, marketing and many other value-chain activities. These organizational 

capabilities are geared toward producing the results that really matters for customers (Treacy 

and Wiersema 1995). 

In summary, firm orientation encompasses a dynamic and complex system of 

intangible resources — such as subcultures, competencies, and capabilities — that allows a 

firm to change and evolve over time. Changes in the external environment, when perceived 

by decision-makers, usually set into motion a continual reconfiguration and renewal of the 

intangible resources of the organization (Hunt and Morgan 1995; Dickson 1996; 1992). 

Strategic Orientation as Focus of Change 

Figure 1 also intends to depict how different sets of strategic choices can influence 

and shape organizational capabilities and, ultimately, firm orientations (Webster 1992). 

Organizational capabilities can require years of development (Teece, Pisano, and Shuen 

1997) and are shaped by strategic choices (Day 1998). The entire field of organizational 

capabilities is, in fact, the intangible terrain on which strategic choices unfold. Consequently, 
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strategic orientation is a time-phased portfolio of strategic choices, which determines a 

continual series of change on organizational capabilities and firm orientations. The strategic 

choices involved mainly consist in pinpointing the “best” directions in pursuing the strategic 

goals of a firm. Organizations are usually pursuing strategic goals that are closely linked to 

their overall performance: first, their marketplace positions (e.g., customer value proposition, 

cost structure or time to market, etc.); and second, their financial performance (e.g. return on 

investment, etc.). 

Strategic orientation can also be broken down into a consistent set of subordinate 

strategies. The first one, known as value-based strategy, has been referred to, in the marketing 

literature, as the firm “guiding star” because of its intrinsic pervasiveness in orienting 

organizational “grand” direction (Webster 1994). A value-based strategy indicates the 

chosen “value discipline” for delivering customer value for each market segment (Treacy and 

Wiersema 1995). The value-based strategy connects firm orientation and capabilities to 

specific customer needs to be fulfilled by addressing “the question of which customers and 

which needs the company should focus on” (Webster 1994, p.11). 

Subsequently, the value-based strategy— closely linked to firm performance — set 

into motion four other distinct types of subordinate strategies enabling organizational 

capabilities to change over time in defined directions. A subordinate strategy is associated 

with each key organizational capability (i.e., information-processing, collective learning, 

collective leveraging, and value-creating capabilities). First, strategic orientation as 

“attention” influences and shapes information-processing capabilities, as it specifies which 

key sources of information to pay attention to (Van de Ven 1986). This subordinate strategy 

fights against cognitive blindness that exists when people don’t know they don’t know 

something. Second, strategic orientation as “stretch” (Hamel and Prahalad 1994) 

influences and shapes collective learning, as it specifies which competencies and/or 

subcultures (i.e., new knowledge) should be nurtured or developed. Third, strategic 

orientation as “leverage” (Hamel and Prahalad 1994) paves the way to collective 

leveraging, as it specifies which capabilities (i.e., new behavior) should be created. And 

finally, strategic orientation as “fit” (Porter 1996; 1985) influences and shapes the 
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combination of value-creating capabilities, as it specifies how to fit together those capabilities 

pertaining to the value chain. Subordinate strategies are all working in business embrace with 

the various capabilities of the firm. This approach could provide a compelling framework for 

strategic orientation governance to nurture most diligently the intangible resources that 

create, preserve, sustain, and renew competitive advantage and provide superior financial 

performance. 

Now that we have presented the overall conceptual framework of an evolutionary 

theory of firm orientation, we turn to an in-depth description of the various intangible 

resources involved with the intention to clarify the distinction between them.  Table 1 

provides the definitions of these intangible resources. 

 

REVISITING THE CONCEPTS OF CUSTOMER, COMPETITIVE AND 

TECHNOLOGICAL ORIENTATIONS 

In this section, we will discuss three fundamental firm orientations that have been the 

center of focus in the marketing literature: market orientation — which comprises customer 

and competitive orientations (Day 1990) — and technological orientation. Our firm 

orientation framework (shown in Figure 1) provides the conceptual armature on which 

customer orientation, competitive orientation (Day 1994a; Narver and Slater 1990) and 

technological orientation (Gatignon and Xuereb 1997) are built. Customer, competitive and 

technological orientations have distinct subcultures and competencies1, all of which coexist 

side by side in a firm.  First we clarify the juxtaposition of organizational subcultures and 

competencies introduced above.  Then we evaluate the implications for the definition of the 

three basic firm orientations used in the Marketing literature. 

Firm Orientation as Subculture and Competence 

Many scholars regard organizational culture and competence as two different forms of 

collective knowledge (Moorman and Miner 1997; Grant 1996; Slater and Narver 1995; 

Sinkula 1994; Leonard-Barton 1992).  Deshpandé and Webster (1989) define organizational 
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culture as “the pattern of shared values and beliefs that help individuals understand 

organizational functioning and thus provide them with the norms for behavior in the 

organization” (p.4). A culture refers to meanings apparently shared by a given group in a 

firm. This given group exerts pressure over new individuals in that group through a 

socialization process that creates common values and beliefs (Schein 1984; Ouchi 1980). 

People learn these values and beliefs as they become members of those different groups. 

Notice that values (i.e., preference orderings) and beliefs (i.e., important facts that people 

carry with them) are held to be true and are not necessarily prone to be true (Day 1990; 

Schein 1984). Values and beliefs are close enough to reality to be operational, yet far 

removed from reality to become a liability. In fact, organizational subcultures are consistent 

with a perceived reality, which is likely to be biased. In order to understand why people 

behave the way they do, values and beliefs that govern and influence behaviors have to be 

uncovered; organizational behaviors may not be random and direction-less (Eisenhardt and 

Zbaracki 1992). However, solely concentrating on organizational culture as potentially 

influencing collective behavior (e.g. collective learning, value-creating activities, etc) gives 

one a shallow concept of what firm orientation is. Just like organizational culture, 

organizational competence is also one type of collective knowledge which orients collective 

behaviors and organizational capabilities (Day 1998; Slater and Narver 1995; Webster 1994; 

Huber 1991). 

Competence is then defined as an aggregate set of collective (theoretical and 

practical) knowledge intentionally learned by a firm that enables it to compete (and create 

customer value) in one or several marketplaces. This definition stresses some important 

points. First, competence is a set of knowledge collectively shared among a group of 

individuals; competence extends well beyond the knowledge of individuals (Roos et al. 1998; 

Prahalad and Hamel 1990; McKelvey and Aldrich 1983). Second, competencies are the result 

of cumulative collective learning (Teece, Pisano, and Shuen 1997; Hunt and Morgan 1995; 

Prahalad and Hamel 1990). Competencies are “social constructions” as they embody the 

result of prior social influences and interactions (Nonaka and Takeuchi 1995). Third, 

competencies are intentionally learned (Hamel 1991). They come by design, not by accident 

(Barney 1991). Although not every learning activities need to be intentional or conscious 
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(Huber 1991), competence building results from intentional collective learning. 

Competencies are not like “unwanted children”; they are created upon deliberate choices. 

Fourth, competencies must provide value for customers and may provide the growth logic for 

multi-market competition (Hamel and Prahalad 1994). As an example, Honda’s well-known 

engine and dealer management competencies (Stalk, Evans, and Shulman 1992) enabled it to 

enter multiple application markets such as motorcycles, lawn movers, outboard motors and 

automobiles. When competencies are not too industry-specific, they may provide a 

knowledge springboard for multi-market competition. Finally, collective knowledge — 

accumulated in the form of competencies — may give birth to the creation of new behaviors 

and capabilities. 

 

Customer, Competitive, and Technological Orientations 

We now discuss and define the three key types of firm orientation mentioned in the 

marketing literature: customer, competitor and technological orientation. 

Customer Orientation.  A customer-oriented culture refers to a set of shared values and 

beliefs that puts the customer’s interest first (Narver and Slater 1990). It often refers to a 

“natural” predisposition toward looking for customer’s information (Slater and Narver 1995). 

However, being customer-oriented does not imply that customers are always right, that a firm 

should listen to their customers at all time, and finally that an organization should always 

“walk the customer’s walk”. Of course, customers are the ultimate arbiters, but in many 

cases, they may lack foresight (Wind and Mahajan 1997; Hamel and Prahalad 1994). 

Consequently, customer competence enables a company to see “past the short-sighted and 

superficial inputs of customers” (Day 1998, p.5). Customer competencies are therefore 

defined as the shared understanding of existing and potential customers in every market 

segment in which the firm (could potentially) compete. To understand market segments is 

much more than being able to list the customer needs of such segments. To know its 

marketplace is to answer questions such as: why are those needs there? What and why are 
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needs not currently met? How do all customers’ needs relate to one another? Moreover, it 

often requires understanding of (1) customer problems and changing requirements; (2) the 

customer’s ways of doing things; (3) the values and beliefs that drive the behavior of 

customers; (4) customers’ (latent) needs on an individual basis; (5) new opportunities to 

deliver superior customer value; (6) who are the potential customers; (7) why some people 

are not customers; (8) how actions can create or destroy customer’s perception of value; (9) 

how to attract and retain valuable customers; (10) how to reach and access customers; (11) 

which customers are profitable to pursue; and (12) the root causes of customer 

dissatisfactions with current products and services, etc. Customer competencies can allow a 

firm to articulate needs, even if customers have not yet articulated them. Such competencies 

make the firm more like its customers and consequently better able to understand their future 

needs. On the whole, customer orientation is therefore made of a customer-oriented culture 

and of customer competencies. 

Competitive Orientation.  A competitor-oriented culture is a set of shared values and 

beliefs with respect to staying ahead of its competitors by facing the dual challenge of 

competition and collaboration (with rivals). The traditional model of how a firm beats, 

outflanks or defeats its competitors — sometimes by driving them out of the market — is 

now being supplanted by the dual challenge of collaboration and competition (Bradenburger 

and Nalebuff 1996). In every industry, the dynamic of competition allows more than one 

winner at a time. Just “copying” and “beating the competition at all cost” may turn out to be a 

mind-limiting philosophy (Day 1998). By calling into question the deep-seated “competitor is 

always an enemy” belief, a whole new horizon of collaboration possibilities suddenly opens 

up (Hamel, Doz, and Prahalad 1989). Instead, it should be acknowledged that any firm that 

lacks competitive intelligence to provide early warning of threats will, sooner or later, fall 

behind. On the one hand, competition is critical because any firm that loses ground on its 

most vital resources is most likely to be in danger of losing its very raison d’être. On the 

other hand, collaboration is often essential in fast-moving environments because it is a 

mechanism for rapid configuration and deployment; it generates wealth much faster and less 
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expensively than the traditionally deployed. Certainly, in both competitive and collaborative 

endeavors lie the need for competitive intelligence; “watching rivals” is of primary 

importance. A firm whose subculture promotes “staying ahead of competition” (Day 1994a) 

— by competing and/or collaborating with rivals — simultaneously nurtures competitive 

competencies. 

Competitive competencies are defined as the shared understanding of existing and 

potential competitors (and competitor-partners) in every market segment in which the firm 

(could potentially) compete. To understand the dynamic of competition is much more than 

being able to list existing and potential competitors. To know its (potential) rivals is to 

answer questions such as: What resources do competitors possess that we lack (and vice-

versa)? Could they become potential partners? What are the strategic choices of competitors? 

Moreover, those firms knowledgeable about the dynamic of competition often understand (1) 

competitors’ moves and actions; (2) how and where competitors acquire and develop their 

knowledge; (3) which new players could emerge; (4) which competencies the competition 

would not likely be able to emulate quickly (Day 1998); (5) competitors’ cost structure and 

value chain (Porter 1985); (6) competitors’ partnership structure; and (7) competitors’ value 

proposition offered to their customers. 

Technology Orientation.  A technology-oriented culture is a set of shared values and 

beliefs that strong scientific programs are needed to provide innovative products, processes, 

and services that customers, in lots of cases, can’t even imagine — but could be immensely 

valuable to them. A technology-oriented culture promotes and places a high value on people 

with technical skills and background. However, being technology-oriented should not be 

confused with the misguiding view that (1) pushes people into futile pursuit of technological 

progress for its own sake (Leonard-Barton 1995); or (2) leads people to believe that an 

“innovation will sell itself on the basis of its intrinsic scientific elegance” (Johnsrud 1994). 

As always, the customer is the ultimate arbiter. The customer decides if there is value added 

or not. But there are dangers inherent in naively focusing on customers (Hamel and Prahalad 

1994). As a result, a technology supplier could partly rely on its own judgment when 

deciding on a course of action and then assume it knows (from a technological standpoint) 
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what the customer will value. Highly competent companies sometimes know things about 

customers that they don’t even know about themselves.  

As a result, technological competencies are defined as the shared understanding of 

existing and potential (disruptive or not) technologies in every market segment in which the 

firm (could potentially) compete. It is about staying knowledgeable of all application markets 

where a specific technological expertise could play a big role. Technological competencies 

often refers to an “understanding of the technology involved, the engineering tools and 

techniques employed, product applications, technological trends and evolution, and the 

relationship among supporting technologies” (Grant, Baumgardner, and Shane 1997). In 

addition, firms emphasizing “performance superiority grounded in the best science” (Day 

1998) participate actively in understanding (1) the impact of technological discontinuities on 

existing competencies (Anderson and Tushman 1990); (2) the technical feasibility and the 

numerous trade-offs of a solution; (3) the emerging technological possibilities; (4) when it is 

proper to start rendering obsolete its own technological knowledge; (5) the proper timing to 

cannibalize its own product lines (Tushman and O’Reilly 1996); (6) which emerging 

technologies should become standard (e.g. dominant design); and (7) new related 

technologies, processes, and systems from other industries.  

Indeed, a company needs to know as much of its own technology as what is going 

outside its own field of expertise and industry. The basic tenet “know your own technology 

and you will prosper” is nonsense in current economy. It is a false starting point to believe 

that technologies outside one’s own industry have minimal impact on that industry. The basic 

assumption to start with is that technological competencies more likely to have the greatest 

impact on a firm are competencies outside its own area of expertise. For example, 

pharmaceutical companies are increasingly dependent on genetics, microbiology, molecular 

biology, and medical electronics — all technological competencies that were traditionally 

outside of their own field. In the automobile industry, there is a clear trend to non-

combustible engine technology (e.g. fuel cells technology), and the challenge is to manage 

that evolution. Such a new technological area is arriving with great speed, with potentially 

far-reaching effects for the economics of the automobile industry. In brief, technological 
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orientation is made of a technology-oriented culture coupled with technological 

competencies. 

In conclusion, these definitions of the basic types of firm orientation encountered in 

marketing research delineate the constructs and can be used for the development of other 

areas of firm orientation which have received less attention in the literature to date.  These 

definitions are somewhat at odds with some of the measures which have been developed for 

these constructs and which are, in fact, more associated with some of the capabilities of the 

organization.  For example, many items used in some of the market orientation scales are 

more related to information creation and diffusion capabilities than to market orientation 

(e.g., Kohli, Jaworski and Kumar 1993). From our perspective, organizational capabilities 

refer to the manifold ways those business subcultures and competencies (such as market 

orientation) are brought to bear to create value for customers. Consequently, we now define 

in turn each of the capabilities involved with the concept of firm orientation and discuss how 

they differ from the construct of firm orientation itself. 

 

ORGANIZATIONAL CAPABILITIES 

We define an organizational capability as the repeatable pattern of action — 

collectively shared and goals-reaching — in the integration and the application of existing 

knowledge (i.e., firm orientations), which enables a firm to create customer value to a market. 

There are several pivotal words in this definition. First, capabilities are repeatable patterns of 

action (Grant 1996). They are not prototype-like behaviors that cannot be repeated on 

demand. As Nelson and Winter (1982) suggest, capabilities are treated as stocks of repeatable 

activities or organizational routines. Second, organizational capabilities denote operational 

command over knowledge. They refer to the collective ability to put organizational 

knowledge to work — it is about “getting things done”. Organizational capabilities, which 

are behavioral, build on, and draw from, both organizational subcultures and competencies 

embedded in customer, competitive, or technological orientations.  In other words, 

capabilities must be seen as the integration and the application of existing knowledge relevant 

to producing tangible results for customers and the firm itself (Grant 1996). Third, strategic 
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choices and goals affect organizational capabilities (Day 1998; 1994a; Stalk, Evans, and 

Shulman 1992). The essence of capabilities involves the “tying together” of activities and of 

strategic goals. Because organizational capabilities are grounded in the specific marketplace 

in which a firm competes, they require different patterns of action and are influenced by 

different strategic choices (Treacy and Wiersema 1995; Day 1994a; Dickson 1992). Finally, 

capabilities are the bridge between collective knowledge and the various marketplaces. 

Teece, Pisano, and Shuen (1997, p.516) suggested that capabilities are “the firm’s ability to 

integrate, build, and reconfigure internal and external competencies to address rapidly 

changing environment”. This view of competencies and capabilities is entirely consistent 

with our model of firm orientation. 

The evolution of the capabilities of an organization is the basis for the dynamics of 

firm orientation.  More than a decade ago, Dierickx and Cool (1989) represented the firm as a 

system of assets stocks and flows, which are dynamically interrelated. In a volatile 

environment, capabilities are not static and firm orientation does not exist in a vacuum. In 

order to respond to the level of turbulence within the marketplace, the firm must rely on its 

two organizational capacities introduced earlier: its absorptive capacity and its combinative 

capacity. 

 

Absorptive Capacity: Transforming Information into Collective Knowledge 

Information must be obtained and processed in order to become collective knowledge. 

We discuss in turn these two types of capabilities (e.g. information-processing and collective 

learning) required for the “absorption” process to occur.  Again, the literature on market 

orientation may have not sufficiently distinguished between these theoretically different 

concepts. 

 

Information, Knowledge, and Information-Processing Capability 

The literature on organizational learning has explored and exposed the roles of firms 

in the processing of information (Slater and Narver 1995; Sinkula 1994). Kohli and Jaworski 



 15

(1990) have placed the notion of information and its use at the heart of firm orientation by 

proposing a three-stage process by which a firm acquires information, disseminates it 

throughout the firm and, finally gives a response to such information. For instance, 

information acquisition and diffusion (i.e., information-processing capabilities; see Table 1) 

are considered as precursors of collective learning which consists of creating collective 

knowledge (Moorman 1995; Slater and Narver 1995; Sinkula 1994; Day 1994b). Even when 

pieces of information are acquired and diffused in a firm, one cannot assume, simply because 

different people have looked at such information, that they have learned anything from it. 

Acknowledging the conceptual differences2, at least for its implications, between information 

and knowledge allows differentiating between mere information brokering and knowledge 

sharing. As Starbuck (1992, p.176) suggested, “knowledge is a stock of expertise, not a flow 

of information.” Distinguishing the two is fundamental, as corporate knowledge is not a 

junkyard of information. 

 

Collective Learning 

In order to create shared knowledge (e.g. subcultures and competencies), individual 

learning is an indispensable but a rather insufficient activity for collective learning to occur. 

Hedberg (1981) suggest that collective learning is not the simple sum of individual learning 

but rather a social phenomenon involving many social interactions and influences (Nonaka 

and Takeuchi 1995; Cohen and Levinthal 1990). It occurs through the social process of 

collaborating, sharing and building on each other’s ideas. Consequently, we define collective 

learning as an organizational capability, which enables a firm to transform information and 

individual knowledge into new and valued collective knowledge. Collective learning occurs 

once organizational members undertake the three following activities: (1) creating new ways 

of thinking (e.g. individual learning); (2) sharing their interpretations with others; and finally 

(3) altering and influencing the way other people think. 

 

Individual Learning. As stated earlier, learning has to occur individually before it can 

happen organizationally3. Individuals learn through developing meaning, interpretation or 
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understanding from many pieces of information4 (Daft and Weick 1984). The creation of new 

knowledge consists of the combination of many pieces of information (new or not) for the 

first time. Learning occurs when people reconcile contradictory information for sense-making 

to emerge, ignore irrelevant information, discard wrong external signals, extract insight from 

mountains of information, look at familiar data from a new perspective, see relationships and 

trends that were previously invisible, discover new ways of dealing with known problems, or 

determine the root cause of a problem. Moreover, learning is sometimes a concept that 

underlies the notion of unlearning (Hedberg 1981), which implies discarding of obsolete and 

misleading knowledge. It is sometimes necessary for looking outside the traditional 

boundaries that shackle thinking and restrict understanding. Even if learning occurs first on 

an individual basis, learning is enhanced when it brings together people with different 

perspectives. Sharing questions, ideas, and arguments for and against ideas has infinite 

advantages over the development of interpretations in isolation. 

 

Sharing Interpretations with Others. People are all different observers of the world and all 

have different structures of interpretation. Precisely because the same pieces of information 

mean different things to different people, sharing interpretations makes individuals benefit 

from each other’s insights. Given a world of accelerating change, neither individuals nor 

small groups can intellectually grasp and perceive (e.g. bounded rationality) the implications 

of all the external changes (Simon 1957). Diversity of interpretations is a source of new 

thinking and helps some people see where they were “blind”. Sharing interpretations enables 

a firm to create new knowledge through the collective reinterpretation of existing information 

as it flows and diffuses between individuals. Pooling a variety of perspectives and ideas, 

sharing opinions, and participating in wide-ranging debates and discussions on a variety of 

topics concerning the firm, allow cross-fertilization to occur. By sharing their interpretations 

together, people do not just add to their personal knowledge, they stimulate the creation of 
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even better interpretations that are based on an “augmented” collective understanding 

(Sinkula 1994) and, thereby, potentially alter and influence the cognitive structure of others. 

Collective learning points to an apparent paradox by which both divergence and 

convergence in meanings happen in order to develop collective knowledge (Garvin 1993; 

Argyris and Schön 1978): “Unlike individual learning, however, collective learning also 

involves developing enough consensus around those diverse interpretations for organized 

action to result” (Fiol 1994). In many studies though, the distinction between divergent 

thinking and convergent thinking is often blurred. Taken together, the three collective 

learning activities call for the balance of two apparently contradictory forces which are: first, 

the creation of diversity and dissensus through “divergent thinking”; and second, the creation 

of unity and consensus through “convergent thinking” (Fiol 1994). In divergent thinking, 

people are discovering and sharing new (and unexplored) perspectives. In convergent 

thinking, consensus-building efforts are aimed at creating enough consensus around possible 

options, despite multiple interpretations, and without eradicating or sacrificing diversity in 

interpretations or dissension. In other words, some people in a group may disagree with 

others without necessarily sacrificing collective action to take place in the future (Weick 

1979). 

 

Influencing and Altering the Way Others Think. Conversations and sharing, both formal 

and informal, provide the access to the mental models of others as well as giving the 

opportunity for everyone to intervene in order to reshape them. When meanings are shared 

for all to see, it is easier to influence the sense-making process of others (Senge 1990). As 

individuals in a group, all have the power to change and influence collective perceptions. A 

person exerts influence when target individuals in a group consent to adopt as valid his own 

perspective of the world (Shapiro 1998). People influence each other’s by emphasizing 

reason and factual information, expose to others how adopting one way of thinking is 

compatible with the goals and future success of the firm, or even use a variety of different 

influence techniques. Influential people have an ability to mobilize others around one or few 
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ways of thinking and encourage others to support their ideas by their words and thought. In 

theory, people are promoting the “best” ideas to be collectively admitted. But, it never 

ensures that the best arguments will win against the best arguers. Over time, individuals get 

emotionally attached to their ideas and mental models (Van de Ven 1986) and exert their own 

influence to overcome inertia and political resistance; they influence other’s opinions in order 

to obtain a certain degree of collective compliance and unity in the group. Collective learning 

is therefore the socio-political process by which consensus-building efforts around key ideas 

(Garvin 1993) serve as the “rallying point around which collective action mobilizes” (Van de 

Ven 1986). A certain degree of consensus is a prerequisite for the creation of a collective 

knowledge base. But, this is not a community affairs in which complete consensus is sought 

before new action is taken, as it may in particular be negatively associated with strategy 

creativity (Menon et al. 1999). 

 

Combinative Capacity: Transforming Collective Knowledge into Customer Value 

The absorptive capacity lays the foundations by developing firm orientations; but that 

is only half the picture. Another challenge is to make a leap from its shared knowledge to 

delivering a value proposition to its customers. The first manifestation of firm orientation is 

collective leveraging, which permits changes in the firm’s behavior and the emergence of 

new business practices. The second manifestation is the creation of customer value through 

the deployment of value-creating capabilities into the marketplace. 

 

Collective Leveraging 

Despite its importance for firm orientation, researchers have thus far devoted little 

attention to the central question concerning collective leveraging. Firm orientation 

discussions and insights revolve more around an info-centric view of how an organizational 

culture influences information-processing (Moorman 1995).  In many firms though, the real 

struggle is not solely over information-processing and learning, but is also over changes in 
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behavior. The real problem many firms encounter is not inadequate knowledge but rather the 

unwillingness or inability to change behavior in the face of new understanding. Knowledge 

often has little or no impact on behavior, as some people are often tempted to avoid taking 

action. It is well known, in many organizations, that ingrained behaviors can be practical 

hurdles that are hard to overcome (Senge 1990). Sooner or later, a firm that doesn’t leverage 

its prior learning will experience evolution shortcomings as its people constantly revert to old 

practices and old ways of understanding. As a result, collective leveraging involves a 

continuous redefinition of its “ways of doing things” to uncover dormant values and beliefs, 

and under-exploited competencies. We define collective leveraging as an organizational 

capability, which enables a firm to create new and valued collective behaviors to meet 

current and/or future market opportunities. Likewise collective learning, collective leveraging 

is not the simple sum of individual leveraging. Similarly, untapped knowledge is diligently 

translated into new collective behaviors once people (1) create new ways of behaving on an 

individual basis (i.e., individual leveraging), (2) share their best practices with colleagues, 

and finally (3) alter the way others behave5. 

 

Individual Leveraging. Individual leveraging is the process of improving, modifying or 

producing new actions (Garvin 1993) — it is about producing real changes in behavior 

instead of memos and promises of further study. People closest to the action sometimes know 

more than anyone else how things could be done better or differently. It is this enormous 

reservoir of untapped knowledge and insight that individual leveraging is drawing upon. Over 

time, individuals initiate new activities and provoke new behavioral responses to reflect 

different and ever-changing business realities. Left unquestioned and unexamined, business 

practices and organizational capabilities get out of alignment with the changing reality of the 

competitive environment. Continually challenging the “firm ways” may prevent 

organizational capabilities of yesterday from becoming organizational rigidities of tomorrow 

(Leonard-Barton 1992). The continuous re-examination of business practices always starts on 

an individual basis, but often, many heads are better than one. New patterns of behavior, 
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when spread all over the firm, invigorate and refresh the business practices of the 

organization. 

 

Sharing Best Practices with Others. Since an organization is usually replete with 

individuals possessing different ways of doing things, the firm may also become a vehicle for 

sharing best practices. For sharing to occur, people must be friendly toward the sharing of 

practices, regardless of their sources. When such a condition is met, the firm strives for 

diversity and becomes an interactive forum for disseminating new practices and discussing 

their relevance. Business practices could then be continuously assessed from multiple 

perspectives for their pertinence and alignment with the ever-changing external environment. 

The stimulating sharing of individual behavior allows tapping into a rich pool of individual 

practices and may permit selective borrowing to occur. Ultimately, the firm as a whole may 

adopt behaviors developed by selected members instead of reinventing the wheel over and 

over again. 

 

Influencing and Altering the Way Others Behave. In general, if someone tries to persuade 

a group of people to change their behaviors and they are tenaciously clinging to their 

unproductive routines, this group has a leveraging problem. In such cases, people exhibit very 

low propensity to change. In other cases however, people come to realize that their “ways of 

doing things” in the workplace could change. Collective leveraging is the socio-political 

process ensuring that almost everyone is willing, or able, to abandon old practices. 

Individuals exert influence when they encourage and convince others to adopt different 

business practices that better reflect competitive and workplace realities. They convince co-

members to support untapped knowledge by their actions. Influential people encourage the 

creation and accumulation of new kinds of behavior necessary to develop new organizational 

capabilities. The greater the number of advocates who promote a new business practice, the 

more rapidly and extensively collective leveraging will take place in the firm. As with 
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knowledge, insights, and ideas, business practices require proponents in order to survive (Van 

de Van 1986). Again, a certain degree of convergence around fewer business practices does 

not prevent or eradicate diversity. When new behaviors are adopted, old business practices 

are abandoned, complemented or substituted by new ones. Rather than reinventing the wheel, 

people who adopt the leading practices of others built on their previous work and embody 

these practices in their daily behaviors. 

In summary, collective leveraging is an essential capability, which requires to be 

performed before the deployment of any new “value-creating capability” into the 

marketplace. It starts with the process of individuals who create and collectively improve 

their behaviors by using their untapped knowledge. The last type of capabilities we discuss in 

this framework is the usual capabilities referred to in the “resource-based view” of the firm: 

value-creating capabilities. 

 

Value-Creating Capabilities 

Just as the value chain (Porter 1985) identifies the different “places” in which value-

creating capabilities can be created and deployed, it also identifies the many different 

activities of value creation. A value chain is the set of activities an organization performs to 

create, market, and distribute its products and services, including direct activities, such as 

procurement and production, and indirect activities, such as human resources and finance 

(Porter 1985). We therefore define a value-creating capability as an organizational capability 

pertaining to the traditional value-chain. These capabilities are geared toward producing 

results that really matters for customers; they involve a tight match between the supplier’s 

offerings and customer needs. However, matching the right “value discipline” (Treacy and 

Wiersema 1995) with the external environment often requires many years of co-development 

in subcultures, competencies, and capabilities. The key is then the formulation and the 

realization of insightful strategic choices because when firms don’t have all the intangible 

resources necessary to successfully compete, they may build them. 
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CHANGING FIRM ORIENTATION THROUGH STRATEGIC ORIENTATION 

Having defined the various intangible resources of the system which, ultimately, 

affect the ability to meet the strategic goals of the organization, we now discuss the strategic 

orientation of the firm as the decision to focalize on particular capabilities of the organization 

among those discussed above. 

As previously mentioned, the intangible resources of an organization have profound 

impact on strategy development (Webster 1992). Strategists who make decisions regarding 

strategic choices and goals are strongly influenced by firm orientation (e.g., business 

subcultures and competencies), by how well their firm harnesses its knowledge to work (i.e., 

capabilities), and also by a shared understanding of what resources must be build or 

changed6. However, strategic choices are not solely influenced by intangible resources, but 

also shape them. In order to create or sustain a marketplace position of competitive 

advantage, organizations have to undergo continual transformation in organizational 

subcultures, competencies, and capabilities. Strategic orientation provides a powerful force 

for change to redefine the very nature of the organization and, perhaps, the marketplace.  

Consequently, strategic orientation is a time-phased portfolio of strategic choices, 

which determines a continual series of change on organizational capabilities and firm 

orientations. Developing a strategy involves the choice of major directions the organization 

will take in pursuing its strategic goals. On the one hand, “goals (or objectives) state what is 

to be achieved and when results are to be accomplished, but they do not state how the results 

are to be achieved” (Quinn 1980). On the other hand, strategic orientation defines the 

directions in which the organization is striving and therefore defines how it may succeed in 

reaching its strategic goals. Collective action or capabilities, then, represent the concerted 

efforts needed to pursue the strategic goals of the firm. Generally speaking, strategic choices 

inject changes into the fluid and dynamic process by which an organization processes 

information, learns, leverages, and creates customer value. Over time, strategic choices 

become embedded in capabilities and firm orientations. Business subcultures, organizational 
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competencies, and capabilities — which are defined as “patterns of action” — constitute, in 

part, the realization of prior strategic choices (Mintzberg 1987) 7. 

Strategic orientation can be broken down into a set of four subordinate strategies 

(without counting the value-based strategy) which “covers” the capabilities of the 

organization. As depicted in Figure 1, several subordinate strategies must go on continuously 

and in parallel, so as not to preclude any options through premature embarkation on one path; 

strategic orientation as “attention” is the first one. We now discuss these four distinct sets of 

strategic choices. 

 

Strategic Orientation as “Attention” 

Attention is the process whereby a person concentrates on some sources of 

information in its environment to the relative exclusion of others (Benjafield 1992; Bettman 

1979). Attention is then characterized as a limited resource because it involves a selective 

narrowing of consciousness and receptivity from individuals (Benjafield 1992). If an 

individual tends to devote substantial attention to some sources of information, there will not 

be enough “attentional” resources left over to process other external signals. What people 

consider salient and worthy of attention is largely influenced by what they are trying to do, 

what they know, and by what goals (and objectives) they are trying to fulfill. Consequently, if 

a firm does not focus on key sources of information, the process of acquiring information has 

the potential to sap scarce “attentional” resources as well as to obscure the information that is 

truly important. However, it is increasingly hard to focus on relevant information because 

each firm faces an enormous amount of information. According to Day (1998), organizations 

must make choices and set priorities to avoid an avalanche of conflicting information. 

Without paying close attention to the necessary information that flows from the questions the 

firm wants answered, a firm may be paralyzed by uncertainty or information overload. 

Firms may also be afflicted by knowledge poverty simply because people are unaware 

of some sources of information. Despite a worldwide explosion in information, 

organizational members tend to devote substantial attention to what they already know and to 
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sources of information they already have. Most often, firm’s failures are not from lack of 

information but rather from not paying attention to discrepant information, which does not fit 

with their current mental models (Senge 1990). Changes in regulation, competition, customer 

needs, and technologies are all potential examples of discrepant information. People have the 

tendency to push information anomalies aside instead of looking at them. Strategic 

orientation as “attention” is the first step for fighting against cognitive blindness (e.g. when 

people don’t know they don’t know something). 

Managing attention (Van de Ven 1986) requires watching over information as it 

enters the firm and seeing that it flows where it should in the information “pipes”. The 

importance of information lies not so much in the amount itself as in how it is managed — in 

timing and target. First, strategic orientation as “attention” is about fostering awareness of the 

value of different sources of information (Davenport and Prusak 1998). Some critical 

questions to be answered are: What outside sources of information do we need? From which 

customers do we learn the most from? Who are the most innovative competitors? Where are 

the most critical new technologies originating from? Are we paying attention to the right 

technologies, competitors, and customers? Where do we get the information we need to run 

our business? The challenge is to identify emerging sources of information before anybody 

else does, spot and identify what the firm knows insufficiently well, get better sources of 

information than the competition, and finally replace out-of-date sources with more 

appropriate substitutes. Second, strategic orientation as “attention” also needs to identify key 

knowledge workers to diffuse critical information (Davenport and Prusak 1998). As the 

external world is changing, the traditional network of information may need to be rethought 

and sometimes broken. Critical questions are: How should information be distributed? Who 

should have access to what information and at what times? Who would benefit from having 

some pieces of information? The key is to solve problems of unequal distribution of 

information by providing information to every knowledge workers who are closer to the 

action and, thereby, might benefit from having it. 

In today’s competitive environment, attention is a resource of primary importance to 

most organizations. In the face of rapid change, firms compete for attention. As such, 
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managing attention must be part of strategic orientation because “where people look is 

usually where they steer”. As a result, strategic orientation as “attention” paves the way for 

information-processing capabilities. This subordinate strategy is aimed at answering critical 

questions such as “what sources of information do we need to fight against cognitive 

blindness?” or “which sources of information and distributing mechanisms help mirroring the 

external world inside the firm?” Strategic orientation as “attention” is a quest for comparative 

advantage in information-processing by pinpointing the most efficient and/or effective key 

sources of information to pay attention to. However, firms need, at the same time, to sustain 

their attention long enough in order to permit the absorption of new knowledge. Given that it 

may take several years to build organizational competencies or change business subcultures, 

consistency and sustainability of relevant sources of information is key. 

 

Strategic Orientation as “Stretch” 

To create collective knowledge, people must be able to learn together and have access 

to flows of information. Especially in fast-moving environments, the creation of new 

knowledge may account for a large part of the firm’s activities. Certainly, as knowledge is 

critical to any firm, the whole point is to design a strategy specifically for the purpose of 

orienting knowledge accumulation, namely strategic orientation as “stretch” (Hamel and 

Prahalad 1994). Intuitively, it appears that a firm must pinpoint what it wants to learn to have 

a good chance of getting it. In essence, strategic orientation as “stretch” identifies useful and 

valuable knowledge which must be created to solve problems and exploit opportunities, 

decides when pieces of knowledge are worth creating, and clarifies when older pieces of 

knowledge have become obsolete. Strategic choices pertaining to collective learning 

deliberately create a “misfit”, open knowledge gaps, and orient learning activities. Therefore, 

collective learning and strategic orientation as “stretch” are both working in a business 

embrace. A key task in every organization is to choose which organizational competencies to 

develop, which business subcultures to promote, and, then, change its knowledge base 

accordingly. 
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The competitive “locus” of competence-based competition resides in the collective 

learning capability of the organization. Competence-based competition is a matter of setting 

stretching objectives and to reach them (Hamel and Prahalad 1994). Certainly, the critical 

question of which competencies to build is complex. As suggested by Hamel and Prahalad 

(1994), the most important test to know whether or not a firm should build some 

competencies is to ask which ones best permit the realization of the value-based strategy. In 

other words, a firm needs to pick which competencies make the most significant contribution 

to customer perceived value (Prahalad and Hamel 1990). On the other hand, knowledge in the 

form of competence is not the only critical form of knowledge a firm may wish to reorient or 

accumulate. The process by which an organization is learning a new culture (i.e., 

acculturation) is also equally important (Engel, Blackwell and Kollat 1978). At one point in 

time, a firm may decide to partly change its organizational culture. This is especially true 

when the organization realizes that its culture is far removed from reality and therefore 

becomes a liability to its future performance (Tushman and O’Reilly 1996). Because some 

business subcultures can constrain the firm’s development, some people may decide to 

transform them in order to regain or realize true competitive advantage (Garvin 1993). As the 

basis of competition changes, the deliberate acculturation can truly broaden the mind-sets of 

individuals as well as reopen or create new options for the firm. Strategic orientation as 

“stretch” allows bringing forth a broad range of different future and strategic options. 

In summary, strategic orientation as “stretch” is paving the way for collective 

learning. Its aim is to answer the fundamental question: What business subcultures and/or 

organizational competencies must be built right now in order to create or sustain tomorrow’s 

competitive advantage and superior financial performance? Strategic orientation as “stretch” 

is a quest for comparative advantage in collective learning by choosing the most efficient 

and/or effective competencies and/or subcultures to develop. The development of 

organizational competencies or the modification in business subcultures creates new strategic 

options for the future, options that may be exercised later on in pursuing the firm’s strategic 

goals. 
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Strategic Orientation as “Leverage” 

Collective leveraging is the process by which an organization creates new collective 

behaviors to meet market opportunities — and, by doing so, exercises strategic options in the 

form of untapped competencies and dormant subcultures. Similar to competence-based 

competition, the competitive “locus” of capability-based competition is the quest for creating 

new business practices; new capabilities arise through the collective leveraging capability of 

the firm. As a result, strategic orientation as “leverage” takes collective leveraging capability 

as the unit of analysis for strategy making. Strategic orientation as “leverage” specifically 

identifies valuable business practices that must be created to reflect still untapped 

organizational knowledge. Such a subordinate strategy decides what new capabilities are 

needed to dominate the future market opportunities that will emerge, clarifies what type of 

behaviors is most important to the firm, and identifies when existing practices are becoming 

obsolete. 

In addition, a key component of strategic orientation as “leverage” is also to ensure 

that explicit strategic choices are made that permit the creation of new behaviors to reflect the 

still unused knowledge of the firm. New learning — no matter the form (e.g., understanding 

of emerging customer needs, new technologies, etc.) — can stay latent for a certain period of 

time before being leveraged. Strategic orientation as “leverage” explicitly formulates 

strategic choices to ensure that the immense reservoir of collective knowledge unlocks. 

Therefore, strategic orientation as “leverage” paves the way for collective leveraging. This 

subordinate strategy is aimed at answering the question: What new capabilities and new 

business practices must be built right now in order to create or sustain tomorrow’s 

competitive advantage and superior financial performance? After all, strategic orientation as 

“leverage” is a quest for comparative advantage in collective leveraging by choosing the most 

efficient and/or effective capabilities to develop. Once new capabilities are created, they must 

be combined with the existing business practices of the firm in order to create the tangible 

results that really matter for customers and the firm itself. 
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Strategic Orientation as “Fit” 

The need to achieve “fit” of value-creating capabilities is a constant concern in 

strategy. Strategic orientation as “fit” can be looked at as a puzzle game where value-creating 

capabilities are the puzzle pieces that a firm tries to combine to create the best possible fit 

among them. Within the traditional product-market frame, strategic orientation as “fit” is 

about selecting the organizational strengths and current portfolio of products that are in favor 

of market opportunities. The game is to select a product/market strategy that is consonant 

with the opportunities and threats imposed by the environment (Porter 1985). However, “the 

traditional competitive strategy paradigm with its focus on product-market positioning, 

focuses only on the last few hundred yards of what may be a skill-building marathon” (Hamel 

and Prahalad 1990). As such, strategic orientation as “attention”, as “stretch”, and as 

“leverage” extend the traditional notion of strategy as seeking a “fit” of value-creating 

capabilities with its environment. Strategy is not solely about choosing which new 

information, new knowledge, and new behaviors to create, but is also about choosing to 

combine value-creating capabilities in ways which are difficult for competitors to replicate 

(Teece, Pisano, Shuen 1997; Porter 1996; Dierickx and Cool 1989; Lippman and Rumelt 

1982). 

The focus of strategic orientation as “fit” is upon the combination of the various 

value-creating capabilities and their fit to meet market opportunities. As an example, Dell 

Computer is an online company which aims to make buying a computer as simple as 

possible. With a few keystrokes, Dell’s web site leads the customer speedily and intuitively in 

the one direction Dell wants, from information about its products to purchase to after-sale 

support and upgrades. As a consequence, Dell is not only changing the computer buying 

market by selling directly to customers, it is also restructuring entirely its value chain. Indeed, 

electronic business is not solely a technological change. It is a fundamental change in the way 

business is done in every industry (Evans and Wurster 1997). The technology enables the 

reconfiguration and recreation of a new “fit” among value-creating capabilities in order to 

create even more perceived value for customers and/or lower costs for the firm itself. In a 

similar vein, we need only to think of the pressure placed on big and local bookstores — such 
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as Barnes and Noble — by new Internet competitors such as Amazon.com. Amazon is not 

just a new competitor but the creator and pioneer of an entirely new way of generating 

revenues. The deconstruction of the traditional value chain allowed Amazon to cut 

intermediaries and combine its value-creating capabilities in such a way that the firm could 

provide benefits to a market segment willing to purchase books electronically. 

As a result, strategic orientation as “fit” is paving the way for value-creating 

capabilities. This strategy is aimed at answering the question: What combination of value-

creating capabilities creates a superior marketplace position of competitive advantage and 

superior financial performance? In fact, strategic orientation as “fit” is an ongoing quest for 

comparative advantage in value-creating capabilities by choosing, from an array of often-

broad options, the most efficient and/or effective way to combine a set of value-creating 

capabilities to achieve their “fit” to meet present marketplace opportunities. 

 

CONCLUSION 

Implications of this article impact the fundamental conceptualization of firm 

orientation. We extend the scope of firm orientation by explicitly positing that it comprises 

collective knowledge in the form of both business subcultures and organizational 

competencies. For instance, customer, competitive, and technological orientations have 

distinct business subcultures and organizational competencies that coexist in a firm. Perhaps 

the most important contribution of this study stems from the analysis of the relationships of 

the various behavioral and strategic manifestations of firm orientation. These two 

manifestations of firm orientation (1) interact in vital ways, (2) encompass a dynamic and 

complex system of intangible resources, and (3) equally denote how well a firm harnesses its 

knowledge to work. By distinguishing among fundamental concepts — such as subcultures, 

competencies, capabilities, and organizational capacities — an evolutionary framework 

emerges. Such a framework is helpful by providing managers guidelines on how 

organizations create and exploit firm orientation. In essence, subordinate strategies are 

working in business embrace with the various organizational capabilities of the firm. 



 30

Furthermore, this article contributes to bring many other issues to the forefront of the 

firm orientation literature. First, it distinguishes competence from capability from a 

theoretical perspective. Second, the concept of collective leveraging has been overlooked in 

the firm orientation literature.  We explicitly introduce this concept in that literature. Third, 

given a world of accelerating changes, collaboration among rivals — at the same and/or 

adjacent stages of the value chain — has become more prevalent; the competitive orientation 

concept should recognize this reality. Indeed, the mind-set is no longer to annihilate the 

competition, as nurturing the idea that “business is always war” is overly simplistic 

(Brandenburger and Nalebuff 1996; Hamel, Doz, and Prahalad 1989). Fourth, there is a need 

to understand other firm orientation — such as technological orientation — along with 

market orientation. For instance, a technology-oriented company — which is not necessarily 

very market-oriented — may also achieve superior financial performance. Depending on the 

market facing the firm, the recommendations for which firm orientation to emphasize are not 

unconditional (Gatignon and Xuereb 1997). Fifth, this article brings together the well-known 

concepts of strategy as “stretch”, strategy as “leverage” (Hamel and Prahalad 1994), and 

strategy as “fit” (Porter 1996; 1985) along with organizational capabilities and firm 

orientation. Finally, strategic orientation as “attention” is a newly introduced concept, which 

complement strategic orientation as “stretch”, “leverage”, and “fit”. 

Despite the fact that many scholars have traditionally described firm orientation as a 

business subculture, researchers have thus far devoted little attention to measuring it as a 

complex set of values and beliefs. Still today, researchers measure firm orientation according 

to their behavioral manifestations8. Even after a decade of empirical research, measuring firm 

orientation — as a business subculture and as an organizational competence — is still in its 

infancy. Developing measures of business subcultures and organizational competencies for 

customer, competitive, and technological orientations appears to be a promising approach. 

Moreover, the evolutionary framework represented in Figure 1 provides the theoretical 

foundation for new empirical research. There is a need to examine more formally the impact 

of strategic choices on market and technological orientations, especially when firms are 

facing disruptive external changes, which render some competencies (e.g. part of firm 

orientation) obsolete (Anderson and Tushman 1990). Finally, further research might 



 31

additionally examine the impact of firm orientations (such as technological orientation), 

absorptive capacity, and combinative capacity on innovation and financial performance (see 

Hurley and Hult 1998; Han, Kim, and Srivastava 1998).  In summary, our approach offers 

new perspectives for research directions involving the central concept of firm orientation 

embedded in an evolutionary theory of organizational behavior. 
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TABLE 1 

DEFINITIONS OF THE INTANGIBLE RESOURCES  
PERTAINING TO FIRM ORIENTATION 

 
— Culture, Competence, and Capability — 

 
Culture 

 
“The pattern of shared values and beliefs that help individuals 
understand organizational functioning and thus provide them with the 
norms for behavior in the organization.” (Deshpandé and Webster 
1989) 
 

Competence An aggregate set of collective (theoretical and practical) knowledge 
intentionally learned by a firm that enables it to compete (and create 
customer value) in one or several marketplaces. 
 

Capability The repeatable pattern of action — collectively shared and goals-
reaching — in the integration and the application of existing 
knowledge (e.g. culture and competence), which enables a firm to 
create customer value to a market. 
 

— Four Different Types of Organizational Capabilities — 

 
Information-Processing 
Capability 

 
A capability which enables a firm to create (or acquire) and 
disseminate (or diffuse) information throughout the firm (Kohli and 
Jaworski 1990). 
 

Collective Learning 
Capability 

A capability which enables a firm to transform information and 
individual knowledge into new and valued collective knowledge — by 
(1) creating new ways of thinking on an individual basis; (2) sharing 
understandings with colleagues; and finally (3) altering and 
influencing the way other people think. 
 

Collective Leveraging 
Capability 

A capability which enables a firm to create new and valued collective 
behaviors to meet current and/or future market opportunities — by (1) 
creating new ways of behaving on an individual basis; (2) sharing their 
business practices with colleagues; and finally (3) altering and 
influencing the way other people behave. 
 

Value-Creating 
Capability 

A capability that pertains to the traditional value-chain (Porter 1985). 
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FIGURE 1
 The Behavioral and Strategic Manifestations of Firm Orientation
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ENDNOTES 

                                                 
1. As an example, even though Narver and Slater (1990) define market orientation as a business culture — 

based on the Webster and Deshpandé’s (1989) definition of culture — customer and competitive 
orientations have been described in a manner that suggests that market orientation is also made of 
organizational competencies. Indeed, Narver and Slater (1990)  define customer orientation as the 
“sufficient understanding of one’s target buyers to be able to create superior value”. Similarly, competitive 
orientation is the “sufficient understanding of the capabilities and strategies of current and potential 
competitors” (Narver and Slater 1990). With proper market competencies, an organization is in a position to 
claim a “sufficient understanding” of its marketplace. Accordingly, “the primary focus of a market 
orientation is on creating superior value, which is based on knowledge derived from customer and 
competitor analysis” (Narver and Slater 1995). 

2. For many years, many social scientists have attempted to clearly delineate information from knowledge. 
The difference between the two concepts is “not always clear cut” and has been debated in the literature 
since the classical Greek era (Dutta 1997; Bohn 1994; Glazer 1991). While information can be defined by 
some researchers as “data that have been organized or given structure — that is, placed in context — and 
thus endowed with meaning” (Glazer 1991), knowledge allows individuals to go a step further. In fact, 
knowledge is a set of beliefs — in the form of experience, theories, understanding and conclusion from 
study — held by an individual which “allows the making of predictions, causal associations, or prescriptive 
decisions about what to do” (Bohn 1994). Knowledge goes further than information in the sense that it 
allows individuals to make inferences of cause and effect with some degree of predictability (Day 1998; 
Bohn 1994). Polanyi (1966) made the distinction between explicit knowledge, which can be articulated in 
formal language and shared among individuals, and tacit knowledge, personal knowledge embedded in 
experience, nonverbalizable, intuitive, unarticulated, and closely connected to action. 

3. This view is consistent with the recent approach advocated by Allen, McQuarrie and Feldman Bar (1998) 
who measure customer-focus at the individual level. 

4. In this paper, we follow Fiol (1994) who suggested that “interpretation”, “meaning”, and “understanding” 
are interchangeable expressions. 

5. As with collective learning, collective leveraging is also pointing to the apparent convergence-divergence 
paradox. This time, the paradox is on the creation of new collective behavior. Behavioral divergence allows 
diverse practices to emerge while behavioral convergence fights against the natural tendency to fly off into 
too many different directions. Indeed, because organizational capabilities are, by definition (see Table 1), 
collectively-shared behaviors, a certain degree of convergence has to occur during collective leveraging. 
But, this is not a zombie-like organization where everyone is forced into a mold and reacts the same way. 
When judged necessary, certain local behaviors, different from existing collective practices, may emerge to 
be more appropriate. 

6. According to many scholars, the resource-based view of the firm ties knowledge (and resources) to 
decision-making (Hunt and Morgan 1995; Stalk, Evans, and Shulman 1992; Barney 1991; Shapiro 1988). 
On the other hand, the resource-based view has been criticized for ignoring the external environment and 
solely focusing on organizational resources (e.g., culture, competence and capability) to design strategic 
orientation (Porter 1991). However, one could argue that in order for any external environment signal to be 
recognized, such signal must be brought inside the firm and be converted into knowledge (to ultimately lead 
to effective reaction). For instance, although Porter’s (1985) “generic strategies” (and “five forces” model) 
stress marketplace position and the importance of looking outward to design strategic orientation, this view 
does not describe the dynamic competitive process by which organizations process information, learn, 
leverage, and create value for customers (Teece, Pisano, and Shuen 1997). Therefore, by integrating these 
two perspectives in strategic orientation (by including a value-based strategy), the various internal and 
external “units” for strategy making complement rather than substitute and compete (Hunt and Morgan 
1995; Porter 1991). 

7. According to Mintzberg (1987), strategic orientation can either be an intended or emergent direction of the 
firm while organizational capabilities describe realized strategy. 

8. By reviewing three alternative (and well-known) methods of measurement (see Deshpandé, Farley, and 
Webster 1993; Kohli, Jaworski, and Kumar 1993; Narver and Slater 1990), we were able to find only three 
items that deal with a customer-oriented subculture: (1) “Our business strategies are driven by our beliefs 
about how we can create greater value for customers” (Narver and Slater 1990); (2) “The customer’s 
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interest should always come first, ahead of the owners” (Deshpandé, Farley, and Webster 1993); and (3) “I 
believe this business exists primarily to serve customers” (Deshpandé, Farley, and Webster 1993). As a 
result, the “extent empirical research programs on Market Orientation have measured the construct at the 
level of activities and behaviors and not at the level of cultural values and beliefs” (Deshpandé and Farley 
1998, p.238; see also Narver and Slater 1998). 

 


