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ABSTRACT

Recent research on market orientation and close customer relationships addresses how firms
create market intelligence and adapt to their environments. However, our understanding of
market-oriented firms is incomplete because it does not fully incorporate with cultural
linkages and collaboration in buyer-seller relationships. Actually, it has been neither
investigated nor understood well the interplay between market orientation and close customer
relationships, and, further, whether the interplay is affected by a firm's internal cultural
postures. The authors present a conceptual framework for examining the interplay between
the key constructs in industrial context. Our results indicate a strong positive association
between market orientation and customer intimacy, and, further, this interplay is influenced
by our cultural factors - market focus and industry recipe - adopted.

INTRODUCTION

A number of academics and practitioners have cdled for organizations to be more respongve to the
needs of the markets and focus on the problems inherent in doing so. A key component to be
market-oriented is cregting an organizationa culture that vaues the cusomer as a primary
stakeholder (Locander et d. 2002). The notions of market-oriented and customer-led are, however,
two separate entities and both of them have received increased academic atention in marketing
literature during the last decade (for an in-depth discussion see e.g. Sater and Narver 1998). Both
the market orientation and customer relationship management ‘school of thoughts have put alot of
emphads on this fidd of research. While the former has predominantly focused on the intra-firm
domain from culturd and behavioral perspectives, the latter has been centered in the inter-fim
linkages from network or relationship marketing point of view. However, juxtgpostion of these
diverse research traditions does not run through academic discourse due to the fact that previous
research has not integratively or smultaneoudy addressed the two. Hence, this study attempts to lay
out what we know about the interrel ationships among merket orientation and customer intimacy, and,
meanwhile to improve our understanding of market orientation as culture and collaboration in

indudtria networks.



Market orientation emphasizes a business culture that put the customer’s interest first (Deshpandé et
a. 1993), on one hand, and organizationd abilities to generate, disseminate and use information
about customers and competitors (Kohli and Jaworski 1990) in conjunction with coordinated
application of interfunctional resources to create superior customer value (Narver and Slater 1990),
on the other. The point is of drategic intent, distinctive customer competence and development of
overal vaue proposition based on customers' needs (Webster 1992; Lichtenthad and Wilson 1992).
Cusgtomer intimacy, in turn, means Smply the same as tailoring offerings to match exactly the needs of
customers (Anderson and Narus 1999). Therefore, companies that excel in this field integrate market
and cusomer knowledge with their own operationd flexibility in a superior way (Treacy and
Wiersema 1993). This ability to continuoudy generate intelligence about customers expressed and
latent needs, and about how to satisfy these needs, is essentia for companies to continuoudly create
superior customer vaue (Sater and Narver 2000). Nevertheless, there exists scant prior research
explicitly covering the linkages between market orientation and customer intimacy (Homburg 1998).

Our purpose is to andyze the efficient use of market orientation in a sudy covering the existing
theoretical foundations and, further, the current manageria practicesin industriad context. To this end,
our objective is to conceptudize the relationship between the congtructs of market orientation and
customer intimacy, and to examine the association between these key congtructs in industrid context.
This am is guided by our notion of market orientation as a nexus of organizationd culture and

collaboration.

LITERATURE REVIEW

Before examining the literature that smultaneoudy dedls with market orientation and close customer
relationships, we place this topic in the context of related research. To date, market orientation
research has touched on it from culturd perspective, on one hand, emphasizing organizationd
capabilities and strategic postures (Lichtentha and Wilson 1992; Deshpandé et a. 1993; Day 1994;
Homburg et d. 1999; Matsuno and Mentzer 2000), and from behaviora or collaborative point of
view, on the other, incorporating with organizational design (Webster 1992), market information
processing activities (Kohli and Jaworski 1990; Kohli et a. 1993; Narver and Sater 1990), and
organizationd learning (Sinkula 1994; Moorman 1995). Respectively, work related to close
customer-supplier reationships (intimacy) has been interested in the way companies interact from a
network perspective (Anderson et a. 1994; Moller and Wilson 1995), or from a relationship



marketing point of view (Heide and John 1992; Morgan and Hunt 1994). However, very little
attention has been given to the concept of customer intimacy, especidly, in the context of market
orientation (Sater and Narver 1998; Hurley and Hult 1998). Some scholars (e.g. Shapiro 1988;
Ruekert 1992; Webster 1992) have even questioned whether a meaningful distinction between
market orientation and customer intimacy can be made a al (for an in-depth discusson see eg.

Homburg 1998).
Market Orientation as Culture and Collaboration

Market orientation can be consdered as a cornerstone of marketing thought and a centra
component of the more generd notion of the marketing concept. Since the early 1990s there has
been a sgnificant amount of research on market orientation. Current discussion of market orientation
emphasizes the awareness of and responsiveness to environmenta influences, as well as, an dbility to
learn about customers and competitors in order to continuoudy sense and act on events and trends in
present and prospective markets (Slater and Narver, 1998). Jaworski and Kohli (1993) define
market orientation as the organization-wide generation of market intelligence, dissemination of that
intelligence across organizationd units, and organizationtwide responsveness to it. Although the
scholars link organizational values and norms to their market orientation congtruct, they do not
indicate that market orientation is an aspect of culture. Conversdly, Deshpandé, Farley and Webster
(1993) conceptudize market orientation as an aspect of organizationa culture emphasizing the
dominant manageria representation. The origind assumptions, drategic orientations and managerid
recipes have a definite impact on the development of culture in an organization (Deshpandé and
Webgter 1989). Scholars in the field note that a firm's culture may be resstant to change and that
top management plays acritica role in leading the change to a market orientation (Locander et d.
2002). Narver, Sater and Tietje (1998) state that a market orientation must be understood as a
firm's culture. It is a drategic focus, and firms with a customer intimacy focus are more likely to
practice market-oriented culture (Treacy and Wiersema 1993). Smilarly, Narver and Sater (1990)
define market orientation as culture that places the highest priority on the profitable creetion of
customer vaue. Day (1994), in turn, explicates that a market-oriented culture supports the vaue of
thorough market intelligence a gaining competitive advantage. Recent research in this field suggests
that, from a measurement perspective, tresting market orientation as a set of behaviors and
collaborative processes rather than as an aspect of culture may have some benefit but that both



perspectives are valuable (Hurley and Hult 1998). Thus, market orientation can be embedded in
organizationd culture affecting market-related behavior and action (Day 1994). A market-oriented
organizationa culture, as opposed to an internaly biased technology orientation culture, places high
priority on firm-wide behaviors geared toward understanding customer needs, achieving sustainable
drategic competitive postures, and enhancing superior customer vaue (Pelham 1999).

Despite the growing awareness and use of principles of market-oriented organizations, a sgnificant
void exids in current modes of market orientation, hence none of the frameworks incorporates
smultaneoudy the key congructs of market orientation and customer intimacy (Homburg 1998).
Actudly, it has been nether investigated nor understood wel whether the market orientation -
customer intimacy interplay is affected (predicted or moderated) by a firm's interna drategic
postures, i.e, the types of business (industry) recipe and market focus adopted (Matsuno and
Mentzer, 2000). As Jaworski, Kohli and Sahay (2000) recently argued, current market orientation
literature has an unbalanced focus on keeping the status quo as compared to proactively shaping
customers and the market. Furthermore, the scholars explicated that there exists two types of market
orientation from the point of view of busness culture ‘market-driven’ and ‘drive markets. The
former refers to reactive industry recipe or business logic adopted indicating the acceptance of the
market as given, while the latter, conversdly, emphasizes proactive industry recipe by radicaly
changing the composition of market players (Jaworski @ a. 2000). Baker and Sinkula (2002)
postulated that a proactive attempt to dter the externd environment involves discarding the present
way of doing something and subgtituting the theory-in-use with something fundamentally and radicaly
new through gererative learning. Respectively, a market-driven reactive industry recipe reflects with
incrementa adjustments to changes in externa environment and with adaptive organizationd learning.
Market orientation can be seen as a prerequisite to the formulation of effective competitive response.
This follows from the fact that effective competitive response necessarily assumes the generation and
dissemination of the pertinent market information (Varadargian and Jayachandran 1999). Day and
Nedungadi (1994), in turn, suggested thet it is the manageria representation (industry recipe) of the
competitive markets that shapes rivalries. It is an adopted worldview of customers, competitors, and
markets in a manner that augments the corpus of knowledge retained in organizationa memory
(Snkula et d. 1997). This pergpective emphasizes learning theories, such as information processing
theories, to describe the competitive behavior of the firm (Baker and Sinkula 2002). In this sense,

market orientation has a behaviora focus on market information process (MIP) activities regarding



customers and competitors, particularly information acquisition, information digtribution, and the
ability to behavioraly respond to what is received (Sinkula, 1994; Moorman, 1995). We view
market orientation as characteristics of an organization that determinates the priority thet is placed on
MIP activity and its use in the dtrategic process (Baker and Sinkula, 1999). Market orientation
influences the scope of MIP activities directed & customers, competitors, and marketing channels
(Sinkula et d. 1997). MIP activities act as inputs into ongoing procedures of customer relationship
management. Collaboration enables the organization to generate market intelligence with and from
other organizations about new opportunities or means for cregting superior customer vaue (Slater
and Narver 2000).

Customer Relationships: Transactional and Collabor ative Perspectives

Customer intimacy" refersto what Sheth et a. (2000) express as customer centric marketing where
marketing function seeks to fulfill the needs and wants of each individua customer. In more academic
terms, customer intimacy implies the design of inter-firm relationships, or governance (Hoekstra et al.
1999). These rdationships are traditionaly classfied ether into transactiona or collaborative ones
(Heide 1994; Parvatiyar and Sheth 1997). Rather than demondgtrating a purified form, inter-firm
relaionships in the indudrid context will usudly exhibit a mixture of transactionbased and
collaboration-based dements emphasizing the so-cdled vaue-adding exchanges, where the focus of
the sdling firm shifts from getting customers to keeping customers (Andersen 2002). In this sense,
the inter-firm governance can be seen as a continuum between the two opposite ends of the
relaionship spectrum (Day 2000). Differently put, inter-firm links can be ranked starting from one-
off transactions subjected to near- perfect market conditions over repeated (value-adding) exchanges
and ending in collaborative exchange situations (Webster 1992).

The economic efficiency of pursuing relationships and customer partnering strategies may be inferior
to other types of inter-firm governance strategy as it presumes to entail consderable asset-gpecific
invesments and increased dependence curtailing strategic flexibility (Andersen 2002). Transaction
cost gpproach (TCA) views governance in terms of designing particular mechanism (price vs. unified
authority) for supporting transactions, i.e. the choice between a ‘market’ and a ‘hierarchy’ by

! When referring to * customer intimacy’, explicated by Méller and Anttila (1987), and Treacy and Wiersema (1993) the terms
‘closeness to customer’, close ‘inter-firm links , close ‘inter-organizationa relationships’, and close ‘business relationships
are usad synonymoudy in extant literature.



emphasizing efficiency implications (Williamson 1975). TCA pardlels resource dependence theory
(RDT) in that it views inter-firm governance as a strategic response to conditions of uncertainty and
dependence (Pfeffer and Sdancick 1978). From RDT point of view, however, firms will seek to
reduce uncertainty and manage dependence by purposaly structuring their exchange relationships by
means of establishing formd or semiformd links with other firms. The ongoing mantenance of inter-
firm governance requires certain sub-processes to be carried out as follows (Heide 1994): role
specification, planning, nature and means of adjusments, monitoring processes, and incentive
sysems.

From rdationship marketing point of view, firms establish relaionships with selected individua target
customers with whom superior customer vaue are designed, offered, redefined and redlized in close
cooperation with other partners in the marketing system, in order to realize long-term profits through
customer satisfaction, partner- and employee satisfaction (Hoekstra et a. 1999). Hence, the ability
of a firm to create and maintain close rdationships with their cusomers is a durable bass for
competitive advantage (Day 2000). Relaionships become closer, more sdlective and may become
0 familiar that the term intimacy is used (Treecy and Wiersema 1993). Business-to-business
marketing research has shown that when there are fewer customers, there are often closer
partnerships and joint product development (product customization) with customers (Heide and John
1992). Furthermore, among the dyadic norms identified by Heide and John (1992), flexihility,
information exchange, customer-specific investments, and employee involvement are consdered to
be elements of customer intimecy in buyer-sdler relationships. Homburg (1998) explicates that in
indugtrid markets closeness to customers (customer intimacy) refers to supplier’s behavior including
(1) offering high quality products, i.e. added cusomer vaue, (2) exhibiting a high leve of flexibility
towards the customer, and (3) a high readiness to exchange information with customers openly with
customer interaction throughout the hole organization. Indeed, commitment and trust are the key
mediaing factors in the management of dose inter-firm relaionships (Morgan and Hunt 1994).
Actudly, one principle dominates customer intimacy: it is a profit over the lifetime of the rdaionship
with a single customer, not a profit or loss on asingle transaction (Treacy and Wiersema 1993).
Briefly, and in line with relationship marketing approach (e.g. Morgan and Hunt 1994) and ‘ network
paradigm’ (eg. Mdller and Wilson 1995), we employ in this study a classification of (1) governance
of inter-firm links, and (2) business processes dignment in describing the key characterigtics of
customer intimacy. The former puts emphasis especialy on common bonds and formd design, while



the latter consders partnering, respectively. In this respect, a firm has to master three dements
related to its market-driven capabilities (1) a reationship orientation must pervade the vaues and
norms of the organization, (2) the firm must keep deepening its knowledge of the customers and
putting it to work through the organization, and (3) the key business processes must be interndly
integrated and externaly adigned with the corresponding processes of the firm's cusomers (Day
2000). However, saverd externad and internal contingencies will influence how transactiond and
collaborative exchange regimes mix, and, consequently, what form of a inter-firm reaionship will
prevail (Andersen 2002).

Theoretical Frame of Reference

There exigs both theoretical and managerid rationale for conceptua redescription of marketing and
market orientation from a more comprehensive resource or capabilities based point of view. In this
respect, market orientation should be considered in the context of strategy by integrating structurd,
contextua, and processua perspectives into an expanded conceptual modd ready for empirica

verification (Eisenhardt and Martin 2000). We argue that, in the interface of customer relaionships,
market orientation can be viewed as a ‘knowledge conversion process representing ways in which a
firm's exiging levd of knowledge embedded in these organizationd capabilities is ‘converted' into a
new leve of knowledge in terms of customer intimacy (see eg. Bell et d. 2002; Baker and Sinkula
2002).

Market orientation as organizationa behavior, on one hand, and market orientation as organizationa
culture, on the other, are contradictory. From the behaviorist point of view the marketing behavior or
activities represents the market orientation phenomenon itself, while the cultura perspective interprets
that behavior as a consequence of market orientation. However, there is scope for
reconceptuaization of market orientation by integrating both cultural and behaviord perspectives.
This integrated view to market orientation is andlogous to the notion of the content of knowledge-
based organizationd learning which conggts of cultural associaions and behaviord outcomes. The
conceptual model describes the content of the market orientation concept as an integrated construct
consgting of culturd and behaviord or collaborative aspects of organizationd learning. It is a
synthesis of those two existing conceptua frameworks of market orientation construct.

A complex set of contextud determinants, both exogenous and endogenous will affect the interplay
between market orientation and close cusomer reationships. These externd and internd



contingencies pertain to a range of factors, such as the market focus and industry recipe adopted
within an organizaion. Strategic market focus and industry recipe are culturd manifestations as
formerly explicated by Hurley and Hult (1998). Firms that are confronted with uncertainties in
internal and externa environments must make adaptations in their business recipe and processes to
redize customer vaue and that, in turn, leads to customer ntimacy and collaboration (Treacy and
Wiersema 1993; Hoekstra et d. 1999). Hence, the interplay between market orientation and
customer intimacy is expected to be affected by the type of the industry recipe and market focus
adopted. These interna contingencies are suggested to take arole as cultural antecedents regarding
the interplay between the key congtructs. Our organizing framework for market orientation as culture
and collaboration is presented in Figure 1.

FIGURE 1
Market Orientation: A Metaphor for Culture and Collaboration

Contextual Factors/ Antecedents Input Factors/ Determinants Output Factors /
Consequences
Industry Recipe

- Proactive

- Reective Market Orientation
I - Intelligence Generation Customer Intimacy
I - Intelligence
:— ———————— | 4 Dissemination —P»| - High (Collaborative Links)
| . Responsivenessto - Low (Transactiona Links)
! Intelligence

Market Focus

- Domegtic

- Globd

Dichotomous Variables Predictor Variables Criterion Variable

On the bases of how an organization interacts with its environment, different types of strategies can
be derived. Here, we refer to Miles and Snow’s (1978) strategy archetypes. defenders, andyzers,
prospectors, and reactors. First, defenders are companies with narrow product-market domains and
they do not have to make mgor adjustments in their technology, structure, or methods of operation.
They give primary dtention to improve the efficiency of their exising operations. Second,
prospectors in contrast seek continuously new market opportunities and they are usudly the creators



of change (eg. technology) to which their competitors have to respond. Third, andyzers often
operate in two or severd types of product-market domains, of which one is rdaively stable (basic
business) and the other changing. Therefore, they have different strategies and structures for these
domains. Fourth, reactors are companies, which are unable to respond effectively to environmental

changes. They usudly lack a congstent strategy-structure relationship. Severd scholars have studied
these dtrategy types, and evidence has been found both for and againgt this typology (Jaworski et d.
2000). However, we argue that originaly the question is about whether companies are trying to
adapt to environmental changes — i.e. using akind of reacting industry recipe, or they may actively
drive for changing the market environment — i.e. usng a kind of proactive industry recipe. In the
former case, Miles and Snow’ s (1978) defenders and andyzer are the archetypes that pose this kind
of market behavior. In the latter case, prospectors are the companies, which try to change their

environment, or the whole industry sructure, by providing, for example, new technology or
introducing totdly new business models. By doing this they change radicaly the existing industry
recipe and establish a new value sysem (Mdller et d. 2002). In this sense, prospectors are

promoters of competence destroying discontinuities in their industry wheress reactors rely more on
competence enhancing discontinuities (Anderson and Thusman 1990).

Our other contingency factor, that of market focus, relates to the company’s intenson of broad

versus narrow capitaization of target markets. We expect that companies operating only in the
domestic market do not necessary need to have as high level of market orientation as companies
with a globa focus. This is consstent with Gray's et d. (1999) notion that an extensve foreign

market experience is expected to enhance a company’s market adaptation and market orientation.
We consder the domestic-globa contingency factor (market focus) as akind of continuum, and, a
company’s pogtion in this continuum depends on how large share of its business revenues comes
from internationa markets. Thus, the market focus factor is dso reflecting the cross-cultura aspect of
market orientation because acting in a globa context instead of focusing only domestic markets cdls
for different types of managerid capabilities. Essentid in developing these capabilitiesisto establish a
balance between ‘thinking globa but acting local’. The globa perspective relaes to a company’s
ability to develop globally standardized product or service features, which then can be easlly adapted
to the sdlected local markets. In this study we State that this locdization provides a new ‘cultura

view' to acompany’s market orientation.
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To summarize, we argue tha this new ‘cultura view' to market orientation — customer relaionships
interplay links a firm’'s drategic intention (industry recipe) and externd environment to market
information processing capabilities and close customer relationships.

The basic point of our framework is smple; in order to understand the complex character of market
orientation in the context of organizationd culture in terms of industry recipe and market focus,
research should smultaneoudy address the context, content, and outcome perspectives of market
orientation. In our organizing framework, relationships between the two contextua factors
(antecedents) and the key input congtructs (determinants) are visuaized with broken hairlines and the
linkages between input factors (determinants) and output factors (consegquences) with constant
hairlines, respectively. In the framework the arrows indicate the assumed direction of influence.

HYPOTHESES AND RESEARCH DESIGN

Figure 1 outlined the hypothesized relationships between our internal culturd contingency factors
(industry recipe and market focus), market orientation as a metaphor for culture and collaboration,
and customer intimecy.

Hypotheses

To recapitulate and summarize, market orientation as an aspect of organizaiond culture and
behavior afects the levd of the firm’s cusomer intimacy. Furthermore, the type of industry recipe
and maket focus adopted influences the levd of cusomer intimacy. Formdly dsated, the
hypothesized relationships are as follows:.

H,: Thetype and level of market orientation differ between firms characterized by low and high
leve of cusomer intimacy.

H.: Reactive industry recipe and domestic market focus emphasize market intelligence generation,
which, in turn, affect the leve of cusomer intimecy of the firm.

Has: Proactive industry recipe and domestic market focus emphasize market intelligence
dissemination and organizationd responsveness to that inteligence, which, in turn, affect the
leve of customer intimacy of the firm.

H,: Reective indudtry recipe and globa market focus emphasize market intelligence dissemination
and organizationa responsveness to that intelligence, which, in turn, affect the level of
cudomer intimacy of the firm.
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Hs: Proactive industry recipe and globa market focus emphasize market intelligence generation,
which, in turn, affect the leve of cusomer intimeacy of the firm.

To gpproach and understand a multitrait problem area, such as our focd phenomenon, scholars and
practitioners are increasingly turning to multivariate methods. As previoudy discussed, the linkages
between our key congructs are displayed in terms of a contingency-specific modd. In view of
rdatively limited a priori knowledge about the relationships between our key congtructs, we are
deploying in our discovery exploratory techniques instead of confirmatory approaches. Based on our
theoretica foundations and research setting, we are assessing the extent to which the type and
degree of market orientation distinguish between manufacturing firms with high and low levels of
cusomer intimacy. This requires a combination of andysis of variance and multiple two-group
discriminant andysis to test our hypotheses and to generate a body of empirica evidence for the
exigence of ggnificant differencesin market orientation across the firms examined.
Research Context and Data Collection
In view of the discovery of the effects of our culturd contingency factors, industry recipe and market
focus, as we conducted, manufacturing firms were chosen as the context for examining the interplay
between market orientation and customer intimacy. Based on alimited set of interviews of managers
we ensured that market orientation in conjunction with cusomer relationships was highly rdevant in
many types of firm representing the engineering and eectrotechnicd indudtries. A sample was drawn
from the member companies of the Federation of the Finnish Metal, Engineering and
Electrotechnical Industries (FIMET) providing a Sngle industria sector congsting of multiple sub-
indugtries. The initid sample conssted of 340 sngle firms or drategic busness units (SBUs) with
more than 60 employees.
Informants (managing directors) were mailed a copy of the questionnaire together with a
persondized indruction letter and a return envelope. A total of 142 firms/SBUs responded, which
yielded a usable response of 140 fully completed questionnaires and a response rate of 41%. Non-
response bias was assessed indirectly by a multivariate analysis of variance comparing early versus
late respondents (Armstrong and Overton 1977). The results indicated no sgnificant differences
between the groups, and, thus, we do not expect that non-response bias is a problem here.
Measures
A number of multi-item measures were adopted for generating data. Given the limitations of data

availability and accesshility to generating objective performance, i.e, customer intimacy
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assessments, we employed perceptud performance judgments. Studies indicate that there is vdidity
in this gpproach where a high corrdation has been found between objective and perceptua
indicators (e.g. Venkatraman and Ramanujam 1986; Venkatraman 1990). We utilized both existing
scales derived from prior research, and new ones, developed, especidly, for this inquiry through
reference to the extant literature. All measures deployed in this sudy used a 5-point Likert-type
scaleranging from ‘low’ (strongly disagree) = 1 to ‘high’ (strongly agree) = 5.

Although market orientation congruct is conceptualy well ddineated in literature and dso structured
and vdidated as a measure by former research (Kohli et d. 1993), the state of affairs with the
congruct of customer intimacy is opposite (Homburg 1998). More precisely, sophisticated and
vaidated ‘proxies to be adopted in this concern do not exist. Actudly, reaively little systemetic
effort has been devoted to methodological issues in the development of the customer intimacy scale,
and, thus, the existing measures are ad hoc in nature,

Market orientation was measured by adopting the scae developed by Jaworski and Kohli (1993),
emphasizing: market inteligence generation (MARKOR 1), market inteligence dissemination
(MARKOR 2), and responsiveness to the market intelligence (MARKOR 3). The parsmonious set
of 20 key indicators of market orientation covering the above mentioned three underlying dimensions
of market orientation were utilized as the bass for our market orientation measure. The scale
construction followed the procedure used by Kohli, Jaworski, and Kumar (1993). We computed
mean summeated scores for each of the three sub-scales to derive the scale indexes MARKOR 1, 2
and 3.

Customer intimacy was measured unidimensiondly by a 6-item scde. The customer intimacy items
tapped the extent to which a business has obtained the objectives in: (1) involving in customer’'s
planning process, (2) involving customers in our planning process, (3) partnering and joint planning
with customers, (4) aligning each other’s operating process, (5) designing operationd interface, and
(6) formdizing the sysem of joint decisonrmaking (eg. Treacy and Wiersema 1993; Sheth and
Parvatiyar 1995; Parvatiyar and Sheth 1997; Homburg 1998). Finally, a mean summated score was
computed in order to derive the composite scale labeled CUSIN.

Industry recipe and market focus - two closgly intertwined culturd factors (Hurley and Hult 1998;
Homburg et a. 1999) - were operationalized as dichotomous (categorica) varidbles influencing, as
we hypothesized, the interplay between market orientation and customer intimacy. Fird, in order to
specify the dichotomies of the industry recipe mode, we employed a principle component andysisin
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conjunction with a digoint duster andyss on aset of gx origind variables describing the types of the
business recipe or logic utilized (Miles and Snow 1978; Spender 1989; Jaworski and Kohli 1993).
This andlys's produced a two-group solution reflecting proactive versus reactive emphasis on the
recipe adopted (RECIPE). Market focus, the other cultural contingency factor, was operationdized
by dichatomizing the sample firms into two groups emphasizing internationd vs. home market focus
(MARKET). Thiswas based on the rate of internationalization (proposition of export in sdes). Firms
with arate of equal or more than 60% were categorized as having a global market focus and the

rest were regarded as oriented towards the domestic market (e.g. Homburg et al. 1999).

ANALYSISAND RESULTS

Before submitting the data to the main andyses, basic psychometric tests were deployed to provide
evidence of the internd vdidity and rdiability of the two key scdesinvolved.

Scales Construction and Validation

Customer intimacy, as conceptudized in this sudy, is an unidimensond condruct. A mean
summeated score was computed containing the six customer intimacy items in order to derive the
composite scale index labeled CUSIN. As for subsequent statistical analyses, certain tests had to be
performed on these data SO as to assure the integrity of the measurement scale. The scale validation
was accomplished by (1) the andyds of item intercorrdations, and (2) itemto-totd scde
correlations. These results are reported in Table 1.

TABLE 1
Scale Statistics and Analyses of Internal Validity and Reliability of the
Customer Intimacy (CUSIN) Scale (N=139)

Scde Noof items Mean Standard Chronbach Item-to-total correlations
deviation apha @» @ G @ 6B (v
CUSIN* 6 17.35 5.45 0.88 0.61 0.72 0.66 0.68 0.69 0.70

* CUSIN items = (1) involving in customer’'s planning process, (2) involving customers in our planning process, (3)
partnering and joint planning with customers, (4) digning each other’ s operating process, (5) designing operationd interface,
and (6) formdizing the system of joint decision-meking.

The scale has an acceptable reliability coefficient (apha) exceeding the recommended 0.60 threshold
(Nunndly 1967) for an exploratory study. Also each item-to-total scale corrdation was in the
anticipated direction indicating high interna scale vdidity.
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The am of this udy isto compare firms characterized by high and low levels of customer intimacy.
Therefore, the CUSIN scale had to be prepared so as to distinguish two firm groups. On the 5-point
scae, respondents with an CUSIN measure equa or less than the 6-item score 2.17 (n=36) were
treated as firms with alow leve of customer intimacy, while those with a measure equa or greater
than the score 3.50 (n=46) were conddered as firms with high leve of customer intimacy. Thus, we
deleted the mid-range (n=58) of respondent firms from the analyss in order to enhance the
digtinctiveness between the two groups involved.

Market orientation is a multidimensond construct. All the three scales have acceptable rdiability
coefficients (dpha), reported in Table 2, that exceed the standard level. Also each item-to-total scae
correaion was in the anticipated direction demongtrating internd consstency of the scae. While no
items needed to be deleted, a confirmatory factor analyss was not employed. In generd, the
evidence of internd vdidity and reliability indicates that the items included in the sub-scales that
measure the three components of market orientation are al related to a common congtruct, i.e. the
degree of market orientation.

TABLE 2
Analyses of Internal Validity and Reliability of the
Market Orientation (MARKOR) Scale (N=139)

Scde No of items Chronbach Item-to-total correlations
apha O @ 68 @ 6 6B O B
MARKOR1 6 0.56 0.16 0.23 0.36 0.38 0.28 0.36
MARKOR 2 5 0.77 0.47 0.56 058 0.54 0.55
MARKOR 3 9 0.67 0.01 0.47 0.40 0.34 0.28 0.52 0.36 041
0.29

MARKORL = maket intdligence generation, MARKOR2 = maket inteligence dissemination, MARKOR3 =
responsiveness to market intelligence.

Market Orientation - Customer Intimacy Linkages. Evaluation of Hypotheses

To recapitulate, we argued that a strong positive association exists between market orientation and
customer intimacy. First, amultivariate analyss of variance (MANOVA) was used to investigate the
exigence of links between the three components of market orientation and the leve of customer
intimacy. To this end, firms were classfied, as discussed previoudy, into two categories (high vs.

low). MANOVA was employed to examine the presence of an overdl association between the
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dimensions of market orientation (MARKOR) and the groups of high and low level of customer
intimacy (CUSIN). As shown in Table 3, the MANOVA findings do not indicate significant
differences in dimensond means of MARKOR between the low and high customer intimacy groups
(Wilk's lambda = 0.9719; exact F = 1.141, p = 0.325). Thereefter, one-way andyss of variance
(ANOVA) was utilized to andyze these rdationships in a more detailed manner. The results,
disdlayed in Table 3, indicate that al the three dimensons of market orientetion are significantly
different between the Low vs. High innovativeness groups.

TABLE 3
Results of MANOVA, ANOVA, and Multiple Discriminant Analysis (N=82)

Market Orientation Scales CUSIN Means F-ratio p-vdue  Discriminant
Low  High loadings®

MARKOR 1 3.18 3.74 20.02 0.000 0.88

(Market Intdligence Generation)

MARKOR 2 3.39 3.88 9.46 0.003 0.54¢

(Market Inteligence Dissemination)

MARKOR 3 3.33 3.71 14.29 0.000 0.74

(Responsvenessto Market Intelligence)

Multivariate summary: Wilk’slambda=0.9719 Exact F -ratio = 1.141
Multivariate Sgnificanceleve p = 0.325

* Pooled within-groups corre ations between discriminating variables and standardized discriminant functions.
& Thisvariableis not included in the discriminant function.

The ANOVA andysis was supplemented by examining the dimensiond impact of market orientation
on group differences in customer intimacy through a two-group discriminant andyss. The
discriminant loadings, depicted in Table 3, and the group centroids of low and high customer
intimacy, displayed in Table 4, provide a summary of the results clearly supporting our hypothesis
H,, i.e, market orientation has a pogitive association with customer intimacy.

TABLE 4
Statistics of the MARKOR-CUSIN Discriminant Function (N=82)

Scde Group centroids  Eigenvaue Canonica Wilk's
Low  High corrdlation  lambda*
CUSIN (customer intimacy) -0.63  0.50 0.32 0.49 0.76

* Significant at (<0.001)
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The discriminant modd satisfied the independence assumption as the MARKOR scdes were
condructed by a principle component andyss with orthogond rotation, and there is no
multicollinearity between the sub-scaes. Moreover, the modd met the assumption of equality of

covariance matrices between the two groups (Box's M=10.059; F with (6; 39567) df =1,6068; p<
0,141), and the discriminant function is robugt to this violation as the ratio between larger and smaller
groupsislessthan 1.5 (Hair et d., 1995).

Conggent with the findings of one-way ANOVA, the results of the two-group discriminant andyss
confirm that two out of the three components of market orientation, i.e., market intdligence
generation (MARKOR 1), and organizationd responsiveness to that intelligence (MARKOR 3), are
sgnificantly distinguishing collectively between the low vs. high customer intimacy (CUSIN) groups.
Furthermore, the excluded component, market intelligence dissemination (MARKOR 2) is very

close to the levd of sgnificant collective differentiation across the two firm groups. This consarvative
interpretation is based on using +/-0.30 as an acceptable threshold for the discriminant loadings (Hair
et al., 1995). Findly, the directions of the discriminant loadings are al postive, and the group
centroid is negative for firms with a low level of customer intimacy, and, respectively, postive for
highly customer intimate firms. Thisis condgtent with the main effects hypothesis (H,) stated.

Contingency Influence on Market Orientation - Customer Intimacy Interplay

As previoudy discussed, we hypothesized that the industry recipe and market focus (H,- Hs H4 and
Hs) influence the ways and practices firms prefer © manage the dimensions of market orientation
(MARKOR 1, 2 and 3). In other words, the effectiveness of the type of market orientation is
dependent on the types of industry recipe and market focus adopted. The influence of industry recipe
(RECIPE) and market focus (MARKET) is examined by employing a two-group discriminant
andyss amultaneoudy in two diverse contextud Split-groups. industry recipe (proactive vs. reactive)
and market focus (domestic vs. globa). We produced a classcad 2x2 matrix of the lit-group
results without violaing the rules of avaid smdl sample discriminant andyss.

The direction and magnitude of the impact of each market orientation dimension on overdl group
differences was assessed by employing a multiple discriminant analyss within eech of those split-
groups. Derived discriminant loadings, eigenvalues, canonica correaions, and group centroids for
firm groups of low and high cusomer intimacy are displayed in Table 5. Because the developed
MARKOR sub-scales are based on the results of a principle component andyss with orthogond
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rotation, there is no multicollinearity between them, which satifies the independence assumption of

the discriminant analysis. Furthermore, eech model dso exceeds the threshold regarding the

assumption of equality of covariance matrices (Box's M=7.099; F with (6; 795) df =0.8417; p<

0,538) between the two CUSIN groups. Thus, the derived discriminant functions are robust.

Resultsof ANOVA, and Split-Group Effects MARKOR-CUSIN Discriminant Analyses

TABLE 5

Split-Group Factors: MARKET:

RECIPE:
Discriminant L oadings*:

MARKOR 1 (Intelligence generation)
MARKOR 2 (Intelligence dissemination)
MARKOR 3 (Responsiveness to intelligence)

Statistics of the Discriminant Functions:

Group centroids (Low vs. High CUSIN)
Eigenvalue

Canonical correlation

Wilk's lambda

n (Low vs. High CUSIN)

ANOVA Summary

MARKOR 1
MARKOR 2
MARKOR 3

Domestic Globa
Reective Proactive Reective Proactive
1.00 0.29° 1.00 1.00
0.37¢ 0.49° 0.30° 0.472
0.34% 1.00 0.26% 0.21
Low High  Low High Low High Low High
-0.88 066 -069 053 -044 09 -059 0.28
0.68 0.40 0.48 0.18
0.64 0.53 0.57 0.39
0.60 0.72 0.68 0.85
6 8 10 13 11 5 9 19
E-ratio p-value F-ratio p-value FE-ratio p-vaue FE-ratio p-vaue
8.14 0.015 051 0482 6.68 0.022 4.66 0.040
1.37 0265 004 0847 459 0050 054 0471
0.57 0466 830 0.009 291 0110 1.05 0.315

*

a

Pooled within-groups corre ations between discriminating variables and standardized discriminant functions.
Thisvariableis not included in the discriminant function and/or is not a significantly differentiating across the groups.

Individua (dimensiond) MARKOR-CUSIN relationships were then assessed by employing a one-
way ANOVA procedure. The univariate F-ratios indicate severa sgnificant differences between the

CUSIN groups across the MARKOR dimensions within each split-group andyss. These findings

are reported in Table 5 and discussed below in amore detailed manner.

When congdering smultaneoudy the discriminant loadings and the ANOVA summary, a few

remarks can be given. In the case of the domestic market focus, market intelligence generation
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(MARKOR 1) differentiates dgnificantly between the high and low CUSIN groups if firms are
deploying a reactive industry recipe, while organizationa responsveness to the market inteligence
(MARKOR 3) distinguishes between the two groups if firms are emphasizing a proactive industry
recipe, respectively. In the case of the global market focus, market intelligence generation
(MARKOR 1) is the key discriminator between the two firm groups characterized by low and high
customer intimacy regardiess of the type of industry recipe adopted. In this respect, we must
remember that the smal sample size of this sudy is far more likely to reduce the likelihood of finding
any dgnificant relationships than to increase it (Speed 1994). Hence, smdl sample sze affects the
test power and increases the conservatism of our statistica tests.

However, our findings confirm the claim that the type of industry recipe and market focus adopted
influence the type and level of market orientation, and, further, the interplay between market
orientation and close customer relationships. Therefore, companies should take into account this
interplay when developing capabilities for adapting to changes under specific environmentd
conditions. Formaly, these results provide strong empirica evidence for our hypothesesH, , H; and
Hs , while hypothesis H, is rejected.

Classification Results

In our find andyss we used the established discriminant functions to examine how well the three
components of market orientation (MARKOR) can predict the low vs. high customer intimacy group
membership among firms under sudy. When the discriminant function is used for dassfying the
observations its externa validity needs to be examined. However, due to the limited number of cases
in this sudy, we could naot follow the conventiond split-sample gpproach (classfication vs. estimation
subsamples). Instead, the U-method proposed by Lachenbruch (1975) was employed as a
technique to vaidate externaly the results of our smal sample discriminant andyss. It focuses on
assessing unbiased dassfication accuracy within discriminant andyss.

The classfication results (see Table 6) show that the proportion of originad cases correctly classfied
by the main effects modd was 72.0 %, and in the case as an estimator (cross-validated) 68.3%.
Respectively, when congdering the split-group discriminant models, the classfication results of the
origina cases vary between 71.4-78.6%, and, in the case as an estimator, it classfies correctly new
observations in the range of 67.9-78.6%. Due to the limited space the split-group dassfication

results are not reported here.
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As far as the proportiona change and maximum change criteria are concerned (see Table 6), the
discriminant models exceed the thresholds computed for this study. Indeed, it can be argued that the
main and split-group discriminant functions are valid insruments in the sense of the accuracy with
which they can be used to dassify firmswith alow and high level of customer intimacy in terms of the
differencesin ther type and leve of market orientation.

TABLE 6
Classification Results

CUSIN (whole sample) Predicted group*
Low High Actud total*
Origind group Low 23 13 36
(63.9%) (36.1%)
High 10 36 46
(21.7%) (78.3%)
Cross-vaidated? Low 22 14 36
(61.1%) (38.9%)
High 12 34 46

(26.1%)  (73.9%)

* 72.0% of originaly grouped cases correctly classified, and 68.3% of cross-vadidated grouped cases correctly classified.
** Proportiona change criterion (36/82)2 + (46/82)2 =50.7%, and Maximum change criterion (46/82) = 56.1%.

DISCUSSION AND CONCLUSION
This study contributes on our understanding of the interplay between the previoudy discussed two
key congtructsin the context of interna and externa contingency factors. The management of market
oriented organizational culture and behavior in order to sugtain close exchange relaionships with
sdected and targeted customers is a prerequisite for a successful business in an environment
characterized by market globdization and increasng use of networks and networking ativities
(Grewd and Tansuhg 2001). In this process, the realized market focus (globd vs. domestic)
influences the establishment of mutudly beneficid and close customer rdationships. Furthermore, a
successful adaptation to ever changing environmenta conditions needs clear industry recipe or

% In cross-validation, each caseis dassified by the function derived from &l cases other than that case.
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business logic, thus, enhancing added vaue for customers. Therefore, the adopted industry recipe
(proactive vs. reactive) acts as a srategic intermediate factor in this concern.

Empirica evidence has been obtained from a smdl open economy, which has experienced high levels
of technology and market changes during the last decade. Manufacturing firms were chosen as the
unit of andyss and vehicle for examining the interplay between market orientation and customer
intimacy. In this respect, the adopted industrid field conssts of companies deploying different types
of market focus and industry recipe. We argued that there is a strong positive association between
the key constructs involved. Indeed, we assessed the extent to which the type and degree of market
orientation distinguish between indudtrid firms with high and low levels of customer intimecy. To this
end, a combination of analysis of variance and two-group discriminant analysis was employed to test
our hypotheses stated. We found a strong poditive association between market intelligence
generdtion and organizationa responsiveness to the market inteligence, and customer intimacy.

Moreover, the influence of our contingency factors - market focus and industry recipe - was
examined by means of a multiple discriminant andyss with the two diverse split-groups
smultaneoudy to determine the most sgnificant types of market orientation differentiating across the
firm groups of low and high customer intimacy within each of the four possible contexts. This process
produced a classica 2x2 matrix of the split-group results presented in Figure 2. Also in this case our
findings provide strong empirica evidence for the claim that, as contextud factors, market focus and
industry recipe influence the interplay between market orientation and customer intimacy. Hence, our
results reved that the focal phenomenon is firm-specific and contingency-bound.

Our reaults indicate that, from the point of view of business culture adopted, there exist two types of
market orientation: market-driven and market-driving. The former emphasizes a reective industry

recipe in close customer relationships reflecting with adaptive learning capabilities in terms of market
intelligence generation. Conversely, the latter puts our attention on a proactive industry recipe

radically changing the compostion of the actors (market players) in industrid networks through
generative learning cagpabiilities in the context of market information processng. More precisdy, in
globa or cross-culturd context, firms are forced to relay on a market-driven collaboration in
business connections regardless of the type of market orientation adopted. Respectively, in domestic
or ‘intracculturd’ context, firms with a market-driven orientation rest on market information
acquigtion to sudain ther dose customer rdationships, while firms redizing a market-driving
orientation had to be organizationaly more responsgive to the generated market intdligence if they are
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willing to maintain the closeness to ther cusomers. These findings are conastent with the emerging
organizationa learning and capabilities based ‘cultural view’ to market orientation (Jaworski et d.
2000; Baker and Sinkula 2002). Generdly, the point is of culture and collaboration, but

simultaneoudy concerned.

FIGURE 2

Effective Means of Market Orientation in Close Customer Relationships

M ar ket Focus

Domestic Global

Reactive INTELLIGENCE INTELLIGENCE

GENERATION GENERATION

)
Industry V),
Recipe . Ty
&t
Proactive RESPONSIVENESS INTELLIGENCE
TO GENERATION
INTELLIGENCE

Briefly, our conceptua framework and empirica results extend past theoriesin thisfield of research.
Research up to this point has not paid much attention to strategic links between market orientation
and operational performance, especidly, in the form of closeness to the customers (Homburg, 1998;
Matsuno and Mentzer 2000). As far as the two key congtructs are Smultaneously concerned, our
mgor findings verify formerly made statements (e.g. Treacy and Wiersema 1993; Sater and Narver
2000; Jaworski et a. 2000), and replicate prior research results (Webster 1992; Lichtenthal and
Wilson 1992; Grewd and Tansuhgy 2001). Besides consstency with the former work in the field of

market orientation exploration, our findings reinforce the notions of those scholars who have
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postulated that market orientation in terms of market information process activities is a source of a
firm’'s competitive advantage (Sinkula 1994; Baker and Sinkula 2002; Day 1994, 2000; Day and
Nedungadi 1994). More generdly, this study has contributed to bridging the gap between the
research traditions of market orientation and customer relationship marketing, and, meanwhile, it
provides a promising metgphor for culture and collaboration in industrid networks.

Based on the reviewed research findings we are briefly summarizing the managerid contributions of
the dudy in tems of some practicd advice More generdly, the Finnish enginesring and
electrotechnicd indudtries surveyed in this research provide an ided fidd for studying market
orientation - cusomer intimacy interplay in the context of internd cultural postures. In this respect,
there exist certain characteridics typica for thisindustrid fied: globdization and competitive intengity,
knowledge and technology dominance, customer sophidtication and technologica services
proliferation, and product and service supply of new technology. Under this kind of market and
technology turbulence, drivers for competitive fitness and superior business performance are abilities
in customer relationship management in conjunction with market-driven business orientation (Maruca
2000). Hence, the results of our study are of evident practical interest. We crystalize the implication
recipe for management as follows. " To survive in turbulent globa markets, companies - regardless of
the type of industry recipe adopted - need to focus on maintaining close customer relationships by
emphasizing, especidly, organization wide market intelligence generation. However, in the context of
domestic markets, closeness to customers can be achieved, in the case of a proactive industry
recipe, by increasing organizationa responsveness to the market intelligence, and, in the case of a
reactive industry recipe, market inteligence generation is critica in this concern.” Indeed, these are
real managerid chalenges within our rapidly evolving information era

Aswith any sngle sudy exploring a multitrait congiruct like market orientation within large number of
firms, the results of the sudy mugt be interpreted in the light of the obvious limitations the study
possesses. As a consequence of this work, we note some limitations, which in turn offer
opportunities for further research. Firg, we must remember that the findings of our exploratory
gpproaches are necessaxrily limited in their generdizability. Our results are based on a sample drawn
from one industrid sector, and, thus, additional cross-sectional (or cross-indudtrid) research is
needed to insure the generdizability of the associations examined to other indudrid fidds. Smilarly,
dthough our sample extends prior results in this fidd of research (obtained primarily from medium

Sze and large companies), our findings may not apply to smaller firms. Second, the cross-sectiond
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nature of the data utilized in our andyses does not alow, on one hand, the determination of causdlity,
and, on the other, the assessments of lagged effects of causes on consegquences. Causa ordering of
relationships cannot be confirmed through a cross-sectional study design relying on messures of

associdion. Therefore, longitudina research designs in conjunction with structural equation modds
(SEM) are needed to confirm the probable causes and effects linkages. Third, the data utilized in this
work may be biased in terms of managerid atitudes measured by Likert-type scales reflecting a
gngle informant’s perceptions or stated beliefs rather than actua organizationa behavior, which can
reduce the reliability and validity of the data. In this respect, our noneconomic performance measure,
which in more generd sense may include dso some economic aspects, may not reflect actud levels
of financid peformance. As busness peformance is multifaceted, in invedtigating our key
congructs implications on financid performance criteria (e.g. market share, sdes, and ROI) should
make an important contribution to the body of knowledge. Fourth, as our market orientation
measures seem to feature within the contingency factors examined, but they may not fit with other
kinds of internal and externa environmenta variables, which provide an issue for additiond research.

Finaly, we did not deploy a SEM approach in the present study due to limited a priori knowledge
about the relationship between the two key constructs involved, and, further, due to our small sample

gze in conjunction with the number of multivariate measures utilized.
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