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ISMARKET ORIENTATION DRIVING RELATIONAL CAPABILITIESDEVELOPMENT?
THE CASE OF RUSSIAN INDUSTRIAL FIRMS

Abstract
The paper investigates the role of market oriemadis a driver of the development of relationabtiélfiies in
Russian firms. The study tests the role of markientation not only as a driver of business perfamoe, but
mainly as a platform for the creation and enhancegnoé a firm’s embeddedness in relational strugure
through developing organizational capabilities addpting internal processes within a dynamicallgngjing
environment.
The results of the study demonstrate existing diffees in the role of market orientation subcomptme
customer orientation, competitor orientation antkrfunctional coordination — in determining the dewf
relational capabilities and firm performance of tfiems in the sample. We confirm the positive and
significant impact of the level of relational cajiies on firm performance indicators — growth aathbility
and customer satisfaction.

Keywords: market orientation; relational capabidit, Russia, industrial markets

1. Introduction

This study is about the impact of market orientatmn the development of relational capabilities and
performance outcomes. Our objective is to inveigexisting attitudes of firms in Russia towards th
systematic development of organizational capaédjtaimed to support and enhance customer relaipsns
and interactions. Inter-firm cooperation has becanmeeans for competing on both national as wefjlalsal
levels. Cooperation and collaboration contributeshe evolution of business networks which havemdyg
attracted increasing research interest (Achrol,719%zi, 1997; Araujo & Mouzas, 1997; Achrol & Keitl
1999). The advantages that a firm can gain fronstexj cooperation and network effects depends
significantly on the tuning of that firm’s abilitso coordinate and manage within relationships (Fedrdl.,
2003). In business-to-business markets, relati@agabilities not only serve as a guarantee of nhutua
understanding and satisfaction in customer relakigps, but are also a source of relevant profeakiand
market knowledge, strategic flexibility and effeetiprocess configuration. Research on relationadluidities
of industrial companies has attracted serious tdter{Dyer & Singh, 1998; Day & van den Bulte, 2002
Jacob, 2006; Paulraj et al, 2008), however, conediptthe field is still rather fragmented.

Developing relational capabilities requires an ustéding of the market, the nature of customedsemd
values, and also the customer’s production proaessvalue chain (Narver and Slater, 1990). Thisonot
correlates closely with the concept of a marke¢mation of the firm, adding a relational perspectio the
firm-market alignment. From the interaction andwak perspective, market orientation can be seen@s-
requisite for creation of a firm’s ability to irgtie, develop and maintain successful interactiatts business
partners (Zhao & Cavusgil, 2006). This issue isnes®re complex in relation to firms in developing o
transitioning markets, such as Russia, where matkéet still a developing concept in the manageggralctice,
and managing interfirm relationships is also sthgnigfluenced by the transition process, the erggti
business culture, and the interpersonal relatipsstiat have traditionally been seen as importarthe
Russian context (Salmi, 2004, Jansson et al., 2D@7anson, 2008). Problems of managing relatioeship
markets in transition have started to gain incréageention (Salmi, 2004; Jansson et al., 2007)lewthere
are just a few examples of research on the congran$ relationship patterns in developed and depietp
markets (Hitt & Borza, 2000).

Specifically, our research aims to analyze whetbrgianizational routines and practices exist whioh a
underpinning the interpersonal relationships thatteditional for the Russian economy. Thus, thdysaims
to fill important gaps in the existing researclergture. Firm’s ability to manage inter-firm retaiships has
attracted considerable research attention ovelagtedecade (Dyer & Singh, 1998; Sivadas & Dwy@&Q®
Day & Van den Bulte, 2002; Jacob, 2006; Mdller &raimen, 2003). Notwithstanding this research atftac
there is still no integrated conceptualization la# telational capabilities construct as well asuhderlying
approaches to its operationalization. Existing aege reflects particular facets of the constructl s
importance, with some agreement that the commanegieis the implication that higher level of rebetal
capabilities development should have a positiveaichpn firm performance and competitiveness (Dyet a
Singh, 1998). Moreover, no research has been ctedion development of systematic relational cajtegsil
of industrial firms in transitional economies andvdrs of their development. Researchers often kel
starting point for analysis of transition economig$evel of marketing integration in the busingsscesses
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and acceptance of market orientation (Hooley et2@00). But no research evidence exists whether
development of market orientation leads to furithegoduction of organization-wide capabilities aigibetter
market-sensing or customer-linking, as discusselddbgy and Fahy (2009). Our main research questirors
deal with the following aspects:

1) Does the level of market orientation have anaotn the performance of industrial firms in Ra8si

2) Are market oriented industrial firms also mor@&noted towards the systematic development oficglat
capabilities?

3) Will systematic development of relational cajiibs by Russian industrial firms have a positingact on
business performance?

The paper is structured as follows: firstly, wegamt a discussion of the most recent perspectiveéleorole
of market orientation in transitional economiesrtke@rmore, we will elaborate on the nature and sawip
relational capabilities. We will then introduce aesearch method and present empirical findings i@fcent
study on market orientation and relational captddiin Russia. Finally, we discuss the role of kaar
orientation as a facilitator of relationship deyefent for business-to-business firms in transifiona
economies. A discussion of limitations and furtfesearch will conclude our argument.

2. Relational Capabilitiesand Market Orientation in Transition Economies

2.1 Understanding Relational Capabilities

In trying to define relational capabilities we atltige classic definition of dynamic capabilitiee€te, 2000)
as the firm’s ability to sense and then to seizag apportunities, to reconfigure and protect knowkedssets,
competences, and complementary assets and teclemlég achieve sustainable competitive advantages
the base of customer relationship management. $ocadion with definition of marketing capabilities
(Weerawardena & O’Cass, 2004) it is possible tgpse a definition of relational capabilities asgrative
processes designed to apply the collective knoveledgills, and resources of the firm to the relalip-
related needs of the business and towards bet&sroar integration. Similarly, Dyer and Singh (1Pé8fine
relational capability as the competitive advantigen the ability to forge, develop, and govern parships.
This is based on Day's (1994) understanding ofarust-linking capability as a capability to createda
manage close customer relationships, requiringgbaenilevel of coordination, participation in joiattivities
and close communication between partners.

Relational capabilities are the result of a graguaktess by which the firm decides to broadenigsom of
relationships in order to obtain additional bersefiom extremely close, long-term relationshipswieen
companies and improve their competitive positionthe market (Webster, 1992). In this case interfirm
cooperation is supported by the creation of speciipabilities, which contribute to the developmainter-
organizational teams and integrated-operating mestias well as facilitation of information and whedge
exchange (Rodriguez-Diaz & Espino-Rodriguez (200B)is approach to conceptualizing relational
capabilities relies strongly on the cooperatiorturel developed among partners to leveraging thmlityato
manage interaction, and creating positive impaatetationship success (Kale et al., 2000).

One of the main distinctive features of relatiocegbabilities is that by going outside of the marigetunction
and belonging to cross-functional firm capabilitiéisey require alignment of the whole organizatsrd
thereby influence firm performance (Grant, 2004).

Sivadas and Dwyer (2000) develop a construct obpeoative competency, derived from related concepts
mutual adjustment, absorptive capacity, and refati@apability is posited as the key factor affegtnew
product development success, regardless of whittisean intra- or interfirm endeavor” (p. 33). Gmoative
competency is used by the authors to refer to tleamge variable composed of three interrelate@tfac
trust, communication, and coordination, and reprissthe ability “of interacting units to adjust raatly” (p.
33). Contrasting with this, Lorenzoni and Lipparid®99) focus on the organizational ability to naie with
other companies (relational capability in the narisense) that accelerate the lead firm’s knowleatgmess
and transfer with positive effects on company glovaeind innovativeness. Development of relational
capability is seen as a reaction of the firm taeased uncertainty, leading not to absorption @euainty
within the organization but rather to an increasthe reliance on external partners (Lorenzonilapgarini,
1999). As Ma, Yao and Xi (2008) argue, a networkvhiich a firm is embedded is a critical resourcetfie
firm’s competitive capabilities. The firm’'s abilityo integrate these resources in the form of kndgde
acquisition is one of the most crucial relationapabilities (Lorenzoni and Lipparini, 1999). Devateent of
relational capabilities thus leads not only to tneation of superior relationship benefits, bubais some
relational sacrifices in form of specific investng@and adaptations. These investments and adajstatan
substantially increase fit between partners inti@iahips and facilitate cooperatioHgllénet al., 1991). As
perceived from the customer’s side, the developroéntlational capability by suppliers will resuit an
improved ability to run individually-tuned projecend create customized solutions (Jacob, 2006)s Thu
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Moller and Torronen (2003) stress the fact thay adre values can be created on the basis of ptioduc
capabilities. The more future-oriented and innoxatihe firm’'s strategy (i.e. less core value-oudtehe
more complex become necessary capabilities, uridgriyie value creation that would be a basis fogio
term customer relationships.

Relational capability is also the central constfoctthe study of Day and Van den Bulte (2002)s Itlefined

as a bundle of three interrelated components: tati@m, information and configuration. Communicatio
joint problem solving and coordinating activitieene already mentioned in the work of Day (1994) on
market-driven organizations. The study of Day amoh \den Bulte (2002) is based on the same framewfork
competitive advantage and shares Leonard- Bar{d®385) view of a capability as a knowledge acquaisit
and application process. The configuration schédt@tegy (Black and Boal, 1994; Miller, 1996; Dayd
Van den Bulte, 2002) has expanded the capabilibstroct thus to incorporate interactions, implyihgt
when firm interactions are dysfunctional due to rpatignment or conflict, the capability is degradsad
contributes to a competitive disadvantage.

Investigating the nature of customer integratiomptustrial markets, Jacob (2006) has developagstomer
integration competency approach quite similar te #pproach of Day and Van den Bulte (2002). The
measurement tool was developed and validated oangle of German firms and containes three key
dimensions — process configuration capability, @usr communication capability, and control capabili
These dimensions were measuring a firm’s abilitpriovide customized solutions for industrial cuséosn
This approach is supported by Rodriguez-Diaz amihBsRodriguez, (2006) who state that the develaopme
of relational capabilities leads to “integration mcesses by related companies in such a waygthater
integration means greater cooperation, higher camemit and trust, greater transfer of knowledgeatgre
innovation capability and a simplification or elimation of activities” (p.489).

Generally, the communication component is most com@mong the approaches to conceptualization of
relational capabilities (Day, 1994; Day & van deqltB, 2002; Jacob, 2006). Consequently, Paulral.et
(2008) have developed a conceptual model of relatioompetency, defined mainly as inter-organizetio
communication.

Applied to firms in Russian economy, the conceptedétional capabilities must be critically exandn&Ve
argue that we should differentiate on the one Haetdveen the ability to interact with the partnete do
knowledge and experience at theerpersonal leve(Salmi, 2004; Mikhailitchenko & Lundstrom, 200@)xd
anorganization-wide capabilitypbased on the adaptation of organization routicresstion of adjusted process
configuration, communication systems and controtimaisms to analyze and assess interaction orthiee o
hand (Jacob, 2006). As Day (1994) states, “capigsiland organizational processes are closely patlyi
because it is the capability that enables the itievin a business process to be carried out”. (BBg nature

of a firm’s ability to manage relationships in tRessian economy is subject to critical revisiorotigh the
lenses of existing research on the Russian managestyde. Multiple studies during the last yearspobt-
Soviet development have focused on understandanguhtural features of differences in firm's belwagiand
the role of business culture in forming relatiopspractices (Salmi, 2004; Ayios, 2004). A furthactbr is
the role of interpersonal relationships which remegually important now as in the Soviet time. A¢ same
time a unigue feature of the Russian economy exisése is often insufficient trust among the firmsile
high levels of trust on interpersonal level (Butderd Purchase, 2008). Thus, business relationsinipsften
managed on the interfirm level of relational capaés.

Within the centrally planned economy, as long disma accepted ‘the’ plan, there was no need fandirto
pay attention to planning their interaction witrslmess partners (Johanson, 2008). After the disolof the
planned economy, the development of interfirm reteghips has required thus not only the capabibty
understand the market as well as customers and etdoip, but also to serve industrial customers by
providing them with customized solutions and bealge to organize all the customer-related processes
(Jacob, 2006). The changes which occurred havéoledre-balancing of the system. Farley and Degf#an
(2005) point to the fact that firms in businesdtsiness market in the Soviet time had to face pkep
orientation” with the “customer absorbing almodt ridk as well as tolerating poor quality and inéay
delivery” (p.7). One of the critical factors of tBeviet-style economy was that firms had to de#h wbnstant
shortages that made the buyer depend fully on t@m einfriendly and impolite seller (Farley and Deehdé,
2005). Thus suppliers did not have to undertake siags to decrease the uncertainty for the custooner
adapt their own processes to create higher valdeistegrate customer in the value creation procgsse
making relationships truly asymmetric.

After the collapse of the planned economy and fhsotltion of existing economic ties between conmsn
and whole value-creating systems, Russian firmstbhaadapt to newly formed business relationships. A
Johanson (2007) points out, such new relationshigding required significant time and resource
investments, and was based on the development aénttalized and mutual planning capabilities by
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individual firms. This initial period was a time bighly unstable networks, which were graduallyl@epd by
more stable ones through the creation of acton# ilentities and positions within these networkd aiso
the development of capabilities to match mutualiviigts through exchanges and interactions (“plan
matching”) (Johanson, 2007).
These transformation processes required the dewelopof a market orientation, and in particulauatomer
orientation as a turning point towards new intéaactules. Based on analyzing the development robeket
orientation in transition economies, Singh (2008)es that it was the customer orientation dimengnat
received the most rapid acceptance. Facing theldigs of existing economic links, firms had tadia new
system of coordinates — and the role of customeassthe focus of business development (Appiah-A88381L
These arguments support provide our study withptieenise about the important role of a market oator
in developing relational capabilities in Russiampanies.
2.2. The Role of Market Orientation in Russia
Market orientation is one of the most central c@ieén research literature on marketing, startirmgnf the
1990s (Narver and Slater, 1990; Kohli and Jawors880). Our study follows Narver and Slater (1980)
defining three major components of a market origa customer orientation, competitor orientatiamd
interfunctional coordination. All of these havelte long-term oriented and profit-driven. Since “treart of
the market orientation is its customer focus” (&land Narver, 1994, p. 22), this requires undedstg not
only of the current needs of the customer, but #fso whole value chain of the customer. Competitor
orientation provides the firm with an opportunity lenchmark and comparison with alternative supplie
looking at them with customers’ eyes. Finally, riwactional coordination implies involvement of pennel
and other firm resources across the company iniogea@alue for the buyer.
Empirical studies have confirmed the role that maarérientation plays in improving firm performance,
fostering innovativeness and contributing to theation of market-driven organizations (Day, 199%While
some research exists which showed weak link betweeoonstructs (Greenley, 1995), this was expthne
the inappropriateness of additional investmentfiéncreation of a market orientation under cergganomic
conditions. Thus, for small industrial firms a matrlorientation may require less substantial investsithan
for larger ones (Singh, 2003). The role of markeergation though was also confirmed in some work
undertaken in transitional economies (Hooley et28l00; Farley and Deshpandé, 2005; Bathgate, &C416).
Despite more than 15 years of being in transitiba,impact of the centrally planned economy in Ryss
particular in terms of institutions and social netks, is still visible (Toppinen et al., 2007). Analysis of
existing supply chains revealed substantial probléborentz and Ghauri, 2008). Thus, the developmént
the processes supporting a market orientation néhtegration along the whole supply chain will &e
challenging task for most firms. It is likely thamly those able to overcome the transition proeesschange
from a supplier orientation to a market-driven kmg will be able to have higher performance outeem
(Farley and Deshpandé, 2005). Thus, we proposelibaing hypotheses:

Hi  The level of customer orientation of a firm issjiwely related with firm performance.

Hi:  The level of competitor orientation of a firmpasitively related with firm performance.

Hi:  The level of interfunctional coordination a thénf is positively related with firm

performance.

2.3. The Role of Relational Capabilities in Russia
The level of complexity and dynamism of the nevernational economic environment makes the firms fac
the challenges of transforming competition ruleftefo dysfunctional), causing ‘collapsing capal@ki
(Atuahene-Gima, 2005). Thus, market orientation cantribute to a heterogeneous collection of custom
and competitor related information which can hefm$ in transitional economies to analyze, process,
integrate environmental trends (Ma et al., 2006)other feature of the transitional economy is thie 1of
interaction and networks as compensating for toke & market-supporting institutions. Teece et(2897)
state that in rapidly changing environments “thereobviously value in the ability to sense the néed
reconfigure the firm’s asset structure and to agasin the necessary internal and external transfoom”
(p.520). This relational perspective leads to trgpiirement to understand whether the key emphadisnis’
development is transactional or relational (Cowiadt al, 2002). For many Russian firms, developnignt
creating a market orientation and identifying sugremarket positions through relationships and rat&on
has become a vital source of understanding them patential and moving from anonymity to identity
(Johanson, 2007)
The role of market orientation in market sensingl #éinking customer developing capabilities has been
discussed widely in the literature (Day, 1994; Gudez-Benito &Gonzalez-Benito, 2005). Hooley et al.
(2005) consider a number of marketing-related cidifab, including market sensing and market inrtava
capabilities, as outcome variables of the levelmarket orientation of the firm. Gonzalez-Benito and
Gonzalez-Benito (2005) discuss market orientatisnoae of the cultural orientations of the firm whic
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determines differentiation strategies as well adeptand proactive innovation and organizational
competences. Foley and Fahy (2009) stress the femma to understand the role of market orientatiithin
a capabilities framework. The key idea of their gaptual paper is that understanding capabilitiéstee to
market orientation could substantially contributertarketing theory. In particular, market sensiagabilities
or customer linking capabilities could facilitaterther development of a market orientation constrand
vice versa.
Narver and Slater (1990) point to the fact thatrgwdepartment and function can create higher védue
customers. Indeed, the contribution of other fuumgi should be incorporated into the firm’s markgtin
strategy (Wind and Robertson, 1983; Narver ande§lat990). Customer orientation and competitor
orientation both provide the firm with relevant rkairinformation, contributing to creation of bettedue for
the customer (Narver and Slater, 1990). As Golderle(1995) state, market oriented firms put more
emphasis on customer service and customer saitisfadDptimization of processes and organizational
competences, leading to an increase in customisfagdion, should be even more important for indakt
firms with higher levels of market orientation. Tiesults by Daugherty et al., (2006) found thatadmrative
relationships have contributed to developing bettestomer satisfaction results as well superioelkewf
service and increased flexibility. Day (1994) stateat market-driven firms have superior marketsiay)
customer linking and channel bonding capabilitiégée argue therefore that superior understanding of
customers and their value chains will have a pasiiffect on supplier’s relational capabilities.
H,  The level of customer orientation of a firm isspiively related with the level of relational
capabilities of a firm.
Similarly, the role of competitor orientation beagsnmore important the higher the competitive intgnn
the marketplace. Understanding competitors can theldirm to re-organize and improve their own baess
processes. This will depend on the firm’'s compatitess and ability to compete with the other market
players. As long-term relationships require invesita and commitment (Morgan, Hunt, 1994; Ganesan,
1994), in case a firm's competitiveness is lowndy be unreasonable to expect substantial invessnael
adaptations to improve customer relationships. firhe may decided to identify existing market nichesd
adapt to better serving these customers. Hooley. ¢2000) argue that firms with higher market otaion
will follow a more aggressive, externally focusegpeach, and will strongly aim to differentiate itheffer
from that of competitors. We conclude that suclsetattention to competition will enable the firondevelop
better processes to serve target markets, andigwagop relational capabilities.
H.,:  The level of competitor orientation of a firmpssitively related with the level of relational
capabilities of a firm.
The construct of interfunctional coordination refeo the degree to which the functions and depantsne
within the firm communicate and interact with eamther (Narver and Slater, 1990; Jaworski and Kohli,
1990). The focus of the construct is related tdganhg and dissemination of market information vwitthe
firm that should enable its long-term orientatidhe danger of low internal alignment has been adda by
Atuahene-Gima (2005), who stresses the phenomehdnternal stickyness’, which occurs when market
knowledge accumulated in a firm stays within theecsiic department. One of the key aspects of
interfunctional coordination is the sharing andrege of knowledge and ideas (Day, 1994). Mostiosial
capabilities concepts include process re-configomain order to achieve better information and kiexlge
exchange, integrate customers in the customererklptocesses to improve customer value creaticth, an
consequently increase customer satisfaction. Laal.e(2009) have found customer and supplier market
orientation to significantly affect relationshipat@ing. We conclude that coordination between fonstcan
stimulate not only learning through relationshipst also the incorporation of this knowledge intogesses
and organizational capabilities. Thus relationgdadality as an internal capability to reconfigurestomer
integration processes will also be positively ieflieced by higher levels of interfunctional coordiorat
Hoe The level of interfunctional coordination of anfi is positively related with the level of
relational capabilities of a firm.
2.4. Linking Relational Capabilities and Firm Pemnfwance in Russia
Lorenzoni and Lipparini (1999) state that desplite growing literature on interfirm relationshipbkete is
insufficient empirical evidence regarding the litletween relational capability and firm performance.
However, most existing studies stress the creatibrsuperior benefits for firms with high relational
capabilities. Rodriguez-Diaz and Espino-Rodrig@a06) consider the creation of a particular contipeti
advantages, i.e. associative advantages, whialeaedl in interaction with particular partners aad only be
retained when the firms continue their relationshgnd develop dynamic capabilities in the face of
environmental changes (Teece et al., 1997). Thiansi¢hat in case of relationship dissolution, rehet
capabilities cannot immediately be rebuilt andlast. Similarly, Dyer and Singh (1998) state tha¢lational
rent is created through the development of suclaltbfipes, and define it as “a supernormal prodinjly
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generated in an exchange relationship that caneaeerated by either firm in isolation and carydré
created through the joint idiosyncratic contribngoof the specific alliance partners” (p. 662).tRermore,
Jacob (2006) considers market success as a ditdcbroe of the firm’s ability to integrate customer
interaction in its organizational routines.
Following the logic of Johanson (2007), the rolelain matching requires firms in Russia to developerior
capabilities in coordinating and integrating custorimteractions. We hypothesize that those firmgrtp
created superior organizational relational capadsli aimed at a better customer integration amddboation
of interfirm relationships, will also have supermrsiness results.

Ha: The level of relational capabilities is positiyaklated with firm performance.
Thus, the nomological model of linking customereatation with relational capabilities and ultimgtérm
performance is based on seven hypotheses (seeRiguil he different component of a market orieataére
hypothesized to be drivers of both relational céjies as well as firm performance (direct impact)
Furthermore, market orientation also positively &g on firm performance via the mediating variatiie
relational capabilities (indirect impact).

Pleaseinsert Figure 1

3. Research Design
In the following we describe our data collectioongess, our construct measures and quality tests.
3.1. Data Collection
Data collection for the study occurred during thexigd February 2007 — March 2008 and included both
qualitative and quantitative stages. The first stafjthe study included in-depth interviews conddcvith
CEOs and marketing and purchasing directors oktki#ferent firms (packaging materials distributi@nd
production of metal constructs), which were conddctiuring February — July 2007. The aim was to
understand relational capabilities in these firassyvell as verifying the initial structural moddlhypotheses.
In the next step of the qualitative research, the of market orientation was discussed in a senviiid 40
marketing and purchasing top managers from fogelanetallurgical companies in December 2007. Samina
participants were divided into groups accordinghtgr firm affiliation, and had to envisage theerolf market
orientation and of relational capabilities. The mfinding was that a strong emphasis was put omdleeof
customers and competitors, while the coordinatibimternal processes was not prevalent. It waddbk of
understanding between departments and insuffidgidotmation exchange that were claimed as the most
serious barriers in improving performance. The rgema involved also acted as an initial pre-testtiar
empirical questionnaire.
Following on we prepared a quantitative survey viittiustrial firms from multiple regions of Russiaata
was collected via a stratified by region, indusaind size sample of Russian firms operating in itrdhls
markets. The quantitative data collection was cotetliin the period between December 2007 and March
2008. Data collection occurred with key responddtip management or head of marketing) who were
contacted to conduct two interviews with each respot. We separated the questionnaire into twolequa
parts to minimize common method bias (Podsako#l.et2003). We contacted 479 industrial firms fr8é
regions in Russia. 32.9 per cent (158 companie®edgo participate in the study. Data collecticaswlone
via personal face-to-face interviews, thus 316ruisvs were conducted in total. It is importanntatice that
data collection in Russia still is a difficult tadke to low openness of the firms and a generallyreadiness
to disclose information. The average age of respotsdwas 40.9 years, with an average working expeei
in their current firm of 9.6 years (5.5 years ieithcurrent position). The respondents were masiy (73.4
percent). The functions of most of respondents wpezified as “strategic management” (51.9 per)camd
“marketing” (32.9 per cent). The level of respondeympetence regarding the questions was highof#& 5-
point Likert scale). Main industries included iretBurvey were machinery (26.1 per cent), productibn
construction materials (14.0), chemical industry6)9 packaging (7.0), appliance manufacturing (7.6)
telecommunications (6.4), woodworking (5.1), fo&dl]. The relationship between products and sesviice
the survey firms was 75.9 per cent products and pér cent services. The level of annual sales§200
numbers) varied between less than $1.5m (30.4 gd);c$1.5 — 3m (20.3); $3-15m (24.6); more thaBril
(26.8). The firm size also varied: 10.4 per centhd sample had less than 50 employees, 13.0 mér ce
between 50 and 100 employees, 338 per cent withd 600 employees, 19.0 per cent between 500 t6 100
employees, and 23.3 per cent had more than 100bpegs.
3.2 Construct Measures
The scales applied in this study were mostly tdkem existing research. All scales were initiallgrified as
relevant for the Russian context by a pool of asadexperts. The questionnaire was a subject teraév
revisions on the basis of experts’ suggestions. Sdaes were pretested with the sample of 40 CE@s a
marketing and purchasing managers. Most of thetrarts were measured using multi-item scales (fio@t
Likert-type scales, ranging from “strongly agreed ftstrongly disagree”) and are based on reflective

7



Abstract preview

measurement models.. The scales’ properties westuaed using traditional psychometric approaches.
Reliability and uni-dimensionality of the scalessaassessed. Item-to-total correlations were assdssall
the scale items (Anderson and Gerbing, 1988). Stangs were dropped as a result of confirmatoryoiact
analysis due to cross-loading. To check for uniedisionality of constructs each of the scales wstede
separately and a joint factor analysis was conducte
Customer orientation, competitor orientation, anterfunctional coordination were measured using the
original Narver and Slater (1990) scale for madwtntation. The scales were successfully testedigusly
for transition economies (Hooley et al., 2000). &AACconfirmed the three factor solution for market
orientation, establishing the independence of tireet different components. The relational capéadslit
construct was measured by applying the integrategisorement scales developed by Jacob (2006) &ed tes
on a sample of German industrial firms. The comstimcluded four items. The construct was testedifo-
dimensionality, and a single factor structure wamficmed. The business performance construct was
measured via three aspects proposed by Venkatrét88) and applied in the study of Vorhies and idark
(2000), namely growth, adaptability, and custonaistaction. The first measured the firm’s relatmarket
share growth and sales growth in comparison tarthi}n competitors. The second component measured the
number of new products, the introduction of the nemeducts to the market, and the time-to-market.
Customer satisfaction was measured by two itemsistomer satisfaction itself, and delivering valoe t
customers. The respondents were asked to compangetformance of the firm over the last three yéars
comparison to their main competitors. These iterasewneasured on a five-point Likert-type scale diam
from -2 to +2 and anchored in “much worse” and “mbetter”). Confirmatory factor analysis was apglie
test the three-factor structure of the busineskpeance construct. The measurement model provided
fit in case of three-factor structure: CMIN = 197 = 0,110), RMR = 0,009, GFI = 0,985, AGFI =489
CFI = 0,995, RMSEA = 0,057 (p = 0,357). After confation of the measurement model’'s goodness-of-fit,
the final structural model included the construstaasecond factor construct with three items, laglitem
parcels on the base of three subdimensions — grewéptability and customer satisfaction.
3.3. Quality Tests
To avoid common method variance, we used data framsequential interviews with the same respondent.
Thus, data on market orientation and business ipeafioce were gathered during the first wave of nésvs,
and the data on relational capabilities was gathdueing the second wave of interviews. We used AVIKD
to test the measurement model of the proposedtstalicmodel. A confirmatory factor analysis was
conducted. Fit indices suggested by Joerskog arth8m (1999) and Kline (2005) were used. The estisna
of the CFA demonstrated a reasonable model fit:
CMIN = 1,253 (p = 0,030), RMR = 0,045, GFI = 0,9@85FI = 0,869, CFl = 0,986, RMSEA = 0,040 (p =
0,792).

Pleaseinsert Table 1

Pleaseinsert Table 2
Table 2 contains the standardized maximum likekih@®IL) parameters for the measurement model, the
proportions of average variance extracted (AVEg ttomposite reliability of the constructs and their
Cronbach alphas. All the Cronbach alpha values ezkd®7. In all cases the average variance extracted
exceeds the critical level of 0.5 and the compasliability exceeds the critical level of 0.7. ot for the
discriminant validity has been confirmed applyihg Fornell-Larcker (1981) criterion.

4. Analysis and Findings
4.1. Initial Model Analysis
The test of the different hypotheses of the stmattmodel was performed using AMOS 7.0. While seven
hypotheses were proposed originally on the basxisfing literature, only three of them were suppdby
the Russian data set at the p < 0.01 level. Onethgpis can be supported at a p<0.1 level, whédeother
three hypotheses were not supported by statistifinificant path coefficients, moreover one o€ th
hypothesis has demonstrated negative path coeffigibereas positive effect was assumed on the biase
existing theory. The overall fit measures and gigait levels of the paths coefficient show a readxde fit of
the model (CMIN = 1.151 (p=0.119), RMR = 0.044, GF0.908, AGFI = 0.874, CFl = 0.991, RMSEA =
0.031 (p=0.930).

Pleaseinsert Table 3
Our aim was to understand the role of differenteatpof market orientation in creating relatioregbabilities
and ultimately firm performance in industrial firms Russia. The results confirm hypothesis H2a ldéd,
thus both customer orientation and interfunctiocabrdination have a positive impact on the level of
relational capabilities. However, it is importaatrtotice that the impact of interfunctional cooation is only
significant at the p = 0,1 level, therefore intetption of this result needs to be tentative. TWosild confirm

8



Abstract preview

the findings of the exploratory qualitative stagke research with interfunctional coordination being
secondary importance in driving relational capébdi The impact of competitor orientation was not
significant. Thus the level of the firm’s orientati towards gathering information on competitors has
influence on the level of the firm’s relational edyfities. This result maybe interpreted by assgrtimat
competition in Russia does not always represebenahmark for improving interfirm relationship ptiaes,

and comparison with competitors may not lead taieg how to improve customer relationships.

Hypothesis 3 tested the impact of relational oagah on business performance. This hypothesis was
confirmed, and the path coefficient relatively sgowith 0.256. Thus, firms, which have undertaken
investments and adaptation to create customertedeprocesses and specific organization capabilitigh
support customer integration, do achieve betteradvgerformance.

Finally, the third set of hypotheses (Hla — Hlstad the direct relationship between the threecisps
market orientation on firm performance. Again, albthe hypotheses were confirmed. We found a Bagmit
positive impact from competitor orientation on mesis performance (Hla: 0.504). The pathway between
interfunctional coordination and business perforogawas also significant, however, with a coeffitief -
0.249 it was negative and therefore opposite tohgpothesized impact. The direct link between austo
orientation and business performance was not iifiignt. However, as the indirect path via relatibn
capabilities is positive and significant, this domis that relational capabilities do perform thderof a
mediator of customer orientation at business peréoice.

4.2. Further Exploratory Analysis

Following the analysis shown above, further exgtosadata analysis was conducted, aimed at idengjfy
clusters of firms according to their level of r@aial capability development. On the basis of thlational
capabilities scale, we were able to identify foistidct clusters of firms in our sample, based awa-step
cluster analysis using the Schwartz Bayesian @iter Other variables of the study were appliedéscribe
the cluster characteristics. The clusters do conflre differentiation of the firms according to ithevel of
relational capabilities and corresponding levelmafket orientation and business performance.

The best performing cluster 3 contains 38 firmdh&f sample (24 per cent; see table 4). The firmhim
cluster demonstrate very high levels of relatiocegbabilities, supported by high customer orientatibhe
level of competitor orientation and interfunctiomaordination is also significantly higher than dther
clusters, but comparatively lower than levels oftomer orientation. Business performance is also
substantially higher than in other clusters. Thingi in this cluster have also indicated the highest| of
competitive pressure among all the firms in thegam

Pleaseinsert Table 4

Cluster 1 demonstrates average business performamck has significantly lower levels of relational
capabilities development in comparison to clustérf® firms in this cluster (n=64, 40 per centlad sample)
demonstrate higher levels of customer orientatioantrelational capabilities; other aspects of marke
orientation are lower. The level of relational daifiies in this cluster is still higher than theevall average

in the sample. Cluster 2 (n=40, 25.3 per cent efslimple) also has comparatively higher levelsusfamer
orientation compared to other market orientationatisions, and substantially lower than averagddesfe
relational capabilities. Interestingly, firms frowluster 2 have much higher growth than adaptability
performance indicators. Thus, low adaptability etates with lower relational capabilities of thenfs in this
cluster. In line with this finding, higher level aklational capabilities in cluster 1 results irgter
adaptability. Finally, cluster 4 (n=16, 10 per cehthe sample) demonstrate the worst performanteng all
clusters, while still having relatively high aveeagustomer orientation scores. It is important atice that
cluster 4 also has slightly higher results on cditgreorientation and interfunctional coordinatitivan cluster

2, but that the performance of cluster 4 is low&his corresponds with the low average level ohtiehal
capabilities in this cluster which is the lowest

5. Discussion and Implications

Findings and Further Research

The key findings of our study contribute to a betiaderstanding of the link between the level ofkat
orientation, its sub-dimensions, and relationalatéfies in industrial firms in Russia. Our resutfonfirm the
central role the creation of a customer orientapbays for the firm in order to achieve better onser
integration and satisfaction by having direct pesitmpact on development of relational capab#itend
through relational capabilities construct on firmrfprmance outcomes, including the customer satisfa
subdimension. It seems that customer orientatios mdeed one of the first facets that Russian finage
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developed as their economy emerges from the trangeriod. The level of customer orientation ipaged
to be relatively high overall in all the clusteidentified. This trend, though, is not supported dtler
dimensions of the firms in the sample.

Thus the role of competitor orientation is evidantl very strong in contributing to the firm perf@mee, but
our data shows that it does not contribute diretdlythe value creation for customers. Indeed, esults
demonstrate a strong impact of competitor orieotatif a firm on performance outcomes, while thedotpof
competitor orientation on relational capabilitiesshnot been proved as significant. During the tptale
research stage the firms have revealed that mgrketth allowed the firms to follow competition agdin
higher outcomes, being in fact not customer origgriveit competitor oriented. These firms thus, hehaenged
a supplier orientation to a competitor orientatidhis strategic orientation is based on imitatidswccessful
tactics by competitors, but is possible just inusitial markets where the customer needs are rathedard
and do not require adaptation.

Finally, the role of interfunctional collaboratidslimited within the Russian dataset. The qualitasteps of
the study clearly showed that there is lack of ustd@ding of the importance of internal alignmenacthieve
better performance and higher customer satisfacfisrthe firms admitted, this leads to internal fiohand
does not have a positive impact on the value fataruers. The role of interfunctional coordination
influencing relational capabilities and firm perfwance is significant on p < 0.1 level. While havangositive
effect on relational capabilities, interfunctionadordination shows a negative direct impact on rimss
results. This negative impact is one of the unetgeband counter-intuitive results of our study. @we hand,
the results of our cluster analysis indicate trettds performing firms (cluster 3 and cluster 1l bave on
average higher level of interfunctional coordinati®@ut comparison of clusters 2 and 4 reveals, tath
worse performing firms in cluster 4 have highereleaf interfunctional coordination than substatyidletter
performing firms in cluster 2. Thus we assume thatnegative impact in the structural model denratest a
misperception of the role of interfunctional cooation. According to the results of the qualitatstage of
research, there is usually a trend towards crasstifitnal meetings and discussions in Russian fiumsn the
firm starts to face difficult times or particulaoropetitive pressure. This forces top managemenntizrtake
organizational steps towards the improvement ofraamcation and collaboration among the departmests,
was also revealed by the qualitative stage of thdys We can also assume that relatively high lefel
interfunctional coordination of the firms in clustkis forced by a need to improve their perfornganc

Two aspects should be considered here. Firstlyrahelts of such interfunctional coordination stgst can
produce effects with some time delay. In the cdsene of the firms, contacted during the qualitatstage,
this delay was more than 2 years of successiveteffo build inter-functional coordination. The ead
aspect is the sporadic organization of internal roomication. In those cases when inter-functionattings
and information exchange were not regular, thistnggoduce no substantial affect on the firm's perfance

in the short term.

Our results pose a basis for further research errdle of sub-dimensions of market orientation us&an
industrial firms. While the role of customer oriatibn corresponds to results of previous studtes role of
competitor orientation needs further explanatidme Tole of interfunctional coordination also reggifurther
investigation, and longitudinal case studies migatused to follow the development of inter-funcéibn
coordination mechanisms and their impact on firmfggenance in success of interfirm relationshipshwit
customers and other partners of the firm.

Our findings demonstrate a strong basis for a ifieaon of firms according to their level of réianal
capabilities. Interpreting the findings, we conduthat investments in the development of customer
interaction routines, better customer linking, aneating higher value for customers are indeedngggff for
these firms. This commitment in implementing thpp@ach indicates a long-term orientation and stppo
evidence of the changing nature of interfirm relaships in Russia’s industrial markets (Salmi, 2004
Johanson, 2008). Future research in Russia needsoé@ntrate on the conceptualization and measunteohe
market orientation and relational capabilities almeg interactions with multiple stakeholders, nost]
customers (Greenley et al., 2004). Such a resatirettion could provide a more comprehensive péectoir
organizational interactions in both developed aaddition economies.

Figure 1 Model of Proposed Hypotheses
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orientation

Competitar
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Table 1 Means, standard deviations and correlatiohthe constructs

Constructs Mean Standard1 2 3 4 5
deviation

1. Customer orientation 431 0,77 1

2. Competitor orientation 3,55 0,95 0,464* 1

3. Interfunctional coordination 3,73 0,95 0,527* 583** 1

4. Relational capabilities 3,76 1,05 0,479**  0,479* 0,446* 1

5. Business performance 0,56 0,69 0,358**  0,319** ,240** 0,372 1

**Correlation is significant at the p <0.01 leveR{tailed).
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Table 2 Scale Items for Theoretical Measures

Reflective scale names and items Standardized
(Measured on 5-point scale indicating the extenttiich respondent agrees with the followingFactor
statements) L cading

Customer Orientation (Cronbachés= 0.919, AVE = 0.75, CR = 0.92, Square root of AVE
=0.87)

* We closely monitor and assess our level of commitrimeserving customer’s needs. 0.88
+ Business strategies are driven by the goal of asing customer value. 0.93
«  Our competitive advantage is based on understardisigmer needs. 0.86
e Our business objectives are driven by customesfaation. 0.78

« We pay close attention to after-sales service.
« We frequently measure customer satisfaction.

Competitor Orientation (Cronbach® = 0.844, AVE = 0.65, CR = 0.85, Square root of AVE

=0.81)
« Top management regularly discuss competitors’ gtteand weaknesses.
+  We respond rapidly to competitive actions. 0.91

« Customers are targeted when we have an opportienigpmpetitive advantage. 0.76
0.74

* Our salespeople share information about competitors

Interfunctional Coordination (Cronbach® = 0.889, AVE = 0.68, CR = 0.89, Square root of

AVE =0.82)
«  Top management regularly visits important customers
* Information about customers is freely communicdtedughout our organization. 0.72

«  Business functions within are integrated to sehestarget market needs. 0.83
« Our managers understand how employees can corttibwmalue of customers. 0.87
* We share resources with other business units. 0.86
Relational Capabilities (Cronbach@® = 0.954, AVE = 0.84, CR = 0.95, Square root of AVE
=0.92)
e Our company has the competence required to creatdugts and services for 0.93
individual problem solutions.
e« Our company has the competence required to commiteniwith customers about 0.91
individual problem solutions.
e Our company has the competence required for theopppte controlling of individual 0,91
problem solutions.
e Our company has the competence required to sucdgssiplement problem 0.91
solutions for our customers.
Business performance "(2order factor) (Cronbach’s: = 0.864, AVE = 0.68, CR = 0.87,
Square root of AVE = 0.82) 0.85
e Growth 0.83
«  Adaptability 0.80
» Customer satisfaction
Growth (Cronbach’sx = 0.840, AVE = 0.72, CR = 0.84, Square root of AV8.84)
Relative to your competitors, how has your orgaiora over the last three years, performed
with respect to...
e Market share growth relative to our competition 0.83
«  Growth in sales of our product and/or service 0.86
Adaptability (Cronbach’s: = 0.907, AVE = 0.86, CR = 0.92, Square root of AVE.93)
Relative to your competitors, how has your orgaiora over the last three years, performed
with respect to...
e Number of successful new products 0.92
+ Introduction of new products/services 0.93
e Time to market for new products
Customer satisfaction (Cronbachis= 0.850, AVE = 0.69, CR = 0.82, Square root of AVE
0.83)
Relative to your competitors, how has your orgaiora over the last three years, performed
with respect to...
e Customer satisfaction 0.83
+ Delivering value to your customers 0.83
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(Note: AVE = Average variance extracted; CR = Camgtreliability; --- = items deleted during the
model estimation stage)

Table 3 Structural Model Results

Hypothesis Proposed Path t-value Results (p)
effect coefficient
Hla + 0.167 1.582 Not supported: non signifiqgaath coefficient
(p=0.144
Hlb + 0.355 2.792 SupportepHD.009
Hilc + -0.188 -1.435 Not supported: non significemfficient
(p=0.151), the path coefficient is negative
H2a + 0.291 3.137 Supportgqu=0.002
H2b + 0.155 1.386 Not supported: non significant
(p=0.166
H2c + 0.204 1.742 SupportepH0.082)
H3 + 0.256 2.654 Supportee@.008
Table 4

Results of Cluster Analysis

Variable (answer F statistics Cluster 1 Cluster 2 Cluster 3 Cluster 4 Mean Std.

anchors) () n=64 n=40 n=38 n=16 Deviation

Relational capabilities (1;5) 164.762 3.99 2.87 4.97 2.17 3.76 1.05
(p<0.001)

Market orientation (total) 17.866 3.92 3.39 4.41 3.56 3.86 0.74

(1;5) (p<0.001)

Customer orientation (1;5) 12.779 4.34 3.88 4.83 4.06 4.31 0.77
(p<0.001)

Competitor orientation (1;5) 10.913 3.62 3.04 4.13 3.24 3.55 0.95
(p <0.001)

Interfunctional collaboration 10.060 3.81 3.24 4.27 3.36 3.73 0.95

(1,5) (p<0.001)

Business performance (total) 8.996 0.53 0.41 0.97 0.06 0.56 0.69

(-2;+2) (p<0.001)

Growth (-2;+2) 5.648 0.45 0.52 0.90 -0.04 0.53 0.83
(p<0.001)

Adaptability (-2;+2) 10.705 0.56 0.23 1.04 0.07 0.54 0.79
(p<0.001)

Customer satisfaction (-2;+2) 6.279 0.59 0.47 0.98 0.16 0.61 0.74
(p<0.001)
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