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ABSTRACT
The nwcker orientation constrict has smerged as a key marketing theme in the [990°s.
While the concept of being focussed on the market {customers and competitors) has
been known since the early 1950°s (e.g. Drucker, 1934}, putting the concepl jnto
practice through o sel of specific uctions has eluded many organisations and academics.
As a result, markel orientation (also termed murkel focus, customer focus and
competitor focus) had remained a business philosophy (Bennett & Cooper, 1979

Felion, 1959; Konopa & Calabro, 1971} more than a stralegic approach.

While there have been sporadic atiempts at defining or operationalising a marketing or
custoter orientation in the past (Gronreos, 1989: Kotler, 1977, Masiello, 1988,
Webster. 1988). the first serious eftor was in the early 19%0°s when Kohli and Jaworski
(1990) and Narver and Slaler ({990) defined markel oricoiation as a set of
erganisational activities or behaviours. Narver and Slaler also found a positive link
between having such an orientation and business performance. The emphasis in beth
models was on obtaining and understanding customers and competitors and responding
to customers’ needs better than competitors 1hrough a coordinated effort across lhe
organisation. Subsequently a number of studies have supported the positive relationship
between market arientation and business performance. However, results have not been
cansistent and several variables have been shown to moderate the market orientation-

performance relationship.

All of the major market orientation studies have been anderiaken within large
organisations and very little is known about the markel orientation of small and medium

enterprises (SMEs), or of its relationship 1o their performance. It is recognised that

i



SMEy are different from large businesses and some of Iheir marketing practices are
unigue to SMEs. Given this uniqueness, the present research examined the applicability

of existing market orientation cansteucts and models 1o SMEs.

For this purpose. Kohli and Jaworski’s and Narver and Slater’s construcls were
modified and some unigue SME items were added. Following a staged research
approach, as reccommended by Churchill {1979), a randomly chosen sample of
Australian SMEs was surveyed. in ali, more than 700 responses were received, of which

542, were used in the present study.

The results obtained suggested that, while a form of market orientation cxisted in SMEs,
its operationalisation was different. Of Kohli and Faworski's (1990) three dimensions
(intelligence generation, disseminstion and organisational response). organisational
response could not be supponed. The study also provided suppon for Narver and
Slater’s {1990) customer and competitor orienlation constructs, The third construct
‘inter-functional coordination® was not included as carly qualitative interviews made it
clear that it had no meaning in an SME context. Customer and competitor orientations
emerged as distinct constructs but the inlerrelationship between the two suggested the

presence of a higher order ‘market orientation’ construct.

Compared to the organisations analysed in earlier studies, the SMEs in the current study
were small in size and very few had multiple functional areas. Tn most of the businesses,
marketing did not exist as a separate function. Cansequenily, there was no support for

constructs such as organisational response and inter-functional coordination.



The informal nature of SMEs markeling activitics was also evident in the markel
orientation constructs. I appeared that SMEs collect their intelligence through informal
means. Their markeling activities were also based more on intuition than logic. Apart
from customer and competitor orienlations, a customer service oricntation emerged oy
an important elewment, Having o customer service orientation led to customer satisfuction
and, henee, to repeal business, which was considered 1o be extremely important by the
small businesses surveyed. Having a customer service orientation also had o positive
impact on the organisational commitmenl of employees, repeat business and business

performance.

The overall impact of custonier erientation and competilor orientation on business
performance was positive, bul smalt, This was not surprising as respondents ook 2
casval or intuitive approach 1o marketing. It scems thal small business performance iy
constrained by factors other than marketing, such as the availability of resources.
Further, even among large businesses, the market arientation-performance relationship
has not been consistently positive or significant. The present results suggest that market
oricntation, as practised in large businesses, or as articulated by academics, may not be
applicable to SMEs and that customer service elements needed to be included in the
model. A= regards performance, the results obtained suggest that factors other than
marketing are also critical and further research is needed to tease out 1he nature of these

additional factors,
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CHAPTER 1

Intreduction
1.1 Background
In the Jast few years, the markel orientation concept has emerged as a key theme for
improving busincss performance. Factors such as market power, economies of scalc and
the broadness of product line have ceased to provide the competitive advantage that
they did in the 1970's and 1980's, The current emphasis is on providing consistently
superior valuc to customers (Bitner, 1990; Day & Wensley, 1988: Parasurzman,

Zeitham] & Berry, 1985).

While the term ‘Market Orientation’ and its operationalisation are refavively new {Kohli
& Jaworski, 1990; Narver & Slater, 1990), the underlying principles have been known
for several decades. In contrast to the earlier focus on customers (Michaels & Day,
1985) or competitors {Flax, 1984; Fuld, 1985; Oxenfeldi & Moore, 1978). the market
orientation models suggested by Kohli and Jaworski (1990) and Narver and Slater
{1990} take a broader, more integrated perspective and include organisational activities
and responses to stimuli from the market in their ambit, These two models have been
widely tested and will be used as the base medels in this study. A comprehensive

discussion of market orientation is provided in Chapter 2.

People’s interest in market orientation has been rekindled because of an accelerating
pace of change in the market. Globalisation, international competition, the removal or
lowering of tariff barriers and highly demanding consemers are some of the factors that
are forcing businesses to be more responsive to market1 needs {Webster, 1988). Rapid

changes in customer tastes and the technology explosion have substantially reduced the



time businesses have 10 respond to markel forees. Thus, sny compelilive advianlage o
business may have from a new product or service is becoming increasingly short lived.
As a result, businesses are under increasing pressure to constanily monitor and guickly

respond Lo 1he markel.

The same argument applies to small and medium enterprises (SMEs). With internct
commerce opening immense opportunities, #5 well as substantial competition, even
small firms must look beyond their conventional spheres of operation and their market
orientation may be a key to the success or failure of these businesses. In addition, in the
small business arena. franchises, 24 hours trading and the movement of large players
inte conventional small business markets arc other forces that may have a substantial

impact on SMEs.

Much of the early marketing literature has been dominated by theeries and studies
related to large businesses, such as ‘Fortune 500" companies or multinationals.
However, there is an increasing recognition among academics and practitioners as to the
unique nature of SMEs and the application of marketing to such entities (Birley &
Norbum, 1985; Carson & Cromie, 1990; Gumpert, 1984), suggesting that research
needs Lo look specificalty at the SME sector, as large business rescarch may not be
directly transferable. Further, as will be discussed in detail in Chapter 3, the criteria for
defining an *SME’ has not been consistent in the literature and, hence, this needs to be
clearly defined. For the purpose of the present research, the definition adopled by

Australian bureau of Statistics (ABS) will be used.



L2 Resenrch focus

The present sesearch, therefore, fucuses on the market orientation of small and mediun
sized businesses. Markel orientation models bave been largely based on large
enterprises and this research atiempls o evalugte the applicability of these maodely to
SMEs und to identily murket orientation constructs that are unique 1o SMEs. The study
also looks a1 the impact of market erientation on SME business performance. The

ultimate aim of this research wus to develop u madel of the murket orientation of SMEs.

1.3 Stimulus for this research and its significance

Empincal research into the market orientation of SMEs has been limited. Two landmark
studies on the topic of market orientation (Kohli & Jaworski, 1990, Narver & Slater,
1990 and subsequent validation studies (Greenley, {993b; Ruekert, 1992} have
examined large corporations in highly developed economies and in transition economies
(Kwaku, 1997). However, the applicability of these maodels to SMEs is not clear.
Further, *SME" is a broad terin that encompasses a wide range of organisations, ranging
from micro businesses to leading edpe technology firms. The market ocientation of
these organisations is likely to be different because of the nature of these businesses, the

markets in which they operate and the natuse of their competition.

In addition, as some rescarchers have pointed out, having a market oricntation may not
be the olution for all business situations and situational factors may have substantial
impact on the appropriste business approach. The existing models also appear to be
tailored to large consumer product businesses and the applicability of these models in

other industry sectors needs further investigation.



Australia has o large SME base (ABS, 1999) and studying the murket corientation of this
sector wil) offer signilicant insights imo what constitutes o markel orienlation and bow
SMEs can be markel oriented. Since Ausralin is small and  faces  increasing
international competition, being nutket oricnted may give Australian businesses a
sipnificant competitive advantage.  Auostralia has o small manufacturing sector (ABS,
1997y and, compared 10 other 1echnologically advanced nations, such as the United
States (Dunkelberg & Waldinan, 1996), the United Kingdem (Anonymous, 1996;
Ganguly, 1985}, Japan, some European nations and Singapore, Australia’s hi-tech
manufacturing base is small. The majority of Australian businesses are in the service

sector (ABS, 1997) and ihe small business i¢1ai) seclor depends on imported products.

Given the different nature of Auslralian businesses, it may not be appropriate to 1ake
models from large American firms and apply them directly. Undersianding market
crientation as percetved by Australian businesses and comparing their practices to other
countries would fill a knowledge gap and provide considerable insight into Australia’s
SME sector. The present rescarch will alse provide a foundation for further work in
comparing the market orientation of organisations in different countries and identifying

global factors that may have an impact on market orieniation.

14 Research Objectives
Briefly, the objectives of the present research project are:
s To test the applicability of existing market orientation construets to defined
SMEs and, where necessary, to modify these constructs to suil the SME

sector,



be caually valid, For example, forma) market intelligence gathering activities are ne
ofien adepted in SMEs. Instead. “wotd of mouth’ plays a large role in such businesses,
both a5 a pramotional 1ool and for inteltigence gathering (Amdl, 1967). An SME model
should account for such differences. The limited sphere of operalion of these husimiesses
and theic heavy reliance on repeat business means that they depend s lot more on
custon®er service 10 pain reped customers.  In the absence of ather sources of
compelitive advantage such as arket / buying power, low cost or new praduci,
customer service has an added meaning. The imponance of this dimension suggests thal

this should be incorporated in the SME murkel orieniation maodel.

L5  Methodology

The market orientation instruments developed by Narver and Slater (Narve: & Siater,
1990} and Kohli and Jaworski {Kohli & Jaworsks 1990) were used as the basis of the
present study. These lwo models have been extensively studied during the 1990s and are
the base models from which variants have been developed. The 1wo sets of itlems were
combined and modified to include several small business dimensions on the basis of an
extensive review of the literature and an initial set of qualitative interviews with SME
owners. After the qualitative phase, a linal questionnaire was developed and a mail
survey, targeting randomly chosen small businesses, was undertaken. Based on prior
know!edge of the low response rates for such surveys, the number of surveys distributed
was increased so that a sufficient number of responses could be obtained. Most of the
items describing the market orientation constructs were measured using a five point,
Likert type scale with which respondents indicated their degree of agreement or
disagreement. Ses=ral busincss related questions and respondent demographics were

also included. The resulting data were subject 1o a variety of analytical procedures.



Structural equation nwdelling techniques were used to build and evaluale the market
orientation constructs and to examine the impact of market orientation on business

perfarnince.

1.6 Thesis OQutline

The thesis is presented in a conventional style and is orgenised into literualure review,
research methodology, results and interpretation, validution of the current model,
developmem and testing of ahernative models and conclusion sections. Chapiers 2 and
3 provide a review of the literature on market orientalion, SMEs in Australia and
marketing issues refating to SMEs, Organised in two pars, the {irst pan of chapter 2
provides an in depth review of the literature on the market orientation concept and
construct. I traces chronologically the evolution of market orientation from the earlier
marketing concept. This is followed by a discussion of current market orientation
models. A critical evaleation of the market orientation concept forms a part of this

chapter.

Given the well accepted argurnent that *a small business is net a little big business’, an
understanding of the small business literature is needed so that the market orienlation
concept can be applied or evaluated in this context. The second part of the literature
review, presented in chapter 3, covers small and medium businesses in Australia and
their marketing practices. As the research examines Australian SMEs, a part of the
literature review examines the profile of Australian business in general and SMEs in

particular.



Chapler 4 describes the research upproach and discusses its various susges, heginning
with the identification of SMEs, sumpling, survey methodology, dala analysss and

finishing with model development and medel evaluation.

Chapter 5 examines the data, presents summary statistics, profiles the sample population
and Lheir markeling practices and tests the reliabilily of current markel orientation
constriels, Buikding on chapter 5, chapler 6 presents the measurement models of
constructs, develops and tests the structural relalionships and examines the relationship

between market orientation and business performance in SMEs.

Chapter 7 summarises the findings, discusses the results and comments on the

{imitations of the current research, while pointing 10 some new research in this area.



CHAPTER 2

Muarket orientation - A Literature Review

2.1 Introduction

During the past decade, there has been g revival of interest in the market oriemation
concepl. A sleady stream of publications has focussed on the relationship hetween
market arientation and performance (Dismantopoulos & Hart, 1993; Greenley, 1995b;
Jaworski & Kohli, 1993; Narver & Slater, 1990; Pitt. Caruana, & Berthion, 1996;
Ruekert, 1992). This was a priority research ares for the Marketing Science Institute
from 1992 to 1996 (MSL. 1999). emphasising its imponance 1o both the business and

academic communities.

For over four decades, the marketing concepl was recognised as a successful business
philosophy or strategy. While market orientation, or the implementation of the
marketing concepl, is not a new topic. the extent Lo which businesses adopled a
marketing orientation has been revisited periodically, Interest in the marketing coneepl
and market orientation has fluctuated, with businesses and academics initially
portraying it as a solution for many business problems and, later, criticising it. A reason
for this could be that, as Kotler {1994) and Webster (L1988} have pointed out, even after

40 years, few companies have truly adopted the marketing concept,

Government departments and nen-profit instilutions that, because of their non-profit
focus, have not traditionally been market oriented are also adopting the concept of being
focussed on the market. For example, the United States Department of Agriculture has
recently taken a market oriented approach and has emphasised that funding mechanisms

should reflect market nceds (Young & Westcott, 1996). Referring to the United States



Tarm act of 1996, and indicating o clear move towards a glubal mivker orientation, Keith

Collins (1996}, Chief Econwnist of the Departenent of Agrizulture congnenieed:

“Farmers will be responding completely to marker signals, and that's the

best way it promote efficiency and therefore compuiitiveness in world

murkeis.”
Murkel orienled approaches are also being sugpesied in other non-traditional arcas. In s
brief report Eastin (1998} argued that the deforestation problem could be addressed
partly by the timber indusiry moving away from traditional approaches of relying on a
few timber species, looking at lesser known species and matching Lhem to the markel
demands. Pointing cul thal, in the past, marketing decisions have been made hased on
forest inventories, he suggested that the industry should be more markel oriented and

should base their future sctions on better market information.

Many non-profit educational and research instilutions also consider a market orientation
sufficiently important to include it in their guiding principles (Paul Scherrer Institut,
1995). For example. TNG Building Construction and Research of Netherlands
deseribed 1995 as the year of market orientation for their organisation, The Annual

report of the institution read:

“TNO will continue to be expected to implement govermment policy
intentions. Foremast among these is more pronounced inarket arientation.
(Gowens, 1965)
In a study of public institutions in the US A, Qureshi (1993) found that 1he adoption of a

market orientation has gained momentum in public institutions over the five year period
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investigated and the impact of nirket orientalion was pereeptible in the atraction and

managemient of resurees,

These comenents suggest that markel orientation is a current manugement and marketing
theme in many organisations and seclors. However, there s also a wide range ol
interpretations of the concept (Sharp. 1991). For some businesses, it means thal the
company's strutegies are based on costomer needs while, for athers, it means creating a
marketing department. Many organisations use the term ‘market origmation’ leosely to
reflect their gencral view that they should be more market focussed but lend not 1o go
beyand this point to understand or implement a market oriented strategy. In conlrast to
the rigorous treatment of the market orientation concept by academics. munasgers
discuss it in general terms. In addition, many organisalions appear to pay only lip
service to the concept and may be under the impression that they are customer focused

when their real emphasis is elsewhere.

For example, in a study of U.S multinational companies, Hul (1998) found that 74% of
respondents indicated that they were custemer, rather than competitor, oriented.
However, when measured with a more sophisticated scale, 76% were found (e be
competitor oriented. Many businesses that think they are market oriented may not be.
This could partly explain the findings of the 1990 Wall Street Journal pell in which 449%
of those surveyed said that the level of service pravided by American businesses was
fair or poor (Bennent, 1990). A similar rcasoning could have attracted a eritical remark
from Tom Peters, (co-author of fn Search of Excellence), who has noted that, “in

general, service in America stinks" (Keopp, 1987). A siudy of British chief executives

1



concluded thy financiers have dominated Boards of directors and that most lack o

professional approach to strategy and market innovation (Doyle, 1987).

Given the viriation in umderstanding and interpretation of the market orientation
construct, this chapter provides a review of Lhe mirkel orientation literalure, it
applicability 10 SMEs and issucs in the operationalisatien and measurement of the

market arientation construct and business performince.

2.2 What is a Market orieniation?

In the past decade, several articles have been published in which awhors described the
characteristics of a market oriented company (eg. Canning (1988); Lamb and Crompton
{1986); McNeal and Lamb (1980); Day (1998)). However, there is no commoa viiew on
what it entails. Likewise, the resulls of research into market orientation and its

amecedents and consequences are ambiguous and semetimes contradictory.

While there is no consensus as 10 jts measurement, there is a good undersianding «s (o
whal market origntation generally means. However, the business weorld still appears
confused about markel orientation. This could be likened to earlier confusion between
sales and marketing. Even in the lale 1970%, Kotler {1977) remarked that ‘people often
confuse marketing cffectiveness with sales effectivencss’ and suggested that subtle
differences between a sales approach and a marketing approach could spell the
difference between short-term gain and long term performance. Market orientation

appears to be at a similar stage of evolution in the 1990s.

12



While for a purist, the terms "market orientation’, ‘market focussed” and ‘marker (riven’
iy have different meanings, in practice, these werms are used inlerchangeahly and few
writers have explivitly discussed differences beiween them. Expressing a similar view,

Shapiro (1988) commenwed:

“Wihile fine distinctions between phrases such as ‘market orientation” and “market
driven’ may exist, the terms are so close that few importan distinctions hetween
the rerms exist ™

Consequently, these terms have been used interchangeably in this thesis.

However, the term "market driven’ may carry different meanings to different people, For
example, quoting the different views of the CEOs of two larpe multinational companies
Asea Brown Boveri (ABB) and Nestle, Day (1998) suggested that differences in
opinions could reflect the origins and cultures of their firms. The CEQ of ABB 100k
‘eustomner focus' as a top agenda item for his company, whereas the CEQ of Nestle saw
it a8 an inherent and necessary requirement of a business. ABB js a decentralised,
engineering driven company making large industrial cquipmeni whereas Nestle is a
global food giant with a reputation for being close to customers. For Nestle Lo be market
driven is more natural than ABB, where technical and other requirements ofien dictate

what can be achicved.

Raising the question, 'what the hell is market oriented? Shapiro (1988) argued hat;

“The term ‘market oriented’ represents a set of processes rouching on aifl

aspects of the company. It is a lot more than the cliché ‘getting close 1o the

13



custemer’. Sipee most companies sell to o vanery of custoners with varyig
ard oftenr conflicting desires and needs, the goal of petting clese to the
custemer is meaningless. | hove also found no meaningfed  difference
Bepweens “market driven’ and Ceustomer oriented’. s [ ouse the ternn

imferehigngeably.”

In Shapiro's view, three characteristics make 1 company market driven.

¢ [nformation on important buying influences (incledes cusiomer. campelition
and any other influencing factor) permeates every corporate function,
* Sirstegic and tactical decisions are made inter-functionuily und inte:z-
divisionally.
» Divisions and functions muke well-coordinated decisions and execute them
with a sense of commitment.
The three ¢lements of a markel driven business are communication, coordination and

commitment {the 3C's) (Shapiro, 1988).

Recently, Wensley (1993) provided a critical review of marker orientation research and
sttgpested that there are a number of key untesolved issues. Commenting on this review,
Greenley (1995) noted that many of the United Kingdom studies cited by Wensley did
not address market orientation as operaticnatised by Kohli and Jaworski (1990) or
Narver and Slater (1990). Different variables were operationalised across these studies
so different constructs were measured, As a result, be concladed that the British sindies

could not be directly compared to American market orieniation studies, This is another

14



example of bow scholars hasve disagreenments about market orientation and how il

should be operationalised.

Recently, the term 'marketing vrentation’ has been brosdened 1o ‘markel orientation’ or
‘market desven” (Ames & Hlavacek, 1989; Day, 199k Kobli & Jaworski, 1990; Shapiro,
1988: Webster. 1988, According to Kohli and Jaworski (1990), the reasons lor this

expanson are threefold:

1. Market orientation 15 not simply a concern of the marketing department, but

should be orgamisationwide;

b4

Using 'maskel orientation’ can aveid an overemphasis on the marketing
department and can facilitate the coordination and responsibility sharing
between the marketing department and other departsnents; and
3 The term 'market orientation” focuses altention on the market rather than on
specific cuslomers.
Since Kohli and Jaworski's and Narver and Slater’s work, other rescarchers have looked
at the markel orientation construct and come up with more themes (Day, 1998;

Deshpande & Farley, 1998). As a resuh definitions continue to expand.

23  The marketing concept - An historical perspective

Since Peter Drucker (1954) articulated the concept by specifying that a markel focus
should pervade the organisation. there have been many definitions of the marketing
concept. A broad range of issues relating to market orientation has alse been explored.

Hong Liu (1996) divided the major market orientation issues into three periods (the fate

15



19505 10 carly 1960s; the 1960s to carly 19805 and the 1980s 1o carly 1990s) and

summarised the progress of the markeling concept during these periods,

2.3.1 Belween the late 19505 and the early 1960s

During this pericd, the marketing concept was examined ol a philosophical level: 1he
themes being that embracing the concept can be beneficial 1o the organisation and tha
should pervade the organisstion (Felton, 1959 Keith, 1960; King, 1965; Lear, 1963,

Levitt, 1960; Levitt, 1962).

Felton (1959 p.55) described the marketing concept as:

"A corporate state of mind thar insists on the integration and coordination
of all the marketing functions which, in wem, are melded with all other
corporate funciions, for the basic purpose of producing maximum tong-
range corporate profis.”

Keith (1960, p37) stressed the impartance being marketing oriented and putting the

customer at the centre of the business, noting that:
“if we were o restate our philosophy during the past decade as simply as
possible, it would read: We make and sell products for consumers.”

Using a similar logic, King (1965 p83) defined the marketing concept as

“A managerial philosaphy concerned with mobilisation, utilisation, and

control of total corporate effort for the purpase of helping consumers solve

16



selecred problems in ways computible with plansed enhancement of the
profit position of the firm.”
Other authers of this period echoed a similar view. This period (1950 - 1960) was one in

which marketing grew, with an increasing emphasis on mass marketing.

232 From the late 1960s tothe eardy 19805

During this period. the marketing concept moved from a philosophical 1w a more
practical plane. Businesses and academics staried thinking about the adoption of the
concept in day-to-day business, problems refating to such adoptions and ways of
overcoming these problems (Ames. 1970: Kaldor, 1971; Kotler, [965; Saunders. 1955,

Stampfl, 1978).

Konopa and Calabro’s (1971) definition reflected the thinking of that time and looked at
the marketing concept in terms of speeific activities. rather than frem a philesophical

level.

“The external consumer oriemtation...as conatrasted o nternal
preoccupation and orientation around she production function; profit poals
as an altemative 190 sales volume gouls and...complete integration of
organisational and sperational effort.

Looking at the marketing concept from a broader perspective, McNamara (1972, p 51)

defined it as

"A philosophy of business manugement, based on & company-wide

accepiance of the need for cusiomer oriemtation, profit oriemation, and

17



reeognition of the impartant rede of marketing in communicating the needs

of the market o all major corporate departiments”.,

Al this time, in addition to its direet application in everyday husiness, the murketing
concepl began to spresd to ather areas, such as retailing {Fram, 1965), engincering
tReynolds, 1966), health (Zaltinan & Vertinsky, 1971) and a host of others (Kotler &

Levy, 1969; Kotler & Zaltnran, 1971 Mindak & Bybee, 1971).

While some of the articles during this period were theoretical or conceptual in nature
{Stampfl. 1978), others examined the extent 10 which organisations bad adopted the
marketing concept (Barksdale & Durden, 1971, Hise, 1965, Lusch, Udell, & Laczniak,
1976, McMamara, 1972). However, the antecedents te and consequences of adopting

such a concept were not explored.

The 1960s were an era of mass marketing, during which marketing's role grew rapidly.
Consequently, it is not surprising that the marketing concept was embraced during this

period in every branch of business, as well as by academics.

Parily as a result of the growth of marketing in the early 1960, the late 19605 and the
early 19705 witnessed an emergence of consumer protection groups. Several authors
responded to issucs relating to consumerism and the marketing concept (Bell & Emory,
1971; Burskirk & Rothe, 1970; Kotler, 1972; Rothie & Benson, 1974). While Bell and
Emory (1971) criticised the marketing concept, Kotler (1972) considered consumerism
as inevitable and beneficial and proposed a *socictal marketing concept’ to respond to

the new consumerism, The marketing concept was seen as outtnoded, and aliernatives
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were proposed {Dawson, 1969; Lavidge, 1970; Rothe & Benson, 1974). With customers
becoming & major source for new product ideas, there was a praliferation of imitalive
products al the expense of technolagical breakthroughs, This, in turn, attracted criticism
from several authors (Bermelt & Cooper, 1979; Hayes & Ahernathy, 1980; Riesz,
i980). During this period, several authors also argued thal implementing the mirket

orientation was nol casy (Lear, 1963).

These historical developments were a pant of introductory and growth phases which was

followed by a more critical evaluation.

2,3.3 The 1980’s — the early 1990°s

The influence of corporate culture on the organisation as 2 whole and its attitude
towards marketing and customers was a major theme of the [980's. An carly meniion of
‘corporate culture’ as an imporianl element in business appeared in Business Week
(1980) and it was suggested that corporate values and attitudes could spell the
difference between success and failure. Other authors echoed this view (Bennett, 1990;
Lorsch, i986). Dunn et al. (1985) observed a positive correlation between corporate
culture, customer orientation and marketing effectiveness. Challenging the traditional
marketing belief that organisations had moved from production to sales and 10
marketing, Fullerton (1988) proposed an alternative model of markeling's evolution.

Pointing out the limitations of the marketing concept, Houston (1986 p.81) conrluded:

“the marketing concept has been established as the opiimal management

philosephy whes it is nol necessarily so in ofl instances, and there are many
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examples of poor marketing practices which have been adopted in the nane
of the marketing concept.”
Respondiag to such criticisins, several authors defended ils validity (Gaski, 1984,
Lawten & Parasuraman, 1980; MeGee & Spiro, 1988; Parasuraman, 1981, Wehsier,

1988: Webster, 19860

By lute 1980's, marketing oricntalion was being used synonymously with the marketing
concept (Shapiro, 1988; Websier, 1988} Market information, collection and use were
identified as key aspects of a market orientation. Shapiro (1988, p 120) noled that an
organisation has a markel oriemation only if "information oo all buying influences

permeates every corporate function,™

In 1990, Kohli and Jaworski (1990) conceplualised 2 markel orientation as the
implementation of the marketing concept and. later, developed some market orientation
constructs. A subsequent study identified a number of influences on the implementation
of market orientation (Kohli, Jaworski, & Kumar, 1993). Conceptualising a market
otientation from a behavioural perspective, Nurver and Slater (1990} found a positive
relationship between market orientation and business prefitability. Following Kohli and
Jaworski (1990) and Narver and Slater {1990), several authors demonstrated the
beneficial effects of a market orientation on business performance {Diamantopoulos &
Hart, 1993; Greenley, 1995b; Pitt et al., [996; Ruckert, 1992}, In contrast, Day (1994}
argued that organisations can become more market oriented by identifying and buildiny

the special capabilities that set market-driven organisations apart,
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Recently, Cespedes {1995) introduced the idea of ‘concurrem marketing.' Based on 1he
marketing concept, concurrent nirketing is similar o market orientation and allemnpts (0
integrate the various pasts of markeling, such as product, sales and service, emphissising
the importance of inter-functional coordination 1o the implementaling of a successiul

maske! orientation.

Deshpande and Farley (1996) supgested altering the definition of rrarket orientation on
the basis of a factor anslysis of three market orienlation measures. Their definition
emphasised a customer orientation and cross-functional processes and uctivities directed
at creating and satisfying customers. Rescarchers continue to test the validity of the
markel orientation constructs in different economies, different settings (eg. industrial
products and consuner products, products and services). Several authors (Kwaku, 1997,
Pelham, 1997a; Pelham & Wilson, 1996) have also started looking at market orientation

in SMEs.

2.3.4 Market orientation from s management perspective

Since the 1980s, the marketing concept or market orientation has also been examined
from a corporate or manegement perspective. This is in tune with an increased
realisation that marketing is a mansgement function. A review of the management
literature shows that, in the early periods (19605 and 1970°¢), the marketing concepl had
little impact on management {Hong, 1996). In an exhaustive review of variables
affecting organisational effectiveness (Campbell, 1977}, customer satisfaction was nol
mentioned as impoctant. Likewise, in discussions on competing principles of
management that lead to effectiveness, market orientation was not mentioned (Lewin &

Miaton, 1996).
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The minina) impact of market oricntation on the management discipline could be
attribuled to several factors; an important one being that the marketing concepl was an
article of fuith or philosophy, rather than a practical basis for managing a business.
While the purpose of u business wus delined us the creation and retention of satisfied
customers, evidence on the performance consequences of a market driven behaviour
was largely anecdotal. [n addition, managers were given little guidance as to how to
improve or redirect their erganisation’s focus toward Lheir markets. Cautioning Lhat
achieving » market orientation may not be straightforward, Ames (1970) warned aboul
merely introducing the ‘trappings’ of markeling into a company, rather than achieving

attitude changes to ensure the market place is given paramount importance.

In the early 1980"s, despite a lack of emnpirical evidence linking market orienation and
business performance, market orientation was mentioned in the strategic management
literature, Several authors advocaled the incorporation of a market orientation into
corporate culitre and mission statcments, pulting markets, custemers and competitors at
the heart of the organisation (Jauch & Glueck, 1988: Pearce & David, 1987; Webster,

[988).

Since the late 1980s, there has been a change in this situation with several studies
describing the nature of market oriented organisations (Dickson, 1992; Webster, 1988).
Deshpande and Webster {1989) described market orientation as a sel of attiludes and
corporate culture aimed at creating and enhancing value to customers. Webster (1992)
suggested that, whereas culture is the way ‘things' are done, orientation is aboul

implementation, the implication being that the market orientation aspect of the corporate

22



cillure showld be pervasive starting with the mission. Groaroos ([989) expressed a
similar view and argued that market-oriented management should be found throughout i
compuny. According 1o the emerging litersture, having o morket ortentation keads o
superior skills in understanding and satislfying customers {Day, 1990). hs principal

features are:

L. A sct of beliefs that puls the customers’ interest first. (Deshpunde, Furley, &
Webster, 1993).
2. The ability of the organisation to genecrate, disseminate and use superior
information about customers and competitors (Kohli & Jaworski, 1990) and
3. The coordinated application of inler-functional resources to the creation of
superior customer value (Narver & Slater, 1990; Shapiro, 1988).
The ultimate orientatjon is one in which all employees consider marketing as a central
part of their job {Canning, 1988). Masicllo (1988} puinted cut thal a market oricntation
is often nol achicved because necessary attitudes are nol established and nccessary
actions are not taken. Lichtenthal and Wilson (1992) suggesied thal & markel orienlation

should be:

‘A visible hand that guidey the behaviour of individuals each day i

performing their jobs.'

24  Key elements of market orientation
As mentioned in the introductory part of this chapter, the marketing concept has had
scveral definitions and meanings. Since these definitions emerged from differem

conceptualisations of the marketing concept, variations in these definitions can be
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attributed, in large part, (0 the diverse manner in which (he marketing concept has been

defined over lime,

As carly us 1960, Keith (1960, p 35) mentioned the need for companics to be marketing
oricnied, argoing that the “custemer and not the company, is af the coitre and
companivs revolve aropnd the customer, not the other way aronnd”. From curly
definitions of the markeling concept, Barksdale and Darden 1971) and McNumara

(1972) identified three cruciul clements:

1. Customers are a focus for business activities,

2. There is an inlegration of activities across funclions, and

3. There is a profit orientation.
However, questioning 1his conceptualisation, Bell and Emory (1971) argued that profit
is o consequence of having customer orientation and, therefore, 2 customer orientation

should take precedence over profit.

In tune with authors such as Shapiro and Webster, Kohli and Jaworski (1990) found
three key themes to describe market orientation:

Customer focus,

Integrated masketing effort throughout the organisation and

Long-term profit goals (rather than sales velime) (Kotler, 1988:

Stampfl, 1978).

Kolli and Jaworski used intelligence generation, dissemination and responsiveness of
the organisation s three aspects of 4 market orientation. Looking a1 market orientation

from a behavioural perspective, Narver and Shater (1990) argued that a customer



orientation, a competiter orientalion ang iner-functional coordinalion are the three
clements of & market orientation. Kohli and Jawerski and Narver and Slater's canstructs

are discussed in detadl Jater in this chapter,

However, a close examination of the literature suggests thar market urientatiun has other
important elements, such as innovation, The positive relmionship between markeling
and innovation has been recognised by many academics and praciitioners (Drucker,
1954; Levitt. 1962). As early us 1963, King (cited in Hong Liu (1996)) incorporated
innovation mto the marketing concepl framework by referring to the concept s
including “an active company-wide managerial cencern with innovation of products and

services designed to solve selected consumer problems.”

Innevation is also linked lo market orientation. Having a market eorientation involves
being better than, or different from, competitors in providing customers with preducts
and services that match their evolving needs and wants, Such a result can only be
achieved through innovation. Innovation is, thus. a necessary condition of a market
orientation (Doyle, 1987). Recently, Hurley and Huh {1998) proposed a conceptual

framework for incorporating innovation constructs in market orientation.

Over a period of time, several authors have also stressed the impertance of competition
in shaping the marketing concept or markel orieftation, For example. Day and Wensley
{1983) contended that all previous concepiualisations failed to address competitors.
Ohmae (1983) placed the customer, the competitor and the company a1 three corners of
a strategic triangle of business. In Ohmae's model, the customer was the target 1o be

created and retained and competition served as a frame of reference. A business
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differentiated itsell from ils competitors and used its strenglhs o deliver cuslomer
satislaction. Recently, Narver and Shiter (19900 assigned competitor orientition the
sane level of imporance as customer orientation in the overall frumework of prsrket
orientation. The rele ol competition in shaping maskel orienlation is discussed in detail

luter in this chapter.

2,5  The Adoption of the marketing concept by husinesses

The adoplion of the marketing concept has not been uniform. In a survey of
manufacturing firms, Hise (1963} found many large and medium manufacturing firms
had adopted the concept but large firms had adopied the marketing concept more thun
medivm firms. The greatest degree of acceptance was found in the customer orientation
of marketing programs and in the organisalional structure of the marketing department,

particularly in the status provided to the chief marketing exccutive.

Tn examining marketers' attitude toward the marketing concept. Barksdale and Darden
(1971} found that the concept was both a success and a fajlure. While companies
recognised its imporlance, many executives cxpressed reservations about s
implementation. Barksdale and Darden (t971) and McNamara (1972) also noted that
consumer goods companies tended to adopt and implement the marketing concept more
than did industrial goods companics. McNamara (1972) attributed this difference to the
nature of the product, the customers and the decision making process. Larger companies
adopted and implemented the marketing concept to a greater degree than did small and
medium sized companies. Recently, Greenley (1995b) and Hong Liu (19953} studied

the adoption of a market orientation by British firms and eame to similar conclusions.
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Market arientation has also been studied in several industries. For example, Greenley
and Matcham (1990} Tound that British companies invelved in marketing ‘incoming
tourism' were not as markeling oriented as might have been expected, and their marke?
intellipence activities were superficial and subjeclive. While there was some cvidence
to suppont them having o markeling orientation, there was also evidence of services
being modified 10 suit business, rather than consumer, needs. Almost all ol the
companies used a cost-plus pricing upproach, with very little market response based
pricing. A large majority of those surveyed (82%}) did nol undeniake marketing planning

and half indicated that marketing was not important to (hem.

Bhuian (1997) and Raju et al. {1995) studied ihe application of market orientation and
its impact in the hospital industry. Gathering informution, improving customer
satisfaction und responding to customer needs and comgpetitor’s actions were found 1o be
critical in assessing a hospital's market oricnation. However, the importance of these
four components varicd according 10 the type of performance that was being

emphasised.

The degree to which a market orientation is embraced in professional services, such as
hospitals, may be affected by 1he negalive connolations traditionalists attach 1o
marketing. Bhuian {1997) found considerable variation in the market orientation of
different institutions and of different executives in the same institution. The
traditionalists were of the view that marketing wasted money that should be devoted 1o
caring for sick people. Bhuian identified five different hospital types, ranging from
those who considercd that marketing was not relevant 1o hospitals, 1o those who

embraced a market orientation wholeheartedly.
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Surveying businesses in Australia, New Zealand and Singapore, Ghosh e al. (1994)
found that, in the three countries. better performers claimed a much stronger marketing
focus. The market orienlation approach was strongest in Singapore, followed hy New
Zealand and Australia. A sironger commitment 1o marketing by the organisation and the

CEO was also noticed in these countries.

2,6  Some misconceptions related lo market orientation

The early success and consequent popularity of the marketing concept has heen partly
its undoing. The marketing cancept became a panaves for managers and academics,
with very little critical evaluation. Criticising the universal and uniform application of
the marketing concept, Houston (1986) examined the exchange process critically and
argued that, under certain circumstances, the production or sales concept would be a
more appropriate nmanagement philosophy than the marketing concept, a view supported

by Kohli and Jawarski { 1990),

A customer focus, an importamt element of the marketing concept. is another theme that
is often misunderstocd. Marketing often emphasises the customer focus and conveys a
sense that customer needs should be satisfied at all costs and that products should meet
customer needs. This is a mistaken interpretation (Sharp, 1991). The muarketing concept
requires an understanding of the market and does not suggest that products be designed
to satisfy every demand of every markel a1 ail cost (Houston, 1986). Satisfying market’s
demand is important to the extent that doing so yields success. A commercial
organisation deciding to offer a single, undifferentiated product or service insiead of

multiple products to satisfy every market segment, may have arrived at this decision
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with a thorough understanding of the market’s response and the accompanying costs.
Such an organisation can be an exemplary user of the marketing concept. In the popular
literature such vrganpations are considered to be not market focussed, but the opposile

iy be troe.

Yet another dinension is the market orieniation of the buyers. The literature deals with
the market orientation of the sellers but the same logic applies W buyers. Buyers can be
passive and accept or reject the product offered or, alterpatively, pursue companies to
gel the best bargain. In such cases. the market orientation of the buyer and the seller

decide the performance of the firm (Sachs & Bensor., 1978},

2.7 Market crientalion constructs

It has been recognised that a major challenge is the development of cperational
definitions for the marketing concepl {Barksdale & Darden, 1971). While several
authors (Day, 1998: Deshpande & Farley, 1998: Hart & Diamantopoulos, 1993,
Shapiro, 1988; Webster, 1988) have proposed different conceptualisations and models,
the constructs suggested by Kohli and faworski {1990} and Narver and Slater (1950)
continue te provide the basis for many studies, These constructs form the basis of the

present study, Consequently, they are discussed in detail in this section,

2.7.1 Kohli and Jaworski's market orientation construct

In operationalising the concept and develeping market orientation constructs, Kohli and
Jaworski (1990} used the 1erm ‘'market orientation’ 1o mean the implemeintation of (he
marketing concept and considered a marke! oriented organisation as one whose actions

are consistent with the marketing concept. They alse preferred the t1erm “market
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orientation’ to “warketing orientation’ because it 1ook 1he empliasis away from the

marketing departmem and placed it an the organisation as a whole,

Based on extensive literature review and field interviews, three core themes {customer
focus. coordinated marketing and profitability) were identified. However, Kolli and

Jawarski {1990, p 3) noticed the following differences:

"The customer focus element went beyond oblaining information from customers
and included the organisation's response also. Further, the comments suggested
that being customer oriented involved taking actions based on market intelligence,
including exogenous market factors such as competition and regulation as well as

including the needs of current as well as future cuslomers.
Statements such as ‘market orienation is not solely the responsibility of a
marketing department’ implied coordinated marketing, though the term jtself was

not specified.

Profitability was not considered to be a part of marker orientation but a

consequence of market arientation.”

Kohli and aworski (1990) proposed the following dimensions to operationalise the

market orientation construct.
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Intelligence generution:

While mainfy lecussed un customer needs and preferences, it included an
analysis of how they may be uffected by exogenous factors such as
government regulation, technology, compelitors and other environmental
forces. Environmenial scaoning activities were covered under markel

intelligence generation invelving both formal and. informal methods.

Intelligence dissemination:
Related to the effective flow of information ucross the organisation through

formal and informal processes.

Responsiveness:
The third element of marketl crientation dealt with the response of the

organisation to the intelligence gathered.

Kohli and Jaworski { i990) formally defined a market crientation as

“"The organisation wide generation of market intelligence pertaining to

current and fisure customer needs, dissemination of the intelligence across

departments and organisation wide responsiveness to it."

As can be seen from Figure 2.7.1.1, market arientation is seen as a set of activities that

are influenced by factors such as top management attitudes, skills and behaviour and by

organisational structures, organisational culture and norms.
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orfentation
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Eurly empirical studies soggested thm top managemenl communication, reward
systems, interdepartmental conflict and inerdeparimental connectedness impuct on
nurkel vrientution, Top management risk aversion and degree of formalisation and
centralisation also had an influence, 10 a lesser extent. Kohli and Jaworski®s {1990)
results also supgested (hat a markel orientation may or may not be desirable for a
business, depending on the nature of supply and demind side factors. Their rescarch
oullined the factors that fostered or impeded a market orientation and these arc

discussed in more detail Jater in this chapter,

2.7.2 Narver and Slater’s model of market orientation

Narver & Slater {1990) discussed an exploratory study in which they developed and
validated market orfentation measures and analysed their effect on profitability. Using a
sample of 140 business units within a large Amercan corporation, they found a
substantial positive effect of tmarkel orientation on profitability, Narver and Slater's
work was based on the premise that creating a sustainable competitive advantage (SCA)
was important if an organisation was to achieve consistently high market performance
(Aaker, 1988; Porter, 1985). When adepted as a culture throughout the organisation, a
market orientation was thought to generale customer orienied behaviours that crealed
superior value which, in turn resulted in better performance (Aaker, 1988: Kohli &
Jaworski, 1990; Kotler, 1984; Peters & Austin, 1985; Peters & Waterman Ir., 1982,

Shapiro, 1988; Webster, 1988).
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Narver and Slater's (1990) concept o -narket orientation included culture, behaviour,
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The ultimate aim of baving a market orfentition was long term profit (Figure 2.7.2.1)
and the three components were equally importanl. Further, information from the three
sources {customer, competitor and environment} was acquired (Figure 2.7.2.2), assessed
from an inter-functional perspective and superior value was delivered to the customer,
through a shared view and coordinated actions. While Kohli and Jaworski's and Nurver
and Slater’s models looked at the same problem using different perspectives, they are

similar in several aspects,

In contrast to early studies, which perccived profits as a part of market orientalion,
Kohli and Jaworski's (1990) showed profits as a consequence of market orieniation.
Narver and Siater (1990) took a compromise position, suggesting profitability, though
cunceptually related to market orientation, was an objective, Thus thev separated

profitability and long-term focus from market orfentation,

Narver and Slater's scales were reliable and ilems to total correlations for customer
arientation, competitor orientation and inter-functional coordination scales all exceeded
0.70, which is the threshold recommended by Nunnally (1978, p 245) for explosatory
research. However, the long-term orientation and profit cbjective measures did not meet
this criterion. Because of iheir low reliability, no conclusion was drawn about the
empirical relationship between the two decision criterin and the three behavicural

market orientation components (Narver & Slater, 1990 p 24).

Narver and Slater assigned equal importance to the three components and treated a

market orientation score as a simple average of the scores of the three components.
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Their performance variable was  ‘Relurn on Assets' (ROA) in its principa) market
relative to the ROAs of its competitors, Their study showed streng correlations (greater
than 0.67) between the three components of market orientution, suggesting convergence
to a common consirucl, providing some evidence of consiruct validity, Convergent
validity was also suggested by the high alpha (0.88) attained when the scores on the
three scales were combined into a single scale and by the one factor solution found in un
exploratory fuctor analysis. The relationship between markel orientation and business
performance has since been verified in several studies. These results are discussed later

in this chapter as the discussion in this section is confined to the constructs themselves,

Harris (1996a) commented Lhat, while Kohii and Jaworski's model provided a base that
businesses could use to understand the factors that helped or obstructed the development
of a market crientaticn, it might not be a definitive and complete model. Jaworski and
Kohli (1993) identified three major antecedents, raising a question as (o whether there
were more and if they were linked, Scveral authors have also raised conceptual
questions about the validity of these models and sugpesied alternatives. For example,
Dreher (1993) reviewed approaches to defining and operationalising a marketing
orientation, discussed aliernatives to existing conceptualisations and suggested a new
way of looking at the phenomenon. Subsequent to developing marketing arfentation
constructs, Kohli et al. (1993) suggested a scale to measure markel oriemation

(MARKOR) and assessed its psychomeiric properties.

Several authors have also added dimensions to Kohli and Jaworski's and Narver and

Slater's models or looked at it from organisational culture perspective (Day, 1998)
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(Deshpande & Farley, 1998). However, such models are nat relevint 10 the theme of
this thesis and are not discussed further,

2.7.3  Murkel orientation and innovatlon

Continuous or periodic innovation and reorientation is a norm in most industrics. Slater
and Narver (1995) sugpesied that having a markel orientation enhanced performance
only when combined with a learning orienation, Macket driven businesses anticipated
the developing needs of the customers and responded 10 them through the addition of
innovative products and services. Thus, innovation is an essential element of a markel
orientation, While research on market orientation: and organisational learning (Slater &
Narver, 19%5) has examined how organisations adapt to their environments, innovate,
and develop compelitive advantage, current market orientation models do nol

incorporate innovation constructs,

As briefly mentioned in section 2.4, Hurley and Hult (1998) presented a conceptual
framework that incotporated such constructs and tested some of the critical
relationships. Their resulls sugpested thar higher levels of innovativeness were
associat=d with a greater capacity for adaptarion and innovation (number of innovations
successfuily implemented). In addition, higher levels of innovativeness were associated
with cultures that emphasised learning, development and participative decision-making.
Hurley and Hult {1998) therefore argued that market orientation models should focus on

innovation rather than learning as the primary mechanism for responding 1o markets.

2.74 Antecedents and Consequences of market orientation
In their study of the antecedents and consequences of market orientation, Jaworski and

Kobhli (1993) examined why some organisations are more market oriented than others,
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the effect of parket prientation on employees und business performance and the impact

of envirommentsl fuctors on markel orientalion.

An cuclier siudy by Narver and Slater {1990) found empirical support for the aiten-

queted positive relutionship between a imarket orientation and performance. However,

other studics had suggested that a market orientation may have a sirong or a weak effect

on business performance, depending on environmenial conditions such as market

turbulence and competitive intensily (Greenley, 1995b).
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Figure 2.7.4.1: Antecedents and consequences of market orientation

(Jaworski & Kohli, 1993; Kohli & Jawerski, 1990)

Jaworski and Kohli's findings suggested that a market crientation was related to top

(senior) management’s emphasis, the risk aversion of top / senior managers,

interdepartmental conflict and connectedness, centralisation and reward system
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orientation. The market orientation of an organisation also appesred 1o have an impact
on business performance, cmployees' commitnienl, and their esprit de corps. This
relationship seemed 10 be unaflecied by cnvironmental factors such as markel

lurbulence, competilive intensily or lechralog cul turbulence.

Il is well established that top mwnagemenl play a critical role in shaping an
organisation's values and orientation and signals rom the top set a clear direction for an
organisation to be markel oriented (Felton, 1959; Webster, 1988). Regarding top
management’s risk posture, Kohli and Jaworski (1990) argued that, being responsive te
changing market needs is risky. Top management's demonstrated willingness to accept

risk is likely to encourage staff to be more market responsive.

Conflict between departments inhibits market arientation and this topic is dealt with in
detait under 'barriers to market orientation.' Such conflicts inhibit comumunication across
departments {Rucken & Walker Jr., 1987), reducing intelligence dissemination, In
contrast, it seems that conncctedness facilitates the flow, as well as the use, of

information {Cronbach, 1980; Deshpande & Zaltman, 1982).

Formalisation represents the degree to which rules define roles and authority relations,
whereas centralisation relates to the delegation of authority and the extent of
participation by employees in decision-making. Departmentalisation refers to the
number of departments into which the activities of the organisation are segregated and
compartmentalised. Formalisation and centralisation are inverscly related to information

utilisation and responsiveness (Deshpande & Zaltman, 1982; Stampfl, 1978).
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2.8  Market orientution and stakcholder orienlation

In the marketing literature, the focus is usoally on consumers and compelilors.
However, Kolili et al. {1993} and Nacver and Slaer (Narver & Slater, 1991h) suggesl thal
this can be expanded to include other key stukeholders. I is well recognised in strategic
management that addressing the inlerests of stukeholder groups is central to plunning,

and that a failure to address such inlerests may be costly (Clarkson, 1995).

Few studies have addressed muliiple stakeholder orientations. However, studies relating
performance 10 the oricotation of specific stakeholders are not uncommon. For example,
Gordon and DiTomase (1992} found a positive associalion between corporale culiure
and performance, while Websler (1993) noticed a similar association belween
marketing culture and performance. Likewise, Wong and Saunders (1993) reported that
companies that achieved 2 balance between n markeling and production orientation

performed hetter.

Greenley and Foxall {Greenley & Foxall, 1997; Greenley & Foxall, 1998} examined the
association between different stakeholder orientations and company petformance and
found that siakeholder orientation as a whole was not associated with performance.
Their study suggested that competitive hostility might be less of 2 problem in high
market growth situations, as firms may perform welt while paying limited attention to
stakeholders, compared to periods when growth is low and markel rivalry is high.
Consumer orientation had an association with sales growih, whereas competitor
orientation was assocjated with ROI and sales growth. Further, while consumer

orientation effects were moderated by market turbulence, competitor orientation effects
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were not modecsted by external variables. When there was very little change in

comsumer needs, compelitor orientalion was i key 10 sustaining market shase.

In the same study, Greenley and Foxall (1996} cxamined the consumer and non-
consumer stakeholder orientation of British companies. They found that most attention
was given [o consumers, followed by competitors, sharcholders, employees and unians,
Research was important only for understanding consumers, although, in some
companies, it also secemed important for understanding competitors. Overall,
management judgement appeared to be more important than formal research for all
stakeholder groups. Consumers were the subject of most planning, with similar attention
being given to competitors and sharcholders. It seemed competilors, consumers and
shareholders had similar levels of impertance and that one stakeholder group did not

dominate. However, employeces received much less attention.

Most CEOs assigned top priorily 1o satisfying consumers, such a result supporting the
overall marketing premise that customers come first. [n addition, there was suppont for
the theory that companies prioritised the various groups when examining stakeholders’

interests (Mintzberg, 1983).

29  Moderating influences on market orientation

2.9.1 Market orientation and competition

As discussed in earlier sections of this chapter, many organisations wish to become
market oriented. However, this can require significanl changes 10 shifi the
orgagisation’s focus. There can be a debate as (o whether companies should adopt a

competitive or a customer focus (Day & Wensley, 1988; Weitz, 1985) and whether a
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firtn cunt be hoth customer aod r;mupcti(nr orienled, [n other words, *can the marketing
concept, which requires thal the customer be pul first in all the fecisjions, coexist with

the aggressive competilive posiure adopied by some busipesses?

Day und Wensley (1988) and Smith et al, {1992 argued that, having a healthy concern
for competitors need not stop a business from implememing a market oricniation and
that the two orientations can coexist, The eritical issue is the approach 1o competitive
analysis (ie. being able to view the competition through the eyes of current and potential
customers). If managers constanly respond to competitor's actions, they run the risk of
developing a ‘me-too’ orientation, so competitive analysis should combine customer and
competitor perspectives. Day and Wensley (1988) stressed that stralegies for gaining
competitive superiority should be grounded in vaiid and insightful monilering of the
current market position and through jdentifying the skills and resources that afford the

most leverage on future cost and differentiation advantages.

Day (1998) also took the view that, instead of the myopic ‘beat the competitor at all
costs’ approach, firnis should focus their energies on providing better value at lower
cost, Market driven firms closely watch their competitors, compare their performance
against the best in the market and integrate a customer orientation with a competitor

orientation.

The positive relationship between market orientation and performance is well
established and has been articulated in other sections of this chapter. However, it has
been suggested that the competitive environment can moderate this relationship, Despite

this suggestion, Jaworski and Kohli (1993) found that the competitive environment had
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very littke effect on the strength or pauee of the market arientation and performance

relationship, u result confirmed by Slater and Nurver (1994a).

Theorists advocale constanily adapting an orgunisation’s market orientalion to the
environment. However, from a numagerial perspective, developing and maintiining 2
market orientation is complex and costly. Slater and Narver {1994a) argued that firms
should ask whether the influential environmental conditions are sufficiently long lasting

for it to be cost effective for 4 business to iry 1o adjust 1o them.

Kehli and Jaworski's (1990) research also sugpested that having a market orientation
might not be crilical in cerlain conditions, such as when there is limited competition,
stable market preferences, technelogically turbulent industries and booming economies.
Consequently, having a market orientation, which requires the commitment of
resources, will be useful only if the benefits exceeded the cost and managers should pay
attention to the cost-benefil ratio of developing a market crientation. Commenting
further on the environmental variables impacting on market orientation, Day (1990, p
13) argued that a market oriented business, with ils external focus and commitment to
innovation, should be prepared to achieve and sustain a competitive edge in any

environmental situation.

Dickson (1992) looked at the customer arientation—competitor orientation debate from a
different perspective. He viewed a competitive focus, not as an alternative to a customer
focus, but as a driving force that determined the degrec of customer orientation, The
greater the competition, the more a firm needs to focus on serving the customer.

Arguing that this explici* connection has not been recopnised, Dickson {1992, p 76)
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suggested a theory of competilive rationality, in which a firm earned profits
(enlreprencurial rents) from the insights (ep. private information) produced by &
consurner focus. Me also noted thal, modern markeling scholars and teachers might
disagree with this different rationale because, "the marketing concept, being the holy
grail of marketing. frequently tukes on the characterisiics of a moral mixim that serves
to dignify and legitimise she marketing profession and discipline. Theoretically, the
marketing concept is much mere thin that; morally, il is much less” Dickson (1992

p-78).

2.9.2  Other factors influencing market orientation

Information dissemination and responsiveness have been recognised as two cssential
elements of a market orientation. In general, organisations say thal they want to
understand their customers and deliver products and services that meet their needs.
However, Masiello (1988) observed that most of the people working for arganisations,
especially those with ne direet contact with customers, had no idea who their custamers
were and did not sce how their jobs affected customers. Quoting several examples, he
stressed the need for developing markel responsiveness throughout the erganisation and
for everyone o talk about customer needs. According to Masiello (1988), the key

reasons for the peor implementation of the marketing concept are:

o The inability of functional areas to understand what it really means to be
market driven;

« Employees not being able to translate their functional responsibilities
into customer responsive actions;

+ Firms not being able to recognise opporunities in the market;



s Employees not uaderstanding the role played by others in the
organisation;
» Employees not having a meaningful input into the firm's direction.
Masiclle (1988) argucd that many snlutions lo these problems were incomplete because
they dealt with stralegic issues at senior management levels and did not ook at an
operational level. As a result, solutions were often fragmented, targeting enly one
functional aspect (eg. cusiomer relations or sales) or were ‘off the shelf or generic and

ignored people's valuable ideas,

While the impact of market orientation on business performance is well accepted, this is
by no means a singular result. The size of a business and the type of product being
marketed can be moderating factors in the market orientation-performance relationship.
Typicaily, marketing departments in large businesses are more structured and have
greater access to funds and, hence, can introduce a more market ortented behaviour.
Indeed, a recent study by Hong Liu (1995a) found that large and extra large firms were

more market oriented than their medium sized counterparts.

Mohan-Neill (1992)examined the relationship between firm characteristics (eg. age,
size and growth rate) and the firm's focos on the marketing concept orientation (MCQ).
On average, younger firms reported that a marketing concept or customer orientation
best described their business focus or strategy. Smaller firms were also more likely 1o
cite a marketing concept orientation (MCO) aor customer orienation as their business
focus. This is in contrast to Hong Liu's (1995) (1993a) findings. However, the resulis

were U - shaped. The study found that smaller firms were maore likely to cite, ‘unique
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product / service' as their distinctive compelence, while larger firms cited ‘exeellent

product mix' as their distinetive competence.

Narver and Slater’s (1990) results, also suggested that karge SBUs with a low market
oriemtation, but cost advamages, oulperformed smaller SBUs with & medium market
orfentation in the same firm, i nol smaller SBUs with a high market orientation.
Conscquently, there scem to be other influences affecling overall performance. While
an organisation should be market oriented, it may not be possible to maintain a high
level of market orientation centinucusly. Consequently, as demonstrated in Narver and
Slater's study, firms with other advaniages may be able to outperform a market oriented

business.

2.10 Market orientation and business performance

As mentioned elsewhere in this chapter, since the early 1950's, a number of authors
have recopnised the link between having a market focus and performance (Hong,
1995b; Keith, 1960; Kotler, 1988; Levitt, 1960; Peters & Waterman Jr., 1982} (Kotler,
[977; Kotler, 1984; Rodgers & Shook, 1986, Webster, 1988). However, there was very
little empirical evidence linking market orientation with business performance until

recently.

An early empirical study by Lawton and Parasuraman (1980) showed that the adoption
of the marketing concept had no sigrificant effect on the sources of new product ideas
or how innovative these new ideas were. In contrast, Verhage and Waarls (1988) found
a positive relationship between marketing planning and busincss performance,

However, it should be noted thal these studies were limited in scope beenause operational
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measures for marke! oricntation had not been developed al the lime the studies were

undertaken,

In the 1990 several studies substantiated the benefits of adopling a market orienlalion
(Jaworski & Kohli, 1993; Narver & Slater, 1990; Pitl cl al, 1996; Ruckert, 1992;
Selncs, Jaworski, & Kohli, 1996). Subscquently, severa] American (Petham & Wilson,
1996; Siguaw, Brown, & Widing 1[I, 1994; Sussan & Johnson, 1997), British
{Diamantopoulos & Hart, 1993; Greenley, 1995b) and olher counlry studies (Kwaku,
1997; Tse, 1998) have verified the beneficial effects that having a market orientation

has on business performance,

The market orentation’s relationships with organisational factors have also been
examined. Deshpande, Farley and Webster (1993) examined how a market orientation is
related to a firm's culture. They found that a customer orientation and innovativeness
were the keys to business performance. Yarbrough and Stassen (1994) found that high
levels of adaptability and inter-functional communication were positively related to the
presence of a market orientation, while a mechanistic bureaucratic style was nepatively
related to the presence of a market orientation. Diamantopoulos and Hart {1993)
concloded that the market orientation-business performance relationship is situation

specific and subject to various moderating influences.

Aysar and Johnson (1997) examined whether quality and market orientations improved
performance and found that qualily was a key issue and often the deciding factor
customers use when making buying decisions, suggesting the model shown in Figure

2.10.1.1.
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Figure 2.10.1.1; Relationship between market orlentation, quality orientation and

business performance

{(Sussan & Johnson, 1997)

In a study of the hotel industry in Hong Kong and New Zealand, Au (1995) found enly
a weak correlation between market orientation and hotel performance. However, he
cautioned that the low correlation between market orizntation and performance could be
due to measurement issues as the only performance measuge was the room occupancy

rate,

In an exploratory study, Kwaku (1995} examined the market orientation-new product
performance relationship in a sample of 275 Australian firms. He found a strang
positive relationship between market orientation and new product performance,
Although market orientation was generally found to be an important factor jn the
success of new products, its influence varied depending on the 1ype of new product
(radical or incremental). Market orientation appeared to have greater influence on new
product performance when the product was an incrementzl change to customers and the
firm. Table 2.10.1 shows a summary of major market orientation-performance studies.
Despite this evidence, the adoption of market-oriented behaviours has not been wide
spread. For example, Greenley (1995a) found that only 36% of a sample of Brilish

corporations had embraced a comprehensive wmarket erieatation,
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Table 2,10.1: A summary of Market Qrientation - Performance studies

Study Country  Sample Market orientation Environment/ Moderator variables
/ performance performance association
Association
Narver & USA 113 SBUs in one large Positive Relative cost, Technological Not investigated
Slater (1990} corporation change, market growth
Jaworski & USA Sample 1: 220 companies Positive Product quality, competitive None identified
Kohli (1992) intensity, supplier power
Sample 2: 230 companies Fositive Competitive intensity None identified
Ruekert (1992) USA 5 SBUs in one company.  Positive Not investigated Not investigated
Slater & Narver USA 81 SBUs in one company  Positive Relative cost, size, ease of Market wurbulence with
{1994} and 36 in another market entry, competitive ROL technological change
company hostitity. with new product success,
market growth with sales
growth
Hart and UK 37 companies Weak association Not investigated Competitive hostility with
Diamaniopoules sales growth.
(1993)

19




Greenley (1995) UK 240 companies No direct effect on Relative size and relative cost  Market turbulence and

ROI, new product technologicat change
success rate and sale
growth
Pelham USA &8 firms Positive Market dynamism, Product and customer
(1996, 1997) competitive intensity, and differentiation
organisational structure,
Ghosh et.al. Singapore, 1029 companies None None
(19%94) Australia Positive
and New
Zealand

Note: The table above has listed several studies relating market orientation with performance. While there are several more studies on this tepic,
they are not included here because they are small in size and target specific industries. However, appropriate reference is made to these studies in
the thesis.




2.10.1 Moderators of market orientation-performancee association

There have been several studies into the moderating effects of environmental variables,
For example, MeArhur and Nystrom (1991) investigated moderators of the strategy-
performance relationship, while Haleblian and Finklestein (1993} investigated the

moderators of the association between CEO dominance and performance.

The relationship between market orientation and performance can be situation specific.
Orelowitz (1993) found that the positive market orientation-performance relationship
did not hold in South Africa. Further, he also found Narver and Slater's {Narver &
Slater, 19900 instrument was not reliable and Ibat the factors were different. However,
South Africa was isolated for a Jong time from 1he rest of the world. The resulling
conditions may have imposed limitations on the market orientation of South African
firms. In several aspects, South Africa could be a seller's market and the effectiveness of
a marke! orientation in a seller's masket (where demand is grealer than supply) has not

been well tested.

Tse (1998) found there was no significant difference between the performance of large
property companics in Hong Kong thal were market oriented and those that were not. In
discussing the limitations of the study, he suggested 1hat these results could be due to
the special nature of the Hong Kong market, where land is at a premium, again making

it a seller's market. Further, the study exarnined only the top 13 firms,

There are many views on the relationship between market orientation and performance.
While several studies have supported 2 positive relationship, there is evidence to show

that having a market orientation is only one of the factors that affects performance.
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Greenley {1995b; 1990) found tha o markel orietnation's effect on performance was
moderated by enviconmentul variables and its direct cffect on performance was
minimal. The relative size of the firm and its relative costs were found 1o be belter

prediciors of performance, while market turbulence was also u significant facilor.

An Australian study (Farrell & Oczkowski, 1997) also found problems in applying the
MARKOR scale of market oricnlation proposed by Kohli ct al. (Kohli et al., 1993) to

Australian business situation.

2.10.2 Market orientation and employees

Carlzen (1987} argued that every ‘customer - front line employee’ inleraction shapes
customer's perception about the business and hence is ‘2 momenl of truth' for the
business. Consequently, much of the burden for customer perceptions of service quality
lies witl front-line personnel. Thus, for a firm to be market oriented, there must be a
strong correspondence between the orientation of the firm and its staff. Webster (1991,
p 341) argued that, “employees from top level exccutives to the operational level
workers, should have basically the same or consistent atitudes toward . . . the market

orientation of the firm".

It appears that market orientation-employee relationship works in both directions., While
a market-oricnted approach may lead to better employee satisfaction, employees make
such an orientation possible. A satisfied employee may be a precondition to

successfully implementing a market orientation, especially in service organisations.
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Hoffman und Ingram (1992 studied the relationship between job satisfaction of the
service provider (employee) und customer ariented performance and found that job
satisfaction, s well as smislaction with wark, co-workers, supervision and promotion
were positively related 1o an employee’s cuslomer orienlation. Satisfaction with pay

was nol significantly related 1o this oricnlation.

Mohr-Sackson {1991) assessed the characteristics of the markeling coneept and the
employee activities that fostered its implememation. In contrast to much of the
literature, which failed to recognise employees as internal customers, ber interviews
showed that employees are vital. A focus on the employee is important because
employee activities translate the marketing concept into practice. Mohr-Jackson
suggested that a market orfentation enhanced performance by improving employee
satisfaction, which is in line with Kohli and Jaworski's {1990) suggestion that 2 market

orientation provided psychological and social benefits to employees.

2.11 Interaction of marketing with other functions

Kohli and Jaworski (1990) and Narver and Slater (1990) identified effective
communication or inter-functional coordination as a key element of a market
crigntation. Ideally, every employee in a market oriented organisation will be marke1
focussed, removing the need for a separaste marketing department. However, as
marketing is a separate function in many organisations, interactions between marketing
and other functional areas have been the subject of several studies (Gupta, Raj, &
Wilemon, 1985; Kotler, 1977; Lucas & Bush, 1988; Shapire, 1977, Souder, 1981). Such
studies, in general, have articulated the underlying conflicts between different functional

areas and resulting loss of communication. Wind (1981} highlighted the interdependent
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nature of miarkeling and other functions. Ruckert and Walker (1987) developed a
framework and a sel of propositians for examining how und why marketing persennel
interucl with people in other functiona} areas and lested their Framework. Shapiro {1988
and Masicile {1988) suggested cffective communication and coordination as ways of
overcoming barriers to market orientation. The negative impact of inlerdeparimental
coniflicts and the positive role of connecledness have been the subject of several studies
(Foreman, 1997; Mahajan, Vakharia, Pallab, & Chase, 1994; Mcnon, Bharadwaj, &

Howell, 1996: Menen, Jaworski, & Kohli, 1997).

2,12 Patterns / forms of market orientation

Most researchers have examined the adoption of market orientation and its impact on
perfortnance. Greenley {1995a) and Hong Liu (1996), however, examined the forms or
patterns of market oriemation. Hong Liu found that about 83% of the companies he
surveyed claimed that their corporate policies had a market orientation. However, when
their business orientation was menasured, only 36% could be considered market oriented.
The high percentage of those claiming to be marketl oriented (83%) and the low
percentage of those practicing it {36%) suggesis that the lack of market orientation was
nat due to a lack of awareness. The second highest group were those with a production
orientation {33%), which is consistent with claims that many companies have recenily

been obsessed with short-term cost cutting {Doyle, 1987).

213 Changing marketing paradigm and market orientation
A paradigm is a consensus about the fundamental nature of a discipline. The scope of
the paradigm dictates the important questions in a field and guides research and theory

development, By this definition, the marketing concept, the four Ps and the exchange
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process model are long standing marketing paradigms,  Several researchers have,

however, suggesied that current marketing theories and practice:

» Cannot explain or accommodate a one way model of an exchange
iransaction Lthat does not (il canlemporary exchange models,

« Have a dominant orientation 1owards customers that has deflected attention
away from competition and the overall poa) of sustainzble competitive
advantage.

» Have not enabled markeling to be an innovating and adaptive force. The
4P's can be misleading as they imply a static silvation.

* Rely on neoclassical economic premises whereas they should be grounded

in more relevant constituency-based theory of the firm.

Gronroos (1989, p 57) suppested a revised definition of marketing, which is more

market oriented, arguing that:

Marketing is to establish, develop and commercialise long-termt customer
relationships so that the objectives of the parties involved are met. This is
done by a mutual exchange and keeping of promises.

The emphasis in his definition is on relationships and not individual transactions. The

underlying reasons for this suggested definition are that:

¢ Standard marketing models arc not always geared to customer relationships
because they are based on empirical research from consumer packaged

goods and durables.
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In today's competition, marketing is more a managemenl issue than a
specialist function and the marketing function is spread all over the firm, far
oulside the realms of the marketing department. As a result, there are a large
nember of ‘part-lime markelers’, whose main duties are relaed 1o
production and other funclions. [n spite of these main duties, they also have
marketing responsibilities.

Murketing's role is not only to plan and implement a given set of means of
completion in a marketing mix, but ailso to eslablish, develop and
commerciziise customer relations, so that individual and organisational
objectives are met. The customer relation concept is at the core of modemn
marketing thought. Promises of various kinds are mutually exchanged and
kept in the relationship between the buyer and seller, so that the cusiomer
relation may be cstablished, strengthened and  developed and

commercizlised.

The pressure 10 improve marketing's effectiveness is increasing. However, this push

should be seen in a historical context. The 1960’ saw marketing's greatest influence and

promise when the marketing concept was accepted as an essential element for profitable

progress in growing markels, The markeling plan also became an influential instrument

for strategic change, guiding product and market choices and competitive strategies.

During the 1970's, marketing’s influence waned and strategic planning came Lo the fore.

Many firms tock a financially driven approach and the strategic business unit became

the focal point for analysis and planning. Strong competition and resource restriclions

forced businesses 1o consolidate their competitive positions and conserve resources. The
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markeling plun was ofien relegaled o a tactical support role at a brand level and lost jts

steatepic loous.

During this peried, the marketing concept was often viewed with scepticism. Putling the
markeling concepl inte praclice became a frustrating experience for many organisutions
{Webster, 1981). Others guestioncd the value of satisfied customers if it required
unnecessary proeduct proliferation, inflated costs, unfocussed diversification and a weak

commitment to R&D (Bennett & Cooper, 1981; Hayes & Abernathy, 1980).

The 1980's and the 1990's brought further changes in marketing. Global markeling,
slower growth economies, technological advances, deregulation, an increased emphasis
on quality, an ageing population and other facters presented new challenges and new
competition. Organisations have responded to these challenges through strategic
alliances, binding agreements and other mechanisms to suppress or control competition

or to domesticate markets.

Arndt (1979; 1980) observed that many markets that once were competilive were
restructured as a result of voluntary, long-term cooperative agreements among
participating organisations. These networks increase stability (reducing competition in
the market) but cannot be accommodated in current marketing theories, in which
marketing acts as a boundary function managing a continuing series of impersonal,

discrete exchanges,

57



2.14 Barriers to market orientation
Since the early 1960%, a variety of market oricatalion barricrs have been idemified.
Webster (1988, p 29) suggested that four such basriers are;

¢ ‘Incomplete understanding of the marketing concepl itself,

+ [Inherent conflict between short-term and long term sales and profit goals,

¢ QOveremphasis on shorl-lerm measures of maragement performance, and

s Top management's own values and priorities concerning the relative

importance of customers versus firm's other constituencies,”

A number of studies have argued thal organisational culture is the principal obstacle to
the development of a market arfentation (Messikomer (1987); Business Week (1980},
Wall Street Journal (1990); Deshpande et sl (1993}; Deshpande and Webster {1989)).

According to Messikomer (1987, p 33)

“The difficulty aften is not so much in getting the management to accept this
visian, but rather in overcoming the inertia bred of individual corporate
cultures, because creating a marketing community involves changing the
Jundamental way in which a company and its employees see themselves,
their business envirerment and the futre”
Harris (1996b) contended that, since a market otientation is a form of culiure, an
organisational culture framework can be used 10 look at the barriers to develeping a
market orientation. Consequently, the obstacles to market orientation can be classified
as assumptions, values, artefacts or symbols. In a further study, Harris {1997a) argued
that the development of an organisation-wide market criemed culture is dependent on

the dominance of the market orientation over other organisational subcultutes, such as

58



professional ideologies. Further, the likelihood of markel oriented cultural dominance is
dependent on organisational contingencies (such as an organisational crisis or u change

in lendership).

While Messikomer (1987) and Harris (1996b; 1997b) looked at barricrs to market
erientation from a ‘culture’ perspective, Wong el al, (1989, p 43) Tound that the most
common barrier mentioned by functional managers was “the sheer difficulty in
attempting to change traditional thinking and practices or the selfl inlerests of staff
within their vnits”. This resulied in a “lack of cooperation and coordination” between
functional units”. Other barricrs were financial resource constraints, departmental
preoccupations with functional problems, a lack of appropriate skills and unclear

marketing objectives.

Research inte market orientation barriers has concenirated on management level
barriers, with little attention being paid to shopfloor or staff level impediments. Harris
(1997a), however, found that “shopfloor” barriers were very different from those
perceived by the senior management. Interviews with front lice employees suggested
seven impediments at the shop floor level (apathy, instrumentality, limited power, short-

term focus, compartimentalisation, ignorance and weak management support}.

Jaworski and Kohli (1993) supgested that esprit de corps and commitment are
consequences of market orientation. However, Harrls' (Harris, 1997b) study
contradicted this suggesting that Jow levels of motivation, satisfaction and commilment
directly affected the development of market orientation. The implementation of any

action plan or attempt to refocus an organisation requires commitment from employees.
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Several comments from shop (loor workers highlighted reasons for resistance al the

shop floor:

* While management assumed employees were committed, satished and
motivated, employees behaved and held attitudes that were apathetic towards
many company stralepgies and plans.

* Employees pave automatic positive responses (0 a management plan without
acivally meaning it. As a result, managers appeared to be misled by
employees who frequently feigned agreement.

» Managers and executives were frequentty rewarded for market oriented
behaviour but shop floor employees could see little personal reward for
organisational market orientation.

s  While many employees were aware of polential changes or issues that can
potentially improve levels of market orientation, they were unwilling or
reluctant to cffer suggestions to the management.

It seems that shopfloor workers' limited power to implement comparatively small
changes impeded not cnly physical changes to the organisation but also limited the
organisational culture to one of obedience, rather than market responsiveness. Most

employees adopted a short-term, rather than a long-term focus.

While managers and executives are usually well versed in marketing theory and
practice, shop floor workers are often ignorant of the nature and consequences of a
market orientation. As a result, such employees are often confused. In addition, poor

management and limited communication impede the development of a front line market
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orientation. Harris (Harris, 19974) demonstrated that, while employee participation and
satisfoction wre key elements in developing a markel orienlation, this group is ofien
ignored. Mohr-Jackson (1991) also supports this view. Conscquently, while the
management may intend to be markel orienied, this may not translate inte reality il fronl

line employees are not properly involved.

2,15 Critlcisms on market ortentation

While many researchers have discussed the positive impact of a rarket orientation on
performance, the concept has not been without its critics. Criticisms have been made at
various levels. At a conceptual level there have been questions about the validity of the
marketing concept in the modern business environment while, at a practical or
operationzl level, some have argued that having a market orientation may not be
effective or may even be counter productive, Added to these are the philosophical
questions - 'should a business be market oriented and give the customers what they want
when this will harm the society in the long run?' and 'when should the long term overall
good of the society take precedence over the long term profitability of a business

because of its market oriented behaviour?'

Kaldar (1971) argued that the concept is inadequate as it ignores a person's creative
abilities. Further, customers do not always know whal is needed, a 1ypical example
being interactions between doctors and patients. In a similar vein, Kerby (1972) and
Bennett and Cooper (1979) suggested that customers may not be good sources of
information about their needs and that very few significant product innovations have

come about because their inventor sensed a customer need.
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“It is quite certpin that few if any of the reafly significant product

innovations which have been placed on the marker to date were developed

becanse the inmventor yensed that o latent pool of needs wus yearning 1o be

satisfied.”

{Kerby, 1972, p 31)

Custamers’ ability 1o verbalise their needs is limited by their knowledge and their
suggestions are lieited by the technology they know. Conseguently, a market oricnted
firm may be preoccupied with product extensions, rather than with revolutionary new
products. Likewise, quantum leaps in science and technelogy can have a substantial
impact on performance. The literature abounds in success stories based on technological
and scientific breakthroughs (eg. fax machines and many new drugs) some of which
were ot based on articulated market requirements. In this context, Tauber (1974, p 25)

commented that:

“The reasurement of consumer needs as well as of purchase interest may be
valid for screening continnous innovations, bul consumers may nof
recognise or admit they need products that are wnusual.©
These comments suggest that the routine measurement of customer needs may lead to
contipuous product improvements but may not be helpful in developing radically new
coneepts or products. Robert Lutz, a Vice-Chairman of Chrysler, criticising the beavy
reliance on consumer inputs into the auto design process, recently commented:
"Let's face il, the customer, in this business, and I suspect in many others, is
usually, at best, just a rear view mirror. He can tell yon what he iikes about

the choices that are already out there. Bt when it comes to the future, why,
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i axk, shouwld we expect the customer to be expert in elairvoyance or
creativity? After all, isn't that what he expueets us 1o be)”

(Flint, 1997, p 82)

In the carly 1970's Konopa and Calabro (1971), examined the extent lo which Lhe
marketing concept had been adopied by large American industries. Using the presence
of 2 marketing manuger a5 an indicatlor of the degree to which the markeling concept
has been adopled, they found that two thirds of their sample was still in a production,
rather than 4 marketing oriented mode, with the production manager in control of the
business. There was also a view that sales and marketing managements were
synenymous and many respondents viewed marketing in sales terms, treating murketing
as secondary to other duties. Such criticisms continue even today, with many studies
finding that businesses pay lip service marketing but have not adopted a market

prientation,

Market orientation can also present ethizal issues. For example, what values should a
university adopt in being market oriented {both customer and competitor oriented). On
what basis should its performance to be measured? If purely in financial terms, should
the university concentrate on the revenue and not worry about the long-term impact on
the quality of education and future generations (Molnar, 1998, Yee-Man Siu, 1999).
Such concerns also apply to other areas, such as the environment, which impact on
society’s well being. A typical case is the fast food industry, which has come under
considerable criticism, because of the food they supply (Anonymous, 1998) (Maynard.
1997) and the amount of waste they generate (Allen, 1991; Anonymous, 1991), Yet

another example, which doesn't need claboration, is the sale of guns and weapons and
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the debate an pun control (Editorial, 2000). The question in such cases is *market

origntation towards what?*

Housten (1986, p 81) put & different emphasis on the problem and, citing Jolson (1978)

referred to a general perception that:

"The marketing concepl is so ubiquitous in the marketing class room that the
native student of marketing is led to believe that finns who fail to employ
this philosophy are business criminals.”
He argued that very few preducts are custom designed and that a marketer is typically
given a preduct 1o sell and cannot make product modifications, Further, a manufacturer
often has established production facilities and inventories and finds that it is not
possible to develop radically different products based on customer needs. Under these

cenditions the marketing concept may be constrained.

Another criticism of the marketing concept is directed at the assumption that it can be
universally applied in all situations. Sachs and Benson {1978 p.74) raised the question
as to whether it was 'time to discard the marketing concept.’ They argued that ‘since its
incepticn, the marketing concept bas been so heralded by the marketing academics, that
its acceptance as an optimal management 1ool is almost universal with very little critical
examination.” As a result, the marketing concept was seen a solution for all
management's problems and one that can be applied in situations where other

approaches may be warranted,



Exponding on Sachs and Benson's views on the over use of the markeling concept,
Beanett and Cooper {1979) suggested that a business should analyse the elements
required for success before deciding which orientation is suitable. While a markel

orientation may be appropriate, such a decision should be based on the situation.

In addition 1o the practical issues raised, Gummesson (1987) looked at the markeling
concept from a broader theoretical perspective and concluded that the marketing
concept is unrealistic and needs to be replaced, polentially because of its inability to
absorb new developments and its rigid attachment 1o consumer goods marketing. While
agreeing that consumer goods marketing has developed some powerful 1ools, he argued
that, when applied to other areas, the theories are only partially valid and may be
destructive as they fail to rccopnise the unique features of services or industrial

marketing, Gummesson {1987) based his criticisms on the following points:

» The marketing concept is product oriented and favours an approach where
the mass market is manipulaled through the 4Ps of the marketing mix.
These may not be applicable in the services sector, which is emerging as a
key sector of most economies.

& Marketing theories developed for consumer gooads do not take acecount of
long-term relationship between buyers and sellers and, consequently, cannot
be directly applied in situations where relationship marketing is the key to
success.

Gummesson also argued that marketing theories emanated almost exclusively from the
United States and were based on its unique conditions, including 2 buge domestic

markei of 240 million consumers, nationwide coverage by commercial TV and radio
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und a large number of distribution options {Gummesson, 1987, p 1), While others,
adopted American theories partly due 1o convenicnce, their applicability in different
situations is questionshle, as noted by o consuhant R. 1. de Ferrer (1986, p 273) who
expressed his dissatisfaction with European reverence towards American marketing

thinking and commented that:

“They are teuching us lesyans that emanate from a specific market
environment ... We are gawking bystanders ...we fuil 1o notice how much is
not relevant to us, or how much that is of vital importance to Enropeans iy
not treated at all ... We lhave been let down, but only by ourselves: we
should be developing with greater purpose our own European managemen
craft.”
While Gummesson and de Ferrer were commenting on European academics and
businesses, the same comments could be extended to many other countris. For
example, marketing is an accepted element in services like banking in America,
However, Wai-sum Siu (1993) found that, in Hong Kong, there is a general belief that a

marketing orientation is detrimental to banking success.

Sorell (1994) argued that the cusiomer may not always be right and that, while
consumers are generally portrayed as 'kings' or 'victims' and marketing is generaily pro-
consumer, there are situations in which a business should decline the demands of the
consurmers, even if the proposal is economically advantageous. Adopting a policy that
'the eustomer is always right' can result in marketplace injustices. He suggested three

criteria to check if a customer is wrong:
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* Will deference 10 the customers’ wish result in business filure or a
significant loss of profitability while preventing minor harm Io the
customer;

= Does customer satisfaction depend on waiving reasonablke standards of
commercial ussociation, profession, art or craft; and

* Does consumer satisfaction depend on ignoring customer negligence or
injustice?

In response, Borpa and Stearns (1998) argued that, in cach of the situations posed by
Sarell, the customer was right or Ihe depicied situation was such that the question of the
customer being right or wrong didn't arise. Their view was that the dilemmas posed by
Soreli could be addressed within the boundaries of exisling knowledge in marketing and
economics. They concluded their arguments with the comments, “Sorell is correct that

not all consumer segments should be served, What he is incorrect aboul is ‘why™.”

Bell and Emery (1971) also examined ihe marketing concept from an ethical and sacjal
perspective and suggested that a company's first objective should be to accept more
responsibility for consumer welfare and that profits should be the reward for doing this.
Beil and Emory’s thoughts, as well as that of Sorell, lead to the fundamental question

raised earlier: 'market orientation towards what'.

In a study of the Dutch Housing Industry, Priemus {1997) discussed the negative
aspects of a market oriented housing policy and the social cost of such a policy. The
author used the term, market orientation to mean that market mechanisms will dictate
the housing market, subsidies wil} be scarce, rents will cover costs and 5o on. While this

may not be relevant to the market crientation constructs studied in the present project, it
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shows another dimension as to why a markel orjgntalion may not be good if it does not

take social costs into account.

Martin {1995) suggesied that businesses should sometimes ignore customers and that
being a sfave 1o customer research ofien leads to safe but boring line extensions, Taking
a chance on a breakihrough product can lead to higher iong-term profits. From 1989 to
1993, 90% of all new products were ling extensions and only 10% were breakthrough

products. However, this 10% brought 24% of the profits attributed 1o new products.

Day (1998) tock a merc balanced view of the market orientalion process. While
acknowledging that there is a growing belief in academic and business circles that, in
some contexts it may better to ignore the customer, he cautioned thal such a belief may
be misplaced. Responding 10 Hamel and Prahlad’s (1994) assertion that customers are
unable to envision breakthrough products and services, he argued that while such an
observation may be valid, it is misleading because the nced or unmet demand existed,

otherwise the products would not have succeeded.

Custorners may not be able to envision breakthrough products and services, In this
respect, Hammel and Prahlad (1994) are correct. However, the success of a market
driven company will depend on it finding the best selution for customers’ unmet nceds.
A solution at hand may not always be the best but may be limited by technalogy or

other factors.
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For critics of the marketing concept, three key reasons for not following customers are:

l. Customers respond more positively lo what is familiar and comforable.
They arc not initially attracted to radically new ideas or designs or products.

2. Reseurch methods ure incapable of sorting out cuslomer’s contradiclory
requiremnents and, ofien, customers don’t mean what they say because they
are nol making decisions with their own money.

3. Customers ofien view the first imperfect and costly versions of a new
technology or service from the standpoinl of the refined versions or
established versions. For example, pictures from the initial digital cameras
and initial cellular phones got poor customer feedback because of technical

limitations.

Day (1998) argued that, while these reasens may be valid, they miss the point.
Management insight and conviction that a market exists for a new product or service
must be grounded in an intimate understanding of customer behaviour, latent needs,

changing requirements and dissatisfactions with current alternatives,

Scepticism about the value of consumer inputs can be misguided. Day quotes Peter
Drucker, who, reportedly once observed "one car use market research only on what is
already in the market.” Drucker supported his view with the example of Xerox, which
failed to put fax machines into the market because market research convinced them that
there was no market for such a product. Refuting Drucker's arguments, Day (1998, p 5)

mentioned that, by 1974 XeroX knew that there was a large initial potential of about cne
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million units. Unfortunately, Xerox chose the wrong technology path thal lurned oul 1o

be a much less attractive alternative than the later fux machines.'

While people passionately criticise the markeling concept or argue its virtues, il is
evident, that critics only point to its limilations, [t should be noted that marketing
concept had its origins in the mass marketing of the 1930%. On the contrary, the
passionate advocales for developing a market orientation adopl the view that Lhe
marketing concept is all encompassing and, by ils very definilion, should take account
of all the environmental factors, such as technological advances and changes in the
market. While, in theory, this may be achievable, in practice, it might nol be possible

for a company to scan every variable.

216 Concluding remarks

Though the marketing concept has been discussed and its impact on performance
demonstrated, it remains an elusive concept and a point of frustration for many. Further,
in spite of its wide use, academics differ in their opinion as to what constitutes a market
orientation, In the 1960's and 197('s, the marketing concept was seen as a business
philosophy, with very little focus on its measurement. The impact of marketing was
anecdotal and without empirical evidence, Kohli and Jaworski (1990} and Narver and
Slater {1990) operationalised the market orientation concept into specific construcis and
Narver and Slater (1990} provided empirical evidence on the positive refationship
between market orientation and performance. This relationship has been verified and
situational and business factors affecting the relationship have been identified in several
subsequent studies. The results, so far, have been mixed. Thus, markel orientation

appears to be a theme that is evolving in marketing.
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The scademic and business literature suggests that he implementation of a market
orientation is nol an casy process and that there wre several barriers to s
implementalion.  This, combined with misunderstanding aboul the concept, partly

explains the variability found in the market oricntation-performance relationship.

While there is gencral suppon for the positive Impact of market orientation on
performance, market orientation has also been criticised at conceptual, operational and
ethical levels. Given that most of the studies have examined large multinational
businesses, the applicability of the concept in other settings, such as small and mediom

enterprises, has been questioned.

Understanding the market orientation concept in the SME sector in Australia reguires an
appreciation of its small business environment and knowledge of the marketing
practices adopted by these SMEs and the differences between large and small

businesses. These points are discussed in the following chapter.
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CHAPTER 3

Small Business in Australia
31  Small Business - Definitions and Interpretations
The definition of a 'small business' varies between industry sectors and between
countries. Cross (1983) and Ganguly (1985} (cited in Atkins and Lowe (1997)) Tound
forty definitions of small firms in the GECD countries, There is no clear consensus as to
what constitutes a small business and definitions are often wbitrary. In general,
economic and management characlerislics are used 10 idenlify small businesses. In the

United Kingdom, for example, three features are considered to be keys.

“Firstly, in economic terms, a small firm is one that has relatively small
share of its market.

Secondly, an essential characieristic of a small finn is that it is managed by
its owners or part owners in a personalised way, and not through the
medivm of a formalised management structire,

Thirdly, it is also independent in the sense that it does not form purt of a
larger enterprise and that the owner-managers should be free from ouaside
control in taking their principal decisions,”

Bolton Comtuittee report, UK (1972)

An Australian study also stressed the importance of management characteristics by

defining a small business as one in which:

“One or two persons are required 1o make all the critical managenent

decisions ~ finance, accounting, personnel, purchasing, processing or
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servicing, marketing and selling — without the aid of internal specialists,
antd with specific knowledge in only one or two functional areas.”

Wiltshire Committec Report, Australia (1971)

In the United States, a small business is defined as “one Lhat is independently owned

and operated and that is not dominant in its field of operation” (SBA, 1998).

While these definitions give a general description of what a small business is, there are
no quantifying criteria. Recently, in defining a small business, the Australian House of
Representative’s standing committec on Industry, Science and Technology (1990)
emphasised the independent ownership and management of the business. From a size
point of view, the committee considered a small business to be one that employed less
than 20 people in nen-manufacturing industries and less than 100 people in
manufacturing industries. While recognising the size componem, the committee
emphasised 1hat size is a functional addition and should not overshadow the criteria in

the basic definition.

In 1973, a large number of small businesses in New Scuth Wales, Australia were
surveyed using the number of employees as the criteria (Johns, Dunlop, & Shechan,
1978). A manufacturing business was considered to be small if it employed less than
100 persons while, for a non-manufacturing businesses, the size was set at 30,

The ~hoice of employee numbers as the classifying criteria and the size limit is
arhitrary; the intention being to include firms in the small business calegory that are

most likely to have the economic and management characteristics found in the original
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definitions. Other measures of size, such as sales or turnover, return on investment and

value of assets, could be used for classification but reliable data is not always available.

There is also a varintion of size depending on the type of business activity and between
countries. In the manufacturing sector, the employee number is 100 whereas, for the
nen-manufacturing businesses, the number is 20 or 30. Other definitions have also been
used. For example, the British Bolton Committee (1972) used an employmem limit of
200 in manefacturing while, for retailing, wholesaling and service industries, a

definition based on sales / turnover was used.

In the United States, the Small Busincss Administration (SBA)} uses size standards
(SBA, 1993) to classify a business and defines a small firm in terms of employment and
safes. These standards define whether a business entity is small and, thus, eligible for
government assistance and preferences reserved for ‘small business’ concerns, Size
standards have been established for types of economic activity, or industry, generally
under the standard indusiry classification system. The levels of these factors vary

between industries and depending on the purpose of the definition {SBA, 1998).

While establishing size standards, the SBA also considered economic characteristics,
including the structure of an industry, the degree of competition, average firm size,
stari-up costs and entry barriers and distribution of firms by size. It also included
technological changes, competition from other industries, growth trends and historical
activity within an industry, The SBA also takes market share and other appropriate
factors into account to cnsure that a business that met a specific size standard is not

dominant in its field.
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As can be inferred from the above description, the SBA uses a complex sel of criteria to
define whether a business entily is small. [n addilion, the SBA has different sets of
criteria for different purposes. For example, 1o qualify for SBA loan assistance, u
company must be operated for profit and fall within size standards, cannot be involved
in the creation or distribution of ideas or opinions (eg. newspapers, mapazines, of

schools) and cannot be engaged in speculation or investment in rental real estate,

In Belgium, smail firms are defined in terms of employment but eligibility for
assistance varies according to the location of the business and the industry in which it

operates.

The standard definition of a small business used by Industry Canada and Statistics
Canada is "any manufacturing firm with fewer than one hundred employees, or, in any
other sector, a firm with fewer than fifty employees” (Munroe, 1998). However,
according to Canadian Bankers Association (1998), “every financial institution has its
own definition of small business based on number of employees and individual owners,
arount of financing required for business star-up or expansion etc. In general, banks
generally view small business as operations employing fewer than 50 people and / or
generating gross annual sales of up to Can $5,000, 000", As a further variation of this
definition, Canada’s Export Development Corporation defined a Canadian SME
exporter as baving total annual sales less than Canadian $25 million and a small

exporter as one with annual sales less than Canadian $5 million,
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In summary, there are many variations in the deftnitions of small or medium buginesses
across countries. In addition, even within a country, different agencies use different
criteria to classify SMEs depending on the purpose of classification.  Such a wide
variation in the criteria used to characlerise SMEs creates problems for SME
rescarchers. Researchers in different countries use the definitions of their national

bodies. As a consequence, comparisons between countries can be difficult.

The US Small Business Administration, in one of its annual reports, adopted a
definition of a# small business as one with less than 500 employees. This emphasises the
importance of the relative size and number of firms, since this can be compared with the
British figure of 200 and the Australian figure of 50. The American definition of a
small firm would embrace many of Ausiralia’s large businesses (McKenna, Lowe, &

Tibbits, 1991).

In addition, as will be shown later in Lhis chapter, 1 large number of Australian
businesses in the small business sector employ less than 10 employees and have a
turnover of between $30,000 and $1 million. In contrast, in America, $1 million is

often the minimum turnover.

It is also clear that while the several characteristics have been used in defining small
businesses, relative size is used mest frequently. Indeed, it is often the only variable
used. Some researchers have commented that classifying small and medium enterprises
based on employee numbers is not a scientific way of classifying businesses and have
suggested alternative schemes of classification. Recognising the limitation of the size

variable, Carson and Cromie (1990} asked, 'just how imporiant is this issue of relative
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size? Is it in fact, the characleristic of a small business that lias the most significance for

the praclice of marketing in 1hese organisations?

After reviewing the small business lilerature, Atkins and Lowe (1997} reporied on the
criterin used to identify small firms. They observed that the number of employees was
most widely used and accounted for two-thirds of the criteria used in recent research. In
addition, turnover and assels criteria have been used, but less frequently. Because of the
correlation between employment and 1urnover, they argued that a criterion based on
both is not appropriate. They demonstrated that a managerial process criterion, based on
whether firms undertook at lesst one of the budgeting, forecasting or performance
comparison functions could be used, With such a classification, firms in different
sectors cun be compared. However, because of simplicity, classifying a business based

on the number of employees continues to be the preferred method of classification.

It is widely accepted that significant differences that separate small businesses from the
large ones relate to the business objectives, management style and marketing practices
(Leppard & McDonald, 1987). Five qualitative characteristics that differentiate small
and large businesses are the scale and scope of operations, the independence and the
nature of their ownership arrangements and their managemeat style (Schollhammer &

Kuriloff, 1979).

Several authors have emphasised the impoertance of management style in contributing to
the success of small businesses. For example, there have been comments on the limited

formal education of owner managers and suggestions that small business problems and



failures occur becausc of a lack of managerial skill and depth and 4 personal lack or

misuse of time {Broom, Longenecker, & Moore, 1983).

32 Small business in Australia and its importance

Economic well being depends on many factors and small businesses cannol he
portrayed as the solution to overcome the economic ills of a country. However, Lhere js
evidence to suggest that an increasing rate of new business formation and the growth of
existing small businesses contribute significantly to the employment base and cconemic

efficiency of many countries,

Quoting European experience, Flynn {1998) commented, ‘throughout the continent,
small companies are where the action is,” He observed that, while Evrope's industrial
giants contimie to shed workers, smaller dynamic companies are emerping with a
potential for the employment of a large number of people. Likewise, the role of small
business in the national economy has been praised in several other countrics {ABS,
1998, Anonymous, 1996, Cheteuti, 1998, Durkelberg & Waldinan, 1996; Timmons,
[990). Indeed, a British labour market report (Johnson, 1991) found that manufacturing
businesses with fewer than 100 employees accounted for 24% of all manufacturing

employment in {986, compared to 12% in 1973.

The National Parliament has noted the importance of SMEs in Austraiia. In their 1990
report, the House of Representatives Standing Committee on Industry stressed the
importance of the SME sector to Auvstralian economy. This commitice agreed that,
while the precise contribution of the 750,000 small businesses to Ausiralia might be

difficult to quantify, it was substantial. The report further mentioned that ‘the existence
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of the small business secior contributes greatly to the flexibility of the cconomy and its
ability to evolve 10 meet changing demands’ {House of Represealatives Standing

Commiltee on Indusiry, 1990, page xi}.

In Australia, the Australian Bureau of Statistics' (ABS) (1997) definition of a small
business is widely accepled. For statistical purposes, small businesses are defined as
non-manufacturing businesses employing less than 20 people and manufacturing
businesses employing less than 100 people. A firm is considered to be medium sized

when the oumber of employees is mare than the small business limit but less than 500.

‘This employment based size definition is not used in the agricultural sector. Agricultural
businesses can be large-scale operations with relatively few permanent employees.
Consequently, for agricultural purposes, the deciding criteria are the area of the crops,
the number of livestock, and crops produced and livestock turn-off during the year,
Agriculiural businesses with an estimated value of agricultural operations (EVAO) of
between $22,500 and $400,000 are considered small, Businesses with an EVAQ of less
than $22,500 are excluded from the definition because they are not generally operated

as a business veature and their contribution to commodity aggregates is insignificant.

The importance of the small business sector for several national ecovomies was
mentioned enrlier in this section. In Australia, most of the statistical data on smal
business is cornpiled by the ABS, According to 1995 October figures, published in the
Australian Smal! Business Bulletin (ABS, 1998), there were 757,000 small businesses
in Australia, which constituled 95% of all businesses in the country, Small busincsses

employed around 3.5 million Australians, which constituted over 50% of all the people
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emplayed in the privale seclor. Approximately 1 in 9 small manufaciuring firms were
exporiers. Tables 3.2.1 and 3.2.2 show the distribution of businssses in different

industries and the level of employment in these industries.

Table 3.2.1:  Australia in Brief - Number Of Businesses, 1994 .. 95

Industry Unit Small Other Tolal
businesses  businesses
Agriculture ‘000 1015 8.9 110.4
Mining 000 2.5 0.3 2.8
Manufacturing ‘000 67.9 1.5 69.4
Electricity, gas and water supply ‘000 0.1 0.0 0.1
Construction ‘000 149.7 1.8 151.5
Service Industries
Wholesale trade ‘000 50.0 3.9 39
Retail trade ‘000 134.7 4.0 138.7
Accommodation, cafes and ‘0no 25.4 31 28.5
Restaurants
Transport and storage ‘000 44.1 1.4 455
Communication services ‘000 8.0 0.0 8.0
Finance and insurance 000 209 1.1 218
Property and business 000 131.4 39 135.3
Services
Education 030 15.6 1.4 16.7
Health and community 000 33.5 2.8 56.3
Services
Cultural and recreational Lhi 27.2 1.0 28.2
Services
Parsonal and other services ‘000 55.0 0.9 55.9
Totat service industries ‘000 565.6 23.0 588.6
"Total all industries 000 887.3 355 9228
Businesses in service industries as a Yo 63.7 64.8 63.8

percentage of ali businesses

Source: Small Busincss in Australia, 1995 (1321.0); Auvstralian Bureau of Siatistics
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Table 3.2.2: Employment in Industries (a)

Industry June 1993 June 1594 June 1995
“000 '000 000
Agriculture, forestry and fishing 348 349 348
Mining 8! 77 81
Manufacturing 991 950 950
Electricity, gas and water 91 81 73
Construction 261 275 289
Wholesale trade g6 422 413
Retail trade B48 873 908
Accommodation, cafes and 344 379 380
Restaurants
Transport and storage 204 292 311
Communication services 114 116 124
Finance and insurance 297 296 284
Property and business services 556 552 618
Private community services (b) 512 517 534
Cultural and recreational services 120 123 158
Personal and other services 137 143 152
All industries 5,58% 5.444 5,632

(a) Includes private employing and public trading businesses but excludes non-
employing businesses and entities in the general government sector. (b) Includes
private education, health services and community services businesses, but excludes
those in the public sector.

Source: Business Operations and Industry Performance (8140.0), ABS

(Note: The statistics contained here are the most recent avajlable at the time of its

preparation 27/2/98. More detailed and, in many cases, more recent statistics are

available in the publications of the ABS and other organisations. The ABS Catalogue of

Publications and Products (1101.0) lists all current publications of the ABS. Copyright

© Commonwealth of Australia, 1993)
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3.3 Characteristics of Small Business in Australia

In 1997, the ABS (1997) conducted a survey of non-agricultural small businesses, to
analysc their characteristics and compared the results with a 1995 survey. A small
business was defined as one with less than 20 employees. The results prescnted in the
following tables show the current status' of small business in Australia as compared lo

1995,

3.3.1 General characteristics

Table 3.3.1.1; Characteristics of businesses in Australia

Criteria 1997 Comparison with 1995

Number of business operators 1311900 Increase 4.8%
Number of stall businesses 846000 Increase 6.5%
Male / Female ratio of operators 65 %/35% Female up 9.0%
Male up 2.6%

Table 3.3.1.2: Age profile of business operators

Age (years)  Number of operators

<30 128600 (10%)
30-50 841,800(64%)
>50 341,500 (26%)
Total 1311900(100%)

' ABS brought out their updated (997 — 98 report recently {ABS, 1999), There were na significant
changes that could have an fmpact on this research. Relevant dala frem this report is included in appendix

F.
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Compared to 1993, the number of operators below the age of 30 decreased by 16,700,
this group constiluting 10% of the towal. In contrasl, the number of operators over 50
increased by 50,700 over the same period and those aged between 30 and 50 increased
by 25,800 (3.2%). Table 3.3.1.3 shows thal a large percentage (46%) of small
businesses is made up of non-employing businesses. Many business proprictors

appeared to use these firms as a form of self-employment.

Table 3,3,1.3: Employment in small businesses

No. of employees  No. of businesses Comparison with 1995
0 392700(46%) Up2.2%
14 323100(38%) Up 20%
5-19 130500(}59) Down 7.5%
Total 246300(100%) Up 6.5%

Table 3.3.1.4: Length of operation

Length of operation % of businesses
< | year 10%
1 - <5 years 34%
5-< |0 years 23%
> 10 years 33%

This age distribution of the small businesses was very similar to that recorded in 1993
although a smaller proportion {10% compared to 13%) have been operating for less than
a yeor. Over 50% of the businesses were "long established”, having been in operation

for more than 5 years.
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3.3.2 Success of small businesses

Table 3.3.2.1: Success of small business

Degpree of success % 1997 % 1995
Highly successful 17% 20%
Moderately suceessful 13% 69%
Unsuccessful 6% 4%
Unsure / don't know 4% 7%
Total 100% 100%

Respondents were asked to rate the suceess of their businesses during the previous year
and the main factor that led to success. Resuls are shown in Table 3.3.2.1. A greater
portion of businesses with 5 tol9 employees considered themselves to be highly
successful. Of these businesses, 31% thonght they were highly successfu) compared
with 17% for businesses with 1 to 4 employees and 13% for non-employing firms. The

major reasons respondents perceived their business to be highly successful, were:

s A quality product or service (52% of the cases)

¢ Geod management {14% of cases)

» Prior experience (10% of cases).
333 Structure of Australian Businesses
Figure 3.3.3.1 shows the structure of Austcalian business in terms of the number of
businesses, employment, type and size of business, OF the 1,052,000 businesses
estimated to be in operation, the ABS classified 5000 (0.5%) as public sector

organisations and the remaining 1,047,000 {99.5%} as private sector businesses,



Privale seclor

Total public and private seclor
1 051 900 businesses
8 302 900 persons employed

Public sector

Agriculuere, forestry, fishing
117 400 businesses
345 400 employed

Non agriculture sector
929 500 businesses
& 470 600 employed

Private sector small businesses

Public trading and general
government organisations
5000 organisations
1486 900 employed

Agriculture, forestry, fishing
104 500 businesses
254 600 employed

Non agriculture small
businesses
899 700 businesses

I

Noo employing businesses
409 100 businesses
6540 800 own account woikers

Employing businesses
490 400 businesses
2 606 500 employed

Employers 291 600
employed in  thein
own business

Employees {(wage /
salary earners)
2314 900 cmployees

Source: ABS statistics - Small business in Australia 1997 publication No,

1321.0, Australian Bureau of Statistics.

Figure 3.3.3.1: Structure of Australian Business 1996 — 97
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These private scetor businesses employed an estimaled 6.8 million people (82% of the
total number of people employed). OF these privale sector businesses, 117,400 were in
the agriculure, fishing and forestry industries employing asbout 345,500 people (5%)-
The remuining 95% (or 6.5 million people} were employed by 929,004 nan-agriculural

busingsses,

3.3.3.1 Small business sector
Of the [17,400 agriculture husinesses, over 90% were in Lhe small business sector and
this secior represenied approximately 10% of all the small businesses in Australia.

Employment in this sector was estimated a1 223,600 peaple in 1997,

As can be seen from figure 3.3.3.1. about 900.000 or 97% of all the businesses in the
non-agriceltural sector were small businesses, and this sepment employed almost 3.2
million people. Approximately 71% were employees, while 29% worked in their own
busines., cither as employers or own account workers. Upon subdividing the industry
seclor into gtml:ls2 and service® sectors, it was found thal the service sector accounted for

73% (660,500) of small businesses and for 70% of small business empleyment.

* Guoods Producing industries include: Mining, Manufaciuring, Eleciricily, gas and water supply and

construction.

1 Service producing industries indude. Wholesale trade, retall trade, accommcdation, cafes and
restaurants, trapsport and storage, communicalion services, finance and insurance, property and business

services, education, kealth, colture and recreation and personal and other services (ARS. 1998),
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3.3.3.2 Industry Breakdown

While small businesses accounled for 96% of all businesses, 1the proportion was highest
in construciien and personal and other services industries, with each having about 99%
of their businesses classified as smull. The proporiion was the lowest in the
acconumodation, ciafes and restauramts industry {89%). Overall small husiness
ciployment in the non-agriculiural sector was 50% of the 1014l privale sector
employment. However, Lhere was o wide variation across different industry segments.
The construction indusiry had 78% of ils work force in small business sector while, in

the mining industry, the proportion was only 10%.

3.3.3.3 Employing and non-employing husinesses

In 1996-97, there were about 491,000 small cmploying businesses. This segment
employed about 40% of the non-agriculiural private secior work force. ABS data also
show that small business employces were concentrated in manufacturing (20%).
retailing ([9%) and property and business services { [5%). These three sectors employed

54% of the people working in small businesses.

There were also approximately 400,000 non-employing businesses in Australia, with
641,000 working proprietors (own account workers) involved as sole proprietors or
partners. The number of businesses by type and employer size is shown in figure

333.2.
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Source: Unpublished data, Survey of Employment and camings: Unpublished dana,
Labour Force Survey — Published in *Small Business Australia' publication from
Australian Bureau of Sratistics, (Figure 3.3.4.2 is approximate and not 1o scale. Values
from the labour force survey are not available. )

Figure 3,3,3.2: Employce size versus Number of Businesses

3.3.3.4 Growth in the non-agricultural small business sector since 1983
Between 1984 and 1997:
Number of Businesses:
s The number of smal businesses increased by 55.8%, or 3.5% per year.
» Small employing businesses increased by 71.4%, or 4,2% per year,
» Non-employing small businesses increased by 40.5%, or 2.6% per year.
Employment:
¢ The total small business employment increased by 50.1%, or 3.2% por year.
» The number of employers increased by 6.7%, or 0.5% per year.
» Own account workers increased by 46.5%, or 3.0% per year and

» Small Business employees increased by 59.4%, or 3.9% per year,



Between 1993 and 1997, small business growth was a little slower than from 1984 10
1992, There was a decline in the number of non-cmploying small businesses during

these years.

Between 1993 - 94 and 1996 - 97:
»  The overall number of small businesses increased by 10.2%, an average
increase of 3.3%;
s The number of small employing businesses increased by 26%, an annual
grawth rate of 8.0%;

¢ Non-cmploying businesses decreased by 4.2 %, or — 1.4 % per year:

Employment:

» Total small business employment increased by 11.0% or 3.6% per year,

* Employers decreased by 2.2% or — 0.8% per year,

»  Own account workers decreased by 0.5% or - 0,19 per year

»  Smuall business employees increased by 16.8% or 5.3% per year.
During 1984 - 1997, the number of small businesses increased from 577,500 w 899,700,
an annual average growih rate of 3.5%. Over the same period, the number of other
businesses (businesses which are not small) grew by 3.0% per year. Small business
sector employment showed an overall increase of 3.2% compared to 3.0% in the non-

small business sector.

ABS statistics show that, during the 1990s, small business growth has slowed in
comparison to large businesses. In the cmployment sector, small business employment

grew at 3.6% compared to an overall private scctor growth rate of 5.2% per year and
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2.0% for non-small businesses. A significant stowing was observed in the number of
non-employing businesses. Compared 10 anmitai growth rate of 2.6% over the thirieen
years (1984 - 1997), this scetor declined by 4,5% annually, from 1994 to 1997, with

numbers dropping from 428,500 to 409,100

In contrast, the number of small employing busincsses showed strong growih (26% for
the three years from 1993 - 1996) with an annual growth rate of 8.0%. Most of the
growth occurred in businesses employing 1 1o 9 people, which had un overall growth of
29% in the three years. The data appears to suggest that many non-cmploying

businesses have started employing people.

According to the ABS, the reduction in small business employment since 1993 can be
attributed to a decline in the growth of people working in their own business, as well as
a much stronger growth raie in the number of people working in non-small business.
Within the small business sector, some of the service industries, such as health and
cammunity services, education and property and business services had much stronger

growth rates compared to other sectars {eg. retailing. manufacturing and wholesale),

3.3.3.5 Micro Businesses
An importam sub-segment of small business is called micro business. The term micro
business has been used by the Austratian Burean of Statistics (ABS) to identifly smail

businesses that are either non-employing or have Jess than five employees.

Micro businesses constituted B3% of smali businesses in Australia and 81% of all

businesses in Australia. The growth in the number of micro businesses from 1995 10
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1997 has been minimal, In 1996-97, micro businesses employed an cstimated 1.6
million people, which was aboul 50% of 1he small business employment and 25% of all
the employment in the private sector. OF these, 53% were proprictors or own accounl
workers and 47% were employecs. The majority (74%) of these businesses considered
themselves to be moderately successful, with only a small percentage (7%) heing

unsuccessiul,

The statistical information presented demonstrates the importance of the smali and
medium business seclor in Australia, in terms of their contribution 10 the national

economy and actual einployment,

While there is a great dea] of information on industries and highly aggregated provpings
of firms, little is konown abowt the dynamics of individual firms, inciuding their
adaptation to changing conditions, their growth or decline and innevation. These
dynamics have been the object of a longitudinal study undertaken by the Industry
Commission and Department of Industry, Science and Tourism, Commonwealth of

Australia ([997). Some of their initial findings were:

* The entry rate of firms was inversely proportional to the size of the firm as
the smafler the firm, the easier was the entry. Firms employing less than ten
people appeared to have twice the entry rate of firtns employing 10 10 200
people, and these, in turn, appeared (o have entry rates roughly twice that of

the next size grouping;
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» The smallest ficms employed about as muny part-time employees as full
time non-mansgerial cmployees. For larger firms, this ratio fell to around
40%.

¢ About half the firms were family businesses (ie. businesses where there was
more than one proprictor from the same family. Other than the smallest
employing firms, family ownership decreased with firm size. Among small
businesses, employing 5 to 9 people, 61% were family businesses while
around 19% of those employing more than 500 people fell into this
category.

+ Smaller enterprises tended 1o operate for significantly fewer hours per day
and fewer days per week than larger enterprizes”.

* less than 10% of firms had introduced a formal business improvement
manzgement activity (such a TQM or QA or Just in time inventory (JIT)
controls} in Lhe last three years, While about half of the large firms
introduced sich changes. (mainty TQM and QA) only 4% of the smallest

enterprises had introduced such systems.

3.4  Small business and marketing
3.4.1 Reasons for starting a small business
Having established the importance of the SMEs in Australia, the question arises, 'what

molivates people to go into small business? The factors that bring individuats to make

* This survey confirms the general peyeeplion that small businesses operate {ur fewer hours, Added to this
is a commen complaim from small businesses that they spend more time on their business compuged 10

large businesses.
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the founding decision have been well cxamined. Most studies sugges! that the decision
is influenced by social class and family background, personul characterislics,
educational experience, job history and a variety of economic and social factors (Bowen

& Hisrich, 1986; Cooper, 1981; Stanworth, Stanworth, Granger, & Blyth, 1989).

The personal characteristics that predispose people to choose business propriclership
have also been the subject of several studies. These included, a need for achievement
and locus of contrel (Perry, Macarthur, Meredity, & Cunnington, 1986), a desire for
independence, wealth and the exploitation of commercial opportunitics {Hamilten,
1987) and a need for autonomy, achievement, money, market exploitation, job

dissatisfaction, innavation, social mobility and redundancy (Cromic & Johns, 1983).

Frustration ar career blockage has been shown to be a powerful stimuli for new business
formation {Scase & Goffe, 1993; Scott, 1980y, especially for those in managerial jobs.
Entrepreneurship has also been a viable cmployment strategy for job changing
managers. Brackhaos (1980) found that job dissatisfaction is yet another clement thal

pushes peopie towards small business,

Cromie and Hayes (1991) examined the reasons for new business formation and
confirmed that job dissatisfaction, a desire for autonomy and control over one's life
were the key reasons for people leaving paid employment and staning their own
business. Dissatisfaction with promotion policies and a number of issues associated
with superior-subordinate relationship were also found to be related to the decision 10
leave paid employment. Thev also examined the level of satisfaction derived from

businass ownership and found that, afier 4 years, only 12% of the sample was unable to
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report any sources of satisfaction. The muajority of those surveyed were satisfied with

Lheir new role as business proprictors.

Krakoff and Fouss (1993) surveyed more than 1250 owners of American small
businesses and found similar results, A similar trend has heen noticed in Australia, The
ABS reponed that a lurge majority of small businesses felt they were moderately or
highly successful, with only a small percemage indicating that they are nat successful

(ABS, 1998).

Lawrence and Hamilton (1997) examined motivalional factors in the 1980 and 1990's
in New Zealand. They found that the principal motivations were, to make the most of a
commercial oppornunity, independence, create wealth for the founders and to avoid
unemployment.” While the first three reasons (ie. to make use of an opporlunity and
independence) remained the same over the two decades, avoiding vnemployment

emerged as an importam factor in new bustness formation in the 19907,

It seems that, apart from a core set of motivational factors, situation specific factors,
such as ecoromic conditions, can motivate, or force, people 10 start their own business.
A similar wend has been noticed in Australia, where people have been forced to start
their own business because of the dewnsizing in both the public and private sector and

work being outsourced.

Looking at entreprencurial inclinations from a different viewpoint, Stanworth et al.
{1989) found that business-owning parents and a nomber of personality (raits

predisposed individuals to create their own business ventures. Cromie et al. (1992)
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examined the entrepreneurial tendencies of managers and their personal and family
trasits, as well as their work and carcer experiences, finding similar results. In a survey of
194 managers in o wide range of Irish indusirics, they found potential entreprencurs
were iuch more likely to have had business owning futhers or relatives and were likely
lo have owned 1heir own business at some stage of their carcers. Likely entreprencurs
also had a greater need for autanomy, more creative lendencies, and higher propensity

for risk 1aking orienlations than managers.

A4.2 Marketing in small business

How does a smalt firm get involved in marketing? Logic suggests that every firm needs
customers and. therefore, every firm must be involved in some form of marketing. Such
marketling may be mstinctive and intuitive and without pre-planning or forethought bul,
only by performing cerizin marketing functions will a firm continue to exist. For
example, only by providing a ‘preduct’ or ‘service’ thal meets the aceds of customers.
by selling this at & price that sorme customers are willing to pay, and by delivering as
and when some cusiomers find acceplable, can a business survive. Despile its

fundamental nature, small businesses ofien do not atach much importance to marketing.

In discussing the evolution of marketing in smafl firms, Carson (1983) considered the
characteristics of small firms from a marketing perspective and examined the marketing
undertaken by firms at different slages of development, from start-up through 1o the
relative sophistication of a medium sized firm. Carson identified four stages of
marketing evolution (initial marketing, reactive selling. *do it yourself® marketing and

integrated and proactive marketing). Marketing practices in each of these stages were
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constrained by resource limilations, such as, finance, specialist expertise and limited

irmpuct in the market place.

Initinl Marketing:

The majority of small businesses po chrough this phuse, with very few starting with well
laid out or well exccuied marketing plans, The main ingredients of initial marketing
activity are product quality 2nd funclion, price and delivery. There is generally little
promational support and minimal sclling activity. Whatever marketing happens is
uncoordinated. Customers are few and business is generated through personal contacis
and word of mouth refeerals. Often, transactions are based on negotiations beiween the
customer and the owner. In Australia. government agencies such as the Small Business
Developmemt Corporation (SBDC) provide support o SMEs and educational
institutions offer training programs in small business management and marketing.
However, in general, businesses appear 1o continue their initial marketing efforis in an

uncoordinated fashion.

Reactive Selling:

As the number of customers increases and the customer base widens, the personal
attention of the business proprietor towards each customer is reduced. Ad this stage, it is
probable that the small firm will begin to include more marketing components in its
operations. Because new inquiries come increasingly from strangers, who may not have
mutual acquaintances, it becomes necessary for the small firm o provide more
information on its products, prices and delivery dates. In response, the firm may
produce a brochure and some standard promotional letters. Such marketing activity is

likely to be almost totally reactive to inquiry and demand. The firm does not actively
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seck customers; customers are sccured by reacting to their initial inquiries. At this stage,
it is likely that pwch potential business may be lost through a lack of attention 1o detail
and a lack of appreciation for the potentizl customet's request for information. Reactive
marketing warks well when competition is minimal and there is o buoyanl demand. As
long as enquiries continue and a5 fong as existing customers repeat orders, the small

firm will continue to thrive.

“Do it yourself" marketing:

This stage happens when the owner/manager feels the nced for increased marketing
activity. either 1o expand the business or because of competition, bt cannot afferd to
hire a marketer. As a result. they try 10 find out abour marketing and become involved
in new marketing activity. Such markering activities are oficn imtuitive and haphazard.
The marketing performance of the small firm wiil depend to a large exient on the
owner/manager’s aptitude. Quite often. their initial experiences with marketing and the
results obtained strongly influence future marketing activities. There is very litle
coordination. The disjointed marketing efforis may weaken the overall impact of
marketing but this is rarely recognised. especially if the activities produce a satisfactory
increase in sales, which is likely at this stage. As a resuli, the "do it yoursell marketer

thinks that hisfer marketing is effective.

Proactive marketing:
The fnal stage is integrated and proactive marketing, in which the firm adopts a
professional approach to markeling. However, this stage is rarely seen in small business

marketing.
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As can be inferred from this discussion, the murketing uctivities of o small firm tend tn
evolve. Every husiness may not conform to this inode). Some may introduce marketing
from the inception and benef from this approach. Carson (1985) reported that the
small businesses in his semple that introduced marketing fFom inception generally had

an entreprencur with prior miarketing education or training and that this had helped.

14.3 Small business and marketing

According to the generally accepted views of marketing management. @ core set of
marketing functions and activilies are applicable 1o alk firtns. These include gathering
infornution about customers. comperitors amd other <takeholders, analysing market
opportunities, segmenting the market and choosing the target market and positionmg the
product. developing functions relating to the "4Ps” (7 P’ for services) and instituting a
system 1o analyse. plan, implement and control markering strategy. But to what extent

does this markering model apply to small businesses’

Fischer ef al. (Fiscir  Dyke, Reuber. & Tang, 1990 explored the 'tacit marketing
knowiedge’ of enireprencurial manufacturers and found that experienced entrepreneurs
perceived some marketing activities (¢g. product development) as critical 1o success b
regarded other aclivities {eg. formal market research) as relatively unimportant. [In
addition, the cntreprencurs did not place much emphasis on the development of systems
to analyse, plan, implement or control marketing strategy. In the early stages of venture
development, the entreprencurs expressed a distinct preference for close personal
control, rather than the development of systerns, and an intuitive, oppoitunistic

approach rather than a systematic approach to their marketing strategy.



Several nuthors have commented on the paucity of research inter the types of marketing
activities pursued by entreprencurs and the impact of these activities on the ultimate
success of new ventures (Hisrich, [989; Siephenson, 1984). In an cxploratory study,
Ram and Forbes (1990) examiaed the contribution of marketing activitics ta the success
of a venture, compared 10 other functional areas. such as finance and production. In a
canvenience sample of 20 entreprencurs, most marketing activilies were perceived as
being quite difficuit. Across the sample, three difficult activities were developing
distribation outkets, choosing the right product/service mix and creating awareness of
the product or service. In the case of product ventures. packaging and prototype
development were also impontant concemns. A similar observation has been made by
Carsor {1985), who found that entrepreneurs tended (o have nepative attitudes 1oward
marketing, perceived marketing as a cost and treated distribution and selling as

uncontrollable problems.

Carson and Cromie (1990 undertook extensive studies into the marketing practices of
small enterprises and observed that business proprietors had a different approach to
marketing than that taken by professional marketing managers in large concerns. In
particular, the predominating influence of the owner/manager and the managerial and
structural features of small enterprises resulted in a marketing planning approach that
was unique to each business and suited to their needs and capacities but was not based
on a theoretical framewark. About two thirds of the owners adopted & ‘non-marketing’
approach to marketing planning. almost a third were implicit marketers but very few
were sophisticated marketers. This confirmed that marketing in small businesses was
inherently different from that practiced in large ventures and that classical marketing

planning principles need to be adapted before use by small organisations,



Smuall firms also demonstraed a distinctive marketing style. with liitle or no adherence
to fornal struclures and frameworks. Because of resource limitations, the marketing
activities of small firms were restricied in scope and activity, resulting in a markeung
style that was simplistic, haphazard, often responsive and reactive to competilor acuviy
{Carson, 1985). In the carly stages of their development, most small firms were found to
be inherently product oriented. Their marketing was oriented around price. Because
business proprietors are normally the decision makers, the marketing style relied
heavily on the intuitive ideas and decisions and, most importantly, on their common

SENnse.

Broom et al (1983) observed a general weakness in the marketing undertaken by small
firms and suggested that this could eccur because small businesses have difficully in
attracting and affording qualified personnel. The owners of a small firm need to be, or
becorme, an ‘expert’ in many arcas because, unlike managers in large businesses, they are
not usually in a position to employ experis. Significant differences between managing
small and large firms arise because, in the former, the focus is on the pragmatic use of
techniques as aids to problem solving, whereas, in the latter, it is on achicving
‘coordination and control of specialists.’ Resource limitations, lack of marketing
knowledge and time were other constraints noticed in various studies. While a small
business may be willing and eager to embrace marketing, they normally cannot make it

work because of these limitations.

The personal poals of the owner or manager of a small business may also influence their

marketing. Carson and Cromie (1990} noted that small business owners might consider

100



their marketing to be adequate, uniil they decide that they want (e expand their business.
While sonwe may want 1o achicve high growth or expand their business rapidly. others
may be content to aperate on a small scale and may combine business intentions with
life siyle. Cotrespondingly, their marketing approaches are likely to be different, in

lerms of scale and approach.

Dunn and Bradstreel examined the business practices of American small businesses and
concluded that traditional ways of defining and marketing may be cutmoded (Krakoff &
Fouss, 1993). Only 0% of the firms in their sample used external consultants or
governtent agencies for marketing. The principal source of outside assistance was
industry asscciations or trade groups. There was a signiltcant increase in the number of
business owners who perceived the need for help as they grew. This percentage
increased from 44% to 71 % among companies with 25 or more employees, Most small
businesses did not plan for the fulure. Very few of the smal! business owners had

developed marketing plans, financial models or detailed annual operating budgets.

344 Low cost markeling strategies

As mentioned earlier, budget and other constraints ofien force smal} businesses to reson
to low cost marketing. Weinrauch et al (1990) examined how small business owners
successfully marketed on & [imited budget. 'Low cost’ is a relative concept as what
might be affordable for one business may be astronomical for another. A low cost
strategy was one that cost little in actval dollars, was a very small percentage of the
firm’s total budget, and was cost effective in increasing sales revenue. The most popular
marketing techniques were:

* Point of purchase displays (used by 76% of the sample)
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o Yellow pages (71.5%)

s Sules and price offs (68%)

s Window displays {65%) and

v Co-operative advertising (53%).
Leasing marketing employees and toll-free numbers were less popular. Small businesses
also frequently networked and shared information. Industry and trade associations, as
wetl as other business awners, were the best sources of intormation. [n addition 1o
exchanging ideas at meetings. small business managers depended on word-of-mouth
referrals 1o obtain and identify new business prospects. Most small business operators
considered networking to be the best way to market their preducts and services {Krakoff

& Fouss).

Related studies by Weinrauch et al. (1991a; 1991b) found that, in general, small
business owners have positive attitudes about their marketing efforts. There was an
awareness of marketing issves, including the true cost of marketing, the benefits derived
from marketing, the role marketing plays in their businesses, low cost marketing
strategies that work, sources for obtaining market information, and a recognition that
competing against big businesses requires a real competitive advantape. Counter to
these positive attitudes, was a fecling that small businesses are handicapped by
constraints that hinder their marketing ability, financial constraints being the most
important, Davies et al {(1982) suggested that a lack of time and financial resources

cauld explain why small business owners make little use of market research.

Kemp and O'Keefe (1990} observed differences in small business marketing practices

between product and service firms, Location was found fo be an imporant facior in
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wurketing planning in service industries. Service industries also had @ clearer
conception of the target markets they served. Product based businesses reported more
frequent changes of their products, whereas service based firms appeared 1o provide
service uppropriste 1o the market and were nol subject to frequent chinges. Product
ventures placed preuter emphasis on designing the right product, while service ventares

relied on right perseniel to ineract with the customers (Ram & Forbes, 199().

35  The marketing concept in small business

Marketing specialists ofien describe the small business marketing funclion on the basis
of normative models. Brown (1986} suggested thal the three main activities involved in
the introduction of a market crientation into a small firm were diagnosis, planning and
action. Diagnosis included knowledse of the market that was needed to identify and
interpret customers’ needs and knowledge of the firm’s strengths and weaknesses, as
well as its resources. The second activity (planning) involved defining objectives,
strategies and develeping am operating plan. Such a plan provided the basis for action,

which was the third activity.

Other authors have suggested that, even though normative nodels should be considered,
researchers should avoid falling into a “too nermative approach.” For example, Carson
and Cromie {1990) ¢autioned that marketing 1heorists should be careful not to criticise
small firm's marketing for not being properly structured and not adhering 10 classic
marketing approaches. Just as a company must conform te the market place if it is to be
successful, marketing should conform to the capabilities of the practitioner if it is to be

cifcctive.
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An important element of the murketing concept is cuslomer satisfaction. While large
organisitions have been studied quite extensively, very little is known about whether
lhe objectives adopted by small businesses are jn line with the marketing concept and
whether employees in such businesses are aware of the ohjectives being pursued. In an
explorutory study, Ogunmokun and Fitzroy ¢ [995) looked a1 Australian small bustness
objectives and the role of marketing concept. A sample of 48 small manufacturing/non-
manufacturing businesses employing fewcer than 20 employees revealed that, aboul 42%
of the owners/managers did not have satisfied customers' us one of their business
objectives; the inference being that many small businesses did not pay atiention to the
marketing concept. However, most were pursuing an objective of providing the best

quality products.

3.5.1 Market Intelilgence in small firms

It is well documented that large businesses use a range of established and forimal markel
research techniques to gather intelligence about their customers and competitors {Flax,
1984; Fuld, 1985). However, less is known about market intelligence in small

businesses.

Folsom (1991) studied a sample of small retail businesses 10 determine;

*  What market intelligence practices small businesses used,
+ What market intelligence practices they thought their competitors used and
* How important market intelligence was to small businesses.
He found that the most frequently cited practices were to monitor competitors

advertis>ments (50%), to ask customers about competitors (33%), and to talk with

104



competitars and their employees (33%). lohnson and Kuehn (1987) also found that
customers, suppliers and peers were the most common sources of exlernal verbal
information for small businesses, Other less favoured methods were sending peeple into
competitor's  stores,  asking  sales  representatives  aboul  competitors,  ohbserving
competitor’s businesses, reviewing public information sources, asking suppliers or

delivery people about competitors and buying compelilors products and services.

Folsom (1991) also found that small businesses did nol aggressively seek market
intelligence, a finding supported by Fann and Smehzer (1989). Owners did not seem to
be keen on expanding their market intelligence activities, nor did they appear concerned
about information leaking from their business. The advemt of computers and the
internet, has made information gahering easier. However, there is no evidence jn the

titerature to suggest that SMEs use this mede extensively to gather market intelligence.

3.6  The Market orientation in SMEs

3.6.1 Market orientation and SME performance

It is now well recognised that small businesses are not downsized versions of big
businesses and have their own unique characteristics (Carson, 1985; Krakoff & Fouss,
1993}, Consequently, the relationships in small businesses might be different from those
in targe businesses, necessitating a study of the impact of market orientation, as well as
other variables, on small-firm performance. Further, as discussed clsewhere in this

chapter, being 'market oriented’ may be different in a small firm,
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Following mitial papers by Kobli and Jaworski ¢ 1990} and Narver and Slater (19%0), the
impagt of having & market oricntalion on business performance s o lopic of
considerable research Enlerest. Recently, markel oriemation sludies have started 10

examine this issue in SMEs.

Kwake (1997 cxomined whether the markel orientation-performance links, found in
large firms, were also present in smill businesses and tesied the effect of market growth,
compelitive inteasity and market/lechnological wrbulence on these links. Kwaku (1997)
examined {0 consumer and industrial products and services SMEs and found &
significant positive link between performince and the market orientation of a firm. A

similar positive inpuct was seen on profitability and the sales growth of the business.

In a further cross-sectional study of 600 Ausiralizn firms, Kwaku (1996) zlso found a
posittve relationship between market arientation and innovative product development.
However, it had little effect on the market success of the product, as measured by the

sales and profit performance.

Pelham (1996) argued ihat, while Narver and Slater (1990), Slater and Narver (1994a)
and Jaworski and Kohli (1993) established the relationships between market orientation
and business performance, they did not include important business position variables,
strategy variables, or firm-structure variables. Such variables could modify 1the impact
of market orientation on performance. Using & longitudinal study, Pelham (1996)
examined the relative impact of market orientation on small business performance
compared to market structure, fin structure and stralegy. He found that market

orientation had a strong influence on the performance of small firms, Relative product
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quality and new product soccess were not signiflicant influences on profitability;
although growtlvshare had a significant short-terin influence on profilbility, high
prowth in the previous years was found 1o have a negative influence on current

prafitability.

While scknowledging the benefits, businesses perceive cost to be u major barrier 10
developing a market erientation. Hareis (1996) argued thal this is an itlusory barrier and,
in many importaal aspects, a market orjentation is free. The effective implementation of
market orientation depended not on doing different things or ‘throwing money at the
customer prablem, but doing differently and more effectively, activities that have to be
carried out in any case. However, this does not mean that it is easy to achicve, McAnley
and Rosa (1993) explored the relationship between marketing activities and
international success and found general support for the impontance of good marketing in

enhancing performance.

3.6.2 Factors moderating market orientation in SMEs

Small firms tend to have a cohesive culture and a simple organisation structure, thus
diminishing the coordinating benefits of a strong market orientation culture. Small
businesses also have fewer produel lines and customers, reducing the need for formal
activities to gather and process market information. On the other hand, these
characteristics may enhance the firm's ability to exploit a market oriented culture
{Pelham, 1997b; Pelham & Wilson, 1995). As a resuir, the impact of a marker

orientation on the performance of small firms can be examined from two viewpoints,
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Pelham (1996) argued that other intermal and externul variables have such a significant
effect on small business pecformance that the impuct of market origntation could be
nepligible. For example, undercapilalisation and a lack of planning huve commonly
been cited as the most significant influgnces on success or failure of small businesses
{Robinson & Pearce, 1984). Funther, imernal small firm structure aspects, such as
formalisation. coordinmion and control systems, may alse he such important
determinants of small-firm success as to render insignificamt the impact of a market
orientation. On the contrary, because small firms have been charucterised as lacking
systematic decision making, strategic thinking {Robinson, 1982; Sexton & Van Auken,
1982) and long term orientations {Gilmore, 1971), having a marke! orientation could be
a highly significant determinant of performance. Smal} firms are known for their ad hoc
and short term decision making. A market orientation culture could provide small firms
with a, much needed, business-wide focus for objectives, decisions and actions. Further,
smail businesses generally lack the financial resources to adopt some sources of
business success, such as becoming a low cost producer or developing an R&D
competitive edge. Under these circumsiances, a marketing orientation can provide an

important source of competitive advantage.

Pelham's {1996) study showed that, among the variables considered, market orientation
was the only variable to significantly influence the perceived level of relative product
quality, Market orientation was also found to significantly and positively influence new
product success. Market orientation did not directly influence growth/share. ‘The
impact of market orientation on growth share was indirect through new product success.

Having a market orientation also significantly and positively influenced profitability.
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Kwaku’s study (1997), mentioned in an carlier section of this chapter, also showed thal
market conditions such as low markel turhulence, highly competitive environments and
high growth, can influence the markel orientution-performance relationship. For
example, having a markel orientation had a greater influence on profitability in low
murket turbulence situations, on sales growlh in high growih markels and on new

product success in highly compelitive environments.

A lack of a market orientation in high technology firms has been studied and deait with
elsewhere in this chapter. Johne and Rowntree {(1991) conducted a sudy into the
organisation and managemenl of British small high technology firms and found thal
most lacked a formal marketing fenction. Product development resulted from individual
cuslomers’ requests or from meeting the emerging needs of a small group of customers,
with whom the firm had esiablished close conlact. Almosi every firm surveyed
exhibited this phenomenon. This is not surprising because hi-tech firms have few
~lients and a strong technology and weak marketing focus may be well suited 10 such a

situation.

3.6.3 Mecasurement of performance fn a small firm - Measurement issues

Apart from concepttial problems, the measurement of business performance mn a small
firm poses additional difficulties, two major ones being subjectivity in performance
measurement and the use of a single measure 10 evaluate performance.  Business
performance is usually measured in financial terms (eg. masket share, sales growth, RO1
and net profit) though several other measures could be used. While the most objective

way of measuring business performance may be to examine financial statements, it is
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rarely done. Respondents are usually asked to rute their performance on some type of

rating scaks,

These “subjective™ meusures ure of added significunce in the cuse of SMEs us ohjective
mieasures of performance are often nol available. Small businesses are often reluctant to
divulge confidential finuncial information. However, cven when available, these data
may not be relizsble. Fortunately, Dess and Robinson (1984) found a strong corrclation
between subjeclive assessments of performance and their objective counterparts, white
Venkatraman & Ramanujam (1987) found that informant data had iess method variance

than archival daa,

Researchers are increasingly recognising the multidimensional nature of business
performance and the importance of having multiple measures of those dimensions
(Venkatraman & Ramapujam, 1987). However, many researchers continue to use a
single measure of performance in Lheir research. Jaworski and Kohli (1993) relied on a
single measure of 'overall performance’ while Slater and Narver (1990) relied on
ancther single measure {relative return on assets). This coukd be a major issite as several
small business studies have shown that the various measures of performance may not be

highly cotrelated (McAuley & Rosa, 1993),

Taking a refined approach, Pelham (1996) (1997b) operationalised 'performance’ as the
average of a number of different measures. For example, profitability was
operationalised as the average of five measures (operating profit, profit to sales ratio,

cash flow, ROI and ROA).
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However, while Pelbam's use of mulliple measures is an improvement, the practicality
of such an approach in much SME research is questionable, It is important to note that
many small businesses do not have the skills to develop these profitability measures or
10 understand or apply them in their business. Even when the skills are available, time
and resource constraints do not ullow them lo use such measures in their day to day
business. Most of the accounting measures are recognised by accountants and lnancial
planners but are rarely used by owners. [n the present rescarch it was felt that general
measures., such as sales growth, evoke a more spontanecus and accurate response than
involved measures, such as operating profit and profit to sales ratios. Given the survey

approach used, the preference was to use simple measures, such as overall performance.

3.6.4 Summary

This chapter discussed the key issue as to whal constitutes an SME, the definitions used
in various countries and the Australian standard definition. It projected a profile of
Australian small businesses through a series of statistics and reviewed the business and
marketing practices adopted by SMEs. Briefly, it examined the market oriemation and

performance measurement issues in SMEs.

Having reviewed in depth, the literature relating to market orientation and small
business, we now turn our attention to examining the market orientation of SMEs in
Australia, The next chapter of this thesis describes the research methodology used for

this purpose.
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CHAPTER 4
The Research Approach
It is clear that current market orientation models are more applicable to Jarge businesses.
The applicability of such models 10 SMEs is therefore questionable, A study of SMEs
would, therefore, provide useful additional information to the market orientation debate
and improve our understanding of the market orienlation construct and #ts relationship
with organisational performance. Such an understanding is particularly relevant in
Australia, given the structure of its SME sector, which was outlined in Chapter 3. The
present chapter outlines the research approach taken, including the development of the

questionnatre, sample selecrion and the daia analysis methods used.

4.1  The Research Design

There is an increasing requirement in the academic circles that research studies are
linked to ontological, epistemological and methodological flows of logic, The present
stady comprised an exploratory / qualitative component followed by a large scale
quantitative phase. Ideally, a survey instrument validated in several studies should have
been used. However, the evolving nature of market orientation research meant that a
single instrument validated across different situations was not available. As a result, the
research was carried out in two stages. Firstly, existing survey instruments were
analysed, potential scale jterns were examined and an initial instrument developed. A
qualitative study of a small sample of SMEs was then undertaken, in which SME
business and marketing practices were analysed. Information gleaned from this
qualitative phase was used to modify the survey instrument. In the second stage, a large
scale mail survey was used to measure and vulidate the constiucts of interest. In general,

the research pracess followed procedures recommmended by Churchilt (1979).
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4.1.1 The Initial stage

An initial examination of Kohli and Jaworski's { 1990y and Narver and Slater’s (1990)
questionmaires found several similar stalements ¢scale ilems) in wording or in inherent
meaning. Consequently, the twe questionnaires were combined and the stalements were
randomised. The draft questionnaire was then submitted to three marketing und small
business academics, who were asked to identify similarly worded statements and those
with similar meanings, as webl as 10 categotise them under Kohli and Jaworski's and
Narver and Slater's headings. Statements thus grouped were again examined and
similarly worded statements with the same meaning were used only once, Multiple
items were used (o characterise each construct. Severzl statements were categorised by
the academics under more than one heading. suggesting that some of the underlying

dimensions may be related.

4.1.2 Qualitative research with small and medium businesses

This qualitative research phase was exploratory and was used 1o better undersiand
marketing dimensions that are specific to SMEs. Personal interviews with a number of
SME operators were undettaken to examine their operations and determine how market
focussed they were, as well as their preferred mode, if any, of intelligence gathering,
advertising and so on. While previous research suggests that small businesses do very
little of marketing, the preliminary survey was used to nbtain first hand knowledge as to
how it happens in Australian SMEs. The results from this stage werce used to modify

the previously developed questionnaire.

The modifted questionnaire was pilot tested with a small number of SMEs 1o be sure

that people in SMEs understood the questions, In addition, respondents were asked to

113



indicate guestions that were not immedigtely clewr. Based on feedhack from this pilot
study, somw staiements and guestions were reworded. A detailed discossion on the

qualitative research process is provided in Appendix A.

4.1.3 Field survey

The second stage of the project was a large-scale field study that targeted SMLS across
Australia. The study was cross sectional and data were collected using a mail survey.
The data collected were anzlysed w1 an individual and at & group level. Given the

resource and other constraints, mail survey was considered ta be the best option.

4.1.4 Sampling

The sainple was drawn from SMEs from throughout Australia and random sampling
was used to identify SMEs in all of Australia’s capital cities and metropolitan areas. The
study did not target country areas because most of Australia’s population and businesses
are concentrated in its major cities and metropolitan areas. In addition, country areas are

sparsely populated.

About 10000 business addresses were randemly chosen from the electronic (CI>-ROM
based version) yellow pages of Australia. All addresses in the areas of interest were
downloaded and 10,000 businesses were randomly selected uwsing an automated
sampling process. Given that Anstralia has over a million smatl businesses, this methed

was convenient, and cost effective.

All types of businesses, including large corporations, government agencies, franchises

and businesses with multiple branches, formed part of the initial list. The 10,000
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addresses were manually scinned and large businesses that could be identificd werce
removed, However, lhis was not a perfect solution, as the names of some larpe
businesses were not recognisable. A tolal of 5550 uddresses were randomly chosen from
the reduced list, During the post data collection phase, responses obtaiped from the
survey were checked and those meeting the ABS criteria for SMEs were choscn for the

final analysis,

4.2  Data Collection

4.2.1 The preliminary phase

As alrcady mentioned, a preliminary phase was used to identify what censtituted
‘marketing in a SME.” Using a general script {shown in Appendix A), 25 SME owners
ot key executives were interviewed. Interviews were informal, in-depth and undertaken
at their business premises or over the ielephone. Information from these sessions was

used to modify the questionnaire.

4.2.2 Pllot testing the questionnaire

Pilot test sarnple respondenis were personally approached and those who agreed 1o
participate were asked 10 answer the survey, as well as to identify those questions that
were not clear. While collecting the completed questionnaire, a short discussion with
the respondent gave a better idea aboul what they did not understand and what needed

changing.

4,23 The Questionnaire
A copy of the final questionnaire is shown in Appendix B. The questionnaire had three

sections. The first part included 104 Likert type statements that included Kohli and
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Jaworski's {1990) and Narver and Slater’s { 1990) market arientation constructs, as well
us o number of small business nurkeling issues derived from the small business
literature and the previously undertaken qualitative rescarch. Respondents were asked Lo
indicate their agreement or disagreement with the statements an u five-point scale,
ranping from total agreement (1) to 1otal disagreement {5}. Respondents were asked 1o
base their rming on their current business practices and nol on theory or what they
planned 1o do in the future. As recommended by Nunnally (1978} and Churchill (1979,

multiple itemns were used to measure each construct.

The market orientation construels inciuded in the questionnatre were:

1. Intellipence genecation, dissemination and organisational response from

Kohli and Jaworski.

2. Customer orientation and competitor orientation of Narver and Slater

3. Customer satisfaciion and others specific to SMEs.
The customer orientation questions asked abour several customer-focussed activities,
such as intelligence generation through formal and informal methods and training staff
in customer relations. The competitor oricntation questions asked abou whether
respondents generated intelligence about competitors through formal and informal
methods, made employees aware of competitor’s actions or responded te competitor's
moves. Several statements that measured customer satisfaction and repeat purchase
behaviowr were also included. As most SMEs have very few employees, inter-functional
coordination was not included, However, some employee related dimensions (esprit de

corps and organisational commitment) were retained.
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Overall performunce was measured by asking respondents about their performance
relative to olher businesses in their ficld and relative 1o performance in the previous
year. Information about performance in lerms of marker share, return on investment

(RO, sales growth, nel profil and cash flow was oblained.

The second part of the questionnaire included a number of questions about the nuture of
the business, the background of its operators and the way they marketed their
businesses. The 49 questions in this section were a combination of dichotomous,
multiple response and Likert type questions. Some financial questions, soch as
‘approximate annual turnover,’ had multiple categories as accurale financial figures are
often not available from SMEs or, even if they are, such businesses ofien do not want to

disclose exact figures.

In the final section of the questionnaire, respondents were asked to give a short
statement about their objectives when they started their business and the extent to which
they felt they had met these objectives. Respondents’ achievement of their business
objectives was measured on a 1 to 3 seale, ranging from 'did not meet any objective’ (1}

to 'completely met all the objectives’ (5).

4.3  Field Procedures for Data Collection

The survey was a self-administered structured questionnaire, with the exception of the
open-ended guestion in the final section. Each of the targeted businesses was sent the
questionnaire and a self addressed reply paid envelope. Given the length and complexity
of the questicnnaire, an incentive scheme with a prize was used to encourage responses.

Such methods te improve respense rates have been recommended by Jobber (1986).
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The cover letter specified that Lhe questionnaire should be compleled by owners, CEQs
or senior manugers and not by staff, A phone number was given for respondents
requiring clarifications, A follow up phone call or letier would have improved the
response rile but, because of the high cost involved, this was not atempled. The

distribution of questionnuires is shown in Tables 4.3, 1s and 4.3.1h.

Table 4.3.1a: Survey of SMEs - Questionnaire distribution in meiro areas

Region No. Sent Returned to sender
WA (Perth metro) 1492 29
SA (Adelaide Metro) 545 22
Vic {(Melbourne metra) 979 72
NSW {Sydney metro) g19 83
Qld (Brisbane metro} 699 70
Total 4634 336
Returned not usefu) 60
Returned useful 542

Table 4.3.1b: Survey of SMEs - Questionnaire distrlbution in non-metro areas

Region No. Seni  Returned to sender
Australian Capital Territary 154 7
Tasmania 166 4
Northern Territory 125 22
Total 830 54
Number of useful responses g7

44  Response rate
In the five metropolitan areas, 4634 questionnaites were mailed out and 336 or 7.3%

were returned back as "addressee not available.’ A total of 602 respinses were received,
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of which the number of useable yuestionnuires was 542 or 13%, While 13% is u low
Tesponse rite, it was not swrprising given lhe kengih and complexily of the survey, s
timing und the luck of follow up. Indecd, bised on the experience of SME rescarchers, o
low response rate was anticipaed, hence the large mail out. Qther small business studies
lve had varying response rales (Hess, 1987; Kwakuy, 1997; McDaniel & Parasuramnan,

1986).

The timing of the survey may have had an impact on the response rate. The survey was
mailed out in the last week of November when the businesses were emtering the
Christmas business and holiday period. The survey could not be sent carlier and post
Christmas mail out could not be done before the last week of January. Comments on
the timing of the survey were conveyed to the researcher in several of the incomplete
questionnaires and through some phene cails. Some respondents also asked fer exira
time because of thelr business commitments. A few also rang to say that the survey was
not applicable because of the nature of their businesses. However, because of the
definition of SMEs, which is based on the number of employces, the mail out could not
be more focussed. Apart from comments about the timing of the survey, there were

some favourable comments from participants.

4.5  Data analysis

4.5.1 Data Cleansing

Using a consistent coding system, data were entered into an Excel spreadsheet and
crosschecked manually. During the data entry phase, additional codes and categories
were created if responses indicated a need for additional coding or categorisalion.

Using the SPSS statistical package a frequency analysis was undertaken on each
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varinbie to check for outliers or dwe entry errers. Dala enlry errors were correeled by

crosschecking wilth actual responses. Missing data were Iefl for later treatment,

4.5.2 Preliminary data analysis

The first step in the analytical process was 1o “gel a feel” for the data and the nature of
the sample. Since further treatment of missing data depends upon its nature (random or
otherwise and percentage), an understanding of the missing data was essential. A range
of descriptive siatistics, including frequency distributions, measures of central tendency
(mean, median) and measures of dispersion (standard deviation, variance, skewness),

were calculated for each variable.

The question on *business objectives’ in the questionnaire was open-ended and required
a quzlitative response in the form of a short statement, which were entered as a separate
qualitative variable on the spreadsheet. The analysis of this question was undertaken
separately, The extent to which the respondents achieved their business poals was

treated in the same way as the other numerical variables.

4.5.3 Confirmatory factor analysis and reliability testing of constructs

The preliminary analysis was followed by a series of data reduction and reliability
procedures. The reliability of the a priori constructs of Kohli and Jaworski and Narver
and Slater were tested using Cronbach's (1951) alpha. The item to 10tal correlation for
scale items was also measured. Correlations between the market orientation variables

were also examined to test for convergent validity.
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Given the cxploratory nalure of the research, an explorstory fuctor analysis of the
markel orientation varinbles was carried out 1o ensure that the variubles did combine 1o

form a factor structure similar 1o 4 priori constructs.

4.5.4 Measurement models and structural cquation modelling

The reminder of the analytic process concentrated on model building, identifying and
validating constructs and testing the effect of market orientation and other variables on
business performance. The AMOS structural equation modelling (SEM} software
package (Arbuckle & Wothke, 1999) was used for this purpose. AMOS was chosen
because of its graphicat user interface and its ability to visually develop and test moedels.
SEM simullanecusly evaluates multiple and interrelated, relationships (Bollen, 1989)
(Lochlin, 1992). SEM also enables the anzlysis of latent (or unobserved) variables and

their relationship with multiple observed variables.

4,5.4.1 Two stage and full estimation structural equatfon modelling approaches
The structural equation modelling appreach taken, alse termed the AMOS procedure in

this thesis, consisted of twao distinct phases, namely:

1. A measurement model, which evaliates the relationships between observed
and latent variables, was estimated. Such an analysis is a form of
confirmatory factor analysis.

2. A structural model, which estimates the relationships between latent

constructs, was then estimated.

SEM was preferred over other conventional multivariate procedures due to:
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L. the number of direct and indirect relationships in the model,

2. the use of multiple measures for ¢ach latent consiruct, and

3. the ability of the pracedure 1o account for measurement creo,
Since the primary aim wus (o test already suggesied large business market orientation
models {eg. Kohli & Jaworski, 1990, Narver & Slater, 1990) in SMEs, the model's

constructs were generally known. Consequently:

1. A confirmatory factor analysis was undertaken on cach construcl
(dimension} and sub-construct (sub-dimension).

2. An examipalicn of the validily and reliability of each of the suggested
constructs was undertaken before imegrating them inte a larger structural
model.

3. The interrelationships between the latent {unobserved) variables of imerest
were examined.

This approach, in which the measurement model (which relates a set of observed
variables to one or more unobserved variables) is assessed before the structural model
(the structural relationships between latent variables) is evaluated, is wel! docimented
in the literature (Anderson & Gerbing, 1988, Bagozzi & Yi, 1988, Bagozzi, Y1, &
Phillips, 1991}). Such an approach also helps to identify the dinensions and sub-
dimensions, if any, in the measurement model. In discussing the rationale behind such
an approach, J6reskog and Sorbom (Joreskog & Sarborm, 1993 p.113) noted that “the
testing of the structural model, ie. the testing of the initial theory, may be meaningless
unless it is first cstablished that the measurement mode]l holds. Therefore, the

measurement model should be tested before the structural relationships are tested.”
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Instead of this wwo-stage approach, a full model, in which the measurement and
strugtural models are estimated  simultancously, can be estimated, However, 1his
procedure requires o lucge sample to estimate the asymptotic variance—covariance
malrix icross all constructs simulianeously. Jaceskopg and Sorbom (1988) estimated that
asymplotic variances and covariances cannot be computed until the sample size is
1.5n{n+1), where *n' is total number of items vsed to represent the all the constructs in
the structural equation model. For example, if there were 30 observed variables, the

minimum sample size required would be 1395.

The two-stage approach used (Bagozzi, 1980; Burt, 1976) can be undertaken with a
smaller sample because each latent consiruct is estimated separately. The asymptetic
covariance matrix (ACM) therefore relates to a smaller number of variables while, when
evaluating the structural relationships, a smaller sel of composite variables {representing
latent constructs) is used. Because of the smaller mtmber of variables involved in each

stage, the sample size required is reduced.

When the number of observed items is large and a large number of parameters are to be
estimated, a full model estimation procedure can result in a confounding of
measurement and structural parameter estimates. Confounding can make the
interpretability of the estimated constructs a problem. By estimating the measurerient
model first and keeping the interpretation of the theoretical variables constant, such

problems can be overcome {Anderson & Gerbing, 1988; Bagozzi, 1980; Bun, 1976).

A maximur likelihood estimate procedure is typically used to analyse the covariance

matrix. Several popuilar SEM software packages, such as AMOS, EQS and LISREL,
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coable such o maximnen likelihood estimation. Typically, data is not normal {Peierson
& Wilson, 1992) but maximum likelihood estimates provide an unbiased estimate in
such situations (Arbuckle, 1997). It has been suggested that severely skewed or
kurtosed data (absolute mugnilude of skewness or kurtosis preater than [) can lead Lo an
overestimation of chi-square goodness of fit measures and an underestimation of the
standatd errors (Browne. 1984; Muthen & Kaplan, 1985). Bollen (1989} recommended
the use of weighted least squares when dita is non-normal and severely Kurtosed,
Consequently, the normality of the dala was checked as a part of model building

procediire,

AMOS examines the nermality of the observed variables 1o help judge the extent of
departure from multivariate normality, However, Arbuckle (1997) hi. argued that such
tests do nothing more than quantify the departure from normality and roughly test
whether the departure is statistically significant. For such information to be useful, we
also need to know how robust an estimation procedure is against such non-normal data
as *“a < parture from normality that is big enough to be statistically significant could

still be small enough to be harmless™ (Arbuckle, 1997 p 239}

4.5.4.2 Missing data in structural equation modelling

In a data set of the size obtained, some data will be missing. Several standard methods,
such as list wise deletion, pair wisc deletion and data imputation (Beale & Litile, 1975),
can deal with such missing data. AMOS computes full information maximum likelibood
estimates in the presence of missing data (Anderson, 1957). In such cascs series means

are often used to replace missing data.
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4.5.4.3 Sample size

There is very little in the literature to suggest an ideal sample size for struetoral equation
modelling.  According to  Bentler and Chou (1987, pp  90-91), “definitive
recemmendations are not availuble.” A sample size of 200 has heen sugpesied as
reasonable to cxamine differences belween observed and modelled cove. aces
{Hoelter, 1983). Theoretically. ithe ratio of sample size to the number of free parameters
may be as fow as 5 1o 1. However, practically, a ratio of 10 10 § or higher may be
necessary 1o provide correct model evaluation chi-square probabilities (Bentler & Chou,

1987, pp 90 - 91). Boomsma (1987) suggested that:

“The estimation of structural eguation models by maximam likelihood
methods be used only when sample sizes are at least 200. Studies based ont
samples smaller than 100 may well lead to false inferences, and the models
then have a high probability of encountering problems af convergence and
impraper solutions.”
While these considerations set the lower limit for sample size, a Jarge sample poses its
own problems. Witi large samples, trivial deviations from the proposed model can lead
to a high chi-square statistic and the rejection of the model. Because of this, several
alternative fit indices have been developed. The relative merits of these indices are

discussed briefly in the following paragraph.

4.5.4.4 Measures of fit
Model evaluation in SEM is a difficult and unsettled issue and several statistics have

been proposed to measure the merit of a model (Bollen & Long, 1993; MacCallum,
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1990; Mulaik et al,, 1989; Sieiger, 1990). Models with relatively few parameters and
many degrees of freedom are sajd o he parsimonious or simple, while models with
many parameters ire considered to be complex, There is general agreemem 1hat, other
things being equal, simpler models are preferable, Af the same time, a model’s fit is alo
an tmiportant issue. Many it measures attempt 1o balance these 1wo conllicting

ohjectives — simplicity and goodness of fit. Steiger (1990, p 179) noted:

“In the final analysis, it may be, in a sense, Impossible to define one best way
1o combine measires of complexity und measures of badness-of-fit in a single
numerical index, because the precise nature of the best numerical irade off
between complexity and fit is, to some extent, a marter of personal wste. The
choice of a modet is u classic problem in the mwo-dimensional analysis of

preference,”

One basic method of evaluating model fit is through the chi-square statistic, with low
values of chi-square indicating a good fit and large values indicating a bad ft. This
method compares the covariance or correlation matrix of the implied model with
observed values (Carmines & Meclver, 1981). The rativ of the chi-square statistic 1o the
degrees of freedom has also been widely used, with different authors adopting slightly
varying eriteria for a good fit. Cartnines and Melver (1981, p.80) suggested a ralio of 2
to 1 or 3 1o Iwas an acceptable fit, whereas Marsh and Hocevar {1985) suggested that

ratios between 2 and 5 indicated a reasonable fi. In contrast, Byrne (Byroe. 1989, p 55)

argued that a 32 to df ratio greater than 2 may indicate an inadequate fit. Ratios close w

one, however, indicale & good fit.
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The chi-square statistic is a function of bolh sample size and 1he discrepancy helween
the model {estimated values) and the data (observed values) and, hence, is sensitive o
sample size (Hoelter, 1983). As o resull, a smabl sample may have insufficient power 10
detect substantial differences, whereas a large sample might result in large chi-square
values for small differences between the estimated and sctual covariance matrices.
Thus, a proposed model is more likely to be accepled with a small sample (Bentler &
Bonett, 1980). On the other hand. a sound theoretical model wilth a covariance matrix
that differs wrivially from observed data may be rejecied when there is a Jarge sample.
The sensitivity of chi-square estimates lead to the development of fit measures that are
not sensitive 10 sample size. A model with a significam chi-square can still have an
acceptable fit if such a judgement is supporied by these other fit measures (Anderson &

Gerbing, [988).

The alternative it indices compare the estimated mode] to a base line model. Several fit
indices have been suggested, including the normed fit index or NFI {Bentler & Borett,
1980); the comparative fit index or CFl (Bentler, 1990); the relative fit index or RFI
{Bollen, 1986): the goodness of fit index or GF1 (Joreskog & Sorbom, 1984) and the
adjusted goodness of fit index or AGFI (Joreskog & Sorbom, 1989). An index value of
one shows a perfect fit, while models with most fit indices above 0.90 are considered to
fit the data. The goodness of fit index (GFI) and the adjusted poodness of fit index
(AGFI) measure the improvement in the fit function when a model is fitted compared to
when no model is fitted and all parameters arc set to zero. Similarly, the normed fit
index {NFI) measures the amount of variation and covarintion in the observed measures
explained by the model compared to a null model. It has been suggested that models

with NFI values of less than 0.90 can be substantially improved. Generally, scveral
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goodness-of-fil measures are considered logether when examining o model {Arbuckle,

1997; Joreskog & Sorbom, 1993).

In addition to these indices, 1wo other measures, RMR (Root mean square residual) and
RMSEA (Root mean square ceror of approximation) are also used in examining
model's fit. Smaller values suggest a better Miting model ( Arbuckle, 1997, p.571) and
an RMSEA value of 0.08 or less indicate a good fitting medel, while RMSEA values

greater than 0.10 are considered unacceptable (Browne & Cudeck, 1993).

4.5.4.5 Hierarchical factor modelling and the partial disaggregation approach

The market orientation models supgested by Kohli and Jaworski and Narver and Stater
theorised ‘market orientation® as a higher order construct with three lower order
constructs (intelligence gencration, dissemination and organisation wide response
(Kohli & Jaworski, 1990) or customer orientation, competitor orientation and inter-
functional coordination (Narver & Slater, 1990} respectively. Each of these lower order
constructs, in turn, was measured through several observed variables. The current study

exanined the validity of such a hierarchical structure model for market orientation,

A ‘partial disaggregation’ approach {Bagozzi & Heatherion, 1994; Hull, Lehn, &
Tedlie, 1991; Marsh & Hocevar, [985) was also compared with a traditional ‘total
disaggregation’ approach, The traditional total disaggregation approach uses each scale
item as a separate indicator of the relevant construct. This approach provides a detailed
analysis but, “in practice it can be unwieldy because of likely high levels of random
error in typical items and the many parameters that must be estimated” (Bagozzi &

Heatherton, 1994, pp 42 - 43), A partial disaggregation approach reduces random errors,
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while retainipg the advantages of a SEM approach. The hierarchical and partiul
disaggregution approaches are discussed further in the chapter on model building and

cvaluation.

4.6 Summary

The present chapter discusscd the specific research approach taken and the
questionnaire, sample design and data analytic procedures thal were a part of this
approach. The initial data analysis was followed by a confirmatory factor analysis and
the reliabilities of the factors obtained were tested using Cronbach's alpha. This was
followed by a modelling phase in which several measurement and structural models
were tested. Given the sensitivity of chi-square estimates to sample size, a number of
‘goodness of fit' indices were used to test the estimated models. The next chapter
discusses the results of the prefiminary examination of the data, summary profile of

businesses and the reliability of a priori market orientation constructs.
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CHAPTER 5

Preliminary data analysis

The preliminary data analysis is presented and discussed in the present chapter. First,
information about the profiles of the businesses in the sample, their marketing practices
and perceived performance is presented and discussed, This is followed by an analysis
of the market arientation and related constructs. The development and evaluation of the

measurement and structural models are discussed in 1he next chapter.

5.1  Sample profiles

5.1.I Missing data

An initiat examination showed some missing data, which appeared to be random, with
ng specific pattern. During the data entry phase it was noticed that, in some
questionnaires, two whole pages facing each other had been left out. One likely reason
for this could be that respondems aceidentally turned two pages instead of one. There
was no evidence io suggest that the pages have been deliberately skipped. The
questionnaire had 12 A4 pages in the form of a bock, and the initial pages were similar,
This was noticed more in the initia) section, which was a serfes of Likert type marke1
orientation statements. The extent of missing data was checked using a frequency
analysis of each variable and the amount of the missing data was found to be not large
(averaging about 12 respondents per variable, which is about 2% of the total number of
cases). The maximum number of missing data points for a single variable was 60 and
the minimum was zero. Frequency analysis was also used to identify outliers. When a
suspicious data point was noticed, it was crosschecked with the relevant questionnaire

and corrections were made. Since the data had been manually checked afier the initial
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duta entry, there were very few daty entry errors. Irrespective of the source of error, a
decision had to be made on the missing data. A listwise deletion of missing variables
was generally used in the various analyses. Where there was a deviglion from this
practice, the reason Jor such a deviation is specificd. In the case of client profile
variables, some variables were re-coded. After re-coding, missing variables were lreated

in the usual way during the analysis.

5.1.2 Descriptive statistics

In order to gain an initizl understanding of the data and the nature of the sample,
summary statistics for all of the variables were calcutated. This included, characteristics
of the businesses surveyed, profiles of the owners/operators of these businesses and
their market orientation. The relevant results are presented in a series of tables and

additional results are provided in appendix C.

5.1.3 Characteristics of the businesses surveyed

Table 5.1.3.1: Length of perfod in business

Time in Business Frequency Percent
< | year 19 35
1-2 years 58 10.7
3-5 years 107 19.7
6-8 years 71l 13.1
> 8 years 271 50.0
Missing 16 3.0
Total 542 100.0

Sixty nine percent of respondents owned a single business, while 30 percent had two or
more businesses. The majority was established businesses, with 50% having been in
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business for more than 8 years, as can be seer in table 5.1.3.1. The percentage of new
businesses (of less than a year) was small (3 1o 4%), although appiuximalely 15% of the
busingsses had been in operation for less than iwo years. The median duration of
business operation was between 6 and 8 years. The bias towards relatively estahlished
businesses could be due to the sample being drawn from the Yellow Pages. There is
usually a time gap between establishing a small business and its listing. Yellow pages
are updated anrually and, if 4 business fails to meet its deadline, there is a delay of
another year. Fuither, the failure rate of new busincsses is high during their first two
years, which could contribute to the predominance of longer established businesses.
These results are consistent wit': a 1995 survey undertaken by the Industry Commission
and the Departinent of Induwti», Science and Tourism (1997} that showed a large
percentage o! firms weve moure than 5 years old. The ABS (1997) found that 56% of

businesses in Australia have been in operation for at least 5 years.

‘Table 5.1.3.2: Prior experience of operators

Prior Business Frequency Percent
Experience
Noexperience | 153 28.2
2 69 12.7
3 95 17.5
4 84 5.5
Lot of experience 5 122 22.6
Missing data 19 3.5
Total 542 100.0
Median 3.0
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Table 5.1.3.2 surnmarises respondents’ previous expetience in running & business. A
mediun of 3 suggests that respondents had a reasonable amount of prior experience but

there was a wide variation in experience within the sample.

An examination of the respondents' main line of business (lable 5.1.3.3} suggested that
respondents came from a wide range of businesses, which is not surprising given lhe
range of businesses that advertise in the Yellow Pages. Approximately 10% of the
sample was involved in manufacluring, which is similar to national figures (of

approximately 9%) (ABS, 1998).

Tablke 5.1.3.3: Main line of business

Type of business Frequency Percent
Deli / other food shop 21 39
Retail store selling durables 40 7.4
Manufacturing 64 11.8
Service 133 24.5
Consultancy 24 4.4
Trade based 47 8.7
Professional services 47 8.7
Other 125 23.1
Non-profits 1 0.1
Missing data 40 74
Total 542 160.0

Approximately 95% of the businesses operated from one location, with the remaining
5% having multi-site operations, as can be seen in table 5.1.3.4. The response rate from
Western Australia appears high (31.7%) but the initial mail out was also high in this

region.
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Table 5.1.3.4: Geographic distribition of businesses

Location (slate) Frequency  Percent
Western Ausiralia 12 317
South Auslralia 70 13.1
Vieloria 106 19.5
New South Wales 81 14.9
Queensland 32 15.1
Multiple locations 31 3.7
Total 542 100.0

Table 5.1.3.5 shows that, in approximately half {45%) the busincsses, operations were

limited to the business's local or metropolitan area. Twenty five per cent of respondents

operated within their state and aboul 10% operated interstate. A small number of

businesses (7%) operated in internationsl markets, The majority of the internationally

focussed businesses were in manufacturing and professional / consultancy fields.

Table 5.1.3.5; Sphere of operation

Frequency Percentage
Local suburb / town 122 22.5
Metro only 122 22.5
Within the state 137 25.3
Interstate 56 103
International 37 6.8
Multiple respense 66 12.2
Missing value 2 0.4
Total 542 100.0

Since previous research suggests small businesses often do not have reliable financial

data or are reluctant to disclose financiat details, respondents were asked for their
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annual turnover through the calegorised tesponse shown in Tuble 5.1.3.6. Median
anpual turnover was in the $100,000 to $500,000 range. However, there was wide
variation, which is not surprising given that the criteriu for clussification as un SME
used in the present study was based on the number of people employed and not on

furnover,

Table 5.1.3.6: Annual tuornover of businesses

Annual Turnover  Frequency Percent
< 50000 56 122
$50 000 - 100 000 9! 16.8
>100K - ' Million 185 34.1
>4 — | Million 72 133
>1 - 5 Million 100 18.5
> 5 Million 21 3.8
Missing data 7 1.3
Tatal 542 100.0

Ninety eight businesses employed no staff, while 166 employed only 1 or 2 staff, with
an overall mean of 5.1 employees across the sample. The sample’s employment profile
is summarised in table 5.1.3,7. Nun-employing businesses and those with less than five
employees are classified as micro businesses (ABS, 1997) and 65% of the sample fell
into this category. Businesses that employed more than 20 people were generally

tnvolved in manufacturing.
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Table 5.1.3.7: Employment

Number of employees  Frequency Percentage
0 98 18.1
lto 4 254 46.9
519 101 18.6
I0to 19 62 1.4
20 or more 27 3.0
Toal 542 100.0

Approximately 24% of the businesses were sole proprielors, 25% were parinerships and
39% were private companies. Other legal structures included public companies, trusts
and non-profit bodies. For the majority of owners (70%), their business was a form of
self-employment. Approximately 90% of respondents were involved full time in their

business,

The formal educaticn of the business operators is shown in table 5.1.3.8. As can be seen
from the table, there was a wide range of educational backgrounds, ranging from ‘below
high school' to 'postgraduate’ gualifications and from technical trade centificates to
professional qualifications. According to the Industry Commission survey {(1997),
referred 1o earlier, more decision makers in larger enterprises have tertiary
qualifications, with over 70% of those in the largest firms having such qualifications,
mare than twice that observed for smaller firms (about 35%). In the cument study,
about 30% of the sample had tertiary qualifications, a proportion similar to that found in

the Industry Commission survey.
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Table 5.1.3.8: Educaltional profile of business operators

Education leve! Fregquency Percentage
Minimum years of high schoel 11l 208
Completed high school 118 2l.5
TAFE 115 213
University undergraduate 8l 14,9
University posigraduate 83 15.3
Other 30 5.5
Missing 4 0.7
Total 542 100.0

The sample reflected the general characteristics of Australia’s SMEs. Consequently, the
sample seems to be representative of the population of interest, suggesting that, despite

the low response rate, the sampling procedures used obtained a useful sample.

5.1.4 Marketing characteristics

Priar research sugpested that SME marketing had 2 number of unique characteristics.
Consequently, the marketing characteristics of the sample were analysed, In the
majority of businesses (75%) owners managed the marketing function and only 8%
employed a specific person (sales/marketing manager/assistant) for this purpose.
While 32% of the businesses surveyed had a separate accounting function, only 20%
had a separate marketing or sales function. This suggests that many SMEs may not

place great importance on the marketing function.

The 1995 Industry Commission survey ([997) found only 16% of the enterprises
surveyed had documented husiness plans, although half of firms employing between 50
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and 99 persens and over 80% of the largest enterprises used such plans. This suggests
that businesses lend to adopl formal planning processes as they grow in size and
sophistication, In contrast, the percentage of businesses in the present sample with a
business or marketing plan was quile kigh, with 42% having a marketing plan and 58%
a business plap. One reason could be the increasing common requirement for such plans
by government agencies and lending instilutions. Sixty three percent of the businesses
surveyed dealt with final customers, ubout 29% were involved in business to business

interactions and 8% operated in both markets.

COver 60% of the sample did not formally identify Lheir customers’ needs but relied on
informal tmeans to achieve this, Those that did use formal means, however, did so
regularly, with most such respoendents doing so at least quarterly. Respondenis were
asked how often they undertook specific marketing activilies and what methods they

used to identify new business opportunities. The results obtained are shown in table

5.1.4.1.
Table 5.1.4,1: Frequency of specific marketing activities
Type of activities Never Frequency Always Missing
1 2 3 4 5 data

Market survey / research 224 108 114 62 22 12
Talk to customers 8 8 39 156 331 0
Keep sales records 55 48 92 134 203 i
Monitor prices of competitors 6l 88 147 128 114 4
Adjust  prices to match 113 102 162 94 68 3
competitors

These results again suggest that the majority of SMEs do not undertake formal market

surveys but, rather, gather information informally by talking ta their customers. There
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wis an even distribution of moniloring cotnpetitars’ prices bul husinesses did not

appeir 1o be inclined to adjust prices o match ¢ompetitors.

Table 5.1.4.2: Methods used to identify new business opportunities

Type of activities Yes No Missing
Talking 10 customers 453 89 0
Seeing what 1he commpetitors 147 390 5
Are doing and following them
Doing market research 120 419 3
Use put feeling / 1ake chance 326 321 l
With new ideas
From employees 200 337 5
From other industry sources 250 290 2

As can be seen from table 5.1.4.2, customers were regarded as the best source of
information for generating ideas (B4%). Perhaps stuprisingly, the next most preferred
approach was gut feeling or take a chance {60%). Industry sources and employees were
also useful sources for some but formal market rescarch was the least used method.
These results again demonstrate the informal approach most SMEs use in their

marketing decision making.

Fifty one percent of the businesses were in markets where prices did not vary greatly,
Such a result was anticipated because many small businesses, especially those selling
standard products, tend to keep prices stable. There may be seasonal fluctuations and
long-term price movements but short run variations are kept to a minimum. Businesses
were also asked about the volatility of their customers’ preferences. Overall, 62%
reported marginal or very littfe change in customer preference, suggesting a large
proportion of the businesses operated in relatively stable environments.,
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A large proportion of the businesses (45%) used ‘cost plus’ methods 1o fix 1heir prices,
Twenty five percem fixed prices based on what the market cun bear, while 14% fixed
their prices based on the competition. Fourteen percent used more than one method.
SMEs" preference for such a cost based pricing approach has been reported elsewhere

(Carson & Cromie, 1990; Muzzurol & Ramuseshan, [996).

For most businesses (58%), competilion was localised. The proportion of businesses
facing competition from other states and internationally was much smaller, which wus
understandable as enly a small percemage of the businesses surveyed operated in the
interstate and international markeis. The locatised nature of compeltition is an essentijal
characteristic of small business that has been reporied widely. However, irrespective of

the source, two thirds of the sample thought that the intensity of competition was high.

Table 5.1.4.3: Relative performance

Performance Compared to  Percent  Comparedio  Percent
previous year other husinesses

Excellent 19 14.6 86 159
Very good 133 24.5 132 24.4
Good 242 44.6 279 51.5
Bad 60 11.1 36 6.6
Poot 28 5.2 5 1.7
Missing dnta 0 0 0 0
Totat 42 100.0 542 100.0
Mean 27 2.5

Median o 3.0

Respondents were also asked about the growth of their business in the previous two

years a9d asked to rate their performance in sales growth, cash flow, net profit, return
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on investment (ROI), market share and product/service guality on a 5 point Likert type
scale, ranging from poor to excellent.  Over 1wo thirds of the businesses surveyed
reporfed growih in the previous two years. Median ratings (shown in table 5.1.4.3)
suggest that, in most cuses (80%), petceived performance was pood, with only 17%
reporting bad or poor performance compared to the previous year ur campared to othier
similar businesses in the field. Both measures suggest that, on average, the relative

performance of businesses surveyed had been 'good’ to *very goed'.

Table 5.1.4.4; Business performance in specific areas (shown as percentage)

Performance Saleg Cash Net ROI  Market Product
growth flow profit share quality

Very poor | 7.7 8.1 6.6 11.6 44 0.6
2 129 18.6 20.1 16.6 0.1 7

3 36.5 41.7 36.7 43.5 48.7 23.2

4 26.6 20.1 26.8 16.8 27.5 41.3

Very good § 16.3 1.5 9.8 1.4 9.2 332
Missing o 0 0 0 0 0
N 542 542 542 542 542 542
Mean 33 3.1 at 3.0 33 4.1
Median 3 3 3 3 3 4

Majority of businesses reported better than average performance in szles growth, net

profit, cash flow, RO, market share and product quality, as can be seen in table 5.1.4.4,

Respondents also rated the importance of a number of factors to the success of their
business and the results are shown in table 5.1.4.5. Thetr product was considered to be
most important, followed by market understanding and price. A relatively smaller

number of respondents thought that advertising and promotien were important.
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Table 5.1.4.5: Perceived success factors (percentages shown in parentheses)

Factors Not at &ll Exiremely Missing
important Important data

1 2 3 4 5
Market Understanding 16 45 66 159 240 16
(3.0 (8.3) (12.2) (29.3) (44.2) (3.0}
Understanding competitors 26 72 157 153 i13 21
(4.8) (13.3) (20.0) (28.2) (20.8) 3.9
Price 10 39 149 166 164 14
(1.8) (7.2) (21.5) (30.8) (30.3) (2.6}
Advertising / promotion 48 112 175 112 73 22
8.9 (20.7y (32.3) (20D {13.5) (4.1
Product 8 9 42 152 315 16
(1.5 (L.7) (1.7 (28.0) (58.1) (3.0)
Marketing as a whole Kl 64 145 154 128 21
(.5.5) (11.B) (26.8) {(28.4) (23.6) (39

Businesses were also asked to specify the difficulties (constraints) they had faced during

the previous year. Understandably, many bSusinesses faced more than one problem. As

can be seen from Table 5.1.4.6, competition, cash flow and shrinking markets were

rated as major difficulties. In contrast, a lack of marketing skills and understanding of

the rnarket rated low on the list, Labour difficully was also scen as a relatively minor

issue. Such a lack of concern for marketing related issues in SMEs has beca reported by

other researchers (Carson & Cromie, 1990; Carson, 1985; Hurmerinta-Peltomaki &

Nummela, 1998).
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‘Table 5.1,4.6: Problems faced by businesses

Type of problem Yes No
Cash flow 234 362
Shrinking markel 173 367
Strong competition 248 292
Labour difficulties S0 450
Lack of marketing skills 53 488
Needed to know more about the market 51 490
Other 90 452

The constraints on new or starling businesses are different from the constraints that

impact on esteblished SMEs, While the sample was binsed towards established

businesses, the resulls suggest that, even with long established businesses, a lack of

marketing skills was not seen as an important problem. Of the businesses surveyed,

however, 65% thought marketing was important for the reasons shown in Table 5.1.4.7,

Table 5.1.4.7: Why marketing is important

imporiant

Reasons Frequency FPercent*
Keep ahead of competition 143 40.3
Understand customers 189 332
To expand business 245 69.0
Changing market place 109 30.7
Other {specify} 10 3.0
Total respondents who considered marketing as 355

* Percentage of those who considered marketing important,
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Sixly nine percent of those who considered markeling imporiant thought it was needed
to expand their businesses, followed by a nced to understand customers and Lo keep
ahead of compelition, About 30% thought they needed marketing Lo be able 1o adupt to
a changing market place. Some respondents had more than one reason lo adopl

marketing.

Given that many of the small business owners were not trained in marketing and a third
did not consider markeling to be important, it was necessary to undersiand what the
small businesses understood by *being market oriented.” Respondents were asked what
they thought a markel orientation was and were given several choices. Table 5.1.4.8

summarises their responses.

Table 5.1.4.8: Market Qrientation - pecception of SMEs

Reasons Frequency Percent
Make money from the market 64 11.8
Financially successful in the business 131 24.2
Meet customer needs 440 81.2
Maximise profits 127 234
Other (specify) 20 3.7

Meeting customer needs emerged as the major theme (B0%) of market orientation.
About 50% of the businesses thought that a market orientation meant only 'meeting
customer needs,’ whereas 30% combined 'meeting customer needs' with other objcctives
to arrive at their concept of being market oriented. It seems that SMEs do have a basic
understanding about what a market orientation is and feel that having a customer focus

is at the centre of the approach. As Carson (1985) and Cromie (1983)) have also noted,
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4 lack of market orientation in practice cannot be allributed 1o SME operators lacking

knowledge.

Respondents were asked the extent to which they used a number of methods te promote
their products. The summary results, shown in table 5.1.4.9, suggest that only a few
SMEs use television, radio or trade magazines as a promotional medium. "Word of
mouth' was the most common methad, supporting previous findings by Mazzarol (1996)

and Krakoff (1993).

Table 5,1.4.9: Use of different methods of promotion

Methaods of Never Always Missing data
promotion 1(%) 2%} 3% H%B) 5(%) (%)

TV/Radio 357 36 24 14 a 103

65.9 6.6 4.4 2.6 1.5 19.0

Word of mouth 7 6 37 108 366 2]

1.3 1.1 68 194 67.5 39

Trade magazines 192 69 90 62 40 89

354 127 66 114 7.4 16,5

Shop front ads 265 33 35 40 36 113

48.9 6.1 6.5 7.4 10.3 20.8

Other (specify) 58 5 26 37 159 257

10,7 0.9 48 6.8 29.3 47.5

Shop front advertisements and window displays have been found to be popular methods
of promotion, especially for retail businesses (Weinrauch et al., 1990). Surprisingly,
they did not rate highly, perhaps because the sample was heterogeneous. Many of the
businesses ran from home or did not operate from a business premises (eg trades

people). In such cases, shop front advertisements are irrelzvant.
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Adverlising in the Yellow Pages was the most preferred “other” promotichal method,
Almost all those who opted for the 'other' calegory (abou 30% of the sumple) preferred
advertising in the Yellow Pages, although this is likely 1o be a biused result as the

somple was drawn from organisations advertising in the Yeliow Pages.

Businesses were asked to rate the importance of their business location. From table
5.1.4,10, it can be seen that the impettance was distributed across the five point scale
used. Whal then are the business factors that make the 'localion’ important and under

what conditions does location become irrelevant?

Table 5,1.4.10: importance of location

Frequency Percent
Location extremely important | 96 7.7
2 88 16.2
3 122 22.5
4 104 19.2
Location has no effect 5 129 238
Missing data 3 0.6
Total 542 100.0

A further cross tabulation showed that loeation was important for specific business
groups but not for others. For example, 65% of 'Deli’ and other food shops considered
location to be extremely important, while 43% of trade based busingsses, such as
plambing and brick laying, thought that location was not at all important. In other

categories, the effect of location was less clear.

In order to assess the role of various business related factors in providing competitive

advantage, businesses were asked why customers bought their product or services. As
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cun be seen fram table 5.1.4.11, only 5.5% of the businesses surveyed thought that
customers bought because their product of service was new, which is not surprising as
the mujority of the SMEs dealt with routine products. Having a lower price was also
not a major faclor as only 16% suggested that baving lower price provided a
competilive advantage. 'Being better than competitors' provided an advantuge for
33.5% of the sample, having 'betier service' for 50% and having a product thal met

‘customer needs better' for 40%.

Table 5,1.4.11; SMEs mode of competitive advantage

Reasons Yes No
New preduct / service 30 512
Meet their needs better 210 332
Better than competitors 183 354
Better service 271 270
Lower price 87 451
Other 32 510

Maost businesses offered routine products or services, with 95% of those surveyed
indicating that similar products or services were available in the market. These results
are in line with that of Department of Industry (1995) survey, which found that only 9%
of Australia’s enterprises undertook innovation in 1994-95. About 6% of the smallest
enterprises {about 5% in the present sample} introduced an innovative product or
service, compared to one third of the Jargest enterprises. In this aspect, the present

sample’s activities are in line with the SME population.

About 80% of respondents spent less than 25% of thelr time an new preducts, with only

7% spending more than 50% of their time in this area. These results suggest that new or
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innovative products or services are nol a significant source of competitive advantage for

most SMEs in Australia,

5.2 Summary statistics of the market orientalion and situational items

As discussed in Chapter 4, o number of slatements covering different aspects of the
market orientation construct were asked in the survey. In addition, some situational
variables were included, making a total ol 104 stalements, all of which were measured
on Likert-type “agree-disagree” scales, ranging from totally agree {1) 1o tolally disagree
(5). As a first step, summary stabistics were caleulated for cach of the ilemns to identify
missing data and to check distributional propertics. The mean, standard deviation,
skewness and kurtosis values for the 104 items are shown in Appendix D, Skewness and
kurtosis values identified questions with non-normal distributions. It has been suggested
that skewness and kurtosis values within the -1 to +1 range can be considered normal
{Browne, 1984; Muthen & Kaplan, 1985). Allernatively, the ratio of each statistic to its
standard error can be used as a test of normality, with values in a range of -2 to +2
(1.95) being considered “normal” (Hair, Anderson, Tatham, & Black, 1995, p66; SPSS,
1997, p. 28). In the present analysis, absolule skewness and kurtosis values were used to

identify possible non-normality.

Overall observations

As mentioned earlier, there were relatively few missing observations and these were
randomly distributed. No specific pattern could be seen in the missing data. The

maximum percentage of tissing variables for any question was less than 6%.

The mean valees for some of the variables were greater than 4 or less than 2 on the §

point scale used {ranging from strangly agree (1) to strongly disagree (5)), suggesting
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satne skewed responses. However, some of the statements that were included are fikely
10 evoke such a response, For example, most respondents agreed with the statement ‘owr
suceess iv linked 1o the service we provide,' resulting in a mean of 1.39, a standard
deviation of .68, a skewness score of 2.06 and kurtosis score of 4.97. The skewed
response occurred because most respondents considered ‘service was essential to Lheir
success.”  Similarly, some business p sctices (eg. formal market research) are seldom

used in SMEs and tend to attract extreme responses.

The large number of attitudinal and perceptual questions asked ([04} to measure the
various constructs meant that a meaningful interpretation from summary statistics or
bivariate correlations was impossible. However, as the constructs included in the meodel
had been developed in prior research by Kohli and Jaworski (1990), Narver and Siater
(1990) and Carson (1985,1990), it was possible te examine them separately. Some
additional questions were added lo some of the censtructs as a result of the prior
qualitative research and, where such questions were included, comment is made. Very
little is achieved by an examination of all the items together. Consequently, the tems
were grouped based on the prior constructs and each of these constructs was examined

in turn, s outlined in the subsequent sections.

As diseussed in chapter 2, Kohli and Jaworski (1990) operationalised market orientation
through three constructs (intelligence pencration, intelligence dissemination and
organisational response)., Narver and Slater (1990) also supgpested three constructs
{customer orientation, competitor orientation and inter-functional coordination). Each of
these constructs was measured through the use of a multiple-item scale. In addition to
the market orientation construct itself, Kohli and Jaworski (1990) examined the

antecedents and consequences of marke! orientation and the impact of situational

149



factors, such as markei turbulence and competitive intensity. While both Kohli and
Jaworski ({990) and Narver und Sluter ([990) meusured business performance Lhey
used a limited number of indicators. In the current study overall performance was
measured s a comparison with the pre fious year's performance and in relation to the
perceived performance of similar businesses using several specific performance

measures, such as sales growth and net profit.

Since the earlier studies 1argeted large businesses, several of the scale items had been
tailored for such businesses and were not applicable to SMEs. For example, Kohli and
Jawurski (1990) asked whether “intelligence on competitors is penerated independently
by several departments.” Very few SMEs have depariments and fewer still generate
forrnal, independent intelligence. Consequently, such scale jterns were not asked in the
present study, In some cases, the wordings of the scale items were changed to suit the

SME environment without changing the overall meaning of the statement.

As the nexe step in the analysis, the applicability of the constructs for SME research was
examined. Descriptive statistics were computed for each item and each scale's
reliability was measured throwgh coefficient alpha (Cronbach, 1951). Tiem to total scale
comelations were also calculated to determine the strength of relationship between the
various items and the overall scale (Churchili, 1979). The results of this analysis are

presented in separate tables for each construct in the following sections,

In Kohti and Jaworski’s {1990} study, intelligence generation was measured through a
10-item scale. Hawever, only the four items shown in Table 5.2.1 were applicable to the

present SME based research.

150



Table 5.2.1: Reliability analysis - Intelligence generation

Item Vuriable Mean Std Item-lotal

devialion  correlations

C We monijtor customer needs/preferences  2.05 1.07 0.3869
We do a lot of in-house market research ~ 3.69 1.23 a.5116
CH We poll customers at least once a year 3,95 i.33 4145

about our quality
CX(R) We are slow to detect changes in our 3.85 1.06 0.2065

customner’s product preferences

(R} indicates that the item was reverse coded

Cocfficient alpha for the four-item scale was .56, which is lower than the 0.70
recommended by Nunnally (1978) or the 0.60 suggested by Sekaran (1984) for
exploratory research, such as that undertaken in the present study. In the current study,
intelligence peneration was alse measured through some of the items contained in
Narver and Slater’s (1990} instrument (as a part of their customer and competitor
orientation constructs). In addition, as discussed in chapter 3, small businesses seem to
generate their market intelligence through informal, rather than through formal, means.
Based on Narver and Slater’s (1990) and Carson’s {1985) research and the early field
studies undertaken as part of the present study, four additional intelligence generation
items were included in the survey, as shown in Table 5.2.1a.

The inclusion of these four items improved the alpha value to 0.67, However, anc item
(“most of the time customers tell us what they want') had a very low item to scaie
correlation and was removed, improving the alpha value to 0.71, 50 that the modified
seven-item intelligence generation construct was sufficiently reliable to be used in
subsequent analysis, An examination of the means of the various jtems that measured

this dimension suggested that, while $MEs gather intelligence, it is not through formal
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markel resenrch pracesses or external consuliants, Rather, SMEs tend to use sulespeople

and informgl infornttion gathering.

Table 5.2.1a: Reliabillty analysts — Intelligence generation (additional items)

Item Variable Mean Std Item-total

deviation correlation

F Most of the time customers telt us what 233 115 0.0053
they want

BB  We regularly discuss competitors 3.18 1.24 0.4734
strengths and strategies

BU  Oursales pecple play a key role in 2.62 1.46 0.3969

evaluating customer’s needs
CV  Our sales people reguiarly share 2.89 1.3¢ £.4884

information about competilor’s strategies

Intelligence dissemination

Table 5.2.2: Reliability analysis ~ Intelligence dissemination

Item Statement Mean Sid Item-total

deviation correlation

Al We spend time discussing customers' 245 1.26 0.5073
future needs.
Al Data on our customer's satisfaction is 344 .37 04762

available on a regular basis.

CP  We have meetings at least once a quarter 3.08 1.52 0.4239
to discuss market trends and develop-
HEnts.

CU  When something important happens toa 2,01 1.03 0.2925

major customer or market, we know

about it quickly.
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Iz Kobli and Jaworski’s {1990) study, the dissemination of intefligence within the
organisation was considered to be imporiant as it enabled it to respend to the marketl
place hased on a commen understanding. Within the present SME study, the four jtems
shown in Table 5.2.2 were used to measure Lhis construcl. The resulting scale had a

coefficient alpha of 0.63. Removal of CU improved alpha 1o 0.64.

While the number of items used affects the value of alpha, the relatively low reliability
may have arisen because intelligence dissemination is not relevant lo many SMEs
because of their size and type of operation. As discussed in section 5.1 {summary
statistics of business related variables), the najority of the SMEs in the sample {as well
as in Australia) were micro businesses, with less than five employees. Even when they

were not micro businesses, respondents seldom had separale divisions.

Yet another SME characteristic is their decision-making processes. The owners
themselves managed most of the businesses in the sample and there was little scope for
formal intebligence dissemination. By contrast, Kohli and Jaworski (1990) and Narver
and Slater (1990) surveyed large businesses or business units from large corporations,

where the dissemination of information is likely to be a major factor.

An examination of the itlems’ means suggested that most SMEs spend time discussing
the future needs of their customers {2.45). In comparison, more respondents disagreed
with the statement that ‘data on our customer’s satisfaction is available on a regular

basis’ (3.44), suggesting formal data collection and dissemination is not common.
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Response to Intelligence

Kohlt and Jaworski’s (1990) third construct was the organisation's ‘response’ 1o the
intelligence gathered and disseminated. This construel had two sub-constructs (response
design and implementation). The duta did not suggest that eilther construct could be used
in the present studly, as the coefficient alphas were 0.13 and 0.46 respectively. Il seems
that SMEs do not respond as Kohli and Jaworski {1990) suggested. Rather than havirg
a formal response process, they respond in a reactive rather than in a planned manner,
Kohli and Jaworski (1990} termed this construct *organisationwide response’ but it was
termed ‘business response’ in the present study, refiecting the SME population being
studied. Given the small size of the businesses in the sample and the absence of formal
depastmental boundaries, this was felt to be more appropriate. Combining the two sub-
constructs only improved alpha to 0.50, suggesting that Kohli and Jaworski’s {1990}

‘organisational response’ construct should not be used in the present study.

Table 5.2.3: Reliability analysis - Response design

Item Statement Mean Std dev
AK  lttakes for ever to decide how to respond 1o competitors 4.03 1.14
CK Our plans are driven more by techinological advances rather  3.58 1.28

than by market research
CN  We periodically review our produets to ensure that they are in =~ 2.22 1.08

line with what customers want
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Table 5.2.4: Reliability analysis — Response implementatlon

Item Stalement Mean  Std dev
AW Our markeling uctivities are well coordinated ilo 1.10
CT  When we find that our cuslomers are unhappy with our  1.36 .69

service, we luke corrective action
CY  Bven if we came up with a great marketing plan, we probably — 3.43 1.2
would not be able Lo implement it in a limely fashicn

CZ  If a competitor were to launch #p intensive campaign targeted 2,18 1.22

at our customers, we would respond immediately,

Table 5.2.5; Reliability analysis — Formalisation

Item Statement Mean Std  Item- total
dev  correlation
J We have strict guidelines on how to do things 247 1.28 0.2134
AX We justify new projects with extensive, 3.25 1.28 0.2352
detagled plans
BK In our business we are very formal 407 1.09 0.0816
BL Most people here make their own rules 3.74 .28 0.1595
BP Our staff are given freedom to make decisions 220 1.03 0.0877
Cl Peaple doing the work decide how things will 2719 1.30 0.0724
be done in cur business
CL Employees feel as though they are constantly 4.19 1.01 0.0047
being watched to see that they obey the rules

The alpha seliability of the formalisation construct was low (0.29). Not surprisingly, the
‘itern to total’ correlations were also low. The absence of departments, the small number
of employees and the centralised decision-making (undertaken mostly by the owners of
businesses) make formal processes unnecessary in most SMEs. By contrast, formal

processes and inter-functional coordination are common in large organisations. It
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scems that Kohli and Jaworski's (1990) formalisation construct should nol be used in

the presenl study.

Rewaurd system orientation

Kohli and Jaworski (Kohli & Jaworski, 1990, p.12) argued thal the presence of # market
based evaluation and reward system was an antecedent to market orienled behaviour. In
the present SME sample, the items they developed to measure this aspeet of their model
did net create a reliable construct (lhe alpha coefficient was 0.48), An examination of
the means suggested that, to a degree, SMEs reward staff for their new ideas. However,
most did not use customer satisfaction assessments to reward staff, SMEs, because of
their size, rarely adopt formal mechanisms to measure customer satisfaction, which may

explain why Kohli and Faworski's (1990} reward system construct was not reliable.

Table 5.2.6: Reliabllity analysis — Reward system orientation

Item Statement Mean Std dev Item-total
corr.

BI We reward staff for new ideas 2.68 1.20 0.4249

BM  Customer satisfaction  assessments 3.96 1.20 0.3273

influence what we pay our staff
BN  We use customer polls to evaluate our  4.40 99 0.3755
staff
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Top Management Anlecedents

Table 5.2,7; Reliubility analysis — Risk aversion

Item Statement Mean Std dev
M We like playing safe even if it means a litle less profit 240 1.08
BD  We encourage innovation, even though some fail 2.28 1.06
BF We attempt small rather than major changes 2.24 1.02
BQ We believe that risks are worth taking if there is a 236 1.11

possible reward

Kohli and Jaworski ([990) also viewed risk aversion and top management’s emphasis

as vital antecedents to market oriented behaviour, arguing that the greater managers’

risk aversion, the lower wonid be the market orientation of the organisation. Neither risk

aversion, nor fop management’s emphasis, were reliable constructs in the present study,

however, with alpha values of 0.17 and 0.35 respectively. Apgain it seems that some of

Kohli and Jaworski's constructs are relevant 1o large organisations but should not be

used when studying SMEs.

Table 5.2.8: Reliability analysis — Top management emphasis

to the markes

Item Statement Mean  Std dev

AY  We tell employees to be sensitive to our competitor’s 2,92 .30
aclivities

BA  Serving customers is the most importani thing we do 1.56 8%

CE  We often tell employees our survival depends on adapling 2,84 1.17

In the absence of a formal “top management structure,” these items focussed more on

the emphasis of the business. Ag can be seen from the items' means, the focus was more

on customer service ard less on competiter’s activities or on adapting to the market,
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Organisatlonal commitment

Table 5.2.%: Rellubility analysis — organisational commitment

Item Variable Mean  Std dev  Item-tolal
corr.

AF Our staff are committed 1o their work 1.8] 93 0.5319

BG  The bonds between this organisation and its 4.30 1.04 0.4261

(R)  cmployees is weak

BO  Employees feel that their fiture is linked to 2.67 1.33 0.3963
this arganisation

CA  In peneral, employees are proud to work for 1.91 97 0.5833
us

CM  OQOuremployees would be happy to make 2.30 1.14 0.4969

personal sacrifices if it was important

Kohli and Jaworski {1990) suggested that organisational commitment and esprit de
corps are consequences of market-oriented behaviour. In the present study, five of their
items (shown in Table 5.2.9) were used to measure organisational commitment, while

esprit de corps was measured threugh four items {shown in Table 5.2.10).

The organisational commitrnent censtruct had an alpha coeffictent of 0.72, while the
esprit de corps construct hod an alpha of 0.68, suggesting the organisational
commitment and esprit de corps constructs can be vsed in subsequent analysis. An
examination of the iterns’ means suggests that respondents (who were managers) fekt
staff were committed to the firm and that there was a strong esprit de corps in their

organisation.
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Tahle 5.2.10; Reliability analysks - Esprit de Corps

Item Statement Mean Sid dev Item-total
corr.

u There is a pgood tcam  spirit in this  [.80 92 {1.5546
organisation,

v Our staff informally deal with each other 1.75 59 0.4274

BS Working for this business is like being part of  1.94 1.05 0.4475
a big family

cQ Our staff are genuinely concerned about the 2.23 .07 (.4323
needs and problems of other workers

Competitive intensity and market turbulence

Table 5.2.11: Reliability analysis — Competitive intensity

Item Statement Mean Std  Hem-total
dev COrT,

L In our business, competition is cut throat 228 1.25 0.3910

BT(R) We are market leaders in our line of business 2,72 1.31 0.2739

BZ There are many prometion wars in the market 3.54 1.47 0.2925
place

CB{R) Ourcompelitors are relatively weak 3.83 1.08 0.2995

cC Anything that a competiter can offer, others 2.74 1.22 0.1756
can match readily

Kohli and Jaworski (1990) argued that competitive intensity and market turbulence
were market-related factors that moderated the relationship between market orientation
and business performance. In a highly competitive or turbulent market, being market
oriented would have a positive influence on performance. In contrast, in a

technologically turbulent situation, the link between market orientation and business
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performance would be weuker as technological advances, rather than being markel

oriented, provide the competitive advantage.

With un alpha coefficient of 0.51, compelitive intensity was not a reliable construct in

the present SME sample. An examinution of the iterns’ means showed thut, while there

was inlense competition, there were few promotion wars. A similar result was reporied

in section 5.1. However, the items suggested by Kehli and Jaworski (1990) do oot make

a reliable scale, perhaps because SME operators do not think of such factors in the same

way as managers in large organisations. The construct should not be used in subsequent

analysis.
Table 5.2,12: Reliability analysis - Market turbulence
Itemn Statement Mean Std  Iiem-total
dev corr,

S Most of qur business is repeat business 23z 120 0.5363

BY(R) Most of the customers that come in 374 117 0.4696
everyday are new customers

CD{R) Customers don't often come for repeat  4.42 098 0.4656
business

P Qur business is dependent on long-term 1,79 1065 0.4749
relationship with the client.

BW We cater to the same customers that we had 2,23 1.09 0.4541
in the past.

Market turbulence was a reliable construct in the present SME sample (alpha coefficient

= 0.72). An examination of the items’ means suggested that respondents were

dependent on repeat business, which explains the importance of their long-term

relationship with clients. Kohli and Jaworski (1990) measured market turbulence
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through changes to an organisation’s cusiomer base and changing tastes but market
turbulence could alse be measured in terms of price volatility. As discussed in section
5.1, customers® preferences were stable and price volatility was low o mederate,
suggesting mosl respondents faced low 1o mederale market lurbulence, [ is likely that
some business segments are more turbulent thuan others are bul, given the wide range of

busiaesses surveyed, it scems that SMEs do not see market turbulence as high.

Narver and Slater’s market orientation constructs

As discussed in chapter 2, Narver and Slater {1990) viewed the marker orientation
construct as having customer orientation, competitor orientation and inter-functional
coordination dimensions. From a thecretical, as well as a practical, perspective inter-
functional coordination was not considered to be important for SMEs and was not
included in the present study. The competitor orientation and customer orientation

dimensions were inciuded, however,

Table 5.2.13: Reliability analysis ~ Competitor orientation

Item Statement Mean Sid dev
AB  We constantly watch what our competition is doing 2.65 1.26
AD  We formulate our strategies based on what our 3,75 1.14

competitors are doing

AV We respond rapidly to competitive actions that threaten us 2.65 1.21
BB  We regularly discuss competitors strengths and strategies 318 .24
CI People in this business are recognised for being sensitive  3.{2 1.21

to competitive moves
CV  Our sales people regularly share information abouwt 2,89 1.30

competitor’s strategies
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Table 5.2.14: Relinbility analysis — Customer ocientation

Item Statement Mean Std dev

X We nieasute customer satisfaction systematically. 3.3 1.24

AE  We provide customer relations Lruining to our staff 333 1.35

AG  We monitor the level of our commitment 10 our 2,64 1.25
Customers.

AM  Our principal mission is to satisfy the nceds of our larget 176 .99
markets

AP We are driven primarily by customer satisfaction 1.78 .86

AT  We give close attention to afier sales service 2.20 l.i4

BU  Qur sales people play a key role in evaluating customer’s 2,62 1.4G
needs

CR We fix the price based on the value of our product or  2.28 1.15
service 10 our customers

CSs Qur strategy for competitive advantage is based on 1.81 .86

understanding our customer’s needs

Both the customer and competitor orientation constructs had coefficient aiphas greater

than 0.70 (0,74 and 0.71 respectively). An examination of the items’ means suggested a

range of activities were used lo target customers and competitors. These included

(informal) intelligence generation and dissemination, customer relations training and an

emphasis on customer satisfaction. The means for the customer satisfaction related

items suggested the importance attached to customer satisfaction. In contrast,

competitor related aclivitiss were around the mid-point of the scale, suggesting they

were viewed as less important.
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The mean and standard deviation values of the summed scales and the reljability (alpha)
coelficients for each of Kohli and Jaworski's (1990) and Narver and Siuter's (1990)
constructs are shown in Table 5.2.15. Among Kohli and Juworski’s constructs, only
intelligence generation exceeded 0.70. Perhaps because of the small size of the
businesses in the sample. lhe intelligence dissemination znd organisational respense

constructs were not reliable.

On the other hand, the organisational commitment and espril de corps constructs were
relizble. Kohli and Jaworski (1990} argued that organisationa| commitment and esprit
de cotps were the consequences of a market orientation. Given the importance
respondents attached to customer satisfaction and their reliance on long-term
relationships and repeat business for business performance, employee dimension could
be important to SMEs. In addition, a large percentage of the organisations surveyed

were service businesses, in which service delivery depends on employees.

The afpha coefficients for market turbulence, intelligence dissemination and competitive
intensity did not meet Nunnally’s (1978) 0.70 standard but were in the 0.60s, suggesting
they were sufficiently reliable for the present exploratory study and can be used in
subsequent analysis. In contrast, the two constructs of Narver and Slater that were tested

were found to be reliable.
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Tuble 5.2.15; Construct reliability - A summary

Author(s) Murket Orientation Alpha Mean of Std. dev of
Construct summed scales  summed scales
Kohliand  Intelligence generation 0.71 3.06 0.86
Jaworski
Intelligence dissemination 0.64 274 0.89
Organisational commitment 0.72 2.10 073
Esprit de Corps 0.68 1.93 091
Market turbulence 0.62 2.52 0.57
Narver and Competilor orientation 0.74 3.04 0.8
Slater
Customer orientation 6.71 2.39 0.62

Note that the mean of the summed scores for customer orientation are lower than that

for competitor orientation indicating that respondents agree more with customer

oriented responses than competitor oriented responses. In comparison, the mean score

for intelligence generation is marginally higher again indicating a higher level of

disagreement., Organisational commitment and esprit de corps scales had low mean

scores meaning that respondents strongly agreed that employees were committed and

showed good team spirit. Both these constructs had alphas close to or exceeding 0.7.

Intelligence dissemination scale did have a lower mean score but alpha for this scale

was also Jower (0.64).

Performance measnres

Kohli and Jaworski (1990} measured ‘perceived overall performance’ as a 5: 3l item,

while Narver and Slater (1990) used an organisation’s ROA {return on assets) as its
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principal performance measure, The present research used a wider variely of perceived
performance measures, namely:

1. Overall growth during the previous two years;

2. Overall performance compared to the previous year;

3. Overall performance compared to other fike businesses;

Performance was compared to the previous year in terms of:

¢ market share,

+ sales growth,

» return on investiment,

» net profit, and

s cash flow.

Performance was based on respondents’ opinions and esiimates were not obtained
through an examination of financial figures. As discussed in chapters 2 and 3, subjective
assessments have been shown te correlate strongly with measures of objective business
performance, suggesting that such an approach is an appropriate way to measure
performance in studies such as the present one (Dess & Robinson , 1984). An
exploratory factor analysis was undertaken 1o determine if the eight relevant
performance items created a unidimensional or multidimensional seale. The analysis
found a single factor with an eigen vaiue greater than one, which explained 56% of the
variance in the performance items, suggesting a single performance measure is
appropriate in the present study, This was confirmed when the alpha coefficient was
calculated (0.B8), suggesting a strong convergence in the performance measures
included in the study., The means, standard deviations and item to total scale

correlations for the relevant items are shown in Table 3.2, 16,
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Table 5.2.16: The performance measures

Item Statement Mean  Std  Item-intal
dev corr.
BV Last year our business grew well 260 1.34 0.6259
Fl Performance compared to previous year 2.68 1.02 0.7436
was good
Fl Performance  compared Lo similar 254 089 0.5967
businesses was good
F&8* Sales growth good 3.31 1.42 07383
FT * Cash flow good 3.08 108 0.6369
FU* Net profit good 313 1.05 0.7322
Fv* Return on investment good 300 L2 0.6852
Fw=* Market share good 327 092 0.5713

* [temns scaled in opposite direction, such that high is better

Revised market orientation constructs

As mentioned in chapter 4, Kohli and Jaworski {1990} and Narver and Slater (1950)
used similar items in such constructs as intelligence peneration and dissemination

(Kohli and Jaworski) and customer and competitor orientation (Narver and Slater).

While the reliability of these constructs was examined separately in the earlier sections
of this chapter, given the closeness and cverlap of these items, it was felt that it would
be useful to review them together. The items from the four constructs were pooled and
reclassified as “targeting competitors and customers” constructs and the resulis of the

pooling are shown in Table 5.2.17.
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Table 5.2.17: Reliability analysis - Competilor related activities

Item Mean Stddev Item to total

correlation

AB  We constantly watch what  our 2,65 1,26 0.5065

campelition is doing

AD  We formulate our stralegies based on what 375 1.14 0.3599
aur competitors are doing

AK It takes us forever to decide how to 4.03 1.14 00284+
respond Lo competitors

AV We respond rapidly to competitive actions 2.65 1.21 0.5074
that threaten vs

AY  We tcll employees to be sensitive to our 2952 1.30 0.4759
competitors activities

BB We  regularly  discuss  competitors 318 1.24 0.6202
strengths and strategies

CZ If a competitor was to launch an intensive 218 1.22 0.3955
campaign fargefed at our customers, we
would respond immediately

CI People in this business are recognised as  3.12 1.21 0.3832
being sensitive to competilive moves

cv Our sales people regularly share 2,89 1.30 0.5430
information about competitor's strategies
Summed scale 2.92 0.76 0.7805

These nine variables targeted competitor related activities. Mean values, in the range 2
to 4, indicated that the overall agreement or disagreement was moderate. There was also
a wide variation in results demonstrating that, while some businesses may worry very
little about competitors and their actions, there were those who were quite sensitive to
competition. The reliability of this combined scale was better than that of the separate

scales. Alpha for competitor related activities was 0.78. Item AK was eliminated
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because of 2 low ilem (o tolsl correlation, improving alpha from 0.74 to 0.78. Mcan for

the scale (summed seores) was 2.92 with a standard deviation of 0.76,

Table 5.2.18: Rellability analysis - Customer related activities

Item Statement Mean  Std Item-total
dey COrt.

C We monitor cusiomer needs/preferences 2.05 1.07 108

F Most of the time customers tell us what they 2.33 1.15 0117
want

W Day to day contact with customers gives us the 2.36 .15 2806
information we need

X We measure custorner satisfaction 3.13 1.24 .52{4
systematically

Y We do 2 lot of in-house market research 3.69 1.23 5852

AE  We provide customer relations training 333 1.35 .5302

AG We monitor the level of our commitment to our  2.64 1.25 5649
custemers

Al We spend time discussing customers’ future 2.45 1.26 5766
needs

Al Data on customer satisfaction is available ona 344 1.37 S710
regular basis

BN  We use customer polis te evaluate staff 440 099 3171

BU  OQur sales people play a key role in evaluating 2.62 146 3995
customer's needs

CE  We often tell employees our survival depends 2,84 117 .3825
on adapting to the market

CH  We poll cur customers at least once a year 3.95 1.33 5200
about the quality of our praducts and services.

CN  We pericdically review our products to ensure 2,22 1.08 .5056
that they are in line with what customers wazt

CP We have meetings at least once & quarter to 3.08 1.52 5256
discuss market trends/developments

Cs Our strategy for competitive advantage is based  1.81  0.86 4682
on understanding customer needs

CT When we find that customers are unhappy with 136 (.69 2683
our service, we take corrective action

CU  When something important happens to a major  2.01 1.03 3467
market, we know quickly

CX We are slow to detect chapges in our 3.85 1.06 2530
customer's product preferences.

CY  Ewven if we came up with a great marketing 3.45  1.21 2164
plan, we probably wouldnt be able to
implement it in a timely fashion.
Summed scale 238 056 .84
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As in the case of competitor related aclivilics, the alpha coefficient for the 'customer
related aetivities' {Table 5.2.18) construcl was high {0.84). One ilem {*most of the time
customers tell us what they wanl™) correlaled poorly (0.01) wilh the lotal scale and was
removed. Mean for the scale (using summed scores) was 2.88 with a standard deviation
of 0.56. Altogether, 19 items asked about customer orientation and covered several
aspects of customer orientation, such as intelligence generation, information
dissemination and organisational response. Scveral items asked about the level of

customer related intelligence generation and modes of intelligence generation.

Looking at jndividual items, a mean of 2.05 for 'we monitor customer needs and
preferences’ suggests there was agreement with this statement. In comparison, variable

‘we monitor the level of our commitment to our customers’ had a mean of 2.64. "Day to
day contact with custemers gives us the information we need™ had a mean of 2.36,
suggesting the SMEs use day to day contact to gather market information rather than
formal methods of gathering and disseminating market information. Scores above 3

suggest more disagreement.

It seems that, while methods of intelligence gathering varied widely, SMEs used
informal rather than formal methods, such as market research, Several of the small
businesses did not have any employees and it i patural that formal processes won't take
place in such businesses. In contrast, the statement ‘when we find out that customers are
urhappy with our service, we take corrective action' evoked a very strong positive
response (1.36), indicating that, while SMEs were responsive to customer needs and
preferences, they preferred to use informal rather than formal methods. Likewise, a
score of 3.85 for the item ‘we are slow to detect changes in aur customer's product

preferences' suggests that SMEs are quick in understanding changing customer peeds.
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The sbility of SMEs to respond to market stimuli has been shown to provide them with

a competitive advantage over lrge businesses (Birley & Norburn, 1985).

Other factors related to small business marketing;

As discussed in chapter 3, small business marketing has some unique characteristics
and, because of resource und other constraints, SMEs often adopt their own brand of
marketing (Carson & Cromie, 1990; Carson, 1985; Cook, 1993; Davies et al, 1982;
Mazzarol & Ramaseshan, 1996; Weinrauch et al,, 1991a; Weinrauch et al,, 19%0), In
addition to the market orientation constructs of Kohli and Jawoerski and Narver and
Slater, Carson (1983,90) has suggested that the success of SMEs may depend on
generating repeat business and long term client relationships. The role of customer
satisfaction in generating repeat busincss has been discussed widely in the marketing
literature. Consequently, the validity of customer service as a separate dimension was
examined, along with the dependence of SMEs on repeat business. These constructs

have not been separately specified in previous market orientation studies.

With a reliability coefficient of 0.68, the customer satisfaction construct was reliable
(Tablke 5.2.19). The means for most of the items were close to 1 {totally agree) and
standard devintions were small, suggesting a high degree of agreement with the seale
iterns, This indicated that most respondents were acutely aware of the role that customer
satisfaction played in their business operations and there was linle variation in
perceptions within the sample. The mean for the scale (summed scores) was 1.56 with a

standard deviation of 0.54. These values, compared to 2,92 and 0.76 fr- competilor
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related activities and 2,88 and 0.56 for customer related activitics, confirmed that

customer satisfaction was o key element for SMEs.

The ‘repeat business' construct was the same as Kobli and Jaworski's (1990)
‘competitive intensity' construct that was discussed carlier in this chapter and that was

found 1o be reliable.

Tahle 5.2.19: Reliability analysis — Customer satisfaction

Item Statement Mean  Std Item-total
dev corr,

0 Our svecess is linked to the service we 1.39 0.68 0.4135
provide,

BA  Serving customer is the most jmportant thing 1.56 0.89 0.4602
we do.

AP We are driven primarily by customer 1.78 0.86 0.5011
satisfaction.

AL The quality of our service is a key to the 1.33 0.65 0.5382
success of our busincss

AM  Our principal mission is to satisfy the needs of 1.76 .99 0.3148
our target markets.

Business refated factors

The unique nature of marketing in SMEs mentioned earlier raises some important
questions. For example, ‘is advertising important to SMEs and does it bave significant
impact on business performance?' The present study also looked at a number of
business-related factors and their impact on business performance, as outlined in

subsequent sections,
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The lmpact of advertising

Seven statements (shown in Table 5.2.20) werc included in the guestionnaire to
examine the level and impact of advertising in SMEs. The qualilative research found
that many SMEs rarely advertised and, even when used, advertising was undertaken on
a very small scale. The statements in the survey verified this as the relevanl means were
in the mid range, with reasonably large standard deviations. This suggests that the level
of advertising varied among the SMEs, with some using very litile advertising, while

others undertook a reasonable amount of advertising.

Table 5.2.20: Adveriising

Item Statement Mean Std dev

I We don't have the money to do much advertising 2.81 1.21

K Advertising brings in mesl of our business 375 1.08

N A lot of our customers come to know about us from other 1.83 1.32
clients

AC  Wedo very little advertising 217 1.32

AN A lot of our business happens without sdvertising or 1.88 1.00
promotion

CG A lot of business comes from leads generated from 2.39 1.28
personal contacts
CW  Most of our advertising is localised in and around our 2.84 1.48

premises.

Coefficient alpha = 0.61

Advertising was not seen to generate a lot of business, rather word of mouth and
personal contacts were seen to play an important role in this regard. This was not
surprising as the majority of respondemts operated locally. Further, while some

advertising was used by the SMEs, the impact of advertising in generating new business
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wus low, inferring thal advertisements and promolions were more to inform existing

clients of the SME's presence than 1o generale new business.

As was shown earlier in this chapter, market turbulence was low to moderate for the
SMEs in the sample and cusiomer {oss was low. Respondents’ dependence on repeat
business may explain the Jow level and minimal impact of advertising. These resulls
suggest that, while SMEs advertise on a small scale, they depend much more on long-
termn relationships and repeat business, perhaps explaining the importance attached to

customer satisfaction.

Impact of pricing
Table 5.2.21: Pricing
Variable Statement Mean Sid dev
A Price is a key issue in our business 2.37 1.09
H We price a product / service based on its cost 2,32 1.26
CR We fix the price based on the value of our  2.28 1.16
product or service to our customers

Pricing did not emerge as a reliable construct in the current study. Cronbach’s alpha for
this construct {Table. 5.2.21} was low {0.26), which could be partly due to the small
number of scale items used to measure this construct. There was a moderate degree of
agreement that price was a key clement in the business. However, pricing was not the
only key element. Quality and service also emerged as key issues. There was also
agreement about using, cost based pricing, which was in line with observations made in

section 5.1 that cost based, rather than competitive, pricing was most common in SMEs.
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Table 5.2.22: Need for marketing

Varlable Statemnent Mean  Std dev

R We don't need marketing to run our day ta day business 3.18 1.39

AA We are not clear what we want achieve with our  3.74 1.19
marketing

AH CQur marketing has clear purpose 2,60 1.24

AW Our marketing activities are well coordinated 3.07 1.10

BC We are not at a stape where we need to know a lot 3.38 1.24

about marketing
BI Our marketing is based on intuition 2.95 1.17

Six statements (table 5.2.22) were used to gauge perceptions about the need for
marketing, the clarity of purpose of marketing and the planned approach, if any, to
marketing. Previous research has suggested that SME’s often don’t undertake marketing
activities and, even where such activities are undertaken, they are unplanned and
uncoordinated. During the sarly qualitative phase of the present research, a similar view
was expressed by some of the small businesses guestioned. However, other SMEs

expressed the opposite view, arguing that they needed planned marketing for growth,

Coefficient alpha for the marketing perception scale was (.65. With the elimination of
itemn BI, reliability improved to 0.69, which was acceptable. Summary statistics showed
that the items’ mean values ranged from 2.6 to 3.7, suggesting only mild agreement that
SMEs needed marketing. While the businesses surveyed had some idea about the
purpose of marketing, their marketing activities were uncoordinated and generally based

on intuition. While there was a leaning towards marketing, this leaning was small.
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Table 5.2,23: Nature of product

Item Statement Mean Std dev
E We produce state of the art/hi-tech or innovative .62 1.43
products
Al We are driven by technology and not the markel 3.82 1.10
place
CK Our plans are more driven by technological advances  3.59 1.25

than by market research

Co Before we came up with the product / service we had 2.37 1.2]
a clear idea about 1he target market

AM Our principal mission is to satisfy the needs of our 1.78 098

target markets

A mean score of 3.62 for item E suggested that the majority of businesses did not deal
with innovative or hi-tech products. This was expected as most respondents came fro.n
very smal] firms that marketed routine products or services, It appears that few of the

SMEs surveyed were driven by technelogy.

Based on information from other small business studies and the qualitative research, it
was expected that small businesses would gather their market information through
informal means, such as talking to customers, rather than through formal means, such as
market research. Several statements, shown in table 5.2.24, were included in the survey

to examine this expectation.

As the items’ means indicated, there was strong support for the role of day to day
customer centact and word of mouth. However, some of the items (‘F," for example) did

not have a high correlation with the proposed scale. This could be due to the
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heteregencous nature of the respondents in the sample, as they Iwd varying pructices,

which cai be seen in the magnitude of the standard deviations.

Table 5.2.24: Informal intelligence gathering in SMEs

Item Statement Mean  Std dev

F Most of the time, our cestomers tell -5 what they wani. 2.36 .16
A lot of our customers comne 1o know about us from other 1.74 0.87
clients.

T A lot of business comes from people passing by and 3.94 1.17
noticing us.

W Day to day contact with customers gives us all the 2,38 1.15
information we need.

cG A lot of our business comes from leads generated from 2.22 1.20

personal contacts.

Conclusions:

An analysis of the sample sugpgested that it was representative of SMEs in Australia
along a number of dimensions, Several statistics were in line with national figures
published by the Australian Bureau of Statistics, the Industry Cowmission and the
Department of Industry, Science and Tourism. Because of the nature of Australian
businesses, the sample was dominated by small and micro businesses and there were

very few medium businesses in the sample.

Respondents’ marketing practices were similar to those found in olher small business
studies (Carson & Cromie, 1990; Cook, 1993; Folsom, 1991; Mazzarol & Ramaseshan,
1996; Weinrauch et al., 1991h), Respondents preferred informal markeling and therc

was a general preference for low cost sirategies, such as advertising in the Yellow
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Pages, ‘Word of mouth’ was also a preferred strategy. Respondents tended 1o use simple
measures, such as cash flow, net profit and sales growth, 1o measure performance. In
large busincsses, market share is an important aspect of performance but was less
important to the SMEs in the present study, perhaps because marketl share has litle

meaning in the local markets in which most respondents competed.

An examination of the reliability of various market orientation and related constructs
found that some, but not all, of Kohli and Jaworski's (1990) and Narver and Slater’s
(1990} dimensions could be used in an SME setting. Intelligence generation,
organisational commitment, esprit de corps and market turbulence were reliable
constructs. [n contrasl, intelligence dissemination, top management approach and
formalisation were not reliable. Competitive intensity had moderate reliability. Both the
customer orientation, and the competitor orientation constructs suggested by Narver and
Slater (1990) were reliable. Pooling some of Kohli and Jawerski's and Narver and
Slater's items resulted in more reliable constructs for customer and competitor refated

activities.

From earlier small business studies and the preliminary field imterviews, customer
satisfaction and repeat business were identified as important to SMEs. Both constructs

were found to be reliable in the current study.

An examination of business practices confirmed the minimal role and impact of

advertising on generating SME business. Pricing, along with customer service, was seen

as important by SMEs,
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Having examined the profile of SMEs in the sample, their markel oticntation and their
marketing practices, the next stage of the data analysis was to develop and test o market
orientation—performance model, The measurement models of the varicus constructs,
their structural relationships and their impact on performance are presented and

discussed in the next chapter.
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CHAPTER 6

Market orientation model building and evatuation

The profile of the sample SMEs and aspects of their marketing operations and attitude-
were presented in chapter 5. The reliability of the various market orientation conslructs
suggested by Kohli and Jaworski (1990) and Narver and Slater (1990) and of a number
of situational variables was also examined, using Cronbach's alpha. Item to 1otal-scale
correlations were also calcuiated to check the usefuiness of the suggested constructs.
The present chapter attempts to further examine the measurement propetties of these
constructs and evaluate the relationships between them upsing a structural equation
modelling approach. As mentioned in chapter 4, structural equation modeling was used
to build and evaluate a number of “market orientation” medels because it can
simultanecusly estimate interdependent relationships and can handle latent constructs

with observed variables.

The first part of the present chapter briefly discusses the approach taken in building the
model that was estimated and the rationale for using a confirmatory factor analysis and
structural equation approach rather than exploralery factor analysis. It should be noted
that most previcus studics on market orientation relied on exploratory factor or
correlation analysis (eg. (Kohli & Jaworski, 1990; Narver & Slater, 1990} {Au & Tse,
1995; Kwaku, 1995; Tse, 1991)). The second part of the present chapter discusses the

development of an appropriate structural modei and its evaluation.
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6.1 Missing vyriables in structural equation modelling

Missing data are a problem in both cross sectional and longitudinal research. A related
problem is that most multivariate methods require complete data. [ncormplele data are
often handled through listwise or pairwise deletion, or through some type of imputation
of missing values. These methods attempl to alter a data set so that it can be analysed by
methods designed for compleie data but they are ad hoc procedures that have little

theoretical justification,

6.2 Construct development — couventional approaches and structural equation
modelling

Research constructs in marketing (eg. customer satisfaction, value), as well as in other
areas of the social sciences, are often made up of multiple and distinct sub-components.
Developing and testing these constructs has been a problem for researchers and
considerable effort has been applied to improve the process (Carver, 1989; Huli et al.,

1991). Typically, three approaches have been used to develop muitiple iter meastizes,

The simplest is the total score approach in which items are summed, the fundamental
assumption being that each sub-component contributes equally to the construct. The key
advantage of this approach is its simplicity in both conceptualisation and analysis. In
addition, because the total score is based on a number of related iteris, the combined
variable is generally more reliable. As the number of items increase, the reliability of
the scale also tends to increase. In addition, as the total scote is composed of a range of
related jtems, it may capture the complexity of the underlying construct beiter.

Assuming that the items uszd are related to the general construct, their combination will
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have greater content validity than any of 1he individual sub-components (Carmines &

Zeller, 1979).

However, such an approach loses information, A total score can hide the fact that only
some of the sub-components are responsible for an observed effect. The process of
agpregation may mask the contribution of such variables, while falsely accentuating the
contribution of athers. It is also possible that the contribution from seme variables may
net be same in all settings, Thus it is unclear whether the outcame is equally associated
with all of the items in all situations. Further, any interrelationships (covariances)
between the items can be masked by the total score approach. If some iterms are mostly
responsible for an observed effect and other items contribute very little, the total

measure may have only a weak relationship with other measures of interest.

Such an approach has been widely used, mainly because of its simplicity. However,
results based on such an approach have been criticised in recent times. For example, in
the early 1980, therc were several studies on Type A' personality and its link to heart
disease. However, subsequent research demonstrated that only some of the sub-
components of Type A were linked to heart disease. As a result there have been
suggestions that the Type - A’ personality should be abandoned in favour of its sub-

components (Hull et al,, 1991),

- In the second (individual score’) approach, each item is used by correlating it with the
outcome variable, If the data are analysed using bath toial and individual scorgs, the
Ioss of information can be minimised and it is possible to examine the 1ole of each of

the iteras (Carver, 1989). While this approach maximises information, its major
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disadvantage is interpretive complexity. The main source of this complexity is the need
to interpret several (or many) effects, rather than a single effect. Added to this arc
ambiguities as to what constitutes evidence about an item's specific or unique effect

(Huli et al,, 1991}

In the third approach, all of the items are simultancously eotered in a multiple
regression analysis. Perloff and Persons (1988) suggested that the 'R’ yielded by the
regression analysis would exceed the simple r obtained from the total score appreach,
They argued that, using regression coefficients to linearly combine items provides better
predictive power than weighting all of the items equally. In addition, the regression

approach gives a test of the unique effects of each itern (Hull et al., 1991 p. 934},

However, the regression approach has several limitations, a major one being
muticollinearity. In cases where there are strong relationships among the items,
estimated regression coefficients can be unstable and small changes in data may affect
coefficients significantly. In addition, standard errors tend to become large. As Dilion
and Goldstein (1984 pp 271 - 272) commented, “in the presence of severe correlations
between predicters, little if anything can be said about the propertiss of regression

coefficients in the given sample.”

Unreliability also adds to the problem. Given that none of the predictors are totally
reliable, the impact of including multiple “unreliable™ predictors must be recognised,
Further, the unreliability of a predictor in a multiple regression affects not only the
relation of that predictor to the outcome variable, but also affects the relation of all of

the other predictors to the outcome variable. As a consequence, the inclusion of multiple
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unreliable predictors makes any conclusion difficull to interpret and potentially
unreliable, Regression analysis is alse not suilable for testing relationships among
variables (ie. the existence of an underlying construct), which is a primary interest in

many studies, including this one.

6.3 Structural modelling with latent variables as an alternative approach

Structural modelling techniques (Bentler & Chou, 1987; Bollen, 198%; Joreskog &
Sorbom, 198%) overcome several of these disadvantages. In the structural cquation
approach, a construct’s sub-components are measured separately, However, instead of
summing them to form a total score or treating them as separate predictors, the
modelling approach begins by estimating the extent to which the sub-components
correlate with one another because they share a common source (a latent or underlying
construct), This estimation procedure takes the form of a confirmatory factor analysis.
Further, it is assumed that the sub-components do not co-vary perfectiy {inte‘r-
correlations are less than one) because of measurement error and the unique aspeets of
each sub-component. The advantapes of the structural equation approach over
conventional approaches have been discussed in many books and research papers (eg.

(Hu)l et al., 1991; Loehlin, 1992)).

6.3.1 Partial disaggregation approach to structural equation modelling

Different structural equation modelling approaches (total aggregation, partial
apgregation, partial disaggregation and total disaggregation) have been suggested
{Bagozzi & Heatherton, 1994). The partial disaggregation approach is a compromise
between the most aggregative approach {summing responses to all items) and the most

disaggregative approach (treating cach item as an individual indicator). The main
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drawback with the aggregative approach is that information is lost and the
distinctiveness of the sub-components is obscurcd. The traditional total disaggregation
approach provides a more detailed level of apalysis but can be unwicldy because of
random error. Such an approach is also very wensilive to measurement error (muking n
difficult to obiain a sutisfactory fit for the model) and many paramelers must be
estimated, requiring very large samples 1o achicve appropriale ratios of sample wize 10

parameter estimates. The pantial disaggregation approach overcomes both drawhacks.

In the partial disaggregation approach, a consruct's sub-componenis are randomly
divided and aggregated 1o form wae or three indicators that are wsed as observed
variables. The rationale for the random combination of s#ems s that all jems or
indicators related to a latent variable should comrespond in the same way 1o that latent
variable; thus any combination of such itemts should vield the same model fit. The
partial disaggregation approach’s key drawback lies in the way the ilems are
aggregated. There appears to be no theoretical basis for aggregating items and 1his

intraduces an element of arbitrariness.

Bagozzi and Heatherton (1994) used an exploratory factor analysis to identify items
loading onto specific factors, verified them theoretically, and then randomly assigned
the items under each factor to two or three indicalors. Such an approach has been used
by personality researchiers (Hull et al, 1991). as well as by markeling researchers

(Dabholkar, Thorpe, & Rentz. 1996),
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6.3,2 Estimation of models and assessment of fil
Some aspects of model estimation and the assessment of fit were discussed in chapter 4.
As z number of models are assessed in the second hall of this chapter, fit indices are

crucial and are discussed in the presem section.

The basic measure of a model’s fiu is the likelihood ratic chi-square statistic, which can
be used 1o test the null hypothesis that the model reproduces the population covariance
matrix of the obwerved variables. By convention, in acceptable model is one where the
p-value is grealer than or equal to 0.05. However. the chi-square test 1 not
recommended as a sole measure of M because of the jmpact of sample size. With

reasonable size samples, even very small differences will suggest a poor fil.

An alternative approach is 1o use an index that compares the fit of an hypothesised
model o the fit of a baseline model in which ail variables are uncorrelated (ie. only
efror variances are estimated}. Such an index is termed an incremental fit index as an

hypothesised model is compared with a more restricted model.

In 1980, Bentler and Bonett {1980) proposed the Normed Fit Index (or NFI) that they
argued was less subject 1o sample size. The NFI shows the percentape of the variance in
8 covariance matrix that is accounted for by the ‘theorised” model. It can take values
from zero to one, with higher values suggesting a better fit. Bentler and Bopett (1980)
argued that medels with an NFI of less than 0.90 could and should be improved. A
subsequent study, however, found that the NFI could also be affected by sample size
and that it tended to underestimate fit in small to moderate samples (Marsh, Balla, &

McDonald, 1988). Bollen (1989) proposed an adjustment, termed delta 2, which was
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less affected by sample size, but could be interpreted in the same way as the carlier

statistic,

Bemler {1990) subscquently proposed the comparative fit index (CFI), which is
identical 1o the relative noncentrabity index developed by McDonald and Marsh i 1990).
The CFI can vary from zero and one, with higher values imply.ng better fit.  Monie
Carlo studies have shown that the CFl performs well for sample sizes varying from 50
1o 1600 (Bentler. 1990). As a rough rule of thumb, the CFl should be gremer than of
equal to 0.90 as values that are less than 0.90 sugpest significant amounts of variation

remain to be explained.

As discussed in chapier 4, the RMR (Roeot mean square residual) and the RMSEA {Root
mean squarc error of approximation} can also be used to examine a model's fit. The
RMSEA (Browne & Cudeck, 1993) uses a population discrepancy funclion as 2
measure of model adequacy and compensates for model complexity. An RMSEA of
0.05 or less suggest a model] fits the observed data {Arbuckle, 1997, p.571) while an
RMSEA greater than 0.£0 are generally seen to be unacceptable (Browne & Cudeck.

1993).

The RMR (zo0t mean square tesidual) is the square rootl of the average squared amount
by which sample variances and covariances differ from their estimates obtained under
the assumption that the model is correct (Arbuckle, 1997, p.571). The smalter the RMR.

the better the model fits the observed data,
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The overall goodness-of-fil tests provide information about the degree of
comrespondence between o model and observed data. Further analyses ure needed 1o
determine construct validation. An indication of the magaitude of convergence of
nieasures within camponenis can be gained by examining factor loadings, which should
be high and significant. The square of the standardised factor loadings shows the

amount of variance in the respective measure thal is due 1o the hypothesised component.

6.4 An investigalion of the “market orientation” construcls

Kohli and Jaworski’s (1990} constncts

A confirmatory factor analysis of all of the items used to these copstructs obtained a
chi-square statistic of 3181.12 {df = 629, p = 0.00). ther goodness fil indices were
also Jow (GFI = 0.648; AGFI = 0.606; NFI = 0.453: RFI = 0.420; CFI = 0.504 and
RMR = 0.11%; RMSEA = 0.087). Since these values were well below the levels
considered acceptable for a good model, it was clear that the medel did not fit the data
well. However, this was not surprising, as the variables measured diverse dimensions

relating to customers, competitors and employees and marketing attitudes.

Each construct was therefore examined separately before being integrated ino a
structural model and the resulis obtained are outlined in subsequemt sections. As
discussed in chapter 4, such a two-step approach is well supponed in the literature
(Boagozzi & Yi, 1988 Joreskog & Sorbom, 1989; Marsh & Hocevar, [985). The
purpose of the first step in the process was to estimate a confirmatory factor analysis

{CFA) for each construct and assess its reliability.
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Intelligence generation
As mentioned in chapter 5, in the present study, Kohli and Jsworski's (19%0)

intelligence generation was measured using the eight items shown in Table 6.4.1.

Table 6.4.1: Intellipence pencration - Standardised regression coefficients

Item Statement Standardised
regression
coeflicients

C We monitor customer needs and preferences. 0.420

Y We do a lor of in-house market research 0620

CH We poll custorers at least once a year about 1he 0.500
qualily of our products and services

CX(R) We are slow to detect changes in our 0.203
customer’s product preferences

F Most of the time customess tell us what they wam 0.029

BB We regularly discuss competitors strengths and 0.612
strategies

BU Qur sales people play a key role in evaluating .529

customer’s needs

cv Our sales people regularly share information 0.621

about competitor's strategics

A confirmatory factor analysis (CFA) obiained fit indices that were generzlly below
acceptable levels (chi-square = 73.21 (df = 20; P = 0.000); NFI = 0.876: CFI = 0.906;
RFI = 0.827; GF1 = 0.966: AGF! = 0,939 and RMSEA = 0.070). Further, two ilems (F
and CX) had very low regression coefficients that were well below the 0.60 level
suggested for an analysis of this type (Bagozzi & Yi, 1988}, When these two items
were removed, the fit improved (chi-square = 46,80 (df = 9; p = 0.000); NFI = 0.9i5:

188



CFl = 0.929; RFI = 0.8§58; GFl = 0.97(; AGFl = 0.933 and RMSEA = G.088). In the
final model, standardised regression coefficients were generally above 0.50 and the
climination of further items adversely affecied the fil. Consequemly, the six-item

construcl was used in the subsequent analysis.

Intelligence dissemination

The intelligence dissemination construct was measured using the four items siiown in
Table 6.4.2. The it indices obtained from & CFA of these items were acceptable (Chi
square = 0.145 (df = 2: p = 0.930); NFl = 0.999; CFl = L.G; RF1 = 0.998; GFI = 1.0 and
AGFI = 0.999; RMR = 0.006; RMSEA = 0,000 indicating a near perfect fit of the data
10 the measurement model. As a result, 1his constrct was retained for further analysis.

Variable CU was retained because its rermoval made model estimation not possible.

Table 6.4.2; Intelligence dissemination - Standardised regression coefficients

Item Statement Standardised
regression
coefficients

Al We spend time discussing customer's future needs. 0.679
Al Data on our customes’s satisfaction is available on 0.628

a regular basis.
cp We have meetings at least once a quarter to 0.543
discuss market trends and developments.

Cu When something important happens to a major 0.347

customer or market, we know about it quickly.
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Organisational response

Orpanisstional response included a response design and an implementation dimension.

A CFA of seven items produced a poor filting model with low regression coefficiems

for all items, Two ilems with very low regression coeflicients (AK = (1.25; CK = (L05)

were eliminated, which improved the fit {Chi-square = 129 {(df = 5; p = 0.024): RMR =

0.033; NF1 = 0.93; CFl = 0.955 and RFI = 0.86; RMSEA = 0.054). However,

the

regression coefficients were still low (12ble 6.4.3), with only 1wo 0.50 or higher,

suggesting this may not be a vseful construct in an SME cnvironment. It was therefore

no1 used in subsequent analysis.

Table 6.4.3: Organisational response - Standardised regression coelficients

targeted at our customers, we would respond
immediately.

Ttem Statement Standardised
regression
coefficients

CN We periodically review our produets 1o ensure that they 0.56

are in line with what customers want

AW Our markeling activities are well coordinated. 0.49

CT When we find t/ -t our cusiomers are unhappy with our 0.35

service, we lake comrective actlion

04 4 Even if we came up with a great marketing plan, we 0.33

prabably would not be able 1o implement it in a limely
fashion
CZ If & competitor were to launch an intensive campaign 0.50
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Formalisation risk averslon and top management emphasis

The formalisalion canstruct showed an extremely poor fit, with some indices (NF, RF1
and CFT} less than 0.50. The siandardised regression coelficicnts were also Inw,
suggesting the formalisation construct may not be applicable in an SME context.
Similarly, the risk aersion and top management emphasis constructs did nat «eem
applicable in the present SME context. Tt is perhaps not surprising that this was 1he case
as respondents were generally the SME's (op managemem and SMEs tend 10 be

informal organisations.

Organisatinnal commitment

Table 6.4.4: Confirmatory Factor Analysts- Organisational commitment

(Standardised regression coefTicients)

Item Statement Standardised
regression
coelTicients

AF Our staff arc commitied to their work 0.625

BG(R) The bonds between this organisation and its G474
cmployees is weak

BO Employees feel that their future is linked 1o this 0.476
organisation

CA In general, employees are proud to work for us. 0.706

cM Cur employces would be happy 1o make 0.608
nersonal sacrifices if it was important

The five items shown in Table 6.4.4 were used 1o measure organisational commitment.
A CFA produced generally acceptable fit indices (chi-square = 15.516 (df = 5; p =

0.008); RMR = 0.037; GFl = 0.989; AGFI = 0.966; NFI = 0.966; CFI = 0.977 and RFI
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= 0.933; RMSEA = 0.062). While some of the regression coeflicicnts were less than
0.60, their removal did not improve the fi and they were retained and the five-item

construct was used in the subsequent analysis.

Esprit de corps

The esprit de corps construct was measured using the four jlems shown in Table 6.4.5.
A CFA of these items produced very good it indices (chi-square = 6. 788 (df = 2. p =
0.034): RMR = 0.026: GFl = 0.993; AGF1 = 0.968; NFI = 0.980: RFI = 0.939. RMSEA

=0.067). Consequently. ihe four-ilem construct was used in the subsequent analysis.

Table 6.4.5; Confirmatory Factor Analysis — Esprit de corps (standardised

regression coelTicients)

Item Statement Standardised
regression
coefficients

U There is a good team spirft in this organisation. 0.751

v Our staff informally deal with each other 0.576

BS Working for this business is like being part of 0.544
a big family

cQ Our staff are genuinely concerned about the 0.503
necds and problems of ather workers

Competitive intensity
Competitive intensity was measured using the five items shown in Table 6.4.6. A CFA
produced poor fit indices (chi-square = (df = 2; p = 0.0); NF1 = 0.885%; RFI = 0.776; CFI

= 0.880; RMSEA = 0.119; RMR = 0.072) and regression coefficients that were
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generally low, suggesting the competitive jntensity construct was not applicable in the

present SME context,

Table 6.4.6: Conflrmatory Factor Analysis - Competitive intensity (standardised

regression coeflicients)

ftem Statement Standardised

regression

coefficients
L [n our business line competition is cul throat 0.634
BT(R) We are marke leaders in our linc of busingss 0.358
BZ There are many promotion wars in the marke1 place 0.453
CB(R) Our cormpetitors are relatively weak 0.421
cc Anything that a competitor can offer. others can 0.226

match readily
Market turbulence

Table 6.4.7: Confirmatory Factor Analysis - Market turhulence (standardised

regression coelficients)

Item Statement S1andardised
regression
coeflicients

s Most of our business is repeat business 0.668

BY(R) Most of the customers that come in everyday are new -0.557
customers

CD{(R) Customers don't often come for repeat business -0.56)

P Qur business is dependent on long term relationship 0.567
with the cliem,

BW We caler to the same customers that we had in the pasi, 0.544
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Market terbulence was measured (through the five items shown in Tabke 6.4.7. A CFA
produced generally guod fit indices {chi-square = 11.627 {df = 5, p = 0.000); RMR =
0.028: GF1 = 0.992; AGFI = 0.975; NFT = 0.97.4; RF1 = 0.948; CFI = 0.985; RMSEA =

0.056). Consequently. the five-item construct was used in the subsequent anatysis

Narver and Slater’s ([990) constructs

Of the three behavioural constructs of Narver and Slaer {cusiomer onenianon,
competior orientation ard ter-functional coordination) only the first two were tesed.
the third ene teing cansidered inappropriate for SMEs,

Competitor arientation

Table 6.4.8: Confirmatory Factor Analysis - Competilor arientation (standardised

regression coefficients)
item Statement Standardised
regression
coellicients
AB We constantly watch what our competition is doing 0.593
AD We formulate our strategics based on what our 0.430
competitors are doing
AY We respond mpidly 1o competitive actions that threaten us 0.559
BB We regularly discuss competitors sirengths and sirategies 0.739
Cl People in this business are recognised for being sensitive 0.440
to compelitive moves
cv Qur sales people mpgularly share information about 0.606
competilor’s straiegies
AY We tell employces o be semsitive 10 our 0.563
competitor's activitics
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Narver and Slater’s (1990} competifor oricnlation construct was measured using the
seven items shown in Table 648 A CFA revealed generally good [t indices chi-
square = 37510 (df = 14: P = 0.001); RMR = 0.053: GFT = 0.979; AGFI = 0.958: NFf =
0950. RF1 = 0910; CF1 = 0.967. RMSEA = 0.056), which suggests that the consryct
has applicability in the pre<ent SME context and ot was used i the subsequent anabyse

Variables AD and Cl dud bave ow regrewon coetficients. However, wince the madel
alrcady had an eacellent fit. theye were retaned so that a wader range of scale emn
coukd be used in the partial disaggregation model later. (This v 10 Contrasi to other
madels where items wih low regression coefficients had 1o he removed to tmprose the

model i)

Customer orientation

The customer oneatanon ceastnect was measured using the mne stems shown in Table
6.39. A CFA found a refatively poor fit {chi-square = 148.064 (df = 27; p = 0.000):
RMR = 0.074; NFI = 0.735; RFl = 0.714: CF1 = 0.815; GF1 = 0.941: AGFI = 0.90Z:
RMSEA = 0.091). which suggests that the construct could be significantly improsed.
The removal of several items with low regression coefficients (AM. CR. AP, AT and
BU} improved the fit (chi-square = 3.373(df =2; p =0.185); RMR = 0.021: NFI = 0.990:
RFI = 0.966; CFI = 0.996. GFI = 0.999: AGF1 = 0.984; RMSEA = 0.036) ad 1

revised four item construct was used in the subsequent analysis.
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Table 6.4.9: Confirmatory Factor Analysis - Customer orientation {standardised

regresyinn coefTicients)

Item Statement Standardised
regression
coefTicients

X We measure cusiomer ~atisfactnn systemat kably. n66

AE We provade cudeamner relat s traming to our Jaff ) 547

AG We monior the kevel of our commament w0 our 0650
Cusiomers.

AM Qur principal mpswon & o satisfy the reeds of our n.31s
1argel markets

AP We are drnven primanly by cusiomer satsfacton 1343

AT We give closwe artention 10 after sabkes service 0 383

BU Our sak~ peopk play a key mk i 2valuang 018
customer’s needs

CR We fix the prace baserd on the value of our product or 0.325

SEIYKE [0 OUr CUsiomers
Ccs Our strategy for competitive advantage s based on 0.472
. Jerstanding our customer”s aeeds

Customer and competitor related activities
As was meationed in chapters 4 and 3. some of Kohli and Jawerski's ( 1990) and Narver
and Slater’s (1990) items were similar. Conscquently the 1we sets of sters were

combined and reclassified into customer and competitor related activities.

The customer related activitics construct was measured using twenty of the tems
contained in the questionnaire. However. a CFA of these items obtained a poor fit (chi-

square = 537.897 (df = 170; p = 0.000): RMR = 0.074; NF1 = 0.774: RFI = 0.747: CF1 =
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0.332; GFl = 0.5896; AGFl = 0.87[, RMSEA = 0.063), which suggests the construct
should be further refined  The elinunation of tems with low regression coeflicients
wmproved the fit (chr-square = 97 185 (dil = 27, p =000k NF1 = 0927 CFl = 0.9406;
RFt = 0902 GFI = 096l AGFI = 0935, RMR = 0.070; RMSEA = NN6Y).
Comeyuently, the reved comdruct, measured through the mioe iteims shown in Table

6L 10, was wwed 0 the subseguent analyves.

Table 6.4.10: Confirmaiiry Factor Analysis - Customer related activities

tstandardiced regression coefficients)

Item Statement Standardised
regression
coefficients

C We mondor customer needs and preferences .51

AG We morntor the kvel of our commdmrent ta our 0.64
customen

X We measurs customer satisfaction systematically 0.63

¥ We do a ot of n-house markel research 0.65

Al We tpend time dxscussng customers” future needs a.57

AJ Data on customer satisfaction is available on a regular 0.68
basrs

CH We poll our customers at kast once a year about the 0.59
quairty of our products and services.

AE We provide customer relations training to our staff 0.60

Ccr We have mwetings ar keast once a quarier so discuss .54
market trends and developmenis

197



Competitor related activities

Adopling the same procedure as for the customer orienfation construcl, the nine flems
that asked about competitor related activities were examined. The fit was borderline but
some ftems had low regression coelficients and were removed, A CFA of Lhe remaining
five items produced a good {it (chi-square = 13.929 (df = 5; p = 0.016); RMR = 0.041:
NFI = 0.975; RFl = 0.949: CF1 = 0.983; GFl = 0.990; AGF] = 0.969; RMSEA = 0.057),
which suggested thal the construct, measured using the items shown in Table 6.4.)1,

could be used in the subsequent anaiysis.

Table 6.4.11; Confirmatory Factor Analysis — Competitor related activities

(standardised regression coefficients)

Item Statement Standardised
regression
coefficients

AB We constantly walch what our competition is doing 0.593

AV We respond rapidly to competitive actions that 0.559

threaten us

AY  We tell employees 1o be sensitive o our competitors 0.563

activities

BB We regularly discuss competitors  strengths  and 0.739
strafepies

CV  Our sales people regularly share information abowt 0.606

competitor's strategies

Customer service orientation
During the early field interviews, almost all businesses interviewed stressed the
importance of customer service and customer satisfaction. Further, as discussed in

chapter 3, small business literature also stresses the imporiance of customer service. As
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a resuk, ‘customer service orientation”, as distinct from other ‘customer related

activities® was modelted and tested as a separale construcl.

Table 6.4.12: Confirmatory Facior Analysis - Customer service orientation

(standardised regression coefficients)

Item Statement Standardised
regression

coeflicients

AP We are driven primarily by customer 0.554

satisfaction
O QOur success is linked to the service we provide. 0.623
AL The quality of our service is a key to the success 0.715
of our business.
BA Serving the customers is the most itnporiant 0.514
thing we do.
AM Qur principal missicn is (o satisfy the needs of 0.371

our target market

Respondents’ attitudes towards customer service were examined through nine items.
However, a CFA found a poor fit. Consequently, four items with [ow regression
coefficients were removed. The remaining five items bad a generally acceptable fit
(chi-square = 22.555 (df = 5; p = 0.000); RMR = 0.023; GFI = 0.983; AGFI = 0.94%;
NFI = 0.949; CFI = 0.959 and RFI = 0.898; RMSEA = 0.083). The fit indices were
acceptable and regression coefficients except for AM were greater than or close to (.60,
which suggests the construct, measured through the items shown in Table 6.4.12, could
be used in subsequent analysis. In spite of low regression coefficient (0.37), variable

AM was deliberately kept as its elimination, while not significantly improving CFI or
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other fit indices, adversely affected RMSEA. Al the scale items in the model related

to the service oriemation of the business.

New and repeat business
The items shown in Table 6.4.13 had been used in previows studies to measure markel
turbulence, Howsever, in an SME context, the construct can be viewed as ‘new or repetit

business’ as the items relate to 1he nature of an organisation’s customers.

Table 6.4.13: Confirmatory Factor Analysis — New or Repeat business

(standardised regression coefficients)

Item Statement Standardised
regression
coefficienty

P Our business is dependent on long term -0.567
relationship with our client

5 Moast of our business is repeat business -0.668

BW We cater to the same customers that we had -0.544
in the past

CD Customers don't often come for repeat 0.564
business

BY Most of the customers that come in every 0.557

day are new customers

T A lot of business comes from people 0.008

passing by and noticing us

A CFA found regression cocfficients that were generally close to 0.60, with the
exception of an item that asked whether ‘a Jot of business comes from people passing by

and noticing us.’ The fit indices were generally acceptable (chi-square = 11.627 (df = 5,

200




P = 0.040); RMR = 0,028; GFI = 0,992; AGFI = 0.975; NFI = (.974; RFI = 0).948; CFl
= 0.985; RMSEA = 0.049), which suggesis the five item construct, could be used in 1he

subsequent analysis.

Performance

As was menticned in chapter 5, performance was operationalised in several ways. As
can be seen from Table 6.4.14, respondents were asked for their perceptions of business
performance in specitic aspects such as ner profit, cash flow and so on. A CFA
suggested a single performance index was appropriate {chi-square = 34.560 (df = 5;: P =
0.000). RMR = 0.042; GF1 = 0.975; AGFI = 0.926: NFI = 0.970; RFI = 0.93%; CFI =
0.974; RMSEA = 0.105). The regression coefficients, shown in Table 6.4.14, suggest,
however, that market share may not be a part of such a single performance measure and
it was removed. The revised four-item performance construct obtained an even better
fit (chi-square = 8.045 (df = 2; P = 0.016); RMR = 0.023; GFI = 0.992; AGFI = 0.962;
NFI = 0.992; RFI = 0.976: CFl = 0.994; RMSEA = 0.075) and was used in the

subsequent anatysis.

Table 6.4.14: Confirmatory Factor Analysis — Business performance (standardised

regression coefficients)
Variable Performance measure Standardised regression
coefficients
FS Sales growth 0.629
FT Cash flow 0.736
Fu Net profit 0.897
kv Return on investment 0.815
FwW Market share 0.468
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Employee's Sense of helonging

As discussed carlier, the orparisational commilment and esprit de corps constructs

scemed 1o fit the SME data well. Since both constructs related to an employee’s sense

of belonging (to the organisation and 1o each other), it is possible that a single construct

may be more appropriate. In the majority of SMEs, the number of employees is smal

and employees tend to work closely 1ogether. Consequently, there could be littke

differentiation belween commilment 1o the organisation and to fellow employees.

Further, this is the business owner / manager's perceplion of the empleyee's

commilment and esprit de corps and not the perception of the employees themselves.

Table 6.4.15: Confirmatory Factor Analysis — Employee’s sense of belonging

(standardised estimates)}

Item Statement Standardised
repression
coefficients

AF Cur staff are committed 1o 1heir work 0.656

BG (R) The bonds between this organisation and its employees D.512
is weuk

BO Employees feel that their future is linked to this 0.489
organisation

CA In general, employees are proud to work for us 0.714

CcM Our employees would be happy to make personal 0.581
sacrifices if it was important

u There is a good team spirit in this organisation, 0.661

v Qur staff informally deal with each other 0.488

BS Working for this business is like being part of a big 0.626
family

<Q Our staffl are genuinely concerned about the needs and 0.593

problems of other workers
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For this reason, a single constritet, termed ‘employees sense of belonging' in this
research, was developed from the nine items that measured organisational commitment
(5) and esprit de corps construcis {4). A CFA lound a goed (it {chi-square = 111.09 (dl
=27, P=0.0): RMR = 0.050; GFI[ = (1.952; AGFI = 0.921; NF] = 0.915; RFI = (.0.887;
CFl = 0.934) and the estimated regression coefficients, shown in table 6.4.15, were
generally greater than 0.50. The 1wo items with low regression coefficients (BO and V)
were removed and the CFA of the remaining items obtained a good fit {chi-square =
62.013 (df = 14; P = 0.000); RMR = 0.044: GFI = 0.966; AGFI = 0.933; NFI = 0.93%:
RFI = 0.909; CFl = 0.952; RMSEA = 0.080), suggesting that the simplified model that

combined the organisational commitment and esprit de corps constructs was acceptable.

Of the three constructs of Kohli and Jaworski (1990) intelligence generation and
intelligence dissemination were found to be applicable and valid in the SME sample. Fit
indices for organisational respense were less than optimum and hence this construct was
considered not applicable. Organisational commitment and esprit de corps were found
to be applicable constructs in the present SME context, as was market turbulence, but
not competitive intensity. Narver and Slater's {I1990) customer oricntation and

competitor otientation constructs were also found to be applicable.

Combining similar items from Kohli and Jaworski's and Narver and Slater’s constructs,
into customer related and competitor related dimensions obiained constructs that fitted
the data well, suggesting that such a concepiualisation may be more applicable to
SMEs. Customer service crientation and repeat business also emerged as applicable
constructs. ‘Employee’s sense of belonging' modelled as a single construct met all the

model fit criteria and was found valid in the SME context.
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The poor {it of some of the nurket vrientation constructs and the emergence of some
new constructs suggests that the markel oricntation performance model may have 1o be
modified in the present SME context 10 include new dimensions, such as customer
service origntation, an employee's sense of belonging and the repuat nature of business,
A revised markel orientation — performance model is suggested and tested in the next

section of the present chapler.

6.5  Market orientation and performance: Model building and evalnation

As discussed earlier in this chapier, the measurement models suggested that some
constructs proposed by Narver and Slaler as well as Kohli and Jaworski may nat be
applicable to SMEs. Further, emergence of new constructs such as customer service
orientation, repeat business and employee’s sense of belanging necessitated the revision
of existing models. This section examines the inter-relationships between differem
constructs. First the existing models of Kohli and Jaworski and Narver and Slater are
briefly examined. This is followed by an in depth analysis of revised market orientation

- performance models using different conceptualisations.

Kohli and Jaworski's model

Kohli and Jaworski's model was discussed i detail in chapter 2. Figure 2.7.1
{reproduced here for reference) shows the antecedents, moderators and consequences of
market orientation. Of the several antecedents discussed by Kohli and Jaworski, top
management emphasis, organisational systems and inter departmental dynamics were
found to be not applicable to SMEs, The small size of the SMEs and 1heir informal

organisationa] structare meant that these constructs were not theoretically justifiable,
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Measurcment models of these consiructs supported this view. OF the supply and demand
side moderalots tested. competilive infensity was found to be not of relevance 1o SMEs
because of low competition. As can be inferred from carlier resulls in chapter 5, even in
the face of vompetition. most SMEs respond in a limiled way 10 competilive moves,

SMEs were ulso in a stubie product market and the market turbulence was low.

The consequences of a market oriented behaviour appeared to be applicable to SMEs
also. Employee responses manifesting as organisational commitment and espril de corps
were found 10 be applicable and so did custemer respenses in the ferm of better

satisfaction and repeat business.

Of the three market orientation constructs {intelligence generation, dissemination and
organisational response), intelligence generation and dissemination cmerged as
applicable to SMEs. Organisational response construct could not be supported. This
was not surprising, given that Kohli and Jaworski's concepiualisation was activity
based. As discussed in Chapter 3, SMEs adopt an informal approach to marketing and
do not have the resources or skills o undertake specialist activities. Thelr marketing has
been described in the literature as uncoordinated and haphazard with only a few
engaging in proactive marketing. Further, the small size of most SMEs in the sample
meant that 'organisational response’ was irrelevant. Essentially, the results suggested
that Kohli and Jaworski's conceptualisation might not suit SMEs. Further, given the
Himited impact of most SMEs on their market, their organisational response has little

relevance.
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With intelligence generation and dissemination wlone and without o valid response
dimension, the markel orientation performance model could not be empirically
evaluated. Further, such a2 model doesn't make any theoretical sense. Generiting
inteflipence and discussing it withoul a response cannol have any impac an
performance. In surnmiry, it appeared that Kehli and Jaworski's conceptualisation may

not be applicable to SMEs.

Evaluation of Narver and Slater's model of market orientation and performance

Customer

ofientation

Competilor

orientation

Inlerfunciional

coordination

Figure 6.5.1: Narver and Slater's market orientation model

Of the three constructs, customer and competitor orientation constructs were found
valid in the measurement models. A partial disaggregation model (Figure 6.5.2) with
acceptable fit indices demonstrated a positive influence of customer and compelitor

otientation on perfermance.
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Figure 6.5.2: Partially disaggregated model of market orientation - performance

relationship in SMEs using Narver and Slater’s model

In this model the variables for each construct were randemly combined to form
indicators. Customer orientation had 3 indicators and competitor oricntation and
performmance had two indicators each, The regression weights for all the indicators were
ahove 0.7, indicating the usefulness of the partial disaggregation approach. Fit indices
for this model were (chi square = 45.643 (df = 1Z; p = 0.000); NFI = 0.970; CFI =
0.978; RFI = 0.948; GFI = 0.976; AGF! = 0.945; RMR = 0.035; RMSEA = 0.072)
indicating a good model fit. Critical eatios in the model did not suggest any
improvement. Relative regression weights suggested that customer orientation was
more important in comparison to competitor orientation. These results demonstrate that
Narver and Slater's conceptualisation of market orientation - performance relationship is

applicable to SME:s also.
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However, as discussed in the earlier part of this chapter, evaluation of the measurement
models suggested that a modified conceptualission might be necessary. The revised
model in figure 6.5.3 includes customer service orientation as an element of market

orientation.

‘Customer service orientation’ construct was distinctly separate from the customer
related activities construct and appeared to relate to the interaction between the
customer and the business (or its employees) at the interface and the service ethos of the
business. A market oriented behaviour has been shown 1o have a positive impact on
employees’ commitment and esprit de corps (Jaworski & Kohli, 1993; Kohli &
Jaworski, 1990), Consequently both customer related activitics and costomer service
orientation werg modelled as impacting on ‘'employee's sense of belongimy’, Unlike
large organisations, in a small or medium business setting, competitor retated activities

are mostly in the realm of the owners / managers of the business. Consequemly, it is

209



logical 1o assune that competitor reliled activities will have very lith: impact on

‘eniployees”. Hence this path was not included in the model®.

Evaluation of SME market orientation model:

An carlier section of this chapter established the importance of customer service
orientation and customer satisfaction as ap elemem in the market oricneation -
performance relationship. As the first step in model evaluation. the structural
relationship between elemems of SME market orientation {ie. customer orientation.

competitor orienation and customer service oriemation) was tested.

Chi-square = 322.535 (df = 116; p = 0.000); NFI = 0.873; CFl = 0.914:

RFI = 0.851; GFI = 0.932; AGFI = 0.910; RMR = 0.074; RMSEA = 0.051

Figure 6.5.4: Structural relationship - Customer related activitles, competitor

related activities and service orientation

3 Subsequent tests did show very low loading of competitos related activities on “sense of beloaging’ thus
supperting our initial argument.
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Theoretically. customer service shoukl huve no correlation with competitor orienlation
amd shouk) have higher corckition with custorer orientation. The resulting ¢orrelation

coelicrents and model Gt indices are given in figure 6.5.4.

As antwipafed. customer service orieniation had a low correlation {(0.17) with
competitor related activities, Customer related activities showed a relatively higher
commelation (0.24) with the service dimension but this was still low in abseluie terms and
was relatively low compared 1o the correlation between customer and competitor related
activities (0.71). This suggested that, while customer related activities such as gathering
intelligence. providing traimng (o staff etc may be important, customer service
onentation was another distinetly separate and important dimension for SMEs. This
related to customer service at the service provider interface. This model provided a good
Ot. Given the increased complexity of the model. fit indices close 10 0.9 were
considerzd acceptable. CFI. GFl and AGFI were above 0.9 (refer figure §.4.6). RMSEA
value {0.057) was close to 0.05 indicating a good fit. The critical ratios were also low

indicating that further mwdifications are not needed.

Market orientation - performance in SMEs

The full model (model A), shown in figure 6.5.5, was tested using AMOS and a partial
disaggregation approzch. In this model, the validated scale items for cach of the
constructs were randomly split to form two or three indicators (Dabholkar et al., 1996).
Details of the partial disaggregation process were discussed earlier in this chapter. The

interrelationships between latent constructs and the model fit were evaluated.
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Figure 6.5.5: Market orientation and performance - Model A

This mode] yielded good fit indices (Chi-square = 153.208 (df = 54; p = 0.000); RMR =
0.033; NFI = 0.935; RFI = 0,906; CFI = 0.957; GFI = 0.958; AGFI = 0.929; RM5EA =
0.058). RMSEA of 0.05 is considered excellent and this, combined with other indices

suggested that this model is quite acceptable.

Looking at the regression weights in the model, one can conclude that the overall
impact of market orientalion on business performance is winimal (squared multiple
comelation = 0.102), This indicates that there are other non-marketing factors that
impact on business performance much maore than those related to marketing. Though a
negative finding, this is in tune with findings in several small business studies discussed
in chapter 3, where marketing was assigned the last priority by SMEs. Results of this

study, discussed in chapter 5, also demonstrated that marketing was least of the
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problems for the SME sample population. On the contrary, as discussed in chapter 3,

resource and other consiraints have been shown ns major problem areas for SMEs.

The loadings between latent constructs and performance were penerally low. As can be
inferred from the standardised regression weights, competitor refated activilies bad
much lesser impact on performance compared 10 customer refated aclivities or service
orientation. In conirast, both customer related activities and customer service orientation
had significant impact on ‘sense of belonging' of employees. The respective regression
weights were (0.28 and 0.43). Service orientation also had sjgniicant impact on repeat
business (standardised regression weight = 0.36). Service orientation had much less
direct impact on performance than through repeal business. Employce's sense of
belonging also had no direct impact on repeat business. Theoretically, this is justified
because employee’s sense of belonging operates through better customer service, this in
turn feading to satisfaction and repeat business, Organisational commitment is also seen
to impact directly on performance, The regression weights of latent constructs leading
to performance are negative because of the reversed scale used for measuring
performance. Table 6.5.1 gives the total effects of Jatent constructs on performance. The
modification indices were either moderate <20 (most of them around 10) indicting that
no modification is catled for. Where it was > 20, there was no theoretical justification to

undertake the modification.

An alternative model (model B} in which ‘customer service' was seen as a resuit of
‘employee's sense of belonging' was tested. Such an approach can be theoretically
justified in that SMEs rarely do any marketing planning and their marketing is more

reactive rather than proactive. Consequently, the set of scale items that were
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conceptunlised as ‘customer service otfentation’ can also be viewed as 'cusiomer service’
as it happens. Under these conditions, employee's sense of belonging leads 1o better

customer service, which in turn can lead 10 repeat business and performance.

While such a conceptualisation also produced acceptable model fit indices, generally the
fit indices were marginatly lower and RMR and RMSEA values were marginally higher
compared to model A. Model B also did not significantly improve the explanaory
power or offer addilional insights into the market orienlation - performance relationship.

Hence, model A was retained.

Compared to a ftotally disaggregated model, the fit indices for the partially
disaggregated model were better, establishing usefulness of the partial disaggregation
approach in this model. As can be expected, because of the aggregation of 1he scale
items, the standardised regression wesghts improved significantly. There were no

significant changes in the regression weights of latent variables.

In addition to assessing the direct effects that various mode] constructs have on others, it
is necessary to examine the total effects of each construct. Toial effects cover both
direct and indirect effects and consequently provide a better indication of the overall
importance of each construct. Total effects computed using AMOS are given in table

6.5.1.
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Table 6.5.1: Tutal effects on endogenous constrycts {model A)

Effect on = Repeat  Pecfor  Senseof  SMC
or l business mance  belonging
Competitor orientation 0.08

Custonrer orientation 0.001 0.175 0.220

Sense of belonging 0.003 0.221 0.311
Customer service arientation 0.513 0.098 0.545

Repeat business 4116 0.128
Performance 0.102

SMC: Squared multiple correlations

Blank space indicates zere effect due to the absence of a path, Squared multiple
correlations are given in the last column. Negative effect on performance is due to

reversal of scales.

Looking at total effects, one can infer that service orientation had notable effect on
repeat business and sense of belonging. Though small in absolute terms, customer
orientation had more impact on business performance compared to competitor
orientation. The direct effect of employee’s commitment on performance was also

relatively high, supgesting the important role of employees {service providers) in SMEs.

In summayy, the measurement models demonstrated the validity of Kohli and Jaworski
and Narver and Slater’s market orientation constructs in SMEs in Australia. Kohli and
Jaworski's intelligence generation and intelligence dissemination and Narver and
Slater’s customer orientation and competitor orientation were found te be valid for
SMEs. Because of the size and the number of employzes in most businesses, inter-
functional coordination and organisationat response design and implementation were
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found to be nol valid constructs. Significanl correlution bhetween customer and
competitor orictations suggested the existence of a higher order murket orientation
construct, [n addiion 1o these constructs, cusiomer service artentation emerged as 4n
important and valid construct. The results from . markel arientation — performance
model sugpested that customer service oricntation resulled in generation of repeat
business and this contribuled to business performance. ‘Sense of helonging' of
employees was also found to be an important factor in business performance. The
resulis also suggested thar, while murket orienlation and other constructs were valid in
SMEs, it had minimal impact on business performance. A host of other factors such as
resources, limited market, low market turbulence could impact on the performance of
SMEs. The measurement model also emphasised the informal nature of many of the
marke1 oriented activities in SMEs. The nexl chapter discusses the limitations of the

study, provides recommendations 1o SMEs and suggests areas of further research,
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CHAPTER 7

Conclusions, limitations, implications of the research

The present chapler discusses the managerial and research implications of the lindings

of the present study, examines its limilations and suggests arcas for future research.

7.1  Conclusions

The present siudy examined ihe applicability of Kohli and Jaworski's (1990) and
Narver and Slater’s (1990} market oriemation canstructs to Australian SMEs and found
that their overall models were not applicable 1o the businesses surveyed. Of Kohli and
Jaworski's {1990) three constructs (intelligence generation, intelligence dissemination
and organisational response), intelligence dissemination and organisational response
(response desigh and response implementation) were not found to be applicable to the
SMEs surveyed. Conceptually, the ‘inter-functional coordination’ construct suggested
by Narver and Slater (1990) could not be justified in the SME context and was not
included in the present study. A similar argument can be advanced with respect to
organisational design and implementation constructs of Kohli and Jaworski. The
absence of formal organisational structures and formal processes in smali businesses

meant that the organisational response construct was not supported.

Kohli and Jaworski and Narver and Slater developed their models within large
businesses that had multiple divisions. Consequently, the dissemination of information
across the organisation, the coordination across specialist functions, such as marketing,
R&D and manufacturing were important. A lack of communication or conflict and

disharmony between functional arcas in such large organisations are major problems
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that have been well researched {eg (Souder, [98]) (Masicllo, 1988)), Large husinesses
are alse known to generwte independent intelligence within divisions, necessitating good

intelligence dissemination syslems acroxs the organisalion,

As the present results demenstrated, the SMEs surveyed were relatively small, very few
had sepirate functional areas and, by definition and in practice, decision making was
undertaken by their owner(s) andfor manoger(s). Further, many were managed by the
owners themselves rather than by the professional managers who run large
organisations. In the absence of separale functional areas, coordination constructs could

not be justified.

Kohli and Jaworski's (1990) intelligence generation construct was found 1o be
applicable to the SMEs surveyed, However, the scale ilems that measured this construct
suggested that, intelligence generation in the SMEs surveyed was informal, rather than
formal. Indeed, formal market research was respondents' least preferred method of
generating market intelligeace. The informal nature of marketing in SMEs has been
well documented and was discussed in detail in chapter 3. Kohli and Jaworski’s (1990)
cenceptualisation of market orientation is based on an activities approach, including
intelligence generation and dissemination. As discussed in chapter 3, SMEs do not tend
to engage in specialist marketing activitics. Consequently it was pechaps not surprising

that their conceptualisation did not hold in the SMEs surveyed.

The key difference between the two models stodied is the way the constructs were
operationalised. Kohli and Jaworski looked at market crientation from a functional

perspective (ie. specific activities such as intelligence generation), whereas Narver and
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Slater viewed the construct from a cultural viewpoinl {eg. A customer focus and a
competitor focus) (Webb, 2000). In the ahsence of specialist departmenis or functional
speciulists, it was nol surprising thal Narver and Slaler’s mode] was found to he more
applicable 10 SMEs. A recent study by Webb, Webster and Krepapa (2000} supported

these fAndings.

Narver and Slater's (1990) market orientation conceptualisation seemed 1o be more
applicable to SMEs than Kohli and Jaworski's. Their customer and competitor
crientation constructs that covered activities relating to customers and competitors
respectively, without focussing on any one type of activity, such as intelligence
generation, secmed to be applicable in the present research context. This may be
because SMEs may not have the need, skills or resources to conduct specific marketing
activities, such as market research. Given the locafised nature of many of the SMEs
surveyed and their small presence in the market, large-scale market intelligence may be
unnecessary, unduly expensive and unwarranted. Even when the more generic customer
and competitive orientation constructs were used, the informal nature of the SMEs’

marketing processes was apparent from the means of the various scale items.

Kohli and Jaworski {1990} discussed the effect of a number of antecedents, such as top
management's emphasis and risk aversion, on the development of a market orientation.
In the SMEs surveyed, these antecedents did not emerge. The role of entreprencurship
in small businesses has been the subject of numerous studies but did not come within
the scope of the present study. However, it would seem that, as with the market
orientation constritct itself, Kohli and Jawaorski's suggestions are more relevant to large

organisations than they are to SMEs.
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A customer service orientation emerged a5 an imporant dimension in the qualitative
phase of the present research. The majority of the SMEs surveyed felt that customer
service and customer satisfaction were crucial to their success and this wis true across
all business segments (eg. manufacluring, service, retail and others). The dependence of
SMEs on repeat customers was also clear in the presenl study, The marketing literature
has discussed in detail the advantages of refaining cxisting customers over ucquiring
new customets and has stressed Lhe lifetime value of customers (Cannie, 1994
Srinivasan, 1996; Wyner, 1996), However, the present study suggests that  ‘repeat
business’ has an added meaning for the SMEs surveyed. Because of the localised nature
of their businesses and their limited exposure in the market place, SMEs depend more
on repeat business and long term relationships. In the absence of other ways of gaining
a competitive advantage, such as low cost preduction, pricing, advertising and
promotion, customer satjsfaction and repeat business have a substantial impact on an

SME's performance.

The present study also found a distinction between having a ‘customer service
orientation’ and undertaking ‘customer related activities.' Customer related activities
covered activities such as intelligence generation, staff training and the measurement of
satisfaction. In contrast, the sesvice orientation construct measured interactions a1 the
customer-provider interface. The distinction was seen in both the confirmatory and the
exploratory factor analyses and it seems that having a customer service orientation was
more important fo performance than having either a customer orientation or a

competitor orientation,
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In Kohli and Jaworski's {1990) model, organisational commitment and esprit de corps
were viewed s a consequence of having u markel orientation; the suggestion being thal
the wiore market oriented an organisation is, the more satisfied employees will be and
the more committed they will be 1o 1he organisation. A similar effect was noticed in the
present study in which these iwo constructs were combined into a single “employees’

sense of belonging’ construct that bad a strong direct impact on business performance.

The SMEs surveyed had a relatively weak competitor orientation, and they placed more
emphasis on monitoring competition than on responding 1o it. In businesses, the “four
Ps” can be used 10 gain a competitive advantage. As the majority of the SMEs surveyed
had adopled a ‘cost based pricing' approach, entering inlo a price war did not emerge as
a potential tactic. Promotion was also low-key and was confined to newspaper
advertising, the Yellow Pages, displays around their business premises and word of
mouth. As many businesses provided a standard product or service, they did not obtain
an advantage through preduct innovation. All of these results reflect the Jow emphasis
on competitors in the SMEs surveyed. Slater and Narver (1994b p 23) stressed the
importance of competitors as "target customers could view them as alternate satisfiers of
their needs.,” The results from the present study suggest that, generally, SMEs

monitored competition but that they did not respond vigorously.

Narver and Slater (1994) argued that a market oriented culture is necessary to build and
maintain the core business capabilities that can create superior value and they modelled
the link between having a market orientation, competitive advantage and business

performance as shown in figure 7.1.
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Feedback

. [ 1

Market Core Competitive Business
orientation capabilities advantage pedormasce
Cuslvmer Custanter service Cusiomer loyal 1y -
Competitor Guality New prixluct Profitabilily
Coordination Innavation sugcess Sales gruwth

Marke! share

Figure 7.1: Market orientation, campetitive advaniage and business performance

(Reproduced from Slater and Narver (1994} p.25)
Their model appeared to be suitable for SMEs with some modifications. The present
study suggested that market orientation and core capabilities are inseparable in SMEs.
In the absence of specialised functions, such as intetligence generation, and functjonal
groups, such as marketing and manufacturing, customer and compelitor oriented
activities are integrated into the daily activities of the SME so they became the way of
doing ‘business as usual’' Competitive advantage appears to flow from customer

loyalty that results in repeat business. A revised model for SMEs is shown in Figure 7.2

Feedback

Marke! Orentanien Businers emphasis Competilive Rusiness
Customer and advantage performance
Competitor Customer service Cusiomer

related activitics Quality satisfaction Profitability
integraled  inlg leading o repeat Sales growth
the daily routine Inngvation business

of business

Figure 7.2: Market orientation, competitive advantape and business perfermance

in SMES (a revised model}



Some SME studies have used very sophisticated measures of performance.  However,
the results from the present research suggest lhat SMEs use simple performance
measures, such as sales growih, cash flow and net profit, to measure their performance.
In both the qualitative and the quantitative surveys, market share was found to be less
important as g performance measure. The simple measures that are used are easy to
understand and interpret by those involved in the day-to-day operation of a business,

compared to other more saphisticated measures thal require accounting skills.

Apart from the relationship between having a marketing orientation and business
performance, the present research investigated some of the marketing practices
undertaken by SMEs. The resuits obtained suggested that advenising in Yellow Pages
was common ameng ihe SMEs surveyed. Citing Marchesney (1989), Lomraine made a
similar abservation, noting that SME owners were not very concerned about marketing
planning and made very little use of advertising, Their limited expenditure meant that
advertising tended to be restricted to the Yellow Pages and professional magazines.
Such an observation is injeresting, as well as important, in that government agencies,
such as SBDC, as well as educational institutions in Australia, have been offering
training in small business marketing and management. These findings suggest that such

programs may need to be refocussed.

The present study has several practical implications for SMEs. The low levels of
customer orientation and competitor orientation are a source of competitive advanmage
for those secking to expand their business. The qualitative interviews suggested that

SMEs did very little with the informal intelligence they gererated. Their intelligence
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gathering appeared o be reactive, ofien only involving noting feedback from customers,
rather than prouctive, or based on what the business wanted to know. A more thoughtful
and planned collection of informition from customers and the better use of such market

information woukl give & competitive advantage.

There is a perception among the SMEs surveyed that gathering and analysing market
information requires formal and expensive market research. This, combined with their
general apathy towards marketing. opens opportunities for training and educating SME
owners or managers. Such programs should emphasise simple and practical ways (o
analyse available market information. In discussing the market orientation of British
businesses, Harris (1996) noted that, in many ways, 2 ‘market orientation is free” and he
stressed that developing a market orientation did not mean spending more money on

marketing but, rather, it meant doing things differently.

The dependence of the SMEs surveyed on repeat business makes clear the importance
of customer satisfaction and customer service. There appeared 10 be a high evel of
recognition among these SMEs about the importance of customer service. However,
given its importance, the emphasis should be on getting the ‘service encounter’ right

every lime, rather than aiming for some measure of overall customer satisfaction.

7.2  Limitations of the study

Any research has inherent limitations and the present project was no exception. As was
described in chapter 2, the “market orientation’ area is an evolving field and most
studies are exploratory in nature, While there is a genera] understanding as to what

‘having a market orientation’ means, there is no generally accepted operationalisation
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and several allernatives have been suggested. Kohli and Jaworski's (1990) and Narver
and Shater’s {1990) descriptions of rmarket orientation, that were the basis of the present
study, create a conceptuat limitation in themselves and questions have been rajsed as fo
whether there are other more useful constructs. This study, in addition to examining the
applicability ol existing markei oricntation constructs, explored and validated new
cunstructs thai were applicable 1o SMEs. The market erientation construet can be all
encommpassing as the creation of “superior value lo customers’ can be achieved in
several ways and any action an organisation takes can impact on its customers and other

stakeholders.

Some of the intermal aclions that an organisation takes can have far reaching
implications for customers. Such actions, while profitable to management and
shareholders, may adversely affect customers. However, most market orientation studies
have only looked at customer focussed or competitor focussed actions, such as
intelligence generation, human resource issues, such as customer relations training, and
other organisational response variables. Further, the ‘superior value' concept has
generally been measured from the perspective of the organisation and its manager(s)
and not from the customer’s poimt of view. Previous market orientation studies have
abtained variable and sometimes contradictory results, whick could be due in part to the
evolving nature of the field, The present study focussed on the market orientation of

Australian SMEs and suggested one possible conceptualisation.

As discussed in Chapter 3, the definition of an SME varies widely from country to
country. In Australia, the classification is based on their number of employees, without

any regard to their annual wmover or the nature of the business. Consequently, the
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sample in the present study was heterogenaus, While this prevides an advantage in
generalising resels, fiting a model across a spectrum of SMEs can reduce the power of
the analysis. In contrast, a model that is applied to a more homogeneous sample can be
more specific. As was discussed in chapter 2, most market oricntation madels were
developed in large business cavironments, where marketing practices are similar. The
very size of the SMEs surveyed (employee numbers varying from O to 200), and their
types of businesses can make marketing practices different, imposing further constraints

on the present study.

Large businesses (that have been the basis of most previous market orientation studies)
are professionally managed. How>ver, in SMEs, enirepreneurship plays a dominant rofe
in shaping the performance and growth of the business. In some businesses, owners may
decide not to expand the business, while others may be actively trying to improve their
business performance and yet both may be very market oriented. It could be argued that
not responding to competition is not a marke! oriented behaviour but, piven the
[ocalised nature of most SMEs and the emphasis SMEs place on customer orientation
and customer service, such arguments may not be reasonable. Under such conditions,
performance (especially financial performance) and growth may be influenced by the
owner(s)’ decisions, rather than by their market orientation, Further, many studies have
found that SME operators chose (0 go into business because of the flexible working
hours they expected, life style considerations or for life satisfaction, In the present
study, only 50% of respondents said they had a financial reason for starting their
business, which suggests that the intangible or non-monetary aspects of operating an

SME may be more important to many respondents,
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In the present study unly finuncial performance was measured and related to the murkel
oricntation construct. crealing ancther fimitation within the study. Entreprencurship
should be a part of any SME market orientation study, or it should at Jeast be an
amecedent of market orientation. Il should be noted that in Kehli and Jaworski's (1990)
study, top mapagement’s emphasis was an anlecedent. Conceptually, entreprencurship
may play a similar role in SMEs but it may be more complex. Its effect may be more
profound due 1o the lack of formal management systems in SMEs. Becausc the focus of
the present study was on examining existing constructs, the impact of entrepreneurship

was not investigated.

All previous market orientation studies have recogrised the role that situational and
business related factors play in modifying the market orientation-performance
relationship. While the present research investigated the impact of some such variables
(eg pricing, advertising and location of the business), there may be others that are
specific to business segments that were not investigated, For example, the present study
found that location had a different impaet i different industry szgiments. The presence
of such industry specilic factors needs 10 be investigated further, The impact of relative

size of the business on market orientation also needs to be examined,

As was shown in chapter 5, the present sample was representative of Australian SMESs.
However, the sample was skewed in favour of long running businesses. Consequently,

the suggested model needs to be validated for new businesses.

Generally, past studies have concentrated on products, consumer goods and the retail

trade, with less emphasis on services and other non-consumer goods businesses, While
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the present study afterpted to overcome these bisses, because of the primary focus on
examining exisling markel orientation constructs, there might have been some
inadvertent biases. In one of the early interviews it was peinted oul that professional
businesses, such as consuliing, generate new business through nciworking, word of
mouth and other methods, yather than by the conventional methods (cg. the four Ps)
used in traditional product marketing. Further, there may be a limitation in the rescarch
insteument itself. Though Kohli and Jaworski’s and Narver and Slater's instruments
were modified and some itemns from olher studies were added, these jnstruments had not

been widely tested in an SME context.

7.3 Suggestions for future research

In developing a market orientatien model, the present research locked at SMEs as a
whole. However, as was discussed earlier in this chapter, the aperationalisation of the
market orientation construct could vary depending on the size and type of industry

segment. This will be the subject of future investigation.

Further, the present study was based on a sample of Australian SMEs. The suggested
model needs to be tested in other countries to see if the results obiained can be
generalised. For example, Singapore SMEs exports much of their production and many
are technology driven. A key question is if Singaporean SMEs are more market oriented
than Australian SMEs and, if so, in what ways. Greenley {1995) differentiated between
the degree of market orientation and forms of market orientation. Comparing market
otientation from different types of economies should give new insights into the form of

market orientation practiced by various businesses and their impact on performance.



A useful parullel line of research would be to compare suceesslul and nol so successful
businesses and their market orientation, as well as other business related faclors, 1o

determine if success or failure wis duee 1o market orientation or other factors,

In addition, the various conceptual limitsions of the present study provide oppertunities
for further research. The role of entreprencurship, the conscious decision of some SME
owners to blend business and life style and their market otrientation in comparison to
those SME ewners who apgressively seek financial goals are all areas where further

research would provide useful information.

‘Providing superior value to customers' has been the basis for afl the market orientation
models that have been suggested. However, all previous studies have been based on the
organisational/manager’s viewpoint, rather than being examined from the point of view
of the front line employee or the customer. While it has been found that the market
orientation of the (shop floor) employees can be differem from the senior manugers
{Harris, 1997a) a comparison of the three perceptions would give better insight into the
‘market orientation’ constritet and might make it more operationat at a business level.

A new irend in Australian large businesses (eg. Banks) is to focus on the financial and
shareholder aspects of the business to the detriment of employees and customers. Entry
barriers for the financial sector busingsses are high in Australia and these institutions
appear to be intent on increasing their profit in the face of a mounting public outery.
Staff reductions, closure of branches and increased customer service charpes seem to be
the current norm in this industry. In such institations, what does markel orientation
mean? This is just one example of the emerging global debate an corporate vs sacial

market orientation, a fertile future area for further research.
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In summary, market oricatation research is siill in an exploratory phase and there sre
several unknowns, While the marketing concept, which underping the market
orieniation construci. has been discussed since the early 1950's, it remains an elusive
concepl and generalised models do net cxist. The suggestions in the foregoing
paragraphs sugpest some avenues for further research that would add 1o our rapidly

axpanding knowledge in this vilal area of markeling and strategy.
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APPENDIX - A

The Qualitative Research Phase

Rationale:

The qualitative phase was based on un ontelogical assumplion that realily was a mental
construct, rather than o physical fact. Epistemologically, this required an interprelive
approach with an interactive, inter subjective relationship between the researcher and
respondent. The methodology was qualitative, inlerested in surlacing meaning and in
having constructs of meaning interpreted by respondents. The resuiting data was judged
to be robust encugh to become quasi-faciual, capable of being presented in
questionnaire form, with minimal risk of misunderstanding within the measurement

process.

Initial investigation of
published instruments

\\A
Qualitative
findings
- ¥
Questicnnaire
design
'Y
Survey findings
N,
Madel

Figure Al. Research scheme used in the study

The major quantitative study took the ontological stance that there was a reality about

the items selected for measurement that was factual in nature, Epistemological, the rules
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of empirical research could be followed. These included an impersonal, value free
position of the resenrcher, precise and replicable items and an objective method of
collecting and analysing data. Statistical protocols used in quantitative studies supported

the quantitative methodelogy used. The research process is depicted in figure Al.

Methodology:
This section expunds on the qualitative research methodology that was briefly discussed

in Chapter 4,

The primary aim of the qualitative research phase was to understand ‘marketing in
SMEs". On the surface one could argue that small businesses engage in very little
marketing. Generally, small business literature supports this view. However, the
principles of marketing are fundamental to the suceess of a business. Consequently, it
was necessary (o understand how marketing happens in the target population. Further,
given the broad definition of *SMEs’, it was expected that there will be a variation in
the marketing practices of the targe1 population. Hence, the qualitative phase targeted a
range of businesses, Based on results from the preliminary phase some of the scale
items suggested by Kohli and Jaworski (1990) and Narver and Slater {1990) were

eliminated and new items were added.

In depth, personal / phone interview was used as preferred methods of data collection
over other methods such as focus groups. This was mainly because of the difficulty
ingetting groups of SME operators in one location for focus groups. Further, a personal

interview gave the opportunity for the researcher to see the respondents in action mostly
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in their business. In some cases where personal interview was nol possible due (o lime
and other constraints on the purt of respondents, an in depth phone interview was used.

Qualitative information from these interviews were then analysed to see what marketing
practices they adopted, how they gathered their intelligence (if any), what they
undersiood by the term market otientation and the like. The key themes from this stage
were used as the base for quantitative phase and questionnaire development. Ne
qualitative data analysis software was used in the study. This was mainly because, in the
opinion of the researchers, the qualitative research was abowt undersianding the busincss
! marketing practices and not about any conientious issue where different subgroups

could have oppesing viewpeinls.

Resulis:

Following an extensive literature review, interviews with a number of small and
medium businesses were conducted. The aim was to understand the marketing and other
business practices in SMEs in Australia and to identify significant departuces from

practices adopted elsewhere.

The fluid definition of the term "small / medium business' necessitated that qualitative
interviews be undertaken in a diverse range of businesses, Focus groups would have
offered a better sofution but the logistics of getting a group of business peaple purely for
research purpose made personal or teleplione interviews a better option. Such an option

also gave the researcher the opporiunity to observe the business practices in some cases.

While the format of the interview was open, the interviews generally followed a script

50 & hot to miss any significant point. The questions were open-ended and the script
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was used mainly for prompting, Confidentiality and anonymily of the respondents was
assured. Phone inlerviews were also conducied on the same basis. Tor some
respondents, the seripl was faxed carlier so us to allow them time (o prepare their
responses. The interviews covered details of their business, marketing practices,

performance, customer focus, impressions of marketing and related topics.

General format of the script used in the interviews

The following script is in point form and not in the format of specific questions. During
the interviews, the respondents were asked to 1alk about their business, themselves and
their marketing practices. As discussed in the previous section, this seript was used

mainly for prompting.

Profile of the business and its owner{s)

Length of time in business - type of business (manufacturing, retail, service efc) -
business structure (single owner or partnership or company or trust) - branches if any -
part af national chain or franchise - number of employees - approximate annual
turnover (if possible) - family business? - run from home or from a business location -
run on part-time or full-time basis - who does the sales / marketing for the company -
special sales / marketing staff - their designation — sphere of operation - any separate
division for manifacturing er other activities - The respondent's position in the firm -

previous experience in running a business - educational background.

Marketing practices
How does the business find out what the customers want or do they just seill what is

available - do they conduct market research - if not why (do they understand what is
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muarket research}) - is it because market researeh is expensive « nof needed for buyiness -
which is their best source of information on what the customers are looking for - what
the competition is doing - do they have competition {for example, a deli operating
loeally may be in a different situation compared ta a large retail store) - do their staff
do any intelligence gathering - do they telk to they clients to find out what they want. -
do they wke part in finding owr what the cusiomers want - is the infornnation shared

aronnd with other staff in the business,

Do businesses think marketing is necessary - if not why (is it because of financial or
time pressure} - How did they start the business - did they just start with an idea or
there was a need for the product - why did they choose the location - was it based on
any market data or just gut feeling - how do they price their product - is it afl almost a
standard - is it a very competitive marker - is there a price war - do they keep following
the prices of competition - if manufacturing firm, is there competition from imported

products,

Has the business been growing - if yes how much - if not why- how did your business
do compared to others in similar line of business - do they have a marketing / business

plan - do they have a market share - if yes how much?

What do they understand by customer focus or market focus - are they market focussed
— did they consider market focus necessary - in the company are there rewards for
excellence in performance — what is their understanding of their term ‘market
orientation’ - What are the goals of the business? - Are the owners driving their

business towards growth or are they happy to keep the business as it is or is it bevond
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their comtral? - What fuciors do they think cemiribute to the success or fullure of their

brisipess?

if there are separate depurtments for manufucturing, sales, accounting - how well do
they function together - for example, does the mumifacturing talk io customers lo

understand their needs - are there conflicts between departinents.

Did they think marketing had any impact on their business - how do you identify new
business opportunities - how do they promote their products - do they advertise - how?
(hiltboards, newspaper, magazines, TV, radio etc) - how much do they depend on word
of mouth advertising - what do emphasise in your ads - Whar emphasis you place on

after sales service .

Do the staff have the authority to solve customer problems or does the ownier / manager
have to personally attend 1o §t? Do they develop products based on what the market
wants or what the company can produce? Employees, do they feel committed to the

organisation - are they proud to work for the business?

Do they respond to their customer needs and their competitor's actions? - What faciors
affect the success of their business? Is entrepreneurship a contributing factor? What is

entrepreneurship? What do they mean by ‘entreprenenrship'?

Is their marketing dependent on their line of business? or the level of edication of the
manager and the sphere of activities tlocal, national, intemational etc.} How is their

business performance compared to last year ond low does it compare with other

266



similar businesses. Is their business performance location dependent? On what basis do

the businesses say whether their business is duing well or bud or poor efc.

What type of customers do they get? Are they mosily new cuslomers (eg. lurge
shopping centres and Perth CBD) or are they repeat customers? Is the type of client
interaction dependent on Lhe type of clicnts? Is it dependenl on the size of the business?

Effect of 4Ps?

Sampling

Convenience sampling was used for the qualitative interview phase, Business owners in
a shopping centre in Perth were approached in person for interviews and intervicws
were done at the business prermses at a time convenient to them. Some manufacturing
and service based businesses were surveyed over phone. Because of the lengthy nature

of the interview, most samples were obtained through referrals.

Results
The fellowing general themes emerped from these interviews.
s There was considerable variation in the nature and size of the businesses
interviewed.
s SMEs generally [acked planning and a coordinated approach to marketing
strategy and determination of the marketing mix.
s There appeared to be a distinct lack of education and understanding of
marketing concepts, and very little importance was placed on the role of

marketing in the suceess of the business.
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If and when marketing budget allocation was done, it was a tiny amount
without ary consideration to what needed to be done. The typical view was
'when we have some cash to spare, we will do it

Litlle or no formal data pathering was done, and cven the information
collected did not appear 1o be actioned.

Firms did not appear to formally analyse the result of the promotional
campaigns.

Product quality and customer service were considered to be more important
than price in achieving customer satisfaction, One business described it as
‘customer service is the backbone of our business”.

Small businesses appeared to have a high level of repeat business and
censidered location as an important factor to their success.

Entreprensurship — taking calculated risks was considered an essential part
of success of SMEs,

Many businesses considered markefing as synonymous to advertising.
Comments included *making people aware of your produets’ and ‘marketing
is advertising’.

‘Word of mouth was considered to be the best form of advertisement.
Marketing was seen as a sales representative’s role,

Larpely, SMEs did not seek outside help {such as consultants) for their
marketing. In most small businesses with no coordinated marketing, it was
left to one individual as one of the many functions carried out whereas some
larger businesses hired outside help to design “heir advertising campaigns.
Marketing in SMEs appeared mostly to depend on the line of business.

While some businesses (eg. clothing shop} did a reasonable degree of
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advertising depending upon competition, professionnl businesses such us
pharmacies did practically no adverlising cxcept through yellow pages and
shop front ads mainly to let people know of their location, It should be noted
that large franchises were not included in the study. These franchises did a
lot of adveriising,

The level of education of owners also appeared to be a minor faclor in
deciding the level of advertising.

Personal contact and word of mouth were the best sources of
advertisements for SMEs, especially for the ones in the service industries.
The personal ¢entact factor was mere dominant in project and contract
related businesses such as professional consultangy services,

The ‘small and medium businesses’ classification based on number of
employees was found to be arbitrary, Business size and practices varied
widely within this classification.

The businesses also appeared to price their products based on what it cost
them to produce (cost pricing method). At the same time businesses
generally appeared to keep their prices on par with competitors except when
their product conld be highly differentiated and higher price could be
charged. The decision to charge higher prices was not based on any formal
analysis but on educated guess. One comment from a business was *if we
find that we are not selling enough we can always put the price down’. This
suggested an informal approach to pricing. Businesses did not report much

flexibility in the prices of their products or services.
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= Businesses generally vsed the terms such as ‘different, customer friendly,
value for money, good service’ lo indicate sources of competitive
advantage.

» Life style also etmerged as an important goal ol business owners. The
following statemen from one of the interviews exemplifies their thinking:
‘the aim is simply to build up the company to a stage where the directors are
able 1o enjoy their own life styles and rely on staff to continue the operation
of the company in their absence.’

« Lack of resources was scen as the main constraint for businesses wanting to
expand their business.

» Some businesses advertised only in yellow pages to make their presence
known to the public. They never advertised in other media, as the cost did
not appear to pay off sufficiently. Even when competitors engaged in heavy

advertising and promotion, they rarely responded.

The informal style of marketing activities in SMEs htas been reported in the literature
and was discussed in chapter 3. Generally, the preliminary findings were in conformity
with published literature. These results were used in developing the questionnaire for

the large-scale field survey.
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Dear Participant

Edith Cowan University is studying the Market Orientation of Smail and Medium Businesses in Australia
and is surveying abowt 5000 selecied small and medium businesses in Australia.

Tle success of a business depends 2 lot on how much it is focussed on the market, However, very
little is known about the market focus of Australia's small businesses.

The present study of the small and medinm enterprises in Australia is an atlempt o find such information.
We believe that your participation in this survey will help us understand what works in small businesses

and what doesn’t. This survey is confidential and personal details (such as name and address) will not be
released to anyone, The survey takes about 30 minutes to complete.

We value your time and to make your efferts worthwhile we have introduced three major prizes,

Details are enclosed. We would also be happy to send you a summary of our final report if you want
it.

All compleled responses will be entered into a prize draw and three successful businesses will be receiving

prizes.

Please retum Ihe compicled questionnaire by 20th December, 96 in the enclosed reply paid envelope (o

V. S. Venkatesan

Faculty of Business

Edith Cowan University

Pearson Street, Churchlands, WA 6018

We thank you for your support and contribution to Lhis research. For any queries please call Venkat (09)
386 8965.

Sincerely

Rescarch Team ; V, 8. Venkatesan, Professor GoofT Soutar and Assoc. Prof. Alan Brown
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Small and Medium Eaterprises

Market orientation Survey

Mease indicate your agreement ar disagreement with the
following statemenits using the 1 - S scale provided, with

Your choice of number should veflect bow mueh eacl
{ for tatal spreement and 5 for total disagreement.,

statement is applicable (o your current business rathy

than what you wauld ke ta see. We are interested in you
expericnce.

Please note that there is no ‘right’ or ‘wrong’ answer.

Tolally Totally Totally Totally
agree disagres agree disagree
1 2 3 4 3 1 2 3 4 5
Price is a key issue in our 1 2 3 4 5 A ot af our cuslomers come to 1 2 3 4 5
business. know about us from other clients.
Qur products don'l require much 1 2 3 4 5§ Our success is linked to the service 1 2 3 4 5§
service. we provide.
We menitor customer’s needs and 12 3 4 3 Qur business is dependent on long 12 3 4 ¢
prelerencus. lermi relationsinp with our clieni.
Our business operales noan up- 1 2 3 4 5 In our husiness, quality is not an 12 3 4
marke! segment, LS5UE.
We produce state of the art ! 1 2 3 4 5 We dun 't need marketing wonun 1 2 31 4
hi-tech / innovative product{s). our day 1o day business.
Most of the time, our cuslomers 1 2 3 4 5§ Must ol aur business 1s repeid 1 2 3 4
tell us wha they wanl busingss.
Cur business requires little L2 3 4 5 A Lot o business comes from people 12 3 4
personal selling. passing by and noticing us.
We price a product f service baged 1 2 3 4 5 There is a pood team spirit in this 1 2 3 1
on s cost. arganisation.
We dun’t have the maney o du | 2 3 4 5 Qur salT deal informally with each 1 2 3 4
much advertising. other,
We have sirict guidelines on how Day 1o day contact wilh customaers 1 2 3 4
la do things.

gives us the informatien we need.

Advertising brings in most of our We measure customer salis(action L2 03 4
business,

systernatically.
1a our business fine, campetilion

We do a lot of in-house market 4
is cut-throat. research. g
Wc like playing safle even if'il Qur primary objective is 1o P2 3 a
means a little less profid

taximise profits.




We are not clear what we want to
achieve with our marketing.

We constantly watch what our
competition is doing.

We do very little advertising.
We formulate our strategies based
on what our competitors are doing.

We provide customer relations
training to our staff.

Our staff are committed to their
work. :

We monitor the level of our
commitment to our customers.

Our marketing has clear
purpose.

We spend time discussing
customers’ future needs.

Data on our customers’ satisfaction
is available on a regular basis.

It takes us forever to decide how
to respond to competitors

The quality of our service is a key
to the success of our business.

Our principal mission is to satisfy
the needs of our target markets

A lot of our business happens
without advertising or promotion.

New ideas are welcome in our
business.

We are driven primarily by
customer satisfaction.

We segment our markets and
develop strategies for each segment.

Our plans are primarily based on. .

extrapolating ‘past performance.

Our customers would come to us,

We are driven primarily by cost
reduction.

We give close attention to
after-sales service

We are driven by technology and
not by the market place.

We respond rapidly to competitive
actions that threaten us.

Our marketing activities are well
coordinated.

We justify new projects with
extensive, detailed plans.

We tell employees to be sensitive to
our competitors activities.
wherever we are located.

Serving customers is the most
important thing we do.

We regularly discusses competitors’
strengths and strategies.

We are not at a stage where we need
to know a lot about marketing.

We encourage innovation, even
though some fail.

We have a small number of well
defined goals.

We attempt small rather than major
changes.

The bonds between this organisation
and its employees are weak.

We encourage new ideas from
employees as well as customers.

Our marketing is based on
intuition.

We reward staff for new ideas.




In our business we are very formal.

Most people here make their own
rules.

Customer satisfaction assessments
influence what we pay our staff.

We use customer polls to evaluate
our staff.

Employees feel that their future is
linked to our organisation.

Our staff are given freedom to
make decisions.

We believe that risks are worth
taking if there is a possible reward.

People don’t care much about our
service as long as the price is low.

Working for this business is like
being a part of a big family.

We are market leaders in our line
of business.

Our salespeople play a key role in
evaluating customers’ needs.

Last year our business grew
well.

We cater to the same customers
that we had in the past.

Concluding a sale takes a lot of
effort from our sales people.

Most of the customers that come
in every day are new customers.

There are many “promotion wars”
in our market place.

In general, employees are proud to
work for us.

Our competitors are relatively
weak.

Anything that one competitor can
offer, others can match readily.

Customers don’t often come in for
repeat business.

We often tell employees'that our
survival depends on adapting to the
market.

Our customers will pay a higher
price for the quality and service we
offer.

A lot of our business comes from
leads generated from personal
contacts.

We poll customers at least once a
year about the quality of our
products and services.

People in this business are
recognised for being sensitive to
competitive moves.

People doing the work decide how
things will be done in our business.

Our plans are driven more by
technological advances than by
market research.

Employees feel as though they are
constantly being watched to see
that they obey the rules.

Our employees would be happy to
make personal sacrifices if it was
important.

We periodically review our
products to ensure that they are in
line with what customers want.

Before we came up with the
product /service we had a clear
idea about the target market.

We have meetings at least once a
quarter to discuss market trends
and developments.




This section concerns the details of your business.

For each question, please tick one box only unless
otherwise required.

Our staff are genuinely concerned
about the needs and problems of
other workers.

1. How many businesses do you own?

O One O Two O Three or more

2. How long have you owned this business?
We fix the price based on the

value of our product or service to

O less than a year
our customers.

O 1-2years
. O 3-5years
- Our strategy for competitive O 6-8years 0O More than 8 years
advantage is based on understanding

our customers’ needs. 3. Is this business a part of any national chain or franchise?
When we find out that customers
are unhappy with our service, we
take corrective action.

O Yes O No

4. Is this business locally financed and managed?

When something important
happens to a major customer or

ymet O Yes O No
market, we know about it quickly.

5. How much previous experience did you have in running a
business before you started this one?
(Circle on the 1 - 5 scale provided)

Our salespeople regularly share
information about competitors’
strategies.

L No experience A lot of experience
Most of our advertising is
localised in and around our 1 P 3 4 5
premises.

. 6. What is your main line of business (tick only one)
We are slow to detect changes in

our customers’ product O  Deli or other food shop
preferences.

. . L tail st lling f
Even if we came up with a great arge refail store selling food

marketing plan, we probably
would not be able to implement it
in a timely fashion.

Retail store selling products eg. white goods, clothing etc.

Manufacturing

If a competitor was to launch an
intensive campaign targeted at our
customers, we would respond
immediately.

Consultancy

O

a

a

O  Service (specify)
a

O  Trade based business (plumbing, brick laying etc.)
O

Professional services (management, secretarial,
engineering, medical, law etc)

O Other (specify)

O Non-profit organisation
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7. Your main business operations are located in :

OWA O SA 0O TAS 0O VIC

O NT

O NSW 0O QLD O ACT

8. Your location is

O Metropolitan area
O Major town other than metro
O Small town or country

9. Your business operates in

Local suburb / town only
Metro only '
Within the state

Interstate

Internationally

oooon

10. The approximate Annual Turnover of this business is:

(please tick one)

Less than $ 50,000

$50,000 - 100,000

Above 100,000 - upto 1/2 million
$ 1/2 million - upto 1 million

$ 1 million - 5 million

More than 5 million

oooooag

11. How many staff (other than owner) are normally employed
in the business? (Please give the actual number. If no oneelse is

employed please write ‘0”)

12. In your business, who is in chargé of marketing?

No one -

Proprietor / Director

Sales / Marketing manager

Sales Assistant

Marketing Assistant [ Other

ooooo

[
w

. Is your business

Single owner
Partnership

Private compai.y
Public company

Trust

Non profit organisation

oooooo

14. Does your business market

O one product only

O multiple products

O  Services

15. Does your business have a marketing plan?

O Yes O No

16. Does your business have a business plan?

O Yes O No

17. How did you start this business?

O By myself

O With someone else

O Bought an existing business

O Inherited the business

O Franchise

O Other (please specify)

18. Is this business mainly a form of self employment?

O Yes O No

19. Your position in the business:

O Owner/ Partner

O CEO/ Managing Director

OO0  General Manager

O  Marketing Manger

O Sales Manager

O Other (specify)

20. Your highest level of formal education:

0O  Minimum years of high school

O  Completed high school

O TAFE

O  University undergraduate

O  University postgraduate

O  Other (please specify)

21. How involved are you in your business?

O Full time

O Parttime

O Other (please specify)

22. In your business, are there separate sections for:
Marketing / Sales O Yes O No
Production / Manufacturing O Yes O No
Personnel / Accounting O Yes O No
Other (specify) O Yes 2784 No




23. How did you start the business? (Tick one box only) 30. Does your competition come mostly from

O  with a product O Other local firms
O based on an idea O within state firms
O  based on an identified market need O Interstate firms
O  modified an existing product for the market O International

24. How often do you formally contact your clients to find out

their future needs? 31. How competitive is your market (use 1 - S scale)

O Once a month Intense competition No competitio
O About once every three months ' 1 2 3 4 5

O  About once in six months

O Onceayear

O  Don’t do any formal contact but do it on an informal basis.

32. Has your business been growing in the last two years?
- 25—Hew- often do you do the following activities? (1 - Never,

2- Rarely, 3 - Sometimes, 4 - Regularly, 5 - Always) O Yes O No O New business, less than 2 yea:
Never Always
. 33. Compared to last year, overall performance this year has
Market survey/ research 1 2 3 4 5 been (tick one)
Information from staff 1 2 3 4 5 O Excellent
: O Very good
Talk to customers 1 2 3 4 5 0O Good
O Bad
Sales records 1 2 3 4 5 O Poor
Monitor prices of competitors i 2 3 4 5 34. Overall performance compared to similar businesses has
been (Tick one)
Adjust prices to match 1 2 3 4 5
competitors O Excellent
00 Very good
26. How do you identify new business opportunities? (Tick all O Good
the applicable) O Bad
O Poor
O Talking to customers ) ) '
00 Seeing what competitors are doing and following them 35: What are the.dlfﬁcultles your business faced last year?
O Doing market research (Tick all the applicable)
[ use gut feeling / take a chance with new ideas
O from employees O from other industry sources O Cash flow
O Shrinking market
O Strong competition
27. Are the market prices for your products standard? O Labour difficulties
O Lack of marketing skills
O Mostly standard O Price varies a lot O Needed to know more about the market
O Other (specify)

28. How do you fix the price of your products? ) ) _
36. Compared to the previous years, how did your business

O Cost plus pricing perform this year in the following areas?

O based on what market can offer

O based on comgetition . . Very Poor Very Go

29. If you are a merufcturer, is there much competition from Sales growth 1 z 3 4 5

imported producis? Cash flow 1 2 3 4 5
Net Profit i Z 3 4 5

O Yes . No Return on investment 1 2 3 4 5

O Not a manufasturer 1 Don’t know Market share . 2 3 278 5
Product / service quality 1 3 3 4 5



37. How much does your customer’s preferences change with
time?

Changes happen almost every day
Changes often

Marginal changes

Very little change

No change.

goooo

38. Is marketing important to you?
O Yes O No
39. If ‘yes’ Why?

Keep ahead of competition
Understand customers

To expand business
Changing market place
Other (specify)

oooonQ

40. In your opinion, what does a market orientation mean? '
(Tick all the applicable)

Make money from the market
financially successful in the business
Meet customer needs

Maximise profits

Other (specify)

oooao

44, To what extent do you use the following methods to
promote your products.

Never Always
TV / Radio 1 2 3 4 5
Word of mouth 1 2 3 4 5
Trade magazines 1 2 3 4 5
Shop front ads 1 2 3 4 5
Other (please specify) 1 2 3 4 5

45. To what extent is the volume of your business dependent on
the location of your business.

Location extremely
important -

Location has no effect

1 2 3 4 5

46. In your opinion why do your customers buy your product /
service? (tick one box)

New product / service
meets their needs better
better than competitors
better service

Lower price

Other (specify)

ooonoonA

41. Rate the importance of the following factors to the success
of your business.

Not at all Extremely

important
Market understanding | 2 3 4 5
Understanding competitors 1 2 3 4 5
Price 1 2 3 4 S
Advertising / Promotion 1 2 3 4 5
Product 1 2 3 4 5
Marketing as a whole 1 2 3 4 5

42. Do you pass on market information to your staff? (Tick one
box only)

O Yes O No O No staff

43. in your business, does the staff discuss sales among
themselves?

O Yes 3 No O No staff

47. Are there any others providing a similar product to the
market?

(] Yes O No

48. What percentage of your time is spent on new products or
services?

O None

O Upto25%

O 25-50%

O More than 50%

49. Your business mainly deals with

Other businesses
Final consumers

oo
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50. Please tell us briefly your objectives (reasons) for starting this business?

51. To what extent have these objectives been met ? (Mark it on the 1 - 5 scale)

Did not meet any objective ‘ Completely met all the objectives

1 2 3 4 5

Thank you for your cooperation.

Please complete your name and other details so that we could include
you in the prize draw.

Mail the completed survey form to us in the enclosed prepaid envelope.
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Name of the Participant

Name of the company / business

Address
Suburb
Post Code Staic:
Phone No, : Arca code { )
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APPENDIX C

Characteristics of the businesses surveyed
The following tables provide further information on the sample of Austratian businesses
surveyed. This supplements the discussion of the organisational characieristics and

marketing activities of the SMEs surveyed thit was contained in chapter 5,

The present survey concentrated on the businesses in Australia’s metropolitan areas.

Out of the 542 respondents used in the present analysis, 518 were from such arcas,

Type of business ownership

Table C1: Type of business ownership

Type of ownership Frequency o
Single owner 128 23.6
Partnership 133 245
Private company 211 389
Public company 1 2.0
Trust Kl 5.7
Non profit 5 0.9
Missing 23 4.3
Total 542 100.0

In 75% of the SMEs surveyed, the owners themselves were in charge of marketing and
in 10% of the SMEs, no one took care of marketing. Approximately 10% of the sample

(53 out of 542) employed a sales / marketing manager or a sales or marketing assistant.

Many businesses (238 or 44%) were started by the current owners themselves while

another 20% (111) was in partnership with other people. In comparison, 23% had
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bought (125) un existing business and 21 (4%) had inherited an existing business. About

two thirds of respondents used their SME as 4 form of self-employment,

Most of the respondents (70%) were owners or pariners in the business. A relatively
small percentage of respondents (53%) had come into Lheir SME from a marketing or
sales position.

Level of education by type of business

Table C2: Level of education of operators versus type of business

Type of business Level of  Education
: &5 z g
fE% fs F SR 8
= 2 b= &
Missing values 2 1 3 l 2 .
Dehi or food shop - 7 6 - 6 [ 1
Retail store selling - 13 13 8 4 -
durables
Manufacturing - 19 12 19 7 4
Service - 28 27 32 19 20 7
Consultancy - 2 [ 1 7 12 1
Trade based - 15 i4 8 4 1 5
business
Professional - 3 t 8 13 21 1
services
Other | 19 35 3o 16 13 I
Non profits - - - - - 1 -
Total

There seems to be a dominance of school and high school leavers and TAFE educated
respondents in the ‘trade based business' segment. Apprenticeship and TAFE (Technical
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and Further Education} qualifications seem te be the entry point for such trade based
businesses and there are very few praduates and postgraduates in this category.
Delicatessen and retail stores are predominantly run by people without high level of
formal education, whereas people with a wide variation of formal educaljon run service
organisations, In contrast, graduaies and postgraduates dominate the ‘consuliancy’ and
‘professional services” segments, Further, a vast majority (90%) of respondents were

involved in their business on a full-time basis.

Overall, less than one third of businesses had separate production, accounting or
markeling sections. Less than a quarter had a separate marketing or sales section, At
least a half of those who responded had staned their business based on a clearly
identified market need and aboul a quarter had stated their business based it on an

innovative idea.

About 50% of those surveyed considered that prices in their market were “standard,”
while the rest felt there was consjderable variation. This was not surprising given the
variation in the size and nature of businesses included in the present survey. Abowt
65% of the respondents had noticed very little change in their customers’ preferences

over a period of time and less than 10% reporied a rapid change in such preferences.

Approximately three quarters of the respondents thought that having a ‘market
understanding' was important or very important (categorics 4 and 5 on a five point
scale) to their ongoing success. In comparison, around 50% thought that having an
‘understanding of competitors’ was important or very important to such suceess. Pricing

obtained a similar response fram 60% of respondents, while advertising and promotion
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abtained 35% and product/service obtained 86% respectively. The comparatively high
tevel of imporance attached 10 productsfservices (86%) suggests that SMEs are more
product oriented than they are market oriented. [ndeed, *marketing as a whole' obtained

a similar response from only 52% of those surveyed,
Among businesses employing staff, the majorily {67%) of owner(s) and manager(s)

passed markel information on to s1aff and discussions did take place with and among

staff, suggesting there was some intelligence dissemination in the SMEs surveyed.
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Table D1: Descriptive statistics - Markel orientation variahles

APPENDIX D

Variable Stzicinesl Mean  Siddev  Kun Skew N Condnict and
source Nl
apfuprialc}

Price is & key isse inour usiness 236 14 12 i) 5in Siruatyonal

B Our peoducts don’l requie much a6 145 118 -5l i Stuatienal
service

[ Wre monltor cusiomer necds  amd 20% 1.07 - 1% k] 517 Inl generation
peelerences

s] Qur business pperz-es in an up-market A0l 125 -9 ba 5l Siruaticnal
segmenl

E We produce wate of the ar hi- isk 141 116 -47 i Sunariveal
techinnavative products

F Moust of the time cosomers tell ms in 115 -0 45 39 Caron - SME
what they wam

G Our business requires little personal 16y 139 -K2 - §39 Situational
selilng

H We price a product / sarvice based on 230 1.26 -4% A3 i Narver and
s el Sarer

1 We don't have the maney ta do much v 1.28 -n M 40 Carson - SME
advertising

] We have srict guidclincs on haw 1a da 147 1.28 -92 42 539 Formalitation
Ihngs

K Advertising brings in most of our kL] 322 -2 -82 53¢ Carson - SME
business

L In vur business line competition is cul 138 125 .67 E.1| L33 ] Competitive
throal inlensny

M We like playing safe even il it means a 140 108 «72 k3 339 Risk aversion
litle lesx profit

N A lat of curiomers come 1o know 173 87 1u? 117 840 Carson - SME
about us from other clients

4] Our ruccess is linked to the service we 139 i ] 97 2.06 541 Carson - SME
pravide

B Qur business 45 dependenl on long 1.7 105 ko] 120 541 Carson - SME
term relationyhlp with our clien,

Q T our business, quality s ot as lasue. 459 49 587 149 541 Carsan - SME

R We don't neod masketing ta run our 182 140 123 -6 539 Carson - SME
day 1o day business

s Maost of our business is repeal business wn 120 «A6 A5 540  Camson-SME

T A Jot of business comes from [eaple 1u9 118 -6 -1 538 Carson - SME
pasting by and nticing us.

1] There is a good leam spiit in 1his 180 52 R} o4 520 Espell de corpa
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APPENDIX E

Model evaluation
Appendix E gives full details of structurul equation models described in chapler 6
including fit indices, regression weights and other parameters. Two models (i}
Relationship between customer and competitor related activities and (i) Panially

disaggregated model of SME murket erientation and performance are presented.

Customer and mnﬁcﬂlm refated activities
tstandardised slimatet)

A

AY

1,

;

Chi sapuare = 92,403 DF = 64 P = 0000
NFl= 905 CFl= 94 RFT = 88 GFl= 945 AGE) ~ 977
RMR = 082 RMSEA = D061

Figure El: Interrelationship between customer and compelitor related activities
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F I

Chisquics 133708 DF =34 = 000
NFta. 935 CFin 957 RF1 = 906 GFI= 951 AGFI = 919

RME = , 03] RMSEA = 058

Figure E2: SME market ordentation and performance (partial disaggregation

model)
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1.1

APPENDIX F

Latest ABS Statistics on Australian Small Business Sector

As mentioned in the foot note of page 82 of this thesis, the latest small business figures
published by Australian Bureau of Statistics (ABS, 1999) are included in this appendix.

Relevant tables reproduced from ABS — Small Business Australia, Update 1997 - 98.

Table F1: Small Businesses and Persons Employed (1997 -98)

SMALL BUSINESSES AND PERSONS EMPLOYED, 1997-98

Small business

Employing Non-employing Total small business Total all businesses
Own account

Businesses Employers Employees Businesses workers(a) Businesses Employment Businesses Employment

State and
Temitory ‘000 ‘000 ‘000 ‘000 ‘000 ‘000 '000 ‘000 '000
NSW 182.6 110.8 777.7 132.0 204.8 314.6 1093.3 325.2 2215.8
Vic. 128.0 60.4 593.3 102.1 158.6 230.1 812.3 238.7 1651.6
Qld 95.5 64.6 4155 89.3 139.4 184.8 619.5 189.4 11277
SA 35.1 23.0 164.2 36.5 7.4 71.6 244.6 73.8 465.1
WA 52.2 329 230.2 54.2 84.0 106.4 347.1 109.0 677.2
Tas. 10.4 8.3 51.4 9.8 15.8 20.2 75.5 20.7 139.8
NT 3.6 2.8 18.3 25 4,2 6.1 253 6.3 53.6
ACT 7.5 4.6 34.4 7.2 10.2 14.7 49.2 14.8 84.0
Aust.(b) 514.9 307.4 2285.0 433.6 674.4 948.5 3 266.8 977.9 6 414.8

Note: See Explanatory Notes, Common foo:notes page 54.

Source: Unpublished data, Survey of Employment and Earnings; unpublished data, Labour Force Survey.
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1.2

Table F2: Small Businesses and persons employed (1997 -98)

SMALL BUSINESSES AND PERSONS EMPLOYED, BY INDUSTRY—1997-98

Small business

Employing

Non-emp)oying

Total small business

Total all businesses

Own
: account
Businesses Employers Employees Businesses workers(a) Businesses Employment Businesses Employment

Industry
division(c) '000 '000 ‘000 '000 '000 ‘000 ‘000 ‘000 '000
Mining 1.3 0.5 7.6 1.4 2.4 2.7 10.5 2.8 80.5
Manufacturing 51.2 25.0 438.3 321 55.8 83.3 519.1 84.6 999.3
Construction 63.1 47.0 208.8 94.0 160.1 157.1 4159 158.4 533.1
Wholesale trade 37.8 13.5 189.3 16.6 26.4 54.4 229.2 59.2 517.6
Retail trade 92.7 87.6 418.7 60.2 101.4 152.9 607.7 157.3 11848
Accommodation,

cafes and

restaurants 241 23.6 146.4 6.7 12.1 30.8 182.1 34.4 411.5
Transport and

storage 23.1 149 90.0 30.1 50.7 53.2 155.6 54.4 288.3
Finance and

insurance 11.2 3.1 35.7 6.7 9.3 17.9 48.1 18.6 292.7
Property and

business .

services 1143 44.0 382.6 79.9 113.2 194.2 539.8 198.6 916.4
Education 7.4 2.8 38.1 10.0 16.0 17.4 56.9 19.1 199.3
Health and

community

sepvices 45.2 18.8 185.5 23.7 31.5 68.9 235.8 72.0 531.6
Cultural and

recreational

senvices 135 6.0 50.5 20.2 28.3 33.7 84.8 35.1 197.9
Personal and other

services 28.3 179 90.4 41.3 63.7 69.6 162.0 70.7 237.5
Total(b) 514.9 307.4 2285.0 433.6 674.4 948.5 3266.8 977.9 6 414.8
Goods producing

industries 115.6 72.5 654.7 1275 218.3 243.1 945.5 245.8 16129
Services producing

industries 399.3 2349 16303 206.1 456.1 705.4 23213 732.1 4801.9

Note: See Explanatory Notes, Common footnotes page 54.

Source: Unpublished data, Survey of Employment and Earnings; unpublished data, Labour Force Survey.
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Tabie F3: Employed persons by industry and employer size (1997 - 98)

2 -1 GROWTH IN PRIVATE SECTOR SMALL BUSINESSES
Average annual growth

Annual growth rates

1983-84 to 1997-98 1994-95 to 1995-96 1995-96 to 1996-97 1996-97 to 1997-98

Businesses Employment

Businesses Employment Businesses Employment Businesses Employment

Industry division(c) 9% % % % 9% % % %
Goods producing
Manufacturing 38 1.7 -1.5 0.6 110 6.7 7.1 -4.4
Construction 3.2. 3.8 -0.4 6.2 -1.9 -29 -1.0 -0.5
Total goods producing
growth rate(d) 3.4 2.5 2.2 3.2 1.7 i9 1.6 -2.5
Services producing
Wholesale trade 1.8 1.9 1.7 2.2 -4.0 -33 3.0 -3.0
Retail trade 0.4 14 4.2 6.1 2.1 3.7 -3.6 -3.1
Accommodation, cafes
and restaurants 3.2 31 -1.4 -10.6 -11 13.4 10.0 5.7
Transport and storage 21 3.2 10.3 10.8 5.8 -6.8 5.1 6.3
Finance and insurance 2.6 i.9 -13.1 4.1 -9.0 -16.1 -1.1 -4.9
Property and business
services 79 6.1 9.0 49 1.9 4.5 17.0 10.6
Education 6.2 6.2 12.9 22.5 -6.8 9.4 -2.8 0.2
Health and community
services 7.8 6.2 235 27.4 ~71.0 -6.2 1.5 =21
Cultural and
recreational services 4.2 2.9 -1.7 -1.5 4.0 5.1 8.7 4.8
Personal and other
services 55 3.8 -10.8 -11.7 5.8 115 19.0 6.1
Total services producing
growth rate(e) 3.7 3.2 5.4 5.3 -0.5 15 6.8 19
Yotal private sector
growth rate(f) 3.6 3.0 33 4.7 0.1 1.6 5.4 0.6

Note: See Explanatory Notes, Common footnotes page 54.

Source: Unpublished data, Survey of Employment and Earnings.
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2.5

Table F4: Growth in private sector small business (1997 - 98)

EMPLOYED PERSONS, BY INDUSTRY AND EMPLOYER SIZE—continued

Persons working in
own business(a)

Private sector employees

Employer size group

Own Small
account 100 or business Al
Industry division(c) workers Employers 1-9 10-19 20-49 50-99 more employees employees
_ 1997-98 '
'000 ‘000 ‘000 ‘000 '000 ‘000 ‘000 ‘000 ‘000
Mining 2.4 0.5 3.9 3.7 5.4 4.8 59.8 7.6 77.6
Manufacturing 55.8 25.0 133.3 98.7 120.8 85.5 480.2 438.3 918.5
Construction 160.1 47.0 1731 35.7 23.4 24.3 69.5 208.8 326.0
Wholesale trade 26.4 135 112.7 76.6 102.2 69.3 116.9 189.3 477.7
Retail trade 101.4 87.6 286.3 132.4 72.2 58.2 446.7 418.7 995.8
Accommodation, cafes
and restaurants 12.1 23.6 79.0 67.4 83.9 451 100.4 146.4 375.8
Transport and storage 50.7 149 61.8 28.2 28.2 i6.9 87.5 90.0 222.7
Finance and insurance 9.3 3.1 26.3 9.4 9.0 26.0 209.6 35.7 280.3
Property and business
services 113.2 440 290.5 92.1 72.8 64.1 239.7 382.6 759.2
Education 16.0 2.8 24.6 13.5 36.3 22.5 83.6 38.1 180.5
Health and community
services 315 18.8 1319 53.6 46.9 65.0 183.9 185.5 481.3
Cultural and
recreational services 28.3 6.0 33.3 17.2 25.2 18.7 69.2 50.5 163.6
Personal and other
services 53.7 179 75.7 14.7 22.6 16.2 36.7 90.4 165.9
Total(b) 674.4 307.4 14325 646.2 649.0 517.9 21874 2 285.0 5 433.0

297



	The marketing orientation of small and medium enterprises: An Australian study
	Recommended Citation

	text.pdf.1418691615.titlepage.pdf.9Cajo
	The Marketing Orientation Of Small And Medium Enterprises : An Australian Study

