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A recent series of articles in the Strategic Management Journal has discussed the potential
value of an organization developing a market orientation in its quest to achieve success. We
posit that market orientation can enhance success, but that its potential value should not be
considered in isolation. Specifically, we draw on the resource-based view of the firm to suggest
that four capabilities—market orientation, entrepreneurship, innovativeness, and organizational
learning—each contribute to the creation of positional advantages for some firms. The data used
are drawn from 181 large multinational corporations (MNC). The results indicate that positional
advantages arising from the confluence of market orientation, entrepreneurship, innovativeness,
and organizational learning have a positive effect on MNC performance (five-year average
change in ROI, income, and stock price). Overall, the results support the contention that
market orientation can enhance success, albeit within the context of other important phenomena.
Copyright  2001 John Wiley & Sons, Ltd.

The marketing concept and the related construct
of market orientation have long been important
elements of research and practice. Following a
study on disruptive technological change (Chris-
tensen and Bower, 1996), three conceptual arti-
cles have recently appeared in the Strategic Man-
agement Journal debating the merits of develop-
ing a market orientation (Connor, 1999; Slater
and Narver, 1998, 1999). In the first article in
this series, Christensen and Bower (1996) suggest
that the power of dominant customers contributes
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to the failure of leading firms. Specifically, their
in-depth qualitative research revealed that firms
in the computer disk drive industry consistently
devote so much attention to customers in high
margin segments that the firms miss out on tech-
nologies that emerge in low margin, niche markets
but ultimately supplant earlier technology. Chris-
tensen (1997) subsequently examined a variety of
industries and identified the same pattern.

In a comment on Christensen and Bower’s
(1996) article, Slater and Narver (1998) draw a dis-
tinction between customer orientation and market
orientation. Firms that adopt the former emphasize
customers’ expressed needs, while adherents of
the latter develop long-term thinking and a desire
to satisfy customers’ latent needs. Connor (1999)
argues that Slater and Narver’s (1998) approach
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implies a false dichotomy between customer ori-
entation and market orientation. Connor (1999)
posits that firms choose a position along a contin-
uum anchored by customer orientation and mar-
ket orientation. Such a balance is needed because
the funds generated by satisfying current needs
are required to support long-term projects. In
responding to Connor’s (1999) thoughts, Slater
and Narver (1999) clarify their position by stat-
ing that a market-oriented business does not ignore
customers’ expressed needs but rather stretches
to address latent needs as well. In closing their
commentary, Slater and Narver (1999:1168) make
clear that much remains unknown about market
orientation, and note that “the understanding of
what it means to be market-oriented and how a
market orientation benefits the firm continues to
evolve.”

The marketing literature offers some empiri-
cal evidence that informs the developing debate
about market orientation. As noted by Slater and
Narver (1998), many studies, including Jaworski
and Kohli (1993) and Narver and Slater (1990),
have found a strong relationship between market
orientation and performance. The focus of these
studies has been on a direct, linear link between
the constructs. However, the insights generated by
the current debate suggest that if market orien-
tation does indeed play a role in organizational
success, the relationship is probably more com-
plex than previously depicted. Thus, the purpose
of this study is to empirically examine whether
or not market orientation influences performance,
within the context of a more complex theoret-
ical model. As such, our study is not intended
to address the questions about disruptive techno-
logical change raised by Christensen and Bower
(1996), but rather to inform the evolving debate
on market orientation.

Specifically, we build on the resource-based
view of the firm (Wernerfelt, 1984) and a frame-
work offered by Day and Wensley (1988) to posit
that market orientation is one of several capabil-
ities (Day, 1994) that collectively give rise to a
positional advantage for some firms. Based on the
results of past research, we also examine the roles
of entrepreneurship, innovativeness, and organi-
zational learning. The positional advantage that
these four capabilities give rise to is thought to
be rare, valuable, and difficult to imitate. Thus,
it should lead to superior performance (cf. Barney,
1991, 2001). The setting of our investigation is the

strategic business units (SBUs) of 181 large U.S.-
based multinational corporations (MNC) (one SBU
per MNC).

THEORETICAL BACKGROUND AND
HYPOTHESIS

Past empirical research has focused on a poten-
tial linear relationship between market orienta-
tion and performance. Based on the discussion
among Slater and Narver and Connor, consid-
eration of a broader framework might be use-
ful. Day and Wensley (1988) introduce, and Day
(1994) elaborates upon, a potentially valuable
framework. These authors suggest that an orga-
nization’s capabilities (i.e., “complex bundles of
skills” that are “deeply embedded” in organiza-
tional routines—Day, 1994:38) can lead to a posi-
tional advantage based upon innovative offerings
or superior service. Firms that possess such an
advantage should enjoy superior performance. As
shown in Figure 1, we examine four capabilities,
each of which has a strong foundation in the
literature.

In examining the model, we adopt the resource-
based view (RBV) of the firm as our theoreti-
cal foundation. This perspective focuses careful
attention on resources, which can be defined as
“those assets that are tied semi-permanently to
the firm” (Wernerfelt, 1984:173). According to
the RBV, unique assets, such as patents and rep-
utations, are much more important than others.
Unique assets are difficult for competitors to repli-
cate and thus serve to differentiate their posses-
sors (Barney, 1991). We do not suggest that mar-
ket orientation, entrepreneurship, innovation, and
organizational learning constitute unique resources
independently, but rather that they can collectively
contribute to the creation of a unique resource
(cf. Day, 1994). These four elements are each
necessary but are not individually sufficient for
creating what Day and Wensley (1988) label “posi-
tional advantage.” As detailed below, past research
suggests that each element is adequate to offer
strengths, but together they can help a firm be
uniquely competitive.

As defined by Slater and Narver (1999:1165)
market oriented firms “seek to understand
customers’ expressed and latent needs, and
develop superior solutions to those needs.” Among
the capabilities, market orientation highlights
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Figure 1. A higher-order model of positional advantage and long-term performance

most clearly the need for an organization’s
culture to be oriented around customers and
competitors. Day’s (1994) conceptualization holds
that market-oriented companies have processes
for collecting market intelligence about customers
and competitors and integrating them with
strategic decision-making processes. He suggests
that market intelligence comes from outside-
in processes that link with spanning processes
(e.g., strategic planning) that facilitate integration
and implementation. As such, we argue that the
distinguishing characteristic of market orientation
is system-wide attention to markets (customers,

competitors and other entities in the environment)
throughout the organization.

Entrepreneurship refers to the pursuit of new
market opportunities and the renewal of exist-
ing areas of operation (Naman and Slevin, 1993).
Entrepreneurial organizations have been found
to perform well in dynamic environments (e.g.,
McDougall et al., 1994), but not in regulated
markets (Snow and Hrebiniak, 1980). Further,
Zammuto (1988) predicts low performance in sta-
ble environments because the slow pace of change
in these settings rewards efficiently exploiting
extant opportunities, not aggressiveness. Thus,
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entrepreneurship may be beneficial in many con-
texts, but does not, by itself, provide a sustainable
competitive advantage.

Innovativeness is present when the implementa-
tion of new ideas, products, or processes is encour-
aged (e.g., Hurley and Hult, 1998). Innovation is
a critical complement to entrepreneurship because
an organization that pursues new opportunities, but
is not innovative in meeting the desires of the mar-
ket, is unlikely to enjoy long-term success (Van de
Ven and Polley, 1992). Also, innovation alone does
not guarantee success. For example, innovation
may only improve outcomes if the organization is
entrepreneurial, i.e., if the organization leverages
innovation to enter new arenas or to renew its pres-
ence in existing ones (Garud and Nayyar, 1994).

Organizational learning refers to the generation
of new insights that have the potential to reshape
behavior (Huber, 1991). For example, an orga-
nization can extract lessons from both successes
and failures in order to develop a greater compet-
itive repertoire (Sitkin, 1992). Like entrepreneur-
ship and innovation, organizational learning alone
is not sufficient to develop sustained advantages.
For example, organizations that are proficient at
making their own products but lag competitors’
innovations risk downturns (Tushman, Newman,
and Romanelli, 1986).

It is important to note that our predictions link-
ing market orientation, entrepreneurship, innova-
tion, and organizational learning with positional
advantage are not causal. The four capabilities are
not expected to “cause” advantages, but rather they
are predicted to be elements that collectively con-
tribute to the development of this latent, intangible
construct (cf. Jöreskog and Sörbom, 1996). While
other indicators are plausible, the focus is on the
present four because of their deep roots in past
research. Specifically:

Hypothesis 1: Market orientation is a positive
first-order indicator of the higher-order factor
of positional advantage.
Hypothesis 2: Entrepreneurship is a positive
first-order indicator of the higher-order factor
of positional advantage.
Hypothesis 3: Innovativeness is a positive first-
order indicator of the higher-order factor of
positional advantage.
Hypothesis 4: Organizational learning is a
positive first-order indicator of the higher-order
factor of positional advantage.

The resource-based view of the firm provides
the theoretical basis for the model’s expectation
that the higher-order positional advantage will
positively affect performance. Wernerfelt (1984)
argued that the possession of resources help
explain important outcomes. Specifically, the
offerings that can arise from any firm’s
idiosyncratic array of resources are unique.
Potential customers prefer some offerings to
others. Each firm would, if possible, rush to fulfill
customers’ desires, but is limited by its resources
to providing a finite set of potential outputs.
As a result, performance differences emerge.
Subsequent inquiry explained the conditions under
which performance differences persist. In order to
be a source of superior performance, a resource
must be valuable (i.e., customers are willing to
purchase the outputs of the resources at prices
well above their costs), rare (i.e., close substitute
outputs are not available), and inimitable (i.e., it is
hard to duplicate the resources) (Barney, 1991).

Based on the arguments preceding Hypotheses
1–4, we suggest that the phenomenon of higher-
order positional advantage is valuable, rare, and
difficult to acquire. Thus, this resource should be
related to performance. Accordingly, the following
hypotheses were examined:

Hypothesis 5: The higher-order positional adv-
antage positively affects an organization’s five-
year return-on-invest ment (ROI5).
Hypothesis 6: The higher-order positional adv-
antage positively affects an organization’s five-
year percentage change in income (INCOME5).
Hypothesis 7: The higher-order positional
advantage positively affects an organization’s
five-year percentage change in stock price
(STOCK5).

METHOD

Sample and procedure

The sample was drawn from Dun and Brad-
street Information Services, and consisted of a
random sample of 1,000 multinational corporations
(MNC) with an annual sales volume in excess of
100 million dollars, and with operations in more
than 50 countries. Senior executives in one SBU
per MNC were targeted as key informants in
assessing the four capabilities. Using this sample
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of large MNCs, the study focused on examining
the effects of a positional advantage on long-
term performance in firms that, by design, spend
considerable resources on being fully integrated
internationally in areas such as marketing, human
resources, finance, and production.

The survey mailing resulted in returned re-
sponses from business executives of 181 SBUs
(one SBU per MNC). Fifty-four surveys were dis-
carded (i.e., individual no longer with the corpo-
ration, wrong address, or refusal to participate in
the survey). Thus, the overall response rate for the
study was 19.1% (181/944). These SBUs had an
average of 8,998 employees (range: 54 to 58,300)
and an average annual sales volume of $1.420 bil-
lion (range: $181 million to $15 billion). Eighty-
seven SBUs had primarily a product orientation,
while ninety-four SBUs had primarily a service
orientation (as determined by the statistics pro-
vided in Dun’s Market Identifiers File).

The extrapolation procedure suggested by Arm-
strong and Overton (1977) was used to assess
non-response bias. No significant differences were
found between scores of the early (n = 45) and
late quartiles (n = 45) of the respondents on the
study constructs. Likewise, no significant differ-
ences were found in the response rates and aver-
age scale responses between product and service
organizations.

Measurements

Established scales were used to measure market
orientation (see Narver and Slater, 1990), innova-
tiveness (see Hurley and Hult, 1998), and organiza-
tional learning (see Hult, 1998; Hult et al., 2000).
To assess entrepreneurship, we used five items
from Naman and Slevin’s (1993) entrepreneurship
scale: We believe that wide-ranging acts are neces-
sary to achieve our objectives; we initiate actions
to which other organizations respond; we are fast
to introduce new products and services to the mar-
ketplace; we have a strong proclivity for high risk
projects; and we are bold in our efforts to max-
imize the probability of exploiting opportunities.
Seven-point Likert scales anchored by ‘strongly
disagree’ and ‘strongly agree’ were used.

Performance was measured via three objective
indicators: five-year average change in return-on-
investment (ROI5), five-year percentage change
in income (INCOME5), and five-year percentage

change in stock price (STOCK5). The data per-
tained to the years of 1995-1999. The ROI5 and
INCOME5 figures were measures of the SBU’s
performance while STOCK5 was a measure of
the firm’s performance. The rationale for includ-
ing both SBU- and firm-level performance indica-
tors stems from the fact that each SBU is directly
responsible for their own performance (ROI5 and
INCOME5) as well as contributing to the overall
performance of the firm (STOCK5). The results of
the measurement analysis are presented in Table 1.
Table 1a summarizes the means, standard devia-
tions, average variances extracted, construct relia-
bilities, loadings, and fit indices. Table 1b reports
the intercorrelations and shared variances for the
study constructs.

After the data were collected, the measures
were subjected to a purification process involv-
ing a series of reliability and validity assess-
ments. The psychometric properties of the subjec-
tive constructs were evaluated simultaneously in
one confirmatory factor model using LISREL 8.30
(Jöreskog and Sörbom, 1996). The model fits were
evaluated using the DELTA2 index (Bollen, 1989),
the relative noncentrality index (RNI) (McDon-
ald and Marsh, 1990), and the comparative fit
index (CFI) (Bentler, 1990). The Root Mean
Square Residual index (RMSR) and the Chi-
Square index (χ 2) with appropriate degrees of
freedom are included for comparison purposes.
DELTA2, RNI, and CFI were all 0.89 (χ 2 =
750.32, df = 362; RMSR = 0.06), indicating a
good model fit (Table 1a). In addition, the spe-
cific items were evaluated based on the item’s error
variance, modification index, and residual covari-
ation (Fornell and Larcker, 1981; Jöreskog and
Sörbom, 1996).

Within the confirmatory factor analysis setting,
composite reliability was calculated using the pro-
cedures outlined by Fornell and Larcker (1981).
The composite reliabilities ranged between 0.82
and 0.90, indicating excellent reliability of the
study measures (Table 1a). We also examined the
parameter estimates and their associated t-values,
and assessed the average variance extracted for
each construct (Table 1a). Discriminant validity
was established by calculating the shared variance
between pairs of constructs and verifying that it
was lower than the variances extracted for the indi-
vidual constructs (Fornell and Larcker, 1981). The
shared variances between pairs of all possible scale
combinations ranged from a 21% to 46%, which
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Table 1a. Summary statistics of the measurement analysis (n = 181)a

Std Variance Composite
Variable Mean Dev Extracted Reliability Loadings χ 2 df �2 RNI CFI RMSR

750.3 362 0.89 0.89 0.89 0.06
−CO 5.36 1.10 52.5% 0.82 0.68–0.78
−CU 5.49 1.07 59.7 0.90 0.63–0.82
−INT 4.64 1.15 59.2 0.88 0.63–0.87
−ENT 4.43 1.27 57.4 0.88 0.61–0.87
−IN 5.25 1.15 60.8 0.88 0.62–0.86
−OL 5.64 1.02 60.5 0.85 0.50–0.92

a Competitor orientation (CO), customer orientation (CU), interfunctional coordination (INT), entrepreneurship (ENT), innovativeness
(IN), and organizational learning (OL). All loadings were significant at the p < 0.01 level.

Table 1b. Intercorrelations and shared variances of measures (n = 181)a

Variable 1 2 3 4 5 6 7 8 9

1. Competitor Orientation — 0.41 0.46 0.25 0.25 0.26 0.04 0.03 0.01
2. Customer Orientation 0.64 — 0.53 0.31 0.36 0.34 0.00 0.00 0.01
3. Interfunc. Coordination 0.68 0.73 — 0.32 0.30 0.32 0.04 0.06 0.03
4. Entrepreneurship 0.50 0.56 0.57 — 0.38 0.21 0.04 0.08 0.05
5. Innovativeness 0.50 0.60 0.55 0.62 — 0.27 0.04 0.03 0.07
6. Organizational learning 0.51 0.58 0.57 0.46 0.52 — 0.08 0.07 0.01
7. ROI5 0.21 0.04 0.19 0.19 0.19 0.28 — 0.79 0.00
8. STOCK5 0.18 0.02 0.24 0.28 0.16 0.26 0.89 — 0.00
9. INCOME5 0.12 0.11 0.17 0.23 0.27 0.09 0.02 0.03 —

a The correlations are included in the lower triangle of the matrix. All correlations above 0.10 are significant at the 0.05 level
(correlations at or below 0.10 are not significant). Shared variances are included in the upper triangle of the matrix.

is below the average variances extracted for each
construct (range: 53% to 61%). Thus, the scales
exhibited strong reliability and validity.

ANALYSIS AND RESULTS

The hypotheses were tested through a higher-order
structural equation analysis via the use of LIS-
REL 8.30 (Jöreskog and Sörbom, 1996). To assess
the intricacies of the model relationships, separate
hierarchical models were conducted for each of the
performance measures.

ROI5 results

The analysis of the hypothesized model in
Figure 1, using ROI5 as the performance indicator,
resulted in an excellent fit to the data (χ 2 = 340.0,
df = 131, DELTA2 = 0.90, RNI = 0.90, CFI =
0.90, RMSR = 0.07). In addition, Hypotheses 1–5
were supported in the analysis. As such, market
orientation (loading = 0.87, t-value = 9.94, R2 =

0.76), entrepreneurship (loading = 0.80, t-value =
7.51, R2 = 0.64), innovativeness (loading = 0.82,
t-value = 9.24, R2 = 0.68), and organizational
learning (loading = 0.71, t-value = 8.76, R2 =
0.51) function as first-order indicators of the
higher-order latent variable of positional advantage
(p < 0.01). This positional advantage has a direct
positive effect on five-year return-on-investment
(ROI5), with a loading of 0.31 (t-value = 3.46,
p < 0.01), explaining 9.3% of the variance.

INCOME5 results

Using INCOME5 as the performance indicator
in the hypothesized model resulted in a good fit
to the data (χ 2 = 370.6, df = 131, DELTA2 =
0.88, RNI = 0.88, CFI = 0.88, RMSR = 0.07).
In addition, hypotheses 1, 2, 3, 4 and 6 were
supported in the analysis. As such, market
orientation (loading = 0.85, t-value = 9.69, R2 =
0.72), entrepreneurship (loading = 0.81, t-value =
7.60, R2 = 0.66), innovativeness (loading = 0.85,
t-value = 9.53, R2 = 0.73), and organizational
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learning (loading = 0.68, t-value = 8.40, R2 =
0.47) function as first-order indicators of the
higher-order positional advantage which, in turn,
has a direct positive effect on five-year percentage
change in income (INCOME5), with a loading of
0.36 (t-value = 4.13, p < 0.01), explaining 13.0%
of the variance.

STOCK5 results

Using STOCK5 as the performance indicator,
the hypothesized model resulted in a good fit
to the data (χ 2 = 364.0, df = 131, DELTA2 =
0.89, RNI = 0.88, CFI = 0.88, RMSR = 0.07).
In addition, hypotheses 1, 2, 3, 4 and 7 were
supported in the analysis. As such, market
orientation (loading = 0.87, t-value = 9.92, R2 =
0.76), entrepreneurship (loading = 0.80, t-value =
7.51, R2 = 0.65), innovativeness (loading = 0.83,
t-value = 9.26, R2 = 0.68), and organizational
learning (loading = 0.71, t-value=8.72, R2 =
0.50) function as first-order indicators of the
higher-order positional advantage (p < 0.01). The
positional advantage has a direct positive effect
on the five-year percentage change in stock price
(STOCK5), with a loading of 0.27 (t-value = 3.00,
p < 0.01), explaining 7.1% of the variance.

CONCLUSIONS

This study informs the recent debate in SMJ about
the role of market orientation in affecting organiza-
tional performance (Christensen and Bower, 1996;
Connor, 1999; Slater and Narver, 1998, 1999). Our
results suggest that the linkage is not linear, but
rather is embedded within a more complex web
of relationships. Specifically, we found that the
higher-order, intangible construct called positional
advantage (Day, 1994; Day and Wensley, 1988),
via the first-order indicators of market orienta-
tion, entrepreneurship, innovativeness, and orga-
nizational learning, has a positive effect on two
SBU-level performance indicators and one firm-
level performance indicator.

Viewed broadly, the results augment a growing
set of studies that support the resource-based
view’s contention that unique resources influ-
ence important outcomes (e.g., Barney, 1991;
Wernerfelt, 1984). As such, we suggest that the
construct of positional advantage (Day, 1994;
Day and Wensley, 1988) fits Barney’s (2001:54)
resource-framework: “resources are the tangible

and intangible assets a firm uses to choose and
implement its strategies.”

Of the four capabilities examined, market ori-
entation had the greatest explanatory power on
positional advantage. This suggests that market
orientation should be taken into account as strat-
egy researchers continue their effort to explain the
determinants of performance. Indeed, our results
lend support to Slater and Narver’s (1999:1167)
contention that examination of market orientation
“is in the domain of strategy scholars as much as
it is of marketing scholars.”

We found that promoting the aggressive pur-
suit of opportunities via wide-ranging acts, initia-
tives, new administrative techniques, involvement
in high-risk projects, and taking bold efforts to
exploit opportunities (i.e., entrepreneurship) can
be a great asset. Regarding innovativeness, the
focus was on the degree to which the SBU within
large MNCs encourages the introduction of new
ideas and processes. As such, the focus was on
the early portion of the innovation process, i.e.,
the “openness to innovation” aspects of the pro-
cess where cultural values and beliefs of inno-
vativeness are formed and acted upon to achieve
strong long-term performance. Using this theoret-
ical foundation, innovativeness was found to be a
very important factor in developing a positional
advantage of the MNC. Finally, the fourth fac-
tor—organizational learning—involves the devel-
opment of new knowledge in the MNC’s SBUs.
This knowledge base is generated and dissemi-
nated throughout the MNC to achieve a greater
degree of shared knowledge among the partici-
pants. Learning was found to be less important
than the other capabilities, but it does contribute to
building (and maintaining) a positional advantage.

In summary, this study provides initial empir-
ical evidence to address some, but certainly not
all, of the conceptual arguments presented in the
SMJ debate on market orientation. Although our
model is relatively complex, involving first-order
indicators of the higher-order phenomenon of posi-
tional advantage that subsequently affect perfor-
mance, the number of constructs involved are lim-
ited. As such, while our study offers an important
extension of the SMJ debate on market orienta-
tion, it provides only initial results directly related
to the debate. Future studies need to address the
potential intricacies of the relationships among
market orientation, entrepreneurship, innovative-
ness, and organizational learning, and in different
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market conditions, using diverse firm types, and
with varying degrees of resource endowments (cf.
Connor, 1999). Also, while our study included five
years worth of performance data, such a period is
not enough to detect certain important phenomena,
such as the issues surrounding disruptive technolo-
gies raised by Christensen and Bower (1996) and
Christensen (1997). At the same time, the results
of this study showed that it is essential to incorpo-
rate market orientation into strategic management
research to fully understand and predict important
outcomes.
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