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Abstract

This work examines the relationship between theehmarket orientation (MO)
components, i.e. customer orientation, competitatentation and inter functional
coordination, and the extension to which small ametlium-sized enterprises (SMES) use
different sources of knowledge for innovation. Bhg®m a sample of 181 Chilean SMEs, a
structural equation modeling (SEM) was performedrtalyze the relationship among constructs.
The results show that the extension to which maiké¢ntation influences innovation
initiatives depends on the interactions between dd@ponents. This study addresses a gap
in the literature, by linking and interrelating rkat orientation components to the innovation
perspective in firms. Therefore, we provide insgimto the role of each MO component for
innovation initiatives and attempt to explain sditerature inconsistencies on the theme.
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1. Introduction

Since the early 1990s, when discussion about mavkientation (MO) began, a
significant body of research in marketing has exadidifferent aspects and contexts of the
MO phenomenon. From a MO perspective, firms needydther information from their
customers in a manner that is internally coordichddet which allows them to respond and
react to client needs (Kohli & Jaworski, 1990; Narg Slater, 1990).

The development of a theoretical body on the thaddresses questions to "if", "when",
and "how" MO affects business performance. Answetaa"if* MO affects performance
seems to be confirmed, since a majority of researchthis question has delivered positive
results. These findings show that MO enables imgmoents in business performance and that
these results occur "when" corporate culture, makeconditions and capabilities combine to
provide for MO development (Zhou, Yim & Tse, 20@ay, 1994). However, it is yet to be
seen whether this improvement comes directly fron® Mr is moderated by other
organisational practices and actions; i.e., "howD Bffects performance (Langerak, 2003).

From this perspective, the moderating role of iratmn has been studied by various
researchers in a variety of countries (Han, Kim dv&tava, 1998; Baker & Sinkula, 1999;
Lukas& Ferrell, 2000; Agarwal, Erramili & Dev, 2008n & Workman, 2004; Zhou, Yim
&Tse, 2005; Laforet; 2008). In general, studiesuion identifying the relationship between
MO and innovation results, or further verify whatltaral characteristics and internal
capabilities, e.g. innovativeness and capacityntwovate, facilitate innovation in market-
oriented firms (e.g. Hurley & Hult, 1998; Langeraiultin&Robben, 2004; Gatignon &
Xuereb, 1997; Kirca, Jayachandran & Bearden, 2B@tgs, Colakoglu & Gokus, 2012).

Despite some discordant findings, studies of #ssi¢ have demonstrated that MO has a
positive impact on innovation outcomes. Howevee thechanisms as to how the three
market orientation components achieve these pesttitcomes are less well conceptualized
(Smirnova et al., 2011). Taking the three MO congris suggested by Narver and Slater
(1990) i.e., customer orientation, competitor ciaion, inter-organisational coordination,
some inconsistencies has been observed in ressaiohéerms of their influence on
innovation (Han et al., 1998; Lucas & Ferrell, 20@alas et al., 2012; Grinstein, 2008).
Considering the component-wise approach to the Mtruct — as suggested by Han et al.
(1998) — one possible explanation of these discrepa may refer to methodological
deficiencies (Tsiotsou, 2010). Although the disiive role of different MO components in
innovation results and/or organisational perforneainas been admitted by marketing scholars
(Han et al., 1998; Noble, Sinha & Kumar, 2002; Zlebal., 2007; Lukas & Ferrell, 2000) the
MO component-wise approach is not usually treateshipirical studies (Tsiotsou, 2010).

Among studies that do consider the component-gygoach, most of them relate that
MO components are independent from each other awdsfon their direct effect on
innovation outcomes and/or organisational perfoweanithout examining possible indirect
influences (Han et al., 1998; Lukas & Ferrell, 20B@las et al., 2012; Smirnov et al., 2011;
Zhou et al., 2007). Other component-wise approaehnesconfined to certain dimensions of
MO such as competitor and/or customer orientati@atignon & Xuereb, 1997; Voss and
Voss, 2000).

Taking into account the contradictory findings neltjag the MO role in affecting
innovation and/or organisational performance, gpde@xamination of the dynamics of the
MO components becomes imperative (Tsiotsou, 2049noted by Han et al (1998, p.41) “it
may be useful to take a component-wise approathetdO construct, because the roles of
different MO components may vary, contingent on tyyges of innovation strategies and
turbulences present in the environment”. Althougg incomplete analysis of the component-
wise MO approach has recently captured the atterdiosome scholars (Tsiotsou, 2010;



Carbonell & Rodriguez Escudero, 2010), further aede is needed to understand the routes
through which MO components influence innovatioricomes. To date, the role of MO
components in supporting the initial forces leadimdirm innovation has been little studied,
especially in small and medium sized enterprisddHS. To the author’'s knowledge, no
component-wise approach has examined the indinfictences of the three components of
MO on innovation activities in the SMEs context. aforet (2008) noted, researchers often
examine innovation in the context of large firms averlook innovation within SMEs. As
such, much remains unknown about the ingredienexletk for successful innovation in
smaller and medium sized firms. Seeking for souafdenowledge for innovation is one of
the first stages of the innovation process in firmvkich is a crucial decision for firms to
engage in innovations (Hashi & Stojcic, 2012). bing) so, firms establish partnerships with
suppliers, customers, universities, and othersreateand internal agents (LO6f & Heshmati,
2002). Market-oriented firms could develop thesdrgaships in a successful way as these
firms are more able to capture the market demamdserms of customer needs, competitor
strategies and so forth (Kirca, Jayachandran & dagr 2005). Thus, market orientation
could favour the firm activity related to seek fwurces of knowledge for innovation, one
aspect that has not been sufficiently explored@vipus researches.

This research addresses these questions by exgntiv@rdirect and indirect influences
of the three market orientation components on thecges of knowledge for innovation in
SMEs. Specifically, the objectives of this artiedee (a) to examine the direct and indirect
effects of each market orientation component orrcgsuof knowledge for innovation in
SMEs, and (b) to investigate how MO componentdeela one another in order to influence
this innovation activity. Based on previous litera&t about innovative characteristics of firms
(Lo6f & Heshmati, 2002; Hoffman et al, 1998; Lafoi@ Tann, 2006), we consider the
sources of knowledge for innovation as the diffesaurces that firms use to capture ideas to
innovate, both internal and external to organisatiti is important to note that the discussion
in this paper is in regard with product innovatintensity in SMEs which, in turn, can favour
product innovation novelty.

This study differentiates from previous studiesatiel market orientation with firm
innovation, and thus contributes to expanding thistiag literature in several ways. Firstly,
it treats the three market orientation componestSeparate constructs and examines both
their direct and indirect links to innovative imitives in SMEs. As stated by Han et al. (1998)
and Langerak (2003), the market orientation liteatremains incomplete if studies do not
explore how MO influences the firm’s overall perf@nce. Specifically, a component-wise
approach of the MO construct is important to thelarstanding of how MO works to
influence innovative initiatives of the firms. Thgoes along with the assumption that the
roles of different MO components may vary, contimgen the types of innovation strategies
(Han et al., 1998). Furthermore, Langerak (200316®) notes that “although being market-
oriented may lead to general benefits for the firmmarketing activities, the ability to develop
and market innovations may be critical”. This ird#8 understanding the role of MO
components in influencing innovation initiatives firms. Secondly, this is one of the first
studies which considers competitor orientation aimter-functional coordination as
antecedents of customer orientation which in-t@ra imediator in the relationship between
these two market-oriented components and innovatit&tives. A recent study considers
this perspective in the service industry and appliee same Narver and Slater (1994)
conception about MO (Tsiotsou, 2010). Carbonell @&wbriguez Escudero (2010) also
conduct a study from this perspective, but condiderkohli and Jaworski (1990) perspective
of MO. Thirdly, this study relates MO to the inlt&ctions that companies take on the path to
innovation, an aspect that has been ignored owtinde in research. According to Hashi and
Stojcic (2012), the probability that an organizatisill decide to innovate, which is the first



stage of the process, increases the extent to wihighmproves its market orientation.
Identifying the role of MO components in this iaitistage of the innovation process
contributes to a deeper understanding of the thamst complements previous studies.
Fourthly, it expands on the pool of knowledge abdlg initial context surrounding
innovation in SMEs, under the perspective of maie¢ntation. As stressed by Laforet
(2008), literature on SME innovation is fragmentewl generally concentrates on singular
case studies or qualitative interviews with exemsi Furthermore, the work in this area
focuses mainly on firm-specific innovation charaistics instead of the strategic and market
orientation of the firm (Salavou, Baltas & Liouk&§04).

The article thus proceeds in the following manterthe next section, we present the
theoretical framework and the study hypothesidefresearch, followed by the methodology.
Subsequently, we present the analysis and discusdiahe results found and finally, we
present the managerial implications based on thdtseand limitations of the study as well as
future research directions.

2. Theoretical Background and Study Hypotheses

Market oriented firms respond better to the requénats of their customers through the
information obtained from the market and sharetiwihe firm in a coordinated manner, involving
intelligence generation, intelligence disseminatind responsiveness (Kohli & Jaworski, 1990)

Market orientation is considered as an internahciéyp of the enterprise and that is difficult
to imitate (Day, 1994), as well as orienting theegmise toward the search for growth opportunities
and reduce the response time to these opportufifiesa, Jayachandran & Bearden, 2005).
According to Narver and Slater (1990), market dagon consists of three behavioural
components: customer orientation, competitor oaon, and inter-functional coordination.
Customer orientation emphasizes the role of seffity understanding one’s target customers
in order to be able to create superior value ferthcompetitor orientation suggests that firms
understand the short-term strengths and weaknasse®ng-term capabilities and strategies
of both key current and potential competitors, mitmctional coordination focuses on the
coordinated utilization of company resources imtirg superior value for target customers
(Narver and Slater, 1990). Each of these comporaet®ngaged in intelligence generation,
dissemination, and responsiveness (Han, Kim & Staxa, 1998), which are the MO
dimensions proposed by Kohli and Jaworski (1990)his point, we can consider that both
Narver and Slater (1990) and Kohli and JaworskB(®erspectives of market orientation
present some conceptual similarities which makeiptesto discuss them simultaneously for
the purpose of this paper.

Market orientation is highlighted as a determiniiagtor and the foundation for a
company’s innovation efforts (Salavou, et al., 2084shi & Stojcic, 2012; Narver, Slater &
MacLachlan, 2004). Deepening this perspective ia tontext of small and medium
enterprises, results obtained from the study byh&es and Meulenberg (2004) point out that
the basis for the relationship between MO and iatiom in SMESs is innovativeness: the
initial efforts taken towards innovation are definky a company's innovativeness, which
positively influences market orientation and innibma Homburg and Pflesser (2000) also
identified innovativeness as a basic organisatieable supporting MO. Innovativeness is
understood as: “the notion of openness to new ideam aspect of a firm’s culture” (Hurley
& Hult, 1998, p.44). If, on one hand, innovativemdavours an organization's ability to
successfully adopt or implement new ideas, prosess@roducts, and on the other hand, is
related to MO (Hurley & Hurt, 1998) it can be assahthat market orientation at least
partially engenders a propitious environment forowation and favours its initial stages. In
fact, Hashi and Stojcic's results (2012) demonrsttaat MO has a positive influence in a
firm's decision to engage in innovation. Hoffmahak's (1998) results for the British SME



sample reinforce this perspective by spotlightireyketing efforts as determinants of success
in SME innovative efforts.

Traditionally, the literature has assumed that M@n unidimensional construct and/or
consider that the three components contribute gateathe construct (Narver & Slater, 1990;
Slater & Narver, 1994). However, this perspectioeginot exclude the assumption that the
three elements of market orientation may be inlated (Kohli & Jaworski, 1990).Thus, the
understanding of how market orientation affectseptlorganisational processes and/or
performance implies a detailed inspection of thechmaism responsible for transforming
market orientation into superior performance (Hanaé, 1998; Tsiotsou, 2010).The
comprehension of how MO operates includes the @taleding of causal relations between
their three dimensions and the examination of loict and indirect effects on performance
(Tsiotsou, 2010; Carbonell& Rodriguez Escudero (0201

Taking into account a component-wise approach far, Mhe direct effect of each MO
component on innovation is somewhat contradictorythie literature. Results from some
researchers suggest that only customer orientadiod/or competitor orientation affect
innovation performance (Han et al., 1998; Lukase&r€ll, 2000; Balas, Colakoglu & Gokus,
2012; Smirnova et al., 2011). Discordant finding®auggest a positive or a negative impact
of inter-functional coordination on innovation cexgsiences (Balas et al., 2012; Grinstein,
2008; Im& Workman, 2004; Auh & Menguc, 2005). Usitige three MO components of
Kohli and Jaworski (1990), i.e. market intelligenageneration, market intelligence
dissemination, responsiveness, Carbonell and Raeglzigescudero (2010) also demonstrated
that intelligence dissemination (relative to intenctional coordination) has a direct impact
on innovation speed.

Considering the indirect effect, previous literatdmighlights that customer orientation
and/or inter-functional coordination could improtlee impact of competitor orientation on
performance results, including with it a new susb@dsproduct (Smirnova et al., 2011;
Grinstein, 2008). Moreover, results from Carbomeltl Rodriguez Escudero (2010) revealed
that intelligence generation (relative to custoraed competitor orientation) has an indirect
effect on innovation speed via dissemination asgaasiveness.

In the current study, it is contended that thera isausal relationship between MO
components which in turn affects the early innoxaefforts of organisations. We expect that
customer orientation directly influence the intéynso which firms use sources of knowledge
for innovation. We also expect that competitor wi@ion influence inter-functional
coordination and customer orientation and, throtlgdm, influence the intensity to which
firms use sources of knowledge for innovation. Ehdiskages will be detailed in the
following paragraphs. The model is illustrated igu¥e 1.

Figure 1 — Conceptaradl Testing Model
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Regarding the relationship between customer otti@ntand innovation consequences,
the findings of Han et al. (1998) revealed thatt@orer orientation is highly and positively
significant for organisational innovativeness. Adeau by Han et al. (1998), MO facilitates an
organisational innovativeness which, in turn, peely influences its business performance.
Customer orientation is the dominant factor resgm@dor this meditational phenomenon
(Han et al., 1998). Grinstein’s (2008) results dometa-analysis about the effect of market
orientation and its components on innovation conenges reinforce this perspective by
confirming that customer orientation can be sudodigaused to develop innovative products.
The findings of Frambach, Prabhu and Verhallen 3208lso confirm that customer
orientation has a positive influence on new prodaativity. On the contrary, the recent
results from Balas et al. (2012) suggest that castariented firms will be less innovative.

In spite of having some inconsistent results reiggrthe effect of customer orientation
on innovation outcomes, the common view held inrfaketing literature is that customer
orientation enhances innovativeness because itvesaoing something new or different in
response to market conditions (Kohli & Jaworski93p It has also been considered the most
fundamental aspect of corporate culture and thelgdomrental element of a customer value
strategy (Tsiotsou, 2010). In addition, the viewthat customer orientation provides the
foundation for a sustainable competitive advantagd contributes to firm performance
(Kohli & Jaworski, 1990; Day & Wensley, 1988: Zhetial., 2007). Furthermore, customer-
oriented firms generate new ideas and productsdaaheatisfying customer needs and often
work closely with customers in the early stagesha new product development process
(Slater & Narver, 1998; Gruner & Homburg, 2000). &addition, customer orientation
enhances innovativeness because it involves daimgthing new or different in response to
market conditions (Kohli & Jaworski, 1993). In lingth these arguments, and considering
that the initial stages of innovation involve sagof knowledge for innovation including
cooperative arrangements with domestic suppliergernational research institutes,
customers, trade fairs, universities, firm's intdrnresources (Hashi&Stojcic, 2012;
L66f&Heshmati, 2002), we propose the following hilpesis:

H,: Customer orientation affects directly and positively the extension to which firms use
different sources of knowledge for innovation.

Competitor orientation complements customer orietain creating value for



customers and in allowing customer-oriented firmsdtisfy demand and serve the needs of
their customers better than their competitors {Esio, 2011). Defined as “understanding the
short-term strategies of both the key current dredkey potential competitors” (Narver &
Slater, 1990, p.22), competitor orientation is cdeed a prerequisite of customer orientation
(Day, 1993). The findings of Frambach et al. (2008firm this statement showing that
competitor orientation depends on customer oriemtato enhance new product activity.
Testing the direct effect of competitor orientatiom customer orientation, Tsiotsou (2010)
showed that competitor orientation has a strongachn customer orientation. Based on
these statements, it is predicted that:

H,: Competitor orientation has a positive effect on customer orientation.

A recent meta-analysis about the effect of markeintation and its components on
innovation consequences showed that the positiYectefof competitor orientation on
innovation consequences depends on a minimum lEvelstomer orientation (Grinstein,
2008). This suggests that a balanced mix of cortguetnd customer orientation is needed to
improve innovation in firms. In their study, Gat@gnand Xuereb (1997) showed that both
orientations are combined to technological orieatator designing innovations which have a
strong relative advantage. Lukas and Ferrell (2@3@mined the direct effect of competitor
orientation on product innovation and indicatedt thagreater emphasis on that orientation
increases some types of product innovation. A simiinding was shown by Balas et al
(2012) in their study in exporting firms. They aegthat “the more competitor-oriented an
export firm is the more innovative it could be” (Baet al., 2012, p.10). On the contrary, Han
et al. (1998) and Frambach et al (2003) revealedegative influence of competitor
orientation on innovation results. In fact, thedfimys of Frambach et al (2003) revealed that
competitor orientation only influences new produattivity indirectly via customer
orientation. Considering new product performanceaaweasure of business performance,
Smirnova et al (2011) suggest that the direct avgitipe effect of competitor orientation on
business performance is complemented by the indetects of customer orientation and
inter-functional coordination. Therefore, we propdsat:

H3: Competitor orientation influences indirectly and positively the extension to which
firms use different sources of knowledge for innovation via customer orientation.

Inter-functional coordination is characterized bg tevel of interaction of information
sharing and coordination between all organisatialeglartments (Narver & Slater, 1990; Im
& Workman, 2004). Thus, the specific aspects of #teicture of an organisation are
responsible for facilitating the communication amsinthe organisation's different functions
(Gatignon & Xuereb, 1997). Considering that thee¢hmarket orientation components may
be interrelated, the findings of Gatignon & Xuel@997) demonstrate that inter-functional
coordination is the mechanism which enables custarentation, competitive orientation
and technological orientation in an organisatiam.lihe with this, and as result of field
interviews with business executives, Kohli & Jawwo 4990, p.3) argue that “it is critical for
a variety of departments to be cognizant of custoneeds”. Recent studies developed by
Tsiotsou (2010) and Carbonell and Rodriguez Esou(®f10) have supported this statement.
Examining the causal relations between the three ddf@ponents in the service industry,
Tsiotsou (2010) showed that inter-functional cooadion has a positive effect on customer
orientation. Similar results were found by Carbbreld Rodriguez Escudero (2010) when
taking the MO measures of Kohli and Jaworski (199)cording to whom, intelligence
dissemination i.e., the degree to which informaisdistributed, shared and discussed among



relevant users within an organisation (Moorman, 5)99s positively correlated with
responsiveness. Responsiveness refers to the ctiom daaken in response to intelligence that
is generated and disseminated” (Kohli and Jawofi€0, p.6). Hence, our fourth hypothesis
states that:

H4. inter-functional coordination influences positively and directly customer
orientation.

Functional coordination plays a “crucial role imngroduct development” (Homburg,
Krohmer & Workman, 2004, p.1334). Whilst considgriifferent perspectives, many studies
have explored the implications of organisationahrelteristics on innovation. Research
studies include inter-functional coordination aset@ment that may influence the innovation
consequences (Damapour, 1991; Grinstein, 2008).eMery some studies have not found this
positive influence (Han et al., 1998; Lukas & F#y12000; Balas et al., 2012).

Damanpour (1991) reports in a meta-analysis a ipesiinfluence of internal
communication on organisational innovativeness fecent meta-analysis about the effect of
market orientation and its components on innovatonsequences, Grinstein (2008) has
found that inter-functional coordination is posdiy related to innovation consequences. On
the other hand, a recent study by Balas et al (Riditicates that inter-functional coordination
does not affect innovativeness. Furthermore, theirigs of Lukas and Ferrel (2000) showed
that inter-functional coordination is not relatedntew-to-the-world products. Likewise, Han
et al. (1998) found that inter-functional coordioat is not related to organisational
innovativeness. Despite these discordant findimgarketing researchers agree that inter-
functional coordination is important to organisee thnternal efforts for innovation
(Gatignon&Xuereb, 1997; Kohli&Jaworski, 1990; Darpanr, 1991). Therefore, it is
reasonable to suppose that the positive influehaeter-functional coordination on customer
orientation (Tsiotsou, 2010) may result in an iadirand positive influence on the early
efforts to innovate. This is due to the fact thastomer-oriented firms often work closely
with customers in the early stages of the new pbdavelopment process (Slater & Narver,
1998; Gruner & Homburg, 2000). Thus, we propose:

H5: Inter-functional coordination affects indirectly and positively the extension to
which firms use different sources of knowledge for innovation via customer orientation.

Inter-functional coordination is understood as ‘“finecess that assimilates the results of
being customer and competitor oriented and allosverent action” (Wooldridge & Minski,
2002, p.31). Thus, competitor orientation is exeecto influence positively the inter-
functional coordination (Tsiotsou, 2010; Carbon&ll Rodriguez Escudero, 2010). This
assumption may be reasonable because companiesongisdeminate knowledge about their
competitors throughout all business units and deprts (Tsiotsou, 2010). As highlighted
by Kohli and Jaworski (1990, p.5), “market inteligce must be communicated,
disseminated, and perhaps even sold to relevanarmegnts and individuals in the
organization.” Literature points out some evidewtethe relationship between competitor
orientation and inter-functional coordination. Ugia Narver and Slater (1990) scale for MO,
Tsiotsou (2010) proved the positive influence ompetitor orientation on inter-functional
coordination. Testing the causal relationships betwthe MO elements proposed by Kohli
and Jaworski (1990), the findings of Carbonell &utiriguez Escudero (2010) revealed that
intelligence generation — which includes monitorfagtors such as government regulations
and competition — has a positive influence on ligiehce dissemination and responsiveness.
Therefore it is reasonable to predict that:



H6: Competitor orientation has a direct and positive effect on inter-functional
coordination

According Miller (1987, p.60), the introduction néw products “creates the need for
more scanning of markets to discern customer reménts, the analysis and discussion of
this information in group decision-making sessioviich bring to bear marketing, R&D,
engineering, production and finance perspectivéa/o perspectives can be considered from
this statement. First, the inter-functional cooadion has an important role in mediating the
intra-organisation efforts for innovation. In faatter-functional coordination may promote
innovativeness in the organisation as it “involegen generation and sharing of new ideas,
resolution of problems and disagreements by me&nmsw-routine methods and different
frames of reference” (Im & Workman, 2004, p.118cénd, inter-functional coordination is
closely related to customer orientation and conbgetrientation in promoting the initiatives
for innovation in firms (Kohli & Jaworski, 1990; Deanpour, 1991). Considering that: (a)
competitor orientation affects positively the infenctional coordination (Tsiotsou, 2010;
Carbonell & Rodriguez Escudero, 2010); (b) intarefional coordination plays an important
role in promoting the innovation in firms (Woodsid#05; Grinstein, 2008); (c) customer
orientation is important to generate new ideas pratiucts aimed at satisfying customer
needs, it is reasonable suppose that:

H7: Competitor orientation influences indirectly and positively the extension to which
firms use different sources of knowledge for innovation via inter-functional coordination and
customer orientation

3. Methodology

The data used in this study were taken from thabdeste of the project 'Demography
of the Regional Small and Medium size Enterprisag¢ertaken by researchers at the
Entrepreneurship and SME Center at Universidad liCat@el Norte, Chile. The current
database utilizes a sample of 550 micro and smatiédium-sized companies in the district
of Antofagasta, northern Chile. The data was ct#éwia a cross-sectional survey and the
respondents were the owners of the firms. Ovetladl, owners are the decision makers in
SMEs and they are able to respond about strategistipns. The criterion adopted for the
definition of SME was the sales volume of each camyp according to the government
criterion in Chile. In accordance with this criterj a SME has an annual sales volume of no less
than US$ 104,375.00, and no more than US$ 4,34&08eeference values in Chilean pesos, the
national currency, converted to US dollars accgrdonthe exchange rate of 15th July, 2014).
Considering this criterion and excluding micro farmand missing values, an initial sample of
325 SMEs was considered for this study. From thatpe, we excluded 144 SMEs which
had not revealed investments in innovation relatmithe development of new or improved
products and/or processes (OECD, 2005). Thus, MEsSwere considered as the final
sample. It is important to note that we are inte@®n the SMEs product innovation intensity
which not necessarily indicates product innovationelty, as mentioned before. In terms of
the SMEs activities, some 39.8% of the sample lggadio the service sector, as can be
observed in Graph 1.

Graph 1. Distribution of the sample of SMEs acaagdio the area of activity
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Four constructs were considered in the measuringleinamarket orientation —
represented by it three dimensions - (1) custommeEntation - CUSTOR; (2) competitor
orientation - COMPOR; (3) inter-functional coordioda - COORD; (4) sources of
knowledge for innovation - KNOWINN. Sources of krnedge for innovation were
represented by six variables that correspondechéoeiktension to which companies use
different sources of innovation (Loof & HesmatD(2; Laforet & Tann, 2006; Hashi &
Stojcic, 2012) — which includes customers, supgli@ompetitors, firm’s internal sources,
fairs and exhibitions, universities and researafires. Market orientation components were
assessed using Narver and Slater’'s (1990) medd#&@DR. All constructs were measured
in a continuous scale of seven points, ranging eetwhe extremes of ‘never’ and ‘always’.

In order to ensure statistical significance in thedel, adjustments were made to the
dimensions of the constructs. Three items wereirgied from the market orientation scale.
Therefore, the final MKTOR measure resulted in ¥&dtems that were grouped into the three
market orientation components (customer orientatidive items; competitor orientation = four
items; inter-functional coordination = three itemShorter versions of MKTOR have been
previously utilized (Rhee, Park & Lee, 2010; Tsits2010; Agarwal et al., 2003; Ward et
al., 2006) without diminishing the validity of tmeeasure. Two items were also removed from
the construct “sources of knowledge for innovatioofisidering the adjustment of the scale to the
specific context of the analysis. The items exédbibw loadings and were eliminated to ensure
statistical significance. The final model was repreéed with sixteen items (twelve items for the
market orientation components; four items for th@ses of knowledge for innovation).

4. Results

Structural equation modelling (SEM) using AMOS 16v@s applied to verify the
relationship among constructs, after verifying tieiability of the scale with Cronbach’s
alpha. Convergent and discriminant validity wasfiest using the procedures recommended
by Fornell and Larker (1981). The results for Avittla are exhibited in Table 1.

Table 1. Results for Cronbach’s Alpha and AVE

MO Component o AVE
Customer Orientatic 0.71 0.52
Competitor Orientatio 0.81 0.53
Interfuncional Coordinatic 0.73 0.51
Sources of Knowledge for Innovati 0.67 0.63
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Although the construct ‘sources of knowledge farawation’ presents relatively low
alpha, it was decided to maintain the variabledhwite objective of better capturing the
relationships among the studied dimensions. A<atdd by Schmitt (1996) low alphas may
not be a major impediment to use when a measureth&s desirable properties, such as
meaningful content coverage of some domain.

We also examined the data for empirical evidencecawhmon method bias by
applying the single-common-method-factors approaa$, recommended by Podsakoff,
MacKenzie, Lee and Podsakoff (2003). The resuiteated all item loading significantly on
its intended theoretical construct, with no loadhe unmeasured methods factor.

The model (Figure 2) with final adjustments shovgedd fit indices (CFI = 0.932,
GFI = 0.906, RMSEA = 0.052) (Bagozzi & Yi, 2012)hd relationships were calculated
considering the direct and indirect effects amdrggdonstructs.

Figure 2 — Test Model
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Table 2 shows the standardized results for thentebpotheses.

Table 2 — Results for Relationship between MO Camepts and Knowledge for Innovation

Hypothesis Path Coefficient p-values Accept/Reject
H, CustOr ---> Knowlnn 534 .014 Accept
H, CompOr  ---> CustOr .383 .040 Accept
Hs CompOr  ---> CustOr ---> Knowlnn .205 .003 Accept
H, Coord --> CustOr .505 .014 Accept
Hs Coord --> CustOr ---> Knowlnn .269 .011 Accept
Hs CompOr ---> Coord .450 .013 Accept
H- CompOr ---> Coord --->  CustOr ---> Knowlinn 121 .003 Accept

According to the results (see Table 2), the extendd which firms use different
sources of knowledge for innovation is directly apdsitively influenced by customer
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orientation as predicted in;HThe coefficient of 0.534 and p-value of .014 (&) confirm
this relationship. This result indicates that costo oriented companies are engaged in action
that target innovation, coming from searches farrses of information and knowledge that
stimulate the development of new products and/oviees. Such behavior reflect the
initiative of generating new ideas and productseairat satisfying customer demands, which
is typical in a customer oriented firm (Slater &riMer, 1998; Kohli & Jaworski, 1993). In this
process, customer oriented firms often work closé@th customers in the early stages of the
new product development process (Slater & Narv@®81 Gruner & Homburg, 2000). Also,
this result corroborates the evidences founded ag Bt al. (1998), Grinstein (2008) and
Frambach et al. (2003). These authors analyseeréift perspectives of innovation and their
relationships with MO components and found a pasitelationship between constructs. Han
et al. (1998) found a positive relationship betwemistomer oriented and organisational
innovativeness. Grinstein’s (2008) results for ataranalysis about the effect of market
orientation and its components on innovation consrges revealed that customer orientation
influence positively the development of innovatpreducts. Frambach et al (2003) confirmed
that customer orientation has a positive influemceew product activity.

Taking into account the causal relationships betwbB components, the results
shown in Table 2 also indicate that competitor @agon has a positive influence on
customer orientation. The coefficient of 0.383 gndalue of 0.040 (p<0.05) confirm,H
revealing that competitor orientation has a roleemhancing customer orientation. In this
perspective, competitor orientation is a preretgiief customer orientation (Day, 1993) and
complements customer orientation in creating vafoe customers (Tsiotsou, 2010).
Furthermore, competitor orientation influences iedily and positively the extension to
which firms use different sources of knowledge ifarovation via customer orientation, as
hypothesised in &l The coefficient of 0.205 and the highly significa level of 99% (p-value
= 0.003) confirm this positive relationship. Thesult reinforce that competitor orientation
relate to customer orientation to enhance new moduativity (Frambach et al., 2003).
Specifically, the result suggests that both origoms are needed to start the process of
innovation in firms. Companies will be encouragedise the different sources of knowledge
for innovation when they will exercise them skiils monitoring their competitors and
customers. Although considering the earlier initieg of innovation instead of examining the
innovation consequences and/or innovation outcorttes, result somewhat corroborates
previous findings of Grinstein (2008), Gatignon aXdereb (1997) and Frambach et al.
(2003). As indicated in the findings of Grinste20Q8), the positive relationship between
competitor orientation on innovation consequenegsedds on a minimum level of customer
orientation. Gatignon and Xuereb’s (1997) findinggealed that competitor orientation and
customer orientation are combined to technologdaintation for designing innovations. The
findings of Frambach et al (2003) showed that a@eresion of customer orientation is needed
to competitor orientation influence new productiagt. In addition, competitor orientation
influences directly and positively the inter-furmctal coordination of the SMEs. The
coefficient of 0.450 and the p-value of 0.013 imdécthis influence and lead to accept H6.
This result highlights that inter-functional coardtion facilitates the dissemination of
knowledge about competitors within firms and héipmh to create superior value for their
customers (Tsiotsou, 2010). As suggested by Kafdi daworski (1990, p.5) “responding
effectively to a market need requires the partiogua of virtually all departments in an
organisation”. This result also corroborates presicstudies that examined the causal
relationships between MO components (Tsiostou, 2GABbonell and Rodriguez, 2010). The
positive linkage between inter-functional coordioatand customer orientation was also
confirmed in our study. Showing a coefficient ob@ and a significance level of 95% (p-
value = 0.014), this relationship leads to accept Prrevious studies in a component-wise
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approach of MO had found similar results. Tsiotso(2010) research showed that inter-
functional coordination influences positively thestomer orientation in a service industry
context. Carbonell and Rodriguez Escudero (20K falund similar result in examining the
causal relationships between MO components andyiagpthe MO measures of Kohli and
Jaworski (1990) in Spanish manufacturing firms.

The results exhibited in Table 2 also highlightt timer-functional coordination has an
indirect effect on the extension to which firms udiéerent sources of knowledge for
innovation through customer orientation. The pusittoefficient of 0.269 and the p-value of
0.011 confirm this relationship and the.Hs stated by Wooldridge & Minski (2002), inter-
functional coordination has a function of assinmilgtthe results of firms being customer and
competitor oriented and allows coherent action.shwe can assume that inter-functional
coordination, competitor orientation and customeergation work together to promote firm
innovation. As revealed in our findings, customeemtation is an important link between
inter-functional coordination and innovation inibiees. Similar linkages are needed to
support firm innovation results.

Our findings also revealed that the extension tackiirms use different sources of
knowledge for innovation is a result of a sequenfcmarket oriented activities. As shown in
Table 2, competitor orientation influences indilgeind positively the SMEs early innovation
efforts through inter-functional coordination andistomer orientation. The positive
coefficient of 0.121 and p-value = .003 confirm F5pecifically, this result demonstrates that
the causal relationships between MO componentgngvertant to promote firm innovation.
As suggested by Day & Wensley (1988), a balanceustomer orientation and competitor
orientation is needed to capture a not biased ngictd organisation reality. In addition,
previous researches applying a component-wise appresuggest that the interdependence
among MO dimensions results is needed to underdtandMO affects firm results, which
includes the innovation perspective (Tsiotsou, 2@4drbonell & Rodriguez Escudero, 2010).

5. Conclusions and Future Resear ch Directions

This research applies a component-wise approacdk@fto examine the linkages
between the three MO components and the extensiamich SMEs use different sources of
knowledge for innovation.

Overall, the results showed that the interactiostsvben the three MO components,
i.e. customer orientation, competitor orientatior anter-functional coordination, influence
the extension to which SMEs use different sourddenowledge for innovation in different
ways. The research findings revealed that custoomsmtation influences directly and
positively this innovation initiative in SMEs. Alsacompetitor orientation affects positively
and indirectly the extension to which firms usdeatiént sources of knowledge for innovation
both through inter-functional coordination and thgh customer orientation. Furthermore,
inter-functional coordination affects indirectly dapositively the extent to which firms use
different sources of knowledge for innovation thgbucustomer orientation. In addition,
results revealed that the extension to which maeentation influences innovation
initiatives depends on the interactions betweendd@ponents.

This study contributes to the understanding of maavket orientation influences firm
innovation by exploring a MO component-wise apploaes the MO relationship with
innovation initiatives. In doing so, we provide seal contributions to the existing literature
(Lukas & Ferrell, 2000; Gatignon & Xuereb, 1997;irGtein, 2008; Frambach, Prabhu &
Verhallen, 2003; Han, Kim & Srivastava, 1998; Balaslakoglu & Gokus, 2012). Firstly, we
posit that the way in which each MO component a$féle earlier efforts for innovation in
firms depends on the inter-relations between th8och perspective helps shed light on
"how" MO is inserted in the innovation context, arahtributes in explaining the role of MO
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components with it. Corroborating previous findingdg Tsiotsou (2010) we have
demonstrated that, in order to improve customeentation, a firm needs to increase its
competitor orientation and inter-functional coomtion. In doing so, organisations are able to
begin the innovation process by looking for diff#reources of knowledge for innovation.
Secondly, the study complements previous reseaniththe antecedents of innovation in
companies (Hashi & Stojcic, 2010; L66f & Heshma002) and adds market orientation as
one of the motivating elements for innovation inEM In general, it is known that access to
knowledge and information, collaboration, marketad specific institutional contexts all
contribute to a company's innovative capacity (¢esh& Meulenberg, 2004). In addition,
the source of innovation comes from client needsk@ & Sinkula, 1999). However, little is
known about how MO acts as an antecedent for irtravawhich involves more than just
establishing relationships with clients and othgerds, but also the need for focusing on
competitors and internal configurations that delivaelue to clients (Narver & Slater, 1990;
Kohli & Jaworski, 1990). The results encountenedhis research reveal that such a focus on
delivering client value translates, in its initshges, to incentives for innovative initiatives in
companies.

Regarding the limitations of this research, as welbortunities for future research,
this study was limited to examining the relatiopshetween MO components and innovation
solely in its initial stage. Future research cawdldte a MO component-wise approach to the
different stages of the innovation process; ifge, decision to innovate, the decision of how
much to spend on innovative activities, the refalop between expenditure on innovation
and innovation input, and the relationship betwesovation output and performance (Hashi
& Stojcic, 2012). This could allow the identificati of in which stages of innovation MO is
most relevant. Also, the specific context of thedgt (Chile) is a concern constraining the
generalization and application of the results toeotcountries. Further research in a wide-
variety of countries would be relevant in ordergmforce our findings.
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