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Abstract (Document Summary)  
Recent studies have reflected the need to investigate the development of market 
orientation in the transitional economies under conditions of economic decline and great 
systemic change. However, the relationship between the level of market orientation and 
firm's competitiveness in a turbulent environment has not been analyzed. Personal 
interviews conducted with 221 managers of Ukrainian enterprises provided data to 
investigate the level of the development of market orientation and competitiveness. 
Managers' attitudes toward marketing are used to create a typology of marketing 
approaches in the Ukraine. Competitiveness is measured as a multi-dimensional concept 
using variables of organisational adaptability to the changes in business environment, 
advantages across the marketing mix and performance indicators as the dimensions. The 
results of the study suggest that the level of a firm's competitiveness in the turbulent 
environment of a transitional economy is associated with the level of the development of 
market orientation. 
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Over the last decade there has been a transition from centrally planned economies in 
eastern and central Europe to free market economies. This process of transition requires 
fundamental changes in the behaviour of business units whose primary goal must be to 
achieve a competitive position within the marketplace. The managers of former socialist 
enterprises are pushed to change their traditional priorities from fulfilling the centrally 
planned tasks to identifying the appropriate target markets and developing products that 
meet the consumers' needs. In order to flourish in this environment, they must adopt and 
practise effective marketing, i.e. to become market oriented. The inevitable economic 



depression and political uncertainty that accompany the process of transition in former 
socialist countries creates additional difficulties for the business units in achieving and 
maintaining their competitiveness.  
 
Both the market orientation and competitiveness of the firm have been the subject of 
conceptual and empirical studies (e.g. Hammer and Champy, 1993; Johnson, 1992; Pace 
and Stephan, 1996; Kohli and Jaworski, 1990; Narver and Slater, 1994; Greenley, 1995). 
However, the association of market orientation with company competitiveness in the 
rapidly changing environment of a transitional economy has not received appropriate 
attention in marketing literature. A number of studies have suggested that the marketing 
environment influences the speed with which marketing concepts are adopted, the forms 
of market orientation and the level of competitiveness of the firm. However, only a few 
empirical studies have investigated the development of market orientation in transitional 
economies (Marinov et al., 1993; Shipley and Fonfara, 1993; Akimova, 1997). These 
studies showed that one of the most important barriers to the development of market 
orientation was managers' belief that marketing could not precipitate their firm's survival 
in the turbulent environment of a transitional economy. However, the problem of whether 
market orientation can improve company competitiveness within a turbulent and 
unfriendly environment has not been examined. 
 
This study aims to analyse the relationship between the level of development of market 
orientation and company competitiveness in the turbulent economic environment of a 
transitional economy. It is centred on two research propositions: 
 
(1) A distinction can be drawn between groups of Ukrainian companies with respect to 
the level of development of their market orientation. 
 
(2) Companies with higher levels of development of market orientation are more likely to 
display higher levels of competitiveness than companies with less developed market 
orientation. 
 
Ukrainian economy 
 
Before discussing the conceptual framework of the study it is important to describe the 
macroeconomic environment that influences the competitiveness of Ukrainian firms. 
 
The Ukraine gained its independence on 1 December 1991 after the dissolution of the 
Soviet Union. The process of economic reforms in the Ukraine, initiated in order to 
facilitate its transition into a market-led economy, involved the following important 
measures: the reduction of price control and subsidies to industry; the end of the 
collectivisation era in the agricultural sector; privatisation of the state-owned enterprises; 
the development of anti-monopolistic regulations; opening up internal and external trade; 
the creation of incentives for foreign investment; and the development of the market 
infrastructure. In 1991-1995, laws were adopted concerning property rights, foreign 
investment, partnerships, methods of privatisation and anti-monopolistic regulations. 
They created the legal framework for the privatisation process that started in the Ukraine 



with the issue of personal privatisation certificates in early 1993. Since the adoption of 
privatisation legislation in 1992, about 35,000 Ukrainian state-owned enterprises went 
through the privatisation process. Only 20 per cent of them were subject to large 
privatisation and the remaining 80 per cent fell into the category of small privatisation 
that was almost finished in 1996. In industry about 57 per cent of the enterprises were 
privatised. However, Ukrainian privatisation was mostly internal and it did not create 
corporate governance by strong external owners. A large number of enterprise shares 
remained in state ownership. Though the privatisation process had been slow, it 
influenced the influx of foreign investment as joint ventures. At the same time, the non-
state sector of the economy continues to grow because of the increasing number of newly 
privatised enterprises. 
 
The movement toward a free market economy in the Ukraine took place under high and 
variable inflation and much economic and political uncertainty. During 1991-1994 
Ukrainian GNP decreased by over one half (56 per cent), including a 24.5 per cent drop 
in 1994 that exceeded - by 1.5 times - the annual rate of drop in 1991-1993. In 1995-1996 
the economy generally performed better but, nevertheless, it continued to contract. In 
1995 GDP decreased by 12.7 per cent and in 1996 it fell by 10 per cent The last five 
years can be viewed as a continuous fight against high inflation. The rate of inflation in 
the Ukraine in 1992 was put at 2,150 per cent, in 1993; at 10,158 per cent, in 1994; at 501 
per cent in 1995. In 1996, financial stabilisation remained a bright spot as inflation 
declined to 34.8 per cent which enabled the Ukrainian government to introduce its new 
currency, the hryvnya, in September. However, financial stabilisation took place under 
the deepening payment crisis and increasing wage arrears. It reflected the growing 
contradictions between a strict financial and credit policy and the lack of necessary 
conditions for the accelerated structural and institutional reform. A sharp limitation of 
direct and indirect subsidies with inadequate behaviour of many enterprises, the delay in 
the process of bankruptcy and restructuring and the privatisation of enterprises under new 
conditions has aggravated the problem of non-payment (Ukrainian Economic Monitor, 
Vol. III, N7(14), July 1996). The future of economic reform in the Ukraine depends on 
the development of an efficient legislative system, utilisation of the procedures of 
bankruptcy, the success of anti-monopoly measures and the acceleration in the 
development of small businesses and entrepreneurial activity. 
 
Competitiveness 
 
Competitiveness is a complex subject that has been analysed by many scholars using 
different conceptual approaches. Some authors view competitiveness of the firm in terms 
of productivity. McKee and Sessions-Robinson (1989) pointed out that the company, 
industry, or nation with the highest productivity could be seen as the most competitive. 
Porter (1990) defined competitiveness at the organisational level as productivity growth 
that is reflected in either lower costs or differentiated products that command premium 
prices. The other group of authors focus on the association of competitiveness with 
organisational performance. For example, Scott (1989) defines competitiveness as the 
ability to raise incomes as rapidly as competitors and to make the investments necessary 
to keep up with them in the future. Pace and Stephan (1996) offer a more comprehensive 



definition - competitiveness is " ... the ability of the organisation to stay in business and 
to protect the organisation's investments, to earn a return on those investments, and to 
ensure jobs for the future". To be able to stay in business, the company must adapt to the 
changing business environment by developing the proper adjustment measures. 
Adaptability is especially important if the environmental changes are fast and crucial as 
in transitional economies where enterprises face systemic changes accompanied by a 
deep economic decline. Empirical evidence suggests that environmental changes in 
transitional economies cause a fast differentiation of enterprises into viable and non-
viable ones. The viable firms are able to face the changes in demand, the hardening of 
budget constraints and increasing competition by adjusting their activity to a new market 
requirement, while non-viable firms go bankrupt. Thus, the ability to adjust to the 
environmental impact is an essential characteristic of company competitiveness. 
 
Competitive companies must produce and deliver products and services that meet 
customer needs and wants. In order to provide their customers with greater satisfaction 
than their competitors are able to do, companies must reduce production cycles and costs, 
improve the quality of products and services, improve relationships with suppliers and 
customers, and re-examine their organisational systems in order to respond any change in 
customer preferences as fast as possible (Johnson, 1992; Hammer and Champy, 1993). 
So, to be competitive, the company must create advantages along the marketing mix 
according to the peculiarities of the environment. 
 
Thus, three core themes underlie the definitions of competitiveness:  
 
(1) adaptability to changes in the business environment; 
 
(2) advantages across marketing mix; 
 
(3) performance. 
 
To be competitive, the company should adapt to the changing business environment, 
creating advantages across the marketing mix that will result in better performance 
relative to its competitors. Thus, we propose to analyse competitiveness of a firm as a 
multidimensional concept that encompasses a firm's adaptability to environmental 
changes, competitive advantages and performance relative to competitors as the main 
dimensions. 
 
Market orientation 
 
The adoption of marketing means that the company develops its market orientation. The 
concept of market orientation was put forth by Kohli and Jaworski (1990) and Narver and 
Slater (1994). In both research projects market orientation was conceptualised as a 
multidimensional organisational phenomenon, where each dimension represented a 
different feature of market orientation. Kohli and Jaworski (1990, p. 6) defined market 
orientation as: "the organisation-wide generation of market intelligence, pertaining to 
current and future customer needs, dissemination of the intelligence across departments, 



and organisation-wide responsiveness to it". Narver and Slater (1994) have suggested that 
market orientation consists of customer orientation, competitor orientation and 
interfunctional co-ordination which organises the utilisation of company resources for 
creating superior value for target customers. Several recent research projects were based 
on these conceptualisations (e.g. Ruekert, 1992; Deshpande et al., 1993), which 
suggested different additional elements of market orientation (Liu, 1995), or investigated 
different forms of market orientation among the companies (Greenley, 1995). Market 
orientation results in a deeper understanding of customer needs, the peculiarities of 
marketing environment and of strengths and weaknesses of the competitors. 
 
The adoption of marketing goes through several stages that reflect the introduction of 
separate marketing functions as well as the development of managers' attitudes toward 
marketing within the framework of corporate culture. The stages of the development of 
market orientation have been the subject of analysis both in western societies and East 
European transitional economies (Akimova, 1997; Hooley et al., 1990; Kotler and Levy, 
1969; Lusch and Laczniak, 1987; Sharp, 1991). Hooley et al. (1990) identified four 
marketing typologies practised by firms in the UK: sales support, departmental 
marketing, a guiding philosophy for the whole organisation and unsures. They showed 
that these approaches demonstrated the process of the development of market orientation 
with the sales supporters being in the preliminary stages of this process and the marketing 
philosophers as having a fully integrated marketing approach. Marinov et al. (1993) used 
Hooley's methodology to investigate a Bulgarian sample and identified four groups of 
firms including: agnostics, companies with product orientation, sales/promotion 
orientation, and market orientation. The acceptance of marketing values in Poland was 
investigated by Shipley and Fonfara (1993), the same process in Romania was analysed 
by Naor (1986, 1990). All empirical studies on the development of market orientation, 
both in western and transitional economies, showed that this process starts from the 
managers' indifference towards market values and inward focus on production goals, 
proceeds through the development of a more external orientation on achieving sales 
targets, and finally comes to an acceptance of customer satisfaction as a core of the firm's 
market success and competitiveness. We expect to find similar stages of the development 
of market orientation in the Ukraine. 
 
A great deal of marketing literature was devoted to finding the correlation between the 
degree of marketing adoption and companies' performance (e.g. Lusch and Laczniak, 
1987; Brooksbank, 1991). Performance was defined relative to the companies' major 
competitors and took into account both financial and marketing performance. It was 
demonstrated that to remain successful in the long term companies needed to adopt a 
higher degree of market orientation (Shaw,1995). If differences among Ukrainian firms 
in terms of the level of market orientation development exist, we expect them to be 
associated with differences in the level of competitiveness. We expect the firms with a 
higher level of development of market orientation to have a higher level of competitive 
advantage and to be superior in terms of performance and adaptability to the changing 
environment than the firms with an underdeveloped market orientation. A simple model 
of this relationship is shown in Figure 1. 
 



Therefore, finally, our research questions can be formulated as following: 
 
(1) What different levels of development of market orientation are to be found among 
Ukrainian companies? 
 
(2) Are different levels of development of market orientation associated with different 
levels of company competitive advantage? 
 
(3) Are different levels of development of market orientation associated with different 
levels of adjustment to a turbulent environment? 
 
(4) Are different levels of development of market orientation associated with different 
levels of company performance? 
 
Research design 
 
Data 
 
The data were collected as part of a broader study of marketing environment, 
adjustments, attitudes, organisation and marketing strategies in the Ukraine. The research 
was carried out during October-November 1995 and included two sequential stages. At 
the qualitative stage 15 in-depth interviews were conducted by the author with the 
marketing managers of the enterprises. This sample was chosen to provide a broad 
selection of marketing perceptions. The in-depth interviews included mainly open-ended 
questions that explored three main areas: first, the role of marketing in Ukrainian 
companies was considered; second, the impact of the economic environment 
(characterised by stagflation) on marketing management and adjustments to it were 
investigated; and third, marketing strategies adopted by the firms were considered. 
 
The in-depth interviews helped to determine the format and the details of the 
questionnaire used at the quantitative stage. The questionnaire contained two parts. The 
first part dealt with the effects of the economic environment on different components of 
marketing mix and the adjustment measures taken in response of these effects. The 
questionnaire items were rated on a five-point Likert scale. Marketing managers were 
asked to point out the degrees of environment impact and adjustments to stagflation used 
in their companies. Questionnaire items were selected from the marketing literature 
dealing with the analysis of marketing management during stagflation (Kotler, 1974; 
Shama, 1978, 1992). In the second part of the questionnaire marketing strategies adopted 
by Ukrainian companies and their competitive advantages were considered. This part of 
the questionnaire utilised items used by Hooley et al. (1993) for the analysis of marketing 
strategies in different countries.  
 
A survey of 500 firms from the eastern part of the Ukraine (the most industrialised 
region) was then conducted using in-depth interviews with the marketing managers or 
with the general managers (in cases when the firm did not have a special marketing 
manager). In-depth interview as a form of data collection was chosen because traditional 



mail survey produces a very low rate of response as the managers of Ukrainian 
enterprises are not used to such type of research projects. Professional interviewers, on 
the basis of a prepared questionnaire, conducted the in-depth interviews. 
 
Companies were drawn from an official regional database containing around 85 per cent 
of the enterprises located in these territories. Before visiting the managers of the selected 
enterprises, the interviewers made an appointment with them on the telephone explaining 
the aim of the survey. A total of 255 managers agreed to participate in the survey. In all, 
221 usable responses were obtained, 34 questionnaires were incomplete, and they were 
not used for further analysis. The sample was structured to provide data from 
manufacturing companies and services in small, medium and large categories. There was 
a significant bias towards manufacturing companies because, first, market orientation is 
more clearly reflected in the process of their economic development and thus it is easier 
to measure than in the service sector. Second, there is evidence that marketing values 
have been developed within manufacturing enterprises and later on have been accepted 
by the other types of firms such as services. The sample was not designed to be 
representative by firm size. To facilitate comparative analysis it was divided, almost 
equally, across the small, medium and large companies. The sample was representative 
by the type of ownership and included state-owned, joint-stock and private companies, 
co-operatives and joint ventures from the different sectors of the Ukrainian economy. 
There was a small bias towards larger companies which could be explained by a greater 
understanding of marketing values among these firms. The sample characteristics are 
presented in the Table I. 
 
Definition of variables 
 
Competitiveness. In this study competitiveness is measured as a multidimensional 
concept using variables of organisational adaptability to the changes in business 
environment, advantages across the marketing mix and performance indicators as the 
dimensions. 
 
Adaptability. Adaptability reflects company adjustment activity to a turbulent 
environment. 
 
Environmental impact on marketing management of the company and its adjustment 
activity is measured across marketing mix decisions using a five-point Likert scale (1 = 
"Impact is very high" or "Adjustment measure was used very often", 5 = "Impact is very 
low" or "Adjustment measure was never used"). Adaptability is described by 17 variables 
that are presented in Table II. These subjective variables of adaptability were successfully 
used by Shama (1978, 1980, 1992) to study the adjustment activity of the firms under 
stagflation both in developed market economies and in transitional countries. However, 
adjustment activity of the companies across particular measures can vary because of the 
differences in an environmental impact on their marketing decisions. For example, if a 
company experiences low environmental impact on its price decisions, price adjustment 
measures are hardly to be expected. Therefore, besides the direct measurement of 
adaptability it is useful to compare the level of environmental impact on the marketing 



management decisions of the companies with the level of adjustment activity across the 
marketing mix. Such comparison was done by Shama (1992) for a representative sample 
of Yugoslavian companies. He found out that while environmental impact was high, 
adjustments were quite low. Shama called this phenomenon the "high impact/low 
adjustment paradox". He suggested that the relationship between economic environment 
and marketing activity in the former planned economies was modelled differently from a 
free market system. Shama related "high impact/low adjustment paradox" to the lack of 
profit and efficiency motivation in the companies and a lack of a free market economy in 
transitional countries. 
 
In fact, Shama's "impact/adjustment" paradox reflects a firm's activity in adjusting to a 
turbulent environment corrected for the strength of the environmental impact. We 
compute Shama's coefficients as a difference between the adjustment mean scores and the 
impact mean scores across marketing mix decisions, and use them as an additional 
measure of company adaptability.  
 
Competitive advantages. Following the approach developed by Hooley et al. (1993) we 
measure competitive advantages across the marketing mix areas also using the five-point 
Likert scale (1 = "Completely agree that our firm has this competitive advantage", 5 = 
"Completely disagree") and include 17 variables that are presented in Table II. 
 
Performance. For the analysis of performance five measures are used - two financial 
(return on investment and profit), two market based (sales volume and market share) and 
one survival based (cash flow). Performance is measured relative to major competitors 
that enabled control of performance differences caused by differences among industries 
and served markets. Performance is measured as the top managers' assessment of the 
indicators mentioned above. Again, the five-point Likert scale is used (1 = "This year our 
company has shown much better performance across this indicator than the main 
competitors", 5 = "Much worse performance"). Subjective measures of performance are 
commonly used in research when it is impossible to obtain hard data. In transitional 
economies like the Ukraine, hard data across these measures for a large number of 
enterprises is unavailable. Previous studies have found a strong correlation between 
subjective assessments and their objective counterparts (Slater and Narver, 1994). 
 
Market orientation. In current research, in order to investigate different levels (or stages) 
of the development of market orientation among Ukrainian companies, we use the 
approach developed by Hooley et al. (1990) and Marinov et al. (1993). The respondents 
have been asked to indicate the extent of their agreement with a range of statements that 
describe the role of marketing in their company, on a five-point Likert scale. Market 
orientation variables are presented in Table III. The range of scores for each statement 
gives the level of development of market orientation. 
 
Data analysis 
 
The first set of analyses conducted in this research examined the reliability of the 
multiple item scales used to measure the level of the development of market orientation 



and competitiveness. This reliability analysis used Cronbach's coefficient alpha 
(Nunnally, 1967). The results of the reliability analysis for measures of competitiveness 
are presented in Table II. 
 
The three scales yielded coefficient alphas of 0.85 for the adjustment activity of the 
company, 0.85 for the competitive advantage, and 0.87 for the performance indicators, 
demonstrating acceptable levels of internal consistency. Overall, the competitiveness 
scale produced an alpha 0.88, suggesting that it was a reliable scale for measuring 
company competitiveness, based on its internal consistency. 
 
Table III shows the results of the reliability analysis for the market orientation measures. 
 
The overall coefficient alpha is 0.848, which exceeds the minimum level of 0.7 suggested 
by Nunnally (1967). The values that alpha would have if each item were deleted from the 
scale are close to 0.848, and they show that alpha would not be increased by removing 
any of the items. 
 
Hierarchical clustering based on Ward's method on SPSS was used to identify groups of 
companies with different levels of market orientation. Cluster analysis was done on the 
basis of the set of market orientation variables. Hierarchical clustering produced a clear 
four-cluster solution in dendrogram. The clarity of clusters was tested in two ways. First, 
the cluster analysis was validated by relating cluster membership to the original 
statements using one-way ANOVAs. The validation was very positive with the cluster 
means being significantly different at the 0.000 level (see Table IV). The second test for 
cluster clarity was made using discriminant analysis. A discriminant model based on the 
original market orientation variables was built from a random half of the sample to 
predict cluster membership. 
 
Then the model was used to predict cluster membership of the second half of the sample 
not used in the discriminant model. It correctly predicted cluster membership for 95.9 per 
cent of cases used to create the model and 85.7 per cent of hold-out cases. Clusters were 
interpreted with Duncan multiple range tests. Results are presented in Table IV where 
high values (that mean the lower level of agreement with the original statements 
describing the role of marketing in the company) are indicated with round brackets and 
low values are italicized. 
 
The profile of each cluster is discussed below. 
 
Cluster 1: agnostics 
 
This cluster includes 8 per cent of the companies identified by an agnostic approach to 
marketing. The companies in this cluster participate in almost no marketing activities. 
They have poorly developed market orientation, as most mean scores are relatively high. 
Even promotional aspects of marketing are practised very seldom, and corresponding 
means are close to the median of the scale. More than 70 per cent of the companies in this 
cluster claim that marketing is unclear and non-existent in the company. 



 
Cluster 2: developed market orientation 
 
More than one-third of the companies (36 per cent) falls into a cluster with developed 
market orientation. In this cluster almost all mean scores are the lowest ones when 
compared to the other clusters. Companies in this cluster emphasise identifying and 
meeting needs of the customers. To reach this aim, they analyse the market and create 
contacts with the customers. They gather competitive information and use it for the 
adaptation to the changes in marketing environment. Marketing plays an important role in 
company strategic planning and it is viewed as a guiding philosophy for the whole 
organisation. At the same time, they show a strong emphasis on the sales support and 
promotional aspect of marketing activity. 
 
Cluster 3: production orientation 
 
This cluster includes 20 per cent of the companies identified by a production orientation. 
The main emphasis is on planning and deciding on quantity and quality of production. 
These means are lower than in other clusters reflecting particular importance of these 
variables. The companies in this cluster show understanding of marketing values, 
however their adoption is rather limited. The mean scores for the most part of market 
orientation variables are close to the median of the scale. Marketing is not considered as a 
guiding philosophy of the company, and it is confined to the special departments. The 
role of marketing in company strategic planning is quite low. 
 
Cluster 4: sales orientation 
 
This cluster is identified by a sales orientation, and it is associated with 36 per cent of the 
companies. Here the focus is on promoting products and services/sales support, and these 
means are the lowest within the cluster's profile. The importance of sales support and 
promotion variables is very high, while variables representing market analysis seem to be 
less important. Marketing plays a limited role in company strategic planning and is not 
viewed as a guiding philosophy for the whole organisation. The companies in this cluster 
make efforts to identify customer needs and create contacts with the customers, but their 
emphasis is primarily reactive and limited to the sales support function. 
 
Market orientation and competitive advantage 
 
One-way analysis of variance was used to investigate the relationship between the level 
of the development of market orientation and competitive advantage pursued by the 
company. The results of the Duncan multiple range test are presented in Table V, where 
the low values are italicized and the high values are indicated in brackets. 
 
The Duncan multiple range test showed significant differences between marketing 
approach clusters across the most part of competitive advantage variables except of 
product quality and credit offered. Cluster 1 (agnostics) was associated with the lowest 
level of competitive advantages as the mean scores for almost all competitive advantage 



variables were the highest in comparison with the other clusters. Cluster 2 (developed 
market orientation), on the contrary, was associated with the highest level of competitive 
advantages across all competitive advantage variables. The mean scores of all the 
variables were the lowest among four clusters, and at the same time the means for most 
of the variables were below the median of the scale. This indicated the high level of 
competitive advantages pursued by the companies in this cluster. Company/brand image, 
product range offered, competitive pricing, speed of reaction to customer needs and 
distribution coverage seemed to be particularly important areas of competitive advantages 
in this cluster. 
 
Companies in cluster 3 (production orientation) emphasise contacts with industry 
suppliers and company/brand image as the most important areas of competitive 
advantage. These mean scores are the lowest in the cluster's profile. Close contacts with 
industry suppliers gave the companies a chance to receive materials and components 
without a great delay and on barter basis under the difficult economic conditions of the 
Ukrainian market of the mid 1990s. This could create a basis for cost reduction. 
However, the mean for the cost advantage in cluster 3 is close to the median of the scale. 
 
Cluster 4 (sales orientation) was associated with competitive advantage in product range 
offered, distribution coverage, promotions and speed of reaction to customer needs. 
These areas of competitive advantage reflected the strong sales support and promotional 
aspect of the approach to marketing practised by the companies in cluster 4. At the same 
time, the other means, especially those of marketing research, marketing information 
systems and after sales service variables, exceed the corresponding means in cluster 2, 
though they are lower compared to the means in clusters 1 and 3. 
 
Therefore, it appears that different levels of adoption of marketing are associated with the 
differences in competitive advantage pursued by the companies. The group with 
developed market orientation shows the highest level of competitive advantage across 
almost all variables, while the agnostics are associated with the lowest level of 
competitive advantage. The sales orientation group shows quite a high level of 
competitive advantage in the selected areas, but seems to be inferior compared to the 
cluster with developed market orientation. 
 
Market orientation, environmental impact and adjustment measures 
 
The companies were asked about the impact that the economic environment characterised 
by stagflation and great political and economic turbulence had on their activity. The 
environmental impact was measured across marketing mix decisions using the five-point 
Likert scale (1 = very high impact; 5 = very low impact). About 96 per cent of the 
companies in the whole sample and more than 90 per cent of the companies in every 
marketing approach cluster responded that the impact of stagflation on their activity as a 
whole was high or very high, and it could not be ignored and required adjustment 
measures. The differences between the clusters across the level of environmental impact 
were investigated using one-way ANOVA and interpreted by the Dunkan multiple-rage 
test. The results are presented in Table VI. 



 
It can be seen from Table VI that the environmental impact on marketing management 
decisions was quite high for the total sample (mean scores are higher than the median of 
the scale). The economic environment had the most drastic effect on price and consumer 
decisions. This could be explained by the high level of inflation and the crash of 
traditional markets after the dissolution of the Soviet Union. 
 
A significant difference between clusters was found across the level of environmental 
impact on product and promotion policy decisions. The companies in cluster 2 
(developed market orientation) reported the highest environmental impact on their 
promotional policy. The highest influence of economic environment on product policy 
was investigated in cluster 1 (agnostics). There was no significant difference between 
clusters across the environmental impact on price, consumer and distribution policy. 
 
The association between the level of the development of market orientation and measures 
used by the companies to adjust to a hostile environment was investigated by comparing 
the mean scores of each of the clusters, with respect to adjustment variables. The results 
of the Duncan multiple range test are presented in Table VII where low values are 
italicized and the high values are indicated in brackets. 
 
It can be seen from Table VII that adjustment measures distinguished between marketing 
approach clusters. Cluster 1 is distinguished from the others by its indifference in using 
any measures to adjust to an unfriendly environment except for frequent price 
adjustments. This cluster had the highest means across most of the adjustment variables. 
That reflects the lowest frequency across the sample in using any adjustment measures. It 
can be suggested that the companies with undeveloped market orientation are least likely 
to adjust to the environment under stagflation. 
 
The companies in cluster 2 appeared to be most active in adjusting to a turbulent and 
unfriendly environment as they had the lowest mean values for almost all adjustment 
variables. This cluster was associated with the most frequently reported competitive 
pricing, increasing sales volume and providing extra services to justify higher prices. The 
companies in this cluster were more consumer oriented in their adjustment activity 
compared to the enterprises in the other clusters. They represented the most active group 
in terms of carrying marginally profitable products to satisfy their customers and using 
consumer research. The companies in cluster 2 capitalised on new markets and increased 
research to improve long-term strategies. They increased promotion and re-examined 
their distribution channels. It could be suggested that the companies with developed 
market orientation are most likely to use actively various measures in adjusting to an 
unfriendly environment. 
 
The companies in cluster 3 (production orientation) seemed to be quite passive in their 
adjustment to stagflation. Only three adjustment variables had mean scores that were 
lower than the median of the scale. These variables included frequent price adjustments, 
broadening salesforce responsibility and re-examining distribution channels. However, 
the differences between clusters across these variables were found to be insignificant. 



Mean scores of the rest of the variables were higher than the median of the scale, though 
they were lower than the corresponding means in cluster 1. 
 
Cluster 4 was mainly associated with increasing promotion and competitive pricing as the 
most important variables of adjustment activity. This corresponds to their sales 
orientation approach to marketing. The mean scores for consumer-oriented adjustment 
variables, such as providing extra services to justify higher prices or carrying out more 
consumer research, are higher than the median of the scale. That reflects a very 
infrequent implementation of these adjustment measures in the business activity of the 
companies. The companies in cluster 4 also capitalised on new markets and broadened 
salesforce responsibility. The mean scores for the other adjustment variables were higher 
than the median of the scale, though they were lower than the corresponding means in 
clusters 1 and 3. 
 
Therefore, it is suggested that different levels of marketing adoption are associated with 
the different level of adjustment activity. The developed market orientation group appears 
to be most active in terms of adjustment to a hostile environment. The adjustment activity 
of this group is consumer-oriented. The agnostic group is found to be most passive in 
adjustment activity. The sales orientation group is associated with increasing promotion 
and competitive pricing while adjusting to a hostile environment. The level of adjustment 
activity of the production orientation group is quite low, though it is higher than that of 
agnostics. 
 
The comparison of the level of company adjustment activity with the level of 
environmental impact is done using Shama's coefficients, which are presented in Table 
VIII. 
 
Negative coefficients reflect adjustment measures across the marketing mix where the 
level of environmental impact exceeded the level of adjustment activity. It can be seen 
from Table VIII that almost all coefficients are negative. 
 
Negative coefficients mean that the adjustment was low across almost all measures while 
the impact of the economic environment was high. Only the coefficients of promotional 
policy measures in cluster 4 (sales orientation) are positive. This means that the sales-
oriented companies were active in adjusting their promotional policy to changes in 
economic environment. The only measure where the level of adjustment activity 
exceeded the impact level in all four clusters was broadening salesforce responsibility. 
This measure did not require additional financial resources, and the companies used it 
quite actively to fight against decreasing demand. 
 
Negative coefficients indicated the presence of the "high impact/low adjustment" paradox 
in the Ukrainian sample. Weak adjustment activity of Ukrainian companies can be related 
to several reasons. First, this is related to the lack of profit and efficiency motivation. 
Economic reforms and privatisation of the companies resulted in significant reduction of 
the government control of marketing mix decisions. Managers of the Ukrainian 
companies had to prepare and pursue their own market strategies in a turbulent 



environment. However, the privatisation of the companies did not lead to a significant 
change in managers' attitudes that were concentrated on the inside problems of the 
enterprises. A lack of knowledge about the changes in the macro-environment resulted in 
weak adjustment activity. 
 
Second, the slow pace of economic reform in the Ukraine and undeveloped business 
legislation (for example, the absence of bankruptcy regulations) created a situation in 
which enterprises can survive even without the active adjustment to the new market 
requirements. Third, deep economic crisis had a negative influence on the financial 
position of the companies. The lack of financial resources reduced the ability of the 
company to monitor the environmental changes and to use necessary adjustment 
measures. 
 
The strength of the "high impact/low adjustment" effect varied across the clusters. It can 
be seen from Table VIII that the smallest gap between the level of impact and adjustment 
activity in all the marketing management areas except promotional policy was 
investigated in the companies with a market orientation (cluster 2 ). Shama's coefficients 
in cluster 2 are less than 1. Market orientation helped the companies to analyse the 
environmental changes and to use adjusting measures even within limited resources. At 
the same time, the strength of Shama's paradox reached its maximum in the companies 
with undeveloped market orientation (cluster 1). It can be suggested that the development 
of market orientation results in closing the gap between environmental impact and the 
company's adaptability. 
 
Market orientation and performance 
 
One-way analysis of variance was again used to investigate the relationship between 
approach to marketing and company performance. The results of Duncan multiple range 
test are presented in Table IX. 
 
As can be seen from Table IX, significant differences between clusters in terms of 
performance measured relative to major competitors were found only in two areas: profit 
and cash flow. However, these areas are of utmost importance for Ukrainian companies. 
Profit indicators reflect company success in reaching short-term objectives, and cash flow 
indicators reflect a company's ability to survive. The companies in cluster 1 were 
associated with the worst performance across these indicators, while the companies in 
cluster 2 showed the best performance. The other two clusters showed mediocre 
performance, while the companies in cluster 4 were slightly more successful than the 
firms in cluster 3. 
 
Therefore, it is suggested that different approaches to marketing are associated with 
different performance in terms of profit and cash flow. The developed market orientation 
group is associated with the best performance, while the agnostic group is associated with 
the worst performance. 
 
Conclusions 



 
In this study the competitiveness of industrial firms and its relationship with the level of 
market orientation has been investigated in the turbulent environment of the slow-
reforming transitional economy of the Ukraine that has not received proper attention in 
the economic literature. 
 
A new multidimensional approach to the investigation of company competitiveness is 
used in this study. Competitiveness is viewed as the ability of the company to adjust 
successfully to environmental changes, create advantages across the marketing mix and 
show superior performance compared to its competitors. Such a consideration of these 
major dimensions is necessary for a better understanding of company competitiveness in 
a transitional economy where the adjustment to environmental change and the creation of 
competitive advantage seem to be rather new tasks for the enterprises that worked for a 
long time under the central planning system .  
 
The results of this study extend previous empirical studies by relating the level of 
organisational competitiveness to the level of development of market orientation. They 
show that different levels of development of market orientation, representing different 
levels of practising marketing functions by the managers, are to be found among the 
companies in transitional economies. The results support the findings by Kotler and Levy 
(1969), and Marinov et al. (1993) that adoption of marketing is a gradual process which 
goes from the agnostic stage, through production orientation and sales orientation stages 
toward a well-developed market orientation stage. 
 
This study extends previous empirical research on the adjustment activity of companies 
under stagflation (Shama, 1980, 1992) by relating it to the level of development of 
market orientation. The findings of this study suggest that the "high impact/low 
adjustment" paradox occurs when the level of the development of market orientation is 
quite low, while the companies with developed market orientation are associated with a 
high level of adjustment activity. 
 
The findings of the study show that there is a relationship between the level of 
development of market orientation and company ability in creating competitive 
advantage. The results of the study also give additional empirical evidence to the 
theoretical proposal by Kohli and Jaworski (1990) that in weak economies there is a 
strong relationship between market orientation and performance. 
 
The findings of the study suggest that developed market orientation is associated with the 
highest level of competitiveness across all dimensions that reflect competitive advantage, 
adjustment ability and performance, while undeveloped market orientation is associated 
with the lowest level of competitiveness. The results of the study also show that the 
companies with an inward focus (agnostic cluster and production-orientation cluster) are 
less competitive than the companies with external orientation (sales orientation and 
developed market orientation). The implication is that, even in a turbulent environment of 
a transitional economy, the companies need to develop market orientation in order to 
survive and become competitive. 
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