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Abstract (Document Summary)  
Although progress has been made in understanding market-driven businesses from a 
theoretical perspective, relatively few empirical studies have addressed the capabilities 
needed to become market-driven and the performance advantages accruing to firms 
possessing these capabilities. One of the barriers faced has been in defining what is meant 
by the term "market-driven". A study develops a multi-dimensional measure useful for 
assessing the degree to which a firm is market-driven. It presents evidence that market-
driven business units developed higher levels of six vital marketing capabilities (in the 
areas of market research, pricing, product development, channels, promotion, and market 
management) than their less market-driven rivals and significantly outperformed these 
rival business units on four measures of organizational performance. 
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Introduction 
 
Creating superior customer value is a major goal for market-driven firms (Day, 1994; 
Narver and Slater, 1990). Market-driven organizations are characterized by a set of 
cultural values and beliefs that put customer interests first (Deshpande et al., 1993). To 
do this, market-driven firms develop a market orientation, which serves to facilitate the 
generation, dissemination, and utilization of market information (Kohli and Jaworski, 



1990) and which facilitates the coordinated application of resources focused on 
delivering superior customer value (Narver and Slater, 1990; Slater and Narver, 1994, 
1995). Firms that deliver superior customer value by developing a market orientation 
frequently outperform less market oriented rivals (Deshpande et al., 1993; Jaworski and 
Kohli, 1993; Narver and Slater, 1990). 
 
Despite the recent progress in understanding the characteristics of market-driven 
organizations, little is understood about the internal processes that enable an organization 
to become market-driven. One recently advocated approach for studying these internal 
processes is the capabilities approach (Day, 1994; Grant, 1991, 1996; Moller and Anttila, 
1987; Tuominen et al., 1997). As defined by Day (1994, p. 38), capabilities are "complex 
bundles of skills and collective learning, exercised through organizational processes that 
ensure superior coordination of functional activities". Recent theoretical developments 
have focused on the idea that firms with superior capabilities in marketing are better 
generators of information about customer wants and needs and are also better at 
developing goods and services to meet those wants and needs (Day, 1994). Furthermore, 
superior capabilities in marketing give the firm the ability to generate and act on 
information about competitor actions and reactions. This process of generating 
knowledge and applying it in ways that support delivering superior customer value helps 
the firm develop the basis for a competitive advantage (Bharadwaj etal., 1993; Narver 
and Slater, 1990; Tuominen etal., 1997; Woodruff, 1997). If successfully focused through 
an appropriate set of business strategies, a firm with superior marketing capabilities 
would be expected to achieve a competitive advantage resulting in better performance 
than its less capable competition (Day, 1993, 1994; Day and Wensley, 1988; Kohli and 
Jaworski, 1990; Narver and Slater, 1990). To sustain this advantage, these capabilities 
must add value, must be difficult to replace by substitute processes, must be difficult for 
competitors to imitate, and should be immobile across firm boundaries (Barney, 1991; 
Grant, 1991, 1996). 
 
To better understand the processes that enable an organization to become market-driven, 
two research questions were formulated to guide this investigation:  
 
(1) What are the set of marketing capabilities that support a market-driven approach? 
 
(2) What are the performance implications for firms that develop a market-driven 
approach?  
 
Unfortunately the empirical marketing literature provides little (if any) direct evidence to 
help answer these questions. 
 
Research objectives 
 
The primary objectives of this paper are to:  
 
- determine the degree to which firms are market-driven (Day, 1990); 
 



- determine the set of marketing capabilities that support a market-driven approach; and 
 
- test the performance implications discussed in the literature: that market-driven firms 
will outperform less market-driven firms.  
 
This approach is accomplished in two stages. First, business units are clustered based on 
their degree of market orientation and the business strategies used. Second, the clusters 
are validated, as suggested by Ketchen and Shook (1996), and the clusters are examined 
for evidence of supporting market capabilities. Third, the performance implications for 
the market-driven firms are tested by examining four measures of organizational 
effectiveness. 
 
Market orientation and business strategy - defining the market-driven firm 
 
According to Day (1994, p. 44), "Market-driven firms are distinguished by an ability to 
sense events and trends in their markets ahead of their competitors. They can anticipate 
more accurately the response to actions designed to retain or attract customers, improve 
channel relations, or thwart competitors. They can act on information in a timely, 
coherent manner because the assumptions about the market are broadly shared". This 
organizational capability has significant implications for the attainment and sustainability 
of competitive advantage. Businesses that possess the ability to learn rapidly about their 
markets and to act on that information are best positioned to achieve competitive 
advantage (Day, 1993, 1994; Slater and Narver, 1994, 1995; Tuominen et al., 1997). To 
help an organization deal with market events and trends, internal organizational processes 
develop (Day, 1994). These processes include formal and informal approaches for 
gathering and processing market information (Day, 1994; Kohli and Jaworski, 1990). 
Among the organizational processes that typically develop within an organization, its 
strategic planning processes and the related processes it uses for analyzing market 
information are cited as being among the most important (Moller and Anttila, 1987). 
 
A market orientation represents a fundamental approach to understanding markets (Slater 
and Narver, 1994). As such, it represents the implementation of the marketing concept 
(Kohli and Jaworski, 1990), and is a cultural orientation (Slater and Narver, 1994; 
Deshpande and Webster, 1989) that focuses the firm's efforts on understanding the 
market and on developing strategies in response to market opportunities or threats 
(Tuominen etal., 1997). To develop a market orientation, a business must gather market 
intelligence, analyze and disseminate the marketing knowledge developed across 
departments and work groups, and use this knowledge to develop appropriate strategic 
and tactical responses that serve as the basis of competitive advantage (Day, 1994; Hunt 
and Morgan, 1995; Kohli and Jaworski, 1990). 
 
A market oriented organization possesses the ability to generate, disseminate, and 
respond to information about market forces and market conditions better than their less 
market oriented rivals (Kohli and Jaworski, 1990; Jaworski and Kohli, 1993). This gives 
a market oriented organization an important basis for building a sustainable competitive 
advantage by learning what buyers want, building the processes necessary to deliver the 



value they desire (Moller and Anttila, 1987; Narver and Slater, 1990; Slater and Narver, 
1994), and adapting those value generating processes as market conditions change (Slater 
and Narver, 1995; Tuominen et al., 1997). To use these processes as the basis for 
competitive advantage, an organization needs to develop the capabilities to generate, 
disseminate, and respond to market intelligence (Day, 1994) and the processes to act on 
this information (Hunt and Morgan, 1995). 
 
In addition to a market orientation, organizations need competitive strategies to help 
focus their efforts. According to Day (1990, p. 5) "A competitive strategy specifies how a 
business intends to compete in the markets it chooses to serve. This strategy provides the 
conceptual glue that gives shared meaning to all the separate functional activities and 
programs". A well developed strategy, therefore, serves to coordinate the competitive 
actions of the firm. As one of the major pro-competitive functions in the organization, 
marketing has a major impact on how these strategies are formulated and how resources 
are allocated to implement these strategies (Hunt and Morgan, 1995; Moller and Anttila, 
1987; Varadarajan and Clark, 1994). For the market-driven firm, creating superior 
customer value is the objective of strategy formulation and implementation (Day, 1993, 
1994). To do this, customer value-based differentiation strategies will drive the firm's 
market research efforts, its selection of target-markets, its product development 
processes, and its market communications programs (Day, 1994; Woodruff, 1997). 
Because of the complementary role the market-driven firm's market information 
gathering, analysis and dissemination, and responsiveness play in supporting a 
differentiation strategy, market-driven firms will develop processes that enable the firm 
to: 
 
- discover and understand the wants and needs of current and potential customers; 
 
- monitor and react to the actions of current and potential competitors; and 
 
- focus the firm's knowledge and resources on taking advantage of the opportunities 
discovered and on solving problems that arise as a result of these processes (Day, 1994; 
Hunt and Morgan, 1995). 
 
Not all firms will develop a market-orientation (Aaker, 1994; Day, 1990; Hunt and 
Morgan, 1995). Some firms choose to focus their attention on internal issues, such as 
process technology and resulting efficiencies. These firms devote less time to 
understanding what customers value, choosing instead to focus on increasing volume. 
Customer needs analysis plays a relatively small role in product development in these 
firms. Instead, product development is typically driven by process technology capabilities 
which often are the result of incremental process improvements. Unlike market-driven 
firms, where a focus on value (as defined by the customer) drives marketing decision 
making, marketing decisions in these firms often revolve around pricing issues, such as 
volume discounts, as the key to increasing the firm's unit sales (Day, 1990). 
 
Can a firm that does not have a market orientation be successful? The answer appears to 
be yes. However, firms that do not develop a market orientation must either develop the 



process technology to out innovate rivals or achieve low cost positions (Day, 1990). 
These firms, although they will not develop the processes needed to generate, 
disseminate, and respond to market intelligence to the same degree as a market oriented 
firm, can be successful by combining a process focus with just enough market 
intelligence generation, dissemination, and responsiveness to understand where 
customers' needs are going and react accordingly. Day (1993) alludes to the existence of 
these firms when he discusses the impact of Total Quality Management (TQM) on value 
generation. Successful implementation of TQM gives firms a quality focus, which often 
coincides with what customers desire. What distinguishes these firms is their ability to 
adapt internal processes to the needs of the market just enough to allow them to 
moderately differentiate their products, while working to improve processes and increase 
efficiencies (Day, 1990). 
 
Marketing capabilities 
 
To understand marketing capabilities, it is necessary to understand the foundation upon 
which capabilities are built. Marketing capabilities are developed when the firm's 
marketing employees repeatedly apply their knowledge and skills (an intangible resource) 
to solving the firm's marketing problems. Often, in the course of solving these marketing 
problems, intangible resources are combined with tangible resources (assets). Marketing 
capabilities are not resources in and of themselves, but are the integrative processes by 
which resources are applied to add value to the resource inputs (Day, 1994; Grant, 1991, 
1996). From these repeated efforts, complex patterns of coordination between people, and 
between people and other resources occur (Grant, 1991, 1996). These coordinated 
patterns of behavior are often quite consistent, yet they remain dynamic and change as 
the firm's needs change (Grant, 1991). One of the hallmarks of capabilities development 
is learning through repetition (Grant, 1991; Prahalad and Hamel, 1990; Sinkula, 1994; 
Tuominen et al., 1997). By bringing people and resources together in repeated efforts, 
firms develop the processes upon which capabilities are based. Furthermore, as people 
repeatedly apply their knowledge and skills to marketing problems, a deeper marketing 
knowledge base develops. When employees throughout the organization apply this 
deeper knowledge to solving marketing problems, the firm's marketing capabilities are 
enhanced (Slater and Narver, 1995; Tuominen et al., 1997). Finally, when value-adding, 
functional-level capabilities are integrated across functional lines and are deployed across 
multiple product-markets to deliver competitive advantage, then a core capability has 
developed (Grant, 1996). 
 
Marketing capabilities are defined as the integrative processes designed to apply the 
collective knowledge, skills, and resources of the firm to the market-related needs of the 
business, enabling the business to add value to its goods and services and meet 
competitive demands (Day, 1994; Tuominen et al., 1997). Since marketing processes are 
often firm specific (Day, 1994), unique marketing capabilities will develop as individuals 
combine their particular knowledge and skills with the resources available to them 
(Tuominen et al., 1997). Competing firms focusing on similar market needs may be 
expected to evolve similar, but not identical marketing capabilities. When these value-
adding capabilities cannot easily be imitated by competitors, when one capability cannot 



be easily substituted for another capability, and when these capabilities cannot be easily 
transferred between competitors, then the capability forms the basis for sustainable 
competitive advantage (Grant, 1991, 1996; Moller and Anttila, 1987; Tuominen et al., 
1997). 
 
What marketing capabilities would a market-driven firm develop? This study investigates 
six marketing areas for evidence of capabilities. The first area is market research and is 
defined as the set of processes needed to discover information about customer needs and 
broad market information, and design marketing programs to meet these needs and 
market conditions (Moller and Anttila, 1987). The second area is concerned with pricing 
and is defined as the processes needed to competitively price the firm's products and 
monitor prices in the market. The third area is product development. For a firm to have a 
capability in product development it is important to design products in response to 
customer needs, meet internal company goals and hurdles, and outperform competition in 
this key area (Moller and Anttila, 1987). The fourth capability relevant to marketing is 
the management of the firm's channels of distribution. To have a capability in channel 
management, relationships with distributors must be formed and effectively managed. To 
do this it is important to work closely with channel members, build effective relationships 
with channel members, and to bring efficiencies to the channel. Promotion is another 
important capability for many firms. Promotion for this study was defined as advertising, 
sales promotions, and personal selling activities the firm uses to communicate with the 
market and sell the product. The last area in which firms would be expected to have 
marketing capabilities is in the marketing management area. Marketing management 
capabilities are focused on customer acquisition management, the management of 
marketing programs, and the ability to coordinate action among the diverse elements in 
the firm needed to implement a marketing program (Moller and Anttila, 1987). It is 
important to note that the conceptualization of each of the six marketing capabilities taps 
an importance dimension and an effectiveness dimension since a capability that is not 
important cannot serve as a basis for competitive advantage and a capability (by 
definition) must be performed effectively (Day, 1994). It is also important to note that 
each marketing capability area is conceptualized as existing relative to competitors 
(Grant, 1991). 
 
The first capability a market-driven firm will need deals with the effective collection and 
use of market information (Woodruff, 1997). Market information may be generated 
through both formal and informal means (Kohli and Jaworski, 1990). Thus, customer 
studies, attitude surveys and similar market research methods would be combined with 
customer meetings, discussions with the sales force, analysis of sales results, data mining, 
and the like, to produce market information (Kohli and Jaworski, 1990). As Kohli and 
Jaworski (1990) point out, in some firms, much of the market intelligence generated by 
the firm comes about through these less formal means. Thus, a broad view of market 
research is needed to fully define the market information gathering activities most firms 
engage in (Kohli and Jaworski, 1990). 
 
Firms whose competitiveness is built on providing customer value will need better 
capabilities in marketing research than firms whose focus is internal (Day, 1993, 1994). 



These market-driven firms will have a much higher need for information about customer 
needs and for the complementary information needed to segment markets, evaluate 
segments, and develop goods and services to meet the needs of potential customers in 
targeted segments (Kohli and Jaworski, 1990). To do this consistently and effectively, 
market-driven firms must develop the processes needed to find and use market 
information in marketing decision making. Therefore, market-driven firms are expected 
to have more advanced capabilities in market research than less market-driven firms. 
Formally stated this leads to hypothesis H1: 
 
H1: Market-driven firms will develop more effective market research capabilities than 
less market-driven firms. 
 
Closely related to marketing research capabilities are product development capabilities. 
To take advantage of the opportunities discovered by market researchers, product 
development processes must be capable of developing goods and services to meet the 
needs of targeted customers (Day, 1990). In addition, product development is also 
frequently used to blunt competitor moves within a targeted segment. To be effective, 
product development efforts must focus attention on understanding consumer needs 
within targeted segments (Dickson and Ginter, 1987). To produce innovative products to 
meet these needs, a well developed program of product concept development and 
evaluation is needed (Adler et al., 1996). To test the marketing programs used to support 
the roll-out of new products meeting the goals of the firm, test marketing capabilities are 
often a key factor in product success (Crawford, 1997). Market-driven firms will, by 
necessity, emphasize product development capabilities as the means of meeting customer 
needs and providing important growth opportunities for the firm. 
 
H2: Market-driven firms will develop more effective product development capabilities 
than less market-driven firms. 
 
Communicating the benefits of new products to potential customers and reminding 
customers about the benefits of products they already use is also an important capability 
for the market-driven firm to possess. Without effective product promotion, a firm will be 
unable to communicate product benefits to target customers (McKee et al., 1992). Thus, 
effective market-driven firms are expected to develop sophisticated promotional 
capabilities, relative to more internally-focused firms (Hunt and Morgan, 1995). 
However, these capabilities will take many different forms depending on the industry, 
channels of distribution, and type of product. In many industries, personal selling serves 
as the basis for firm to customer communication and exchange. In other industries, 
promotional efforts targeted at end-users rely on advertising and sales promotions, with 
personal selling playing a supportive role in the channel. Regardless of the type of 
promotion used, promotional capabilities will be more advanced in market-driven firms, 
therefore, enabling them to communicate with their targeted customers (Day, 1994). 
 
H3: Market-driven firms will develop more effective promotional capabilities than less 
market-driven firms. 
 



As with promotional capabilities, channel capabilities differ greatly across industries. 
Firms, such as direct mail companies that sell direct to the consumer would be expected 
to develop relatively few channel capabilities. In contrast, firms with channel 
intermediaries between the firm and the end users of its products would need better 
developed channel capabilities. However, among firms with similar channels, market-
driven firms would be expected to develop better relationships with channel members 
than other firms (Day, 1993, 1994). Why would this be true? Because market-driven 
firms will use their channels of distribution as a means to support their focus on end-user 
needs (Day, 1993, 1994). As a result, market-driven firms will develop better ways of 
servicing and supporting channel members than their competition, since the distributors 
and retailers who sell to the end-user often control important variables such as delivery 
times and shelf space. In addition, market-driven firms will strive for efficiencies in the 
channel whenever possible to hold down the likelihood of passing unnecessary costs on 
to the end-user. Given the importance of developing effective channel capabilities to the 
market-driven firm, the following prediction is made. 
 
H4: Market-driven firms will develop more effective channels of distribution capabilities 
than less market-driven firms. 
 
Price is among the most important issues that customers are concerned with when they 
purchase goods and services (Dawar and Parker, 1994; Monroe, 1973). With price 
holding a position of such importance with customers, the market-driven firm must be 
informed and sensitive to consumer views regarding the firm's price levels and to 
consumer views of competitor's prices. However, setting prices for most firms is more 
complicated than simply matching competitor's prices. To attain a capability in pricing it 
is necessary to consider two related aspects. First, firms must develop a set of pricing 
policies to help them achieve their pricing goals. Second, firms must develop and set 
prices acceptable to customers. To achieve acceptable prices is sometimes difficult for 
firms delivering high performance products since premium price strategies are often used 
for these products. However, premium prices are also a signal for quality (Curry and 
Riesz, 1988), therefore, matching the positioning of these high performance products. 
Thus, when combined with the right performance, pricing can help position the product 
to the targeted customer group. To overcome the cost advantage (and corresponding 
market-price advantage) of a firm implementing a cost leadership strategy, the market-
driven firm must develop the capability to price more effectively (i.e. match prices to 
customer perceptions) than rival firms. 
 
H5: Market-driven firms will develop more effective pricing capabilities than less 
market-driven firms. 
 
Managing marketing programs is another capability that market-driven firms must have if 
they are to maintain their market-focus and in turn, their competitive edge (McKee et al., 
1992). To build this capability, firms must develop well coordinated processes that allow 
the various groups within the organization to focus on marketing opportunities and 
problems (Day, 1993, 1994). It is not enough for a firm to discover interesting 
opportunities through its marketing research efforts. This information must be evaluated 



and programs set in motion to act on this information. A major consideration in this 
regard is the process used to segment and target markets for product development and 
marketing program deployment. This ability to discover attractive segments and take 
action to serve these segments gives the market-driven firm an important focus that less 
market-oriented firms will not have (Jaworski and Kohli, 1993). Furthermore, to serve 
these segments, the market-driven firm will bring together the necessary resources to 
serve the needs of customers, and fend off competitors. Chief among the processes 
needed to make this happen is the ability to coordinate action among the diverse groups 
within the firm that are necessary to design, manufacture, and deliver the product to the 
consumer (Narver and Slater, 1990). Firms with superior marketing management 
processes will be able to coordinate action more rapidly and with greater effect than firms 
lacking these important processes (Narver and Slater, 1990). Because of their importance 
in meeting consumer needs, it is expected that market-driven firms will excel in these 
areas relative to their less market-focused rivals. 
 
H6: Market-driven firms will develop more effective marketing management capabilities 
than less market-driven firms. 
 
Performance effects 
 
The conceptualization of a market-driven firm as one that has a customer-value centered 
strategy, supported by a market orientation, has been discussed by Day (1993, 1994) but 
has not been empirically tested. Do these market-driven firms outperform their less 
market-focused rivals? Recent theoretical research in marketing has supported this idea. 
In general, market-driven firms have consistently been predicted to outperform their 
internally-focused competition (Bharadwaj et al., 1993; Day, 1990, 1994; Hunt and 
Morgan, 1995). These predictions are largely based on the idea that market-driven 
organizations will develop knowledge, skills, resources, and ultimately capabilities, that 
are rare, heterogeneous, and difficult to imitate (Barney, 1991; Hunt and Morgan, 1995), 
and that these capabilities will enable market-driven organizations to achieve positions of 
sustainable competitive advantage, ultimately resulting in superior financial performance 
(Day, 1994; Day and Wensley, 1988; Hunt and Morgan, 1995). Furthermore, empirical 
evidence from the more narrow market orientation research supports a positive impact on 
performance (Jaworski and Kohli, 1993; Narver and Slater, 1990). 
 
To better understand market-driven firm performance, it is necessary to first define the 
organizational performance construct. Organizational performance is a multidimensional 
construct, tapping financial, operational, and customer-related performance domains 
(Kaplan and Norton, 1992, 1993, 1996; Venkatraman and Ramanujam, 1986). Growth 
(Kaplan and Norton, 1992, 1993, 1996; Venkatraman, 1989) reflects performance trends 
in terms of sales and market share gains. Growth in sales and market share are important 
to a business to ensure long term viability and resource availability (Kaplan and Norton, 
1992, 1993, 1996; Varadarajan, 1983). Profitability reflects an efficiency view of current 
performance (Venkatraman, 1989). Profitability is viewed by some (e.g. Hunt and 
Morgan, 1995) as the ultimate organizational outcome and is commonly used in strategic 
marketing studies. Customer satisfaction (Day, 1990; Day and Wensley, 1988; Kaplan 



and Norton, 1992, 1993, 1996) represents the effectiveness of the organization in 
delivering value to its customers, while adaptability represents the ability of the firm to 
respond to changes in its environment (Ruekert etal., 1985). Adaptability is ultimately 
reflected in the market success of an organization's new products and/or services (Kaplan 
and Norton, 1992, 1993, 1996; Ruekert etal., 1985). 
 
Market-driven firms are well equipped to attain high levels of performance in each of the 
previously outlined areas (Day, 1994). Strategically-focused market-driven firms excel at 
finding attractive markets, determining customer needs, and developing goods and 
services to meet those needs (Day, 1990). By developing market information and 
focusing it around strategic actions, these market-driven firms will be better at 
introducing new products to the market and will have larger numbers of successful new 
product than their competition (Slater and Narver, 1994). This means that while market-
driven firms may not be the most innovative firms in their industry (as measured by 
patents, etc.), they will excel at adapting technologies to meet customer needs. Thus, they 
may exhibit some of the adaptive characteristics of the analyzer organization (Miles and 
Snow, 1978). Having built a market-focused, customer-needs centered product 
development capability, these firms are expected to stay in touch with current and 
potential customer needs and competitor moves better than more internally focused firms 
and, as a result, they are expected to be more adaptable than less market-driven rivals 
(Day, 1990). 
 
H7: Market-driven firms will have higher levels of adaptability than less market-driven 
firms. 
 
In addition to adapting more skillfully to market needs, market-driven firms focus much 
of their strategic and tactical activities on delivering value to customers (Day, 1990, 
1994). By providing customers with the right level of performance at the right price, 
market-driven firms do not require customers to spend money on benefits they do not 
want. Furthermore, satisfied customers typically demonstrate high levels of brand loyalty 
(Aaker, 1994) resulting in a reduction in the expenses necessary to retain these customers 
(Reichheld and Sasser, 1990). This means that market-driven firms must stay constantly 
focused on the needs of their targeted customers. However, market-driven firms have all-
important capabilities in market information gathering, market information processing, 
and responding to the needs of targeted customers (Kohli and Jaworski, 1990). When 
strategically focused on attractive market segments, these capabilities provide the means 
of achieving a sustainable competitive advantage (Bharadwaj et al., 1993). Given its 
central role in the market-driven firm, customer satisfaction is expected to be much 
higher in market-driven firms than in firms with more of an internal focus (Day and 
Wensley, 1988). 
 
H8: Market-driven firms will have higher levels of customer satisfaction than less 
market-driven firms. 
 
Growth is a critically important factor to all firms (Varadarajan, 1983). Firms that cannot 
achieve and sustain growth in sales and market share eventually find themselves at a 



competitive disadvantage (Aaker and Day, 1986). As outlined by Day (1990, p. 316), the 
sources of long term growth are: customer needs to be satisfied; technologies; customer 
segments served; geographic scope; and the firm's location in the value chain. Two of 
these factors, customer needs and segments served, are readily identified by the market-
driven firm (Day, 1994). Interestingly, the firm with the most opportunities needs the 
most strategic discipline in order to be successful (Day, 1990). Thus, it is very important 
that firms not only develop market-orientation, but focus these processes through a 
strategic direction if growth is to be attained and sustained in the long term. A 
strategically-focused market-driven firm would be well positioned to do this. 
 
H9: Market-driven firms will have higher levels of growth than less market-driven firms. 
 
Many leading researchers have discussed the financial performance advantages believed 
to accrue to market-driven firms (Bharadwaj etal., 1993; Day, 1990, 1993, 1994; Hunt 
and Morgan, 1995). To achieve superior profitability, market-driven firms will focus the 
processes and capabilities resulting from their market orientation on strategically 
important opportunities and problems (Day, 1994). As Hunt and Morgan (1995, p. 13) 
state, " knowing its customers and competitors should allow the firm to respond to 
changes in consumer preferences and competitor strategies in an informed, perhaps even 
optimal manner". It is this set of capabilities that lie at the heart of the firm's ability to 
build and sustain the competitive advantage that serves as the basis for sustained 
profitability (Hunt and Morgan, 1995). 
 
H10: Market-driven firms will have higher levels of profitability than less market-driven 
firms. 
 
The study 
 
To collect data to test the hypotheses discussed above, a survey was sent to the top 
marketing executive of 400 relatively large manufacturing and service firms with 
Australian operations. Procedures used to develop the survey questions ranged from a 
review of previously used items (in the case of business strategy, market orientation, and 
performance) to a procedure for developing the marketing capabilities questions that 
started with a literature review to define the marketing capabilities constructs, followed 
by interviews with marketing managers to verify the construct definitions. These 
interviews proved quite useful as many of the original marketing capabilities construct 
definitions were too narrow to represent the capabilities firms were actually developing. 
Following the interviews with the managers, item development was undertaken with the 
assistance of fellow academics. This process was followed by item pre-testing, item 
analysis, and further item development. Two rounds of item development, pre-testing, 
and item analysis were used to develop the questions used to represent the marketing 
capabilities constructs. This lengthy procedure was necessary as measuring the marketing 
capabilities constructs proved elusive due to their breadth and due to differences in the 
definition of marketing used by different firms. Finally, prior to the survey 
administration, the entire questionnaire was pre-tested on a group of managers to check 
item wording and to verify the ability of the items to tap the business strategy, market 



orientation, performance and marketing capability dimensions of interest. Following 
minor changes to the survey instrument, the main data collection effort was undertaken. 
In all, 87 useable responses were obtained from the Australian firms selected, for a 22 
percent response rate. 
 
Operationalization and measurement of variables 
 
Measurement of the constructs representing business strategy, market orientation, 
marketing capabilities, and performance was performed by asking the top marketing 
executive to focus on the primary business unit within the selected firm. Selected firms 
were publicly traded, with business operations in Australia. Top marketing manager 
names were obtained from public information and from telephone contact with the firm. 
Firms were contacted only after selection for the project to help prevent a self-selection 
bias. 
 
Business strategy. Business unit strategy was measured using a 22 item scale developed 
by Dess and Davis (1984) and modified by Doty etal. (1993). Respondents rated their 
major business unit on items designed to measure the extent to which they were 
developing cost-based and differentiation-based strategies (Porter, 1980). Product-market 
scope (Day, 1990) also was assessed to insure that the breadth of the business unit's 
market development approach was measured (Doty etal., 1993). Seven-point Likert-type 
anchors were used (1 = not at all; 7 = to a great extent). Items used to represent these 
strategies are shown in Table AI. 
 
Market orientation. Market orientation was measured using the scale developed by 
Jaworski and Kohli (1993). This scale is designed to measure three sub-dimensions of the 
market orientation construct: generation of market intelligence, dissemination of market 
intelligence across departments and work groups, and responsiveness to market 
intelligence. For this research, the original 32 item scale was used. Seven-point Likert-
type scale anchors were used (1 = strongly disagree; 7 = strongly agree). Items used to 
represent market orientation are shown in Table AI. 
 
Marketing capabilities. Marketing capabilities were measured using a new scale. Since 
marketing capabilities are outcomes of marketing processes, respondents were asked to 
express their beliefs regarding their business unit's marketing processes in six distinct 
areas: pricing, promotions, product development, distribution channels, marketing 
management and planning, and marketing research development. In each case, 
capabilities were measured with multiple items for each marketing area. To assess the 
business unit's marketing capabilities, a seven-point Likert-type scale was used (1 = 
strongly disagree; 7 = strongly agree). Items used to measure marketing capabilities are 
shown in Table AI. 
 
Organizational performance. Various conceptualizations of organizational performance 
have been presented in past research. Each of the four performance dimensions, 
profitability, growth, adaptability, and customer satisfaction, were operationalized with 
multiple items (Venkatraman, 1989). Relative performance on each dimension was 



measured by asking respondents to assess their business unit's performance relative to 
that of major competitors. Seven point Likert-type scales were used (1 = much better than 
our competition; 7 = much worse than our competition). Items are shown in Table AI. 
 
Results 
 
Before submitting the data to the main analysis, basic psychometric analyses were 
performed to provide evidence of the validity and reliability of the variables used in the 
study. 
 
Business strategy and performance 
 
To test the psychometric properties of the business strategy and performance scales, 
confirmatory factor analyses (CFA) were performed on the data, followed by reliability 
analyses. Table I provides results for the separate CFAs for business strategy and 
performance. As can be seen, each CFA demonstrates adequate fit to the data. Each of the 
three CFAs demonstrate acceptable convergent validity with no cross loadings and all t-
values larger than 1.96 (Anderson and Gerbing, 1988). Acceptable discriminant validity 
was also demonstrated for each CFA. This was determined by setting the inter-factor 
loadings equal to one and testing for discriminant validity with a chi-square difference 
test (Anderson and Gerbing, 1988). The business strategy and performance variables all 
passed these discriminant validity tests. Reliabilities for each construct were also 
calculated. As can be seen in Table I, with the exception of a reliability of 0.61 for cost-
based advantage, the business strategy and performance variables all demonstrated 
adequate reliability with values in excess of 0.7 (Nunnally, 1978). 
 
Market orientation 
 
Market orientation was assessed with Jaworski and Kohli's (1993) scales. Psychometric 
testing was performed via a confirmatory factor analysis on the original 32 item scale, 
since the generalizability of the reduced scale (Kohli etal., 1993) across national 
business-cultural boundaries is not well known. The final CFA for the three market 
orientation constructs demonstrated a [chi] [sup]2 = 270.54, 227 df, a CFI = 0.92 and a 
90 percent confidence limit for the Root Mean Square Error of the Approximation 
(RMSEA) ranging from 0.02 to 0.07 (see Table II). To assess fit with the relatively small 
sample size, the normal theory reweighted least squares [chi] [sup]2 and the comparative 
fit index (CFI) are recommended (Bentler, 1990). The reweighted LS [chi] [sup]2 
demonstrated a value of 261.61 with 227 df, p = 0.06, and CFI = 0.92. Reliabilities for 
the three market orientation constructs were 0.70 for intelligence generation, 0.79 for 
intelligence dissemination, and 0.82 for responsiveness. Therefore, it appears that the 
three Kohli and Jaworski (1990) market orientation constructs are quite supportable in the 
Australian context. 
 
Marketing capabilities 
 



The construct validity for the marketing capabilities measures were determined via 
confirmatory factor analysis. In this case, all six constructs were analyzed simultaneously 
by loading each item on the construct it was hypothesized to represent and performing the 
CFA. Final results for this analysis are shown in Table III. As can be seen, the small 
sample size appears to have impacted the [chi][sup]2 value causing a significant [chi] 
[sup]2. The reweighted LS [chi] [sup]2 demonstrated a value of 245.77 with 217 df, p = 
0.08, with CFI = 0.94. With a reasonable fit attained for the marketing capabilities scales, 
assessment of convergent and discriminant validity was performed. Adequate convergent 
validity was demonstrated by the model shown in Table III, which had no cross loadings 
and demonstrated t-values in excess of 1.96 (Anderson and Gerbing, 1988). Discriminant 
validity was determined by setting the inter-factor loadings equal to one, in a pairwise 
manner, and testing for discriminant validity with a series of chi-square difference tests 
(Anderson and Gerbing, 1988). All inter-factor correlations proved to be significantly 
less than one, therefore supporting the discriminant validity of the model. Reliabilities are 
also given in Table III. Each of the six marketing capabilities constructs demonstrated 
acceptable reliability with all values in excess of 0.7 (Nunnally, 1978). 
 
Cluster procedure 
 
To assess whether market-driven organizations existed among the firms studied, a data 
analysis procedure was required that would categorize the business units studied based on 
their similarity along the business strategy and market orientation dimensions. An 
efficient and frequently used approach for forming groups of like organizations is cluster 
analysis (Ketchen and Shook, 1996). Although many different clustering algorithms are 
available, Ward's method of hierarchical cluster analysis was used for this purpose 
because it effectively minimizes intra-cluster differences and maximizes inter-cluster 
differences among the variables used for clustering (Zahra and Covin, 1993). Variables 
included in the cluster analysis represented differentiation, cost-based advantage, product 
market scope, intelligence generation and dissemination, and organizational 
responsiveness to market information. 
 
Business strategy, market orientation and marketing capabilities differences 
 
The Ward's cluster technique provided clear evidence of two groups of organizations 
with a lack of any intermediate group(s). The two-cluster solution was selected based on 
inspection of an icicle plot which clearly showed two groups of organizations (Hair et al., 
1995). The first cluster contained 38 firms, while the second cluster contained 49. 
Attempts to form three and four cluster solutions were not successful. Both the three and 
four cluster solutions exhibited one or two firm clusters, indicating a poor solution. To 
investigate the sources of the differences driving the clustering, a two-group multivariate 
analysis of variance (MANOVA) analysis (equivalent to Hotelling's T[sup]2 analysis) 
was performed using the SAS software on the business strategy and market orientation 
variables. Table IV presents the results of this analysis. To investigate the data for 
multivariate differences, the hypothesis of no group difference was tested. Wilks' lambda 
for the two-group MANOVA was 0.42, (F = 18.20, 6 and 80 df, p < 0.0001), indicating 
there were significant group differences. Having demonstrated overall significant group 



differences, univariate t-tests were conducted on each of the variables to define the source 
of the differences found in the clusters. In addition, a t-test for firm size, as measured by 
number of employees, was utilized. Results for the t-test were insignificant indicating no 
statistically significant difference in size (t = 0.60). Mean firm size for cluster 1 was 
1,337 with mean firm size for cluster 2 equal to 1,888. Thus, although the average firm in 
cluster 2 was somewhat larger, it did not appear to impact the results of the study. 
 
Cluster 1. The business units in cluster 1 demonstrated higher differentiation levels and 
exhibited broader product-market scope than the business units in the second cluster. In 
addition, these business units exhibited much higher levels of gathering, disseminating, 
and responding to market information. This group of business units did not appear to 
have a particular cost advantage over the business units in cluster 2. Based on their high 
differentiation and market orientation scores, these business units were labeled "Market-
driven" (Day, 1994). 
 
Cluster 2. As a group, the business units in cluster 2 demonstrated significantly lower 
levels of each construct as compared with cluster 1, with the exception of the cost 
advantage dimension which was not significantly different across the two groups. 
Inspection of the MANOVA results for cluster 2 demonstrates a group of business units 
that exhibited lower levels of differentiation and did not focus on gathering, 
disseminating, and responding to market information. Interestingly, these business units 
did not develop cost advantages either. Since these firms demonstrated lower relative 
market orientation ratings and a lack of clear strategic focus, these business units were 
labeled "Non-market-driven". 
 
Validating the cluster solution 
 
To validate the two cluster solution (Ketchen and Shook, 1996), a second MANOVA 
analysis was performed. This analysis used the two-group solution shown in Table IV 
and tested for group differences on two dimensions related to, but not a part of, the 
business strategy or market orientation scales that were used to cluster the firms. The two 
dimensions used to validate the cluster solution were: degree of relationship focus; and 
degree of customer focus. These constructs were designed specifically for validating the 
cluster solution and had not been previously psychometrically tested. Psychometric 
testing was performed via maximum likelihood exploratory factor analysis and reliability 
analysis. Results from these analyses are shown in Table V. Clear evidence of the 
predicted two factor solution emerged from the analysis with factor 1 demonstrating the 
degree of relationship focus, and factor 2 the degree of customer focus. Reliabilities for 
both constructs were good, with relationship focus producing an alpha of 0.87 and 
customer focus demonstrating an alpha of 0.86. 
 
Having tested the basic measurement properties of the cluster validation variables, results 
from the MANOVA can be examined. Overall group differences were supported (Wilks' 
lambda = 0.71, F = 16.85 with 2 and 84 df, p < 0.0001), and differences were found 
between the two groups for both validation variables used in the analysis (Table VI). As 
expected, the firms in cluster 1 demonstrated significantly higher degrees of customer 



focus and relationship focus than the firms in cluster 2. Based on the results of the cluster 
analysis and validation, the firms in cluster 1 were confirmed as market-driven firms, 
while the firms in cluster 2 were identified as being significantly less market-driven. 
 
Hypotheses testing - marketing capabilities differences 
 
To investigate potential differences between the business units in the two groups and to 
provide validation of the market-driven nature of firms in cluster 1, a second MANOVA 
was performed using the marketing capabilities measures as the dependent variables. 
Results from this analysis are presented in Table VII. As can be seen, there was a 
significant difference between the overall marketing capabilities dimensions of the 
business units in the two clusters (Wilks' [lambda] = 0.63, F = 7.90, 6, and 80 df, p < 
0.0001). To investigate sources of the differences, univariate t-tests were performed on 
the two groups. In this analysis, the market-driven business units in cluster 1 
demonstrated significantly higher levels of all six marketing capabilities constructs, 
therefore supporting hypotheses H1-6. It is especially interesting to note that two of the 
highest scores were for market research capabilities and marketing management/planning 
capabilities (H1 and H6, respectively), which are crucial to the success of market-driven 
businesses (Day, 1993, 1994; Hunt and Morgan, 1995; Jaworski and Kohli, 1993). 
 
Hypotheses testing - organizational performance differences 
 
The final analysis investigated the hypothesized performance differences between the two 
groups. Table VIII presents the results of the fourth, two-group MANOVA. Once again, 
an overall difference between the two groups was found (Wilks' [lambda] = 0.81, F = 
4.78, 4, and 82 df, p = 0.0016). To further investigate the hypothesized differences, 
univariate t-tests were calculated for each of the four performance variables. As can be 
seen in Table VIII, the market-driven business units significantly outperformed the less 
market-driven business units across the four performance dimensions, therefore 
supporting hypotheses H7-10. This was especially true in the adaptability and 
profitability areas (H7 and H10, respectively) where the mean differences were the 
largest. See correlations in Table AII. 
 
Discussion 
 
This research project was designed to accomplish three main objectives. The first 
objective was to determine the degree to which firms could be characterized as market-
driven by studying their market orientation and strategic focus. This objective was 
accomplished by measuring the 87 firms in this study with regards to their market 
intelligence generation, dissemination and responsiveness (Jaworski and Kohli, 1993) 
and with regards to their degree of differentiation, cost-leadership, and scope. Including 
strategic direction in the definition of the market-driven firm is an important extension of 
current approaches (based solely on market orientation), since strategic direction is so 
important to finding, evaluating, and acting on market opportunities (Day, 1990). To 
analyze the extent to which market orientation and strategic focus characterized the 87 
firms in this study, a clustering technique that groups firms with similar strategies and 



market orientations was used. As predicted, a group of firms rated highly in market 
orientation and differentiation emerged from the analysis, therefore demonstrating the 
viability of the technique for defining the market-driven firms in this study. The clusters 
were then validated by measuring their relationship to two specifically designed 
validation variables, customer focus and relationship focus (Ketchen and Shook, 1996). 
As was demonstrated in the analysis, market-driven firms demonstrated much higher 
levels of customer focus and relationship focus, therefore, validating the clustering 
results. 
 
The second objective of this study was to explore the set of marketing capabilities that 
strategically-focused market-driven firms have been predicted to develop (Day, 1993, 
1994). Six hypotheses investigating the firm's capabilities in market research, product 
development, pricing, distribution, promotion, and marketing management were tested. 
The group of 38 market-driven firms found in this study demonstrated higher levels of all 
six marketing capabilities. These findings support Day's (1993, 1994) theoretical work in 
marketing capabilities by demonstrating positive associations between the variables used 
to define market-driven behavior, and the six marketing capabilities demonstrated by 
these firms. It is important to note that the 49 less market-driven firms in this study 
consistently demonstrated lower levels across all six marketing capabilities dimensions. 
 
The third objective of this study was to provide empirical support for the idea that 
strategically-focused market-driven firms would outperform their competitors (Hunt and 
Morgan, 1995). As the results of this study demonstrated, the 38 market-driven firms 
outperformed the 49 less market-driven firms across adaptability, customer satisfaction, 
growth, and profitability dimensions. This finding supports the theoretical work in 
marketing regarding the capabilities of market-driven firms (Day, 1993, 1994; Day and 
Wensley, 1988) and extends the empirical findings of the market orientation researchers 
(e.g. Kohli and Jaworski, 1993; Narver and Slater, 1990) beyond simple measures of 
performance. 
 
By meeting the three main objectives outlined above, this study has provided a method 
for determining the degree to which firms are market-driven by measuring their market 
orientation and strategic focus. This study has also confirmed the predictions made by 
many marketing researchers regarding the ability of market-driven firms to outperform 
their competitors across a wide range of performance measures. Furthermore, this study 
has provided new insights about the supportive processes that firms use to achieve the 
degree of market-focus necessary to achieve their organizational goals. 
 
Limitations 
 
Although this study has made several important contributions to the marketing literature, 
it is important to consider its limitations. Most significantly, the findings of this study 
represent a cross-sectional approach to studying the concepts discussed in this article. 
Market orientation, strategic direction, and firm marketing capabilities are processes that 
are deeply rooted within the culture of the organizations studied. A survey methodology 
measuring a single point in time limits the conclusions about causality in these 



businesses. For example, do firms that have developed superior marketing capabilities 
develop appropriate market orientations and strategic directions as a result of these 
capabilities? Or does the strategy and market orientation of the firm drive the 
development of supportive marketing capabilities? Both processes probably occur 
simultaneously. However, this cannot be determined with cross sectional designs. 
Clearly, more in-depth study in this area is needed. 
 
Other limitations of the study include the use of an exploratory methodology and a 
somewhat small sample size. To mitigate concerns about the use of a cluster 
methodology, validation of the cluster solution was performed. Obviously, confirmation 
of these results in other settings would strengthen the confidence in these findings. 
Studies utilizing larger sample sizes would increase our knowledge of the relationships 
explored in this study. However, as organizational researchers know, tradeoffs exist 
between exploratory research and theory testing. This study represents an attempt to help 
understand if the relationships proposed in the theories of market-driven firm behavior 
(i.e. Day, 1993, 1994) exist and to help us understand the conditions under which they 
may be found. 
 
Implications for future research 
 
The focus of this paper has been to explore the capabilities and performance advantages 
that market-driven firms develop over their less market-driven rivals. The purpose has 
not been to explore what capabilities and performance advantages less market-driven 
firms develop. The issue of what capabilities less market-driven firms develop and what 
impact this orientation has on organizational performance is an important, and to date, 
under-researched area. Examination of industries where process technology is the over-
riding advantage builder is needed to help researchers and managers understand when 
and where a market-driven approach is appropriate. It is also quite likely that some firms 
will successfully develop elements of the market-driven type and the internally-focused 
type simultaneously. If this is true and multiple configurations of environmental, 
strategic, and market orientation variables can lead to equally successful performance, as 
predicted by equifinality (Doty etal., 1993), then establishing the market conditions that 
lead to the success of various firm configurations would be of great interest to managers 
and marketing researchers. 
 
Other areas for future research include broadening the definition of marketing capabilities 
beyond the six areas investigated in this research. Day (1993, 1994) outlines many broad 
organizational capabilities that market-driven firms could develop. Understanding the 
extent to which these broad, organization-level capabilities influence performance is of 
great interest to managers and researchers. Furthermore, refinement of the scales used to 
represent marketing capabilities is an area for future research. The approach used in this 
article takes a traditional view of marketing. However, a broader conceptualization of 
marketing will necessitate a broader operational definition of marketing-related 
capabilities. Finally, developing capabilities is, by definition, a learning process (Grant, 
1996). Understanding what factors enable capabilities development and what factors 
retard their development is another important area for future research. 



 
Managerial implications 
 
Although recent marketing studies have shown positive relationships between market 
orientation and firm performance (e.g. Jaworski and Kohli, 1993; Narver and Slater, 
1990), market orientation has been studied without a direct link to business strategy. The 
study discussed in this article corrects this inadequacy by investigating the impact of 
business strategy development as a guiding, mutually supportive, and complementary 
process to market orientation (Narver and Slater, 1990). This holistic approach offers 
certain advantages. First, as discussed in this study, business strategy and market 
orientation provide distinct metrics upon which businesses can be categorized. Second, 
once categorized, these businesses can be analyzed for differences in their performance. 
As shown in this study, market-driven firms, (rating high in market orientation and 
differentiation) were much more likely to outperform their less market-driven rivals. In 
addition, market-driven firms were much more likely to evolve highly capable marketing 
organizations to support the strategic direction of the market-driven firm. Although more 
research is needed in this area, it is quite likely that the evolution of highly developed 
marketing capabilities in this set of superior performing market-driven firms is not a 
coincidence. 
 
Given the performance advantages witnessed by the market-driven firms in this research 
managers should strive to become more market-driven by developing the strategic focus 
needed to find and select target markets with good growth potential. To be able to do this 
it is important for firms to become more market oriented by developing internal processes 
needed for gathering, disseminating, and responding to market intelligence. This study 
demonstrates that one successful way to do this is to invest in the development of 
capabilities in market research and product development to find and take advantage of 
market opportunities. These market research and product development capabilities must 
then be leveraged by the development of successful marketing programs built around 
capabilities in pricing, channels management, and promotional management and carefully 
coordinated and managed for success. 
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Appendix 
 
See Tables AI and AII 
 
[Illustration]  
Caption: Table I.; Business strategy and performance confirmatory factor analyses; Table 
II.; Market orientation: confirmatory factor analysis; Table IIb.; Market orientation: 
confirmatory factor analysis; Table III.; Marketing capabilities confirmatory factor 
analysis; Table IIIb.; Marketing capabilities confirmatory factor analysis; Table IV.; 
MANOVA results, cluster means and comparisons: strategy and market orientation; 
Table V.; Cluster validation variables - maximum likelihood exploratory factor analysis; 
Table VI.; Cluster validation - MANOVA results; Table VII.; MANOVA results, cluster 
means and comparisons: marketing capabilities; Table VIII.; MANOVA results, 
performance differences by cluster; Table AI.; Items used to represent market orientation; 
Table AIb.; Items used to represent market orientation; Table AIc.; Items used to 
represent market orientation; Table AII.; Inter-factor correlations  
 


