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The article investigates the role of market orientation as an antecedent for the development of relational
capabilities and performance in Russian industrial firms. We test the direct role of different aspects of market
orientation on business performance in comparison to an indirect and mediated influence via improving a
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interfunctional coordination - as direct and indirect antecedents of relational capabilities and thus
subsequently of overall firm performance. It can be shown that in Russian industrial markets competitor
orientation directly and positively impacts on performance, while the other two components of market
orientation have only a mediated effect on performance via the development of relational capabilities.
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1. Introduction

Market orientation has been discussed as an important organiza-
tional antecedent of business success (Han, Kim, & Srivastava, 1999;
Kohli & Jaworski, 1990; Narver & Slater, 1990), with innumerable
studies testing its impact in different industries and countries
(Akimova, 2000; Chan & Ellis, 1998; Greenley, 1995; Kwon & Hu,
2000). However, the mechanisms as to how the different aspects of
market orientation (MO) achieve these positive outcomes are less
well conceptualized; and virtually no research exists on understand-
ing how MO works in non-Western environments, e.g. the transitional
economies of BRIC (Brazil, Russia, India, China) (Akimova, 2000;
Golden, Johnson, & Smith, 1995; Greenley, 1995).

This article focuses therefore, firstly, on the potentially mediating
effect of the development of relational capabilities which help
companies build successful business relationships (Lorenzoni &
Lipparini, 1999; Sivadas & Dwyer, 2000), and secondly, on the specific
case of a transitional economy, i.e. Russia. Our objective is to
investigate how different aspects of MO in Russian firms contribute
towards the systematic development of relational capabilities aimed
at supporting and enhancing business interactions and relationships
with buying companies (Hallén, Johanson, & Seyed-Mohamed, 1991;
Ganesan, 1994; Araujo & Mouzas, 1997). These business relationships
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are based on inter-firm cooperation which has become an important
means of competing nationally as well as globally (Achrol, 1997;
Achrol & Kotler, 1999; Anderson, Hdkansson, & Johanson, 1994;
Hakansson & Ford, 2002; Uzzi, 1997). The advantages that a firm can
gain from being embedded in business relationships and the wider
business networks depends significantly on a firm's ability to manage
within such complex relationships, i.e. a company's ‘relational
capabilities’ (Ford, Gadde, Hakansson, & Snehota, 2003; Moller &
Toérronen, 2003). In business-to-business markets, such relational
capabilities not only serve as a guarantee of mutual understanding
and benefits in customer relationships, but are also a source of
relevant market knowledge, strategic flexibility, and effective process
configuration (Webster, 1992; Hitt & Borza, 2000; Jacob, 2006; Ma
et al.,, 2009).

While research on relational capabilities of industrial companies
has attracted some serious attention, the field is conceptually rather
fragmented and not integrated into the central concept of MO (Dyer &
Singh, 1998; Day & Van den Bulte, 2002; Jacob, 2006; Paulraj, Lado, &
Chen, 2008). The work of Day (1994) provides a conceptual starting
point by emphasizing the link between market sensing capabilities
(often linked with MO) and the firm's ability to coordinate customer
linking and integration processes (Jacob, 2006). It can be argued that
developing relational capabilities requires an understanding of the
market in the wider business network, including the nature of
stakeholder needs (Narver & Slater, 1990). From the interaction and
network perspective, MO can thus be seen as a pre-requisite for the
creation of a firm's ability to initiate, develop and maintain successful
interactions and relationships with business partners (Farrell,
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Oczkowski, & Kharabsheh, 2008; Green, McGaughey, & Casey, 2006;
Nasution & Mavondo, 2008; Racela, Chaikittisilpa, & Thoumrungroje,
2007; Zhao & Cavusgil, 2006). However, the impact of MO on business
performance through the development of relational capabilities in
industrial markets is so far mostly implied by existing research (Dyer
& Singh, 1998), with empirical confirmation being still insufficient
(Jacob, 2006; Lorenzoni & Lipparini, 1999).

This issue at hand is even more unclear in relation to firms
operating in developing or transitional markets, such as Russia, where
the marketing function is more in its infancy (Golden et al., 1995).
Managing inter-firm relationships is strongly influenced by the
ongoing process of transition, the changing business culture, and
the interpersonal relationships that have traditionally dominated the
Russian context of business interactions (Jansson, Johanson, &
Ramstroem, 2007; Johanson, 2008; Salmi, 2004). Thus, business
relationships in Russia have been described as being characterized by
high levels of instability, lack of information about potential partners,
low information disclosure readiness, and the occurrence of oppor-
tunistic behavior (Halinen & Salmi, 2001; Johanson, 2007). However,
issues about managing such business relationships in transitional
markets have started to attract some attention (Jansson et al., 2007;
Salmi, 2004), but few examples of research exist which analyze
antecedents and consequences of relational characteristics in these
markets (Hitt & Borza, 2000). Russia provides an appropriate case for
examining these questions as it is comparable with other transitional
markets in terms of instability, turbulence and unpredictability
(Ramstrém et al., 2006).

Based on these issues, the objectives of our study are twofold.
Firstly, using empirical data to test a nomological model, the research
aims to analyze whether organizational attitudes, routines and
practices linked to the MO concept affect building relational
capabilities to enhance business relationships (Jacob, 2006; Moller &
Toérronen, 2003), and ultimately drive firm performance (Dyer and
Singh, 1998). We thus contribute to clarifying the antecedents of
relational capabilities, and the performance impact of MO. Secondly,
the importance of MO and relational capabilities is investigated in the
context of the Russian economy in which traditionally interpersonal
relationships were seen as the most important determinant of
business relationship success. Thus, for Russian industrial companies
the impact of MO on organization-wide relational capabilities
(beyond inter-personal aspects) is clarified (Foley & Fahy, 2009;
Hitt & Borza, 2000; Hooley et al., 2000). As such, our analyses also
contribute to the limited existing research on strategic orientations
and capabilities of Russian firms (Golden et al., 1995).

The article is structured as follows: firstly, we will develop a model
of market orientation and its impact on relational capabilities by
parsimoniously deriving several hypotheses. As part of this discussion
specific emphasis is given to the different concepts within the context
of a transitional economy. After introducing our research method we
present the empirical analysis and outline the resulting findings. A
discussion of limitations, managerial implications, and further
research concludes the article.

2. Relational capabilities and market orientation

The following part presents the theoretical foundations of the
study and more specifically discusses existing foundations of research
on relational capabilities and market orientation from the perspective
of transitional economies. We pay particular attention to the construct
of relational capabilities, while MO represents a rather better
established construct in the research literature.

2.1. Market orientation

MO is one of the most central concepts in the marketing literature,
starting from the 1990s onwards (Kohli & Jaworski, 1990; Narver &

Slater, 1990). The first key approaches to MO have focused on defining
its subdimensions, especially regarding a behavioral operationaliza-
tion (Kohli & Jaworski, 1990; Narver & Slater, 1990). For example,
Kohli and Jaworski (1990) have linked MO to the “implementation of
[the] marketing concept”, which is being “reflected in activities and
behaviors of an organization” (Kohli & Jaworski, 1990, p. 1). Narver and
Slater (1990) similarly focus on the components of MO and its
potential effect on business performance. Later contributions have
paid attention to the role of corporate culture in creating and
implementing MO. For example, a customer orientation was used as
being synonymous with MO in that it provides a “set of beliefs that puts
the customer's interest first, while not excluding those of all other
stakeholders such as owners, managers, and employees, in order to
develop a long-term profitable enterprise” (Deshpande, Farley, &
Webster, 1993, p. 27). Further developments introduce organizational
cooperation into MO definitions, e.g. Farley and Deshpandé (2005)
outline MO as “the set of cross-functional processes and activities
directed at creating and satisfying customers through continuous needs
assessments” (p.14). During the later development of the construct a
resource-based view as well as a capabilities perspective have
attracted researchers' attention in revising the role of MO. Fahy
et al. (2000) consider MO to be a key marketing capability. Other
authors, for example Menguc and Auh (2006) and Day (1994), see MO
as a firm-level resource, potentially leading to comparative advantage
of the firm.

We follow in our research the conceptualization by Narver and
Slater (1990) by focusing on three major components of MO: customer
orientation, competitor orientation and interfunctional coordination.
We do not use the behavioral conceptualization of MO as suggested by
Kohli and Jaworski (1990) as our underlying nomological model posits
the construct of relational capabilities as the central construct.
Capabilities are influenced especially by the organizational culture
and the orientation followed, as conceptualized in Narver and Slater's
MO model. Considering orientations and attitudes as influencing
factors of capabilities is in line with Foley and Fahy's (2004) and
Verhoef and Leeflang's (2009) arguments which posit attitudinal
aspects of MO as antecedents of capabilities development. Similar
approaches have also been used relating to innovation capability
(Akman & Yilmaz, 2008; Han et al, 1999), firm-level dynamic
capability (Menguc & Auh, 2006, Yung-Ching & Tsui-Hsu, 2006),
organizational learning capability (Morgan, Katsikeas, & Appiah-Adu,
1998), new product development capability (Baker & Sinkula, 2005),
and collaboration capability (Hyvénen & Tuominen, 2007).

All of the three MO components of Narver and Slater (1990) have
been used extensively in the marketing literature (Day, 1994;
Deshpande et al, 1993; Han et al., 1999; Hunt & Morgan, 1995;
Morgan et al., 1998). Since “the heart of the market orientation is its
customer focus” (Slater & Narver, 1994, p. 22), customer orientation as
the first component requires understanding not only the current
needs of the customer, but also the whole value network of the
customer, including customer's customer (Deshpande et al., 1993;
Henneberg, Mouzas, & Naudé, 2009, Rindfleisch & Moorman, 2003).
Competitor orientation as the second MO component provides the firm
with an opportunity to benchmark and compare, e.g. with alternative
suppliers (Armstrong & Collopy, 1996; Day, 1994; Narver & Slater,
1990; Zhou, Brown, Dev, & Agarwal, 2007). Finally, interfunctional
coordination relates to the involvement of personnel and other firm
resources across the whole company in creating value for the
customers and other stakeholders (Narver & Slater, 1990; Ward
et al., 2006; Wooldridge & Minsky, 2002; Kahn & Mentzer, 1998).

Numerous empirical studies have researched and supported the
role that market orientation and its components play in improving
firm performance, fostering innovativeness, and contributing to the
creation of market-driven organizations (Day, 1994; Pelham, 1997;
Vorhies, Harker, & Rao, 1999). However, some contradictory research
exists which shows only weak links between the constructs of MO and
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certain performance constructs (Greenley, 1995; Singh, 2003).
However, the positive role of MO has been generally confirmed across
different industries and countries, including some work undertaken in
transitional economies (Bathgate, Omar, Nwankwo, & Zhang, 2006;
Farley & Deshpandé, 2005; Hooley et al., 2000).

Thus, as part of our nomological model, we hypothesize in line
with existing research that there will be a direct and positive impact of
MO on firm performance in Russia. With regard to the three
components of MO, they are all expected to act as a positive
antecedent to performance. The first three hypotheses are:

H1a. The level of customer orientation of a firm is positively related to
firm performance.

H1b. The level of competitor orientation of a firm is positively related
to firm performance.

Hlc. The level of interfunctional coordination a firm is positively
related to firm performance.

2.2. Understanding relational capabilities

Relational capabilities have been discussed in many different
contexts. However, no single accepted definition of the terms has
been developed. Table 1 provides an overview of existing conceptua-
lizations of relational capabilities.

There are a few common aspects in how existing research defines
relational capabilities constructs. The first common element is a focus
on accelerating knowledge access, supporting innovativeness and
competitive advantage creation (Combe & Greenley, 2004; Fahy et al.,
2000; Lorenzoni & Lipparini, 1999; Weerawardena & O'Cass, 2004).
Thus, higher relational capabilities imply that partners involved in
business exchange can better acquire relationship-specific informa-

Table 1
Existing conceptualizations of relational capabilities in industrial markets.

Authors Conceptualization

Day (1994) Customer linking capability — creating and managing
close customer relationships.

Day and Van Customer relating capability as a bundle of three

den Bulte (2002) interrelated components: orientation, information
and configuration.

Relational capability as the competitive advantage:
ability to forge, develop, and govern partnerships.
Customer integration competency as a combination
of process configuration, communication and control
sub-dimensions.

Organizational ability to interact with other
companies (relational capability) that accelerate the
lead firm's knowledge access and transfer with
relevant effects on company growth and
innovativeness.

Firm's ability to integrate these resources in form of
knowledge acquisition.

Capability to create additional value through
relational interfirm relationships.
Inter-organizational communication as a relational
competency.

Rodriguez-Diaz and Specific capabilities developed in the interfirm
Espino-Rodriguez (2006) relationships, which contribute to development of
interorganizational teams and integrated operating
routines, facilitation of information and knowledge

exchange.

Cooperative competency as an ability of interacting
units to adjust mutually, created through trust,
communication, coordination.

Relational capabilities as a result of broadening the
vision of relationships. Additional rents from
extremely close, long-term relationships between
companies and improve firm's competitive position
in the market.

Dyer and Singh (1998)

Jacob (2006)

Lorenzoni and
Lipparini (1999)

Ma et al. (2009)

Moéller and
Torronen (2003)
Paulraj et al. (2008)

Sivadas and Dwyer (2000)

Webster (1992)

tion and gain benefit through knowledge integration. Another
common dimension of relational capabilities highlighted in the
literature is improvement of firm's ability to communicate, coordinate
and govern business interactions (Day & Van den Bulte, 2002; Dyer &
Singh, 1998; Jacob, 2006; Paulraj et al., 2008). This aspect of relational
capabilities has been further conceptualized and empirically tested
(Day & Van den Bulte, 2002; Jacob, 2006). For example, Jacob (2006)
has developed a relational capability construct containing three key
dimensions - process configuration capability, customer communi-
cation capability, and control capability. These dimensions measure a
firm's ability to provide customized solutions for industrial customers
as an indicator or relational capability. This approach is supported by
Rodriguez-Diaz and Espino-Rodriguez (2006) who state that the
development of relational capabilities leads to “integration of processes
by related companies in such a way that greater integration means
greater cooperation, higher commitment and trust, greater transfer of
knowledge, greater innovation capability and a simplification or
elimination of activities” (p. 489). Finally, relational capabilities are
commonly associated with facilitating development of trust and
reliance (Sivadas & Dwyer, 2000; Baker, 1992), increasing trustwor-
thiness within relationships and readiness for further collaboration.

Relational capabilities provide a specific issue in the context of
business interactions in transitional economies such as Russia. Several
studies have focused on understanding firm behavior and the role of
business culture in forming relationship practices in Russia (Ayios,
2004; Salmi, 2004). These have reinforced the view that the role of
interpersonal relationships remains as important now as it was in
Soviet time. This creates a unique feature of the Russian economy:
there often exists insufficient trust or reliance among the firms, while
high levels of trust nevertheless exist on an interpersonal level (Butler
& Purchase, 2008). Farley and Deshpandé (2005) point in this context
to the fact that firms in business-to-business markets in the Soviet
time had a “supplier orientation” with the “customer absorbing almost
all risk as well as tolerating poor quality and irregular delivery” (p. 7). It
has been argued that within a centrally planned economy, as long as a
firm accepted the plan, there was no need for firms to pay attention to
planning interactions with business partners in a systematic way
(Johanson, 2008). However, after the dissolution of the planned
economy, the increased resource dependencies as part of market
exchanges linked to business relationships have required the
development of capabilities to understand the market as well as
customers and competitors, and also to serve industrial customers by
providing them with customized solutions (Jacob, 2006). Companies
had to create new identities and positions within business networks,
reinforcing the development of capabilities to match mutual activities
through exchanges and interactions (i.e. ‘plan matching’) (Johanson,
2007). The changes which occurred could arguably have led to a re-
balancing of the system, emphasizing the development of organiza-
tion-wide relational capabilities over interpersonal capabilities.

Following the logic of business relationships culture development
in Russia, it is important to investigate not only the ability to interact
effectively with business partners as part of a collaborative relation-
ship due to knowledge and experience at the interpersonal level
(Mikhailitchenko & Lundstrom, 2006; Salmi, 2004), but rather to
analyze the firms' organization-wide competences, in the case of our
research the relational capabilities based on the adaptation of
routines, process configuration, communication systems, and control
mechanisms (Jacob, 2006).

For the purpose of this study, we therefore adopt the approach
developed by Jacob (2006) in conceptualizing relational capabilities
as a three-component construct. As stated above, this conceptualiza-
tion of relational capabilities has already been empirically tested, and
it allows analyzing the structural approach to developing relational
capabilities by incorporating key subdimensions and their level of
development in a firm. This approach also incorporates Day's (1994)
understanding of customer-linking capability as the competence to
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create and manage close customer relationships, requiring a higher
level of coordination and participation in joint activities as well as
close communication between partners. We thus capture the
knowledge exchange component of relational capabilities as well as
the communication component within our definition.

2.3. The role of relational capabilities as a mediating construct

Besides the hypothesized direct effect of MO on firm performance,
our nomological model tests a mediating effect via the construct of
relational capabilities. Foley and Fahy (2009) stress the importance to
understand the role of MO within a capabilities framework. While
they see a reciprocal relationship between MO and capability
development, our model uses a unidirectional relationship between
these constructs by linking MO to relational capabilities.

The construct of relational capabilities as encompassing the
organizational resources which enable interorganizational communi-
cation, knowledge exchange, and tailored interactions can be argued
to be of pivotal importance in situations of complexity, uncertainty
and dynamic market environment, as exemplified by the changing
market structures in transitional economies. Such complexity has
been argued to cause ‘collapsing capabilities’ (Atuahene-Gima, 2005).
Relational capabilities are thus seen as qualifying the importance of
hitherto significant competences, e.g. interpersonal relationships in
the case of Russia. MO contributes to a heterogeneous collection of
customer and competitor related information which can help firms in
transitional economies to analyze, process, and integrate environ-
mental trends (Ma et al., 2009). Another feature of the transitional
economy is the role of interactions and networks as compensating for
the lack of market-supporting institutions (Salmi, 2004). Teece,
Pisano, and Shuen (1997) state in this context that in rapidly
changing environments “there is obviously value in the ability to
sense the need to reconfigure the firm's asset structure and to accomplish
the necessary internal and external transformation” (p. 520). This
relational capability (i.e. reconfiguring a firm's asset structure vis-a-
vis external forces) leads to the requirement to first understand
transactional or relational needs of external stakeholders (Coviello,
Brodie, Danaher, & Johnston, 2002). This is driven by developing a
customer orientation (Mason & Harris, 2006; Narver & Slater, 1990),
thus we hypothesize:

H2a. The level of customer orientation of a firm is positively related to
relational capabilities of a firm.

Similarly, the role of competitor orientation becomes more
important in cases when the competitive intensity increases in the
marketplace, as happened in Russia as part of the transition process
(Dwairi, Bhuian, & Jurkus, 2007; Ma, Yao, & Xi, 2009). Understanding
competitors can help the firm to re-organize and improve their own
business processes, and to develop and re-configure internal resources,
to improve the firm's competitiveness and ability to compete with the
other market players (Rodriguez-Diaz & Espino-Rodriguez, 2006).
Hooley et al. (2000) argue that firms with higher market orientation
will follow a more aggressive, externally focused approach (via
developing relational capabilities), and will aim to strongly differentiate
their offer from that of competitors (Kale, Singh, & Perlmutter, 2000).
Therefore, closer attention to competition will enable the firm to
develop capabilities to better manage in important business relation-
ships. We hypothesize that:

H2b. The level of competitor orientation of a firm is positively related
to relational capabilities of a firm.

The construct of interfunctional coordination refers to the degree
to which the functions and departments within the firm communicate
and interact with each other (Auh & Menguc, 2005; Kahn & Mentzer,

1998; Kohli & Jaworski, 1990; Narver & Slater, 1990). Narver and
Slater (1990) point to the fact that every department and function can
theoretically contribute to the creation of higher value for customers
and other stakeholders. Indeed, Wind and Robertson (1983) have
argued for the contribution of other functions besides marketing to be
incorporated into a firm's marketing strategy. The danger of low
internal alignment (i.e. lack of interfunctional coordination) has been
argued by Atuahene-Gima (2005), who stresses the negative effect of
the phenomenon of ‘internal stickiness’ which occurs when market
knowledge accumulates only within specific departments in a firm.
Norms around interfunctional coordination have substantial impact
on the nature of firms' ability to manage cooperative relationships,
and empirical results indicate that firms with cooperative interde-
partmental relationships are more inclined to build interfirm
collaboration (Campbell, 1998).

One of the key aspects of interfunctional coordination is the multi-
faced capturing, and then sharing and dissemination of market
knowledge (Day, 1994). Due to the fact that the concept of relational
capabilities includes process re-configuration in order to improve
business relationships and the embedded position of the firm in the
overall business network, interfunctional coordination represents a
key antecedent. For example, Lai, Pai, Yang, and Lin (2009) have found
that the combination of customer and supplier market orientation
significantly affects relationship learning. We thus hypothesize that
coordination between functions can stimulate not only learning
within relationships, but does also develop the incorporation of
market knowledge into processes and capabilities aimed at fostering
collaborative business interactions.

H2c. The level of interfunctional coordination of a firm is positively
related to relational capabilities of a firm.

2.4. Relational capabilities and firm performance

According to Lorenzoni and Lipparini (1999) there exists insuffi-
cient empirical evidence regarding the link between relational
capabilities and firm performance, despite the growing literature on
interfirm relationships. However, most existing studies stress that for
firms with high relational capabilities, superior benefits are expected.
Specifically, Rodriguez-Diaz and Espino-Rodriguez (2006) argue that
a particular competitive advantage, i.e. associative advantage, is
created through interactions with business partners and can only be
achieved and sustained if firms develop dynamic capabilities to be
able to continue such business relationships in the face of environ-
mental changes. In cases of relationship dissolution, relational
capabilities cannot immediately be reused and may be lost (Teece
et al., 1997). Similarly, Dyer and Singh (1998) show that a relational
advantage is created through the development of relational capabil-
ities, and define it as “a supernormal profit jointly generated in an
exchange relationship that cannot be generated by either firm in isolation
and can only be created through the joint idiosyncratic contributions of
the specific alliance partners” (p. 662). Similarly, Jacob (2006)
considers market success as a direct outcome of the firm's ability to
integrate customer interaction in its organizational routines.

Based on these arguments in the literature, we hypothesize that
those firms which have created relational capabilities in the
organization aimed at a better customer integration and coordination
of interfirm relationships, will also have superior business results:

H3. The level of relational capabilities is positively related to firm
performance.

Thus, the overall nomological model (see Fig. 1) compares
parsimoniously the direct effect of different components of MO on
firm performance with the indirect effect based on MO fostering
relational capabilities which in turn positively affect the success of the
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Fig. 1. Model of proposed hypotheses.

firm. Seven hypotheses cover the different facets of the model. This
nomological model provides the basis for an empirical test with
industrial firms in Russia.

3. Research design
3.1. Data collection

In order to test the model and the hypotheses, a survey was
conducted. The questionnaire for the survey was developed on the
basis of existing scales (see Table 3), which were initially verified as
relevant for the Russian context by a pool of academic experts. Based
on the existing measurement models in the literature for all five key
constructs, individual question items were translated and back-
translated, and then pre-tested with a sample of ten executives of
Russian firms, operating in industrial markets (packaging materials
distribution, material production, and metal construction; all inter-
views were in Russian) to ensure the question wording was clear and
relevant in a Russian industrial context. Once the questionnaire was
finalized, industrial firms from multiple regions of Russia were
contacted. Those companies which agreed to participate in the
study were subsequently visited in person, and the questionnaire
was filled in the presence of the interviewer. Data was collected via a
stratified sample by region, industry, and company size to ensure that
the structure of Russian firms operating in industrial markets was
represented in our data. The main data collection was conducted in
the period between December 2007 and March 2008, using identified
key respondents (CEOs, CMOs, Marketing SVPs). With each respon-
dent two meetings were arranged: during the first meeting the first
section of the questionnaire was delivered that covered questions
regarding MO and performance, during the second meeting the
second section was used which related to questions about relational
capabilities. This procedure allowed for minimizing the effects of
common method bias (Podsakoff, MacKenzie, Lee, & Podsakoff, 2003).
We contacted 479 industrial firms from 34 regions in Russia, of whom
33% (158 companies) participated in the study.

The average age of respondents was 40.9 years, with an average
working experience in their current firm of 9.6 years (5.5 years in
their current position). The respondents were mostly men (73.4%),
and they specified that they were mostly in ‘strategic management’
(51.9%) or ‘marketing’ (32.9%). Table 2 provides key information on
the industry structure of the sample as well as distribution of sample
firms on annual sales, firm size and type of business.

3.2. Construct measures

The constructs used in the study were measured using multi-item
scales (five-point Likert-type scales, mostly anchored in ‘strongly
agree’ to ‘strongly disagree’). All constructs used reflective measure-
ment models (Diamantopoulos & Siguaw, 2006; Diamantopoulos &
Winklhofer, 2001). The scale properties were evaluated using

Table 2
Sample description companies.

Key industries (%)

Machinery 26.1
Production of construction materials 14.0
Chemical industry 9.6
Appliance manufacturing 7.6
Packaging 7.0
Telecommunications 6.4
Food industry 5.1
Woodworking industry 5.1
Other 19.1
Type of business (%)
Product 75.9
Service 24.1
Annual sales 2006 (m USD)
Less than 1.5 283
1.5-3 20.3
3-15 24.6
More than 15 26.8
Number of employees
Less than 50 10.4
From 50 to 100 135
From 100 to 500 33.8
From 500 to 1000 19.0
More than 1000 233

traditional psychometric approaches. Reliability and uni-dimension-
ality of the scales were assessed, e.g. using item-to-total correlations
(Anderson & Gerbing, 1988). Some items were dropped (indicated in
Table 3) as a result of confirmatory factor analysis (CFA) due to cross-
loading (all multi-dimensional analyses were done with AMOS 7.0).
To check for uni-dimensionality of constructs each of the scales was
tested separately and a joint factor analysis was conducted.

The three constructs for MO, i.e. customer orientation, competitor
orientation, and interfunctional coordination, were measured using
the original Narver and Slater (1990) scale items. These scales had
already been successfully tested previously for transitional economies
(Hooley et al., 2000). A CFA confirmed the three factor solution for
market orientation, establishing the independence of the three
different components: y?>=.852 (p=0.736), RMR=0.037,
GFI=0.961, AGFI=0.937, CFI=1.000, RMSEA = 0.000 (p = 0.980).

The relational capabilities construct was measured by applying the
measurement scales developed by Jacob (2006) for a sample of
German industrial firms. The construct included four items. The
construct was tested for uni-dimensionality, and a single factor
structure was confirmed. The CFA fit indeces are y?>=1.176
(p=0.3086), RMR=0.008, GFI=0.993, AGFI=0.964, CFI=0.999,
RMSEA =0.034 (p = 0.440).

The business performance construct was measured as a second order
construct via three subconstructs (growth, adaptability, and customer
satisfaction) proposed by Venkatraman (1989) and applied by Vorhies
and Harker (2000) (see Table 3). Each of them addresses a firm's
performance over the last three years. The growth subconstruct
measures the firm's relative market share growth and sales growth in
comparison to the main competitors. The second subconstruct -
adaptability - relates to the number of new products, the introduction
of the new products to the market, and the time-to-market. The
customer satisfaction subconstruct also includes delivering value to
customers. These business performance items were measured on a five-
point Likert-type scale (anchored in —2 to + 2, and in ‘much worse than
the main competitors’ and ‘much better than the main competitors’).
Again, CFA was applied to test the three-factor structure of the business
performance construct. The measurement model provided good fit for
the expected three-factor structure: y>=1.729 (p=0.110),
RMR =0.009, GFI=0.985, AGFI=0.948, CFl=0.995, RMSEA = 0.057
(p=10.357). Thus, the final structural model included the construct of
business performance as a second order construct based on three first
order constructs growth, adaptability, and customer satisfaction.
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Table 3
Scale items for theoretical measures.

Reflective scale names and items (measured on 5-point scale indicating the extent to which respondent

agrees with the following statements)

Standardized  Source of scale
factor loading

Customer orientation (Cronbach's @ =0.919, AVE=0.75, CR=0.92, Square root of AVE =0.87)

Narver and Slater (1990)

* We closely monitor and assess our level of commitment in serving customer's needs. 0.88
* Business strategies are driven by the goal of increasing customer value. 0.93
* Our competitive advantage is based on understanding customer needs. 0.86
* Our business objectives are driven by customer satisfaction. 0.78
» We pay close attention to after-sales service. -
» We frequently measure customer satisfaction. -
Competitor orientation (Cronbach's a=0.844, AVE = 0.65, CR = 0.85, Square root of AVE=0.81) Narver and Slater (1990)
 Top management regularly discuss competitors' strength and weaknesses. -
» We respond rapidly to competitive actions. 091
» Customers are targeted when we have an opportunity for competitive advantage. 0.76
* Our salespeople share information about competitors. 0.74
Interfunctional coordination (Cronbach's &= 0.889, AVE =0.68, CR = 0.89, Square root of AVE =0.82) Narver and Slater (1990)
» Top management regularly visits important customers -
« Information about customers is freely communicated throughout our organization. 0.72
* Business functions within are integrated to serve the target market needs. 0.83
» Our managers understand how employees can contribute to value of customers. 0.87
* We share resources with other business units. 0.86
Relational capabilities (Cronbach's a=0.954, AVE = 0.84, CR = 0.95, Square root of AVE =0.92) Jacob (2006)
» Our company has the competence required to create products and services for individual problem solutions. 0.93
* Our company has the competence required to communicate with customers about individual problem 0.91
solutions.
» Our company has the competence required for the appropriate controlling of individual problem solutions. 0.91
* Our company has the competence required to successfully implement problem solutions for our customers. 0.91
Growth (Cronbach's = 0.840, AVE =0.72, CR = 0.84, Square root of AVE=0.84) Venkatraman (1989); Vorhies and Harker
Relative to your competitors, how has your organization, over the last three years, performed with respect to... (2000)
» Market share growth relative to our competition 0.83
* Growth in sales of our product and/or service 0.86
Adaptability (Cronbach's «=0.907, AVE = 0.86, CR =0.92, Square root of AVE=0.93) Venkatraman (1989); Vorhies and Harker
Relative to your competitors, how has your organization, over the last three years, performed with respect to... (2000)
» Number of successful new products 0.92
« Introduction of new products/services 0.93
* Time to market for new products -
Customer satisfaction (Cronbach's a=0.850, AVE =0.69, CR = 0.82, Square root of AVE =0.83) Venkatraman (1989); Vorhies and Harker
Relative to your competitors, how has your organization, over the last three years, performed with respect to... (2000)
* Customer satisfaction 0.83
* Delivering value to your customers 0.83
Business performance (2nd order factor) (Cronbach's aw=0.864, AVE=0.68, CR=0.87, Square root of
AVE=10.82)
* Growth 0.85
+ Adaptability 0.83
* Customer satisfaction 0.80
(Note: AVE = Average variance extracted; CR = Construct reliability; - = items deleted during the model estimation stage).

3.3. Quality tests

We tested the measurement models for the constructs via an
overall CFA, using the fit indices suggested by Joreskog and Sorbom
(1999) and Kline (2005). The estimates of the CFA demonstrate a
reasonable model fit: RMR=0.045, GFI=0.905, AGFI=0.869,
CFI=0.986, RMSEA=0.040 (p=0.792), with y?>=1.253
(p=0.030) becoming significant mainly due to the small sample
size.

Table 3 provides information regarding the different constructs
and the items used. Cronbach's « for all constructs were above 0.84,
with individual item factor loading all exceeding the 0.7 cut-off point
(implying a shared variance of at least 50% between item and
construct; items below this cut-off point were eliminated from the
final data analysis) (Hulland, 1999). In all cases the average variance
extracted (AVE) exceeds the critical level of 0.5 (the lowest level is
0.65) (Fornell & Cha, 1994), and all composite reliability scores
exceeds the critical level of 0.7 (the lowest level is 0.82) (Fornell &
Larcker, 1981). To evaluate the discriminant validity of the constructs,
we examine whether the communalities of the AVE measures for any
two constructs exceed their squared correlations. As this condition is
fully satisfied (see Table 4), discriminant validity can be assumed
(Fornell & Cha, 1994; Fornell & Larcker, 1981). Table 5 shows the
construct data characteristics.

4. Analysis

To test the different hypotheses against the structural model, we
used covariance-based path estimation, namely structural equation
modeling based on the Maximum Likelihood method. The overall fit
measures show a good fit of the model: y?>=1.151 (p=0.119),
RMR = 0.044, GFI=0.908, AGFI = 0.874, CFI=0.991, RMSEA =0.031
(p=0.930).

Our aim was to understand the role of different components of MO
in driving business performance, specifically whether or not the effect
of MO on outcome variables is direct or mediated via the construct of
relational capabilities. Our path estimations (see Fig. 2) show that
with regard to direct effects only one of the three components of MO

Table 4
AVE and squared correlation matrix.
Variable 1 2 3 4 5
1. Customer orientation 0.75
2. Competitor orientation 0.25 0.65
3. Interfunctional coordination 0.32 0.46 0.68
4., Relational capabilities 0.23 0.19 0.22 0.84
5. Business performance 0.13 0.18 0.07 0.16 0.68

Note: Bold numbers on the diagonal show the AVE. Numbers below the diagonal
represent squared construct correlations.
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Table 5

Means, standard deviations and correlations of the constructs.

Constructs Mean Standard 1 2 3 4 5

deviation

1. Customer 431 0.77 1
orientation

2. Competitor 3.55 0.95 0464 1
orientation

3. Interfunctional  3.73 0.95 0.527** 0.583** 1
coordination

4. Relational 3.76  1.05 0.479** 0479** 0.446" 1
capabilities

5. Business 0.56  0.69 0.358** 0.319** 0.240** 0.372* 1
performance

**Correlation is significant at the p<0.01 level (2-tailed).

has a significant effect on firm performance. While the relationships
between customer orientation and interfunctional coordination on
the one hand, and firm performance on the other are non-significant
(it is also noteworthy that the path coefficient for hypothesis H1c is in
fact negative), competitor orientation has a relatively strong and
positive effect on business performance (0.355, with a p<0.01), thus
supporting H1b.

For the pathways between MO and relational capabilities the
structural equation model produced the following results: both
customer orientation and interfunctional coordination have a positive
impact on the development of relational capabilities (coefficients of
0.291 and 0.204). However, while H2a can be supported with a very
high level of confidence (p<0.01), H2c is indicating a lack of
significance with a p-level<0.1. The impact of competitor orientation
H2b was not significant. Thus, the level of the firm's orientation
towards gathering information on competitors has no influence on
the level of the firm's relational capabilities.

Hypothesis H3 tested the impact of relational capabilities on
business performance. As expected the impact is significant and
positive, with a path coefficient of 0.256 (p<0.01). Thus, firms which
have undertaken investments and adaptation to create customer-
oriented processes and specific capabilities to support customer
integration, do achieve better overall performance.

Therefore, while only one construct of MO (competitor orienta-
tion) has a direct impact on firm performance, the other two
nevertheless also contribute positively to organizational outcomes.
However, customer orientation and interfunctional coordination
work through building relational capabilities which in turn drives
firm performance. This mediated effect of two components of MO
means that the direct effect of competitor orientation (coefficient of
0.355) is complemented by the indirect (mediated) effects of
customer orientation and interfunctional coordination on business

Customer
orientation

0.29 1 %#%*
Relational
capabilities (30.5%)

Competitor
orientation

0.256%**

Business
performance
(26.3%)

Interfunctional
coordination

Supported hypothesis

*p < 0.1, ¥ p < 0.05, *¥p < 0.01

Fig. 2. Path estimations.

performance (coefficient 0.13=0.291%0.256 + 0.204*0.256), giving
a combined and strong positive impact of MO on firm performance of
0.48. In summary, the model explains considerable amounts of
variance for the two dependent constructs, relational capabilities
(30.5%) and business performance (26.3%).

5. Discussion and implications

This study investigated the relationship between different aspects
of a market orientation on the one hand, and performance implica-
tions for firms on the other. Specifically, the question as to whether
MO has direct or indirect effects on business outcomes in the Russian
context forms the key contribution. Indirect or mediating effects were
tested via including the construct of relational capabilities which
represent a company's abilities to foster collaborative business
relationships. Therefore, this study contributes to a better under-
standing of the link between the different components of market
orientation and firm performance by identifying that both direct as
well as indirect positive influences (via the development of relational
capabilities) exist in the case of Russian industrial firms. As such, these
findings on the one hand support existing research concerning the
positive results of MO for transitional economies (Akimova, 2000;
Ellis, 2005; Fahy et al., 2000; Farley & Deshpandé, 2005). On the other,
they also qualify this research by showing that in Russia only MO
aspects which are aimed at developing a competitor orientation have
direct positive outcomes for the firm. This is in line with findings on
transitional economies which emphasize the importance of market-
sensing abilities (Appiah-Adu, 1998; Singh, 2003). However, our
results show that positive aspects relating to market sensing in Russia
are not so much about developing a customer orientation, but mainly
about understanding competitors' actions. This result therefore
contributes to our understanding of the specifics of Russian industrial
firms which is reflected in adaptation to the characteristics of the
Russian transitional economy, specifically by exploiting opportunities
via extensive growth strategies vis-a-vis competitors (Gurkov, 2009).
However, a customer orientation does also contribute to firm
performance in the Russian context, but only in a mediated way via
building relational capabilities, i.e. organizational routines and
processes which help a company to develop and sustain collaborative
business relationships.

The ratio between direct and indirect effects of MO on perfor-
mance is about 2:1 in Russian industrial firms. As such, the
clarification of these different direct and indirect effects of MO
addresses a research need articulated by, for example, Hooley et al.
(2000). Our results specifically qualify the central role that the
creation of a customer orientation plays for the success of a firm in
building successful business relationships and development of firm's
embeddedness in business context (Day & Van den Bulte, 2002;
Deshpande et al., 1993; Rindfleisch & Moorman, 2003) by showing
that in case of Russia, this effect is not dominant and only plays a
material role via the development of relational capabilities. We also
provide evidence for the importance of building capabilities that
foster inter-firm relationships and thus contribute to closing a
research gap identified by Lorenzoni and Lipparini (1999).

The analysis of the role of interfunctional coordination in Russian
industrial firms provides us with some counterintuitive results.
Existing studies which were mostly tested in Western research
settings suggest that interfunctional coordination should be a vital
element for improving firm's performance and capabilities. However,
the Russian data provides non-significant or only very tentative
impact on business performance and relational capabilities, respec-
tively. This finding provides rich potential for further research. Our
results may be explained by the sporadic nature of interfunctional
coordination in Russian firms, or a lack of systematization of internal
interaction and the reactive nature of activities in cases where
interaction is needed. Especially older (i.e. established) Russian firms
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may follow a more formalized approach, based on more traditional
hierarchies (Salmi, 2004) and less on horizontal interconnections
between functions, while it may be interesting to understand if newer
firms might start up with more highly developed interfunctional links
with a clearer direct impact on firm performance (Shirokova, 2009).

The implications of our results provide researchers with a deeper
understanding of the importance that both MO and the organizational
mechanisms set up to improve relational capabilities have in
determining levels of business performance. We believe that it points
to the need for subsequent research to focus on developing both a
better understanding of the sub-dimensions of MO as well as how to
develop relational capabilities in both transitional and developed
economies.

6. Managerial implications

The Russian economy is still perceived as a black box by many
businessmen aiming to enter this market. As Child and Faulkner state
“when one of the partners ... comes from an emerging country and the
other from a highly developed economy, their configuration of
objectives ... will almost certainly differ from that in the case of partners
from two developed markets” (1998: p. 297). The level of market
orientation and relational capabilities, aimed at the development of
interfirm cooperation, and the integration of processes among the
firms in industrial markets, can be the language that will help the
firms to understand each other and find mutually beneficial solutions
(Farley & Deshpandé, 2005; Johanson, 2008). We believe that
differences in the levels of market orientation and relationship
capabilities of Russian firms will determine their ability to collaborate
with other market players and so remain competitive in a market
open to global competitors (Cadogan, Cui, & Li, 2003).

Our results have three specific implications for managers. The first
area of managerial concern focuses on developing a competitor
orientation. Our results show this to be important in directly affecting
business performance. But, like customer orientation, there has not
been a high need for competency in this area due to the former central
planning, thus, there is some leeway to developing such skills and
resources. With the freeing up of the economy, there will be more
competition from both local and also multinational competitors,
implying a greater need to monitor business network activities (Ma
et al.,, 2009).

The second implication centers on the role that customer
orientation and interfunctional coordination have in influencing
business performance through the mediating role of relational
capabilities. It is our contention that it is the first of these, customer
orientation that needs to be managers' main area of focus. Our data
shows that customer orientation is statistically more significant than
interfunctional coordination. Customer orientation is a skill that a
highly planned economy did not require (Farley & Deshpandé, 2005);
thus, Russian managers can use this as a lever to enhance their firms'
ability to interact within business networks by building relational
capabilities. Developing such relational skills represents the third
implication: as we have argued above, in a planned economy personal
relationships played an important role. With a freer hand in deciding
with whom to do business, managers within Russian companies need
to develop their own abilities to interact with economic counterparts —
not just learning to interact ‘better,” but also learning to chose better -
i.e. identifying those potential partners that can enhance business
performance the most (Butler & Purchase, 2008).

We conclude that investments in the development of organiza-
tional routines, aimed at improving these customer interactions, and
better relationships capabilities are indeed paying off for Russian
firms. A commitment to implementing such orientations and
capabilities indicates a long-term orientation and supports evidence
of the changing nature of interfirm relationships in Russia's industrial
markets (Johanson, 2008; Salmi, 2004). Future research in Russia

needs to concentrate on the conceptualization and measurement of
market orientation and relational capabilities aimed at interactions
with multiple stakeholders, not just customers (Greenley, Hooley,
Broderick, & Rudd, 2004; Greenley, Hooley, & Rudd, 2004). Such a
research direction could provide a more comprehensive picture of
organizational interactions in both developed and transition
economies.
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