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DISTANCE, DEPENDENCE & DIVERSITY OF MARKETS: 
EFFECTS ON MARKET ORIENTATION 

 
 
 

ABSTRACT 
 
An inconsistent pattern of findings drawn from past research on the market orientation – 
performance relationship hints at the presence of extraneous sources of influence relating to 
geographical factors. This paper makes an initial step towards explaining these 
inconsistencies by advancing propositions linking market orientation with the location of the 
firm’s marketing activities. Data from an exploratory study conducted within a small trade-
dependent economy support the idea that the development of a market orientation is hindered 
to the extent to which a firm is dependent on diverse and distant foreign markets. 
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INTRODUCTION 
 
Market oriented firms are characterized by their understanding of customers’ current and 
future needs and by their ability to offer solutions to those needs that are superior to rivals’ 
offerings (Slater and Narver 2000). Firms that are able to increase their level of market 
orientation will improve their market performance (Narver and Slater 1990). This hypothesis 
has provided the impetus for considerable work investigating both the antecedents to market 
orientation (e.g., Homburg and Pflesser 2000; Jaworski and Kohli 1993), and the 
performance implications arising from the possession of a market orientation (e.g., Baker and 
Sinkula 1999; Balabanis, Stables and Phillips 1997; Kumar, Subramanian and Yauger 1998; 
Matsuno, Mentzer and Őzsomer 2002; Slater and Narver 2000). Much of this research has 
been done in different countries including Australia (Atuahene-Gima and Ko 2001), Germany 
(Homburg and Pflesser 2000), Hong Kong (Chan and Ellis 1998), India (Subramanian and 
Gopalakrishna 2001), Israel (Rose and Shoham 2002), Korea (Kwon and Hu 2000), Malta 
(Pitt, Caruana and Berthon 1996), New Zealand (Gray et al. 1998), Scandinavia (Selnes, 
Jaworski and Kohli 1996), the United Kingdom (Greenley 1995), and the United States 
(Narver and Slater 1990; Jaworski and Kohli 1993). The result is a substantial, multinational 
body of work investigating the antecedents and outcomes of a market orientation in a variety 
of market settings. 

The theoretical boundaries of existing knowledge are expressed in the untested 
assumption that a market orientation will lead to superior performance, irrespective of the 
location of a firm’s major markets. Yet, even a casual survey of the extant literature reveals 
an inconsistent pattern of findings across research settings, hinting at the extraneous influence 
of locational factors. This can be demonstrated by dividing existing work into two camps: 
studies set in large economies versus small economies (Table 1). For the sake of consistency, 
only those studies measuring market orientation via the instruments developed either by 
Jaworski and Kohli (1993) or Narver Slater (1990) are included in the Table, and only 
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correlations with mainstream or global measures of business performance are reported.1 As 
the Table shows, those studies reporting the strongest market orientation effect sizes typically 
have been undertaken in large domestic markets such as the U.S. (Matsuno et al. 2002; Slater 
and Narver 1994), India (Subramanian and Gopalakrishna 2001) and Germany (Homburg and 
Pflessor 2000). Correlations observed in this group range from 0.23 (Kolhi and Jaworski 
1993, for overall performance) to 0.72 (Matsuno et al. 2002, for ROI). Conversely, many of 
the studies reporting weak or absent market orientation effects have been conducted in 
smaller, more trade-dependent economies such as Hong Kong (Chan and Ellis 1998), New 
Zealand (Gray et al. 1998), Korea (Kwon and Hu 2000), and Scandinavia (Selnes et al. 1996). 
The correlations observed in this small economy group are much lower ranging from 0.15 
(Gray et al., for ROI) to 0.30 (Pitt et al. 1996, for overall performance). 

 
INSERT TABLE 1 ABOUT HERE 

 
This pattern of past research points towards a set of interesting and largely unexplored 
questions. What role, if any, does the size of the domestic market play in the market 
orientation-performance relationship? Is proximity to customers and competitors correlated 
with those organizational activities that lead to the formation of a market orientation? And if 
market orientation is unaffected by home market size, what unseen additional factors might 
account for the discrepancy in results reported? One possible avenue of inquiry is to consider 
the location of firms’ marketing activities. A closer examination of the economies listed in 
Table 1 reveals that economic size, as measured in GDP, is negatively correlated with the 
proportion of goods exported confirming the notion that small economies tend to be more 
export-dependent.2 It follows that studies set in small economies are more likely to be 
populated by exporters and this may explain the stark contrast evident in the findings. Is it 
purely coincidental that market orientation accounts for between 5 and 52 percent of the 
variation in performance for firms domiciled in large economies, but only 1 to 9 percent for 
firms in small economies? Or do large domestic markets offer market orientation-enhancing 
benefits that are lost to the extent that the firm is dependent on distant and diverse markets? 
These issues frame the central research problem of this study, which may be summarized as 
follows: How does the firm’s involvement in foreign markets affect its espoused level of 
market orientation?  

Foreign market involvement is taken here to be characterized by three operational 
distinctions. First, whether by means of direct investment or exporting, any increase in 
foreign market activity raises the firm’s average distance to markets. In contrast with the 
situation at home, firms are separated from customers abroad by distances that can be 
measured in terms of culture (Benito and Gripsrud 1992) or kilometers (Beckerman 1956). 

                                                 
1 A number of well-known market orientation studies are not included for the following reasons: (1) 
No information was provided to establish the strength of association observed. Typically this implied 
the absence of a correlation matrix or the reporting of unstandardized coefficients. (If there was any 
doubt as to whether a reported coefficient was standardized or unstandardized, the latter case was 
assumed.) (2) Some studies measured the link between performance and various market orientation 
components, such as customer orientation (e.g., Voss and Voss, 2000) or intelligence generation 
(Baker and Sinkula, 1999), but provided no information regarding the link with overall market 
orientation. (3) A small group of studies (e.g., Greenley 1995) were omitted because no correlational 
data were provided for results that were found to be statistically insignificant. 
2 The observed correlation (r = -.383, p = .099) is weakly significant reflecting the small number of 
countries in the Table. Increasing the number of data points by including the remaining OECD 
countries, strengthens the statistical significance without altering the direction of underlying 
relationship (r = -.330, p = .028). 
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Second, multinational marketing exposes the firm to a variety of exchange contexts that can 
be rated according to their degree of geographic, institutional and cultural diversity (Tallman 
and Li 1996). Finally, a firm’s foreign involvement may be described in terms its dependence 
on foreign markets using any number of a potpourri of measures of internationalization 
(Sullivan 1994). Before exploring how these exchange characteristics affect the development 
of market orientation, a brief survey of previous work on the topic is warranted. 
 

MARKET ORIENTATION RESEARCH IN THE CONTEXT OF EXPORTING 
 

Existing market orientation research can be organized according to the interplay between 
overall- and export-specific measures of market orientation and performance. This interplay 
gives rise to three distinct bodies of work. In the first and largest group are those scholars 
who have sought to investigate the link between overall market orientation and performance 
(e.g., Appiah-Adu and Ranchhod 1998; Balabanis, Stables and Phillips 1997; Chan and Ellis 
1998; Homburg and Pflesser 2000; Jaworski and Kohli 1993; Kumar et al. 1998; Matsuno, et 
al. 2002; Narver and Slater 1990; Pitt et al. 1996; Subramanian and Gopalakrishna 2001). A 
second, much smaller group of scholars has examined the link between market orientation 
and export performance (e.g., Rose and Shoham 2002). Finally, a third group of scholars has 
developed a line of inquiry specifically examining orientations towards export markets in the 
expectation that higher orientations will lead to superior export performance within those 
markets (e.g., Cadogan, Diamontopoulos and Siguaw 2002; Kwon and Hu 2000). 
 Organizing past research in this way reveals two converging gaps in the literature. 
First, studies in the first group (those examining overall market orientation and performance), 
make no special provision for those marketing activities which take place in foreign markets. 
Second, the export-oriented studies in the second and third groups are unconcerned with 
overall assessments of firm performance. The issue that none of these groups addresses is, 
how does a firm’s involvement in many country markets affects the broader market 
orientation-performance relationship? While there is evidence to show that a market 
orientation, or export market orientation can lead to superior performance in export markets 
(e.g., Rose and Shoham 2002; Cadogan et al. 2002), what remains unknown is how export 
marketing influences the firm’s overall market orientation with its concomitant impact on 
overall performance.  
 As hinted at in Table 1, there are good reasons to suspect that exposure to a large 
domestic market both influences a market orientation and rewards firms that are more market 
oriented than others. Kohli and Jaworski (1990) define a market oriented-philosophy in terms 
of the generation and dissemination of market intelligence, activities which are no doubt 
easier to undertake when customers are near and known, rather than foreign and far away. In 
their more behavioral operationalization of the construct, Narver and Slater (1990) emphasize 
a firm’s orientation towards its customers and competitors. Again, it is plausible that 
managers will be better able to understand customer needs, discuss competitor’s strategies, 
and so on, when those customers and competitors are proximate and familiar.  

Yet extant research investigating the generic market orientation-performance link has 
seldom discriminated between firms’ activities in domestic and foreign markets. The implicit 
assumption is that for most firms studied, the domestic market is the dominant market. This 
assumption is supported by the observation that the majority of studies in this group are either 
set in large domestic economies (e.g., Jaworski and Kohli 1993; Matsuno et al. 2002; 
Subramanian and Gopalakrishna 2001) or involve businesses such as charities (Balabanis et 
al. 1997), hospitals (Kumar et al. 1998), and theatres (Voss and Voss 2000) that are not likely 
to have significant exporting activities. On those rare occasions where exporting activities are 
specifically mentioned, the available evidence shows that these activities tend to account for 
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only a very small part of the firm’s business activities (e.g., Narver and Slater 1990). This 
leads to the conclusion that, unless stated otherwise, most assessments of market orientation 
are based on activities primarily involving customers and competitors located within the 
domestic market. This does not mean that studies set in the US, India and other large 
economies have excluded exporters from their sampling frames. But the balance of available 
evidence strongly suggests that the firms studied in these countries are proportionately more 
likely to benefit from a large domestic market than firms surveyed in smaller, more trade-
dependent economies and that this may affect the formation and performance consequences 
of a market orientation.  

To summarize the issue at hand, existing studies have addressed three out of four 
possible questions relating to the interplay between the location and outcome of market 
oriented-activities. These questions are: (1) What is the nature of the relationship between a 
firm’s market orientation and overall performance when most of the firm’s business takes 
place within a large domestic market? (2) What is the relationship between a firm’s market 
orientation and its performance in export markets? (3) What is the relationship between a 
firm’s orientation towards export markets and its performance within those markets? The 
missing fourth question describes the knowledge gap justifying the current study: What is the 
relationship between a firm’s overall market orientation and performance when a significant 
proportion of the firm’s business is scattered across many country markets? 
 

PROPOSITIONS 
 
Reported market orientation-performance correlations in the extant literature tend to be 
higher for studies set in large domestic markets than for studies set in smaller, more trade-
dependent economies (Ellis 2006). One plausible explanation for these divergent findings is 
that firms heavily involved in foreign markets are handicapped by a distance to market effect 
whereby signals emanating from foreign customers and competitors are obfuscated by 
cultural, political and linguistic filters. In contrast with local conditions, market intelligence 
gleaned from abroad will tend to be less conspicuous and fecund. For the firm concerned with 
gleaning and responding to timely information about the needs of customers and the 
strategies of competitors, distance to market is an enemy to be overcome. 
 For the exporting firm distance to market implies risk, cost and ambiguity. The costs 
associated with overcoming distance are well-known to scholars studying the 
internationalization process of the firm (Benito and Gripsrud 1992; Dow 2000; Johanson and 
Wiedersheim-Paul 1975). These scholars view the successive expansion of the firm abroad as 
being constrained by the imposition of learning, coordination, and transportation costs 
associated with overcoming geographic (Beckerman 1956), cultural (Benito and Gripsrud 
1992) and psychic distance (Dow 2000). One of the earliest conclusions arising from this 
work is that internationally expanding firms have an economic incentive to enter known, or 
psychically similar, markets in the early stages of internationalization (Johanson and 
Wiedersheim-Paul 1975). For similar reasons, it can be expected that the costs associated 
with fostering a market orientation will be greater for distant, as opposed to proximate, 
markets. Market oriented managers attempting to understand customer needs, measure 
customer satisfaction, target competitor’s weaknesses and provide after sales service, will be 
handicapped to the extent that their customers and competitors live in different time zones, 
speak different languages and play according to different “rules of the game”. 
 Where cross-border channels are involved, market signals may also be deliberately 
distorted by intermediaries looking to preserve the information asymmetries that prolong 
their existence in the mediated exchange relationship (Ellis 2003). Export intermediaries have 
been known to disguise information identifying exchange parties by removing products from 
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their original packaging (Kelly and Lecraw 1985). Another tactic is to split buyers’ orders 
over a large number of suppliers thus keeping individual manufacturers in the dark 
concerning the true state of foreign demand (Wortzel and Wortzel 1983). When 
manufacturers are linked to distant customers by channel members concerned with self-
preservation, the ability to develop a market orientation will be compromised. 
 Adapting the insights of Beckerman (1956) and Johanson and Wiedersheim-Paul 
(1975) leads to the conclusion that the learning, monitoring and implementation costs 
associated with developing a market orientation will increase with distance to market. This 
can be stated in proposition form, as follows: 

 
P1: Market orientation will be inversely correlated with distance to market. 

 
Irrespective of whether a market orientation is defined as a business philosophy (Kohli and 
Jaworski 1990) or a corporate culture (Narver and Slater 1990), a company can be said to be 
market oriented “only if it completely understands its markets and the people who decide 
whether to buy its products or services” (Shapiro 1988, p.120). Such an understanding is 
predicated on the collection of “information about target customers’ needs and competitors’ 
capabilities” (Slater and Narver 1995, p.63). For firms selling to many culturally diverse 
markets, the costs incurred in collecting and interpreting market intelligence will inevitably 
be greater than for firms selling to just a few, similar markets. Increased geographical 
diversification on the part of the firm may also lead to the situation where managerial 
resources are spread thinly across markets reducing the ability to respond to the marketing 
requirements of individual foreign distributors (Aulakh, Kotabe and Teegen 2000). 

In terms of promoting and rewarding market oriented behaviors, domestic markets 
offer a number of advantages in comparison with foreign markets. Domestic customers will 
usually speak the same language, shop at the same sorts of stores, and be exposed to similar 
sets of substitute products offered by rivals. Within the domestic market it will be a relatively 
straightforward matter for a market oriented management team to meet regularly with 
important customers, assess their satisfaction levels, and monitor changes in rivals’ strategies. 
These tasks become increasingly difficult to the extent that important customers and 
competitors are scattered across many different markets. In a similar vein, Slater and Narver 
(1994) have argued that a competitor orientation is more desirable in highly concentrated 
markets where one or a few rivals can alter the balance of power among sellers. In the 
opposite situation of a fragmented market, competitor monitoring becomes “both more 
difficult and potentially less important” (p.49). The same logic can be applied to 
multinational marketing. While exposure to foreign customers and competitors may bring 
benefits in the form of access to new marketing ideas (Ellis 2005), the pursuit of multiple 
markets inevitably raises the demands placed on managers for doing the things that lead to a 
market orientation. This idea can be expressed in proposition form, as follows: 
 

P2: Market orientation will be inversely correlated with the diversity of markets 
served. 

 
The adverse effects of distance and market diversity will be exacerbated to the extent to 
which firms are reliant on foreign markets for income. In this sense, dependence on foreign 
markets may be seen as a multiplier of the costs incurred in bridging distance and managing 
diversity. It is on account of these additional costs that firms aim to leverage their marketing 
activities by targeting similar market segments across markets (Aulakh et al. 2000) or by 
increasing the volume of transactions with specific buyers in those markets (Verwaal and 
Donkers 2002). 
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 Past research seems to support the notion that proximity to customers and competitors 
within large domestic markets offers market orientation-enhancing benefits in the form of 
clearer signals conveyed in a common language with unambiguous symbols. If so, an 
increasing reliance on foreign markets for income – whether earned via exporting or through 
foreign subsidiaries – will hamper managers attempts to become market oriented. This leads 
to the final proposition: 

 
P3: Market orientation will be inversely correlated with dependence on foreign 
markets. 

 
RESULTS FROM AN EXPLORATORY STUDY 

 
The pattern of findings generated by previous market orientation research would seem to 
indicate that proximity to customers and competitors located in the domestic market 
facilitates the process by which a market oriented business culture is translated into business 
practice. If so, then there are inherent disadvantages, from a market orientation point of view, 
to exporting to distant customers located in dissimilar markets. Although this conjecture is 
broadly supported by the cross-study findings of past research, to date no study has attempted 
to isolate the connection between the location of a firm’s marketing activities and the degree 
of market orientation. Consistent with the conceptual emphasis of this paper, some findings 
from a recent survey of exporters are reported here and these inform the research agenda 
presented in the following section. 
 
The Study 
As part of a study ostensibly measuring the performance consequences of a market 
orientation, data were collected from a sample of 345 exporters based in the Republic of 
China (Taiwan). The results revealed that market orientation was only weakly correlated with 
firm performance. This finding prompted a post-hoc search for extraneous sources of 
influence. During the study data had been collected pertaining to the location of the firms’ 
customers, the size of their customer networks, and the share of export income. These data 
were combined to form proxies for the three constructs under consideration here, namely, 
distance to market, market diversity, and dependence on foreign markets. As such, the study 
may be considered exploratory in the sense that that no attempt was made to define these 
constructs in advance. The salience of these variables only became apparent after the data had 
been collected. Nevertheless, the findings are illuminating and may be considered an initial 
step towards a fuller test of the three propositions listed above. 
 
Data Collection 
Taiwan’s export performance is noteworthy. With exports growing more than 90 percent in 
the decade preceding 2004 (Trade Statistics, 2004), Taiwan has accumulated the world’s 
third-largest foreign reserves (Taiwan, 2005). To test the hypothesis that market orientation 
leads to superior firm performance, data were collected from Taiwanese exporters via a mail 
survey. In the hopes of attaining a useable sample size, a mailing list of 2,000 firms was 
purchased from the Kompass office in Taipei and used to form a sampling frame. Purchase 
specifications stipulated that the database contain only firms head-quartered in Taiwan. 
Companies identified as being subsidiaries of foreign multinationals, or run by non-Chinese 
CEOs, were deemed ineligible and excluded from the study. 

Potential respondents based in the cities of Taipei, Taichung, Tainan, Taoyuan, and 
Kaohsiung were then phoned to solicit their interest in the study. Cover letters included with 
the questionnaires assured recipients of their anonymity and offered two incentives to 
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encourage participation; a copy of the study’s results and five chances of winning an 
NT$1,000 Eslite gift voucher for office supplies. At the close of data collection 345 useable 
questionnaires had been received reflecting a response rate of 17.2 per cent. While the 
response rate is comparable to similar market orientation studies involving exporters (e.g., 
15.7 per cent for Rose and Shoham (2002)), there is some inestimable risk that non-
participation may be a source of bias in this study. Descriptive details pertaining to the 
sample are presented in Table 2.  
 

INSERT TABLE 2 ABOUT HERE 
 
Measurement 
Following Narver and Slater (1990), market orientation was hypothesized as a single 
dimension construct comprising a customer and competitor orientation. Some items included 
in the original instrument were dropped as they were considered to be more suited to large 
corporations than to small exporters. The final scale (Appendix 1) was similar to the nine-
item scale used by Pelham and Wilson (1996) in their study of small firms. Mindful of the 
fact that Chinese respondents tend to gravitate towards middle or neutral-points in odd-
numbered Likert scales (Shenkar 1994), survey participants were asked to indicate their 
responses to the market orientation on eight-point scales ranging from “not at all” to “to a 
great extent” (for those items pertaining to business practices) and from “never” to “very 
frequently” (for the three frequency-related items). 

Following Gerbing and Anderson (1988), the unidimensionality of the scale was 
assessed prior to establishing the reliability of the scale. Results of exploratory factor analysis 
employing maximum likelihood extraction returned a single factor solution that explained 
45.1% of the variance with an eigenvalue of 4.2. Bartlett’s test for sphericity was significant 
at 1919.506 (p=0.000) and the Kaiser-Meyer-Olkin measure of sampling adequacy was 
sufficiently high at 0.818. These results are comparable to the single factor solution obtained 
by Narver and Slater (1990: variance explained: 44.8%, eigenvalue: 7.1). 

Questions regarding reliability were addressed by ascertaining the internal 
consistency of the market orientation scale. The calculation of a coefficient alpha (0.863), 
followed by a Guttman split-half analysis (1st half ά = 0.905; 2nd half ά = 0.767), 
demonstrated that the scale was internally consistent. 

Measures of the three antecedent variables were derived from post-hoc calculations 
based on quantitative data provided by respondents regarding the nature and scope of their 
exporting activities. Distance to market was proxied by asking managers to indicate the 
proportion of their firm’s customers located outside of Taiwan. Answers ranged from zero to 
one with lower scores indicating the firm sold primarily to domestic customers (i.e., no 
distance to market) while higher scores reflected increasing distance to market.  

Diversity of markets was the most problematic variable to measure. All things being 
equal, diversity reflects the number of foreign markets in which the firm is active (Tallman 
and Li 1996). However, this variable is likely to be influenced by both industry-specific 
effects and firm size. For example, a large garment-maker dealing with many similar 
customers in ten markets may be more focused than a small car-maker selling to a handful of 
dissimilar customers located in five markets. Given that a firm’s customer network represents 
its primary source of market intelligence, a useful measure of diversity must allow for the fact 
that firms in different industries are incomparable in terms of the size of their customer 
networks. That is, firms within a particular industry (e.g., all garment-makers) are more likely 
to have similar-sized networks than firms in different industries (e.g., garment-makers versus 
car-makers). Additionally, larger firms can assign a number of managers to take monitor 
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specific markets compensating for the dilatory effects of exporting to numerous countries.3 
To allow for these realities, diversity was represented as the number of export markets 
divided by the natural log of both the customer network size and total employees. The 
reasoning behind this choice as follows: for a firm with a given network size (measured as the 
number of customers, past and present, personally listed in the firm’s books), any increase in 
export markets will constitute an increase in the diversity of markets (i.e., customers are now 
scattered over more markets). Conversely, a reduction in network size, while the number of 
export markets remains unchanged, will also result in an increase in overall diversity (relative 
to network size). Diversity thus measures the relative “spread” of a firm’s customer network, 
across geographic and cultural boundaries. 

Dependence on foreign markets was assessed following standard measures of export 
intensity (Verwaal and Donkers 2002). That is, respondents were asked to indicate the 
relative share of their total income earned from exporting and re-exporting activities. Scores 
ranged between zero and one with higher scores indicating increasing dependence on foreign 
markets.4  

Firm performance was measured using three objective indicators and two subjective 
indicators. Respondents were asked to provide quantitative data relating to their sales income 
over the last financial year (using a ten point scale ranging from one (<NT$5m) to ten 
(>NT$5b)), their sales growth over each of the past three years (using a seven-point scale 
ranging from one (“decline”) to seven (“20+%”)) and operating margin (defined as the 
overall gross margin derived from all trading activities, expressed as a percentage). Data 
collected on these three performance dimensions are objective in the sense that they are 
potentially verifiable by a third party.  

Respondents were also asked to provide more subjective assessments of their 
performance over the past three years on four indicators (sales growth, profits, ROI and 
market share) relative to their major competitors (each item was rated on an eight point scale 
ranging from one (“much worse than competitors”) to eight (“much better than 
competitors”)). Finally, respondents were asked to rate their degree of satisfaction with their 
firm’s performance in the past financial year over four items (sales growth, cash flow, gross 
profit and ROI, each rated on an eight point scale ranging from one (“highly dissatisfied”) to 
eight (“highly satisfied”)).  

The final sample contained a mix of manufacturing firms and trading companies 
involved in exporting (see Table 2 under “Manufacturing responsibility”). Working from the 
assumption that firms with a vested interest in the competitiveness of their products will be 
more inclined to pursue a market orientation than firms merely trading the products of others, 
a control variable, manufacturing responsibility, was included in the final analysis. The extent 
of control over the production process was assessed by asking respondents to provide 
proportionate data on their production sources. Specifically, respondents were asked to 
indicate the extent to which they were responsible for their own manufacturing (either 
directly or indirectly via contract manufacturing farmed out to others) in the assumption that 
                                                 
3 I am indebted to an anonymous JIBS reviewer for pointing this out. 
4 The discrimination between the exporting and re-exporting was made in the expectation that 
Taiwanese firms would tend to be heavily involved in exporting or re-exporting but not both. Re-
exporting takes place when the firm’s manufacturing is done offshore, usually in nearby Fujian 
Province. Under this arrangement, basic components are mass-produced in China before being 
shipped to Taiwan for final assembly. Finished products, which are then sold overseas, are recorded 
by the Directorate General of Customs as re-exports, rather than exports, as two separate, but related, 
bills of lading are involved. In Taiwan, re-exporting is common for labor-intensive products such as 
clothing and footwear; direct exporting is more relevant to high tech goods such as computers and 
electrical equipment. 
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production responsibility implies ownership of their traded products (Ellis 2001). Scores on 
this variable ranged from zero (indicating “all production performed by others”) to one 
(“complete responsibility for production”). 

 
Results 
The hypothesized relationship between market orientation and five indicators of firm 
performance is examined in Table 3. Consistent with the opening theme of this paper, the 
analytical emphasis is limited to measures of association. The bivariate correlations for the 
five performance variables range from 0.08 to 0.25 with all correlations statistically 
significant, except for satisfaction with performance. In comparison with results obtained in 
large domestic economies such as the US, Germany, and India, these correlations are rather 
weak. Yet these results fall within the range observed among studies set in small, trade-
dependent economies such as Hong Kong, New Zealand and Scandinavia. This finding lends 
support to the as yet untested idea that the strongest links with performance will be found 
among market oriented firms selling primarily to local customers located within large 
domestic markets. 
 

INSERT TABLE 3 ABOUT HERE 
 
An examination of the correlations in Table 3 also reveals that distance, diversity and 
dependence are all negatively related to market orientation as predicted. To further explore 
these effects, respondents were classified into sub-groups based on a median split of each 
anteceding variable (Table 4). The top row of Table 4 shows two groups of firms divided in 
terms of distance to market. The low group (145 firms), has a mean distance score of 0.27 
(S.D.=0.36) while the high group (198 firms), has a mean score of 1.00 (S.D.=0.0). This 
means that firms in the high group are characterized by maximum distance to market scores 
as none of their customers are located in Taiwan. In contrast, firms in the low group had on 
average 73 percent of their customers located within the domestic market. Comparing the 
market orientation scores of the two groups reveals that the domestic group scores 
significantly higher than the exporting group, as predicted. A similar result was obtained 
when the sample was split on the other two dimensions. Respondents classified as having 
high market diversity (mean=1.52, S.D.=1.13) returned ratios of markets-to-customers that 
were nearly five times greater than those in the low group (mean=0.33, S.D.=0.17) and 
reported significantly lower market orientation scores, as predicted. Firms reporting a high 
dependence on foreign markets (earning an average of 90 percent of their income from 
exports) also returned lower market orientation scores than their low dependence counterparts 
(earning an average of 20 percent of their income from exports). These differences become 
even more apparent when respondents scoring in the low half on all three dimensions (N=56) 
are compared with their top half counterparts (N=74). Overlapping the low distance, 
dependence and diversity camps in this way yielded the largest market orientation score of 
5.77 in comparison with a score of 4.97 for the three high groups combined. Consistent with 
the earlier predictions, these statistically significant differences clearly show that market 
orientation scores are lowest when distance to market, diversity of markets and dependence 
on foreign markets are all maximized. 
 

INSERT TABLE 4 ABOUT HERE 
 
Following on from the correlational and subgroup analysis, the three antecedents (distance, 
dependence and diversity) and one control variable (manufacturing responsibility) were 
entered into a multiple regression equation with market orientation as the dependent variable. 
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The results of the regression analysis are presented in Table 5. All four predictor variables are 
statistically significant and run in the predicted directions while the overall model explains 15 
percent of the variation in market orientation. Variance inflation factors were well within 
tolerance levels (1.021 – 1.103) indicating that multicollinearity was not significantly 
affecting the beta estimates. The results indicate that market orientation is adversely affected 
by distance to market (β = -0.156, t = -2.981, p =.003), the diversity of markets served (β = -
0.167, t = -3.269, p =.001) and dependence on foreign markets (β = -0.121, t = -2.285, p 
=.023). 
 

INSERT TABLE 5 ABOUT HERE 
 

A NEW RESEARCH AGENDA 
 
The results of this study constitute a first step in a new direction towards understanding the 
reasons why some firms are more market oriented than others. Specifically, the findings 
suggest that three characteristics associated with involvement in foreign markets (i.e., an 
increased distance to markets, an increased diversity of markets served and an increased 
dependence on foreign markets) are negatively related to market orientation. These findings 
support the premise that the formation of a market orientation is affected by the location of a 
firm’s marketing activities. Firms operating within large domestic economies will find it 
easier to cultivate market orientation than exporters selling to customers scattered across 
foreign markets. Yet further work is needed before firm conclusions can be drawn.  
 Follow-up studies may take one of two broad methodological approaches. A 
comparative approach could be used, for example, to assess market orientation differences 
observed between a mixed sample of multinational and local firms located within a single 
market. Presumably those firms with marketing activities spread over many markets (with 
dependence defined in terms of exporting or foreign direct investment or both) will evidence 
lower market orientation scores than their more domestic counterparts. A more fine-grained 
approach would be to classify the location of firms’ marketing activities in terms of specific 
distance and diversity measures and then use these scores to create multidimensional scales 
that more fully reflect these constructs than the simple proxies used here. In this study no 
attempt was made to identify individual foreign markets, but it is likely that larger markets 
will exert a stronger influence on market orientation than others (Ellis 2006). These 
differences may be captured in more comprehensive measures of distance and diversity. 
 
Measuring Foreign Market Activity 
Distance to market: In this study the absence of data pertaining to respondents’ foreign 
markets compelled the use of a proxy indicator whereby mean distance scores were derived 
from the proportion of customers located outside of the home market. By recording the 
volume of business going to specific markets, future studies could accommodate more 
sophisticated distance measures based on geography (Beckerman 1956), shipping costs 
(Clark, Dollar and Micco 2004), channel length (Sharma and Dominguez 1992) or cultural 
and psychic distance (Benito and Gripsrud 1992; Dow 2000). Distance-reducing mechanisms 
such as export experience (Cadogan et al. 2002) or antecedent social ties linking managers 
with foreign markets (Ellis and Pecotich 2001), might also be considered. Pre-existing bridge 
ties based on ethnic or business links lower the costs of over-coming distance and have a 
demonstrable effect on the pattern of trade and investment (Gould 1994; Wong and Ellis 
2002). In all probability, ties to distant markets will also influence the costs of collecting and 
responding to market intelligence gleaned from those markets. 
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 Diversity of markets: In addition to considering the distance between markets, 
markets themselves could be discriminated according to their propensity to signal emerging 
trends and to reward firms that are competitive in their response to such trends. For example, 
in markets characterized by rapid change and low growth, market orientation will have a 
greater-than-usual impact on firm performance (Kohli and Jaworski 1990; Slater and Narver 
1994). Recent evidence also shows that for exporters in transition economies characterized by 
slow-changing customer preferences and rapid growth, channel links to more mature, 
competitive markets compel the firm to become more market oriented relative to local rivals 
(Ellis 2005). It is unlikely that the same effect works in the opposite direction. That is, 
sophisticated exporters from rich nations probably find few new pressures to become more 
market oriented as a result of selling to buyers in emerging markets. Taken together, this 
suggests that there are advantages to being linked with certain types of markets (e.g., large, 
advanced economies), and these advantages are diluted to the extent that the firm is engaged 
in other types of markets (e.g., small, emerging economies).  
 In this study, market diversity was defined numerically. The next logical step would 
be to consider the scope of diversity inherent within a firm’s set of foreign markets in terms 
of economic, cultural and institutional parameters. In short, the measurement aim is to 
describe the overall foreignness of markets served. 

It has been argued here that diversity of markets taxes managerial attention, raises the 
costs of information acquisition, and hampers attempts to cultivate a focused market 
orientation. An alternative view is that the costs and benefits of diversity vary under different 
circumstances (Aulakh et al. 2000; Tallman and Li 1996). For the exporter in a transition 
economy looking to become more market oriented, a little market diversity may be a good 
thing, at least initially, particularly if it brings exposure to sophisticated buyers in more 
advanced foreign markets (Ellis 2005). At some point though, the costs of managing 
additional diversity will exceed the incremental learning benefits that diversity brings. 
Further research is needed to tease out these relationships. 

Dependence on Foreign Markets: In this study dependence was operationalized using 
a standard export intensity measure (Verwaal and Donkers 2002). This limits the scope of the 
investigation to exporters and ignores other forms of foreign market involvement. A more 
comprehensive approach would include measures better suited to FDI such as the ratio of 
sales from foreign subsidiaries to total sales (Tallman and Li 1996). Other possible measures 
are found in Sullivan’s (1994) comprehensive list of nine indicators of internationalization. 

Finally, further research might reveal whether market orientation is selectively 
influenced by firms’ dependence on specific markets. There may well be a “gravity” effect 
operating whereby the costs of overcoming distance to a particular market are offset by the 
volume of trade going to that market (Deardorff 1998). Exporting to a large foreign market 
may compensate for the handicap of being based in a small home economy. For Taiwanese 
exporters, sales to the large US market may warrant a proportionate response from managers 
at the expense of attention given to customers in other, smaller markets. Existing dependence 
measures are too coarse to capture this type of market-specific variation. Consequently, 
future studies investigating this gravity hypothesis would need to record the level of firm 
activity within specific foreign markets. 
 
Summary 
The ongoing validation of the market orientation – performance link in diverse business 
cultures represents one of the most significant advances in recent marketing research. Yet the 
lack of a consistent pattern of results across research settings belies the extraneous influence 
exerted by locational factors. Three such sources of influence, namely, distance to market, 
dependence on foreign markets and the diversity of markets served, were found to have a 
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significant and negative impact on the level of market orientation among the firms 
investigated in this study. It is likely that further consideration of these issues will yield new 
and interesting insights into the dynamics underlying a core tenet of contemporary marketing 
theory. 
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Table 1: Selected Market Orientation-Performance Correlations Reported in the Literature 
 

Market Orientation-Performance Link Investigated In… 
Smaller Economy (<US$1t)  Larger Economy (<US$1t) 

     

Scandinavia o r = 0.21 (OP) (Selnes et al. 1996)  USA o r = 0.23 (OP – Sample 1) (Jaworski & Kohli 1993) 
    o r = 0.36 (OP – Sample 2) (Jaworski & Kohli 1993 
Australia o r = 0.24 (NPP) (Atuahene-Gima & Ko 2001)   o r = 0.43 (ROK) (Kumar et al. 1998) 
    o r = 0.72 (ROI) (Matsuno et al. 2002) 
Hong Kong o r = 0.20 (Pro) (Chan & Ellis 1998)   o r = 0.38 (NPS) (Matsuno et al. 2002) 
    o r = 0.34 (ROA) (Narver & Slater 1990)* 
Israel o r = 0.20 (EP) (Rose & Shoham 2002)   o r = 0.34 (OP) (Selnes et al. 1996) 
    o r = 0.36 (ROI) (Slater & Narver 2000) 
Korea o r = 0.12 (OP) (Kwon & Hu 2000)     
   India o r = 0.55 (ROK) (Subramanian & Gopalakrishna 2001) 
New Zealand o r = 0.15 (ROI) (Gray et al. 1998)    
   Germany o r = 0.59 (MP) (Homburg & Pflessor 2000) 
Malta o r = 0.30 (OP) (Pitt et al. 1996)    
   UK o r = 0.34 (Pro) (Appiah-Adu & Ranchhod 1998) 
    o r = 0.37 (OP) (Appiah-Adu & Ranchhod 1998) 
    o r = 0.32 (OP) (Pitt et al. 1996) 
     

* bivariate correlation reported in Slater & Narver (2000, p.71) 
 
Note: E/F/M/OP = export/financial/market/overall performance, NPP/S = new product performance/success, Pro = profitability, ROA/I/K = 
return on assets/investment/capital 
 
Source for economic data: CIA World Factbook (2005) 
 
. 
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Table 2: Sample Characteristics 
 
Sample characteristics:  Mean S.D. 

   

Age of firm (years) 16.3 8.9 
   
Firm size (n)   

Taiwan employees 24.2 59.1 
PRC employees 21.5 103.8 
Total employees 47.2 126.9 

   
Manufacturing responsibility (%)   

Made in our own factories 30.5 40.5 
Made for us under contract 17.3 31.4 
Made by others 52.2 45.1 

   
Foreign market involvement   

Distance to market 0.69 0.43 
Market diversity 0.93 1.00 
Dependence on foreign markets 0.56 0.39 
Export markets (n) 11.1 14.2 

   
Product diversity* 0.33 0.65 
Customer network (n) 98.0 299.7 
   

 

* Product diversity is an index of diversification calculated by asking respondents to indicate their 
share of total income generated for each of 24 product categories approximating the two-digit level of 
the Standard International Trade Classification scheme. The index represents the number of product 
lines multiplied by the proportion of sales generated outside the principle product (Ellis, 2001). The 
top fifteen traded product lines evident in the sample were (in order of importance): industrial 
machinery, road vehicles, plastic products, basic commodities, textiles/yarns, metals/minerals, 
medical supplies, construction materials, paper/stationery, leather goods, electrical goods, clothing & 
garments, chemical goods, furniture and footwear. 
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Table 3: Descriptive Statistics and Correlation Matrix (N=345) 
 
Variables 
 

Mean S.D. 1 2 3 4 5 6 7 8 9 10 
             

1. Market orientation 5.37 1.00 1.00          
2. Manufacturing responsibility 47.72 45.04 0.29c 1.00         
3. Distance to markets 0.69 0.43 -0.19c -0.05 1.00        
4. Diversity of markets 0.93 1.00 -0.19c -0.05 -0.03 1.00       
5. Dependence on foreign markets 0.56 0.39 -0.16b 0.10a 0.25c 0.12a 1.00      
6. Sales income  3.78 3.26 0.19c 0.13b -0.10a 0.01 -0.16b 1.00     
7. Sales growth  2.58 1.34 0.17b 0.34c 0.05 0.02 -0.14b 0.13b 1.00    
8. Operating margin  12.08 10.47 0.10a 0.30c -0.02 -0.03 -0.07 0.07 0.34c 1.00   
9. Competitive performance  4.70 1.03 0.25c 0.17b -0.01 -0.01 -0.16b 0.16b 0.42c 0.16b 1.00  
10. Satisfaction with performance 4.39 1.30 0.08 0.02 -0.02 0.02 -0.08 0.16b 0.36c 0.06 0.59c 1.00 
             
a p<.05 
b p<.01 
c p<.001 
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Table 4: Matrix of Antecedents 
 

Sub-group Analysis    
Antecedent Lo Hi t-Statistic Probability 
     

Distance     
N 145 198   
Distance means (S.D.) 0.270 (.360) 1.000 (0.000)   
MO mean (S.D.) 5.616 (1.012) 5.174 (0.945) 4.152 0.000 

     
Diversity     

N 168 169   
Diversity means (S.D.) 0.332 (0.168) 1.521 (1.128)   
MO mean (S.D.) 5.612 (1.038) 5.125 (0.918) 4.558 0.000 

     
Dependence     

N 170 175   
Dependence means (S.D.) 0.201 (0.200) 0.905 (0.128)   
MO mean (S.D.) 5.499 (1.034) 5.245 (0.956) 2.370 0.018 

     
Distance + Diversity + Dependence     

N 56 74   
MO mean (S.D.) 5.768 (1.014) 4.970 (0.818) 4.821 0.000 
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TABLE 5 Antecedents of a Market Orientation  

 
Dependent Variable: Market Orientation Standardized 

Coefficient 
t-Statistic Probability 

    
Control variable:    

Manufacturing Responsibility 0.277 5.426 0.000 
    
Antecedents:    

Distance to Markets -0.156 -2.981 0.003 
Diversity of Markets -0.167  -3.269 0.001 
Dependence on Foreign Markets -0.121 -2.285 0.023 
    

F-statistic 15.411  0.000 
Adj R2 0.147   
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Appendix 1: Market Orientation Scale 
 

 Factor 
Loadings 

Item to total 
correlation 

Overall 
Alpha 

    

Market Orientation   .86 
1. Our firm’s objectives are driven by customer 

satisfaction. 
.81 .62  

2. We have a good understanding of how our customers 
value our products and services. 

.92 .73  

3. Our firm’s business strategies are primarily driven by 
our understanding of possibilities for creating value 
for customers 

.85 .68  

4. We know our competitors well .79 .72  
5. If a major competitor were to launch an intensive 

campaign targeted at our customers, we would 
respond immediately 

.50 .43  

6. How often do managers visit important customers to 
learn what products/services they will need in the 
future? 

.41 .59  

7. How frequently do top managers discuss 
competitors’ strengths and strategies? 

.44 .60  

8. How frequently do you take advantage of 
opportunities to exploit competitors’ weaknesses? 

.40 .56  
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