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Abstract

Studies indicate that the EO — performance relationship is more complex than a main-effects
only relationship. Studies investigating the effect of variables in the EO - performance
relationship have considered a number of mediators and moderators, concluding that no one
suitable moderator or mediator pertaining to the relationship between EO and performance.
Underpinned by the resource-based view and the resource-capability complementarity
literature, we investigate the role of marketing capability and marketing resources in linking EO
and performance. Using a sample of 469 service firms, we develop and test a moderated-
mediation model that examines marketing capabilities as a mediating mechanism and marketing
resources as a moderator to offer a wider picture of the EO — performance relationship. Results
indicate that marketing resources moderates the strength of the mediated relationship between
EO and firm performance via marketing capability, such that the mediated relationship is
stronger when marketing resources are high than when they are low.

Keywords: entrepreneurial orientation, marketing capability, marketing resources,
moderated-mediated model

Track: Services Marketing



1.0 Introduction

The literature has established the complex relationship between entrepreneurial orientation
(EO) and performance with mixed findings pointing to the variability of the magnitude of the
relationship between the two. Some studies found a positive relationship, while others found a
negative relationship, and some even found the relationship between EO and performance to be
insignificant (Rauch et al., 2009). These conflicting findings suggest that the EO — performance
relationship is more complex than a simple main-effects-only relationship (see also Wiklund and
Shepherd, 2005). In advancing the EO — performance relationship, studies have traditionally adopted a
contingent approach in exploring the effect of different environmental contexts on EO — performance
relationship (Covin and Lumpkin, 2011; Lumpkin and Dess, 1996; Gupta and Batra, 2015). While
such an approach holds merit, Covin and Lumpkin (2011) argue that further research along this path is
unlikely to advance theory and suggest that studies looking beyond exploring the congenial
environmental impact on the relationship between EO and performance offer more potential.

In a meta-analysis study by Rauch et al. (2009), three main moderators were identified: firm
size; industry type; and culture. Rauch et al. (2009) further suggest that while these three moderators
were found to have an impact on EO — performance relationship, other potential moderators such as
firm age, organizational structure, and strategy pursued should also be considered in future research.
In a similar vein, Baker and Sinkula (2009) and Zahra, Sapienza, and Davidsson (2006) suggest that
future research should also look more deeply into the EO — performance relationship by identifying
the key mediators (intermediate steps) that link these two variables. Consequently, numerous studies
have contributed empirically by studying the effects of different moderators (e.g., De Clercq, Dimov,
and Thongpapanl, 2010; Engelen, Kaulfersch, and Schmidt, 2015; Gupta and Batra, 2015) and
mediators (Wang, 2008) on EO - performance relationship. While these studies make important
contributions, no study has incorporated both moderator(s) and mediator(s) to unpack the EO —
performance relationship. Importantly, our understanding of the role of marketing function
(accumulation and deployment of marketing resources and capability) in facilitating the EO —
performance is limited. This is perplexing since the possession of high levels of marketing resources
and marketing capability is critical for small firms to achieve marketplace success (see also Sok,
O’Cass, and Miles, 2015).

The main objective of this study therefore is to investigate the relationship between EO,
marketing resources, marketing capability, and firm performance. In particular, this study aims to
examine the role played by important organizational resources and capabilities within the EO —
performance relationship. We argue that marketing capability plays a mediating role while marketing
resources play a moderating role in the EO — performance relationship and that such mediation and
moderation are critical in order to get a more complete understanding of the EO — performance
relationship. Hence, this study proposes a moderated-mediation model (Baron and Kenny, 1986,
Preacher, Rucker and Hayes, 2007) which jointly examines marketing capability as the mediating
mechanism and marketing resources as the moderator to offer a wider picture of the EO — performance
relationship.
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Figure 1. Hypothesised Model



2.0 Theory and Hypotheses

The resource-based view (RBV) of firm is one of the most influential and widely adopted
theories among marketing, management, and entrepreneurship scholars exploring performance
differentials between firms (e.g., Penrose, 1959; Villanueva, Van de Ven and Sapienza, 2012). The
RBV posits that firms within an industry are heterogeneous in terms of their resources and this
heterogeneity is the source of competitive advantage that firms gain in their marketplace (Penrose,
1959; Barney, 1991). Resources comprise tangible and intangible assets such as brands, facilities,
intellectual property, and capabilities which are the “glue” that binds different resources together and
enables them to be deployed to maximum advantage (Day, 2011, p.185). Some scholars contend that
resources are static and possess no real value in isolation (e.g., Eisenhardt and Martin, 2000; Priem
and Butler, 2001) and that it is the firm’s ability to deploy resources (commonly referred to as the
firm’s capabilities) that better explain performance differentials between firms (Priem and Butler,
2001; Teece et al., 1997; Sok et al., 2013).

Firms benefit from focussing on being innovative, responsive and competitive (Lumpkin and
Dess, 1996). EO has been defined as “the simultaneous exhibition of innovativeness, proactiveness,
and risk taking” (Stam and Elfring, 2008, p.98). Because efforts to anticipate demand and aggressively
position new product offerings often result in strong performance (Ireland, Hitt and Sirmon, 2003),
conceptual arguments suggest that EO leads to higher performance. While EO provides directions for
organizations to pursue new opportunities in the marketplace, effective implementation of EO requires
the organization to have certain capabilities. Although numerous studies have established a positive
relationship between EO and performance (e.g., Rauch et al., 2009), our study is interested in
understanding how the marketing function facilitates the EO - performance link. Superior
performance is achieved when a firm is able to maximize its resources through specific operational
capabilities. Recent studies provide evidence for the importance of examining both marketing
resources and marketing capability in understanding firm performance (e.g., Sok, O’Cass and Miles,
2015, O’Cass et al., 2015). The premise of these studies is based on the view that resources alone do
not determine firm performance. Rather, it is the capabilities by which resources are deployed which
drives performance (Eisenhardt and Martin, 2000; Teece et al., 1997). This discussion raises questions
relating to the specific relationship between EO, marketing resources, their deployment and how such
relationships drive firm performance.

Marketing capability enable firms to manage their connection to the customer, which
contribute to both customer and firm performance (Moorman and Rust, 1999; O’Cass et al., 2015).
Sok et al. (2015) define marketing capability as “a bundle of interrelated routines, processes, or skills
firms engage in specified marketing related activities” (p.5). Grant (1996) suggests that marketing
capabilities serve as a firm’s know-how deployment capabilities which provide the means to achieve
performance outcome. As EO is a strategic posture (Covin and Slevin, 1989) or attitude developed by
managers toward entrepreneurship, marketing capability can be seen as a means by which managers
implement EO. We argue that the effectiveness and value of EO depends on how firms deploy their
marketing activities. Specifically, we suggest that marketing capability could enhance the effect of EO
on performance as expressed in the following hypothesis:

H1: Marketing capability mediates the relationship between EO and performance

Though marketing capability is crucial to achieve superior performance (e.g., Vorhies and
Morgan, 2005), firms need complementary marketing resources to achieve performance outcomes.
Marketing resources are assets related to marketing such as product reputation, brand equity, customer
service reputation and financial resources allocated for marketing purposes (Sok et al., 2015). Our
study builds on work by O’Cass et al. (2015) and Sok et al., (2015) in conceptualizing marketing
resource and marketing capability as integrated mechanisms necessary in delivering above normal
performance. The resource-capability complementarity approach posits that firms can achieve
performance outcome by identifying and acquiring resources that are critical to the development of
superior products and using such products to capture and retain customers (O’Cass et al., 2015). Thus,
although resources are important, they are insufficient to drive performance (Murray, Gao and Kotabe,
2011). To achieve superior performance, firms need to leverage their resources by deploying them
(Teece, 2007). However, because resources cannot be deployed without the aligned capability, O’Cass



et al. (2015) state that higher than normal performance outcomes “come from the creation of
synergistic configurations of the marketing resources and their deployment” (p.195). This discussion
suggests that resource-rich firms who lack the means to deploy them will be at a disadvantage just as
firms with high deployment capabilities but lacking in resources will be at a disadvantage against
firms with superior resources and capabilities (Sok and O’Cass, 2011). Our study draws on the
theoretical contentions proposed by the resource-capability complementarity literature by arguing that
the mediated relationship between EO and performance will be stronger when marketing resources is
high than when it is low as expressed in the following hypothesis:

H2: Marketing resources will moderate the strength of the mediated relationship between
EO and performance, such that the mediated relationship will be stronger when
marketing resources is high than when it is low.

3.0 Methodology

The research sample was derived from an online survey issued to 5,272 owner-managers of small
service firms in Australia. We focus on small service firms because 84% of the total number of
Australian small business is in the services sector (DIISRT, 2012). Of the 5,271 surveys issued, a total
of 469 responses were obtained (9% response rate). Marketing resources was measured using the 8-
item scale adapted and refined from Coviello, Winklhofer and Hamilton (2006). Marketing capability
was measured using 8-item scale adapted and refined from Chen, Greene and Crick (1998).
Entrepreneurial orientation was measured using 18-item scale adopted from Khandwalla (1977),
Miller (1983), Covin and Slevin (1986, 1989a), and Covin and Covin (1990). Performance was
measured using the 5-item scale adapted from Coviello et al. (2006) and Morgan et al. (2009). A
seven-point rating scale was used to capture responses to all items measuring the variables. The use of
subjective performance measures has been widely used in studies of small business (i.e. O’Cass and
Sok, 2013). In this study, the most senior manager or owner of each firm was the specific respondent
chosen as their perceptions of success or failure is argued to provide reliable responses (O’Cass and
Sok, 2013). Control variables including firm age, firm size, and industry type were coded using
dummy variables.

4.0 Analysis and results

The factor loading of all items was relative high (Bagozzi and Yi, 1988) and the average variance
extracted (AVE) of all constructs exceeded Fornell and Larcker’s (1981) recommendation of .50 thus
providing support for convergent validity (Bagozzi and Yi, 1998). The composite reliability of all
constructs was also higher than the recommended level of .70 (Nunnally, 1978), providing support that
our measures were reliable. In addition, the square roots of the AVE of all constructs were consistently
greater than the off-diagonal correlations, providing support for discriminant validity (Fornell and
Larcker, 1981). We adopted the procedure recommended by Baron and Kenny (1986) to test our
mediation hypothesis (H1) in which four conditions need to be met: (1) the effect of independent
variable on dependent variable must be significant; (2) the effect of independent variable on mediating
variable must be significant; (3) the effect of mediating variable on dependent variable must be
significant; and (4) when the mediating variable is included in the model, the effect of independent
variable on the dependent variable must become insignificant for full mediation or reduce in size for
partial mediation. The results show that the effect of EO on performance (B =.45, t = 11.03) and
marketing capability (B = .52, t = 13.23) are significant, thus satisfying the first and second condition
for mediation. Marketing capability was also found to have a significant effect on performance ( =
A48, t = 11.88), thus satisfying the third condition. The results also show that when marketing
capability is included in the model, the effect of EO on performance becomes weaker (B = .45, t =
11.03 vs B = .27, t = 6.09), thus satisfying the fourth condition for partial mediation. Consequently,
hypothesis 1 is supported.

We adopted the procedure recommended by Preacher et al. (2007) to test our moderated-
mediation (H2) in which four conditions need to be met: (1) the effect of independent variable on
dependent variable is significant; (2) the effect of the interaction between independent variable and



moderating variable on mediating variable is significant; (3) the effect of mediating variable on
dependent variable is significant; and (4) different conditional indirect effect of independent variable
on dependent variable via mediating variable at different levels of moderating variable. The results
show that the effect of EO on performance is significant (B = .45, t = 11.03), thus satisfying the first
condition. The results also show that the interaction between EO and marketing resources has a
significant effect on marketing capability (B = .11, t = 2.85), thus satisfying the second condition.
Marketing capability was also found to have a significant effect on performance ( = .48, t = 11.88),
thus satisfying the third condition. The statistical significance test recommended by Preacher et al.
(2007) was adopted to examine the fourth condition. Specifically, the bootstrapping procedure was
employed to gain further insight into how the indirect effect of EO on performance through marketing
capability differs at low (one standard deviation below the mean score) and high (one standard
deviation above the mean score) levels of marketing resources. A statistically significant indirect
effect is evident when the 95% upper and lower bound confidence intervals do not contain zero
(Preacher et al. 2007). The results show that the indirect effect of EO on performance via marketing
capability is weaker at low level of marketing resources (LLCI = .022, ULCI = .132; 7 = 2.381) than at
high level of marketing resources (LLCI = .093, ULCI = .219; 7 = 4.132), thus satisfying the fourth
condition. Consequently, hypothesis 2 is supported.

5.0 Discussion, Limitations, and Guidelines

Drawing on the RBV and resource-capability complementarity literature as our theoretical basis,
we focused on small service firms and examined how functional areas influence the EO—performance
relationship within small service firms. Our study provides a theoretical case and empirical support
that demonstrates the specific relationship between EO, marketing resources, their deployment and
how these relationships drive firm performance. Our moderated-mediation model (Baron and Kenny,
1986, Preacher et al. 2007) shows that while marketing capability mediates the EO — performance
relationship, marketing resources moderate the strength of the mediated relationship. Our moderated-
mediation model confirms Wiklund and Shepherd’s (2005) suggestion that the EO-performance
relationship is “more complex than a simple main-effects-only relationship” (p.73). Our joint
examination of the mediating mechanism of marketing capability and the moderating effect of
marketing resources on this mediated relationship offers a wider picture of the EO-performance
relationship. This moderated-mediation also diverges from prior studies that have either examined
moderating effects or mediating effects on EO — performance by incorporating both moderating and
mediating effects in a single model to unpack the EO — performance. We acknowledge limitations
associated with the use of the self-report performance measure. Even though we carefully constructed
our measures to account for this issue, future research may seek objective performance indicators to
test the robustness of our findings. We also acknowledge limitations associated with common method
bias inherent in cross-sectional designs. Our moderated mediation model could be expanded to
examine the role of the marketing function in conjunction with leadership behaviours.
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