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Internal-Market Orientation: A Misconceived Aspect of Marketing Theory

INTRODUCTION
The established relationship between the customer’s Perceived level of Service Quality (PSQ) and the

customer’ s subseguent behavior explains the significance attached to the former and the companies’ effort to
improve how their customers perceive the quality of their services. To do so, companies try to improve their
ability to deliver value to their customers. Since the early 1990’ s the research stream on Market Orientation
(MO) has been tackling conceptually and empirically this issue. Eighteen years of investigation show that
adopting MO helps companies to improve the level of customer’s PSQ since the adoption of MO alows the
company to align with the needs of the customer by developing the necessary knowledge, skills and

procedures that are required to serve these needs.

Nonetheless, the adoption of MO has certain implications for the company’s structure (Pelham and
Wilson 1996) and processes (Ruekert 1992), which make the adoption effort a complex task. For instance,
the study by Ruekert (1992) shows how the employee recruiting, training and remuneration processes
influence the company’s success in developing a MO. More recent studies (Conduit and Mavondo 2001,

Harris 2002, Harris and Ogbonna 2000) have also come to similar conclusions.

The 2004 AMA'’s revised definition of marketing defines marketing as the effort to deliver value to the
customer in ways that benefit the organization and the organization's stakeholders. Thus marketing has
become accountable for simultaneously catering the needs of both the customer and various company
stakeholders. According to the relationship marketing paradigm (e.g. Gronroos 1983, Gummesson 1987),
the company’ s employees are a significant group of stakeholders because they influence the value customers
receive directly or indirectly. Thus considering and meeting the needs of the employees can improve the
customer value generation efforts and, also, coincides with the revised definition by AMA. This calls for
marketing techniques applied internally (Berry et a. 1976, Gronroos 1981, Rafiq and Ahmed 1993) aiming
to improve customer perceived service quality through improved employee job satisfaction (Snipes et a.
2005, Wangenheim et al. 2007,). Hence, employee job satisfaction poses the intermediate objective of an
internal marketing program (Grénroos 1981), while customer satisfaction remains the end-goal (Gronroos

1983).



Nevertheless, the development and the antecedents of internal marketing programs effectiveness remain
puzzling. Recent studies show that developing an Internal-Market Orientation (IMO) towards satisfying
employees needs (Gounaris 2006, Lings 2004, Lings and Greenley 2005) precedes the effective
implementation of internal marketing. According to these studies, the IMO concept reflects a system of
values that guide the company’s behavior towards its employees, while the end-goal aways remains to
improve customer value. Conseguently, it would appear that IMO falls under the same umbrella with MO,
that of marketing philosophy (McGee and Spiro 1988) but in a broadened context in order to incorporate the
values of satisfying employees’ needs, as well as the needs of the customers. Yet, this broadened view of

marketing philosophy has received no empirical examination.

Thus, the purpose of this manuscript is to suggest an integrated conceptual framework for examining
this broadened view of the marketing philosophy and examine the consequences for customer and employee
perceived value as well as customer perceived service qudity. Through the investigation of these
relationships, this manuscript seeks to make a contribution in three ways. Firstly, the study attempts to
empirically examine the scope of a broadened view of the marketing philosophy, one that focuses on two
markets (the customers and the employees) simultaneously. Answering this question allows to justify the
rational for internal marketing programs. A second contribution is derived by revealing an important barrier
customer-value generation: the lack of focus on the needs of the company’s employees. Findly, if MO and
IMO jointly represent two elements of the marketing philosophy and jointly influence the value the company
offers, then there is a need to integrate the marketing and the human resources function. Thus, the third
contribution of the study is derived from providing the empirica findings regarding the joint effect of MO
and IMO on the company’s value generation efforts and the need to start considering the integration of the

marketing and human resources functions within a broader marketing strategy perspective.

We have organized the rest of the manuscript asfollows. First, we present the theoretical background
underlying this study. Then, based on relevant literature review, we develop the conceptual framework of
the study and we build specific research hypotheses. The methodology of the study follows. The data
analysis, the discussion and the limitations along with directions for future research are the last three parts of

the manuscript.



LITERATURE REVIEW, CONCEPTUAL FRAMEWORK AND RESEARCH HYPOTHESES
The Notion of Customer Value

Given the centrality of value for marketing, it is strange to note that the term customer value has still
many meanings (Woodall 2003), while different authors offer different definitions of customer value (CV).
For instance, some simple definitions (e.g., Heard 1993) refer to CV as being what customers get (benefits,

quality, worth, utility) from the purchase and use of a product versus what they pay (price, costs, sacrifices).

Holbrook (2005, p. 46) offers a different definition in order to capture some of the key characteristics of
value. These include: it is perceived uniquely by individual customers; it is conditional or contextua
(depending on the individual, situation, or product); it is relative (in comparison to known or imagined
aternatives); and it is dynamic (changing within individual customers over time). Consequently, Holbrook
defines value as the interactive, rdativistic preference and experience of the customer. This definition isin
line with the AMA’s definition of marketing since, the relativistic preference for a specific product that
Holbrook uses in defining CV, implies superiority of the product over competing offerings. Thus, for the

purposes of this study we approach CV according to the definition of Holbrook (2005).

Market Orientation and Customer Value Generation

Following from the above definition of CV, understanding the needs of the customer and devel oping the
skills required to actually meet these needs, are two significant antecedents of CV generation. In the
marketing literature, these two prerequisites are referred to as “ developing a Market Orientation” (Kohli and

Jaworski 1990, Narver and Slater 1990).

The notion of MO captures the behavioral consequences of adopting the marketing philosophy. While
the interpretations of MO are numerous' (e.g. Deshpandé et al. 1993; Kohli and Jaworski 1990; Narver and
Slater 1990), all share a similar focus on (@) specific information related activities regarding customers and
competitors, particularly information acquisition and information distribution, and (b) the ability to respond
to this information by designing and implementing the company’s marketing effort in a manner that will
allow the company to actually ddiver value to specific, targeted, customers (Gray et al. 1998). Hence, the

company’s ability to deliver CV appears to be a function of whether the company has or has not adopted a

! Like with many other constructsin marketing, Market Orientation is frequently used interchangeably with marketing orientation
and marketing philosophy adding unnecessary confusion and complexity. McGee and Spiro (1988) have offered however a helpful
clarification: Marketing Philosophy represents the broad umbrella that can be considered to govern the life of the company; Market
Orientation is the recognized way of operating within the governing philosophy; and Marketing Orientation (or marketing practice) is
the implementation of specific actions within the broader framework that a concept defines
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market-oriented behavior promote. Through MO adoption companies seek and attempt to coordinate, and
eventually integrate, the marketing with the R&D and the production (operations in the case of services)
functions, in order to improve the company’ s degree of responsiveness to the needs of the customer and CV
generation (for a detailed discussion see Kahn 2001). Thus, the more market-oriented the company’s

functioning is, the higher the company’ s ability to deliver value for the customer.

Internal Marketing and Customer Value Generation

Gummesson (1994) argues that moving from a dominant internal focus, which Levitt described as
marketing myopia (1960), to a predominant external focus, that MO seems to imply, manifests a “service
marketing myopia’ (Gummesson 1998) since the company’s ability to generate value for the customer
requires a balanced strategic thinking of both the external and the internal company environment (Piercy
1995). In market oriented firms it remains doubtful whether employees’ awareness of the importance of
customer, if left unmanaged, will produce behavior change and enhanced performance at the customer

interface (Piercy et a. 2002).

Various researchers have considered the influence of employees satisfaction with their working
conditions on customer’s perceived quality and perceived value. Research in the banking sector (Yoon et al.
2001), the restaurants and hotels sectors (Hartline and Ferrell 1996, Karatepe et al. 2004), as well asin the
retail sector (Schneider et a. 2005), has shown that greater levels of employee job satisfaction lead to higher
levels of customer perceived service quality. The rationale for this relationship grounds on the reflection that
the amount of the employee’s job effort has on the customer’s perception of service quality (Blau, 1993,
Brown and Leigh 1996, Gardner et a. 1989): satisfied employees are more likely to put more effort in
serving the customer (Locke and Latham, 1990; Wesatherly and Tansik, 1993). This, in turn, results in
improved levels of customer perceived service quality (Bitner 1990). Thus, an internal marketing program
represents a marketing strategy focusing satisfying the needs of employees (internal customers) so that,

eventually, the company’ s service and customer related objectives can be met (Berry et a. 1976).

Thirty years of investigation of the principles, scope and application of marketing internal have
produced the following findings (cf. Foreman and Money 1995, Gronroos 1981, Naude et a. 2003): The
principles of applying marketing internally mirror those of applying marketing externally; the application of
marketing internally helps employees (front-desk and back-office alike) to meet their needs; the scope of

internal marketing is externally oriented because it complements the company’s overall marketing strategy
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regarding (a) what customers to target and (b) what service promises to make, given the company’s

employees skills and willingness to serve the customer.

Hence the practice of marketing internally is subject to the same principles that influence the application
of marketing externally (Berry et al. 1976). Thus, adopting an Internal-Market Orientation (e.g. Gounaris
2006, Lings 2004) is critical to the successful application of marketing internally, much in the same manner
that adopting MO is critical to the application of marketing externally. More importantly Interna-Market
Crientation (IMO) has a clear objective, to improve the value for the customer, just like MO, but it is

different from the latter because it seeks to do so by catering for the needs of the company’ s employees.

A Broadened Per spective of the Marketing Philosophy Notion

Although Marketing Philosophy is a well established notion, pursuing the investigation of a broadened
view warrants a brief discussion of the nature and essence of the Marketing Philosophy as well as the scope
for its broadening. Marketing philosophy has evolved from the earlier Product and Selling views of
deploying the business activities. The former mainly holds that, in designing a product, the company knows
better than the consumer what will or will not work. The Selling Philosophy, on the other hand, holds that
when supply shortage does no more represent the sovereign condition in the market, it is merely adequate to
employ marketing techniques, such as advertising and personal selling in order to overcome the gap between
the consumer’ s own understanding of his/her needs and the company’ s management perception of what these

needs are.

The marketing philosophy emanates from a different perspective. The customer knows best what is of
value to him/her. Hence, the company has to monitor the customer’s needs and ensure that outperforms
competition in serving the needs of the customer, while safeguarding its own profitability. This fundamental
system of values that comprise the marketing philosophy are reflected upon specific behaviors that various
authors have described as the concept of MO, which they suggest as a proxy indication of marketing

philosophy adoption (e.g. Kohli and Jaworski 1990, Narver and Slater 1990).

In fact, the research paradigm of MO is based on these studies. The goals of this paradigm, briefly are to
1) study the extent to which companies adopt the marketing philosophy, 2) examine the conditions under
which a company adopts or not the marketing philosophy and 3) investigate the relationship between the
adoption of the marketing philosophy with various other business practices, such as new product

development, sales personnel management and so on. In pursuing these research objectives, the MO
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research paradigm has been relaying on the idea that three core values constitute the notion of the marketing
philosophy: i- focus on understanding the needs of the customer from the customer’s perspective, ii-
coordination of the company’s procedures in order to align the company with the needs of the customer and
iii- generation of value for the customer through the company’s products and services (Narver and Slater

1990, Kohli and Jaworski 1990, Gray et al. 1988, Golfetto and Gibbert 2006).

Interestingly enough, while pursuing these main research issues, the redlization that the company’s
employees, particularly in service organizations, condition the company’s ability to generate value for the
customer has been systematically reported (Harris 2002, Harris and Ogbonna 200, Piercy 1999, Piercy et al.
2002, Schmit and Allsched 1995). When employees see no clear benefits for them, or fed threatened by the
company’s effort to focus on customers' needs they have the power to weaken or eliminate the company’s

effort to generate value for the customer.

While it may be possible to argue that generating value for the employee is merely an antecedent to the
company’s ability to offer value for the customer, under the relationship marketing perspective thisis hardly
the case. In addition to the customers, the company’s employees represent a significant internal market
(Gronroos 1981). Catering for the needs of this internal market becomes thus an important task for the
function of marketing (Payne et a. 1988). Thus developing and offering value for the employees can be
considered as part of a broadened perspective of the marketing philosophy. The effort to generate value for
both the customers and the employees (Simberova, 2007) is at the core of this broadened view of the
marketing philosophy notion. Consequently, the “broadened” view of the marketing philosophy is
comprised of two concepts: MO (focusing on the value the company generates for the customer) and IMO
(focusing on the value the company generates for the employee). The two concepts interrelate in reflecting a
“broadened” view of marketing philosophy which represents a second order construct that Piercy (1995) has
referred to as “a balanced centricity”, which translates in delivering value for both customers and employees
simultaneously (Simberovéa, 2007).

CONCEPTUAL FRAMEWORK AND RESEARCH HYPOTHESES

Having presented the theoretical arguments underlying this study, it is possible to introduce a conceptual

framework in order to examine the influence of this broadened view on the variables of interest in this study.

Figure depicts this conceptual framework. According to Figure 1, the first research hypothesis examined in



this study investigates the relationship between the notions of IMO and MO in deriving the broadened view

of marketing philosophy.
INSERT FIGURE 1 AROUND HERE

MO aone, as a concept, istoo limited as a foundation for the marketing philosophy, and, consequently,
the possibility to implement the marketing philosophy remains partial (Gummesson 2008). Shaping up the
structure, culture, processes and metrics of an organization can improve the company’ s responsiveness to the
needs of the customer and the organization’s ability to implement the philosophy of marketing (Shah et al.
2006). Nonetheless, al these strategies have aready been addressed but have failed to produce the expected
results, allowing thus considerable scope for questioning whether focusing only on the needs of the customer
can fit the foundational credo of the marketing philosophy: securing the interests of multiple parties

(Gummesson 2008), such as the company’ s employees.

Therefore the management has to consider an additional, second, element of marketing philosophy, one
that focuses on the company’'s employees. The rationae for this lays on the prevailing view that
organizational culture consists of four distinguishable but interrelated components. shared basic values,
behavioral norms, different types of artifacts, and behaviors (cf. Deshpandé and Webster 1989, Hofstede et
al. 1990, Schein 1984), with shared values forming the basis for the development of these norms, which
legitimate specific behaviors. The theory of organizationa behavior (Katz and Kahn 1978, p. 43) underlies
this structure and explains how organizational members are driven by the norms prescribing and sanctioning

these behaviors and the values in which the norms are embedded.

If, for example, the members of an organization share the value of openness of internal communication,
a specific norm related to that value is the openness of market-related internal communication (Homburg and
Pflesser 2000). This alows customer- and market-related information exchanges between different
organizational functions and, consequently, improves the company’s responsiveness to the needs of the
customer. Thus, when workplace values produce norms and behaviors that are intrinsically motivating and

supportive for the employees influence the employee’ s willingness to serve customers (Paulin et al. 2006).

Hence it becomes clear that, since the company’s employees are an important determinant of the
customer’s perception of the value (s)he gets from the company, adopting IMO alows the company to
implement the required internal marketing programs that improve the company’s ability to deliver value for

the employees, through which the value the company offers to the customer aso improves (Hartline and
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Ferrell 1996, Karatepe et al. 2004, Schneider et al. 2005, Yoon et a. 2001). On these grounds we investigate

the following hypothesis:

H1: The concepts of IMO and MO jointly reflect the company’s adoption of a broadened view of

mar keting philosophy that helps generating value for both customers and employees simultaneoudly.

The next hypothesis captures the impact of the broadened marketing philosophy on employee perceived
value. Employee perceived value, as a notion, follows the same principles with customer’s vaue
perceptions: it is perceived uniquely by individua employees; it is conditional or contextual, depending on
the individua and the work situation; it is relative, in comparison to known or imagined alternatives; and it is

dynamic, changing within individual employees over time (Ulaga 2003).

With regards to the influence of the broadened marketing philosophy adoption on perceived employee
value, the Fit theory (Chatman 1991; Nadler and Tushman 1980) and the contingency perspective (Dewar
and Werbel 1979) provide the required theoretical grounds. Employees try to choose vocations and careers
in order to fit their own personalities with their career (Super 1953) because this enhances the benefits they
perceive from their employment (Nadler and Tushman 1980). In other words, people tend to look for jobs
with such characteristics that match their needs and wants in order to derive satisfaction from their jobs
(Paulin et a. 2006), albeit not always successfully. But even when they succeed to get such jobs, the
company’s objectives change as markets change. Therefore, jobs and working conditions ater accordingly
(Child 1974). Consequently, employees may find themselves in a miss-fit situation: their job description and
conditions do not meet their needs any more. This decreases the perceived value they receive in exchange for

the employment they offer.

A company that has adopted a broadened view of the marketing philosophy and, along with the MO, has
developed a strong IMO will seek to rectify such situations and recover perceived employee value. Such
companies will monitor the employees values and needs, stimulate and facilitate the communication
between employees and their direct supervisors, as well as the communication between supervisors, and
eventually be more responsive to the individua needs of the employees. This is reflected upon job
descriptions, degree of empowerment, delegation and participation in decision making that such companies
alow for their employees in order to improve the value they offer to the employees (Schneider et al. 1994).

On these grounds we investigate the following hypothesis:



H2: Adopting a broadened view of marketing philosophy will result in greater perceived employee

value

Adopting a broadened view of the marketing philosophy though does not compromise the effort to
generate value for the customer. Quite the opposite since, one direct consequence is the positive influence on
customer perceived service quality. MO adoption, one of the two constructs that comprise the broadened
view of the marketing philosophy, describes the set of processes that enable the firm to learn (Dickson 1996)
how to use specific marketing capabilities more effectively (Celuch et a. 2002) in order to serve the needs of
the customer in a manner superior than competition and improve organizational performance (Day 1994,
Kohli and Jaworski 1990, Narver and Slater 1990). By investing in actions, such as market research and
complains management, the company derives a clearer understanding of the customer’ s needs and the utility
the customer expects from the service the company offers (Berry and Parasuraman 1994; Tax and Brown
1998). Effectively and promptly aligning the company’s services accordingly requires (a) coordination
between all the organizationa functions that, directly or indirectly, influence the customer’'s service
experience and (b) using existing corporate knowledge for handling customer’ s service demands, regardiess
whether these demands are normal (falling within the company’s standardized operational procedures) or

exceptional (Dobni 2002).

Consequently, the adoption of the broadened marketing philosophy has a direct effect on customer
perceived quality because of the MO element, one of the two key notions that comprise the marketing
philosophy. Day (1994) points out that market sensing, manifested through systematically gathering,
interpreting, and using market information, and customer linking are two distinctive capabilities of the
market driven organization. Market oriented service firms take various steps to make sure that they provide
adequate services to their customers and meet their expectations and. therefore, premium perceived service
quality is the outcome of market-oriented service firms. Caruana et al. (2003) investigate this MO — Service
Performance link in more depth and report on the strength of the MO — quality relation, under the caveat that
the company has ensured customer service reliability by eliminating fluctuations in quality. On these

grounds we examine the following hypothesis:

H3: Adopting a broadened view of marketing philosophy will result in greater customer perceived

service quality.



Another direct influence on customer perceived quality that it is possible to identify is the one stemming
from the employee’ s perceived value. Thisdirect effect of perceived employee value on customer perceived
quality grounds on many empirical studies that substantiate why delivering employees a surplus of perceived
benefits in exchange for the labor they offer affects the customer’s perception of service quality (e.g.
Hartline and Ferrell 1996, Karatepe et a. 2004, Schneider et a. 2005, Yoon et al. 2001). The underlying
principle behind this direct effect is that employees efforts are an integral part of the total experience
customers receive from the service organization (Bitner 1990, Blau, 1993, Brown and Leigh 1996, Gardner
et al., 1989), even when the service is not labor intensive. Thus when employees are satisfied this trandates

into improved job performance which leads to improved perceived quality.

The theory underlying this is can be found in Bagozzi’s (1992) model regarding the formation and the
relationships between attitudes, intentions and behavior. Employees service intentions are a function of the
employees emotional response to the company’s internal conditions and the support they perceive they
receive from managers, supervisors (Schmit and Allsched 1995) and co-workers (Paulin et al. 2006). Also,
employees make attributions of the company’s internal practices and priorities and these lead to
organizational commitment (Nishii et al. 2008), particularly so when employees share a positive perception
regarding their working conditions. Consequently, when delivering a surplus of value to the company’s
employees, the latter become committed to the organization and more willing to put the extra effort to serve

customers better and deliver superior service quality. Hence, we investigate the next hypothesis:

H4: Improving perceived employee value will lead to increased levels of customer perceived

service quality.

When it comes to the influence of the broadened marketing philosophy on customer value, it has to be
noted that, in general, the idea that a company has to satisfy the needs of different stake holders in order to
ensure its viability isnot new (e.g. Payne, et a. 1998). Yet, customers are still the key group of stake holders
whose needs come on the top of the company’s agenda (Wengler, Ehret and Saab 2006) and a major

company objective isto satisfy the needs of the customer in order to deliver customer value.

The extant empirical work on market orientation offers a wide ground of evidence regarding the
influence of market-orientation on customer value (e.g. Golfetto and Gibbert 2006, Guenzia and Troilo 2007,
Reynolds 1991, Slater and Stanley 1994, Tuominen, Rgala and MO 2004). In short, ensuring that

information regarding the needs of the customer flows throught the organization helps the company to adjust
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its output accordingly, provided that the management has warranted the presence of the necessary skills
required to become responsive to the needs of the customer (Kohli and Jaworski 1990, Morgan, Katsikeas

and Appiah-Adu 1998, Woodruff 1997).

Moreover, within the context of the broadened marketing philosophy the company’ s orientation towards
the needs of the internal (employee) market is equally important in delivering value to the customer
(Hallowell, Schlesinger and Zornitsky 1996, Lings 1999, Piercy 1999). The arguments regarding the
importance of the company’s internal market in delivering customer value are equally compelling (e.g.
Barnes, Fox and Morris 2004, Gounaris 2008, Piercy 1995, Simberova 2007). When the company’s
employees perceive they receive value from their employer they become committed to the organization and
are more willing to put the extra effort to serve customers better and deliver superior service. This enhances
further the value the company can generate for the customers as a result of adopting a broadened marketing

philosophy. On these grounds, we investigate the following hypothesis:

H5: Adopting a broadened view of the marketing philosophy will result in greater customer

per ceived value

The last hypothesis investigates the influence of perceived service quality on perceived customer value.
The model suggested by Parasuraman et al. (1985) and the disconfirmation paradigm, is a valuable paradigm
in explaining variations in quality perceptions and serves as the theoretical basis for H6. According to this
well established paradigm, the customer’s evaluation of the company’s quality is a function of what the
customers expect from the company vis-a-vis the customer perception of what the company actually has
delivered. Chen’s (2008) study in the transportation industry examines the structural relationships between
perceived value and quality and the findings show that perceived CV is the consequence of the customer’s
perception of the service quality the company has delivered. Hartline and Jones (1996, p.210) describe the
structural relationships between percelved service quality, the customer’s perception of value and the
customer’s intention to recommend the service provider. According to their findings (p.212) it is clear that

perceived quality influences the value the customer perceives that receives by the service provider.

While this view treats service quality as an attribute that only the customer, extrinsically, determines
(Waker et a. 2006), it is the prevailing view of marketing since, closing the (potentia) gaps between
customer’s quality expectation and what the service organization actually offers (Parasuraman et al. 1985)

leads to improved perceptions of service quality, which in turn the customer transates into value since
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increasing perceived quality augments the benefits the customer receives from the supplier (Gronroos and

Ravald 1996). On these grounds we examine the following hypothesis:
H6: Improving perceived service quality will lead to increased levels of customer perceived value

METHOD

Sample and Data Collection

The context of this study is the B2B relation between financia services providers and their customers,
while the unit of analysis is the individua dyadic relationship between the service providers and their
customers (e.g. McFarland et a. 2006). Following the same approach also employed by Homburg and Stock
(2004), we asked corporate customers to identify their perception regarding the quality of the service they
receive and their perception of the value that the service provider offered them, while the financial-service

providers were surveyed regarding the rest of the variables included in the study.

The procedure to collect the data included several steps. First, a random sample of 1200 companies
from various sectors and with an annua turnover in excess of €5m was generated. The sample was
cautioudly split in three groups of 400 companies so that the profile (in terms of sector and company size) of
the companies in each group was as close as possible to the profile of the companies included in the other
two. The first group of 400 companies was then assigned to provide information in relation to their primary
bank, the second to their primary insurance company and the last in relation to their primary leasing
company. A cover letter explaining the purpose of the study along with the questionnaire used to assess the
customer related variables were sent to the company’s Financia Director (FD). The first question in the
guestionnaire asked the FD to identify the specific provider of financial services for which (s)he completed

the questionnaire.

In total 312 companies replied (response rate 26%). In receiving the questionnaires, we recorded the
date each questionnaire was received and also numerated each questionnaire in an increasing order. This
process alowed controlling for non-response bias through early and |ate respondents comparisons (ANOV A
test did not reveal dtatistical differences between earlier and later responses) and also developing a random
rule to decide which questionnaire to keep in the case two or more customers indicated the same financial -
services company (the rule was set to keep the first questionnaire we received). This procedure resulted in
197 usable questionnaires since the rest were eliminated because referred to a financial -services company
already mentioned by the first 197 questionnaires. These 197 usable questionnaires formed the sample of the

12



financial-services companies we approached. The Marketing Manager of each unit in the sample received a
guestionnaire and a cover letter explaining the purpose as well as the design of the study. Of the 197
guestionnaires we sent-out we received 127 usable ones (response rate about 65%) which were matched with
the questionnaires collected from their customers. To examine the hypotheses presented earlier in the

manuscript we use these 127 dyads.

M easur es

All constructs included in this research were measured using multi-item scales drawn from prior studies.
The response categories for each scale were anchored from 1 (Strongly disagree) to 7 (Strongly agree), with
the exception of the MO scale which used anchors of 1 =“Not at al” to 7 = “To an extreme extent”. In the

following paragraphs we offer a brief description of each measure.

Internal-Market Orientation. IMO was measured using the scale reported by Gounaris (2006), which
assesses the degree of IMO adoption based on the evaluation of the three components that comprise IMO: (1)
collect internal-market related intelligence that helps specify employees’ needs and expected value, (2)
establish internal communication between supervisors and subordinates and (3) respond to employees' needs
and expected value. Ten sub-dimensions, which consist of 43 items in total, reflect at a higher level these
three components of IMO. Table Al in the Appendix summarizes the results of the confirmatory factor
analysis we performed in order to examine the dimensionality, the convergent, the discriminant validity and

the composite reliability index (Brunner and SUf3 2005) of the measure.

Market Orientation. MO was assessed based on the work of Jaworski and Kohli (1993) but following
the conceptualization suggested by Gray et al. (1998), who report that breaking the “Response to
Intelligence” dimension in two separate dimensions, namely “Response Design” and “Response
Implementation” derives a better measure of MO adoption. In order to derive the measure for each
dimension, we ran CFA (see table A2 in the Appendix) which produced a reasonable fit. Each dimension
was also assessed for internal consistency using Cronbach's alpha coefficient (also reported in table A2).
The scales were also examined for convergent and discriminant validity using again the process described by
Fornell and Larcker (1981). Having considered these psychometric properties, we developed summative

constructs for each of the four dimensions.

Perceived Customer Value. The measure relies on the suggestions of Holbrook’s work (1996, 2005)

and the studies by Dodds et al. (1991) and Sweeney et d. (1997). The measure we employed comprised of
13



three items reflecting perceived CV as a function of customer’s needs coverage, cost and sense of security

vis-a-vis competitive services.

Perceived Employee Value. Regarding the measure of perceived EV, this was based on the
suggestions of Vora (2004) in order to reflect employees’ perceived recognition by supervisors, total income
fairness, development and participation vis-a-vis the ability of each individual employee to find a better job

in a competitor employer.

Perceived Service Quality. PSQ was measured using the scale (INDSERV) reported by Gounaris
(2005) since it appears to be more appropriate than SERVQUAL for assessing perceived service quality in
b2b services. Again, CFA was used in order to examine the psychometric attributes of INDSERV. Table A3

in the appendix is informative of thisanalysis.

Table | summarizes the correlations, covariances and the Cronbach’s apha coefficients among the key

variables of the Study

Insert Table! around Here

DATA ANALYSIS

In order to examine the first hypothesis we run a structural equation model (SEM) with MO and IMO,

the results of which are summarized in Tablell.

Insert Tablell around Here

As Table Il shows, the Average Variance Extracted (AVE) from both constructs is above 0,50
providing evidence of convergent validity while the quotient of AVE to the squared correlation between the
two congtructs is well above the unity, providing thus evidence of discriminant validity. Hence, we accept

H1 that IMO and MO reflect a broadened view of the marketing philosophy.

With regards to the rest of the hypotheses, we performed a second SEM following the conceptual
framework presented in Figure 1. Table Il presents the results from this second analysis. The results
confirm all our hypotheses. More specificaly, the analysis reveals a significant effect of the broadened
marketing philosophy upon both perceived employee value (0,41) and perceived service quality (0,22),
providing thus support for Hs 2 and 3. Similarly, perceived employee value also directly influences

customer perceived quality (0,38), offering support to H4, while the customer’s perception of value is
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directly influenced by the broadened marketing philosophy notion (0,43), which also supports H5. Finally,
the analysis shows a direct effect from customer perceived service quality to customer perceived value

(0,71), supporting thus H6.
Insert Tablelll around Here

Table IV is informative of the effects that the analysis reveals regarding the major endogenous
variables we examined. As Table Il shows, 62% of the total effect (0,69) of marketing philosophy on
customer value is direct while the remaining 38% comes indirectly (0,263). Of this indirect effect, some
42% (0,11) is attributed to the “marketing philosophy = perceived employee value - perceived service
quality - perceived customer value’ path. This finding is particularly important because it demonstrates a
significant moderation of employee perceived value on the impact of the broadened marketing philosophy
notion on customer perceived quality. The indirect (mediation) effect is 0,16 (see Table V). Using the
Aroian version of the Sobel test (Baron and Kenny 1986) we calculated the standard error of the moderation
effect (0,85) and the z-value (1,97), which indicated significance of the indirect effect at the 0,05 level. We

elaborate further this finding in the next section of the manuscript.
Insert Table!lV around Here

In addition, it is aso worth reporting that the model presented in Table Il explains a considerable
amount of the study’s key variables variance. Derived squared multiple correlation (SQM) from the model
presented in Table Il for Customer Value is 0.54; for Perceived Service Quality is 0.534; for Perceived
Employee Value is 0.67; and for IMO and MO SQM is 0.78 and 0.76 respectively. In other words, the model
presented in Table Il explains more than 50% of the variance in al key endogenous variables examined. The
next section of the manuscript elaborates in more detail these results and addresses the implications from

this study for both scholars and practitioners.

Finally, following the emerging consensus in structural equations modeling that researchers should
compare rival models (Bollen and Long, 1992) we investigated the two alternative models presented in
Figure A1 shown in the Appendix. Model al alows for only direct effects between the variables of the
study rendering thus Perceived Service Quality and Employee Vaue nomologically similar to their
antecedents (MO and IMO, which are allowed to enter the model separately). The comparison fit indices for

this model fall below the accepted values (CFI 0,88; TLI1 0,85; RMSEA 0,11). Model a2 allowsfor IMO and
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MO to correate while mediation effects (IMO—->Employee Value>Customer Value and MO—>Perceived
Service Quality >Customer Value) have aso been incorporated. Again, the second alternative model proved
inferior in explaining the data (CFI 0,85; TLI 0,81; RMSEA 0,12). Hence, the hypothesized model presented

in Figure proves superior to the two rival models that we examined.
DISCUSSION AND IMPLICATIONS

The revised definition of Marketing that AMA introduced in 2004 raises once again the importance of
various stakeholders in addition to the emphasis put in satisfying the needs of the customer. The relationship
marketing paradigm (cf. Grénroos 1997) has raised this concern quite some time now and the company’s
employees have been considered as one of the primary additional group of stakeholders that the company has
to look after. As a result, normative arguments regarding the need to develop a more balanced view of
marketing have already been put forward (e.g. Piercy 1995), opening thus the way for a broader view of the
marketing philosophy. Nevertheless, while various authors have implied the need for marketing to extend its
focus and address the need to generate value for additional company stakeholders, other than the customer,
(e.g. Berry 1981, Gronroos 1981), empirical evidence remains particularly slim (e.g. Hartline and Ferrell

1996) and lacks an integrated conceptualization.

This study has attempted to address the issue by investigating whether the concepts of market
orientation and internal-market orientation jointly reflect a broadened, more balanced, view of the marketing
philosophy notion. As our results would seem to suggest, although MO and IMO are distinct one from the
other, are interrelated and reflect a potential broadened view of marketing philosophy. Hence, one
significant contribution for scholars from this study is that the notion of marketing philosophy may in fact
represent the effort to generate value not only for the customers but also company stakeholders, such as the
employees. Because the company’s ability to generate value for the customers influences directly the
company’s sales revenue, customer value remains a primary objective. Nevertheless, under this broadened
view of marketing philosophy, it appears more appropriate to consider customers as primus inter pares: First
among equally significant stakeholders. One group of such alternative stakeholders are the company’s
employees, whose needs must also be satisfied and they, too, have to derive value from the company.
Consequently, our study extends the relationship marketing perspective (Payne et a. 1998) and lays the way
for a paradigm shift. The conceptualization and the practice of marketing breaks loose from the micro-

economic environment perspective and assumes a far more important scope, that of generating value by
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meeting the needs and expectations of diversified groups of stakeholders, such as the company’s customers

and the company’ s employees.

Another significant contribution for academia that stems from this study is the empirical support of the
extroverted nature of IMO adoption. Based on our findings, it would appear that the behaviors which reflect
the adoption of the principles that IMO promotes may, actualy, be an integral part of a broadened marketing
philosophy and the company’s commitment to generate and deliver value to the different company
stakeholders. As such, the broadened notion of marketing philosophy, along with al the concepts that
comprise it, are extroverted in nature. This conclusion, again, is in line with the relationship marketing
paradigm (Gronroos 1983, Gummesson 1999), which promotes the effort to generate value for the various
company stakeholders as the key role of the marketing function. Following this conclusion, it would appear
that considering the needs of additional stakeholders, such as and particularly the company’ s employees, and
satisfying them is an effort that demonstrates the openness of the company’s system and the company’s
ability to successfully interact with different markets, such as the interna market of the company’s

employees.

This, in turn, raises the issue of integrating the marketing and the human-resources functions. Insofar,
the focus of the marketing literature has been on the need to integrate the marketing function with the
production, the R&D or the sales functions. With manufactured goods this integration (Kohli and Jaworski
1990, Narver and Slater 1990) allows the company to produce products that enhance customer value
(O'Leary-Kelly and Flores 2002, Parente et al. 2002, Fornell et al. 1996). By contrast, the contribution of the
human resources function in the customer value generation effort, and consequently the need to integrate
human resource practices with those of the marketing function, has received little empirical examination in
the marketing literature (originally from the US cf. Berry et al. 1976, Berry 1987 and later from Europe e.g.
Gronroos 1981, Lings 2004, Rafiq and Ahmed 1993; 2003), failed to conspicuously raise the issue of the
marketing and human resources functions integration. As a result the functional responsibility for practicing
marketing internally as well as the appropriateness of viewing employees as (internal) customers has been
guestioned (Mudie 2003). Yet, the findings from this study, by demonstrating the mediating effect that
customer perceived quality has on the relationship between employee perceived value and customer
perceived value, highlight the need to cultivate and adopt an IMO as part of the marketing philosophy notion

and the necessity to promote and cultivate the integration between the functions of marketing and human
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resources. Consequently, our study empirically demonstrates a second, parallel, road to customer value
generation that goes through delivering value to the company’s employees and satisfying their needs. Thus,
the findings from this study help to open the discussion regarding the integration between these two
(marketing and human resources) functions, which will allow the company to improve such capabilities as
personnel selection, motivation, monitoring and training in relation to the company’s capabilities to deliver

customer value.

The practical implications from this study are also significant. An indication as to how management can
gain directions from this study becomes evident when the findings are considered in conjunction with the
competitive advantage concept. Service organizations seek to advance their competitive position by
improving their responsiveness to the needs of their customers because the MO research paradigm has
clearly established that by doing so they can enhance their market share and develop their profitability (Kohli
and Jaworski 1990). Thus, managers try to develop new services, re-engineer existing ones, smooth and
simplify the operations and the service delivery process as a means to improved customer experience and
responsiveness. Nevertheless, the intangibility of services makes services fairly easy to imitate (cf. Lovelock
2001). Consequently such efforts cannot secure the company’s long term competitive position, particularly
so if customers respond favorably. Competition can promptly replicate the company’s services and
operational procedures. By contrast, imitating employees encounter performance, willingness to serve,
ability to match the needs of the customer with the company’s offerings and flexibility when dealing with
customer demands are some of the personnel-specific capabilities that competition will find much harder to
copy. Thisisbecause developing and, more importantly, deploying these capabilitiesin order to improve the
customer’s perception of the company’s service quality is tightly related with delivering value to the
company’s employees, which in turn requires developing IMO as part of the broader marketing philosophy.
Hence practitioners need to maintain a balance between the company’s ability to meet the needs of the

customers with its ability to meet the needs of the employees.

Along thisline, practitioners may benefit from the “two-stage” process for MO development that Narver
et al. (1998) have suggested in developing a MO. Since IMO is part of the broader marketing philosophy,
the same process may aso apply. The “programmatic approach”, is the first stage and represents the
educational learning process required to develop IMO. This stage will include such actions as teaching of

the various “principles’ to achieve a critical level of understanding. In general, it consists of teaching
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employees and managers the nature and importance of internal-market orientation and the basic processes,
approaches, and skills of creating superior value for employees. The programmatic approach also includes
the teaching of how a business might change its structures and policies to better position itself as potential
employer. The “market-back approach” is the second stage of the IMO adoption process. During this stage,
the service organization adapts its processes, procedures, and structures based on its continuous learning
from its actual employee-value-creation performance. Assigning people to problem-solving contexts, both
current and new, is the key to learning and thereby, the key to changing and reinforcing the culture of an
organization that seeks to develop an IMO as part of the effort to adopt a broader view of the marketing
philosophy. The “market-back approach” represents an experiential learning process involving
experimentation with actions specific to the company’s internal market, which, eventually, modify the way a
company competes in meeting the needs of the customers and delivering value to both the customer and the

employee.

Another important practical implication from the study is that the marketing and the human resource
functions need to join efforts and integrate their actions under the marketing philosophy umbrella. Although
this is not a simple task, since it goes beyond internal processes re-engineering, the potential contribution
that each function can make in improving customer perceived quality, and consequently customer
satisfaction warrants the required effort. Towards this direction, the marketing function has to set the pace by
developing a clear customer service strategy and describe plainly the personnel specific requirements (in
terms of abilities and expertise) that are necessary given the company’s customer service strategy. The
marketing function has also to monitor personnel-related customer service performance deviations and assist
the human resources function in designing corrective actions. The latter, on the other hand, has to ensure a
systematic tracking of the company’s competitiveness as employer in order to sustain and attract those
employees that fit the company’s customer service strategy requirements. Also, the human resources
function has to design and implement the appropriate personnel-related policies that will meet employees
needs and also, when and if necessary, design the corrective actions that will help narrow the gap between

employee customer service performance and customer service marketing strategy objectives.
LIMITATIONSAND DIRECTIONS FOR FUTURE RESEARCH

The mgor limitations of this study pertain to the nature of the sample that deters from generalization and

the lack of objective data on company performance. Regarding the former, single industry samples alow the
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researcher to probe into the selected industry. The trade off here is that the researcher cannot draw
conclusions for other contexts without replication the study. Although this limitation does not severely
diminish the contribution of the study since, after all, there is no clear answer as to how many different
sections would be required before generalization becomes possible, it should be considered. On the other
hand, it represents a direction for future research, which is particularly welcome, towards examining the
relationships that this study reveals in other service contexts, both B2B and B2C. With regards to company
performance, this study has not considered the company’s ultimate financial performance and, particularly,
through objective data. Thisis an important limitation because, ultimately, increased customer and employee
perceived value should translate to improved company performance. Nevertheless, this aso does not
diminish the contribution of the study because the study’s main scope is to provide empirical evidence
regarding the necessity, or not, to treat the marketing philosophy as a broader notion. Having shown this,
future researchers may now wish to consider the impact of this broadened view of the marketing philosophy

on the company’ s financia performance.

Moreover, the focus of the study is on service organizations only. Considering the concept of IMO and
its relation with MO requires examining the possibility of broadening the marketing philosophy perspective
in the context of industries that the value generation effort is less employee-intensive. This is a significant
limitation because in service organizations employees influence directly and heavily the company’s ability to
meet customers expectations and perceived value. By contrast, this may not be entirely the case with
manufactured goods since customers derive significant value from the physical features of the product.
Hence the relationships that this study reveals may not necessarily stand or be equally strong in the case of

manufactured goods industries. Future research towards this direction is definitely required.

Another limitation from this study is the non-hierarchica research design. We lack data regarding the
supplier’s degree of IMO and MO adoption from the customer’s perspective. Based on our findings it is
clear that both constructs, as parts of the broader marketing philosophy notion, influence customer’s
perceived value. As such, both constructs are important for the customer. The main reason for not
considering the customer’ s perspective is that, for the most part, customers cannot answer the questions that
the existing instruments use. For instance, it is impossible for the customer to know whether “the impact on
groups of employees with common needs is evaluated before taking any action” or whether “customer

satisfaction data are regularly distributed to all departments’. Hence, a promising and useful direction for
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future researchers is to develop the required instruments that will measure the supplier’s degree of MO and

IMO adoption but from the customer’ s perspective.

Probing into the relationships between the concept of IMO and customer perceived quality and value, as
well as between the concept of MO and employee vaue is clearly another significant and strongly
recommended direction for future research. This study has shown how these two concepts jointly serve the
company’s effort to create value for both employees and customers. Nevertheless, by isolating the structure
of the relationships between IMO, MO and value generation efforts, future researchers may draw significant
conclusions, particularly for practitioners and their effort to improve the integration between the marketing
and the human resources functions. Moreover, since this study focuses primarily on the relationships
between key variables (such as perceived employee value and perceived customer quality), the possible
mediators of this relationship unavoidably are missed. Hence, future research is required in order to
investigate, for instance, the mediation that affective and calculative employee commitment towards the
company, employee job satisfaction and employee corporate-citizenship may have on the reationship
between employee’s perceived value and customer perceived quality. Investigating these (possible)
mediation effects is beyond the scope of this study but will, whatsoever, allow for a clearer insight regarding

the impact of IMO on customer perceived value.

Investigating the potentia for further broadening the scope of the marketing philosophy is yet another
interesting direction for future research. Clearly, employees are only one of the many likely stakeholders
who can benefit from a broadened view of marketing. Collaborators, lenders as well as the genera public
and the society represent a significant market in its own. Each of these stakeholders has direct or indirect
interests in the company and each of them seeks to satisfy specific needs. Hence future researchers may wish

to pursue this direction.

A find direction for future research is to examine the consequences of the marketing and the human
resources functions integration on the company’s overal marketing strategy. For instance, do customer-
targeting decisions relate with certain personnel related policies, such as hiring or training? In services, the
company’s employees are an important eement of the company’s marketing mix (Lovelock 2001). This
means, for instance, that coping with customers face -to- face requires certain skills an individual can acquire
but also certain persondity traits (Brown et a. 2002). Future research could attempt to match these

employee personality traits with specific strategic marketing objectives and derive a typology of the
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personality traits that service companies should look for among the employees they hire. In other words,
having evidence pointing to a broadened view of the marketing philosophy, an interesting next step would be
to examine how the practice of marketing and that of internal-marketing interrelate, both at the strategic and

the tactical levels.
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APPENDI X

Table Al: Assessment of the Internal-Market Orientation Measure through CFA.

Internal-Intelligence Generation Fit Statistics: CFI 0.97; TLI 0.95; RMSEA 0.08 x2: 41 d.f.: 21

Identification of Exchanges
of Value

Alpha 0,88

Awareness of Labor
Market

Alpha 0,80

AVE: 0,65 MaxCorr: 0,63
My company takes the time to understanding my needs.

My manager sees that we all meet regularly so that we have the
chance to say what we expect from the company.

At least once per year we complete a questionnaire regarding our
needs and wants about the company.

The management team seeks to find out what competitors do to
keep their employees satisfied.

My manager assesses my job satisfaction as an important part of
his/her job.

AVE: 0,66 MaxCorr: 0,63

My company stays aware of legal developments in the labor
market.

My company is aware of employment rates in our industry.
(unemployment)

My company is aware of jobs in other industries that could attract
employees away from this firm.

This company is systematically analyzing the working conditions of

employees working for the competition.

Internal Communication Fit Statistics: CFl 0.95; TLI 0.92; RMSEA 0.08 x2: 63 d.f:. 24

Internal Communication
with Employees

Alpha 0,70

Internal Communication
between Managers

Alpha 0,90

AVE: 0,64 MaxCorr: 0,57

My manager informs me in advance of any pending policy
changes.

My manager sincerely listens to me about problems | am having
doing with job.

My manager is sincerely concerned about my personal problems
that may affect my performance.

My manager is never too busy to talk with me when | need
him/her.

My manager discusses my assignments and objectives, and takes
the time to come to an agreement with me.

AVE: 0,69 MaxCorr: 0,57

The managers in this company meet regularly to discuss
subordinates’ problems and listen to what the other managers
have to say.

If an employee in this company is faced with a serious problem,
the managers from other departments will be informed of it
immediately.

This company encourages our managers to meet and discuss
issues concerning their subordinates.

Many times the solution to a problem | had came from a manager
from a different department, not from my direct manager.

Response Fit Statistics: CFl 0.95; TLI 0.94; RMSEA 0.07 x2: 265 d.f.: 29

Internal Segmentation

Alpha 0,93

AVE: 0,77 MaxCorr: 0,47

In my company employees are identified in groups based on our
individual characteristics and needs.

30

Ni

AVE/MaxCorr
0,76

0,90

0,72

0,71

0,81

AVE/MaxCorr

0,72

0,91

0,85

0,68

AVE/MaxCorr

0,87

0,44

0,66

0,95

0,77

AVE/MaxCorr

0,83

0,88

0,69

0,71

AVE/MaxCorr

0,91

Ni

1,028
0,58

0,81

0,52

0,50

0,66

1,050

0,52

0,83

0,72

0,46

1,120

0,76

0,19

0,44

0,90

0,59

1,206

0,69

0,77

0,48

0,50

1,628

0,83

€

0,43

0,21

0,50

0,21

0,32

0,49

0,36

0,22

0,23

0,39

0,12

0,46

0,40

0,24

0,40

0,53

0,11

0,04

0,52



Internal-segments
Targeting

Alpha 0,79

Job Description

Alpha 0,76

Remuneration

Alpha 0,86

Training

Alpha 0,79

Management Concern

Alpha 0,87

Before any policy change is introduced our individual needs are
considered in advance.

All employees are treated exactly the same. Individual needs are
ignored (r).

Our individual needs are systematically assessed in this company.

AVE: 0,74 MaxCorr: 0,47
Every important decision regarding human-resource policies is

always adapted to our individual needs.

Groups of employees having a common set of needs are taken
into consideration when deciding on specific human-resource
policies.

The impact on groups of employees with common needs is
evaluated before taking any action.

Human-resource related policies apply to everyone. Individual
needs are not considered (r)

AVE: 0,65 MaxCorr: 0,59

My job description allows me to satisfy my personal needs and
goals through my work.

Assignments are never given to me until my manager and | have
agreed that | can really do it.

The tasks | am assigned will help me advance my career with this
company.

My manager is required to justify my assignments and job
description with senior level management.

AVE: 0,60 MaxCorr: 0,46

When | do something extraordinary | know that | will receive some
financial bonus/reward.

My income and annual increases are not dependent on my
individual performance but on the company’s performance.

My income and the annual increases are very closely tied to my
qualifications and individual performance.

Everyone gets an annual bonus regardless of their performance (r)

My income and annual increases are similar to those with the
same qualifications working in this or any other industry.

AVE: 0,56 MaxCorr: 0,51

Training is directly related to the individual needs of each
employee. Large group training seminars are avoided when
possible (and given on topics that are needed).

A newly hired employee will have to find his own answers to the
requirements of the job. (r) Training is not offered.

Before the implementation of a major change in service
rules/operations/activities/policies, we always get significant
training regarding its impact on our daily activities and job
description.

When someone is moved from one department to another, the
new manager will personally train him/her for a pre-specified
period of time.

AVE: 0,72 MaxCorr: 0,56

Senior Management is very considerate of our individual needs
and makes policies that reflect it.

Senior management will spare no cost to satisfy the specific needs
of group of employees.

Senior Management is committed to solving our problems and
giving us the support necessary to complete our jobs.

Internal-Market Orientation Fit Statistics: CFl 0.97; TLI 0.96; RMSEA 0.06 x2: 41.5 df: 27
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0,69
AVE/MaxCorr

0,55

0,98
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0,23

0,21

1,104
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0,72

0,38
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0,81

0,83
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0,02
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0,13
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0,14
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0,47

0,30

0,13
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0,38

0,33

0,52

0,28

0,44

0,49
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Internal-Market Intelligence

Generation AVE:0,72 MaxCorr: 0,55 AVE/MaxCorr 1,314

Alpha 0,90 Identification of Exchanges of Value 0,83 0,69 0,30

Composite Reliability Index: 0,70 Develop Awareness of Labor Market 0,87 0,76 0,26

Internal Communication AVE: 0,69 MaxCorr: 0,61 AVE/MaxCorr 1,134

Alpha 0,86 Internal Communication with Employees 0,81 0,66 0,28

Composite Reliability Index: 0,71 Internal Communication between Managers 0,65 0,42 0,20

Response to Internal-Market

Intelligence AVE: 0,64 MaxCorr: 0,61 AVE/MaxCorr 1,044

Alpha: 0,70 Internal Segmentation 0,67 0,45 0,12

Composite Reliability Index: 0,75 Internal-segments Targeting 0,55 0,30 0,28
Job Description 0,73 0,53 0,26
Remuneration 0,42 0,18 0,31
Training 0,78 0,61 0,38
Management Concern 0,79 0,62 0,18

Abbreviations: AVE = Average Variance Extracted = X(standard Ioadings)2 / Z(standard loadings) 245 ej; Cng = Convergent Validity (AVE >
.50); Discriminant Validity = AVE/(MaxCorr) >1; MaxCorr = highest squared correlation between factor of interest and remaining factors.

Table A2: Assessment of the Market Orientation Measure through CFA.
MARKET ORIENTATION Fit Statistics CF10.92; TLI 0.91; RMSEA 0.08 x2: 209 d.f.: 38
2

ITEMS Ai A ei AVE/MaxCorr
Intelligence Generation AVE: 0,717 MaxCorr: 0,660 1,086
We do a lot of marketing research to assess customer

perceptions of our products/services 0,90 0,810 0,421

We are slow to detect changes in our customers’ preferences 0,88 0,774 0,205

We collect industry information on an informal basis 0,85 0,723 0,284

We regularly review likely effects on our customers by changes

of our business environment 0,72 0,518 0,207
Intelligence Dissemination AVE: 0,706 MaxCorr: 0,660 1,070
We regularly have inter-departmental meetings to discuss

market trends and developments 0,86 0,740 0,122

Our marketing people regularly discuss customer needs with

other departments 0,90 0,810 0,152

Customer satisfaction data are regularly distributed to all

departments 0,63 0,397 0,392

There is minimal communication between marketing and other

departments about market developments 0,54 0,292 0,303

When one department finds out something about a competitor

it often slow to alert the rest 0,86 0,740 0,271

Response Design AVE: 0,624 MaxCorr: 0,589 1,069
It takes us forever to decide how to respond to competitor’s

price changes 0,73 0,533 0,208

Somehow we tend to ignore changes to our customers’

product/service needs 0,85 0,723 0,310

Our business activities are driven more by technological

advances than by market research 0,35 0,122 0,360

The product/services we sell are determined more by internal

politics than market needs 0,72 0,518 0,260

Response Implementation AVE: 0,615 MaxCorr: 0,555 1,108
If a competitor launches a program targeted at our customers,

we react immediately 0,65 0,423 0,402

Customer complaints fall on “deaf ears” in this firm 0,42 0,176 0,388
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We are quick to respond to significant changes in our
competitors’ pricing 0,87 0,757 0,132

If we find out that customers are dissatisfied with the quality of
our products/services we take corrective action immediately 0,74 0,548 0,271

Abbreviations: AVE = Average Variance Extracted = X(standard Ioadings)2 / 2(standard loadings) 25 ej; Cng = Convergent Validity
(AVE > .50); Discriminant Validity = AVE/(MaxCorr) >1; MaxCorr = highest squared correlation between factor of interest and
remaining factors.

Table A3: Assessment of the INDSERV Measure through CFA.

Ni )\y,-z ej AVE/MaxCorr

INDSERYV Fit Statistics: CFl 0,93; TLI 0,91; RMSEA: 0,07; x2 279,32 df 162

POTENTIAL QUALITY AVE: 0,633 MaxCorr: 0,556 1,138
Offers Full Service 0,524 0,275 0,408

Has required personnel 0,648 0,420 0,130

Has required facilities 0,706 0,499 0,080

Has required management philosophy 0,503 0,253 0,220

SOFT PROCESS QUALITY AVE: 0,673 MaxCorr: 0,651 1,033
Accepted enthusiastically 0,719 0,517 0,434

Listen to our problems 0,807 0,651 0,085

Open to suggestions / ideas 0,692 0,479 0,345

Pleasant personality 0,809 0,654 0,421

Argue if necessary 0,956 0,914 0,349

Look after our interests 0,851 0,723 0,282

HARD PROCESS QUALITY AVE: 0,506 MaxCorr: 0,494 1,023
Keeps Time Schedules 0,752 0,566 0,471

Honors Financial Agreements / Stays in budgets 0,746 0,557 0,489

Meets deadlines 0,605 0,366 0,634

Looks at details 0,714 0,510 0,443

Understands our needs 0,728 0,530 0,434

OUTPUT QUALITY AVE: 0,692 MaxCorr: 0,651 1,063
Reaches objectives 0,873 0,762 0,210

Has a notable effect 0,814 0,663 0,190

Contributes to our sales / image 0,625 0,391 0,350

Is creative in terms of its offering 0,678 0,460 0,338

Is consistent with our strategy 0,744 0,554 0,170

Abbreviations: AVE = Average Variance Extracted = X(standard Ioadings)2 / Z(standard loadings) 245 ej; Cng = Convergent
Validity (AVE > .50); Discriminant Validity = AVE/(MaxCorr) >1; MaxCorr = highest squared correlation between factor of
interest and remaining factors.
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Figure Al: Alternative Models that Were Investigated
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Table I: Pearson Correlations and Mean Values of the Key Variables of the Study

VARIABLES

MOL Intelligence
Generation

MO2 Intelligence
Dissemination
MO3 Response Design

MO4 Response
I mplementation

IMO Intelligence
Collection

IMO Communication
IMO Responsiveness
Soft Process Quality
Hard Process Quality
Output Quality
Potential Quality

EV 1 Supervisor
Recognition

EV2 Income Fairness

EV 3 Personal Devel opment

EV4 Participation in
Decision Making

CV1 Needs Coverage
CV2 Sense Of Security

CV3 Fair cost of the
Service

MO1

4,89

0,88
0,89

0,80

0,94
0,60
0,79
0,06
0,02
0,05
0,02
0,70
0,83
0,65
0,40
0,77
0,67

0,79

MO2 MO3 MO4

4,35

082 433

081 073 398
08 092 0,75
0,74 054 049
09 0,77 0,86
0,00 009 0,04
-003 001 0,04
-0,03 005 0,06
002 004 0,03
068 069 0,56
0,74 0,79 0,66
0,76 066 0,56
05 039 044
084 075 0,68
053 05 045
072 075 062

IMO-IG

4,74
0,56
0,76
0,06
0,00
0,03
0,03
0,76
0,85
0,63
0,39
0,82
0,65

0,84

Correlations are below the diagonal. Mean values are in the diagonal

IMO-C

5,09
0,56
0,03
0,05
0,03
0,05

0,34

0,42
0,57

0,37

0,52
0,37

0,57

IMO-R

4,28
0,07
0,03
0,04
0,06
0,63
0,62
0,77
0,54
0,73
0,47

0,65

SF

5,43
0,61
0,66
0,49

0,11

0,12
0,04

0,16

0,06
0,05

0,01

HD

5,47
0,52
0,48

0,13

0,07
0,05

0,05

0,02
0,01

0,04

ouT

35

4,80
0,46

0,05

0,08
0,01

0,09

0,05
0,05

0,00

POT

5,07
0,10

0,07
0,04

0,05

0,09
0,02

0,06

EV1

524

0,68
0,54

0,36

0,65
0,45

0,52

EV2

4,35
0,53

0,28

0,72
0,42

0,63

EV3

4,68
0,43

0,61
041

0,61

EV4 CV1
4,44

040 481
030 046
038 063

Cv2

5,70

0,65

Cv3

5,05



Table Il: MO and IMO as Reflectors of the Marketing Philosophy.

€

STND [STND LOADINGS

ITEMS LOADINGS (Ay;) ()\yi)]2 sQMC  1-SQMC  AVE/MaxCorr
MARKET ORIENTATION AVE: 0,551 MaxCorr: 0,22 2,509
Collect Intelligence 0,80 0,65 0,646 0,354
Disseminate Intelligence 0,91 0,83 0,828 0,172

Response Design 0,66 0,43 0,432 0,568

Response Implementation 0,55 0,30 0,302 0,698

INTERNAL MARKET ORIENTATION AVE: 0,643 MaxCorr: 0,22 2,922
Intelligence Generation 0,86 0,73 0,735 0,265
Communication 0,64 0,41 0,412 0,588
Responsiveness 0,88 0,78 0,782 0,218

x’: 18,31 ; df : 13; sign: 0,153
CFI: 0,986; TLI: 0,977; RMSEA: 0,05
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Table Ill: Results from SEM Analysis
Standardized

Loadings*
Intelligence Collection € MARKET ORIENTATION (MO) 0,46
Intelligence Dissemination < MARKET ORIENTATION (MO) 0,50
Response Design< MARKET ORIENTATION (MO) 0,42
Response Implementation€< MARKET ORIENTATION (MO) 0,43
Internal-Market Intelligence Generation€ INTERNAL-MARKET ORIENTATION (IMO) 0,78
Internal Communication€< INTERNAL-MARKET ORIENTATION (IMO) 0,72
Response to Internal-Market Intelligence <~ INTERNAL-MARKET ORIENTATION (IMO) 0,92
Potential Quality& PERCEIVED SERVICE QUALITY 0,50
Soft Process Quality € PERCEIVED SERVICE QUALITY 0,94
Hard Process Quality< PERCEIVED SERVICE QUALITY 0,76
Final (Output) Quality € PERCEIVED SERVICE QUALITY 0,74
Supervisor Recognition €< EMPLOYEE PERCEIVED VALUE (EV) 0,97
Income Fairness € EMPLOYEE PERCEIVED VALUE (EV) 0,76
Development € EMPLOYEE PERCEIVED VALUE (EV) 0,99
Participation € EMPLOYEE PERCEIVED VALUE (EV) 0,88
Needs Coverage € CUSTOMER PERCEIVED VALUE (CV) 0,64
Sense of Security €< CUSTOMER PERCEIVED VALUE (CV) 0,72
Cost € CUSTOMER PERCEIVED VALUE (CV) 0,48
Internal-Market Orientation (IMO) € Marketing Philosophy 0,62
Market Orientation (MO) < Marketing Philosophy 0,74
Hyp2. Employee Perceived Value € Marketing Philosophy — Accepted 0,41
Hyp3. Perceived Service Quality € Marketing Philosophy — Accepted 0,22
Hyp4. Perceived Service Quality < Employee Perceived Value — Accepted 0,38
Hyp5. Customer Perceived Value € Marketing Philosophy — Accepted 0,43
Hyp6. Customer Perceived Value €Perceived Service Quality — Accepted 0,71

*All values significant at 0,050 or better
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Table IV: Direct, Indirect and Total Effects of the Endogenous Variables

Marketing  Employee Perce?ved
Philosophy Value SerV|.ce
Quality
Direct Effects
Marketing Philosophy na 0 0
Employee Value 0,41 na 0
Perceived Service Quality 0,22 0,38 na
Customer Value 0,43 0 0,71
Indirect Effects
Marketing Philosophy na 0 0
Employee Value 0 na 0
Perceived Service Quality 0,16 0 na
Customer Value 0,26 0,26 0
Total Effects
Marketing Philosophy na 0 0
Employee Value 0,41 na 0
Perceived Service Quality 0,38 0,37 na
Customer Value 0,69 0,27 0,71
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Figure 1: A Broadened View of Marketing Philosophy and Consequences for the Customer
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