
DOI: 10.4018/JGIM.2019010101

Journal of Global Information Management
Volume 27 • Issue 1 • January-March 2019


Copyright©2019,IGIGlobal.CopyingordistributinginprintorelectronicformswithoutwrittenpermissionofIGIGlobalisprohibited.



1

Market Orientation, Alliance 
Governance, and Innovation
Yu Li, Xi’an Jiaotong University, Xi’an, China

Yao Chen, University of Manchester, Manchester, UK

Yuan Li, Shanghai Jiaotong University, Shanghai, China

Christopher P. Holland, Loughborough University, Leicestershire, UK

ABSTRACT

Relying on resource dependence theory and transaction cost economics, this article discusses
the important roleofalliancegovernanceasamediatingmechanismin therelationshipbetween
marketorientationandinnovation,andcomparesthedifferencesbetweentheinfluencesofdifferent
dimensions. The article aims to reveal the influence mechanism of different types of alliance
governanceontherelationshipbetweenmarketorientationandinnovation.Basedonasampleof122
Chinesemanufacturingenterprises,thearticlefindsthat:(1)contractualgovernancewillincrease
whencustomerorientationandcompetitororientationbecomehigher,andcontractualgovernancewill
affectradicalinnovationinaU-shapedway;(2)trustgovernancewillincreasewheninter-functional
coordinationbecomehigher,andtrustgovernancehasapositiveimpactonbothradicalinnovation
andincrementalinnovation(II).
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1. INTROdUCTION

Marketorientationisdefinedasorganizationgenerationofmarketintelligencepertainingtocurrent
andfuturecustomerneeds,disseminationofintelligenceacrossdepartments,andorganizationwide
responsivenesstoit(Kohli&Jaworski,1990).Inrecentyears,theimpactofmarketorientationon
innovationhasattractedthesustainedinterestandattentionofscholars(Im&Workman,2004;Zhou,
Yim&Tse,2005;Morgan,Vorhies&Mason,2009).However,therearedifferentviewsonthistopic
thataregroupedinto threeschoolsof thought.Theearlyresearchclaimsthatmarketorientation
hasadirect impacton innovation,becausemarketorientationasanorganizationalculturehelps
companiesbetterunderstandcustomerneedsandcompetitorsandthuspromotesinnovation(Narver
&Slater,1993;Jaworski&Kohli,1990).Asecondviewpointisthatmarket-orientedcompaniesare
tooconcernedaboutthecurrentcustomerneedstofulfillrealinnovations(Christensen&Bower,
1996;Voss&Voss,2000).Thisgroupofresearchersarguesthatinnovationwillnotbeinfluenced
directly by market orientation as organizational culture, but through some middle mechanisms
such as organizational learning and creativity (Zhou, Yim & Tse, 2005, Li & Atuahene-Gima,
2001).Specifically,theyfindthatunderdifferentlevelsoflearningorientation,marketgrowthor
entrepreneurialorientation,marketorientationwillleadtodifferentinnovativeperformance(Gatignon
&Xuereb,1997;Hurley&Hult,1998;Matsuno,Mentzer,&Özsomer,2002).Themost recent

Thisarticle,originallypublishedunderIGIGlobal’scopyrightonSeptember14,2018willproceedwithpublicationasanOpenAccess
articlestartingonJanuary13,2021inthegoldOpenAccessjournal,JournalofGlobalInformationManagement(convertedtogoldOpen

AccessJanuary1,2021),andwillbedistributedunderthetermsoftheCreativeCommonsAttributionLicense(http://creativecommons.org/
licenses/by/4.0/)whichpermitsunrestricteduse,distribution,andproductioninanymedium,providedtheauthoroftheoriginalworkand

originalpublicationsourceareproperlycredited.



Journal of Global Information Management
Volume 27 • Issue 1 • January-March 2019

2

thinkingadvocatesaviewofmarketorientationandinnovationasmultidimensionalconcepts,which
meansthatthedivergentfindingsinpreviousresearchcanbeexplainedbythedifferentialeffectsof
multipledimensionsoninnovation(Atuahene-Gima&Ko,2001;Zhouetal.,2007).

Thedilemmaexistsinthemanagerialpracticesaswell.Nokia,foundedin1865,usedtobethe
NO.1brandfrom1990to2003inthemobilephonemarket.However,themarketshareofNokia
reducedfrom39%in2008to25%in2011,anditwassurpassedbytheAppleandSamsunginthe
smartphonemarket.TheparadoxisthatNokiaalwayspaidlargeattentiontomeetcustomerneeds
andinvestedhugemoneyinR&Dprojects.Asitsannualreportstated,Nokiainvestedabout€5.8
billioninR&Din2010,whichismorethan4timesofthatinitscompetitorApple.Manyprofessors
inthisindustryclaimthatNokia’sfailureisrootedindeficiencyoftransformingadvancedtechniques
intorealinnovationscreatingcustomervalues.Thenthequestionemerges:whyamarket-oriented
firmlikeNokiacannotachieveinnovationsthatcustomersbuy?

Basedupontheacademicstudiesandmanagerialpractices,wearguethatthreeimportantgaps
existintheliterature.First,thepriorresearchfocusesmoreonthedirectimpactofmarketorientation
oninnovation,andnotenoughattentionispaidtothemiddlemechanismsbetweenmarketorientation
asatypeoforganizationalcognitionandinnovationasanorganizationalbehavior.Inamanufacturing
context,itisoftendifficulttoacquireaccurateinformationaboutendcustomerneedsandcompetitors’
activities in a timely manner in order to support their market-oriented corporate culture due to
intermediariesinthesupplychain,whichcreateorganizationaldistancebetweenthemanufacturer
andtheendcustomer.Therefore,inmanufacturing,governancemechanismswithdistributorsthat
givemanufacturersaccesstothemarketmaybeanimportantmiddlefactorininnovation.Second,
although research has gradually viewed market orientation and innovation as multidimensional
concepts, thedifferentialeffectsofdifferentdimensionsofmarketorientationhavenotyetbeen
effectivelyverified.Third,mostoftheexistingresearchisrootedinWesterncountriesandstudies
ofChinesefirmsthatoperateinaverydifferenteconomicenvironmentarerelativelyscarce.China
iscurrentlyinaperiodoftransitionfromastatecontrolledtoamarketeconomy,inwhichthelegal
systemandcontractsbecomemuchmoreimportant.Chineseenterprisesthereforeparticularlyvalue
relationalgovernanceinanalliancerelationship(Gao,Wang&Chen,2012).Inthiscontext,itis
importanttoconductresearchthatcanbeusedtoguidethepracticesofChinesefirmsinthisarea.

Werelyonresourcedependencetheory(RDT)andtransactioncosteconomics(TCE)toprovide
anoverviewoftheresearchframework.Thisstudysuggeststhatseekingeffectivealliancegovernance
is an important mechanism to enhance innovations for market-oriented manufacturing firms. In
particular,weshouldtreatmarketorientationasamultidimensionalconcept.Customerorientation,
competitororientationandinterfunctionalcoordinationarelikelytoleadtodifferencesinalliance
governance,eitherascontractualgovernanceortrustgovernance.Moreover,differentgovernance
patternsmayhelpfirmsgetdifferentkindsofmarket information, resulting indifferent typesof
innovation(incrementalinnovationorradicalinnovation).Inthisstudy,weidentifytheimportant
middleroleofalliancegovernanceintherelationshipbetweenmarketorientationandinnovation.The
differentialimpactsofthethreetypesofmarketorientationontwoalliancegovernancepatternsare
considered,andweexploretheinfluenceofcontractualgovernanceandtrustgovernanceonradical
andincrementalinnovation.

2. LITeRATURe ReVIew

2.1. Market Orientation and Innovation
Market-orientedfirmspaycloseattentiontocustomerneedsandcompetitors’activities,andresponse
rapidlyinordertoenhancetheircompetitiveadvantages.Differingfromtraditionalproduct-driven
marketingthatfocusesonpushingproductsintomarketsbypromotingqualityandloweringprices,
marketorientationconcentratesoncontinuouslydetectingcustomerneedsandquicklyfillingthem
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(Chen&Ching,2004).Intheliterature,thetwomainperspectivesofmarketorientationaretheculture
viewandthebehaviorview.Narver&Slater(1990)pointoutthatmarketorientationisatypeof
organizationalculture.Thecultureviewbelievesthatmarketorientationincludesthefollowingthree
dimensions:(1)customerorientation;(2)competitororientation;and(3)interfunctionalcoordination.
Jaworski&Kohli(1993)arguethatmarketorientationisanorganizationalbehavior,whichincludes
threeaspects:(1)marketinformationcollection;(2)disseminationofmarketinformation;(3)response
tomarketinformation.Weadoptanintegratedperspectiveofthesetwoviewsofmarketorientation
in this study because we believe they are complementary rather than incompatible concepts. In
fact,Narver&Slater’s(1990)culturalconstructofmarketorientationisantecedenttoJaworski&
Kohli’s(1993)behavioralconstruct,whichinturnprovidespracticalitytothecultureviewofmarket
orientation(Matsuno,Mentzer&Rentz,2005).

Innovationisasetofactivitiesthatafirmimplementstoachievecommercialsuccessbyexploiting
improvementsinproductionfactorsortechniquesbasedupontechnicalinnovationsandcreations
(Li,1994).Accordingtothedegreeoftechnologicalchangeintheinnovationprocess,innovationis
usuallyclassifiedintoradicalinnovationandincrementalinnovation(Dosi,1982;Munson&Pelz,
1979).Radicalinnovationisaninnovationthatcanleadtosignificantorevenradicalchangesin
inputs,outputsorprocesses(Hage,1980).Incontrastwithradicalinnovation,incrementalinnovation
referstothegradualandcontinuousinnovationcausedbysmallimprovementinexistingtechnologies
(Munson&Pelz,1979).Themajordifferencebetweenincrementalandradicalinnovationsisthe
degreeofexplicitandtacitknowledgeembeddedintheinnovation(Lietal.,2008).Therefore,the
complexity,cost,andriskofincrementalinnovationandradicalinnovationaredifferent.Incremental
innovationiseasiertoachieveandlessriskythanradicalinnovation.

Therehasbeensubstantialinterestintheeffectofmarketorientationoninnovation(Kohli&
Jaworski,1990;Narver&Slater,1990;Slater&Narver,1995;Im&Workman,2004;Zhou,Yim
&Tse,2005;Morgan,Vorhies&Mason,2009).Manyscholarsarticulatethatthethreedimensions
of market orientation have divergent effects on different types of innovation. In terms of firms’
innovativebehaviors,customerorientationcanbedefinedasthewillandcapabilitytoidentify,analyze,
understand,andanswercustomers’needs(Gatignon&Xuereb,1997).Competitororientationcanbe
definedasthewillandcapabilitytoidentify,analyze,andrespondtocompetitors’actions(Narver
&Slater,1990).Interfunctionalcoordinationcanbedefinedastheinteractionandcommunication
inandbetweentheorganizations(Grinstein,2008;Im&Workman,2004).Customerorientation
focusesoncustomers’needsandcompetitororientationoncompetitors’actions,whileinterfunctional
coordinationemphasizesoncommunication.Differentfocalpointswillbringdivergentimpactson
innovation.Gatignon&Xuereb(1997)demonstratethatcompetitororientationboostsinnovationin
high-growthandlowlyuncertainmarkets,whilecustomerorientationfacilitatesinnovationinhighly
uncertainmarkets.Payingattentiontotheassociationbetweendimensionsofmarketorientationand
categoriesofinnovations,Lukas(2000)findsthatcustomerorientationcontributestothelaunching
ofnew-to-the-worldproductsbutdecreasestheintroductionofme-tooproducts,whilecompetitor
orientationpositivelyaffectsperformanceofme-tooproducts.Moregenerally,Frambach,Prabhu
&Verhallen(2003)findthatcustomerorientationpositivelyinfluencesnewproductactivitywhile
competitororientationnegativelyinfluences.Im&Workman(2004)showthatcustomerorientation
hasapositiveimpactonNPmeaningfulnessbutnosignificantinfluenceonNPnovelty.Competitor
orientationenhancesNPnoveltybutnotNPmeaningfulness.Inaddition,Brettel,Heinemann,Engelen
&Neubauer(2011)findthatdifferenttypesofinterfunctionalcoordinationwillresultindifferent
innovation.Thenumerousempiricalevidencesshowthatcustomerandcompetitororientations,and
interfunctionalcoordinationplayverydistinctiverolesoninnovation.

Todemonstratetheunderlyingmechanismoftherelationshipbetweenmarketorientationand
innovation,somescholarsarguethatmarketorientationhasanindirecteffectoninnovation.They
findseveraltypesofmiddlemechanismstodepictthiskindofindirectinfluence,i.e.,organization
learning,knowledge,creativity.Slater&Narver(1995)indicatethatorganizationlearningmediates
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therelationshipbetweenmarketorientationandnewproductsuccess.Consistentwiththisresearch,
Zhou,Yim&Tse(2005)findthatorganizationallearningplaysaroleasmediatorinthemarket-
orientationbreakthroughinnovationsassociation.Otherresearchersarguethatknowledgeisamediator
inMO-Innovationrelationship(Slater&Narver,1995).FollowingDay&Wensley’s(1988)source-
position-performanceframework,Im&Workman(2004)testthemediatingeffectofNPcreativity
ontherelationshipbetweencustomerorientationandNPmeaningfulnessandgetempiricalsupport
for theirmodel.Themediator streamof researchcontributesgreatly in theunderstandingof the
influencemechanismofmarketorientationoninnovation.

2.2. Alliance Governance as a Middle Mechanism
Existingstudiessuggestthattherearetwotypesofalliances:technologyalliancesandmarketing
alliances (Azriel & Small, 2003). In this study, the alliances between manufacturers and their
distributors are categorized as marketing alliances because they are primarily about sales and
distributionactivities.Inordertoachieveinnovationsthatcanmeetcustomerneedsandoutperform
competitors,market-orientedfirmshankerforacquiringinformationandknowledgefromthemarket
(Lichtenthaler,2016;Lyu&Zhang,2016).Foramarket-orientedmanufacturerthatisoneormore
stagesinthesupplychainawayfromtheendcustomer,itisdifficultandexpensivetogainaccessto
detailedandmeaningfulmarketinformationaboutcustomersandcompetitors.Distributorstherefore
playanimportantroleingivingmanufacturersaccesstovaluablemarketinformation,whichmakes
themarketingaspectofthealliancegovernanceveryimportant.

Therearetwoalliancegovernancepatternsintheexistingresearch:contractualgovernance(also
knownas“formalgovernance”)andtrustgovernance(alsoknownas“relationalgovernance”;Dekker,
2004;Martinez&Jarillo,1989).Theyaretwoindependentcomponentsoftheoverallallianceand
thereforeneedtobeconsideredseparately(Macneil,2000;Mellewigt,Madhok&Weibel,2007).
Whilst contractual governance relies mainly on economic interests and fulfillment of contracts
(Ferguson,Paulin&Bergeron,2005),trustgovernancedependsonrelationalmechanismsthatcan
promote informationsharing, trust andcooperationbetweenalliancepartners (Eisenhardt,1985;
Hoetker&Mellewigt,2009).Throughsigningformalcontracts,alliancemembersmayregulatethe
members’responsibilitiesandobligations indetail,andconverselyoffer theirpartnerspowers to
protecttheirowninterestsfromspeculativebehaviorsofpartnersthroughenforcementofcontract
lawinthecourts(Dyer,1997).Incontrast,Uzzi(1997)pointsoutstrategicalliancesdependingon
trustgovernancearefeaturedasahighlevelofmutualtrust,andintegratedinformationexchanges.
Therefore, trustgovernance ismore suitable for allianceswith complexcontents (Larson,1992;
Dyer,1997).

Innovationisahighlyknowledge-intensiveactivityembeddedinnetworksthatspanorganizational
boundaries(Cao&Zhang,2010;Wang,Yeung&Zhang,2011).Inordertoresponsetocustomer
needs and competitive changes, market-oriented firms think highly of knowledge acquisition
especially for innovation (Grinstein, 2008). Alliances are important sources of innovative ideas
andcriticaltechnologies(Bonaccorsi&Lipparini,1994;Karniouchinaetal.,2006).Accordingto
resourcedependencetheory(RDT),theuncertaityofalliancepartners’activitieswillharmfirms’
benefitsbecausemarket-orientedfirmsdependondistributors’informationheavilytodevelopnew
products(Pfeffer&Salancik,1978).However,opportunisticbehaviors,includinglying,cheating,
violatingimplicitagreements,andofferingproprietaryinformationtocompetitors,existcommonly
inalliances(Blumberg,2001;Rindfleisch&Heide,1997).Thus,transactioncosteconomics(TCE)
suggestfirmsestablisheffectivegovernancemechanismstoreduceopportunismandeventuallylead
tosuccessfulinnovations(Das&Teng,1998).Manystudieshavefoundalliancegovernanceasan
importantmiddlemechanismtosafeguardinnovation(Cambra-Fierro,Florin,Perez&Whitelock,
2011;Ju,Murray,Kotabe&Gao,2011;Lietal.2008;Panayides&Lun,2009).
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3. HyPOTHeSeS

Basedonresourcedependencetheory(RDT)andtransactioncosteconomics(TCE),thisresearch
proposesthatalliancegovernanceisamiddlemechanismintherelationshipbetweenmarketorientation
andinnovation.Thatis,marketorientationinfluencesalliancegovernance,whichfinallyleadsto
differenttypesofinnovation.Theconceptualframeworkofthisstudyandthedetailsofhowthe
variablesarerelatedtoeachotherareshowninFigure1.

3.1. Market Orientation and Alliance Governance
Customerorientation,competitororientationandinterfunctionalcoordinationarethreedimensionsof
marketorientation,whichoperateindifferentways.Customerorientationandcompetitororientation
require companies to obtain market information on customer needs and competitors’ activities
respectively(Narver&Slater,1990).Themarketinformationhelpfirmsdevelopappropriatetactics
to respond rapidly. Interfunctional coordination emphasizes more on internal coordination and
participationamongvariousfunctionaldepartments,whichenhancestheinformationsharingamong
them,andthuscreatesgreatervalueforcustomers(Narver&Slater,1990).Tyler&Gnyawali(2009)
findthatcustomerorientationandcompetitororientationaremoreimportantthaninterfunctional
coordination in achieving innovation. Therefore, customer and competitor orientations and
interfunctionalcoordinationhavedifferentimportanceinacquiringknowledgewhichiscriticalfor
innovation.

Customerorientationandcompetitororientationrequirefirmstocollect,disseminateandshare
information about customer needs and competitors’ creativities (Tyler & Gnyawali, 2009). In a
manufacturer–distributor–customercontext,thedistributorhasgoodaccesstocustomerinformation
andisusuallywillingtoshareitwithmanufacturers.Inthisway,manufacturingfirmscanobtainbasic
marketinformationfromalliancepartnersthoughaconventionalcontractualgovernancearrangement,
inwhichdistributorsreceiveafinancialincentiveandotherclearlydefinedrightsandobligationsin
exchangeforthecustomerandcompetitorinformation(Argyres&Mayer,2007).Contractsexplicitly
prescriberolesandobligations,determinethecontentoftheexchangesandthedivisionofoutcomes,
andspecifypenaltiesforviolatingcontractualspecifications(Poppo&Zenger,2002;Dyer,1997).
Awell-definedcontractcanalsomakesurefirms’knowledgeacquisitionbyreducingdistributors’
opportunisticbehaviorsaccordingtoTCE(Williamson,1985;Zhang&Zhou,2013).Hence,wehave:

H1a:Contractualgovernance(CG)willincreasewhencustomerorientation(CuO)becomeshigher.
H1b:Contractualgovernance(CG)willincreasewhencompetitororientation(CoO)becomeshigher.

Figure 1. The conceptual framework (Notes: MO=Market Orientation; CuO=Customer Orientation; CoO=Competitor Orientation; 
IC=Interfunctional Coordination; AG=Alliance Governance; CG=Contract Governance; TG=Trust Governance; RI=Radical 
Innovation; II=Incremental Innovation)
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Comparedwithcustomerorientationandcompetitororientation,interfunctionalcoordination
requiresmorein-depthmarketinformation(Bretteletal.,2011).AsMorgan&Hunt(1994)pointout,
trustdevelopswhenthealliancemembersconsidertherelationshipimportant.Manufacturers’high-
levelinterfunctionalcoordinationwillsendastrongmessagetothedistributorsthatmanufacturers
possessthewillingnessandcredibilitytodeveloplong-termandreciprocalrelationship(Shiau&Luo,
2012;Zhao&Cavusgil,2006).Therefore,firmsemphasizingmoreoninterfunctionalcoordinationmay
taketrustgovernancetopromotetrust,cooperationandinformationsharingbetweenalliancemembers,
andthusobtaindeep-levelmarketinformationfromdistributorsratherthanjustbasicinformationon
consumerneedsandcompetitors.Accordingtoresourcedependencetheory(RDT)andtransaction
costeconomics(TCE),firmsmoredependentonresourcesandabilitiesofalliancepartnerstomeet
theirowndevelopmentneedsaremorewillingtopaybesteffortsandcoststomaintainandenhance
theinterdependentandcooperativestatus(Uzzi,1997).Itisthereforereasonabletoassertthatfirms
emphasizinginterfunctionalcoordinationaremorelikelytoprefertrustgovernancetocontractual
governance.Thus,wehypothesize:

H2:Trustgovernance(TG)willincreasewheninterfunctionalcoordination(IC)becomeshigher.

3.2. Alliance Governance and Innovation
Contractualgovernanceisaformalincentivemechanismthatitisbasedonfinancialinterestsand
contracts(Mellewigt,Madhok&Weibel,2007;Ryall&Samspson,2008).Firmsadoptingcontractual
governancedonottrustintheiralliancepartnersenough,andthustheinitiativesandcooperation
intentionsofdistributorsreduce(Hao,2005).Distributorsmayfeelanxiousanddistrustedandthus
arenotlikelytocooperatefullywhenmanufacturingfirmsadoptcontractualgovernanceonly,and
theymayretainimportantmarketinformationtoimprovetheirbargainingpositionwithmanufacturers
(Dyer&Singh,1998).

ThisstudyproposesthattheeffectofcontractualgovernanceoninnovationmaybeU-shaped.
Contractualgovernancewithinacertainlimitwillreducetheenthusiasmofdistributorstocooperate,
andtherebyreducetheirparticipationinalliancerelationshipandmanufacturers’operation(Mahnke
&Özcan,2006).Alowlevelofcontractualgovernancemayensurethatdistributorsdutifullyprovide
basicmarket information,butcannotencourage themtosharemorevaluableandprivatemarket
informationthatarerequiredbyradicalinnovationsurgently.Radicalinnovationonlyoccurswhen
technologiesorprocessesexperienceessentialchangesthathavetobebaseduponalargeamount
ofvaluableinformation(Kurt&Ding,2005).Withcontractualgovernancegrowshigh,contractual
renegotiationsfrequentlywouldincreasethetransactioncostininterorganizationaltacitknowledge
acquisition,whichmaycausethedissolutionofalliance(Reuer&Arino,2002;Li,Liu,Li&Wu,2008).

However,whencontractualgovernancegoesuptoahighlevel,distributorsmaybeencouraged
tosharemoreprivatemarketinformationduetoclearanddetailedprovisionsofrightsandobligations
in contracts. The clear-claimed contracts, reducing the anxieties of distributors in the alliance
relationship,mayincreasetheirwillingnesstocooperate(Ryall&Samspson,2008).Sincetheroleof
privatemarketinformationasbargainingchipstoprotectdistributors’interestsandmaintainalliance
relationshipisnolongernecessary,distributorsarelikelytosharetheinformationaslongasfirms
providethemwithsatisfyingfinancialinterests.Moreover,accordingtotransactioncosteconomics
(TCE),averyhighlevelofcontractualgovernancewillreducetheopportunismofdistributorsand
eventuallysafeguardfirms’tacitknowledgeacquisition(Lietal.,2008;Poppo&Zenger,2002).Thus,
ahighdegreeofcontractualgovernancewillenableradicalinnovation.Basedonthediscussions
above,weproposethehypothesis:

H3:ContractualgovernancehasaU-shapedeffectonradicalinnovation.
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Trustgovernanceisbasedontherelationshipbetweenalliancepartnersandfullconfidencein
partners(Poppo&Zenger,2002;Lee&Cavusgil,2006).Firmsadoptingtrustgovernancearemore
likelytotrustinandcooperatewiththeirdistributors,whichmayimprovedistributors’initiatives
andcooperationintentions(Poppo&Zenger,2002).Manystudiesclaimthattrustgovernancewill
improvedistributors’participation,reducetheuncertaintyofinnovation,andeventuallyimprovethe
environmentforinnovation(Mahnke&Özcan,2006).

Wesuggestthattrustgovernanceispositivelyrelatedtoincrementalinnovation.trustgovernance
isconsideredasthemostpotentialgovernancetogeneraterelationalrentsandlowerthetransaction
costs(Dyer&Singh,1998).Trustgovernancewillencouragedistributorstoprovidefirmswithmarket
informationabout customerneeds andcompetitors’ activitiesmoreconscientiously,whichhelps
firmsachieveincrementalinnovation.Trustgovernanceallowsdeepermutual-cooperation,making
distributorsmoreinvolvedintheinnovationprocessofmanufacturers(Poppo&Zenger,2002).As
distributorsareclosertotheendcustomer,whetherthisisaconsumerorabusinessuser,andmayact
asanagentforavarietyofcompetingproducts,distributorswillunderstandcompetitorsbetterthan
manufacturersandcanthereforeproviderelevantmarketinformationtomanufacturers.Liu,Zhao&
Li(2010)arguethattrustgovernancewillcontributetoknowledgeacquisitioninalliances.Therefore,
webelievethattrustgovernancewillpromoteincrementalinnovation.Hence:

H4:Trustgovernancepositivelyinfluencesincrementalinnovation.

Additionally,trustgovernancealsomakesdistributorsmorewillingtosharevaluableinformation
atadeeperlevelthanbasicmarketinformationwithmanufacturerstocarryoutfullcooperation,
whichmayhelpfirmsachieveradicalinnovations.Distributorsareusuallyabletoaccessvaluable
privateinformation,andthesharingofprivateinformationmaybemorelikelytopromoteessential
improvementsincoretechnologiesorprocesses,whichproduceradicalinnovation,whendistributors
participate fully in the innovation process. To accomplish radical innovation, firms and their
distributors need participate actively in the relevant organizational processes in which the tacit
knowledgeisembedded(Lietal.,2008).Thisknowledgeacquiringprocess,whichispreparation
forradicalinnovation,willrelyheavilyonjointdecision-makingandfrequentcommunication(Liet
al.,2008).AccordingtoDyer(1997),trustgovernancecanalsopermitflexibilityandadaptability
whichiscriticalinthisprocess.Therefore,weassumethat:

H5:Trustgovernancepositivelyinfluencesradicalinnovation.

4. MeTHOdS

4.1. data Collection
ThesourceofdataisasurveyoftheChinesetireindustryintheperiodof2012-2013.Thesample
wasbasedonastandardindustrydatabase,whichwasprovidedbythetirebranchoftheChinese
RubberAssociation.Thesamplecovered13provincesinEastern,Western,Southern,Northernand
centralChinaareas,i.e.,Shandong,Beijing,Guangdong,Guangxi,Henan,Hebei,Sichuan,Shanxi,
Liaoning,Jiangsu,Zhejiang,ShanghaiandXinjiang.

The theoreticalconstructsused in thequestionnairearederivedfromstandardmeasurement
frameworksinthemarketingliterature.Twoprofessionaltranslatorstranslatedtheoriginalscalesfrom
EnglishtoChinese.Thetranslatorswerealsofamiliarwiththeresearchandweareconfidentthatthe
Chineseversionofthequestionnairehasthesamemeaningastheoriginalmeasurementframeworks.
AfurthercheckonthetranslationconsistencywasconductedbytranslatingtheChineseversionback
intoEnglish.Acomparisonwasthenmadebetweentheoriginalquestionsandthetranslatedversion.
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Oursubjectsweregeneralmanagersofthesamplefirms.Inordertoovercomepotentialcommon
methodbias,wedividedthequestionnaireintotwopartsthatcontainedmeasurementsofindependent
anddependentvariablesrespectivelyandtheninvitedtwotopmanagersofeachfirmtoanswerthe
twopartsrespectively.ThismethodhasbeenwidelyusedintheliteraturetocontrolCMVproblem
(Gao,Xie&Zhou,2015;Korschun,Bhattacharya,&Swain,2014).Thesurveyinvestigatedatotal
of208firmsandrecovered135questionnaires.Withtheremovalofunqualifiedquestionnaires,we
achieved122validquestionnaires,whichisaveryhighresponserateof59%.Toassessnonresponse
bias,wecomparedearlyandlaterespondent(Armstrong&Overton,1977).Thefirst90(74%)of
theresponseswereclassifiedas“earlyrespondents”.Thelast32ofthemwereconsideredas“late
respondents”andweredeemedasrepresentativeoffirmsthatdidnotrespondtothesurvey(Li&
Calantone,1998;Wu,Yeniyurt,Kim&Cavusgil,2006).Thet-testsrevealthatthereisnosignificant
differenceonkeyvariablesbetweenthetwogroups.Moreover,werunt-testonkeycharacteristics
suchasfirmage,firmsize,performanceofresponseandnonresponsefirmstocontrolthepotential
nonresponseproblem.Theresultshowsthattheresponseandnonresponsefirmsarenotstatistically
differentintermsofkeyvariables.Thus,nonresponseproblemwillnotbeaconcerninthisstudy.

4.2. Measurement
Thescalesinthisstudyarealldevelopedfrompriorstudies(seeTable1inAppendixA).Alllatent
variablesaremeasuredby7-pointLikertscales,where1meanstheconditionofthefocalfirmis
completelyinconsistentwiththedescriptions,andsevenrepresentstheconditionconformstothe
descriptionsexactly.

The measure of alliance governance includes measures of contractual governance and trust
governance.ThescaleofcontractualgovernanceisderivedfromLietal.(2010)andLi,Poppo&
Zhou(2010),consistingof5items.ThescaleoftrustgovernanceisderivedfromJohnsen&Ford
(2006)andLi,Poppo&Zhou(2010),consistingof6items.Themeasureofinnovationincludes
measuresofradicalandincrementalinnovations.Thescaleofradicalinnovationisdevelopedfrom
Li,Liu,Li&Wu(2008),consistingof4items.Thescaleofincrementalinnovationisdeveloped
fromLietal.(2008),consistingof7items.Marketorientationismeasuredbycustomerorientation,
competitororientation,andinterfunctionalcoordination.ThesethreescalesareallderivedfromLi,
Wei&Liu(2010),consistingof6,4,and5itemsrespectively.

Accordingtotheconclusionsofpreviousstudies,wealsocontrolthemodelsbyaddingeight
controlvariables:firmsize,firmtype,industrycategory,firmage,resourceenvironment,product
advantage,productionadvantage,andmarketingadvantage.Firmsizeismeasuredbythenumberof
employees.Firmtypeiscodedasfollowing:1=state-ownedorstate-held;2=foreign(wholly-owned
orjointventure);3=privateorindividual;4=collective.Industrycategoryiscoded:1=high-tech
industry;2=non-techindustry.Firmagerepresentstheamountofyearssincethefoundationto2013.
ThescaleofresourceenvironmentisdevelopedfromDesarboetal.(2005)andVoss,Sirdeshmukh
&Voss(2008),consistingof6items.Thescalesofproductadvantage,productionadvantage,and
marketingadvantagesareallderivedfromRusso&Fouts(1997),consistingof1itemrespectively.
Theitemmeasuringproductadvantageis:inthepast3years,ouradvantageslieinthelaunchspeed
ofnewproducts.Theitemmeasuringproductionadvantageis:inthepast3years,ouradvantages
lieinefficiencyofproductionandorganization.Theitemmeasuringmarketingadvantageis:inthe
past3years,ouradvantageslieinsalesgrowth.

4.3. Reliability and Validity
Results of reliability and convergent validity of the scales are shown in Table 1. In this study,
Cronbach’sαofallscalesaremorethanthe0.7benchmark,indicatinggoodreliability.Mostfactor
loadingsofthefactorsaregreaterthan0.7,indicatingthattheseitemsarereliable.Inaddition,the
averagevarianceextracted(AVE)ofallvariablesismuchlargerthanthe0.5threshold(Chin,2010;
Hairetal.2006),andcompositereliability(C.R.)isgreaterthan0.8,indicatingthatthesemeasures
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arevalid.Therefore,theconvergentvalidityofthescalesisgood.Intermsofdiscriminantvalidity,
asshowninTable2inAppendixA,thesquarerootsofAVEofallvariablesarealllargerthanthe
correlationcoefficientsinitsownrowandcolumnrespectively,whichshowsthatthescalesofthis
studymeettherequirementsofdiscriminantvalidity.

5. ReSULTS

TheresultsofdescriptivestatisticalanalysisandcorrelationcoefficientsareshowninTable2in
AppendixA.Totestthehypotheses,weusedmultivariateOLSregressionanalysesinSPSS.Models
1-4justifytheimpactsofmarketorientationonalliancegovernance,whicharedescribedashypotheses
H1a,H1b, andH2.Models5-9 test the effectsof alliancegovernanceon innovation,which are
describedashypothesesH3,H4,andH5.Inordertoavoidpossiblemulticollinearityproblems,we
mean-centeredallvariablespriortoregressionanalyses.Table3inAppendixAshowstheresults
ofregressionanalyses.ThemaximumVIFofallmodelsis3.499,indicatingthatmulticollinearity
doesnotconstituteaseriousproblem.Allmodelsaresignificantatp<0.001,withadjustedR2from
0.183to0.578.

Model2showsthattheeffectofcustomerorientationoncontractualgovernance(β=0.387,
p<0.01)andtheeffectofcompetitororientationoncontractualgovernance(β=0.247,p<0.05)
arebothsignificant, supportingH1aandH1b.Model4shows that the impactof interfunctional
coordinationontrustgovernance(β=0.288,p<0.05)issignificant,supportingH2.Model7shows
trustgovernancehasasignificantpositiveeffectonradicalinnovation(β=0.367,p<0.01),supporting
H5.Model7showsthesquareofcontractualgovernanceispositivelyrelatedtoradicalinnovation(β
=0.222,p<0.01),suggestingthatcontractualgovernanceaffectsradicalinnovationinaU-shaped
way,supportingH3.Model9showstrustgovernancehasasignificantpositiveeffectonincremental
innovation(β=0.289,p<0.05),supportingH4.

6. dISCUSSION

This study has explored the relationships between market orientation, alliance governance and
innovationinmarketingalliancesformedbymanufacturingfirmsanddistributorsinChina.Wehave
identifiedandtestedthemiddleroleofalliancegovernanceasamechanismtoexplaintherelationship
betweenmarketorientationandinnovation.Twoconclusionsaredrawnfromtheresults.(1)High
levelsofcustomerorientationandcompetitororientationleadtoincreasesincontractualgovernance,
andcontractualgovernancewillaffectradicalinnovationinaU-shapedway.Existingresearchonly
demonstratesthepromotingeffectofmarketorientationonalliancegovernance(Liu,Zhao&Li,
2010),butdoesnotexploretheeffectsof thethreedimensionsofmarketorientationonalliance
governance.Thisresearchgoesfurtherandfindsmoreinstructiveresults.Inaddition,Liu,Zhao&
Li(2010)proposethatcontractualgovernanceisamediatorinthelinkbetweenmarketorientation
andknowledgeacquisition,butdonotanalyzethemiddlemechanismofcontractualgovernancein
therelationshipbetweenmarketorientationandinnovationfurther.Thisstudyanalysesthespecific
effectofcontractualgovernanceonaparticulartypeofinnovation,i.e.radicalinnovation.(2)Ahigh
levelofinterfunctionalcoordinationwillincreasetrustgovernance,whichthenleadstoanincrease
inbothradicalandincrementalinnovation.

Thisstudy,basedonthecomparisonofdifferenteffectsofdimensionsofmarketorientation
onalliancegovernance,furtherclarifiesthepositiveroleoftrustgovernanceoninnovation,which
confirmsourresultthatalliancegovernanceisamiddlevariableandthemechanismbywhichmarket
orientationinfluencesinnovation.Theseresultssuggestthatfirmscommittedtoradicalinnovations
should adopt strong contractual governance or trust governance. Firms that focus on customer
orientationandcompetitororientationarelikelytoadoptstrongcontractualgovernance,whilethose
focusingmoreoninterfunctionalcoordinationaremorelikelytodeveloptrustbasedgovernance.
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Firmsthatwishtodevelopincrementalinnovationsonlyshouldadoptstrongtrustgovernance,and
incrementalinnovationisalsolikelytoresultinthosefirmsthatactivelypursueaninterfunctional
coordination.

InthecontextofinnovativepracticesoffirmsinChina,marketorientationisalwaysanimportant
strategytoachieveinnovationsregardlessofalliancegovernancepatternsandtypeofinnovation.
However,theresultsandframeworkshowninFigure1demonstratethatthereareimportantdifferences
inhowbesttoachieveinnovationintermsofthetypeofmarketorientationadoptedandthechoice
oftypeofalliancegovernance.

Thisstudymakessomeimportantcontributionstotheoryandpractice,anditisbasedonalarge
empiricalsample.However,therearesomelimitationsthatshouldbeexplained:(1)therearetwo
separateorganizationsinvolvedinanallianceanddatawereonlycollectedfromthemanufacturer
perspective.The resultsmay thereforebebiasedby respondents’ subjective judgments from the
manufacturer perspective only. Further research may draw more reliable conclusions if data are
obtained from both manufacturers and distributors. (2) This study identifies barely that alliance
governanceisamiddlemechanismintherelationshipbetweenmarketorientationandinnovation,but
itdoesnotdemonstratethemediatingeffectofalliancegovernance.Furtherresearchmayexplorethe
strengthofmediatingeffectofalliancegovernance.Iftheresultsshowthatalliancegovernancewill
notfullymediatetherelationshipbetweenmarketorientationandinnovation,thenbusinesspractices
willbefurtherguidedwhenothermediatorsareidentified.
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APPeNdIX A

Table 1. Scales and results of reliability and validity analyses

Variables Items Cronbach’s α Factor 
loading

AVE C.R.

Customer
orientation

1)Ourbusinessobjectivesaredrivenprimarilybycustomer
satisfaction.

0.928 0.783 0.740 0.945

2)Ourstrategyforcompetitiveadvantageisbasedonour
understandingofcustomers’needs.

0.860

3)Wemeasurecustomersatisfactionsystematicallyandfrequently. 0.896

4)Wegivecloseattentiontoafter-salesservice. 0.894

5)Weoftenlookformeasurementstoincreasecustomervalueor
decreaseproductcost.

0.850

6)Wegivecloseattentiontotheevaluationofcustomeronour
product.

0.873

Competitor
orientation

1)Managersinthisfirmregularlyshareinformationaboutcurrentand
futurecompetitorswithinthecompany.

0.858 0.882 0.707 0.906

2)Respondrapidlytocompetitors’actions. 0.805

3)Weregularlycollectandintegrateinformationabouttheadvantage
andstrategiesofourcompetitors.

0.875

4)Comparedwithcompetitors,wehavehigheradvantageintarget
markets.

0.798

Interfunctional
coordination

1)Wefreelycommunicateinformationaboutoursuccessfuland
unsuccessfulcustomerexperiencesacrossallbusinessfunctions.

0.869 0.837 0.665 0.908

2)Allofourbusinessfunctions(e.g.marketing/sales,manufacturing,
R&D,finance/accounting,etc.)areintegratedinservingtheneedsof
ourtargetmarkets.

0.821

3)Allofourmanagersunderstandhoweveryoneinourbusinesscan
contributetocreatingcustomervalue.

0.808

4)Everyoneknowsthemarketinformationinourfirm. 0.841

5)Employeesfrommarketingdepartmentwidelyparticipateinnew
productdevelopmentprojects.

0.767

Contractual
governance

1)Thecontractpreciselydefinestherole/responsibilitiesofthepartner
andourfirm.

0.913 0.878 0.742 0.935

2)Wehavecustomizedagreementsthatdetailtheobligationsofboth
parties.

0.903

3)Wehavespecific,well-detailedagreementswiththisdistributor. 0.852

4)Thecontractpreciselystateshoweachpartyistoperformin
cooperation.

0.883

5)Generally,thecontractisaprimarymechanismtoregulatethe
behaviorofthepartnerincooperation.

0.786

Trustgovernance 1)Thisdistributoristrustworthy. 0.900 0.812 0.692 0.931

2)Thisdistributorhasalwaysbeenevenhandedinitsnegotiations
withus.

0.862

3)Wearenothesitanttotransactwiththisdistributorwhenthe
specificationsarevague.

0.771

4)Thisdistributorneverusesopportunitiesthatarisetoprofitatour
expense.

0.835

5)Webelievethatthisdistributorwillprovidehelpweneed. 0.859

6)Webelievethatthisdistributorwillfinishthepromiseintime. 0.848

Radicalinnovation 1)Inrecent3years,wecreatedradicalnewproducts. 0.887 0.888 0.749 0.923

2)Inrecent3years,weintroducedradicalnewconcepts. 0.902

3)Inrecent3years,wedevelopednewtechnologies. 0.788

4)Inrecent3years,wecreatednewtechniques. 0.880

Incremental
innovation

1)Inrecent3years,weexploitedexistingtechnologies. 0.853 0.736 0.545 0.893

2)Inrecent3years,weimprovedexistingprocess. 0.822

3)Inrecent3years,weusedexistingmaterialstoproduce. 0.665

4)Inrecent3years,weimprovedexistingproducts. 0.764

5)Inrecent3years,weimprovedexistingproductservices. 0.777

6)Inrecent3years,weimprovedafter-salesservices. 0.707

7)Inrecent3years,weimprovedservicestosellproducts. 0.686
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Table 3. Results of regression analyses

Variables CG TG RI II

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 Model 9

Control variables

Firmsize 0.046 -0.091 0.196* 0.085 0.093 0.020 0.067 0.151 0.088

Firmtype -0.013 -0.104 0.230** 0.149* 0.058 -0.024 -0.020 0.021 -0.044

Industry
category

0.086 -0.073 0.219* 0.086 -0.076 -0.158 -0.126 0.291** 0.215*

Firmage -0.041 -0.084 -0.010 -0.041 0.035 0.041 0.056 0.079 0.088

Resource
environment

0.215* 0.076 0.201* 0.088 0.285** 0.204* 0.240** 0.036 -0.053

Product
advantage

0.124 0.007 0.158 0.054 -0.005 -0.066 -0.076 0.208 0.145

Production
advantage

0.252* 0.016 0.262** 0.105 0.186 0.081 0.111 0.047 -0.064

Marketing
advantage

0.049 -0.115 0.108 -0.044 0.374** 0.333** 0.290** 0.196 0.158

Independent variables

CuO 0.387** 0.176

CoO 0.247* 0.197

IC 0.209 0.288*

CG 0.041 0.113 0.139

TG 0.359** 0.367** 0.291*

CG2 0.222** -0.043

Fvalue 4.071*** 8.722*** 11.369*** 14.722*** 8.564*** 9.268*** 9.709*** 4.512*** 5.319***

AdjustedR2 0.183 0.436 0.430 0.578 0.355 0.429 0.466 0.203 0.282

△AdjustedR2 0.253 0.148 0.074 0.111 0.079

*p < 0.05; **p < 0.01; ***p < 0.001; N = 122.


