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THE RELATIONSHIPSAMONG DIFFERENT
PERFORMANCE MEASURES
IN INDONESIAN RETAIL CONTEXT

AgusW. Soehadi

Despite research into the links between market orientation and firm
performance, research into the detail different measures of performance
hasbeen limited. Thisstudy devel opsdifferent measuresof performancein
retail business and examines their relationship with market orientation.
Theresultssuggest that mar ket orientation positively relateto nonfinancial
indicators. Also, indirect nonfinancial indicator can be treated as domi-
nant mediator for the relationship between market orientation and finan-
cial indicator. Further, the findings suggest that different types of perfor-
mance measur ement affect the magnitude of mar ket orientation and perfor -
mance association.
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Traditional models of firm perfor-
mance measurement tend to focus on the
achievement of a limited number of key
financial measures (for example Gross
Marginand Rateof Return). Grossmargin
is the difference between the net sales
revenue and the net direct acquisition cost
of the merchandise sold, based on the cost
of purchase, adjusted for changes in in-
ventory holdings. It reflectsthedifference
between average buying and average sell-
ing pricesincluding any pricediscounting
(O'Riordan 1993: 33). Rates of return is
measured as an interest return on owners
investment, cal culated at thebest netinter-
est rate they could earn elsewhere (Brad-
ley and Taylor 1992).

Matheson et a. (1995) noted that
gross margin and rate of return might
suffer fromdifferencesinaccounting prac-
tice. Thus, thereisagreater risk tolay on
financial ratios, if thefirmsthat aretrying
to compare have different accountancy
practice (Varadarajan and Ramanujam
1990). Inaddition, accesstofinancial data,
especialy privately held firms, isseverely
restricted (Dess and Robinson 1984).

Inresponsetothedissatisfactionwith
financial performance, a number of per-
formance measurement model shave been
developed. Bourgeois (1980) used indi-
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rect measures (they called as subjective
measures) of financial indicators to mea-
surefirm performance, whichisaskingthe
perception of top management team about
financial performance compared to the
immediatecompetitors. Venkatraman and
Ramanujam (1986) added nonfinancial
indicators, called as operational indica-
tors, in their models.

Many past studiesin marketing have
measured firm performance to examine
the various impact of marketing strategy
content and processissues (e.g., Capon et
al. 1990; Narver and Slater 1990; Jaworski
and Kohli 1993; Liu and Davies 1997).
Y et in marketing strategy and retail mar-
keting literature, thereisalittle agreement
on how firm performance should be mea-
sured (e.g. Ailawadi et a. 1995; Burt and
Sparks 1997; Chakravarthy 1986; Davies
and Kay 1990) (see Table 1). Shouldretail
firm performance be assessed with single
or multiple measures, financial or
nonfinancial measures, objective or sub-
jective measures, indirect or direct mea-
sures, or input or output measures? This
article aimsto illuminate these questions
by focusing on the relationships between
different measures of performance in a
retailing context.

Table 1. Performance M easurement in Market Orientation Studies

Author Objective/Direct Subjective/l ndir ect
Droge and Germain (2000) Levels of Inventory ROI, ROS and Average
(stock-age) Profit
McGee and Peterson (2000) Gross Profit; Net Income Af

Hurley et a. (1998)

Sales

Relative Growth in Customer
Count Relative Growth in

ter Taxes, Total Sales Growth
over the past threeyears; Over-
all Performance

Customer Satisfaction
Service Quality
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Continued from Table 1
Author Objective/Direct Subjective/l ndirect
Judd and Vaught (1988) Gross Profit; Net Profit; Gross

McGurr and DeVaney (1998)

Pearce (1998)

Burt and Sparks (1997)

Hopkins and Hopkins (1997)
Liu and Davies (1997)

Author Objective/Direct
Martin (1996)

Ailawadi et al.(1995)

Magi and Julander (1996)

O’Riordan (1993)

Profit Return on Inventory;
Net Profit Return on
Inventory and Stock-turn
Rate.

ROA; Change in Working
Capital; Gross Margin;

% Change in Long-term
Liabilities; Current Ratio;
Long-term Liabilities percentage;
Sales per employee.

Available Market; Store
Traffic Share; Purchase
Yield Rate; Average Gross
Margin Percentage;

Fixed Costs and Average
Investments.

Growth (changesin market
share, market share growth,
sales growth); Profitability
(business unit profitability,
ROI, ROS); Customer
Satisfaction (customer
satisfaction, delivering value
to customers); Adaptability
(number of successful new
products, introduction of new
products, time to market for
new products) relative to the
major competitors.

Operating Margin; Pre-Tax
Margin; ROCE; Supplier
Credit; Days Stock; Personnel
Costs.

Profit and ROE.

Market share; profit growth;
and ROA relative to market
average.

Subjective/l ndirect

Sales Volume and Profita-
bility.
EVA; MVA; GM/Sdes;

ROS; ROI; Inventory/Sales,
Advtg and Promotion/Sales.

Labour Productivity; Space
Productivity; Net Profit.

Customer Satisfaction; Cus-
tomer Loyalty; Perceive
Quality.

Gross Margin
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Continued from Table 1
Author

Objective/Direct
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Subjective/l ndirect

Bradley and Taylor (1992)

Total long-term debt to

shareholder’s fund; fixed
assets to current liabilities;
pre-tax profit to net assets;
partnership bonus to pre-

tax profits.
Davies and Kay (1990)

Turnover; Operating Profit

and Market Value: ROA, ROE
and Return to Shareholders;
Real Sales Growth; Operating
Profit Growth; Earnings
Growth and PE Ration;

Stock Level (days) and Sales
per Employee; Added

Value as % of inputs.

Weitzel et al. (1989)

Sales-per-payroll-hour;

Sales-per-square feet of space.

Assessing the Firm
Performance

Two basic issues exist in assessing
firm performance are: (1) selection of a
conceptual framework with which to de-
fine firm performance and (2) identifica-
tion of accurate available measures that
operationalizefirmperformance(Dessand
Robinson 1984). Inthisarticle, theauthors
focus on a conceptual framework, which
includes both financial and nonfinancial
performance indicators.

V enkatraman and Ramanujam (1986)
classified performancemeasurement based
on characteristics of data. Accordingly,
there are four types of data, which are
direct/objective measures (e.g. data col-
lected directly from firm records or pub-
licly available records or from customer),
indirect/subjective measures (e.g. data
collected based on the perception of top
management about both the current/past
performancerelativeto thetarget or aver-

age industry), financial indicators, and
operational indicators (Figure 1).
Financial indicators reflect the ful-
fillment of the economic goals of thefirm
and in marketing literature have included
profit (Pelham 2000), salesgrowth (Slater
and Narver 1994), and turnover
(Diamantopoulos and Hart 1993). Those
indicators are also employed in retail re-
search. Davies and Kay (1990) employed
sales turnover and sales growth. Ingene
(1984) and O'Riordan (1993) note the
importance of gross margin in measuring
retail performanceand Lewisand Thomas
(1990) suggested using ROS and ROCE.
Nonfinancial indicators focus on those
key operational successfactorsthat might
lead to financial performance. Non-
financial indicators in retailing include
market share, productivity (labor produc-
tivity and space productivity) (e.g. Ingene
1982; 1984; Croninand Skinner 1984) and
stock-turn (Davies and Kay 1990).
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Figure 1. A Scheme for Classifying Alternate Approaches for Measuring Firm

Performance
Financial Operational Both
Indicators Indicators Indicators
Dawes (2000)
Hart and Tzokas (1999) | Lukasand Ferrel (2000)
Direct/ | Sargeant and
Objective || Mohammad (1999)
Han et a. (1998)
Bartz and Baetz (1998)
Li and Simerly (1998)
Types of
Data
Bhunian (1997) Braddy and Conin (2001) Pelham (2000)
Matsuni and Mentzer Baker and Sinkula (1999) Chang et a. (1999)
Indirect/ | (2000) Bart and Baetz (1998) Vorhieset . (1999)
Subjective
Luo and Peng (1999) Abranson and Ai (1998)
Han et d. (1998) Greenly and Foxall (1998)
Siguauw et a. (1998) Tanet d. (1998)

Using the conceptualization of firm
performance (financial versus non finan-
cial indicators) and types of data (direct/
objective and indirect/subjective) as two
basic but different concernsin the overall
process of measuring firm performance, a
six-celled classificatory scheme (shown
in Figure 1) is devel oped.

AsFigurelindicates, six approaches
areconceptualizedwithinaparticular cell.
For example, in Cell 1, the conceptualiz-
ing scheme for firm performance uses
financial performance data obtained from
indicator/subjectivemeasures(e.g. Capon
1990; Diamantopoulos and Hart 1993),
while Cell 4 focuseson eliciting financial
data from the perception of top manage-
ment (e.g. Dessand Robinson 1984; Narver
and Slater 1990; Jaworski and K ohli 1993).

Cells 2 and 5 on nonfinancial indicators
collected from direct/objective measures
(e.g. Buzzell and Wirsema 1981; Conant
et a. 1993) and subjective measures (e.g.
Golden 1992; Edgett and Snow 1996),
respectively. It is readily apparent that
these four approaches have a narrow per-
spective on firm performance
(Venkatraman and Ramanujam 1986).
Alternatively, combining financia indi-
cators and nonfinancial indicators (Cell 3
and 6) can broaden it (e.g. Brignall et al.
1991; Fitzgerald et al. 1991; Brignall and
Ballantine 1996). A classificatory scheme
aspresentedin Figure lisuseful. It serves
as abasis to compare and contrast differ-
ent measurement approaches. Thisscheme
will be used for classification of perfor-
mance measurement in retail sector.
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Hypothesis Development

Throughout the numerous findings
in market orientation research, one of the
most interesting finding from previous
studies is that the type of performance
measurement affects the result. For ex-
ample, if the studies useindirect measure-
ment of performance (managers or infor-
mants’ judgements), most theresultsshow
apositivelink between indirect and direct
measurement. On the other hand, if the
studies use direct measurement of perfor-
mance, the results are quite ambiguous
(see Table 2). Clearly, the type of perfor-
mancemeasurement may affect theresults
of the study and thisis consistent with the
notion that each type of performance pro-
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vides aunique characteristic (Kaplan and

Norton 1992). Therefore,

H, : Thecorrelationvaluesofindirect per-
formance will be significantly higher
than direct performance in the mar-
ket orientati on-performanceassocia-
tion.

Ascan beseen from Table 2, most of
thestudy used indirect measurement. This
indirect measure of performancewascho-
sen over direct measurement for several
reasons. Firstly, firmsareoftenvery reluc-
tant to provide ‘hard’ financial data (cf.
Covin 1991, p.448). Secondly, direct fi-
nancial measurement on the samplefirms
might not be publicly available (Dessand
Robinson 1984). Apart from this, the va-
lidity of this performance measurement

Table 2. The Market Orientation-Performance Association

Per for mance M easur ement/Association

Indirect Direct
Hooley et a.(1990) +/S
Narver& Slater (1990) +/S
Doyle& Hooley 1992 +/S
Ruekert (1992) +/S
Deshpande et al. (1993) +/S
Diamantopoul os and Hart (1993) +/PS
Jaworski and Kohli (1993) +S +/INS
Slater& Narver (1994) +/S
Greenley (1995a:1995b) +/PS +/NS
Orvis (1996) +/S
Pitt et al. (1996) +IS
Avlonitis and Gounaris (1997) +/S
Langerak et al. (1997) +/S
Pelham (1997) +/S
Liu and Davies (1997) +/S
Langerak and Commandeur (1998) +/S
Verhees (1998) +/S
(S) Significant (NS) Non Significant

(PS) Partly Significant
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was supported by thefindings of Dessand

Robinson(1984), whosefindingsiswidely

confirmedin other studies(e.g. Covinand

Slevin 1988). Despiteevidenceof positive

correlation between direct and indirect

measures, the relationship between indi-
rect and direct measures in the retailing
context remains a gap in our knowledge.

Therefore,

H,: There will be significant positive
correlation between indirect and
direct measures of performance
A further gap is the measurement of

marketing inputs measures. Marketingin-

puts lead to intermediate outputs

(nonfinancial indicators) that in turn lead

to financial outcomes. Figure 2 presents

the conceptual model that maps a path
from market orientation to financial indi-
cators. Briefly, the model comprises of
three sets of factors: amarket orientation,
nonfinancial indicators(mediator variable)
and financial indicators. The arrows de-
pict general influence flows rather than

“causal” effect coefficient tobecalibrated

empirically. Nonfinancial indicators will

mediate the relationship between market
orientation and financial indicators.

The market orientation concept is
widely believed as a method to evaluate
the quality of marketing inputs (Clark
1999). A market orientation is the ability
of firms to learn about customers, com-
petitorsand environmental forces, to con-
tinuously sense and act on events and
trends in present and prospective markets
(Day 1994). It therefore underpins the
ability to outperform competitors and to
create long-term superior value for cus-
tomers. Therefore, amarket orientationis
oneof thekey factorsdeterminingafirm’'s
financial performance. Thus,

H,: There will be a significant positive
correlation between market orienta-
tion and nonfinancial indicators.

H,: There will be a significant positive
correlation between market orienta-
tion and financial indicators.
Apartfromthis, marketingandretail -

ing scholarsareinterested in nonfinancial

indicators issues. The underlying reason
was nonfinancial indicators are assumed
to have a positive impact on profitability

(Magi and Julander 1996). For example,

Ingene (1982) found both |abor and space

productivity had a significant impact on

Figure 2. The Model of Theor etical Relationships

Market Orientation

Customer Orientation
Competitor Orientation
Interfunctional Coordination
Profit Orientation

Nonfinancial | ndicators

Labor Productivity,
Productivity Selling Space,
Stock-age, Market Share

Sales Growth,
Sdles Turnover, Gross Margin
ROCE, ROI

Financial Indicators
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profitability. Other indicatorssuchasmar-

ket share and stock-turnover is widely

believedto bevita for profit performance

(Broeren1981; Buzzell andWiersma1981;

Duncan et al. 1983). Therefore,

H, : There will be a significant positive
correlation between nonfinancial in-
dicators and financial indicators.

Methods

Preliminary interviews were con-
ducted to ascertain that the items met the
needs of the research. Three items were
dropped inthisprocess, which are ROCE,
ROS and labor productivity. One of the
reasons was that not all retail firms were
familiar with both financial ratios. Also,
based on preliminary observation, only a
few retail firms were concerned about
labor productivity.

Totest themodel presentedin Figure
2; data were collected to assess the rela-
tionship between market orientation and
retail performance. Namesof retailerswere
culled from different sources; Indonesian
Directory, Retail Association, CIC, BPS
and Yellow Pages. In total, the number
retail firms in the Jabotabek areais 127
000 firms. From Figure 2, only 1820 retail
firms could be classified as within the
target popul ationbased ontheir size. How-
ever, thefinal number onthe samplinglist
was1030retail firmsduetothestorebeing
closed, having moved, using awrong ad-
dress and not being aretail firm.

Each retailer was contacted by tele-
phone to obtain cooperation. Further, we
asked them to provide the name of the
personwhowasmost knowl edgeabl eabout
the business strategy that had been con-
ducted by the firm. Almost 60 percent of
retail firms did not want to participate in
thisresearch. They directly rejected usfor
severa reasons such as firm policy, no
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interest, too busy and even the “owner is
till in Singapore.”

Pre-coded questionnairesweremailed
to all informants along with a covering
letter on university stationary explaining
the purpose of the study, andthe confiden-
tiality of responses. Surveyswerereturned
to the researcher by pre-addressed, post-
age-paid envelopesenclosedwiththeques-
tionnaires. Three or four field follow-ups
by telephoning were conducted. Their
purposewasto explain the benefit of join-
ing this project, to make sure that respon-
dent understood the questionnaire, and to
remind them to return the questionnaire.
These procedures resulted in responses
fromatotal of 172 retail firms, aresponse
rate 36.5 percent. After initial screening
however only the 159 fully completed
guestionnaires were used for analysis.

All measuresweretested for validity
and reliability following the guidelines
offered by Jaworski and Kohli (1993) and
Byrne (1989). Theresults of the measure-
ment model of market orientation )(2(7 "
were 121.62 (p=.000), nonfinancial indi-
cators )(2( ,Was 6.413 (p=.170) and finan-
cial indicators )(2(2)+ was 2.451 (p=.794).
Appendix 1and 2 containsmeasured char-
acteristicsand samplemeasurement items.
Here, the origin of the measures used and
the processof purification and assessment
convergent validity are briefly discussed.

Twenty-two itemsof market orienta-
tion, six items of nonfinancial indicators
and 4 items of financial indicators have
been used as input for purification pro-
cesses. It is important to identify poor
items (itemswhich correlate negatively or
do not correlate strongly with other items)
and eliminate them from the instrument
(Churchill 1979). The purifying of instru-
ments relies on the confirmatory factor
analysis (Kohli and Jaworski 1993). This
processdropssevenitemsof market orien-
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tation constructs. To assess the conver-
gentvalidity, thisstudy followstheBagozzi
and Y (1991) proceduresfor inspection of
factor variance. Accordingly, convergent
validity can be achieved if all factor |oad-
ings for specified factors are statistically
significant. All items load positively on
their specified constructs and thet values
associated with each of the loadings ex-
ceeds 2.0 (AMOS 3.61 1996). Theresults

confirm the convergent validity of the
three constructs

Analysis and Results

Table 3 shows that the correlation
values of indirect measures were higher
than the correlation values of direct mea-
sures, thus supporting the hypothesis 1.
Thisfinding hasconfirmed that thetype of

Table 3. The Differences Between Indirect and Direct Measuresin the Market
Orientation-Per for mance Association

Construct Indirect Direct Critical
Performance Performance Ratio (C.R.)
Market Orientation .710* .309* 2.05
Customer Orientation 319* .220 -.028
Competitor Orientation .073 37 .614
Inter-functional Coordination .381* -.029 -2.85
Profit Orientation .106 213 -1.33

*) Pair of parameter estimatesis significantly different (C.R. > +2.0, p < .05)

Figure 3. Indirect and Direct Measures

X? = 4325  TLI = 100
p = .004 CFl = 1.00
GFl = .901 RMSEA = .000
AGFI = .903 NC = .865

Nonfinancial Indicators

IDP4

S ©

S ©

917
X =208  TLI = .919
p = .148 CAl = .986
GFl = .993 RMSEA = .083
AGFI = .935 NC = 2089

Financial Indicators

—
3%}
X



Figure 4. Performance M odel
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performance measurement influences the
magnitude of the effect of market orienta-
tion on firm performance. This indicates
that thetype of performance measurement
may affect the results of the study. Thisis
consistent withthenotion that each type of
performance provides aunique character-
istic (Kaplan and Norton 1992).

As predicted by Hypothesis 2, indi-
rect measures have positive correlation
with direct measuresfor both nonfinancial
performance and financia performance
(b, p=.666, p<.05:b p=.987, p<.05) (Figure
3). The result of this study confirms the
previous studies (e.g. Covin et a. 1990;
Dess and Robinson 1984). This finding
supports the underlying assumption in
much empirical marketing research that
there is a positive relationship between
indirect measures and direct measures.

Theresult of aSEM analysisreveals
that market orientation has a significant
effectonnonfinancial indicators(b,  =.515;
p<.05) (Figure 4). Thisfinding lends sub-
stantial support to the previous findings
(e.g. Jaworski and Kohi 1993; Slater and
Narver, 1994; Pelham 2000), confirming
that market orientation hasasignificantly
positive effect on performance. However,
contrary to hypothesis, the relationship
between market orientation and financial
indicatorsisinsignificant.

This study has confirmed the hypo-
thesis5that thereisapositiverel ationship

-

MARKOR
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&
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X2 =17.36
p =.419

GFl =973

= .998

= .999

DIFIN

between nonfinancial and financia per-
formance (Figure 4). This implies that
nonfinancial indicatorscan be categorised
as mediating variable for market orienta-
tion and financial indicators. Therefore,
this study supports the Srivastava's et al.
(21988) notionthat thenonfinancial indica-
tors can be thought as firm assets that are
leveraged to produce superior financial
performance. In other word, the total ef-
fect of market orientation toward firm
performance is bigger in the situation of
having high level of nonfinancial indica-
tors.

Discussion and Conclusions

This study has confirmed that there
are positiveinterrel ationships among per-
formance measures. It is shown that mar-
ket orientation affects positively on
nonfinancia indicators. This finding is
consistent with the expectation and sup-
ports the notion that market orientation is
an important determinant of firm perfor-
mance. Market orientation will increase
the capability of retail firm to offer high
value merchandise or to increase store
patronage and sales. Further, it is helping
retail firm to make and implement strate-
gic decision better, such as: product as-
sortment, retail price, promotion activi-
ties, and customer service.
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However, these findings are not par-
ticularly surprising and thecontribution of
this research lies rather in the consider-
ation of the indirect effects which market
orientation has on financia indicators
through their impact on the nonfinancial
indicators. Previous research hassimulta:
neously considered market orientation
impactson financial performancewithout
consideringother variablescould possibly
mediatetherelationship (Han et al. 1998).

In addition to this, the findings sug-
gest that nonfinancial indicators have a
positive correlation with financial indica-
tors. The presumption behind many of
these nonfinancial indicators is that they
are leading indicators of long-run share-
holder value (Srivastava et a. 1998). As
such, it appearsthat retail managersshould
strivetoimprovenonfinancial performance
in their efforts to attain higher financial
performance.

Interesting to note, the findings sug-
gest that type of performance measure-
ment approach would affect the magni-
tudeof market orientationand performance
association. Theindirect measurestend to
have a high correlation value relative to
the direct measures. In other words, the
interpretati onor perception of performance
will affect the results of the study. If a
senior manager feels that his or her com-
pany has adeep knowledge about market,
andimportantly serveconsumer better than
competitors, regardless of the actual per-
formance, he or she will perceive that
company hasbetter performancethancom-
petitors. Thisfinding bringsto themarket-
ing or strategic research implications that
using a single approach to measure firm
performance could mislead the results of
the research.

The research findings offer impor-
tant managerial implications. The present
study clearly supports a positive effect of

market orientation onnonfinancial indica
tors: market share, productivity selling
space, and stock-age. The positive effect
of market orientation will give market-
oriented retailers amuch better chance of
improving their profitability. Hence, the
ability of retail business to cultivate an
appropriate behaviour requiredtodevelop
better customers’ valuerelativetoitscom-
petitors is vital for achieving and main-
taining superior performance. Further, this
finding giveretail managersamuch stron-
ger basis than intuition and anecdotes for
recommending the wisdom of adopting
and implementing a market orientation.

Consequently, retail firmsareencour-
aged to continuetheir effortsin becoming
an ever more market-oriented enterprise.
Asvariousretail firmslearned to be mar-
ket-oriented, numerous actions have been
taken to better respond to changing cus-
tomer needsand the overall market condi-
tion. For instance moreretailersnow offer
entertainment activities such as games,
attractions, and cooking demonstrations.
Or, inorder to boost consumer confidence
inscanner checkouts, afew retailersprom-
ise to give free merchandise if the price
was not correct. These market-oriented
efforts should lead to significantly more
positive image and that, in turn, should
produce a positive financial impact.

The results of this study should be
interpreted cautiously. In the interests of
obtaining a higher response rate and re-
maining within budgetary constraints, the
use of single informant was necessary in
this study. The use of information from
only asinglesourceto generaliseabout an
organisation’ s condition may be mislead-
ing. Such information is selective, if not
biased, owing to the informant’ s position
or other characteristics or his’her way of
using andweighting theinformationwhen
makingjudgements(Philips1981). Achrol
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(1991) suggests the use of multipleinfor-
mants because multiple informants elimi-
nate errors resulting from the one
informant’s selective perception, thusin-
creasing reliability. However, multi-
respondent studies are relatively few in
number, due to the cooperation required
and coordination within subject firmsand
consequently are much more difficult to
execute (Slater 1995).

This study employs manager’s re-
ports for assessing firm performances.
Recently, several retail authors have sug-
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APPENDIX 1. Market Orientation Construct (Four Correlated Factors)
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x2 =12162 TLI  =.929
p  =.000 CAl  =.950
GFl =.914 RMSEA = .064
AGFI = .861 NC = 1.649
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APPENDI X 1. Indirect and Direct Measures
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