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THE AIMS OF THE PAPER

The researches on the effect of Market Orientation (MO) and Entrepreneurial Orientation (EO) on firms’ per-
formance have demanded much effort in marketing researches and unparalleled results have been observed
depending up on the context of the studies. But, it seems that much attention has not been given to the effect
of these orientations in New Product Development (NDP), applying various forms and approaches of inno-
vation, which is the stem for the overall performance of firms. Hence, this paper aimed to identify different
forms and approaches of innovation in NPD and to explain the role or effect of EO and MO on NPD with
respect to these forms and approaches of innovation.

METHODOLOGY

Literatures published from 1980 to 2018 in various databases (Business source Premier, Scopus, Web of
Science, Science Direct and Academic Search Complete) were accessed and over forty publications were
synthesized using systematic literature survey.

MOST IMSPORTANT RESULTS

The product innovation forms and approaches such as discontinuous versus continuous, radical versus
incremental, market-driven innovation versus driving-market innovation, and pure product innovation ver-
sus marketing mix-product innovation are identified. In the case of discontinuous (also called disruptive or
radical) innovation and pure product innovation forms and driving-market innovation approaches, the role
of EO outweighs MO in NPD and the latter may not be even useful in these cases. In contrast to MO, EO
makes firms pro-active, innovative and to take risk that leads to ground breaking product innovation. On
the other hand, in the case of continuous (also called incremental) innovation, and marketing-mix related
product innovation forms and market-driven innovation approaches of innovation, it is MO that plays
prominent role and equips firms with up to date market intelligence from customers, competitors and sup-
pliers. Literature also adequately supports that MO makes firms competitive in the market and helps them
to cope with the existing market system.

RECOMMENDATIONS

Both MO and EO are important for product innovation but their application and the extent of their role or
contribution varies depending on the approaches and forms of product innovation adopted, and it is not the
issue of being complementary to each other or not as most studies argued. Therefore, practitioners, first,
need to know the approaches and forms of innovation they needed before relying either in EO or MO. This
study focused on product innovation from manufacturers’ points of view but further empirical research can
be done involving service sector organizations regarding the unique roles of EO and MO.
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INTRODUCTION

According to Schilling and Hill (1998), for many
industries, new product development is now the
single most important factor driving firm success
or failure. The authors argue that researchers from
strategic management, engineering, marketing, and
other disciplines give emphasis on new products
and new product development process. In fact, new
product development is not an activity but it is a
process which incorporates sets of activities and
various groups of people. Frishammar (2005) defi-
nes a New Product Development (NPD) process as
a sequence of information processing activities. But
he remarked that the information in NPD occupies
a much broader conceptual space than the reduction
of uncertainty. The information about NPD can be
obtained by reviewing the literature and scanning
business environment, market, gatekeepers, cross-
functional integration, and knowledge repository.

In general, it is believed that NPD always needs
to utilize important resources mainly the informa-
tion about market conditions. In a cross national
study conducted by Calantone et al. (1996), they
have shed light on the importance of collecting and
assessing market and competitive information in
order to identify clients’ wants, demands, level of
price sensitivity and product preference and to get
the weaknesses, strength, core competencies and
competitive strategies of competitors. These are
altogether called Market Orientation (MO), without
which a firm cannot achieve its two critical objec-
tives: maximizing the fit with customers’ needs and
minimizing time to market (Schilling & Hill 1998).

Maximizing the fit with customers’ needs, espe-
cially, refers to market orientation of a firm and it
is typically measured by assessing firms’ commit-
ment to base strategic decisions on customer-orien-
ted market intelligence (Baker and Sinkula 2009).
These researchers indicated that firms with strong
MO prioritize on learning about customers’ likes
and dislikes, satisfaction and perception in order to
produce and satisfy them with tailor-made products
and services. Moreover, MO is not only limited
to knowing about customers but also it includes
orientation about competitors and suppliers. MO
encompasses four main activities: intelligence
generation, intelligence dissemination, intelligence
integration and coordinated action (Slater et al.
2010). In previous researches, MO consists of three
elements: intelligence generation, dissemination,
and responsiveness (Kohli & Jaworski 1990, Slater
& Narver 1995, Atuahene-Gima 1996, Jaworski et
al. 2000).

In intelligence generation process, market-ori-
ented firms solicit a diversified range of intelligence
about influential market forces. Market intelligence
generally indicates all useful information about
market trends and actors in the market including
current and future customer needs which is often
known as Customer Analysis; competitors’ capa-
bilities and strategies (i.e. is known as Competitor
Analysis); and other important influencers, such as
suppliers (Slater ez al. 2010). It seems that MO has
been found to be the most important component
to be considered in new product development in
order to satisfy customers with customer-oriented
product. Considering the needs and wants of cus-
tomers, the level of competition with rivals and the
availability of resource with suppliers could play
prominent role in firm performance in general and
for new product development in particular (Baker
and Sinkula 2002, as cited in Baker & Sinkula
2009).

However, it has been made clear that MO is not
the only factor which determines the success or
failure of new product development as well as com-
pany profitability. There are still areas which are
not addressed with MO that firms needs to be aware
of like innovativeness, pro-activeness, risk taking,
autonomy and aggressive competitiveness, which
are generally recognized and known as Entrepre-
neurial Orientation (EO) (Lumpkin and Dess, 1996;
Awang et al. 2010); and the first three are most
commonly regarded by scholars as EO dimensions
(Zahra 1991, Covin & Slevin 1986, Rauch er
al. 2009). EO has evolved as the other important
aspect to be considered whether to develop a new
product or increase firms’ profitability. According
to Scott & Venkataraman (2000), EO reflects the
prioritization that business organizations follow in
the process of identifying and exploiting business
opportunities.

Perhaps, MO and EO have overlapping, but
distinct domains (Slater and Narver 1995). As per
their explanation, MO is posited to reflect the extent
to which firms establish the satisfaction of customer
needs and wants as an organizing principle of the
firm. Whereas, EO is posited to reflect the extent
to which firms establish the identification and exp-
loitation of untapped opportunities as an organizing
principle of the firm. Also, both orientations require
and embrace learning to be operational (Baker ef al.
2009), which is almost to the idea posed by Scott
& Venkataraman (2000). And in their literature
review, they have come to make a conclusion that
MO and EO are correlated, but distinct constructs
or distinct domains (Baker et al. 2009, Slater and
Narver 1995). Because of their distinct domains or
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constructs, these orientations do not have an equal
or the same contribution in all approaches and
forms of innovation in NPD. This paper deals with
the effect of these orientation on different forms and
approaches of innovation in NPD. First, various
forms and approaches of product innovation were
identified and then role or effects of EO and MO in
NPD were discussed considering various forms and
approaches of innovation. In short, it answers the
questions: what are the various forms and appro-
aches of product innovation in NPD? How do EO
and MO affect or contribute in those different forms
and approaches of innovation in NPD?

RESEARCH METHODOLOGY

As discussed above, research activities on the roles
of MO and EO on firm performance has attracted
much attention over decades from several resear-
chers, academicians and practitioners. This article
aims to find out the unique roles played by MO and
EO in new product development or product inno-
vation. To achieve this, the research systematically
reviewed peer reviewed articles published in repu-
table journals. The search query that incorporated
important terms: market orientation, entrepreneu-
rial orientation and new product development or
product innovation was used in a number of databa-
ses including Science Direct, Business Source Pre-
mier, Web of Science, Academic Search Complete
and Scopus. To get recent trends, the search for arti-
cles was narrowed to the period 1980 to 2018, and
a total of 40 articles were accessed and reviewed.

THE NEW PRODUCT
DEVELOPMENT (NPD)

Most commonly in marketing literature, the terms
innovation and new product development have
been used interchangeably (Iyer er al. 2006).
Hence, in this article, the same conceptual appro-
ach is adopted. Through time, new product devel-
opment and its process has become the main stra-
tegic issue for competitive manufacturing as well
as marketing organizations. The survey findings of
Product Development and Management Associa-
tion indicate that NPD process continues to evolve
and become sophisticated (Griffin 1997). Her
research also points out that NPD changes conti-
nually on multiple fronts and those businesses that
fail to keep up to date their NPD practices would be
suffering from both unexpected and expected mar-
ket competitive shortcomings. The globalization
of economy and the segregation of markets into

ever smaller niches could be considered as main
causes behind the unprecedented increase of emp-
hasis on new product development as competitive
dimension (Schilling & Hill 1998).

In fact, different companies may have their own
unique NDP process or practices based on the nature
of products they develop and their target markets.
The interest of this paper is not on the best prac-
tices in NPD process; rather it gives emphasis on
the product innovation forms and approaches and
shows the effects of both MO and EO on various
product innovations of firms. Also, herewith in this
article, the new product development (NPD) is ana-
lyzed from manufacturers’ point of view; and not
from the marketer’s. In general, manufacturer can
be understood as a company which is the creator of
new product whereas marketer can be considered
as a company or set of companies working to con-
nect and introduce an innovative product or service
to the target customers. For new production mana-
gers of firms, there is no issue more fundamental
than understanding the factors that separate success
from failure in new product development (Cooper
& Kleinschmidt 1987). One of these factors is the
approach of innovation that is adopted in NPD and
production manager has to know and be curious
about which approach to use. In the following sub
sections, we will see some of these approaches and
forms of innovation in relation to NPD.

Market Driven vs Driving-Market
Approaches of NPD

Beverland et al. (2006) have identified two appro-
aches in NPD: Market Driven and Driving-Market
approaches. Market-driven activities are those that
seek to exploit the current market structure without
changing ongoing structure through incremental
adaptations of past behaviors (Jaworski ez al. 2000).
It usually does not lead to breakthrough innovation
(Atuahene-Gima 1996). Market-driven activities
are adopted as part of a formal market orientation
and then new product innovation is implemented
in order to increase market share. Market-oriented
firms consider NPD as a core competitive capability
as positional advantage is determined by the efforts
of innovative purpose-driven new product devel-
opment over years. Organizations in this cluster
also viewed customer driven NPD as inadequate:
especially, Jaworski and his colleagues argue that
meeting the needs of those highly satisfied custom-
ers who are looking at no other suppliers becomes
a problem if there is no new thing to offer. These
firms are expected to be leaders in their fields in
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terms of relative market dominance, customer
preferences, growth in sales, and margin earned
relative to competitors (Atuahene-Gima 1996).

When utilizing a market-driven approach, busi-
nesses adopt a reactive stance and focus on trying
to learn, understand and respond to stakeholder
perceptions and behavior (Jaworski et al. 2000). In
contrast, a driving-market approach involves pro-
active strategies that aim to change the structure of
the marketplace or the rules of the game (Jaworski
et al. 2000). In these approaches of NDP, the effect
or role of Market and Entrepreneurial orientation
on product development significantly varies. In the
case of Market driven approaches, the design and
the entire features of the newly developed product
are influenced by the preferences, needs, wants and
demand of particular group of customers who are
in the target (Calantone e al. 1996). Whereas, in
the case of driving market approach, NPD is mainly
based on entrepreneurial orientations which inclu-
des firms’ strategic directions, risk taking, pro-ac-
tiveness, innovativeness and the level of aggressive
competitiveness (Awang et al. 2010, Lukas and
Ferrell 2000). Adopting a driving-market approach
to NPD can help firms to influence the competitive
environment (Parry & Song 1994) and it supports
proactive measures. Hence, industrial firms are
expected to look beyond market-driven behaviors
and identify new markets, and new sources of value
to drive new product innovations (Beverland ez
al. 2006). They concluded that the most success-
ful firms were found to be those characterized by a
driving-market approach, rather than those relying
solely on relationships and reacting to changing
market phenomena.

Customers vs Firms’ Perspectives of
Newness in NPD

Literatures clearly dictate that the level of innova-
tiveness in NPD is a major driver of profitability
which determines the sustainability of a company’s
profitability and ensures its survival in the future
(Brown & Eisenhardt 1995, Ernst 2002) and it is
a source of competitive advantage (Beverland ez

al. 2006). Almost all definitions of innovation start
with or connect to the concept of newness; and it
is “newness” that distinguishes innovation from a
simple change (Rekettye 2003). In his review on
the European Commission Green Paper, “innova-
tion is defined as the successful production, assimi-
lation and exploitation of novelty in the economic
and social spheres” (European Commission 1995,
as cited in Rekettye 2003, 46). Regarding pro-
duct newness, Lawton and Parasuraman (1980)
describe it in two perspectives. First, from the
customer’s perspective, product newness pertains
to the extent to which an innovation is compatible
with the experiences and consumption patterns of
customers. Second, from the firm’s perspective,
degree of product newness refers to the degree of
difference between an innovation and those alre-
ady on the market. It is better to see here what kind
of orientation a firm needs in each perspective. In
case of former perspective, if it is completely new
to the customers of a firm, then product innovation
or development is relied more on other orientation
(i.e. is, obviously, an entrepreneurial orientation)
than market orientation. It is driving-market rather
than market driven production innovation approach
because of the change in both product and custom-
ers buying patterns (Jaworski et al. 2000).

Marketing Mix vs Product Related
Innovation

The marketing mix mainly encompasses the main
four P’s (product, place, price and promotion). It
should not be dubious, here in this case, that the
development of new product or product innova-
tion is being discussed from manufacturers’ point
of view. Actually, when manufacturers develop or
innovate a new product, what would be changed
from marketing elements, in the innovation pro-
cess? Is it only a product or are other marketing mix
elements included? This is the point of discussion
in marketing-and—product related innovation mat-
rix (Figure 1) constructed by Rekettye (2003).

48 MARKETING & MENEDZSMENT 2019. 2. SZAM



Figure 1. Marketing mix and product related matrix

Implemented Marketing Mix

New

New
Innovation

Product

Not new

Source: Rekettye 2003

Pure product innovation (2" Quadrant):
According to Rekettye (2003): pure product inno-
vation is all about introducing new products to the
customers with the help of the existing marketing
infrastructure and of marketing elements. In this
case, the marketing means are not changed and they
have been proven to be successful in the marketing
of other products. The ground behind making pure
product innovation should be an attempt to tap the
opportunities unrecognized by other competitors in
the market (Rekettye 2003). To do this, it all needs
to have opportunity identification skills and risk
taking attitude rather than aversion, which signify
an entrepreneurial orientation of firms (Scott &
Venkataraman 2000).

Combined marketing and product innovation
(1**Quadrant): When a product or service innova-
tion of “breaking with the past”-type appears, the
role of marketing is extremely complex. This type
of innovation which includes both marketing mix
elements and products is based on the fact that “the
launching of revolutionary new products generally
requires marketing innovation to be successful in
the market” (Rekettye 2003, 50). Here comes the
roles of MO and EO, in this case in order to make
brand new product and to introduce it to the mar-
ket in an unfamiliar way, both types of orientation
may be equally implemented. From EO, risk taking
propensity, innovativeness and pro-activeness
could be taken as the driving forces for this kind
of innovation and from marketing side, especially,
pricing and promotion may have utmost importance
to introduce this product to the target customers.
In fact, MO does not take to real or novel product
innovation which has never ever been experienced

Product -Marketing

Not new

No Innovation

by customers (Bennett and Cooper 1981, Slater and
Narver 1995, Christensen and Bower 1996).

Marketing Mix Related innovation: Accor-
ding to Rekettye (2003), marketing firms, which
engage in market research do not only collect and
analyze data in connection with demand and market
trends but also make attempt to find and develop
new solutions to the observed marketing problems.
Then, the necessary change may be done on any
marketing elements including packaging, advertise-
ment, and distribution and even on the price itself.
Literature also indicates that MO firms are likely to
develop incremental new products rather than inno-
vative products, within existing market segments
(Christensen and Bower 1996, Bennett and Cooper
1981, Slater and Narver, 1995).

Continuous vs Discontinuous Innovation

In his review, Rekettye (2003) also indicated the
other approaches of Product Innovation: continuous
innovation and discontinuous innovation. They can
also be described as continuous and radical inno-
vation (Cooper 1998) or incremental and radical
innovation as reviewed by lyer et al. (2006). Con-
tinuous innovation is most often done within the
boundaries of existing marketing system of firms.
It gets adopted if firms assume that the future com-
petitive requirements of customers would be met
within existing industry structures, an existing
competitive architecture (Miller and Morris 1999,
4; as cited in Rekettye 2003, 47). On the contrary,
“the typical feature of discontinuous innovation is
breaking with the past, thus leading to a radical,
revolutionary change” (Rekettye, 2003). Miller and
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Morris (1999) argued that this kind of innovation
works outside of the existing market segments or
territories. Once it gets successfully done in a cer-
tain innovation, then expands and reposition the
markets and explore all new possibilities (Miller
and Morris, 1999). In the former case, there would
be no change in consumers consumption patterns
and habits because almost all the marketing mix
elements remain the same and there is no structural
change. In order to realize this, a firm which makes
this continuous innovation has to be more costumer
or market—oriented than a firm that opts for discon-
tinuous innovation. On the other side, a manufactu-
ring firm opting for discontinues innovation needs
to have more of entrepreneurial orientation because
its needs more pro-activeness, risk taking and inno-
vativeness in order to develop and introduce unk-
nown product which has never been experienced
by customers (Covin and Slevin 1986, Saren 1985).
For example, the Apple Company at the beginning
did not collect customers’ preferences towards its
first iPad tablet, Nintendo Wii with motion sensi-
tive controllers, because the product was not exist-
ing and unknown by customers; of course, even no
customers as such (Rhee 2015).

MARKET ORIENTATION AND
NEW PRODUCT DEVELOPMENT

Conflicting arguments have been made regarding
the real effect of market orientation on production
innovation and organizational performance. In
the reviews made by some scholars, they claimed
that market orientation even has adverse consequ-
ences for product innovation and organizational
performance (Bennett and Cooper 1981, Atuahe-
ne-Gima 1996). With little similarity, Lawton and
Parasuraman (1980) argued that, empirically, there
is no evidence supporting significant relationship
between MO and NPD. Bennett and Cooper (1981)
justify that market orientation leads to the uncom-
petitive syndrome of ‘me-too’ products rather than
breakthrough innovations. On the contrary, there
are numerous theoretical and empirical researchers
advocating for market orientation and supporting
the argument that it leads to successful innovation
and higher organizational achievement (Baker et
al. 2009, Deshpande et al. 1993, Kohli and Jawor-
ski 1990). In line with this, the others still say that
MO enables only to enhance incremental innova-
tion, not novel ones (Christensen and Bower 1996,
Bennett and Cooper 1981, Slater and Narver 1995).
This argument was also supported by Calantone ez
al. (1996) and they highlighted MO’s importance

“to collect and assess market and competitive infor-
mation in order to understand customers’ needs,
wants, and specifications for the product; to know
customers’ price sensitivity; to understand custom-
ers’ purchase decisions; and to learn about competi-
tors’ strategies, strengths, and weaknesses”.

Later on, Atuahene-Gima (1996) suggested
in his empirical research that market orientation
has a huge direct impact on the firms’ innovative
performance. However, they said that when it is
moderated by innovative features, it would have
an insignificant effect on market share success.
This finding forces us to go back and see Rekety-
tye’s (2003) market—product related matrix and
his review on continuous and discontinues inno-
vation. Based on that fact, we can infer that MO
would play significant role in the case of conti-
nuous and marketing mix related innovations.
Also, Atuahene-Gima (1996) made it clear in his
findings that MO reduces the chances of the firm
producing innovations that require major behavi-
oral changes on the part of the firm’s actual and
potential customers and forces them to switch off.
Including Atuahene-Gima(1996), several resear-
chers make an inference that the firm’s degree of
MO is significantly and positively associated with
innovation-marketing fit, product advantage, and
inter-functional teamwork and it is highly corre-
lated with new product success (Cooper and Kle-
inschmidt 1987, Calantone et al. 1996, Baker et
al. 2009). However, it was remarked that “market
orientation is not a panacea for ineffectiveness in
the innovation process or products/services lacking
some fit with the firm’s skills or some advantage to
customers” (Atuahene-Gima, 1996). Moreover, the
recent study shows that in outcome based reward
it is negatively related to radical innovation (Joshi,
2016) and these factors have become a loop hole for
the concept of entrepreneurial orientation to flou-
rish and be widely accepted.

ENTREPRENEURIAL ORIEN-
TATION AND NEW PRODUCT
DEVELOPMENT

A higher degree of innovativeness, risk-taking
and pro-activeness are three main characteristics
that distinguish entrepreneurial orientation from
market orientation (Covin and Slevin 1986, Lukas
and Ferrell 2000, Bouncken et al. 2016). Unlike
MO, the importance of EO on new product devel-
opment has not been doubted but there are still
studies arguing that if an entrepreneurial orientation
is not coupled with customer or market orientation,
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it does not have a direct effect on product innovation
(Thoumrungroje and Racela 2013). The Meta ana-
lysis of 56 studies conducted by Rauch et al. (2009)
showed that EO generally has a positive effect on
firm performance. The other most recent empirical
study demonstrates that that entrepreneurial orien-
tation enhances innovation adoption and generation
which in turn enhance product innovation (Etriya et
al. 2018). Finally, this product innovation enhances
firm’s revenues.

Also, according to Etriya ez al. (2018), EO enab-
les firms to innovate by taking risks in anticipating
future demand, through either adoption of available
innovations or generation of their own innovations
and both options result in new or improved pro-
ducts and eventually generate revenues to firms. A
very strong interrelationship among entrepreneu-
rial orientation, breakthrough innovation and new
product development performance has also been
confirmed by the other study (Lee et al. 2017). Not
only within a focal firm, but also in alliances, has
EO been found to be a strong driver of joint product
innovation (Bouncken et al. 2016). The literature
suggests that firms require a new set of imperatives,
such as an alignment of market and entrepreneur-
ship orientation if they are to be successful in pro-
duct innovation in these turbulent times (Attuahe-
ne-Gima and Ko 2001) and also suggests that EO
and MO have to complement one another, at least in
small businesses, to boost profitability (Baker and
Sinkula 2009).

CONCLUSION AND IMPLICATION

The effect of MO and EO on firm performance as
well as profitability is widely documented in litera-
ture. This study especially focuses on New Product
Development, not in a general firm performance.
Perhaps, the general performance of a firm stems
from the products or services a company develops
and offers for sale in the market. To analyze and
evaluate the effect of MO and EO, new product
development is studied from manufacturers’ point
of view. In this brief writing, the attempt was made
to identify the different forms and approaches of
innovation in New Product Development and to
explain how it has been influenced by MO and
EO. The reviewed literature revealed four main,
somewhat overlapping, forms and approaches of

product innovation in NDP which enables us to
see the distinct roles of MO and EO. These forms
and approaches of innovation: Continuous versus
Discontinuous Product Innovation; Market-Driven
versus Driving-Market Innovation; Marketing Mix
versus Product Related Matrix Innovation; Custom-
ers versus Firms’ Perspective Newness (innovation)
approach.

In a case of discontinuous (also called disruptive
or radical) innovation, driving-market innovation,
pure product innovation, literature adequately sup-
ports the view that EO plays a predominant role in
NPD. Discontinuous innovation makes real disrup-
tion in customers’ buying preferences and wants by
introducing products which have never been experi-
enced by the existing customers. If product innova-
tion is totally new in both firms” and customers’ per-
spectives, it can be considered as ground breaking
innovation which also comes under discontinuous
or disruptive innovation. Such kind of innovation
in NDP comes from a firm’s strategic entrepreneu-
rial orientation of innovativeness, risk taking and
pro-activeness. Whereas, in the case of continuous
(also called incremental) innovation, market-driven
innovation and marketing- mix related innovation,
MO takes a lion share in providing firms with
updated market information that can be useful for
innovation or product development decision. Ther-
efore, for researchers or practitioners, the question
here should not be whether MO and EO have an
effect on NDP or not; because, obviously, both of
them have an effect on NPD but in different ways
for different innovation approaches and forms.
Rather, the question should be on the approaches
and forms of innovation adopted in NDP in which
MO and EO most likely influence, which is already
attempted to articulate in this paper. The researcher
suggests practitioners to rely on either MO or EO
or both based on firms’ strategic decision regarding
the approaches and forms to be adopted for NPD.
Further research can be done regarding the unique
roles of EO and MO in service sector organization
and social enterprises innovation approaches.
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