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1 INTRODUCTION

1.1 Creating the Market for Radical Innovations
1.1.1 The Hidden Market for Radical Innovations

Radical innovations are innovations that are new both for the firm and the
market. It has been claimed that their development is critical to the long-term
survival of many firms, since they provide the foundation on which future
generations of products or services are created. (McDermott & O’Connor
2002, 424.) Furthermore, previous studies (e.g., Chaney, Devinney & Winer
1991) indicate that radical innovations have a greater return on investment
than less original new products. Not only do they have an impact on firms,
they also affect society and customers, since they are engines of economic
growth and sources of better products (Chandy & Tellis 2000, 2).

Although the importance of radical innovations is widely recognized,
developing them is still rather poorly understood (Leifer, O’Connor & Rice
2001, 102). Further research is thus needed, especially since the failure rate is
particularly high due to the various challenges inherent in their development
(cf. New Products... 1982, 9).

The newness of radical innovations creates various challenges for the
innovating firms. First, when transforming an idea into an invention firms
need to be able to cope with significant technological uncertainty. Overcoming
the technological challenges is not enough to turn invention into innovation,
i.e. to make it succeed commercially, however. Commercializing a radical
invention also requires coping with considerable market uncertainty.
(McDermott & O’Connor 2002, 430; cf. Dougherty 1996, 426-427; Veryzer
1998a, 306-307.)

Past literature emphasizes the fact that inventions can be turned into
innovations when they fulfill customer needs (e.g., Crawford 1977; Holt,
Geschka & Peterlongo 1984, 27). It has been suggested that firms developing
innovations ought to pay attention to the customers and their needs
throughout the development process, from idea generation to launch (Holt et
al. 1984, 1). This includes seeing marketing as dispersed in various functions
within the firm and not as a separate function (cf. Moorman & Rust 1999,
180).
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Creating a radical innovation that fulfills customer needs is extremely
difficult, however, since at the earliest stages of the development process the
firm may not even know who the customers' for the innovation under
development might be (Deszca, Munro & Noori 1999, 617). Furthermore, even
if the customers are known, they themselves often cannot articulate the need
for a completely new kind of product or service (Hoeffler 2003, 411; Veryzer
1998b, 143). Accordingly, in the case of radical innovations, “user-needs
emerge only gradually for the users themselves” (Hyysalo 2004, 208; cf.
Berthon, Hulbert & Pitt 2004, 1067). This may even make the collection of
customer feedback insignificant, and the results distorted. It has been argued
that focusing on customers may even impede radical innovations (Christensen
1997, 208).

In sum, due to the inherent newness, it may be extremely difficult to react
to customers’ needs and wishes during the radical-innovation development
process, even though reactiveness would often increase the chances of success
in the market place. How, then, are markets for radical innovations created? Is
some kind of reaction still possible? Are the firms developing these kinds of
innovations able to anticipate the needs or even influence them? In fact,
proactive behavior towards customers in terms of anticipating and influencing
their needs may play an important role in building bridges between the
innovation and the market.

1.1.2 The Role of Proactiveness in Market Creation

Proactive behavior, i.e. anticipating changes and even altering the
environment, is often seen as a way in which firms can survive and actually
benefit from the changes in their environment” (Harper 2000, 75—77; Morgan
1992, 24-37). However, proactiveness does not necessarily lead to success. It
has been pointed out in studies by Tan and Litschert (1994, 13) and Liuhto
(1999, 105), for example, that there are also situations in which reactive
behavior brings better results.

Some earlier studies on innovation management have highlighted the
importance of proactive approaches when developing innovations. Kaplan
(1999) and Rice, O’Connor, Peters and Morone (1998) accentuated the role of

! The word ‘customer’ in this study includes both current and prospective customers. Thus, they

may come from either un-served or served markets. This definition seems applicable here, since the
customers for radical innovations often come from markets previously un-served by the firm (cf.
Chapter 4.2).

2 A more detailed discussion on the concept follows in section 2.2.2.1. The key concepts are
defined and developed throughout the study. A glossary of the key concepts is given in Appendix 1.
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proactiveness in stimulating radical innovations within the firm. Hyysalo’s
(2004) study emphasized the importance of anticipating prospective use
during a radical innovation-development process, and the study by O’Connor
and Veryzer (2001) concentrated on market visioning in radical innovation
development.

Narver, Slater and MacLachlan (2004) studied reactive and proactive
market orientation in terms of creating and sustaining new-product success,
and came to the conclusion that both were needed, but proactive orientation
seems to be especially important. Furthermore, Verganti (1999) studied how
anticipation and reaction interact in the development of radical innovations.
He concentrated only on the early phase of product development — the phase
before the start of the detailed product design. He identified four different
approaches to combining anticipation and reaction, and suggested that none of
these was a best practice in itself. He also found that anticipation and reaction
were not mutually exclusive, but rather interacted with each other. Early
planning for reaction measures was considered important. These results are in
accordance with those reported in a study by Evans (1991, 78-83) indicating
that both proactive and reactive maneuvers are important for high-technology
firms.

All in all, there are a very limited number of studies that concentrate on
proactiveness and even fewer that concentrate on customer-related
proactiveness, in developing radical innovations. Further, there seems to be a
lack of studies dealing especially with proactiveness during the whole
innovation-development process, or concentrating on how to influence or
create proactiveness in this process. This is rather surprising, since anticipating
changes and influencing the environment seem to be crucial in developing
radical innovations because products, markets and competitive boundaries are
in a state of flux at that time (cf. Evans 1991, 68).

Firms creating radical innovations are frequently cited as examples of
proactiveness (e.g., O’Connor 1998, 152; Salavou & Lioukas 2003, 103).
However, the overall proactiveness of these firms may be questioned, since
behavior towards customers may still be quite conventional, limited to selling
the ready product to those who might not even know what they want (cf.
Workman 1993a). Hence, these firms may behave proactively in the technical
aspects of product development, but still be reactive towards their customers.

Nevertheless, in situations in which customer needs cannot be reacted to,
proactive behavior towards them may enable firms to link new inventions to
market opportunities (e.g., Nayak & Ketteringham 1986). Thus, it seems
especially important to study customer-related proactiveness during the
development of radical innovations more carefully. Since radical innovations
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are often targeted at international markets (e.g., Acs, Morck &Yeung, 2001),
the international aspect of the development cannot be ignored.

1.2 The Globalization of Radical Innovation Development
1.2.1 The Utilization of Knowledge on the Global Scale

Research on how globalization is affecting radical innovations is scarce.
However, on the basis of findings from the few studies carried out on its effect
on innovations in general (e.g., Devinney 1995; Gerybadze & Reger 1999;
Golder 2000b; Acs et al. 2001), it could be concluded that it is redefining the
nature of radical innovations as well. According to Devinney (1995, 74), since
globalization is increasing the amount and diversity of information, and
because the management of the innovation process is almost synonymous with
the management of information acquisition, it is obvious that globalization is
likely to lead to more innovation opportunities. However, realizing these
opportunities also demands the effective dissemination and utilization of that
information (cf. Kohli & Jaworski 1990, 3).

According to the study carried out by Gerybadze and Reger (1999, 264—
266), distributed research and development activities and globally dispersed
innovation processes are driven by the need to secure access to the most
critical resources’. One of the most critical resources for radical innovations is
knowledge. The knowledge needed in innovation development could be
categorized as R&D-based and market-based. R&D-based knowledge
regarding the creation of the radical innovation is new raw information, and
thus is often communicated through face-to-face communication®. (See Meyer
1995, 180-181.) Consequently, especially in R&D intensive industries the
innovative activity tends to cluster spatially (Audretsch & Feldman 1996).
This creates pressures towards concentration of the whole radical innovation
development process in one location.

On the other hand, global competitiveness often requires tapping sources of
technology around the world (Meyer 1995, 194). The extent of the
internationalization of R&D activities has increased considerably since the
1980s (Gerybadze & Reger 1999, 254). Large multinational firms have been
the drivers of this trend by extending their R&D to different foreign locations,

For more information on the role of resources, see e.g., Penrose (1980) and Wernerfelt (1984).

Although recent studies (e.g., Ernst & Kim 2002) have accentuated the enabling role played by
information technology in knowledge transfer, its role is likely to be more limited in the development
of radical innovations, since knowledge is often created along the innovation-development process, in
which face-to-face communication plays an important role.
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which has led to the creation of multiple centers of knowledge in several
geographical locations. Consequently, firms that strive to be among the
leading innovators need to be present in more than one of these prime centers
of science and technology. This global sourcing in the area of research and
technology means that corporate learning can take place in various distributed
knowledge centers. (Gerybadze & Reger 1999, 254-255.) Solvell and Zander
(1995, 21-23) use the concept ‘selective tapping’ to describe how the firm
creates its core technology in the home base, and simultaneously uses
subsidiaries to tap the international environment to support this creation. They
emphasize the fact that, even though it is rather easy to source basic factors of
production worldwide, it is much more difficult to tap advanced factors and
tacit knowledge from abroad.

The emphasis on access to R&D-based knowledge has lately been
broadened to cover access to knowledge about lead markets. Presence in lead
markets and learning from them is becoming increasingly important for
innovative firms, as comparative advantage is apparently built on the efficient
coupling of lead marketing, R&D and innovation. (Beise 2004; Gerybadze &
Reger 1999, 264-271.) Nevertheless, this coupling on the international scale is
rather demanding. Golder (2000b) studied the innovation-development process
in international markets and came to the conclusion that, although firms
recognize the importance of sharing market intelligence, they admit that it is
not done sufficiently on the international scale.

In any case, although a presence in the knowledge centers and/or lead
markets can enhance the firm’s absorptive capacities’ (Cohen & Levinthal
1990; Holden 2002, 251-253), these capacities are also increasingly acquired
externally through cooperation and networks (cf. Ritter & Gemiinden 2003).
The extent of this external procurement depends on both internal resources
and transaction costs (cf. Nooteboom 2000).

However, since the studies presented above did not particularly focus on
radical innovations or customer-related proactiveness, these findings are of
limited use for this study. Although the dependence of the innovation-
development process on external knowledge exchange has been widely
acknowledged (e.g., Golder 2000b; Hippel 1986; Zander & Solvell 2000), the
results of studies on radical innovations indicate that their newness may
considerably hinder the utilization of external knowledge (Christensen 1997,
Veryzer 1998b). Nevertheless, it would be especially important to be able to
apply external knowledge in the development of radical innovations, which
often tend to be targeted towards international markets.

3 Le. capabilities to recognise the value of new information, assimilate it and apply it to

commercial ends (Cohen & Levinthal 1990, 128).
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1.2.2 Targeting Global Markets

The international perspective also seems to be important in the search for
markets for radical innovations. According to Acs et al. (2001), firms creating
them almost always have to go international. It is extremely difficult to
operate locally and simultaneously to find protection from intellectual piracy
from abroad, and it is thus of paramount importance to be able to introduce
innovations in many countries simultaneously. (Acs et al. 2001, 239; cf.
Chryssochoidis & Wong 1996, 179; Millier 1999, 32.)

In any case, large markets are needed to cover the high cost and risk
associated with the development of a radical innovation (cf. Devinney 1995,
72). The need for international markets is particularly prevalent in situations in
which the firm operates in narrow niches that are scattered thinly around the
world (Hurmelinna, Blomqvist, Saarenketo & Nummela 2002).

According to Oesterle (1997), the internationalization of firms producing
radical innovations is dependent on the climate in the home market. If the
climate is hostile, i.e. buying power is low, the acceptance rate is generally
low, and competitors are defending their market share aggressively, the radical
innovation is immediately taken to international markets. However, if the
climate is friendly, radical innovations are first launched in the home market
and the internationalization follows the sequential process of market entry.
(Oesterle 1997, 141-144.)

Even though radical inventions are often created in small firms,
multinationals tend to have advantages in terms of their global
commercialization because they are able to quickly introduce them in various
countries simultaneously. Small firms, on the other hand, may lose control
over their intellectual property, since they are often forced to use licensing
when introducing their innovation internationally, for example. Since the risk
of intellectual piracy is particularly accentuated in the case of radical
innovations, it has been suggested that small and large firms could act together
as symbiotic partners in creating global markets for them. (Acs et al. 2001,
239-241.)

In sum, the globalization of markets seems to put more pressure on global-
scale market proactiveness: competitors can turn up anywhere at any time. It is
also causing worldwide convergence of market structures (Levitt 1983), and
thus creating more possibilities for international market proactiveness. The
significance of international markets is generally recognized in innovation
management, although most studies deal with incremental innovations and the
coordination of their development in multinational firms (e.g., Golder 2000b;
Ridderstrale 1996). Radical innovations are not usually considered, nor is the
variety in size of the firms creating them. Hence, there seems to be a lack of
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studies on the presence of the international context in the radical-innovation
development process.

1.3 The Purpose of the Study and the Research Strategy

Various researchers (e.g., Workman 1993a, 405; John, Weiss & Dutta 1999,
78) have stated that there is a need for studies that concentrate on the linkage
between innovation and the customers. Drucker (1974, 64—67) even argued
that the two essential activities of business are ‘innovation’ and ‘marketing’,
and both of them are needed for long-term success.

However, as stated in section 1.1, coupling innovation development with
customer needs seems to be particularly difficult in the development of radical
innovations. Their newness hinders reaction to customer needs. Therefore,
customer-related proactiveness® (i.e. acting based on the information gathered
about the customers before their behavior has had a direct impact on the firm,
or deliberately influencing and creating changes in customer behavior) may
play an important role in creating a market that did not even exist when the
innovation development began.

The purpose of this study is to analyze the role of customer-related
proactiveness in the process of developing radical innovations. In order to
achieve this understanding, it is first necessary to deliberate on the concept of
customer-related proactiveness more carefully, thereby enabling analysis of its
degree and international scope along the innovation-development process.
Furthermore, since it has been argued that understanding an organizational
process includes understanding the context (cf. Pettigrew 1988), the role of
organizational variables in the creation of proactiveness ought to be
considered as well. Consequently, the purpose of the study could be further
divided into the following sub-objectives:

1. To analyze what customer-related proactiveness in developing radical
innovations encompasses.

2. To analyze the degree of customer-related proactiveness along the
radical-innovation development process.

3. To analyze the manifestation of the international context in customer-
related proactiveness during the radical-innovation development
process.

4. To describe how customer-related proactiveness is created in firms
producing radical innovations.

® A more detailed discussion on the concept follows in section 3.2.
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This study is limited to firms aiming at mastering innovation creation as a
whole: they create the ideas, do the development work, and finally launch the
innovation. Thus, the emerging reconnaissance industry, i.e. the array of firms
that constantly imagine opportunities and generate new ideas but let other
firms take the inventions to the market (e.g., through licensing), is not
included.

The theoretical contribution of the focal study lies in providing an analysis
of customer-related proactiveness in general, and especially in its role in
developing radical innovations. Furthermore, it is also likely to provide better
analytical tools for such an endeavor. Although the process of innovation
development has been widely studied, and lately there has been a growing
stream of research on radical innovations in particular, this study seems to be
among the first to suggest a link with customer-related proactiveness.

One criterion for selecting the research topic was that the study should
provide some managerial implications for innovative firms. Highly innovative
firms may find that customer-related proactiveness is the crucial tool for
shaping science into a commercial product. It is therefore assumed that
innovative firms, which are facing increasing pressure to enhance their
proactiveness towards customers, need more knowledge on how it can be
fostered in the organization.

As the purpose of the study suggests, the aim is to describe and analyze
dynamic behavior. In practice, this will be realized through a process of
gradual framework building. Figure 1 illustrates how the initial framework is
based on theory, justified by the fact that there are plenty of existing studies on
the development of radical innovations, the marketing of innovations, and
proactive behavior. Thus, it seems rational to use existing work as a basis for
this study (cf. Miles & Huberman 1994, 17). Conceptual discussion plays an
important role in the framework, since the key concept of the study,
‘customer-related proactiveness’, has not previously been clearly defined, and
even the concept of ‘proactiveness’, although frequently used, is rarely defined
in the literature’.

7 The very definitions have often been rather vague lists of attributes connected to proactive

behaviour (see e.g., Morgan 1992, 25-28).
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THEORY
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INITIAL FRAMEWORK

EMPIRICAL STUDY

MODIFIED
FRAMEWORK

Figure 1 Framework building in the study

Given the newness of the concept of customer-related proactiveness and the
relatively unexplored field of radical innovations, it was decided to use expert
interviews to balance and modify the theoretical background and the initial
framework. The framework is used to describe how customer-related
proactiveness is created and how it changes along the radical-innovation-
development process. It guides and focuses the investigation, and helps
comparison between the cases. The research strategy adopted is that of the
field study, since the focus is on realistic processes of radical-innovation
development, i.e. on particular behavior systems analyzed by means of
unobtrusive research operations (cf. McGrath 1982, 72-75). The field study is
carried out according to case-study methodology, and the initial framework is
linked to the empirical cases by applying pattern-matching logic (a detailed
description of the empirical research design and its justification is given in
Chapter 5). Finally, the framework is modified based on the results of the case
study.

1.4 Positioning the Study

Several theories were trawled in order to find a suitable theoretical
background for the study. The criteria for selecting theory/theories that
matched its purpose were set as follows:

1. The theory should provide a solid base for analyzing the content of
proactive behavior. This implies a relatively long research tradition as
well as the potential application to the analysis of organizational
behavior in turbulent circumstances.
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2. The theory has to explain customer-related proactiveness on the firm
level, and not focus on individual decision-making or industry-level
strategic behavior.

3. The theory should also provide the grounds for analyzing the
underlying dynamics and variables that influence customer-related
proactiveness.

These criteria seemed to turn attention towards the vast and multifaceted
constellation of organizational theories. Marketing theories, although having a
long and rich research tradition in terms of the effects of environmental factors
on marketing and vice versa®, seemed to be too limited as such given the scope
of the current study, i.e. proaction. Thus, attention was first focused on
organizational theories and then on marketing theories.

1.4.1 Organizational Theories

Astley and Van de Ven (1983) classified organizational theories according to
micro and macro levels of organizational analysis and deterministic versus
voluntaristic assumptions of human nature. The result is the emergence of four
basic perspectives: natural selection, collective action, system structural and
strategic choice (Figure 2).

DETERMINISTIC VOLUNTARISTIC
ORIENTATION ORIENTATION
MACRO
LEVEL Natural Selection View Collective-Action View
MICRO System-Structural View i i i
LEVEL Yy Strategic Choice View
Figure 2 A classification of organizational thought (adapted from Astley & Van

de Ven 1983, 247)

Since this study aims at analyzing behavior at the firm level, the interest is
naturally in the theories presented in the figure on the micro level. The next

8 For further reading, see e.g., Zinkhan and Pereira (1994).
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task is to choose between a deterministic and a voluntaristic orientation. The
former presupposes that exogenous forces determine human beings and their
institutions, and the focus is on the structural properties of the context within
which the action unfolds. Individual behavior is seen as determined by the
structural constraints that provide organizational life. The voluntaristic
orientation puts individuals as the basic unit of analysis and source of change
in organizational life. (Astley & Van de Ven 1983, 246 — 247; Bourgeois
1984, 590.) Since one of the criteria is to focus on the firm level rather than on
individual decision-making, the deterministic orientation seems to be more
appropriate, provided that it is able to offer a broad enough theoretical base for
analyzing proactive behavior. At first sight this does not seem possible: Astley
and Van de Ven (1983) pointed out that the manager’s role in this case is
considered reactive rather than proactive as in cases of strategic choice.
However, it has also been argued that the concept of proactivity also includes
the seeds of environmental determinism, since the firm is always proactive
towards something (cf. Vesalainen 1995, 31). In other words, proactiveness,
just like reactiveness, inherently requires an objective: proactive towards
what? Thus it appears that, after all, organizational thought with a
deterministic orientation does not exclude the analysis of proactiveness.

It thus follows that the system-structural view is the most appropriate for
this study. However, this does not mean neglecting the role of the decision
makers. Even if the emphasis is on the firm level, the role of managers
obviously also has to be taken into account since firms respond mostly to what
their managers perceive (Miles & Snow 1978, 20).

According to Astley and Van de Ven (1983, 247), the system-structural
view comprises the following schools of organizational thought: structural
functionalism, contingency theory and systems theory. Structural
functionalism emphasizes the role of structural elements in the achievement of
organizational goals. The behavior of organizations is seen to be very rational
and constrained by externalities, and human actions to be determined by the
institutional structures. Thus, the emphasis is on reactiveness. (Cf. Parsons
1951.) Structural functionalism seems to be too narrow a concept to form the
theoretical basis of the study: proactiveness is not taken into account and the
strategic choice of managers is completely neglected (see e.g., Donaldson
1997).

Contingency theory and systems theory (especially open systems theory)
were thus selected as the basis of the study, since they fulfill all the criteria
mentioned at the beginning of this section. They take account of the open
character of systems, facilitate the analysis of both reactive and proactive
behavior, and consider the dynamic changing nature of systems. The use of
both theories is justified, since they apparently complement each other, and
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both have their roots in self-organizing-systems theories. Moreover, both have
a long research tradition behind them: contingency theory has long been used
in addressing concepts such as ‘reactive’ and ‘adaptive’, while open-systems
theory seems to offer more grounds for analyzing proactive behavior and
changes in proactiveness.

However, in order to understand proactiveness towards customers,
contingency and open-systems theories need to be combined with marketing
thought. The usability of different streams of marketing research is evaluated
in the following section.

1.4.2 Marketing Theories

Although the main theoretical background for analyzing proactiveness is in
organizational theories, the marketing dimension ought not to be forgotten in
the theoretical discussion. Many writers (e.g., Savitt 1987, 308; Zeithaml &
Zeithaml 1984, 46) have criticized the reactive orientation that marketing
thought seems to have adopted towards the environment. The notion of firms
as creators and shapers of their environment emerged in the literature on
marketing strategy in the 1980s (Zinkhan & Pereira 1994, 192—194). This
body of studies seems highly relevant here, particularly in terms of the
discussion on the concept of customer-related proactiveness. In this context,
studies on market orientation have played a major role (cf. Homburg &
Pflesser 2000; Zinkhan & Pereira 1994, 194).

Market-orientation research’ can be divided in two streams: behavioral and
cultural. From the behavioral perspective it is considered in terms of specific
behaviors (Homburg & Pflesser 2000, 449; Kohli & Jaworski 1990), whereas
the cultural perspective refers to certain types of organizational culture
(Homburg & Pflesser 2000, 449; Narver & Slater 1990, 21). This study is
more closely related to the behavioral stream of research, since the focus is on
proactive behaviors. Nevertheless, these behaviors stem from the
organizational culture (cf. Homburg & Pflesser 2000, 451) that belongs to the
organizational variables influencing the creation of proactiveness (see the
fourth sub-objective on page 21).

Studies that combine marketing with the development of radical
innovations are also of relevance here: they fall into three classes.

The first class comprises studies that concentrate on the market-technology
link and apparently acknowledge the special features inherent in the marketing
of radical innovations. John et al. (1999) identified special features of the

’ For a more detailed discussion on market-orientation research, see e.g., Lafferty & Hult 2001.
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technology-intensive market and their impact on marketing decisions. Further,
Gardner, Johnson, Lee and Wilkinson (2000) studied the special nature of
marketing high-technology products and came to the conclusion that the
marketing strategy differs substantially from the marketing of low-technology
products. A study conducted by Roberts (1990) found that the market-
technology linkage evolves: the market orientation of the technology-based
firms in question increased over time. Millier (1999, 3) studied the industrial
marketing of radical technological innovations, and concluded that the limited
role of marketing in innovation development was due to the fact that it had
traditionally been designed for situations in which there were products to
manage and markets to analyze. However, as he also argues, it is not feasible
to wait for the innovation to go to the market before starting to market it
(Millier 1999, 34).

Secondly, there is a vast array of studies that concentrate on the specific
marketing tactics used during certain phases of innovation development. In
general, the findings seem to be rather contradictory. Hayes and Abernathy
(1980, 71) proposed that the adoption of a market-driven strategy, with its
emphasis on customers as the sources of new product ideas, is unlikely to lead
to breakthrough innovations. This statement was further supported in the
empirical research of Workman (1993a and 1993b), Atuahene-Gima (1996)
and O’Connor and Veryzer (2001). On the other hand, Hippel, Thomke &
Sonnack (2000, 22) suggested that identifying lead users and learning from
them should be taken as a systematic approach to generating radical
innovations'’. Lettl, Herstatt and Gemiinden (2004) obtained similar results
when they studied radical-innovation-development processes in the field of
medical technology. Thus, the role of customers in the development of radical
innovations is open to question.

Many studies concentrate on the launch phase of the innovation (e.g.,
Urban, Weinberg & Hauser 1996; Rackham 1998; Mullins & Sutherland
1998; Easingwood & Koustelos 2000). Lynn, Morone & Paulson (1996)
studied how firms developed an understanding of the markets for radical
innovations, and found out that probing and learning played an important part
in this process. Consequently, instead of analyzing the market in detail and
carefully selecting the best alternative, these firms seemed to introduce an
early version of the innovation, to learn from the feedback, and to make
modifications accordingly. (Lynn et al. 1996.) A later study by Mullins and
Sutherland (1998) supported these findings. However, according to O’Connor
(1998), the role of market learning is not so apparent in the new-product-
development projects concerning radical innovations, and probing and

' This idea is based on Hippel’s earlier studies (e.g., Hippel 1986; Hippel 1989).
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learning is only one of the mechanisms that are used to manage market
uncertainty.

Examples of more specific research areas include Goffin’s (1998) study of
the ways in which high-tech firms evaluate customer support during new-
product development, and Haverila’s (1995) dissertation on the role of
marketing when new high-technology products are launched onto international
markets. His study concentrated on the usage of different marketing methods
(e.g., personal selling, advertising, differentiation, marketing consultants) and
their effectiveness.

Thirdly, there is an increasing stream of studies on cooperation in the
marketing of radical innovations. The topics they cover include intra-
organizational relationships between the different marketing units (Moller &
Rajala 1999), cross-functional cooperation (Gupta, Raj & Wilemon 1986;
Jassawalla & Sashittal 1998; Rajala 1997; Shanklin & Ryans 1984; Song,
Montoya-Weiss & Schmidt 1997), and inter-firm cooperation (Atuahene-Gima
& Evangelista 2000; Teece 1992). The increase in the number of these studies
is related to the fact that marketing activities are becoming more and more
demanding in high-technology firms due to the special characteristics of
products (intensified technological complexity, high knowledge intensity and
systemic features). This increases the level of tacit knowledge involved in both
product development and marketing. Hence, marketing activities are more
often spread out among various organizational units and the communication
between them has become increasingly important. (Moller & Rajala 1999;
Olson, Walker & Ruekert 1995.)

1.4.3 Synthesis

In sum, a considerable variety of studies connect marketing to the
development of radical innovations. Naturally, the three different streams
mentioned above are closely interconnected. The market-technology linkage is
reflected both in the specific tactics used in the different phases of innovation
development and in the marketing cooperation. Since this /inkage seems to be
the underlying force, it is also of greatest interest here, although it would be
rather difficult to study it without considering what it reflects in both tactics
and cooperation. Since proactiveness could also be contemplated on the
tactical level (see section 3.1), tactics seem to be a more natural choice for this
study.

Consequently, the study does not explicitly focus on the role of cooperation
in the marketing of radical innovations. Cooperation is regarded only in as far
as it is necessary in order to understand how it may contribute to the firm’s
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customer-related proactiveness. This limitation seems to be necessary in order

to direct attention towards the focal phenomenon, i.e. customer-related
proactiveness.

In sum,

Figure 3 below illustrates the theoretical positioning of the study. Although
customer-related proactiveness in itself has not been extensively investigated,
there is a vast amount of literature on proactive behavior on the one hand, and
on market orientation, on the other. These two streams are combined in the
theoretical framework of this study with a view to describing what customer-
related proactiveness in developing radical innovations encompasses.

Contingency
Open-systems theo:

orientation

Studies on the
studies

MARKETING  market-technology
linkage
Studies on specific
marketing tactics used in
certain phases 0
innovation developmegnt

ORGANIZATION

Customer-related
proactiveness

Studies on
organizational
features affecting
the firm’s behavio

Acquiring

a deeper
understanding of
customer-related

proactiveness in the
process of developing
radical innovations,

Fostering
proactiveness
in a firm

Radical-
innovation-

development developme
process

DEVELOPMENY

innovation
studies

International
context

The EPRG
model INTERNATIONAL

Figure 3 The purpose, key concepts and positioning of the study

In order to the analyze the change in customer-related proactiveness during
the process of radical-innovation development, studies on innovation
development and radical innovations are combined with those concerning the
market-technology linkage and analyses of specific marketing tactics used in
certain innovation-development phases.
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Furthermore, international business studies, more specifically the EPRG
model (see Heenan & Perlmutter 1979) that divides international orientation
into ethno-, poly-, regio- and geocentric orientation, is used for analyzing the
manifestation of the international context in proactiveness during the radical-
innovation-development process. The EPRG model is apparently suitable
since it is recommended that it be used in conjunction with analysis of the
firm’s orientation towards its markets (Wind, Douglas & Perlmutter 1973, 21).
Finally, research on organizational features affecting the firm’s behavior is
utilized in order to describe how customer-related proactiveness is created in
companies producing radical innovations.

All in all, it is worth emphasizing that the major theoretical background of
this research lies in the above-mentioned theories that concentrate on
customer-related proactiveness and the radical-innovation-development
process. Thus, issues related to international business or fostering
proactiveness in a firm are only considered on the level that is necessary in
order to understand how they relate to the phenomenon in question, i.e.
customer-related proactiveness in the development of radical innovations.
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2 PROACTIVENESS IN THE FIRM

The aim of this chapter is to clarify the concept of proactiveness and, in
particular, to describe it in the context of the firm’s behavior. It begins with a
look at the firm — environment relationship in the light of open-systems and
contingency theories. Reactive and proactive modes of behavior are then
considered separately, with particular focus on proactiveness. However, as the
two concepts form a continuous rather than dichotomous construct, the
reactiveness — proactiveness continuum is presented next. The chapter ends
with a description of a proactiveness pattern that is composed of the firm’s
positions along various reactiveness — proactiveness continuums.

2.1 A Systems Perspective on the Firm’s Behavior
2.1.1 The Firm as an Open System

Systems theory is applicable to various fields. Its origins are in biology: the
German biologist Ludwig von Bertalanffy presented the idea of general
systems theory in a number of papers between 1945 and 1968 (Bertalanffy
1973; Stacey 1993, 129). According to him, organisms (and also human
organizations) are open systems. They are systems because they are composed
of a number of interrelated subsystems, and open because feedback links
connect them to their environments, or the suprasystems of which they are a
part. (Bertalanffy 1973, 29-51; cf. Stacey 1993, 129.)

Systems theory is holistic. It concentrates on the relations between systems
on various levels, and on their connections to the whole. The firm is seen as a
system formed by various interrelated systems or subsystems. Its different
functions do not behave in isolation, but are interdependent. All parts
influence all the other parts. Thus, every action has repercussions throughout
the system. People occupy roles and conduct sets of activities in each system.
They take part in forming and maintaining relationships with others both
within their own system and in other systems or subsystems. (Pfeffer &
Slancik 1978; Scott, Mitchell & Birnbaum 1981, 44; Stacey 1993, 129.)

There is a boundary separating each system from other systems and its
environment, which could also be seen as a link between the system and the
outside (Stacey 1993, 129, 134). According to Weick (1979, 132), this
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boundary may be rather unclear and, besides, depends largely on the person
who is defining it''. According to the open-systems view, these boundaries are
not closed. Each subsystem within a system, and each system within an
environment, imports inputs (e.g., labor and materials) from other systems and
exports outputs (e.g., products) to other systems. Thus, organizations are
described as organic because they are seen to exhibit properties of life: i.e.
they adapt to changing circumstances. They ingest resources, or inputs, from
their environment and convert these inputs into outputs, such as goods and
services. (Scott et al. 1981, 47.)

Consequently, the firm and the environment are seen as being in a state of
interaction and mutual dependence (Morgan 1997, 39—40; Stacey 1993, 130).
The environment is seen as being composed of a complex composite of
diverse factors (e.g., the product and labor markets, industry practices,
governmental regulations), all of which influence the firm in their own
particular ways (Miles & Snow 1978, 18). Environmental forces not only
influence firms directly, they also interrelate with and affect each other, which
creates secondary effects (Steele 1992, 25).

According to the systems perspective, complex interaction between
variables makes the verifying of causal relations difficult, or even impossible.
It is hard to distinguish between effects and causes, since the effect of a cause
often becomes, in itself, the cause of a new effect (Brunsson 1989; Warren,
Franklin & Streeter 1998). Thus, the environment is not only seen as a given
state to which firms adjust, it is also a dynamic outcome of their actions
(Pfeffer & Salancik 1978, 190). Consequently, there is a dynamic interaction
between a system and its environment, which includes the constant testing and
comparing of discrepancies (Vancouver 1996, 172).

Open systems can prevent decay by acquiring energy from the environment
and storing it in order to maintain their functioning. In practice, this means
building up assets, which can be mobilized in times of recession or toughening
competition, for instance. (Khandwalla 1977, 226.) Living open systems
import information as well as energy. Negative information about their
performance guides their next actions so as to enable the desired outcomes to
be met (Figure 4). Hence, negative feedback helps the system to maintain its
equilibrium and to learn from the consequences of its previous behavior'?, and
provides the dynamics of its stability (Arbnor & Bjerke 1997, 122 — 124;
Khandwalla 1977, 226; Stacey 1993, 117). However, although it solves

""" Recently, the discussion on firm boundaries has been lively in numerous writings on virtual

organizations (see e.g., Alexander 1997; Lewis 1999).
2" This kind of learning has also been called single-loop learning (Argyris 1994, 8-9; Hatch 1997,
372).
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current problems, it tends to ignore the reasons why these problems arose in
the first place (Argyris 1994, 8-9; Hatch 1997, 371-372).

Discover
a deviation or
variance from
the standard

Carry out

the offsetting Choose an
action offsetting
action

A2

Figure 4 Negative feedback loop (Stacey 1993, 120; boldface added)

On the other hand, self-organizing systems can use both negative and
positive feedback. Positive feedback makes the system change even more in
the direction of deviation. Hence, negative feedback protects it from
disturbances, but positive feedback enables it to broaden the deviations
between its current situation and its goals, and to change its structure in order
to cope better with the environment. (Arbnor & Bjerke 1997, 122-124.)

Using both negative and positive feedback loops to correct an
organization’s own behavior is called double-loop learning, and enables the
organization to define its own operating criteria (Hatch 1997, 372). It involves
not only discovering what is changing in the environment and what
consequences the firm’s actions have, but also seeing what this all means for
the unconscious models they are using. Double-loop learning is important
because it can change mental models of acting, and produce innovations
(Stacey 1993, 181): the organization learns how to learn (Harryson 2002).

Living systems are thus self-regulating systems. The desired state can
emerge from the system itself instead of from external agents (Vancouver
1996). Equifinality is a central concept within the open-systems view,
meaning that there is no single way to achieve certain results: they may be
attained in different ways, from different starting points, and with different
resources (Morgan 1997, 41). It thus enables choice in organizational
decision-making (cf. Khandwalla 1977, 227).

Systems theory has traditionally emphasized the principles of equilibrium
and homeostasis, and uncertainty has been regarded as a barrier to efficiency.
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Thus, in order to enable rationality'® of operations at the core, it has been
considered important to buffer core activities and to create bridging
mechanisms to reduce the external turbulence. (Thompson 1974; Hofer &
Schendel 1978.) However, lately the emphasis in systems theory literature has
shifted to the analysis of instability and chaos (E.g. Boisot & Child 1999;
Marion 1999; Pascale 1999; Warren et al. 1998). As shown in the following
section, the research carried out by contingency theorists can be used for
further analyzing the firm-environment relationship in conditions of both
homeostasis and instability.

2.1.2 Contingency in the System

Contingency theory emerged during the 1960s. Inspired by Chandler’s (1962)
study about fit,' and building upon the legacy of the systems tradition (e.g.,
acknowledging equifinality and multiple goal seeking), it strongly influenced
organizational analysis (Doz & Prahalad 1991, 151-152; Willmott 1990, 46).
It encompasses the idea that there is a complex interrelationship between
organizational variables and the conditions in the environment (Lawrence &
Lorsch 1969, 47).

Traditionally, contingency theory has been considered rather deterministic.
Causal connections between firms and the environment were regarded as one-
directional. A certain environment was seen to cause a certain kind of
successful strategy, and that caused a certain kind of successful structure.
(Chandler 1962; Stacey 1993, 61-62.) Thus, it was concluded that contextual
constraints have decisive effects on the operations of a firm (Chandler 1962;
see Astley & Van de Ven 1983, 253). This deterministic view has been
criticized by Bourgeois (1984), for example, who sees strategic management
more as creative activity in which free will also plays a role. However, it is
worth noting that, even in the earliest writings on contingency theory, it was
acknowledged that organizations were not solely determined by the
environment, but rather interacted with it (cf. Thompson 1974, 91-95).

An organization is considered to deal effectively with its environment when
its internal states and processes are consistent with external demands"
(Lawrence & Lorsch 1969, 47). The works of Hambrick (1983), Hofer and

3 The rationality of organizational behavior has been widely questioned (e.g., Brunsson 2000;

Cyert & March 1992; Mintzberg 1994). For a review of that discussion, see Stubbart (1989) and
Ahonen (2000).

4" Chandler (1962) studied structural changes in firms. He concluded that the market was a
determinant of business strategy, and that strategy, in turn, defined the structure of the firm.

> This contingency hypothesis was built on the foundations laid earlier by Burns and Stalker
(1979; 1* edition in 1961).
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Schendel (1978), Miles and Snow (1978), Chakravarthy (1986), and Forte,
Hoffman, Lamont and Brockmann (2000), for example, have supported the
idea that a firm must find a ‘fit’ between its environment, its strategy and its
structure. Different environmental conditions require different organizing
styles (Burns & Stalker 1979; Forte et al. 2000). Thus, the most effective
solution is contingent upon the environment.

The fit between the firm and its environment determines the firm’s
performance (Lawrence & Lorsch 1969, 133—158). On the other hand, the
level of performance also determines the range of strategic options available
(Ginsberg & Venkatraman 1985, 423). Besides, it is not only the fit between
the firm and its environment that is important, there also has to be a fit
between the firm’s subsystems for it to work effectively. (Burrell and Morgan
1988, 154-159.)

Although contingency theories generally regard strategy as a response to an
exogenous variable, organizational conditions are also emphasized. It is
acknowledged that there is no single strategy that is equally effective for all
organizations. In order to match the firm’s strategy to the dynamics of the
environment, strategy managers need to possess good diagnostic skills so that
they can understand the nature of the turbulent environment and thus develop
strategies that best fit the environmental circumstances. (See e.g., Abell 1978;
Hofer & Schendel 1978; Luo 1999; Scott et al. 1981, 59.) Nevertheless,
contingency theory does not pay significant attention to the behavior of
individual managers. Executive action is identified and measured only if it
provides greater predictive certainty about the contingent relationship between
the structural and the contextual variables (Child 1972, 16).

Doz and Prahalad (1991, 151-152) criticized contingency theory for failing
to pay enough attention to the change in and adaptation to new environmental
demands. However, it could be argued that, although studies applying the
theory have traditionally concentrated on firm — environment alignment in
static situations (e.g., Powell 1992; Venkatraman & Prescott 1990), the theory
itself also allows research into dynamic change processes'®. Since
environmental conditions are in a continuous state of change, management
must scan the environment repeatedly and make strategic decisions that are
appropriate for the new external conditions (Lawrence & Lorsch 1969; Miles
& Snow 1978; Thompson 1974; Itami & Roehl 1987). According to this view,
strategy can be understood as a patterned stream of decisions concerning
resource allocations in an attempt to reach a position consistent with the firm’s
environment (Mintzberg 1973, 53).

' For instance, see the recently emerged stream of studies on the fitness landscape (e.g.,

Beinhocker 1999; McKelvey 1999).
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In general, later studies seemed to represent more proactive views on
contingency theory. According to Itami & Roehl (1987, 9), strategic fit may be
passive, active or leveraged. With a passive fit the environment is taken as
given, while an active fit implies that the firm can influence it. Leveraged fit
means creating dynamic imbalance. This deliberate creation of a misfit
between the firm’s resources and its goals, thereby challenging it to
accomplish the seemingly impossible, was suggested by Hamel and Prahalad
(1989). They studied a number of global firms in America, Europe and Japan
and found that the less successful ones aimed to maintain a strategic fit with
the environment, while the successful ones focused on using their resources in
innovative ways in order to reach seemingly unattainable goals. Furthermore,
they questioned the idea of adapting to the environment, and proposed creative
interaction as an alternative. (Hamel & Prahalad 1989.) Consequently, it
seems that a firm can achieve a fit with its environment in both a reactive and
a proactive way (cf. Boisot & Child 1999, 238).

2.2 The Dichotomy of Reactive and Proactive Behavior

It has been suggested by Lewendahl and Revang (1998, 769-770) that, given
the complexity facing contemporary organizations, researchers could produce
more managerial implications by looking for pragmatic concepts instead of
causal relationships and explanatory models. Reactiveness and proactiveness
are concepts that have been frequently used in the strategic literature in recent
decades (e.g., Aragon-Correa 1998; Bateman & Crant 1999; Harper 2000;
Larson, Bussom & Vicars 1986). A large proportion of the literature on the
strategic behavior of firms reflects a dichotomy between reactive and
proactive strategic behavior (see e.g., Abell 1999; Tan & Litschert 1994).

2.2.1 Reactiveness

Reactive behavior has also been called ‘emerged’ behavior (Vesalainen 1995,
43). Instead of formulating strategies for unforeseeable environmental
changes, firms respond to the changes when they arise (Bennett 1996, 14). It
has been claimed that planning for the future is not so useful in a turbulent
business environment, and that firms have to live with uncertainty and chaos
instead of looking for certainty where it cannot be seen: “All we can really do
now is go with the flow and try to steer things a little” (Handy 1997, 22).

Since open systems are dependent on their environment, coping with
environmental changes is a prerequisite for survival and prosperity. However,
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systems do not always even react to the changing environment, since inherent
in them is a natural tendency to resist change and to continue as before.
(Arbnor & Bjerke 1997, 127-128.) Environmental changes can be divided into
the following three classes. Variation means temporary deviation from the
normal situation, to which the system usually reacts by altering its behavior
within its existing areas of competence: since the environment will eventually
return to normal there is no need for fundamental changes. Structural shift is
an irreversible change, to which systems have to adapt by changing their
structures in order to maintain the fit. Third, paradigmatic transformation is a
radical change in the environment, which demands a completely new
approach. (Arbnor & Bjerke 1997, 127-128.)

According to systems theory, reactive behavior could be called error-
controlled regulation and it is aimed at correcting deviations from the fit
between the firm and the environment (Stacey 1993, 123). According to the
principle of dynamic homeostasis, if the environment changes the system must
change too, but only to the extent that is necessary in order to maintain the fit
with the environment (Khandwalla 1977, 226). This behavior is illustrated in
Figure 5, which is based on Ashby’s (1971, 226) model of error-controlled
regulation in control systems (cf. Stacey 1993, 123).

Impacton ¢ Regulator

the Firm

N /

Outcome of the
change

Figure 5 Reactive behavior in a firm

According to this model, the regulator can sense the outcome of the
environmental change once that outcome has occurred (Ashby 1971, 226). The
regulator in this type of reactive behavior is the monitoring, reviewing and
corrective action system of a firm, e.g., monthly meetings of the management
in which they review what has happened to the business over the past month
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and consider how to correct deviations from the original plan (Stacey 1993,
123).

When faced with considerable changes, reactive firms struggle for
survival'’, but in a more slowly changing environment they can manage by
adjusting to the new situation (Abell 1999, 75-76). The problem with reactive
behavior is usually the need for rapid action, in other words the lack of time
and the few options to choose from (see Geus 1988, 71). Thus, when such
behavior becomes the principal tool in the firm’s crisis management, there
may be trouble ahead (see Bohn 2000).

Speed is not enough, however, and responses to changes in the environment
ought to be appropriate. A system can adjust its strategic behavior in either a
linear or a nonlinear manner (Warren et al. 1998). In the former the response is
proportional to its cause, while nonlinearity assumes a response that is more or
less proportional. Nonlinearity occurs in both negative and positive feedback
loops, and in positive loops in particular, it considerably increases the
complexity of organizational behavior. (Stacey 1993, 151-155.)

Reacting to environmental changes is a complex process for most
organizations, since it encompasses a vast amount of decision-making and
behavioral choice on many levels (Miles & Snow 1978, 3). It is also difficult
to analyze reactions to them because of the interacting set of nonlinear
elements, which operate simultaneously and which are detected in and
influenced by numerous feedback loops (Vancouver 1996). It is not sufficient
to analyze reactive behavior if one wants to understand the firm—environment
interface, however. It is equally important to take proactive behavior into
account.

2.2.2 Proactiveness
2.2.2.1 Defining the Concept of Proactiveness

Analysis of the concept of proaction is rather thin on the ground. A [pro]active
strategy has been defined by Jauch and Glueck (1988, 238) as “one in which
strategists act before they are forced to react to environmental threats and
opportunities.” Thus, it seems that proaction is sometimes reaction: it is not
reaction to the environmental change, but rather to the symptoms of that
coming change. This kind of behavior could be called anticipatory regulation
(see Stacey 1993, 122-123), and its aim is to offset the undesirable effects of

7" This is quite paradoxical since, on the other hand, firms often cannot predict considerable

changes and all they can do is react to them (cf. Liuhto 1999).
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the disturbance on the outcome. In fact, anticipation could be understood as
control of the present (because it is not possible to control the future) by using
information about the past, present, and future (Turtiainen 1999, 25).

However, proaction could also be seen as a firm’s tendency to influence the
environment and even initiate changes. Bateman & Crant (1993, 103 — 104)
defined it as “a relatively stable tendency to effect environmental change” and
“a behavior that directly alters environments”. Correspondingly, Aragon-
Correa (1998, 557) defined strategic proactivity as “a firm’s tendency to
initiate changes in its various strategic policies rather than to react to events”.
This reflects cognisance of firms’ abilities to create their future, at least to
some extent. For instance, they may imagine products, services, and entire
industries that do not yet exist and then give them birth (Hamel & Prahalad
1994, xi).

Consequently, the concept of proactiveness seems to include both
anticipating and influencing. Proactive behavior is defined in this study in line
with Johannessen, Olaisen and Olsen’s (1999, 118) definition: “Proactiveness
is the ability to create opportunities or the ability to recognize or anticipate and
act on opportunities (or dangers) when they present themselves.” Accordingly,
it is seen to comprise both reaction to the symptoms of the coming change in
the firm’s environment and the creation of changes within it. The separating
factor between proactiveness and reactiveness seems to be time. Proaction
always implies acting before the change in the environment has had a direct
impact on the firm, and in practice it often involves reacting to the symptoms
of that coming change (see Harper 2000, 80).

Some researchers (e.g., Perlmutter & Cnaan 1995) have equated
proactiveness with entrepreneurship. However, the difference between these
concepts seems to be that entreprencurship is usually understood as
discovering, evaluating and exploiting new opportunities (Shane &
Venkataraman 2000, 218), whereas proactiveness includes the discovery,
evaluation and management of environmental changes that could also present
threats to the firm, not necessarily only opportunities.

Proactive behavior is illustrated in Figure 6, which is partly based on
Ashby’s (1971, 210) model of anticipatory regulation in control systems (cf.
Stacey 1993, 123). This figure differs from Ashby’s model with regard to the
relationship between change and regulation. Ashby (1971, 210) saw this as a
one-way directional relation from environmental change towards the regulator,
which indicates that the regulator can sense the change before it hits the firm
and take anticipatory action with a view to offsetting its undesirable effect on
the outcome. However, given the definition of proactiveness applied in this
study, the figure also shows that the regulator can also influence the
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environment by creating changes in it in order to achieve the desired
outcomes.

the Firm

N

Outcome of the
Change e

Figure 6 Proactive behavior in a firm

Although it has been suggested, that proactiveness is hard to observe
because it is primarily a thought process (see e.g., March 1981; Weick 1988),
there is a wealth of literature that mentions its characteristics. In order to be
proactive, firms need to:

e actively collect information about non-customers and non-competitors, and
about probable changes in the environment (Drucker 1997, 22; Morgan
1992, 25)

e have industry foresight'®, which is based on profound insight into future
trends (in lifestyles, technology, demographics and geopolitics) that can be
harnessed to rewrite industry rules and to create new competitive space
(Hamel & Prahalad 1994, 76, 82)

e adopt an opportunity-seeking attitude, which implies developing and
exploiting opportunities, being imaginative and creative concerning what
the future could be, and utilizing this creative potential in shaping
relationships with the environment (Hamel & Prahalad 1994, 82;
Johannessen et al. 1999, 118; Morgan 1992, 26-27)

" Hamel and Prahalad (1994, 76) prefer using the word foresight instead of vision because

according to them, vision connotes a dream or an apparition, but industry foresight is based on a solid
factual foundation.
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e strive to be leaders rather than followers (Morgan 1992, 28). Often this
means investing heavily in order to strengthen the firm’s technological
leadership (Dvir, Segev & Shenhar 1993)

e adopt a ‘looking-ahead’ approach and ‘driving in forward mode’: the firm
should shape rather than be shaped by change (Morgan 1992, 25-26)

e be capable of turning negatives into positives. Often this means tackling
constraints (e.g., regulations or differing viewpoints) in a creative way
(Morgan 1992, 27).

The different manifestations of proactiveness, i.e. anticipation and
influence, are further described in the following sections.

2.2.2.2 Anticipating Environmental Circumstances

Anticipation requires detecting signals of change, following these signals and
forecasting the coming changes, and acting accordingly (Figure 7). Signals of
change can be defected through environmental scanning, and macro-
environmental scanning may help the firm to notice coming social,
technological, economic, environmental, and political changes. (Ashley &
Morrison 1997, 48.) The scanning may take place either at pre-specified
intervals or continuously. On the one hand, it is not possible to anticipate all
potential changes through periodic scanning, and on the other, undirected
continuous scanning demands the unnecessary investment of resources.
Therefore, it has been suggested that, in addition to periodic scanning, the firm
should continuously monitor the potential changes in the areas it considers to
be of most importance. (Camillus & Datta 1991, 70.) Naturally, the sooner it
detects a coming change, the more action options it has (Ashley & Morrison
1997, 48; Camillus & Datta 1991, 70).

1. Detection

: 4 REGULATOR:
3. Action 2. Follow-up

& Forecasting

<
<

Figure 7 Anticipation of environmental change
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The environment can be divided into three levels depending on how it
influences a firm. The first level is the whole system of individuals, firms and
other organizations that are interconnected to one another and to the focal
firm. The second level comprises the individuals and organizations with which
this firm interacts directly, and the third is the perception and representation of
the environment. (Pfeffer & Salancik 1978, 63.)

Environmental analyses are also subject to various interpretations:
managers respond not to the objective reality, but to a set of their perceptions.
Hence, different firms and even different individuals react differently to what
seems to be the same environment. (Pfeffer & Salancik 1978, 72—73; Smircich
& Stubbart 1985, 724-727; Weick 1979; Weick 1988, 306-307; cf. McCabe
& Dutton 1993.) Furthermore, according to Weick (1979, 147-169), human
actors do not react to an environment; they actually enact it, in other words
they influence the environment, which influences them. Consequently, “what
people refer to as their environment is generated by human actions and
accompanying intellectual efforts to make sense out of these actions”
(Smircich & Stubbart 1985, 726).

Attempting to grasp relevant information about coming changes and aiming
to process this information rationally creates both ambiguity and uncertainty.
Ambiguity results from an inter-subjective process through which individuals
in an organization attribute meaning to events and circumstances. (Brownlie &
Spender 1995, 40; Watkins & Bazerman 2003,76-78.) Uncertainty could be
understood as an information defect (Spender 1993, 16). According to Spender
(1989, 43-45), it affects the behavioral responses of a manager in various
ways. First, the information may be incomplete, i.e. it may exist but is not at
hand. Second, although the data may be complete, the phenomena cannot be
grasped because the analyst is not capable of understanding the data. Third,
although the data is available and the phenomena understood, the responses of
the other actors cannot be known. Fourth, the analyst may be unable to process
the knowledge in a rational manner. (See also Spender 1993, 16-17; Brownlie
& Spender 1995, 41.) According to Brownlie & Spender (1995, 40),
uncertainty can be resolved by managerial judgment. Although judgment can
be learned from others, it mainly stems from experience, and thus is highly
contextually specific and difficult to change (Brownlie & Spender 1995, 45—
48).

Scanned signals of change are followed through monitoring (Ashley &
Morrison 1997, 48), aim of which is to clarify whether they require action or
not. Environmental issues that affect the firm in a way that is difficult to
ascertain, i.e. ‘fuzzy issues’, are particularly liable to create a crisis if they are
ignored (Camillus & Datta 1991, 70). Forecasting helps to estimate the
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duration, direction, and amplitude of the signals (Ashley & Morrison 1997,
48).

Organizational actions can be directed within the firm’s internal or external
environment (D’Aveni & MacMillan 1990). Internally directed actions help it
to adapt to the environmental changes, whereas externally directed actions aim
at modifying the environment (Chattopadhyay, Glick & Huber 2001, 938).
Firms often favor internally directed actions, since the managers find them
easier to implement and control and less risky than externally directed actions
(Cook, Shortell, Conrad & Morissey 1983, 203; Chattopadhyay et al. 2001,
938). Autogenic crises are examples of internally directed actions. These are
crises that are deliberately initiated by the top management in order to prepare
the firm for prospective crises. (Barnett & Pratt 2000, 74-77.) The following
section focuses on externally directed actions.

2.2.2.3 Influencing Environmental Circumstances

It has been claimed that, in the long run, it is important for the firm actively to
strive to create changes (Bennett 1996, 8; Handy 1997), and to discover
strategic options of which the management was previously unaware (Wack
1992, 248). When the firm purposefully creates tensions in the environment,
i.e. shakes the current fitness, it may be able to achieve even better fitness with
the future environment (Beinhocker 1999; Pascale 1999). This kind of
behavior, when instead of trying to tame the turbulence around it the firm
absorbs it as an essential part of its strategic planning, has also been referred to
as “riding the turbulence” (Boisot 1994, 46—47). (Figure 8) Creating or
precipitating environmental changes may stem from a desire to either surprise
competitors or to change the course of action within a business, e.g., through
setting new standards (cf. Evans 1991, 78-80).

Influence reflects power that is based on interdependence between groups
and their contribution to common efforts (Stacey 1993, 42). Interdependence
implies that each group is in a position in which it can, to some degree,
facilitate or hinder the other’s gratification (Emerson 1962, 32). Power could
be defined as the ability of one group to get others to do something that they
do not want to do, or could not otherwise do, or would not otherwise have
thought of doing (Pfeffer & Salancik 1978, 53—54; Stacey 1993, 41; Benfari,
Wilkinson & Orth 1986, 12).
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REGULATOR

Figure 8 Influencing environmental change

Kipnis, Schmidt, Swaffin-Smith and Wilkinson (1984) identified different
dimensions of influence that managers use. Although their study concentrated
on influence used within an organization, it also seems to be applicable to
situations in which managers influence the environment of the organization
(cf. Jokinen 2000). Thus, they may influence it through reasoning (i.e. using
data and facts), friendliness (i.e. creating goodwill), bargaining (i.e.
exchanging benefits and favors), or assertiveness (i.e. using the direct and
forceful approach). Furthermore, they may utilize coalitions (i.e. mobilize
other actors), a higher authority (i.e. obtain support from a higher quarter) or
sanctions (i.e. rewards and punishments). (Kipnis et al. 1984, 60-61.)

The above-mentioned influence dimensions reflect explicit uses of
influence. However, the environment may be also influenced implicitly: for
example, by developing new products or opening new markets a firm is able to
create uncertainty in the competitors’ environment and force them to react (cf.
Miles & Snow 1978, 57).

This section has described ways in which the firm can act proactively and
influence its environment. However, many writers have also argued that the
firm’s environment, especially in conditions of turbulence, may influence its
degree of proactiveness. This is discussed in the following section.

2.2.2.4 Environmental Turbulence Influencing Proactiveness

Consideration of how environmental turbulence influences the proactiveness
of a firm should take into account the fact that environmentally-driven
changes in behavior are always based on organizational rather than objective
perception of the environment (Pfeffer & Salancik 1978, 13). Therefore, if our
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aim is to understand the firm’s behavior, our attention should be directed
towards the environment as perceived by the people in it, and not as perceived
by the researcher, for example (Barr 1998; Khandwalla 1977, 342; Smircich &
Stubbart 1985, 727).

The degree of environmental turbulence is an important feature of the
firm’s environment. Turbulence has been defined as “a measure of change that
occurs in the factors or components of an organization’s environment” (Smart
& Vertinsky 1984, 200). A highly turbulent environment is a blend of
significant growth opportunities and challenges to the firm’s survival
(Khandwalla 1977, 334). However, it is not the environmental turbulence
itself that is problematic: it is a problem only when it involves factors that
matter in terms of the firm’s performance and survival (cf. Pfeffer & Salancik
1978, 68).

Distinguishing those key factors is nevertheless difficult, because they
comprise both the factors that affect the task environment of the firm and
those that operate in the broader contextual environment (Morgan 1989, 72).
The concept of the ‘task environment’ was introduced by Dill (1958, 410) to
denote the forces that have an immediate influence on the firm’s wellbeing
(e.g., customers, suppliers, competitors, and regulating groups). However,
changes in the task environment often originate in the contextual environment
(Morgan 1989, 72-73), and thus it would appear to be important to monitor
and influence both.

According to Volberda (1998, 191-195), there are three basic dimensions
of environmental turbulence: dynamism, complexity and unpredictability, all
of which affect the turbulence simultaneously, but not to the same extent
(Figure 9). The unpredictability dimension is the most important contributor to
environmental turbulence, and the complexity dimension is the Ieast
important. The role of unpredictability is accentuated, since it often leads to a
situation in which the firm is facing unfamiliar changes of which it has neither
experience nor routine in terms of how to tackle them. (Volberda 1998, 196—
197.)
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Figure 9 A taxonomy describing the dimensions and variables of environmental

turbulence (modified from Volberda 1998, 191)

Analysis of environmental dynamism requires distinction between the rate
of environmental change (frequency) and its intensity. Volberda (1998, 192)
emphasizes the importance of this division in stating that it is possible to
undergo fast-occurring low-intensity changes (e.g., day-to-day fluctuations in
demand) or substantial low-frequency changes (e.g., slow decreases in
demand).

Complexity in the environment relates to the number of factors (including
their diversity and heterogeneity) influencing the environment, and their
interrelatedness (Child 1972, 3—4; Johnson & Scholes 1993, 77; Volberda
1998, 192—-193). The bigger the degree of complexity, the more a plenitude of
pertinent information is likely to be experienced by the management, and
consequently the monitoring of diversified and heterogeneous information
becomes more demanding (Child 1972, 3). Furthermore, the interrelatedness
of the various factors further complicates the understanding of influence
patterns (Johnson & Scholes 1993, 77).

Unpredictability in terms of the effects of the environmental forces may
arise from their character. Linear and/or cyclical forces allow management to
extrapolate past development, but when the relevant information is unclear,
not available or ignored by the management, the unpredictability increases.
(Volberda 1998, 194-195.)
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It seems that, in the current business environment, dynamism and
complexity in particular have generally increased. Changes are manifold and
occur at an accelerating rate. Hence, the continuous management of change
has become more important for the survival of firms, and it may even be
necessary occasionally to create changes in the environment. (Sauser & Sauser
2002, 34-36.) Although this is difficult, and most turbulence is caused by
exogenous factors beyond the control of a particular organization, a firm can
act as a catalyst for environmental turbulence by bringing a radical innovation
onto the market, for instance (D’Aveni 1999, 133).

There is no consensus on whether proactiveness is best suited to a turbulent
or a steady environment. It has been argued that firms behaving proactively in
a turbulent environment are better off than those who merely react (e.g.,
D’Aveni 1999, 128-130; Harper 2000; Slater 2001b, 170). However, the
results of studies conducted by Smart and Vertinsky (1984), Tan and Litschert
(1994), Liuhto (1999, 103-105) and Kappel (2001) indicate that, in fact,
increased perceived turbulence is negatively related to proactive behavior and
positively related to reactive behavior. Naturally, it is easier to behave
proactively in a steady environment, whereas in highly turbulent environment
firms may be forced to react unexpected changes.

2.3 The Reactiveness — Proactiveness Continuum

According to Mintzberg (1994), effective strategies combine the ability to
predict and the capability to react to unexpected circumstances. He called for a
visionary approach in which the vision sets the outlines of a strategy but the
details are worked out according to the circumstances (cf. Hansén 1991;
Mintzberg 1991). Oktemgil & Greenley (1997, 462) and Liedtka (2000), to
name a few, have also advocated combining proactive and reactive behavior.

Many studies on reactiveness and proactiveness in firms have devised
classifications based on their behavior. Many of these classifications (e.g.,
Chakravarthy 1982; Miles & Snow 1978; Vesalainen 1995) are derived from
Simon’s (1984, 12) ideas that an open system can cope with the environment
in three basic modes: passive insulation, reactive negative feedback, and
predictive adaptation.

One of the best-known studies on reactiveness-proactiveness was that
conducted by Miles and Snow (1978). They presented a strategy typology and
divided firms into four strategic archetypes: prospectors, analyzers, defenders
and reactors. The basic assumption on which the typology is based is that

9 1% edition in 1969.
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firms act either to respond to the changing environmental context or to shape
their environments, and prospectors (innovators) and defenders (firms that
react slowly) hold extreme positions. Similarly, Hamel and Prahalad (1994,
28-29) divided firms on the road to the future into three classes: drivers
(proactive firms), passengers (reactive firms), and road kills (very slow
reactors or firms that do not even react at all). Harper (2000, 80) identified
four types of firms: laggard firms, reactive firms, proactive firms, and
vanguard firms. The separating factor in this categorization is the time that it
takes to adjust to the changes: whereas laggard firms need a major crisis to
make them recognize the need for change, firms at the other extreme, i.c.
vanguard firms, prepare themselves early.

Even though proactiveness and reactiveness have been considered
determinants of separate classes of firm behavior, some writers (e.g.,
Chakravarthy 1982; Miles & Snow 1978) have emphasized the fact that the
two concepts tend to form a continuous rather than a dichotomous construct.
Consequently, a firm may adopt different degrees of proactiveness, find its
place along the reactiveness-proactiveness continuum and, if necessary, also
change its position relative to either extreme (Figure 10).

reactiveness FIRM A proactiveness
«— M —>
N
Figure 10 An example of a firm’s position along the proactiveness — reactiveness
continuum

This ability to change position is important in terms of the effective use of
the firm’s resources. Proactiveness is expensive. Monitoring customers and
competitors, long-range market scanning and extensive lobbying usually do
not come without a significant sacrifice of scarce resources. Therefore, it is
natural that if it were possible to wait and react, the firm would be tempted to
favor reactiveness.

Consideration of a firm’s behavior as one position on a single proactiveness
— reactiveness continuum may lead to the oversimplification of such a
complex and multifaceted issue as organizational behavior, however. The
possibility of using several continuums is therefore discussed in the following
section.
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2.4 The Proactiveness of the Firm as a Pattern

Larson et al. (1986) questioned the usefulness of the reactiveness-
proactiveness dichotomy in describing managerial behavior. According to
their study, this dichotomy, while useful in a general way for describing ideal
managerial styles, proved to be not as useful when applied to the behavior of
particular managers. In fact, the degree of proactiveness also seemed to be
related to various task and environmental factors. (See also Luo 1999.)
Consequently, it could also be argued that its mere position on the continuum
may not adequately describe the complex and multifaceted behavior of a
particular firm, even though it may be useful in a general way for comparing
the behavior of many.

Hence, proactiveness can be analyzed separately in different functional
areas of the firm such as R&D, finance, operations, marketing, international
and managerial/structural organization (see Aaker & Mascarenhas 1984),
R&D, production, marketing, and finance (Chaganti & Sambrahya 1987).
Another option is to distinguish between product-related, market-related and
process-related proactiveness (Hamel & Prahalad 1994; see Markides 1999,
3). Thus, there appear to be many reactiveness-proactiveness continuums
concerning products, markets and processes, for example, and the firm has to
position itself on each of them.

The Product dimension refers to reactiveness—proactiveness in product
R&D and engineering, and in manufacturing (cf. Urban & Hauser 1993, 33;
Srinivasan, Lilien & Rangaswamy 2002, 48—49). Firms that behave reactively
in this context produce imitations or modifications of products that are already
on the market. On the other hand, firms that behave proactively introduce
pioneering products and strive for first-mover advantages. (Cf. Simon, Elango,
Houghton & Savelli 2002, 187-190.)

The Market dimension encompasses the firm’s market-related behavior. A
firm that behaves reactively towards its market responds to the circumstances
after having been influenced by them, while the proactive firm acts before the
circumstances have had any effect. Since the market-dimension concept is an
important one in this study, it is discussed in more detail in Chapter 3.1.

Processes refer to the way in which things are done (Sull 1999, 45), and
include operations and distribution processes (Wright, Kroll, Pray & Lado
1995, 149), and management and administrative processes. Hamel (2000, 77)
writes about core processes, which are methodologies and routines “used in
translating competencies, assets, and other inputs into value for customers”.
Processes often become routines®’, which may attenuate the firm’s response to

2 For more information on breaking the old routines, see Hamel (2000, 117-144).
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environmental change (Sull 1999, 46-47). Thus, they may either enhance the
firm’s ability to influence or anticipate environmental change or, alternatively,
they may be directed more towards reactive behavior.

Thus, the degree of proactiveness in a firm could be seen as a pattern
composed of its positions along these continuums. For instance, Firm A in
Figure 11 seems to be very proactive on both the product and the process
dimensions, but in terms of the market it is still rather reactive.

riz?i(}/lelrclztsss FIRMA  proactiveness
VRN
Markets
FIRM A )
reactiveness proactiveness
Processes
reactiveness FIRM %roactiveness
g
Figure 11 An example of a firm’s positions on certain reactiveness—

proactiveness continuums

The idea of contemplating a firm’s behavior as a pattern is not new: it was
suggested by Penrose (1980%', 62) and Cyert and March (1992, 102-103),
and supported by Miles & Snow (1978), for example, that when trying to
develop solutions to the problems of their firms, managers search only in the
vicinity of familiar alternatives. In the course of time this limited search®
activity becomes a routine and, in consequence, the firm may be well endowed
in some areas (e.g., R&D), but lack capabilities in others (e.g., marketing) (see
Miles & Snow 1978, 8).

However, the pattern of proactiveness may also change if the circumstances
so require, and thus may be adapted according to the prevailing environmental
or organizational contingencies (cf. Larson et al. 1986; Luo 1999). Adaptation

2 1% edition was published in 1959.

2 1* edition was published in 1963.

% This limited search has its advantages since it is often cost-effective, reduces uncertainty and,
furthermore, the existence of patterns in a firm’s behaviour signifies that there is a certain consistency
over time (Araujo & Easton 1996, 368; Miles & Snow 1978, 157). However, if managers do not
periodically impugn the behavior patterns, there is a danger that the potential costs of limited search
may become too high (Miles & Snow 1978, 157).
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can be defined as a firm’s adjustment to a particular situation (i.e. certain
circumstances) (Chakravarthy 1986, 438).>* However, it is not enough in
coping with continuously changing circumstances, and flexibility is also
needed: flexibility is a dynamic concept that comprises the firm’s ability to
continuously adapt to changing circumstances (Aaker and Mascarenhas (1984,
74).5

According to Weick (1979, 135), adaptation in fact prevents flexibility, i.e.
if an organization is well adapted in a specific environmental condition, it may
be very difficult to adapt in changing circumstances. On the other hand,
organizations designed for changing circumstances may have difficulties
adapting well in any particular situation. According to McKee, Varadarajan
and Pride (1989, 21), such firms are deliberately inefficient (cf. Brunsson
2000, 4). Hence, flexibility implies significant cost, and the level of flexibility
varies according to the strategy of the firm (McKee et al. 1989, 21-22).

In sum, this section introduced a way of describing the proactiveness of a
firm as a dynamic pattern, composed of its changing positions on different
continuums. The next chapter concentrates on the market continuum.

2 For further discussion on the concept of adaptation, see e.g., Hrebiniak and Joyce (1985, 337)

and Miles and Snow (1978, 3).
2 For further discussion on the concept of flexibility, see e.g., Bahrami (1992, 36), Brunsson
(1989, 221), and Volberda and Rutges (1999, 101).
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3 PROACTIVENESS TOWARDS CUSTOMERS

This chapter describes the firm’s proactive behavior towards its customers. In
order to understand proactiveness towards customers it is first necessary to
consider it in terms of the market in general. The focus thus turns towards
customer-related proactiveness, which is one of the key concepts of the
present study. The concept is first defined and described, and its international
scope discussed; the chapter ends with a look at the organizational factors that
may foster proactive behavior towards customers.

3.1 Market Proactiveness

Proactiveness towards the market can be understood as one aspect of market
orientation, which in turn may be defined as “the organization wide
generation, dissemination, and responsiveness to market intelligence™*® (Kohli
& Jaworski 1990, 3). Market intelligence covers the articulated and
unarticulated, perceived and anticipated needs of current and prospective
customers, as well as information on the exogenous market factors®’ that affect
those needs (Culkin, Smith & Fletcher 1999, 9; Kohli & Jaworski 1990, 3—4;
Slater 2001b, 169-170). Consequently, the concept of ‘market orientation’
incorporates both reactive and proactive behavior (cf. Berthon et al. 2004,
1067; Jaworski, Kohli & Shay 2000; Slater & Narver 1998, 1002—-1003).

Market reactiveness means that the firm is market-driven®: it accepts the
market structure as given and does not aim to change market behavior
(Jaworski et al. 2000, 46—47). It can be measured in terms of the time it takes
to respond to certain circumstances on the market after they have had a direct
impact on the firm (see Harper 2000).

Consistently with the definition of proactiveness presented earlier (see
Chapter 2.2.2.1), market proactiveness is defined here as either acting based

% This definition reflects a behavioral orientation, and thus is in line with the concepts of proactive

and reactive behavior. However, market orientation could be also defined as a culture (see e.g., Day
1994, 43).

7 Examples of exogenous market factors are government regulations, competitor actions, and other
environmental forces (Kohli & Jaworski 1990, 3).

2 Closely-related concepts include ‘sales-driven’ and ‘customer-driven’: for a more detailed
conceptual discussion, see Kumar, Scheer and Kotler (2000, 132).
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on the information gathered about the market before the circumstances have
had a direct impact on the firm, or deliberately influencing and creating
changes in the market.

Decisions on whether to approach markets proactively or reactively are
made at the marketing-strategy level, and set the context for tactical marketing
decisions, i.e. marketing-mix decisions (Zinkhan & Pereira 1994, 192—-194; cf.
Hultink, Griffin, Hart & Robben 1997, 245-246). Thus, both strategic and
tactical elements are likely to emerge when the market proactiveness of a firm
is under consideration.

According to Brownlie & Spender (1995, 39), strategic marketing consists
of future-oriented activities and decisions. Hence, the concept seems
congruent with that of market proactiveness as defined above. However, a
closer look reveals that it is often limited to the tasks of the marketing function
(Slater & Narver 1998, 1003; cf. Brownlie & Spender 1995; Cooper L. 2000,
2-3), whereas market proactiveness is the task of the whole firm. Further, the
former seems to be limited to the anticipation of coming circumstances (see
Brownlie & Spender 1995), and thus the question of influencing them is often
passed over.

Anticipating the coming circumstances on the market implies that the firm
can spot the first indicators of new market opportunities and risks, and be
among the first to exploit or prevent them (Hamel & Prahalad 1994, 83; Levitt
1960) (see Figure 12).

Influencing and creating changes on the market means that the firm shapes
either the market structure or the behavior of the players® (Jaworski et al.
2000). The market structure incorporates a set of players (e.g., distribution
channels, customers, competitors) and the roles they play. Jaworski et al.’s
(2000) study on market influencing was basically restricted to the influence on
demand and competition. This could be considered adequate, however, since
influencing other exogenous market factors such as government regulations
could be seen in terms of influences on either competition (building/removing
competitor constraints) or demand (building/removing demand constraints).

» This kind of behavior has also been called market-driving (Kumar et al. 2000; cf. Hills & Sarin

2003, 17).
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Figure 12 Market proactiveness and reactiveness

Thus, market proactiveness is basically related to customers or to
competitors. There are two reasons why these two aspects should be dealt with
separately (Li & Cavusgil 1999, 131-133): first, the cognitive activities are
different (Day & Wensley 1988, 1; Li, Nicholls & Roslow 1999, 480), and
second, depending on the situation, either the customers or the competitors can
be emphasized in proactive actions (cf. Li & Cavusgil 1999, 131). Given the
focus on customer-related proactiveness in this study, it is discussed in more
detail in the following section.

3.2 Customer-Related Proactiveness

Defining customers is sometimes rather complicated. They may be end users
or clients who influence or dictate the choices of end users, e.g., distributors
(Kohli & Jaworski 1990, 4). Thus, the concept of the ‘customer’ is extended to
the end user’s support group, management and distribution channel, for
instance (Wah 1999, 19). Consequently, in business markets the customer
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may, in fact, be the user (who actually uses the product), the influencer (who
influences the buying decision), the decider (who makes the buying decision),
the approver (who authorizes the buying decision within the organization), or
the buyer (the department that has the formal authority to buy and that acts as
a gatekeeper in the organization) (Rowley 1997, 83; cf. Kérkkéinen, Piippo,
Puumalainen & Tuominen 2001, 394).

In terms of reactiveness and proactiveness towards customers, the key issue
is whether customer behavior is reacted to, anticipated or influenced (see
Figure 13). Given the definition of market proactiveness that was formulated
in the previous section, customer-related proactiveness could be defined either
as acting based on the information gathered about the customers before their
behavior has had a direct impact on the firm, or as deliberately influencing
and creating changes in behavior. In this customer needs seem to play a
central role: in other words, they could be seen as the drivers of consumption
or buying behavior (Heer, Groenland & Schoormand 2002, 9).
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Figure 13 Customer needs and the firm’s proactiveness

Customer needs can be defined as divergences between the existing and the
desired situation (Kérkkéinen 2002, 6; cf. Holt et al. 1984, 8), and may exist or
materialize in the future (Holt et al. 1984, 8). Existing needs can be further
divided into articulated and latent needs. Latent needs are not apparent to
customers, but they still exist and are unmet within the market (Jaworski et al.
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2000, 51). Thus, they do not emerge onto the conscious level until the new
product or service is presented (Holt 1976, 29). As long as these needs are not
met, customers are not dissatisfied because they are still ignorant of them
(Heer et al. 2002, 9).

Customer-related reactiveness implies that the firm concentrates on
understanding and satisfying the articulated needs of its customers (cf. Slater
& Narver 1998, 1001-1002). In practice, this is often accomplished through
conducting market experiments, learning from the results, and then modifying
the offering based on this new knowledge (Slater 2001b, 170).

However, in cases in which the need statement of the customer is rather
general (cf. Kirkkédinen 2002, 6), for example an articulation of problems with
existing products or services, the firm may have to anticipate what kind of
solution the customer really wants or needs. The anticipation seems to be
particularly important in recognizing latent needs (cf. Heer et al. 2002, 8-10;
Slater & Narver 1998, 1001-1003), although it also seems applicable to the
detection of future needs. As far as future needs are concerned, Heer et al.
(2002, 8) noted that, although the development of technology may be
revolutionary, the needs of customers seem to develop in a rather evolutionary
manner. Thus, it seems that anticipation is, in fact, possible.30

Customer behavior can be influenced directly, i.e. without regard to the
cognitive structures, or indirectly, i.e. causing cognitive change, which then
changes the behavior (Jaworski et al. 2000, 48). Constraints play an important
role when it is a question of directly influencing customers. A firm may build
customer constraints (real or imagined) that encourage purchasing by shaping
expectations, for example, and it may also try to remove the constraints that
prevent customer purchasing by shaping the choice sets, the criteria and the
benefit packages they buy. (Jaworski et al. 2000, 52.)

Indirect influencing of customer behavior implies shaping their perceptions
of offerings beforehand. On the one hand, a firm may create new needs by
introducing a radical innovation onto the market and informing its customers
about the new benefits of the product, and by teaching them to use it.>' On the
other hand, it may reverse existing customer preferences, thus affecting
existing needs. (Cf. Jaworski et al. 2000, 51-53.)

Figure 14 illustrates the relationship between proactive behavior and
customer needs. It is based on the classification put forward by Hamel and
Prahalad (1994, 100-105), who utilized a two-by-two matrix to show how
well a firm meets the articulated and unarticulated needs of both served and

30 A variety of specific need-assessment techniques is presented by Holt et al. (1984, 56-121), for

example.
' Hamel and Prahalad (1994, 100) characterised it as behavior in which firms lead customers
where they want to go but do not know it yet, i.e. firms ‘amaze’ their customers.
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un-served customers. In order to make the matrix applicable to the description
of proactive behavior, articulated needs are further divided into specific and
general need statements. Reactive behavior means that the firm reacts to
specific need statements of customers, whereas the proactive firm meets either
their unarticulated needs or their general need statements. Whether the
customers are existing (served) or new (un-served) seems insignificant in the
analysis of proactiveness towards them.

Unarticulated
needs

NEEDS Proaéﬁ Ve

General need

statement
Articulated
Specific need Reactive behavior
statement
Figure 14 Proactive behavior and customer needs (modified from Hamel &

Prahalad 1994, 103)

Thus, customer-related proactiveness seems to be manifested in various
ways. Its analysis is even more multifaceted, however, when the international
dimension is taken into account. This is discussed in the following section.

3.3 The International Scope of Customer-Related Proactiveness

Although past research has provided an extensive picture of the innovation-
development process, the geographical linkage has received rather limited
attention, despite some emphasis on the role of location and proximity (e.g.,
Gerybadze & Reger 1999; Gertler 1995; Porter & Solvell 1999). Porter and
Sélvell (1999) identified three different characteristics of the process, which
accentuate the importance of the geographical dimension. First, there is a need
for the incremental reduction of technical and economic uncertainty, which
requires continuous interaction with the firm’s environment; second, there is
also a need to get ideas, information and resources from outside the firm; and
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third, there is a need for face-to-face contacts in particular, in order to improve
communication in the exchange and creation of new knowledge.

Global and local influences tend to vary along the innovation-development
process (Lindqvist, Solvell & Zander 2000). As far as customer-related
proactiveness is concerned, it should be taken into account that proactiveness
is expensive. Monitoring customers, long-range market scanning and
extensive lobbying are not normally possible without a significant sacrifice of
scarce resources (cf. Quinn 1979, 24-28), and the costs are therefore more
justifiable if targeted on the appropriate geographical area.

Classic EPRG typology is used in this study in order to analyze the
international scope of action. According to Heenan and Perlmutter (1979), the
international orientation of the firm can be classified in four types:
ethnocentric (E), polycentric (P), regiocentric (R), and geocentric (G).
Although the typology was originally developed and is often used (e.g.,
Gassmann & Zedtwitz 1999; Schuh 2001) to describe the development of a
multinational organization, it also seems to be suitable for assessing the way in
which a firm perceives international markets in general (see e.g., Shoham,
Rose & Albaum 1995; Wind et al. 1973). It emphasizes the geographic
dimension and seems to be suitable for comparing behavior related to a
particular product, whereas other internationalization models such as that of
international marketing evolution developed by Douglas and Craig (1989), and
Johanson and Vahlne’s (1977) internationalization process, would be more
suitable when focusing on the firm and its internationalization path. The
EPRG typology also seems to allow the assessment of international orientation
during the whole innovation-development process, whereas approaches
focusing on market entry (e.g., Ayal & Zif 1979; Hollensen 2001, 203-206;
Keegan 1969) concentrate mainly on the launch stage. It also seems to be
rather compatible with analyses of market proactiveness, since it has been
argued that consideration of both EPRG orientation and the degree of market
orientation®® is needed in order to understand international market strategies.
(Wind et al. 1973, 21.)

Ethnocentric orientation means that the focus is on the home market
(Heenan & Perlmutter 1979, 18-19). Consequently, ethnocentric customer-
related proactiveness can be defined as the process of influencing and
anticipating the coming market circumstances based only on information
gathered from customers in the home country (cf. Wind et al. 1973, 15). Thus,
the product strategy is based on the home-market customers’ needs, while
marketing strategies and tactics are usually transferred from the home market

32 As stated earlier, market orientation consists of both market proactiveness and market

reactiveness (Jaworski et al. 2000; Kohli & Jaworski 1990, 3).
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to other markets (Shoham et al. 1995, 11, 15, 25). The weakness in the
ethnocentric orientation is the lack of sensitivity to signals from foreign
markets, which leads to insufficient consideration of different local-market
demands (Gassmann & Zedtwitz 1999, 236).

The emphasis in polycentric orientation is on the differences between
countries (Heenan & Perlmutter 1979, 18-19). Consequently, polycentric
customer-related proactiveness implies that the firm influences and anticipates
customers’ behavior in various countries individually (cf. Wind et al. 1973,
15). The product strategy is adapted to customers’ needs in the host market,
and market strategies are adapted to each market (Shoham et al. 1995, 11, 15,
25)*. Markets that attract attention are usually selected based on the degree of
familiarity or knowledge (Douglas & Graig 1989; 53). Although polycentric
orientation is optimal for each local market, it may also be very costly and
lead to inefficiencies (Gassmann & Zedtwitz 1999, 240-241).

Regiocentric orientation accentuates specific orientation towards a regional
grouping of countries (Heenan & Perlmutter 1979, 18—19). Thus, regiocentric
customer-related proactiveness is anchored on a certain region, and the
product strategy is based on the needs of customers within it (Shoham et al.
1995, 11). It has been suggested that the current trend towards regionalism is
strengthening this orientation. Hence, firms are benefiting from the
harmonization of standards and regulations, as well as from the convergence
of customers’ tastes within regions. Nonetheless, the trade barriers at the outer
borders and the differences in customer tastes worldwide constrain the
regional benefits. (Proff 2002, 243-244.)

Geocentric orientation implies a global approach (Heenan & Perlmutter
1979, 18-19). In terms of customer-related proactiveness, this means that the
firm is trying to influence and anticipate the behavior of customers on a global
scale. Consequently, the product strategy is standardized’* and based on global
needs (Shoham et al. 1995, 11). It has been claimed that customers around the
world will have more similar needs in the future as globalization spreads (Wah
1999, 21). In particular, needs concerning product technologies seem to be
converging (Hu & Griffith 1997, 117), which may create more avenues for
geocentric orientation. However, the danger is that critical local market
requirements may be ignored (Gassmann & Zedtwitz 1999, 239).

Consequently, the international scope of customer-related proactiveness
may vary, ranging from the ethnocentric to the geocentric. However, directing
proactiveness towards international markets is rather demanding, as the

3 See e.g., Delene, Meloche and Hodskins (1997); Solberg (2002); Szymanski, Bharadwaj and
Varadarajan (1993).

3 See e.g., Delene et al. (1997); Lemak and Arunthanes (1997); Sheth and Parvatiyar (2001);
Solberg (2002); Szymanski et al. (1993); Zou and Cavusgil (1996).
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geographic distance increases the expense of anticipating or influencing
customer behavior (Li et al. 1999, 477-478). Furthermore, proactiveness is
also more difficult when it extends to different countries: for example, data
problems (Hutcheson 1984, 53) and difficulties associated with cross-cultural
research (Parameswaran & Yaprak 1987; Yu, Keown & Jacobs 1993) tend to
complicate matters with international customers.

Market knowledge of foreign markets can be classified as experiential and
objective: the former is acquired from the firm’s experiences of direct
interaction in the market, whereas the latter can be obtained through training
or the acquisition of data (Johanson & Vahlne 1977, 28; Penrose 1980, 53). Li
et al. (1999, 481) claim that experiential knowledge is more useful in
designing new products for foreign markets, whereas objective knowledge
tends to be helpful especially in the early phases of internationalization. Thus,
experiential knowledge could be thought of as playing a key role in
developing radical innovations for international markets.

In sum, this section dealt with the international scope of customer-related
proactiveness, whereas the previous section described the concept. Since it
was argued that both the degree of proactiveness and its international scope
may vary, it is interesting to consider how proactiveness can be promoted in a
firm. This is dealt with in the following section.

3.4 Fostering Customer-Related Proactiveness in the Firm

As was stated in section 2.1.2, according to contingency theory, organizational
variables influence the firm’s behavior. The variables that, according to
previous literature, seem to play a major role in creating proactiveness in
general, and customer-related proactiveness in particular, are briefly described
in this section.

3.4.1 Organizational Structure

Organizational structure comprises the distribution of responsibilities and
authority among the personnel, the planning and control systems and the
process regulations concerning decision-making, coordination and execution
(Volberda 1996, 364; cf. Mintzberg 1979, 2). Hence, the structure could be
understood as facilitating the interaction and communication in terms of
organizational behavior. The structure of a firm is often analyzed by
contemplating its position along the mechanistic — organic continuum (see
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Table 1). (Burns & Stalker 1979, 119-125; Khandwalla 1977, 411; Slevin &
Covin 1990, 44.)

Table 1 The continuum of organizational structures (adapted from Khandwalla
1977, 411; Slevin & Covin 1990, 44)

Mechanistic organizational Organic organizational
structure structure
Communication Restricted Open
Managerial Uniform Allowed to vary freely
style
Decision Superiors make decisions with ~ Participation and group
making minimum consultation and consensus used frequently
involvement of subordinates
Adaptation Reluctant Free
Emphasis Formally laid down procedures  Getting things done
Control Tight Informal
On-Job Constrained Flexible
Behavior

Generally, organic firms are more open, more loosely controlled and more
informal (Slevin & Covin 1990, 43—44; Volberda 1996, 364). There tends to
be a high degree of participation in decision-making and a low degree of
hierarchical authority (El Louadi 1988, 182), and a tendency to work in
multidisciplinary teams (Mintzberg 1979, 435). Mechanistic firms, on the
other hand, are more constrained, more hierarchical and more formal (Slevin
& Covin 1990, 43—44; Volberda 1996, 364), which means that their behavior
is predictable and standardized (Mintzberg 1979, 86).

According to contingency theory, there is no one best structure, and the
appropriateness of a certain type of structure depends on the environmental
circumstances (e.g., Khandwalla 1977, 412; Miles & Snow 1978, 251-254).
Firms with a mechanistic structure are adapted to stable conditions, whereas
those with an organic structure are adapted to changing conditions (Burns &
Stalker 1979; Burns 1963).

Covin & Slevin’s (1988) study suggests that, in general, an organic
structure best supports proactive behavior. Enhanced communication and
minimized bureaucratic barriers foster initiating actions and enable rapid
response (Slevin & Covin 1990, 43-44). Kohli & Jaworski (1990, 11) propose
that the rigidity inherent in a bureaucracy apparently decreases market
orientation. Furthermore, Slater & Narver (1995) have argued that the
anticipation and creation of customer needs are characteristics of a learning
organization, and that organizational learning is facilitated through an organic
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structure. Consequently, since an organic structure implies open
communication and cross-functional cooperation, it might be presumed that it
furthers customer-related proactiveness throughout the firm (cf. Barrett &
Weinstein 1998, 60). Thus, we could conclude that an organic structure
apparently contributes to customer-related proactiveness.

3.4.2 Leadership and Management

Both leadership and management seem to influence proactive behavior in the
firm. Leading can be defined as influencing and guiding (in direction, action
and opinion) (Darling & Nurmi 1996, 261). It involves setting a direction for
the firm, communicating this direction to the employees, and motivating and
inspiring them to move in the right direction (Kotter 1990, 104—109). On the
other hand, managing, is more concentrated on accomplishment and driving
(Darling & Nurmi 1996, 261). It encompasses activities such as planning,
budgeting, organizing, staffing, controlling, and problem solving (Kotter 1990,
104-109). According to Kotter (1990, 103), leadership complements
management and both are needed for success. Both types of activities have
been analyzed in the light of their contribution to the firm’s proactiveness.

Bateman and Crant (1999) described different ways in which managers can
foster proactive behavior in the organization. First, individuals with a
proactive disposition can be identified and selected from among job
applicants. Second, proactive behavior of employees can be enhanced via
training by emphasizing skills such as problem-finding and creativity. Third,
by liberating and relaxing organizational formalities (i.e. fostering an organic
structure) managers can create more space for proactive behavior. Fourth,
inspiring people to act proactively includes highlighting the importance of
proactive behavior in achieving the organizational mission, encouraging
people to have new ideas and tolerating failure. (Bateman & Crant 1999, 66—
67.)

Nadler and Tushman (1990) studied the behavior through which a leader
can initiate, lead and manage strategic reorientation in an organization.
Reorientation was understood as proactive change management, which makes
this study interesting as far as the focal study is concerned. They identified
patterns of behavior that are needed to manage both the people and the
organizational context in the firm in order to make it behave proactively in
changing circumstances.

These authors referred to managing people as charismatic leadership, which
consists of three basic components: envisioning, energizing and enabling.
Envisioning means creating a vision with which people can identify and which
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can inspire them. Energizing implies motivating people e.g., by expressing
confidence and demonstrating the leader’s own enthusiasm. Enabling involves
helping people to accomplish their tasks in the face of challenging goals, and
is thus more related to emotional assistance, e.g., empathizing and supporting.
(Nadler & Tushman 1990, 80-83.)

Managing the organizational context is called instrumental leadership in the
same study. It involves three elements: structuring, controlling and rewarding.
Structuring means creating structures that support the behavior that is required
throughout the firm (Nadler & Tushman 1990, 85); controlling mainly
involves the creation of systems and processes for measuring, monitoring or
assessing behavior and results (Lawler & Rhode 1976, 2—-6); and rewarding
involves the administration of rewards and punishments in order to enhance
the desired behavior (Nadler & Tushman 1990, 85).

Hansén (1990) offered another perspective on the role of management. He
referred to creative leadership that aims to foster all-round creative thinking,
which is needed in the firm for pioneering and managing constant change.
Although he did not explicitly bring up the term proactiveness in his article, it
could be considered an implicit manifestation of creative thinking. In other
words, creative thinking means pioneering and doing things differently
(Hansén 1990, 56, 58).

The elements involved in creative leadership are direction, knowledge,
framework and follow-up. The creative use and combination of these elements
enables management to bring out the creativity of employees, which is likely
to increase enthusiasm and commitment throughout the organization.
Direction encompasses vision, strategy and implementation. It is a continuous
process of strategic thinking, which evinces both constant curiosity towards
changing circumstances and a desire to search for new opportunities and
challenges. (Hansén 1990, 60.) The components of knowing are structure,
order and relation. In order to expand creativity it is useful to consider each
component individually, and to understand how problem solving is often
restricted if they are used in a rather limited, routine way. (Nierenberg 1982,
39; see also Hamel 2000, 117-144.) By fostering cooperation within the
organization management contributes to creative knowledge management.
However, what often seems to be forgotten is that a good atmosphere is a
prerequisite for the creation of cooperation. The main areas in the framework
are organization, technology and culture, and it is the task of creative
leadership to encourage flexibility within it. For example, the framework
needed for idea generation differs considerably from one that would
maximally support the commercialization of the invention. Follow-up should
first and foremost focus on time, money and communication: it is crucial for
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organization-wide creative thinking that employees understand follow-up as
open monitoring based on constructive discussion. (Hansén 1990, 62—65.)

The aspects mentioned by Bateman & Crant (1999) seem to be rather
similar to the characteristics of the leadership of change mentioned by Nadler
& Tushman (1990), and to the features of creative leadership described by
Hansén (1990). However, whereas Bateman & Crant (1999) concentrate more
on management, the aspect of leadership seems to be more strongly present in
the research conducted by Nadler & Tushman (1990) and Hansén (1990). The
separate classifications are presented together in Figure 15.
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Figure 15 Aspects of leadership and management fostering proactiveness in a
firm

It thus seems that, through leadership and management, it is possible to
foster the proactive behavior of a firm in various ways. The separate colors in
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the above figure are used to indicate the building up of proactive capabilities
(pink), enabling (green), and motivating (yellow) proactive behavior.

If the above-presented studies on the role of managers in increasing
proactiveness are considered together with studies on the role of managers in
enhancing market-orientation, it is possible to draw certain conclusions
concerning their role in fostering customer-related proactiveness. First, it
seems that customer-related proactive capabilities can be built up by selecting
people who have both a proactive disposition and knowledge/concern about
customer needs, and by further training employees in the skills that enhance
both customer focus and creative problem solving (cf. Bateman & Crant 1999,
66—67; Harris & Piercy 1997, 35-37).

Secondly, customer-related proactive behavior can be enabled in a firm.
This may include offering emotional support for this kind of behavior, or
creating structures that facilitate it (cf. Nadler & Tushman 1990, 80-85).
Organizational structures that permit cooperation and open communication
within the firm have been considered important in fostering proactiveness in
general (cf. Hansén 1990). Moreover, it appears that structures that enhance
interfunctional cooperation (cf. Jaworski & Kohli 1993, 64) and open vertical
communication between employees at the customer interface and head-office
managers (cf. Harris & Piercy 1999, 124-125) increase customer-related
proactiveness.

Thirdly, it is apparently also possible fo motivate customer-related proactive
behavior by continually reminding employees how important it is to anticipate
and influence customer behavior (cf. Bateman & Crant 1999, 66—67; Jaworski
& Kohli 1993, 64), which suggests that it is worthwhile monitoring customer-
related behavior and rewarding employees for this (cf. Harris & Piercy 1997,
36-37; Jaworski & Kohli 1993, 64-65; Nadler & Tushman 1990, 85).
Furthermore, taking evolving customer needs into account in planning may
enhance customer-related proactiveness throughout the firm (cf. Harris &
Piercy 1997, 36; Nadler & Tushman 1990, 80-83). This brings us to the
subject of organizational culture, which is discussed next.

3.4.3 Supportive Organizational Culture

Since the organizational culture affects the behavior in a firm (Ahmed 1998,
33; Alvesson & Berg 1992, 28), it is also likely to affect its proactiveness (cf.
Kotter & Heskett 1992, 43-46). Organizational culture can be defined as a
shared system of meanings that distinguishes one organization from another
and conveys significance to events and circumstances (cf. Shrivastava 1985,
103). It can also be understood as the generally accepted way of solving
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problems in the organization (Ahmed 1998, 32). Although culture may be

rather stable, it is never entirely static (Kotter & Heskett 1992, 7).

Furthermore, it can be at least partly managed, controlled and changed

(Alvesson & Berg 1992, 29).

Homburg and Pflesser (2000, 450-451) studied various definitions of
organizational culture and came to the conclusion that market-oriented culture
consists of shared basic values, behavioral norms, artefacts and behaviors.
They also found that market-oriented shared basic values enhanced market-
oriented norms, and that these norms, in turn, influenced market-oriented
behavior through certain artifacts. (Homburg & Pflesser 2000, 457.) Thus, it
seems that shared basic values, behavioral norms, and artifacts that
emphasize the role of customers may also foster customer-related proactive
behavior in the firm.

Organization-wide shared basic values reflect what organizational members
consider desirable (Shrivastava 1985, 105) and important (Ott 1989, 39). They
are conscious and emotion-laden (Ott 1989, 39). Values are used in decision-
making and in the evaluation of outcomes (Brown 1992, 4) and hence, they
govern and shape the behavior in a firm (Schein 1984, 3; cf. Kotter & Heskett
1992, 5). Certain values may be disseminated and furthered by recruitment
and promotion policies that favor those with the ‘correct’ values (Alvesson &
Berg 1992, 83).

From previous studies it could be assumed that values that tend to increase
customer-related proactiveness in a firm include:

e long-term commitment to understanding customers’ latent and expressed
needs (Slater & Narver 1998, 1002)

e the profitable creation and maintenance of superior customer value without
neglecting the interests of other key stakeholders (Slater & Narver 1995,
67)

e an outward focus and propensity for action (Webster 1994, 14)

e risk-taking (Jaworski & Kohli 1993, 64; Kremer & O’Brien 1994, 43)

e openness of internal communication (Homburg & Pflesser 2000, 450-451;
Webster 1993)

e responsibility among employees (Homburg & Pflesser 2000, 450-451; cf.
Calori & Sarnin 1991, 59-71).

Norms are shared expectations regarding what are appropriate or
inappropriate attitudes and behaviors (O’Reilly 1989, 12). They are formed
based on basic values and they legitimate specific behaviors (cf. O’Reilly
1989, 13; Shrivastava 1985, 105). They have two dimensions: intensity and
crystallization. Intensity reflects the amount of approval attached to the certain
attitude or behavior, whereas crystallization refers to how widely the norm is
shared throughout the organization. Both of these dimensions are needed for
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creating a strong, consistent culture. (O’Reilly 1989, 13; cf. Kotter & Heskett
1992, 15-18.)
Specific norms related to the array of values presented above include:
e customer focus
e the openness of customer-related internal communication
e the propensity to act towards customers
e the willingness to accept occasional market failures
o the customer-related responsibility of employees. (cf. Homburg & Pflesser

2000, 450-451; Jaworski and Kohli 1993, 63; Slater & Narver 1995, 67.)

Artifacts are material and nonmaterial things that communicate information
about the organization’s values and behavior. Material artifacts include annual
reports, brochures, and physical layouts and arrangements of the premises,
while organizational language, stories, myths, ceremonies and celebrations are
examples of nonmaterial artifacts. (Ott 1989, 24-35; cf. Alvesson & Berg
1992, 80-85; Dandridge, Mitroff & Joyce 1980; Trice & Beyer 1984.)
Although artifacts are the most visible layer of the organizational culture, they
are hard to interpret (Schein 1984, 3).

Artifacts can be also used to enhance customer-related proactiveness. For
example, according to Webster (1994, 14), details of language and other
symbols may capture and communicate the vision of customer orientation.
Likewise, Ahmed (1998, 38) argues that corporate statements can be used to
guide behavior and to express the organizational culture, for example.
Furthermore, as Homburg and Pflesser (2000, 451) state, it can be assumed
that stories about ideal proactive customer-oriented behavior, an open and
friendly customer entrance and reception area, regular awards for employees
behaving proactively towards customers, and a customer-focused discussion
style during meetings are some of the things that tend to further enhance such
behavior in the firm.

The organizational culture is closely linked to the individuals working in
the organization, and they are discussed in the next section.

3.4.4 Individuals Predisposed to Customer-Related Proactive Behavior

The proactive behavior of an organization is grounded in the behavior of the
individuals working in it (Bateman & Crant 1993, 105): without their behavior
there would be no corporate behavior (Weick 1979, 34; Rollinson 2002, 16).
Furthermore, since people’s characteristics have a bearing on their behavior
(Rollinson 2002, 67), these characteristics may also be reflected in the
behavior of the firm (cf. Holt et al. 1984, 32).
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Studies on proactive individuals are based on the tradition of trait studies,
which presume that enduring traits are consistent across situations and
predictive (cf. Bem & Allen 1974, 506-507). However, it is worth
emphasizing that if someone has a particular trait, it only indicates that he or
she has a predisposition to behave in predictable ways in particular
circumstances. Hence, traits are not regarded as inerrable guides to
individuals’ actions. (Rollinson 2002, 85.)

Traits can be further divided into basic and surface traits. Basic traits (e.g.,
agreeability) are dispositions to behave in diverse situational contexts, whereas
surface traits are dispositions to behave in specific situations. Thus, both
customer orientation and customer-related proactiveness can be understood as
surface traits. (cf. Brown, Mowen, Donavan & Licata 2002, 111-112.)(Figure
16).

BASIC TRAITS: n SURFACE TRAITS:
n
Agreeability
CUSTOMER
Need for activity ORIENTATION
Conscientiousness
CUSTOMER-
Extraversion RELATED
Need for v
achievement
Need for dominance f
n

Figure 16 Basic traits related to customer-related proactiveness

The study by Brown et al. (2002) suggests that both agreeability and the
need for activity are the kind of basic traits that increase customer orientation,
i.e. both proactive and reactive behavior towards customers. Agreeability
means compassionate interpersonal orientation (Bateman & Crant 1993, 106),
and it can be assumed that employees high in agreeability may feel empathy
with the customers and be more willing to solve their problems. Furthermore,
such people may also derive personal satisfaction from solving customers’
problems and helping them to satisfy their needs. (Brown et al. 2002, 112;
Hogan, Hogan & Busch 1984; Hurley 1998, 119.)
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The need for activity is manifested in the selection, evocation and
manipulation of features of the environment (Buss 1991, 480-481).
Individuals possessing a high need for activity tend to complete more tasks
and to be more active in everyday life. It seems that the desire to keep busy
and to stay active is an important predictor of customer orientation. Employees
with a low need for activity are less likely to be motivated to work at meeting
customer needs, especially in contexts that require a degree of activity. (cf.
Brown et al. 2002, 113.)

Bateman and Crant (1993) studied personal disposition to proactive
behavior. An individual with a prototypic proactive personality has been
described as someone who is relatively unconstrained by situational forces and
who influences environmental change (Bateman & Crant 1993, 105). More
specifically, proactive employees have been characterized as task- and job-
competent, interpersonally effective, organizationally oriented, committed to
united goals, initiators, out-spoken, and oriented to higher values (Campbell
2000, 55-57). According to Bateman and Crant’s study (1999, 64), business
people predisposed to proactive behavior tend to scan for change
opportunities, to set effective change-oriented goals, to anticipate and prevent
problems, to do different things or do things differently, to take action, to
persevere, and to achieve results.

Bateman and Crant (1993) suggest that proactive behavior is related to
conscientiousness, extraversion, the need for achievement and the need for
dominance. Conscientiousness corresponds to the degree of organization,
persistence and motivation in goal-oriented behavior, and seems to be related
to proactiveness, since both are goal-oriented behaviors that accentuate
persistence. Extraversion has been described as a need for stimulation,
assertiveness, activity, and quantity and intensity of interpersonal interaction.
It implies seeking new experiences and activities, just like proactiveness.
Furthermore, both the need for achievement and the need for dominance are
traits that influence the environment, and thus seem to share some construct
overlap with proactiveness. (Bateman & Crant 1993, 106—107.)

In sum, although there are no studies concerning the basic traits that are
directly related to customer-related proactiveness, those describing the
relations between basic traits and both customer orientation and proactiveness
could be considered indicative. Hence, it is assumed that individuals
predisposed to customer-related proactiveness are also likely to possess traits
such as agreeability, conscientiousness and extraversion, and the need for
activity, achievement and dominance.
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3.4.5 Liquid Financial Assets

It is not only human, but also material resources that influence the customer-
related proactiveness of a firm (cf. Chakravarthy 1982, 37). However,
previous literature seems to lack consensus regarding the impact of material
resources on customer orientation per se. Studies conducted by Slater and
Narver (1998) and Sinkula, Baker and Noordewier (1997) indicate that an
abundance of resources increases customer orientation. However, discovering
customers’ latent needs is demanding and may require more sophisticated
market-research techniques (Slater & Narver 1998, 1003), thus the costs of
acquiring that knowledge may rise. Furthermore, allocating resources to the
creation of customer intelligence usually does not produce an immediate
payoff: on the contrary, the payoff tends to be uncertain and long-term. In any
case, the generation of customer intelligence requires continuous investment
since it can quickly go out of date. (Slater & Narver 2000, 125; cf. Sinkula et
al. 1997, 307.) Harris and Piercy (1997) questioned the idea that customer
orientation necessarily requires additional costs, however. They argue that
mere reorientation of existing resources may suffice.

Although there is some contradiction regarding the impact of resources on
customer orientation, researchers seem to agree that resources enhance
proactive behavior. According to Quinn (1979, 24-28), firms that lack
resources tend to behave reactively, while those with abundant resources are
more likely to employ proactive strategies. Slack resources in particular have
often seen as important facilitators of proactive behavior (Bourgeois 1981, 29;
Floyd & Lane 2000, 154). Bourgeois (1981, 30) defined organizational slack
as “... that cushion of actual or potential resources which allows an
organization to adapt successfully to internal pressures for adjustment or to
external pressures for change in policy, as well as to initiate changes in
strategy with respect to the external environment.” Thus, slack allows the firm
to interact with its environment more boldly (Bourgeois 1981, 35).

Even though Miles (1982, 248-251) divided organizational slack into
economic (liquid financial assets), political (e.g., social commitments and
goodwill), and managerial slack (management capacity), slack is normally
identifiable in monetary terms, i.e. in liquid financial assets (cf. Chakravarthy
1982, 42). According to Chakravarthy (1986, 450), indicators of slack
financial assets are profitability, productivity, and the ability to raise long-term
resources.

In practice, evaluating the firm’s slack resources is difficult, since managers
are not willing to reveal the details in interviews (Bourgeois 1981, 32). Thus,
they have often been measured from public financial records (Chakravarthy
1986). There also seem to be certain difficulties in using financial records,
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however, since they represent a snapshot of a certain moment rather than the
whole picture of the firm’s affairs over a longer period (Bourgeois 1981, 37).
Besides, public financial records may give a rather erroneous picture of the
firm’s actual slack, particularly of those producing radical innovations. These
innovations are often born in small firms, where the founder-inventor may
invest a large amount of his or her own money, and where additional funding
may emerge from heterogeneous sources, thus making it difficult to track
down from the financial statements. (Allen 2003, 189-229.)

The connection between slack and the firm’s previous performance was
made by Cyert and March (1992%, 189), who stated that “success tends to
breed slack”. However, this is not always the case, since profits can be paid
back to the shareholders®® instead of being used to build up the material and
organizational capacities that help the firm to better adjust to the changing
environment (Chakravarthy 1982, 42).

In sum, it appears from previous studies that liquid financial assets increase
the proactiveness of the firm and therefore may be assumed also to foster
proactive behavior towards customers.

3.4.6 Complementary External Linkages

On the above evidence, it seems that an organic structure, facilitative
leadership, a supportive organizational culture, proactive individuals and
liquid financial assets tend to increase the firm’s customer-related
proactiveness. All these contributors could be considered resources, i.e. “firm-
specific assets that are difficult if not impossible to imitate” (Teece, Pisano &
Shuen 1997, 516). Assets may be tangible or intangible (Teece 2000, 15-16),
and they may or may not appear in the balance sheet (cf. Teece et al. 1997,
521-522). Due to their scarcity and the increasing concentration on core
competencies®’, firms are forced to acquire some of their assets from outside
(cf. Wigand, Picot & Reichwald 1997, 210). A large array of different types of
firms and organizations can contribute to the firm’s innovation activities
(Gemiinden, Ritter & Heydebreck 1996, 450), and assets can be acquired from
them either through single transactions or through longer-term cooperation.
Cooperation can be classified in terms of the direction of collaboration™, as
vertical, horizontal, or diagonal. Vertical cooperation takes place inside the

35
36

1* edition was published in 1963.

According to Hamel (2000, 40-43), sharcholder returns increased considerably in the late 1990s,
which diminished the sphere of strategic operations in many firms.

37 Le. the competencies that define a firm’s fundamental business as core (Teece et al. 1997, 516).
* " The terms ‘collaboration’ and ‘cooperation’ are used interchangeably throughout the text.
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value chain (e.g., between manufacturer and retailer), horizontal cooperation
exists between similar firms operating in similar markets, and diagonal
cooperation occurs between businesses from different branches (Wigand et al,
1997, 224). Collaboration tends to reflect more than just a formal contractual
exchange, especially in high-tech industries. Numerous handshake deals and
informal forms of collaboration usually accompany and substitute formal
agreements. (Powell, Koput & Smith-Doerr 1996, 120.)

Given the above discussion on customer-related proactiveness, we could
say that a firm can foster its proactiveness through its external linkages in two
basic ways: first, it can acquire more knowledge of customer needs and
behavior, and second, it can jointly influence both the needs and the behavior
of customers (cf. Slater & Narver 2000, 122). (Figure 17)

Complementary external
linkages:

Ability to gather
knowledge about
customers’ needs and
behaviour

Transactions
Vertical cooperation

Horizontal cooperation

Ability to change
customers’ needs and
behaviour

Diagonal cooperation

Figure 17 External linkages contributing to the firm’s customer-related
proactiveness

According to Ritter and Gemiinden’s (2003) study, the ability to initiate,
handle and utilize a portfolio of interorganizational relationships increases
innovation success. Using the collaboration to generate intelligence about
customers’ needs and behavior seems to be particularly important in situations
in which the knowledge base of an industry is complex and evolving. In these
cases collaboration may reduce the uncertainties associated with radical
innovations and new markets (Powell et al. 1996, 116-118; Slater & Narver
2000, 122). A common assault on customer needs and behavior is particularly
important in situations in which the new innovation has to function with other
products, or when compatibility is needed in creating the new standard and,
consequently, assuring fast market acceptance (Hillebrand 1996, 385).
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Thus, a firm may increase both its knowledge about customers and its
influence over them through complementary external linkages, which thus
may be utilized to foster proactiveness towards them.

3.4.7 Synthesis

In sum, organizational structure, leadership and management, organizational
culture, the characteristics of individuals working in the firm, financial assets,
and external linkages all potentially contribute to the customer-related
proactiveness (Figure 18).
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Figure 18 Organizational variables influencing the creation of customer-related

proactiveness

On the basis of previous studies, it was further concluded that an organic
organizational structure in particular seems to foster customer-related
proactiveness. Furthermore, managers can build up customer-related proactive
capabilities and enable and motivate customer-related proactive behavior.
Similarly, proactiveness can be valued, expected and manifested in the
organizational culture through its values, norms and artifacts. It also seems to
be important to have individuals predisposed to customer-related proactive
behavior working in the firm. Moreover, since proactiveness demands
resources, slack resources, and more specifically liquid financial assets, may
also foster the firm’s customer-related proactiveness. Finally, further fostering
is possible through complementary external linkages, which can contribute to
knowledge creation and influence power.
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4 DEVELOPING RADICAL INNOVATIONS

In order to understand the development of radical innovations it is first
necessary to clarify the concept of radical innovation and to discuss its general
features. The radical innovation development process and different ways of
describing it, are then discussed. Given the results of previous studies, the
development process is divided here into three phases: idea generation,
development and launch. Customer-related proactiveness and its
manifestations in each stage are then discussed and, finally, a framework for
describing the firm’s proactive behaviour towards its customers during the
whole innovation-development process is presented.

4.1 The Concept of Radical Innovation

In order to understand the concept of radical innovation, it is first necessary to
define the concepts ‘idea’, ‘invention’ and ‘innovation’. New ideas are the
starting point for an innovation. According to Trott (2002, 12), an idea can be
a concept, a thought or a collection of thoughts. As long as the customers
regard the idea as new, it is an innovative idea, even though it may not be
‘objectively’ new. Hence, the key issue in determining the novelty of an idea
is customer perception. (Rogers 1983, 11; Robertson 1971, 6.) Sometimes the
new idea stems from the discovery, i.e. the recognition of previously unknown
natural laws (Kuhn 1970, 52-53). An idea becomes an invention when it is
converted into a tangible artifact (Trott 2002, 12) (Figure 19).
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Figure 19 The path from an idea to an innovation

According to Schumpeter (1934, 88-89), innovation is not synonymous
with invention; whereas inventions are economically irrelevant, innovations
include the idea of economic leadership or commercial success (see also
Schumpeter 1934, 128-156). This division was later clarified in terms of the
different basic objectives. Rogers (1983, 138) put forward a process
perspective, according to which invention is discovering and creating a new
idea, whereas innovation means its adoption or use. A more teleological view
is evident in the division suggested by Hansén and Wakonen (1997, 346), who
state that whereas invention aims at solving a technological or scientific
problem, innovation solves a commercial problem. This emphasis on
economic success can also be seen in other definitions (see e.g., Cumming
1998, 22; Innovation in... 1982, 21-22; Rickards 1985, 10—11). Thus, in order
to become an innovation an invention has to be commercially successful,
which presumes both a successful product or service launch and diffusion in
the market. Consequently, the one does not necessarily lead to the other
(Schumpeter 1927, 293).

Innovations can be classified as product, process, organizational,
management, production, commercial, and service innovations (Trott 2002,
13-14). This study concentrates on those that are developed and sold to
outside customers, i.e. product and service innovations. Another common
classification method is to distinguish between novel and incremental
innovations (e.g., Ali 1994; de Brentani 2001; Song & Montoya-Weiss 1998).
Very novel innovations have been called by various names in previous
literature (Table 2).
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Table 2 A review of definitions of novel innovations
Author(s) Term Definition of the term”
Ali (1994, 48) | Pioneering “Technological breakthroughs”
products
Anderson & Product ... fundamentally different product forms that command a
Tushman discontinuities | decisive cost, performance, or quality advantage over prior
(1990, 607) product forms”
Chandy & Radical product |A new product that incorporates a substantially different
Tellis (1998, innovation technology from existing products and can fulfill key
475; 2000, 2) customer needs better than existing products
de Moerloose | Breakthrough Products that are technologically new (e.g., include new raw
(2000, 75-77) | products material, new production process, technical change, input
replacement), commercially new (i.e. create originality by
commercialization), functionally new (i.e. provide new
benefits / new solutions for the customers), and induce new
customer groups.
Hansén (1981, | Breakthrough “... products which cover a completely new principle of
56) discoveries treatment” (a study was conducted in the pharmaceuticals
industry)
LaPlaca & Discontinuous | “... entirely new products or services that require or cause a
Punj (1989, innovations drastic modification of the users’ purchasing or
92) consumption behavior, such as enabling the user to perform
an entirely new function”
Leifer et al. Radical ”... a product, process, or service with either unprecedented
(2001, 102) innovation performance features or familiar features that offer
significant improvements in performance or cost that
transform existing markets or create new ones”
Moore Truly “... new products or services that require the end user and
(1999b, 13) discontinuous the marketplace to dramatically change their past behavior,
innovations with the promise of gaining equally dramatic new benefits.”
New New-to-the- Products that are new to the firm and that create an entirely
Products... world products  |new market
(1982, 8-9)
O’Connor Discontinuous | The creation of a new product or process that has either
(1998, 152) innovation unprecedented performance features or familiar features that
offer the potential for fivefold to tenfold improvements in
performance or cost.
O’Connor & Radical The creation of a new product or process that has either
Rice (2001, innovation unprecedented performance features or familiar features that
99) or offer the potential for fivefold to tenfold (or greater)
Breakthrough improvements in performance, or a 30-50% (or greater)
innovation reduction in cost.
Robertson Discontinuous  |Innovation that “involves the establishment of new
(1971, 7) innovation consumption patterns and the creation of previously
unknown products”
Trott (2002, Discontinuous | Products that differ from existing products in that field,
236) new products sometimes creating an entirely new markets and then they
require buyers to change their behaviour patterns
Urban et al. Really-new Products that “shift market structures, represent new
(1996, 47) products technologies, require consumer learning, and induce
behaviour changes”
Veryzer Technologically |Products involving significant new technologies regardless
(1998a, 307) discontinuous of whether or not they are perceived by the customers as
products really new
Veryzer Commercially  |“... products that are perceived by customers as being really
(1998a, 307) discontinuous new regardless of whether or not they utilize new
products technology”

@ The definitions in quotation marks are presented by the author(s) as definitions of the concept. The
others have not been formally expressed by the authors, but are interpreted as being in the nature of
definitions and are therefore included in this review.
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It is clear from the above table that, on the one hand, different terms have
been used for a concept that has been defined in similar ways, and on the other
hand, that different definitions have been used for the same term. The
definitions given can be analyzed in terms of their perspective, i.e. for whom
the innovation is novel. Some of them (e.g., Anderson & Tushman 1990, 607;
Veryzer 1998a, 307) seem to take the firm’s perspective and concentrate on
how much the innovation differs from those already on the market (cf.
Atuahene-Gima 1996, 94), whereas others (e.g., Moore 1999b, 13; Veryzer
1998a, 307) see the newness from the customer’s perspective, i.e. how
compatible the innovation is with the experiences and consumption patterns of
customers (cf. Atuahene-Gima 1996, 94). Nevertheless, most (e.g., Chandy &
Tellis 1998, 475; de Moerloose 2000) seem to include both the firm and the
customer perspectives, and a few (e.g., Trott 2002, 236; Urban et al. 1996, 47)
even add a macro perspective and take into account the impact on prevailing
market structures.

The definitions could also be analyzed in terms of scope, i.e. what in the
innovation is novel. These novelty aspects seem to include technology (e.g.,
Ali 1994, 48), benefits (e.g., O’Connor 1998, 152), behavior (e.g., LaPlaca &
Punj 1989, 92), markets (e.g., New Products... 1982, 8-9) and
commercialization (e.g., de Moerloose 2000, 75-77).

The terminology regarding novel innovations is thus rather confusing. The
term ‘radical innovation’ is used consistently in this study to refer to novel
innovations. Since the study concentrates on customer-related proactiveness in
developing radical innovations, it is important to come up with a definition
that particularly reflects the customer perspective (cf. Allen 2003, 265). The
newness of technology is also included, although customers may not
necessarily even be aware of it. However, since technological novelty often
plays an important role in customer evaluation and adoption of innovations
(Veryzer 1998b, 138), it is included in the definition. Thus, the term is defined
as a new product or service, which requires considerable change in customer
behavior, is perceived as offering substantially enhanced benefits, and is also
technologically new. Features of radical innovations are discussed in more
detail in the following section.

4.2 Characteristics of Radical Innovations

As stated above, radical innovations require considerable changes in customer
behavior. They may establish new consumption patterns (Robertson 1971, 7)
or change established ones (Lawton & Parasuraman 1980, 20-21). If the
innovation is perceived as difficult to use and understand, i.e. complex, it is
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not usually adopted easily. On the other hand, the ability to test it enhances its
adoption, since trial potential reduces customer uncertainty. (Rogers 1983,
230-231.) The role of trials in innovation adoption was stressed by Robertson
(1971, 240-241), who argued that through dissonance reduction® trials may
reinforce an initially favorable attitude towards the innovation, or even turn
negative attitudes positive.

It is worth pointing out that, although radical innovations create changes in
customer behavior, this does not mean that they necessarily create changes in
consumer needs. For example, when digital cameras and microwave ovens
were first introduced, there already existed a prevailing product that satisfied
customers’ needs for capturing memories and cooking food. (Pinkerton 2001,
117.)

For the firm, the ultimate goal of radical innovation is to create revenue and
corporate wealth (Kaplan 1999, 16). In order to create revenue and succeed in
the market place, the innovation needs to provide new benefits for customers.
By pursuing radical innovations firms may replace prevalent methods of
delivering value to customers (Kaplan 1999, 17) and provide them with a
completely new level of functionality (O’Connor 1998, 152; cf. Mohr 2001,
16). However, the benefits perceived by customers seem to be more important
than the objective benefits (cf. Veryzer 1998b, 138). Customers usually
evaluate these benefits by contemplating the degree to which the innovation
appears to be better than the product it displaces. In other words, customers
evaluate its relative advantage. The relative advantage is often expressed in
terms of economics or status, and since it incorporates the perceived benefit or
reward of adoption, it is positively related to the rate of adoption. (Rogers
1983, 213-217.)

However, since the benefits are not known, they need to be conveyed to the
potential customers (Guiltinan 1999, 521). The more observable they are, the
faster the innovation tends to be adopted (Rogers 1983, 232). Providing
information about benefits is particularly difficult in a situation in which the
product is still nonexistent, and potential customers are forced to visualize its
functionality and benefits based merely on concept descriptions. This is often
the case with radical innovations. (Cf. Mullins & Sutherland 1998, 228.)

According to Veryzer’s (1998b) study, the key factors that influence
customers’ evaluations of radical new products differ from those that are
important in evaluating incremental products. Firstly, the lack of familiarity
may cause resistance, and even fear, among customers. Secondly, the newness
of these products may encourage customers to focus on irrational product
attributes that may not correspond to their real requirements. Thirdly, user-

¥ For more information on dissonance reduction, see e.g., Festinger (1964).
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product interaction problems require customers to invest time and effort in
learning to use the product properly. Fourthly, customer uncertainty about the
benefits of these products, not to mention the risks associated with them (this
often arises from the lack of other comparable products), encourages
resistance. Fifthly, aesthetic aspects affect customer feelings about product
safety and their attraction to it: aesthetic aspects therefore seem to play an
important role even during the customer testing of early prototypes. Sixthly,
the collision between these products and a customers’ life and consumption
patterns causes resistance. (Veryzer 1998b, 144-146.) The benefits of an
innovation tend to be more easily observable when they are compatible, i.e.
consistent with existing values and beliefs, with previously introduced ideas,
and with the needs of potential adopters (Rogers 1983, 223-226).

Radical innovations also often expand technological capabilities (cf. Ali
1994, 48; Tushman & Anderson 1986; Veryzer 1998b, 138). Technological
novelty in this context may mean technical change in the product features, or
the use of new raw material, for example (cf. de Moerloose 2000, 75).
However, significant technological novelties, or disruptive technologies40, are
not necessarily a prerequisite of radical innovation. For example, the SONY
Walkman could be regarded as radical in its effect on behavior and in its
benefits, although it was not extremely novel in terms of technological
capability. On the other hand, technological novelties alone may not lead to
radical innovation. For instance, the switch in televisions from vacuum tubes
to solid-state technology only created incremental changes in customer
behavior and benefits. (Cf. Veryzer 1998b, 138.) These kinds of situations in
which opinions concerning the novelty of an innovation differ between the
innovating firm and the consumers also pose considerable challenges in terms
of marketing (cf. Mohr 2001, 16).

Radical innovations may cause extensive changes in the innovative firm’s
environment when they appear: i.e. they often create their own market
(O’Connor 1998, 152; Guiltinan 1999, 511; Mohr 2001, 16; Nayak &
Ketteringham 1986, 341; Shanklin & Ryans 1984, 165). They give the firm a
possibility to create new competitive space (Kaplan 1999, 17) and shift market
structures (Urban et al. 1996, 47), and sometimes (e.g., in the cases of the first
PCs and automobiles) they define a new industry (Veryzer 1998b, 138).
Furthermore, often a whole new infrastructure has to be created in order to
deliver the full benefit (Jolly 1997, 11).

“" Disruptive technologies are technologies that bring to the market a very different value

proposition than had been available previously, and create entirely new markets and business models
(Christensen 1997, xv; Christensen, Johnson & Rigby 2002). Thus, they tend to create the most
radical of radical innovations.
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Radical innovations are characteristically new both to the firm and to the
outside world (New Products... 1982, 8-9; Kleinschmidt & Cooper 1991;
Olson et al. 1995, 52). According to Veryzer (1998a, 306), these innovations
“involve dramatic departures from existent products or their logical
extensions.” Therefore, they often also face resista