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Abstract

In this study, we build a systemic conceptual model to describe the relationship among firm orientation, internal control systems and new
product development, and to test empirically how market and entrepreneurship orientations affect the degree of improvement in new product
development through personal control and/or output control in the Chinese transitional economy. Our research findings provide some valuable
insights into new product development. Entrepreneurship orientation not only has a direct positive effect on the degree of improvement in new
product development, but also indirectly has a positive effect on it through personal control. At the same time, market orientation, through output
control, has a negative indirect influence.
© 2006 Elsevier Inc. All rights reserved.
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1. Introduction

In emerging Asian countries such as China, more and more
firms have recognized that new product development (NPD) is a
critical activity because new products are, for many firms,
becoming the nexus of competition (Clark & Fujimoto, 1991)
and are a potential source of competitive advantage (Brown &
Eisenhardt, 1995). Because of an incomplete market environ-
ment and rapid changes in competition, many firms have
focused their strategic orientation on NPD, in order to efficiently
achieve effective NPD and reduce the risk of innovation.

In marketing literature, some research has explored the re-
lationship between market orientation and NPD (Atuahene-
Gima, 1996; Narver & Slater, 1990, p. 21), and has argued that
market orientation encourages and supports adapting NPD to

meet current needs rather than targeting NPD toward emerging
new needs (Atuahene-Gima & Ko, 2001; Bennett & Cooper,
1981). Hamel & Prahalad (1991, 1995) also argue that firms
which focus on their customers' current needs do not foresee the
future or anticipate innovations which later turn out to be
successful.

In management literature, entrepreneurship orientation is
viewed as a learning and selection mechanism that engenders
exploratory and risk-taking behavior in NPD (Lumpkin & Dess,
1996; Miller, 1983). Comparing the literature on both marketing
and entrepreneurship orientations, Atuahene-Gima and Ko
(2001) studied whether firms which are most market-oriented
tend to develop products with a high degree of incorporated
novelty, or whether they mainly focus on applying slight mod-
ifications to their product portfolio in order to adapt it slowly to
changes detected in the market.

However, the extant literature has neglected the important
relationship between different firm orientations, such as en-
trepreneurship orientation and market orientation, and the
degree of improvement in a firm's NPD, and as a result scholars
have not been able to state with any confidence which orien-
tation is more appropriate for improvement of NPD. Addition-
ally, because NPD involves a high level of R&D investment,
high process uncertainty and high-level risk, internal control
systems have to be rationally adapted so that firms can efficiently
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avoid the risks while achieving the goals. Therefore, internal
control systems are the most important mediating factors
through which firm orientation affects the degree of improve-
ment in NPD, and they can powerfully ensure that a firm's NPD
activities are completed in ways that lead to the attainment of the
organization's goals (Robbins, 2001). Unfortunately, we have
little knowledge about how both entrepreneurship and market
orientations affect the degree of improvement of NPD through
internal control systems.

To address these significant gaps, drawing on organizational
control theory (Eisenhardt, 1985; Hoskisson & Hitt, 1988;
Langfield-Smith, 1997; Simmons, 1991), we contribute to the
literature by constructing a conceptual model to describe the
relationship among firm orientation, internal control systems
and the degree of improvement in NPD, and to develop know-
ledge about the path-dependence of the influence of a firm's
orientation through internal control systems. By examining the
relationship among these factors in Chinese firms, we will ex-
plain the effects of firm orientation and internal control systems
on the degree of improvement in NPD.

Unlike most extant research in this area, which has taken
place in Western market economies, we here shift the focus to
the context of firms in the Chinese emerging economy. In 2002,
the firms in China finished 59,788 new products, and this data
became 68,633 in 2003 (National Statistics Bureau of China,
2004). Increasing rate of new products reaches 14.8%, and
greatly higher than the increasing rate of GDP (8.6%). But,
compared with their western counterparts, Chinese firms are
more resource deficient (Matthews, 2002). How Chinese firms
overcome their resource deficiency and then implement efficient
improvement in NPD is worth exploring further. Moreover, with
the increasing importance of China in the global economy, a
focus on the NPD of Chinese firms can help Western companies
better understand the NPD strategy of Chinese firms and hence
better prepare them to compete and collaborate with Chinese
firms.

Following is the structure of this paper. First, by reviewing
literature on firm orientations and NPD, we present the concep-
tual model in Fig. 1. Second, we discuss the relationship between
firm orientation (entrepreneurship orientation or market orien-
tation), internal control systems (personal control or output
control) and the degree of improvement in NPD, and then we
present hypotheses for each discussion. Third, we describe the

study method and the study result, and finally we discuss our
findings.

2. Conceptual model and hypotheses

A firm's strategic orientation consists of those underlying
fundamentals that determine the scope and the nature of its
activities (Peterson, 1989). Firm orientation shapes the way
organization members process information and reach decisions.
It creates an internal environment that encourages and rewards
desirable behavior and actions. Market orientation and entre-
preneurship orientation are two fundamental types of strategic
orientation that have received extensive examination in the
literature.

There are many definitions of market orientation. Kohli and
Jaworski (1990) define market orientation as the organization-
wide generation of market intelligence that pertains to current
and future customer needs, dissemination of intelligence across
departments, and organization-wide responsiveness. Narver
and Slater (1990, p. 21) define market orientation as an
“organizational culture that most effectively and efficiently
creates the necessary behaviors for the creation of superior
value for buyers and, thus, superior performance for the busi-
ness.” They delineate three behavioral components of a
marketing orientation — customer orientation, competitor
orientation, and inter-functional coordination, and two decision
criteria — long-term focus and profitability. The alternative
view, that a firm's degree of market orientation is largely a
matter of choice and resource allocation, is illustrated by
Ruekert (1992, p. 228): Market orientation is “the degree to
which the business unit obtains and uses information from
customers, develops a strategy which will meet customer needs,
and implements that strategy by being responsive to customers'
needs and wants.” Atuahene-Gima (1996) portrays market
orientation from a customer-focus perspective, defining a
market orientation as obtaining and using customer infor-
mation, developing a strategic plan based on such information,
and implementing the plan to respond to customer needs. From
the above views, market orientation can be seen as an important
antecedent of product innovation behaviors, activities, and
performance (Atuahene-Gima, 1996; Slater & Narver, 1994),
since it encourages and supports NPD to meet current market
needs (Bennett & Cooper, 1981).
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Fig. 1. Conceptual model.
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