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Abstract

This paper examines the importance of two resources, namely a market orientation
and an entrepreneurial orientation, in new product development and satisfaction
with firm performance among direct and alternative marketers. Using a partial least
squares structural equation model and data from a 2013 survey, this paper models
the effect of a market orientation and entrepreneurial orientation on satisfaction with
current performance and expected future performance for agricultural firms in
Ontario, Canada. Our results show that a market orientation and entrepreneurial
orientation are important factors in determining rates of product and marketing
innovations among farm-based agribusinesses. These findings further demonstrate
that a market orientation is a powerful resource as it enables firms to become aware
of opportunities to provide superior value for consumers, especially when operating
in non-traditional markets.

Keywords: Direct marketing, Entrepreneurial orientation, Market orientation,
Marketing innovation, Product innovation

JEL codes: D22, D83, M31, M37

Background

The number of farmers’ markets has been growing across Canada in the past decade
(Dukeshire et al. 2014). A recent study of consumers at farmers’ markets in Toronto,
Ontario, found that consumers use farmers’ markets not only to fulfil specific grocery
needs but also to support local agricultural firms (Dodds et al. 2013). Hence, sales in
Ontario farmers’ markets by primary producers were estimated to be between $385
million and $577 million annually in 2010, up from an estimated $73 million in 1999
(Cummings et al. 1999; Regional Analytics and Planscape 2011). Innovative and entre-
preneurial agricultural firms may aspire to improve performance by marketing their
production in a manner that takes advantage of these trends. For example, farms in
Ontario market their production direct to consumers through not only farmers’ markets
but also on-farm markets and roadside stands, community-supported agriculture and
boxing schemes, and on- and off-farm events. It is estimated that these additional outlets
account for 25% of direct sales while farmers’ markets account for 75% (Schumilas 2010).
Given the increased use of direct and alternative marketing channels in Ontario, a greater
understanding of the factors that drive current and expected success within these alterna-
tive marketing channels seems warranted.
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The move to direct and alternative markets may signal that firms are not satisfied
with current levels of performance achieved through more traditional channels and are
therefore searching for other means to improve performance (Levinthal and March
1993; Mount 2012). In the search for new profit opportunities, firms may modify product
offerings or production practices to differentiate their production from that of other firms.
For smaller firms, innovations in how the product is marketed may be more scale-
appropriate and more likely to lead to improved performance (Moser et al. 2011). How-
ever, as the number of farmers’ markets has increased (Dukeshire et al. 2014) along with
the number of farms selling a portion of their production through farmers markets
(Uematsu and Mishra 2011), these farm businesses need to further differentiate them-
selves from competition for continued success. In this sense, farm-based businesses who
have moved into direct and alternative marketing channels may now face greater levels of
competition compared to early adopters within these channels. This would suggest that
the resources and capabilities that have been important in determining success in other
small businesses may now be important in determining success of farm-based direct mar-
keting ventures. However, as these farm businesses often start out as traditional farms, the
level of human and relational capital that has been invested in developing resources to
identify new opportunities in product or market spaces may be rather limited. As these
markets become increasingly competitive, firms that are more quickly able to identify and
respond to market needs may have improved performance outcomes.

Research across different industries has shown that firms that are aware of opportunities
and are able to respond to these opportunities are able to improve performance (Renko et
al. 2009; Rauch et al. 2009). However, since firms and their resource endowment, including
managerial skill sets, are heterogeneous, firms may develop and employ diverse strategies in
the search for profit. For research in this area, this raises the need for addressing the identi-
fication of critical resources—managerial skills on the one hand and adaptive strategies on
the other—as well as determining the interrelations among them. In the managerial re-
search literature, a number of constructs have been developed and applied empirically to
capture the managerial resources that facilitate efficient responses to change.

The purpose of this paper is to examine how two of these constructs, market orientation
and entrepreneurial orientation, affect the focus of innovation on the farm and the satisfac-
tion with current and expected performance. Recent work in this area examined the role of
these constructs and other factors on new product success and the number of marketing
channels utilized by direct marketers (Mirzaei et al., 2016). Slater and Narver (1995, pp 67)
define market orientation as “the culture that (1) places the highest priority on the profitable
creation and maintenance of superior customer value while considering the interests of other
key stakeholders; and (2) provides norms for behaviour regarding the organizational develop-
ment of and responsiveness to market information.” While cultures such as this are import-
ant, the delivery of superior value to the customer requires action on the part of the firm.
That action may stem from an entrepreneurial orientation, which Lumpkin and Dess (1996,
pp- 136) define as “the processes, practices, and decision-making activities that lead to new
entry.” The entry described may be entry into new marketing channels or new product mar-
kets and may be a response to increasing consumer demand for locally produced products
(Adams and Adams 2011; Hu et al. 2012; Gracia 2012; Kim et al. 2014).

We developed a survey that measures market orientation, entrepreneurial orientation,
and product and marketing innovations of farmers in Ontario over the past 3 years.
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Product innovations we examine are new products and new packaging of existing prod-
ucts, while marketing innovations include the use of new marketing channels and new
promotional strategies as well as changes in pricing. Using the data from the survey, we
build a partial least squares structural equation model (PLS-SEM) to determine how
these latent variables are interrelated and affect expected future performance and satis-
faction with current performance. This work contributes to the literature on perform-
ance analysis of agricultural firms marketing their production through direct and
alternative market channels by simultaneously examining critical managerial skills and
adaptive strategies in their impact on performance.

In the sections that follow, we review the prior literature surrounding direct market-
ing, market orientation, and entrepreneurial orientation. We use this literature to de-
velop hypotheses and a structural model that will be used to test the hypotheses. The
“Methods” section outlines the data and methods used in the study. The “Results and
discussion” section describes the results of the structural equation model used to test the
hypotheses. Finally, the paper concludes with a discussion of the results, the implications of
these results to managers and other stakeholders, and an outlook on further research that
would address some of the limitations of this study.

Methods

Previous literature and model development

Considerable research on consumer preferences for local food and the drivers of increased
demand has been conducted (Adams and Adams 2011; Cranfield et al. 2012; Feldmann and
Hamm 2015; Thilmany et al. 2008; Weatherell et al. 2003), but research on the manner by
which firms respond to and benefit from meeting these needs is somewhat limited. In a re-
cent study, Low and Vogel (2011) find that local food marketers in the USA utilize both
direct-to-consumer outlets (farmers markets, roadside stands, etc.) as well as intermediated
outlets (direct-to-grocer, direct-to-distributor, etc.), and the value of production marketed
though these alternative channels has been increasing since 1992. Low and Vogel (2011)
further find that while all local food marketers utilize direct-to-consumer channels, farms
with sales of $250,000 or more make greater use of intermediated channels. This is sup-
ported by the finding of Sun et al. (2014) that larger wineries in emerging wine regions in
the USA market a larger proportion of their production through intermediated channels.

A key characteristic of these alternative marketing channels is that the primacy of the
information that is shared between market participants leads to highly relational markets.
Research within New Zealand farmers’ markets, for example, found that sellers place con-
siderable value on the ability to try out new product formulations or packaging redesigns
and quickly gauge customer feedback (Guthrie et al. 2006). Although agricultural
firms involved in direct marketing may not have vast innovation budgets that high-tech
firms possess, Rosenbusch et al. (2011) found that even for smaller, resource-scarce firms,
the benefits of differentiation, such as increased loyalty, price premiums, and entry barriers,
outweighed the costs and the risks involved in the innovative activity.

While the studies referenced above provide valuable information on specific aspects
and trends in local food marketing, they do not investigate how managerial resources
affect innovation choices and performance. In the remainder of this section, we there-
fore present a literature review for each of the two managerial resource constructs most
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relevant to this research, market orientation (MO) and entrepreneurial orientation (EO),
from which hypotheses are derived and a structural equation model developed. A
challenge for this literature review, however, was that a number of studies have used
scales that were similar but not necessarily based on the original scales by Slater and
Narver (1995) and by Lumpkin and Dess (1996) to measure market and/or entrepre-
neurial orientations. In some studies, the differentiation between the two constructs
has thus not been straightforward but required interpretation.

Market orientation

While small- and medium-sized enterprises (SMEs) in food production may rely on in-
novativeness and new product development to meet consumer needs (Trienekens et al.
2008; Gellynck et al. 2012), the success of this strategy depends on the firm’s ability to
become aware of and respond to these needs before the competition. For example,
Webb et al. (2010) find that market-oriented firms are better equipped to recognize oppor-
tunities and to capitalize on them through innovation. This ability stems from the market-
oriented firm’s capability in generating and acquiring market-focused intelligence based on
interactions with lead customers in order to provide the organization with the information
needed to develop new products that are valued by the market (Slater and Narver 2000).
Moreover, it has been shown by Gunday et al. (2011) that innovation performance (the abil-
ity to develop and introduce new products) improves market performance, as measured
through sales or market share.

Market-oriented firms have been shown to be proactive in developing new products
and services to serve their markets (Cambra-Fierro et al. 2011; Nasution et al. 2011;
Beck et al. 2011). Firms that are able to integrate market awareness and appropriate re-
sponses into innovation programmes are able to achieve stronger linkages with customer
value (Nasution et al. 2011). In a study of family firms in the Netherlands and Belgium, Beck
et al. (2011) find that the type of market orientation (responsive, proactive, emerging) fully
mediated the level of innovation that family firms undertook, even when controlling for
other factors. Moreover, Tan and Liu (2014) find that firms with a responsive market orien-
tation are expected to be successful in innovation strategies that build on current customers
and capabilities. Lamore et al. (2013) suggest that firms with a proactive market orientation
succeed by identifying unmet and unarticulated market needs while firms with a more re-
sponsive market orientation succeed when they are able to meet current customers already
expressed needs.

It may seem that agricultural firms who market through direct and alternative markets
are not applicable in this literature. While agricultural firms may bear little resemblance
to high-tech firms or others who seem to be leaders in innovation, these firms are innova-
tors according to the definition of innovation by Nelson and Winter (1982) who define
innovation as a change in routine. As much of agriculture consists of routine (i.e. seeding,
harvest, marketing) even incremental changes in the acquisition of inputs, the nature of
production or the manner in which firms market the product could be seen as an
innovation in this sense. However, in order for these changes to be successful, these firms
must understand the nature of their current and prospective customers as well as the
strengths and weaknesses of current and potential competitors. Based on the findings
from previous conceptual and empirical studies presented above, we derive the following
hypotheses:
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H1: An increase in the market orientation of the firm is associated with an increase
in the level of product innovations within the firm.

H2: An increase in the market orientation of the firm is associated with an increase
in the level of marketing innovations within the firm.

H3: An increase in the market orientation of the firm is associated with higher levels
of satisfaction with current performance.

H4: An increase in the market orientation of the firm is associated with an increase

in the expectations of future performance.

Entrepreneurial orientation

A body of literature has also examined how entrepreneurial orientation in management
can improve firm performance. Pérez-Luiio et al. (2011) find that entrepreneurial firms,
particularly those who are proactive and are willing to take on additional risk, are more
likely to generate new ideas and processes as well as adopt successful ideas that other
firms have implemented. Evidence of successful imitation strategies has been found
directly in some studies (Lee et al. 2000; Lee and Zhou 2012), as well as in an attempt
to leverage the competitive aggressiveness of entrepreneurial firms (Lumpkin and
Dess 1996; Wang 2008; Rhee et al. 2010).

Using measures from Covin and Slevin (1989) and Wiklund (1999), Grande et al.
(2011) find that farm firms involved in traditional agricultural production (as well as
value-added processing who are more entrepreneurial) have better performance than
firms who are not as entrepreneurial. Moreover, Knudson et al. (2004) suggest that
entrepreneurial innovators, such as organic food farms, are determined to innovate and
bring new products to market in order to boost firm performance. In addition, de
Lauwere (2005) finds that more entrepreneurial farmers, referred to as social farmers
and new growers in the study, had more optimistic expectations for future performance
as well as higher actual farm incomes.

Grande et al. (2011) develop a model of farm performance with firm size, the use of
networks, the financial position of the firm, and the entrepreneurial orientation of the
firm as explanatory variables. Their results show that firms who score higher on the
entrepreneurial orientation scale also achieve higher profits and more aggressive sales
growth measures. Nasution et al. (2011) find evidence in a study of hotel managers that
firms who score higher on proactiveness and risk-taking scales are more innovative in
terms of product and process innovations developed. Similarly, Tajeddini (2010) finds
that hotels with an entrepreneurial orientation are more innovative and are better able
to meet goals relating to market and financial performance. These results are similar to
studies in other industries, and the positive effect on profit and sales may be caused by
the ability of these firms to recognize opportunities in the market and be proactive in
their response to these opportunities (Lumpkin and Dess 2001; Moreno and Casillas
2008; Rauch et al. 2009).

Given the increased level of competition at farmers’ markets (Beckie et al. 2012),
Boehlje and Broring (2011) suggest that first-mover advantages in new markets may
create entry barriers for subsequent firms as leading firms are able to develop valuable
relationships with key customers. However, given the capital intensive nature of agricul-
tural production, firms may be reluctant to invest in new products or processes. This
reluctance may be further embedded due to the perceived lack of dynamism in agriculture.



Micheels and Boecker Agricultural and Food Economics (2017) 5:10 Page 6 of 23

However, findings by Wiklund and Shepherd (2005) suggest that an EO could increase per-
formance regardless of capital availability or market dynamism. From the above presented
findings and considerations, we derive the following hypotheses:

H5: An increase in the entrepreneurial orientation of the firm is associated with an
increase in the level of product innovations within the firm.

H6: An increase in the entrepreneurial orientation of the firm is associated with an
increase in the level of marketing innovations within the firm.

H7: An increase in the entrepreneurial orientation of the firm is associated with an
increase in the level of satisfaction with current performance.

H8: An increase in the entrepreneurial orientation of the firm is associated with an
increase in the level of expected performance.

Innovation

Previous studies have shown that innovativeness mediates the link between a market
orientation and firm performance (Han et al. 1998; Tajeddini et al. 2006; Hong et al.
2013). While awareness of market conditions and the willingness to take on additional
risk are important success factors, firms must initiate and implement appropriate
changes in routines to improve firm performance. Research has shown that the use of
market information is a critical success factor in the complex internal decisions of agri-
business companies to select innovation projects for funding (Roucan-Kane et al.
2011). Kohler et al. (2012) find that greater use of market-driven search increases the
rate of success when firms imitate product or process innovations of rival firms. As
firms that market their production through direct and alternative channels have close
contact with all customers, we would expect that they would have greater access to
relevant market information, e.g. through customer surveys and product trials, and would
thus be in a better position to react to this information and improve performance. Hence,
we propose the following hypotheses:

H9a: An increase in the level of product innovations within the past three years is

associated with an increase in satisfaction with current performance.

HO9b: An increase in the level of product innovations within the past three years is

associated with an increase in expectations regarding future performance.

Researchers have developed various typologies of innovation (Garcia and Calantone
2002; Rowley et al. 2011). Innovations can be thought of along product and techno-
logical lines or according to how radical the change is. For example, the innovation
undertaken by a firm could be new to the world or it could be an adoption of an exist-
ing innovation with the change being new to the firm (i.e. Garcia and Calantone 2002).
The innovation may also encompass a change in how the products are marketed
(Boehlje et al. 1995; Boehlje 2002).

Marketing innovations entail the identification and development of new markets or
ways of marketing. Regardless of whether the innovation is related to new or existing
products, finding the right consumers for these products is also an important capability.
Di Stefano et al. (2012), using a meta-analysis of innovation studies, find evidence that
matching market needs to new products is an important capability that may ultimately
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ensure the success of the new product. Recent studies have shown that marketing innova-
tions (measured as changes in product distribution, pricing, and promotion of products)
significantly contribute to satisfaction with performance (Camisén and Villar-Lépez 2011;
Gunday et al. 2011). Ngo and O’Cass (2012) find evidence that suggests that a firm’s mar-
keting capability and their innovation- and customer-related performance are significantly
related to the firm’s market orientation. Expecting that these relationships would also hold
for farms selling through direct and alternative channels in Ontario, we propose the
following hypotheses:

H10a: An increase in the level of marketing innovations within the past three years
is associated with an increase in satisfaction with current performance.

H10b: An increase in the level of marketing innovations within the past three years
is associated with an increase in expectations regarding future performance.

Given the previously discussed literature and the hypotheses presented, we model the
firm’s product and marketing channel innovations as a function of their awareness of
customer needs and competitor actions (i.e. their market orientation) as well as their
willingness to be proactive and take calculated risks in response to these needs (i.e.
their entrepreneurial orientation). In addition, key farm characteristics, such as farm
size and farming experience need to be controlled for, as these have been found to in-
fluence the choice of farmers’ income diversification activities (Barbieri and Mahoney
2009). From this background, we develop a structural model of managerial orientation,
innovation strategy, and firm performance to be applied to data from Ontario farms
that market through direct and alternative channels (Fig. 1).
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Survey methods

After developing a questionnaire in consultation with members from Agriculture and
Agri-Food Canada, it was administered by Ipsos Agriculture and Animal Health in
April and May of 2013. The questionnaire consisted of six sections: demographics,
sources of farm income, use of various marketing channels, knowledge of production
and marketing-related costs, measurement of the firm’s market orientation and entre-
preneurial orientation, and satisfaction with financial performance indicators.

To measure the market orientation of the respondents, we modified the original
Narver and Slater’s (1990) scale to fit the context of the Ontario agri-food industry.
This scale has been used in previous studies (Langerak 2003; Farrell et al. 2008; Nasution
et al. 2011; Cheng and Krumwiede 2012) and its 14 items relate to three inter-related con-
cepts: a customer orientation, a competitor orientation, and inter-functional coordination.
The individual items in the scale measure a respondent’s level of agreement with
perspectives relating to the firms’ collection of information on customer needs and
competitor responses (see Appendix 1). After adjusting for the direction of an item
statement (agreement with a negative), higher scores indicate greater market orientation.

The entrepreneurial orientation scale was first developed by Covin and Slevin (1989)
and also consists of three inter-related concepts: proactiveness, innovativeness, and
risk-taking. It has been primarily used in previous studies that examined innovativeness and
firm performance (Keh et al. 2007; Li et al. 2009; Hansen et al. 2011). For the individual
items, respondents were given two anchors which attempted to maximize differences in
firm posture and strategy for each of the eight items in total (see Appendix 1). Again, after
adjusting for direction of a statement, a higher score indicates greater entrepreneurial
orientation. As both scales were initially developed for non-agricultural contexts,
slight modifications were made to fit the targeted research population.

Innovation can take several forms, ranging from new product development and new
packaging and processing to changes in marketing and management practices or
organizational structure and processes (Lambrecht et al. 2015). For the purposes of this
study, we focus on two areas of change within direct and alternative markets: product
innovations (new products and new packaging) and marketing innovations (new chan-
nels and changes in marketing communications). We measure these in an incremental/
radical innovation framework similar to previous work by Dewar (1986) and Song and
Thieme (2009). Therefore, the intensity of innovation was measured for each item on an
ordinal scale with three levels: not at all, to some extent, and to a great extent (Table 5).

While studies have examined just how a market orientation and an entrepreneurial
orientation influence innovative activity, we were also interested in how changes in
these factors were associated with changes in two subjective measures of firm perform-
ance. We asked respondents to report their satisfaction with current performance as
well as their expectations of future performance (the next 5 years) (Fig. 2). As detailed
in Appendix 2, items focused only on financial indicators and included net income,
sales, and cash-flow. This method is in line with other recent studies that have asked
respondents to rate their satisfaction with certain levels of performance or to compare
different aspects of performance to main competitors (Brik et al. 2011; Yannopoulos et
al. 2012). Objective measures of performance would not have been obtainable as pri-
vate family businesses are generally unwilling to share confidential financial data,
even in anonymous settings (Shoemaker et al. 2002), and no secondary data exists
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that also includes measures for market orientation and entrepreneurial orientation.
For current performance, the scale anchor points were ‘very dissatisfied’ (1) and ‘very
satisfied’ (7), and ‘will deteriorate significantly’ (1) and ‘will improve significantly’ (7)
for expected future performance. Recently, Mahto et al. (2010) examined how family
interaction and identification with the family business are significantly related to sat-
isfaction with performance of the family business. As most farm businesses are family
businesses, the use of satisfaction with performance (rather than actual performance)
may be an adequate workaround, even if satisfaction with similar levels of perform-
ance may differ across respondents.

Furthermore, while objective measures of performance such as sales and profit levels
may be preferred, studies have shown a strong correlation between subjective and ob-
jective measures of performance (Dess and Robinson 1984; Richard et al. 2009; Dawes
1999; Wall et al. 2004). For example, Wall et al. (2004) show that in a sample of UK
manufacturing and service sector firms, subjective performance measures demonstrate
both convergent and discriminant validity, meaning there is a high correlation between
parallel subjective and objective measures and little correlation between nonparallel
subjective and objective measures.

Ipsos Agriculture and Animal Health emailed the questionnaires to a proprietary
panel of Ontario producers. Specific quotas of farm types (dairy, beef, crops, etc.) were
used to limit over and under sampling of specific groups of the diverse Ontario farm
population. This panel of farmers has been used in other agricultural research (e.g.
Nadella et al. 2014). Respondents who completed the survey received $20 CAD for
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their time. An email containing a link to the survey was sent to 10,406 unique email
addresses that are included in a proprietary database by IPSOS Animal Health. On
average, surveys were completed in 34 min and a total of 799 respondents’ attempted
the survey and 405 respondents completed the survey. Based on the 405 completed
questionnaires, this amounts to a 3.9% response rate.” This study uses a sub-sample of

126 respondents who have been active in farm direct and alternative marketing.

Description of respondents

Table 1 shows the distribution across annual gross farm sales for the full sample, the study
sample of 126 farmers involved in direct and alternative marketing, and the 2011 agricul-
tural census for Ontario. While farms with $99,999 CAD in sales or less are underrepre-
sented in the full sample compared to census figures, large farms with annual gross sales
of $500,000 or more are similarly over represented. However, it has to be pointed out that
Ontario gross farm receipts in 2012—the year of measurement in our survey—were more
than 20% above those of 2010—the year of measurement of the census (OMAFRA, 2014).
Hence, the bias towards larger operations in our full sample is likely exaggerated. Al-
though the size distribution of the study sample is generally more in line with the census
figures, representativeness cannot be inferred. Previous observations that it is mostly small
operations that market directly to consumers are, however, confirmed by 56% of study
sample having annual gross sales below $100,000, compared to 40% in the full sample.

The respondents in the study sample are key decision makers on their farms (Table 2). A
majority of the respondents in the sample have final say in operational (54.8%), financial
(52.4%), and marketing (54.8%) decisions, and over 40% of respondents share decision-
making in these areas with somebody else on the farm. We also asked respondents about
the life cycle stage their farm is at. Ten respondents (8%) self-reported to be in the “getting
my farm operation established” category. The vast majority placed their operation in one of
two “established” categories: 54 (43%) as “maintaining the operation at a steady level” and
48 (38%) “expanding the operation.” The remaining 14 respondents (11%) stated that they
were beginning to scale down or planning to sell their operation in the near future.

The respondents in our sample report using a portfolio of methods to market their
production (Table 3). A majority of them report to market part of their production
wholesale (71%). For these operations, selling wholesale on average accounts for 63% of
gross sales and for 51% of net family income.

Table 1 Gross sales of survey respondents in full and study sample compared to census

Full sample (n = 405) Study sample (n=126) Census

Annual gross sales brackets Count Percent Count Percent Percent®
$10,000 to $24,999 62 153 35 27.8 175
$25,000 to $49,999 53 13.1 18 14.3 12.9
$50,000 to $99,999 44 109 17 135 11.9
$100,000 to $249,999 74 183 20 159 134
$250,000 to $499,999 66 163 19 15.1 9.8
$500,000 to $999,999 52 12.8 4 32 6.3

$1 million and over 54 133 13 103 4.5

92011 federal agricultural census results for the province of Ontario
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Table 2 Frequency of decision-making authority among respondents (N = 126)

Delegation of decision-making

Decision type I have the final say in | share decision-making | have some input but ultimately
all decisions with someone else leave decisions to someone else

Overall operational and 71 (54.8%) 53 (42.1%) 2 (1.6%)

production decisions

Financial management 66 (52.4%) 60 (47.6%) 0 (0.0%)

decisions

Marketing decisions 69 (54.8%) 54 (42.9%) 3 (2.4%)

More specifically, 118 respondents (94%) in the sample report they market direct to
consumers through which these operations generate about one third of their gross farm
sales and net farm income. Forty-one respondents (33%) report being engaged in other
forms of alternative marketing, such as selling to restaurants, independent grocers, or
other institutions, thus generating one fifth of sales and net income. On average, the
126 operations in the sample sell through two specific types of direct or alternative
sales outlets (Table 4), most commonly through roadside and farm gate stands (45%),
followed by farmers’ markets, on-farm markets, and online shops (each with 24%).

Overall, it appears that respondents have engaged less often in product and packaging
innovation than in marketing channel and communication innovation during the past
3 years. This may indicate that investing in marketing innovations comprises less risk
than investing in product innovations relative to the corresponding benefits. In regard
to the control variables, Table 1 had already indicated lightly right-skewed distribution
across the seven gross farm sales categories so that the median is 1 below the midpoint
category. As expected, the study sample exhibits a large range of years of farming ex-
perience, i.e. from 3 to 55 years (Table 5).

Results and discussion

As the key variables in our proposed model are unobservable (i.e. market orientation,
entrepreneurial orientation), we must measure these using multiple items from the
survey. However, we first must ensure that the measurement items used in our sam-
ple are appropriate; therefore, a reliability analysis was conducted to ensure that the
measurement scales used in the study exhibited construct validity and were consistent
with previous studies. Reliability and validity tests for the scales indicate that they are
sufficient as Cronbach alpha (Cronbach 1951) statistics are all relatively high and the
average variance extracted (AVE) for most of the scales is above 0.50.> Cronbach

Table 3 Marketing methods among respondents (N = 126)

Marketing activity Yes No Share of gross sales®  Share of net
family income®

Marketing farm commodities wholesale 89 (70.6%) 37 (294%) 633% 50.6%

Marketing farm-fresh products or process 118 (93.7%) 8 (6.3%) 34.3% 33.2%

products directly to consumers

Marketing farm-fresh products or processed 41 (32.5%) 85 (67.5%)  21.5% 20.2%

products directly to restaurants, institutions,
or local/independent retailers

Agri-tourism 14 (11.1%) 112 (889%) 13.6% 8.9%

?Average shares reported for those respondents engaged in specific marketing activity; hence, reported percentage
figures add up to more than 100%
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Table 4 Marketing channels used in 2012

Marketing channel Yes No
Roadside or farm-gate stand 57 69
On-farm market, café, or restaurant 30 96
Farmers’ market 30 9
Online shop 30 96
Events, on- or off-farm 27 99
Restaurant 26 100
Independent grocer 24 102
100 mile markets or similar 12 114
Institutions (schools, hospitals) 1 115
Community-supported agriculture (CSA) 4 122

alpha values for satisfaction with current performance and expectations regarding fu-
ture performance are all larger than 0.80 and AVE for both are larger than 0.600.

While tests to assess scale reliability, such as Cronbach alpha, show that the scale has
adequate internal consistency, it is also important that the degree of overlap among
scales is not an issue. Discriminant validity tests assure the researcher that different
scales actually measure different factors (Bryant 2000). According to Fornell and
Larcker (1981), measurement scales exhibit discriminant validity when the square root
of AVE is greater than the correlation between scales. As seen in Table 6, the correlation
between measurement scales is always less than the square root of the AVE shown on the
diagonal. Given these results, we proceed to the path analysis.

To analyse the relationships between the firm’s market orientation, entrepreneurial
orientation, and firm performance, we develop a PLS-SEM using SmartPLS 3.0 (Ringle
et al. 2015). Management scholars who wish to model interactions between latent con-
structs when data may not be normal and when sample sizes may be small have used
PLS-SEM (Hulland 1999; Hair et al. 2011). PLS-SEM has been used extensively in the
literature to examine the relationships between latent constructs and various measures
of performance (e.g. Hair et al. 2012; Ashok et al. 2016; Lee et al. 2016). Structural
equation modelling (SEM) is a statistical method that enables researchers to measure

Table 5 Descriptive statistics of innovation variables and control variables

Variable Innovation activity reported by respondents

Not at all® To some extent  To a large extent

Product innovation (new to farm)

New or significantly improved processed product 54 (42.9%) 25 (19.8%) 6 (4.8%)

New or significantly improved packaging 54 (42.9%) 25 (19.8%) 11 (8.7%)
Marketing innovation (new to farm)

Marketing channel 51 (40.5%) 36 (28.6%) 15 (11.9%)

Communications, advertising, or promotion methods 47 (37.3%) 43 (34.1%) 18 (14.3%)

Median Minimum Maximum

Farming experience (years) 23.00 3.00 55.00
Farm gross sales (categorical)® 4,00 2.00 8.00

#Percentages are based on sample of 126 and may not sum to 100. Residuals are missing data or ‘does not apply’
responses, which received a score of zero in innovation index generation

PCategorical variable where 1= less than $10,000; 2 = $10,000 to $24,999; 3 = $25,000 to $49,999; 4 = $50,000 to $99,999;
5=5$100,000 to $249,999; 6 = $250,000 to $499,999; 7 = $500,000 to $999,999; and 8 =$1 million and over
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interactions between unobservable variables (such as a market orientation or entre-
preneurial orientation) in complex models when data sets are small. Contrary to
covariance-based SEM which minimizes the difference in covariance between the
actual data and the values predicted by the model, PLS-SEM attempts to maximize
the explained variance within latent constructs iteratively using a series of OLS re-
gressions (Hair et al. 2011; Monecke and Leisch 2012).

In addition to the independent variables, we incorporate two variables that we
hypothesize will mediate performance: indices of product innovation intensity and of
marketing innovation intensity. Control variables beyond farm management experience
and gross farm sales as a size proxy have been considered but have not been included
in this analysis for practical reasons.* In the analysis, we use satisfaction with current
performance and expected performance as dependent variables (and also include a con-
trol between current performance and expected performance) that are influenced by
the independent variables shown in Fig. 1. The results of the models are presented in
Table 7.

Table 7 Results of path analysis

Path P Indirect P Total P
coefficient  values effects values effects values
Market orientation — marketing innovation 0.394 0.000 0.394 0.000
Market orientation — product innovation 0.136 0.116 0.136 0.116
Market orientation — satisfaction with 0.066 0.581 0.104 0.346
performance
Market orientation — expected performance 0.245 0011 0.084 0.080 0329 0.000
Entrepreneurial orientation — product 0.182 0.079 0.182 0.079
innovation
Entrepreneurial orientation — marketing 0.283 0.000 0.283 0.000
innovation
Entrepreneurial orientation — satisfaction with ~ 0.190 0076 0025 0570 0215 0.032
performance
Entrepreneurial orientation — expected 0.075 0444 0076 0.090 0.151 0.138
performance
Product innovation — satisfaction with -0.027 0.806 -0.027 0.806
performance
Product innovation — expected performance -0.128 0.166 —-0.133 0.177
Marketing innovation — satisfaction with 0.104 0.375 0.104 0.375
performance
Marketing innovation — expected performance 0.207 0.026 0.227 0.012
Satisfaction with performance — expected 0.188 0.066 0.188 0.066
performance
Sales — expected performance 0.058 0489 0078 0.340
Sales — satisfaction with performance 0.106 0.292 0.106 0.292
Experience — satisfaction with performance —-0.027 0.807 —-0.027 0.807
Experience — expected performance -0.073 0.331 -0.078 0.331
R square Adjusted R square
Expected performance 0.250 0.207
Marketing innovation 0.300 0.289
Product innovation 0.066 0.051

Satisfaction with performance 0.102 0.058
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First, we do find support for hypothesis 1 that market-orientated firms are more likely
to engage in market innovations. Our results do not show a significant relationship be-
tween a market orientation and product innovation intensity; therefore, hypothesis 2 is
not supported. The corresponding coefficients show that an increase in the market orien-
tation scale by one leads to an increased score on the market innovation scale by 0.394. In
regard to the role of entrepreneurial orientation, the results show that it is strongly and
positively linked with the intensity of both product and marketing innovations, thus
providing support for hypotheses 5 and 6. It may be worth noting that the significance is
much stronger in both cases when examining the relationship with marketing innovations
(1%) compared to product innovations (10%).

Interestingly, an increase in the market orientation of the firm was not shown to have
a direct relationship with current performance (hypothesis 3 not supported), and there
was similarly no support found for the relationship between an entrepreneurial orientation
and expected performance (hypothesis 8 not supported).

In terms of the effect of innovation intensity on satisfaction with current performance
or expected future performance, the results from our model do not show any signifi-
cant effects of product innovation intensity on either performance measure. However,
our results do show that the intensity of marketing innovations undertaken over the
past 3 years has a positive association with expectations of future performance (H10b
supported).

Analysis of indirect and total effects within the bootstrapped estimates shows instances
where innovation intensity mediates the relationships between the latent constructs.
Significant indirect (and total) effects are seen in paths that link market orientation
and expected future performance (through product innovation intensity, market
innovation intensity, and satisfaction with performance). In addition, there is a significant
(albeit small) indirect effect between an entrepreneurial orientation and satisfaction with
current performance levels.

The ability of the model to explain satisfaction with current performance is rather
limited as the r-squared is 0.102, compared to the corresponding value of 0.25 for expected
future performance. This difference between the two models could be traced back to the co-
efficients for testing hypotheses 3, 7, 9a, and 10a, the paths from managerial orientations
and innovation intensities to the respective indicator of firm performance. In those four
paths, only the path from the firm’s entrepreneurial orientation to satisfaction with current
performance was significant at the 10% level. However, for expected future performance,
positive and highly significant coefficients can be reported. Increases in market orientation
lead to higher expected performance (5 = 0.245) supporting hypothesis 4, as does increased
engagement in marketing innovation (8 =0.207), thus supporting hypothesis 10b. These
marketing-related paths are further strengthened by the positive correlation between market
orientation and marketing innovation intensity (hypothesis 1). Hypothesis 8, which posits
that an entrepreneurial orientation is positively correlated with expected performance, is
not supported by our analysis.

Managerial implications
The following key findings of our analysis are particularly relevant for an accurate

discussion of managerial implications. First, market orientation and entrepreneurial
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orientation have been found to be distinct constructs. Both are directly linked to
innovation intensity and to different measures of performance. However, without fur-
ther investigation of the paths to farm performance, these observations would be of
mere descriptive value. So building on the first key result, the second one is that both
market orientation and entrepreneurial orientation are indirectly—through innovation
decisions—related to expected performance. The ability to identify these extended paths
of indirect effects is one of the major advantages of the chosen approach of structural
equation modelling. Although entrepreneurial orientation is positively related to both
product and marketing innovation intensity, its impact is stronger on the latter. Addition-
ally, we find that the effect of a market orientation is more strongly associated with the in-
tensity of marketing innovations.

The stronger relationship between these orientations and market innovation intensity
(rather than product innovation intensity) may reflect the findings of Levinthal and
March (1993) who suggest that the returns to exploitation may be greater than the
returns to exploration for certain firms. One might posit that marketing a current
product in a different channel would constitute exploitative search as this requires
the firm to continue producing current offerings while searching for new markets in
which to sell them. The skills required to be successful in this search may be very
different (and more easy to obtain) than the skills required to identify and iterate
new product development strategies. This may echo the uncertainty of success that
many firms face when developing product-focused innovations (Evanschitzky et al.
2012). Furthermore, as many of the firms used in our study have few employees
relative to established food processing firms, the level of human and organizational
capital devoted to new product development may be lower, which may lead to a
lower success rate and therefore lower expectations of future performance. Another
explanation of this result could be that product and packaging innovation may re-
quire major investments that present a particular financial burden in the first years
after the investment.

But even so, the path with positive and highly significant effects from market orien-
tation to expected performance directly—as well as indirectly through marketing
innovation intensity—is striking as it suggests that firms who are aware of customer
demands and competitor actions expect significant benefits from marketing-focused
innovations. Similarly, our result that increasing market orientation but not entrepre-
neurial orientation was directly linked to higher expected performance may indicate
that more market-oriented firms have more options and flexibility or possibly also
more confidence to adapt to market changes to stay profitable. Without these capaci-
ties, investments in product-related innovations are also at higher risk of underper-
forming or even failing. Our survey did not cover how these skills and capacities were
or could be obtained, but we would expect that farm operators will increasingly ex-
press demand for corresponding learning opportunities and specialized services in
these areas.

Finally, although product and marketing innovations are not the only possible paths
to increased performance, they are by far the most relevant in the context of direct-to-
consumer and alternative marketing approaches. Further, our results corroborate
findings of previous research across different industries, as we show that more mar-
ket-oriented and more entrepreneurial firms have higher levels of expected performance
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than their rivals (Wiklund and Shepherd 2003; Narver et al. 2004; Verhees and Meulenberg
2004; Beck et al. 2011). The key contribution beyond these previous findings is, how-
ever, that a positive impact of entrepreneurial orientation on performance hinges on
the firm’s market orientation. This is likely a unique characteristic of the relatively

small direct-to-consumer and alternative marketing industry in agriculture.

Conclusions

Using a PLS-SEM applied to data from a 2013 survey of direct marketers in Ontario,
Canada, this paper examines the importance of a market orientation and entrepreneurial
orientation for farm operations. These results show that market awareness coupled with a
timely response is an important factor in improving expected future performance.

One of the limitations of this study is that it relies on self-reported and subjective
measures of current and future performance. The use of self-reported subjective
measures may not have been avoidable since the subjects of inquiry are closely held
farm operations. Therefore, the results should be interpreted with caution, espe-
cially when it comes to suggesting causal links between entrepreneurial traits,
innovation activity, and satisfaction with current performance or expectations of future
performance. This also applies to the fact that the data are cross-sectional in nature,
as it relies on data from one point in time. Additionally, this study examines the re-
sults of marketing and product innovation strategies in Ontario, Canada; therefore,
the applicability to other areas may be limited. However, we feel that the results of
this research could provide firms in similar political, technological, social, and eco-
nomic situations a framework from which to build a strategy to compete within direct
and alternative markets. Future research in this area could develop new tools and
methods to overcome these limitations, either by developing a panel dataset or by es-
tablishing the relationship between subjective and objective measures of performance
within this sector.

Bearing these limitations in mind, the following general results are highlighted. First,
an entrepreneurial orientation has been found to be positively associated with both
product and marketing innovation intensity, which suggests that proactive and innova-
tive firms are more likely to engage in new product development or implement changes
in how products are marketed. We also find that a market orientation is positively asso-
ciated with product and marketing innovation. This finding provides broader support
for the link between marketing capabilities and innovation among SMEs (Banterle et al.
2011) by finding a similar linkage with respect to a market orientation to product and
marketing innovation within another context. Furthermore, by modelling both a market
orientation and an entrepreneurial orientation, we are able to observe how increases in
these strategic resources may directly and indirectly influence expectations of future
performance. For firms operating in highly competitive markets, developing an entrepre-
neurial orientation alongside a market orientation may enable the firm to become aware
of and seize opportunities in new or rapidly evolving markets such as entomology-based
protein chains (Pascucci et al. 2015).

Second, since innovation activity was measured as new-to-the-farm adaptations or
changes during the most recent 3 years, no significant link between current farm
performance and innovation output was found. However, we did find a link between
innovations and expected performance. Specifically, we find more market-oriented
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farms are expecting significant improvements in future performance. This may be a
reflection of optimism bias (Meyer 2014), but it also may be the manifestation of a
true relationship between awareness of market needs and the firm’s ability to meet
these needs through changes in their marketing mix.

Fourth and finally, farms with greater entrepreneurial orientation are more likely
to develop new products or new packaging for their customers, but there seems to
be some uncertainty as to how these innovations are expected to affect performance
in the near future. For these farms, focusing on marketing innovations may be a less
risky gamble while also making better use of their current capabilities (Carreresi et
al. 2015). This may be the result of the necessary skills and capabilities needed to
execute the development of a new product line which are less prevalent among
small food processing firms relative to the skills and capabilities needed to develop
and navigate new marketing channels. Alternatively, it may reflect perceived differ-
ences in the risk or real differences in the amortization period of the two types of
investment.

As more and more farms utilize direct and alternative markets to sell their products,
the development of market-sensing capabilities will become increasingly important.
As these markets mature and the novelty of these marketing methods wanes among
non-core customers, success within these channels will likely depend on manage-
ment’s ability to identify and react to new and sustainable market trends. In cases
such as this, a market orientation would be a valuable resource as it would enable the
farm to become aware of opportunities to provide superior value for consumers.

Endnotes

!Seven hundred ninety-nine respondents attempted the survey. One hundred two re-
spondents were found to be ineligible due to size (less than $10,000 annual gross sales).
Two hundred ninety-two respondents started the survey but did not complete it (for
unknown reasons), while 405 completed it.

“Since the survey excluded farms with less $10,000 annual gross sales, the number of
e-mails to eligible recipients must have been considerably smaller than 10,406. Assum-
ing the same share as in those who attempted the survey, i.e. 102 of 799, or 12.8%, the
number of eligible recipients would have been 9078, which would yield a response rate
of 4.5%. However, this is likely a lower bound as the link was deactivated by IPSOS
Animal Health immediately after 405 completed questionnaires had been received.

*The only outlier in AVE is the EO scale, which has an AVE of 0.352.

*For example, the number of perceived direct competitors was elicited in the survey
as a measure of fierceness of competition that could impact innovation behaviour.
However, the question did not refer specifically to direct and alternative marketing
competitors so that when included in the statistical analysis did not improve model fit
and had no significant coefficient estimates. Hence, it was dropped from being reported
here. Similarly, the main commodity produced can impact innovation activity due to
technical and regulatory reasons. However, including this variable was not feasible ei-
ther because of small numbers for most product groups and because many direct and
alternative marketers produce a variety of commodities that have significant contributions

to income generation.
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Appendix 1

Table 8 Items of managerial orientation scales and scale reliabilities

Measurement scale Mean  Std. deviation Item-to-total correlation

Market orientation [Alpha =0.938; AVE =0.516]

The business objectives on our farm operation are driven 528  1.598 0627
by customer satisfaction.

We continually monitor our level of commitment to 479 1636 0.765
serving customers’ needs.

Our strategy for competitive advantage is based on our 519 1484 0.756
understanding of customer needs.

Our strategies are driven by our beliefs about how we 515 1.555 0.763
can create greater value for our customers.

We measure customer satisfaction regularly. 498 1762 0.744
We pay close attention to our customers, even after 5.30 1.646 0.744
the sale is made.

We share information with our employees concerning 398 1.852 0.592
competitors’ strategies.

We are quick to respond to competitive actions that 446 1657 0.658
threaten us.

We target customers and customer groups where we 4.79 1.603 0.717
have, or can develop, a competitive advantage.

We regularly discuss competitors’ strengths and strategies.  4.17  1.756 0619
We regularly visit current customers to see how our 439 1859 0.741

products and/or services are meeting their needs.

We discuss reasons for successful and unsuccessful 472 1652 0.817
customer experiences on a regular basis.

We coordinate all of our business functions (from buying 462 1784 0.770
to producing, selling and accounting) in order to better
serve the needs of our target markets.

We understand how everyone in our company can 506 1.599 0.654
contribute to creating customer value.

Entrepreneurial orientation [Alpha = 0.824; AVE = 0.352]

A strong emphasis on the use of tried and true products 386  1.691 0431
or services for our farm operation.

No new lines of products or services. 359 1.786 0.501
Changes in product or service lines have been mostly 341 1.790 0.553
of a minor nature.

Typically responds to actions which competitors initiate. 384 1.286 0.386
Typically seeks to avoid clashes with competitors, preferring 3.52 1446 0.549
a live-and-let-live attitude.

Tend to focus on low-risk investment projects (with normal  3.26 1476 0.658
and certain rates of return).

Owing to the nature of the business environment, it is best  3.25 1.440 0.664
to explore our options gradually via cautious, incremental

behaviour.

Typically adopt a cautious wait and see attitude in order 329 1469 0.666

to minimize the probability of making costly decision.
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Appendix 2

Table 9 Items of performance scales and scale reliabilities

Current performance® Expected performance®

[Alpha=0.831; AVE=0.617] [Alpha =0.922; AVE =0.799]

Mean Std. deviation Loading Mean Std. deviation Loading
Gross farm sales 4.16 1.54 0.620 491 1.22 0.961
Net farm income 349 1.62 0.742 4.68 1.36 0.849
Cash flow 3.76 1.69 0.956 4.63 1.21 0.867

Scale ranged from 1 (very dissatisfied) to 7 (very satisfied)
PScale ranged from 1 (will deteriorate significantly) to 7 (will improve significantly)
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