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Abstract

Marketing plays a key role in successful business operations. Marketing intelligence is a
critical component for overall marketing activities of a firm, and it is even more crucial in the
era of electronic commerce and global transactions. However, there have been relatively few
studies on the strategic effect of marketing intelligence for firms in the literature. Referring to
the organizational capability perspective, this study constructed a linkage of marketing
intelligence capability and business strategy formation. An empirical survey was performed
and an analysis of the data was conducted to test the hypotheses. The results confirmed the
role of marketing intelligence capability in the link towards business strategy formation.

Discussions with managerial implications are then elaborated.

Keywords: marketing intelligence, business strategy, organizational capability, differentiation,

cost leadership
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1. Introduction

Organizational capabilities play a pivotal role in the business strategy which a firm
pursues. The essence of strategy formulation is to design a strategy that makes the most
effective use of these core capabilities [1]. Furthermore, designing strategy around the most
critical capabilities implies that the firm focuses its strategic scope to those activities where it
possesses a clear competitive advantage [2].

A firm is a value chain assembled with various value activities [3]. These value activities
include primary functional operations such as productions, marketing, sales and services, as
well as supportive functional operations such as human resource management, research and
development (R&D), and information systems. Among these functional operations, marketing
function plays a key role in shaping overall business strategy of a firm [4, 5]. Marketing is
tightly related to many other functional operations of a firm, such as production, sales and
customer service [6-11]. Furthermore, in a firm’s marketing operations, marketing
intelligence is the foundation of overall marketing activities, because marketing decisions
rely on the capability of acquiring and interpreting accurate marketing intelligence [12].

Effective marketing requires adequate information for planning and allocating resources
properly to different markets, products, territories, and marketing tools [13]. Marketing
intelligence is the systematically collected and extracted information for making marketing
decisions. Marketing intelligence is a critical component for overall marketing activities of a
firm. Acquisition and effective use of marketing intelligence is vital in shaping the firm’s
sustainable competitive advantage [14, 15].

Marketing intelligence capability concerns a firm's ability to learn about customers,
competitors, channel members and the broader market environment in which it operates [16,
17]. As a critical organizational capability, marketing intelligence capability plays a key role
in a firm towards gaining competitive advantage.

However, thus far research on the relationship between marketing intelligence capability
and business strategy is scant. Empirical studies on how marketing intelligence capability
affects the formulation of business strategy are also rare in the literature. Therefore, the
objective of this research is to investigate the linkage between marketing intelligence
capability and business strategy formulation.

The paper begins with a review of the relevant literature about the relationships between
marketing intelligence and business strategy. Then it proposes hypotheses which link these
variables. Following that, the hypotheses are tested using a sample of Taiwanese companies
with global operations. Finally, the findings are presented along with the managerial

implications of the study and recommendations for future work.
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2. Hypotheses

Marketing intelligence is about staying ahead of the competition by gathering
information which could be converted to actionable intelligence and which can then be
applied to both short and long term strategic planning [18, 19]. Marketing intelligence is
considered as a strategic resource that enables a firm to strengthen its opportunity recognition,
threat identification and achieve a positional advantage over its competitors [16]. Hence it is
related to the firm’s business strategy formation.

Business strategy formation is comprised of mission and goal clarity, situation analysis,
comprehensiveness of alternative evaluation, and strategy formation process [20]. A business
strategy concerns the competitive positioning, market segmentation and industry environment
of a company [21]. To survive, grow and sustain, a firm needs to constantly monitor its
internal and external status for possible changes. Thus the formulation and execution of a
business strategy rely heavily on the collection, extraction, analyze, interpretation and
prediction on internal and external status data of the company, in order to make accurate
managerial decisions [22, 23]. Therefore, a firm’s marketing intelligence capability is critical
in facilitating its business strategy formation. Furthermore, business strategies of most
companies are frequently a combination of their intended strategies and the emergent
strategies [24]. Business leaders need to analyze the status information of emergence and to
make strategy adjustment when appropriate [25]. For this purpose, marketing intelligence
capability is also essential as the ability for the strategic decisions to be accurately updated
and aligned with competition changes [26, 27].

From the strategic management perspective, cost leadership and differentiation are two
important approaches to competitive advantage and basic choices of business strategy [21,
28]. Furthermore, researchers have argued that cost leadership and differentiation are not
mutually exclusive, but rather are compatible approaches to dealing with external situations,
and a combination of strategies could lead to success in various circumstances [29-31].

Cost leadership strategy requires organizational capabilities to achieve operational
efficiency, including time efficiency, cost efficiency and flexibility. Marketing intelligence
capability enables a firm to acquire and analyze the cost structures and distinctive features of
products and services of peers in the marketplace. It helps the firm to determine which market
segments are suitable for cost leadership, and which market segments are feasible for
differentiation. Marketing intelligence about cost analytics of all levels needs to be collected
and accurately analyzed for a firm to maintain a viable leading cost status.

Differentiation strategy requires organizational capabilities to achieve product or service
uniqueness for higher customer premium. Products or services differentiation are realized
through innovation or customization. Marketing intelligence about customer preferences

and distinctive features are required for a firm to determine the need to differentiate its
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products against the need to keep its cost structure under control in order to offer a distinctive
product at a competitive price [20, 32].

Therefore, the following two hypotheses are proposed:

Ha. Marketing intelligence capability is positively associated with cost leadership
strategy formation.

Hb. Marketing intelligence capability is positively associated with differentiation
strategy formation.

3. Research Method
3.1 Survey Instrument

The survey instrument was developed using questions derived from the literature on
information technology capabilities, marketing capabilities, and Porter’s typology of
competitive strategies discussed previously. We operationalized the study variables by using
multi-item reflective measures on a 7-point scale [33].

A firm’s marketing intelligence capability concerns its competency in intelligence
generation, intelligence dissemination, and responsiveness [14, 34]. Marketing intelligence
capability is operationalized as the accessibility and utilization of resources and activities
within a firm to collect and analyze market information, and utilize it to develop effective
marketing programs. The ability to effectively gather and disseminate customer and
competitor information is critical for marketing intelligence capability [34, 35]. This
four-item scale was adapted from Vorhies, et al. [36] and Trainor, et al. [12].

The construct of cost leadership strategy formation was measured using four items that
reflect the extent to which a firm forms a cost-oriented strategy. The formation of cost
leadership strategy aims at achieving low manufacturing and distribution costs [21, 35, 37].
The third item was the economic scale. A firm can usually lower cost through economies of
scale or superior manufacturing processes [3, 21]. Finally, formation of cost leadership is
often reflected in lower price of products or services [37, 38].

The construct of differentiation strategy formation was measured using four items that
reflect the extent to which a firm forms a differentiation strategy. Differentiation implies
being unique or distinct from competitors by providing superior functionality or customized
feature within products or services to customers [21, 39]. Extending Porter’s business
strategy framework, Miller [40] discriminated differentiation strategy based on innovation
from that based on intensive marketing [40, 41]. This distinction forms two items included in
the construct.

All items for this study were assessed with a 7-point Likert scale ranging from “strongly
disagree” to “strongly agree.” Furthermore, firm size, IT department size and industry sector

were used as control variables, as these variables have been noted in several studies to affect
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deployment of information technologies [42, 43]. Table 1 presents the items used to measure

each of the independent and dependent construct variables.

Table 1 Constructs and items used in the survey

Construct and item description (1 — strongly disagree; 7 — strongly agree)

MIC:

MIC1:

MIC2:

MIC3:

MIC4:

CLS:
CLSI:
CLS2:
CLS3:
CLS4:
DFS:
DFSI:
DFS2:
DFS3:

DFS4:

Marketing intelligence capability

My company is competent in collecting information about customers and competitors
We are proficient in tracking customer needs and wants

We are skillful in analyzing and disseminating marketing information

We are competent in developing effective marketing programs

Cost leadership strategy formation

We provide low cost products or services based on manufacturing efficiency
Our products or services have lower distribution cost than our competitors
We develop and deliver products or services with economy of scale

Our products or services have lower prices than competitors in the market
Differentiation strategy formation

We deliver products or services with superior functionality to our competitors
We provide products or services with customized feature to our customers
Our firm differentiates our products or services based on innovation

Our firm differentiates our products or services based on intensive marketing

Control Variables (rescaled)

Industry: Industry sectors of firms. 1 for service firms and 0 for manufacturing firms.

Firm Size: Total number of employees.

IT Size: Total numbers of IT staffs.

3.2 Sample and Data Collection

A questionnaire designed in accordance with Table 1 above was implemented as the

survey instrument. It was then pretested with 13 executives and managers. The pretesting

focused on instrument clarity, question wording, and validity. Members of the testing sample

were invited to comment on the questions and wording of the questionnaire. The comments

of these respondents then provided a basis for revisions to the questionnaire to establish

content validity.
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Enterprises based in Taiwan were surveyed in order to test the hypotheses. A sample of
1,000 firms was randomly selected from the top 5,000 list of the largest companies in Taiwan
published by a Taiwanese marketing research organization. Most of the companies in the list
are public listed corporations with international operations.

The survey, which took three months to complete, was initially conducted by postal mail
and e-mail, and then followed up with telephone calls and in-person visits. A total of 217
responses were received, of which 15 were unusable and eliminated. The remaining 202
responses were used in this study, for a response rate of 20.2%.

The mean differences between responding and non-responding firms were compared
along firm attributes using t-tests and all statistics were non-significant. Furthermore, the
responses received during the first two months were classified as early returns, and those
received during the last months as late returns. The two groups were then compared for any
significant difference in responses using the chi-square test of independence. No significant
difference was found between the two groups, supporting that response bias is not an issue in
this study [44]. Table 2 shows the profile of the final sample list.

Table 2 Profile of the final sampling firms

Sample size Percentage
Industry
Manufacturing 92 45.5%
Services 110 54.5%
Total 202 100.0%
Firm size
Under 100 50 24.8%
100-199 53 26.2%
200-499 40 19.8%
500 and above 59 29.2%
Total 202 100.0%
IT department size
Under 5 67 33.2%
5-19 62 30.7%
20 and above 73 36.1%
Total 202 100.0%
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4. Results
Our goal was to investigate the impact of marketing intelligence capability on business
strategy formation. The empirical results were expected to demonstrate that a firm’s
formation of business strategy, such as cost leadership strategy and differentiation strategy, is
influenced by marketing intelligence capability.

4.1 Reliability and Validity

The reliability of the survey instrument was tested by using Cronbach’s alpha [45] to
assess the internal consistency of the proposed constructs listed in Table 1. Cronbach’s alpha
tests the interrelationship among the items composing a construct to determine if the items
measure a single construct. Nunnally and Bernstein [46] recommended a threshold alpha
value of .7. Cicchetti, et al. [47] further suggested the following reliability guidelines for
determining significance: a < .70 (unacceptable), .70 < a < .80 (fair), .80 < a < .90 (good),
and o > .90 (excellent).

Content validity [48] refers to the extent to which the instrument measures what it is
designed to measure. Most of our measures used in the study were adopted from relevant
studies. Although basing the study on the established literature provided a considerable level
of validity, the study’s validity was further improved by pre-testing the instrument on a panel
of experts comprising 13 business executives and managers.

Table 3 summarizes the descriptive statistics and results of the reliability and validity
tests. The reliability of the instrument was examined using composite reliability estimates by
employing Cronbach’s a. All the coefficients exceeded Nunnally’s recommended level (0.70)
of internal consistency [46, 47]. In addition, factor analysis was performed to confirm the
construct validity. The results supported the constructs of our research model. The
discriminant validity was confirmed since items for each constructs loaded on to single
factors with all loadings greater than 0.8. These results confirmed that each of the construct in
our hypothesized model is unidimensional and factorially distinct, and that all items used to

operationalize a construct is loaded onto a single factor.

Table 3 Descriptive statistics and reliability and validity test

Cronbach’s Cronbach’s alpha Factor loading
Construct Item Mean SD
alpha if item deleted on single factor
MIC MIC1 4.755 1.022 0.920 0.922 0.854
MIC2 4.787 931 0.886 0.923
MIC3 4.828 931 0.901 0.890
MIC4 4.764 .857 0.878 0.940
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CLS CLS1 4.329 910 0.951 0.933 0.931
CLS2 4.375 .863 0.937 0.941
CLS3 3.988 729 0.943 0.937
CLS4 4.724 990 0.930 0.946
DFS DFS1 4.675 .962 0.891 0.837 0.911
DFS2 4.616 1.106 0.859 0.872
DFS3 4.616 1.039 0.870 0.848
DFS4 4.787 959 0.873 0.848

Table 4 summarizes the correlations among different factors. We also assessed
discriminant validity on the basis of the construct correlation that Campbell and Fiske [49]

proposed. The tests indicated acceptable results with respect to discriminant validity.

Table 4 Construct correlation

Construct 1 2 3 4 5 6
1. MIC 1
2. CLS 0.532%* 1
3. DFS 0.580** 0.576** 1
4. Industry -0.062 0.080 0.046 1
5. Firm Size 0.006 0.099 0.055 -0.100 1
6. IT Size 0.068 0.148 0.138 -2.790%** 0.402%* 1

*p < 0.05, **p < 0.01

4.2 Tests of Hypotheses

To test our hypotheses, linear regression analysis was performed using SPSS version 21.
We examined the degree to which our data met appropriate statistical assumptions in the case
of linear regression analysis such as normality and linearity, and our data met the requisite
assumptions.

Table 5 summarizes the test results regarding the parameter estimates and p-values of
the hypotheses. We also included industry, firm size and IT department size as control

variables in the analysis.
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Table 5 Tests results of the hypotheses

Explanatory variable Control variable

Dependent MIC Industry Firm Size IT Size

variable Estimate P-value Estimate P-value Estimate P-value Estimate P-value R?

CLS 0.533 0.000%** 0.156  0.012 0.058 0.365 0.131 0.050 0.321

DFS 0.579 0.000%x** 0.119  0.051 0.012 0.845 0.127 0.052  0.360

*p < 0.05, **p < 0.01, ***p < 0.001

The results in Table 5 supported our hypotheses. The direct effects of MIC on CLS and
DFS are tested significant.

S. Discussion
5.1 Research Implications

This study investigated the impact of a firm’s marketing intelligence capability on
business strategy formation. By supporting the research hypotheses, this study could be
directed toward helping managers and practitioners realize the links between organizational
capabilities and business strategy formation.

First, the cultivation of organizational capabilities, in general, is expected to enhance an
organization’s business strategies and further elevate its competitive advantage [1, 16, 50].
This study substantiates the positive correlation between a firm’s organizational capabilities
and business strategy formation.

The findings demonstrate that marketing intelligence capability have positive effects on
the formation of both cost leadership strategy and differentiation strategy, which could further
lead to competitive advantage [3, 21]. Therefore, the study serves to inform business
managers that firms should do more than just invest in marketing operations. They need to
identify and build distinctive capabilities and put them in productive use. This study suggests
that marketing intelligence capability is worthy of attention in this regards. The findings that
marketing intelligence capability may impact business strategy formation indicate that its
influence on a firm are cross-functional and may transcend managerial hierarchy.

From the managerial implication perspective, the marketing department in a firm is
skillful at sensing and understanding the outside environment. If a business strategy of a firm
can fit into its surroundings, its performance is usually enhanced. Thus, a marketing
department in a firm becomes critical for a firm to make its business strategies fit with its
surroundings. Our findings suggest that marketing intelligence capability can facilitate the
marketing department of a firm for the generation, dissemination and analysis of marketing

intelligence, so as to help shaping the firm’s business strategy for competitive advantage.
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Finally, our findings indicate the similar effects of marketing intelligence capability on
the two types of business strategies. Both cost leadership strategy formation and
differentiation strategy formation are positively influenced by marketing intelligence
capability, regardless of the strategy typology. In essence, marketing intelligence capability
and its output, marketing intelligence, enable firms to anticipate and understand better the
customer needs and the competitive situation, to process this information faster and to
develop products and services with lower cost or with differentiated features, which empower

firms to sustain a competitive advantage.

5.2 Study Limitations and Further Research

Although this study reported meaningful implications regarding the development of
multidimensional measures of constructs in our hypothesized framework, it should be
realized that the validity of an instrument cannot be firmly established on the basis of a single
study. In this study, all data used for tests were collected from firms based in Taiwan.
Therefore, practitioners and academics are suggested to interpret our findings as a reference
model rather than generalizing our measures to different research context.

Further research is suggested to investigate the relative importance of the factors
affecting each stage of the strategy shaping process. These efforts should involve studies
identifying the organizational capabilities which affect business operation, information
processing, and decision support. The analysis of these data may enable conclusions to be
drawn about more generalized relationships among business level strategy, functional level
strategy and organizational capability. In addition, special attention could be focused on how
emergent innovative technologies such as cloud computing, big data analytics and Internet of

Things [51-55] affect the development of marketing intelligence capability.
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