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ABSTRACT:

Despite the notion that customer involvement during innovation activities creates
learning opportunities for development teams, there is limited empirical evidence
regarding the extent to which such learning occurs and regarding its potential val-
ue in terms of improved performance. Against this backdrop, the objective of this
paper is to understand the antecedents and consequences of effective team learning
in new service development (NSD) projects with customer involvement. In particu-
lar, this paper examines the direct and indirect relationships between learning
orientation, information processing behaviors (recording, filling and reviewing),
team learning and new service performance. The model proposed is tested on a
sample of 102 NSD projects. Preliminary analyses using structural equation analy-
sis point out that managers seeking to maximize the learning potential of involving
customers not only need to develop efficient market information-processing activi-
ties but also they need to foster an organizational environment that breeds the de-
sire to use this structure.
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1. Introduction

During the last years there has been an increasing interest in, and pressure for involving
customers in innovation activities (Gruner and Homburg, 2000). For new service development
(NSD), in particular, customer involvement has become a mainstay of competitive advantage
(Alam, 2006; Carbonell et al., 2009). Learning is often a major objective of customer
involvement in service innovation (Matthing et al., 2004). The involvement of customers
provides a deeper understanding of consumers’ latent needs and increases the likelihood that the
new service ideas will meet those needs (Alam and Perry, 2002).

Despite the notion that customer involvement during innovation activities creates learning
opportunities for NSD teams, there is limited empirical evidence regarding the extent to which
such learning occurs and regarding its potential value in terms of improved NSD performance.
Moreover, a question remains about the conditions that support effective learning in customer
involvement projects. Against this backdrop, the objective of this paper is to understand the
antecedents and consequences of effective team learning in customer involvement projects. In
particular, the paper examines the direct and indirect relationships between learning orientation,
information processing behaviors, team learning and new service performance.

From a theoretical perspective, this study makes two important contributions. First, no study
that we know of has approached the subject of customer involvement from the angle of
organizational learning. This study provides an alternative view of customer involvement as a
learning environment. Second, to the best of our knowledge, this is the first attempt to
empirically test a learning framework that interrelates organizational learning values,
information-processing behaviors, and NSD performance outcomes. Previous studies examining
these relationships have done so in a piecemeal fashion. From a managerial perspective,
findings of this study can provide managers with applicable guidance on how to facilitate
learning (and new service performance) in NSD projects with customer involvement.

2. Theoretical framework

Figure 1 illustrates our conceptual model which is based on Sinkula et al.’s (1997) framework of
market-based organizational learning. In this study, learning orientation is defined as a set of
values that influence the propensity of the firm to create and use knowledge (Sinkula et al.,
1997). Three information-processing practices are considered: recording, filing and reviewing of
the information. Team learning is defined as implementation or usage of information/knowledge
gathered through customer involvement in NSD. The definition of learning as knowledge
implementation has been used widely in NPD (e.g., Moorman, 1995; Lynn et al., 2000). For
example, Sarin and McDermott (2003) pointed out that team learning involves making use of
information which leads to the detection and correction of errors and improves the likelihood of
effective new product development. New service performance is a multidimensional construct
that reflect both operational effectiveness and market place competitiveness (Menor et al., 2002;
Tatikonda and Montoya-Weiss, 2001). Operational outcomes measures —service newness and
speed to market— focus on project work execution and typically assess the development effort
from an internal perspective. Market outcomes measures —competitive advantage and market
performance—- reflect the market success of the NSD effort and assess the development effort
from an external perspective. Our work avoids placing the individual components of new
service performance into a higher order construct, since this approach can mask the
interrelationships among the individual dimensions.

3. Hypotheses development

3.1. Direct effect of learning orientation on information processing behaviors, team learning
and new service performance

This study focuses on one of the components of learning orientation, mainly commitment to
learning or the degree to which the organization values and promotes a learning culture (Sinkula
et al., 1997). Under the assumption that values drive behavior, we expect a positive relationship
between commitment to learning and information processing behaviors. In addition, learning
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orientation is expected to have a direct impact on team learning. As noted by Norman (1985), if
an organization places high value on learning, clearly learning is likely to occur. Thus, we
propose:

Hla-b Learning orientation is positively related to (a) information processing behaviors —
recording, filing and reviewing, and (b) team learning.

A learning orientation can have a positive impact on new product performance through means
other than information processing behaviors and team learning. For instance, organizations
committed to learning continually improve their business processes and generate new ideas. If
organizational members have an enhanced learning orientation, they are not only more likely to
gather and disseminate customer information, but also more likely to question long-held
assumptions about their mission, customers, capabilities, and strategies (Slater and Narver,
1994) and to pursue exploratory learning and discover unarticulated needs (Kyriakopoulos and
Moorman, 2004). Learning orientation helps to inspire employees to put in their maximum
effort, develop an environment that encourages creativity and innovativeness. It is thus
reasonable to expect that a firm which has been more learning-oriented will be able to create
more customer value and achieve superior performance as compared with a firm which has been
less learning oriented. Thus,

Hlc. Learning orientation is positively related to and new service performance.

Figure 1. Theoretical framework
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*  Partial mediation effect of information processing behaviors.
**  Partial mediation effect of team learning.
*** Partial mediation effect of service newness, speed to market and competitive advantage.

3.2. Direct effect of information processing behaviors on team learning and new service
performance

Information processing is a necessary condition for team learning; essentially it is the process by
which information is transformed into knowledge (Day, 1994; Huber, 1991; Sinkula, 1994).
Thus, it has been argued that recording and creating a good filing system that ensure that useful
lessons can be readily retrieved when needed can have an important impact on learning (Argyris
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and Schon, 1978; Fiol and Lyles, 1985) and success (Takeuchi and Nonaka, 1986; Mills and
Friesen 1992). This is especially important in cross-functional settings such as service/product
innovation where the reviewers of the information for a particular NSD project may not be the
originators of the records (Day, 1994; Leonard-Barton, 1992, Lynn et al., 1997). Therefore,

H2. Information processing behaviors —recording, filing and reviewing— are positively
related to team learning.

Recording, filing and reviewing are distinct but clearly interrelated behaviors. Common sense
indicates that information recording is a pre-requisite to information filing and both of them are
necessary for information reviewing. As Moorman and Miner (1997) argued, a system of
information recording and filing is needed to ensure that useful lessons are captured, conserved,
and can be readily retrieved when needed. Therefore, although not explicitly hypothesized, the
model includes the causal relationships among these three constructs.

3.3. Direct effect of team learning on new service performance

Studies in the context of NPD indicate that team learning can have a positive influence on new
product success (Moorman, 1995; Lynn et al., 2000). Teams that learn rapidly and thoroughly
should be able to innovate faster and better. As Meyer and Purser (1993) assert, “increasing the
rate of organizational learning is at the heart of a fast cycle-time strategy. Moorman (1995) and
Lynn et al. (2000) studies report a positive association between the use of information and
knowledge to solve market- and technical-related problems during the NPD process and the
marketplace success of new products. Thus:

H3. Team learning is positively related to new service performance.
3.4. Indirect effects

The relationships proposed in Figure 1 implied the existence of partial mediation effects of
information processing behaviors, team learning, service newness, competitive advantage and
speed to market. Such indirect effect can be formulated as follow:

H4. Information processing behaviors partially mediate the relationships between learning
orientation and team learning, and between learning orientation and new service
performance.

H5. Team learning partially mediates the relationship between information processing
behaviors and new service performance.

H6. Service newness, competitive advantage and speed to market partially mediate the
relationships between learning orientation and market performance, information processing
behaviors and market performance, and team learning and market performance.

4. Methodology
4.1. Sample and data collection

A total of 807 service firms were drawn from the Dun & Bradstreet (2004) directory of Spanish
service firms. Only firms with 75 or more employees were chosen on the basis that large firms
are more likely to have established new product development procedures as opposed to smaller
firms with more idiosyncratic practices (Alam, 2002). Firms were randomly selected by a
sampling procedure that stratified by eight industry groups. A total of 102 complete
guestionnaires were returned which indicates a response rate of 12.6%. To test for nonresponse
bias, early with late respondents were compared as suggested by Armstrong and Overton
(1977). No significant differences were found in the main constructs examined in this study at
p<0.10.

The unit of analysis was the new service project in whose development potential customers had
participated. The survey instrument included a question on the extent of customer’s involvement
in the NSD project selected to answer the survey. For each stage, we asked about the extent of
customer involvement using the following two items: (1) the frequency of meetings with
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customers was high, and (2) there was extensive consultation with customers (Gruner and
Homburg, 2000). The average of customer involvement on a five-point Likert-type scale,
determined by calculating the mean of these two items across the four NSD stages, was 2.97.

4.2. Measures

Organization learning was measured using Sinkula et al.’s (1997) scale. Recording, filing and
reviewing information were measured with multi items scales borrowed from Lynn et al. (1999,
2000). Team learning was measured using a six-item scale adapted from Akgin et al. (2006).
Three items from Avlonitis et al. (2001)’s service innovativeness scale were used to measure
services newness. Speed to market was measured with four items borrowed from Kessler and
Bierly (2002). Competitive advantage and market performance were operationalized with three
and four items, respectively, adapted from de Brentani (1989). Measures and descriptives of all

variables are shown in Table 1.

Table 1. Construct definition and measures

Construct name Construct measurement* Mean
(Alpha’s, CR, AVE) (s.D)
Managers agree that our organization’s ability to learn is the key to our competitive 4.33 (0.79)
Learning orientation advantage. 4.30 (0.67)
(n.a.) The basic values of this organization include learning as key to improvement. 4.22 (0.84)
The sense around her is that employee learning is an investment, not an expense. 4.06 (0.85)
Learning is seen as a key to guarantee organizational survival.
Reactions to early concepts were recorded 3.55 (0.99)
Information recording Beta testing (_)f prototypes were proficiently record_ed 3.44 (1.19)
(n.a) Market reactions to launched products were proficiently recorded 3.34 (1.12)
- Technical quality prototype results were proficiently recorded 3.74 (1.17)
Overall, most information relating to this project was recorded 3.76 (0.94)
Information filing It was easy to obtain the customer input within the time 3.36 (0.97)
(n.a.) A central file was kept showing changes to prototypes and comments from customers  3.10 (1.20)
Team shared customer information with others in the team. 3.81(1.02
Information reviewing ~ Team meetings were conducted that includes all departments. 4.23 (0.88)
(n.a.) Team reviewed, at least monthly, action items from team-staff meetings 3.75(1.19)
Team systematically reviewed customers reaction on product concepts 3.38 (1.05)
Team used customer feedback to identify opportunities for new services. 3.81(1.02)
Team used customer feedback to finetune project’s objectives 3.78 (1.09)
Team learning Customer feedback was used to finetune features and benefits 3.74 (1.10)
(n.a) Customer feedback was used to develop the service delivery blueprint 3.49(1.12)
Team used customer feedback to finetune the service delivery process 3.52 (1.10
Lessons learned at the prelaunch stage were incorporate into the launch 3.86 (1.06)
The new service was developed and launched faster than similar competitive services. 3.38 (0.89)
Speed to market The new service was completed in less time than what was considered normal for our 3.35 (0.96)
(0=.81, CR=.82, industry. 2.79 (0.86)
AVE=.54) The new service was launched ahead of the original schedule. 3.35(1.13)
The new service met schedule/time objectives from concept definition to launch.
Service newness The new service was highly innovative; nothing likes it on the market. 3.43(1.18)
(0=.80, CR=.82, The new service exploited a technology that was totally new to the firm. 3.21 (1.24)
AVE=.60) The new service was supported by innovative technology. 3.28 (1.21)
Competitive advantage  Service experience was superior to competitors’ offerings. 3.56 (0.96)
(0=.77, CR=.79, Customer solution was superior to competitors. 3.73(1.02)
AVE=.57) Give us an important competitive advantage. 3.65 (0.97)
M The new service exceeded market share objectives. 3.10 (0.82)
arket performance . R
- _ The new service exceeded sales growth objectives. 3.12 (0.89)
(a=.88, CR=380, The new service exceeded sales objectives 3.12 (0.90)
AVE=.68) ! JeCHVes - o
The new service exceeded return of investment objectives. 3.00 (0.84)

! Five-point Likert-type scale (1= strongly disagree to 5 = strongly agree).
n.a.: no applicable (formative scales).
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Two types of measures were used in this study: formative and reflective multi-item measures.
Organization learning, recording, filing, reviewing, and team learning were specified as
formative constructs and speed to market, service newness, competitive advantage and market
success were specified as reflective constructs. We examined the psychometrics properties of
the reflective scales using widely accepted procedures. Tests’ results suggest that the reflective
scales possess sufficient unidimensionality, reliability and validity. We employed two
procedures to empirically examine the possibility of common method bias: the confirmatory
factor-analytic approach to Harman one-factor test and the Lindell and Whitney’s (2001)
technique. Results from these tests suggest that common method bias was not a serious threat.

4.3. Preliminary results

Preliminary analyses using structural equation analysis indicate that learning orientation is a
driving force of team information-processing behaviors and that team information-processing
behaviors have an important influence on team learning and the success of new service projects.
Regarding managerial implications, results from this study point out that there is a significant
learning payoff from involving customers in NSD. However, without active management of the
learning process many of these opportunities can remain unexploited. Our findings suggest that
managers seeking to maximize the learning potential of involving customers in NSD (and thus
new service performance) not only need to develop efficient market information-processing
activities but also they need to foster an organizational environment that breeds the desire to use
this structure (Slater and Narver, 1995).
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