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How brand-oriented strategy affects the financial performance of B2B SMEs

Abstract

Purpose: This study aims to examine the relationship between brand orientation and
financial performance in business-to-business (B2B) small- and medium-sized enterprises
(SMEs). It examines the impact of brand-oriented strategy on financial performance through
four branding constructs, namely internal branding, brand communication, brand awareness,

and brand credibility.

Design/methodology/approach: A questionnaire-based survey was conducted to collect data
from 250 Finnish B2B SMEs. Confirmatory factor analysis is performed to examine the
validity of the constructs, while structural equation modeling is used to test proposed

hypotheses of the study.

Findings: The results suggest that brand orientation improves the effectiveness of brand
communication and internal branding in building brand awareness and credibility. Brand
awareness emphasizes an external route through brand communication, while brand
credibility emphasizes an internal route through internal branding. Brand awareness
positively impacts on brand credibility, and brand credibility positively impacts on financial
performance— highlighting the importance of both brand performance components for

financial performance.

Originality/value: This study addresses the research gap in the B2B branding literature
regarding the role of branding in enhancing financial performance. The results suggest that
brand-oriented strategy can contribute to financial performance through brand awareness and

brand credibility in the context of B2B SMEs.

Keywords: Brand orientation; brand awareness; brand credibility; B2B branding; financial

performance.

Paper Type: Research paper
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1. Introduction

Branding is one of the successful concepts of marketing science. Business-to-business (B2B)
branding research shows that a strong brand provides several strategic benefits for industrial
suppliers, including brand extension, referrals, distribution power, premium prices, and
stronger buyer—supplier relationship (Leek and Christodoulides, 2011; Glynn et al., 2007;
Gupta et al., 2010). However, “limited empirical attention has been paid to investigate the
role of B2B branding in enhancing market share, as well as financial and economic
performance” (Seyedghorban et al., 2016, p. 2674). Financial performance is important for
B2B firms because they are concerned whether their brand-building investments will reward
them financially (Leek and Christodoulides, 2011). The B2B small- and medium-sized
enterprises (SMEs) are particularly skeptical because of limited financial and operational

resources (Hirvonen et al., 2016; Merrilees et al., 2011).

Brand orientation is a brand-building strategy (Urde, 1999), but it can also improve other
measures of corporate performance, including financial performance (Urde et al., 2013;
Anees-ur-Rehman et al., 2016). Current literature has described the indirect effect of brand
orientation on financial performance. For example, Wong and Merrilees (2007b; 2008) found
an indirect effect of brand orientation on financial performance via brand performance.
Similarly, Baumgarth (2010) has shown that brand orientation can enhance economic
performance via market performance in a B2B firm. These findings are parallel with the
argument that a firm’s strategic orientation could only improve financial performance
through an operational performance (e.g., brand performance) (Homburg and Pflesser, 2000;

Lee et al., 2008; Venkatraman and Ramanujam, 1986; Baumgarth, 2010).

In the context of B2B SMEs, Hirvonen et al., (2016) and Reijonen et al., (2015) adopted this
approach to evaluate the effect of brand orientation on business growth but their findings do
not match. The results of Hirvonen et al., (2016) indicate the presence of a significant but
small positive effect of brand orientation on business growth via brand performance, while
Reijonen et al., (2015) have reported an insignificant effect of brand orientation on business
growth via brand performance. Both studies have conceptualized business growth as a
measure of firm’s financial performance. Therefore, the relevance of brand-oriented strategy
for financial performance remains unclear, and accordingly, the research question of this

study is, How does a brand-oriented strategy affect the financial performance of B2B SMEs?
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2. Positioning of the current paper

In contrast to previous studies, where the performance of B2B brand has been conceptualized
as a unidimensional construct (e.g., brand equity; covered by Seyedghorban et al., 2016; Kim
and Cavusgil, 2009), this study theorizes and empirically validates that two components of
B2B brand performance (brand awareness and brand credibility) are antecedent to achieving
financial performance with brand-oriented strategy in B2B SMEs. Together, brand awareness
and brand credibility, through external and internal paths, generate more insight for managers
to leverage their brands for maximum financial performance in a B2B context. This approach
is atypical in the consumer sector, where one stronger aspect of brand performance (e.g.,
brand equity) may be sufficient because of the dominant role of external marketing

communication in improving financial performance (Kim et al., 2003).

Internal path is important in a B2B context because salespersons can use their organizational
brand during one-on-one negotiations and contracts to increase marketing effectiveness
(Lynch and De Chernatony, 2007; Elséer and Wirtz, 2017). The internal path requires that
all employees, including salespersons, are fully informed about the essential features of
corporate brand to help them represent and reinforce brand credibility (Baumgarth and
Schmidt, 2010). Similarly, while the early literature might suggest that advertising and other
marketing communication is less relevant in B2B firms because there are more one-on-one
negotiations (Williams, 1998), recent studies show that external path is equally relevant and
beneficial for improving B2B brand awareness (Lynch and De Chernatony, 2004; Lipidinen
and Karjaluoto, 2015). External marketing communication is important in a B2B context to
generate the leads for B2B salespersons and enhancing cold-calling. Additionally, talking
with several B2B SME:s in the consulting, engineering, and construction trades suggests that
getting brand awareness is one of the most critical marketing challenges they face, especially
when tendering for contracts. In short, creating brand awareness and brand credibility are two
distinct tasks, requiring two distinct mechanisms using an external and an internal route

respectively.

The conceptual model of this study (shown in Figure 1) formalizes these two routes to outline
a mechanism through which brand orientation affects financial performance. The conceptual
model consists of six constructs and seven hypotheses. The model predicts that brand

orientation improves the effectiveness of brand communication and internal branding when
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building brand awareness and brand credibility (Baumgarth and Schmidt, 2010; Zhang et al.,
2016). Brand awareness also builds the credible image of brand because a well-known brand
is viewed trustworthy in B2B markets. Brand credibility can reduce the risk and information
cost of industrial buyers, which are the primary objectives of a B2B brand, to positively
impact on financial performance (Seyedghorban et al., 2016; Herbst and Merz, 2011;
Backhaus et al., 2011).

H2

Brand
Communication

Brand
Awareness

H3 H6

Financial
Performance

Internal
Branding

Brand
Orientation

Brand
Credibility

Figure 1: The conceptual model

Data collected from 250 Finnish B2B SMEs was used to validate the conceptual model. This
study contributes to B2B branding literature by describing and validating the mechanism
between brand orientation and financial performance. Following sections of the paper are
literature review, conceptual model and research hypotheses, measurements and data

collection, data analysis and results, and discussion and conclusion.

3. Literature review

3.1. Brand orientation

Brand orientation was coined by Urde (1994) in his case study. He argues that there are three
main drivers forcing firms to be brand-oriented. These are decreasing product divergence,
increasing media costs, and the integration of markets. In order to become brand-oriented,

firms need to focus their efforts on creating added value for their brands by coordinating their

© Emerald Publishing Limited

This is a pre-print of a paper and is subject to change before publication. This pre-print is made available with the understanding
that it will not be reproduced or stored in a retrieval system without the permission of Emerald Publishing Limited.



Downloaded by Allameh Tabatabai University At 10:41 04 March 2018 (PT)

branding activities and placing higher priority on the agenda of top management (Anees-ur-
Rehman et al., 2016). Brand orientation is defined as “an approach in which the processes of
the organization revolve around the creation, development, and protection of brand identity
in an ongoing interaction with target customers with the aim of achieving lasting competitive
advantages in the form of brands” (Urde, 1999, pp. 117-8). This definition emphasizes the
priority of a brand in the firm’s strategic choices and organizational culture. Brand-oriented
organizational culture integrates the branding into organizational vision, values, and beliefs
(Wong and Merrilees, 2008; Hirvonen and Laukkanen, 2014; Anees-ur-Rehman et al., 2016).
It is also called an inside-out approach because it provides a firm with a clear direction in
terms of what the firm can do to thrive (Urde et al., 2013). From the B2B perspective,
empirical studies have found that brand orientation plays a significant role in improving
brand performance (Huang and Tsai, 2013; Zhang et al.,, 2016) and market performance
(Baumgarth, 2010; Reijonen et al., 2015). It shows that brand orientation is important not

only in consumer market but also in B2B markets.

3.2. Internal branding
Firms have to rely on their employees to achieve branding objectives (Merrilees and Frazer,
2013). To ensure that the employees and the firm act consistently about firm’s brand values,
all organization members need to be in consensus about the brand-building objectives
(Aurand et al., 2005; Santos-Vijande et al., 2013). This approach requires firm’s coordinated
effort to ensure that everyone, from top management to frontline staff, maintains and
enhances the brand integrity. This coordinated effort involves a complete understanding
within the whole firm as to what branding is and what it means for a firm’s success (Wong
and Merrilees, 2007). Hence, firms must communicate and train all their staff so they know

and support the brand values perfectly. This whole process is referred to internal branding.

Internal branding is defined as “infernal management processes by which employees
understand the brand concept, commit to the brand and thus live the brand” (Merrilees and
Frazer, 2013, p. 159). Internal branding can be used as an important tool to align firm’s brand
values with those of employees (Anisimova and Mavondo, 2010; Urde, 1999). Firms need to
take initiative and create systems that can facilitate internal communication of brand values.
With such a system in place, internal branding can help the employees to articulate their

firm’s objectives effectively and deliver the brand values to customers (Matanda and Ndubisi,
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2013). If internal branding is implemented successfully, a high level of compatibility between
the firms’ and employees’ values occurs, which in turn can enhance brand credibility

(Anisimova and Mavondo, 2010).

3.3. Brand communication

Almost all the brand communication we experience contains two senses of sight and hearing
(Lindstrom, 2005). Brand communication is not just advertising, rather it can be transmitted
through a combination of vehicles through planned and unplanned activities (Lindstrom,
2005; Madhavaram et al., 2005). Brand communication has two major aspects. First, it
communicates brand values to the external stakeholders—such as customers, shareholders
and market intermediaries—with the aim of creating brand awareness. Second, it
communicates internally to the employees through written messages, verbal and non-verbal
cues with the aim of better brand understanding. Therefore, brand communication is a more
consolidated and synchronized approach of internal and external brand communications. In
short, brand communication is essentially a communicative interaction process between
employees, customers and stakeholders in the co-creation of brand experience (Baek et al.,

2010; Ballantyne and Aitken, 2007).

The traditional view of brand communication is that it is purely an external activity (e.g.,
creating brand awareness, promoting sales, and alike) and has limited practical relevance in a
B2B context (Baumgarth, 2010; Lynch and De Chernatony, 2004). Current studies, however,
indicate that successful internal brand communication is indispensable if an organization
wishes to create strong brand relationships with all of its external stakeholders (Lynch and De
Chernatony, 2004; Schultz and Schultz, 2000). Thus, it is vital that a company's external and
internal brand communications are consistent across all relevant stakeholders, employees, and
customers. Accordingly, it is important that the message of a brand should be interpreted by
relevant stakeholders in the desired way, with the consequence of strengthening and

sustaining a long-term B2B relationship (Leek and Christodoulides, 2011).

3.4. Brand awareness
Brand awareness in the B2B sector has been defined as “the ability of the decision-makers in
organizational buying centers to recognize or recall a brand” (Homburg et al., 2010, p. 202).

The attributes of the brand that are communicated to industrial customers or the members of a
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buying center are usually embedded in their memory (Biedenbach and Marell, 2010). Such
brand knowledge and associated benefits are what industrial buyers recall during purchase
evaluation and the decision-making process. Industrial buyers are prone to rely on their past
experiences or learn from peer experiences in order to draw on expectations about a

suppliers’ brand and predict outcomes (Davis et al., 2008).

From the supplier’s perspective, the goal here is to improve the perception (or remove any
misperceptions) and understanding of brand meaning and values, and to show the capability
of brand to deliver industrial value propositions in order to tip the scales in your favor.
However, the development of brand awareness may not be immediate; consistency in
communicating brand values followed by the fulfillment of brand promises in the long term
are normally required to influence buyer’s decision-making process (Yoon and Kijewski,
1996; Lee and Kim, 2008). The concept of brand awareness is based on information-
economic theoretical framework (Erdem et al., 2006), which argues that high levels of brand
awareness reduce the personal risk and information cost of industrial buyers and positively
impact on the market performance of a B2B supplier (Hawes and Barnhouse, 1987; Homburg

et al., 2010).

3.5. Brand credibility

Seyedghorban et al., (2016) argued that B2B brand should be used as a cue to signal the
credibility of supplier’s products and services. A brand’s credibility thus shows the ability
and willingness of supplier to deliver its promises, which increases the confidence and lowers
the perceived risk of industrial buyer (Erdem and Swait, 2004). Brand credibility has been
scarcely researched in industrial marketing literature but its relevance is quite high because it
is related to the fundamental objectives of a B2B brand: to reduce the risk and information
cost for a buyer (Backhaus et al., 2011; Herbst and Merz, 2011). According to Baek et al.,
(2010), high brand credibility requires clarity in the brand’s offering, consistently delivering

brand promises, and deployment of relevant and adequate resources.
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3.6. Financial performance

The financial performance of a firm reflects its monetary situation. For profit-seeking
organizations, the stability and improvement in economic situation ensures their commercial
viability. Marketing research studies have mainly used three parameters to assess the
financial performance of a firm. These are return over investment or profitability, market
share, and sales growth (Merrilees et al., 2011; Wong and Merrilees, 2008). The profitability
or the return over investment indicates the percentage of capital gain. Sales growth indicates
the increase in the revenue or turnover due to larger sales volume. And market share indicates

the share of sales volume a firm has in any given market segment.

In summary, branding plays an important role in B2B firms. Brand orientation is considered a
driving factor for various branding issues—such as brand communication, internal branding,
brand awareness, and brand credibility—all of which ultimately impact on a firm’s

performance. The definitions of all six constructs are given in Table A1 in the appendix.

4. The conceptual model and research hypotheses

4.1. Brand orientation and internal branding

Brand orientation aims to achieve a strong brand through maintaining brand identity during
the interaction of internal and external stakeholders (Gromark and Melin, 2011; Urde et al.,
2013). A brand-oriented corporate culture actively seeks employee participation and
engagement in developing and protecting its brands. A comprehensive brand management
process, including internal branding, implements the corporate branding strategy by
enhancing employees’ understanding of the brand values (M’zungu et al., 2017). Thus,
employees can ‘live’ the brand when they start appreciating branding concept and pledge
commitment towards it as a result of strong internal branding process (Merrilees and Frazer,
2013). Stronger the brand-oriented culture of a B2B firm the more effective its internal
branding will be (Baumgarth and Schmidt, 2010). The results of Zhang et al., (2016) have
also shown that brand orientation has a positive and significant relationship with internal

branding in B2B sector. Thus, our first hypothesis is as follows:

H1: Brand orientation positively affects internal branding.
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4.2. Brand orientation and brand communication

Brand orientation empowers an organization to create, develop, and protect its brand identity
with the aim of achieving lasting competitive advantages in the form of brands (Gromark and
Melin, 2011; Urde, 1999). A brand-oriented company will actively promote its brand to
employees and customers with an aim to facilitate pre- and post-purchase communication
between the two (Rutter et al., 2016; Zhang et al., 2016; Lipidinen and Karjaluoto, 2015).
Thus, brand orientation involves the functional level focus on brands, used to maintain the
relationship with stakeholders through appropriate communication strategies. In this
approach, a brand-oriented company invests resources to ensure that its brand is well defined

and communicates its promises coherently. Thus, our second hypothesis is as follows:

H?2: Brand orientation positively affects brand communication.

4.3. Brand communication and internal branding

A strong corporate brand communicates through internal and external branding activities,
such as wearing uniforms, employee training, customer services, commercial campaigns, and
word-of-mouth. Successful brand communication thus improves brand awareness among
stakeholders by describing brand values and identity. Brand communication has a special role
in internal branding process as well because it educates and motivates employees to keep
brand promises (Kang, 2016). Three core elements of internal branding are: effective brand
communication to all employees, making employees aware of brand values and its
importance, and making each job position responsible for their respective role in delivering
brand promises (Bergstrom et al., 2002). Internal branding requires an extensive and
continuous employee training (Dean et al., 2016; Punjaisri and Wilson, 2007). In a B2B
context, for example, all employees need to be trained for brand knowledge, brand
commitment, and brand involvement as they are responsible for delivering brand values and
promises to customer (Lynch and De Chernatony, 2004; Baumgarth and Schmidt, 2010).
Thus, an effective internal branding is contingent upon a strategic design of brand

communication strategies. Therefore, our third hypothesis is as follows:
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H3: Brand communication positively affects internal branding.

4.4. Internal branding and brand credibility

Internal branding delivers training programs to inspire employees to become brand promoters
(Baumgarth, 2010; Punjaisri et al., 2009). The brand credibility is assumed high when
customers believe that an organization is trustworthy and reliable in delivering brand
promises (Bougoure et al., 2016). Internal branding activities require service personnel to be
willing to provide skillful and excellent customer experience (Zhang et al., 2016), which in
turn can lead to developing a credible brand image in the marketplace through delivering

brand promises, positive word-of-mouth, and referrals.

Internal branding is one of the most powerful tools for building a credible brand over time.
According to Punjaisri and Wilson (2007, p. 60) “the objective of internal branding is to
ensure that employees transform espoused brand messages into brand reality for customers
and other stakeholders.” Internal branding activities promote brand values among employees
through appropriate training programs, recruitment, and appraisal. An effective and thorough
internal branding program produces competent employees and a trustworthy brand. Thus, our

fourth hypothesis is as follows:

H4: Internal branding positively affects brand credibility.

4.5. Brand communication and brand awareness

Communication accelerates customers’ learning and enhances their knowledge about a
product or a brand (Sultan and Wong, 2014). This highlights the importance of brand
communications in creating brand imagery that ultimately arouse feelings and thoughts in
consumers and form the basis for their brand attitudes (Grace and O'cass, 2005). Brand
communication strategies not only aim to sell the products in target market but also create
awareness about product features, values, price, and availability. Highly adaptive and
enterprising brand communication is often employed to raise brand awareness and loyalty
(Liu et al., 2016). A consistent and clear brand communication strategy, conducted through

internal and external marketing activities, can make industrial customers aware of a brand,
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reinforce its associated values, and it can play a significant role in industrial buying decisions,
particularly in the homogenous markets in which B2B SMEs often operate (Homburg et al.,
2010). Thus, our fifth hypothesis is as follows:

H5: Brand communication positively affects brand awareness.

4.6. Brand awareness and brand credibility

Brand awareness has two major components: brand recognition and brand recall (Keller,
1993). Brand awareness can be seen as the ability of consumer to recognize, memorize, and
recall the brand in various situations. Literature defines brand awareness as brand node
strength in memory and how easily the brand name comes to mind (Theurer et al., 2016).
However, brand credibility requires customers to perceive that brand is trustworthy and has

the ability to perform (Erdem and Swait, 2004; Theurer et al., 2016; Wang and Yang, 2010).

Brand credibility is higher for brands with better marketing mix consistency over time
(Theurer et al., 2016). While brand awareness depends on promotional activities and word-
of-mouth in a B2B context, brand credibility often depends on how effective corporate
marketing communications have been at creating brand awareness in the market. Hence, a
brand is perceived to be credible when customers in a B2B sector thinks that the brand is

quite popular in the market. Thus, our sixth hypothesis is as follows:

H6: Brand awareness positively affects brand credibility.

4.7. Brand credibility and financial performance

Research to date is relatively scarce in explaining the relationship between brand credibility
and financial performance. But the importance of credible brand image cannot be overlooked
as it can significantly influence customer buying behavior. Customers see a credible brand as
truthful and reliable (Bougoure et al., 2016). Hence, a credible brand image can reduce risk,
signals product positioning, and customers gather less information for their purchase

decisions (Christodoulides et al., 2015). The trustworthiness, expertise, and attractiveness of a
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brand reflect the cumulative effects of past and current marketing investments (Wang and

Yang, 2010).

Brand credibility is intangible and this cannot be imitated or substituted (Hur et al., 2014). A
company’s strategic focus on its brand and subsequent internal and external marketing
activities aimed at developing, protecting and strengthening its brand will make the brand
identifiable, distinctive, and cognizant. Therefore, a credible brand would exert a larger
impact on financial performance in terms of growth in sales, profitability, and market share
because it can reduce the risk and marketing communication expenses of industrial buyers

(Backhaus et al., 2011). Thus, our seventh hypothesis is as follows:

H?7: Brand credibility positively affects financial performance.

5. Measurements and data collection

5.1. Measurements development

Six items were sourced from Baumgarth and Schmidt (2010) to measure the brand
orientation construct. Internal branding was measured with six items obtained from the study
of Hirvonen and Laukkanen (2014). The brand communication construct was measured by
the three-item scale used in Hankinson (2012). A suitable scale was not found in the extent of
the B2B literature for brand credibility. Therefore, to measure brand credibility, this study
adopted the four-item scale used by Erdem and Swait (2004) in the consumer market.
However, relevant changes were made to scale items after consultation with pertinent
academic scholars in order to adapt it to the context of this study. Brand awareness was
measured with the four items used in the study of Homburg et al., (2010). Lastly, the
financial performance was operationalized with the four items used in Wong and Merrilees’
(2008) work. A seven-point Likert scale was used for recording the responses to all six

constructs of the study. The items for all six constructs are provided in Table 1.

The questionnaire was translated into Finnish because respondents can easily understand and
respond to statements in their native language. A professional language service provider was
used for translation purposes. To ensure correctness, the translated questionnaire was further
cross-checked by Finnish academic scholars. For the purpose of face validation, the translated

questionnaire was also evaluated during interviews with two marketing managers of Finnish
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B2B SMEs, as well as being tested in the pilot survey. No major problem was reported in

terms of understanding the questionnaire in interviews and pilot study.

5.2. Data collection

This study is based on B2B SMEs operating in Finland. The sample was drawn from a
company database maintained by a reputed commercial entity offering accounting and
financial services in Finland. Through random sampling, a total of 4720 firms were
shortlisted which represent various B2B industries and they also satisfied the criteria of
SMEs outlined by the European Commission.' The website of each firm was visited to obtain
the email address of a person from top management or otherwise a primary company email
address. Preference was given to senior managers because they are primarily responsible for
policy making and strategic planning. Thus, responses from managers were deemed to be

more accurate and less biased for the constructs of the study.

Emails were sent to 4720 firms with a cover letter explaining about the study and a hyperlink
for an online questionnaire. Two reminders generated a response from 260 firms. It appears
that the response rate was low because the respondents, particularly top managers, were
hesitant to respond to emails from an unknown source. Nevertheless, our response rate is
similar to the 8.6% reported in Reijonen et al., (2015) for Finnish B2B SMEs. Ten responses
were removed from the study because they came from firms that exceed the criteria of a
SME. Then non-response bias was examined by comparing responses before the first
reminder and after a second reminder (Armstrong and Overton, 1977). The results suggest
that no scale item is significantly different (at p < 0.05), which confirms that non-response
bias is not a major concern. The missing values in the remaining 250 responses were replaced

using an expectation maximization algorithm. Hence, 250 responses were used for analysis.

The sampled firms covered five industries: manufacturing (42%), construction (5.2%),
information technology (21.6%), accounting and audit services (5.6%), advertising and
market research (7.6%), and others (17.6%). Nearly all the respondents held senior
managerial positions: managing directors (40.4%), members of the board of directors (10%),
marketing/sales managers (30.8%), regional managers (11.6%), CEOs/owners (1.6%) and

other positions (or the information was missing) (5.6%). Most firms (51.6%) had an annual

! An SME has less than 250 employees and annual turnover equal or less than €50 million.
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turnover of less than €2 million, 33.5% the firms had a turnover between €2 million and €10
million and only about 15% of the firms had a turnover between €10 million and €50 million.
The sample included both younger and older firms. About 49% of the firms were less than 20
years old, about 42% were more than 20 years old but less than 50 years old, and about 9% of
the firms were more than 50 years old but less than 142 years old. With respect to size, about
35% of the firms had less than 10 employees, about 42% of the firms had from 10 to 49
employees, and about 22% of the firms had from 50 to 249 employees.

6. Data analysis and results

6.1. Constructs validation

Confirmatory factor analysis (CFA) was performed to examine construct validity and
determine model-data fitness. First, a 27-item measurement model with six latent constructs
was estimated. Four items (bol, ib6, ba4, and fp2) in this model had low factor loadings, due
to which the model fit indices were poor. Subsequently, these items were removed resulting
in a revised measurement model with 23 items that has excellent model-data fit according to
the indices suggested by Hu and Bentler (1999). Table 1 reports the results of CFA. These

remaining 23 items were retained for further analysis.

insert Table 1 about here

Table 2 shows the descriptive statistics, correlations, composite reliabilities, and average
variance extracted (AVE) of each construct. The composite reliability of each construct is
well above the recommended cut-off value of 0.7, which supported the internal consistency
of constructs (Hair et al., 2010). Furthermore, the discriminant validity of constructs was also
supported because the square root of AVE (shown in the diagonal of Table 2) is higher than

the correlation of constructs (Fornell and Larcker, 1981).

insert Table 2 about here

The presence of common method bias has been examined on the basis of three methods.
First, according to Harman’s single-factor test, exploratory factor analysis was performed

with the 23 scale items that were retained. Unrotated five-factor solution was produced, in
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which the highest variance explained by any factor was 38.862%. Second, all 23 items were
loaded on single common factor in a measurement model. The results of CFA show the poor
fit of this model (x> = 2436.186, df = 230, p < 0.001, CFI = 0.491, RMSEA = 0.196). Third,
marker variable was used. Firms’ age is both uncorrelated (see Table 2) and theoretically
unrelated to the financial performance. Therefore, a partial correlation was performed where
firms’ age was used as a marker variable (Lindell and Whitney, 2001; Homburg et al., 2010).
The statistical significance of the correlation between constructs did not change. Together,
these results suggest that common method bias is not a major concern of this study

(Podsakoff et al., 2003).

6.2. The results of research hypotheses

Factor-based structural equation modeling (SEM) was used to test the hypotheses of the study
(the results are reported in Table 3). The SEM results support all seven hypotheses proposed
in this study and validate the conceptual model. These results thus support the argument
based on five of the hypotheses (H1-HS5) that brand orientation improves the effectiveness of
brand communication and internal branding, required to build brand awareness and brand
credibility. Furthermore, brand awareness has a higher effect (f = 0.418) on brand credibility
than internal branding ( = 0.286), indicating the importance of brand awareness for building
brand credibility. The brand credibility then has a positive effect on the financial performance
of B2B SMEs. Therefore, validation of hypotheses H6 and H7 provide the basis of the
argument that brand awareness translates into brand credibility, and brand credibility can then
reduce the risk for industrial buyers related to rebuying and referrals with the result of better

financial outcomes.

insert Table 3 about here

6.3. Mediation tests

The conceptual model of this study also implicitly predicts two mediating relationships. First,
brand communication appears to partially mediate the effect of brand orientation on internal
branding (herein called Model A); and second, brand awareness and internal branding appear
to completely mediate the effect of brand communication on brand credibility (herein called
Model B). We followed studies of Spreng et al., (2009) and Singh and Das (2013) to outline

these implicit mediating relationships without hypotheses, and examined in SEM with
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bootstrapping approach (Zhao et al., 2010). In Model A, brand communication has partially
mediated the effect of brand orientation on internal branding because both direct (std. f =
0.50, p < 0.05) and indirect effects (std. B = 0.27, p < 0.05) of brand orientation on internal
branding are significant. In Model B, however, brand communication has insignificant direct
effect (std. p = 0.02, p > 0.05) but significant indirect effect (std. f = 0.32, p < 0.05) on brand
credibility. It shows that brand awareness and internal branding have fully mediated the effect

of brand communication on brand credibility.

7. Discussion and conclusion

7.1. Research-related discussion

Seyedghorban et al., (2016) analyzed B2B branding literature and found limited empirical
evidence regarding the role of B2B branding in a firm’s financial performance. Even though
financial performance is extremely important for B2B SMEs, the current literature is not only
limited but also presents inconsistent results regarding how financial performance can be
achieved from a brand-oriented strategy (Hirvonen et al., 2016; Reijonen et al., 2015).
Therefore, the current study responds to this challenge by examining the impact of brand-
oriented strategy on financial performance through four branding constructs, namely internal

branding, brand communication, brand awareness, and brand credibility.

The novelty of this study lies in the demonstration of the mechanism that translates a brand-
focused approach into financial performance. All paths in the theoretical model are
statistically significant at the one percent level. The stronger positive findings vindicate the
usefulness of two components of brand performance (brand awareness and brand credibility)
and two associated paths (external and internal) in improving financial performance. Hence,
this study makes two major theoretical contributions. First, two brand performance
components are specified for financial performance, which have previously been neglected
by the majority of B2B branding literature (Seyedghorban et al., 2016; Glynn, 2012). Second,
the conceptual model specifies two routes by which brand orientation flows into financial
benefits: an internal route through internal branding and an external route through brand
communication (Lynch and De Chernatony, 2004; Lipidinen and Karjaluoto, 2015; Punjaisri

and Wilson, 2011).
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In contrast to two previous studies in the context of B2B SMEs that conceptualize brand
performance as a unidimensional construct (Hirvonen et al., 2016; Reijonen et al., 2015), the
current study argues the importance of two components of brand performance in regard to
improving financial performance. Specifically, the present study theorized and found the
effect of brand awareness on brand credibility, and the effect of brand credibility on financial
performance. This approach can be explained in the following way. Industrial customers
perceive risk when making purchase decisions. Their risk increases when buying particularly
from SMEs because of the uncertainty regarding the ability and willingness of SME:s to fulfill
their commitments (Zablah et al., 2010). Our findings thus ratify claims made in the literature
and extend to the context of B2B SMEs that together brand awareness and brand credibility
are likely to make firm more reliable, with the consequence of better financial performance
(Brown et al., 2011; Homburg et al., 2010; Backhaus et al., 2011; Yoon and Kijewski, 1996;
Herbst and Merz, 2011). The brand credibility emphasizes an internal route through internal

branding, brand awareness emphasizes an external route through brand communication.

The internal route through internal branding is very much in line with the way the literature
has formulated the brand orientation model. In particular, see the studies by Baumgarth
(2010), Baumgarth and Schmidt (2010), Merrilees and Frazer (2013), Wong and Merrilees
(2015), and Zhang et al., (2016). However, the present study extends this perspective by
showing that brand communication not only has a positive effect on internal branding but
also partially mediates the relationship between brand orientation and internal branding—
something which is not explicitly suggested in previous studies (Zhang et al., 2016;
Baumgarth and Schmidt, 2010). Hence, the internal route can also be supported with better
brand communication. Overall, this approach endorses the need to get strong staff
participation and engagement in delivering the brand. It matters for B2B SMEs because, with
one-on-one interaction, the sales personnel (who are well-informed regarding the branding
philosophy) would achieve greater brand consistency and brand credibility (Williams, 1998).

Internal branding is thus a critical business process in the overall brand management system.

This study has found the role of external route to be more profound than what described in
current literature. Previous studies mainly argued that the primary role of brand
communication is to improve the awareness and image of a brand (Sultan and Wong, 2014;
Grace and O'cass, 2005; Elséer and Wirtz, 2017). This narrative is supported by our results

as well. However, our results extend this narrative by showing that brand communication,
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due to its emphasis on both external and internal audiences, is capable of strengthening
internal branding and brand credibility as well. The results of the mediation test indicate that
brand communication has a positive effect on brand credibility but this effect is completely
mediated through internal branding and brand awareness. Therefore, the external route, led
by comprehensive brand communication, is extremely important and it should not be

marginalized.

Some previous studies on B2B sector found higher brand performance due to brand-oriented
strategy, but they did not go further to examine the role of brand in financial outcomes
(Baumgarth and Schmidt 2010; Huang and Tsai, 2013; Zhang et al., 2016). Accordingly, this
study has built on this set of studies and has extended their discussion with regards to
financial performance. Moreover, our findings also resonate with the studies of Reijonen et
al., (2012) and Laukkanen et al., (2013) who found that SMEs have grown under brand-
oriented strategy. When our new findings are added to both sets of literatures, it is clear that
the business case for brand orientation is substantially stronger. There are real strategic
benefits to SMEs being more focused on differentiating brand values and offering. This
allows SME to optimize resource management and customers to have more confidence on
what to expect from SMEs. It is very much a win—win situation for both the SMEs and the
customers. Overall, this study strengthens the case for marketing strategies (e.g., brand
orientation and market orientation) for both operational and financial performances of B2B
firms (Green Jr et al., 2005; Merrilees et al., 2011; Hirvonen et al., 2016; Anees-ur-Rehman
etal., 2017).

7.2. Managerial implications

The results provide empirical evidence that B2B SMEs can gain considerable brand
performance and financial benefits by investing in becoming more brand-oriented. The brand
can become stronger and similarly there can also be financial benefits. The study also sheds
light on how to implement such a program in SMEs because the relevant mechanisms for
going down this path are articulated by the model. In particular, brand communication and
internal branding are identified as practical suggestions for complementing the brand

orientation strategy.
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The internal branding program should be comprehensive in order to transform and align the
behaviors of employees. The ultimate objective here is to thoroughly train staff members so
they can start living the brand (Baumgarth, 2010). Managers can periodically organize brand
workshops and exercises for employees to make them aware about brand values and realize
the importance of honoring brand commitments. This practice would assist in delivering the
promises made by a brand, thus uplifting the credible image of the brand. Similarly, when
developing the communication program, the managers can integrate communication channels
in order to facilitate communication between the firm and customers, the firm and staff, and
even between customers (Madhavaram et al., 2005; Bruhn et al., 2014; Zhang et al., 2016).
Hence, a more aggressive and comprehensive brand communication program is
recommended in order to engage with both internal and external stakeholders (Lipidinen and

Karjaluoto, 2015).

The mediation results suggest that it is not sufficient for managers to simply aim to be brand-
oriented, because other mediating variables have a major role to play. That is, mediation
results of this study encourage managers not to see internal branding and brand
communication as completely independent of each other or from brand orientation. These
activities appear to be intertwined to some extent. Brand communication streamlines the
process to convey brand-oriented objectives to employees of the firm. Moreover, brand
communication can also improve the credibility of a brand but only through developing a
better internal branding process and improving brand awareness. Therefore, managers are
advised to strengthen internal branding and brand communication processes in order to

improve brand awareness and brand credibility for higher financial returns.
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7.3. Limitations and future research recommendations

This study inherits some limitations, even though the data provides solid support for the
model. First, the response rate, although on a par with some similar B2B studies, was
relatively low. This low response rate may lead to non-response errors, which in turn may
potentially bias the estimation of parameters. Second, this study only drew sample from
Finnish B2B SMEs, making the findings generalizable to this specific section of companies.
Future research is recommended to examine the model in other contexts; for example, in
other countries or in non-B2B sectors. By testing the model in these contexts will shed lights
on how well the model performs in broader contexts. Moreover, a longitudinal study tracking
the changes of the impact of brand-oriented strategy on firm performance is recommended.
Finally, future studies could also examine and compare how other strategic orientations (for
example: technology orientation, customer orientation) affect the financial performance in

B2B SMEs.
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Table 1: The results of CFA

Research constructs / measurement items std. factor
loadings

Brand orientation

bo 1 In our company, we have a clear idea of what our brand stands for; brand identity and brand -°
promise are well defined

bo 2 We recognize our brand as a valuable asset and strategic resource, which we continually develop 0.795
and protect in the best possible way

bo 3 Brand equity (or brand strength) is a control factor in our company 0.781

bo 4 The development of our brand is not the responsibility of a small group within the company, but 0.695
also the business of top management

bo 5 All business decisions are evaluated with respect to their impact on the brand 0.746

bo 6 The great majority of our company's employees understands and lives the brand values 0.739

Internal branding

ib 1 Our employees are informed of our brand values 0.864

ib 2 We counsel our employees in branding issues 0.920

ib3 We encourage our employees to improve the brand consistency of their behavior 0.897

ib 4 Brand values influence staffing and recruitment decisions 0.836

ib5 We review our employees’ behavior as a part of our branding process 0.794

ib 6 We are confident that our employees support the brand message when dealing with our customers -

Brand communication

bem 1 The company integrates various communication channels for brand communication aimed at a wide 0.655
range of audiences, not just customers

bcm 2  We ensure that the meaning of the brand is represented consistently in all internal and external 0.851
marketing communication activities

bcm 3 A lot of our branding effort focuses on raising brand awareness and values amongst our target 0.720
customers

Brand credibility

ber 1 Our brand reminds our customer of someone who is competent and knows what we are doing 0.869

ber 2 Our brand delivers what it promises 0.896

ber 3 Over time, our customer’s experience with our brand have led them to expect it to keep its 0.853
promises, no more no less

ber 4 Our brand has a name our customers can trust 0.824

Brand awareness

ba 1 The decision-makers of our potential customers have heard of our brand 0.886

ba 2 The decision-makers among our potential customers recall our brand name immediately when they 0.968
think of our product category

ba 3 Our brand is often at the top of the minds of the decision-makers in potential customer firms when 0.904
they think of our product category

ba4 The decision-makers can clearly relate our brand to a certain product category --!

Financial performance

fpl Growth rate of sales in the last 12 months 0.674

fp2 Market share in the last 12 months -2

p3 Profitability of your firm in the last 12 months 0.958

fp4 Overall financial performance in the last 12 months 0.906

Model Fit indices: y° = 377.477, df = 214, p < .001, CFI = 0.962, RMSEA = 0.055, SRMR = 0.0434.

from CFA analysis due to low factor loadings (less than 0.6).

“Items were removed
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Table 2: The descriptive statistics, correlations, reliabilities, and discriminant validities of

measurements
1 2 3 4 5 6 7 8
1 Brand orientation 0.752
Internal branding 0.707"  0.863
3 Brand 06167 0.6477  0.746
communication
Brand awareness 03207 0.135° 03007 0.919
5 Brand credibility 04407 03337 03267 0.4497 0.860
Financial 0.290" 0319”0288 0.104 0.185" 0.854
performance
7 Firm size (log) -0.135°  -0.1777  0.048 02547 0.026  0.004  --
8 Firm age (log) -0.005  -0.087  0.042 0295 0.167" -0.100 03627 --
Mean (SD) 5.02 4.79 4.87 4.52 5.81 437 1.17 1.24

(1.21) (1.50) (1.30)  (1.57) (0.93) (1.35) (0.56) (0.38)
Composite reliability  0.867 0.936 0.789 0943 0.920  0.889 - --
AVE 0.566 0.745 0.557  0.846  0.741 0.731 - --
Notes: Significant (two-tailed): **p <0.01, *p < 0.05. Square root of AVE is provided in diagonal. SD =
standard deviation.

Table 3: SEM results

Hypothesis  Path Std. estimates t-value Supported?
H1 Brand orientation — internal branding 0.524" 6.042 Supported
H2 Brand orientation — brand communication 0.757" 9.122 Supported
H3 Brand communication — internal branding 0.339" 3.874 Supported
H4 Internal branding — brand credibility 0.286" 4.743 Supported
H5 Brand communication — brand awareness 0.335" 4.738 Supported
H6 Brand awareness — brand credibility 0.418” 6.773 Supported
H7 Brand credibility — financial performance 0.204" 3.031 Supported

Note: Significance: ~ p < 0.01. Model Fit Indices: y*=370.18, df = 219, ¥*/df = 1.69, p < 0.001, CFI = 0.96, RMSEA =
0.05, NFI =0.92, TLI = 0.96.
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Table Al: Definitions of the constructs

Construct

Definition/Description

Source

Brand orientation

Brand communication

Internal branding

Brand awareness

Brand credibility

Financial performance

“An approach in which the processes of the
organization revolve around the creation, development,
and protection of brand identity in an ongoing
interaction with target customers with the aim of
achieving lasting competitive advantages in the form of
brands”.

A communicative interaction process that includes
employees, customers, and stakeholders in order to co-
create the brand experience.

“Internal management processes by which employees
understand the brand concept, commit to the brand and
thus live the brand”.

“The ability of the decision-makers in organizational
buying centers to recognize or recall a brand”.

The belief that a brand has the ability and willingness to
deliver what it has promised.

The reflection of the economic/monetary situation of the
firm.

Urde (1999, pp. 117-
118)

Ballantyne and Aitken
(2007)

Merrilees and Frazer
(2013, p. 159)

Homburg et al., (2010,
p. 202).

Erdem and Swait
(2004)

Wong and Merrilees
(2008)
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