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Abstract

This study draws on resource-based theory to examinerategist orientation conditions
under which radical product innovation capability is mordess beneficial. To test these
relationships, this study conducts multiple survey studiilesng international small and
medium-sized enterprises (SMES) in developed and developingmesnThis study finds
that, although a positive association exists between ramfiodlict innovativeness and sales
performance in the context afleveloped economy, the relationship is non-significant in a
developing market context. In addition, across both the developedeselbping economy
contexts, when high levels of radical product innovatigenexist, as well as when
entrepreneurial orientation increases in magnitude, rasgonding increase in sales
performance occurs. Similarlyhis study finds that, across both contexts, high market-
orientation levels strengthen the effect of radicaldpct innovativeness on sales

performance.

Keywords: radical product innovation capabilty; strategientation; sales performance;

developed economy; developing economy.



1. Introduction

Extant lterature on product innovation suggebe aradical product innovation
capabilty provides firms with the benefits of first-movend pioneer advantage (Zhang,
Xufei, & Yue, 2012). It is argued that a radical product innovattapabiity allows firmsto
obtain faster market penetration, premium prices, accakash flows, reduced volatility
and vulnerability of cash flows, greater customer loyadybstantial cost reductions, and the
capacity to extend operations to new markets, relatve te morementally innovative firms
(Telis, Prabhu, & Chandy, 2009). However, empirical findimggarding the effect of radical
product innovativeness on performance have been inconsideans¢hitzky, Eisend,
Calantone, & Jiang, 2012; Rosenbusch, Brinckmann, & Bausch,).2011

Additionally, athough SMEs attempting to compete in foreignkets face multiple
resource and legitimacy challenges, the extant literabath under-recognizes and under-
researches how such firms radically innovate in thrnational market operations
(Tomlinson & Fai, 2013). To this end, this study proposes the examinat two important
contingency factors: (1) théms’ complementary resources and i(Btitutional and
infrastructural conditons under which international@i SMEs innovate. Fe research
purpose, therefore, is to examine the moderating effectsngdlementary frm resources
(focusing on strategic orientations) on the radical promunowative ness-performance
relationship in both more and less developed institutional settings. By dsinthis study
shows why these contingencies are important boundary condtiahselp enrich the
understanding of how radical product innovation capabiltgnase or less beneficial for
SMEs performance.

Consequently, this paper seeks to make two theoretical aedtaahtcontributions. First,
by addressing cals to further research on the intediste/een innovation, entrepreneurship,

and marketing domains (Avionitis & Salavou, 20Qi7;Zhao, Tan, & Liu, 2008), this study



extends scholarly understanding of the consequences ofl iad@aation efforts, by
examining the moderating effects of entrepreneurial otientdEO) and market orientation
(MO) on the radical product innovativeness-performanceiomsdip. To this end, this study
extends knowledge on hoafirm’s capacity to combine resources in unique ways helps
create and commercialize successful, inventive new piodacgier & Teece, 2007).
Addtionally, ths study enrichs literature on how the success of radical product innovation
depends om firm’s wilingness and proclivity to generate, share, and respondriein
information (Jaworski & Kohli, 1993).

Second, this study notes that variations in institutiad@velopment across nations may
condition the effectiveness &fims’ business activities (van Waarden, 20bé&cause firms
“are both constrained and enabled by the institutions in their environment” (Bruton,

Ahlstrom, & Li, 2010, p. 426). Acknowledging potential variation in ek of

institutional developmentin terms of resources, possibilities, and limitatieas wel as
their implications for the outcomes of radical product intiowa activities across more and
less developed institutional environments (van Waarden, 20&1%tudy investigates the
role that differences in institutional development may laghaping the nature of the radical
product innovativeness-performance relationship. As a rélgsitstudy tests the conceptual
model, displayed in Figure 1, with primary data from inteomatizing SMES operating in
developed and developing market economies.

Figure 1 here.

2. Theoretical foundation and hypotheses
Radical innovativenesss the degree to which a firm’s innovation activities depart from
existing products and/or technologies (McDermott &0nnor, 2002). Radically innovative

products have the capacity to render existing products amdotegies obsolete and



transform industries and markets (Troilo, De Luca, & AdmehGima, 2013). Further, the
multi-dimensionality of innovativeness is well recagad (e.g., Garcia & Calantone, 2002)
and, whie defintions highlight a number of dimensionss gaperfocuses on past research
regarding the degree of radicalness (or newness) of firms’ new products (e.g., Kyrgidou &
Spyropoulou, 2013).

The lterature suggests a number of reasons for the @agiationship between radical
product innovativenessafirm’s ability to develop and commercialize original innovations
relative to the competition, antle frm’s business success (Calantone, Cavusgil, & Zhao,
2002). First, this innovativeness enables frms to create tirapmaduct and process
differentiations (Telis et al., 2009), enabling them to dlier nature of the competition, and
to compete in areas in which they have the upper harideeta competitors (Calantone et
al.,, 2002; Garcia & Calantone, 2002). Second, high levels of innavaibvelty help firms
buid robust brand images and reputation assets (McDerm@tCnnor, 2002). Third,
radical innovations help frms to meet sales and profitgbdbjectives more quickly than
less innovative competitors because novelty effects ahdchigtomer trials lead to greater
adoption rates (Tellis et al., 2009).

However, empirical findings regarding the value of frnovwativeness, in general, and
radical innovativeness, in particular, have been indemis performance outcomes are
positive in some studies and negative in others (seenBRaseh et al., 2011). Indeed, some
studies show that frms who are incremental in tpedduct innovation efforts also enjoy
performance benefis; their new product portfolios are mondida to customers, have less
uncertainty, and fit better within existing new productelgwment routines and market
frameworks (e.g., Calantone et al., 2002). In additmther studies fail to reveal a direct
effect (e.g., Zhang et al., 2012). This study argues thaxtin@ination of key firm resources

and institutional contextual contingencies may provide arsfor these inconsistencies.



2.1. Moderating effect of strategic orientations

In line with Miller and Friesen (1982) and Lumpkin and 0@é896) this work argues that
a frm’s EO may help amplify the likelihood of radical product innoveri'ss enhancing
performance.EO refers to a firm’s proclivity to be innovative, risk seeking, proactive,
competitively aggressive, and supportive of autonomous decisi@mgn (Lumpkin & Dess,
1996). Accordingly, Miler and Friesen (1982) argue that frms wgitrater EO are wiling to
take considerable risks to pioneer novel innovations. In addiioms fvith superior EO
innovate in a more proactive and aggressive manner, endbhdémg to connecto new
customer needs more successfully. Furthermore, firmsatbaieceptive to autonomous
decision-making tend to develop organic structures that c@kesrting novel new product
ideas to revenue generating new products easier. Therefaler, high levels of EO, the
effect of higher levels of radical innovativeness on pednce should be amplified (Wu,
Chang, & Chen, 2008). Thus, this study posits that:
H1: The relationship between radical product innovativenesisfiran performance is more

positve when levels of EO increase in magnitude.

MO relates to a firm’s willingness to generate, disseminate, and respond to market
information (Jaworski & Kohli, 1993). Interestinglgkhough studies suggest a significant
positive relationship between MO and innovation (e.g., Deshpdraifey, & Webster,
1993), evidence showing negative (e.g., Bennett & Cooper,, 7880, Yim, & Tse, 200b
andnon-significant (e.g., Baker & Sinkula, 2007) relationships aboundedas resource-
based theory (e.g., Day, 1994), this study argues that MO, aslevigl resource, may

facilitate the radical innovativeness-performancetioalahip through a moderating effect.



As a major source of ideas for new products and services, Mé@egenzompanies tact
differenty in respose to market conditons (Jaworski & Kohl, 1993). Indeed, in frms reshe
MO is a predominant orientation, radical innovation aetsitare emphasized more than
incremental innovation (Baker & Sinkula, 2009) because fueh create conducive
climates for in-depth understanding of the target mamket,(Day 1994), making new
product failures less likely. Accordingly, this study argues: t
H2: The relationship between radical product innovativenessframgerformance is more

positve when levels of MO increase in magnitude.

2.2. Differential effects across developed and developing institutionabaments

The institutional environment plays a role in shapingnessi success (Wiliamson, 1985),
and the extant lterature suggests that variationssiitutional development levels across
nations may explain why some nations have greater ioovautputs than do others (Beck,
Demirguc-Kunt, & Maksimovic, 2008; van Waarden, 2001). In addition,cdimentional
wisdom is that frms in developed economies are predominalmtlyries that undertake
radical innovations, primarily because of the superioritghefinstitutions in developed
nations, when compared to those in developing countries. Tieeréfiis study posits that
variations in the levels of institutional developmentoas both developed and less developed
economies may account for the differences in the efflaess of radical product innovation
strategies across firms.

Several reasons for this claim exist. This study dravisstiutional theory to argue that
variations in institutional development levels may cfftie economic values that accrue to
frms, as aresult of investments in radical innovatietiviges. In addition, researchelrgsve
argued that institutions (e.g., laws and regulationsuldhact to reduce the risks and

uncertainties linked to innovation efforts (Bruton et2010). As a result, the expectation is



that innovation success rates wil increase wheituiisns become more developed and
function as anticipated (van Waarden, 2001). From this perspeatider differing
institutional contexts firms’ nnovation as well as strategic entrepreneurial and market-
oriented activities vary (e.g., Beck et al., 2008; Manolova niEua Gyoshev, 2008).

Further, developed economies typicdilgve long histories of strong legal and financial
systems, fair competiton, and well-developed institutions igfrastructure. In contrast,
developing economies tend to have institutions that asediegeloped (Manolova et al.,
2008). Thus, this study argues that:

H3: H1 and H2 will be significantly different across developed developing economies.

3. Research methodology
3.1. Study settings

To examine the study’s conceptual model, datais collected from exporting SMESs in
developed (i.e., UK and Ireland) and developing (i.e., Ghana andaBarsd Herzegovina
(B&H)) economies via a structured questionnaire. To ensorsistency, this study
conceptualizes all variables at the export level. Becaash country offers specific
opportunities and limitations, the actual data collectioocgdures vary slightly across
locations (Aulakh, Kotabe, & Teegen, 2000). Based on the work ofindikhnd Shepherd
(2011),this study only focuses on firms that meet key requiremesfirms that are
independent local entities and not part of any company groupaot d2) frms that employ
a mnimum of five ful-time employees, (3) manufacturersplofsical products or service
providers that engage in export marketing activities (dikalj those involved in the export
of raw materials), (4) frms with a minimum of five yearkexporting experience, and (5)
frms with complete contact information for the ChiefeExtive Officer (CEO) or someone

with comparable seniority.



This study uses the FAME database to obtain samples WKitlaad Ireland. With regard
to the UK, after contacting 830 exporting firms, from an initistl of 1,081, excluding
ineligible frms (251), this study yields 198 completed questioesa({response rate of
24.0%). With regard to Irish firms, after contacting 700, and discounting ineligible firms
(90), this study yields 127 vald responses (response rate of 211@8dknis in both
samples operate in multiple industries including compwemition, textie and garment, food
and beverage, and financial services. On average, th@raK ave 256 full-tira
employees, US$ 749 milion annual sales, and 40.7% of total arewedue. Further, the
Irish frms have similar characteristics: 186 ful-time employees, US$ 41®miin total
annual sales, and 52% of sales come from export market opgrati

In Ghana, this study develops the sampling frame from theaGBaport Promotion
Authority (GEPA) database and Ghana business directadyc@ntacts the CEOs of all 750
exporting frms listed in the database and directory, obtaibifg useable responses (24.8
response rate). The firms operate in multiple industries, such as cookware, psedefood
and beverages, crafts, agro-processing, texties and ¢gernsecurity services, financial
services, and engineering, which are representativeosé tbf most developing economies.
The frms are mainly SMEs that employ an average of 156 epgspywith an average
turnover of US$ 3.2 million, and foreign sales accounting for 63gdtalf annual sales on
average.

For B&H, because the official business language is ndstzng order to ensure
guestionnaire transferability and equivalence, this stség a backs-back translation
procedure (by native speakers) to minimize the potentialtefeicthe linguistic differences,
and collects the data from companies listed in the Regitidle Foreign Trade Chamber of
B&H. The sampling frame contains 555 randomly selected expditng from a wide

spread of product/industry sectors, including wholesalersteXlies and garments, fast-
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moving consumer goods, agriculture, automotive, tobacco, and enedg$,1a usable
responses are received (Zb.fesponse rate). The frms employ an average of 251
employees, have an average turnover of US$ 20.5 millionhaare export sales accounting
for 40% of total annual sales on average. In comparing aadljate respondents by applying
Armstrong and Overton’s (1977) non-response test in all settings, this study finds no

significant differences.

3.2. Measures

This study assesses sales performance using the ebjatdinational sales revenues
from the firms, a meaningful firm performance indicator foung and small
internationalizing frms (Dencker & Gruber, 2014). To actdan skewness and minimize
any fluctuations in sales revenues, this study usesuhbrage sales from 2011 to 2014, after
calculating their natural logs. To valdate the objectaessfigures, this study collects
perceptual performance data, which includes the finanoegers’ satisfaction with the
firms’ market share, sales rewen and sales revenue growth. A seven-point rating scale (1 =
extremely dissatisfied and 7 = extremely satisfied) sones each item. After correlating the
objective and perceptual performance data, this study obteamg) €orrelations in both
developed (r =.50; p <.01) and developing (r =.48; p <.01) market samples (geé&)Tabl

Table 1 here.

To operationalize the radical product innovativeness canstinig study uses a seven-
point scale (1 =not atall and 7 =to an extreme extent) by Btlal., (2009). Additionally,
the study draws on Jambulingam, Kathuria, and Dolsg@©05), as well as Boso, Story,
and Cadogdr (2013), scale to asseB®. Further, the study uses Cadogan, Kuivalainen, and

Sundgvists (2009) export MO behavior scale to assess MO. To control for possible
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confounds, this study includes several control variables {rm size, industry type, firm
experience, and R&D expenses).

To account for bias, this study performs the correlatiomaker variable test for common
method bias (CMB). Furthermore, the fact that the modehkipsnimultiple interactive
relationships implies high unlkeliness of respondeatslity to predict complex
relationships involved in this study, which in combinatiaith correlational marker variable

test, suggests that CMB is unikely to be an issuehfsrstudy.

4. Analyses
4.1. Measurement model assessment

For each country, this study conduatsonfrmatory factor analysis (CFA) of all items
using LISREL 8.5 as well asmaximum likelihood estimation procedure. All four samples
obtain acceptable model fité)K: 2 (d.f.) = 828.32 (563), RMSEA = .05, NNFI = .93, CFl =
.94, and SRMR = .05; Irelang? (d.f) = 708.23 (563); RMSEA = .05; NNFI = .91; CFl =
.92; and SRMR = .Q6Ghana ¥? (d.f.) = 663.65 (563); RMSEA = .04; NNFI = .94; CFl =
.95; and SRMR = .Q4and B&H »2 (d.f) = 735.07 (563); and RMSEA = .06; NNFI = .90;
CFI =.90; and SRMR =.08. Given the acceptable CFA model fit, tlly staluates the
items using the equivalence of measurement items saoiakets following the hierarchical
tests approach recommended by Steenkamp and Baumgartner (1998Jingbc this study
conducts a multi-group CFA of all tems following the maxm likelihood estimation
procedure. The findings indicate that configural, metric,ascélctor variance, and error
variance invariances exist for all constructs acréssamples, and the items are equally
reliable across all samples.

Subsequently, this study merges the UK and Ireland sanmpla®ate a developed market

sample, as wel as the Ghana and B&H samples to aeaddgeloping market sample. Then,
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the study conducts an additional CFA, with findings indicatmgacceptable model ft for the
developed o2 (d.f) = 1103.54 (563), RMSEA = .06; NNFI = .91; CFl = .93; and SRMR =

.04) and developing market?((d.f.) = 840.01 (528); RMSEA = .05; NNFI = .93; CFl = .94;
and SRMR = .05) samples.

Next, combining the datasets creates a single sample fourfieses of conducting
reliability, convergent validity, and discriminant vajd tests. Specifically, the scores for
composite reliability and average variance extractedeextd®e required benchmarks of .70
and .50, respectively, confrming reliability and convergemiidity (Fornell & Larcker,
1981). Additionally, the average variance extracted for eawstrtict is superior to the
highest shared variance of that construct with anpeobther constructs in the model,
confirming discriminant valdity. Further, this study obsasignificant standardized factor

loadings for each item (ranging from .67 to .92), further supportiagohstructs’ validity.

4.2. Structural model estimation and findings

To reduce model complexity (Ping, 1995), this study takes avesagess the muditems
constructs to create composite scores and bsesngle-item scores iamulti-group
structural equation modeling. In addition, this study orthogoesmlial variables involved in
multiplicative interactions to minimize multicollinggr problems.

Next, this study creates developed and developing market namdelfollowing
hierarchical procedures, tests three mult-group models allitructural paths allowed to
vary across the developed and developing market groups. Model hxamt$yi the control
variables, Model 2 adds the direct effect and moderating effe@bles, and Model 3
includes the interaction effect variables. Furthermdins, study constructs an additional
model (Model 4) to determine whether constraining the stalcpmths and Rvalues in

Model 3 to be equal across the two groups would lead to a reductioodél fin The study
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finds that in both groups, Model 3 has the smallest chieqamd R values; thus, this study
uses Model 3 to interpret the hypotheses. Table 2 preserganthaary of thdindings.
Table 2 here.

This study finds that the radical product innovativeness Eddhteraction term has a
positive relationship withperformance among developed (y=.12; t=1.86; p <.05) and
developing (y =.12; t=1.99; p < .05) market firms, providing support for H1. In support of
H2, results show that the interaction termN® and radical product innovativenegss a
positive relationship withperformance in both developed (y =.15;t=1.95; p <.05) and
developing (y =.12;t= 1.88; p < .10) market frms. The results do not support the test of
whether the two hypotheses are variant across both goagagise when the estimated
structural paths are equaly constrained across both greigpsicant changes are observed
in the model fit (Ay? =6.94; Ad.f =5;p>.05) and R Thus, this study rejects HiBfavor of
the alternative argument that the relationships areiamtaacross both contexts. Figures 2
and 3 provide the surface plots of the interaction ternssadyoth settings.

Figures 2 and 3 here.

5. Theoretical and managerial implications

This research aims to explain the strategic orientadiod institutionk conditions under
which the variations in radical product innovativeness naore or less beneficial for
internationalizing SMEs. First, the study departs from ipusvstudies by arguing that the
effect of radical product innovativeness on SME performasa@ore positve when strategic
orientation activities are stronger. The study findg ¢hkey reason for the inconsistencies in
the lterature regarding the benefit of radical innovatie due toalack of understanding of

the roles of firms’ strategic orientations; this finding suggests that radical product
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innovativeness is most beneficial for SMEs when theyalsiee increasingly entrepreneurial
and market-oriented in their business operations.

Second, the study demonstrates that the valuadiodl product innovativeness and
moderating effects of firms® strategic orientations are invariant across developed and
developing market contexts. This finding is a direct contiadicto conventional wisdom
that suggests that firms in industrialized nations ftemere from radical innovations than
thosein developing markets. While contradicting this normative ragson, this finding is in
ine with the argument that frms often have a propensitadapt to the institutional
environment within which they operate. For example, Arnold @odich (1998) argue that
although only little market data, distribution systems, camwation channels, regulatory
discipline, and afluence consumption exist in developing tdesinto support commercial
viability of radical product innovations, local frms adaptiie market challenges to operate
successfully. Thus, given these resutis study extends the existing radical product
innovation frameworks, formulated and applied with a developedoey mindset, to
developing market settings.

The study concludes that with the right levels of EOM@J radical product
innovativeness benefts developed market SMES based on tingptse that adopters and
users of radical products in industrialized economies pofiseddl knowledge and skills
required to use radical product innovations, and that instiait disciplines to protect such
innovations from anti-market erosion exist. Similarly, wiite right levels of EO and MO,
radical product innovativeness benefits developing market SMEzuse such frms develop

the capacity to understand and adapt to the idiosyncrasiesir adidieloping market system.

6. Limitations and direction for further research
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This study has some limitations. First, this study &d&s with operations in two
developed and two developing market economies; hence, genemalif@am the findings
should proceed cautiously. For example, one could argue ¢hbektavior of internationally
focused SMEs may be different from amore domedtcus SMEs. Thus, future research
that compares findings across internationally and dorestis SMEs would help extend
the extant lteratureSecond, the cross-sectional nature of this study limitsabity to make
causal inferences; thus, future research that ueegiudinal research design to investigate
the relationships could add valuable new insights to thetditera Additionally, to accept the
notion that radical innovativeness is a major determiadrfitm success, managers must
know what they can do to increase radical innovation t#esivi Accordingly, studies
examining antecedents to radical product innovativeness weulgeful. Furthermore,
certain EO and MO activities may hold greater value ifosf than do others. For instance,
autonomous activities implemented within organic strusturey lead to greater radical
innovation outcomes than would a more conservative andametib approach. Therefore,
addttional research on EO and MO activities, as well @is $pecific roles in supporting

radical innovation actiities, would help extend thediere on radical product innovation.
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Figure 1: Conceptual model and hypotheses
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Figure 2: Interactive effect of entrepreneurial orientation
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Figure 3: Interactive effect of market orientation
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Table 1: Descriptive statistics and inter-construct correlatimssamples
Developed Developing
markets markets 1 2 3 4 5 6 7 8
Mean SD Mean SD

1. Industry type - - - - 1 00 34 .08 -07 .2I" .00 .09
2. Firm size 35 74 1.9 .58 A1 1 021 .12 01 307 -02 -08
3. R&D expenses 4.9 71 1.9 2.67 -06 -437 1 280 .03 247 .30% -.02
4. Business experience 49.3 3439 109 1193 -09 -12 14 1 09 607 .02 .02
5. Entrepreneurial 4.4 .85 4.2 .82 .02 177 -30° .07 1 .25 .60° .16°

orientation
6. Market orientation 5.1 111 5.0 112 A7 .02 -30% .07 .40° 1 .19% 13*
7. Radical product 4.7 .94 4.6 1.08 -00 05 -10 247 317 23 1 .18

innovation
8. Sales performance 4.7 .98 4.4 .927 A1 227 -29° 07 14 200 44 1

Note: SD= standard deviation. Above the diagonal are correlations for the DM sample (n = 319). Beltiagbnal are
correlations for the EM sample (n = 277). * = Correlations are significant at p < .05%&ted), and ** = Correlations are
significant at p < .01 (two-tailed). Details of the measures used, basadleir respective sources, are available upon

request.
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Table 2: Findings on hypotheses testing

Independent Dependent variable: sal esperformance (standardized estimates)
variables
Model 1 Model 2 Model 3
Developed Developing Developed Developing Developed Developing
Markets Markets Markets Markets Markets Markets
Control paths
Firm size .00 (.01) 11 (1.73) .03 (.44) .07(1.17) .03 (.42) .08 (1.25)
Industry type .02 (.36) .03 (.34) .02 (.29) .07 (.91) -.00 (-.06) .12 (1.55)
Business .07 (1.01) -.23 (-2.60) .04 (.68) -.02 (-.210 .00 (.07) .09 (.80)
experience
R&D expenses -.01 (-.19) .09 (1.41) -.02 (-.40) .03 (.58) -.01 (-.16) .02 (.35)
Radical product .03 (.46) .14 (1.90) -.09 (-.95) .14 (1.47)
innovation(RI)
Entrepreneurial .21 (2.96) .27 (3.49) .20 (2.54) .25 (3.36)
orientation (EO)
Market orientation .13 (2.20) 12 (1.93) .12 (1.98) .12 (1.89)
(MO)
Hypothed zed
paths
H1: RI x EO .12 (1.86) .12 (1.99)
H2: RIXMO .15 (1.95) .12 (1.88)
Goodness of fit
indicators
2 (df) 137.80 (61)  120.63(61) 110.74 (55) 76.68 (55)  99.45 (50) 53.11 (50)
p-value .00 .00 .00 .03 .00 .33
Ay%(Ad.f) - - 27.06 (6)*** 43.95 (6)*** 11.29 (5)** 23.57 (5)***
RMSEA .07 .06 .06 .04 .05 .02
NNFI 91 .90 .93 .96 .94 .99
CFl .97 .96 .98 .99 .98 1.00
SRMR .06 .07 .05 .03 .02 .02
R? 1.6 14.4 12.0 32.8 15.6 39.6
AR? - - 10.4%** 18.4%** 3.6** 6.8***

Notes: *** = p < .01, **=p<.05, and *= p <.10. Critical t-values for hypothesized paths = 1.645 (5%, one-tail tests) and
values are reported in parentheses.



