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Abstract

Purpose — The purpose of this study is to examine the relationship between business-level strategy
and organisational performance and to test the applicability of Porter’s generic strategies in explaining
differences in the performance of organisations.

Design/methodology/approach — The study was focussed on manufacturing firms in the UK
belonging to the electrical and mechanical engineering sectors. Data were collected through a postal
survey using the survey instrument from 124 organisations and the respondents were all at CEO level.
Both objective and subjective measures were used to assess performance. Non-response bias was
assessed statistically and it was not found to be a major problem affecting this study. Appropriate
measures were taken to ensure that common method variance (CMV) does not affect the results of this
study. Statistical tests indicated that CMV problem does not affect the results of this study.
Findings — The results of this study indicate that firms adopting one of the strategies, namely
cost-leadership or differentiation, perform better than “stuck-in-the-middle” firms which do not have a
dominant strategic orientation. The integrated strategy group has lower performance compared with
cost-leaders and differentiators in terms of financial performance measures. This provides support for
Porter’s view that combination strategies are unlikely to be effective in organisations. However, the
cost-leadership and differentiation strategies were not strongly correlated with the financial
performance measures indicating the limitations of Porter's generic strategies in explaining
performance heterogeneity in organisations.

Originality/value — This study makes an important contribution to the literature by identifying
some of the gaps in the literature through a systematic literature review and addressing those gaps.

Keywords Manufacturing industries, Management strategy, Mechanical engineering,
Organizational performance, Electrical engineering, United Kingdom

Paper type Research paper

1. Introduction

The extant literature suggests that organisational strategies can be broadly classified
into three different levels namely the corporate-level strategy, business-level strategy
International Journal of Productiviey and functional-level strategy (Hax and Majluf, 1984; Grant and King, 1982; Bourgeois,
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an industry (Hambrick, 1980; Beard and Dess, 1981). Functional-level strategies focus
on the maximisation of resource productivity within each specific function and they are
generally derived from the business strategy (Schendel and Hofer, 1979).
Corporate-level strategy is too aggregated for understanding the strategic response
to environmental influences such as competitive moves, technological changes, entry
and exit of competitors, while a key function of strategy is to integrate activities of key
functions and as such functional level strategies are not particularly important
(Venkatraman, 1989). Not surprisingly, business strategy provides the focus for a
significant majority of the strategy research studies.

Generic business strategies can be organised broadly into two groups namely
typologies and taxonomies. Typologies are inductively driven qualitative
characterisation of the “strategic behaviour of business organisation”, where the
strategic types are rooted in a set of parsimonious classificatory dimensions or
conceptual criteria (Venkatraman, 1989, p. 943). The strategic management literature
outlines a number of typologies (e.g. Miles and Snow, 1978; Abell, 1980; Porter, 1980;
Miles, 1982). Taxonomies are empirically derived based on the measurement of a few
indicators of firms’ strategic behaviour and they represent the existence of internally
consistent configurations. Prominent taxonomies include Miller and Friesen (1978) and
Galbraith and Schendel (1983). Their development is sensitive to the choice of
underlying dimensions as well as the analytical method used to extract the taxonomies
(Hambrick, 1984; Miller and Friesen, 1984).

While taxonomies serve to capture the comprehensiveness and integrative nature of strategy
through their internal coherence, they do not reflect the “within-group” differences along the
underlying dimensions (Venkatraman, 1989, p. 943).

Typologies are theoretically derived dimensions which rely on identifying and
measuring the key traits of the strategy and assessing differences and similarities
across a profile consisting of a set of characteristics that collectively describe the
strategy (Robinson and Pearce, 1988; Venkatraman, 1989). This type of strategy
classification has attracted greater attention because it aids the understanding and
focus on the ordering of information. Hence, in this study the focus will be on
typologies.

2. Strategy typologies
In this section we will provide a summary of key typologies. The range of strategic
behaviours and their key characteristics for each typology are summarised in Table .
A number of studies that have operationalised business-level generic strategies
have been published in leading academic journals (e.g. Hambrick, 1982; Dess and
Davis, 1984; Miller, 1987; Conant et al., 1990; Jennings and Lumpkin, 1992; Jennings
and Seaman, 1994; Marlin et al., 1994; Frambach et al., 2003; Andrews ef al., 2006). Most
of these studies have operationalised business-level strategies using either Miles and
Snow (1978) typology or Porters (1980) typology. Even the recently published studies
in leading academic journals have used these typologies to operationalise
business-level strategies (e.g. Kim ef al, 2004; Jermias and Gani, 2004; Allen ef al.,
2006; Desarbo et al, 2005; Moore, 2005). This indicates that these typologies are
contemporary and are effective in explaining performance heterogeneity among
organisations.
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Typologies/taxonomies

Characteristics

60.3 Author(s)
b
Buzzell et al. (1975)

224

Utterback and
Abernathy (1975)

Hofer and Schendel
(1978)

Miles and Snow (1978)

Vesper (1979)

Table 1.

Typologies of
business-level generic
strategies

(1) Building

(2) Holding
(3) Harvesting

(1) Performance maximising

(2) Sales maximising

(3) Cost minimising

(1) Share increasing

(2) Growth

(3) Profit

(4) Market concentration and asset

reduction
(5) Turnaround

(6) Liquidation
(1) Defenders

(2) Analysers

(3) Prospectors

(4) Reactors

(1) Multiplication

(2) Monopolising

(1) Improving market share by
introducing new products, increasing
marketing efforts etc.

(2) Maintaining existing level of
market share

(3) Achieving high short-term
earnings and cash flow by permitting
market share to decline

(1) Emphasis in product and/or
service performance; technology, and
product R&D emphasised

(2) Marketing emphasis to increase
total sales and market share of firm
(3) Emphasis placed on process
technology/R&D to decrease total
cost of production

(1) High investment to increase share
of market

(2) Maintain position in expanding
markets, investment at industry
norms

(3) Investment at industry norms,
cost controls to “throw off cash”

(4) Realignment of resources to
focused, smaller segments

(5) Improve strategic posture, may
require investment

(6) Generate cash while withdrawing
from market

(1) Organisations which have narrow
product-market domains

(2) Organisations which operate in
two types of product-market
domains, one relatively stable, the
other changing

(3) Organisations which almost
continually search for market
opportunities, and they regularly
experiment with potential responses
to emerging environmental trends
(4) Organisations in which top
managers frequently perceive change
and uncertainty occurring in their
organisational environments but are
unable to respond effectively

(1) Expansion of market share by
multiplying present market
structures

(2) Eliminate competition, establish
barriers to entry, and control
resources

(continued)
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Author(s) Typologies/taxonomies Characteristics
(3) Specialisation (3) Specialise in products and/or
production process
(4) Liquidation (4) Give up business and market
position
Abell (1980) (1) Dimensions of scope of offerings (1) Scope of a business in terms of

Wissema ef al. (1980)

Porter (1980)

Miles (1982)

Galbraith and Schendel
(1983)

(2) Extent of differentiation across
product-market segments

(3) Degree of competitive
differentiation

(1) Explosion

(2) Expansion

(3) Continuous growth
(4) Slip

(5) Consolidation

(6) Contraction

(1) Cost leadership

(2) Differentiation
(3) Focus

(1) Domain defence

(2) Domain offence

Strategy types for consumer
products:
(1) Harvest

customers it serves, the customer
functions it serves or the technologies
it utilises

(2) Extent to which the company
differentiates its offering across
segments like customer groups,
customer functions and technologies
(3) Degree to which a company
differentiates itself from its
competitors

(1) Improve competitive position in
short-term

(2) Improve competitive position in
long term

(3) Maintain position in expanding
markets, normal investment

(4) Give up market share to generate
cash in growing market

(5) Give up market share to generate
cash in stable market

(6) Liquidate assets and terminate
market position

(1) Efficiency, experience curve
policies, overhead control, and other
cost reductions

(2) Creating uniqueness in product
and/or service

(3) Focusing on specific buyer group,
or market

(1) Preservation of traditional
product-market through (i) creation
and control of vital information and
(ii) lobbying and co-opting of
influential elements of the
institutional environment

(2) Improvement of economic
performance in traditional product-
market through (i) product
innovation and (ii) market
segmentation

(1) Strategy of disinvestment. Firms
using this strategy type show a clear
and consistent effort to harvest the
business by their actions

(continued)
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Author(s)

Typologies/taxonomies

Characteristics

60,3

226

Galbraith and Schendel
(1983)

Herbert and Deresky
(1987)

Table I.

(2) Builder

(3) Cashout

(4) Niche or specialisation

(5) Climber

(6) Continuity

Strategy types for industrial
products:
(1) Low commitment

(2) Growth

(3) Maintenance

(4) Niche or specialisation

(1) Develop

(2) Strategies of firms with strong
commitments to their products,
promotion and R&D. Builder
strategies are used by firms
attempting to rapidly expand sales
and/or gain market share position
(3) Firms following this strategy may
utilise advertising and promotion to
inflate their product’s perceived
worth to command higher prices,
higher margins and hence higher
profits. Firms operating in declining
markets may employ a form of
promotional hype in order to extend
the life of their product

(4) Firms follow a specialisation
strategy emphasising high quality
product or service characteristics.
They give importance to R&D efforts
and new product introductions

(5) Firms display narrow product
bases, low prices and inferior quality
postures

(6) Corresponds to continuity or
Status quo strategy

(1) This is a strategy of low
commitment. This strategy type
coincides with the harvest strategy
type for consumer products

(2) A growth strategy for firms with a
strong commitment to their products.
Investment is very high and there is a
strong commitment to expand
market position

(3) This is a hybrid strategy
combining the characteristics of a
continuity strategy with those of a
cost reduction strategy

(4) Specialisation strategy similar to
that of consumer goods
organisations. Superior quality
posture, high pricing policies and
narrow product line with only
marginal emphasis on promotional
activities are some of the
characteristics of this strategy

(1) The basic strategy is to grow
through locating and exploiting new
product and market opportunities

(continued)
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Generic
strategies and
performance

Author(s) Typologies/taxonomies Characteristics

(2) Stabilise (2) The basic strategy is to maintain
its competitive position through
efficient asset utilisation and/or
market segmentation

(3) Turnaround (3) The basic strategy is to arrest and 227
reverse the declining fortunes of the
business as quickly as possible

(4) Harvest (4) The basic strategy is to disinvest
while retaining interim operational
viability in order to generate at least
minimum returns toward financial
target such as cash flow or ROA and
to attract buyers

Douglas and Rhee (1) Broad-liner (1) Focus on high product quality and

(1989) consistent with their broad market
scope/product quality strategy; these
types of organisations have high
levels of market share and ROI

(2) Innovator (2) They have extremely high
proportion of new products in their
product line and they emphasise
innovativeness rather than
marketing effort

(3) Integrated Marketer (3) Exhibit some characteristics of
broad-liner like broad market scope
and above average quality. They also
exhibit high customer concentration
and a high degree of vertical
integration

(4) Low Quality (4) Low product quality, narrow
market scope and have below
average market share

(5) Nicher (5) Adopt a highly focused market
niche strategy and target a small
number of highly concentrated
customers. They focus on high
product quality and target a premium
high quality segment

(6) Synergist (6) They have a relatively narrow
market scope, but product quality
and percentage of new products were
below average

Source: Adapted from Galbriath and Schendel (1983) Table 1.

2.1 Operationalisations of strategy typologies
According to Snow and Hambrick (1980) there are four different approaches for
operationalising and measuring business level strategies:

(1) investigator inference;
(2) self-typing;
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IJPPM (3) external assessment; and
60,3 (4) objective indicators.

In the investigator inference approach, the researcher conducts interviews with the

managers of the organisation and uses all the available information about the

organisation contained in annual reports, government documents and press releases
228 and assesses the organisation’s strategy. This information is processed using a
typological framework and the strategy of the organisation is identified.

In the self-typing approach, senior managers of the organisation are asked to
characterise the organisation’s strategies. According to Conant ef al. (1990) there could
be two types of self-typing. In the normal self-typing approach, respondents are asked
to classify their organisation as a particular strategic type based on paragraph
descriptions of various strategy typologies explained earlier. The other one is the
self-typing approach complemented by investigator-specified decision rules. In this
approach, the extent to which a firm’s strategy is conformed to a particular strategic
type is assessed using multi-item Likert-type scales intended to measure each of the
strategic types in a particular typology.

In the external assessment approach, the self-typing measures of strategy are
confirmed by obtaining the ratings of individuals external to the organisation like
competitors, consultants, industry analysts and expert panels. While using objective
indicators, there is no reliance on the perceptions of either the managers of the
organisation or external individuals. Instead the objective indicators approach uses
quantifiable published data like the product-market data.

In order to examine the operationalisation of business-level strategy using strategy
typologies, a systematic literature review of the papers published in leading academic
journals was conducted. The literature suggests that the most prominent of the
strategic typologies are those by Miles and Snow (1978) and Porter (1980) (Bantel and
Osborn, 1995). Hence, only those studies which have operationalised business-level
strategy using the Miles and Snow typology and Porter’s typology were selected for
the literature review. The contents pages of Strategic Management Journal, Academy
of Management Journal, Academy of Management Review, Journal of Management,
Journal of Management Studies, Long Range Planning and British Jowrnal of
Management were thoroughly searched to identify the articles in which business-level
strategy was operationalised. The electronic databases namely Business Source
Complete, JSTOR and Emerald were also searched in the title, author supplied key
words and abstract using the key words like “business-level strategy”, “strategy”,
“porter” and “Miles and Snow”.

3. Findings from the literature review

The literature review was helpful in identifying some gaps in the literature. It was
found that a small number of studies (e.g. O'Farrell ef al., 1992; Parker and Helms, 1992;
Cronshaw et al, 1994; Andrews et al, 2006; O'Regan and Ghobadian, 2006) have
examined the relationship between business-level strategy and performance among
UK based organisations. Out of these studies, only O’'Regan and Ghobadian (2006)
have focussed on manufacturing organisations belonging to the engineering sectors.
The literature review suggested that there has been a lack of consistency in the use of
constructs for measuring strategies in the studies belonging to both the groups
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(Porter’s and Miles and Snow). While the paragraph descriptions used to describe the
strategies proposed by Miles and Snow (1978) in the studies has been consistent, the
constructs used in the self-typing complemented by investigator-specified decision
rules approach in both the categories has been inconsistent. For example Kotha and
Nair (1995) had measured differentiation strategy using the advertising intensity
construct, Homburg et al. (1999) used constructs namely creating customer value,
premium product or brand image and high prices to measure differentiation strategy.
While Cost leadership strategy was measured using the manufacturing costs and
prices construct by Lee and Miller (1996), it was measured by Chan and Wong (1999) in
terms of availability of surplus funding, back-up by the parent/holding company and
low financing costs. Such inconsistency in measuring strategy is visible in the studies
that have operationalised strategy using Miles and Snow typology. While
Ramaswamy et al (1994) measured prospector strategy in airline industry using the
constructs namely service expenditure, first class service, service emphasis and
promotion expenditure, Moore (2005) operationalised it using innovative trading
practices and entry into new markets. Similarly, defender strategy was operationalised
by Ramaswamy et al. (1994) in terms of operational expenditure, schedule completion
rate and revenue load factor, Moore (2005) assessed it using constructs such as
maintaining a safe niche, sticking to the existing trading practices and giving
emphasis to improving current ways of trading rather than developing new methods.
The examples cited above illustrate the inconsistency in using the constructs while
measuring strategy and this could be a serious drawback of the studies. In addition, the
sample size used was below 100 in a large number of studies (e.g. Jennings and
Lumpkin, 1992; Beekun and Ginn, 1993). This study fills some of these gaps by
focussing on manufacturing organisations in the UK belonging to engineering sectors
and by using a large sample. Furthermore, the constructs chosen to measure
business-level strategy in this study, were reviewed by a panel of strategy scholars,
and the changes suggested by them have been incorporated in the measurement scale.

The main findings of the principal studies examining the relationship between
strategic types and organisational performance are summarised in Table II.

The numbers of studies which found support and which did not find support for the
views such as: firms adopting a dominant strategic orientation perform better than
stuck-in-the-middle firms; and firms adopting integrated strategies perform better than
those which adopt only one particular strategy, are shown in Table IIL

4. Research model and hypotheses
The conceptual framework used in this study is shown in Figure 1.

As shown in the conceptual framework this study examines the relationship
between business-level strategy and both subjective and objective measures of
performance. The primary aim of this study is to establish the importance of a clear
strategy in improving organisational performance. The organisations belonging to the
sample were classified into four strategic groups namely cost-leadership,
differentiation, integrated strategy and stuck-in-the-middle and their performance
was compared. The first three groups have clearly defined business-level strategies
and they should perform better than the stuck-in-the-middle group, which does not
have a clear strategy.

Generic
strategies and
performance
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230

Author(s)

Findings

Porter’s typology
Dess and Davis (1984)

Karnani (1984)
Prescott (1986)

White (1986)

Lawless and Finch (1989)

Wright et al. (1991)

OFarrell et al. (1992)

Parker and Helms (1992)

Miller and Dess (1993)
Cronshaw et al. (1994)

Marlin ef al. (1994)

Kling and Smith (1995)

Kotha and Nair (1995)
Lee and Miller (1996)

Kumar ef al. (1997)

Chan and Wong (1999)

Smith and Reece (1999)

Organisations adopting one of the strategies perform better than
stuck-in-the-middle companies

Organisations adopting either a cost-leadership or differentiation
strategy were able to increase their market share and profitability
Environment moderate the strength of relationship between
strategy and performance

Firms following a cost-leadership strategy performed well when
they had low autonomy and differentiators performed well in
conditions of high autonomy

The relationship between strategy and performance vary by
environment

Firms which adopted a cost-leadership strategy performed better
than others competing with alternative strategies if the cost-
leaders were able to achieve a lower cost position than others.
Similarly the performances of differentiators were better than
other firms following alternative strategies if they exhibited
superior differentiation characteristics than others. Firms which
employed integrated strategies by combining cost-leadership and
differentiation outperformed other firms

Among service firms, those adopting a differentiation strategy
performed better than the ones which are stuck in the middle
The performance of firms pursuing mixed strategies in the textile
mill products industry was almost on a par with firms pursuing a
single strategy

Performance across strategic types vary significantly
Sainsbury’s in the UK uses both cost leadership and
differentiation strategies and they are able to perform well in the
market by using this integrated strategy

Performance in maximum and differentiated choice situations
was greater than performance in minimum and incremental
choice situations

Those airlines which were pursuing one of the three generic
strategies enjoy better competitive positions in the industry and
superior profitability

Strategy and environment significantly influence firm
profitability

The strategy-environment match is positively associated with
performance

The hospitals pursuing focussed cost-leadership and focussed
differentiation strategies performed well. However those
hospitals using combination strategies by combining cost
leadership and differentiation performed poorly

Banks adopting more than one strategy outperform others which
follow only one strategy

A business-strategy focussed on customer service indirectly
affected performance through its significant effect on

Table II. productivity
Results of the studies (continued)
5 - »
" 3
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Author(s)

Findings

Huang (2001)

Kumar ef al. (2002)

Powers and Hahn (2004)

Kim et al. (2004)

Koo et al. (2004)

Ge and Ding (2005)

Torgovicky et al. (2005)

Miles and Snow typology
Hambrick (1983)

Conant et al. (1990)

Parnell and Wright (1993)

James and Hatten (1994)
Ramaswamy ef al. (1994)
Parnell (1997)
Hoque (2004)

Moore (2005)

Andrews et al. (2006)

O’Regan and Ghobadian (2006)

No significant difference in the performance of stuck-in-the-
middle firms and firms pursuing innovation and cost-leadership
strategies. Firms following an innovation strategy outperformed
firms following cost-leadership strategy

Differentiators had stronger market orientation than cost leaders
and market orientation had a more positive impact on
performance of differentiators than cost leaders

Banks pursuing a cost-leadership strategy performed better than
the ones which were stuck-in-the-middle and the ones which used
either a differentiation strategy or a focus strategy did not
perform better than stuck-in-the-middle banks

Cost-leaders performed at the lowest level and firms combining
cost-leadership and differentiation strategies performed at the
highest level

Differentiation strategy was associated with superior
performance in on-line firms and focus strategy was correlated
with good performance in click-and-mortar firms

Customer orientation had the strongest relationship with
business-level strategy and performance

Among ambulatory health care service providers in Israel, those
firms which adopted either a differentiation strategy or a focus
strategy resulted in superior organisational performance than
stuck-in-the-middle companies

Environment had a significant influence in the relationship
between strategic types and performance

Marketing competencies of prospectors were superior to those
of analysers, defenders and reactors. But the prospectors,
analysers and defenders performed equally well and
outperformed reactors

In terms of revenue growth Prospectors outperformed

others, but in terms of profitability Analysers outperformed
others. Reactors had the lowest level of performance.
Integrated strategies were useful for sustaining competitive
advantage

Strategic type had a small effect on performance

Defenders performed better than Prospectors

Reactors had the lowest and balancers had the highest level of
performance in terms of ROA

There was a significant relationship between management’s
strategic choice and performance

Prospectors, defenders and analysers performed consistently
while reactors performed inconsistently. Prospectors had a
stronger positive relationship with performance

There was a positive relationship between Prospector strategy
and performance and a negative relationship between Reactor
strategy and performance

Among manufacturing SMEs, Prospectors perform better than
Defenders

Generic

strategies and

performance

231

Table II.
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I]PPM Porter's (1980) framework suggests that organisations adopt three potentially
60.3 successful generic strategic approaches:
)

(1) overall cost leadership;
(2) differentiation; and
(3) focus for outperforming other firms in an industry.

232 By adopting one of these generic strategies organisations can mitigate the threat from
five competitive forces (see Porter, 1980):
(1) bargaining power of suppliers;
(2) bargaining power of new entrants;
(3) bargaining power of buyers;
(4) bargaining power of substitutes; and
(5) rivalry among existing firms.
Some scholars have raised concerns about the effectiveness of Porter’s generic
strategies (e.g. Miller, 1992; Bowman, 2008) and some others have proposed alternative
strategy frameworks (e.g. Treacy and Wiersema, 1997; Kim and Mauborgne, 2005).
However, the literature contends that Porter’s (1980) strategy framework has “spurred
Studies which supported  Studies which did not support
Findings this finding this finding
Firms adopting a dominant strategic
orientation perform better than stuck-
in-the-middle firms 10 1
1 — Partially supported
Table III. Firms adopting integrated strategies
Strategy and perform better than those which adopt
performance only one particular strategy 4 2
Organisational
Performance
* Objective Fulfilment
Business-level
Strategy
p,* Relative Competitive
e Cost-leadership Performance
« Differentiation * ROA
Figure 1.
The relationship between b+ ROS
business-level strategy
and performance
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the most theoretical refinement and empirical analysis” (Dess et al, 1995, p. 375).
Hence, in this study Porter’s (1980) typology was used to operationalise business-level
strategy. A large number of studies like Homburg ef al. (1999); Marlin et al. (1994); Lee
and Miller (1996); Kabadayi et al (2007); Helms et al (1992); Auzair and
Langfield-Smith (2005) and Wai-Kwong et al (2001) have operationalised Porter’s
generic strategies using only cost-leadership and differentiation constructs. Hence,
cost-leadership and differentiation constucts were used to operationalise generic
strategies in this study. According to Porter a firm can become “stuck in the middle”
for one of the two reasons (Kim et al., 2004):

(1) 1if it fails to develop a strategy in at least one of the three directions, it may
become stuck in the middle leading to poor performance; and

(2) 1if it tries to pursue more than one generic strategy simultaneously they can
become stuck in the middle.

However, empirical evidence suggests that pursuance of an integrated strategy by
combining both cost leadership and differentiation is helpful in earning above-average
returns (e.g. Dess ef al., 1999; Kim and Lim, 1988). In this study organisations giving
emphasis to both cost-leadership and differentiation strategies are classified under the
integrated strategy group. Stuck-in-the-middle companies are defined as those firms
that do not give emphasis to either cost leadership or differentiation strategies.

One of the significant findings of the literature review is that strategy typologies are
an effective tool for explaining performance heterogeneity in organisations.
Organisations that do not have a dominant strategic orientation (stuck-in-the-middle
companies) and Reactors (Miles and Snow, 1978) tend to have the lowest level of
performance. The literature review also highlights the importance of adopting a
particular strategic orientation while competing with others in its chosen domain of
operations. By and large the findings of previous studies indicate that firms adhering
to one of the strategic types perform better than firms without a dominant strategic
orientation (stuck-in-the-middle companies). However, as pointed out earlier, only a few
studies have examined UK based organisations, and out of them, only one study has
looked at engineering sector. There have been inconsistencies in the operationalisation
of business-level strategies in the previous studies. Because of these gaps in the
literature a need for examining the impact of generic strategies on organisational
performance was identified.

The following hypotheses have been formulated to assess the nature of relationship
between business-level strategy and performance:

HI. Organisations having a clear business-level strategy by adopting one of the
strategies namely cost-leadership, differentiation or integrated strategies will
perform better than those organisations which are stuck-in-the-middle.

H2. Organisations following integrated strategies will perform better than those
pursuing either a cost-leadership strategy or a differentiation strategy.

5. Research methodology

The constructs used for measurement, sampling procedure, data collection method and
issues relating to common method variance are discussed in this section. Data was
collected through a postal survey using a survey instrument; seven-point Likert-type

Generic
strategies and
performance
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IJPPM scales were used to measure the constructs. Business-level strategy was measured using
60.3 cost-leadership and differentiation dimensions and the measurement scale was adapted
’ from Luo and Zhao (2004). The items in the scale highlighted various competitive
activities and the respondents were asked to indicate the extent to which their firms
focussed on these activities in comparison to their main competitors in the last five years.
The adapted measurement scale was sent to ten strategy scholars for review and based
234 on their comments the scale was modified. In this study organisational performance was
measured using subjective and objective measures. Subjective measures are objective
fulfilment and relative competitive performance and objective measures are return on
assets (ROA) and return on sales (ROS). The measurement scales for objective fulfilment
and relative competitive performance were adapted from Ramanujam and Venkatraman
(1987). Objective fulfilment is defined as the extent to which the organisation has
achieved its short-term and long-term performance objectives and minimised the
problems. Respondents were asked to indicate the extent to which their organisation has
fulfilled its objectives in the last five years. Relative competitive performance is defined
as the extent to which organisational performance has either improved or deteriorated in
terms of sales, profit, market share, return on assets, return on equity, return on sales,
current ratio, overall firm performance and competitive position. The respondents were
asked to compare their performance in the last five years with their main competitors
based on these nine factors. The literature provides strong support for the technique of
subjective performance measurement (e.g. Dess and Robinson, 1984; Pearce et al., 1987;
Priem et al, 1995; Brews and Hunt, 1999). Moreover, in many studies examining the
impact of generic strategies on performance, subjective performance measures have been
extensively used. For example, Homburg ef al (1999) have measured performance using
three dimensions:

(1) adaptiveness;
(2) effectiveness; and
(3) efficiency.

In many other similar studies like Lee and Miller (1996), Kabadayi et al. (2007) and
Wai-Kwong et al. (2001) subjective performance measures have been used. The
measurement scales used in this study are shown in the Appendix. In the questionnaire
the sub-headings namely cost-leadership and differentiation were not provided in the
section on business-level strategy and the items were randomised. The financial data
for five years from 2002 to 2006, for 88 out of the 124 organisations that participated in
the survey, was collected from a commercial database, and the profitability ratios ROA
and ROS were calculated. Average values of these two ratios for five years were
calculated. The accounting measures of performance suffer the limitations of varying
depreciation, inventory, and lease valuation methods. This problem can be minimised
by taking averages of financial ratios for a few years (Hambrick, 1983). Many authors
like Kim and Lim (1988); Miller (1989); Hambrick and Lei (1985); Thomas and
Ramaswamy (1996) and Hambrick (1983) have used averages of financial ratios as a
measure of performance in similar studies.

The sample of firms for the survey was selected from a leading commercial
database. The 2003 UK SICs codes have been used as the basis for selecting the sample.
Companies having more than 50 employees belonging to Section — D Manufacturing,
Subsections D], DK, DL and DM were included in the sample. These SIC codes
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represent the electrical and mechanical engineering firms in the UK. Altogether there
were 4,511 companies in the sampling frame. A simple random sample of 700
organisations was generated from the population consisting of 4,511 companies.
Telephone calls were made to these 700 organisations to verify the names of the Chief
Executives and the addresses of the organisations. Some of the organisations clearly
indicated that they did not want to take part in a survey, and they were removed from
the sample. A total of eight firms had gone into administration and hence could not
take part in the survey; 16 organisations were inactive, and had to be excluded from the
sample. Finally, a sample consisting of 569 organisations was obtained. Questionnaires
were mailed to the Chief Executives of these 569 organisations, with a covering letter
and business reply envelopes. Salant and Dillman (1994) suggested sending a follow-up
postcard to the members of the sample eight days after sending the questionnaire.
However, since a telephone call is more effective than a postcard, telephone calls were
made to all the companies that had not responded eight days after receiving the
questionnaires. Following Salant and Dillman (1994), three weeks after the first
mailing, questionnaires with covering letters and business reply envelopes were
mailed again to the non-respondents. This data collection process resulted in 124
usable responses. 11 questionnaires were undeliverable. The overall response rate
according to the formula suggested by De Vaus (2002) is 22.22 per cent. According to
the guidelines provided by Salant and Dillman (1994) the minimum number of
responses necessary at 95 per cent confidence level and +/- 10 per cent sampling error
for a population size of 5,000 based on the conservative assumption that the population
is relatively varied (50/50 split) is 94. We have received 124 responses and this is
greater than the minimum number of responses suggested by Salant and Dillman
(1994). Table IV summarises the details of the sample selection process.

Common method variance (CMV) refers to the amount of spurious covariance
shared among variables because of the common method used in collecting data
(Buckley et al., 1990). In typical survey studies in which the same rater responds to the
items in a single questionnaire at the same point in time, data are likely to be
susceptible to CMV (Kemery and Dunlap, 1986; Lindell and Whitney, 2001). Potential
causes for spurious correlation between self-report measures are consistency motif,
social desirability, behaviour due to stimuli setting and knowledge deficiency
(Podsakoff and Organ, 1986; Miller and Roth, 1994). The constructs used in this study
required the respondents to report on discrete events reducing the likelihood of
distorted self-reports and/or socially desirable responses. Hence, the CMV problem is
minimised to a great extent. For reducing the impact of consistency motif, Salancik and
Pfeffer (1977) suggested that the questionnaire could be designed in such a way that
the dependent variables follow the independent variables. In this study the
questionnaire was designed in line with this suggestion. CMV problem can be
moderated by choosing the right informant (Miller and Roth, 1994). High-ranking

Total number of Number of companies Number of companies to Number of
companies in the included in the simple which the questionnaire responses
population random sample was mailed received
4,511 700 569 124

Generic
strategies and
performance
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Table IV.
Summary of the sampling
process
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[JPPM informants can be a more reliable source of information than their lower ranking

60.3 counterparts (Phillips, 1981). Strategic decisions are top-level decisions and only those

’ directly involved can provide valid answers (Tan and Tan, 2005). In this study the

CEOs of the participating organisations were the respondents and hence the CMV

problem is moderated. Podsakoff e al (2003) have suggested that protecting

respondent anonymity could reduce method bias. In this study, the covering letter

236 accompanying the questionnaires clearly indicated that all replies would be treated in

the strictest confidence and no names or identities of individual firms would be
revealed or disclosed to third parities.

The one factor test proposed by Harman (1967) offers a statistical procedure for
testing the magnitude of CMV problem. According to this test all the variables of
interest are entered into a factor analysis. If there is a major CMV problem the test
result will indicate:

« emergence of a single or very small number of factors from the factor analysis;
and/or

 one general factor accounting for the majority of covariance in the predictor and
criterion variables (Podsakoff and Organ, 1986, p. 536).

All the 27 variables were entered into an exploratory factor analysis, using principal
components method, to determine the number of factors that are necessary to account
for the variance in the variables. The exploratory factor analysis carried out revealed
the presence of seven distinct factors with eigenvalues greater than 1.0, rather than a
single factor. The seven factors together accounted for 68.63 per cent of the total
variance; the first (largest) factor did not account for a majority of the variance (25.10
per cent). Thus, no general factor is apparent.

6. Data analysis
The issues relating to non-response bias and internal consistency as well as the results
obtained by testing the hypotheses are discussed in this section. The procedure adopted
by Ghobadian and O’'Regan (2006) was used to assess non-response bias. Non-response
bias was examined by comparing the means of the responses received from early and late
respondents. #-tests were conducted to find out whether significant differences existed in
the means of cost-leadership, differentiation, performance — objective fulfilment, and
relative competitive performance variables between these two groups. The p values
obtained from the #-tests corresponding to each of these variables are shown in Table V.
The tests indicated that no significant difference existed between the means of the
responses received from early and late respondents. Some of the non-respondents were
contacted and were requested to answer a few questions relating to business-level
strategy. The difference between the means of the measures main sample, and that of

Variable p-value (two-tailed)
Table V. Cost-leadership 0.40
Results of the #-tests Differentiation 1.00
comparing early and late  Performance — objective fulfilment 0.85
respondents Relative competitive performance 0.81
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35 respondents who answered a small number of questions, was statistically compared GGeneric
by doing a f-test. 'Ijhe differences were not statistically signiﬁcgnt. The Strategies and
non-respondents who did not agree to answer the small number of questions were
requested to explain the reasons for non-participation. In most of the cases they said performance
that it was because of lack of time to complete the questionnaire. In some cases the

company policy did not allow them to respond to surveys.

The internal consistency method is the most commonly used method to assess the 237
reliability of measures and it assesses the consistency among the variables in a
summated scale. A diagnostic measure of internal consistency — which is commonly
used in management research — is the reliability coefficient which assesses the
consistency of the whole scale. Cronbach’s alpha (Cronbach, 1951; Nunnally, 1979; Peter,
1979) is the most widely used reliability coefficient to measure internal consistency. In
this study Cronbach’s alpha has been used to assess the reliability of the scales. Even
though many authors have suggested that the lower limit of Cronbach’s alpha is 0.7, in
empirical research 0.6 is also acceptable (Robinson et al., 1991). The Cronbach’s alpha
values obtained for each of the scales are shown in Table VL.

HI and H2, examining the relationship between strategic types and performance
were tested using ANOVA.

6.1 Hypothesis testing
The correlations between cost-leadership, differentiation, objective fulfilment, relative
competitive performance, ROA and ROS are shown in Table VIL

Both cost-leadership and differentiation are strongly correlated with objective
fulfilment. However, both these strategies are not significantly correlated with relative
competitive performance, ROA and ROS.

A new nonmetric variable representing the four strategic types, namely:
cost-leadership, differentiation, integrated strategies and stuck-in-the-middle, was
created[1]. The organisations that have above-median scores in cost-leadership, and

Variable Cronbach’s alpha
Cost-leadership 0.825 Table VI.
Differentiation 0.776 Cronbach’s alpha values
Performance — objective fulfilment 0.755 of the measurement
Relative competitive performance 0.917 scales
Variable Mean SD 1 2 3 4 5 6
Cost — leadership 48347 09972 1
Differentiation 45860 09752 0113 1
Objective fulfilment 49798 07293  0353% 0303 1 _ Table VIL
Relative competitive performance 49686 08938 0151 0094  0417% 1 Correlations, means and
ROA 59191 110706 —0069 0016 —0.145 0047 1 standard deviations of
ROS 34435 73850 0069 0121 0045 0061 0843* 1  businesslevel strategy

and performance
Note: *Correlation is significant at the 0.01 level variables
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IJPPM below-median scores in differentiation, were classified as cost-leaders, and the ones

60.3 which have above-median scores in differentiation, and below-median scores in

’ cost-leadership, were classified as differentiators. The organisations that have

above-median scores in both cost-leadership and differentiation were classified as

firms following integrated strategies. In this study stuck-in-the-middle companies are

defined as those organisations that do not give emphasis to cost-leadership,

238 differentiation or integrated strategy. In other words, those organisations do not have a

clearly defined strategy. Hence, organisations having below-median scores in both

cost-leadership and differentiation were classified as stuck-in-the-middle companies.
The number of organisations belonging to each of these groups is:

* cost-leadership — 41;

« differentiation — 23;

* integrated strategies — 30; and
* stuck-in-the-middle — 30.

Analysis of Variance was conducted with this variable as the independent variable,
and performance as dependent variable. ANOVA was conducted four times with the
performance measures namely: objective fulfilment; relative competitive performance;
ROA; and ROS as dependent variables. The results of the five ANOVAs are
summarised in Table VIIL

The F-tests for the first two ANOV As using the subjective measures of performance
produced statistically significant results at p < 0.05 level. However, the results of the
F-tests conducted using the objective measures of performance were not statistically
significant. This indicates that there is a significant difference between the
performances of some of the groups of organisations belonging to the four strategic
types in terms of the subjective measures of performance. However, in terms of the
objective measures of performance, the performance difference was not significant.
The results of the post hoc tests obtained from the five ANOVA tests are summarised
in Table IX. Tukeys’s extension of the Fisher least significant difference (LSD) method
has been used to carry out the post hoc tests.

The post hoc tests indicate that organisations having a clear business-level strategy
by adopting one of the strategies namely cost-leadership, differentiation or integrated
strategy perform better than stuck-in-the-middle companies in terms of objective
fulfilment, relative competitive performance and ROS. The differences in the
performance levels between the clear strategy groups and stuck-in-the-middle
companies are statistically significant at p < 0.05 level when objective fulfilment is the
dependent variable. The difference in performance levels between stuck-in-the-middle

Levene’s test for homogeneity of

Dependent variable variances F b
Objective fulfilment p=0341 F(3,120) = 5.127 0.002
Relative competitive
Table VIII. performance » =0.266 F(3,120) = 3.628 0.015
Summary of the ANOVA ROA p =0.316 F(3,84) = 0227 0.877
tests ROS p=10.387 F(3,84) = 0.263 0.852
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companies and both the differentiation strategy group and integrated strategy group,
are statistically significant at p < 0.05 level when relative competitive performance is
the dependent variable. This difference is not statistically significant between
cost-leaders and stuck-in-the-middle companies in terms of relative competitive
performance. The performance differences between the groups are not statistically
significant when ROS is the dependent variable. Cost-leaders and differentiators
performed better than stuck-in-the-middle companies in terms of ROA. However, the
performance level of the integrated strategy group was worse than the
stuck-in-the-middle group when ROA was the dependent variable. The results
provide only partial support for H1. The integrated strategy group performed better
than cost-leaders and differentiators in terms of the subjective measures of
performance. However, in terms of the objective performance measures, the
performance level of the integrated strategy group was worse than cost-leaders and
differentiators. Hence, there is insufficient evidence to support H2.

7. Conclusion

The results of the ANOVA conducted to test hypotheses HI and H2 indicate that
cost-leaders and differentiators performed better than stuck-in-the-middle companies
in terms of both the subjective and objective performance measures. This finding
conforms to the findings of many other studies (e.g. Dess and Davis, 1984; O’Farrell
et al, 1992). Firms pursuing an integrated strategy performed better than
stuck-in-the-middle firms in terms of all performance measures except ROA. The
cost-leaders and differentiators performed better than the organisations following
integrated strategy when the financial performance measures were the dependent
variables. This indicates that integrated strategies are not as effective as
cost-leadership and differentiation strategies for improving financial performance.
This finding provides support to Porter’s view that combination strategies may not
always be effective in organisations. It also confirms the findings of some studies (e.g.
Kumar et al,, 1997) which found that firms adopting integrated strategies performed
poorly. However, some other studies (e.g. Wright ef al, 1991; Chan and Wong, 1999)
have reported that firms following integrated strategy performed better than the ones
adopting only one type of strategy. The correlations between the strategic types and
the performance measures indicate that cost-leadership and differentiation strategies
help organisations to fulfil their objectives. However, they are not very helpful in
improving the financial performance, and the performance in comparison to
competitors. This finding points towards the limitations of Porter’s generic
strategies in explaining performance heterogeneity.

This study makes an important contribution to the literature by identifying some of
the gaps in the literature through a systematic literature review, and addressing those
gaps. The issue of inconsistent operationalisation of the constructs in the previous
studies has been pointed out earlier. This issue has been addressed in this study. The
literature review indicated that not many studies have looked at manufacturing
organisations in the UK, and out of these, only a few studies have focussed on
engineering sectors. This study augments the literature by examining the relationship
between business-level strategy and performance in UK based manufacturing
organisations belonging to electrical and mechanical engineering sectors.

Generalisability or external validity refers to the extent to which results from data can
be generalised to other situations. There are two aspects concerning the generalisability

Generic
strategies and
performance
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HPPM of findings (Lancaster, 2005). First, the extent to which results obtained from a sample is
60.3 applicable to the wider population from which the sample is drawn, needs to be assessed.
’ As explained earlier, the non-response bias was assessed in this study and it was found
that it was not a problem affecting this study. Hence, the findings are applicable to all the
firms belonging to electrical and mechanical engineering sectors in the UK. The second
aspect is concerning the applicability of the findings of research focussed on an industry
242 sector, to other industry sectors. While carrying out survey based empirical research, the
researcher needs to decide whether a broad multi-industry sample or a narrow sample
comprising of a single or limited number of industry sectors, has to be used. Both these
approaches have advantages and disadvantages (e.g. Dess ef al, 1990). Broad
multi-industry samples allow the establishment of a general link between business-level
strategy and organisational performance. However, the presence of diverse SIC codes in
a sample implies a variability due to the various external contexts which are not easily
accounted for, making it difficult to interpret the overall results (Dess, 1987). Targeted
studies, on the other hand, facilitate the testing of specific contingent propositions
associated with the framework (Dess et al, 1990). Depending on the range of firms
studied, industry effects will account for a non-negligible proportion (e.g. Wernerfelt and
Montgomery, 1988) of the explained variance in performance as corporate effects and
business segment effects (e.g. Hough, 2006) may do. In this study a narrow sample was
chosen because the literature posits that industry conditions influence the strategy —
performance linkage (Dess, 1987; Hrebiniak and Joyce, 1985). The strategy adopted for
selecting the sample for this study implies that the findings can be confidently applied to
the sectors covered. However, the claim for generalisability is less strong. The
contribution of this paper lies in cumulative theory building. That is to say, the testing of
Porter’s positioning theory is necessary to assess the applicability of these theories in
different contexts in order to identify where they apply and what are the exceptions.
Porter (1980) has contended that his strategies are generic in nature, which can be
applied to all industries. So if Porter is correct, then the findings obtained in this study
concerning the relationship between business-level strategy and performance, should
hold true for other industry sectors as well. However, critics of Porter’s generic strategies
(e.g. Bowman, 2008) have argued that organisational strategies have to be
context-specific and generic strategy prescriptions using a simple framework like
Porter’s would not be effective. If their views are true, the findings may not hold good for
other industry sectors.

7.1 Limitations of the study

One of the main limitations of this study is the problem of single respondents (e.g.
Bowman and Ambrosini, 1997). However, a number of authors contend that the CEO is
likely to provide accurate information about organisational strategies (e.g. Hambrick,
1981). Since all the respondents in this study are CEOs the information they have
provided about the strategies of their organisations can be considered to be accurate.
This approach is extensively used in strategic management research.

7.2 Directions for future research

Empirical studies like this, examining the relationship between strategic types and
performance, can be replicated in other manufacturing sectors in order to ascertain the
applicability of these findings in those sectors as well. If similar results are obtained from
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such studies the findings can be generalised to the manufacturing sector. A few case GGeneric
studies can also be conducted among manufacturing firms to augment the findings. Strategies and

Note performance

1. The medians of cost-leadership and differentiation variables are 4.833 and 4.667
respectively. The four strategic types were identified as follows:
If cost-leadership > 4.833 and differentiation < 4.667, strategic type = 1 (cost-leadership). 243
If cost-leadership < 4.833 and differentiation > 4.667, strategic type = 2 (differentiation).
If cost-leadership > 4.833 and differentiation > 4.667, strategic type =3 (integrated
strategy).
If cost-leadership < 4.833 and differentiation < 4.667, strategic type =4
(stuck-in-the-middle).
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Appendix Generic
strategies and

performance
Measurement Scales for Business-level Strategy
The questions in this section are based on the business strategy of your organisation in the last 249
five years. Please rate the extent to which your company focuses on the following in
comparison to your major competitors by circling a number between 1 and 7 for each item.
Cost-leadership
Much Much
Lower Higher
Emphasis on efficiency of securing raw materials or components
(e.g. bargaining down the purchase price) I 1 ] 2 [ 3 ] 4 [ 5 I 6 l 7 |
Emphasis on finding ways to reduce costs | 1 | 2 ‘ 3 | 4 ‘ 5 | 6 | 7 |
(e.g. standardising the product or increasing the economy of scale)
Emphasis on operating efficiency (e.g. productivity in production
or efficiency in outbound logistics) | ! I 2 [ 3 I 4 [ 5 I 6 l 7 |
Emphasis on production capacity utilisation | 1 | 2 \ 3 | 4 ‘ 5 | 6 | 7 |
Emphasis on price competition (i.e. offering competitive prices) I 1 | 2 [ 3 | 4 ‘ 5 | (] | 7 |
Emphasis on tight control of selling/general/
administrative expenses | ! l 2 [ 3 l 4 ‘ 5 ] 6 l 7 |
Differentiation
Much Much
Lower Higher
Emphasis on new product development or existing product
adaptation to better serve customers I 1 l 4 N 3 l 4 N 3 | g l ? |
Rate of new produet introduction to market | 1 | 2 [ 3 | 4 ‘ 5 | 6 | 7 |
Emphasis on the number of new products offered to the market I 1 l 2 J 3 I 4 l 5 l 6 l 7 |
Intensity of your advertising and marketing I 1 | 2 [ 3 | 4 ‘ 5 | (] | 7 |
Emphasis on developing and utilising sales force | 1 | 2 [ 3 | 4 ‘ 5 | 6 | 7 |
Emphasis on building strong brand identification | 1 | 2 [ 3 l 4 [ 5 l 6 ] 7 |
(Continued) Figure Al
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JPPM
6073 Measurement Scale for Organisational Performance

Objective Fulfilment

Please indicate the extent to which you have been successful in achieving each of the
250 following objectives in the last five years. For each question please circle one number
between 1 and 7 in the scale provided.

Not at all Very

successful successful
1. Improvement in long-term performance | 1 ] 2 l 3 I + l 5 I 6 | 7 I
2. Predicting future trends | 1 ] 2 | 3 | 4 | 5 | 6 | 7 |

3. Evaluating alternatives based on relevant information | 1 l 2 13 |4 IS IG l? I

4. Avoiding problem areas L2 13 lals |6 |3
5. Resolving problems 1 [2 |3 |4 |5 |6 |7
6. Enhancing management development | 1 ] 2 | 3 | 4 I 5 | 6 | 7 |

Relative Competitive Performance

Please compare the performance of your organisation in the last five years with that of your
main competitors based on the following nine factors. For each factor please indicate your
assessment by circling one number between 1 and 7 in the scale provided.

Pl s

significantly significantly
1. Sales growth [V ]2 ]3[4 [s[s]7]
2. Growth in profit after tax [1 Iz |3 [4[5[6]?1
3. Market share change [l |2 |3 I4 |5 |6 |? ]
4. Return on Assets (ROA) [v ]2 ]3]« [s[s]7]
5. Return on Equity (ROE) [v]2]3]e]s5[s]7]
6. Return on Sales (ROS) ' 1 |2 |3 [4 |5 |6 |? [
7. Current Ratio [v ]2 ]3[4 [s[s]7]
8. Overall firm performance and success | 1 | 2 | 3 [ 4 | 5 | 6 | 7 |
9. Our competitive position [ 1 lz |3 Jet I 5 | 6 ] 7 ]
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