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THE STRATEGY-PERFORMANCE RELATIONSHIP REVISITED:
THE BLESSING AND CURSE OF THE COMBINATION STRATEGY

John A. Parnell
Lewis Hershey

This study considers the viability of the combination strategy with regard to the Porter and Miles
& Snow generic strategy typologies. Within each framework, it is possible to pursue a
“combination strategy,” whereby dimensions of two or more pure strategies are incorporated
simultaneously. The present study presents findings from a recent assessment of perceptions of
415 American and Mexican managers regarding their firms’ strategies and levels of performance.
Data suggests that combination strategies can be associated with either inferior or superior
performance. This paper also suggests that additional research should cons:iderre-visit the I/O
versus resource-based schism and seek to integrate the two schools of thought into a broader
consensus.

INTRODUCTION

There is an abundance of published competitive strategy models and theories (Dacko &
Sudharshan, 1996; Mauri & Michaels, 1998). However, a variety of conceptual and empirical
problems exist, leading a number of scholars to question the direction in which the field is
headed (Ketchen, Combs, et al., 1997; Short, Ketchen, and Palmer, 2002). This appears to be
especially true in the area of international competitive strategy.

Over the years research on competitive strategy has addressed the fundamental causes of
strategy formulation. From this debate, two lines of research or schools of thought have
emerged: the industrial organization (I/O) school and the resource-based school. The I/O school
emphasizes the characteristics of an industry as essentially defining and delimiting the choices
available for developing competitive strategy. In contrast, the resource-based school emphasizes
the availability of key resources such as management talent and experience, access to capital
markets, brand equity, as well as expertise in production and physical distribution, as the
essential determinants used in developing competitive strategy.

Within this context, the issue of combination strategy viability—whether or not
dimensions from two or more “pure” strategies in a typology can be combined and effectively
implemented—has been widely debated, but not resolved. This lack of resolution can be traced
to fundamental differences in the competing industry/resource-based perspectives on strategy
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and the application of strategy typologies based on those perspectives.l Indeed, this debate,
which may be views as a clash between industrial organization (I0) and resource-based theories,
has led to differing perspectives on the nature of strategic groups and the viability of
combination strategies (Mauri & Michaels, 1998).

The present study seeks to move toward resolution of this conundrum by considering
strategic perceptions of a cross-cultural sample. Following an overview of the field, this paper
presents results of a survey of American and Mexican perceptions of their firms’ strategies and
performance. Results of the survey are analyzed to provide insight into the combination strategy
debate. Implications for future research are also provided.

THE EMERGENCE OF STRATEGIC MANAGEMENT

The roots of contemporary business strategy research can be traced to—among other
traditions—industrial organization theory. Within Bain (1956) and Mason’s (1939) I/0
framework of industry behavior, firm profitability is viewed as a function of industry structure.
Characteristics of the industry—not the firm—are viewed as the primary influences on firm
performance. More recently, Bain and Mason's basic structure-conduct-performance model has
been posited as most appropriate for industries with uncomplicated group structures, high
concentration, and relatively homogeneous firms (Seth & Thomas, 1994).

Dissatisfaction with the limitations of the /O schoo! may have been the primary impetus
for a renewed interest in firm resources as foundation for firm strategy (Barney, 1991; Collis,
1991; Conner, 1991; Grant, 1991; Lawless, Bergh, & Wilstead, 1989). The resulting paradigm,
resource-based theory, drew from the earlier work of Penrose (1959) and Wernerfelt (1984) and
emphasized unique firm competencies and resources in strategy formulation, implementation,
and performance.” Resource-based proponents have studied such firm-level issues as transaction
costs (Camerer & Vepsalainen, 1988; Mahoney, 2001), economies of scope, and organizational
culture (Barney, 1991; Fiol, 1991). Key business-level issues include the analysis of competitive
imitation (Rumelt, 1984), informational asymmetries (Barney, 1986), causal ambiguities (Reed
& DeFillippi, 1990), and the process of resource accumulation (Dierickx & Cool, 1989;
Harrison, Hitt, Hoskisson, and Ireland, 2001).

In contrast to I/O, the resource-based perspective views firm profitability as primarily a
function of firm resources, not industry profitability (Dess, Gupta, Hennart, & Hill, 1995;
Feurer & Chaharbaghi, 1994; Robins & Wiersema, 1995). Following this logic, competitive
advantage occurs when a firm is implementing a value creating strategy not simultaneously
being implemented by any current or potential competitors (Peteraf, 1993). Sustained
competitive advantage exists when competitors are unable to duplicate the benefits of the
strategy (Barney, 1991; Barney, 2001).

! This is not to suggest that industrial organization and resource-based perspectives have not been viewed as
somewhat complimentary. See Mahoney and Pandian (1992) for a discussion of some of the conceptual overlap
between the two theories.

% See Mahoney & Pandian (1992) for an excellent overview of the utility of resource-based theory in strategic
management.
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Strategic Group Typologies

The resource-based school evolved in contrast to the suppositions of the 1/0 schoolarly
strategy researchers challenged the I/O perspective, noting its inability to explain large
performance variances within a single industry. As a result, the strategic group level of
analysis was proposed as a compromise between the deterministic, industry level of analysis
proposed and developed by industrial organizational economics and the firm or business level
of analysis studied by strategic management researchers (Hergert, 1983; Porter, 1981). While
temporally prior to the emergence of the resource-based school and an outgrowth of the I/O
school, strategic group theory and its resulting typologies have characteristics common to both.
As a result, strategic group typologies may serve as a theoretical point-of-departure for
examining the debate between the 1/0 and resource-based schools of strategy formulation.

Strategic groups describe apparent clusters of firms that exhibit similar or homogeneous
behavior within a somewhat heterogeneous industry environment (Fiegenbaum, McGee, &
Thomas, 1988). Strategic group research has demonstrated group-performance linkages in a
number of industries, and so share conceptual similarity with resource-based theories (Parnell
& Wright, 1993).> However, not all studies have supported a strong association between
strategic group membership and performance (McGee & Thomas, 1986, 1992). For example,
Ketchen et al.'s (1997) meta-analysis found that only about eight percent of firms’ performance
can be explained by strategic group membership. Kotabe and Duhan (1993) identified three
strategy clusters among Japanese businesses--"brand skeptics, mavericks, and true believers”--
and found that membership in one of the groups was not a significant predictor of performance.
Rather, the link between strategy and performance was moderated by organization situational
variables such as the degree of emphasis on manufacturing and profitability. Additional
studies have also examined variables thought to moderate the strategic group-performance
relationship (Davis & Schul, 1993; Lee, Lee, & Rho, 2002; Zahra, 1993).

Competitive Strategy Typologies

As strategic group assessments identified clusters of businesses employing similar
strategies, researchers were beginning to categorize similarities within the strategic groups across
studies. Business strategy typologies identifying several generic strategic approaches were
developed and utilized as a theoretical basis for identifying strategic groups in industries.
Although strategic groups are an industry-specific phenomenon, many strategic group
researchers began to utilize approaches believed to be generalizable across industries,
specifically those proposed by Porter (1980) and by Miles and Snow (1978, 1986). This
theoretical extension across industries is important for considering strategy typologies as a
conceptual bridge between the /O and resource-based schools.

According to Porter's framework, a business can maximize performance either by striving
to be the low cost producer in an industry or by differentiating its line of products or services
from those of other businesses; either of these two approaches can be accompanied by a focus of
organizational efforts on a given segment of the market. Miles and Snow's (1978) framework
identified four strategic types: prospectors, defenders, analyzers, and reactors. Prospectors
perceive a dynamic, uncertain environment. They maintain flexibility and employ innovation to
combat environmental change, often becoming the industry designers (Miles & Snow, 1986). In

* See Hunt (1972), Newman (1973), and McGee and Thomas (1986) for a thorough discussion of the development
of strategic group research.
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contrast, defenders perceive the environment to be stable and certain, and thus seek stability and
control in their operations to achieve maximum efficiency. Analyzers stress both stability and
flexibility, attempting to capitalize on the best of both of the preceding strategic types. Reactors
lack consistency in strategic choice and perform poorly. Although attempts have been made to
further develop both typologies, the original versions of the typologies appear to remain the most
widely cited and tested (Eng, 1994; Wright, Kroll, Pringle, & Johnson, 1990).*

The Combination Strategy

While many researchers were utilizing and/or extending one typology or the other in their
strategy-performance studies, others were seeking common theoretical ground for combining the
two approaches into a single, all-encompassing typology (Kotha & Orne, 1989; Spanos &
Lioukas, 2001). Indeed, a comparison between the two typologies suggested that strategic types
within both classification schemes could be categorized along the two dimensions of consistency
and proactiveness. For example, differentiation and prospecting strategies tend to emphasize
proactivity, while cost leadership and defender strategies are more reactive. Segev (1989) noted
that Miles and Snow's reactor type may also be equated with Porter's “stuck in the middle”
(1980, p. 41) type as strategies that lack consistency. Miller (1987) emphasized four integrated
types: innovation, market differentiation, breadth, and cost control. Chrisman, Hofer, &
Boulton's (1988) framework considers differentiation, scope, and competitive methods.

As researchers continued to study the relationship between strategy and performance,
some studies concluded that only “pure” strategies (i.e., cost minimization or differentiation)
were associated with superior performance. These studies embraced Porter's (1980, 1985)
original contention that viable business units must seek either a low cost or a differentiation
strategy to be successful (Dess & Davis, 1984; Hambrick, 1981, 1982; Hawes & Crittendon,
1984). For example, Dess and Davis (1984) examined 19 industrial products businesses and
suggested that superior performance was achieved through the adoption of a single strategy.
Similar results were found in Hambrick's (1983) investigation of capital goods producers and
industrial product manufacturers. Indeed, most studies defending the single strategy position
have identified clear strategic groups, each with its own association with performance.

Other studies found that combination strategies (i.e., low cost and differentiation) were
optimal.” Researchers in this group considered the combination strategy to be viable over the
long-run, and in many cases, to be associated with superior performance (Buzzell & Gale, 1987;
Hill, 1988; Murray, 1988; Parnell & Wright, 1993; Phillips, Chang, & Buzzell, 1983; White,
1986; Wright, 1987).° It is this second group of studies that provides the operational support of
the concept of the combination strategy. Whereas, the “pure” strategy proponents reject the
suggestion that strategy formulation can successfully cross typology lines of demarcation,
researchers in the second group assert that findings of management-in-practice suggest that
strategy in competition makes no such academic distinction.

* For example, considering Porter's model, Miller's (1986) expansion suggested two different types of differentiation
strategies. One type--intensive image management--highlights the creation of a positive image through marketing
techniques such as advertising, market segmentation, and prestige pricing. The second type--product innovation--
involves the application of new or flexible technologies as well as unanticipated customer and competitor reactions
(Miles & Snow, 1978; Miller, 1988; Miller & Friesen, 1984; Scherer, 1980)

* Studies utilizing the Miles and Snow typology also generated conflicting results.

¢ Although the theoretical differences are clear, membership in one interpretative community or the other is not
always easy to classify. Most researchers acknowledge limitations of both interpretations of the typologies to some
degree. Miller and Dess' (1993) assessment of Porter's model, for example, is difficult to classify.
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Although both sides appear to have moved toward common ground, a substantial gap
remains. Specifically, little—if any—research published in recent years has suggested that
strategies cannot be effectively combined, or that combination strategies are necessarily effective
in all industries. However, no consensus has yet emerged.’

Still, there are at least three bases for the construct validity of the combination strategy
that are cogent to the present study. These bases center on issues of research methodology,
competing organizational theories, and the real-world relationships among the generic typologies
themselves. First, researchers disagree on methodological issues. Miller and Friesen (1986)
contend that studies by researchers supporting the first group reported by Dess and Davis (1984)
and Hambrick (1983) considered only certain industrial markets, where buyers are typically
better informed and more rational than consumer buyers. Chen and Smith (1987) and others
have argued that data bases utilized in many of these first group studies--including the PIMS data
base--do not necessarily constitute representative samples (see also Zeithaml & Fry, 1984).
Barney and Hoskisson (1990) questioned the validity of many strategy-performance studies,
which utilized cluster analysis, a technique commonly utilized by this line of research. Others
contended that the data collection techniques of such “pure strategy” studies, many of which
utilize top executive and perceptual data, were not necessarily valid or reliable (Golden, 1992).

Second, there are competing organizational theories that differ in their application to the
discussion. For example, citing transaction cost theory, Jones and Butler (1988) contend that
cost Jeadership and differentiation are not at opposite ends of a strategy continuum because both
strategies are subject to the same underlying cost tradeoffs. Transaction costs are the
negotiating, monitoring, and enforcement costs associated with the transfer of goods and services
between the firm and the consumer (Jones & Butler, 1988). Since transaction costs are the main
component of differentiation and production costs are the main component of cost leadership,
Jones and Butler assert that the difference between the two strategies is one of degree rather than
of kind. Indeed, there is increasing evidence that many, if not most, businesses combine generic
strategies to some extent (Kotha, Dunbar, & Bird, 1995), and that the forms of combination vary
across cultures (Lemak & Arunthanes, 1997; Luo, 1997).

Third, the relationships among the generic strategies are often disputed. Researchers in
the first school tend to see various generic strategies as mutually exclusive. In contrast, members
of the second school argue that a business' ability to effectively implement one strategy may lead
to its adoption of another. For example, Jones and Butler (1988) suggested that effective
differentiation can actually lead to improved economies of scale. When sophisticated consumers
demand a differentiated, quality product, its producer can raise production capacity in order to
enjoy economies of scale, driving down production costs, total costs, and (potentially) price.
Thus, the quality achieved through the differentiation strategy can actually lead to scale
economies and consumer prices lower than those of firms that select low cost strategies.

The present study suggests that sufficient research evidence exists for consideration of
the combination strategy as a viable theory for further study. In the context of the I/O versus
resource-based strategy debate, the combination strategy is particular useful in that it affords
researchers the possibility of identifying strategies-in-practice that may demonstrate features of
either school without unduly biasing data collection under the presumption of seeking to confirm
or deny the tenets of either.

7 Attempts to resolve this conundrum have not accounted for one primary difference. Porter's approach does not
allow for long-term viable combination strategies. Miles and Snow's typology allows for one via the analyzer.
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Within this context of exploratory descriptive research, the present study reports findings
from data collection from a sample of managers of American and Mexican firms. This sample
seems especially relevant to the controversy relating to typologies and to the /O versus resource-
based debate in that the comparison of responses from more than one culture can promote
generalizability and thus screen for practices that might be limited to a single resource or a single
industry phenomenon.8

METHODS & FINDINGS

In the present study, competitive strategy is assessed via previously validated scales to
measure strategic emphasis on first mover advantages, second mover advantages, segment
control, product/service breadth, perceived uniqueness, and production/distribution efficiency, as
well as a three-item scale to measure satisfaction with organizational performance (Parnell,
2000; Parnell & Carraher, 2002). A total of 415 middle and upper-level managers from Texas
and Mexico were surveyed, with 55.2 percent (229) of the respondents reporting American
citizenship, 41.7 percent (173) Mexican, and 3.1 percent (13) “other.” About two-thirds (68.4
percent) of the respondents were male. The Mexican managers were fluent in English and well-
versed in American business practices. Because the constructs measured are believed to be
universal, managers with various nationalities were included in the sample.

Respondents represented a variety of industries with the majority coming from the
manufacturing sector. Although this condition introduces some degree of inter-industry variation
into the study, the constructs and relationships were expected to be consistent across industries.
Although support for relationships with a cross-industry sample may be more difficult to
engender, it would lend greater credence to the generalizability of the findings.

TABLE 1

Results of Factor Analyses

Item Summary Loading
FIRSTMOVER subscale (alpha=.6388)

FIRSTMOVERI1 My company seeks to be the first in our industry 718
FIRSTMOVER2 Rewards associated with being first outweigh risks /82

FIRSTMOVER3 Willing to take risks necessary to be first with a new venture .841

SECONDMOVER subscale (alpha=.5408)

SECONDMOVERI Imitate competitors’ new product/service introductions .827
SECONDMOVER2 Watch the innovators closely and quickly adopt 12
SECONDMOVER3 Let competitors test the waters before we follow .508

8 This is not to suggest that no differences exist between managerial decision-making from different cultures. Gree
and Stephens (2001), for example, found significant differences in the confidence Mexican managers had in their
escalatory decisions relative to US-based managers.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



1JCM Vol. 15 (1),2005 23

SEGMENT subscale (zipha=.6803)

SEGMENT1 Serve only one/two established market segments exceptionally well
762

SEGMENT2 Identify one or a few established customer groups and serve well .812

SEGMENT3 Focus on meeting the needs of our existing customer base 770

BREADTH subscale (alpha=.7364)

BREADTH1 Attempt to offer a very wide assortment of products of services  .819

BREADTH2 Important to offer a wide selection of products and services .888

BREADTH3 Satisfying more of our customers’ needs through our wide variety .720

UNIQUE subscale (alpha=.6940)

UNIQUEL Strive to differentiate our products from others in the market place .726

UNIQUE2 produce products or services that customers perceive to be unique .799

UNIQUE3 Customers are willing to pay for our uniqueness .836

EFFICIENCY subscale (alpha=.6399)

EFFICIENCY1 Emphasis on producing our products and services at the lowest cost
.720

EFFICIENCY2 Success by producing at a cost level below our competitors .808

EFFICIENCY?3 Minimizing production costs creates competitive advantage 759

The principal components factor extraction technique resulted in single factor loadings in
the strategy scales ranging from .508 to .888 (see table 1). Scholars and statisticians have
suggested desired minimum loadings ranging from .500 to .700. Coefficient alpha for the scales
ranged from .541 to .736, indicating a moderate level of internal consistency, an important
indication of reliability (Kuratko, Montagno & Homsby, 1990; Peter, 1979). The three-item
scale to measure satisfaction with performance produced loadings ranging from .777 to .842,
with a coefficient alpha of .775. Factor scores (regression method) were computed to serve as
composite measures for each of the factors. The cases were cluster analyzed along the six
strategy measures utilizing Ward’s clustering algorithm.

FINDINGS & DISCUSSION

Five strategy clusters—with 97, 52, 53, 153, and 60 cases respectively—were generated.
The figures in table 2 represent mean scores for the fix strategy measures and satisfaction with
performance for each of the clusters. A score of zero would indicate that the mean response for
the cluster is identical to that of the entire sample. Positive and negative scores reflect higher and
lower means.
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TABLE 2
Results of Cluster Analysis*

First Second Focus on Product Emphasize Production Performance

Cluster Mover Mover Segment Breadth Uniqueness Efficiency Satisfaction

1-Low Cost (n=97)  -.023 S15] -.636 434 -.463 289 -.022

2-Reactor (n=52) -1.391 -.555 -313 264 .159 -921 -.538

3-Analyzer (n=53) -1.010 .604 355 -984 -1.282 -415 -.383

4-LC & Diff. (n=153) .585 244 191 502 .584 227 297

5-Prospector (n=60) .648 -918 .500 -.134 255 119 .084
*N=415.

The first cluster of managers emphasized efficient production or a wide product line for
the mass market, an approach consistent with Porter’s low cost strategy. The second cluster
emphasized uniqueness with a broad product line, while de-emphasizing first and second mover
advantages and production efficiency, an inconsistent strategic approach that resembles Miles
and Snow’s reactor strategy. The third cluster emphasized second mover tendencies and a niche
focus while de-emphasizing first-mover advantages and production efficiency, an approach
somewhat similar to Miles and Snow’s analyzer strategy. The fourth cluster emphasized all of
the strategic dimensions, an approach consistent with the combination low cost-differentiation
strategy. The fifth strategy emphasized first (but not second) mover tendencies in a focused
manner, an approach consistent with the prospector strategy.

Three key findings concerning the clusters are worth noting. First, not surprisingly,
managers in the reactor cluster were least satisfied with their performance. This finding is
consistent with the aforementioned typologies as well as virtually all subsequent research on the
strategy-performance linkage. Simply stated, a strategy that lacks internal consistency is not
likely to achieve superior performance.

Second, after the reactors, managers in the analyzer cluster were the least satisfied with
their performance when only viable strategy clusters were considered. As a hybrid strategy, the
analyzer approach appears to be susceptible to Porter’s “stuck in the middle” admonition for
combination strategies.

Third, the group most satisfied with performance consisted of managers who reported
emphasis on all six dimensions above the mean. Interestingly, this combination strategy of sorts
scored highest along only two of the dimensions. Hence, recognition of some degree of choice
among competing approaches (e.g., low cost vs. differentiation, narrow vs. wide product lines,
etc.) appears to be evident. Nonetheless, this group also sought a blend of multiple approaches
simultaneously.

It appears that, following resource-based theory, a business may, given the proper array
of resources, succeed by implementing any single strategy in the framework or any combination
of strategies. However, following the I/O model, some combinations appear more likely to be
effective than others, and such combinations may be common in a given industry, thereby
forming strategy groups. This finding suggests that the combination strategy may be effective
only under unusual industry conditions. For example, first-movers may be most likely to also
develop perceived uniqueness, but less able to emphasize production and distribution
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efficiencies. In contrast, segment controllers may be well equipped to emphasize efficiency but
not uniqueness. Previous research has focused predominantly on combinations of the uniqueness
and efficiency strategies (i.e., differentiation and low cost), perhaps one of the least attractive
combinations in the framework. Additional research may develop a taxonomy of combination
strategies.

In its simplest form, the I/O-resource-based theory debate can be reduced to a single
question: Are organizational factors more or less important than industry factors in determining
firm performance. Henderson and Mitchell (1997) suggest that attempting to answer this
question may be a fruitless exercise, since organizational capabilities, competition, strategy, and
performance are fundamentally endogenous. In a similar vein, McGahan and Porter (1997)
found that industry accounted for 19 percent of variance in profitability within specific SIC
categories, and that this difference varied substantially across industries. Powell (1996)
suggested that industry accounts for between 17 and 20 percent of performance variance (see
also Rumelt, 1991; Stimpert & Duhaime, 1997). Hence, both sets of factors are important, and
research should proceed based on this assumption.

Because the present study supports the idea that a combination strategy can in essence be
either a blessing or curse, it provides opportunities to further integration of competing schools of
thought into a comprehensive perspective on strategy combinations (Roquebert, Phillips, &
Westfall, 1996). Although past approaches aimed at expanding or integrating the original
typologies proposed by Porter and Miles and Snow represent useful strategy frameworks, they do
not account for different perspectives on the viability of combination strategies or the role of
industry in business performance. The influence of industry on performance appears to be
greatest when businesses choose to adapt to existing conditions rather than attempt to influence
them. Specifically, strategies that emphasize adaptation enhance industry's role, whereas those
that emphasize enactment minimize it. In industries where strategic groups may exist,
businesses choose whether or not to join them.

The industry-level of analysis should not be discarded in an attempt to better comprehend
the business strategy-performance relationship (Zahra & Pearce, 1990). Indeed, the two
perspectives can be complementary and are both necessary for a holistic perspective. For
example, recent studies (e.g., Dooley, Fowler, & Miller, 1996; Miles, Snow, & Sharfman, 1993)
have concluded that high strategic heterogeneity positively influences the overall profitability of
an industry.9 Although these investigations have occurred at the industry level of analysis,
implications for the business level are clear. Simply stated, the strategy-performance
relationship may be moderated by the strategies implemented by one’s competitors. Hence,
industry-level studies such as these continue to increase the wealth of knowledge about
individual firm strategies and performance.

LIMITATIONS AND FUTURE RESEARCH

The present study supports the notion that combination strategies may lead to superior
performance, but can actually reduce satisfaction with performance when the various dimensions
of the strategy are inconsistent. The implications for practitioners are clear. Strategic managers
should develop a clear, internally consistent strategy for the firm. They should consider

® The U-shaped relationship between strategic heterogeneity and industry performance reported by Miles et. al
(1993) and Dooley et al. (1996) has not been replicated in all studies. See Hansen (1998) for a detailed discussion.
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combining elements of low cost and differentiation to the extent that the firm’s unique array of
strategic resources permits them to do so. Delivering value to customers via the combination
strategy can be an effective strategic choice.

There are at least four important limitations of the study, however, each of which also
connotes a direction for future research. The first limitation concerns the uniqueness of the
sample. Because respondents represented multiple industries, it was not possible to test for
industry effects on performance. In addition, the Mexican respondents’ fluency in English and
familiarity with American business practices suggests that they may not completely
representative of Mexican managers in general. In addition, the myriad cultural differences
between American and Mexican managers (see Kras, 1995) were not elaborated as part of the
present study. Hence, broad conclusions concerning the tendencies of Mexican managers cannot
be reached. Future studies limited to one or two industries would enable the measurement of both
industry and firm effects on performance.

Second, cluster analysis has been the predominant tool of strategic group researchers for
classifying businesses into strategic groups (Cool & Schendel, 1988; Derajtys, Chrisman, &
Bauerschmidt, 1993). However, the appropriateness of this technique has been seriously
questioned (Ketchen & Shook, 1996; Nayyar, McGee & Thomas, 1989; Thomas &
Venkatraman, 1988). Hatten and Schendel (1977) cautioned that the application of factor
analysis or clustering algorithms to discover strategic groups in an industry rests on the untested
assertion that these groups actually exist. Barney and Hoskisson (1990) noted that on industry
data as well as theoretical data, any clustering algorithm, when applied to analyze data, will yield
a set of clusters. These resultant clusters should not necessarily be directly interpreted as
strategic groups. The theoretical question as to whether strategic groups actually exist or
whether they are simply artifacts of the algorithms utilized to generate clusters still remains
unanswered. Although cluster analysis remains the chosen methodology for most strategy-
performance studies (Cool & Schendel, 1988; Derajtys, Chrisman, & Bauerschmidt, 1993),
researchers have begun to more greatly emphasize the importance of classification schemes
utilized in configuration studies (Dess, Newport & Rasheed, 1994).

The primary weakness of cluster analysis is that it concentrates on similarities and does
not account for strategy differences. As such, it is suggested that studies featuring cluster
analytic techniques also utilize an alternative means of strategy assignment that allow for
degrees of strategy measurement and compare results. Strictly interpreted, resource-based
theory would argue that forcing classifications based on any limited sets of generic strategies is
inconsistent with an emphasis on firm resources, this approach provides a compromise that
allows for unique strategy assignments while enabling tests of the strategy-performance linkage.
Multiple methods, including cluster analytic techniques, can provide a richer, more valid
assessment of strategy.

Third, it is not sufficient to investigate the strategy-performance relationship without
giving consideration to managerial consensus—the degree to which managers (especially
members of the top management team) agree on strategy (Thomas & Ramaswamy, 1996). If
consensus is linked to performance—an argument advanced by Bowman and Ambrosini (1997)
and others—then some competitive strategies may lend themselves to greater agreement among
managers. For example, consensus may be high among segment controllers where everyone
seems to understand the niche being targeted by the business, but low among first movers where
the essence of the strategy is not always well understood (Wooldridge & Floyd, 1990).
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Strategy coherence--the consistency of strategic choices across business and functional
levels--has also been linked to performance (Nath & Sudharshan, 1994). There is also increasing
evidence that strategy formulation is linked to the top executive's personal philosophy and
personality (Kotey & Meredith, 1997). Management's self-interest, their personalities,
interpretations, and influences on strategy have been examined (Guth & MacMillan, 1986; Janis,
1972; Smircich & Stubbart, 1985; Walsh & Fahey, 1986). Others have noted the degree of
centralization of the organization and its importance on managerial consensus (Love, Priem, &
Lumpkin, 2002). Future research considering the responses of multiple managers within the
same firm would be appropriate.

Fourth, the measurement of performance has also plagued strategy researchers for more
than two decades (Venkatraman & Ramanujam, 1986). While strategy researchers struggle with
various performance measures such as return-on-assets, stock price and revenue growth, many
companies are beginning to use a mixture of financial and non-financial measures for
performance (Kaplan & Norton, 1997; Wiliford, 1997). Most researchers agree that multiple
measures offer a rich perspective that cannot be seen by a single approach. However, a
consensus on which combination is most appropriate has not yet emerged (Wiliford, 1997).
Although the present study emphasized performance perceptions, additional research that
follows hybrid approaches would be less susceptible to validity or reliability concerns associated
with a single method.
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