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Abstract

Many of the business strategies adopted by organizations fail as a result of inflexibility of such
strategies in responding to market dynamics. Although there is a considerable number of
research to indicate that the strategic clarity has a strong positive association with firm
performance, there remains little theoretical and empirical evidence to explain the effect of
strategic flexibility on firm performance. Hence, this concept paper draws on the Porter’s
typology and the Miles and Snow’s typology to analyze how the strategic flexibility moderates
the association between strategic clarity and firm performance. The paper concludes with a
conceptual model that enables the testing of the discrete effect of strategic flexibility on firm

performance which in turn will add insights to the said models in the study.
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Introduction

A large number of published studies can be found in the area of strategy-performance
relationship (Parnell, 2013). Most of the studies have used a strategic group level of analysis
to explain the business strategy-performance nexus (Leask & Parker, 2007; Panagiotou, 2007;
Parnell, 2008). It was identified as a middle ground between the industry and the firm levels of
analysis (Porter, 1981). Even though each firm has a unique competitive strategy, strategic
grouping identifies clusters of businesses using a common generic strategy. The ability to use
combination business strategies presents a key business level concern that can be tested through
a strategic group level of analysis (Parnell, 2010). Most of the studies have used Porter’s (1980)
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generic strategies and Miles and Snow’s (1978) generic strategy typology to assess the strategy-
performance relationship. However, Porter’s approach does not consider long term
combination strategies, hence investigations quickly expanded beyond Porter’s (1980)

typology to that of Miles and Snow (1978).

As scholars started to assess the relationship between strategy and performance, some studies
supported the notion that pure cost leadership or differentiation strategies were associated with
superior performance (Hambrick, 1982; Hawes & Crittendon, 1984), whereas others concluded
that combining cost leadership and differentiation could generate better results for businesses
(Hill, 1988; Parnell, 1997; Parnell & Wright, 1993). This ongoing debate has drawn the
attention of many scholars and there are many empirical studies which address the strategy-
performance nexus by considering the influence of other factors such as size of the firm, region,
industry, innovation, organizational structure, flexibility of the strategy itself and etc. (Conant,
Mokwa & Varadarajan, 1990). A conclusion common to most published strategic group studies
is that, firms lacking a coherent and consistent (reactors within the Miles & Snow typology or
firms stuck in the middle within the Porter’s typology) strategic orientation are generally
outperformed by other players in their respective industries. However, conclusions related to
the adoption of more than one strategic orientation simultaneously have been inconsistent and
elusive (Jusoh & Parnell, 2008; Parnell & Wright, 1993).

In the same context, Parnell (2010) came up with the construct of strategic clarity which has
been conceptualized as the extent to which a business’ efforts revolve around a single generic
strategy. The findings of Parnell (2010) and Parnell (2013) largely contributed towards solving
the strategy-performance conundrum in the presence of multiple strategic orientations
simultaneously. However, most of these studies were based in USA and it’s important to extend
the studies to different industries and firms outside of the USA (Parnell, 2010). There is a clear
dearth of studies in Asia on examining the strategy-performance relationship using Miles and
Snow typology (Anwar, Shah & Hasnu, 2016). In most of the studies, Asia represents countries
like China, Turkey, Japan and Iran only. Out of these countries, only one study has used cluster
analysis to identify the strategy-performance nexus. Further, there were no studies specifically
in South Asia (India, Pakistan, Nepal, Sri Lanka and Bangladesh) that applies Miles and Snow
typology to investigate strategy-performance nexus (Anwar et al., 2016).

It could be identified that a relatively lesser number of studies have tried to explain the effect
of strategic clarity on firm performance whilst studying the moderating role of strategic
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flexibility. Surprisingly, there is a clear dearth of studies on strategy-performance nexus in a
South Asian perspective (Anwar et al., 2016). Among such research studies which attempted
to examine the strategy-performance relationship, there were no studies found in South Asia
built on Miles and Snow typology.

Although the direct strategy-performance nexus is well documented, previous theoretical and
empirical evidence of the relationship have been inconsistent and much remains to be learned
specially in the presence of combination strategies (Parnell, 2010; Anwar et al., 2016). Further,
there are no evidence of studies which have tested the moderating role of strategic flexibility
on the relationship between strategic clarity and performance. Also, the Porter’s model and the
strategic-typology of Miles and Snow fail in explaining the role of strategic flexibility on the
said relationship. This can be identified as a major theoretical gap in extant literature. Strategic
flexibility is defined as the degree to which a firm is willing to change its strategy in response
to opportunities, threats and changes in the external environment (Zahra et al., 2008).
Moreover, Parnell (2010), found that firms with high strategic clarity outperformed those with
moderate or low strategic clarity. Hence, the current study introduces a new construct of

strategic flexibility to test the moderating effect of it on the aforementioned nexus.

Hence, having identified the lacuna in theoretical and empirical explanations up to date, the
underline problem of the current concept paper is raised to investigate the impact of strategic

clarity on firm performance which is moderated by strategic flexibility.

The rest of the paper is organized as follows. A brief overview of business strategies, business
strategy typologies and strategy combinations is provided, and operational definitions of
strategic clarity and strategic flexibility are outlined. The association between strategic clarity
and firm performance is reviewed and the effect of strategic flexibility is analyzed. Finally, a
conceptual model is proposed which states the relationship between strategic clarity, strategic
flexibility and firm performance. Further, the limitations and implications of the model are

presented.
Literature Review

Business Strategy

Strategy is about deliberately choosing to be different by making right choices or tradeoffs
(Porter, 1985). As cited in Lin (2014), Porter (1996) identified strategy as a way of ensuring a

sustainable competitive advantage by preserving what is distinctive about a business. The
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organizations use strategy to deal with changing business environments which bring novel
combinations of circumstances and challenges to businesses. In strategy literature, corporate
strategy and business strategy have been clearly differentiated. Firm or corporate level strategy
reflects the boarder direction of a firm (growth, stability, retrenchment), whereas a business or
competitive strategy means how a Strategic Business Unit (SBU) decides to compete within its
industry (Parnell, 2010).

The assessment of business strategies can be traced back to the concept of Industrial
Organization (I0) which is a branch of microeconomics. This industry-organization
perspective identifies profitability as a function of industry structure (i.e. fragmented or
consolidated). However, this model is considered to be more appropriate for industries with
less complex group structures and relatively homogenous firms (Seth & Thomas, 1994). Due
to this inconsistency in previous research conclusions, many scholars have questioned the 10’s
ability to track large performance variances in a single industry. Therefore, strategic group
level of analysis was proposed by many scholars as a middle ground between industry and
firms (Porter, 1981).

Even though each firm has a unique competitive strategy, strategic group level of analysis
identifies clusters of businesses who employ a similar generic strategy. Strategic groups can be
defined as businesses within a same industry who seek to employ similar business strategies
(Parnell, 2010). Identifying different strategic groups within an industry creates an excellent
platform to examine the association of strategic characteristics with the firm performance.
When identifying strategic groups within an industry, business strategy typologies are used as
the basis to identify different clusters (Zahra & Covin, 1993).

Business Strategy Typologies

Business strategy typologies are a kind of frameworks which identify multiple business
strategies available to a business (Anwar et al., 2016). Typologies provide a theoretical basis
to identify different strategic groups across industries (Parnell, 2011; Zamani et al., 2013). The
typologies developed by Miles and Snow (1978) and Porter (1980) received much scholarly
attention and remained among the most widely cited and tested models. Others have also
proposed various strategy typologies, some are unique and some are based on previously
developed models (Kim & Mauborgne, 2005; Nwokah, 2008).

In Porter’s (1980) framework the importance of having a deliberate strategy was emphasized.

Porter’s approach suggests that firms can achieve superior performance by either employing a
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cost leadership strategy (low costs) or differentiation strategy (differentiating its offering from
that of competitors). Either of these strategies can be applied to a given market niche. Miles
and Snow (1978) typology identified four types of strategic groups: Prospectors, defenders,
analyzers and reactors. Prospectors are the innovators who perceive the environment as
dynamic & uncertain, and often they become the designers of the industry (Miles & Snow,
1986). Defenders seek stability and operational excellence to achieve a maximum efficiency
as they perceive the environment to be stable and certain. Analyzers focus to achieve both
stability and flexibility at the same time. Reactors do not have a clear strategic choice and a

direction, therefore perform poorly (Brunk, 2003).

Miles and Snow (1978) typology is considered to be a suitable framework to investigate
strategy-performance nexus of firms from different industries having different firm size. This
model has been well tested for its validity in a wide range of industries (Ghoshal, 2003;
Hambrick, 2003) and it made the framework more popular among researchers. The wide use
of Miles and Snow (1978) typology can be evidenced from its application by scholars in variety
of industries including: financial industry (banks, insurance, mutual funds etc.); non-financial

(manufacturing, chemical, electronics etc.) and service (hotels, hospitals, transportation etc.).

Combination Strategy Debate

Strategy-performance relationship has been examined by various studies in different contexts.
However, most of the findings are inconclusive and inconsistent, and this has fueled the
ongoing combination strategy debate. Porter’s (1980) generic strategy is built on the economic
principle of tradeoffs and it largely criticizes the presence of multiple strategic orientations
which tend to be incompatible. Porter’s (1980) approach was based on the notion that
businesses who attempt to combine both low costs and differentiation invariably find itself
‘stuck in the middle’. This ideology gained a considerable support in early studies (Hambrick,
1981, 1982; Hawes & Crittendon, 1984), but was highly opposed in later studies (Hill, 1988;
Parnell, 1997; Wright, 1987). Early studies used the Porter’s framework to address the

combination strategy debate, but investigations quickly moved towards Miles and Snow

typology.

Later studies expanded beyond Porter’s (1980) typology as it does not support for viable
combination strategies in the long-run, whereas Miles and Snow’s typology introduced
analyzer to resolve that. Analyzer can be viewed as a hybrid strategy which focuses on both
stability and flexibility (Parnell, 2010). Most of the studies which supported a single strategic
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orientation identified clear strategic groups and their relationship with the firm performance
(Anwar et al., 2016). However, some scholars largely defended the notion of combination
strategy and found its long term viability with superior performance (Hill, 1988; Parnell, 1997;
Parnell & Wright, 1993; Wright, 1987). Porter’s original perspective on combination strategy
was based on the notion that when businesses choose to pursue a one strategy, by definition
they have to let go another. Scholars who support the concept of combination strategy
acknowledge this idea to some extent, but they believe that the concept of tradeoffs are more
accurate for relatively large industrial firms and industries with uncomplicated group structures
(Seth & Thomas, 1994).

Strategic Clarity and Firm Performance

Even though most of the strategy-performance studies have generated inconclusive and
inconsistent results, below mentioned summary of key findings would be useful to establish
the gap in existing knowledge and to state the propositions in the study. Most of the previous
studies have supported the notion that firms with incoherent strategic orientation (i.e. firms
stuck in the middle within Porter’s typology and reactors within Miles and Snow’s typology)
are generally outperformed by other players in their respective industries. But, investigations
concerning the adoption of multiple strategic orientations simultaneously have been ambiguous
(Jusoh & Parnell, 2008; Parnell & Wright, 1993).

Strategy-performance studies applying Miles and Snow typology is extremely rare within the
South Asian context (Anwar et al., 2016). In most of the studies Asia represents countries such
as Japan, China, Turkey and Iran only. Except for these countries, only one study has used the
financial data with cluster analysis technique in examining the strategy-performance linkage.
The differences in performance among various strategic groups were largely due to the nature
of performance measures and environments. For instance, prospectors outperformed defenders
in terms of market share and defenders outperformed prospectors in terms of profitability
(Hambrick, 1983). But a variation in conclusions can be seen in cross-country analysis under
same studies (Parnell, Long & Lester, 2015). Even though viable strategic groups (i.e.
prospectors, defenders and analyzers) outperformed reactors, those strategies associated with
negative performance in many occasions. For instance, prospectors didn’t perform well in

China and analyzers performed poorly in USA and Turkey (Parnell, 2012; Parnell et al., 2015).

Reactors performed poorly compared to other viable strategies in most of the instances.
However, reactors performed well in highly regulated industries (Snow & Hrebiniak, 1980)
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and in terms of Return on Assets (ROA) (Blackmore & Nesbitt, 2013). These findings largely
backed the argument by Zahra and Pearce (1990) that perceived inferiority of reactor strategy
to other viable strategies is questionable. These inconclusive findings largely emphasize the
significance of the current study as the proposed model will test the moderating role of strategic
flexibility on the strategy-performance nexus. Perhaps, it may find answers to these

inconclusive and inconsistent findings in up-to-date literature.

Strategic Clarity

Strategic clarity can be conceptualized as the extent to which a business avoids a stuck in the
middle position by concentrating its productive efforts on supporting a single generic strategy
(Parnell, 2010). To simplify, a firm with a high strategic clarity would only employ cost
leadership or differentiation within the Porter’s typology. It would employ a prospector, a
defender or an analyzer generic strategy within Miles and Snow’s typology. Although various
studies have been conducted to examine the strategy-performance relationship, there are
relatively lesser number of investigations that address the adoption of multiple strategic
orientations simultaneously (Anwar et al., 2016). Moreover, according to findings of Parnell
(2010), firms with a higher strategic clarity outperformed the ones with low or medium level

of strategic clarity.

Firm Performance

Measuring the firm performance was identified as a key consideration in strategy-performance
studies as the measurement scheme used for the study can substantially influence the results
(Jusoh & Parnell, 2008). Most of the early studies were based on financial measures, but later
scholars focused on market-based performance measures as well (Kyriazis & Anastassis,
2007). Qualitative measures of performance includes subjective areas such as satisfaction of
customers, managers and ethical behavior etc. (Parnell et al., 2006). The present study would

use both objective and subjective criteria in assessing the firm performance.
Hence, based on the reported evidence above, the following hypothesis is advanced:
Hypothesis 1: Strategic clarity significantly effect on firm performance.

Strategic Flexibility

Strategic flexibility can be identified as the degree to which a firm is ready to change its strategy
in response to the opportunities, threats and changes in the external environment (Zahra et al.,

2008, p.1043). Strategic flexibility helps businesses to sense critical changes in the

Kelaniya Journal of Management | 2018 | Vol. 07 | Issue 01 | Page 32


https://creativecommons.org/licenses/by/4.0/

DOI: http://10.4038/kjm.v7il1.7552

environment (Grewal & Tansuhaj, 2001), prevents organizational inertia (Zhou & Wu, 2010)
and boost creativity and innovation (Hitt et al., 1998). Thus, strategic flexibility may have an
impact towards firm performance. However, published studies reflect mixed results regarding
this phenomena. Many evidence support the notion that strategic flexibility improves the firm
performance (Grewal & Tansuhaj, 2001), whereas some studies have found out certain
disadvantages of being strategically flexible such as high costs, increased stress, potential lack

of strategic focus etc. (Das & Elango, 1995).

Strategic flexibility is known to be an important source of competitive advantage in dynamic
and challenging business environments (Hitt et al., 1998; Zahra et al., 2008). There are many
studies that examine the relationship between strategic flexibility and firm performance, but an
agreement on that relationship has not been fully reached (e.g. Grewal & Tansuhaj, 2001).
Inconsistent research findings reveal the fact that impact of strategic flexibility on firm
performance can be context dependent (Grewal & Tansuhaj, 2001). Hence, in the current
study, strategic flexibility is suggested to be a moderator in the conceptual model. So that, the

following hypothesis is advanced:

Hypothesis 2: Strategic flexibility significantly moderates the effect of strategic

clarity on firm performance.

The above two hypotheses are illustrated in figure 01; the conceptual model. Strategic clarity
is considered as the independent variable and firm performance is taken as the dependent
variable. Strategic flexibility is suggested to be a moderator in the model.

1 f

Strategic Clarity J 'L Firm Performance

H2

Strategic
Flexibility

Figure 01: Conceptual Model
Source: Authors, 2018
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Implications

As mentioned, the current research will address the lacuna in empirical studies examining the
effect of strategic clarity on firm performance whilst considering the moderating role of
strategic flexibility in a South Asian Perspective. Hence, the study would bridge the empirical
gap in the context. Further, the current study would provide empirical evidence to enrich the
findings of Parnell (2010) and Parnell (2013) with a South Asian view. This study would
generate a major theoretical contribution by examining the moderating role of strategic
flexibility which has not been examined to explain the effect of strategic clarity on firm
performance in extant literature. Perhaps, this study would justify the inadequacy of Porter’s
(1980) generic strategy typology which is built on the economic concept of tradeoffs, in which
it believes the notion that firms should avoid pursuing multiple competitive strategies and focus
on a one single generic strategy. Even though Porter’s approach was later challenged
extensively using various empirical studies (Eg: Buzzell & Gale, 1987; Buzzell & Wiersema,
1981; Hill, 1988; Parnell, 1997; Wright, 1987), no study has used the construct of strategic
flexibility to explain the inadequacy of the typology.

The proposed study intends to examine the same in a South Asian perspective whilst
considering the moderating role of strategic flexibility on the relationship between strategic
clarity and firm performance. This would generate some new insights to resolve the
contradicting conclusions in combination strategy literature by considering the moderating
impact of strategic flexibility.

Further, the current study will provide insights for policy makers and strategists to achieve a
more sustainable strategic orientation. South Asian region is considered to be the world’s
fastest growing region in the world (The World Bank, 2016). Hence, studies of this nature will
help to improve the generalizability of USA based findings (Parnell, 2010), thus South Asian
businesses also can use the insights of the current study to improve their strategic orientation.
Applying Miles and Snow typology along with the technique of cluster analysis is extremely
rare in the South Asian context (Anwar et al., 2016). Hence, the current study would have a

strong theoretical and practical significance.

Although the strategic clarity is found to be a crucial antecedent of firm performance, there has
been a very little attention given on strategic flexibility on the aforementioned association. The
current paper develops a theoretical analysis to hypothesize the relationship between strategic

clarity, strategic flexibility and firm performance. Hence, this concept paper bridges the lacuna
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on extant literature by plugging the construct of strategic flexibility to the model which explains

firm performance.
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