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ABSTRACT

The purpose of this article is to explore the existence of a strategy—performance link in the emerging
eonomy of Bahrain. Cluster analysis is used in an exploratory research design to examine how
these practices can be classified according to Porter's generic strategies .A random sample was
selected among manufacturing, services, and governmental organizations. The final sample used for
analysis was 60 firmsFour clusters related to differentiation, low cost, focused differentiation, and a
hybrid strategy were identified. Significant differences were reported among the four clusters with
respect to three performance indicators: total assets growth, market share growth, and overall
performance.
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INTRODUCTION

The drivers of firm performance and the sources of sustained competitive advantage have been at the
core of strategic management research for many years, but with only a limited consensus as to what
works best (O’Regaret al, 2011). Porter's (1980) generic strategies provided a framework for
examining firms’ strategies and how they affect organizational performance. The three generic
strategies identified by Porter dv cost, differentiation, and focus. He argues that firms which do

not pursue any particular strategy, i.e., “stuck in the middle,” will have lower performance than those
pursuing low-cost, differentiation, or focus strategies.

Porter's generic strategies have been one of the most studied areas in the field of strategic
management. Yet the empirical findings are inconsistent as to their performance implications. Some
studies support Porter’'s assertion that the performance of firms pursuing low-cost and differentiation
strategies is superior to that of firms that are stuck in the middle (e.g., Kim & Lim, 1988; O’Etrrell

al., 1993; Powers & Hahn, 2004). Other studies reported better performance of “hybrids,” firms that
combine both low-cost and differentiation strategies (e.g., Campbell-Hunt, 2000; Chan & Wong,
1999; Kimet al, 2004; Leitner & Guldenberg, 2010; Pertusa-Oriefgal, 2009; Spanost al, 2004).

These inconsistent findings might be attributable to different definitions of stuck-in-the-middle firms,
different performance measures used, and the existence of various contingencies that might affect the
strategy—performance link.

! The researchers acknowledge the financial support of the Deanship of the scientific research at university of Bahrain for
financing this research.
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This research explores the existence of a strategy—performance link in the emerging economy of
Bahrain. An emerging economy is characterized by rapid chafiyemht et al, 2005), high
uncertainty, and institutional voids, which create serious strategic challenges for both domestic and
foreign firms (Hoskissoret al, 2000). Empirical identification of generic strategy types should be
extended to different countries, to determine whether these broad approaches to marketing exist
widely or instead reflect unique country characteristics or conditions (Dawes & Sharp, 1996). The
Middle East, in particular, has received scant academic research attention as to the existence and
impact of generic strategies.

This paper is divided into three sections. The first includes a review of the literature related to Porter's
generic strategies and their link with performance. The second section describes the research
methodology used. The last section discusses the research findings, academic and managerial
implications, limitations, and suggestions for future research.

PORTER'S GENERIC STRATEGIES

Competitive advantage is critical in order for a firm to perform above average within a given industry.
It indicates that a firm is capable of producing value that is seen as superior to that of its competitors.
Porter (1980) states that competitive strategy enables a firm to defend itself in a given industry. A
strategy, therefore, should be based on a firm’'s unique and individual advantages, capabilities, and
circumstances. Porter asserts that, in order to outperform competitors, a firm must follow one of the
strategies that he callggéneric strategi€'s an overall cost leadership strategy, a differentiation
strategy, or a focus strategy.

A company adopting an overall cost leadership strategy seeks to be regarded as the lowest-price
producer in a given industry. This happens through the utilization of economies of scale, continuous
cost reduction based on experience curve effect, overhead cost control, and seizing cost production
opportunities along the firm’s value chain. This type of firm will be targeting a broad market segment.

A firm adopting a differentiation strategy will produce products and services that customers view as
unique. This type of company addresses many market segments in an industry. Customers are willing
to pay a premium price for the added unique values of the products. There are many sources of
differentiation a firm can utilize. Developing a unique design or brand image, tailoring and
customizing products, creativity, product engineering, customer services, and marketing abilities can
all form a foundation for a differentiation strategy.

Finally, a company adopting a focus strategy aims at serving a segment or specific segments of the
market. The strategy could represent three types of focus. The first is to focus on low cost in serving
the specific market segment or segments. The second is to accommodate the desire of a group of
individuals looking for a unique product or products not desired by the majority of customers in the
same market. The third is to focus on cost and differentiation to serve a segment or segments in a
given market.

Porter states that cost and differentiation strategies are mutually exclusive. A firm can choose to be
either an overall low cost provider or a differentiator. If a firm pursues both it will become stuck in the
middle and its performance will suffer.

A number of researchers have criticized Porter's framework. Murray (1988) argues that the two
strategies of differentiation and low cost are not mutually exclusive. Masokowski (1993) claims that
focus strategies by themselves will not produce superior performance. Parnell (2006) believes that a
reconceptualization of the Porter-based perspective on competitive strategy is needed. This
reconceptualization should reflect the increasing emphasis on both firm resources and the pace and
intensity of change in the global business environment, which make speed—response time to
competitors and customers—more valuable as a competitive weapon.
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The Strategy —Performance Relationship

Porter (1980) states that firms should have a clear strategic posture, and that firms characterized as
stuck in the middle perform poorly, unlike those pursuing differentiation or low-cost strategies.
Empirical evidence has not been consistent as to the effect of different strategies on performance.
Some studies supported Porter’s theory. For example, Kim & Lim (1988) examined Porter’s four
generic strategies in Korea; they report that firms without a clear-cut generic strategy perform less
well than those with a generic strate@/Farrell et al. (1993) report that firms that are stuck in the
middle do not perform as well as those companies adopting a differentiation or focused differentiation
strategy. Powers & Hahn (2004) note that banks considered to be stuck in the middle emphasize only
“following the actions of competitdras a strategic approach, with none of the cost or differentiation
competitive methods normally associated with banking success. Only banks that pursued a cost
leadership strategy realized a statistically significant performance advantage when compared to the
stuck-in-the-middle group, whereas banks that pursued a broad differentiation, customer service
differentiation, or focus strategy did not realize a statistically significant performance advantage.

Hybrid strategies were found to be superior to pure strategies in a number of studies. Campbell-Hunt
(2000), based on a meta-analysis of the strategy—performance relationship, supports the idea that
stuck-in-the-middle strategies may be superior to strategic specialization. $pah@¢2004) provide

support for the superiority of hybrid over pure forms for competitive advantage in Greek firms. They
also confirm that the more generic strategy dimensions that are included in the strategy mix, the more
profitable the strategy is, provided that one of the key components is low cost. Chan & Wong (1999)
report that Hong Kong banks adopting a multi-strategic approach outperformed their single-strategy
rivals. They also noted that banks can combine apparently incompatible value-creating activities in a
synergistic way to achieve integrated flexibility. Kehal. (2003) find that for firms using click and
brick-and-click approaches, integrated strategies that combine elements of cost leadership and
differentiation will outperform strategies consisting only of cost leadership or differentiation.

A number of researchers note that “stuck in the middle” may not describe a single type of company.
Within the stuck-in-the-middle group, there are companies that deliberately combine traditional low-
cost production and differentiation (i.e., follow a hybrid strategy), companies that change their
strategy, and companies that have no strategy (Leitner & Guldenberg, 2010).

Firms pursuing a hybrid strategy have a dual emphasis: they seek both efficiency (low costs) and
differentiation. Even Porter (1985) notes that firms pursuing a differentiation strategy should have
cost-parity with competitors, and firms having low-cost leadership should also have differentiation-
parity with competitors. Such parity reflects to a great extent the idea of combined or hybrid
strategies. Otherwise, being stuck in the middle would produce no competitive advantage at all, with a
high cost position and a low level of differentiation (Pertusa-Ortefgal, 2009). Leitner &
Guldenberg (2010) found that small and medium enterprises (SMEs) that pursue a combination
strategy achieve equal or greater financial performance than SMEs with cost-efficiency or
differentiation strategies. Firms following a hybrid strategy also outperform companies with no
generic strategy in terms of profitability and growth. Pertusa-Ortggal. (2009) also provide
empirical evidence that hybrid strategies are related to higher firm performance levels, regardless of
the industrial sector to which they belong. They add that innovation differentiation has become one of
the most important dimensions in terms of firm competitiveness. Firms pursuing hybrid strategies may
address customer needs better; they may be more difficult to imitate; and they may generate a more
flexible, wider view.

Parnell (1997) also notes that “stuck in the middle” includes firms that attempt to combine strategies
in a haphazard manner and those that balance low-cost and differentiation strél@etpesers” in
the study experienced superior profitability while maintaining competitive growth rates.

Dess & Davieq1984) note that the strategy—performance link depends on the performance indicator
used. They used cluster analysis to identify the pattern of intended strategies in a fragmented industry.
Companies pursuing a low-cost strategy were the best those sales growth, companies pursuing focus
strategies had the highest performance, followed by low-cost, then differentiation, and finally stuck-
in-the-middle.
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The Strategy —Performance Gap

There is a gap in the literature concerning strategic practices as they relate to organizational

performance (Allen & Helms, 2006). There are three reasons for this gap. The first reason relates to

the perspective used in examining the strategy—performance link. The second reason relates to the
existence of a large number of moderators and mediators when studying such a relationship. The third
reason relates to the different approaches used in measuring performance.

Perspective With regard to the perspective used in examining the strategy—performance gap, a
number of researchers note that Porter emphasized forces driving industry competition and how they
affect performance. Thus, Porter emphasizes one single perspective—the industrial organization
theory—in examining firm performance, and ignores the resource-based perspective (@Ragan
2011).The industrial organization perspective has been criticized for its inability to explain large
performance variances within a single industry (Parnell, 2006). The company resources and
competencies required to implement each strategy effectively also affect performance (Q@falyell

1993; Olsoret al, 2005; Walker & Reukert, 1987). In the same vein, Masokowski (1993) reports that
for entrepreneurial firms, certain types of resources and certain types of strategies associated with
these resources will lead to superior performance.

Chan & Wong (1999) note that the positive effect of hybrid strategy depends on a bank’s organizing
and coordinating capabilities, which are developed and refined through managerial commitment,
learning, and experience, as well as a careful assessment of various organizational activities and their
interrelationships within the entire business system. In their study of local and foreign firms operating
in China, Li & Li (2008) argue that the lack of managerial competencies leads to problems in
addressing the conflicting objectives of high quality and low cost at the same time. Supporting this
view, Li et al.,(2009) argue that, for multinational companies (MNCs) working in China, political ties
impede and business ties strengthen the positive effect of a differentiation position on foreign firms’
profitability. Finally, Leitner & Guldenberg (2010) note that the use of modern technologies and
management practices, such as quality management and flexible production technologies, allow firms
to simultaneously reduce costs and differentiate products. A combination strategy may help to reduce
market risk and maximize long-term performance.

A comprehensive understanding of the strategy—performance relationship requires the inclusion of
both sets of strategic factors, differentiation and low cost (Parnell, 2006).The concept of strategic
groups provide an intermediate frame of reference between viewing the industry as a whole and
considering each firm separately (Parnell, 2006; O’'Fagekl, 1993). Parnell (2006) states that
strategic groups are composed of businesses in a given industry that seek to execute similar
competitive strategies. If strategic groups can be identified, comparisons between their performances
can be made to see if a particular strategic approach is superior to the others (Chan & Wong, 1999).

Moderators and mediators. The second reason for the strategy—performance gap is related to the large
number of moderators and mediators in the strategy—performance link. Campbell-Hunt (2000) notes
that the failure of the paradigm’s theory of performance to provide one universal explanation, based
on the presence or absence of specialization in competitive strategies, suggests that contingency
theories of performance may now offer more powerful insights into the sources of effective
competitive strategy.

The most important moderator identified is the firm’s environment. Li & Li (2008) provide empirical
evidence that the effect of generic strategies on financial performance is moderated by the scope of
market coverage (whether the firm is domestic or foreign) and by the degree of market concentration,
and that MNCs may attain higher performance when using cost-based or dual strategies. Conversely,
Baack & Boggs (2008) report that cost-leadership strategy by developed-country MNCs is rarely
effective in emerging markets, and that MNCs may benefit from using different strategies in different
markets.

Market concentration is another environmental moderator of the strategy—performance link. Li & Li
(2008) report that the effect of a differentiation strategy is stronger when the level of market
concentration is low rather than high. Parker & Helms (1992) also argue that cost strategies alone may
be insufficient if cost emphasis is the industry norm.
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Amoako-Gyampah & Acquaah (2008) note that increased competition resulting from economic
reforms in Ghana can lead a firm pursuing a cost-leadership or a differentiation strategy to emphasize
quality in order to to achieve higher performance. Davis and Walters (2004) examine environment,
strategy, and performance among firms in China. Their results indicate that firms in China do not
trade off one strategic direction against another, and certain strategy/environment coalignments have
significant implications for performance. Parnell (1997) argues that balancers may succeed when
buyers demand high value, whereas organizations adopting pure strategies may succeed when buyers
are more diverse in their wants and needs. It is also possible that in stable, mature industries, pure
defender strategies may yield the highest performance levels.

A number of researchers have examined the effect of organizational variables as shared. functional
coordination, with responsibility for key functions unified under the business manager.

Lumpkin & Dess (2006) examined the moderating role of simplicity on the relationship between
strategy and performance measured by market share, profitability, and return on investment. All three
of the performance variables were significant for the overall low-cost strategy, and one of the
performance variables (market share) was statistically significant for the focus strategy. None of the
performance variables were statistically significant for the differentiation strategy. This indicates that
performance is higher when simplicity is matched with strategy content that is relatively simpler. That
is, a strategy that is focused or directed towards a narrowly construedsgealas cost cutting or

niche marketing, is likely to benefit from simplicity in strategy-making.

Parnell (2010) also reports the moderating role of strategic clarity on the relationship between strategy
and performance. He finds that businesses with either low or high strategic clarity outperform those
with moderate levels.

Measuring performanceThe third reason for the inconsistency in research findings related to the
strategy—performance relationship is the difficulty of measuring organizational performance. This
difficulty results from having various groups of performance indicators, with each group measuring
different aspects. Walker & Reukert (1987) state that the important performance indicators can be
classified into three groups: effectiveness, efficiency, and adaptability. Effectiveness measures reflect
the success of a firm’s products and programs in relation to those of competitors in the market. It
includes sales growth in relation to a competitor and growth in market share. Efficiency measures
reflect the outcome of business programs in relation to the resources used to produce them. They
include measures such as profitability as a percentage of sales and ROI. Adaptability measures reflect
the success of the business over time in responding to changes in the environment. It includes
measures such as the percentage of sales from products introduced in the last five years. Empirically,
Kumar & Subramanian (1998) used several different performance indicators when examining the
strategy—performance link. They suggest the use of an adaptability measure (new product
development) for the differentiation strategy, and an efficiency measure (expense control) for the low-
cost strategy.

Allen & Helms (2006) mention another difficulty in assessing the strategy—performance link. They
argue that when a sample contains a variety of industries, performance measurement and comparisons
can be particularly problematic. What is considered excellent performance in one industry may be
considered poor or middling performance in another industry. If researchers limit themselves to a
single industry, the performance measures may be more meaningful, but the findings cannot
necessarily be generalized to other industries.

Finally, Park & Helms (1992) provide empirical support that pure strategies are associated with
specific managerial objectives. Growth in sales revenue and employment are associated with
differentiation, while financial performance is related to cost containment activities. These findings
suggest a need to match generic strategies with the desired goals. When firms combine generic
strategies, they are pursuing multiple goals.
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RESEARCH METHODOLOGY
Pagpulation and sampling

The population of the study is defined as all the medium- and large-sized organizations operating in
the Kingdom of Bahrain. The list of these organizations was obtained from the Consulting and
Training Centre at the University of Bahrain, which provides such services to a large number of
Bahraini organizations. Hoskiss@t al. (2000) has observed that obtaining representative samples
through conventional sampling techniques may be problematic in emerging economies due to missing,
inaccurate, and inconsistent information. The list includes 154 organizations of all kinds, i.e.,
manufacturing, services, and governmental organizations. The sampling unit is the company, and the
sampling element is the manager who manages a certain unit within the organization and has at least
six months’ work experience with this organization. The use of key informants is justified because
these managers have issue-related knowledge and hence the ability to answer the questionnaire.

A simple random sample of 80 organizations was drawn from the list. Sixty-eight responses to the
guestionnaire were obtained, six of which were eliminated during the verification process for the
analysis of data. The final sample was 62 responses, yielding a response rate ofwH)ChY%s
considered an acceptable rate in this kind of survey.

Measurement of Research Variables

Three groups of variables were included in the analysis. The first group of variables includes
information about the organization and the sector to which it belongs.

The second group of variables includes strategic tactics. The scale used was the one developed by
Allen & Helms (2006) for strategic tactics. The scale included 25 items related to various strategic
tactics such as vigorous pursuit of cost reduction, innovation in marketing, and emphasis on
advertising. Respondents were asked to estimate how frequently the various strategic practices are
used by their organization, on a scale from 0 (never) to 100 (always).

The third group of variables includes performance measures. The difficulty of obtaining objective
performance measures and the use of a multi-industry sample is well documented in the literature
(Allen & Helms, 2006; Pertusa-Orteget al, 2009). The problem is even greater in emerging
economies because of the inherent problem of financial reporting that is not based on conventional
standards, problems of comparing financial reports over time when different systems are used,
inflation, and firms hiding profits to evade taxes (Hoskissbral, 2000). Therefore, subjective
performance measures were used. These measures were growth in total revenues, growth in total
assets, net income growth, market share growth, and overall performance (Allen & Helms, 2006). A
five-point scale was used with anchors lowest (1-20%) and highest (81-100%), in additioroto a “
applicabl€ point (0).

Factor Analysis and Reliability Tests

Before the cluster analysis, factor analysis was conducted to examine convergent validity of the
research variables. Table 1 shows that the Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy
for factor analysis was .682 and Barlett's test of sphericity was 858.921 (significant at .000). These
two tests showed that factor analysis could be used to analyze the data.

Table 1. Kmo And Barlett's Test Of Sphericity

Kaiser-Meyer-Olkin measure of sampling adequacy .682
Bartlett’s test of sphericity Approx. chi-square 858.921
Df 253
Sig. .000

For the strategic tactics, confirmatory factor analysis was conducted and the 25 competitive method
scores were subjected to principal components factor analysis, with four as the number of factors. A
varimax rotation was employed to simplify the factor matrix columns and to obtain a well-defined
grouping of variables on each factor. The percentage of variance explained by the four factors was
58.772. Allen & Helms (2006) included the highest factor loadings for each item. They noted that this
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is not to imply that any of the individual strategic practices is exclusive to a single strategy. Similar to
their results, training of front-line employees cross-loaded on the three factors, but the highest loading
was on factor two. Table 2 shows the results of the factor analysis for strategic tactics and the alpha
coefficients for the resulting factors.

Table 2. Factor Analysis And Alpha Coef Ficients For Strategic Tactics

Component Matrix

Fador 1 Factor 2 Factor 3 Factor 4
Alpha =.814 | Alpha =.699 | Alpha Alpha =.46
=.89
Vigorous pursuit of cost reductions .939
Tight control of overhead costs -.709
Deleted
Providing outstanding customer service -.536
Improving operational efficiency .939
Controlling the quality of products/services .756
Extensive training of front-line personnel .503
Intense supervision of front-line personnel 716
Extensive training of marketing personnel .581
Maintaining high inventory levels (for .596
manufacturing organizations) or high staffin
levels (for non-manufacturing organizationg
Competitive pricing .502
Developing a broad range of new .678
products/services
Refining existing products/services .504
Developing brand or company name 465
identification
Innovation in marketing techniques and 732
methods
Providing specialty products/services .766
Producing products/services for high-price .827
market segments
Utilizing advertising .693
Building a positive reputation within the .619
industry for technological leadership
Forecasting existing market growth 467
Fostering innovation and creativity .604
Partnering with suppliers .520
Minimizing distribution costs (for 727
manufacturing organizations) or service costs
(for non-manufacturing organizations)
Dropping unprofitable customers .668
Building market share .557
Target niche .806

~Q

Based on the results of the factor analysis, four factors were obtained. The first factor includes the
items reflecting extensive training of front-line employees, developing a broad range of products,
innovation in marketing techniques and methods, providing specialty products and services, producing
products/services for high-price market segments, utilizing advertising, building a positive reputation
within the industry for technological leadership, forecasting existing market growth, fostering
innovation and creativity, and partnering with suppliers. This factor was named “differentiation.”
Alpha coefficient for this factor was .814.

The second factor includes items related to tight control of overhead cost, providing outstanding
customer service, intense supervision of front-line employees, extensive training of marketing
personnel, maintaining high inventory levels (for manufacturing organizations) or high staffing levels
(for non-manufacturing organizations), competitive pricing, refining existing products, minimizing

distribution costs (for manufacturing organizations) or service costs (for non-manufacturing
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organizations), dropping unprofitable customers, and building market share. Alpha coefficient for this
factor was .18, but when the overhead was eliminated, alpha coefficient reached .70. This factor was
named “hybrid strategy.”

The third factor included items related to vigorous pursuit of cost reduction, improving operational
efficiency, and controlling the quality of products and services. This factor was named “low cost.”
Alpha coefficient for this factor was .89.

The fourth factor included two items related to developing brand or company name identification and
targeting a market niche. This factor was named “focused differentiation.” Alpha coefficient for this
factor was .46. This factor was thus eliminated from further analysis.

Based on these findings, the three variables of “differentiation,” “low-cost,” and “hybrid” strategies
will constitute the cluster variate in the cluster analysis.

The Use of Cluster Analysis

Cluster analysis is an exploratory data analysis tool for organizing observed data (e.g., people, things,
events, brands, companies) into meaningful taxonomies, groups, or clusters, based on combinations of
variables, which maximizes the similarity of cases within each cluster while maximizing the
dissimilarity between groups that are initially unknown (Burns & Burns, 2008).

A number of researchers have stated that respondents can be classified into a number of distinct
strategic groups based on the strategies they employ (e.g., Dess & Davis, 1984; Kim & Lim, 1988).
Chan & Wong (1999) argue that cluster analysis can be used to identify strategic groups; comparisons
between their performances can then be made to see if a particular strategic approach is superior to the
others. O’'Regaret al. (2011) note that cluster analysis has been a preferred methodology for many
strategy—performance studies, especially exploratory investigations at the strategic group level of
analysis. The primary weakness of cluster analysis is that it concentrates on similarities within clusters
(groups) and does not account for strategy differences within groups.

The six-stage model-building approach recommended byedtlair (1998) was used.

Defining the problemThe first stage includes defining the research problem, the research objectives,
and the cluster variate. The cluster variate is the set of variables representing the characteristics used
to compare objects in the cluster analysis. The cluster variate in this research will include
differentiation and hybrid strategic tactics.

Research designThe second stage in cluster analysis is the research design. This step includes
decisions related to detection of outliers, determining whether data should be standardized, and
determining how similarity should be measured.

With respect to outliers, two types of analysis will be undertaken, one for detecting univariate outliers
and the other for detecting multivariate outliers (University of Texas) .One way to identify univariate
outliers is to convert all of the scores for a variable to standard scores. If the sample size is small (80
or fewer cases), a case is an outlier if its standard score is £2.5 or beyond. Only two outliers were
detected for the differentiation variable and hybrid; they were deleted from the analysis.

The Mahalanobis test of distance was used to detect multivariate outliers. The Mahalanobis D
evaluates the position of each observation compared with the center of all observations on a set of
variables (Hairet al, 1998, p. 67). The significance levels fof Were calculated and sorted
agendingly. Cases with significance levels less than .001 are considered outliers. Two cases were
eliminated as outliers. Thus, the final sample size is 60.

With respect to standardizing the variables, non-standardized coefficients were used since the three
variables in the cluster variate were measured using the same 7-point scale. For measuring similarity,
distance measures of similarity represent similarity as the proximity of observations to one another
across the variables in the cluster variate (ldaial, 1998, p. 484).The squared Euclidean distance

will be used. The Euclidean distance is the length of the hypotenuse of a right triangle

Determining the assumptionghe third stage in the cluster analysis is to determine the assumptions of
the analysis. These assumptions are identified by é¢dait. (1998) as sample representativeness and
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absence of multicollinearity. The sample used in this research is a simple random sample, which
means that the first assumption (representativeness) is valid. To examine multicollinearity among
variables included in the cluster variate, Myeisal. (2006) recommend the use of variance inflation
factors (VIF). VIF measures the degree of linear association between a particular independent variable
and the remaining independent variables in the analysis. As shown in table 3, the VIFs of the three
variables included in the cluster variate were less than 10, indicating absence of multicollinearity
(Norusis, 1990).

Table 3. Tests Of Multicollinearity

Collinearity statistics
Model Tolerance VIF
Low-cost 877 1.140
Hybrid 434 2.306
Differentiation 451 2.217

Deriving clusters The fourth stage involves deriving clusters and assessing overall fit. In this stage

the clustering algorithm is selected. This algorithm refers to the set of rules used in clusterieg (Hair

al., 1998). For such a small sample size, the hierarchical cluster analysis is recommended (Norusis,
1990). It starts with each case as a separate cluster— there are as many clusters as cases—and then
combines the clusters sequentially, reducing the number of clusters at each step until only one cluster
is left (Burns & Burns, 2008). Ward’'s method will be used, since it measures the distance between
two clusters as the sum of squares between the two clusters summed over all variabktsaltiair

1998).

To determine how many clusters should be formed, était. (1998) state that it is best to compute a
number of different cluster solutions and then decide among the alternative solutions by using a priori
criteria, practical judgment, common sense, and theoretical foundations. Based on Dess & Davies
(1984) and Allen & Helms (2006), a four-cluster solution was selected to reflect clusters related to
differentiation, low-cost, and hybrid strategies.

Interpreting the clustersStage five is the interpretation of the clusters. This entails labeling the
clusters and describing their profiles. Descriptive statistics were used to examine the four clusters.
Table 4 presents descriptive statistics and results of one-way analysis of variance. The table shows
that the four clusters vary significantly with respect to the variables included in the cluster variate.

Cluster 1 consisted of 22 companies and had the highest score for differentiation and hybrid strategies.
The low-cost strategy score was lower than that of cluster 3. This cluster was named “differentiators.”

Cluster 3 consisted of nine companies. It had the highest score with respect to low-cost strategy (F <
.000). The scores of differentiation and hybrid strategies were slightly lower than that of cluster 1 but
were higher than the same scores obtained from clusters 2 and 4.This cluster was called “low-cost
providers.” Clusters 2 (n = 17) and 4 (n = 12) represented hybrid strategies but with different strategic
postures. While cluster 4 had higher scores than cluster 2 with respect to differentiation and hybrid
strategies, both clusters had almost the same scores with respect to low-cost strategy. Cluster 4 was
thus named “hybrids,” and cluster 2 was called “stuck in the middle.”

Validation Stage six is the validation of the cluster solutions. Burns & Burns (2008) recommend the
use of ANOVA to validate the differences. One-way ANOVA was used to examine differences
among the means of the four clusters with respect to the five performance indicators. Significant
differences were obtained for three performance indicators: total assets growth, market share growth,
and overall performance. For total assets growth, hybrids had the highest mean, followed by low-cost
providers, differentiators, and finally stuck-in-the-middle (F < .001). For market share growth, low-
cost providers had the highest mean, followed by differentiators, hybrids, and stuck-in-the-middle (F
< .00). For overall performance, differentiators had the highest mean, followed by low-cost providers,
hybrids, and stuck-in-the-middle (F < .000). No significant differences were obtained among the
means of the four clusters for net income growth and total revenue growth.
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Table 4. Descriptive Statistics And Results Of One-Way Anova

Cluster 2
squares square Differentiations]tilégll(em theLow-cost Hybrid

Between 4 4 d
Differentia | grops 25.871) 3| 8.624/27.290| .000 5.4 3.9¢ 5.4 4.55
tion Within groups 17.696| 56| .316

Total 43568 59

Between 7018 3| 2.339 8857 .000 5.47 3.9¢ 5.4 4.55
Hybrid ~ 9rouPs

Within groups 14.791] 56| .264

Total 21.809 59

Between 41.001 3|13.667 41.258/ .000 4.37 3.96 4.93 3.95
Low-cost gr_ou_ps

Within groups 18.551] 56| .331

Total 59.551] 59
Total Sfot:’]";:” 31480 3/10.493 6.437| .001 2.44 3.2 404 458
afjj,ﬁi Within groups 91.285 56| 1.630
9 Total 122.765 59
Net Sfot:";se” 19.153 3| 6.384| 2.021| .121 5.23 4.2 4.71 3.25
'”rg%“ﬁ Within groups | 176.884 56| 3.159
9 Total 196.037 59
Market ggﬁﬁf” 51778 3|17.259 6.628 .001 5.54 3.41 5.67 4.75
S?:\;;h Within groups | 145.822] 56| 2.604
9 Total 197.600 59
Total Between
revenue | 1SS 2321 3| .774) 692 .561 3.64 3.72 4.0 3.42
growth group

Within groups 62.572] 56| 1.117

Total 64.892 59
overall Sfot:’]";:” 54.462 3/18.154| 8.435 .000 55 3.35 51 375
E:fforma” Within groups 120.521] 56| 2.152

Total 174.983 59

The strategy—performance link has been examined by a large number of researchers, with conflicting
results. Porter’s generic strategies are among those most heavily investigated by strategic management
scholars. A number of researchers have argued that, in addition to these strategies, firms can also
pursue hybrid strategies. These strategies vary from having no strategy, to pursuing aspects of low-
cost and differentiation at the same time, to changing strategies over time (Leitner & Guldenberg,
2010).

The purpose of this research was to explore theemdst of generic strategies among a sample of
firms in Bahrain and to understand how these strategies affect some performance indicators in this
emerging economy. The results of the factor analysis reveal the existence of four strategies:
differentiation, hybrid, low-cost, and focused differentiation. Differentiation strategy depends mainly
on marketing practices such as developing a broad range of products, innovation in marketing
techniques and methods, providing specialty products and services, producing products/services for
high-price market segments, utilizing advertising, building a positive reputation within the industry for
technological leadership, forecasting existing market growth, fostering innovation and creativity, and
partnering with suppliers. Allen & Helms (2006) note that, for the differentiation strategy, innovation
seems to be the most critical factor for success. Fostering innovation and creativity, as well as
innovation in marketing technology and methods, were both significant as well. Hybrid strategy
included factors related to tight control of overhead cost, providing outstanding customer service,
intense supervision of front-line employees, extensive training of marketing personnel, maintaining
high inventory levels (for manufacturing organizations) or high staffing levels (for non-manufacturing
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organizations), competitive pricing, refining existing products, minimizing distribution costs (for
manufacturing organizations) or service costs (for non-manufacturing organizations), dropping
unprofitable customers, and building market share. It is called “hybrid strategy” because it combines
certain tactics of low-cost providers and differentiators. Low-cost strategy included factors related to
vigorous pursuit of cost reduction, improving operational efficiency, and controlling the quality of
products and services. Finally, focused differentiation included two factors related to developing
brand or company name identification and targeting a market niche. Because of the low reliability of
this variable, it was eliminated from the analysis. The fact that innovation is a major tactic used by
differentiators provides support to the findings of Allen & Helms (2006). Furthermore, the inclusion
of quality control in the low-cost strategy is consistent with the findings of Amoako-Gyampah &
Acquaah (2008) in Ghana that quality should be part of both low-cost and differentiation strategies of
firms in emerging economies.

Conversely, the factor analysis findings differ from those of Allen & Helms (2006) in some respects.
While this research reported the existence of four factors related to differentiation, low-cost, focused
differentiation, and a hybrid strategy, Allen & Helms (2006) report four somewhat different factors
low-cost leadership, differentiation, focused cost, and focused differentiation. Our findings partially
support the findings of Dess & Davies (1984), who report the existence of three sets of strategic
tactics low-cost, differentiation, and hybrid strategies.

A six-step cluster analysis was conducted using the three variables of low-cost, differentiation, and
hybrid strategy as the cluster variate. Four clusters were obtained. The first cluster (n = 22)
represented differentiators. These were companies with the highest mean with respect to
differentiation and hybrid strategies. Cluster 3 (n = 9) included low-cost providers, i.e., firms that

pursue cost-reduction techniques. The means of differentiation and hybrid strategies for this group
were slightly lower than those of differentiators. Cluster 4 (n = 12) included hybrids. The mean of this

cluster was higher than that of cluster 2 with respect to differentiation and hybrid strategies, but they
had the same scores with respect to low cost. Finally, cluster 2 (n = 17) included stuck-in-the-middle
firms. The scores of this cluster were the lowest for all three variables.

A number of findings were obtained from the cluster analysis. First, the relatively close scores of
differentiation and low-cost practices for both low-cost and differentiation clusters means that even
low-cost providers undertake some practices related to differentiation, and firms seeking
differentiation also pursue some practices related to low cost. This is consistent with Porter’s notion
that low-cost providers should have some basis for differentiation in order to be able to compete with
differentiators and the reverse is also true. Karnani (1984) also notes that a firm cannot pursue one
strategy at the expense of the other. Hybrids also had high scores for differentiation, while stuck-in-
the-middle had low scores on differentiation practices. This finding reflects the fact that companies
pursuing differentiation, low-cost, or hybrid strategies tend to emphasize marketing-related practices
as a way to differentiate their products. In economies such as Bahrain, where consumer purchasing
power is generally high and a large number of imported products compete with locally produced
goods and services, differentiation based on branding, specialty products, advertising, and other
marketing practices is a must.

Second, the cluster analysis distinguishes between the two strategies of hybrids and stuck-in-the-
middle firms. Hybrids have higher scores than stuck-in-the-middle for differentiation, low-cost, and
hybrid strategies. This means that the two strategies reflect two different strategic stances. While
hybrids deliberately pursue different practices to achieve a competitive advantage, stuck-in-the-middle
companies fail in these efforts. This provides support to Leitner & Guldenberg (2010), who argue that
stuck-in-the-middle firms do not constitute a homogenegtsup; there are companies that
deliberately combine traditional low-cost production and differentiation, firms that change their
strategy, and those that have no strategy.

Third, ANOVA revealed the existence of significant differences among the four clusters with respect

to three performance indicators: total assets growth, market share growth, and overall performance.
Hybrids had the highest score for total assets growth, low-cost providers had the highest score for
market share growth, and differentiators had the highest score for overall performance. These findings
mean that the specific strategy—performance link will depend on the type of performance measure
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used. For companies pursuing a low-cost strategy, a higher market share is a plausible goal to pursue
in order to achieve scale economies. Conversely, differentiators might be able to achieve better overall
performance because of their emphasis on better satisfaction of the needs of their target market.
Finally, hybrids had the highest performance related to total assets growth. This finding provides
support for the study of Leitner & Guldenberg (2010), who report higher growth rates for small- to
medium-sized firms pursuing a hybrid strategy. It also supports the findings of Parnell (1997), who
reports that balancers (who do not adopt one pure strategy) maintain higher return on assets measured
through financial indicators. It contradicts the findings of Dess & Davis (1984), however. They report
that a focused low-cost strategy provides the highest total assets growth. Hybrids undertake a
combination of low-cost and differentiation strategic tactics; they address customer needs better; they
may be more difficult to imitate; and they may generate a more flexible, wider view than firms
pursuing pure strategies (O’'Regatnal, 2011). Thus, hybrids may appear as better performers under
certain circumstances, such as specific demand conditions that do not support differentiation beyond a
standard readily achievable by competitors; new organizational structures; information technology
(Campbell-Hunt, 2000); modern production technology; and management practices that allow firms to
simultaneously reduce costs and differentiate products (Leitner & Guldenberg, 2010). The low scores
for all performance indicators for stuck-in-the-middle firms also provide support for the findings of
Leitner & Guldenberg (2010) for firms with no coherent strategy.

The above findings shed some light on the complexity of examining the strategy—performance link.
This complexity is reflected in the inconsistency in research findings concerning this link. It stems
from having a large number of performance determinants with generic strategies constituting only one
single determinant. These determinants include environmental and firm determinants. Industry
structure is also a major environmental determinant. Variables such as cost economies, scope
economies, and industry advertising expenditures affect various organizational performance indicators
even though the effect of strategy might be more pronounced (Spaabs2004). In addition to
environmental variables, firm determinants such as resources, competencies (Detsalpa005),

and goals (Park & Helm4,992) also affect performance measufdse analysis more complicated

given the existence of different performance measures and the fact that various strategies affect these
measures in different ways.

Research Implications

This research has a number of implications for both academicians and practitioners. Academically, it
attempts to examine the strategy—performance link in an emerging economy. In such economies,
companies are faced with high environmental dynamism and intense competition, forcing them to
pursue multiple strategic postures at the same time. The finding that companies pursuing
differentiation perform better than other firms with respect to overall performance indicates the
importance of factors such as innovation and marketing in emerging markets, where competition is
becoming more intense than before. Competition from firms based in countries with lower cost
conditions means that differentiation may be the only route to achieve performance advantages
(Pertusa-Ortegaet al, 2009). Firms pursuing a hybrid strategy emphasizing both cost and
differentiation performed better, with respect to total assets growth, than firms pursuing other
strategies. This means that flexibility might be a major competitive weapon for firms competing in
emerging economies.

From a practical viewpoint, the research offers guidelines to firms working in emerging economies
such as Bahrain. These companies will have to pursue a differentiation strategy that is based on
quality, innovation, specialty goods and services, training of front-line employees, a strong reputation,
and advertising. This means that they will have to seek a clear understanding of customer needs in
these economies so as to provide them with need-satisfying products. Marketing research is a major
tool that can be used to help marketing decisions in such economies. The challenge is even higher for
multinationals working in emerging economies. MNCs will have to examine the extent of adaptation
required in such economies.
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Limitations and Suggestions for Future Research

The major limitation of this research relates to the small size of the sample. Future research should
utilize larger samples. A number of variables can be examined that moderate the relationship between
the generic strategy type and performance. Possible moderators include type of industry, competitive
threats, environmental complexity, and dynamism. The use of a cross-sectional design is also a major
limitation of this research. O’Farredit al. (1993) note that there is no substitute for longitudinal
research to explore the dynamic causal connections and performance implications of the relationships
between competencies, competitive advantage, generic strategy, and environment. Longitudinal
research is even more important in emerging economies in order to take account of dynamic changes
in the institutional environment (Hoskissenal, 2000).

The use of cluster analysis is another limitation. Its primary weakness is that it concentrates on
similarities within clusters (groups) and does not account for strategy differences within groups
(O’'Reganet al, 2011). To overcome the problem of using a multi-sectoral sample, subjective
performance measures were used. These are sometimes biased. Different results could be obtained by
using financial measures, as well as non-financial measures such as loyalty and satisfaction. The use
of a balanced score card is recommended by some scholars (Jusoh & Parnell, 2008).

Finally, because of the exploratory nature of this research, the effect of some moderating variables
was not examined. Variables such as industry type, firm competencies, degree of market
concentration, and type of customers may moderate the effect of strategy on performance, leading to
more complex models of performance.
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