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The authors test the proposition that the effectiveness of a particular strategic orientation—reactor, de-
fender, analyzer, and prospector—is contingent upon the dynamics of the market. In mildly volatile mar-
kets, analyzer organizations are found to outperform other organization strategy types. However, in more
volatile markets, the strategy-performance alignment is less clearly determined by the market environ-

ment.

HE problem of balancing the benefits and costs
of adaptability is fundamental to business strategy
(Abernathy and Wayne 1974; Miles 1982; Miles and
Snow 1978; Weick 1979). At one extreme, the or-
ganization can maintain an external focus, with an ac-
companying ability to adapt to market change, but at
significant cost. At the other extreme, by focusing on
a narrowly defined product-market, the organization
can focus internally, but with an accompanying risk
of failing to adapt when market change occurs.
Weick (1979) summarized the inherent tradeoff
between an internal and an external focus by noting
that “adaptation precludes adaptability” (p. 135), that
is, organizations fitted to a specific niche may be un-
able to adapt to change whereas organizations de-
signed for change may not fit any particular niche.
These countervailing factors are fundamental to busi-
ness strategy (Abernathy and Wayne 1974; Miles 1982).
Adaptive capability has been related in organiza-
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tion theory to the concept of organizational slack, which
Bourgeois (1980, p. 30) defines as:
. . . that cushion of actual or potential resources
which allows an organization to adapt successfully to
internal pressures for adjustment or to external pres-

sures for change in policy, as well as to initiate changes
in strategy with respect to the external environment.

Miles (1982, p. 250), in his analysis of the ciga-
rette industry’s adaptation to changing market con-
ditions, demonstrated that cultivating the loyalty of
consumer and other constituencies and developing
managerial skills that fit “strategic alternatives for or-
ganizational coping” are forms of slack or adaptive
capability that can be strategically valuable to the or-
ganization. Similarly, Chakravarthy (1986) uses a
theory of organizational effectiveness based on de-
velopment of slack resources to discriminate between
“excellent” and “non-excellent” firms.

The adaptive organization has been characterized
as deliberately inefficient. Efficiency is associated with
a narrow scope of activities and attention, with little
variation in standard practice. Adaptive capability, in
contrast, has been associated with the “wandering or-
ganization” (Zammuto 1982), using “voluntary elab-
oration of process” (Weick 1977, p. 222) and involve-
ment of the “nonright type” individual (Cameron and
Whetten 1983, p. 257) to arrive at variations of stan-
dard practice.
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The concept of marketing adaptiveness is a useful
organizational counterpart to environmental dyna-
mism. A firm may develop the capability to adapt to
market shifts by conducting long-range market scan-
ning, monitoring customers, cultivating customer loy-
alty through appropriate marketing programs, engag-
ing in product development, monitoring competitors’
pricing, building an extensive distribution network,
developing promotional programs, screening and
training personnel, and lobbying various levels of
government for action (or inaction) favorable to the
firm. However, though these actions increase the abil-
ity of the firm to adapt to changes in the market, they
are also costly. Because building market-adaptive ca-
pability into a firm is expensive, it seems reasonable
to expect that the level of this capability will vary,
depending on the strategy of the firm.

Miles and Snow (1978), in their typology of or-
ganization strategies (reactor, defender, analyzer, and
prospector), postulate that the more active a firm is
in its pursuit of new product-market opportunities, the
more adaptive capability it will build into its tactical
base.' In the Miles and Snow typology, the firm that
attempts to be the most active in seeking new markets
(a “prospector”) is hypothesized to have the greatest
adaptive capability. As we detail subsequently, the re-
actor-defender-analyzer-prospector typology can be
viewed as an ordinal array in terms of the extent to
which firms in these categories develop adaptive ca-
pability to respond to the market.

The study we report tests the proposition that the
performance of various organizational strategy types,
where strategy is conceptualized in terms of the mar-
ket responsiveness inherent in the external-versus-in-
ternal tradeoff, is contingent on the dynamics of the
market in which the organization operates. The prem-
ises underlying the proposed relationship among mar-
ket dynamics, organization strategy, and performance
are: (1) the level of market effort is related system-
atically to the level of market adaptation required by
a firm’s strategic orientation and (2) the payoff on a
given strategy is contingent upon the match between
the adaptive content of the strategy and the dynamics
of the market.

Organization Strategy and
Market Adaptability

The Miles and Snow (1978) strategy typology—re-
actor, defender, analyzer, prospector—captures the

'In reference to the typology of organization strategies proposed by
Miles and Snow (1978), the terms “organizational strategy,” “orga-
nization strategy type,” “strategic orientation,” and “strategy type”
are used interchangeably here.
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business-level strategic tradeoff between external and
internal orientation. These four strategy types, which
are based on the firm’s product-market orientation,
constitute a continuum of increasing adaptive capa-
bility ranging from the reactor (with relatively little
adaptive capability) to the prospector (with the highest
level of adaptive capability).

The reactor is assumed to lack adaptive capability
because, in the absence of a strategic orientation, it
fails to develop the mechanisms needed to sense and
respond to (or precipitate) changes in the market. This
condition results from (1) lack of a clearly articulated
strategy by top managers, (2) lack of appropriate link-
ages between strategy and the organization’s structure
and processes, and (3) a tendency for managers to
maintain the organizational status quo despite envi-
ronmental change (Miles and Snow 1978).

The defender deliberately reduces adaptive capa-
bility (and costs associated with such capability) by
selecting a stable and narrowly defined market do-
main, which enables the defender organization to em-
phasize operating efficiency. An advantage of the de-
fender’s efficiency-based strategy is reduced operating
cost. However, a corresponding risk of such a strat-
egy, with its internal focus, is that the nature of the
market will change (see Abernathy and Wayne 1974,
Henderson 1984). Because the defender deliberately
limits adaptive capabilities, it is unlikely to notice
market change or to be able to adapt to change if it
is noticed (Miles and Snow 1978).

The analyzer maintains a stable domain, wherein
it can operate with relative efficiency, but also at-
tempts to identify (through market scanning and re-
search) emerging opportunities. Because it is often
“second in” to new product-markets, with the advan-
tage of observing and learning from the new product
problems of other firms, the analyzer often achieves
above-average new product success rates (Miles 1982).

The prospector focuses on identifying and capi-
talizing on emerging market opportunities, thus plac-
ing its primary emphasis on researching and com-
municating with the market. Because of its external
orientation, the prospector tends to maintain (and bear
the costs inherent in) extensive capabilities for re-
sponding to market change (Miles and Snow 1978).

Hypothesized Relationships

Organization Strategy-Marketing Tactics
Congruence

Contingency theory postulates that the effectiveness
of the organization depends on the congruence be-
tween elements of the organizational subsystem and
the demands of the environment (macrocongruence),
as well as the congruence of these subsystem elements
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among one another (microcongruence:).2 Day and
Wensley (1983) termed the contingency approach a
fruitful area for further research in marketing, a char-
acterization that is affirmed by several more recent
studies (e.g., Ruekert, Walker, and Roering 1985;
Walker and Ruekert 1987). Furthermore, though not
always explicitly identified, the contingency approach
is inherent in much of marketing theory (see Zeithaml,
Varadarajan, and Zeithaml 1988).

The contingency approach, which has gained gen-
eral acceptance in organizational studies, is seen by
some researchers as interacting with the managerial
choice perspective. Weick (1979) notes that actors
“enact” their environments by isolating (“bracket-
ing”) specific experiences for attention. Further,
Bourgeois (1980, 1984), Child (1972), Galbraith
(1977), and Pfeffer and Salancik (1978) note that de-
cision makers may be able to select and, particularly
in large organizations, influence their environments.
Child (1972) and Bourgeois (1984) note that man-
agers also are free to use slack resources to “satisfice”
or accept less-than-optimal performance.

Hrebiniak and Joyce (1985) attempt to reconcile
environmental “determinism” and strategic “choice”
by positioning them as separate variables. They note
four basic situations: (1) low environmental determin-
ism and high strategic choice, which they consider
compatible with the Miles and Snow prospector strat-
egy type, (2) high environmental determinism and low
strategic choice, compatible with the defender strat-
egy type, (3) low environmental determinism and low
strategic choice, compatible with the reactor strategy
type, and (4) high environmental determinism and high
strategic choice, compatible with analyzer strategy
types. This reconciliation of the “determinism”-
“choice” strategic perspectives suggests that the firm’s
freedom to respond may vary with the type of envi-
ronment, which in turn indicates a need to understand
the alignment between environment and strategic op-
tions.

Development of a contingency perspective of mar-
keting requires demonstration of (1) congruence be-
tween organization strategy and marketing tactics and
(2) maintenance of this relationship in different en-
vironmental states (Fry and Smith 1987). That is, one
must demonstrate that various strategy types conduct
their marketing activities in distinctly different ways
and that this distinctiveness is maintained in more as
well as less volatile markets.

The congruence between organization strategy and
marketing tactics can be examined in two ways—by
examining the strength of the relationship between or-
ganization strategy and marketing tactics and by com-

*See Burrell and Morgan (1979) for an overview of contingency
theory.

paring the mean level of marketing activity across
strategy types. Examining the strength of the rela-
tionship entails ranking the strategy types in terms of
their inherent adaptive capability. This approach is
supported theoretically by the framework underlying
the Miles and Snow (1978) strategy typology, which
is developed in terms of adaptive capability. That is,
the Miles and Snow typology inherently ranks the re-
actor-defender-analyzer-prospector as increasingly
adaptive strategy types. If marketing is accepted as an
adaptive, boundary-spanning function, the level of
marketing activity can be expected to increase in this
strategic order.

Prior studies lend preliminary support to the prop-
osition that the mean level of marketing effort in-
creases from the reactor to defender to analyzer to
prospector strategy types. McDaniel and Kolari (1987)
found that, for 15 of 16 marketing variables reported,
the mean was higher for analyzers than for defenders;
for 14 of 16 marketing variables the mean was higher
for prospectors than for analyzers. The results suggest
a positive correlation between the level of marketing
effort and the reactor-defender-analyzer-prospector
strategy types, ranked ordinally by adaptive capabil-
ity.
Hambrick (1983a) noted that the significantly higher
product R&D effort and marketing effort expended by
prospectors is supportive of the image of prospectors
as organizations that attend closely to the output task
and devote more resources than defenders to devel-
oping more new products. Meyer (1982), who ex-
amined market strategy in defender, analyzer, and
prospector hospitals, found that a panel of indepen-
dent health care professionals rated the defender, ana-
lyzer, and prospector hospitals as low, medium, and
high, respectively, on boundary spanning. Similarly,
defender, analyzer, and prospector organization ad-
ministrators rated the importance of the environment
and benefits from change as low, medium, and high,
respectively.

Hambrick (1982) found the frequency of interest
in, and hours of, entrepreneurial scanning to be sig-
nificantly greater in prospector organizations than in
defender organizations in the insurance industry. Snow
and Hrebiniak (1980) examined the relationship among
organization strategy, distinctive competence, and
performance in four industries. They found that top
managers in prospector organizations perceived mar-
keting and marketing-related competencies to be among
their four highest rated strengths to a greater degree
than did managers in other strategy types. Hence:

H,,: The level of marketing effort is related positively to
the level of adaptive capability inherent in the strat-
egy of the firm.

H,,: There are significant differences in the mean level
of marketing activity among organization strategy
types.
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Prior to construction of any contingency theory,
the subsystems of the organization must be shown to
be congruent and this congruence must be robust to
different environmental states. Congruence is a nec-
essary but insufficient basis for establishing a contin-
gency theory (Fry and Smith 1987). One must also
demonstrate that the system has the potential for mul-
tiple states while maintaining congruence. In this vein,
we seek to extend the finding that marketing tactics
are congruent with the strategic orientation of the firm
by examining the strategy-tactics relationship under
different environmental conditions. Hence,

H,: The organization strategy—marketing tactics relation-
ship is not affected by level of market volatility.

Organization Strategy and Firm Performance

Though Miles and Snow (1978) suggested there would
be no significant differences in performance among
the strategy types, Bourgeois (1980) hypothesized that
the relationship between performance and adaptive
capability (which Bourgeois relates to organization
slack) would be positive, up to a point, then negative;
in other words, a curvilinear relationship was hypoth-
esized (see Figure 1). Snow and Hrebiniak (1980) re-
ported the highest mean performance among analyz-
ers, with defenders and prospectors at substantially
lower and approximately equal levels (see Figure 1).
If the strategy types were arrayed ordinally in terms
of increasing adaptive capability, it would follow that,
in general, the optimal performance would occur in
the organizations that balance adaptive and efficiency

FIGURE 1
Relationship Between Adaptive Capability,
Strategy Type, and Firm Performance®
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needs—the analyzers. This situation can be expected
because, though the reactor (and, to a lesser extent,
the defender) will not adapt to market change as well
as the analyzer and prospector types, the prospector
must pay for its adaptive capability with inefficiency.
Hence,
H;: The relationship between organization strategy and
performance is curvilinear, with optimal performance

occurring in organizations that balance efficiency and
adaptive requirements (i.e., the analyzers).

Organization Strategy, Market Volatility, and
Firm Performance—A Contingency Perspective

Though in the aggregate the analyzer strategy is pro-
posed to be the most effective, the level of adaptive
capability needed by the organization to achieve su-
perior performance can be expected to depend on the
level of environmental dynamism. In a strongly pos-
itive volatile market (i.e., a market growing strongly
but at an uneven rate), opportunities for the organi-
zation are expanding. Further, in such markets, if the
firm does not actively increase slack, the ratio of
adaptive capabilities to externally available resources
will decrease automatically. Therefore, the greater the
adaptive capability inherent in an organization’s strat-
egy (the prospector), the more effective its perfor-
mance is expected to be. In moderately volatile mar-
kets, an organization can be expected to be rewarded
for balancing adaptive capability (to take advantage
of opportunities) with efficiency requirements. In such
markets, the analyzer strategy can be expected to be
more effective. In a negatively volatile market, op-
portunities for the organization are generally declin-
ing. Further, the ratio of operating costs associated
with adaptive capability to externally available re-
sources will increase automatically in such markets if
the firm does not actively reduce such costs. Such
markets therefore can be expected to systematically
reward strategies that emphasize efficiency—de-
fender strategies. This expectation is consistent with
research results indicating that banks producing su-
perior performance in recessionary environments
maintain relatively lower operating costs and are less
“loaned up” than other banks (Ford and Olsen 1978).
Hence, the following propositions suggest a con-
tingency view of the relationship among market vol-
atility, organization strategy, and performance.

H,: Market volatility moderates the relationship between
organization strategy and performance.

a. In markets characterized by high positive volatil-
ity, organization performance is related directly and
positively to the adaptive capability inherent in or-
ganization strategy. Prospectors outperform other
organization strategy types.

b. In markets characterized by mild positive volatil-
ity, the relationship between organization strategy
and organization performance is curvilinear, with
optimal performance occurring in analyzer orga-
nizations.
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¢. In markets characterized by negative volatility, or-
ganization performance is related negatively to the
level of adaptive capability inherent in organiza-
tion strategy. Defender organizations outperform
other organization strategy types.

The Model

The interrelationship among the primary elements of
our study—market volatility, organization strategy type,
marketing tactics, and organization performance—are
represented in terms of a generalized moderating ef-
fects model (see Boal and Bryson 1987). In terms of
this model, the effect of organization strategy and
marketing tactics on performance cannot be known
without also knowing the environmental context (see
Figure 2).

Sample Selection and Research Design

The banking industry was selected for study because
it satisfies the need for multiple markets (character-
ized by different levels of market volatility) while pro-
viding a single context within which questions can be
framed. Within the banking industry, the study was
confined to banks operating in the seven states that
have unit banking laws (so that individual unit per-
formance, organization strategy, and marketing tac-

tics could be associated with individual markets). States
with unit banking laws restrict banks to a single pri-
mary location, though they permit the use of auxiliary
teller operations (including automated teller ma-
chines) within a limited geographic area (Roussakis
1984). Consequently, banks operating in states with
unit banking laws report operating results that pertain
largely to the single geographic market area where they
are located (in contrast to banks operating in states
that allow branching, which consolidate reports for di-
verse markets). The study was restricted to one in-
dustry because it was useful to frame questions that
would have a common meaning among the respon-
dents and common measures of performance (consis-
tent with the approach suggested by Harrigan 1983).
Single-industry studies are characteristic of a large body
of research in the strategy literature because they pro-
vide some degree of control over environmental pe-
culiarities that confront individual organizations
(Harrigan 1983; Snow and Hambrick 1980). These
constraints enhance the internal validity of the study,
but reduce the extent to which the findings can be
generalized to other environmental contexts.

Fifty standard metropolitan statistical areas in seven
unit banking states were examined. Volatility of total
deposits in each market during the period 1981-1985

FIGURE 2
Relationship Among Market Environment, Organization Strategy Type, Marketing Tactics,
and Performance
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was measured by the coefficient of variation of first
differences. This procedure resulted in a measure of
volatility unique to each market, depending on the ex-
tent to which the market was changing at an irregular
rate. Markets growing rapidly and irregularly were as-
signed high positive values and markets declining at
an irregular rate were assigned negative values. The
50 markets then were arrayed by level of volatility.
Ten of the markets were used in a pilot study. Of the
remaining 40 markets, a total of 31 markets were se-
lected for use as subsets representing high positive,
mild positive, and negative market volatility. (Spe-
cifically, high positive volatility ratings were those
greater than 1, ranging up to 5.5, mild volatility rat-
ings were in the range O to 1, and negative volatility
ratings ranged from O to —10.5). In all cases, with
the exception of one large market, all area banks were
included in the sample frame. In the one exception,
a systematic random sample of banks was selected.
The resultant sample frame consisted of 560 banks.
Questionnaires with accompanying cover letters were
mailed to the CEOs of the banks, followed by re-
minder postcards and second letters (together with a
copy of the questionnaire). In all, 333 usable re-
sponses were obtained, a 59% response rate. A chi
square test comparing the asset sizes confirmed that
banks responding to the survey were not significantly
different from nonrespondents (x° = 2.34, x°., = 7.81,
p < .05).

Measurement

Market volatility. Volatility refers to the extent to which
the pertinent environmental elements have a random
pattern over time (Bourgeois 1985). Several ap-
proaches have been used to measure objective (as op-
posed to perceived) market volatility (Dess and Beard
1984; Snyder and Glueck 1982; Tosi, Aldag, and Storey
1973). Most of these approaches use variation about
some mean (coefficient of variation) or about a regres-
sion line (error variance). The approach we used is
the coefficient of variation of first differences, com-
puted as the square root of the sum of the squared
deviations of year-to-year differences in sales from the
average of those differences, divided by that average.

This approach results in a unique objective mea-
sure of the volatility in each market designed to cap-
ture irregular change in the market. It is an improve-
ment over earlier measures in that it identifies market
change objectively and results in a unique, interval-
level measure of volatility.

It is important to distinguish between the objective
measure of market change used in our study and sub-
jective measures of market uncertainty. Bourgeois
(1980) distinguishes between these two approaches to
environmental measurement, noting that, though both
are valid, they are measures of different constructs.

26 / Journal of Marketing, July 1989

Specifically, subjective measures of perceived market
uncertainty may be a function of personal, organiza-
tional, and environmental characteristics.

Organization strategy type. The respondents were
asked to identify the strategy of their organization in
terms of the four generic strategies of the Miles and
Snow typology. This self-typing approach to identi-
fication of strategy has been used in several studies
(McDaniel and Kolari 1987; Snow and Hrebiniak
1980).> Of the total of 333 responding banks, 54 were
identified as prospectors, 87 as analyzers, 157 as de-
fenders, and 31 as reactors. Four respondents did not
answer this question.

Marketing tactics. Eight tactical marketing con-
structs were considered: market scanning, product de-
velopment, pricing analysis, distribution intensity, ad-
vertising, screening of customer contact personnel,
support of customer contact personnel, and political
activity. With the exception of product development
and distribution intensity, all measures consist of mul-
tiple items, behaviorally anchored where possible.
Because of variation in the number of items per mea-
sure, the scaled measures are expressed in terms of
the proportion of aggregated points to the total points
available for that scale, so that the value for each mar-
keting tactic ranges from O to 1. Details of scale val-
ues are reported in the Appendix.

Screening and support of contact personnel were
included as marketing variables on the basis of find-
ings (and growing consensus) that service interac-
tions, and the buyer/seller interaction in particular,
are a critical part of the service exchange (Gronroos
1983; Parasuraman, Berry, and Zeithaml 1983). Po-
litical activity is included as a variable pertaining to
marketing because it is part of the exchange system
(Bagozzi 1974) and a critical marketing function (Kotler
1986; Zeithaml and Zeithaml 1984). Political activity
is especially important in the publicly regulated bank-
ing industry. Political activity was measured by ask-
ing the executives about the frequency with which
members of the bank’s top management team met with
members of city and state governmental authorities and
regulatory authorities.

Performance. Three measures of performance were
used: (1) percentage change in share of total bank de-
posits in the market for the 1983-1985 period, (2) re-
turn on assets for 1986, and (3) return on equity for
1986. Market-share-related performance was mea-
sured as percentage change in market share, which is
supported by Buzzell and Wiersema (1981) on the
grounds that it allows the comparison of gains by both

’See Snow and Hambrick (1980) for a discussion on the limitations
of the self-typing approach.
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small and large firms by taking into consideration their
beginnning positions.* Deposits for individual banks
by market reported in the 1983 and 1986 editions of
American Bank Directory were used to calculate per-
centage change in market share. Return on assets (ROA)
was computed as the income (or loss) before extraor-
dinary items and other adjustments, annualized and
then divided by average total assets. Return on equity
(ROE) was computed as the income (or loss) before
extraordinary items and other adjustments, annualized
and then divided by average total equity. Both finan-
cial measures were obtained from Sheshunoff Rating
Services, Inc. (1986).

Collectively, the three measures capture dimen-
sions of financial performance (ROA and ROE) and
operational performance (percentage change in market
share). Venkatraman and Ramanujan (1986) argue that
these are two separate domains, the financial mea-
sures reflecting “fulfillment of the economic goals of
the firm” (p. 803) and operational measures reflecting
“key operational success factors that might lead to fi-
nancial performance” (p. 804).

ROA and ROE are predominant measures of fi-
nancial performance in studies relating planning pro-
cess and strategy content to organizational perfor-
mance (see Shrader, Taylor, and Dalton 1984). The
advantages of using ROA and ROE are that (1) as
ratios, they make possible the comparison of organi-
zations of different sizes and (2) they are often pub-
licly reported. The disadvantage of these and other
accounting-based rates of return is that they may vary
from the economic rate of return (Benston 1985; Fisher
and McGowan 1983; Jacobsen 1987; Salamon 1985).
However, despite this disadvantage, no preferable al-
ternative measure of profitability is available for em-
pirical work (Long and Ravenscraft 1984). Further,
this disadvantage may be minimized in our study in
that (1) the study was conducted in a single industry,
rather than across different types of industries, pro-
ducing a situation especially conducive to financial
comparisons (Price and Mueller 1986) and (2) bank-
ing industry financial reporting is especially well reg-
ulated (Roussakis 1984) and standardized through the
Uniform Bank Performance Report and other mech-
anisms (Garcia 1985). The relevance of ROA and ROI
in assessing financial performance in the banking in-
dustry is discussed by Reed et al. (1976).

Evidence of a relationship between market share
and financial performance (Buzzell and Gale 1987)
and between market share and szability of financial
performance (Jacobsen 1988) suggests that market share

‘See Buzzell and Wiersema (1981) for discussion on the merits of
using percentage change in market share MS, — MS,_)) as a perfor-
mance measure in comparison with point change in market share (MS,
- MS.)).

is a reasonable business goal. Indeed, in developing
a dynamic model of a marketing system, Lambin (1972)
positions market share as a factor preceding profit.
The relationship between marketing effort and market
share is specified in attraction models (Lilien and Kotler
1983; Moriarty 1975; Weiss 1968).

Results

Organization Strategy Type and Marketing
Tactics

We tested the hypothesis that organization strategy type
is related to marketing tactics by using a nonpara-
metric test of correlation (Spearman’s correlation
coefficient) and analysis of variance. The results are
generally supportive of the hypothesized relationship.
Specifically, the results (Table 1) reveal significant
positive correlations between organization strategy type
and each of the marketing variables with the exception
of pricing analysis, for which the correlation is pos-
itive but not statistically significant.

The congruence between organization strategy type
and marketing tactics is supported also by the results
of the analysis of variance reported in Table 1. The
F-statistics resulting from these analyses are signifi-
cant (at a .1 level or better) for all marketing variables
but distribution. When this analysis is extended to
control for size of the business (measured in terms of
assets), these general relationships hold with minor
exceptions. Significant differences between organi-
zation strategy types are found for all marketing vari-
ables (including distribution) with the exception of ad-
vertising and customer contact personnel screening.

A Duncan’s test of differences among pairs of
means reveals a general hierarchial ordering. In par-
ticular, more adaptive strategy types are accompanied
by higher levels of marketing effort. For example,
market scanning and product development efforts are
greater for prospectors than for analyzers, for analyz-
ers than for defenders, and for defenders than for re-
actors. These differences are not statistically signifi-
cant in every case, but the pattern persists across all
marketing tactics (Table 1).

Organization Strategy—Marketing Tactics
Congruence

If the relationship between strategy type and market-
ing tactics were to be affected by level of market vol-
atility, the effect should be indicated by an interaction
between strategy and volatility. Hence the variation
in marketing tactics for different organization strategy
types and different market environments was exam-
ined. Specifically, each marketing tactics variable ex-
amined was treated as a dependent variable. The re-
sults of analysis of variance for each of the marketing
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TABLE 1
Tests of Marketing Tactics and Performance by Organization Strategy Type

Spearman
Correlation
with F-Statistic
Organization Or ani':';?gnvsa::'; by T Controlling
Strategy 9 egy Type ANOVA for Firm Significantly Different Pairs of
Variable Type® Reactor Defender Analyzer Prospector F-Statistic Size Group Means®
Marketing Tactics
Market scanning .18° 22 .24 .28 .36 4.19° 2.58¢ P>A P>D P>R A>D A>R
Product development .30°¢ .39 .45 .52 .57 11.14° 9.20°¢ P>D P>R A>D A>R D>R
Pricing analysis .07 .68 75 .76 .76 2.37° 2.02¢ P>R A>R D>R
Distribution intensity .16¢ —-.55 .04 .30 1.27 1.83 2.18° P>R
Advertising 11° a7 15 A7 .24 2.02° 1.60
Customer contact personnel
Screening 16° .08 14 14 .23 2.12° .31 P>A P>D P>R A>R D>R
Support 134 .46 64 63 68 5.83° 5.79¢ P>R A>R D>R
Political activity 13¢ .33 .36 .36 45 2.86° 2.21° P>A P>D P>R
Performance'
ROA .04 .04 .38 .64 .53 1.31 .70
ROE .05 5.00 7.10 8.00 6.80 .24 .39
PCMS -.01 2.00 1.90 1.60 .70 1.70 1.93

20rganization strategy types arrayed ordinally, by adaptive capability:
1. Reactor-lowest adaptive capability
2. Defender—Ilimited adaptive capability
3. Analyzer—moderate adaptive capability
4. Prospector—highest adaptive capability
:Results based on Duncan’s multiple range test (p = .05).
= .01.
J:) =< .05.
%p = .1.

fROA is return on assets; ROE is return on equity; PCMS is percentage change in market share.

tactics variables, by organization strategy type (re-
actor, defender, analyzer, prospector) and degree of
market volatility (high positive, mild positive, nega-
tive), are summarized in Table 2.

The lack of a significant strategy-volatility inter-
action (see Table 2) in any of these models suggests
that the organization strategy—marketing tactics rela-
tionship is robust to market volatility. Further, in only
two instances (distribution intensity and personnel
testing) is market volatility a significant factor in ex-
plaining variation in marketing tactics. The effect of

TABLE 2
Analysis of Variance: Marketing Tactics
by Organization Strategy Type
and Market Volatility®

Organi- Strategy-

zation Volatility

Full Strategy Market inter-

Dependent Variable Model Type Volatility action

Market scanning 1.77¢ 3.55° 1.63 .93
Product development 5.66°  11.07° .04 .66
Advertising 1.44 1.99 .45 1.54
Pricing .92 2.28¢ .93 .23
Distribution intensity 2.51° 1.89 4.19° .99
Customer contact
personnel
Screen 2.25¢ 2.35¢ 5.95° .96
Suport 2.63° 5.92° 1.09 1.49
Political activity 1.14 2.64° 47 .61
3Cell entries are F-statistics.
bp = .01.
°p = .05.
% = .1.
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volatility on personnel testing is especially pro-
nounced. In particular, all strategy types increased
testing of customer contact personnel in negative vol-
atility environments.

Organization Strategy and Firm Performance

On the basis of the adaptive capability inherent in each
of the strategic types, we hypothesized (H;) that, in
the aggregate, optimal performance would occur in
organization strategy types that balance adaptive ca-
pability with the need for efficiency (analyzers). Though
the pattern of mean financial performance by strategy
type is in conformity with the hypothesized curvilin-
ear relationship (see Figure 1), the difference between
the analyzer and other strategy types is not statistically
significant (Table 1).

Market Volatility, Organization Strategy, and
Firm Performance

A clearer depiction of the strategy-performance rela-
tionship can be obtained by examining variables that
“specify” the nature of the relationship. The purpose
of this specification process is to identify contingent
associations that clarify the true relationship (Rosenberg
1968). We hypothesized that the relationship between
strategy and performance is affected by the level of
market volatility. That is, certain strategies work bet-
ter in certain types of markets than do other strategies.

This specification process is conducted by exam-
ining (1) whether the proposed moderator variable
(market volatility) interacts with the predictor (orga-
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TABLE 3
Analysis of Variance: Firm Performance
by Organization Strategy Type
and Market Volatility®

Organi- Strategy-
zation Volatility
Full Strategy Market Inter-
Performance® Model Type Volatility action
ROA 2.47¢ 1.48 3.88¢ 2.49°
ROE 1.66° .20 3.08¢ 1.93°
PCMS 47.78° 3.01¢ 242.78° 5.39°

2Cell entries are F-statistics.

PROA is return on assets; ROE is return on equity; PCMS is percentage
change in market share. See Table 3 for mean performance of various
organization strategy types.

‘p = .01,

9 =< .05.

p = .\

nization strategy type) and (2) whether it is related to
the predictor and/or criterion variable (performance).
This process follows a general approach suggested by
Sharma, Durand, and Gur-Arie (1981). The approach
(moderated regression analysis) was adapted in light
of the ordinal nature of the strategy variable.

An analysis of variance was conducted modeling
performance (ROE, ROA, and percentage change in
market share) as a function of the organization strat-
egy type, volatility category, and the volatility-strat-
egy interaction. As summarized in Table 3, in each
case volatility is related significantly to the perfor-
mance variable and the volatility-strategy interaction
is significant. This finding suggests that market vol-
atility is a “quasi”-moderator of the strategy-perfor-

mance relationship in that it modifies the form of the
relationship between the two.

This finding was examined in detail to test the idea
that firms following organization strategies with high
adaptive capability will perform better in markets
characterized by high positive volatility (H,,), firms
pursuing strategies with moderate adaptive capability
will perform better in markets characterized by mild
positive volatility (Hy,), and firms pursuing strategies
with little adaptive capability will perform better in
markets characterized by negative volatility (H,.). These
hypotheses were tested on the basis of Spearman cor-
relations, ANOVA, and Duncan’s mean comparisons
(Table 4). H,, is not supported. Spearman correla-
tions between organization strategy and financial per-
formance in high positive volatility markets are not
statistically significant. Contrary to a priori expecta-
tions, defenders and reactors outperformed other strat-
egy types in these irregularly growing markets, with
prospectors demonstrating the lowest mean perfor-
mance. The mean values for change in market share
of the various organization strategy types are also not
consistent with a priori expectations. On average, re-
actors and defenders outperformed other strategy types.

H,, is supported for financial measures. F-statis-
tics computed through an ANOVA procedure are sig-
nificant for models with both ROA and ROE as de-
pendent variables (see Table 4). The relationship

SAs a caveat, cells with fewer than 20 observations are identified in
Table 4.

TABLE 4
Test of Performance Results by Organization Strategy Type and Level of Market Volatility

Mean Performance Organization

Spearman
Correlation
with F-Statistic

Level of Strat Tvpe® Organization Controlling Significantly
Dependent Market rategy lype Strategy F- for Firm Different Pairs of
Variable® Volatility® R D A P Types® Statistic Size Group Means®

ROA ++ .42 .58 .27 -.04 -.07 .80 .86 —

+ -.79 -.04 77 .69 23¢ 4.45° 4.63" R-D,R-P,D-P,D-A

- 1.22° .80 73 .99° -.12 .32 33 —
ROE ++ 6.10° 7.88 1.27 -.03 -.04 .88 98 —

+ —-1.30 3.86 10.65 9.05 22" 2.70' 2.92' R-D,R-P,R-A,D-P,D-A

- 16.65° 11.11 9.61 10.64° -.14 44 .45 —
PCMS ++ .39¢ .19 A1 .13° .28 .29 .35 —

+ .64 .54 21 .32 -.01 .73 35 —

- 7.51° 5.78 7.14 2.64° -.20 4.37" 4.29" P-D,P-A,P-R

aROA is return on assets; ROE is return on equity; PCMS is percentage change in market share.

®++ = high positive market volatility

+ = moderately positive market volatility

— = negative market volatility
‘R is reactor; D is defender; A is analyzer; P is prospector.
%Ordinally arranged in terms of their adaptive capability.
°Results based on Duncan’s multiple range test {p < .05).
N < 20.
9N < 10.
"p =< .01.
'‘p = .05.
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persists even after controlling for firm size. Consistent
with a priori expectations, analyzers financially out-
performed the other strategy types in this type of mar-
ket. Further, Duncan’s means comparisons reveal re-
actor strategies to be clearly inferior. When percentage
change in market share is used as the dependent vari-
able, the mean value of percentage change in market
share for the analyzer group is lower than that for the
other organization strategy types. However, the over-
all F-statistic is not significant.

H,. is not supported for the financial measures but
receives some support for the market share measure.
As hypothesized, defenders did better financially than
analyzers in this environment, but the differences are
not statistically significant. For market share change,
the results reveal significant differences, with the re-
actors and analyzers outperforming the other strategy
types.

The primary focus of our study is differences in
the performance of firms using different strategies
within the same type of environment (i.e., negative,
mild positive, and strong positive volatility). Further-
more, the nature of the performance measures limits
their usefulness for making comparisons across types
of environments. In particular, the finding (Table 4)
that firms in negative volatility markets generally out-
performed those in the mild and strong positive vol-
atility markets requires explanation and exemplifies
the problem of comparing across environments. Plau-
sible explanations may be (1) the limitations of the
cross-sectional design and (2) inherent differences in
measures of performance for growing versus declin-
ing markets.

First, because of the cross-sectional nature of the
study, respondents in erratically declining markets may
represent firms that have survived the period of de-
cline. This possibility is consistent with the substan-
tial gains in market share reported by the respondents
in negative volatility markets (Table 4). As reflected
by the financial performance measures, firms surviv-
ing the period of erratic market decline may have ben-
efited from consolidation of their markets and reduced
competition (Levitt 1965). Erratic growth markets, in
contrast, may attract new and perhaps marginal par-
ticipants, with an accompanying increase in compe-
tition and decrease in return.

Second, differences between declining and grow-
ing markets in the levels of expenses incurred and in-
vestment in assets could result in substantial discrep-
ancies between accounting and economic return
(Benston 1985; Fisher and McGowan 1983). In grow-
ing markets, firm expenses and investments tend to
increase with increased interfirm competition for sus-
tainable market position (Day 1981). Marketing ex-
penses increase as firms increase efforts to create brand
preference (Anderson and Zeithaml 1984; Kotler 1988;

30 / Journal of Marketing, July 1989

Levitt 1965; Wasson 1974; Zeithaml and Fry 1984).
In response to anticipated market growth, firms tend
to make sizeable investment in assets, despite a pos-
sible short-term effect on profitability (Anderson and
Zeithaml 1984; Hambrick, MacMillan, and Day 1982;
MacMillan, Hambrick, and Day 1982). Thus, the
growth market situation may result in an understate-
ment of economic return in comparison with other
market situations. In contrast, in declining markets,
firm expenses and investments tend to decrease. Mar-
keting expenses decrease as firms phase out unprof-
itable outlets and reduce advertising and selling costs
to a level designed to retain loyal customers (Anderson
and Zeithaml 1984; Hay and Ginter 1979; Kotler 1988;
Wind 1981). Firms respond to declining demand by
diminishing the rate of investment or actually divest-
ing (harvesting) the asset base. Thus, the declining
market situation may result in an overstatement of the
economic return in comparison with other market sit-
vations.

Discussion and Implications

Our results indicate that (1) the Miles and Snow strat-
egy types, when rank-ordered by adaptive capability,
correlate positively with marketing effort, (2) this re-
lationship between strategy type and marketing tactics
holds in different market environments, and (3) the
volatility of the market (objectively measured) mod-
erated the strategy-performance relationship.

The results suggest that though the analyzer strat-
egy may lead to superior performance in a relatively
predictable (i.e., mild volatility) market setting, it may
not be the optimal strategy in highly volatile markets.
The basis for this performance difference can be traced
to the tradeoff between external and internal focus in-
herent in the analyzer organization.

Consistent with a priori expectations, firms with
a greater internal focus (i.e., defenders) performed
relatively well in markets that were declining in an
erratic pattern; however, the observed differences are
not statistically significant. Contrary to a priori ex-
pectations, erratic growrh markets (i.e., high positive
volatility) also appear to reward internally focused
strategies. The latter finding could be due to several
factors, including (1) the quantitative (rather than
qualitative) measure of market volatility used and (2)
the distinction between volatility and other measures
of change.

The quantitative measure of market volatility used
in our study measures shifts in the dollar volume of
the market (demand deposits). It does not measure the
qualitative aspects of market volatility, such as changes
in consumer tastes. Possibly erratic change in the vol-
ume of the market, whether positive or negative, ex-
erts pressure on routinely demanded operational sys-
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tems. The internally focused firm (defender or reactor)
may be better prepared to absorb these shifts in de-
mand.

It is important to note that the moderating variable
employed is market volatility and not simply growth
or decline. Hence, even in a positive volatility mar-
ket, growth is sporadic. Firms that extend capacity
and introduce new products/services in response to
each market increase therefore are likely to undergo
episodic downturns.

The finding that organizations that constrict their
strategic attention (defenders and reactors) perform
better in erratically growing markets is consistent with
some evidence about the behavior of managers in tur-
bulent environments. Smart and Vertinsky (1984) found
that, when environments are seen as highly complex
and turbulent, managers perceive their ability to con-
trol events to be limited and respond by retrenching
operations. Though Smart and Vertinsky measured
perceived turbulence and did not assign positive or
negative directions to such change, the findings could
be construed to support the proposition that managers
constrict strategic attention in erratically changing en-
vironments. Hambrick (1983b) also found evidence
that defender organizations achieved financial results
superior to those of prospectors in both growth and
mature markets.

Implications for Future Research

Further research is needed, in part because of the lim-
itations of our study. First, the scope of variables in
this or any study is necessarily limited. This limitation
operates to the disadvantage of field studies involving
marketing variables, in which multiple and complex
factors determine any organization’s outcomes. In the
context of our study, additional research would be
useful to (1) test the framework by using different
measures of market volatility and (2) elaborate the re-
lationship among strategy, marketing tactics, environ-
ment, and performance by including factors relating
to how the marketing effort is structured within the
organization.

We examined strategy-performance relationships
in markets with different levels of market demand vol-
atility (i.e., fluctuations in dollar volume of demand).
The relationship between strategic type and perfor-
mance may differ in situations of qualitative market
volatility (e.g., where consumer tastes fluctuate).
Hence, though defender strategies lead to superior re-
sults under conditions of quantitative market volatility
(i.e., fluctuation of dollar volume of demand), pro-
spector strategies may lead to superior results under
conditions of qualitative market volatility (i.e., fluc-
tuation of the product-feature demand). It would be
useful to articulate differences between quantitative
and qualitative market volatility, to examine effects

of the latter on the strategy-performance relationship,
and to examine the interactions of the two types of
market volatility.

In addition, the finding that selected marketing ac-
tivity variables (such as those we uscd) correspond
systematically to a strategic typology should be ex-
panded by examining other aspects of marketing. In
particular, future research could examine the relation-
ship between strategy and structural factors such as
centralization of the marketing function, formalization
of marketing planning, and specialization of market-
ing functions.

A second limitation of our study is the limited use
(in part) of cross-sectional data. In particular, contem-
poraneous measures of strategy, tactics, and perfor-
mance may ignore time-related effects. Fiegenbaum
and Thomas (1988) suggest, for example, that firms
may be risk seeking when having losses and risk averse
when achieving target performance. Hence one could
argue that a firm that is performing poorly may seek
new opportunities (i.e., assume a prospector strat-
egy). A cross-sectional measure would associate poor
performance and prospector strategy and would show
the best performing firms to be the least likely to seek
new opportunities (i.e., assume defender or reactor
strategies). This limitation was mitigated in our study
by the facts that conceptually the Miles and Snow
strategy types are considered relatively enduring ori-
entations (Miles and Snow 1978) and, in the aggre-
gate, the defender and reactor types were not the most
profitable strategies in this study or in the cross-sec-
tional study by Snow and Hrebiniak (1980).

Nonetheless, a longitudinal study of the relation-
ship among strategy, marketing tactics, market envi-
ronment, and firm performance could be designed to
examine (1) the stability or movement of the firm along
the Miles and Snow strategic continuum in response
to market environment shifts, (2) the stability or
movement of the firm along the strategic continuum
in response to organizational shifts, and (3) time-lagged
responses between strategic action and organization
performance.

Managerial Implications

Our research has provided evidence that, in relatively
predictable (nonvolatile) environments, there is a sys-
tematic relationship between strategic adaptability and
firm performance. Within this range, substandard per-
formance is associated with firms that fail to balance
slack resources carefully (by either under- or overin-
vesting in adaptive marketing capability).

In relatively unpredictable (volatile) markets,
managers have considerably more freedom to choose
strategic orientations without sacrificing performance.
However, there is some indication that in erratically
declining markets (negative market volatility), inter-
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nally focused strategies (defenders) may have a per-
formance advantage. Managers therefore may con-
sider responding to erratic market decline by narrowing
the product base and instituting selected efficiencies
(i.e., by attempting to move toward a defender type
of strategy).

Our findings have implications at two levels, cor-
porate (domain selection) and business (domain nav-
igation). At the corporate level, the implications are
that firms with a cultural orientation aligned with a
particular strategy may seek out markets consistent (or
not inconsistent) with that strategic orientation. Thus,
an analyzer might seek out relatively predictable en-
vironments, which would appear to reward its balance
of internal-external perspectives.

At the business level, the findings (and the con-
tingency perspective) seem to imply that organiza-
tions should change strategic orientation in response
to market volatility. However, there appear to be dis-
tinct limitations on the ability of organizations to make
substantial shifts in their fundamental strategy. Miles
and Snow (1978) conceived of strategy types as rel-
atively enduring and the literature on corporate cul-
tures (see, e.g., Deal and Kennedy 1982) seems to
support the relative stability of organizational ap-
proaches to the environment.

If the Miles and Snow strategy typology is viewed
as a continuum, as is suggested here, a firm may be
able to move toward an adjacent strategy type (i.e.,
a defender may selectively explore new products). Some
support for this strategic flexibility was found in a re-
cent survey of 30 companies that had been in business
for more than 75 years. The study revealed that most
of the companies switched to a survival mode when
times were turbulent and to a self-development mode
when the pace of change was slow (De Geus 1988).
The importance of a contingency perspective for man-
agement lies in identifying areas where organiza-
tional-environmental compatibility affects results, as
well as areas where management is relatively uncon-
strained by the environment.

Appendix

Measurement Scales

® Market scanning was measured by the frequency with
which an organization conducts certain customer and
competitor scanning activities. Firms’ responses to this
and other frequency questions were measured on a 4-
point scale: very often (two or more times a year), often
(once every year or two), seldom (less than once every
two years), and never.

® Product development was measured by the respondent’s
evaluation of the frequency with which new services are
introduced.

® Pricing analysis was measured by the respondent’s eval-
uation of the frequency with which the bank reevaluates
its pricing of services.
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® Distribution intensity was measured as a log transfor-
mation of the ratio of the sum of the number of staffed
and nonstaffed banking locations (ATMs) available to
customers of the bank divided by the bank’s total assets.

® Advertising effort was measured by the respondents’
perception of how much money their bank spends on
selected media in comparison with their primary com-
petitor. Responses were measured on a 4-point scale:
much more (more than twice as much), more (more, but
less than twice as much), about the same, and less.

® Screening of customer-contact personnel was measured
by the respondent’s estimate of the percentage of tellers
and officers who took personality and aptitude tests prior
to being hired. These questions were asked separately,
resulting in four questions. Response categories were most
(75—-100%), many (50-74%), some (25—49%), and few
or none (less than 25%).

® Support of customer-contact personnel was measured by
the respondent’s estimate of factors such as the per-
centage of experienced tellers who received sales train-
ing each year, use of specific materials in contact per-
sonnel training (e.g., information on services offered,
persuasive communications techniques), and availability
of selected information (e.g., client use of bank ser-
vices).

Validity Tests

Multiple items were used to construct six of the marketing
variables analyzed in the study. Selection of items was based
on a review of relevant academic and professional literature
(e.g., Cosse and Swan 1983; Parasuraman, Berry, and Zeithaml
1983; Reed et al. 1976; Stasch and Lanktree 1980; Zeithaml
and Zeithaml 1984) and comments by industry executives. In-
teritem and item-total correlations were examined as a prelim-
inary test of the internal consistency of each measure. Further,
Cronbach’s alpha was calculated for each measure (with the
exception of distribution, which was constructed as a ratio and
not an aggregate of scale items, and product development, which
was a single-item measure). The resulting values of alpha (see
Table A1) generally support their use in an exploratory context
(Nunnally 1978); all values are above .7 except personnel sup-
port (.62).

TABLE A1
Characteristics of Variables

Coefficient Number

Variable Mean Variance Alpha of Iitems
Marketing Tactics
Market scanning .27 .05 .79 6
Product
development .48 .03 — 1
Pricing analysis .75 .02 72 3
Distribution
intensity .24 9.50 — —
Advertising 17 .05 .88 4
Customer contact
personnel
Screening .15 .07 .87 4
Support .63 .06 .62 7
Political activity .37 .04 72 3
Performance®
ROA .45 2.24 — —
ROE 7.21 27.83 — —
PCMS 1.65 9.04 — —

?ROA is return on assets; ROE is return on equity; PCMS is percentage
change in market share.
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TABLE A2
Principal Components Factor Analysis with Varimax Rotation

Factor®

Marketing Activities 1 2 3 4 5 6

TV advertising expenditures .06 -.02 .81 01 .08 .16
Radio advertising expenditures -.04 .01 .80 -1 14 -.09
Newspaper advertising expenditures .09 .19 .75 .07 .06 .04
Expenditures on all ad media .09 .09 .93 .06 .04 -.02
Contact with legislators .14 A7 .10 .01 .81 15
Contact with regulatory officials 13 .03 .14 .07 .68 A7
Contact with city council members 13 -1 .09 .03 .52 .23
Survey current customers .58 .01 .04 .15 .16 .25
Focus groups with current customers .68 .10 —.01 .09 -.13 -.02
Shop competing firms for information .76 11 .08 .06 -.13 -.02
Survey competitors’ customers .60 .14 A7 .03 .25 .18
Collect traffic counts at competitor/or locations .78 .03 .03 .01 -.09 -.01
Focus groups with competitors’ customers .73 .09 -.04 .02 .29 .03
Reevaluate service charges .02 .15 .04 -.03 .01 .81
Reevaluate charges for extra services .03 .05 -.03 .01 A7 .80
Gather information on competitors’ prices .19 .21 .06 .04 18 .50
Personality tests conducted on tellers .10 .83 .01 .15 .01 .09
Aptitude tests conducted on tellers -.04 .80 .09 .06 .01 .05
Personality tests conducted on officers 11 .85 .06 .05 —.06 .14
Aptitude tests conducted on officers .21 .82 .09 .06 .01 .05
Training includes product information .09 .10 -.05 .56 -.15 .05
Training in communication techniques .37 .09 —-.04 .51 -.20 21
Training in company mission .18 .04 -.01 .50 -.25 .23
Training to handle complaints 21 -.05 .07 .45 -.04 31
Provide officers customer deposit history -.19 .09 .09 .59 .23 -.21
Provide officers customer business profile -.04 .10 -.04 .61 .10 ~.04
Provide officers customer services profile .03 .08 .05 .68 .23 -.15
Percentage variance explained 19.4 10.2 9.2 7.4 6.3 5.1

2Underlying dimensions:

F1 = market scanning

F2 = screening of customer contact personnel
F3 = advertising

F4 = support of customer contact personnel
F5 = political activity

F6 = pricing analysis

A factor analysis on the 27 scale-related items was con-
ducted to examine whether the resulting factor loadings sup-
ported six of the hypothesized marketing constructs: market
scanning, pricing analysis, advertising, screening of customer
contact personnel, support of customer contact personnel, and

political activity. A 6-factor principal component factor anal-
ysis with varimax rotation tended to support the six hypothe-
sized multiple-item variables (see Table A2); 5-factor and 7-
factor analyses disclosed no clearly interpretable findings.
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