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Evaluating SBU Heter ogeneity: Comparing the Milesand Snow Strategic
Framework Against Alter native Quantitative M odeling Appr oaches

ABSTRACT

The Miles-Snow (1978) strategic typology has been widely adopted in the marketing and
management strategy literatures and has stood the test of time. According to this model, SBUs
of different strategic types compete and succeed by consistently implementing certain types of
strategies. The classic typology includes Prospectors, Analyzers, Defenders, and Reactors.
Despite its value as a strategic decision model, the Miles- Snow typology |eaves some research
issues relatively unexplored. A better understanding of the performance outcomes of different
strategic choicesis desirable, asis a clearer linkage between market environment, SBU
capabilities, and strategic choices. This article summarizes recent research by the authors
concerning the development of new classification methodologies used to derive strategic
typologies empirically and in an optimal fashion, explicitly including environmental attributes,
SBU strategic capabilities, and performance measures. Two studies are summarized: the
derivation of adescriptive typology from athree-country empirical study (U.S., China, and
Japan), and a predictive model of typology formation using aU.S. dataset. Despite some
similarities to the original Miles Snow each of our derived solution clearly out-performs the

traditional Miles and Snow typology in terms of objective mathematical/statistical criteria.
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Evaluating SBU Heter ogeneity: Comparing the Milesand Snow Strategic
Framework Against Alter native Quantitative Modeling Approaches

In their seminal publication, Miles and Snow (1978) defined the strategy of a strategic
business unit (SBU) as a set of decisions by which the SBU aligns its manageria processes with
its environment. SBU managers will differ onhow they will respond to the environment and
develop appropriate strategy, and Miles and Snow (1978) therefore advocated classifying SBUs
on the basis of their patterns of decisions —a form of heterogeneity. These classifications have
become known as the familiar Miles-Snow typology of strategic types. Prospectors, Analyzers,
Defenders, and Reactors. The first three types compete and succeed by consistently
implementing an appropriate strategy: Prospectors constantly seek out and develop new markets
and products, Defenders maintain secure niches in stable markets, and Analyzer s sometimes
defend existing markets but occasionally enter a new market with a “ second-but- better” strategy.
The fourth type, Reactors, do not consistently implement any particular strategy.

The Miles- Snow typology has been extensively applied throughout the strategy,
management, and marketing literature, and is generally supported (Snow and Hambrick 1980;
Hambrick 1983, 1984; McDaniel ard Kolari 1987; McKee et al. 1990; Shortell ard Zgjac 1990;
Conant et al. 1990; Webster 1992). Although it was originally developed on alimited number of
industry case studies, it has proved to be applicable and relevant in a wide variety of industry
settings. In fact, it has been praised in the literature for its parsimony, its ease of application
across many different industries, and its pragmatic validity (that is, the typology corresponds to
actual strategies observed across several industries and countries (Hambrick 2003)). Miles and

Snow (1994) themselves present an application to the North American cigarette industry of the



1990s, in whichPhilip Morris, R.J. Reynolds, American Brands, and Liggett and Myers behaved
respectively as Prospectors, Analyzers, Defenders, and Reactors.

Despite its value as a descriptive model of heterogeneous strategic decision making, the
Miles-Snow typology raises a number of research issues that have remained relatively
unexplored. First, the research results on performance outcomes of SBU strategy have been
equivocal. Miles and Snow (1978) originally asserted that SBUs that follow any of the three
“archetypal” strategies (Prospectors, Analyzers, and Defenders) would outperform Reactors but
did not empirically test performance. Some empirical studies have found that Prospectors
outperform Defenders (Zgjac and Shortell 1989; Hambrick 1983), but these studies have been
conducted in a narrow range of industries and it is unclear if the results are generalizable.
Second, the link between the market environment and strategy is generally not considered, even
though the Miles Snow typology would seem to suggest that depending on environment, certain

strategies would be favored over others (Hambrick 1983). Third, the origina model did not

account for SBU capabilities or attributes (Hambrick 1983). While Conant et a. studied the
relationship between marketing capabilities and strategic type, there are many other SBU
capabilities that need to be included in a comprehensive model. Taking these three points
together, it is clear that more research into the relationships between capabilities, strategic type,
and performance across a wide range of industries is required.

As a starting point for studying such heterogeneity, we turn to the Resource-Based View
of the firm (RBV). According to the RBV, SBUs will deploy resources and capabilities
strategically, which allows them to exploit their own distinctive competencies (Barney 1991,
Barney and Zgjac 1994) and thereby create long-term, sustainable competitive advantage

(Barney 1991; Wernerfelt 1984; Davidow and Malone 1992; Day 1990, 1994). The



sustainability of the advantage comes from the fact that SBU’s specific capabilities are rooted in
the SBU’ s routines and practices, and therefore are difficult for competitors to imitate (Dierckx
and Cool 1989). It isthose SBUs that best develop and manage their capabilities through time
that will show the highest levels of performance (Penrose 1959; Hitt and Ireland 1985; Day
1990). Based on the RBV view, we assert that a typology should account for differences across
SBUSs, that is, SBU heterogeneity.

SBU heterogeneity can be modeled in a number of ways:. differencesin SBU capabilities,
how effectively they exploit these capabilities, what their performance levels are, and so on The
Miles-Snow typology is one conceptual model of SBU heterogeneity based on the decisions
made by SBU management. While generic and applicable to virtualy all industries, it is not
designed to be optimal with respect to performance, or indeed to any one criterion. We present
two alternative approaches for modeling SBU heterogeneity according to two different objective

criteria. In doing so, we find results that differ from the theoretical Miles-Snow typology. Our
results do not, however, negate the Miles-Snow typology; in fact, they can be viewed as hybrids
or derivatives of the “pure’ strategic types originally presented by Miles and Snow (1978).

Our research objective isto aternative quantitative methodologes to empirically derive
strategic typologies. Rather than classify each SBU into one of the Miles and Snow strategic
types, we wish to empirically derive strategic types in an optimal fashion according to an
underlying response model. In particular, in our methodologies we explicitly model the
interrel ationships between environmental attributes SBU strategic capabilities, and actual
performance differences across derived strategic types. We report the main findings of two
empirical studies. Study 1 isan empirica study across three countries (U.S., China, and Japan)

in which we derive a descriptive, “mixed-type” typology. Our empirical typology is a derivative



of Miles-Snow model, yet exceeds the latter in explanatory ability (for further details on Study 1,
see DeSarbo et al. 2005). In Study 2, we extend Study 1 using the U.S. data set to develop a
predictive model examining associations between two batteries of variables (strategic capabilities
and performance) (for further details on Study 2, see DeSarbo et al. 2006). Again, the derived
typology shows similarities to the original Miles-Snow typology, but the results can be applied in
predictive fashion. Thus, depending upon how one construes SBU heterogeneity, one can derive

strategic types which are “optimal” as compared to the generic Miles and Snow typology.

THEORETICAL BACKGROUND
Strategic Capabilities

Strategic capabilities have been defined as “ complex bundles of skills and accumul ated
knowledge that enable SBUs to coordinate activities and make use of their assets’ (Day 1990).
Many capabilities have been described in the marketing and strategic management literature as
having critical impacts on SBU performance and success. These include: technology, market
linking, marketing, information technology, and management-related capabilities (Day and
Wensley 1988; Conant et al. 1990; Jaworski and Kohli 1993; Day 1990, 1994).

Technology capabilities include technology devel opment product devel opment,
production and manufacturing process, and logistics. These capabilities allow the SBU to
improve production efficiency, reduce costs, differentiate its offerings, and thereby increase
competitiveness (Day 1994). Market linking capabilities include market sensing, channel and
customer linking, and technology monitoring. With these capabilities, the SBU is more able to
detect market environment changes early, respond quickly to customer needs, and exploit its

technology strengths (Day 1994). Marketing capabilitiesinclude segmentation and targeting



skills and capable price setting and advertising, as well as skill at integrating the marketing
activities. Marketing capabilities allow the SBU to take advantage of market sensing and
technology capabilities and to develop effective marketing programs (McDaniel and Kolari
1987; Conant et a. 1990). Information technology capabilities let the SBU diffuse market
information across all relevant functional areas this increases strategic flexibility (Day 1994,
Bharadwaj et al. 1999) and makes the product development process more effective (Narver and
Slater 1990; Song and Montoya-Weiss 2001). Finally, management-related capabilities include
skill in human resource management, financial management, profit and revenue forecasting, and
the like; all of these have impacts on profit performance and increase the effectiveness of SBU
execution (Walker et al. 2003). Clearly, SBU’ s differ in the amount of such different capabilities

they possess, as well as the relative effectiveness of these capabilities on performance.

Strategic Capabilities and t he Miles-Show Typology

In its earliest presentation, the Miles-Snow typology considered relationships between
strategic types and strategic capabilities (Miles and Snow 1978; Walker et a. 2003).
Prospectors require technology capabilities (strength in product R& D and engineering) in order
to succeed; they also need solid market research and strong ties to the distribution channel to
ensure that the products they develop meet customer needs (Hambrick 1983; McDaniel and
Kolari 1987; Shortell and Zajac 1992). To accomplish this, Prospectors should have strong I T
capabilitiesto permit cross-functional integration at levels needed for effective product
development (Moenaert and Souder 1996; Griffin and Hauser 1996; Bharadwaj et al. 1999).

Successful prospecting, therefore, requires consistently strong technology and IT capabilities.



On the other hand, Defenders succeed not by expertise in new product and market devel opment,
but by protecting their domains, through offering higher quality, superior services, or lower
prices. For them, market linking and marketing capabilities may be the most critical to
continued success (Hambrick 1983; Conant et al. 1990; Walker et a. 2003). Analyzers often
behave like Defendersbut will, on occasion, seize the opportunity to do some prospecting (often
as a“second but better” competitor) (Walker et a. 2003); therefore, they require high levels of
all capabilities.

This discussion is not to suggest that some capabilities are not important, but rather to
show that the relative importance of capabilities differs depending on the SBU’ s chosen strategic
type. A Prospector, for example, would be best off to continue to build the capabilities that help
the most in building up its ability to prospect successfully. Indeed, it has been noted that
“Prospectors tend to want to continue prospecting... Defenders will likely keep on defending,

while Analyzersbuild upon prospecting and defending capabilities” (Hambrick 1983).

Srategic Capabilities and the RBV

The traditional Miles-Snow typology as presented above is consistent with the resource-
based view of the firm(Barney 1991, Wernerfelt 1984). According to the RBV, performance is
driven by the interrelationships between the SBU’ s existing capabilities and the prevailing
envirormental factors. To improve performance, managers should choose to develop those
capabilities that add the most to their core competencies, given their limited financial resources.
Hence, as predicted by Hambrick (1983), Prospectors will keep on prospecting, and so on. In

the case of Prospectors, the most critical capabilities are technology and IT.



There is also the possibility that some SBUs will be better managed than others. For
example, among Prospector SBUSs, there may be some managers who consistently support and
invest in technology and I'T capabilities, that is, those capabilities most important to performance
in their industry; these SBUs will attain the highest performance levels. Other managers may
misallocate their investments and conseque ntly not consistently support the most critical
capabilities. Therefore, not al Prospectors will perform the same; among Prospectors one
would expect arange of performance levels depending on how well the SBU’ s resources have
been managed. The same can be said for all other strategic types aswell. One therefore would
expect amore complex relationship between strategic type and performance than that theorized
by Miles and Snow (1978) who did not account for differences in managerial decision-making

skill.

Environmental Uncertainty and the Miles- Show Typology

Strategic selection is generally thought to be conditional on environmental conditions
(Hofer and Schendel 1978; Porter 1980). Under high levels of environmental uncertainty, an
SBU may be required to respond rapidly to unforeseen changes (Lawrence and Lorsch 1967,
Miller and Friesen 1978, 1983; Covin and Slevin 1989). Similarly, different strategic types may
be more appropriate under certain environmental circumstances (Hambrick 1983). Here, the
environment (as considered by managers) may include factors such as financial and capital
market predictability, level of government intervention, industry competitiveness, suppliers
actions, and so on (Hrebiniak and Snow 1980). For example, the following environmental
circumstances are generally thought of as being particularly well suited to the selection of a

Prospector strategy: early stage in product life cycle, undeveloped or underdevel oped market



segments, emerging technology, few established competitors, evolving industry structure, and
high industry concentration (Walker et al. 2003). The opposite conditions favor a Defender
strategy, while a“middle ground” on these dimensions constitutes an Analyzer strategy.

No empirical research has yet examined all of the above interrelationships (strategic type,
capabilities, environmental uncertainty, and performance). Thisis, of course, not to be taken as a
criticism of Miles and Snow (1978). Their objective was to identify generic strategic types, not
to build a comprehensive model relating strategic choices to performance consequences. Some
limited research has examined the impact of some environmental components on strategic choice
(Hambrick 1983), or have assessed the relative performance of strategic types in specific
industry settings (Zajac and Shortell 1989). In generdl, this literature stream tends to be
supportive of the initial contention of Miles and Snow (1978) that the archetypal strategic types
ouperform Reactors (Conant et a. 1990; Dyer and Song 1997). Nevertheless, there is still much
more work to be done to obtain afuller understanding of the effects of the environment and SBU
capabilities on strategic choice and performance.

The next section describes our scale development and data collection that we will use for
our empirical approaches for deriving strategic types. We do not begin our analysis with any a
priori expectations about the strategic types (i.e., whether they should match the Miles-Snow
types, how many types there should be, etc.). We allow our methodology to objectively and
empirically determine both the number of strategic types as well as the membershipsin both
studies presented below. In each case, once we have identified the strategic typesin the
empirically derived “best” solutions, we then explore the interrel ationships between strategic
type, environment, and performance as discussed above. Our analysis thus permits us to identify

strategic typologies that yield rich insights about the strategic types that exist across the



industries represented in our sample. Comparisons with the Miles and Snow typology will also

be made.

SCALE DEVELOPMENT

Our constructs are defined based on competitive capability theory (Conant et al. 1990;
Day 1990, 1994). Most of the capabilities we studied did not have pre- validated scales in the
marketing or management literature, therefore a multi-step instrument development procedure
was undertaken to ensure validity and reliability of the operationalized constructs (Churchill
1979). (For more details on scale development, please see DeSarbo et a. 2005.)

In Step 1, we identified relevant measurement scales from the marketing and management
literatures, grouped them into the five capability types, and in some cases, created additional
items. Scales were refined through focus group interviews with managers. In Step 2, professors
and doctoral students knowledgeable in measurement development sorted the scale items into the
capability scales following the procedure of Davis (1989). At this stage, construct convergence
and divergence was examined using inter-rater reliability, and items frequently misclassified
were dropped from the pool. Cohen’s kappa (Cohen 1960; Jarvenpaa 1989) was also used to
assess inter-rater reliability.

Step 3 was the pre-testing stage; 32 managers across two SBUs participated at this stage
aswell as 41 EMBA students. The results were factor analyzed and scale reliabilities were re-
assessed. Asaresult of the pre-test, minor changes were made at this stage, and the capability
scale items were finalized. In Step 4, the instrument was validated cross-culturally (for
application in Japan and China). Double-translation/back-translation procedures were used to

develop the Japanese and Chinese questionnaires (Song and Parry 1996). We conducted field



research in Japanese and Chinese firms to establish content validity and construct equivalence
across all three countries, and to assess the extent of cultural bias and response format bias
effects (Song and Parry 1996).

The above process resulted in five capability scales. The market linking and
technological capabilities scales were based on those of Day (1994), the marketing capabilities
scales was derived from Conant et al. (1990), and new scales were derived (using the procedure
described above) for information technology and management-related capabilities. In addition to
these scales, three six-item scales were used to assess environmental uncertainty. These three
scales measured technological, market, and competitive environmental uncertainty (Moorman
1995). An eleventitem scale was used to classify each SBU into its Miles-Snow strategic type;
this scale was previously validated and used by Conant et al. (1990). Finally, performance was
assessed according to several measures. self-reported profit, return on investment, return on

assets, average return on investment over the past three years, customer retention, retention of

major customers, sales growth rate, and margins, sales, and ROI relative to objectives (some of
these were adapted from Moorman 1995). The specific scales that were used appear in DeSarbo

et al. (2005)

DATA COLLECTION
The data were obtained from a mail survey of companies listed in Ward’ s Business
Directory, Directory of Corporate Affiliation, and World Marketing Directory. We drew a
proportionate stratified random sample of 800 firms from each of the three countries: U.S.,,
Japan, and China. In the first stage of data collection, we sent a one-page survey to all selected

firms. Managers were asked to select an SBU/division for participation and to provide a contact



person. Of the original 2400 firms contacted 392, 429 and 414 in U.S,, Japan and China
respectively provided the required SBU level contacts. In the second stage, we sent a
personalized cover letter and questionnaire assessing strategic type to each SBU manager, using
athree-wave mailing (Dillman 1978). This procedure resulted in 308, 354 and 352 SBUs from
U.S., Japan and Chinarespectively. We asked two questionrs assessing respondent’ s confidence
in their ability to answer the questions, and eliminated questionnaires received from individuals
stating alow level of confidence in their responses. In the third stage, another questionnaire was
sent to the SBU managers, this time assessing strategic capabilities, performance, and
environmental variables. At this stage, 216, 248, and 245 responses were received from U.S,,
Japan, and China respectively; this constituted our final sample, and represented response rates
of 27.0, 31.0, and 30.6 percent in U.S., Japan, and China respectively.

A wide range of industries was represented in the final sample, including: chemicals and

related products; electronics and electrical equipment; pharmaceuticals and medicines; industrial
machinery and equipment; telecommunications equipment; semiconductors and computer-
related products; and others. We compared early to late respondents on capability variables
using a series of MANOVA analyses, finding no significant differences. We concluded that nor
response bias was not a problem.

The SBUs were classified into the four Miles Snow strategic types using the Conant et al.
(1990) scale and a modified “majority-rule decision structure”: for an SBU to be classified into
one of the four Miles and Snow strategic types, there must be at |east seven “correct” answers
out of the 11 items. This procedure resulted in the following classification of the total sample of

709 SBUs: 234 Prospectors, 220 Analyzers, 168 Defenders, and 87 Reactors



STUDY 1

Methodology

Study 1 derives a descriptive “mixed-type’ strategic typology to account for SBU
heterogeneity. That is, we develop atypology strictly from empirical analysis which can be
interpreted as a variation on the “pure’” Miles-Snow strategic types. This study employs a
modified NORMCLUS constrained, multiobjective classification methodology on al three
country samples, using four batteries of items (strategic type, strategic capabilities, environment,
and performance). We programmed NORM CLUS to optimize the inter-rel ationships between
these four different variable batteries. We formed four batteries of items: the 11 strategic type
items, the 27 strategic capability items, the 18 environment items, and the 11 performance
variables. For details on the methodology used here in Study 1, see DeSarbo et al. (2005). We
performed the analysisin K=1,2,3,4,5,etc strategic typesand utilized objective model selection

heuristics to determine the most parsimonious number of strategic groups.

Results

Using nested model Pseudo-F tests, we determined that choosing K=4 strategic types
provided the best overdl fit, so we proceeded with the optimal four-type solution. Our results
also show that our empirically-derived strategic typology clearly dominatesthe Miles Snow
typology in terms of the specific objective function being optimized. This suggests that using the
proposed strategic typology in a contingency context may provide insights over and above those

obtained through traditional Miles-Snow analysis.



Table 1 indicates how each of the four derived strategic types correspond to the P-A-D-R
Miles and Snow framework based on the 11-item Conant et al. (1990) strategic type
guestionnaire, and also shows the classification by country. Asseenin Tabke 1,
* Type 1 is composed of about 52 percent Prospectors and 32 percent Analyzers, and is primarily
Japanese and Chinese SBUSs.
* Type 2 is about 55 percent Defenders, with the remaining 45 percent Reactors, and comprises
SBUs from al three countries.
* Type 3 isahybrid of Analyzers(43%), Prospectors (26%), and Defenders (27%), and is
composed only of U.S. SBUs.
» Type4 is split between Prospectors (46%) and Analyzers (54%), and comprises SBUs from all
three countries.

Each of these types hasits own relative strengths in terms of capabilities (not depicted in

Table 1). For example, two types are composed primarily of Prospectorsand Analyzers (Types
1 and 4), yet Type 4 is highest among al groups in both marketing and management capabilities,
while Type 1lislowest. Type 1 is highest of al groupsin technology and IT capabilities, and
Type 4 is second highest. In market linking capabilities, Type4 outscores Type 1 (while Type 2
is higher than both). Thus, Types 1 and 4 are both Prospector/Analyzers but have different
profiles: Type 4 is strong in marketing, management, technology, and IT; while Type 1 relies on
capabilities in technology and IT, and is weaker in marketing, market linking, and management.
Similar observations were made about the other types. The Defender /Reactor type (Type 2) has
strengths in marketing and market linking capabilities, but is weaker in technology and IT
capabilities. Type 3 comprises Analyzers, Defenders, and Prospectors, is strong in market

linking and management capabilities but is among the weakest in all other capabilities. In



generd, Types 2 and 4 face much higher levels of market, competitive, and technological
environmental uncertainty than any of the others.

The types aso differ in terms of their performance levels. Types 2 and 4 are the
best performers on almost every performance variable. Average 3-year ROI for Types2 and 4
are 19.52 and 16.80 respectively, while for Types 1 and 3 the comparable means are - 1.66 and
0.06 (Type 1 shows a negative 3-year ROI). Similar results are obtained for many other
performance measures, although Type 1 did show strong profit margin performance (Types 4

and 1 were highest in profit margin at 33.1 and 29.1 respectively).

Discussion

The four strategic types we derived are quite different from the Miles Snow typology,
and we can draw some additional insights in terms of strategic capabilities, environmental
factors, and performance that would have been otherwise obscured. Types 1 and 4 are both
primarily Prospector/Analyzer types, but differ in terms of marketing, management, and some
market- linking capabilities and Type 4 aso faces more challenging environments. Types 2 and 3
have more Defenders, but Type 2 outperforms Type 3 in marketing, market linking, technology,
and IT capabilities and faces a more uncertain environment. We find that Analyzers do not
constitute a separate type, but tend to be ‘like’ Prospectors (Types1, 3, and 4) or Defenders
(Type 3).

Our solution provides additional depth of understanding of the Miles-Snow strategic
types. For example, Miles and Snow established the distinct group called Prospectors; we find

Prospectorswho are stronger in marketing, market linking, and management, Prospectors who



are weaker in marketing and market-linking, and Analyzersthat share characteristics with both
types of Prospectors.

To summarize the above, we compile the following descriptive characteristics of all of
our empirically-derived strategic types:
* Type 1: Asian prospecting SBUs with technology strengths. Primarily Miles-Snow Prospectors
and Analyzers; maintain their competitive edge by using their strengths in technology and IT
capabilities. Relatively weak in marketing, market linking, and management, but do not operate
in uncertain environments. SBUs here tend to do well in one-year profit performance.
* Type 2: Defensive SBUs with marketing skills. Primarily Defenders and Reactors. Defend their
established positions through superior marketing, market linking, and management capabilities.
Weak in technology and IT capabilities. Though they operate in uncertain environments, they
are among the leaders on most performance categories. This derived strategic type includes a
mix of SBUs from all three countries.
* Type 3: U.S-based SBUswith market linking and management strengths. A mix of Miles-Snow
types, with about one-half Analyzers. All are U.S.-based. This group is strong in market linking
and management capabilities, but weaker in in marketing, technology, and IT. Even though they
face low environmental uncertainties, these firms are low in performance on all measures.
* Type4: Balanced prospecting firms. About evenly split between Prospectors and Analyzers,
and an even mix of Japanese, Chinese, and U.S. firms. Members of this derived group are
highest in marketing and management capabilities and are also among the leaders in technology
and IT capabilities, with a potential weakness in market-linking capabilities. Despite their highly

uncertain environments, these firms perform exremely well on all performance variables.



Our results suggest that there are two clear paths to higher performance, and both are
pursued by firms of all three countries. Type 4 SBUs have balanced marketing, technology, IT,
and management capabilities. The Miles-Snow model would suggest that Prospectors require
strengths in technology and I T, yet also need efficient information on customer for product
development; this is consistent with the balance of capabilities seenin Type 4. Similarly. Type 2
consists of Miles Show Defenders (and Reactors that behave like Defenders). These SBUs
would require strategic capabilities in marketing and market linking for top performance; this is
consistent with our Type 2 findings. There were aso two paths to lower performance: strength
in technology with deficiencies in marketing, market linking and management (Type 1), and
relative strengths in market linking and management, but weaknesses in technological and
marketing capabilities (Type 3). Each of these shows deficiencies in some capabilities that are

not fully compensated for by strengths in other capabilities.

STUDY 2

Methodology

Study 2 isan extension of Study 1 in that we develop a predictive model to examine
causalities between two batteries of variables (strategic capabilities and performance) and
relationships between them. This study uses a finite mixture structural equation approach for
modeling heterogeneity of strategic capability, performance, and interrel ationships between
these. We used the U.S. data only in Study 2. The procedure used here derives latent strategic
types in which firms are homogeneous in terms of their underlying model parameters. Here too,

we optimize an objective function with model selection heuristics to select the number of derived



strategic types as well as their membership. For details on the methodology used in Study 2, see

DeSarbo et al. 2006.

Results

Asin Study 1, goodness-of-fit heuristics (here information measures) were used to
determine the optimal number of strategic types, and the optimal solution was found to contain
K=4 derived strategic types. The optimal empirical typology dominated the Miles Snow
typology in terms of the likelihood based information heuristics and fit values. Thus, while
insights can be gained about the capability- performance relationships by examining the original
Miles-Snow strategic typology, an even more accurate picture can be obtained from the
empirically-derived typology in terms of exploring heterogeneity as a function of strategic
capabilities and performance.

First, we categorized the SBUs into the four traditional Miles-Snow typesasin Study 1,
and determined relationships between capabilities and profit performance (see Table 2). As
Table 2 shows, for Prospectors and Analyzers, technology capabilities are most strongly related
to both profit performance, while for Defenders, the capabilities most related to profit
performance are marketing and market linking. These findings are consistent with Miles- Snow
expectations, though a few findings were surprising. For example, technology capability was
significantly related to ROI for Defenders but IT and market linking were not (not shown in
Table 2). Additionally, technology skills were related to profit performance for Analyzer s, but
marketing skillswere not. Our conclusionhere though, is consistent with Miles-Snow: the
profit performance drivers differ somewhat across Miles-Snow strategic types. We aso found

(not shown in the table) that the three archetypal strategic types outperformed the Reactors: raw



(unstandardized) profit performance of Prospectors Analyzers, and Defenders were 14.71, 7.34,
and 5.81 respectively, while the average profit for reactors was —8.48. Interestingly, this finding
was not confirmed for ROl performance, which did not differ substantially across the four types.

Next, as mentioned above, we ran our constrained latent structure regression model in
K=1,2,3,4,5,... strategic types and selected K=4 strategic types as the most parsimonious
solution based on objective model selection heuristics. We then examined the estimated means of
exogenous and endogenous variables by derived strategic type for this solution. The analysis of
exogenous variables sheds more light on strategic type interpretation. As shown in Table 3,
Strategic Type 1 has the highest estimated standardized mean in technology capability (1.244),
and is also second-highest in market linking, 1T, and management capabilities (0.131, 0.093, and
0.191 respectively). Strategic Type 2 is highest in marketing, market linking, and management
capabilities (0.776, 0.320, and 0.441), while Strategic Type 3ishighest in IT capability (0.109)
but low on other capabilities. Finally, strategic Type 4 is higher in market linking and
management capability than Strategic Type 3 (-0.083 and —0.119 respectively). Analysis of the
endogenous variable means indicates that Strategic Type 1 is the strongest performer on profit,
followed by Type 4 and Type 3. Strategic Type 2 is the poorest performer (Though ot shown,
similar patterns were seen using ROI as the performance variable).

Table 3 aso alows us to explore how the Miles-Snow typology compares to our
empirically-derived “mixed-type” typology viathe cross-tabulation of firm membership. Here, it
isseen that Strategic Type 1 (the best performer) is made up of about one-third Prospectorsand
one-third Analyzers, with fewer Defender sand Reactors. Strategic Type 4, the second-best

performer, had about the same distribution of Miles Snow types as Strategic Type 1. The



remaining two Strategic Types (2 and 3), the lowest performing ones, are comprised of almost
one-haf Analyzers, with proportionately less Defenders and Prospectors.

Taking all of this information together, we can finally develop rich descriptors of each of
the four empirically-derived strategic types.
* Type 1: New Product/Market Seekers with Technology Strengths. A hybrid group which
contains many Prospectorsand Analyzers, and several aggressive Defenders Members of this
strategic type have strengths in technology, in particular new product development, as well as
strengths in IT that supports new product devel opment, cross-functional integration, and
technology knowledge creation. Type 1 is capable of attaining short-term profitability and also to
trandate new product success into superior longer-term ROI performance.
* Type 2. Defensive Firms with Marketing Strrengths. This type is made up mostly of Analyzers
and Denders. Thistype excelsin marketing capabilities, including information gathering,
segmenting and targeting markets, pricing, and advertising. This type is strong in management
capabilities, including financial management, human resource planning, marketing planning, and
logistics. Despite these capabilities, this typeis outperformed by other SBUs on both short- and
long-term ROI measures.
* Type 3. Second-But-Better Firmswith IT Strengths. Most closely aligned with Analyzers, who
use second-but-better strategies and capabilitiesin IT (in particular, 1T to support new product
development, cross-functional integration, and technology knowledge creation) to compete.
Second only to Type 1 on IT capabilities. Profit performance is low, however, surpassing only
Type 2 in profit and ROI.

* Type4: New Product/Market Seekers with Market Linking and Management



Strengths. Like Type 1, this derived group is comprised mostly of Analyzersand Prospectors,
withmany Defendersaswell. Type 4 is weaker in both IT and technology capabilitiesrelative to
Type 1, and isin the middle of the pack on other capabilities. The biggest differences between
Types 4 and 3 is relative strength in market linking and management capabilities. Type 4 is the

second- best performing type in terms of both short-term profit and long term ROI.

CONCLUSIONS
We have revisited the Miles Snow (1978) strategic typology in the light of recent
theoretical discussions as to the inclusion of conceptually relevant variables, and have also
developed and applied two new, aternative approaches to model SBU heterogereity and
empirically derive “new” typologies according to different objective mathematical criteria. As
described earlier, one methodology derived a descriptive model of strategic type across three

countries and multiple industries, while the next derived a more prescriptive-oriented model
across many industries but within only the U.S. sample. In both cases, the classification
procedures were used to derive typologies empirically from data pertaining to strategic type,
strategic capabilities, environmental uncertainty, and performance. The methodologies provided
parsimonious, flexible groupings of entities in accordance with established empirical and
statistical criteria. Goodness-of-fitness tests were used to determine how well the derived
classification scheme compared to the Miles-Snow typology (used here as a benchmark), and in
both cases we found that our empirically-derived typologies more accurately captured the data
associations and better explicated the interrel ationships among the variables in portraying SBU

heterogeneity.



We augment the scope of the original Miles-Snow typology by considering the roles of
different batteries of variables: strategic firm capabilities, environmental uncertainty, and
performance. All of these have been discussed in past research (Hambrick 1983; Zajac and
Shortell 1989; Conant et al. 1990), but have not been included together in deriving or testing a
typology. In their original study, Miles and Snow (1978) suggested that there might be a
complex framework of interrelationships among firm capabilities, environmental uncertainty,
and strategy. They did not, however, explicitly model the roles of the environment or strategic
capabilities(Hambrick 1983). In the Miles-Snow modd, it isimplied that the SBU’s strategic
type shapes its capabilities (that is, Prospectorskeep on prospecting, etc.). It has been argued
that more complex relationships among all of these relationships exist (Hambrick 1983). We do
find that there is an intricate framework of interactions, an understanding of which is important
to managers since there are implications for SBU performance.

Nevertheless, our findings do not necessarily negate the original Miles-Snow typology.
Instead, the strategic types we derive in these two studies are probably best described as second-
order derivatives of the pure and conceptually distinct Miles- Snow types being considered as
first-order ‘primitives’ Empirically-derived strategic types do not fall neatly into the tightly-
described Miles-snow groupings, perhaps because they are so context-dependent. For example,
in Study 1, we found two types that are essentially Prospector-Analyzer splits (Types 1 and 4),
but which differ in terms of marketing and management capabilities as well as on performance.
The empirically derived strategic types provide a more accurate representation of strategic
behavior for the industries included in the sample, and provide insights into how firms cope with
environmental uncertainty given their available capabilities. In diff erent contexts, different

numbers of strategic types may emerge, and their compositions may likewise also be different.



Without including the capability and environment variables, one would miss the complex
interrel ationships between these variables and strategic type, and the performance implications.
Our procedures therefore allow us to capture alayer of understanding over and above the classic
Miles-Snow strategic types. As aresult, we note that SBU managers need to consider both
environment and capability when developing strategy, as there is aclear relationship between
these batteries of variables. It is clear that one needs to be specific with respect to the context of
heterogeneity to be examined. The Miles and Snow typology has been demonstrated to be
inferior to specific contexts where model optimal solutions can be derived that mathematically
optimize some objective mathematical criteria.

This study can be extended several ways. Further studies should seek to validate the
empirically-derived typologies using data sets obtained from adifferent set of industries. Since
the derived strategic types are very context-dependent, we expect that these different settings will
result in different groupings. Nonetheless, it would be interestingto determine if the types

derived from different industry settings bear some resemblance to the original Miles and Snow
strategic types (or to our empirically-derived types). If empirically derived strategy typesin
other settings are also second-order derivatives of Miles-Snow types, it supports our contention
that the Miles-Snow typology is indeed a powerful model of strategic behavior with important
SBU performance implications.

Future research can also replicate the studies in different countries with different cultural
characteristics. In Study 1, we included three countries (U.S., China and Japan), and although
there were differences among the strategic types with respect to country representation, the best
performing types included firms from all three countries. Thus, we have some evidence that

managers from these countries ‘think alike’ whenresponding to capability and environmental



settings. The top-performing types also resemble classic Miles and Snow types, providing some
evidence that the Miles-Snow model generalizes at least across these three countries. Further
research could determine if these results are empirically generalizable across a larger number of

national and cultural settings.
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TABLE 1

Study 1: Composition of the Four Types by Miles-Snow Type, Country Composition, and
Performance

Typel Type?2 Type3 Type 4
Prospectors 52% 0% 26% 46%
Analyzers 32% 0% 43% 54%
Defenders 16% 55% 27% 0%
Reactors 0% 45% 4% 0%
Country 5.2% US, 23.2% US, 100% US 30% US,
Composition 47.8% Japan, 40% Japan, 33.7% Japan,

47% China 36.8% China 36.3% China
Performance -1.66 19.52 0.06 16.80

(3-year ROI)




TABLE 2
Study 2: Profit Performance of Miles-Snow Strategic Types

Capabilities Prospectors Anayzers Defenders Reactors
I ntercept 0.403 -0.026 -0.356* -1.297
Marketing 0.069 0.182 0.239* 0.018
Technology 0.587* 0.512* 0.198 0.058
Market Linking 0.079 0.120 0.494* 0.056
Info. Technology 0.101 0.091 0.001 0.037
Management 0.000 0.079 0.096 0.000

Legend: Each cell depicts the profit coefficients for each capability.

All variables are standardized to have zero mean and unit variance for the entire sample.

*. These estimates are significant (p<0.05).
For further statistical information please see DeSarbo et a. (2006).




TABLE 3
Study 2: Estimated Mean of Exogenous and Endogenous Variables by Derived Strategic Types,
and Membership Cross-Classification

Variable Typel Type 2 Type3 Type4
Marketing -0.017 0.776* -0.034 -0.351*
Technology 1.244* -0.539* -0.417* -0.713*
Market Linking | 0.131 0.320 -0.231 -0.083
Info. Tech. 0.093 -0.085 0.109 -0.172
Management 0.191 0.441 -0.324 -0.119
Profit 0.516 -0.532 -0.325 0.018

Cross-Classification:

Prospectors 21 6 19 16
Analyzers 20 14 27 18
Defenders 18 8 18 15
Reactors 6 3 0 7

*: ggnificantly different from zero, p<0.05.
For more detail on interpretation of the endogenous variables, see DeSarbo et a. (2006).




