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Abstract This paper studies the impact of generic

strategies on firm performance using a longitudinal

study of small and medium-sized enterprises (SMEs)

in Austria. In two surveys, data on the strategic

behavior and performance of the same group of firms

were gathered for the period from 1992 to 2002. The

study expands existing literature, which provides little

evidence whether the persistent commitment to a

generic strategy over a longer period pays off or

whether strategic change is the rule in SMEs, reflect-

ing their flexibility as a potential competitive advan-

tage. We consider the traditional generic strategies of

cost-efficiency and differentiation, but also examine

the group of firms that have no clear strategy or are

‘‘stuck in the middle.’’ Within this group, we distin-

guish between those companies that deliberately

combine traditional low cost production and differen-

tiation, i.e., follow a combination strategy, firms that

change their strategy and those that have no strategy.

We argue that a combination strategy is a viable

strategic choice for SMEs in the long run. We found

that the majority of firms pursued a persistent strategy

over a 10-year period, but that companies that changed

their generic strategy did not produce inferior results

to those that adhered to a single strategy over the entire

period. Our results reveal that firms that follow a

combination strategy outperform companies with no

generic strategy in terms of profitability and growth

and achieve higher profitability than companies that

follow a differentiation strategy.
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1 Introduction

Strategy research has addressed a range of questions

with respect to the importance, distinctiveness and

impact of strategy on the performance of SMEs. A

considerable number of papers have studied compet-

itive strategy in SMEs using strategic classifications

such as Porter’s (1980) strategy framework (e.g.,

D’Amboise 1993; Pelham 2000; Barth 2003), Ans-

off’s (1965) product-market matrix (e.g., Teach and

Schwartz 2000; Moreno and Casillas 2008) or Miles

and Snow’s (1978) adaptation strategies (e.g., Shor-

tell and Zajac 1990; O’Regan and Ghobadian 2006),

thereby assuming that these strategies are also

relevant for SMEs. In addition, some studies have
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adapted these well-known taxonomies or proposed

alternative classifications that take account of the

specific advantages and disadvantages of SMEs (e.g.,

Noteboom 1993; Chen and Hambrick 1995; Lee et al.

1999).

Although a vast number of studies investigates

strategy development in SMEs and the impact of

different strategies on SME performance, some

questions continue to create controversy and thus

merit further attention. Referring to Porter’s compet-

itive strategy typology, which—although published

back in 1980—is still widely used in practice and

extant research studies (e.g., Julien and Ramangalahy

2003; Shrader and Siegel 2007; Capelleras and

Rabetino 2008), we address three issues in particular.

Firstly, there is an ongoing debate on whether

SMEs need a competitive strategy that guides

investment and market behavior by defining con-

straints or whether their competitive advantage stems

from their ability to respond flexibly to market needs,

particularly in today’s highly competitive environ-

ments where continued adherence to a specific

strategy can even harm competitiveness (Hair et al.

1998; Zhara et al. 2008). Some authors argue that

optimizing a firm’s operational efficiency and tactics

suffices to improve its financial performance (e.g.,

Zhang et al. 2003). In contrast, others emphasize that

strategic commitment over a certain period of time is

a precondition for achieving sustained competitive

advantage (e.g., Parnell 2005).

Secondly, some authors adhere to the notion that

the choice of strategy impacts the performance of

firms and that only a certain set of specific strategies

provide competitive advantage. Porter (1980) argues

that companies that mix cost leadership, differentia-

tion or focus strategy are ‘‘stuck in the middle,’’ i.e.,

have no valid strategy and therefore achieve low

performance, a view that is also adopted for SMEs

(e.g., D’Amboise 1993). However, in recent years

some authors have criticized Porter’s notion of ‘‘stuck

in the middle,’’ claiming that a strategy that combines

cost leadership and differentiation can also be a valid

option (e.g., Miller and Dess 1993). Such strategies

have been referred to as ‘‘hybrid,’’ ‘‘mixed,’’ ‘‘com-

bination’’ or even ‘‘paradoxical’’ strategies (e.g.,

Spanos et al. 2004; Parnell 2005; Thornhill and

White 2007). In our study, we use the notion of the

‘‘combination strategy.’’ Some recently published

studies take conflicting viewpoints, arguing either for

(e.g., Spanos et al. 2004) or against (e.g., Thornhill

and White 2007) the validity of a combination

strategy. Despite this, empirical evidence of the

effect of a combination strategy for SMEs remains

limited. However, some empirical studies (Miller and

Dess 1993; Parnell 2000) show that a combination

strategy can help to maximize adaptive capacity as

firms do not have to rely solely on cost-based or

differentiation advantages. Furthermore, we assume

that the combination strategy is not simply opera-

tional flexibility chosen for short periods in turbulent

times, but is instead deliberately chosen as a generic

strategy followed persistently over a longer period.

Thirdly, there is hardly any empirical evidence

showing whether SMEs pursue a strategy over a longer

period of time or if they change their generic strategy

(Pelham and Wilson 1996) and whether this persis-

tency in their strategic behavior makes them more

successful. Our longitudinal study contributes to this

debate by identifying whether SMEs persistently

following a generic strategy are more successful than

SMEs that change their generic strategy over time.

Our study is based on a survey of 100 Austrian

companies with 20–500 employees in seven manu-

facturing industries. The firms were interviewed in

1995 and again in 2003 using the same standardized

questionnaire. In both surveys, the firms provided

performance data covering the period between 1992

and 2002. Surprisingly, hardly any studies have

examined whether strategy has an impact on perfor-

mance of SMEs over a longer period of time and thus

delivered proof of the sustaining effect suggested by

many prominent strategy scholars. Pelham and Wil-

son (1996) and Gibcus and Kemp (2003) are among

the few authors who provide studies of the perfor-

mance impact of Porter’s generic strategies, but even

they do not go beyond a 5-year period. We argue that

this lack of longer term perspective is one factor that

might explain the inconsistent findings regarding

strategy and firm performance.

We use a specific methodology to measure stra-

tegic behavior considering not only whether a

company intentionally followed a particular strategy,

but also whether it took any related action. Given the

longer time span, this approach allows us to opera-

tionalize strategy more accurately by considering

intentions and actions (Mintzberg and Waters 1985;

Lyon et al. 2000). It also enables us to identify pure

low cost and differentiation strategies and subdivide
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the traditional ‘‘stuck-in-the-middle’’ group into three

subgroups: one group that deliberately follows a

combination strategy, a second that changes its

generic strategy over a longer period and a third that

has no strategy at all. Consequently, we also respond

to the criticism encountered in extant literature (e.g.,

Spanos et al. 2004) that many studies to date have

failed to distinguish adequately between ‘‘stuck-in-

the-middle’’ and combination strategies.

In the next section, we develop our hypotheses and

explain the measurement of the strategic variables,

control factors and performance of the SMEs. We

then present the results of the statistical analysis and

conclude with a discussion of our main findings.

2 Theoretical background and hypotheses

2.1 Porter’s strategies and firm performance

A number of strategic typologies and taxonomies

have been proposed to study the link between strategy

and performance in SMEs. The classifications devel-

oped by Ansoff (1965), Porter (1980) or Miles and

Snow (1978) are the ones most commonly found in

empirical literature on SMEs. Porter uses the term

‘‘generic strategy’’ in his taxonomy to describe the

specific strategies of cost leadership, differentiation

and focus. While we concentrate in our study on the

competitive strategy debate in the Porter tradition,

others (e.g., Herbert and Deresky 1987) have pro-

posed alternative classification systems that catego-

rize generic strategies that can be applied across all

industries, types or sizes of organization. Therefore,

we argue in line with Porter (1980) that a competitive

strategy is a plan that establishes a profitable and

sustainable competitive position against the forces

that drive industry competition.

Based on the traditional industrial organization

(IO), Porter (1980, 1985) argues that firms have two

primary types of competitive advantage: differentia-

tion or low cost. Firms that follow one of these

strategies, which are also often labeled as pure

strategies (Thornhill and White 2007), should achieve

above-average firm performance. Since these two

dimensions demand different investments in

resources, control procedures, organizational struc-

tures and incentive systems, Porter determines them to

be incompatible. In addition to these dimensions, firms

have to make another important strategic choice,

namely whether to compete in broad markets or focus

on specific market segments (i.e., a focus strategy).

Consequently, firms can follow a cost or a differenti-

ation strategy in either narrow or broad markets. Porter

(1980) maintains that his framework is applicable to

both large and small firms and argues that smaller firms

may elect more often to compete in niche markets.

The resource-based view that emerged in the late

1980s is another important and influential strategy

paradigm (e.g., Wernerfelt 1984; Barney 1991; Grant

1996). While the traditional IO perspective on strategy

has been criticized by the resource-based view, we

nonetheless contend that the positioning of firms on

markets does explain some of the variation in perfor-

mance (e.g., Dess and Davis 1984). Moreover, in

recent years some authors have argued the comple-

mentarity of both approaches (Amit and Schoemaker

1993; Grunert and Hildebrandt 2004) and state, for

instance, that distinct competencies and resources are

important for realizing sustainable competitive advan-

tage when following a differentiation strategy (e.g.,

Mosakowski 1993; Shrader and Siegel 2007).

Some studies indicate that SMEs primarily follow a

focus strategy (Watkin 1986; Weinstein 1994; Gibcus

and Kemp 2003),1 with differentiation appearing to be

the most popular competitive strategy used by SMEs

in market niches. For the purposes of our study, two

differentiation alternatives central to SMEs were

considered, namely product innovation and product

quality. Product innovation is regarded as a particu-

larly important strategy for survival in dynamic

environments. Aside from the fact that some SMEs

prefer to remain small (Bussiek 1983; Birley and

Westhead 1990), innovation strategies often associ-

ated with entrepreneurial behavior are regarded as one

of the most promising paths leading to corporate

growth (Cooper and Dunkelberg 1988; Covin 1991).

Offering higher quality products is another impor-

tant competitive weapon for SMEs in many countries.

Indeed, as the widespread adoption of ISO 9000

illustrates, quality is one of the central themes for

SMEs in Europe (van der Wiele and Brown 1998;

Sun and Cheng 2002). Although differentiation by

1 Since an early analysis of the data from the firms studied

showed that they almost all followed a focus strategy, we did

not investigate this strategy further.
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brand, marketing and services (e.g., Miller 1988; Beal

2000) are frequently referred to in the literature as

possible options for a differentiation strategy, our

study does not look at these alternatives as they were

not considered to be of high relevance for the

manufacturing sectors and types of firms analyzed

(see below).

In addition to differentiation strategies, low cost

strategies assume a central role for SMEs (Ebben and

Johnson 2005). However, even when SMEs are often

too small to follow a cost-leadership strategy (Gibcus

and Kemp 2003), cost-efficient production is still an

important requirement. Lower costs can be achieved

by modernizing production and/or implementing

process innovations, frequently the main strategic

investments made by a firm.

The empirical evidence on the impact of the generic

firm strategies on performance in SMEs is inconclu-

sive. Some studies deliver evidence of a similar impact

of cost-leadership and differentiation strategies on

profits (D’Amboise 1993; Kemp and Verhoeven

2002). Pelham (2000) reports that for SMEs a market

differentiation strategy has a greater impact on profits

than a cost-leadership strategy, while Dess and Davis

(1984) find that low cost leaders had a higher return on

assets than differentiators. Moreover, some authors

(Moreno and Casillas 2008) claim that Porter’s

generic strategies are primarily associated with finan-

cial performance and not growth, while others point

out that generic strategies impact both financial

performance and growth (Pelham 2000). In this

context, studies investigating the relationship between

different performance variables suggest that perfor-

mance is a multi-dimensional construct. Murphy et al.

(1996) illustrate that there is only a weak correlation

between the different dimensions of performance

(e.g., profitability, growth, market share, etc.), thus

maintaining that a positive association between strat-

egy and performance in one dimension or variable

needs not necessarily hold for another.

Summarizing the above-mentioned studies in

SMEs shows that there is no clear evidence so far

that one strategy is superior to another one with

respect to both financial performance and growth. We

hence formulate:

Hypothesis 1a With respect to profitability and

growth, SMEs pursuing a cost-efficiency or differen-

tiation strategy perform equally well.

Porter (1980) claims that firms that follow one of

these two generic strategies can achieve above-

average performance in the long term, while firms

that are ‘‘stuck in the middle‘‘ perform less well. For

Porter (1985), ‘‘stuck in the middle’’ is often asso-

ciated with a firm’s unwillingness to make strategic

choices and its attempts to compete by every means.

Although a poor strategy, he argues that it is at least

some form of a strategy. However, others claim that

this group also encompasses firms that follow no

clear strategy, with the two terms often being used

synonymously (e.g., Gibcus and Kemp 2003).

In our longitudinal study, we sought to investigate

this specific subgroup, since other empirical studies

either do not investigate the ‘‘stuck-in-the-middle‘‘

group with any greater accuracy or simply use it to

subsume all the firms that do not follow any of the

classic generic strategies. We argue that different

types can in fact be identified within the ‘‘stuck-in-

the-middle’’ group: some firms may have no coherent

strategy at all, others may deliberately combine

strategies, while others may change their generic

strategy. The following section looks in more detail at

why some firms may have no coherent strategy and

concludes with a corresponding hypothesis.

Inkpen and Choudhury (1995) note that there is a

tendency in traditional IO-dominated strategy litera-

ture to assume that every competing organization has

a strategy—be it explicit or implicit—as all firms are

searching for rents. However, they also offer an

explanation as to why companies may have no

strategy and point out that the absence of a strategy is

not the same as having a bad or inadequate strategy.

A strategy may be in the process of emerging, and

young firms in particular do not have a history of

decision-making that has evolved into a coherent

pattern (Mintzberg and Waters 1985). However,

Inkpen and Choudhury (1995) stress that the absence

of a strategy should not necessarily be associated with

poor performance. They believe that managers may

even deliberately build in strategic voids and appar-

ent incoherence in decision making, for instance to

experiment in a transitional phase. Moreover, other

authors argued that small firms in particular may have

no clear long-term strategy and operate on a ‘‘day-to-

day‘‘ model of doing business in protected niches, at

least for a certain period for time (e.g., Spanos et al.

2004). While we share the opinion that an absence of

strategy might not harm performance in the short
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term, we generally associate an absence of strategy

with a weaker competitive position in the long run.

Few studies have investigated the ‘‘stuck-in-the-

middle’’ group in more detail and refer explicitly to a

‘‘no strategy‘‘ group. Gibcus and Kemp (2003) found

that the ‘‘stuck-in-the-middle’’ group (which they

classify as ‘‘having no strategy’’) achieved the lowest

performance in three subsequently analyzed years

(1997, 1999, 2001). Dess and Davis (1984) found that

‘‘stuck-in-the-middle‘‘ firms had lower sales growth

but higher returns than the cost leadership group. In a

meta-study, Campbell-Hunt (2000, p. 132) found that

since most of the studies considered did not isolate

‘‘stuck-in-the-middle’’ clusters, there is no clear

evidence of inferior performance on the part of

‘‘non-distinctive strategy designs.’’

We assume that following a cost-efficiency or

differentiation strategy is superior to following no

strategy at all over a 10-year period and hence

formulate the following hypothesis:

Hypothesis 1b SMEs pursuing a cost-efficiency or

differentiation strategy will achieve higher financial

performance and firm growth than SMEs with no

strategy.

2.2 The combination strategy as distinct generic

strategy

The question of whether companies can (or even

should) combine differentiation and low cost strate-

gies has been discussed in the extant literature (e.g.,

Helms et al. 1997; Parnell 2000; Spanos et al. 2004;

Thornhill and White 2007). Porter (1985) argues that

firms with no clear strategy are ‘‘stuck in the middle‘‘

and achieve inferior performance, maintaining that a

‘‘stuck-in-the-middle’’ position stems primarily from

efforts to combine both low cost and differentiation

strategies. A few researchers (e.g., Phillips et al.

1983; Murray 1988) counter that the two strategies

are indeed compatible. For instance, Murray (1988)

contends that the preconditions for a viable cost

leadership strategy stem principally from an indus-

try’s structural factors, whereas the preconditions for

successful product differentiation are related to

customer tastes. Since these two exogenous factors

are independent and exist in many industries, he

concludes that it is possible to successfully combine

both strategies.

Although researchers have investigated the condi-

tions under which low cost and differentiation strat-

egies can be combined, no overarching framework has

emerged to explain the effectiveness of such a

combination (Parnell 2000). Some scholars argue that

changing competitive environments have challenged

the traditional view of generic strategy (Courtney et al.

1997; Fjeldstad and Haanaes 2001). Thus, a combi-

nation strategy allows firms to maintain greater agility

and flexibility in offering products that focus either

more on costs or on a specific product feature (e.g.,

Anand and Ward 2004; Parnell and Hershey 2005).

More recently, and particularly with regard to

modern quality management approaches such as total

quality management (TQM), some authors have

claimed that such techniques help to reduce costs

and, at the same time, assure both higher product

quality and greater market responsiveness (Reitsper-

ger et al. 1993; Leonard and McAdam 2001). Hence,

a firm that offers high-quality products may attract

additional customers and thus increase market share,

which then reduces average cost because of econo-

mies of scale. Thus, introducing a total quality

strategy might allow firms to offer better products

at a better price.

In addition, some authors apply resource-based

theory to explain the validity of combining strategies

and the resultant use of a combination of resources

(e.g., Parnell 2000). From this perspective, a suc-

cessful low cost strategy might also contribute to

organizational learning, which, in turn, can enhance

product quality without necessarily identifying qual-

ity as a means of differentiation (Parnell 2000).

Organizational learning literature also delivers sup-

port for the notion that effective organizations

constantly discover and implement means to reduce

costs and differentiate their products to maintain their

market position (Hawawini et al. 2003). Fuchs et al.

(2000) argue that the integration capabilities and

alignment of all the necessary elements provide the

competitive advantage of a combination strategy and

that these capabilities are as important as the

positioning effect of a generic strategy.

Literature on innovation also delivers arguments

supporting the validity of combining low cost and

differentiation strategies. For instance, improving

existing or developing new products (innovation

differentiation) often requires process innovations,

which, in turn, can reduce product costs regardless of
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scale and scope (Helms et al. 1997). Targeted new

production technologies and organizational or system

innovations can also help firms to combine cost-

efficient production and product differentiation (Love-

man and Sengenberger 1991; Parnell et al. 2004).

Despite the arguments provided, empirical evi-

dence on the impact of combination strategies in

SMEs remains limited. White (1986), Wright et al.

(1991) and Helms et al. (1997) number among the

few authors who demonstrate that firms that com-

bined low cost and differentiation strategies per-

formed better than companies that followed a pure

strategy. In their study of British SMEs, Wright et al.

(1991) found that companies that followed a combi-

nation strategy performed better (ROI) than busi-

nesses with low cost and differentiation strategies.

For retail firms, Parnell (2000) delivers evidence that

specific combinations can lead to superior perfor-

mance in terms of either growth or profitability, but

not in both.

In their study of the importance of competitive

strategy in Greek firms, Spanos et al. (2001) deliver

evidence that low cost, quality and innovation

strategies are often considered to be equally impor-

tant by SMEs and large firms alike. In another study,

Spanos et al. (2004, p. 146) show that hybrid

strategies were more profitable than pure strategies

and that firms that combined more dimensions were

even more successful. In contrast, in their study of

large and small Canadian firms, Thornhill and White

(2007) found that a pure strategy produced better

results than a combination strategy, although there

was no impact of firm size on performance.

A recent study by Wu et al. (2007) takes a

contingency perspective on the question of the appro-

priateness of a combination strategy, proposing that

firms that combine differentiation and low cost strat-

egies will achieve higher profits in any industry

characterized by an economic downturn. They argue

that the payoff from pure strategies is reduced in such

environments as a result of the greater uncertainty and

fiercer competition. Based on a sample of firms from

30 countries, they found that firms that combined

technological differentiation and productive efficiency

outperformed those that followed a pure strategy.

We contend that for a small, highly industrialized

economy like Austria, a combination strategy is

equally as important as in the cases described by Wu

et al. (2007) and Spanos et al. (2004). In countries

like Greece, where the emphasis in the past was on

low cost production driven, for example, by low labor

costs (Spanos et al. 2004), the challenge was to

produce more innovative and higher quality products.

In contrast, in the last decade many Austrian SMEs

producing high quality products faced the challenge

of also having to focus on lower costs as a result of

globalization, with new economies catching up and

competition from the new EU member states. More-

over, the introduction of new manufacturing technol-

ogies such as Computer Integrated Manufacturing

(CIM)—which facilitate more efficient, more cost-

effective and more flexible production—is a common

strategy in highly competitive economies like Aus-

tria, Switzerland and Germany (Armbruster et al.

2005) and should enable the adoption of a combina-

tion strategy. Consequently, we regard the combina-

tion strategy as a generic strategy, which leads us to

the following hypotheses:

Hypothesis 2a SMEs pursuing a combination strat-

egy will achieve equal or higher financial perfor-

mance and firm growth than SMEs following a cost-

efficiency or a differentiation strategy.

Hypothesis 2b SMEs pursuing a combination strat-

egy will achieve higher financial performance and

firm growth than SMEs with no strategy.

2.3 Persistence of generic strategies

Arguments can be found in the literature that either

support the need for strategy persistence or reject its

relevance in favor of strategic change and flexibility.

Existing research examines aspects like the persis-

tence, dynamics and change of competitive strategy

with respect to the role of top management, the

perception and influence of environmental conditions

and the financial performance of the organization

(Ginsberg 1988; Zajac and Shortell 1989; Pelham and

Lieb 2004; Brunninge et al. 2007).

Porter (1980, 1991) argues that a generic strategy

has to be followed over a long time period to pay off

and that the choice of generic strategy is a funda-

mental decision that will not change often. At the

same time, successful companies will maintain

strategic consistency and are thus able to enjoy the

benefits of the experience curve and learning. Some

authors also argue that strategic change is risky and

costly, difficult to implement and may require new
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measures and considerable investments (Parnell

2005). SMEs may be particularly reluctant to intro-

duce such changes, while larger firms may be more

comfortable with the prospect of building up a new

business line (Wernerfelt and Karnani 1987). A shift

from a low cost strategy to a differentiation strategy,

for instance, may require investments in quality

management systems or outlays to develop research

and development facilities. Moreover, a strategy shift

may confuse consumers (Parnell 2005). For example,

if an SME switches from a low cost strategy to a

differentiation strategy, its price-oriented customers

may become irritated and change to another low cost

provider, while those customers who are willing to

pay a premium price may not assess the strategic

change positively. Thus, competitors may distort

consumer perceptions (e.g., through advertizing cam-

paigns) and thus themselves reap the benefits of the

initial strategic change.

Contrarily, one may also argue that strategic

flexibility and change are prerequisites for superior

performance since the strategy and the environment

have to be aligned, and a shift in the environment

might necessitate a strategic change to maintain the fit

(e.g., Dess et al. 1997; Hair et al. 1998). For instance, if

the environment changes considerably, thereby dimin-

ishing the justification for following a low cost

strategy, a change of strategy might be plausible.

Based on Porter’s and Ansoff’s strategic typologies,

Teach and Schwartz (2000) studied software firms in a

longitudinal survey and contend that firms have to

change their generic strategy in turbulent environ-

ments such as the software industry. They found no

significant link between strategic change and perfor-

mance and no indication of strategic persistence in

software firms. Generally, the literature stressing the

importance of environmental conditions often argues

that flexibility is an SME’s main competitive advan-

tage, that their strategy inertia is low and that strategic

change is a common measure used by firms in

increasingly dynamic competitive landscapes (e.g.,

Hair et al. 1998; Wiggins and Ruefli 2005).

In contrast, Hughes and Morgan (2007) hypothe-

size that firms tend to keep to their strategic approach

even in high-tech industries. They base their argu-

mentation on the resource-based view and the need

for investments in intangible resources. This in

particular demands commitment to a chosen strategy,

but also reflects a strong sense of strategic direction

and management confidence in this strategy. In this

respect, Covin et al. (1997) find that firms that

adhered to their strategic plans performed well, even

in hostile environments. Although firms adapt their

strategies, literature on adherence stresses that such

modifications do not necessarily result in a change in

prevailing ‘‘strategic posture‘‘ (Fox-Wolfgram et al.

1998).

There is little empirical evidence for the long-term

impact of strategy persistence in SMEs. Pelham and

Wilson (1996), for instance, studied a sample of 68

SMEs in 1991 and 1993, but found no significant

relationship between the generic strategy and perfor-

mance. They measured strategy using the intervie-

wees’ assessment of the importance of strategies, but

did not measure to what extent strategies had been

realized. They hence concluded that strategy imple-

mentation might be more important than strategy

selection in explaining any effect of strategy on

corporate performance. Parnell (1994) investigated

strategy change in large US firms over a 5-year period

based on Miles and Snow’s (1978) strategy typology.

Based on the information provided by the CEOs, he

found that about 50% of the firms had changed their

strategy and concluded that businesses maintained

strategic persistence outperformed those that shifted

away from their strategy. However, this offers only a

weak indication of an impact of a continuous

commitment to Porter’s generic strategies in SMEs.

Our study looks at firms in low, medium–low and

medium–high technology manufacturing industries in

a small, highly industrialized economy. Since these

environments were considered relatively stable in the

1990s, or at least not hyper-competitive, we would

not generally expect them to have a strong need for

strategic change. Consequently, and taking into

consideration the positive effects of specialization,

organizational learning and a clear customer image

associated with a commitment to a strategy for an

extended period of time, we propose the following

hypotheses:

Hypothesis 3a SMEs that change their strategy

have lower financial performance and growth than

SMEs that persistently follow a cost-efficiency,

differentiation or combination strategy.

Hypothesis 3b SMEs that change their strategy

have higher financial performance and growth than

SMEs with no strategy.
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3 Methodology

3.1 Sample

The data used to test the study’s hypotheses are taken

from a longitudinal study of Austrian SMEs with 20–

500 employees. The first survey was carried out in

1995 (Leitner 2001) and was followed by a second

survey of the same firm sample in 2003.

The firms were selected at random from the Dun &

Bradstreet database, which covers all Austrian com-

panies with more than ten employees. The seven

industries chosen represent about 30% of all firms in

the country’s manufacturing sector and cover the

typical low- and medium-tech manufacturing indus-

tries that contribute to economic growth and produc-

tivity in Austria (ÖSTAT 1998). The total number of

firms in these seven sectors was 2,051 in 1995. Our

final sample is distributed across the industry classi-

fication standards as follows: manufacture of wood

and of products of wood (NACE 20): 16%; manu-

facture of furniture (NACE 36): 10%; manufacture of

basic metals (NACE 27): 11%; manufacture of

fabricated metal products (NACE 28): 24%; manu-

facture of machinery and equipment (NACE 29):

19%; manufacture of chemicals and chemical prod-

ucts (NACE 24): 8%; manufacture of rubber and

plastic products (NACE 25): 12%. This distribution

accounts for the relative importance of these sectors

across the Austrian manufacturing industry. The

study includes both independent firms as well as

firms owned by other firms (e.g., business groups or

banks).

We chose to carry out the interviews by phone or

on site as this method assures a higher response rate.

We also anticipated that the personal contact estab-

lished by using this method would help to assure a

high response rate in a subsequent interview. Of the

120 firms contacted, a total of 100 firms agreed to

participate in the study, and an interview date was

arranged. An analysis of the motives for non-partic-

ipation given during the phone conversation by the 20

firms that did not participate and the use of secondary

data revealed no evidence of a bias in the sample with

regard to performance (e.g., low performance),

strategic behavior (e.g., no strategy) or industry.

The interviews were carried out by phone with the

managing directors using a questionnaire and lasted

about 90 min. With the exception of those firms that

had gone bankrupt in the meantime, we were able to

convince all the firms to participate in our second

survey in 2003, where interviews were again carried

out by phone with the managing directors, this time

based on the same standardized questionnaire.

Nine of the companies initially interviewed had

since gone bankrupt, leaving us with 91 companies

for the second survey. A comparison of the failure

rate of 9% with comparable national statistics showed

this number to be in line with official bankruptcy

statistics (Creditreform 2002), which were rather low

in Austria during the period in question. Although the

official statistics include all size classes and indus-

tries, it can be assumed that the SMEs in our size

class and industries correspond roughly to the

average statistics (see e.g., Gavac et al. 2002).

However, we also included the nine companies that

had gone bankrupt in our analysis, since we were

interested in determining whether they had followed

some sort of strategy in 1995 or whether a lack of

strategy might have had an impact on their collapse.

3.2 Strategy variables

The question of measurement is crucial when study-

ing generic strategies and can greatly impact the

outcome. Indeed, in our opinion, the various

approaches used to categorize generic strategies all

have different constraints, particularly when it comes

to accurately determining a combination strategy.

A large number of studies determine strategy

based on the answers provided by respondents when

asked whether they considered themselves to be a low

cost producer or a differentiator (Beal 2000; Pelham

2000; Thornhill and White 2007). Some studies also

use cluster analysis or factor analysis to identify

different generic strategies if no ‘‘stuck-in-the-mid-

dle’’ position or ‘‘no strategy‘‘ group emerges.

However, the reason for this non-emergence may

lie in the methodology and does not necessarily mean

that such groups did not exist (Ketchen and Shook

1996; Campbell-Hunt 2000).

With regard to combination and ‘‘stuck-in-the-

middle’’ strategies, measurement is raised as an issue

in the existing literature by Miller and Dess (1993),

Spanos et al. (2004) and Thornhill and White (2007).

Spanos et al. (2004) propose that ‘‘stuck-in-the-

middle‘‘ strategies can be interpreted as strategies in

which firms have an average emphasis in a certain
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field (e.g., average investments in technology com-

pared to the industry mean). They note that research

often fails to distinguish between combination and

‘‘stuck-in-the-middle’’ strategies and consider a com-

bination strategy to be characterized by a strong

emphasis on more than one generic strategy, while

‘‘stuck-in-the-middle‘‘ strategies display a lack of

distinctive emphasis on any one particular strategy.

While many scholars use intentions to operation-

alize strategies, some researchers also use investment

behavior or actions to capture strategic behavior (e.g.,

Wu et al. 2007). However, we maintain that the total

investments made by a firm are not necessarily a

measure of emphasis in a specific strategic dimen-

sion. For instance, Wu et al. (2007) measure

commitment to a technology differentiation strategy

by a firm’s R&D expenditure. However, there is no

reason why a company that spends less on R&D

should not be following an innovation differentiation

strategy. For instance, companies with higher R&D

spending might be developing more radical innova-

tions, while those with lower R&D focus on incre-

mental product innovations. Both are still

differentiating by product innovation.

Thus, while the amount of investments or accom-

plished activities (actions) captures strategies that have

already been realized, the assessment of strategy by

intentions can only be taken as an indication of a

planned strategy (Mintzberg and Waters 1985). Con-

sequently, we use both intentions and actions to

measure realized strategies and thus operationalize

strategic behavior over time, thereby overcoming

some of the weaknesses of extant measurement

approaches. We adopt an idea outlined by Lyon et al.

(2000), who propose combining different aspects (e.g.,

firm behavior and managerial perceptions) to measure

entrepreneurial orientation. Michie and Sheehan

(2005) take a similar approach, using strategic inten-

tions and actions to measure competitive strategy.

In our study, two criteria had to be met for a firm

to be considered to have followed a specific strategy

over a 10-year period: the respondent had to assess

the related strategic objective (intention) as ‘‘highly

important,’’ and the firm had to have taken corre-

sponding action during the 3 years prior to the two

surveys in 1995 and 2003.

To classify generic strategies, we measured strate-

gic behavior by three dimensions: cost-efficiency,

differentiation by quality and differentiation by

innovation. Each of these three dimensions was

identified by two criteria: a question addressing

specific strategic goals (and hence strategic intentions)

and a question regarding related past managerial

action (e.g., enlarging the customer base, launching

new products, adopting CIM technologies, imple-

menting a supplier-specific quality system, etc.).

Strategy intention was measured on a scale of 1–5

(1 = ‘‘not at all important’’ and 5 = ‘‘highly impor-

tant‘‘). Our aim here was to uncover combination

strategies and separate them from ‘‘stuck-in-the-mid-

dle’’ strategies.2 Consequently, if a company met both

criteria (action and intention) at both points in time, it

was considered to have a committed and persistent

strategy. However, firms did not have to have an

explicitly formulated strategy to be categorized as

having a strategy, which is particular relevant consid-

ering the strategic management practice in SMEs.

To be classified as following a cost-efficiency

strategy, a company had to have responded positively

when asked whether it had taken action (e.g.,

invested, reorganized, invented) to modernize and/or

improve its manufacturing processes in the previ-

ous 3 years. The following list of seven actions

associated with cost reduction (Zahra and Das 1993)

was provided: Modernization of Manufacturing

Technologies, New Production Processes, Computer

Integrated Manufacturing, Logistics Measures, Orga-

nizational Innovation, Outsourcing and Change of

Suppliers. Furthermore, respondents also had to have

assessed productivity as a ‘‘highly important’’ strate-

gic goal in both surveys. This measure is commonly

used for assessing cost-efficiency strategies (e.g., Wu

et al. 2007).

Firms classified as having followed a product

innovation strategy had to have improved an existing

product or developed a new product in the 3 years prior

to the interview date. This followed the recommenda-

tions found in the literature on innovation (e.g.,

2 A statistical test parallel to the classification of our strategies

shows high and significant correlations between intentions and

corresponding actions in the different dimensions (e.g., qual-

ity). However, the analysis of the data showed that the use of

both criteria ensured more reliable identification of whether a

company had maintained a persistent strategy in both periods.

This allowed us to separate those firms that demonstrated a

lack of commitment over time or simply acted without

deliberate intent over the whole period from those that

consistently adhered to a specific strategy.
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Baldwin and Johnson 1996). In addition, respondents

also had to have assessed product innovation as a

‘‘highly important‘‘ strategic goal.

Differentiation by quality required a company to

have introduced a quality measure (e.g., ISO 9000

certification or TQM) in the previous 3 years. This

strategy was considered valid if the company had also

assessed the production of high quality products as a

‘‘very important’’ strategic goal in 1995 and 2003.

Based on these three different strategies, we were

able to construct the combination strategy by cate-

gorizing those companies that had combined cost-

efficiency and differentiation by quality or product

innovation (equivalent to calculating an interaction

term). Thus, those SMEs determined to have been

following a combination strategy had assessed both

of these strategic dimensions as ‘‘highly important‘‘

and had taken corresponding managerial action. This

procedure allowed us to construct the dichotomous

variables used as dummy variables in the statistical

analyses.

Firms that had changed strategy (e.g., followed a

cost-efficiency strategy in 1995 and a combination

strategy in 2003, or only followed a generic strategy in

one period) were categorized as ‘‘Strategy Changed.’’

Companies for which we were unable to identify a

generic strategy in either period were classified as

having ‘‘No Generic Strategy.’’ A similar classifica-

tion of the ‘‘No Strategy’’ group is also used by Spanos

et al. (2004). For the nine companies that had gone

bankrupt between the two surveys, we took the

strategy (if any) used in the first period and assumed

it had been followed until the date of shutdown.

3.3 Performance variables

Three performance indicators were used in the study

for both time periods, namely average profitability,

turnover growth and employment growth. It is often

difficult to obtain data on the profit levels of small

firms as they are, in many cases, not obliged to

publish their results and are also often reluctant to

provide financial information (Sapienza et al. 1988).

Literature on this topic shows a strong correlation

between self-reported, perceived measures of perfor-

mance and objective measures of performance (Dess

and Robinson 1984; Covin and Slevin 1988). Prof-

itability was thus measured on the basis of a self-

assessment by the respondents, who were asked to

compare themselves with their competitors using a 5-

point scale (where 1 = very poor and 5 = very

good). Respondents were asked to assess their annual

performance for the previous 3 years (first survey in

1995) and for each year between 1995 and 2002

(second survey in 2003). Based on this sequence we

calculated the mean, providing us with an average

value for profitability ranging from 1.00 (1 in each

year) to 5.00 (5 in each year) covering the period

1992–2002.

The figures for turnover and employment for the

years 1992 and 2002 were reported by the interviewed

firms themselves in both surveys. Firm growth rate can

be operationalized in different ways (Davidsson and

Wiklund 2000): we took the figures for 1992 and 2002

and calculated the average annual percentage growth.

Given the differing growth rates in the industries used

in the sample, the average annual percentage growth

rate of a firm’s principal industry was subtracted from

its real growth rate. Industry growth figures for 1992

and 2002 were taken from the Statistical Yearbook

published by the Austrian Statistical Office. Since the

analysis of the turnover and employment growth rates

showed extremely high values for some firms, we

censored three extreme outliers with respect to

employment and turnover growth and replaced their

values with an average annual percentage growth rate

of 20% (employment) and 30% (turnover), an

approach regarded appropriate in cross-sectional

studies (e.g., Kothari et al. 2005) and used, for

instance, by Lööf and Heshmati (2002).

For the nine companies that had gone bankrupt

between 1995 and 2002, specific performance values

were defined for the second period. Earnings for the

second period were calculated by taking the lowest

score (1 = very poor) for profitability between 1995

and 2002, leading to very low values for those firms.

However, as these firms had shown different profit-

ability levels in the first period, profitability levels

still differed slightly for the nine bankrupt firms. In

addition, we set the figures for turnover and employ-

ment for the second period as zero and thus achieved

a growth rate of -100%. We again calculated the

average annual value for these nine firms and

obtained a growth rate of -10% for the period

1992–2002 (the smallest possible figure). However,

as some of the surviving firms had also shown

considerably negative growth rates, this indicated that

there was no significant problem with the assumption
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to be normally distributed. Since the number of firms

with the same growth level at the low end of the scale

(i.e., left-censored) was rather small and the distri-

bution was hardly skewed, we concluded that the

distribution was acceptable for carrying out an OLS

regression (Chatterjee and Price 1991). Thus, our

procedure corresponds to a winsorization of 88%, i.e.,

a 9% winsorization at the lower bound and a 3%

winsorization at the higher bound. Finally, the

Kolmogorov–Smirnov tests for employment and

turnover growth and profitability confirmed that the

performance variables were normally distributed.

3.4 Control variables

Previous research suggests that firm size and firm age

are important factors that influence performance

(Birley and Westhead 1990; Mata 1994; Almus and

Nerlinger 1999). For instance, firm growth tends to

decline with increasing firm size and age. We used

firm size (measured as the total number of employees)

and firm age in 1995 (log transformed) as control

variables. Moreover, since it is frequently argued that

ownership has an impact on performance (Randøy and

Goel 2003; Durand and Vargas 2003), we included

ownership as a further control variable at firm level. A

dummy variable was used to distinguish between

independent and dependent firms (e.g., subsidiaries).

The importance of company growth as a corporate

goal was also used as independent variable. As

already noted, not all SMEs want to grow, and we

were therefore interested in studying whether a

company’s ambition to grow influenced its perfor-

mance (Delmar and Wiklund 2008). In addition, a

growth orientation in SMEs is seen as a key

characteristic of an entrepreneurial orientation and

is positively associated with firm growth (e.g.,

Moreno and Casillas 2008) and profitability (e.g.,

Lumpkin and Dess 1996). Growth orientation was

measured using the respondents’ assessment of the

importance of firm growth as a strategic goal on a

Likert scale of 1–5 (1 = ‘‘not at all important’’ and

5 = ‘‘highly important’’).

In addition, we used export intensity (export sales

as a percentage of total sales in 1995) as a measure of

the firm’s scope of operations (e.g., Kotha and Nair

1995), which is an important strategy element of

Austrian firms and may influence firm growth and

profitability (Lee and Habte-Giorgis 2004).

In addition to firm-specific factors, we also

accounted for industry environment, since this can

also have an impact on firm performance. Since we had

adjusted the growth rates by the industry growth figures

and asked the firms to compare their own financial

performance (profitability) with that of their main

competitors, we had already checked for a possible

confounding effect of industry on performance and did

not include industry as a further control variable.

However, we used market share, which reflects the

industry context of the firm. Although market share can

be interpreted as performance value, it is also used to

reflect industry structure, which may have an impact on

performance (e.g., Spanos et al. 2004).

3.5 Analysis methods

To test the research question (i.e., the relationship

between a firm’s performance and its strategic behav-

ior), means comparisons (one-way tests) and regres-

sion analyses were carried out. The three performance

variables profitability, turnover growth and employ-

ment growth served as dependent variables. The

different strategic and control factors served as

independent variables. For the regression models, we

calculated a base model with the control variables and

added in a second step the strategic variables. When

running analyses of variance (ANOVA) and regres-

sions, correlations between the independent variables

were used in advance to control multicollinearity. We

also calculated the variance inflation factors for the

regression models to check for multicollinearity.

4 Results

Descriptive statistics for the variables used in the

study, including means, standard deviation and

correlation, are provided in Table 1. The size of the

firms studied ranged from 21 to 470 employees, with

a mean of 128. The average age of the firms was

48 years, with values ranging from 2 to 183 years,

indicating that the firms were fairly mature. The

majority of firms (70%) were independent. The

correlation analysis shows that the relationships

between the independent variables are low to modest

and hence acceptable for performing meaningful

multivariate statistical tests. In addition, the correla-

tion coefficients between the three performance
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variables were relatively weakly associated, suggest-

ing that there might be a tradeoff in the long term

(e.g., Murphy et al. 1996) and that growth does not

necessarily lead to profitability nor does profitability

enable growth (Baum and Wally 2003).

An initial analysis of the strategies followed by the

participating firms revealed the significance of the

different generic strategies. Overall, the most com-

mon strategy was the pure differentiation strategy,

pursued over the entire period by 34 firms. In total, 23

of the firms followed a combination strategy, com-

bining cost-efficiency with quality differentiation and

product innovation respectively. Only a minority of

firms (13) followed a pure cost-efficiency strategy in

both periods. Comparing the strategies chosen in both

periods revealed a trend toward the adoption of

combination strategies in the second period. In other

words, firms following a pure cost-efficiency strategy

in the first period began to follow a differentiation

strategy, while firms pursuing a differentiation strat-

egy in the first period subsequently introduced a cost-

efficiency strategy. This pattern also had a strong

impact on the ‘‘strategy change’’ variable. In total, 15

companies changed their strategies or only followed a

generic strategy in one period. No generic strategy

could be identified in 1995 and 2003 for 15 of the 100

participating firms.

To test Hypotheses 1a and 1b, which state that

SMEs pursuing either of the pure strategies perform

equally well and outperform SMEs with no coherent

strategy, we initially carried out an ANOVA with

each dependent performance variable for the different

strategies under consideration (see Table 2). The

comparison of the mean values revealed that that

growth rates for the no strategy group were consid-

erably lower than those for companies following a

cost-efficiency or differentiation strategy. However,

multiple comparisons based on a Scheffe test

revealed that this difference was only significant at

the 0.10 significant level. We thus found no clear

support for Hypothesis 1b. Moreover, there was no

significant difference between the two pure strategies

for any performance variable. Consequently, we

found support for Hypothesis 1a.

Hypothesis 2a addresses the question of whether a

combination strategy is equal or superior to a pure

strategy. Performing pairwise comparisons (see

Table 2) delivered evidence that the combination

strategy was associated with higher profitability scores

than the differentiation strategy. However, a combi-

nation strategy was not significantly associated with

higher employment or turnover growth than a pure

strategy. Consequently, the results support Hypothesis

2a. With respect to Hypothesis 2b, we found evidence

that on average the combination strategy group

achieved higher performance levels for profitability

(3.94 on average), turnover growth (6.65% average

annual growth rate) and employment growth (3.39%

average annual growth rate) than the no strategy group.

We also carried out a post-hoc analysis to establish

whether a combination strategy pursued in three

generic dimensions (cost-efficiency, differentiation

by quality and product innovation) was more suc-

cessful than a two-way combination of cost-effi-

ciency and one form of differentiation. We

constructed two sub-groups and found that 13 SMEs

combined cost-efficiency with either quality or prod-

uct innovation differentiation (two-way combina-

tion), while 10 companies mixed cost-efficiency

with differentiation by quality and product innovation

(three-way combination). A t-test revealed no signif-

icant difference between the two types of combina-

tion strategies. Profitability, for instance, was 3.92 for

a two-way combination and 3.96 for a three-way

Table 2 Mean performance comparisons

Dependent variable Cost-efficiency

strategy (1)

Differentiation

strategy (2)

Combination

strategy (3)

Strategy

changed (4)

No

strategy (5)

F value Significantly

different groupsa

n 13 34 23 15 15

Profitability 3.25 3.39 3.94 3.69 2.96 4.41** 3 [ 5, 4 [ 5, 3 [ 2

Employment growth -0.25 -0.37 3.39 -0.28 -5.25 3.68** 3 [ 5, 4 [ 5

Turnover growth -0.13 0.08 6.65 3.35 -6.09 5.28** 3 [ 5, 4 [ 5

** p \ 0.01
a Based on Scheffe
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combination. Both growth rates were slightly higher

for the three-way than the two-way combination

strategy group, albeit not significant.

Hypotheses 3a and 3b deal with the role of strategic

persistence. We found that a change of generic

strategy from one period to the other was positively

associated with performance (see Table 2). Pairwise

comparisons showed that companies that changed

their strategies exhibited higher profitability and

growth (employment and turnover) than the no

strategy group. We thus found support for Hypothesis

3b. However, contrary to our expectations for Hypoth-

esis 3a, our results delivered no evidence that firms

that deliberately changed their strategy were inferior

to who had stuck to their strategy in both periods.

In addition to the comparison of means, we

performed a hierarchical regression analysis to control

for firm size, firm age, ownership, export intensity,

market share and ambition to grow (see Table 3). A

test prior to the correlations between the independent

variables to check for multicollinearity indicated no

problems (see Table 1). The error terms in the multiple

regressions were also checked for outliers and heter-

oscedasticity and raised no concerns. None of the

variance inflation factors for the model were greater

than 2.2, which is far below the guideline figure (10)

suggested by Chatterjee and Price (1991). First, the

control variables (see Table 3: Models 1–3) were

entered, followed by the strategy variables in the

second step for each performance variable (see

Table 3: Model 2, 4, 6). Entering the strategy variables

increased the variance of the regression equation in all

three dependent performance measures (Model 2, 4,

6). To discuss the results we will focus on the full

models. The regression analysis showed that the

coefficient of the combination strategy was positive

and significant for all three performance variables

(Model 2: b = 0.348; Model 4: b = 0.481; Model 6:

b = 0.381), and thus confirmed the previous results of

the ANOVA, providing partial support for Hypothesis

2b. In addition, the models revealed positive signifi-

cant coefficients for the variable ‘‘strategy changed’’

on turnover growth (Model 4: b = 0.271) and on

profitability (Model 2: b = 0.209), albeit only on the

0.10 significant level for the latter one (see Table 3).

Thus, the results partly support Hypothesis 3b.

Among the control factors, ‘‘market share’’ was

positively associated with profitability, in line with

basic strategy theory regarding the experience curve,

while the export intensity had no impact on the

different performance variables. The firm controls

age and size had no effect on performance. More

Table 3 Regression analysis

Dependent variable Regression coefficients (standardized)

Profitability Profitability Turnover

growth

Turnover

growth

Employment

growth

Employment

growth

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Control variables

Firm size 0.066 0.012 0.060 -0.012 0.071 0.024

Firm age 0.141 0.129 0.053 0.035 0.071 0.067

Ownership 0.027 0.007 -0.043 -0.069 0.020 0.002

Export intensity -0.183? -0.179? 0.007 0.005 0.029 0.014

Market share 0.285** 0.233* 0.139 0.063 0.176? 0.105

Growth orientation 0.257** 0.233* 0.245* 0.213* 0.213* 0.185?

Strategic variables

Cost-efficiency 0.116 0.173 0.135

Differentiation 0.144 0.238 0.215

Combination strategy 0.348* 0.481** 0.381*

Strategy changed 0.209? 0.271* 0.179

Adj. R2 0.166 0.200 0.089 0.119 0.092 0.113

Model F 4.252* 3.445* 1.494 2.475* 2.247* 2.646*

? p \ 0.10; * p \ 0.05; ** p \ 0.01
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interestingly, we found that the ‘‘ambition to grow’’

not only had an impact on turnover growth (Model 4:

b = 0.213; Model 6: b = 0.185), but it also had an

even more significant impact on profitability (Model

2: b = 0.233) (see Table 3). An additional analysis

revealed that there was no correlation between

performance prior to the first investigation in 1995

and goal orientation, indicating that a strong ambition

to grow should have expressed positive future

expectations based on past performance levels.

5 Discussion

Our longitudinal study of Austrian SMEs contributes

to existing literature on generic strategy and strategy

change as well as the strategy practice in SMEs, and

several of the results are worth highlighting.

Firstly, we found evidence that SMEs that persis-

tently follow a cost-efficiency or differentiation

strategy performed equally well, thus confirming

one proposition derived from Porter’s original strat-

egy framework. However, of the two, the cost-

efficiency strategy was associated with a compara-

tively low (albeit not significant) employment level, a

factor that may reflect the impact of continuous cost-

reduction efforts on employment growth.

Secondly, and in stark contrast to Porter’s original

proposition, we found that SMEs that pursue a

combination strategy achieved equal or greater finan-

cial performance than SMEs with cost-efficiency or

differentiation strategies. Strategy is traditionally

considered to be a choice between conflicting deci-

sions, i.e., cost versus differentiation. Yet more

recently, some authors have criticized Porter’s frame-

work, suggesting that external factors like customer

choices or internal factors like organizational learning

allow a combination of both strategies (Parnell 2000;

Fjeldstad and Haanaes 2001; Lubatkin et al. 2006).

One explanation why a combination strategy delivers

competitive advantage is that modern technologies

and management practices such as quality manage-

ment and flexible production technologies allow firms

to simultaneously reduce costs and differentiate prod-

ucts.3 Furthermore, a combination strategy may help

to reduce market risk and maximize long-term

performance. In this sense, Porter’s original frame-

work may underestimate the strategic performance

outcomes of modern resource-based management

methods and production technologies like TQM.

Our results are in line with those empirical studies

(e.g., Parnell et al. 2004; Spanos et al. 2004; Wu et al.

2007) that found that combination or mixed strategies

perform equally well as or better than pure strategies.

However, most of the studies published so far do not

differentiate between large firms and SMEs and simply

assume that the combination strategy is a valid generic

strategy for both types of firms (e.g., Helms et al. 1997;

Spanos et al. 2001). As we focused on SMEs, we found

that those firms that follow a combination strategy

performed best in terms of long-term profitability and

growth. While a combination strategy was primarily

regarded as an option mainly for larger firms, we showed

that a combination strategy is also a valid generic

strategy for SMEs. We assume that the organizational

flexibility and customer intimacy of smaller firms

support the successful realization of such a strategy.

We show that a combination strategy is advanta-

geous for SMEs based in a highly industrial country

like Austria. This indicates that such strategies are

relevant not only in economies in transition or under

high environmental hostility as suggested by some

authors (e.g., Spanos et al. 2003; Wu et al. 2007) but

also have a more generic character that can be applied

in different competitive environments.

Our results support arguments from the field of

organizational learning (e.g., March 1991; Lubatkin

et al. 2004) advocating the viability of a combination

and balance of different dimensions and maintaining

that managers do not to necessarily have to concentrate

resources, management routines and knowledge flows.

In addition, our findings are related to the generic

strategy classification proposed by Miles and Snow

(1985) and their ‘‘analyzer’’ type. Analyzers combine

both the prospector and the defender into a single

system, thereby striving to defend existing product

markets by improving efficiency while seeking new

market opportunities by offering new products

3 We were interested in ascertaining whether companies that

followed a combination strategy made more frequent use of

specific manufacturing technologies such as CIM, which

Footnote 3 continued

should allow a differentiation by product as well as a cost

reduction. Although the companies that pursued a combination

strategy had implemented CIM technologies more frequently, a

v2 test revealed that this difference was not significant.
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(Venkatraman and Prescott 1990). Our study shows

that a combination strategy should not be equated to an

unwillingness to make choices that is pursued in a

transitional phase (Thornhill and White 2007) but is

followed deliberately over a longer period of time.

Moreover, we found that a combination strategy

positively influenced all three performance indicators

profitability, employment growth and turnover growth.

However, since there was only a weak correlation

between profitability and growth, following a combi-

nation strategy does not necessarily mean that a firm

will perform better in both dimensions at the same time.

Thirdly, a comparison of companies following a

cost-efficiency, differentiation or combination strategy

with those that have no strategy indicates that growth

requires a coherent strategy, although this relationship

is only significant for the combination strategy. SMEs

pursuing a combination strategy will achieve greater

financial performance and growth than those with no

strategy. Of all strategy groups, those companies with

no coherent strategy generally achieved the lowest

levels of performance in all three performance dimen-

sions. A closer look at the nine companies in our sample

that had gone bankrupt between 1995 and 2003

revealed that five of these had no strategy at all in

1995, a higher percentage than those which had not

gone bankrupt. Consequently, lack of strategy is a

factor that can be associated with the negative devel-

opment of this group.

Fourthly, we found a considerable level of persis-

tence in the strategies followed, with the majority of

firms sticking to their chosen strategy over the entire

period. Different theoretical propositions have been

made regarding the drivers of strategy change: some

scholars argue that there is a high likelihood that

SMEs will change their strategy as doing so allows

them to adapt to the environment by exploiting their

agility and flexibility advantages (Lengnick-Hall and

Beck 2005). In contrast, others claim that success

breeds success, entrepreneurs stick to their strategies,

and strategy change is costly (e.g., Parnell 1994). To

investigate the specific proposition that performance

might influence the probability of a change in

strategy, we tested this relationship by constructing

a logistic regression model with the dichotomous

dependent variable ‘‘strategy changed.’’4 This model

revealed no evidence that performance in the first

period influenced the probability of a change in

generic strategy. Hence, our results are in line with

those authors who claim that managers tend to rely on

past routines and adhere to their initial strategy even

in the face of threats or declining profits. This type of

behavior is especially typical in owner-managed

SMEs (Ranft and O’Neill 2001).

Fifthly, we found that SMEs who indicated an

‘‘ambition to grow’’ not only produce higher turnover

growth, they are also more profitable over a 10-year

period. This strongly supports the claims in the

existing literature on small businesses and entrepre-

neurship that the attitudes and values of owners and

managers impact company development and perfor-

mance (e.g., Barkham et al. 1996; Delmar and

Wiklund 2008). Moreover, since an ambition to grow

is also a commitment to higher risks, it is to be

expected that companies with this goal will achieve

higher profits. In general, ambition to grow is

considered a central characteristic of entrepreneurial

orientation (Lumpkin and Dess 1996; Moreno and

Casillas 2008). Of the other control factors, only

market share had a positive significant impact on

performance, while ownership, size, age and export

intensity had no significant influence in the long run.

Thus, our results do not support those of other studies

on SMEs with respect to firm size (e.g., Wagner

1995), ownership (Randøy and Goel 2003) or age

(e.g., Ebben and Johnson 2005).

Contrary to our expectations, we found no evidence

of inferior performance among companies that chan-

ged their strategy and those with a persistent strategy.

Moreover, firms that changed their generic strategy

performed significantly better than those with no

strategy. While the variable ‘‘strategy changed’’ might

traditionally be regarded as a ‘‘stuck-in-the-middle’’

strategy, our findings support the assertion that firms

deliberately change their strategy. Our analysis

revealed that many firms adopted a quality differenti-

ation strategy in addition to a cost-efficiency strategy

or a cost-efficiency strategy in addition to a quality or

innovation differentiation strategy, thus converting to a

combination strategy. This may also explain the

relatively high performance of such firms. However,

4 Average profitability, average annual employment growth

between 1992 and 1994, ownership, firm size and firm age

Footnote 4 continued

served as independent variables within a logistic regression

model (log-likelihood = 85.163, pseudo R2 = 0.042).
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due to the low number of firms that changed strategy,

we were unable to carry out a more detailed analysis of

the differences between firms that adopted a combina-

tion strategy and those that changed from one pure

strategy to another, i.e., from cost-efficiency to differ-

entiation and vice versa. Thus, we found no indication

that companies that changed their strategy suffered

reduced performance as a result of the cost of

developing the required new resources and capabilities

as suggested, for example, by Mosakowski (1993).

Finally, we found no empirical evidence that SMEs

that pursue a cost-efficiency or differentiation strategy

significantly outperform SMEs with no strategy in

financial terms. Thus, a traditional pure generic

strategy does not suffice to ensure above average

financial performance in the long run. This weakens

the strong assertion that SMEs must follow such a

strategy to attain superior financial performance.

However, there is a weak indication that a pure

strategy has a positive impact on growth or in other

words that growth requires some form of strategy.

Our study delivered evidence of the need for

strategic management in SMEs. Accordingly, strate-

gic thinking and strategic behavior, which in practice

go hand in hand with at least some basic strategic

management, are not a luxury, but a necessity for

sustainable development. Despite the fact that some

management publications might promote following a

pure strategy, SMEs should not hesitate to pursue a

combination strategy.

6 Limitations and future research

When interpreting the results of this study, consider-

ation must be given to its limitations. The findings are

based on a survey of the same group of firms in 1995

and 2003 and have to be treated with caution as the

sample size is fairly small. Although the majority of

the SMEs studied competed in a single market, some

were indeed active in several markets. We assumed

that they used the same strategy in all markets.

In line with arguments from the resource-based

view (e.g., Shrader and Siegel 2007), it can also be

speculated that the possible positive impact of generic

strategies must be aligned with specific competencies

and resources. It would be interesting here to identify

and examine the actual competencies needed in a firm

to master the trade-offs and focus simultaneously on

two dimensions (e.g., Lubatkin et al. 2006). Specific

organizational structures and a particular internal fit

may also be required to deploy a combination strategy.

Future studies investigating how companies manage to

integrate the different aims without causing confusion

or loss of direction would definitely be of interest

(Parnell 2005).

The relationship between strategy and perfor-

mance is also contingent on certain external factors

(Miller 1988; Pelham and Lieb 2002). Although our

study has not taken a contingency perspective, market

conditions in particular may moderate the relation-

ship between combination strategies and performance

and, hence, might also be considered in future

research. A further factor that merits more detailed

study is the role of industry association, which might

reveal specific technological or market opportunities

relevant for the success of combination strategies.

We did not account for patterns in growth and

could, for instance, have categorized different groups

and patterns and considered the volatility aspect

(Delmar 1997). Moreover, since we were not dealing

with reverse causality, we assumed that strategy

impacts performance and that there are strong rein-

forcing loops between the two (Pett and Wolff 2003).

Although we found no evidence that past performance

influenced the probability of a change in strategy,

other factors might be worth considering in subsequent

attempts to explain the dynamics of strategy (Kyung

2007), i.e., why some companies change their strategy

and others have no clear strategy at all. Such factors

might include a new executive management team, a

change in legal status or a new supervisory board

(Brunninge et al. 2007). It is possible that a strong

commitment to a chosen strategy may be influenced by

the national and cultural context, but there are

currently no studies available that compare the role

of strategic persistence across countries and cultures,

another open research issue.

Clearly, a combination strategy is not only viable, it

is also an increasingly advantageous option for SMEs

in highly industrialized economies. Further studies in

similar national contexts would serve to reveal the

extent to which our findings can be generalized.
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