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Abstract

Organizational Strategy and IT Outsourcing:

A Perspective of Miles and Snow’s Strategic Typologies

Yi Sun

The current study represents an exploratory research in the area of strategic alignment of
information technology. It attempts to explore whether there is a link between an
organization’s strategic typev and its level of information technology (IT) outsourcing.
More specifically, it investigates how strategic types in Miles and Snow’s typology can
be related to the level of IT outsourcing activities deployed by an organization. It also
takes a qualitative approach in the measurement of strategy. Secondary data such as
annual reports, rather than mailed questionnaires, are used to analyze the strategy. The
results indicate that in terms of Miles and Snow’s strategic typology, prospectors are the
highest user of IT outsourcing. Defenders are more cautious to outsource their IT.
Analyzers, having both characteristics of prospectors and defenders, are between the two

groups in IT outsourcing activities.
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1. Introduction

The information technology (IT) outsourcing phenomenon has been receiving more and
more attention during the recent years. As IT plays an increasingly important role in the
business environment, it gains a more prominent strategic role within operations. Studies
performed by International Data Corporation (1999) estimated that the global revenues
for IT outsourcing have been growing at a rapid rate. One key organizational element that
distinguishes one organization from another is its strategy. Aligning IT with an
organization’s strategy has been proved to be both required and beneficial (McFarlan,
1984; Porter and Millar, 1985; Chan et al., 1997). A significant theoretical contribution to
the understanding of strategy is Miles and Snow’s (1978) typology. While this approach
has been used in the past to study [T-strategy alignment (Tan, 1997; Sabherwal and Chan,
2001; Croteau and Bergeron, 2001), little research has been done to investigate the
relationship between organizational strategy and IT outsourcing. Methodologically,
multiple-item surveys were mainly used in the collection of data to measure strategy.
Qualitative method was seldom found. This study attempts to explore whether there is a
link between an organization’s strategic type and its level of information technology (IT)
outsourcing. More specifically, it investigates how strategic types in Miles and Snow’s
typology can be related to the level of IT outsourcing activities deployed by an
organization. It also attempts to take a qualitative approach in the measurement of
strategy. Secondary data such as annual reports, rather than mailed questionnaires, are
used to analyze the strategy. Selected companies are extracted from a previous research

where some outsourcing activities were studied.



2. Literature Review

The objective of this review is to examine the previous studies on strategic alignment of
IT, organizational strategy, IT outsourcing, and strategic alignment of IT outsourcing
using Miles and Snow’s (1978) strategic typology. First theoretical and empirical studies
in strategic alignment of IT are discussed. We then review previous research on
organizational strategy, with a special focus on the development of Miles and Snow’s
typology. In the next section, theoretical foundations and empirical research in IT
outsourcing are examined. We then identify studies that using Miles and Snow’s typology
to illustrate alignment of strategy and IT outsourcing. Finally, a summary and conclusion

of the literature are presented.

2.1 Strategic Alignment of IT

This chapter presents theoretical foundations in the field of strategic alignment of IT. The
focus will be on strategy in the IS literature. Previously used approaches and constructs
will be identified. The review suggests that despite the attempts of researchers to validate
the theoretical concepts, there is still a significant gap between theoretical foundations

and empirical research in this strand of study.



2.1.1 Henderson and Venkatraman (1993)

One of the most important contributions to our understanding of strategic alignment of
strategy and IT 1is presented by Henderson and Venkatraman (1993). The authors
suggested that alignment between business strategy and IT strategy influences the ability
to realize value from IT investments. They proposed the Strategic Alignment Model
based on two building blocks: strategic fit' and functional integration. Strategic fit
addresses the need to align external and internal domains (strategy and infrastructure).
Functional integration refers to the need to align business and IT domains. The logic of
strategic alignment lies in consistency in the choices in both business and technology

areas.

The study recommends four types of cross-domain relationships. Business strategy serves
in the role of driver in two of them. The strategic execution perspective suggests that
articulated business strategy is used to design organization and IT infrastructure. The
technology transformation perspective implies that business strategy affects IT

infrastructure through IT strategy.

The other two perspectives explore how IT strategy plays the role of enabler. The
competitive potential perspective suggests that emerging IT capabilities could impact
business strategy and in turn, organizational infrastructure. The service level perspective

demonstrates that IT strategy determines IT infrastructure, which intern will have an

! For further explanation of the concept of fit, please see Appendix 1.



impact on organizational infrastructure.

The authors pointed out that the Strategic Alignment Model differs from traditional
linkage view in four different ways. The proposed model calls for recognition of the
external I'T marketplace, puts selecting appropriate alignment perspective as management
objective, highlights the diversity of roles carries out by both line and IT executives, and
finally, extend the criteria for performance assessment to a larger set involving multiple

goals.

2.1.2 Other Theoretical Studies

McFarlan (1984) is one of the earliest theoretical studies for analyzing strategic impact of
IT. The author suggested that IT may have strategic importance when it is used to: 1.
change the basis of competition by allowing cost, product differentiation, or market
specialization advantages, 2. generate new products, allowing existing products to be
tailored to specific customer needs: and 3. improve product quality and distribution.
Managers must take into account the intangible strategic benefits of information

technology when justifying their costs.

Porter and Millar (1985) provided a useful framework for analyzing the strategic
significance of the IT. The authors showed how and why information technology has
changed the way companies operate internally, as well as the way they interact with

suppliers, customers, and rivals. The authors found that IT changes the industry structure



and therefore alters the rules of competition, gives companies new ways to outperform

their rivals, and spawns whole new businesses.

2.1.3 Empirical Studies

We find in the literature that strategic alignment of IT was tested previously by several
studies. Chan et al. (1997) suggested that IS strategic alignment affects IS effectiveness
more than does strategic orientation. Moreover, business strategic orientation, IS strategic
alignment, and IS effectiveness were found to have significantly positive impacts on
business performance. Bergeron and Raymond (1995) concluded that strategic orientation
has a positive impact on business performance. More strategically oriented organizations
tend to manage their IT more strategically. However, it was not confirmed that strategic
IT management has a positive impact on business performance. Raymond et al. (1995)
found that IT sophistication is positively related with structural sophistication. IT usage
has a positive impact on business performance. The alignment between IT and
organizational structure is positively linked with organizational performance, in which
the relationship is stronger in better-performing organizations. And finally, Reich and
Benbasat (2000) suggested that four factors contribute positively to short-term alignment,
including IT implementation success, communication between business and IT
executives, and connections between business and IT planning processes. The authors
also found that in order to align IT and business, it is crucial that business and IT
executives have a good understanding of issues related to each other’s areas. In summary,

the findings of these studies validate the proposition that alignment of IT and strategy



positively contribute to organizational performance.

2.2 Organizational Strategy

An important stream of IS and managerial research has been devoted to organizational
strategy. Miles and Snow (1978) defined strategy as “a pattern or stream of major and
minor decisions about an organization’s possible future domains”. Teng et al. (1995)
defined it as a set of “underlying values and propensities that consistently guide an
organization’s actions and responses”. In Croteau and Bergeron’s (2001) work, business
strategy refers to the “outcome of decisions made to guide an organization with respect to

the environment, structure, and processes that influence its organizational performance”.

Typically, three different levels of strategy are recognized within organizations. Corporate
strategy is concerned with the overall purpose and scope of the firm. Business unit
strategy is concerned primarily with how to compete within individual markets.
Operational strategy deals with how to implement the business unit strategy with regards

to resources, processes, and people.

In information systems (IS) and managerial literature, strategy can be presented in
different ways. Hambrick (1980) discussed various approaches of operationalize the
concept of business-level strategy. Textual description, measurement of parts of strategy,
multivariate measurement, and typologies are the four main approaches presented in the

study.



The textual description approach was originated in the form of case studies. Strategy is
not measured but rather described in a contextual manner. This approach is particularly

useful in theory building.

The measurement of parts of strategy has a uni-variate approach. It focuses on a single
key variable or variable in a functional area. Although this approach offers a relatively
reliable measurement of the key variables, it does not capture the breadth of the decision-
making processes in business-level strategy. This approach is most helpful in

understanding limited areas of strategy.

The multivariate approach, on the other hand, takes a more comprehensive view of the
strategy construct by measuring several variables. It has the advantages of adding
dimensions to the construct and making use of multivariate statistics tools. However, this
approach runs the risk of missing the internal logic among the variables. Moreover,
although it uses a larger database, the multivariate approach could not guarantee a better
generalizability. This approach is believed to be most useful when strategy is treated as a

predictor in research designs.

The typology approach distinguishes itself by its degree of comprehensiveness and
integrative pattern. It depicts business-level strategy as a set of relationships that exist in
a temporary state of balance. It described situations seem to form a number of gestalts, a

German word referring to structures, configurations, or patterns so integrated with



properties not derivable by summation of its parts. The typology approach carries the
merits of simplicity while it contributes to understanding strategy systematically at the
same time. Several strategic typologies were developed and frequently used in the
management and IS literature. Two among the most popular include Porter’s (1980)
generic strategies, and strategic typology developed by Miles and Snow (1978), which is

the major concern in this study.

2.2.1 Miles and Snow’s Strategy Typology

Miles and Snow (1978) has identified four main patterns of adaptation behaviors, a
strategy typology consisting of four business strategic types defined as defender,
prospector, analyzer, and reactor. The first three types are believed to lie on one

continuum. The last one, reactor, is considered out of the continuum.

Defenders are organizations that have a narrow market and focus their primary attention

to improving the efficiency of existing operations.

Prospectors, on the other end of the continuum, are characterized by continually

searching for new market opportunities and thus stress innovation and changes.

Analyzers are operating in two types of adaptive behaviors, one relatively stable sharing
the characteristics of the defenders, and the other showing properties of frequent changes

of the prospectors.



Finally, Reactors are organizations in which top management frequently perceives
uncertainties and changes but is unable to adjust to them effectively. They lack a
consistent strategy-structure relationship and thus neither could maintain existing markets

nor could take risks to explore new ones.

In this work, the authors also illustrated the process by which organizations continually
adjust to their environments. Assuming the relationships and interdependence among an
organization’s strategy, structure, and process, the authors developed the concept
“adaptive cycle” to explain how organizations enact their environments. The cycle
demonstrates how the choice of a given strategy (the entrepreneurial problem)
demands a particular portfolio of technologies and capabilities (the engineering
problem). And those choices, in turn, affect of the design of organizational structures and
processes (the administrative problem). Finally, the choice of structure and process
would influence and constrain future strategic decisions. The adaptive cycle, its main
phases, and their contents are shown in Exhibit 1. A comparison of the four business

strategic types is shown in Table 1.



Exhibit 1. Miles and Snow’s Adaptive Cycle

THE ENTREPRENEURIAL
PROBLEM

Choice of production-market
domain

THE
ENGINEERING PROBLEM

Leading aspect
Selection of areas for future

innovation
THE ADMINISTRATIVE Choice of technologies for
PROBLEM production and distribution

Lagging aspect
Rationalization of structure and
process
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After their classic work in 1979, Miles and Snow did not stop their journey investigating
the strategic typologies. Their subsequent works introduced the concept of “fit” and
linked the strategy typologies with organizational forms (Miles and Snow 1984). They
predicted a new organizational form, the networks, in the ever-changing environment as a
result of mass application of outsourcing (Snow et al., 1992). Furthermore, they re-linked
the network forms with their original strategic typologies (Miles and Snow 1992).
Because of this interesting evolution that is related to our work investigating the link
between strategy and IT outsourcing, further explanatién of Miles and Snow’s work are

provided in the upcoming sections.

2.2.2 Evolution of Miles and Snow’s Strategy Typology

2.2.2.1 Miles and Snow (1984)

In this article, Miles and Snow (1984) further investigated the consistency of the adaptive
cycles and its effectiveness related to business success. A new concept, “fit”, is developed
to explain the dynamics of organizational adaptation. Fit is believed to represent both a
process and a state. Fit involves not only an organization’s effort to align its strategy,
structure, and processes, but also its understanding and expression of the alignment.
Greater fit leads to clarity of the business objective and simplicity of the alignment,

therefore reducing costs to facilitate to adaptation process.

13



The typology of business strategic types is linked to various degree of fit. Misfit, in
which organizations show inconsistency in external and internal alignment among
strategy, structure, and process, is represented by Reactors. These organizations are
destined to failure. The other three strategic types, namely Defender, Prospector, and
Analyzer, make organizations prosper. Whichever of the three an organization chooses,
minimal fit is required for business survival, and tight fit leads the organization to

excellence.

Miles and Snow (1984) also believed that environmental changes would result in new
organizational forms, like functional form in Defenders, divisional form in Prospectors,
and matrix form in Analyzers. They suggested that the discovery and articulation of the
new form, called “early fit”, could lead to “sustained excellence over considerable
periods of time” and thus make the organization a place in “Hall of Fame”. Some of the
recent environmental changes include globalization, shorter product life cycles, and rapid
technological innovations. In adapting to these changes, organizations subcontract their
work to outside organizations, becoming vertically disaggregated. Internal plan and
control are replaced by market mechanisms. This mechanism is called “dynamic
network”, which is supposed to become a new organizational form, realized by broad-

access computerized information systems.

2.2.2.2 Miles and Snow (1986)

14



In this article, Miles and Snow (1986) further clarified the network concept. The new
organizational form, dynamic network, is characterized by vertical desegregation, brokers,
market mechanisms, and full-disclosure information systems. It is interesting to note that
at this early time the authors accurately predicted the role information systems would
play in organizations. Systems with vast amount of information and the broad access to
these systems by all network partners are believed to be a fundamental success factor in
future competition. Miles and Snow (1986) suggested that the network form allows the
utilization of the best features associated with each of the strategic types in their
organizational strategy. In a network, downstream firms could concentrate on exploring
and adapting market trends and opportunities (the Prospector skill), while upstream firms

could focus on efficient production of new product designs (the Defender skill).

Miles and Snow also found that not only all the business strategic types could exist in one
industry, but also the combination of the strategic types indicates the health of the
industry. Within an industry, Prospectors perform the designer role. Analyzers perform
the marketing/distribution and information broker role. And Defenders perform the
producer role. In order to its long-term viability, the whole industry must balance the
needs of innovation and efficiency, therefore requiring a certain mix of organizations in

each of the business strategic types.

2.2.2.3 Snow et al. (1992)

In this article, the authors first revisited and further explained the context of the emerging

15



network organizational form. Globalization, technological change, deregulation, changing
work force demographics, and advances in communications and computer technologies
all contribute to the business environment of the 21*' century. Snow et al. (1992) alleged
that organizations who want to be strong competitors in this competition environment are
urged to search globally for opportunities and resources, perform only those functions for
which the company has expertise, and outsource those capabilities that can be performed

quicker, more effectively, and at a lower cost to others.

Snow et al. (1992) then proposed their new typology of network organizations in the
current environment. Internal networks are big multinational conglomerates in which
internal units operate with market price rather than artificial transfer price. Headquarters
in internal networks perform the role of holding companies or brokers. Stable networks
are individual firms bonded to a single value chain around a core company in a long-term
stable relationship. Assets are owned by several firms but dedicated to a single business.
Each firm takes care of part of the value chain for which it has the most expertise.
Dynamic networks are individual firms pursuing multiple value chains in which a lead
firm identifies and assembles assets of other firms for a single product or project, and
then decouples to link new firms to pursue a new value chain for the next business

venture. The three network types are illustrated in Exhibit 2.

16



Exhibit 2. Miles and Snow’s Network Types (Snow et al., 1992, pg. 12),

CORE FIRM \

STABLE
NETWORK

Designers Producers

INTERNAL
NETWORK
@\‘ ‘
Brokers
\ Marketers
&
Distributors
DYNAMIC
NETWORK
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In this article, Snow et al. (1992) first formally discussed the relationships between
organizational types and outsourcing. The recent changes in the environment made
outsourcing a prerequisite for business to compete effectively. Organizations have to
focus on their core skills and outsource non-core activities to others. The authors found
that stable networks rely to “partial outsourcing” and dynamic networks “outsource
extensively”. Internal networks were believed to outsource in a lesser extent than stable
networks. However, outsourcing levels of internal networks is built on the viewpoint of
the parent company as a holding company. Although internal units compete with
outsiders on market price, they are still considered as “insiders”. If seen from the view of
the parent company as a broker, outsourcing levels in internal networks should be higher
than those in stable networks, since internal networks operates in multiple business while

stable networks normally concentrate on one single value chain.

2.2.2.4 Miles and Snow (1992)

This study attempted to look for causes of failure in network organizations. It is in this
research that Miles and Snow (1992) explored the inherent operating logic of the network
organizations and re-linked them with the original strategy typology of business strategic
types. The network organizational forms are nothing but “variations sought to incorporate
the specialized efficiency of the divisional form (the Defender), the autonomous
operating effectiveness of the divisional form (the Prospector), and the asset-transferring

capabilities of the matrix organization (the Analyzer).
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The authors then suggested that the most intriguing failures in the network organizations
arise either from overly extensions of the organizational form beyond its limits, or from
modifications of the form that violate its operating logic. A detailed comparison of the
operating logic and the main failures of the network form and their relationship with the

original strategy typology is shown in Table 2.

2.2.2.5 Summary of Miles and Snow’s Typology and Its Development

Miles and Snow’s typology represents a major contribution in the typology approach of
operationalizing strategy. Defender, prospector, analyzer, and reactor are used to capture
organizational adaptation behaviors in the environments. Defender and prospector sit on
two ends of a continuum, one focusing on efficiency and the other on innovation.
Analyzer represents a mixed position between defender and prospector. Reactor, on the
other hand, does not belong to the continuum due to lack of strategy. In Miles and Snow’s
typology, special interests are put on the relationship between strategic type and
organizational form: defender with functional, prospector with divisional, and analyzer
with matrix. Although the network was developed recently, it is in fact just a modification
of the previous forms and still builds on similar operational logic. Another important
implication of Miles and Snow’s typology lies in their analysis of the combination of
strategic types in one industry. Not only could all strategic types exist in one industry, but

also a certain mix of strategic types represents the health of a certain industry.
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2.2.3 Measurement of Miles and Snow’s Typology and the Adaptive

Cycle

2.2.3.1 Unit of Analysis

Miles and Snow’s strategy typology starts from single industries, ending up becoming such a
powerful tool to compare strategy across industries. In this sense, their typology could be
used at the business unit level, as they showed in four single industry analyses. This unit of
analysis was widely used in the previous literature due to the relative simplicity of single

industry analysis.

However, as Miles and Snow develop their typology over time, they began to use their
typology across industries. Organizations were observed to operate in several domains at the
same time (Snow et al. 1992), while at the same time the strategy typology still holds to
explain the strategic choices among organizations. In this regard, Miles and Snow’s typology
could also be used at the corporate level. The concept of domain selection well captures the
allocation of resources between different business units, mergers and acquisitions,
partnerships and alliances. It is easy to argue that prospectors and analyzers are explained at
the corporate level since they are diversifying their resources into different domains or
markets. Defenders, on the other hand, stay in a narrow and stable domain. It seems that
defenders fall into the business unit level. However, it could be explained that they, at the

corporate level, choose to put all their resources into one basket. Therefore, corporate and
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business unit levels merges in the case of defenders.

In a review of the strategy literature, Bowman and Helfat (2001) identified several factors in
the corporate level strategy. All could be found for their counterparts in Miles and Snow’s
typology. Scope of the firm includes selection of industries in which to operate, which
echoes the concept of product-market domain in Miles and Snow’s typology. Core
competence is an important element to corporate success spanning businesses with the
corporate, while the domain maintenance construct deals with how organizations compete on
the corporate level, through technological improvement, or production innovation, or both.
Organizational structure was always mentioned in Miles and Snow’s work, with regard to
the fact that prospectors prefer market-oriented structure while defenders a product-oriented
one. Organizational climate deals with the corporate culture, which is consistent related to
organizational structure. Planning and control include the use of strategic versus financial
control, which perfectly fits the prospector’s pattern stressing effectiveness versus the
defender’s efficiency-oriented and calculating mechanism. Finally, corporate management
refers to the corporate executives’ managerial ability and its manifestation in decision-
making and goal setting for the company as a whole. In Miles and Snow’s typology, the
concept of dominant coalition illustrates how backgrounds and tenure of executives would
affect their perception of the environment, overall objective of the organization, and the
subsequent decision-making. In summary, Miles and Snow’s typology fits well at the
corporate level, and is indeed dealing with the most important factors at that level. Therefore,

it could be used for analysis in both corporate and business unit level.
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Different instruments have been used in measuring Miles and Snow’s strategy typology.
Multiple-scale item measurement is frequently used. Two of the most popular instruments are

Segev (1987) and Conant et al. (1990)

2.2.3.2 Segev (1987)

This instrument was designed in order to test the connection between two important
typologies: Miles & Snow’s (1978) typology and Mintzberg’s (1973) concept of strategy-
making modes. A business game was used to examine the relationship among a sample of
students. A set of items is dedicated to each strategic type (7-point Likert scales):

* O-item scale for the Defender archetype

» 7-item scale for the Prospector archetype

= 6-item scale for the Analyzer archetype

= 3-item scale for the reactor archetype

For each item, an average of the individual resulted was computed in order to obtain the

firm’s score. It was found that the analyzer strategic type is a hybrid defender-prospector.

2.2.3.3 Conant et al. (1990)

This instrument is based on a combined multiple-item scale/paragraph approach whose aim is

to take profit of the advantages of both methods. This instrument is the output of an article
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published in Strategic Management Journal. This article was fully dedicated to the design of
this instrument applied in the marketing competencies context. It includes a complete review
of prior conceptualization and operationalization of Miles & Snow’s typology. The

instrument was well designed and validity and reliability were tested rigorously.

Conant et al. (1990) posit that the theoretical foundations of the Miles & Snow Typology can
be traced to Child’s (1972) classic conceptualization of strategic choice. Based upon the
assumption made by Miles & Snow that organizations develop relatively enduring patterns of
strategic behavior that actively co-align the organization with its environment, the authors
consider the “adaptive cycle” characterizing this process as involving three problems and

solution sets:

* An entrepreneurial problem set centering on the definition of an organization’s
product market domain.

* An engineering problem set focusing on the choice of technologies and processes to
be used for production and distribution

*  An administrative problem set involving the selection, rationalization, and

development of organizational structure and policy processes.

The analysis of the four Miles & Snow strategic types revealed the existence of 11 distinctive
strategic dimensions along the three latter dimensions. As a result, the instrument is made of
11 scale items. Each item focuses on a particular issue related to the strategic orientation,

four paragraph-like answers are then proposed (one four each strategic type):

25



* Entrepreneurial-product market domain
» Entrepreneurial-success posture

=  Entrepreneurial-surveillance

= Entrepreneurial-growth

* Engineering-technological goal

* Engineering-technological breadth

* Engineering-technological buffers

* Administrative-dominant coalition

*  Administrative-planning

*  Administrative-structure

= Administrative-control

The nominal scale designed by Conant et al. requires the use of a “majority-rule” decision
structure. In the case of ties, two separate decision rules were employed. Specifically, ties
between defender, prospector, and/or analyzer response options resulted in the organization
being classified as an analyzer, while any ties involving reactor response options resulted in
the organization being categorized as a reactor. Both decision rules are aligned with Miles &

Snow’s original conceptualization of the four archetypes.

2.2.3.4 Empirical Studies of the Adaptive Cycle Dimensions

Another stream of research concentrated on testing Miles and Snow’s typology concerning
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the entrepreneurial, engineering, and administrative dimensions of the adaptive cycle. We

here provide an examination of these studies.

Hambrick (1983) tested hypotheses aimed at exploring the differences in the functional
attributes of prospectors and defenders. Two entrepreneurial elements were found differing
significantly between prospectors and defenders: product R&D and marketing expenses. The
author explained this difference by arguing that prospectors devote more of their resources on
developing new products and creating new markets. Moreover, defenders tend to offer better
services than prospectors do. But it was not supported that they also offer better quality
products. This is because quality coming from defender is offset by quality from new product
variations. For the engineering domains, defenders were found more vertically integrated
since they are more likely to handle their own selling, warehousing, and distribution due to

their stable domains.

Conant et al. (1987) was conducted to identify the alternative styles of strategic management
that health maintenance organizations (HMO) employ and to examine the relationship
between the strategic management style of HMOs and marketing strategies. A survey
instrument was sent to 418 US HMOs and 150 usable replies were received. Strategic
management style was operationalized based on Miles and Snow's (1978) typology of
organizational strategy. Defender, analyzer, and reactor HMO managers ranked pricing effort
as the first priority in their marketing strategy, and prospector managers placed distribution

and delivery effort as the number one criterion.
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Chaganti and Sambharya (1987) found support for Miles and Snow’s proposition that
prospectors tend to recruit top managers from outside while defenders rely heavily on
promotion from within. It also support the typology in finding that top management team in
defenders is more likely to have a finance or production background, unlike that in

prospectors with a marketing or R&D background.

Smith et al. (1989) found that the four strategies in Miles and Snow’s typology differed
significantly in the average age of their executives in the top management team. Executives
of reactors tend to be the oldest, followed by those of analyzers, prospectors, and defenders.
However, the authors did not found any evidence that there is any difference in the length of

tenure for the four groups.

2.2.4 Empirical Studies: Using Miles and Snow’s Typology in Strategic

Alignment of IT

This section attempts to evaluate in the literature the outcome of the strategic alignment of
information systems. Consistent with the objective of this study, the focus will be on the use
of Miles and Snow’s typology in presenting strategy. The review shows that when a firm’s
strategy is aligned with its information technology, it will perform better than where there is
misalignment. In examining Miles and Snow’s typology, the review also finds that reactors
tend to erode organizational performance due to a lack of strategy, while defenders,

prospectors, and analyzers are associated with a higher level of performance
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2.2.4.1 Tan (1997)

The objective of this study was to link perceptions of business strategy, use of IT, and
business performance, in the view of business executives. Defenders are expected to mainly
use IT to create operational efficiencies through improving administrative and management
information systems, while IT for prospectors is focused in expanding strategic alternatives
of the organization, including linking with customers and suppliers, eroding and fusing
organizational boundaries, and introducing new products and services. Analyzers and
reactors are excluded in the study. When strategy is aligned with IT, both defenders and
prospectors will achieve comparable and high levels of business performance. The results
from the findings are consistent with the proposed “fit”. The study also confirmed that

alignment between strategy and use of IT has positive impact on business performance.

2.2.4.2 Johnson-Lindsey and Lederer (1999)

This research proposal attempted to identify the alignment between business strategic types
and IS staffing orientation, and their relationship with IS performance. Business strategy
under Miles and Snow’s typology was operationalized using multiple items from Dyer and
Song (1997). Staffing orientation was measure under four dimensions: retention policies,
staffing and development policies, emphasis put on skills, results, and performance, and
compensation policies. Five items were used to measure IS performance: contribution of IS
to return on investment, sales revenue, market share, operating efficiency, and customer

satisfaction.
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The study proposed that defenders have an internal IS staffing orientation, prospectors have
an external IS staffing orientation, and analyzers assume an intermediate position in IS
staffing orientation. IS performance is proposed to be higher when business strategy is
aligned with IS staffing orientation. Defenders, prospectors, and analyzers are expected to

have a higher level of IS performance than reactors.

2.2.4.3 Sabherwal and Chan (2001)

The objective of this study is to examine the relation between business performance and the
alignment of business strategy and IS strategy. Business strategies were categorized using
Miles and Snow’s typology and examined with six dimensions: defensiveness, risk aversion,
aggressiveness, proactiveness, analysis, and futurity. IS strategy was operationalized in three
types: IS for efficiency, IS for flexibility, and IS for comprehensiveness. Four dimensions
including operational support system, market information systems, strategic decision-support
systems, and inter-organizational systems were used to measure IS strategy. Alignment, then,

was examined between business strategy and IS strategy related with business performance.

The study implemented two surveys in the U.S. banking industry. The first survey was
addressed to the CEQ, CIO, CFO, and senior end user. And the second one was responded by
CEO and CIO from 62 companies. It was found that alignment is significantly related with

organizational performance for prospector and analyzer.
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2.2.4.4 Croteau and Bergeron (2001)

Another important contribution in the field of strategic alignment of IT was presented by
Croteau and Bergeron (2001). This empirical study attempted to identify various profiles of
technology deployment specific to different business strategy that could best support
organizational performance. All four types of strategy in Miles and Snow’s typology were
utilized. Business strategy was measured with 23 items of Segev’s instrument (1987).
Technology deployment was operationalized with seven components: strategic impact of IS
department, management style of teams, technological architecture, technological scanning,
source of IS development, and IS performance evaluation. Finally, organizational

performance was measured with perceptions of sales growth and profitability.

Partial Least Square tools (PLS graph) was used to analyze questionnaires from top managers
of 223 organizations. The study found that prospector, defender, and analyzer are associated
with higher level of performance, while reactor is negatively linked with organizational
performance. The study also found that there is a profile specific to each type of strategy for
prospector, analyzer, and defender. Finally, prospector and analyzer were found to perform

better when their technological deployment is aligned with their business strategy.

2.2.4.5 Ranchhod and Hackney (2003)

This article investigated the level of information systems in organizations from a market
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orientation perspective. Different from other studies, this study built an alignment between
market orientation and level of information systems. Business strategy is treated as a
mediating factor between market orientation and level of information system. The study
proposed that three market orientations that focus on processing information from customers,
competitors, and coordination of utilization of company resources. Miles and Snow’s
typology is expected to be associated with the market orientation, thus affecting the level of
information systems, which consists of functional requirement, nonfunctional requirement,
and top management perception and support. The study found that different market
orientation leads to different levels of information systems. However, it did not give detailed

data analysis and the alignment profile.

2.2.4.6 Summary of the Use of Miles and Snow’s Typology in Strategic IT

Alignment

The main theme concentrated on the performance implication of strategic alignment of IT,
these articles investigated “what” is aligned with “which” strategic type in Miles and Snow’s
typology. Reactor was dropped out because it is out of the continuum and has a lack of
strategy. Different aspects are looked into within the IS context. Use of IT, IS staffing,
technology development, and level of information system were linked to the various strategic
types. One major effort in these studies is to set up specific “profile” for each of the strategic

types to understand their relationship with various concept in the IS field.
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2.3 Outsourcing and IT Outsourcing

2.3.1 Various Theoretical Perspective of Outsourcing

Cheon et al. (1995) systematically examined various theoretical perspectives used in
outsourcing research. Four main theories including, resource-based theory, resource
dependency theory, agency theory, and transaction cost theory, which is the main concern of
this study, are identified and reviewed. Among them the transaction cost theory is the most

widely used.

Resource-based theory views an organization as a collection of resources. Resource is
defined as fixed input, which enables a firm to perform a particular task (Cheon et al, 1995).
According to this theory, competitive advantage can only be achieved from firm resource
heterogeneity and firm resource immobility. In order to provide sustained competitive
advantage, the resources must meet four criteria: value, rareness, imperfect immutability, and
non-substitutability. Outsourcing is regarded as a strategic decision to fill the gaps in the

firm’s resources, depending upon their resource attributes.

Resource dependency theory takes an external approach and argues that firms depend, to a
various degree, on some elements in their external environments. Three dimensions of
resources, that are importance, discretion, and alternatives, determine a firm’s decision to

outsource its internal functions.
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Agency theory focuses on designing the most efficient contract that governs the relationship
between a principle and an agent. The choice between insourcing and outsourcing depends
on agent costs, defined as “the costs incurred as a result of discrepancies between the

objectives of the principle and the agent”.

Transaction cost theory was introduced by Coase (1937) and developed by Williamson
(1985). It maintains that organizations of economic activities depend on balancing production
economies against the cost of transaction. Transactions here mean exchange of goods and/or
services between organizations. There are two fundamental underlying assumptions in the
transaction cost theory. Bounded rationality represents the inability of human beings to find
and process all information with regard to a transaction. Opportunism includes hide and
distortion of information, shrewd action, and Machiavellien intentions. Transaction cost
theory identified two types of costs when considering the governance structure for a
transaction: production costs and transaction costs. Outsourcing normally leads to lower
production costs mainly thanks to economy of scale, but generally results in higher
transaction cost from searching, negotiating, monitoring, and enforcing the contract. The rise
in transaction costs may erode the cost advantage brought by production economy. Thus, the
outsourcing option could be evaluated with the increase of transaction costs. Asset specificity,
uncertainty, and frequency of contracting have been identified as the three main factors

influencing transaction costs.
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2.3.2 IT Outsourcing: A Transaction Cost Theory Perspective

2.3.2.1 Aubert et al. (1996a)

One of the most important studies of IT outsourcing using transaction cost theory was
presented by Aubert et al. (1996a). They reexamined the three dimensions of transactions in
transaction cost theory: asset specificity, uncertainty and measurement problems, and
frequency of transactions. A framework is proposed that market transaction should prevail
when asset specificity is low. When asset specificity is high, the other dimensions take charge
when selecting a governance structure. Internal procurement would emerge when uncertainty
meets frequent transactions. On the other hand, when uncertainty and frequency of
transactions are not as high, outsourcing and strategic alliance are chosen as the popular

option.

Case studies of ten large organizations outsourcing part of all of their IS activities were
conducted. The study found that outsourcing prevails when asset specificity is low. When
firms require more specific human assets, these activities are more likely to be brought in-
house. Thus, software development was less outsourced than operations. Measurement
problems were also found to relate to outsourcing activities. Transactions that are more
observable and verifiable are more likely to be outsourced. Frequency is also a major factor,
but it is asset specificity and measurement problems that mainly decide which activities to be

outsourced.
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2.3.2.2 Aubert et al. (1996b)

In another study, Aubert et al. (1996b) developed specific measures for the dimensions of
transactions used in transaction cost theory, in the context of IT outsourcing. Frequency of
transaction was dropped from the measurement since IT, in the context of IS operation, could
always be regarded as infinite thanks to its continuous basis. One new dimension, the origin
of the most important investment, was added in the measurement. It is defined as “the
identity of the party making the investment that is most critical to the success of the
transaction”. The study proposed a model that when asset specificity is low, when there is no
problem of measurement, and when the most important investment comes from the supplier,

outsourcing should be the chosen governance mode.

All measures are either selected from previous literature, or generated from the case studies
in Aubert et al. (1996a). Reliability and validity of the measures were assessed using data
from a survey of 250 companies. In the final instruments, asset specificity was measured in
six dimensions: client’s investments, human resource specificity, HR replacement delay,
structural liaison devices, supplier’s investments, and uniqueness. Measurement problem was
operationalized with five dimensions: formal measures, formalization, standardization, task
complexity, and task difficulty. Origin of the most important investments was measured in
two dimensions: business skills and technical skills. Governance mode, the level of
outsourcing, includes four levels ordered by level of outsourcing from low to high: in-house
with own employees, in-house with external employees, equipment hosted at supplier’s site,

and total outsourcing.
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2.3.2.3 Ang and Straub (1998)

Another empirical research of IT outsourcing using transaction cost theory was performed by
Ang and Straub (1998). In addition to production economies and transaction economies,
financial slack was added to the examination of the determinants of IT outsourcing. Firm size
was controlled to examine its effect on IT outsourcing decisions. Financial slack refers to
financial resources in excess of what is necessary to maintain the organization. It is
hypothesized that higher level of financial slack is linked with lower degree of outsourcing.

Data was gathered from senior IT managers in 243 U.S. banks

The study found that IT outsourcing in banks was significantly influenced by production cost
advantages offered by vendors. Transaction cost also plays a role in determining the
outsourcing activities, but to a lesser extent than production costs. Finally, financial slack was

found not a significant determinant, while firm size was an important control factor.

2.3.2.4 Summary of Transaction Cost Theory

Transaction cost theory is used in the field of IT outsourcing research. Asset specificity,
uncertainty, and frequency of contracting have been identified as the three main factors
influencing transaction cost. However, in the context of IT outsourcing, frequency of
transaction has been dropped from the measurement since IT could always be regarded as an
infinite resource continuously needed by the organization. In empirical studies, financial

slack and firm size are added to control their effects on IT outsourcing levels.
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2.4 Miles and Snow’s Typology in IT Outsourcing: Previous

Research

While the previous chapters examined strategic alignment of IT outsourcing as two separate
strands, this chapter aims to identify literature that examined IT outsourcing in the context of
strategic alignment of IT, with Miles and Snow’s typology to present strategy. The review
shows that although there was some theoretical research done in this area, little empirical
study has been devoted to examine the relationship between Miles and Snow’s typology and
IT outsourcing. In addition, previous research put major emphasis on the component of the
alignment profile, such as which strategy should be aligned with which kind of IT
outsourcing. However, the performance of the strategic IT outsourcing profile is seldom

examined.

2.4.1 Das et al. (1991)

This study is one of the major theoretical contribution to linking Miles and Snow’s (1978)
typology and IT outsourcing. The model proposed by the authors suggested that strategic
MIS planning has to align with business strategy in order to optimize the firm’s performance.
The level of analysis is on business level. Strategic MIS planning was examined in two
dimensions: content and process. A strategy’s content specifies its fundamental components

and orientation. Its process describes the characteristics of the approaches the firm follows in
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developing and implantation its strategy. The content dimension is consisted of four
categories: distinctive competence, information systems technology, systems design and
development, and infrastructure. The process dimension is consisted of formality, scope,
participation, influence, and coordination. The four strategic types, defender, prospector,
analyzer, and reactor, by Miles and Snow (1978) were analyzed and an appropriate IS profile
was proposed for each of these types. When strategy is aligned with strategic MIS planning,
defender, prospector, and analyzer are proposed to increase the firm’s financial performance.

Reactor, due to lack of strategy, is proposed to erode performance.

In the profiles, source of technology was discussed for defender, prospector, and analyzer. It
refers to “corporate preference about the origin of IS technologies”. Defenders are expected
to favor IS that are produced internally, mainly in order to reduce costs. To make up the gap
of its own IS and state-of-the-art technologies, defenders are forced to intensify their internal
R&D. However, they may form limited alliance with external suppliers for their information

technology.

The diversity and complexity of information needs of prospectors is proposed to favor
external provision of information technology. Because they are continually pursuing new
business opportunities, external sources are proposed to be preferred to internal sources in

acquiring information technology.

Analyzer represents an intermediate position between defender and prospector. It is expected

that analyzers use external provision of information technologies more than defenders do and

39



less than prospectors do.

2.4.2 Hirschheim and Sabherwal (2001)

Another important theoretical study was presented by Hirschheim and Sabherwal in 2001. It
examined different routes to strategic alignment of IT in businesses. The authors argued that
alignment is a two-way process, in which either IT or business could influence the other.
Using Miles and Snow’s (1978) typology, the study proposed strategic IS alignment profiles
for each of defender, prospector, and analyzer strategic types. The profile is consisted of three
components. The information systems role reflects the way IS is viewed by senior
management. Information systems sourcing refers to internal/external arrangements of IS
provision. Information systems structure refers to the configuration of IS function and

governance of IS management decisions.

According to the study, defenders would pursue an IS strategy characterized by utility,
including IS role towards efficiency, outsourcing, and a centralized structure. Prospectors, on
the other hand, would emphasize there IS strategy on creating and changing a market. In this
strategy, IS is viewed as champions for business innovation. Insourcing is used to provide IS
in-house and keep the knowledge know-how in the organization. And a decentralized
structure is used to ensure proximity of IS knowledge to business units. Analyzers would
choose an intermediate position between defenders and prospectors, characterized by a

comprehensive IS role, selective sourcing, and mixed structure.
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2.4.3 Grover et al. (1994)

The objective of this study is to understand motivations of IT outsourcing. It examined the
relationship between gaps in IS resources and capabilities and extent of IT outsourcing.
Strategy was treated as a moderating factor, using Miles and Snow’s (1978) typology. Four
discrepancy states were identified in gaps of IS resources and capabilities: discrepancy in
quality of information, in quality of IS support, in quality of IS staff, and in IS cost-
effectiveness. The study examined different types of outsourcing: applications development
and maintenance, systems operations, telecommunications management and maintenance,

end-user computing, systems planning and management, and overall outsourcing.

The study found that gaps in IS resources and capabilities has a significant relationship with
extent of outsourcing. In terms of strategy, prospectors tend to be more responsive to gaps
and aggressively pursue outsourcing opportunities. Analyzers were found not responding to
gaps but rather to industry trends. Defenders tend to pursue safer outsourcing, instead of

outsourcing core functions such as system planning and management pursued by prospectors.

2.4.4 Teng et al. (1995)

Another study testing the relationship between strategy and outsourcing was conducted by
Teng et al. (1995). The authors attempted to test discrepancy theory in outsourcing decisions.
Five discrepancy states were examined. Discrepancy in firm financial performance was

added to the states in addition to the four states used in Grover et al. (1994). Strategic types
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were hypothesized to have a direct relationship with IT outsourcing decisions, instead of
having a moderating effect. The ANOVA results showed that there is no significant
differences among the Miles and Snow’s (1978) strategic types in IT outsourcing decisions,
although prospectors were found to outsource more, though insignificant statistically. The
authors argued that this result reveals a more advanced diffusion stage of IT outsourcing, in
which general applications of outsourcing such as payroll pose low level of risk propensity
across all strategic types. They also suggest later research be done in the area of outsourcing

of strategic applications.

2.4.5 Summary of the Use of Miles and Snow’s Typology in IT

Outsourcing Research

The use of IT outsourcing with regard to Miles and Snow’s typology is examined in these
studies. It is reasoned that defender tends to produce IT internally while prospector prefer to
outsource more. Analyzer holds an intermediate position. It is argued that IT is treated as
utility in defender and innovation tools in prospector. The conclusion from theoretical
reasoning tends to be that the level of IT outsourcing increases from defender, analyzer, to

prospector. However, empirical evidence was rarely found to validate this argument.

2.5 Literature Review Summary and Conclusions

There are four major findings from the literature review. First, the need to align business
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strategy with information technology is well documented. IT should not be seen as
independent, but rather an integrated part into an organization’s strategy. Second, Miles and
Snow’s strategic typology has been used and validated in the strategic alignment of IT
literature. There is a specific IT profile corresponding to each of defender, prospector, and
analyzer type of business strategy. When IT is aligned with business strategy, organizational
performance tends to be enhanced. Third, IT outsourcing has been less studied in the
literature of strategic alignment of IT. It has been proposed that prospectors tend to
outsourcing more than do defenders, while analyzers take an intermediate position (Das et al.,
1991; Hirschheim and Sabherwal, 2001). However, there is no empirical evidence of strategy’s
direct impact on degree of IT outsourcing (Teng et al. 1995). Only moderating effect was
observed (Grover et al. 1994). Finally, there is no research examining the outcome of the
alignment of strategy and IT outsourcing. IT outsourcing performance and success is vaguely
defined, and there is no standard construct. Outsourcing performance is measure through
different dimensions (i.e. technological vs. economical) and various views (i.e. top
management vs. end user). A summary of major empirical studies of strategic alignment of IT
and IT outsourcing using Miles and Snow’s typology is provided in Table 3. We can conclude
that further research is needed to examine the alignment of strategy and IT outsourcing, as

well as the alignment’s impact on specific level of performance.
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3. Methodology

3.1 Research Question

The research question that we address in the study is whether there is a link between an
organization’s strategic type and its level of information technology (IT) outsourcing.
More specifically, it will be investigated how strategic types in Miles and Snow’s
typology can be related to the level of IT outsourcing activities deployed by an

organization.

3.2 Defining Constructs and Variables

This study is concerned with the following main constructs: strategy and IT outsourcing
level. This section discusses each of these constructs and defines the variables associated

with them.

3.2.1 Strategy

Strategy is defined as “the outcome of decisions made to guide an organization with
respect to the environment, structure, and processes that influence its organizational

performance” (Croteau and Bergeron, 2001). The current study uses Miles and Snow’s
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typology. This typology has been used by many to measure organizational strategy (Das
et al., 1991; Grover et al., 1994; Teng et al., 1995; Tan, 1997: Croteau and Bergeron,
2001; Sabherwal and Chan, 2001). Multiple-item scale instruments were mainly used
before in IS research. Qualitative methodology was rarely found. Instruments used for
archival data analysis are developed to facilitate the current study. The development of

such scales will be discussed in detail in the subsequent chapter.

3.2.2 Level of IT Outsourcing

IT outsourcing is defined by Willcocks and Kern (1998) as “the handling over to a third
party management of IT/IS assets, resources, and/or activities for required results”.
Aubert (1996b) used “governance mode” to represent various level of IT outsourcing in
an organization. Different situations are possible in the IT sourcing scenarios. An
organization could perform all of its IT operations in-house using its own employees.
Alternatively, it can use employees from a third-party supplier to perform in-house
operations. At higher levels toward total outsourcing, the firm’s equipment is hosted at a
site owned and operated by its supplier. And finally, total outsourcing stands for letting

the supplier performing all IT operations on its own equipment at its own location.

3.3 Relationship between the Key Constructs

Since the preference of innovation and change increases from defenders to analyzers and
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to prospectors, we can measure if different strategic types will have different IT
outsourcing behaviors. We can hypothesize that defenders will be the most cautious users
of IT outsourcing while prospectors, being the most prone to change and innovate, will be

the highest users of IT outsourcing. Analyzers will be between the two groups.

3.4 Developing Measurement Scales

The objective of this section is to develop a coding method to classify organizations,
from their annual reports, into Miles and Snow’s strategy typologies. Previously,
questionnaires were mainly used to measure business strategies. However, as reluctance
and resistance to academic questionnaires have been built in more and more corporate
policies, surveys are more difficult to conduct to collect enough meaningful data for this
level of analysis. On the other hand, secondary data such as public information provides a
neutral viewpoint and is often examined by many. Therefore, we turn to secondary data to
find another way to realize the measurement. Annual reports are usually used to describe
an organization’s strategy for its investors. They are accordingly chosen as the main
subjects of this study. Please note that IT service providers are excluded from the subjects
of investigation in this study since we are mainly discussing the use of IT outsourcing in
organizations here, rather providing IT outsourcing services as the main product-market

offering.
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3.4.1 Quantitative VS. Qualitative Data

Based on Miles and Snow (1978), we come up with a table listing attributes for defenders
analyzers and prospectors. The initial effort is to extract a word list that could be used to
search in the annual reports to match the attributes. According to Chung et al. (2003), key
terms identified as queries to search can be used in analyzing textual context, in their case,
business intelligence topics in web pages. A computer program that “parse out” the key
terms from the context would greatly facilitate the analysis process. The program, a
parser as it is called, looks for key terms matching in its exact form or in associated
phrases. In their case, the term of knowledge management could be parsed out in
“knowledge management”, “strategic knowledge management”, or “knowledge
management planning”. However, we found this method neither reliable nor consistent in
our context. A simple word list is effective in capturing exact technological terms, but can
barely reflect the complexity and beauty of human language, not to mention used in
describing such a complicated and holistic issue as organizational strategy. For example,
we try to search “efficiency”, “cost”, and their related phrases for the attributes of a
defender in several randomly selected companies. It comes out either with no results or
meaningless ones. As we read through the reports, it is found that several of the
companies are indeed “strong” defender candidates. However, the concept of efficiency is
expressed in several ways within different contexts. After realizing that annual reports
cannot be easily quantifiable, we turn to qualitative methodology in search of the

classification method.
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3.4.2 Documentary Analysis

While a simple search list cannot satisfy our needs, we found qualitative research is
widely used to deal with archival data like annual reports. Documentation consists 64%
of data collection in qualitative research (Dube and Pare, 2003). We follow Dube and

Pare’s (2003) suggestions in developing our coding scheme.

Clear research questions. As was discussed earlier, our research question is to

investigate the variance in IT outsourcing levels among organizations employing different

strategies.

Theory of interests. Prior theorizing constitutes an essential input in explanatory case
design (Yin, 1994). The theoretical foundations of the Miles & Snow Typology can be
traced to Child’s (1972) classic conceptualization of strategic choice. Based upon the
assumption made by Miles & Snow that organizations develop relatively enduring
patterns of strategic behavior that actively co-align the organization with its environment,
the authors consider the “adaptive cycle” characterizing this process as involving three

problems and solution sets:
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* An entrepreneurial problem set centering on the definition of an organization’s
product market domain.

* An engineering problem set focusing on the choice of technologies and processes
to be used for production and distribution

* An administrative problem set involving the selection, rationalization, and

development of organizational structure and policy processes.

A priori specification of constructs and clean theoretical slate. Dube and Pare (2003)
recommend using existing theoretical constructs that help to shape the research design. At
the same time, no construct is guaranteed a place in resulted theory, showing the
contingent characteristics of documentary research. Although constructs could be
established in advance, these may still need confirmation in the data. Some of the
constructs may not be found. Some newly derived, and existing ones may need to be
modified. We are ready to anticipate all of the contingencies since this is, indeed, part of

the rationale and justification for conducting a qualitative approach.

In measuring the concept of strategy, we found two instruments, Conant et al. (1990) and
Segev (1987), were among the most popular. We choose the constructs in Conant et al.
(1990) as our priori specification of constructs because it is partly based on paragraph

approach that is more appropriate to analyze annual reports.
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According to Conant et al. (1990), the analysis of the four Miles & Snow strategic types
revealed the existence of 11 distinctive strategic dimensions. Each dimension focuses on
a particular issue related to strategic orientation, four paragraph-like answers are then
proposed (one four each strategic type). Of interests here are those related to defender,
analyzer, and prospector, since reactor is out of the continuum as discussed earlier. Also
from Miles and Snow’s original work in 1978, 19 attributes are extracted as items to
describe organizational strategy. They are similar to those of Conant et al. (1990). Miles
and Snow (1978) provided how each attribute differ across the strategic types. For
example, in the product-market domain construct, narrowness and stability are expected
to be found in defenders while broadness and development are to be found in prospectors,
and a mix of both to be analyzers. A detailed summary of the 19 attributes and their

categorization, along with previous testing on them, are shown in Table 4.
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3.4.3 Pilot Cases Study

We use a set of pilot cases to look out for these dimensions in the data. Following Miles
and Snow (1978), we started by selecting a single industry to develop the coding scheme,
since the diversity of organizations across various industries may blind us in this phase.
SIC code is used to select an industry and code 1499 (other metal mining) was randomly
chosen for pilot cases. Moreover, the single industry study needs to be “narrowly defined
for the purpose of simplicity” (Miles and Snow, 1978). Diamond and gemstone mining
firms are selected, accordingly, as our main subjects of the pilot study. We acquired
annual reports of seven random chosen companies from Mergent Online database. As the

fiscal year varies in the firms, annual reports for 2003 are used in the analysis.

For each company, we read its 2003 annual report to identify descriptions and facts that
correspond to the instrument of Conant et al. (1990) or the 19 attributes in Miles and
Snow (1978). We then use Miles and Snow’s typology to categorize each identified
attributes into strategic types. Out of those constructs, eight are found in the pilot cases.
Among the eight, six constructs are consistently identifiable and distinguishable in all the
annual reports. These include product-market domain, domain maintenance, way of
growth, technology, technological buffer, tenure of dominant coalition. When coding for
tenure of dominant coalition, we use the ratio of inside board directors to outsiders as our
main categorizing criteria. It comes from the rationale that defenders would more likely

promotes its dominant coalition from within, while prospectors tend to use more
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outsiders to facilitate their innovation processes. Inconsistency is not found in the
dimensions. Thus, no reactor is identified. A detailed analysis of the six dimensions in our
coding scheme is shown as following. A summary of the pilot coding is presented in

Appendix 1.

Product-market domain

Every organization has developed a concrete definition of an organizational domain: a
specific product or service and a target market or market segment. Defenders tend to have
a stable and narrow domain, while prospectors a wide and unstable one. Analyzers
represent a middle position between prospectors and defenders. They maintain a stable

part of their domain while pursuing innovative opportunities in other areas.

Defender: “... we remain committed to our jewelry business to introduce gem stone
intensive timepieces of the highest technical quality.” (Aber Diamond, 1997 Annual

Report, p3)

Prospector: African Gem Corp. is engaged in rough gemstone mining, tanzanite polishing,
tanzanite trading, and luxury brands affiliation businesses. (African Gem Corp, 1997

Annual Report, p4)

Analyzer: Corona Gold is mainly operating in the gold mining industry. It invest a small

portion of its excessive cash into a tire recycling business, Unisphere Waste Conversion
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Ltd. (Corona Gold, 1997 Annual Report, p2)

Domain Maintenance

A firm’s success hinges on its ability to maintain aggressively its domain. This
aggressiveness is most evident in defender’s continuous efforts to become more efficient
technologically. They normally stress price competition or good customer service. On the
contrary, prospectors frequently step into new market and come up with new products

and service, creating changes in the industry. Analyzer would have both characteristics.

Defender: “Firestone’s key competitive advantage is its substantial intellectual property
database and expertise from more than forty years of diamond exploration worldwide.”

(Firestone Diamond, 1997 Annual Report, p5)

Prospector: “Our competitive advantage ultimately lies in the source of the product (our
tanzanite mine) and our understanding of branding and marketing. We cannot compete in
cutting and polishing on a large scale. India’s beneficiation industry, amongst others, is
decades old and the cost of labor is significantly more competitive”. (African Gem Corp.,

1997 Annual Report, p3)

Analyzer: “Corona is involved primarily in the acquisition, exploration and development

of mineral resource properties in Canada.”, “the Company, as a result of completing its

plan of arrangement with Unisphere Waste Conversion Ltd. in 2002, holds approximately
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3.8 million shares in that corporation.” (Corona Gold, 1997 Annual Report, p4)

Way of Growth

This dimension captures how a firm grows. Defenders typically grow by penetrating
deeper into their current markets, facilitated by their narrow and stable market domains.
Growth in prospectors primarily results from the location of new markets and the
developments of new products or services. Analyzers experience a growth pattern

characterized by both market penetration and product-market development.

Defender: “Exploration efforts ... have been stepped up this year in an effort to extend

mine life and/or capacity”. (Aber Diamond, 1997 Annual Report, p3)

Prospector: “five years ago few people heard about Tanzanite, ... we established a market

through advertising and marketing ...” (African Gem Corp., 1997 Annual Report, p6)

13

Analyzer: “... we look for acquisition opportunities in gold mines to strengthen our
position...”, “... when the stock market environment did not support aggressive mineral

exploration and financing, the Company pursued other business opportunities to increase

shareholder value.” (Corona Gold, 1997 Annual Report, p4)

Technology
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Technology here refers to the system in the operation management to meet the needs of
the product-market domain. Efficiency is stressed by defenders in their technologies,
aiming at how to do things better with current resources. In prospectors’ view, technology
is where innovation comes from, aiming at how to develop new products of new markets
through technology innovation. Analyzers would have dual cores of technology

corresponding those in both defenders and prospectors.

Defender: “Engineering performance, particularly related to the water retention dyke that
was the fundamental challenge of the project, has ... been accomplished within

budget ...” (Aber Diamond, 1997 Annual Report, p3)

Prospector: “The Company has embraced the concept of branding as the nucleus of our

campaign.” (African Gem Corp., 1997 Annual Report, p4)
Analyzer: “Drilling efficiently yielding positive results that, in the view of the
Company’s exploration team, significantly increased the number of contained ounces of

gold in the mineralized zone.” (Corona Gold, 1997 Annual Report, p5)

Technological Buffer

This dimension refers to the mechanism a firm employs to protect its current technology.

A typical buffering device for defenders is vertical integration, providing them with the

ability to control efficiently the production process and the ability to utilize their current
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technologies to a maximized extent. As innovation is the core competence for prospectors,
who operates the machines are much more important than the machines themselves in
this type of firms. Prospectors embedded technology in their employees, human resource
specificity, to continuously enjoy the creation and innovation of human intelligence.

Defender: “having acquired control of one of the great names in luxury retail” ... “our
participation in the most lucrative "bookends" of the diamond trade: mining and retail.”

(Aber Diamond, 1997 Annual Report, p6)

Prospector: One whole chapter is dedicated to employee recruiting and development.
Sustainability Report: “health, safety, and security”; “managing HIV/AIDS”;

“community development”; “social investment initiatives”. (African Gem Corp., 1997

Annual Report, p8)

Analyzer: “... we pay special attention to promoting the health, safety, and welfare of its

employees and to the protection of the environment.” (Corona Gold, 1997 Annual Report,

p5)

Ratio of Inside to Qutside Directors

Miles and Snow (1978) argued that the dominant coalition is mainly promoted from
within for defenders, from outside for prospectors, and both from within and outside for

analyzers. We look at the board of directors as the dominant coalition of the organizations
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and try to see if there is any pattern in the ratio of inside directors to outsiders. Not
surprisingly, defenders have on average 55% of their directors inside the organizations,

while prospectors and analyzers have 69% of their directors from outside.

4. Data Collection & Analysis

4.1 Description of Data and Sample Used in the Study

Data of IT outsourcing level used in this study was previously collected in Aubert et al.
(1999). The dataset contained items related to IT activities outsourced or conducted in-
house. The sub-sample deals with one activity: CPU operations, which means the
organizations’ data centers. No non-response bias was found, either by comparing
respondents’ firm size with non-respondents firm size or by comparing the responses

from late and early respondents.

50 companies are randomly selected to be analyzed in this study. Among them, one
company is removed since it is an outsourcing service provider. Therefore, the final
sample represents 49 Canadian companies in diversified industries ranging from

aerospace to publishing.
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4.2 Data Collection

Annual reports of fiscal year 1997 were collected for the 49 companies. Three main
sources were used, the company’s website, a comprehensive financial database Mergent
Online, and Sedar.com, an online collection of Canadian financial fillings. We then read
each annual report to identify the six dimensions extracted in the pilot study to categorize
each company based on Mile’s and Snow’s strategy typology. To minimize subjective
bias, only company names were provided when coding for the strategy construct.
Measurement of strategies of all 49 companies was finalized and verified before level of

IT outsourcing was known.

4.3 Analysis of Strategy Coding

Among the 49 companies, we found 28 Defenders (57%), 8 Prospectors (16%), and 13
Analyzers (27%). As they were in the pilot study, the six dimensions of the adaptive cycle
are consistently identified through the annual reports. A detailed analysis of the six
dimensions in the coding process is shown as following. A summary of the coding is

presented in the Appendix 2.

4.3.1 Product-market Domain

This dimension refers to the specific product or service and a target market or market
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segment. We found the domain of the defenders both narrow and stable, consistent to
what Miles and Snow (1978) argued. Not only do defenders concentrate in carefully
selecting domains, they also usually claim to stay in these domains in the long run. It is
noted that narrowed does not necessarily mean singleness. Defenders could operate in a
few, not many, areas that are closely interrelated. On the other hand, prospectors operate
in multiple domains. Moreover, their domain “portfolio” changes frequently,
incorporating new domains while quitting existing ones. The addition of domains is
mainly done with ventures and acquisitions. A wide and dynamic domain characterizes
prospectors. Analyzers hold a mixed domain both stable and changing. They keep part of
their domain protected and unchanged while changing other part frequently. Three

examples are given as following corresponding to each of the strategic types.

Defender: “Dover Industries concentrates its manufacturing in two business segments —

Food Products and Paper and Plastic Products.” (Dover Industries, 1997 Annual Report,

p2)

Prospector: “We ventured into and out of a variety of operational areas such brick

manufacturing, civil construction, and engineering.” (Pe Ben, 1997 Annual Report, p3)

Analyzer: “Air Canada continued its strategy to ... expand services in international

markets while moderates the growth in domestic capacity.”
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4.3.2 Domain Maintenance

To maintain its domain, defenders are found to stress their efforts mainly on price and
customer service. This is consistent with their continuous focus on the narrow domains.
Prospectors, in contrast, continuously bring new products and services into new markets.
That is also in line with their dynamic domains. Analyzers are found to show both the
characteristics of defenders and prospectors. Examples are given as following

corresponding to each of the strategic types.

Defender:

“Our group is recognized for quality parts, timely delivery, and competitive prices.”

(UAP, 1997 Annual Report, p2)

“To maintain its leadership ..., The Group will focus its strategy on ... delivering more

efficient customer service.” (Tembec, 1997 Annual Report, p5)

Prospector:

“ Several new aircraft were rolled out to serve various new market segments.”

(Bombardier, 1997 Annual Report, p7)

“We introduced Maxi & Co., a new format designed to respond to consumer’s desire to
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do their entire weekly shopping under one roof.” (Provigo, 1997 Annual Report, p3)

Analyzer:

“Improving customer service is a key objective.”, “We have focused on launching new

or unique routes, creating a nonstop or direct service where there was none previously”

(Air Canada, 1997 Annual Report, p3, p5)

4.3.3 Way of Growth

Defenders typically grow by penetrating, or “digging”, deeper in their narrow and stable
domain, since they are thoroughly familiar with their clients and customer needs. Product
development in defenders is usually an extension of the current offering line or into
closely related areas. Prospectors see their growth mainly as result of location of new
markets and development of new products. They expand horizontally into related
products and markets. Analyzers grow by penetrating vertically and expanding
horizontally at the same time. Examples are given as following corresponding to each of

the strategic types.

Defender:

“We will also be expanding our life and savings business, starting with our own auto

and homeowner customers.” (Allstate, 1997 Annual Report, p7)
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“Ideal Metal continues to focus exclusively on the distribution of non-ferrous metals

and on serving all market segments.” (Ideal Metal, 1997 Annual Report, p4)

Prospector:

“We have created a niche in brokerage operations and capital markets ...” (Laurentian

Bank, 1997 Annual Report, p3)

“We divested ourselves of consumer distributing, Sports Experts, Top Valu, and our

American operations.” (Provigo, 1997 Annual Report, p5)

Analyzer:

“The company is going into auto market in East Europe, Asia, and other new places.”

(Chrysler, 1997 Annual Report, p9)

“We aim to maximize synergies among related business” (Cara, 1997 Annual Report, p5)

4.3.4 Technology

Defenders are found to rely heavily on a cost-efficient technology. This efficiency, in turn,
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is made possible by their relatively stable product-market domain. In the case of
prospectors, the focus is put on how to use technology to develop prototype and new
products, since their domains are unstable and changing frequently. We see analyzers use
a mix of both types of technologies. Following are examples of each strategic type.

Defender:

The Lottery is operated on a computer system whose objective is “to operate in the most

efficient way”. (BC Lottery, 1997 Annual Report, p4)

“ The automation of the Cambridge four mill ... reaps rewards of improved

efficiencies.” (Dover Industries, 1997 Annual Reports, p4)

Prospector:

“The company’s development of technology will continue to focus on innovate and

create new products.” (Bombardier, 1997 Annual Report, p7)

“We are increasingly innovative in our use of technology as a revenue-producing tool”

(Thomson, 1997 Annual Report, p9)

Analyzer:
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“The new PCFS will become the platform for the cost-effective delivery of the Bank’s

core products.” (Bank of Montreal, 1997 Annual Report, p9)

“We took another important step with our decision to buy eight wide body Airbus A330

and A340 aircrafts for new route offerings.” (Air Canada, 1997 Annual Report, p4)

4.3.5 Technological Buffer

In terms of protecting their technology, we find that a common approach for defenders is
vertical integration. By combining all stages of production into a single technological
system, vertical integration offers the technological efficiency defenders are looking for.
Vertical integration could be accomplished in mergers, acquisitions, or partnership and
alliances. For prospectors, human asset specificity is given more priority, showing their
belief that the ability of innovation does not lie in one specific machine but rather in the
person who operates it. While one may argue that all companies treat their employees as
an asset nowadays, we do find difference exist among the strategic types. Analyzers, as
always, show characteristics of both defenders and prospectors. Examples are shown as

following for each type.

Defender:

“ A major global alliance with Sumitomo Rubber ... will restore Goodyear as the

69



world’s largest tire company.” (Goodyear, 1997 Annual Report, p7)

GEAC acquired several software companies to “dramatically cut expenses”. (GEAC,

1997 Annual Report, p4)

Prospector:

Funding was provided to schools and universities for the training of new engineers.

(Bombardier, 1997 Annual Report, p9)

“Provigo recognizes that reinventing its food retailing business cannot be accomplished

without continuous training of its management and staff.” (Provigo, 1997 Annual Report,

pl3)

Analyzer:

“..- added to an already formidable lineup of partners that includes the top three car

rental companies, and several of the world’s leading hotel chains.” (Air Canada, 1997

Annual Report, p3)

“We seek strong relationships based honest communications with employees and their

families.” (Cameco, 1997 Annual Report, pl)

70



4.3.6 Ratio of Insider to Outside Directors

On average, defenders have 55.6% of their board of directors from inside, while
prospectors have only 29.8% insiders. Analyzers are expected to have a ratio between
defenders and prospectors but are found to have 24.7% insiders. The reason could be
explained by the argument the analyzers need more scanning activities to follow
prospectors’ innovation trend. Accordingly, they have more outside directors than

prospectors.

4.4 Linking Strategy with Outsourcing Levels

After we finish the coding of strategic types, we turn to the dataset of Aubert et al. (2004)
for the outsourcing levels of these 49 companies. In the dataset, they are either
outsourcing or doing their IT activities in-house. Among the 49 companies, 12 (24%)
outsourced while the other 37 (76%) do not. Among 28 defenders, 5 (18%) outsourced.
Among 8 prospectors, 4 (50%) outsourced. Finally, in the case of analyzers, 3 out of 13
(23%) outsourced. A detailed summary of the distribution of the companies is shown in

Table 5.
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Table 5. Outsourcing Profile for Miles and Snow’s Strategic Typology

Outsource In-house Total Percentage of
Outsourcing
Defender 3 10 13 18%
Prospector 4 4 8 50%
Analyzer 5 23 28 23%
Total 12 37 49 24%

5. Interpretation and Discussion

5.1 Relationships Between Strategic Types and Outsourcing

Consistent to our predicted model, we find that prospectors outsource more than their
defenders counterparts do, while analyzers take an intermediate position. Due to their
pursuit of efficiency, defenders prefer to own most or all the assets associated with a
particular business. Their operating logic is centrally coordinated specialization. It is the
requirement of specialization that defenders prefer to keep their IT in-house for further
improvement since they know their systems and specific requirements better than anyone
else does. While at the same time, it is the result of specialization that makes it harder for
defenders to outsource their IT to an outside provider who cannot bear the high cost of
tailoring to the specific needs of defenders, or even just transferring the current systems

to the provider.
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With innovation and creation as their central competency, prospectors can be thought of
as a collection of special-purpose machines, each independently operated to serve a
particular market. They continuously adopt new product-market innovations and discard
old ones that cannot promise high profits with the first-mover’s advantage. Normally,
prospectors do not have all the required assets for its innovation. They need to use outside
help extensively to push quickly their creation to the market. Furthermore, their frequent
change in product or service portfolio does not allow them to have a stable information
system for each innovation, let alone any further efficiency-improving efforts with those
systems. To prospectors, IT could always be outsourced if it does not matter much with

their product-market innovation and creation.

Since analyzers have both the characteristics of defenders and prospectors, they outsource
more than defenders but less than prospectors do. The stable part of their product-market
domain requires a specific IT, while the innovation part needs outside support to create

new markets. Thus, analyzers hold an intermediate level of IT outsourcing

5.2 Relationships Between the Adaptive Cycle and IT

Outsourcing

We extracted six dimensions in the adaptive cycle to describe the concept of strategy.
While Miles and Snow’s typology is a holistic approach and dimensions in the adaptive

cycle are aligned with each other, we also want to look at the relationships between the
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dimensions and IT outsourcing to understand the correlation in different viewpoints.

5.2.1 Product-Market Domain

Defenders operate in a particular field and stick to it in the long run. They know better
than any other outsider does for the needs of the specialization. Accordingly, their IT
needs are also so specialized that it is both too costly or too “core” to be outsourced. On
the other hand, prospectors hold a wide and frequently changing domain. Setting up and
maintaining each domain for its own IT needs limits their ability and cost their resources
that should be used for innovation and creating market. They do not have the competence
and expertise for the IT applications in each new field they come into. Please note here
that we are excluding IT service providers, so creating innovative IT solutions is never a
product-domain in this discussion. In this case, prospectors are more inclined to
outsource their IT than defenders. Analyzers, since they have both a stable and a

changing part in their domain, outsource more then defenders but less than prospectors.

5.2.2 Domain Maintenance

Defenders maintain their status in the domain extensively on a price basis. To maintain a
competitive price, they need to monitor and lower their cost as much as possible. Since
they know better about their specific IT needs than outside service providers. Maintaining

IT in-house, rather than outsourcing it to an external partner, is actually the most cost-
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efficient approach for defenders. In comparison, prospectors maintain their domain by
frequently introduce new products and innovation. The emphasis is put on the
“introduction” of new products rather than providing support for those new products, e.g.
IT call centers. Moreover, providing specific IT solutions for all the many products and
markets overwhelms the ability of prospectors to innovate. Therefore, outsourcing IT will
let prospectors concentrate more on what they best: creation new products and markets.
Analyzers, though they innovate to some degree, always follow prospector’s lead and
compete more on a price basis in the new market than prospectors. Accordingly, their IT
needs are more specialized than prospectors but still not cost-efficient if keeping all in-

house. That is why they outsourcing more than defenders but less than prospectors.

5.2.3 Way of Growth

Defenders typically grow by penetrating deeper in its own domain. They continuously
dig through their particular market and get better and better in their specific field. This
kind of growth is built on and forms the basis of specialization of defenders’ IT needs.
Their IT has to be tailored specifically to their particular market and products. And their
IT requirement has to be different as much as possible in the particular area. Keeping IT
in-house can meet these requirements and let defenders remain and improve their
specialization. Prospectors, on the other hand, tend to grow horizontally. The time frame
of their operations does not allow their IT to become too specific in one particular area
since they continuously create new markets and get rid of new ones. To devote their

efforts as much as possible in the process of innovation in products and markets, it is
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more reasonable for them to outsource their IT. Analyzers grow vertically and

horizontally at the same time. They keep part of their IT need in-house for the sake of

specialization, and outsource other part to facilitate market innovation.

5.2.4 Technology

Technology here mainly refers to the manufacturing that produces the chosen products
for the chosen market. Defenders strive to make their technology as efficient as possible,
aiming at how to do things better with current resources. In terms of information needs,
this means how to acquire as much useful information for defenders’ specialization.
Again the high level of required specialization makes it either hard of costly for defenders
to outsource their IT. Conversely, prospectors use their technology primarily in order to
innovate, creating new products and new markets. On one hand, their information need in
one particular area is less specific than defenders. On the other hand, they need to
continuously set new systems to meet information needs for their new markets. Since we

exclude IT providers, prospectors would always use an external help for their IT needs.

5.2.5 Technological Buffer

In the protection of their technology, defenders think their know-how is embedded in the
technology per se. They often use vertical integration to combine all or most of the stages

of production to pursue long-term efficiency. Again, the specialization of their IT needs
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makes them prefer keeping IT in-house. Prospectors believe that the essence of
innovation lies in their employees, not in any particular technology or machinery, making
much sense they often outsource their IT. Analyzers, due to their having both

characteristics of defenders and prospectors, outsource to an intermediate degree.

5.2.6 Ratio of Inside Directors to Outsiders

Specialized firms always promote their directors from within since they better their
particular needs. More innovative firms, in comparison, rely more and more outsiders to
assist find future opportunities. In this sense, the smaller the proportion of insider

directors, the more the possibility a firm outsource their IT for its particular needs.

6. Conclusion and Discussion

6.1 Summary of Results

At the first step, the current study adopted a qualitative methodology to measure strategy
in organizations. The coding analysis found that Miles and Snow’s strategies do exist and
can be identified through secondary data such as annual reports. Six dimensions were
consistently identifiable among the organizations to describe the adaptive cycle: product-

market domain, domain maintenance, way of growth, technology, technological buffer,
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and ratio of inside to outside directors.

Looking into the relationship between strategy and IT outsourcing, we confirmed our
model that prospectors are the highest users of IT outsourcing, while defenders are most
unlikely to outsourcing their IT. Analyzers are between the two groups. This relationship
can be explained by differences in dimensions of the adaptive cycle. Defenders’
specialization, focus on efficiency, and domain protection require them to know better
and have more specific IT needs. IT outsourcing, long considered a major way to cut
costs, may not achieve cost-effective in the case of defenders. Prospectors, on the other
hand, stress innovation and human asset specificity. Developing new products and
creating new markets, rather than setting up IT from scratch for those products and
markets, are their major competence and where they put the most efforts. Therefore, we
saw more prospectors outsource their IT to outside partners. Analyzers showed an
intermediate position since they have characteristics of both prospectors and defenders.
The specialization part of their strategy requires them to keep part of their IT needs in-
house while the innovation part seeks the help of outsiders for IT. We argue that is why

analyzers outsource more than defenders, but less than prospectors.
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6.2 Contributions

6.2.1 Theoretical Contribution

1) Previously, MIS researchers of Miles and Snow’s typology mainly measured
strategy with questionnaires. While it is a very useful approach, the current study
explored the use of archival data like annual reports. The results indicate that
qualitative approach is also appropriate in discussing the concept of strategy.
Moreover, this approach adds to the neutrality of the data and thus provides a
more objective view.

2) The study confirms that the adaptive cycle exists in organizations’ strategy.
Dimensions in the adaptive cycle are aligned with each other in each type of the
strategies.

3) The study demonstrates how the level of IT outsourcing is associated with

different type of strategies using Miles and Snow’s typology.

6.2.2 Practical Contribution

The current study also makes an important practical contribution in a few aspects:

1) The results indicate that prospectors should outsource their IT while defenders

should keep their IT in-house.
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2) IT is closely related to strategy. Therefore, the role of IT should be viewed as an
important and differentiating asset in supporting different strategies.

3) Annual reports are a good source to study strategies of organizations.

6.3 Limitations and Future Research Avenues

The first limitation of this study is its single use of secondary data. While the results
indicate that archival data is useful in strategy research, it is only one aspect of the data.
In the case of annual reports, description could be written differing from the underlying
facts in order to serve publish relation purposes. A further study including both a survey
and a secondary dataset would improve the quality of the results. Second, the analysis
was performed on the sample of Canadian firms. It is questionable if the results can be
generalized beyond this group. Finally, strategy was measured as a snapshot, rather than
over a period of time. Especially, this study does not address the question of changing
strategy. Another longitudinal study in this area could significantly improve the results

and also help us better understanding strategy and IT outsourcing.
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APPENDIXES

Appendix 1. The Concept of Fit in IS and Managerial Literature

When investigating the issue of alignment, researchers often refer to the concept of “fit”
to illustrate its special property that separates alignment from mere combination. This
chapter looks into the managerial literature to see what is usually implied by “fit” and
how to operationalize the concept in empirical research. Venkatraman (1989a) developed
a framework to analyze the fit construct. Six perspectives of fit were identified and
discussed, including their theoretical meaning and requirement for analyzing themes.
Two dimensions, degree of specificity and whether to anchor fit as a criterion, were used

to develop the framework.

1. Fit as Moderation. This perspective is rooted in contingency theory. Fit is
identified where the interaction between two variables predicts a third variable in
a certain way. Regression analysis, including main and interaction effect and two
and three way ANOVA are often used to establish this perspective of fit.

2. Fit as Mediation. This perspective specifies a certain intervening mechanism
between independent variables and dependent variables. Tests of mediation are
usually carried out with path analysis.

3. Fit as Matching. In this perspective, fit is defined theoretically as a match
between two related variables. Fit is not specified by a criterion, as are the two

previous perspectives. This kind of fit means that certain combination of levels of

89



both variables would have the best effect.

4. Fit as Gestalts. In this kind of fit, gestalts are defined as the degree of internal
coherence among a set of theoretical attributes. Instead of looking into single
factors, this perspective attempts to identify patterns or clusters. It is most useful
to use this perspective when a large number of variables are involved.
Multivariate statistical tools, such as cluster analysis and MANOVA are used to
establish this perspective. The descriptive validity and predictive validity are the
two main analytical issues regarding fit as gestalts. Descriptive validity requires
that the gestalts be interpretable in terms of the theoretical positions implied by fit.
To ensure predictable validity, gestalts have to be linked to an external variable,
such as business performance.

5. Fit as Profile Deviation. In this perspective, fit is defined as the degree of
adherence to an external specified profile. The critical issues involved in this
perspective include building the ideal profile, adding multivariate dimensions, and
using a baseline model to assess power of the test.

6. Fit as Covariation. According to this perspective, fit is defined as a pattern of
internal consistency among a set of underlying related variables. And it can be
best described through an illustration. The underlying variables are combined into

a latent variable, which can have impact on the dependent variable.

The author suggests using multiple perspectives and within one research issue, instead of

ranking the six perspectives. Moreover, the statistical methods should not be regarded as

interchangeable without confounding the underlying theoretical meaning of fit.
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