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Abstract

The purpose of this study is to examine the viability of different strategic types operating in
the same industry. The specific industry examined was the general insurance industry in
Australia. The Miles & Snow (1978) strategic typology was used to identify companies that
represented the defender, prospector and analyser types. A multiple case study approach was
used in order to make comparisons between the companies. Surveys and interviews were
conducted to acquire the information. The analysis revealed that different strategic types can
successfully exist in the same industry by adopting different performance priorities, different
management control systems and different approaches to external environmental issues.

Keywords: Australian insurance industry, Strategic planning, Strategic typologies, Multiple
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1. Introduction

The general insurance industry has a major role in the finance sector and in particular
provides security against financial losses for businesses and the general public. The general
insurance industry has faced many challenges because of the advent of the global financial
crisis as well as major disasters such as floods and storms. Not only is it important to satisfy
the shareholders concern for profits it is essential to have sound business practices that
provide continued liquidity. Since 1960 some 23 general insurance companies have gone into
liquidation in Australia placing greater concern over the approach to strategic planning in the
general insurance industry.

Prior studies have identified strategic planning as a process of setting organisational goals
and objectives (Rowe, Mason & Dickel,1985). Strategic planning has also been classified as a
process of formulating the direction of an organization by management (Daft & Macintosh,
1984) requiring the evaluation of the current environment, external and internal, to formulate
assumptions about an otherwise uncertain future (Ansoff & McDonnell, 1990). Fern and
Tipgos (1988) described strategic planning as the process of setting out to provide a
framework for future directions of an organization not only for dealing with opportunities and
problems but also for the most efficient use of available resources. In essence a strategy
provides a framework for decision making to ensure that the activities of an organization are
matched to the environment in which it operates.

Whilst prior research has addressed various aspects of the Miles and Snow (1978) strategic
typology there has been less attention to examining the relationship of strategic typology to
companies within a specific industry sector. This is especially relevant for the examination of
the contingent relationship between strategy, environment, control and the selection of an
appropriate accounting information system. The empirical evidence linking performance
differences with strategic typologies in a single industry has not been extensive and the
findings have conflicted. Cool and Schendel (1987) examined the US pharmaceutical
industry, and found performance differences due to market share but did not observe any
differences in profitability between groups. Johnson and Thomas (1988) studied the UK
brewing industry and found variations in performance were greater within groups than
between groups. Figenbaum and Thomas (1990) examined the US insurance industry and
found differences between groups for economic performance measures and market share.
Failure to establish a linkage in some studies may be due to the differences in strategy not
adequately representing the groups being examined.

2. Literature Review

The strategy that an organization adopts may be influenced by the internal environment it will
be specifically relative to the external environment (Miles & Snow, 1978; Snow & Hrebiniak,
1980). This forms the basic premise upon which the generic strategic classifications of
prospector, defender and analyser were proposed by Miles and Snow (1978) and later
extended by Snow and Hrebiniak (1980) to include a fourth classification of the reactor.
According to Gordon and Narayanan (1984) the external environment will have a strong
influence in determining the type of strategy this leads to the concept of there being a
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continuum upon which the external environment may be explained as moving from a stable
existence through an intermediary phase of neither stable nor unstable and through to an
unstable existence. Gordon and Narayanan (1984) reported that that the defender favoured a
stable external environment, the prospector an unstable one and the analyser one which was
in between. In addition the research (Miles & Snow, 1978; Snow & Hrebiniak, 1980)
identified an additional continuum related to adapting or reacting to change. Accordingly, the
Analyser was at the extreme end of this continuum relying on the innovation of others while
the reactor merely responds to pressure with little or no concern for the innovation of others.
The result of these two competing perspectives provides an insight into variations in strategic
typologies that may be explained in terms of companies falling with in quadrants without
being purely one strategic typology or another. The realization of this Miles and Snow
strategic typology matrix is presented in Figure 1.
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Figure 1. The Miles & Snow Strategic Typology Matrix

The theoretical model introduced by Khandawalla (1977) proposed a relationship between
strategy, organizational environment, management control and organisational performance.
In this model the relationships are contingent upon one another and this principle is consistent
with contingency model espoused by Cunningham (1992). Contingency theory emphasises
the difference in responses to diverse environments and adjustments to the culture and
structure within an organization. Cunningham (1992) suggested that when the competitive
environment was aligned with an appropriate structure it would influence the choice of
control systems leading to different levels of performance.

Prior research (Meyer, 1982; Miller, 1987) identified the relationship between the external
environment and the strategy used by companies. Hambrick (1981), Zahara (1987) and
Chaganti and Samharaya (1987) highlighted the influence that management had in adoption
of a particular strategy where external environments varied. Research by Odom and Boxx
(1988) showed how the environment and strategic planning was linked to a company's
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performance. The relationship between strategic types and company performance has been
found to exist in a wide aray of settings (Feeser & Willard, 1990; Figenbaum & Thomas,
1990; Zajac & Shortell, 1989; Segev, 1987a; Smith, Guthrie & Chen, 1986). For a company
to be successful in applying a particular strategy it should have an identifiable relationship
between its strategic type, external environment, management controls and performance
outcomes. The contingent relationship is exemplified in the design of Figure 2.
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Figure 2. The Contingency Relationship of Strategy, External Environment, Internal
Environment and Performance

Research (Simons, 1987; Gordon, Larcker & Tuggle, 1978) has established a relationship
between the strategic plan and the accounting system required to provide an appropriate
system for monitoring and control within companies. Bhimani and Bromwich (1989) and
Allen (1985) found that the need for information went beyond the mere financial data and
extended to information pertaining to competitors and the life cycle of products and resources.
Bhimani and Bromwich (1989, 27) referred to this as strategic management accounting which
provides a link between strategic planning and the operational activities of a company.

3. Method

The method used in this paper is a multiple case study which is based on the literature which
suggested that a well structured case study has the potential to add knowledge to a specific
field of inquiry such as strategic management accounting practices (Yin, 1989; Burgess, 1984;
Hagg & Hedlund, 1979).

Case studies offer the opportunity to validate alternatives particularly industry specific
practices (Yin, 1989). The industry specific performance measures add substance to the case
study approach. The inclusion of established methods of performance evaluation , in the
analysis process, provides enhanced validity for the findings. The data sources for this paper
were drawn from general insurance companies operating in Australia. The three companies
were the Union Insurance Company Ltd (referred to as Company A) representing the
defender, the Fire and All Risks Insurance Company Ltd (referred to as Company B)
representing the prospector, and the Royal Insurance Company Ltd (referred to as Company
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C) representing the analyser.

This multiple case study approach therefore consists of three individual cases. Each case is
representative of a unique strategic typology as per the classification by Miles and Snow
(1978). To identify the typology of the companies the questionnaire developed and tested by
Snow and Hambrick (1980) was used. This is a self -typing questionnaire approach which
asks the management to select the category which most fits or describes the strategic plan,
aims and objectives of their respective company. This lead to the selection of companies that
strongly identified with the typologies of defender, analyser and prospector.

Having selected one company from each strategic typology a more expansive questionnaire
was then used to acquire details on issues relating to strategy, external environment, internal
environment and performance measures. Likert scales were used to distinguish between the
participants responses on each of these areas.

In summary, the Miles and Snow (1978) strategic types of prospector, analyser and defender
are the classificatory variables. Control variables were the organizational structure (Williams
& Hinings, 1988), delegation of responsibility (Sizer, 1989; Rayburn, 1989; Bierman et al,
1990) and the budgeting process (Brownell, 1982a, 1982b and Collins, Munter & Finn, 1987,
Laing, 2008). External environmental variables as identified by Schermerhorn (1986),
Stanton et al (1991) and Sera (1992) were demography, economic conditions, competition,
social and cultural forces and legal forces, as well as technological forces. The performance
and measurement variables consisted of accounting based indicators (Edwards, 1986),
effectiveness and efficiency indicators (Otley, 1978) and return on investment (Schoeftler et
al, 1974; Miller, 1988; White, 1986; Venkatraman & Prescott, 1990).

Data analysis consisted of examining, categorizing and tabulating the information in
accordance with pattern matching and explanation-building as recommended by Yin (1989).
Pattern matching involved the comparison of findings with the predicted or expected pattern
of specific variables as defined by the classificatory variable or strategic type. Lack of
precision is a limitation in this method, however the use of multiple cases enhances the use of
pattern matching by providing theoretical replication (Yin, 1989). Explanation building is the
analysis of the case study data presented in narrative form. Limitations of this method can
relate to the complexity and difficulty in measuring issues and narratives may tend to drift
away from the issues. To minimise the possible limitations, a chain of evidence approach is
recommended to show links with theoretical propositions (Yin, 1989).

4. Company A - Defender

The general manager of company A had identified the company as being the defender type
which is primarily concerned with maintaining a market niche, providing superior service and
a limited but stable range of products. Company A predominantly operated in the rural sector
and vigorously sought to maintain its market niche. To that end the strategic plan was
developed to cover a three to five year time horizon with top priority being given to quality of
products, services and market share. The progress of the operations were reviewed on a
monthly basis and management were committed to monitoring activities at the grass root
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level. Particular attention was given to any changes that could signal the entry of a new
competitor or a new product in the market. Software had been developed to highlight changes
to any key indicators and reports were succinct, presenting numeric and graphical data.

4.1 Performance Measures

Company A had a focus on profit derived solely from the individual insurance product
categories. Management placed a greater importance on the overall performance and the
reporting system allowed for trends in the market to be detected earlier than was previously
possible. The importance of formal corporate strategy on the long-term profitability was
supported by the responses of the general manager to the performance priorities as per Table
1.

4.2 Management Accounting Controls

Control is achieved through formal budgets, responsibility centres and activity ratios such as
underwriting ratios, product turnover, claims loss ratios and average collection period ratios.
The general manager ranked 'formal corporate strategy and objectives to guide line managers'
as the number one priority. The high priority given to formal control and monitoring of the
existing market share is consistent with the defender typology. The priority of the control
systems as ranked by the general manager are presented in Table 2.

4.3 External Environment

The general manager stated that the general insurance industry was subject to periods of
fluctuation due to natural disasters, economic conditions, and changes in the number
competitors in the market. To emphasise this company A had provided what was referred to
as an insurance clock based on the cycles which had been observed to occur in the general
insurance industry. The insurance clock is replicated in Figure 3. The general manager
pointed to legislation as the major cause of additional costs. Technology was also a major
cost with dramatic changes in the processing of all aspects of the insurance operations. The
perception of the major external influences to the company as ranked by the general manager
are presented in Table 3.
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Figure 3. The Insurance Clock

In summary company A was consistent in its focus on maintaining its market niche which
was reflected in its approach to performance measurements, management accounting controls
and monitoring of the external environment. The strategy is to protect its market niche,
control systems are designed to provide feedback on performance concerned with
maintaining market share.

5. Company B - Prospector

The assistant general manager of company B had identified the company as being the
prospector type, which values being first-in with new products and creating new markets or
products. Company B operated in a broad product market adopting an aggressive approach to
seeking and developing both new products and new markets. The company was not content
with operating as just an insurance provider and had diversified by providing reinsurance to
other insurance companies as well as diversification into other areas outside the insurance
industry.

5.1 Performance Measures

Performance was measured on the profitability of products by category and this was
considered to be consistent with the priority for an aggressive approach to developing new
markets. Managers were encouraged to take risks and act on any new products or markets.
Diversification was considered to be a strategic priority for the growth of the company. If a
product or market did not live up to expectations then the company would simply move on to
the next new product or market. An incentive scheme provide bonuses to all staff for
productivity and new ideas. Profits and financial stability were the focus of the performance
evaluations and this is reflected in the ranking provided by the assistant general manger to the
performance priorities in Table 1.
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5.2 Management Accounting Controls

Control focuses on the differences between revenues and all assignable cost. The investments
and divisions were evaluated on the income derived from the investment base. Control was
achieved through assigning costs attributable or controllable by each income generating
centre. Budgets were predominantly concerned with cash flow and profit margins. However,
capital budgeting techniques were a formal part of the strategic planning process focusing on
research and development. The high priority on market research and research and
development is consistent with the prospector strategy type. The priority of the control
systems as ranked by the assistant general manager are presented in Table 2.

5.3 External Environment

The diversification by company A meant that it faced risks that extended beyond the
Australian insurance market. Due to the different types of business it conducted it was subject
to government legislation beyond that which applied to the insurance industry in Australia.
The assistant general manager claimed that the flexibility of the company meant that it could
move from one market to another although there had been some financial problems with
diversification activities and there was a priority for the company to recover from the losses it
had experienced. The company had been quick to adopt new technology and had invested in
the training of staff at all levels in line with its strategic objectives of being at the forefront of
new product development and innovation. The problems faced by the company due to
excessive diversification and risk taking are evident in the ranking of the major external
influences by the assistant general manger presented in Table 3.

In summary company B was consistent with the prospector typology through its focus on new
products and new markets in the insurance industry and beyond the geographical limits of
Australia. The organizational structure allowed for managers at all levels to respond quickly
to any new opportunities and this was very much a part of the reward incentive scheme that
applied even to the lower levels of staff. The emphasis on monitoring profitability of products
and services and culling any as and when they became unprofitable is still very much
consistent with the prospector typology.

6. Company C - Analyser

The assistant general manager of company C had identified the company as being the
analyser type, which attempts to maintain a stable line of products and/or services whilst
maintaining a state of preparedness to be able to take advantage of new products or markets,
preferring to be second-in with a more cost efficient product or service. Company C operated
in a broad product market adopting an aggressive approach to seeking and developing both
new products and new markets. The company was not content with operating as just an
insurance provider and had diversified by providing reinsurance to other insurance companies
as well as diversification into other areas outside the insurance industry. The company had
adopted the strategy of aligning with financial institutions to achieve wider market
penetration and relied on these financial institutions to recognise new developments in the
products and services. The assistant general manager advised that this strategy had allowed
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the company to reduce costs in research and development and more importantly had all but
removed the need for advertising.

6.1 Performance Measures

Performance was measured on the profitability of products using the traditional method of
underwriting income less claims expenses. Analysis of the running costs as related to the
various financial intuitions was only done on a quarterly basis. They had entered some new
markets and introduced some new products but only after those markets and new products
had been in place for over a period of at least one year. The driving force behind the adoption
of these new products or markets was the financial institutions. They relied on the research
and evaluations presented by the financial institutions rather than worry about investigating
issues themselves. The staff training was minimal and what training did take place was
focused on meeting existing job skills. There was no incentive scheme for staff because
management felt that the financial institutions did the job for less than it had previously cost
the company. The symbiotic relationship had proven to be profitable and as indicated by the
responses from the assistant general manager profit and financial strength ranked highly as
performance priorities in Table 1.

6.2 Management Accounting Controls

Control focused on the differences between insurance product revenues and corresponding
claims expenses. The goal for the company was to achieve a high growth in its products and
this meant monitoring new business levels and retention of existing clients. Subsequently the
budgets were aimed at dissecting the insurance products along the lines of new clients and
existing clients. All decisions were made by the general manager in consultation with the
assistant general manager, effectively there was no autonomy given to any lower level
management. This approach is reflected in the priority of the control systems as ranked by the
assistant general manager and presented in Table 2.

6.3 External Environment

The reliance on the financial institutions had lead company C to be an early adopter of new
technology. This was due to the need to provide the financial institutions with a seamless link
and access to the computer records of the company. Again emphasizing the symbiotic nature
of the relationship that had grown. When the assistant general manager spoke of customers
there was some blurring of the difference between the clients who they insured and the
financial institutions that had placed them with the company. So when the assistant general
manager spoke of customer needs he indicated that he was referring equally to the financial
institutions. This dichotomy is evident in his ranking of the major external influences on the
company in Table 3.

In summary the company was suffering from an excessive reliance on other institutions to
fulfill its stated strategic goals. The company computer system produced copious amounts of
information about so many different aspects of the insurance products and the various
financial institutions with all their branches. This combined with the rule that none but the
general manager could make a decision had a negative effect on performance. The company
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was not achieving its stated goal of profitability and liquidity but had been suffering a decline
in both of these areas. In effect this company may best be described as an analyser that was
teetering on the brink of becoming a reactor.

7. Comparison

The priorities of performance measures as ranked by the companies, presented in Table 1,
does provide some surprises. In particular the ranking of the performance measures by
company A, the defender, and company B the prospector are very similar with both selecting
the ' Retaining or securing [a high] or [above average] liquidity and financial strength' as their
number one priority. This may explain the anomaly of company B, the prospector
outperforming company A, the defender. Hambrick (1983) reported that in every type of
environment that had been examined the defenders outperformed prospectors across all
industries.

Table 1. Performance Priorities

Priorities of performance measures Rank Rank Rank
by Coy | by Coy | by Coy
A B C

Earning [a high] or [above average] profit 2 2 1

Achieving [a high] or [above average] rate of growth in sales | 3 3 3

Oor revenues

Retaining or securing [a high] or [above average] liquidity | 1 1 2

and financial strength

Maintaining or securing [a high]or [above average] employee | 4 5 4

morale, job satisfaction, and commitment to firm's objectives

Achieving or maintaining an excellent public image 5 4 5

Performance measures obtained from the financial reports of the companies indicate that
company B, the prospector had the best results. The summarized details of the financial
performance indicators are presented in Table 2. These ratios suggest that the performance, at
least in the companies studied, was linked to the strategic type and the control system applied.
Interestingly company B was found to have the most appropriate and successful approach to
managing control in line with its strategic type and thus was able to improve performance.

Table 2. Comparison of Performance Measurements

Performance Measurement | Defender Coy A | Prospector Coy | Analyser Coy C
Category B
Accounting based Indicators CR1.08:1 CR1.03:1 CR045:1
PMS 1.16% PMS 12.63% PMS -16.44%
ROSF 20.48% ROSF 29.05% ROSF -17.65%
Effectiveness / Efficiency | MS 2.31% MS 11.03% MS 8.61%
Indicators EXRATIO EXRATIO EXRATIO
34.3% 22.5% 34.1%
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TUWEXP TUWEXP TUWEXP
107.04% 97.41% 111.36%

CR: Current Ratio - PMS: Profit Margin on Sales - MS: Market Share - EXRATIO:
Production Expense

TUWEXP: Total Underwriting Expense

The attributes of the management control system were different in each company. This
difference tended to be indicative of the strategy type combined with approach to decision
making within the company. While the control systems had similar qualities due to the nature
of the general insurance industry the focus and use of the data differed along strategy lines.
The ranking of control techniques as presented in Table 3 provides confirmation of these
differences.

Table 3. Priority of Control Techniques

Control Techniques Rank Rank Rank

by Coy | by Coy | by Coy
A B C

Formalisation of decision making authority 9 6 1

Management control and information systems 3 3

Executive or management training and development 5 8 2

Research and development of new products/services or 7 2

processes

Forecasting sales, customer preferences, technology etc 4 4

Market research 2 1 5

Formal, system to search and evaluate new opportunities for 6 9

acquisitions, markets or investments

Market diversification 8 10

Incentive schemes for increasing productivity of staff 10 5 4

Formal corporate strategy and objectives to guide decision 1 7 3

making by managers

Not surprising external environment issues were viewed slightly differently by each company.
What emerged was a relationship between strategy as expressed in the ranking of the major
external influences as presented in Table 4. The prospector, company B, took full advantage
of changes and developments in new technology to open new markets and create new
products. It also diversified and took risks some of which did not have the desired outcomes
and consistent with the prospector philosophy it was quick to get out and cut its losses. In
contrast, the analyser, company C, was slow to react to changes preferring to wait for the
right moment when it had all the information and could provide a product that would give it a
large market share and be more profitable. The problem with the analyser was that it was too
slow and relied on outside sources to provide the data and analyses which was to its detriment.
The defender, company A, was true to its strategic type and feared competition above all else
as this threatened its market niche.

Table 4. External Influences
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Major External Influences Rank Rank Rank

by Coy | by Coy | by Coy

A B C
Competition 1 3 2
Technological change 2 4 4
Government intervention (policies and regulation) 4 2 3
Customer needs 3 5 1
Recovery from diversification losses 1

8. Summary

The study shows that different strategic types can successfully exist in the same industry and
that to do so will develop different performance priorities, different management control
systems and view external environmental issues differently. The differences identified as
occurring between these three companies is consistent with the Miles and Snow (1978)
typology. Matching of the strategy to an appropriate control system with due consideration of
external environmental issues appeared to produce the best results in terms of desired
performance. It would seem that strategy and control are indeed interdependent and for any
strategy to succeed the control system must provide the appropriate information.

Future research may focus on the role the strategy has on the development of the corporate
culture and the resulting variations in the design of the control system. Management were
also concerned with developing a corporate identity and this aspect warrants further research
to determine the correlation with corporate culture.
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