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STRATEGIC GROUPS AND PERFORMANCE:
THE U.S. INSURANCE INDUSTRY, 1970-84
ABSTRACT

The concept of strategic groups has been accepted as an important unit of
analysis in understanding competitive strategy (Porter, 1980; McGee and Thomas,
1986; Hatten and Hatten, 1987). This study builds upon previous research
(Hatten, Schendel and Cooper, 1978; McGee and Thomas, 1986; Harrigan, 1985;
Cool, 1985; Cool and Schendel, 1987) and attempts to provide a general frame-
work for the formation of strategic groups based upon important aspects of
firm strategy. This is applied to the insurance industry over the 1970-1984
time period and strategic implications are drawn. The empirical findings
demonstrate that some performance differences exist across strategic groups and
also indicate that the structure of strategic groups, (both in terms of the
number, and the membership, of strategic groups) changes over time. The use of
this framework for understanding competitive positioning and developing dynamic

theories of strategic group movement is also discussed.






INTRODUCTION

Since Hunt (1972) coined the term "strategic groups" in his study on the
home appliance industry, a growing body of literature, both theoretical and
empirical, has adopted this concept. It is argued that the concept of stra-
tegic groups allows firms to analyze the strucgﬁre of complex industries (McGee
and Thomas, 1986); to better define their competitors (Porter, 1980), and to
examine the range of competitive positions available within an industry (Cool,
1985; Harrigan, 1981; Hayes et al., 1983; Hawes and Crittenden 1984; Hatten,
1974; Dess and Davis, 1984). Based on the concept of strategic groups, Caves
and Porter (1977) generalized the theory of entry barriers (Bain, 1956; Vernon,
1972; Caves 1977; Scherer, 1980) and devised the term "mobility barriers."
Mobility barriers not only protect firms in a strategic group from entry by
firms outside the industry but also provide barriers to firms within the indus-
try in attempting to move from one strategic group to another.

Porter (1979) used the concepts of strategic groups and mobility barriers
to develop a theory that explains interfirm performance differences. According
to this theory, the structure of strategic groups (the height of mobility bar-
riers, number of groups, distance among groups, etc.) affects the process of
rivalry within the industry and enables certain strategic groups to maintain
persistent performance advantages over other strategic groups.

Yet, in existing research studies there is still much debate about how
strateglic groups should be identified and about the performance consequences of
strategic groups membership (Cool and Schendel, 1987). One of the main prob-
lems is that firm strategy has been defined at different levels (e.g., corpo-
rate, business and functional (Hofer and Schendel, 1978)) without always clear
specification of the reasons for choosing a given strategy level. For example,
Newman (1973; 1978) and Oster (1982) focus primarily on corporate level stra-

tegy, whereas Hatten, Schendel, and Cooper (1978) and Cool (1985) correctly
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examine business level strategy in their studies ofAbtewing and pharmaceuticals.
In the marketing literature Frazier and Howell (1983) have also formed groups
based on functional (ﬁarketing) strategies. Further, many existing studies
differ in their choice of components of strategic decisions by which to
describe a firm's strategy. Harrigan (1985) used resource deployment decisions
while Newman (1973, 1978) used scope decisions to describe a firm's strategy.
On the other hand, Cool and Schendel (1987) provided a richer specification in
their recent pharmaceutical industry study by linking both scope and resource
deployment decisions to describe firm strategy. And, finaly, few studies
examine the dynamic nature of the strategy process (Mintzberg, 1978: 934) and
explore how strategic positions and strategic group patterns change over time.
Therefore, given the potential importance of strategic groups analysis
for theory building in the strategic management area, this study attempts to
develop a theoretical framework for the identification of strategic groups and
then uses this framework to test whether the hypothesis that performance dif-
ferences exist across groups can be verified. The study analyseé strategic
groups in the context of the insurance industry over the 1970-1984 time period.

A discussion and interpretation of the empirical findings concludes the paper.

METHODOLOGY FOR IDENTIFYING STRATEGIC GROUPS

Figure 1 describes the process of strategic groups formulation in terms of
a flow diagram. The main features of the formulation process are emphasized

below.

Insert Figure 1 about here

At the first step it is necessary to map the characteristics of the com~

petitive environment which we call the Strategic Space. Three dimensions,
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namely, the levels of organizational strategy (e.g., corporate, business and
functional), the components of strategic decisions (e.g., scope, resource
deployment, etc. (Hofer and Schendel 1978)), and the time period define the
broad characteristics of the Strategic Space. An important initial issue
concerns the choice of the time period for the research study, which normally
depends upon the industry under investig;tion and the.purposes of the study.

Then (at step 2), the researcher must determine whether corporate, busi-
ness or functional level strategies should be examined and assess which dimen-
sions (components) best describe those strategies. Clearly 'strategic groups'
may change with levels and components giving rise to the concept of 'overlap-
ping' strategic groups (Fombrun and Zajac, 1987). Following Cool & Schendel
(1987) and Porter (1985) we argue that scope and resource deployment decisions
reflect major strategic decisions, whereas competitive advantage and synergy
represent the resultant of scope and resource deployment decisions taken by the
firm (Hofer and Schendel, 1978: 25).

The third step involves identifying the variables which best capture the
firm's scope and resource deployment decisions in the competitive context under
study. This requires a clear and thorough understanding of industry economics
and the range of competitive strategies adopted by competing firms.

Particular emphasis must then be facused upon identifying periods of
homogeneity and similarity in competitive strategic behavior when defining
meaningful competitive strategic groups. Therefore, at step 4, time periods of
homogeneity with regard to competitive strategic behavior, namely, stable stra-
tegic time periods (SSTP's) are identified. Once these stable time periods are
found then analysis of strategically similar groups becomes much more meaning-
ful. However, the assessment of SSTP's is made complex both by temporal

changes in competitive behdvior along the strategic dimensions and by changes
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in the interrelationships among the strategic dimensions. A number of studies,
including those of Cool (1985), Cool and Schendel (1987) and Fiegenbaunm,
Sudharshan, and Thomas (1985, 1987), have examined the concept of stable stra-
tegic time periods. They have generally defined a stable strategic time period
as one in which the relationships among the strategic variables are stable
within the considered period. .However, the methodological procedures developed
in each study are slightly different. Cool (1985), in his study of the pharma-
ceutical industry argued that it is essential to test the stability of the
variance-covariance matrix of the strategy variables in adjacent time periods
in order to determine whether a strategic change has occurred in the industry.
The rationale for his argument is that when firms alter their commitments along
the strategic variables, the covariances between these variables should reflect
this strategic repositioning. Therefore, a stable strategic time period (SSTP)
can be identified (according to Cool, 1985) as a period in which the variance-
covariance matrix formed from the strategic variables within the considered
time period is much more stable than that which exists across periods.

Fiegenbaum, Sudharshan, and Thomas (1985, 1987) proposed a somewhat differ-
ent procedure. They argue that stable strategic time periods should be identi-
fied in terms of two criteria, namely:

(1) that the variance-covariance matrix formed from the strategic varia-
bles should remain relatively unchanged.

and
(ii) that the average (mean) behavior of the firms in terms of the stra-
tegic variables should remain relatively unchanged over the time
period examined.
While the first of these criteria is exactly the same as Cool's, these

authors added a criterion to examine the stability of the vector of means1 of

the key strategic variables. Their rationale for examining the mean vector is
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that it is possible that the mean values of the strategic variables may change
without necessarily altering the values in the variance-covariance matrix
formed from the strategic variables. In such a case, the relative relationship
(apd hence, the variance-covariance matrix) amongst the strategic variables
remains the same. However, the entire industry would have shifted to a set of
different mean values in terms of key strategic decision variables. Therefore,
in this study, a modified method of operationalizing stable strategic time
periods incorporating changes in both mean vectors and variance=-covariance
matrices will be used. For the interested reader, the methodological proce-
dures developed in Cool (1985) and Fiegenbaum et al. (1985, 1987) are briefly
reviewed in Appendix 1.

Two statistical tests are applied for the two criteria of change. For the
first criterion, Bartlett's test (Green, 1978: 169-71) is used to test the
equivalence of two sets of variance/covariance matrices. Hotelling's T2 test
(Green, 1978: 166-7) is then used to test the second criterion of change--
namely, the equivalence of the sets of mean vectors.

Once stable strategic time periods (SSTP's) have been identified firms can
then be clustered into strategic groups (step 5). The determination of the
appropriate number of clusters 1s an important issue in grouping studies.
Otherwise, the clusters may simply be statistical artifacts rather than mean-
ingful group clusters within the environmental studied.

Unfortunately, there are no satisfactory, clear-cut methods for determining
the appropriate number of clusters for any type of cluster analysis (Everitt,
1979; 1980; Milligan and Cooper, 1985). However, a commonly used rule of thumb
in selecting the number of clusters involves the examination of the "tightness"
of the clusters as the algorithm progressively combines groups (e.g., Harrigan,

1985; Cool, 1985).
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Previous studies (e.g., Harrigan, 1985; Cool, 1985) have looked at the
tightness of the group structure in terms of the contribution that an addi-
tional group would make to the overall fit of the clusters (measured in terms
of the R? coefficieﬁt)e Then, an arbitrary rule of thumb (stopping rule),
such as R? increases by less than 5 percent provides a basis for stopping the
clustering algorithm at that point. However, Fiegenbaum, Sudharshan and
Thomas (1987) have argued that the change in R2 criterion may be misleading
since the RZ function might be different for different SSTP's. Therefore,
they have proposed that two criteria should be used for each one of the SSTP's
and these criteria, which are adopted in the following study, are as follows:

(1) An additional cluster increases the overall fit by less than 5 per-
cent (AR2 £ 5%), (where ARZ represents the change in R?)

and

(i1) The clusters obtained explain at least X percent of the overall
variance (RZ 2 X).

It should be noted that the level of X can be determined empirically in terms
of each data set.

The procedure will be examined in the context of the insurance industry
over the 1970-84 time period and the extent of performance differences across
strategic groups will also be assessed. A brief discussion of the insurance

sector sample used in the research study is first presented.

THE INSURANCE INDUSTRY: SAMPLE AND DATA SOURCES

The insurance industry contains two major sectors of activity, namely,
property/liability and life insurance. The property/liability sector includes
the insurance of lines such as, automotile, homeowners, workers' compensation,
commercial multiple peril and liability. The life insurance sector includes

both 1life and health insurance. (For a comprehensive discussion on the
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insurance industry see Fiegenbaum, 1987: chapter 4; Mehr and Cammack, 1976;
and Tobias, 1982).

The question of how many corporations to include in our sample was resolved
by deciding to study the largest corporations in depth. It should be noted
that while the insurance industry contains about 5,000 corporations (in 1986),
a relatively small number capture the greater proportion of market share,
Indeed, by examining the distribution of accumulated market share it is clear
that the top 30 corporations cover around 75 percent of the total activity in
the industry. Therefore, it was decided that this study should focus mainly
on the top 30 firms (defined across Eii areas of insurance activity) in the
industry. This sample is clearly biased in the sense that it ignores smaller
corporations. That fact cannot be ignored and should be kept in mind when
interpreting the results.

Another important issue 1is the basis on which the top 30 firms were selec-
ted for this study. Since the study covers 15 years of data (1970-1984), it
might be that the top 30 corporations in 1970 are not the same as those in
1984, By examining the top 30 corporations in 1970 and 1984 it is clear that
there are a few changes on this list. For example, while Prudential Corpora-
tion was ranked number 87 in 1970 it was number 22 in 1984, Therefore, it was
decided that the study should include all the top 30 corporatioms in both 1970
and 1984. Following this procedure, the final sample includes 33 corporations
(see Table 6 for a listing).

Best's Corporation specializes in collecting data for the insurance indus-
try. Data are available either on computer tapes or hard copy documents. In
this study, data has been collected from the hard copy documents. Best's
reports its data annually in several source books. The major sources for this
study are Best's Insurance Reports Property-Casualty (annual) and Best's Aggre-

gates and Averages (annual).
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STRATEGIC GROUPS IN THE INSURANCE INDUSTRY: 1970-84

The general framework developed in the methodology section (éee figure 1)
has been applied here. As noted above, the researchers decided to explore the
1970-1984 time period which was a period of broad environmental and regulatory
change in the insurance industry. In addition, it was decided to focus upon
forming strategic groups at the corporate strategy 1e§e1 using the scope and
resource deployment components of strategy suggested by Cool.and .Schendel
(1987) and Hofer and Schendel (1978). Then a further set of performance varia-
bles were defined to test whether performance differences exist acr;ss stra- |
tegic groups. We discuss the reasons for the choice of particular strategy and
performance variables below (for a comprehensive discussion see Fiegenbaum,

1987; chapter 4).

Strategic Variables

The key strategic dimensions which define competitive strategy in the
industry were carefully identified. Eight strategic variables reflecting scope
and resource commitments were identified from a thorough literature survey and
discussions with insurance academics and executives. The measures chosen are

summarized in Table 1.

Insert Table 1 about here

Strategic Scope Variables

_ Scope committments in the U.S. insurance industry can be examined in terms
of product scope, product diversification and size dimensions. Two variables
describe product scope in terms of the focus on a) personal vs. commercial

lines of insurance and b) property/liability vs. life insurance.
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PERSONAL LINES VS. COMMERCIAL LINES (PPER):

Personal lines of insurance include policies that are sold to individuals
while those sold to businesses are called commercial lines. The firm's deci-
sion about how to deploy their underwriting efforts between these two insurance
types can have an important impact on the firm's strategy. For example, with
commercial lines underwriting there is less reliance on advertising and market-
ing promotion and more emphasis on client relations. And, commercial policies
are often more complex and expensive, thus, requiring more focussed underwrit-
ing skills.

A measure PPER was constructed to capture the proportionate distribution

of business between personal and commercial lines, and is defined as:

PERSONAL SALES
PERSONAL SALES + COMMERCIAL SALES

PPER =

PROPERTY/LIABILIT? PROPORTION (PPROP):

The development of all lines (property liability (P/L) and life insurance)
insurers is interesting from a competitive strategy viewpoint since it reflects
the resultant of thé actions and reactions involved in competitive positioning
by various insurers. In the early years of the insurance industry, life
insurers were unable to own property and liability insurer affiliates because
of legal restrictions and, consequently, the life insurance 'and P/L insurance
act;vities were often regarded as distinct industries. However, in 1972 the
laws of New York and New Jersey were changed to permit life insurers to merge
with property and liability affiliates. That was the springboard for many life
insurers to enter to the (P/L) segment. Property/liability insurers reacted
almost immediately to this change leading more and more P/L companies to

acquire life insurance companies.
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Different insurance groups choose to vary the extent of their involvement
in the P/L and life segments and this can have an impact on the overall per-
formance since Johnson (1981) notes that the proportion of P/L activities
(relative to Life) can have a significant impact on returns to scale. There-
fore, a variable PPROP which measures the extent of activity in the P/L seg-
ment relative to P/L and life insurance combined was constructed to describe

the product mix aspect of firm strategy and it is defined.as

PROPERTY + LIABILITY .

PPROP = PROPERTY + LIABILITY + LIFE INSURANCE

DIVERSIFICATION (DIVER):

The diversification variable (DIVER) more particularly examines the broad
extent of an insurance firm's diversification across lines of businesses. The
aims of greater line of business diversification typically include income
improvement, risk reduction and the exploitation of economies of scope. Best's
Aggregates and Averages (the most comprehensive industry reference source),
indicates that there are almost 30 different lines of insurance business that
insurance companies are routinely willing to cover. Each firm has to make a
strategic decision about the number of lines of insurance business it wishes
to underwrite, as well as the size of these lineg. Kahane and Nye (1975) note
that proper diversification among different insurance lines has the advantage
of reducing portfolio risk (Markowitz, 1959; Sharpe, 1964).

Therefore, a Herfindal index (see Pitts and Hopkins for a review) was
constructed to measure the extent of a firm's diversification and it is

defined as
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where Pi = the relative size of the ith line in the entire portfolio.
Therefore, if H = 0, the index implies that the firm has only one line of
business and is undiversified. On the other hand, H = | means that many small

lines of business exist in the portfolio, i.e., the firm is then widely

diversified.

SIZE (LSIZE):

The absolute size of insurance firms (as well as non-insurance firms) has
an important impact on firm performaﬁce. Industrial organizatiog economists
including Bain (1968) and Scherer (1980) have argued that large firms possess
monopoly power which enables them to set prices above the economic costs
involved in the production of the product, resulting, inter alia, in additional
profit for the largest firms. Another c;mmon argument is that the largest
firms enjoy economies of scale which typically lower their average cost relé-
tive to smaller firms (e.g., Scherer, 1980).

While there is debate about whether economies of scale exist in the insur-
ance industry (Joskow, 1973; Greehan, 1977; Johnson et al., 1981), size (in
terms of premium volume) is regarded as a key strategic decision for insurance

companies. The variable LSIZE defined as
LSIZE = log(Net Premium Written)

was, therefore, used to describe firm size in this study.

Resource Commitment Variables

Measures of resource commitments were developed in order to reflect the
bases for establishing competitive advantage in the insurance industry. We
argue that the functional areas from which competitive advantage may particu-
larly accrue -are operations and finance. Indeed, control of expenses reflécts
operational efficiency whereas the character of leverage, reinsurance and

investment decisions indicates differences in strategic financial skills.
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EXPENSE RATIO (EXRATIO):

In order to evaluate the cost efficiency of each insurance company an
expense ratio was calculated. Basically, this measure describes the overall
efficiency of the insurance production process. The expense ratio is defined

as:

Underwriting Expenses
Net Premiums Written.

EXRATIO =

Best's insurance reports argues that the net premiums written is preferred to
earned premiums as a measure of output since a major portion of underwriting
expenses are incurred at the time of writing new and renewal policies and
sﬁould logically be deducted from the earned premiums figure. While this mea-
sure does not break the expense ratio into the different cost elements expected
during the."production" of insurance products, it nevertheless enables us to

broadly compare the efficiency of different insurance organizations.

REINSURANCE (PREINS):

Most firms in the insurance industry buy reinsurance and some companies
specialize in selling reinsurance. Reinsurance is "a contractual arrangement
under which one insurer, known as the ceding company, buys insurance from
another insurer, called the reinsurer" (Webb et al., 1978: 329). Several
reasons have been suggested in the literature to justify the purchase of rein-
surance by insurance companies including risk sharing, catastrophe protection
and increased underwriting capactity (Doherty and Korkie, 1980).

Careful use of reinsurance may, therefore, improve underwriting performance
(particularly in spreading risk.) The proportion of reinsurance activity is

measured Iin this study as:

DPW - NPW

REINS = W
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where DPW = direct premiums written

and NPW = net premiums written.

FINANCIAL LEVERAGE (LEVER):

Haugen (1971) looked at the impact of financing strategies on insurer risk
and found that leverage has an important impact on insurance risk. Therefore,
leverage is considered as an important strategic variable for the study and it

is defined as:
LEVER = net premium earned/policy holders surplus

It should be noted that policy holders surplus, defined as the sum of paid
in capital and net surplus, including voluntary contingency reserves (Best's
Insurance Reports, 1984:X), is used as a surrogate for equity. The reason is
that mutual companies do not have equity, and, therefore, policy holders sur-
plus (a measure common to both stock and mutual companies), which is reported
by Best's Insurance Reports, and used in previous studies (e.g., Eck, 1982) is

adopted for this study.

INVESTMENT STRATEGY (PSfOCK):

An insurance company's investment strategy 1s an important element in its
strategic decision-making. It is well known, among insurance practitioners as
well as public pélicy makers, that while underwriting gains were negative
(losses) for 15 out of 25 years between 1958-1982 (Best's Aggregates and
Averages, 1983), investment income was always positive for the same time
period. When both sources of income are combined (underwriting and invest-
ment), insurance companies enjoyed positive gains for each year of the 1958~
1982 time period. Therefore, investment gains are crucially important for the

profitability of insurance companies.
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The choice of investment strategy will affect the overall returns as well
as the risk of the investment portfolio. Since the two major sources of

investment categories are stocks and bonds, a measure PSTOCK, defined as

STOCKS

PSTOCK = 5756KS + BONDS

will be used to describe insurance investment strategies. A pure stock invest-
ment strategy would result in a PSTOCK value of one whereas a pure bond stra-
tegy would result in a PSTOCK value of zero. The decision concerning the
proportion of the portfolio to be invested in stocks depends on the risk
preferences of the investment managers. A higher value of PSTOCK is considered

to be associated with a higher level of risk taking.

Performance Variables

Three different sets of performance measures were constructed, namely,

a) the combined ratio (COM) a common measure used in the industry to indicate

the overall economic performance of an insurance company, b) the firm's share
(MS) of industry volume and c) weighted market share (WMS) which indicates the

firm's dominance of particular lines of insurance.

Insert Table 2 about here

Table 2 summarizes and defines the performance measures used. It should

be noted that risk measures were calculated for each performance measure using

the standard deviation over the relevant period. Further, risk-adjusted meas-

ures were also calculated by dividing average firm performance by the standard

deviation for each time period.
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Identification of Stable Strategic Time Periods

Stable strategic time periods (SSTP's) were then determined using the two
criteria specified earlier. First, by examining changes in the means of the
strategic variables. Second, by examining changes in the variance/covariance
matrix of the strategic variables. The empirical results are reported in
Table 3. Basically nine transition periods were found in the patterns of stra-
tegic behavior over the 1970-84 period. The test results are discussed in ;he

following paragraphs.

Insert Table 3 about here

Means Over Time:

Hotelling's TZ test (Green, 1978: 166-7) is used to examine shifts in
means between years. It can be seen from Table 3 that significant changes (at
the 5% significance level oriless) in the vector of means appeared in 1974,
1976, 1979, and 1983. The interpretation of these findings is that, in these
years the population of firms (and hence the industry) had changed signifi-
cantly in terms of the quantitative levels (adjusted for inflation) of the key
gtrategic variables. Therefore, from these findings it appears that there
were five SSTP's during the 1970-1984 time period, namely, 1970-1973, 1974-
1975, 1976-1978, 1979-1982, and 1983-1984.. However, changes in variance/
covariance matrices should be examined in éssociation with changes in mean

vectors before general conclusions about SSTP's in the industry can be made.

Variance/Covariance Over Time:
Bartlett's test (Green, 1978: 169-171), using a chi-square approximation,

is used for testing the equivalence of variance/covariance matrices across
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years. It can be seen from Table 3 that significant changes (at the 5% sig-
nificance level or less) in the covariance matrices occurred in 1972, 1973,
1974, 1976, 1977, and 1978. Based on these findings seven SST?'s can be
identified, namely, 1970-1971, 1972, 1973, 1974-75, 1976, 1977, and 1978-1984,
In order to have an accurate determination of SSTP's it is necessary to
examine the results from both changes in means and variance/covariances. It
can be inferred based upon the intersection.of“the.two.criteri;,lthat.nine.

SSTP's are evident during the time period studied, namely:

I 1970-1971
I 1972
II1 1973
W 1974-1975
v 1976
VI 1977
VII 1978
VIII  1979-1982
IX  1983-1984

Identification of Strategic Groups

In each of these SSTP's, different structures of strategic groups, in terms
of the number of strategic groups, the location, membership, etc., may occur.
The procedure to identify strategic groups is based on the proposition that
firms having a similar strategic posture (in terms of the eight key strategic
variables), will be clustered in the same strategic group. Therefore, a
clustering algorithm is used which both minimizes the distance (in terms of
the key strategic variables) between members of the same group while at the

same time maximizing the distance between different groups. Harrigan (1985)
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has summarized the application of clustering techniques for strategic group
analysis. 1In this study, Ward's hierarchical clustering technique was chosen
as the basic clustering approach (for a comprehensive discussion see also
Anderberg, 1973; Everitt, 1980; and Spath, 1980) and a two criterion stopping
rule to determine the optimal number of clusters was applied as follows:

1) An additional cluster increases the overall fit by less than 5%
(aR2 ¢ 57).

and

2) The clusters obtained explain at least 65% of the overall variance
(RZ > 65%).

Table 4 summarizes the number of strategic groups identified in each one

of the nine SSTPs based upon the use of the above two criteria.

Insert Table 4 about here

It can be seen that for the first three SSTP's, the number of strategic
groups is five, while for the next four SSTP's the number of strategic groups
is seven. For the last two SSTP's the number of strategic groups is six. In
addition, the number of new strategic groups (as well as those which disap-
peared) is reported in the table.

In addition, multi-variate analysis of variance is used to test for the
adequacy of the clustering results. The procedure tests whether distinct
groups exist by examining the between groups variability for each of the strat-
egic variables seéarately (ANOVA), and for all of the strategic variables
simultaneously (MANOVA). For each SSTP the (M)ANOVA tests were executed and

are reported in table 5.

Insert Table 5 about here
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It can be seen that for most strategic variables, as well as for all of them
together, in each SSTP, the F values of the statistical tests were significant
at the 17 level or less. This indicates that the "between-groups" variance was
significantly higher relative to the "within-groups" variance and that, there-
fore, distinct strategic groups were found. After strategic groups were
determined for each SSTP, the insurance firms in each‘strategic group in each
SSTP are identified. It can be seen from Table 6 that some firms remained in

the same strategic group while others moved across strategic groups over time.

Insert Table 6 about here

INTREPRETATION OF THE STRATEGIC GROUPS IN THE INSURANCE INDUSTRY

Different patterns of strategic groups, and hence competition, have emerged
over time in the insurance industry. However, three basic groups which cover
most of the firms in our sample appear to exist throughout the time period and
can be identified from a thorough examination of table 6. The characteristics
of these groups (summarized in Table 7) and their patterns in terms of the
strategic variables over the nine SSTPs will be discussed in the following
paragraphs. (A fuller description of the movement across strategic groups is

reported in Appendix 2.)

Insert Table 7 about here

Strategic Group l--Diversified Strategy
Firms following this pattern of competition had chosen to de-emphasize

personal lines of insurance, and to emphasize the commercial segment of
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insurance business. (Note that PPER was significantly beiow the industry
average for eight out of nine SSTP's.) In addition, these firms had focussed
upon P/L activities rather than life insurance activities. This trend was
observed in all nine SSTP's (see PPROP)., Further, the above average diversifi-
cation activity (DIVER) (present for all nine SSTP's) indicates that firms in
this strategic group had diversified into many commercial lines, such as, fire,
commercial multi-peril and ocean-marine. Firms in this category include INA,
Continental Insurance, Fireman's Fund and Crum and Forster. The broad diver-
sification strategy was accompanied by complementary resource deployment deci-
sions. For example, this group's reinsurance (PREINS) was below the industry
average (for all nine SSTP's) as would be expected on theoretical grounds
since their diversification strategy enables them to reduce operational risk.
However, in terms of "production" expenses (EXRATIO) most of these firms were
less efficient than the other firms in the industry. Indeed, in all nine
SSTP's their production costs were above the industry average. Another impor-
tant strategic decision was the preference of diversified firms to invest in
stock. Indeed, stock purchases (PSTOCK) of diversified firms were signifi-
cantly above the industry average. This behavior can be attributed to the
fact that operational losses in the property/liability segment stimulated
insurance firms to take more risk, and hence, to purchase stocks in order to
achieve positive total gains.

.In summary, most firms in our sample of companies from the insurance indus-
try (around 17 out of 33) adopted the.diversified strategy. This strategy (the
SGl-strategy) was accompanied by relatively low reinsurance and relatively high
proportions of stock in investment portfolios. This strateéy also led those
firms to be less efficient than the industry average. The diversified strategy
maintained its "unique" position relative to the rest of the firms in the

industry over the 1970-84 time period.
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Strategic Group 2: Focused (life insurance) Strategy

Firms in strategic group 2 had chosen to concentrate thelr activities in
the life insurance segment, rather than in the property/liability segment
(PPROP is the inverse of 1ife insurance). Indeed, for all nine SSTP's the life
insurance activities were dominant for these firms since around 60% of their
premiums came from life insurance. The significantly below industry average
diversification index (DIVER) in eight out of the nine SSTP's also supports
this observation. In addition, the average size (LSIZE) of firms in this group
was significantly above the industry average in all nine SSTP's. This can be
attributed to the fact that the life insurance market grew very rapidly in the
last two decades (Best's Aggregates and Averages, 1984). This focus (in life
insurance) strategy was accomplished by below average (industry) leverage.
This can be explained by the fact that stronger requirements for solvency are
required for insurance companies writing life insurance. Firms such as Aetna,

Travelers, CNA, and Connecticut fall into this category.

Strategic Group 3: Focused (Personal Lines) Strategy

Firms in this group tend to focus on personal lines (rather than commer-
cial) insurance, such as, homeowners multiple peril and automobile liability.
More than 907 of the policy premiums for this group came from personal lines
as indicated by the extent to which it was above the industry average (accord-
ing to the PPER variable) for each one of the nine SSTP's. The low level of
the diversification (DIVER) index, supports the argument that firms in this
group focused on the personal segment rather than on other commercial segments.
The focused (personal) strategy was éccompanied by an efficient "production"

strategy. Indeed, in eight out of nine SSTP's the average production costs

. (EXRATIO) for firms in this group were significantly below the industry

average.
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In addition, in five of the SSTP's, the proportion of stock in the invest-
ment portfolio (PSTOCK) was below the industry average. This can be explained
by the fact that operational results of firms in this strategic group were much
better than those of other strategic groups. Therefore, these firms tend to
adopt a more conservative investment strategy, leading to the presence of more
bonds in the investment portfolio. Further, life insurance companies can more
easily match claims (death) with assets, and, therefore, buy a portfolio of
bonds of appropriate maturities. The firms in this strategic group were about
average in terms of their reinsurance and leverage decisions for the most of
the nine SSTP's.

Overall, as seen from Table 4, the number of strategic groups during the
19?0—1984 time period varied betwéen 5 and 7 groups for each SSTP, But, two
general observations can be made. First, three basic patterns of competition
(strategic groups) existed during the time period under study, which covered
most of the firms in our sample. Second, other patterns (strategic groups)
have emerged and disappeared during the 1970-1984 time period. These groups
usually had one or two firms that had a unique position in some SSTP's but

which invariably held only for short time periods.

STRATEGIC GROUPS AND INTRA-INDUSTRY PERFORMANCE DIFFERENCES

Porter's (1979) theory of interfirm performance differences within an
industry relates a firm's performance to the characteristics of strategic
groups. Based on this theory and the work of Cool & Schendel (1987), Newman
(1973, 1978), Harrigan (1985) the following hypotheses are developed.

l: Performance differences (measured in terms of economic, risk and risk-

adjusted dimensions) should exist across strategic groups in a given

stable strategic time period.

2: Performance differences should exist across groups with the evolution
of time (i.e., for different stable strategic time periods).
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In order to test these hypotheses, three dimensions of firms' performance
that have been used by previous strategic management researchers (e.g., Cool,
1985) have been examined here (see Table 2). These involve economic, risk,
and adjusted risk dimensions. Each one of these dimensions was broken into
several measures. The economic dimension includes measures such as the com-
bined ratio (COM), market share (MS), and weighted market share (WMS). The
risk dimension used the standard deviation of each one of the three measures,
while the risk adjusted measures used the ratio of the economic measures over

their relevant risk measures.

Insert Table 8 about here

Table 8 indicates that performance differences exist for each one of the
9 stable strategic time periods when the economic and risk dimensions are exam=-
ined. However, no differences across strategic groups were found (except for

the period 1979-1982) for the risk adjusted dimension.

Insert Table 9 about here

In the second step an ANOVA test was performed separately for each one of
the nine performance measures in order to deepen our understanding about the
strategy-performance linkage. Table 9 summarizes the results of this proce-
dure and it was found that the combined ratio (COM), market share (MS),
weighted market share (WMS) (for the economic dimensions) and the risk of the
combined ratio (RCOM) and the risk of market share (RMS) were almost always

significantly different across strategic groups for each one of the 9 SSTP's.
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The results of the ANOVA and MANOVA tests (summarized in Table 8 and 9)
partially support the two hypotheses 1 and 2 concerning the strategy-
performance linkage. When each performance dimension was considered sep-
arately, the results indicate that consistent performance differences across
groups existed over time for the combined ratio (COM), market share (MS),
weighted market share (WMS), and the risk measures of.return (RCOM) and market
share (RMS). Even though the risk adjusted performance dimension did not dif-
fer across strategic groups, the risk adjusted measure associated-with the
combined ratio (RACOM) was found to differ across strategic groups. This
finding is attributed to the fact that in testing differences on all three
risk adjusted measures (MANOVA test), the behavior of each one of the measures
is underestimated. Therefore, the ANOVA test can indicate important differ-
ences for individual risk measures separately.

In order to infer whether specific patterns of competition (strategic
groups) convey performance advantages, an ANOVA test was performed to test
whether there were significant differences between the mean performance meas-
ures for each of the strategic groups and the industry average. Table 10

summarizes the results of this procedure for the three basic strategic groups.

Insert Table 10 about here

It can be seen that strategic group l has enjoyed superior returns over
the entire period in terms of the COM ratio relative to the industry average.
In three out of nine SSTP's SGl firms performed significantly better than the
industry averagé in terms of the COM ratio. It should also be noted that in
the remaining 6 out of 9 periods superior COM ratio returns (although not

statistically significant) were observed. However, the relative size of firms
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in strategic group 1, in terms of market share (MS) and weighted market share
(WMS) was significantly below the industry average for all nine SSTP's. The
risk measures RCOM and RMS were also significantly below the industry average.
The risk adjusted measure RACOM indicates that return per unit of risk for
firms in strategic group 1 was significantly above the industry average in
seven SSTP's. In summary, the diversified pattern of competition of strategic
group 1 was associated with higher returns and lower. risk than the industry
average.

Strategic group 2 (focus in life insurance) had average returns that
were significantly below the industry average in six SSTP's. However, the
relative size of the firms (in terms of MS and WMS) was significantly above the
industry average in most SSTP's. But the risk associated with the three mea-
sures (RCOM, RMS, RWMS) indicates that SG2 was significantly above the industry
average risk in most SSTP's., Hence, the risk adjusted measure for returns
(RACOM) indicates that in eight SSTP's, firm performance was significantly
below the industry average.

Strategic group 3 appears for most measures, as well as for most SSTP's,
to have a performance level roughly equivalent to the industry average. For
example, the average measure of returns (COM) was different from the industry
average in only 1 SSTP, while market share (MS) and weighted market share (WMS)
were above the industry average in just a few SSTP's.

" To summarize, the empirical results generally support the two hypotheses
(1 and 2). More specifically, differences across both strategic groups (1)
and time (2) were found for the three measures of economic performance (COM,
MS, ahd WMS), the risk measures for returns (RCOM) and market share (RMS), and
the risk adjusted measure associated with economic performance (RACOM). When

exploration was carried out to relate patterns of competition (strategic
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groups) and performance, it was found that strategic group 1 (diversified
firms) performed better than the industry average in terms of returns and
returns per unit of risk (COM, and RACOM respectively). However, the market
share (MS) and weighted market share (WMS) were below the industry average for
firms in strategic group l. On the other hand, the two focus strategies (SG2
in life insurance and SG3 in personal lines) show returns below or close to
the industry average respectively, although firms in these groups were larger

than the industry average in terms of MS and WMS.

DISCUSSION AND FURTHER DIRECTIONS

A crucial issue in the study of strategic groups is the manner in which
strategic groups are formulated. In order to overcome the conceptual confusion
in previous studies, careful definitions of the Strategic Space (SSP) and
Stable Strategic Time Periods (SSTP) concepts were developed and used as the
framework for formulating strategic groups (see Figure 1). It was argued that
the SSP should be the starting point for identifying strategic groups, as
groups can be formulated relative to different levels of organizational stra-
tegy, different components of strategic decisions, and different time periods.

Based on the empirical findings several points can be made. First, the
methodological procedure identified relatively short time horizons for stable
strategic time periods (between one to four years) in the insurance industry.
Unlike Cool and Schendel's (1987) study in which few stable time-periods were
found over a twenty-year period in the pharmaceutical industry, the nine found
in the fifteen year period of this insurance industry study indicate consider-
able strateglc change, Thus, it appears that insurance firms changed their
strateglic position frequently in terms of key strategic decision variables.

Since the methodology dev:loped in this study (as well as in Cool, 1985 and
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Fiegenbaum et al., 1985, 1987) is statistical in nature, we cannot directly
explain why these changes occur. However, the frequent regulatory changes
in this industry, particularly within individual states, and the size of
1iability/malpractice claims have tended to create a turbulent, more crisis-
oriented competitive environment in which frequent competitive changes have
necessarily been made.

Second, the study found that the number of strategic groups changed from 5
to 7 over different SSTPs; yet three dominant groups (diversified, focussed
1ife, focussed personal lines) existed over the entire fifteen year period with
the transient-groups (see Appendix 2) oscillating around the three dominant
positions. It should be noted that few current studies on strategic groups
have examined the reasons for group movement and change (such as those outlined
in more detail in Appendix 2). 1In order to explore this question further, we
believe that it is necessary to build a grounded theory of strategic group
change incorporating rich descriptions of environmental change as weli as rele-
vant firm-specific characteristics. Such theories as incremental change (e.g.,
Quinn, 1980) or Quantum change (e.g., Miller and Friesen, 1984) are appropriate
theoretical frameworks from which hypotheses about strategic group change may
be formulated.

Third, dynamic analysis of the strategic group structure can enable the
theory of strategic groups and mobility barriers (Caves and Porter, 1977) to be
tested. If the theory is right then we should expect that the probability of
firm movement among strategic groups will be low, because strategic barriers
should protect successful groups from invasion by firms from less successful
groups. The data on strategic group membership over time (reported in the
Table in Appendix .2) can be used to calculate the level of firm movement across

strateglc groups. Firm movement can then be associated with changes in key
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strategic variables, hence allowing inferences about the value of mobility
barriers to be made. On the evidence of this study we would speculate there
are long-term structural equilibria in terms of strategic group positions
(i.e., three main groups), but that in the short-term environmental discontinu-
ities, disturbances and strateglc re-positionings create the need to search

for new, more sustainable competitive positions.

Fourth, we find consistent evidence of performance differences across stra-
tegic groups and that Lhese differences appear to persist over time. The link
to performance is important for strategic groups research since the results
support the theory of performance variations attributable to strategy. Thus,
strategic groups have '"predictive validity" since group structures can predict
performance--a central anchor in strategic management research. Given that
performance is not an unitary concept, we used multiple measures of performance
as well as risk-adjusted measures and found strong support for the predictive
validity of strategic groups across those multiple measures.

While existing theory (Porter, 1979) ignores the effects of group changes
over time on performance we speculate that the relationship between strategic
group membership and economic performance will change over time because key
success factors driving industry competition may alter as a result of such
issues as technology, regulation, and different patterns of industry rivalry.
In addition, firms in stable group positions may adjust more slowly to change
because of inertia about the quality of their current strategic decisions and
their relationships to performance.

Finally, the authors believe that strategic groups research is at a cross-
roads. To continue with interesting empirical studies without theoretical
insight will no longer be productive. What is needed is well designed, theo-

retically informed and precise research, preferably research that is placed



-28-

within a comprehensive framework that covers initially the stable aspects of
group behavior, then moves progressively to theory development and testing of
dynamic behavior. (As an example, notions of population ecology (McKelvey,
1983) may indicate why groups form and point to correlates of stability across
time.) When this occurs proper attention can then be given to issues of model-
ling competitive rivalry (perhaps using game theory m&dels) which are absent
from most existing treatments of competitive strategy and competitive

advantage.




1.

Notes

The focus on changes in means reflects a concern for absolute change
(adjusted for inflation) as well as the relative change captured by the
changes in variances/covariances. For example, a large absolute quantum
change in a particular strategic variable may not reflect relative change,
but m;y indicate that this variable has now become a key strategic driver
for the industry. If this is true then a clear strategic change has
occurred in the industry indicating a new period of strategic rivalry.
This information might be useful both to potential entrants and existing

industry members.



APPENDIX 1
Methodology to identify stable strategic time periods.

Given the different criteria to identify stable strategic time periods
(SSTP's), offered by Cool (1985) and Fiegenbaum et al. (1985, 1987), it is not
surprising that those researchers used different approaches to identify those
SSTP's. In Cool's (1985) study, the procedure to evaluate SSTP's over t peri-
ods, starts with testing the hypothesls of equality of the covariance matrices
For the first two periods. Using Cool's notation the test is specified as:

Ho: I1 =122
against Hl: Iy # Iy

where I represents the variance/covariance matrix between the
strategic variables for a specific period.

If for a chosen significance level, the null hypothesis is accepted (meaning
that no change had occurred between the two periods) and the two periods are
pooled together to form a new covariance matrix 212, then, the third period
is introduced and the null hypothesis is re-formulated as

Hp: Z12 =13
Hp: I] =223
against Hy: not all ¢ are equal (for both Hp)

where £]2 and I3 denote the variance-covariance matrices of the
data pooled over the first two periods and the last two periods
respectively.

The rationale for adopting this procedure is that even if the variance-
covariance matrix for the first two periods is not significantly different to
the last period, it might impede the detection of change occurring over the
last two periods. Therefore, the hypothesis Z) = £23 must also be tested.
When both null hypotheses are accepted, the three periods are considered as an
SSTP and are pooled. The procedure is then continued. The general procedure
to identify whether the period t can be considered with the previous t-1 period
(SSTP) or whether the period t is the beginning of a new SSTP is specified
as:

Hp: Z12 eeeseee t=1 =T

HO: 212 XXEEEE) t-z = zt(t"l)

HO: 512 eeeeess £=3 = Dp(e-1)(t-2)

[}

Ho: Iy Ze(e=-1)(t=2)eeee (3)(2).

against Hjy: not all ¢ are equal (for each Hp).
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If one of the null hypotheses cannot be accepted, then it indicates that
the last period (t) represents the beginning of a new SSTP and the same pro-
cedure is then repeated.

The algorithm developed by Fiegenbaum, Sudharshan, and Thomas (1985, 1987)
is different from the one used by Cool. Using Cool's notation, when t-1 per-
iods represent a stable strategic time period and the period t is tested, the
procedure performs the following tests:

Hp: Iy = It
Ho: Z2 =it
Ho: Ze-2 = It
Ho: Zg-y =Lt

against H;: not all ¢ are equal (for each Hp).

In comparing these two algorithms (Cool's against Fiegenbaum et al.) it 1is
unclear which one is a superior since each examines different combinations of
time periods. Therefore, in this study the features of both algorithms will be
combined and used to identify stable strategic time periods. However, it
should be noted that both two procedures will be used also to test for the
average (mean) hehavior of the strategic variables stated as (according to Cool
procedure):

HO: H12 eoceeee t-1 = Ut
Ho: ulz YR EN] t-z = ut(t—l)

HO: ulz XX EEEE) t-3 = ut(t-l)(t-Z)

Ho: u) = Ut(t=1)(t=2)eees(3)(2)

against Hjy: not all y are equal (for each Hp)

where y is the mean vector of the strategic decision variables.
In addition, based on the Fiegenbaum, Sudharshan, and Thomas (1985, 1987)
procedure the following hypotheses will be tested:

Hp: wy =ue
Ho: w2 = ue
Ho: me- = Ut

against Hj: not all y are equal (for each H).



APPENDIX 2: Transient Strategic Groups

In each SSTP new strategic groups have emerged as well as failed (see
Table to Appendix 2). In the second SSTP, American General established a new
position on the strategic space (SG6 in the second SSTP). While in the previ-
ous SSTP American General was located in SGl, in the following SSTP the firm
behaved differently from the other firms in its group. The firm had decreased
its property/liability activities by 6.8%. In addition, American General made
some strategic changes, such as, a decrease in PPROP (property/liability), and
lever age (LEVER) by 6.8% and 7.3% respectively, and an increase in reinsurance
(PREINS) activities and stocks (PSTOCK) purchases by 16.2% and 12.08%
respectively.

In the third SSTP, strategic groups 4 and 6 disappeared. Liberty Mutual
and Wausau, which were in SG4 in the second SSTP, "merged" with firms in SG3.
Changes in their strategic decisions along PPER (personal lines), PREINS (rein-
surance activities), and PPROP (property/liability) moved them into the space
of strategic group 3. American General, which established a unique position
(SG6) in the previous SSTP, "merged" with firms in strategic group 2 in the
third SSTP. Changes in American General strategic decisions along PPROP
(=14.2%) and LEVER (+37.01%) moved it to the space of strategic group 2. 1In
addition, USAA and American International established a new group (SG7 and SG8
respectively) in the third SSTP. USAA increased its reinsurance level by 22%
and reduced its stocks (PSTOCK) proportion in the investment portfolio by 22%
from the previous (second) SSTP. American International dramatically increased
its reinsurance level from 107 in the second SSTP to 73% in the third SSTP.
This was accompanied by a decrease of 427 in the leverage of American Interna-
ional between the second and the third SSTP.

In the fourth SSTP three new strategic groups emerged. Wausau and Geico,
that were located in strategic group 3 in the previous SSTP, changed their stra
tegy and created the new groups (9 and 1l respectively). Wausau had a decrease
of 71.5% in their personal lines (PPER) followed by a decrease of 17Z in the
stock (PSTOCK) proportion of the investment portfolio. Meanwhile, Geico in-
creased its leverage (LEVER) by 1067% and reduced its stock (PSTOCK) investment
by 35%. General Accident, which created the third new strategic group (SGl0),
decreased its leverage by 12% and increased its investment in stocks by 14.8%7.

In the fifth SSTP two old strategic groups disappeared and two new groups
emerged. Strategic group 7 in the fourth SSTP, contains only USAA, but the
group disappeared when USAA increased its stock purchases (PSTOCK) by 39%.

In addition, a decrease of 5.487% in its production expenses (EXRATIO) and
reinsurance (PREINS) activities by 6%, returned the overall strategy of USAA
to that of strategic group 3. Nationwide Insurance Company created a unique
position on the strategic space SG12 by increasing its leverage from 1.8l to
7.39. 1In the fifth SSTP Prudential entered into the top 30 companies in the
insurance industry. Prudential had a unique position in the strategic space
(SG13) by having 100% of their activities in the personal lines (PPER), and
low level (4.06%) of activities in property/liability lines (PPROP), indicat-
ing that most of their underwriting income came from life insurance activities.

In the sixth SSTP one firm group from the fifth SSTP .(Nationwide in SG12)
disappeared, and a new one firm group (American General in SGl4) emerged changes
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in Nationwide occurred in reinsurance activities (PREINS) production expenses,
(EXRATIO), leverage LEVER) and stocks purchase (PSTOCK) by 4.5%, 6.9%, 72.5%
and 8.87% respectively. These strateglic changes resulted in Nationwide having
a strategy similar to that of strategic group l. American General which was
located in strategic group 2 in the fifth SSTP, changed its strategy and became
a one firm group (SGl14) in the sixth SSTP. This was caused by decreases in
PPER (-3.07%), PPROP (-5.9%), IVER D(-3.7Z%) and EXRATIO (-6.8%), and increases
in LSIZE (1.25%), PREINS 5.2%), (LEVER (14,4%) and PSTOCK (9.09%).

During the seventh SSTP no new strateglc groups emerged, and no old
strateglic groups disappeared. However, some firms moved between existing
groups.

In the eighth SSTP, the one group firm (American General in SGl4) in the
seventh SSTP disappeared. An increase in PPER (+5.027), PREINS (11.97%), and
EXRATIO (1.26%), together with a decrease in PPROP (-8.082), DIVER (-6.1%),
and LEVER (-37.14%) put American General in strategic group 2.

In the last SSTP, one old firm group disappeared, and a new one firm group
emerged. Also, Liberty Mutual company (SG9 in the eighth SSTP) changed its
strategy and became a member of SGl. An increase in PPER (15.3%), DIVER
(5.25%), PREINS (110.47%), and EXRATIO (17.04%), accompanied by decreased in
PPROP (-2.6%), and LEVER (19.16%) put Liberty Mutual Companies in strategic
group l. In the same SSTP, Geico Company changed its strategic position
(previously located in SGl) and created a new position (SGl5). An increase in
PPER (59.6%), and PSTOCK (30.4%), accompanied by a decrease in DIVER (-21.3%),
PREINS (-78.2%) and LEVER (-16.03%) moved Geico into a unique position.
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*The numbers in the table indicate the code number of the strategic group.

**Not present in the sample in the given time period.
***Excluded from the sample for the given time period.




Figure 1

A Flow Diagram of Formulating Strategic Groups
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TABLE |

Corporate Strategy Variables and Their
Definition in the Insurance Industry

Strategic ‘ Strategic Strategic
Component Function Variable Definition
A. Scope Al: Personal Net Premium Written (NPW)
Product Scope l. PPER Personal NPW + Commercial VoW
Property NPW + Liability NPW
: S 2.
A2: Product Scope PPROP Property NPW + Liability NPW +
Life Insurance
T2
A3: Product Diversity |3. DIVER (H=] - ¢ Pi
i=]
where: Py is the relative size
of the ith line in the
firm portfolio
i=],..n is the number of
lines
A4: Firm Size 4., LSIZE |LOG (NPW)
B. Resource
Deployment Bl: Production 5. EXRATIO Underwrit;;g Expenses
6. PREINS Direct Premium Written (DPW)-NPW
NPW
New Premium Earned
B2: Finance 7. LEVER Policy Holders Surplus
SCOéks
B3: Iavestment t {8. PSTOCK Stocks + Bonds




JAVHS LINAVH
JALHOTIIM ¥04
SHMY/SHWM ©oFlex 3yj SHMVY aarsnrav Jsid (6

dYVHS
LIMYVA d04d
SWd/SW OTlea ayj SKVYd aarsnrav Jsiy (8

01LVY .
AANIEW0D ¥0d azrsnrav
WOO4/RW0D o13e1 3yj WOOVY asrsnrav Asiy (L ds1d (g

dYVHS LANAVH
. JILHOTAM
SHM JO UOTJIBTADpP paepueis SHMY 40 A31d (9

HYVHS LINIVH
SW JO UOTIRTADP paepue]s SWYd JOo JSI¥ (S

OILVd daNId
WOD 3JO uoTlEeTASpP paepuelg HODd —WOD 40 ASI¥ (¥ AS1¥ (¢

Judwsas 8yl uf Sul[ 3yl jJo aaeys 3anjaew ayl = Fgq
01103320d Tel03 3yl UT SUIT BYl JO IIBYS IJATIRIDA 9yl = Ig
douBINSUT JO SUTT 3BY] S2IBOTPUF U°°°[=T :2I9ym

T T I=F JIVHS LIMIVH
g1 d & SHM Ad4IHO1dM (€
u

u231317am unjwaad 3au Aajsnpufg

u913Tam unfwaid 3Iau s, WATJ SKH JAVHS IIAIVH (T
ua313Fam wnjwaad 3au
PUSPIATP + §2SUddX? SUFIFAMIIPUN 4 sasuadxa JuoWISN[pPE SSOT ¥ SOSSO[ polinour HOD OIIVY dANIgWoD (1| DoIWONODE (1
ANSVIAR NOISNINWId
NOILINIAIA NOILVION JONVWI0493d HONVWIO4d3dd

SHANSVAN FONVWEOJYAd J0 SNOILINIAIA ANV AUVWKWAS

Z A19VL |




ON L9° L’ %9° € Ct L °SA G[-9L
nmm> 900° S°09 89° 06 "€t GL-%L °8A 9/
dLSS Mmsu ¥¥¥
e jo Bujpjaels 8yl sf 9/ °C ON 9% L6° €6° €0°%¢ 7L °SA 9/
dlSS
HIJNOd @43 ST G/ Pu®e /1 °1 mmmw 16° oy° s00° 6°09 GL °SA 9/ SL-%L 9L
FE¥
d1SS sues
8yl uy L2ae ¢/ pue 7 °] ON 06° rA/N 16° 6°9%¢ ¥L °sA G/ WL SL
d1LSS mdu
e jo Bujyjaels 8yl ST $/ °C
d1LSS
JGYIHL @43 ST €L °1 n.mmmw ¢00° 8L°C 1000° L°Y6 €L °sA g/ €L YL
¥¥¥ X¥¥
dLSS Meu
e jo SBujjaeas 3yl ST gL °C
. dLSS
aNo0Jds =43 8F ¢L °1 e2°A AN €0°1 1000° 8°111 "L °sa g L €L
X¥¥
ON ¢8° VAl 86° S°0¢ 0L °SA 1[(-TL
g2 ¢S ° 06° 1000° 9C°6¢t1 1.-0L °SA TL
d1SS #Meu XX¥
e jo 3ujjaels 8yl sy gL °T e®°k 99° 9L° 1000° 9°¢tcl 1L °8A L
dLSS XXX
I1S3¥I4d @43 ST 1L Pu®e oL °1 eS°k 9% ° 86° 1000° 8°9¢C1 0L °sa 7L 1,.-0L ZL
X¥¥
dI1SS °ues
24yl uy 3ae [/ pue g/ °1 ON L6° G¢* 00°1 60°6 0L °sA T/ 0L 1L
PEELEY d I BUITT?3I0H d X 33213aeg
SUOFSNTOUO0) p23s8eijuo) [4 4 s8IBI} pPoOTaag aeag
uy a3uey) SNVIH AVA0D/AVA pe2iseajuo) p33iseajuo) PoPPV
e1123T1) AITTIqEIS

(¥861-0L6T1) 5SA0I¥3d FWIL DIDALVILS 4719V1IS 40 NOILVOIJIINAAI

£ d19VL




ON LA . L8" 00°1 S°I1 6L °sa 18-C8
ON Wy 1c°1 ¢9° 9°C¢ 08-6L
*sa 18-¢8
ON 76" 1% 2 66° £ €l 18 °sa (8
ON (A S8°1 00°1 L*01 08 °sa 8
d]LSS swes 3yl uf .
d@ae 78 pue I8 ‘08 ‘6L °I ON o%° 90°1 66° L°¢ET 6L °sa T8 18-08-6L 8
ON 66° 81° 56° L°CC 6L °sa 08-18
ON (A ¢9°1 (A [ANA 08-6L °sa 18
ON ve- 7e°1 8L° 70°6¢ 6L °sa 18
dLSS o2uwes ayj
ut 21e 18 pue ‘08 ‘6L 1 ON [ O 8L°1 86 ° £1°0¢ 08 °sa 18 08-6L 18
d1Ss sues
24yl uf aie Qg pue 6/ °f ON 96 ° 6C° 0°1 L6°9 6L °sa 08 6L 08
dLSS mau
e jo Juilaels ayl sy ¢/ °2
dl1Ss
HLNIAIS @4yl ST 84 °1 nmww £00° £°¢t 0°1 0°01 8L °sA 6L 8L 6L
¥¥¥
dlLSS mau
e jo 3uilaels oyl ST g/ °Z .
ddlLS HIXIS °Yad st fL °1 eS2k €L %9° 1000° S°t8 LL °sA 8L LL 8L
¥¥¥
dLSS mau
e jo 3uijaels a9yl st /7 °F _
dALS HIAI4 ¥yl st 9/ °} eS°A 9/° 19° %000° 1°1¢L 9L °sa [/ 9L LL
XX¥
§Saeax d 1 Sujllr210H d X 33913xed
SUOTSNTOU0) po3iseajuo) 4 [ s1eax poT1aag aeax
uy a3uey) SNVIW AVAOD /UVA pa3iseajuopy pP@3sei3juop PopPPV
B1I19371) A31[}qelS

(¥861-0L61) SAOI¥Hd FWIL DIDHLVILS ATAVIS 40 NOILVOIJIINHAI

(°*P,3u0D) ¢ 19Vl




°; xjpuadde uy padoraasp wyijaod[e Syl MOTT[03J SI[NSaI 3yl

5]
°303199An suesw syl uj 98ueyd B SIIBDFPUT :q
e

*XJajew DDUBFIEBAOD/IEA @Yyl U}l d3ueYyd B SIIBDIPUT

Go°* > dex
10° > dxxx
. d1SS
HININ @Yl ST %8 Pue g8 °} ON S00° 96°1 66° L°%1 €8 °SA 48 £8 %8
ON rAN 06° 26" €% 6L °SA
08-18-78-€8
q5%% 1000° rA 61° €Yy 08-6L
¥¥¥ *sA 18-78-€8
q5%% 1000° 09°9 8L° 1°6¢C 78 °SA €8
¥¥¥
Amow zZ0° 1%°C 66° €0°81 18 °SA €8
¥
d1LSS Mmau qc%4 €£000° g8v° Yy 8 €0°LC 08 °sA ¢8
e jo Bufljaels ayj ST €8 A ¥X¥¥
d1SS HIHOIA .
2yl sT gg Pue 18 ‘08 ‘6L °I q5°% €00° 96 °¢ 1L 1L°0¢ 6L °SA €8 |28-18-08-6/ €8
F¥¥
(saeag d L SulTT@30H d X 3J3°13aeg
‘ suoisniouo) Twummuuﬁoo N [4 saeax POTaaqg aeax
uy a3ueyy SNVANW AVAQOD/UVA pa3seajuo) peaseajuo) | pappy

eFI2373) A11119B3S

(Y861-0461) SA0OI¥Ad

AWIL JIDALVYILS ITEVIS A0 NOILVOIJAILNAQI

(°p,3u0)) ¢ F19AVL




TABLE 4

STRATEGIC GROUPS (SG's) OVER TIME

Criteria Stable Strategic Time Period (SSTP)

I I |III IV v VI |VII | VIII IX

70-71 | 72 | 73 | 74-75 | 76 | 77 | 78 | 79-82 | 83-84

Number of SG's 5 5 5 7 7 7 7 6 6

Number of New 1 2 3 2 1 0 0 2
SG's

Number of SG's 1 2 1 2 1 0 1 2
Disappeared

Net Change 0 0 2 0 0 0 -1 0
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STRATEGIC GROUP 1:

TABLE 6

STRATEGIC GROUP MEMBERSHIPS:

1970-19843

STRATEGIC GROUP 2:

STRATEGIC GROUP 3:

l.

2.

3.

4,

5¢

QTHERSP
Liberty Mutual
Wausau Insurance
General Accident
Cigna

Prudential

DIVERSIFIED FOCUS-Life Insurance FOCUS—-Personal Line

1. INA l. Aetna l. State Farm

2, Continental Ins. 2. Travelers 2. Allstate

3¢ Fireman's Fund 3, CNA 3+ Farmers Insurance
4, Hartford Fire 4, American General 4. Nationwide

5. USF&G 5. Connecticut Gemeral 5. USAA

6. Kemper 6. GIECO

7. Crum & Forster

8. Home Insurance

9. St. Paul

10. American Inter.,

1l1. Commercial Union

12. Royal Insurance

13, Chubb

14, American Finance

15, Reliance

16. Safeco

17, Ohio Casualty
Notes: a--the firms in strategic groups 1, 2 and 3 belonged to these groups

for most of the nine stable strategic time periods (see also Table

in Appendix 2).

b--firms in the "others" category were located in different groups

(other than the basic groups) during most of the stable strategic
time periods.



TABLE 7

SUMMARY: THE PATTERN OF THE THREE BASIC STRATEGIC GROUPS
Strategic

Group SG1 SG2 SG3
Strategic above/ above/ above/
Variable belowd proportionb below proportion [below proportion
l. PPER - 8/9 0 9/9 + 9/9
2. PPROP + 9/9 - 9/9 0 9/9
3. DIVER + 9/9 - 8/9 - 3/9
4. LSIZE - 8/9 + 9/9 + 3/9
5. PREINS - 9/9 -+ 9/9 + 1/9
6. EXRATIO + 9/9 + 1/9 - 8/9
7. LEVER + 49 - 8/9 0 9/9
8. PSTOCK + 7/9 - 1/9 - 5/9
General Focus Focus
Pattern Diversified (Life Insurance) (Personal Lines)

a - above (+) or below (-) the industry average at P £ 10%,

0 indicates industry average

b - the proportion of SSTP's (out of nine) that the mean average was
above/below the industry average at P £ 10%




TABLE 8

STRATEGIC GROUPS AND PERFORMANCE DIMENSIONS DIFFERENCES--MANOVA RESULTS

Stable Strategic Time Period
1 2 3 4 5 6 7 8 9
Performance
dimension 70-71 72 73 74-75 76 77 78 79-82 83-84
1. Economic| 5.70%%%| 1,64% | 4,37%%%| 5,83%%%] 10,98%**%| 4, 61l*kk*| 5,07%%%| 9 34k*kk| ]§,81***
2. Risk 2,36%*| 2,33% 3. 10%* 4o 52%%*| 5,06%%%| 4, 68%kk| 4, T5kkk| 3, 73kk%
3. Risk 1.41 1.72 2.17 1.75 1.62 1.72 2,06% 1.85
adjusted
Notes: F values and their significant levels are given in the table.
*kk; p < L01;
*%; p < .05;
%3 p < 105




TABLE 9

STRATEGIC GROUPS AND PERFORMANCE DIFFERENCES-~ANOVA RESULTS

Stable Strategic Time Period
1 2 3 4 5 6 7 8 9
Performance
measure 70-71 72 73 74-75 76 77 78 79-82 83-84
CcoM 6. 75%%%} 1,17 5.77%k%| 9, 40%%%| 6,36%k*| 4, 50k**| 3,74%k%kk| 5, 57%k%k| 1],96%k*
MS 10, 33%%% | 5,00%%k% | 3,86%% | 3,85%%%| 4,58%kk| 5, 19k 7.98%%% (12, 04%*%%| 13,07%%%
WMS 12, 16%%*{2,52 6023%%% | 5,87%k%kk| 17,02%%%|17,58%%%| 15,45%%*%| 3], 3 xkk| 2], 53%%%
RCOM 2.48% 3.84%% | 5,65%k% |  5,53k% | 6, 42k%k| 5,78kkk| 6, 14kk%k| 1,86
RMS 1.29 1.62 1,91 5.68%k% | 7,77%kk| 7, 45kk% 8e52%%k| 1]1,26%%*
RWMS +20 .18 .19 o714 1.26 1,43 2.04 2.93%
RACOM 2,44% 4,08%% | 2,68% 2,59*% 2,73% 2.96* 4o 59%% 5.27%%
RAMS 032 .29 .06 1.05 1.06 .63 «53 «99
RAWMS 1.09 .49 W42 2,12 1.75 1.78 1.97 1.94
Notes: F values and their significant levels are given in the table.
*%%; p < .01;
**; p < .05
*5p £ 0103
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