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ABSTRACT The purpose of this study is to investigate the relationship between differentiation strategy and organizational
performance. To investigate this relationship, 33 industrial companies listed at Amman Stock Exchange by the beginning of
2010 were surveyed. Industrial companies listed at Amman Stock Exchange were surveyed. The result of multiple regression
analysis indicates that the differentiation strategy has not significant effect on organizational performance of such companies.
One important practical implication of this result is for the Jordanian companies to incorporate the different dimensions of
product differentiation strategy correctly to improve their performance. However, implication and limitations are discussed
along with future research agenda.

1. INTRODUCTION

Porter (1980, 1985) identified two strategies:
product differentiation and cost leadership. A
differentiation strategy involves the firm creat-
ing a product or service. Cost leadership em-
phasizes low cost relative to competitors. A num-
ber of studies have suggested that many manu-
facturing firms view a strategy of differentia-
tion as a more important and distinct means to
achieve competitive advantage than a low cost
strategy (Kotha and Orne 1989; Kotha and
Vadlamani 1995). It is argued that Porter’s ge-
neric differentiation strategy has been further
developed into more specific strategies, such as
differentiation by product innovation, customer
responsiveness, or marketing and image man-
agement, in responding to the complexity of the
environment, while cost leadership remains fo-
cused on cost control (Miller 1986; Perera et al.
1997; Lillis 2002). Sashi and Stern’s (1995)
results indicated that product differentiation is
based on “custom services” provided by manu-
facturers for high-search producer goods and on
“intermediate services” provided by merchant
wholesalers for low-search producer goods.

Globalization has led to more intense com-
petition among manufacturing firms (Baines
and Langfield-Smith 2003) as such, a differen-
tiation strategy provides greater scope to pro-
duce products with more value. In comparison,
focusing purely on a cost leadership strategy may
no longer be appropriate to accommodate the
diverse needs of contemporary manufacturing

companies (Perera et al. 1997). This study was
conducted in Jordan which has undertaken many
new programs in terms of privatization and in-
ternational trade agreements which on the other
hand offer new products with special features
so as to compete efficiently in the market. There-
fore, the current study focuses on product dif-
ferentiation strategy in the manufacturing sec-
tor and the potential influence on Jordanian or-
ganizational performance.

1.1 Theoretical Development and
Hypothesis Formulation

Many studies investigated the relationship
between the differentiation strategy and organi-
zational performance. Acquaah and Yasai-
Ardekani (2008) study findings indicate that
viability and profitability of implementing cost-
leadership, differentiation, and the combination
of the singular strategies. However, the incre-
mental performance benefits to firms imple-
menting a combination strategy do not signifi-
cantly differ from the performance of firms
implementing only the differentiation strategy.
Furthermore, firms that implement a coherent
competitive strategy (combination, cost-leader-
ship, or differentiation) tend to gain consider-
able incremental performance benefits. Simi-
larly, Amoako-Gyampah and Acquaah (2008)
examined the relationship between manufactur-
ing strategy and competitive strategy and their
influence on firm performance. The study’s find-
ings indicate that there is a positive relation-
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ship between competitive strategy and the manu-
facturing strategies of cost, delivery, flexibility,
and quality. The results also indicate that qual-
ity is the only manufacturing strategy compo-
nent that influences performance indirectly
through quality. Similarly, Prajogo (2007) ex-
amined the underlying strategic intent of qual-
ity performance. The findings indicate that prod-
uct quality is predicted by differentiation strat-
egy, but not cost leadership strategy. Prajogo and
Sohal’s (2006) results also indicate that Total
Quality Management (TQM) is positively and
significantly related to differentiation strategy,
and it only partially mediates the relationship
between differentiation strategy and three per-
formance measures.

Allen and Helms (2002) concluded that dif-
ferent types of reward practices more closely
complement different generic strategies and are
significantly related to organizational perfor-
mance. Furthermore, Mosakowski (1993)
study’s results generally supported the hypoth-
eses that, when the focus and differentiation
strategies are established, performance is higher
than for other firms. In general, little research
investigated the direct relationship between dif-
ferentiation strategy and organizational perfor-
mance, and most of those studies  were con-
ducted in the developed countries. In context of
Jordan, this study is the first study to undertake
this relationship at the best of the researchers’
knowledge. Hopefully, the result of this research
will contribute to the knowledge in Jordan and
other developing countries and encourage the
other researchers to investigate the effect of other
factors on the organizational performance in
industrial sector and other sectors in Jordan.

Based on the literature reviewed above, this
paper proposes the relationship between the dif-
ferentiation and organizational performance to
be positive. Therefore, it can be hypothesized
that:

There is a positive relationship between dif-
ferentiation and organizational performance.

2. RESEARCH  METHODS

2.1. Sample Selection and Data Collection

The study population consists of all Jorda-
nian industrial companies which are listed at
Amman Stock Exchange (ASE) by the begin-
ning of 2010. After exclusion of those compa-

nies which were in a dissolved and liquidation
status, the proposed sampling frame consisted
of 70 industrial companies. In total, 33 out of
70 questionnaires were completed and returned
which yielded a response rate of 47%.  All the
questionnaires were delivered by hand to the
financial managers and left with them for a few
days to enable them filling them out. The dis-
tributed questionnaires were collected by hand.

The data of this study were extracted from
an instrument that was used to collect data in-
tended for use both in the current study and also
for the other study looking to the effect of mar-
ket competition on organizational performance.
The first two sections of the questionnaire in-
cluded some demographic questions about the
organization itself and the respondent (see
Tables 1, 2 and 3). The third section of the ques-
tionnaire looks at the strategic priorities of com-
panies. The last section includes six dimensions
to measure the organizational performance.

Table 1: Sample classification per industry sector

Industry type Frequency Percent

Textile, clothing and footwear 1 3.0
Mining and quarrying 2 6.1
Iron, steel and aluminium industry 1 3.0
Electrical appliances 3 9.1
Food products 7 21.2
Chemical/pharmaceutical industry 4 12.1
Tobacco and cigarettes 1 3.0
Building materials and construction 5 15.2
Others 9 27.3

Total 33 100.0

Table 2: Sales turnover

Sales turnover Frequency Percent
(In Jordan Dinar)

Less than 1 million 2 6.1
1- less than10 millions 13 39.4
10 – less than 20 millions 6 18.2
20 – less than30 millions 2 6.1
30 – less than 40 millions 2 6.1
40 – less than 50 millions 2 6.1
50 - less than 100 millions 2 6.1
100–lessthan200 millions 1 3.0
200 – less than 400 millions 1 3.0
More than 400millions 2 6.1

Total 33 100.0

2.2. Measurement of Variables

Multi-item questions were used to measures
all the study factors. Factor analysis was per-
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Table 3: Number of employees

Employee number Frequency Percent Cumulative
percent

1-49 employees 3 9.1 9.1
50-249 employees 17 51.5 60.6
250-499 employees 6 18.2 78.8
500-999 employees 2 6.1 84.8
1000 or grater 5 15.2 100.0

Total 33 100.0

formed to the study factors. Size of organiza-
tion was used in this study as a control factor
using the natural logarithm of employee num-
bers.

2.2.1. Differentiation Strategy

Based on Chenhall and Langfield-Smith
(1998) product differentiation strategy was mea-
sured depending on five items: providing high
quality products, providing fast deliveries, mak-
ing change in design and introducing new prod-
ucts and providing unique product features.
However, a five-point Likert-type scale ranging
from one (not at all) to five (to a very great ex-
tent) was used. Table 4 presents the descriptive
statistic for this factor. The Cronbach alpha was
0.89 indicates satisfactory internal reliability of
the scale. Table 4 shows that only one factor
had an Eigen value greater than one. The total
variance explained by the factor was 76.68%.
All loadings were greater than 0.40, ranging
from 0.840 to 0.898.

Table 4: Descriptive statistics for differentiation strategy

Variable Mean S.D Loading

C1. High quality products 4.33 0.65 .883
C2. Fast deliveries 4.30 0.64 .840
C3. Design and new products 4.36 0.78 .898
C4. Unique product features 4.45 0.56 .881

2.2.2. Organizational Performance

Organizational performance was measured
using the six items adapted from previous stud-
ies (for example, Al-Shiab and Abu-Tapanjeh
2005; Abu-Khadra and Rawabdeh 2006). These
include: return on investment (ROI), sales
growth rate, cash flow from operation, customer
satisfaction, product quality and market devel-
opment. However, respondents will be asked to
assess their organization’s overall performance
over the last three years relative to that of com-

petitors subjectively using a five-point Likert-
type scale ranging from one (significantly be-
low average) to five (significantly above a aver-
age). Table 5 presents the descriptive statistic
for this factor. The Cronbach alpha was 0.75
indicates satisfactory internal reliability of the
scale. However, organizational performance will
be scored as the mean of the responses to the
six dimensions of performance.

Table 5: Descriptive statistics for organizational
performance

Variable Mean Std. deviation

E1. Return on Investment (ROI) 3.36 1.03
E2. Sales growth rate 3.42 0.87
E3. Cash flow from operation 3.70 0.81
E4. Customer satisfaction 4.09 0.46
E5. Product quality 4.30 0.53
E6. Market development 4.18 0.64

Table 6: Correlation matrix

(1) (2) (3)

1.Differentiation 1
2.Performance .313 1
3.Size .397(*) .404(*) 1
* Correlation is significant at the 0.05 level (2-tailed)

3.  FINDINGS

Table 6 shows the correlation matrix of the
study. The correlation is not significant between
differentiation strategy and organizational per-
formance, while the correlation between size and
organizational performance is significant. The
tolerance and variable inflation factor (VIF)
values are in the acceptable range. Thus, no
support was found for the existence of multi-
collinearity problem. Finally, the Durbin-Watson
test was undertaken to test if the residuals were
correlated. The test indicated a value of 1.417,
which is considered between the acceptable lev-
els. Thus, multiple regression analysis is rel-
evant to test they study hypothesis successfully.

As shown in Table 7, the model is not sig-
nificant (F = 3.249; P =0.053); and is able to
explain only 12.3 % of the variance on organi-
zational performance. As shown in the table,
the result of the regression indicates that the
direct effect of the differentiation strategy on
organizational performance is not significant
(beta= .202, t-value= 1.135, p= .265).   The re-
sult of the regression, however, does not sup-
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Table 7: Regression results

Independent variables B Std. error Beta t-value Sig Tolerance VIF

(Constant) 2.439 0.643 3.794 0.001
differentiation 0.174 0.154 0.202 1.135 0.265 0.866 1.155
Size 0.277 0.162 0.304 1.708 0.098 0.866 1.155
Adjusted R Square 0.123
F 3.249
Sig. 0.053

port the hypothesis of the study. The result of
multiple regressions is consistent with that of
correlation matrix.

4. CONCLUSION

This study was designed to examine the im-
pact of differentiation strategy on the organiza-
tional performance of Jordanian industrial com-
panies. To investigate this relationship, 33 in-
dustrial companies listed at Amman Stock Ex-
change by the beginning of 2010 were surveyed.
The result of multiple regression analysis indi-
cated that the differentiation strategy has not
significant effect on organizational performance
of such companies. The result contradicted the
previous research (for example, Mosakowski
1993; Allen and Helms 2002) results which in-
dicated a positive and significant relationship
between product differentiation strategy and
organizational performance. This result, how-
ever, is expected as Jordanian companies have
followed the product differentiation only re-
cently. The result indicates that Jordanian com-
panies could not incorporate an effective differ-
entiation strategy to date to affect and improve
their performance positively.

5. LIMIT ATIONS

As with most studies, this study has limita-
tions. First of all, the survey is aimed in the in-
dustrial sector companies in Jordan and there-
fore not be valid for other sectors. This would
provide a potential source of bias to generaliza-
tion.  The small sample size is another limita-
tion of this study. This would provide a poten-
tial source of bias to generalization. Further re-
search may investigate the effect of the several
factors on organizational performance concur-
rently using larger sample.  Additionally, this
study was based on quantitative approach only.
Future research could use a qualitative approach.

Despite these limitations, this study is the
first to explore the effect of differentiation strat-

egy on organizational performance of Jordanian
companies. Although its findings should be con-
sidered as preliminary, it would encourage re-
searchers in Jordan and other Middle East coun-
tries to direct their effort to a further explora-
tion of this area.
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