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This t,hesis the extent of diversification in New 

Zealand companies and its effect on their administrative 

structure and So far there has not been any 

study done on the diversification process of New Zealand 

companies although rapid changes are taking place in their 

strategic In the second half of the twentieth 

century the profile in advanced countries like the 

USA and UK had undergone significant changes as a result of 

diversification strategies by their business corporations. 

Diversificatjon is now becoming a major corporate 

and hence it would be useful for corporate managements, 

shareholders, financial institutions and other 

investors, public policy makers and researchers to know the 

effectiveness of diversification in improving profitability 

and growth, and reducing risk. Though theoretical and 

studies done abroad by financial, economic and 

business researchers suggest that only certain 

of diversification would result in higher 

, a systematic study of this subject is yet to be 

carried out in New Zealand. This study attempts to 

this. 

This study addresses the following issues: 

(1) Have the diversification affected the 



administrative structure of the companies and which 

structure is the best performer? 

(2) Does the performance differ among the different types 

of diversification strategies, for example, between 

related and unrelated diversification? 

(3) Does the strategy-structure 'fit' affect the 

performance of companies? 

14 

A multi-industry, multi-company app~oach involving a sample 

size of 103 New Zealand listed companies in the manufacturing 

and non-manufacturing sector is used for establishing 

generalizability of the findings. Adjustment for factors 

such as size, industry participation, leverage and risk are 

also incorporated in the design of the study. The 

performance measures used are in the dimensions of growth and 

profitability. 

Findings of this study suggest that in general 

diversification is useful for reducing the risk and improving 

the growth and profitability. However, where diversification 

shows significant improvement over single business strategy, 

it is in the areas of reduction of risk and improving overall 

performance. Related diversified companies performed better 

than the unrelated diversifiers. Regarding the structure, 

division ally organized companies are having better 

performance, followed by holding and functional structure. 

Companies in the strategy-structure 'match' group are having 

superior performance than the mis-matched category. Finally 

tllis study discusses the implications of the findings and 

suggests areas for future research. 
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This study is concerned with the impact of diversification 

strategy on the formal administrative structure and 

economic performance of 103 New Zealand listed companies. 

The research classifies companies according to the nature 

and extent of their product diversity at three points in 

time (1975, 1980 and 1985) and identifies those structure 

changes wh~ch followed changes in diversification strategy. 

Differences in financial performance are investigated in 

the context of strategy, structure and the desired "fit" 

between strategy and structure. There does not appear to 

have been any systematic study of strategy, structure and 

performance in New Zealand companies although it is evident 

that major changes have taken place. The major 

contribution of this thesis is the new evidence wh~ch it 

brings to bear and it is hoped that it will form a basis 

for further research. Moreover, as Hofer (1976) has 

suggested, this research uses a sample of companies drawn 

from all industries to test expected relationships. 

+_,,,,;?,._.J.:h.§.§..;h§. .... Q§.£.K8.t::.9..1mg 

Central to any understanding of an industrial economy is a 

study of how industries work, something which is determined 

to a considerable extent by how they are organised. In 

this respect it is not surprising that most attention has 

been given to large companies (Channon, 1973; Dyas and 

Thanheiser, 1976; Rumelt, 1974; Suzuki, 1980; Grinyer et 
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aI, 1980; Luffman and Reid, 1984). 
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When a company elects to diversify its product market 

scope, it is making a strategic decision which may alter 

the fundamental nature of the firm and where its resources 

are deployed. The inter-relationship of diversification 

strategies; formal organisation structures; and economic 

performance in the New Zealand listed companies is the 

subject matter of this thesis. Although the evidence 

shows that large industrial organisations have resorted to 

diversification, this process does not fit easily into any 

one of the current theories of economic and business 

behaviour. As Gort has noted: 

"There has been so much discussion of 
diversification that the phenomenon seems 
perfectly natural and something to be taken for 
granted. But in fact it runs against a pervasive 
trend in our society toward greater 
specialization in most channels of economic life. 
The broader the market for a given product and 
the more complex the production process, more 
specialised one would normally expect producers 
to be. And yet, notwithstanding, the growth in 
markets and the increasing complexity of the 
technology, the trend for companies seems to be 
toward greater diversification rather than 
towards specialization." (Gort, 1966, P.32) 

Researchers who have studied diversification have shown 

that it has been increasing continuously since the 1920's, 

and especially in the industries based on sophisticated 

technology. While such studies have been valuable in 

describing the extent and nature of diversification, it was 

Alfred D. Chandler, who made one of the most important 

contribution to our understanding the role of 
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diversification in the development of the modern firm. By 

tracing the patterns of development of seventy large 

corporations from 1909 to 1959, he found that 

diversification strategy had given rise to the need for a 

new administrative system that would ensure the efficient 

utilization of diverse resources, and that the 

multidivisional structure came into being as an adaptive 

response to this need. He observed that this evolution 

would have potential implications for the wider economy. 

He noted that: 

"The coming of this new strategy, and with it the 
new structure, is of paramount importance to the 
present health and future growth of the American 
economy ........ The institutionalization of the 
policy of diversification thus helps to ensure 
continued production of new products to cut 
costs and raise the efficiency of American 
industry. Such a development is so far more 
significant to the economy's overall health 
than production increases in the older basic 
industries" (Chandler,1962, P.394). 

Following Chandler, research has been carried out in a 

number of countries which generally confirmed Chandler's 

thesis. (We will discuss these studies in subsequent 

chapters.) The New Zealand scene remained untouched and no 

serious effort has been made so far to replicate Chandler's 

findings. Hamilton (1986) tried to explore this aspect of 

New Zealand companies.He observed that 

"There does not appear to have been any aggregate 
study of diversification in New Zealand and, at a 
time when rapid restructuring of industries 
is underway, it may be useful to have some 
appreciation of the linkages which have been 
established between industries as a consequence 
of the strategic decisions made at the 
enterprise level." (Hamilton, 1986, P.(7). 

This extract from Hamilton's paper serves to point out, 

in the New Zealand context, the need and scope of this 
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thesis. 

The structural changes in an economy are associated with 

the changing fortunes of large firms (Prais, 1976). In 

declining industries, firms which have failed to adapt will 

have to retrench or close completely. In expanding 

industries, the growth of existing firms need not be 

hampered by the entry of wholly new business or by the 

incursion of firms whose main interest is in other fields 

(Berry, 1975). Company strategy involves the determination 

of long-term goals within a framework of objectives and the 

allocation of the resources necessary to achieve these 

goals. Sustained growth requires a strategy which directs 

capital investment into the appropriate areas. Growth 

areas can be classified using the three level analysis of 

Penrose (1959). First, identify opportunities in current 

spheres of operations ("intensive growth" ); second, seek 

openings through integration ("integrative growth"); third, 

seek opportunities elsewhere ("diversification growth"). 

The implications of choices within this spectrum are 

central in this study. There are many motives and 

implications of corporate diversification. That which 

concerns us here is diversification as a cause of 

administrative complexity and corporate financial 

performance (Channon, 1973 and 1978; Dyas and Thanheiser, 

1976; Franko, 1974; LeCraw and Thompson, 1978; Pavan, 1976; 

Pitts, 1977; Rumelt, 1974; and Wrigley, 1970 ). 
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The remainder of this thesis comprises eleven chapters. 

Chapters 2 and 3 are reviews of the literature on the 

measurement of strategy and of formal administrative 

structure. Based on past studies, a methodology is set out 

for measuring strategy and formal structure in New Zealand. 

Literature on diversification and performance is introduced 

in chapter 4 and explanations are given for the 

inconsistent results. In Chapter 5 we describe how we 

chose to measure strategy in New Zealand companies. Based 

on the review in Chapter 2, we classified New Zealand 

companies according to their strategies at three points in 
, 

time 1975, 1980, 1985, followed by transition analysis of 

strategic change. Chapter 6 describes the pattern of the 

diversification process adopted by New Zealand companies 

and the motive behind the adoption of unrelated 

diversification. Chapter 7 investigates the changing 

pattern of structure in New Zealand companies. The impact 

of strategy on structural change has been examined in 

Chapter 8. Empirical results of impact of strategy, 

structure on performance are set out in Chapters 9 and 10 

respectively. Chapter 11 investigates observed differences 

in financial performance in the context of the required 

"fit" between strategy and structure. General conclusions 

and the scope for further research are presented in Chapter 

12. 
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The purpose of th~s chapter ~s to trace the ma~n 

developments ~n the measurement of bus~ness strategy over 

t~me and to prov~de a just~f~cat~on for the approach 

adopted here. We shall start by rev~ew~ng the research 

st~mulated by Chandler and Wr~gley and a number of other 

ex~st~ng stud~es and end w~th a conclud~ng remark. The 

strategy of an enterpr~se, accord~ng to Chandler, ~s "the 

determ~nat~on of the basic long-term goals and object~ve of 

an enterpr~se, and the adopt~on of courses of act~on and 

the allocat~on of resources necessary for carry~ng out the 

goals." (Chandler, 1962 P.13). The cruc~al d~mensions of 

strategy are the volume of act~vit~es; the geograph~cal 

d~spersion of activ~t~es; and product divers~f~cat~on. 

Sen~or managers ~n the f~rm are respons~ble for mak~ng 

dec~s~ons about these strateg~c d~mens~ons of the firm and 

for allocat~ng the~r resources accord~ngly. In this 

research, the d~mensions of strategy cons~dered are those 

of primary concern to senior managers. 

In th~s chapter the literature on strategy measurement has 

been classified into two groups and discussed accordingly: 

(a) Categor~cal measures based on a qual~tat~ve evaluat~on 

of the f~rm's product-market scope (sect~on 2.2) and 

(b) Cont~nuous measures based on e~ther a s~mple product-

count or more soph~sticated weighted average measures 

(sect~on 2.3 below). 
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Chandler (1962) pioneered the study of business strategy 

(and structure) by the growth and diversification 

of large US corporations between 1909 and 1959. The 

following extract from Chandler's book sums up what he 

found: 

"Growth resulted from an awareness of the 
o~portunities and needs ..... to employ existing or 
expanding resources more profitably. A new strategy 
required a new or at least refashioned structure if 
the enlarged enterprise was to be operated 
efficiently. The failure to develop a new internal 
structure, like the failure to respond to new external 
opportunities and needs, was a consequence of over-
concentration on operational activities by the 
executives responsible for the of their 
enterprise, or from their , because of past 
training and education and position, to 
develop an operational outlook." (Chandler, 1962, 
p.1S) 

It was the strategy of product-market diversification in 

which gave rise to the emergence of the 

multidivisional structure in the 1920s with companies such 

as Du Pont, General Motors, and Standard Oil, among 

the first to adopt the new structural form . Firms moved 

into new industries in order to employ existing resources 

as primary markets became saturated. The new 

centred on the appraisal and evaluation of product 

decisions and alternative investment proposals. 

Chandler's work is best known for the hypothesis that is 

suggested in the of his book: "The thesis deduced 

from these several propositions is then that structure 

follows and that the most complex type of 
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structure ~s the result of concatenat~on of several bas~c 

strateg~es." (Chandler, 1962, P 14). Thus the structure of 

an organ~sat~on follows from its growth strategy. 

Spec~fically, as change the~r growth 

in order to employ resources more profitably ~n the face of 

changing environment, the new strategy poses new 

adm~n~strat~ve problems. Of major importance was 

Chandler's call~ng attention to growth in complexity rather 

than growth ~n s~ze per se, as the cr~tical element ~n the 

growing trend towards the mult~divis~onal structure. 

Divers~f~cation produced greater adm~nistrat~ve complexity 

than did sheer ~n volume. 

His whole thesis can be summar~sed into following three 

points: 

1. F~rst, he the principle that organ~sational 

structure follows the growth strategy of the firm; 

2. Second, he proposed a stagew~se developmental sequence 

for t.he and structures of the 

3. Third, he theorised that organisations do not change 

the~r structure unt~l they are provoked by inefficiency 

to do so. 

Chandler's study was qualitative drawing on the documented 

histories of the businesses involved. The strategy of a 

bus~ness was judged, in product-market terms, on the basis 

of what business the company was in and what ~t had become. 

This s~tuat~on was addressed in (1970) Hhere 

Chandler's approach was extended and also refined by a 

fuller specification of the options open to a 
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diversifying firm. Wrigley's approach has since formed the 

basis for much of the research in the area and for this 

reason - as well as the inaccessibility of Wrigley's 

original work - we will outline it here. 

Wrigley observed that a firm could expand either into new 

areas which have a technological or market relationship to 

the current activities or into areas quite unrelated to 

current activities. In contrast to many previous 

industrial economic organisation researchers, who had 

essentially measured the number and variety of products, he 

defined diversification strategies by the degree of 

relatedness between the products of a given ,company and by 

the relative share of anyone type of product in total 

company sales. Wrigley then set up four categories to 

reflect the degree of relatedness in diversification 

strategies. These categories stemmed from what Wrigley 

called the "core skill" i. e., t.he skill required by a firm 

in order to compete within a chosen product-market area, 

and were as follows: 

SINGLE PRODUCT: companies which grew by the expansion of 

one product line so that at least 95% of sales lay within 

this single product area. 

DOMINANT PRODUCT: companies which grew primarily by the 

expansion of one main product line but which in addition 

had added secondary product lines making up 30% or less of 

the total sales volume. 

RELATED PRODUCT: companies which grew by expansion by means 

of entry into related markets, by the use of related 
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technology, by related vertical activities, or some 

combination of these so that no one product line accounted 

for 70% of the total corporate sales. 

UNRELATED PRODUCT: companies which grew by expansion into 

new markets and new technologies unrelated to the original 

product-market scope so that no one product line accounted 

for 70% of the total corporate sales. 

Wrigley then took a random sample of 100 firms from the 

1967 FORTUNE 500 and proceeded to classify them uniquely 

into these categories. The majority of the firms were 

signific~ntly diversified: 60 as related product and 20 as 

unrelated product. Associating structures to each 

category, Wrigley confirmed Chandler's finding that such 

diversification is indeed associated with a move to a 

multidivisional structure. 

This study by Wrigley has been the template for much of the 

work in the area since that time. The influential work by 

Channon (1973) also used these four strategic categories, 

however, the concept of "core skill" was replaced by 

reliance on the proportion of sales in each product areas 

(Channon, 1973, P. 12). The other studies in this 

tradition are those by Dyas and Thanheiser (1976), Channon 

(1978), Caves et al (1980), Grinyer et al (1980), Suzuki 

(1980), Buhner (1987), Grant and Jammine (1988). 

Rumelt (1974) refined and extended Wrigley's classification 

system on a sample of 246 FORTUNE 500 firms. In assessing 

strategy, he developed and used following three ratios: 
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Specialization Ratio (SP); defined as the proportion of the 

firm's revenues attributable to its largest product-market 

Related Ratio (RR); defined as the proportion of the firm's 

revenues attributable to the 

that were related to each other. 

group of businesses 

Vertical Ratio (VR); defined as the proportion of a firm's 

revenues attributable to all the 

integrated sequence of operations. 

of a vertically 

Rumelt supplied nine sub-headings to Wrigley's four 

in order to identify the process by which the 

basic and peripheral businesses were linked. He subdivided 

the related and dominant groups into companies whose 

diversificat.ion was either "const.rained" (stayed in 

businesses necessarily and directly to the basic 

business) or "linked" (businesses entered were initially 

unrelated, but the firm devised ways to tie them to its 

basic business). The "dominant" category also contains a 

sub-category for vertically integrated dominant firms. The 

"unrelated" group is sub-divided into "unrelated passive" 

and "acquisitive-conglomerates" (the latter are fast 

growing and thin in their top management). 

addition of these strategic linkages 

Rumelt's 

compliments 

Wrigley's that large companies were not 

distributed continuously in their degree of 

diversification. 

Rumelt's influential work clarified the 

concept. by a business unit as one "that could be 
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managed independently of the firm's other activities" 

(Rumelt, 1974, P.12). His major contribution was the 

introduction of "relatedness", in which he theorised that 

business units were related "when a common skill, resource, 

market, or purpose applies to each" (Rumelt, 1974. P 29). 

He used this concept to identify three broad types of 

diversification: constrained, linked, and unrelated. By 

developing measures of relatedness and verticality, he 

overcame some of the limitations both of Wrigley's scheme 

and of product count measures employed in industrial 

organisation economics studies of diversification. 

Later Rumelt (1982) presented a new seven-category system 

formed from the original nine category typology by 

combining two categories each in the dominant and unrelated 

diversified groups. In addition, the distinction between 

constrained diversification and linked diversification was 

quantified by the introduction of a new "related core 

ratio" . 

Despite the qualitative nature of classification procedure, 

subsequent work tended to confirm the usefulness of 

Rumelt's approach (Caves et al, 1980; Christensen and 

Montgomery, 1981; Bettis, 1981). The list of studies using 

Rumelt's measure and product count measures for assessing 

diversification is also given in Table 2.1 . 

Building on Rumelt, Capon et al (1988) developed market-

based typology to measure diversification. They suggested 

that specialisation by type of market should be a key 

thrust for successful diversification. They observed that 
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basically there are three categories of markets: consumer 

goods; industrial goods; services, and three product 

groups: durable and non-durable goods; capital goods, 

components and raw or semi-finished materials, supplies or 

other consumable products; retail, wholesale distribution 

and other services. In addition to specialization ratio 

(SP) by Rumelt, used two other ratios, 

namely product ratio (PR): defined as the proportion of a 

firm's revenue which was attributable to its 

product group, and other was the category ratio (CR): 

defined as the proportion of a firm's revenue that was 

attributable to its largest market category. On the basis 

of these three ratios, they developed six diversification 

categories, namely; single business, dominant uni-category, 

dominant-bicategory, diversified-unicategory group, 

diversified-unicategory multiple group and diversified-

bicategory. They claimed that this typology is free from 

subjectivity due to the use of proportion of revenues 

accounted for by different markets and product groups, 

which are well defined beforehand, to measure the 

relatedness, while Rumelt's classification involved more 

of 

subjective ratios. But like Rumelt, this typology is also 

time consuming and needs the breakdown of sales revenues 

from different product groups and market categories. 

Nathanson and Cassano (1982) also used a modified version 

of Rumelt's scheme to classify firms by both product and 

market diversity. 
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An alternat~ve approach to measure f~rm's d~vers~ty ~s to 

count the number of products const~tut~ng the f~rm's total 

portfol~o. Th~s bus~ness count method assumes that 

d~fferent products or services represent d~fferent 

bus~nesses, typ~cally uses SIC codes to ~dent~fy ~nd~vidual 

businesses and then counts the number of bus~nesses (P~tts 

and Hopk~ns, 1982). A number of product count measures of 

f~rm diversity based on SIC data have been proposed to date 

(Gort, 1962; Rhoades, 1973). In its simplest form, the 

number of two, three, or four SIC categor~es ~n wh~ch 

a f~rm operates ~s used as a mea~ure of f~rm d~vers~ty. 

However, s~mple product count measures of f~rm d~vers~ty 

have been cr~t~c~zed for the~r fa~lure to take ~nto 

cons~derat~on d~fferences ~n the size of var~ous bus~nesses 

that const~tute a f~rm's scope of act~v~t~es. In th~s 

regard, Scherer (1980) reports that count~ng product 

l~nes the overall s~gn~f~cance of 

d~vers~f~cat~on, s~nce the product volume d~str~but~on of 

most f~rms are h~ghly skewed, w~th a few product l~nes 

account~ng for the bulk of sales or employment, wh~le many 

others are small. More soph~st~cated product 

count measures that use we~ghted average measures and take 

~nto account the relat~ve ~mportance of each SIC 

~nvolvement to the particular f~rm have been proposed 

and/or employed by Berry (1975), Jacquem~n and Berry 

(1979), and Goreck~ (1980), among others. Most 



measures are variants of the following general equation: 

N 
D = 1-::E (Pi Wi) 

i=l 

where D = extent of diversification 

P j = share of the ith business 

firm as a whole 

Wi = an assigned weight 

N = the number of businesses 

firm's portfolio 

relative to the 

constituting the 

Researchers in the field of industrial organizational 

economics (Berry, 1971; Jacquemin and Berry, 1979) 

generally differentiate between two broad patterns of 

diversification: 

Narrow Spectrum Diversification (NSD) - diversification 
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into a new four digit SIC industry category but within the 

firm's present scope of activities at the two-digit SIC 

industry category level. 

Broad Spectrum Diversification (BSD) - diversification into 

a new four digit SIC industry category outside the firm's 

present scope of activities at the two digit SIC industry 

ca-tegory level. 

Based upon the above, Wood (1971), by using four digit SIC 

codes developed four categories of diversification: 

Horizontal Expansion: expansion within a four digit 

indus-try. 



Vertical Integration: expansion beyond the four digit 

industry. 
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Narrow Spectrum Diversification (NSD): expansion other than 

vertical integration which was beyond the four digit 

industry but within the two digit level' . 

Broad Spectrum Diversification (BSD): expansion other than 

vertical integration into a different two digit industry" 

Stopford and Wells (1972) was based on a product count 

measures of diversity based on product classifications at 

the two digit SIC level. They classified 187 US based 

multinational companies into three strategic groups: 

highly diversified, low diversified and non-diversified. 

Daniels et al (1984) also used product counts based on two 

digit SIC level to classify 93 US multinationals as low 

diversified, medium diversified, and high diversified. 
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A review of literature reveals wider use of SIC based 

diversification measures by industrial organisation 

economists and categorical measures by business policy 

researchers (see table 2.1) Palepu (1985) notes that 

despite the objectivity and simplicity afforded by SIC 

based diversification measures, business policy researchers 

seem to view these measures as too simplistic to facilitate 

meaningful analysis and tend to favour complex and semi-

subjective classification schemes, i.e. categorical 

measures of firm diversity. Further, in reference to 

Rumelt's categorical measures, it has been noted that it is 

very time consuming and that the subjective process raises 
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Table 2.1 Summary of Studies involving different diversity 
measurements. 

Authers 

Chandler 
Gort 
Stopford 
Wrigley 
weston & 

Mansinghka 
Wood 
Stopford 

& Wells 
Channon 
Markham 
Bond 
Rumelt 
Franko 
Berry 
Dyas 

& Thanheiser 
Pitts 
Channon 
RCCC'" 
Jcquemin 

& Berry 

Year 

1962 
1962 
1968 
1970 

1971 
1971 

1972 
1973 
1973 
1974 
1974 
1974 
1975 

1976 
1976 
1978 
1978 

1979 
Caves et al 1980 
Grinyer et al 1980 
Suzuki 1980 
Montgomery 
Nathanson 

& Cassano 
Luffman 

& Reed 
Chenha1l 

1982 

1982 

1984 
1984 

Daniels et al 1984 
Lecraw 
McDougal 

& Round 
Lamont & 

Anderson 
Bettis & 

Mahajan 
Palepu 
Hamilton 
Buhner 
Varadarajan 

1984 

1984 

1985 

1985 
1985 
1986 
1987 

Country 

USA 
USA 
USA 
USA 

USA 
USA 

USA 
UK 
USA 
USA 
USA 
EUROPE 
USA 

Measures used 
Continous Categorica~ 

* 
* 

* 
'" 

'* 
'" 

* 

FRANCE & W.GERMAN 
USA 
UK 
CANADA 

USA 
CANADA 
UK 
JAPAN 
USA 

USA 

UK 
AUSTRALIA 
USA 
CANADA 

AUSTRALIA 

USA 

USA 
USA 
NZ 
W.GERMANY 

* 

'* 

'" 

& Ramanujam 1987 USA 
Grant 

& Jammine 
Grant et al 
Capon et al 

1988 
1988 
1988 

UK 
UK 
USA 

Royal Commission on Corporate Concentration. 

* 



the possibility that several researchers studying the same 

firm may arrive at different classifications (Pitts and 

Hopkins, 1982). Rumelt himself noted that this method 

"necessarily introduces problems associated with the lack 

of totally objective standards" (Rumelt, 1974, P 14). 

Montgomery (1982) formally Rumelt's measures of 
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firm diversity with measures based on SIC product counts. 

On a sample of 128 firms, she reported that the two sets of 

measures were correlated at the level of the total 

diversity of a company's product line. More specifically, 

in a cross classification exercise, Montgomery found a very 

high degree of correspondence between SIC based continuou~ 

measures of firm diversity and Rumelt's categorical 

measures: 125 of the 128 classifications were in agreement 

with those that would have applied under the Rumelt system. 

She noted that, despite the failure of SIC based 

diversification measures to incorporate a broad strategic 

focus. their degree of correspondence with Rumelt's 

categorical measures suggests that both a common 

continuum. Montgomery's paper served to 

SIC based approaches to company 

and since then there have been a number of studies based on 

this approach: Daniels et al (1984); Lecraw (1984); Lamont 

and Anderson (1985). (see Table 2.1 also in this ). 

The reported in a study by Palepu (1985) and Grant 

et al (1988) lend further support and credence to the use 

of SIC~based diversification measures in research. 
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A recent study by Varadarajan and Ramanujam (1987), using a 

four digit SIC codes to classify 223 US firms into four 

diversification categories, represents the approach that 

will be adopted in this thesis. A key reason for us 

adopting this SIC-based approach is that company 

information generally available in New Zealand would not 

have allowed us to classify on the basis established by 

Wrigley and Rumelt. However, we can hope to identify the 

appropriate SIC code for all the products carried by each 

of our sample at different periods of time. From this we 

hope to be able to construct a measurement of strategy that 

is similar to that developed by Varadaraj~n and Ramanujam 

(1987). 

The approach is based on what these authors label as Broad 

Spectrum Diversification (BSD) and Mean Narrow Spectrum 

Diversification (MNSD) as set out in Table 2.2 on the next 

page. 
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Table 2.2 Two-dimensional conceptualization of firm 
diversity (from Varadarajan and Ramanujam, 
1987) 

Broad High 
Spectrum 
Diversif-
ication 
(BSD) 

Low 

Cell C 

Unrelated 
Diversified 

Cell A 

Very low 
Diversified 

Low 

Cell D 

Very high 
Diversified 

Cell B 

Related 
Diversified 

High 

Mean Narrow Spectrum Diversification (MNSD) 

Note: BSD is the number of two-digit SIC categories in 
which a firm operates. MNSD is the number of 
four-digit SIC categories in which a firm operates 
divided by the number of two-digit SIC categories 
in which it operates. 

To calculate the high and low values of BSD and MNSD, the 

sample average values of each were used as the cut-off 

point. They noted that cell A,' B, and C were of a similar 

st.rategic category to Rumelt' s "single business," "related 

diversified", and" unrelated diversified" respectively. 

However, the cell D firms do lack a strict comparability 

with Rumelt's typology. They were treated as highly 

diversified firms which were neither related-diversified 

nor unrelated-diversified. Although this does leave some 

ambiguity about the contents of this cell, nevertheless, 

the framework setout here does appear to capture the key 

aspects of diversification strategy, viz., high/low and 

related/unrelated. 

34 
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This chapter has set out the main approaches that have been 

used to measure diversification strategy at the firm level. 

Two types of approaches are prevalent in the literature: 

SIC-based continuous measures of firm diversity and 

Rumelt's measures of firm diversity. SIC based 

measures have been used by industrial organisation 

researchers and Rumelt's categorical measure has been used 

by business researchers. Categorical measures are 

considered to be superior since it distinguished between 

different of related and unrelated business which is 

considered to be the most important aspect of 

diversification. These measurements take into account the 

relative size of different businesses of the firm but are 

not without disadvantages. The main criticism is centred 

on the element of subjectivity involved in these measures. 

On the other hand SIC based measures are criticized that 

they do not take into consideration the relatedness and 

relative size of different businesses of a firm but enjoy 

an of objectivity over the measures. 

It is only after the pUblication of Montgomery and Palepu's 

papers that these measures now command good respect in the 

literature and many researchers have now applied 

them. More recently Grant et al (1988) has also suggested 

to use SIC-based measures of diversity in preference to 

categories. So it does appear that resort to 

SIC-based measures will not lead us to measuring diversity 

in a way that is inconsistent with the categorical type 

approach pioneered by Wrigley and developed to such 
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prom~nence by Rumelt. In fact the SIC route is all that is 

open to us w~th~n New Zealand w~thout resort to accessing 

pr~mary data for each of the f~rms ~n our sample. It is 

also the case that a study using secondary data sources 

(e.g., Annual Reports) will prove to be more easily 

repl~cated at a future date. 

N.Q.:t.~ 

1. For engineer~ng sector (i.e. fabr~cated metal products, 

non-electrical mach~nery, electrical machinery, transport 

equ~pment and sc~entific equ~pment), BSD was defined as 

expans~on into a different two d~git SIC ~ndustry outside 

of the eng~neering sector and NSD as expans~on other than 

vert~cal integration outside a four dig~t SIC ~ndustry, but 

within e~ther a two dig~t SIC ~ndustry or a d~fferent two 

d~git SIC ~ndustry with~n the engineering sector. 
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The purpose of this Chapter is to review how formal company 

structures have been measured in previous studies of 

company performance and to outline how this aspect will be 

handled in this thesis. Our concern is with the formal 

administrative and reporting relationships through which an 

organisation is administered. Structure can be considered 

as the design of the organisation through which the 

enterprise is administered. The design, according to 

Chandler, has three major aspects; first, the authority and 

responsibility of each executive; second, the kind of 

information that flow along the lines of communication 

among executives; and third, the procedures established for 

channelling and processing the information. In this study, 

the analysis of structure is limited to the level of senior 

managers who report directly to the top management. This 

treatment of the structure excludes any recognition of the 

legal or statutory or informal features of an enterprise. 

A number of studies, initiated by Chandler, are reviewed to 

understand how the structure of the company has been 

defined and what was their source of information. The same 

source of information will be used in Chapter 7 to classify 

the companies into different structural forms. The Chapter 

ends with a brief concluding remarks. 
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In the l~terature on formal adm~n~strat~ve structure of a 

company, bas~cally, we f~nd two types of structures; 
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funct~onal and d~v~s~onal. Funct~onal structure ~s def~ned 

as where management tasks are spec~al~zed at the level 

~mmed~ately below top management by funct~onal areas such 

as manufactur~ng, sales etc. In th~s structure the 

organ~sat~on ~s broken down ~nto a ser~es of spec~al~zed 

h~erarch~cal funct~ons culm~nat~ng ~n the off~ce of ch~ef 

execut~ve who performs the role of co-ord~nator and general 

manager of all the spec~al~st funct~ons. Th~s form ~s 

expected to be found assoc~ated w~th the low degree of 

product d~vers~ty, ~.g. s~ngle product f~rms. As product 

market d~vers~f~cat~on ~ncreases, the funct~onal structure 

~s expected to break down ~nto a ser~es of d~v~s~ons. Th~s 

d~v~s~onal structure ~s def~ned as where management tasks 

are spec~al~zed at the level ~mmed~ately below top 

management. The whole organ~sat~on ~s spl~t up ~nto 

d~v~s~ons and managers of each d~v~s~ons are respons~ble 

for the manufactur~ng and sales funct~ons of that d~v~s~on. 

Th~s structure ~s composed of a general off~ce wh~ch ~s 

d~vorced from day-to-day operat~ons but concentrates on 

pol~cy framework. A th~rd form of structure, hold~ng 

company, ~s also c~ted ~n the l~terature. Th~s structure 

~s the var~ant of funct~onal and d~v~s~onal structures and 

normally, but not always, assoc~ated w~th growth by 

acqu~s~t~ve d~vers~f~cat~on. It ~s def~ned as an 

assoc~at~on of f~rms commonly owned by a parent company, 

act~v~t~es of wh~ch are carr~ed out by ~ts subs~d~ar~es. 
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of these subs~d~ar~es enjoy more autonomy than ~n 

funct~onal structure. 

The class~f~cat~on of these structures ~s usually revealed 

~n organ~sat~on charts and ~nformat~on contents of Annual 

Reports of compan~es. D~fferences ~n product market 

d~vers~ty needs d~fferent 

d~fferent product l~nes 

of structures. To manage 

d~fferent systems of 

plann~ng, co-ord~nat~ng and controll~ng the act~v~t~es of 

an The role and respons~b~l~t~es of top 

management changes from funct~onal to d~vis~onal 

struct.ures . Tasks and respons~b~l~t~es of second level 

management also changes ~n process. The 

nature of cho~ce and the levels at which these 

choices are made w~th~n the vary from structure 

to structure. Information flows, performance measurement, 

reward and mot~vat~on system are different ~n different 

structures. More precisely, these d~fferences are summed 

up as below: 

1. R&D ~s carried out to improve the ex~st~ng product in 

the functional structure whereas ~n div~sional form, it 

concentrates more on the development of new products. 

2. Performance cr~ter~a and reward are h~ghly 

formal~zed ~n d~v~s~onal structures wh~le it ~s less 

systernat~c in functional organisat~on. 

3. In functional organisat~on, choice tends to 

centre on the degree of ~ntegration and market share, 

whereas in divis~onal form it is w~th entry 

and exit from bus~ness, allocat~on of resources among 
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bus~n~sses, the overall growth rate etc. etc. 

As w~th strategy ~n the chapter, the development 

of the study of company structure can also be attr~buted to 

the work of Chandler (1962). Chandler's central 

propos~t~on was that a strategy of market d~vers~f~cat~on 

created major adm~n~strat~ve problems wh~ch, ~n turn, led 

to rad~cal changes ~n the formal structure of compan~es. 

In short, strategy determ~ned structure. Chandler's work 

involved essentially two alternat~ve structures: funct~onal 

and divisional. The bas~c in strategy wh~ch 

Chandler was observ~ng was from product to multi-

product, and the bas~c structural change he described was 

from the functional to the d~v~s~onal form of organ~sat~on. 

He demonstrated qu~te conv~ncingly that the new common 

d~v~s~onal~zed, decentralized structure evolved largely ~n 

response to the new managerial created by a 

strategy of expanding ~nto new products and markets, and 

concluded that such growth w~thout structural adjustments 

can lead to econom~c ~neff~c~ency. As a result, ~n 

1920s, a new form of organ~sation - multidivisional - began 

to emerge which was more decentralized. Chandler argued 

that, 

"The creation of the new structure with its general 
office and its several multifunction divisions did 
make identification easier. The executives in the 
general office, freed from all but the entrepreneurial 
responsibilities, had full time to spend on planning 
and From the staff they received 
~ndependent information as a check on data from the 
divisions and an alternate source for developing 
pol~cy and recommendations. The reports 
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from the divisions tended to give objective, 
impersonal data on return on investment and on market 
performance. The executives then were 
relatively independent of their subordinates.-
(Chandler, 1962, P 314). 

Chandler's study was devoted to the examination of how 

diversification placed strain on the functional 

" 

of organisation and led to the adoption of multidivisional 

structure and that multidivisional organisation relieved 

the executive from routine of activities and so gave 

them the time for long term planning. His thesis was that, 

, defined in terms of product-market scope of the 

company, was the principal determinant of structure. 

In his study, Chandler observed four phases of corporate 

development: 

1. the initial accumulation and expansion of resources; 

2. the rationalization of the use of resources: 

3. the expansion into new markets and continued full use of 

resources; 

4. and finally the development of new structure. 

Scott (1971) formalised and simplified Chandler's findings 

to end up with a typical path of corporate development as 

follows: 

Stage 1 Small company with one or a few functions 

performed largely by one manager 

(Growth in volume, geographic coverage and through 

vertical integration) 

1 
Stage 2 Multi-departmental enterprise, with specialized 
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manager~al departments based upon funct~ons 

(d~vers~f~cat~on) 

1 
Stage 3 - Mult~d~v~s~onal , w~th d~v~s~ons based 

largely on product-market relat~on. 

Scott thus d~st~ngu~shed three bas~c ~n the 

evolut~on of an enterpr~se, each exh~b~t~ng d~fferent 

character~st~cs ~n terms of , structure and the 

~nternal processes whereby the f~rm was managed. The 

stages model pred~cted the d~fferences between funct~onal 

and mult~d~v~s~onal organ~sat~on. As the f~rm grew from 

~ts one man show (stage 1), f~rst ~t would tend to become a 

product (stage 2) f~rm and then as a large 

d~vers~f~ed corporat~on (stage 3). The ~n the 

strategy would, ~n turn, ~mpose changes on the structure of 

the organ~sat~on lead~ng to the trans~t~on from a 

funct~onal organ~sat~on to a mult~d~v~s~onal structure. 

Scott concluded that: 

"The three stage approach emphas~zes that there ~s a 
cluster of manager~al character~st~cs assoc~ated w~th 
the var~ous stages of development, a cluster wh~ch 

not just a form of organ~sat.~on but a "way of 
manag~ng" and to cons~derable extent, a "way of l~fe" 
w~th~n the enterpr~se. It ~s these clusters, the~r 

stab~l~ty by stage, the problems of trans~t~on from 
one stage to another, wh~ch are of 
~nterest." (Scott, 1971, P 6). 

The f~rst test of Chandler's thes~s was ~n Fouraker and 

(1968). By tak~ng the ~nformat~on from annual 

, these authors sought to def~ne the structure of 

170 US compan~es ~n order to exam~ne the that 

~nternat~onal d~vers~f~cat~on was assoc~ated w~th (mult~) 
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divisional structures. The structural classification they 

used was in fact based on the stages of development model 

published in Scott (1971). The findings of this study 

provided strong support for Chandler's findings: the vast 

majority of international operators had adopted the 

divisional structure with an "international division" or 

other forms of international structures. Wrigley (1970) 

used this same dichotomous measure of structure in his 

study of large US companies. Relying on the information 

disclosed in the annual reports, he found the majority of 

these businesses (86%) to be divisionally structured. 

However, single business firms were organised functionally 

while t.he most. diversified' companies (related and 

unrelated) had shifted to the divisional form. Firms lying 

between these extremes (dominant product companies) were 

able to operate with either structure, suggestive of a 

transition phase between the polar cases. 

The UK-based study by Channon (1973) extended the number of 

distinct. structures t.o three by including "holding 

companies" as a separate category. The "holding company" 

was defined as a parent company whose trading activities 

were carried out by subsidiary companies which were allowed 

to operate with more autonomy than would be the case within 

a divisional structure. Companies fell into this category 

not because they were legally structured as holding 

companies, but because of the way in which they were 

managed. Nevertheless, Channon found that, over the period 

1950-1970, the divisional structure became the most common 

company structure. The number of functionally structured 
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companies in the sample fell from 23 in 1950 to only 8 in 

1970. The multidivisional structure became the predominant 

structural form by 1970 found in 72 companies out of 

a sample of lOO firms. Underlying this change in structure 

was a move towards increased product diversity. So once 

again structure was following strategy. 

On a sample of 246 firms taken from Fortune 500, Rumelt 

(l974) adopted Channon's classification and added to it 

another structural form "functional with subsidiaries", 

defined as one which was essentially functional but with 

one or more divisions which themselves reported 

directly to senior management. Based on the 

information disclosed in the annual reports and other 

published sources, he categorised company structures at 

three points in time: 1949; 1959; and 1969. His results 

are set out in Table 3.1 below. 

Table 3. l Organisat.ional forms of companies, 1949-1969 

(from Rumelt, 1974, P 65) 

Organisation Percentage of firms with structure 
St.ructure 

1949 1959 1969 

Functional 62.7 36.3 llo 2 
Functional with 
subsidiaries 13.4 l2.6 9.4 

Product Divisional 19.8 47.6 75.5 
~, r-.", 
~ '0' Divisional 0.4 2.1 loS 

rn] eli ng company 3.7 lo4 2.4 

Number of Firms 
in sample 189 207 l83 
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The patterns in Table 3.1 are clear. A major shift in 

structure from functional to product divisional over a 

period when Rumelt observed major diversification had taken 

place. 

Operating over approximately the same time span as Rumelt 

and with essentially the same definitions of structure, the 

European-based studies of Dyas and Thanheiser (1976); and 

Channon (1978), showed the same marked movement from 

functional to divisional structure. The same tendency is 

also reported for Japan in Suzuki (1980). 

Steer and Cable (1978) classified the companies, on the 

basis of information disclosed in the annual reports, into 

six structural forms; unitary form - similar to functional 

structure; holding company; multi-divisional; transitional 

multi-divisional- which is in process of structural 

adjustments; mixed form - combination of functional and 

holding or multidivisional form; and corrupted 

multidivisional- multi divisional form control techniques 

are present but central management is over involved in 

operating affairs. They found a marked increase in 

divisional and transitional-divisional form over the period 

of study. Armour and Teece (1978) used basically the same 

classification scheme on UK-based petroleum companies and 

found the similar trend. Grinyer et al (1980) used four 

structural categories - functional, geographic divisions, 

product divisions, and geographic and product division on 

48 UK based service and manufacturing companies. They 

found that change in structural form was essentially 

triggered by the diversification strategy, 



On a more international basis, Daniels et al (1984) 

conducted a study on 93 large US multinational companies. 

Structure determined here by the wayan operating unit 

reported up and through the corporate hierarchy, was 

defined as follows: 
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World-wide Functional: top level line executives had world-

wide responsibility for separate functions, eg., 

manufacturing, sales. 

World-wide Product: top level executives responsible for 

one (or more than one) world-wide business. 

International Division: line executives responsible for 

domestic activities and foreign business separately but 

with equal reporting access to the Chief Executive. 

Area Organisation: line executives responsible for all 

aspects of the company's business within specific 

geographic regions of the world. 

Matrix Structure: middle level line managers reporting 

simultaneously to two (or more) bosses, none of which held 

ultimate authority. 

These authors classified their sample into these five 

categories: 10 companies were World-wide Functional; 33 

World-wide Product; 37 International Division; 11 Area 

Organization; and only one in the Matrix form. Those with 

the functional structure were low or medium diversifiers 

whereas 85% of firms with World-wide product and 



international divisional structure were medium or high 

diversifiers. 
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Franko (1974) found a marked change in the structural form 

of 81 large European companies after the adoption of 

diversification strategy. Working with three structural 

forms - functional, holding company and divisional- he 

found that there was a rapid increase in the number of 

divisionally organised firms after the adoption of 

diversification strategies. Similar results are reported 

in Stopford and Wells (1972). They observed that firms 

moved either from a functional (stage 2 ) structure to a 

divisional (stage 3) structure for their domestic business 

before adding an international division or added an 

international division to the domestic Stage 3 structure. 

Forty nine firms that replaced their international 

divisions did so after they developed stage 3 structure for 

their domestic activities, and only seven firms that moved 

directly from a stage 2 structure with an international 

division were an exception to the trend. This study 

supported Salter's (1970) model that geographic division 

should be a separate stage. 

All the above mentioned studies confirm that researchers 

basically adopted three structures - functional, holding 

company and divisional - in the national studies but in the 

international studies different variations of these 

structures have been adopted. In the present study since 

we are concerned with the national scene, so we shall be 

following that pattern. This point has been discussed in 

more detail in the following section. 
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The prev~ous sect~on has shown the gener~c structural 

to be funct~onal and mult~d~v~s~onal (w~th the hold~ng 

company structure 

the d~v~s~onal form ). 

as a more detached vers~on of 

Although the l~terature does 

conta~n other var~at~ons on these two bas~c forms -

part~cularly where mult~nat~onal bus~nesses are the focus 

of attent~on - nevertheless the d~chotomy between 

funct~onal and d~v~s~onal does seem able to capture the 

structural that compan~es choose to undertake. 
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Th~s ~s the bas~s that w~ll be used ~n th~s study. In 

almost all of the stud~~s c~ted ~n th~s chapter, the 

structure of a company at the d~fferent po~nts ~n t~me has 

been ~nferred from ~nformat~on conta~ned in Annual Reports 

and other such publ~cat~ons. (see Table 3.2). In a 

m~nor~ty of these stud~es, the conclus~ons reached on the 

bas~s of the Annual Report ~nformat~on was val~dated using 

d~rect methods such as ~nterviews and questionnaires 

(Fouraker and Stopford, 1968; stop ford and Wells, 1972; 

Dyas and Thanheiser, 1976; Grinyer et al, 1980; and Dan~els 

et al, 1984). It would appear that these follow-up methods 

did indeed confirm the ~n~tial structural there 

~s no d~scussion of major amendments required on the 

basis of the direct follow-ups. From this it would appear 

that published sources are indeed sufficient for the 

~dentification of different structures and should be so 

when the structural types of ~nterest do not require us to 

possible variations from the forms. 

Reliance on such published sources also makes replication 
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possible. On these grounds the categorisation of company 

structures will be done only on the basis of the contents 

of the published material relating to each company. This 

matter is taken up in Chapter 7. 

Table 3.2 Summary of studies involving different Structure 
Measurement. 

Author 

Chandler 
Fouraker 

& Stop ford 
Wrigley 
Stopford 

& Wells 
Channon 
Franko 
Rumelt 
Dyas & 

Thanheiser 
Armour 

& Teece 

Year 

1962 

1968 
1970 

1972 
1973 
1974 
1974 

1976 

1978 
Channon 1978 
Steer 

& Cable 1978 
Grinyer et al 1980 
Suzuki 1980 
Nat.hanson 

& Cassano 1982 
Daniels et al 1984 

Country 

USA 

USA 
USA 

USA 
UK 
EUROPE 
USA 

Source of information 
Primary Secondary Cross-check 

* 

FRANCE & W.GERMAN * 

UK 
UK 

UK 
UK 
JAPAN 

USA 
USA 

* 

* 

Primary source of information is interview and/or 
method. Secondary source of information is 

Annual Reports and/or other published sources. 

This has introduced the definition of 

company structure and reviewed the literature on the 

corporate measurement of formal administrative structure of 

companies. The review on structural measurement revealed 

that researchers have basically used structural forms 

functional, holding company and multidivisional - on the 

domestic scene 'vhile variations of these forms, especially 



of multidivisional, are used on the multinational studies. 

The information on structural forms came primarily from 

annual reports and follow-up methods confirmed the 

reliability of this source. So we will also use the same 
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source of information and classify companies into the above 

mentioned three structural categories so that the 

replication of results will be possible at a future date. 
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The purpose of th~s chapter ~s to ~ntroduce the l~terature 

bear~ng on the determ~nants of company performance as a 

background to the New Zealand analys~s that follows. 

Broadly, there are two approaches to expla~n~ng company 

performance. 

structure 

One popular l~ne of attack ~s the market 

wh~ch stems from Ba~n (1956). The 

bas~c rat~onale that underl~es stud~es of the ~nfluence of 

market structure var~ables upon performance ~s that the 

~nter-~ndustry var~at~on ~n market structure var~ables 

(e.g. concentrat~on; ~ndustry growth; ~ndustry 

to-sales rat~o) expla~ns the ~nter-~ndustry var~at~on ~n 

, ~.e., a change ~n one or more of market 

structure var~able ~n an ~ndustry would cause a ~n 

the performance of the ~ndustry wh~ch w~ll be reflected on 

all the f~rms ~nd~v~dually ~n that ~ndustry. The other 

- that adopted here - ~s based on the 

by f~rms and the effect th~s has on the~r f~nanc~al 

Th~s l~ne of research seeks to show that the 

performance of a company depends upon the type of a 

d~vers~f~cat~on strategy adopted by a f~rm. Two ma~n 

streams of research on d~vers~ty and performance can be 

~dent~f~ed in the literature: the bus~ness count method 

rooted in ~ndustr~al organ~sat~on economics and an 

approach, pr~mar~ly associated with the f~eld of bus~ness 

pol~cYI wh~ch emphas~ses how individual businesses w~thin a 

corporation relate to each other. The f~rst study in the 
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area'of ~ndustr~al econom~cs ~s Gort (1962) 

and ~n the area of bus~ness pol~cy ~s that of Rumelt 

(1974). Stud~es ~n ~ndustr~al organ~sat~on econom~cs could 

not demonstrate any l~nk between d~vers~ty and performance 

wh~le Rumelt was able to demonstrate such a l~nk and later 

on a number of stud~es ~n var~ous countr~es conf~rmed h~s 

f~nd~ngs. We shall see ~n th~s chapter that some stud~es, 

espec~ally UK based, have challenged Rumelt's f~nd~ngs by 

produc~ng results. The d~vers~ty and 

performance debate ~s st~ll go~ng on and a recent study 

(Grant and Jamm~ne, 1988) has also challenged Rumelt's 

f~nd~ngs. 

strategy, 

performer. 

The po~nt ~s that wh~ch d~vers~f~cat~on 

related or unrelated, ~s the bett~~ 

1:h~._ .. Q.Qj~.~,t.1.y':§' ..... Q.f.. .. m.:th,i§. .... ,tJJ.§.§i§. .. , .. 1.§L ... t.Q .. , .... ~ .. Qnt .. r.:.i.Q.lJ.t,§. 

:th,sL".N.~.P.?." ... Z~,fl.1.g,ng ..... " .. ,.§'y..1g~n£~ ....... :tQ ... , .. t.h,1,§ ...... g§..Q!l:t~ .. 

~ .. ,' ... ;G .... ,.,Qy.~I:x1.~.P.? .. ",Q,f. ...... t.h.~ ... , .. ,11.:t~,J:::.9,t,gJ:::.§.., .... 1.n,., ... Ing.y.§t.r1.fl.l ...... Qr..gsn1.§.st.iQU 

t,~QnQ.m.1.~,,§. 

One of the earl~est stud~es ~n the f~eld of ~ndustrial 

organ~sat~on econom~cs goes back to Gort (1962). He 

analysed the d~vers~f~cat~on and performance of 111 US 

f~rms over the Year 1947 to 1957, 

d~vers~f~cat~on: 

two measures of 

1. a count of industr~es ~n wh~ch a f~rm 

2. the complement of the rat~o 

(the rat~o of a f~rms primary industry output to 

its total output). 

He found growth (~n assets) to be pos~t~vely correlated 

with but no ev~dence to support the v~ew that 
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prof~tab~l~ty was also related to d~vers~f~cat~on. Arnould 

(1969) stud~ed 104 US food 

four d~vers~f~cat~on measures: 

1. the complement of the 

2. the complement of the 

f~rms by employ~ng 

rat~o; 

rat~o 

mult~pl~ed by the number of four-d~g~t ~ndustr~es 

~n wh~ch a f~rm 

3. the summat~on of the share of a f~rm's output ~n 

each ~ndustry mult~pl~ed by the four-f~rm 

concentrat~on rat~o of that 

4. the summat~on of the share of a f~rm's output 

~n each ~ndustry mult~pl~ed by total output 

of the ~ndustry accounted for by a f~rm. 

The latter two ~nd~ces attempted to account for the 

structure of the ~ndustr~es entered by a f~rm, and the 

former two were those used by Gort. He also concluded, 

from h~s analys~s, that no s~gn~f~cant cross-sect~onal 

relat~onsh~p ex~sted between any of the above measures of 

d~vers~f~cat~on and performance. Markham (1973) analysed 

the publ~c pol~cy ~mpl~cat~ons of corporate 

d~vers~f~cat~on. 

mult~ple 

H~s analys~s found that ~n all of the 

models relat~ng d~vers~f~cat~on w~th 

var~ous f~rm-spec~f~c var~ables, whenever prof~tab~l~ty 

entered at a s~gn~f~cant level, ~t entered w~th a negative 

Comment~ng on results, he speculated that 

divers~f~cat~on dur~ng the per~od 1961-1970 was not 

a activ~ty. 
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All of the above stud~es exam~ned the hypothes~s that 

d~vers~f~cat~on and are cross-sect~onally 

correlated. The~r results fa~led to support th~s 

hypothes~s and support Gort's but st~ll much of 

th~s subsequent research appears to be contrad~ctory. 

Based upon account~ng measures of prof~tab~l~ty, Re~d 

(1968), Prosper and Sm~th (1971), Holzman et al (1975) 

found conglomerates to be less prof~table than non-

conglomerates. Weston and Mans~nghka (1971), found that 

conglomerates earned super~or returns on net worth 

(although not stat~st~cally s~gn~f~cant) and 
, 

returns on total assets by the end of the~r selected t~me 

per~od, compared to non-conglomerates. Mel~cher and Rush 

(1973), however, found no d~fference ~n the of 

conglomerates and spec~al~sed f~rms ~n the bas~c ~ndustr~es 

abandoned by the conglomerates. The work of Salter and 

We~nhold (1979) ~nd~cates that conglomerates were poor 

performers relat~ve to the ~ndustry averages, part~cularly 

~n regard to cap~tal product~v~ty measures. Over the 

per~od 1967-1978 the average return on total assets for the 

36 d~vers~f~ed f~rms was found to be 20% lower than the 

Fortune 500 f~rms. In other stud~es Boyle (1970) found 

that conglomerate f~rms tended to acqu~re f~rms w~th h~gher 

than those acqu~red by non- conglomerates ; Lynch 

(1971) cons~dered that conglomerates followed a pol~cy of 

prof~table f~rms w~th good management that could 

be reta~ned; and Mel~cher and Rush (1974) found that 

acqu~red f~rms s~gn~f~cantly more prof~table 

than themselves. Weston et al (1972) compared r~sk 
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adjusted rate of return performance of conglomerates and 

mutual funds and found that the conglomerates outperformed 

the mutual funds. Mason and Goudzwaard (1976) compared the 

performance of conglomerates with portfolios based on 

stocks chosen to match the exact industries in which the 

conglomerates operated and they noted that the portfolios 

outperformed the conglomerates. Beattie (1980) examined the 

risk adjusted performance of a number of conglomerates and 

found neither superior nor inferio~ performance. Imel and 

Helmberger (1971) found that diversification tended to have 

a negative effect on rates of return. Carter (1977), 

however, considered that diversified firms outperformed 

their more specialised counterparts, a result he attributed 

to synergism arising from diversification. 

In respect to growth, Reid (1968) and Weston and MansinghKa 

(1971) found that conglomerates grew at a faster rate than 

did non-conglomerates. Weston and Mansinghka (op cit), 

however, did not consider this result to be particularly 

significant because it merely represented the extent of 

past merger activity by conglomerate firms. Empirical 

studies of the relationship between diversification and 

risk also have tended to be contradictory. Westerfield 

(1970) found that increased diversification appeared to be 

associated with a reduction in a systematic risk (the 

variability in rates of return because of variations in 

economic conditions); Melicher and Rush (1973) found that 

conglomerates had significantly higher systematic risk than 

did non conglomerates; and Beattie (1980) observed no clear 

relationship between diversification and risk. Holzmann et 



al (1975) examined risk characteristics derived from 

financial statements and found that the variances of 

returns on assets were for non-conglomerates than 

for conglomerates, but the reverse applied in respect to 
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variances of return on equity. These differences could be 

attributed towards the differences in financial policies 

between the two groups. Diversification and possible risk 

reduction may enable a firm to increase financial leverage. 

Weston and MansinghKa Cop cit) and Prosper and Smith (op 

cit) found conglomerates to be more highly levered than 

non-conglomerates. Mueller (1977), however, considered 

that the available empirical evidence indicated that the 

conglomerates had significantly leverage ratios than 

the non-conglomerates before they diversified, suggesting 

more expansion-oriented management than other 

firms. Bowman (1980) found the evidence of a negative 

risk/return in more than 60% of industries. He argued that 

a well-devised strategy could simultaneously reduce risks 

and increase returns. 

In sum, there is little evidence of any relationship 

between corporate diversity and financial performance in 

industrial organisation economics literature as measured by 

the business count method. The absence of identifiable 

relationships may result from a lack of validity in these 

diversity measures. The basic problem is that the business 

count method lacks a theory about how diversification 

decisions affect corporate functioning. For a 

firm with a considerable potential for synergy in three 

mining businesses (gold, coal and oil) appears as diverse 
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as one with few apparent opportunities for synergy, for 

instance, three businesses in insurance, car manufacturing 

and toy manufacturing, at a four-digit SIC code level. 

There is no explicit appreciation in the business count 

measures that skills, resources, knowledge, assets and so 

forth, may be transferred across like businesses to improve 

performance. All the above mentioned studies in this 

section focussed on the nature of diversification (e.g. 

conglomerate/ non conglomerate) rather than on the relative 

extent of diversification and this is the line of research 

where business policy researchers have concentrated. That 

line of approach covers the "relatedness" in 

diversification as well as "extent of diversification", and 

this is where the bulk of the work has been done. 

point has been taken up in the following section. 

4-.,.";? .. "."1..i . .t.~X.gt11:r-.~." ... C~Y..i..~R",".Qn. ..... Q!J.§ .. 1.n.~.§§ ..... p'.Q .. l"1"~.Y ... ".r.~§g .. ~.tr.f.:,.h ... , .. 

This 

By contrast to business count measures. the business 

approach to business definition focuses on the firm's 

product/market combinations introduced by Wrigley (1970). 

His work incorporated measures of the relative size of the 

largest product/market, but his qualitative assessment of 

business definition was a marked departure from the 

business count approach. The notion of "relatedness tl in 

diversification also stemmed from his work but now is 

probably most often associated with the work of Rumelt 

(1974). Rumelt's work is pioneering among the business 

policy research area that examined the performance impact 

of diversification. Discarding the product count measures 

used by the industrial organisation studies, he adopted a 



categorical measure and developed nine categories of 

diversification. What then emerged was that performance 

tended to peak in the "related" diversified business 

("related-constrained" and "related-linked", to use 

Rumelt's terms). It was in fact the related-constrained 

firms which had the highest performance. In these firms, 

all component businesses were related to each other, 

whereas in the related-linked category, only one-to-one 
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relationships were required. So, the best performers were 

those which had based their diversification around some 

common skill or resource. The lowest performers were those 

which had pursued a strategy of vertical integration 

("dominant-vertical) and those "un;'elated passive" 

diversifiers which had no obvious basis for their 

diversification strategy. Single business firms and the 

group of "acquisitive" (non-passive ) conglomerates were in 

their middle in terms of performance. On these grounds, 

Rumelt was able to conclude that some diversification 

around a core skill was a more important determinant of 

company performance then merely the extent of diversity, 

i.e., the number of different businesses engaged in by any 

company. Rumelt (1982) extended the analysis by 

controlling for the industry effect on company performance. 

Here, using only one performance variable (return on 

investment) Rumelt obtained similar results: the related 

diversifiers outperformed the unrelated diversifiers with a 

generally declining level of profitability as diversity 

increased. He argues that the differences can be explained 

in terms of a simple theory of product diversity; that is, 

the appropriate level of diversity is that which balances 
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economies of scope and diseconomies of organisational 

scale. Therefore. for related firms this theory would 

suggest that they are more able to extend their core skills 

into related areas in which there are many opportunities 

for market segmentation and product diversification. He 

identified three effects which contributed to his results 

concerning diversification and financial performance. He 

theorised that the observed performance is a function of 

two partially forces: a market share effect and 

core factor effect. For very large firms, high levels of 

diversification should be associated with low market shares 

relative to undiversified firms, leading to a negative 
-, 

relationship between diversification and performance. On 

the other hand, high use of a core factor should lead to 

more and thus better performance. Though Rumelt 

obtained support for these two factors he identified a 

third one, industry effect which was primarily 

for the high performance of related-constrained firms. 

Three factors contribute to the validity of Rumelt's 

diversification scheme and appear to account for the 

success of studies in this research stream in 

a between diversity and performance. First, 

business definition is based on product/market combinations 

and not just on a product or service produced such 

as SIC codes. Second, the relative size of the 

individual business is identified. Third, the manner in 

which individual businesses are related to each other is an 

component of the scheme. But the 

contribution of this study it is necessary to make 



qual~tat~ve judgements ~n order to ~dent~fy ~nd~v~dual 

bus~nesses and to determ~ne the extent and nature of the 
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relatedness among them. Th~s ~s an espec~al problem w~th 

relatedness for wh~ch Rumelt notes that "part~cular 

attent~on was pa~d to the absence or ex~stence of shared 

fac~l~t~es, common sell~ng groups, and other tang~ble 

ev~dence of attempts to explo~t common factors of 

product~on" (Rumelt 1982, P. 360) 

Subsequent research has offered part~al support for 

Rumelt's f~nd~ngs. Among 90 large f~rms, Stubbard and 

Grant (1983) found super~or performance among the dom~nant

constra~ned and related constra~ned categor~es. Palepu 

(1985), us~ng a sample of 30 US food compan~es, and 

Varadarajan and Ramanujam (1987), us~ng a sample of 225 

large US f~rms, both observed related d~vers~f~cat~on to be 

more prof~table than unrelated. Aaker (1984) notes that 

related d~vers~f~cat~on offers a greater potent~al for a 

f~rm to explo~t the commonal~t~es of the ~nvolved 

bus~nesses to obta~n the econom~es of scale or synerg~es 

based on the exchange of sk~lls or resources. Backa~t~s et 

al (1984) po~nted out that f~rms pursu~ng closely related 

d~vers~f~cat~on strateg~es can be expected to enjoy h~gher 

prof~ts only ~f they effect~vely explo~t the~r core sk~lls 

to ga~n advantages of synerg~es. Support for Rumelt's 

f~nd~ngs has also come from non-US research: ~n Canada, 

West Germany, and UK, stud~es by Lecraw (1984), Buhner 

(1986) and Channon (1978) respect~vely conf~rmed the 

tendency for related d~vers~f~ers to outperform unrelated 

d~vers~f~ers. 
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Some other studies employing Rumelt's sample and 

diversification market 

characteristics, such as market share and firm size, in the 

analysis of the relationship between diversification and 

performance. The findings in those studies 

indicated that the type of market in which a firm operates 

affects performance and that related diversification aids, 

but does not insure favourable Montgomery 

(1985) has examined performance differences in diversified 

firms using the market structure variables of industrial 

organisation economics. She offers an alternative 

explanation of performance differences between related and 

unrelated firms, the essence of which is that related-

constrained firms tend to be in industries whose market 

st.ructure leads to above average She 

operationalized market structure in terms of 

concentration, and found that an individual firm's 

profitability depended on the industry concentration, 

industry profitability and firm's market share across all 

of the industries the firm participates in. However, she 

did not address the question of why related constrained 

firms tend to participate in markets with structural 

attributes that engender higher profitability. 

Christensen and Montgomery (1981) suggested that the 

differences in market structure across the firms 

in the different diversification categories, rather than 

the diversification categories per se, may have been 

responsible for the performance differences Rumelt 

observed. In fact Rumelt's (1982) subsequent analysis 
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corroborated Christensen and Montgomery's Cop cit) findings 

about the importance of market structure variables in 

explaining performance by finding out, of the variance 

explained by strategic 

industry effects. 

, 21% can be attributed to 

Capon et al (1988) is also based on the market structure 

variables. They suggested that performance is associated 

with specialization by market , and relatedness by 

market type is the explanation for performance. 

Different types of markets require different sets of skills 

for success and that concentration allows for both 

economies of experience in marketing and management skills 

and for economies of scale in distribution and 

sales. The success rates for new products launched in 

markets were more than those the 

launching of existing products into new markets. Moreover 

it is very difficult for individual businesses within a 

corporation to manage both "consumers" and "industrial" 

markets simultaneously. Managers may have very different 

models of how customers behave, and are likely to possess 

different evaluation standards e.g. an appropriate level of 

, the role of sales force etc., thus to 

potential conflict. Therefore, firms should concentrate by 

market and it will lead to superior performance. 

Nathanson and Cassano (1982) are also based on market 

diversity, in addition to product diversity, and found that 

return declined as product diversity increased, while 

returns remained steady as market diversity 
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increased. Based on their analysis, authors noted that 

firms can diversify into new markets with fewer ill effects 

on the bottom line than diversifying into new products. 

They also found that size plays an important moderating 

role on the relationships. For both the market and the 

product diversity, smaller firms did well relative to 

larger firms in categories marked by no diversification and 

in categories of extremely high diversification. Larger 

firms did significantly better than smaller firms in the 

in-between categories- those characterised by intermediate 

levels of diversification. 

" Bettis and Mahajan (1985) introduced the notion of risk to 

the study of the relationship between diversification and 

performance. They examined the risk/return performance of 

related and unrelated diversified firms for a sample of 80 

US firms and reported that, on the average, related 

diversified firms outperformed unrelated diversified firms. 

However, in the light of the presence of a number of poorly 

performing related diversified firms in the sample, the 

authors cautioned that related diversification offers no 

guarantee of a favourable risk/return performance, and 

hence, should be viewed as a necessary but not sufficient 

condition. They noted that, although different 

diversification strategies result in similar risk/return 

profiles, a favourable risk/return performance may be 

extremely hard to achieve with unrelated diversification. 

It is probably fair to state that Rumelt's study did 

represent a major advance in the empirical study of 
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business policy. Since its publication, Rumelt's approach 

has been replicated many times. What is interesting too is 

that his basic results have not always been supported. The 

general proposition that "related" diversified businesses 

perform better than all other types of businesses is 

supported in the works of Channon (1978); Salter and 

Weinhold (1979); Montgomery (1982); Bettis and Mahajan 

(1985); Palepu (1985); Singh and Montgomery (1987); 

Varadarajan and Ramanujam (1987); and Capon et ~l (1988). 

But against this weight of evidence, there are a number of 

studies which either questions Rumelt's method or the 

results he obtained. Bettis and Hall (1982) found no 

significant difference in performance between related and 

unrelated diversified firms and suggested that Rumelt 

found this difference only because of the presence of a 

group of exceptionally profitable pharmaceutical companies 

within his 1974 sample of related diversifiers. Grinyer 

et al (1980) found few significant differences in 

performance between diversification strategies among 48 UK 

companies during the earlier 1970s. Their main finding was 

that dominant business firms earned a higher return on 

capital and grew faster than other firms. Hill (1983), 

for a sample of 60 large UK companies, found that 

conglomerates experienced relatively volatile returns on 

capital; however, no significant differences in average 

profitability emerged between conglomerates, concentric 

diversifiers and specialized companies. Luffman and Reed 

(1984) found that among 439 companies from 'The Times 

1000', unrelated business companies outperformed related 

business companies in return on capital and sales growth. 
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Grant and Jammine (1988) also found similar results on 305 

large British manufacturing companies. Johnson and Thomas 

(1987), which is also UK based, also came out with similar 

findings. Grant et al (1988) is another study which finds 

no statistically difference between the 

profitability of related and unrelated diversified 

businesses. Australian based study of McDougal and Round 

(1984) also could not find any performance differences 

between and non diversifying firms 

In fact these different findings are to be expected. 

Measurements of performance are only directly comparable if 

they are like for like; it would therefore be 

quite mistaken to suppose that there can be direct 

comparisons between the performance of firms in US economy 

with that of the UK. These performance differences can be 

observed due to the differences in economic environment and 

national culture among different countries. One of the 

may be that greater rigidities in factor 

markets (particularly in labour and capital markets) and 

more limited growth opportunities in UK relative to US 

might make more diversified firms more successful in 

Britain. The point is that the findings are to 

differ because the contexts differ. Porter (1980) argues 

forcefully that an essential requirement in 

is to build up a clear picture of industry 

environment and relate enterprise 

environment. 

to that 



These performance differences can also be due to the 

quality of management. Bettis et al (1978) observed that 

special skills and training are required to manage 

diversified firms. Managers in UK and US might have 

aquired different skills and training to manage the 

diversified companies in their respective economic 

66 

environments. Some of the inconsistencies in the findings 

of different researchers may also be due to the differences 

in the time periods, (Michel and Shaked, 1984). It is 

notable that studies using more recent data have observed 

relatively better performance of diversified firms in 

general and of unrelated diversifiers in particular. The 

relationship between diversification and performance seems 

to have changed over the period: the relative profitability 

of single business have declined, while the relative 

profitability of related and unrelated businesses 

increased. This tendency may be due to the increasing 

effectiveness in the management of diversified business 

over time. Developments in the management techniques and 

the benefits of experience in acquisition might have led to 

more effective resource allocation, financial control and 

strategy formulation by diversified firms than was the case 

in 1960s and early 1970s. Another reason of performance 

differences can be the "type of diversification" pursued by 

the companies. There are two methods to diversify: 

diversification by internal growth (ID) and diversification 

by acquisition (AD). AD makes quick growth and takes less 

time to earn average rates of returns as compared to ID. 

The effect on profitability of AD takes 4 to 5 years to 

appear (Meeks, 1977) whereas in ID it takes 7 to 8 years to 
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materialize the returns ( Another point 

of difference can be attributed towards the market share of 

firms in the sample. Montgomery (1985) reported that 

market share of companies is an important variable in 

explaining diversity and performance. All the studies 

which have come out with results was done 

without controlling for the market share of individual 

companies in the sample and hence an important variable had 

been ignored. These studies might have come out with 

consistent results, if this variable would have been 

included to explain the performance differences. 

Another factor that may account for the 

findings reported could be the differences across studies 

in the assignment of firms to diversification 

group. Pitts and Hopkins (1982) noted that the subjective 

nature of Rumelt's process of measurement and 

categorisation raises the possibility that several 

researchers studying the same firm might arrive at 

different classifications. Other studies have also 

addressed that issue. Montgomery (1982) reported a 

degree of correspondence between her classification of 126 

firms into various diversification categories and Rumelt's 

(1974) earlier classification of the same firms: however, 

Nathanson (1985) found that informed executives were unable 

to consistently classify firms using Rumelt's 

classification system. 

Moreover, another factor that may account for differences 

in is the composition of the groups of firms 
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studied. Heavy weighting in favour of a particular type of 

industry or substantial differences from groups of firms 

investigated in other studies may affect findings. For 

instance, Bettis and .Hall (1982) re-examined the 

diversification performance linkage for Rumelt's sub-

samples of related-linked, related-constrained, and 

unrelated diversified firms. On examining the data before 

performing statistical analysis, they observed that four of 

the six firms that performed best in terms of return on 

assets in the related-constrained category were major 

in the pharmaceutical industries. They 

therefore tested all hypothesis with and without the 
. 

firms. Their results suggested that much, 

if not most or all, of the differences in performance 

between related-constrained and unrelated diversified firms 

in Rumelt's study were attributable to the presence of a 

industry group, the pharmaceutical firms, and not to 

diversification strategies per se. 

results have also emerged from studies that have 

used stockholder returns and risk-adjusted returns as 

measures of performance. A common characteristic of past 

research on diversification in the field of 

management is the use of accounting data to measure 

Returns on equity, assets, and growth in 

sales, which are based on data from income statements and 

balance sheets, are the most frequently employed measures. 

Accounting data reflect a firm's over past 

years. Departing from this approach, Michel and Shaked 

(1984) employed market based measures of risk and returns 
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developed iq ·tnediscipline of finance. Such measures are 

based on the price of a firm's stock, which conceptually 
.- ~. 

reflects the market's of the firm's future 

performance. Michel and Shaked Cop cit) followed Rumelt's 

(1974) approach of using ratios to determine the of 

relatedness between a firm's various lines of businesses. 

They found that for 51 , diversified US firms, 

unrelated diversifiers performed significantly better than 

related diversifiers. Rajagopalan and Harrigan (1~86), 

using a sample of 80 firms from the Fortune 500, found no 

differences in stockholder returns and risk-

adjusted returns between Rumelt's diversification 

Dolan's (1985) study of 85 large US firms 

found that, even after taking account of industry effects, 

conglomerates earned higher stock-holders' returns. 

Another study of Galbraith et al (1986) of diversification, 

industry research and development, and market performance 

that built on Michel and Shaked's (op cit) study reported 

that the market rewards both unrelated diversification and 

an underlying involvement in research and science-based 

industries. 

4 .. " ... ~"",J?.;!"y.§r..§,;!',:t.,y"", ... ",gY.9)",,;!',:t.,y", ...... Qf.., ...... m?nf,;!g~ .. m.§ .. n:t.. ...... 9,nQ.", . .P.,§;r. .. f,Q,r..m?n£§ 

Bettis et al (1978) offer alternative between 

diversification and performance. They proposed that it is 

not the diversification itself, but the quality of 

management which is a major variable linking diversity and 

performance. By studying just 12 firms, six of which were 

high performers and six low performers, across the three 

generic categories of dominant, related, and unrelated 
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diversifiers (with a sample of four firms each, two in high 

and two in low performance categories), they concluded that 

quality of management was as critical in explaining 

performance as any other factor. The study was not based 

on the large sample and the conclusion could be considered 

as suggestive only. 

firm's attempt to 

Similarly, Das (1981) studied one 

out of the core business 

(tobacco) and how it had to learn the process of general 

management in the new businesses into which it ventured. 

The conclusion was that it was not the quality of business 

its competitive structure - or the pattern of 

diversification per se that determined the failures and 

successes, but the evolution of management, and its ability 

to acquire new skills and recognize that its approach to 

managing a diversified firm must be different from the way 

it had managed the business firm. The study by 

Miles (1982) of tobacco companies in the US and their 

attempts to diversify away from tobacco, also leads to 

similar conclusions. Firms had to learn as much about 

general management in the diversified firm, as a distinct 

process and skill, as about the characteristics of new 

business. Dundas and Richardson (1982) show that some 

unrelated business firms are very successful. They noted 

that these firms have apparently understood the critical 

administrative contingencies for successful application of 

the unrelated business strategy - in Rumelt's terms they 

appear to have balanced scope economies against the 

diseconomies of organisational scale. Indeed the findings 

of this study that managerial and administrative 

skills are necessary pre-requisites for taking advantage of 



71 

diversification opportunities. Nathanson and Cassano 

(1982) also noted that different diversification strategies 

require different degrees of centralization, delegation, 

levels of divisional autonomy and sizes of staff at the 

corporate level and group level. They concluded that 

diversity can hurt the profits but the management can 

mitigate it by adopting suitable structures. All these 

studies indicate that the work of management in diversified 

firms is a distinct skill and can contribute to the success 

or failure of anyone of the businesses within the firm or 

the firm as a whole. 

4. ... , ... :!' ....... QQn.£.ly"§ .. ;h9..n.§. 

This chapter has reviewed the literature on diversity and 

performance. Two streams of studies have been identified 

which tried to relate performance to diversity. One stream 

could be identified with the industrial organization 

economics literature. On the whole, studies in this stream 

have failed to establish any conclusive evidence of a 

relationship between diversification and performance. The 

second stream of studies stems from the area of business 

policy research. These studies have established 

relationship between diversity and performance. The 

pioneering study in this area is of Rumelt who demonstrated 

that related diversifiers are superior performers than the 

unrelated diversifiers. Though majority of the researchers 

supported Rumelt's findings, but there are some studies -

especially UK based - who have come out either with 

conflicting results with that of Rumelt or failed to 

establish any relationship between diversity and 
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performance. The most recent study of Grant and Jammine 

(1988) has come out with results opposite to Rumelt. Lack 

of consistency in results could be attributed towards the 

different environment, composition of sample, quality of 

management, market structure, of study, measures of 

performance, strategic classification methodology, etc. etc. 

Having presented the main in the 

Strategy/performance area, there seems to be two main 

conclusions. First, a methodology has been laid down which 

facilitates comparisons over time and even between 

countries. Second, although Rumelt's 

become an accepted part of literature, there 

work has 

still an 

active debate going on concerning the influence of 

diversification strategy on a company's financial 

performance. The remainder of this thesis uses an 

methodology to contribute the New Zealand evidence to the 

debate. 



STRATEGIES OF THE NEW ZEALAND COMPANIES 

5.1 Introduction 

This chapter is concerned with measuring the extent and 

nature of diversification at the company level. Drawing 

on the material discussed in Chapter 2, we first discuss 

an approriate methodology for this part of the inquiry. 

We then classify a sample of New Zealand listed companies 

to their appropriate diversification category at three 

points in time: 1975, 1980, and 1985. The sample of 

companies chosen is classified into four strategic 

categories, namely: Cell A (single business); Cell B 

(related business); Cell C (unrelated business); and Cell 

D (highly diversified), as defined in chapter 2. This is 

followed by a detailed look at the transitions made among 

categories between these observation points. This 

analysis in itself demonstrates the nature of 

strategic change in New Zealand companies in the past 10 

to 15 years. It also suggests that those New Zealand 

companies which are diversifying are doing so by moving 

into areas which are unrelated to their primary activity. 

The findings are also set against the comparable data for 

the UK and USA. We find that New Zealand companies are 

slowly becoming more diverse but are still much less so 

than their US and UK counterparts. 

5.2 Measuring diversification 

Most research on diversification has measured this by the 

73 
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product count method, the Standard Industrial 

Classification (SIC) of the country concerned - usually at 

the two or three level - as the underlying 

definition of product or market (eg., Gort, 1962; Berry, 

1975; Utton, 1977; Hamilton, 1986). The attraction of 

the product count approach is accessibility, objectivity 

and the possibility of replication. Given the breakdown 

of a firm's activities into various SIC codes, any 

researcher could then objectively compute a product count 

measure of diversification (Montgomery, 1982). However, 

there are to this product count approach, 

usually couched in terms of the relevance of the SIC 

system to the research question (Gort, 1962; Rumelt, 1974; 

Luffman and Reed, 1984). 

An alternative method for measuring company 

diversification involves establishing the proportion of a 

firm's revenue attributable to a specific or 

market area. It was measures of this type that were 

by Wrigley (1970) and then brought to further 

prominence in Rumelt (1974). However, the application of 

this method is only possible when the sales (or other 

measure of activity) of each company is made available on 

a product-by-product basis. Firms do not 

publish this information, certainly New Zealand companies 

do not. In Rumelt (1974) this measure was only possible 

because the Economic Information Establishment made 

their data base available to Rumelt. (Subsequently Rumelt 

has made this data base available to those who requested 

it.) Nevertheless, even with this data base to hand. 



Rumelt's approach has also been criticised for the 

of subjective estimation involved in defining a "discrete 

business" "this method of identifying discrete 

businesses does require judgement [and] neccessarily 

introduces problems associated with the lack of totally 

objective standards" (Rumelt, 1982, p 14). 

Montgomery (1982) compared continous and categorial 

measures of company diversification and found a high 

of correspondence between them. She noted that 

(Montgomery, 1982, Table 2, p.304) as the level of 

diversification increases ( 

measure), the mean number of 

to categorial 

and 4-digit 

activities (ie., broad spectrum and narrow spectrum 

diversification) also increases. In other words, there 

does appear to exist a basis for mapping from continuous 

product-count measures of diversity on to the discrete 

of diversity that have been established in the 

literature. However we must accept that any such mapping 

will not be perfect: Luffman and Reed (1984) also did a 

comparative study of these alternative approaches and 

reported only 50% agreement in terms of the 

diversification categories assigned to firms. 

The endemic problem then of research on company diversity 

is getting access to any useful data which will permit 
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detailed 

point out: 

(Utton, 1977). As Gorecki was driven to 

"Scholars conducting research on diversification 
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have generally not had access to accurate data on 
the actual vector of outputs, by industry, of an 
enterprise. Instead, researchers have had to 
approximate these vectors from commercially 
available services that either simply list plant 
outputs or present the rank ordering of the outputs 
of a plant" (Gorecki, 1980, p 327). 

5.3 The approach adopted in this study 

The problem of data availability is more difficult in New 

Zealand than in other countries. Listed companies are not 

required to publish a breakdown of their sales by product 

or area. In some cases, such firms have only recently 

begun to publish their total sales in dollar terms. The 

required data probably does exist within the New Zealand 

Department of Statistics, but this not be made 

available on a company by company basis without disclosing 

confidential company information (See Hamilton, 1986). 

So, the categorical approach of Rumelt cannot be adopted 

here. 

The method for measuring diversity in this study is that 

developed in Varadarajan and Ramanujam (1987) and 

explained in Chapter 2 above. It was chosen for two 

reasons. First, it was feasible even with the paucity of 

publicly available company data in New Zealand for the 

research. It does require a well-defined SIC system (down 

to the 4-digit level) and this does exist in New Zealand. 

Second, at least as claimed by Varadarajan and Ramanujam, 

this approach is relatively free from subjectivity and 

quick to implement. Despite all of this, and 

also the credence given to such SIC-based studies by the 

efforts of Montgomery (1982) and Palepu (1985), there are 
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some problems in using this type of approach. Probably 

the most important of these is that it does not take into 

account the relative size of a firm's various SIC 

operations. 

The case of vertically integrated firms poses problems for 

the Varadarajan and Ramanujam (1987) method. In fact all 

the SIC based diversification measures have this problem 

and this may be considered as a weakness of such measures. 

The Varadarajan and Ramanujam method does not address this 

problem specifically other than appearing to exclude 

vertical integration moves from measured diversification. 

However, the means by which such moves were identified is 

not made explicit. What we have done is to identify 

carefully final products and inter-mediatory products. 

All the final products were given the appropriate 2-digit 

and 4-digit SIC codes. Regarding the inter-mediatory 

products, if it was used for further processing in the 

same company, it was ignored but if it was sold into the 

market then the appropriate 2-digit and 4-digit SIC codes 

were assigned. For example, there are two factories, A 

and B, belonging to the same company. If a product, say 

X, is produced by factory A and further processed by 

factory B into product Y and sold in the market, then we 

only considered product Y and excluded product X from the 

SIC activities of the company. But if product X is sold 

in the market then we considered only product X and 

assigned the appropriate SIC codes. Identification of 

such products is difficult though not impossible. It does 

require time to build up an understanding of the firm's 
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operations in order to identify SIC industry categories 

that are inter-mediatory to the major SIC operations. So, 

it is inevitable that our measures are suggestive rather 

than definitive, but they are the best we can do at this 

stage. With regard to these measurement problems in this 

and other studies, it is appropriate to quote from Salter 

and Weinhold: 

"The diversification and performance data relating 
to various categories of diversified companies 
should be considered suggestive rather than 
definitive. Averages are often misleading, and 
categorisation schemes often lead to 
over-simplification and inappropriate 
classifications" (Salter and Weinhold, 1979, p 32; 
emphasis added). 

5.4 The sample of New Zealand companies 

The companies selected for this study were all 

non-financial companies which were listed on the New 

Zealand Stock Exchange on 1st April 1975 and on 31st March 

1985. The full list of companies is contained in Appendix 

1. Financial companies were excluded because their 

financial structures are such that comparisons cannot 

readily be made with non-financial operations (Luffman and 

Reed, 1984). There were in fact only two such companies 

excluded on these grounds. The final sample contained 103 

non-financial companies which, in 1975, represented 40% by 

number and 56% of total assets of all listed companies: by 

1985 the sample embraced 44% of all listed companies and 

accounted for 71% of their total assets. 

There are two other points to be made about the selection 



of companies. First, we CQuld have followed others and 

selected a random sample of companies at each point in 

time, ie., 1975, 1980, and 1985. We chose not to do this 

in favour of working with the same group over the longer 

time span. It was felt that this approach would lead to 

better longitudinal insights, particularly on the sequence 

of strategy and structure changes. Second, we will also 

have excluded some companies who merged between 1975 and 

1985. These situations cause problems partly because the 

merged companies cease to produce financial information on 

the pre-merger operations. In addition, when two or more 

large companies come together in this way, the initial 

strategy and structure (ie., essentially the sum of the 

individual parts), which we could deduce from the 

individual sources, may be quite different from the 

intended and structure of the combined unit. For 

these reasons we have opted to work with the same sample 

of 103 companies on the grounds that what we will observe 

over time will be the relationships amomg 

strategy, intended structure and actual performance. 

5.5 Data sources and preliminary analysis 

To to implement the Varadarajan and Ramanajuam 

(hereafter V and R) method we col Annual Reports 

and other published material on all 103 companies for the 

14 year period from 1973 through 1986 inclusive. This 

period is of course longer than the time span of the 

particular analysis being reported because we had to 

understand as much as we could about these companies, 

about how they came to be doing what they were 
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in April 1975. The final product/market activities of 

these firms were identified from these published records 

alone at the three points of interest (1975, 1980, and 

1985) and then translated into the appropriate two-digit 

and four-digit SIC codes using the 1983 New Zealand SIC 

(see Appendix 2 for details of this). But can one hope to 

be able to identify all that a company does from published 

material? And why does the V and R method only operate 

down to the four-digit level when there is well-defined 

five-digit level for New Zealand (and a seven-digit level 

for the USA)? In our experience of using this method, the 

answers to these questions are linked: the secondary data 

sources are sufficient but only down to the four-digit 

level. 

We can now begin to apply the V and R method to the New 

Zealand companies. The matrix structure of their approach 

was given in Chapter 2 but is reproduced here for ease of 

reference. 



TABLE 5.1 Two-dimensional conceptualisation of firm 
diversity (from Varadarajan and Ramanujam (1987 p 383)) 

Broad 
Spectrum 
Diversif-
ication 
(BSD) 

C Cell D 
High 

Unrelated Very high 
Diversified Diversified 

Cell A Cell B 
Low 

Very low Related 
Diversified Diversified 

Low High 

Mean Narrow Spectrum Diversification (MNSD) 

BSD is the (integer) number of two-digit SIC 

which a firm operates. MNSD is the number of four-digit 

SIC in which a firm operates divided by the 

number of two-digit SIC categories in which it operates. 

MNSD is an indicator of the aggregate level of 

in 

diversification at the more detailed four-digit level as a 

consequence of diversification across industry 

groups. In the literature expansion into a different 

SIC industry is considered to be an unrelated 

diversification while expansion outside a four-digit SIC 

industry but within a two-digit SIC industry is considered 

to be a related diversification (Wood,1971; Palepu,1985). 
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To further clarify the elements of this matrix, the 

individual cells can be described as follows: 

CELL A 
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Low BSD-Low MNSD: such firms are either undiversified 

or have diversified to a relatively small degree. For 

the most part we refer to firms in this cell as 

SINGLE BUSINESS Cundiversified). 

CELL B 

Low BSD-High MNSD: these are firms which have ., 

diversified in terms of the four-digit level 

industries whilst staying within comparatively few 

two-digit categories. We refer to these as the 

RELATED DIVERSIFIED group 

CELL C 

High BSD-Low MNSD: firms which have tended to 

diversify over a wider range of two-digit industries. 

We regard these as the UNRELATED DIVERSIFIERS. 

CELL D 

High BSD-High MNSD: firms wich have achieved both 

breadth and depth in the diversification moves. 

These firms cannot be classified as either related or 

unrelated diversifiers. We refer to them here as 

HIGHLY DIVERSIFIED. 
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We have now to consider, ex ante, how we will distinguish 

HIGH and LOW levels of BSD and MNSD within the same set of 

companies at different points in time. This 

classification system as developed by V and R was used by 

them to categorise firms at only one point in time. They 

did this by using the calculated mean values of BSD and 

MNSD as the cut-off points between the HIGH and LOW values 

of both variables. The mean has certain shortcomings for 

this purpose. First, if a large number of firms are 

located close to these means, then the dichotomy into HIGH 

and LOW will greatly exaggerate the actual pattern of 

diversification. Second, a mean may be sensitive to only 

one or two extreme values in the sample. In addition to 

classifying our sample in terms of diversity, we also 

wanted some assurance that the classification was 

reasonably robust. 

We considered putting the companies into HIGH and LOW 

cells of Table 5.1 by using the cut-off values of BSD and 

MNSD used by Varadarajan and Ramanujam (1987) ie. 1.99 for 

MNSD and 10.74 for BSD, but this was clearly not 

appropriate since our values shown in Table 5.2 are so 

much smaller. In fact on these US cut-off values almost 

all the New Zealand firms would have been in Cell A. 

also shows that the extent of diversification in New 

This 

Zealand is far behind than US companies. We are dealing 

herewith much lower levels of diversity than is the case 

with US studies. To apply the V and R method to New 

Zealand data, we first of all, classified all the firms in 

each period using our own calculated mean values of BSD 
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and MNSD for 1975. We then re-classified all the firms 

using the respective sets of annual means to distinguish 

HIGH and LOW in each period. These mean values, reported 

in Table 5.2 below, are 

doing here, in effect, is 

with time. What are we 

the shape of 

classification method matrix (Table 5.1) over time with 

the intention of observing any differences in the 

classification compared to what was achieved using the 

1975 mean values in all three years. If there were many 

firms clustered around, say, the 1975 means of BSD and 

MNSD, then the chances are that, over time given these 

increasing mean values, firms would be reclassified not 

because they had changed their but merely 

because the sample means had increased. So, by 

classifying the firms twice as described, we are trying to 

assess just how robust this approach is as far as our data 

are concerned. In fact, each method of 

firms yielded exactly the same 

these 

in each year 

and we interpret this outcome as an indication that our 

classifications are reasonably robust. So the use of mean 

values of BSD and MNSD for 1975 year alone are not 

sensitive and there are no marginal cases in our 

classification categories. 



TABLE 5.2 Mean, standard deviation (s.d.) and range 
values of BSD and MNSD for 1975, 1980, and 1985. 

Year MNSD 
Mean S.D. Range 

H L H L 

1975 2.67 1. 88 [1, 12] 1. 56 .61 [ 1 , 2.9J 

1980 3.03 2.20 [1, 12J 1. 63 .62 [1, 3.5] 

1985 3.44 2.67 [1, 15] 1.71 .67 [1, 3.5J 

Note: H means high and L means low values of range. 
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The results of this classification procedure are presented 

in the section. 

Table 5.3 records the number and the percentage of 

in each strategic category in 1975, 1980, and 

1985. (Since the total number of companies is 103 in each 

year, the percentage of each type is not materially 

different from the number) 

TABLE 5.3 Diversifiation strategies of New Zealand 
companies, 1975 - 1985 

1975 1980 1985 
Cell (Strategy) Nos. % Nos. % Nos. 

A (Single) 45 43.7 39 37.9 33 

B (Related) 28 27.2 30 29.1 29 

C (Unrelated) 19 18.4 21 20.4 26 

D (Highly diverse) 11 10.7 13 12.6 15 

TOTAL COMPANIES 103 103 103 

% 

32.0 

28.2 

25.2 

14.6 
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This table shows that, in 1975, the sample was composed 

largely of single product (undiversified) companies - and 

that this situation has only slightly over the 

study The general trend in strategy has been 

towards increasing diversity, but the rate of such change 

has been small. Cell A companies are the most numerous 

single grouping in each year although their numbers have 

declined from 44% in 1975 to 32% in 1985. In other words, 

over the period, only 12% of the sample diversified from 

the single product category ("A") into one or other of 

tlB", "C", and "D". Over the whole period the proportion 

(though not the composition) of the "Btl (related 

diversifiers) category remains between 27 and 28%. 

So the 12% "shift" within these diversification categories 

shows up as increases in the more diversified categories, 

lIC" and "D". The unrelated category (tiC") became 

increasingly important and the number rose from 19 to 26 

in 1985, a net increase of 7 percent. Next to this, 

highly diversified category (tiD") is also found to be 

popular. In 1975 there were 11 companies but by 1985 the 

number rose to 15, a net increase of 4 percent. These 

changes are presented in Figure 5.1 which follows. 

Although the overall pattern of diversification has 

changed over the period, it could be said that it has not 

changed very much and that the different patterns revealed 

in Table 5.3 may not amount to any statistically 

significant change in diversification Table 

5.3 cannot be analysed as a conventional contingency table 

because it represents repeated measures on the same 103 
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The SAS Models (CATMOD) programme, 

however, fits linear response models that allow for 

measures. (See: SAS User's Guide: Statistics, 

Version 5; SAS Institute Inc .. Cary, NC 1985.) this 

programme a Chi-squared statistic for the hypothesis that 

there is no effect due to year was calculated. From the 

value of this test statistic, 24.10 (6 d.f.), we can 

the null hypothesis at the 0.05% level of 
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5.7 Nature of strategic change in New Zealand companies, 

1975 - 1985 

The summary tables in the section do not reveal 

the flux associated with and the types 

of strategic changes which took This is clearly of 

importance if we are to confirm that there has been in 

fact a consistent movement towards the more diversified 

categories. In Tables 5.4 and 5.5 below are set out the 

movements between the diversification over 1975 

- 1980 and 1980 - 1985 respectively. In each of these 

tables the left-hand totals give the initial distribution 

of companies in each strategy. from this initial 

distribution over the ensuing five years are recorded in 

the body of each table: the negative number is the 

movement from the category and the positive numbers are 

movers into the category. 

TABLE 5.4 Movements between diversification 
categories, 1975 - 1980. 

Changes 1975 - 1980 

A B C 
Total 

A 45 -6 +2 +4 

B 28 -2 +1 
1975 

C 19 +2 -3 

D 11 

103 Total 39 30 21 

D 

+1 

+1 

0 

13 



TABLE 5.5 Movements between diversification 
categories, 1980 1985. 

Changes 1980 - 1985 

A B C 
Total 

A 39 -6 +3 +3 

B 30 -5 +5 
1980 

C 21 +1 -3 

D 13 

103 Total 33 29 26 

D 

+2 

15 

What is now clear from Tables 5.4 and 5.5 is that the 

in strategy has indeed been predominantly 

unidirectional towards higher levels of diversity: over 

the whole decade under review, 24 of the sample (23.3%) 
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changed their strategy (in terms of our measures) of which 

only 3 were to what we would as less 

diversified categories (in fact, from "G" to UBI! in each 

case) . The events which gave rise to these particular 

changes are perhaps worthy of note. The companies and 

strategy involved were NZ news (who got out of 

deer farming and travel agencies due to change in 

Government ); Goodman Group ( grocery 

wholesaling and plastics in order to concentrate on its 

core business of bakery products due to managerial and 

technological limitations); and Dominion Breweries 

(retrenching from tavern operation because of the 

decreasing trend in tourist numbers). Over the entire 

period 1975-85, NZ News Ltd. was the only company to 



change its diversification category more than once: this 

company moved from A (very low diversity ) to C 

(unrelated) in 1975-80 and then from C to B (related) in 

1980-85. Eleven and fourteen companies moved from one 

category to another during the first and second period 

respectively. The individual companies and the nature of 

their strategic changes are contained in Appendix 3 to the 

thesis. 

Over the period under review, only one company changed its 

strategic category more than once (NZ News Ltd, see 

Appendix 3). In 1975-1980 this company moved from single 

business to unrelated diversified and then, in the 

subsequent period, it reverted from unrelated to related 

diversified. On the basis of this , we put 

forward the following conclusions about the nature of 

change in New Zealand companies between 1975 and 

1985: 

1. Around three-quarters of the companies (76.7%) 

involved in the study did not change their 

all in the decade under review. 

2. Of the companies which did change strategy, most 

moved into category "C", the unrelated diversified 

group. 

at 

3. There were no direct moves from "A f
! (undiversified) 

to "D" (highly diversified) but 7 companies moved from 

flAil to "C" and one from liB" to "D". 

4. Only one company changed its strategy in the first 

period (1975 - 1980) and in the second period (1980 
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1985). otherwise, once a company moved to a new 

strategic category, it remained there for the 

remainder of the study period. 

5.8 Comparisons with US and UK studies 
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It is interesting now to compare our new evidence on the 

diversification of New Zealand companies with that from 

comparable well-known overseas studies from the United 

States and Unided Kingdom. Table 5.6 and Figure 5.2 below 

contain the findings from the USA (Rumelt, 1974); UK 

(Channon, 1973); as well as the results from this study. 



TABLE 5.6 Strategy 
New Zealand. 

USA, from Rumelt (1974) 

Strategy 1949 
% 

Single product 35 
Dominant product 35 
Related product 27 
Unrelated product 3 

rounded) 

Strategy 1950 
% 

Single product 34 
Dominant product 41 
Related product 23 
Unrelated product 2 

1975 
% 

44 
27 
18 

diverse 11 
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over time in the USA; UK; and 

1959 1969 
% % 

16 6 
37 29 
40 45 

7 19 

1960 1970 
% % 

20 6 
35 34 
41 54 

4 6 

1980 1985 
% % 

38 32 
29 28 
20 25 
13 15 

(figures rounded) 



Figure 5.2 Diversification Strategies of USA, UK, and ,94 
New Zealand Companies. 
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In making such comparisons it is important to remember 

that the definition of strategies in New Zealand are 

somewhat different from those which applied in the other 

two studies being used in this comparison. This is 
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particularly true of the most highly diversified category: 

the studies are in close agreement as far as the 

definition of business (undiversified) firm is 

concerned. It is also to be borne in mind that the 

studies pertain to different periods of time and hence any 

comparison can be indicative only, We still believe them 

to be useful. A difference between the studies is 

that, whereas the proportion of single business operations 

had fallen to only 6% in both the USA and UK by the end of ' 

the 1960s. this proportion in New Zealand was 44% in 1975 

and 32% as recently as 1985. Thus the New Zealand 

corporate sector appears on this evidence to be much less 

diversified than is the case overseas, confirming the 

conclusions of Hamilton (1986). Moreover the related 

business is found to be more popular in US and UK (a 

change of 23% and 21% respectively) whereas in New Zealand 

virtually no in that category over the decade. In 

the New Zealand data, unrelated business, relatevly, is 

more popular (an increase of 7% by 1985). There is indeed 

a constant movement towards greater diversity in the New 

Zealand situation, but this is not and there is 

still quite a way to go before New Zealand companies on 

the whole are as diversified as their overseas 

counterparts. 



5.9 Conclusions 

This chapter has measured and analysed the process of 

diversification strategies of New Zealand 103 listed 

companies between 1975 and 1985, using the system 
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developed in Varadarajan and Ramarnujam (1987). Analysis 

revealed that though there was a tendency towards 

diversification but it was very gradual: around 

three-quraters of the sample undertook no diversification 

moves in the 10 year period begining in 1975. Also the 

incremental process of diversification was not rapid: of 

the 24 companies that changed strategy, 23 moved only by 

one category while one company shifted its strategy twice. 

Analysis of source of change revealed that companies who 

changed the strategy were mostly single business. No 

company came backward to re-adopt single business 

strategy. The New Zealand companies were seen to be 

slowly becoming more diverse over the period but still 

much less diversified than US and UK businesses. The 

findings generally support those in Hamilton (1986), and 

the reason given by him for a low level of corporate 

diversification - small company size; artificial entry 

barriers; and New Zealand's lack of science-based 

industries - will also have a bearing on the slow rate of 

diversification revealed in this chapter. Another point 

to note is that those New Zealand companies which did 

diversify had a tendency to move into the "unrelated" 

diversified category. This aspect of the process in New 

Zealand is developed in the next chapter. 



CHAPTER 6 

THE PATTERN OF DIVERSIFICATION PROCESS IN NEW ZEALAND 

Introduction 

The purpose of this chapter is to look more closely at the 

process by which diversification actually takes place in 

New Zealand, partly to cast on why companies tend 

towards unrelated diversification and partly to complement 

the statistical analysis of the previous chapter. There 

are two routes to diversification: by internal growth (ID) 

and through the acquisition of other companies (AD). 

Diversification through internal growth is implemented by 

on existing internal resources as the basis for 

new business, which may be related or 

unrelated, to the existing one. This approach to 

diversification is supported by an planning 

process that focuses on revieWing both a company's 

technological competences and its opportunities for new 

business development on a continuing basis. 

strategy of diversification requires 

Such a 

technological 

skill and organizational capacities and can take long time 

to implement. A study by Biggadike (1979) of 40 large US 

companies that diversified through internal development 

showed that years was required before their new 

ventures a positive return on investment. In 

contrast, diversification through acqUisition can take 

only a few months rather than years to execute. AD is 

often an attractive option for diversifying companies not 
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only because it can save a company time but also because 

the cost of entry into new industry or business may be 

less than the cost of diversification through ID route. 

Meeks' (1977) study that the effect on 

profitability by AD route takes only 4 to 5 years to 

appear. Moreover AD is especially attractive when the 

success variables of a business consist of such 

intangibles as , trade-marks, copy-rights, 

goodwill, management skill, etc. These intagibles are 

often impossible to duplicate within reasonable limits of 

cost and time. In fact, the risk of failing to 

intagible resources critical to the success of an 

enterprise'is often a more important barrier to new 

entrants in industries than structural barriers, as 

production scale economies, size, etc. Where such 

intagible barriers exist, the risk of entry is often high 

and this risk serves to discourage entry by 

outside the industry pursuing ID diversification. Only 

companies to 'buy into' the industry through 

acquisition are in a position to participate in its 

profitability without runnig the entry risk 

(Stonebaker, 1976). 
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When a company elects to diversify in an manner, 

it will generally - though not always try to do this by 

acquiring businesses (Pitts, 1976). The AD route 

makes possible the entry into new industries and more 

rapid growth, and it requires less time (4 5 years; 

Meeks, 1977) to earn an average rate of return compared 

with the ID route (8 years; Biggadike, 1979). It is the 
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case that many New Zealand diversifiers studied here did 

follow the AD rather than the ID route, and hence the 

shift towards unrelated diversification. In order to 

substantiate this point we offer the following New Zealand 

case histories. These companies are selected on random 

basis. 

6.2 John Burns and Company Ltd 

This company was listed in 1963. The company was 

originally a merchanter of general hardware and as such 

was classified here as following strategy A (single 

business) in both 1975 and 1980. By 1985, however, this 

company was also engaged in the manufacture of commercial 

kitchen equipment, plumbing and fitting tubes, and 

waterbeds. So, it became classified as an unrelated 

diversified business. It entered into the manufacturing 

operation by acquiring Burns and Ferrall Ltd 

(manufacturing of kitchen equipment); Ideal - Tube 

Industries Ltd (manufacturers of plumbing and tube 

fittings); and Dream Merchants Waterbeds (maufacturer of 

waterbeds). The following statement from the Managing 

Director sums up the diversification policy being 

followed: 

"Our plan is to further develop our manufacturing 
activities and, in particular to concentrate on 
specialist manufacturing processes where we can 
establish not only the control of the product at the 
manufacturing end but also to control our own 
marketing destiny as well .... We are well placed to 
make further acquisitions according to our 
prescribed strategy but we feel, in the current 
economic climate. that there is little point in 
making precipitate moves merely for the sake of 
moving but we are prepared to move very quickly when 
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the right opportunity arises" (Annual Report, 1982, 
p 2). 

6.3 R. W. Saunders Ltd 

This company was listed in 1967 and was engaged in the 

manufacturing of a full range of women's lingerie and 

apparel. The New Zealand apparel market was then highly 

protected from overseas competition until the 

liberalised the import policy in 1979. The Chairman of 

the company noted this conern in his 1979 Annual Report: 

"To maintain access to the Australian apparel, 
government has conceded licences on demand for 
imports into New Zealand of Australian manufactured 
apparel. After consultation with government, our 
Federation understood that imports would be 
monitored by category and the issue of 
licences would be stoppped once a 
percentage of the matket had been reached in each 
category. The category by category approach has not 
been followed by government and some damage has been 
done to certain sectors of the industry in 
New Zealand as a result of excessive imports from 
Australia. It would appear that these imports have 
accelerated over the last few months, and there are 
grave fears over the volume of orders placed for 
future deliveries, and the detrimental effect this 
could have upon our ability to maintain levels of 
production" (Annual Report, 1979, p 6). 

In 1979 the company diversified into horticulture, an area 

quite unrelated to the previous areas of operation. By 

1982 it had a wholly-owned subsidiary called Suanders 

Horticultural Products Ltd which was expanding its own 

activity and entering into joint ventures with other 

horticultural companies. 

6.4 Rand W Hellaby Ltd 

This company was established in 1873 as a wholesale, 

retail, and shipping butchers. In 1969 it was first 
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listed on the New Zealand Stock Exchange and, since then, 

it has moved into the related areas of meat ) pig 

farming, and beef In 1977 it took over the MMM 

Group, a chain of retail butchers operating in the 

Canterbury and Otago regions. In 1979 it the 

construction of a new killing facility designed to handle 

200,000 sheep and lambs and 20,000 cattle per year. New 

Zealand Food Enterprises, a joint venture, was set up in 

1980 to market lamb and other NZ food products directly to 

retail food outlets in the USA. 

The company was thus well-established as one of the 

leaders in the New Zealand meat industry. However, in 

1981 the Directors observed that: 

"The industry is facing a number of problems 
including over-capacity and killing facilities in 
the North Island and uncertainty over the continuing 
availability of traditional export markets. These 
can be serious issues. However the company is well 
placed in the industry with modern new works and a 
wide diversification of market outlets that spread 
the risks associated with exporting" (Annual Report, 
1981, p 6). 

On the basis of this assessment the risk associated with 

being in a industry - the company decided to 

diversify into areas outside of the meat industry. In 

1985 it sold Southern Cross Leathers Ltd and 27 retail and 

wholesale outlets which were deemed no longer appropriate 

within a new group structure. In this same year the 

company entered new areas by acquistion: plastic 

packaging; shop-fitting equipment; sheet-metal 

manufacturing; and woollen and woven fabric manufacturing, 



102 

all became part of a unrelated diversified holding group. 

6.5 Steel and Tube Holdings Ltd 

This company was formed in 1953 by the merger of Stewarts 

and Lloyds NZ Ltd; Iron and Steel Co of NZ Ltd; and McLean 

and Todd Ltd. The main activity of the company was the 

marketing of steel and tube products through a network of 

warehouses throughout the country. In 1962 the company 

acquired a controlling interest in Robt Stone and Co Ltd 

and then followed this in 1963 with a substantial 

investment in Pacific Steel Ltd. The products and 

services of these two companies were closely related to 

those of Steel and Tube's main business. The shares were 

listed in 1967 and the company continued to expand 

internally and through acquisition. 

It was in 1975, with the merger with A and T Burt, that 

Steel and Tube moved into the electrical mer chanting and 

plumbing business. Since then the company has widened its 

interests further to include the manufacture of steel 

pipes; electric motors; metal pressing and fitting; paints 

and chemicals; car body manufacture; and motor vehicle 

dealerships. This unrelated diversified position has come 

from a strategy of selective acquisition. 

6.6 Golden Bay Cement Ltd 

This company was founded in 1909 and listed in 1955. In 

1951 it entered into an agreement with Associated Portland 

Cement Manufacturers Ltd - the largest British cement 
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manufacturer - under which that company acquired a 

substantial interest in Golden Bay and made available its 

wide technical experience. Wilson (NZ) Portland Cement 

Ltd, another cement manufacturer, was acquired (at least 

up to a 50% interest) in 1970. (The remaining shares were 

acquired in 1981.) In 1980 Golden Bay began to diversify 

into farming and fisheries, areas quite unrelated to its 

previous areas of operation. In the Annual Report of 1981 

the Chairman as follows: 

" ... we have continued our programme of 
diversification. Our ventures into farming, 
inherited with the takeover of Wilsons, 
venture , forestry, and berry cropping are 
promising, although their full potential as 
contributors to the company's profit will not be 
realized in the immediate future". (Annual 
1981, P 4). 

In 1985 the company acquired Delta Petroleum Ltd and 

entered into the unrelated business of oil drilling. The 

Managing Director commented thus: 

"The company continues to look at areas where 
diversification beyond its historical interest in 

, farming, and forestry could be possible. 
To this end during the year investment was made in a 
petroleum licence. The results from the drilling of 
the first well were so encouraging that a commitment 
to drill a second well has been made by all the 
venture partners." (Annual Report, 1986, p 5). 

There are many reasons and pressures companies to 

consider diversification. One reason to diversify is to 

the effects of a slowdown in sales and earnings. 

Another pressure is a fruitfull RD effort which leads to a 

rich collection of new product ideas to be 
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exploited. Competitive pressure can also force companies 

to diversify. Some companies diversify to avoid 

takeovers; others diversify to use more fully the general 

management skills of their top operating executives. Still 

other companies diversify so that they can attract and 

retain first-rate managers. Last but not the least, 

Government policy and anti-monopoly laws are the another 

factor to diversify, especially into unrelated areas. 

In this chapter, we tried to relate the motive and route 

of diversifaction pursued by New Zealand companies. By 

relating the diversification strategies of these five 

companies (around one-fifth of all companies who altered 

their diversification strategy in the period 1975-1985) it 

is clear that these companies followed the route of 

acquisitive diversification. With the primary mechanisms 

for diversification being acquisition and merger, it is 

less surprising that unrelated strategies were pursued. 

In regard to the motive for diversification, it is also 

suggested through that these companies resorted to 

unrelated diversification in an effort to escape from 

areas of decline, low growth, and/or increased 

competition. It was expected that anti-monopoly law might 

have been the reason for diversification into unrelated 

areas, but we could not find evidence to this reason. 
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THE CHANGING PATTERN OF STRUCTURE IN NEW ZEALAND COMPANIES 

7.1 Introduction 

This chapter presents and analyses the data on formal 

administrative structures in our of 103 listed 

companies. The organisation structure of each company is 

classified as one of three structural , namely: 

functional (F); holding company (H) and divisional (D). 

This classification is taken from the works of Chandler 

(1962), Channon (1973), and Rumelt (1974). 

companies are classified according to the 

These 

of 

organisational structure adopted by them as of the 

beginning of 1975, 1980, and 1985. Transition matrices 

are compiled for individual company's moves during each of 

the two sub-periods (1975-1980 and 1980-1985) and 

for any relationships between strategy change and 

structure change, particularly between the degree of 

diversity and the adoption of divisional structure. The 

point of view taken is that organizational change is an 

response to the adoption of a new strategy, Comparisons 

are also made here with findings from studies of the UK 

(Channon, 1973) and the USA (Rumelt, 1974). The reader 

who is not interested in the structural changes but more 

interested in strategy and structure transitions should 

proceed directly to the next chapter but should bear in 

mind the essential highlights of the classification 

results summarized below: 



(1) The number of companies with unrelated and 

diversification 

between 1975 and 1985; 

increased from 30 to 41 
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(2) The number of companies with divisional structure 

increased from 27 to 49 between 1975 and 1985; 

(3) The relationship between diversification strategy 

and divisional structure increased over the decade. 

Number of diversified companies with divisional 

structure rose from 15 in 1975 to 28 in 1985. 

7.2 Nature of the structure data 

The identification of the formal administrative structure 

of each firm in any year is based entirely on the analysis 

of annual reports. 

structure is 

The decision to change the formal 

something that is disclosed in such 

reports. By so publicising these decisions to change, and 

especially to divisionalise, the directors involved seek 

to convince the shareholders and the wider public of the 

benefits of the new structure. Anyone annual report 

taken from 1975, 1980, or 1985, is of course an inadequate 

source of data on structure because the actual change in 

structure could well have taken place at an earlier time. 

To get around this problem we, in fact, reviewed a fifteen 

year sequence of annual reports (1971 to 1985 inclusive) 

on each of the 103 companies. This span proved adequate 

to identify the timing and nature of in structure. 

However, not every company provided the usual organisation 

charts. In some cases the titles ass to 

newly-recruited or promoted managers provided key insights 

to structure changes. Because it conveys the nature of 
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our data, we now present br~ef rev~ews of structure 

~n four compan~es as ~llustrat~ons to support the po~nt. 

7.2.1. Alcan New Zealand Ltd 

Th~s company operated w~th a funct~onal structure unt~l 

1983. Then, ~n part as a response to ~ncreas~ng 

compet~t~on, the company dec~ded to change to a d~v~s~onal 

structure. The base of th~s assessment comes from what 

the Cha~rman sa~d ~n h~s 1983 Annual Report: 

"Dur~ng the year steps were ~n~t~ated to 
the parent company along d~v~s~onal l~nes replac~ng 
the funct~onal organ~sat~on wh~ch has ex~sted for 
many years. Th~s change has been perce~ved 
necessary as a result of ~ncreased compet~tive 
pressures under Closer Econom~c Relat~ons w~th 
Austral~a. We bel~eve ~t ~mperat~ve that our 
organ~sat~on becomes more or~ented towards the needs 
of our customers and that management dec~s~ons be 
focused on these needs. We also bel~eve that the 
new form of organ~sat~on ~s best su~ted to ach~eve 
these Accord~ngly, 1984 w~ll see the 
follow~ng changes ~n organ~sat~on place. " 
(Annual Report, 1983, p 6). 

The Cha~rman then went on to descr~be how the company 

would move to a d~v~s~onal structure w~th decentral~sed 

prof~t and cost centres. 

7.2.2. Lane Walker Rudk~n Industr~es Ltd (LWR) 

LWR ~s another company wh~ch decentral~sed to a d~v~s~onal 

structure ~n the early 1980s. The Cha~rman expla~ns the 

moves as follows: 

liThe reconstruct~on ~s ~ntended to progress~vely 
r~se to a reduced product m~x and to a reduced 

level of asset ~nvolvement through a concentrat~on 
on prof~table product areas where we have the major 
market share. Th~s ~n turn w~ll ~nvolve 



organisational 
units of the Group more 
today .... LWR 
decentralised basis and 
a major contribution to 
Report, 1980, p 5). 
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which will make all operating 
independent than they are 
on an increasingly 
in total its divisions make 
Group profit". (Annual 

In the next Annual Report the Managing Director of LWR was 

able to point to the successful implementation of these 

changes and comment that " ... The new companies show much 

more than was the case with the older and more 

cumbersome head office system of management ... " (Annual 

Report, 1981, P 3). 

Commenting on the changes made in the administrative 

structure of this company, the Chairman disclosed to 

shareholders that: 

"Towards the end of the previous financial year we 
initiated throughout the Group a decentralised 
administrative structure, leaving to each of our 16 
wholly-owned operating subsidiaries much of their 

decision making" (Annual Report, 1978, 
P 8). 

In the following year's Annual Report, the Chairman was 

able to comment on the successful implementation of this 

structure change and introduced further changes: 

"Last year's review referred to the decentralised 
form of administration which was then 
initiated. In March 1979 we announced further moves 
in this direction. There is no doubt that the 
implementation of this policy has 
contributed to profits and morale. All 
subsidiaries, large and small, have active 
directorates. In most cases these boards include 
local management, locally domiciled non-executive 
directors, and representatives from the 
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company board. Substantial authority, particularly 
in the production and marketing functions, is 
delegated to these boards. The effect is to bring a 
wide range of skills to bear on quite detailed 
problems and opportunities, ensuring a quick 
response to in business conditions. The 
system also ensures rapid exchange of ideas and 
experiences throughout all group units". (Annual 
Report, 1979, p 5). 

When Phillips and Ltd and James Hardie Industries 

were merged, were introduced into the 

administrative structure of the newly-formed James Hardie 

Impey. Informing the shareholders about these changes, 

the Chief Executive of the company disclosed that: 

., the merger, the management structure of 
the group was re-organised. Two major divisions 
have been formed, Building Products and Fibre 
Cement, each under the control of General Managers. 
These Divisional General Managers, together with 
managers of two smaller units, Hardie Trading and 

Grip Electrical, and a small corporate staff, 
directly to the Chief Executive .... The 

Products Division comprises Plillips and 
paint manufacture and retail activities, 

Poly cell home-handyman products and the Wilson 
Fabrics and Wall-coverings distribution business. 
. .. The Fibre Cement Division comprises 
products and pipes activities, and the small foundry 
operations, Utility Castings'! (Annual , 1982, 
P 5). 

7.3 Types of Structures 

One of three structural forms are adopted by the New 

Zealand companies studied here: functional; 

multi-divisional; and holding company. Each company has 

been classified to one of these structures for each of 

1975, 1980, and 1985. We expect to observe the evolution 

of these structures as diversity increases, in line wih 



the findings of Chandler (1962); Scott (1971); Channon 

(1973); Rumelt (1974); and Thanheiser (1976); and 

Suzuki (1980). 
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In the funct~onal form, the company is broken down into a 

series of spec~alised h~erarch~cal funct~ons (sales, 

product~on, purchasing, etc.) each controlled by a 

spec~alist (function) manager who d~rectly to the 

Chief Executive off~ce. Th~s is the type of structure 

that we would expect to find ~n companies with little or 

no diversification (ie., Cell A companies in this study). 

As diversification increases, operations 

series of divisions based on product and/or 

Each such division will be headed by a General 

into a 

have the resources and services needed to 

autonomous unit. The divisional manager is 

the production and marketing of the product and 

performance evaluation of each unit is done 

as an 

and 

for 

of others. The more diversified companies, those in Cells 

B, C, and D of this stduy, are expected to adopt this 

of structure. The holding company structure is one of 

independent firms which are majority owned and controlled 

by a parent or holding company. Senior executives of the 

holding company are usually members of the management team 

and/or the board of the subsidiary and it through this 

mechanism that influence can be exerted on the strategy 

and performance of the subsidiaries. In fact, we found 

the holding company form to be more popular than we had 

in New Zealand, a finding which we attribute to 

the popularity of acquisition-based diversification 
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strategies. 

7.4 Changes in structures over time 

Each company was assigned to one of the three structure 

categories, described in the previous section, as of 1975, 

1980, and 1985. The results of this classification are 

shown in Table 7.1. 

TABLE 7.1 Trends in structure of New Zealand 
companies, 1975 - 1985 

structure Number of companies: 

1975 1980 1985 

Functional (F) 65 53 42 
Holding Company (H) 11 12 12 
Divisional (D) 27 38 49 

Total 103 103 103 

(Also see Figure 7.1 on the next page) 

Examination of Table 7.1 and Figure 7.1 reveals a 

rise in the number of divisional structures 

over the period studied: between 1975 and 1985, divisional 

structures rose from 26.2% of the sample to 47.6%, a rate 

of increase equivalent to 2 companies per year 

this structure. The organizational changes which occurred 

during the two periods were more radical than the shifts 

in . As shown in figure 7.1 on the next page, the 

divisional structure found widespread adoption over the 

decade and by 1985 almost half of the sample companies 

were in this way. The increased number of 

divisional structures is reflected in a decreased number 

of functionally organised firms: these numbers fall from 

65 in 1975 to 42 in 1985. 
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Over the period the holding company structure remained 

almost unchanged. Movements in structure over the period 

are shown in Table 7.2 below. 

TABLE 7.2 Movements among structure categories, 1975 -
1985 

Movements Number of companies involved: 

1975-1980 1980-1985 1975-1985 

FROM F TO D 8 10 18 
FROM F TO H 4 1 5 
FROM H TO D 3 1 4 

TOTAL 15 12 27 

Over the entire decade under review, there were a total of 

27 changes in structure with no company changing structure 

more than once. In line with the development of more 

diversified strategies, the trend in structure has been 

towards the multi-divisional form. Moreover, as we 

discuss more fully in the next chapter, all of the 

companies who changed structure had previously engaged in 

moves to increase their degree of diversification. 

Structure then appears to follow strategy. 

Given the nature of the data we are using, it is not 

possible to spell out the decision-making process leading 

up to the adoption of a new administrative structure. 

However, some reasonable impressions can be drawn. 

Divisionalisation was often sought as a solution to 

specific problems: increasing pressure from competitors; 

big losses in particular areas of the business; 

acquisition or disposal of part of the business, all 
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prompted top managers to recognise administrative problems 

and hence to new structure. 

While diversification was undoubtedly the fundamental 

cause for the rise of the divisional structure, study 

revealed that considerable and varying time lags between 

diversification moves and subsequent reorganizations 

existed. Apart from that, there are still a few companies 

who are in a single business but organised divisionally 

and others are diversified but managed with functional 

structure. Other factors too have influenced the timing 

of divisionalization. Lack of competitive pressure and 

easy access to technical know-how have been the factors 

responsible for this (Galbraith and Nathanson, 1978). 

Such difficulties as are encountered with traditional 

functional structure are rendered serious when competition 

required improvement of performance, and awareness of the 

availability of technical know-how for effecting such 

improvement is created. The another factor which led 

certain companies to delay or reject divisionalization is 

arising from traditional attitudes and practices of top 

management which did not like or believe in the benefits 

of decentralizated structures (Channon, 1973). The 

initiative and leadership for structural change had to 

come from top management. Therefore, adoption of new 

structure is typically dependent on one or a few 

personalities, and retirements from and succession to top 

management positions are among the key determinants of the 

timing of structural change. Another problem is the 

minority interest of shareholders. Since less than wholly 
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owned subsidiaries (eg. associated companies) are quite 

common in New Zealand, divisionalization either had to be 

proceeded by buying out the minority interest or, if the 

company could not afford this, had to proceed without 

including such companies in the divisional structure. 

Notwithstanding these difficulties, the divisional 

structure has followed diversification strategy on a large 

scale and by 1985 about half of the companies were found 

to be organised divisionally. 

7.5 International comparisons of company structures 

A comparison is possible setting our New Zealand findings 

on structure against some from the USA and the UK. This 

is set out in Table 7.3 and Figure 7.2 on the next page, 

with respect to which the reader is asked to note that the 

time periods and time spans for these studies do differ. 



TABLE 7.3 Company structures in the USA, UK, and New 
Zealand. 

STRUCTURE IN THE USA (from Rumelt, 1974) 

Structure type % of firms with this structure: 
1949 1959 1969 

Functional 62.7 36.3 11. 2 
Functional with subsidiaries 9.8 14.6 9.4 
Holding Company 3.7 1.4 2.4 
Divisional 23.8 47.7 77.0 

STRUCTURE IN THE UK (from Channon, 1973) 

Structure type % of firms with this structure: 
1950 1960 1970 

Functional 56.5 23.9 8.4 
Holding Company 31. 6 42.7 20.8 
Divisional 11. 9 33.4 70.8 

STRUCTURE IN NEW ZEALAND (this study) 

Structure type % of firms with this structure: 
1975 1980 1985 

Functional 63.1 51. 5 40.8 
Holding Company 10.7 11. 6 11. 6 
Divisional 26.2 36.9 47.6 
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Figure 7.2 structure in USA, UK, and 
New Zealand Companies 
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From these comparisons the New Zealand situation does 

emerge quite different from that in the USA and the UK, 

Growth of the divisional structure has been very rapid in 

the US and the UK whereas the rate of movement into this 

structure in New Zealand has been slow (reflecting the 

slow trend to more diversified strategies in New Zealand), 

Another point of dissimilarity is that comparatively the 

divisional structure is well known in New Zealand at the 

beginning of the study, Twenty six percent of the sample 

companies in New Zealand are managed divisionally at the 

start of the research while the figure is only twelve 

percent in UK, This may be due to the reason that 

diffusion of divisional structure took place in 1920s and 

by 1970 it was well known throughout the world (Chandler, 

1962), US companies were quick to imitate it and were 

fairly convinced by the performance achieved through this 

structure by Du Pont and General Motors, the pioneers of 

divisional structure. The idea of divisionalization took 

long time to travel overseas. This is the reason that in 

all countries match of strategy and structure is more 

closer in 1970 than in 1950. So by 1975, in New Zealand, 

the divisional structure was well known and almost all 

the 'highly diversified' companies were organised 

divisionally. Full diversity was more frequent in US and 

UK and it was closely followed by organizational 

adjustments and hence by 1970 almost all US and UK 

diversified corporations were managed divisionally. 

7.6 Conclusions 

This chapter has set out the facts concerning structural 



change in New Zealand with some brief 

comparisons with overseas evidence. The general picture 

as far as New Zealand is concerned is one of very gradual 

shifting towards the divisional structure and away from 

revealed 
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the functional form of 

that only about one-fourth in the sample changed 

the structure between 1975 and 1985. In 1975 functional 

structure is found to be the most 

divisional structure came at the 

form but by 1985 

. The movement in the 

organizational adaptation was not ended in 1985. In fact 

some companies were planning to adopt the divisional 

structure in the next few years. This movement is itself 

consistent with a similar rate of movement into the more 

diversified strategies. A fuller of the 

relationship between strategy change and structure change 

is presented in the next chapter. 
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STRATEGY AND STRUCTURE CHANGES IN NEW ZEALAND COMPANIES 

8.1 Introduction 

This chapter introduces and the company data in 

terms of the adoption of the diversification strategies by 

companies and changes in their structures. 

Companies are assigned into the relevent of 

strategy and structure previously defined in Chapters 5 

and 7. Given the associated moves towards increased 

diversity and divisional structures, the purpose of this 

chapter is to test the general hypothesis that, over time, 

there are an increasing number of diversified concerns 

with divisional structures in the New Zealand s 

This analysis highlights the main transitions that 

occurred and confirms the increased number of diversified 

companies and their subsequent adoption of the divisional 

structure. The converse relationship running from 

structure to strategy is also tested but the results do 

not support this hypothesis. Fi,nally, an examination is 

made of strategy and structure 'match' and of the time lag 

involved in moving from 'mismatch' to 'match! The 

ends with brief concluding remarks. 

8.2 The strategy and structure relationship 

of 

to test the 

in product-market strategy and 

structure over the period 1975-1985 are made 

that diversifaction strategy and 

structure are not independent from each 



other. The basic data are set out in Table 8.1 which 

gives the classification of the sample by strategy and 

structure at the three reference points we have used; 

1975, 1980, and 1985. 
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TABLE 8.1 Strategy and structure of New Zealand 
companies: 1975, 1980, and 1985. 

1975 

structure Number of companies with strategy: 

A B C D TOTAL 

Functional 41 16 8 0 65 
Holding company 1 3 4 3 11 
Divisional 3 9 7 8 27 

TOTAL 45 28 19 11 103 

1980 

structure Number of with strategy: 

A B C D TOTAL 

Functional 35 13 5 0 53 
Holding company 0 4 5 3 12 
Divisional 4 13 11 10 38 

TOTAL 39 30 21 13 103 

1985 

structure Number of companies with 

A B C D TOTAL 

Functional 30 8 4 0 42 
Hnl rliD company 0 3 5 4 12 
Divisional 3 18 17 11 49 

TOTAL 33 29 26 15 103 

It is from the data as set out in Table 8.1 that 

diversified companies tend to adopt the divisional form. 



To test the above ment~oned relat~onsh~p we computed 

Ch~-square stat~st~cs and these stat~st~cs were 

s~gn~f~cant at 1% level ~n all the three per~ods. 

Str~ctly speak~ng we cannot apply the Ch~-square test to 

th~s data s~nce some of the cell values are less than 5. 

So the results may not be very robust but st~ll they are 

The null hypothes~s of no relat~onsh~p 

between strategy and structure ~s rejected at very h~gh 

level. So from these tables ~t can be concluded that 

and structure are not ~ndependent from each 

other. As we see from th~s table, over the per~od, a 

number of cell B and cell C compan~es adopted the 

d~v~s~onal form than any other of the strateg~c groups. 
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In 1975, 32% of all the cell B were organ~sed by 

d~v~s~ons and th~s f~gure ~ncreased to 62% by 1985. 

S~m~ , ~n the case of the cell C compan~es, the 

w~th the d~v~s~onal structure rose from 36% ~n 

1975 to 65% ~n 1985. Over the ent~re decade, around 72% 

of the cell D compan~es were organ~sed d~v~s~onally. 

Hence these stat~st~cs support the hypothes~s that 

d~vers~f~cat~on strategy and organ~sat~on structure are 

not ~ndependent from each other. 

In all three there was no company ~n cell D wh~ch 

also had a funct~onal structure whereas ~t was the 

funct~onal structure wh~ch d~d predom~nate the cell A 

companies. There are only three compan~es in cell A with 

d~vis~onal structures ~n 1975 and 1985. These 

Baillie Farmers Motors Ltd; Taylors Group Ltd; and 

Transport North Canterbury Ltd - were operating ~n the 
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motor dealersh~ps; and laundry serv~ce; and 

transport respect~vely. Throughout the per~od under study, 

these compan~es rema~ned ~n th~s same strateg~c category, 

lend~ng support to the v~ew (Donaldson, 1982) that 

d~v~s~onal~sed f~rms are ~n fact "not more l~kelylt to 

d~vers~fy than are f~rms w~th a funct~onal structure. (In 

1980 Independent Newspapers ~ts structure from 

hold~ng to d~v~s~onal but rema~ned ~n the cell A strateg~c 

category. In 1985 ~t entered the B cell.) In general 

terms the d~v~s~onal structure becomes more common as 

d~vers~ty ~ncreases (from cell A to cell D) and, at the 

same t~me, the funct~onal structure becomes less common 

w~th ~ncreased d~vers~ty. 

We have exam~ned above the relat~onsh~p between 

d~vers~fication strategy and the 

compan~es and found that there is some 

structure of 

between these two. Stud~es by Channon (1973), Rumelt 

(1974), Dyas and Thanhe~ser (1976) and Suzuki (1980) 

supported Chandler's thes~s that d~vers~f~ed 

needed to be supported by d~vis~onal structure. 

Chandler's research implied that the of b~g 

have run towards ~ncreased d~versif~cat~on 

throughout the world and it led to the adoption of 

autonomous and decentral~sed organisation structure. In 

countries like USA. UK, France, W.German and Japan changes 

~n strategies were followed by 

structure and the trend was to adopt 

divisional structure by a divers~fied company. The 

literature supports the view that with increasing 

in 
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of diversification companies will tend to change their 

structure, especially the adoption of divisional 

structure. Strategy-strycture studies done so far tend to 

relate the strategy especially with the adoption of the 

divisional structure. Here also we are trying to explore 

this relationship. We are trying here to relate the types 

of strategies with the adoption of divisional structure 

(emphasis added). Though most of the things are being 

explained in Table 8.1, but here we are trying to 

concentrate more on how the divisional structure has 

increased over the time. We are showing this by 

calculating the percentage of companies having divisional 

structure in each strategy category and these results are 

shown in Table 8.2 below. Percentages of companies in 

each strategy category in the divisional structure are 

calculated by taking the data from Table 8.1. 

TABLE 8.2 Diversification and divisionalisation in 
New Zealand, 1975 - 1985. 

Strategy 1975 1980 1985 -- ---All Div %Div All Div %Div All Div -- -- -- -- -- -- -- --
Cell A 45 3 6.7 39 4 10.3 33 3 

Cell B 28 9 32.1 30 13 43.3 29 18 

Cell C 19 7 36.8 21 11 52.4 26 17 

Cell D 11 8 72.7 13 10 76.9 15 11 

TOTAL 103 27 26.4 103 38 36.9 103 49 

%Div 

9.1 

62.1 

65.4 

73.3 

47.6 

The overview provided by these data shows some movement 

over the period to more structures. Out of total number 
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of companies only 1 in 4 had a divisional 

structure in 1975, this had risen to almost 1 in 2 by 

1985. The movement is also clear if we combine the data 

for strategies "B" and "G": in 1975, only 34% of all firms 

in these two had a divisional structure 

campared to 64% by 1985. The particular relationship 

between diversification and divisionalisation is shown in 

figure 8.1 below. 
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This layout of the data illustrates two points. First. at 

any point in time, the more diversified the company the 

more likely it is to have adopted the divisionalised 

structure and vice versa. The growth of the divisional 

structure is rapid; it almost doubled in 10 years. 

Second, over time, the proportion of a diversified 

companies which have a divisional structure has also risen 

sharply. The trend towards increased diversification 

increased the number of divisional firms from 24 in 1975 

to 46 in 1985. This is particular clear in the case of 

cell Band C companies: in 1975 around one-third of these 

had divisional structures whereas almost two-thirds had 

such a structure in 1985, lending support to the view that 

diversification and divisionalization are correlated. It 

is clear that the chances of diversified companies having 

a divisional structure has increased since 1975. The 

number and percentage of companies divisional 

structure in the diversified categories increased from 24 

and 41.4% respectively to 46 and 65.7%. Over the period 

the the diversification of a firm it is more 

likely to have divisional structure. There are two 

probable reasons for this movement over time. First, we 

have to allow for some lag in adapting structure to a 

diversified Second, the general of 

the economy due to the entry of the United Kingdom into 

the EEC (with New Zealand as a consequence its 

priviledged access to its largest export market) and the 

first of the OPEC oil price increases (introducing 

further deflationary pressures into the New Zealand 

economy), would have produced the competitive commercial 



conditions which are regarded (see Galbraith and 

Nathanson, 1978; p28) as a contingent factor in ca 

the alignment of divisional structures with diversified 

strategies. 

8.3 Diversification by already divisionalised firms 

In the above section we established that strategy and 

structure are not independent from each other but we did 

not analyse the cause and effect relationship between 
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them. We do not know whether it is the diversification 

which leads to change in structure or vice-versa. 

This section is concerned with the dynamics of the 

diversification/divisionalisation link, particularly the 

extent to which structure may be shown to condition 

(rather than vice versa). In essence, the issue 

we want to explore is whether divisionalised companies are 

the more to engage in diversification compared with 

functionally structured companies. Divisionalization is 

more able to manage diversification. Creation of 

divisions facilitate the management of growth through 

product innovations or acquisition. Top gets 

more time to make strategic decisions as it is relieved 

from operations. Production and 

responsibilities are delegated to divisional managers 

hence top concentrates more on the 

decisions, new innovations and acquisitions. The case for 

the relationship between divisionalisation and further 

diversification is put as follows by Rumelt: 

"If a or dominant business firm a 
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product-division structure, perhaps in response to 
relatively minor variations in products, it might be 
more likely to diversify further than if it had not 
re-organised. The general managers in the head 
quarters office, freed from responsibility over 
day-to-day operations, may gain the objectivity 
required to look for opportunity beyond the current 
scope of their business. Furthermore, if 
diversification is attempted, it may proceed more 
rapidly within the administrative climate of the 
divisionalised firm" (Rumelt , 1974, P 76). 

Donaldson's (1982) attempt addresses this question by 

combining the studies on strategy and structure done by 

Channon (1973), Rumelt (1974), Dyas and Thanheiser (1976), 

and Suzuki (1980). On merging the data from these 

studies, Donaldson found that companies with divisional 

structures were not any more likely to engage in 

diversification than were firms with a functional 

structure. Rumelt also could not find any conclusive 

support for such relationship. 

An attempt is made here to explore this relationship in 

which structure in a sense determines strategy. In Table 

8.3 we have tabulated increases in diversity and 

structure. 
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TABLE 8.3 Further diversification and divisional structures 

1975 - 1980 

DIVISIONAL STRUCTURE NON-DIVISIONAL STRUCTURE 

INITIAL No increase Increased No increase Increased 
STRATEGY in diversity diversity in diversity diversity 

A 3 0 36 6 

B 8 1 18 1 

C 5 0 11 1 

Total 16 1 65 8 

1980 - 1985 

DIVISIONAL STRUCTURE NON-DIVISIONAL STRUCTURE 

INITIAL No increase Increased No increase Increased 

STRATEGY in diversity diversity in diversity diversity 

A 3 1 30 5 

B 11 2 14 3 

C 10 1 8 1 

Total 24 4 52 9 

Non-diversifiers are those companies who did not change 

(ie., increase) their diversity during the periods covered. 

(Moves to less diverse strategies eg., from cell C to cell 

B, were also not regarded as increased diversification.) 

The evidence here supports Donaldson's position that there 

is no link between having adopted divisional structure and 

further diversification. If there had been, we would have 

expected to find a large number of firms falling into the 
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second column of this table. In fact, what it shows is that 

divisionalised firms tended not to engage in any further 

diversification and that the most likely diversification 

candidates are non-divisional companies (functional for the 

most part). Single businesses with divisional structures 

are expected to further diversify but it is interesting to 

find that all these three companies did not diversify 

further rather more single business firms with 

non-divisional structure diversified during the decade. 

Moreover during 1975 - 80 two companies who were organised 

divisionally reduced their degree of diversification (eg. 

from cell C to cell B). So, this evidence is in conflict 

with the view that divisional structure is the precursor to 

further diversification. 

The data in the above table suggests that divisionalisation 

does not lead to further diversification. In order to prove 

this proposition we need to develop the specific hypothesis 

and then test it statistically. Actually the data in Table 

8.3 does not give a full disclosure of the facts of 

divisionalisation and further diversification. What we need 

is the proportion of diversifying companies which are in 

functional and divisional structure and then compare the 

differences in the respective proportions. To test this we 

put forward the following null hypothesis that: 

There will not be any differences between the 
proportions of companies diversifying with functional 
structure as well as with divisional structure 
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To test this hypothesis we need to take those companies 

which diversify during 1975-80 and 1980-85. To fit into the 

proposition we are the companies with holding 

company structure (Donaldson, 1982). We are selecting those 

companies which at the of each period are in 

functional and divisional structures and diversify during 

that period (for more detailed discussion of this procedure, 

see Donaldson, 1982). In 1975 and 1980 there are 6 and 7 

companies in the functional structure who 

divers the period 1975-80 and 1980-85. Similarly 

there are 3 and 4 companies in the divisional structure in 

1975 and 1980 who diversify during the period 

1975-80 and 1980-85. Eleven and twelve companies in 1975 

and 1980 are excluded from this analysis since 

were having holding company structure. Table 8.4 below 

contains the results of this procedure. 

Table 8.4 Proportion of companies for 
divisionalisation and diversification 

Structure at the 
start of the period 

Proportion of 
diversifying during the 

1975-80 1980-85 

Functional .092 (65) .166 (42) 

Divisional .111 (27) .081 (49) 

Difference .019 .085 

n.s. p = .05 n.s. p = .05 

a: moves towards greater diversity is considered as 
diversifying but reduction in diversity ego from B 
to A or C to B or D to C is considered as 
undiversifying. If a company remained in the same 
strategy it was considered as undiversifying. 

Statistical test is the difference of proportions, one 



ta~led. Number ~n panentheses are total number of 
compan~es under study. 
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For 1975-80 the proport~on of d~vers~fy~ng cornpan~es ~n that 

per~od ~s h~gher for the d~v~s~onal structure than the 

compan~es ~n the funct~onal structure but the s~tuat~on ~s 

other way round ~n 1980-85. In both the per~ods ne~ther 

d~fference ~s s~gn~f~cant at 5% level and we have to accept 

our null hypothes~s of no d~fferences ~n the proport~ons. 

So we conclude that d~v~s~onal~sat~on does not help further 

d~vers~f~cat~on and ~t supports the results of Donaldson 

(1982). 

8.4 From strategy to structure 

The above d~scuss~on suggests that compan~es try to adjust 

the~r structure to the~r strateg~es. To support th~s 

conclus~on we need more deta~led analys~s of the data by 

apply~ng a d~fferent methodology. What we need here ~s the 

proport~on of d~vers~fy~ng and nond~vers~fy~ng compan~es 

wh~ch alter the~r structure from funct~onal to d~v~s~onal ~n 

a g~ven per~od. Compan~es wh~ch d~vers~fy adjust the~r 

structures by sh~ft~ng from funct~onal to the d~v~s~onal 

form. To test th~s we put forward the follow~ng hypothes~s 

and test ~t subsequently: 

The proport~on of compan~es wh~ch alter the~r structure 
from funct~onal to d~v~s~onal ~s greater for f~rms wh~ch 
commence a g~ven t~me per~od w~th an und~vers~f~ed 
strategy. 

To test th~s hypothes~s we need the proport~on of compan~es 

who d~vers~fy and do not d~vers~fy and change the~r 
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structure from functional to divisional. There are 7 and 8 

diversified companies who changed their structure from 

functional to divisional in 1975-80 and 1980-85 periods 

respectively. There is no company in undiversified category 

which changed the structure from functional to divisional. 

Here also we are ignoring 15 companies who changed the 

structure from functional to holding company since these 

companies do not fit into our hypothesis. Table 8.5 below 

presents the data to test the above mentioned hypothesis. 

Table 8.5 Proportion of companies for strategy 
and structure adjustment 1975-85 

Strategy at the Proportion of companies moving 
start of the from functional to divisional 
period structure during 1975-85 

1975-80 1980-85 

Diversified nil (45) nil (39) 

Undiversified .162 (43) .204 (49) 

Difference .162 .204 
(significant at 5% level) 

Diversified companies are those are having strategy 
B or C or D and companies with strategy A is considered 
as undiversified. For other explanations of terms see 
footnotes to Table 8.4 

The above table shows that the proportions of diversified 

companies shifting their structure from functional to 

divisional in both the periods are higher (eg .. 162 and .204 

respectively) than the undiversified companies and that both 

the difference are significant at 5% level. The probability 

to change the structure is more for diversified companies 

than the undiversified companies. In fact non of 
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undiversified companies the structure from 

functional to divisional. Results of Table 8.5 confirm our 

hypothesis and we conclude that diversified companies alter 

their structure to suit the new strategy than the 

undiversified companies. This analysis also supports the 

discussion at the start of this section. 

8.5 Strategy and structure 'match t 

The evidence supports the view that strategy determines 

structure and the Section 8.3 leads us to discount the 

possiblity that the converse relationship may When 

a mismatch is allowed to develop between the diversification 

strategy and organisational structure of a company, the 

financial performance of the company is reckoned to suffer 

(Donaldson, 1987). To overcome this problem, companies 

re-organise their structures which are to the 

adoption of new strategy, hence leading to a match between 

strategy and structure. In this way structure will 

generally follow strategy but with a time Bearing in 

mind the in this adjustment process, we should observe 

within any cohort of firms over time a marked reduction in 

the proportion of firms operating with a mismatch between 

and structure. The longer the time period the most 

this reduction should be. To be more specific 

we put forward the following hypothesis to be tested in this 

section: 

Over the time period, companies 
structure to the appropriate 
mismatched pairs will be 
than in the year 1975. 

will adjust their 
and the number of 
smaller in 1985 
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To examine this hypothesis we need a more precise definition 

of what we mean by "mismatch" between possible strategies 

and structures. Building on Donaldson (1984), congruent and 

incongruent combinations of strategy and structure are 

defined in figure 8.2. We have three structural forms -

functional, holding company, and divisional - representing 

three increasingly decentralised forms. We also have four 

levels of strategy (cells A, B, C, and D) reflecting 

increasing diversification. Certain combinations of these 

structures and strategies constitute "match" and others will 

create "mismatch" (Donaldson, 1984 and 1987). The twelve 

possible~ombinations of strategy and structure yield five 

congruent and seven incongruent cells (see Figure 8.2). 

FIGURE 8.2 Congruent and incongruent combinations of 
strategy and structure. 

STRATEGY 
STRUCTURE A B C D 

F c i i i c is "congruent" 
i is "incongruent" 

H i i c i 

D i c c c 

This methodology is different from what Donaldson (1987) has 

used. In fact Donaldson had used different methodologies in 

1984 and 1987. In 1984 he showed holding company structure 

as congruent with unrelated diversification (eg. C strategy) 

while in 1987 he considered holding company structure as 

incongruent for all types of diversification strategies. 
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Donaldson argues that since Thompson (1981) found holding 

company structure to be a relatively poor performer 

(relative to other structures) so it should be considered as 

incongruent for all types of diversification strategies. We 

do not agree with Donaldson since in this research, as we 

will see in Chapter 10, the holding company structure is 

found to be superior performer than the functional 

structure. Moreover Pitts' (1976) work also supports to 

consider holding company structure as suitable for unrelated 

diversification strategies. So, for this reason we consider 

it as congruent with unrelated strategies and are following 

Donaldson (1984) in this methodology. 

Regarding this methodology, one may argue that why holding 

structure is congruent with C strategies ego unrelated 

business but not with D strategies ego highly diversified 

business. In the literature (Channon, 1973; Rumelt, 1974; 

Dyas and Thanheiser, 1976 and Suzuki, 1980) the holding 

company structure is shown as transitionary structure 

between functional and divisional structures. The holding 

company structure has been used by diversified companies as 

a transitional phase and as the degree of diversification 

increased the holding company ~tructure was replaced by 

divisional structure. In this research also we found that 

many companies used this structure as a transitionary phase 

before they adopted divisional structure. So this is the 

case we are not considering holding company structure as 

congruent with D strategies ego highly diversified busines. 

In the empirical analysis of Chapter 11 we considered the 

alternative definition of 'fit' in which holding company 
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structure is incongruent for all types of strategies but it 

makes no difference in the overall trends of performance 

differences between 'matched' and 'mismatched' categories. 

This is due to the fact that there is a difference of only 

two cases reclassified as mismatched companies. 

So on the basis of above mentioned methodology we can simply 

add up the number of matches and mismatches at different 

points in time for those companies, 79 in all, which 

remained in the same strategy cell for the whole period 1975 

to 1985. This is done to give the sufficient time to the 

companies who were in mismatch in 1975 to adopt the suitable 

structure by 1985. 10 years time is considered to be 

sufficient long for re-organisation. In 1975, 32.9% (26 

companies) of these companies were operating with a mismatch 

between their strategy and their structure. By 1985 this 

percentage had fallen to 15.2% (12 companies) and this 

difference is significant atleast at 10 percent level (one 

tailed Chi-square test). Hence mismatched companies are 

more likely to adjust their strategy-structure match over 

the time. There were 13 companies who did not change their 

structure over the period and who, therefore, remained 

mismatched for the entire decade. Either these companies 

require more time or there are factors other than 

diversification which trigger the match between strategy and 

structure. 

Also here we want to investigate the time lag between the 

change of strategy and the adoption of the new structure. 

Chandler (1962) had concluded that there was a long time 
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span before the companies the appropriate structure 

to suit their new It means that over a long 

period the structural will be more than the 

short period. To test this time we put forward the 

following hypothesis: 

The proportion of structural adjustments (as defined in 
the previous ) will be greater for diversified 

, when they are examined over the ten year 
than over the five year period. 

To test this hypothesis statistically we calculated the 

proportions of companies shifting from functional to 

divisional structure for 5 year period (eg. 1975-80) and for 

10 year (eg. 1975-85). Here also we excluded three 

who moved from functional to divisional structure. 

There are 8 and 20 such companies in 1975-80 and 1975-85 

respectively who adjusted their structure to the 

Table 8.6 below shows the relative proportion of 

these companies. 

Table 8.6 Proportion of companies moving into 
strategy structure adjustment 

Period Proportion of companies inthe 
structural adjustment 

1975-80 (8) .08 (100) 

1975-85 (20) .20 (100) 

Difference .12 
(signifacnt at 5% level) 

For the explanation of terms see footnote 
of Table 8.4 
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Here in Table 8.6 we see that the proportion of companies 

adjusting their structure is more for 10 year period than 

the 5 year period and the difference is statistically 

significant. It means that over the long period higher 

proportion of companies ad their structure to the 

strategy. These results supports the hypothesis that 

companies need long time period to adjust their structure to 

the strategy and hence supporting the discussion in the 

begining of this section. 

This chapter has the relationship between 

strategy and structure of 103 New Zealand Listed 

over the period 1975 - 85. Changes in diversification 

strategies are associated with changes in 

structures. 

with low 

The functional form is found to be associated 

As diversification proceeds, the 

functional structure gives way to the holding company or, 

more often, the divisionalised structure. So much so that 

by 1985 the divisional structure has become the most common 

form adopted. The adoption of the divisional structure 

occurred as a result of increasing 

that structure follows 

strongly for New Zealand companies. 

The general 

holds quite 

It finds evidence to 

support the view that it is the diversification strategy (or 

in this) which lead to changes in administrative 

structure. It does not find any evidence to support the 

reverse causation ie .. from structure to strategy. It has 

been shown that. over time, firms do their structures 
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to achieve "congruence" with their strategy. The most 

obvious rationale for this adaptation is that there are 

indeed real costs - in terms of inferior financial 

performance - stemming from any mismatch between strategy 

and structure. Over the 

mismatches between company 

markedly but still there was a 

under review, the number of 

and structure did fall 

core of firms 

which remained in a mismatched situation for the entire 

period from 1975 to 1985. Since we found that a long time 

span is required for the structural adjustment, these 

companies need even more time to 

their strategy. 

their structure to 



CHAPTER 9 

STRATEGY AND PERFORMANCE 

9.1 Introduction 

This chapter analyses the financial performance of 

companies in terms of the strategy categories defined in 

previous chapters. Hypotheses regarding performance 

differences among these categories are developed and 

tested. The sample of companies used in this chapter is 

in fact a sub-sample of that used previously. We now 

confine our attention to those companies who remained in 

the same strategy and structure category throughout the 

period of the study (see Rumelt, 1974; and Grant and 

Jammine, 1988 for precedents). The reason for adopting 
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this approach to the sample is that when a company changes 

its strategy and/or structure, the effect on profitability 

takes sometime to appear (Meeks, 1977; Biggadike, 1979). 

During the period of this study there were 79 companies 

which did not change their strategy; 76 did not change 

their structure; and 67 who retained the same strategy and 

structure throughout the period. It is only these 

sub-sets of the total sample that are analysed in terms of 

performance. 

9.2 Data sources and performance measures 

Data on financial performance has been drawn mainly from 

the Annual Reports of the companies for the years from 

1975 through 1985. Other sources such as stockbroker 

summaries and the Mercantile Gazette were used to confirm 



and supplement the information in the Annual Reports. A 

full financial profile was compiled for each company for 

the 11 years, 1975 through 1985 inclusive. 

"Performance" is a multi-faceted phenomenon and hence 

difficult to measure with any precision (Goodman and 

Pennings, 1977). There is as yet no single measure of 
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performance. Most policy researchers have used some form 

of financial measure as their performance criterion and an 

examination of the literature (Thune and House, 1970; 

Ansoff et at, 1971: Rumelt, 1974; Kudla, 1980; Bourgeois, 

1980; and Hambrick, 1983) suggests that some measures are 

more popular than others. On this basis, we have elected 

to use the following six measures of financial 

performance: 

Return on equity (ROE) 

Return on assets (ROA) 

Growth in Net Assets (GNA) 

Grwoth in earnings per share (GEPS) 

Growth in Dividend (GDIV) 

Growth in sales (GSALES) 

The computation formualae for these measures are set out 

in Appendix 7. ROE is a measure of a firm's success in 

providing a return to its ordinary shareholders. ROA is 

also used because it reflects more directly the return on 

all the assets under the control of management - it is 

widely used by managers and by researchers (Ansoff, 1965; 

Bourgeois, 1980) - and it is not affected by differences 
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in the capital structure among firms. GNA is a general 

growth indicator. EPS is frequently used in evaluating a 

firm's past performance and in assessing its future 

earnings potential. GDIV is a measure which reflects the 

short term return on investment by the equity holders. 

GSALES measures the firm's success in its markets. In 

this study we compute 11-year averages of each measure and 

then convert this to an annual equivalent rate. This 

long-term approach to measuring performance is considered 

necessary to reduce short-run fluctuations in performance 

variables. 

The next section begins our analysis of the performance 

differences between companies who remained in different 

strategic groups for the whole period under review here. 

Table 9.1 presents the make-up of this sub-sample of 

companies. 

TABLE 9.1 Companies subject to performance 
analysis: by strategic group 

Strategy Companies: % of total 
no. % sample 

Cell A 33 42 32 
B 21 26 20 
C 14 18 14 
D 11 14 11 

TOTAL 79 100 77 

9.3 Hypothesis on diversification and performance 

Despite conflicting results in previous studies, there are 

a number of hypotheses which have been put forward bearing 

on the relationship between the diversification strategy 



of a company and ~ts econom~c performance. Draw~ng on the 

l~terature rev~ew ~n Chapter 4 above, the ma~n hypothes~s 

to be explored here ~s as follows: 

The general relat~onsh~p between f~rm d~vers~ty and 
performance ~s non-l~near, w~th ult~mately lowered 
performance be~ng assoc~ated w~th 
unrelated-d~vers~f~ed f~rms. (Marr~s, 1964; Rumelt, 
1974; Johnson and Thomas, 1987). 

There are two po~nts to support th~s hypothes~s. F~rst, 

d~vers~f~ed companies will perform better than 

non-diversified compan~es because the already-d~vers~fied 

company can alter its product portfol~o ~n order to move 

into the most profitable product markets. Second, 

related-d~vers~fiers w~ll out-perform 

unrelated-d~versif~ers because of commonal~t~es ~n 

management, marketing and/or technology (Aaker, 1984). 

The preliminary analys~s of d~vers~ty and performance ~s 

contained ~n Table 9.2 below. 
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TABLE 9.2 One-way analysis of variance on strategy and performance 

PERFORMANCE: 

ROE Mean 
SD 
No. 

ROA Mean 
SD 
No. 

GNA Mean 
SD 
No. 

GEPS Mean 
SD 
No. 

GDIV Mean 
SD 
No. 

GSALES Mean 
SD 
No. 

DIVERSIFICATION STRATEGY: 
(Increased diversity ~ ) 

Cell A Cell B Cell C 

35.62 56.46 54.56 
18.88 17.95 26.45 
33 21 14 

12.07 15.55 13.71 
8.07 4.47 4.30 

33 21 14 

19.38 30.15 30.85 
16.24 18.29 13.62 
33 21 14 

6.61 15.36 11.63 
7.81 6.65 7.29 

33 21 14 

4.73 13.21 14.41 
7.38 5.31 7.90 

33 21 14 

24.89 39.93 32.30 
15.80 12.03 13.36 
33 21 14 

Note: Significance levels: a=l%; b=5%; 

Cell D Overall F-ratio 

51.13 46.67 6.36& 
10.57 21.24 
11 79 

11.99 13.27 1. 59 
1.28 6.17 

11 79 

24.98 25.03 2.841:> 
8.60 16.16 

11 79 

12.40 10.63 6.249. 
8.28 8.22 

11 79 

11.91 9.70 11.019. 
3.87 7.77 

11 79 

32.23 31.23 5.349. 
7.90 14.65 

11 79 

c=10% 



Table 9.2 shows 11 years average performance on the six 

variables by strategic category for those firms (79 in 

all) which pursued unchanged diversification strategies 
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over the period 1975-85. The F-ratios reported here refer 

to testing whether or not the average values for the four 

strategy types are significantly different from one 

another. As the table shows, the null hypthesis of equal 

means is rejected at the 1% significance,level on ROE; 

GEPS; GDIV; and GSALES. The hypothesis of equal means is 

also rejected for GNA at the 5% significance level. 

were no significant differences on the ROA variable. 

There 

Of the four strategic groups considered here, firms in 

Cell B (related diversified) have, on average, the highest 

levels of ROE, ROA, GEPS, and GSALES. Firms in the C 

group - unrelated diversified - have the highest levels of 

GNA and GDIV. What is clear from this table is that some 

level of diversification is better (in terms of 

performance) than either no diversification at all (the 

cell A companies) or very high levels of diversity (cell 

D). The mean performance of the cell A companies is 

consistently below the overall mean performance on all six 

variables. 

The results in Table 9.2 are similar to the pattern of 

findings reported by Rumelt (1974) although, at this stage 

we cannot confirm if related diversifiers (B) perform 

significantly better than unrelated diversifiers (C). Our 

highly diversified group (D) does not have a strict 
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counterpart in Rumelt's work but comes close to his 

conglomerate grouping. In each study this most diverse 

group does underperform the related and unrelated groups. 

9.4 Pairwise comparison of performance and diversity 

The second stage of the analysis includes use of the 

Scheffe method of mUltiple comparisons (Miller, 1966) 

which allows for simultaneous testing of pairwise 

comparisons in an analysis of variance - such as, for 

example, the examination of pairwise differences between 

the four diversification strategies. For each of the six 

performance variables, this method of mUltiple comparisons 

is used to determine which of the six possible comparisons 

(A-B; A-C; A-D; B-C; B-D; C-D) are statistically 

different. This method uses a test statistic which 

follows an F-distribution and, in these circumstances, it 

is more appropriate than the series of t-tests performed 

by Rumelt ( for reasons see Hair et aI, 1971, p. 135; 

Hays, 1973, p. 593). The one-way ANOVA in Table 9.2 has 

enabled us to reject the null hypothesis that all group 

means are equal. But we need to conduct further tests to 

determine exactly where the significant differences lie 

between the groups. 

shown in Table 9.3. 

The outcome of the Scheffe method is 
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TABLE 9.3 Scheffe method of multiple comparison on strategy and 
performance (elements are differences between means) 

PERFORMANCE PAIRS OF STRATEGIES BEING COMPARED: 
VARIABLE A - B A - C A - D B - C B - D C - D 

ROE -20.84 -18.94 -15.51 1. 90 5.33 3.43 
(Significance (1%) (1%) (5%) (ns) (ns) (ns) 

level) 
ROA -3.48 -1.64 0.08 1.84 3.56 1.72 

(10%) (ns) (ns) (ns) (ns) (ns) 

GNA -10.77 -11.47 -5.60 0.70 5.17 5.87 
(5%) (5%) (ns) (ns) (ns) (ns) 

GEPS -8.75 -5.02 -7.79 3.73 2.96 -1.04 
(1%) (5%) (5%) (ns) (ns) (ns) 

GDIV -8.48 -9.68 -7.18 -1.21 1.30 2.50 
(1%) (1%) (5%) (ns) (ns) (ns) 

GSALES -15.04 -7.41 -7.34 7.63 7.70 0.07 
(1%) (ns) (ns) (ns) (ns) (ns) 

Note: ns means not significant atleast at 10 percent level 
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These results show that there are indeed very significant 

differences between the A group and all the other 

categories: on all six variables the A group have 

consistently low Most of the significant 

differences are between the A and B groups. There are no 

significant differences between B (related diversified); C 

(unrelated diversified); and D (highly diversified). The 

overall by Table 9.3 is that only the A 

strategy is different from the others and there is no 

significant difference between related and unrelated 

diversification 

The Scheffe method does reveal that the significant 

differences in Table 9.2 (on the ANOVA) were a 

reflection of the difference between the A group and 

all the others. If the difference between the A category 

and the others had been less pronounced, the overall ANOVA 

results themselves would have been less significant. In 

, the Scheffe method will reveal differences among 

individual group means that may not have been in 

the ANOVA. As an example of this, Table 9.2 no 

difference among the group means on the ROA variable. 

However, in Table 9.3, the Scheffe method shows that there 

is in fact a significant difference (albeit at the 10% 

level) between the mean ROA of group A and group B. Since 

Rumelt (1974) did not conduct any we 

cannot locate where the significant differences were in 

his analysis and so the possibility remains that there 

were in fact no significant performance differences 

between his related and unrelated 
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There are several from which company 

performance could be measured each different 

stakeholder interests in the firm. Berle and Means (1932) 

noted that in large companies, ownersh and management 

had to a large extent become and they suggested 

that, as a consequence, such a company may with a 

variety of objectives, some of which may be in conflict at 

any point in time. The classical economic of the 

firm holds profitability as the sole criterion function 

but Penrose (1959) put forward growth as an 

objective of managerially-controlled firms. Hence a 

potential for conflict between profitability (for 

and growth (for the managers). This study has measured 

performance on the basis of both profitability and 

These then are likely to be conflicting objectives and, 

furthermore, the measures used in each case are to 

be fairly closely correlated. To resolve these problems 

we have used Factor Analysis to construct a composite 

performance variable. 

The average group performance scores in Table 9.2 should 

be taken as suggestive rather than definitive at this 

Across the six variables the ranking of the groups 

is unstable. Group B firms are ranked first on ROE, ROA, 

GEPS, and GSALES, while group C firms are the first ranked 

on GNA and GDIV (and ranked second on ROE, ROA, and 

GSALES). No strategy has the same rank on all six 

variables and so we cannot conclude which particular 
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strategy (A, B, C, or D) is superior over all the 

performance measures. In other words, which strategy is 

best still depends on one chooses to define "best". To 

help resolve this problem, a composite index of 

performance is constructed using Factor Analysis (see 

Bourgeois, 1985, for a similar approach). This means that 

performance can be re-defined as a composite of all the 

variables of Table 9.2 averaged over the period 1975-85. 

In fact, this approach extracted two performance factors: 

the empirical results are set out in Tables 9.4 to Tables 

9.10 below and discussed subsequently. 
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TABLE 9.4 Pearson product-moment correlations among 
performance variables for 

ROE ROA GNA GEPS GDIV GSALES 

ROE 1.000 
ROA 0.4978. 1.000 
GNA 0.281"- 0.120 1.000 
GEPS 0.:365"'- 0.26691. 0.1951::> 1.000 
GDIV 0.518"" 0.297'" 0.402""- 0.566"'- 1.000 
GSALES 0.240""- 0.207"'- 0.4338. 0.497'3. 0.416"'- 1.000 

Note: a: significant at 1%; b: significant at 5%. 

TABLE 9.5 Factor structure and communalities of performance 
variables for strategy 

Variable Communalities Factor Eigen % of 
value variance 

ROE 0.7114 1 2.8044 
ROA 0.7262 2 1.0568 
GNA 0.5493 
GEPS 0.5427 
GDIV 0.6598 
GSALES 0.6718 

TABLE 9.6 Rotated (orthogonal) factor matrix 
of performance variables for strategy 

Variable Factor 
I II 

GSALES 0.8142 0.0939 
GNA 0.7411 0.0060 
GDIV 0.6500 0.4871 
GEPS 0.6179 0.4010 
ROA 0.0088 0.8521 
ROE 0.2581 0.8030 

46.7 
17.6 

Cumulative 
% 

46.7 
64.4 



TABLE 9.7 Factor score coefficient matrix 
of performance variables 

Factor 
I II 

ROE -0.0782 0.4895 
ROA -0.2420 0.5963 
GNA 0.4428 -0.2108 
GEPS 0.2543 0.1025 
GDIV 0.2485 0.1537 
GSALES 0.4611 -0.1703 

TABLE 9.8 Grand means and standard deviations 
of performance variables for 

Variable Mean Standard 
deviation 

ROE 46.68 21.24 
ROA 13.28 6.17 
GNA 25.05 16.16 
GEPS 10.63 8.22 
GDIV 9.70 7.77 
GSALES 31.23 14.65 

Note: Number of cases = 79 

As is evident from Table 9.6 above, the first factor is 

based on measures of growth (and is henceforth GRTH) and 

the second factor is based around (PRTF). 

These factors were derived by using the SPSS-X package on 

Prime computer. The criterion for this two 

factor solution is that it explains 64.4% of the total 

variance among all six performance measures (Bourgeois, 

1985). 
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For each company a vector of factor scores for GRTH and 

PRTF was calculated as follows: 

GRTH = F.z 

PRTF = F.2 
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where F ~s the factor score coeff~c~ent matr~x (Table 9.7) 

and 2 ~s the vector of standard~sed values of the s~x 

var~ables wh~ch have been factor (Rummel, 1970). 

For example, from the factor score coeff~cent matr~x ~n 

Table 9.7, we constructed GRTH and PRTF of company "1" as 

follows: 

GRTH 1 = (-0.0782).Z1 + (-0.2420).22 + (014428).23 + 

(0.2543).24 + (0.2485).25 + (0.4611).26 

PRTF 1 = (0.4895).21 + (0.5963).22 + (-0.2108).23 + 

(0.1025).24 + (0.1537).25 + (-0.1703).26 

where 2n represents the standard~sed values of var~ables 

ROE, ROA, GNA, GEPS, GDIV, and GSALES Thus 

21 (ROE of company "1" m~nus the average ROE of all 

) the standard dev~at~on of the 

average ROE for all compan~es. Sim~larly for 22 to 25. 

So, by applying th~s methodology, we calculate GRTH and 

PRTF as ~rformance variables from all the six var~ables 

for each of the 79 companies. In the subsequent 

of th~s methodolgy ~s applied throughout the 

rest of the chapter and as well as ~n the 

and d~scuss~on concentrates around these two 

var~ables. 
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Table 9.9 below presents the results of a one way ANOVA on 

GRTH and PRTF by the strategy groups. In contrast to 

Table 9.2, we now have a very clear and uniform trend 

across all the four strategic categories. 

TABLE 9.9 ANOVA on strategy and composite 
performance variables for strategy 

Composite performance variable: 
-

strategy GRTH PRTF --
Mean SD Mean SD 

Cell A -.55 1.00 -.37 1.17 
B 0.54 0.90 0.40 0.86 
C 0.32 0.81 0.24 0.85 
D 0.18 0.50 0.00 1.00 

Overall 0.00 1.00 0.00 1. 00 

F-ratio 7.6028- 3.2061:> 

Note: a: significant at 1%; b: significant at 5% 

It is now clear that on both these variables the related 

diversified (group B) firms are the better performers and 

the single business (A group) companies are the poorest 

performers. Unrelated (C) and the highly diversified 

group (D) are ranked second and third respectively on both 

these variables. The F-values on both the composite 

variables are significant ie., we can reject the null 

hypothesis of equal means. The results then reveal 

significant differences among firms in all the four 

strategic groups with respect to GRTH and PRTF. The group 

means for both performance measures reveal a consistent 

pattern of rank ordering. The results of a Scheffe method 
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of pairwise comparison on GRTH and PRTF (by strategy) is 

set out in Table 9.10. 

TABLE 9.10 Scheffe method of multiple comparison of 
strategies in terms of performance measures 

Performance Pairs for Difference Significance 
variable comparison level 

GRTH A - B 1. 09 0.01 
A - C -0.84 0.01 
A D -0.73 0.05 
B - C 0.22 ns 
B - D 0.36 ns 
C - D 0.14 ns 

PRTF A - B -0.77 0.01 
A - C -0.61 0.10 
A - D -0.40 ns 
B - C 0.16 ns 
B - D 0.37 ns 
C - D 0.21 ns 

Note: ns means not significant atleast at 10% level. 

The results in Table 9.10 are similar to those in Table 

9.3: it confirms significant differences between the A 

group and all other groups but no such marked 

difference between the related (B) and unrelated (C) 

groups. 

9.6 Diversification. firm characteristics. and 

Although diversification strategy and, possibly, the "fit" 

between and structure, appears to be one 

determinant of company performance. there are many other 

factors that are likely to have some role in determining 

, eg., firm size, risk. leverage, industry 

type, , market share, research and 
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development, techn~cal opportun~ty, and administrative 

structure. In order to isolate the net effect of strategy 

on performance, it is necessary to control for the effects 

that such other factors have on performance. In this 

study we could not take all such factors ~n account (in 

most cases because of lack of data). The part~cular 

effects of structure and the - structure "fit" 

are dealt with in the follow~ng 

the impact of s~ze, leverage, risk, 

Here we look at 

oppportunity, and ~ndustry type, on the strategy -

performance relat~onsh~p. In organisation 

theory, all of these elements are seen as important 

determinants of the performance of a firm. The basic 

hypothesis here ~s that, in addition to diversificat~on 

strategy, these five factors also have a predictable 

~nfluence on company performance. Rumelt (1974) does not 

take ~nto account the influence of any such factors and we 

regard this as a particular shortcom~ng of his work. 

In Table 9.11 below we set out some of the evidence on the 

link between strategy and s~ze; ; and risk. Size 

~s measured by tak~ng the log of assets (11 year average) 

- see Grant and Jammine, 1988; Hall and Weiss, 1967. 

Risk, calculated w~thin-company r~sks over 11 years and 

then across companies, is measured by the 

coefficient of variation of EPS. Leverage is the 11 year 

average of the ratio of total debt to total assets. 

Industry participation and technical opportunity are not 

shown in this table: their impact on firm 

captured later through the use of dummy variable 

is 
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representation in a regression estimation. What 

Table 9.11 shows clearly is that size; leverage; and risk 

are associated with different types of (diversification) 

strategies. The overall F-ratio is used to test the null 

hypothesis of equal means and this is rejected at high 

significance levels. 

TABLE 9.11 ANOVA on 
size; leverage; and risk 

Strategy 
Mean S.D 

A 15.72 1. 49 
B 16.78 0.92 
C 17.38 0.92 
D 18.72 1.15 

Overall 16.71 1. 58 

F-ratio 11.82a 

and company 

Leverage 
Mean S.D. Mean S.D 

21.93 12.62 57.58 28.31 
26.25 9.87 47.80 21.70 
30.34 11.82 33.17 9.52 
32.50 9.46 31.83 8.12 

26.04 11.89 47.06 24.24 

3.27° 6.049. 

Note: a: at 1%; b: significant at 5%. 
Size is the assets, leverage is the 
debt/asset ratio and risk is the coefficient of 
variations in EPS. 

In regard to size, it may be inferred from Table 9.11 that 

size varies directly wih the level of diversity: as size 

increases so does diversity (see 9.1 on the next 

page) . 
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There has also been considerable studies of the 

relationship between firm size and performance. In their 

study of 300 FORTUNE 500 companies, Hall and Weiss (1967) 

found a positive relationship between size and 

performance. They suggested that access to capital 

markets and efficiencies deriving from capital intensive 

lead to lower costs and higher margins for large scale 

enterprises. Montgomery (1979) also argues that it is the 

significance of economies of scale which leads to better 

performance in larger firms. However, these findings are 

in conflict wih those produced by Whittington (1971) and 

Child (1974) in separate studies of British firms. 

reports no relationship at all between' size and 

Child 

performance. Both Whittington and Child reveal that there 

are differences in technology and cost structure among 

industries that directly influence performance. Therefore 

inter-industry studies that fail to allow for such 

differences are likely to lead to contradictory results. 

Risk has been increasingly incorporated as an important 

strategic variable in the literature of strategic 

management (Bettis, 1981; Bettis and Hall, 1982; Baird and 

Thomas, 1985). Any relationship between diversification 

and risk will reflect the view that diversifiation is done 

to disperse risk (Beattie, 1980; McDougall and Round, 

1984; Rumelt, 1974; Westerfield, 1970). Diversified firms 

can offset their failures in some product-market fields by 

success on other fields. In general, therefore, 

diversification diminishes risk. In the present study 

this is confirmed: single business (group A) firms are 



highly risky whereas there is a much lower degree of 

measured risk in the most highly diversified companies -

see Figure 9.2 following. 
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Empirical work on the relationship between performance and 

risk has been limited. Out of 47 profitability studies 

reviewed by Weiss (1974), only one included the measure of 

risk per se. In their study of the oil industry, Armour 

and Teece (1978) found a negative relationship between 

return on equity and the variance in return on equity, but 

the coefficient of risk was not statistically significant. 

In a study of 11 different industries, Fisher and Hall 

(1969) found a positive relationship between risk and 

profit within industries. Bowman (1980) studied the 

relationship between risk and return at the industry level 

involving 85 industries. He found a negative risk/return 

relationship in 56 industries; a positive risk/return 

relationship in 21 industries; and no relationship at all 

in 8 industries. Bowman's results indicate that the 

relationship between risk and performance is associated 

with the type of industry. Bettis and Hall (1982), in a 

study of 80 large diversified firms from 1973 to 1977 

found that conglomerate firms exhibited a positive 

relationship between risk and return while, for the 

related diversified firms, there was either no 

relationship at all or a negative one. 

Because of the importance of risk and the mixed nature of 

the evidence regarding the relatoinship between risk and 

performance, the risk variable is included in this study. 

To measure risk, the coefficient of variation of earnings 

per share (EPS) over the period 1975 to 1985 is used. As 

a working hypothesis, a positive relationship is assumed 

between risk and performance. 
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Turn~ng now to d~vers~f~cat~on and poss~ble r~sk 

reduct~on may enable a f~rm to ~ncrease f~nanc~al 

leverage. S~nce h~ghly d~vers~f~ed f~rms are less r~sky 

(see Table 9.11 and 9.2), these f~rms can ra~se 

more debt from the market. S~nce r~sk goes on decreas~ng 

w~th the ~ncreas~ng level of d~vers~ty, so the leverage 

level depends on the 

9.11 and F~gure 9.3). 

of d~vers~f~cat~on (see Table 

Weston and Mans~nghka (1971) and 

Prosper and Sm~th (1971) found conglomerates to be more 

h~ghly than non-conglomerates. However, Mueller 

(1977) cons~dered that ava~lable emp~r~cal ev~dence 

suggested that conglomerates had s~gn~f~cantly 

leverage than non-conglomerates before they d~vers~f~ed, 

expans~on-or~ented suggest~ng more 

than other f~rms. The study ~nd~cated that ~t ~s not the 

d~vers~f~cat~on but the type of management wh~ch 

determ~nes the rat~o. McDougall and Round (1984) 

found that diversify~ng companies, on average, used debt 

to a s greater extent than did the 

non-d~vers~fying f~rms. In a recent study on 305 large UK 

manufactur~ng companies, Grant and Jamm~ne (1988) found 

that h~ghly d~vers~f~ed firms used h~gher 

both low and und~vers~f~ed firms. 

than 
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The research on diversification, leverage, and 

performance, is scanty. In a recent study by Grant and 

Jammine (ibid.) it was found that high leverage was 

strongly associated with low profitability. The 

ratio reflects a management choice between expected return 

and risk in financing decisions. Because the cost of debt 

is fixed and lower than the explicit cost of 

, the use of debt in good times provides 

higher returns. However, in bad times, this financial 

returns. 

less 

will work against the firm and further decrease 

Moreover, since highly diversified firms are 

these firms can raise more debt at lesser cost 

than low or non-diversified firms. In this way their cost 

of is reduced and profitability increased. 

what we call "technical opportunity", a 

theoretical basis is provided (Madique and Hayes, 1984) 

that to the dependence of performance on the type 

of technology used. There are industries in which highly 

advanced is used and it is expected that 

technology-based products will enjoy a temporary monopoly 

status and hence rise to superior performance. So, 

if a company is operating in a technologically advanced 

industry. it will have performance superior to that of a 

company belonging to a less advanced industry. The 

decision to include this technology factor here is based 

on the work by and Round (1984), which showed 

that companies in the technologically advanced industries 

earned significantly higher returns than companies in 

industries with less technological opportunities. So, the 
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working hypothesis here is that those companies with high 

technical opportunity are expected to earn higher rates of 

return than the companies with low or no technological 

opportunity. 

Note that McDougal and Round (1984) do not give an 

operational definition of "technical opportunity" 

simply give a list (in manufacturing sector only) of 

different two-digit SIC industries deemed to have 

They 

"technical opportunity". Though a theoretical base is 

provided in Madique and Hayes (1984), McDougal and Round 

(1984) did not take that basis to put the companies into 

technical and non-technical opportunity categories. ,The 

work of Madique and Hayes (1984) says that if, in any 

industry, research and development (RD) expenditure is 

greater than three percent of sales, then that industry 

should be considered as "high tech" industry. We tried to 

adopt that basis in this study but found that in New 

Zealand manufacturing sector there is no industry where RD 

expenditure to sales is even one percent. Since we could 

not apply that basis here, we computed the simple 

correlation coefficient between industry RD expenditure to 

sales and a dummy variable representation of the presence 

of "technical opportunity" (1 if the industry has 

"technical opportunity" and 0 otherwise). The list of 

industries having "technical opportunity" or "no technical 

oppoctunity" was taken directly from the work of McDougal 

and Round (1984). This yielded a correlation coefficient 

of +0.60 between industries having "technical opportunity" 

in the manufacturing sector and industry RD expenditure to 
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sales. The "technical opportunity" industries had a mean 

RD to sales percentage of 0.74. This compares with a mean 

of 0.41 for other industries. On the basis of these 

findings, we are inclined to conclude that there may 

indeed be a basis, in fact, for McDougal and Round's 

(1984) selection of industries. Due to the unavailability 

of RD expenditure in the non-manufacturing sector we have 

had to proceed by assumption. It is reasonable to assume 

that,the manufacturing sector will have large RD 

expenditures than the non-manufacturing sector and hence 

we have treated all the non-manufacturing industries as 

having no technical opportunity. 

Finally, with regard to industry participation, different 

industries have different structural characteristics and 

these will have an impact on the average level of 

performance in each industry. Rumelt's 1974 work has been 

criticised because it did not take into account any such 

industry effects. Bettis and Hall (1982) showed that 

superior performance enjoyed by related-diversified 

companies in Rumelt's study was not due to the 

diversification strategy but, instead, due to the presence 

of pharmaceutical firms in that particular sub-sample. 

Recently too, Grant et al (1988) state that industry 

effects have in fact explained a major part of the 

variation in company profitability. 

9.7 Empirical analysis of diversification strategy, firm 

characteristics, and economic performance. 

It is not valid to study the performance differences among 
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various strategic without allowing, as far as 

possible, for the impact of other factors which have been 

shown to influence performance. Rumelt's classic work can 

be questioned on this basis ie., the results might have 

been different if these other factors had been taken into 

account. Our objective here is to assess the impact of 

diversification strategy on performance whilst taking into 

account these other influences. 

Our measures of diversification (A, B, C, and D) 

have been defined above and discussed at length. So too 

the measures of performance, GRTH and PRTF. The "other 

influences" taken into account here are company size; 

; risk; technical opportunity; and industry 

participation. Of this group of variables, only technical 

opportunity and industry participation call for further 

discussion at this stage. 

=-::~====-"'::::"'==:"'====:"::::..L: all the companies under study have 

been divided into two groups - manufacturing and 

, according to the New Zealand Standard 

Industrial Classification (NZSIC). In the NZSIC, 

operating in two digit industries 31 39 

are classified as manufacturing and all others are 

All the manufacturing SIC industries 

have been divided into two further groups: those deemed to 

have "technical opportunity" following McDougall and Round 

(1984) and those without such opportunity. The 

manufacturing industries with such opportunity are SIC 35 

(chemicals, I coal, rubber, and plastic 
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products); SIC 36 (manufacturing of non-metallic mineral 

products); SIC 37 (basic metal industries); SIC 38 

(manufacture of fabricated metal products, machinery, and 

equipment). The rest of the manufacturing sector and all 

of non-manufacturing are considered to have no technical 

opportunity. 

Industry participation: all the companies in the sample 

participate in a total of 19 two-digit SIC industries. We 

have mapped the 79 companies to one of 10 industry 

groupings of SIC divisions. Subject to the diversity of 

the companies, we have sought homogeneity within these 

groups and a reasonable spread of companies across them. 

The allocation of companies to industry groupings is set 

out in Table 9.12. 



TABLE 9.12 Number of companies by re-defined industry 
groupings for strategy 

Group Areas included SIC 
codes 

NO. of 
cos. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Food, beverages, tobacco 31 

Textile wearing apparel and 32 
leather goods 

Chemicals; petroleum, coal 34+36+37 
rubber/plastic products 

Fabricated metal products, 35 
machinery and equipment 

Other manufacturing; basic metal 38 
industries; paper products; 
non-metalic minerals 

Wholesale trade 61 

Retail trade 62 

Transport, Finance, Real Estate 71+81+83 

Other services: Sanitary; 92+94+95 
Recreational; Personal/household 

Other industries; Electricity/Gas; 41+51+22 
Crude oil exploration; Building 
construction. 

In order to examine the relationship, the following 

10 

7 

6 

11 

10 

7 

9 

8 

6 

5 

regression model was estimated using stepwise ordinary 

least squares (Grant and Jammine, 1988). Backward 

elimination procedure is used (on SPSS-X) setting the 
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significance level at 10 percent to select the appropriate 

subset of independent variables from the total set 

included in the model as follows: 

opp) + B5 (Strategy B) + B6 (Strategy C) + B7 (Strategy D) + 

Be(Group 2) + B9 (Group 3) + B10 (Group 4) + B11 (Group 5) + 
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B'2(Group 6) + B'3(Group 7) + B'4(Group 8) + B,s(Group 9) 

+ B'6(Group 10) + e 

So, in this formulation the strategies B, C, and Dare 

entered as dummy variables with the value 1 or 0 depending 

on the diversification strategy of the firm. Note that 

for the single business category (A) the dummy variable is 

excluded because, if all the binary variables were 

included, the normal regression equation will not be 

independent and so will not have a unique solution. 

Hence, Bo includes (amongst other things) the effect of 

the single business strategy (see Neter and Wasserman, 

1974; p 299). The coefficients of the other strategy 

variables represent the differential performance 

associated with these strategies as compared with the 

single business strategy. For example, if Bo = 0.20 and 

Bs = 0.05, this would indicate that, on average, firms 

with the B strategy obtain a 25% return on the performance 

variable (GRTH or PRTF) , which would be 5 percentage 

points above the average for strategy A firms. (For a 

discussion of binary model~ see Kmenta, 1971, pp 409-429). 

Technical opportunity (TO) is also a binary variable that 

takes the value 1 if the company has some technical 

opportunity and 0 otherwise. Industry effects are allowed 

for by putting in the dummy variables to reflect the 

industry group involved. For example, the value 1 is 

assigned if a company is participating in that industry 

group, otherwise 0 is used. Group 1 (food, beverages, 

tobacco) is the excluded category here and so the 

estimated coeficients show the impact of each industry 



group on performance to that of the excluded 

category. P, the variable, is performance ie., 

growth as measured by GRTH and profit (PRTF). Table 9.13 

sets out the correlation matrix among the variables (apart 

from the dummy variables). As Table 9.13 shows, there may 

be some problem of multicollinearity among our control 

variables of , risk and size. Multicollinearity 

is a problem with which we have to live since it cannot be 

eliminated If there is multicollinearity 

between two or more variables it reduces the significance 

levels of the estimated coefficients but does not bias 

these coefficients. Multicollinearity here among the 

control variables is also of lesser significance to the 

extent that such variables are not the main focus of 

Our study. 

highly 

this study. 

using 

analysis did, in fact, lead us to 

coefficients on the variables used in 

Moreover, this problem was taken into account 

regression which evaluates and selects the 

best combination of significant explanatory variables. 

The same procedure is applied to the 

of performance in Chapters 10 and 11. 
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TABLE 9.13 Correlation matrix of variables in the 

regression analysis for strategy on the determinants 

of peformance. 

Variable GRTH PRTF 

GRTH 1. 00 

PRTF -0.00 1. 00 

Leverage 0.15":: -0.13 

Risk -0.12 -0.40"'-

Size 0.429. 0.12 

Note: a:significant at 1%; 

c:significant at 10% 

Leverage Risk Size 

1. 00 

-0.168. 1. 00 

0.37 C -0.43"'- 1. 00 

b:significant at 5%; 
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Following this, Table 9.14 now reports the results of the 

regression analysis which seek to isolate the net impact 

of strategy on economic performance. 



TABLE 9.14 Regression coefficients (non-standardized) of 
stepwise regression analysis of company performance on 
strategy 

Independent variables Deoendent v3riable: 
GRTH 

Constant term -4.35 
(t-value) (-4.42)'" 

Strategy B 0.72 
(3.27)'" 

Strategy C 0.48 
(1.88)<:: 

Group 7 -0.51 
( 1.73)<::: 

Group 8 0.67 
(2.21)1:> 

Size 0.24 
(4.11)"'-

Group 10 

Group 3 

Group 6 

Group 9 

Risk 

Adjusted R2 0.345 
No. of observations 79 
F-statistic 9.20'" 

(5,73) 

Note: a, b, c: significant at 1%, 5%, and 10% 
respectively. 

PRTF 

1.11 
(5.13)"'-

0.56 
(2.91)8. 

-0.55 
(-1.99)1:> 

-0.99 
(-3.55)'" 

-1.26 
(-3.91)B. 

-0.92 
(-2.85)B. 

-0.80 
(-2.53)8. 

0.80 
(2.42)'" 

-0.02 
(-5.52)B. 

0.485 
79 

10.19"'-
(8,70) 
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TABLE 9.15 Relative contribution of different variables 
to the explanation of company performance on straregy. 

Independent variables Dependent variable: 
GRTH PRTF 

(%) (%) 

Industry effects 33.1 54.5 

Strategy effect 32.6 12.2 

Size 31.4 0.7 

Risk 0.7 30.4 

Leverage 0.3 lo9 

Technical opportunity lo9 0.3 

These regression models have no with outliers 

graphs of outliers and the residuals are presented in 

Appendix 8. The models indicate that the firms with 

strategy B outperform those following A on both GRTH and 
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PRTF (by about 72% and 56% respectively ego the respective 

regression coefficients). Also the C group perform better 

than A on GRTH (by some 48%): the relevant coefficent on 

PRTF is positive but not significant. D is 

inferior to both Band C on each measure: it 

is not significantly different from A. Overall the 

related diversified group (B) performed ahead of the 

unrelated group (C) as well as the highly diversified 

group D. Thus, even when other factors are taken into 

consideration, there remains a relationship between 

and the relatedness of the diversi 

, a finding which is consistent with Rumelt's 

conclusions. 

There is a significant positive association between size 
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and GRTH - a reflect~on of scale econom~es and market 

power - wh~ch expla~ns about 31% of the var~ance ~n GRTH. 

However there ~s no assoc~at~on between s~ze and PRTF. 

However there ~s a 

r~sk and PRTF, a 

relat~onsh~p between 

cons~stent w~th those of Bowman 

(1980) and Grant and Jamm~ne (1988). Bowman related th~s 

relat~onsh~p w~th " management" ~e. good managers 

br~ng about both returns and low var~ance ~n the 

earn~ngs (Bowman, 1980, p.25) wh~le Grant and Jamm~ne 

expla~ned th~s ~n terms of cost of 

~e. h~gher r~sk assoc~ated w~th leverage ~ncreased the 

cost of and hence low prof~tab~l~ty. One other 

explanat~on for such a relat~onsh~p ex~st~ng ~n New 

Zealand can be ~n terms of the level of 

prov~ded to some New Zealand compan~es and our measure of 

r~sk. Some ~ndustr~es have been h~ghly from 

~nternal and overseas compet~t~on and ~n such 

c~rcumstances compan~es w~ll tend to be both more stable 

and more W~th low var~at~on ~n the~r such 

compan~es would emerge as less r~sky ~n th~s study 

(measured ~n terms of var~at~ons ~n EPS). Compan~es 

requ~red to operate w~th lower levels of such protect~on 

are 

n 

to be relat~vely less 

var~ation in their earnings stream. 

and subject to 

Hence the 

assoc~ation between profitability and risk. The 

coeff~cients on techn~cal are 

but not s~gn~f~cant. There are a number of 

~ndustry effects on performance. These are mostly 

, suggest~ng that these Groups of industries 

earned lower rates of return than 1 (manufacture of 
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food, beverages, and tobacco). Groups 6 and 7 

(Wholesalers and Retailers respectively) are poor 

performers on both performance measures. Group 9 does 

well on the GRTH but had 99% lower profitability than 

Group ~. Group 3 (Chemicals; petroleum, coal, 

rubber/plastic products) is a poor performer on 

PRTF but similar in GRTH to Group 1. Group 10 

(Other industries: Eletricity/Gas; Crude oil exploration; 

Building construction) has much better profitability than 

Group~. Generally these industry effects have explained 

a substantial part of the company (see Table 

9.15). 

significant determinants of companv performance. 

9.8 Conclusions 

The ANOVA; Scheffe Analysis; and the multiple 

confirm the extent to which diversification and other 

factors operate to influence performance. This supports 

Rumelt's contention that, where possible, managers should 

look for diversification opportunities in areas related to 

the core business. However, this does not mean that 

unrelated diversified firms should revert to related 

diversified since each may be a reasonable response to 

different technological and economic environments. A 

feature of this study is that it took into account 

the effect of industry participation over a mixed sample 

of manufacturing and non-manufacturing industries (as 

in Hofer, 1976): all previous research in this 

area has included manufacturing companies and 
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manufacturing industries. 

Montgomery (1979), Bettis and Hall (1982) and Grant et al 

(1988) showed industry participation to be an important 

explanator of differential performance among strategic 

We confirm this here on our mixed sample: categories. 

industry explained 33% of the variation in 

GRTH and 54% in PRTF. 

have omitted 

To this extent, those studies which 

participation will be biased in 

their explanation of performance differences among 

strategic 

Firm size varies markedly across the strategic groups and 

is associated with diversity. The size 

difference between highly diversified firms ( 

and all others suggests that "broad spectrum 

diversification tl is only open to the largest 

D) 

(see Hamilton, 1986). Unrelated and highly diversified 

firms to trade-off performance for reduced risk 

and this may explain why they tended to be more highly 

Both 

than their related diversified couterparts. 

equations are fairly successful at 

performance differences: the F-ratios are 

significant and the adjusted showed that the 

independent variables (mainly industry effect; strategy; 

size; and risk) accounted for 34% and 48% of GRTH and PRTF 

Jacquemin and Berry (1979) obtained R2 

values of only 0.10 and 0.17: Rumelt (1982) explains about 

11% of variance in return on (of which over half 



was due to diversity). . Montgomery (1985) was 

able to explain only 12.4% of variance in return on 

invested capital. On this basis we have been able to 

account for a higher 

dependent variables. 

of the variance in our 
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The purpose of this chapter is to evaluate the impact of 

the firm. 

(l975) 

between 

structure on the economic performance of 

The works of Chandler (l962) and Williamson 

that there will be strong direct links 

structure and company performance. 

This is in contrast to the contingency approach which 

argues that an appropriate structure is moulded in the 

main by environmental and technological pressures (Katz 

and Kahn, 1966; Thompson, 1967). However, there is as 

little solid evidence in support of the contingency 

(see Hickson et aI, 1969; Mohr, 1971; Freeman, 

1973). In this chapter we test the hypothesis by 

variables which influence the performance. We 

are also controlling here for diversification 

since the most important finding of Chapter 9 was that 

this has a significant affect on company 

10.2 Structure and performance - the literature 

Following the works by Chandler (1962) and Williamson 

(l975), Armour and Teece (l978) the 

relationship between organisational structure and 

financial performance among 28 companies from 

1955 to 1973. They observed a 

between the so-called M-form (multi-divisional) structure 

l83 



184 

and return on equity. Steer and Cable (1978) conducted a 

similar study using 82 UK companies. They too found this 

relationship between structure and performance but also 

observed that the functional structure remained viable 

over a range of size and diversity. Child (1977) 

challenges the validity of some contingency theories by 

arguing that multiple and conflicting contingencies 

operate and that organisation designs cannot be optimal 

with respect to every contingency. So, different 

structures may well be observed in the same settings, each 

of which may be equally conducive to high performance. 

The key to high performance is the internal consistency of 

demands that a structure~mposes upon members of the 

organisation. 

Rumelt's 1974 study also lends support to there being 

performance differences among different structures in US 

manufacturing firms. The multi-divisional structure was 

the best performer in terms of growth whilst maintaining 

average rates of return on equity and on capital. This is 

interesting because often growth is assumed to be at the 

cost of reduced profitability. Instead, growth and 

profitability were positively related and the divisionally 

structured firms were able to increase profits faster than 

their functional couterparts whilst maintaining the same 

return on equity. Rumelt accounts for this as follows: 

"Unlike many functionally organised firms, and 
particularly unlike a vertically integrated firm, 
the diversified divisional company does not have to 
re-invest in marginal activities just to 'stay in 
the game'; its strategy permits, and its structure 
facilitates, a range of policies tailored to 
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~nd~v~dual bus~nesses. Some areas can be used as 
cash generators or dropped ent~rely; others may 
prov~de stable long-term performance and st~ll 
others may cons~st of r~sky, but potent~ally 
lucrat~ve new ventures. As a result, there ~s less 
confl~ct on the corporate level between the goals of 
prof~tab~l~ty and growth." (Rumelt, 1974, p 126). 

Rumelt's study was based on the hypothes~s that adopt~on 

of the d~ffrent d~vers~f~cat~on strateg~es led to the 

reorgan~sat~on of adm~n~strat~ve structures of compan~es. 

Company growth created management problems w~th~n the 

funct~onal structures and th~s would be reflected ~n 

d~m~n~shed performance. The solut~on was to spl~t the 

funct~onal form ~nto autonomous d~v~s~ons to manage the 

day-to-day operat~ons. Th~s led to ~mproved performance 

and hence, by the end of 1970, most of these compan~es had 

adopted the mult~-d~v~s~onal structure. Before we proceed 

to our own analys~s of structure and performance, ~t ~s 

~mportant to stress that what ~s of part~cular ~mportance 

~s not the d~v~s~onal form per se but the f~t between 

strategy and structure. Our analys~s of the l~nk between 

performance and the f~t between strategy and structure are 

reserved for the follow~ng chapter. 

10.3 Emp~r~cal analys~s of structure and performance ~n 

New Zealand compan~es 

Prev~ous emp~r~cal work has tended to support the 

propos~t~on that move to the d~v~s~onal form w~ll lead to 

~mproved performance ~n large compan~es regardless of 

other cont~ngenc~es (Armour and Teece, 1978; Rumelt, 1974; 

Steer and Cable, 1978; Teece, 1981; Thompson, 1981). 

Th~s study ~s based on the hypothes~s that d~vers~f~cat~on 



leads to managerial inefficiences which then provoke a 

change to a structure more appropriate to the 

diversification strategy followed. In general, 

drawing on its attributes in terms of flexibility; 
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autonomy; and control, we the divisional structure 

to outperform other types of structure. 

There are two methodological in testing this 

hypothesis. First, any sample of is likely to 

contain some for whom the M-Form structure is not optimal 

eg., undiversified companies at one location. 

As Armour and Teece (1978, p 109) point out, the inclusion 

of such firms will make it more difficult to detect 

support for the M-Form hypothesis. However, this also 

means that, if any support is detected, one can be rather 

confident of there being support for the 

other issue concerns the contingency to the 

The 

determination of organisation structure (Teece, 1981, p 

175). This has it that the structure of an organisation 

is dictated by a number of factors - firm size; nature of 

its environment; operating technology; and business 

are frequently cited - so that there need not be 

any relationship in favour of one 

way of organising. We accept this point of view and, in 

response, we test the M-Form hypothesis in the presence of 

a number of other variables which are likely to have a 

on performance. 

The 

Chapter 9. 

in this chapter follows the format of that in 

There are 76 companies who did not. 
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their structure over the of the study. This 11 

year span is used to ensure that we do not pick up any 

effects on performance from companies which are 

in the process of their structure. In Table 10.1 

we set out the financial performance data - in the form of 

annual averages by of structure. Differences 

between the structural forms (functional, holding company, 

and divisional) are tested using F-statistics. 



00 
00 
rI 

TABLE 10.1 Oneway ANOVA on structure and performance 

Performance structure: 

F H D 
Mean SD Mean SD Mean SD 

ROE 41.70 21.63 56.69 21.69 53.68 19.07 

ROA 12.63 7.60 12.46 3.92 14.57 3.80 

GNA 21.13 15.23 25.50 16.86 30.06 17.81 

GEPS 8.28 8.61 13.11 6.29 12.23 8.09 

GDIV 7.25 8.43 10.54 3.70 12.22 7.34 

GSALES 26.90 16.03 32.53 15.84 34.51 11.34 

No. of COql 42 7 27 

Notes: h, significant at 5%; c, significant at 10%. 

Overall F-Ratio 
mean 

47.34 1.516° 

13.30 0.860 

24.71 2.462<= 

10.13 2.381<= 

9.32 3.467° 

30.12 2.359<= 

76 
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The results indicate that significant differences can be 

observed between the various structural forms for all the 

performance variables except ROA. Divisional companies 

scored well on all these measures with the exception of ROE 

and GEPS. The divisional firms clearly exhibit superior 

growth rates in sales and net assets (as well as ROA and 

GDIV. This finding is similar to Rumelt's for the USA 

sample in which the divisionalised firms were superior on 

all performance measures. However, most of those with 

divisional structures are also those with related 

diversified strategies, and so their superior performance is 

not unexpected. The holding company form does well on ROE 

and GEPS but this must be qualified because of the small 

number of companies involved (seven). (All seven had a 

unrelated diversified strategy.) The functionally 

structured group of companies did worst of all (except on 

ROA): almost all of these companies were undiversified. On 

the whole, given the association between strategy and 

structure, these findings mirror those reported in the 

previous chapter. 

Scheffe's multiple comparison on structre and performance is 

shown in Table 10.2. This shows that there are indeed very 

significant differences between the functional and 

divisional structures on all the variables except ROA. 



TABLE 10.2 Scheffe method of multiple comparison on 
structure and performance 

Performance structures Difference 
variable compared (betHeen means) level 

ROE F - H -14.99 0.10 
F D -11.98 0.05 
H - D 3.01 ns 

ROA F - H 0.17 ns 
F - D -1.94 ns 
H - D -2.11 ns 

, 

GNA F - H -4.37 ns 
F - D -8.93 0.05 
H D -4.56 ns 

GEPS F H -4.83 ns 
F D -3.95 0.10 
H D 0.88 ns 

GDIV F H -3.29 ns 
F D -4.97 0.05 
H D -1.68 ns 

GSALES F - H -5.63 ns 
F - D -7.61 0.05 
H D -1.98 ns 

Note: ns means not significant atleast at the 10% level. 
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Functional and holding company structures are different from 

each other on only the ROE measure of performance. Holding 

companies and divisional are not different on any 

performance measure. The overall result from this analysis 

is that only functional and divisional companies (except 

holding company structure on ROE) are significantly 

different from each other. The results of Tables 10.1 and 

10.2 support the general of the superiority of 

the divisional structure. In this area too, Rumelt used 

only t-tests for the significance of differences between 

means and did not do any pairwise As explained 

in the previous chapter, this is not sufficient under these 

circumstances and we need to know where the variance is 

within the overall F-ratio tests. 

There is here again no consistency in the rank orders on all 

six variables and so we cannot say which structure is "best" 

(without qualifying the peformance variable of interest). 

To move towards more general conclusion we have 

conctructed composite performance variables using factor 

analysis. The general approach was explained in the 

previous chapter and is not discussed again. The results of 

this factor analysis are reported in Tables 10.3 through 

10.9 below and discussed subsequently. 



TABLE 10.3 Pearson product-moment correlation 
among performance variables for structure 
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ROE ROA GNA GEPS GDIV GSALES 

ROE 1.00 
ROA 0.50'" 1.00 
GNA 0.30"" 0.15° 1.00 
GEPS 0.32S1. 0.25"'- 0.15° 
GDIV 0.53& 0.31""- 0.37"'-
GSALES 0.249. 0.21° 0.40a 

Note: a, significant at 1%; b, 
c, significant at 10%. 

1.00 
0.579. 1.00 
0.43"" 0.41""- 1.00 

at 5.%; 

TABLE 10.4 Factor structure and communalities of 
performance variables for structure 

Variable Communality Factor Eigen % of 
value variance 

ROE 0.7156 1 2.75 45.8 
ROA 0.7283 2 1. 01 16.8 
GNA 0.4757 
GEPS 0.4991 
GDIV 0.6718 
GSALES 0.6632 

TABLE 10.5 Rotated (orthogonal) factor matrix 
of performance variables for structure 

Variables Factors 
I II 

GSALES 0.8123 0.0582 
GNA 0.6876 0.0532 
GDIV 0.6540 0.4940 
GEPS 0.6179 0.3424 
ROA 0.0295 0.8529 
ROE 0.2685 0.8022 

Cumulative 
% variance 

45.8 
62.6 



TABLE 10.6 Factors score coefficient matrix 
of performance variables for structure 

Variables Factors 
I II 

ROE -0.0804 0.5012 
ROA -0.2464 0.6123 
GNA 0.4157 -0.1748 
GEPS 0.2820 0.0575 
GDIV 0.2576 0.1568 
GSALES 0.4925 -0.2099 

TABLE 10.7 Grand mean and deviations 
of performance variables for structure 

Variable Mean Standard 
deviation 

ROE 47.34 21.45 
ROA 13.31 6.22 
GNA 24.71 16.65 
GEPS 10.13 8.41 
GDIV 9.33 8.01 
GSALES 30.13 14.79 

(Number of cases = 76) 

In the case of the structural categories, the factor 

technique has extracted two factors which we can 

refer to as growth (GRTH) and profitability (PRTF). 

The of these factors is given in Table 10.6 

above. This two-factor solution is still able to 
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more than 60% of the total variance, an acceptable situation 

( ,1985). The factor score coefficients (Table 

10.7) are used to construct a performance index for GRTH and 

PRTF, as linear combinations of the individual 

variables. The results obtained from this process are used 

in Table 10.8, on ANOVA to test the null hypothesis of no 

difference in mean performance among the three structure 



categories. 

TABLE 10.8 One way ANOVA on structure and composite 
measures of performance 

Structure Performance: 

GRTH PRTF 

Mean SD Mean SD 

F 42) -0.27 1.04 -0.16 1.14 

H 7) 0.23 0.94 0.13 0.43 

D Cn=27) 0.36 0.81 0.22 0.81 

Overall 0.00 1.00 0.00 1.00 
(n=76) 

F-ratio 3.95° 1.35 

Note: b: significant at 5% level. 
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The hypothesis is clearly rejected for the GRTH variable but 

not for the PRTF measure of performance. Though there is no 

significant difference on PRTF, the trend on 

both variables is uniform: the divisionally structured 

companies best, followed by holding companies, with 

the structured being generally the poorest 

performers. Thus, whilst there are no 

differences on PRTF, this analysis confirms that the 

divisionalised companies have done much better on the GRTH 

measure. 

Scheffe's comparisons (Table 10.9) shows that 

significant differences lies between functional and 

divisional structure in terms of growth variable and no pair 
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is significantly different on profitability variable. 

Divisional firms are appear to achieve .63 percent (on a 

standardized variable) and the difference is statistically 

significant. Thus the composite measure gives a uniform 

trend of performance differences among the three structural 

fbrms and support the hypothesis of superiority of 

divisional structure. 

TABLE 10.9 Scheffe method of multiple comparison of 
structures on measures of performance 

Performance Pairs for Difference Significance 
variables level 

GRTH F H -.5 ns 
F - D -.63 .05 
H D -.13 ns 

PRTF F - H -.29 ns 
F D -.38 ns 
H - D -.09 ns 

Note: ns means not significant atleast at 10% level 

10.4 Structure, firm characteristics and performance 

As we have said in chapter 10, that firm 

characteristics and industry participation do affect the 

In this chapter we have followed the same 

methodology and took all those factors ( strategy 

variable) to determine the performance differences among the 

structural categories. Structural have divided 

the firms in different groups (Table 

10.10 below). F-ratios are highly on all the 

three characteristics suggesting that this classification 

does have some meaning. Care must be taken to generalize 
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the results from the company structure. As Table 

10.10 shows, holding company structure is having biggest 

size and highly It is due to the reason that two 

companies, Brierley Investment Ltd. and Waitaki 

International, who are having asset base and are 

highly , are in this form, and moreover the 

sample size constitute only seven companies. Hence these 

two companies has these figures upward abnormally. 

On all the three characteristics, holding company structure 

is having standard deviation than the divisional 

form. 

TABLE 10.10 Oneway ANOVA on structure and 
firm characteristics 

structurel 
... 

I Risk Size Leverage 
• Mean S.D. Mean S.D. Mean 

F 16.04 1.20 23.53 12.81 56.20 

H 18.59 1. 39 35.20 9.52 45.62 

D 17.20 1.12 25.57 8.65 35.41 

Overall 16.68 1. 60 25.33 11.57 47.84 

F-Ratio 12.898. 2.37b [6.95'''' 

S.D. 

27.94 

19.69 

10.93 

24.38 

Note: a, significant at 1%; b, significant at 5%. 
Size is the log of assets, leverage is the ratio of 
debt and assets and risk is the coefficient of 
variation in EPS. 

Based on the pattern adopted in the previous chapter, we 

used ordinary least squares procedure to 

examine the performance differences among the different 

structural forms. The following model is used for the 

present investigation; 



P = Bo + B1 (Slze) + B2 ( 

+ B4 (Techlcal opp.) + ( 

) + B3 (RlSk) 

co,) + B6 (Dlvlslonal) 

+ B7 (Group 2) + Bs(Group 3) + Bg(Group 4) 

+ B10 (Group 5) + B11 (Group 6) + B12 (Group 7) 

+ B13 (Group 8) + B14 (Group 9) + B1S (Group 10) 

+ B 16 (Strategy B) +B 17 (Strategy C) +B 1S (Strategy D) + e 

We have already the lncluslon of slze lnto the 
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regression in the earlier chapter, In addition to 

that we firm size to be positively associated with 

performance in (Hall and Weiss, 1967; Montgomery, 

1979). Size is also frequently cited as a determlnant of 

structure (Donaldson, 1987) and its omission from studies 

such as this would have led to an over-estimation of the 

lnfluence of structure per se on the performance. 

Regarding our expectatlon lS that there will be some 

association apparent between risk and 

( profitability), As far as structure is 

concerned, there are grounds for expecting the 

of company performance to be reduced with the 

divisional form (Donaldson, 1986; Hoskisson, 1987), 

of a 

we have already discussed in the previous 

High gearing In good times is to increase 

the rate of return, We anticipate that, over the length of 

used here (11 years), leverage will be 

linked to profltability (Grant and Jammine, 1988), but 

associated wlth company growth. 
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The organisational form variables used in the model consist 

of binary structural dummies. That is, a particular 

structural form variable will take the value of one if the 

observation is associated with that structural form. The 

organisational structure classification scheme utilized 

three categories, functional, holding company and 

divisional structure as explained in chapters 3 and 7. The 

functional form 

(see chapter 9). 

functional 

variable is excluded from the model 

Thus Bo represents the effect of 

form on performance. The 

coefficients of other organisational form variables reflect 

the differential performances associated with these forms as 

compared to the functional form. 

Regarding participation and technical opportunity, 

we followed the same procedure as did in chapter 9. The 

number of subject to performance test are 

different than those in chapter 9, hence the allocation to 

industry groups is also different. Table 10.11 shows the 

number of companies in each industry groupings. 

the inclusion of strategy variable we have 

seen in Chapter 9 that it does effect performance to very 

level. So in order to control for the 

effect on performance we have to control for that variable 

and hence here we are including that variable in our 

model. Strategy is included by dummy 

variables and this procedure is the same as we followed in 

Chapter 9. 



TABLE 10.11 Number of companies by industry 
groupings for structure 

Group Areas included SIC 
codes 

No. of 
cos. 

1 Food, beverages, tobacco 31 9 

2 Textile wearing apparel and 32 7 
leather goods 

3 Chemicals; petroleum, coal, 34+36+37 7 
rubber/plastic products 

4 Fabricated metal products, 35 10 
machinery and equipment 

5 Other manufacturing; basic metal 38 9 
industries; paper products; 
non-metalic minerals 

6 Wholesale trade 61 8 

7 Retail trade 62 8 

8 

9 

10 

Transport, Finance, Real Estate 71+81+83 

Other services: Sanitary; 92+94+95 
Recreational; Personal/household 

Other industries; Electricity/ 41+51+22 
Gas; Crude oil exploration; 
Building construction 

7 

5 

6 

Performance is measured through the construction of a 
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composite measure of six variables with the help of factor 

analysis technique who extracted two variables - Growth 

(GRTH) and Profitability (PRTF). These two variables are 

used as dependent variables. 



TABLE 10.12 Correlation matrix of variables in 
the regression analysis for structure on the 
determinants of performance 

Variables GRTH PRTF Leverage Size Risk 

GRTH 1. 00 
PRTF 0.00 1. 00 -
Leverage 0.14c -0.11 1. 00 
Size 0.439- 0.11 0.36 1. 00 
Risk -0.13 -0.43"'- -0.11 -0.439- 1. 00 

Note: a, significant at 1%; c, significant at 10%. 

Table 10.12 sets out the correlation matrix among the 

variables (except the dummy variables) used in the 

regression model. "Here also problem of multicollinearity 

can be expected with leverage, size and risk. Regarding 

this problem we have already given the explanation in 

Chapter 9 and followed the stepwise procedure mentioned in 

the analysis. 
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TABLE 10.13 Regression coefficients (non-standardized) of 
stepwise regression analysis of company performance on 
structure 

Independent variables 

Constant term 

Divisional structure 

Holding company 

Strategy B 

Risk 

Size 

Gruop 7 

Group 8 

Group 4 

Group 10 

Group 9 

Group 5 

Adjusted R2 

No. of observations 

F-statistics 

Dependent variables 
GRTH PRTF 

-5.60 
(-4.86)'" 

0.64 
(2.90)9. 

0.75 
(1.87)1:> 

0.32 
('4.58)9. 

-0.83 
(-2.42)"-

0.72 
(2.32)1:> 

0.30 

76 

7.57'" 
(5, 70) 

0.18 
(0.86) 

0.70 
(2.16)1:> 

0.46 
(2.38)"'-

0.46 
(2.15)8. 

-0.019 
(-5.16)9. 

0.93 
(3.86)"'-

-0.94 
(-2.76)"'-

1. 46 
(4.57)"'-

0.90 
(3.64)"'-

0.52 

76 

11.346. 
(8, 67) 

Note: a, b: significant at 1% and 5% respectively 
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TABLE 10.14 Relative contribution of different variables 
to the explanation of company performance on structure 

Independent variables nt variables 
PRTF 
(%) 

Industry effects 28.53 49.62 

Strategy effect 19.20 10.50 

Structure effect 13.06 8.25 

Size 35.20 0.50 

Risk 1. 60 27.20 

Leverage 1. 86 3.18 

Technical opportunity 0.55 0.75 

Tables 10.13 the results of regression model. We 

find a statistical support for the divisional 

even after for the strategy variable. 
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Divisional structure significantly influenced the GRTH and 

PRTF it, on the average, by about 64 and 70 percent 

on the variables respectively above the average 

returns realised by the functional form. Holding company 

form does not appear to realise significantly different GRTH 

than the functional form but the coefficient on PRTF is 

Due to the inherent of autonomy, 

control and reward system, divisional form is able to 

increase its efficiency and hence superior performance. 

Under divisional structure, more decisions are made on the 

spot and closer to the scene of which led to 

better decisions. Top managers had more time to devote to 

more important tasks because of the of less 

decisions to the divisional managers. Because of 



the lower pay per hour of divisional managers, relative to 

top managers, divisionally organised firms are able to 

decrease its total administration cost. 
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The coefficient associated with firm size is positive on 

both the variables but highly significant only on growth 

variables indicating that economies of scale associated with 

large firm size seem to be important in determining the 

profitability of the firm. Economies of scale has not 

contributed much to increase the profitability of the firm 

at the statistically significant level. 

The coefficients on strategy variables are significant only 

for strategy B (eg. related diversification). Here this 

analysis again confirms the results of Chapter 9 that 

related diversification is the best performer than the other 

strategies. Strategy variable contributed relatively a 

large amount of variation in the dependent variable. It 

also suggests strongly that strategy should be included to 

estimate the performance differences in structural forms. 

Growth is marginally associated with risk (coefficient is 

.004) but nowhere near to the significant level. On the 

profitability, contrary to the expectation, it is found to 

be negatively associated with profitability at highly 

significant level a finding consistent with Bowman (1980) 

and Grant and Jammine (1988). Risk alone has contributed 27 

percent towards the explanation of variation in the 

profitability (Table 10.14). As we have already explained 

in Chapter 9, this negative relationship may be, in addition 
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to the reasons given by Bowan (1980) and Grant and Jammine 

(1988), due to the protection provided to some New Zealand 

companies. High protection and monopoly in markets by these 

companies resulted in low variation in earnings but high 

profits and hence we found a negative relationship ie. low 

risk, high profits and high risk, low profits. 

In contrast to the findings of chapter 9, the results of 

industry dummies show mostly positive relationship between 

various industries and performance. Out of a total of 18 

dummies (9 each on GRTH and PRTF) , 5 industry groupings show 

a positive relationship and only two industries show 

negative significant relationship. Industry Groupings 4, 

5,7 and 9 (Fabricated metal products, machinery and 

equipment: Other manufacturing; basic metal industries, 

paper products, non-metalic minerals: Retail trade: and 

Other services; sanitary, recreational, personal/household 

respectively) are significant at a very high level. 

Comparatively Groupings 4, 5 and 9 are having large 

coefficients, suggesting that these industries are much 

better than Group 1 industry (excluded industry category 

from the regression model). Maximum amount of variation in 

performance has been explained by the industry participation 

(28% and 49% on GRTH and PRTF respectively - Table 10.14) 

suggesting strongly the case of inclusion of industry 

participation to estimate the performance differences in 

structural forms. 

The results are broadly consistent with the M-form 

hypothesis. Divisional form has been shown to display a 
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statistically 

proposition of this 

varying performance 

on firm performance. The 

that different structures create 

this view. It certainly 

appears that there are characteristics associated with a 

divisional form that lead to superior performance. 

Organisational structure of firms in our sample exerted a 

statistically 

it is not very 

influence on the performance but 

The hypothesis is supported 

suggesting either that contingent factors are unimportant, 

or that the divisional form effect is so powerful that it 

has a measureable even when some underlying 

contingency considerations are omitted from the model. The 

findings are consistent with the results obtained by Armour 

and Teece (1978); Rumelt (1974); and Steer and Cable (1978). 

Coupled with historical findings of Chandler (1962), the 

results of this chapter affirms the importance of 

organisational to enterprise performance. 

The purpose of this chapter was to test Williamson's M-form 

hypothesis on some New Zealand data the period 

1975-1985. The hypothesis was tested in such a way that we 

are able to control for other likely determinants of company 

Our findings are consistent with Williamson's 

: companies which have the 

multidivisional (M-form) structure functional and 

company organisations, and so in terms of growth as 

well as profitability. Results are also consistent with 

Armour and Teece (1978): Rumelt (1974); and Steer and Cable 

(1978). Results provide strong confirmation for their 
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findings of a highly significant performance differential in 

favour of divisional form. 

appropriately managed 

Diversification seemed more 

a divisional structure. 

However, organisational form appears to be 

determinant of company performance. 

minor 

The empirical results that economic analysis and 

management science has neglected an area of economic enquiry 

of importance. The findings in this chapter 

establish the importance of structure indicating that the 

study of firm performance cannot be divorced from analysis 

of the structure of the enterprise. 

Both the regression equations reported in Table 10.13 are 

good to explain the performance differences. Both 

F-ratios are highly significant and independent 

are able to explain 30 and 52 percent variation in growth 

(GRTH) and profitability (PRTF) respectively whereas Armour 

and Teece (1978) could explain only 23 percent of the total 

variance in performance. Outliers are within 3 and 

minus) standard deviation in both the regression equations. 

Graphs of residuals and outlier are given in 8. 
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Strategy-structure 'fit' and performance 

11.1 Introduction 

The business policy literature now contains a large number 

of investigations of the any two of 

business strategYi organisation structure; and company 

performance. The works by Chandler (1962), Wrigley 

(1970), and Channon (1973) are concerned with the 

relationship between (changes in) and 

in) structure. Those by Bettis and Hall (1982) and Grant 

and Jammine (1988) focus on the link' between and 

performance. Finally, the studies by Armour and Teece 

(1978), Steer and Cable (1978), and Teece (1981), are 

concerned with the 'M-form' hypothesis (Williamson, 1975) 

of an association between organisation structure and 

company performance. However, there is as yet no 

conclusive support for a general relationship involving 

structure 'fit' and performance (Rumelt, 1974; 

et aI, 1980; Donaldson. 1987) although there are a 

grounds for expecting such a relationship to exist 

(Galbraith and Nathanson, 1978; Donaldson,1982). 

The forming the basis of this chapter is that 

diversified companies should adopt divisionalised 

structures while non-diversified companies can retain 

functional and any failure to preserve this 

match between diversification strategy and 

will lead to relatively poor 

financial in the mismatched companies. There 



is also reason to expect (Franko, 1974; Galbraith and 

Nathanson, 1978) that the financial penalty for such 

mismatches will be higher in more competitive commercial 
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environments. It is thus appropriate to conduct this type 

of analysis in New Zealand which has, over the period of 

study, 1975-1985, been subject to rapidly increasing 

competitive pressures. Although such pressures should 

mean that mismatches are less common, they should also 

exacerbate the performance penalty incurred by those 

mismatches which have persisted. 

11.2 The need for strategy-structure match 

Chandler (1962) suggested that the divisional structure 

was invented to solve the management problems arising from 

the adoption of diversification strategies. It was 

invented when functional structure could not manage the 

diversified strategies. Thus effective performance is 

achieved only when diversification strategy is matched 

with an appropriate structure. When a company 

diversifies, there is decline in performance if a suitable 

structure is not adopted. That decline in performance 

provokes the management to adopt an appropriate structure 

suitable to its strategy which increases performance. 

Thus a mismatch in strategy and structure causes a decline 

in performance which is restored when a match is finally 

achieved. 

As companies diversify their product-market portfolio, 

they move from the functional to divisional structures. 

The divisional structure is a more decentralised form of 



organisation than the functional form. Studies of 

Chandler (1962), Stopford and Wells (1972), Rumelt (1974) 

and Donaldson (1987) confirm that certain structures are 

suitable for certain As the product diversity 

increases it leads to the complexity of the information 

processing and decision making by the Chief Executive 

Officer (CEO). In the diversified organisations the CEO 

a variety of informations and it takes him time 

to process and make the decision. The CEO of such firms 

needs more time to concentrate on the policy decisions 

rather than the routine types of decisions of the 

organisations. To overcome this problem, he has to 

delegate some of the decision making powers (eg. the 

day-to-day operations management) to his subordinate. The 

divisional structure takes care of this problem and the 

divisional manager is empowered to make his own decisions 

to run the division. Moreover, in diversified companies, 

since the divisional manager is more near to the 

operations, he can make better and quick decisions than 

the CEO of the organisation. So in the 

diversified-divisional organisations the decisions are 

better and The cost of decisions made by the 

divisional manager is lower than the CEO in terms of pay 

and quality of decisions. So for diversified 

organisations the divisional structure is more suitable. 

On the other hand, in the undiversified organisations, 

since there is no diversity and of operations, 

the informations to be processed by the CEO is of routine 

nature and simple. Ceo got to make only a few policy 

decisions and can give sufficient time for the day-to-day 
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management of the organ~sat~on. In these organ~sat~ons, 

operat~ons are based on funct~onal basis and funct~onal~st 

heads expert advice to the CEO. So for an 

und~vers~f~ed organ~sat~ons the funct~onal form ~s the 

best and cheapest. S~nce ~n the d~v~s~onal forms, 

of act~v~t~es ~s ~nvolved, ~t adds to the cost 

of adm~n~strat~on ~f ~t ~s adopted by an und~vers~f~ed 

f~rm. 

of 

So the cho~ce of structure depends upon the level 

and it should be matched w~th each other to 

reduce the cost of adm~n~strat~on more deta~led 

and comb~nat~ons of match and m~smatch ~s 

~n 8). If an und~vers~f~ed f~rm adopts d~v~s~onal 

structure or v~ce-versa, it will ~ncrease the cost of 

adm~nistrat~on or adversly affect the ~nformat~on 

process~ng procedure and hence lead to the poor 

performance of the company. So an adequate match between 

strategy and structure ~s necessary to ~mprove the 

performance of the company. 

Galbra~th and Nathanson (1978) suggested that a good f~t 

of strategy and structure promotes better cop~ng with 

env~ronment. They argue that there ~s an appropr~ate or 

requ~s~te structure for a g~ven cont~ngency. If the 

structure of the organ~sat~on ~s the same as that 

situat~onally than there ~s a f~t between 

cont~ngency and structure and hence better performance. 

Franko (1974) observed that ~ncreased and 

hence a more host~le env~ronment was necessary to force 

European to adopt structures to f~t the~r 

strategies. Th~s is on l~ne w~th the causal argument of 



Chandler that structure follows strategy because of 

pressure generated by a poor fit. Stopford and Wells 

(1972) found evidence that firms whose overseas operations 

are organisationally mismatched to their domestic 

structures earned lower profits abroad than those with 

consistant structures. 

The hypothesis of strategy-structure match and better 

performance stems from two related assumptions made by the 

strategy-structure school. The first is that certain 

kinds of combinations of structure and strategy ego 

divisional structure and related or unrelated strategies, 

permit companies to cope better with external pressures 

and internal administrative complexities. The second is 

external pressures force diversified companies to move to 

the more 'appropriate' divisional structure. This 

argument remains strong despite the fact that Rumelt 

(1974) found no statistically significant differences in 

performance between divisional and non-divisional 

diversified companies operating under environmental 

pressures. 

This state of affairs is true only under competitve 

conditions. If a firm has power over its environment so 

that it can control prices because of monoply position, it 

can maintain effective economic performance even if there 

is a mismatch between strategy and structure. It does not 

have to engage in the difficult task of restructuring to 

bring about efficient internal resource allocations. But 

under competitive conditions, a mismatch between strategy 
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and structure will lead to a decline in performance. 

Performance can be restored either by adopting an 

appropriate structure or by influencing relevent factors 
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in the environment. Another alternative may be to abandon 

the new strategy and return to the old one in order to 

restore performance. The important point here is that 

there must be consistency between strategy and structure. 

Based on the empirical evidence, a hypothesis has been 

proposed in this study that companies in 

strategy-structure match will perform better than the 

companies who are in mismatch on both the variables of 

performance. 

11.3 strategy-structure match and performance - an 

empirical analysis 

To do the empirical analysis on performance differences 

between matched and mismatched pairs of 

strategy-structure, we need the operational definitions of 

match and mismatch. We have already developed the 

methodology in chapter 8 to identify the matched and 

mismatched pairs of strategy and structure. In order to 

isolate the effect of diversifying and restructuring on 

performance, a stability is needed in diversification 

strategy and organisational structure. So only those 

companies are subject to analysis who did not change the 

strategy and structure over the period of study. There 

are 67 such companies in the sample. With the help of 

methodology (figure 8.2) discussed in chapter 8, we 

obtained a number of 50 companies which are in match and 



17 companies which are in mismatched state of strategy and 

structure 1 • The financial performance is measured by 

creating a composite index (already discussed in detail in 

previous chapter on strategy and performance) with the 

help of facter analysis technique (Tables 11.1 through 

11.5 below) of six performance variables of these firms 

which are in matched and mismatched categories throughout 

the period of study. The preliminary analysis of 

performance (Table 11.6 below) shows that companies in 

strategy-structure match are having better performance 

than the mismatched category but the difference is not 

statistically significant atleast at 10% level though it 

is significant at 14% and 20% level on GRTH and PRTF 

respectively (one tail t-test of statitical significance 

is used since we specified the direction of hypothesis ego 

matched companies will perform better than the mismatched 

companies, Donaldson, 1984). 

TABLE 11.1 Pearson product-moment correlation among 
performance variables for strategy-structure match 

ROE ROA GNA GEPS GDIV GSALES 

ROE 1.000 
ROA 0.495'" 1.000 
GNA 0.2896. 0.083 1.000 
GEPS 0.340B. 0.205b 0.173'=' 1. 00 
GDIV 0.5156. 0.2889. 0.390a. 0.578'" 1.000 
GSALES 0.226 b 0.160'=' 0.432'" 0.4776. 0.408B. 1.000 

Note: a:significant at 1%; b:significant at 5%; 
c:significant at 10%. 
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TABLE 11.2 Factor structure and communalities of performance 
variables for strategy- structure match 
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Variables Communalities Factors Eigen % of Commulative 
Value Variance 

ROE 0.717 1 2.73 45.6 
ROA 0.748 2 1.11 18.5 
GNA 0.505 
GEPS 0.533 
GDIV 0.676 
GSALES 0.667 

TABLE 11.3 Rotated (orthogonal) factor matrix of 
performance variables for strategy-structure match 

Variables Factors 
I II 

GSALES 0.816 0.044 
GNA 0.710 0.008 
GDIV 0.670 0.477 
GEPS 0.654 0.325 
ROA -0.019 0.864 
ROE 0.285 0.798 

TABLE 11.4 Factor score coefficient matrix of 
performance variables for strategy-structure match 

Variables Factors 
I II 

ROE -0.045 0.484 
ROA -0.234 0.609 
GNA 0.399 -0.177 
GEPS 0.286 0.058 
GDIV 0.255 0.161 
GSALES 0.450 -0.179 

Percent 

45.6 
64.1 



TABLE 11.5 Grand means and standard deviation of 
performance variables for strategy-structure match 

Variables Mean Standard Deviation 

ROE 46.376 22.496 
ROA 12.800 6.350 
GNA 23.875 16.390 
GEPS 10.180 8.419 
GDIV 8.975 7.747 
GSALES 30.259 15.297 

Note: Number of cases 67 

TABLE 11.6 Performance differences between matched 
and mismatched of strategy and structure 

Group PRTF 
Mean SD Mean SD 

Match 0.16 1. 05 0.03 0.93 
N=50 

Mismatch -0.05 0.98 -0.01 1. 20 
N:::17 

Difference 0.21 0.04 

Signifance 0.147 0.201 

Note: Results are derived by using one tail t-test 
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As we have said in preceding chapters, performance 

is a function of number of factors and all these possible 

factors should be taken into account. So the effect of fit 

on is examined by means of stepwise multiple 

regression analysis for both the performance indicators. In 

each case the performance indicator (eg. GRTH and PRTF) is 

the dependent variable and match is the independent 

variable. In order to exclude the effects of strategy, 

size, risk. leverage, industry participation and technical 
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opportunity, these factors are included as variables in the 

multiple regression model 2 . Companies in the process of 

diversification and structuring are excluded from the 

analysis in order to control the confounding effect of these 

variables on performance. We used the following regression 

equation for each dependent variable: 

P = Bo + B 1 (match) + B2 (Group 2) + B3 (Group 3) 

+ B4 (Group 4) + B5 (Group 5) + B6 (Group 6) 

+ B7 (Group 7) + Bs(Group 8) + Bg(Group 9) 

+ B10 (Group 10) + B11 (Technical opp.) 

+ B12 (Leverage) + B13 (Risk) + B14 (Size) 

+ B15 (Strategy B) +B 16 (Strategy C) +B 17 (Strategy D) + e 

We measured the effect of match on performance by putting a 

dummy variable. We put 1 if the company is in match and 0 

otherwise. Definitions and procedure to put all the other 

variables are the same as we did in chapters 9 and 10. 

Number of companies subject to match and performance test 

are different than those in chapter 9 and 10. Table 11.7 

below shows the number of companies in each re-difined 

industry groups. 



TABLE 11.7 Number of by re-defined 
industry groupings for match and performance 

Areas included 

1 Food, beverages, tobacco 

2 Textile wearing and 
leather goods 

SIC 
codes 

31 

32 

No. of 
cos. 

9 

6 

3 Chemicals; petroleum, coal 34+36+37 5 
rubber/plastic products 

4 Fabricated metal products, 35 9 
machinery and equipment 

5 Other manufacturing; basic metal 38 8 
industries; paper products; 
non-metalic minerals 

6 Wholesale trade 61 5 

7 Retail trade 62 8 

8 Transport, Finance, Real Estate 71+81+83 6 

9 Other services: Sanitary; 92+94+95 6 
Recreational; Personal/household 

10 Other industries; Electricity/ 41+51+22 5 
Gas; Crude oil exploration; 
Building construction 
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Table 11.8 shows the correlation matrix among the variables 

(except dummies) used in the regression model and we have 

already about the expected problem of 

multicollinearity in Chapters 9 and 10 and here also we 

followed the regression procedure to reduce that 

problem. 
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TABLE 11.8 Correlation matrix of variables in the regression 
model for strategy-structure match and performance 

Variables GRTH PRTF Risk 

GRTH 1.000 
PRTF 0.000 1.000 
Risk -0.146 -0.4318. 1.000 
Size 0.440'" 0.132 -0.466"'-
Leverage 0.182"" -0.100 -0.126 

Note: a:significant at 1%; b: 
c:significant at 10%. 

Size Leverage 

1.000 
0.410 1.000 

at 5%; 

TABLE 11.9 Regression coefficients (non-standardized) of 
stepwise regression analysis of company for 
strategy-structure match. 

Independent variables 

Constant term 
(t-values) 

Match 

Strategy B 

Size 

Risk 

Group 8 

Group 3 

Group 9 

Adjusted R2 

Number of observations 

F-statistics 

Dependent variables 
GRTH·' PRTF 

-6,14 
(-3.44)9. 

0.79 
(2.35)b 

0.73 
(1. 63)"" 

0.35 
(3.22)9. 

0.79 
(1.80)C 

0,34 

67 

10.878-
(4, 62) 

0.13 
(.09) 

0.51 
(1.71)C 

0.55 
(1.92)b 

-0.016 
(-4.14)8-

-0.85 
(-2.23)1:> 

1.12 
(-2.60)9. 

0.99 
(2.22)b 

0.47 

67 

14.34Q 
(6, 60) 

Note: a, b, c: significant at 1%, 5%, and 10% respectively. 



TABLE 11.10 Relative contribution of different variables 
in the explanation of variance on strategy-structure 
match and performance 

variables Dependent variables 
GRTH PRTF 
(%) (%) 

~latch effect 25.37 4.46 

Strategy effect 19.17 9.85 

Industry effect 30.41 53.71 

Size 20.62 0.21 

Risk 0.61 28.62 

Leverage 2.94 2.23 

Technical opportunity 0.88 0.92 
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Table 11.9 presents the results of regression analysis. In 

both the , the coefficients on match are positive 

suggesting that there is an evidence of a relationship 

between strategy-structure match and performance. !Vlatch 

causes higher performance and mismatch causes lower 

performance and the difference is statistically significant. 

Moreover, variation in the performance explained by match is 

large on GRTH but very small on PRTF. Industry effect 

contributed maximum in the explanation of variation in 

performance. All these results are in table 11.10 

above. Both the regression equations are able to explain 

considerable amount of variation in the performance and are 

highly significant. These results (Tables 11.6 and 11.9) do 

support the on match and performance. 

In sum, we can state that the hypothesis is supported 
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statistically and is indicative of the effect of match on 

performance. Match is associated with higher performance 

and mismatch causes lower performance and it supports those 

who suggested that strategy-structure match affects 

performance (Chandler, 1962; Donaldson, 1987; Galbraith and 

Nathanson, 1978). 

11.4 Conclusions 

The objective of this chapter was to test the hypothesis 

that a company's financial performance will indeed be 

impaired by a failure to maintain an appropriate match 

between its strategic diversity and its organisational 

structure. The evidence from a sample of New Zealand listed 

companies for the period 1975 through 1985 is consistent 

with the general hypothesis. Both the coefficients (GRTH 

and PRTF) on match are positive and are significantly 

different. This proves the proposition that a match between 

strategy and structure promotes more effective coping with 

environmental pressures. A mismatch between strategy and 

structure leads to poor performance and it creates a 

pressures on the company to re-organise its structure. 

However, the importance of the strategy-structure 'fit' is 

likely to be much greater when a company's performance is 

being measured in terms of growth rather than profitability.. 

The analysis highlights the important contribution of 

industry grouping (and hence industry selection) in 

determining company growth and profitability. Galbraith and 

Nathanson's (1978) proposition that better match promotes 

coping with the environment is accepted in this study also. 
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Notes: 

(1) As suggested by Donaldson (1987) we have also done the 

performance analysis with the holding company structure 

incongruent with all This methodology 

48 companies in match categories and 19 companies in 

mismatch category. So there was a difference of 2 

cases by applying methodologies developed by Donaldson in 

1984 and 1987, The performance trend of remained 

the same ego matched companies were superior in performance 

than the mismatched companies. Moreover we the 

regression incorporating Donaldson (1987) 

methodology and, overall, the results were not significantly 

affected. 

(2) We did the regression analysis by strategy, 

structure, and strategy-structure match variables together 

with other variables. There is of course some element of 

redundancy in this because, in most cases, specifying 

strategy and 'fit' is sufficient to determine structure. In 

addition to the other coefficients, the , structure 

and match coefficients were positive and significant. The 

regression coefficients are given in Table 11.11 below. 

These three variables also explained 49% and 22% of the 

total variation in GRTH and PRTF variables respectively. 

Overall this analysis suggested that, in the determinants of 

company performance, strategy, structure and match between 

and structure are all very important factors of 

company performance and should be included in the 

of company performance. 
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Table 11.11 Regression coefficients (non-standardised) of 
strategy, structure and match. 

Independent variables 

Constant term 
(t-values) 

Match 

strategy B 

Divisional structure 

Holding company structure 

Risk 

Size 

Group 8 

Group 3 

Group 9 

Adjusted R2 

Number of observations 

F-statistics 

Dependent variables 
GRTH PRTF 

-5.82 
(4.02)EL 

0.63 
(2.09)b 

0.56 
(1.16)C 

0.51 
(2.39)b 

0.28 
(3.03)'" 

0.68 
(1.71)C 

0.67 
(1.62)C 

.36 

67 

12.41 
(6, 60) 

0.33 
(0.59) 

0.43 
(1.33)C 

0.46 
(1.73)b 

0.59 
(1.96)b 

0.38 
(2.16)b 

-0.13 
(-3.49)"'-

-0.78 
(-2.09)b 

-1.03 
(-2.29)b 

.51 

67 

16.04 
(7, 59) 

Note a, b, c: significant at 1%, 5%, and 10% respectively 
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l~ ... , ... l .... rJ!tr.Q.g.!J.£j;iQn 

The objective of this has been to explore the 

diversification and divisionalization process and its 

on company performance in New Zealand. In the 

preceding chapters data relating to diversification and 

divisionalization have been offered. and the interpretation 

of the findings provided. The objective of this chapter is 

to present an overview of these findings. This is followed 

by a discussion of the study's implications and suggestions 

for further research. 

l;?.",:?" .. $~m.!lJ§X:y"".Qf .... f,iJ!g,i,ng§, 

$_t.,:r..§j;g,gy 

One-third of the 

chose not to 

of New Zealand listed companies 

during the 1975-1985. This 

compares with findings of other research and shows that the 

New Zealand scene is far behind. Though the reasons for 

low diversification have not been I it supports 

Hamilton's (1986) view that New Zealand lacks indigenous 

science-based industries. The process of diversification 

had been very slow, only 12% of the sample diversified 

during the decade. The extent of diversification in New 

Zealand would seem to be quite different to that of USA and 

UK. New Zealand companies were far behind and opted for 

unrelated diversification- quite to USA and UK 

st-udies. In most cases diversification was a protective or 
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survival strategy used to escape from mature or declining 

business, and increased competition. Acquisition played a 

major role in the diversification of these businesses and 

in almost all the entries into new industry segments came 

by the purchase of other company which was already active 

in that segment. Twelve percent of the sample companies 

who decided to change the strategy over the decade opted 

for unrelated strategies. This slow process of 

diversification is still continuing but expected to pick up 

due to the recent deregulation of many industries by the 

government. 

:'2t..r. . .lJ.,C;::!;;, .. l.P;::.R. 

The structural trend towards strategies of diversification 

had led to substantial change in the means of organizing 

diversified companies. Those companies who remained in 

single business category had tended to develop functional 

form of organization, but three companies were exception to 

this trend. Companies who diversified more widely tended 

to introduce the divisional structure. These results 

supported the hypothesis that there were patterns to the 

way companies developed over time and these similarities 

cut across industries and existed among other industrial 

nations also. Of the three structural forms defined for 

the study, only functional and divisional categories 

contained significant number of firms. The holding company 

structure was fairly stable in size. During the decade 23 

companies left the functional structure and 22 companies 

adopted the divisional structure and only one company 

entered in holding-company structure category. Majority of 
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companies remained in strategy-structure -match'. Although 

these results supported Chandler's hypothesis, the way New 

Zealand companies adopted divisional structure was 

different than the US companies. In USA divisional 

structure was adopted only after the old system began to 

collapse under the burden of diversified operations. By 

contrast, it was well planned in New Zealand. Many 

companies split their operations into divisions without 

appearing to suffer great administrative strains. 

The diversified, divisionalized firms implies more than a 

new strategy and structure. It is a system which 

" internalizes in the firm's external market competition. 

External market competition has increased with the 

formation of Common Market, increased free international 

trade, floating of dollar, and more recently due to the 

deregulation of many industries by the government. The 

divisional structure with performance measures, rewards 

related to performance, and with more internal competition 

for middle level managers implies more respect for economic 

performance and for promotion based on ability than often 

has characterized New Zealand companies in the past. 

The results of this study suggest that diversification 

would improve financial performance of companies in the 

dimension of growth and profitability. At the same time 

this suggestion is not universally applicable for all 

categories of diversifiers. The related diversifiers were 

found to be more effective. Among the diversified group, 
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'h~ghly d~vers~f~ed' were the lowest performers. 

A strong ~nd~cat~on that unrelated d~vers~f~ers would be 

poor performers had also from the study. For r~sk 

reduct~on, w~dely d~vers~f~ed compan~es were found to be 

more useful. These are cons~stent w~th most 

prev~ous stud~es 

d~vers~f~cat~on, 

the strong relat~onsh~p between 

and r~sk reduct~on. 

The poor performance of h~ghly d~vers~f~ed f~rms ra~ses 

some quest~ons about the mot~ve for d~vers~f~cat~on. 

Though these mot~ves have not been ~nvest~gated and requ~re 

further research, nevertheless, some explanat~ons may be 

put forwarded. D~vers~f~cat~on by these m~ght 

had been v~ewed to overcome the stagnat~on ~n the ex~st~ng 

segments due to the small markets ~n New Zealand. Many 

compan~es to v~ew d~vers~f~cat~on as a means of 

r~sk reduct~on, and to ~ncrease the overall market share ~n 

the economy. Other reason can be the lack of tra~ned and 

qual~f~ed managers to manage d~vers~f~cat~on. 

The results of structure and 

W~ll~amson's M-form hypothes~s. 

supported 

F~rms w~th d~v~s~onal 

structure were s~gn~f~cantly better than those f~rms w~th 

other of organ~zat~onal structure. D~vers~f~cat~on 

seemed more appropr~ately managed a d~v~s~onal 

structure. In regard to r~sk, organ~zed 

were able to reduce the var~at~on ~n earn~ngs. 

The results on strategy-structure 'match' and performance 

the hypothes~s that w~th the requ~red 

match w~ll be able to cope better w~th compet~t~ve 



pressures: match had a s~gn~f~cant pos~t~ve ~nfluence on 

f~nanc~al performance. 

l;?,,,., ... J.,, .. , ... Imp.li,~,9.ti.9.n.§. 

The purpose of th~s sect~on ~s to d~scuss ~mpl~cat~ons ~n 

the l~ght of the above f~nd~ngs. However, two 

precaut~onary po~nts must be noted here. F~rst, the 

f~nd~ngs of th~s study are suggest~ve ~n nature as th~s 

study explor~d the assoc~at~on between only the strateg~c 

category, structure and f~nanc~al performance of l~sted 

227 

compan~es. It should be po~nted out that performance ~s a 

complex phenomenon ~nfluenced by many other factors too 

though we have taken some of these ~nto account. Second, 

performance ~s measured on a long-term bas~s ~n order to 

el~m~nate or reduce the effects of several short-run 

factors, ~t ~s st~ll poss~ble that the spec~al aspect of 

New Zealand ~ndustr~al env~ronment such as regulat~on and 

lesser degree of compet~t~on (as compared to countr~es l~ke 

USA) m~ght have some ~nfluence on performance and the 

nature of this influence ~s not spelled out. 

This study's findings have implications for corporations 

and corporate managers. The most obv~ous ~mplication ~s 

that f~rms undertaking divers~fication must prepare to 

alter their organisational structure. The likely direction 

of the change is towards the divisional structure which 

implies the need for generalists as divisional managers. 

As per cap~ta consumption approaches level of more 

~ndustr~alized nations, growth opportun~t~es in ex~st~ng 

business will decrease, and New Zealand companies can be 
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expected to feel the need to diversify. Those who have 

developed a divisional structure to manage diversity will 

have an advantage. must also assure that there is 

a 'match' between and structure since the 

performance of these is better than the 

mismatched companies. 

This study has shown that diversified companies performed 

better than the undiversified companies and th~ performance 

differed according to the type of diversification 

Moreover, diversification proved to be a good strategy for 

reducing the in earnings. Managers of 
, 

business must diversify, preferably into related 

areas, if they want to improve the financial 

and reduce the risk. For the already diversified 

companies, this study requires the corporate to 

adopt selective for diversification for 

improving performance. Such selective 

should avoid the unrelated diversification moves as the 

major of this study was that the unrelated 

diversifiers were the poorer performers than the related 

diversifiers. 

Research has shown that diversification to reduce the 

risk. Non-diversified companies (eg. business 

firms) were found to be riskier than the diversified 

and the degree of diversification was negatively 

correlated with the degree of risk. While lending the 

funds, financial institutions should take into account the 

of diversification of the company concerned in 
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add~t~on to the debt/equ~ty rat~o. All compan~es should 

not be treated at par on the bas~s of debt/equ~ty rat~o as 

we had seen that var~at~on ~n earn~ngs decreased as 

divers~ficat~on ~ncreased. Given the equal debt/equ~ty 

rat~o across all the d~vers~f~cat~on strateg~es, f~nanc~al 

~nst~tut~ons can advance more funds to d~vers~f~ed 

compan~es than the non-d~vers~f~ed compan~es and st~ll can 

feel more secure than the non-d~vers~f~ed companies. 

Corporate d~vers~f~cat~on and management of d~vers~f~ed 

compan~es ~n New Zealand ~s very fru~tful area for 

" research. In several areas further research ~s requ~red to 

bu~ld up a substant~al knowledge on th~s subject. Th~s 

study has only made a beg~nn~ng. The follow~ng are some of 

the areas where research requ~red suggested: 

(a) What are the reasons and mot~ves for corporate 

d~vers~f~cat~on ~n New Zealand? How d~d government 

pol~c~es contr~bute to several unrelated 

d~vers~f~cat~on ~n New Zealand compan~es? What are the 

object~ves sought by corporate managements wh~le 

d~vers~fy~ng? 

(b) Further research can be conducted to understand better 

the d~vers~f~cat~on process d~fferences between 

'fam~ly-managed' and 'profess~onally-managed' compan~es. 

(c) In th~s study the un~t of analys~s has been ~nd~v~dual 

compan~es. In New Zealand context ~t has been 

conjectured that several strateg~c dec~s~ons are taken 

at the 'bus~ness house' level. F~rst of all, 

systemat~c research ~s requ~red to know where and how 
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strategic decisions are taken in companies belonging to 

various business houses. Most likely the 

would vary across 'houses'. If most of the decisions 

are taken not at the individual company level, but at 

the 'business house' level, then there is a good case 

to study the effect of diversification on performance 

at the 'business house' level also. 

(d) In this study we have noted that the way the 

diversified companies are organised and managed (by 

means of organizational structure) would effect 

performance. We speculate that a possible reason for 

the low performance of diversifiers may be that 
,. 

have reached beyond 'limits of manageability'. If 

this is true, tendency for low performance is inherent 

in the strategy of high diversifiers. This aspect 

further research. 
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per~od from 1st April 1975 to 31st March 1985. There were 
105 f~rms l~sted during that period but we excluded two 
f~rms, B.N.Z. Finance Co. Ltd. and National Insurance Co. 
of New Zealand Ltd., who were financ~al compan~es 

(we have already mentioned the reason in the body of the 
thes~s for the exclus~on of these firms). Firms are listed 
in alphabet~cal order and the names of used in 
this Append~x are those which on the Stock 
Exchange list ~n 1985. The and structural 
class~f~cations and summary of the information on products 
which helped in deriving classification is g~ven 
in the follow~ng format for each of 103 compan~es for three 
points in t~me: 1975, 1980 and 1985. The and 
structural categories ass~gned to each firm are indicated 
by symbols, and the~r mean~ngs are as follows; 

§t.,r5;!t.,ggi,£",,,,,,$,Ym.J:ml 
A 
B 
C 
D 

F 
H 
D 

:;it..rg"t.,§gi.~"""Q,l,g,§,§ 
Single Business (Cell A 
Related Bus~ness B 
Unrelated Bus~ness 
Highly Diversified 

(Cell C 
(Cell D 

Funct~onal 

Hold~ng Company 
D~v~s~onal 

Company) 
Company) 
Company) 
Company) 

Year Name of company and ~ts products Strgy Struc 

AJ..,A,~"",,,M£PH,:gR~,Q,,N..,,,,,L,TD.,,,.,, 

1975 Manufactur~ng of nuts, bolts and 
screws. 

1980 Same as above. 

1985 Same as above. 

B D 

B D 

B D 

1975 of alum~nium joinery, B F 
aluminium fo~l, aluminium fabricat~on-
ion, rolling mill products, extrus~-
on, iron cast products. 

1980 Same as above. B F 



1985 Same as above. B D 

A.b~X .... JIAR.Y~Y ...... J..N.P'Jl§T..R..I.~§ ..... bT.P. .. , ... 

1975 Manufactur~ng of , paper, f~bre- C D 
glass, plast~c products, metal conta~-
ners, alum~n~um products; forestry, 

on m~neral explorat~on. 

1975 Same as above. C D 

1985 Same as above. C D 

1975 Manufactur~ng of worsted and woollen 
clothes, carpets, blankets, mach~ne 
yarn and wool-tops. 

1980 Same as above. Added: garment manuf-
actur~ng, wholesale of yarn, publ~s

h~ng of pattern books. 

1985 Same as above. 

1975 Manufactur~ng of agr~culture mach~n
ery, stock feed, ~rr~gat~on 

s~lo; well dr~ll~ng, 
ment of property, forestry, h~re pu-
rchase f~nanc~ng, d~str~but~on of 

mach~nery. 

1980 Same as above. 

1985 Same as above. 

A F 

B H 

B H 

c F 

C F 

C D 

1975 D~str~but~on of type wr~ters, dupl~- A F 
cators, systems, off~ce cha~rs, 
steel furn~ture, frank~ng mach~nes, 

and other off~ce suppl~es. 

1980 Same as above. A F 

1985 Same as above. Added: d~str~but~on of A F 

1975 

computers, computer serv~ces. Ex~ted : 
d~str~but~on of stat~onary. 

and d~str~but~on of 
radio and electr~cal appl~ances. 

1980 Same as above. 

1985 Same as above. 

A F 

A F 

A F 
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ttRT.B..Y..R ... J?ARNE.I ...... I.tIP.. .. , ... 

~975 Departmental store operators. 

~980 Same as above. 

~985 Same as above. 

ABT.B..Y..R ...... E.I.t1 .. 1$. ...... HQ.I.tP..ING. ...... 1.I.P. ... , ... 

1975 Manufacturing of sleeping bags, 
mattresses, upholstery, beddings, 
pillows, jackets, etc. 

~980 Same as above. 

~985 Same as above. 

A.$.H;e.x ....... lmBG. ....... A.NP. ...... QQ ... , ......... 1.I.P.. .. , ... 

~975 Suppliers of building material, 
hardware, paints, roofing, wall-
paper, electrical goods: Roofing 
contractors, timber merchants. 

~980 Same as above. 

~985 Same as above. 

~975 Manufacturing of electric cables and 
general wiring products. 

1980 Same as above. 

~985 Same as above. 

~975 Manufacturing and distribution of 
gases, detergents and disinfectants. 

A 

A 

A 

B 

B 

B 

B 

B 

B 

A 

A 

A 

A 

~980 Same as above. Added: manufacturing of A 
auto fuel systems. 

~985 Same as above. 

AY..RQ.RA ...... G.B.QIJ? ....... I.tI.P.. .. , ... 

~975 Construction and renting of office 
buildings, car parking buildings. 
Manufacturing of concrete masonry, 
pumice blocks. Motor car dealers, 
sand quarrying. 

~980 Same as above. 

A 

C 

C 
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F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 

F 



1985 Same as above. 

A11.I.Q.QBAI.._ .. §ANX.Q. ..... RQ.~P..IN..G .. $ ... ".(.N.~.2 ....... ~I.p. .. , .. 

1975 Manufacturing of television and 
allied products, alarm systems, 
sound equipment, marine radio and 

, calculators, cash regi-
sters, dictation machines. Renting 
of TV and radios. Distribution of 
calculators and ship chandlery. 

1980 Same as above. 

1985 Same as above. Added: distribution 
and renting of business machines. 

c 

B 

B 

B 

1975 New and used motor car dealers, garage A 
service, spare-parts distribution, 
vehicle financing. 

1980 Same as above. A 

1985 Same as above. A 

1975 Wood and pulp manufacturing, mining, C 
oil exploration, printing and publi-
shing, shipping, hoteliering, finan-
cing, hardware merchants, who-

, wine making, 
facturing, real estate 

1980 Same as above. Added: retail stores, D 
textile manufacturing, printing ink 
manufacturing, wearing 
manufacturing. 

1985 Same as above. Added; manufacturing D 
and distribution of meat products, 
gas distribution, manufacturing of 
ceramic, and footwear, newspaper 
printing, operators of radio station, 
distribution of printing 
office equipment, computers and 
business machines. 

1975 Distributors of office machines, 
sewing and knitting machines. 

1980 Same as above. 

1985 Same as above, Added: distribution 
of calculators. 

B 

B 

B 

247 

F 

D 

D 

D 

D 

D 

D 

H 

H 

H 

F 

F 

D 



QA.B.1.~" ... 1::R.I.Q~ ..... PQWN~B ....... 1.TP .. ,. 

1975 Manufacturing of electrical appli-
ances, insulators, ceramic compon-
ents, wiring devices, 
ship building . Civil, ele-
ctrical and mechanical 
Building construction. Wholesalers of 
electrical and 
Cycle and automotive dealers. 
Quarrying. 

1980 Same as above. 

1985 Same as above. 

Gl\N:r. .. ~RB.:rI.RX ...... RQ1.1"&'R ..... :f.1.Q:rI.R"" .. M . .I.1.1.§ ..... "QQ ... , ......... 1.TP .. , .. 

1975 Flour miller 

1980 Same as above. 

1985 Same as above. Added: poultry feed. 

Q..A..1::.I.TA1 ....... G .. J..TX ...... RA.P. .. J..Q ...... 1.TP .. , .. , 

1975 Operators of radio station. 

1980 Same as above. 

1985 Same as above. 

1975 Forest owners, saw-milling, timber 
and hardware merchants, Distributors 
of home appliances, wood joinery and 
builder's material. 

1980 Same as above. Added: manufacturing 
of paper and pulp, cosmetics, deterg-
ents and pharmaceuticals. 

D 

D 

A 

A 

A 

A 

A 

A 

C 

C 

1985 Same as above. Added: fishing, manu- D 
facturing of metal containers, pla-
stic mouldings, aluminium and roofing 
products, building decorative materi-
al, fish processing. 

1975 Manufacturing and distribution of B 
bricks, ceramic pipes, refractory 
material, crockery, concrete pipes. 
Property development, mineral explor-
ation. Crane and fork lift hire. 

1980 Same as above. Added; manufacturing D 
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D D 

D 

D 

F 

F 

F 

F 

F 

F 

F 

H 

H 

D 

D 



of abrasive , field tiles, 
china clay. Abrasion installing, 
distribution of builders material. 

1985 Same as above. 

GHB.I.$.T.G.H.:p.RQH.: ....... p.B.~.$.;,? ...... J";;Q .. " ........ 1.T.;Q,., ... 

1975 Publishing and 
ers, commercial 

1980 Same as above. 

of newspap-

1985 Same as above. Added: hire purchase 
and lease 

1975 Cleaning contractors, caterers, 
dry-cleaning, 
telephone 
horticulturists and nurserymen, 
horticultural suppliers. 

1980 Same as above. Added: food prepara-
tion, house 

maintenance. 

1985 Same as above. 

service, proper-

1975 of wine. 

1980 Same as above. 

1985 Same as above. 

QQB.X::,W"B.IG.H.:T. ... , .. A.N.;Q .. " .. $.A.:LN'oN ....... 1T.;Q .. ",. 

D 

A 

A 

c 

C 

c 

c 

A 

A 

A 

1975 Manufacturing of transformers, comp- B 
ressors, switch-boards, meters, fuse 

Electrical and mechanical 
Distribution of electrical 

and engineering equipment. Aircraft 
suppliers. 

1980 Same as above. Added: distribution of B 
aluminium sheeting, tools, watermet 
ers, electric motors. 

1985 Same as above. Added: manufacturing 
of electric motors, starters, diesel 
generators, electric 
cutting tools. 

G .. RQWN ..... G.,QRJ;?.Q.R.A.T..IQN ... 1.1:.P..· ... 

1975 Stock and station agents, wine and 

B 

D 
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D 

F 

F 

F 

D 

D 

D 

F 

F 

F 

F 

F 

D 

H 



sp~r~t merchants, wool brokers, tra-
vel agents, motor veh~cle dealers, 
real estate and ~nsurance agents, ag-
r~cultural mach~nery suppl~ersJ gro-
cers, well dr~llers. 

1980 Same as above. Added: meat and f~sh 
process~ng, f~nanc~al serv~ce. 

1985 Same as above. Added: ~nvestment. 

Ex~ted: of agr~cultural 
and construct~on mach~nery. 

1975 Owners and operators of departme-
ntal stores. 

1980 Same as above. 

1985 Same as above. 

R9M.IN.19N ..... !s.Rt.;R,g.R.Ig§, ... ".LT.P. .. ,,, 

1975 Manufactur~ng of sp~r~ts and w~ne. 
w~ne and merchants, 
hotel~ers. taverns. 

1980 Same as above. Ex~ted: traverns. 

1985 Same as above. 

1975 Manufactur and d~str~but~on of 
ropes, tw~nes, cordage etc. Manufact-
ur~ng and exporting of meat and food 
products. Cold storage. 

1980 Same as above. Added: manufacturing 
of , sacks and textiles. 

1985 as above. Added: manufacturing 
packagings and electric 

1975 and distribution of dental, 
medical and pharmaceutical supplies. 

1980 Same as above. 

1985 Same as above. 

1975 Manufacturing of towels. absorbent 
• shirts, industrial garments, 
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D D 

D D 

A F 

A F 

A F 

C D 

B D 

B D 

C F 

C D 

C D 

A F 

A F 

A F 

C D 



footwear. Cleaning and laundry service, 
towel supply service, distribution of 
soaps and toiletries, garment rental. 

1980 Same as above. Added: packaging of tea, 
distribution of vending machines. 

1985 Same as above. Added: manufacturing of 
safety garments and windshield 
reflectors. 

~B.N~.$..I. ...... AP..AM.$. ........ 1.I.;P ... , ... 

1975 Manufacturing of cakes, pastry, 
puddings, cookies, sponge, bread, etc. 

1980 Same as above. 

1985 Same as above. 

R.A.RM.~.R$. ....... I.R.AP..ING. ...... QQ .. , ........ 1.I.P. .. , ... 

1975 Departmental stores, higher purchase 
financing . . , 

1980 Same as above. 

1985 Same as above. 

R~.1.I.~.X ....... N~.w ....... ?;.~..A1.A.NP. ...... 1.I.P. .. , ... 

1975 Manufacturing of tyres, general rubber 
products, woven and tufted carpets, 
non-woven textiles, ropes and cords, 
plastic products, steel furniture, 
foot wears. Wool scouring, export-
ing of carpets, retreading of tyres. 

1980 Same as above. Added: investment, saw-
milling, nurseries, retail stores. 

1985 Same as above. 

R!.R.~.$..I.QN~ ...... NE.R ...... ;?;~ . .A1..AN.P. ...... 1.I.P. .. , ... 

1975 Manufacturing and retreading of tyres. 

1980 Same as above. 

1985 Same as above. 

R1.~.I.QtlE.R ....... Qtl.A1.1..AN~mR ....... 1.I.;P ... , ... 

1975 Steel and steel wire manufacturing, 
hire purchase and personal financing, 
sawmilling, building material manufac-
turing, motor vehicle assembly, comme-
rcial construction, pulp and newsprint 
manufacturing, forestry and logging, 
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C D 

C D 

A F 

A F 

A F 

A F 

A F 

A F 

D D 

D D 

D D 

A F 

A F 

A F 

D H 



civil engineering, of motor 
vehicles, financing, LPG distribution, 
property management, shopping centres, 
investment and banking, concrete manu-
facturing, of motor vehicles. 

1980 Same as above. 

1985 Same as above. 

1975 Manufacturing and shipping of cement. 

1980 Same as above. Added: fishing, fore-
stry, berry 

1985 Same as above. 

1975 Manufacturing of plastic goods, bak-
ery Grocery wholesalers. 
flour miller. 

1980 Same as above. Added: yeast manufac-
turing, yarn processing, distributi-
on of and slaughtering equip-
ment. Exited: plastic goods manufac-
turing, grocery wholesaling. 

1985 Same as above. Added: cereal food 
manufacturing. 

1975 Manufacturing of clothing. Retail-
of men's and boy's wear, footw-

ear, women's fashion apparel. 

1980 Same as above. 

1985 Same as above. 

1975 Wholesale and retail grocers, 
iers of office equipment and machines, 
fruit and vegetable canners, distrib-
ution of electrical equipment. 

1980 Same as above. Added: manufacturing 
of industrial cleaners and air 
cleaner equipment. 

1985 Same as above. Added: laundry serv-
ice, manufacturing of uniforms, fash-
ion clothes, commercial kitchen 
equipment. 
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D H 

D H 

A F 

c F 

c F 

c D 

B D 

B D 

A F 

A F 

A F 

B F 

c H 

c H 



IEIM.E ...... INP.V$..T.B.IE .. $. ....... CNZJ ....... ItT.P .. I. 

1975 Manufactur~ng of steel 
te p~pes and earthenware 

concre-

1980 Same as above. Added: manufactur~ng of 

1985 

farm ~rr~gat~on , ceram~c p~pes 

and f~tt~ngs, spun concrete p~pes, pre-
cast concrete l steel fabr~ca-
t~on. 

Same as above. 
of plast~c 
p~pes, 

ts of bu~ld~ng 

Added: manufactur~ng 

and conta~ners, PVC 
p~pes. Merchan-

construct~on mater~al. 

1975 Manufactur~ng of agr~cultural chem~c
als, an~mal vacc~ne, pharmaceut~cal 
products, res~n, dyestuffs, chem~cals, 

explos~ves, p~pes, footwear, 
cloth~ng, , sl~de fasteners, 
non-ferrous metals, pa~nts, synthet~c 

yarn. M~neral explorat~on. 

1980 Same as above. 

1985 Same as above. 

1975 and publ~cat~on of newspapers 
. Commerc~al pr~nters. 

serv~ce. 

1980 Same as above. Added: product~on of 
TV commerc~als. 

1985 Same as above. Added: rad~o broadcas 

B 

B 

C 

D 

D 

D 

A 

A 

B 

1975 Manufactur~ng of agr~cultural chem~cals, B 
, fert~l~zers, stock remed~es, 

surfactants, ~ndustr~al chem~cals, ~nsu-

lat~on mater~al, spray equ~pment, 
~c pack~ng mater~al. 

1980 Same as above. 

1985 Same as above. Added: manufactur~ng of 
t~mber preservat~ve chem~cals. 

J.:AM.E.? ...... R.A.RP.;IE ...... I!'1.PEX ...... ItTP. ..•... 

1975 Manufactur~ng of pa~nts and varn~shes. 

B 

B 

B 
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F 

F 

D 

D 

D 

D 

H 

D 

D 

F 

F 

F 

F 



Wholesal~ng of pa~nts, wallpapers, gla-
ss, brushes, m~rrors, tools, bu~lder's 

hardware. 

1980 Same as above. B 

1985 Same as above. Added: manufactur~ng of C 
electr~cal sw~tchgears and accessor~es, 
plast~c p~pes, cast ~ron f~tt~ngs, cement 
p~pes, f~bre-cement bu~ld~ng products. 

JJ\.ME,$. ....... $.,MJ,I,ff ..... 1J.P.", ... 

1975 Operators of departmental stores. 

1980 Same as above. 

1985 Same as above. 

1975 Wholesal~ng of bu~lders hardware, earth 
mov~ng mach~nery, generators and d~esel 
eng~nes, electr~cal appl~ances, sh~p 

chandlery, food prepar~ng and handl~ng 
mach~nery and equ~pment. 

1980 Same as above. Ex~ted: bu~lder's hard-
\"are suppl~es. 

1985 Same as above. Added: manufactur~ng of 
water-beds, commerc~al k~tchen 
equ~pment, plumb~ng and f~tt~ng tubes. 
Sta~nless steel fabr~cat~on. 

J.QJ:IN. ..... &.P.M9.NP.$. ...... ffQ1.P..J..NG.$. ..... 1.J.P. .. , .. 

1975 Manufactur~ng of wood jo~nery. Reta~

l~ng of hardware and sports goods. 

1980 Same as above. 

1985 Same as above. 

1975 Manufactur~ng of men's sh~rts, t~es, 

socks, belts, trousers, kn~twears, etc. 

1980 Same as above. 

1985 Same as above. 

~" ......... AN.P. ....... M .. " ....... MIN.J.N.G. ..... 1,J..IL" 

1975 O~l explorat~on. 

1980 Same as above. 

A 

A 

A 

A 

A 

C 

A 

A 

A 

B 

B 

B 

A 

A 
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F 



1985 Exited oil exploration and started 
gold mining. 

L.A.N.;I;; .. ~ ..... W..A.1.K.J;;R., ....... R.YP.K .. J..N ....... J..N.P.Y$..11~ .. J..;I;;.~'-.. ... 1I.P.., ... 

1975 Manufacturing of yarn, lingerie, knit-
wears, sports-wear, panty-hose, hosiery 
goods, men's and women's underwears. 

1980 Same as above. Added: manufacturing of 
textile fabric and outer-wears. 

1985 Same as above. 

1975 Manufacturing of food stuffs, beer 
and soft drinks. Retailing of grocery 
and fancy goods. Spirits and wine mer-
chants. Hotel owners, travelling and 
shipping agents. 

1980 Same as above. Added: tea and coffee 
manufacturing. 

1985 Same as above. Exited: hotels. Added: 
financing, investment, property 
development. 

1975 Investment. 

1980 Same as above. 

1985 Same as above. 

1975 Manufacturing and distribution of 
paints, spray guns, sand papers. 

1980 Same as above. 

1985 Same as above. 

MA .. +B ....... A..$ .. 'r.1;I;;X ...... 1I.P. .. , ... 

1975 Exporters of ~"ool , meat, leather, 
tallow, fish. Importers of chemicals, 
glass, machinery. Manufacturing of ven-
tilating and heating equipment. Wool 
scouring. Tanneries. 

1980 Same as above. 

1985 Same as above. 

255 

A F 

B D 

B D 

B D 

c D 

c D 

c D 

A F 

A F 

A F 

A F 

A F 

A F 

C H 

C H 

C H 



1975 Dealers of motor cars and boats. A 

1980 Same as above. A 

1985 Same as above. A 

1975 Manufacturing of deep freezers, B 
milk farm chillers, washers. Air 
conditioning engineers. and serv-
icing of machines. 

1980 Same as above. Added: of B 
ice making equipment. 

1985 Same as above. Added: manufacturing of 
dishwasher, washing machines. 

1975 Manufacturing of aluminium, brass, 
copper and Sronze tubes. 

1980 Same as above. 

1985 Same as above. Added: manufacturing of 
die tools, gauges, compressed air 
fittings. 

~,JN:gRA.~, .. ".,R.:g:;>QJ!.R.Q;J;:$"."".cN?;2"""~.:±'.P",,, 

1975 Exploration of oil, coal, gold, silver, 
and other metals. 

1980 Same as above. 

1985 Same as above. 

!'1,.,.9",!..".,,,.J2R,,J.J;;,N.,,, .. ,AN.P. ...... QQ,",, .. ,, .. ~IP. .. ,, .. 

1975 Manufacturing of works and sports 
wears. 

1980 Same as above. 

1985 Same as above. 

1975 Wine making. Vineyard owners. 
Wholesaling and retailing of wine. 

1980 Same as above. 

1985 Same as above. 

B 

A 

A 

B 

A 

A 

A 

A 

A 

A 

B 

B 

B 
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F 
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1975 Manufacturing of printing and duplicat- B 
ing ink, oil and water based ink. Dist-
ribution of printing machinery, typese-
tting and photo mechanical equipment. 

1980 Same as above. Added: manufacturing of B 
offset printing ink. Importing of gra-
phic arts supplies and photo-composition 
equipment. 

1985 Same as above. B 

I;1.QIQR ...... RQ1.P..ING.$. ..... 1.T!l..., .. 

1975 Manufacturing of auto-parts, car bodies, 
fire extinguishers. Assembly of cars. 
Franchise holders of cars. Dealers of 
motor cycles and cars. Wholesaling of 
tractors and earthmoving equipment. 
Hire-purchase financing. 

1980 Same as above. 

1985 Same as above. Added: distribution of 
air crafts. 

~LO'QN1.' ...... GQQK. ...... G..RQQ;r. ...... 1.I.P. .. , ... 

1975 Operators of scheduled motor coaches 
and air service. Transporters of wool, 
stock and general goods. Travel agents, 
ski plane, top dressing, hotel owners. 

1980 Same as above. 

1985 Same as above. 

N._., ... ?,;._, ....... ~~.M.~.NT. ...... 1.:IP. .. , .. 

1975 Manufacturing of cement and 
agricultural lime. 

1980 Same as above. 

1985 Same as above. 

~L ... Z .. , .... _.f.QR;,;:.$.:r. ..... ;r.RQP.Jl.GT.$. .... 1.TP . 

1975 Forest owners and saw-millers. Manufac-
turing of kraft, pulp, paper, printing 
and writing paper, carton and container 
boards, paper-bags, wooden cases, 
veneers, furniture components, turpen-
tine and chlorine products, board and 
hardboard insulating. Exporting of pine 
logs, kraft, pulp, paper-board, sawn-ti-
mber, cases, wall boards. 

D 

D 

D 

B 

B 

B 

A 

A 

A 

c 
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1980 Same as above. C 

1985 Same as above. Added: assembling of D 
motor vehicles, shipping agent, equity 
investment, hardware merchandising. 
Manufacturing of carpets, wall coverings, 
food stuffs, plastic goods. 

1975 Manufacturing of industrial gases, med-
ical gases, welding equipment, medical 
equipment, electric welding machines. 
Suppliers of medical equipment and 
welding equipment. 

1980 Same as above. 

1985 Same as above. 

N .. , ... Z, .. , ......... 1..IGJfJ. ....... 1.E,AT.RE,R$." .... 1.T.!L .. 

1975 Tanners 

1980 Same as above. 

1985 Same as above. 

1975 Publishing and printing of newspapers 
and magazines. Commercial printers. 

1980 Same as above. Added: deer farming, 
production of TV commercials and movies, 
film processing, printing of maps and 
directories, travel agents .. 

1985 Same as above. Exited deer farming, 
travel agency. 

N .. ,.2;; ... , ........ r..E.+.:RQ,1.E,Y..M ... E,X.r.1,QRA.+.:.IQ,N. .... G.Q .. , ......... 1.+':.p. .. ,,, 

1975 Oil exploration. 

1980 Same as above. 

1985 Same as above. 

N ... , ... :Z · .. RE,R.J,N,J.,N,G .. " ... G9., ...... ,,1.T.!L ... 

1975 Refiners of diesel, kerosine, 
gasoline and gas oils. 

1980 Same as above. 

1985 Same as above. 
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D 

D 

A 

A 

A 

A 

C 

B 

A 

A 

A 

A 

A 
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N .. , .. ,?;""",., , .. $.J..J.;;,J.;;.1", .. 1.I,P' ,', .. 

1975 Manufacturing of steel sheets, billets, 
pipes, tin-plates, rectangular hallow 
section, rolling mill products, coiled 
strips, structural sheet. Galvanising 
of sheet. 

1980 Same as above. 

1985 Same as above. 

RP.1 ...... HQ1P'.!,NG$. .... "L.I,P., .. , ... 

1975 Manufacturing, distribution and exp-
orting of electrical appliances and 
plastic mouldings. 

1980 Same as above. 

1985 Same as above. 

1975 Supermarket operators. Property deve-
lopers. Manufacturing of delicatessen. 

1980 Same as above. Added: fast food and 
family restaurants. 

1985 Same as above. 

QU.!.1..1 ....... ;ij,P,J1RHR;J;;.X$. ...... 1I.P. .. "", 

1975 Merchants of wine, spirits, cordial 
and aerated water merchants. 

1980 Same as above. 

1985 Same as above. Added: drive-in-video, 
transporters. 

RA.P..!.Q ...... A.Y.QN... ... ,L.I.p. 

1975 Operators of radio station. 

1980 Same as above. 

1985 Same as above. 

RA.P',IQ.",.QI.A.G.Q",.,1,I.P. .. , ... 

1975 Operators of radio station. 

1980 Same as above. 

1985 Same as above. 
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1975 Manufacturing of automotive parts. 

1980 Same as above. 

1985 Same as above. Added: manufacturing of 
forklift parts. Reconditioning of 
engines. Exporting and retailing of 
auto-parts. 

A F 

A F 

B D 

1975 Manufacturing of tobacco, cigarette, C F 
wine, bags, tents, umbrellas. Investment 
in property, data processing service, 
commercial printing. 

1980 Same as above. Added: wholesaling of C D 
liquor. 

1985 Same as above. Added: hotels, wholes- C D 
aling of grocery and electrical appliances. 

1975 Processing and exporting of meat 
products, meat canning, wholesaling of 
meat products, pig and beef farming. 

1980 Same as above. 

1985 Same as above. Added: manufacturing of 
woollen and woven fabrics, food stuffs, 
sheet-metal, plastic packing. 

1975 Manufacturing of apparel and lingerie 

1980 Same as above. Added: horticulture. 

1985 Same as above. 

1975 Manufacturing of cosmetics, pharmaceu-
ticals, brushes, toiletry, food products, 
animal food. 

1980 Same as above. Added: wholesaling of 
surgical equipment and photographic 
goods. Retailing of pharmaceuticals. 

1985 Same as above. 

~A.N:f.QRP. ..... 1.1.p. .. , .. 

1975 Processing and exporting of fish, fish 

B F 

B F 

C D 

A F 

C F 

C F 

C F 

C D 

C D 

B F 
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meal manufactur~ng, 
farm~ng. 

1980 Same as above. Added: 

1985 Same as above. 

and mussel 

of f~sh. 

1975 Manufactur~ng of women's shoes. 

1980 Same as above. 

1985 Same as above. 

1975 Manufactur~ng of PVC 
and canvas footwear, 
transm~ss~on belts, 
water-proof cloth~ng, 
goods, d~pped rubber 
products. Wholesal~ng 

rubber goods. 

, rubber 
~ndustr~al garments, 

cush~on, 

moulded rubber 

of 

1980 Same as above. 

1985 Same as above. Added: computer serv~ce, 
sw~mm~ng pool construct~on, salt-mak~ng. 

Manufactur~ng of da~ry and 
med~cal equ~pment. 

§}1.ITH.::.R.IQ1A.R ..... 1.T.P. ... , ... 

1975 Manufactur~ng of pharmaceut~cals, lab-
d~agnost~c mater~al, cosmet~cs, 

sc~entific equ~pment, plast~c 

of scient~f~c equ~pment. 

1980 Same as above. 

1985 Same as above. 

B F 

B F 

A F 

A F 

A F 

C D 

C D 

C D 

B D 

B D 

B D 

1975 Manufacturing of furniture frames and C F 
cabinets, wooden furniture, upholstery. 

of sports goods, hardware, 
k~tchen-ware, paint and furn~ture. Real 
estate Land and estate auctioneers. 

1980 Same as above. C F 

1985 Same as above. C H 

1975 and export~ng of meat. Pelt 
manufacturing and tanners. 

B H 
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Frozen freight 

1980 Same as above. B H 

1985 Same as above. B H 

1975 Wholesaling of steel products like A F 
tubes and , oil and gas pipe-
lines, cast iron pipes, and fittings, 
plates and sheets, stainless steel etc. 

1980 Same as above. Added: manufacturing of C D 
electric motors, wire products, nails, 
staples etc. Refrigeration and air condi-
tioning engineers, steel cutting and 
bending. 

1985 Same as above. Added: 
car body, and 
Automobile dealers. 

TA.XLQB$. ....... G.B.QVf. ....... LTIL .. . 

manufacturing of 
chemicals. 

1975 Dry-cleaning and laundry service, 
garment rental. 

1980 Same as above. 

1985 Same as above. 

1975 Goods and haulage operators. 

1980 Same as above. Added: lime crushing, 

1985 Same as above. 

l'B.A.N.$..:RQRT ....... (N.QRT!t .... Q.A.N.1'.~.BJHJ.RX1 ..... .H.QLP..!.N.G.s. ...... LTP .. , ... 

1975 Goods, and stock 

1980 Same as above. 

1985 Same as above. 

!!.., ... ~.,,'.J;}.~ ......... J,N.P.J1S.TR.J,~.S. ...... LTP .. , .. . 

1975 Manufacturing of tufted 
board packaging, 

operators 

, paper 
fibre and 

cartons and containers, 
paper, waxed paper, wall paper 

and pulp. Wool scouring and spinning, 
farming. 

1980 Same as above. Added: manufacturing of 
furniture and stock feed. Hotels and 

C D 

A D 

A D 

A D 

A F 

A F 

A F 

A D 

A D 

A D 

D D 

D D 
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data processing service. 

1985 Same as above. Exited: hotels and 
stock feed manufacturing. 

D D 

1975 Processing and exporting of meat, pelts, D H 
hides, casings, tallows, deer essence. 
Tanners, printers, motel owners and retail 
butchers. Manufacturing of knitwears and 
concrete masonry. 

1980 Same as above. Added: pig farming and 
manufacturing of pharmaceutical raw 
material. 

1985 Same as above. 

D H 

D H 

1975 Manufacturing of prepared food, breakf- D D 
ast food, ice-creme, poultry and stock 
feed, cake, baby food. Processing of meat 
and fish, can making, horticulture, refr-
igerated haulage, grocery distribution. 

1980 Same as above. Added: flour milling D D 
and-fish meal manufacturing. 

1985 Same as above. D D 

1975 Civil and electrical engineers, building 
construction and quarry masters. 

1980 Same as above. Added: construction of 
harbours and power houses. 

1985 Same as above. 

1975 Manufacturing of stationary products, 
printing machines and plastic products. 
Wholesaling of stationary products. 

1980 Same as above. 

1985 Same as above. 

W.I.1.$.mL ... .A.N.P. .... J::I.QR±.QN. ...... 1±.P. .. , ... 

1975 Printing and publishing of newspapers 
and greeting cards. Commercial printers, 
distribution of stationary. 

1980 Same as above. 

B F 

B F 

B D 

C F 

C F 

C D 

B D 

B D 
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1985 Same as above. Added: telecommun~cat~on, 

TV stat~on, manufactur~ng of plast~c 
bank cards. 

1975 Wholesal~ng of grocery, home appl~ances, 
tobacco, w~ne and sp~r~t. pelt and game 
food, meat and f~sh. Deer farm~ng. 

1980 Same as above. 

1985 Same as above. 

W .. IN.S .. 1..Q.N.J::. .... ,t.:IP.,',. 

1975 Manufactur~ng of br~ck, roof~ng t~les, 

concrete blocks, refractory mater~al, 
PVC p~pes and sheet~ng, glass, 
m~x concrete. Suppl~ers of bu~ld~ng and 
road mater~al. Floor~ng and roof~ng con-
tractors, c~v~l construct~on, quarry 
masters. 

1980 Same as above. 

1985 Same as above. Added: manufactur~ng of 
wood pulp and plywood. Forestry, saw 

I and plumber suppl~es. 

WQI.SM.A1P ... ,.,IN,1'.J::.RNA,:I,IQNA1 .... ,N." .. ?:.." .... ",.1:IP ..... " 

1975 Manufactur~ng of ~ndustr~al safety 
equ~pment, f~re protect~on system, 
protect~ve cloth~ng, burglar alarm 
system, electronic a~ds for hand~caps, 
bu~lders suppl~es, structural steel and 
p~pe, transm~ss~on conveyors. Suppl~ers 

of med~cal equ~pment. 

1980 Same as above. 

1985 Same as above. Added: manufactur~ng of 
f~re eng~nes, pressed metal and 
~ndustr~al doors. 

X.A:IJ::.S ...... ,G .. QB,£QB,Al' .. IQN ...... 1:IP, ..... 

1975 Fru~t and vegetable cropp~ng, hort~cul
ture serv~ce, seed pack~ng, nurser~es, 

wholesal~ng of hort~cultural seeds. 

1980 Same as above. 

1985 Same as above. Added: manufactur~ng of 
plast~c and consumer food. Poultry 
process~ng and home garden~ng. 
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C D 

B D 

B D 

B D 

C H 

C H 

C H 

D D 

D D 

D D 

B H 

B H 

C D 



Standard Industrial Classification 

system developed for all 

is a numerical 

of economic 

activities. The system is based on establishment 

classifications in which each of a firm's establishments 

(eg. plants) is classified 

activity. 

to its primary 
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New Zealand Standard Industrial Classification (NZSIC) is 

published by the Department of Statistics, Government of New 

Zealand. It is the classification of all the industrial 

activities undertaken by an establishment (eg. 

farm, stores, shop etc.) which has a 

output. Homogeneity of output is measured by 

activities undertaken by an productive unit with other 

productive units producing similar product. 

the 

NZSIC is based on International Standard Industrial 

classification (ISIC) 1948, issued by United Nations and is 

widely used by Government agencies and other 

for classifying the economic activity of all types of 

businesses ego manufacturing, financial, farming and 

services etc. It was amended in 1970 the 

amendment of ISIC in 1968. Again in 1975 revision was made 

to provide more extensive classification and types of 

activities to be classified within each category. From time 

to time amendments were made according to the changes 

in industrial activities and the latest amendment was 
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made in 1983. 

The whole of NZIC has been divided into Major Divisions, 

Divisions, Major Groups, Groups, and Sub-Groups on a decimal 

system and with a few exceptions, coincides with the ISIC. 

The decimal system of numbering allows for the Major 

Divisions to be divided into nine Divisions (2 digit code-2 

decimal places) which may be further sub-divided into nine 

Major Groups (3 digit code-3 decimal places) and again into 

nine Groups (4 digit code-4 decimal place) and finally into 

nine Sub Groups (5 digit code-5 decimal place). In this 

classification "0" indicates that a given level of 

classification is not '~ivided into further level of 

classification. 

There are nine Major Divisions in NZSIC namely Agriculture, 

Hunting, Forestry and Fishing (Major Division 1), Mining and 

Quarrying (Major Division 2), Manufacturing (Major Division 

3), Electricity, Gas and Water (Major Division 4), Building 

and Construction (Major Division 5), Wholesale and Retail 

Trade and Restaurants and Hotels (Major Division 6), 

Transport, Storage and Communication (Major Division 7), 

Financing Insurance, Real Estate and Business Service (Major 

Division 8), and Community, Social and Personal Services 

(Major Division 9). In Major division 1 (Agriculture, 

Hunting, Forestry and Fishing) there are three Divisions 

namely Agriculture and Hunting (Division 11), Forestry and 

Logging (Division 12) and Fishing (Division 13). Division 

11 has been further divided into three Major Groups namely 

Agriculture and Live Production (Major Group 111), 
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Agriculture Services ( Group 112) and Hunting, 

and Game Propagation ( 113). Major Group 111 has 

been divided into eleven and fifty two Sub-Groups. 

Major Group 112 and 113 has been divided into five 

and three Groups and sixteen and four Sub-Groups 

Like this whole of the NZSIC has been divided 

into nine Major Divisions, four Divisions, ninety 

five Major Groups, two hundred Groups, and five 

hundred twenty seven Sub-Groups. All the 2-digit and 4-

codes (Divisions and Sub-Groups respectively) and 

names of industries are given in tables A2.1 and A2.2 below. 

Table A2.1 2-Digit SIC codes and names of Industries 

SIC 
CODES 

Names of industries 

11 Agriculture and Hunting 

12 Forestry and Logging 

13 

21 Coal Mining 

22 Crude Petroleum and Natural Gas Production 

23 Metal Ore Mining 

29 Other Mining 

31 Manufacturing of Food, Beverages and Tobacco 

32 

33 

34 

Manufacturing of Textile bearing 
Leather goods 

of Wood and Wood 

of Paper and Paper 
Publishing 

and 



35 Manufacturing of Chemicals and Chemical 
Petroleum, Coal, Rubber and Plastic products 

36 Manufacturing of non-metal Mineral products 
except products of Petroleum and Coal 

37 Basic Metal industries 

38 Manufacturing of Fabricated metal products, 
Machinery and Equipment 

39 Other Industries 

41 ~lectricity, Gas and Steam 

42 Water Works and Supply 

51 Buildings 

52 Construction other than Buildings 

53 Ancillary Building and Construction Service 

6l Wholesale Trade 

62 Retail Trade 

63 Restaurants and Hotels 

7l and Storage 

72 Communication 

8l 

82 Insurance 

9l Public Administration and Defence 

92 and similar services 

93 Social and related Community Services 

94 Recreational and Cultural Services 

95 Personal and Household Services 

96 International and Extra-Territorial Bodies 
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Table A2.2 4-Digit SIC codes and names of Industries 

SIC Names of Industries 
CODES 

1111 Dairy and Pig Farming 

1112 Sheep Farming 

1113 Beef Farming 

1114 Mixed and other Livestock Farming 

1116 Cropping 

1117 Reserved 

1118 Fruit and Vegetable Growing 

1119 Other Horticulture 

1121 Agricultural Services 

1122 Livestock Contracting Services 

1123 Grain, Fodder and Pasture Cropping, Vegetable 
and Horticulture Contracting Services 

1124 Top-dressing and Spraying Contracting Services 

1125 Other Agricultural Contracting Services N.E.C. 

1131 Commercial Hunting and Trapping 

1132 Noxious Animal Control 

1133 Game Propagation 

1210 Forestry 

1220 Logging 

1311 Fishing with T01ved or Dragged Gear 

1312 Fishing with Encircling Gear 

1313 Fishing with Other Mobile Gear 

1314 Fishing with Static Gear 

1315 Hand Gathering 

1319 Ocean and Coastal Fishing N.E.C. 

1321 Fishing in Inland Water 

1322 Fish Farming 

2100 Coal Mining 
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2201 Exploration and Drilling for Crude Petroleum and 
Natural Gas 

2202 Extraction of Crude Petroleum and Natural Gas 

2301 Iron Ore Mining 

2302 Non-Ferrous Ore Mining 

2901 Extraction of Stone, Clay, Gravel, Sand etc. 

2902 Chemical and Fertiliser Mineral Mining 

2903 Salt Mining and Evaporating 

2909 Mining and Quarrying N.E.C. 

3111 Slaughtering, Preparing and Preserving Meat 

3112 Manufacturing of Dairy Products 

3113 Canning and Preserving of Fruit and Vegetables 

3114 Canning, Preserving and Processing of Fish, 
Crustacea and Similar Foods 

3115 Manufacturing of Vegetable and Animal Oils and Fats 

3116 Grain Mill Products 

3117 Manufacturing of Bakery Products 

3118 Sugar Factories and Refineries 

3119 Manufacturing of Cocoa, Chocolate and Sugar 
Confectionery 

3121 Manufacturing of Food Products not Classified in 
the Above 

3122 Manufacturing of Prepared Animal Feeds 

3131 Distiling, Rectifying and Blending Spirits 

3132 Wine Industries 

3133 Manufacturing of Malt Liquors and Malts 

3134 Manufacturing of Soft Drinks 

3140 Manufacturing of Tobacco 

3211 Spinning, Weaving and Finishing Textiles 

3212 Manufacturing of Made-up Textile Goods except 
Clothing 

3213 Knitting Mills 
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3214 Manufacturing of and Rugs 

3215 Manufacturing of , Rope and Twine 

3219 Manufacturing of Textiles not otherwise defined 
in the Classes Shown Above 

3221 Manufacturing of Clothing 

3231 Tanneries and Leather 

3232 Fur Dressing and 

3233 Manufacturing of Leather and Leather Substitute 
Products excluding Footwear and Clothing 

3240 Manufacturing of Footwear Vulcanised or 
Moulded Rubber or Plastic and Wooded Footwear 

3311 Sawmills, Planing and Other Wood Mills 

3312 Manufacturing of Wooden and Cane Containers and 
Small cane Ware 

" 
3319 Manufacturing of Cork Products; and Wood 

Products N.E.C. 

3320 Manufacturing of Furniture and 
Primarily of Metal 

except 

3411 Manufacturing of Pulp, Paper and Paperboard 

3412 Manufacturing of Containers and Boxes of Paper 
and Paperboard 

3419 Manufacturing of Pulp, Paper and 
Articles N.E.C. 

3420 , Publishing and Allied Industries 

3511 of Basic Industrial Chemicals 

3512 Fertilisers and Pesticides 

3513 of Synthetic Resins, plastic 
Materials and Man-made Fibres except Glass 

3521 Manufacturing of Paints, Varnishes and 

3522 of Drugs and Medicines 

3523 of Soap and Cleaning 
Perfumes, Cosmetics and Other Toilet 

3529 Manufacturing of Chemical Products N.E.C. 

3530 Petroleum Refineries 
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3540 Manufacturing of Miscellaneous Products of 
Petroleum and Coal 

3551 Tyre and Tube Industries 

3559 Manufacturing of Rubber Products N.E.C. 

3560 Manufacturing of Plastic Products N.E.C. 

3610 Manufacturing of Pottery, China and Earthenware 

3620 Manufacturing of Glass and Glass Products 

3691 Manufacturing of Structural Clay Products 

3692 Manufacturing of Cement, Lime and Plaster 

3699 Manufacturing of Non-metallic Mineral 
Products N.E.C. 

3710 Iron and Steel Basic Industries 

3720 Non-Ferrous Metal Basic Industries , 

3811 Manufacturing of Cutlery, Hand Tools, and 
General Hardware 

3812 Manufacturing of Furniture and Fixtures Primarily 
of Metal 

3813 Manufacturing of Structural Clay Products 

3819 Manufacturing of Fabricated Metal Products except 
Machinery and Equipment N.E.C. 

3821 Manufacturing and Reconditioning of Engines and 
Turbines 

3822 Manufacturing of Agricultural Machinery and 
Equipment 

3823 Manufacturing of Metal and Woodworking Machinery 

3824 Manufacturing of Specialized Industrial Machinery 
and Equipment except Metal and Woodworking 
Machinery 

3825 Manufacturing of Office, Computing and Accounting 
Machinery 

3829 Manufacturing of Industrial Machinery and Equipment 

3831 Manufacturing of Electrical Industrial Machinery 
and Apparatus 

3832 Manufacturing of Radio, Television and 
Communications Equipment and Apparatus 
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3833 Manufacturing of Domestic Electrical Appliances 
and Housewares 

3839 Manufacturing of Electrical Apparatus and 
N.E.C. 

3841 Shipbuilding and Repairing 

3842 Manufacturing of Railroad Equipment 

3843 Manufacturing of Motor Vehicle 

3844 Manufacturing of Motorcycles and 

3845 Manufacturing of Aircraft 

3849 Manufacturing of Transport Equipment N.E.C. 

3851 Manufacturing of Professional and Scientific, and 
Measuring and Controlling Equipment N.E.C. 

3852 Manufacturing of Photographic and Optical Goods 

3853 Manufacturing of Watches and 

3901 Manufacturing of Jewellery and Related Articles 

3902 Manufacturing Musical Instruments 

3903 Manufacturing of Sporting and Athletic Goods 

3909 Manufacturing Industries N.E.C. 

4101 Electrical and Power Production 

4102 Manufacturing of Gas and Distribution 

4103 Steam and Hot Water Supply 

4200 Water works and Supply 

5101 Construction of Buildings - Residential 

5102 Construction of Buildings Non Residential 

5200 Construction than 

5301 Bricklaying, Blocklaying, Other Stone Work 
and Concrete Work 

5302 Plastering 

5303 Carpentering 

5304 Glazing 

5305 Roofing 

5306 Electrical Services 
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5307 Plumbing and Drainlaying 

5308 Heating and Air-conditioning 

5309 Painting and Paperhanging 

5311 Flooring 

5312 Insulating 

5319 Other Ancillary Buildings Construction Services 

6111 Wholesaling of Agricultural and Other Related 
Products 

6119 Wholesaling of Unprocessed Primary Products N.E.C. 

6121 Wholesaling of Groceries and Food (excluding 
fresh fruit and vegetables 

6122 Wholesaling of Fresh Fruit and Vegetables 

6123 Wholesaling of Beverages 

6124 Wholesaling of Tobacco Products 

6131 Wholesaling of Textiles 

6132 Wholesaling of Wearing Apparel and Haberdashery 

6133 Wholesaling of Footwear 

6139 Wholesaling of Clothing Accessories and 
Textiles N.E.C. 

6141 Wholesaling of Timber and other Buildings Materials 

6142 Wholesaling of Hardware of all Types 

6151 Wholesaling of Household Appliances 

6152 Wholesaling of Household Furniture, Soft 
Furnishings and Floor Coverings 

6161 Wholesaling of Books, Stationary and Other Printed 
Paper Products 

6169 Wholesaling of Pulp, Paper and Paper 
Products N.E.C. 

6171 ~vholesaling of Pharmaceutical Supplies, 
and Toiletries 

Cosmetics 

6172 ~)holesaling of Chemicals and Allied Products 

6173 Wholesaling of Petroleum and Petroleum Products 

6181 Wholesaling of Metals 
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6182 Wholesaling of 
Machinery and 

and Industrial 

6183 Wholesaling of Commercial Machinery and 

6184 Wholesaling of Professional, Scientific and 
Medical Equipment 

6185 Wholesaling of Motor Vehicles and Motorcycles 
(including parts and accessories) 

6189 Wholesaling of Equipment N.E.C. 

6191 Wholesaling of Photographic Goods N.E.C. 

6192 Wholesaling of Watches, Clocks, 
Related Articles N.E.C. 

and 

6193 Wholesaling of Music and Musical Instruments N.E.C. 

6194 Wholesaling of Sporting Goods N.E.C. 

6195 Wholesaling of and Novelties N.E.C. 

6199 Wholesale Trade N.E.C. 

6211 Retailing of Agricultural and 
(excluding tools and machinery) 

6212 Pet Shops 

Supplies 

6219 Retailing of Unprocessed Primary Products N.E.C. 

6221 Retailing of Groceries and Foods (excluding fresh 
fruit and vegetables) 

6222 Greengrocers and Fruiterers 

6223 Retailing of Alcoholic Beverages 

6224 Tobacconists 

6231 Retailing of Textiles and General Softgoods 

6232 of Wearing Apparel 

6233 Shoe 

6239 Clothing Accessory Shops N.E.C. 

6241 Paint and Wallpaper Shops 

6242 of Hardware 

6251 Household Appliances, Radio and Television Stores 

6252 Machine Dealers 
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6253 Retailing of Furniture, Soft Furnishings and 
Floor Coverings 

6261 Retailing of Printed Products 

6271 Retailing of Pharmaceutical Supplies, Cosmetics 
and Toiletries 

6272 Petrol Stations 

6281 Retailing of Motor Vehicles and Motorcycles 
(including and accessories) 

6289 Retailing of other Transport Vehicles, N.E.C. 

6291 Photographic and Optical Goods Dealers 

6292 Watch and Clock Dealers and Jewellers 

6293 Music Stores 

6294 Sporting Goods Dealers and Camping Equipment Stores 

6295 Retailing of Toys, Novelties, Gifts, Handicrafts 
and Souvenirs 

6296 Art dealers 

6297 Second-hand Goods Dealers 

6299 Retail Trade N.E.C. 

6311 Food Stores 

6312 Tearooms, Coffee Houses, Cafeterias and Unlicensed 
Restaurants 

6313 Caterers 

6314 Licensed Restaurants and Cabarets 

6315 Licensed Taverns and Chartered Clubs 

6321 Motels, Hotels, GUest Houses and Hostels 

6322 Motor Camps, Caravan Parks, Cabins 

6329 Other Accommodation, N.E.C. 

7111 Transport 

7112 Scheduled Road Passenger Transport 

7113 Other Road Passenger Transport 

7114 Transport by Road 

7115 Transport 
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7116 Supporting Services to Land Transport 

7121 Ocean and Coastal Water Transport 

7122 Inland Water Transport 

7123 Supporting Services to Water Transport 

7131 Air Transport Carriers 

7132 Supporting Services to Air Transport 

7191 Services Incidental to Transport 

7292 Storage and Warehousing 

7200 Communication 

8111 Central Banking 

8112 Trading Banking 

8113 Banking 

8119 Other Banking N.E.C. 

8121 Building Society Operation 

8122 Credit Union Operation 

8123 Co-operative Saving Association Operation 

8124 Commercial Bill Bank~ng 

8125 Offic~al Short-Term Money Market Dealing 

8126 Mortgage Bank~ng 

8129 Other Financing N.E.C. 

8131 Trustee Investment Operation 

8132 Holding Company Investment Operat~on N.E.C. 

8133 Holder-Invest~ng N.E.C. 

8141 Brok~ng, Dealing and Underwr~t~ng Stocks, Shares 
and Securities on behalf of others 

8142 Services of Security and Commodity Exchanges 

8149 Other Serv~ces to Finance and Investment N.E.C. 

8211 L~fe Insurance 

8212 Medical Insurance 

8213 General Insurance 
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8219 Other Insurance N.E.C. 

8221 Superannuat~on and Pens~on fund Operat~on 

8222 Mutual Fund Operat~on 

8229 Other Superannuat~on and Mutual Fund Operat~on 
N.E.C. 

8230 Serv~ces to Insurance and Superannuat~on 

8310 Real Estate Serv~ces 

8321 Legal Serv~ces 

8322 Account~ng, Aud~t~ng and Book-keep~ng Serv~ces 

8323 Data Process~ng and Tabulat~ng Serv~ces 

8324 Eng~neer~ng, Arch~tectural and Techn~cal Serv~ces 

8325 Advert~s~ng Serv~ces 

8329 Bus~ness Serv~ces (except rental and lea~~ng) 
N.E.C. 

8330 Mach~nery and Equ~pment Rental and Leas~ng 

9101 Central Government Adm~n~strat~on and Defence 

9102 Local Government Adm~n~strat~on 

9201 San~tary and Garbage D~sposal Serv~ces 

9202 Clean~ng Serv~ces 

9203 Fum~gat~on and Pest Control Serv~ces 

9310 Educat~on Serv~ces 

9320 Research and Sc~ent~f~c Inst~tutes 

9331- Med~cal, Dental and other Health Serv~ces 
9332 

9333 Veter~nary Serv~ces 

9340 Welfare Inst~tut~ons 

9350 Bus~ness, Profess~onal and Labour Assoc~at~ons 

9391 Rel~g~ous Organ~sat~ons 

9399 Soc~al and Related Commun~ty Serv~ces N.E.C. 

9411 Mot~on P~cture Product~on 

9412 Mot~on P~cture D~str~but~on and Project~on 
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9413 Radio and Television Broadcasting 

9414 Theatrical Producers and Entertainment Services 

9415 Authors, Music Composers, and other Independent 
Artists N.E.C. 

9420 Libraries, Museums, Botanical and Zoological 
Gardens and other Cultural Services N.E.C. 

9490 Amusement and Recreational Services N.E.C. 

9511 Repair of Footwear and other Leather Goods 

9512 Electrical Repair 

9513 Repair of Motor Vehicles and Motor Cycles 

9514 Watch, Clock and Jewellery Repair 

9519 Other Repair Shops N.E.C. 

9520 Laundries, Laundry Services and Cleaning and 
Dyeing Plants 

9530 Domestic Services 

9591 Barber and Beauty Shops 

9592 Photographic Studios and Commercial Photography 

9599 Personal Services N.E.C. 

9600 International and Extra-Territorial Bodies 

N.E.C. means Not Elsewhere Classified. 
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The purpose of this Appendix is to supplement the analysis 

on strategic moves discussed in chapter 5. Moreover a 

reader might be interested in knowing the names of 

individual companies moving from one strategic category to 

another, if at later stage he is to replicate these results 

or to do any similar studies especially at micro level. 

The information is presented in a more classified manner 

for the ease of a reader. The Appendix describes the moves 

of individual companies from one strategic category to 

another strategic category for the period 1975-1980 and 

1980-1985. It consists of three tables, A3.1, A3.2 and 

A3.3, containing the names and moves of single business 

("A"), related business ("B") and unrelated business ("C") 

companies for both the periods. These strategic categories 

are same as defined in chapter 2 and 5. 
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Table A3.1 Single Business Diversifiers. 

Firms leaving Single Business Category Entered 
between 1975-1980 

Textiles Ltd. Related Business 

Enterprises Ltd. 

Golden Cement Ltd. Unrelated Business 

N.Z. News Ltd. 

R.W. Saunders Ltd. 

steel and Tube Holdings Ltd. 

Firms Single Business Category Entered 
category between 1980-1985 

Independent Newspapers Ltd. Related Business 

McKechine Brothers Ltd. 

Repco. N.Z. Ltd. 

Quill Ltd. Unrelated Business 

Christchurch Press Co. Ltd. 

John Burn and Co. Ltd. 
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Table A3.2 Related Business Diversifiers. 

Firms Related Business Category Entered 
category between 1975-1980 

Henry Ltd. I Unrelated Business 

Ceramco Ltd. Highly Diversified 

Firms Related Business Category Entered 
category between 1980-1985 

Hume Industries Ltd. Unrelated Business 

James Hardy Impey Ltd. 

R. and W. Hellaby Ltd. 

~\1ilson and Horton Ltd. 

Yates Corporation'Ltd. 

Table A3.3 Unrelated Business Diversifiers 

Firms leaving Unrelated Business Category Entered 
category between 1975-1980 

Dominion Breweries Ltd. Related Business 

Goodman Group Ltd. 

Brierley Investment Ltd. Highly Diversified 

Firms leaving Unrelated Business Category Entered 
category between 1980-1985 

N.Z. Nel"s Ltd. Related Business 

Carter Holt Ltd. Highly Diversified 

N.Z. Forest Products Ltd. 
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The purpose of this Appendix is to show the data on company shifts in 

strategic categories according to industry and to relate the industry type 

~vith the type of strategy. This Appendix consists of two tables. Table 

A4. 1 de.scribes the number of companies in each strategic category 

accordir~ to the type of industry while table A4.2 gives the net increase 

or decrease in the number of companie.s in each industry and strategic 

category. 2-digit SIC codes are translated from the 1983 revised edition 

of New Zealand Standard Industrial Classification published by the 

Government of New Zealand. If a compaI1Y participated in four different 

industries, it was aCCOtUlted for in those different industries without 

assigning any ~{eight to the different SIC activities (this problem has 

already been discussed in chapter 5) and hence any conclusion and 

interpretation of results should be drawn with precaution. Following 

paragraph presents the analysis drawn from the tables contained in this 

Appen~"X. 

From these two tables it is clear that most of the sample 

companies were active in wholesale trade (SIC 61), 

manufacturing of fabricated metal products, machinery and 

equipment (SIC 38), manufacturing of chemicals and of 

chemical petroleum, coal rubber and plastic products (SIC 

35), retail trade (SIC 62), manufacturing of food, beverages 

and tobacco (SIC 31), manufacturing of textile wearing 

apparel and leather goods (SIC 32), and real estate and 

business service (SIC 83). Maximum shifts occurred in 

wholesale trade. In 1985, seven highly diversified (liD"), 
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two l-elated( liB") and three unrelated ("C") companies entered 

in that business. Reason may be that it does not require 

very specialized skill to manage, and involvement of small 

gestation period. This business is managed by highly 

diversified companies by creating a divisional structure in 

the organisation. Retail trade was popular among 

undiversified companies ("A") in the beginning but by 1985 it 

became almost equally popular among all the categories. 

Diversification into unrelated business ("C") has been the 

strategic tendency in the fabricated metal, machinery and 

equipment (SIC 38), and chemical and chemical petroleum, 

coal, rubber and plastic products (SIC 35). This pattern of 

diversification is not similar with those of Rumelt's and 

Channon's studies. They found companies in these industries 

(eg. SIC 35 and 38) followed related diversification because 

companies in these industries had transferable technological 

and marketing skills. The reason for these conflicting 

results may be the type of diversification followed by the NZ 

companies. 

FBper and paper products, printing and publishing industry 

(SIC 34) was popular among unrelated strategy in 1975, but in 

1980 it was popular among related strategy and unpopular 

among the single business. By 1985 equal number companies in 

related and unrelated strategies were operating in this 

industry. Food, beverages and tobacco was popular among the 

unrelated business and there were no shifts in strategies by 

A, B, and C, strategic category companies over the decade but 

this industry attracted five highly diversified companies at 

the end of 1985. Real estate and business service (SIC 83) 
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was popular among the highly diversified companies by the end 

of 1985. There was no company who was having real estate 

business only rather it was carried out alongwith some other 

business. The reason may be that it involves long gestation 

period and greater risk. By the end of 1985 more than 50 

percent companies in highly diversified category ("D") were 

carrying this business alongwith some other activities. 

Shifts in restaurant and hotel industry was also towards the 

related strategy over the decade. Like real estate, this 

business is also a part of the other activities and usually 

undertaken by companies who were trading in or manufacturing 

the liquor. 
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Table A4.1 Number of ~n strategy and ~ndustry 
~n years 1975, 1980 and 1985. 

SIC Year 1975 Year 1980 Year 1985 
CODES A B C D Total A B C D Total A B C D 

11 1 5 1 4 11 1 6 4 3 14 1 3 5 3 12 

12 - - 4 1 5 5 1 6 - - 5 2 7 

13 - 1 - 1 2 - 1 2 1 4 - 1 2 1 4 

21 2 - 1 - 3 2 - - 1 3 2 - - 1 3 

22 2 - - 1 3 2 - - 1 3 2 - 1 1 4 

23 - - - - - - - - n~l - - - n~l 

29 1 1 3 2 7 1 1 2 3 7 2 4 3 9 

31 3 5 9 2 19 3 6 6 6 21 3 5 9 7 24 

32 5 5 6 5 21 4 7 5 6 22 4 7 6 7 24 

33 1 4 2 7 1 - 4 3 8 1 - 4 4 9 

34 3 2 6 3 14 1 4 6 3 14 1 6 6 3 16 

35 4 5 8 3 20 4 6 8 6 24 4 6 12 7 29 

36 2 1 4 3 10 2 1 4 4 11 2 1 5 7 15 

37 1 3 3 7 1 3 - 3 7 1 3 2 3 9 

38 2 10 6 8 26 3 10 8 8 29 3 10 11 11 35 

39 - - 2 1 3 - - 2 1 3 - 2 1 3 

41 1 - 1 2 1 - - 1 2 1 - - 2 3 

42 - - n~l - - - - - - n~l 

51 - 1 1 2 4 - 1 1 2 4 - 1 1 2 4 

52 1 2 1 4 - 1 2 1 4 1 3 1 5 

53 1 1 2 - 1 2 - 3 1 2 - 3 

61 7 14 13 8 42 6 16 13 11 46 5 16 16 15 52 

62 9 3 4 5 21 8 4 6 6 24 '. 8 5 7 6 26 

63 1 1 3 1 6 - 4 2 8 8 - 4 1 1 6 

71 .:) 3 4 3 13 1 5 4 4 14 2 4 4 5 15 J 

72 - - - - n~l - - - - 1 - 1 

81 1 - 2 3 6 3 1 2 4 10 4 1 3 5 13 



82 - - - 1 1 - - 1 - -
83 2 2 4 4 12 4 3 7 14 1 4 

91 - - - - nil - - - nil - -
92 - - 1 1 2 1 1 2 -

93 - - - nil - - - nil - -
94 3 - - - 3 3 1 1 - 5 3 1 

95 1 - 1 2 4 1 - 2 2 5 1 1 

96 - - - nil - - - nil - -

Table A4.2 Total increase (+) or decrease (-) of 

SIC No. of 
CODES 

A 

11 a 

12 -

13 -
21 a 

22 a 

29 +1 

31 a 

32 -1 

33 a 

34 2 

35 a 

36 a 

37 0 

38 +1 

39 

in each strategy category 
to SIC activities over the 

1975-1985. 

Companies in each Strategy 

B C D 

2 +4 +2 +4 

- +1 +1 +2 

a +2 a +2 

- -1 +1 a 

- a +1 +1 

-1 +1 +1 +2 

0 a +5 +5 

+2 a +2 +3 

- a +2 +2 

+4 a 0 +2 

+1 +4 +4 +9 

a +1 +4 +5 

a +2 a +2 

a +5 +3 +9 

- a a a 
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1 

5 8 18 

- - nil 

1 1 2 

nil 

1 5 

3 2 7 

- - nil 



41 0 - - +1 +1 

51 - 0 0 0 0 

52 - 0 +1 0 +1 

53 - 0 +1 - +1 

61 -2 +2 +3 +7 +10 

62 -1 +2 +3 +1 +5 

63 -1 +3 -2 0 0 

71 -1 +1 0 +2 +2 

72 - - +1 - +1 

81 +3 +1 +1 +2 +7 
" 

82 - - - 0 0 

83 -1 +2 +1 +4 +6 

92 - - 0 0 0 

94 0 +1 - +1 +2 

95 0 +1 +2 0 +3 

Note: Total column shows the net increase or decrease. 
Sign (-) alone means that no company is there in 
both the periods and (0) means no movement. Names 
of SIC industries are given in Appendix 2. 
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The purpose of this appendix is to supplement the analysis 

on structure changes discussed in chapter 7. In addition 

to that, for the ease of reader, this appendix gives the 

information in a more classified manner on structural moves 

of individual companies. Some readers will find it useful 

who are involved in the research on the development of 

corporate process. This appendix consists of two tables, 

AS.1 and AS.2, who describe the structural moves of 

individual companies from functional to hqlding company and 

from holding company to divisional structure for the period 

1975-1980 and 1980-198S. Definitions of structure 

categories used in this appendix are the same as that in 

chapter 7. 

Table AS.1 Structural moves of functional companies 

Names of companies leaving functional 
structure between 1975-1980 

Alliance textiles Ltd. 

Carter Holt Harvey Industries Ltd. 

Golden Bay Cement Ltd. 

Henry Berry Ltd. 

Donaghy's Industries Ltd. 

James Hardy Impey Ltd. 

Morrison-P.I.M. Holdings Ltd. 

Rothmas Industries Ltd. 

Salmond Industries Ltd. 

Structure 
adopted 

Holding company 
Structure 

Divisional 
Structure 



Steel and Tube Hold~ngs Ltd. 

W~ll~amson Jeffrey Ltd. 

Progress~ve Enterpr~se Ltd. 

Name of company leav~ng funct~onal 
structure between 1980-1985 

Sm~th C~ty Market Ltd. 

Alcan N.Z. Ltd. 

A.M. B~sley Ltd. 

Brother D~str~butors Ltd. 

Cory-Wr~ght and Salmond 
Industr~es Ltd. 

Hume Industr~es Ltd. 

John Burns and Company Ltd. 

N.Z. News Ltd. 

R.and W. Hellaby Ltd. 

W~lk~ns and Dav~es 
Construct~on Co. Ltd. 

N.Z. Ltd. 

structure 
adopted 

Hold~ng company 
Structure 

D~v~s~onal 

Structure 

Table A5.2 Structural moves of hold~ng 

Names of compan~es leav~ng Hold~ng Structure 
Company structure bet~.]een 1975-1980 adopted 

Cro~.]n Corporat~on Ltd. D~v~s~onal 

Structure 
Ne~.] Zealand Forest Products Ltd. 

Ne~.;tspapers Ltd. 

Name of company leav~ng Hold~ng Structure 
Company structure bet"\.;teen 1980-1985 adopted 

Yates Ltd. D~v~s~onal 

Structure 
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The purpose of th~s append~x ~s to show data on company 

sh~fts ~n ~ndustry and structure w~th type of ~ndustry. 

Th~s append~x cons~sts of two tables. Table A6.1 descr~bes 

the number of compan~es ~n each structure category 

accord~ng to the type of ~ndustry wh~le table A6.2 g~ves 

the net ~ncrease or decrease ~n the number of compan~es ~n 

each ~ndustry and structure category. D~str~but~on of 

compan~es accord~ng to structure and ~ndustry and the bas~s 

of allocat~on of SIC codes ~s the same as we d~d ~n 

append~x 4. Follow~ng ~s presented the analys~s drawn from 

the two tables of th~s Append~x. 

These two tables show that most of the compan~es who 

changed the structure from funct~onal to d~v~sional are 

act~ve ~n ~ndustr~es of food, beverages and tobacco (SIC 

31), chem~cals and of chem~cal petroleum, coal, rubber and 

plast~c products (SIC 35), fabr~cated metal products, 

mach~nery and equ~pment (SIC 38). There are marg~nal 

sh~fts ~n text~les (SIC 32), wood ~ndustry (SIC 33) and 

non-metal m~neral products (SIC 35). By 1985, almost all 

the compan~es ~n paper and pr~nt~ng ~ndustry (SIC 34) are 

organ~sed d~v~s~onally. Paper and pr~nt~ng ~s pursued as 

the ma~n bus~ness. Forestry and logg~ng ~s also pursued as 

the ma~n bus~ness and by the end of 1985, there ~s no 

company ~n funct~onal structure and all moved to hold~ng or 

dj_v~s~onal . Agr~culture and hunt~ng ~s usually pursued as 

a secondary act~v~ty managed by creat~ng a separate 
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division at the head office. No change occurred in mineral 

and mining industry. in this industry did not 

diversify and it remained the nCipal activity and no 

secondary activity is followed by these companies and hence 

employed functional structure. Companies in fabricated 

metal products tended to move to more decentralised 

structures due to the increased diversification. Most of 

the companies in the structure are those who have 

adopted unrelated business strategies. 

In the industries, maximum reorganization 

occurred in wholesale trade (SIC 61). Over the decade 12 

companies left the functional structure and 17 more 

themselves divisionally. Functional 

structure of retail trade (SIC 62) remained almost stable 

but by the end of 1985, 6 more companies adopted the 

divisional structure. Retail trade business of the 

companies is their only business 

but divisionalized retail trade constituted a 

of other activities. Similarly restaurants and hotels (SIC 

63), financing (SIC 81) and real estate and business 

service (SIC 83) constituted parts of other activities 

which are managed by creating separate divisions at the 

head office. Transport business is managed by 

divisions based on the product. For , Mount Cook 

Ltd. has created separate divisions for the air, road 

and sea transport. Structure of building remained 

almost stable. Aurora Group remained in functional 

structure throughout the decade but Wilkins and Davies 

adopted divisional structure in 1985. All the changes in 



structures have occurred after the companies had adopted 

new diversification 

Table A6.1 Number of companies in structure and industry 
in years 1975, 1980 and 1985. 

SIC Year 1975 Year 1980 Year 1985 
CODES F H D Total F H D Total F H D Total 

11 4 1 4 9 6 3 4 13 3 2 7 12 

12 2 2 - 4 1 3 1 5 - 4 2 6 

13 1 1 - 2 1 2 - 3 3 2 - 5 

21 1 1 - 2 1 1 - 2 2 1 - 3 

22 3 1 - 4 3 1 - 4 1 2 - 3 

23 - - - nil - - - nil - - nil 
" 

29 2 1 3 6 2 1 3 6 3 1 4 8 

31 11 4 4 19 7 5 10 22 5 6 12 23 

32 9 4 7 20 7 6 9 22 6 8 11 25 

33 3 2 1 6 2 2 4 8 2 4 4 10 

34 4 5 4 13 2 5 8 15 1 6 9 16 

35 10 3 8 21 6 5 13 24 6 5 18 29 

36 4 3 2 9 4 5 12 21 3 6 5 14 

37 4 1 1 6 4 1 1 6 2 1 5 8 
-

38 11 3 11 25 11 4 14 29 6 5 24 35 

39 2 - 1 3 - - 3 3 - 3 3 

41 1 1 2 1 1 - 2 1 2 - 3 

42 - - nil - - - nil - - - nil 

51 2 1 1 4 2 1 1 4 1 1 2 4 

52 2 2 4 2 1 1 4 - 1 4 5 

53 2 1 - 3 2 1 1 4 1 1 2 4 

61 21 7 14 42 14 8 24 46 9 7 31 47 

62 12 3 6 21 11 4 10 25 10 5 12 27 
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71 

72 

81 

82 

83 

91 

92 

93 

94 

95 

96 

1 5 6 - 1 6 7 - 1 6 

4 3 4 11 3 4 6 13 2 4 8 

- 1 1 1 1 - 2 

4 2 1 7 4 2 5 11 3 2 7 

- 1 - 1 1 1 3 - 1 

5 4 4 13 3 2 9 14 2 3 13 

- - lil - - nil - -
- 2 2 - 2 2 - 2 

- - - nil - - - nil - -

4 - - 4 3 - 1 4 3 1 1 

- - 3 3 1 - 3 4 1 6 

- - - nil - - nil - - -

Table A6.2 Total increase (+) or decrease (-) of 
companies in each structure category 
according to SIC over the 
period 1975-1985. 

SIC No. of companies in each structure 
CODES 

F H D Total 

11 -1 +1 +3 +3 

12 -2 +2 +2 +2 

13 +1 +2 +2 

21 +1 nil - +1 

22 -2 +1 - -1 

23 - -

29 +1 nil +1 +2 

31 -6 +2 +8 +4 

32 3 +4 +4 +5 

33 -1 +2 +3 +4 

34 3 +1 +5 +3 
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7 

14 

2 

12 

4 

18 

nil 

2 

nil 

5 

7 

nil 



35 -4 +2 +10 +8 

36 -1 +3 +3 +5 

37 -2 nil +4 +2 

38 -5 +2 +13 +10 

39 -2 nil +2 zero 

41 nil +1 - +1 

42 - - - -

51 -1 nil +1 zero 

52 -2 -1 +4 +1 

53 -1 nil +2 +1 

61 -12 nil +17 +5 

62 -2 +2 +6 +6 

63 - nil +1 +1 

71 -2 +1 +4 +3 

72 - - +1 +1 , 

81 -1 nil +6 +5 

82 +3 -1 +1 +3 

83 -3 -1 +9 +5 

91 - - - -

92 - - nil zero 

93 - - - -

94 -1 +1 +1 +1 

95 - +1 +3 +4 

96 - - - -

Note: Hyphen means no company is there in that 
industry and 'nil' means companies are there 
but no increase (+) or decrease (-). Names 
of SIC industries are given in Appendix 2. 
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In th~s thes~s two ~nd~cators of performance are used; 

prof~tab~l~ty and growth. Return on equ~ty (ROE) and 

return on assets (ROA) are used as prof~tab~l~ty ~nd~cators 

and growth var~ables used are growth ~n net assets (GNA); 

growth ~n earn~ngs per share (GEPS); d~v~dend growth 

(GDIV); and growth ~n sales (GSALES) 

To calculate P . .r..Q..f..:t.t.9..p.1.1.1.:t.y., annual observat~ons were 

requ~red for return on equ~ty (ROE) and return on assets 

(ROA). ROE was measured as earn~ngs (exclud~ng any 

extraord~nary ~tem) §.f..:tg..r.. ~nterest, tax, and preferred 

d~v~dend (~f any); AS A PERCENTAGE OF average shareholders' 

funds. ROA was measured as earn~ngs (exclud~ng 

extraord~nary ~tems) P.~.f..Q..r..~. ~nterest, tax, and all 

d~v~dends; AS A PERCENTAGE OF total assets. 

The method employed t.o measure g.r..Q.w..:t.h. was the same for each 

var~able. For each company we used ord~nary least squares 

to est~mate the t~me ser~es relat~onsh~p of the var~able 

ego net assets, over the 11 years covered by th~s study. 

Th~s approach has the advantage that all annual 

observat~ons are used to obta~n growth over the per~od. If 

we wr~te P t as the P..r..~.q,:t.c;;,.t.~.q. value ~n year t, the growth 



rates were calculated thus: 

G*·· = (PS5 - P 75 / P 75 ) / N (AS A PERCENTAGE) 

where N = number of annual observations (ie., 11) 

N~t.""".§.§.§.~.t.§. are total assets LESS current and long term 

liabilities; provisions; minority interests (if any); 

deferred tax (if any); and intangible assets. 

f.;.§.r..D.i.D.g§".""P..~.r.:."",,§.h.§.r.:g. is profit after tax (excluding any 

extraordinary items); minority interests; and preferred 

dividend; DIVIDED BY the number of issued ordinary shares. 

P..iY.i.Q.~.nQ. is the total dividend (interim plus final) on 

ordinary shares paid to the holders of these shares. 

$.§1.§.§. mean the value of gross sales made in the financial 

year. 
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The objective of this appendix is to present the graphs of 

outliers and residuals to show that the assumptions made 

for regression model has been met. 

An outlier is one that is for greater than the rest in 

absolute value and lies three standard deviations or 

further from the mean of the residuals. These outliers 

create great difficulty. When we encounter with one, our 

fi'I-'st suspicion is that the observation resulted from a 

mistake or other extraneous effect, and hence should be 

discarded. The reason for discarding it is that under the 

least squares method, a fitted line is pulled 

disproportionately toward an outlying observation because 

the sum of the squared deviations is minimized. This could 

cause a misleading fit if indeed the outlier observation 

resulted from a mistake or other extraneous cause. On the 

other hand, outliers may convey significant information, as 

when an outlier occurs because of an interaction with 

another independent variable omitted from the model. But 

in our regression models we did not have any problem of an 

outlier and all the cases are within plus minus three 

standard deviations. 

following pages. 

These graphs are presented in the 

The histogram of residuals tests the assumption of the 

normality of error term distribution. The procedure is to 



construct the h~stogram of res~duals to v~sually check ~f 

the res~duals appear to have a normal d~str~but~on. If 

there ~s a gross departure from the normal~ty, ~t means 

that error term ~s not d~str~buted normally and our model 

~s not appropr~ate. As we see, all the s~x h~stograms on 
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the follow~ng pages show a normal d~str~but~on of res~duals 

and hence we have met the assumpt~on of the normal~ty of 

the error term d~str~but~on. 

Plots of res~duals aga~nst the pred~cted var~able show 

whether the assumpt~on of l~near~ty has been met or not. 

Plott~ng the res~duals aga~nst the pred~cted var~ables 

revea~'the shortcom~ngs of ~nappropr~ately apply~ng a 

~near model. The plot should show the res~duals falling 

randomly. These graphs are presented on the follow~ng 

pages. As we see, the res~duals appear to be normally 

d~str~buted ~n all the s~x graphs, wh~ch g~ve us assurance 

that all the six equations tested in this study are 

appropriate and hence the assumption of linear~ty has been 

met. 
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