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aGéme‘theorYGenalyses gamesgpIaQed'ﬁyﬁtwo‘df more
|~ players whose fortunes are 1nterrelated and each of
” whom hes a strategy. More spec1f1callyy we are
N :,COnceined,with dynamlc ncu-cc-operatlve game theory
. ,kk whichfinvolves multi-person decision’ maklng, it is
B dyﬁemic if the| order in whlch.the dec1$1ons are made
is important”,and 1t's nop co-operatlve 1fkea¢h

person involved pursues his or het; own -interests

';whlch are partly confllctlng with others (Basar & -

Olsder,x 1982,pl1). .. A -clear dlstlnctlon exists

”between two- -player zero sum games and the rest In
zero- sum games the sum of the oos; functions of the
two;players are 1dent1cally zero. A salient feature

of two person zero-sum games that dlstlngulshes them
from other games is_that they do not allow for any
co- operatlon between.players smnce what one player

gainsg occurs as a- loss to the other player. In non

. . zero-sum games co-operation between players leads to
their mutual advantage. Economic models are in
general concerned with non zero-sum games.

. The  concepts of Kzero-sum end‘ non zero-sum -co-

| operatlve and non co-operative game theory are

iliustrated by Basar & Olsder (1982 pS) by usmng an
example whlch;:, presented in a simplified form
below. ’} o ST

Assume a mass is positioned - at . the origin of two

move the mass one unlt in any dlrectlon. In the
flrst 111ustrat10n, the objectlve of player 1 is to
move -the mass as far as poss1b1e in the positive X
- direction while the objective of player 2 is to move
l the mass . in thei negative X direction. ~The
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perpendicular axes X and Y and that each player can
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~'"solutlon“ to this zero- -sum game fcllows Immedlately '
- éach player pulls in“his: favourlte d1rectlon and«m
the p01nt mass remains at the origin.. Such a -

T

RS “solutlon is known as a saddle poxnt solutlon.

In the next illustration - the game is altered:

T R ——

sllghtly _The- objectlve of player 1 remains toc move : - -
, the mass in - the pos1t1ve X dlrectlon but the

o e R’ ' objectlve of player 2 riow becomes to move the mass
JERS o , T‘as far as p0581ble in the p081t1ve Y dlrectlon. In

the non co operative form of the game . each player R
p pulls in his favourlte direction and the polnt mass
/ ] A 4qmoves to the p051tlon X=1 and Y=1. (1 1) Note that

PR

'~ once player 1 has chosen to pull in the X dlrectlon“
‘player 2 has no other better ch01ce but to pull in .
the Y d1rect10n.§ Any other direction will ‘yield a "y
result worse than Y=1. Hence the pair exhlblt an

equlllbrlum beha&lour, and thlS klnd of solutlon
where one playerv cannot 1mprove hls outcomne .by 'X
alterlng his dec1 1on unilaterally is called the ° \
‘Nash equili brium solutlon (or Nash solution).
\
o 'In the co- operatlve\form of the game, the players
' can significantly 1mprove their lots. Suppose each

player pulls in a dlrectlon of 45° to the X ax1s.

i
J
|
i

j ‘ - The result would. be. that the point mass moves 2

. unlts in‘a dlrectlon of 45° to the X axis and end up -
{ . .. in a position X = 2 |Cos-45° and Y = 2 sin 45°.
Since sin 45° = cos§45° = 0,7 this yields the

| ” position X=1,41 and Y=1,41.

3 O : o ) i

. il N - i
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_~This  is clearly s1gn1f1cantly better - for both

players but \requlres\ co- operatlon between - the
P players. Note that if player 1 knows that player 2
R (- is moving in the 45° dlrectlon, player 1 could still

ol ) .
Q&: o improve his position byﬁmov1ng in the X direction = 3

i
i
i
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o Lf‘{‘(i  but thls rwould result in player - 2<i'being
’“f 7' I ,Lfy s1gn1flcant1y worse off Thereforéithe strategieé
of pulllng in the 450 direction. cannot be in
equlllbrlum in the non co- operatlve game since luri
requlres some kind of faith (or even negotlatlon),r
;and’ thereby co- operatlon,“ on the part ~of- the
players. “If this. 1s allowed - then the 45°_strateg1es
e _ known .as the Parieto- optlmal solutlon - is a
0o . reasonable solutlon for the game since no other
ﬂ “ joint . dec1s1on ‘of the players can- 1mprove the
performance~ of at least one oﬁ them w;thout'
degrading the performance of the other. _—
Over the last 45 years - since its development in
1947 by' Von Neumann and Morge'nstern (Basar and
s 3 olsder} 1982, p3) - the theory -of games . has been
R applied to a variety of fields 1nc1ud1ng economics,’
., /jousiness and international politics. In the
> process, game theory has become a specialized and
| ‘highly mathematical field &w1th ‘a distinctive
laiguage and concepts of its own. ‘What follows is
‘a review of’soﬁe of the game*theotyﬂapplications
relating specifically to market share and
profitability with the emphasis on the- results
g o obtained rather than a detalled mathematical
u_gfj ‘ - acéount of the method used. - Interestlngly, thef
Cournot oligopoly analyzed in the previous sectﬂonr
fEe EE : fulfals the requirements for a Nash equilibrium
o o solution (as do most other ollgopoly models). In
1 “‘, . . this.sense game theory is a linear descendant of the
) | classical oligopoly theories. However, the use of
1o ’ “ game theory has resulted in determinacy in complex °)
: and specialised cases which has far surpassed the
classical theories (e. g Dixit 1979 Karnanl, 1983
Wernerfelt 1984)
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»Karhani used. game theory' to examine the

£1983) .
X

minimum market share requlred by a firm to remain

. v1able.\‘

that 1n ‘a stable. market a flrm w1th less than one

\Prev1ous1y Henderson (1979) hypothe azed"

= quarter the share of the largest firm- could not be -

an effeotlve oompt : tor. Karnanl (1983, p76) polnts
that. etonomlc theory, on the other hand

'”postulates a mlnlmum firm s1ze 1n terms of absolute,

ouﬂ
I

sig e based on conslderatlon of the firms cost

structure.< It can be argued that economic theory on

- minimum: flrm size does not accord well with one’ s .

) 1ntu1tlon or with factual observatlon. Relatlve

]

“size and market share ar often seen - as more
1mportant than absolute size® l determlnlng a firm’'s
'v1ab111ty' Nzither the economic theory on flrmrslze‘
nor Henderson '8 hypothe51s takes into  account the
nature of ‘demand in the" 1ndustry under =naly31s.
 The strategic plannlng 11terature suggests that a
- small flrm can be- successful 1f it explcmts a market
et al, 1978).

intuitlvely evident . that firm -size must

niche (e.g Hamermesh
he a
functlon of not only the firm’s cost structure and
competltlve 1nteractlon among the firms, but also of
the demand structure of the market. Translated into
economic language this means that‘minimum firm size

wdecreases as - scope for produgtv‘diﬁferentiation

increases.

'Karnani’s paper . analyses a specific model of
i N B - J\ N
" oligopolistic competition involving product

differentiation, marketing activities, and economics
of scale in broduction.h It is shown that .at a Nash
equlllorlum each firm must have market share equal
to zero or greater tha1 a threshold value.

=N

<1
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;’Minimum»share = 1 1-d for dsl
= 1 t

Ly

DR S _,‘”= 0 for dsi

aly

Where 4 ‘and t areaindustry specific factors. -

T settlngs.

‘-dlfferent mirimum

fshare and profltablllty

© there

~are lower than the prlceﬂ(marg;nal cest)

. vKarnanl 8 model shows that different 1ndustr1es have

‘sizes. - assoc1ated w1th them.

. Clearly, the lower the value of: mlnlmum market share
the more feaslble it is- for a firm to pursus a low

market share strategy

~study Karnanl 's-work is 1mportant because it lays a -
firm theoret1ca1 foundation for the hypothes1s that

the effect of market share on profltablllty is
dlfferent 1n dlfferent 1ndustr1es or environmental

Wernerfelt (1986) used the loglc of" game theory to
~examine the theoretlcal relatlonshlps between market

Wernerfelt argues -two

theoretlcal cages, oOne which results in unstable

; market shares and cne which results in stable market

shares. In the flrst Case Wernerfelt assumes that

1s ,no. pos1t1ve assoc1atlon between market

sharekhand proﬁltablllty in the 1ndustry under

consideration. Firms are'assumed to be 1dent1cal

'and in a hypothetlcal auctlon, can buy small unlts

of market share. Each buyer is assumed to buy

market ghare until the marglnal return (net‘nresent

‘value of long term returns) from hlgher market share

of that
market share. Since all buyers are identical this

point is the same for all firms and the ultimate

- price will be (juch that each firmvgets 1/N of the
-market. |

This is illustrated in figure 2.12.

For the "purpose of this °

i
|
i
i
i
|
!
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EXHIBIT 1 ~ e '
“tlarket Share Auction Wnth Decreaslng Returns
10’ Market Share °

Costs of buymg market

/ share

. ,
Point beyond which
the marginal cost of
market share is 7
higher than (e’
marginal return

'?.Ret,ums.,of havmgq
\ market share -

-Market .Share-

Fig 2.12 Market ~share aucti\on with decreasing

returns . o «
(Source: Wernerfelt, 1986, p68) .

~in hlS second case. Wernerfelt examines the more

‘ccmplex situation J.nvolv1ng ~ increasing statlc,
returns from market share. In a similar auction
buyers rﬁaximi'se net profits by having either the -
whole. market or nothing at all. This is clearly a
'major problem in the analysis as "prices" in the )
~ normal sense of the word do not exist.

There is elther too much or :-too llttle demand and

the" market ‘does not clear at any s1ngle prlce.

Wernerfelt argues thdt, under these conditions the
cost of buying market share will depend on a number
of factors: including the amount of market share
already held by a particul"ar firm, and ‘the amount

sy}
il
I

B
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held.by other fl

. and the stage 1n the. product ‘life cycle.f ‘The price

will also depena oh the expectations in the market

place by one flrmmregardlng the response ‘of the

other firms. However equlllbrlum should have the

'property_that all.players attemptlng to gain market

" share would flnd that the beneflts of a change are
”fewer than the negatlve consequences. E

A B L '*?

it
\>

markup condltlons as 1llustrated in Fig 2.13.

~

EXHIBIT 6 "o
Steady State Pnces as Functlons of Market
Shares
S
P}ice' . oo
oo 8. ) . Marginal costs - - .
e 8 plus optimal .
markup B . "
o o SN

Small Unstable Big «
fitm il i g )
) /___\qux forium fm;n/ Equilibrium

; / C——— price
o . ! o c 0 T
" Optimal markup
- Marginal costs
" .

) - . Market share

Fig 2.13 Markup as a function of market
share.

%Source H Wernerfelt 1986 p74)

The loglc behlnd the relatlonshlp shown in fig,2.13
is given by Wernerfelt (p71) as follows_:

i\,
S

"The biggest firms will have low marginal

e
e i [
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rms the cost pos1tlon of all firms,.

‘\Accordlng to Wernerfelt“(lsss p71) 1n che long runf
blgger and gmaller firms facevdlfferent cost and -

costs (because of economics of scale ') but bej
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tempted to “cnarge ‘high markups (because of:
“ their relatlvely‘ blg customer base). ) ‘The

" ~‘gsmaller firm, conversely, w1ll “have higher ;‘
i ~marglnal costs- ‘and be less tempted to charge
hlgh. rarkups. . Both types of ' flrms should
L \prlce at the long run profit- max1m121ng level, '

» .whicn» for stable markets will be equal to
e 'marglnal costs plus a. markup "And thlsH :
| 7 depends on the size and price sens1t1v1ty of LA
fthe customer base". ' o ) ?

Thisylogic - while compe;ling‘in its own right - is’
in direct conflict with the bulk of the marketing
,1iterature wﬁere‘"nicheﬁ~markets“have’high markups
and in contrast hignf,volumeSVCost' leadership
'strategles require ‘price leadership ‘as well.
However,‘lf Wernerfelt logic 'is accepted then it
SR p01nts to a causal relatlonshlp between.market share”~
and profit.

"Note that this expianationpfor a share profit
cost relation in mature industries- depicts the
profit as a result of the share, which again
is .the result| of some underlying information
‘6r resource asymmetry. This is different from N i
the conception of profit and share as a result

of the same underlying phenomena" - ' 4

. : , (Wernerfelt, 1986, p72)
' - - ) ki

" As authority for the above statemént Wernerfelt
@71 “ “ * draws on an earlier paper (Wernerfelt, 1985) in
o ' ' whlch the development of an 1ndustry is seen as the
outcome of a dlfferentlal game in which market
shares flow in response to price dlfferences. It is
hypothe31zed that while all consumers eventually
- react Lo price differences, some- are slower than
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o

-by charglng a hlgher-prlce for a 11m1ted tlme.A In.

2

others. Thus a flrm does not loose all of ig sales

the presence of scale advantages only skewed size R

'dlstrlbutlons can be locally stable- steady states. o

Also, the largest firm need not eventually y«lHF o

monopolize the industry. .

K ! - [
i N N - s

A - S GRS W
Wernerfelt,;also draws ‘Ol another earller paper %ﬁw Xﬁ
' (Wernerfelt, 1984) in whwch a duopoly 1s analyzed ’
through a differential game in which players set G -
prices as a function of time. The major conclusions. )
lfrom]phis model are summarised ]é)elow.n . -
1. The big firm w(inr'a duopoly) can keep .
i gaining markeo‘ share in the grow;h
max1m1satlon game. , i 'Tﬁ .
PRS- «Prlces decline in a growth max1m1satlon
game. o o .
3. Late in "ﬁhe; llfe Jeycle - of the
_ unconstrzined gam/' the market share of
the big firm goes down. '
4. - If the terminal value of market share is- v
' not excessively high then-prlcesflncrease a
? ‘late in the profit. maxlmlslng game. S 7,i
(’If a firm is flnanc1ally constrained, it
k“ \“should ax1mlse ‘growth early. in ‘the
/ J producu 11fe cycle and take proflts home _ ‘
77 later. “ L
6. 'Only the low price firm engages in
o awareness advertising to 1nform,,and late
U in the life cycle it advertlses more the i
4 ' © smaller it is. . = : - p LF
| 7. Latecin the life cycle both flrms spend ?
the same amount on persua51ve advertlslng }
and more the more 51mllar they are. ?
‘ - . |
E: e - . i
% , , | o

=
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Wernerfelt (1986)oused th1s loglc to. predlct the
[equlllbrlum profit for dlfferent markat shares, as

“shown in flg 2.14. - A

Fenl

= | Equilibrium Profit for Dlﬂerent Market Shares,
- Duopoly - R

Profit ’ R u
R ’ . ? . ' . .
Stable,-asymmetric equilibrium -~~~ I

- ‘ . Monopo L
/Unslable \ nopoly S D
/ symmetic - N\ . i ‘ L

equilibridm

Y

i Market
. MS, 12 1 -M§, share |

"

Fig 2.14 Equllibrlum profit for
dif{arent market shares.

P
R

. (Souree : Wernerfelt, 1986, p73)

)
'

This relationship is interesting in that
a) It 1s noét 11near, and . 7

Ny

b): It ‘exhibits increasing profit ‘as épare
increases, and ’ ‘ 1

5
]

¢) Causality is implied (as diecussed earller)

VThe work by Wernerfelt and Karnani is fairly typicalr

of most game theoretic papers which generally build
in economies of scale.and elther derive or assume an
increasing proflt to market share curve (eg Dolan &

‘Jeuland 198;, Eaton & Ware, 1987; Karnan1,,;984)

Howeve; & the va rlue  of the contributién of game

EXHIBIT 7. R RINE IETRIREE R R

0~

£

7
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theory ‘to economlcs is seen\as disappointing by some‘
i authors. McGee fi988, p95)} quotes
‘ ' "One oE the great promrses of game: theory was
8o flllxthe broad sc1ent1f1c territory between-
Athe models of: perfect competltlon and those of
_ﬂk‘ ‘ﬁ'perfect monopoly.... the\lack of progress in
%\f j,, this area is not due to bhe unavallabuLuty‘of
| y , mathematltal tools or an‘oppos1tlon to their
\k“y‘ use. Rather,.... we s1mplv do not understand
N how these markets functlonwh an
. w‘f R 2 \ S \,h S T
p&“w " Some people may" argue that we\\never‘ could (or
L AR should) be able! td understand ‘and describe . in
mathematlcally precise terms the functlon of these
markets because that would deny - the existence | of a
- ba51c human right - the ‘freedom | to act, 1n*\an

1nd1v1duallst1c way-. Schumacher (1973 p40) put 1t1
o more strongly : ‘:‘}HH

"The great majorlty iof economLsts ‘are Stlll
] pursulng the absurd ideal of‘ maklng ‘thenr
\‘"science" as scientific and ‘precise és
ﬂ‘phy51cs,~ as if there* Were no qualltatlvt,
o . o dlfference between mlndless atoms and men made
M in the image of God". o "y

= ) . o :\

L ’ - ~ ) >
Desplte e obvious limitation jmplied in
Schumachers comment, game theory does act as a
. s mathematlcally ‘rigourous foundation upon which

73f;¥A R . broader theories can be based.

i

4. 2.7 INDUSTRY STUDIES
I «

g Thejstrategichplanning(literature has?an:abundance

) of reports on industryqstudies, case studies and
o anecdotal - evidence “which is used by authors to
support a particularfargument orftheory. Pérhaps

wll
E P - i
ot

g
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«f L ‘the most prollflc wrlter n thlS ‘mould is Tom
i a ‘ ‘Peters. In his chapter entltled "Rethinking Scale" A
- ' (Peters, '1992) he draws on many examples from f%
g various industries to make his p01nt for example' x”
= kf T ~\7” Big ?apaaese companles, with Sony in. the‘ _} .X
oyt 7 lead, are madly shuf‘llngJ their decks, - X
AR ' shifting their emphasis....moving, production = &
) : »and‘clggt out of Japan® Rt ,"wﬁ;(pll)‘r S hk,;
‘ ) - e N ) A\\ j
. ‘.7 m,.....the - Fortune 500.....are madly de— ‘ ¥~
o ﬁ‘ihtegrating, selllng off  bits, subblng e
- - : ‘anything and everythlng, marPetlng sub51d1ary )
v unlts" R : : ; ¢ 7
S S R ,(ps)
E J "Sc\19605 -style "onglomerateS'bcmbed in the )
; SRR s, (Vobody dlsagrees about that).. So our
; - blg companles are spllbtlng up"., - , S
s ‘f o . o (pro)y T
E)‘ "Siemens, in' response: .to . ﬁhe shabby P
- kR performance of two -thirds of its business
f ‘units packed off 40 000 of its-head office f
5 staff _to' front-line jobs in marketlng and |
0 flnance" :
f ) | ) . ’ - (p10)
Lo 5
- "Phlllps has shed 100 000 Jobs in the last 5 b
, years, 1argely by selling off mlsflttlng b+ ts
! of its portfolio" i ] ;
‘ - (p10O) ;
: Some of these quotes are not based on fact or
oo backed. with  any . research . but are B
] ~©  .generalizations made by the author. In other
% f cases, the quote could be backed up by{an in- \
o B v f '
¢ O - L o
\

e Twmwg
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o L . . - o . . “

depth and exten81ve research project but‘
sources, references and detalls of the program
are - left out on the ba51s that they" wouldL

It 1s therefore very- difficult- for a.serious’
scholar-to judge the value of these works and
therefore, reluctantlyé one is;forcedwﬁo put.
most .of ' this- body -of <1iterature'“asidé.p
However to neglect it completely would ‘be an
;ommlss1on and would detract from the colourw
‘and ¢ depth of the rev1ew.(\Therefore an attempt
has been made . _to take ‘some "of the :;re
credlble examples of industry studles and case ¢
studies and classify them accordlng to support
or otherwise for thev main = themes of this
research. Table 2. 4wglves some examples of

| Al ‘
1ndustry studies. Lo e K -

i

& ’ -

ovdetract from the readablllty of the artlcle.:ppw

I N
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s\‘ - " Y —
‘ ) i Positive
\* o E ~ o Relation
R 7 Economics between
S - co | Low Share- of Market Share
“:;y,\, - Author Industry. | High Profit Scale .. and Pfofit
| Fruban a2y | o ' o R A
- o _Computer _ £ /
o | chainistores v
N Ghemawat (1984) Titanium dioxide Support . /
, ~ SL . .- | 960's) . ;
Hamermesh et a1 (1978) Can manuracturer /o
’ | Computer v/
; -Forest Products ¢
~ | page (1979) ‘Gasohne o o /
Lieberman (1989) Chemicals Industry . o Support o
Newton (1983) . Pharmaceuticals .| ' B 4
- Food distribution SRS Al
P Grain Milling. "1 No Support
Shaw & Shaw- (1984) Synthetic Fibres Support
Smirlock (1985) Banking - Superior /
: NS L - o Efficien;y
b Schuster_ (1984) o ,"Br\\an‘,king ' / i
- | shepherd 19720~ |'varicus S
, ‘ [
i TABE§‘2.4 Examples of Industry Studies ~
r ! o '
2.8 co:/qé;.ﬁs::on / P ; : o

=Y

ol

A wnde range of 11terature has ‘been reviewed”

coverlng decades of - research - and based on wmany
different paradigms. The research meLhodology and
approach varles considerably even between authors
within the same paradigm.. With regard to the main

the51e of this research -

the causal effect of
market share on profltablllcy - no conclusion could

be redched There is a large body of’ lﬂ*erature

B
i

Direct‘

—
o

‘supportlng ‘a causal  relationship between market !
*share and profitability and there is a large body of

literature not supporting. the relatlonshlp ect
eomparlsons of ‘the variois studies are dlfflcult

S

RPN S, WU S
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“of these 1ssues

because‘

el

the approach

of differences in

The conclusion reached is_ that the relatlonshlp
fbetween market share and profltablllty is context
SPElelC. The llterature sagsests that in certain
contexts there is no- causal relatlonshlp between
.market share and profltabﬂl"ty whlle
contexts a ;Lrong causal relatlonshlp exists. It is
not, clear from the llterature what variables define

“these contexts, far less what values 1mply a context

in other

where a strong causal relatlonshlp exxsts and vice.

versa.. Attempts have been made 1n some of the ‘PIMS

bles and cluster anaiysis.,:These studies have

7ccntext spe01flc natire of the

relatlonshlp between market share and prof:tablllty,
but the env1ronmental settlngs are drfflcult to. -

v

“ apply in a- prattlcal sense. N s

- pr - - -
?w

The ncxt’chapter glves an overv1ew of the research
methodology used which is deslgned to explore some
Flrstly, dlfferent env1ronmental
settlncs are analyzed and,

ﬁthereafter, a f;ne

\gralned study 1ntc causallty is undertaken.,

W82

\\

) and,‘,

ies to define "env;.ronments" u81ngx,env1ronmental -

i
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CHAPTER 3' OVERVIEW OF RESEARCH METHODOLOGY

3.1 INTRGDUCTION .~ -

b

In chapter 2 the 11t ature reﬂevant to market[

I
@

share and profltablllty*was rev1ewed ~ The
hedv was that - the ;
‘relationship - ‘between markeé\ 'sharngﬂand

[&}

‘main conclus1on reac

«Lprofltabiqlty is context spec1f1c and “that
causallty may not exist in all,contexts.“In
thls chap*er the éﬁ}lie research process that
was adopted in” thls study/ls prev1ewed :and
'cmntrasted arid - compared “to traditional
k,fesearch processes. [ e [Q}

Traditionally,i%esearch folfows a number of -
sequential stages, startlng off  with the -
deflnltlon of the researoh prohlem and endlng
¢w1th the 1nterpretatlon of results. ’ Many of
the processes adopted in buSrness researﬂh
stem from social research where the process
“has KEzen more formally stated. The stages of
‘'social research can be formally stated as
follows- ' 7 ' ' " PR

i
{
b

a8}

1. Choos1ng the research problem and statlng
the hypothes1s '

2, formulating the research desién
3. Gathering the data

4. Coding and analysing the data

i o - o . o - -
Ry . g

5; . Interpretlng the resulte so as. to test

L Ho e
> % N
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- [

“ﬁthe hy3chesis.~ . Tt

o . S - . T g i

~ Bach of the stages is -dependentf'upon, the

o

o 5
3. 2
o
A
i
fi
i o
a u' .

'research process

others,“and the process 1s best thoaght of as

01rcq1ar, as shown 1n fig- 3 1.

i r‘,/
- 1 -
i
5 o
0 i

ging.m
(Source :

Stages  in the Research Procesa
Ba;ley, 198

HYBRID METHODOL@'Y

The process used in- this research did n&@”

follow a single'iteration of the traditional
but hybrid
methodology least

“employed a-
at.

vl

and
iterations of the research cycle.

research two

- 7% (Bailey, 1982, p9)
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A The concept of a hybr:.d methodology was’ put"
. : forward by Harrlgan (1983) ‘as \a\ recommended -
AN - methodology for nstrategy research \'-I'he aim of
S ‘»‘ this research is. to exolore the underlylng[
. cause behlnd the market share/proflt‘

; -relationship. “and therefore “the methodologyk
‘ employed had - to have suff1c1ent resolutlon te
'brlng out - 1mportant detalls about spec:LE:Lc '

; mechan:.sms in - dlfferent industries but: also S 4
S Fo ] (1deally) l 1d t/o Be generallzable so as to be
' 7 _ /w:Ldely appllcable. The problem,r therefore,“ . ]
ORI was to get -an apprc,orlate amount of detall'_
n o w:.thout sacr1f.1c1ng "Y'itog much generality. o
. ' | +Harrigan (1983, p399) contrasts " fine-grained" B

Te methodologies ~ (stch as cas'a \\/tud:s.es ‘and
’ in’dustry; 7 sturdies) vi th _"CQQ{(‘L’SG -grained"

P

e

3
g

» ,lmethodologies such - as statistical’ ,strtdies \J
- ) ~ using the PIMS data base. She points out that

b

e L

“Fine- gralned methodologles benefit £from. the
wealth of detail that is generated, which help

researchers characterlze the complex:Lt:Les of
strategy formulat.lon in a part:\.cular :Lndustry,
but  which “lack - generalizability. and ‘

statistical -~ rigour..  The course-grained
methooologles on the othetr hand beneflt -from ‘

_‘the generallzablllty, but thelrm-valqe in
strategy research may be llmlted if cdusal D SN

processes are not’ explored by othe_r means. e
g (ﬁ . S Harrlgan proposes ‘a hybrld met!: 1odology ‘which
; - . o . ‘ comb:.nes aspects of coarse and fine-grained . -
> - : | methodologies as ‘a means of obtaining an A
approprlate - level of detail. w1thout : f
sacrlflclng genera‘llzability " That is’ the
'approach that was taken in this research as
described below. ‘

N
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»«The research can conceptually be d1v1ded up

~1ntO 6 phases as. shown in table 3 l~below,

BN
L - - . - - P

s wNo:

) : - - - . - .

- ‘ . o *Stage of } .7 .7
~Phases - o {4 Chapter - Research - . Methodo]ogy

.1 Literature Review

“n

2 -1 _| Theory

11 Stebistice) mmalysts 1 45 | 145 | Coarse-grained

o LI InitialStudy - - 67 112345 |Fine-grained .
R K] ",Generahsahony b b 1 | Theory o

v Test1

Vi Discussuen

ng of theory o - 73.9 234 Medi‘um—graihed
) 10 © -5 | Theory

0

*Stage refersnto the gstages dezlned bqualley in flg 3 1

1 .

N al \i\\‘

e e " : S

~The phases of the research are brlefly

descrlbed below: so as to glve a. hOllSth view

Of the research process.o “,ﬂ?;”
i T, . R

Phase I. o

Ashcan be seen in chapter 2 the llterature

survey draws from a. w1de range of dlsc1pllnes

in ﬂorder to rev1ew _the- currenL state of

knowledge Ooncernlng the relatlonshlp between

market share and profltablllty The main

case n‘studles, Industrlal Organisation,
Mlcroeconom1c5uand Game Theory.j ‘A number Of

i

dlfferent paradlgms and deflnltlons dlffer,

i\
across d1sc1p11nes.,J Th1s makes comparlsons
dlfflcult .and no firm conclusions”’ regardlng

the * causal effect of market share' on .

%

~profitability could  be reached. A ~The
conclusion that was  reached was that the

(') : ‘ o

g

8, T f

Table 3. 1 Overview of Research Process‘w o

.contrlbutors are PIMS studies, - 1ndusﬁry and

OVERVIEW OF RESEARCH METHODOLOGY " PAGE 104
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relationship betéeen"' market share . and

profltablllty is context: spec1f1c and that in o
7 mo certaln contexts or env1ronments the effect of '
R - if " market share’icculd be expected to be’
7 “ | | 51gn1f1fant whlle -ink~other.wenvironmentSf’
o e ’1n51gnyf1cant.. IR R R

e e . Phase I S "'ﬂ,r- Co T ]
' X, . _The conclusion from phase Iﬂls used 1h~pha§e L :
3 \Q | - II- as  the, objectlvex for the stat13£1ca1 : L
e - L analys1s ‘of an existing data base. First ther Cere e
‘data, .is described and the South African - e
7 , ‘economy put ih a global context: (chapuer 4), g f 0!
"y - e then the analys;s of the data is reported onf o -'ﬁ
o - (chapter 5).: This is. a course-grained study | )
-, T . which - employs | statistical techniques to : |
“ ﬂ : analyze over 100 SBUs in order to determine
(1) whether there are env1ronments w1th1n
‘which the relation between market share
. and profltablllty is s¥gnlf1cantly‘ -
gdlfferent,\and o - ’

e s ‘ : U {41) 4E so, what deflnes the env1ronment and
; which | bu31nesses fall into the category - i
'u where | market share has a significant
| klmpact on profltablllty ”

i) Ce hn

In terms of Bailey’'s (1982) stages of

e
(]

\  research, phase II can be regarded as a
3 complete cycle with the exception of the data

collection and'codingAwhich had already been E

; | ~ done. . The basic'paradigm underlying this part
¢ L : of th@\ research is the "PIMS" paradigm
- (discussed in section 2.1.2) which holds that

there are generalizable Eelatiohships which
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: can be obtalned by ana1y51ngacross sectlonal
statlstlcal data.‘f“ The maln concluslon'“kr : f
; obtalned from phase 11 was that there exists o '
“4: ) 1n'kthe‘ data,,two fundamentally different - . e
wi\‘_ environments, one in which tthe effect " of ‘ ,
" market‘share on profltablllty is eignigicant'“ P
T and '*the " othexr where the:ﬁ:effeCt " is :
:i,1n51gn1f1cant ‘The env1ronments are defined -
by the 4 env1ronmental variables in the“pIMs Ni -
LIM model. ' T o SN
' ‘Phase IIT P R T I A3
S TR “fIn;phase,IIIfa"fine—grained etudy'was mounted | |
L 'into the,busineéeeeuin“the;environment where: ' %
‘ market share was stron@ly-~correlated- with ’ -
profitability. The logic behind this was that \
thls was - the environment where market - share
was most 1mportant and therefore any market ' ‘
.-share effects would. be amplified and thus : %
. easily detectab%eff This fine-grained study ‘ f
- represents a coriplete cycle of Bailey's (1982) . 4
- stages. (Alternatlvely, phase II and : IIX o f
could be- regarded as a single cycle but using ‘ |
a hybrid methodology) Initially in the StUdYt;‘L
-a - PIMS type ‘paradigm- was adopted and a
detailed. questlonnalre\~' des:.gnedr ~ for N
qtatlstlcal ana1y51s was prepared. Later, {7( .
after immense dlfflculty had been experienced
in admlnlsterlng the questionnaire, a- more -
flexlble approach was adopted When £he
busmnesses weze 1dent1f1ed it"was noted that

‘they- all fell 1nto -one 1ndustry and therefore )
the results obtained would not be dlrectly -

° generallzable.
! S .- | ":7 . v E

oy . o ) - .
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- o ) ~0 p 7

j”‘r " Phase IVL'ak‘ e SR SRR eh

R In phase IVﬁ the results ’obtalned in the
h e '\ - prev1ous '3 phases” were used in conjunction -
- : © - with 1nduct1ve reasonlng to  produce ‘a--
’ 7 generaslzed theory : Cbapte* 7 lays\out ‘the . ‘
R o ‘ﬁ* : . generallzed theory in terms of propos1tlons e Ry

(based on stated assumptlons) WhlPh lead to

7 B 7 “theorems stated in terms of hypotheses so as
o o i ]%7 ‘ '-r*f to be testable.” The pr1nc1ple used is that s
o v ‘ " the hypotheses are derived from the theory and
A T e ”;}‘ therefcre 1f¢,thec?hypotheses are tested and 7 o
- * . proved to be true, then the ~theory is -

Nl '%' ‘accepted.  In @order“wto~jstate the. theory
| “succinctly thef.bas@c wconsepts are defined» - b
e : u:“; - .+ using terms from “he - PIMS. and Industrlal , 5
| o f 8 Organisation paradlgms. i ) j

4 ‘ o TN : ' - S v "
. . ‘j' .Phase V represents the testlng\”%%& the

} - : F, . hypotheses generated in phase IV. A medium to )
) 7 fine-grained methodology was dev1sed and

| : ' ,‘applled to the businesses in the env1ronment
[ | not used in the first study (phase III). This

b : - was risky because, in order to test' the ;
hypotheses, data was needed~from a range of f :
industries - some where market share .was “
o 7 important andlothersvwherevmarket share was

?gﬂ ) "“; . " not important. The businesses in question,

% a2 | ‘were in an environment where market share was |
) found not to be important by the coarse-
- - -7 _ gralned study, and therefore there was the :
pOSSlb;lltY that the range of results obtained / h

wquld not be sufficient - to test tie

K | ~ hypotheses. ~ However this was . the. ‘only

) v SN i

]

g
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3.4

ESnin ey

yw1th the theory developed 1n phase IV

‘study down to-

7su1table data avallable and it was felt that

the statlstlcal analy51s ‘was too coarse to
have picked up all the factors 1nfluenc1ng

market share  and profitability.! There was '
_therefore a~highnprobabi1ity that the range of

esults ‘obtained wculd be adequate to test the
hypotheses. In the event this proved to be
the case and the hypotheses were tested. and '
fcund to be true thus - prov1ng the theory

oo e ‘ <

o

Phagse Vvl - =~

Lo

In phaserIxthefresults of the field work and‘

testlng in phase V are dlscussed and compared

results ‘are viewed hollstlcally and are also
compared to some of the concepts covered in
the 11terature review. N
GENERALITYWOF‘THE RESEARCH
, , N s ‘h
Phase I of the research was a very broad and
generallzed;\ review of . the ] llteratureﬁ
pertalnlng to market share and profltablllty

“'Phase Itwwas less. general and narrowed the

TToe—

>
a) South African business
b)  in spec¢ific industries
c) ° 103 ‘SBUs -

_-Phase III of the research was narrower still

in that it focused on 10 SBUs in one industry;

In phase IV a generallzed theory is proposed‘

~based on the flndlngs of the previous phases.
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R The theory is o furmulated to be generalla@
SECIR appllcable to all bu51nesses. : TR :
Phase v 1nvolves “the testlng of tha»theory 7
uS"ng 59 SBUs from a . limited number oﬁ/ o
! udlfferent 1nduetr1es., $5ve e T B ’
| Phase VI dlscusses the results and puts them
/ o in a general framework , B _
Ca @ i ‘ Vlewed graphlcally the Tesearch process can’ be
Lo R summarlsed as shown in fig 3.2.
, 3
;Q_ ¢
F 1
'y _ :
@}. Fig 3.2 Generality of the research
f 3.5 PARADIGMS . o :
>~ As discussed in sectieﬁ 3.2 there is no single -
"~ research  paradigm which dominates this
¢ research process. In phase I literature frOm@‘e ‘
¢ \\

NN Sy

P
-
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b ]m varlous paradlgms is rev:Lewed ~ Phase II is .~ - !

/"'\\[2\\ domlnated by ‘the PIMS paradlgm hut in phasesd -

e 111 “and - V a much more ‘detailed, - flexible - B

k approach is adopted 51m11ar to "the business -

‘ 7 pollcy approa ¢h. . The theory general\:.zatlon “ ’

“ . and: dlscussn.on (phases IV and VI) is based on g - R
- concepts from Industrlal Organlsatlon, PIMSV S
R Jand bus:l.ness pOlle TR R o '
o The fact: that no s:.ngle gaz\adlgm dom:.nates the” Lo P
) research is not un::.que tc:\thls research S
Montgomery (1988 p3) summar:.ses the pos:.tlon“'

! o - "No doubt many of us have had dlSCUSSJ.OnS o :
. -about the lack of a . central research ~ ~
paracugm in ‘the - etrategy area. - Whether A b0 ‘

one belleves the - fisld 'should have .a =~ . :
. parad:l.gm,_ or not bave -one, .. whe—ther one —
:" . believes. euch a paradlg'n is llkely or not ¢
. to develop, the obserVatlon remalns that «,‘. - i
- the field today does not have a domlnant “ P
S L unlque research paradigm. = Aside from
) efforts to: bulld such a theory, or set of
theories, what we can ‘do is exploref :
S important strateqy ‘questions through ‘ B )
para?iigms from related disciplines". .
|
. ¥
§i B
i
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CHKPTER 4 DESCRIPTION OF THE ENVIRONMENT AND DAEA

[

e xﬁ?nonncwrou R 'ﬁﬂ,;_‘ R R

The research was conducted 1n the South Afrlcan
bu51ness env1ronment ‘and the data pertains to-the
early 19808., Slnce it is our 1ntentlon to contrast
the~resu1ts ‘of this research against’ similar studles
done elsewhere in the world (mostly in the USA); it
is approprlate to give a brief descrlptlon\of the
development of the South African economy and of some

of the macro economic parameters pertalnlng to the

tlme of data collectlon. {,r

. .. . . s
DN = P b ° “ .6

1 ~—

) The“flrst part of th1s chapter glves a brief rev1ewr
‘ oF the theory of developlng economles and then the’

development of the South.Afrlcan economy 1s rev1ewed
against this theoretlcal.background Thereafter the
South'African economy in the earr§/19805 is reviewed
and the data base 1ntroduced with a descrlptlon of

" the data,collectlonﬁprocess atld a summary of its

representation,across industries. Finall&;%the data
is ‘compared against PIMS data. ‘

- 9]
o

4.2 DEVELOPING ECONOMIES ' SN

The stage 'of development of an economy nas a
significant 1mpact on the macro- economic conditions
within the country which in turnulmpacts on the

business environment. According to the.literature.

(Rostow, 1960; O’Dowd;, 1978; Myint, 1965) there are

stages of  economic development*which all ‘normal’.
countries go through. The term ‘normal’ is used to

n

st e
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. apply to all countrles where there was a substantial
peasant populatlon
' ©» where the- development of the country- is based in
1ndustr1a11sat10n.'j R N

T
B o - -
e ’

The flrstystage of development takes place before,
: the p01nt whlch is- calledkmvake off" occurs, and is
. ‘necessary in order to makeu"takewofﬂ",poss;ble.

ThiS‘is”a period~of building inffastructure and

creatlng the. basic institutions necessary for a.

modern ' 1ndustr1a11sed state.; It is'a period - of

T great 1nstablllty as’ it 1nvolves not only the

k"estaﬁllshment of new structures,,but the“breaklng

,1~down of tradltlonal patterns of ‘soc1ety and
. ' authority. It iS‘-characterlsed by’ new and
' "revolvtionaiy ideas and by weak :and - unstable

governments and ‘wildly changlng pollc1es. -

n

PAGE 112 -

before industrialisation and

TR 2 e, AT T

Rl

. fi‘ifterian’indeterminate pericd of time the’country__f

emerges from this tw111ght perlod and into the next
called_
tneftlasses

' phase ‘with very - differént characterlstlcs,
the "take-off" \
‘which are detertm ned-to pursue J.ndustrlallsatlon are

Durlng this stage,

" now in complete control and are strong enough to
n the _of
This period is characterised by

govern ; effectlvely and - direction
1ndustr1allsat10n.
&l strong, effective, pragmatlc government and the
'vdisappea*ance of romantic entXusiasm, O’ Dowd (1978,
p30) points out that tne government of the day is
almost always a mlnorlty government ruling in the
1nterests of a m1nor1ty~ The soc1o -political
changes (and sometlmes revolutlons) of the previous
"era, do not llberate the masses but merely change
the,rul;ng;class,~

The new rullng class imposes
harsh - conditions on™ the working classes - and

restricts .consumption of the masses to allow for

[ i : 5

ey

e

Sy
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ao T - investment. There is t"1us a very clear dlst:.nc.tlon R
: . between ‘the rich rul:.ng class. and the poor worklng L

class, for whom there is " no DOSSlblllty at th:l.s
stage for a decent standard of l:Lv:an . Rostow
(1960) calls B this the fJ.rst ‘ stage . of
1ndustr1a,ﬁlisat;ion».ﬂ T L R I -

=

- - - it
. S
s -

lThe turnlng po:Lnt from the flrst stage to the second

\'.

L 5 stage comes when the influx. of impoverished people
- from the rural -areas -ceases to be rapld enough to
s ; keep- unskllled wages ' down to suosmstence levels.
- obs start to expand. faster than they can easily be o7 ;
- - ﬁ“Fllled and it becomes necessary to 1mprove the use ' g f
. of unskilled labour by means-of tralnlng and this in |
turn means keeplnq the labour turnosver rate down. 2
The expans:on‘of educatlon, 1mproved'health servmces ‘ !
and better hous1ng for workers becomes desirable
R ; because workers are in short supply and need to be g t

“retained. This is a much more’ llberal stage.

" . The third and last stage of development is reached :

- when 1ndustr1allsatlon 1s\\v1rtually complete. There
- is no more room for econpmlc development except"

e

based on new 1nventlons whereas up £o that point it

‘,_

. has 'been malnly a matter of more complete
1nvolvement of the populatlon in the use of exa.stlngv

N : technlques, 1nfrastructures and systems. During 4 :
‘ this stage, for the first tlme, economic progress ] !
required that consumption be 1ncreased . Thus the ' J“'};\ N

emphasis Shlfts f_rom' ,llberallsm to soc1aliff‘sm_and
Jo- - tends to equalise the distribution of wealth and so
" ) P increase consumpt:.on. Th{s is the exact opposite of |
’ ‘ Vﬁthe pos:.tlon ‘that existed in the first stage where
. unequal distribution of  wealth served to- reduce

consumption so as to allow fer investment. - This

Sl 1
y

fully developed, industrialised,sta'ge has its own
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development.»'"i . C

unique characterlstlcs and‘problems whlch are Stlll
‘For the
fegard this as’ the

evolv1ng and belng subjected to analy31s.

purposes of - this study we w1ll¥

1

flnal stage andtdlspense withi a
or descrlptlon.

Germany ‘and, France are al ‘- in thlS ‘stage; of

bl

Injsoﬁth'Afriéa,
with the_rdiscOvery of diamonds 'in 1866. -

industrialisation'first.started
‘This

brouaht railways vand large "scale

1n1t1ated -a perlod of- soczal and polltacal

turbulence, covering the Boer ‘lr (1899 1902) , and,"

the general strlkes of whlte mine workers of 1913,
1914 .and. 1922
- 'scale v1olence and at one stage police opened fire

Durlng these strlkés there was wide

on the stnlkers kllllng flfty N

The start‘of the flrst

proper can be dated batk to 1933 when South Africa’s -

Naflonal Income- growth rate jumped from a low and
erratlc growth to a steady 4%1 per annum, which it

maintained for many years. During this period of

sustained”growth‘the conditions for the poor were

not, unusually harsh because South Arrlca had free
access to forelgn capltal and thelefore did not have
to fundw the growth in the economy by 1nterna1
" There '
characteristics of restrictive policies such as an

savings. were however the "abnormal"

undemocratic constitution,
trade union activities and few or no civil rights

for the poor. 8

o

The change from the flrst stage to the second stage
of industrialisation started in the late flftles

mechanised

tage of industrialisation,

=
Brltaln, Sweoen, Belglum, USA, West -

severe restrictions on’

ry further analy51s‘~

‘Qexpertlse to South Africa. for the first time angd. "




N T e e L S

g
y

- ~.~;\_\‘7 A . V L - . S A ’ -
CHAPTER 4 - ' DESCRIPTION OF DATA ~  PAGE 115 . -

o e - - o
" - SRR i — R

. . | w1th.rap1d lncreases 1n.non-wh1te hous1ng, educaflcw1
g V o and ‘health serv1ces.' ‘Uriskilled and semi- -skilled
“ - o wages started rising rapldly and 1ncreas1ng effort
.+ . was - put ‘into education “and = training,. and
S 1mprovements of soc1a1 services. ; This process .
PR ykcontlnued up < to  the present/ tlme "with reformv
- i 1n1t1at1ves star t1ng and stopplng' "but - generally
S o maklng'progress, under the critical eyes of the rest
R of the world. - /fThe major hurdle which must be-

. ﬁ;j“*x ; crossed by South Afrlca for development to contlnue
| | ' 1s,the negotlatlon and acceptance of the radlcal o
constltutlonal reforms whlchtare necessary fThese:

constltutlonal reforms will havefto be of a s1m11ar

_scale to the Second Reform Act in England and
Pres1dent Wllson s programme in the United ‘States,
which ushered in the period of sustalned growth and

o

I 11berallsm of the 19208 in Amerlca. ' "

7

i A ! © 5 ol o

- ) ) . //’
?3 THE SOUTH. AFRICAN ECONOMY IN THE EARLY 80s ) i

~In March 1280 South Afrlca was c1a551f1ed by the
Internatlonal Monetary Fund ~as a "Non- 011
developlng country“ and w1th1n this class1f1cat10n
as a "major exporter of manufactures™. Thls puts it .
in the same category as Argentina, Bra211 Greece,
Hong Kong, Israel, Korea, Portugal, Slngapore and
Yugoslavia. 1' ‘
S x :
Like all deyeioping countries, the management of the
_ inflation rate and the optimisation of the growth -
° - rate, are. important elements in the South African
"”eéonomy” Compared *o industrdelised countries, -
SOuth Afrlca has - had - a hlgher growth rate and a

o

“higher 1nf1atlon o
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b e =1 -
) ‘Growth Rate - | - . "Infldtion 'Rate o s
ﬂJ\(Roal change in GDP) C (CPIAincroalo) .
. i - _ Industrialised - \ .
"4 Year | SK . Countries | Sk 7
¥ 173 3,9} -~ 6,2 9,4 -
.1974 7,1 0,6 11,7 | o
1975 17 2,2 =0,57 13,5
1976 - 1,5 - 4,9 11,1 :
- R S0 - 4,0 ol 12,7
' 1978 2,9 4,0, 14,9
31979 4,1 3,6 13,2 -
- Fisso | | 7,8 1,3 13,8 b
. 1981 5,1 < 1,1 1 15,2
s 1982 -0,9 #0,3 ‘14,7
1983 | -2,2 ,02 12,2
1984 - 5,23 , 92 11,7
1985 . 1,36 ,12 ‘16,2 |- ;
1986 1,07 +17 E ‘18 6 f
~ 7§ average | 2,63 2,62 o 13,1 ; "
e R R

N (Sources ; Internatlonal Monetary Fund and S !
Bank)

rate over the past 10 to 15 years. The table-below - ¥
‘'shows growth ‘and 1nf1atlon rates for South ‘Africa
egalnst the,average of 5 industrizlised countrles.
Another feature of aeveloping economies according to

- Myint~ (1967) is the financial dualism which exists.
This dualism comes from a blendlng of the prev1ous

third world peasant economy~based on agriculture
with the first world industrialised sector of the H
meconomy This leads to an uneveanistribution of - o
personal income and a conrentratlon of wealth. In
a study in South Afrlca in 1982, reported by de Wet“x
(1987) more than 50 pér cent of the total income was :l_ ?
recelved by less than 20 per cent of households, and |
more than 30 per “cent by less. than 10 per cent of |
households, wnlle the poorer 20 per cent 'of.
households recelved less than 10 per cent of ‘the

income. Alqo -due - to thlS flnanc1al duallsm there

exists ,‘gubstantlal unemployment despite the

o
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. it i§ commén cause the_ the env1ronment effects

relatlvely hlgh growth in the country . Maasdorp
(1978 pl44) reported unemployment in South Africa
,at 11,1%of the economlcally active. populatlon.\ The o

\y

concentratlon of econcmic power in the "hands of a

_:small number of major economlc players, leadlng in

turn to. reduced competltlon - . ) e

'Clearly;’there\are,structuralraifferences between a

>,develbping economf‘like that of South Africa and an

1ndustr1a11sed economy like that of the USAp Also,l

" strategy formulatron and 1mplementat370n. elt is

thereforerllkely'éhat South African businesses will

p differ in both strategic posture and ' capital -
‘stxuctuze wben compared to bus1nesses rnr?

1ndustr1allséd countries.
Inmkonucrxon-romTHE DATA BASE

The data that was- used in the analysis was a data.
base con51sr1ng of 103 Business"Units that had been
Lollected by ‘two researchers in 1983/84. The data.
was  collected ”-durlng extensive - consulting\
assignments with the companies concerned and hencel
represented an in- depth analys1s of the strategles
of these’ companies.’ e 5 o Fop
‘The format of the data is approximately‘the same as
-that of Lhe PIMS Limited Information Model with two
exceptlons which will be discussed later. Only -~
cross-sectional data’ was available with each
Business Unit having only a single year’s data;on
record. The year that was covered is from the
period 1982/83/84 depending on the company’s year- -
end -and the avallablllty of the data.

o
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o -similar USA data.
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All the oompanié“*""that ~contributed to the ‘data base

e were companles that were operatlng :Ln ‘South” Kfrica

- during the 1982/83 per:.od although. could have' been
_ ~part of multi- nat:.onal organlsatlons. The rest of -
V_thls chapter 1s devote_d to a brief descr:.ptlon of
‘ the data and some corﬁparlsons of the data w1th
ThlS is not meant to be a-
~comprehen51ve statlstlcal comparlson to be used to
of
geograph:.cal boundarles, but - merely a descriptive

: justlfy generallsatlon results across

k rv:Lew of some of the .characteristics and features
':m the South’ Afrlcan data which are dlfferent to
,what mlght be expected from work done in- other

! o LI
countrles. o 7 . N

INDUSTRY REPRESENTATION -

o

There are 103 Bus:.ness Unlts represented in the data
base and theyfare drawn’ from dlfferent :wdustrles in

the South Afrlcan economy".
u51ng any spec:Lflc sampling technique, but was
determlned bj the ""random" ‘selectién of companles
for consultlng ‘work h
i industries are more heavily represented than others.
.. To g:Lve some dimension to this blas,
- was done ‘against the percentage of llsted operatlng
companles on the Johannesburg

° approx:.mat:ely the same t:.me. Table 4.2 represents

‘the number of companles in each settor expressed as
a perqentage of- the total number of ‘industrial

operating companies and is compared to similar
figures for business units in the data base.

PAGE 118

The sample was not drawn

The result is that some"
a comparisonr

Stock Exchange at’
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SR ;\7 - ‘ .o ' S, e " N -
g : %
¢ b ) . ”—Pazjcexi‘tegem '
e ] - : " | Business -
T w R . Unit. “ 2
- - Number of | Percentage | in this -
"o Listed . | Listed ~ ' | data basa .
) 1 BE ] g D } . ! R 50 l o . . )
o ! M:.n:mg o 5o |- - 85 . ot
Mm:.ng P:.nance o o288, - - : I IR R
Yo, it F:.nanc:Lal Bank S 13 | e T ' o
o rash Assets . - R T T e, | g
| ‘Insurance e 12 : . -y .-
Investment Trusts A 2. - o - S A
Property : _ : s T 1 o . /“ s
N Industr:.al Hold:.ngs S ~ 52 no N B . - vom
e wBew.rerage & Hotel ; S R L . 2,8% . ©2,0% o) 1 )
o ‘Building & Construct:.on .19 o 7,8% ¢ - PR | T L
o Chemicals & 0il - s 12 b5 e5,7% ©12,0% :
Clothing, Footwear, " - : - o
-Textile 25 - 10,2% - o= p
Electronics, Electrlcal L T : 1. -
Jl - - Battery g . I 11 ) 4,5% 4,0% -
| - Engineering. _ - . Tae 34 - 13,%% L 4,0% :
-, Fishing foat - 7 . 2,8% L S
" Foou T 11 - 4,5% - 26,0%
-Furniture - & Household - . LT i .
Goods: 17 ., 6,96% L - 6,0% coT
§ Motor - o 7 7 ' S22 o908 | ST ‘
W Paper & Packing S ) 1s . 6,15% 34, 0%
~-ff . pPharmaceutical & . . - ‘ . o s B
Medical ’ 6 ’ 2,4% -
Printing & Publishlng 7 2,8% - w11, 0% o
Steel. & Allied . : 5 2,08% ° - 1,0%
Stores ' " . 30 12,2% 5
Sugar ‘ -3 1,2%. = -
' Tobacco~ MMatch 6 2,45% T ) "
: Transport -/ £ 2,05% ; .- o . 7
Preference Shares 19 ‘ "
Debentures - - 20 ,_\‘ o .
. Bo7 | - \Feow " ‘Too%
Sz - -~ 1 . - ;
! g E & S '
Table 4. 2 Representation of the Data: Base cOmpared to o
i -~ the Johannesburg Stock Exchange C e
\' ’ g / ?
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4.6 THE FORMAT. OF THE DATA =

~ -

'“The d*ta ‘is presented :Ln the same format as the PII~"S

‘ lelted Informatlon Model as descr:bed by, f,or.
example, Abell &_ ; Hammond (1979} .- The * " data “wasy
- collected strr tly ‘in accordance w1th 't"h‘e”

requlrements of the Strateg1c Plannlng Instn.tute for
the collect:.on of PIMS Limited Informatlon data. ,
,Appendlx II'gives the details of the data. sheet used
“and’ the SPI worksheet used for detalled calculatnon.
"Deflnlt:.ons ot all var:.ables used-in the PIM“ LJ.M
,f.model are given in Abell and Hammond (1979 op 271 -°
346) ' &sand detalled deflnltlons of market share and

L\prOfl\_ablllty are glven in Appendlx /X.\ App. ndlx I

gives a. br:Lef d:.scuss:Lon of the val:.alty of the PIMS
approach There are two dlfferences 1n the format ofw
the data presented in t”us report compared -to PIMS,
which are a%s follows-yg" o] '

Relative Price - (item No. 4 has Ahe‘en left out

complete y) - o C T

1.

~, ! W lal
=) . o, .

2. . Customer concentration. The standard pIMS
" ‘(L:Lmlted Informa.tlon Model) ‘variable for

measuring thlS is deflned as Lhe_ner_c&nr.ag_e of

- L0 -customers that account. for" 50% of sales. “

5

- the data presented in this report the measure

a of” custo}ner concentratlon 1s :vdeflned as ;hg

= ‘ numher, of customers that account for 50% of -
' (The full PIMS . both
measures). - -

o sales.r model has

- The above changes were made by the Strategic
Plannlng Institute as a refinement of the
L:urs.ted Information Model after the date of

Lo
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S F : ‘w/,' - a) 2 . > a o~ o
publlcatlon Qf\\\l\bell & Hammond ) Appendlx 2 7 .
. <‘glves the forma\\*\\of the data capture sheet for e s
.- . . the PIMS lelte}) ;nformatlc‘n Model. g e ’ i
o . o LT - : o .3\ > ’ - . L
- ,/Q{) : e . K L e . o ;
LT . ) ) B ) 'F/ § /4’/ ) o
" A B W, » . - e ;
e e % "
E ("-: ' N i) ) o Pl\’-“ B
s - - - oo ! - s ;,\ kS .:! ‘
o , Mean Deviation " -
. ‘f"’:‘ﬁ:‘r&’?m"“ & dction 1 23,; 17,1
2. % Relative Market Share 61,7 ~] . 62,1
3. Relative onduct. Qdallty K 25,9 ¢ 28,7
B e T b B
o §IZ ¥ New New brodact. Sal Seles/Sales - . ! 1%12 1;2'3 38 )
a 8. ‘% Marketin Egbwéglsdes 1 108 8.2 ‘ 1 4,,'\ .
Capital & Producticn Structiite , ) ;
S t/Sules 56, 28,1, 37, 14
10. ¥‘Investment/Value Added 96,7 40,5 99,2
| 11. ¥ Fixed Capital Intms:.ty 52,3 34,7 25,9
12. ¥ Vertical Int 58,8 13,8 43,0
13. Value Added/mrge%;ees ($/r1000) } 30,0" 18,0 80,7
- 14. \' Capacity Utilisation e 19,6 16,06 73,
“Market Envircoment ) ey
15. Feal Market Growth Rate 8,2 5,9. 4,95 L
f g 56,5 - 26,2 83,7
E 12,2 .- 10,3 - -
Ptn-chase Avyint - Inmed. Custs. 5,2 - 2 4,78
No. of Cu..v’ mers = 50% Sales 7,2 - 34,38 K
Table 4.3 Camparison og the data with PIMS . IS ” |
As can be seen from the above table; there exists a )
: -number of differences and some-similarities between i
// ' ! ' E) [] o
the two sets of data. On average conditions in .
South Africa appear to be less competitive than in
e g ‘the USA. ‘This mamfests itself in higher average
4 -
g market ‘shares and relative market shares for South |
i o African companles, implying fewer competitors on
b o average in each sector. (This is also bornme out by - -
Yo item 16, percentage share of 4 largest firmsj.
1 ' ~Also, marketing expenses as a percentage of sales ‘
1 . are lower in South African companies than in their
’ ) Us counterparts, agaln mdlcatlng a less corrpetltn.ve .
) env1roment ) £
)
. 7 '
There appears to be d:.ffere.r1 ces between the  two
fl . i‘ /4"\;\t\ ’
i
; %
§ o ; o ‘
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countr:.es m the way technology is used R&D T
expenses in USccompanles are h:Lgh corrpared to South

Afrlca whereas the, sales of new products are lcwer.'

” This could i}perhaps: ‘be explained by the fact that
RO scuth Afrlcan ccx@ames largely import technolcgy“
f' and do not_conduct fundamental research on a large :
scale. ‘Ihe result is they are able to introduce a

-~ relatively hlgh level of new prﬁoducts while spendlng‘
. » - relatlvely less on. R&D (clearly . South African.
R companies would have to pay mo\*e roya]tles ‘than Us | 7
o conpanles if th:Ls were true). o o g

e

o The cap1ta1 structure of the companles in the .
B dlfferent countries are predictably different. The |
' B dlfference in' items 9 - (Investment/Sales) and 11
“ (leed Capltal Intens:Lty) show that Suuth African
ccxmmms are less capital mtens:.ve (and therefore, '
presumably, more labour 1nten51ve) than - Us®

Soam oy, 6 A

'This difference was to be expacted, consfdering the
dlfferences in socio- economlc cond:.tlons between the
two, countries. It is’ mterestlng to note that South'
African- fixms appear to be less vert:Lcally e
1ntegrated ‘than US companies. - RS

e

A St (5 S T i 0
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 CHAPTER 5 = STATISTICAL ANALYSIS OF THE DATA

- - oo T ST, T e heeTiem s s —poes

R e L M g

~ . e
- 5 n

5.1  INTRODUCTION
e Thls chapter starts with a definition of what is

n

meant by ;the '1mportance of market- share'fand then
~goes - on to descrlbe the env:.rcnmeatal varlables
*included in the datafoase.” Section 5.2 describes

uvv the initial cluster analy51s that was done using-9

[

var;ables (4 environmental varlablesoand 5 capital

struchre variables).

The initial analysis waSﬂdone;

in'a fairly loose and unconstrained way, and capltal‘

“? structure variables were included 1n1t1ally to see
.whether they would add any colour or understandlng
to the analysis. The result of the cluster analysis

showed that ‘the importance of market share was
dlstlnctly dlfferent 1n each of the two main

T clusters (env1ronments) created

)

Sectlon 5.3 descrlbes the detailed analysis that was

done, where the same 9. variables were used, except -

=h’es were standardised and factor

this time the var

'analys1s applled before clustering . which is the
The
result of this procedure was that the differences

correct (more rigorous) method of analysis.
(in the importance of market share) that had been
the

Clearly, in the initial analysis, one

present .in previous clusters disappeared

completely.
particular variable (or-a particular combination of

variables) had been dominating the cluster analysis

(probably by virtue of having a range much greater
than the other variables). To identify which
“rariable (s) was-(were)wdominating the -analysis (so
that. the differences

ana%ysis’could be explored, which was the objective

obtained in the

-

initial”’

P
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5.;.1’ The .Objectives of the»Analysis‘

of the - exercmse) a factor*al de51gn was adopted“

where each varlable ‘and each comblnatlon was tested
separately Only the 4 env1ronment variables were

used in - the analy31s because, strlctly speaking,

only the env1ronmen*al ‘variables ehould have been

‘useé 1n the prev1ous ana1y31s, but the statlstlcal,

and it was thought llkely that;theAextra variables

 would give extra‘ﬁnderstanding In the factorial

de51gn ﬂwhere each . varlable -and comblnatlon of

analy81s) the number of variables was cut down to

the xm}nlmum in order to 1limit the number. ’of.

causing the initial clusterlng' was 1solated and
analyzed

ve &

The objectlve of the statlstlcal analy51s of the;

data was - to determlne whether ‘there are ‘any

environmental factors or conditions whlch.affect tﬁf’

relatlonshlp between market share and profltabl.:.lty

profltablllty and other environments where there is

‘no significant correlation between market share and
‘profltablllty.l Also, if this- is the case, what are

4

?AGE 124

. :

~tools“used could ea511y accommodate more variables

'varlables was tested separately (using clusterﬁ

'vcombinations.” Using this. brocedure the variable.

‘Specifically, whether there are some environments
- where ”market share is highly correlated with

the factors which define . these env1ronments and»

which are the environments where market share is

relatively most important?

~Before proceeding with the analysis, the term

"importance of market share" needs to be defined and
‘Within the context of this study,
market share is deemed to be important for strateﬁy

quantified.
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LT formua t:.cn purposes if the follow:mg cond t:.Cns are "

D - » L€ iticns: )
e T ‘ satlsfled o T

1

o>

.~ 7 (a) Market share has a 51gn1f1cant (p@sitive{- ‘
¥ ' ' affect on- profltablllty R PR S ! ‘

~ R &

(o -
R (., =) ~ i

&

(b)'ﬁTne scatter of observatlons about the trend is
not large as to’ completely swamp the ‘trend. wrjg?yr !
{e) There is“a:causal influence of‘market share ‘on
profltablllty,« even Cif thls is 1nd1rect1y VJ‘

lﬁ ach1eved.v1a a-third factor (e g. advantages of R

iscale) as long as the causal link: 01s, not

broken, i. e., ngher market sha 1mp11es £

larger advantages of scale whlch.rmplles hlgherr, ‘ p,

N . . S

Cr ;“ g o return on investment.
’ o

In conductlng the statlstlcal anary51s of the . data

ﬁonly the’ flrst two | condltlons were consrdered ’ 7 ;
Axthough” there - have . been many innovative . L i

applications of path analysis and other methods to- ,

Lo deduce causality in PIMS and other data, (e.g. Aiwinx\;i '

- . and Hauser,p 1975; - Duncan, 1971; Oliva,< Day and Ejm
‘Desarbo, 1987) the llmlted number ondata points
“available ellmlnated these methods.‘ Th\refore, at
this stage no attempt was made to infer: causallty

and this was left to a flner grained methodology in
© the next phase ofwthevstudy. Also, for the remainder
-of this study, only linear analysis is used. The EE

exclusive use of linear analysis to model thé
relatlonshlp between market share and profltablllty
. was justlfled on the follow;ng bases: : ﬁ e ;ﬁ

E\ . ; P .

o i o
e P T L

1. All serlous prev1ous studies th&t analyzed
/
cross- sectlonal data- used llnear ana1y51sa

This includes Bain, 1951; Shepherd,, :!.972,(J N &
-7 -

s -
Vi . i .
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- Buzzell ‘et al, 1;975 Buzzell and Wiersema,
. 1981, Phillips et ‘al,’ 1993 and many others.

LR '\ R N N =

N i . . '
g2 §§me authors .have ™ proposed -a -non-linear . .
'~ " relationship between market _'share . vandwé

'profitability . THe most notablewoF these is
—VPorter %1980) ~who clalms a. “U-shaped"ocurve
_ “ex1sts. Porter does not burden,hls reader'w1th
i ,_"‘any detailed proof. (or 1n fact any detail) but

IR merely states -that this U-shaped relatlonshlp

-ﬁuapnearss ~hold in r-the US fractlonal

ahorsepower electrlc motor business" (Porter?\
If this is the ‘case, “then the
® :electrlc motor bu51ness in the US appears to be

1980, p43).

¢y

unique because no other researcher has reported
’ o B
~evidence  of -U-shaped curves - in  other
: #

Iz

“industries.

3.. A v%sual ’nspectlon of the data was done (see
.~ page 292) and no obv1ous .non-linear pattern
‘emerged, and thelefore, using the ‘keep it
simple' prlnclple, only linear analysis was
A done. A
R -~ - ‘
' For the purposes of’ the analysis the two condltlons
cons1dered above are quantlfled as .follows:

-
a

T

(e)

As discussed ‘above, a number of previous

" - empirical . ~studies " of - market share ' and
, ‘proﬁltablllty (Hendenson, 1979; Jaccbson &

] Aaké& 1985; McLagan, 1981;  Newton, 1983;
'Zelthaml”and Fry 1984; Buzzell et al 1975) all

postulated that within certain ranges, there 1s-

a linear relatlonsth between market share and’

/3‘
o

Y N . : R

e g s e
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, ] ’ profitability:,'Therefoﬁe,ﬂfor'thé purposes of
B k,i "+ this analysrs .the relationship between market"
LS PR t‘ o share and profltablllty will” be assumed to. be -
0 ‘ ;'; ; llnearn. The average value of the. slope of the
Vlinear' regres51on of market share and
profltablllty was found to be 0,5 by Buzzell ‘et
'5t 7 - al (1975) (1 e. a 10% increase 1n market -
R ’ 7 share results in a. 5% 1ncrease in ROI ) Thus :
for our purposes, market share is deflned as ,
"1mportant“ ‘when. - the slope ' of the llnear

regresslon 1s greater than 0 5. R
1/ L o s

~{b)” Ihe_snatteLmust_no.t_snamp_the_trend

Statistically, thisﬂis interpreted to mean that
‘there must -be. a. strong correlatlon. between
market share andjprofrtablllty, i.e. that there
is a negllglble chance of the trend belng the
result of random process. Forx the purposes of
1A \.the ana1y51s thlS is measured.by computlng the
~sum of squares explalned by the recf“ressn.on
model and comparlng that to the total sum of
squares and applylng an F- testato test for -
s19n1f1cance In thlS regard, since we are in |
. , essence "comblng“ the data base for trends, a T
very hlgn level of ﬂs1gn1f1cance will be

o _required, ~and 0,5% was taken to be .an
’ appropriate significance level, with 0,05%
being regarded as highly significant. - . 7
5:1.2  The Environmental Variables P

- 0

The PIMS Limited Information.Modelﬁhas 18 variablés‘
split up into 3 categories. These are:

A i

]
I Competitive Position and Action
by \\ E . 7 \Y_'L\ ’ o ' k i & -
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5.2

'There

G

#

These 4

combi

"businesses

condi

5.2.1

- Market Environment -

INITTAL ANALYSIS

Cap1tal and Productlon Structure

- -

D

aré 4 market env1ronment varlables whlch are.

S g ’ -~

Réa;“MaxketeGrgutthate ’

o

N

~*1ﬁdusti¥;ﬂbnsﬁntrﬁiiQn - defined;as theé- share

of the 4 largest participants in the market

o

r,gusggmgx;ggnggntzaglgn - deflned as-the number

orfcustomers that equal 50% of sales,

The typ1ca1 m;mhas_e_amgun; of 1nd1v1dual sales
to each customer

will be
define

variables in .various
to

operate

used

nations "environments"

under similar  external

tions. q ; T

Introduction’

The initial analysis was done in a fairly loose and

exploring

_ unconstrained way with the primary objective of

the .data’ to lock for ‘t:enda and

chafacteristicsfuhat might be interesting or throw

some
part

new light%oh the problem. "Although the first

of the analysis’was not rlgldly structured the«

following steps were done.

where -

famk S

Coo
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X ] N ] ’ g\‘ - ] - “r:: e = -
0 5.2.2 ‘(Graphs;ggdngharts B

>outlyers on the follow1ng ba51s-i

o

The flrst step was to get a plctorlal v1ew of the
data, and to fac111tate this various. graphs and

/charts were plotted (see Appendlx III) LIt soon

became obv1ous that.- the data. 1nc1uded a number of
oytlylng‘p01nts ‘which were far removed from the bulk

- of the ~data and which would ‘make analy51s very
ﬂdlfflcult " The dec151on -was ' taken to removep

i Il " S,
. I3 - . e

. (a) removal -of . obvicus. errors (e.g. where a

a e

- variable has a minimum value of zero by
",.sdeflnltlon, but a ﬂartlcular observatlon has a
negatrve value. In these cases every effort

» ~ was made to go back to source and correct the

Tobservatlon but - thls was not always possrble
and the observatlon was deleted from the data

Tao Ay & e . #

base) . AT e

(b) remoyal of points:that were greater than the
mean -plus 4 standard,déviationS'(or lese than
the mean minus 4 sfandard deviations) .
,Although this limit was aet ~only two polnts
“that were removed,were closer than 8 'standard
deviations from the mean. B |

L.

A total of 13 obeervatione’ of the 116 in the
original data base were removed by applying- the two

"criteria above.

'5.2.3 Initial Cluster Analysis

» Cluster analysis has been used very effectively on
the PIMS data first by Woo & Cooper (1981) to study :

effective and ineffective low share businesses and

,
3

e~
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g_the value of the variables used in the cluster

A‘}more ratural .cluf ters,‘such that, w1th1n any.one

“observatlons in other clusters.

later ‘by many other authors, for example Hambrick
(1983) used'cluster'analysis to-define environmental

settlngs for the study of strategic typologles.

Cluster ana1y51s consxsts of a famlly of algorlthms;ff'
designed to identify similarities in the data andgﬂi
“c1a531fy'the data 1nto dlfferent groups dependlng'on

analy51s..

observatlons ‘that correlate hlghly'w1th.one another, ,
and have comparatlvely low correlatlons ‘with -

'technlques ‘can ‘be used. to separate data into two or

- c}uster the p01nts are relatively "dense" or close

3 (‘, 4

clusters.

together, whlle few p01nts are found’ between the'

BN
\,(x

AIn many ways cluster analys1s is’ 1deal.for research
on PIMS type data and has become 1nc1eas1ngly‘_v
: popular amongst bu51ness analyst's and researchers.
Therefore the next step in the initi ial’ analysls was
‘to apply cluster analy51s'on the data"using,all‘the
- environmental variables described in éectionﬁsll.z

and some selected structuralsuariables. The SAS

statistical package was available and the FASTCLUS

Procedure was used. The variables used in the
cluster procedure were: ‘ ' ﬁ

A "

: o b 7\\ . e &
. Market Growth (MGR) + o

+  Industry Concentration (ICO)

+ ' “Customer Concentration (ICU)
. Purchases Amount" (PCU)

. Capac ty Utilisation (CUT) i

. Reﬂelvables to Sales Ratio (RSL)

. Fixed Cap1ta1 Inten51ty (Gvs).
. Vertlcal Integratlon (VAD)

q“

Clusterlng =

Essentlally “a cluster conslstsi of .
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i '; As -a flrst analys1s 5 clusters were used and graphs 7 p
' A were plotted of market share agalnst profltablllty e o
i R Ty for each of the clusters. . , - ' caowT
T L ) ‘ - e - e ”v)ﬂ : . /) 1 “ - .
. The result of thls analy51s was that only clusters A

1 and 5 had more than two values, "and the result of
the graph plottlng is shown 1n Figure 5.1 and 5.2
) ‘ 5 below. (See Appendix XI for, a dlscuss10n -of theq
vp,i R “other clusters )
ﬂAs:can be. seen the imbortance of market‘Share is
\substantlally dlfferent 1n the two env1ronnents. ‘It

R /" “was decided that’a more reflned analy31s should bek '
’ ‘designed to explore which. of the environmental
variables was respons1ble for the dlfferences in the e
] '1mportance of marxet share. (’" B S ]
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5.3 DETAILED ANALYSIS

Il

5.3.1 . 'Factor‘Analysisoand_Standardised,Dat&

[ B . ; 0 . E

'VAs polnted out by Galbralth & SChendeL\(1983) when &
" -using -cluster- analy51s on .the PIML Jata base to
Tanalyse strategy’ types, the data should flrst b2

standardlsed because PIMS variables are- typlcally

measured 1n non- compatlble un1ts.' Then pr1nc1pal“
component analys1s or factor ana1y51s can be used to *

reduce the ‘numbex of varlables con31dered,[ and

‘cluster analys1s applied- to the reduced number ofi
varlables. (See also Cooper and Weeks: (1983 p267)~
. for conflrmatlon of this procedure)

‘1Accogdingly; ‘the cluster, analysis that was done
1nrt1a11y was repeated but  the following procedure

%\\*~aqopted

1. The data‘was standardised. The mean of each ¢

variable was’ left unaltered but the standard
deviation was'made equal to unity. This was
done using the SASiprocedure_“PROC,STANDARD".

s

2. Principal components were obtained€‘by using the

a SAS. "PROC FACTOR" routlne -and out of the
original 9 variab}es, 3 pr1nc1pal components

=

were retained.

3. Cluster analysis was done usinéﬁ"PROCfFASTCLUS“

on the principal components.

4. Regress1on ana1y81s with market share .as- thew

independent varlable and return on- 1nvestment
as the dependent varlable was done uslng "PROC
RIM f01 each cluster.

£y
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s,

»fprocedure. The analys1s was done us1ng 3,

"they represent

'and

'is ‘a combination of

‘ Market/share vs ROI was plotted~‘or each cluster.i

S
o

: D) e " ' .
I‘The ( sult of thls was that ‘the hlgh correlatlon,

3

\‘ betwgen market share and profitability that was

‘present in ‘cluster number 5 1n the 1n1t1al study was

,?;completely'absent from all clusters produced by thlS
4 - 4 and .5
. factors ' and 1t was found ‘that 3 factors gave
‘clusters that had the blggest difference in the.

strength of the :elatlodshlp between market share
‘and profitability,” and hence this ‘was chosen for

inﬁlusion in the 'report.  The factors themselves

: ﬁhave no spec1a1 phys1ca1 s1gn1;1cance but a complete'

desc:;ptlon,of the factors in terms of the variables
is given in,k appendix IV. p321.

_Briefly, factor 1 is dominated by "purchase amount"

"Customer Concentration; -factor 2 is a

combination of "Investment/sales", "FiXedrCapital
‘Intensity" and "Vertical ihteéfetion“7end:£aetofA3
‘ ‘ﬁﬁeceivables/séles",
Growth" and "Indﬁstry‘Concentratien"i

2 A

W

Three clusters had more. than two observatlons

assigned to them and the output from’ thex,egress1on’

analysis is given in Table 5.1 below:

i

"Mafket'

F Value | Prcb > F |

Cluster | R. Square | Slope | T Value
1 | 0,149 | 0,381 | 2,259 5,103 0,0316
3 00,1726, | 0,416 | 1,343 2,805. | 0,2060
4 G, 0068 0,165 | 0,704 0,496 | " 0,4834 -
TABLE 5.1 : Standardised Cluster Regressidns

~Note: lhe T value is for testing HO: Slope =

A plot of market share vs proffitvability- for each of

///,

S

i
3
i

—mT)

,(/J
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’ the cl‘usters_ is pre_sented _ m VEJ.gures‘ 5.3 to 5.5
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Ra-des:.gn of the Analys:.s
‘ SO o [ :
(:fc Ehls pomt 1t became clear that thc= statlstlcally
V correct method of analys:.ng ‘the data (i. e.\
. ‘standaxdlsmg ‘and factor:mg before clustermg) was
covering up the. trend that was present when a crude
cluster analysis was done - on ‘the raw data.

| .7'5‘:73'.2“"

PAGE 135

/' Obv:Lously to explore the underlymg trend a newf-"~

approach would have to be enployed
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A

STANDARDISED AND FACTOR ANAL ’Sr_D CLUSTERS

| ”‘35# A, f
35y

Ctuster-3
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33 -34 - 35 36 37
' KET SHARE S .
/ . MAR /
STANDARDISED AND FACTOR ANALYSED CLUSTERS\
o ~ Cluster=1 B
136 '
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sed Cluster Analysis : Clusters One &
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As & a\/ way of addresmngs‘the above probl”eryn,‘ it -
was decided to.focus on the 4 env1ronmex’tal
variables and to try to assess their affe on
L _ /the relatlonshlp between _market share -and -
L profltablllty by testing a}LI ,, poss:.ble
o jccxnblnatlons of the varlables. v Prev10us

” studies (Hambrlck (1983)), had focused only on
ity 7y
P ” env:.ronmental variables and since the
-~ objective of the analysis was .to. deflne
" envirommental settings, _the structural
S ' ,.variables were omitted. T
" , L
',The procedure that was adopted was then as-
follows f,, ' |
LN -Standan;dlse the data.-
2. ‘Start with one single environmental-
B ‘,v,ariable. : SRR
N ’
I L*‘) a cluster analy51s on thls- s1ngle‘
! “ ~ variable. ‘

4. Do a linear regression on each cluster
with market share as the independent
variable and return on investment as the
dependent variable.

5. Rtint the cbservations in eafch cluster.

6. P.Lot markét share vs' ROI for each
clluster. ’ ;

7. Repeet steps 2 to 6 for all conbinations

‘>{_",7 -
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8. Checs}c the
- environments which meet the "inportance

' of the 4 env:Lronmental varlables taklngrv ‘

1, 2 3andthen4atat1me

regr,ession ; cutpt‘.ts\»

- of market share" criteria laid down in

Sectlon 1.
5.3.2.2 Nanbex of Clusters.
,‘Before the above procedure “could be

implemented the appropriate number of clusters ' |

had to be decided. This always presents a

ﬁ *problem ‘to researchers as the number of

clusters can substantlally alter the results o

obtalned.u_ In the analysis of Section 5.3,.1,
five clusters had been used.
was repeated
clusters to see if any natural level coéuld be
found which however, was not the case. Next,

‘the cubic cluster criterion approach as
described by SAS Statlstlcs (1987) was used.

'rellable clusters from survey data.

The plot of the cubic cluster crlterlon for
different numbers of clusters is presented in
Flgure 5.6.
at around 2 and 3 clusters and other peaks at
much hlgher murbers.

7 \Additionz;il guid;ance regai;c_iing the epprépfiate
. number of clusters comes from Lehmann (quoted

in Hambrick (1983)), who states that there is

generally no way to get more than n/30 to n/50

For this

data, tth results in 2 to 3 clusters maxmtum

After examination of the clusters using some

of the eljiWironn‘e'ntal variables, it was decided
i &

/7‘\’
[

' PAGE 139

, fo,? '

This analysis
using different numbers of

As can be seen, there isa peak
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Fig‘ 5.6 Cubic Cluster Criterion
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to standardise on 3 clusterg*@fc;r " the zbove
procedure. This was largely because, despite
~the removal of outlYers,' some clusters had
‘only a single observation, " thus to get at
‘least 2 meaningful clusters in all the
combinations of environmental variables
considered above, 3 clusters were used.

5.3.2.3 Results

The results of the procedure are shown in
Table 5.2.

An inspection of the table.shows that there
were 3 environmental settings where market
- share was T“important" (i.e. met the
- “importance" criteria laid down in Section
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.

" 5.1)" ~with - 3 - other enviromnents be1ng

nL
[l
i

, Significant at the 5% level. By far the most .
: 31gn1f1cant of the varlables was the Customer

 Concentration ICU which is deflned as the
 number of customers that equal 50% &f sales =

)

As shown by result, number 38, this is. hlghly oo

s:.gnlf:.cdnt and dominates the clu..ters in

those - environments where sn,gnlflcance was
~ obtained. When the points in cluster number 38

trend that ‘was present in “the 1n.1t1a1
- analysis. This was checked by printing the

e 1dent1ty numbers of the individual businesses

<4in the cluster, and comparmg them with the

identities of the businesses in ‘the orlgmal ,

\ cluster analysis. In the case of cluster
 number 38, a perfect/ match was obtained.

‘/

' It 1s therefore obv;ous that the customer
o concentir’atlon‘ variable (ICU) was domlnatlng

the initial cluster analysis, and ' when

standardlsed th1 s dominance was removed. It

', were plotted they showed exactly the same

was purely as a result of good fortune that

the variable that had the 1argest range was

also the variable that had the most

significant effect on the importance of market

share. If this had not been the case; then

the initial cluster analysis -would not have
shown ‘any differences in market share's
U correlation with profitability. However, the
“above analysis has tested all possible

compinations of envnomnental factors and,
without . relying ) / on' good fortune, .’ has
1dent1f1ed the rm'st significant env1ronmenta1
var:Lables accordrng to the defined crlterla

g

Y
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. Slope , | Tvalwms Prcbability | significance
. 0,450 . 1,673 -0,3113 :
0,259 - 2,297 00241
(I 0,084 0,262 0,7952
0,381 2,156 0,03317"
g 0,450 1,073 '0,31137
R “0,282 1,995 . 0,0822
0,801 3,746 ~ 0,0024 .’
. . 6,508 1,61 0,1145 7
) 0,289 | 1,470 0,151¢
- 0,313 1,13 0,0928 .
. © 0.467 1,204 0,256€3 ’
o - 0,513 1,800 0,0039
6,657 ©-2,013 0,0559 -
0,249 | - o0,813. 0,3664
0,043 -0,147 0,8343
0,160 _ | 0,649 0,4008
> 0,635 1,797 0,6849
] ’ 0,201 . | 1,12 0,0814
£ 0,4204 1,702 0,1042
e . 0,799 - | 3,600 10,0036 .
0,728 3,134 0,0120 5%-
0,405 - 2,474 0,0160 "
-u,0217 -8, 063 0,9507
. 0,43 24 | . a0 O
- 1,990 1,363 052662
0,044 0,140 0,835
0,349 1,997 10,0502 ‘
0,647 2,706 0,0268 5%
0,218 0,800 0.4099
»-0,009 -o,osi . 0,9728
0,368 1,222 0,2374
0,380 1,968 0,0546
-0,006 -0,019 0,9850 3]
0,390 2,372 0,0207
B 0,647 2,537 0,0389 5%
1 0,365" | 2,51 0,0117
2. 2,138 7,598 0,0001 .
3 - " e -
1 0,309 2,013 0,0482
' ,‘ 2- 0,368 11,222 10,2374
k | 3 0,552 3,589 0,0118
5 1 0,86, | 1,222 9,237
LI 2 0,353 " 2,520 0,0139
; 3 - - -
4 \
— e
¥ - ! NOTE 3: MGR - Market Growth
‘ i E 100 - Gy y © o d o J
Im - [ € ion
PCO " Purchass Mcunt i
NOTE 2: T Value is for testing Ho : Slope = 0 . - :
-~ _ . " a L3 v
‘ ; Table 5.2 Results of Factorial Regression
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“CHAPTER 6 INITIAL INVESTIGATION- .
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) share/profltablllty relatlonshlp 1n;part1cular L\
 industries. .In Chapter 4 the ana1y31s ‘of the

INTRODUCTION

- N . o . -

b

3 g

B . . oA - P
(‘\] . & : b
- s Che L e o B a0 .

This chapter reports on the 1n1t1al study that
- was done in which a small number of ous1nesses'"

were studled 1n czder to understend the causal
mechanlsm at work whlch underlles-the marketf

‘*“data ‘resulted in two env1ronmental settlngs'r
‘(deflned by environmental varlables) which

exhlblpedy subst hntlallyv different
: relatidnShips between “ market share and . .
" profitability. Enéircnment: I ~showed ‘no .

,statlstlcally s1gn1f1cant relatlonshlpibetween'

Jmarket i share and', profltablllty while

env1ronment I (cluster 5) showed a highly

significant reiatlonshlp. The inrtiel sﬁudy

- focused on the businesses in environment II

and employed a fine grained ﬁmtﬁbdology to
explore the, relationship between market share

-and profitability and to understand the causal

process at work.

6.1.2 Objective R . i
' The objectlvevof the research was thus-
to explore the industries concerned and
gain an understanding of:

a) the | reason foru‘the‘Jcorrelatlon

between ‘market share and
profitability '
< b) the physical mechanism at. work and

c) the - implications for strateg}'
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" formulation.
R :

] Bzgotheses'

A study of the llterature led te the
‘formulatlon of the. followlng hypotheses.
a)781ze/scope/learn1ng factors.'A-.i B
‘Much of the early research on market
“shatre ascrlbed the relatlonshlp of
market share to profitability to one.
" of the‘; fo1low1ng -factors, __all
"relatlng to- s1ze/scope/learn1ng
- Learnihg%ourve/experfénce curve-
. (Ghemewat, 1985; Hall, 1985)
V ;,,Advantages of scale .
(Hall and Howell 19§S)J Gt : _
- Voiume disoounts and supplier,,
leverage = o . -
(Porter, 1984; Buzzell et al 1975)
All of the above lead to cost advéhtages
for the largest competitor which
translates. "~ directly into imp;oved

*,»profltablllty

Thus the following hypotheses were
-spec1f1ed '

H1 : Experience curve  ,effects are
{sigpificant in industries where
: market share is important.

H2

: 'Advantages of scale are important
«in industries where market share
is important.

H3 : . Supplier leverage is 51gn1f1cant

in industries where market share
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B ' . e (J

. "

~, 7 is important.

- follow1ng hypothe51s. w

»r>Pr1ce Premlumgn‘ ‘*“n' . S
- .The -question of price was. spec1f1ca11y

/ ,75’“’ 7 . g s / ‘,

ﬂ%r

separated from . the other competltlve,

position . varlables bepause ~of  the
importance that ‘this is. given: in the
‘literature. One school of thought (forﬁ

L

Woo, 1983; Page, , '1979) belleves(»-nat
)

example Weiss, 1989 Shepherd 1983-A

high ma:ketushare companies have higher

pfiées than Cémpetitdrs,~while the other
school'offthoughti(fo:rexamplechGee,
1988; Buzzell et al, "1975; Buzzell and

Gale, 1987; Phillips. et al , 1983)

believes that factors other than price

are significant.

thought to be desirable” to test\'the
, \\ﬁ

_H4 : .The existence of price p*emiume

" = for high market share companies

is a s1gn1f1cant -factor in.

1ndustr1es where market share is
S important.

atructural Barrlers to Comgetltlon

(Hanan, 1981; Lleberman and Montgomery,
1988; Urban et al, 1986; Shaw and.Shaw,
1984) that market leaders remain

domlnant because their rivals flnd/iu\

dlfflcult to challenge the leader.' The)
reason that this is difficult to do 1s<
because high share companies are
"entrenched in their existing pcsition by
isolating mechanisme and have to. be

Therefore it was-

- 'The -argument has been put forwardﬁ

tv,/
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-

’ dlsplaced from the status quo.” - This

e 1mp11es that ‘there exists a ‘structural -

vbarrler wh1ch shelters hlgh ‘share
S " " zompanies from competltlon ‘This led to

"« -the formulation .of the ' folioﬁihg‘

~hypothesis. "

“"H5 : There are 51gn1f1cant structuralr

barriers to  competitors iﬁ
flndus*rles where market share is
_ important. - Lo
D T SRR R )
7ﬁ5;2“”ntraonépocf ' a4l o :
0 " ‘The design‘ of the research methodology was
~done with no indication of how receptive the
chosen businesses would\be to this type of
-research,;\The,hypotheses»developedrln section

6.1.2 were aimed at understanding the reasons

- for the correlation between market ‘share and
proflfabellty and the . phy31cal mechanism at
work, bu~vﬂot the 1mp11ca*10ns forzstrategy

formlathon.  To understand the |strategy

1mp11catrcns it was necessary to design.the
research methodology so that management’'s view
of the business ° was researched  (and

relationship between -market - share and
‘profiﬁability) so  that this could be
| contrasted with other views and analyses from
elsewhere in the industry.

A structured questioﬁ@hife was developed (see
Appendix «V) which was designed 'to test.
management's views ‘on a number of strategic
issues and then to test the “hypotheses
7directly; The questlonnalre con31sts of two

N\ ' specifically management’s view of = the‘
>
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parts part 1 conezsts of broad questlons w1th

non- quantlflable answers andspart II much more

4

'7,spe01f1c questlons with quantlfiable answers.”

€.3 FIELDWORK . “ R o

o

Part II  is . based  on the: PIMS format -

n

.questlo%nalrf with all of the PIMS LIM model

questlons (see Abell and Hammond, 1979, p355
for examples of the PIMS LIM model) and some
additional questlons deszgned to test. “the

. hypotheses.

e . e B "

Therresearch prooedﬁre waSﬁﬁiannedAas‘follows:

o : o L

1. Identlfy the businzsses- to be researched

oo

2. lMake contact with the buszress and conduct

a structured interview in which all (or as

many as poSsible)-of“the”questioﬁs on the

questlondalre would be -answered.

3. Make contact with suppliers or customers

| of thé chosen ‘business and apply the
"relevant parts of the questlonnalre.

4. Apply the questionnaire to 1ndustry1

¢ analysts  or industry experts (if

apprcpriate). E _

5. Use secondary~>sources of data to - help
' analyze’ specxflc issues. ™

6. TUse ctEPS @ and 5 as _a triangul© ?\on

1

_procedure forxthe results obtained 1”~ /ep

<

3. If necessaxry return to step io

clarlfy confllrtlng 1ssues.

i o

ns i . L S—

> &l

el

A R
6.3.1 Identification of the business

The identificatioﬁ1 of the business

@ proved to¥e a d1 i cult task in ltS own

"~
",

. PAGE 147
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'rlght because the data ‘base_ had been

fy

i
B

Hi

After -

'investigation

spec1f1cally constructed to protect the
confldentlallty ”ofﬁ part1c1pat1ng
buSJnesses.,'1 The particulars of the -
research methodology was explained to

the two researchers that - orlglnally

complled the%data and thelr perm1551onr

obta1ned tod 1dent1fy the
lTo do t
1nput docume ts had;to be located and
matched to the data /n the data base.

Thls was a laborlous and tlme consumlng

companies

|
conrerned Kls, the original

,PAGB‘148Tf

1

task but resulted 1n the identi flcatlon .

of | all of the bu51nesses required for
the initial {tudy, and most cf the- other
bualnesses.f;Care was taken to malntaln
confldentlallty ‘whereever possible and
the 11nk between the business’ name and
the code number wds held in a ‘separate '
data base and only'used in agglomerated

|
form. !

the hagd been

identified, an immediate problem became

businesses

apparent;

in  environment R II, 10 were in one
the
a superf1c1al

that the 3

particular industry i.e. paper

industry. .7 Furthermore,

showed

‘ bu91nesses that fell outside the paper

“original form.

1ndustry had all be*sold by the original
owners and no longer exlsted in their
Therefore the study was
reduced to an 1ndustry study of the
paper industry, thus simplifying the

research rprocedure but making " the

'of the 13 businesses falling

o

4
i
i
i
i
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" 6.3.2 Application ofrquestionnaini

" exact figures,
k Wi]\‘-}h )

7]

L} i

 results obviously less geheralizableu,

0 ,r‘

The next major problem enejﬁﬁtered'was‘
the difficulty eXperienced‘in-obtaining

it

confidential information. |

were obtained '(withi some dlfflculty)

with senior managers from the.bus1nesses

concerned and answers obtcu.ned to ther‘

' broader ° questlons in par; I of "the

questlonnalref\‘withdut

dlfflcultles.

major
without
it proved 1mpo:s1b1e to get
the numer1cal answers requ1red in part
" II of the questlonnalre.
prepared to

HoWever,
exceptlon,

Managers were
"bal] park" type
-answers .but were not prepared to glve
and were uncomfortable
ariy extensive problng

give

J 'in those
areas.“(Appendlx V gives an example of
the

introductory material given\yto

management - in order ‘to get an
interview) .
The appropriate parts of the

questionnaire were applied to customers
and éupﬁliers to the indusﬁry without
difficulty but this did not compensate

for the lack of quantlflable information

obtalned from the businesses themselves.
_ Other part1c1pants in the 1ndustry were
approached as well as head OtflCE'Staff
and industry observers and,
possible,

table 6.1.

as far as
were interviewed as shown in

o
A number "of managers were

/
2

' PAGE 149

L Interv1ews,
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o

i . S ) vjr"." ;7‘ S i ‘ :/v:' kf,‘
- o L n oo espon91b1e for. two (or more) ‘business - - "
- 7 units and therefbre the 6 managers”y~ ‘
; 1nterv1ewed covered all ~of . ‘the
no " | businesses 1nfquestlon““m'» t,“
) { o °
2] ' 2
’ X ! D) ﬂ 2
- f - . . °
LT

. U' v
e 0P0s1tlon of Interv1ewee " No of

N - ‘1
e o A

. . \F' '
Interv1ewees | IR

f )

Bu81ness unit managers 2 D - SR I

Pompetltors
”Heéd Offlces

hustomers/Suppllers

ol

ﬁ 4 5
R L f&ndustry Observers , o 1. u .
I | “ Total S , 0 1s |
‘ | . v ‘ - 7 i e ; !
I i ER T - PR _;\:, “ a ~' PR e 5 N _ :V‘ - .
} : e T T ; by e LT
| Table 6.1 Analysis of interviewees \
i""‘:j‘\ . _ . V oo E cT : - //(/ ‘ - - N ‘f\\’
K 6.4 RESULTS AND ANALYSIS T - |
'“18.4.1‘{ntr9ductionk . |

‘The  results obtained ﬁf;om', the

application of _the _questionnairejyin .

i

structured interviews are given below:
o In reviewing the results of the

[ o S questionnaire it became obvious that far
§ 1 ‘ N Y ' too much information had been requested
1 "'1 o . o Y L RSN
i3 " B 1 in the . questionnaire making it | .
| I ! o : i

unnecessarily long and difficult ‘EOJVQU,"
| C - apply. The original intention had been S

L o ~ to conduct a detailed, fine gralned .
el
Vi V ;

i il I
i & |
Voo \
-

X N g 13

& .
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study into therbhsinesses concerned so
as to uncover the physical mechanism by

o -which ;market ' ’share . affects .
profltablllty

The fcrmulatlon of the

5 hypotheses (dlscussed in section 6.1)

- was aimed at splrttlng the mechanlsms“

1nto~ 5 broad categorles,;‘hut

the

questlonnalre and reSGarch methodology

. wWag" oeszgned to. glve mUCh more detail

and colour. than. merely' to - accept - or

pfreject the hypothe51s.‘ In the event;

- the wide range of detall requlred by the

‘ questlonnalre : proved lmp0351b1e
‘obtain. However, answers - to

to
‘the-

‘questions concernlng the hypotheses were

obtained ‘and ‘are listed  below.

"Thef

approach- was then modified to take 1nto‘

account the dlfflc

u1t1@S ‘experienced in

collectlng rellabre data; Lhe,results of

'the hypotheses were flrst obtalned and

 then focused questlons ‘were applled at

‘a later interview to probe specific

issues. in - order to %get, the: detailed

understanding required. e

Test of;hypothesesf‘ ) g

The results of the questions concerning,

the hypotheses are given below:

-

Hl :‘expe::"’:'Le“nce”‘"‘curve't ,

'All  respondents * answered. 1“‘V"No“
'questlon 2.19 therefore HL ~can

R i

rejectedr

H2 ' : adyantages of scale.

b
-4

’to:w

be:

N
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:337: suppller leverage.

There was a mlxed reply to questlon 2. 20

with ; some - respondents . clalmlng

- advantages of -scale and others not.

.Therefore H2 could nelther be"” accepted

nor rejected and is examlned further ing

sectlon 6.4.3., . -

N

Of the 6 business managers 1nterv1ewed
4 belleved that there were volume
discounts being. applled in the 1ndustry

'.but;that these were typ;cally small and

”VbYﬂ, the major V suppller

were not' significant. _The remaining 2

‘business managers did not believe there
were any differencevaiﬁA raw matefial‘
‘pricing All respondents belieVed that“
thls F,as 'notfﬁan 1mportant factor.

(questlon 2.21). This v1eW‘was upheld".

1nterv1ewed and therefore\\Hﬁ can be»

i

rejected. ) |

H4' ~price premlums.

All  of the husinesses interviewed
regarded selling price’ as a highly »
sensitive issue and were not prepared to .

give details. (The same applied  to

competitors). However, customers were -

i

much mcre open 1n comparing prlces. “All
stated that prices from all; -part 1c1pants
were very close wzth 11ttle or ' no

‘ varlatlon between suppllers. From price

.comparisons’ made as a result of tenders

received by a partlcular customer it was

-obvious that® there was no correlatlon
between ma;ket share and price premlum,

\that wasA
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@y

'H5 : barriers to competition.

”therefere:H4 can beefejectedﬁ

f2e]

o .

'All respondents believed that the market
~was open and that there Were no specific.

barriers to competltlon (questlon 1.9).

Inﬂ ‘most’ cases entry barriers were -
thought to be low as well. ThereﬁorefHSu

can be rejected.

Detailed analysis of advantages of scale

D

XThe“aboﬁe:results showed that all the
hypotheses could be rejected except for
" H2, where a mlxed result was obtained.
Tbe question that‘ was  asked oﬁ: the o

_interviewees = was (question 2.20,

‘Appendix IV) e

[
"Are advantages of scale- 1mportant in

this industry? (Yes/No).
(i.e. Would a business double the size
of this business have a 51gn1f1cantly

better return on investment?)"

if :espondehts answered 'yes’ they were
asked what specific factor caused the
advantage of scale. ?

‘There were 8 results obtained for this

part of the questionnaire (only the

interviews with the businesses (6) and
the competltors (2) were used) and the
results are glven in table 6.2

A

2
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AﬁéwerftoﬂQé,zb{oelj,“5f .

Reason

o o ;Better, lower cost sys*em :

ff

o~

o

Personal selllng } ﬁiﬂ-

.Lower invent ory~coéts

fiower runnlng costs o

‘Lower lnv01c1ng cosLs

ff“Small effect on costs in general

L\'

u

o]

Table 6.

2  Results of‘Advantaéeg to Scale Question

\\ \\J A
Of the respondents,

" were advantages of, scale to ‘be ootalned in

‘their .industry: although one of the 51x7

thought this effect was small All six

thought costs would be affected although,
, they were a}lJvegue asAto@how this would

actually happen. Clearly a more detailed

analysis was needed in this area to

. uncover the, underl"‘ying‘p’hysi(:al mechenism.

,,

sikibeliéVed there

‘More detailed discussions were undertaken

‘with some of the businesses and later with
two of thelr CLstomers and the rollow1ng

explanatlon for the correlatlon between,

market share .’ was

and profltablllty
derived: :
noted that the
marketing Rey success factors for- the
business in this industry were well known

Firstly, - it must be

by the relevant managers because most of

the

businesses in  the

y ]
I} - t - e

industry .

| PAGE 154
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and updated regularly..
“called a
part of the procedure was to get customers -

g -
partlc:Lpated in a formal market research
programme which was profess:Lonally done
The research was
"market reputatlon audit" ,an;i
to rank 14 service factors. in order of

imﬁort'aﬁce. The" four most important

factors at the time of the research were:

" . .

1.  Reliability of delivery
2. ‘°Speed of del:.very
3. ,rPrlc:Lng policy L SRR
4. Stock _{ﬁlevels S i '

'{PAGEJ155‘

FREQUENCY
S

SAMPLE : 100 ITEMS

SCIR LT L
7 NUMBER OF TIMES ORDERED

I
- o
o
7
S
t
7
N N
©
o o
U
"
RN
5
bl
i
T
V
a
I
il
S
t
o

i "’}5 - . o - “. ‘ .
Fig 6.1 Customer demand (samnple of 100 items)
o a T
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Secondly an analy51s of customer orderlngf

patterns showed that a large portlon of a
- merchant’s 1nventory would be -slow moving
. wWith long perlods of low or Zero demand

, punctuated w1th erratlc peaks of hlgh
l~% demand . ”‘ S K

Thisrcorresponded to the nature—of thee~

printing jobblng" buslness where spec1f1c

S

JObS require a spec1al paper' ‘which is-
chosen from a vast range of thlcknesses,‘,

textures and colours,

rof delivery were critical factors.“”Fig

7 orderlng pattern over ‘a 7 wonth period.
. A sample of 100 items were analyzed and
' 63% were not ordered once 1n the: perlcd

under ana1y51s.
of the 63 items that were not ordered in
the 7 month time perlod 10 were taken at
random and further analyzed over a five
year perlod and found to have inter- order
to 36
" This erratic demand patterns was
result of the

nature of the

perlods ranglng from 8 months
months.
‘ direct .

" none-of N

printing business:. o

seen as - a
unpredictable

Using the above information and typical
average cost information obtained from the

Typically a merchant would have over a
‘thousand product lines for which stock .
levels,  speed of delivery and reliability

6.1 shows ‘an analy51s of one customer’ EX
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businesses a simulation was done to test

”whetber safety stock . and Anventory levels
could account for the” market .
share/profltablllty correlatlon observed_;

in the orlglnal data.

[
i

To'do‘the simulation the following was

assumed: - L T 5
a) - Two 'similar companles compete in the
.~ same ‘market w1th 31m11ar strategles,

b) Each company . carrles a full range of

products for the market in whlch theyr

_‘compete.,
c) The cost of holdlng stock” (per unit
of stock) is identical for both
companies. r »

1

d) ™ The purchase price paid for raw
materials is  the same for both
 companies. R o
e) All other costs ate. the same (per
unit of revenue) for each company
f) Market shares are _assumed to be
‘different : '
company A has 30% market share, and,
company B has 3% market share.
™ -
In summary, two companies with no obvious
advantages of scale (or disaavantages~of
scale) are assumed to compete i the same
market. '

“The demand pattern for both bu81nesses are

assumed to "be the same and the demand
pattern shown in flg’6.1‘}s assumed to be

‘t§pical for customers offhoth businesses.

The simulation starts by focusing on a

i
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) 51ng1e product l:me and the average stockf,f‘ i
level requlred by the bus:.nesses in order
. to have the same level of serv:.ce is:
7 calculated (See Appendlx VI for ‘more
ot . detall on the" calculation; method) These L
' results are then used to derlve ‘the returnf .
. on investment for each of the buslnesses.
: 'a summary off, the. results are glven 1n‘ -
tables 6.3 and 6. 4 / : A
Company Coﬁ’tpanyﬂ ‘ ;
‘A~ | -B _ ' Remarks
Average demand. g In line with assumed :
(unlts) B 7 30 |7 3 | market share
Standard dev:.atlon 19 6 - | calculated assuming
S B demand pattern the
N .- | same o
Order quantlty N ‘ 5 e o2 h‘Calcul ated
Safety stock (for . | A ! B . , ; T
‘same serv:.ce level) 33 9 Calculated
Ave:cage Stock 1 3z, 10 Calculated
v ' : > .
Rat:.o : Average . ) Voo
stock/Average demand 110%. | ~333% | Calculated - ‘
'.l'able 6.3 Simulation of two companies : average stock holding
| (see Appendix VI for detailed calculation) !
- ) “\
bt
Tty
k)

&

g

B s
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xj‘f}g - " & !
SR . @ '
; Company | Company R SR
, - A B Remarks == 0 -
éufcﬂhasﬁél (units) 30 3 'In line with assumed' 1
WA 0 | market shares N
~ B N bl £ g e £
Price 10 10 Assumed the same (no
: ] advantages of scale) ,
e R S I
-] Purchase amount- . : 7. :
~“fprice x volume) - o 300 30
- 'Stock Holdlng Costs ‘Cal,culatibn ﬂii)aSed on o -
~ -} (30% p.a.). : results shown in» ~ -
"l "-s0% fast moving , 13,5 4,3 table. 6.3 o )
. : 50% slow moving - 507 15_ . C 7
s 0, N e ) “ i N ) . *
<} Other expenses 200 fzof\\’ Assumed to be the
= S ’ - v same (p‘ropoztianal
to revenue with no
‘ R . advantages of scale
- R |- assumed) ’
 Total costs’ 563 69 ‘ M-
| sales - 730° 73 -|'selling prices .
AR A L : assumed identical
Profit 167 4
Return on investment | &61% 13%
Table 6.4 Simulation of two companies : ROI
- | , d
The ROI’s for the two companies calculated
in table 6.3 are plotted on the same scale
as the or1g1na1 data and shown in flg
i
&, - )
\“;
o ; i -~ ( ’\& 1‘”\
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‘F» ... - As can be ‘seen 1n flg 6 -2 the, results “a A
) obtalned in the smmulatlon closely track
- RN . the actual;ROIferln-;hezorlglnal dapa. R “ﬂ;ﬂ

%

el e

AN -
Lt o

6.5 D:scnsszon“ Sl
. : lethln the llmJtatlbns of the accuracy ‘of the e
e ’ data the 81mulated mechanlsm for the effect of
Vmarket share on profltablllty totally accounts ’ )
. for the correlation observed in the orlglnal - ewii
2 .%»5 mr.kﬂ . .data. - The result is 1nterest1ng from two

‘ ‘3r~’ - ' points. of view.

fu " i

) - (1) There fwere“no>(bbviouS‘fadvantages of
Y - scale apparent~ and (in the" narro& .
| , sense) no advanLages of . scale were - | .l
L T assumed in the simulation. f“ﬁ ‘ ‘
" (i)  Managers in the businesses concerned = .
" . realized that there were advantagee'in

( LT belng bigger (six out of eight : see

Sy . b “table 6.2) but did. not fully understand i
. e | .the exact mechanism at work. R "

. ' After the results of the simulation were | i
' ﬂ knowﬂ 3 of the SBU managers were questioned
regarding this effect. All agreed that higher
market‘Ehare resulted in hiéher average demand
and a "smoother" demand pattern, which
e : 0required proportionately less safety stock to
et provide the éame‘lerel of service. Some of

the ' ccmpanies had z’""’ecognised‘ this and were -

o _endeavourlng to segment the market and focus . R ?

on a narrower' customer base with a more P

llmlted product range and higher average,

7 demand per product line. All agreed that this
- - - ‘was a likely explanation for the correlation i
\;) // . JJ T
AN ﬂ
7 »
2/‘ \

0N
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‘betWeen}market-éhere.and*profitebility.

t

» ~ ' ) o

In terms of a strateglc analys:.s it is of‘
partlcular 1nterest to’ scrutlnlse the keyL

_success factors requlred by the market and to tj*
“llnk them to the approprlate capablllty in the‘
For example - to meet -

flrms value chain.
customers needs in terms of speed of- dellvery,

;flrstly stock must be " avallable, and secondly“
kthere “must be an eff101ent system for . taking -

the order, - draw1ng the. stock and dellverlng‘lt

to the customer. Therefore the capabllltles

requlred in the  firm ' in 'order to ‘meet

“,customers requ1rements for speed of' dellvery‘
lie in the "stcraqe and dlstrlbutlon" functlon“

and 1n ‘the “sale and,delﬂvery“ functlon. an

6r3 glves a graphlc representatlon of the*“e
- the~

marketlnq ‘serv1ce ) factors and
correspondlng capablllty in the value chaln.p
)
= ’ 0 i - ;
i )
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Fig 6 3 Market: requirements a.nd corresponding firm

capabilities

P

- CUSTOMER -
Rank order
of requirements

. Reliability of delivery
— Speed of delivery

. Pricing (costs).
Stock levels
f - _Administration

)

R S — Complaint | handling

.______Credit availabilitv*' v
. Technical support

Product range-

.________ Frequency of visits

0o
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Sy v " “The ' market requlrements are glven 1n ranked
é, - order and it can clearly be seen that the tcp
X‘ ’ 4 facfors - depend rthe etorage ~and .
: ¥ ,distrlbutlon capablllty ' As shown by the
: - h: simulation, cost and servxce level are 11nked'
' I S ios to market share in this" partlcular cage and- ' ,
nf'”” ?““ ; htherefore this becomes a cr1t1ca1 factor for ”
= s .these bus1nesses." SRR ‘ﬂ S
v 6.6 CONCLUSION | ’
: sy “Thefy simulation cannot  be . regarded ‘asb ;
) : conc1u51ve proof that the\pechanlsm\81mulated ﬁ
° K‘fls solely respon81ble for #he - correlatlon
between market share and profltablllty 1n the
E f)lndustry concerned. However, two’ factcrs make "t L
. E > . this, the most 11ke1y mechanlsm-"- ’ ‘ S
o ¥ ‘ 3 - R R I PR
’ LRI 1)+ All éthéf% likely? mechaﬁiémsr'“wére o
. ’ 1nvest1gatea°and"ellmlnated and, o
| o ‘~2) % Managers agreed that the \ 31mulated 1
. 7 mechanlsh is a plau51ble explanatlon for )
5 ] "M; 5 !the correlatlon. S - \*
9. S - N \ .
: BT , Vil R o’
5 “For the purposes of this researﬁh thls
' nﬁev1dence was,’ accepted as sufficient and ‘the .
_next phase of ‘the research was undertaken © .
based on the results obtalned above., S e .
: g N 3\ f :
i LT TR St
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1‘§HAPTER 7 GENERALIZATION OF THEORY :

| 7,1 HINTRbnchIdﬁ'

defined.

s reported on in Chapters 8 and 9. ';ﬁ\

e Wﬂ

5 -

In thls chapter the results obtalned in Chapter 6.
are used as a ‘basis to formulate a more general
theory. Flrst the central concepts are prec1se1y
Arthough some of the concepts ‘have’ been
used prev1ously in . this
deflnltlon is cr1t1ca1 at thls stage 1n orderffor

the theory to be formally stated.

research a prec1se

Next the theory is formally stated in the form of
assumptlons postulates and derived theorems (stated
1nﬂthe form of hypotheses)
theory rests on. the testlng of the hypotheses whlch

A
I

A o
& 4o

A sbrief loglcal justlflcatlon for the theory is

"glven and, the,resuits from Chapter 6 are put into

the new . theoretlcal framework. Thls is not in any

way meant to beitaken as a "proof" of\the Lhecry but

is merely pur forward’ to. 111ustrate that the theory

is loglcally con51stent T . oA
) e 5 PR N
o K‘\ 0 S o 7 2!

7.2 DEFINITIONch CONCEPTS . . e

\\ s S n S

'WThe‘code of Hﬁdbty“Dumbtyw~.which allows one

to use a word with any meaning one w1shes - is .

much too often 1nvoked as a supreme\authcrlty
., on termlnologlcal prerogatlve" AT

/ o
r\/, 5 Zr . ”\

*r/QGeorgescu - Roegen'(1970, p9)

" Before the generalization of«the theory can commence ‘

some of the central

j
s

concepts requlre pre01se

( T

o

)

)

{
W

- The valldlty of th"A

a

s 1k

22 e e e s i FN
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;udefinitfonkrﬁ

T 7.2.1 0

I =)

Key sgcg’egs 'Fag‘po‘rg A L

n
&
&

7 plannin& the concept has been put forward -

IR S th't 1J each - 1ndustry there GXlStS a
B ﬂall n%mber of: crltlcal factors whloh
o ¥ have a substantlal 1nf1uence on.
5 profltablllty (e.g.
e, T:"‘ 1984, aaléon and Wllllngston;‘";984;
-¥“f Ferguson and Dickinson, 1982) . These
facvbrs are. known as key success factors
(KSFS)
have been d@flned as follows.

Boynton and - Zmud,

;” . 5 e i . . i ) . . 3

C " or. .four really majoxr determlna&ts of

B ~ financizl and competrtlve success in an
R

' Andustry:

H N " concentraté on d01ng well,
kinds of skllls and’ competenc1es needed
to

"functlonal -area aspéCL%‘

compete successfully, . and

for rexample,
technlcal . expertise,

eff1c1ency, advert1s1na cieverness and
i crucial and why". - -

(Thompson & Strlckland 1989 plOl)

- i -~ o

‘Ansoff (1984)
- . gettlng to a,key issue 1ist , (as part of
" -impact ‘which ranks
\accordlng to Lhelr 1mpatt and urgency
gOther? wrlters (Yav1tz & Newman, 19§2,

fard . . - : - i . . o 0 ol

ana1y51s)

i -

-y

1 e iy R - »
: ' oo P oo 7 5
\ P 0 R . oo P
. . ! . T ) .
: . o .
‘ ) . N . L R TN R
- P ) N ‘ - S ‘

. PAGE 166

Throughout thewliterature»On strategic

flrm sL

(or crltlcar successﬂractors) and‘
A ‘"Key success factors cons1st ‘of the threef

KSFs have to do - with the?k
thrngs all flrms in the industry must .
" the speclflc’
whlchfq
manufacturing

product 1nnovatlon skllls) are the most

describes a pr‘ocess for

J.ssues f

i




w

i

p210) descrlbe a process for monltorlng

on1y="the factors cruc1al for the success
of the plan",and for monltorlng external

.. variables that have a

4

s1m11ar 1mpact

“f

5

(o R,

) =a ! ‘x\\}_fﬁr; a0 s o
OtherVdefinitionShof,KFSs are: - ;

S

]

e

5o

TR

)

company 1
N Y . T s K\ '//'“,“

to. be successful"‘"

0

(ST

"Crltlcal success factors thus are,

7 for
V;\any buSLness, the 11m1ted number'of areas

whlch
satlsfactory,

if iare’

%PSUIP

1r—k results,
w1llﬁ

performance

they
‘successful’

the

 They are the few key areas)
for the .
If the results 1n‘“"
adequate, - the
oroanlsatlon s efforts for _the perlod
: " will be less than deflned" S B

o = I ‘ (Leldecker & Bruno, 1984, ‘p23) -

A ; competltlve “for .

organlsatlon.

where ’thlngs must go right*

bu51ness tc frourlsh

hal

these areas"are‘ not5

- . 20

s kPerhaps the most 31mple

o explalnlng ‘the concept is:

h o = PRk a s
g C o 3, Ty
, ) ma W .

definition i

“Key success factorS\are those varlables

hrough
affect
competltlve -
5 R R p051tlon of the varlous flrms

&

"which management can 1nfluence
' , that
51gn1f1cantly the” overall

- 1ts dec131ons can

‘in, an

1ndustry"» . L

y”(Hofer &:Schendel, i§78, p77).

, '/ ' ' o
However, ‘one cruc1al extra p01nt is made

¢l

§, ) . o *, a ' -

LN
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.r‘

= i g oy

,by de Vasconcellos &Q‘Hambrick (1989,
‘ p376) S T e B

N - N N - o

MR “Key success factors are\those tasksﬁﬂr ,
,attrlbutes which 5.arer‘ partlcularly 2

‘maridated - by the task env1ronment“ S ‘«; L
© . " All of the above defini‘ti‘ons seem .to .
)% - .7 describe’ essentially the same’ concept. | 7' q
4 . & | L

_except there is a range of oplnlon onr SR I

™y  what’ exactly a KFS is. . . 8
o ﬁ.ﬁ;..§3 ~or 4 really major i
- /qﬂe;///”“\-‘dete:mlnantsza.....‘b ' ‘ﬁ ﬁ
' L “QL~ ' (Thompson & Strlckland)‘ 4
. \\ : - v K .
, : it o * ‘ .
(R "issues" R W (Ansoff) - :
. "fic:o;s" (Yavitz & Newman) . LT 7\'5
o ] "...the limited number of areas...." o :
o Cn e, - © (Leidecker & Bruno)
L " | kY
o ? "Those things...." ) (Frihnd)
i . ! N o . ' 7 _ L 'f‘\:,«, B | %
o " ,,, 3 ,.4/”/ : '
vy _—~ "...those variables whgch.management
(f " can inflﬁendé..,.(Hofe% & Schendel) .
e e T "oy, those tasks or attributee\..."
= ‘ ' (de Vasconcellos & Hambrlch)f o |
j | i L : ' B \\) . . |
. ) Interestlngly, of  the 7 definitions
}é ﬁ‘ rev1ewed “no two\authors use the same Coa
g 1
noun to descrlbe a key success factor.‘
k » ' "~ The view taken in this research is that
%ﬁ‘ o key,success factors are: ) ’
<J-{ . '.':\ a ’
H— " . |
1 ' 1 "ﬁ‘; .
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e : o limited R number - ofﬂ_ taék‘s, s ":;
' attrlbutes ox variableg wh:Lch ;
management can 1nfluence 0
.. ‘Whlch are spec:.flc to a partlcular ;
| , :Lndustry and are mandated by the & . ’@E
. - task env1ronment, and | o
: " e which ‘affect ‘significantly the . H 3
i overall snccess ‘of the orgam.sat:.on. - ‘é
: VCd‘re.Cgmpetengies”; S A o _
'The : concept of core competenc:Les was,
g '1ntroduced by Prahalad & Bamel (1990) and :
refers to the underlying capablllt'l.es /\ \\\
that a corporatlon must have in order to ¢ Ty i
_be.suceessful. . L o
"The cq*porat:.on, like a tree, gro;fls :
g £rom” lt& Troots. Core products are
" ..nourished by competencies ‘and o~ €
engender- business units, - whose .
..rults are end products” . - ) )
(Bral}alad “& Hamel,. 1990 pal) o
This - concept =~ will be . '\"uSed ‘more
,« extens:wely later but at this stage it is ‘
i . I wotth drawn.ng a comparlson between core ‘?1
competem,les and KSFs. - .KSFs ' are. the 3
- ‘requirements dictated bz the task
o - ’ environmeﬁt ,’T'\\ core competencies | \are the
| . ' capabllltles in the organlsatlon whlch ( . §
. enable it ) to achleve outstand:.ng % |
| - A b _performance in {hose areas. Clearly, for
) ) _thef organisation to be successful there-
i ) - ~ f :
@ o K s . 4 ]
0 . R
“ o ) - - N . ’ ‘
s () R . ]
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point’ has been made

"KSFs are regarded as fixed and

jmust be a- flt between competenc1es and

5

KSFs. i ,g,' ‘3 R Tt

o

QFor the purposes of. thls research. KSFs e
- are regarded essentlally as statlc at any -

partlcular perlod in tlme. However, the
(Hamel &rPrahalad{
1991) that exPeditionary‘-marketing cand'

create a new competitive space where the.

'competencies,cf,an”organisation\can be

applied to the - KSFs of “an]

(e.q. Yamaha s use of dlgltal

change
industry.

’sound encodlng to change thejplano market

- Hamel & Prahalad, 1991 p84) However,:

-these changes are relatlvely uncommon

and, for. the purposes of thls research
statlc_at
any- one p01nt in tlme. :

Agzaasamsisﬁ;sssle (Aos;, : .

N :
Thewterm advantage of scale is used from
~in  the broadest’
p0351ble sense, any advantage‘thatwmay be

here on to describe,

,obtainedkcr accrue to an organisation as.

a result of being biggeruthan another

‘organwsatlon. The term includes, but is
“not llmlted to, the following:
e . economies of scale as classically
defined (e.g. McGee, 1988; Shepherd, -
1983; Weiss, 1989)
"o learning curve .effects (e.g. as

«dlscussed by Ghemawat & Spence,
1985, Gluck 1985)

Ie3

N
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S L ‘experlence curve effects (e g aS"f ) :';5

i dlscussed by Hall & Howell 1985, - -

. "f”Newton, '1983; Jacobson ‘& Baker, R
‘ :gi 7T <. -1985; = Ghemawzt, - 1985;: Dolan and -

| h ‘ LJeyland 1981;7Bhattacharya; 1985).
oL ~° " 4, In short, A0S is used to descrlbe any ' -
s R ',cﬂ., 91tuatlon where “blgger ‘is better" D v,ﬂ;; !
~Indust t‘Bu ip ~s”b £ini ion

0

Ve
(V)
s

9 ®

- 'The Industrial Orga:isation paradigm can |

e STE be summarised as follows:

- %~.” - ‘ basic conditions dictate market structure o
' ) which dictates - conduct which in turn

>"c‘dictates performance (Scherer, 1980 p4,.

. o

PR R Inherent ~in  this _concept is ~the -~
7 ; \‘\ assumption that industries can  be - !
. 7w1 - s lSOldLed and -~ analyzed 1ndependent1y of

7 - " other 1ndustr1es. ‘The borders of an

industry (i.e.. what forms part of the

i

° SRR . industry and what falls outside “of an’ -
‘, E e 1ndustry) are not clearly deflned in the
' ‘ literature. - Slncei/ the Industrial
Organﬁsatlon - paradigm  has ‘"market
- ‘ A structure“ as a_ ba51c building block one"
4 - . - may assume ‘that a market definition couyld
i | s serve as an industry deflnltlon without

| contradlctlng the IO paradlgm

,f

o

A |

Thls concept also fltS 1n well with the’
.o " - 5o . U\
S PIMS concept of served’ market and thei r‘

.definition of a’ business untt i. e.,“Anw?

E - sBU |
VA f , - . ‘sells a distinct set of‘productgfande\ﬂ

~

T B

£ ) - ;
S 2 ] -
a i - s ' : . - . ]
> ’;(W\ Ty i - - ) & o .
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services. -

L -7 a N Co

" to’an identified group of customers

o

in competltlon w1th a well deflned

\t of competltors"- : S

andy, e e

s . N u
o = : s ] L A
u . - B

-+ ."The market 1ncludas all of the
"‘ ' products

or serv1¢es, “customer

—?j“ o rvtypes, and geographic areas thak are‘y

directly related to the act1v1t1es

of the business.’
-in¢ludes all\produCts andrsngices

that are competitive withjthosérsqld
. by the business". T
(Schoeffler,‘Buzzell & Heany,'}ﬁjé,rp14b)

O S\

.

The questlon of bus1ness deflnltlon is

/7

‘not trivial and is 1n fact one .0of the

most 1mportant strateglc dec1s1ons that‘
P 1L . _-managers make,(see for example Hamel”&“

Prahalad (1989) or Abell

“discussion on

(1980) .£

effecgs future strateglc performance)

. In this research the view is taken that
" the served market, definedﬁby management,

forms the basis for the definition of the
below) .
Industfies are defined in a similar way.

business  (see "value chains"

2

emey

-1
fe]

“PAGE ‘172

ﬁi" " (Abell & Hammond 1979 p273)

For example, it

for a
how busmness deflnltlonf

fe3

eSS

6

]




} R N e ”HV
l b} 3 7 ,: ‘ ¢ ’ [ J’”} E :

4 - ; - b

) o 3 v ’,-’f V,{ (\‘
CHAPTER 7 GENERALISATION OF THEORY ' PAGE 773 yan
AR ? r , S | R = Se - 4 n‘ ] -, :; ;
e s 7.25 Valhe}Chai“ns-— . SIS D f , e
) L The concépt of “a value chaln fo:n a o
7 specific §1ndustry ~was“’popularlsed‘}/ by - o
o '~ Porter (1984) and has been widely a@ecﬁ in ' o
§ . X i } |
o industry-arglysis ever since.  Accorc ‘ ng v
LT ) to- I‘lorter “the ‘activities needed/ to o
- ) . , S 3
e ot e r—;ycompete 1n a part:.cular industry - canj[} be - ,g

S

fig

J
1

, L o “’grouped into categorles as shown in
vt T i

: oL e . G
kY ‘
o « ‘ }}
r CEw §
ST
. '\‘J ) i»;
a T K FIRMINFRAS’!'RUCI'URE
' e (CLFinance. Planmng)
a : . :‘
’ N 4 mlwm mouncs MANAGEMENT '
SUPPORT ' I !
) ACT'\VmES E B ' 73,‘,2" : : i
Lo : TECI-INO,LOGY DEVELOPMEN’I \\\ b
- ) t . i B " \\ :
: - ; PROCUREMENT Vi
. 7*\\,{*\ ‘ - 7 4‘\—\—__, .
INBOUND |OPERATIONS | OUTBOUND | MARKETING | AFTER
PRIMARY ACTIVITIES |
B "Fig 7.1 The Wﬁqe Chain (Source :Porter, K !
/// . - g
. // ) ' CL ‘
. - , o
LI B i :
- ,;// - '\\3 . ) i (,)
_ ,E;M b = /1 :
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a0

A;l the acL1v1t1es in the value chaln
contribute to buyer value. h'j;,; y;fﬁq

T 'ﬂ‘ W :

' “1?:'[436,_3_ 174

"Act1v1t1es can. be lelded broadly 1nto~

those invoived in the ongolng productlon,~'

marketlng,/ dellverlng and serv:.c:.ng of

the product (primary" act1v1t1es), and

those prov1drng purchased //1nputs,

technology,fhuman‘resources or overall

1nfrastructure functlons to support the

othern;act1V1t1eS< (support act1v1t;es}.

Everyhactivity employs purchased inputs,

.human resources, sbme comblnatlon of

technologles - " and’ draws on flrm

1nfrastructure such as general management

and flnance" : ‘
o R (Porter, 1990a p40)
th of - thls
Porter s deflnltwon of the value\ehaln

For . purposes rpresearch

concept w111 ‘be used although it w111 be

represented a; s1mp11f1ed form

show1ng only the prlmary act1v1t1es., I

i

by

For an example of a 51mp11f1ed value’

© \‘f -

chain, see fig 7.2.

e

Suppliers—a Buying

Distribution '}

Manufacturer }-—-

Fig 7.2

Sales |———-—Customer‘ ,

“Indust Specificity - R

b .
[
e

All induétries require some inputs which

are generally avallable and not spe01f1c

.6

‘to  the partlcular industry -

simplo’value ch&in . DK

under
‘ \

A

A7 +
Wby
e

~

Ca
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o 3‘ - P Eas e ot ﬁ/\ B B T ” B | . L (« ‘

T e "‘“:cons:.deratlon» ".e.g. ‘labout, finance, c;; B

o 0 e1ec€r1c1ty etc. However, the extent to o i

o w7t o whieh| these :x.nputs are KSFs, deflnes the o i
TR e R level k-,off(, ‘what ‘is,’f' ‘called J.ndustry.

2
Y
)
3
o
7oy
{
kaon A i bk F R ShM A 4

R W SR

f R R "spec1f:.c1ty" (SPEC) in this research £ . e

| 0 5 the KSFs, 1n an’ 1ndustry depend on factors 5 a

©° " which are spec::flc to the :mduetry then, "
o | - @V_,SPElelClt}’ J.S taken to be hlgh If the
S - KSFs depend on: factors whlch ‘are not-

.

B .
) i"‘spec:.flc to an 1ndustry then spec1f1c1tyf '
is taken as low. " . R
~% .'7.3 FORMULATION OF GENERALIZED THEORY . ... © .- \
o VR N ST R PR S ] ‘ »" S iy M

The proposed theory can be sxmply and conclsely'
: , stated as follows- T L ;;, . .

. Yo
@ ) : i

~ . . Assumption I . .z . - Market share 'is a measure Of

. +he relative size of a business =~ °
with =~ respect to ' other ¢

1

participants in .the served

“

P market but is not necessarily . :
a’ measure of relative size - Lo

elsewherev in the value chain.

‘Assumption II :  a) The . sucecess and i
; ' ) profitability " of ¢ an ’
. . organisation is dictated :
] ‘ by a relatively, rsmallr
e | number of key success
| ; factors. -
- b) Key success ‘factors may -
occur anywhere in the
value chain. '

1. ' . .
Postulate I : Some: KSFs are _subject to
li | 0
s ‘! A , f'
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B AL AT '”advantages of scale and some‘

Y. S .. .. 7 . are net subject to advantages e

By a N g W - p - h LT AN -9

.of scale.. CTE L TR L SRR

T
LI N N
s S 4 e - ¢
i
i

.e

R S, Posgulatfe,II“ fSome KSFs depend on factors e

. whlch ‘are spec:.f:.c ‘to an
o 1ndustry anc'w some KSFs depend - ek

coce o T on factors which ‘a‘reﬁqnot' B

N ' 7 kspec:.flc to the 1ndustry :

4
Y
:
BN S P oA IR 0 57 LI G g i RGN RE 1

B S Postulat‘e IIT @ a): 1In J.ndustrles where AOa is
i T T e A . Zdignificant and SPEC ‘is

A SO . high there will be a

‘ R o - strong cauSal relat:.onsh:.p
T 'between market ~share and .
o . ‘*\\ R - profltablllty. R S |

R .-~ b)) In ‘indus’t“ri,es where AOS is ' '

U S A signif-i‘ieant and SPEC is - ‘
e B ” | o 7. - low - the relationship
/L P LR ‘ ) between market share and- )
' o profltablllty will = be © . =

S . ,weaker than III (a) above. s
, 5 _ ;,
. ~¢) In industries where A0S is s
o n not s‘ign'ifiéant; there will
‘ R be no causal _relationship
' between market share and‘

- tprofltablllty :erespectlve

A : . °  of whether SPE( is high or
S o i 3 : o Tow.

no

To facilitate the testing of the above ”theory,
" derived theorems stated as hypotheses are‘]given’v
"below.

.
T '
4
A e 5
e
s
e
I -
. i
o -
h\\ e
NS \ -
‘\ i I
3 RN o .
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ol e PRIEEERY profltablllty I

" Hypothesis

’ : g - high there is a’ strong
RN © .- positive: 'correlat:l.'on

PAGE 177

I (1) - In 'indust"r’iesl‘vyhere, A0S is ’
T - significant and SPEC: is

S 'between market share and‘

. - T . . ) W‘» g “\ F}ﬂ a7 - ‘
F (ii) In 1ndustr1es where AOS is

,s:l.gnlflcant and - SPEC 1s‘

7 low © the correlat:.on.‘ ”
i\ - . % . between market share and
- "o profifability. will be -
A | “fweaker than (1) above. v
“ (idi) In industries where AOS is’
. ’ not slgnlflcant there will
ﬁ ; k / 7 . be no correlation between:
o i " progitabi‘lityu and- market

«i7 .~ sharet

4

FaREE ST e
: . .

¢ i . of T
T " - v Ki‘\

. The above theory was derived by a process .of

’ comp'l etely explained by (loglc alone. The theory JS
a generallzatlon of thb results obtalned in the
1n1t1a1 f1eld study repor;'ed on 4in Chapter 6. thlt
fol.Lows ‘below is a justlflcatlon of the theory to

show that it is loglcally cons:Lstent - This lS not

in any way meant to be a proof Gf the theory Jas the

L proof rrests -on the femplrlcal testing nf the*
’ hypotheses, not on a loglcal process. '~?

The res‘sonjing!heh,i‘ndj the t“heory is as follows:

- v & -
N P L . WL . - . 4o
oo A ' ; ; : Lo LT s . [ N i

(1) If the ’KSFQ‘{’}&&? éﬁ-indu,st:ry were subject

-
n
b p
@ i
-~ i ‘ [E
N t
P t . O
® N IS o - =
N % H S
e : or o
e N a ) . ;
. : N
o . ;
RN, i

ylnductlon and therefore the derivation cannot be

¥
L= 45
B 8
L
A
i
[
1
R

i
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;expected to perform bctter than smaller'tl
,companles.:j; Also, -

that affect the bu51ness' profltablllty,

there ' dre 31gn1flcant

“in  the 1ndust?yfl
Thereforeﬁ blgger~'tompan1es' would be

1f the ,KSFs ‘were.

specific- to »rthe‘“ under

consideration then, -in-the areas whlch

o

are- critical “the, 1ndustry could be

‘Wlndustry

‘regarded as’ be1ng 1solated and able tG
-stand

aloneﬁ from other‘flndustr;es.

K,Graphlﬂarly thls is shown ‘in: flg 7.3%

is measured‘byumdnkethsh§re{;and the same -

: ?AGE, 178 -

nto .AOS tc a’ 51gn1f1cant extent“ this
‘would imply that,vln ‘the, crlrical areas .

. advantagesﬁ
assoc1ated w1th belng‘ big compared*vtof.
" other’. - partmcxpdnts '

/,
\.)é

_If this is the case then the relatlveq
8ize of the partlclpants in the 1ndustry
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GENERALI&\TION OF THEORY W

o 2

measure (market share)

Lo

po;nts in the. value

applles at all .

chain.
\ /,,

‘the case then hlgh mariet shére companles

,w1ll be. blgger thau,Jther companles at

the poxnt in Ehe“vxiue chaln where the
KSFs | ,apply and wi llﬂclearly then enjoy
the' beneflts of scale.

cond;tlons,

~Under these

‘therefore,. one- can “expect

“"thatihlgherﬁmafkethsharevwill imply .

Fig 7.4

L0

Relgtive“size in an opeh industry

1"""‘*A;e'l.s 179 ;

If thls 15/;-
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" were’ sub*ect to advartages °

CIf; in-a dlfferenb\lndustry

T

5 s . A Tt ?
: S . i ﬁ;\!
5o

fhlgher profitablllty i.e. ‘a strong causal
a*relatlonshlp between market\ share and

profltablllty B E DRT

e

ﬂscale to a
s;gnlflcant degree but the KSFs weére not
speclflc to "the 1ndustry then market
share would not be an accurate measure of

7»s;ze at the crltlcal pplnts in the value

chaiﬂf°;(Thisiis shown"graphica11Y5iﬁ:fig

Fig 7. 4 ShOWS“a hypothetlcal eAample of a.
‘business in- an 1ndustry whlch has " two -

KSFs, one-in manufacturlng and the ether

in dlstrlbutlon.J The 'KSEs are assumed to

‘be not specific to the 1ndq%try but are

with (at

.The ple \charts,

shared ' least)  one other
ghow the

relatlve 51ze of the bus:ness at the

industry.

These " are hypothetlcallynassumed values
but depending on -the
industries involved could be
less than the orlglnal market share. - If
the KSFs - are subjecL to advghtages of

>ffect the

firms inrindustrv A. Forrexample firm Al

‘may only be actlve in’ ndustry A and may .

have the largest market share in market A
with 45% (say) 7.4.
However Lhere may be another flrm "A2
whlch has only 25% of market ‘A but - a}s

as shown in fig

2
a )
o
o
o
- B ’ 4
A i
"o
o . i
\ g R
o . &
5,

. PAGE 180

~ eritical’ pos1t10ns 1n\the valde chain.
sizefﬂéf ‘other *

i value
\\any va |

‘scale” to a 51gn1r1cant éxtent mk 1s~by no
-means clear how this will

o
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" GENERALISATION OF THEORY

el L ) ) & 2 : i

ndy

i dk"has'25%9of&market*3'and c. .,
‘Bame argumont as was’ put forward 1n (1)

VIn general it could ,be expec
market share would befa good muaa

T :"lrelatlve size close to the customerV

" of the value chain and get progresszvely
If thlS
is ‘the ‘case one could st111 expect ‘some

?.;m, -worse “nearer the suppller end.

correlatlon between market - share
profltablllty but 1t clearly would not ‘be
above»L@cause of the
effect of the

.- -as strong as . (i)

- confounding - other

. ~industries.

0o

(iii) - If- the . KSFs - were not,ﬁ,subject to

_ advantages of scale it would not matter. .

-if they were spec1flcmcr not "specific,
one would not expect there to be - any

significant correlatlon between‘ market_

" share and profltablllty

ik f‘f“\

DISCU%SIONrOF RESULTS FROM CHAPTER 6 . =

In chapter 6 a single industry was researche&;(the
paper merchants 1ndustry) and it was found that the"

key- requlrements rom the market could be traced to
-one  key snccess/factor‘~

that . the’

stoek holding.
hold-

_It'was

shown ablllty to. stock cost

effectlvely yet w1th a h,gh ‘service level ,isf

‘\

dependent on erze i.e.
scale. It

affecting the)stock holding ablllty'were spe01f1c tor

the paper 1ndustry i.e.

" PAGE 181

Nowrhy the;

subject to advantages ofr
was also shown 'that the parameterst

and i

there was no way that a ‘




"' CHAPTER 7
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Gm@ﬁm::sinon OF ,mda! " PAGE 182

&herefore,g‘in the 'particularr

narrow definition of the industry.

o

. merchant_ could 1ncrease his averagc demand by, for

example, selllngfpaper to another 1ndustry/marketh

The' stoc holdlng effectlveness depends on averag°
demand and the variation in demand, both of whlch

are spec1f1c to the paper 1ndustry (It is
’*1nterest1ng to note that in general a stock holdlng

yfcapablllty'would.depend.on good 1nventory'management
Fw;skllls whlch -are unlversally available and  not.

spec1f1c to a partlcular industry. However this was

not the nature of the KSquiscuSSEd“in-chapter,6),‘

"

14 )
industry (under

W i P s ‘)
'conS1deratlon,‘the major KSF was both’ spec1f1c to
‘the 1ndustry and subject to. advantages of scale. As

stated in sectlon 7.3 under these conditions the
theory predlcts that a strong causal relatlonshlp

. between market share and profitability will ex1st

Thls was, in fact, the case as shown 1n‘chapterx6,

CONCLUSION . SRR
- S N . n -
it

The theory as stated in section 7.3 rests on the
testlng of the hypo*heses. This is done in the next
two chapters. B o

The question on industry specificity, raised in this

chapter and defined in section 7.1, is of critical
importance to the main theses of this research The

concept of (KSFs) not being specific¢ to a partlcular

1ndustry cuts across the Industrial Organlsatlon
paradigm. It would possibly be argued (by 10

practitioners) that if the industry  is properly

defined then all KSFs will be specific to the

i

industry i.e. non-specificity is a result of a too
This view is not
shared by Prahalad and Hamel (1990) who point out

o

o
5
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CHAPTER 7 GENERALISATION OF THEORY PAGE 183 .
- that the development of core competenc:Les allows a
0 ,corporatlon to compete in - a number of d;x.fferentf . 3
1ndustr-1es. For example, they show that 3 core ! Y
competenc:Les -rpreclslon mechan:.cs, \ flne optlcs and- T 53
micro- electronlcs - allows Cannon to compete in mar'y:'" T
L 1ndustr1es rang:.ng from cameras to prlnters toy
~ copiersito calculators.j ) (Prahalad & Hamel 1990,
:‘p90) This topic is- d:.scussed in. more deta:l.l 1n~ -
”chapter 10 but at ‘this stage ‘it ‘is sUfficient. to L
note that the view ..s rejected that correct 1ndustry o i
‘ B
~rdef1nz.tlon results 1n 1ndustry spec:.frcn.ty for all i
‘ o n <‘~, in / S & S - T ’ « E = - i ;{i}
: B i
In summary the theory maywbe represented graphlcally ! it
., as shown in fig 7.5. o
: , \ i
o i
o i High - - 1 - : ' | 2 ) ‘ ﬁ,kll‘ "7 -
DemnE A Weak_causal . | strong causal” b
o S reTatwnsrnp between relationship between
"market share and - | market share 2nd K
K Advantages proﬂf’«tabﬂ;tyr proﬁt\\bwhty ) - i
. sate | (& 1 : ¢ b
- » ;‘? ) 7,} 4'\ A : E T . 3 . o “‘ ) Iva
5 1 No causdl relahonsh)p ‘No causal re'latwnship G
betw>en market share -~ - '{ between market share R
~ L and profitability and profitability 6 -
tow . Specificity . High
- Fig 7.5 Summary of Theory ' i
i o . - - g - {
, - 27 ;j
_ : : ¢
& :
o . L o ﬁ v
lia) ) ‘)L
: Y ’ A ‘ - > ] G
- o JP (1:,.\_
N "
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-~ ' CHAPTER § " RESEARCH mzmonoz.osr . PAGE 184 -
N tmrsn g Rnsn\vmcn Ms'mono:.ocr e )
8.1 z~f‘§TRoDUcTIoN?>~“ ' ) e ‘
C‘hapter 7 dealt wa.t:h the formulat:.on of a .
, " generallzed theory andu proposed certaln
' 'hypothetlcal- ) relatlonshlps between ) market TR
o ] share and profltablllty (dependlng on 1ndustry :
ispec:.flcn.ty and advantages of scale) . The®
P purpose of thls phase of ‘the research was to - - 5
) o -test the hypotheses. Chapter 8 deals with the e
7 SR des:l.gn of the researth methodo.Logy and chapter «
i 9 with the appllcat:.on of the methodology and gg
” 3 the results obta:.ned T, e S s : g
" " The - major ] challenges‘ in d‘,esigning" the -
) i ‘me.,th dology were as follows: “ ) P (/ T
- ) (i) . to overcome the confldentlallty o
) problem related to gettlng figures
" of market share : and especxally - Ar
profltablllty . - ‘ .
o ‘ - 0 - . go
o (ii) To ~quantify the concepts such. as
” ‘ ' spec1f1c1ty and advantages of scale  © -~ }
and cbtain an, objectlve ﬂmeasurement L
£ system (J.or thos concepts) .
(iii) To .have an appropriate ‘level of
oo detall so as, to have enough data
- po:.nts ',t‘o" obtain , statistical
s:LgnJ.fJ.cance while at the same time
S have enough information ‘to enable
“the hypotheses to  be . evaluated = '
i properly SR ‘ AR
- \ oo e ) E 0
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" Th*s chapter sets out tne approach adopted '

ki
startlng with a}” saion,~of "the key |
varlables and working through to the" proposed e R

ST afa1y81s of results. ol R o _,.f: o - i

]
v

8.2 stcussxou QF *

PR i , B . . 4 o = . A

5 ° Central to the theory*deuelopedfin‘Chapter-7 | |
are the’ concepts of advantages of scale and ~'fjt

whether or not factors éffecting performance

are :Lndustry specylflc.- The appllc"at'-“onxof
both thesefconcepts requlre that a’ bu51ners be o
broken down.and v1ewed from the stand'polnt of . '

the'  key success factors ) Wthhu‘ arrect
performanceug The various. deflnltlons ofi key '_m
) success factors were rev1ewed. in detallt in
section 7.2. and a spec1f1c deflnltlon chosen.
_gowever, for . the purpose: of applylng the
vconcept‘ in a fleld ‘study, - the Hofer and
-Schendel definltlon hasibeen used because 1t

is clear, conc1se and essentlally the same as ¢ R

o W

the deflnltion used in sectlon 7.2.  The o N
definifion i§  rthose - ‘variables  which '
management can 1nfluence through its decisions .
g that can affect s1gn1f1cantly the overall
competitive pos1t;ons.of the various firms in
an industry" _ (Hofer éTSchendel 1978, p77) .
.~ In summary, the ‘approach adopted was to -
1dent1fy the most 31gn1r1cant’KSFs and then to | ?f
‘ ~ .examine them to ascertain whether they were o :
?A ,m‘ . :  specific -tc  the partlcular "'industry; and

t

whether they were subject to advantages of

scale.
In adoptlng this approach there is an inherent

assumptlon that there are a relatlvely small
il . ‘\\ ‘ ) " - il (M\
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\busn.ness. A counter argument Lo s
‘ e e

may be - that there- ’e_.— f-many {ox 1nf1n1tely R
e a ’ s =TT :

’ /7—~/ ST man*'; c.u.ffere’xt factors - whlch 1nf1uence a

A TR performance of a

S AT

ST bus:.ness to a greater or lesser\‘extent at any

- one po:Lnt 1n t"‘me. ¥ If th:Ls is true, ‘ thenﬂ
. * focusi ng on ‘2 emall number of the "most
o 'i o : sa‘gnlflcant factors would - only “result jin .

taklng into account, a. small percentage of the
R . _factors: J.r_;fluenc:mg peirformance. -I-n- the " i
R - literature, al}though the concept . of key | :

o success factor's ‘has been widely- recognlsed (as N

'~ ./ discussed in “section 7.2) ~the number of o
‘ “’factors ‘recommended varies considerably or' is .
7 ' not ‘specified at all. Roblnson (1986, .p177) °
v T pomts out that “"most 1ndustr1es have only a \'

success factors that have a

sEial impact on competltlve p051t1..'>n and e
1t is better to spend time gettlng a. good

) welghtlng on a llmlted list of factors than to

- T get a comprehens:.ve l:Lst of 15 factors

it

S I'he view taken in this research is that there

s H

‘ 7 are a few factors which are fundamental to

success in an 1ndustry - These factors}dlffer

from industry to 1ndustry and are sot\\etlmes i
extremely subtle, but: are normally\ well LT |
. understood by mahagers in the industry.! \ Fort g

this reason, the research questlonnalre alms : .
to identify (at most) the 3 most important - - .
success factors and to J.nvestlgate \these with “

. ’ ) regard to being specific, to an J.ndustry or s
” a subject to advantages of scale.i It J.s w
belleved that adoptlng this approach w111 lead

i

Al
3 P

Referrﬁ_,ng to Abell & Hammond's (1979, p214) 11“s‘cf of 15 factors. S SRR
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quantlflcatlon of the concepts concerned

REéEAchAnsrﬁonorosraww~ PAGE‘187‘;{

tow® an objectlve v1ew belng taken of the.«
bus:.ness v and - will: - fac111tate gthe,;

- I has also been p01nted out in tne llterature'A

that each factor is likely to ' :.mpact on
prof:Ltab:Ll:Lty and competlt:we posz.t:.on to.a

dlfferent degree. There*‘ore a welghtlng of

the - factors 1s requ:.red in order to ‘have .an
accurate reflecta_on of th, dynamlcs of the
buslness.u Aga:m,' the v1ew\ is- taken in th:Ls

research that the management understands the «

bus:mess and can rate the critical factors

w1th,wa_ s«nltable degree of\\accurﬁacy.ﬁ ‘

3

‘Once the KSFs have been identified and“;;

welghted -each KSF can be - examlned for 1ts E:

i
dependence on scale “advantages and cla351f1ed

‘as to whether it is- spec:.f:.c to the industry

or not. -For "both these varlables thls would

require a mlxture of logical deduction as well

as manager1a1‘ judgement,. Foxr~ example if

having a 1low cost . productlon "base was’

1dent1f1ed as- belng a KSF certain requirements

would have to be met for advantages of scale

to be significant. In this case, gquestions
like stability of demand, number of product
lines, smallest economic unit, effect of
experlence curve, effect of changes .of process

. technology, etc. , would have to be explored to

ascertain to what extent scale produces an
advantage. Once ‘the mechanism is understood
it would be 'possible t{ come to an

'understanding ‘as  to whether the factor ‘is

specific to the industry or not sg=
another example, if belng able tc. ,_-oduce

O

)

e,

cific. As

. [N
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CHA?TE%R\ 8 . . - RESEARCH METHODOLOGY  "PAGE 188 T
& - e a0 E L e AR NN, o A
creative de‘s"igns‘ V(Vadvert’ising agency; f’ashion ~ o 5'
'jdes:.gner) was a KSF then d:.fferent questions |
~would ‘have to be answered in order to -
S . o ascerta:.n how AOS and. SPEC .should be rated : — ¢
» In all cases 1t is necessary to understand the . H
B A causal mechanlsm which is at work which makes }g
L . scale 1mportant This, on a fine . gralned e E
) : % 7 level; is the esscnce of what the research is h “_ i %
. i énde-avourlng to expla:m.‘ ' On a more macro 3
ﬂ = level it is the c'ausal effect of \market share o 3
-en profltablllty, on ‘a. micro level . 1t“ﬂ *
expl“alnlng how scale 1nfluences KSFs. -
8.3 ~METHODOLOGY' '\ i
) , | In order to test the. hypotheses developed in \\\ ! ‘
| “ chapter 7 ‘the follow1ng varlables ~are ,l #
e i requa.red ‘ : | 1
o : w v
7a)‘ - the s:Lgnlflcance of advantages of scale' i
L (ros) R L k
b)  industry specificity AspEC) m A
'c} . market share (MKTSH) , and, |
f TR @) profitability (ROI) 1
v o ’ The first two variables, AOS and SPEC, while
’ L ' . @ifficult to quantify are not of" a
) o confidential or sensitive nature. However the
second two variables, MKTSH and ROI, are
extremely confidential and difficult to get
accurate quantified 1nfomatlon made available
for research purposes. (This was one of the

=
5
i
AN
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: T 'major dlffloultles encountered when do:.ng the . o
s ' . field research ‘for the J.m.tlal study reported S
on. in chapter 6). Overcomlng thls .

\’/

S e conf:.dentlallty problem was seen. as a major e
‘ S cnal" enge , 1n~ deslgn:l.ng he e “es,earch o -
ok methoclologye .

,':\7 SN R 5 o R S s D

| One[ pOSSlblllty cons:l.dered ~was:  to j'”*u’ee .
L companles listed on the stock exchange that
. were. ot,g diversified and , "operated” in S
‘ essent:«.ally one 1ndustry only. Be:.ng llsted : i
S companles, :Lnformat:.on on -ROI would be freely
. ~ gyvailable. Informat:.on on market share would
W be: more dlfflcult to braln but if enough of
EE the compan:.es 1n an 1ndustry were listed on
) / the stock exchange, flndustry sales could be .
(\ Th . estimated ,by addlng up thef" sales " of -
partlc:LpatJ.ng companles. Unfortunately, afterp R
3& E o o an lnltlal study of the companies llsted on - e

~the Johannesburg ‘Stock - Exchange, it became i

- clear that. “this approach would not be.
. o eh practical as most "of the indw strles 1n the | ~
: : - South Afrlcan economy are dominated by a few, \
“ . very large conglomerate corporatlons There

s - are veryvfew companies which are individually

listed whlch could be regarded as a single SBU

- and almost no industries (with the possible

( - exception of the mlnlng ‘industry that are made.

up of separately listed ‘_non—dlvers:Lfa.ed
companies. ' )

-
N

§

Therefor‘e,!the decision\‘i'i was taken to use the

remalnlng data in the original data base used

for the statlstlcal an\alys:.s (dlscussed in
K "chapter 5). . In the statlstlcal analys:.s a |
data base consmtlng of 103 SBUs was. spl, -

L g
e
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1nto two groups (dependlng oh env1ronmenta1
@-ﬂf?hif a0 tactors) -The second group, consmstlng of 13
o o SBUs, was used in the initial study’ discusBed -
I a‘ g oo 71chhapter,6. The flrst group, con51§t1ng of

between market share :and profitabilityﬁwhen
subjected to ithe coarse- gralned analytical
methodology employed. in - chapter 5.~ It was

dec1ded to use these SBUs as the subject “for
the research e LR R A

o

) ) The advantages of the above approach were that
h?i ' B flIStlY: the;confldentlal varlables (MKTSH'&
‘ . ROI) were ‘already known for‘these*bus1nesses

and secondly, each data - pownt represented a

. - The dﬁsadvantageS'were that -

\ T
EXETTS ' 0 ¢

i) " .the orlglnal data was. collected in-
1983/84 and ‘the follbw -up-"research

. was due to' be dono{;after 1989:

v o 7 . Therefore there was a Eask that. some ™

. o SBUs .would have chanqed completely
‘ ‘ or even have dlsappeared over the
lntervenlng time perlod A Thls was
Judged to-be a mlnor dlsadvantage
‘becauqe even if some SBUs ‘had to be
disregarded completely the number of
SEUs available (90) meant that there
. “would still be a reasonable number
left for testlng hypotheses.

(i) ~ the otiginal data had Been split,
ﬁ using coarse-grained Ltatlet1cal
| analysis, into two gfoups. ' As

!

- - | stated above the group consisting of

n b @ \1' : %

z
P
E)

ﬁ(; S s1ngle SRU and not a dlvers1f1ed conglomerate.ﬁ

- .90 §BU§{aaxhib;ted no dlscernab;e cor;elat10n~

§
“‘\
ey b

:

e —Ju?i
'
P 4
B
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ﬁo" o /g‘i f‘ ', 90 SBUs had exhlblted no; discernable

a Z ' . was ‘a dlsadvantage for us*ngy the

o o ,would not be suffmc;ent to test ‘the

relationshlp between profltabllrgyr‘”fe"~ h
and market share.ﬁ This in- 1tsélf f o

Voo

Tt data‘  because, ;ito " test | rhe o no
' -rhypotheses, data was - needed from a
",gj';~, . range of 1hdus;r1es - some’ ~where
P _market share was important “-and
'+ . others where market share was, not

I

L : 1mportant " 'The bus1nesses “in
L ‘ e questlon were +in an ‘env1ronment
- where: market share was found not to
be important by the-coarse- gralnedh;[ !
. = ", analysis. Therefore, there wasqthe,f
' p0551b111ty Ehat”nthe range of

v results obtained uszng this data l

| ,ﬁiw hypothesesr However it was thought' IS

o

. . that the statlstlcal ana1y51s had
4 been  too coarse“to have picked up

) o all the ™ factors  influencing
_ N profltablllty and market share and:
E 'a therefore . the range ,ofg results

A oFtalned would e adeqd%te, for

testing the hypotheses. .kt was

therefore decided that the rrisk was

worth taking and that the range of

results obtained would be assessed

o ' during the analysis.

+ " The validity of the methedology that involves .= - “?i

' taking data that was collected in 1982/84- and .
adding. to it in 1988/89 is justified as
follows: o ' i

The nature of the research done in‘1988/89 was

¥

T
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to examine the structure of the 1ndustry with

bY‘ under the

e R
A study of the literature shows that major
structural

expected to hazpen 1n\"R to 15 years“
1986, p199).

SO e A ] -

regard to advantage of scale and spec1£1c1ty
and to apply that 1nformatlon to the- market

share/profltablllty 1nformatlon that had been , )
collected in 1982/84. The base assumptlon was
that these are structural varlables whlch .are P
unllkely to vary 51gn1f1cantly over 5 to 7 - ;«:
years: It was_ accepted that some of the SBU's
would have gone throngh major technlcal or

other dlscontlnultles and - caused structural:

changes in the 1ndustry This:yas accounted’ =
for by: - :

<

some of the SBUs-did'not exist in their

original form and therefore could not be
used,: and

a)

"
R

"probe";U sectlon cof . the. 50 ]
questlonnalre the’ questlon was asked
‘whether there ‘had been major etructural

changes over the past 5 years. V

2.
b3 -

changes

in 1ndustr1es' can ‘be: o

{Foster, , It

Ward ' and Stasc (1986, pa3) .

rev1ewed 21, companles where major changes had
taken place ‘and reported that only one major

-change took place in each of the 1ndu°tr1es
over the 20 years of their review. Shaw and -
Shaw (1984, p75) reviewedithe Nylon industry in
.the USA and found that all flrms that - had
domlnant market position. in 1980, already had’

major pos1tlon in the market in 1953 - Ghamawat
(1984, pl54) the hlstorx_ of * the

reviews .
titanium dioxide market in the USA and reports




O . %,

AT o o ‘that only two major technology changes took o e
T L f“iplace over " the: perlod ‘from . 1918 .to 19'70 é
S V ’g"pFJ.nally, the stablllty of" the market share vs R “ “
P assessed by comparlng the early PIM'% f:.nd:.ngs = e f
’ Yoo ); 3w:.th PIMS f:.nd:.ngs from wmany years. later. In. .
7 & f 7; © 1975 Buzzell et al reported on. the relatlonshlp T s
e between market share and profltablllty and this SRR, }
g el "‘ ~was repeated in. 1987 by Buzzell and Gale. The N
X };f‘ g « ! Ttable below. -g:.ves an extract cf approxlmate o /‘ ;
V " \\\ ; flgures from the graohs presented J.n " the - R
© 7 ‘papérs. - ST S SN Ca UL ’
PR u v N ) g B o
. 1.  Buzzell et al (1975, p98) = . o
oo 2. "B_uzzerll" & Gale (1987, p94)  ~ ~ .
T As can be seen from the above the relatlon=h1p
- ‘between market share and profltablllty did not i
- 0 change s1gn1f1cantly (on average) over the 12
—year perlod " revn.ewed " (Although the -
\ A . profltabllltles in 1987 are sllghtly higher IS
,o o than in 1975, the slope of the llne Kas not -
‘\ L ~ changed s;gn:.ficantly) S S '
*U . o The above arguments 1'=-ad to the conclus:Lon that N
1 \( o structural changes in J.ndustr:l.es typically take
- \\;1 ‘ place over long periods \10—;\to 15 years) and .
;A that th1s should therefore not)‘present a major: i
) problem in - using the proposed research. T
SN
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'I'he approach adopted was to :mterv:.ew a\senlor

et g e e e e g o
S E gty T U i

peratlonal manager; (General Manager, Manag::.n,g E

Sl

3
RGPS e S

R O . D1rector or Bus.mess Manager, dependlng on the e

structure) from each SBU, and ask-a structured 7

set of questlons. “The questlonna:.re, was
s des:Lgned for face to face  -or telephonlc

. 1nterv1ews. . Also,» the questlonnalre “was”

P

e T des.,.gned to focus oh only the relevant issues

Ty S

o and to be as 'short. as possible cons:.stent w1th
gettlng qual ty answers to the J.ssues ralsed

Tw o i . >

: As can be seen ’Ap ndlx VII) the- quest:.onnalre
T follows the loglc outllned in sectlon 8. 2ﬂrn
© . that the KSFs are first 1dent1f1ed and then

Coe ‘weighted. L 'I‘hereafter _ the - relevaiice of

: advantages of- scale is. explored and whether or ‘
not Lhe factor is spec:.flc to the 1ndustry is cL
rated for each KSF. In both these latter steps
there is a - semi-structured section: to the

questlonna:.re which serves a. dual purpose.
F:Lrstly, it adds more colour ‘and a, flner MR

texture to the researcb and secondly, - it~ 7
. forces -the respondent to think through the : e
logic of the various quest:.ons before answerlng ‘ o

i

| the J.mportant questlons needed for’,‘ the ;

_ i . n ;,(t
research. However, | | the questlonnalre is ‘
des1gned so as to m.Lnlmlse the effect of - .

interviewer bias by hav:Lng the J.mportant

questions structured\ with, quantlf:.able
responses. : i
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e 8.4 ANALYTICAL STRATEGY
AT 8.4.1 "  Requirements - = ) o Ll T e

e ,pé“ B i ‘The_ objectlve of thé; research . -~ |
: L S methodology'was to class;fy the SBUs = . |
e in the ‘data base into quadrants "‘*¢;g>‘ ;
SR - ‘ dependlng on whether _they ‘were "

3 w:'ﬁ* ' : ‘f subject to advantages o;'scale and ;;?; *i‘>f;
ST kf whether the factors influencing the .
oo ' business - were spec1f1c to “the. - .

. 1ndustry ‘or mot spec1f1c.‘ Once

WETT

. R ‘~*w"'n°@; s class1f1ed the hypotheses regardlng o F fﬁ

R T T R the correlation between market share i

T 7 and profltablllty could be .tested ..
o L . dlreCtly ' The requlrement *in ",{4; ‘ﬁ b
X ) S desmgnlnévéﬁe analytlc method was to ai¥;¢,
8 ,f e R be able £S test the hypotheces w1th 1ﬂf e e

©a rlgorous statlstlcal 51gn1f1cance

test. To achieve th é,i“»number of

5 ) different analytlcal methoas could coae g
be used. R : L L
8.4.2 'Analytieﬁiunethod o

’ ! - “; S N . N . nt ) vt gk
T v . The questicnnaire described in the g

g 3 - _previous . "section measures.  the i
189 . , , : .- following: S v
A4 o ‘ : i
:33;‘ - .

%ﬂ e '”  - " 1. The three mest‘importantkkey

g | ~ .~ success factors. (KSFs) and

\ i ] o 1 /’
B their relative 51gn1f1cance

1
A

o weighting.

i

o g 2. A~ratiﬁgvon the extent totwhich;a(




R ”/‘ : PR L 7 S N e S .
. = i ( v SR LR ,éach KSF © is’ J.nfluenced by”“‘? .

— e o TR ?Tk i aevantages of scale’ (us:Lng a [
e R e Tf " _kcale. ranglng from 1 to 5). )
sl ST TR U5 Whether t’ihe KSF's are é‘pecific S o (
e L T to the "i,ndust"ﬁ?y 'or ;,inot'?:‘_,' is”
A T ‘obtained (also using aa ‘scale’ o
T ranga.ng from 1 to 5) o T
. e o o A number of analytlcal methods could >
S S ‘ Vbe ‘used to classify the data into .

R NI = ) fquadrants. Perhaps the most; 7
) il ' - : approprlate is discriminant functlon “ -
SN L analysis which is descrlbed in
SRS : B - detail below. This method is used
SRR R 2 1n the analysls ,(,_descrlbed in.
IR o chapter 9) and for complet':eness

/ - R other methcds of /analy.31s are also

. T . executed ‘ The method = of

T dlscrlmlnanq function analys:Ls is as
Jl
-£cllows: ‘

&)
'

- The analytical procedure proposed is
o . : - as follows:

a) -The welghted average for each
) o o 7+ . SBU ‘is calculated (using the
, S M ’reiatlve 51gn1f1cance ratings) .
\\ - for advantages of scale (A0S)
M S U . and industry specific  (SPECQ)
- e A «ratings. This therefore yields
' I ' one weighted average value per
/- o  SBU for A0S and SPEC..

o

A
i

b) ' All SBUs are then plotted as .

“points. on a .two dimensional

~
'
<

[

,
S
e
7 s
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