Lo

d)

plot of SPEC vs AOS and d::.v:.ded k
1nto quadrants by 1nspect10n,

1nto account
clusters and the medlan of the

cY Dlscrlmlnant analy51s is then.
the / data b
constructlng ‘a  SAS: data- set

g
-the fol low:mg var:.ables

variable ;
identifies the SBU
. the 7 advantages

scale rating

described above

- the indtfstjry,spelcifig /
described

varlable
"ﬁlnteger values
from 1 to 4
dependlng on to which
quadrant the SBU is.

initially assigned.

variables I 1
and ROI will ~
_have to be added to the data
‘set to facilitate correlation

(market share)

analysis.)
The dlscr:LmJ.nant analys1s is

procedure "Proc Discrim" -

= QUAD, ID =
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T L TR E\Ifsg“ A‘?S SIe " Woiald - aiso be
S SRR necessary to speclfy an output
7 '\ o “ / . data - set to capture- the
s e : posterlor probabllltles of the
D R PR A T observa:t;on _ being ° correctly
© i T R ;"'as‘sigj"'nedr- I£ so'{‘ \bservatlons
R VLI  were unassigned- 1n1t1ally (due
I‘ " to being too close to a border)
©. " then these can be clas51f1ed by
3 el - "~ ‘using the "Testdata" opt:Lon and
e e e addlng\ the - observatlons. N
@ S : o . p; s o
e) , Flnally regress1on analys:.s can -
] -be -done us\_xng "Proc Reg" and
Sl SRR the slopes of the regression
T ‘lines compared using a t- test.
8.5  TEST OF QUESTIONNAIRE ’
The o'iqu relevan?t test of the queStionx;aire' and"
‘the research methodology is to apply the
‘questionnajre 'to - a sample for which the
relevant 1nformat10n is known. 1In this case,
the only such sample is from the bus:.nesses 1n
the same industry "as "the SBUs 1n ‘.he 1n1t1al
sfudy, dlscussed in chapter 6.
The 1n1t1a1 study was done on SBUs in the paper
:Lndustry and came to the follow1ng ‘main
' conclus:Lons (Chapter 6 section 6 5):
‘a)

Eff:.c:.ency of storlng and sto‘ck holdlng is

a key success factor. q\ ’
: Y oy
b) Advantages of scale is important. )
A
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- Average AOS scored'

Vapprec1ated by madagers

:research ‘methodology’ produced results

_industry at least, it worked adequately.

dependent on resourcesfahlch are spec1f1c
‘to the 1ndustry _ e

2
8o Af . ) . &

To test the me’thoddiogy a qﬁe‘stionnaire similar

to the ‘one in Appendlx VII was applled to 5
_busznesses in the\same 1ndustry'as those in the

p;lot study-

The res ults were as follows:-

. o -
Fexsl -
b Ky

Identified similar KSFs s ,

b

. 53,48

o

e D

Average SPEC scored ) :

The average score for SPEC is perhaps 1ower
than “but the of the
researcher, this accurately represents

des;red 1n v1ew

views of management in the 1nduatry The fact

‘that the resources requlred to succeed in theﬁ‘

KSF are. spec1f1c to the. 1ndustry 1s not w1dely

in the’ industry.

‘Therefore the lower score for' Is reflects not

so much a weakness in the research methodology,

. but a slight difference in perception'becween
‘the managers of the 1ndustry and the erklts of
- the initial study

In all other respects the
that
would have, been expected from the 1nicial
study. Although this is clearly'not a rlgofous
statistical test of the methodology it is 'the
only test possible under the cm;cumstances,and

has produced results which show that in one

¢ " o

-

”The ablllty to - succeed in the KSF is,

o <

‘0

100% of business’

the
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'CHAPTER 9 =~ ANALYSIS OF RESULTS - . g
e e a - 5 ‘ o ‘ e : i ¥ Q ‘lf
R 9.1 Imnonncmzom:s St S e
,The appllcatlon of the questlonnalre to the target \ ke
s - SRUs presented problems of three types. . ‘ ‘E
[} - ; . ) - ??‘!
1.  Some SBUs had been' sold to other. hoﬁdingi - rﬁ
. . companies and cculd not be traced. (9 SBRUSs) " g
. 2.  Some SBUs had been closed down. (7 SBUs)
3.'7 Some SBUs existed in their ox riginal form. but
T ~+  zefused to be . iterviewed. -« (15 SBUs)
n.f‘x‘ ‘7‘ oo ({ . :
- - The net result was that 59 out of a poss1ble 90 .SBUs o
were . lnterV1ewed and the results used in ‘the = b
S e apalysms below. Appendlx VITI 1ncludes a llSt of . f
thhe key success factors (KSFs) that were 1dent1f1ed i
by the managersrin’the 1nterv1ew. In most cases, }
the person interviewed was either the Cho or a |
person reportlng to ‘the CEO i (In some cas“s the 7@
person 1nterv1ewed was the chairman or CEO's boss ) §
Where this was not possible, head office stratéq1c~s « g;ﬂ
planners or industry analysts were used. {
=, CEOs 1 38 ‘ )
~ 2ICs 11 | o
55 Other : : 8 ~ g
g : Chairman ' 2 :
O ) Total 59 - ) :
i B ,j;
- | Table 9.1 -‘ﬁreaﬁdownxof reﬂpondents hv v b
1 The fleLd ‘work took approxlmately 9 months to 5 L
: comflete‘ 2 - ’ : i
- v ‘ " . ; ' . .
i &,ﬂ"




'gm/P\Spec1f1c1ty (SPEC)
' fare the welghted average scores for each. key success‘
7,factor (KSF) that was _dentlfled {a full descrlptlon "

RN o -
CHAPTER 9
9.2 INITIALANALYSIS B L S W T

nThe raw. data was flrst 1nspected graphlcally(m*r‘

, obv1ous clusters or groupings.' Figure 9. 1 shows/the
plot of the - two new varlables measured by the
(A0S)

In both cases the scores shown

v questionnaire- viz Advantage of Scale -

" . of the method 1s given in Chapter 8)
- (7
rovaNTAGES - © BAWDATA |
OF -SCALE
50 — : :
V “z | .
- 48 - - » -
: ~ . ;!»”y L - N
40 - — - 1 — -
‘35 . o /,( l,,f 7 . //
-l 30‘ IO S . =\
; L] - i ]
RN I - ..f .- X i
g m . -
20 ) s E . -
15 L i LI [
g .
10 - Ls : . - -
" 10 15 20 25 > < 38 o0 | 45 v B0
INDUSTRY SPECIFICITY ’ ) .
- Fig 9.1 :
S Advantage of scale Vs’ specificity : raw data
"Firstly, a crude d1v1s1on of the data 1nto quadrants
was done by using the mid- -point of the scale. - By

nnspectlon of figure 9.1 the. follow1ng p01nts were
,noted ' ’ ’

1. - There is a reasonably even spread of the data

and.
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: - over the two varlables under oon51deratlon. . e T
L e B Except for quadrant 3 each quadrant has some FT R

= - o- @ N -

R ©.  .points close to 1ts extreme edges. ) ;

k 2,,‘ The number of p01nts in each quadrant»range, L, 43

: from 9 to 21 (see table 9. 2) R

e I,;‘;HIH . T 7},']7 o CARSN R S

N=1a . | =N ? 15

Quad 3 -

N=21 TN =9

S s M N

.. - 1w0- seEC . HI

[

. 2w Table 9 25c T e g
; ' Number of observations in each quadrant L

B - kY
3 - R

A regression analysis was done oii- each quadrant to - ;
o test whether the hypotheses proposed in chapter 7 ' '}' ﬂi
v were supported by the da*a.ALFor convenlence of - /,
H testlng, the hypotheses were restated in a slightly - /7 -
dlfferent (but - equlvalent) form as shown below. o -

ay
\
V

El

i) . Therewis a p051t1ve correlatlon between - N

a

market share and prof:.tabll:u.ty in quadrant 7 :
2. K , .

-
-
St

.The slope of * the regress1on llne 1s”

B ‘ greatest in, quadrant 2. ,
iii) "There is no st atls cally ‘significant™ ' :
E - o i’a
‘ correlatlon between market share and S
i | ) E
i . : , | ‘

[/

it}
H

e e g
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R profitabilitytinxquadrentsﬁ3rand:4;- .
iv)fs-! The strength of the correlatlonrbetween
B | s “market share and profltab:.llty decllnes 1n

S ,7JL . the- follow1ng order. P LU,

R SR L he Quad 2 -»strongest o S
e TR . Quad 1 n B o 17,1 NV

=
&

e Quad 3 s 4 - ‘weakest (zero) B

T e , ‘ o
: Loy ',‘;’_- i i ,« 5 . .

In order to apply statistical methods to the testlng
procedure the . ‘hypotheses were 1nterpreted as
follows: ~ - ‘;‘; . ) ’ I
"1y5- ,l : - A student t-test (Ho h slope = b)*“
s wapplled to the slope of the line in
/'quad 2 will be rejected "at the 5%
f‘ﬁ level

2) (weak) = ‘The slopes for the regression lines -
. in the quadrants willpbeiceICulatéd,f' | C ok
‘and directly ‘compared and ranked. - '
A2)(Stronql(l The slopes for the~re§ression<1ines
' ' ‘will be  calculated ‘and the 95% b
confidence interval for the slopes - :

calculated and the  intervals

compared, and will not overlap. N

"3) (a) . A student t-test - (HOT\ slope - ;yO)
i o will be accepted for qu%d 3.

(b) r? will be low (le,s t&an 0, 2)£or

| quad 3. . o // e ES I

4) - ¢+ r* will be calculated for e
- "u} quadrant and will decline in the

. following order: AR S

,,

=l
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| . . quad 2 - highest FUEE T e :
I N ST
T o V;VQua‘d 33 8.4 -, loiyest R .
3 : o o {less ;ﬁ,}‘én ‘O,,2) )
: 7 “v n E ‘ 7 ‘ ’ ‘7 E s ;
The in'ajor problem in analys;mg the data is. the 1ow o
b 3
number of- data p01nts in ear-h quadrant (especz.ally -
quad 3 where there were only 9 .001nts) It was' -
¢therefore dec:Lded to comblne quadrants 3 and 4 1nto )
o\ne quadrant (3') and to do the analys:.s on the IR §
bas:.s of 3 "quadrants" i.ed R e ?’
A a” & N | ;‘%
) Quad -1 /// ' Quad 2 . ;;
N =14 - N = .15 ]
. Quad 3! T BRI
N = 30
- _Table 9.3 - Revised Quadrants

By doing this, the problem of too few data points in - V
each quadrant is somewhat alleviated, and there is b
., . no loss of power of the test since the hypotheses ‘ L
always group quadrants 3 and 4 together. ‘The ,}j

"regress:.on analys:.s ‘was_ therefore domne. us:.ng '3 ;
quadrants (hereafter referred to simply as quads 1, '
2 and 3) and the results are graphlcally presented - ;
in flg 9.2,
. , 4
st = \‘ p‘
7 "

[
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R . Fig 9.2
Regression analysis using scale
) mid-points to define quadrants
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b

,‘The method used to" deflne t'he/grouplngs of
observatlons © dinto squadrants" is . not
theoret:.callyﬂ obv1ous ‘nor 1s it t:r v:.al /o
number of methods, suggest themselves but there
is no- clear cut - theoret1ca1 justlf:catlon for
using any method over any other method ~The

Vmethods ' for- »which a sound theoretical * 8

e s
=i

Justlflcaflon exists are descrn.bed below. and,
'for the sake of rlgour, it was der":v.ded that the
fregress1on analys:.s should be done for all’
methods.3 ' :

;“

9.3.1 ,Scale mid -point

. )\ :
Thls is the method that was used :Lnf B
rhe initial analys:.s in section 9.2 .

it represents an absolute measure
based on -the. question put ‘to ‘the

respondent and hls/her response on a
L:Lkert scale. “ :

: g;

9.3.2  Median i s

"
11 ‘. . .
i 3

A refinement on the ab\§§re method is

to split the data into 4 groups

‘based on the median of each of ‘the

two variables (Advantage of scale

(A0S) and Spec1f1¢1ty (SPEC)). The

bas:.c J\ustﬁ\flcatlon of this approach«-%

is tha*j s:.nce there 1s no reason to

o 'assum/fe otherw:.se the data may be -
assumed to be randomly spread across .

the two variables. It 1s herefore

P

A
B P e

4
i

.2 and is. justlfled on 'the basis ‘that .




Lo

“3

9.3.3

£y

'"low"' W g ,’,‘ﬁ‘_

" 'Cluster analyeis,-

reasonable to suppose that 50% of_
the data would be "hlgh";gnd S0%

7

i

Scnendel (1983) ,,"‘*Hémb'ric}c - (1983),

‘Woo & Cooper (1981)) 'ehd 7we11_
.acoep;ed method of categorlzlng,

" obseréationsr based “on . naturally

o

occurrlng grouplngs.

assumptlon is that the: data can bepf

d1v1ded into dlscrete _groups based

‘on . the fvalue -of the clusterlngQ
variables’ (AOS ‘and SPEC).  Before

proceedlng with the analys1s (the

« The basic

V“Clﬁstér'apalyers~isre widelyeuéedog*
”(De‘ss & Davis (1984) \;,;jgalbraith &,

- P

clusterlng - varlables werapx”“

standardlsed to av01d domlnatlon by -

any 51ng1e varlable. The,qpmber of
X ,

clusters ‘was'; E at 5’ which:

effectlvely forces the" analytic
method to assign the observatlons

into: 3 groups, but does not specafy'
~any - other ‘ attrlbute - that the

grouplngs should have (eg. number of
~ observations per group) ‘ )

%Discripingﬁt fﬁnetionlinalysis

oo
kY

Discriminant ‘function ‘analysis is

ideally' suited to the task of .

assigning . observations into pre-

“defined grouplngs. The analysis is

normal;y ‘spllt into two @parts.

=3




AOS

3

“the dlscrlminant

: Flrstly,ﬂa data set of observatrons‘

w1th known grouplngs 15 analyzed and.

second data set’ can be analyzed and

ra351gn the

jrestrlcted. by the absence of the

‘flrst data set which - deflnes the

ﬂdata sets as shown in figure 9.3

w

SPEC - SPEC

Figure 9.3a

Fi§k9;3 K‘g B :

Figure 9 3B

e o

Conceptual Example ot SplitnData for-

Discriminant Function Analyais

)
{

The data set represented by the
shaded area in flgure 9.3A was used
as the initial data set to deflnem
the quadrants.; Then the”data set‘

represented by the shaded area in

“figure 9.3B was ass;gned to the'’

‘quadrants using

. function analysis.

in dolng so the attrlbutes -of. the
a*groupings 1n terms . of the other 5
ﬁ;varlables ars deflned o Then, ac :

na1y51s w111”§*
observatlons of fheff
t'second data set 1nto one of the/
r,grouplngs deflned by the first data,
set. In our case, the appllcabilltyr
of dlscrlmlnant ana1y51s is severelye

groupings. " To E allev1ate this
ﬂ;problem the data was splrt into two

discriminant

0
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- 9.4 RESULTS 4 :
}u (1 ."-‘”“\\\‘3” ) ; A
. The ;esults of the analy81s are summafise&*
’ kelow for the var;ous hypotheses. L
“X‘\}:— j 0 : ‘\ : )
5,4.1 Hypothésisyﬂlgw ) :
*The hypothe51s ‘Ho : Slope = 0 was tested with |
a- t-test -~and the ’probability that the |
J .
7 correlatlon is due to a randounprocess for quad |
‘““m,'> is glven ‘below for the different methods.. :
—_— | " | s
” Method Probability
rM:i.dPOint /fJ;T q I VO ; db?
Median ° > 0,004
Cluster 0,044
g D1scr1m1nant ’ 0,002
' Table 9.4 - Quad 2 : t-test Probability
>'f VCleaxly'Qith”all methOESnof,grduﬁ definiti@n
" the hypothesis Ho : Slope = 0. caﬁ be rejected
at the 5% level for quad 2. g ‘
9.4.2 ﬁypothesis H?(weak)
| -
The slop% of the regression lines for the three
) quadran;% are given in table 9.5. The rank
v order.fdi the slope is given in table 9.6.
- '
o Midpoint | Median | Cluster | Discriminant
Quad 1 0,368 | 0,386 0,298 0,143 -
2 0,893 | 0,862 | 0,497 0,605
3 0,147 | 0,099 | -0,050 0,075
Table 9.5 - Slope of correlation line
k
Y\:Kf//
} ,?/7 :

TR e T TR
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; ﬁ’ﬁidpdiﬂtfvuedian‘ Cluster Discrimindht'
“N'D . j N " " L - o . 7‘ . - y B
' Quad 1 |- = 2 2 2 2
1 2 |71 1 e )1
3.0 .3, 91 3 3 b 3
N : o - e -
P .Table 9.6 - Rank ‘order of‘slope ‘
" - An analy51s of the stronger form of thls hypotneszs
ﬂls glven in Appendlx IX. ' ° , o S
> i n ‘ . . ., V‘ ? R V:a‘r“‘/y' 7 - =
iw9.4.3tupethesis H @) - VS
'For quadrant 3 the probablllty of the correlatlon “\
belng ‘random 1n nature 1s glven by table 8. 7 e \(
([/ . . ; . \‘1,\ ' ' 3 .
‘&\ , . - 'Method Probability o
e o 'Midpoint = - ..} . 0,462.. : | k C
. Median - e © 07608 Voo
| Cluster ‘ ‘ 0,846 - - 3
i Discriminant ] . 0,715 :
. o Table 9.7 - Quad 3 : T-test Probability -
'9.4.3 Hypothesis H3 (b)
For quadrant 3 the value of 12; the corfelation
coefficient is given in table 9.8. o
o Midpoint Median | Cluster biécriminaﬁf\ .
Quad 1 0,172 | 0,174 | 0,120 | ~ 0,023
: 2 | 0,245 | 0,461 [ 0,219 0,425, |
3 | 03019 | 0,010 0,002 | 0,006 Y
‘Table 9.8 - r? Correlation Coefficient
] o

P PR

Y e R
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. CHAPTER 9 - PAGE 211 '7
o - % . 9.4.4 Hypothesis H&r,\ o T e .

) ’ ; The rank order of the r- squared is. glven _in_ o ;
A '-Table 9 9 - v e o o A Con o e “ fﬁ

] - aEY ¢on A

. |Midpoint | Median | Cluster { Discriminant

oo v lowaar 2 0 | 2 o2 12 : ‘
R ’ . ¢ 3 ‘,ﬁ -3 c 3 ] 3 nz‘» . «7 R - - £
, ‘ . — — oo !

\l’;

Table 9.9 Rﬁnk Order of r? y L R A |

S . ' ’ | < ' | o :

Toe ooty TheQ tldss1f1catlonf'df ‘the ‘data into ’ '?

s : " 4 quadrants using. thefvarlous methods is ;
K%Tﬁ o ) '; -~ shown graphically in figures 9.4 through - ; ‘%

Lo e e o to 9. 7. The regres51on analyse5ﬁ0f~market : : *f

- T . - share and profltablllty for the varlous’ ' ?
7 l<{ >categ?rlsat on methods are i shownﬂ 3
) d grﬁﬁﬁgcally in flgures 9.8 dhrough tcﬁ : ) }

. ' hl.q Although  these flgures are. K?_‘ }

} dlffléult to read they have the advantage L ?

K that all 3 quadrants are plotted the same A ft\%
N size, using the same scale and all on.the “g

same page. Th” " allows .a visual !

comparison to be easify and ‘accurately

swj‘ . ~ made, Larger sdaler(readable) individﬁal
graphs are presented in Appendix IX along

S . - with other analytlcal detall o ’
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s The method used for a351gn1ng observatlons toa'
TR i - groups cleazly makes a. dlfference to. the -

correlatlon belng' measured -Inspection of
W8 -tables. 9. 5. and 9. '8 shows how the parameters

ST vary dependent on the method used

7

a R o f\large variarion in the parameters is the low
b o number of observatlons in each quadrant
Table 9.10.) ‘

i

Probably
- the most s1gn1f1cant reason for this apparen"ly A

(See,f

Median

Cluster

T~ﬁidpeint
(Y
‘15

15
16

18
19
"22-

Discriminant -

13-
20
26

3y 30 28

Do . ‘Table 8.10 | ... .. . o
Number of- observatxons in each group o

e The regression in rquadrants 1 ‘and 2 have
ﬂ V --between 13 and 20 observatlons,
the method used ‘ ] ;
Wlth these small numbers the. add:.tlon of a

depending on

to the correlatlon coeff1c1ent
conCLstoq,on TESTING OF HYPOTHESES

AL e

From the foregoding results ‘the
o ; conclusions can be drawn:

A

“Hl the student t-test$scores in Table 9.4
clearly indicates that Ho (slope = o}
be rejected. at -the 5% level for all

. categorlsatlon methods.

single point can make a substant1a1 dlfference

following °

can

-
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" CHAPTER 9  ANALYSIS OF msu:.'rs R 'PP.G’E «2[215,
« SN L Ny e e e e
- "”ufﬁZw“fTable 9.6 shows that the rank order of the
) ' slope. of the regre351on llne 1s hlghest 1n
o 'quad 2 and lowest 1n quad 3 as predlcted
. by the theory (The- strong form of thlsﬁ
" ‘hypothe51s « - -that. ‘the " 95%a:conf1dence
. ©, < limits * would "not overlap o was ‘not
~supported - due to )the power of the
. 5 ! 'jmethodology belng 1nsuff1c1ent . 'See | -
: Appendlx IX for detalls) R
| HBanTable 9. 7 shows that Ho (slope =‘o)“oanpot’ ”
& 7 " bpe rejected as predlcted ' !
H3b Table s_:a' s.hows ° of less than 0,020.
E'Table 9.9 clearly shows the value of rzak\
°“dec11nes in the~ predlcted order.
”*3Y:'f N VR the above hypotheses can therefore be
) “ accepted except for the strong form of H2 whlch
) o , is not conclu51vely supported due to lack of
S power of the methodology However, w;thln the
’ g power of the methodology, all the hypotheses
E .~ are supported ’ ‘ . )
th g ‘
w ; /_)\ i
A R
R SR r,




oI chgfter 9 the hYpotheseé ‘developed -as

concepts B R

. 10.2 Tnxrzus;gﬁﬁor;gnnonx?“

has been proved some loglcal extens:Lons can

f ramev'o rk.

the concept of Strateglc\ Bus:.ness Units
(SBUs) . can only be used in industries with

a high degree of  specificity.  This

" observation applies ‘equally to Industrial
‘ Crganisation _(io), theory which assumes that

, ~ the industry is' the appropriate unit of
o - analysis.  The results of the reséarch show
B " (Table 9.2) that 24 out of 59 (41%) of the

low.A Thls 1mp11es that in wmore than half
; - the cases in this sample,_ strateglc planning
b , D . y o done on SBU level ‘would not ‘have been

relatlonshlp between market - share, and
L profltablllty would- not be expected to

e e
- cmerRR0 . DpiscusszN . PAGE 222
R cm.pmnm DIscnsszon R :
dpxo,l,‘V‘;%fnobuérroﬂef“; ; "k

part of" the generallzed theory were tested;" T
- rand - found to support the theory This
A o : chapter discusses’ the theory in more depth - .
T R e and - relates C it ,to‘ » other theore,tlcal_

. S:ane the theory as proposed in chapter 6

o T - pe made which add colour and- depth to the -

businesses 1nterv1ewed were hlgh on 1ndustryk
spec:Lf:Lc:Lty while the- remaln:mcnss% were

;i g : ' ‘ appropriate. . Furthermore, in’ tﬁe 59% of
~ businesses low on specificity, the

F*rStlyl the observatlon can be made that
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ol example cf a corporation with SBUs in‘these y

o .
It
4
n
"
y)
o
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o
R
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o
¥/
1
~

ﬁ'follow the usual correlatlon because the?!;e

market sharo belng measured may bear no
resemb’ance to the relatlve size of - the
organlsatlon : _“the decisive po:.nt.r
~;'I‘herefore, ln terms of . strateglc plannlng
1 Aconcepts the categorlsatlon shown in flgure
10.1 1s approprlate. '

) - - '\

- Tl | oo

S e | sBu- Level: pllmmg not B T 4
; R approprlate. Lo . SBU ‘is appropriate

"

planning unit .
f COre competencws and synermes o ’ o

from "grotp" v -
IR b A E ' N L i
| structures mportlnt - -
»h‘ " :.‘\’: : @ ‘t‘ ) 7 7
Low Industry specificity - S - - High

"Fig 10.15nApprdpriate Strategic‘Plauning Unitr

As Sh6wn‘win““fig” 10.1, SBUs. are not
‘approprl«te in open industries where'key
success factors are shared with other
industries ~and -SBUs. A most ‘striking

" types of industries is Cannon, as cited by |
Prahalad and Hamel (1990). Fig 10.2 ines

. an 111ustratlon of the number -of SBUs

" sharlng similar key success factors. ) Q
(i
o
ko L
)

\
,
Fe

-
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© . Precision - Fine" .. Micror ) .
e ©* Mechenics . - Optics . v - electronies © '] | Co b0
: B'asicﬂc'ame'l:a; S o8 - [z I ('.‘ e R K I .
‘Compact fashion camera H B I » T O R
] £leczgoﬁic~é:mgn‘ @ . = ‘ . ) @
" | EOSasutofocuscamera . B RERE = 8 o
N |; - Video still camera o @ e, " R
¢| " Laser beam printer 8 n -
", Colorvidecprinter - B B o8 '\
/ | -Bubble jet printer o '@ o g
) ) |: Basie fax &8 NI a8 - \
= Laserfax . . =
| Calevlator | , B8
- ~Plain paper copier M\ - . B B0 : : .
e I BagteryPPC 0 T @ R TTY . | T
- "Colprcoéier‘r - B > . ' B ; ’ i ] ' ;“‘*
+Laser'sapier . B8 N
“# Color laser copier : B8 g
| -Still video system B )
,“I.a's;er_irxp‘z;;er B OB =
, Cell 2nalyzer 2 0]
A4 Mask aligners LY ' - :
d Stepper aligners = B
Excimer laser aligners 3 :
S ‘ A &
_J,E%\:\cry Canon product is tne tcsulg of at least one Coreﬁcompetenc)'.
A , ¢
. O

‘ Fig 10.2 _Shared competencies. we -
(Source: Prahalad and Hamel, 1990, p90) : )
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As p01nted out by Prahalad & Hamel under ;
theseccondltlons strateg:c plannlng 1n SBUs - P

Nz e ..

1s not. approprlate and the concept of core"“
competenc1es is’ recommended L

- ka3 SR ‘,{)) .
e

Secondly, it is 1nterest1ng to note: that S
~advantages. . of - scale were. judged to . be ﬁ o |
51gn1f1cant<1n 2° of the 59 SBUs researched.
(Table -9.2). b This “means that ,;gqr' ]

“approxlﬁateiy7ha1f the sample researched T )

7 . 8ize relatlve to- compet Ltors was lmportant
fé" - Conversely, for _the: otherl half of the

o ~ sample, size (and therefcre market share)

SR N

RN

. was relatlvely unlmportant ] N\

(. o i - . n
oo @l S o e,

° ‘This leads to a categorlsatlon of.’ bus:messes Coa
as caown in flg 10.3. - S I

T g,

v ) ’ - o - - '\‘ j"“
High R - 2

“Core competencies and pooled.® SBUs shere merket share is

= |iresources across SBUS . . - critlcally mportlnt. . s

important. - .

il

e

e e RSN :
N ) }
Other factors important. $BUs where specnltst sktlls ‘ “
- ‘ ) g are important PR (E
a o Y/ ] Al S E

7

Low - - oseeC Y % w  high

Fig 10.3 Strategic categcrisat\on:cf busxness
“ o e B R T
Quadrant 1 These are‘bu51nesses where advantages of
o scale are important but’ key(factors are
not spec1flc to SBUs.' .These businesses : “
fit perfectly the profile of businesses - .
describedtby~Prahalad and Hamel .(1990)

~~—._.  intheir article on "The Core Competence
- - : : o §

ii




LT

s ¢, there are. no - advantages of scale.

RNt perfozmance by SBUs in this quadrant
T depends on factors other tlum thc above

o~ - S 7{ T L_ — g\y_i:_w._‘w
- K 3 - B ) - 7 o “ ']Z‘ y’ ) ﬂ
CHAPTER 10 . - . DISCUSSION. ' - - PAGE 226
K ! ‘ ) - ),V/ . 7 i 8 . 8 ‘“ﬂf . 1 W
.~ of the Corporation". o {//
‘Quadrant 2 These are . businesses’ fi‘n‘“‘ 1so/1ated
- ; . |
: L :\;,:mdustrles‘« (hlgh on spec:.flc:.ty) ;‘where .
o advi‘\ntages of scale- are J.mportant{. The
. I
approprlate strua.ture} is autonomou‘;/s SBUs; .
N )nhere maiket share is' a critically
ke - / mportant factor. : ~;(Typ.icalr of B zzell . -
e et /' 4 4{ et al, 1975). ; o
. ‘:\L : / ’ ‘(F; oo

Quadrant 3 'Ihese are - businesses; in ‘isolated
L mdustr:l,es ‘where advantages of scale
B i '~ are mot importamt. . Autonomot?}s SBUs
oo R W1th specialist - skJ.Jls ‘would be the 5
I approprlate structure. Market: sihar\e is
e not 1mport:ant and low share ccnpan:.es P
- k could earn hlgh proflts dependlng on A
L the quallty of tne spec:.allst skllls- :

!

y Quadrant 4 These are bus:messes in open 1n!dustr1es

R low on mdustry spec1f1c1ty) ‘where

' advantages of scale are not. :mportant k

. | ‘ The performance of these“busn.nesses 1s‘

Lo dependent on factors whlch are shared

| ~over more ‘than one 1ndustry,f however

| pooling ' resources to obt</un core -
o competencn.es 1s not crltlcal because

, 'I‘herefore structure and th<= unit of
strateglc analysis (as decfscrlbed by‘
) Prahalad and Hamel, 1990) /! is not as !

‘.« critical for these SBUs as compared to
SBUs in quadrant 1. La:.gely speaking
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// C '10.31 A mm PARADiGu R e
/ ) The generallzed theory, the“ research_ -
‘f ;f;{ S ‘methodology and the above dlscussn.onr
!/ depends on a paradigm which has not been ’
L explicitly stated and which is dlfferent to”
f R other strategy paradigms. - The "basic -
v‘[’/ , 5 paradlgm assgmed by the. theory is shorwn in )
o fig 10.4. Sk . .
SRR 3
R SR L ‘l {1§§§§m:d~q; JEE 5,f€t'n
m::ﬁ By 'n [T Factors \ L /' Positicn | |~ -~ - .
environment -, " & -~ ; Strategy . Lo

Fig 10 4 Basic Paradigm
_The above. paradlgm assumes that there is. a
basic need wh1ch must be met w1th1n a task
environment. ~~ ‘This  results 1n \_ore*
functlonal needs (1) which dlctate the key
factors (2) of the\ bu51nesses
The nature of the
and “

”succese’
operating 1n‘that market.
KSFs dictate torporate structure (3)
strategy (4). Corporate structure 1nc1udts
the decision ' of ‘whether to operate as

autonomous SBUs, grouped SBUs, shared‘

competen01e9»etc. Strategy includes R & D

expenditure,” ‘growth targets,  sales '
expendlture, quallty\ 'etc. " The
approprlateness of the corporate .Btructure
and the ¢hosen stratcgy jointly dlctate
competltlve position (5) ‘land " hence -
performance (6)." ‘ o :
The basic paradigm (which was substantiated
~in the research process) can be extended to
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o ’” ; | a4 A/_ i”ﬁ e . :
ﬁ~ CHAPTER 10 jSE _“D;SCUSSIQN _ SR ;anss,zza w0
] S e i%clude the dynamlc dlscontlnuances a8
r‘f I :

#. g ﬁresented by Hamel and Prahalad (1989) and
! ; )
- S j{1991) and Prahalad and Hamel (1990) Thls
g gr-v A {s shown in. fig 10 5. IR
| v - Fard B s
f o S e e R ST
v i ! . ; - -] K -
}@\ gl HE T j L2 - ;Msﬁﬁﬁim ‘i;“"s AR SR
T e inctional| ||  Key . [ : < || Perform " -
| Cemtvemnte L) swebss (4| iy [ Penomnes ,
/ ‘mandated by || Factors | ;'pim—— 4 Position
I .| the task ST e strategy ] .
| A . 1bf,,ﬂ 9 ( 8 SN R
- ] ~ L W Devel t | ‘| strat :
/ td;axgg:s [ poasibﬁities« - . of g;en I Ix:;:eglg -~
. tagk - | . New o Cm;x.,tmcies , - o
] i Ervironment Conpetitive | - ; «
| li/ Pig 10.5 Extemded Paradigm
! ; 10 4 IMPLI(EATIONS FOR STRATEGY FORMULATION T el
! a I I ' ¢
! ) ) j; The results of the reéearch have three main
; g 1 Y
' 5 ‘g 1mp11catlons for strategy formulaticn.
v ‘_W Firstly, it lellEc that the entire fleld of
‘ H Industrial \ Organ1 sation may only be.
? g, appllcable to the subset of bu51nesses that
i
) Q exist in isolated industries. Secondly, it
; fgt implies that the theories. of “"Strategic
gf Intent" and "Core Competenc:mes“ developed b
- Y
: ﬂfj‘ Hamel and-Prahalad are only applicable to
! - - 4%, the subset of businesses which exlst 1n open
f - ﬁ ‘industries. In a sense these are oppos;ng
‘f - 5 paradlgms and the results of this research’
j V < yﬁ ... suggests  a contlngency approach’ where
| | depending on the - degree of ‘industry
F41 ‘specificity,’ each approach is either
TR . : : i G
» 7| applicableﬂor:not,applicables If this‘isr
understanding = of

an

-the - 'cese " then
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o niscus] SSTON

- SBU that is \in the- k{us:mess of . purchaslng

5
)

requlrements ° for appl;LcabJ.l:Lty Of -

&

N

practu,al importance for a manager engaged
in strategy formulatlon. et B :

o ”

“‘It--may~ be’ arg‘ned that in .the field of

Industr:.al Organ:.satlon the llmltatlons_

implied by tha.s ‘research ‘éould be

c:.rcumvented by def:.m.ng the buelness (and g

_ hence the 1ndustry) broadly enough 80 that_,

spec:LfJ.cz.ty is ensured ‘

This argument has some.merit and certainly.

‘(as,-poi,'nted out by Abell, 1980} defining the

business corréctly is one of the ‘most-
s_trategio decisionsf made by |

i

“important
management
approach null.,fles all the problems relating:|

F:urstly,r

f
|

i to spec:Lflc:"‘“w :.s too. srmpllstlc.

the connect:.on w1th other - industries: mayf

I

However, to. assume that, thlS;

varleua theonea is’ clearly ‘of crltlcal

o

>

]

Al

\\_\

/

occur at different points in-the value cham _

and may share resources ~w1th leferent{»
As a h othetlcal example,, an

i

1ndustr1es.‘

cannlng and marketlng nuts - for snacks ma*{”y
have a p:roductlon .Jine which is very sn,ma.la‘

' to a fru*t cannlng production line and Z
' da.str:.but::.on and. brandlng requlrement i‘x
B common with the potato chlp lndustr'y
(sne ks) The fruit canning 1ndustry ﬂ

et

J.S

largely aimed at the export market and do{as’*

i
i

not have a w:Ldely developed dlstrlbutil‘;an

network or brand name in the. local snacike.\
“the potato chip 1ndu=:try does not
Therefore in thrs;
hypothet:.cal example the canned nut 1ndust ry

market,
have cann:.ng tethnology

- T
e
Y

7
v
R P

\
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L - i is an open 1nd&stry connected to two other .

lndustrles andxlt is. not Just a matter of
correct definition. to deflne it as an

1solated 1ndustry

Secondly,ﬁcertaln factors are commoh to the
manufacturlng operatlon of a number - of
different. industries. and exlst in abundance

-in certain covntrlee and not in others.
.ability to do s1mple o
cheaply and" w1th hlgh ; &

- For  example the

K repetltlve Jobs>
quallty is a requlrement of the’ electronlcs
Pacific rim countries -

'.1ndustry at large. ;
have used this ability in their people to

a o foster successful electronics 1ndustr1es,
- .. The actual® products and 1ndustr1es served o
R

are wide and varied bmt all rely on the: same
Agaln; this'is not a matter of

G-

ba51c sklll,_
correct deflnltlon of. SBU. or 1ndustry, but

/féﬁ : SR 1s an example of-an open 1ndustry .
. ~ o s T e AL "o g SR ’ -
S A " - © J
LT e e The flnal 1mp11catlon for \strategy |
ro formulatlon relates to the basmc aradlgm ’ \ﬁ

L wh:.ch has emext’ wd from the research process.: o
“This dlctates that strategy formulatlon , !
ih should start off with a clear understandlng ‘ ﬁ
_of the core requirements of - theumarket the ~. |
bas1c ‘need which must be fulfllled and the "D ‘g -

task env1ronment w1th1n whlch the company N
R |

f

-

n : must operate. Thls 1s ‘not a new concept as

‘much of the" strateglc ‘planning llterature T
wi\ ;
|

scannlng as\y

2

(o

recommends environmental”
startlng place for strategyﬂformulatlon~a ’In |
: i

!

fact none of - the elements 1n the paradlqm_rn
¢ what'. 1s

e

55

R o
= . flg 10.4 “are new or unlque,
d*fferent is the way that - the nature of the

~ h

oo f
I oo " 5 U
L ! ! o, -

N
¥
-
AT
B S~ )

i




3 o : 3‘ e ‘;‘{\ﬂ @ o
_. DISCUSSION . "PAGE.231.

i : o

,"“M;& ‘
i,

©. Y a0.s

]

" key success factors in a Eh'sineésmaffect the

rbetween xndustrles
'1ndustr1es.

- developed

’d1f4Erences.

according

ypackaglgg ,1ndustry,

“The!

desired. Vstructﬁre, i.e. -open 1ndustr1es
should 1dea11y be structured w1th grouplngs
of. SBUs accordlng to core competenc1es
whereas

1nd1v1dual autonomous SBUs.

1solated 1ndustr1es

£

has 1mp11catlons for the broadex proce
strategy formulatlon.,ew,w>, ‘
£ ) ‘ ’ : o
Wlth regard to the relatlve strength ofithe
market share/profltablllty correlatlon

(research question’ b),

‘this clearly' is. leferenL for dlfferent

h/s
dlctatesav

The essence of'
chapter - 7.

theory

‘in, that

vindustri/s will be different and 1n sectlon

7.3 a framework is q;ven for predlctlng
\(Chapter 10, p225 glves a
summary of the categorlsarlon of 1ndustr1es
‘ ~to © the j of ©
relationship). For instance, ‘

strength"
therhpaper

industry in thé initial investigation, “ig

- an example of anxlndustry whlch is hlgWJBn
‘ |

of %

advantages( scale, andf *. high.

) spec1f1c1ty, and thcrefore a strong causal
“relatlonshlp between

market share ‘and

‘ profltablllty could ‘be expected to | exlst
~ However,, 1n.a related 1ndustry, the flexmble

™ N
.

advantages°of scale were found to*be"low,
and therefore no causal relatlonshlp ‘weuld

be. expected. = - g Lo

. & : 3 ;7{,‘

=could have: .
This clearly o

both spec;f;crty and‘

S

&

the

&

LIMITATIONS OF THE RESEARCH - i

s

major limitation of the

S AR

i . 5

e

.reseaxrch

0

e as)
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s EE B > .

| o N concerns the sample s1ze and representah.on. 1‘, I
” v,",“yf “{ chapter 6. a generallzed theory ' o y
a r!" " formulated and then the theory is tested by' B
BRI I ‘researchlng a sample of 59 SBUs. Firstly,
VRN f";,ﬂ the sample s;ze»tould 1deally, have been
L h ‘bigger. Secondly;< the sample was not’ . \f_
. ”vsystematlca ly chosen to be representatlve ”
e - S ,~:‘ “of South Afrlcan 1ndustry ‘at large but was / _
oo o Rconflned to. a relatlvely few lndustrles.‘ _;‘
L ’ *NThe sample avallable for this research was .
o ~just adequate for testlng the hypotheses,
A ‘kf"- i . o but was. not large enough (or representatlve .
’ _énough) to ‘be- able to ~make anyulnference
- ;‘: 7 regardlnq the percentage of- bu51nesses - [‘ﬂb‘
”7 "11kely to fall .intc each of the guadrants.“ ' ]
2 ' ‘Vh;)‘“T'Therefore the prlnc1p1es relatlng to the f“, »
' ' woT theory were provedM but for ‘practical
: purposes the probablllty of an SBU falllng s
" in -a partlcular quadrant -would have been
‘useful. (It is not proposed that thlS'would R
}A; qhave been "useful for strategy formulatlon .
purposes ‘but would have given the relative- *{
sizes of the quedrants ‘in fig 10 3, which .~ —
‘ would “have been of value in assessmng the
’ Msefulness of the‘ theoretlc\ framework
'proposed) Lastly, theullme perlod over

which the dataywa 1n1t1ally collected . (for

the data base)\and\then re- 1nterv1ewed for . .

the flne grained studies, was, qreat (between (R
5 and & years) and ‘could have qlven rlse to
'speclflc problems and varlances.

8o ‘ P Co- i \rfx'

= -

|

“o A setond (and probably lesser) llmltatlon\

relates to  the ‘methodology VIn
admlnlsterlng the questlonnalre a .semi-
'structured process was adopted in order to
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CHAPTER 100 " . m:scussxm | i PAGE 233 o

f o determ:.ne the KSFs and rat them w1th regard o’ .

AN w
“to spec:Lflc:.ty and AOS I 80 {ie cases- much

&

t,v,,

, probn.ng and quest:.onlng was requlred in
. order to establish the real KSFs and rate 7
‘ them. : Clearly this coul'a‘ lead o
e ® '1nterv1ewer b:.as. However, as polnted out o
LT in chapter 7, a ratlng scale. wag prov:.ded in' . - 2. B
 order to. mlnlmlse ~this blas, , butﬂ( some -
T subjectlv:Lty is. 1nev1tab1e. R

°10.6 Fumssmzas B N T IR
L ‘Future’ étﬁaies should ideally Haveaa'ccess .t,o_':"
" C o ar larger vrepresentat:we sample. Thi's»would :

enable the. repeatablllty ot the results, of -

RS thls research to be checked/ id w wUuld also . i
enable the probablllty of . falllng ’\,a o )
partlcular quadrant to be ascertained. Mo:}\ R g

1nterest1ngly future studles could focus on :
_ 7 the assert:.ons made "in sect:i.on 10.2- where
the theory was extended Specn.flcally the * )

framework proposed in flg 10.3 could be B

utested o directly. : nPossJ,.ble research
questions include: -~ SR
& 7):\_“ " - N - . kel fﬁ\ B

-

o 1. Dd busd,nesses

in  open 1ndustr1es ‘\ ;
S o structuré accord:.nqhto core competenc1es 0 T
or. grouped resources If so, » do tbey |
perform better than ‘businesses" that . 0
structure as SBUs? ' i
2.. Do businesses in  isolated ‘industries -
_structure.as autonomous SBUs?‘ Is there
a relat:.onsh:.p between the amount oif : \\ «

,autonomy given - to an- SBU and  the
performance of the bus:.ness in 1solated

‘T“V’ . 7 TR (\{'v a :‘“ " O K ‘ ,’ ' s 7‘,‘(77 : \\“' - o /’r
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g Tt rl;'wsjindustrie59 Is thls dlfferent to thel_
—}M T relatlonshlp in open 1ndustr1ese- :
1007 ~ooﬁsxsrzycr;wrrhfqrrznarunze" PR

v e . 3 . , 5 A

n

=

A

o A The ba51c theory putxforward 1n thls report‘

.

ol

s ‘new. and ‘different to any ‘theory

prev1ously developed
developed ‘here is con51stent w1th most - of -

However the- theory‘

the concepts. and theorles that ex1st in the,

‘ llteratﬁre, and, in the- v1ew of «thlsﬁih
. ‘researcher, ‘can be shown to £it in to the
~ existing body of knowledge without major

contradlctlone arlslng What follows is a

“ brief rev1ew of some of the major works

rev1ewed 1ﬁlchapter 2 w1th,reference as to

how the conoepts developed in thls research-
fit into-the llteratgre concerned,«e

o

“a) Correlatlon between market sha&e and

profltablllty

o

vLom
o [

o,

R\‘ The works of Shepherd (1977),7 uvzell et
ﬁial‘ (1975) ‘Gale and Branoh (1982);
. Ravenscroft ”(1983), f‘Ffﬁhﬁn (1972)

= Hambrick & Machllan (1982) Schoeffler'

et al (1974), Smlrlock (1985) and many
other researchers found a poqltlve
fcorrelatlon between market share ‘and
’prof:Ltab:Ll:Lty Although the correlat on
was present in all of the above“samples,
,the‘strengtheof the correlation vaﬁled.
~ If one aséumeshthat, in géneralf any _
sample w1ll con51st of businesses Wlth
varying spec1f1c1ty'kand, advantage of

scale, tnen ‘one wduld  expect  a”

N wr P

A

Son

=

3

N
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"cori%‘elatioﬁ: of varyingéstrength’: “If tHe .
r.sample ‘were high: on spec:.f:.cn.ty ‘and
advantage of scale, a strong correlat:.on e
‘would . result
correlatlon,/ x\rould depend ‘on ~the.
proportlon( of the - sample w:.th h:Lgh

'spec1f1c1t§ and. advantage of scale but
c4n’  most cases _- some dlscernable »
, “correlatlon could be expected to result o

“ﬂ

'I‘he strength of the

Contingency theories - = °.

contingency ap’pr?)ae‘hes’ have be'en ixsed by
~many authors- ‘(e.g. Galbraith  and

)
v

schendel;n1983,‘ﬁambrick 1983a; 1983b;
Woo & Cooper, '1981; 1982 Phllllps, Chang

& Buzzell 1983) and ‘are becoming more

. popular. The theoret:.cal framework
’developed in this research supports a’
contingendy approach especially if the

correlation between market ‘share’ and
profitability is being ‘investigated..

The = factors ~used as the cont:.ngency
varlable - are" clearly . of critical .

importance if meaningful results. are to
be. obta:.ned The theory developed in

“this research suggests that J.ndustry -
Aspec:Lf:Lc:Lty and the existence of
"advantages ~.of - scale are “two key
contlngency, variables. However other

contingency  variables, . while not

distinguishing exactly along the above
lines, could act as a proxy . for these

Variables.‘ For example, Phllllps et-al
(1983) used the six business types in
the PIMS data base as the contlngency

DISCUSSION - . - PAGE 235
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 ‘group - like

-yvariable. - While these categorles are“

;falrly broad, they at least attehpt to
busxnesses

fKSFs and similar values for spec1f1c1ty

and~advantages of -scale (at ‘least more

béen lumped together into. -one - data

'}base) If thls is the case, one could

5
. y
? byl
N
%’
it f
o
- \»\
Y
3
Y
By
§
%
C.
o

<strength macross<~_‘thea

expect 'a correlatlon between market

share and profltablllty of varylng-'

7ﬁd1fferent

‘bu51nesses.~~This in- fact occurred in

thé analysis of Phillips et al (1983)
\although they found that al; businesses
showed a’ pos1t1ve correlatlon between

7 Jmafrket share and prof,:.tab:.lltéy. This is

surprising since one would éxpect that

some  of the businesses would show - no

significant correlatlon.; One posslble

hszmllar than if all the bus;nesses had

'explanation for this‘is that the sample
that was' consideféd by Phillips et al

was - drawn . from

1 manufacturlng ‘

;ndustrles and it 147p0551b1e that some,

advantage of scale exists in all the
bueinesscatego:iesconsidered.mAnother
'(mofé likely): explanation is that the
business” classification considered by

Phillips et al was/Still so broad that:~

within each type thére existed enough

SBUs high on spec1f1c1ty and advantage'
of scale  so thatt,ﬂa"” s1gn1f1cant‘

‘correlatien resulted. .-~

I

Included variables. in cross-sectional

models . . ‘ L .

b I v, - S © . '
- / Y E E 6
— ) & . : . \\

’ N

N

. ! W s
i - i

together.v;;f
= Presumably these buslnesses have s:.mllar, S

AN

!

“i
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_ Table 2.3 J.n Cha ter 2. glVee an example -
A ,of 8 cross secta.onal\...cdéls with w1delyﬂ -
‘ V dlfferlng explanatory factors.?‘ Aga:.n | e
the same /argument‘?as stated in (b)’ above\iw “ L
K -can be \*'*‘pplled to t'hese models. B The -+ '
L s 7’ . “included varlables in a pag“'\l}cularﬁ_
L . :sample tend to lump bus:messes together
o -~ -with like KSFs and hence spec:.frc:.ty and -
e "adgantages of scale. However, because -
‘ 'is'pecificity v--sand adv}antag'e‘s‘of,s‘cale “are"'
: ' not measured : direct‘ly,’f ~but” oniY"“
1nd1rectly via ' other variables, the’
‘inclusion ' or - excluslon of specifie™
variables ‘could result in vastlyxﬂ ,,
i different results belng obtalned when ’ " o
. ‘the correlation betweenﬁsnarket share_and _‘ .
yprofitability”is analysed.’ This was S

. o “noted to be the case is sectlon 2 3
: -

o

L . ) - . lw‘ 5 5 N [\ ‘
"d)/\Successful low s,)h“ e companies’ “ - -

Many authors have p01nted out that low ;
: ~-market _ share bus:messes ) can - be ;
, succeséful‘ or that- high market share .
'ﬂ‘ o | _ companies need not be successful {e.g. | '
' RN Fruhan, 1972; Hamermesh, Anderson and
Harris, 1978, Woo and Cooper,71981
1982; Woo, 1983; 1984; Hambrick and
MacMillan, 1982). ~Clearly this concept, L@
is consistent with rhe _theoretical :
framework - developed in thls research.
-If SBUs are low on the advantage to
I ‘ : scale dlmens:Lon in all key ‘success

: factors then there is no 1nherent reason
why hlgb market share companies should
be more-successful that low market share

LAN
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. companles. Under,,) these“f condltlons

O success could be expected to depend much
) more on other factors ((llke quallty/,of
oo ; -management) wh1ch have nothJ.ng to\ do

a8

- with relat:.ve s::.ze.‘, :
a

In the view- of the- author, thlS research has’
made a subst:ant:.al contrlbutlon to knowledge

.. in the follow1ng spec:.flc areas. col

s

r:

~ - a

ciie , ‘av) The theoretlcal framework develo e—d in
: - ‘ | L /" Chapter 7-is totally new and represents

S << N a different and unique ‘way of . v:.ew:Lng

o B . ‘ s fhe market .share profltabv\llty denate.
: Also, causallty has been shown to exist
S | S ' between market share and profltablllty
I T under certaln condltlons
B ' - 10.9 belgw)

N\

(see 'section

L This contrjzhution is' suhstaritiyal irlthat

distinguishes between fundamentally
-~ different sr’uatlons and results in a

ST clearer understandlng of- the mechan‘«sm

R

J.nvolved \ : -

b) The theory also makes a contrlbutlon to

o . . sthe -field - in
: : ‘ discussed in ‘the extended - theory in
e sect::.on 10%2.

strategy general .as
”"hls contribution is
substantlal in, that' it
., ¢ explores the area of appllcablllty of

- concepts like core compotenc:.es and SBUs F
”Whlch\ are fundamental building blocks in

un:.que and

T

Y,
i
Pt

| cpﬁ'm:nirm_onﬁwo ,;Nom;zpss e e Tl s,

-

it proposes a conti'ng‘ency approach which i/l?

o

o

o

Tar Y
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o e the strat\egyf.t.éld o -

el . - K [ Cﬂ'», . i = o ; . '\\» ~‘_ “ h,
’ Tt ¢) The hybrld methodology used‘ ~which
T : ... T . consisted of a coarse " grained
e S : o xstatlstlcal analys:.s of PIMS type data
T T followed by a fine- gralned ‘study is .o
_ , S un:.que (as far as the author knows)
: ! . -d)” The paradigm developed in- Section; 10.3
W g - is” new and - dlfferent to _existing
el T T e e paradlgms. : R
’ R k‘e)' The methodology of us:Lng key success;;"
’ factors to quant:.fy a parameter and to
) : R -~ get a more objective measure is new.. -
- 10.9 chm'\szu.rr_! ~vgnsug SPURIOUS CORRELATION
; 7 The simple. fact that' two - varlahles are
s o _‘correlated does “not necessarlly mean that

there is a direct-causal connect:.on between

| the two. 'The. relatlonshlp could be caused
o by a third underlying variable which a»Efects
both variables and causes the correlatlon.

This is shown dlagrammatlcally in the simple

‘path dlagram below and is known as  a

spurious correlatlon. For example, Buzzell,

rGale and Sultan (1975, p98) quote "gquality
of management" as an underly:l.ng factor which

could account for the correlatlon between

‘,market share and prof:.tab:,l:.ty i.e. good

) management make correct dec1s:|.ons which
: . . result in hlgh profltablllty and growth in”
the bus:.ness (hlgh market share) bad
management make .poor dec:Ls:Lons which result

in low profltabllz_ty and a decllne in the,
- i 1 n \\ 0

\
e
o =
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W Managemen*' i i
.
: - - - .
~~=" -« . Fig  10.6 Spurious Correlation "
" ; I - ! B o Y
A spurlous effect 1s not to be confused with' ., ‘
[ » m
! an lndlrect effect When two var:.ables are !
correlated they cou;d\%be causally linked via R
a third (ox fourth) variable. .Por example,, 5 i
" -Woo (1987 pl49) = quotes ‘brand name '
recognltlon as_a poss:Lble mechanlsm and ' { N
profltabllltyﬁ , T R
” - ,/'////
- Market Share - " ROI
‘ g Brand
! Recognition™" * N
S o * ’
Figure 10.7 Indirect causal effect
n . - - ’J‘ #
kS
t
3 on i (‘_ » - "
K ) q




TR N R . w o 5o - o i oo
e . e . B NG

ES

‘w; . ‘i; In the example above, lt 1s hypothesmsed o
R that high market share causes 1ncreased~
;w' »1brand/' recognltlon (due ’gﬁé" 1ncreased _
'v151b111ty “and ablllty to spend ,,gn B y;;h
:promotlcn) which causes hlgher prlces to be -‘“i,fip
jobtalned.whlch causes hlgher‘profltablllty o
- There is therefcre a dausal llnk frcmxmarket -‘W‘7?n
share to ROI albelt via two other‘varlables.‘ i

’Q?; - To ascertaln whether the correlatlonsp
R obtaxned in. chapter 9 . are spurlous or
whether‘they 1mp]y'causa11ty'1t is necessary
to review the methodology which' led to the - L - e
. n . correlations. Thls can be summarlsed as_
7 S follows: . ‘ e _
o I - - 1.- In chapter 7 a theoretical argument waS
‘, G 7 put fOrward predicting a causal l‘ir‘lk"m
5 | 7 57 N between market share and profltablllty
: ! 45' o nder certain- condltlons (and no causal r
] 'llnk under other conditions) . Thls o
.. a theoretical , argument ~based ‘cffv i
. <‘induct1ve loglc ,u31ng the - “insights o
~ﬁ o {f” E galned from the preceeding statlstlcal
2 o 7" e analy51s {Chapter 5) and the 1n1t;al

S inrestigation (Chapter 6). In summary .
,thewtheorgrguggests*the following;

7
2
B
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L

| Weak: emil ‘
‘‘relationship between .
' market share and .

profltqb\ lity -

Strona c-uslt T -
relationship betueen :
market share and . ,
profitability S

S

o - 3 ‘ .

No causal relltlonshlp -
between market share
‘-nd profltobrlity

BRI

- 3 =
No céusal relaf
betwean marke .
and' prohtubi‘llty ‘\}

how -

77

Fig 10 8

W

- specificity . o -

b

Summnry of Theory
(Repeat of Flg 7. 5 p183)

o By

B 3 n

where advantages ofnscale (RO3) and‘

spec1f1c1ty

(quadrant

(SPEC)" ( are’

2), %aa sﬂ\ong‘ causal

hlght

relatlonshlp between _market sharef

2and profltabrllty can be expected

(and

where advantages of scale’

therefore
eorrelatlon),

,a
L et i,

strong

(A08) is

‘high and specificity (SPEC) is low:

‘D(quadrant\

1), a  weaker . causal

reléltionship between -market ' share

and - pr Ofltablllty

(and” th

‘correlatron)i
= - A v PR

Tn ey

where advantages of scale (AOS) is
of- ”§p301f101ty

lowg
(quadrants

:n:respectlv°

can be expected

erefore a weaker

S0 4
1’9

(r 3&4), no causal

i- relatlonsh.rp between market share

anq profltablllty can "be expected
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3 o : i b
e i
: 'A,(and‘therefore*nosoorrelation);,
' ’ oot
" 2 .

(AOS and
_SPEC) were measured and’ the correlatlon
between market share and profltablllty

- In chapter 8; the condltlons

v calculated (under the,,‘condltlons;
f“‘[“spec1f1ed in chapter 7) “fk S
; o ot VUL - »"ﬂ '
‘Qf“‘The results ‘in chapter 9 showed that
where the: theory had predlcted a stronq
”causal link, the data showed a strong
{'correlatlon.r “Where the theory had
“kpredlcted no causal- llnk the data had o°
R ishown ro correlatlon. -y(‘n; e

.Fortexample (us1ng the—medlan method)
- in quadrant 2, whé/e the theory

: suggested a strong cgrrelatlon, the
. . slope .of the reqress1on llne was
V found to . be 0. 862
in quadrant 1,

where the theory
: suggested a weaker correlatlon, the

< - slope of the regres31on llne was.

- ~found to be 0.386 ’

- in quadrantslj&4 where the theoryr.
suggested”no oqrrelatlon,~the slope
of the'regressron line was found/to
be 0.099 | (Table 9.5 p209)

S

N

~ w ' B Id

n

Also, - the probablllty of the correlatlon
'belng due to a random process wasVO 004 in
quadrant 2 (where the theory c!«ugggested a.
strong correlatlon) and 0.608 for -quadrant '

3&4 ne

(where the theory ~ suggested
o correlat lon) o - G ! \ ' ) 't',\ -gs\“’
- o A i . r,/ (?‘
o “ Lo )
N N
“op | H (“‘}

fe : . U
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To. add to thls, the values obtalned torvthe

'correlatlon coeff;cments

;was obtalned

-chapter 7.

supports*the theory.flev/

R T ( PULI T
o SO oy ~
o Dy fY“

sty o

i

- in quadrant\? an r-

-..,,

in quadrant 4 an r
was obtalned

(r squared)

squared of 0. 461

squared of 0 174

- *I'

1n quadrant 384" an r- squared of

0 010 was obtalned

{Table 9.8 p210) ™

‘Thms was  taken (1n chapter 10) - to-have
'"proved the theor{gthat was proposed in
Therefore,

" because the

| fﬁtheory can now be assumed to be true,

Jprofltablllty

% to- exist between market

’and'

correlatlon cannot be spurlous.

I IR 'ﬁsummarlsed as follows-

‘Jf o under'the condltlons proposed a causal’
- link (dlrect or 1nd1rect7 can be taken.

and?
the

share
“berefore

alsor‘;

| | The:
! : logic for the above state\ent ‘can’ be )

)

=i




.
ST

Therefore the orlglnal theory must have

been correct.

o

-

o

‘mhereﬁore

there

must

be

a

3

causal

relationship™ between market ~share and

profltablllty (in quadrant>2) ‘becausge

. this 1s the'essence of what the theory -

states .

rthe
between market share and profltablllty

Therefore correlatlonr

measuredf

o o Y . VLI o
- DISCUSSION PAGE 245
! g 5 ) ’::“‘. ;R‘; ~.
. BT o 2. a "'{ 5 ot o
The theory was used to predlct the
: strength of ‘correl atlons under spe01f1c
conditions. . v > )
> S P J ’
o .11 P > .
yad i R - - BRI
-, The conditions were measure ~and the =
. - ~correlations calculated. .’ -
“The " measured“ results matched the
predltted results - o
i 1

(in quadrant 2) cannot" be spurlous and_‘

must be the result ‘of the underlylng
causal’ relatlonshlp , . T

- - o [
I S &
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~—right questions, weré ablé to idéntify KSFs

i
.,

o i : o N U‘/J VU- B ¢ r‘
CHAPTER 10 . . . DISCUSSION - ./ PAGE 246 s
AR T o 0 R T . s
; - » " This is not~to‘say'that all‘the corre1ationsr T
- A obtained in the analysis were causal in’
5 rorlgln.' Clearly, the corre‘atfon obtalned ‘ )
f,f R
o
, }' 5
| . ; £on- g
iy a quadrant 2 there is a causal reﬁan'onship o
Pl ‘between market share and profltablllty» '
L e 10.10 CONCLUSION = - f R A

It may be argued that tha, theoretical '
framework ‘developed 1n//Chapter 7 s' a.

" -tautology.” If the key success factors are
spec1f1c to’ the 1ndustry and are subject ‘to
advantages of scale then there w1ll by R
deflnltlon be a causal link between market ”
share -and profltablllty ' Whether ~one
the

value‘of this research 11es in that 1t has

‘believes this to be the case or not

demonstrated that the- theory is practlcally
appllcable i.e. that managers, if asked the -

and rate specificity and advantage of scale
to the extent that the SBU was categorised .
This shows that
the: same procedure could be ‘used Wlthlﬂ a

in the correct quadrant.

firm for strategy formulatlon.purposes w1th
-a hlgh probablllty of success.

- 7 . - bl

- . 2 . .

ThlS{}S not meant to 1mply that a strateglc
fox «of "painting by numbers“ is advocated
for strategy formulation i.e. nanagement 1s,
asked a standard set of questions- and

i

i
e
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% Id . ol e : : i
_ . PAGE'247 - . =
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' "’«aécordiﬁg to the results obtained the 'SBU is

- the

. :anreased proflts

) 1ncreased market’ ‘share.

_increasing market share management should . . e

o

woe P [

class:.f:.ed rnto a partlcularg‘ quadrant where .
a standard strategy is appl\lcable.u On the o \_
tontrary, what 1s implied is that there :gvs

‘no. maglcal proflt 1ncrease brought about by,, )

In each case the . 8
KSFs need to be understood by management and :
1mp11catlons * of mnd ' o
advantage of scale explored and understood e

. spec:.fn.c:.ty

Only then can strattgles be formulated w1th
‘respect to market; share. .
o’

If there are

[
be

i

obtalned by

understand the. exact mechanZsm at play. and
‘how to explo:Lt it. - These mechanlsms are

11kely to be dlfferent in every 1ndustry and

be dlfferent however the concept and theo::y' B
developed in this research 1s believed to be« -
generally appl:.cable. , o - T T

‘ T’n i 2l \\ ‘ ) ) . R ' ‘ Cn . N a2
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Appendix 1~ :  BACKGROUND TO PIMS

IR

~The PIMS data base has been w:.dely used for research in
the strategy area and is often quoted in the llterature.
'(PIMS stands for Erofvt lmpact of Marketlng Strategy) .

Bac}cgljound to the PIMS p;ogect is given by Abell (1979,

"To find better ways to explain and predict
operating performance, the PIMS project was

initiated in 1960 as an :Lnterna "‘roj‘ect at the

-General Electrlc Company (G E.) .- rxft:e:r: several‘ ’
years of 1ntens1ve research and testlng, a

computer-based regreSslon model was constructeid

that "explained" a substantial part of the

variation in réturn-on-investment (ROI). The

- model used as 1nput data from a fairly large.
number - of G.E. businesses in diverse markets

and - industries. (Such models are called
"%r_oss-sectional .") The model identified those

factors that rélated most strongly te ROI and

provided an 1nd1catlon of their relatlve role

- as expl anatory variables. .. ‘ |

Development of the model continued throughout
the 1960s and early 1970s, first at G.E. and
then later at the Harvard Business School and
the Marketing Science Institute. At thi.s
stage the data base was enlarged to -include
‘many corporations in addition to G.E.. In-
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n

‘project.
than 150 companles operatlng more than 1, 000

. ®  What

1975, the Stratégic:Plannihg InStitute, afnon;
proflt corporatlon governed by ‘the 'member v'

companles,’)was, formed to
~In 1977,

manage the. PIMS
membershlp 1ncluded more

bu51nesses, drawn mostly*from the Fortune -500
llSt
or more of their bu81nesses to the data pool

These companles contrlbute ‘data -on one -

and 1n return recelve a varlety* “of useful

strateglc 1nformatlon ~on each

bus;ness submltted

plannlng

i

Among the most importantkquestions5Which‘PIﬁsgﬁ

addresses are- v S -

factors ”explain'
”typlcal levels of ROI and cash flow among
‘”varlous kinds of bu51nesses°

G .of ROI and cash flow is

on PAR™"
busrness, under glven market condltlons,

What
“normai":or

rate
in ‘a given type of

and us1ng a glven strategy7 ¢

®  How will ROI
performance,

and other measures of
in a sp301f1c business, be
affected by a change in the strategy

employed? o ' o

° What are promising directions to explore

to 1mprove the performance cf a g:wen

_ business? e o B ’ 8
- Answers “to these questlons are useful to

management both in establishing:

specific ways to reach them.

differences,_in

overally
objectives for a business and in identifying,

Consequently
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~

PIMS contrlbutes to® several stages of the,
='tra't:eglc plannlng process outlined in Chapter
1. . In_adm.tlon, PIMS can be usedn to help
forecast‘ profits, to help make effectlve :
allocatlons of capltal manpower,~and other"'
_scarce resources, T te .measure“ managerial
"performance (by - comparingf "expected" = with
" mgetual" profit results), and to appralse new
bus1ness opportun1t1es."'~
T ) | — 7 ae N \,\'
“Accordinguto Buzzell and Gale (1987, pVII). the PIMéadata
base had grown to include arophd 3000 businesses in I9§Z:

Theﬁvalidity of the PIMS approach has been questioned
(and’ defended) byimany\authors. A number of authors
(e.g. Prescott et al, 1986,) ongect to the analytical
‘method employed by researchers rather than the database
1tself. Specifically, ‘"uncritical poollng" of non-
homogeneous data has been heavily criticised (Prescott et
‘al 198§, p388) . Othe§7authﬁrs are critical of ‘the PIMS
‘approach in gener%l'(e .g. Lubatkin & Pitts, #@85) and
believe a more fochsed approach is beneficial, i.e.

"while the PIMS model may provide‘bood competitive
3\ information, 1ndustry specific medels may be able to

\ provide better 1nformatlon"

v

o (Lubatkin & Pitts, 1985, p9l)

Other authors have a more balanced view (e.g. Day,‘1983
Kehoe 1983) and belleve that whlle some of the claims

-made by certain PIMS protagonlsts may be out:of line, the"

PIMS data base does make & useful . contribution to
strategy. In one study where the measurement error and
reliability of PIMS data was tested, the results were
found to be good. ' %H
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APPENDIX I PIMS T 4. PAGE 277
A "On balance however, the ”“hlgh rellabllltles and low )
: . measurement - “error components *observed ‘across
‘measures and Gsamples are - consistent w1th the
‘ hypothes:.s that. stable traits underlle the relatlve
. competlt:.ve strategy measures and that a hlgh degree
- -of correspondence exists between the measures and
S ‘the concepts they represent" ' I -
) < (Phll,llps‘, Change & Buzzell, 1983, 0p37)
N Although the PIMS approach is not perfect it is an
- objective attempt to measure strategic variables in a -
stand{rdised ‘manner, and has therefore been used as a
basis for measurement in(gaf;’f’his study. S
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~ APPENDIX II

PIMS DATA CAPTURE SHEETS

'PAGE 279

!l DAIA FORM o
- ¥ he LMITED INFORMATION MODEL
’ VpﬁoM : o k\,BﬁS:BO._____________
' PIMS  STANDARD °  DATA FOR

. COMPETITIVE POSITION & ACTION

~ MEAN  DEVIATION
1. % MARKET SHARE L 23.6 a
2. '§ RELATIVE MARKET SHARE et 62
3. RELATIVE-PRODUCT QUALITY ~  25.9 28.7
‘4. RELATIVE PRICE 103.5- 7.1
§. % EMPLOYEES UNIONIZED © 48.3 ' 32.9
6. % NEW PRODUCT SALES/SALES - 11,9 -~ 17.5
7. % R§D EXPENSES/SALES ‘ 2.4 2.5
8. % MARKETING EXPENSES/SALES 10.8 9.2
CAPITAL § Pnonuctxow STRUCTURE , . ,
9.8 ruvssrwsx aLEs - se.l - 284
10. % INVESTMENT/VALUE ADDED 96.7 40.5
11. & FIXED CAPITAL INTENSITY '~ = 52.3 38.7
12. % VERTICAL INTEGRATION ~s8.8 13.8 -
13. VALUE ADDED/EMPLOYEES ($1000)  30.0 - 18.0,
14. % CAPACITY UTILIZATION 78.6 6.0
MARKET ENVIRONMENT o :
©15. REAL MARKET GROWTH RATE 8.2 9.9
16. & SHARE OF 4 LARGEST FIRMS 56.5 26.2
17. 3 OF CUSTOMERS = 50% SALES 12.2 - 10.3
18. 'PURCHASE AMOUNT-IMMED. CUSTS. §.2 S 1.2

FOR PAGE 3:
($)SALES (IF UNAVAILABLE ENTER 1000.0)
___ ($)ACTUAL ROl .
FORECAST REAL MARKET GROWTH RATE (%/YEAR)
FORECAST SELLING PRICE GROWTH RATE (3/YEAR)
. STANDARD MOVES ====--=---- ORi=-cmmme- CUSTOM MOVES:
204 OVER § YEARS ; 7

MARKET SHARE

CVER
$DOWN .

THIS BUSINESS

___ YEARS
ABUILD

INVESTMENT/VALUE ADDED:;

© THE STRATEGIC PLANNING INSTITUTE 1980

-

P

©

A
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.hppendi¥7IIi

- “intitial analyels ‘that was performed on the-data.
- begin,

,all variables are plotted against ROI. S
"this was inappropriate as seen from the graphs but/this 4 -

]

T &

" GRAPHS AND CHARTS

INITIAL am;.ysis‘

In1t1al Analy31s and Graphs of the PIMS (SA) Data Base

T

X

Thls appendix ccntalns a- graphlcal overview of rhe bt

To :
descrlptlve charts are presented rand thereafter

(In some cases’

‘was an exploratory analysis. and is presented as. su h)“

- The aDpendlx takes the foxlow1ng form

A o i

Flg A3 01 to 23.18 are frequency charts of all varlables

“in the data base using the modified data (as described in

Chapter 5). The definition of the varlables are the same

;as the PIMS definitions as descrxbed 1n Chapter 5

Flg A3.19 to A3.35 are plots of all varlables agalnst ROI[‘WL ?
w;th,arllnear trend added and a 95% confidence limit. )

Fig A3736 a, b and ‘¢ are charts of market share vs =

"profltablllty using dlfferent 1nterval mldp01nts.j

e}

Exhibit A3 37 "gives regress1on 1nformat10n for the
relationship between prof;tabrllty and market share.
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