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SUMMARY

this thesis is a stud.y of the growth of the fin¡ in relationship

to the size, profitability, rnarket structures and other eeono¡nic attributes

of the ind.ividual firn. The study is nainly based^ on ân empirical

analysis of 402 selected. A¡¡stralian public eompanies whose shares were

listed on the syd.ney stock Exchange between 1950 and. r9G7. lhe filros

were primarily engaged. in va¡ious manufacturing activities during thís

18 year period. The nain sources of data for the study are the individual

accounts obtained fron the annual conpany reports. 1?re growth of the

firms is measured by the increase in net capital assets.

The ain, approach anrL the scope of the thcsis are presentecL in

the introductory chapter (Cfrapter I). The size and business activities

of the 402 firns are first examined. in the context of the ¡rarket stn¡ctures

in which they primarily cperate. Because these fi::ms are liste{ public

compa:ries, the¡r are nostly reLatively large firns in the total companjr

population. Despite this, however, we find that their reLative posÍtion

in each industry varies considerably fron being the largest firm to being

one of a nt¡mber of similarly sized. conpetitors. The market strrrctures in

i,¡hich t}Le 4o2 firr¡s operate also vary considerably, frorn sir:gre finn

nonopolies downr,¡ards, and changes j-n concentration ratios are observed in

ma:ry rnarkets during the 18 years stuùied.

Having acquired. background knowledge of the firns, their

profitability ancl gtror.¡th are examined in relation to their absolute size.

Qrestions are asked. whether larger firrns grew faster than srnaller finms;

and. trhat d.eterminetl the fimst profitabiliW and gowth. lhe problens of

aergers and. entry of new firus into industries, and the associaf,ion between

profitability anrL growth of the fims are also exanrined. In brief we find

that there are wido differences in the rates of profit and. growth between

individual fi:r¿s and. we suggest that this is largery explained. by the

differences in ma^nagenent - d.ifferences in managerial quality, skill and.

motivations. Ttre threads of our thesis concerning the inportance of
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managenent in deterrrining the profitability and gfoi+th of individual firms

are drar,m together in the last chapter where the observations and discoveries

made in previous chapters aïe presented. in an integrated fom.
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cûiPrm I
ÏN1RODUCTION

SECTION f: T?re Froblem

The theory of the firn has long been the source of controversy

anong econor.tists. Íhis is because, apart fron the necessity to constnrct

a general theory which e4plains the business behavior of firms of vexious

types, the analysis of the growth of the firm has an irnportant bearing

upon a nuraber of related branches of economic theory. For example, an

explanatíon of investnent decisions of the firrn is requireri. in order to

exanine the capital fornation pTocesses of both ind'ivirlual industries and

of the econorûy as a whole; an explanation of changes in investment and

output policy of firns in response to changes in narket demand offers an

important gujid.e to policy makers eoncerned with price and. ouþut levels;

examination of factors which d.etervline i-nvestnent and the inüroduction of

new technolory by firms is also extremely important in errrlaining the

developrnent and industri¿lization of an economy.

.A't the risk of some distortion arising from the brevity of our

treatnent we may su¡n:aarize the develop::rent of the theory of the fi¡r:r as

forrows.(I) Generall-y speaking, the earliest theary assrrmed that

conpetition ïras perfect and. asserted that the object of the fi:ra was to

marimize net revenue under given factor and market prices and production
lc\

technoIo.ry. "' the theory was later extendod. by the introrluction of

inperfect market cond.itions anrì. various \4pes of theories of monopoLístic

conopetition and. oligcpolistic competition r.rere suggested. lhe

oi-igopolistic theory, however, led so¡re econornists to focus attenti.on on

the rinter-rLepenclencet of firns and th¡s to introduce tindeten¿inate

factorsr into the innut, output and investnent rlecisions of a fi:m.

However, many stud.ents consitLered that these market revisions left the

fi¡ndamental wealness of traditional theory un"eltered and several atternpts

(f) Por an extensive review, see R.Îvl. Cyert and J.G. March, /r Behavioral
theory of the Firtr (lrTew Jersey: Frentice-EaLl, 11963), pp.4-L6.

þ) For a precise sìlmmåry of traditional firm thecry, see, for example,
J.M. Henclerson and R.E. Suandt, Mlcroeconomj-c Theory (New York:
McGrar¡ I{i11, 1958), Chapter IfI, and P./t. Samuclson, Foundation of
Econornic Analysis (Cu*¡ri¿Su, Mass.: Harvartl Univ. kess , Lg4iT:
Chapter TV.
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have been made to conpletely re-eonstruct the theory of the fim, One

g?oup of econonists re-exa¡rined. the motivation of the firra.

A. Papandreau, for example, suggests that organizationaL goals grow out of

motivational Ínteracti.ons among the finnst persoru:el and that the tgeneral

preferenee fi.rnctiont is prod.ueed in ttr:." *uy.(l) tr{.J. Baunol, on the

other hand., suggests that firms try to naximize sales with a secured.

¡ninirÌua profÍt consürai.n*.(e) Arternativery, Iï.a. sinron suggests that

firrm,s seek onry 'satisfactory profitsr evaluated. on the basis of

alternative policies of the ,r*. (:)

A second group of economj.sts suggest that the theory of the finm

is prinrarily a theory of markets wh:ich exprains only the general lever of

resource allocation by the price s¡nten. fhey süress the inportanoe of

the internal altocation of the finnts resources and. the process whereby

its priees and output are set and. its investnent policy ís decid.ed, and

they attenpt to construct a.new theory of the firo based. on the anal¡rsis

of the firmrs decision-m+kin8 Uut"oiot.(4)

another nethod. of re-constnrcting the theory of the fir:n has

been suggested by E. Penrose, J. Downie ancl later by R.L. uu.ri".(5)

Based essentially on the assunption that the management wishes to maxÍuize

the growth of the firm, these wri.ters attenpt to ans¡rer the question:

tlvhat linits the size of firms?r, and. to explain the growth of f,irr,s in the

light of ùifferences in decisions mad.e by d:ifferent nanagements.

(t) A. Papandreau, tsome Easic ProbLems in the theo:y of the Fimr,
B.F. Ealey (ed.).4 Surnev of Contenporarv Econoraics (Homerood fl-l.,
R.D. Irrfin, L952), Vol.2, pp.1B]-2f9.

ß)II.A.Sir¡on,'ABehaviora1ivfode1ofRationa1Choice',@
gf Economics, vo1.6g, (reu. , Ig|i|) pp.9tst18.

(e) W.J, Bauaol, or (New Tork: Ea¡rcourt
Braee antt l¡Iorld., L966 fevised edition.

See, for example, Cyert and l{arch, E¡.cit.

(0xford: Besil
1958 J. Downie, The Competitive Process (Lond.on: Geralcl
1958), and R.ï¡. Marris

(+)

(5) E. Penrose,
31ackwe11,
Duckworth,
Capitalisnnr (Lot.don: Mcmi1lan. , 1966
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Ïn our study Ì¡e are also primarily concerneit w{th t}¡e tLlfferences

in nanagement - differences in quarit¡r, motivations and attitudes - in
searching for a¡r e:planation of the different growth behavior of incLivitlual

fi:ms' lfe begin, however, with a trad"itional approach and. examìne the

concept of optimun size of firms and. econorries of scale - the conceivable

advantages and disadva¡tages, if any, of firur,s being a partÍcular sj-ze.

Originally, economists generally used. the term foptimalt size as

a sJmonyn for rleast costt size and, assuning perfect competition, the

fmost profitabler size. Thus all profit naxinrizing finrs should. grow

uatil they reach such an toptimalr size. frowever profitability - or

profit raari¡uization - nay not be the sole motive of businessrnen. For

exaraple Penrose and Marris suggest that managementst energies are prinarily

directed towerd.s ensuring faster growth of theÍr fi:ms and Ïr-igher profits

a¡e aimed at only as a means towards tti" ur.a.(l) Ind.eed., if this

argument is accepted. in its entirety then the whole concept of toptinnalt

size nay be ùiscarded. fhus in order to explain hor¡ and. why firns reaeh

a particular size, and how and why firms move continuously fron one size

to another, attention should be d.irected. not only towards the profit notive

but also towards other conceivable aims which firnrs rnay pursue.

Econonic theory is a produet of the econonic environnent. As

the environment changes the theory will be accordingly rerrised.. lbr¡s the

concept of a rfirnr has changed. considerabry si-nce Marshalrts ti*u.(2)

Toclay we d.o not refer only to a sna1I finn engaged in narrufacturirg a

single product, or a set of closely related products, and setring in a

conpetitive narket. Such fi:¡ns still exist and their contribution to

narket supply is certainly not insignificant in sone sectors of

ma:rufacturing industry but as rprice takerst they have little influence

over their business environrnent. Nowadays ïre are more interested in the

role played by large firms in narrufacturing industry and in the econony as

I

(r)

(z)

Penrose, op.cit. and. Marris, -gpÆ.

fhe differences between modern corporations and. fir'ns stuclied in neo-
classical theory of firors are most extensively ùiscussed. þ Penrose,
op.cit., Chapter fI.
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a whole. These large firns do not confine their activities to one

industry oI even one economy. Rather, as profitable opportunlties arise,

they expand into a number of fields often outsid.e manufachrring altogether

and' they build up considerable poitrers ¡rithin their markets and even within

the econony. IIence through their large size, both in relative and

absolute terus, they are able to exert consid.erable influence over their
business envirorunents by nanipulating conswnersf tastes, the selling
priees of their products and the buying prices of their raaterialsr etc.

fn firrn, their controlling power allows them to und.ertake long:-nrn planrring

of theÍr future investment. fn this context we should note the irçortant

contribution of nanagers and entrepreneurs. As soon as rre dev:iate frorn

the neo-elassical r,rorld of small-sized fi::ms and perfect compefition, the

uital role of management and entrepreneurs in the business behavior of a

finn becone apparenr. 
(r)

fhe recognition of the importance of managerial a'd

entrepreneuriar functions in the expansion of firns has Ied. several

econor¡ists to attempt to incorporate the contribution of raanagerial

services into the ftheory of the fir¡ar or the rtheory of the growth of the

firmr' They include Penrose and i{amis, Baurool, H. Leibenstein ancl a

g?oup of organizatÍon theorists sueh as clert *rr¿ ¡t*"rr. (2) 
Our study

is oriented in a sirrrilar direction to these writers and. we seek an

eqplanation for the growth behavior of indiridual finns in d.ifferences

(f) Several economists have noted. that the irnportance of entreprenerrrialactivities and nanagerial functions arises ¡yhen narket stnrcfirrediffers from the perfectly corapetitive state. fn nonopolistic an¿oligopoì-istic ¡narkets the constraints imposerl by narket forees are
erpected. to be loose and. the scope for managerial choice to beconsiderable. See W.J. Baumol
theoryt, and II. leibenstein, rEn

tEnf,repreneurship in Econom"ic
trepreneurship and Developnentt,

Papers and Proceedings, vol. 58, (U"y
1968 , pp.64-7L, and 724j, and. C. Kaysen, rÎhe Corporafion: How
lfuch Power? lalhat Scope?'
Modern Sociqtv, (Carnbridge,

in E.S. Mason (ea.)
Mass.: Harvard Univ. Press, 1960

(Z) Penrose, op.cit., Marrisr oÞ.cit., Baumolrop.eit.rand. rOn the lheorys¡ Hrpansion_of the Firulr, ,Am"ricatr Economic R"vie¡r, yo1-.J2, (pec.
!962) pp. 1O7B-B?, Leibensteil, op.c.it; arlã-Eïocative Efficiency vs.I'x-Efficien"{"', anerican Economic Review, vo1.56, t,lr*ã-iõããi-pp.592-41!, cyert and March, op.cit. *t¿ o.g. ivilliamson, ;trtana6eriat
Discretion and Business Behavior?, american Economic Review, yo!.5i,
(Dec.t965) pp.tOSz-57 .
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between the quality, motivatioris and attitud.es of nanagernent. However,

the method of approach to the problen and the focus and the content of out

study are different from those of arry previous researchers,

SECTION IT: fhe Ânnroaeh

We attenpt to exarnine in the following pages the relationship

bet¡¡een the size, the profítability, and growth of manufacturing firns in

post-war A¿stralia u'ith special reference to the narket structure within

which these firms operate. The growth of fi:rne is exanined. in its

relationship to the fimst initial sizes (¡neasured by net capital assets),

profitabílity' the extent of the fluctuations in the rates of profit, and

the firmsr monopoly powers. It is essential to analSrse the growth and.

the profitability of fir¡rs in the frar,iework of market structures. [he

ty¡le of rnarket stru.cture in which fÍrms are en€ia.ged is one of the ¡nost

important factors influencing fi:msr deeisions on invest¡qent and. erpansion.

Several writers have studied. the conceivable effects of r¿arket strrrctu¡e on

an inclustryrs profitability and the variabíIity of profit rate, its rate of
/. \

technical progress, and the growth of productioo.\r/ But mrich remair¡s to

be done in the application of the krrowled.ge obtained fYom the study of

industrial organization to the analysis of the growth of firras. 3y a

carefirl exa¡nination of the impact of indr¡strial concentration on the growth

and profitability of finns we hope to provide some valuable new insights.

Our study which is based on empirical research will inùicate

that there are wid.e differences befween ind.ividual fir¡as in growth,

profitability and. other aspects of business performance. We ¡¡-i11 seek

the causes of these observed differences by first examining the

ctifferences in size of firms a¡rd. secondly the structures of the narkets in

which they operate. lûe w"iII find that these factors appear to provide

only a partial explanation and tlr:is indieates the importance of rtifferences

(f) See for exampJ-e, J.S. Bain, 'Relati-on of Profit Rate to lndustry
Concentration¡ Aroerican Manufacturitg, L936)40', @
of Econonics, Vo1,65 (ivov. 1951) , pp.297524, arrd E. Mansfi;td, 'Size
of Firm, Market Structure, and Innovationt, @
Economy, Vo1.?1, (pec. Lg6Ð, pp.556-76.
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Ín nanagerial quality as a cause of the varying business behavior and

perfo:noance of firr¡s.

Concerning manageri.al and. entrepreneurial functions, our

attention will not be confined. only to their role in the e¡pansion of

firus .psÆr but also, or rather in particular, to identifying and

tracing the ehang'ing natures and. goals of managerial personnel as their

finrs grow ì.arger.

Our basic statistical info:rnation is confined to selected.

A¡rstralian manufaeturj-ng industries for the period between 1950 and. 1967.

lbe industries and the period are chosen in order to obtain ¡aarinru¡n

comprehensiveness of statistical data. Four hundred. and two public

companies listed in the Sydney Stock Exchange in the period were exanined.

lhe qua.lity of the statistics and their sources is d.escribed. in Áppendices

3-8.

Beeause of the nature of our basic data some of the hypotheses

obtained. may be applicable only to the .&rstralia¡r setting in the specific

period considered. Nevertheless we are sure that ¡auch else of a nore

general nature can be learned from our stud.y and. it will serve, at least,

as a useful aid to the forrnation of ne¡¡ h¡rpothetical- rel-ationships bet¡reen

enpirical observatiorson the siøe and. the growth of firms.

Our analysis and resulbare presentect in five chapters. In

Chapter II we exarnine the narket strr¡cture of the selected nanufacturing

industries and. the changes in business concentration of these Índustries in

the period between 1950 and. L967, Ife then cÌassify the 402 firms in our

sarnple according to the strr¡cture of the narket in which they primarily

operate. Next we measure the size of the 402 finns in tenns of the value

of net capital assets, and changes ln their size disüribution u.ithin eight

rcajor ind.usf,rial groups and. r',¡:ithin the economy as a whole is exa'nined at

three d.ifferent dates, 1950, 1958 and L967.

fn Chapter III the profitability of the fin¡s is examj-r¡ed in

relation to their size and the tlegree of business concentration of the
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indust'ry in which they operate. the 18 years are dÍvid.ed. into three sub-

period.s and profitability of the firns is exa¡rineil not only on the basis

of the ar¡rual rate of return on net capital employed but also in terms of

the associatíon between profitabílity in one sub-period and the next.

The various aeasures of profitability of finrs are discussed. in the

Appendix to the chapter.

, In Chapter fV we exa'nine the assoeiation between the growth of

fir-ns' their size, and narket structures and. also the relationship between

growth rates in one sub-period and. the next. Froblems of mergers and

entry of new finns into a narket are also discussed. in the Ïtght of

d.ifferences in size, differences in the stages reached in the firast growth

processes' a.nd. the tifficulties arising fron the e:pansion of roanagerial

functions as the finns g?ol{.

ïn Chapter V, the analysis of profitability and growth is

brought together and. the relatior:ship between the two is exam:ined. in order

to offer an explanation for the growth of the firms.

fn Chapter Vf, we tentatively offer a theoretical explanation of

the growth of fir¡rs based on the observations and ùiscussions obtained in

the preced.ing chapters. The role of manageraent is particularly stressed..

SECTION III: r}re Pata

A detailecl description of the method by which the basic d.ata sere

collected., alrd their nature and coverage is given in Appendices 3-E at the

end. of the study. Br¡t for the convenience of the read.er a brief

explanation is given beIow.

A. Period

the period. studied. is the 18 financial years from 1950 to L967.

the period. is d.iuid.ed into three sub-periods, 195G-55, l)56-6l- and. Lg6247

inclusive. the dirision is based on changes in the general economic

environment in whieh our firms operate. lhe years L950-55 constitute a

period. still influenced. by the effects of the post liorld. '[far fI expansion
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and subjeet to abnornal fluctuations arising fron the Korean War. fn the

second sub-period the econony resr:med what nay be termed. relatively
rnol:nalt peacetlme operation although import restriction roeasures had

been inposed on ¡ranufacturing products. rn earry 1!60 ímport licensing

was a}nost completely removed and. the third. sub-period witnessed. ¡n¡ch more

competition from overseas marrufacturers.

B. Industries

t 109t itrdustries:

Our study of business concentration in Chapter If concerns I09

mazn¡facfu¡ing industries in A.rstralia in L962. fhe classification of

these industries is designed to serve best our present purpose and fr:rther

explanation may be found in chapter rI below. rn terms of nurnbers

employed. the 109 inclustries represent about 64 per cent of all manufacturing

industries (excluding theat, lieht and power') in Lg62.

r5lt industries:

For the study of growth and profitability of our 402 finns

betr,veen 1950 and 1967, we exclud.ed 39 industries from the original total

of L09. lhose exclud"ed are industries in which:-

i) no public tisted companies operated. for nore than six yeårs during

the 18 year period studied,

ii) the activities of raost of the finns engaged. are too widely

d.iversified for accurate classification of their main actiui\r
(see Append.ix D),

iii) either fir¡as d.o not provide balance sheet d.ata on a consolidated

basis or the reporteti. balance sheet figures are not sufficientty

detailed.

0f the reraaining 70 industries JO are integrated into 11 J-arger

industrial groups consisting of six groups in each of wldch two original

industries are integrated, three groups in each of ¡rhich three original

indr¡stries are integrated., one group in whÍch four original industries are

integrated. and one group in ¡rhich five origínaI industries are integrated.

the groupings were deterr:rined by the fact that the firms involved were
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practically all engaged. in two or ciore related field.s - for exaraple the

t<nitted underwear, lcritted outerwear and hosiery industries are integrated

into one large industrial group becar¡se fi:ms engaged. in one of the three

industries a¡e nearly ar1 engaged in the remaining industries a.s *il.(I)

Ás a result lre are left with 51 newly elassified industríes in

which to stud¡r the profitability and. growth of fi:ns. ßrey represent !2

per cent of narrufacturing industry in terrrrs of rnrmber ernpl_oyed ín L962.

C. The fir¡¡s

Our study concerns 402 public companies listed^ in the Sydney

Stock Exchange some time during the period between 1950 and. 196? end their

major activities 1ie in our '51t industries.

i)

tL)

111 /

These 402 firms are elassified. into three categories.

\46 t0ontinuous finnst ¡+hieh operated. continuously all through the

18 years studied.,

á3 | Discontinued. firns I vr?rich operated as independ.ent concerns in

l-950 but were acquired. by other firms (¡otf, insid.e and outside our

sample) sometir¿e before Lg67. fhere are also 45 fi:ms which

entered our sarople after 1950 by obtaining public listing: in the

Sydney Stock Ekchange after that d.ate but which were taken over

before 1967. Ife may refer to the latter group of firns

independently as rShort-lived. firast but they are includeci in the

rliscontinuedr group for nost puryoses.

145 rNewly entered. firnsr which were first listett in the Sydney

Stock kchange after 1950 and. were still in operation in 11967.

D, Valuation

Value of assets (totat employed capital and. net assets) and net

lncome (b"fo"" and after tax) are the book values reported in tÏ¡e bal-ance

(i) This does not necessarily nean that all or even the
producers are ma¡rufacturing these three products.
of fí:ms other than listed public conparuies in each
underwear and outerwear, and. hosiery industries and.
engaged in only one or two of the industries. [he
course, in our other industrial groups,

majority of the
there are n¡mbers
of these lsrittett
they nay be
sane applies, of
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sheets of ttre firrns. lhe aacountirg date on ¡uhich the asset values are

based varies from fi:m to finu. lherefore r¡e have grouped. accol¡ntin€:

dates ¡rithin each financial year so that, for eranple, when we refer to

1950 ¡re nean the periocl between 1 July 1949 a¡d 30 Jurie 1950, All values

are Ineasured. in terrus 6¡ ar¡stxalian pounds even after the conversion to

d.ecimal curreacy ia Febnrary 1966.
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CHÄPTM. IT

MARI{ET SMIICTURE A}TD SIZE DTS1RTBUTION OF THE EIH\II,S

this chapter is devoted to a description of the nature and

extent of the industrial concentration of åustralian manufacturing in the

period between 1950 and L967. fhe study of the growth of finns in the

folloiring chapters draw upon the tentative conclusions reached here. fn

sectÍon I we examine the extent of business concentration, and its ehang:e

during the period consid.ered i-s examined in section ff. In section III

the ehang:ing pattern of the size d:istribution of our selected industrial

firrns is analyzed for the sane period.

SECTION ï: Business Concentration(I)

arthough several pioneer works have establishect the

:r in australia, (') .."""

little is ]cror'rn in precise ter¡ns about the extent and distinctive

characteristics of coneentration of industries in th-is country. Al-so uruch

of the published analysis has now become obsorete. [he failure of

industrial eensus authorities to request infornation on oweership of

subsidiary companies or to taburate the narket shares of conpanies is

natnly responsible for the paucity of inforniation in this field. In the

following pages an attempt is nad.e to estimate the degree of concentration

in .&"rstralian nanufacturing industries. the tenn rconcentrationt nay

refer to market concentration (business coneentration) or to the con-

cenf,¡ation of econonic polier (dorninance of large firms in an eeonomy a^s a

whole), or both. rn this section we consider the extent of business

(i) This section is largely based on oì.r previously publlshed. article,
f An Estimate of the Business Concentration of fustralian l¡Ianufactr:ring
fndustriest. Econonic Record, yol.44, (marcn 196S) ¡ pp.26-4l.

(Z) For example, A. Ih¡nter, tRestricti^ve.practices and. Monopolies in
A¡:straliat, Eeonornic Reeord., Vof .lflTîgOf), pp.25-52; and p.H. Karnel
and. M. Brunt,
F.W. Cheshire,

(Melbour.rre:
t963 , pp.48-102. On a related problen, see also

lùheelwright, ownership and control of australian companies. AE.L.
02

and E.ï¡. Wheelwright,
Sydney; Iral,,r Book, 1967).
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concentration measured. by the degree to whj-ch a small number of large

firms dominate an ind.ustry (or nartcet). Concentration used in the second

context will be considered. in section ITf.

îhere are various methods of measr¡ring business coneenf,ration in

this general sense. lhe ¡nost popular nethod is to calculate the proportion

of output or ennplo¡rment (or assets, etc.) accounted for by a fixed. nu¡ober

of the largest rit*".(]) Rhis measure has been used to analyze a¡¡erj-can

l.l
and B¡itish data\t/ but suitable statistícal infomation is not available

to enable reasonably comprehensive exan-ination of business concentration in

A¡rstralia. another less frequently applied method, anci. the one used in

the present article, is to estimate the nunber of the largest firns

required. to account for a given proportion of output or emplo¡znent. .å.

particular version of this second measure has been enployed. by M. Brlmt

for elassiffrng 142 åustralian narrufacturing industries in 195?-58 into

four groups of different concentration ratio".(f) They are:

I Ïtighly concentrated industries: the largest for¡r finns

accounting for at least l0 per cent of total emplo¡rnent in

each industry.

2 Fairly coneentrated industrÍes: the largest eight finns

accounting for at least !0 per cent of total emplo¡rment in

each industry.

f SLightly coneentrated industries: the largest twenþ firns

accounting for at least l0 per eent of total enplo¡rulent in

each industry.

4 Unconcentrated ind,ustries.

(f) The nethod.olory of measurenent is surveyed in G. Rosenbluth,
tMeasures of concentrationt, in
Polícy, National Bureau of Economic Research
tg55), pþ.57-94.

Princeton Univ. Press,

(Z) For exarnple, U.S. National Resources Comrittee, îhe S.truetr4re of the
1¡lerican Economy, 1939, Part f, Appendix 7; U.S. Department of
Commerce, Concentration of fndustrv Report, L949; H. Ieak and
A. Maize1s, rÎhe Structure of B¡itish Industryt
Statistical Societv, Vo1.108, parts I-fI, (tg+S
R. EVely and f .M.D. Little,
( Canibridge Univ. Press, 1960

Journal of the Royal
, pp.142-99; and

3) Karnel and Brr.mt, .S.:-9i!., p.?8.

)
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accorùing to Bnmt's conputation, welr over half of these 142

industries (covering 89 per cent of total manufacturing industries in

te:rns of emplo¡nnent) were identified as thighlyt or tfairlyr concentrated.

indusf,rie".(r) rt is clear in ttris approach that the selection of a 50

per cent share of elploynent as the basis for each concentration category

conceals many examples of nonopolistic, duopolistic or strongly oligopolistic

industry structures. This is particularly so in the small lustralian

economy where only a linited number of firms may be required. to satisfy

the demand of a particular market. Received. theory and. observaf,ions

suggest that there are important differences between the narket behavior of

industries wh:ieh are dorninated by one, two, three, four or five comparries

and. other industrieu.(e) Thus it is inportant, first, to enlarge the

share of the narket to be used. as the basis of the concentration roeasr.¡¡e-

nent; and., second, to specify the exact m¡mber of firms occupying thi.s

share in each industry. Such a procedure will d.epict more precisely the

state of concentration not only at the nonopolistic end of the spectn:m

but also in the mod.erately concentrated and even unconcentrated industries.

For this purpose a neasure which ind.ieates the actual nunber of

firms required. to account for 80 per cent of output or lemplo¡naent is

serected. such a measure was enployed. by Rosenbluth to analyse the

business concentration of manufacturing industries in Canad.a, a counùr¡r

which appears to have an industrial structure and, g fortiori, many

business behavior probteros similar to those of Austrarrr.(l)

fhr¡s in Table 2.1 business concentration in nanufacturing

industrÍes in 1961-6â has been tabr¡Iated. in terns of the number of the

largest firms required. to account for at reast B0 per cent of gtoss ouþut

(r)

(z)

ïbid., pp.78-81.

D.F. f\rrner, An
(Ca¡abrid.ge, Mass.: Harvard. Univ. Press, L959

For a thorough discussion of tÌris problem, see J.S.
Orsanization (New Tork: lrliley, l)5ù, pp.266-427;

Bain, Industrial
and. C. Kay.sen and

$) G. Rosenbtuth,
(Princeton Uni

tra
v. Press, 1957
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or employment. The rfirm' ís defined as the aggregate of establishnents

under single ounership and und.er the sarne trading n"*".(t) Eighty per

cent is chosen primarily because this proportion measures the nmber of

effeef,ive coupetitors ttho must be studied for a reasonably representative

picture of an industry. îhis percentage is also the easiest to estimate

fron the published infornation to hand in lnrstralia. Gross ouüput and,/or

emplo¡roent have been used, in this study because they are the best available

rneasures of the size of fitr".(2) We have sought prirnarÍly to obtain the

g:ross ouþut concentration ratio, as this d.irectly measrres the share of

the safes handled by the largest firrns in an industry. Br.rt the

linitations on information have forced læ to use employment figures for

the greater part of the study. (rui" does not appear to alter the

ranking of eoncentrated industries. )

0u¡ 109 manufacturing industries are arrayed. in Table 2.1 ín the

ord.er of their degree of business concentration, based. first on gross

output ratios and then on enploynent ratios (r,rhere €Foss output ratios are

not available). rf the degree of concentration is equal in two o? more

Índustries, then they are arayed in alphabetical ord.er. fhe study is

based only on published infonnation as shor¡n in the notes accompanying

Table 2.1; and the J¡ear 1961-62 has been chosen as the base year because

this is the latest year for which relatively comprehensive public soürces

(t) [ho points should be noted regarding the definition of the tfirrnf.
First, a subsidíar¡r company in which nore than l0 per cent of shares
or voting power is he1d. by a parent compa:ry is not counted as a
separate firu in Table 2.1. IIowever, there nay be some ¡ninor
exceptions where it has not been possible to arnend. available
inforrnation. second., this de jure d.efinif,ion of a subsicliary
company d"oes not necessarily coincide with de facto controlling power
of a parent company over its subsidiaries. Large companies are
sometimes able to control smaller ones when controlling less than 50
per cent of shar+-holdings. These two factors, therefore, may
contribute to an und.erstatement of the true extent of business
concentration in Table 2.I. See tdheelwright, Or¡rnership and. Control,
op.cit., pp.B2-110, on this problem.

(a) Apart from these indicators, there are some other statisticaL
indicators of concentration sueh as rproductive capacit¡rt and. tvalue
of assets'. Probabry the concept of ?value addedr (net output) gives
the best results. Different indices may result in some differences
in ranking. Generally, however, the possible d.egree of d.ivergence
¡'¡ould seen to be relatively small . For a ¡nore thorough d.iscussion
of this problem, see A. IIu.nter, Competition and the lraw (Iondon:
Al1en & ûnr,ri-n, Lg66), pþ.45-7; and EVely ana i,ittte, on.cit.r pF. j2-4.



Tnd,ustry

Ah¡rniníura smelting and.
refining

rlrms, a.nmun:ition (ex-
cluding eq>losives)

Ball bearings - precision
ground.

Glass bottles
Çovernment printing
lead. refining

Pig irrrn, s'ceel ingots and.
tin plate

Ship building, €tc.-
governnent

Sheet glass
Sugar refineries

fram cars and raihvay
rolling sto ck-governnent
and. nunicipal

Gelatine and. anirnal glue

Tnd.ex of Business Co

r (c)

Table 2.1

tíon, 109 ï{anufacturing Ind-ustries " Australia. 1 961-62

I (*)

35A66
750

30?51+

6,639 .
5,9t9\n),
1 

'95o\c 
)

I 1

1

Relation to industrial- classiflcation
of Conrnonv¡ealth Bureau of Census and

Statistics (vr)

Part of roxtracting and. refining of
other ¡retals; alloysr

X
Part of rplant, equipnent and. nach-
Í-nery, includ.ing riachine tools I

X
ï
Par-b of rextractj-ng and. refining of
other netals; alloysr

Part of tsnnelting, converting, re-
fining, rollÍng of iron and steellrShip ancl boat building and repair-

in6, marine eng:i,neering - goverrulentl
Part of tglass (other than bottle)t
Part of rfood, d.rink and. tobacco -
otherl

ï
Part of rfood", drink and tobacco-

other t

Part of tir¡d.ustrial heavy chenicals
and. acidsr

1

1

1

1

I

6 1159

100
J' Bot
5 r5W(")

1

(¡ 1

1

1

1

1

1

I
I

)

1

I
1

1

1

1

1

1

1

1

2

1

1

1

1

1

1

3

6

H\n
0t

Total nr¡mber
of finns (a)

Emplo¡n:ent
(r)

Nunber of largest
firns required. to

account for at
least BVI of

enplo¡rnent

Number of largest
firms required. to

account for at
least B{" of
gross output

Alkalies 754

ïloâ.r



ïnd.ustry

Breweries
Ceranic floor and. wall
tiles

Coke v'¡orks
Fibreboard.

ELax nills
Refined. zinc

Tin slelters

Cutlery and" flatr''¡are

Electric lan'rps

E:çlosives and. fj-reworks
ïron and- steel tube end.
pipe fittings

Matches
Ai rcraf t -manufa cturi ng

and. maintenance
.Artificial flon¡ers
Á,sbestos cer¡ent sheets

and. mouldrings
Chain and chains

Total nunber
of finns (a)

B

2
7
2

2
2

2

7

l+

5 1396

300
11853
1,o0o

149
(")

(")

270

669

11655

B,Jo3
539

11tl+5C
179

2r81l
202

TabLe 2.1 (continued)

z- (q)

2-
l;
2-

2-
2-

Relation to industrlal classificatíon
of Comnonv¡ealth Bureau of Census and.

Statistics (w)

Part of rbrioks and. tilest
X
Part of rwal1 and. ceiling boarls

(not plaster or cennent)î
x
Part of fextracting and. refirring
of other metals; alloysl

Part of textracting and. refining
of other netals; alloysr

Part of |cutlery. and. small hand.
tools t

Part of relsctric machinery,
cables and. apparatusr

x

tPipes, tubes and. fittings -ferroust
X

X
Parts of rplant, eguj-pnent and.
machinery includ.ing nachine
toolst and fother engineeringt

2- X

mainly

about

nainly

II¡& ¡

fl.€l o

c-
2-

2-2-

2

2
2

x
X

3-
3-

2

IIo&o

2-
It. o, ¡
Íl¡&r

[l¡êa

3-

3-
3-

Il¡â e

2

2

fl¡ô,o

(¿)

21

3

z

4
3-
3-

H\¡(t

Emplo¡rnent
(r)

Number of largest
firms required. to

account for at
l"east BS of
enrplo¡nlent

Nureber of largest
fírr¡s required. to

account for at
least BVrt of
gross output



TabLe 2.1 (continued.)

Tota1 number
of firms (a)

Enplo¡ruent
(r)

Nunber of largest
fir¡ns requíred. to

account for at
least \fl" of
enplo¡rnent

Nunber of largest
fi¡r:rs requíred. to

account for at
least Búfi of
gross output

Industry

Copper refinerÍes

Smooth floor coverings
-lj-noleun, etc.

Tobacco, cigars, etc.
Bi-scuíts
It[argarine
Paper-making
Petroleum refining
Cotton spiruring

Cotton v.reaving

lnotor vehicles

Rubber prod.ucts (in-
cluding tyres)

Shipbuild.ing-non-
governraent

Vegetable oils
Rad.io receivers

Plastic naterials

Ca4rets

nainJ.y
fl¡âr

about

about 22

(s)
about
about

8ra26

600

t+r914
6ro9z
11335
Br1)rt
5 r]3r+
3r5AO

2, Boo

451977

1¿|' olso

J, ooo(i )
725

1r5OO

900

2r1oo

about l+00

3

5

l+

e(e)
tltrl
11

1B

3o

1 5 (i')
20

9

17

5

3-

3-

a-(t)

¿{-.(i)
"'!.:{r,)

Relation to industrÍaI classification
of Con¡roruvealth Bureau of Census and.

Statistics (w)

Part of textracting and. refining
of other netals; alloysl

Part of rtextile and. textjJ.e goods-
otherr

X
X
ï
xr0i1s, nineralt
Part of rcotton spinning and.

weavingr
Part of teotton spinning and.

weavingr
rMotor vehicle-construction a.nd
assemblyt and. rmotor bod.iesr

tRubber good.s I

Part of I ship and boat building ancl.
repairing, marine engineering t

X
Part of relectrical machinery,
cables and apparatusr

Part of rind"ustrial arrd. healy
che¡nicals and. acid.sl

Part of rtextíles and textile goods-
otherr

Part of tmeat and. fish preservíngt

3-

fì¡â¡

flrêr
floâr
fIo&¡
fl rO, ¡

fI¡B,r

Il¡&o

flr&¡

fI¡âo

11¡8,e

ïlr&.

5-

5-

5-

3-
ttçl
3

¿raøaz

I+-

¿i-

¿l-

)

about fl eâ, r

5

5Fish-canning naín1y Ilo&¡ H\¡
o



TabLe 2.1 (continued.)

Tota1 nunber
of .fi:ms (a)

Enplo¡rnent
(r)

Nunber of largest
fi:ms required. to

account for at
least BÇ, of

enplo¡ment

Nunrber of largest
firrns reErired, to

account for at
least 85" of
g1^oss ouþut

Trdustry

Non-ferrous netal-rolL-
ing and. extn¡sion

Ice crean, butter, etc

Soap and cand.les
'!'[oo1 tops

Rallway rolling stock

Unbrellas and. walking
sticks

Internal conbustion
engines

Nevrspaper and. period.icals
Fortland. cenent
Ïreather tanning and.
currying

Done stic refri gerators

Hand.kerchiefs

BuíId.ers I hardware

Domestic washing
machines

Electric poirrer trans-
fortners

IlrB,o

about

about

naín1y
11r& o

about

about

JrSoo

101758

31300. _

2r)úoli )

51122

11oå¡

5

IIr&¡

II¡8 r
fIr&r

fI.â r

12

500

2,600(i ) 7- 1o(j)

Relation to ind,ustrial classification
of Comlonwealth Bt¡reau of Census and.

Statistics (w)

X

rButter factoriesr, rCheese factoríest
and. rlce creasr

X
Part of twool-oard.ing, spinning,
vreavingl

Part of rtra¡r cars and. railway
rolling stockr

x
Part of relectr:ical rnachinery,

cables arrl apparatust
l\

x

X
Part of relectrical rnaclr-i-neryo cables
and apparatusr

Part of rhand.kerchi-efs, ties and.
sca:t¡es I

Parts of lboxes and" easesr andrplant, equipurent and. machinety
includ.ing machine toolsr

Pert of relectrical nachinery,
cables and. apparatusr

Part of teleotrical nachinery,
cables and. apparatusr

5

Il.&.

ll ¡â
5 (¡)100

17

r¡(i

1o

26

12

100
11

1o

7a

285

900
5\2
126

15,
3t

å,r, r

6-

8-

B

6 IIoê r
e (")
6

7-
B-

rl¡â r

Il¡êr

TI ¡€L o

Ilrâ ¡

6-(u)

17

4r175
about 21800

1r75O

1, Boo

7- 10
F\tl
Ê,

18 7- 11 Ilr&o



Table 2.1 (continued.)

Total nr,mber
of fi::ns (a)

Ereplo¡nnent
(r)

ltlurnber of largest
fiznis required. to

account for at
least Bffi of

enrploSment

Nuro.ber of largest
fi:ss requirecl to

account for at
least BV" of
gross output

Tndustry

Farn ilachinery

Cherni-cal fertili-sers
Man-nade fibres spinníng
and i,veaving

Concrete and. concrete
pnod.ucts

Pharnaceuticals

Ja^ur, fnrit and. vegetable
preserving and- vinegar,
etc.

Excavating, earth-nroving
and. construc'cion e quip-
nent

Hand. tools

Bags and" saoks
Valves

Electric switch and.
control gear

ïnd.ustrial chenícals

about 400

15

13

fl.â¡
about 150

15

20

about 13O

10

10-

10

13r"r

11-

13-

13- 15(")

about
about

40
65

77u

11 1363

Lrt537

3 1919

7 1116
¿Fr 00o

J+r 000

Jr8O0

121379

2r5oo
1,760

B-

9-

fI o€l ¡

10-

flrâ¡

1o
fl¡& r

flrêr

ïÌ¡&¡

ïIoâ,¡

flr&r
fI rê.

fl¡&r
Itr4 r

tL oB" t
Iloâr

Relation to industrial classification
of Comnorru¡ealth Bureau of Census and.

Statistíc" (*)

tÂgrioultural nachine s and.
i-nrplement s I

X
rRayon, rqrlon and. other synthetic
fibres I

tOther ceraent good.s
Part of rpharmaceutical and. toilet
preparations t

Part of relectrical i:rachinery, cerbles
and. apparatust

Part of relectric rnachínery, cables
and. apparatust

tJam, fruit and. vegetable canningr
and. rpickles, sauce, vinegart

Part of tplant, equipmont and.
nachinery includ.ing machine
tools I

Farts of tplant, equipnent and.
machineryt ancl rcutlery and.
snell hand. toolsf

X
Part of relectrical rnachinery,
cables ancl apparatusl

Part of relectrical machinery,
cables and. ai:paratus r

tlndustrial and heavy Chemicalst
excluC.íng laIkalies I

Television receivers

E1ectríc vrrires and. cables about

13-
15-
18

about l+o

about
n.&.

1 r292
1r6ao

2

13- 20
17

18
õ^LI

ts\¡
o,{50

à-98
,3o

11t 15-



Table 2.1 (contínued.)

Total number
of fi:ris (a)

Enploynent
(r)

Nr¡rber of largest
fí::r'rs required. to
account for at
least BØ of

enployr-ient

Nunber of largest
firms required. to
account for at
least \Ufi of
gross output

Industry

Donestic electric
appliances

Done stic cooking stoves
Electric notors
Machine tools and. netal
worklng nachines

Paints
Pr:nps

Roofing tiles

nVool scouringr carbon-
izing and. feLl¡rongering

Hosiery
Itnitted. und.erwear
\,fool weaving
Pl¡rwood"
Tfool dyeing and finish-
ing

Ferrous forgings

FJour nílling
Meat and. fish preserving
Donestic electric light-
ing fixtures

about 35

about
about

about
about
about

about

about

75 (i')
I+4

6o
1 ¿+O

73

l+7

50
?o(t')

'å3c, r
7o

45(h)
170

Jrtoo
t+r 600
21375

2,000
5'1F
1r5oo

1r600

2r8O9
7 þao
9,000
7 r9ao
31238

1r8Ìo7
i+r000

fLoâ ¡

fl¡&¡
2a

25

2c

-29
29_
3O
33
33-

20-

22

23-

25

27-

35-
37

¿+0

¿{o

lr-t -

2A-
21_

Ilrâr

ÍI oâr
23_

ñ¡âo

I). r& r

flr&¡
Orêe
II¡â,¡

72

Iloâe

Í1.â.
flrâo

40
llrâr

Relation to industrial classification
of Con¡rnonwea].th Bureau of Census and.

Statistios (w)

Pert of tplant, equipment and.
nachinery includ.ing machíne toolsr
rStoves, ovens and. rangest
Part of relectric machineryr
Part of tpLant, equipnent and.
rnachinery ínclud.ing nachine tools I

x
Part of rplant equipnent and nach-
inery includ.ing machine toolsl

Part of tbricks and. ti-Les, earthen-
vrare, ctrina, porcelain, tema-
ootta and. other cement prod.uctsl

X
Part of rhosiery and. o'bher lsïitted. goodsr
Part of rwool-card.ing, spinning, rveavingr
Part of rwool-card.i-ng, spinning, weavingt
rPl¡nnrood ni-lls (including veneers) t

Fart of rtexbiLe dyeing, prínting and
finishi-ng I

Part of rsnelting, converting, re-
fining, rolling of irpn and. steel I

x
ï
Part of felectrical machinery, cables
and apparatusr

!lrâ,¡
flr&o

)+rl+29

9r5l+4

H
\J]
F|¿

75 1r20o flrâ,¡



Total nr¡nber
of firrns (a)

Enploynent
(r)

Nunber of largest
fims required. to
aocount for at
least 9ff, of

er:rp1o¡rnent

Nwrber of largest
fi¡ms requÍred. to
account for at
least BVI of
gross output

ïndustry

Trave1 goods, hand.bags,
etc.

Autonobile parts
Cranes and. hoistse êtc.

Ments and" boysr read-y-
nad.e outer clothing

Struotural steel fabri-
cation

Itnitted. outerwear

lVooden containers
Plastic irroclucts
Footvrear-leather
Ferrous casting
Plaster and. plaster pro-

d.ucts

ïfonenr s outer gar-
nents, etc"

Furniture naking

Sau¡nills
Shoe repairs
Bakeries

about 1r5OO

Ilrêr

about Z.5OO
flrâ o

llr&r

a'bout

about

about
about

about

about

about

Il.& o

7181i]

380

)45o

2r5oo
1l+o ooo

2ttÐo

12rooo

B, 000
8007,

21608
10,554
24r275
9r5OO

Jr000

J4r 000

15 r261

29,97
31656

20r9a1

120 -
210 -

85-
1 00-

100
100
I )44

220

ÍIr&¡
fì¡&o
Il o€i.

fl¡å,r

fl¡&¡
!Ir& ¡

!1"4c
flrâ¡
fl¡&r
llr&r

Ílrt' ¡

fI ¡8, .

fI ¡€L r

Ilrâo
fI¡& o

Ilo&¡

¿+o

45
l+5

200
B4

2t$

250

fl¡â ¡

Table 2.1 (continued)

70-

Relation to ind.ustri-aL classification
of Conrûonrivealth Bureau of Census and.

Statistics (v'r)

Part of tbags, trunks and. other
good.s of leatherr

lMotor accessoriesl
Part of rplant, equi-pment and.
tnachinery includ:ing nachine tools t

Part of rtaiJ-orj:ng end read.y-nad.e
clothì-ng I

Part of rplant, equipnrent and. mach-
inery, includ.ing nachine toolst

Part of thosiery and. other laritted.
good.s I

rBoxes and. casesr
rPlastj-c nould.ing and. prod.uctsl
tBoots and- shoes (not rubber)t
rFoundries, ferroust
Parts of rline plaster of paris,
asphaltt and rfibrous plaster end.
prod.ucts I

Parts of rtailoring and. recdy-mad.e
clothingr ancl fd.ressmaking, hem-
stitchingr

I Cabínet, furnj-ture naking ard.
upholsteryr

X
tBoot and. shoe repairingt
tBakeries (includ.ing cakes and.
pastrl¡) t

X

l+5

50
50

75

3ta

21O - 22O

J+oo - )+5o

500

000
000
700

90c 1t
1¡
.,tt

F\n
ûqMotor repairs Iloêc 63,276

1r3OC -

31500 Iì oâ' o
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Notes on 'Iab1e 2.1

General: No d.oubt changes ha.ve taken place in the structure
of certai-n ind.ustries since 1961-62. It is also possible that
soae sources contain minor êrrors¡

(.) 0n1y firms engaged in production ín an industry in 196l-62
have been includ.ed..

(¡) Therelvas one nore smal.l firm enploying less than 1OO persons.
(") Outsid.e B.H.F. gr1f,up, a smal.l 

"r,ó.,ttt 
oi pig iron, steel ingots,

flat-rolled- prod.ucts, etc. v¡as nanufactured by the l¡ïesterrr
/tustralian government and. several privately-ov,rred. companies.

(¿) The ind.ustry consisted" of the manufacture of aircraft and- engines,
parts and. accessories, and naintenance activj-ties. Two conpanies,
the Connonlveal-th Aircraft Corporation Pty, Ltd. and. the De Havilarid.
Ai-rcraft Pty. L¿¿., and. Commonrvealth government aircraft factories
rrere engaged. in manufacturi:rg áircraft and. engines and a large
proportion of parts and accessories.' The roaintenanoe of civil
aircraft r,vas mainly carried. out by De HaviLand., and the nraintenance
of d-efence aircraft by the Commonwealth air force.

(") Based- on the gonertr*"ttt quota limitation given to rnanufaoturers
ín t965-66.

(f) Five refini-ng companies together r¡¿-ith some snaIl fi:ms engaged. in
blenôing, formulating, packing, etc.

(g) Four fir:rs and one naval clockyard. There v¡ere also many snall

l_

¡rard.s build-ing fishing and pleasure craft.
ß6a-U basis.
Exclud-ing railn'ay v'rorkshops.
1958-59 basis.
The Comnoruveal-th Bureau of Census and. Statistics recor"'d.ed. 276 fjrlws
in this inclustry in 1958-591 but the total number of fi:ms would-
probably have been 600 if smal1 fi-nas engaged" in processing plastic
articles had. been includ"ed.

J

(f) Un-iess othervrise stated., remplo¡nnentr means the number of persons
. directly engaged" in prrrd.uction.

(*) Tnclud.e<l in the enplo¡nnent of teopper refineriesr. Separate
information is not available.

(") Includ.ing sheet glass, glassvuare, safety glass and. glass cornporænts
for electric lanrps, but not includ-ing fabricating, sand.blasting,
leadlighting and. $azLng.(o) Ðstimate of Karmel and" Brunt for tl¡e year 1 957-58 (op,oit., p.8[).

(p) Tncluding some workers not d.írectly engaged. in prod"uction.
(q) Virtual regional nonopoly by States vras established.. However,

the N.S.Yf. marl¡et (v.'here about 1r9OO persons vrere employed.) rvas

oupplied. by three firms, and a sma1l part of the Queensland. narket
was supp1ieC. by a second. conpany,

(") Based. on infovrnation on enplo¡ment figures including workers
ind.irectly connected. v,rith p::oduction"

(") Emplo¡nnent is d.ifficult to estinate in this industry because of
important seasonal fluctuations i.n activity. The fi:ms concerned.
provide onJ-y rough app roxj-mations of emplo¡ment to the Department
of Trad.e and Ind.ustry see Stnrcture and. Capacit.y of Australj-an Food.
Processing Tnd.ustries, Piclcles, Sauces and. Vinegar, and Jam, Fnrit
eld_Vesetqble__qelpi$, March ß6A). Ti4rere, for example, a finrirs
work force rras given as tseveral hurd.red,st, wê mad.e a conservative
estir,rate of JOO. l,til:ere a work force rar.ge such as rlOO to 1r000l
was given, vre arbitrarily estinated. annual. emplo¡ment as lying at
the mean, ar 75O in this exanple.
Based. on the ni.r¡nber of cars newly registered in 1 96A-61.
In terms of quantity of output.
This is a rough estímate nrainJ-y basetl. on the círoulatíon figures of
metropolÍtan and country d"aily papers, netropolitan Sund.ay and.
Saturd-ay papers, and. major journels and magazines which take adver-
tisements. See H. L{ayer, Thq Presq !n Aqstfelaq (Melbourne:
lansaovrne ;ress, ß6;'); á@ey: Ausrrafian
Ad-vertising Rate and Data ser"iffiF.-fr , ß62-63 and 1 963-64.rXt indicates the sane industry classification as that in the
Seoo ndarv Pr¡od.uction Bu]-letin.

(

(t)
(")
(")

(no)
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Sources of Table 2.1

Government publications :

Commonvrealth of Austral !&t Report of the Co¡nmittee of Econornic
1965. Co¡n¡aonwealtlr Bureau of Census and Stati stics,

co Prod-ucti-on BuALe , Parts I anð ÏI , t961-62. Departnent
Industry Study Series the

.A.utomotive Parts , April 1 t
Australian Excavati on

ïnd.u , I t June 1 ,
tral- zeî Augu '1 Aus [eat]rer
,May1 1 ,

Paint , Jantlr,'ty 195 t t
sUseo trToo1 and. Fibre ,1 1 joint pu ication

with Bureau co s c Ind.ustr¡¡ of Australia,
May r 958; b s Ind. March -f958. Deparfuent of Trad.e
and. Ind"ustry other blications
sþg$g, January 1 ee1 of 1a , Novernber 1 5 t

Aus an Food. Prccessi tries Picicles
S 1

ù irecto t l96zi Survey

) um

,

pu
960

ctivi
Aus and. 1

a

tri Mo tion

op.cit.i A. Hunter

ian

and. tr\:ture
1 Board., repo s on various enquiries into
industries.

Sources other than government publioations:

Various company reports ancl trade journals.

Books:

Bushnell, re^1ian
(ed.) u The cso
Stnrcture on. a,

Economy op 'ci-t.

m

a

Ferro For

acl-
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are avaj-labIe. fhe classification of the 109 índustries is based. largely

on the one used. by the Conmoni,¡ealth Bureau of Census and Statistics, but

where necessaJT¡ these industries have been reelassified ¡aore specifically

so as to includ.e a product or a group of substitute (connpeüitive) products

in an inriustry. It is usually suggested that all products or enterprises

with large long-run cross-elasticities of either supply arñ/or demand. should

be eombÍned into a single ir,arr"tty.(1) For example if margarine is

regarded by numbers of buyers as a perfect substitute for butter, then the

margarine and butter manufacturing industries should be combined. a,s one

industry for this is a case of hi6¡h deriand substi-tution. ff nr.r¡nbers of

, produeers of chocolate often move into the biscuit producing field then

' th""" two industries should also be combined into one as they represent an

exarnple of hish supply substitution. our classification of the L09

industries, however, is nalnly based on the long-rr.in demand cross-elasticity

eriteria. Tlri-s is because information on cross-elasticity of d.emand. is

relatively easily available on an empirical basis sometines aided. by our

personal experience as consuners, whereas, or1 the other hand, or.r h:owleclge

about cross-elasticity of supply is very limited. for nost of the industries.

lhe relation between our 109 industries and the Sureauts industries is

explained. in the last column of Table 2.1.

Because the aim has been to give, with the extremely limited

information available, a reasonably conprehensive picture of the con-

centration of manufacturing industries in australia, some incomplete

statisüical d.ata have been used where they could be supplemented. by other

evid.ence. Ïn such cases the index is suffixed. by a minus sign índicatir:g

that it n':ay possibly be smaller than the given figure (i.". concentration

ratios are caleulated conservatively). iolhen exact figures are not

avallable, the possible ranges of estination sueh as t2-5t are given and

(f) The problem of industr¡r classification for the study of business
eoncentration is discussed extensively elsewhere. See, for exarnple,
M.R. Conklin and II.f. Goldstein, tCensus Principles of Industry and.
Product Classification', i.n Bt¡.siness Concentration and. Priee Policv,
op.cit., pp.15-55 and G"J. stigler f rntroduction' to Business cq.gs¡Eg&igIr.
and Friee Policy, lbid., pp.FI4.
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the average of these two figures is taken for arraying the industries in

Table 2.1. fn either case lab1e 2.1 is based" on a rcor¡servativel

estiroation of concentration ratios so that any adjustnent would. probably

need to líe towards a higher d,egree of business concentration. In spite

of all efforts, the coverage of the industries is not fuIly comprehensi-ve.

îhese l-09 in<lustries ernploy about 64 per cent of the nanufacturing work

force excluding the theat, light and powerr industries. The poorest

coverage is in the industry groups 'plant, equipnent and. machinery and

other engineeringt, relectrical machinery and. cables?, tsheet metal workingr,

and. tfcod. processi-ngt, It should also be noted that the concentration

ratios in Table 2.1 are based on the natÍonal market (except for the

brewing industry); no account is taken of the extent of regional or locaI

concentration, which can be substantial where healry transport costs are

involved. Also no allowance is nade for production for e:çort purposes.

Such a proeedure overestimates the market share of those firrns ¡¡hose

products are destined for overseas markets. 0n the other hand, the

significance of irnports has not been considered.; and. in certain instances,

d.epending on tariff levels and. varying from year to year, the role of

imports in providing conpetition is very important and. should. be brought

in to qualify the results. tr\rrther attention is d.rai¡n to these aspects

when we analyse the profitability and growth behavior of our 402 firms in

the following chapters.

ïn spite of these wealmesses, Table 2.1 provid.es us with a

certain perspective of business concentration in Aistralian nanufacturing

industries.

In Table 2.2, ottr I09 industri-es are classified into seven

g"oups. lhis classification is based. on the structural characteristics

of the industries as indicated in îable 2.1. lTowever, received. theory

and. observation of business behavj-or in industries operating under varying

clegrees of concentration were also taken into consideration when deciding

upon the exact d.ivid.ins lines.



culative Cl fication

lab].e 2.2

1,{anufacturi tries .{us 4

Concentration grouPs

1 Monopolistic & d.uo¡;olistic
índ.ustries

2 High-oligopolistic
ind.ustries

J l,{od" erate -o1i go i:olistic
ind.ustries

4. lorv-o1i go i-.o].i sti c
industries

I Unconcentrated. industrie s

6 Comi:etitive industries

7 ltigb-comPetitive
ind.ustries

Total

Description

No. of
stries

in each
class class

each

Largest 1 to 2 firies account for at
least BA/" of industryrs gross out-
put and./or enirlo¡nnent.
Largest 3 to 5 fir¡ns account for at
least BS" of industryrs 8r13ss out-
¡ut and./or enplo¡rnent.
Largest 6 to t O firus account for a

25

25

16

11

1B

least BCf, of inclustryrs gross out-
put anr/or enplo¡noent '
Largest 11 to 21 firms account for
at least Búrt of industrYrs Eross
ouþut anð,/ov en¡-lo¡rnent.
largest 22 to l0 firnis account for
at leaot 8Ç, of inclustrYrs Sross
output anù/or emplo¡rnent.
Largest 51 to 22O fi::ns account for
at least BØ of ind.ustryrs gross
ouþut and/or enplo¡rment.
l,{ore than 22O Largest fi-rnrs eccount
for at least \fl" of ind.ustryts gros
output anð./or enplo¡roent.

109 10o.0

1.6.5

1O.1

1l+.7

22.9

22.9

7.3

5.56

B

ê

% of no.
of ind.ustries

Cunulative

100.0

22,9

87,1

6a.5

JO.6

å5.8

9l+.4

115 1179

1ti+roza

67,565

I+9 1729

83rogt

71,737

167 rú5

7Oo,l BB

16.5

20.5

11.9

10.5

25.8

9.6

7.1

1o0.0

16 o5

37.1

65.7

53.8

76.2

ú.7

Cuniulativ

%or
mplo¡inent in 1O9

industri-es
oJ&1en

class
eachin eaoh

olass

tl
/o d"istríbution
of enplo¡runent
of each olass

in total aanu-
faoturing
i-ndustries

10¿

15'.1

ó5.)

13.o

.6.1

l+.5

7'.5

6.;7

P
c0

Source: Table 2.'l
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Theoretical criteria for classífying industrial concentration

are available in broad terms: fmonopolistic' industrj-es are those where

on13z qns large firrn doroinates, and. in rduopolistic' industries there are

two dor,rinant firms in terms of market share (or sone other alternative

measu"e). Four of the rmonopolisticr industries - ar'rÍrs and anmunition,

governnent printing, goverarûent ship build.ing, etc., and goverr¡nent and.

municipal tran cars and. rairway rolling stock - are controlled. by the

Connonlrealth governrnent or municipal authorities.

Based on structural criteria, tolipolistict industries are

d.efined- here as those i-n i.¡hich there exists a concentrated core of large

firns uith a cornpetitive fringe of smaller ones. 0f the biggest three or

four or more firrns, each is sufficiently large that any price adjustnent on

the part of one will perceptibly affect the others and presumably induce

reactions. Tn îable 2.2 the roligopolistict i-ndusf,ries are further

dividecl into three groups, thight, rmoderater, and ,lowt.

The rhigh-oligopolistict group consists mostly of ¡red.ir:¡r- to

large-scal-e industries in terms of employnent. Industries in this groltpr

together u'ith rduopolistic' industries, can scarcely ignore the inter-

depend.ence inposed. on business behavior by their small m.l-nbers. l[utual

und.erstancling and parallelisni of policy are likely between the J-argest

three or four or more firns on such matters as prj-ces, products and

qualities. If one of the firrns is sígnificantly larger than the others,

parallel behavior may take the fona of price lead.ership. fn these

circumstances the more overt collusive practices, such as formal or verbal

agreements on price or output, or observance of the recomnenti.ations of a

trad-e association, are tÌnnecessary.

ås the degree of eoncentration lessens to the fmoderate

oligopolistic' group, r,re may find several price-fixing arul. other col-lusive

practices Ied. by the core of larger firms or organízed. by marnrfactr:rers?

associations. This is perhaps becar¡.se simple interd.epend.ence carurot

fuI1y be relied. upon when the number of business units becoroes larger and.

the degree of interdependence declj-nes. Australia- wide price-fixing
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arrangements are known to exist in cement, builderst hardware,

pharrnaceutical, newspapers, period.icals and. pubrishing industries and in

sone sectors of the electrical equiprnent industrv. 
(r)

rn the 'Iow-origopolistict soup, there are 1r industries with a

fairl¡r large nunber of business units (an average of ?0 fir¡ns in ar¡

industry). It nay be thought that sone inrlustries in this group should

be ter¡necl conpetitive. conceivably they are. But few of them are so

structured that each of the 20 largest conpanies has approximately four

per cent of the narket. More t¡rpical of th-is group is a size*d.istribution

which gives 10 per cent or more to each of the largest three or four

conparries- the remainder of the market being shared. anong the smaller

compan-ies of the industry (u.g. excavating, earthrnoving constnrction

equipment; televÍsion receivers; erectric lrires and. cables; ja¡rr fn¡it

and. vegetable preserdrg, etc.; and hand tools), Such a stmcture

probably makes for a price learlership pattern determined by the largest

compan-ies. 0r alternatively, the price reconrmenrLations of the trade

associations are strongly influenceri. by this quasi-oligopolistíc group.

lhe remining thirty-two industries are further classified into

three groups, runconcentratedr, rcompetitiver, and. thighly-competitj-vet,

accord:ing to the concentration ratio. fhe ]ine of d.enarcation between

these three groups is dra¡,'¡n rather arbitrarily but we can see the r¡¡rnber of

business units and, the size of the industries increasing fro¡r the

tunconcentrated.r group through the tcompetitivet to the thighly-competiti-ver

gfoups. In these three concentration classes, a more tatonristict type of

price behavior might be oçected". But it is hrown that eomprehensive,

well-organized price-firing agreenents operate through a trade association

in some of these industries. [hey include paints, pl¡rvroods, autonobile

parts, footwear, wood. containers, fibrous plaster, saw rnills, bakeries

(f) Comnonwealth of Arstralia, Report of the Conroittee of Econo$ic
freouiryr op.cit., Vol.ff, Appendix G; Hunter, rRestrictive Practice
and. Monopolies in ¡\¡straliat , g!:_gi!., Appendix; and Kamel and.
Brunt, op.cit. , þ.96.
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and. soue autornobile repairing 
"o"t".(1) fn lioments hosiery ancl und.erwear,

(z)
sone rnajor fírrns are known to act as price leaders.

The preceding sevenfold classification of ma¡rufacturing

industrÍes aecorr1in¿¡ to the degree of business coneentration is tentative

although it is oriented towards receiveri. theory anrl influenced. by some

empirioal observation. Thus it atternpts to ri.isti.nguish structural

patterns which might theoretically be er¡rected. to produce different sorts

of narket conduet and which in some cases have been observed to d.o so.

Id.eally nore than seven classes might be required.. However, a classÍfi-

cation such as the above has the merit of recogrriøing that thighly

concentrated industriesr in Bruntb sense have in fact operated. under

widely var¡ring d.egrees of business concentration which nay lead to

differences in business conduct and. perhaps performance.

0verall, we may sum¡rarize the characteristics of business

concentration in our 109 ¡nanufactr.rring industries as folIows. First,

åustralian ¡nanufacturing industries provid.e several exanples of textbook

t¡rpe nionopoly and duopoly. There are six single-firn monopolies and. an

equal m:nber of two-firn duopolies which-together represent about 7 per

cent of enployrnent in our 109 industries and 4.2 per cent of the total

narrufactr:ring work force in 1961-62. fn all, the industries whÍch we

nore loosely classify as monopolies and duopolies employ 16.5 per cent of

the work force in our sanple. Second., the toligopolisticr ü¡pe of

stnrcture (concentration classes 2, J and 4 in Table 2.2) is very comrnon in

Á¡rstralia. lTearly half the industries considered fall into this categoryt

employing 17.2 per cent of the work force covered. by our sanrple. [trus

55,8 per cent of the work force in our sariple j-s ennployed in monopolistic,

duopolistic or oligopoli-stic ind-ustries. Third, collusive practices such

as príce agreenents seem to be fairly wid.espread in marrufacturing industries

(f ) Hunter, rRestrictive Practice and Monopolies in Arstraliat r .gLr-gÅ!.,
.Append.ix; and. Karme1 and Brunt, op.cit., þ.96.

(Z) Coanonrnrealth of -Austra1ia, ,
Vol.fI, Appendix G.
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in Australia. Íhe real extent of such practices i.s no ctoubt uuch larger

than is indicated in the avaj-labIe sources on which our sh;dy is ba^sed.

ft is not surprising to discover that nany examples of eollusive practíces

have been detected. in industries r,¡"ith relatively Iow concentration ratiosÍ1)

Itlhere h:igh concentration is not avairabre to encourage parallelism of

policyr price leadership, etc., it is only to be expected that an indr.lstrly

t¡-irr fall baek on restrictive agreements if the legal position permits.

In practice there nay be soüte examples of concentrated

industries r'rhich are competitive. The widespread existence of a high

degree of monopoly por^rer in the broad sense of the ter¡r in Australian

nanufacturing industries is nevertheress ind.isputable. rn order to

examine further the d.istinctive characteristics of business concentrati-on

and its causes in this country, systenatic study of ind.:ividual industries

supported.by comprehensive statistical data on fírms and plants is

required.

SECfiON II: Chanses in Business Concentra.tion- lQ50-]Q6?

Monopolistic and oligopolistic índustries are important in the

econoTny as a whole not only because they control large portions of the

nanufacturing output or work force (or any other size mea,sur"), but also

because they are engaged Ín mostly so-eallerl fbasic and strategict

industries such as metals, chenicals, transport equipment and. oil refining

which play an important role in the nation's economÍc developnent. The

econonic as well as quantitative importance of these monopolistic and

oligopolistic industries is said to be sigrrificantly greater in Ausfralia

than in the Uni-ted States of furerica, the United Kingdon and Canad r.Q)

But has this h:igh business concentration been increasing or

decreasing since the war? The absence of comprehensíve infornation makes

it extremelS' ¿1¡tt"ult to characterize the changes in business concentration

(i)

(z)

Hr;nter, tRestrictive Practice and. Monopolies in Australiat¡ gr:.cit.

Karuel and. Brunt, op.eit., p.87"
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in the post-war period. All that one can do is to compile fron various

scattered pieces of inforrnation a nr¡mber of rough indiees of the changes in

the d.egree of concentration either l'¡"ithin the manufacturing industry as a

whole or within various sectors of the industry in the period 
"orr""rn"d.(1)

rn spite of the pauciþ of adequate data much can still be learned.

lhe change in overall concentration for all business finns in

nanufacturing industry is a conposite result of a) changes in the relative

importance of d.ifferent manufacturing sectors insofar a.s these different

sectors enjoy d.iffering degrees of concentration, and b) changes in

concentration in inùividual sectors of the industry. thus the overall

concentration in marrufaeturing industry nay have risen ¡¡'ithout arry increase

in concen"ration within individual sectors because the seetors which were

originally highly concentrated have become more inportant. Íhis in fact

happened røith highly concentrated sectors (concentration groups 1 to 4

inclusi'¡e in Table 2.2 above) groi,Jdng faster than the rest of the namr-

facturíng industry. The rel-ative growth of oligopoly type of industries

was partieularly noticeable in terms of value added. fn ad.d.ition it should

be noted that this fast growth ín coneentrated industries largety took the

foru of import replacement by A.rstralian manufactur"ru.(') po¡ s¡nmF1e

W 1962 local manufacturers met practically all the donestic requirenents

in at least JI out of the total of 50 nonopoì-istic and oligopolistic

industries included. in Table 2.2. the market shares of local nanufacturing

in the remaining 1! monopolistic and oligopotistic industries range between

40 and 80 per cent. \rlhile lack of comprehensj-ve information prevents us

fron naking any general statement about the d.iffering importance of foreign

competítion j-n various industries, it seems roughly the case that the

proportion of the narket supplied by.Australian firms appears to be larger

in concentrated industries than in less concentrated. fields. Thiis

observation excludes a group of industries such as shoe repairs, notor

repairs and. bakeries which for geographical Teasons are virtually free

from arry import conpetition.

(r)

(z)

For the various sources of information used., seet8ourceg of Table Z.Lt.

References are those ineluded in tsources of Tab1e 2.1t above.
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&lg.: (t) Several industries which are not included either in Table 2.1
or in our'Sltindustrial groups are added..

(Z) For the classi.fication of concentration grouos, see Table 2.2
above.

3) &cluding public utility sectors sueh as Iight, heat and
pOI¡Ief .

Source: Conmonwealth Bureau of Census and Statistics, Secondgrv
Industries, 1950 and 1967.

The characterization of changes in business concentration in a

particular market is nore complex. Several pieces of rough qualitative

evidence are required in order to supplement the gaps left by incomplete

statistics. FÍrst of all, as we wiI] see in a later chapter, many of the

largest industrial firrns have been growing very rapidly. This trend ¡¡as

partl¡r due to nerger movements which reached peaks in L95L-55r 1959-61 and

more recently in L966-67. .As a result a great nr:mber of fin¡s of various

sizes were conbined to form ¡nuch larger fir¡ns than had. before existetl. ft

is reported. that roughLy 600 companies lrere delisted from the Sydney and

l,,lelbourne Stock Exchanges as a result of take-overs Ín the period between

1950 and ]-gøf.(t) fn additj.on there have been marry smal1 mergers ar¿ong

IabLe 2.3
(r)

Percenta.qe of Ehlploynent and Value Ad.d.ed. of Industrie.s

by concentration Group(2)

Letters to the writer from Sydney Stock Exchange Ltd.., LBhZhgæ,
and the Stoek Exchange of Melbor.irne, 4/tZ,/1968.

(r)

915.562
(roo.o)

1rr0r,865
(roo.o)

644,9e4
(roo.o)

5,frrr965
(roo.o)

247,93L
(er. r)

392,O44
(¡0. r)

L75,ILÍ
(zt.t)

980,8?6
(zg.t)

142,492
3t.q)

4LL,3r7
ßt.ø)

208,8?0
(=2.+)

B25,L?L
(e¡.0)

tBB,694
(zg.t)

lrL42,692
3+.a)

232,523
(zn.q)

373,L22
(za.t)

(ro.r)

72,309
(u.e)

353,226
(io.r)

61692,

,

9
ß2
.6)

L25
(

hployment

June l-950
(% ot the total)
June 1967
(% ot the totat)

Varue Added (€,'ooo)

June 1950
(/" ot the total)
June 1967
(y'" of the total)

ïndustries
Not

Classified

I tot'r

p;:;*tx
Concen-
tration
Groups
t-2

Concen-
tration
Groups
3-4

Concen-
tration
Groups
5-7
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non-listed. public and. private companies. 0n the other hand, we should.

note that a number of newly established firms appeared in various seetors

of the manufacturing industry. The Sydney and Melbourne Stock Erchanges

which only quote relatively large firms ad.d.ed about 700 new conpanies to

their lists during these 18 years, However, sone of then cannot reaL1y

be considered. as newly established since they were enterprises r,rhich had

previously been in business for sorae time as non-Iisted public and. private

ri"*". (1)

ÏfÌ:at then is the overall trend. of post-war business concentration -

ha,s concentration in each sector of narufacturing industry increased?

trfere the post-war merger movements big enough to increase concentration?

J.A. 3ushnell states that aLl but 68 out of the 678 nergers

identified in the period 1947-56 were s¡oalt (less than Ê!0Or0O0 value in

1956 price"). (t) E¡t after 1956 many mergers ?Íere on a very lsrge scale

and as a result many nelr industrial giants lr"r* ¡otn.(3) A large n¡uber

of take-oveïs 'weïe pronoted. in the nidst of rapid econo¡nic growth.

Progressive fi:rns saw strong incentives to grow qu:ickly and take-overs may

often have enabled them to achieve this desire both ranidly and cheaply.

Brrshnellts study ind.icates that the reason for mergers are marSr and

"orpt"*. 
(4) 

He nnay be correct in his conclusion that the firms concerned

d.id. not view the ad.vantage of an increase in market share through mergers

as an irnmed"iate arø/or prirne attraction, but our study shows that since the

nnajority of take-overs involved. firns in the sa,me industry and. ¡oarket the

end. result was the integration of the markets of nerged firrns. fn our

sample, 95 co¡rpanies were delisted. from the Syd.ney Stock Exchange in 1950-

196? due to take-overs by other eonrpanies (includ.ing public and private

companies, and other t¡rpes of business orgarrizations). 0f this total 5?

(r)

(z)

3)
(+)

ïbíd.

J.A. Fushnel"l, Arstr , (Melbourne Ïlniv.
Press f96I), pp.16-18.

Ibid., pp.180-9].

3ushne11, ibid.., see in particular pp.77-80.
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finns rvere absorbed. by compan-1es in the same induutti"".(1) Since

mergers replace two (or mo"e) snaller firms with a larger onc in the narket,

they counter the effect of new entrj-es.

trtle no¡¡ turn to a consideration of the extent of changes in

business concentration accornpanying the ,Australian merger movenents. No

one has yet mad.e any systenatic study of the resulting busirress

concentration j-n nanúfacturing.(2) The idea of changes in eoncentration

as a statistical concept is ambiguous and sometj,mes misleading. fhe

m:nber and, size d.istribution of selfers nay change in a complex t¡ay over

time so that while one measure nav ind.icate that the control of a market

is becom:ing: more concentrated, a second method may simultaneously indieate
l=\

the reversu.\" An ideal measuïernent of coneentration r¿ould require

complete information on the number and size distrÍbution of all sellers in

(t) In m.ore detail, there are 115 d.iscontinued firns in our sanple, 95 of
which ceased. to operate as independent concerns as a result of take-
overs. 0f these 95 , 57 firr¡is were taken over by companies in the
same industríes, lI by cornpani-es Ín related inrLustries, and- 15 by
corrrpani.es in unconnected industríes. fn the ren:aining 12 cases, r,re

were r¡nab1e to ascertain the industry classifications of the absorbing
enterprises. Jl similar pattern emerges frorn a study mad.e by A.D.
Barton of Äustralian company take-overs. Barton found. that in 1957-
62 tine majority (fO9 out of 200) of nergers exa.mined - which
represented. apnroxir,rately two-third.s of all public coüIparÌy take-overs
during the five year period - were achieved. between comparries
operating in the same industries. A.D. Barton, 'Company Take-Overs
in ¡lustraLia, 1957-62' llustralian Accountant, Vol.54, (Feb. , 1964)
pp.79-BB.

(Z) Karrnel and. Srunt refer to several factors wh:ieh appeared to have
conceivably affected the d.egree of concentration in the period.
Karme1 and" Brunt, o'o.c;lt., pp.60-1. ,An overall lorrg-run stability
of plant concentration in manufacturing between 1914 and 1961-4 is
d.etected. by P. Brown and. H. Hughes, but concentration by plant is a
d.ifferent coneept fron concentration of firm (business concentration).
P. Srown a¡td H. Hughes rÎhe i{arket Structure of .hrstralian Manufactur-
ing Industry, l9L4-I963-4', paper presented. at 40th Á¡.istralian and New

Zea1.anð. Associatíon for the Advancenent of Science Conferencet
Christchurch, New ZeaLanð,, 1968.

(:) I'or exarople, consid.er a market in which initially the J-argest four
firms control 60% of the total output, the largest eight suppLy jflo,
and there are 150 sellers in the industry. Over the succeeding 10
years the concentration changes and the rnarket control of the first
four firrns decreases to 5Øo, but that of the first eight increases to
85% and the total number of sellers d.ecreases to t00. Has

concentration increased or decreased?
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a market. Except for only a li-nÍted. nr¡mber of industries there is no

such information available in Australia. The best Ïie can do, therefore,

is to draw together sueh evid"ence as is ava11able in an attempt to provide

seve¡al rough ind.icators of changes in business concentrati-on. [he

devices used belolr are sinilar to those suggested by Bain when trying to

estinate the changes in concentration in Ánerican nanufacturi4g industry

for the {.0 year period. between 1865 and. 1905.(1) .Assisted by Imow}efue

obtained fron Table 2.1 above we are able to indicate some features of

changing narket structure in several manufacturÍng sectors by resource to

the three following indicators. (") Measurernent of the proportion of

the market controlled. by the single largest firm. (U) Measurement of

the proportion of an ind.ividual industryrs output supplied. by a linited

number (7, 4, 5 or 6) of the largest fims - in other ï,rrords measurement of

the extent of market control by the oligopolistic core of the irrOo"try.(2)

(c) Measr¡rement of the proportion of an industryts output controlled by a

larger number (fO to 20) of the largest firms in the irrA*t"y.(')

IIse of these three ind.icators suggests that concentration

increased in the fotlowing sectors of m.anufacturing industry in the period

1950 to rgoz.(4)

(i) J.S. Bain, Industrial Oreanizatiorrr gg-ei.!., pp.191-4.
Baínrs suggestions ïrere a mea.surement of the

proportion of the narket share controlled by the single largest firm,
the largest four firms, and. a sonewhat larger absolute r¡:nber of
finns in the industry.

(z)

3)
(+)

See p.19 above.

See pp.19-20 above.

In ord.er to estimate the changes in concentration in terns of the
suggested indicators, the follorring references were used. as major
sources in ad.dition to Table 2,1 above: Bushnell, op.cit., pp.L22-
165 and L92-2LL, and Department of îbade and fndustries, Ig@gSg¿
Studv Series (several series published. between 1958 and. Lg62).



ELclicator (a)

Sreweries:

Tobacco:

ïcecrean, butter, nargarine
and vegatable oils:

Heavy nachines (earth moving
and construction equiprnent
etc):

Inrlicator (b)

Paper naking:

Rubber products:

Siscuits, etc:

Wooden containers:

Carpets

Newspapers

l,eather pranufacturing :

frrdustri-al chemicals :

In¿icator (c-I

Jan, fruits antL vegatable
preserving etc.

Electrical rnachines:

l,Ioo1 textiles:
Itlool scouring, carbonizing,
etc.

I{nitting and hosieries :

Automobile parts:

Cranes and hoists, etc:

Bakeries:

Sar'r nills:
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from high-otigopoly to near *orropoty(2)

fron rooC"erate-oligopoly to h.igh-oligopoly

frorc low or norLerate-oligopoly to hish-
oligopoly

remained Iow-oligopoly, but the top fínl
i-ncreased" its narket share

nod erate-oligopoly to trigh-oligopo}y

moderate-oL-gopoly to high-oligopoly

moderate-oligopoly to high-oligopoly

mod erate-oligopoly to hig,h-oligopoly

rcod erate-oligopoly to high-oligopoly

low-oligcpo ly to rnod erate-oligopoly

unconcentrated to mod.erate-oligopoly

unconcentrated to low-oligopoly

unconcentrated. to Iow-oligopoly

unconcentrated. to low-oligopoly

conpetitive to uncc¡ncentrated

conrpetitive to unconcentrated

conpetÍtive to unconcentrated

corrpetitive to unconcentrated

conpetitive to unconcentrated

reroained high-conpetitive, but larger
firms increased their narket shares

remained- high-conpetitive' but larger
firms increased. their narket shares

,
lable 2,4

Chanees in Market Structures, 1950-1967

rndustries observed CþanEes in Market Stnrcture(l)

Notesr (r)
(z)

For the classification of market structr¡re' see Table 2.1 above.

îhe market structurc rliffers slightly from state to state.

The above observations can be suppleräented. by evidence relating

to concentrafion by plant as measrlred. by the mrmber of the largest plants

requirerl to aecount for at least B0/" of an úndustryts work-fot"".(1) Sueh

plant concentration increased in a significant number of relatively less

(f) Brown anrl Hughes, op.cit,, Table 1.
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concentrated industries and. was particularly noticeable in iron-foirnding,

wood. container manufacturing, shoe manufacturing, flour milling and various

fields of the clothing indushry. Since we d.o not lcnow uuch about the

extent of nulti-plant operati-on anong firns engaged. in A¡stralian

manufacturing industry it is ùifficult to generalize about the effect of

plant concentration on the changes in business concentration, Nevertheless,

it is norn,ally to be expected, that such increases in plant concentration

would have brought about an increase in business concentration in the

industries concerned..

We are now able to conclud.e that business concentration

measured by one of the above three suggested ind.ieators increased in a

significant number of industries whose aggregated. enployrnent based on 1962

statistics(l) u*orrnted to at least one-third of the total marrufacturirrg

work-force (excluding heat, light and power). There are nany large

industries which were already highly concentrated at the beginni-ng of the

period stud.ied and. their market sfr"uctures have remained. unchar:ged.. These

industries includ,e the marmfacture of pig iron, steel ingots, tin plate,

sheet glass, glass containers, explosj-ves, snelting and refining of

alumin-iu¡o, lead., zinc, tin, copper, sugax refining, and several govertunent

and. state-owned industries. They aecounted. for slightly more than a

quarter of total narurfactr:ring employnent in 1967.

Concern-ing the remaini-ng industries which represent a little

l-ess than half of manufacturing activity in terms of emplo¡rment, ínfotaation

is nuch more limited particularly about índustries in which business

concentration has appeared to decline di.rring the period. New fi:ms were

established in various industries either þ Australian or overseas capital

in the post-',,rar years. As far as we know it is possible to name only a

fer¡ industries whose ¡narket structure becene notj-eeably less concentrated

during the period concerned. They are eleetric appliances and. motor

(t) fhe estinate is based on infor'¡ratÍon given in Table 2.1 above end
factory employnient figures obtained from Commonr,realth Bureau of
Census and Statistì-cs, Second.arv fndustrieer op.cit. , L962.
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vehicles manufacturing' part of machinery manufacturing, farm rnach:inery

marmfacturingr sheet metal working, and. joinery arid furnitr¡re marnrfacturing.

lhe relative paucity of observed. exarrples of declining concentration should.

not simply be taken as an indi-cator of a general increase in concentration

in post-war manufacturi-ng. Sefore lre can offer any definite picture of

post-war changes in business concentration, we have to ar'iait further

systematie and comprehensive investigations of the narket structure of the

various sectors of the industry.

Nevertheless, Tre should note that the preceding: discussion

provides us with very i-mportant inforr,iation about A.rstralian manufacturir¡g

industry. During the L8 years stuùied the merket shares of the larger

finns increased. in a nr¡mber of industries which were already very highly

concentrated. As a result, market structure Ín these industries were

transformed into tnear-¡ûonopoly or high-oligopolyt. fn nost of these

cases the growth of large firros through nergers with rival firms was

responsible for such changes in ¡oarket strueture. A similar tendency for

concentration to increase in oligopolistic industries is also found by

vi.G. Shepherd. in his study of changes in concentration in Araerica for the

period bet¡¡een 1947 and rgfa.(I)

ïn add.itíon it has already been noted that these iriehly

concentrated .Au.stralian industrj-es were, on average, the fast-growing

sectors of rianufacturing (fatte 2.Ð. lhis fact itself has obvious

significance for the study of industrial organizatíon and. of nonopoly

porrer and. control. Ert for the theory of growth of fims it raises

several other interesting questions. Have larger firms grown faster than

the rer¿aining firms in the industry and does this erplain the inerease in

top-level concenf,ration observed above? Have larger firrns grown nainly

(t) ánong his selecteð,75 oligopolistic industries, which appear to
includ.e most of the industries in which the largest four firros
accounted. for u.ore t]nan 75Ø of total value add.ed in 194?, con-
centration increased in 20 industries. W.G. Shepherd., tTrends of
Concentration in Á¡nerican Manufacturing Industries, 1947-I95Bt,
Review of Ðcononics and Statistics, Vol. 46, (may f964) pp.200-12.

p p'B-9'

It is difficult to obtain a definition or measu.relnent of the size of
fi:rns which serves every purpose. In a later part of the thesis
several measurenents of size of firns are exanined in the light of
their conceivable advantages and disadvantagies for the present study.

(r)

(z)
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inside their established. market, or have they expanded into other fields

þ diversification of their produets? Have larger firrns grown murch

faster in highly concentrated industries than elsewhere? fn other wor¿s,

have larger firros growr faster not only because they are large, but arso

(or sinrply becar.rse) they have rronopoly power or market d.orainance? These

questions must be considered in the light of related analysis. t}ris w"il1

be und.ertaken in the folloi,ring section.

SECTION IIf: Sizo Distrihuti of orrr seleeto¿l LO2 Comnarries -

fn every industrializeð, countrX' economists have been interested.

in the identity of, and the power wield.ed by, the rargest business

enterprises. In spite of a relatively short industrial history 4ustralia

ha,s also witr:essed. the d.evelopnent and donlnance of a srna1l number of very

large firns. 'vfhy are they large? Irfhat is their actual economie power?

In the prece&ing section we have seen that there are rnany instances of

nonopoly and. near-rnonopoly in Australian manufacturing industries and also

that in many cases the domi-nance of near-raonopolists and high oligopolists

has increased in the post-war years. fut as well as beir:g rarge with

respect to particular production lines (i.u. industries) *" these firr¡s

also large in the context of nanufacturing as a whole and of the economy as

a whole? fn th:is secti.on by studying our 402 selected conpanies we will

atternpt to outline the nature of the largest firrns in .{¡rstralia and this

will serve as a prologue to our analysis of the growth of the firrn.

First we will look at the size ùistribution of our compani.es.

The t109t industries in Table 2.1 are now reclassified into t5lr industries

in the Írarlner ancl, for the reasons already mentioned. in Chapte" r.(f)

During the period 1950-67, the 402 selected firns ¡{ere engaged. in al-l the

r51r ind.ustrÍes. the size of the compan-ies has been measured in terrns of

the value of net capital *""t".(2) since our sampre is restricted. to

(r)

(z)

pp.B-9.

ït is difficult to obtain a definition oï measureaent of the size of
fims which serres every pilr?ose. In a later part of the thesis
severar measurenents of size of firns are exa¡nined in the light of
their conceivable advantages and disadvantages for the present study.
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listed public conpaaies it is obviousry not representative of alr

enterprises engaged. in each of the '5f indust"y *torrp*.(l) îhe listed

compan:ies can be ex¡rected to represent a very high proportion of the large

firms operating in each industry, but in many industries the pattern of the

size ùistribution within our sample is unlikely to coincide with the size

distribution of the whole population.

Because of the generally small number of listed. cornpanies

operating in any one of the r51t industries we have reduced. our original

classifications to eight main groups - cement and. bricks; chenicals', Iron

and steel, etc.; ELectrical eng:ineeringi Textiles, clothing and footwear;

Sar¡¡ n,ills, etc.; Food, tobacco and. breweríes; and Newspaper and period.-

i"ur". (2)

The percentage distribution of the size of our companies ís given

in diagrar:rnatic forrn by Lorenz curres for the years 1950, t95B a¡rd. 1967 in

Figures 2.1 to 2.9 below. lhe figures show the proportion of total

business activity controlled by arry given percentage of the rmmber of

largest firns. The percentage of the r¡¡mber of the largest fi:ms is

measured along the vertical axj-s and. percentage of the value of theír net

capital assets is measured on the horizontal axis. If the lorenø cu:n¡e is

a straight line it means that for any value of x the largest x per cent of

fin¡s control x per cent of the value of net capital asseb and hence all

the firms are of equal size. lhus the area between the dia¿lpna1 and. the

actual curve nay be taken as a me&sure of the degree of inequality in

"tr".(3)

(f) For the coverage of our sa:nple firrns in each ¡:anufacturing industry,
see Appendix D at the end of the thesis.

(Z) For details of the reclassifieation of the original'5f industries into
these eight najor industry groups, see Appendix C below.

(¡) This area, which is measured. as a proportion of the total triangle
beneath the ùiagonal, is h:own as the 'Gini coeffieientr. For a
detailed. discussion cf Lorenz curves as a measllrement of rinequalítyt
of sizes of finns, see Rosenbluth, op.eit.
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In all those years stud.ied the sÍze distribution is ertrenely

unegual in each of the eiebt nain industry groups. Inequaliþ is

particularly striking in Chemícals, Iron and steel, and. Saw,nrills etc.,

where in 196?, for exarpler'more than tl'ro thirds of each industrXrrs total

net capital assets were held by less than 10 per cent of the nr¡mber of

comparr:ies in the industry. ïn the same year the largest fir:n held nore

than one third. of the chenical industryts total net capital assets, and

the proportion exceeded one half in the other two industry groups. [his

is due to the inclusion of one of the nationts giant firns - ftnperial

Che¡nical-s Industries of Australia and New Zealand (I.C.I.), ttre Broken

füll Pty. Co, (f.U.f.) arr¿ A.rstralian Paper Manufacturers - in each of the

tbree groups.

Ássum:ing for a moment that the expansion of the h.rsiness

aetivities of each of our firms has largely occumed ¡rithin the particular

industrial group in which we have classified. it (i.e., Ì:ro expansion into

the other seven nnajor gro,.p") 'we can see in the Figures that larger firms

gtrew faster over the period i'L9S0-67 in nost of the oo,rn".(t) The

bottom portion of the currre whieh represenbthe share of the largest fi:rns
?

sh:ifted left in Chen:icals, fron and" steel, Textiles¡ .etc.¡ Sar¡.'niLls,

I$euspaper and perioðicals end the aggregated All-industries gÐoups.

lhe concept of tinequality in the size ùistribution of firmst is

technfcally d.istinct froro 'business consentration', and. also fìron the

tactual sizer. Take for example an indr¡stry which contains only ttno firms.

the business concentration in this indusü:ry is obviously high (¿uopoty),

but if these two finns were of equal síze a Lorenz curve ¡vou1d. ind.icate

perfect equality. Conversely, in anottrer example where there are several

finns of various sizes, the size d.istribution aay become nore equal v¡hile

busíness concentration measured W the L,orenz currre Íncreases if the smaller

fi:ms leave the industry. .å,lso the actual absolute size of firrns is

(f) The ùirection of the er¡ransion of the business activities of or¡¡ firn
is discussed in Chapter V.
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conpretely trnrelated to either of the above two concepts. yet despite

d.istinct d.'ifferences between these three concepts, a study of our 402

selected. fin¡s and. the observations in the preceding section lead us to

believe that in Australian ¡nanufacturing industries tinequality in the

size distribution of firmsr, tbusiness concentratj-onr and fabsoLute size

of firnst appear to have developed. together hand in hand.

rn the preced.ing section we identified the varying d.egrees of

business concentration of our original 109 industries in lrh:j-ch ogrt 5lt

reclassified. industries were included and througÈ:out which our 4O2 sample

firus are dístributed.. Now ¡¡e reclassify the listed conpanies according

to different types of narket concentration - nonopolists, duopolists,

oligopolists etc. - for the years I95O,1958 and 1967. fn table 2,5

below we also show the average size (in terms of net capital assets) of

these conpanies in each concentration group. trbom this Table we can see

the outstanding large absolute size of monopolists and. high oligopolists

(ttose classified into groups 1 and" 2 in Tabt" e.¡).(1) There are of

course several examples of small-sized nonopolists or virtual r:ronopolists

who specialize in fields such as the produetion of Taz,or blad.es, sewing

machines' artificial flowers, matches and gelatine, but they represent onLy

a minor part of nanufacturing activity. [his identity of large absolute

size end market donir¡ance in Australian marufacturirig industry should be

noted with special ernphasis and., if we consid.er the much smaller coverage

in our sample of firms 
"rSuS"¿ 

in less ccncentrated industries, i.e.,

where the listed conpanies form a much snaller proportion of the total, the

relationship becoraes even nore pronor.¡nced. than Table 2.5 ind.icates. lhe

association of absolute size and monopolistic control Ín a'ætralia d.oes not

coffespond with the evidence so far available for oversea.s narrufacturing

industry. Ïn the United. States of America, the llsited. Kingdon and Japan,

for exarnple, it is observed that nost of the big firms operate in noderate

(f) Since the fi-nns are classified into each concentration groì¡p according
to their major products, a part of their net capital assets nay be
engaged. in other activities, hrt large absolute size of a nonopolistic
or high-oligopolistic finl may be acquired. within its prinar¡r industry
as liell as þ d.iversification into other industríes.
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and Io¡q-oligopolistic industri.*".(1) [hey attained their large size

either through d.iversification of product-lines into several fields, or

through wicle-ranging financial empire-buitding, or both, but very seldo¡n

through establÍshj-ng d.oninanee in a single narket. Foreign g'iants rnay

have varying degrees of narket eontrol in a series of markets, but their

large size is the result of a conglorneration of business aetivities.

These t¡pes of overseas largest finos, which are usually loosely termed.

tconglomerate firms ' r(Z) would. therefore be classified. into our groups 5

and 4 in îable 2.5.

In contrast, large size in Australia is usually a reflection of

narket dominance. Although there has recently been a sonaiderable

developroent of financial hold,ing companies and an increase in inportance

of ðiversification of }arge finnst activitiuu,(') ¡nost of t}r" a,rstralian

industrial giants have expanded. through the consolid"ation of their dominanee

in expanding narkets arrd their bigness and. monopollstic power have

fortified each other. $::is argunent can be supported by the particular

i-nnportance of econom'ies of scale in nany Australian *ot"tu.(4) ïn his

study on barriers to entry, Bain suggests that substantial technical

econoraies of large scale of operation provides one of the nost effective

(l) See for erarnple, C.D. Eclward.s, rConglonerate Bigness as a Source of
Powert , in Business Concentration and Price Policv, 9Þ¿É. r

pp.73T-59' M. Gort, Diversification and Intesation in American
Indr.¡st¡¡¡, National Bureau of Econonic Research, (Princeton Ilrriv. Press,
J)62), J.C. Narwer, tonEfonerate Mersers a¡rd lvlarket Conpetition,
(B*rt"t"y, Univ. of Califorrna, 1967) *t¿ Japan Fair fbad.e Conmission,
fndusf,rial Concentration in Japan, (fo4yo z l)6ù, pp.5T7.

(a) Following Edwards !rê axe using the terrn rconglomeratet firms to refer
to larger corporations whose business activities are diversified. into
various markets and industries. Recently, however, the same tern
ha^s often been used to refer to a firm which invests in unrelated
branehes of manufacturing and. other fields so asr to pursue higher
profit (¿irria"tta) by nanipulating its liquid capital in a sinilar
malrner to speculating in the capital narket. Exanrples of
tconglonerater in the latter sense are firms such as International
Telephone and Telegraph Corporation in the U.S.A. and. the Rark
0rgarrization in the U.K. Edward.s, r0onglomerate Bigness as a Source
of Powerf , "&i.ù., arìd .&:.straliar¡ tr"inancial Review, 2J Oct.
1969.

ß) See Chapter V below.

(+) Karnel and Bruntr op.cit. , pp.54-65.
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non-rnonopolistic restrictions on the entry of new finæ. ïn the

absence of artificial aÍd such as tariff protection only a li¡nited number

of firms can operate with profit under d.ecreasing costs. Once a fe¡v

(often the first establíshe¿) fi.rms have reached the size of optinal scale

wliere they ean obtain advantages of econonuies of large scale production,

few other new fi:nas can enter the industry on a conpetitive basis because

newconers are forced to operate on the ninirm¡m scale of production and

thus at a higher cost. llnless the price set by the established firms in

the industry is high enor.gh to provide profit for potential neu conpetitors

they woulct not enter. As a result business concentration would. be stable

in those markets and, g.gleris og¡!.@., the greater the econonies of scale

and. the smaller the narket the gtreater rri1l be the barriers to entry.

Supporting e¡¡:ldence for such generalizations about the process of growth

of big business in this country may be found. in several str¡d.ies of conrparqr

histories. fhese includ.e histories of B.fi.P., the Colonial Sugar Refining

Co. (c.s.n.) an¿ General Motors-Eoldenrs (c.u.¡t.) which cane to the

forefront of manufacturing at an early date and have gfown largely with

their markets. fhey have estabb.shed. their market d.ominance in the

industries through the process of their gtorrttr.(2)

The donlnant position of a relatively smalL nr¡nber of large

fin¡s in narufacturing and. in the economy as a whole has been id.entifiecl

in aLnost every industrialized nation. Several scholars have ofïered

explanations of the causes of the d.oninance of big business - which Îre Inay

loosely term tconcentration of economic powert - and. the process þ which

5-t emerge".(f) One hypothesis suggests the inportance of a theadstartt

(r) J.s. Bain, (Ca¡r¡ri¿ge, Mass: HarvardN

Univ. Press, L956 see in particular Chapters 1-6.

(Z) S.R. lrlills, rÎhe Basic lron and Stee1 Industlry', D.J. Stalley, tTtre

Sugar fndustryt, and. G. Maxcy tThe llotor Industryt in l{unter (ed.)
The Econor¿ics of Australian Industrv, .g!:-91!., pp.2l5'46, 757-95,
and_ 494-5fr,

$) Penrose, op. cit. Á.D.H. Kaplan,
tr{ashington D.C.: The Brooking

Insf,itution, 1959 , J.K. Galbraith, The New Industrial State
Hffni sþ Har,ilton, ]967) .

(Iondon:
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and empha.sizes certain advantages which accrue to firns established. at an

early stage in inrlustries whieh enable them to ¡naj-ntain their position and.

grow at the expense of later urrtt.nt".(1) Penrose stresses the Ímportance

of absolute size as the great prerequisite for faster gro*tt.(2)

In fact we have seen that ¡nost of the .{ustralian leading firms

satisfy the three qualifications of 'largie absolute size', tnarket

dor¿in¿ncer and 'early establishnorrr'.(5) But what are the most important

factors ¡rhich provid.e firns with an advanta¿:eous position (business power)

for pursuing profitabiti-þ and expansion i.n Australia? Does business

poÌùer sten fron an elercent of rnarket d.o¡ninance as traditional wri-ters

suggest, or is it, as Penrosc argues, largely a product of absolute size

originally unassociated with nonopolístic control? If absolute size

brings business polrer, does it reflect economic effici-ency or search for

efficiency? these probleres will be exa¡iined. in the follow-ing chapters.

(r)

(z)

Kannel and 3runt, -op.cit., p.89.

E.T. Penrose, tTo'¡iarils a Theory of fndustria]- Concentrationt,
Econcnic Record, ToI.32 (tuay rOlA), pp.64-77 and lhe Íheorv of the
Growth of the Firmr eþ.cit.

(=) lhere are of cou.ïse several exa:'rples of leading firas which have been
formed in the post-war üerge" novenents, while others have recently
been created by overseas parent firyrs.
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CHAPTER. IT]

PROFTîå3ITI[Y

the objeet of this chapter is to examine several factors nhich

conceivably d.etermíne the profitability of firms. In the first place we

r,rrill ask to r,r'hat extent is the profitability of fir¡as related to the size

of firms. ThÍs question Ímplies an inquiry of rn¡hether there is an'o"ptimal

siøe' of firms i-n ter¡os of obtaining maximum profitability.(1) We r¿'ill see

that size has only a small influence on the profitability of firms, and. our

next question will be to ask r¡¡hat are the other important factors which

systematically influence the profitability of firms. We will ask r,¡h'ich

firms are the most profitable ones and ascertain over what time period.s

they have maintained. their high 1evel of return. Finns with higher

profitability will be examined. in relation to size, industry, the market

structure in which they operate and the changing background. of general

econornic activity over time.

The implications of our findings in this chapter will be important

for our later stud"y of growth of fi-rms. One of the hypotheses which we

will exa¡nine i-n a subsequent part of the thesis is the relationship between

profitability and growth of fi:ms. Any new observations and. discoveries

in th^is chapter will therefore be referred to in detail in our later

analysis of the growth beha¡rior of fir¡ns.

Several studies testing the profitability and size

of fÍrms have al-ready been und.ertaken - mainly in the llnited

.{nerica and. Britaín. Yet little agreement has been reached.

the researchers and. there even seems to be some confusion as

study of profitability can and car¡rot prove.

relationships

States of

so far a,nong

to what the

Thus Section I consists of a very brief survey of previous work

in the field. which will serve as an introduction to our discussíon in the

subsequent three sections. fn Section fI the relationship bef,ween size

(f) Fo:' the concept and. the measurement of profitability of firms, see the
Appendix at the end. of this chapter.



41

and, profitability of our selected. 402 .{r-rstralian public conpanies n'it1 be

€xåm'insd. fn Seetion III the nature of profitable - and. unprofitable -

firns u'ill be exa¡oined. fn Section IV, the performance of h,ighly

profitable firms in our sa:nple will be analysed in relation to the noarket

sf,rlrcture in which they find. themselves.

SECÎION f: FrecedinE Studies

The profitabitity of firms has been anal¡rsed. by nany economists.

The hypotheses advanced have been varied., but the investigations have

mainly concentrated. on one of the following three aslrects:-

i) the d.etermination of the relative efficiency of firms of various

sizes (often in relation to economies of scale),

ii) the relative ability of firms to er:çand through retained earrrings,

and.

iii) the use of profit ratios as a tneasure of monopoly power.

f'Ìre difference in profit ratios of various sizes of firu,s has

frequently been used as a measure of the efficiency of firms of d.rfferent

sizes. Eere it should be noted. exactly what is meant by 'efficiencyr, for

th:is term has been used in quite d.ifferent ways in testing the \ypothesis

of profitability and size relationships. The most efficient plant or

firu Ís the one which has the ability to produee (and d.istribute) goods

or servj-ces at the lov¡est possi-ble cost. îhis is the ¡oost widely accepted.

definition of tefficiency'. rn practice, however, it proves &iffieult to

apply. Ïf firns of different sizes produce d.ifferent ranges of product

rnixes, they w"ill have different costs and revenues. In addition, variables

such as geographical location, l¡rage rates, prices of plant and. other fixed

assets at the time of construction, and. excess capacitSr, will inter au-a.

affect the cost of production of a firm in both the short and long run.

lhus the actually observed profit ratios do not prowide any accurate

inforroation about the leve] of cost and therefore about tho level of

efficiency. tr\.irtheraore, if higher profitability of a particular firu is

simply a result of its market controJ., then obviously it tel1s little about

its production efficiency. [he profitability of a firm thus inùicates the
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d.egree to ¡¡hich the finn has been able to compete successfully under g:iven

cond.itiorrs of competition existing in an industry. ït may therefore

ind.icate the efficiency of a fir¡a from the point of view of a shareholder.

fhis approach obrriousl¡r gives to efficiency a dj-fferent meaning fron that

related- entirely to cost.

The seconci. broad niethod. of approach has suggesteil the distribution

of profit rates by size of fínns a,s an ind.ex of the relative ability of

firras of various sizes to grow. The hypothesis of a relationsh:ip between

rate of profit and rate of growth of firms has been developed and.

ernpirically tested by several economist".(1) This profitabiliüy-growth

h¡rothesis is based. on the view that retained. earnings are generally the

nost j-mportant source of capital funds for the erpansion of finns even in

cases where external sources of funds, such as money raised fron capital

market and. the bar¡k overdraft are of relatively easy access. In ad.dition

profitability uray influence to some extent the rnarket val-ue of issued.

capital antj. d.etermine rrhether external funds are available to 
"ucir 

tino.(2)

If we can justify this profitabíIiþ-growth hypothesis, we may i.ndicate

which size-cl-ass of firms are the most profitable and thus the nost likely

to grow. This argurnent may further lead us to test another hypothesis

about a trend. in business coneentration over time, that is, the often

suggested. d.ifference in the rate of profit and therefore the rate of

growth between largest firms and" small- ones will give an. indÍcation of the

changes in business coïLcentration in an :-rrarr"t"y.(3)

(t) See for exarnple, R. Marris, lhe Ecpnoni*c fhsortr of rManageriall

[aUl'Lalism, *op.^g_i.!., and rlncone Po]-icrr and the Rate of Frofit in
ïndustry', ReBrint Seri.gg, No. 238, University of Canbridge, Department
of Applled Economics, (;)ø5), ¡"n. Meyer and E. Kuh, lhe fnvestment
P lsaq¿, (Cambrid.ge, Mass.: Harvard. Univ. Press, Ig57), and. J.E.S.
Parker, rProfitability and. Growth of British Industrial Firns'r
Itaachggter-Þgh9g!, VoI. J2, (tolay rgO+) , pp.LL7--29. The relationship
between these two variables is exa:nined. in Chapter V below.

(Z) See for example, Meyer and Kuh, ibid.. , p.176.
(:) Ad.elman suggested that business concentration d.ecreased in the war

year of 1942. Ïlis argument is based. on evidence which showed. a
definite inverse relation between post tax profit rate and. size of
firns. Fbon this he deduced that the smal-l corporations had grol¡,{l
faster from retained earnings than larger ones. M./t. Adelman, tThe

Measurement of Industrial Concentrationt, Rev-iew of Econo¡rics and
Stalsl!}çå (1g¡r), reprinted in Readjçss ín Industrial Orsånizati
and R.rbU-q-lolicv, (Chicago: R.D. Irwin, 1958), pp.2O-1.
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&r-irdIy, the rate of profit ís also frequently used as a neasure

of the monopoly power of firms. Profitability is examined in industries

of different degrees of business concentration, or the rate of profit of

the largest finns in an industry or econony is d.iseussed in relation to

the economic power vrhich those large corporations are expected. to holcl.

Although levels of profitability measured. by accounting d.ata are deternÍned.

by many factors other than narket structure, the discove4r of a positive

association between high profit rates and. high sel1er concentratior: offers

empirical support for the hypothesis of a close relationship between the

market structure and the narket performance of firms. If large differenees

of average profít rate among various industries are persistently observed

over a period., one would suspect that there lrere sorne rbarriers to new

entryr into sone indusf,¡ies which inped,e the mobility of capital and nay

result in r¿is-allocation of resour"n".(t)

One of the first and most conprehensive studies of profitability
t2)

of fir¡ns of various size groups was conducted by lí.1,. Crum in 1959.\

Eis statistical d.ata were based on American corporate incone tax return

figures for the years 1931 to 1976 inclusive. He neasured fimst profit-

ability in each industrial group by the aru:ual rate of return after tax

per unit of net worth and discovered that the largest conpanies in general

were the most profitr¡f".(l) fhis conclusion, however, wa.s moùified. when

deficit - firms (firms which rnad.e either no profit or a loss) were excluded,

and the rate of return of income-fims (profitable fims) was found. to be

( ¿.\
inversely correlated with size.'''

(i) Several studies have been d.eveloped. in this d.irection. See, for
exarrple, J.S. Bain, rRelatíon of Profit Rate to Industry Concentration:
å¡nerican ManufacturLng, 1136-10', .S.Éi!., pp.297323, axtd" H.M. Mann,
rSeller Concentration, Bariers to Þntry, and Rates of Reü,rn in
fhirty fndustries, 1950-60t. Review of EcononÍcs and Statisticst
Vo1.48, (¡"g""t 7966), p.296-3O7.

(z) w.L. crum, (Cantriage, Mass.:
Harvard Univ. Press, 1959

ß)

(+)

fbid., pp.28-9 and 54.

loc.cit. Ttre tern tincome corporationsf and. rd.eficit-corporationst
was first used. þ J. Steindl in his 1

,(Problens of the Size of Firms Oxford: Basil Blackwell, l947
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Since Crr¡nrs investigation was based. largely on the extrenely

unusual years of d.epression several economists cast doubt upon the general

conclusions of thís l^rork and this encouraged. further inquiries into the

relationship between síze and. profitabitity of firms. One of these l¡as a

stud.y b;r J"L. t'[c0onell who used p:'e-tax profit data of seleeted..A¡nerican

companies for the yearis L979-42 inclusive and. díscovered. that the rate of
(t)

return of ned.ium-sj-zed firms r'ras higher than that of largest firms.'

l{c0onell's fi-nd.ings r"rere frirther developed by R.C. Osborn for the years

L957 toIgIr6.\¿) He observed a d.eclir:ing relationship between profitability

and size of firms for the period between l-.937 and,l939,b\rt this relationship

lras found. '¿o be less anparent in the years 1940 to 1946 inclusive. Profit-

abil-ity anong inccne firms tend.erJ., or: the whole, to d"ecline at first with

increasing firn síze, then to rise and. finally to d.ecline again. Ïn

eveïy ins'çance, honever, the profit ratæof the largest firns were below

those of the med.ium and smaller firms.

A similar overafl declining refationship between profitability

and. size of firres r¡¡as also observed. by H"O. Stekler who employed. d.ata" of

pre-tax profit per total ernployed. capital for the L947-5I period. in the
(z\

ü.S.4.\// fnis inverse relationsh.ip rnras observed. both for aggregated

entire manufactu::ing groups ancl ii,rro d.igit industrial groups such as rfood

and beveragês', ttextiles? and- 'stone, clay and glass'.(+)

Ifore rccent stud"ies, ho.i,rever, have produced much nore conflicting

results. -t- Singh and G. tl'irittington published in 1968 part of the

prelininary results of their surveJ¡ of growth, profitabilit¡r and valuation

(t) J.L. l.[c0one]-l, r0orporatc Earnings by Size of Firrnr, and- 'tg4Z
Ccrporate Pr:ofits by Size of Firmr in .$"qrvev of Clirye-a!_¡ugiacÊq,
(May 1945), pp "6-l-2 ancl (January L946), pp.lO-16 and 20. fn relation
to the above articles, see also, Baumol, Bus_iness Behaviour Yg]uc-snù
Çgq:¡Sb, op"ci'r;. , p.42 footnoie 9.

(Z) R.C. Osborn, 'Effects of Corporate Size on Efficiency and. Profitabilityt,
Þlgg¿-gf.Eponqmic and &-Þineêq-Le€ecrçh, Bulletin Series No. ?2, (fg¡O).

ß) H,O. Stekler, -Ero,filgþ!Þ-!g-a¡d Size o:L Fi¡:q,
California, L961.).

(+) Jli.È., see in particular p.?5.

(Berkeley: Univ. of



of British manufacturing firms.
(r)

in four sel-ected industries for the period. between 1948 and.1960. Based on

both pre- and. post-tax profit rates dn equity assets and. net assets, the

study indicates that, on the whol-e, there is an inverse relationship

between profitability and. size of firros. But the study failed" to find

any statistica]ly significant (at the 5 per cent tevel) difference in

aveïage profitability of firns in various size classes. Thus it was

found. that ihere is no linear rclationshlp of any importance between size

and profitabiJ-ity"\'i }iolieveï, if deficit firms are exclucled fron the

population, a weak inverse linear relationship ís observed between size

and profitability.

fn their. sttic-¡r of 186 selected. Brítish eompanies engaged in

manufactu.ring, drstribution ant1 ninÍng activities for the periocl between

1954 axñ"I963,J.1{. Sariuels and D.J. Smyth observed a strong (statistically

significant) ínverse rel-ationshi'p between size and profitability of firms.

Size was neasured by net assetsn and. profì-tability was measured b¡r the

ratio of pre-tax profit to net r="ot".\J/ Such an inverse assocíation

was found for eacìr of the ten years stuclietl as well as for the average of

the whole period.. Ðre population includ.ed. both íncome and deficit firus.

Recent stud¡r of J*neriean conpanies, however, rlemonstrates an

opposite relationshi¡ ì:etween these t-wo factors. M. Hall and L. I¡treiss

conducted a survey of sel-ected. large manu.facturíng firms in Arnerica for the
/,\

period be'h,¡reen 1956 and l-a2.\+) The prlncipa'l purpose of the study wa.s to

test ei-npiric.rlJ-;r Bacmolts theoretical proposition which suggests that large

enterprises shou-rd. obtain higher rates of return than snall"" orr"u.(U)

(f) A. SÍngh anrL G" îìrittington in col-la"ooration. with iI.T. Burle¡r. Growth,
Ile"Íite.þi]-fly.-Apå_Iarual*o+, (Carb"iage Univ. Press, 1968) .

45.

The surve5r covers 364 quoted. coulpanies

Jbi{", Chapier 6.

J,l'1" Samuels and. D.J. Snyth, rProfitability, Variability of Profits
and Firm Sizer, Econonrica. , YoL. 35, (t'{ay 1968) , pp.t27-19,

(+) M. Hall and, i. Tdeiss, 'Firn Size and Profitabilityt, üaé Review of
gggggqlcs and. Stalistfçe, Vot" 49, (August Lg67), pp.jlg-TL.

(l ) 3aumo1, q!..ç-i-!. , Chapter ! .

(z)

(=)
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The study incl-udes 467 firms which were selected frorn the 500 largest

manufacturing firns in ihe U.S"A. in the period studied so that the

popufatíon consists of only those firrns which were larger than the

estimated. ni-nirnun efficient scale in an inclustry. Prcfitability was

measured b¡r ratios of post*tax return to both equity and to total assets.

Not only the association of size and profitability of firrns, but also the

effect of various ty¡:es of narket structure on industriesf average profit

rate was exa¡ri-ned in order to measure the extent of rmonopoly profitsr.

Ïn brief, the nain conclusion was that large síze d.oes tend. to result in

higher profitabiiity ¿11¿ the size d.ifference of firms has greater effect

on firnsr actual profit rate than narket nor"".(t) This eoncl-usion is

very striking ruhen conpared" with the previous observations of Bain and.

Mann who confirned. a relatively strorig association between high profit and.

high narket concent""tion.(2) The Ha]l-Weiss findíng therefore raises

the impoltant quesiion of whether the capítal requirenents barrier is more

important than rn¿u:ket control as a d"eterninant of profitability of firns.

1,,tle ',,ri11 discuss this i:ratter Later in the Australian context.

SECTION If: fne Profitabilitv and Si-ze of our 402 Firms

Economic theor;r pred"icts that in the long-run large enterprises ì ',

i.
usually tend to obtain higher rates of return than snall enterprises.

the logic of thie iheoretical prc'oosition may be sui¡.'narizeri. roughly in

terns of tlrree factors r¡¡hiclr infl-uence the relative profitability of firms

of different sizes. These are i) econonries of scale, ii) market factors

such as nonopoly power, and- iii) flnancial characteristics such as the

conceivabl-e ad.vantages and d.isad.vantages in raising capital funds.

Firs'c, it is not normally expected that snafl-scal-e firms would

report higirer rates of profit than larger firrns because al-though smaller-

scale plants arc possibilities available to larger firns, larger scal-e

(r)

(z)

Baumol, _iþiC!" , þ.329.

See fooinote (1) on p.41 above.
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plants are not feasible for smaller rirr*"(I) secondry, since large

fir¡as generally enjoy some narket control, size offers then the advantage

of monopolistic erploitation to varying aug"o"".(2) fhirdly, it has

often been observed that the long-tern capital market is open to sma1l

firrns only at a prohibitive cost which often preclud.es them from entering

into capital intensive field.s. rlnus a.gain large firms still have open to

them ali cf the options of snal-ler firrns and, in addition, are protected

by these capital requirenent ¡u""iuts.(5)

Hor¡ "pl-ausible are these theoretical pred.ictions in the Áustralian

case? fn this section we will examine the d.ífferences in profitability

of our 402 firns in association with their size. fhe size of firms is

measured. by book value of net asset (share capital, reserves and- lor:g-tern

liabilities) snor,r,r in bal-ance sheet reports. The profitability of the

firms i-s rneasured" by average rate of return after tax on net assetu.(+)

The basic data of our stud¡r, lçhich were obtained. from companiest

balance sheet reports, have several possible defects for the present purpose

of estinating differences in profitability among firns, fhese suspected

defects in the profit d.ata r:ay tend. to distort the real extent of

profitability differences arnong firns. some of the rnost important

aspec'us may be su¡¡ned. up as follows:-

First, profitable firr,:s may tend. to adopt accounting practices

whieh und-erstaLe their profÍt for'tax purposes as well as for public

relations reasons. Th-is is particularry important in the case of large

profitable firms whích generally feel most vulnerable to public opin-ion

concerning so:called Imonopoly profitst. Alsoo since undistributed

(i) For further d.etailed exaninatÍon of factors which g:ive rise to
economies of scale, see for example J, Steind.I, op.eit., Chapter If,
anrl S. Florence, (Iotrd.otrt
Routled.ge & Kegan PauL, L953 C:rapter ff.

(z)

$)
(+)

See, fcr exarnple, Bain, op.cit_.

Baumol, op.cit., Chapter !.

Our reasons for choosing post-tax net profit per net assets as the
neasure of profitabílity of our 402 fir:rns are given in the Appendix
to this Chapter,
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profits are the most importar.t capital source for expansion of " fi*r(l)

it is usually erpected that rnanagers of profitable firns seek to retain

profits rather than pay hish d"ividend.s, Therefore they rnay understate

actual profits for the purpose of disguising the true situation fron

shareholders.

Second., conservatism in accounting is also found. in the valuation

of assets so that in effect items like shareholdersr firruì.s, fixed assets,

btock and d.ebtors' rnay be undervalued while, on the other hariù, rcred.itors

and. other provisior'st *ay be overvalued". fhe degree of the ri.istortion of

balance sheet figures from actual ones differs from firn to firn in

accordance r¡dth their indiviclual acccunting conventions and managerial

p".,"ti""* , 
(2 )

Third., in adrl.itíon to the intended. ùifference between the actr¡al

current values of assets (and. liabílities) and. those shown in the balance

sheet, there are d:ifferences whích stem mainly from price fluctuations.

Ïn a periocl of rising prices fixed. assets which have been acquired. over a

period. of years and which are usually valued. at original cost (historicat

cost) in balance sheets r,rill be und.erstated in ter¡ns of current prices.

This is al-so true of the val-ue of stock iror¿ineÞ.(l) ït is nonnally

expected. that in a periorL of rapid" inflation narìageaents would. bring their

book values of assets into line 'nrith current prices by revaluing the assets

at some tirne. However, there is a lag in their reaction, and. the length

of such lags cliffers fron firrn to firm. Sone firms often revalue a part

or all of their assets to show then at current value, soûÌe firms d.o so

oecasionally, anrì. sor¿e other firms d.epreciate assets as fast as possible

and never revalue. Generally speaking, an inclustry and a firm that has

relatively old assets rrill have a relatively srnaller asset-value base in a

period. of inflation and. thus a relatively higher rate of retuzrr.

(r)

(z)

lhis aspect is extensivel-y dlscussed. in Chapter 5.

See, for example, R"L" l.[athews and. J. McB. Granto Inflation and.

Company Finanle (syarr"y,Law Book Co. of Austratj-a,tîñJãããI*¿.,
Chapters lrÏf and X"

ß) þi¿.
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Our selectecl 402 companies incl-ude various slzed firns of vary_

ing d.egrees of pr:ofitability. sone firms are very ortl ancl have been

listed on the S¡rclney Stock Exchange si-nce the begiming of the century,

while others were estabiished ín the early r96o's so that the age

structure of assets ranges ria*ry. (1) rn aclditíon, the period- of our

stud.y was continuously inflationary and. the val-ue of assets rose in every
1o\year relativc to their original value.\'/ consiclering these aspeets

there is no dou"bi that changing price levels CistorteC sone of the book

values of assets of our conpanies, and" ii may also be expected that

accountíng conventi-ons emplcJ¡ed differ as between the 402 co,.rpanies and.

eii;her uncLer- or overstate thei:. profitabirities. Unfortunately, given

the linita,tions of avail-able inforraation, there seens to be no conprete
(z\

uay round these prob.l-crs.\//

Iicwevei', in order to nininíse the coneeivable erroïs connected

with the -bhird asÞect nentioned. above (i"u., possible overstaternent of

profit ratios on net assets by ünrì.ervalu-ing the assets - the d.enorn-inator

of the ratios), we have exanined each of our 402 firnis on the folIowÍng

four bases so ¿f,s to sel-ect fror.i the total population a group of firms whose

book values of net assets apilear to be relativery nore rer-iable.

(r) Out of the grand. totat of 4oz, the clate of incorporation as public
companies is available for 294 fírrrc. Seventy-three of them were
established. before L9j0, of which 19 firr':s were formed before l9lo.
0n the othez' hanrl 120 firrns were incorporated as public cornpanies in
the 50 t s ancì. 60rs .

(Z) hle cal-culatecl the i:rice ind.ex of fixed" capital for private activities
(other: than hou-sitÀ nrrtro""*) fron Nationai Accounts d.ata as shown in
the tabl-e bel_ow:-

Price j.nri.ex of fixert capital for private activities
(ig¡o-lr = 1oo.o)

1950-i
L955-6
1960-1
l-964-5

100.0
t4L.1
161.8
171.0

Sourcc; Common'¿'ealth Bureau of Census anC Statistics, Australian
Nsþiqe ,
r94B-49 to 1964-65, and Lgii-55 to 1965-66.

3) nhe effects of inflation on the profitability of firns is most
exterrsivel-y discussec by R. Mathews and. J. McB. Grant. fhey show the
causes an'1 the effect of thc clivergence between the accounting profit
and curren'i; income ciuring a period- of rising prices and suggest
measulres to counteract the accounti-ng effects of inflation" Mathews
and Grant, .9..F*:_Ç_il.
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1. Conpanies with new assets - they includ.e firns which were forraed. after

1956 and firns a large ¡art of the assets of which were acquired" after

1956. The year 1956 is chosen beiause the most rapid post-war

Ínflationar¡r trcncL appeared. to have ceesetL by the end of thi-s year (see

footnote (z) on p.49 above).

2. conpanies which have reva.luecl all or a large part of their assets at

least once since L956.

3, Conpanies which were first listerl on the Syd.ney Stock Exchange after

1956. fhe assumption here is that when a firm requests and obtains

quotation on the Exchange it may usually be expectec to re-varue its

assets in line with their current values so as to inr¡ro¡re its asset

baciring ratics as well as to rnj-ninize the d.anger of unexpected take-

over bid.s. Companies whÍch were taken over by other firms within five

years after their first quotaticn in the Exehange are excluAu¿.(1)

4, Companies which have issued at l-east once since l-.956 a relatively

large su*ln of new share, i.e.n equal to more than two-thirris of the book

val-ue of alreaCy issuerl shares. The reasoning here is the same as

that in (f) a¡ove concerning asset-backing ratios and. the e:çected

danger of take-over biås.

0f the grand. total of 402 firrûs, 330 fall into one of these four

categories. The follolring examination of the differences in the

profitability of firms will look at both this group of 370 firms and. the

total population. rt shoulrl be noted, however, that these JJO fir¡rs are

not completery free frorn possible d.istortion of real- profit ratios. rn

particular it must be borne in mind that we have not corrected the possible

elrors which :::ay sten fror,t the first two factors outlined on pages 4? ancl

48 above.

The differences in average post-tax profit rate per net asset

between fírms i-n various size gror:.ps were estinated for the three sub-

(f ) Such firins often obtain citation in the list of public cornpan-ies so as
to find suitable buyers for the,n. In that case, their valuation of
assets are likel_y to be unrlerstated.
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periods L95O-5, I956-6L, and 1962-7, as well a.s for the whole period of

1950-67. Tlre firns are classified into I7 síze groups according tc their

value of net assets in the inítial year of each perioct stuðied,

Rarik conelation coefficients were calculated between average

profit rates on net assets and. size-groups. lhese rank correlation

coefficients are shown in Tables 5.r arvl 1.2. Ålmost al"l are negative.

fn Table 3.1, which shoi^rs the profitability and size relations for the

taLl-industryt groun, ten out of 12 relations åxe observed to be negative

and all but one of these inverse relations are statistieaLly significant.

In Table 1.2, which sho¡¡s the rel-ationship in eÍght major industrial

g?oups, there are 81 negative relations out of the total of 96, and. 4ð of

these are statistically significant (sigriificant altess than 10 per cent

lever¡.(l) Ai.though the d.egree of sigzrificance rl.:iffers between industries

and over ti¡ne' it should be noterL that our results as a whole indicate that

profit rates tend to d.ecrease with the sÍze of fi:rn. A particularly

strong inverse relation is seen over the Long period 1950-67 for theralL-

indushl.rgroup as well as for the eight najor industrial groups. the

negative correlation of profitabílity and size is more marked in our r37O-

finnt group than in the falI eompan¡rt group, and. thís strengthens the

overalL result beceuse the former is based on more reliabl-e information.

ft is also found that the inverse associ.ation is more pronounced. in the

tinco¡ne-finot group, wh-ich exclurl.es firr¡s that failed to rnake profit in

one of the years stud'i.ed., than in the total population. llr-i-s appears to

ind.icate that the rate of profit is ùifferently correlated with fira size

among d.eficit-firms than among income-fi:ms. this is sho¡vn and anal¡rsed.

in the next section of this chapter.

Closer study of Tables ].1 and J.2 gives us further inforaation

about size-profitability associatior¡s. Both tables show that the obeerved

inverse relationship between profitabilÍþ anrL size of firrns is relatively

week in the sub-period 1962-67. Positive observations, though not many,

(f) Îhe results of the t-test are shown Ín both lables 5.1 and. J.2 \r the
nunnbers of asteri-sks ind.icating riifferent d.egfees of significance.
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are mainly concentrated. in this period. In order to exarrine further the

differences in the degree of profitability-size a.ssociations bet¡reen

different years, the relationships are estinated^ for each year of the

period. stucì.ied. and the rar¡lc correlation coefficients are shown in Table

7.3. In the rlJ0-firm' group which shows better correlation results than

the rall-firnt groupr there are seven positive and 11 negative relations.

0f the latter only six (1950, 5r, 52, 54, 59 and 63) are significant at,

or less than, the 10 per cent level indicating that there is Little

correlation between firmsr sj.ze and. their rate of profit on a single year

ba-sis. Positive relations are observed in L957-59 and 1964-67 in the

t13}-firnt group, and. ín L951, L957-59, 1962-65, and 1965-67 in ttre '411-

firm' group. It is interestíng to note that a) all the post-war

recession periods are includ.ed. in the latter nine years, and t) tne

majority of these positive correlations aro concentratecl in the period

fyon 1962 onwarrLs when inport licensing pollcies r^rere removed from nost

mar¡ufacturing field.s antl. entreÞreneurs began facing increa"sed. overseås

conrpetition. lfe are nor.r reminded. of Crumts observation referred to

earlier whj.ch inclicated the positive association of profitability ¡^rith

size of Arnerican firms during the depression perioci of 1951 to 1956.(1)

Finally, 1et us recapitulate in brief our findings in this

section. FÍrst, it is observed that profit rates of large firtns as a

whole are less than those of snaller firms in all three sub-periods and

over the whole 18-year period str¡died. Second., on a single year basis'

littIe association between profitability and size of fi:ms is observed.

Tlrird, we have noted a trace of a weak, not statistically sigrrificant'

positive association between profitability and sj.ze in years of generally

sluggish econonic activity. It is tco weak, hor¡reverr to rnorlify our

initial observation of an inverse relationship.

(r) See pp.41-4 above.



Table J.1

Mean i^ates of Return and Rank Correlation Coeffi-cients Between
S-ize and. Mean Rates of Returnæ

Size-Group
(stooo)

(r)

A) 4]À Conpanåe,s

1950-55

No. Profit
of Rates

Cos. (%)

t956-6t
No. Profit
of Rates

cos. (%)

1 12.O
¿{- 14.6

19 1O.lr-
33 7.9
56 8,4
59 7.6
25 7.5
26 6.0
11 7.56 7.j
5 10.7

.1 .:'u
214ß 8.0

-0.2¿*

$62-67
No, Profít
of Rates

Cos. (%)

195o_67

No. Profit
of Rates

Cos' V")

1

2
3
4
5
6

7
I
9

tO
11
12
13

e-¿þ9

5rf.99
1 oO-i 99
2oo-399
uao-799
8oo-1 1599

1r6oa-Jrt99
312A0-61399
6,hoo-r 2lgg

l2|BOA-251599
25ríOA-il r1gg
Sl rzoo-lozt399

t02ràOO and over

rotur (2)

aa

It

ta
aa

199 9.3

-O.87x

¿+

t0
26
5t
116

29
12
11

6
2
2

12.6
1 ¿¡..6

8.i+
1O.h
8.6
7.6
8.2

12.2
6,9
6.1
5.3

'à
7

3z
h2
à4
5z
33
2l+

15
6

3
1

261

' g.3
õ1L.l
9.1+
6,2
6.6
6.2
7.3
7,O
7.5
6.9

11 .1
5.1+

6.9

3
9

15
3t
32
25
t0
11

6
2
2

12.1
9.2
7.2
813
6.7
7.8
7.2

10.5
6.5
7.1+
5.8

Rank eorrelati-on
coefficients:
Profit rates & Size-group:- o.51

aa

al

ta

aa

1\6 7,9

-0.65*'*

\'l
þl
0)



B)

1

2

3
À.

5
o

7
ôo

10
11
12
13

Size-Group
(s'ooo)

(r)

tJJ0t-Firns

o-49
50-99

1 0o-1 99
2OO-399
)+oo-799
8oo-1,5gg

l 16o0-3r199
3 r2}b6 úgg
6r400-t 21799

12|BOO-251599
25 160A-51 ,199
5'i e2OA-1021399

102r¿+00 ard over

rotrr (1 )

1950-55
No. Pn¡fit
of Rates

t1¡s. (%)

t956-6t
T[o. Profit
of Rates

Cos. V")

la

25.3
oô
f.i+
ÕtY
7.6
7.8
6.0
1tr(.)
7.3

10.7
aa

217 8.3

-.1¡J**t*

1962-67

ITo. Profit
of Rates

Cos. (%)

ta

aa

at

aa

1)Jo-67

No. Profit
of Rates

cos. (%)

1

7
11

ho
)o
25
11
11

o
2
2

2l+.1
16.2

r.av

.o
tr

.2
c).)

1

6

10
2B
29
23
1o
11

6
2
2

16.2
11.7

,;

14
25
t+9

55
23
26

11
6

5

.1

.1

.2
10
11

B

I
B

12
6

at

aa

aa

aa

¿

27
39
)Ê
5O
33
2l+

15
o
a

1

2\2

-J.b
10.5
6.5
6,6
a ¡-)
7.3
7.0
7.5
La

11 .1
5.1+

7,1

I
ö
o

7
7

10
o

7

Õ

ö

7

2

5
5
)+

a

I

a

a

a

a

a

a6.1
Ê.7).)

152 9,9

aa

al

aa

128 8.2

5.8

- r /l'F **

Rank correlation
coefficients:
Profit ra.tes & Size-group:- -.85** 7D't*.J4

\¡
\.¡¡
c/



c)

1

¿
7)
4
5
6

7
U
q

10
11
12
13

gi 2s-Group
(e 'ooo)

(r)

ïncome-I,'irns

o-t+9
5í}.99

roo-r 99
2oo-399
)+ou799
Boo-1 

'599l 16oo-31199
31 2OcÈ6 ú99
6r4oo-1 21799

12,IOGZJ1599
2J1600-511199
51,2OO-1O2|399

10211¡00 and over

1950-55

No. Profit
of Rates

Cos. (%)

12,6
14.5

B18
10.8
oz).)
7.8
8,2

12.2
6.9
(> 11
F.2

aa

at

9.7

t956-6t
No. Profit
of Rates

Cos. V")

1962-67

No. Prcfit
of Rates

cos, (%)

1950_67

No. Profit
of Rates

Cos. (/r)

I
9

26
)+9

)+3

28
12
11

6
¿

2

::

1

l+

1B
3t
5z
56
23
23
11

6

5

.1

231

12.0
1)+.6
10.6
8,6
B.g
8.2
7.9
6.3
7.5
7.3

10.7

.:'u
8.5

2

7
28
31,
1+0

ÀB

3o
ü
15

6
z

1

237

9.3
2.7

11 .6
7.6
7,5
7.3
7.7
7.2
7.5
6.9

11,1
5.)+

7.8

3
'7
I

15
29
25
24
10
11

6
2
2

aa
aa

aa

aa

13/.+ B.¿¡.

12.1
9,7
Br5
8.6
8.0
7.9
7,2

10,5
6.5
7.4
5.8

rotar(1) ß2
Lank coruelation
coefficients:
Profit rates & Si.ze-group¡- - r Jl**'tc

Notes; (f )
(z)

-.87'r*x - .l¡lx rt -.23

The si ze of the firms is r,reasured. at the initial year of each period'
Number of firns includ.ed- d.iffer bet'¡¡een 5irþ-period.s because of the inclusion of
t Ðiscontinued. I f irsns.

Significant at 10 per cent level
Signíficant at 5 per cent 1evel
Significant at 1 per cent level
Significant at 0.1 per cent level

,!.

,ir*

***
* rl. ¡F t¡

\¡
\).¡
o
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Table J.2

Rank aticn Coeffi-cient : Profit Rates snd.
or

.¿r) .411-Fircs
(r )ïnd.ustrieå group 1950-55 1956-61 t96z-67 1950-67

1

2
3

J+

5
o

7
B

.1O
-.29
-.38

ô ^ú.r ú
-.oYn'4.n.

- r 95{:):i¡¡.*

-.5o'
-.28
-¡lU
-.82*!:'*

.10
-.4CI
-.23
-.89*'r '

-1.00f
-1 '()(}t
-.70
-. !Q**s
-.85*""*'-

-.bL'
-.i2xt¡
-.33
- rO¡r"' '

-.$$:i:;¡:g'
-.6ox
'.5b
-./l**'"
-.$2***';,

per c.ent 1evel
per cent 1evel
per cent l-evel

-.)+7
-.C5

¡Ê,.lJ

'.75*'t
-.8¡*'*
-.24
-.$2*x*.
-.6)+*'
-.1+2*

-.74
-,36

.00
- '83'l'x
- '67**
-.70*
-.13x':'
-.94)rr*.e,r
-.o)nr4

-./0*
-.Jo

.00
-.57
-.70*+x
-.Bo**'
-.$2rt*ic
-.90'¡x'
-.72*x*

-.40
-.54
-.C9

rì'rL-Lù

-. Òr+dr r

-.J3*xx
-.89*'l
- . ( ln'aa"

- . plr'È it d,

- ¡75**¡¡i-:

-.1¡0
-,55'

.L9'
'.76*x

.01¡
tZQ

.34
-.+9

.51"&11 inclustries

B) | 73Ot j+i-ri:s

ïndustrial s"o.a,(r )

.¡J1 ind.ustries

c) Issene:I1rsg

rni.ustrial aroup 
(1)

lJl inôustries

1

2

3
¿l

)
6

7
a

- rl+J

-.o8
-.O9
-.Ji**x
-.85**+
-.($xxi
-.82*tttÊ
-,JJ**''
- rJ+J'*¡i4*.

-.1+3*tE
-.17'
-.O7
-.iJ**
- . 90rr ¡e !X

-.24
-.82***.
-.60*tn
-.lrJ;1ctt

-.1 J+

-.JB'
.À5tr'r

- '59t:'t:;
-.1 0

.68**''

.14
',3O

.J2xx'

-.10
-.J2**'x

.P¡{:*
-.5o
-.12

Ê,1rF**av I

.05
-.49
-.23

1

z
3
)+

5
6

7
I

.tÉ

t; rÊt

,'tlt rt
..**¡r

f

Significant a
Significant a
Sigruificant a

t10
t5
t1

Significant at 0.1 per cent l.evel
Perfect coryeLetion

(t ) ror ind-ustry classii'ication, see þpencr.ix îab1e c.1 .
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'IebJ,e 1,3

n Coeffi ts:

1-u11-Coni:anies

Rank Coyrelation toefficients ;
Profit Rates and. Size Gz.oup

fit ¿^
Lti Gro

B) tlJc'.1_:_sirne

R.ank Correlation Coeffioients :
Profit R¿tes and. Size Group

A)

Years

1950

5t

5z

53

6',¿+

55

56

57

5B

59

1960

6r

6z

6l

6+

6S

66

67

-.lJ**x

-.61 '*x.

-.49'

.ú

-.o8

-.19

-.13
tt

.26

.37

-.04

-.\3

'03

'07

-.C9

.25

.lr-O

.o5

-.)3xxta

-.73**

-,81+*rlFt¡

'.3)+

- .!6':'

-.28

-.2i+

.15

.)o

"Pa*

'.21

-.38

-.ú

-.11Q*

.24

.19

.33

.oL

* Sieníficant a** Significant a
!s*t¡ sigrÉficant a

O per cent level
per cent level
per cent Ievel

t, l
t5
t1
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SECfION fII: Deficit-firns

Before discussing the possible e4planations of the inverse

associatíon between profitability and size of fi-rns in ¿h;.stralia we will

first exar¡ine another fea,ture of rprofitability' which nay be of ímportance

to entrepreneurs in addition to that erpresserL by annual average profít.

In the 18 years ended ín 1967 there appeared. to be a general

d.eclining trend. in the average earning rates on net assets in our 402

firms. This trend is ind.icated" in îable 7.4 be\ow together w"ith that of

all Australi-an namrfacturing cornpanies which are listed in the Syd.ney

Stock Exchange. Over our three sub-periorls the profit rates of our

conpanies cl.eclined from B.T per cent in 1950-55 to 7.5 per cent and then

6.8 per cent in the succeeding two p""ioa".(l)

The decline in the average profítabitity is associated with a

greater dispersion in profit rates b1þeen each of tine 4O2 firrns. Ïn

other words, as profitability rleclined the extent of differences in ar¡rual

profit rates between fir¡,rs became more pronounced. Furtherr the nu"nber

of non-income firms rose fron a m"irrinum figure of four in 1951 to a peak

of 28 Ln L963. Altogether I23 firns have either nad.e no profit or

suffered a loss at least once in their operating years <luring the period.

studied. In fact the majority of thc-se firrns mad.e a loss in more than

one year. The fotlowing questions then arise: why tLicl these fints fail

to make profits; hrere they operating in particularly corrrpetitive markets;

were their business structures quite different from those of profitabl-e

(f) For d.etailed diseussion of overall trends in Australian manufacturing
see for exareple, .4,. Hall , Australian Companv Finance. SourceÊ and Uses

of 3\,rnd.s of Pìrblic Conpanies. 1948-145î, the Australian National
University - Social Science Monographs ?, (Canberra: Àustralian
tdational Univ. Press, Lg56); and the series of survey articles on the
Australian Economy publishert in Econonic Record since 1956 and.

reprinted in H.'rrtr. Arndt .n¿ w.u.¡o"¿uT"¿!lf The Austrarian Econoray,
(Melbor*rne: F.lÍ. Cheshire, lrgØ), Part One.
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Table 3.1¡

Annual Averase Prcfit iì¿tes ner IIet Asseis after Tax

ïears Our sn"r::ple fin:s
No. of cos. Profit ?.ates

(%)

Total Listed. Conpanies in
li'anufacturi ng Industrie s (f )I\o. of cos. Prrri-it R.ates

(%)

1950

51

5z

53
Ãr.

55

,b

5B

59

1960

6t

6z

o)

6l*

65

oo

67

Íl râ, o

i

i
I

I
¡

L

8.2
QôÐa1

8,1

9.6

6.2

6.1

6.8

7.2
6.6

6.9

Ilrâr

Note; (t) Tliis includ.es alnost eJl coi:panies for nhich d,ata vrere given
in tire annual *r. nvestnent service: of the Research and.statisiical Bureau or tne syaney stock Exchange, and,
cer'cain fi-3" '¡drich have been taken over by these oonpanies.

57
555

551

5l+O

52t

494

514

595

596

598

584

565

538

rroa,c i not a-yailable.

source: For totet public conrpani-es in manufacturing ind.ustries -
Reserve Bank of !

U Statistica]- Conpany
968.nt, I'ebmary and. Noven 1 J, August 1

175
.r{LW

o7Ë

232
¡nO¿¿o

otr,z

286

29o

292

28CI

282

29a

DÇÊ

)v¿

300

299

293

28C)

6.9

7"3

sr_x-year
a,verage

8,7

6.1
[.a

6"6

7"3

7"5

6.6

5.7

9.5
oÕ

7.7

4.4
10.6

9,8
Qn\).¿

7,6

0 ¡'t

8.0

7.8
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firr,:s?
(r)

fn Table 5.5 the ùistribution of d.eficit firms in vari-ous ty¡res

of market ís shown. At first glance, it may appear that the pro'r¡ortion

of deficit-firns becomes greater as the degree of business ccncentration

declÍnes. hrt the extre..lely large proportion of deficit-firms operating

ín high oligopolistic markets unci-erinines any generalization about the

rera.tionship between incorne-firns and. high concentration. Twenty one

fir¡as are obscrved to have fail-erl to make profits in high-oligopolistic

¡:arkets. 0f these, nine are in cotton textiles, three in tobacco and

cigars anri. two each in motor vehicLes, confectioneries, anrL ice-cream, etc.

Traditional theory suggests that nonopolists anrl oligcpolists

v¡ill have very high rates of return insofar as they can preserve their

positicn uncLer favourable d.ei:rand. and" cost conditions they earn only as much

/o\
as conpetitive in'lustries.\'/ The cotton textile industry, in which nine

cleficit firr:s a,re recorded, is one of the exanpLes in wirich derlland"

conùitions were unfavourable, 0n the other hand tobacco and cigars, motor

vehicre nanufacturing, confectioneries, and ice-cream etc. represent

industries in which consid.erable changes in the market stmctures were

observed (see Table 2.4 on p.2B). fn these four inclustries, the largest

fi-rm or fir¡'rs expand.ed their market shares rapidly anrL at the sarne time

reade profits continuously while the nine observed. deficit firrns failed to

rLo so.

Although market eontrol may be a factor it seens more likely that

large size is of nore inportance in enabling monopclists anrl" oligopolists

(f) It is often suggested. that a relativel-y poor prcfits record. is likely
in the few years irurerLiately following the establishilent of a firm.
Only eight firms out of the total I2J defícit fír¡rs were in their first
five years of operation. Ilowever, since our sample firms includ.e
only listecl public companies anrl they represent relatively large-size
firns' we are not able to <ì.raw any general concl-usiorrs concerning the
relationship between poor profit perfornances ancì. the tinfant stager
of firrns' operatíons. See, for exanple, W.l. Crum, The Age Structure
of the Co'oorate Svstera, (Un:_v. of Califcrnía, L957), Cfr*ø"r V.

(z) G.J. stígler,

..-.)

tes of
Natícnal- Bureau of Econonic Research Princeton iiniv. Press, L963
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Tab1e J.5

tribution of cl-

Market Structure

1 Monopolistic and ducpolistic
industry

2 High-oligopcli stic industrlr
J Mod eraie-oligopolistj-o

industry
l+ low-oligopolisti c ind.ustry

5 Unconcentrated. ind.ustry
6 Conpetitive ind.ustry

7 ltigh-competitive industry

Tota-1

Concentration Gro ù

(z)
Total No.
of Firas

(t) 
"" a propor-

tíon of (2)
(r)

No, of
Deficit-fi::ns

Distribution of DefÍci

Table 3.6

1950
No. of lotal No.

Deficit- of Firns
ï'i::trs

et

1958
No. of Total No.

cit- of Finrs
I'irns

12.5

5t .B

22.1

25.9

fi.2
30J+

l+5.8

3A.6

1967
No. of Total No.

Ðeficit- of Fi:ms
Films

2

21

16

66

17

21

33

7

22

123

n
B1

91

21

48

tÐz

b

(r)Sizo Gro+rp

Î

¿-

7

¿r

6

b)

7

I
9

10

11

12

13

al

aa

a!

la

1

7

6

11

11

B

¿i

2

3

9

18

5o

I+2

5a

l+3

26

21

9

5

1

lota]-

Sone firus are includ.ed. Ín ¡rore than one of the selected. three
years thus the aggregated. figure exceed.s the grand. total of
123 Ceficit-firss.
(t ) For size classification of the firms, see Append.ix Table D.5

27950

and

2

1

10

1l+

16

13

14

5

1

1

l+

23

rt5

53

61

À4

3o

15

7

5

2

?e177

2

aa

aa

4
7

20

Ì+3

r$

27

11

11

6

1

2

3t 177

ac

1

aa

aa

ao

aa

ao

to

aa

a;

1o

10

5

3

Note:
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to nininize or co$r1etely avoid losses over tine. îable 3.6 shows the

distribution of rleficit firrns ín clifferent size groups. Deficit firns are

all snall or ned.ium sized firns and" no large firns with their 1967 value

of net assets exceeding, for exanple, î,25.6 i:iLl-íon failed even once to
(r )

rnake a profit during their o¡rerating periori..'*' This may be partly clue

to the accounting conventions whích large firns commonl¡'ado"i:t: for public

relations purposes they seek to i,rinimize fluctuaiions of reported annual

earnings rates bi. clistributing high profits over years of low profit.

But more so is this attríbutable to the cleliberaì;e policy of large firns

which organize thensclves in the areas of production, narketing and finance

so es to minimize d.angcrs of naking losses and. of failing tc attain

continuous growth ín tiile of reccssion, As one of the ,levices for

pr.rrsuing this goal large firns often rliversify their production lines and

inves-b in other cornpan-ies so as to be able to offset ]osses for one source
,.)

of profit by íncorne fron othcrs " 
\'

fhe observed. concen'i:ration of deficit firms in snaller size groups

leads us to conslcl.cz' the extent of fluctuation of annual- profit rate over

iime in relation to síze of firns. VariabilitSr of profit rate of individ.-

ua] fin::s is measured- by the vafue of the standarC. d.eviation of its average

annual profit rates over tine and. is shown in Table J.7. Fluctuations of

annual nrofit :"ates appear, on the whole, to rLecrease with size of firns.

This declining trend is not systeniatic but a narked- d.ifference can be seen

betl¡een size g:rouos i to 6 and.7 to 1l incl-usive. Increase in stability

of annual profit rates i-s pronor-mceC in the largest five size group*.(f)

/- \(1) .[ sinilar observation is narle by Gal-braith in the United States. He

states that 'T.nL957, a year of mild. recession in the United" States'
not one of the one hunclred largest industrial- corporations failed. to
return a profit" Only one of the largest tr¡¡o hundred. finished. the
year in thc rcd. t tr'\rrtherrlore one of the largest firns ì-n Anerica,
the United States Steel Corporation, r. . . has not had losses for a
quarter of a centur¡rr" Galbraith,
nÊ?

The Ncw Tndustrial State. .S-:.9.i.!.. '

(Z) The aspect of ,Liversification in large firns is further exanined in
Chap-i;er V.

3) Siinilar observatÍons were made by Stekler, Sarnucls and. Snyth, Singh
and ''*Thittington, anrl others. See, Stekler, -S.-a!!., Chapter Vf,
Sanuels ancl Snyth, -91¡."_c,i'J., Section TII, and. Singh and !/hittington'
Chapte: 6.
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Firms iilrose net assets exceeCed, å1,600,000 in 1950 are nostly rnonopolists

or high and rnoderate-oligopolists (see Table 2.5 in Chapter fI), ancl their

market ccntrol nay certainly contribute to the relativel-y stable nature of

their prcfitabilifu " 

(r)

-TaþIe.-ãJ.

ation of Annual Profit Rates per itTet Âssets of Firms

il*p eçþ*Çr*ac-qÍqsn -]gMZ

S

IIet Asset Size Gro'.rps
(rg¡o basis)

Size Groups -åþper++mi# (S'OOO)

Standarrl Deviation
of Profit Ra-ües

%

9.Ô

TB.2

l,2.9

B.B

L4.2

8.6

7"0

6.6

L.',7

¿.¿

¿.9

Ão

9"9

8.1
1A Â

L2.Q

tr trLLr)

l2-6

ì

I
L

4

5

6

7

a

9

10

11

L2

15

o_49

50^99

100-199

200-399

400^799

800-1,5gg

r"600--1,Lgg

5 r2OO -'o 1799

6,+0a--L2,7gg

12,BOO-.25,599

25,60A*5r,199

5L,200-..LOz,599

t02,400 a:r,L over

Note: There are no firrns i¡hose si-ze exceed.ed" €.51,2001000 in 1950.

ïn the prewious section we observed. that annual profitability

averaged. over a m.mber of years does noi increase with size, and. large

size itself d.oes not usually appear to provide any ad.vantages so far as

(f) Va:iability of profit rates of firms was al-so calculated. in various
-ü;1res of narket for the period. I95C-67 and" is shor.¡n below:

Concentration groups Sta:rdard Deviation of
annual profit tut"s (/ù

1 lvlonopolistic anri. duopolistic j-ntlustries

2 Éigh-oligopolistic industries

J }foderate-o1ígopolistic industries

4 lor,r-oligopclistic industries

! Unconcentrated. ind.ustries

6 Conpetitive lndustries

7 High-cornpetitive industríos

Averege
9.0

Average
L2.I
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abillty .Lo obtain high profitability is concerned. But the investigation

in this secticn suggests that the certainLf of profít lncreases with size

and. large finns in general rarely fall to nake profits whích are also

usually stable, though not necesseirily high, over time. 0n the other hancl

snaller firms seen to take higher risks in exchange for the chance of high

profit in ease of success. If I{e assume that certainty is preferred to

higher but riskier profit, a stable average profitability of large firr.s

woukl make large size attractive and providr some índucenent for firnis to

gror¡r. ilaving noted this point we may now turn to a consi-deration of the

observeri. inverse association bet'¡reen average profitability and. size.

fn ord-er to explain eräpirical observations which indicate higher

average profitabílit¡' ¡o" snaller fir:ms than large ones, several reasons

have been offered:

]. J. Steínd.l argues that the observed cleclining relationsirip

between size and profitability of firms coul-d be the result of an increase

in capi'uaI intensity with increasin, *ir".(1) Large fims usually enploy

capital intensive techniques and. ccnsequently the capital- safes ratio ($)

is high" This hSroothesis is often quotecl in order to ex¡lain the lower

earning::ates per capital investe,L observed. in larger firns, but vìIe are

still left in d.oubt as to why profit rates should increase less than assets

with increasing capital intensit¡,. 
(2)

2. R.C. Osborn suggests that nany large corporations are old

and har¡e d.eveloped the trad"iticnal corrservatisrn of age anri. large size.

Thus their erpansion Þrocess nay be slowed d,own and. hence rates of return

tent1 to be loo.¡er.\)/ Thís argunent assumes that the more rapidl¡r expanding

sr1al-l ancl ned.iun-sized firns are nore profitable in part because they are

(i) Steinril tested his hnoothesis with evidence based on 1939 data and

fourrfl. tLr.at asset-sales ratios increased. with size up to the third
Iargest of his ten sjze cl-asses (assets less than $US5,O0O'OO0) and
thereafter renainecl fairly corrstant. Steindl, op.ci!., Chapter III.

(Z) See J"S. Duesenberr;¡, B¿çåness-9y*c*1q-s-,?n4-Ec.o4gmic-Êrolq!h., (New York;
lIcGraw-Hill, 1953), pþ.58-9.

ß) Osborn, 9p.çi1., p.77"
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e4panåing, and that when they cor:re to the en'1 of the exnansion period. their

profitability will also be at a lower level.

3. fhere is a tradítional view of risk preraiu,ns whÍch propcses

that inr¡estors ri,enand anrl obtain a hígher rate of return from those firrns

that have greater fluctuation of earning rates. fnvestors norrrally assune

that risks of making a loss ri-ecrease wÍth size; therefore srnaller finrs

are erpected. to obtain higher profit Ín successf,rt yo*".(1)

4. ft has al-so been suggested that large firns are in reality

a comnosite of several srnall firns each of which nay be regard.ed as an
/^\

ind.ependent profit 
"urt"".\'/ ff this is the case, there is little reåson

to expect that large firms would. nake marked.ly higher profit than s.nalIer

l¡ûhat other possible explanations can we provide for the observed

inverse associations between profitability and size of firns in Áustralia?

As we have seen earlier, the smaller and medjum-size<L firrqs are less likely

tc have ûj-versified" income sources anri. hence a fai-lure in the one area, or

j-n one of the few areas, ín which they are operating is likely to result

in an overal-I loss. ïf such errors are made repeatedly these firms are

likely to go banlcrrpt or be forced to accept take-over bids and consequently

exclucled fron our stucly. Large firms, on the other hand., are likeIy to be

rLíversified, to operate in d.ifferent prod.uct and geographical rnarkets, and.

the¡r ¡ig¡1 experience a loss in one or several fielrLs without n:aking an

overall loss. This helps exr']ain the particular behavior of the tinccme-

firnr group noted. above on pp.5I-2 which indicatecl a stronger inverse

relati-onship between profitability and. size as compared with that of the

rall-firrnr group" If Less d,iversified snal-lcr firns are likely to

ertrlerience an over-al-l loss through one or a few fail-ures, those r:ismar:aged

firms will be consequently excluderl. fron the list of profitable fims,

(r)

(z)

See, for exanple, Steindl, op.cit., Chapter IV.

See for exanple, S. Alexander, tThe Effect of Size of Manufacturing
Corporation on the Distribution of the Rate of Return', Bçg!g_g!
Econonj.cs and Statistics, YoL.JL (August tg4ù, pp.?29-35.
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i.e., the 'incone-firrrt group. [he result is that the profitability of

the renaining suceessful small firns would be fairly high because few' or

even no, urìsuecessful projects are inclucled to d.ilute their incorne fron

profitable ventures. Thus it nay be ex:ected that snaller suceessful

fir¡rs report higher profit than lerge firns erqong the rincone-firnt group

as is indicated in Tables J.l and 3.2 by a higher inverse correlation in

this groun cor:rpared with that in the ral-l-firnr group.

In addition, when studying a period' in which a rapid. expansion

took place in various &reas of nanufacturing industry, we nust not neglect

the inportant effects of such factors as narket growth, changes in market

structures and overseas conpetition which differs between narkets according

to the federal Government's tariff and. inport restriction policies. Ïn a

growing narket excess de.-nand provi-d.es higher profits and. capital - sales

ratios will decline. Thus, in spite of the f capital requlre:rent bamiers'

suggested. þ Baunol, large firms anrl capital intensive in,lustries may not

necessarily obtain higher profít rates if the less capital intensive :narkets

are growing rnore rapidly than the capital intensíve narkets. Large firrns

in our sanpre are rnostly r:ronopolÍsts or high-oligopolistu(1) t ra,

theoretlcally, n'ight be expected to obtain higher profit rates through

their market control. Market structure in the post-war period.' however'

proved. to be v€*TÈ unstable. As we have seen in Chapter II rrergers

changed. narket structure in rnany industries and. in particular' large

oligopolists competed. to expand their raarket share and consequently

concentratÍon was further increaseri. in alread"y highly concentrated

industries. Tt has been shown in the U.S.A. that average profit rates in

eoncentrated. industries were consi,l.erably hlgher than those in less

concentrated. industries anr-ì. hence large nronopolists and oligopolists were

rnaking higher profit than s¡raller conpetitirre f:.rrrs.(2) Such relations

(i)
(z)

See pp.56-! above,

Using 1950-60 U.S. data, l{arn founrL that there '$Ias a d.istinct
d.ifference between the average rates of return in less concentrated
indirstries and. in industries where the top eight firns accounted. for
more than ?0 per cent of output. fhe average profít rate for the
concentrated. group was reported. to be 13.3 per cent as compared with
9.0 per cent in the forner g:.oirp. Similar results were previously
found by Bain for the period l-936-40 and 1947-51. Marur, op.cit.
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are found to be less obvious in Austral-ia in the periocl stud.ied.. fn Table

J.B below we have estinated d.ifferences in post-tax profit rate on net

assets for firrns operating in various t¡rpes of narkets for the periods

1950-58 anJ, 1959-67. Iife fínrl. th.at profit rates are higher for firurs in

concentratecì. narkets cornparerL with those in the less concentrated. narkets

but the difference appears to be r-narginal-.

îable 5.8

Average Post-tax Profit Rates per Net .Assets per ¿lnnun in Various
Concentration Groups; 1950-58 anl 1q59-67

Concentration Groups Average Profit Rates per AnTrrlrt

1950-58 1959-67"rt%
Monopolistic and duopolistic

industries

High-oligopolis tic industries

Mori.erate-oli gopolís tic indus tries
Ï,ow-oligopol-isti c inrlustries
Unccncentrated in,i.ustries

Conpetitive ind.ustries

Iligh-conpeti tive indus tries

ì

10.1

r0.5

8.6
o.7

8.2

8.9
o?

/tverage

Average
8.8

Åverage
7.7

Average

9.7

7.8

8.9

1.1

6.7

5.7

7.0

o.¿
6.3

Notes: Rank correlation eoefficients between average profit rates anci.

d.egree of concentration were also ca1culate.,i. for each of the 18
years sturì-ied. Eleven negative ?nd seven positive relations are
reporterì., only six (fi,r" positive) of them are sigrrificant at the
10 per cent l-evel. This inri.ícates that there is little association
between nrofit rates ancì. degrees of concentration.

As we have seen, econorni-c theory åssrl.rles that certain factors

which are associ-ated. with size such as techr:-ica1, narketing and financial

opportunities will work in the d"irection of higher ratcs of returrr for

larger corporations. This anticipatÍon is, however, realized only unc1er

the assunntÍon that aLl firns are pursuing a profit rnaximization goal. ff

the assu-n¡rtion rì.oes not ho1d. equally for firns of different sizesr and

larger firrns ar"e pursuÍng other rnaximizing objectives such as fast growth,

then there is little reason to erpect that larger firns wouId" record. higher

profit rates. fn particular, from the point of view of firnsr investnent

decisÍons, growth and profit goals can not be regarcled as iCentical

criteria for the selection of investnent progra¡rrnesr(t) o.r, rather fast

(i) See Chapter VI, Seetion TI.
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growth often depresses fir:nsf earning power as r¡¡e will see tutur.(l)

Therefore contrar¡r to the pred.iction of econon:-ic thecry we night erpect

larger firräs to report lower profit rates than s,naller firms. This

explains our previous observation (p.52 above)tfrat the theoretical

proposition, which suggests higher profit rates for larger firns, is

supportecl to sorne extent only in slugg'ish years when firns growth rates

are restrained. this is the argunent we will put forward. in the suceeeding

chapters, but here we note sinply that our observed inverse relationship

between size and profit rates ri.oes not support the generally suggested

theoretical proposítion.

SECTIOtil fV¡ ProfitabilitvPersistencv

Ïn the previous three sections, our attention wa,s focussed. on

the differences in profitability of firns in vari-ous size classes. Firrrs

ÏIere grouperi accorcLing to their size and the stud.y was conducted. on inter-

class differences in average profit rates. No mention was nade of inter-

compa.riJr differences in profitability, The d.iscussion in this section will

be therefore directed towards the l-evel of profit of each conpany over

tine.

fn an economy which is fundamentally eharacterized. by continuous

growth ancL change, rndiwidual firns organize their activities in the way

which they regard. as best srrited. to these processes of growth and change.

they aim to build un rnarket eontrol, or to d.iversify proclucts, or to grow

fast or to j-ncrease their shareholdings in firns in various narkets, etc.

It cannot be assrrted that there is a fixed path by which equilibriul is

reached., for entrepreneurs encou:ter continuous ehanges in the environnent

in r,çhich they operate such as shifts 1n d"ernand and. costs, introduction of

new techn-iques and" changes in the structures of the narket. Íhe types of

j-nterrral organization which are employed by each firn are varied, anrl in

practice it is difficult to estinate their effect on the resulting ehang:es

in business perfornanee.

(r) See Chapter V.
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llithout giving any rigicl description of the nnaxirnizing object of

each fim, r¡re nay however roughly ind,icate i,rhether a fÍrrn is suecessful or

not by ascertaíníng if it eontinuously nakes high profits (above average

in its industry?) throughout a given period. îhj-s line of thought has

1erl several econonists to enquire whether there is such a thing as tgood|

or 'bad"t managenenr.(i) The criterÍa enployed dÍffers between scholars,

but they generally enphasize the importance of the internal conclitions of

firns as being an exnl-anatory factor of profitabilíty differences.

To begin r,rith let us exanine the relationship of the average

profit rates of our firns in and" between the three sub-period.s 1950-55,

L956-61, and 1962-67. Our aim will be to see if there is any tendency for

the rate of profit of iniliviclual firr.rs to persist over the sub-periods

stuù1ed ancl further to find if fim.s which made a relatively high (or low)

rate of profit in a g"iven six-year períod also tend to nake hish (or loir)

nrofit rates in the following six years.

fhe relationships between the average post-tax profit rates on

net assets in the two successive periods are plotted in Diagranrs 5.1 and

3.2 far the period. l950-55 and 1956-61, ani1 I956-6L anC 1962-67. [he

resuLts of the sinple linear regression analysis are given in lable 3.9 for

firrirs in different inclustrl-al groups, and ri,ifferent narket structures.

lhe results show that there is a positive relationsnip (ttre b coefficient

is positive in each case in Table 5.9) between the rates of return in the

two suceessive six-year perio.ds in all the rB rnajor inrlusf,rial groupsr as

well as in the tal} inrlustriest group. In other words, finls with

relatively high profitability in one six-year period" are likeIy to naintain

their good. perfor¡rences in the subsequent six-year ¡eriori.. [his

(f) See fcr exanple, T. Barna, Investrnent and Growth Polícies -in Brítish
Inrlustrial Fir:irs, Occasional Papers XX, National Institute of
Econom,ic an<l Soeial Research, (Car:rbriCge Univ. Press, Lg62), I.M.D.
Little and. A.C. Ra¡mer, IIigElerly PisEled.y Grohrth ,qgain, (Oxford; Basil
Btac}cr^let1,Lg66),ffiditsreviewby.W.B.Red.dawaylåc@@1',
Vol. ?? (Sett. L967) pp.595-8, and, A. Singh and G. llhittington¡ 9!:,9å!.,
Chapter 6.
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relationship is particuì-arly pronounced. in the lron anrl steel, ånd

Electrj.cal eng:ineering in,lustries for both successive period.s, ancl in

ind.ustries such as Chernicals, Saw nills etc., and Newspaners for one of

thc two subsequent period.s. fn statistical terrns it nay be saiC that the

average rates of return on net assets in the fron and steel industr¡r, for

exanple, in the period- L95o-55 explains rnore than +O% (r2 = 0.{6} see

Table 1.9) of thc variance of average rates of return in the succeeri.ing

period af L956-6I.

fn the rest of the cases the rel-ationship appears to be relative-

1y weak, though positive, and there seens to be little relationship between

rates of return on net assets in the two periods. IIowever, a stucly of

Diagrans 3.1 and. J.2 suggests that such weak relationships nay be partly

due to the inclusion of extrene observations which naii.e a loss in one of

the periods (observations plotterl in the second. and fourth quadrants of

the rliagrans). Thus a rel-ativety large nunber of deficit-firns in the

Cenent etc., îextil-es, Clothing anrl footwear, Foo<ì., tobacco and. beverages

inclustries rnay nartly explain th.eir weak regressj-on resuf ts.

Diagrans J.l and. J.2 require a further conr'-lent. Ïf r^re assume

tgoodr or tbad.t rnanagenent contim.res for a certain period, we should e4pect

to find sorne persistenc¡. in both the high profitability, and. 1ow profit-

abílity or everr loss-naking of firns over successvie tirne-period.s. Ïn the

case of continuation of tbad.' nanagenent, we nust note that few fir¡rs can

sta¡r i¡ business when they nake a loss persistontly over a mrnber of years.

Concern:ing our sanpl-e firrns, nost of the badly nanagerì. cleficit-firns were

either liquírì.aterì. or taken over by othcr fir,ns before they reccrded a

persistent l-oss throughout two successive sub-periori.s (i.*., for L2 y"t"").

fhis is shown in the diagrans in which there are only a ferr observations

irlotted. in the thircL quadrants inrì.icating firms naking a persistent loss

over the two successive periods.

ïn their survey af 757 British quoted conpanies' Singh and

I{hittington found- a sirqilar but slightly stronger persj-stence of average

profit rate on net assets between thc two successive periods l.94B'54 aul'
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Toble 3.9

195o-55 in Cc,ltrnn
t956-61 in Colunn
1956-61 in colu¡:n
1962-67 in Co1ur¡n

t,
t+4,

Ino-ustries

I na.ior ind"ustrial grcuÞs

1 Cenent, etc.
2 Chemicals

3 lran aniL steel, etc.
J+ Electrical engineering

! Textiles, clothíng and.
footwe¿r

6 Savmills, etc.
J Food., tobaoco cncL

brev¡eries

I Newspapers

Concentration .qroups

1 L{onoi:olistic end
oli gcpcli sti c ind-ustries

2 Tligh-oligopolistic
ind"ustries

J Mo¿erate-oligopolistÍ c
industries

4 T,ow-o1.igopoì.istic
ind.ustries

I Unconcentrated.
ind.ustries

6 Conpetitj-ve inclustries

7 Higb-conpetiti-ve
i-nC"ustries

Results of Regressicns of Rat% of Refu

í) ir t956-61 on th¡.t ot 1950-55
ii) in t96z-67 on th¿t ot tg%41

Regressi,:n coefficieni r2
Regressiun equa,tion,

Pt*1 =e1 +bP*++
T,/here a and b ¿r,re constant tems

ê, the st¿,,nC.ard. error t
P, prcfítability on net assets (fi)

.05

.43

.25

,26

.07

g.g6

6.48

7.ú
6,ry
3.93

7T

"16
,37*
zo*

¡þ U+

.27

.oo002

.1O

J+6

"\2
.02

77.))
.15

.08

.o2

.80

1 .11

tzO

or)a,,/L

1 .o9

.65

.7O

1.54
2.57

.52

.bJ

.75

,lö
.Bg

1 '10
.59

.8h

1.13

eïn

a
l- l-

l-1

(
(
(
(

)

i)
)

)

ei
R.egressions of Rate of

Return in 196247 on that
ot t956-6t

2.r3,0

10.07 .oo3

6.72 ,31

7.58 .59*

8.8J 1 .01*

7.39 .19'

8.1 0

B.)Q

.1y

"Q 
!h

9.31

i0.16

.24

.26

.o3 4.84

.0lr B.O2

.à1 +

.17

.02 9.12 .o7 1.o7 ,65 9.16 ,02* ,85

.37 7.65 .2)+" .74 .A9 8.77 .3o .81

Õa 9ð6 .À4* 1.1O .17 7.22 .lÉ* I 'OL

.o2 8.Jo .09 .56 .l+5 8.08 .51* .5O

.15 7.37 .61* .80 .27 5.80 .\2* .5A

.Õ7 5.9t+ .22+ .66 .06 +.79 .31+ .79

,O5 L+.79

.o5 5.16

-.1 J+

.15

.L11 índustries .1O 7.97 .32* ,)+3 ,11 6 ,26 .31* .31+

* Sienificantly d-ifferent from zero at the 5 per" cent level.
+ Sign:ificantly C.ifferent frr:n zero at the 10 per cent leve]".

(i)
Regressions of Rate of

Return in 1956-61 on that
of 1950-55

r n2
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,rr*rl.Q) In exa¡i'ining the inrplication of the observed persistence,

they suggest the following e:çlanations as alternatives to the continuity

of rgoori.' or 'barLt aanagcnen*.(e)

1) There nay be no real persistence of profitability at all and the

Ir observerL trend merely arises fron persistent growth of assets.

2) the profitability of flrr:s can be also aseribed to the monopoly

power which the¡r wield. fn this case the observed persistence

of profitabitity may nerely inåicate the continuity of the

monopoly polûer of profitable firns.

ù Persistent profitability raay arise from the ùifferent accounting

conventions used by various firrls. For example, if a firm

conf,inuously und,ervalues its assets, its profit rate expressed on

assets would be continuously overstated. throughout the period.

stud.ied.

How inportant are those objections in our present study?

Concerning the first factor, we also conducted. in Chapter IV an enquiry to

see if there is also a persistence in the growth of finas as neasured b5r

aruural rate of increa"se in value of net assets duri-ng the period. studied.

Geoerally we found only a sina1l association between the rate of growth of

fi:ms in the two successi've perJ,od.sr. and finns which made continroqsly

high or 1ow profit rates over successive ti.:ne periods do not coincid"e v:ith

these fir¡rs which had a sinrilar er¡lerience in growth rates. therefore we

nay expect only a minor degree of false persistence of profitabiliþ to

arise fbon th:is factor.

lÌ.rese last two factors present nore colrplieaterL probl-ens. Our

obse:raf,ions show that there is a persistence of profitabiliþ in each of

the eight major indusf,rial groupsn but the d.egree varies w'id.e1y between

indrætries and period.s concerned. .A.lthough these najor i.:rdusf,ries ale- .

aggregations of finrs manufaeturing products of a roughly sinilar naturerthey

(r)

(z)

Singh and Tfhittington, op.cit., Chapter 6.

ïbid,., pp"14O-4r
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includ.e firns operating within different narket structures, of different

sizes and. emnloying rlífferent accounting conventions. In orrì.er to confirn

whether the observerl persistence of profitabiliþ reflects a real

association of profitabí}Íty in tr¡¡o successive period.s, hre titade further

detailed. exaninations of successful firns within each id.entifiable sub-

inclustry group.

We have calculated annuaL profit rates on net assets fc,r each. of

the operating years between 1950 and \967 for all of our 402 fims g¡rd they

are classified into our r51r industries. ftre first question to ask is

whether there is any cliscernible pattern in the level of profit rates of

eaeh firn on a single-year basis. 4re there any firns whi.ch persistently

reported" noticeably higher profit rates over a number of years? General-

Motors Holden is one fÍm r¡rhich fulfills ow offhand expectations in this

clirection anrL we also fcund quite a nunber of other exa¡r.ples in various

lnrlustries. The patterns of the profit rates of these constantly success-

ful firr¡s were fl:rther studied in re]ation to the narket stnrctures in which

they operate. Several- interesting discoveries are ¡nade rrhich nay be

su:¿narized as follorn¡s :

In several- índustries we observed. a definite feader whieh

ccntinuously na,le the highest profit over the wholc or the majority of the

18 year-períor1 studied but such a narked. leadership in terrs of profitability

is onI¡r found in thigh-oligopolisticf industries. fhese J-ead.er firrns are;

S.A. Rubber Holùings in rubber prorLucts nanufacturing, G.l'{.H. in notor

vehicles nanufacturing, Cel-lulose Ar-rstralia J-n paper rnaking, ancl 3ig Sister

Foori.s in biscuits etc. manufacturing inclustry.

fn nany of the less concentrated industries, we have also found

a successful firrr or firms which continuously reporteci. extremely hígh

profit rates coropared with other members of their industries. However,

the duration of the high-nrcfit peri,:d of successful firr:s appears to

shorten as concentration ratios rLecline. ìühere the coneentration ratio is

as low as in group 5 (tunconcentrated' industri""), th" leading fir¡; or

firtis usually rarely rliri. well for longer than five years and in sol.',te
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industries a few firns took turns to show the highest profit rates over

the neriocL. This association of declining trenrl of the success period. of

highly profitable firns with deereasing concentration ratios is also

presentetì" in Table 7.9 on the basis of firns grouped. into each coneentration

class. The table inrLj.cates snaller regression coefficients between profit

rates in two successive sub-period.s in less eoncentrated- industries. In

Figures 3.1-3.6 below we demonstrate roughly the general differences in the

pattern of behavior of leaùing profitable firrns in various t5lpes of

industries.

Another inportant feature is that leading profitable firms vary

in relative size. Sor¿o are the largest in their industry while others

are med.iurä sized. or snall-. This inrlicates that the persistent high

profitability observe,i. in successful firms was not entirely C.erivecL flo¡l

their monopoly poweT. We have also investigated- whether this high

profitability is brought about through und.ervaluation of assets enploying

the nethod outlined on p.50 and found that the observed high profitability

seens to have been ascribed solely tc such accounting conventions only in

a linited mrmber of eases.

trtie nay ñolü recognize the gpeat inportance of internal factors in

erpLair:-ing the wide rlifferences observed between firns in their capacity or

ability to sustain high profit rates. As we have noterL earlier these

internal factors r,right be grouped under the general hearling of tnanagerial

qualitiest or alternatively rgood.r and tbadf nanagement. Different

nanagements have different d.rivíng forces and abilities for profit making

and perhaps for growth as well as varying fleribility in the face of

changing external condÍtions. Such internal factors may be r:ore inportant

und.er certai-n circu¡nstances than firn size or demancl and cost conditions of

the market.

The observecl d,lfferences in the length of persistonce of high

profit rates shown by suceessful firrns in concentrated. and less concentrated

industries shoulrl attract our attention. Differences between rgoodr and

tbaclt nanagenent are revealerl by sustained. high profit or a persistent loss
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in both concentrated anrl unconcentrated. industries. But changes i-n

investroent in response to market changes anrL other disequilibratirg elenents

occur nore rapidly and" to a greater extent in unconcentrated industries than

in reonopolistic a:rcl oligopolistic industrj-es. In unconcentraterl

industries good managements nake higher rrrofits than their conpetitors but

their advantage may persist only for a short while until less successful

firms recogn:lze their faults and reorgarize so as to better d.eal with the

sitr:ation. this creates a constantly changing hlerarchy of groups of

successf\rl firrns. Ïn nonopolistic and oligopolistic inrlustri.es, on the

other hanrì., successful firns usually are abfe to naintain their profita.ble

positions for a consid.ereble period. of time sinee they may be protected

fbom new competitors by high entry barrÍers while the inter-conpany

competition may be rnild because of vari.ous nrutual agreenents within their

indust¡ies.

the essence of our argument here is to suggest that in ad.d.ition

to economic faetors such as de¡rand and cost cond.itions, market structures,

ete., internal factors broadly termed rmanagerial qualitiest afso play a

very inportant role in business suceess. fhis iclea was originally put

fo:¡^rarrL by Marchall who presented the view that the growth of the fi::m is

greatly influenced. by the personal characteristics and attitud.es of

maïÌagemenr.(f) Since the days of Marsha11, the theory of the fi:r¡ has

been d.eveloped. in several new ri.irections as joint-stock conpanies enrerged

and grew into ¡rodern industrial giants. Recently several new h¡potheses

have been suggested. to r,iake the theory of the firm more reali-stic and

relevant to the observed world. As we have noted. earlier, econonists such

as Downie, Penrose, and. Marris, for exanple, look at profit not as the fi.na1

naxin:izing goal of firms, but a means to reaeh other rnaxinizir:g objectives
(¡\

such as growth.\¿/ If we accept this view the inplicatj-on of our findings

in this chapter should be exami.ned in the light of the growth behavior of

firns. llris question, holever, will be left until Chapter V.

(t) A. Marshall, Principles of Econo¡ries, (London; i{aeui1lan,
Eighth ed., Sook fV, Chapters XI and frf .

(Z) Dor,mie, op.cit., Perìrose, op.cit., and. Marrisr .&-€,!.

1961)
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APPINDIX îO CHÁPTF,R TTI

A. Size

The sÍze of fir¡is is ::reasured. by book values of net assets (share

capitaì., reserves and. long-term liabilities) silown in balance sh.eet reports.

All neasures based on the book value of assets are, hor*ever, subject to

d.ifficulties arising from the cliffering valuation practices of firrns.

Usually most firms value their assets on an original cost basis and. fron

time to tine they nay revalue their assets as price leve1s chang:e. But

al1 fÍrms d.o not either revalue sim¡ltaneously or on the sarne basis and

this poses rlifficulties in making any accurate size comparisons of firnrs.

ïn ord.er to overcome this probleri of conservatíve estination of

value of assets, Barna, for exanple, used fire-insurance values in his

1955 estimate of the replacer,:ent cost of fixeci assets in British fiaJru-

facturing industrXr. His general logic was that most fÍrns insure assets

ag:ainst fire and. strong incentives can be erpected. to ensure that valuations

for insurance purposes are realistic. fn case of over-vafuation, prenirms

are unnecessarily high and reeonpense for loss witl be on the market value

anrL not insured value, while in case of under-valuation premiuns rnay be Iow

but insurance conrpanies will only pay up to the insured value and" the firm may

ro"u.(1) Such inforrration is not, however, avall-abl-e for our Australian

eonpanaes.

fhere are several- alternative measurcs of the absolute size of

fírns such as eurplo¡rment, annual turnover (sates), value added. and. pay-roII

(or cost of labour), but book values, such as total employed capital, fixed.

capital, net assets anrì value of issued capi-tal are the only readily

available source of infornation on a relatively conprehensive basis in

Australia. Net assets fi,g'ures are chosen because they exclude nore

volatile elements, such as ba¡l< overrlraft and, credit, and in a sense they

represent the continuous growth efenent in the assets of firns.

(f) l. 3arna, 'Ihe Replacenent Cost of Fixsl"Assets in Britj-sh Manufacturing
fnclustry in 1955', Vo1.120'
(rgrz), pp.r-76.
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Preference for a particular size neasr¡re of firn:s should be based on the

purpose of the stud.y i-n view, but in practice it should be noted that most

of the aeasures are usually highly correlatetL with each other anrL it d"oes

not seem to much r,:atter which neasure i" ,r""¿.(1) Rank correlation

coefficients between three different book values of asset size were

calculated for our 402 firms in four periods. fl:e results are shown below:-

Rank correlation coefficients :-

Correlations between - 1950 L956 L962 L967

Total errrployed capital and.

net assets

Total employed eapital and

fÍxed assets

Net assets and fixed assets

g8g .994 .997 .998

.946

.95r

otr?

.950

,%7

.gB9

.986

.990

B. Profitabilitv

For several reasons profitability of firms is one of the most

difficult econonic quantj-ties to raeasrre. Various concepts have been

suggested for the aeasurerìent of net income from both the accountantsr and

the economistst vieupoint. Profits are the difference between treveruet

and tcostr but these two itens are also subject to nuch controversy as to

what should. be includ.erl. in then an,l- how they shculd. be measured.

Concerning the items of reverme and cost,questions are a.sked

whether costs should. incl-ud.e the wages paid. for manageri-al work - i.e.,

rofficerst conpensationt; r,¡hether, if these wages go to the owners of the

firm, they should be eonsidered. as profit; whether rent and. interest are

fcostst or part of the return on total capital; whether tcapital gainst

which arj-se fron the sales of capital assets shoultL be includ.ed in revenue.

(f) See also J. Bates, tAlternative Measures of the Sj-ze of Firns', in
P.E. Hart, Studies in Profit. Business Savirle and. Investment j.n the
United. Kinsdom. 1920-1962, Un-iversity of Glasgow Social and. Econonic
Stuðies, (George Al1en and llnwin, Lg65), in particular Chapter B and
Table 8.2.
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Marry answers have been offered. to these and other problens,(t)*r rn"

preference for one particular measure over others and. the criteria to

d.etermine what items should be included in profit d.epend.s largely on the

pur?ose of the investigation und.ertaken, as well as on the availabiliüy of

reliable statistlcal d.ata.

Since our object is to compare profitabÍlity of firrns of dífferent

sizes, accounting corlparability appears to be the nost inportant issue.

Meaningful comparison of rprofÍtst among firms of varying sizes anri. over

tine reqrrì-res conpârable treatnent of costs and revenue. ïn ord.er to

avoid. any serious rlistortíon causerL by different accounting practices

between firr,is, rre ¡neasure tprofitt by incluciing only those itens which are

relatively clearly comparable ancl id.entífiable in the balance sheets of all

the firms stuclied.. 'Profit' thus ís measured by 'net prcfit after taxr

which includ.es trad:ing profits, incone from investment and other income

includÍng wind.fall losses anrL gains, and. which exclurLes provisions for

d.epreciation, other provisions and tax pairL (on cunent incone and. adjust-

ments for prevíous years). Post-tax prcfit is used because in or¡r total

402 firm.s, only a li¡riterl number, nostly larger firms, reporteri. the value

of rtax paid' for the yeårs before WAz.Q) lfhen required in succeed.ing

chapters, hol'rever, pre-tax profit is also calculated for this limited.

nunber of firms ín order to make comparison with the after-tax figures.

Because we are trying to measure sone systeniatic clifferences

between various sized firmst profit performances it is necessary to estímate

(f) See for exarnple, F. and V. Lutz the Theory of Investnent of the Fi:rn
(Princeton Univ. Press, L95f), Ivlathews anrL Grant, -gg4i.!.., Stig1er,
Ca'oital an<l Rates of Return in Manufacturins Industries, !.!Æ.,
lf. Paton, Corporate hofits, Measurement. Reporting. Distribution,
Taxation, A Survev for l-,avnen end. Accountants, (Hon*woorl, fllinois:
Richard, D. Irwin, 1965), ancì. II.J. Sherman, @
States, -An fntroduction to a Studv of Econonic Coneentretb:toll a¡rd.

Business Cvcles, (New Yorkr Cornel tlniv. Press, 1968), Chapter I.

(Z) the New South ltlales Coirpanies åct of 1961 introrlueerL fairly detailed
requirenents as to the ninirmn specifie itens to be shown in cornpany
accounts, For detai-ls of these legal requirernents, see L.C. Tounaid,
rThe Victorian Conipanies Act 1958t in @, ïo7.2),
(.rurr. rg5g) pp.l-g.
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the total profit of each firr,r against sone base, i.e., sone neasure of fir¡o

size. Sales value is often used. as a base ancl profitability is gaug:ed þ

the profit rate on sales. this is because d.ifferent industries utilize

the sane anount of invested capital to produce very different values of

sal-es and consequently capital turn-over differs considerably from industry

to industry. For this reason profit rates on sales may be preferred to

other measures in the consid.eration of a firnts investnent and profit-

ability in a given short periorl such as w1thin one year. E¡t in the

Ionger period of our sfud.v, the post-tax profit rate on net capital is a

lnore approprÍate neasure of rprofitabilityr of fir-ns. This ís because

i) the rate which nanagers would seek to narinrize, if they were acf,ing in

the owners best interest, would be the post-tax rate of return on net

capital assets, and ii) in spite of the differences in rates of borrowing

between inctustries, d.epending on stability anrl growth prospects and

d.ifferences in tax structures, post-tax rates of return on net capital

assets are ex¡rected to nove towarrLs equality between índustries.

The rate of return on total employed. capital (incluùing borrowed.

capital) and. the rate of return on total capital stock issued are also

often used to inùicate rprofitabilif,yt of fírrns. the first rate neasures

the total return on property to ind'icate the operational efficiency of

fir.r.,rs. In tÌris case interest anri. rent shoul-cl be inclu,Led in total profit.

The second. rate indicates income prospects for shareholders. Both

measures d"iverge fron our concept of rprofitabilityt of firns which

concerffr, briefly, the in,lucei:rent to the investors to put nore capítal

ínto a firre, and particularly the internal profit available for investment

by the firm.

Sorne rlifficulties renain which are mainly associated with

rcapital erosion' effects in tines of rising price. fn such conditions

firms fail to maintain the real- value of capital anrL original capital

fund.s contributed by owners of a firn does not comr.{arid the same value of

stock and fixed assets. trÍith 'calrital erosion' profitability neasured. by

net profít on net capital funds will be overestimated, since the fonner
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(nr:nerator) is n"asnred by h:igh cument prices ¡rhj-Ie the latter

(denorainator) is based on low histori-cal costs.

In tire perÍori. we stuttied. tiris defect caused some serious problens.

In orrler to m:itigate the effect of rising priee on the rprofitabilityt

neasure, we selected. and studied 550 fi-nns out of the total 402. [hese

350 finns appear to have arLjusted the value of their assets ia response

to rising prices. lhe nrethod of selection of the fínns is erplai-ned. on

p.50 above.
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GRot{ltg

the object of this chapter is to examine the reLationship betreea

the size and. the growth of firms. the chapter consists of four seetions.

In Section I we consid.er the enpírical investigations into the reLatiorrship

between size antl growth of finns which have been eondueted. rnainly in the

last one anil a half decades, anil briefly revie¡s the econornÍc inpllcations

of the obsenred results. In Sectíon If lre present a statistical stu{y of

the size and growth relationships of those L46 of our 402 firms which

operated throughout the nhole 18 years stucliecl. The approach is tech:rica1

ancl the econonic sigrrificance of the results obtained. a¡e cliscussed in

Sectíon fII. In Section IV we discuss the er¡rerience of the renainiq 256

firns.

sE:CqrTrìT\I r: ÞF^r; arra -Q{rlli ^o af +t ^ 
(ì p¡ on,t dr¡'-..Tì^ ^4' 1iìi *-

fhe assoeiation between size and growth of fÍrøs has long intriguect

economists and, several statistical- stud.ies have been made, nainly in the

Uníted States of Arneríca anci the Urlited. X¿oeao*.(I) One of the earlier

statistical i'¡orks on this problen dates baek to the beg:inning of l950f s ¡yhen

Gibrat put fo:nvard. his stochastie hypothesis, the 'Law of Froportionate

Uftectt.(2) This law states that the probability cl.istribution of growth

rates is independ.ent of fir¡r size and. the proportionate change in the sj.ze

of a firr¿ (erowth or shrinlrage of size) during an¡r perioct of tine is a

stocl¡e^stic phenomenon. thus it suggests that large, nedium anil smalI-sfze

fin¡s have the same average proportj.onate gpowth in a given perÍod..

Apart flom its intrinsic inportance as an e¡planation of the

gronth ptocess of finns, Gibratfs h¡pothesis has several interesting

(f) For itetailed reference to studies on the size anil growth of firms, see,
for exarople, P.E. Ilart (with two chapters by J. Bates), Stuclies in

Iondon: Oeorge å.1len and. UnwÍn, L965 , Vol.I, ?List of Iforks Citeclt.

Q) R. Gibrat, Ires inésaliti6s. ácononiques, (Paris: 1951).



85.
/. \t -1.¡impricationsi.'-' the first of these has alread.y been noted., i.e. that the

growth rate of firms is ind.ependent of the absolute size of firms. lhe

second. implication ís that the dispersion of growth rates around the nean

value of growth is also independent of the size of firms; thus it sbould

be the same for Iarge, ¡neditm and. small size firms. the third inplication

is that the distribution of proportionate growth-rates is s¡rnmef,rically

disiributed. arcund. the mean growth, i.e., if x per cent of the total firus

d.ouble their size, the sane percentage of firms halve their size. trbo¡n

this it follovrs, as a foi¡rth implication, that ceteris påribus the ctiepersion

of the sizes of firms tends to increase ovex time. fn other r,rord,s, in

spite of the fact that large firms have the same average growth rate as

smal-Ier firms, the size d.istridution of firms becomænore unequal over time.

fn recent years roany writers have studied this problen in order to

tes'L and. clarify the validity of the basie hypothesis and its related.

im'olieations. In 1956 P.E. Hart anrl. S.J. Prais conducted. a statistical

survey of the size distribution and. growth of firms with the aim of testing

Gi-brat's hytrrothesru.(2) The survey was based on the d.ata of quoted. public

comparries in the UnitedKingdon for the selectedyeêrs of 1885, 1896, 1907,

1924, 1919 and L95A. In this study they found that the tyæical size

distribution of fj.rns in an industry (size mea.sured. by market value of

issued capite.l) e¿lproxlmated. a nornal curve on a logarithnric scale. Since,

statistically speaking, a normal cìlrve is generated when a large nu¡nber of

smal1 independent rand.om factors act on a variate in an ad.d.itive nanner, a

lognorrnal cur'¡e may be regarded as being generated when these independ.ent

small random :'actors act multiplicatÍvely. In an eeonorric context this

means that th: determinants of the growth of firms change the size of firus

bJ' ranC-cn1y djs'cributed. propo-.'tíons and" that there is no tend.eney for then

to act in fa-.c'¿r or disfavou: of firms of any particular size. Thus Hart

(t) For fi"-:ther details, see J. 3ates, 'Growth and the Size of-Firmt, Chapter
9 in Irrt, op_"Sil., ar.d P.E. Hart, 'lhe Size and. Growth of Firmsr,
åçpr:pica, New Seríes, Vol.2!, (reu. 1962), pp.29-59.

(Z) P.E I{a:t and. S.J. Prais, r:lhe Analysis of Business Concentration: A
Sta :istical /ipproach' , {pU.r:iãl of Royal-:9tetistical Sociefu, Serj.es A,
vor. 119, (Oct, l)|6), pp,ltO-191,
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and Prais found enpirical support for Gibratts hypothesis (which implies

this process of equi-proportionate growth).

In 1958 the approach of Hart and Frais was extended by H.A. Si¡eon

and C.P. Bonini who argued. that although the observed size-d.istrih¡tj-ons of

firms often approximate to log-normal distribution, it is also the case

that some size-distributions of firms d.o not fit thís sinple 
".rr*o".(t)

Simon and Bonini pointed out the importance of the proeess of new entry

into the population of firms in chang"ing the size-distribution fron time to

time. Basing their study on the ingot capacities of ten leailing Anerican

steel producers, they claimecl that the hy¡rothesi-s of log-normaL size-

distribution of firms should be nodified. In their view the Yule

d.'istribution, which allows for entry of new firms into the business

population, is preferable for e:rolaining actual size-distributi.on. In

surilra.lT¡, the¡r suggested. that the latr of proportionate effect is generally

present in the growth of fi::¡Ts, ht that some tbirth processt (entry of new

firms) is also at work. fn order to integrate the birth process into their

h¡rothesis of a Tule distribution they assumed that entry of new firns

normally occurrecl in the smallest size-class.

Îhere are, however, several examples of the establishment of

large new firms, especially when they are subsiðiaries of foreign

enterprÍ-ses. 0n the other hand, several stud.ies have notett that ¡te carurot

neglect the effect of firms which cease their operations and. consequently

change the size-distribution of the total business populatiorr. 
(e) It has

been suggested. that the chances of discontirmatíon of business firns through

Iiquidation and mergers often decrease with increasing absolute ,fr.(')

(f) H.A. Sinon and C.P. BorÉni, tthe Size Distribution of Br¡siness Firmsr,
@, Yo1.48, (Sept. 1958), pp.60?-1?.

(Z) For example Hart and Prais, op.cit., Sin€h and. llhittington, Growth
Profitability and. Valuation, op.cit., pu.86-90.

ß) See, for exanple, R. h, 'Births and. Deaths in the ùrotect RrbU.c
Conpany Sector in the United Klngdom, 1949-L95t', @
qf-Economic and.social Res , Vol. f2 (Nov. 1960), pp.90-6.
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As we r¡i-l-l- see l-ater in Section IV this inverse relation between size and

likelihocci of d.iscontinuation cannot be accepted as a general ru1e.

Unfor'runately, due to laucity of published information we d.o not k¡row much

abcut 'ch.e relationship between ne",r entry and exit of firms and. the size of
lr Ifirms."' However, I'e should. at least note here that the effect of new

entry and. exit of fir¡rs demands some nod.i fication of the lalv of proportion-

ate effect i,¡hich states that the growth rates of firrns are independent of

theÍr ab,:ol-ute síze.

Gran'i;crL then -i;ir::t the conposition of the business population is

continuousJ-y cÌranging r.¡:- i,ìr an unce::tain effect on the size-di-stribution and.

growth of firnm, hoir-ia.r is Gib:at's hypothesis acceptable for rcontinuoust

firns (i.", those firrns which v¡ere ín continuous operation throughout the

p:::icC 
".nco.= 

r.'.)?

fn 1963 in the United States of I¿nerica C. Ferguson esti¡nated the

raric cc:.:'clation coefficients be-brreen asset size and growth rates of 12

fírr.s rn eacll of 15 /incï,i..can i::idustries for the years ,g+l-Sø.Q) He

found. th.at in all but fou-r industries the coefficients were very 1ow,

inclicating tirat sire of fi-räis had. iittle systematic effect on their rate of

grolrth. Sii::rl-ar rcsul-'cs were found" by several other economists such as

S. Ib-nc:: and. P. I)ashigi-an, and E. I\fansfÍeld. in the United States of America,

and Singh and ìihitl-ir-rgion, and, J. Sates in the United tci-rrgaor.(l) On the

otl:rer hanC, one w*'i-be:: questioned. the valídity of Gibratts hypothesis. fn

hj-s s',;u"C;r of 4CC Bri-lish U-sted public conlrartles, J.M. Sanmels showed. that

(t) Onl;r ¿ iímited nurr'l;or of works have examined. the tbirth and. d.eathr
processes of firns in re-l-ation to their absolute síze. ft is also
unfo:r;unate 'uhat because balar::e sheet info::r¡laiion is normally readily
avaj-lable o::ìy fc:: quotcd pullic coirrparr-i-es, most works have been based.
on ih"ese ccnpan:.es" fhe ma;ority of both newly established. firms and
ti'ose ',':hich fail tc ccntin';e iheir operations are not quoted public
conpanies.

(Z) C. Iergason, 'Thc Relatiorship of Business Síze to Stability: an
e:ipirical arproach', J,o__u,Lrg"f-,o{l$dl1sj1i=a]__E_cpno;qlçF-, Vol.9, (wov. f96O),
pp.11-"62 "

3) S. H;,rrle:: anc. ?. Pashigian,
loligcal*!1eop,on1¿, 

.ic1 
. 70,

of Firm, Mari<e'; St::uctur:e,
Econon;:, l;oi-.j1, (Dec. i96
and i,ar;es, -ÇrÊ:Çili.

'Iirn Size and. Rate of Growthr, Journal of
(Dec. 1962), pp.556-69, E. Manefield., 'Size
and Tnnovationt , :T_quqn4-l- oi Politieal-
), pp,556'76, sinsh äífu.,
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the hypothesis díd not anply during the period 1951-60 and" that large fÍrr,rs

were growing at a significantly faster proportional rate than srnall firus.
(r)

Ferguson also estimated. the rank correlation coefficient between

asset size and variation of assets for the same firms over the sarne period..

He found that the dispersion of proportionate gro¡rth aror¡nd. the comnon

averå€e was rougihly the same for firrns in aII size groups. This result

supports the second. implication of the law of proportionate effect noted

above (see p.B5). However, these find.ings have been countered by nany

other studies including those by ilIarisfield, Singh and l{hittingtonr Bates

ata ga"t.(z) For example, Singh and. lrlh-ittington founil that the dispersion

of growth rates (raeasr¡red. by standard cleviation of the growth rate around

urean value) generally rleclined with the size of finns, though noü regulofy!')

Tn 1962 the vaLiùity of the third. implication of Gibratrs

hypothesis Ïras tested by Hart when he exanined 1,981 hitish quoted" public

l¿)
conpanies in the period 1950-55.'" He found. that the d.istribution of

growth rates appeared. to tail off fairly s¡rmmetrically on either sides of

the central tendency (t"at value). That ís, "122 firns out of the total

1r9BI stayed in the saee size class, 5L, firms doubletl in size, 5€ fi:ms

halve¿ in size, 261 quadrupled in size and 59 fell to one-quarter of their

"iu*.(5) IIe failed, however, to confirm whether this result of rough

syrnnetr¡r is sufficient to justify the tbird. irnplication of Oibratrs h¡rpothesis

which suggests that the clistribution of proportionate g¡owth is nornal after

(f) J.M. Sarnuels, 'Size and. the Growth of Firsls', Review of Econo¡uic

Studies, ïoi- . 32, (April 1965), pp.1O5-I2.

(Z) Mansfield op.cil. Singh and Ïlhittington op.cit. and Bates on.cit., and

Hart, 'The Size and. Growth of Firms', gp:g!!.

3)
(+)

(r)

Singh and.'hlhittington, op.cit., p.80.

Hart, tthe Size and Growtlr. of Firnsr, .gp=gi,!..

The distribution of the lr$L finns þ their proportionate growth is
as foIlor¡s:

Proportionate growth
(size ín l955/size in

1950)
11+.L1L248L6
52 l-68 4 2

32
Total

3 (r, ær)Nr¡mber of fir¡r¡s

Ibid.. , p.54.

7 6 r8 59 3æ 722 5L3 26L 79 9
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logarithnric transfornation.

ff the third inplication is established, inequality of the size

distribution of finns ¡mst increa.se. But sone enpirical examj.nations do

not necessarily a€ree with the suggestion that the relative d.ispersion of

the size of firns tends to j.ncrease over ti¡ae. I.G. .Adelman argues that

the size-d.istribution of firns tend.s toward.s an equilibriu"rr position after

attainnent of ¡{hich there will be no tend.ency for its ilispersion to change.

She suggests that this is because a size-distribution in arry year is linked

to size-d.istribution of previous years by a matrix of transition probabilitÍes,

a proeess which rnay be regarded as an example of a l{arkov chain. She

presented in support of her hynothesis observations on the U.S. steel

industry during the period L929-56 and calculated an equilibrir¡m size

dístribution which roughly approximated to the observed disf,ribr:tion Ín fg¡e.(I)

fn sumnary, we have seen that nost previous statÍsüical stuclies

suggested that the average rate of gfowth is the same for firms of all

sizes. I{or,¡ever, there rras a general indi-catÍon that not all of the

properties of Gibratfs h¡rpothesis are applicable to the growth processes of

firms. hre can now turn to the exanination of the size-growth relationships

of ou¡ 402 .&¡stralian nanr¡facturing firms.

SECTION fI: Íhe ¿{ssociation between the Size anð Growth of or.¡r 146

þntinuous Fi::ns.

Our interest in Gibratrs law in thís section is pri.marily confined

to its ability to explain growth behavior of fÍrus and. so r¡e are not

concerned. with its (for¡rtfr) irnplication for síze distribution of firms

þer se.

In order to avoid the possible d.istorting effeets of entry and.

exit the firms stutlied. here are l-46 companies whÍch ¡rere in contirmor¡s

operation during the entire period, 1950 to 1967. To test the requirements

of the law of proportionate effect whích states that the average proportionate

(f) I.G. Adelnan, rA stochastic Analysis of the Dist¡ibution of Firms',
Journal of the anerican statisüicar association, yoL.55¡ (Ðec. l95s),
pp.895-904.
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gïowth rates are the saüe fox all size groups, we calculated. a regression

of the logarithn of firn size in \967 on the logarithm of firm size in 1950.

In terms of regression equation the relationship between the sizes of the

firm at the two d"ates is given þ

1og (net assets in L967) = â. * b log (net assets in 1950).

Ïlhen b = 1, this aeans that for all firms, irresÞective of size, the average

of the logarithns of proportionate growth is the sarne. If b > 1, the rarge

fitts gror¡r proportionately faster, if b < 1, the smaller fi:-ns grow

proportionately faster. The pararneter a is a const.rrt tu"o.(1) The size

of finns was mea^su-red by net asset value at the besinning of each period.

[he reliability of net asset valuation for the 146 firms was tested by the

measure outLined. on p 5O aboveo ' .

that the valuation of the gtreat majority of these firus (tjj out of 146)

appears to be relatively reliabl u.Q) îhe result of i;he regressi.on analysis

is shown in Table 4.1 below.

fn the table we find that b ) I at a statistically acceptable leve1

(sienificant at lesfa,than the 5 per cent level) in ttre najority of industries

as well as in the aggregated tALl-industriest group. A reverse relationship

b ( 1, is observed in the textile industry (inAust"ial group 5) in the first

sub-period, but the relationship åppears to be extremely weak and. statistic-

ally insignificant at any acceptable level. thus, based. on our observation

in Table 4.1 we found that anong: our 146 firms the larger ones glew faster

than the smaller during the period 1950 to 1967.

The same relationship between initial and closing sizes (sizes in

1950 arìd 1967) is shown graphically in Figure 4.1 b¡' plotting the average

eize of each size group (tfre"e vùere no firms which fe1I into size groups 12

and lJ in 1950, i.e. net assets exceeding €511200þÞ) It indicates a rough

linear relationsh:ip between the 1950 and 196? sizes.

(f) Regression analysis of size relatíonship between two d.ates is used by
Bates and others. For a detailed. explanation of the analysis, see
for example, J. Batesr S:-g.!1., pp.1!0-180.

(Z) ft is often suggestecl that larger firrns revalue their assets more
frequently than smaller firms. ff this is usually the case it will
cause a systen:atic bias toward.s overestimation of growth rates j-n the
larger finns group.



Table l¡-.1

-

earmants Rank Coeffi

Irrdustrial
Group

(r)

1 Cenent
2 Cbemicals, eto.
3 Tron and Steelr eto.
,+ Electrical Engineering
5 lextiles, etc.
6 Sav" mills, etc.
7 Food, Tobacoo, etc.
I Nervs papers
L1L ir¡d.ustries

ì ¡6 continuous Firms

pj641

-.JOt'o
.11
.15

-.ÀO
-.19

.43
-,JB
-.51+
-.1 I

between Growth antl of

1962-67 195M7

'.20
-.1 ,l+

.29
-. !4't *'*

.23

.60F
-.22
-.49

'31

1950-55

.32
'.51+

.50

-.58
.09

-.i62**
.26

-,l2ttx

-1 .oo+
.64*x

-.32
-.80'r

.62'=
1.oo+

.38

.lJt'<*t

.85*'t'i'

* Significant at the 10 per oent leve1
** Significant at the 5 per cent leveL

**rî SignifLcant at the I per cent level
+ Perfect correlation

Note (t): See Appenåix C.

Source: trbon Appenctix îable F.1

ts'
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Sefore we attempt to offer any hasty verùict on the validity of

tlre law of proportionate effect, we will proceed to examine the second

iniplication of the lai,r. fn Appendix Table F.1 at the end of this eùrdy

we find, in contrast to the average growth rates, quite considerable

d.:ifference in d.ispersion of growth rates between d.ifferent size classes in

a1¡nost every industrial group. At fi-rst glance this dispersion of growth

rates (raeasured by stand.arcL d.eviation around. average growth rates) appears

to var¡r with size. But fi¡rther careful observation tells us that the

ùispersion of growth rates does not decline continuor¡sIy with size; that

is, although large firms (size grolrps 9 and over) have more uniforvr rates

of growth than firnrs of snraller sizes, the largest dispersion is often seen

a¡ßong firms of the r¿edium size groups (size groups 5-s) in each indu"try. 
(1)

Such observatioris conflict with the seeond ilaptication of the larr

of proportionate effect, but they agtee with our comnonsense econonic

expectations. On a priori grounds, we would. erpect thet the snaller firms

often gfow extre,:'iely fast when narket prospects are good", and shrink, or

stop growing, in adverse conditions. 0n the other hand., large fi:ms rarely

shrink in size and. they also less frequently achieve spectacular growth

rates. fhis could partly be attributable to the conmon characteristics of

nost large fir:ns, for äxarople wide diversification of products. ïfe are

stiI1 left with the problen of why mediu¡r síze firrns, rather than the

snallest firns, have the largest d.i.spersion of growth rates. Íhe answer is

sought in the last section of this chapter.

the third inrylication of Gibrat's Iaw ís that the distribution of

proportionate growth rates of fi:ms tends to be syrunetrically distributed

around the mea¡r growth rate. trbon Appendix îable F.2 , we compiled. Table

4.2 below in order to sho¡¡ the d.istribution of our 146 continuous firms by

average growth rates over the 18 years studied..

(f ) A sirrilar observation is reported by Singh and Whittington, .or-ci.!..,
p.80.
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Table 4.2

Distribution of 146 Continuous Firms bv Gro¡rth Rates of
Net .Assets. 1960-67.

Growth rate
peï annua

(%)

1So. of
Conpaaies

Percentage
clistribution
of cornpan:ies

(fr)

less than 5.0

5.0 -.9.9
10.0 - 14.9

15.0 - r9.9

20.0 and over

Total

1g

d-6

58

24

19

L46

13.o

3T.I

26.8

16.2

L2"B

100.0

lhe ar::rual average growth rates of net assets range fron -2.0

per cent to 100.5 per cent a,-'rrong our 146 continuous fír.i:¡s, but the najority

of the firms gtrew at a rate between 5 to 20 ner cent per aïlnrn (see Append.ix

Table F.2)' The frequency distribution is neither nonrral nor log-norrral in

any strict sense, but a^s îable 4.2 ind"icates it is roughly syrmetrical

suggesting that around the coltrmon average growth rate of 10.1 per cent,

about J0 per cent of the total population grel¡i at nore than 5 per cent

below average, while 26 per cent of the firns grew at nore th.an 5 per cent

above average groiith rates. The renaining fin-ns with extrene growth rates

also appear to tail off fairly syuetricall¡r on either sid.e of th.e central

t"r.'anrr"y. 
(1)

So far we have exanined. the first three inplications of the 1a¡',¡ of

proportionate effect. Our observations for the 146 ,Al-rstralj-an nanufacturing

firns are found not to be consistent with the law. 1¡[e found. that large

firus in general have a tend.eney to grow faster than snaller ones, and that

l-arge firms have nore urriforn growth rates than firms in snaller size groups.

These statistical observations are not consistent hrith Gibratrs hypothesis.

(f) trborn the information given in footnote(2) on p.r,9 of Sþapteg ffI, we
may guess that prices for fixed. capital assets rose at"'/ to .l ney cent
per ann¡.m in the period. between 1950 and, 1967. If those percentage
figures are acceptabÌe, rire may suggest that in real terms about 15 per
cent of the total 146 firns shrarik in síze while roughty the same
proportion of firmg sypard.ed their net assets by more than 15 per cent
per annïn throughout the 18 years end.ed in 1967.
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IIowever, unIÍke previous writers who have examinsd the lar* of

proporti-onate effects, we feel that it is ir¡sufficient to weigh the

hypothesis on statistical ground.s alone. It is also essential eritically

to examine the econonic implications of the law.

The basic rationale of supnorters of Gibrat's La¡¡ nay be

sunrnarized as follo¡r".(l) Tl:e 1aw of proportionate effect sug'gests that

large; medium and s¡rall size firns have the saae average proportionate

growth in a given tine period.. Th:is may inply that the chances of growttt

or shririkage in the size of each fim wilt depend on the quality of its

uanagenent, on the taste of its coru¡uners, the range of its products, the

availability of rnatcrials and. capital fund.s, the econouic elirnate,

political conditions, techrrical d.evelopnent ancl so on; but the influence

of these factors nay account for a relatively srnall part of the proportionate

growth of firns. îhere may be a long list of causes other than those narned.

above, sone making for growth, sorrae for decline, but together acting

randonly on the size of firms. lhe combined. effect wouLcl. yield. a

probability distribution of the rates of growth or decline for firrrs of

each given size and this probability d.istribution is the sane for all size

classes of firms. ife maJ¡ call such an approach fornulated. in Gibratfs

hypothesis as a rstoehastic exÞlanationf because it emphasízes the

inportance of stochastic elenents in the d.eterrnination of growth of firrns.

It is widely observed. that the complex of econoruic and political

forces which in-fluence a firnts growth is ever grorrir1q as economic systens

end. econonic frameworks become more sophisticated.. Thus it is extrernely

d.ifficult to ascertain the most in¡ortant factors whi-ch generally d.ete:rnine

the growth of fi¡räs. Yet despite this, we are not persuadecl by purely

stochastie erpla.nations. l\rrther study of possible explanatory factors of

the gror'rth of firrns nust be und.ertaken and" the next two sections are d.evoted.

to this task.

(f) the follor,rring sunìnary is largely based on Singh and llhittington,
op.cit., p.77, and Hart, 'lhe Size ancl Growth of Firrnst, -g!:.gi,j..
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SECTION IfI: rFastest-srowíngr and tSlov¡est-s¡owingt I'iyrns

In AppendÍx Table F.2 we see that during the 18 years between

1950 and. 1967, the average anrrual growth rates of each ind.ividual fim

t"ttg"$ fro¡r -2.0 per cent to 100.5 per cent anong the 146 continuous firms.

Even excluding one extrenely fast growing firm, News Ltd., the ùifferences

in growth rates still exceed. {0 per cent frorn -2.0 per cent to {0.6 per

cent. 'de have found. that large fims as a group appear to possess

advantages in erpansion of their size over snaller firns. We should.,

however, note that the differences of average growth rates between large,

medirun and small size grouns ïiere not as large as those observed. between

índividual firns. In Arpendix Table F.1, we find. rather smal-l d.ifferenees

in mean grovrth rates between the IJ size grouÞs. They rarlge fro¡r the

snall-est value of 8.2 Ðer cent in size group 2 to the largest of 12.5 per

cent in size group 11. fhe size d.ifferences of firms appear to explain

only a small part of difference in growth between individual firnis. Ilow

far then can we erplain this witle range of growth rates of individual firtrs

by differences in firr,ls t protlucts and differences in the narket structures

in which they operate?

fn Tables 4.3 and 4.4 below we shol¡ the average growth rates and.

their variances (r:easured by standard deviation around. the corrrrion -qean

value) of firms in the eight najor industrial groups, and. seven d.ifferent

concentration groups over the whol-e period 1950-6?.

The largest inter-industry d"ifference in growth rates of firms is

seen between the cement and textil-e industries; fir,:rs in the former grew

more than twice as fast as those in the sluggish textile industry. fn

spite of this, the inter-industry differences in average Sowth rates are

not large enough to e4plain the observed considerable d.ifferences of gtror^rth

rates between individual firns. In the textile indust4z grolrFr for exanple,

Val1ey ì{orsted ltills, Onkaparinga Woollen Co., 'lnlestern Australia lforsted and

Woollen lÍills, and Ballarat Ïfoo1lenand.l'[orsted. Co. are at1 eng:agerL in

nanufacturing wool textiles but the gfowth rates of their net assets differ

considerably in the l8 years studied. The first three firrns increased

their net assets by 16 per cent, ll .1 per cent and.5.9 per eent per anriurTi
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¡¡th Rates

Table l+.J

annum tlre Variance

ta

Ind.ustrial
eroups (t)

No. of
oompanies

Average
growbh rates

per anlll¡E}
(%)

Varianoes
of grovrrbh

rates
(%)

1 Cenent, etc.
2 Cheroícals, etc.
3 fron and. Steel, etc.
l+ Slectrical Engineering

5 Texti"les, etc.
6 Saw m:i31s, etc.
7 Food., Tobacco, etc.
I Newspapers

-[11-industries

10

1l+

19

12

44

12

2l+

11

th6

15.5

1l+.2

13.2

13.6

5.4
9.9

1O.1

10.8

1 0.1

5.1

6.7
lr.4

3.8

4-.1

3.9
5.4
6.4

5.9

Rates

Table l+.å

annumAve

Conoentration
groups (e)

No. of
companies

.{verage
grcwbh rates

perøannua

Varianoes
of gmwth

rates
(%)

nuous

1 Monopolistic and
oligopolistic irdustries

2 High-oligopolistic
índ.ustries

3 Moderate-oligopolistic
ínðustries

4 Lov¡-oligopolistic
ind.ustries

5 Unconcentrated. inclustries
6 Competitive industries
7 Hi6h eonpetitive

ind-ustries

A1-l-groups

12

27

29

23

3l+

5

16

1).+6

9.8

11.6

11.5

13.1

7.6

1O.¿+

7.O

10.1

2.5

7.7

6.a

4.3

5.8
2.8

3.2

Ê.o

Average
11.5

8.4

(r)
(z)

See Append.ix C

See Append.ix C

Notes:
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respectively while the renaining firnrts net assets in fact d.ecreased. by

2.0 per cent l:er annuïn during the period.. îhe sÍze of these four firmst

net assets are not very d,i-fferent, being î.773,000,9148,000, É{J0r000, and

å248,000 in 1950 respeetively. Let us quote anoth.er exanple. rn paper

making both Tasnanian Board Mills and Ce11ulose Australia are relatively

"*rff(l) firns in the indusfiry with their net assets of €631,000 and.

€,474r0CI0 in 1950 respectivel-y, and they both nanufacture paper boards of

similar nature. Yet the for:rrer managed to increase its net assets by only

7 '5 pet cent per annurì. while the latter expanded nearly tnice as fast at

14.0 per cent per annr¡rn during the 18 yeaxs end.ed ín 1967. 4s for differ-

ences in market structure, both British lobaceo Co. and General Motors -

llolden are oligopolists d.oninating their principal markets r,rith narket

shares exceed.ing l0 per cent of the total. Yet the former erpanded. its

net asÞets by 7.5 per cent per annrm, while the latter achieved a J2.6 per

cent annual growth rate over the sarne 18 year period.. fn short, the larger

part of the observed differences in average growth is attributable to the

differences in growth perfornances between ind.ividual firms ín each industry,

and. is not due to their general trarling prospects nor to any market control
tz)

that they may possess, nor to their absolute size.\

ïn Append.ix Table F.2 our 146 continuous firrcs are listed

accorùing to their average growth rates over the period. between 1950 and

1967. tr{e have alrea,ly observerL in the previous section that the

distribution of these firms by growth rates is synmetrical around the mean

rate of 10.1 per cent. lhe 19 fastest growing firms whose annual growth

rates exceed 20 per cent contrast r,¡.ith an equal m.¡-mber of slowest growing

firms whose growth rates are below 5 per cent per aTxlult.

(r)

(z)

fn absolute terr:s they faIl into our rmedium' size category.

A similar observation is reported by Barna in his stud.y of 74 British
manufacturingi firms for the period. between 1949 and L959. Barna,
Ïnvest¡nent and. Growth Policies in British Industrial- Firns, op.cit.
A detailed. diseussion of the causes of differences in profit and. growth
performances between individuaÌ firms will be presented. in the last
chapter of this stud.y.



rìat

Let us first focus our attention on these firns in the ti,"o extrerne

groups, and then extend our examination over the rest of the firms which we

will call the tnid.d"le' firns. -Are there any factors, the presence of

which mari.e the first 19 firns grow at such rapid. rates, and. the absence of

which on the other hand-,"r¡¡âs responsible for the other 19 fimst poor growth

perforir,ance?

1) Despite the fact that average growth rates d.o not differ consíderably

between concen';rated and less concentrated- industries, ii is noticeable that

16 out of tire 19 fas'best-growing fir,ns are oligopolists (operating in

concentratÍon groups 2-4 inclusive). Anong the sLowest-growing firv¡s the

rati-o is roughly reversed and 14 out of these 19 firnis are operating in less

conceni;ra'Led incrusiries (concentration groups 5-? inclusive). Coneentration

ratios do nci seefa, hovrever, significani in the ranking of the ¡rid.dle firrns.

I-i is imporl;ant to note that six of the t9 fastest-groïring fi¡rns

were opera';ing in inàu,stries where rnarket concentration increased during

the iB Jrears s'ì;uclíed.. In fact these six eompanies were, through their

acquisiticns of other firn¡ in their industri-es, one of the causes of the

increase in ccncentra',;ion ratios. tr'ive of the six were oligopolist".(t)
(c\

.Another six firms]'' alt oligcpolists, unde::took ccn*sid"erable product

diversifice'bion i-n botir ver-;ical and. horizontal directio:rs. fn add.ition

there are two more o-l;lgopolistic coinpanies l,¡hich both acquired. other fÍr¡ns
(ã)

and. dívers;fr;.'l r,heir activiiies.\// Álthough it is ùifficult to

generalize abcut differences in the nature and. d-irection cf investr,rent

decisions of firns in d.ifferent concen-brati on gyoups our observations here

l¿)
roughly ind.j-cate that a growth naxin-ization policy' '' aÐpears to be more

(t) fney are Life Sav'rs in bjscuits, etc. nanufacturirtq, S.A. Rubber in
n-¡-bbe:: products, I{.8. Jchn in electric n:achinery, Union Carbid-e in
industrial chemica,l-s, Carpet i[anufacturers in carpet maki¡g. ftre
sixth firi¡. i"¡as Borg-Warner in autonobile parts manufacturing.

(Z) fne¡, æ's 4.1]-ied ivlills ín flour manufacturing, Chqysler and. G.M.H. in
autonobile manufactuïing, Blue Metals in ce¡nent and cenent productst
Bcral in petroler.¡,1 refining and. Sinpson-Pope in electric appliances.

3) They are Nei,¡s Ltd.. in the ne!üspape:: industry, and. Petersville in ice-
crearn rnanuf ac tu.r'ing.

(+) For d,efinition of this terrn, see pp '132^-5 below.
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frequently found ariong oligopolistic finns. Tn order to grow fa,ster than

the average rate of sales erpansion in their principal market oligopolists,

who are alread¡r large relative to their market, often acquire other rival

firrns, and. expand into other prospelotxr fields.

2) In order to measure the extent of the contribution of nergers to growth,

the size of firns acquired should be measured on the sarne basis as the size

of our sample firns, i.e. by value of net assets. Ilnfortunately such

inforroation is extremely hard. to obtain unless the acquired. firms are also

listed. public comÌranies. Since quite a number of finrrs which were taken

over by our flrms were not listed public cornpanies the onl-y available

esti¡'rate of their value on a coqrrehensive basis is the anount paid. either

in cash, or by exchange of shares (i.u., the rnarket value of the shares

orru"u¿).(I) rn the case of the exchange of shares an ad.ditional

conrplication arises Ín deternining the real narket value of shares offered.

The narket value fluctuates fron tine to tine because of chance factors and.

speculation - which is often stimulated by the take-over bid. itself, fience

there arises the problem of decid.ing which date should be chosen for the

valuation of the ma¡ket priee of shares; before the take-over bid is made,

at the tÍme when the sha¡es are actually excha"nged., or some other ti¡ne

between? fn practice it is difficult to rLiscover relevant d.ates. Tn

ord.er to avoid any serious und.erestimation or overestination of the rnarket

value of shares exchanged, we used aJl. average of the highest and lowest

prices record.ed. in the calendar year when acquisition was mad.e.

fn Appenrì.ix Tabl-e F.2, colunn 9r we show the percentage proportion

of growth of net assets contributed by acquisitíon. Such percentag:e

comparisons of the value of acquisition at the tine of take-overs with

the total net asset growth of the fírms over the 18 years usually under-

estimate the true extent of the contribution of take-overs. thís is

because the acquired. subsi<liaries would nonrally have grown pari pa.ssu with

(t) For a detailed. d.iscussion of the pros and. cons of alternative nethods
of valuing rlergers, see Buslmell, Aifsf,f,alia4=lqAnpanv Mersers 1Q46-59,
op.cit., pa:ticularly pp.IO-25, and. LO7-12, aad J.F. ',¡feston, &g-3gk
-gf-Mprseqc-',-nl@, (univ. of california Press,
195tt;ch"pu"= ¿



the rest of the firrns during the period. Perhaps rre may even expect

newly acquired part of a fi:mr to grow faster than the rest of the fim when

take-overs were mad"e in ord.er to expand into a new rnarket.
(r)

During the period L950-67 the absolute value of acquisitions by

our 146 fi:rns amounted. to€187n, representing 11.5 per eent of the growth of

tctal net assets. Anong the 19 fastest-growing firus all but three

acquired at least one other firra anrl in fact rnany of then took over several

firms during the period. As a result mergers contributed one quarter of

their net asset growth. In contrast, anong the 19 slowest-gror¡-ing fir¡as

only two were involved in nerger activities. Although it is by no aeans

general or systenatic there also seerßs to be a tendency anong the uid.d.le

firms for more frequent acquisitions by firms with relatively faster growth

rates.

Mergers are most fYequently seen in the fastest-growing firms but

we cannot conclude fron this that firrns are able to grow rapid.ly so1ely

because they acqrrired othcr firns. Mergers cannot, for exanple, erÞlain

how Borg-ïlarner (Arstra1ia), North Australia Cement and General Motors-

Holdents grew so fast for these firns made no acquisitions iluring the periocl.

tr\:rther study is required before we can provid.e se'n¡reh.ensive reasons for

the growth of firns. At present we símply suggest that acquisltion is a¡r

observed characteristic of nany fast growing firms (and lack of it a

characteristic of the slowest growing firns).

ù In the previous chapter ¡re found. that there 'nas a persj-stence of profit

rates over & nu,'nber of years. A similar approach was usod. to exarrine

whether firrns which srew rapidly in a sub-period. (six years) continued. to d.o

so in the following sub-period, and r¡hether, on the other hand., firnls whieh

gtrew slowly in one sub-period. also showed. relatively poor results in the

subsequent six-year period.

Regression coefficients of annual average groirth rates of net

assets between one sub-period, and. the followirlE sub-period. were ealculated

(f) There may also be cases where acquisitioïls cause a decline in the
overall profitability of a firn. Busbnell reported Cox Bros. (¡¡¡st.)
Ltcl. and. Eoleproof Ltd.. as two fi:ros whose growth was aclversely affected
in this way. Bushnell, op.cit., p.117.
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for the 146 continuous firns on the basis of each industrial group as well

as for the tAll-industriest g¡oup. The results are shown in Tab1e 4.5

below.

IInIike profitabilíty, we fowrd no strong relationstrip betvreen

average growth rates in arry of the two periods for the rAll-industriesr

gf,oup. this indicates that in most cases relatively successfirl growth

performanees in one sub-period rras not followeil by sinilar successes in

the subsequent five-year peri.orì.. Moreover slow-grou"ing fir¡ns in one

sub-period often nanaged to improve their growth rates in the follor,ring

sub-period.

However, the extent of growth persistence d.iffers consid.erably

within each industrial group. Relatively strong relations are found in

the Newspaper industry in average growth rates between 1950-55 and 1956-61'

and 1956-61 and. 1962-67. Statistically sreaking, in ttris industry the

growth in the first sub-period. provides 59 per cent of the ex,ol-anation

(r2 = 0.59) of te.variance of growth in the second sub-period.r and sir.rilarly

the percentarje is Zg ("2 = O.2g) between the second and. the th-ird sub-periods.

fn addition to th:is, gtrowth persistences, although weaker than that in the

Newspaper industry, are observed in the Cer¿ent, Iron and steelr and Electrical

eng:ineering inrlustries between the first and second. sub-periods¡ anil in the

Sar,r nilIs, etc. industry between the last two sub-periods. 0n the whole'

a.s we have already noted, persistences of average growth rates of finas are

not strong in cornparison with those of profit rates in arry of the ind,ivirlual

industries.

îurning fron the total 146 fin¿s to the firrrs in the two groups of

extrene growth rates, we rnade an ir,lportant ùi-scoveq¡. ft is observed that

the persistence of growth rates is particularly strorrg anong the 19 fastest-

grorring firns. In fact all- but four firms in ttris group gfew af rates well

over 20 per cent per arulur throughout two subsequent sub-perioa".(1) llhat

(f) The four exce'ptions are ldarburton Sbankir Chr¡rg16¡ AustraLia, North
Australian Cenoent and General Motors-Holdenrs.
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Table 4.5

Results of Resressions of Net llssets Growbh. rÀ6 Continuous fi::ns

i\
. .(
]-r-.)

gro,,,'th :"n 1956-61 on that af 1950-55
grorrbh Ln'1962-67 on that of 19%-61
ii.egression coefficient ï 2

RegressÍon equation : Bt*1 = a + Sb* +{
nhere a and. b are oonstant terns

f* , the stand.ard. error ten"¡,

Bt growth of net assets (f)
t,, 1950-55 in Colun" (i)

1956-61 ín colunn (ii)
t+1, 1 956-61 in Colunn (i\

i962-67 in Colunn (iå')

-.y+

.04

_.10

.llll

.08

-.19

_.1 B

'.o3

13.O7

1O.33

1)+.61

13.98

7.76

7.36

Ãoo

11 .o1

.17

.01

.01

.1 O

.01

.09

.13

.oo1

2.69

1.40

3.Cß

2.o7

1.53

2.1t4

1,30

.86

5.72
3.o3
2.65
2.55

.85
2.+3
1.37
llrr20

a^r3

.01

.26

.28

.00
,02
.02
.59

-.142
.13

-.j$'t
.56+

-.ool
-.15

'12
-.)$,:,

18,àB
11.65
14.O2
17.21
5.59

1o.42
1o.7+
13.61

(i)
Regression of Net Assets
Grotrth ín 1956-61 on that
aî 1954-55

r2

(i: )
Legression of Net Assets
GrCIwth ín 196Z-67 on that
ot t956-6t

b €-2a,b a

8 ¡ra.jor inclustrial
sesPe fi )

1 Cenent, etc.
2 Chenicals, etc.
J Iron & Steel, etc.
l+ Electrical engineering
I Textiles, etc.
6 Saw ni11s, etc.
7 Fotrrl, lobacco, etc.
8 Newspapers

Concentration gr'oop 
" 

( 2)

1 l,ilonopolistic &
d.uopolisti o ind.ustries

2 Hieh-oligopolistic
inðustries

J Mod.erate-olígopoli sti c
industries

J+ Low-oligopolistic
ind.ustries

5 Unconoentrated.
i-ndustries

6 Conpetitive ind.ustríes
/ Iligh-conpetiti-ve

ind.ustries

All-industries

.Ø

.01

.01

.01

.06

.17

.05
,29

11.15
10.CI7

9.35
l+.99
-.og
1 .90
¿+.10

5.97

-.o9
.08

-.6
-.oL

22..))
-.1 B

.20

.21 +

-.13

.3O

.O)+

.01

.33t0

zcl

.04

.1'ç

2.46
2.13
2.42
1.32
1.25
1.39
1.29
1.)+7

1,29

2.34

1.26

1.36

1 .j+1

2.79

1 .o9

.74

.47

.o3

.01

,OOO1

.13

.37

.oOJ

.0,l+

)+.78

7.1O

6.gg

5.Ø

1.28

8.77

1 .18

t+,62

'¡' Significantly dífferent fron zero at less than the Jfi 1:evel-.
+ SigniflcantJ-y different fron zero at the 1ffo Level.

(r)
(z)

See Apperidix Table C,l
See þpendix Table C"2

Notes:
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is rnore, several of then gfew continuously over the whole three sub-periods

at rates as fast as 20 per cent per ann¡n. fn eontrast to this the poor

growth perfornances of all the 19 slowest-growing firns persisted. throughout

at least t¡vo sub-periods.

Let us briefly recapitulate our discussion in thj-s section. We

have observed. that there are large differences in annual growth rates

between our 146 continuous finns. Only a sraall part of the ùifferences

seem', to be attribr¡table to the differences in the ahsolute size of the

firms or to the inilustries and the narket structr"¡res in which they operate.

A large part of the &ifferences is between individual fir¡rs operating in

conparable siùrations. Ïlhat are the comparable situations? We have

ùivicted orr 146 fi¡tns into three broad categoriesi fastest-growing,

slowest-growing, and niddle fírrns. [he majority of the fastest grorfirg

firns operated Ín oligopolistic ¡aarkets, and. a substantial part of their

growth was brought about by acquisitions of other firns. It is, however,

inportant to note that in nost cases acquisitions are not the sole cause of

such rapid growth. Most fastest-growing firms were involved in nergers,

but even excluding growth caused by acquisitions they would certaini-y stil1

rank in the list of ranidly growing fi¡rn-s. Th.ese firms grew conti-rnrously

over a rn¡mber of years (two sub-periods or longer); a part of theír growth

was derived fro¡n take-overs, but the rest must be atf¡ibuted. to internal

growth. The slowest-growing fir¡Ts offer contrasts in every respect. Ðrey

operated nnostly in less concentrated industries, were involved in practically

no rqerger activity and their poor gro¡¡th perfornance Tras continuous,

persísting over at Least two sub-periods.

[Ìds last a.spect coneerning the growth persistence of fi¡rns

carries very inrportant i¡nplications. Unlike profitability nost of our

fir¡ns d.o not usua,lLy naj-ntaín continuously higher (or lor¿er) growth rates

over a n¡nber of years. Growth seens to be a less continuous process tharr

profit. A firrn nay undertake an elçansion progranme in one year and. it

nay last a fe:w years as a rcarry-overr process, but the growth process of
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the firrn then often ceases until the next expansion scheme "o*."o"*".(t)
Firns such a.s those in our fastest-growing group which have a h-igh growth

rate persisting over a number of years must have launched, w'ith only a

short interval, into one erpansi-on schene after another.

ft is of course posslble to argue that differences in growth

ex¡perience betl¡een firïrs are due to chance elements. Some finns rnay

continuously succeed in expancling their size and. market by sheer luek.

However, luck is unlikely to persist and g:iven the strong growth persistences

observed. anong firts M both fa^stest- and sloÌrest-growirqg groups, we are

convinced^ that chance factors are onl¡r narginally important in deterrrinir¡g

the growth of firns. Thus, r,re åre led. to belíeve that the differences in

growth rates between incLiuidual firns are mainly attributable to a systenratic

cause or c&uses which exist within each firrn. Although general economic

cond.itior¡s external to fi:rns influence their success and failure in naking

profits and expand:ing their sizen it seems that it is internal factors

within indivitlual firms which initiates the difference in gowth e4perience

of ind.ividual firms. We nay roughLy call such internal factors, 'nanagerialr

clifference".(e) The speed and. extent of utili zat.ronof erpansion

opportunities appear to ùiffer considerably between fi¡'ms ín conparable

sltuationsr e.B. firn,s of same size, and/or sarne industry, and./or similar

market structure. Such ùifferences are caused by the varyir:g quality of

management. lle dq aot, therefore, accept stochastic approaches of arqr form

as an expl-anation of the growth of firns.

(f) l+ firnr r,rhich g:rows fast in one year is Iikely to grow relatively fast
in the following year. Ex¡ransion schemes raay not be conpletecl within
a year, and effects of associated. innovation, re-organiøation, etc.
may last more tha¡r one year.
An integation of such tcamy-evgrr effects into stochastic models
enbodying various forrns of the law of proportionate effect is proposed.
by Y. Ijiri and H.A. Simon f A Model of Business Fj-:rn Growtht
'Econo¡retrica, To!.55, (April Lg67), pp.54a-j5.

(Z) In the present discussion the term tmanagement' includes the whole
body of decision making of a finn. ft thus encompa,sses not only
executives and top managenent, br"rt also, i¡here relevant, the ggoup of
people who are called 'technocratst by Galbraj-th. See Galbraith,
The Ne¡¡ Industrial State, op.cÍt. A further discussion of mana6erial
contributions is presented in Chapter TT.6J¿t.
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Íhe ínportance of the role of managenent in the growth of firrcs

is further confirmed. by our study in Section IV of fir¡ns entering and

leaving our sarnple

SECîION fV: 'Critical noint(s)'

Out of the total 402 firms which are included. in our stutly I t.73

fÍ:rqs discontinued their activities during the period. L95C.l67 either through

i.iquid.ation, take-over or some other reason. At the sanie tiue 145 fir¡ns

entered. our sa^urple by obtaining quotation on the sydney stock u*"i.uog".(1)

Ïn Table 4'6 below the size d.istribution of the total 402 fims is shown

grouped, into three eategories of continuous, rliseontinued and newly entered

firms.

Ïn this section we exar¿ine the relationship between size and

growth of firms in the groups of discontinued. a"nd. newry entered ri*r.(2)

Our ¡rain pur?oses here are to find. whether the stochastic explanations

descríbed in Section If can acceptably account for the gowth processes of

the firms in those two categories. If not, we ûust ascertain what are the

uost Í-mportant factors which allow firns to enjoy sustained growth, or whieh

induce then either to accept takeover offers or to l-iquid.ate their assets.

In the case of newly entered firns, we will also ask why they uere

com¡erted into listed. public companies.

In theÍr study of 3rítish flrms refered to above Singh and

ltihittington observed that the size of new firms (n"wcooters to the Britísh

stock exchanges) is usually considerably smaller than that of alread.¡r listed

(i) Eleven d.iscontimred. firms were also new additions to the sample after
1950. To avoid d.ouhle counting these firms are not included in the
g?oup of the 14J newly entered firms. See p.9 above.

(e) ft shoull be noted. that our study of newl-y entered and ùiscontinued
firns included in Table 4.6 must be an imperfect analysis of the birth
and. death processes of firns. Our 147 newly entered. fi:rns include
only those which tÍere newcomers to the Sydney Stock Exchange list some
tiroe between l-950 and. 196?. They include, therefore, firrns hrh:icb
alreariy had a business Ïristory before being listed.. 0n the other
hand, the 115 ùlscontinued. firras in our sanrple ¡rrere delisted fron the
Sydney Stock Exchange during the period arainl-y because of take-overs
and liquid.ation. However¡ our discussion of ðiscontir¡¡ed firus is
handicapped by the lack of data concerning non-listed firns.
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fims, and. also that s¡raIl fírrns are rnore subject to rliscontirruation.(1)

Our study indicates, however, that neither ùiseontinued. fi¡rns nor new firms

are confined to small. size gfoups. fn fact their size ranges rather

u'idely (see Table 4.6 below).

Iooking first at the 115 cliscontinued. firms we find that 48 had. very

poor business records. îhey were either very slow g:ror,rirìg firr¡s the net

assets of which never increaserl. by as nuch as 5 per cent per aJ¡llumr or

those which, wlrile nanaging to grow between 5 per cent and 10 per cent

per ann1¡a, raostly earcred. profit rates b¿Iow the average of our 402 firrns

and wh:ich, moreover, failed to ¡nake a profit at least once in their years

of operation. In fact in nost of the latter cases the firns made a loss

more than once. General er.r-'lanatiorrs for liquidation or the acceptance of

takeover offors by these 48 finos nay therefore be sought in their business

ùifficulties.

Business records s,s quoted public conpanies are extrenely brief for

síx of the renaíning discontinued firrns. ltrey entered our sanple after

1950 by obtaining quotation in the Syd.ney Stock kchange, but were delisted

when acquired by other firms before f967. Ámong other reasons' j-t is

pcssible to assune that these six firtns obtained quotations ín the Exchar¡ge

in order to find suitable bu¡rers.

The rerlaining 59 fir¡as had relatively satisfactory business records

¿ntil the date of their acqui.sition. They managed to nnake continuous

profits alnost every J¡ear Ìrhich often exceeded the average of our 402 firns'

an¿ also to erpanå their net assets at annual rates trigher than 5 per eent;

in fact all but ten fir":s expanded. their net assets at rates exceed.ing; 10

per cent Ì)er annua (see Table 4.8 below). 'hlhy then ùid they give up

ind.epend.ent operations? Many reasons have been suggested. as possible

erplanations for """**t".(t) 
Ïlhat were the nost important factors

(r)

(a)

Singh and tdhittington, o-p.cit.' pp.86-90.

See, for exa'r'ole Bushnell , on.cit., Chapter fI, and- J.K. Ertterst
J. Lintlrer, artd. Ìf.Ï.r. Car¡r'
(Cambrirlge, 'Mass.: Ilarvard Univ. Press, 195
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Tab1e.Lr6

Di Cof Di

4
1

17

21

25

21

13

9

1

1

113113

aa

ta

aa

aa

aa

la

aa

aa

1

6

26

39

25

1o

5

1

l+

B

15

32

3t

25

1O

11

6

2

2

a;

5

tO

16

15

27

2a

20

15

7

5

3

1)ß1l+6

O'

aa

Size in
1950

Size deen it
d.íscontinuecl

Nr,¡nber of
Ðiscontinued. Conpanies

Nunber of
Continuous Conpanies

Size in Size in
195CI 1967

Size
Classes

1

2

3

¿+

5

6

7

B

9

10

11

12

13

(t

Total

Note: (t ) See .&ppend.ix lables Ð.1 - D.À-

)

Nr¡mber of
Nevr CompanÍ-es

Size at Size in
the ti¡ne 1%7
of entry

2

18

32

l+9

10

18

I
3

2

1

143 11.+3

I
6

2

aa

at

aa

a¡

I+

12

32

2g

26

24

aa

at
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influencing this group of finrrs with relatively satisfactorily br¡siness

records to accept take-over offers?

One clue raay be obtaíned from their size and growth sf,rr¡ctures

which are shown in îables 4.7 and 4.8. ïn these tsro tables we see that

the roajority of these 59 ùiscontinuecl firrns are of tnedir¡-mt to rsrlal-I-largef

size with net a.ssets betr¡een Ð+00rO0O and. €12r8O0r0OO (size groups 5-9

inclusive) at the tírae of acqrrisition. Mostly they began as smaller firnrs

with net assets of less t'"an €400,000 in 1950. Because of their relatively

rapid growth they noved by the tine of acquisition into the necliun to sma1l-

large size groups which seerÌs frorn Tables 4.7 and 4.8 to erperience

particular d.ifficulties. 0f course rue have seen that several of our L46

conf,inuous firns successfully managed. to grow continuously ancl to eventually

sirift from med.ir¡m or srnall-large size groups to higher size "tt"goti"".(1)
Soflre fi:rns were fortunate enou-qh to grow fro¡n snal1 to large size firmst

but quite frequently sone others appeared to encounter d.ifficultÍes when they

reached the nrediurn to smaLl-Iarge size ranges and were unable to sustain

their independent growth fu¡ther. Ifhy?

Penrose makes inportant suggestions concerning the possible

reasolrs for acquisitions and mergers,

r. . . growth is not for long, if ever, sir:ply a quesf,ion of
producing nore of the sarie product on a larger scale¡ ít im¡olves
Ínnovation, chang'ing techniques of d.lstributionr and chang:ing
organ:ization of production a¡id management. Accountíng control
and budget-making and. forecasting techniques raust be refined and
adapted to renlace many of the quasi-instinctive judgeinents of
one or two ind.ividuals that raay pred.ouinate in the sinipler form
of orgarrization suitable for small-scale operations. Tax
calculations becone more complicated. anrì tax e:perts nay have
to be hired.; if invention and innovation are inportantr patent
problens arise and. a special staff of patent erperts roay be
called for; labour and personaL relations nay require the
ereati-on of a speci-alizerl personnel section. There is no need.
to elaborate the details: the gror,ring srnall firm inevitably
reaches a critical noint where the marragerj-al services appropriate
for the effieient organization of production and distrÍbution on
a smaIl scale are no longer sufficient . . . the add'itional-
managerial resources required. to set up and control a nore
compli-cated adninistrative organization can of course be Ïrired,
but for the transforrnation in the structure of the fi:m to take

(t) trbonr Appendix Table 8.3 rìre are able to calculate that there are 59
firns which were snalI in si-ze (size groups 1-4 inclusive) in 1950, and
¡¡hich continuously grew over the 18 years. 0f these, only 2 fi:cns
greïr very rapidly and. moved into large size g?oups (size groups 10 aait
over) by L967. Similarly, of the 8J firms ¡ubich ruere in the ned.ir¡rrr to
snalr-lÉrrge size grolrps (size gpoups 5-9 inclusive) in 1950, 24 firns
noved into the large siøe groups þ 1967,



110

stribu

S:-"e class(1 )

I
2

3

4

5

6

7

B

9

t0
11

12

13

lotal

Growbh rates
per annurl

(%)

5.4 - 9.9

1O.O - j9.9
20.0 and. over

Total

Iab]-e l+.7

Selected.
erat

Size in
1950

Size in ].ast
operating year

tinued aniL

a;

9

21

15

L

4

3

I
2

15

10

1o

9

1

1
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aa

1

aa

ta

a¡

aa

oa

59 59

Note: (t ) See Append.ix Table Ð.5

bution of
s

lable l+.8

ntinued.
<ê

Number of Firms with Net Assets -

exoeeding S40OTOOO S400r00O and. less

10

22

16

48

a;

3
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pLace an understanding of what is happening arlcl what is needed,
and a w1llingness to accept substantial chang:es in the old 1æ.ys
of d,oing thines are required. of the original nanagement. t (1)
(uy itatics)

Thus when a firn reaches this tcritical pointt it should

reorganize itself introducing substar¡tial changes in nanag:enent,

fina¡cial structr¡re and other inportant aspects of íts organizatj.on so as

to operate effieiently through the transformation process of moving flom

the tsnallt into the tlarget size categories, Otherwise, it has either to

stop growing, or to become gradual-ly nore inefficient, or to accept a

takeover offer.

A sinilar line of thought was suggested. earlier by Robinson when

he describetl the rpessimum sizet of a fi:m which 'combines the technical

disadvantages of snallness with the nanagerial d.isadvantages of being too

Iarge for individual ftcontroLtt' .(¿)

In Ar¡stralia firns usually appear to reach this tcritical pointr

or rpessimum sizef in two lrays. Many owrer-roanaged. businesses or

pa,rtnerships grew so rapidly with the general exnar¡sion of the econony

during the post-I/orLd. War II period. that their $la;nagers ¡rere unable to cope

with the increased complerity of pror{uction teehniques and arlrninistrutiorr.(l)

Sone other firms fintL their operation size too sm.all to obtain economies of

scale by specializing in limtted ranges of nrc<lucts, br:t their nanagernent

capacity Ís insufficient for a¡r erpansion fron local markets to the national

r¿arket. In most cases in A¡stralÍan ¡aanufacturing industry these two

disadvantag:es of smallness are conrbined. and. the easiest and. quickest ansrlrer

is often negotiation of a merger with ar¡other contpany.

(r)

(z)

(r)

Penrose, op.cit., pp.161-2.

Robinson, Íhe Structure of Co-rnq.titive fndustn¡, on.cit. pp.105-6.

&;shnell suggests that nost owner-managers in "Ar¡stralian narnrfacturing
industries only have trairring and experienee in the technological
a.spects of thei¡ work and not in management. BushnelL, .g,p.rgiJ.r p.49.
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$lrning now to newl.y entered fi:ms, wè see in Tab1e 4.6 a

concentration of rel-ati.vely large numbers of firns in the medium to smaIl-

large size groups (size groups 4-B ínelusive) at year of "rl.t"y.(l) sn

explanation for such a size distribution may ag:ain be sought in the

particularly strong denanri. for nanage¡nent in firms of medir¡-n: to small-large

size groups. 0f the total 143 new firms 117 nay be cl-assified as nedium

anrL snall-large firns (initiaf size goups 4-8 inclusive). We have alreatty

noted that nost of the newly entered. firns had. alreaily been in operation
()\

for sone years.t" As they grew and. reached. the rcritical pointt they

required a well rounried. nanagement teara in order to juran over, or rush

through, the pessiroun point and sustain growth. Obtaining quotation on

the Sydney Stoek Exchange and noving fron owner control towards nanagenent

control may be one siglr of internal re-organizatj-on.

Concern-ing the tpessinun sizet, Robinson suggests that in

several- industries there are two sÍzes r. . which can be regard"ed. as

optina, separated. by interverring sizes which seen to be less efficient than

either of the two optiraa ' ,(5) and. in some other industries there nay be a

mrnber of m:inor optinra and. one large major optirm:n. "!fe do not larow

exactly at what size firns do reach the fcritical poj-ntt. Neither do we

have, at present, any infornation to indicate if there is nore than one

sÍngle 'critical pointt in narnrfactwing inrlustries in post-war Australia.

However, fron our stu,åy we nay at least su€gest that 1) nost finæ certainly

reach a critical point r+here a change in nanagerial structuxes, þ!Ègþ,

nmst take plaee, and 2) such a point anpeared tc become of critlcel

(t) Size was neasured. at the last operating years for d.iscontirn¡ed. firms,
and. at the year of entry for newly entered. fir¡rs. Since ùiscontimation
and new entry occurred alrnost eveTy year between 1950 and 1967, the
size of these two groups of fÍrins are not strictly cornparable. We

classified firns which were in size groups 5-9 i-nclusive in 1967 a^s
f nedium to srnall-larget firrns. frowever, since a fi¡ll of given size
nisht be regarded as relatively larger in earlier years than a firn of
the sa,le size in 1967 we classified. as rmediurn to snall-larget those
newly entered firns ¡¡hich at fírst listing fell into size groups 4-8
inclusive.

(z) See footnote (e) on pJ06 above.

ß) Robinson, op.cit., p.105.
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importance for firrcs reach:lng a net asset size somewhere between €4001000

and €I0,00O'0OO in the period 1950 to i.gOZ.(1)

ås far as discussion in later chapters is concerned. the inportant

fact er,rerg:ing from o1r arg.r-ment in this last section is that fin'.:s do not

grow with steady progression. In order to survive and sustain growth,

firnrs should possess sufficient power to carry thenselves through tbe

fcritical pointt or points. I\.rrthernore, possession of such power does

not necessarily guarantee further sustained growth on the larger scaLe of

operations corrsequently obtained. The problem of growth for firms is the

problen of hr:w flexibly the rnanagenent tearqs are able to ad.just their

organization to the cornplexities of aC¡rinistration, production and.

distribution wh-i-ch accrlre with increaserl size. A good management is one

whích leads a firrn thror¿gh the critical point(s) ana initiates further

continuous gtowth. the importance of good nanagement seeræ obvious.

Firms d.o not grow through stoehastic ¡rocesses.

(t) lle nust, however, hasten to ad.rl that in general terns the size of
finns reachinq the crítícaI point must d.iffer greatly fbo¡n inrlustny to
indr.rstqy and. from period to period. beeause of ùifferences and. changes
in rmrket sizes, production techniques, etc.
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$TAPTW' V

PROFITASTIITT AIüD Gts.OI'f[E

The central issue of this ehapter is the exanination of the

relationship between the profitability and the growth t¡f fir¡ns. [he

l<rrowleclge concerning the deterrinant factors of profit rates and. growth

rates which was aequired separately in the two preceding chapters is

brought together 
"tt¿ 

eaamined in ter¡ns of the systematic influence of each

variable on the other.

lhe chapter consists of three sections. fn Sectíon I, a brief

sulrvey is nacle of severaL theories of investnent which provid"e relevant

backgror:nd knowledge for our present study. In Section II, the association

between rates of profit and rates of growth of our 146 continuous fírms is

sxa$ined. The exami-nation is further developed in Section III lfüth

particular reference to clifferences in size, production strrrcture arld.

narket control of firms as well as to the different aims r¿hich each

managenent appears to pursue.

SECIION I: Pre;rriorrs Studies

Íhe theory of the investment of capital is probably one of the

nost conplex and confused. terrair¡s in the whole field of econo¡a"ics. [he

fa¡ailiar question, t'ufhat are the causes of variations in investnent

outl-ays of firns?t, has been a,sked because knowledge of the investment

process is essential if policy makers are to smooth business cycles and

stirulate economic growth. logether with the inportance of technical

prog¡:ess, the secular gtrowth of capital, i.e., investment in assets, has

been consid.ereil a prine d.eterminant of the progress of an economy. Yet

d.espite substantial theoretical and empirical stud.ies the essential links

Ín the chain of causes and effects of investnent have still to be

discovered,

DecisÍons by firms to invest in eapital assets involve a nunber

of econornic consid.erations including expectations about future demandt

prices and. profitability, antieipations of changes in technolog¡r, current
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rates of capacity utilizati-on, availability of capital funds, cost

competitiveness of the market and anticipated reaetions of rival firu,s.

The problen of investnent is therefore intrinsically multi-dimensíonal and

it has stimulated. econonists to attempt different arialytical approaches

d.epending on their varying interpretations of underlying business

notivations.

0f the nany theories anil empirical surveys of investment of firns,

we discuss below only a sel-ected. m¡mber of approaches which particularly

interest us in the context of our present uto¿y.(1) fhese works may

conveniently be classified under for-rr general head.ings: profit naximization

theories, acceleration theories, market structure approaches, ancL

profitabi Ii ty-growth h¡po theses .

l. Frofit liaxinization îheories

Profit naxiuization or 'marginalt analyses vrere among the first

to be offered as explanations of the investment d.eeision of business

ri"*.(2) ïn these theories the entrepreneurs are assumed to seek

nothing but the rnaximization of possible profitability from business

aetivity by marimizing the difference between discounted revenues and

costs. îhe volume of investment, therefore, is d.etermined. by'the

anticipated rates of profit on investnent and the market rates of interest.

Interest rates once played the central role in profit maximization theories

and the determination of the influence of changes in interest rates on the

voh¡me of investment was one of the Íraportant objects of nnany empirical

(l) In the present study ïie are not concerned with the effects of governrnent
policies on investment behavior. lax devices, for example, are
certainly frequently employed to stimulate or to alter investment
behavior. For a d.etailed discussion of th'is subject, see for example'
R.E. Hall and. D.W. Jorgenson, rTax Policy and fnvestnent Behaviort,
A,merican Economic Review, E¡¡I. 5?, (Jufy Lg67), pp.79L-414, and
G.C. Ilarcourt, rlnvestment-Decision Criteria, fnvestment Incentives
and the Choice of Techniques' .þ@ic.[gurrta]., Vol. ?8, (Uarctr 1968),
pp.77'95.

(Z) the basic principles of profit na:rirrization theories are outlined. with
relevant references in F. and V. Lutz, Íhe Theory of Investnent of
the Ï"irn, op.cit., Chapter ff, and. F. Lutz, tThe Criterion of lvlaxim¡m
Profits in the Theory of Investnentr, Quarterly Journal of Econoq.icÞ'
Vol. 60,(ivon. tg45), pp.56-',"ï,
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surveys as rre1l as of model builders. In the field. of econonic policy

the manipulation of interest rates was believed to be a key sf,rategic

factor for pronoting general econo¡aÍ" gto*trr. 
(1) 

Most of the empirical

finilings, however, did not support the inrportance of interest rates in
/^ \

determining investnent of finns.\¿/ Several reasons were su€lgested.

Capital uarkets are usually imperfeet and. the supply of capital fund.s is

linited. at the given rate of interest. Alternatively, interest rates may

be set too low and., since interest rates cannot be negative, the range of

the changes in the rates are too marginal to influence entrepreneursr

decisi.ons on the purchase of additional capitrt *u"t".(l)

One najor modification of the profit maximization theories

resulted flon the recognition of the factor of 'uncertaintyt and it led

the marginalists f,e 3s-gxamine the notives of nod.ern entrenreneurs. Íhey

recogn:ized that businessmen are seeking not only larger profits but aLso

protection against uncertainty by placing preniums on the long-term

interest rates eorrespond.ing to the antieipated "i"L.(4) The element of

uncertaint¡r was further d.eveloped. into the rmin-i-maxr solution in the

theory of ganes which implies that businessmen try to nrarimize their

possible profit by estinating future expected gain based on probability

carculatio* . 
(r )

(t) In Britain in the 19]O's, for example, the naintenance of cheap noney,
i.e., low interest rates, Îras the eentral feature of proposed remedies
for general economic recovery. H.D. Henderson, 'The Sig:rificanee of
the Rate of Investmentr, Oxford. Ecoqo.gic Papers, ITo. 1 (Oct. 1958),
pp. 1-11.

(a) The resul-ts of various empiriaal stud.ies concerning the effects of
interest rates on investnent are summarized þ l,Ieyer and Kuh in theír
book, The fnvestnent Dqcisiq{L Ao-Enrpiriçcl Stutiv, op.cit.' Apnenùix
to Chapter Iï.

ß) See, for exanple, L.R. Klein, The Ke¡mesian Revolution (New Tork:
l{acrdtlan, Ig47), Chapter II, and A. Leijontrufvud, rKeynes and the
Ke¡mesians: A Suggested. fnterpretation', @,
Papers and Froceed.ings, YoL.57, (May 1967) pp.401-10, See also, the
Commi f,lqs on the trnlorking of the Monetary System, Final Report, Cnnd..

82?, (l,ond.on: Her Majest¡r's Stationery Office, Aug. Jg5ù pp.129-S9

(+)

(¡)

See, for exanple, F. ancl V. Lutz, op.cit., Chapter XII"

J. Von Nerrrman and 0. Morgenstern, lheorJ¡ of Games and Economic
Behavior (Princeton Univ. Press , Lg47).
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Ïn short, the original profit ¡naxim'ization theories were rnodified

so that entrepreneurs behave optimally, but the ex post result does not

coincide with optimal- profit maxinization sj-nce an element of uncertainty

is at work.

Recently a revival of interest in these theories has occur""¿.(I)

Several quantitative works have synthesizerl the effects of expected. rates

of profit with those of expected ouþut in ord.er to erplai-n the cyclical

path of investmenr.Q) rn other words marginar theories ere used with

acceleration theories in the explanation of the gradual ad.justnents of

the capital stock to an equilibrium leveI.

2, Acceleration fhe_ories,

fn these theories the investment decision of firms Ís treated in

a very simplifíed for¡n. That is, changes in the capital stock of firns

are deternined. by the changing rates of output. A lasting íncrease in

demand for the product overtaxes the capacity of current nachines and

leads typical entrepreneurs to ord.er new assets so as to increase production

"tp""ity.(5) Accelation theories are subject to several weaknesses which

necessitate many qualifications and ro-fornulations of the origlnaI

hy¡totheseu.(+) Technically the theories deal only with net investment.

Neither replacement investment nor tautonomoust investment, i.e., the

net investment which does not depend. on the imnecü.ate short-nrn behavior

of output, is integrated in the hypothesis. F\rther the theories

(f) See, for exanple, D.}f. Jorgenson, 'Capital theory and. Investnent
Behaviorr, @!ew' Papers and Froceedings, YoI.55,
(uay rOOf) , pp.247-59.

(e) For exa.nrple, R. Eisner, t.å. Distributed Lag Investment Functiont,
Econometrica, Vol. 28 (Januarv 1960), pp.1-29. See al-so E. Kuh,
tlheory and fnstitutions in the Study of Investment Behaviorr,
American Eeonogic Review, Papers and. Froceedings, YoL. 53, @tay L967),
pp.260-68.

ß) See, for example, F. and V. Lutz, op.cit., pp.L47-54, J.M. Clark,
f Br¡siness Acceleration and the Lar,rr of Demand; A Techn-ical Factor in
Economie Cycles', Journal of Political Economr¡, 2!, (trtarch 191?),
np.217-55,

(+) Mod.ificatiorsof the theory r¿ere made þ introducing the age-
dÍstribution of nachine stocks and. descrj.bing the pattern of nachine
installations over time, or by deteruining the replacement investnent
in terrns of level of ouþut. See lattz, op.cit. p.I54 and Clarkr g&,gÉ.,
and D.J. Snnyth, rftrpirical Evidence on the Acceteration lìrinciple',
gevie¡^r of Ucononic Stu¿ips, Vol. 51, (.fune Lg65), pp.l85-202.
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assume that each firm has no excess canaci.ty. Several revisions were

suggested to remedy the deficienci.es such as the introduction of a

d.istributed lag pattern into the adjustraent processes of capital stock to

changes in o,rtp.rt.(I) Àlthough it seems oversimplified to assume that

investment is a linear function of charges in ouf,out, the acceleratj.on

princÍple has been frequently used to ernlain the trade cycle and. the

growth of capitar *to"t.(2) J.l{. Nevile, for example, conducted an

empirical study of the trend of post-war investment in Austr uti^.(,) He

found that real private domestic investment was closely related. to changes

in gross national product (tagge¿ one year) for the period between l)47-A

anð, 1956-7. ]li-s study, howeverr revealed the fact that there r^ras a large

and stable aroount of autonomous investment j-n Australia over the period

examinerL. as we noted, the acceleration theories are, however, not

equipped to erplain the determinants of this autonomous investment and

consequently a large part of investr¿ent behavior in Australia in the period.

is left unaccounted for. Thus the theories offer Iittle explanation of

irn¡estrnent behavior ¡rrhich depends on long-run growth prospects.

3, Market Structure 4pproacheÊ

lhe importance of monopolistic and olig,opolistic firus led.

several economists to exantine the influence of various ty¡les of narket

stmcture on the investment decisions or ritr". (4) 
one of the chief

(f) See, for example, R.M. Good.win, rEcononetrics in Brlsiness Cyc1e
Analysist, in A. Hansen, Þginess Cvq@, (Lond.on;
Allen & Unwin, 1951), and-'nJEge.cit.

(Z) For example, R.F. Harrod, Towards a ùrna¡nic Economics (Lord.on:
MacmilLan r94B), and J.R. Hicks, A
the-tbade Cycle, (0xford ürriv. Press, l)1;A

3) J.Tf. Nevile, rProfessor llickst Theory of Tnvestment and. Post-war
Invest¡rent Figures in /{rstralia and the United. Statest, .Eg@ig.
Record, Yol-. A, (*rs. 1958) , pp.24g'53. A similar observation is
obtained by Srayth for the period between 1947-ß and 1959-60,
D.J. Smyth, rlnvestnent, Growth and the [þade Clcle: The Post-rrar
.&¡stralian Erperienee', .@|gjg!., Vol. 38, (,fune Lg62)
pp.226-45.

(+) Works, both theoretical and empirieal, are nrunerous in this fie1d..
See, for example, C. Kaysen, t.A. DJrrranic Âspect of the Monopoly
Problent, Review of Econornics and Statistics, VoI. J1, (Feb. ]-]4g),
pp.109-1t, T. Scitovsky, '¡lelfare and. Conpetition, (Iondon: Unwin
Univ. Books, 1951), 3ain, Barrie{s to New Co¡opetition,.g!:.gË.
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dicta of this anproach is that monopolists and. oligopolists manipulate

(or restrict) output - an<l hence investment - in order to obtain long-run

maximum profit. Thus investment levols are not d.etermined simply þ

changes Ín d"enand as the acceleration theories suggest. lfhen the

monopolists or oligopolists face a rising dernand, their investment

decisions will be subject to a varying set of pull and. push factors such

as the threat of the potential entry of new fírms and. the possibility of

increasing market shares in ord-er to secure futu¡e profit-earning

potential. îhe effect of monopolistic elements on the amount of capital

invested in an econony has been extensively rlebated.. General concl-usions
/- \

may be summed up as follo.,¡s;\r/ (i) si-¡en the sane dema:rd and cost

cond.itions, in monopolistic and. oligopolistic markets the rate of capital

invested. wil] be fess than that in co¡npetitive markets, (ii) if, however,

a cartel- system is introduced there will be rnore capital per unit of

output than under cornpetiti.on, (ii-:-) if the fear of potential competition

is strong, nonopolistst and oligopolistsr investnent may exceed. the level

r^¡ldch competitive firms would achÍeve, and. (:..t) * fear of losing market

shares and thus future profit-earning potential to agg::essive rj-vals nay

lead. oligopolists to invest heavily in add.itional capacity when demand. is

growing.

Jinother possibility is that nonopollsts and" oligopolists' with

generally higher profits and" cash floi,r, are better able to finance

investment programmes and therefore will respond to increases in d.enand

with a sharper accel-eration of investment. The importance of accessibility

of capital funds and. the recogrrition of the imperfect nature of capital

market for financing capital outlays have been emphasized by several

economists. ife na¡r ss¡v*niently classify these writerst works r¡nder the

heading of 'profitabílity-groi,rth hypotheses I .

(t) See, for exannle, Scitovsky,op.cit.,J.S. Bain,fndustri+l -0¡gsrt!ze!:b:!en,
(Berke1ey: Univ. of Cal-ifornia, 1959).
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4. Profitabilitv-sowth H¡rpothes_cs

Tn the theories surveyed. thus far it is largely a,ssumed, either

impricitly or erplicitly, that firms ean obtain fund.s with little or no

difficulties when the entrepreneurs wish to purchase addltional assets.

îhe problein of inadequate finance is not considered..

ïn various enpirical surveys including direct Ínquiries to

entrepreneurs through questioruraires, interview, etc., strong indicatior:s

have emerged that there are varying inherent disadvantages in usin€: outside

d.ebt and that investrnent outlays are largely d.eten¡ined by the voh¡ne of

acsumulatea profit.(1) The heavy relírnce on j.nternal finance for growth

of mod.ern corporatio&s nay be explaíned in the following: terns:

First, imperfections in the capital market are a corrronly known

fact, and the avail-ability of finance is li¡nited. to alL fÍrms in varying

d"egrees. For snaller and newer firms it is particularly d:i.fficul-t and

expensive to raise funds in the capitat niarket. Also smaller finns d.o

not have easy access to long-term loan and overdraft facilities. As the

sj-ze of a firn increases, its abillty to raise investment funtlb in

substantial amounts is likely to increas..Q) ïn fact it is true to say

that all systems of disciplining rivals by imposing losses requ:i-re that

the rival have inferior access to c"pit"r.(5)

Secondly, the prineipaf sources of long-tern external finance -

loans, preferred and comrnon stock - have the following drawbacks. (a) Lo"ns,

r,.'hether bark overdrafts or other forms of credit from various financial

(f) See, for examnl-e, J. Lintner and. J.K. Butters, 'Effect of Tax on
Concentration' in Bus-tIr-eæ_Qggc"qgtrgtion and Price Policv, .g!:gi!.,
J. Duesenberry, _ , g!*.g!j,, ancl
Meyer and. Kuh, op.cit.

(z) However, beyond some point further increnents in size may have a
diudnishing effect on its command" over capital funds. For further
detailed stud.¡,', see B. îew and. R.F. Henderson (ed.s.), Stuùies in
Company Finance, ( Cambridge Univ. Press, Ig5g), and R.L. Mathews and
G.c. Ilarcourtn rcomnany Finance' in R.R. Ilirst aï]rl R.I{. Tfa]race (eas.)
r) (Melbourne: F.'lri, Cheshire,
l964

(=) G.J. Stigler, 'Imperfections in the Capital Market', JouæcI__o:C.
Political Econorqv, yol.75¡ (.rune l967), pp.ZB-l-jZ.

,l
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institutions, virtually always require fixed interest paynents regardless

of profitabilit¡, and hence restrict the freedom of management. In addition,

d.ependence on loans invite outside intervention in nana.geaent decislons on

e:pansion schemes and" other financial ¡natters. (¡) trolhíle divid.end

paynents on stock and bond issues å,re nore flexible than interest pa¡rnents,

they tend normaÌIy to be an expensive ¡aethod of raising noney antt d.ilute

the earning rates of firrns. As alread¡r noted. this raethoil of fÍnance is

particularly costly for smaller firns whj-ch have not yet established a

good^ reputation. trhrther, diviti.end. payments are not d.eductible a,s en

e4pense for tax purposes, while the issue of com¡oon stock frequently

results in control of nanagçement by sharehold.ers.

[hirdly, the increased. tendency towards ùivorce of ownership and

control in rnodern corporations ir¿nlies that a professional nanagenent tesLs

to be cautious about d.ebt finance. rD.th external finance any substantial

deficits i-n a fir¡n often leacls to the loss of jobs for its nanagerial

groups, while successfi.¡.I perforraance contributes little to the managers t

personal income gain since they are usually only minor stockholders. Thus

it is to be ex¡rected that managenent regards finance by retained. profit as

essentially risk-free and. preferable.

A. similar argtunent has recently been fr¡rther advanced. by

J.K. Galbraith who is particularly concerned with the i¡nportance of the

ele¡aent of nlanning in modern corporations. He sfates that,

'Contro1 of the supply of sawings is strategic for intìustrial
planning. Capital use is 1arge. No forn of ¡narket uncertainty
is so serious as that in valuing the terns and conditions on wh:i-ch
capital is obtained. /ipart fron the normal d.isadvantages of an
uncertain price, there is danger that und.er some cireumstanees no
supply witl be forthcoming at an acceptable price. This will be
at the precise moment when nisfortune or niscal-culation has nade
the need. most urgent. ¿nd. unlike supplíes of rai+ naterial or
even labor, the supplier of fund.s is traditionall;' conced.ed. sone
degree of power. I{oney carries with it the special right to
know, and" even to suggest, how it is used. this dilutes the
authoriby of the planning unit.
All of these dangers and. difficulties are avoid.ed if the firn
has a secure sou-rce of capitaL from its ovnr earningÞ. It no
longer faces the risks of the market. It conced.es no authorit¡r
to outsid.ers. It has full control over its or^rn rate of erpansion,
over the nature of that expansion and. over decisions betiueen
products, plants and procesu*s.' (f)

(f) Galbraith, The ,New Indup-tfic!-..rgta'bqr pp"cit. , þ.39.
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Fourth, alternatively the strong preference for internal fund.s

shown b¡¡ most corporations may simply reflect their d.esire to make certain

not to miss any favor.irable investment opportun:ities by keeping suffÍeient

cash at rr.n¿,(1)

One of the earliest attenpts to introduce the inrportance of

retained profi-t as a determinant factor of firmsr investnent behavior was

made þ J. Steindl in the early 1950's. In the introduction to hj.s book,

Maturitv and Stasnation in åaerican Capitalism, Steind.l suggested that,

' . . - entrepreneurs invest because they have saved in the past. r (2) 
He

assuned. that the íncrease in retained. capital (in Steinalts tenms it is
tentrepreneural capitaLt or tinternal accurm.¡.lationt) is an important

inducement for the entrepreneur to invest. ff there are firns irrtrich,

o}ù'ing to the adoption of any cost-reducing techniques, have greater gross

profit margins than others, the;r have a natural tendency to e¡pand

relatively to other fírms. Because firns with greater profit nargins will

accumulate greater internal funds this, in turn, enables and. encourages

them to ínvest to a greater extent so as to further increase accr:mulation

of internar rl*¿*.(l)

A sinrilar idea was later developed into a more refined theory of

growth of fÍnns by J. oor*i".(4) He i-llustrated how the d.ifferences in

procluction costs (efficiency) of firms - and hence profitability -
create sigrrificant ðifferences in the growth rates of fin¡s (size of finns

measured by sales value). Efficient fir¡ns can grovr faster than the

renaining firrns in an industry and the differences in the rates of growth

between efficient and less efficient firrns aecelerate over time through the

(l) K. Borch suggests the introduction of sorne forms of the corporaterliquidi.ty preferencet and tpropensity to save' *.y help explain th:is
corporate preference for internar funds. K. Borch and others,tTopics in econonic theory: discussion; american Econonic Rerrlew,
Papers and. Froceedings , yai-..55 þtay t961) ffiAS++.

(z) J. steindr,
Basil Blackwetl, 1952 ' P. di.

ß)
(+)

Ibid.., pp.40-55.

Downie, The Comnetitive Proeess- op. cit.

(0xford:
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proeess whieh Do¡¡nie called the 'transfer mechanismr. The effect of this

transfer nrechanism is erplosive and. it can only be stopped by the intro-

duction of ner¡¡ cost-saving techniques by less efficient firrns.

Ïn both Steindl and. Dolrnie's theories each fir¡r is assuled to be

a Schurpeterian irurovator. Tn brief it seems to be assumed. by both

writers that for a firm to grow, it must have both the d.esire and the

means. ïf all firms are consumed^ with an equal d.esire for growth without

li¡rits, then the most profitable firms grovr fastest. It is, however, true

to say that growth creates profit as weIl, i.e., firms whlch d.iversify

continuously into ner4r prosperous markets and cultívate all profitable

opportunities grow fast and. obtain high profit rates regardless of the

saturation of demand in their part of the established market. Profits

are necessary for growth, and growth in turn produces profÍts.

In a theoretical framework R. I{arris has formulated a systematic

association between the rate of return and that of growth of ind.ividual

fi*".(l) ïf we interpret him correctly he suggests that there is a

'necessar,v' level of profit for each firm which varies not only w"ith risk

but also with the rate of growth which each firrn attempts to achieve. He

d.epicts, therefore, â rdenand-groi,¡tht curve of a firm whích indicates the

set of cornbinations of the maximum growth rates of required canaciþ

(capacity need.ed to meet all ord.ers at a given rate of utilization)

consistent rù"ith va^rying vaLues of the rates or "utr"n.(2) åny noanagernent

chooses the naxímun sustainable growth rate on such a rd.emand.-growtht curve

based on íts particular preferred cornbination of growth and profit.

Basically this model is a growth maximization thcory with ninimul (secr:red.)

profit constraint. As the title 1l{anaserial' Capitalisn suggests, Marris

takes gpeat account of the flexibility of roanagement decisior¡s. [he

¡iotivation of professional manågenent is largely based. on growth and.

expansion of the firm, but the fear of being taken-oveli.íscourages

(i) See Marris, The Economic Theorv of '1.Íanaserj.al' Capitalfu, !.Ergi!.,
and Ineones Policy and the Rate of Profit in ïndustry. o&,gi,!.

(Z) See Marris, The Econo¡nic Theory of fManagerialt Capitalism, .S,!!$.
Chapter 6.
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managenent from pursuing growth at the undue expense of profitabilíty. A

firm must <listribute to shareholders sufficient of its íncome to keep the

market value of shares high enough to avoid. any take-over raids" In other

wordsr a firrn nr¡st secure a certa:ln rate of return in order not only to

sustain further growth, but aLso to maintain the valuation rafi.o (the

value of its shares relative to their asset backing).

In support of his theoretj.eal hypothesis, Marris estinated

regression coefficients of rates of return on rates of growth of all

British public ctruoted conrpanies in selected manufacturing inclusùries in the
/' )period 1950-60.\rl Tn fact, several statistical investigations have also

been mad,e by other economists to examine the relationship between the

profitabitity and the growth of ¡itr".(2) fn spite of the d:lfferences in

their definitions of profit rates, capital and" gtrowth of capÍtal, and.

differences in statistical soìrrces, the majoríty of these investigations

identify a rrositive relationship (sonre linear and. some non-Iinear

relationships) U"tween the two variables. However, the researchers d.iffer

in their interpretations of each observed. relationship.

J.E.S. Parker, who finds a non-linear relationship between

growth (of net book value of tangible assets) and. rates of profit in B?

selected British publíc nanufacturing firms in the period 1954-6A, suggests

that finance will be more read.ily forthcoming if firms seelcing it are able

to show high rates of profit. As a firrn becones successful (profitable)

it gains a favourable reputation and money is more readily available for

expansion. [he forces leading to erpansion are cumulative, i.e., success

bree<ls success. Sirnilarly, one would erpect the effect to be cumulative

in a domwarrL directrorr.(l) A non-linear relationship of a different

(f ) I{amis, InconæPolic¡r-end. the Rate of Profit in Indr:strv, ,g!¡gi!.,
Ilnpirical .frppendix.

(Z) For example, T. Barna, InyeÊtment and Growth Policies- in British
Ïndustrial Firms, orr.cit., Parker, tProfitability and. Growth of
British IndustrÍal Finns' , .gp:.glL, and Singh and Vltrittington,
or'.cit., Chapter J.

(¡) Parker, -op.cit.
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pattern is found by Singh and l¡lhittington in their selected, 364 British

manufacturing firms in the ronger period of 1948 to 1960. they suggested

that there should be a different relationship between profitability and

growth for firns in the different ranges of profitability. For instance,

high profitability is normally e4pected. to lead to fast growth, þt a firm

with exceotionally high profit may not find. external finanee easy because

the stock market may not expect such exceptional profitability to continue

to" torrg. 
( 1)

alternatively, T. Barna interprets his observed association

between profitability and growth as a non-causal one. Rather both growth

and. profitability are reflections of the character of the firrrr, i.e., a

good (successful) nanageaent is capable of naintaining high profitability

white pursuing fast grorrr*n. 
(t)

Our survey of the theories of investment has so far been eoncerned

onl]¡'with the intcrnal growth of firms. No doubt it ís important to

consider growth through acquisitions. By acquisition arranged through

exchange of shares, firms may frequently obtain collectj-ons of production

resources with little new outlay and finance. ft is often saicl that

growth through acquisitions is the fastest anrl most econonical method.

However, it is important to note that growth through external means ¡nrst

also be subject to d¡mamic linits. As Penrose argues, both the rligestive

capacity of the absorbers and the nu¡rber of suitable fin¡s availabLe for

acquisition at any given time are fir¡ite¿.(l) These problens of external

growth will be d.iscussed in the follor,ring sections in their relevant

contexts.

(r)

(z)

ß)

Singh anrl tr'Íhittington, op.cit. , pp.L76-7.

Barna, on.cit. r FÞ.19-20

Penrose, The Theor.'r of the Growth of the Firm, .@-g!.!., pp.t27-5I.
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ËFCTïON II: Profitabilitv and Growth of the Firns

fn the preceding two chapters we found. that there l\rere considerable

differences between ind.iridual firnis in both the rates of return and. the

rates of growth. TÍe also found. that fir¡rs which displayed h^igh profit

and fast growth rates in one period" tend to behave similarly in the next,

and. sinxilarly a poor perforrnance of firrns with low profit and. slow growth

rates j-n one period tend.s to continue in the following period. îhe

tendency, however, appeaïs to be less in the case of growth rates. ltle

suggested that the differences in profitability and growth performances

reflect the differences in management of firms. By differences in

nanagement, we have referred so far simply to the differences bet'øeen good

(successful) and bad (unsuccessful) managenent.

In this chapter we pursue further the examination of rlifferences

in business policies chosen by managenent of different t¡rpes and. with

varying skills and notivations. Íhe performance of each firn must

reflect differenees in such internal factors. Our eriteria of business

perforuances was based. only on profitability in Chapter ïfï, anrL growth in

Chapter fV. But the profitability-growth hypothesis which has been put

forward by Marris and. others suggests that there is a close association

between the two. ïn the following we will, in turn, interpret the

perforrnance of firms by the combination of their profi-t and. growth rates.

ÍIe are assuming that r¿otivations of firns are manifold., rang:ing from simple

profit maxi-mization to sales and gror,vth maximizatÍon of various ty¡res and

forms. The validity of this assumption will be examined; th.at isr we

will ask what sort of motivations determine the business beharrior and

perfornance of individual fÍrms of various sizes and operating ín varying

types of market structures.

To begin with let us examine the relationship between the two

va¡'iables, rates of profit and rates of growth of finns, by rneans of

regression and correlation analysis. Regression coefficients of anrnral

average growth rates on rates of profit have been calculated for or¡r 146

continuous firms for the 18 years fron 1950 to L967. Values of rates of

profit and. rates of g:rowth are obtaÍned from Chapters IIf and IV respectively.
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Briefly, the resultsof the regression analysis in Table 5.1 ind"icate that:-

If the regression coefficient, b, is positiv* (¡ > 0) tno growth rate

increases as profitability increases, and if b is rarger than irnity (¡>r)

an increase in firrrsr profit rates is a.ssociated. with a larger j.ncrease in

growth rates. For exarnple, if b = 1.5 this ind.icates that one per cent

increase in profit rate is associated ï:i-th a L.j per cent increase in the

growth rate. If b is positive but less than unity (f > ¡70), tms

ind.icates that an increase in the profit rate of fims is associated with

a snaller increase in growth rates. Negative values of ¡ (U(0) inaicate

that an increase in profit rate is associated w"ith a d.ecrease in the growth

rate. lhe regression eorrelation coefficient 12 shows the actr¡al degree

of erprariation, i.e., if 12 = 0.50 this inri.icates that 50 per cent of the

changes in growth rate of firms is erplained. by the changes i.n profit rate.

TLre result of the regression analSrsis of aru:ual average gowth

rates on rates of profit for our L46 continucus firrns for 1950-6T is very

weak; a regression coefficient 12 is estimated at 0.02 (statistically not

significant) inAicating that there is alnost no relation between rates of

profit and rates of growth (see Table 5.1 below, last ro¡r).

lhe sa¡ne relationship is shown diagrammatically in the scatter

diagrarn bel-oinr (Uiagrarn 5.f) in which observed co¡nbinations of profit and

gror,vth rates of each of the 146 firms are ¡Iotted. A glance at Díagraar !.1

shows that the weak rel-ationship betr¡een the two variablæis largely caused.

by several extreme observations n'ith high rates of growth. lüe find a

fairl¡r strong relationship between profitability and. growth anong these

firms whose anrrual gronth rates do not exceed.20 per cent - i.e., arnong

those firms termed 'aiddl-e' and tslowest grow"ing' in chapter rv. The

regression coeffici"nt 12 for these 12? ,midd.ler and. ,slowest-growingr firns

is 0.24 (the regression relation is statistically significant at the 5 per

cent level) whictr ís much higher than that for the total population. No

sfrong relatÍon seems to erist änong the 19 fastest-growing firms. îhe

úiagram rcughly indicates a parabolic relationship between the two rates

when the middle and slowest growing firns are cornbined. In other worcls it

suggests that higher profitability tends to be associated. with faster growth
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up to a certain growth rate (e0 per centper aïmura), but beyond this leve1

the relationship appears to be sornewhat reversed. an<l faster growth is

associated" with declining profitability.

The questíon nor\r arises, which varia.ble causes which? the

observed statistical correlation can only indicate the association between

the two variables and it does not te]l us anything about causal relation-

shi'os between the t¡'¡o. 0n a priori grounds the relationship nay be either

ï¡ay: growth causing profits, or .ri"n-rru"uu.(1)

ï,et us first look at the 19 fastest-growing firms. In Chapter

IV we found" that these fi-rr,s grehr continuously over a nunber of years,

and we argued that their extrernely high rate of gror'rth per annum did not

result from a single once-for-all growth schene, but fron several

continuously launched erpansion projects spreading over the 18 years

*trr¿iuA.(2) 0n these grounds nay we call these firms 'growth orientedt

firms?

Referring back to Marris' argrment about firms whieh are extremely

gowth consei-ous he claims thai they n:ay yield. not only faster gfowth but

also greater profitabilíty through heavier adverti-zing, research and

d.eveloprnent which l-eads to successfuf diversÍfication into new ¡rarkets.

But on the other hand l.{arris points out that too fast growth nay eventually

prove increasintl)' e:rpensive and affect profits adversely. Thus the

relation between the two variahles rnust inevitably reverse. As has been

noted, bcfore, when the earn:in5ç pohrer of a firm becomes too Cepressed it

may expose itself to take-over raid.s. ITence a nanagement car¡rot th.crefore

(f) In order to specÍfy the expected rfeeclback' rel-ationship between
profitability and. growth of fims, we tested several comelations
between the two variables uslng a six year time Iag. The intro-
duction of the six year time 1ag is based. on our observatíon that most
firns may be erpected to plan, undertake, and. obtain returr¡s froni their
investment schemes withj-n six years. &re results are not írproved.
compared with those in labl-e 5.1 beloir'. They are shown in /lppendix
Table F.4. fnformation about the investment schemes of firr:rs is
obtained fron De'rrart.nent of Trade and fndustry, @]gpgg4þgþ,
A¡¡stralian Manufacturinq Industry, op.cit., 1956-57 to 1966-68.

(Z) See PP.LO4-5 above.



Table 5.1

Results of Reqressions of Net Assets Gn¡wth on P36fitrabi1ity

Regression correl.åtion coefficient : r
Regression equation : I = a + bp +É,

v'¡here a and b are constant terr:rs
G the randorn erro:' terro

2

f
r,Íçtaú
;sg

ål
åt
*l
o.'
ó1ol
ìIì
r¿
Êiz\
Ë;

No. of
Conpanies

78
87

Regression of g on p
for 1950-55

g, the growth of net assets (%)
p, net profit rate per net asset u (f")

Regressiotr of g on p Regression of g
for 1 956-6t for 1 962-67

,2abê.r2ab

onp

e- ,2 bea

770

l+,6t+
6 .10
l+.79

.8L

B.O0
16 "U2

Regression of g on p
for 1 950-67

2r a be,
(r)

127 rMid.¿Le I and
tSlow-Erowíngr finns
1 snall fi:ros
2 ned.:iun-size fi:rrs
J large firms

Total 1 27 firns

(z)
SinEle-trad.e fims
1 rlúidùLe I and.

rslow-growingt firns
2 lJl fir:ns

ß)
Diversified fi¡:us

1 rûIidùLe I and
t slovr-growing t firns

2 All fi:ms

2l+

75
28
271

.0o3

.0Ø

.000

.002

.001

"000.

17,19
18.o3
14J+3
16.88

.1O

.13

.01

.12

,36
.51
.55
.26

.33

.32

.l+3
zõ.)a

.37

.16

.17

.19

.19

.2/'+

-.45
2.87

.13
1 .Bl

-J.OB
-2.34

I .31*
1 .11 'F

1 '44*
1 .20*

Õ6
.29
.62
.22

.72

.l+1

.1L

.40

-2.55
-2.12

1.62
-1 .70

.80'l'
1 .04*

.70+
Otr \k

.11

.15

.34

.1O

,43
.¿v
,17
,24

.J$*

.78t1'
r^A*

.72*

.85x

.ilf

'L+7*
- "13

.19

.18

.24

.11

.14

.20

.19

"Lê

16.82 .10
19.34 -.01

1 .57'n
1.77*

õ7.4)

,51+-

ÃÃ

.32
-2.55
-1 .93

. Àl+

2,86

.97*
1 .11* .80

?+
21a

.1O

.17
L
7

.005

.08
16.59
14.06

.20 .12
.09

6 "18
B "62

1.O1*
1.11'l'

.81 *

.6À"'
.28 .'l 1

.00 þr
N)
\o
f

&9
59 .71t"

.39

.48
.15
.CI9 oZO



No. of
Corapenies

Regressi-on of g on p
for 1950-55

Regression of g on p Regression of g on p Regression of g on p
for t956-61 foî 1962-67 for 1950-67

.13

.0001

.0002

.0001

.oo1
,05
.09
.37

.00c1:

.04
,00J
.oo2
.1O
J46
.001

t+o.23
25.48
28.19
20.)+7
j6.16
25.10
4.1+5
3.59

-1'l$tr
,02

- rO2
-.01+

.OB

"391.35
.79',.

1.62
.61
.Lt2

1 .JB
.53
.52
.93
.34

.21

.1¿¡

.C|2

.oB

'4-0.04
.18
.55

-2c35
8.43

15rú
9.61+
1.82
9.68

.JB
60.97

2r18
,93
.12
.Bg

'85t
ç24

1.5ìf
-5.oo*

Q

1c5O
.65
.21
oo

i6
.37
.71

1.52

ê 222 b b a b a, b€

S

1 0enent, eto.
2 ChenicaLs¡ €tc.
J Tron and. Steelr etc.
l¡ Slectrical- Engíneering
5 Textilese €tc.
6 Savn".rjLls¡ êtc.
7 !'ood, tobacoo, etc.
B Newspapers

(¡)
tion s-

1 }ionopoly and. duopolY
2 ltieh-oligopoly
3 }{od.erate-oligopoly
4 Ï¡ow-oligopoly
5 Unconcentrated.
6 Cor:rpetitive
7 Tlieh-conrpetitive

(6)

Total 146 firms

.ú

.33

.51

.77

.71

.40

.56

.o1 16,83 .32 .23

1O.99
1 B.O8
18.72
23.95
10.68
72.99
15.25

-.o1
'31+

-.15
- r17
1.36'+

-3.83 2
.07

.19

.24

.23

.10
,17

'01.1+7

8.45
7.81

19 çOo
10.08

3.31
11.79
2.12

"37
.81 *

-2.92*
,7i

1 .05*
.15
.72*

.25

.29
1 .O1

.)+9

.41
1 .05

.21

.o2 9.69 .41 + .23

l--t
N)
LO

12
27
29
21

3l+
5

16

th6

10
11+

19
12
44
12
2l+
11

.14 2.99 1 .40* .29

.26

.33

.0ll

.19

.05

.56
ôOaL)

4.66
_,1 0
6.76
l+.1O
5.69

-4.10
-1.24

2.1+9 +

1.49*
1.16
o zo*C'JL

.63
1.75
1.11*

1.55
2.1i+

.À8
4,3C
1 .1,! *
2,33
2.77*
-.72

2,69
1.13

"l+1
2.52

.27
1.)+3

.53
1,67

1.7+
.142

1.oL
1 .05

,À8
.Bg
.tt6

.oL

.23

.oB

.23

.28

.21

.55

.02

¿{-.09

-2.99
13.1+7

-10,56
-.21

-6.¿+o
-9-o9
25.63

.58 1 "01* .1¿+.25

.13

.13

.02

.13

.l+5

.ú

.34

.02

-3,1O
-4.10
8.20
2.52

-2,55
-.79

-7.Ø
9.19

-1.78
3.J9

.BJ+

2.U+
-3 ç3O

-1.23
-2.97

1.74
2.29.

.h2

.l+4

.98*

.67+
1.57*
-.28

1.59
1 .68

.65
,36
,17
ú6
.116

.62

.61

.38
,51
.,t+0
.22

1.1+3
ç13

.93
oo*¿

.9o'+

.þU
1 .18*
1.66

.76*

.19

.21
,10
.O9
.)$
,31
.72

{' Significantly clifferen'b fron zero a\ less than tine 5% leveI'
+ SiÀnificantly d.ifferent fror: zero a'b the 1GÁ 1:eveJ- "



ar Ft'&

Rshåiosrslrip Hsrñ¡nd Acru¡c Þ€l¡ ! Èrhard O?âith &lr : ß5o-SlUL

Dlaçwrr,S.l

f bb Ca*¡ùrþu3 Flñlt.

a

a

I

aaa

¡la
aa.

aa

t

ar

a

a

¡

ta

t
¡a

a

a

a

¡ lb.{ f'rn* dl¡
tbngnrlhrùdfl %
Ìþn Fofit,¡otl. ?? ?r

a

a

t

a

a

a

I

iI

a
o

I a a

\ai.a I

a

a

a

a
,a

fr

a

ta
atal

l.
a

t¡
o ta

I

t
a

t

aa I
aa

tr la lt¡ a¡
a

a

Ia
o'

a
ra

a

'a

{io
ta'

I a

a I
1Oa¡

a aat 
rl

t

a

a

a

FDíiþ ÈlÊ
(To)

ll¡þ: ur rrT.n¡lrûr tcF¡ìierr þ r*rbh $ü*h ?rE
¡ lolsT. tra. Ft[iÈ ü ¡r -ô'iT¡ ir r* Fl¡ÈtS.

a



lrÒ b

$aærurr6.1

SûìÈ¡l Fi¡rnr (t{ct RtÉÊû¡ þ¡È tÀ¡r t2ÐæO in tîlo)

a ilo.of f inrt :2?
Ìlængeo*h lü:frt?(
ìtan pr{it roE,r 3'8Tr

Cr?q*h ß¡tÊ
(l"l

a

a

a

a

a

F!4it, ßâ.b
(/.)

Diomu¡ S.l
lhâL¡¡¡-cir¡ fi¡rr¡ (lûet Rrætr H¡*¡rrâm,æ otú. TLÀO(tæ ¡ñ ßl0l

o

a

o
a

a
a

a

a

t
a

a

a

t ù

a

I

Greltlr R¡13
(.Ll

a

aa
¡t o

¡)
a

¡
a

'o

a

To. d finrr¡ ¡ll
lùDñ lrtthn¡.rtlb 7r

tt¡t ¡ofrt ¡qb¡ t'l %
a

a

a a

a.1..
f-iri

lo
..3

¡
a

a

a
a

aI
a

a

"j"
aa

)

hof¡È þ,tÊ
( o/¡Ì

l*: cæ.rn3aútøc trrtrcli¡ñ foc ¡tttnhgtÛ¡ùhÉE
i¡ tob3?c otìa Èñ¡f¡t tqlc l¡'sqTô ù rEÈ dotþÛ'



/Ðo s

Dic$orn $.tt

l¡¡W Fì¡r¡a(bfeLhgæts çrc*rtcrlTwr il.b0qæ in t95ol

Gro¡¡bh Rnl*
(oioÌ

Ìto. of firmr :31
ïsnrrgrCIeth ¡o&:ll1ì6
lbñ prof¡t fûþ3 Î'hlt

¡

a

a

a

¡*d

I

t

at
iDr r
ata

a

I

I

ô
t ' 

a 
t n'

aa

PÞfiù, &¡Ê
(q/c)



Diaqam â5

Gc¡¡tnbgüc,
/r0 ù

I a

GÞbth Rclê
(%)

Otçtltb
(cfc )

ìb.ef frnnr r to
l,|o.n pzrrtlr role r tll f,
l*n ¡rofi'c ¡qt¿:1€%

a

4

o

a t

at

t

I

a

a

rs
Èo{it Èþ.

(%)

Dicsutnl.b
d= --

€}rernh.¡ls

I

2
a

ll.* "f t}?ñÉ ¡ ll¡
ltûrr g"â¡Èh, rutC ¡ll.l ?¡
ItAn ptoçìb ttùte r 1,t¡tt

a a a

o

O

t

a
o

FldiÈ h¡t,
(?¡)



/.10 c
t¡iqrryrr5.?

I

i¡ro^ cnå Sùr:l¡rb.

-

6twt\ þtl
(.L)

llo.4 f.rrg = lQ

ìton $s¡*h 
qþ ¡13ù %

Ì¡on ic,T¡btqt ¡q'l%

a

*é

Orlitb R¡Þ
('r.)

a

o

a

È*ib n¡t¡
t'L)

D'nqrornil

Elcct ÌGol frdrrritf,.

o

a

a o

a

ao 3

Fof¡t Êrrc
( ¡À)

t*o.dftt¡ t tl
It¡ñ Tlr¡Êh ;lÞ ¡B o ?å

tãñ prçU f¡lg :¡ 3'bt

ò
a

a
a

a

aaa

a
a

O¡

t

tl

a



3

Þtqùh ß¡þa
(ofqì

Þia¡n*rSi

ÌxLiþsr Cbtïùng crtt Fætqeo{.

"/,rajþ

Îbdf.i* rl+3
llc*rr gmr*ùrrql,så'37n
ÌbñFÞftb mþ:å.å%

lù.d tirrr* r ll
lhn grh*lì fltÊ: iÞ¡.%

t{*n Fofi} ret¿ e }3!L

t

t

at
e

a

Ia

€

I,
a t t,

]

t o'ata

I
a

.t
.s¡,
.a

a
a

a.

a
a

-t

Fþofit Role
( "lol

Clioøcrrr5.lO

Serynilìs¡qÌe.

f¡rr.t h Êârå
('Jol

a

a
Ç

a

a

a a
a

a

o
a

F o$tR¿tË
(Ðro'

a



a

ÐiosFom 5.ll

fu ,Tobocto o¡g Bæìcries.

/ jÐo'f

¡ib.oî fïnnr så¡¡
Ì&an groutlr rnllrÇ'?9o
&on poañt ¡nE ':Sl?o

ìlo.ol $irnr g ll
leÊn grarLh ruÈÊ *$bïa
tten i¡ctf i t rqts aÇ'bc/o

a
G'couth loæ

(alol

r5

Grçlrbh fula
("/oì

r

bsfib ÊrÈe,

{ ùl¡}

Dìocreñ31?

Ner¡spaæ,rc.

3

c

t

I

t

a
a

a

a
a
aIt ¡

&

t

.i
a

o
o

a

t

a

e

a

Ê
3

3

a

P¡efiL Rrte
tÈfo)

Nc?at ore,*ry$t?çræ èserrnbion þ.rh¡ch gre*ùh rU,
iE loss?o c¡¡å prefiÞ roÞ ig-o.q?" iB m! dsLbd.



rït
force its firm to grow too ru"t.(l) Most modern coryorations may be

growing at faster rates than those which the owners would generally choose,

but not so fast as to make the shareholders sufficiently ùissatisfied^ to

selI shares to take-over ¡ia¿"r".(2)

ff Marrisf argu.nent is accepted., how do we interpret the perfornance

of our 19 fastest-growing firrns? i{ere they growing too fast at the erpeffre

of profitability? lfere they exposing thenselves to possible take-over

raids? Certainly the rates of profit of several of these firns appear to

be depressed. îhe rates of profit of four firns, for exanple, are well

below the average of 7.-l per cent for all 146 contimrorru f:-ro".(J)

Concerrring the d.anger of take-over raids, in the case of 11 of

these 19 firms, Iarge parcels of voting shares were held by other conpanies;

either domestíc or overseas conpanies. According to info¡mation ín 1965-6'7,

in seven firns the shareholdings of other companies exceeded. 50 per cent of

the total' anrl. in the remaining four, other fÍrms held frorn 10 to !0 per

cent. Following T,'lheelwright those 11 firrns nay be called rconpany

controlled.' ,rrnr*.(4) rn addition, five out of the rer.laiuing eight fir-ns

are exarcples of hlheelwrightrs rmajority and ninorit¡r controlledt finns in

which more than l0 per cent of total voting shares are owned. by a linited.

nrmber of sharehotA""u.(5) Ttr.ls eventually leaves only three rmanagement

controlledr firns to wlrich Marrisrs argument nay be applicable. Because

of thls conpact ownership of shares, the suggested. fear of take-over raids

(r) lÍamis, TJho llnonom'i o T%onr"rt nf lM¡n¡oor^i ¡'t I llg¡i *nl.i qm op.cit.
pp.175-84, and pp.259-60.

(Z) Ivlarris states that top rlar.age¡ient has three r:aln motives; (i) eroLrtil,
because growth rrrorrides job satísfaction, job erpansion, higher
salaries, irigher bonuses and prestige; (ii) contirmity of emplo¡ment,
which means for the nanageriÌent tean es a r¡rhole, avoi-dance of involuntary
take-over; ana (iii) reaonsable treatment of shareholders and.
generally good relatíons r¡:ith the financial world.. ltris set of
rnotj-ves will be applied by nanagement to the deten"rination of growth
and profit rates of the firn. R.L. Marris, 'Profitability and Growth
in the rndividual Firur, brsiness Ratios, vo1. l, (wel) pp.=urz.

ß) These four firrns are Anrpol Petroleum, Borg-'hrarner, News, and Simpson-
Pope.

(+) 'rrtheelwright and Miskelly, Ánatonv of Ai¡stralian Manufactr¡rinE Industry,
op.cit.

(¡) rbid.
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in the 16 fconpany controlled.r and tmajoriþ and minority eontrolledr firns
may have been nrininal, or even non-eristent in some cases. ït is therefore

possible that those 19 fÍrms were prj-raarily growth oriented. For instance

some overseas controlled firr¡s, such as Borg-Warner, continuously invested.

in large scale expansion schenes regard.less of the firnts curyent earning

po'hrer' obtaini-ng financial support for expansj.on fron the parent cor,rpany.

Ïn quite a number of firmsr as ÏÍe will see later in this chapter, the fast
growth in the period was contributed. to by diversification into new narkets

and acqu-isition of other fir.ns r¡as often employed to pursue tti" urr¿.(I)

Such tleliberate growth policies appear to have depressed. the earning power

in those 19 fastest-growing firns to varying degrees. These firms denon_

strate the extrerne case of growth maxinization behavior und.er which

profitability and growth have a reverse relationship, Í.e., fa,ster growth

is assocj-ated" wi th declining profitability.

The observed. profitabirity and. growth relationship appears to

have g:iven rise to two nain types of confusion annong econornists. The first
is seen in the argurlent trhich suggests that there is no practical ùifference

between growth and profit rnaxirnization as criteria for the selection of

irn¡est,qent progra,unes beca'se growth is the best long-run strategy for
raaximizing p"ortts:(2) fhe other ccnfusion stems from the fact that

beyond a certain growth level, profitability begins to decline because high

outlays are required to promote sales and. growth, whiS-e on the other ha¡d.

fi¡rther growth is prevented by too depressed profitability. thus it is
argued by Bau:nor, for exar:npler.that growth rnaxiraizíng firms will grow as

(f) There are at least seven out of the 19 firr:s which nay be quoted. as
exarnples of growth through diversification i.n r.950-6?; they areALlied }ÍirLs, Blue Metal rndustries, Bora1, G.M.H., News, pätersvilre
Australia and sinpson-pope llolding.. see also p.10r above, Jobson's
Inve¡shrent Diqest, op.cit., and. Departnent of Trade and fndffi¡r,

, op.cit. r Igj6-57to 1966-68.

(z) trf profits are a conrlition of suecessfur growth, but profits are
sought prineirily for the sake of the fizn, that is, to reinvest inthe firn rather than to reimburse olrners for the use of their capitalor theír Itrisk bearingrt, then, fron the point of view of invesülentpolicy, *ott! *d otofitu b""or* uodr.I"rt * thu "ritu"ia fo" th"seleetion of investnent programraesr. pu*o"u, op.cit., p.J0. seea1so, s. peterson, tcorporate contror ana capitu.tfl i¡r*tu=r,,.iorrn"t of gco"omics, vol.74, (tr'eu. Ig6j), pp.f-e+.
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fast as is possible wlthin the constraint of securing a certain minimum

profit 
""tu.(1)

llith regard to the first point there can be little doubt that in

fact clecisions on investrnent, outout, price and cost made by growth

maxinizing firms nrust rliffer fron those of profit maxiraizers within argr

reasonable time horizon. The best proof of this is proviced by our

l-9 tfastest gror'ringr firms accepting relatÍvely depressed profitability

over the whol-e 18 year periorl in pursuit of growth. Their fast growth

policy may eventually bring hi,qh profit rates but to then eonclud.e that

their management strategy is hence identical to that of firms whose ain is

to naxín-ize profits woul-d. be fatally to war¡r any meqningful definition of

the tir¿e horizon that firns actually have in view when making decisior.¡s on

investnent, output, etc.

.{s for the secon,l argunent, the confusion arises from the nisuse

of the term 'growth maxirrizatíont which should only be used to refer to a
'z) Afirn wh-ich is never prepared to forego an increase in net revenue.\'

firm will not invest in expansion for the mere sake of growth itself if

the return on the invest¡¡ent is negative because that would. eventually

decrease the fi.¡nds available for fnrther investnent for expansion. But

insofar a.s neÏ,I investrnent yietds a positive return, total profit (tnus fund.s

available for further ex¡ransion) will increase w"ith every increnent of

investment. Hence a growth-mpvipi¿ing firrn continues to glow as fast as

it can exploit such opportirnities for ex¡pansion. In our 19 tfastest-

growingt finns we nay identify examples of such 'ggowth-nraxirrizingt firrrs.

(r) Saunor argues that '. the rate of gorøth of the firnst operatj.on
varies (airectt-y) with investraent, and (after a point) inversàly raith
the profit rate . . .t and 'the opti,nal profit strean wil1 be that
intermediate stream which is eonsistent with the largest flow of
output (or rate of growth of outl,ut) over the firn's lifctine.

.l,Ie can then determine the optinal profit rate whj-ch fron our long-
run point of view enters into constraints just as one of the variables
i-n the systen' . Bau¡noL, oi:.cit. p.1086.

(Z) A sinilar definition is onployed. by Penrose, op.cit., p.JO and.
J. Ìtlillianson, tProfit, Gror,rth and sales Maximizationr , Econornica,
New Series, yo:-.JJ, (rel. tg66) pp.1-16,



r74.

For the renaining 127 rmidrller and. rslow-growingt firms, the

''''.otivations of nianagement are not so obvious. lrlh.at does the observed.

association between profitability and growth indieate in this group of

firrns? Again we nust ask, d.oes growth cause profitability or J¡.ice-versa?

In fact the answer is both, or rather on a priori ground.s we

slr.;{gest that the relationsh-ip between grcwth and. profitability is that of

rfeedbackt associations und.er which each variable affects the other.

Suppose we assurilc that most firrns want to grow fast anC maintain high

profitability at the sarne tine: then the end result of hoi,¡ fast a firm

grows and. rrhat rate of profit it:'nakes depend.s, of course, on the skill and.

.,;notivation of the managenent, a*s well as on the size of fi¡::l and the

attendant econorric environnent such as denand eonditions, narket structure,

etc. 1'fith equal rates of profit, a fir¡r in a r,.rarket with buoyant d.emand.

nay be expected to grow faster than one in a less prosperous market.

Sirni-lar1y, in a market ¡rhere cor'.rpetition among fir¡rs to increase relative

¡:arket shares i-s keen, a firm is forcerl to accelerate its rate of growth as

eompared with a firn in a less conpetitive environment. ås for the rate

of return, narket opportu:rities are nct lirlited as the neo-classical

theories suggest. À fir¡r can create investnent opportunities for itself

through diversification ínto new profitable fields and can crcate new

demand. by research and niarketing .rr"nt,rruu.(1)

lle have noïr ascertained that faetcrs affecting both the fimfs

willingness and ability to grow are not predeternined and should be

regarded as endogenous to the firnrs rnanagenent. fhe inportance of the

var¡ring character of managenent must be consid,ered. Ä firrr which is

conducted. by growth-oriented nar.agenent may be expected. to grow faster

than a firn r¡rith profit marimizing o!û1er-nanug,"o*nt. 
(2) 

Á skilfr¡I

(f) this idea is put forr,¡ertl" particularly stror¡gIy by Penrose in ord.er to
explaín the characteristics of r:od.ern corporations. Penrose, The
Theory of the Gro¡rth of the Firn, op.cit., Chapter \Iff .

(Z) The iinportance of the non-pecuniary notives of ,::anagers as contrasted.
with the pecuniar¡r rnotives of o¡¡ner-rnanageïs has been wiclely dlscussed"
by sevcral econcnists including Baunol, cyert and March, simon and
J. l,üilliamscn. This problen of the notivational impact of the finn
is d.i-scussed in Chapter Vl bel-ow.
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narìagenent can accelerate growth faster than other firrns r,rithout affectir:g

r¡rofit rate. 0n the other hand, an equally skilful managenent nay obtain

a higher urofit rate than any other fir,ns sustaining the same rate of growth.

The forrner chocses to erploit a given opportuniþ by fast growth and the

latter by a higher rate of return. rt fo]rows, therefore, that the

ilagniturì.e and. pa"ttern of the association betl,¡een profitability and growth

may be expected to differ between individual fir-us according to the s]ci1l

and the raotivation of each management.

fn îable 5.1 we ]ist thc regression correlation coefficients 12

of average rates of growth on average rates of profit calculatecl for finrs

of different sizc goups (srrali-, med.iuro and large), of different degrees

of ccncentration, and. for different time periods. the 19 fastest grotring

firms are excluded fron part (r) of the Tabre because of their extreme

perfornance alreacly d,escribed.

There are of course, several d"ifferent types of tine pcriod to

which our observations may rolate. One relationship is that in which the

rate of return and of growth are expecteri. to be associated in the sar"re year.

.Ánother rel-ationship perhaps is where the rate of growth is associatecl with

prcfitability with two or three yearst Iag. Alternatively we may test a

rather longer term rel-aticnship which would icredict an associaticn between

the average of the variables over six to ten oï nore years. The first two

rel-ationships aay be testecl based on the profit maxirnization hypothesis

referred" to in section r. rn fact on an ind.ustry basis stigler tested a

set of regressicns of relative increase in capital (¡oct< value of total

assets) on both current and precerì.íng years' profit rates for the period

1948 to 1957 for American rnanufacturing industries. In brief, he found

that the cr:gent profì-t rate plays a negligible role in the regression

equations but the relation betr.¡een the preceding yearfs profit and growth

is al-rnost constantly positive and. statisticall¡r sig:rificant. -Vflhen the

period of ti¡re lengthened and. a two, three or four yearst lagged relatj-on-

ship is exar,rincd, the correl-ation becomers either larger or s,'::aller depend.ing
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on the period and" industries studieci".
(r)

However, Ì{e are interested in the long-run association betr^reen

profitabílity and. gfowth. Accordingly, we are ccncerned with the

relation between the lcng-run (each cf our three six yea.r sub-periorls, and.

the whole 18 ycar period) average growth anri the averaEe profit rate of the

sa.ne peri-o,i-. 
(2)

The nagn-i-turLe of the association varies cr;nsid"erably between

different size groups of firr:.rs and, in different time period.s. No

association r,ras found for any size group of firns i-n the first sub-period

1950-55 when fi.rns in general grew fast and. were enjoyinq high
l4)profitabilíty."' Following the post-war bocn there was stirl a high

1evel of prcsperity in the econony and. an oi:tinistic cl-imate generally

continued to exist in most nanufacturing ind.ustries in the first half of

the 1950's. fhe high level of iranigration anri the general confidenee

that a hiqh level of activity would be naintained hclped. to prcvide

businessnen r*ith the anticipation of a continually growing r¡.arket. This

allowed the businessnen, i-n turn, to plan their investr..ient pro,Eramrnes r¡¡el1

ahearL ancl per"nitted then largely tc ígnore short-run fluctuation in

econonie a"tioity.(4) Bushnell states that radical changes were at work

in the business envj-ronment. Erpansion both with,in and between interstate

niarket provided, many firns with inrportant opportirnities for econon-ies of

scale which led to the introduction of new technologSr ancL advanced methods

of nanagernun*.(l) Und.cr such unusually dynanic conditions business

(t) Stigler, Capital aJrd Rates of Return in Manufacturins Industriesr ,g.p¡g.it.,
Chapter 4.

(Z) ife have also tested. the relationship between gowth rates (average of
three six-year sub-periods anrl. of the whole 18 years) and. each yearrs
profit rates for our 146 continuous firrns. The relationship in
general appears to be very ueak.

ß) Average annual growth rates and profit rates of the three sub-period"s
and. the whole 18 year períod" are:

Growth rate (

Profit rate (
'i,)
fr)

1950-55 L956-6r 1962-67 1950-67

r4,B r5.3 5 .6 10.1
Lg.7 r7 .2 6.1 7 .7

(+)

(r)

Nevile, g,S¿!., and Snyth, op.cit.

Bushnell, Australian Corapanv Merger.s ]946-t95qr oÞ.cít. , þþ.95-7.



t37.

¡iotivaticns of nanagenent may rliffer from those hold.Íng und.er more stable

and. sedate ci-rcunstances.

It i-s expected that differences in notivation of ,"nanagement cf

nonopoli-stíc and eonpetitive firms may be reflected in the varying

associatlon of profitability and growth. For exanple we thought that

there is a greater necessity for firtrs in cornpetitive markets to obtain

external finance because their need for funds is likely to be more urgent

than that of rnonopolÍsts and. oligopolistic firms operating various collusive

agreements. But no obvious differences in the relationship are found

between nonopolistic and. co petitive firrns.

Consid.erable clÍfferences are seen in the extent of profitability

and growth association between firns of different size groups. (See

Table 5.1 and Diagrams 5.2-5.ù. The association is fairty strong aaong

sr:all-size firns for each tiroe pcriod excel:rt the first six years. But no

such. strong relation was found ernorlS firns on the rnediun and. large size

groups. Arnong large firns, in parti-cuIar, the association was very weak

in any period. Do these results suggest that there are sone structural

ùifferences in the relationship between gforrth and profitability for large

and. ned.ium sized, firms as cotnpared with srnall firns? If so, what are the

econonic lmplications of the observed. differences?

SECffOi{ III: Profitabilí tv-.qrowth ri^ssociation in I'irns of Different Sizes

fn testing the association betv¡een profitability and growth of

fi:rns, we are tryrng to cxarir.j-ne the t fe ed.back t rel-ationship between the

two variables; how far does profitability cause gpowth, and. in turn to what

extent does growth cause profitability.

To begin ¡rith let us concentrate on the first part of the

relationsh-ip and examine the importance of retained profít as a scurce for

erpansion of fi-rns. Generally, firros finance their growth either internally,

using retained profits, or externally, by raising noney in the capital

r:rarket or by obta-ining lc¡ans from bc,nks and other financial organizations.

these are theoretically three najor alternative sources of flrnd.s but in
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practice the availability of the latter two sources is often limited fron

time to ti:ne d.epending on general econonic conditions as weIl as the past

business perfcrreance of the fimr. Thus retained profit has been used as

a major source of fund.s for the growth of índustrial fir:'¿s in /{ustralia.

Hallrs study of ¡hrstralian public connany finance indicates that more than

half the capital funrì.s of his selected. 2lJ public marrufacturing finns in

the periocl between 1946 anð, L954 were obtained fron retained. profit and

revenue""*u".,*".(')Sini1ar1yformorerecentyearS,@

Conrcittee of Econon:ic &rquirv ind"icates that aggregate colpany saving

(unùlstributed. profit and depreciation allowances) in tne period L953-54 to

1960-61 financed almost 6J per cent of fixed capital expend"iture in

Australia. If unclistributed profits accruing to non-resid.ents were

included the figures would. rise to J0 per 
""nt.(2)

The ir,rportance of retained profit and other internally acq¡aulated

sources for financing invest¡rent outlays is also noted in our study. fn

Table 5.2 we calculated the proportional increase ín net assets of ou¡

146 fims in the pcriod l)S0-67 financed Uy (u) retained" profit anA (t)

internal sources which include not only retained. profit' but also other

revenrle resources of varicus for.ns and depreciation provisions. Ït is

often suggested that firns regard. revenue resources and depreciation

provisions as another forrn of profit retention, or rather as methods to

conceal profit for tax ancl divid.end paSnrrcnt purposcs. fhe latter

informatlon, (¡), i* therefore obtained ín order to correetly neasure the

irportance of profitability in financÍng the growth of firros, but it was

available on a relatively comprehensive basis only for the third. sub-period'

(f) Hal1, Australian Company Finance, Sources and U

Cor.rpanies 1946-1955 , or, . ci t .

fhc inportance of retained earnings as a souree of firnd,s is also
observed. in stud.ies of companies in the U.S.Á.. and. the Ü.K. See for
exanrple, I-,intner a.nd Buttersr -S-rgi!., pp.252-264, B. Tew and.

Henderson, .g!-ji.!.., and. the Cornmittee of the Tforking of the Monetary
Systen, op.cit., pp.129-89.

fhe Renort of the Conrnittee of Econonic Enouirv. op.cit., VoI. 1T, H. 57,
p.947. See also Mathews and. llarcourt, -g!-*i.!.' Sce also, P.J. Rose,
Ar¡stralian Securitics Markets (Melbourne, F.W. Cheshire, Lg6g).

(z)
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I96L-67. In tho table we see that on the basis of a six year average

retained profi-t net roughly fron one quarter to s]-ightl¡r svs¡ one third"

of capital requireinents for the grorrrth of net assets rlr;ring the period

str-r.d.ied.. If we include other resources and depreciation prorrisionsr the

internally accu-¡:u1a.ted sources of funds substantially exceed actu-al net

asset exnansion in the !96L-67 period.. fhe proportion of the increase in

net assets financed. by retainecl profit is hlghest in the thircl sub-period

when both profitabitity and ppowth rates were considerably lcrorer tha¡ in

the prece,ling two sub-pcriodo.(r)

An inportant feature revealed in Table 5.2 is that the extent of

the expansion of the net assets financed by retained profit, ancl. simila.rly

by internal sources as a whole, rfiffers consirLera.bly between smallr med.iun

arrd largc sized firms. In spite of the widely suggested. hypothesis that

large nod-ern corporations ere particularly willing tc rely on internal

sources for er,ransion,(2) r"u finrì in the tablc that snaller firrns tend. to

finance a larger part of their capital requirements fcr grov,rth from

retained" profits and. other i-nternal "o,r""o".(') 
This tend.ency appears to

be nore pronounceC. unclcr less prosperous and less erpansive eonditions as

in the periorl 1962-67.

ft rlay consequently bc expected. that, ceteris paribus' the

investnent of snaLler firns are nore scnsitive to profit than those cf

large firn"s, and that this is particularly so in periods of relative

(f) It nay be erpected. that, assuning short-run ri8:id.i-ty of divid.end
d.istributj-on, firns retain a relatively larger portion of profit in
prospeïous neriod.s, and are thus able to finance a large part of
their growth frora ret¿ined earnings. i'lternatively, however, it
rnay be argued th¡.t r¡lcler brisk econonj-c circunstances external sources
are 1ikc1y to be nore accessible to firns. Thus a nenagement nay
rely to a greater extent for their capital requirer:rents on new stock
issues and. loans. The l-atter view is ¡::ore consistent with our
results.

(z)

(:)

See, for exanple, Galbraith, -g!-rcr.!.., Chapter IV.

Si:nitar observetiorls are also noted in the Unitecl States of Anerica
and. the United" Kingd.on by lintner ancl Butters, and Tow ancl Henderson
who su,-ggest that retained. earn-lngs are a nuch more i¡r'portant scurce of
expansicn finance for snaller than for larger corporations. The

explanation of such a trend may be found" in Scction f above. Lintner
ancL Butters, -g!:-gi!., and Tcw ancL llend-erson, -op.cit., Chapters J a,nð.4.
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Table 5.2

Profit and. ue and. reciat

Co

Provislon as

Size in
tgsoþ)

(:.) røH5
1

2
z)
4
5/
b

7
o

9
10
11

"[11 con:panies

(ü) tps6-61
1

2
2J
à
5
6

7
B

9
t0
11

.{11 oompanies

(iii) p6z-67

I
2
2)
4
5
6

7
I
v/

t0
11

À11 conpanies

(i") rj¡o-ÉJ
1

2

3
4
5
6

7
t̂J

9
tO
11

.{11 connpan:ies

(r)
.T\E U

Retained.
Profit

(e 'ooo)

96
L+ll
872

u83
7506
8241
5932

37503
11115

2168
6t Be

81,215

174
381

2354
7398
B8¡6

13229
9833

43779
24558
8047

39a7t+
157659

222
28+

3)i+4
8802

1À820
t6%9
1t¡875
7t558
27O¿+3

t0382
5aw5

219204.

488
i076
6650

2a383
3tt8z
384o9
3C640

1528¿'a
627t6
20597
96097

t$to7B

(z)
Reserves

and.
Depreci-
ation

Provision
4s'ooo) (r)

ß)
ïncrease

in
Net Assets

(c,ooo)

(¡)
(r )*(e)
-r3)-

(%)

t%.ñ
16l+.lol
r o6.8Ol¿verage
zz1 .fr| lB3.t
128.87l|
lzo.6/
75.921

116.z6l
77.19l.{t r"".gu
9t.79l t56 ,t

ì+19,17|t
1 83.4OJ

(+)

(r)
6
(%)

276
1+9

B2g1

13073
58735
41782
69753
6+gst

151550
360t+6

r JB6OB
583U9

o
velsgeA

Average

Average

17

h

BO

17

z)
33
5

zo
33.

49.

)+3.

34.3

37.57

27.5

98t
u+56

19272
7732

135281
159281
17)-$2o
2153fl+
321il.16

gt*3A
lrlrl1564

1Ø9219

Average
56.1

42t
1077
6%\

t+2913
t+5978
73854
69387
84934

1a\467
30873

256o78
7t66t6

l+o.lB'ì
35.38l|
fi.66lAverage
17.2tÅ 27.3
ß.26|l
ú.9t)
-tL.17l
51 .5t+l
23.581 Average
26 "61 26.1
15.ú]
22"OO

28¿+

to3o
4u+7

157t46
30568
Lúû+7
35t+77
6il$7
65829
272tt
49878

339t8¿+

21 ,88
21.62
28..13

7Q.97
19,5O

BO.4J
81.38
J+1 '67.
25.
L0.
21 "

11 0.
17"
28"
36.

16.74
57.291
1 6 "8Bl Average
7.97|, 22.2

12.1+1)
2l+"Bj

21.55
26.57
2l+-56
.1B.BB

Average
770

)+3.81

3l+.51
28.42.
23.o5
2l+.11

205
1 108
5604

t9867
4üß3
36188
32925
32270
899ttL
22743

53ù17i+
79t+67t

(")

(")

(")
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Tab].e 5"2 Notes:

(") lhere are no fi-lms which fell into size groups 12 ard 1J in
1950, í.ê.¡ net assets exceecü-ng €5,1r2OOr000. Ibr size cLassi.-
ficatj-on see Appendix fabl.e 0.5.

(¡) ïncludes al.l t¡çes of reserves (capital, revenue, etc.) antl
d.epreciation provision. Trifornation i-s available for on.Ly
11] out of total 1!6 continuous finrs.

(") Infors¿tion is not avaj-Iab1e for the najority of the fi¡ms
in these period.s.
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stagnation. For this reason, it j-s therefore nct surprising to fin¿. that

the profitabiliþ-growth relationship is nore pronounce¿ amow4 firms of

sma1l size than anong ned.iun and large size firms.

Let us now turn to the other side of the profitability-growth

relationship, i.e. the effect of growth on profitability. In the preceding

chapter r¡e noted that the growth of firms is not a question of sinply

increasing production capacity along a snooth upward expansion path and.

producing more of the sane products on a larger scale. rt involves

changes ín various ùi"1lnsions of a firr,r, The post-war economic growth in

Australia w"itnessed. such changes in both the nature ancl- <j.irection of

expansion of firms in almost every industrial fie1d.

ft is generally believed. that expansion into interstate narkets,

into new prorlucts and integration in both backward. and" forward. directions

have been achieved by firns after they succeed.ed in br-lÍlcling up their trade

positions end had. obtained econoraies of scale in their principal *u"tutu.(1)

Until towarri.s the end of the 1950ts the majority of firms in the nanr¡fac-

turing fielci. hnc grown, more or ress, sinrply Ðari-passu with the market

e4pansion of their proa.rrot".(2)

the Australian econony suffered its first serious problen of

exeess capacity in the late 1950r".(:) rt was not the first post-war

recession but thc gencrally d.epressed conditions of the econor-ry from late

L957 to nÉd-1959 placetl nu.nbers of fir::rrs in financial C.ifficulties. Although

the najority of businessnen were stilr optimistic Ín 1958 and the share

market in goneral was buoyant, olm.ers of shares in many risþ snall finrrs

d.ecíd.ed. to switch to shares in large diversified companie".(+) Excess

(r)

(z)

3)

Bushnell, op.cit., p.185.

Karnel and Brunt, fhe strrrcture of the Áustralian Eeononrv, o'o.cit., p.57.

See the series of artícles on tThe Äus L956-621
published- in (toay rg¡a

tralian Econony,
- March L962) reprinted in

Arnd.t .an<L Corden eds. [he liustralian Econor¡v- -4. Vo]rrrne
op.cit,, Part one.

(+) Bushnell, op.cit., pp.IB{-!1.

Readínss
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capaeity was slol/rly building up in various areås of nanufacturing industry

and prosÞects for rapid. growth faded.. Expansion opportunities beca:rre

generally less attractive in established. productíon lincs in the period.

froir late 1957 to mid-1959. Most firns with gror,,rth policies then took

the initiative of diversifying their products by spreaCing into markets

in other states, particularly integrating forward into distríbution fiel<Ls

so as to naintain sales in adverse markets, md cultivating new markets

nost of which were formerly supplied. by oveïseas nanufaetu"""".(t)

This trend., wh^ich may be called. rd.efensiver rì.iversifiactiont

coinciderl with an incrcase in another type c,f diversification - diversifi-

cation for growth. By the aíd-1950rs nany firvrs had accurnulated a large

annount of retained profits cluring the extre'nely prosperous post-war period

and. began seeking opportunities to invest. Some, already operating on a

fairly large scale in one market, decicled not to increase their output in

that narket for fear of excess production anrl preferred. to use their

accu¡rulated resources to nove into related narkets. fn shortr many finns

in the late 1950's diversified their production }ines either as a normal

concomitant of the growth of successful firrns in order to sustaín and.

further to increase gfowth rates, or as defensive neans of countering

recessions in their established. narkets.

In order to estinate the extent of <i.ivorsification introduced þ

our 146 continuous firms we classified the fir¡rs into tsingle-tracle' firns,

and. 'diversified.' firns in Table 5.5. The latter category is firrther

cliviried into three gïoups; tintegrated.r, rrelated-productt, and rnulti-

productr fír¡rs. fhe general principle behind. these groupings rests on the

ori-gina1 classification of our '51 industrial gpoups'. lfe first classified

those firns r¿hich âTe engaged only in one of the 51 inrlustrial groups i-nto

tsingle-tradet fíryns (Colu,:r.r 1 in labl-e 5à. Then, the renaining firms

were further cfassified. into: (i) 'integrateri.r firns whose operations

extend"ed vertically eithcr fron raw naterial to processing fields, or from

(i) rbid.
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flníshed products to ùistribution fields; (li) 'related-productr firns

which nanufacture products related both technically and in the consunersr

eye such as television and. rad.io receÍver manufacturers engaged in the

industrial notors nanufacturing industry, or biscuit rnanufacturers also

engqgerì. in bakery activitics; (iii) rrnulti-product' firns which produce

cifferent goods without any obvious relationship between then, e.g. the

case of a suga.T refiner produclng building materials. If a fÍr¡r nay be

classified. in nore than one of the last three categories (cohn 2a, 2b and

2c ín Table 5 5) we plaee it in the category furthest right in the table.

For exanple, a. fir-r¡r r,vhich. is both an tintegratetl.r and trelated-productt

firm, is placerì. in the latter category.

The concept of these categories nay appear to be ambiguous and

some a¡bitrar¡r d.ecisioris have had to be e,nployn¿.(I) The results of

Table 5.f d.o not refer to those firrqs whieh diversífy their business

interest þ investing in other conpanies unless theír investraent a¡rounts

to 50 per cent of the sharcs in the other firrn r¡hich is then classified as

a subsidiary. Also the table does not indicate the rlegree of importance

of diversified products anong the fimts total activity. lhus a firm may

be cl-assified as rrnulti-productt even if its diversified. lines contribute

only one per cent of its income. ïet in spite of these weaknesses .!ve are

able to detect several irnportant features.

[he relationship between siøe and. the extent of diversification

is striking. Á'11 but one of the srna11 fir::ns (size groups 1-5 inclusive on

a 1950 basis) are tsingle-trarlet firms. The number of diversified firms

increases with the increase in size of firrns and by the tine we reach the

large-nredium category (size group 6) 
"u 

find that half of the firm.s are

diversifietl. Moving into the goup of rarge firns (size group ? and.

upïüarcis) rrre see that nost firns are either integrated or engaged. in more

(r) ÏÍe base our definition of diversification on the suggestions of
Penrose, op.cit., pp.107-9.
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\abl-e 5 ¿3

tion of I ti and rDiversified.r
!'i-:m

Size classes
in 1950{,

(s'ooo)

1 o-t*9

2 50-99

3 1oo-199

t+ 2oo-399

5 400-799

6 800-j þ99
7 1,6oa4¡99
$ 3t2oo-6úgg
9 6 rÀ00-r 2n799

r 0 i2r8æ^25e599

11 251600-511199

All ooropaníes

(r)
Nu:nber of

tsingle-trad.e I

fir:rs
ín L967

(z) (¡)
Number of rDiversified-t fims Total

(") (¡) (.) rÐíversified.r
rlntegrated.r tRelated.- rMu-lti- firns

fi:ss prcd.uct t p::od.uct I in 1967
firms fi::urs

te

ao

aa

,a

ao

aa

ta

aa

1

aa

2

2

1

2

1

2

11

ta

5

3

6

5

l+

2

t:

26

1

5

4
5

1

5

'l

1

11

7

13

B

t0
5

2

2

$g)

ta

ot

22

d' There are no firms which fell into size groups 12 and 13 in 195ot
i.€.e net assets exceed.inE 851120Oe000.

Sources: Ðepartment of Trad.e and Industry l-11

J4Êgg!{,ï, opocito 1956-57 t,a 1 , and Jobson s fnvestment
Digest Year Boo opocit . 1969.

l+

15

20

24

12

2

1

'1

(87)

ao

ô!
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than one irra,r*try.(1) ït seens frorn several scattered pieces of

information that many firms began expand.ing into narkets other than their

primary field.s when they reached the rrnediu¡r-sizedr category (size grcups

4-6 inclusive on a 1950 lai"¡.(2) The diversification of many ned.ir:m

sized firms ïras achieverl by acquisítion of other finns, particularly in

the period between the late 1950's and. the early 1960rs. No doubt at the

same tine larger fírus w?rich were already diversified further expand,ed in

both vertical and lateral ai"u"tio*.(3) Qrrite often diversification of

large firurs i¡¡as d.irected. toward"s new narkets which were fomerly suppU.ed.

by i;.nported product". 
(+)

i'lhether such clÍversification was introduced as a d.efensive

measure or simply for growth pur?oses, diversified firns as a whole

achieved eonsiderably Ìrigher growth rates than rsingle-trai1ef firrns in the

lc)
l8-year period..'-' Fifty-nine d.iversifierl firms grew on average by I5.5

per cent per annum while 87 rsingle-trader finns nanaged. to grow only a.t

11.0 per cent per annun betl,¡een 1950 and. L967. The difference between the

(f) Ba.sed on the study of 72l- large nanufacturing firms in the UniteC.
Statos of Arnerica in 1954, M. Gort found that size of firn showed, a
strong positive association with the nurcber of industries in which
conpanies maintained. establishnents. Sased on statistics of 1915 and-

L955, Downie also formd a similar relationship anong British
manufacturing firns, i.e, the srnaller i-s the firn the less likely it
is to be a multi-trad.e firn. M. Gort, ÐiversÍfication and Intesration
in Á¡¡erican Industr:¡, National Br.reau of Econonic Research (kinceton
IIniv. Press , L962), Chapter 4, arid Dow:ie, op.cit., Chapter fff .

(Z) fhe main sources of evid.ence are: Department of National Developnent,
The iitructure anrL Capacity of i'ustrslian Manufacturing fndr¡stries,
L952, Department of frad.e, Develonment in Áustralian Manufacturing
Ïndustry, L956-57 to 1967-68, and Jobsonts fnvestnent DiEestr g!4É.,
1950-67.

3) Following Robinson, rlateral' expansion inùicates integration Ínto
related- and. different activities. Robinson, -þa$lry@gg[.
Conpetitive fndustrv, op.cit., pp.114-6. B.L. Johr:s and ll.P. Ttrogan

suggest that there T¡ras an evident extensive forward. and. backward.
integration in several nanufacturing field.s in the late 1950's and
the beginrring of the 1960ts. 3.1,. Joh¡s and lü.P. Hogan, t/r Theory
of the Growth of the Firra', Economic Record., YoI.37, (;une 1961),
pp.ul-82.

(+) Department cf Trad.e, Developnent in Áustralian ManufacturinE Industnr,
oP. cit.

(l) Using I11 manufacturing firms in åmerica, Gort has stud'ied the relation-
sh:ip between growth ar¡rL riiversification and. he finds that the observecì.
relationship betlreen the two variables d.oes not suggest a clear-cut
pattern. Gort, on.cit.
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two goups of firns is nore pronounced. among mediurrr sizerL firns - the

average growth rate of rj"iversified. fírrns is 18.5 per cent as against 11.0

per cent among non-diversified firins in this size ryoup, 0n the other

hand. differences in profitabilit¡r betrn¡çsrÌ cliversified and rsingle-trad.e'

firrr:s are -rrarginal both for the total- 146 continuous firns anrl for nediun-

sizerl firns (rarte j.ù.

Turning back to the profitability and growth relationship, we see

a consid.erable rlifference in the nagnitude of the assoeiation between the

two grouns of f single-trad.et and tdiversífiedt firns. .4,;no4g rsingle-trade'

firns a fairly strong association between profitability anrl growth is found

for a"ll- periods except the first six years. But no such association

a.ppears forrcliversified"t firns in any of the tine periods. The growth-

prcfitability hypotheses d.o not appear to exrlai-n ¡,ruch of the investnent

behavior of rd,iversifiedr firns.

Let us try to rerLuce all the precedi-ng argurnents in this chapter

into a tentative hypothesis.

l¡Íe forurrl that investnent plans of s¡ral1 firrns (net assets size

less then €400,000 in 1950) are susceptible to net infl-ow of funds wtrich

is inclicated by their greater reliance on internal finance for er¡ransion.

We also foun{ that these small" firms selri.on invest in other than their

prirnar¡r fields. A"s long as the raarket prospect is briqht these firns

invest so as to obtain prr:fit which in turn is used for gowth. Profits

þssôrnê a conC.itíon of successfì-¿I growth anrL investqent is nad.e on the basis

of profítability. These firns are not interested. in e4pansi-on ggry ancì.

they never invest in erpansion if the return on the new investnent is very

low. 0n these grounds, a large part of the behavior of these sra1l firms

can be explained. by tprofit notivesr or rprofit naximi-zati-on' h¡rpctheses.

Ì',hen sr'raL] firns grow and" nove into the tr"lediurn-sizedt category

(net assets size betvreen ¿C4OO,OOO and S1,600,000 in 1950) they encounter a

choice between two alternatives; tc contj-nuously invest in the same

raarket, or to ùiversify their products and nove into new narkets. Tufe may

loosely call firns nakínq the first choice tprofit naxinizerst and those
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Table 5.2¡-

Frrcfitabilitv and. ofl et ard. t edl
T1i rno 4çRn-É,'7

1/+6 Continuous lirnis

rsingl-e-trader Firns
No. of Average Average
Firqs Annual Annual

Profit Rate Grollth Rate(%) (%)

rÐiversified.t Firros

No. of Average Average
Firms Annual Annual

Fn¡fit Rate Gron"th p.ate(%) v")

87 lte¿ir¡¡l-sized.
firms'r

146 continuous
firras

Note:

56 7.2 11 .0

11 .o

3l 7,j 18.J

15.587 7.6 59 7.9

{' rncludes fi:ms of whioh net assets betr,¡een €hoorOOo and. €116001000(size groups l+ to 6 inclusive) in 195A.
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making the latter, tgrowth maxiniøerst. fn this context we use these

terr,rs not because one type of fir:n is solely profit-oriented and,.the other

solely growth-rnind.ecl, but because the latter Ís likely continuously to grow

faster than the fonrrer which foregoes certain growth opportunities. The

firrirfs decísion to diversify rlepend.s not only on the motivation an<l aim of

r4anagenent but also on the ski1l of manageilent. Sone fi¡rns may want to

ùiversify but their managenents are not conpetent enough to succeed.

Diversification is not the only possible means of increasing the resources

of medium-size firrrrs. Á. fin"l may be able to grow up to a certain size by

obtaiaing a larger part of its prinary narket or sinply by increasing its

scale of operation pari passu lu'ith the secular increase in denand. in its

primary market. But if it wants to eontinue tc grow it nust eventually

diversify its r¡rorlucticn because such a nove ¡'rill contirmously present the

firn with opportunities for profitabl-e neïr invest¡rent while at the same

time rriáintaining and erpancì.ing the prinarXr lines to which it has already

extensively corririttecl its resources.

' Ïühen a finn r,rakes the decision to ôiversify its activity or

activities, it nrust see profítable onportunities in the new market(s).

But the calculation of such rprofitst *ay not be based on current opportunity

cost. Diversification is continuously prcnoted ín rnany firrus ancl their

ex post profitabilíty and. growth pcrfornances often do not conveni.ently

fit within the realn of profitability-growth h¡rpotheses.
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CTIAP,TF,R VÏ

ITIANAGEMEIff AND TI{E GROïITI] 0F FIRMS

In the preced.ing four chapters, we have exâ¡"¡ined. in d.etail

the factors ciete::rnining the grovrth of fi¡:nis within a parti-cular

analytical fra¡aeu¡ork¡ i-.o. the relationship between the growth of

fi::ns and. their size, profitability and. the structure of the narket

in witich they operate. trr/e have raiseð ancl. atteu,pted" to ansrrer several

questions¡ Are large fi:roTs nore profitable than snal.ler fj-rns? Do

large firms grow faster than snaller fi:nns? .{lre there an¡r reJ-ationships

between profítability and growth of firms - if so, do the relatÍ-onstrips

vary betvreen firrns of d.ifferent size classes, industries and. over

d.ifferent time period.s? Concerning different t¡¡pes of rnarket stn¡ctures

in vftich fims operate, væ also asied. if fi¡ms in concentrated. industries

behave dJfferentl.y fron those in less concentrated. markets - in other

word.s, are monopolistic and. oligopolisti-c fi:ms more profj,table and.

d.o they grow faster (or slower) than atonistic fi¡ms?

The larger part of the study in the prececling chapters was

enpirical, using Australian conpany d.ata, and we feel that several

important d.iscoveries rrere macle. In this final chapter we offer

tentative theoretical suggestions concerni-ng the gror,rth of fi¿æs based.

on our observations and. d.iscoveries. In order to arrive at econonic

implications of generaì- interest, the empirical results are referred

to wi'chout attaching d.etailed. qualifications. Suoh qualifications,

however, rnay be found. in the appropriate parts of the preced.ing chapters.

SECTTON I: Trad;itíonal Approach

Trad.:itional theory suggests that there is an ropti:nunt size

which provid.es fj-nns with minimum unit cost and. wj-th maxi-num profits.

ït follons, therefore, that an opti.m:m size is the one to whioh alJ-

profit-naximizing finns should. tencl, and grovrth of a fi-rm nay be

e:ç1ained. merely by the novement tovrards suoh an toptimr"mt 
"iru.(1)

(t ) ConcernÍng the best size of the producing uuit, the opti:nr.rm scale,
see Robinson, The Str¡rcture of Conpetitiye_InÈgs'þry oÞ.cite
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Tod.ay, however, l'¡e observe that firns become larger and. larger and

that the largest fírr¡s in the economy are continuously gronring. Are

these continuously growing large firns still on the way tovrards their
roptimumr size and. hence still ercperiencing eoonomies of scale?

The problens of economies of scale have been ertensively

discussed- by nany v;riters who analyse the nature of the foptinr,urr síze

of finns in terrls of the economies of size arising fron the optimun

(or tbest t ) tproductíon! r tfinancial t r tmarketingt and tnanagerial t

lrrritu.(1) ïäth regarcl to -bhe first three factors several- ernpirical

stud.ies ind.icate that there i-s generally a d.ec1íne of the productíont

fi-nancial- and. marketing costs per unit of output as the scale of plant

or firm increases, or at least find. no sign of increase in unit cost

nith incrcase in ""olu.(2)

The ad.vantages of multi-p1ant finqs arise from.economies of

Inû.nagenentro These resui-t fron the sub-ùivision and specía1j-zation

of nanagerial fì¿nctions and. the ¡rechanization of certain adninistrative

processes 1..¡hich enable firns to use i-ntensively their existing nanagerial

and. entrepreneurial resourccs and. to lspread.t overhead. eosts¡ It ist

however, often suggested- that there are linits to such gains.(J) ,{verage

costs of proC.uction and. d.istribution rnay continuously fa1l w'ith increases

in output due to ihe econonies of scale in the tprod.uctionr, tfinancialt

and. tnarketingr field.s, but average nana.genent cost eventually nay

begin to rise when a firm reaches a certain size. This is because as

(t ) There are ne,ny r,;orks on the subject of economies of large scale
operation" They inc1ud.e, Robinson,
ësglgqrgÊ, .k"9i1", P

0rgaqizg,-t_i.gg ( Lo nd"o n :
"S' Florence,
Kegan Pau1, 1

and- imerícan e!"9i!.¡ F.
Conpetition Baltj¡lore; Johns Hopkins Press¡ 1 952). n{ore recent
works includ.e C" Snrith, rsurvey of the Enpirical Evid.ence on
Economies of Scaler in Business Concentration and. Price Polic¡r
gglg,rj., er.nd_ G.Jo
law and. Econonics"

,
Stigler, rÎhe Economies of Scaletr &glgl-g€
vol.1 ,' (oct . 1958) r pF .51+-71 .

(Z) See for exarnple, Smithr tsurvey of the Enpirical Evid.ence on Economies
of ScaLet, BaínrÞggÉgrs to Neq Conpelition¡ ep:eit., Chapter Jr *d
trt.S. Comanor and- i"T. ii'lrtson, rAdvertizing and Advantages of Sizet,
A¡¡erican Eqgiq-$gggg, Papers and Proceedings, Vo1.59 (U.y f 969),
pp$æï*

(¡) See our references in footnote (1) above'
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size of the firn expands, ad.d.itional nanageríaI personnel are required

to fulfil more and. nore specialized. functions and. the problen of co-

ord.inating their r,¡ork will arise. Disecononies of scale in me"nagerÍal

services will thus check finnsr continr¡ous growth. The argr:raent is o1d.t

but it still prompts nuch d.iscussion" It is the burd.en of this chapter

to exanine the question of nanagenent-imposed. h¡¡itations on the grovl'bh

of fi¡ns.

Recently L{onsen ancl Dov'ins tentatively put forward. a new

h¡rpothesis concerning d.ecision-making in the rir*.(1) They stressed.

the importance of tcontrr¡l lossr in the co-ord.ination of raanagement in

large fi¡ms. Accord.ing to then &iseoononies of large nanage,nent which

bring relatively lovr profit returns on capital are attributabLe to two

factors in large corporations; i) large fi::uls are l-ikely to d.evelop

bureaucratic nranagerial structures to cope vrith their adninístrative

probler:is, and such structures cannot be perfectly controlled. by the nen

in charge of the¡r - i.e., a technical inefficiency d.evelops, and" ii)

such structures also provid.e top rnenageaent with inevitably biased.

inforrlati-on which reflects various desires and. id-eas of personnel at

varying levels of the nanagerial echelon. These tendencies cause

systenatic d.eviations fron whatever goals the organization i-s ostensibly

pursui-ng - i.ê., technical and notivational inefficiencies d.eve1op.

This argunent by rl.tonsen and Dov¡ns and. the argrunents of other

ad.vocates of managerial d.isecononies in large fi:ms appeer to be based.

(r) R.J" l,'Íonsen and" A. Dovms, tA
Journal of Political Econony
Apparent enpirical backíng for the argur.rent nay be found. in
R,J. Monsen, J"S. Chiu, anð D.E.
of Or¡nership and. Control on the
Qr:arterly Journal of Econonics,

Theory of lrarge lt{anagerial Eirnst¡
, vo1 "73 (Jvne 1965) pp.221'J6.

Cooley, rThe Effect of Separation
Performance of the Large Firnt,
Vo1.B2 (lueust 1968) pp.t+35-51.

But D.R. Ka"nenschen brings forvrard. countervailing evidence.
See, D.R. I(anenschen, tThe Influence of Or'rnership and. Control on
proiit P¿test, /*""iã*n E"orro*i" Re , Vo1.!8, Part 1 (June 1968)
ppJaJZ-laJ.
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nainLy on three assunptiorr",(t)

1) The ad¡.rinistrative v¡ork of management has a pyramid.al

forn with one single apex and. the principle of clivision

of labour cannot be applied" at this Ievel.

2) At the apex, top nanagement or other forns of suprerne

authority within fizrns nust have conprehensive knolvled.ge

in ord.er to pursue the goals of the finn, and

3) The supply of top ns.nagernent to a fir::r is not perfectly

elastic.

Counter evíd"ence to the first assuraption is found. in many

firr:rs other than very snall organizations, for multi-centred systems

of d.ecision naking are ',',rid.ely enrployed. in various col"porations. Although

top nanagenent or other supreae d.ecision naking authorities may have

ultj-rnate responsibility over the general policy pursued by the fi::nt

it is not alvrays necessa.ry to set all the problens before the top

co-ord.ir¡ators in order to obtain the d.eci-sion fron them. Delegation

to suborùinate nanagenent is possible ancl the larger the size of

aanageclent the nore extensively various devj-ces of d-elegation r,riL1 be

erçloited.. Delegation involves ùivision of labour between the various

functions of managenent. Because of the d.ivision of the fi:mrs

activíties into distinct spheres - production, salesr pwohasingt

research, fj-nance and. public relations - or, in the case of nulti-plant

or nulti-firn (subsid.iary conpanies) corporations, the sepa"ration of

each prod.uct d.ivision, fin::s possess reore than one single top

nanagerial authorit¡r. Each has its own distinct vieqpoint d.ue to

its ùiffering function within the firrr. ÏIltinate corlpany policy is

d.ete:rniined. by the agreernent of these co-d.ivisions, i.e', the fi:mrs

(l ) the basic assun:ptions of the proposj-tion that managenent is the
limiiing factor of the size of firms are intensively d.iscussed. by
several econonists. See, for exanplet N. Kaldor rThe EquiJ-ibriun
of the Fi-znt, o1 .lr)r (Marctr 1%4) reprinted. aïI
Essays on VaJ. (london: Gerald Duclovorth, 1 e6o),
E.H. Clranberli-n, rProportionalityr Divisibility _and. Econonries
Scalet, Q¡rarteríy JournaJ- of EconónicE¡ Vo1.6z (leb. 19à8)

of

Econo*ic Journol, V
ue and Distribution'

pp.229-62t ánd. U.S. RoJs tMarrageroent and. the size of the Firnl,
Review of Econonic Stud.ies. Vo1 .19 (1952) pp,1l8-5lp
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ðecision is a prod.uct raix of the co-d.ivision".(t)

Thus, consid.ering the second. assumption noted. above, the

avaj-lability of the device of d.elegation also inôicates that top

nanagecrent or tlre suprene authority lvith:in the firu d.oes not

necessarily have to acquire all inforrration or be fully acquainted.

personally vrith every problen in ord"er to make d.ecisions. Top nanagenent

nray therefore specialize orrly in perforning the suprene co-ord.irrating

function ¡,¡hioh is to give certain broad principles or guid.el"ines to the

whole range of the fí:srrs activities. In ord.er to perforn such

services they nay rely on advice given by their subord.inates vrith

d.etailed. knov,ùed.ge of particular problens. Si-ni1.ar division of managenent

specializatíon can be enployed. in d.ecision naking within the various

nanageri-aL echelons below the 1eve1 of top managernent.

lûanagerial servioes within a fírr,r may be d.ivided. into two

d.istinct functíons' One is that required for ordinary operationsr ir€re

lsupervisoryt services l'¡hich are need.ed. to ensure t'hat any nernber of

the firnr does the job eqrected. of hin in ord.er to carry out the overall

pur?ose of the corporation. The other funotion is that of plaruring the

policy of the firn, i.e.¡ the tdecision makingr functíon. Granted. the

fact that there is a separation of or,''rnership and. control in larger fi:mst

certain confli-cts of interest between sharehold.ers and. rnanagement nay

exist and. the firms vu'i11 not necessarily perform in the best j-nterest

of the or-fi'rers (profit naxjnization). Hov'¡ever this is not a problen

of inefficiency. L{onsen and Ðownsr lmotj-r¡ational inefficiencyr

caused. by conflicting interests betvreen personnel in d.ifferent positions

is attributable to tbad.r nanageaent and. not to the large size of the

fi:m. In Monsen and. Downst tems, if their lnid.dler narøgers concentrate

(t ) For exa,nple, in a wool textiLe firrJr the use of u¡ool or s¡mthetic
fibres at a given tj¡re nay d.epend. largely on price of the two
alternative fibres and. the consunerst choice of the firtal procluctr
But if the firrn is facing an acute need. to expand. its narket share
in synthetic fibre textile field.s the preference based on the
conparative price of the two fibres and- the consurners' ohoj-ce
may be overrid.d.en by the sales d.rÍve policy.
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on d.oing v'ihatever inost pleases and. Ínpresses their superiors - the

top nanagenent - in ord.er to obtain higher paying pouitior,"r(1)

the consequent ineffíciency should. be bJ.aned. on the poor tsupervísoryt

capaoity of top nanagement. If, on the other hand., the self Ínterest

of tlov,¡ert managenent personnel 1ead.s then to supply und.erestj-nated.

cost d.ata to nicldle nanagerlent and. the latter nake their d.ecisions

accord.ingly(2) the resultant inefficiency is the responsibility of

bad. rd.ecísion nakingr on the part of niddle rnanagenent. Neither

case is related. to the large size of firms. rMotivational Íneffíciencyl

itself d.oes not Í-npose any linit to the grorrth of firrils.

Thus, concerning the thircl assunption above we suggest that

w'ith progressive subd.ivision and" d.ecentral.ization, the nranagerial

fi¡nction will cease to be a fixed. factor and. firrqs nay contirurousJ-y

grow large w-ithout suffering fron any increasing cost of nanagerial

services.

Our argunent presented. above has so far provided. no sub-

stantiation of the hypothesis that d.iseoononies of scale arise as a fj.lm

reaches a certain size. L{oving fron single-product firns to nr¡J-ti--

prod.uct firms, yre find. ad.d.itional ad"vantages of large size. Average

cost of nanufacturing new produots (prod.ucts to be ad.d.ed. to a firmrs

production ranges) nay be conpared. betvreen sna11 and- 1arge firns.

There are several reasons to expect the presence of econonj-es of

size rrith respect to e:çansion into nev,r marke*".(5) Conpared. with

srnall firns, large fi.:rr:s generally are able to support an extensive

research organization to d.evelop new produots and. are better eçrÍ-pped.

to market the ner.r products through extensive advertizing prograrnmesr

(r)

(z)

3)

L{onsen and. Downsr _S:rat. t p.231+.

,.&åê, Þ.235.

The ad.vantages of large sj.ze in introcluoing netr products are
d.iscussed. by Penrose und.er the head.ing of teconomies in errpansionl.
Per¡co
Bain,

of the Growth of the I'irn , PP.95-9. See alsosêr the Theo

, a a, 3 and. 1+.



155.

In ad.d.ition the inperfect nature of the capital narket already noted.

makes it hard-er for s¡na1ler firus to raise the finance to und.ertake

the production of nevr good.s. ¡is for the risk attached. to the intro-

d.uction of nelr prod.ucts the effect of failure and loss are normally

greater for snall fi-rns v*hich aay even face banlsuptcy as the result

of losing a sun l¡hich a large fi:nr could recoup frorn its other lines.

At the begiru:ing of this seotion, we noted. that in tratlitionaL

theory the grovrth of a fi:u vras explained. by the novenent tor,sarcls

optirtun scale. Beyond. the opti-nun point a firrr must experience risíng

cost vùrich prevents any fjrn fron growing. The id.ea of an tEquilibrír:nr

positi-ont and. optimurn scale d"isappears as sooll a,s Ì-üe discard. l) tne

notion of rfixed. factorst lúrich cause increasing long-run costs of

production, or ii) tfre restriction of a fi:m to one product with its

inplication that the d.ownv¡ard. sloping narket denand. curve wiLL er¡enùrally

cause d.ecreasing revenue. Our exar.rination in this section ind.ícates

no sign of a lcng-run U-shaped. cost curve, and. since firss e:çand.

into various narkets pursuing profit vre have no reason to expect that

large firns obtain snaller rates of return. Ålternatives to tl¡e

trad.itional explanation of the growbh of fi-:r¿s nust be sought.

Another r,¡eakness of the trad.itional theory of the fi:m lies

in its nethod. of approach, .å,ssuning that all other econonic variab.Les

are held. oonstant it exa¡rines the comparative ad.vantage of being one

partS-cu-lar size, and" consequently ggovl-ttr is treated- as a rnere ad.just¡ent

fron one size to a.nother in search of profit ancl cost ad-vantages.

There is no explanation of the grolvth process itself - the speeô and.

the magn:itud.e of growth of a fim"

In Chapters III and. IV we observed. that rates of profit and.

growbh d.iffer consid.erably betvreen fi-:ms and. orrly a part of the

d.ifferenoes appears to be exirlained. by econonic factors such as the

parti-cu1ar j-nd.ustries in ntrich they are enga.ged., the size of fi:ros

arrd. their degree of rnarket control. TÍe suggested. the Íi:portance of

d.j-fferenoes ir¡ notivation and the quality of nanagement in explaining

the observed" profit and. gronLtr divergences. lhe lricLe d.ifferences in
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annual average profitabiJity and. growth of inôividual ffums vrere

shor,'rn in Diagrams 5.1 - 5.12 on p.13O above. Five factors

Tuere exer.rined. as possible e:çlanations for the observed. wid.e

differences in profítability and. grovrbh perforr.rances of the fims.

First, differences in size (initiaf size) of fi-rv:s ney result 5-n

d.ifferent busi-ness perfornances because of possible econorsíes of

large scale operation. Secondo there nay be wid.e d.ifferenoes betneen

nonopoli-stio and. oligopolistic and. atonistíc firns in their capacity

to e4ploit given profit and. gror'rth opportunities because of the

d.ifferences in their narket eontrolling powers. Third., d.ifferenoes

in rcarket and. other econonic cond-itions r,'hich vary fron ind.ustry to

industry and- over tine nay present d.ifferent profitability and. growth.

prospects to firns in d.ifferent ind.ustries. Fourthr the observed.

d.ifferences in business perfo:mances nay largely be caused by chance

factors. Sone firras nay be able to grow fast t¿itlr satisfactory profit

because they have been lucþ while others which failed. eíther to gro".r

or nake profit rrrere nerely unfortunate. Fifthr the d.ifferences in

business perfornances of the firms nay largely be attributable to

d.ifferences in the internal condj-tions of fimsr i.€r n&nâgement.

Let us recapitulate our find.ings concerning these five

possible e:çlanatory factors wíth the aid. of the d.iagrarisr Ïn Diagra.r:s

5.2 to 5.4 the annual everage profit and. grovl"th perfortances of fi:ms

'nere pl.otted. in three d.ifferent size groups, sna11, rned.iun-sized. and.

large in that oriler. The d.iagra¡rs shov¿ed sone d.ifferences in profitabiJ.ity

and. grovnbh of the fi-rns betv,¡een the three groups. That isr s¡:aJ.I firns

generall.y appeared. to obtain sonevdrat lov,¡er rates of grolrth as comparecL

with fj-rms in the two larger size groupsr and. their profitabiJ-ity is

higþer than that of nedir¡n-sized. firas but sliehtly lower than that

of large firr¡.s. This d-ifferenoe in general tend.enoy wasr howenert

relatively small.and. the largerpart of the observed wid.e d.ifferences

in profitability ancl particularly growth erçeriences of ind.ividua-l fíms

ï,¡4s stjJ.l left unexplained..



157.

Tn Äustralia, size and. narket controlling lloïær are

generally cJ.osely related., at least in the period. stud"ied.r irê.¡

large fi¡ms are nrostly nonopolists or oligopolists in their nain

**"k*t".(1 ) ïn general- firns in concentrated. inclustries appeared. to

obtain narginally higher prorits(2) un¿ to grow faster than those

in unconcentrated. ind.ustrie".(l) Part of the reasons for the generally

faster grovrth of räonopolists and. oligopolists r:ay be attributable to

theír ad.vantages of large size rather than their narket controlling

porrorr But in any case, the extent of narket control estinated. si¡¡pIy

by narket shares of finns vras found. to explain orùy a sr¡411 part of the

observed profitability and. grovr-bh of ind.:ividual fi-rns.

Concern-ing d.ifferences betr¡een the ind.ustries in wtrich firns

are engaged., Diagra¡:s 5.5 to 5.12 ind.ioa"te the differences in profitabi.'tity

and. grorrth of firms in eigþt najor industrial groups. Again we found.

sinall d.ifferences in the experience of individ.ual fin¡s j-n tbese industrial

groups. The d-ifferences betu¡een ind.ustries appeared. to have relatively

little bear5-ng on d.ifferences in profitability and grovrbh of ind.ividual

firns. Anong the eight ;rajor ind.ustrial groupsr the d.jfference in

average i:rofitability is orrly th:'ee per cent betneen the 9.6 per cent

per annun of Newspaper, etc. ancL the 6.6 per cent per affIum of lexbiJ.e,

etc. industries, and. fi:rrs such as Genetex Ltd.. and. H1lton Co. j-n the

/r \latter industry\4i earned nuch Ìrigher profit rates (16.2 and 11 .2 per cent)

than did L[irsor Newspaper (4.8 per cent) in the rot*"".(5) For growth

rates, the d.ifference is larger, ranging fron the 15.1 per cent in Cenentt

(r)

(z)

(¡)

(+)

(¡)

See Seotion IfT in Chapter Iï.

See Table J.B on p.6! above.

See Table J+.4 on p.97 above.

These are not the tnrc nost profitable Textil-e conpan-ies but are
given as exanples of profitable fi:rns rvhich also experienced. Ìr:igh
aver€.ge annual grovrth rates of 15.1+ and. 15.1 Per cent respectively.

}',i'irrorts average grourth rate was 6.2 per cent per &flrlLlrfr
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etc. to 6Õ per" cent in Textile, etc. yet we stilL fincl Valley

Worsted }.{ills(l) urr¿ Genetex Ltcl.. in Texti-Les growing faster (16.7

and. 15.1r per cent) than Svran Portland. Cenent (9.6 p"" oent) in the

cer¿ent inaustry. (2)

ïn contrest to inter-industry conparisons intra-industry

d.ifferences are extrenely l,id.eo For example in the TertiJ-e industry

r¡Ïr-lch shov¡ed. the loræst rates in both profitability and. grov,th, the

d.ifference in profit rates betv,¡een the highest and. lowest fi-::ns

exceed.s 2O per cent (15,1a to -["8 per cent) vrhile the d.ifferenoe in

grow-bh rates is alnost 19 per cent (16.7 to -2.0 per cent¡.(]) ït is

Í-mportant to note that if the industries are more narronly classified.

into our 351 I ind.ustriaJ- groups, and. finas of the same size groups are

conpared. we still fird. wid.e ùifferences in prtrfita-cilit¡r and. grovrth.

In other vrord.s, anong firns r¿hich are of rcughly the sarne size and

are engaged- ín alnost thc saoe line(s) of busincss such as manu-

facturing soft d.rínks or chocolate, r,ve, fi-nd. that sone grew fast with

satisfactory profit over the 18 years stud.ied. v'rtrí1e, on the other hand.,

others not only failed. to grovr but also suffered. a trad.e loss. ïn

Chapter V we d"enonstrated. tkris by conparing fi¡'ns producj-ng vrool

textiles and. paperboard." l,et us stt¡dy thcse sa,ne exaÍIpJ.es again in

Table 6"1 in ord.er to exanine the possible causes of d.ifferences in

the business behavior of fi::ns.

All- four wool textile fi:ms in the tabLe are engaged. in nanu-

facturing various t¡4res of vi¡oolLen and. worsted troven cloth and. lsrittecl

aloth" Their production processes are also alnost ttre sane and

includ.e spinn:ing yarn for their o'r.,rn requirenents as vre11 ¿rs for outsid.e

sales, Their sízes are conparable and place thenn in the ned.iurn size

group i-n their unconcentratecl Í.nrlustry.

(t) Valley Ï¡crsted. MjLlst average profit rate 'was 7.6 per cent
per annuÍro

(Z) Swan Portland. Cenentts average profit rate was 8.8 per cent
p9? afrnuüc

(¡) See Diagra¡rs 5.5 to 5"12 on p "13o.
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Table 6.1

and. Growth of lïo Te

Na.ne of
Conpany

Annual
Average
Profit

R.ate
(%)

Annual
,{verage

Gron"bh
Rate

(%)

Size of
Fi¡ss in

1950
(erooo)

Prod.uction
Processes

Unclertaken

geql-Texlrle

Ballarat T{oollen and.
Tlorsted. Co.

Onkaparinga'ffool1en Co.

ÌT.4. *v-fool1en 
and.

jfforsted L{il-]-s

Va11ey l¡/orsted. lt{i-Lls

Faner-nakinE

lasnanian Board. lliIls

Cellulose Australia Î¡td..

2.o

g.g

O.1

7.6

À-0

8.3

5.9

1'l .1

-2.o

16.7

7.5

14'0

L+3o

733

2tß

3t4B

Spinning and.
treaving

Spinning and.
weaving

Spinning and
weaving

lop-naking,
spiruring and.
weaving

Owns tí¡rber
resources

Owns no ti¡lber
resources

Øt

t+74

Sources: Ðepartnent of lrad.e and. the Bureau of
The

Agri cultural Econonics,
(Tnd.ustrial study seriesan

Chapters l+ and. 15.

Both of the paper-naking fi:ss nanufacture paperboard. of

the sane t¡rpe r,rith alnosi id-entical prod.uction techniques. They

are ned.iun sized. firns in an oligopolistic narket. Hovrever, Tasnanian

Board. MiLls ovrns tjnber resources fron which it obtains pulpwood. for

its requirenents. Also its association ryith large fims in the

shipping and. airline industríes is very close through interlocking

d.irectorships vrhich may provid.e it vrith easier fj:rance of capital

requirenentso The other firm, Cellulose Australia Ï.rtd..¡ has no tj¡¡ber

resources of its ov,r¡r ancl d.epend.s for its supply of pulpwood on State-

ov¡ried. and. private irlantations. Tt has no association with other f::ms

to any najor extent.
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Despite our narrov,¡ d.efinition of the pro'1uct anð industry

bounclaries of these firns it nigirt still- be argued- that the fj¡ns in

our tv'¡o exa;:rp1es are sti1l not operating in exactly the sar:ie rnarkets

and. business environnento In the vsool textiles ca$e.it could- be asked'

v¡hether the hígher profitability and faster gro'w-th of the Onkaparinga

Tfoollen Co., fo:' exanple, is due to the fact that it nainly produces

relatively high quality blankets v¡hereas the ilestern Austra-lian tr\orsted-

an¿ n1oollen ],,1i11s paínly prrrduces stand..l,rd-izec1 wool oloth. Àlternativelyt

is the poor perfomance of vr¡estern Austrel-ian tiforsted. and' lToollen Ulills

attributabLe to its greater reliance on the trIest Australian narket in

contrast to the South Àustralian anô Viotorian conpanies? Hovrevert

neither explanation is acceptable in vierv of the fact that a) nithin

the relatively long period, of 18 years vtith nirich r're are concerned. the

nanufacture of blankets and. wool cLoth of various quality ranges is

a technically possible elternativo for any of these forr firns, and' b)

the t,iestern :\ustra]ian i''Jorsted and T'Ioollen Mjl-ls has a subsid-iary coapany

ín Victoria and. could therefore have shifted. its nain narket fron I'fest

/-ustralie to victoria any tíne d.uring the period. had. ít so desired..

In the paperboarct ind.ustry ít could. possibly be argued- that

ownersflip of a pulp.lvooCL forest nay have me.de Tasr-ranian Board. lvlills less

flexible in its rav,¡ ma.terial purchases 'rith resultant lower profítabiliþ

and slou¡er grovrLh conpared vrith Cel1u1ose .A'ustralia Ltd'. 0r perhaps the

d.irectors who r¡ere a-lso on the board.s of other fj¡ns forced' tJ:e cornpany

to ad.opt more conservative policies? But again given the length of the

period. v¡e are studying, suc}r consid.erations as the first are nisplaceð

for Tasnanian Boo"rd. l,{ills had. ample tine in v,{eich to sell its freehold'

if it hind-ered. its perfornanoe. On the other hand- j-f interlocking

d.irectorships lrere ùisaC.yantageous then this factor nust come v¡ithin

the category of rbaC.r nanagenento

T1re are now left v¡ith the essential question; r¡hat deter"rrines

narket cond.itions 1nd. the business environnent; are they externally

d.etennined- in such a we"y that ind.ividual firns are ur¡able to influenoe

then? the preced.ing exanples of r¡oo1 textile ancl paperboard' naking
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firnrs ind.icate sone Ínportant aspects of the natter. Anong those

factors which are generally regard.ed. as being part of tlre econonic

envirom,lent in rrhich firns operate a nt¡nber are in fact not entirely

external and. are susceptible to ind.ividual fj-n:lsr influence. ,As we

study in d.etail the business perfonnances of successfú (higher profit

and/or faster growhh) fi-r¡is in conrparison with unsuccessfu3. fi¡rrst

operations within the sane ind-ustry bound.aries and. of si¡iJ.ar size we

find. nany clifferences, sone large, sorne sna11, in thei-r nethods of finance,

prod.uction processes, marketing d.evices and. the quality and- prices of

their produots. The najority of these differences appear to be alterna-

ti-ves open to each firn over a tine period. as long as 18 years.

Differences in prod-uction, financial and. narketing nethod.s enployed.

by ind.ividual firurs are in fact nostly the very results of the fims

own choices. They are d.eternined. by the nanagement of firns and. thus

reflect the d":ifferences in nanagerial policies. fherefore, there seef,Is

to be little sense in arguing that the poor perfornance of a partioular

finr d.uring a relatively lengttry period. is largely d"ue to the sluggish

cond.ition of the narket in lvhich it engages, or to sliortage of a

particular ra'u¡ naterial or techniques whích it req¡rires, otc' lilarket

conditions ancl other environnental factors certainly influence t'he

success of a firn and. scme of these factors are outsid.e the nanagenentsf

control, but they explain onJ.y a part of the observed. inter-fi:s

d.ifferenoes in profitabiJ-ity and. growth ex¡rerience.

In Chapter III we noted. a consistency in profitability of

individ.ual fj-rns over a long period.; that isr firns which nad.e

relatively high profít in one period (six-years) are lile1.y to naintain

high profít in the nex;t and, on the other hand., poor perfornance of fi:r:rs

in one period. tend.s to persist in the next period. as well' îhis

consistent perfornance indicates that chance elements such as good. or

bad. luck appear to exptrain ori-ly a ninor part of the observed. d.ifferenoes

i-n profit¿bility of the firns. R.ather it indicates that such persistent

higher (or 1o,wer) r'ates of retr.rrn are a result of systenatic causes.
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TTe suggested. that a large part of the systenatic causes exist vl'ithin

a firn, i..ê.¡ d.ifferences in nanage,nent.

Tt is i:nportant to note that this persistent perforaance

is found on-Ly in the profitability of firras, and- is not paralle1ed. in

the grov,:.th of finns to any significant extent. Sone fi-nns grolr rapiûLy

in one period. but their expansion rate nornally d.eclines j-n the

following period., and. conversely slorv 6rovrth in one period. is foJ-lowed.

by fast grovrth in the next. It is possible to argue that a fim nay

succeed. Ín obtaining h:igher profit over a longish period. by acoepting

slower growttr because it is a profit naximizer. 0n the other hand. another

fi-nr nay grol fast by d.epressing its earning rate for a certaín period'

because it is a growth oriented. firm. In other words the d.ifferences

in profitability and. growth ex¡rerience bet'ween firns are r.rainly the

resuLts of differences Ín naxi-nization goals. Hov'æver, the observed-

absence of consistent Srowbh perfo:mance of fims over a long period

ind.j-cates that d.ifferences in profitability and. growttr between ind.i-

vidual firns car¡not be entirely ercplained. in this rnanner.

our argsrent in this section indioates strongly that the

observed. wi-d.e inter-finr d.ifferenoes in profitabiJity and growth are

largely caused by factors internal to firyis. Firns choose their products,

narkets, netliods of distribution and fj-nance, and their choice is

revised. fron tjme to tirne. These internal decisionsr vrtrich reflect

dj-fferences in nanagerial attitud-es and. ski11s¡ appear to expl-ain a

large part of the djfferences in business perfomance of fims.

SECTTON TÏ Ma¡raEerial Con bution to the Growth of Firns

The importance of rentrepreneurst or tnanagenentt in the

e4planation of the behavior of firns has long been recognized-, and-

their responsibility for the vitality and. effici-ency of the flee

enterprise econony has also often been stressêðr For exanple,

Robinson ends his book, The Struoture of Conletitiv.e InÈrstqy't the

pri-ne object of v,rhich lies in exanining the effects of scaler vfith
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the follovring statenent:

t ... I regard. it as a sad. oonsequence of the habit of
d.rawing exaggerateôLy steep two-d.inensj-ona1 oost curves,
relating costs exclusively to quantitiesr that nany
econonists tend. to overrate the i.::rportance of scale and.
to und.eruate the i.nportanoe of any other factors besid.es
scale in d.eterr:rining costs. ... I d.o not nyself believe
that the i¡:rnense d.ifferences between Anerican prod.uction
per head. ancl British prod-uction per heacl in nanufacturing
industry are prinarily the consequence of scaIe. ... I
"would. e:qrlain the d.ifferenoes in terns rather of the tenpo
of vuork, of capital per head., of the vision
of capital. a^nd. of better organization a 1 My cg a

Yet d.espite the frequency of such references to the inportant

role of entrepreneurial and nanagerial funotions in the theory of

firns, 1itt1e oonvincing analysis or explanation has been offered.

about the supply of nranagernent personnel, their behavj-or as revealed.

in d.ecision naking, their attitud"es tovrard.s risks, the basic sources

of their id.eas, and. the neasurenent of their skil-I and. ways of

'irnFroving it. R.ather, the oontribution of entrepreneurial arrcl

rnanagerial servíces to the business perfornanoes of fi¡ns has often

been used. nerely, and. qrrite anbiguously, as a toatoh-al1r or tresidualr

which serves to filJ. the unexplainable gap l-eft by other econonic

ru,"to"u. (2)

In the fol1owÍ:rg we tentatively review the ways in which

entrepreneurial and. nanagerial services nay significantJ-y affeot the

grovrth of fj¡r:rs. In other word.s, we ask: Iïhat is the contrj-bution

of entrepreneurs and- nanagenent to the profitability ard. growth

perfornance of firns?; Tfhat is rgoodt nenageaent as against rbad.t

nanagenent?; Ts tgood.r nanagement tsafer nanageuent?, lambitiousf

marragenent?, or vrhat?

Tt Ís by no neans easy to d.efine v'¡trat is rgoodr and" wl¡at

is lbad.t nanagenent. ,Llthou$r as we wial see, the rqualit¡rr

d.ifferences of nanagement are of strategic jnportance for the sucoessfl¡l

(r)

(z)

Robinson, .*:9å!.r p.155 o

Recently, however, several econonists such as Bauncl, Penrose,
Marrís and. Leibenstein have d.evoted. ttrenselves to exarnining
the nanagerj-al functions in invest¡rent decisions and other eoononio
activity of fi-¡:rs and. attenpted. to integtrate t'hese functions into
econonic analysis. For references see Chapter f Section I abover
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util-ization of prod.uction opportunities of the firn, the yardstÍck of

successful nanageräent cannot sinrply be neesured by high reoorrlecl earning

rates or elq)ansion rates. ïrlrile arguing that tgoodr rnanagenent stil-l

succeed.s in achieving its goals i-n any ind.ustry in the period. we have

stud,ied., firrns encounter, as rre vrill see later, various internal and.

external changes as they grovr and new problens eaerge v¡trich oalI for

ad.justnents in theír production, finanoe, distribution and" other business

nethod.s. The ex'bent and- the d.ifficulties of the ad.justnents vary betvreen

different stages of firsst gro',rth as well as market cj-rcunstancês¡ Thus

earning por¡er anð,/or grorrth rate of fims nay tenporarily be d.epressed

in the process of the ad.justraents as well as because of the trnisnanagenentl

connected. v,rÍth over- or under-estj-nation of prod.uction costs or denand

prospeots, rnalad.justnent to changes in consunerst taste, delays in

ad-opting nerv technology and. so on.

Another d.ifficulty in decid.ing between rgooclt anð rbadt manage-

ment should be noted". Thus we cone across firms, particularly sna11 onest

which do not always attenpt to nake rnore prcfit if the resultant grcwth

seerrs like1y to brin6 d.rastic changes in nanagerial po';rers and recluce its

control over the firm" These firns nay be cond.ucted by careful nanage-

ment free frrcn nistakes j-n estimating denand., cost, eto., but lacking any

strong d"esire for e:cpansion. They are thus unlikely to grow large.

Absence of desire for groi,rth j-s no ind.icatíon of inconpetenoe of nanagen"J!{'

tr[any econonists d.istinguish nanagerial funotions fro¡r those of

rentrepreneurst on the basi-s that the tnanagert is the individ.ual who over-

sees the ongoing efficiency of continuirig ])roc€sseso Thus his task is to

see that available p"o"u"""" and. techniques are conbined efficiently at

current output levels and for future output l-evels that are alreaðy in

,l'Je see examples in sone snal-l family firrrs v¡here the business often
1:rovid"es a way of life for the far.rily. If a faniLy does not want to
change its way of 1ife, the business nay grow only up to a certain
point because further grr¡wth requires the adnission of outsiders.
Because of their lirlited. size these firrrs are relatively unimportant
in nost ind.ustries'

(r)
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prospect. 0n the other hand, the rentrepreneurrst f\rnction is to locate

new ideas and- put them into effect in the Schr:mpeterian fashiorr.(t) In our

study we consid.er both functions. By tmanagem.ent' we h.rnp these functions

together because T¡¡e are concerned. with the contribution of the inùividuals

who both eonduct and provide for the erpansíon of the fin¡s.

0n page '$alove we divid.ed 'managerial' activities into tr,no

broad categorles of tsuperwisoryr functions and tdecision-makingr fr-rnctions.

rSuperrrisory' functions concern only routine services of coorðinating and.

operating established. produetion processes and. techniques. fn other Ìirords

the production function is given. rDecision-naking' functions, on the

other hand.n concern planning the policy of firms and. ereating' searching

for, and. establishing production processes and nakirg: optimrim input

decisions which best serve the goals which the firm pursues. Production

possibility loci are not pred.eternined.. Concerning rdecision-maki.ngr

functions in Section ï above, we have already seen exaJnples of differences

in managerial ehoices of production, finaneial and marketing nethotls in the

wool textile and paper-naking industries.

H. Leibenstein conducted. an extensive theoretieal as well as

empirical sr.lrvey of the superwisory function of management a¡rd suggested a

concept of 'X-efficiency'.(2) He argued. that:

f. . . firms do not produce on the outer bounds of their production
possibili-ty surface but well r¡ritbin it. Thus firms frequently
produce less than maximm ouþut with given inputs, and. at various
times they increase output without increasing inputs' .ß)

(r)

(z)

See for exaraple, Baumolrrftrtrepreneursh;ip in Econonic theorSrr, .gp.gi!.

H. Treibenstein, 'Allocative Efficienty vs. rrX-efficiencyrt', 
.9p..¿gi.!..,

and. rOrganizational or lbictional Equilibria, X-efficiency, and the
rate of Innovationt Quarterlv Journal of Econonics, Vo1. 85 (wov.
l)69) pp.600-25.

3) Although Leibenstein d.oes not only confine his argurnent of fX-
efficiencyr to superrrisory functions but includ.es some of rdecision
makingt services as we1I, the najor element of his argunent is relevant
to our present concern. tOrganizational or Frictional Equilibria,
Lefficiency, and. the rate of Innovation', iÞ!jl. , p.600.
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In short his argunent indicates that no one expend.s the marim:m effort in

the execution of his job. Individuals and organ:izations neither work so

hard and effectively as they could., nor are their efforts maintained at a

constant Ievel. Thus they create rinert areast in various stages of the

production processes of fims.

Several empirieaì- works have been conducted. to test the h¡¡potheses

of rl-efficiency' and. sinilar lines of though*.(f) For exanple, in a

survey on profitabilì-ty and. sales behavior of 22 restaurants in ,America'

J.P. Shelton found- that owner controlled firns generally obtain h:igher

profit rates than rnanagenent controlled fi"ru.(2) Since the ùifferences

in growth rates bet¡¡een these two t¡rpes of firms are not studied.r parts of

the differences in profitability may siraply result from the Ûifferences

between profit-maxinnizing (oroner controlled) tinos and growth (and. other

goals) maxinizing (tarrag"ment controlleA) firms. E¡t aidect by a caref\rl

selection of samples which held almost every element constant except a

change in nanagement Shelton reached the conclusion that olÍÌer controlled

finns are more profitable because their supervision and" operation are more

thorough, i.e., they utilize every input to a nearfy naxilruui possible

extent and. reduce waste because theif supervisory (owrrer-man"ger) interest

is so closely connected with that of the firm. Supervision by non-owner

managers, on the other hand, tends to be more general and. less thorough and.

to leave part of various inputs not fully utilized'.

l¡fe d.o not, however, have enough information to exa,mine how far

the d.ifferences in'orofitability and. growth perfozrnances of our firms is

(r) Apart from Leibensteints olfn empirical studl-, see J.P. Shelton
tAllocati-ve Efficiency vs. rrX-efficiency": Comnnentt, ¡@!g
Ecogomic Review, Vol. 57 (Dec. Lg67) pp.72523, and Monsen, Chiu and

Cooley, op.cit.

(e) Shelton, r¡n.cit.
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caused by dffferences in the supervisory quality of the nanagenen*,(r) No

tloubt there are dÍfferences in quality of supervisory services between

different management to varying d.egrees. lhere are gpps between mafinal

opporturrity possibilities and the opportunities which are act¿ally pursuerl

and e¡cploited by menag€ment through increase in profit and. expansion of

ffrms. Fne extent of these gaps aïe deternined by the aims¡ incentives

and. ambitions of m¿nagerûent whlch, in part, reflect the conpetitive

pressures t-hich the nanageri.al personnel perceive within and between

industries. Here the stud5r of market structures is essentialr fn

chapter ïir we obse::ved thai there was a lead.ing finn in each industry

(f) A¡oong our 146 continuous finas, information concer.ning the t¡rpes of
control is readiiy available for Tl finas includ.ing 1? of our t19
fastest-growing firmst (see Chapter fV). The table below indicates
d.:lfferences in these finris' profit and growth perforrnaìce.

t7
I fastest-groÌù"ir¡g'

fìrrns

54 |Mid.d.Ie and. Slowest-
grohringr firms

þpe of control

Or¡erseas eompa¡.J¡ control
i) Majority 

"orrt"ot(1)
ii) Minority 

"onttot(2)

5

4

No. of
I].ÏMS

Ar¡rual
Average
PnofÌt
Rate

ånsr¡a1
.Average
Gbowth
Rate

8.3

11.6

t2.6

15.O

12.1

l_1.5

.{us tralian co::pan}¿ * 1

control)//
I{ajority "";;;;i(4)1r \
Minority control-\?'

Managernent 
"orr-i,tot 

(6 )

1

I
¿

4

1?

'l
9

4

2

l_6

16

8,0

6.8

9.O

6¿9

7.9

7"9

lota1 54 7.8 11.5

Notes: (t)
(z)

ß)

(+)

(r)

(a)

Over,seas firm owns over 50 per eent of the voting shares.
lij-mited m:mber of overseas firns orrn between 15 and 50 per cent

cf the voting shares.
Lini'bed. number of Australian fims or/¡n over 50 per cent of the

votiru: shares.
Linited m¡mber of individuals oun over !0 per cent of the

voting shares.
Linited nu¡nber of individuals own botween 15 and. !0 per cent

of the voting shares.
No single sÌ¡arehol-der oúmÊ nore than five per cent of the

voting: shares.

Sor¡rce; &isketrIy, and Ìfhee}nrright, 4+Cisgv-gÍ-4g.stra1i,aïÌ l{anufacüurins
lq{ustrv" o1l._qil.
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which continuously made the highest profit over certaj-r p"rioA".(I) We

al-so noted that the duration of the high-profit period of a successful firm

appeared. to shorten as concentration ratj-os decline. For exalrple,

successful firrns in rh-igh-oligopolistj-cr industries often maintaln their

leadership over the whole 18 years studied. Lead.ers in tunconcentratedf

industries, on the other hand., scldom naintained the highest profit rate in

their industries for longer than five years and several firms took turrç

to enjoy the lead.ership over the 1B yearsrperiod.. The d.ífference between

rgood.t and rbadf management is revealed in sustained high and low profit-

abílity in both concentrated. and less concentrated indusf,ries. But the

irnportant fact is that, because of usual1¡r relatively greater inter-

company conpetition, firrns in l-ess concentrated industries are able to

maintain their advantages d.erivcd from good management for only a short

peri-od. This is because less successful firms, if they wish to survive,

must speedily reorgaaize in order to cope r,¿'ith the situation" 0n the

other hand with rnilder inter-company competition and- high entry baniers

protecting thero fro¡c nehr conpetition badly managed firms in oligopolistic

ind.ustries often survive for longer period.s. This was ind.icated in our

studSr of deficit firns in Chapter IV. We observed there thaü most of the

d.eficít firms had continucusly nade trad.e fosses over a n-mber of years and,

1o\
at the sane time, failed. to grow fast.\'/ Because of such poor business

record.s the majority of d.eficit firtns found themselves unable to contj-nue

operating as ind.epend"ent concerns and eventually accepted take-over offers.

In oJ-igopolistic i.nd.ustries, hoi'Íever, firns experiencing trade losses and.

slow growth founrl it easier to continue independent operations. Ïn all

there are 25 d.eficit firms with relatively loi¡r rates of growth (annual

average gror,rrth rate l-ess than 5 per cent) in high- and. mod.erate-oligopolistic

industrie" (con""rrtration groups 2 and 1), yet only B of them ceased to

operate as ind.epend.ent concerns, This contrasts rrrith the cessation of

operations of J6 out of 67 deficít and- slow-grord.ing firms in less

(i)

(z)

See Chapter fII, Section IV above.

See p.IOJ ab,rve.
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concentrated industries. lt is important to note that the discontinued

olÍgopolistic firms are concentrated. in thc manufacture of cotton textiles.

Where foreign conpet]-tion was relatively rrig¡(r) and in tobacco ancl cigars,

eonfectionar¡r, automobiles arul ice cream where, despite high concentration

ratios, inter-firm conpetition was relatively strong because of the

consid"erable chanEes in their market "ttrr"to""u.(2) 'Badt management thus

fljlpears to survive rnore easily in industries where inter-cr:mpany competition

is relatively mild..

^A,t any one time a firn has a given araount of persorurel servíng

managerial functions. So¡ee of them are required for ordinar¡r operations'

which were described as rsupervisoryr functions above, and the rest are

neerled. to plan and execute the firnrs erpansion prograrunes. fhe latter

was referred. to as the rdecision-makingr function. Ncw, let us teke extreme

econorric circumstances where a fi:r¿ is completely free from arry ùisturbing

factors and no chaqges occur internally or externally. Its €rowth

invol-ves nerely producing more at the sanie unit costs with the sarae

tecbniques antl selling them at the sa¡ne price in the sane aarket. Ïn this

case the decision making tasks of nanagenent r,¡"i11 be neglig:iblo and

eonsist sirply of conductinq the firn aloqg its monotonous growth putir.(3)

this is obviously a purely hypothetical case, but its temporary introduction

assists us in clarifying both the decision r:raking functions of management

itself and the criteri-a by whiehlre can neasure the efficiency or quality

of this function.

The deeision naking services of nanagenent are only really called

(i) See for example, Tariff BoarcL Reports tCotton Piece Goocls, Sheeting,
etc.t in Cor¡nonwealth Parliamentarv Papers, Vol. Vf , l-958, pp.L279-5OI
anr1 Vol.Tff , 1961, pp.539-66.

(e)

ß)

See Table 2.4 an p.28.

A sinilar iclea is seen in Kald.orrs rfull long-period. equilibriumf which
he connects with Marshallrs stati-onar¡r state. Kalðor, gg,rSi!., see
pp.45-6.
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for when ad.justraents are required. in the firu's po1Ícy and strate*.(r)

Difficul-ties arise when the adjustnents nake it necessary for management

to acquire new skills or knor¡rled.ge in ord"er to pursue adequate d.ecision

naking. Tn Section I above we d.emonstrated. that fi:rns are capable of

erpanùing manageriaf services without increasing unit costs. However,

managerial serrrices in providing for smooth adjustnents in response to

various changes inposed. on the firm cannot be procured simply by more

progressive subd.ivisions and decentralizatíon of management. For in this

case lre are faced with the problern of the g:rowth of managenent at a given

time-period., and. not wíth cost comparisons between management in d.ifferent

sized. firms. Managernent must equip itself with the required new knowledge

and adjust itself to the new environment. Sone managements learn and

adjust quickly, sone slowly, and. some never. f?ris is where we d"etect the

quality differences of the tdecision-makingt services of nianagem*tt.(2)

There are two kinds of changes which d.emand. adjustments in

managerial policy, operation and. behavior. One is external- changes which

influence to varying degrees a1l the firns in an industry or an economy.

lhe other kind of changes are internal to a firn' fhe¡r ¿1's self-generated

changes whrlch arise at the particular stage(s) of growth.

The possible external changes are üany. lhey include changes in

d.emand. for particular products; appearance of new substitute products;

changes in technolory; di-scoveries of new naterials; opportrmities for

obtaining better market positions; inerease in competition caused. by entry

(t) In the following we expand and. devefop an idea first put forvrard. by

thamberlin who sought the causes of increasing importance of the
decision making services of nanag:enent in the increased d.ifficulties
arising fron the greater conplexiþ of the producing un:it as the size
of a firn grows. 8.I1. Chamberlin,
Co¡.rpetition, (Cambrid.ge, Mass.: Harvard. Univ. Press, L95B seventh
ed. p.247 .

(Z) The importance for a firn's sustained. growth of rnanagernent flexibility
in ad.apting to new problems is also stressed by T. Burns, and. C. F-
Carter and. B.R" Williams. T' Burns, Manageraent in the Electron-ics
Indust{y, Socia} Sciences Research Centre (Univ. of Ed.inþurgh Press,
l95B) and C.F. Carter and B"R. Willia:ns, Science in Industry. Policy
for Prosress (OxforA Univ. Press, 7g5g), see Chapter B in particular.
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of net¡r produse?s into particular markets on renoval- of a governrnent impOrt

replacement policl'; other changes in tariff policy and- increased- or

d"ecreased d.j-fficutties in obtainiqg naterial' labour and capital- etc'

Ä11 these changes call for adjustnents in firms' policles and strategies in

order to take advantage of, or to protect against, their effects. lhe

adjustment may take various forros such as backward. or forward integration'

d.iversification of products, brrild.ing up of market shares an<l mergers '

Internal changes arise when a firm wishes to expand its size.

The adjustment problems of srnall, neùlum and large si-ze fi-:ms are not the

same. For instance wh.en a firm is small it is like1y to produce a single

good. or a set of closely related goods and to selI then in a local market'

Its business is usuaÌly conducted by an owner-manager. ffiren it grows to

med.iun size the need. to diversiflr its operatiorsrnay arise and hence it must

enter the national market. Tts need for larger amounts of capital may

force an oÏüner-Inanager to give up control. Its production scale may be by

then large enough to justify the emplo¡nnent of new canital intensive

technir¡ues. For further eKpansion into the large size class, it must

decentralize its nanagerial functions, anil a further ðiversification of its

activitj-es is required including perhaps inveshnent in oiher firms. Ïn

ad.dition sales d.rives may be und.ertaken in particular markets, and the

further introduction of new technology may reqr:-ire erpansion into overseas

narkets.

such changes in busi-ness activitÍes and internal organization

r^¡hi-ch arise with increase in size require the acquisition of certain nev¡

ski-l]s þ managenent. Íhe nanagement of a smafl firm, for example, nust

acquire knowledge concerning the national market. The nanagenent of a

medium size fir¡n rnust in turn acquire knowledge of overseas n:arkets'

Obstacles to growth arise lrrhen a fir"rnts managelnent does not have the

requisite capacíty for the p1ånning, execution and efficient operation of

the growth progra¡lmes, anal is not competent enough to acquire the necessary

knowlefue r¡rithin a relatively short period. Ihe required ad"justnents are

most pronounced. and- cause ser.ious d.ifficulties when firms try to grow from
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üìeùiu-m to large size. We call-ed this particular stage in the e:pansion

process of a fir'¡r the'critical point' in Chapter, IV.(I) At a

rcritical pointf a fírm encounters the necessity of simultaneous changes in

its production, financial and. ¡oarketing proeesses. lhe nanagenent Ín its

rdecísion-making' capacity is required to cope with the transition by

allocating the firr.rrs resources, introducing new techniques and re-

orienting its plarin-ing so as to move the firm into the larger size category.

the ðifficulties which managenent encounters at the tcritical pointt are so

()\
large that, as T^re observed in Chapter IVr'-' a nurnber of fir¡rs fail to

continue operating as ind.ependent concerns and. are forced" to merge with

other firns. A rgoodi management is, on the other hand, able to navigate

íts firm through the 'critical pointsr, and to sustain its growth.

.[part from this hi-gh Inortalityr rate of ¡red^ium size firrnsr the

difficulties which mana€eaent experiences at the critieal point(s) are also

reveal-ed. ín the particularly wide d.ifferences in profitability and, growth

obseryed between ned.ium size fir"rns as conpared with other firrls. First'

we noted. that the proportion of deficit firms was relatively high in the

med.ium size groupu.(f) Second, growth variability (neasured by stand.ard

deviation around the nean g:rowth rate) was also found to be the highest in

fi:r-rrs of these size group".(+) this is also d.emonstrated in Diagrams

5.2-5.4 rn p.lJO ¡¿birvè.' The 18-year annual average growth rates of

medir:n size firms vary from roughly -2.0 per cent to 41 per cent (Oiagram

5.7). As compared Lrith this, the growth rates of the rnajority of-small and

large size firms ranged betrr¡een I per cent and. 20 per cent (Diagrarq 5.2),

and 5 per cent anð.25 per cent (Diagran 5.{) reslectlvely. fh1rd, we

also observed. that there rùas a considerable difference ín €fowth rates

between 'diversified' and tsingle-tradet fi::ns ¡¡rithin the mediurpsized.

(r)

(z)

ß)

(+)

See np.108-15.

See Section IV in Chapter IV.

See fable 3.6 on p.59 above.

See p.91 above.
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groups (see Table 5.4)! 1) Dirr"t"ified. medium-sÍzed finas grew at 18.5 per

cent per annum as compared with 11.0 per cent for tsingle-tradel firms of

the same size category. the differences are much snalLer for finns of

other size groups. We noted" atso that when firns grow fror: the rsmall'

to the tmedium-sizet category some of ther,: began erpanding into new markets.

Although d.iversification into new areas invol-ves risks - at least initially -

and. requires neli knowled.ge and techniques, if it is successfully und.ertaken

firrns are likely to sustain faster growth without depressing their earning

no*""Í') On the other hand firns which confine themselves to one market are

eventually likety to depress either rates of growth or their rates of

profit. ln the pïocess of expansion through critical points nurnbers of

important decisions nust be made concerning various aspeets of firmsf

business activities, and the correetreess of choice rriIl consequently be

revealed. in the varying rates of profit and growth. The differences in

business results between successful and. unsuccessful firns are w'id.et

reflecting the importanee and co,nplexitj-es of tdecisions' taken by firms

passing through a 'critical pointr.

ÏÍe noted above that the 'd.ecision-makingt functions of management

are concerned. with creating, searching for, and establishing production

processes and" naking optir:rurn input d.ecision, i.e., selectS.ag production

possibility loci. The nature, extent and. area of nanagerial functions

largely d.iffer wíth the size of firms. For instance, usually if a firm is

srtall, manageïlent's- tasks lie largely in selecting and promoting the most

profitable opportunities under a given set of investnent possibilities'

0n the other hand if a firm is large, usually aanagerÍentfs functions extend.

further toward.s cultivating and creating the possible directions of

profitable erpansion. lfe have seen that diversification into closely

related industries is generally possible only for firms of rned.iun and

large size, r¡¡hile exçansion into fields r,rhich are not closely related is

(r)

(z)

lL7
See p.Iþ above.

See pp.L45-B
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normally almost prohibitì-ve for ariy other than large-neùiun sise firrûs (nritn fg6Z

net capítal assets greater than å1,OOO,OOO).(1)

Our argu-ment nay be well d.ernonstrated also i-n the following

mannel. Stud"ents of industrial organization d.iscuss varj.ous likety

behavior patterns of noncpolists and. oligopolists. They ask whether

monopolists naxinize profit or sales; whether oligopolists are likely to

conduct non-price competition ancì. to employ full-cost principles; what

nakes price-leadership continuously operate. Íheir approach is based. on

the market controlling poT¡ier which large size (relative to market) is

e:rpected. to provid.e rnonopolists and. oligopoli-sts, and. their inter-finn

reactions. llone of these problerns enter the |d.ecision-makingt sphere of

management of s¡oal-l firms. Atomistic firms in Marshall's world are not

concerned. with either rnarket control devices or rival fim reactions.

ïre inportant point is that the production possíbility loci expand

as the firm grcws in size. Tn other word.s, large firrns have more economic

means to pursue their goals than have snaller ones. Consequently

managerial rnotivation, characteristics and ability change with the increase

in sÍze of firrirs. N. Kal-d.or defines the fir,t as ra productive combination

possessing a given unit of co-ord.inating (nanagerial) abilityr 
(2) 

"rr¿ 
tt"

suggests that a firrr whose managerial ability changes, wll-iIe preserving

its legal identity, should just as well be treated. as two separate fitt".(5)

lle cannot accept Kald.or's view. 0n the contrary our prine

concern is the very changes in co-ordinating ability within a firro which

arise fron its growth processes. lle seek the explanation of the growth

behavior of a firn in such changes in the co-ordinating abilifu and

characteristics of the firn.

(r)

(z)

ß)

g"u Table 5.3 on p.L4q.

Kald.or, op.cit. , p.44.

ïbid.
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The expansion of production possibility loci with the increase

in the size of fims is seen in various ways. 1o na.me just a few, we have

noted. that large firms are nostly nonopolists and oligopolists and. often at

the sane time monopsonists and. oligop"orri"t".(1) Their iarge shares of

the narkets in which they buy and sell- bring them certain controlling

povier over changes in the narket conditior:s. The various narket-impcsed.

constraints on firns tLecline with increase in size and large fims

consequently are abl-e to invest in lines where risk and deraand fluctuations

are too high for snal-l firns. Ïfe also noted. that large firms are able to

finance a greater part of their investraent fron accurnulated internal

uorr"""".(t) Their investnent decisions are not norrrally restricted to

arry considerable extent by availability of capital funds, thus they are

able to take up eveïy available profitable opportunity with relatively

snall "r"n.(3) Large finrs are able to maintain research laboratories

which assist nanagenent to keep up lrith technotogical developments and. to

introduce new products. This mirui-mizes risks and uncertainties arising

frcn the sud.den appearance of now competing products. îhus lle can see

with regard. tr: investr",:ent progranrqes that large firms have all of the

options of s¡al1 firrirs, and. in addj-tion they can invest in lines requiring

capital of a scale and involving risks of a nature which exclud.e the

participation of snal] firns. I\rrther, snal1 firras are restricted. not only

in their investtent opportunities, but also Ín their choj-ces of maxinizing

goals to a considerable extent. In Chapter V we observed that the

relationship between profitability and growth of finrs d.iffers cor:sid.erably

between inùividual firns, and between firms of different sizes. Generally

speaking,the relationshíp between these two variables, profitability and

growth rates, is found. to be closer in snall firms than in larger orru".(O)

(r)

(z)

ß)

(+)

See p .37 above.

See Section ITI in Chapter V above.

ïbid.

rbid.
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Concerning the observed- phenomena, we suggested that a large part of

business behavior of snall firms appears to be better erplalned by the

profit maximization hypothesis rather than the growth nariraization

hy¡:othesis. This is mainly because snialf firms usually rely on retained.

profit to finance their growth and also they are nostly single-product

firns engaged- in only one market. Since their expansion very much

depends on d.emand" prospects of one particular narket they are not usually

abl-e successfully to pursue growth maxirnizing goals per se, As firns grow

larger they diversífy their actívj-ties and they have easj-er access to

finance. Consequently the constraints imposed by particular narkets on

firns wil-I be greatly reduced. and the choice of goals - raaxiniizatj-on of

profit, or grorøth, or sonething else - is wíd.ened.. One firm may chcose

to exploit its opportunities by fast growth and a nod.erate profit rate,

while another firn raay eqolcit íts opportunities by norLerate growth and a

high profit rate. The choice depends on the rriews and attitud,es of

aanagement, but we found that nost of the large firr:s appea^r to pursue

growth maxinization. [he reasons for the preference of growth to profit

by large fim,s can be found j-n our argument presented abo'¡e. Firrns glow

in order to eroand the investrirent opportunities which they can tui." op.(l)

Several economists such as l{onsen and. Dovms, efid 0.8. Williårnson

argue that inefficiency in pursu-ing the firmrs goals devefops as its size

increases. This is because the tcontrol losst and. the inefficiency of

the manageríal bureaucracy are erpected. to become more serious as the firm
(c\

gets larger. t" They appear to suggest, therefore, that large firms d.o

not achieve their growth potential. Perrrose reaches a sin:ilar conclusion

suggesting that the rate of growth of firms will eventually decline with

(t) Ma.nage,:nent's growth motivations are cor¡rected by Galbraith with
rplanni-ngt extensivefy enployed in nodern corporations, and. the various
reasons leaùing nod.ern firras to grow raay be found. in Galbraithr The

New fndustgg]_State, op.cit.

(Z) l.{onsen and Dor¡ms, on.cit_., and- O.E. IÍilliamson, rllierarchial Control
and Optimur,r Firr,r Size', Journal of Political- Eccnony, Yo!.75, (Aprif
196I), pp.rz3-fr.
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i-ncreasing size mainly becausc :-) ttre eqpansion of large fi:sns involves

expansion i-nto several new fields and the conseqlren¡ s6mplexity increases

the managerial burd.en, ii) large size will make it rnore diffieult to work

out a fleribte ad.irdnistrative structure, and iii) if a firrn wants to g3.ow

through acquisition it wilt find. that there are fewer and, fewer large firms

avail-able at a gÍven time and it will have to acqu-ire a progressively

larger mrmber of sna1' fir¡rs to keep up the high rate of grottt..(I)

As again-st this we argue that the extent antì. magnitud.e of a firn's

gfowth difficulties d"o not have any geneÏal systenatic assocíation r'rith

size. There ís a l-init to the rate at whlch any firm can grow. It is

the limit imposed by the capacity of the aanagenent - its ability to adapt

to new situations'd.eviating fro¡r the farr:iliar. rrfihen a firm grows the

external and. internal changes described. above (pp.fZO-e) always require

managenent to alter currently enployed.'Þroduction, financial and distribu-

tion method.s so as to best serve the finn in its obtained. large size. In

order to conbat the probleîìs arising frorn changing business situations

part of a firmts avail-ab1e nanagerial resources will be used to gather

infomation, digest it, analyse it, and. reach conclusions about the

policies and. strategies to be uncì.ertaken. îhis creates tasks for the

existing r1ånagement persorrnel which, given the pressure af the tirne factor

involved, nay exceecl their capacity in terns both of volune and' d'ifficulty'

If so, the firn must either entirely forego any further growth or suffer a

ternporary retardation of its expansion until its manageria] capacity has

improved.. The speed and the growth path of a firrn largely d.epends on the

skj-11 and competence of its managerxent, and. above all its indi¡riclual choice

of alternative neans to exploit profit and e4pansion opportunities.

(f ) Penrose, op.cit., sce j-n i:articular Chapter IX'
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AFFENÐIX A-: ECONO1Eq=Ð$çKÊR0UND 0F AUS@

fn orðer to d.epict the role and. signÍficance of or¡r à02 fi¡rus

it is neoessaly to obtain a br"oad. view of the structure and ttre

institutional characieristics of the Australian êoorloûl¡rr

¿r=- Stt "tryu og tir" u""**v(1)

In 195t+ about J.7 million people v{ere engaged in the production

and ðistribution of the Australian Natior¡a1 Prod.uct. fn the period.

between 1951+ and 1966, with population growing at 2.8 per oent per

annum the work force e:4randed. by 1.2 nillion to lr-.9 ¡tillion. The

ioanufacturing sector absorbed. a quarter of the increase and íts

work force rcse fn¡m 1 .O milli-on to 1.5 uil]ion. The annual rate

of increase of the real Grrcss National Produot was about 4.5 per cent.

Although the pnoportion of the work force engaged in nanufacturing

irrd.ustry has not changecl since 195\t a large part of the i-ncrçase in

real Gross National Product v\ias contributed by the raanufactriring

seotor thruugh its rising prod.uctivity.

Withj-n the menufacturi-ng sector the clistribution of emplo¡ment

and production changecl oonsiderably. A rapiC. expansion was seen in

industries such as industrial metalsr paper naking, clrenicals and'

food. processing, while establisheð ind.ustries suoh as clothingr skins

and. leather anð saw milIs, etc. experienoed' relative stagnationr A

rough id.ea of struotural changes over the period may be obtainecl fron

A¡¡pendix Tables 4.1 and. 4.2 below.

Goverr¡nent ecI

the econonric policy of all post war Fed.eral governments has

been focused generally on the four naín objectives - i) I\r11 er:p1o¡nnent,

ii) Stability of prices, iii) gqujLibrir¡n in the balance of pa¡mentst

and. Ív) Developnent and irrdustrialization of the u"orro*".(')

(r) f\rther d.etails see the articles included. in H.lT. ¿rnfLt
T[.]\{. Cor.den (ed.s

bourne: F.Tf. Che
of the

1 3 revl- n¡ pp rl

For
and
(uer
the

a

(z) 0ffi Year Book of the Commonwea].th of Austral-ia. 1g50-1969.



An¡end.ix Table 4.1

Cer¡sus Fieures of T/ork-foqce þ¡¡ Indq€tlig-q

ïüo s
Enployed

(ooo)

Percentage
of Total

itlork-force
(%)

Nos
Enployed

(ooo)

Percentago
of Total

Work-force
v,)

Nos
Enployed

(ooo)

Peroentage
of Total

trïork-force
(/")

50 June 19117 30 June 1951+

Nos Percentage
Enployed of Total

nÏork-force(ooo) (/")

JO June 1961 J0 June t %6

l,{anufacturing

Prinary productíon

Mining and quarrying

Utilities and. oonstruction
lransport and connunícation

Finance and. co¡arnerce

Publio authority and
coru,iunity and busitress services

Others

Tot¿J- in v¡ork*force

llot in woric-force

Grand. Tota-l

91B

5ú
58

266

323

517

367

2Lú

3r196

l+r383

7 1579

28.7

15.8

1.8
8.3

1O.1

16.2

11.5

7"5
(r oo"o¡

1ro27

498

6t

399

336

612

,987

27,7

13.3

1.6

10.8
LI ,). t

18.2

12"2

7"1

(1 oo"0)

I r1¿|O

t+59

54
)167

363

828

58o

33)+

t+?225

6,283

1 0r5o8

27.o

10.9

l.)

11.1

9.6

19 "6

13 "7
7"9

(1oo.o)

1 cjlz
)+57

56

535

382

966

157

39.|

+r856

6,69t+

27.o

9.1+

1.2

11 'O
7"9

nr9 o9

15 "6
8"1

(1oc,0)

t

1

5

o
U

t+51

263

702

285

11,551

, 195Qt 1967 anð' 1969.
.¡{\o
o

Source: 0fficía1 Year Bo the th of



Apnend-ix Table 4.2

ïnlustn¡(1) 
"na 

ïrd,"ex of Factorr¡Emnlor¡raent in

Treatnen-b of non-netal, n:ínee etc. products
Bricks, etco
Chenicals, etc"
Industrial netals, etc.
Textiles, etc"
Skins, leather, etc.
Clothing, etc"
Food., drink, etc.
Sa'rr:ills, etc,
Furniture, etco
Paper, stationery, etco
Rubber
Precious netals, etc. )
n,lusicaL instruncnts )
lliscellaneous prnducts )

Sub lota1
Heat, líght and power

GrancL fotal

19t+9-5o

(ooo)

Nrunbers Enployed.

1955-56 t96t-62

(ooo) (ooo)

Production

2.4
2'o
5.1

68,2
1.9

-1.3
-1 "B
5"3
1.7

cì./
9.2
Õar

3"4

99 "3
.7

100.0

1966-67

(ooo)

Percentage increase betv'¡een
19t+9-5o and 1966-61

Enplo¡rnent Factory prod.uction
(constant prices)(%) (%)

16.6
19.2
?+.5

3A.+.3
65.5
16.3

1 1B.B
122.8
53.2
21.o
53.o
12"4

9Oì+.3
13.2

917 "5

20,9
22.9
l+4.7

)lttF3
68.l+
18.8

110,8
126.5
6l '9
21.5
62.7
17.3

10\4.3
16 "2

1060.5

23.2
2l+,1

À6.8
497 "O
67 "g
12"4

1o1+.7
128 "6
57 "3
21.4
73"8
17 "2

1104.6
16 "1

1120.7

26.1
27.o
54"6

611.6
73,0
11.4

111.9
143.5
6o.o
22+"4
O) a1
20"2

1309.?

26 "7 zB "6 30"6 4o.2

251.)+
106.3
398.1
Ð+1.4
119 '5
-7.0
65.4
78"6
7i.3

11b 'J
211.6
169.+

350.4

178"3
2\Ð"6

180.1

2g
1

1 3'1
6.1

Notel (l) Based. on v,¡hole year enplo¡n:rent including working proprietors.

Source: Comnonwealth Bureau of Census and. Statistics, l.'{e,}:ttjlqg-t}gi.Ðq:I!ÈUË!årg.
coo



181 ,

In Âustralia the politically acceptable leve1 of unenployiaent

is consÍd.ered. to be not higber than three per cent. In fact the

econony has continuously enjoyed. fu11 enplo¡rment in almost its

1itera.1 aense except for brief period.s ín 1953t 1961-2, and. 1966-7.

It is, hovrever, true that f\r11 enplo¡nirent policies have often

fostered. inflationary trend.s in the econoily and" have enclangerecl the

fulfílment of the second and- the thid. goals. Sboa time to'cime

various fiscal and" nonetary d-evices have been employed. to seoure

soae conprr¡rnise between the four objectives.

ln ord-er to mitigate the bal.ance of pa¡rnent problens in the

expansionary climate of the post-war econony, dírect imporb restrictions

vrere long the favoured instrument. They were employecl fron late 1951

to early 196A, althougb the extent of the restrictions varj-ed from

time to time. No sooner r¡ere the restrictions lif'betl than 5rnports

increased. consid.erably and. the governnent was forced. to i:npose de-

flationary measures and. to gíve priority to the goals of the prioe

stability and. baJ-e,nce of paynents equilibrir:n. Since 1963 t}re fed.eral

governnent, aid.ed- by the raining boon, has been fairly sucoessful in

attaining all- of its objectives.

Various aeasures have been enployetL by the government to

encourage the developnent and. industrialization of the economy. 1'hey

incJ.ud.e írnportant assisted. migration schenes, large scale developnent

programaes such as the Snov6r Mountaín hyd.ro-electric a¡rd the 0rd'

River irrigatíon soheroes, and the provision of assistance to Smport

replacement in ttre private sector. ''ftith the re¡roval of the clirect

ínport restrictions, tariff pr"otectj-on has been extensively used. to

promote inåustrialization of the €corroß$r The basic prinoiple behintl

the tariff meesures is to assist 1ocal ind.ustries to replace i.:nportst

but strong argur':ents have recently been put forward that in a nurnber

of cases at least protection has been affordecl to íneffisient producers

at the elpense of conswners ancl prinary producers. The nagnitude
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and. ttle extent of Australian protection policy nay be cLepicted. roughly

by the following statístics. In 1966-67 in value te:ms about ÀO per

oent of total i-rnports were d.utiable. More than half of ttre reraaíning

i-nports consísted. of good.s the d.e¡rand. for,tùrich cculd. not be f\r3.ly net

by d.ornestic prod.uc""u.(t) tn" effective protection rates d"iffer

consid.erably betiveen industries and countries of origin and. usua.11y

range from 10 per cent to over 1OO per cent g3Æglg. Thus it is

d.ifficult to measure average tariff rates, but accord.ing to l,V.M. Cord.enrs

calculation they appeared to be sonething over Jo per cent in lg594O.(e)

Foreign invesfuent in Australia has been encouraged. by this

protecti-on policy. Nr¡nbers of overseas firms, nain-ly British and.

"Anerican, have established. subsid.iaries in Australia behind. the tarjff

vr¡al1 in preference to paying high d.uties on inports. The general expansion

of ttre "åustralian narket and- ttre fed.eral and state governüÌentsr encourage-

nent of overseas investors has also contributed. to tbe inflow of foreign

oapÍtal frorn private overseas companies ¡¡hich anounted. on average to

betv¡een €¿..J0 and. €g..lO nillion in the first hal.f of the 1pl0s and.

increased. to f,4..50 and. å4.70 nijl-lion in the second. ha].f of the d.ecad.e.

Since 196CI the figure has often exceed.ed. fÁ..150 *iJ"liorr.(J) As a resrrlt

about a quarter of net company incone ïras earned- by overseas controlled.

conpanies in the ¡rid. 196o".(4)

Consid.erable inrport replacenent in manufacturing inðustries

occumed. in the post-v,rar perÍod., partioularly in the field.s of naterial

supply such as the productíon of iron ard. steel and. other metalsr in

paper*rnaking and- food. processing, and. to a lesser extent j-n the fie1,d. of

(t ) There are stiJJ. nu¡obers of nanufacturing fie1.d.s where clo¡restic
prod"uotion capaci-ty has not kept up with the growth of Australiar s
d"emand. and. others 'nhere no d.omestio industries have yet been
establistred." In these arees inports are pennitted. without d.uty
und-er the rby-lawt systen.. For a f\¡rther ðiscussion of tariff
protection policy in Australia, s€ê T['.M. Cold.en, rÎhe Tariff I Í.n
A. Hunter (ud,) The Scononios of Australia4 In{ust¡y¡ Stq{ies,ln
Environqgnt an¿
pp.1?+-214.

(z)

ß)

ïbid..

Official Year Book of the Comnonwealth of op.cít. 195a4969,
nvre o ort

-Eng¡ig, (tvlay 1965) vot.tt
(¿*) rbid..

,
ces a

tra]-ia
of Economic
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consì.¡mer 6ood.s nanufacturing. But the rlepend.enoe on imports for

the supply of capital eq:ipment is sti1l large. Th:is is to be

expected because ínport replaoenent itself and the initial industrial

d.evelopr:nent of an econorl:y usually invoLve the importation of nuct¡

capital equipment.

0n the e:çort sid.e, Australia still d.epend.s on prirnary products

for ¡rost of its er¡:ort incone with r,-roo1 stiJ.l naintaj-ning the d.oninant

position d.espite the growing inportance of ninerals. Iv.la,nufaoturing

good.s representetl on"ly about 10 per cent of total export earrrings

in 19676i+¡ but its proportional contribution is rapiðLy gro$ring

pari passu vrÍth the increas in6 tempo of the economyts industrj-4lÍzation. (r)

"Australia has long been regard.ed., particularly overseas, as a

pri-noary producer. But the funage may soon change. Manufacturing

sectors are playing a vital part Í-n the growth of the economy helped.

by governments eager to f"urther industrialj-zation. Hence the field.

of our stu$r, the oorporate sector, j-s expected. to rapidly incnease in

ìmportance.

(r) Renort of the Commj ttee of Economic Enouir¡- Ibíd., Vo1.II Apperd.ix J.
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APPET\DTX B : PEILTOD

Our study concerrls the period. extencLing over 18 financial years

fron 191+9/50 to 1966/67. the periocl was chosen because fi4t/io was

the first year for which cornpaJry accounting d.ata are available for a

relatively conrprehensive number of publi-c conpanies whj-le 1966/67

was the latest yeo.r for vùrich the reqeired. inforrnation was available

at the oonaencement of our stufir.

Sj-noe cornpanies are allowed. to choose t'treÍr otln acoountÍ-ng

d-ates their accounting years varyr although nost of then choose tlre

12 nonths end.ing eíther J0 June or J'\ Dece¡rber. Ïn preparing the d.ata

we classified. the aocounting years of each. coapany accorf.ing to t¡hich

financial year íts accounting date feI1 - €rg1 d.ata concerni.ng a fir:nrs

accounting year end.i-n8 J1 December 1955 ís p].aced. in the fi¡rancial

year 1 Jrly f 955 - J0 June 1956. Henoe all aocounts d.ated. between 1 Ju.1y

1949 and. JO June lg67 are included in our stu{y.

The whole 18 year period. is divid.ed i-nto three sub-periods for the

oonvenience of our analysis. 'Ihey are:

sub-period. 1,

sub-period. 2,

sub-period. J,

195b55

t9fi-6t

t96z-67

exteniling fron 1 Ju].y t 949 t'o J0 June 1955.

extencling fron 1 July t g55 to JO June 1961.

extending fron 1 July 1 961 to J0 June 1967.
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¿PPENDTX C : TNDUSTPJES

Depend.i-ng on the pur?ose of the analysis tlne )+a2 selected.

conpanies vuhich lve stud.ied. are grouped. into tvro separate ind.ustrial

categories. The classification of the fimis into r51 r ind.ustrial

Sroups is based. on the prinary prod.uct of each firrl drile the second.

category, rconcentration grrcupsr, j-s based. on the narket stmcture in
tvhich tire firns operate"

1. tl1 t i-nd.ustries

The following 51 industries (i\ppendix Table C.1 ) are obtained

fro¡r our t1o9t ind-ustríes listed. in Table 2,1 in Chapter II. Thirty nine

of the original 109 ind.ustries are onj-tted" for reasons given on p.8 above.

Forty rerein in their original foïn. The remaining JO of the original
109 ind-ustríes are re-grouped- into fi larger ind-ustrial groups for the

reasons given on pp.B-9 above, These 11 neïìr groupings are noted. rqíth

alphabetical- suffixes in Âppend.ix Table C.1 ancl their relations r,vith

the original r1o9t ind.ustries are given in the footnote attaohed. to the

table. fn all, our t51 t ind.ustries includ.e J0 of the t1O9r original
ind-ustries and- represent 52 per cent of nanufacturing ind,ust¡y ernplo¡rnent

ín 1962 (exclud.ing theat, Iight and. powerr).

Since the nt¡.nber of listed. conpanies operating in any one of the
r51 I ind-ustries is generally sirall the t51 t industries are oocasionally

grouped. into rB najor industrial groupst in each of .which several

technically related. ind-ustries are aggregated..

2. Concentration grouÞs

ïn Append.ix Table C,2 the t51 t industries are classified. into

seven d.ifferent concentration groups the basis of r¡¡hich is given in
Table 2"2 (colun.rn 2) on Þ.15.
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No. -d.
Cogpgp¿eÉ

12
6

14
6

t¿
17

21
14

1

¿

29
t?
6

15
6
¿

¿¿

+
11

10
9
9

14

}PPENTTX TABIE C.1

' slla;igL@*' q t' -Inaus tlia-Ê--srlå
Nunber of Firms Incluiled : 1950 - 67

Industry
-Qsåe '

&.

Ccnrent,
ctc.

2. Chenical-s 43

3. Iron ancl
Stecl, etc.

75

4. Electrical
Enginecring.

35

5. Textiles, clothing
and footwear.

97

6. Sawnills
^+^V UV. 35

+9 Àsbesios cenent sheets
antL nould.ing

4 Bricks, tiles, etc.
5 Concrete, concrete products,

,=,*aU VV a

2 Portland cement (")
5 Sheet glass and glass'

bottles

r 51 | Ind.r¡stries

(i)
Knitting ond. hosieries (¡)

28 t
I

5
10

11

1

9
11

5
2
3
9
2

7

10
6

B
11

l

^Ê.'î)
9

13

1T

20
1B
15
1g
1+

12
lo

Chemical fertilizers ¡- r
Inclustrial chemicals \b/
Paints
FetroLeui:l rcfining
Ph¿rrnrac eut i c als
Rubber produets
Soaps, d"etergørts, etc.

/rluminiuil, lead.n zinc, (c)
etc. refining and" sneltíng

Autonobile parts
Cr¿mes and- hoists etc.
ï"arm nachincry ( ¿)
Hand tools, punps cutlerieÈ
Ileavy rnachines
Iron foundries and. castings 'ncial works
Iron and steel nanufactmring
I'iotor vehicles.

Electrical applien""[:ì
Electrical ni.chines'-'

1

4

29

21
¿¿

Àn¿ll

25
27

2/¡
30
26

28
25

31
53
52
43
50
AO+()
AA+-t

41

37
36

Bags end. saeks
carnets , .cloi¡itr*ts/ (ir)
Cotton tcxtiles'
Footwear - leather

Lcather tirnning ctc,
i{ool scouring etg.
Wool textifcs. (k;

Build.ers, hard.wares,
Fibreboard.
furnitr-rre naking
Paper nraking
Plastic products
Plywood.s
Saw aiJls
ldooclen containcrs

etc. B
1

4
5
1

5
10

1

Õ

1

5
1

6

)¿

J'r

3B
33
35
39
¡^

7 Bakeri"es
Biscu-its, etc.
Srewsriss
Flour milling
Ice-crean, butter, etc.
Jan, fruit and. tf'egetable
preserv-ing, etc,
Other food
Sugor refj-neriôe
tobacco, etc.
Vegetable oils
Newspapers and. periodicals

Food.,
tobacco
and.
brei,¡eries.

73

51
1B. Nei'rspapers, 16 lr2
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N0fqË. (o)
(¡)
(")

(¿)

(")

(r)

(e)

(r')
(i)
(¡)

(r)

ÀPPENDT]C T,A.BT.ü] C.1

(Continued )

Sheet glass; glass bottles.
ïndustrial" chenicals ; and" "A.lka1is.
Aluniniun; lead; tÍn; ancl zinc
rofining and. snelti-ng.
Hand. tools; punps; and. cutlery and
flatware.
Television receivers; rad.io recej.vers;
Donestic refrigerators; Ðonestic
washing maehines; and Ðonestie electric
appliances.
Electric switch end. control gear; electrj-c
uotors; and valves.
Mens t ancl boys I read.y-nad.e outer clothÍng
and wonens! outcr garments etc.
Cotton spinning; and. cotton weaving.
Footwear; and. travel good,s; hand.bags, etc.
f'nitted. und.erwear ; knitted- outerwear;
and. hosiery.
Ïloof rueeiing and wool d.yeing and fi.nishing.



3.Pgg¡[ux r{grE _q¿
Concentration Grollns : 1 950 - 67

188.

Nq--o4.
kægrpå.

3

10

10
14

o
16

2

1

,
17

1

4
29
4

10

a

.Cqaqçnlrat!A¡]
Srqgpg--

1

No. - o{
_Cqnpaqte_S_,

16

66

Ipdus--try-
Co!1e-Nq.

30
1,4IT

32

Iionopolistic
and.
0ligopoJ-istic
industries.

13 Äluniiniu¡r, lead., zinc etc.
refining and sneltinþ

53 Brewcries
12 lron ancl steel Ï{fgts.
5 Sheet glass a,nd glass

containers
37 Sugar refineries

49 .A.sbestos, eement sheets
and- nould.ing

38 Biscui-ts , etc.
25 Carpets
24 Cotton tcxtiles
39 Ice-creau,butter, etc.
16 liotor vehicles
/r3 Paper iaalcing
11 Petroleum refining
+5 Rubber products
9 Soaps, cletergents, etc.

36 fobacco, etc.
51 Vegctable oils.

31 Builclerrs hardrn¡ares, etc.
10 Cher,rical fertili¿ers.
3 Concrete, concrete products

etc.
18 Faril uachincry
29 Leather tanning etc.
1',2 Newspapers and. period.icals
7 Phermaceuticals
2 Portland" ceuent

t 51 | Inclustriqs -

47
21

¿¿
t)
1g

6
40

17 .A,uto¡robile parts
4 Bricks, tiles etc.

20 Cranes arid. hoisfs, etc.
55 Fibreboard.
15 !'Iour uilling
26 i{nitting and hosieries
41 0ther food
B Paints.

50 Plastic produùts.
48 Plywoods
28 llool scouring, ctc.
21 lrlool textiles.

1

1

2

9
+̂
5
2

9
2
5
1

B

9

I

1

Z. IIigh.-
0ligopolistic
ínc1us iries

3. Mod.erate -
0ligopolistic
ind.ustri.es

4. Lo¡r -
0ligopolistie
ind.us tries .

5 Unconcentrated.
inclus tries .

Competitive
ïnclustries "

7. Hi,!ü -
conpetitive
ind.ustries.

77

B1

9¿

Bags and. saclcs 1

Electrieal appliances 21
lllectrical nachines 14
Hand. tools, pur,lps, ortlerics 6
Heavy nachines, 12
Industrial chenicals 13
Jan, fruit and. vegetable 1+
prcserving etc.

12

5
6
1

9
15

9
5
1

Ê

¿

22

276 tr'ootwear - leather
fron foundries and.
castings, netal works
llood.cn containers.

34 Bakeries
27 Olothing
52 tr\¡.rni'cure neking
44 Sar'r uills

ln
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¿FFEIüDïX D : H[RI,{S

The subjects of our study are public cornpanies listed. in the

Sydney Stock Exchange between t95O and.1967 whose rnajor activities lie

in the t51 t industries listed. in /rppend.ix Table C.1 . nv'e aimed. to classif!

lÍsted. firnrs into ind.ustries which engege nore than l0 per cent of

their total enployed. capital. those firns r,drose activities are so

wÍd.ely d.iversified that no singl-e narket d.orlinates their activity in

this fashion v'¡ere exc1ud.ed.. This left us v¡ith l¡02 coirpanies. the

ind.ustrial classi-fication of the firras is based. on info¡::nation obtained

mainly fron their annual conpany reports, Departnent of Natíona1

Developnent, The Structure and. Capacitv of ,{ustralian Manufacturing

lgqg-*ry, 1952 anð- Departnent of Trad-e and Industry, -Lgvel9p*ents._in

AustreJ-ip.n-Manufg.cturtng Industry, 1956-7 io 1966-7. Many firr¡s operate

in several industries. Inforrration concerning the products of firrrs is

extrenely Í-nconplete in "{ustral-ia and on several occasions lre were forced"

to use sonewhat arbitrary d.ecisions based. on coclnon sense and on general

knod.ed.ge of the fims,

The ,+O2 firns are also classified. into four d.jfferent categories

accord.ing to the length of tirne for which they operated. as ind.epend.ent

concerns. For the basis of this classification see p.! above.

The r¡anes of the 402 firus and. the size of their net capital

assets in their initial. and. closing years are set out 5-n Äppend.ix

Tables D"1 - D.4 below. Append"ix Table D.5 lists the size 8r¡oups

referued. to in the study"
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146 l0outfulous l Firns* : -lgq0-6f*
Nane of Comranies-

19O.

(e 'ooo) (e'ooo)

ope_aire (t) c_Iqs¿us (c)
Size( t_?5o) size_(196Ï)

Iniustr.¡ Cod-e

-L-:

llci'. (a') -.

¿

42
3B
35
21

11
to
L2

43
23
5

2L

Adelaid.e Cenent Holdings, Ltd. , 387
S.d.vertiser Nerrspapersn T,td. , 129É
/¡"lIenrs Confectionery, T,td., 346
Jå.llied Mi11s, ltd., 834
å.ualganated Ìtrireless (Ài¡st.r) Ltd". .ZjUl
Anpol Petroleun, l,td. , 2278
åssociated. Leathers, Ltd. , 1262
Àssociated. Newspapers, Ltcl. , 3683
Associated Pulp and. Paper }tills rttd.48?5
Astor Consolid.ated. ltIi.lls, l,td. , 268
Aus tralian ConsolÍd.ated
Industries, Ltd.. , 11752
åus tralian Cotton lïanufacturing
Co., Ltd"., 106
Australian National lndustries rltd 1881
.&ustraLian Paper l{a¡rufacturers, e46g
Ltd..,

"Ballarat Tloollen and ,.orsted Co 24e
Beau l,ond.e (¿ust. r), Ltd., 264
Berlei United, l,td. , 1125
Bliss l'treId.ed. Products, Ltd.., 2O4
Blue lvietal Ind.ustries, l,td.. , 475
Bonôf s lnd"ustries, Ltd.. t 1369
Boral, Ltd-. , 2554
Sorg-ïfarner (.0"ust), ¡,t¿. , 735
Brad.ford. Cotton trlÍ1ls, T,td.. , 4252
Bradford Kendall, Ltd., +16
Brisbane and Tüundleric.h (U..i,.)lt¿. , 2Bg
British Tobacco Co., (Aust). Ltd.,18456
Broken Hill, Pty, Ltd., The 3U7A

"Caesar Fabrics, Ltd.,, 545
Carlton ancl United. Brer¡eriesrltd-. 16228
Carpet l{anufacturers, Ltd.. , +7O
Cascad.e Brewery Co. lrtd.., lhe 832
Castle¡raÍne Perkins, Ltd. , 2228
Cellu1ose Àustralia, l,td. , 474
Chrysler .{rustralia, Ltd.r 795
Clyd.e Industries, Ltd., t 1509
Colonial Sugar Refining Co. Ltð. 27456
Concrete Tndustries (l,toni-er).lt¿ , 757
ConsoU-dated. Press Hold.ings, Ltd. 1+52
Courtaulds (/,.ust), !td. , 1445
Cresco Sertilizers, Ltd.., 985
Crystal Cloth.ing Industriesrltd. +24
C. T. 1,. Hold.ings, Ltd.. , 93
(Formerly Cairns linber Ltd..,)

Davies , ,Coop. a"nd. Co. , Lt,1. ,
Davies (R.B.) Ind.ustries, T,td.,
Davison Paints, Ltd..,
Duneanrs Moldings, Ltd..,
Dunlop "-ustralia, Ltd.,,

(tg>t)

4525
11397
237+

16395
11072
741e3

3771
4400

20738
2?4( )529

14

47

23
¿o
27
14

2L
11

17
24
14
4

36
12

24
33
25
35
33
47
16
19
77

1
42
10
10
27
M

24
31

B

M
45

(tgx)

(rsr)
(rgrt)

( r gtl)

(rg¡r )

(tgrz)

?0970

157
5871

63767

2444
1BBO5
16623
24773

,BO
761

3448
1472

21128
74OB

38759
74Ø(1s66)

12262
2945
2165

63905
789265

937
48681

2867
2640

10139
7522

32809
16968

114973
13727
15419
91æ
7776
827

161

11109
1961

481
1117

44564

22
21

?2
13

Electrical Equipnent of -&ust.,
$lectrcnic Ind.ustries, Irtd",
Enail, l,td.. , '
E Z Industries, Itd.,

1565
464
86

358
7718

177
1069
7919
5090
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ÂPPSNDTX TÍ3I,8 D.,I
(continued )

Na^me of Comoaníes -

F and T Industries (¿"*t).Itd.
(Fornerly tr'elt and Textiles
of Äustralia, Ltd.. , )

Faulding (F.H. ) and Co. , Ltd. ,
Federal Woollen MiLls, Ltd.,
Formfit of "Ê*ustralia, Ltd..,
Fo,ilers Vaco1a tianufacturing Co.,
Freighters Ind.ustries, Ltd..,

General- Motors Hold.eirs, PtyrLtd..
Gentex, T,td.,
Goliath Cement Eo1d.ings, Ltd-. ,
Good.year Tyre and. Rubber Co.,

Hackshall'q, LtÈ.,
Eadfields (l:r.a. ) 

' lgt+ Ltd . ,
Hancock and. Gore, lrtd. ,
Healing (¿..c), Ltd.
ilerald and. lleekly Times Ltd.. The
Hilton Corporation, Ltd.,
Holeproof lndus tries , Trtd-. ,
Horwood., Bagshaw, Ltd.,

ïnperial Chenical Industries of
"&ustralia and. New Zealand., Ltd..,
International Products, Ltcl.,

Jantze.n (.&ustralia), T,td. ,
¡onn (M.n) and lfattersley, f,ta.,
Johns and liüaygood" Hold.ings, Ltd-.,
Joirnson Leather Co.. ]rtd..
Jones (nenry) (rxl,) rtd:,
Katanning Flour [1i11s, Ltd.,
Kelvinator Australia, Ltrl.,

Ireroy Manufaeturing Cq. Ltd.,
I¡eviathan, Ltd..r lhe
Li-fe Savers (/iustralia) ,Ltd .,
Lion Brewing and. I{alting Co. Ltd,
Lond.on Stores, lrtd..,

lfsrth Australían tement, Ltd.,

b) #"+.-iË*f")
reooõJ-

29917

0nenins t
Ëffiro)
lffi'ooï

9BB2

191.

2214
7M
503
442

l¡2754

99277
508

4267
24210

23

7
23
27
40
tY

1021
B58
135
326 (tg>z)
338

6368
29

509
4472

385
91

315
1411
3706

340
1174
366

16
27
2

45

34
14

+B
21
Á-2

¿o
26
1B

35
21

6

11622
305

1928
648

1716
10549
19901
3512
50u.
3125

541
,681
6+50
5121

16971

139552
169521

27
22
22
29
40

27
27
78
33
^ry¿l

23
21
29
26
23
52
42
20
50
1'

6
3e
+¿
6

2

289
269
679

12e4
5007

221 (tgçZ)
1008

167
4+o (1eiz)
195
140
593

(tgst)

(tgçz)

1ß (1e51)

348

231
4+9e

323
13A6
3595

616
1770

Macquarie l¡trorsted.s, T,td.. , 475
Malleys, Ltd., 756
l4angrovite Industries, Itd.. , 1 98
Møryborough KnittirÌg Mills (guttfe) IAZ
Mascot llnd.erwear MÍlls, Ltd., , B9
Mathias and. Co., Ltd.. , 15
I[lrror Newspapers, Ltd. , 1773
Inioore (t'{atcotn) Ind-ustries l,td. , 448
Mould.ed. Producta (¡tust), l,td.. , 681
It[yttonrs, Ltd.. , 327

Nally, Ltd.., _ 64
Nesttã Co., (eust), Ltd., [ho 3jz4
News" Ltd.., æ2
Nightingale Supply, Co., Ltd. , t7'f

978
6705
34+
768
116
63

4585
24rc
861g
3721

676
177ç1
f4608

754

1153

25 Onkaparinga itfoollen Co., T,td,, 1597



Ind.ustrv , 'ffi.\"/ Nane of Coqpalli_ejs.

Continued

ïüangaratta Ïloollen lvliils, Ltd. ,
'riarburton Frankí, Ltd.,
iiilardrop (eeo"se) , l,td. ;
Tflest,frustralian Newspapers, Itd..,
llestern /'ns trali-a¡r Tlorsted" and.
Ìloollen I'[i11s, Ltd..,
r¡lhite Crow, Ltd..e
ï'Ioolcord. Fabrics, Ltd.,

ïarra falls, Itd.,

(")
(¡)

(")

qpenps , (¡) Closirlg , (.)
Size( 195ü' Síze\ iqffi)'-fooff TffiooÎ:

26

2
23

27
39
39
41
1B

44
17
2t,
27

+3

35
1+
33
33
19
31
23

6

23

27
21

27
42
27

+1
23

730
440
461
179
B7o

Itd. )
Prestige, l,td.., 1+73

Queensland Cement and. Irine Co., W3
Queensland. TÍoollen l,[am¡facturing Co. ?5

Pelaco, l,td.,
Peters Ice Cream (W.¿), Ltd..,
Petersville, .{i.ustra1ia, Ltd.,,
Piper (fon) e Ltd.,
P.izzey, Itd.,
(Fornerly Geo. Pizzey and. Son,

Reid. Bros. I{oldrôngs, Ltd."
Repeo, l.,td.. ,
Rocklea Spinning MiLls, Ltd..,
Rothwells Outfitting, Ltd. ¡

S./.. Rubber Holdings, Ltd.,
Shipping Nerrspape::s, T,td-.,
Shipping Newspapers (S.Å. ) , Ltd.,
Shipping Newspapers (VfC), Ltd.,
Sid.d.ons Industries, Ltd..,
Sinpsot Pope lloldings, Ltd.,
S¡oith (Henry B.) Ltd.,
South Áustralian Brewíng Co. Ltd..
South l¡,ustralian Portland. Cenent.
$ted.nan (.la^nes), itd.,
Stirling Henry, Ltd.,
Supertex Industries, Ltd-.,
Sutex Industries, l,td.. ,
Swan Brener¡', Co. Ltcl.,
Swan Portland. Cenent. Ltr}..
Syme (Oavid) and Co., f,t¿. ,

Tasnanian Board. Itill-s, I,td. ,
Taubnans Tndustries. l,td...
Thomas ('¡1.) an¿ Co., (v¡.¿.) it¿.
Thonpsons (üestlenaine), Ltd.,
Tooheys, I*d.,
Tooth and vo., Ltd.,
Tulloch, Ltd.
flrner Industries, Itd.,
Tweedsid.e i'lanufacturing Co. Ltd.,

79
1810

157
0

167
231

24
96

245
521
567

1 188
tog
785
lr26
499
561

2989
26A

1A3g

( I gre)

(tgsz)

192.

1+79
3620

16323
2726
2932

8723

8526
187

446
28324

69
ß7

8966

16W

126e
2128

528
4494

n2
335
183

45
42
42
42
15
21

28
33
2
3B
24
24
26
53

¿

42

( r go¡)

7299
1412

91
229

2577
8594
784

9234
2445
3573

589
1035
1561

1O192
1479
581B

1283
6272
2258
25AO

1 2868
50380

1675
2050

275u966)

631
2037
855 ( 1955)
691

7544
8361

501
22t (rgï)
154 ( 1951)

Union Carbid.e l¡,ustralia, l,td.. r 51O

Va1ley llorsted- l{'ilts, T,td". , 737

287
354
222
922 (1951)

430
122
113

2+3923 5161
a.araaaa.a aaaaa .a.aa araaa

See .ê.pperrdix TabLe C.1. ¿lbove.
Ïlhere 1950 figures are not available the ba"se year
used. is ind.icated. in the brackets. 

-

Ïlhere 1967 figures are not available the end year
i-s indícated in the brackets.

Nqlee;
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LASt
9Hptitl'q
Year

-bdqÊ-!-r¿
üqg-ç*!re.

*d3.1!-illjÃ*T$-t"r j._Ð¿

-€**!)_¡-s-çsql+tt1àe-4:-Eæ.

{rgpg*o*{*C-o¡3pAn}-æ_s
(

)

A

27

0peninE
ffi-[õro)

(€,,000)

¿¿l
958

(r

( r g¡r)
(rg¡l )

r-cJs.ile
i glss(c /
Tã'ooo)

t95t

t953
ÃÊ.

1954 24
-1 Q

to
23

1955 26
¿¿
47t)
40IU

1956 22

ltE

14

3a
40
¿+

B

t957 ¿+
¿l
+Õ
26

1 958 )b
10
11
lC)

1959 /1
26
53
1q

+1

1960 t)
19
14
+
39
30
39
19
)

70

t96t ¿t
10

23
55

19
41
20
,i0

Coo--ec tlothing, Ltd.., 195
Olynpic ilyre a,id" Rubber Co.r 1j6Z

Corlr¡onr¡realth Cèrainics, Ltd.,
l{urdochrs, Ltd-."

B-'rlington Mills (¿ust),Pt .
P::csid.ent Consolid.ated., Ltd..,
Procfwood." Ltd.,
Yoffa Hosiery and. Knitting
l'filis, Ltcl.,

Carreras , Trtd.. ,
GeartfuL "- 0rRiord-an, Ltd..,
I,io:rtson and Baarby, Ltd,,
Trojan, j,'cd, ,

K:raft Hoid.ings, Ltcl.,
l:rstrc llosiery, Ltd.,
l,lasonitc Hold.ings , l,td.. ,
l.{orits }ock and- Engineering
Co., Ltd.,
lrufood- c"¡f "&ustralia, Lto. ,

C "C. i.rrgi:rccring Ind.u-stries .
Goodwin (1.¡. ) . lt¿. ,
Indus tr:!-aI Stecl-s , l,td, ,
I(anCe Kitehenr,iare, Pt¡r, Ltd..,
Paul-s" ltd.".
Perry (g) aira Co.. Ltd.. ,
Peters - lirctie Delicacy, Co"
Foole ¿rnd" steel-, Ltd..,
Stand-ard. Poriland. Cement.Co.
Streets Ïcc Crean, Ltd,.,

California Productions, ltd..
Con-r,ronweatih Fertilisers and.
uheml_cals . Ltd. .
Lincol-n miffu (iust) , l-,td.,
Qucensland" Srern¡ers, lrtd.. ,

zzltg>o)
e5d 1 e5o)

360
4564

9
157 (

515
331

1e57)
(tgst)

ÌIollins I'iilf of .åust., Ltd.. , 3O9
K" L, Tractors, Ltd., 141
ia"¡tcn (J.1+. ) and. S ons, Ltd.. . 2+1
R.iverhart, Irtd" , 135

Äusira-l-ian l{nitting Þfills, .
Brose V¿:l-¡es , ltd-.,
Eustcn r,rad Co., (Aust) .Ltd.
Howarcl Jiuto-Cuiti.;'ators, Ltd.

758
.. fr7
32:+.
,i31

311
411
191
170
BB7
11+
3o9
107
593

959
127
405
699

oto
342
373
177
42

169
317

(
(
(
(

1g5t;
1q5l
1951,
1954

(tg>>)
(t g>>)
(rg¡r)
(tgsç)

( r g¡n)

)
)

Elcctric :ntrol and. Engincering
l,td ", 217
GeneraL Rubber Ccr., Ltd"., 223
llad"fields Steel iJorks, Ltd. 218
Mc\Tiven (n ".i " ) ItrAtt* tries , Ltd . 21 1

Starlceys, itd., , 48
Syclney Cotton l'{i11s, Ltd.. , 150
Tip Top PainÌ;s (tust),ltd: lz}

95
95

1)
2)

1701
es (1e51 )

111

132

756
177
319
1o+ (tg>t)

2217 (1952)
740
548

l)öo
7e2(1e56)
155

15$(1e57)
463
564ue57)
145

t)¿

6902
914

38n

1800
+66

+445
1776
+536

958
5149

403
5008

1957
1958

1953
1958

(
(

)
)

( r çig)

567
260

1 (
(

(
(
(

(
(

)
)
)

)
)

(
(
(
(

1951
1952
1951
1952

965
+o45

5re
207
1465

118
a/o
152

1+o3
1432

e5B)
s5e)
e5e)
esel
959)

)
)
)
)

1

1

1

1

1

1

1

681 (tg¡z)

177 (1s52) 26(1s60)

(ls¡r ) 959
959

1959

1g6a
1960
1 960

2223
95'5

',655

ì
)
)

Britj-sir Stand.ard Ï,'ibchinery. 4O1
Edgell (tior¿on) and Sons. 610
Iiod.kinson (i¡i.:1.) anu C o. 116 (1952)
Rosc- a -Prescrvíng and. itfg.Co,1162

1%2
1%1
ryor
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t%l

t%4

InùlLs_!ry
Code No,

24
21

14

1B
26
z7

3
34

(")

APPI'NDTX TÁ3ü' 0.2
(Continued )

NeIqe .. o{_Cgëpq.nleg-

194.

zge(tgøz)

3255
2042

629
842
714

21452
1171

0penins ,-,, Closins
Fi-ï?îõro1to/ ffil(äf-G6õõf Gõoo)

Australian Sil:rilit, l,td.,
Ducon ïndustries ltd-.
(For-crty Ducon Cond.ensers .
Gonian (¿) and Co., Ltd.,

)

357

225
7e9

251
460
637
5a5

321 (rglr)
485

378

454

sor (l ge+)
1626(196/',)

146A

3altic Simplex I'{achinery.Co.
Bruce Pie Tndustries, J,td.¡
La Mod.e Holclíngs, Ltd.,
Read.y $:xed. Üoncrete, l"/td.,
SwaLlow and. Åriell, Ltd..,

Bauxite ïnvestnents, Ltd..,
Love (clifford) and-Co. Lld.
Sonnerd.ale Richard.son David
Sroi'¡n, Ltd, ,
Tiallaroo - Mount Lyell
Fcrtilisers, T,td.,

963
961
965
963
Yo)671

(r
(t
(t
(r
(r

1965

1966

1967

o

35
17

10

17
6

27 Castleuaine Ïloollen Co. 239
24 Dickie (9.r. ) , r,t¿. , 456
B Glazebrooks Pai¡rt and. Chenica]'s{2l

18 Hoad.leyrs ilo1d.i"ngs, Lrtd., 257

(")

Perry Engineering, Co.Ltd-. 528
Sulphatcs, Ltd., t19 (1951)

943

æ28
552

190
1221

671
1539

1s65)
1965)

1966
1966
1966
1966

(
(

(
(
(
(

)
)
)
)

NOÎES: (")
(¡)

gss Lppendix Table C.1. Above.
Where Opening sizes are not avai-lable
the base year used is ind.icated. in the bracket.
lÍhere closing sizes are not available the end.
year is ind"icated. in the brackets.



0bcr¡.tinbæ
First

x950

1951

1952

î953

1954

1955

1956

I 958

(")
rndw-!-{I
egdç--&,.

17
29
21

27
19
10
58
40

52 Hansen Consolidated
Industries Ltd.,

21 Jorgensen Brothers Ltd,.

aPPENDIN rÁ.BiJ!:J.3

45'Shgrt-Livedt Firus .

Nane of Conpanies

Cottees Ltd.
Newcastle 1¡Iool Processing
Co. Ltd.,

Ad.elaide Chenical and
Ferti-lisers Co. Ltd. lhe
Harvey (oanief) Holdings
ï,td..
Mobile Industrial
Equipment, Ltd.
Petroleun and. Chenrieal
Corporation (Aust.) Ltd,Ð-tbsslyn Hosiery Hold.ings
Ltd.,

Richard.son Hold.ing l,td.,

.$..8.ï. Ltd ,
Agco Ltd.
Australian t^Ioo11en

Mills Ltd.
Donson Prod.ucts Ltd..

Engíneering Ltd..

Australian E lectric
Co. l,td".
litan Televísion Ltd..

Fler Co. Ltd..
r,ove (tl.g. ) Industries
l,td..
Olins Industries Ltd.

Bayview Ltd..
Concrete Enterprises
Ilolding ï,td.

Openine Closins Size

-W) ïõ'r*ñ-Yq+r)
(f' 'ooo) (Ê'ooo)

252(19r1)
ss(tg>t)

195.

426
10¿,

3A29
2010

225
69

219
786
410

126
-618

5O8/t
329

210
120+
748

1957
1954

)
)

)
)

)
)

)

)
)

ì
)

(
(

irutonotÍve Conponents Ltd.. 647
Bayley (J) an¿-Sons.T,td . 552
Burley ïndustries l,td.. 210
Consolidated Clothing. 1O4
tullen Srothers ltd. 118
l,anes .Hold.ings Ltd.., 246
lfenz (tr{ ) an¿ Co.],td. 243
Passiona Sottling Co.
(syaney) r,ta.
Peterson (1,t./r. ) i,t¿.
Reliance Indristries

1952
1952
1952
1954
1952
1954
1952

102(1951)
5t'4ue57)

1964
1966
1 958
1958
1 958
19æ
1962

(
(

1 958
1g6e

1959
1964

1 959
1966
1959

1B

7

23

10

1B

1B

6

26

14

¿¿
31
27

31
22

52
35

Australia Ltd. 56
Vicars (.fon") and. Co .Ltð..2275

358(1951)

190

756

275(1954)

17o(19i8)

1749ue55)

254?s55)

87 Usi5)

5216
205

2921
196(1e56)

168
3441

2s1 5 ( 1s66)

18j1?e57)

21si4.(1e65)

ztsUgse)

11s5us66)

2575(195s)

zl4Ugat)

32JusØ)

(tg>+)
(tgsz)

(
(

AA

28

(
(

962
956

)
)

5558(1s64)
21o(1e5e)

¿

31
20

43

22

21

Ellis and Clark Hold,Íngs
l,td. 156
Gippsland. Cenentrl,td. 553
Grafton Brewi-ng Co.l,td.. 981
Hase¡rer Crane and.

(
(
(

1956
1957
1916

)
)
)

)

(
(
(

)

)

)
)

Paper and. Board. Industries
Ltd. 302(1956)

715u956

go(l g¡a)
B6

1s4(1960)

1447(1960)
151 (195e)

1135

455?s60)

382(1965)

1106(1961)

5s7us65)

148
122

1886
557

1962
1957

1961
1960

(
(

(
(

)
)6,

5 3750(1s65)

4,55u960)

1959
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(Continued )

- Jårs.!, ' ^;; : -InÈUËlSL ì[ane__qf_]ior,1laa-i-'-ejl-0peratÍng Cod.e No_.(a/
0neninq.4\

Size \D/
@oo)

ClosineSize
@ããããT;")
(e 'ooo)

zfi(1e6j)
160(1961)
461 (1 s62)

4Bo ( 1eØj

6740s64)

6e5(1961)

üz(1s6i)

Yeqg

1{trg

1960

1952

1963

20

40
45
31

Cranvel Holdings
Ltd. 203
Ecks Hold.j-ngs Ltd. 160
Rubbertex Industries Ltd. 529
ïlatson and Crene Hold.ings
Ltd.

1(
(
(

960
961
9@

)
)
)1

40
38

Mareha¡rt and. Co. Ltd,.
Snalls Chocolate lloldings
Ltd..

421 (1960)

1?B(1961)

685(1961)

176(1e$)45 Merco Hold:ings Ltd.

6

$9!E' (u)
(¡)

Tntrade Chenicals
Holdings l,td. 219U964) zoz(1s6i)

See .fi.ppend.ix Table C.1. Above.
Where 0perrlng sizes 4re not availabe
the base year is ind.icated.*in the brachets.



Lqduqtn¡"
-to3ç-Jq.

3B

21

35

17

21

30

48
17

19

22

19
3B
27
17

2

B

27
31

35
49

14
51

0oenrns
ffi;]S)
ffioo)

197.

1 087

1839

1 860

i,PPr,l{DiX TrrBlU D.4

143 rlfewlv-enteredt Firns
F+rçl

-- Oþb$itils
lCAr.

1 950

1951

Ìl-ame of Conpanics
rF---\a/

ClosinEffiz)
(e 'ooo)

Big Si"ster Foods
Itd.
Braenar Ind.ustries
Itrl.
Che,rlick (i,¡:-f i:-an)
Ltd..
Consol-id.atcd ï,Ietal
Products Ltd. 660
Draffin Everhot Ltd. 112
Ford. Sherington
Hold.ings Ltd. 306
Hearn Ind.ustries Ltd. 167
Hend"erson I s Indus tries

)( c

372(1si1)

24+(1951)

61s(1956)

(
(
1952
1951

?gta)
(tgrz)

2+¿ r

724

1773
1704

1053
149

)
)

821
717

3015

8791

5235
1453
6211

425
2227

361
1111

1w(1s66)

4628

Ltd. 675u952)
Indus trial Enginecring
Ltd. 571(1951)
Intörnational Res is tance
Holdings T,td.. lU?gll)
Jaqucs Brothers T,td.. $7(951)
l,{acnobertson (Áust) lt¿ . 3gg4(19j1)
l'{arco Producti-ons l,td. 2gO?951)
I'{cKay (Ralptt) lta. tn?g¡l)
Newcastle Lime and.
Cenent Co. Ltd.
Ni.le Textiles Ltd.
Palner (P.¡.) Hor¿::res
I +.¡!UUo ¡
Phillips (ço¿rrey)
Hold.ings L,td..
Publishers Hold.ings
l,td.
S¡rnonds (Ratpir) lt¿.

Broli-te Industries l,td..
Casbcn Productions Ltd.
Dickson Priner
(Consoliclate¿) Itd..
Field.er (Geo.) ahd Co.
Hard.ie (Jaues) .A.sbestos
ttd.
International Foott'¡car
Industrics Ltd...
ferr (F.G.) and'Cs. Ltd.
Marrickville Holdings
l,td.. "
Ror.re (tt) ana Co. (¿ust.)
f IJ
! L(I.

Sacl<ville (.roiln) an¿
Sons Ltd.,
Speedo lïold:ings Ltd..
linber Holdings Ltd".
TÍnber Holdings
(lasnania) ita.
TonLinson Steel Ltd.

Ai.¡s tralisn I{otor
Industries l,td..
Bunning Ti-nber
Hold.ings Ltd".
Ca^upbell Brothers Ltd.

59
518

(rs¡r )
(tgçz)27

2'.7

56

A'Li¿

4B

tt6(tgsz)

1s74(1s52)

220(1952)
2t'0s51)

+ag(tgsz)
6Ð(1e52)

567
3t=(tgçz)

2786(1952)

148(1e55)
eg(tgrz)

zi67(1956)

671

14ú
212

2927
3449

16j81
50

22

27

26
44
AALTLI

14

16

4/,

9

+26
211
207

231

426

(tg¡z)
(tg>z)
(tgtz)

1 0598

1920

19O2
1292
2+64

(
(

)
)

27s6(1gfi)

1216(1956)
150(1e55)

1952
19r2

t7B
1176

4917

2e37
+75

1952



1 98.

$#
0perating
Year

1952

1953

195t+

1955

1956

Jëdg$1g., Naqe--gf-0-oin@n¿eÊ- oÆs+n€ -ÇJ-çåæ
Cod.e No. (a) Ëi_z-e(b) Ëèz-e---( !9e7-)ffio) -fl'oõõ'-

146
614
133
175
+¿o

i,PgqNlIå-TJ.\3-LE 0.4
(Continued )

Conquip Ltd"
I4inster ltd..
Napier Brothers Ltd.
Rundles Hold.ings itd.
Softwood F{oldings Ltd..

Flexd.rive ïnd.ustries
Ltd.
l.tarfleet and lleight l,td..
Ol¡mpic Cons olid.ated.
Industries Ltd,"
Stanger and. Co"Ltd.
loppa I{olùings ltd.

.Australian Chenical
Holdings l,td".
Bund.eng Ltd.
Gadsdcn (J) ¿ustral-ia
ttd"
t{od,el Dairy ïndustries
Ltd.

Berurett and. Ïioocl Ltd..
Davi-es Brothers Ltd..
Davis Gelatine
Consoli-d,ated Ltd.
trbigrite Ltd.
Hassey - Ferguson
Hold.ines (¿ust) lt¿.
l,lorria (Pirilip) (trirs t)
Ltd."
Old"ing Equipnont Ltd.
Rottrnans of Pa1l llal-l
(/,,.ustraha) Ltd.
Sargeants Engineering
Ltd..-l{ilson, Hart and. Co.Ltd.'

Sruck l,Iills (¿ust) lt¿,
Cons olid.ate,l .¿tuto Parts
Co, T,td..
Crod.a Fed.eral Chcnicals
Ltd . (Forncrley Federal

Austral" Bakeries
Holdings Ltd.
Cleek Heaton Ltd,
Crest K.nit Industries
ttd..
E.M.I. (trust) i,ta.
Hi1ler (E:rrest)
Holùings ltd-.
Monbulk Preserves Ltd..
Plainar Ltd.
United. Australian
Ind.i.¡stries LtC.

(")

19
25
14
27
Itl-r_f

16s(1s54)
212(1s54)

1955
1953
1956
1916
1953

1s56)
1957
195+)

618
4601

577
24

5080

995
1174

26204
/',14

20

19
45

21

)v

6

14
+t

39

31

17
42
41

9OB2
202
419

(
(
( 18¿,:(1s66)

21 Newton Mclaren Investrlents
l,td"" 267
II.K.S, Hold:ings Ltd.. 2A81

1315(1s55)
1s1 (1e54)

2e72(1955)

421(1s55)

899.
696

5329
556

10050

1839
589

3337

746

307

210M
5112
7717
1175

11794

2923

799
M51

2035
1579

5794
1840

11396

1673
655

364s
129

1e55)
1955)

1956
1956

1956
1956

(
(

(
(

(
(

1s56)
1956)

)
)21

1B

36

tt
36

14

^ì.i+

24
17

10

1 5%
434

8102( 1956)

)
)

,541956)

461 (1956)
3wue56)

2009

374

147?s57)

(tgst)
(rgæ)
(tgrz)
?gn)

(
(

42
22
42
22

74

23
26

40

Chen:icals FIold.ings J,td..
Fajrfax (.lot n) Ltd . Ba43
Ferlerated Indr¡stries ttd 2119
Quecnslemd Press l,td. 2759
\rrec Ind.ustrics Ltd. 341

470
sn(gça)

562(1eß)
2210(1 958)

1924
6262

1726
484021

27
239
471
322

958
958
960

6A1
65a
916

)
)
)

(r
(t
(t

1957

7
7

115(19æ) 760



e¿-æ1.

"9pc¡e!ås
Year

1958

t959

1960

t96t

Indusf,¿v i{ane of Comnanies
c"d" N".(ar*--

40
35

Cohn Brothers l,td.
Billespie Brothers
Hold1ngs Ltd.
Harvest Food.s Ltd".
Tarax Drinks Holùings
Ltd.

Ali'Ei_{!$ __T4¡ Llt-_ ÐJ

(Continued )

Ird¿rms (¡ier¡ert) Hold"ings
ltd.
Australian Gypsun
Industries l,td..
Consolid.e"tcd. Quarries T,td..
Country CIub Holdings Ltd.
Don Ind.ustries Ltd..
Gibson Kelite Industries
Itd".
Iieela Äustralia Ltd..
Hestia Co. l,id.. The
Jord.on Cher,:ica1s l,td..
Norbloc Ltcl,
Pioneer Sugar Mil1s Ltd..
Prasby Insud.tries Ltð.
Quei;nsland Unitec', Food.s
Ltd.
Yatos (Herbcrt) Hold.ings
Ltd .

0penine Closinssi";G'I ffi,ã-ffqez)F'ooo) Frc-ocl*'
fi3(1e5e) 1io6

2345

37o

874

295
159+
3421

13022

1956

199.

1,r561

801

6096
2811

353
529

175
1057
+260

2V63
775

(")

1261
o¿t

5618
663
287
429

645
578
175
166
158

5032
117

1962
1962
1962

196
1962
1961
1961
1961
1961
1961

(
(

960
960

27
52

4

26
6

5

1B

34

3

+1
40

7

27
52

6

ffig(tgao)

Bisley Clothins Ltd. t+f(lgOo)
Cl.arke Brothers
I{cldings l,td". 16l?gøO)
Eureircr Terra Cotta and-
Tilo Co. of Àustralia Ltd. 255(1961)
Osti Holilings Ltd. 5O1 ( 1960)
Petrochenical Holdings LtdS 496(1961)
Pioneer Concrete Services
l,tcl. 2958(1961 )
Shearer (.ronn) and. Sons
(norûings) rta. 1254(1960)

950(1961 ) 2617

(
(
(

)

21

27
E

3
l¡1
24,

39

29

10
55
1B
+

14

)l

tq

+¿+

¿¿
1B

3A

.A,nalganated Chenicals Ltd. 2456
Sarnes lfilLing Ltd-. 669(lgAZ
Bowra HoJ.d"ings Ltc1. 124?961
Evans Brothcrs Hold-ings
l,rd. 558(1963
Hall (Geo,) and Sons Ltd.. 487?963
Harria Ho1d.ings l,td. 392(1962
luice (K.C.) Group Industries
l,td. 21,77?962
L,ysaght (.roirn) åustralia
rtd. 275æu962
Nairn (i¡icnaer) and Co.

2710(1961l)

soT(1961 )

1!rO3
1 187
47O
570
211

8977
147

624
515

+5U
952

1 500

l
)

5585

528

7964(1s66)
9'U,

501

835
Ir ¿ti

5X4

3716

35115

2021

40
/A¿t+
-ttr
t)

4e
40

9
21

)
)
)

)

)

liustralia Ltc1. 1910
North r{ustral ian Rubbqr
ilil"ls Ltd. 563
S. .4.. Plywood Holdings Ltd.. 4O7
Schwcp;oes (aust) lt*, !,295
Sire¿Llex LtC. 1016
Vulcan Inclustries Ltd-. 674

Âte1 Ltd.
Camelec l,tC.
n-uhanberlain Holdings Ltd..
Olarks Shoes /iustralia
Ltd,
Kolotex }Ioldings Ltd.

1 962
1963
1962
1963
1963

219
374

1fit (19Ø)

716
2+s(1s65)

1962

26



First
9ps{e!¿rs
Year
1962

t963

t964

t%5

1966

ÁPgEi{}ffi. _TI3IE _ p,_4

(Continued )

InÈqå ts, &qe. Æ-åeirueé.
Cod.e No. (a/

40 Shelleys Drinks Ltd..
27 Stafford - ällinson

Consolid.a'ced. Ltd..
41 Tfeston (ceoree) Foods

Ltd.,

Openins
ffi'ablr
@oo)

661 (1e64)

418(1964)

186fi(1s65)

200.

Closine
ffi*fiqazf ")rc'õ*'

1163

446

20367

1B

5o

1'
17

¿

2

20
17
29

27

1tr

42

,15

23

27

23
39

3B

Coruror $hea i{oldings
Ltd..
l{arlow (.rutir.rs ) nor¡fucs
l,td..
Sher Tools ,frustralia Ltd.
ïíibroc Tnd.ustries Ltd..

Associatecl Portland.
Cenent Llanufacturers
.&ustralia l,td..
/urstralian and. Kand.os
Cenent Hold.ings Ltd..
Davleco Tnd.r¡stries itd.
Dawson (¿.,r.) lt¿.
Dixon (Donaf¿) lndustries
Ltd.
Hilton Brothers Holdings
.Ltd..
-Iiuckson Industries Lto..
Northern Star Ho1díngs
I l^ì! uu.
Nuttalf Holùings Ltd.

.A.dela;ide a¡.d. Wallaroo
Fertilizers Ltd.
Squires (.entirony)
Holdings Ltd.
Textil-e Hold:ings Ltd.
tdhippy(llr. ) nor¿ings Ltd.

651(1964) 1zs2

eØu
5ee(
271 (1

10110

14714
$+(gøa)
330

757 ue65)

+to(tgøn)
Tz(1e65)

6n (w66)
+61(1966)

756
6115
1725

,ToB(1966) 4u7

96tr)
e6+)
s65)

1117
706
368

14e23

16596
+14
591

+o1

1966
1966

(
(

)
)

545
346

1966
1966

670
æ7

123t,
5e56

105
(
(

)
)

l{OTEs. (')
(¡)

(")

J,ea (Damelt) Chocolates
Ltd.. a7s(sat) 47s

See .A.ppend.j:r Table C.1. Above.
l{here opening sizes are not available
the base year is ind.icated. in the brackets.
líhere closing sizes are not avaj.lable the
end. year is ind.icated in tþ brackets.
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Appendix Tá.b1e 0.5

Net 4€sets Siøe ClassjJic+tion

Size Groups Net "A.ssets
(etooo)

1

2

3

J,Þ

5

6

7

I
9

10

11

12

13

o-¿+9

50-99

1oo-1 99

2au399

wrJ-.799

$Oc-t 1599

116û-31199

3r2M1399
6r¿po-t 21799

12rBW2gr5gg
2ir6ob511199

5l rzov1o2r399
1O2'4OO and. over
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ÁPPENÐIX E : ACCOIII\TITI{G DÀTA

The following balance-sheet itens are used in the thesis.

They are consolid.ated. figures and, expressed- in terms of .€4.

I¡*aEllities

tCapital-t: includ.es al.l t¡4pes of shares issued (ounulative,

participating, etc.). It includ.es issues to enployees, the

proceed.s of share issues sti1l awaiting allotnent at the

accounting d-ate, and. íssues nad.e to acqui-re other conpanies.

rReserr¡esr: includes all t¡lpes of reserves - capital, revenue

and. contingency provísions - but exoluðes revah:ation and.

depreoiation reserves (in case gross fixed. assets are presented

ín balance-sheets).

tDepreciation provisiont is the current provision and. is taken

fron the profit and loss account.

tCurrent liabilitiest: include unsecured" bank overdrafts for

terns of less than 12 months, trad.e cred.itors, bi11s payable,

accrued. liabilities for ï\Iagesr interestr rates êtc., loans

rnaturing within 12 rironttrso provision for taxationr dividend.s

pa¡rable, and. d.eferred. revenue.

Âssets

rTotal er:ployed. capitalt: includ.es net fixed. assets (after

d.epreciation), stooks, debtors, securities, inter-conpanJr

accounts, intangible assets, and other assets such es

sinking fund.s of various t¡4pes.

tFj-xed. assetst: incl.ud.e land-o build.ings, plant and. nrachj-rlolf,r

In cases rdrere gross fixed- assets are presented on balance streetst

d.epreciation reserves have been deducted. 'co give the net figure.

The following prrofit and. loss account itens are used ín the study.

They are also consolid.ated" figures expressed, in terms of €4.



2O3.

tNet profitt is operating profit less taxation (tax paid),

d.epreciation provision, interest pa¡rments, d.irectorst fees

and. interest of outside sharehold.ers. It includ.es income

fncn ínvestnents.

rÏax paid.r: Tlhere tax paid. on ourrent yearf s incone is not

published. tax provj-sion on current yearrs income is used..

rÐivid.end.s paid.r: includ.es d.ivid.ends on ord.inary shares ard-

on all t¡rpes of preference shares.

tlnterest paid.r is interest pa¡rurents presented. in profit and.

loss accounts.

The sizes of our l¡O2 fi::ns are neasured. by tnet capital assetsr

whi-ch are the value of total enployed. capital nínus cument liabilities.



Grovrth Rates o +

,{ppend.ix T

1)Jo-55

able F.1

Stand"ard.
Ðeviation

.l
/o

t Size of Net Assets :

t956-6t
Tndustrial group 1

t etc.

Size-group

No of
Conpaníes

1)jo-67

Average
Grov'rth
Rates

%

aa

aa

15.6
15.2
19.2
14"1

aa

11.2

Stand.ard.
Deviation

%

No of
Conpaníes

Average
Growth
Rates

í1
/o

ltlo of
Conpanies

Average
Grov'rth
Re"tes

70

Standard
Deviation

%

13.3
24.o

ITo of

1962-67

Average
Grorvth
Rates

%

Stand.ard.
Deviation

(r/
/o

1 O-)+9
2 50-99
3 100-t99
)+ 2OO-199
5 )+oo-799
6 Boo-1599
I 1600-3199
B 3200-6399g 6)+00-12799

10 12BOO-25599
11 25600 51199
12 btz-oo-'102399
13 \OU+OO and cver

Total

aa

la

aa

aa

aa

aa

aa

I

I

1

at

0
U

1

5
2
1

o
0
1

0
0
0
0

aa

1

B

,1

o
tt

1

5
2
1

o
U

1

0
0
0
0
o

58.o
22.0
21.8
11.2

aa

aa

9.1
ac

aa

aa

aa

il+.1+ 1

0
U

0
U
7

5
1

U

0
1

0
O

U

01

aa

aa

aa

U

0
0

0

3
1

1

1

1

0
0
0

t¡

aa

Ir

aa

ôr
5.6

13.6
20.3
Z+.9
'1,2
oo

::
12.2

1.32
.52

5.4
8.3

2

9

aa

ot

aa

aa

al

aa

la

la

ll

aa

aa

aa

aa

aÖ

aa

t¡

aa

aa

a?

oa

¡ó
ao

aa

at

aa

at

ta

13.1
22.1
24.6

ra
.O

1 0.oaa

la

aa

aa

al

aa

aa

1 15.1 17.5

l\)
O
+



Ind.ustrial sroup 2
Chemicals

4 n-l.Qtv+/

2 50-99
3 .; 1oo-199
L Daìal_Z oo
+ Lvv )¿//

5 )+OO-799
6 Boo-1599
7 t6oo-3t99
8 3200-6399
9 .6)+00-12799

r 0 12joo-25599
11 z56oo-5j199
12 5t'2oo-t02399
lJ 1O2I+OO ancl over

TotaJ.

aa
7a
).1
at

aa

aa

)a

¡a

ao

aa

0
o
0
7)
1

3
0
2
o
L

2
1

U

o
+1

o
o
0
0
3
1

2
1

3
2
1

1

o
¡+

0
2
2
0
I
2

7

I
2
0
0
CI

U

l+

0
0
U

0
2
õ
L

7
7)
U
2)
0
1

1

91

0
o
1

1

1

7
2

4
1

o
1

1

o
9

1950-67

12.8
18.9

1 B.J+
8.1

17.6
10.4
1t.5

i.o
8.4
Q'

aa
7t).+
9.3

I

U

2
2
0
I
3
3
1

2
0
0
0
0
l+I

1

U

1

5
6
2
2
2
U

1

0
U

9

1950-55

zl'.6
26.8

aa

23.2
23.8
28"9
14.9
15.6

22.O

14.2

26.O
22.1
1B.o
22.2
23.2

aa

5.8

10.2
3.O
ta

¡l

17.5
11 ,5

aa

2.4

t956-6t

aa

aa

10.¿+
25.9
15 "3

aa

11 .6
4.5

15 "+
, r.,.,

1l+.3

aa

18.2
24.1+
28.0
12.2
3.6

11 '4
29.9

17.5
28.7

la

19.3

5.O
aa

19.7

å.e
3"6

'!.t
la

10.9
8.0

14.1

1962-67

aa

aa

ac

aa

l+. /,+

20,5
12.1
1.1
7.7

16.8
10.3
1¿1.8

ta

11 .0

11 .t
13,3
)+.2

23.4

5.9
aa

7.9
6.7

10.3

aa

aa

aa

aa

5.O

15,3
aa

7.6
Ã

aa

ao

aa

aa

aa

aa

5.3
7Z

5.4
21.2

aa

at

la

ao

aa

aa aa
1 14"2

tt

12.2
aa

1/+.1
13.1
11 .4
12.2
13,6

aa

aa

15.8
ao

a

ïnd^ustrial Eroun 3
ïron and steel"etc
, o-,*9
2 Ãc)-qq- )" / /
3 100-199
4 2oo-399
5 '. )+OO-799
6 Boo-1599
7 1600-3199
B 3zoo-6lgg
9 6t"oo-12799

1 0 l2BOO-25599
11 256oo-5tt99
12 5tzoo-102399
13 102400 andover

Total

0
1

o
5
6
¿

2
2
0
0
Î

o
o
o

ta ta

aa

at

1 O.1
12.9
6,9

.B
17.9

aa
tl.I .V
o.4
).Þ
1CI .)
trÃ

aa ao

aa

ao

aa

at

aa

aa

aa

aa a o

aa

oa

aa

at

aa

aa

aa

aa

5.7
aa

aa

aa
1 1

N)()\¡

13.2 1B.B



Ind.ustrial group l+
E1ectrica-L êrur¡

--#

1 0-L9
2 50-99
5 1 00-1 99
4 2oo-199
5 )+oo-799
6 800-1599
7 t6oo-3'199
8 3200-6199
9 64oo-127"

1o 12800-25599
11 z56oo-ftt99
12 512ao4a2199
l3 IOD+AA and over

Total

Ind.ustrial group 5
Textiles, etc.
1 0-49
2 50-99
3 1oo-199
)+ 2OO-199
5 )+oo-v99
6 Boo-1599
7 1600-1199 '

B 3200-6599g 6)+oo-12799
o t28OO-25599
1 25600-51199
2 5t2OO-tO2399
5 yOU+AO and over

TotaL
a

6

0
1

5
7

11

9
6
l+

0
1

0
0
0

\4
N)
Uo\

t

a

1

2

7
9
3
I
1

1

1

0
o
0
0

1

0
U

0
o
2
7)
7

1

0
0
U

21

TJ

o
1

3

3
1

1

0
o
0
U

o
2I

1950-67

aa

at

16.7
^7 Ot)../
15.3
13 J+

ô?/. t
B.g
aa

ao

aa

aa

aa

13.O

14,9
3.6
2.9
6.o
)+.5

7,3
)+.5
6.5
n,.r.'

ra
aa

6.3

.O

aa

aa

5.0
õza.)
I+.6

o
o
1

3

I
I
0
0
0
l)

0
21

1950-55

::
25.1
19.O
21.9
20.1
L.0

16.2

17.7

33,1
b.(

1l+.1
14.3
B.g

13.7
ÕÃ

7.9
6.1
oa

ta

te

aa

aa

aa

ao

7.5
9.o

10.1

tiis
17.1+
6.9

1l+.1
10.1+

.1956-61

19.9
17.7
1 ?-.9
23.5
)+.2
la

al

aa

aa

15.6

aa

3.1
9.1
ÃÊ
).J

7,1
6.3
l+. B
QÔ

al

aa

aa

aa

¡a

aa

ta

aa

aa

aa

aa

ao

ft

aa

oa

aa

0
U
IJ

0
0
¿

3
1

2
2

O

0
4
¿-1

rì

0
)+

7
9
9
o
I

2

1

0
0
0

44

,l.g
7.2
7.3

12rO

1962-67

-.2
3.7

aa

oa

-4.7,"
1.5

-3.5'
3.o.

-2.7
3.8
-.4
3'3
a!

aa

¡a

L'4
5.1
5.0
4.0

.2
aa

aa

aa

a¡

ot

9,6
6.1
7.8
oÃ
8.7
9,6
1 .l+

la

o.)
7,7'
6ú

aa

aa

aa

al

aa

aa

la

aa

aa

ao

al

aa

to

aa

aa

aa

al

aa

aa

ta

aa

aa

aa

ao

lo
aa
oa
)+16

1

I
2

7
9
7

B

1

4
I

1

U

0
0
0

aa

2.7
3.8
4.6
2a).)
l+.3
a,

aa

aa

ta

aa

aa

at

ao

aa

aa

8.1
5,7
6.5
6.8
4.2
6.8
aa

at

aa

ta

aa

1

I
1

1

la

aa

aa

lo

a,

aa

aa

tt

oa

aa

aa

9.6
aa

aa

)+3
(r)

)+3
(r)

12.7 o .Ol+



Ind.ustrial sroup 6

Sg_gtl"
1 0-L9
2 50_99
3 100-t99)+ 2oo-399
5 )+oo-199
6 Boo-1599
7 t6oo-3199
B 3200-6399g 6i+00-12799

r0 12100-25599
11 2J6oo-51199
12 512oo-102399
ú ñ2]+OO anô over

Total

Ind.ustrial grouB 7
-890q-.-etg.1 0-t*9
2 50-99
3 100-1 99
4 2oo-399
5 )+OO-799
6 BOO-1599

7 t6oo-3199
B 3200-6399
9 6t+oo-12199

ro rz8o0-25599
11 25600-51199
12 51200-1 02399
13 1OU+OO and over

Total

i¡

aa

ao

aa

oo

aa

aa

at

al

aa

aa

aa

aa

aa

aa

aa

ta

aa

aa

aa

oa

a

a

2

3
6

1

1

1

0
7)
3
0
o
1

1

o
0
I1

0
1

2
o
L

+
0
n

1

0
1

o
0
111

1\)
C)-{

-3.2
b.l
4.0
?o1../
6,6
aa

2,o

o
0
0
2

1

1
(,

2
B

1

2
1

0
2l+

o
o
1

2
3
B

0
3
3
2
¿
0
0

21+

1950-67

8.8
7.o
la

1Q.7
9.5
.O

a¡

B.g
12.6

or.
/ aLt

aa

aa

12.8
6.0

15.3
12,o
B.h
7,6
7.9
8.6
B.B
aa

aa

9.7

aa

5.3
aa
70

4.1

1950-55

3l+.1
1O.2

aa

15.7
12.o

al

aa

18.8
2l+.6

3.6
aa

2.7
¿¡.. B

1l+.6
14"8
6.1
2"4
\) oZ

3.2

19J6-6t

at

1.4
fÛ.U
la

22.4
12.3

aa

aa

8.1

aa

at

6.o
aa

16.6
1o.6

1962-61

0
t.,

3

oo

a¡

aa

aa

4.1

1

2
o
3
3
0
0
1

1
n
n

0
0

11

0
0
¿l

h
3
l+

2

3
Î

1

1

U

U
97

1

2
0
7

o
0
1

I
0
0
0
0
1

0

l+

4
3
4
2

3
1

2
1

U

0
2l+

at

aa

at

a¡

at

at

1.3
-1.5

aa

aa 1.7
8.4
aa

aa

3.o

¡t

oa

aa

ta

î' oj

19.2

al

o
oÃ

aa

oa

20.)+
5,5

10.3
j6 J+

aa

9.2
Ê, -7

7.1
9.1

al

aa

ta

7,8
1AU ¡L)

b.t)
at

'l .9
2.9
1,9
ÃÃ

-2"1-
/.{J

-15.5
6.7

ta

aa

aa
o

aa

aa

3"7
5,5
)+.2

1.8

at

tl

aa

al

aa

6.2
5,7
7.3
OoZ

1.3
z.)

aa

1.4
aa

la

¡a

1J.B
11.9
12.4
11 .1
10.6
9.4

16.o
6.4
8.7
at

aa

11.1
(r)

aa

1 0.5
at

aa

ao



1

2

3
)+

Ã

b

7
B

9

Tnd.ustrial groull B

Nev¡spapers , qlc.
o-tu9

50-99
loo-199
2oo-399
)+oo-799
800-1 599

t6oo-3199
3200-6399,
6)+oo-12799

r0 t2joo-25599
11 2J6oo-J11))
12 51204402399
13 1A?+OO and ovor

Total

tÀll-industrie s tæ
4 aì-).qtv+/

2 50-993 t00-1 99
4 2oo*399
5 rvOO-799
6 BOO-1599
7 t6oo-3199
B 3200-6,99
9 6¿uOO- 12799

ro t2\oo-25599
11 .256oo'5tt99
12 5tzao402399
13 1OL+OO and over

îota1

aa

aa

aa

aa

aa

aa

aa

aa

tt

aa

aa

aa

1

1

0
2
0
+
1

2

(,

0
rì

0
1

1950-67

812
6.t+
aa

19.5

ú.o
5.5
5.7
aa

aa

aa

al

aa

9.6

10.6
8.2
9.4

10.9
10,2
1O.2
11 .4
8.7

10.9
9.6

12.3
ta

a¡

1 0.1

af

O'

¡a

9.1+

11

I
1

2
0
l+

1

2
0
0
U

0
0
1

23.9
13.7
19.1+
16 .t+
15 .0
15,9
17.1
13.2
14,5
6J+
7.2
0
0

14.8
(z)

1950-55

l+.6
12.3

aa

-5.8

aa

16.3
aa

7.3

af.

al

aa

aa

aa

16.8
9,4

17.8
11.7
12.6
9.6

11 "B
8-g
6"5

2"1

1956-61

' I:u
11.5
2l+.4

L8.7
12.5
8.0
o"

19.O

1B .B
2"3

10.8
9.3

12.5
14.6

a
o

.7

12.5

1

0
1

1

U

1

l+

2
1

0
n
o
o
1

0
1

0
1

U

1

5
Z

1

CI

0
0
1

1962-67

i'.L
aa

.l+
aa

5.5

å',7
9.7
6.6

E,o

2.2
'3.2
1.1

.8
4"lp
l+.5
7"6
þ")
6.o
B.g
9.7
6.7
)+.6

6.2
1.8
¡a

to

aa

.2
9,0Ãô
).L

8"6
QO

7"9
11"9

L- t1

6.0
1 .4-
4.4
aa

2.1
aa

aa

I

16.a
l+. B
8.5

1

aa

oa

oa

aa

aa

ta

aa

aa

aa

aa

aa

aa

aa

aa

at

aa

aa

aa

6.6

6,9
4.t)
7,1
3.9
3.3
1.4
5"O
aa

1 6'7

1

2

1o
14

)+t

16
19

9
Þ

5
1

o
1L$

6.o
7.9

1.2
7"5
8"3

10.0
13.5
7.6

1 O.1

0
2

5
11
15
22
3o
21

19
12

5

3
1

1\6

3
B

15
3t
32
25
10
11

6
2
2
0
0

1tþ

7'7

l+.6
8.0
tJ.)

3
o
O

15
3t
)¿
25
10
11

6
4

2
o
0

1¿ù

9
¿
oU
0
1

1

1

1

,J
.4
I.\)

28

8.L
7.6
Ê. "1

aa
NTo
CO

(r)
(z)

0ne
llì:¡r^

firr¡ is not includ.ed" beca"use its net asset i-nforriration is not available for '195A.
firns are not incluc-led" because their net asset inforr-ra'tj-on is not available for 1950.

Note s:



Appendix Tab1e tr'.2

Qror,rth and. X"cquisitions z 1l+6 Survivine Firns

Growth
Iìate s
ø)

Less than !,0

5.9 - 9.9

(p)
Acquisition
fo of change
in value

(B)
/(ø)-$)%

21"3
12.5

?
l¡{ l¡.1

5.1
5.1
5"2
5"2
5 "4.

23
zlt
23
23

35
4z
23
28
23
2l+

44
29
40
27
26
27
23
il+
27

27
¿(

27
24

5
¿
Ã

5
5
3
5
5
Ã

2

7
3
4
7
5
7
Ã

2
l+

Ã

)+

5
)+

2

lTestern l, ÌTorsted. L
Rocklea Spinning þfil1 L
Ästor Consl1 1.{i11s 1,

Federal lrbôLlen 1{ L
Katanning Flour i,iilIs L
lr.ss Newspap L
trÍasoot U/ttrea¡. X4i11s L
Henry B S¡rith L
lr',Ioo1cord. Fabrícs L
Caesar Sabrics L
C "T .Ir. Holclings L
liangrovite ïnd L
For¡lers Vacola L{fg. Co L
leroy lIf¿; Co L
liaryborough Knitting L
Jantzen (¡i) t
Tvreedside l,{fg Co I
Supertex Incl L
Pelaco L

Yarua Falls L
L¡eviathon L
L.lacquarie 1.',io:'sted.s L
Crystal Clothg L
Stirling Henry Í,

-2,4
-1 .7
- 

',1+-.2
,7

1.2
1.8
2.3
ZaJ.l
3.1+
3.7
l+.0
l¡.1
4.3
¿+.3

l+.5
l+.7
Lr.7
i+"8

)+3o

157
268
818
221

)oÕ)
89

563
11i
5t$

93
198
326
16/
382
239
154
)+99

730

(¡)

(")

(u)

(¡)

272
bJ

221+

7U4
231

4400
116
7Bt+
183
937
t6t
3)44
H+2
323
768
5\4
c-77

1035
1+79

5161
ú06

978
827
589

ao

aa

ta

at

aa

aa

aa
e e2

aa

ac

tt

aa

aa

(e

?

2

1

1

?

1

ee

( )

?

48*
?
r ,*
Þ .¿+

'ffltat
+35
1424
)+26

N)
O\o

i

(e)

I

580
108

,

(r)
Concen-
tration
Groups

(z)
fnd-ustries

ß)
Nar-re of Conpanies

(t.u)

Average
Growth

,:.ate s
(tgso-67)

(¡)
Net

,irssets
0gsa)

(e'ooo)

(6)
Net

Âssets
0g6t)

(e 'ooo)

Q)
liunber

of Cos.
acquired.

(B)
Value of

acquisition
(æ'ooo)

675



(r) (z) (+) $) (8) (g)ß) (6) (z)

5.8
5.9
5.9
tC ¡1
6.6
6.6
6.9
7.o
7.1
7.2
7.2
7.2
7.5
7.5
7.6
7.7
7.7

29
23
26
1+2

26
)+2

7
2l+
23
27
27

a

43
42
¿p
27
38
36
35
26
1)+
23
33
2l+
tO
27
44
h2
37
2g
¿+1

22
31
33
21

5
5
3
5
?

3
2

5
7
7
5
2

3
¿r

7
2
2

5
5
6

5
1

2

3
7
7
z,

1

3
5
À-

3
1

4

Johnson I¡eather Co L
Ballarat ry,iL ïfsd. Co L
Sutex Tnd L
llirror Nelrspapers L
Holeirroof ïnd. L
lir A Nelvspaper L
F.H. Fauld-ing & Co t,
Brad.ford Cot l.{i11 I¡
F&TIndustriesL
George Ïv'erd.rop L
Berlei (uni-tea) r,
Taubnans Tnd L
Tas tsoard. IfiLls L
Shipg NÆap (vic) I
Henry Jones (rxl) r,
Iond.on Stores I¡
Nestle Co (¿) i,
British Tobacco L
TÍ Thons a Co (V¡l) f.,

Beau lfonde (¿) f,
Thonpsons (Castle) f,
qftanð" tr'foIen lrlfg Co L
Tooheys Í.r

Aus Cotton l[fg Co Ir
Cresoo Fertiliz I¡
Fornfit of ¡\ust L
Duncan/s H Í.,

Ships Nþaper (s¿) t
CSRCOL
Ass. Ï.,eather L
'l,Yhite Crow ï¡
Enai-L I¡
R B Davies Tncl L
Cascacle Bre"rery Co L
Internat Prod.ucts L

1284
2t+B

56t
1773

'blïr¿
1O21
l+232
9BBZ
222

1125
2033
Øt

96
5007
593

(")

3121
J80

1561
)+385

J004
t+494
2211+

12262
29917

528
,t$
6272
1283

229
16971
1770

11751
6sgos

2258
761

25OO

1ö/
12868

157
3776

503
1117

9t
11¿+933

373t
335

t6623
t96t
26t+o
t695

J

379',

126

a
20.5'

12.61

aa

oo

e

oa

1

5
ta

aa

2

1

2

aa

aa

?
aa

oa

+

e

776
3298

?
190

I

?

9.7,
16.5-

?

29.1

?

7.8
7.8
8.1
8.1
8.2
8.3
8.3
8.6
8.7
8.9
8.9
9.1
9.2
9.3
9.3
9.5
9.5
9.5

35zt*
1BI$6

855
26t+
697

75

1
I

176
ta

at

2 ¿Èo1 22,2

?
o( c 4o

)

'?*t'>
985
135
358
24

27t456
1262
122

1919

f'Iø>
305

4
¿

lB0',
I

l+.7'
al

aa

aa

ta

at

N)
?

1

2
3
2
1

)+2997
?
?
?
179
165

9o

l+9.2
?
?
?

12.o
9.1
6,5



(r) (z) ß) (+) (¡) (8) (g)(6) (t)

2
7

1

1

4
À
I

1

a

4
3
6
6

¿

¿

7
2)
1

7
5
¿

5
4-
7
-)

5
3
7
6

1

6

5
2
2
I+
2

ù"3

2

33
33
21

77

38
¿9

1B
t4
a7L)
ot.L¿i-

)+5

il4
+2

Ã

1),¿+
26
)+5

)ß
24

2
20
LC
Ê,t

ll+
33
14
zj
3B
l+3

21

39

Ass Pulp F'ap 1..{i1 T,

Swan Portland. Cn'b ,T-,

C/tlenaine Perkins L
lion Brel'ring I-r

lielvinator A L
Tooth & Co L

Cayltcn & United" L
Jar:es Steclr:an L
Tulloch I
Fizzey T'

/.tust Nationel InC. L
ûnkaparinga tilb oilon Co L
Bond- Ind L
Gooclyear Tyre L
Reicl Bros H L
Heral-d- &'ireekly L
.A,us Consol Tnd. L
Hacl<shall t s L
I'restige L
Dunlop J¡¡st L
i]ancocl< ác Çore ï,
Ai:a1. ì¡/ire (¿) I
.,\del. Cent. H L
Idalcoln liloore ïnd. L
DaviCt S¡rne & Co L
Lilathias & Co L
Hadfields (tif) t %l+ L

Slvan Brei¡ery Co L
Brad.ford- KenclaLi L
i,'Iangaratta Iliolen lfills L
A1lens Confec L
r{ustn Pap l,{fg L
A G I{ealg I
Peters rce (t*) L,

{:)

6
6
I
B

9

,)
)
q

9
O

9

)+875
260

2228
140

r 008
ö5b1

2o738
1079

14139
5t6

Ðr9B
3qja

1 3B i,6

l3

( e )10"o - 19"9 a^ Âlvc I

14.3
10,3
10"1¡
10.9
11"1
ll.l

11 "1
11 "3
11.4.
11.4
11.8
11 .9
11 .9
Ào 7I L'J
12"1+
12.9¡.) ÔlL.)

13.2
13,2
13.2
1J "2ÀZ o
l).4

13. )+

13,7
13.7
,Z Cl

1¿r-.0

t6zz1
785
501
B-/o

I 8Br
l.148

1369
u472

1q

3706
11752

385
1)+73
73te
115

2307
387
448

1039
15
91

4B5tt
353:
1'o /i
,)Qz,t

587,,
1591
71,.O8

Ð+21C

W
¡ C()At| . )r,l
7J970
1928
8723

)lÕ6\ts
1 (1b

11072
1v325

2L$O
58t B

())
648

10192
29Ì+3
1268
2334

6TAl
10549

362A

^()^ì

i',a
)ó
^ctr

2

1322
731+1

13
35t6

]+53

105å.
253
BC6

a.a

12'4
0.8

21.4

b.3

¡Ol.)
oQL.l)

25.3

1

?
L

2

1

1

'1

¿

3
4

2

aa

1

al

4

aa

2
1

1

al

+
a

?
D

1

1

?
2

I l+,

U

3

?2

2989 t \
, zt\à)+)\)
ôO-
¿Ql

il'6
Bt69
1)",Å1

À¿Ì.0

N)



9

'132,1+
16.0

2.3

15.1
15.1
15.2
15.3
15.1+
15.6
15 ,B
15.9
15.9
16.1
16.2
16.J
16.J
16.3
16.5

(z)(r )

2

3-l
2.)
3
L

2)
4
1

2

5
3
J+

)+

7
z

4
1

l+

5
l+-

J+

3
3
7-
J
4
5
5
L
)+

1

5
5
)+

3)

Cellulose :\ust Ï.,

Shipg }Tewsper¡.,ez's L
Loth-rue11s Outfitting L
HonvooC- Sagshavr T-,

Goliath C::t H L
H T, Brisbene Ir
Ccurtauld. (¿) I
Nisht/eale SupplY Co I
S A Breiring Co I
Davies Coop & Co L
Ìlilton Cory:or I
Äd.v Nevrspap L
lialJ.eys L
Johns 8c'irãYgood- H I
Gentex L
C,/solid.atec1 Press H L
trheighters I
EZÏndl,
IÏa1ly L
Davison Paints I
rcr(¿¿¡tz) i,
},þttonr s L
S Á. Portlancl Cr:'c Co L
q/Land Cenent Co L
Turner Ind. L
ClyC.e ïnd. Ï.,

Valley lrvors'bed L{ L
l',,IouJ.dãd. Products (¿) r,
Elect Equip of A l,
Siclclons Ind. Ï,
BHPCol,
Repco L
Ton Piper T.,

Electroni-c Ind. L

(+)

14.O
14.3
14.3
1l¡.4
1 lr.5
14.6
14.7
1L,n.9

14.9
15.O

$) (6 ) (z) (8)

43
U2
¿t
1B

2

+
10

6
11

U+
26

+2
21

22
27
l+2

19
13

6
B

15
L

2

3t
19
23
50
22
15
12
17
\1
21

{'lo>
o

,oo

'r}7r")
1)'J+5 ' \

137 \c )

1 1BB
1365
340

I 296
T6
6lg

2q

1tÅ52
))o

5o9o
6l+
Õo

t16zz
7ô'7)Ll
308

7?1ø>
1509
733
6Br
177
205

32178
rBto

179
1069

3522
1u2

587
3125
1j_57
2165
9t6o
754

923)+
11109
35tz

11397
6705
6t+5o

308
13U9

275t+
2+773

676
481

139552
3721 t ^:,Ð,tt5\t )

85z6
2A5O

16968
1687
8619
2\)ìl
2577

389265
28324

2726
1 8805

7r$

?
Lr6l
122

1O21
726
)+3)+

?
15850

387
1+57

15
28o53

525

ì+7

172t+

2t+o5

3t6

2O17
2r+9

2l+71

ro¿+. ./

2-/.o

?

4.7
3.8

10.1
12.2
7.5
?

3.8
21,9
15.5

al¿.v
10.6

30.3

13.3

7.6
g.B

13.9

aa

2
aa

2
aa

aa

aa

la

1

2
I
2
2
1

1

2
7

Î

aa

1

3
2
aa

al

1r
U

aa
7

ao

4
ao

9
2

5

5B

16.6
16.7
17 "O
17.2
17.2
17.3
18 "7
'18 "8
19 "B

rù

N)



(r) (z) ß) ( ¿-) (¡) (B) (s)(6) (z)

&.

6
2
2

3
l+

I+

5
2
2
2

3
2

3
2
2

4
5
3

21

l)+
16
z5

2
6

22
t7
11
11
l+5

39
3

t6
3B
21

35
)+2

Sinpson-Fope H L
Bliss ',ri'eId-ed. Prod. I
ÇLÍHPtyl
Carpet ì'flfg -r,

Norih Aust Cenent L
Union Carbid.e (¿) I
1,[ B John 8: Hattersley L
Borg-l]-arner (¿) r,
.b:pol Petrol l,
Boral L
S Á, Rubber H Ï,
Blue lîeta1 Ind. L
Petersvilfe (¿) I
Conorete Ind. I-.r

Chrysler Aust L
Life Saver" (¿) I
¡,¡'¡arburton lbanki L
Allied. Lfi1s L
llews L

20.8
22.3
22.Ì+
23,1
24.2
26,1
26.7
27.8
28.1
30.1
32.6
37,9
Ip.2
¿+0.6

100.5

zCI.7

20.1
20.2
20.5

52t
20Lts

6l6B

f^2G)
5to
269
735

Tiliï)
167
475
t-,61

357
795
t95

A:'LG)
282

Z=zB1109

859t+
1t;72

99277
z867
1153
8966
56Bt
7Lp3

7A83
38759
7299

21128
ú323
13323
32809
3595
2128

1Ø95
14608

r.=19O57ìtB

(e)

2
1

aa

¿

a)

I
¿r

ta

1

5
ô
L

¿+

B

0
1
2
-)
1

2

7

3l+1O
13392

1 7BO
2113
3606
)+gBz
r+o5o
2054
132

3793-
365t+'

¡=1 868!0

I

1 186

?
1822

1À400
28

20.0 and- over

See Àppendix Table G"2
See Ai:pendix Table C¡1

a 1951 fi-gures
b I 952 figures

1953 fíg.rr.es
d. t954 figures

1955 figures
Colunn (6) : f t965 rigures

I t966 fieures
colunn (7) Tt includ"es aJ.l forns o

ot,rnership of nore than

by a plus sign.

f frç.Se;^o-v*ers, ar:alganations and i:urchase of con
5Oy^"oflXÏl"e voting sharos. rl'lhen tlte ex¿lct ntr.nbe

178.)+
¿.¿

48.9

?

33.7

l+.7
37 "o
2l+.9
1O.2
22.7
38.1+
12.7
60.L+

7.1+
il+"]+.
25.5*

Av.= 11 .5

trol of ad.d.itional assets through obtaining
r of conpanies acquired. is not lm.otlnr, a

I'lote s: coLr.r¿n (t ) z

Colurn (z) z

colunn (5) z

r\)

\r.J

question nark is insertedo
üolt¡':n (B) , ti,:rur1. the inforr:ation concerning vahle of acquísition ís not ave"ilable a question na::k is inserted." -\|hen the value

of acqui.sition is i,nco¡p1ete nainly because of[å.:-scloser1 cash offe::s:lacle'co acqui::cd fj-rrs-bt:e fiSures are suffixed-

gs r-f .\Sources¡' JoljsonrÈ Investnent Dige Bõok of Püb1rc C ustralia and Ncli ?,eal¡Lnd ¡..t95o-t969 ,
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Appqqd-ix Table F.J

I trix : Dist bu of Firus

Closing Síze (1967)

123456189

Total
lh¡nber of
Conparries

10 11 12 13 (tg6l)

1

2

3

h

5

6

7

I
9

1o

11

12

13

oa

aa

aa

ao

aa

aa

aa

aa

aa

aa

aa

aa

aa

1

J+

3

5

2

1

aa

aa

aa

ao

¡a

aa

aa

aa

ta

aa

aa

lt

aa

aa

ao

aa

aa

at

aa

oa

aa

al

at

at

ot

aa

aa

l+

I
15

3z

31

25

10

11

6

2

2

2

aa

aa

aa

aa

aa

ao

aa

la

aa

aa

2

1

aa 3

1

7

1

1

J+

1

.a aa oa aa

aa aa la aa

otr\
c¡\

o
N

.rl
(n

öo
d..'l
c)g
O

ai

oa

at

a¡

aa

aa

ta

ao

aa

2

78 I
aa

2

2

4

1

aa

6

R

11

1

l+

¿+1

aa

aa

aa

aa

aa

aa

al

66
aa

aa

oa

aa

at

aa

la

aa

aa

aa

aa

at

aa

aa

¡a

ao

aa

aa

ta

aa

aa

ta

aa

aa

aa

la

aa

2

at

aa

aa

at

aa

aa

at

aa

aa

aa

lt- 3 .. 2 1

7 .. 11

321
1 1 ..

2

Total
Number of
Companíes

(r g¡o)

3510 16 15272020 157531tÉ



Results of Legressio

No. of
Companíes

Append.i-x [able F.L

Assets Growth on Profitabilitv

Regression of g(1 956-61)
on P(1 950-55)

Regression coefficient : r2
Regression equation : 64 = a + bp/+_r\ +ê

rivhere a and. b are constant terns\" t/
€ the rand.om emor term
g, the grrcwth of net assets (l)
p¡ not profit rate per net asset s (f")

ar2 LU €

Resression of 91,1 %Z-61)
on P(1 gs6-6t)

,2abé.
(r)

rl\lid.òle'

1 smal1 firus
2 med.irxr-size firms
3 large firsrs

Total 1 27 firnrs
(z)

Sing.le-trad.e filrns
1 rMiddler and

I s1or,v-grovring t fi¡ss
2 ,,111 fi:ms

(¡)
Dívgrs.iÊed. finns
1 rMi-d.ùLe I and

I sloru-growing t finrrs
2 All finns

02
02
\2
05

2]+

75
28
27

.027B
87 .00

l+9

59

oU

7

7

a

a

a

)

7.hB
11.18

3.66
15.30

1.1¿l
.23

,33
,38

.0c.

- .87
6.61

)+.82
l+.38

.29

.28

.lt2

.24

.27
,31

.28

.22

1A.t)
.Bz
.146

.13

.39
1.36*

.41 'l

.21

.10

.20

.3o
,31
.16

.16

.26
.0lr-
.01

-2.91t
2.83
3.16
2,16

.66*

.06

.l+9

.22

,)o6+
-.24

.19

.oc

.05

.01.191

t\)

\n
I

20a

ô
'10
.3501 .0J+



No. of
Conpanies

Legres

2

sion of s1n6-6t)
on P(1 95o-i5)

Regression of e1.' 962-67)

" 
ot P(tgse-q)

r-abea, e
indu

nuous

{ Cement, etc.
2 Che¡ricals, etc.
J Ïron and Stee1, etc.
lr- EIe ctrical Engineering
! lextiles, etc.
6 Samills, etc.
J .Tood., tobacco, etc.
B Newspapers

(¡)
ti-on

1 Monopoly and duopoly
2 HÍgh-oligopoly
J l[oclerate-oligopoly
l¡ Lorv-oligopoly
5 Unconcentrated/ô L;onpett-tLve
J High-competitive

(6)

Total t46 finus

.08

.34

.09

.02

.ao2

.0O1
,22
.01

2,87
-2,21+
15.57
3.93

.00.
1.92

18.79
7.71

.)$'z
1.63x
-.5¿+

.20

.11

.07
-1 .OB*
-.11

1 '18
.72
.lþ3
.1+5

.\2
,65
.l+3
.50

a

a

o

000h
o0g
07

6,77
11.59
2.Jl+
6.gg
5.89
5.7O

-2.ú

-.05
-.ú

.bb
-.18
-.63

.39

.J+1

.81
Ê.7

J$
.J2
.l+3
.82
.33

'01.ú
.47
.10

.0O1 5.18 .O5 ,19

s Significantly rl.j-fferent from zero at 1.ess than the Jfo l.eveJ-.
+ Significantly d"ifferent frorn zero at the 1úf Jovel-.

t\)
o\
a

12
27
29
23
3l+

5
16

1ì.+6

10
14
19
12
À4
12
2l+

11

.OOJ 12,78 .15

.\2

.36
,56
.75
.j2
.t$
.31

1

1

,07
.08
.51

.06

.05

.0q

.01

.22

.04

.12

.00
oO.L)

.00J
,03
.02
.52

9.76
5,75

17.08
-51.58

6,Bg
9.76
9.77

31.23

1.37*
.51

-.77
2.o9
-.+3
-.11

.12

1 .16+

'Br+
'01

7,65+
.07
.27
.48

-1,55*

1.95
,66
.36

3,95
,21
.53
,77
.50

3.6t+
9.87

22.72
- r12

13.10
1 2.BB
6.62



at --7
Ll l.

Concentration
Group

Retained Profit as Pro

(r)
Net Retained
Profit
(s'ooo)

Appendix Table F,5

of Net
fir¡ns -

(z)
ïncrease ín
Net Ässets
(s'ooo)

0-6
tíon a

3)
(t)/(z)

Kî
70

38.5O
l+2.3]+
39.18
21.30
h2.o4
38.86

-875.31
37.57

17.16
3l+.89
25.Ut
15.38
19.39
50.86
42.2)+
22.OO

14.39
36.59
1 9.84
27.83
17.3O
31.78
35,17
21+.83

23.31
38.53
29.16
20.O1
21F.33

38.21+
52.89
28.6

6zg763
t$z6zA
1\2420
2571480

1 06lBo
to|,6t
10385

195a51
210937
52980
94ß36
26383
3394
-162

583U9

fia1U+
1 6JBB1

577)r4
112OO9
)'5352

2318
5t6e

7t66t6

10r+570
107&o

31296
50635
tu&+5

)+849

5379
33%B+

1)+6795
185950

l+1t+07

51515
25879
t+o39

il+g3

75096
89321
2o759
20200
11091

1319
11+18

21924L

56656
57183
1U+39
1722/,+

8795
1179
2183

157659

15043
39U-46
62a9

1Ào91
5993
1il+1
1892

8t+215

Éþa:55)a(

1%-61l_L )

All conpanÍ-es

.êJI conpanies

(iii) 1%z4l

Aì.l companies

All

1

2

3
h.

5
6

7

1

2
7
),

5
6

7

1

2

3
4
5
6

7

1

2

3
l+

5
6

7

(

19Lo-6J(av/

s
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