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SUMMARY

This thesis is a study of the growth of the firm in relationship
to the size, profitability, market structures and other economic attributes
of the individual firm. The study is mainly based on an empirical
analysis of 402 selected Australian public companies whose shares were
listed on the Sydney Stock Exchange between 1950 and 1967. The firms
were primarily engaged in various manufacturing activities during this
18 year period. The main sources of data for the study are the individual
accounts obtained from the annual company feports. The growth of the

firms is measured by the increase in net capital assets.

The aim, approach and the scope of the thesis ére presented in
the introductory chapter (Chapter I). The size and business activities
of the 402 firms are first examined in the context of the market structures
in which they primarily cperate. Because these firms are listed public
companies, they are mostly relatively large firms in the total company
population. Despite this, however, we find that their relative position
in each industry varies considerably from being the largest firm to being
one of a number of similarly sized competitors. The market structures in
which the 402 firms operate also vary considerably, from single firm
monopolies downwards, and changes in concentration ratios are observed in

many markets during the 18 years studied.

Having acquired background knowledge of the firms, their
profitability and growth are examined in relation to their absolute size.
Questions are asked whether larger firms grew faster than smaller firms;
and what determined the firms' profitability and growth. The problems of
mergers and entry of new firms into industries, and the association between
profitability and growth of the firms are also examined. In brief we find
that there are wide differences in the rates of profit and growth between
individuel firms and we suggest that this is largely explained by the
differences in management - differences in managerial quality, skill and

motivations. The threads of our thesis concerning the importance of



viii.
managenent in determining the profitability and growth of individual firms

are drawn together in the last chapter where the observations and discoveries

made in previous chapters are presented in an integrated form.
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CHAPTER I
INTRODUCTION

SECTION I: The Problen

The theory of the firm has long been the source of controversy
among economists. This is because, apart from the necessity to construct
a general theory which explains the business behavior of firms of various
types, the analysis of the growth of the firm has an important bearing
upon a number of related branches of economic theory. For example, an
explanation of investment decisions of the firm is required in order to
examine the capital formation processes of both individual industries and
of the economy as a whole; an explanation of changes in investment and
output policy of firms in response to changes in market demand offers an
important guide to policy makers concerned with price and output levels;
examination of factors which determine investment and the introduction of
new technology by firms is also extremely important in explaining the

development and industrialization of an economy.

At the risk of some distortion arising from the brevity of our
treatment we may summarize the development of the theory of the firm as

(1)

follows. Generally speaking, the earliest theery assumed that
competition was perfect and asserted that the object of the firm was to
maximize net revenue under given factor and market prices and production

(2)

technologzy. The theory was later extended by the introduction of
imperfect market conditions and various types of theories of monopolistic
competition and oligopolistic competition were suggested. The
oligopolistic theory, however, led some economists to focus attention on
the 'inter-dependence' of firﬁs and thus to introduce 'indeterminate
factors' into the input, output and investment decisions of a firm.

However, many students considered that these market revisions left the

fundamental weakness of traditional theory unaltered and several attempts

(1) For an extensive review, see R.M. Cyert and J.G. March, A Behavioral
Theory of the Firm (New Jersey: Prentice-Hall, 1963), pp.4-16.

(2) For a precise summary of traditional firm theory, see, for example,
J.M. Henderson and R.E. Quandt, Microeconomic Theory (New York:
McGraw Hill, 1958), Chapter III, and P.A. Samuclson, Foundation of
Economic Analysis (Cambridge, Mass.: Harvard Univ. Press, 1947),
Chapter IV.




have been made to completely re-construct the theory of the firm, One
group of economists re-examined the motivation of the firm.

A, Papandreau, for example, suggests that organizational goals grow out of
motivational interactions among the firms' personnel and that the 'general
preference function' is produced in this way.(l) W.J. Baumol, on the
other hand, suggests that firms try to maximize sales with & secured
minimum profit constraint.(2) Alternatively, H.A. Simon suggests that
firms seek only 'satisfactory profits' evaluated on the basis of

alternative policies of the firm.(3)

A second group of economists suggest that the theory of the firm
is primarily a theory of markets which explains only the general level of
resource allocation by the price system. They stress the importance of
the internal allocation of the firm's resources and the process whereby
its prices and output are set and its investment policy is decided, and
they attempt to construct a new theory of the firm based on the analysis

of the firm's decision-making behavior.(4)

Another method of re-comstructing the theory of the firm has
been suggested by E. Penrose, J. Downie and later by R.L. Marris.(S)
Based essentially on the assumption that the management wishes to maximize
the growth of the firm, these writers attempt to answer the question:
'What limits the size of firms?', and to explain the growth of firms in the

light of differences in decisions made by different managements.

(1) a. Papandreau, 'Some Basic Problems in the Theory of the Firm',
B.F. Haley (ed.) A Survey of Contemporary Economics (Homewood I11.,
R.D. Irwin, 1952), Vol.2, pp.183-219.

(2) w.J. Baumol, Business Behavior, Value and Growth (New York: Harcourt
Brace and World, 1966) revised edition.

(3) H.A.Simon, 'A Behavioral Model of Rational Choice', Quarterly Journal
of Economics, Vol.69, (Feb., 1955) pp.99-118.

(4) See, for example, Cyert and March, op.cit.

(5) E. Penrose, The Theory of the Growth of the Firm (Oxford: Besil
Blackwell, 1958), J. Downie, The Competitive Process (London: Gerald
Duckworth, 1958), and R.L. Marris, The Economic Theory of 'Mecnagerial'
Capitalism', (London: Memillan, 1966).




3.
In our study we are also primarily concerned with the differences
in menagement ~ differences in quality, motivations and attitudes - in
searching for an explanation of the different growth behavior of individual
firms. We begin, however, with a traditional approach end examine the
concept of optimum size of firms and economies of scale - the conceiveble

advantages and disadvantages, if any, of firms being a particular size.

Originally, economists generally used the term 'optimal'! size as
8 synonym for 'least cost' size and, assuming perfect competition, the
'most profitable' size. Thus all profit maximizing firms should grow
until they reach such an 'optimal' size. However profitability - or
profit maximization - may not be the sole motive of businessmen. For
example Penrose and Marris suggest that managements' energies are primarily
directed towards ensuring faster growth of their firms and higher profits

(1)

are aimed at only as a means towards this end. Indeed, if this
argument is accepted in its entirety then the whole concept of 'optimal'
size may be discarded. Thus in order to explain how and why firms reach
a particular size, and how and why firms move contimuously from one size

to enother, attention should be directed not only towards the profit motive

but also towards other conceivable aims which firms may pursue.

Economic theory is a product of the economic enviromment. As
the enviromment changes the theory will be accordingly revised. Thus the
concept of a 'firm' has changed considerably since Marshall's time.(z)
Today we do not refer only to a small firm engaged in mamufacturing &
single product, or a set of closely related products, and selling in a
competitive market. Such firms still exist and their contribution to
market supply is certainly not insignificant in some sectors of
nanufacturing industry but as 'price takers' they have little influence

over their business enviromment. Nowadays we are more interested in the

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

(1) Penrose, op.cit. and Marris, op.cit.

(2) The differences between modern corporations and firms studied in neo-~
classical theory of firms are most extensively discussed by Penrose,
op.cit., Chapter II.



a whole. These large firms do not confine their activities to one
industry or even one economy. Rather, as profitable opportunities arise,
they expand into a number of fields often outside manufacturing altogether
and they build up considerable powers within their markets and even within
the economy. Hence through their large size, both in relative and
absolute terms, they are able to exert considerable influence over their
business environments by manipulating consumers' tastes, the selling
prices of their products and the buying prices of their materials, etc.

In turn, their controlling power allows them to undertake long-run planning
of their future investment. In this context we should note the important
contribution of managers and entrepreneurs. As soon as we deviate from
the neo-classical world of small-sized firms and perfect competition, the
vital role of management and entreprensurs in the business behavior of a

(1)

firm become apparent.

The recognition of the importance of managerial and
entrepreneurial functions in the expansion of firms has led several
economists to attempt to incorporate the contribution of managerial
services into the 'theory of the firm' or the 'theory of the growth of the
firm'. They include Penrose and Marris, Baumol, H. Leibenstein and a
group of organization theorists such as Cyert and March.(z) Our study
is oriented in a similar direction to these writers and we seek an

explanation for the growth behavior of individual firms in differences

(1) Several economists have noted that the importance of entrepreneurial
activities and managerial functions arises when market structure
differs from the perfectly competitive state. 1In monopolistic and
oligopolistic markets the constraints imposed by market forces are
expected to be loose and the scope for managerial choice to be
considerable. See W.J. Baumol "Entrepreneurship in Economic
Theory', and H. Leibenstein, 'Entrepreneurship and Development',
Americen FEconomic Review, Papers and Proceedings, Vol. 58, (May
1968), pp.64-T71, and 72-83, and C. Kaysen, 'The Corporation: How

Much Power? What Scope?’ in E.S. Mason (ed.) 'The Co oration in
Modern Society, (Cambridge, Mass.: Harvard Univ. Press, 19605.

(2) Penrose, op.cit., Marris, op.cit., Baumol,op.cit.,and 'On the Theory
of Expansion of the Firm', American Economic Review, Vol.52, (Dec.
1962) pp.1078-87, Leibenstein,op.cit.,and 'Allocative Efficiency vs.
"X-Efficiency"', American Bconomic Review, Vol.56, (June 1966)
PpP.392-415, Cyert and March, op.cit. and O.E. Williamson, 'Managerial

Discretion and Business Behavior', American Economic Review, Vol.53,
(Dec.1963) pp.1032-57.




between the quality, motivations and attitudes of management. Bowever,
the method of approach to the problem and the focus and the content of our

study are different from those of any previous researchers.

SECTION II: The Approach

We attempt to exemine in the following pages the relationship
between the size, the profitability, and growth of mamufacturing firms in
post-war Australia with special reference to the market structure within
which these firms operate. The growth of firms is examined in its
relationship to the firms' initial sizes (measured by net capital assets),
profitability, the extent of the fluctuations in the rates of profit, and
the firms' monopoly powers. It is essential to analyse the growth and
the profitability of firms in the framework of market structures. The
type of market structpre in which firms are engaged is one of the most
important factors influencing firms' decisions on investment and expansion.
Several writers have studied the conceivable effects of market structure on
an industry's profitability and the variability of profit rate, its rate of

(1)

technical progress, and the growth of production. But much remains to
be done in the application of the knowledge obtained from the study of
industrial organization to the analysis of the growth of firms. By a

careful examination of the impact of industrial concentration on the growth

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

Our study which is based on empirical research will indicate
that there are wide differences between individual firms in growth,
profitability and other aspects of business performance. We will seek
the causes of these observed differences by first examining the
differences in size of firms and secondly the structures of the markets in
which they operate. We will find that these factors appear to provide

only a partial explanation and this indicates the importance of differences

(1) See for example, J.3. Bain, 'Relation of Profit Rate to Industry
Concentration: American Manufacturing, 1936-40', Quarterly Journal
of Economiecs, Vol.65 (Nov. 1951), p.293-324, and E. Mansfield, 'Size
of Firm, Market Structure, and Innovation', Journal of Political
Economy, Vol.71, (Dec. 1963), pp.556-T6.




in managerial quality as a cause of the varying business behavior and

performance of firms.

Concerning managerial and entrepreneurial functions, our
attention will not be confined only to their role in the expansion of
firms per se, but also, or rather in particular, to identifying and
tracing the changing natures and goals of managerial persomnel as their

firms grow larger.

Our basic statistical information is confined to selected
Australian manufacturing industries for the period between 1950 and 1967.
The industries and the period are chosen in order to obtain maximum
comprehensiveness of statistical data. Four hundred and two public
companies listed in the Sydney Stock Exchange in the period were examined.
The quality of the statistics and their sources is described in Appendices

B-E.

Because of the nature of our basic data some of the hypotheses
obtained may be applicable only to the Australian setting in the specific
period considered. Nevertheless we are sure that much else of a more
general nature can be learned from our study and it will serve, at least,
8s a useful aid to the formation of new hypothetical relationships between

empirical observatiors on the size and the growth of firms.

Our analysis and resultsare presented in five chapters. In
Chapter IT we examine the market structure of the selected mamufacturing
industries and the changes in business concentration of these industries in
the period between 1950 and 1967. We then classify the 402 firms in our
sample according to the structure of the market in which they primarily
operate. Next we measure the size of the 402 firms in terms of the value
of net capital assets, and changes in their size distribution within eight
major industrial groups and within the economy as a whole is examined at

three different dates, 1950, 1958 and 1967.

In Chapter III the profitability of the firms is examined in

relation to their size and the degree of business concentration of the



7.
industry in which they operate. The 18 years are divided into three sub-
periods and profitability of the firms is examined not only on the basis
of the annual rate of return on net capital employed but also in terms of
the association between profitability in one sub-period and the next.

The various measures of profitability of firms are discussed in the

Appendix to the chapter.

In Chapter IV we examine the association between the growth of
firms, their size, and market structures and also the relationship between
growth rates in one sub-period and the next. Problems of mergers and
entry of new firms into a market are also discussed in the light of
differences in size, differences in the stages reached in the firms' growth
processes, and the difficulties arising from the expansion of managerial

functions as the firms grow.

In Chapter V, the analysis of profitability and growth is
brought together and the relationship between the two is examined in order

to offer an explanation for the growth of the firms.

In Chapter VI, we tentatively offer a theoretical explanation of
the growth of firms based on the observations and discussions obtained in

the preceding chapters. The role of management is particularly stressed.

SECTION III: _ The Data

A detailed description of the method by which the basic data were
collected, and their nature and coverage is given in Appendices B-E at the
end of the study. But for the convenience of the reader a brief

explanation is given below.

A. Period

The period studied is the 18 financial years from 1950 to 1967.
The period is divided into three sub-periods, 1950-55, 1956-61 and 1962-67
inclusive. The division is based on changes in the general economic
environment in which our firms operate. The years 1950-55 constitute a

period still influenced by the effects of the post World War II expansion



8.
and subject to abnormal fluctuations arising from the Korean War. 1In the
second sub-period the economy resumed what may be termed relatively
'normal' peacetime operation although import restriction measures had
been imposed on mamufacturing products. In early 1960 import licensing
was almost completely removed and the third sub-period witnessed much more

competition from overseas manufacturers.

B. Industries

'109' industries:

Our study of business concentration in Chapter II concerns 109
mamfacturing industries in Australia in 1962. The classification of
these industries is designed to serve best our present purpose and further
explanation may be found in Chapter II below. In terms of numbers
employed the 109 industries represent about 64 per cent of all manufacturing

industries (excluding "heat, light and power') in 1962.

'51' industries:

For the study of growth and profitability of our 402 firms
between 1950 and 1967, we excluded 39 industries from the original total
of 109. Those excluded are industries in which:-

i) no public listed companies operated for more than six years during
the 18 year period studied,
ii) the activities of most of the firms engaged are too widely
diversified for accurate classification of their main activity
(see Appendix D),
iii) either firms do not provide balance sheet data on a consolidated
basis or the reported balance sheet figures are not sufficiently

detailed.

Of the remaining 70 industries 30 are integrated into 11 larger
industrial groups consisting of six groups in each of which two original
industries are integrated, three groups in each of which three original
industries are integrated, one group in which four‘original industries are
integrated and one group in which five original industries are integrated.

The groupings were determined by the fact that the firms involved were



practically all engaged in two or more related fields - for example the
knitted underwear, knitted outerwear and hosiery industries are integrated
into one large industrial group because firms engaged in one of the three

(1)

industries are nearly all engaged in the remaining industries as well.

As a result we are left with 51 newly classified industries in
which to study the profitability and growth of firms. They represent 52

per cent of manufacturing industry in terms of number employed in 1962.

C. The firms

Our study concerns 402 public companies listed in the Sydney
Stock Exchange some time during the period between 1950 and 1967 and their

major activities lie in our '51' industries.

These 402 firms are classified into three categories.
i) 146 'Continuous firms' which operated continuously all through the
18 years studied,

ii) 68 'Discontinued firms' which operated as independent concerns in
1950 but were acquired by other firms (both inside and outside our
sample) sometime before 1967. There are also 45 firms which
entered our sample after 1950 by obtaining public listing in the
Sydney Stock Exchange after that date but which were taken over
before 1967. We may refer to the latter group of firms
independently as 'Short-lived firms' but they are included in the
'Discontinued' group for most purposes.

iii) 143 'Newly entered firms' which were first listed in the Sydney

Stock Exchange after 1950 and were still in operation in 1967.

D. Valuation

Value of assets (total employed capital and net assets) and net

income (before and after tax) are the book values reported in the balance

(1) This does not necessarily mean that all or even the majority of the
producers are manufacturing these three products. There are numbers
of firms other than listed public companies in each of these kmitted
underwear and outerwear, and hosiery industries and they may be
engaged in only one or two of the industries. The same applies, of
course, in our other industrial groups.



10.
sheets of the firms. The accounting date on which the asset values are
based varies from firm to firm. Therefore we have grouped accounting
dates within each financial year so that, for example, when we refer to
1950 we mean the period between 1 July 1949 and 30 June 1950. A1l values
are measured in terms of Australian pounds even after the conversion to

decimal currency in February 1966.



11.
CHAPTER ITI

MARKET STRUCTURE AND SIZE DISTRIBUTION OF THE FIRMS

This chapter is devoted to a description of the nature and
extent of the industrial concentration of Australian manufacturing in the
period benween 1950 and 1967. The study of the growth of firms in the
following chapters draw upon the tentative conclusions reached here. In
section I we examine the extent of business concentration, and its change
during the period considered is examined in section II. In section III
the changing pattern of the size distribution of our selected industrial
firms is analyzed for the same period.

(1)

SECTION I: Business Concentration

Although several pioneer works have established the
existence of a considerable degree of monopoly power in Australia,(z) very
little is known in precise terms about the extent and distinctive
characteristics of concentration of industries in this country. Also much
of the published analysis has now become obsolete. The failure of
industrial census authorities to request information on ownership of
subsidiary companies or to tabulate the market shares of companies is
mainly responsible for the paucity of information in this field. In the
following pages an attempt is made to estimate the degree of concentration
in Australian manufacturing industries. The term 'concentration' nay
refer to market concentration (business concentration) or to the con-

centration of economic power (dominance of large firms in an economy as a

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

(1) This section is largely based on our previously published article,
'An Estimate of the Business Concentration of Australian Manufacturing
Industries'. Economic Record, Vol.44, (March 1968), pp.26-41.

(2) For example, A. Hunter, 'Restricgave Practices and Monopolies in
Australia', Economic Record, Vbl.37,f?1961), pp.25-52; and P.H. Karmel
and M. Brunt, The Structure of the Australian Economy (Melbourne:

F.W. Cheshire, 1963), Pp.48-102. On a related problem, see also

E.L. Wheelwright, Ownership and Control of Australian Companies, 4
Study of 102 of the Largest Public Companies Incorporated in Australia
(Sydney: Law Book 1957), and J. Miskelly and E.L. Wheelwright,
Anatomy of Australian Manufacturing Industry (Sydney: Law Book, 1967).




12.
concentration measured by the degree to which a small number of large
firms dominate an industry (or market). Concentration used in the second

context will be considered in section III.

There are various methods of measuring business concentration in
this general sense. The most popular method is to calculate the proportion
of output or employment (or assets, etc.) accounted for by a fixed number

(1)

of the largest firms. This measure has been used to analyze American
and British data(z) but suitable statistical information is not available
to enable reasonably comprehensive examination of business concentration in
Australia. Another less frequently applied method, and the one used in
the present article, is to estimate the number of the largest firms
required to account for a given proportion of output or employment. A
particular version of this second measure has been employed by M. Brunt

for classifying 142 Australian manufacturing industries in 1957-58 into

(3)

four groups of different concentration ratios. They are:

1 Highly concentrated industries: the largest four firms
accounting for at least 50 per cent of total employment in
each industry.

2 Fairly concentrated industries: the largest eight firms
accounting for at least 50 per cent of total employment in
each industry.

3 Slightly concentrated industries: the largest twenty firms
accounting for at least 50 per cent of total employment in

each industry.

4 Unconcentrated industries.

(1) The methodology of measurement is surveyed in G. Rosenbluth,
'Measures of concentration', in Business Concentration and Price
Policy, National Bureau of Economic Research (Princeton Univ. Press,

1955), pp.57-94.

(2) For example, U.S. National Resources Committee, The Structure of the
American Economy, 1939, Part I, Appendix 7; U.S. Department of
Commerce, Concentration of Industry Report, 1949; H. Leak and
A. Maizels, 'The Structure of British Industry', Journal of the Roval
Statistical Societv, Vol.108, Parts I-II, (1945), pp.142-99; and

R. Evely and I.M.D. Little, Concentration in British Industry
(Cambridge Univ. Press, 1960).

(3) Karmel and Brunt, op.cit., p.78.
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According to Brunt's computation, well over half of these 142
industries (covering 89 per cent of total manufacturing industries in
terms of employment) were identified as 'highly' or 'fairly' concentrated

(1)

industries. It is clear in this approach that the selection of a 50

per cent share of employment as the basis for each concentration category
conceals many examples of monopolistic, duopolistic or strongly oligopolistic
industry structures. This is particularly so in the small Australian
economy where only a limited number of firms may be required to satisfy

the demand of a particular market. Received theory and observations

suggest that there are important differences between the market behavior of
industries which are dominated by one, two, three, four or five companies

(2)

and other industries. Thus it is important, first, to enlarge the
share of the market to be used as the basis of the concentration measure-
ment; and, second, to specify the exact number of firms occupying this
share in each industry. Such a procedure will depict more precisely the

state of concentration not only at the monopolistic end of the spectrum

but also in the moderately concentrated and even unconcentrated industries.

For this purpose a measure which indicates the actual number of
firms required to account for 80 per cent of output or wmemployment is
selected. Such a measure was employed by Rosenbluth to analyse the
business concentration of manufacturing industries in Canada, a country
which appears to have an industrial structure and, a fortiori, many

(3)

business behavior problems similar to those of Australia.

Thus in Table 2.1 business concentration in manufacturing
industries in 1961-62 has been tabulated in terms of the number of the

largest firms required to account for at least 80 per cent of gross output

(1) Ibid., pp.78-81.

(2) TFor a thorough discussion of this problem, see J.S. Bain, Industrial
Organization (New York: Wiley, 1959), pp.266-427; and C. Kaysen and
D.F. Turner, Anti-trust Policy: A Legal and Economic Analysis
(Cambridge, Mass.: Harvard Univ. Press, 1959).

(3) G. Rosenbluth, Concentration in Canadian Manufacturing Industries
(Princeton Univ. Press, 1957).
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or employment. The 'firm' is defined as the aggregate of establishments
under single ownership and under the same trading name.(l> Eighty per
cent is chosen primarily because this proportion measures the mnumber of
effective competitors who must be studied for a reasonably representative
picture of an industry. This percentage is also the easiest to estimate
from the published information to hand in Australia. Gross output and/or
employment have been used in this study because they are the best available

(2)

measures of the size of firms. We have sought primarily to obtain the
gross output concentration ratio, as this directly measures the share of
the sales handled by the largest firms in an industry. But the

limi tations on information have forced us to use employment figures for

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

ranking of concentrated industries.)

Our 109 manufacturing industries are arrayed in Table 2.1 in the
order of their degree of business concentration, based first on gross
output ratios and then on employment ratios (where gross output ratios are
not available). If the degree of concentration is equal in two or more
industries, then they are arrayed in alphabetical order. The study is
based only on published information as shown in the notes accompanying
Table 2.1; and the year 1961-62 has been chosen as the base year because

this is the latest year for which relatively comprehensive public sources

(l) Two points should be noted regarding the definition of the 'firm'.
First, a subsidiary company in which more than 50 per cent of shares
or voting power is held by a parent company is not counted as a
separate firm in Table 2.1. However, there may be some minor
exceptions where it has not been possible to amend available
information.  Second, this de jure definition of a subsidiary
company does 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 share-holdings. These two factors, therefore, may
contribute to an understatement of the true extent of business
concentration in Table 2.1. See Wheelwright, Ownership and Control,
op.cit., pp.82-110, on this problem.

(2) Apart from these indicators, there are some other statistical
indicators of concentration such as 'productive capacity' and 'value
of assets'. Probably the concept of 'value added' (net output) gives
the best results. Different indices may result in some differences
in ranking. Generally, however, the possible degree of divergence
would seem to be relatively small. For a more thorough discussion
of this problem, see A. Munter, Comvetition and the Law (London:

Allen & Unwin, 1966), pp.45~-7; and Evely and Little, op.cit., pp.32-4.




Table 2.1

Index of Business Concentration, 109 Manufacturing Industries, Australia, 1964-62

Industry

Total number
of firms (a)

Employment

(1)

Number of largest
firms required to
account for at
least 80% of

Number of largest
firms required to
account for at
least 80% of

Relation to industrial classification
of Commonwealth Bureau of Census and
Statistics (w)

employment gross output
Aluminium smelting and 1 (m) 1 1 Part of 'extracting and refining of
refining other metals; alloys'
Arms, ammunition (ex-
cluding explosives) 1 6,159 1 1 X
Ball bearings - precision Part of 'plant, equipment and mach-
ground 1 300 1 1 inery, including machine tools'
Glass bottles 1 (b) 3,80 4 1 X
Government printing 1 3,547 1 1 X
Lead refining 1 (m) 1 1 Part of ‘'extracting and refining of
other metals; alloys'
Pig iron, steel ingots and Part of 'smelting, converting, re-
tin plate 1(0) 30,514 1 1 fining, rolling of iron and steel!
Ship building, etce- 'Ship and boat building and repair-
governnent 1 6,639 1 4 ing, marine engineering - government'
Sheet glass A 5,919(n) A 4 Part of 'glass (other than bottle)!
Sugar refineries 2 1,950(0) 1 1 Part of 'food, drink and tobacco -
other'
Tram cars and railway
rolling stock-government
and municipal 1 35,466 1 1 X
Gelatine and animal glue 3 750 Nele 1 Part of 'food, drink and tobacco-
other!
Alkalies 6 750 4 1 Part of 'industrial heavy chemicals

and acids!

BeGL



Teble 241 (continued)

Industry Total number Employment Number of largest Number of largest Relation to industrial classification
of firms (a) (1) firms required to firms required to of Commonwealth Bureau of Census and
account for at account for at Statistics (w)
least 80% of least 80% of
employment gross output
Breweries 8 5,396 2-(q) 2 X
Ceramic floor and wall
tiles 2 300 2- 2- Part of 'bricks and tiles!
Coke works 7 1,853 2~ Neac X
Fibreboard 2 1,000 2~ Neae Part of 'wall and ceiling boards
(not plaster or cement )!
Flax nills 2 149 2~ 2- X
Refined zinc 2 (m) 2- 2- Part of 'extracting and refining
of other metals; alloys'
Tin smelters mainly 2 (m) 2~ 2~ Part of 'extracting and refining
of other metals; alloys!
Cutlery and flatware about 7 270 Nele 2 Part of 'cutlery and small hand
tools’
Electric lamps N 669 2 Nete Part of 'electric machinery,
cables and apparatus!
Explosives and fireworks Neas 1,655 2 2 X
Iron and steel tube and
pipe fittings Neds 8,303 Nelo 2 'Pipes, tubes and fittings -ferrous!
Matches 3 539 2 2 X
Mreraft-nanufacturing
and maintenance (d) 14,450 3= n.ae X
Artificial flowers mainly 3 179 3~ R X
Asbestos cement sheets
and mouldings 3 2,841 3= 3- X
Chain and chains 3 202 3~ 3 Parts of ‘plant, equipment and

machinery including machine
tools' and 'other engineering'

qstT



Table 2.4 (continued)

Industry Total number Employment Number of largest Number of largest Relation to industriel classification
of firms (a) (1) firms required to firms required to of Commonwealth Bureau of Census and
account for at account for at Statistics (w)
least 80% of least 80% of
employment gross output
Copper refineries 3 8,026 3= 3= Part of 'extracting and refining
of other metals; alloys'
Smooth floor coverings 5 600 3= Nelo Part of 'textile and textile goods-
~linoleun, etc. other!
Tobacco, cigars, etc. mainly L Ly 91k Nede 3= X
Biscuits Nede 6,092 Node 3 X
Margarine 6(e) 15335 Nece 3(e) X
Paper-making 11 8,147 Nede 3 X
Petroleum refining 5(£) 5,034 3 Neae '0ils, mineral!
Cotton spinning 14 3,500 NeQo L= Part of 'cotton spinning and
weaving'
Cotton weaving 18 2,800 Nele L= Part of 'cotton spinning and
weaving'
Motor wvehicles about 30 L5,977 Nefe Ar(t) "Motor vehicle-construction and
assembly'! and 'motor bodies!
Rubber products (in-
cluding tyres) about 22 14,040 Nele L~ 'Rubber goods'
Shipbuilding-non-~- . . Part of 'ship and boat building and
government (g) 3,000(3)(?) AF(J) Nele repairing, marine engincering'
Vegetable oils about 15(h) 725 Neae 3-(h) X
Radio receivers about 20 41,500 5= 5- Part of 'electrical machinery,
cables and apparatus’
Plastic materials about 9 900 5= Neds Part of 'industrial and heavy
chemicals and acids®
Carpets 17 2,100 Neds 5 Part of 'textiles and textile goods-—
other!
Fish-canning mainly 5 about 400 Nele D) Part of 'meat and fish preserving'

[
U
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Table 2.1 (continued)

Industry Total number Employment Number of largest Number of largest Relation to industrial classification
of firms (a) (1) firms required to firms required to of Commonwealth Bureau of Census and
account for at account for at Statistics (w)
least 80% of least 80% of
employment gross output

Non-ferrous metal-roll- 12 3,800 Nel s 5 X

ing and extrusion

Tce crean, butter, etec Nede 10,758 5 Neds 'Butter factories', 'Cheese factories'
and 'Tce cream'

Soap and candles about 100 3,300 5 Ned X

Wool tops 17 2,&50(3) 8‘3) 525) Part of ‘'wool-carding, spinning,
weaving'

Railway rolling stock 15(i) 34122 6- NeBe Part of 'tram cars and railway
rolling stock!

Unbrellas and walking

sticks about 10 285 Nee 6-(u) X

Internal combustion Part of 'electrical machinery,

engines mainly 26 900 6 Neds cables and apparatus'

Newspaper and periodicals NeBe 15,542 Ne8e 6(v) X

Portland cement 12 34126 NeBe 6 X

Leather tanning and

currying about 100 44175 Neds 7= X

Domestic refrigerators 11 gbout 2,800 8- 8- Part of 'electrical machinery, cables
and apparatus!

Handkerchief's 10 500 8 Nede Part of 'handkerchiefs, ties and

. ) scarves'

Builders' hardware about 70 2,600(3) 7- 10(3) Neao Parts of 'boxes and cases' and
'plant, equipment and machinery
including machine tools!

Domestic washing Part of 'electrical machinery,

machines 17 1,750 7~ 10 Nede cables and apparatus'

Electric power trans- Part of 'electrical machinery,

formers 18 1,800 7~ 11 Nele cables and apparatus’

Pat



Table 2.1 (continued)

Industry Total number Employment Number of largest Number of largest Relation to industrial classification
of firms (a) (1) firms required to firms required to of Commonwealth Bureau of Census and
account for at account for at Statistics (W)
least 80% of least 80% of
employment gross output
Farm machinery about 400 11,363 8- 10 Nello 'Agricultural machines and
implements'
Chemical fertilisers 15 4,537 10- 10~ X
Man-made fibres spinning 'Rayon, nylon and other synthetic
and weaving 13 2,M9 O- 10 NeB e fibres!
Concrete and concrete
products Neas 7,416 10 10 'Other cement goods' .
Pharmaceuticals about 150 4,000 10(r) NeBe Part of 'pharmaceutical and toilet
preparations'
Television receivers 15 2,000 1= Nede Part of 'electrical machinery, cables
and apparatus’
Electric wires and cables about 20 3,800 13~ Nels Part of 'electric machinery, cables
and apparatus’
Jam, fruit and vegetable 'Jam, fruit and vegetable canning'
zziserving and vinegar, about 130 12,379 2 %= 15(5) — and 'pickles, sauce, vinegar'
Excavating, earth-moving Part of 'plant, equipment and
and construction equip- machinery including machine
ment about L0 2,500 15~ Nele tools'
Hand tools about 65 1,760 13- 18 Nsae Parts of 'plant, equipment and
machinery' and 'cutlery and
; small hand tools!
Bags and sacks 77(3) 15292 13- 20 nea. X
Valves about L0 1,600 17 Nels Part of 'electrical machinery,
cables and apparatus'
Electric switch and Part of 'electrical machinery,
control gear about 30 2,450 18 Neb s cables and apparatus!
Industrial chemicals Nelsa 11,498 15~ 21 Nele "Industrial and heavy Chemicals'

excluding ‘falkalies’

9GT



Table 244 (continued)

Industry

Total number
of firms (a)

Enployrient
(1)

Number of largest
firms required to
account for at
least 80% of

Number of largest
firms required to
account for at
least 80% of

Relation to industrial classification
of Commonwealth Bureau of Census and
Statistics (w)

employment gross output
Domestic electric Part of 'plant, equipment and
appliances about 35 3,400 20~ 20~ machinery including machine tools!
Domestic cooking stoves 75(h) 4,600 Nede 24~ 'Stoves, ovens and ranges'
Blectric motors L 2,375 22 Nele Part of 'electric machinery!
Machine tools and metal Part of 'plant, equipment and
working machines about 60 2,000 23— Nele machinery including machine tools!
Paints about 140 54140 Nele 23= X
Pumps 73 1,500 z - 25 Neas Part of 'plant equipment and mach-
inery including machine tools!
Roofing tiles L7 1,600 27~ Neds Part of 'bricks and tiles, earthen-
ware, china, porcelain, terra-
cotta and other cement products!
Wool scouring, carbon-
izing and fellmongering about 50 2,809 25 - 29 Nede X
Hosiery about 70(h) 7,500 29~ Ne2s Part of 'hosiery and other knitted goods!
Knitted underwear about 160 9,000 2 - 30 Nele Part of 'wool-carding, spinning, weaving'
Wool weaving 69(3) 75900 33 32 Part of 'wool-carding, spinning, weaving'
Plywood about 70 3,238 33~ Nete '"Plywood mills (including veneers)®
Wool dyeing and finish- Part of 'textile dyeing, printing and
ing 45(h) 1,847 35— nea. finishing!
Ferrous forgings about 170 4,000 37 Nede Part of 'smelting, converting, re-
fining, rolling of iron and steel!
Flour milling N.ae Ly 129 40 40 X
Meat and fish preserving Nedo 9,544 40 Nele X
Domestic electric light- Part of 'electrical machinery, cables
ing fixtures 75 4,200 L1~ Nedoe and apparatus!

JS1



Table 241 (continued)

Industry Total number Employment Number of largest Number of largest Relation to industrial classification
of firms (a) (1) firms required to firms required to of Commonwealth Bureau of Census and
account for at account for at Statistics (w)
least 80% of least 80% of
employment gross output
Travel goods, handbags, Part of 'bags, trunks and other
etc. Neds 2,500 LO - L5 Nels goods of leather'
Autonobile parts about 200 14, 000 L5 - 50 Nele "Motor accessories'
Cranes and hoists, etce. 84 2,400 45 - 50 Nede Part of 'plant, equipment and
machinery including machine tools'
Men's and boys' ready- Part of 'tailoring and ready-mede
made outer clothing about 240 12, 000 70 - 75 Neae clothing'
Structural steel fabri- Part of 'plant, equipment and mach-
cation about 250 8,000 85- Neds inery, including machine tools!
Knitted outerwear about 340 7,800 100~ NeQa Part of 'hosiery and other knitted
goods!
Wooden containers about 270é 2,608 100 n.a. 'Boxes and cases!
Plastic products 276 10,55 100 n.a. '"Plastic moulding and products'
Footwear-leather Nedo 20,275 120 = 440 Nefe 'Boots and shoes (not rubber)!?
Ferrous casting about 380 9,500 210 ~ 220 Netls 'Foundries, ferrous’
Plaster and plaster pro- Parts of 'lime plaster of paris,
ducts about 150 3,000 210 -~ 220 Nede asphalt' and ‘'fibrous plaster and
products
Women's outer gar- Parts of 'tailoring and ready-made
ments, etco about 1,500 34,000 400 - 150 Nela clothing! and ‘'dressmaking, hem-
stitching'
Furniture making Nele 15,261 500 Nede 'Cabinet, furniture making and
upholstery!
Sawmills about 2,500 29,971 20¢ - 4,000 Nele X
Shoe repairs Neds 3,656 1,000 Nele 'Boot and shoe repairing!
Bakeries NeBe 20,901 1,30C - 1,700 Nelle '"Bakeries (including cakes and
pastry)"
Motor repairs Nole 63,276 3,500 Nele X

o)
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ygtes on Table 2.9

General: No doubt changes have taken place in the structure
of certain industries since 1964-62. It is also possible that
some sources contain minor errors.

(a) Only firms engaged in production in an industry in 1964-62
have been included.

(b) There was one more small firm employing less than 4100 persons.

(c) Outside B.H«F. group, a smell amount of pig iron, steel ingots,
flat-rolled products, etc. was manufactured by the Western
Australian government and several privately-owned companies.

(d) The industry consisted of the manufacture of aircraft and engines,
parts and accessories, and maintenance activities. Two companies,
the Commonwealth Aircraft Corporation Pty. Ltd. and the De Haviland
Aircraft Pty. Ltd., and Commonwealth government aircraft factories
were engaged in manufacturing aircraft and engines and a large
proportion of parts and accessories. The maintenance of civil
aircraft was mainly carried out by De Haviland, and the maintenance
of defence aircraft by the Commonwealth air force.

(e) Based on the government quota limitation given to manufacturers
in 1965-66.,

(£) Five refining companies together with some small firms engaged in
blending, formulating, packing, etc.

(g) Four firms and one navel dockyard. There were also many small
yerds building fishing and pleasure craft.

(h) 1960-64 basis.

(ig Excluding railway workshops.

1958-59 basise

(k) The Commonwealth Bureau of Census and Statistics recorded 276 firms
in this industry in 1958-59, but the total number of firms would
probably have been 600 if small firms engaged in processing plastic
articles had been included.

(1) Unless otherwise stated, 'employment' means the number of persons
directly engaged in production.

(m) Included in the employment of ‘'copper refineries'. Separate
information is not available.

(n) Including sheet glass, glassware, safety glass and glass components
for electric lamps, but not including fabricating, sandblasting,
leadlighting and glazing.

(o) BEstimate of Kammel and Brunt for the year 41957-58 (op.cite, peB8L)e.

(p) Including some workers not directly engaged in productions

(a) Virtual regional monopoly by States was established. However,

the N.S.W. market (where about 1,90C persons were employed) was

supplied by three firms, and a small part of the Queensland market

was suprlied by a second company.

(r) Based on information on employment figures including workers
indirectly connected with production.

(s) Employment is difficult to estimate in this industry because of

important seasonal fluctuations in activity. The firms concerned

provide only rough approximations of employment to the Department

of Trade and Industry (see Structure and Capacity of Australian Food

Processing Industries, Pickles, Sauces and Vinegar, and Jam, Fruit

and Vegetable Canning, March 1960). Vhere, for example, a firm's

work force was given as 'several hundreds', we made a conservative

estimate of 300. Vhere a work force range such as '500 to 4,000!

was given, we arbitrarily estimated annual employment as lying at

the mean, or 750 in this example.

Based on the number of cars newly registered in 41960-64.

In terms of quantity of outpute.

This is a rough estimate mainly based on the circulation figures of

metropolitan and country daily papers, metropolitan Sunday and

Saturday papers, and major journals and magazines which take adver-

tisements. See H. Mayer, The Press in Australia (Melbourne:

Lansdowne Fress, 196L); and Naards Service (Sydney: Australian

Advertising Rate and Data Service, N.S.W.), 1962-63 and 1963-6L.

(w) 'X' indicates the same industry classification as that in the
Secondary Production Bulletin.

NSNS
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Sources of Table 2.1

Government publications:

Commonwealth of Australia, Report of the Committee of Economic
Enquiry, 1965. Commonwealth Bureau of Census and Statistics,
Secondary Production Bulletin, Parts I and II, 1961-62. Department
of Trade and Industry (Industry Study Series): The Australian Aluminium
Industry, May 190; Australian Automotive Parts Industry, April 1962;
The Australian Excavating, Earthmov1n& and Allied Construction Fquipment
Industry, March 1959; The Australian Ferrous Forging Industry, June 4960;
The Australien Fertilizer Industry, August 41960; The Austrelian Leather
Industry, May 1960; The Australian Packaging Industries, 1959; The
Australian Paint Industrv, January 1957; The Australien Wool Textile
Industry and its Use of Wool and Other Fibres, 1961 (joint publication
with Bureau of Agricultural Economics); Plastic > _Industry of Australia,
May 1958; The Rubber Products Industry, March 1958, Department of Trade
and Industry (other publications): The Australian Pharmaceutical Products
Industry, January 1960; Steel Industry of Australia, November 4958;
Structure and Capacity of Austrelian Food Processing Industries, Pickles,
Sauces and Vinegar, and Jam, Fruit and Vegetable Canning, March 4960
(2 volumes); Directory of Austrelian Chemicels (4th ed.), 1962; Survey
of Manufacturing Activity in Australia, 195?—51; Survey of Manufacturing
Industry in Australia, 1959 and 1962; A General Survey of Australia's
Industrial Capacity and Future Developments, Industrial Mobilization Course,
1966. Tariff Board, reports on various enquiries into manufacturing
industries.

Sources other than government publications:

Various company reports and trade journalse
Books:

Bushnell, Austrelian Company Mergers, 41946-1959 ope.cit.; A. Hunter
(ed.), The Economics of Australian Industry. Studies in Environment and
Structure op.cit.; Karmel and Brunt, The Structure of the Australien

Econamx opecite
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are available. The classification of the 109 industries is based largely

on the one used by the Commonwealth Bureau of Census and Statistics, but

where necessary these industries have been reclassified more specifically

so as to include a product or a group of substitute (competitive) products

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

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

be combined into a single industry.

(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 as one

industry for this is a case of high demand substitution. If numbers of

. producers of chocolate often move into the biscuit producing field then

these two industries should also be combined into one as they represent an

example of high supply substitution. Our classification of the 109

industries, however, is mainly based on the long-run demand cross—elasticity

criteria. This is because information on cross-elasticity of demand is

relatively easily available on an empirical basis sometimes aided by our

personal experience as consumers, whereas, on the other hand, our knowledge

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

The relation between our 109 industries and the Bureau's 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 comprehensive picture of the con-

centration of manufacturing industries in Australia, some incomplete

statistical data have been used where they could be supplemented by other

evidence. In such cases the index is suffixed by a minus sign indicating

that it may possibly be smaller than the given figure (i.e. concentration

ratios are calculated conservatively). When exact figures are not

available, the possible ranges of estimation such as '2-3' are given and

(1)

The problem of industry classification for the study of business
concentration is discussed extensively elsewhere. See, for example,
M.R. Conklin and H.T. Goldstein, 'Census Principles of Industry and
Product Classification', in Business Concentration and Price Policy,

op.cit., pp.15-55 and G.J. Stigler 'Introduction' to Business Congentration
and Price Policy, Ibid., pp.3-14.
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the average of these two figures is taken for arraying the industries in
Table 2.1. In either case Table 2.1 is based on a 'conservative'
estimation of concentration ratios so that any adjustment would probably
need to Ye towards a higher degree of business concentration. In spite
of all efforts, the coverage of the industries is not fully comprehensive.
These 109 industries employ about 64 per cent of the manufacturing work
force excluding the 'heat, light and power' industries. The poorest
coverage is in the industry groups 'plant, equipment and machinery and
other engineering', 'electrical machinery and cables', 'sheet metal working',
and 'food processing'. It should also be noted that the concentration
ratios in Table 2.1 are based on the national market (except for the
brewing industry); no account is taken of the extent of regional or local
concentration, which can be substantial where heavy transport costs are
involved. Also no allowance is made for production for export purposes.
Such a procedure overestimates the market share of those firms whose
products are destined for overseas markets. On the other hand, the
significance of imports has not been considered; and in certain instances,
depending on tariff levels and varying from year to year, the role of
imports in providing competition is very important and should be brought
in to qualify the results. Further attention is drawn to these aspects
when we analyse the profitability and growth behavior of our 402 firms in

the following chapters.

In spite of these weaknesses, Table 2.1 provides us with a
certain perspective of business concentration in Australian manufacturing

industries.

In Table 2.2, our 109 industries are classified into seven
groups. This clasgification is based on the structural characteristics
of the industries as indicated in Table 2.1, However, received theory
and observation of business behavior in industries operating under varying
degrees of concentration were alse taken into consideration when deciding

upon the exact dividing lines.



Table 2.2

Speculative Classification of 109 Manufacturing Industries, Australia, 1964-62

% of % %istributioix
. of employmen
No. of P .%doftn?. empl?yienz in 109 | f each class
industries SRS P LTI Tmployment indusiries in total manu-
Concentration groups Description in each |In each|Cumulative | in each |[In each |Cumulative| facturing
class class elass class industries
4 Monopolistic & duopolistic| Largest 1 to 2 firms account for at
industries least 80% of industry's gross out-
put and/or employment. 25 2249 2249 115,479 | 1645 1645 10ak
2 High-oligopolistic Largest 3 to 5 firms account for at
industries least 80% of industry's gross out-
rut and/or employment. 25 2249 %5.8 144,020 20.5 371 1360
3 Moderate—oligopolistic Largest 6 to 40 firms account for at
industries least 80% of industry's gross out-
put and/or employment. 16 1447 60.5 67,565 9.6 46 <7 6 a1
L Tow-oligopolistic Largest 11 to 24 firms account for
industries et least 80% of industry's gross
output and/or employment. 11 1044 7046 49,729 7l 538 Leb
5 Unconcentrated industries Largest 22 to 50 firms account for
at least 80% of industry's gross
output and/or employment. 18 16 5 874 83,093| 119 65 o7 )
6 Competitive industries Largest 51 to 220 firms account for
at least 80% of industry's gross
output and/or employment. 8 T3 9 el 73,737 4045 76 .2 6-ef
7 High-competitive More than 220 largest firms account
industries for at least 80% of industry's gross
output and/or employment. 6 545 100.0 167,065| 23.8 4100,0 151
Total 109 | 100.0 700,3 &6 6345
Source: Table 2.1

"8t
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Theoretical criteria for classifying industrial concentration
are available in broad terms: ‘'monopolistic' industries are those where
only one large firm dominates, and in 'duopolistic' industries there are
two dominant firms in terms of market share (or some other alternative
measure). Four of the 'monopolistic' industries - arms and ammunition,
government printing, government ship building, etc., and govermment and
municipal tram cars and railway rolling stock — are controlled by the

Commonwealth government or municipal authorities.

Based on structural criteria, 'olipolistic' industries are
defined here as those in which there exists a concentrated core of large
firms with a competitive fringe of smaller ones. Of the biggest three or
four or more firms, each is sufficiently large that any price adjustment on
the part of one will perceptibly affect the others and presumably induce
reactions. In Table 2.2 the 'oligopolistic' industries are further

divided into three groups, 'high', 'moderate', and 'low’.

The 'high-oligopolistic' group consists mostly of medium- to
large—scale industries in terms of cmployment. Industries in this group,
together with 'duopolistic' industries, can scarcely ignore the inter-
dependence imposed on business behavior by their small numbers. Mutual
understanding and parallelism of policy are likely between the largest
three or four or more firms on such matters as prices, products and
qualities. If one of the firms is significantly larger than the others,
parallel behavior may take the form of price leadership. In these
circumstances the more overt collusive practices, such as formal or verbal
agreements on price or output, or observance of the recommendations of a

trade ascociation; are unnecessary.

As the degree of concentration lessens to the 'moderate
oligopolistic’ group, we may find several price-fixing and other collusive
practices led by the core of larger firms or organized by manufacturers'
associations. This is perhaps because simple interdependence cannot
fully be relied upon when the number of business units becomes larger and

the degree of interdependence declines. Australia~- wide price-fixing
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arrangements are known to exist in cement, builders' hardware,
pharmaceutical, newspapers, periodicals and publishing industries and in

(1)

some sectors of the electrical equipment industry.

In the 'low-oligopolistic' group, there are 11 industries with a
fairly large number of business units (an average of 70 firms in an
industry). It may be thought that some industries in this group should
be termed competitive. Conceivably they are. But few of them are so
structured that each of the 20 largest companies has approximately four
per cent of the market. More typical of this group is a size-distribution
which gives 10 per cent or more to each of the largest three or four
companies. the remainder of the market being shared among the smaller
companies of the industry (e.g. excavating, earthmoving construction
equipment; television receivers; electric wires and cables; jam, fruit
and vegetable preserving, etc.; and hand tools). Such a structure
probably makes for a price leadership pattern determined by the largest
companies. Or alternatively, the price recommendations of the trade

associations are strongly influenced by this quasi-oligopolistic group.

The remaining thirty-two industries are further classified into
three groups, 'unconcentrated', 'competitive', and 'highly-competitive',
according to the concentration ratio. The line of demarcation between
these three groups is drawn rather arbitrarily but we can see the number of
business units and the size of the industries increasing from the
'unconcentrated' group through the 'competitive' to the 'highly~-competitive'
groups. In these three concentration classes, a more 'atomistic' type of
price behavior might be expected. But it is known that comprehensive,
well-organized price-fixing agreements operate through a trade association
in some of these industries. They include paints, plywoods, automobile

parts, footwear, wood containers, fibrous plaster, saw mills, bakeries

(1) Commonwealth of Australia, Report of the Committee of Economic
Fnquiry, op.cit., Vol.II, Appendix G; Hunter, 'Restrictive Practice
and Monopolies in Australia', op.cit., Appendiz; and Karmel and
Brunt, op.cit., p.96.
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(1)

and some automobile repairing works. In women's hosiery and underwear,

(2)
some major firms are known to act as price leaders.

The preceding sevenfold classification of manufacturing
industries according to the degree of business concentration is tentative
although it is oriented towards received theory and influenced by some
empirieal observation. Thus it attempts to distinguish structural
patterns which might theoretically be expected to produce different sorts
of market conduct and which in some cases have been observed to do so.
Ideally more than seven classes might be required. However, a classifi-
cation such as the above has the merit of recognizing that 'highly
concentrated industries' in Brunt's sense have in fact operated under
widely varying degrees of business concentration which may lead to

differences in business conduct and perhaps performance.

Overall, we may summarize the characteristics of business
concentration in our 109 manufacturing industries as follows. First,
Australian manufacturing industries provide several examples of textbook
type monopoly and duopoly. There are six single-firm monopolies and an
equal number of two-firm duopolies which -together represent about 7 per
cent of employment in our 109 industries and 4.2 per cent of the total
manufacturing work force in 1961-62. In all, the industries which we
more loosely classify as monopolies and duopolies employ 16.5 per cent of
the work force in our sample. Second, the 'oligopolistic' type of
structure (concentration clasgses 2, 3 and 4 in Table 2.2) is very common in
bustralia. Nearly half the industries considered fall into this category,
employing 37.2 per cent of the work force covered by our sample. Thus
53.8 per cent of the work force in our sample is employed in monopolistic,
duopolistic or oligopolistic industries. Third, collusive practices such

as price agreements seem to be fairly widespread in manufacturing industries

(1) Hunter, 'Restrictive Practice and Monopolies in Australia', gp.cit.,
Appendix; and Karmel and Brunt, op.cit., p.96.

(2) Commonwealth of Australia, Report of the Committes of Bconomic Enquiry,
Vol.II, Appendix G.
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in fustralia. The real extent of such practices is no doubt much larger
than is indicated in the available sources on which our study is based.

It is not surprising to discover that many examples of collusive practices
have been detected in industries with relatively low concentration ratiosgl)
Where high concentration is not available to encourage parallelism of

policy, price leadership, etc., it is only to be expected that an industry

will fall back on restrictive agreements if the legal position permits.

In practice there may be some examples of concentrated
industries which are competitive. The widespread existence of a high
degree of monopoly power in the broad sense of the term in Australian
manufacturing industries is nevertheless indisputable. In order to
examine further the distinctive characteristics of business concentration
and its causes in this country, systematic study of individual industries
supported.by comprehensive statistical data on firms and plants is

required.

SECTION IT: Changes in Business Concentration, 1950-1967

Monopolistic and oligopolistic industries are important in the
economy as a whole not only because they control large portions of the
manufacturing output or work force (or any other size measure), ut also
because they are engaged in mostly so-called 'basic and strategic'
industries such as metals, chemicals, transport equipment and o0il refining
which play an important role in the nation's economic development.  The
economic as well as quantitative importance of these monopolistic and
oligopolistic industries is said to be significantly greater in Australia

(2)

than in the United States of America, the United Kingdom and Canada.

But has this high business concentration been increasing or
decreasing since the war? The absence of comprehensive information makes

it extremely difficult to characterize the changes in business concentration

(1) Hunter, 'Restrictive Practice and Monopolies in Australia'’, op.cit.

(2) Karmel and Brunt, op.cit., p.87.
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in the post-war period. All that one can do is to compile from various
scattered pieces of information a number of rough indices of the changes in
the degree of concentration either within the manufacturing industry as a
whole or within various sectors of the industry in the period concerned.(l)

In spite of the paucity of adequate data much can still be learned.

The change in overall concentration for all business firms in
manufacturing industry is a composite result of a) changes in the relative
importance of different manufacturing sectors insofar as these different
sectors enjoy differing degrees of concentration, and b) changes in
concentration in individual sectors of the industry. Thus the overall
concentration in manufacturing industry may have risen without any increase
in concenuéation within individual sectors because the sectors which were
originally highly concentrated have become more important. This in fact
happened with highly concentrated sectors (concentration groups 1 to 4
inclusive in Table 2.2 above) growing faster than the rest of the manu-
facturing industry. The relative growth of oligopoly type of industries
was particularly noticeable in terms of value added. In addition it should
be noted that this fast growth in concentrated industries largely took the

(2)

form of import replacement by Australian mamufacturers. For example

by 1962 local manufacturers met practically all the domestic requirements
in at least 31 out of the total of 50 monopolistic and oligopolistic
industries included in Table 2.2. The market shares of local manufacturing
in the remaining 19 monopolistic and oligopolistic industries range between
40 and 80 per cent. While lack of comprehensive information prevents us
from making any general stetement about the differing importance of foreign
competition in various industries, it seems roughly the case that the
proportion of the market supplied by Australian firms appears to be larger
in concentrated industries than in less concentrated fields. This
observation excludes a group of industries such as shoe repairs, motor

repairs and bakeries which for geographical reasons are virtually free

from any import competition.

(1) For the various sources of information used, see'Bources of Table 2.1'.

(2) References are those included in 'Sources of Table 2.1' above.
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Table 2.5(1)

Percentage of Employment and Value Added of Industries

(2)

by Concentration Group

Concen~ | Concen- | Concen-~ [|Industries Total
tration | tration | tration Not Manufactur%nﬁ
Groups Groups Groups [Classified {Employment 3

L F 2 3-~4 5-17

Employment
June 1950 92,616 | 232,523 | 342,492 | 247,931 915.562
(% of the total) (10.1) (25.4) | (37.4) (27.1) (100.0)
June 1967 125,382 | 373,122 | 411,317 | 392,044 | 1,301,865
(% of the total) (9.6) (28.7) (31.6) (30.1) (100.0)

Value Added (£'000)

(% of the total) (11.2) (29.3) | (32.4) (27.1) (100.0)
June 1967 353,226 |1,142,692 | 825,171 | 980,876 | 3,301,965
(% of the total) ! (10.7) (34.6) (25.0) (29.7) (100.0)

Notes: (1) Several industries which are not included either in Table 2.1
or in our'51'industrial groups are added.

(2) For the classification of concentration groups, see Table 2.2
above.

(3) Excluding public utility sectors such as light, heat and
power.

Source: Commonwealth Bureau of Census and Statistics, Secondary
Industries, 1950 and 1967.

The characterization of changes in business concentration in a
particular market is more complex. Several pieces of rough qualitative
evidence are required in order to supplement the gaps left by incomplete
statistics. TFirst of all, as we will see in a later chapter, many of the
largest industrial firms have been growing very rapidly. This trend was
partly due to merger movements which reached peaks in 1951-55, 1959-61 and
more recently in 1966-67. As a result a great number of firms of various
sizes were combined to form much larger firms than had before existed. It
is reported that roughly 600 companies were delisted from the Sydney and
Melbourne Stock Exchanges as a result of take-overs in the period between

(1)

1950 and 1967. In addition there have been many small mergers among

(1) Letters to the writer from Sydney Stock Exchange Ltd., 18/12/1968,
and the Stock Exchange of Melbourne, 4/12/1968.
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non-listed public and private companies. On the other hand, we should
note that a number of newly established firms appeared in various sectors
of the manufacturing industry. The Sydney and Melbourne Stock Exchanges
which only quote relatively large firms added about 700 new companies to
their lists during these 18 years. However, some of them cannot really
be considered as newly established since they were enterprises which had
previously been in business for some time as non-listed public and private

(1)

firms.

What then is the overall trend of post-war business concentration -
has concentration in each sector of mamufacturing industry increased?

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

J.A. Bushnell states that all but 68 out of the 678 mergers

identified in the period 1947-56 were small (1ess than £500,000 value in

).(2)

1956 prices But after 1956 many mergers were on a very large scale

(3)

and as a result many new industrial giants were born. A large number

o~
-«

of take-overs were promoted in the midst of rapid economic growth.
Progressive firms saw strong incentives to grow quickly and take-overs may
often have enabled them to achieve this desire both rapidly and cheaply.
Bushnell's study indicates that the reason for mergers are many and

(4)

complex. He may be correct in his conclusion that the firms concerned
did not view the advantage of an increase in market share through mergers
as an immediate and/or prime attraction, but our study shows that since the
majority of take-overs involved firms in the same industry and market the
end result was the integration of the markets of merged firms. In our
sample, 95 companies were delisted from the Sydney Stock Exchange in 1950-

1967 due to take-overs by other companies (including public and private

companies, and other types of business organizations). Of this total 57

(1) Ibig.

(2) J.A. Bushnell, Australian Company Mergers 1946-1959, (Melbourne Univ.
Press 1961), pp.16-18.

(3) Ibid., pp.180-93.

(4) Bushnell, ibid., see in particular pp.77-80.
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(1)

firms were absorbed by companies in the same industries. Since
mergers replace two (or more) smaller firms with a larger one in the market,

they counter the effect of new entries.

We now turn to a consideration of the extent of changes in
business concentration accompanying the Australian merger movements. No
one has yet made any systematic study of the resulting business

(2)

concentration in manufacturing. The idea of changes in concentration
as a statistical concept is ambiguous and sometimes misleading. The
number and size distribution of sellers may change in a complex way over
time so that while one measure may indicate that the control of a market
is becoming more concentrated, a second method may simultaneously indicate

(3)

the reverse. An ideal measurement of concentration would require

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

(1) In more detail, there are 113 discontinued firms in our sample, 95 of
which ceased to operate as independent concerns as a result of take-
overs. Of these 95, 57 firms were taken over by companies in the
same industries, 11 by companies in related industries, and 15 by
companies in unconnected industries. In the remaining 12 cases, we
were unable to ascertain the industry classifications of the absorbing
enterprises. A similar pattern emerges from a study made by 4.D.
Barton of Australian company take-overs. Barton found that in 1957-
62 the majority (169 out of 200) of mergers examined — which
represented approximately two-thirds of all public company take-overs
during the five year period - were achieved between companies

operating in the same industries. A.D. Barton, 'Company Take-Overs
in Australia, 1957-62' Australian Accountant, Vol.34, (Feb., 1964)
Pp.79-88.

(2) Karmel and Brunt refer to several factors which appeared to have
conceivably affected the degree of concentraticn in the period.
Karmel and Brunt, op.cit., pp.60-1. An overall long-run stability
of plant concentration in manufacturing between 191& and 1963-4 is
detected by P. Brown and H. Hughes, but concentration by plant is a
different concept from concentration of firm (business concentration).
P. Brown and H. Hughes 'The Market Structure of Australian Manufactur-
ing Industry, 1914-1963-4', paper presented at 40th Australian and New
Zealand Association for the Advancement of Science Conference,
Christchurch, New Zealand, 1968.

(3) For example, consider a market in which initially the largest four
firms control 60% of the total output, the largest eight supply 80%,
and there are 150 sellers in the industry. Over the succeeding 10
years the concentration changes and the market control of the first
four firms decreases to 50%, but that of the first eight increases to
85% and the total number of sellers decreases to 100. Has
concentration increased or decreased?
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a market. Except for only a limited number of industries there is no
such information available in Australia. The best we can do, therefore,
is to draw together such evidence as is available in an attempt to provide
several rough indicators of changes in business concentration. The
devices used below are similar to those suggested by Bain when trying to
estimate the changes in concentration in American manufacturing industry
for the 40 year period between 1865 and 1905.(1) Assisted by knowledge
obtained from Table 2.1 above we are able to indicate some features of
changing market structure in several manufacturing sectors by resocurce to
the three following indicators. (a) Measurement of the proportion of
the market controlled by the single largest firm. (b) Measurement of
the proportion of an individual industry's output supplied by a limited
number (3, 4, 5 or 6) of the largest firms - in other words measurement of
the extent of market control by the oligopolistic core of the industry.(z)
(c) Measurement of the proportion of an industry's output controlled by a

(3)

larger number (10 to 20) of the largest firms in the industry.

Use of these three indicators suggests that concentration
increased in the following sectors of manufacturing industry in the period

1950 to 1967.(4)

(1) J.S. Bain, Industrial Organization, op.cit., pp.191-4.

Bain's suggestions were a measurement of the
proportion of the market share controlled by the single largest firm,
the largest four firms, and a somewhat larger absolute number of
firms in the industry.

(2) See p.19 above.
(3) See pPp.19-20 above.

(4) In order to estimate the changes in concentration in terms of the
suggested indicators, the following references were used as major
sources in addition to Table 2.1 above: Bushnell, op.cit., pp.l22-
165 and 192-211, and Department of Trade and Industries, Industry
Study Series (several series published between 1958 and 1962).



Table 2.4

Changes in Market Structures. 1950-1967

Industrie

Indicator {a)

Breweries:
Tobacco:

Icecrean, butter, margarine
and vegatable oils:

Heavy machines (earth moving
and construction equipment
etc):

Indicator (b)

Paper making:

Rubber products:
Biscuits, etc:

Wooden containers:
Carpets

Newspapers

Leather manufacturing:

Industrial chemicals:

Indicator §c!

Jam, fruits and vegatable
preserving etc.

Electrical machines:
Wool textiles:

Wool scouring, carbonizing,
etc.

Knitting and hosieries:
Antomobile parts:

Cranes and hoists, etcs

Qbserved Chanzes in Market Structure

28.

(1)

from high-oligopoly to near monopoly

(2)

from moderate—oligopoly to high-oligopoly

from low or moderate-oligopoly to high-

oligopoly

remained low-oligopoly, but the top firm

increased its market

moderate—oligopoly to
moderate—-oligopoly to
moderate~oligopoly to
noderate-oligopoly to

moderate-oligopoly to

share

high-o0ligopoly
high~-oligopoly
high-oligopoly
high-oligopoly
high-~oligopoly

low-o0ligopoly to moderate-oligopoly

unconcentrated

unconcentrated

unconcentrated
unconcentrated

competitive to

competitive to
competitive to
competitive to

competitive to

to moderate-oligopoly
to low-oligopoly

to low-oligopoly
to low-oligopoly

unconcentrated

unconcentrated
unconcentrated
unconcentrated

unconcentrated

Bakeries:

Saw mills:

Notes: (l)

remained high-competitive, but larger
firms increased their market shares

remained high-competitive, but larger
firms increased their market shares

For the classification of market structure, see Table 2.1 above.

(2) The market structurc differs slightly from state to state.

The above observations can be supplemented by evidence relating

to concentralion by plant as measured by the number of the largest plants

required to account for at least 80% of an industry's work-force.

(1)

Such

plant concentration increased in a significant number of relatively less

(1) Brown and Hughes, op.cit., Table 1.
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concentrated industries and was particularly noticeable in iron-founding,
wood container manufacturing, shoe manufacturing, flour milling and various
fields of the clothing industry. Since we do not know much about the
extent of multi-plant operation among firms engaged in Australian
manufacturing industry it is difficult to generalize about the effect of
plant concentration on the changes in business concentration, Nevertheless,
it is normally 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 conclude that business concentration
measured by one of the above three suggested indicators increased in a
significant number of industries whose aggregated employment based on 1962
statistics(l) amounted to at least one-third of the total manufacturing
work-force (excluding heat, light and power). There are many large
industries which were already highly concentrated at the beginning of the
period studied and their market structures have remained unchanged. These
industries include the manufacture of pig iron, steel ingots, tin plate,
sheet glass, glass containers, explosives, smelting and refining of
aluminium, lead, zinc, tin, copper, sugar refining, and several government

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

guarter of total manufacturing employment in 1967.

Concerning the remaining industries which represent a little
less than half of manufacturing activity in terms of employment, information
is much more limited particularly about industries in which business
concentration has appeared to decline during the period. New firms were
established in various industries either by Australian or overseas capital
in the post-war years. As far as we know it is possible to name only a
few industries whose market structure became noticeably less concentrated

during the period concerned. They are electric appliances and motor

(1) The estimate is based on information given in Table 2.1 above and
factory employment figures obtained from Commonwealth Bureau of
Census and Statistics, Secondary Industries, op.cit., 1962.
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vehicles mamufacturing, part of machinery manufacturing, farm machinery
manufacturing, sheet metal working, and joinery and furniture manufacturing.
The relative paucity of observed examples of declining concentration should
not simply be taken as an indicator of a general increase in concentration
in post-wer manufacturing. Before we can offer any definite picture of
post-war changes in business concentration, we have to await further
systematic and comprehensive investigations of the market structure of the

various sectors of the industry.

Nevertheless, we should note that the preceding discussion
provides us with very important information about Australian manufacturing
industry. During the 18 years studied the market shares of the larger
firms increased in a number of industries which were already very highly
concentrated. As a result, market structure in these industries were
transformed into 'near-monopoly or high-oligopoly'. In most of these
cases the growth of large firms through mergers with rival firms was
responsible for such changes in market structure. A similar tendency for
concentration to increase in oligopolistic industries is also found by
W.G. Shepherd in his study of changes in concentration in America for the

(1)

period between 1947 and 1958,

In addition it has already been noted that these highly
concentrated Australian industries were, on average, the fast-growing
sectors of manufacturing (Table 2.3). This fact itself has obvious
significance for the study of industrial organization and of monopoly
power and control. But for the theory of growth of firms it raises
several other interesting questions. Have larger firms grown faster than
the remaining firms in the industry and does this explain the increase in

top-level concentration observed above? Have larger firms grown mainly

(1) Among his selected 35 oligopolistic industries, which appear to
include most of the industries in which the largest four firms
accounted for more than 75% of total value added in 1947, con-
centration increased in 20 industries. W.G. Shepherd, 'Trends of
Concentration in American Manufacturing Industries, 1947-1958',
Review of Economics and Statistics, Vol. 46, (May 1964) pp.200-12.

(l) pp-8-9.

(2) It is difficult to obtain a definition or measurement of the size of
firms which serves every purpose. In a later part of the thesis
several measurcments of size of firms are examined in the light of
their conceivable advantages and disadvantages for the present study.
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inside their established market, or have they expanded into other fields
by diversification of their products? Have larger firms grown much
faster in highly concentrated industries than elsewhere? In other words,
have larger firms grown faster not only because they are large, but also
(or simply because) they have monopoly power or market dominance? These
questions must be considered in the light of related analysis. This will

be undertaken in the following section.

SECTION IIT: Size Distribution of our selected 402 Companies.

In every industrialized country economists have been interested
in the identity of, and the power wielded by, the largest business
enterprises. In spite of a relatively short industrial history Australia
has also witnessed the development and dominance of a small number of very
large firms. Why are they large? What is their actual economic power?
In the preceding section we have seen that there are many instances of
monopoly and near-monopoly in Australian manufacturing industries and also
that in many cases the dominance of near-monopolists and high oligopolists
has increased in the post-war years. But as well as being large with
respect to particular production lines (i.e. industries) are these firms
also large in the context of manufacturing as a whole and of the economy as
a whole? In this section by studying our 402 selected companies we will
attempt to outline the nature of the largest firms in Australia and this

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

First we will look at the size distribution of our companies.

The '109' industries in Table 2.1 are now reclassified into '51' industries

(1)

in the manner and for the reasons already mentioned in Chapter I.
During the period 1950-67, the 402 selected firms were engaged in all the

'51' industries. The size of the companies has been measured in terms of

(2)

the value of net capital assets. Since our sample is restricted to

(1) pp.8-9.

(2) It is qifficult to obtain a definition or measurement of the size of
firms which serves every purpose. In a later part of the thesis
several measurements of size of firms are examined in the light of
their conceivable advantages and disadventages for the present study.
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listed public companies it is obviously not representative of all

(1)

enterprises engaged in each of the '51' industry groups. The listed
companies can be expected to represent a very high proportion of the large
firms operating in each industry, but in many industries the pattern of the

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

distribution of the whole population.

Because of the generally small number of listed companies
operating in any one of the '51' industries we have reduced our original
classifications to eight main groups - Cement and bricks; Chemicalsy Iron
and steel, etc.; Electrical engineering; Textiles, clothing and footwear;
Saw mills, etc.; Food, tobacco and breweries; and Newspaper and period-

(2)

icals.

The percentage distribution of the size of our companies is given
in diagrammatic form by Lorenz curves for the years 1950, 1958 and 1967 in
Figures 2.1 to 2.9 below. The figures show the proportion of total
business activity controlled by any given percentage of the number of
largest firms. The percentage of the number of the largest firms is
measured along the vertical axis and percentage of the value of their net
capital assets is measured on the horizontal axis. If the Lorenz curve is
a straight line it means that for any value of x the largest x per cent of
firms control x per cent of the value of net capital assetsand hence all
the firms are of equal size. Thus the area between the diagonal and the
actual curve may be taken as a measure of the degree of inequality in

(3)

size.

(1) For the coverage of our sample firms in each manufacturing industry,
'~ see Appendix D at the end of the thesis.

(2) For details of the reclassification of the original'51'industries into
these eight major industry groups, see Appendix C below.

(3) This area, which is measured as a proportion of the total triangle
beneath the diagonal, is known as the 'Gini coefficient'. TFor a
detailed discussion cf Lorenz curves as a measurement of 'inequality'
of sizes of firms, seec Rosenbluth, op.cit.
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In all those years studied the size distribution is extremely
unequal in each of the eight main industry groups. Inequality is
particularly striking in Chemicals, Iron and steel, and Saw mills etc.,
where in 1967, for example, more than two thirds of each industry's total
net capital assets were held by less than 10 per cent of the number of
companies in the industry. In the same year the largest firm held more
than one third of the chemical industry's total net capital assets, and
the proportion ezceeded one helf in the other two industry groups. This
is due to the inclusion of one of the nation's giant firms - Imperial
Chemicals Industries of Australia and New Zealand (I.C.I.), the Broken
Hill Pty. Co. (B.H.P.) and Australian Paper Manufacturers - in each of the

three groups.

Assuming for a moment that the expansion of the business
activities of each of our firms has largely occurred within the particular
industrial group in which we have clagsified it (i.e., no expansion into
the other seven major groups) we can see in the Figures that larger firms
grew faster over the period 1950-67 in most of the groups.(l) The
bottom por;ion of the curve which representsthe share of the largest firms
shifted lsif\in Chemicals, Iron and steel, Textiles, etc., Saw-mills,

Newspaper and periodicals and the aggregated All-industries groups.

The concept of ‘'inequality in the size distribution of firms' is
technically distinct from 'business concentration', and also from the
'actual size'. Teke for example an industry which contains only two firms.
The business concentration in this industry is obviously high (duopdly),
but if these two firms were of equal size a Lorenz curve would indicate
perfect equality. Conversely, in another example where there are several
firms of various gizes, the size distribution may become more equal while
business concentration measured by the Lorenz curve increases if the smaller

firms leave the industry. Also the actual absolute size of firms is

(1) The direction of the expansion of the business activities of our firm
is discussed in Chapter V.
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completely unrelated to either of the above two concepts. Yet despite
distinct differences between these three concepts, a study of our 402
selected firms and the observations in the preceding section lead us to
believe that in Australian manufacturing industries 'inequality in the
size distribution of firms', 'business concentration' and 'absolute size

of firms' appear to have developed together hand in hand.

In the preceding section we identified the varying degrees of
business concentration of our original 109 industries in which our'51’
reclassified industries were included and throughout which our 402 sample
firms are distributed. Now we reclassify the listed companies according
to different types of market concentration - monopolists, duopolists,
oligopolists etc. - for the years 1950, 1958 and 1967. In table 2.5
below we also show the average size (in terms of net capital assets) of
these companies in each concentration group. From this Table we can see
the outstanding large absolute size of monopolists and high oligopolists
(those classified into groups 1 and 2 in Table 2.5).(1) There are of
course several examples of small-sized monopolists or virtual monopolists
who specialize in fields such as the production of razor blades, sewing
nachines, artificial flowers, matches and gelatine, but they represent only
a minor part of manufacturing activity. This identity of large absolute
size and market dominance in Australian manufacturing industry should be
noted with special emphasis and, if we consider the much smaller coverage
in our sample of firms engaged in less concentrated industries, i.e.,
where the listed companies form a much smaller proportion of the total, the
relationship becomes even more pronounced than Table 2.5 indicates. The
association of absolute size and monopolistic control in Australia does not
correspond with the evidence so far available for overseas manufacturing
industry. In the United States of America, the United Kingdom and Japan,

for example, it is observed that most of the big firms operate in moderate

(1) Since the firms are classified into each concentration group according
to their major products, a part of their net capital assets may be
engaged in other activities, but large absolute size of a monopolistic
or high-oligopolistic firm may be acquired within its primary industry
as well as by diversification into other industries.
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(1)

and low-oligopolistic industries. They attained their large size
either through diversification of product-lines into several fields, or
through wide-ranging financial empire-building, or both, but very seldom
through establishing dominance in a single market. Foreign giants may
have varying degrees of market control in a series of markets, but their
large size is the result of a conglomeration of business activities.
These types of overseas largest firms, which are usually loosely termed
(2)

'conglomerate firms', would therefore be classified into our groups 3

and 4 in Table 2.5.

In contrast, large size in Australia is usually a reflection of
market dominance.  Although there has recently been a considerable
development of financial holding companies and an increase in importance

(3)

of diversification of large firms' activities, most of the Australian
industrial giants have expanded through the consolidation of their dominance
in expanding markets and their bigness and monopolistic power have
fortified each other. This argument can be supported by the particular

(4)

importance of economies of scale in many Australian markets. In his
study on barriers to entry, Bain suggests that substantial technical

economies of large scale of operation provides one of the most effective

(l) See for example, C.D. Bdwards, 'Conglomerate Bigness as a Source of
Power', in Business Concentration and Price Policy, op.cit.,
pp.331-59, M. Gort, Diversification and Integration in American
Industry, National Bureau of Economic Research, (Princetcn Univ. Press,
19625, J.C. Narver, Conglomerate Mergers and Market Competition,
(Berkeley: Univ. of California, 1967) and Japan Fair Trade Commission,
Industrial Concentration in Japan, (Tokyo: 1964), PP.53~17.

(2) Following Edwards we are using the term 'conglomerate' firms to refer
to larger corporations whose business activities are diversified into
various markets and industries. Recently, however, the same term
has often been used to refer to a firm which invests in unrelated
branches of mamufacturing and other fields so as to pursue higher
profit (dividend) by manipulating its liquid capital in a similar
manner to speculating in the capital market. Examples of
'conglomerate' in the latter sense are firms such as International
Telephone and Telegraph Corporation in the U.S.A. and the Rank
Organization in the U.K. Edwards, 'Conglomerate Bigness as a Source
of Power', ibid., and Australian Financial Review, 23 Oct.
1969.

(3) See Chapter V below.

(4) Karmel and Brunt, op.cit., pp.54~65.



Table 2.5

lverage Size of Net Capital /ssets of Our Companies

by Concentration Group: 1950, 1958 and 1967

1950 | 1958 1967
Concentration group(1) No. of (2) ‘lAverage | No. of (2) E Average No. of (2) Lverage
Companies Net .issets| Companies Net iLssets | Companies Net iLssets

(£1000) (£1000) (£1000)

4 Monopolistic and oligopolistic industries 12 8,076 15 18,468 13 56,163
2 High~oligopolistic industries 35 2,136 | L9 5,549 L6 14,273
3 Moderate~oligopolistic industries 32 901 55 1,923 53 537
l; Low-oligopolistic industries 28 1,324 57 2,629 53 6,999
5 Unconcentrated industries L2 784 65 1,670 60 3,50,
6 Competitive industries 8 560 17 1,053 17 3,983
7 High-competitive industries 19 374 33 733 38 1,017
Total 176 1,602 2N 3,282 280 8,426

Notes: (1) See Table 242

(2) The number of the firms included differ from year to year because of the 'Discontinued’ and 'Newly-entered'! firms.

"Le



(1)

non-monopolistic restrictions on the entry of new firms. In the
absence of artificial aid such as tariff protection only a limited number
of firms can operate with profit under decreasing costs. Once a few
(often the first established) firms have reached the size of optimal scale
where they can obtain advantages of economies of large scale production,
few other new firms can enter the industry on a competitive basis because
newcomers are forced to operate on the minimum scale of production and
thus at a higher cost. TUnless the price set by the established firms in
the industry is high enough to provide profit for potential new competitors

they would not enter. As a result business concentration would be stable

in those markets and, ceteris varibus, the greater the economies of scale

and the smaller the market the greater will be the barriers to entry.
Supporting evidence for such generalizations about the process of growth
of big business in this country may be found in several studies of company
histories. These include histories of B.H.P., the Colonial Sugar Refining
Co. (C.S.R.) and General Motors-Holden's (G.M.H.) which came to the
forefront of manufacturing at an early date and have grown largely with
their markets. They have established their market dominance in the

(2)

industries through the process of their growth.

The dominant position of a relatively small number of large
firms in manufacturing and in the economy as a whole has been identified
in almost every industrialized nation. Several scholars have offered
explanations of the causes of the dominance of big business - which we mey
loosely term 'concentration of economic power' - and the process by which

(3)

it emerges. One hypothesis suggests the importance of a 'headstart'

(1) J.S. Bain, Barriers to New Competition, (Cambridge, Mass: Harvard
Univ. Press, 1956) see in particular Chapters 1-6.

(2) N.R. Wills, 'The Basic Iron and Steel Industry', D.J. Stalley, 'The
Sugar Industry', and G. Maxcy 'The Motor Industry' in Hunter (ed.)
The Economics of Australian Industry, op.cit., pp.215-46, 357-93,
and 494-538.

(3) Penrose, The Theorv of the Growth of the Firm, op.cit., A.D.H. Kaplan,
Big Enterprise in a Competitive System (Washington D.C.: The Brocking
Institution, 1959), J.K. Galbraith, The New Industrial State (London:
Hamish Hemilton, 1967).
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and emphasizes certain advantages which accrue to firms established at an
early stage in industries which enable them to maintain their position and

(1)

grow at the expense of later entrants. Penrose stresses the importance

(2)

of absolute size as the great prerequisite for faster growth.

In fact we have seen that most of the Australian leading firms
satisfy the three qualifications of 'large absolute size', 'market

(3)

dominance' and 'early establishment’. But what are the most important
factors which provide firms with an advantageous position (business power)
for pursuing profitability and expansion in Australia? Does business
power stem from an element of market dominance as traditional writers
suggest, or is it, as Penrosc argues, largely a product of absolute size
originally unassociated with monopolistic control? If absolute size

brings business power, does it reflect economic efficiency or search for

efficiency? These problems will be examined in the following chapters.

(l) Karmel and Brunt, op.cit., p.89.

(2) E.T. Penrose, 'Towards a Theory of Industrial Concentration',
Bconomic Record, Vol.32 (May 1956), pp.64-77 and The Theory of the
Growth of the Firm, op.cit.

(3) There are of course several examples of leading firms which have been
formed in the post-war merger movements, while others have recently
been created by overseas parent firms.
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CHAPTER III

PROFITABILITY

The object of this chapter is to examine several factors which
conceivably determine the profitability of firms. In the first place we
will ask to what extent is the vrofitebility of firms related to the size

of firms. This question implies an inquiry of whether there is an 'optimal

(1)

size' of firms in terms of obtaining maximum profitability. We will see
that size has only a small influence on the profitability of firms, and our
next question will be to ask what are the other important factors which
systematically influence the profitability of firms. We will ask which
firms are the most profitable ones and ascertain over what time periods

they have maintained their high level of return. Firms with higher
profitability will be examined in relation to size, industry, the market

structure in which they operate and the changing background of general

economic activity over time.

The implications of our findings in this chapter will be important
for our later study of growth of firms. One of the hypotheses which we
will examine in a subsequent part of the thesis is the relationship between
profitability and growth of firms. Any new observations and discoveries
in this chapter will therefore be referred to in detail in our later

analysis of the growth behavior of firms.

Several studies testing the profitability and size relationships
of firms have already been undertaken - mainly in the United States of
America and Britain. Yet little agreement has been reached so far among
the researchers and there even seems to be some confusion as to what the

study of profitability can and cannot prove.

Thus Section I consists of a very brief survey of previous work
in the field which will serve as an introduction to our discussion in the

subsequent three sections. In Section IT the relationship between size

(1) For the concept and the measurement of profitability of firms, see the
Appendix at the end of this chapter.
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and profitability of our selected 402 Australian public companies will be
examined. In Section III the nature of profitable - and unprofitable -
firms will be examined. In Section IV, the performance of highly
profitable firms in our sample will be analysed in relation to the market

structure in which they find themselves.

SECTION I: Preceding Studies

The profitability of firms has been analysed by many economists.
The hypotheses advanced have been varied, but the investigations have
mainly concentrated on one of the following three aspects:-
i) the determination of the relative efficiency of firms of various
sizes (often in relation to economies of scale),
ii) the relative ability of firms to expand through retained earnings,
and

iii) the use of profit ratios as a measure of monopoly power.

The difference in profit ratios of various sizes of firms has
frequently been used as a measure of the efficiency of firms of different
gizes. Here it should be noted exactly what is meant by 'efficiency', for
this term has been used in quite different ways in testing the hypothesis
of profitability and size relationships. The most efficient plant or
firm is the one which has the ability to produce (and distribute) goods
or services at the lowest possible cost. This is the most widely accepted
definition of 'efficiency'. In practice, however, it proves difficult to
apply. If firms of different sizes produce different ranges of product
mixes, they will have different costs and revenues. In addition, variables
such as geographical location, wage rates, prices of plant and other fixed
assets at the time of construction, and excess capacity, will inter alia.
affect the cost of production of a firm in both the short and long run.
Thus the actually observed profit ratios do not provide any accurate
information about the level of cost and therefore about the level of
efficiency. Furthermore, if higher profitability of a particular firm is
simply a result of its market control, then obviously it tells little about

its production efficiency. The profitability of a firm thus indicates the
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degree to which the firm has been able to compete successfully under given
conditions of competition existing in an industry. It may therefore
indicate the efficiency of a firm from the point of view of a shareholder.
This approach obviously gives to efficiency a different meaning from that

related entirely to cost.

The second broad method of approach has suggested the distribution
of profit rates by size of firms as an index of the relative ability of
firms of various sizes to grow. The hypothesis of a relationship between
rate of profit and rate of growth of firms has been developed and

(1)

empirically tested by several economists. This profitability-growth
hypothesis is based on the view that retained earnings are generally the
most important source of capital funds for the expansion of firms even in
cases where external sources of funds, such as money raised from capital
market and the bank overdraft are of relatively easy access. In addition
profitability may influence to some extent the market value of issued
capital and determine whether external funds are available to each firm.(z)
If we can justify this profitability-growth hypothesis, we may indicate
which size-class of firms are the most profitable and thus the most likely
to grow. This argument may further lead us to test another hypothesis
about a trend in business concentration over time, that is, the often
suggested difference in the rate of profit and therefore the rate of
growth between largest firms and small ones will give an indication of the

(3)

changes in business concentration in an industry.

(1) See for example, B. Marris, The Economic Theory of 'Managerial!
Capitalism, op.cit., and 'Income Policv and the Rate of Profit in
Industry', Reprint Series, No. 238, University of Cambridge, Department
of #pplied Economics, (1965), J.R. Meyer and E. Kuh, The Investment
Decision, (Cambridge, Mass.: Harvard Univ. Press, 1957), and J.E.S.
Parker, 'Profitability and Growth of British Industrial Firms',
Manchester School, Vol. 32, (May 1964), pp.113-_29. The relationship
between these two variables is examined in Chapter V below.

(2) See for example, Meyer and Kuh, ibid., p.l76.

(3) Adelman suggested that business concentration decreased in the war
year of 1942. His argument is based on evidence which showed a
definite inverse relation between post tax profit rate and size of
firms. TFrom this he deduced that the small corporations had grown
faster from retained earnings than larger ones. M.A. Adelman, 'The
Measurement of Industrial Concentration', Review of HEconomics and
§j§j§§§i§§_(1951), reprinted in Readings in Industrisl Organization
and Public Policy, (Chicago: R.D. Irwin, 1958), pp.20-1.
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Thirdly, the rate of profit is also frequently used as a measure
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 firms in an industry or economy is discussed in relation to
the economic power which those large corporations are expected to hold.
Although levels of profitability measured by accounting data are determined
by many factors other than market structure, the discovery of a2 positive
association between high profit rates and high seller concentratior offers
empirical support for the hypothesis of a close relationship between the
market structure and the market performance of firms. If large differences
of average profit rate among various industries are persistently observed
over a period, one would suspect that there were some 'barriers to new
entry' into some industries which impede the mobility of capital and may

(1)

result in mis-allocation of resources.

One of the first and most comprehensive studies of profitability

of firms of various size groups was conducted by ¥.L. Crum in 1939.(2)

His statistical data were based on American corporate income tax return
figures for the years 1931 to 1936 inclusive. He measured firms' profit-
ability in each industrial group by the annual rate of return after tax
per unit of net worth and discovered that the largest companies in general

(3)

were the most profitable. This conclusion, however, was modified when

deficit ~ firms (firms which made either no profit or a loss) were excluded,
and the rate of return of income-~firms (profitable firms) was found to be

(4)

inversely correlated with size.

(1) Several studies have been developed in this direction. See, for
example, J.S. Bain, 'Relation of Profit Rate to Industry Concentration:
American Manufacturing, 1936~40', op.cit., pp.293-323, and H.M. Mann,
'Seller Concentration, Barriers to Entry, and Rates of Return in
Thirty Industries, 1950-60'. Review of Economics and Stzatistics,

Vol. 48, (August 1966), p.296-307.

(2) w.L. Crum, Corporate Size and Earning Power, (Cambridge, Mass.:
Harvard Univ. Press, 19395.

(3) Ibid., pp.28-9 and 54.

(4) Loc.cit. The term 'income corporations' and 'deficit-corporations'
was first used by J. Steindl in his Small and Big Business: Economic

Problems of the Size of Firms, (Oxford: Basil Blackwell, 19475.
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Since Crun's investigation was based largely on the extremely
unusual years of depression several sconomists cast doubt upon the general
conclusions of this work and this encouraged further inquiries into the
relationship between size and profitability of firms. One of these was a
study by J.L. McConell who used pre-tax profit data of selected American
companies for the years 1939-42 inclusive and discovered that the rate of
return of medium—sized firms was higher than that of largest firms.(l)
McConell's findings were further developed by R.C. Osborn for the years
1937 tol946.(2) He observed a decliring relationship between profitability
and size of firms for the period between 1937 and 1939, but this relationship
was found %o be less apparent in the years 1940 to 1946 inclusive. Profit-
ability among income firms tended, or the whole, to decline at first with
increasing firm size, then to rise ard finally to decline again. In

every instance, however, the profit ratesof the largest firms were below

those of the medium and smaller firms.

A similar overall declining relationship between profitability
and size of firms was also observed by H.O. Stekler who employed data of
pre-tax profit per total employed capital for the 1947-51 period in the
U-S-A-(B) This inverse relationship was observed both for aggregated
entire manufacturing groups and two digit industrial groups such as 'food

(4)

and beverages', 'textiles' and 'stone, clay and glass'.

More recent studies, however, have produced much more conflicting
results. AL Singh and G. Whittington published in 1968 part of the

preliminary results of their survey of growth, profitability and valuation

'(1) J.L. McConell, 'Corporatc Barnirgs by Size of Firm', and '1942
Corporate Profits by Size of Firm' in Survey of Current Business,
(May 1945), pp.6-12 and (January 1946), pp.10-16 and 20. In relation
to the above articles, sece also, Baumol, Business Behaviour Value and
Growth, op.cit., p.42 footnote 9.

(2) R.C. Osborn, 'Effects of Corporszte Size on Efficiency and Profitability’,
Bureau of Economic and Business Research, Bulletin Series No. 72, (1950).

(3) H.o. Stekler, Profitability and Size of Firm, (Berkeley: Univ. of
California, 1963.).

(4) Ibid., see in particular p.75.
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(1)

of British manufacturing firms. The survey covers 364 quoted companies
in four selected industries for the period between 1948 and 1960. Based on
both pre- and post-tax profit rates on equity assets and net assets, the
study indicates that, on the whole, there is an inverse relationship
between profitability and size of firms. But the study failed to find
any statistically significant (at the 5 per cent level) difference in
average profitability of firms in various size classes. Thus 1t was
found that there is no linear rclationship of any importance between size
and profitabilityn(z) However, if deficit firms are excluded from the

peopulation, a weak inverse linear relationship is observed between size

and profitability.

In their study of 186 selected British companies engaged in
manufacturing, distribution and mining activities for the period between
1954 and 1963%,J.4. Samuels and D.J. Smyth observed a strong (statistically
significant) inverse relationship between size and profitability of firms.
Size was measured by net assets, and profitability was measured by the

(3)

ratio of pre-tax profit to net assets. Such an inverse association
was found for each of the ten years studied as well as for the average of

the whole period. The population included both income and deficit firms.

Recent study of fmerican companies, however, demonstrates an
opposite relationship tetween these two factors. M. Hall and L. Weiss

conducted a survey of selected large manufacturing firms in America for the

(4)

period between 1956 and 1772. The principal purpose of the study was to

test empirically Baumol's theoretical proposition which suggests that large

(5)

enterprises should obtain higher rates of return than smaller ones.

(1) &. Singh and G. Whittington in collaboration with H.T. Burley. Growth,
Profitability and Valuation, (Cambridge Univ. Press, 1968).

(2) Ibid., Chapter 6.

(3) J.M. Samuels end D.J. Smyth, 'Profitability, Variability of Profits
and Firm Size', Economice, Vol. 35, (May 1968), pp.127-39.

(4) M. Hall and L. Weiss, 'Firm Size and Profitability', T Review of
Economics and Statistics, Vol. 49, (4ugust 1967), pp.319-31.

(5) Baumol, op.cit., Chapter 5.



46.
The study includes 467 firms which were selected from the 500 largest
manufacturing firms in the U.S.A. in the period studied so that the
population consists of only those firms which were larger than the
estimated minimum efficient scale in an industry. Profitability was
measured by ratios of post--tax return to both equity and to total assets.
Not only the association of size and profitability of firms, but also the
effect of various types of market structure on industries' average profit
rate was examined in order to measure the extent of 'monopoly profits’'.
In brief, the main conclusion was that large size does tend to result in
higher profitability and the size difference of firms has greater effect

(1)

on firms' actual profit rate than market power. This conclusion is
very striking when compared with the previous observations of Bain and
Menn who confirmed a relatively strong association between high profit and

(2)

high market concentration. The Hell-Weiss finding therefore raises
the important question of whether the capital requirements barrier is more

important than market control as a determinant of profitability of firms.

We will discuss this matter later in the Australian context.

SECTION IT: The Profitability and Size of our 402 Firms

Economic theory predicts that in the long-run large enterprises

usually tend to obtain higher rates of return than small enterprises.

The logic of this theoretical proposition may be summarized roughly in
terms of three factors which influence the relative profitability of firms
of different sizes. These are i) economies of scale, ii) market factors
such as monopoly power, and iii) financial characteristics such as the

conceivable advantages and disadvantages in raising capital funds.

First, it is not normally cxzpected that smell-scale firms would
report higher rates of profit than larger firms because although smeller-

scale plants arc possibilities available to larger firms, largsr scale

(1) Beumol, ibig., p.329.

(2) See footnote (l) on p.43 above.
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(1)

plants are not feasible for smaller firms. Secondly, since large
firms generally enjoy some market control, size offers them the advantage
of monopolistic exploitation to varying degrees.(g) Thirdly, it has
often been observed that the long-term capital market is open to small
firms only at a prohibitive cost which often precludes them from entering
into capital intensive fields. Thus again large firms still have open to
them all cf the options of smaller firms and, in addition, are protected

(3)

by these capital requirement barriers.

How plausible are these theoretical predictions in the Australian
case? In this section we will examine the differences in profitability
of our 402 firms in association with their size. The size of firms is
measured by book value of net asset (share capital, reserves and lorg-term
liabilities) shown in balance sheet reports. The profitability of the

(4)

firms is measured by average rate of return after tax on net assets.

The basic data of our study, which were obtained from companies'
balance sheet reports, have several possible defects for the present purpose
of estimating differences in profitability among firms. These suspected
defects in the profit data may tend to distort the real extent of
profitability differences among firms. Some of the most important

aspectls may be summed up as follows:-—

~

First, profitable firms may tend to adopt accounting practices
which understate their profit for’ tax purposes as well as for public
relations reasons. This is particularly important in the case of large
profitable firms which generally feel most vulnerable to public opinion

concerning so=called 'monopoly profits'. Also, since undistributed

(1) For further detailed examination of factors which give rise to
economies of scale, see for example J. Steindl, op.cit., Chapter II,
and S. Florence, The Logic of British and American Industry, (London:
Routledge & Kegan Paul, 1953), Caapter II.

(2) See, for example, Bain, op.cit.
(3) Baumol, op.cit., Chapter 5.
(4) Our reasons for choosing post-tax net profit per net assets as the

measure of profitability of our 402 firms are given in the Appendix
to this Chapter.
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profits are the most important capital source for expansion of a firm,(l)
it is usually expected that managers of profitable firms seek to retain
profits rather than pay high dividends. Therefore they may understate

actual profits for the purpose of disguising the true situation from

shareholders.

Second, conservatism in accounting is also found in the wvaluation
of assets so that in effect items like shareholders' funds, fixed assets,
stock and debtors' may be undervalued while, on the other hand, 'creditors
and other provisions' may be overvalued. The degree of the distortion of
balance sheet figures from actual ones differs from firm to firm in
accordance with their individual accounting conventions and managerial

(2)

practices.

Third, in addition to the intended difference between the actual
current values of assets (and liabilities) and those shown in the balance
sheet, there are differences which stem mainly from price fluctuations.

In a period of rising prices fixed assets which have been acquired over a
period of years and which are usually valued at original cost (nistorical
cost) in balance sheets will be understated in terms of current prices.

(3)

This is also true of the value of stock holdings. It is normally
expected that in a period of rapid inflation menagements would bring their
book values of assets into line with current prices by revaluing the assets
at some time. However, there is a lag in their reaction, and the length
of such lags differs from firm to firm. Some firms often revalue a part
or all of their assets to show them at current value, some firms do so
occasionally, and some other firms depreciate assets as fast as possible
and never revalue. Generally speaking, an industry and a firm that has

relatively old assets will have a relatively smaller asset-valuc base in a

period of inflation and thus a relatively higher rate of return.

(1) This aspect is extensively discussed in Chapter 5.

(2) Sece, for example, R.L. Mathews and J. McB. Grant, Inflation and
Company Finance (Sydney:Law Book Co. of Australia,1958§,second ed.,
Chapters VII and X.

(3) Ibid.
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Our selected 402 companies include various sized firms of vary-
ing degrees of profitability. Some firms are very old and have been
listed on the Sydney Stock Exchange since the beginning of the century,
while others were established in the early 1960's so that the age

(1)

structure of assets ranges widely. In addition, the period of our

study was contimuously inflationary and the value of assets rose in every

(2)

year relative to their original value. Considering these aspects
there is no doubt that changing price levels distorted some of the book
values of assets of our companics, and it may also be expected that
accounting conventions employed differ as between the 402 conpanies and
either under- or overstate their profitabilities. Unfortunately, given
the limitations of available information, there secems to be no complete

(3)

way round these problems.,

However, in order to minimise the conceivable errors connected
with the third aspect mentioned above (i.e., possible overstatement of
profit ratios on net assets by undervaluing the assets - the denominator
of the ratios), we have examined each of our 402 firms on the following
four bases so as to select from the total population a group of firms whose

book values of net assets appear to be relatively more reliable.

(1) Out of the grand total of 402, the date of incorporation as public
companies is availabls for 294 firms. Seventy-three of them were
established before 1930, of which 19 firms were formed before 1910.
On the other hand 120 firms were incorporated as public companies in
the 50's and 60's.

(2) Ve calculated the price index of fixed capital for private activities
(other than housing purposes) from National Accounts data as shown in
the table below:-

Price index of fixed capital for private activities
(1950-51 = 100.0)

1950-1 100.0
1955-6 141.3
1960-1 161.8
1964-5 171.0

Source: Commonwealth Bureau of Census and Statistics, Australian
National Accounts. Netional Income and Expenditure,
1948-49 to 1964-65, and 1953-55 to 1965-66.

(3) The effects of inflation on the profitability of firms is most
extensively discussed by R. Mathews and J. McB. Grant. They show the
causes and the effect of the divergence between the accounting profit
and current income during a period of rising prices and suggest
measures to counteract the accounting effects of inflation. Mathews
and Grant, op.cit.
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1. Companies with new assets - they include firms which were formed after
1956 and firms a large part of the assets of which were acquired after
1956. The year 1956 is chosen because the most rapid post-war
inflationary trend appeared to have ceased by the end of this year(see
footnote (2) on p.49 above).

2. Companies which have revalued all or a large part of their assets at
least once since 1956.

3. Companies which were first listed on the Sydney Stock Exchange after
1956. The assumption here is that when a firm requests and obtains
quotation on the Exchange it may usually be expected to re-value its
assets in line with their current values so as to imorove its asset
backing ratios as well as to minimize the danger of unexpected take-
over bids. Companies which were taken over by other firms within five

yvears after their first guotaticn in the Exchange eare excluded.(l)

4. Companies which have issued at least once since 1956 a relatively
large sum of new share, i.e., equal to more than two-thirds of the book
value of already issued shares. The reasoning here is the same as
that in (3) above concerning asset-backing ratios and the expected

danger of take-over bids.

Of the grand total of 402 firms, %30 fall into one of these four
categories. The following examination of the differences in the
profitability of firms will look at both this group of 330 firms and the
total population. It should be noted, however, that these 330 firms are
not completely free from possible distortion of real profit ratios. In
particular it must be borne in mind that we have not corrected the possible
errors which may stem from the first two factors outlined on pages 47 and

43 above.

The differences in average post-tax profit rate per net asset

between firms in various size groups were estimated for the three sub-

(1) Such firms often obtain citation in the list of public companies so as

to find suitable buyers for thenm. In that case, their valuation of
assets are likely to be understated.
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periods 1950-5, 1956-61, and 1962-7, as well as for the whole period of
1950-67. The firms are classified into 13 size groups according to their

value of net assets in the initial year of each pericd studied.

Rank correlation coefficients were calculated between average
profit rates on net assets and size-groups. These rank correlation
coefficients are shown in Tables 3.1 and 3.2. Almost all are negative.
In Table 3.1, which shows the profitability and size relations for the
'all-industry' groun, ten out of 12 relations are observed to be negative
and all but one of these inverse relations are statistically significant.
In Table 3.2, which shows the relationship in eight major industrial
groups, there are 81 negative relations out of the total of 96, and 48 of
these are statistically significant (significant gylless than 10 per cent
level).(l) Although the degree of significance differs between industries
and over time, it should be noted that our results as a whole indicate that
profit rates tend to decrease with the size of firm. A particularly
strong inverse relation is seen over the long period 1950-~67 for the‘all-~
industry'group as well as for the eight major industrial groups. The
negative correlation of profitability and size is more marked in our '330-
firm' group than in the 'all company' group, and this strengthens the
overall result because the former is based on more reliable information.
It is also found that the inverse association is more pronounced in the
'income-firm' group, which excludes firms that failed to make profit in
one of the years studied, than in the total population. This appears to
indicate that the rate of profit is differently correlated with firm size
among deficit-firms than among income-firms. This is shown and analysed

in the next section of this chapter.

Closer study of Tables 3.1 and 3.2 gives us further information
about size-profitability associations. Both tables show that the observed
inverse relationship between profitability and size of firms is relatively

weak in the sub-period 1962-67. Positive observations, though not many,

(1) The results of the t-test are shown in both Tables 3.1 and 3.2 by the
numbers of asterisks indicating different degrees of significance.
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are mainly concentrated in this period. In order to examine further the
differences in the degree of profitability-size associations between
different years, the relationships are estimated for each year of the
period studied and the rank correlation coefficients are shown in Table
3.3. In the '330-firm' group which shows better correlation results than
the 'all-firm' group, there are seven positive and 11 negative relations.
Of the latter only six (1950, 51, 52, 54, 59 and 63) are significant at,
or less than, the 10 per cent level indicating that there is little
correlation between firms' size and their rate of profit on a single year
basis. Positive relations are observed in 1957-59 and 1964-67 in the
'330-firm' group, and in 1953, 1957-59, 1962-63, and 1965-67 in the 'all-
firm' group. It is interesting to note that a) all the post-war
recession periods are included in the latter nine years, and b) the
majority of these positive correlations are concentrated in the period
from 1962 onwards when import licensing policies were removed from most
manufacturing fields and entrepreneurs began facing increased overseas
competition. We are now reminded of Crum's observation referred to
earlier which indicated the positive association of profitability with

(1)

size of hAmerican firms during the depression period of 1931 to 193%6.

Finally, let us recapitulate in brief our findings in this
section. TFirst, it is observed that profit rates of large firms &s a
whole are less than those of smaller firms in all three sub-periods and '
over the whole 18~year period studied. Second, on a single year basis,
little association between profitability and size of firms is observed.
Third, we have noted a trace of a weak, not statistically sigmificant,
positive association between profitability and size in years of generally
sluggish economic activity. It is too weak, however, to modify our

initial observation of an inverse relationship.

(1) See pp.43-4 above.



Table 3.1

Mean Rates of Return and Rank Correlation Coefficients Between

Size and Mean Rates of Return

1950-55 1956 =64 1962-67 1950-67
size-Group() No. Profit No. Profit No. Profit No. Profit
(£1000) of Rates of Rates of Rates of Rates

Cose (%) Cose (%) Cose (%) Cose (%)

A) All Companies
4 O-49 L 1246 1 42.0 N 3 N2
2 50-99 10 146 A PAN S 2 9e3 9 9.2
3 100~199 26 8k 19 1044 7 247 15  Te2
b 200-399 519 10.4 33 749 32 ey 21 843
5 L,00-799 L6 846 56 8.4 42 6.2 32 67
6 800-1,599 29 T 59 746 Ly 6.6 25 7.8
{/ 1,600-3,199 12 Be2 25 745 52 6e2 10 72
8 3,200-6,399 11 1242 26 6.0 33 T3 1M1 10.5
9 6,400-42,799 6 6.9 11 75 2L 7.0 6 645
10 42,800-25,599 2 61 6 7.3 15 75 2 Tk
11 25,600~51,199 2 53 5 1047 6 6.9 2 5.8
12 51,200—102,399 oo .o 1 8.8 3 11 ¢4 ve se
13 402,400 and over es  es e es 1 Belt oo .o

Tota.l(2> 199 943 246 8.0 264 6.9 146 749
Rank correlation
coefficients:
Profit rates & Size-group:~ ~0,87** ~0. 2% 0e54 =0,65%*

BCG



1950-55 1956 =64 1962-67 1950-67
Size-Group(1) No. Profit No. Profit No. Profit Nos Profit
(£1000) of Rates of Rates of Rates of Rates
Cose (%) Cose (%) Cose (%) Cose (%)
B) '330'-Firms
'1 0-49 1 2’4—01 ae ee e e 1 16.2
2 50~99 7 1642 2  25.3 .o oo 6 1147
3 100-199 11 404 b 949 2 =346 10 8.8
N 200=-399 LO  41.2 25 9kt 27 1045 28 8.8
5 LO0-799 36 Beb 49 849 39 645 29 67
6 800-1,599 25 860 55 746 L2 646 23 748
7 1,600-3,199 1 845 23 7.8 50 643 10 742
8 3,200-6 4399 11 12.2 26 6.0 33 743 11 1045
9 6,400-12,799 6 6.9 11 745 24 740 6 645
10 12,800-25,599 2 6 o4 6 Te3 15 75 2 Tel
11 25,600-51,199 2 53 5 10.7 6 6.9 2 5.8
12 5],200‘102,399 e e 1 8-8 3 110'1 X X
13 102’400 and over oe X ) oo 1 5.L|— ) X
Total(1) 152 949 217 8.3 242 7 o4 128 842
Rank correlation
coefficients:
Profit rates & Size-group:- — o B5%# — g Bk o 3% N A

*qgs



1950~55 1956-64 1962-67 1950-67
31 ze=Group( 1) Nos Profit No. Profit Nos Profit Nos Profit
(£1000) of Rates of Rates of Rates of Rates
Cose (%) CoSe (%) Cose (%) Cose (%)

C) Income-Firms
1 0-49 L 12.6 1 12.0 s & 3 124
2 50-99 9 145 L k4.6 2 9e3 7 9.7
3 100-199 26 848 18 10.6 7 2.7 15 845
L 200~399 L9  10.8 34 8.6 28 11.6 29 846
5 L00-799 L3 963 52 8.9 34 7.6 25 8.0
6 800-1 4,599 28 748 56 8.2 40 745 2k 749
7 1,600-3,199 12 8.2 23 79 48 7e3 10 7.2
8 35200-6,399 11 1242 23 643 30 7.7 11 10.5
9 64400-12, 799 6 649 11 7.5 23 742 6 645
10 12,800-25,599 2 6 6 7.3 15 7.5 2 Tk
11 25,600-51,199 2 5.3 5 10.7 6 6.9 2 5.8
12 51,200-102,399 e s 1 8,8 3 1161 .o 50
13 102,1{.00 and over se .s s X 1 5.L|- ' os

Tota1 (1) 192 9.7 234 8.5 237 7.8 134 Bl
Rank correlation
coefficients:
Profit rates & Size-group:- — o GHeAN Y i -e23 — o [H¥¥H

Notes: (1) The sigze of the firms is measured at the initial year of each period.

(2) Number of firms included differ between sub-periods because of the inclusion of

'Discontinued! firmse.

* Significant at 10 per cent level

#%  Significant at 5 per cent level
#k%  gSignificant at 4 per cent level
*x%  Significant at 0.4 per cent level

026



Table 3.2

Rank Correlation Coefficients : Profit Rates and Size Group -
8 Mejor Industries

4)

Industrial group 1950-55 1956-64 1962-67 1950-67
1 10 ~-s 47 -0 -+ /0
2 -.29 —-05 —.55 i —.36
3 ~#38 15 o9~ .00
L ~ B O* - 75 — 76 — .83
5 S i it =o83%% Ol et
6 =50 -2 26 Y%
7 ~¢28 = (B .30 75
8 -.20 ~ L% ~o19 = ol
A1l industries - ¢ 82 —- oLy 2% 51 -5
B) 1330' Firms
Industrial grou§1)
( «10 —eli3 =14 —e70%
2 - L& -.08 -.38 -.36
3 -e23 -.,09 LH¥E - 0
L - 80%%. — o 75 — 59 ~.57
5 -4 .00% — o BFWHN ~410 - J0%x
6 -1 +00F — 68 %5 68% 5 - 80%* -
/ =70 — o B2%%% o1l ~ (B
8 =+ 0% =57 .30 ~ 0%
All industries — o 8% - L BHHE. o 3O%E: — 7D
C) Income~TFirns
Industrial group(1)
1 -.6C — oL B -410 -0
2 —oH2¥* =17 o [N =54
3 =33 -.07 o L% -+09
L ~ o83 — 57 -.50 — o BFHiE
5 ~ B — 90 -2 Y
6 -5 0% =102 LTHE — 8
7 -.36 —oBo% .05 - TR
8 o it — 0¥ ~ok9 — QU
A1l industries - o B2 H — 47 423 —JTGER

All-Fims

(1)

% Significant at 10 per cent level
%#% Significant at 5 per cent level
#ex Significant at 4 per cent level
%% Significant at Oe1 per cent level

f Perfect correlation

(1) For industry classification, see Appendix Table C.4.
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Table 3.3

Rank Correlation Coefficients : innual Profit Rates and Jize Group

A) 411-Companies B) '330! - Tims

Years Rank Correlation Coefficients:
Profit Rates and Size Group

Rank Correlation Coefficients:
FProfit Rates and Size Group

1950 = (7R = 95 HN:
51 ~of R¥- = 73%*
52 =49 ~ o Bl
53 «06 -k
5L -.08 -6
55 =19 -28
56 -3 -2
57 15 «15
58 26 «36
59 37 o lly*

1960 -0l -2
64 -.43 -.38
62 .03 -.06
63 .07 —L2%
6, -.09 .20
65 25 18
66 «50 «33
€7 .05 NN

L

* Significant at 10 per cent level

*% Significant at 5 per cent level
% 95 oni Picant at 1 per cent level
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SECTION ITTI: Deficit-firms

Before discussing the possible explanations of the inverse
association between profitability and size of firms in Australia we will
first exarine another feature of 'profitability' which may be of importance

to entreprencurs in addition to that expressed by annual average profit.

In the 18 years ended in 1967 there appeared to be a general
declining trend in the average earning rates on net assets in our 402
firms. This trend is indicated in Table 3.4 below together with that of
all Australian manufacturing companies which are listed in the Sydney
Stock Exchange. Over our three sub-periods the profit rates of our
companies declined from 8.7 per cent in 1950-55 to 7.3 per cent and then

(1)

6.8 per cent in the succeeding two periods.

The decline in the average profitability is associated with a
greater dispersion in profit rates between 9ach of the 402 firms. In
other words, as profitability declined the extent of differences in annual
profit rates between firms became more pronounced. Further, the number
of non-income firms rose from a minimum figure of four in 1951 to a peak
of 28 in 1963. Altogether 123 firms have either made no profit or
suffered a loss at least once in their operating years during the period
studied. In fact the majority of those firms made a loss in more than
one year, The following questions then arise: why did these firms fail

to make profits; were they operating in particularly competitive markets;

were their business structures quite different from those of profitable

(l) For deteiled discussion of overall trends in Australian manufacturing
see for example, A. Hall, Australian Company Finance, Sovurces and Uses
of Funds of Public Companics, 1948-1953, the Australian National
University - Social Science Monographs 7, (Canberra: Australien
National Univ. Press, 1956); and the series of survey articles on the
Australian Economy published in Beonomic Record since 1956 and
reprinted in H.¥W. Arndt and W.M. Corden (eds.), The Austrelian Economy,
(Melbourne: F.W. Cheshire, 1963), Part One.
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Table 3.4

Annual Average Profit Rates per Net Assets after Tax

Total Listed Companies in
Years Our sample firms Manufacturing Industries(4)
No. of cos. Profit Rates No. of cos. Profit Rates
(%) (%)

1950 175 945 ] I

51 206 9.9

B2 235 7o | six~year NeQo

53 232 hati | SVETIES

5l 228 10.6

55 253 98 | 1 i

56 286 Be2 555 8.2

57 230 7.6 551 8a2

58 292 641 raX] 540 81

59 280 8.0 524 8.6
1960 282 7.8 494 6.2

64 290 644 514 5.9

62 298 6.9] 595 64

63 302 €6 596 68

64 300 763 6.8 598 7.2

65 299 75 5814 £ o6

66 293 6.6 565 £.8

67 280 547 538 Nels

Note: (1) This includes almost all conpanies for which data were given
in the annual *#Investment Service® of the Research and
Statistical Buresu of the Sydney Stock Exchanga, and

certain firms which have been taken over by these companiese

c

Nneae: not available.

Source: For total public companies in manufacturing industries -
Reserve Bank of Australia, Statistical Bulletin, Company
Supplement, February and November 41963, August 4968.
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(1)

firms?

In Table 3.5 the distribution of deficit firms in various types
of market is shown. At first glance, it may appear that the proportion
of deficit-firms becomes greater as the degree of business concentration
declines.  But the extremely large proportion of deficit-firms operating
in high oligopolistic markets undermines any generalization about the
relationship between income-firms and high concentration. Twenty one
firms are observed to have failed to mske profits in high~oligopolistic
markets. Of these, nine are in cotton textiles, three in tobacco and

cigars and two each in motor vehicles, confectioneries, and ice-cream, etec.

Traditional theory suggests that monopolists and oligopolists
will have very high rates of return insofar as they can preserve their
position under favourable demand and cost conditions they earn only as much

(2)

as competitive industries. The cotton textile industry, in which nine
deficit firms arec recorded, is one of the examples in which demand
conditions were unfavourable. On the other hand tobacco and cigars, motor
vehicle manufacturing, confectioneries, and ice-cream etc. represent
industries in which considerable changes in the market structures were
obsarved (see Table 2.4 on p.28). In these four industries, the largest
firm or firms expanded their market shares rapidly and at the same time

nade profits contimuously while the nine observed deficit firms failed to

do so.

Although market control may be a factor it seems more likely that

large size is of more importance in enabling monopclists and oligopolists

(1) It is often suggested that a relatively poor profits record is likely
in the few years immediately following the establishment of a firm.
Only eight firms out of the total 123 deficit firms were in their first
five years of operation. However, since our sample firms include
only listed public companies and they represent relatively large-size
firms, we are not able to draw any general conclusions concerning the
relationship between poor profit performances and the 'infant stage!
of firms' operations. See, for example, W.L. Crum, The Agze Structure
of the Corporate System, (Univ. of California, 1953), Chapter V.

(2) G.J. Stigler, Capital and Rates of Return in Manufacturing Industries,

National Bureau of Economic Research (Princeton Univ. Press, 1963).
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Table 3.5
Distribution of Deficit-firms by Various Concentration Groups;
1950-1967
(1) (2) (1) as a propor-
Market Structure No. of Total No. tion of (2)
Deficit-firms of Firms (%)
1 Monopolistic and ducpolistic
industry 2 16 12.5
2 High-oligopclistic industry 21 66 3148
3 Moderate-oligopolistic
industry 17 77 2244
L Low-oligopolistic industry 21 84 2549
5 Unconcentrated industry 33 al 3642
6 Competitive industry 7 23 304
7 High-competitive industry 22 48 15.8
Total 123 402 30.6
Table 3.6
Distribution of Deficit-firms by Net Assets;
195C-41958 and 1967
. (1) 1950 1958 1967
Size Group Noe. off Total Noe| Noe of Total No.| No. of Total Noe.
: Deficit— of Firms |Deficit- of Firms|Deficit- of Fims
Firms Firms Firms
1 oo L 2 2 oo oo
2 2 7 1 L 1 3
3 10 20 10 23 I 9
L 10 43 14 45 6 18
5 5 45 16 53 11 50
6 3 27 13 61 11 42
7 .o 14 14 by 8 50
8 1 14 5 30 L L3
9 oo 6 1 15 2 26
10 oo 1 1 Fi oo 21
11 .o 2 o 5 oo 9
12 .o .o .o 2 oo
13 .o oo .o oo .o 3
e I A R

Note:

Some firms are included in more than one of the selected three

years thus the aggregated figure exceeds the grend total of
123 deficit-firms.
(1) TFor size classification of the firms, see Appendix Table D.5
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to minimize or completely avoid losses over time. Table 3.6 shows the
digstribution of deficit firms in different size groups. Deficit firms are
all small or medium sized firms and no large firms with their 1967 value
of net assets exceeding, for example, £25.6 million failed even once to

(1)

make a profit during their operating period. This may be partly due

to the accounting conventions which large firms commonly adopt: for public
relations purposes they scek to minimize fluctuations of reported ammual
earnings rates by distributing high profits over years of low profit.

But more so is this attributable to the deliberate policy of large firms
which organize themselves in the areas of production, marketing and finance
80 as to minimize dangers of making losses and of failing tc attain
continuous growth in time of recession. As one of the devices for
pursuing this goal large firms often diversify their production lines and
invest in other companies so as to be able to offset losses for one source

(2)

of profit by income from others.

The observed concentration of deficit firms in smaller size groups
lcads us to consider the extent of fluctuation of annual profit rate over
time in relation to size of firmg.  Variability of profit rate of individ-
ual firms is measured by the value of the standard deviation of its average
annmual profit rates over time and is shown in Table 3.7. Fluctuations of
annual profit rates appear, on the whole, to decrease with size of firms.
This declining trend is not systematic but a marked difference can be seen
between size groups 1 to 6 and 7 to 11 inclusive. Increase in stability

(3)

of annuel profit rates is pronounced in the largest five size groups.

(1) A similar observation is made by Galbraith in the United States. He
states that 'In 1957, a year of mild recession in the United States,
not one of the one hundred largest industrial corporations failed to
return a profit. Only one of the largest two hundred finished the

year in the red.' Furthermore one of the largest firms in America,
the United States Steel Corporation, '. . . has not had losses for a
quarter of a century'. Galbraith, The New Industrial State, op.cit.,
p.82.

(2) The aspect of diversification in large firms is further examined in
Chapter V.

(3) Similar observations were made by Stekler, Samuels and Smyth, Singh
and Whittington, and others. See, Stekler, op.cit., Chapter VI,

Chapter 6.



61,
Firms 7wose net assets exceeded £1,600,000 in 1950 are mostly monopolists
or high and moderate-oligopolists (see Table 2.5 in Chapter II), and their
market control may certainly contribute to the relatively stable nature of

(1)

their profitability.

Iable 3.7

Standard Deviation of Annual Profit Rates per Net Assets of Firms

in each Size Groun. 1950-67

Net Asset Size Groups Standard Deviation
(1950 basis) of Profit Rates
Size Groups ~Usper—Jdmit (£7000) %
1 0-49 9.6
2 50--99 18.2
3 100-199 12.9
4 200-399 8.8
5 400-~799 14.2
6 800-1,599 8.6
fi 1,600--3,1993 7.0
8 3,200-6,399 6.6
9 6,400--12,799 4.7
10 12,800-25,599 2.2
11 25,600-51,199 2.9
12 51,200--102,3%99 .o
13 102,400 and over i

Note: There are no firms vhose size exceeded £51,200,000 in 1950.

In the previous section we observed that annual profitability
averaged over a number of years does not increase with size, and large

size itself does not usually appear to provide any advantages so far as

(1) Veriability of profit rates of firms was also calculated in various
types of market for the period 1950-67 and is shown below:

Concentration groups Standard Deviation of
annual profit rates (%D

1 Monopolistic and duopolistic industries 5.9

2 High-oligopolistic industries 9.9 Average
3 Moderate-oligopolistic industries 8.1/ 9.0

4 Low-oligopclistic industries 12.4 5

5 Unconcentrated industries 12.0

6 Competitive industries 11.5 Aggf?ge
7 High-competitive industries 12.57
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ability to obtain high profitability is concerned. But the investigation
in this section suggests that the certainty of profit increases with size
and large firms in general rarely fail to make profits which are also
usually stable, though not necessarily high, over tinme. On the other hand
smaller firms secm to take higher risks in exchange for the chance of high
profit in case of success. If we assume that certainty is preferred to
higher but riskier profit, a stable average profitability of large firms
would meke large size attractive and provide some inducement for firms to
grow. Having noted this point we may now turn to a consideration of the

observed inverse association between average profitability and size.

In order to explain empirical observations which indicate higher
average profitability for smaller firms than large ones, several reasons
have been ofrered:

1. J. Steindl argues that the observed declining relationship
between size and profitability of firms could be the result of an increase

(1)

in capital intensity with increasing sigze. Large firms usually employ
capital intensive techniques and consequently the capi‘al sales ratio (%)
ig high. This hypothesis is often quoted in order to explain the lower
earning rates per capital invested observed in larger firms, but we are
still left in doubt as to why profit rates should increase less than assets
with increasing capital intensity.(z)
2. R.C. Osborn suggests that many large corporations are old
and have developed the traditicmal conservatism of age and large size.
Thus their expansion process may be slowed down and hence rates of return
tend to be lower.(B) This argument assumes that the more rapidly expanding
small and medivm-sized firms are more profitable in part because they are

(1) Steindl tested his hypothesis with evidence based on 1939 data and
found that asset-sales ratios increased with size up to the third
largest of his ten size classes (assets less than SUSS,OO0,000) and
thereafter remained fairly constant. Steindl, op.cit., Chapter III.

(2) See J.S. Duesenberry, Business Cycles_and Economic_Growth, (New York;
McGraw-Hill, 1958), pp.58-9.

(3) Osborn, op.cit., p.77.
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expanding, and that when they come to the end of the expansion period their
profitability will alsc be at a lower level.

3. There is a traditional view of risk premiums which proposes
that investors demand and obtain a higher rate of return from those firms
that have greater fluctuation of earning rates. Investors normally assume
that risks of making a loss decrease with size; therefore smaller firms
are expected to obtain higher profit in successful years.(l)

4. It has also been suggested that large firms are in reality
a composite of several small firms each of which may be regarded as an
independent profit centre.(z) If this is the case, there is little reason

to expect that large firms would make markedly higher profit than smaller

ones.

What other possible explanations can we provide for the observed
inverse associations between profitability and size of firms in Australia?
bhs we have seen earlier, the smaller and medium-sized firms are less likely
to have diversified income sources and hence a failure in the one area, or
in one of the few areas, in which they are operating is likely to result
in an overall loss. If such errors are made repeatedly these firms are
likely to go bankrupt or be forced to accept take-over bids and consequently
excluded from our study. Large firms, on the other hand, are likely to be
diversified, to operate in different product and geographical markets, and
they might experience a loss in one or several fields without meking an
overall loss. This helps exrlain the particular behavior of the 'inccme-
firm' group noted above on pp.51-2 which indicated a stronger inverse
relationship between profitability and size as compared with that of the
'all-firm' group. If less diversified smallcr firms are likely to
experience an over-all loss through one or a few failures, those mismaraged

firms will be consequently excluded from the list of profitable firms,

(1) See, for example, Steindl, op.cit., Chapter IV.

(2) See for example, 3. Alexander, 'The Effect of Size of Manufacturirg
Corporation on the Distribution of the Rate of Return', Review of
Economics and Statistics, Vol.31 (August 1949), pp.229-35.




64.
i.e., the 'income-firm' group. The result is that the profitability of
the rensining successful small firms would be fairly high because few, or
even no, unsuccessful projects are included to dilute their income from
profitable ventures. Thus it may be expected that smaller successful
firms report higher profit than large firms among the 'income=firm' group
as is indicated in Tables 3.1 and 3.2 by a higher inverse correlation in

this group compared with that in the 'all-firm' group.

In addition, when studying a period in which a rapid expansion
took place in various areas of manufacturing industry, we rmust not neglect
the important effects of such factors as market growth, changes in market
structures and overseas competition which differs between markets according
to the federal Govermment's tariff and import restriction policies. 1In a
growing market excess demand provides higher profits and capital = sales
ratios will decline. Thus, in spite of the 'capital requirement barriers'’
suggested by Baumol, large firms and capital intensive industries may not
necessarily obtain higher profit rates if the less capital intensive markets
are growing more rapidly than the capital intensive markets. Large firms
in our sample are mostly monopolists or high—oligopolists(l) and,
theoretically, might be expected to obtain higher profit rates through
their market control. Market structure in the post-war period, however,
proved to be wexy unstable. As we have seen in Chapter II mergers
changed market structure in many industries and in particular, large
oligopolists competed to expand their market share and consequently
concentration was further increased in already highly concentrated
industries. It has been shown in the U.S.A. that average profit rates in
concentrated industries were considerably higher than those in less
concentrated industries and hence large monopolists and oligopolists were

(2)

neking higher profit than smaller competitive firms. Such relations

(1) See pp.36-9 aboveas

(2) Using 1950-60 U.S. data, Mann found that there was a distinct
difference between the average rates of return in less concentrated
industries and in industries where the top eight firms accounted for
more than 70 per cent of output. The average profit rate for the
concentrated group was reported to be 13.3 per cent as compared with
9.0 per cent in the former group. Similar results were previously
found by Bain for the period 19%6-40 and 1947-51.  Mann, op.cit.
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are found to be less obvious in Australia in the period studied. In Table
3.8 below we have estimated differences in post-tax profit rate on net
assets for firms operating in various types of markets for the periods
1950-58 and 1959-67. We find that profit rates are higher for firms in
concentrated markets compared with those in the less concentrated markets
but the difference appears to be marginal.

Table 3.8

Average Post-tax Profit Rates per Net Assets per Annum in Various
Concentration Groups: 1950-58 and 1959-67

Concentration Groups | Average Profit Rates per Annum
195Qf58 1959-67
% 7%
Monopolistic and duopolistic
industries 10.1 7.8
High-oligopolistic industries 10.5 | Average 8.9 | Average
Moderate-oligopolistic industries 8.6 s 7.2 71
Low-oligopolistic industries . 9.77 6.7/
Unconcentrated industries 8.2 5.7 )
Competitive industrics 8.9 | Average 7.0 | Average
.8 6.
High-competitive industries 9.3 - 6.2° E

Notes: Rank correlation coefficients between average profit rates and
degree of concentration were also calculated for each of the 18
years stuiied. Eleven negative and seven positive relations are
reported, only six (five positive) of them are significant at the
10 per cent level. This indicates that there is little association
between profit rates and degrees of concentration.

As we have seen, cconomic theory assumes that certain factors
which are associated with size such as technical, marketing and financial
opportunities will work in the direction of higher rates of return for
larger corporations. This anticipation is, however, realized only under
the assumption that all firms are pursuing a profit maximization goal. If
the assumption dces not hold equally for firms of different sizes, and
larger firms are pursuing other maximizing objectives such as fast growth,
then there is little reason to expect that larger firms would record higher
profit rates. In particular, from the point of view of firms' investment
decisions, growth and profit goals can not be regarded as identical

(1)

criteria for the selection of investment programmes, but rather fast

(1) See Chapter VI, Section II.
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growth often depresses firms' earning power as we will see 1ater.(1)
Therefore contrary to the prediction of economic thecry we might expect
larger firms to report lower profit rates than smaller firms. This
explains our vrevious observation (p.52 gbove)that the theoretical
proposition, which suggests higher profit rates for larger firms, is
supported to some extent only in sluggish years when firms growth rates
are restrained. This is the argument we will put forward in the succeeding
chapters, but here we note simply that our observed inverse relationship

between size and profit rates does not support the generally suggested

theoretical proposition.

SECTION IV: Profitability Persistency

In the previous three sections, our attention was focussed on
the differences in profitability of firms in various size classes. Firms
were grouped according to their size and the study was conducted on inter—
class differences in average profit rates. No mention was made of inter-
company differences in profitability. The discussion in this section will
be thereforeldirected towards the level of profit of each company over

time.

In an economy which is fundamentally characterized by continuous
growth and change, individual firms organize their activities in the way
which they regard as best suited to these processes of growth and change.
They aim to build up market control, or to diversify products, or to grow
fast or to increase their shareholdings in firms in various markets, etc.
It cannot be assumed that there is a fixzed path by which equilibrium is
reached, for entrepreneurs encounter continuous changes in the environment
in which they operate such as shifts in demand and costs, introduction of
new techniques and changes in the structures of the market. The types of
internal organization which are employed by each firm are varied, and in
practice it is difficult to estimate their effect on the resulting changes

in business performance.

(1) See Chapter V.
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Without giving any rigid description of the maximizing object of
each firm, we may however roughly indicate whether a firm is successful or
not by ascertaining if it continuously makes high profits (above average
in its industry?) throughout a given weriod. This line of thought has
led several economists to enquire whether there is such a thing as 'good'
or 'bad' management.(l) The criteria employed differs between scholars,

but they generally emphasize the importance of the internal conditions of

firms as being an explanatory factor of profitability differences.

To begin with let us examine the relationship of the average
profit rates of our firms in and between the three sub-periods 1950-55,
1956-61, and 1962-67. Our aim will be to see if there is any tendency for
the rate of profit of individual firms to persist over the sub-periods
studied and further to find if firms which made a relatively high (or 1ow)
rate of profit in a given six-year period also tend to make high (or low)

profit rates in the following six years.

The relationships between the average post-tax profit rates on
net assets in the two successive periods are plotted in Diagrams 3.1 and
3.2 for the period 1950-55 and 1956-61, and 1956-61 and 1962-67. The
results of the simple linear regression analysis are given in Table 3.9 for
firms in different industrial groups, and different market structures.

The results show that there is a positive relationship (the b coefficient
is positive in each case in Table 3.9) between the rates of return in the
two successive six-year periods in all the '8 major industrial groups' as
well as in the 'all industries' group. In other words, firms with
relatively high profitability in one sixz-year period are likely to maintain

their good performances in the subsequent six-~year period. This

(l) Sece for example, T. Barna, Investment and Growth Policies in British
Industrisl Firms, Occasional Papers XX, National Institute of
Economic and Social Research, (Cambridge Univ. Press, 1962), I.M.D.
little and A.C. Rayner, Higgledy Piggledy Growth fAgain, (Oxford; Basil
Blackwell, 1966), and its review by W.B. Reddaway, Economic Journal,
Vol. 77 (Sept. 1967) pp.595-8, and A. Singh and G. Whittington, op.cit.,
Chapter 6.




relationship is particularly pronounced in the Iron and steel, and
Electrical engineering industries for both successive periods, and in
industries such as Chemicals, Saw mills etc., and Newspapers for one of
the two subsequent vperiods. In statistical terms it may be said that the
average rates of return on net assets in the Iron and steel industry, for
example, in the period 1950-55 explains more than 46% (r2 = 0.462, see
Table 3.9) of the variance of average rates of return in the succeeding

period of 1956-61.

In the rest of the cases the relationship appears to be relative-
1y weak, though positive, and there seems to be little relationship between
rates of return on net assets in the two pericds. However, a study of
Diagrans 3.1 and 3.2 suggests that such weak relationships may be partly
due to the inclusion of extreme observations which made a loss in one of
the periods (observations plotted in the second and fourth quadrants of
the diagrams). Thus a relatively large number of deficit-firms in the
Cement ete., Textiles, Clothing and footwear, Food, tobacco and beverages

industries may partly explain their weak regression results.

Diagrams 3.1 and 3.2 require a further corment. If we assume
'good' or 'bad' management continues for a certain period, we should expect
to find some persistency in both the high profitability, and low profit-
ability or even loss-—meking of firms over successvie time-periods. In the
case of continuation of 'bad' management, we must note that few firms can
stay in business when they make a loss persistently over a number of years.
Concerning our sample firms, most of the badly managed deficit-firms were
either liquidated or taken over by other firms before they recorded a
persistent loss throughout two successive sub-periods (i.e., for 12 years).
This is shown in the diagrams in which there are only a few cobservations
plotted in the third quadrants indicating firms making a persistent loss

over the two successive periods.

In their survey of 357 British quoted companies, Singh and
Whittington found a similar but slightly stronger persistence of average

profit rate on net assets between the two successive periods 1948-54 and
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Results of Regressicns

Table 349

of Rate of Return on Net

T1.

Assets

i) in 1956-64
ii) in 1962-67

Regression
Regression

Pt+1

a

on that of 1950-55
on that of 1956-64
Y 2
coefficient r

equation,

+ th + &

Vhere a and b are constant terms

&,
P,
t,

t+,

the standard error term

profitability on net assets (%)

1950-55 in Column
1956-61 in Colunmn
1956~64 in Colunn
4962-67 in Column

(1)

Regressions of Rate of

()

Regressions of Rate of

Bl e Return in 1956-61 on that |Return in 1962-67 on that
of 1950-55 of 1956-61
r2 a b r2 a b

8 major industrial groups

4 Cement, etc. 00002 40,07 .003 .80 .05 8.86 .16 52

2 Chemicals 010 6072 031 1 011 nl{-B 60[{-8 .37* .63

3 Iron and steel, etc. 6 7.58 59% 1.39] .25 7.06 39% W75

)+ BElectrical engineering QL}.Z 8.85 1 -O/l* .92 026 6.05 .60* 178

5 TeXtileS, Glo'thing and «02 7.39 019. 1 009 oO? 3093 023+ 089
footwear

6 Savmills, etce 033 8.10 o19+ 065 003 }-{-.8}-{- .l}j + 1'10

7 Food, tobacco and 15 Bel2 438%  L70| .04 8.02 417 «59
breweries

8 Newspapers <02 9412 07  4407| 65 9416 H2* .85

Concentration zZroups

1 Monovolistic and 37 765 20%  J7h| 09 8.77 .30 -84
oligopclistic industries

2 High-oligopolistic ¢ 30 936 JALF 110 | A7 Te22 JL8%  1.0L
industries

3 Moderate-oligopolistic .02 8430 09 Hb | L5 8,08 53 .50
industries

L, Low-oligopolistic 15 737 «64* 80| 27 5480  L42% W50
industries

5 Unconcentrated .07 5,94 422+ 66 | 06 479 34T o 79
industries

6 Competitive industries .08 9e34  o2L 41454 | s05 Le79 =e1lh o3l

7 High-competitive .02 1016 426 257 | <05 5616 A5 113
industries

A1l industries «10 797 32% L3 | el1 6426 W31* W34

*

Significantly different from zero
+ Significantly different from zero

vt the 5 per cent

level,

at the 10 per cent level.
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1954-60. (1)

In examining the implication of the observed persistence,
they suggest the following explanations as alternatives to the continuity
(2)

of 'good' or 'bad' management.

1) There may be no real persistence of profitability at all and the

l

observed trend merely arises from persistent growth of assets.

2) The profitability of firms can be also ascribed to the monopoly
power which they wield., 1In this case the observed persistence
of profitability may merely indicate the continuity of the
nonopoly power of profitable firms.

3) Persistent profitability may arise from the different accounting
conventions used by various firms. For example, if a firm
continuously undervalues its assets, its profit rate expressed on
assets would be continuocusly overstated throughout the pericd

studied.

How important 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 firms as measured by
annual rate of increase in value of net assets during the period studied.
Generally we found only a small association between the rate of growth of
firms in the two suceessive periods,. and firms which made contimiously
high or low profit rates over successive time periods do not coincide with
these firms which had a similar experience in growth rates. Therefore we
may expect only a minor degree of false persistence of profitability to

arise from this factor.

These last two factors present more complicated problems.. Our
observations show that there is a persistence of profitability in each of
the eight major industrial groups, but the degree varies widely between
industries and periods concerned. - Although these major industries are. .

aggregations of firms manufeaeturing products of a roughly similar nature,they

(1) Singh and Whittington, op.cit., Chapter 6.

(2) 1Ibid., pp.140-4.
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include firms operating within different market structures, of differert
gizes and employing different accounting conventions. In order to corfirm
whether the observed persistence of profitability reflects a real
association of profitability in two successive periods, we made further
detailed examinations of successful firms within each identifiable sub-

industry group.

We have calculated annual profit rates on net assets for eack of
the operating years between 1950 and 1967 for all of our 402 firms and they
are classified into our '51' industries. The first question to ask is
whether there is any discernible pattern in the level of profit rates of
each firm on a single-year basis. Are there any firms which persistently
-reported noticeably higher profit rates over a number of years? Genersl—
Motors Holden is one firm which fulfills our offhand expectations in this
direction and we also found quite a number of other examples in various
industries. The patterns of the profit rates of these constantly success-—
ful firms were further studied in relation to the market structures in which
they operate. Several interesting discoveries arc made which may be

summarized as follows:

In several industries we observed a definite leader which
continuously made the hichest profit over the whole or the majority of the
18 year-period studied but such a marked leadership in terms of profitability
is only found in 'high-oligopolistic' industries. These leader firms are;
S.A. Rubber Holdings in rubber nroducts manufacturing, G.M.H. in motor
vehicles manufacturing, Cellulose Australia in paper making, and Big Sister

Foods in biscuits etec. manufacturing industry.

In many of the less concentrated industries, we have also found
a successful firm or firms which continuously reported extremely high
profit rates compared with other members of their industries. However,
the duration of the high-profit period of successful firms appears to
shorten as concentration ratios decline. Where the concentration ratio is
as low as in group 5 ('unconcentrated' industries), the leading firm or

firms usually rarely did well for longer than five years and in some
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industries a few firms took turns to show the highest profit rates over
the period. This association of declining trend of the success period of
highly profitable firms with decreasing concentration ratios is also
presented in Table 3.9 on the basis of firms grouped into each concentration
class. The table indicates smaller regression coefficients between profit
rates in two successive sub-periods in less concentrated industries. 1In
Figures 3.1-3.6 below we demonstrate roughly the general differences in the
pattern of behavior of leading profitable firms in various types of

industries.

Another important feature is that leading profitable firms vary
in relative size. Some are the largest in their industry while others
are medium sized or small. This indicates that the persistent high
profitability observed in successful firms was not entirely derived frcm
their monopoly power. We have also investigated whether this high
profitability is brought about throusgh undervaluation of assets employing
the method outlined on p.50 and found that the observed high profitability
seems to have been ascribed solely to such accounting conventions only in

a limited number of cases.

We may now recognize the great importance of internal factors in
explaining the wide differences observed between firms in their capacity or
ability to sustain high profit rates. As we have noted earlier these
internal factors might be grouped under the general heading of 'managerial
qualities' or alternatively 'good' and 'bad' nanagement. Different
menagements have different driving forces and abilities for profit making
and perhaps for growth as well as varying flexibility in the face of
changing external conditions. Such internal factors may be more important
under certain circumstances than firm size or Ademand and cost conditions of

the nmarket.

The observed differences in the length of persistence of high
profit rates shown by successful firms in concentrated and less concentrated
industries should attract our attention. Differences between 'good' and

'bad' management are revealed by sustained high profit or a persistent loss
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in both concentrated and unconcentrated industries. But changes in
investment in response to market changes and other disequilibrating clements
occur more rapidly and to a greater extent in unconcentrated industries than
in monopolistic and oligopolistic industries. In unconcentrated
industries good managements make higher profits than their competitors but
their advantage may persist only for a short while until less successful
firms recognize their faults and reorganize so as to better deal with the
situation. This creates a constantly changing hierarchy of groups of
successful firms. In monopolistic and oligopolistic industries, on the
other hand, successful firms usually arc able to maintain their profitable
positions for a considerable period of time since they may be protected
from new competitors by high entry barriers while the inter-company
competition may be mild because of various mutual agreements within their

industries.

The essence of our argument here is to suggest that in addition
to economic factors such as demand and cost conditions, market structures,
etc., internal factors broadly termed 'managerial qualities' also play a
very important role in business success. This idea was originally put
forward by Marchall who presented the view that the growth of the firm is
greatly influenced by the personal characteristics and attitudes of

(1)

management. Since the days of Marshall, the theory of the firm has

been developed in several new directions as joint-stock companies emerged
and grew into modern industrial giants. Recently several new hypotheses
have been suggested to make the theory of the firm more realistic and
relevant to the observed world. As we have noted earlier, economists such
as Downie, Penrose, and Marris, for example, look at profit not as the final
maximizing goal of firms, but a means to reach other maximizing objectives

(2)

such as growth. If we accept this view the implication of our findings
in this chapter should be examined in the light of the growth behavior of

firms. This question, however, will be left until Chapter V.

(1) A. Marshall, Principles of Economics, (London; Macmillan, 1961)
Eighth ed., Book IV, Chapters XI and XIT.

(2) Downie, op.cit., Penrose, op.cit., and Marris, op.cit.
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APPENDIX TO CHAPTER IIT

A, Sige

The size of firms is measured by book values of net assets (share
capital, resef;ss and long-term liabilities) shown in balance sheet reports.
A1l measures based on the book value of assets are, however, subject to
difficulties arising from the differing valuation practices of firms.
Usually most firms value their assets on an original cost basis and from
time to time they may revalue their assets as price levels change. But

all firms do not either revalue simultaneously or on the same basis and

this poses difficulties in making any accurate size comparisons of firms.

In order to overcome this vproblem of conservative estimation of
value of assets, Barna, for example, used fire-insurance values in his
1955 estimate of the replacement cost of fixed assets in British manu-
facturing industry. His general logic was that most firms insure assets
against fire and strong incentives can be expected to ensure that valuations
for insurance purposes are realistic. In case of over-valuation, premiums
are unnccessarily high and recompense for loss will be on the market value
and not insured value, while in case of under-valuation premiums msy be low
but insurance companies will only pay up to the insured value and the firm may

(1)

lose. Such information is not, however, available for our Australian

companies.

There are several alternative measures of the absolute size of
firms such as employment, annual turnover (sales), value added and pay-roll
(or cost of labour), but book values, such as total employed capital, fixed
capital, net assets and value of issued capital are the only readily
available source of information on a relatively comprehensive basis in
Aysgtralia. Net assets figures are chosen because they exclude more
volatile elements, such as bank overdraft and credit, and in a sense they

represent the contimious growth element in the assets of firms.

(1) T. Barna, 'The Replacement Cost of FixedAssets in British Manufacturing
Industry in 1955', Journal of the Royal Statistical Society, Vol.120,
(1957), pp.1-36.
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Preference for a particular size measure of firms should be based on the
purpose of the study in view, but in practice it should be noted that most
of the measures are usually highly correlated with each other and it does

(1)

not seem to much matter which measure is used. Rank correlation
coefficients between three Aifferent book values of asset size were

calculated for our 402 firms in four periods. The results are shown below:-

1 Rank correlation coefficients:-

Correlations between - 1950 1956 1962 1967

Total employed capital and

net assets .989 .994 2997 »998
Total employed capital and

fixed esssets .946 .953 .987 .986
Net assets and fixed assets .951 ,950 .989 .990

B, Profitebility

For several reasons profitability of firms is one of the most
difficult economic quantities to measure. Various concepts have been
suggested for the measurement of net income from both the accountants' and
the economists' viewpoint. Profits are the difference between 'revenue'
and 'cost' but these two items are also subject to much controversy as to

what should be included in them and how they should be measured.

Concerning the items of revenue and cost,questions are asked
whether costs should include the wages paid for managerial work - l.e.,
'officers' compensation'; whether, if these wages go to the owners of the
firm, they should be considered as profit; whether rent and interest are
'costs' or part of the return on total capital; whether 'capital gains'

which arise from the sales of capital assets should be included in revenue.

(1) See also J. Bates, 'Alternative Measures of the Size of Firms', in
P.E. Hart, Studies in Profit, Business Saving and Investment in the
United Kingdom, 1920-1962, University of Glasgow Social and Economic
Studies, (George Allen and Unwin, 1965), in particular Chapter 8 and
Table 8.2.
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(1)

Many answers have been offered to these and other problems, ~“but the
preference for one particular measure over others and the criteria to
determine what items should be included in profit depends largely on the

purpcose of the investigation undertaken, as well as on the availability of

reliable statistical data.

Since our object is to compare profitability of firms of different
sizes, accounting comparability appears to be the most important issue.
Meaningful comparison of 'profits' among firms of varying sizes and over
time requires comparable treatnent of costs and revenue. In order to
avoid any serious distortion caused by different accounting practices
between firms, we measure 'profit' by including only those items which are
relatively clearly comparable and identifiable in the balance sheets of all
the firms studied. '"Profit' thus is measured by 'net profit after tax'
which includes trading profits, income from investment and other income
including windfall losses and gains, and which excludes provisions for
depreciation, other provisions and tax paid (on current ircome and adjust-
ments for previous years). Post—tax profit is used because in our total
402 firms, only =2 limited number, nostly larger firms, reported the value

(2)

of 'tax paid' for the years before 1962. When required in succeeding
chapters, however, pre-tax profit is alsc calculated for this limited

number of firms in order to make comparison with the after-~taxz figures.

Because we are trying to measure some systematic differences

between various sized firms' profit performances it is necessary to estimate

(1) See for example, F. and V. Lutz The Theory of Investment of the Firm
(Princeton Univ. Press, 1951), Mathews and Grant, op.cit., Stigler,
Capital and Rates of Return in Manufacturing Industries, op.cit.,

W. Paton, Corporate Profits., Measurement, Reporting, Distribution,
Taxation, A Survey for Lavmen and Accountants, (Homewood, I1linois:
Richard D. Irwin, 1965), and H.J. Sherman, Profits in the United

States, An Introduction to a Study of Economic Concentration and
Business Cycles, (New York: Cornel Univ. Press, 1968), Chapter I.

(2) The New South Wales Compamies Act of 1961 introduced fairly detailed
requirements as to the minimum specific items to be shown in company
accounts. For details of these legal requirements, see L.C. Voumaid,
'The Victorian Companies Act 1958' in Australisn Accountant, Vol.29,
(Jan. 1959) pp.3-9.
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the total profit of each firm against some base, i.e., some measure of firm
size. Sales valuc is often used as a base and profitability is gauged by
the profit rate on sales. This is because different industries utilize
the same amount of invested capital to produce very different values of
sales 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 consideration of a firm's investment and profit-
ability in a given short period such as within one year. But in the
longer period of our study, the post-tax profit rate on net capital is a
more appropriate measure of 'profitability' of firms. This is because
i) the rate which managers would seek to maximize, if they were acting 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 industries, depending on stability and growth prospects and
differences in tax structures, post—-tax rates of return on net capital

assets are expected to move towards equality between industries.

The rate of return on total employed capital (including borrowed
capital) and the rate of return on total capital stock issued are also
often used to indicate 'profitaebility' of firms. The first rate measures
the total return on property to indicate the operational efficiency of
firms., In this cases interest and rent should be included in total profit.
The second rate indicates income prospects for shareholders. Both
measures diverge from our concept of 'profitability' of firms which
concerns, briefly, the inducement to the investors to put more capital
into a firm, and particularly the internal profit available for investment

by the firm.

Some difficulties remain which are mainly associated with
'capital erosion' effects in times of rising price. In such conditions
firms fail to maintain the real value of capital and original capital
funds contributed by owners of a firm does not command the same value of
stock and fixed assets. With 'capital erosion' profitability measured by

net profit on net capital funds will be overestimated since the former
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(numerator) is measured by high current prices while the latter

(denominator) is based on low historical costs.

In the period we studied this defect caused some serious problems.
In order to mitigate the effect of rising price on the 'profitability'
measure, we selected and studied 330 firms out of the total 402, These
330 firms appear to have adjusted the value of their assets in response
to rising prices. The method of selection of the firms is explained on

1.50 above.



CHAPTER IV

GROWTH

The object of this chapter is to examine the relationship between
the size and the growth of firms. The chapter consists of four sections.
In Section I we consider the empirical investigations into the relationship
between size and growth of firms which have been conducted mainly in the
last one and a half decades, and briefly review the economic implications
of the observed results. In Section II we present a statistical study of
the size and growth relationships of those 146 of our 402 firms which
operated throughout the whole 18 years studied. The approach is technical
and the economic significance of the results obtained are discussed in
Section III. In Section IV we discuss the experience of the remaining 256

firms.

SECTION I: Previous Studies of the Size and Growth of Firms.

The association between size and growth of firms has long intrigued
economists and several statistical studies have been made, meainly in the

(1)

United States of America and the United Kingdom. One of the earlier
statistical works on this problem dates back to the beginning of 1930's when
Gibrat put forward his stochastic hypothesis, the 'Law of Proportionate
Effect'.(z) This law states that the probability distribution of growth
rates is independent of firm size and the proportionate change in the size
of a firm (growth or shrinkage of size) during any period of time is &

stochastic phenomenon. Thus it suggests that large, medium and small-size

firms have the same average proportionate growth in a given period.

Apart from its intrinsic importance as an explanation of the

growth process of firms, Gibrat's hypothesis has several interesting

(1) For detailed reference to studies on the size and growth of firms, see,
for example, P.E. Hart (with two chapters by J. Bates), Studies in
Profit, Business Saving and Investment in the United Kingdom, 1920-1962,
(London: George Allen and Unwin, 1965), Vol.I, 'List of Works Cited'.

(2) R. Gibret, Les indzalitiés, &conomi ues, (Paris: 1931).
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(1)

implications. The first of these has already been noted, i.e. that the
growth rate of firms is independent of the absolute size of firms. The
second implication is that the dispersion of growth rates around the mean
value of growth is also independent of the size of firms; thus it should
be the same for large, medium and small size firms. The third implication
is that the distribution of proportionate growth-rates is symmetrically
distributed around the mean growth, i.e., if x per cent of the total firms

double their size, the same percentage of firms halve their size. From

this it follows, as a fourth implication, that ceteris paribus the dispersion

of the sizes of firms tends to increase over time. In other words, in
spite of the fact that large firms have the same average growth rate as

smeller firms, the size distribution of firms becomesmore unequal over time.

In recent years many writers have studied this problem in order to
test and clarify the validity of the basic hypothesis and its related
implications. In 1956 P.E. Hart and S.J. Prais conducted a statistical
survey of the size distribution and growth of firms with the aim of testing

(2)

Gibrat's hypothesis. The survey was based on the data of gquoted public
companies in the United Kingdom for the selected years of 1885, 1896, 1907,
1924, 1939 and 1950. In this study they found that the typical size
distribution of firms in an industry (size measured by market value of
issued capital) approximated a normal curve on a logarithmic scale. Since,
statistically speaking, a normal curve is generated when a large number of
small independent random factors act on a variate in an additive menner, a
lognormal curre may be regarded as being generated when these independent
small random ’actors act multiplicatively. In an economic context this
means that th: determinants of the growth of firms change the size of firms

by randomly distributed propo::tions and that there is no tendency for them

to act in farcur or disfavowr of firms of any particular size. Thus Hart

(1) For fr.-ther details, sze J. Bates, 'Growth and the Size of Firm', Chapter
9 in lert, op.cit., ard P.E. Hart, 'The Size and Growth of Firms',
Ecorumica, New Series, Vol.29, (Feb. 1962), pp.29-39.

(2) P.E Eart and S.J. Prais, '.he Analysis of Business Concentration: A
Stasistical Approach', Jour izl of Royal Statistical Society, Series &,
Vol. 119, (Oct. 1956), pp.130~191.
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and Prais found empirical support for Gibrat's hypothesis (which implies

this process of equi-proportionate growth).

In 1958 the approach of Hart and Prais was extended by H.A. Simon
and C.P. Bonini who argued that although the observed size-distributions of
firms often approximate to log-normal distribution, it is also the case
that some size-distributions of firms do not fit this simple curve.(l)
Simon and Bonini pointed out the importance of the process of new entry
into the population of firms in changing the size-distribution from time to
time. Basing their study on the ingot capacities of ten leading American
steel producers, they claimed that the hypothesis of log-normal size-
distribution of firms should be modified. In their view the Yule
distribution, which allows for entry of new firms into the business
population, is preferable for explaining actual size-distribution. 1In
summary, they suggested that the law of proportionate effect is generally
present in the growth of firms, but that some 'birth process' (entry of new
firms) is also at work. In order to integrate the birth process into their

hypothesis of a Yule distribution they assumed that entry of new firms

normally occurred in the smallest size-class.

There are, however, several examples of the establishment of
large new firms, especially when they are subsidiaries of foreign
enterprises. On the other hand, several studies have noted that we cannot
neglect the effect of firms which cease their operations and consequently
change the size-distribution of the total business population.(z) It has
been suggested that the chances of discontinuation of business firms through

(3)

liquidation and mergers often decrease with increasing absolute size.

(1) H.A. Simon and C.P. Bonini, 'The Size Distribution of Business Firms',
American Economic Review, Vol.48, (Sept. 1958), pp.607-17.

(2) TPor example Hart and Prais, op.cit., Singh and Whittington, Growth
Profitabilitv and Valuation, op.cit., pp.86-90.

(3) See, for example, R. Ma, 'Births and Deaths in the Quoted Public
Company Sector in the United Kingdom, 1949-1953', Yorkshire Bulletin
of Beonomic and Social Research, Vol. 12 (Nov. 1960), pp.90-6.
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As we will see later in Section IV this inverse relation between size and
likelihocd of discontinuation camnot be accepted as a general rule.
Unfortunately, due to paucity of published information we do not know much

about the relationship between new entry and exit of firms and the size of

1)

~~

firms. However, we should at least note here that the effect of new

entry and exit of firms demands some modification of the law of proportion-
ate effect which states that the growth rates of firms are independent of

their abzolute size.

Grantzsd then that the composition of the business population is
continuously changing with an uncertain effect on the size-distribution and

growth of firms, how Ter is Gibrat's hypothesis acceptable for 'continuous'

r

In 2680 in the United States of America C. Ferguson estimated the

rank coxrelation coefficients between asset size and growth rates of 12

(2)

firms in each of 15 fmerican industries for the years 1947-56. He

found that in all tut four industries the coefficients were very low,
indicating that size of firms had 1little systematic effect on their rate of

growth. &Similar rosults were found by several other economists such as

S. Hymer and P. Pashigian, and E. Mansfield in the United States of America,

(3)

and 3inch and Vhitiington, and J. Bates in the United Kingdom. On the

other hand, one wroiter questioned the validity of Gibrat's hypothesis. In

his study of 400 British listed public companies, J.M. Samuels showed that

(1) Oniy a limited mumbsr of works have examined the 'birth and death’
processes of firms in relation to their absolute size. It is also
unforbtunate that beczuse balarce sheet information is normally readily
available ornly for quoted putlic companies, most works have been based
on thece companies. The majority of both newly established firms and
tiose which fail to contimie their operations are not quoted public
companies.

(2) c. Terguson, 'The Relatiolship of Business Size to Stability: an
expirical avproach', Jourral of Industrial Eccnomics, Vol.9, (Nov. 1960),
pp.43-62.

(3) S. Eymer and P. Pashigian, 'Tirm Size and Rate of Growth', Journal of
Political Feonomy, 751.70, (Dec. 1962), pp.556-62, E. Mansfield, 'Size
f Tirm, Merket Structure, and Innovation', Journal of Political
Economy, Vol.71, (Dec. 1S8' ), pp.556-76, Singh and Whittington, op.cit.,
ard Bsles, op-c

Tlde
N
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the hypothesis did not apply during the period 1951-60 and that large firms

(1)

were growing at a significantly faster proportional rate than small firms.

Ferguson also estimated the rank correlation coefficient between
asset size and variation of assets for the same firms over the same period.
He found that the dispersion of proportionate growth around the common
average was roughly the same for firms in all size groups. This result
supports the second implication of the law of proportionate effect noted
above (see p.85). However, these findings have been countered by many
other studies including those by Mansfield, Singh and Whittington, Bates
and Hart.(z) For example, Singh and Whittington found that the dispersion
of growth rates (neasured by standard deviation of the growth rate around

(3)

mean value) generally declined with the size of firms, though not regularly.

In 1962 the validity of the third implication of Gibrat's
hypothesis was tested by Hart when he examined 1,981 British quoted public

(4)

companies in the period 1950-55. He found that the distribution of
growth rates appeared to tail off fairly symmetrically on either sides of
the central tendency (mean value). That is, 722 firms out of the total
1,981 stayed in the same size class, 513 firms doubled in size, 308 firms
halved in size, 261 quadrupled in size and 59 fell to one-quarter of threir

(5)

gize. He failed, however, to confirm whether this result of rough
symmetry is sufficient to justify the third implication of Gibrat's hypothesis

which suggests that the distribution of proportionate growth is normal after

(1) J.M. Samuels, 'Size and the Growth of Firms', Review of Economic
Studies, Vol. 32, {4pril 1965), pp.105-12.

(2) Mensfield op.cit. Singh and Whittington op.cit. and Bates op.cit., and
Hart, 'The Size and Growth of Firms', op.cit.

(3) Singh and Whittington, op.cit., p.80.
(4) Hart, 'The Size and Growth of Firms', op.cit.
(5) The distribution of the 1,981 firms by their proportionate growth is

as follows:

Proportionate growth

(size in 1955/size in 1 1 1 1 1
T 8
950) z2 16 4 2 e

Number of firms 3 6 18 59308 722513261 79 9 3 (1,981)

1 2 4 8 16 322

Ibid,, p.34.
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logarithmic transformation.

If the third implication is established, inequality of the size
distribution of firms must increase. But some empirical examinations do
not necessarily agree with the suggestion that the relative dispersion of
the size of firms tends to increase over time. I.G. Adelman argues that
the size-distribution of firms tends towards an equilibrium position after
attainment of which there will be no tendency for its dispersion to change.
She suggests that this is because a size-distribution in any year is linked
to size-distribution of previous years by a matrix of transition probabilities,
a process which may be regarded as an example of a Markov chain. She
presented in support of her hypothesis observations on the U.S. gteel
industry during the period 1929-56 and calculated an equilibrium size

(1)

distribution which roughly approximated to the observed distribution in 1956.

In summary, we have seen that most previous statistical studies
suggested that the average rate of growth is the same for firms of all
sizes. However, there was a general indication that not all of the
properties of Gibrat's hypothesis are applicable to the growth processes of
firms. We can now turn to the examination of the size-growth relationships

of our 402 Australian mamufacturing firms.

SECTION IT: The Association between the Size and Growth of our 146
Continuous Firms.

Our interest in Gibrat's law in this section is primarily confined
to its ability to explain growth behavior of firms and so we are not

concerned with its (fourth) imnlication for size distribution of firms

per se.

In order to avoid the possible distorting effects of entry and
exit the firms studied here are 146 companies which were in continuous
operation during the entire period, 1950 to 1967. To test the requirements

of the law of proportionate effect which states that the average proportionate

(1) I.6. Adelman, 'A stochastic Analysis of the Distribution of Firms',
Journal of the Americen Statistical Association, Vol.53, (Dec. 1958),
Pp.8935-904.
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growth rates are the same for all size groups, we calculated a regression
of the logarithm of firm size in 1967 on the logarithm of firm size in 1950.
In terms of regression equation the relationship between the sizes of the
firm at the two dates is given by

log (net assets in 1967) = a + b log (net assets in 1950).
When b = 1, this means that for all firms, irrespective of size, the average
of the logarithms of proportionate growth is the same. If b > 1, the large
firms grow proportionately faster, if b < 1, the smaller firms grow

(1)

proportionately faster. The parameter a is a constant term. The size
of firms was measured by net asset value at the beginning of each period.
The reliability of net asset valuation for the 146 firms was tested by the
measure outlined on p 50 above. . 77 .  On this basis it was found
that the valuation of the great majority of these firms (135 out of 146)

(2)

appears to be relatively reliable. The result of the regression analysis

is shown in Table 4.1 below.

In the table we find that b > 1 at a statistically acceptable level
(significant at lesggethan the 5 per cent level) in the majority of industries
as well as in the aggregated 'All-industries' group. A reverse relationship
b < 1, is observed in the textile industry (industrial group 5) in the first
sub-period, but the relationship appears to be extremely weak and statistic-
ally insignificant at any acceptable level. Thus, based on our observation
in Teble 4.1 we found that among our 146 firms the larger ones grew faster

than the smaller during the period 1950 to 1967.

The same relationship between initial and closing sizes (sizes in
1950 and 1967) is shown graphically in Figure 4.1 by plotting the average
size of each size group (there were no firms which fell into size groups 12
and 13 in 1950, i.e. net assets exceeding £51,200}CCD It indicates a rough

linear relationship between the 1950 and 1967 sizes.

(1) Regression analysis of size relationship between two dates is used by
Bates and others. For a detailed explanation of the analysis, see
for example, J. Bates, op.cit., pp.150-180.

(2) It is often suggested that larger firms revalue their assets more
frequently than smaller firms. If this is usually the case it will
cause a systematic bias towards overestimation of growth rates in the
larger firms group.



Table Le4

Spearman's Rank Correlation Coefficients between_éyérage Growth Rates and Opening Size of Net Assets : 1950-67

1
146 Continuous Firms

Indus’cria»l(1 ) 1950-55 1956 ~61 1962-67 1950-67
Group

A Cement .32 -.70% -1.00% -.20

2 Chemicals, etc. -'54 41 o6l+** -.11.}.

3 Iron and Steel, etce. -50 015 -e32 029

L, Electrical Engineering —o J7%% ~40 -.80% = o Gl
5 Textiles, etc. -.58 -.19 .621 23

6 Saw mills, etcs .09 % 1.00 SHO*

7 FOOd., TObaCCO, etce "'62** --38 . 038 -e22

8 News papers o 26 ~54 o TR -9
A11 industries - 2% -7 : 85k o34

* Significant at the 10 per cent level

#% Significant at the 5 per cent level

k% Significant at the 41 per cent level
+ Perfect correlation
Note (1): See Appendix C.

Source: From Appendix Table F .1 ab—the-end—of this chapter.

‘16
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Figure 4.1
Regression of Firm Size in 1961 on
Firm Size in 1930 : 1ub Continuous Firmg
(logorithmic scales)

Size of firms in 1967
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Before we attempt to offer any hasty verdict on the validity of
the law of proportionate effect, we will proceed to examine the second
implication of the law. In Appendix Teble F.1 at the end of this study
we find, in contrast to the average growth rates, quite considerable
difference in dispersion of growth rates between different size classes in
almost every industrial group. At first glance this dispersion of growth
rates (measured by standard deviation around average growth rates) appears
to vary with size. But further careful observation tells us that the
dispersion of growth rates does not decline continuously with size; that
is, although large firms (size groups 9 and over) have more uniform rates
of growth than firws of smaller sizes, the largest dispersion is often seen

(1)

among firms of the medium size groups (size groups 5-8) in each industry.

Such observations conflict with the second implication of the law
of proportionate effect, but they agree with our commonsense economic
expectations. On a priori grounds, we would expect that the smaller firms
often grow extreuely fast when market prospects are good, and shrink, or
stop growing, in adverse conditions. On the other hand, large firms rarely
shrink in size and they also less frequently achieve spectacular growth
rates. This could partly be attributable to the common characteristics of
most large firmg, for éxample wide diversification of products. We are
still left with the problem of why medium size firms, rather than the
smallest firms, have the largest dispersion of growth rates. The answer is

sought in the last section of this chapter.

The third implication of Gibrat's law is that the distribution of
proportionate growth rates of firms tends to be syrmetrically distributed
around the mean growth rate. TFrom Appendix Table F.2 , we compiled Table
4.2 below in order to show the distribution of our 146 continuous firms by

average growth rates over the 18 years studied.

(1) A gimilar observation is reported by Singh and Whittington, op.cit.,
p.80.



A.

Table 4.2

Distribution of 146 Continuocus Firms bv Growth Rates of
Net Assets, 1960-67.

Growth rate No. of Percentage
per annum Companies distribution
(%) of companies
(%)
less than 5.0 19 13.0
5.0 - 9.9 46 31.1
10.0 - 14.9 38 26.8
15.0 - 19.9 24 16.2
20.0 and over 19 12.8
Total 146 100.0

The annual average growth rates of net assets range from -2.0
ver cent to 100.5 per cent among our 146 continuous firms, but the majority
of the firms grew at a rate between 5 to 20 per cent per annum (see Appendix
Table F.2). The frequency distribution is neither normal nor log-normal in
any strict sense, but as Table 4.2 indicates it is roughly symmetrical
suggesting that around the common average growth rate of 10.1 per cent,
about 30 per cent of the total porulation grew at more than 5 per cent
below average, while 26 per cent of the firms grew at more than 5 per cent
above average growth rates. The remaining firms with extreme growth rates
also appear to tail off fairly symmetrically on either side of the central

(1)

tendency.

So far we have examined the first three implications of the law of
proportionate effect. Our obscrvations for the 146 Australian manufacturing
firms are found not to be consistent with the law. We found that large
firms in general have a tendency to grow faster than smaller ones, and that
large firms have more uniform growth rates than firms in smaller size groups.

These statistical observations are not consistent with Gibrat's hypothesis.

(1) From the information ziven in footnote(Z) on p.49 of Chapter III, we
may suess that prices for fixed capital assets rose af} haj%per cent
per annum in the period between 1950 and 1967. If those percentage
figures are acceptable, we may suggest that in real terms about 13 per
cent of the total 146 firms shrank in size while roughly the same
proportion of firms expanded their net assets by more than 15 per cent
per annum throughout the 18 years ended in 1967.
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However, unlike previous writers who have examined the law of
proportionate effects, we feel that it is insufficient to weigh the
hypothesis on statistical grounds alone. It is also essential critically

to examine the economic implications of the law.

The basic rationale of supporters of Gibrat's Law may be
summarized as follows.(l) The law of proportionate effect suggests that
large; medium and small size firms have the same average proportionate
growth in a given time period. This may imply that the chances of growth
or shrinkage in the size of each firm will depend on the quality of its
management, on the taste of its consumers, the range of its products, the
availability of matorials and capital funds, the economic climate,
political conditions, technical development and so on; but the influence
of these factors may account for a relatively small part of the proportionate
growth of firms. There may be a long list of causes other than those named
above, some making for growth, some for decline, but together acting
randenly on the size of firms. The combined effect would yield a
probability distribution of thé rates of growth or decline for firms of
each given size and this probability distribution is the same for all size
classes of firms. We may call such an approach formulated in Gibrat's

hypothesis as a 'stochastic explanation' because it emphasizes the

importance of stochastic elements in the determination of growth of firms.

It is widely observed that the complex of economic and political
forces which influence a firm's growth is ever growing as economic systems
and economic frameworks become more sophisticated. Thus it is extremely
difficult to ascertain the most important factors which generally determine
the growth of firms. Yet despite this, we are not persuaded by purely
stochastic explanations. Further study of possible explanatory factors of
the growth of firms must be undertaken and the next two sections are devoted

to this task.

(1) The following summary is largely based on Singh and Whittington,
op.cit., p.73, and Hart, 'The Size and Growth of Firms', op.cit.
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SECTION ITT: 'Fastest-growing' and 'Slowest—growing' Firms

In Appendix Table F.2 we see that during the 18 years between
1950 and 1967, the average annual growth rates of each individual firm
range% from -2.0 per cent to 100.5 per cent among the 146 continuous firms.
Even excluding one extremely fast growing firm, News Ltd., the differences
in growth rates still exceed 40 per cent from -2.0 per cent to 40.6 per
cent. We have found that large firms as a group appear to possess
advantages in expansion of their size over smaller firms. We should,
however, note that the differences of average growth rates between large,
medium and small size groups were not as large as those observed between
individual firms. In Anpendix Table F.1l, we find rather small differences
in mean growth rates between the 13 size groups. They range from the
smallest value of 8.2 per cent in size group 2 to the largest of 12.3 per
cent in size group 11. The size differences of firms appear to explain
only a small part of difference in growth between individual firms. How
far then can we explain this wide range of growth rates of individual firms
by differences in firms' products and differences in the market structures

in which they operate?

In Tables 4.3 and 4.4 below we show the average growth rates and
their variances (measured by standard deviation arcund the common mean
value) of firms in the eight major industrial groups, and seven different

concentration groups over the whole period 1950-67.

The largest inter-industry difference in growth rates of firms is
seen between the cement and textile industries; firms in the former grew
more than twice as fast as those in the sluggish textile industry. In
spite of this, the inter-industry differences in average growth rates are
not large enough to explain the observed considerable differences of growth
rates between individual firms. In the textile industry group, for example,
Valley Worsted Mills, Onkaparinga Woollen Co., Western Australia Worsted and
Woollen Mills, and Ballarat Woollen and Worsted Co. are all engaged in
manufacturing wool textiles but the growth rates of their net assets differ
considerably in the 18 years studied. The first three firms increased

their net assets by 16 per cent, 11.1 per cent and 5.9 per cent per annum



Average Growth Rates per annum and the Variances:

Table 4.3

146 Continuous Firms, 1950-67

Industrial Groups

a97.

Industrial No. of Average Variances
groups (1) companies growth rates of growth
per annum rates
(%) (%)
1 Cement, etc, 10 155 54
2 Chemicals, etc. 14 1442 647
3 Iron and Steel, etc. 19 13.2 Lel
4 Electrical Engineering 12 13.6 3.8
5 Textiles, etc. L Sely Lo’
6 Saw mills, etc. 12 9.9 3.9
7 TFood, Tobacco, etc. 2 1049 5e&t
8 Newspapers 11 10.8 6ol
All-industries 146 1041 5.9
Table L4
Average Growth Rates per annum and the Variances:
146 Continuous Firms, 1950-67
Concentration Groups
Concentration No. of Average Variances
groups (2) companies growth rates of growth
per annum rates
(%) (%)
1 Monopolistic and -
oligopolistic industries 12 9.8 2.5
2 High-oligopolistic
industries 27 11 .6 Average o7
3 Moderate-oligopolistic 1145
industries 29 1145 6.0
4 Low-oligopolistic
industries 23 1341 | Le3
5 Unconcentrated industries 3 7.6 ] 548
Competitive industries 5 10.4 lAverage 2.8
7 High competitive 8.k
industries 16 7.0 342
All-groups 146 104 549

Notes: (1) See Appendix C
(2) See Appendix C
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respectively while the remaining firm's net assets in fact decreased by
2.0 per cent per annum during the period. The size of these four firms'
net assets are_nglyery different, being £733,000, £348,000, £430,000, and
£248,000 in 1950 respectively. Let us quote another example. In paper
making both Tasmanian Board Mills and Cellulose Australia are relatively

(1)

small firms in the industry with their net assets of £631,000 and
&£474,000 in 1950 respectively, and they both manufacture paper boards of
similar nature. Yet the former managed to increase its net assets by only
1.5 per cent per anmun while the latter expanded nearly twice as fast at
14,0 per cent per annum during the 18 years ended in 1967. As for differ-
ences in market structure, both British Tobacco Co. and General Motors -
Holden are oligopolists dominating their principal markets with market
shares exceeding 50 per cent of the total. Yet the former expanded its

net assets by 7.5 per cent per annum, while the latter achieved a 32.6 per
cent annual growth rate over the same 18 year period. In short, the larger
part of the observed differences in average growth is attributable to the
differences in growth performances between individual firms in each irdustry,
and is not due to their general trading prospects nor to any market ccntrol

(2)

that they may possess, nor to their absolute sige.

In Appendix Table F.2 our 146 continuous firms are listed
according to their average growth rates over the period between 1950 and
1967. We have already observed in the previous section that the
distribution of these firms by growth rates is symmetrical around the mean
rate of 10.1 per cent. The 19 fastest growing firms whose annual growth
rates exceed 20 per cent contrast with an equal number of slowest growing

firms whose growth rates are below 5 per cent per annum.

(1) In sbsolute terms they fall into our 'medium' size category.

(2) A similar observation is reported by Barna in his study of 74 British
manufacturing firms for the period between 1949 and 1959. Barna,
Investment and Growth Policies in British Industrial Firms, op.cit.

A detailed discussion of the causes of differences in profit and growth
performances between individual firms will be presented in the last
chapter of this study.
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Let us first focus our attention on these firms in the two extreme
groups, and then extend our examination over the rest of the firms which we
will call the 'middle' firms.  Are there any factors, the presence of
which made the first 19 firms grow at such rapid rates, and the absence of
which on the other hand, was responsible for the other 19 firms' poor growth
performance?
1) Despite the Tact that average growth rates do not differ considerably
between concentrated and less concentrated industries, it is noticeable that
16 out of the 19 fastest-growing firms are oligopolists (operating in
concentration groups 2-4 inolusive). Among the slowest-growing firms the
ratio is roughly reversed and 14 out of these 19 firms are operating in less
concentrated industries (concentration groups 5-7 inclusive). Concentration

ratios do not seem. however, significant in the ranking of the middle firms.
b ?

I+ is important to note that six of the 19 fastest-growing firms
were operating in industries where market concentration increased during
the 18 vears shudied. In fact these six sompanies were, through their

acquisitions of other firms in their industries, one of the causes of the

(1)

increase in ccncentraticn ratios. Five of the six were oligopolists.

(2)

Another six firms, ’ all oligopolists, undertook considerable product

diversificetion in hoth ver’ical and horizontal directions. In addition

there are two more oligopolistic companies which both acquired other firms

and diversificd +their aotivities.(B) Although it is difficult to

generalize abcut differences in the nature and direction of investnent

decisions of Tirms in different concentration groups our observations here
E T - . . \4

roughly indicate that a growth mazimization policy appears to be more

(1) They are Life Saverc in biscuits, etc. manufacturing, S.A. Rubber in
rubber products, M.B. John in electric machinery, Union Carbide in
industrial chemicals, Carpet Manufacturers in carpet meking. The
sixth firm was Borg-Warner in automobile parts manufacturing.

(2) They are Allied Mills in flour mamufacturing, Chrysler and G.M.H. in
automobile manufacturing, Blue Metals in cement and cement products,

Boral in petroleum refining and Simpson-Pope in electric appliances.

(3) They are News Ltd. in the newspaper industry, and Petersville in ice-
crezm manufacturing.

(4) For definition of this term, see pp.132-3 below.
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frequently found among oligovolistic firms. 1In order to grow faster than
the average rate of sales expansion in their principal market oligopolists,
who are already large relative to their market, often acquire other rival
firms, and expand into other prosperous fields.

2) In order to measure the extent of the contribution of mergers to growth,
the size of firms acquired should be measured on the same basis as the size
of our sample firms, i.e. by value of net assets. Unfortunately such
information is extremely hard to obtain unless the acquired firms are also
listed public companies. Since quite a number of firms which were taken
over by our firms were not listed public companies the only available
estimate of their value on a comprehensive basis is the amount paid either
in cash, or by exchange of shares (i.e., the market value of the shares

(1)

offered). In the case of the exchange of shares an additional
complication arises in determining the real market value of shares offered.
The market value fluctuates from time to time because of chance factors and
speculation - which is often stimulated by the take-over bid itself. Hence
there arises the problem of deciding which date should be chosen for the
valuation of the market price of shares; before the take-over bid is made,
at the time when the shares are actually exchanged, or some other time
between? In practice it is difficult to discover relevant dates. 1In
order to avoid any serious underestimation or overestimation of the market

value of shares exchansged, we used an average of the highest and lowest

prices recorded in the calendar year when acquisition was made.

In Appendix Table F.2, column 9, we show the percentage proportion
of growth of net assets contributed by acquisition. Such percentage
comparisons of the value of acquisition at the time of take-overs with
the total net ascet growth of the firms over the 18 years usually under-
estimate the true extent of the contribution of take-overs. This is

because the acquired subsidiaries would normally have grown pari passu with

(l) For a detailed discussion of the pros and cons of alternative methods
of valuing mergers, see Bushnell, Australian Company Mergers 1946-59,
op.cit., pa-:rticularly pp.10-25, and 107-12, and J.F. Weston, The Role
of Mergers in the Growth of Large Firms, (Univ. of California Press,
1953), Chaptber 2.




the rest of the firms during the period. Perhaps we may even expect“¥he .
newly acquired part of a firm to grow faster than the rest of the firm when

(1)

take-overs were made in order to expand into a new market.

During the period 1950-67 the absolute value of acquisitions by
our 146 firms amounted to£187m. representing 11.5 per cent of the growth of
total net assets. Among the 19 fastest-growing firms all but three
acquired at least one other firm and in fact many of them took over several
firms during the period. As a result mergers contributed one quarter of
their net asset growth. In contrast, among the 19 slowest-growing firms
only two.were involved in merger activities. Although it is by no means
general or systematic there also seems to be a tendency among the middle
firms for more frequent acquisitions by firms with relatively faster growth

rates.

Mergers are most frequently seen in the fastest-growing firms but
we cannot conclude from this that firms are able to grow rapidly solely
hecause they acquired other firms. Mergers cannot, for example, explain
how Borg-Warner (Australia), North Australia Cement and General Motors-
Holden's grew so fast for these firms made no acquisitions during the period.
Further study is required before we can provide comprehensive reassons for
the growth of firms. At present we simply suggest that acquisition is an
observed characteristic of many fast growing firms (and lack of it a
characteristic of the slowest growing firms).

3) In the previous chapter we found that there was a persistence of profit
rates over a number of years. A similar approach was used to examine
whether firms which grew rapidly in a sub-period (siz years) continued to do
so in the following sub-period, and whether, on the other hand, firms which
grew slowly in one sub—period also showed relatively poor results in the

subsequent six-year period.

Regression coefficients of annual average growth rates of net

assets between one sub—period and the following sub-period were calculated

(1) There may also be cases where acquisitions cause a decline in the
overall profitability of a firm. Bushnell reported Cox Bros. (Aust.)
Ltd. and Holeproof Ltd. as two firms whose growth was adversely affected
in this way. Bushnell, op.cit., p.117.
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for the 146 continuous firms on the basis of each industrial group as well
as for the 'All-industries' group. The results are shown in Table 4.5

below.

Unlike profitability, we found no strong relationship between
average growth rates in any of the two periods for the 'All-industries'
group. This indicates that in most cases relatively successful growth
performances in one sub-period was not followed by similar successes in
the subsequent five-year period. Moreover slow—growing firms in one
sub-period often managed to improve their growth rates in the following

sub-period.

However, the extent of growth persistence differs considerably
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 speaking, in this industry the
growth in the first sub-period provides 59 per cent of the explanation

(r2 = 0.59) of the variance of growth in the second sub-period, and similarly

the percentage is 59 (r2 = 0.29) between the second and the third sub-periods.
In addition to this, growth persistences, although weaker than that in the
Newspaper industry, are observed in the Cement, Iron and steel, and Electrical
engineering industries between the first and second sub-periods, and in the
Saw mills, etc. industry between the last two sub-periods. On the whole,

as we have already noted, persistences of average growth rates of firms are

not strong in comparison with those of profit rates in any of the individual

industries.

Turning from the total 146 firms to the firms in the two groups of
extreme growth rates, we made an important discovery. It is observed that
the persistence of growth rates is particularly strong among the 19 fastest-
growing firms. In fact all but four firms in this group grew at rates well

(1)

over 20 per cent per annum throughout two subsequent sub-periods. What

(1) The four exceptions are Warburton Franki, Chrysler Australia, North
Australian Cement and General Motors-Holden's.



103.

Table L5

Results of Regressions of Net Assets Growth, 4146 Continuous firms

i\ growth in 1956-64 on that of 1950-55
ii} grovth in 1962-67 on that of 1956-64

. . . .2
idegression coefficient ¥

Regression equation : Byyq = & + gbt +&
where & and b are constant terns
z , the standard error term
g, growth of net assets (%)
t, 1950-55 in Column (i)
1956-64 in Column (ii)
t+1, 1956=64 in Column (i)
196267 in Column (i%)
(1) | (i1)
Regression of Net Assets Regression of Net Assets
Growth in 1956-61 on that = |Growth in 1962-67 on that
of 1950-55 of 1956-61
f'z a b c T'Z a b €«
8 major industrial
groups (1)
1 Cement, etc. 13 1848 =2 5472 | 05 11.156 =.09 2.46
2 Chenicels, etc. e 11665 13 3.03 104 410.07 .08 2.3
3 Iron & Steel, etc. 26 14.02 =.56% 2,65 | .04 9.35 =06  2.42
L Electrical engineering | .28 17+24 SH6+ 255 | 04 4e99 ~oOL 1.32
5 Textiles, etc. .00 559 ~.001 .85 | 06 -.08 .33 4.25
6 Saw mills, etc. .02 10.02 =15 2.43 |17 1690 -.48 1.39
7 Food, Tobacco, etc. .02 10.74 12 4137 | .05 Le10 «20 1429
8 Newspapers oS 13664 —=.98% [.20 |.29 5e97 21+ 147
Concentration groups(z)
4 Monopolistic & 17 13.07 =94 2.69 |.C7 Lo78 =e13 41.29
duopolistic industries
2 High-oligopolistic M 10633 O  1.40 |03 740 30 2.34
industries
3 Moderate-oligopolistic | .04 1461 =40 3,06 |01 6.88 04 1.26
industries
4 Low-oligopolistic 10 13,98 4L 2.07 |.0001 5.05 W01 1.36
industries
5 Unconcentrated Nell 7.76 08 1.53 |13 1.28 e33% 441
industries
6 Competitive industries |.09 736 =e19  2e4L |37 8.77 <39  2.79
7 High-competitive
industries 13 5e99 =18 430 [.003 1.18 0L 1.09
All-industries Nele}| 11.01 =.03 .86 .04 L2  o46 .70

“ Significantly different from zero at less than the 5% levele
+ Significantly different from zero at the 10% level.

Notes: (1) See Appendix Table C.1
(2) Ses Appendix Table C.2
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is more, several of them grew continuously over the whole three sub-periods
at rates as fast as 20 per cent per annum. In contrast to this the poor
growth performances of all the 19 slowest-growing firms persisted tﬁroughout

at least two sub-periods.

Let us briefly recapitulate our discussion in this section. We
have observed that there are large differences in anmal growth rates
between our 146 continuous firms. Only a small part of the differences
seem: to be attributable to the differences in the absolute size of the
firms or to the industries and the market structures in which they operate.
& large part of the differences is between individual firms operating in
comparable situations. What are the comparable situations? We have
divided our 146 firms into three broad categories; #fastest-growing,
slowest-growing, and middle firms. The majority of the fastest growing
firms operated in oligopolistic markets, and a substantial part of their
growth was brought about by acquisitions of other firms. It is, however,
important to note that in most cases acquisitions are not the sole cause of
such rapid growth. Most fastest-growing firms were involved in mergers,
but even excluding growth caused by acquisitions they would certainly still
rank in the list of rapidly growing firms. These firms grew continuously
over a number of years (two sub-periods or longer); a part of their growth
was derived from take-overs, but the rest must be attributed to internal
growth. The slowest-growing firms offer contrasts in every respect. They
operated mostly in less concentrated industries, were involved in practically
no merger activity and their poor growth performance was continuous,

persisting over at least two sub-periods.

This last aspect concerning the growth persistence of firms
carries very important implications. Unlike profitability most of our
firms do not usually maintain continuously higher (or lower) growth rates
over a number of years. Growth seems to be a less continuous process than
profit. A firm may undertake an expansion programme in one year and it

may last a few years as a 'carry-over' process, but the growth process of
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the firm then often ceases until the next expansion scheme commences.(l)
Firms such as those in our fastest-growing group which have a high growth

rate persisting over a number of years must have launched, with only a

short interval, into one expansion scheme after another.

It is of course possible to argue that differences in growth
experience between firms are due to chance elements. Some firms may
continuously succeed in expanding their size and market by sheer luck.
However, luck is unlikely to persist and given the strong growth persistences
observed among firms i both fastest- and slowest-growing groups, we are
convinced that chance factors are only marginally important in determining
the growth of firms. Thus, we are led to believe that the differences in
growth rates between individual firms are mainly attributable to a systematic
cause or causes which exist within each firm. Although general economic
conditions external to firms influence their success and failure in making
profits and expanding their size, it seems that it is internal factors
within individual firms which initiates the difference in growth experience

of individual firms. We may roughly call such internal factors, 'managerial'

(2)

differences. The speed and extent of utilization of expansion
opportunities appear to differ considerably between firms in comparable
situations, e.g. firms of same size, and/or same industry, and/or gimilar
market structure. Such differences are caused by the varying quality of

management. We do not, therefore, accept stochastic approaches of any fornm

as an explanation of the growth of firms.

(1) A firm which grows fast in one year is likely to grow relatively fast
in the following year. Expansion schemes may not be completed within
a year, and effects of associated innovation, re-organization, etc.
may last more than one year.
An intesration of such 'carry-over' effects into stochastic models
embodying various forms of the law of proportionate effect is proposed
by Y. Ijiri and H.A. Simon 'A Model of Business Firm Growth'
Econometrica, Vol.35, (April 1967), pp.348-55.

(2) In the present discussion the term 'management' includes the whole
body of decision making of a firm. It thus encompasses not only
executives and top manaegement, but also, where relevant, the group of
people who are called 'technocrats' by Galbraith. See Galbraith,

The New Industrial State, op.cit. A further discussion of managerial
contributions is presented in Chapter VI Se/ewr.
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The importance of the role of management in the growth of firms
is further confirmed by our study in Section IV of firms entering and

leaving our sample.

SECTION IV: 'Critical point(s)’

Out of the total 402 firms which are included in our study, 113
firms discontinued their activities during the period 1950-67 either through
liquidation, take-over or some other reason. At the same time 143 firms
entered our sample by obtaining quotation on the Sydney Stock Exchange.(l)
In Table 4.6 below the size distribution of the total 402 firms is shown

grouped into three categories of continuous, discontinued and newly entered

firms.

In this section we examine the relationship between size and
growth of firms in the groups of discontinued and newly entered firms.(z)
Our main purposes here are to find whether the stochastic explanations
described in Section II can acceptably account for the growth processes of
the firms in those two categories. If not, we must ascertain what are the
most important factors which allow firms to enjoy sustained growth, or which
induce them either to accept takeover offers or to liquidate their assets.

In the case of newly entered firms, we will also ask why they were

converted into listed public companies.

In their study of British firms referred to above Singh and
Whittington observed that the size of new firms (newcomers to the British

stock exchanges) is usually considerably smaller than that of already listed

(1) Eleven discontinued firms were also new additions to the sample after
1950. To avoid double counting these firms are not included in the
group of the 143 newly entered firms. See p.9 above.

(2) Tt should be noted that our study of newly entered and discontinued
firms included in Table 4.6 must be an imperfect analysis of the birth
and death processes of firms. Our 143 newly entered firms include
only those which were newcomers to the Sydney Stock Exchange list some
time between 1950 and 1967. They include, therefore, firms which
already had a business history before being listed. On the other
hand, the 113 discontinued firms in our sample were delisted from the
Sydney Stock Exchange during the period mainly because of take-overs
and liquidation. However, our discussion of discontinued firms is
handicapped by the lack of data concerning non-listed firms.
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firms, and also that small firms are more subject to discontinuation.(l)
Our study indicates, however, that neither discontinmued firms nor new firms

are confined to small.size groups. In fact their size ranges rather

widely (see Table 4.6 below).

Looking first at the 113 discontinued firms we find that 48 had very
poor business records. They were either very slow growing firms the net
assets of which never increased by as much as 5 per cent per annum, or
those which, while managing to grow between 5 per cent and 10 per cent
per annum, mostly earned profit rates below the average of our 402 }irms
and which, moreover, failed to make a profit at least once in their years
of operation. In fact in most of the latter cases the firms made a loss
more than once. General explanations for liquidation or the acceptance of
takeover offers by these 48 firms may therefore be sought in their business

difficulties.

Business records as quoted public companies are extremely brief for
six of the remaining discontinued firms. They entered our sample after
1950 by obtaining quotation in the Sydney Stock Exchange, but were delisted
when acquired by other firms before 1967. Among other reasons, it is
possible to assume that these six firms obtained quotations in the Exchange

in order to find suitable buyers.

The remaining 59 firms had relatively satisfactory business records
until the date of their acquisition. They managed to meke continuous
profits almost every year which often exceeded the average of our 402 firms,
and also to expand their net assets at amnual rates higher than 5 per cent;
in fact all but ten firms expanded their net assets at rates exceeding 10
per cent per annum (see Table 4.8 below). Why then did they give up
independent operations? Many reasons have been suggested as possible

(2)

explanations for mergers. What were the most important factors

(1) Singh and Whittington, op.cit., pp.86-90.

(2) See, for exanmle Bushnell, op.cit., Chapter II, and J.K. Butters,
J. Lintner, and W.L. Cary, Effects of Tazation - Corporate Mergers,
(Cambridge, Mass.: Harvard Univ. Press, 1951).
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Tsble L6
Size Distribution of 402 firms; Continuous, Discontinued
and Newly-entered firms. 41950-67
Nunmber of Number of Number of
01a2i§§( ) Continuous Companies Discontinued Companies New Companies
Size in Size in Size in Size when it | Size at Size in
1950 1967 1950 discontinued | the time 1967
of entry
1 L oo 1 4 oo oo
2 8 3 6 4 2 oo
3 15 5 26 17 18 N
L 32 10 39 21 32 12
5 by 16 25 25 49 32
6 25 15 10 21 10 29
7 10 27 5 13 18 2
8 14 20 4 9 8 2
9 6 20 . 1 3 8
10 2 15 .o 1 2 6
11 2 7 .o oo 1
12 oe 5 oo oo .e .o
13 .o 3 oo .o os .s
Total 146 146 113 113 | 18 143

Note:

(1) See Appendix Tables D.1 - D.4
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influencing this group of firms with relatively satisfactorily business

records to accept take—over offers?

One clue may be obtained from their size and growth structures
which are shown in Tables 4.7 and 4.8. In these two tables we see that
the majority of these 59 discontinued firms are of 'medium' to 'small-large'
size with net assets between £,00,000 and £12,800,000 (size groups 5=9
inclusive) at the time of acquisition. Mostly they began as smaller firms
with net assets of less th»an £400,000 in 1950. Because of their relativély
rapid growth they moved by the time of acquisition into the medium to small-
large size groups which seems from Tables 4.7 and 4.8 to experience
particular difficulties. Of course we have seen that several of our 146

continuous firms successfully managed to grow continuously and to eventually

(1)

shift from medium or small-large size groups to higher size categories.
Some firms were fortunate enough to grow from small to large size firms,
but quite frequently some others appeared to encounter difficulties when they
reached the medium to small-large size ranges and were unable to sustain

their independent growth further. Why?

Penrose makes iwportant suggestions concerning the possible
reasons for acquisitions and mergers,

'. . . growth is not for long, if ever, simply a question of
producing more of the same product on a larger scale; it involves
innovation, changing techniques of distribution, and changing
organization of production and management.  Accounting control
and budget-making and forecasting techniques must be refined and
adapted to replace many of the quasi-instinctive judgements of
one or two individuals that may predominate in the simpler form
of organization suitable for small-scale operations. Tax
calculations become more complicated and tax experts may have

to be hired; if invention and innovation are importent, patent
problems arise and a special staff of patent experts may be
called for; labour and personal relations may require the
creation of a specialized personnel section. There is no need
to elaborate the details: the growing small firm inevitably
reaches a critical point where the managerial services appropriate
for the efficient organization of production and distribution on
a small scale are no longer sufficient . . . The additional
managerial resources required to set up and control a more
complicated administrative organization can of course be hired,
but for the transformation in the structure of the firm to take

(1) Fron Appendix Table F.3 we are able to calculate that there are 59
firms which were small in size (size groups 1-4 inclusive) in 1950, and
which continuously zrew over the 18 years. Of these, only 2 firms
grew very rapidly and moved into large size groups (size groups 10 and
over) by 1967. Similarly, of the 83 firms which were in the medium to
small-large size groups (size groups 5-9 inclusive) in 1950, 24 firms
noved into the large size groups by 1967.



Size Distribution of Selected 59 Discontinued Firms: 1950 and

Table 4.7

last operatinz years

Size Class(1) Size in Size in last
1950 operating year
1 .e .o
2 .o
3 9 3
N 21 8
5 15 2
6 L 15
7 L 10
8 1 10
9 .o 9
10 oo 1
11 ae 1
12 .e oo
13 .o oo
Total 59 59

Note: (1) See Appendix Table D.5

Distribution of Selected 59 Discontinued Firms by Growth

Table L8

Rates of Net Assets per annum

Growth rates
per ennun

Number of Mrms with Net Assets -

(%) exceeding £400,000 | £4,00,000 and less
5'0 - 9'9 10 [
10.0 - 19-9 22
20,0 and over 16

110.
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place an understanding of what is happening and what is needed,
and a willingness to accept substantial changes in the old ways
of doing things are required of the original management.'(l)

(My italics)

Thus when a firm reaches this 'critical point' it should
reorganize itself introducing substantial changes in management,
financial structure and other important aspects of its organization so as
to operate efficiently through the transformation process of moving from
the ‘*small' into the 'large' size categories. Otherwise, it has either to
stop growing, or to become gradually more inefficient, or to accept a

takeover offer.

A gimilar line of thought was suggested earlier by Robineson when
he described the 'pessimum size' of a firm which 'combines the technical
disadvantages of smallness with the managerial disadvantages of being too

(2)

large for individual "control"'.

In Australia firms usually appear to reach this 'critical point!
or 'pessimum size' in two ways. Many owner-managed businesses or
partnerships grew so rapidly with the general expansion of the economy
during the post-World War II period that their managers were unable to cope
with the increased complexity of production techniques and administration.(3)
Some other firms find their operation size too small to obtain economies of
scale by specializing in limited ranges of products, but their management
capacity is insufficient for an expansion from local markets to the national
market. In most cases in Australian manufacturing industry these two

disadvantages of smallness are combined and the easiest and quickest answer

is often negotiation of a merger with another company.

(1) Penrose, op.cit., pp.161-2.

(2) Robinson, The Structure of Competitive Industry, op.cit. pp.105-6.

(3) Bushnell suggests that most owner-managers in Australian mamufacturing
industries only have training and experience in the technological
aspects of their work and not in management. Bushnell, op.cit., p.49.
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Turning now to newly entered firms, we see in Table 4.6 a
concentration of relatively large numbers of firms in the medium to smell-

(1) =

large size groups (size groups 4-8 inclusive) at year of entry.
explanation for such a size distribution may again be sought in the
particularly strong demand for management in firms of medium to small-large
size groups. Of the total 143 new firms 117 may be classified as medium
and small-large firms (initial size groups 4-3 inclusive). We have already
noted that most of the newly entered firms had already been in operation

(2)

for some years. As they grew and reached the 'critical point' they
required a well rounded management team in order to jump over, or rush
through, the pessimum point and sustain growth. Obtaining quotation on

the Sydney Stock Exchange and moving from owner control towards management

control may be one sign of internal re-organization.

Concerning the 'pessimum size', Robinson suggests that in
several industries there are two sizes '. . . which can be regarded as
optima, separated by intervening sizes which seem to be less efficient than

(3)

gither of the two optima', and in some other industries there may be &
number of minor optima and one large major optimmum. We do not knmow

exactly at what size firms do reach the 'critical point'. Neither do we
have, at present, any information to indicate if there is more than one
single 'critical point' in manufacturing industries in post-war Australia.
However, from our study we may at least suggest that 1) nost firms certainly

reach a critical point where a change in managerial structures, inter alis,

must take place, and 2) such a point appeared to become of critical

(1) Size was measured at the last operating years for discontimued firms,
and at the year of entry for newly entered firms. Since discontimation
and new entry occurred almost every year between 1950 and 1967, the
gize of these two groups of firms are not strictly comparable. We
classified firms which were in size groups 5-9 inclusive in 1967 as
'medium to small-large' firms. However, since a firm of given size
might be regarded as relatively larger in earlier years than a firm of
the same size in 1967 we classified as 'medium to small-large' those
newly entered firms which at first listing fell into size groups 4-8
inclusive.

(2) See footnote (2) on pJO6 above.

(3) Robinson, op.cit., p.105.
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importance for firms reaching a net asset size somewhere between £400,000

(1)

and £10,000,000 in the period 1950 to 1967.

As far as discussion in later chapters is concerned the important
fact emerging from our argument in this lest section is that firms do not
grow with steady progression. In order to survive and sustain growth,
firms should possess sufficient power to carry themselves through the
'critical point' or points. Furthermore, possession of such power does
not necessarily guarantee further sustained growth on the larger scale of
operations consequently obtained. The problem of growth for firms is the
problem of how flexibly the management teams are able to adjust their
organization to the complexities of administration, production and
distribution which accrue with increased size. A good management is one
which leads a firm through the critical point(s) and initiates further
continuous growth. The importance of good management seems obvious.

Firms do not grow through stochastic processes.

(1) we must, however, hasten to add that in general terms the size of
firms reachinz the critical point must differ greatly from industry to
industry and from period to period because of differences and changes
in market sizes, production techniques, etc.
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CHAPTER V

PROFITABILITY AND GROWTH

The central issue of this chapter is the examination of the
relationship between the profitability and the growth of firms. The
knowledge concerning the determinant factors of profit rates and growth
rates which was acquired separately in the two preceding chapters is
brought together and examined in terms of the systematic influence of each

variable on the other.

The chapter consists of three sections. In Section I, a brief
survey is made of several theories of investment which provide relevant
background knowledge for our present study. In Section II, the association
between rates of profit and rates of growth of our 146 continuous firms is
examined. The examination is further developed in Section III with
particular reference to differences in size, production structure and
market control of firms as well as to the different aims which each

management appears to pursue.

SECTION I: Previous Studies

The theory of the investment of capital is probably one of the
most complex and confused terrains in the whole field of economics. The
familiar question, 'What are the causes of variations in investment
outlays of firms?', has been asked because knowledge of the investment
process is essential if policy makers are to smooth business cycles and
stimilate economic growth. Together with the importance of technical
progress, the secular growth of capital, i.e., investment in assets, has
been considered a prime determinant of the progress of an economy. Yet
despite substantial theoretical and empirical studies the essential links
in the chain of causes and effects of investment have still to be

discovered.

Decisions by firms to invest in capital assets involve a number
of economic considerations including expectations about future demand,

prices and profitability, anticipations of changes in technology, current
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rates of capacity utilization, availability of capital funds, cost
competitiveness of the market and anticipated reactions of rival firms.
The problem of investment is therefore intrinsically multi-dimensional and
it has stimulated economists to attempt different analytical approaches
depending on their varying interpretations of underlying business

motivations.

Of the many theories and empirical surveys of investment of firms,
we discuss below only a selected number of approaches which particularly

(1)

interest us in the context of our present study. These works may
conveniently be classified under four general headings: profit maximization

theories, acceleration theories, market structure approaches, and

profitability-growth hypotheses.

1. Profit Maximization Theories
Profit maximization or 'merginal' analyses were among the first
to be offered as explanations of the investment decision of business

(2)

firms. In these theories the entrepreneurs are assumed to seek
nothing but the maximization of possible profitability from business
activity by maximizing the difference between discounted revenues and
costs. The volume of invéstment, therefore, is determined by <he
anticipated rates of profit on investment 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

volume of investment was one of the important objects of many emnirical

(l) In the present study we are not concerned with the effects of government
policies on investment behavior. Tax devices, for example, are
certainly frequently employed to stimulate or to alter investment
behavior. For a detailed discussion of this subject, see for example,
R.E. Hall and D.W. Jorgenson, 'Tax Policy and Investment Behavior',
American Economic Review, Wol. 57, (July 1967), pp.391-414, and
G.C. Harcourt, 'Investment-Decision Criteria, Investment Incentives
and the Choice of Techniques' Economic Journal, Vol. 78, (March 1968),
pp.77-95.

(2) The basic principles of profit maximization theories are outlined with
relevant references in F. and V. Lutz, The Theory of Investment of
the Firm, op.cit., Chapter II, and F. Lutz, 'The Criterion of Maximum
Profits in the Theory of Investment', Quarterlv Journal of Economics,
Vol. 60,(Nov. 1945), pp.56-"7.




116.
surveys as well as of model builders. 1In the field of economic policy
the manipulation of interest rates was believed to be a key strategic
factor for promoting general economic growth.(l) Most of the empirical
findings, however, did not support the importance of interest rates in

(2)

determining investment of firms. Several reasons were suggested.
Capital markets are usually imperfect and the supply of capital funds is
limited 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 entrepreneurs'

(3)

decisions on the purchase of additional capital assets.

One major modification of the profit maximization theories
resulted from the recognition of the factor of 'uncertainty' and it led
the marginalists to re—examine the motives of modern entrepreneurs. They
recognized that businessmen are seeking not only larger profits but also
protection against uncertainty by placing premiums on the long-term

(4)

interest rates corresponding to the anticipated risk. The element of
uncertainty was further developed into the 'mini-~max' solution in the
theory of games which implies that businessmen try to maximize their
possible profit by estimating future expected gain based on probability

(5)

calculations.

(1) In Britain in the 19%0's, for example, the maintenance of cheap money,
i.e., low interest rates, was the central feature of proposed remedies

for general economic Trecovery. H.D. Henderson, 'The Significance of
the Rate of Investment', Oxford Economic Pavers, No. 1 (Oct. 1938),
pp. 1-13.

(2) The results of various empirical studies concerning the effects of
interest rates on investment are summarized by Meyer and Kuh in their
book, The Investment Decision, An Empirical Studv, op.cit., Appendix
to Chapter IT.

(3) See, for example, L.R. Klein, The Kevnesian Revolution (New York:
Macmillan, 1947), Chapter II, and A. Leijonhufvud, 'Keynes and the
Keynesians: A Suggested Interpretation', American Economic Review,
Papers and Proceedings, Vol.57, (May 1967) pp.401-10. See also, the
Commi ttee on the Working of the Monetary System, Final Report, Cmnd.
827, (London: Her Majesty's Stationery Office, Aug. 1959) pp.129-89.

(4) See, for example, F. and V. Lutz, op.cit., Chapter XV.

(5) J. Von Newman and O. Morgenstern, Theorv of Games and Economic
Behavior (Princeton Univ. Press, 1947).
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In short, the original profit maximization theories were modified
so that entrenreneurs behave optimally, but the ex post result does not

coincide with optimal profit maximization since an element of uncertainty

is at work.

(1)

Recently a revival of interest in these theories has occurred.
Several quantitative works have synthesized the effects of expected rates
of profit with those of expected output in order to explain the cyclical

(2)

path of investment. In other words marginal theories are used with
acceleration theories in the explanation of the gradual adjustments of

the capital stock to an equilibrium level.

2. Acceleration Theories.

In these theories the investment decision of firms is treated in
a very simplified form. That is, changes in the capital stock of firms
are determined by the changing rates of output. A lasting increase in
demand for the product overtaxes the capacity of current machines and
leads typical entrepreneurs to order new assets so as to increase production

(3)

capacity. Accelation theories are subject to several weaknesses which

necessitate many qualifications and re-formulations of the original

(4)

hypotheses. Technically the theories deal only with net investment,
Neither replacement investment nor 'autonomous' investment, i.e., the

net investment which does not depend on the immediate short-run behavior

of output, is integrated in the hypothesis. Purther the theories

(1) See, for example, D.W. Jorgenson, 'Capital Theory and Investment
Behavior', American Beonomic Review, Papers and Proceedings, Vol.53,
(May 1963), pp.247-59.

(2) For example, R. Eisner, 'A Distributed Lag Investment Function',
Econometrica, Vol. 28 (Jamuary 1960), pp.1-29. See also E. Kuh,
'Theory and Institutions in the Study of Investment Behavior',
American Economic Review, Papers and Proceedings, Vol. 53, (May 1963),
Pp.260-68,

(3) See, for example, F. and V. Iutz, ov.cit., pp.147-54, J.M. Clark,
'Business Acceleration and the Law of Demand; A TPechnical Factor in
Beonomic Cycles', Journal of Political Economy, 25, (March 1917),
pp.217=-35.

(4) Modificatiomsof the theory were made by introducing the age-
distribution of machine stocks and describing the pattern of machine
installations over time, or by determining the replacement investment
in terms of level of output. See Iutz, op.cit.p.154 and Clark, op.cit.,
and D.J. Smyth, 'Empirical Evidence on the Acceleration Principle',
Review of Economic Studies, Vol. 31, (June 1965), pp.185-202.
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assume that each firm has no excess capacity. Several revisions were
suggested to remedy the deficiencies such as the introduction of a
distributed lag pattern into the adjustment processes of capital stock to

(1)

changes in output. Although it seems oversimplified to assume that
investment is a linear function of changes in output, the acceleration
principle has been frequently used to explain the trade cycle and the

(2)

growth of capital stock. J.W. Nevile, for example, conducted an

empirical study of the trend of post-war investment in Australia.(s) He
found that real private domestic investment was closely related to changes
in gross national product (lagged one year) for the period between 1947-8
and 1956-7. His study, however, revealed the fact that there was a large
and stable amount of autonomous investment in Australia over the period
examined. As we noted, the acceleration theories are, however, not
equipped to explain the determinants of this autonomous investment and
consequently a large part of investment behavior in Australia in the period

is left unaccounted for. Thus the theories offer little explanation of

investment behavior which depends on long-run growth prospects.

Bl Market Structure Approaches

The importance of monopolistic and oligopolistic firms led

several economists to examine the influence of various types of market

(4)

structure on the investment decisions of firms. One of the chief

(1) See, for example, R.M. Goodwin, 'Econometrics in Business Cycle
Analysis', in A. Hansen, Business Cvcles and National Income, (London;
Allen & Unwin, 1951), and Smyth, on.cit.

(2) For example, R.F. Harrod, Towards 2 Dynamic Economics (London:
Mecmillan, 1948), and J.R. Hicks, A Contribution to the Theory of
the Trade Cycle, (Oxford Univ. Press, 1950).

(3) J.. Nevile, 'Professor Hicks' Theory of Investment and Post-war
Investment Figures in Australia and the United States', Economic
Record, Vol. 34, (4ug. 1958), pp.249-53. A similar observation is
obtained by Smyth for the period between 1947-48 and 1959-60,

D.J. Smyth, 'Investment, Growth and the Trade Cycle: The Post-war
Australian Experience', Economic Record, Vol. 38, (June 1962)
Pp.226-45.

(4) Works, both theoretical and empirical, are numerous in this field.
See, for example, C. Kaysen, 'A Dynamic Aspect of the Monopoly
Problem', Review of Economics and Statistics, Vol. 31, (Feb. 1949),
pp.109-13, T. Scitovsky, Welfare and Competition, (London: Unwin
Univ. Books, 1951), Bain, Barriers to New Competition,on.cit.
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dicta of this approach is that monopolists and oligopolists manipulate
(or restrict) output - and hence investment - in order to obtain long-run
maximum profit. Thus investment levels are not determined simply by
changes in demand as the acceleration theories suggest. When the
monopolists or oligopolists face a rising demand, 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 firms and the possibility of
increasing market shares in order to secure future profit-earning
potential. The effect of monopolistic elements on the amount of capital
invested in an economy has been extensively debated. General conclusions
may be summed up as follows;(l) (i) given the same demand and cost
conditions, in monopolistic and oligopolistic markets the rate of capital
invested will be less than that in competitive markets, (ii) if, however,
a cartel system is introduced there will be more capital per unit of
output than under competition, (iii) if the fear of potential competition
is strong, monopolists' and oligopolists' investment may exceed the level
which competitive firms would achieve, and (iv) a fear of losing market
shares and thus future profit-ecarning potential to aggressive rivals may

lead oligopolists to invest heavily in additional capacity when demand is

growing.

Another possibility is that monopolists and oligopolists, with
generally higher profits and cash flow, are better able to finance
investment programmes and therefore will respond to increases in demand
with a sharper acceleration of investment. The importance of accessibility
of capital funds and the recognition of the imperfect nature of capital
market for financing capital outlays have been emphasized by several
economists. We may conveniently classify these writers' works under the

heading of 'profitability-growth hypotheses'.

(1) See, for examnle, Scitovsky,op.cit.,J.5. Bain,Industrial Orgenization,
(Berkeley: Univ. of California, 1959).
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4, Profitability-growth Hypotheses

In the theories surveyed thus far it is largely assumed, either
implicitly or explicitly, that firms can obtain funds with little or no
difficulties when the entrepreneurs wish to purchase additional assets.

The problem of inadequate finance is not considered.

In various empirical surveys includinz direct inquiries to
entrepreneurs through questionnaires, interview, etc., strong indications
have emerged that there are varying inherent disadvantages in using outside
debt and that investment outlays are largely determined by the volume of

(1)

accumulated profit. The heavy relirnce on internal finance for growth

of modern corporations may be explained in the following terms:

First, imperfections in the capital market are a commonly known
fact, and the availability of finance is limited to all firms in varying
degrees. For smaller and newer firms it is particularly difficult and
expensive to raise funds in the capital market. Also smaller firms do
not have easy access to long-term loan and overdraft facilities. As the
size of a firm increases, its ability to raise investment funds in

(2)

substantial amounts is likely to increase. In fact it is true to say

that all systems of disciplining rivals by imposing losses require that

(3)

the rival have inferior access to capital.

Secondly, the principal sources of long-term external finance -
loans, preferred and common stock - have the following drawbacks. (a) Loans,

whether bank overdrafts or other forms of credit from various financial

(1) See, for example, J. Lintner and J.K. Butters, 'Effect of Tax on
Concentration' in Business Concentration and Price Policv, op.cit.,
J. Duesenberry, Business Cveles and Economic Growth, op.cit., and
Meyer and Kuh, op.cit.

(2) However, beyond some point further increments in size may have a
diminishing effect on its command over capital funds. For further
detailed study, see B. Tew and R.F. Henderson (eds.), Studies in
Company Finance, (Cambridge Univ. Press, 1959), and R.L. Mathews and
G.C. Harcourt, 'Company Finance' in R.R. Hirst and R.H. Wallace (eds.)
Stud%es in the Australisn Capital Market, (Melbourne: F.W. Cheshire,
1964).

(3) a@.7. Stigler, 'Imperfections in the Capital Market', Journal of
Political Economy, Vol. 75, (June 1967), pp.287-92.
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institutions, virtwally always require fixed interest payments regardless
of profitability and hence restrict the freedom of management. In addition,
dependence on loans invite outside intervention in management decisions on
expansion schemes and other financial matters. (b) While dividend
payments on stock and bond issues are more flexible than interest payments,
they tend normally to be an expensive method of raising money and dilute
the earning rates of firms. As already noted this method of finance is
particularly costly for smaller firms which have not yet established a
good reputation. Further, dividend payments are not deductible as en
expense for tax nurposes, while the issue of common stock frequently

results in control of management by sharcholders.

Thirdly, the increased tendency towards divorce of ownership and
control in modern corporations implies that a professional management tends
to be cautious about debt finance.  With external finance any substantial
deficits in a firm often leads to the loss of jobs for its managerial
groupns, while successful performance contributes little to the managers'
personal income gain since they are usually only minor stockholders.  Thus
it is to be expected that management regards finance by retained profit as

essentially risk-free and preferable.

A similar argument has recently been further advanced by
J.K. Galbraith who is particularly concerned with the importance of the
element of planning in modern corporations. He sTates that,

'Control of the supply of savings is strategic for industrial
planning. Capital use is large. No form of market uncertainty
is s0 serious as that in valuing the terms and conditions on which
capital is obtained.  Apart from the normal disadvantages of an
uncertain price, there is danger that under some circumstances no
supply will be forthcoming at an acceptable price. This will be
at the precise moment when misfortune or miscalculation has made
the need most urgent. And unlike supplies of raw material or
even labor, the supplier of funds is traditionally conceded some
degree of power. 1Money carries with it the special right to
know, and even to suggest, how it is used. This dilutes the
authority of the planning unit.

All of these dangers and difficulties are avoided if the firm

has a secure source of capital from its own earnings. It no
longer faces the risks of the market. It concedes no authority
to outsiders. It has full control over its own rate of expansion,
over the nature of that expansion and over decisions between
products, plants and processes.'(l)

(1) Galbraith, The New Industrial State, op.cit., p.39.
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Fourth, alternatively the strong preference for internal funds
shown by most corporations may simply reflect their desire to meke certain
not to miss any favourable investment opportunities by keeping sufficient

(1)

cash at hand.

One of the earliest attempts to introduce the importance of
retained profit as a determinant factor of firms' investment behavior was
made by J. Steindl in the early 1950's. In the introduction to his bock,

Maturity and Stagnation in American Capitalism, Steindl suggested that,

(2)

' . . . entrepreneurs invest because they have saved in the past.'

He
assumed that the increase in retained capital (in Steindl's terms it is
'entreprencural capital' or 'internal accumulation') is an important
inducement for the entrepreneur to invest. If there are firms which,
owing to the adoption of any cost-reducing techniques, have greater gross
profit margins than others, they have a natural tendency to expand
relatively to other firms. Because firms with greater profit margins will
accumulate greater internal funds this, in turn, enables and encourages
them to invest to a greater extent so as to further increase accumulation

(3)

of internal funds.

A similar idea was later developed into a more refined theory of

(4)

growth of firms by J. Downie. He illustrated how the differences in
production costs (efficiency) of firms - and hence profitability =

create significant differences in the growth rates of firms (size of firms
measured by sales value). Efficient firms can grow faster than the

remaining firms in an industry and the differences in the rates of growth

between efficient and less efficient firms accelerate over time through the

(1) K. Borch suggests the introduction of some forms of the corporate
'liquidity preference' and 'propensity to save' maey help explain this
corporate preference for internal funds. K. Borch and others,
'Topics in economic theory: discussion; American Beonomic Review,
Papers and Proceedings, Vol.53 (May 1963) pp.269-74.

(2) 7. Steindl, Maturity and Stagnation in American Cavitalism, (Oxford:
Basil Blackwell, 1952), p. vii.

(3) Ibid., pp.40-55.

(4) Downie, The Competitive Process, op.cit.
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process which Downie called the 'transfer mechanism'. The effect of this
transfer mechanism is explosive and it can only be stopped by the intro-

duction of new cost-saving techniques by less efficient firms.

In both Steindl and Downie's theories each firm is assumed to be

a Schumpeterian innovator. In brief it seems to be assumed by both
writers that for a firm to grow, it must have both the desire and the
means. If all firms are consumed with an equal desire for growth without
limits, then the most profitable firms grow fastest. It is, however, true
to say that growth creates profit as well, i.e., firms which diversify
continuously into new prosperous markets and cultivate all profitable
opportunities grow fast and obtain high profit rates regardless of the
saturation of demand in their part of the established market. FProfits

are necessary for growth, and growth in turn produces profits.

In a theoretical framework R. Marris has formulated a systematic
association between the rate of return and that of growth of individual

(1)

firms. If we interpret him correctly he suggests that there is a
'necessary’ level of profit for each firm which varies not only with risk
but also with the rate of growth which each firm attempts to achieve. He
depicts, therefore, a 'demand-growth' curve of a firm which indicates the
set of combinations of the maximum growth rates of required capacity
(capacity needed to meet all orders at a given rate of utilization)

(2)

consistent with varying values of the rates of return. Any management
chooses the maximum sustainable growth rate on such a 'demand-growth' curve
based on its particular preferred combination of growth and profit.

Basically this model is a growth maximization theory with minimum (secured)

profit constraint. As the title 'Managerial' Capitalism suggests, Marris

takes great account of the flexibility of management decisions. The
motivation of professional management is largely based on growth and

expansion of the firm, but the fear of being taken-over discourages

(1) See Marris, The Economic Theory of 'Managerial' Capitalism, op.cit.,
and Incomes Policy and the Rate of Profit in Industry, op.cit.

(2) See Marris, The Beonomic Theory of 'Managerial' Capitalism, ovn.cit.
Chapter 6.
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management from pursuing growth at the undue expense of profitability. A
firm must distribute to shareholders sufficient of its income to keep the
market value of shares high enough to avoid any take-over raids. In other
words, a firm must secure a certain rate of return in order not only to
sustain further growth, but also to maintain the valuation ratio (the

value of its shares relative to their asset backing).

In support of his theoretical hypothesis, Marris estimated
regression coefficients of rates of return on rates of growth of all
British public quoted companies in selected manufacturing industries in the
period 1950—60.(1) In fact, several statistical investigations have also
been made by other economists to examine the relationship between the

(2)

profitability and the growth of firms. In spite of the differences in
their definitions of profit rates, capital and growth of capital, and
differences in statistical sources, the majority of these investigations
identify a positive relationship (some linear and some non-linear

relationships) between the two variables. However, the researchers differ

in their interpretations of each observed relationship.

J.E.S3. Parker, who finds a non-linear relationship between

growth (of net book value of tangible assets) and rates of profit in 87
selected British public manufacturing firms in the period 1954-60, suggests
that finance will be more readily forthcoming if firms seeking it are able
to show high rates of profit. 4s a firm becomes successful (profitable)
it gains a favourable reputation and money is more readily available for
expansion. The forces leading to expansion are cumulative, i.e., success
breeds success. Similarly, one would expect the effect to be cumulative

(3)

in a downward direction. A non-linear relationship of a different

(1) Marris, IncomesPolicy and the Rate of Profit in Industry, op.cit.,
Empirical Appendix.

(2) For example, T. Barna, Investment and Growth Policies in British
Industrial Firms, op.cit., Parker, 'Profitability and Growth of
British Industrial Firms', op.cit., and Singh and Whittington,
op.cit., Chapter 7.

(3) Parker, op.cit.
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pattern is found by Singh and Whittington in their selected 364 British
manufacturing firms in the longer period of 1948 to 1960. They suggested
that there should be a different relationship between profitability and
growth for firms in the different ranges of profitability. For instance,
high profitability is normally expected to lead to fast growth, but a firm
with exceptionally high profit may not find external finance easy because
the stock market may not expect such exceptional profitability to continue

(1)

for long.

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 firm, i.e., a
good (successful) management is capable of maintaining high profitability

(2)

while pursuing fast growth.

Our survey of the theories of investment has so far been concerned
only with the internal growth of firms. No doubt it is important to
consider growth through acquisitions. By acquisition arranged through
exchange of shares, firms may frequently obtain collections of production
resources with 1little new outlay and finance. It is often said that
growth through acquisitions is the fastest and most economical method.
However, it is important to note that growth through external means must
also be subject to dynamic limits. As Penrose argues, both the digestive
capacity of the absorbers and the number of suitable firms available for

(3)

acquisition at any given time are limited. These problems of external
growth will be discussed in the following sections in their relevant

contexts.

(1) Singh and Whittington, op.cit., pp.176~7.
(2) Barna, op.cit., pp.19-20.

(3) Penrose, The Theory of the Growth of the Firm, op.cit., pp.127-31.
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SECTION IT: Profitability and Growth of the Firms

In the preceding two chapters we found that there were considerable
differences between individual firms in both the rates of return and the
rates of growth. We also found that firms which displayed high profit
and fast growth rates in one period tend to behave similarly in the next,
and similarly a poor performance of firms with low profit and slow growth
rates in one period tends to continue in the following period. The
tendency, however, appears to be less in the case of growth rates. We
suggested that the differences in profitability and growth performances
reflect the differences in management of firms. By differences in
management, we have referred so far simply to the differences between good

(successful) and bad (unsuccessful) management.

In this chapter we pursue further the examination of differences
in business policies chosen by management of different types and with
varying skills and motivations. The performance of each firm must
reflect differences in such internal factors. Our criteria of business
performances was based only on profitability in Chapter III, and growth in
Chapter IV. But the profitability-growth hypothesis which has been put
forward by Marris and others suggests that there is a close association
between the two. In the following we will, in turn, interpret the
performance of firms by the combination of their profit and growth rates.
We are assuming that motivations of firms are manifold, ranging from simple
profit maximization to sales and growth maximization of various types and
forms, The validity of this assumption will be exsmined; that is, we
will ask what sort of motivations determine the business behavior and
performance of individual firms of various sizes and operating in varying

types of market structures.

To begin with let us examine the relationship between the two
variables, rates of profit and rates of growth of firms, by means of
regression and correlation analysis. Regression coefficients of annual
average growth rates on rates of profit have been calculated for our 146
continuous firms for the 18 years from 1950 to 1967. Values of rates of

profit and rates of growth are obtained from Chapters ITI and IV respectively.
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Briefly, the resultsof the regression analysis in Table 5.1 indicate that:—
If the regression coefficient, b, is positive (b > 0) the growth rate
increases as profitability increases, and if b is larger than unity (v>1)
an increase in firms' profit rates is associated with a larger increase in
growth rates. For example, if b = 1.5 this indicates that one per cent
increase in profit rate is associated with a 1.5 per cent increase in the
growth rate. If b is positive but less than unity (1> b»0), this
indicates that an increase in the profit rate of firms is associated with
a smaller increase in growth rates. Negative values of b (b€ 0) indicate
that an increase in profit rate is associated with a decrease in the growth
rate. The regression correlation coefficient r2 shows the actual degree

2

of explanation, i.e., if r~ = 0.50 this indicates that 50 per cent of the

changes in growth rate of firms is explained by the changes in profit rate.

The result of the regression analysis of annual average growth
rates on rates of profit for our 146 contimous firms for 1950-67 is very
weak; a regression coefficient r2 is estimated at 0.02 (statistically not
significant) indicating that there is almost no relation between rates of

profit and rates of growth (see Table 5.1 below, last row).

The same relationship is shown diagrammatically in the scatter
diagram below (Diagram 5.1) in which observed combinations of profit and
growth rates of each of the 146 firms are plotted. A glance at Diagram 5.1
shows that the weak relationship between the two variablesis largely caused
by several extreme observations with high rates of growth. We find a
fairly strong relationship between profitability and growth among these
firms whose annual growth rates do not excced 20 per cent - i.e., among
those firms termed 'middle' and ‘slowest growing' in Chapter IV. The
regression coefficient r2 for these 127 'middle' and 'slowest-growing' firms
is 0.24 (the regression relation is statistically significant at the 5 per
cent level) which is much higher than that for the total population. No
strong relation seems to exist among the 19 fastest-growing firms., The
diagram roughly indicates a parabolic relationship between the two rates
when the middle and slowest growing firms are combined. In other words it

suggests that higher profitability tends to be associated with faster growth
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up to a certain growth rate (20 per cent per annum), but beyond this level
the relationship appears to be somewhat reversed and faster growth is

associated with declining profitability.

The question now arises, which variable causss which? The
observed statistical correlation can only indicate the association between
the two variables and it does not tell us anything about causal relation-
ships between the two. On a vpriori grounds the relationship may be either

(1)

way: growth causing profits, or vice-versa.

Let us first look at the 19 fastest-growing firms. In Chapter
IV we found that these firms grew contimuously over a number of years,
and we argued that their extremely high rate of growth per annum did not
result from a single once-for-all growth scheme, but from several
contimiously launched expansion projects spreading over the 18 years

(2)

studied. On these grounds may we call these firms 'growth oriented’

firms?

Referring back to Marris' argument about firms which are extremely
growth conscious he claims that they may yield not only faster growth but
also greater profitability through heavier advertizing, research and
development which leads to successful diversification into new markets.

But on the other hand lMarris points out that too fast growth may eventually
prove increasingly expensive and affect profits adversely. Thus the
relation between the two variables must inevitably reverse. As has been
noted before, when the earning power of a firm becomes too depressed it

may expose itself to take-over raids. FHence a management cannot therefore

(1) 1In order to specify the expected 'feedback' relationship between
profitability and growth of firms, we tested several correlations
between the two variables using a six year time lag. The intro-
duction of the six year time lag is based on our observation that most
firms may be expected to plan, undertake, and obtain returns from their
investment schemes within six years. The results are not improved
compared with those in Table 5.1 below. They are shown in Appendix
Teble F.4. Information about the investment schemes of firms is
obtained from Department of Trade and Industry, Develovments in
Australian Manufacturinz Industry, op.cit., 1956-57 to 1966-683.

(2) See PP.104-5 above.
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Regression correlation coefficient : r

Regression equation ¢ g = a + bp + &
where a and b are constant terms
¢ the random error term
g, the growth of net assets (%)
p, net profit rate per net assets (%)

No. of Regression of g on p Regression of g on p Regression of g on p Regression of gon p
Companies for 1950-55 for 1956-64 for 4962-67 for 41950-67
r‘2 a b [ r2 a b & 1*2 a b & r2 a b e
(1)
127 'Middle' and
'Slow-growing' firms
1 small fims 2L «003  47.19 «10 o36 |37 =eLB AW3M1% W36 | W72 =2.55 WJ80* W41 | W43 3439 JT76% .19
2 nedium-size firms 75 0001 18.05 -13 -51 -16 2.87 i .1‘1* 029 -41 "2.12 1 QOL}.* 015 .20 L}.a6l+ .78* 018
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Companies for 1950-55 for 4956=64 for 1962-67 for 1950-67
r? & b S r2 a b & 2 a b € r° a b €
)
Major industry groups -
146 continuous firms
1 Cement, etce 10 013 l{.O-ZB -1 076* 4 062 oOL|- }+c09 1 055 2.69 013 "5 o’ 0] 1 07}4- 1 059 021 -2935 2.1 8 1 .50
2 Chenmicals, etc. 14 0001 25.48 .02 61 1 423 =2.99 24451 1443 |13 =410 2.2 1.68| ik Ba43 » 93 65
3 Iron and Steel, etc. 19 0002 28,49 =,02 42 | 08 13.47 48 1 |02 8.20 o2 651 02 15,06 12 24
). Blectrical Engineering 12 0001 20.47 =04 41638 | 423 ~10.56 L4.3C 252 |13 2452 Ll 36| .08 9.64 .89 99
5 TGXtileS, etce. M}- 0001 16.16 .08 055 028 ~-e24 1 .1",* 027 -45 '—2055 098* .17 oL}.O 1 082 085* .16
6 Savmills, etce. 12 505 25 .10 —.59 .52 24 -‘6 .).l.o 2.33 1 .}4-3 026 —079 o67+ 036 tOL|- 9.68 -2L|. 037
7 FOOd, tobacco, etCo 2['- 009 }+'L|-5 4 '35 '93 155 -9009 2-77* .53 .34 _7¢05 1 n57* nll-é 0'18 038 1 051-}* .71
8 Newspapers 14 37 3459 o 9% 3L | 02 25.63 -.72 1.67 |02 9,19 =-.28 62| 55 £0.97 =5.,00% 1,52
(5)
Concentration groups -
146 continucus firnms
1 Monopoly and duopoly 1 2 .OOC'} 1 0099 -.01 .26 .26 ‘-3.66 2-49 + 1 031{. 0‘1 9 -1 .78 -93 .61 018 801}-5 037 025
3 Moderate-oligopoly 29 003 18,72 ~e45 51 | 04 6,76 1416 1e04]+10 8L W90 B W23 39,00 =2.92% 4.04
l;. LOV\T—OligOPOly 23 0002 23 .95 -7 7 077 -1 9 L|--1 O 2.32* 1 -05 .09 2.2L[- .60 .h.o 01 0 1 0008 073 .L|.9
5 Unconcentrated BL}- 01 O 10 -68 1 -36:4_ .71 .05 5 569 .63 a)-|-8 1246 »"'3 .30 1 o1 8* .22 o 7 3'31 1 005* ‘41
6 Competitive 5 26 72499 =3.83 2440 | W56 =4et0 1475 890,31 =123 4.66 443 L4 1,79 A5 1.05
7 High—compe‘ti‘tive 16 0001 '\5 525 007 056 .29 "1 l2)+ 1 011 * .}-1-6 072 ~2 97 u76* p'1 3 o}+7 2-1 2 072* .21
(6)
Total 146 firms 146 Ne) 16483 032 23 | o1l 2499 4 .40% 029125 = B8 4. ¥ L] 02 9.69 Jd T W23

* Significantly different fron
+ Significantly different from

zero at less than the 5% level.
zero at the 10% level.

a6eT



Ry A

Relabionship between Annwal Average Profit Robe and Growth Rate : 19501947,

Ry 51

I 4b Continuous Ficms.

wﬂﬁ) v .
y No. of firms  =ihd
Mean growthrale=40" %
s Mean profit rate= +7 %
3
& lso .
,Y,
L .
20 . : Pk .
. 0$. . e o
Is e "'.: . ' 2
e LI ) .. »®
. .
* yo T ® g
L P # [ ] :" e » .
.~ L} ' . . e ..
[ . .] ) *
5 * R a9 o o"
P s
-3 s r—1 e 75— =W W50
) 3 Profit Rule
(%) .
-5 ol one wry extreme obeervalion for which growth rabe

A 100:S% ond profit rois is <09, is nck potted. |



/3046

Sepans?
Smoll Firrns (Net Rssets less than £200,000 in 1950)

|
!

s

° No.offirs =27
Growth ;lsbe Mean growth role= (k7 %
(% Meon Pr*it rates &8 %
20|
ao [ ]
\O = 8 ¢
L ] ’ .
1o : o 20
)l Prefit Rate
°/aY
Diogrom §.3
Medivrn-cize Fitms (Net Rssets betwean £200,000 and. £1,60Q000 in 1350)
10 = .
No. of firms 288
Growth Rate Mean §romth raleai3o %
(*) Man profit retes 72 %
30 °
A0 'y 5
*SPe o *
'.t 1'.. ?.
% °*
S
H o wie §
o 2",
s * " ."
od_‘ ‘__' 1o . - T .
l' Profit Rate
€%}

Note: one vy extreme. ohaervotion for whch growth Frate
i 100S%, and profit rate is ~0:9% s rot plotied.



/30¢e

Diegrom 8.\,

large Firms (Neb Pissets greateriwan £LL00,C00 in 1350)

No. of firms =3

b1+
Growbh Rola Moon sv'c'ut'a robe=132%
=y ; Mean profit rates 1%
m L
*
3
g Fq »
1O o®
s 9 -
¢ . »
' ;
se
: Lo 20 X~}
Profit Rode




Diagrom 5.5. /304
Cementyete,

—————

Growth Rete
(%)

. No.effirms 210

as Meer growth rabea 1Sl %

Meon profit rate = 0%

Profit fMale
- %)

DisgramS.b

Chemiznly

Growth Dotz ®
(0,0) ] N&Of F""s e
Mean qrowth rete = 1y2 %
Hean protit rate = 74 %,
2.0 :
15 i :
*
1o}
s \
)
oz -3 Jo —t
I Profit Rele
R (%)



/30 €

1 % rom 5.7
]
‘tl"b'\ ond Steelyete.

No.of Firms =19

Gro(\:klk)ﬁ&u' Mean rate 2132 %,
8 Meon profib tate = 1%
20 . *
L. . Y- A2 a0
frofi & Rate
°/e)
D'ﬂmm se

Electricol Enginsering.

No. of firms =12

Growth Roe Nean gerukh rake 30 %
) Mean propit rate = en%
IT '
a0 L
ol )
- | =1 20 . A0 .
frofit Rate




Diogram £.9

Textiles, Cothing and Footwear.

J

Growth Rate
Coly)

1 9]

Yy

1.2

/307

Mo of firms s 143
Nean gromtchrales 6:3%,
MME m=b‘b%

28 ip

3]
—

-tO

.

Grm, h Rate
*/e)

15§

1o

Profit Rote
C°fo)

Risgfems 10

Nb~°ffm s i
Mean growth mate: %
Meon profit rake = 23%

1S 2

Profit Rate
$%)



Ciacrarn 5.1}

W i
Teed, Tobocto and Breweries.
0 .
h ®
G"?,Z,“ No. of firms s 2%
Hean growth rake = 7%
3o Meon profit rate =82%
2.0
ie . ) [
® o °
0!, &
Lo " 1o 20 3o
Profit Rola
(o))
Diu@m&lz
Newspopers,
15 ° e
No. of Firms =l
Gromkh Role ® Mesn growth rate 25%b%
(%o} . Hean profit roke *36%
(1~
o .
[
s
4 & 1o i5
Prefit Rate
(/o)

Netz: ore veryextreme abservation for which gresth rate

IS 1903% ond profib tate i5-0'Q%, is nab plotled.



131

(1)

force its firm to grow too fast. Most modern corporations may be
growing at faster rates than those which the owners would generally choose,
but not so fast as to make the shareholders sufficiently dissatisfied to

(2)

sell shares to take-over bidders.

If Marris' argument is accepted, how do we interpret the performance
of our 19 fastest-growing firms? Were they growing too fast at the expense
of profitability? Were they exposing themselves to possible take-over
raids? Certainly the rates of profit of several of these firms'appear to
be depressed. The rates of profit of four firms, for example, are well

(3)

below the average of 7.7 per cent for all 146 continuous firms.

Concerning the danger of take-over raids, in the case of 11 of
these 19 firms, large parcels of voting shares were held by other companies;
either domestic or overseas companies. According to information in 1965-67,
in seven firms the shareholdings of other companies exceeded 50 per cent of
the total, and in the remaining four, other firms held from 10 to 50 per
cent. TFollowing Wheelwright those 11 firms may be called 'company

(4)

controlled' firms. In addition, five out of the remaining eight firms
are examples of Wheelwright's 'majority and minority controlled' firms in
which more than 10 per cent of total voting shares are owned by a limited

(5)

number of shareholders. This eventually leaves only three "management
controlled' firms to which Marris's argument may be applicable. Because

of this compact ownership of shares, the suggested fear of take-over raids

(1) Marris, The Economic Theory of 'Managerial' Capitalism, opecit.,
pp.175-84, and pp.259-60.

(2) Marris states that top management has three main motives; (i) growth,
because growth provides job satisfaction, job expansion, higher
salaries, higher bonuses and prestige; (ii) continuity of employment,
which means for the management team as a whole, avoidance of involuntary
take-over; and (iii) reaonsable treatment of sharcholders and
generally good relations with the financial world. This set of
motives will be applied by management to the determination of growth
and profit rates of the firm. R.L. Marris, 'Profitability and Growth
in the Individual Firm', Business Ratios, Vol. 1, (1967) pp.3-12.

(3) These four firms are Ampol Petroleum, Borg-Warner, News, and Simpson~
Pope.

(4) Wheelwright and Miskelly, Anatomy of hustralian Manufacturine Industry,
op.cit.

(5) Ibid.
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in the 16 'company controlled' and 'majority and minority controlled' firms
may have been minimal, or even non-existent in some cases. It is therefore
possible that those 19 firms were primarily growth oriented. For instance
some overseas controlled firms, such as Borg-Warner, continuously invested
in large scale expansion schemes regardless of the firm's current earning
power, obtaining financial support for expansion from the parent company.
In quite a number of firms, as we will see later in this chapter, the fast
growth in the period was contributed to by diversification into new markets
and acquisition of other firams was often employed to pursue this end.(l)
Such deliberate growth policies appear to have depressed the earning power
in those 19 fastest-growing firms to varying degrees. These firms demon~
strate the extreme case of growth maximization behavior under which
profitability and growth have a reverse relationship, i.e., faster growth

is associated with declining profitability.

The observed profitability and growth relationship appears to
have given rise to two main types of confusion among economists. The first
is seen in the argument which suggests that there is no practical difference
between growth and profit maximization as criteria for the gelection of
investment programmes because growth is the best long-run strategy for

(2)

maximizing profits. The other confusion stems from the fact that
beyond a certain growth level, profitability begins to decline because high
outlays are required to promote sales and growth, while on the other hand

further growth is prevented by too depressed profitability. Thus it is

argued by Baumol, for example, that growth maximizing firms will grow as

(1) There are at least seven out of the 19 firms which may be quoted as
exarmples of growth through diversification in 1950-67; they are
£11lied Mills, Blue Metal Industries, Boral, G.M.H., News, Petersville
hustralia and Simpson-Pope Holding. See also p.101 above, Jobson's
Investment Digest, op.cit., and Department of Trade and Industry,
Developments in Australian Manufacturing Industry, op.cit., 1956-57
to 1966-68.

(2) 'If profits are a condition of successful growth, but profits are
sought primarily for the sake of the firnm, that is, to reinvest in
the firm rather than to reimburse owners for the use of their capital
or their "risk bearing", then, from the point of view of investnent
policy, growth and profits become equivalent as the criteris for the
selection of investment prograrmes'. Penrose, op.cit., P«30. See
also, 8. Peterson, 'Corporate Control and Capitalism', Quarterly
Journal of Economics, Vol.74, (Feb. 1965), PR.1-24.
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fast as is possible within the constraint of securing a certain minimum

(1)

profit rate.

With regard to the first point there can be little doubt that in
fact decisions on investment, output, price and cost made by growth
maximizing firms must differ from those of profit maximizers within any
reasonable time horizon. The best proof of this is provided by our
19 'festest growing' firms accepting relatively depressed profitability
over the whole 18 year period in pursuit of growth. Their fast growth
policy may eventually bring high profit rates but to then conclude that
their management strategy is hence identical to that of firms whose aim is
to maximize profits would be fatally to warp any meaningful definition of
the time horizon that firms actually have in view when making decisions on

investnent, output, ete.

As for the second argument, the confusion arises from the misuse
of the term 'growth mzximization' which should only be used to refer to a
firm which is never prepared to forego an increase in net revenue.(z) A
firm will not invest in expansion for the mere sake of growth itself if
the return on the investment is negative because that would eventually
decrease the funds available for further investment for expansion. But
insofar as new investment yields a positive return, total profit (thus funds
available for further expansion) will increase with every increment of
investment. Hence a growth-maximizing firm continues to grow as fast as
it can exploit such opportunities for expansion. In our 19 'fastest-

growing' firms we may identify examples of such 'growth-maximizing' firms.

(1) Baumol argues that '. . . the rate of growth of the firms' operation
varies (directly) with investment, and (after a point) inversely with
the profit rate . . .' and 'the optimal profit stream will be that
intermediate stream which is consistent with the largest flow of
output (or rate of growth of output) over the firm's lifetime.

. » .we can then determine the optimal profit rate which from our long-
run point of view enters into constraints just as one of the variables
in the system'. Baumol, ov.cit. p.1086.

(2) A similar definition is employed by Penrose, op.cit., p.30 and
J. Williamson, 'Profit, Growth and Sales Maximization', Economica,
New Series, Vol.33, (Feb. 1966) pp.1-16.
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For the remaining 127 'middle' and 'slow-growing' firms, the
motivations of management are not so obvious. What does the observed
association between profitability and growth indicate in this group of

firms? Again we must ask, does growth cause profitability or vice-versa?

In fact the answer is both, or rather on a priori grounds we
sugzgest that the relationship between growth and profitability is that of
'feedback' associations under which each variable affects the other.
Suppose we assumc that most firms want to grow fast and maintain high
profitability at the same time: then the end result of how fast a firm
grows and what rate of profit it makes depends, of course, on the skill and
motivation of the management, as well as on the size of firm and the
attendant economic environment such as demand conditions, market structure,
etc.  With equal rates of profit, a firm in a market with buoyant demand
may be expected to grow faster than one in a less prosperous market.
Similarly, in a market where competition among firms to increase relative
narket shares is keen, a firm is forced to accelerate its rate of growth as
compared with a firm in a less competitive environment. As for the rate
of return, market opportunities are nct limited as the neo-classical
theories suggest. A firm can create investment opportunities for itself
through diversification into new profitable fields and can crcate new

(1)

demand by research and marketing ventures.

We have now ascertained that factors affecting both the firm's
willingness and ability to grow are not predetermined and should be
regarded as endogenous to the firm's management. The importance of the
varying character of management must be considered. A firm which is
conducted by growth-oriented management may be expected to grow faster

(2)

than a firm with profit maximizing owner-management. 4 gkilful

(l) This idea is put forward particularly strongly by Penrose in order to
explain the characteristics of modern corporations. Penrose, The
Theory of the Growth of the Firm, op.cit., Chapter VII.

(2) The importance of the non-pecuniary motives of managers as contrasted
with the pecuniary motives of owner-managers has been widely discussed
by several economists including Baumol, Cyert and March, Simon and
J. Williamson. This problem of the motivational impact of the firm
is discussed in Chapter VI below.
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managenent can accelerate growth faster than other firms without affecting
profit rate. On the other hand, an equally skilful management may obtain
a higher profit rate than any other firms sustaining the same rate of growth.
The former chooses to exploit a given opportunity by fast growth and the
latter by a higher rate of return. It follows, therefore, that the
magnitude and pattern of the association between profitability and growth
may be expected to differ between individual firms according to the skill

and the motivation of each management.

In Table 5.1 we list the regression correclation coefficients r2
of average rates of growth on average rates of profit calculated for firms
of different size groups (small, medium and large), of different degrees
of cencentration, and for different time periods. The 19 fastest growing
firms are excluded from Part (1) of the Table because of their extreme

performance already described.

There are of course, several different types of time period to
which our observations may rclate. One relationship is that in which the
rate of return and of growth are expected to be associated in the same year.
Another relationship perhaps is where the rate of growth is associated with
profitability with two or three years' lag. Alternatively we meay test a
rather longer term relationship which would predict an association between
the average of the variables over six to ten or more years., The first two
relationships may be tested based on the profit maximization hypothesis
referred to in Section I. In fact on an industry basis Stigler tested a
set of regressions of relative increase in capital (bock value of total
assets) on both current and preceding years' profit rates for the period
1948 to 1957 for American manufacturing industries. In brief, he found
that the current profit rate plays a negligible role in the regression
equations but the relation between the preceding year's profit and growth
is almost constantly positive and statistically significant. When the
period of time lengthened and a two, three or four years' lagged relation-—

ship is exzamined, the correlation becomes either larger or smaller depending
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(1)

However, we are interested in the long-run association between

profitability and growth. Accordingly, we are concerned with the

relation between the long-run (each of our three six year sub-periods, and

the whole 18 year period) average growth and the average profit rate of the

same period.

(2)

The magnitude of the association varies considerably between

different size groups of firms and in different time periods. No

association was found for any size group of firms in the first sub=-period

1950-55 when firms in general grew fast and were enjoying high

(3)

profitability. Following the post-war boom there was still a high

level of prosperity in the economy and an optimistic climate generally

continued to exist in most manufacturinz industries in the first half of

the 1950's. The high level of immigration and the general confidence

that a high level of activity would be maintained helped to provide

businessmen with the anticipation of a continually growing market. This

allowed the businessmen, in turn, to plan their investment programmes well

ahead and permitted them largely to ignore short-run fluctuation in

economic activity.

(4)

Bushnell states that radical changes were at work

in the business environment. Expansion both within and between interstate

narket provided many firms with important opportunities for economies of

scale which led to the introduction of new technology and advanced methods

of management.

(5)

Under such unusually dynamic conditions business

(1)

(2)

(4)
(5)

Stigler, Capital and Rates of Return in Mamufacturing Industries, op.cit.,
Chapter 4.

We have also tested the relationship between growth rates (average of
three six-year sub-periods and of the whole 18 years) and each year's
profit rates for our 146 continuous firms. The relationship in
general appears to be very weak.

Average annual growth rates and profit rates of the three sub-periods
and the whole 18 year period are:

1950-55 1956-61 1962-67 1950-67

Growth rate (/%) 14.8 15.3 5.6 10.1
Profit rate (%) 19.7 17.2 6.1 i T

Nevile, op.cit., and Smyth, op.cit.

Bushnell, Australian Company Morgers 1946-1959, op.cit., pp.93-7.




137.
motivations of management may differ from those holding under more stable

and sedate circumstances.

It is expected that differences in motivation of management of
menopolistic and competitive firms may be reflected in the varying
association of profitability and growth. For example we thought that
there is a greater necessity for firms in competitive markets to obtain
external finance because their need for funds is likely to be more urgent
than that of monopolists and cligopolistic firms operating various collusive
agreenents. But no obvious differences in the relationship are found

between monopolistic and competitive firms.

Considerable differences are seen in the extent of profitability
and growth association betwecen firms of different size groups. (See
Table 5.1 and Diagrams 5.2-5.4). The association is fairly strong among
snall-size firms for each time period excent the first six years. But no
such strong relation was found among firms on the medium and large size
groups. Among large firms, in particular, the association was very weak
in any pericd. Do these results suggest that there are some structural
differences in the relationship between growth and profitability for large
and medium sized firms as compared with small firms? If so, what are the

economic implications of the observed differences?

SECTION III: Profitability—growth Association in Firms of Different Sizes

In testing the association between profitability and growth of
firms, we are trying to cxamine the 'fecdback' relationship between the
two variables; how far does profitability cause growth, and in turn to what

extent does growth cause profitability.

To begin with let us concentrate on the first part of the
relationship and examine the importance of retained prefit as a scurce for
expansion of firms. Generally, firms finance their growth either internally,
using retained profits, or cxternally, by raising money in the capital
market or by obtaining loans from banks and other financial organizations.

These are theoretically threc major alternative sources of funds but in
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practice the availability of the latter two sources is often limited from
time to time depending on general economic conditions as well as the past
business performance of the firm. Thus retained profit has been used as
a major source of funds for the growth of industrial firms in Australia.
Hall's study of Australian public cormpany finance indicates that more than
half the capital funds of his selected 253 public manufacturing firms in
the period between 1946 and 1954 were obtained from retained profit and

(1)

revenue reserves. Similarly for more recent years, The Report of the

Commi ttee of Economic Enguiry indicates that aggregate company saving

(undistributed profit and depreciation allowances) in the period 1953<54 to
1960-61 financed almost 65 per cent of fixed capital expenditure in
Australia. If undistributed profits accruing to non-residents were
included the figures would rise to 70 per cent.(z)
The importance of retained profit and other internally accumulated
sources for financing investment outlays is also noted in our study. 1In
Table 5.2 we calculated the proportional increase in net assets of our
146 firms in the period 1950-67 financed by (a) retained profit and (b)
internal sources which include not only retained profit, but also other
revenue resources of various forms and depreciation provisions. It is
often suggested that firms regard revenue resources and depreciation
provisions as another form of profit retention, or rather as methods to
conceal profit for tax and dividend payment purposes. The latter
information, (b), is therefore obtained in order to correctly measure the
importance of profitability in financing the growth of firms, but it wes

available on a relatively comprehensive basis only for the third sub-period,

(1) Hall, Australisn Company Finance., Socurces and Uses of Funds of Public
Companies 1946-1955, op.cit.
The importance of retained earnings as a source of funds is also
observed in studies of companies in the U.S.4. and the U.K. See for
example, Lintner and Butters, op.cit., pp.252-264, B. Tew and
Henderson, op.cit., and the Committee of the Working of the Monetary
System, op.cit., pp.129-89.

(2) The Report of the Committee of Economic Enguiry, op.cit., Vol. II, H. 53,
p.947. See also Mathews and Harcourt, op.cit. Sece also, P.J. Rose,
Australian Sscurities Merkets (Melbourne, F.W. Cheshire, 1969).
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1961-67. In the table we sec that on the basis of a six year average
retained profit met roughly from one querter to slightly over one third
of capital requirements for the growth of net assets during the period
studied. If we include other resources and depreciation provisions, the
internally accumulated sources of funds substantially exceed actual net
asset expansion in the 1961-67 period.  The proportion of the increase in
net assets financed by retained profit is highest in the third sub-period
when both profitability and growth rates were considerably lower than in

(1)

the preceding two sub-poriocds.

An important feature revealed in Table 5.2 is that the extent of
the expansion of the net assets financed by retained profit, and similarly
by internal sources as a whole, differs considerably between small, medium
and large sized firms. In spite of the widely suggested hypothesis that
large modern corporations are particularly willing to rely on internal
sources for exnansion, 2 we find in the table that smaller firms tend to
finance a larger part of their capital requirements for growth from

(3)

retained profits and other internal sources. This tendency appears to
be more pronounced under less prosperous and less expansive conditions as

in the nericd 1962-67.

Tt may consequently be expected that, ceteris paribus, the

investrnent of smaller firms are nore scnsitive to profit than those of

large firms, and that this is particularly so in periods of relative

(l) It may be expected that, assuming short-run rigidity of dividend
distribution, firms retain a relatively larger portion of profit in
prosperous neriods, and are thus able to finance a large part of
their growth from retained earnings. hlternatively, however, it
may be argued that under brisk eccnomic circumstances external sources
are likely to be more accessible to firms. Thus a management may
rely to a greater extent for their capital requirements on new stock
issues and loans. The latter view is more consistent with our
rcesults.

(2) See, for example, Galbraith, op.cit., Chapter IV.

(3) Similar observations are also noted in the United States of America
and the United Kingdom by Lintner and Butters, and Tew and Henderson
who suzgest that retained carnings are a much more important scurce of
expansion finence for smaller than for larger corporations. The
explanation of such a trend may be found in Scction I above. Lintner
and Butters, on.cit., and Tew and Henderson, op.cit., Chapters 3 and 4.



140a

Table 5.2

Retained Profit, and Revenue and Depreciation Provision as
proportion of Net Assets increase: 1950-1967
146 Continuous Firms

(1}G (2) . (3) (&) (5)
Ne Reserves ncrease
Size in Retained and in (1) (1)+(2)
1950(3) Profit Depreci~ Net Assets ‘T?j (3j
(£1000) ation (£'000) (%) (%)
Provision
(£1000) (b)
(1) 1950-55
4 96 28l | 33.80
2 111 1030 | 39.90
3 872 LOKT7 | 21.55| Average
L 1483 (c) 15746 | 26,57  27.5
5 7506 30568 | 2456
6 821y 43647 | 48.88;
7 5932 35477 | 16479
8 37503 65467 | 5729
9 111415 65829 | 1£.88| Average
10 2168 27244 7.97| 22.2
11 6188 49878 | 12414
A1l companies 84245 33948L | 21..83
(ii) 1956-61
1 170 524 | 40.38]
2 381 1077 | 35.38
3 2331, 6934 | 33.66| Average
4 7398 L2933 | 1724 27.3
5 8856 (c) 45978 | 19426
6 13229 73854 | 17+9]
f 9833 69387 | 1417
8 L3779 8L93L | 51454
9 24558 104167 | 23%.58| Average
10 8047 30873 | 26.061 26.4
14 39074 256078 | 15.26]
A1l companies | 157659 716646 | 22,00
(1ii) 1962-67
1 222 205 276 | 80.43 156 .77
2 28) 1308 349 | 84.38 364440
3 3000 5601 8291 | M1 .54 Average | 406.80|Average
L 8802 19867 13073 | 67+33| 5641 221458| 18344
5 14820 23483 58735 | 25423 128.87
6 16959 36488 1782 | 4O.5h] 120467}
7 14875 32925 69753 | 21.32) 75.92
8 71558 32270 64953 (110417 116426
9 27043 8994, 151550 | 17.84|Average 77419 | verage
10 10382 22703 36046 | 28.,80| 4340 91.79| 15641
14 50835 530174 138608 | 36.68) 149417
A1l companies | 219204 794674 583449 | 37.57 183440
(iv) 1950-67
1 488 981 49.75]
2 1076 2456 | 4331
3 6650 19272 | 3451 |Average
L 20383 74732 | 28.421 3349
5 31482 (c) 135284 | 23.05
6 38409 159283 | 2he44
7 30640 174620 | 47557
8 152840 245354 | 70.97
9 62716 324546 | 19450 |Average
10 20597 91430 | 24.88} 30.3
11 96097 WhL56) | 21462 ]
A1l companies | 464078 1639249 | 28443
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Table 5.2 Notes:

(2) There are no firms which fell into size groups 412 and 43 in
1950, i.e., net assets exceeding £51,200,000. For size classi-
fication see Appendix Table D.5.

(b) Includes all types of reserves (capital, revenue, etce) and
depreciation provision. Information is available for only
413 out of total 446 continuous firmse

(¢c) Information is not available for the majority of the firms
in these periods.
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stagnation. For this reason, it is therefore not surprising to find that
the profitability-growth relationship is more pronounced among firms of

small size than among medium 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 we noted that the growth of firms is not a question of simply
increasing production capacity along a smooth upward expansion path and
producing more of the same products on a larger scale. It involves
changes in various dimensions of a firm. The post-war economic growth in

Australia witnessed such changes in both the nature and direction of

expansion of firms in almost every industrial field.

It is generally believed that expansion into interstate narkets,
into new products and integration in both backward and forward directions
have been achieved by firms after they succeeded in building up their trade
positions and had obtained economies of scale in their principal markets.(l)
Until towards the end of the 1950's the majority of firms in the manufac—
turing field had grown, more or less, simply pari-passu with the market

(2)

expansion of their products.

The Australian economy suffered its first serious problem of

(3)

excess capacity in the late 1950's. It was not the first post~war
recession but the gencrally depressed conditions of the economy from late

1957 to mid-1959 placed numbers of firms in financial difficulties. Although
the majority of businessmen were still optimistic in 1958 and the share

market in generzl was buoyant, owners of shares in many risky small firms

decided to switch to shares in large diversified companies.(4) Excess

(1) Bushnell, op.cit., p.185.

(2) Karmel and Brunt, The Structure of the Australian Bconomy, op.cit., p.57.

(3) See the series of articles on 'The Australian Economy, 1956-62°
published in Economic Record (May 1956 - March 1962) reprinted in
Arndt and Corden (eds.), The Australian Bconomy, & Volume of Readines,
op.cit., Part one.

(4) Bushnell, op.cit., pp.184-91.
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capacity was slowly building up in various areas of manufacturing industry
and prospects for ranid growth faded. Expansion opportunities became
generally less attractive in established production lines in the period
from late 1957 to mid-1959. Most firms with growth policies then took
the initiative of diversifying their products by spreading into markets
in other states, particularly integrating forward into distribution fields
so as to maintain sales in adverse markets, and cultivating new markets

(1)

mogt of which were formerly supplied by overseas manufacturers.

This trend, which may be called 'defensive' diversifiaction,
coincided with an increase in another type of diversification - diversifi-
cation for growth. By the mid-1950's many firms had accumulated a large
amount of retained profits during the extremely prosperous post-war period
and began seeking opportunities to invest. Some, already operating on a
fairly large scale in one market, decided not to increase their output in
that market for fear of excess production and preferred to use their
accurulated resources to move into related markets. In short, many firms
in the late 1950's diversified their production lines either as a normal
concomitant of the growth of successful firms in order to sustain and
further to increase growth rates, or as defensive means of countering

recessions in their established markets.

In order to cstimate the extent of diversification introduced by
our 146 continuous firms we classified the firms into 'single-trade' firms,
and 'diversified' firms in Table 5.3. The latter category is further
divided into three groups; 'integrated', 'related-product', and 'multi-
product' firms. The general principle behind these groupings rests on the
original classification of our '51 industrial groups'. We first classified
those firms which are enzaged only in one of the 51 industrial groups into
'single~-trade' firms (Column 1 in Table 5.3). Then, the remaining firms
were further classified into: (i) 'integrated' firms whose operations

extended vertically either from raw material to processing fields, or from

(1) Ipid.
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finished products to distribution fields; (ii) 'related-product' firms
which manufacture products related both technically and in the consumers'
eye such as television and radio receiver manufacturers engaged in the
industrial motors manufacturing industry, or biscuit menufacturers also
engaged in bakery activities; (iii) 'multi-product' firms which produce
different goods without any obvious relationship between them, e.g. the
case of a sugar refiner producing building materials. If a firm may be
classified in more than one of the last three categories (colmn 2a, 2b and
2c in Table 5.3) we place it in the category furthest right in the table.
For example, a firm which is both an 'integrated' and 'related-product’ .

firm, is placed in the latter category.

The concept of these categories may appear to be ambiguous and

(1)

some arbitrary decisions have had to be employed. The results of
Table 5.3 do not refer to those firms which diversify their business
interest by investing in other companies unless their investment amounts
to 50 per cent of the shares in the other firm which is then classified as
a subsidiary. Also the table does not indicate the degree of importance
of diversified products among the firm's total activity. Thus a firm may
be classified as 'multi-product' even if its diversified lines contribute

only one per cent of its income. Yet in spite of these weaknesses we are

able to detect several important features.

The relationship between size and the extent of diversification
is striking. All but one of the small firms (size groups 1-3 inclusive on
a 1950 basis) are 'single~trade' firms. The number of diversified firms

increases with the increase in size of firms and by the time we reach the

diversified. Moving into the group of large firms (size group 7 and

upwards) we see that most firms are either integrated or engaged in more

(1) We base our definition of diversification on the suggestions of
Penrose, op.cit., pp.107-9.
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Zable 2

Distribution of 'Single~trade' firms and 'Diversified' firms
by Firm Size Classes, 1967
1.5 Continuous Firms

(1) (2) (3)
Size classes Number of Number of 'Diversified' firms Total
in 1950% ‘Single~trade! (a) (v) (c) "Diversified!
(£1000) firms "Integrated! 'Related-  "Multi- firms
in 1967 firms product! product' in 1967
firms firms
1 O"'L|.9 L|. ® o LR es se
2 50_99 8 ee se se o
3 100-199 15 oo 1 .o 1
4 200-399 20 5 5 1 11
5 L00-795 24 3 L oo 7
6 800-1,599 12 6 5 2 13
7 4,600-3,199 5 1 2 8
8 3,200-6,399 1 L 5 1 10
9 6,400-12,799 1 2 1 2 5
10 12’800"255599 L] 1 oo 1 2
11 25,600"‘5’],199 eo0 28 (X} 2
A1l companies (87) 26 22 11 (59)

* There are no firms which fell into size groups 12 and 13 in 1950,
i.ee;, net assets exceeding £51,2004000.

Sources: Department of Trade and Industry, Developments in Australian
Industry, op.cite 1956-57 to 1966-68, and Jobson's Investment
Digest Year Book, opocite 1969
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(1)

than one industry. It seems from several scattered pieces of
information that many firms began expanding into markets other than their
primary fields when they reached the 'medium-sized' category (size groups

(2)

4-6 inclusive on a 1950 basis). The diversification of many medium

sized firms was achieved by acquisition of other firms, particularly in
the period between the late 1950's and the early 1960's. No doubt at the
same time larger firms which were already diversified further expanded in

(3)

both vertical and lateral directions. Quite often diversification of

large firms was directed towards new markets which were formerly supplied

(4)

by imported products.

Whether such diversification was introduced as a defensive
neasure or simply for growth purposes, diversified firms as a whole
achieved considerably higher growth rates than 'single-trade' firms in the

(5)

18-year period. Fifty-nine diversified firms grew on average by 15.5
per cent per annum while 87 'single-trade' firms managed to grow only &t

11.0 per cent per annum between 1950 and 1967. The differecnce between the

(1) Based on the study of 721 large manufacturing firms in the United
States of America in 1954, M. Gort found that size of firm showed a
streng positive association with the number of industries in which
companies maintained establishments. Based on statistics of 1935 and
1955, Downie also found a similar relationshipyamong British
manufacturing firms, i.e. the smaller is the firm the less likely it
is to be a multi-trade firm. M. Gort, Diversification and Intesration
in American Industry, National Bureau of Economic Research (Princeton
Univ. Press, 1962), Chapter 4, and Downie, op.cit., Chapter XII.

(2) The main sources of evidence are: Department of National Development,
The sStructure and Capacity of Austrolian Menufscturing Industries,
1952, Department of Trade, Develonment in Australisn Manufacturing
Industry, 1956-57 to 1967-68, and Jobsun's Investment Digest, op.cit.,
1950-67.

(3) Following Robinson, 'lateral' expansion indicates integration into
related and different activities. Robinson, The Structure of
Competitive Industry, op.cit., pp.114-6. B.L. Johns and W.P. Hogan
suggest that there was an evident extensive forward and backward
integration in several manufacturing fields in the late 1950's and
the beginning of the 1960's. B.L. Johns and W.P. Hogan, '4 Theory
of the Growth of the Firm', Hecnomic Record, Vol. 37, (June 1961),
pp.171-82.

(4) Department of Trade, Development in Australian Manufacturing Industry,

op.cit.

(5) Using 111 manufacturing firms in America, Gort has studied the relation-
ship between growth and diversification and he finds that the observed
relationship between the two variables does not suggest a clear-cut
pattern. Gort, op.cit.
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two groups of firms is more pronounced among medium sized firms - the
average growth rate of diversified firms is 18.3 per cent as against 11.0
per cent among non-diversified firme in this size group. On the other
hand differences in profitability between diversified and ‘'single-trade’
firms are marginal both for the total 146 continuous firms and for medium-

sized firms (Table 5.4).

Turning back to the profitability and srowth relationship, we see
a considerable difference in the magnitude of the association between the
two groups of 'single-trade' and 'diversified' firms. Among 'single-trade!
firms a fairly strong association between profitability and growth is found
for all periods except the first six years. But no such association
appears for 'diversified' firms in any of the time periods. The growth-—
profitability hypotheses do not appear to exnlain much of the investment

behavior of 'diversified' firms.

Let us try to reduce all the preceding arguments in this chapter

into a tentative hypothesis.

We found that investment plans of small firms (net assets size
less than £400,000 in 1950) are susceptible to net inflow of funds which
is indicated by their greater reliance on internal finance for expansicn.
We also foundi that these small firms seldom invest in other than their
primary fields. As long as the market prospect is bright these firms
invest so as to obtain profit which in turn is used for growth. Profits
become a condition of successful growth and investment is made on the basis
of profitability. These firms are not interested in expansion per se and
they never invest in expansion if the return on the new investment is very
low. On these grounds, a large part of the behavior of these small firms

can be explained by 'profit motives' or 'profit maximization' hypotheses.

When small firms grow and move into the 'medium-sized' category
(net assets size between £400,000 and £1,600,000 in 1950) they encounter a
choice between two alternatives; to continuously invest in the same
nmarket, or to diversify their products and move into new markets. We may

loosely call firms making the first choice 'profit maximizers' and those
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Table 5e L

Frofitability and Growth of 'Single-trade! and 'Diversified!
Firms, 1950-67
146 Continucus Firms

'Single-trade' Firms | 'Diversified! Fimms
No. of  Average Average |[Noe. of Average Average
Firms Annual Annual Firms Annual Annual
Profit Rate Growth Rate Frofit Rate Growth Rate

(%) (%) (%) (%)

87 Medium=-sized 56 7e2 1440 "3 743 18.3
firms®
146 continuous 87 746 11.0 59 749 1545
firms

Note: ¥ Includes firms of which net assets between £400,000 and £1,600,000
(size groups L4 to 6 inclusive) in 1950.
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meking the latter, 'growth maximizers'. In this context we use these
terms not because one type of firm is solely profit-oriented and the other
solely growth-minded, but because the latter is likely continuously to grow
faster than the former which foregoes certain growth opportunities. The
firm's decision to diversify depends not only on the motivation and aim of
management but also on the skill of management. Some firms may want to
diversify but their managements are not competent enough to succeed.
Diversification is not the only possible means of increasing the resources
of medium-size firms., A firm may be able to grow up to a certain size by
obtaining a larger part of its primery market or simply by increasing its
scale of operation pari passu with the secular increase in demand in its
primary market. But if it wants to continue to grow it must eventually
diversify its production because such a move will contimiously present the
firm with opportunities for profitable new investment while at the same
time maintaining and expanding the primary lines to which it has already

extensively committed its resources.

When a firm mekes the decision to diversify its activity or
activifies, it must see profitable opportunities in the new market(s).
But the calculation of such 'profits' may not be based on current opportunity
cost. Diversification is continuously promoted in many firms and their
ex post profitability and growth performances often do not conveniently

fit within the realm of profitability-growth hypotheses.
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CHAPTER VI

MANAGEMENT AND THE GROWTH OF FIRMS

In the preceding four chapters, we have examined in detail
the factors determining the growth of firms within a particular
analytical framework, ise. the relationship between the growth of
firms and their size, profitability and the structure of the market
in which they operate. We have raised and attempted to answer several
questions: Are large firms more profitable than smaller firms? Do
large firms grow faster than smaller firms? Are there any relationships
between profitability and growth of firms - if so, do the relationships
vary between firms of different size classes, industries and over
different time periods? Concerning different types of market structures
in which firms operate, we also asked if firms in concentrated industries
behave differently from those in less concentrated markets - in other
words, are monopolistic and oligopolistic firms more profitable and

do they grow faster (or slower) than atomistic firms?

The larger part of the study in the preceding chapters was
empirical, using Australian company data, and we feel that several
important discoveries were made. In this final chapter we offer
tentative theoretical suggestions concerning the growth of firms based
on our observations and discoveriese. In order to arrive at economic
implications of general interest, the empirical results are referred
to without attaching detailed qualifications. Such qualifications,

however, may be found in the appropriate parts of the preceding chapters.

SECTION I: Traditional Approach

Traditional theory suggests that there is an 'optimum?® size
which provides firms with minimum unit cost and with maxinum profits.
It follows, therefore, that an optimum size is the one to which all
profit-maximizing firms should tend, and growth of a firm may be

(1)

explained merely by the movement towards such an 'optimum' size.

(1) Concerning the best size of the producing unit, the optimum scale,
see Robinson, The Structure of Competitive Industry opecite
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Today, however, we observe that firms become larger and larger and
that the largest firms in the economy are continuously growinge. Are
these continuously growing large firms still on the way towards their

Toptimum' size and hence still experiencing economies of scale?

The problems of economies of scale have been extensively
discussed by many writers who analyse the nature of the 'optimum' size
of firms in terms of the economies of size arising from the optimum
(or 'best') Tproductiont', 'financial', 'marketing' and 'managerial!

(1)

unitse. With regard to the first three factors several empirical
studies indicate that there is generally a decline of the production,
financial 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

(2)

with increase in scale,

The advantages of multi-plant firms arise from economies of
'managenent®. These result from the sub-division and specialization
of managerial functions and the mechanization of certain administrative
processes which enable firms teo use intensively their existing managerial
and entrepreneurial resources and to ‘spread' overhead costs. It is,
however, often suggested that there are limits to such gains.(j) Average
costs of production and distribution may continuously fall with increases
in output due to the economies of scale in the 'production', 'financial'
and 'marketing' fields, but average management cost eventually may

begin to rise when a firm reaches a certain size. This is because as

(1) There are many works on the subject of economies of large scale
operatior. They include, Robinson, ibid, Marshall, Principles of
Bconomics, OpeCit., P.S. Florence, lhe Logic of Industrial
Organgggﬁiga'(London: Kegan Paul, 1933) and The Logic of British
and American Industry. ope.cite., F. liachlup, Economics of Seller's
Competitiogﬁfhaltimore: Johns Hopkins Press, 1952). More recent
works include C. Smith, 'Survey of the Empirical Evidence on
Economies of Scale' in Business Concentration and Price Policy,
opscit., and G.J. Stigler, 'The Economies of Scale', Journal of
Lavw and Economicss Volst, (Octe 1958), ppe5h-71.

(2) see for example, Smith, 'Survey of the Empirical Evidence on Econcmies
of Scale', Bein,Barriers to New Competition, op.cit., Chepter 3, and
WeSe Comanor and T.A. ¥Wilson, 'Advertizing and Advantages of Size!,
American Beonomic Review, Pepers and Proceedings, Vol.59 (May 1969),
PP °87-89 e

(3) See our references in footnote (1) aboves
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size of the firm expands, additional managerial personnel are required
to fulfil more and more specialized functions and the problem of co-
ordinating their work will arise. Diseconomies of scale in managerial
services will thus check firms' continuous growth. The argument is old,
but it still prompts much discussion. It is the burden of this chapter
to examine the question of managemeﬁt—imposed linitations on the growth

of firmse

Recently Monsen and Downs tentatively put forward a new

(1)

hypothesis concerning decision-making in the firm. They stressed
the importance of 'control loss' in the co-ordination of management in
large firms. According to them diseconomies of large management which
bring relatively low profit returns on capital are attributable to two
factors in large corporations; i) large firms are likely to develop
bureaucratic managerial structures to cope with their administrative
problems, and such structures cannot be perfectly controlled by the nmen
in charge of them - i.e., a technical inefficiency develops, and ii)
such structures also provide top management with inevitably biased
information which reflects various desires and ideas of personnel at
varying levels of the managerial echelon. These tendencies cause

systematic deviations from whatever goals the organization is ostensibly

pursuing - i.e., technical and motivational inefficiencies develope.

This argunent by Monsen and Downs and the arguments of other

advocates of managerial diseconomies in large firms appear to be based

(1) ReJ. Monsen and A. Downs, 'A Theory of Large Managerial Firms',
Journal of Political Economy, Vol.73 (June 41965) pp.221-36.
Apparent empirical backing for the argument may be found in
ReJo Monsen, Je.Se Chiu, and D«E. Cooley, 'The Effect of Separation
of Owmership and Control on the Performance of the Large Fim'?,
Querterly Journal of Bconomics, Vol.82 (August 1968) pp.k35-51.

But D.R. Kamenschen brings forward countervailing evidence.

See, D.R. Kamenschen, 'The Influence of Ownership and Control on
Profit Rates', American Economic Review, Vol.58, Part 4 (June 1968)
PP oL32-L 7,
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(1)

mainly on three assumptions:

1) The adninistrative work of management has a pyramidal
form with one single apex and the principle of division
of labour cannot be applied at this level.

2) At the apex, top management or other forms of supreme
authority within firms nust have comprehensive knowledge
in order to pursue the goals of the firm, and

3) The supply of top management to a firm is not perfectly

elastice

Counter evidence to the first assunption is found in many
firms other than very small organigzations, for multi-centred systems
of decision making are widely employed in various corporations. Although
top management or other supreme decision making authorities may have
ultimate responsibility over the general policy pursued by the firm,
it is not always necessary to set all the problems before the top
co=ordinators in order to obtain the decision from them. Delegation
to subordinate management is possible and the larger the size of
nanagemnent the more extensively various devices of delegation will be
exploited. Delegation involves division of labour between the various
functions of management. Because of the division of the firm's
activities into distinct spheres - production, sales, purchasing,
research, finance and public relations - or, in the case of multi-plant
or multi~firm (subsidiary companies) corporations, the separation of
each product division, firms possess more than one single top
managerial authoritye. Zach has its own distinct viewpoint due to
its differing function within the firm. Ultimate company policy is

determined by the agreement of these co-divisions, i.e., the firm's

(1) The basic assumptions of the proposition that management is the
limiting factor of the size of firms are intensively discussed by
several economists. See, for example, Ne. Kaldor 'The Equilibrium
of the Firm', Economic Journal, Vol.4l (March 41934) reprinted in
Essays on Volue and Distribution, (London: Gerald Duckworth, 4960),
E«He Chamberlin, 'Proportionality, Divisibility and Economies of
Scale', Quarterly Journcl of Economics, Vol.62 (Febe 1948)
PPe229-62, and N.S. Ross 'Management and the size of the Firm!',
Review of Economic Studies, Vole19 (1952) 1ppe1L8-5l.
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decision is a product mix of the co-divisions.(1)

Thus, considering the second assumption noted above, the
availability of the device of delegation also indicates that top
management or the supreme authority within the firm does not
necessarily have to acquire all information or be fully acquainted
personally with every problem in order to make decisions. Top management
may therefore specialize only in performing the supreme co-ordinating
function which is to give certain broad principles or guidelines to the
whole range of the firm's activities. In order to perform such
services they may rely on advice given by their subordinates with
detailed knowledge of particular problems. Similar division of management
specialization can be employed in decision making within the various

managerial echelons below the level of top managemente

Managerial services within a firm may be divided into two
distinct functions. One is that required for ordinary operations, iees,
'supervisory! services which are needed to ensure that any member of
the firm does the job expected of him in order to carry out the overall
purpose of the corporations The other function is that of planning the
policy of the firm, i.e., the 'decision making' function. Granted the
fact that there is a separation of ownership and control in larger firms,
certain conflicts of interest between shareholders and management may
exist and the firms will not necessarily perform in the best interest
of the owmers (profit maximization). However this is not a problem
of inefficiency. Monsen and Downs! ‘motivational inefficiency!
caused by conflicting interests between personnel in different positions
is attributable 4o 'bad! management and not to the large size of the

firm. In Monsen and Downs' terms, if their 'middle' managers concentrate

(1) For example, in a wool textile firm, the use of wool or synthetic
fibres at a given time may depend largely on price of the two
alternative fibres and the consumers! choice of the final producte
But if the firm is facing an acute need to expand its market share
in synthetic fibre textile fields the preference based on the
comparative price of the two fibres and the consumers? choice
may be overridden by the sales drive policye
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on doing whatever most pleases and impresses their superiors - the
top management - in order to obtain higher paying positions,(1)
the consequent inefficiency should be blamed on the poor !supervisory'
capacity of top management. If, on the other hand, the self interest
of 'lower' management personnel leads them tc supply underestimated
cost data to middle management and the latter make their decisions
accordingly(z> the resultant inefficiency is the responsibility of
bad ‘'decision making' on the part of middle managemente. Neither

case is related to the large size of firms. 'Motivational inefficiency!

itself does not impose any limit to the growth of firmse.

Thus, concerning the third assumption above we suggest that
with progressive subdivision and decentralization, the managerial
function will cease to be a fixed factor and firms may continuously
grow large without suffering from any increasing cost of managerial

servicese

Our argument presented above has so far provided no sub-
stantiation of the hypothesis that diseconomies of scale arise as a firm
reaches a certain size. Moving from single-product firms to nulti=
product firms, we find additicnal advantages of large size. Average
cost of manufacturing new products (products to be added to a firm's
production ranges) may be compared between small and large firms.

There are several reasons to expect the presence of economies of

(3)

size with respect to expansion into new markets. Compared with
small firms, large firms generally are able to support an extensive
research organization to develop new products and are better equipped

to market the new products through extensive advertizing programmes.

(1) Monsen and Downs, OpeCite, DPe23ke
(2) TIbid, p.235.

(3) The advantages of large size in introducing new products are
discussed by Penrose under the heading of 'economies in expansion's
Penrose, The Theory of the Growth of the Firm, pp.95-9. See also
Bain, Barriers to New Competition, ope.cite, Chapters 3 and L.
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In addition the imperfect nature of the capital market already noted
makes it harder for smaller firms to raise the finance to undertake
the production of new goods. As for the risk attached to the intro-
duction of new products the effect of failure and loss are normally
greater for small firms which may even face bankruptcy as the result

of losing a sum which a large firm could recoup from its other lines,.

At the beginning of this section, we noted that in traditional
theory the growth of a firm was explained by the movement towards
optimum scale. Beyond the optimum point a firm must experience rising
cost which prevents any firm from growinge The idea of an 'Equilibrium
position' and optimum scale disappears as soon as we discard i) the
notion of 'fixed factors' which cause increasing long-run costs of
production, or ii) the restriction of a firm to one product with its
implication that the downward sloping market demand curve will eventually
cause decreasing revenue. Our examination in this section indicates
no sign of a long-run U-shaped cost curve, and since firms expand
into various markets pursuing profit we have no reason tc expect that
large firms obtain smaller rates of return. Alternatives to the

traditional explanation of the growth of firms must be soughte

Another weakness of the traditional theory of the firm lies
in its method of approachs Assuming that all other economic variables
are held constant it examines the comparative advantage of being one
particular size, and consequently growth is treated as a mere adjustment
from one size to another in search of profit and cost advantagese
There is no explanation of the growth process itself - the speed and

the magnitude of growth of a firm,

In Chapters IITI and IV we observed that rates of profit and
growth differ considerably between firms and only a part of the
differences appears to be explained by economic factors such as the
particular industries in which they are engaged, the size of firms
and their degree of market control. We suggested the importance of
differences im motivation and the quality of management in explaining

the observed profit and growth divergences. The wide differences in



annual average profitability and growth of individual firms were
shown in Diagrams 5.1 - 5412 on p.130 above. Tive factors

were examined as possible explanations for the observed wide
differences in profitability and growth performances of the firms.
First, differences in size (initial size) of firms may result in
different business performances because of possible economies of
large scale operation. Second, there may be wide differences between
monopclistic and oligopolistic and atomistic firms in their capacity
to exploit given profit and growth opportunities because of the
differences in their market controlling powers. Third, differences
in market and other economic conditions which vary from industry to
industry and over time may present different profitability and growth
prospects to firms in different industries. Fourth, the observed
differences in business performances may largely be caused by chance
factors. Some firms may be able to grow fast with satisfactory profit
because they have been lucky while others which failed either to grow
or make profit were merely unfortunate. Fifth, the differences in
business performances of the firms may largely be atiributable to

differences in the internal conditions of firms, ie.c. managemente

Let us recapitulate our findings concerning these five
possible explanatory factors with the aid of the diagramse In Diagranms
52 to 5.4 the anmual average profit and growth performances of firms
were plotted in three different size groups, small, medium-sized and
large in that order. The diagrams showed some differences in profitability
and growth of the firms between the three groups. That is, small firms
generally appeared to obtain somevhat lower rates of growth as compared
with firms in the two larger size groups, and their profitability is
higher than that of medium-sized firms but slightly lower than that
of large firms. This difference in general tendency was, however,
relatively small -and the largerpart of the observed wide differences
in profitability and particularly growth experiences of individual firms

was still left unexplained.
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In Australia, size and market controlling power are
generally closely related, at least in the period studied, ie.c.,
large firms are mostly monopolists or oligopolists in their main

(1)

narketse In general firms in concentrated industries appeared to

obtain marginally higher profits(z) and to grow faster than those

(3)

in unconcentrated industries. Part of the reasons for the generally
faster growth of monopolists and oligopolists may be attributable to
their advantages of large size rather than their market controlling
powere. But in any case, the extent of market control estimated simply

by market shares of firms was found to explain only a small part of the

observed profitability and growth of individual firmse

Concerning differences between the industries in which firms
are engaged, Diagrams 5.5 to 5412 indicate the differences in profitability
and growth of firms in eight major industrial groupse. Again we found
small differences in the experience of individual firms in these industrial
groupse The differences between industries appeared to have relatively
little bearing on differences in profitability and growth of individual
firmse Among the eight major industrial groups, the difference in
average profitability is only three per cent between the 9.6 per cent
per annun of Newspaper, etc. and the 6.6 per cent per annum of Textile,
etc. industries, and firms such as Genetex Ltd. and Hilton Co. in the
latter industry(h) carned much higher profit rates (162 and 112 per cent)
than did Mirror Newspaper (Le8 per cent) in the former.(5) For growth

rates, the difference is larger, ranging from the 15.1 per cent in Cenent,

(1) See Section ITT in Chapter II.

(2) see Table 3.8 on peb5 above.

(3) See Table kel on p.97 above.

(4) These are not the two most profitable Textile companies but are
given as examples of profitable firms which also experienced high

average annual growth rates of 15.4 and 151 per cent respectivelye

(5) Mirror's average growth rate was 6.2 per cent per annune
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etc. to 6,3 per cent in Textile, etc. yet we still find Valley
Worsted Mills(1) and Genetex Ltd. in Textiles growing faster (41647
and 15a4 per cent) than Swan Portland Cement (9.6 per cent) in the

(2)

Cement industry.

In contrast to inter-industry comparisons intra-industry
dif'ferences are extremely wide. For example in the Textile industry
which showed the lowest rates in both profitability and growth, the
difference in profit rates between the highest and lowest firms
exceeds 20 per cent (41504 to =L4.8 per cent) while the difference in
growth rates is almost 19 per cent (16.7 to =2.,0 per cent).(B) It is
important to note that if the industries are more narrowly classified
into our *54! industrial groups, and firms of the same size groups are
conpared we still find wide differences in profitability and growth.
In other words, anong firms which are of roughly the same size and
are engaged in almost the same line(s) of business such as manu-
facturing soft drinks or chocolate, we find that some grew fast with
satisfactory profit over the 418 years studied while, on the other hand,
others not only failed %o grow but also suffered a trade losse In
Chapter V we demonstrated this by comparing firms producing wool
textiles and paperboard. Let us study these same examples again in
Table 6.1 in order to exemine the possible causes of differences in

the business behavior of firmse.

All four wool textile firms in the table are engaged in manu~
facturing various types of woollen and worsted woven cloth and knitted
clothe Their production processes are also almost the same and
include spinning yarn for their own requirements as well as for outside
salese Their sizes are comparable and place them in the nedium size

group in their unconcentrated industrye.

(1) Valley Vorsted Mills' average profit rate was 7.6 per cent
per annum.

(2) Swan Portland Cement'!s average profit rate was 8.8 per cent
Per annune

(3) See Diagrams 5.5 to 5.12 on p«130.
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Table 6 01‘

Profitability and Growth of Selected Wool Textile and
Paper-naking Firms, 1950-67

Anmual Annual Size of Production

Name of Average  Average  Firms in Processes
Company Profit Growth 1950 Undertaken
Rate Rate (£'000)

(%) (%)

Wool Textile

Ballarat Woocllen and Spinning and
Worsted Coe. 2.0 5.9 248 weaving
Onkaparinga Woollen Coe Be9 11 ¢4 348 Spinning and
weaving
WelAe Woollen and Spinning and
Worsted Mills Oe1 ~2,0 430 weaving
Valley Worsted Mills 76 1647 733 Top-making,
spinning and
weaving
Paper-making
Owns timber
Tasmanian Board Mills LeO 75 634 resources
Cellulose Australia Ltd. 863 14,0 L7k Owns no timber
resources

Sources: Department of Trade and the Bureau of Agricultural Economics,
The Australian Wool Textile Industry (Industrial study series
1961), Department of National Development, The Structure and
Capacity of Austrelian Manufacturing Industries, (1952)
Chapters 4 and 45.

Both of the paper-making firms manufacture paperboard of
the same type with almost identical production techniques. They
are medium sized firms in an oligopolistic market. However, Tasmanian
Board Mills owns timber resources from which it obtains pulpwood for
its requirements. Also its association with large firms in the
shipping and airline industries is very close through interlocking
directorships which may provide it with easier finance of capital
requirements. The other firm, Cellulose Australia Ltd., has no timber
resources of its own and depends for its supply of pulpwood on State-
owned and private plantationse It has no association with other firms

to any major extente.
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Despite our narrow definition of the product and industry
boundaries of these firms it might still be argued that the firms in
our two examples are still not operating in exactly the sane markets
and business environment. In the wool textiles case it could be asked
whether the higher profitability and faster growth of the Onkaparinga
Woollen Co., for example, is due to the fact that it nainly produces
relatively high quality blankets vhereas the liestern Australian Worsted
and Woollen Mills mainly produces standardized wool cloth. Aternatively,
is the poor performance of Western Australian Worsted and Woollen Mills
attributable to its greater reliance on the West Australian market in
contrast to the South Australian and Victorian companies? However,
neither explanation is acceptable in view of the fact that a) within
the relatively long period of 48 years with which we are concerned the
nenufacture of blankets and wool cloth of various quality ranges is
a technically possible elternative for any of these four firms, and b)
the Western Australian Worsted and Woollen Mills has a subsidiary company
in Victoria and could therefore have shifted its main market from West

Lustralie to Victoria any time during the period had it so desired.

In the paperboard industry it could possibly be argued that
ownership of a pulpwood forest nay have mede Tasmanian Board Mills less
flexible in its raw material purchases with resultant lower profitability
and slower growth compared with Cellulose Australia Ltde Or perhaps the
directors who were also on the boards of other firms forced the company
to adopt more conservative policies? But again given the length of the
period we are studying, such considerations as the first are misplaced
for Tasmanian Board Mills had ample time in which to sell its freehold
if it hindered its performance. On the other hand if interlocking
directorships were disadvantageous then this factor must come within

the category of ‘'bad' management.

We are now left with the essential question; what determines
market conditions and the business enviromment; are they externally
determined in such & way that individual firms are unable to influence

then? The preceding examples of wool textile and paperboard making
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firms indicate some important aspects of the matter. Among those
factors which are generally regarded as being part of the econonic
environment in which firms operate a number are in fact not entirely
external and are susceptible to individual firms' influence. As we
study in detail the business performances of successful (higher profit
and/or faster growth) firns in comparison with unsuccessful firms!
operations within the same industry boundaries and of similar size we
find many differences, some large, some small, in their methods of finance,
production processes, marketing devices and the quality and prices of
their products. The majority of these differences appear to be alterna-
tives open to each firm over a time period as long as 18 yearse
Differences in production, financial and marketing methods employed

by individual firms are in fact mostly the very results of the firms
own choicese They are determined by the management of firms and thus
reflect the differences in nanagerial policiess Therefore, there seems
to be little sense in arguing that the poor performance of a particular
firm during a relatively lengthy period is largely due to the sluggish
condition of the market in which it engages, or to shortage of a
particular raw material or techniques which it requires, etce. Market
conditions and other envirommental factors certainly influence the
success of a firm and some of these factors are outside the managements'
control, but they explain only a part of the observed inter-firm

differences in profitability and growth experience.

In Chapter ITI we noted a consistency in profitability of
individual firms over a long period; that is, firms which nade
relatively high profit in one period (six—years) are likely to maintain
high profit in the next and, on the other hand, poor performance of firms
in one period tends to persist in the next period as well. This
consistent performance indicates that chance elements such as good or
bad luck appear to explain only a minor part of the observed differences
in profitability of the firms. Rather it indicates thet such persistent

higher (or lower) rates of return are a result of systematic causese
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We suggested that a large part of the systematic causes exist within

a firm, i.e., differences in nanagenente.

It is important to note that this persistent performance
is found only in the profitability of firms, and is not paralleled in
the growth of firms to any significant extent. Some firms grow rapidly
in one period but their expansion rate normally declines in the
following period, and conversely slow growth in one period is followed
by fast growth in the nexte It is possible to argue that a firm may
succeed in obtaining higher profit over a longish period by accepting
slower growth because it is a profit maximizer. On the other hand another
firn may grow fast by depressing its earning rate for a certain period
because it is a growth oriented firme In other words the differences
in profitability and growth experience between firms are mainly the
results of differences in maxinization goals. However, the observed
absence of consistent growth performance of firms over a long period
indicates that differences in profitability and growth between indi=-

vidual firms cannot be entirely explained in this manner.

Our argument in this section indicates strongly that the
observed wide inter—firm differences in profitability and growth are
largely caused by factors internmal to firms. Fims choose their products,
nerkets, methods of distribution and finance, and their choice is
revised from time to time. These internal decisions, which reflect
differences in managerial attitudes and skills, appear to explain a

large part of the differences in business performance of firmse

SECTION TT: Managerial Contribution to the Growth of Tirms

The importance of 'entrepreneurs' or 'management' in the
explanation of the behavior of firms has long been recognized, and
their responsibility for the vitality and efficiency of the free
enterprise economy has also often been stressed. TFor example,

Robinson ends his book, The Structure of Competitive Industry, the

prime object of which lies in examining the effects of scale, with
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the following statement:

' ees I regard it as a sad consequence of the habit of
drawing exaggeratedly steep two-dimensional cost curves,
relating costs exclusively to quantities, that many
economists tend to overrate the importance of scale and

to underrate the importance of any other factors besides
scele in determining costses e¢es I do not myself believe
that the immense differences between American production
per head and British production per head in manufacturing
industry are primarily the consequence of scalee eoe I
would explain the differences in terms rather of the tempo
of work, of capital per head, of enterprise in the provision
of capital, and of better organization'. (1) (My italics)e

Yet despite the frequency of such references to the important
role of entrepreneurial and managerial functicns in the theory of
firms, 1little convincing analysis or explanation has been offered
about the supply of management personnel, their behavior as revealed
in decision making, their attitudes towards risks, the basic sources
of their ideas, and the measurement of their skill and ways of
improving it. Rather, the contribution of entrepreneurial and
managerial services to the business performances of firms has often
been used merely, and quite ambiguously, as a 'catch-all' or 'residual!
which serves to £ill the unexplainable gap left by other economic

(2)

factorse.

In the following we tentatively review the ways in which
entrepreneurial and managerial services may significantly affect the
growth of firms. In other words, we ask: What is the contribution
of entrepreneurs and nanagement to the profitability and growth
perfornmance of firms?; What is 'good! management as against 'bad!
nanagenent?; Is 'good! management 'safe' managenent?, 'ambitious'

managenent?, or what?

It is by no means easy to define what is 'good' and what
is 'bad® menagement. Although, as we will see, the 'quality!

differences of management are of strategic importance for the successful

(1) Robinson, opecits, ps155¢

(2) Recently, however, several econonists such as Baumcl, Penrose,
Marris and Leibenstein have devoted themselves to examining
the managerial functions in investment decisions and other economic
activity of firms and attempted to integrate these functions into
econonic analysis. For references see Chapter I Section I aboves
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utilization of production opportunities of the firm, the yardstick of
successful management cannot simply be measured by high recorded earning
rates or expansion rates. While arguing that 'good' management still
succeeds in achieving its goals in any industry in the period we have
studied, firms encounter, as we will see later, various internal and
external changes as they grow and new problems emerge which call for
adjustments in their production, finance, distribution and other business
nethods. The extent and the difficulties of the adjustments vary between
different stages of firms' growth as well as market circumstances. Thus
earning power and/or growth rate of firms may temporarily be depressed
in the process of the adjustments as well as because of the 'mismanagement'
connected with over- or under-estimation of production costs or demand
prospects, maladjustment to changes in consumers' taste, delays in

adopting new technology and so one

Another difficulty in deciding between 'good' and 'bad'® manage-
ment should be noted. Thus we come across firms, particularly small ones,
which do not always attempt to make more profit if the resultant growth
seens likely to bring drastic changes in managerial powers and reduce its
control over the firm. These firms may be conducted by careful manage-
ment free from mistakes in estimating demand, cost, etc., but lacking any

strong desire for expansion. They are thus unlikely to grow largee.

Many economists distinguish managerial functions from those of
'entrepreneurs' on the basis that the 'manager' is the individual who over—
sees the ongoing efficiency of continuing processes. Thus his task is to
see that available ﬁrooesses and techniques are combined efficiently at

current output levels and for future output levels that are already in

(1) We see examples in some small family firms where the business of'ten
provides a way of life for the family. If a family does not want to
change its way of life, the business may grow only up to a certain
point because further growth requires the admission of outsiderse.
Because of their limited size these firms are relatively unimportant
in most industriese.

1) €

Absence of desire for growth is no indication of incompetence of management.
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prospect. On the other hand, the 'entrepreneur's' function is to locate

(1)

new ideas and put them into effect in the Schumpeterian fashion. In our
study we consider both functions. By 'management' we lump these functions

together because we are concerned with the contribution of the individuals

who both conduct and provide for the expansion of the firms.

53
On page éﬁS—above we divided 'managerial' activities into two

broad categories of 'supervisory' functions and 'decision-making' functions.
'Supervisory' functions concern only routine services of coordinating and
operating established production processes and techniques. In other words
the production function is given. 'Decision-making' functions, on the
other hand, concern planning the policy of firms and creating, searching
for, and establishing production processes and making optimum input
decisions which best serve the goals which the firm pursues. Production
possibility loci are not predetermined. Concerning 'decision-making'
functions in Section I above, we have already seen examples of differences
in menagerial choices of production, financial and marketing methods in the

wool textile and paper-making industries.

H. Leibenstein conducted an extensive theoretical as well as

empirical survey of the supervisory function of management and suggested a

(2)

concept of 'X-efficiency’. He argued that:

'. . . firms do not produce on the outer bounds of their production
possibility surface but well within it. Thus firms frequently
produce less than maximum output with given inputs, and at various
times they increase output without increasing inputs’'. 3

(1) See for example, Baumol,'Entrepreneurship in Economic Theory', op.cit.

(2) 4. Leibenstein, 'Allocative Efficienty ve. "X-efficiency"', op.cit.,
and 'Organizational or Frictional Equilibria, X-efficiency, and the
rate of Innovation' Quarterly Journal of Economics, Vol. 83 (Nov.
1969) pp.600-23.

(3) Although Leibenstein does not only confine his argument of 'X-
efficiency' to supervisory functions but includes some of 'decision
making' services as well, the major element of his argument is relevant
to our present concern. 'Organizational or Frictional Equilibria,
X-efficiency, and the rate of Innovation', ibid., p.600.
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In short his argument indicates that no one expends the maximum effort in
the execution of his job. Individuals and organigzations neither work so
hard and effectively as they could, nor are their efforts maintained at a
constant level. Thus they create 'inert areas' in various stages of the

production processes of firms.

Several empirical works have been conducted to test the hypotheses

L ()

of 'X-efficiency' and similar lines of thought. For example, in a
survey on profitability and sales behavior of 22 restaurants in America,
J.P. Shelton found that owner controlled firms generally obtain higher

(2)

profit rates than management controlled firms. Since the differences
in growth rates between these two types of firms are not studied, parts of
the differences in profitability may simply result from the differences
between profit-maximizing (owner controlled) firms and growth (and other
goals) maximizing (management controlled) firms. But aided by a careful
selection of samples which held almost every element constant except a
change in wanagement Shelton reached the conclusion that owner controlled
firms are more profitable because their supervision and operation are more
thorough, i.e., they utilize every input to a nearly maximum possible
extent and reduce waste because their supervisory (owner—manager) 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.

We do not, however, have enough information to examine how far

the differences in profitability and growth performances of our firms is

(1) Apart from Leibenstein's own empirical study, see J.P. Shelton
'Allocative Efficiency vs. "X-efficiency": Comment', American
Economic Review, Vol. 57 (Dec. 1967) pp.1252-8, and Monsen, Chiu and
Cooley, op.cit.

(2) Shelton, on.cit.
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caused by differences in the supervisory quality of the managemenfL(l) No
doubt there are differences in quality of supervisory services between
different menagement to varying degrees. There are geps between maximal
opportunity possibilities and the opportunities which are actually pursued
and exploited by menagement through increase in profit and expansion of
firms. The extent of these gaps are determined by the aims, incentives
and ambitions of menagement which, in part, reflect the competitive
pressures which the managerial personnel perceive within and between

industries. Here the study of market structures is essential. 1In

Chapter ITII we observed that there was a leading firm in each industry

(l) Among our 146 continuous firms, information concerning the types of
control is readily available for 71 firms including 17 of our '19
fastest-growing firms' (see Chapter IV). The table below indicates
differences in these firms' profit and growth performance.

B i .

i 17 54 'Middle and Slowest-
! 'fastest-growing’ growing' firms

! firms |

Annual Aprual
! Average Average
 No. of Profit Growth

Type of control

i firms Rate Rate
_ . (%) (%)
Overseas company control !
, {1
i) Majority control< ) 8.0 8.3
ii) Minori ty COntrol(Z) 4 6.8 11.6
Australian company | ‘ == |
contrcel(B) 1 4 9.0 12.6
Majority control 43 il : 6.9 13.0
Minority control(s’ 2 .16 7.9 12.1
1 |
Management oontrol(6) H 4 i 16 7.9 11.5
Total 17 54 7.8 11.5

Notes: (1) Overseas firm owns over 50 per cent of the voting shares.

(2) idmited number of overseas firms own between 15 and 50 per cent
cf the voting shares.

(3) Limited number of Australian firms own over 50 per cent of the
voting shares.

(4) Limited number of individuals own over 50 per cent of the
voting shares.

(5) Limited number of individuals own between 15 and 50 per cent
of the voting shares.

(6) No single shareholder owng more than five per cent of the
voting shares.

Source: Miskelly, and Wheelwright, Anatomy of Australian Manufacturing
Industry. op.cit.
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(1)

which continuously made the highest profit over certain periods. We
also noted that the duration of the high-profit period of a successful firm
appeared to shorten as concentrastion ratios decline. TFor example,
successful firms in 'high-oligopolistic' industries often maintain their
leadership over the whole 18 years studied. Leaders in 'unconcentrated'
industries, on the other hand, secldom maintained the highest profit rate in
their industries for longer than five years and several firms took turns

to enjoy the leadership over the 138 years' period. The difference between
'good' and 'bad' management is revealed in sustained high and low profit-
ability in both concentrated and less concentrated industries. But the
important fact is that, because of usually relatively greater inter-
company competition, firms in less concentrated industries are able to
maintain their advantages derived from good management for only a short
period. This is because less successful firms, if they wish to survive,
must speedily reorganize in order to cope with the situation. On the
other hand with milder inter-company competition and high entry barriers
protecting them from new competition badly managed firms in oligopolistic
industries often survive for longer periods. This was indicated in our
study of deficit firms in Chapter IV. We observed there thaf most of the
deficit firms had continucusly made trade losses over a number of years and,
at the same time, failed to grow fast.(Z) Because of such poor business
records the majority of deficit firms found themselves unable to continue
operating as independent concerns and eventually accepted take—over offers.
In oligopolistic industries, however, firms experiencing trade losses and
slow growth found it easier to continue independent operations. 1In all
there ére 25 deficit firms with relatively low rates of growth (anmial
average growth rate less than 5 per cent) in high- and mcderate-oligopolistic
industries (concentration groups 2 and 3), yet only 8 of them ceased to

operate as independent concerns. This contrasts with the cessation of

operations of 36 out of 67 deficit and slow-growing firms in less

(1) See Chapter III, Section IV above.

(2) See p.107 above.
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concentrated industries. It is important to note that the discontinued
oligopolistic firms are concentrated in the manufacture of cotton textiles.

(1)

Where foreign competition was relatively high and in tobacco and cigars,
confectionary, automobiles and ice cream where, despite high concentration
ratios, inter—firm competition was relatively strong because of the

(2)

considerable changes in their market structures. 'Bad' management thus
appears to survive more easily in industries where inter-company competition

is relatively mild.

At any one time a firm has a given amount of personnel serving
managerial functions. Some of them are required for ordinary operaticns,
which were described as 'supervisory' functions above, and the rest are
needed to plan and execute the firm's expansion programmes. The latter
was referred to as the 'decision-making' function. Now, let us take extreme
economic circumstances where a firm is completely free from any disturbing
factors and no changes occur internally or externally. Its growth
involves merely producing more at the same unit costs with the same
techniques and selling them at the same price in the same market. In this
case the decision making tasks of management will be negligible and
consist simply of conducting the firm along its monotonous growth path.(3)
This is obviously & purely hypothetical case, but its temporary introduction
assists us in clarifying both the decision making functions of management

itself and the criteria by which we can measure the efficiency or quality

of this function.

The decision making services of management are only really called

(1) See for example, Tariff Board Reports 'Cotton Piece Goods, Sheeting,
etc.' in Commonwealth Parlismentary Papers, Vol. VI, 1958, pp.1279-301
and Vol.IIT, 1961, pp.539-66.

(2) See Table 2.4 on p.28.

(3) A similar idea is seen in Kaldor's 'full long-period equilibrium' which
he connects with Marshall's stationary state. Kaléor, op.cit., see
pp.45-6.
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(1)

for when adjustments are required in the firm's policy and strategy.
Difficulties arise when the adjustments make it necessary for management

to acquire new skills or knowledge in order to pursue adequate decision
meking. In Section I above we demonstrated that firms are capable of
expanding managerial services without increasing unit costs.  However,
managerial services in providing for smooth adjustments in respomnse to
verious changes imposed on the firm cannot be procured simply by more
progressive subdivisions and decentralization of management. For in this
case we are faced with the problem of the growth of management at a given
time-period, and not with cost comparisons between management in different
sized firms. Management must equip itself with the required new knowledge
and adjust itself to the new environment. Some managements learn and
adjust quickly, some slowly, and some never. This is where we detect the

(2)

quality differences of the 'decision-meking' services of management.

There are two kinds of changes which demand adjustments in
managerial policy, operation and behavior. One is external changes which
influence to varying degrees all the firms in an industry or an economy.
The other kind of changes are internal to a firm. They are self-generated

changes which arise at the particular stage(s) of growth.

The possible external changes are many. They include changes in
demand for particular products; appearance of new substitute products;
changes in technology; discoveries of new materials; opportunities for

obtaining better market positions; increase in competition caused by entry

(1) In the following we expand and develop an idea first put forward by
Chamberlin who sought the causes of increasing importance of the
decision making services of management in the increased difficulties
arising from the greater complexity of the producing unit as the size
of a firm grows. E.H. Chamberlin, The Theory of lMonopolistic
Competition, (Cambridge, Mass.: Harvard Univ. Press, 19585 seventh
ed. p.247.

(2) The importance for a firm's sustained growth of management flexibility
in adapting to new problems is also stressed by T. Burns, and C. F.
Carter and B.R. Williams. T. Burns, Management in the Electronics
Industry, Social Sciences Research Centre (Univ. of Edinpurgh Press,
1958) and C.F. Carter and B.R. Williams, Science in Industry., Policy
for Prosress (Oxford Univ. Press, 1959), see Chapter 8 in particular.
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of new producers into particular markets on removal of a govermment import
replacement policy; other changes in tariff policy and increased or
decreased difficulties in obtaining material, labour and capital etc.

A1l these changes call for adjustments in firms' policies and strategies in
order to take advantage of, or to protect against, their effects. The
adjustment may teke various forms such as backward or forward integration,

diversification of products, building up of market shares and mergers.

Internal changes arise when a firm wishes to expand its size.
The adjustment problems of small, medium and large size firms are not the
same. For instance when a firm is small it is likely to produce a single
good or a set of closely related goods and to sell them in a local market.
Its business is usually conducted by an owner-manager. When it grows to
medium size the need to diversify its operatiorsmay arise and hence it must
enter the national market. Its need for larger amounts of capital may
force an owner-manager to give up control. Its production scale may be by
then large enough to justify the employment of new capital intensive
techniques. For further expansion into the large size class, it must
decentralize its managerial functions, and a further diversification of its
activities is required including perhaps investment in other firms. In
addition sales drives may be undertaken in particular markets, and the
further introduction of new technology may require expansion into overseas

markets.

Such changes in business activities and internal organization
which arise with increase in size require the acquisition of certain new
skills by management. The management of a small firm, for example, must
acquire knowledge concerning the national market. The management of a
medium size firm must in turn acquire knowledge of overseas markets.
Obstacles to growth arise when a firm's management does not have the
requisite capacity for the planning, execution and efficient operation of
the growth programmes, and is not competent enough to acquire the necessary
knowledge within a relatively short period. The required adjustments are

most pronounced and cause serious difficulties when firms try to grow from
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medium to large size. We called this particular stage in the expansion
process of a firm the 'critical point' in Chapter. IV.(l) At a
‘eritical point' a firm encounters the necessity of simultaneous changes in
its production, financial and marketing processes. The management in its
'decision-making' capacity is required to cope with the transition by
allocating the firm's resources, introducing new techniques and re-
orienting its planning so as to move the firm into the larger size category.
The difficulties which management encounters at the 'critical point' are so

(2)

large that, as we observed in Chapter IV, a number of firms fail to
continue operating as independent concerns and are forced to merge with

other firms. A 'good' menagement is, on the other hand, able to navigate

its firm through the 'critical points', and to sustain its growth.

Apart from this high 'mortality' rate of medium size firms, the
difficulties which management experiences at the critical point(s) are also
revealed in the particularly wide differences in profitability and growth
observed between medium size firms as compared with other firms. First,
we noted that the proportion of deficit firms was relatively high in the
mediunm size groups.(B) Second, growth variability (measured by standard
deviation around the mean growth rate) was also found to be the highest in

(4)

firms of these size groups. This is also demonstrated in Diagrams
5.2=5.4 on 1n.130 ab~ve. The 18-year annual average growth rates of
medium size firms vary from roughly -2.0 per cent to 41 psr cent (Diagram
5.3). As compared with this, the growth rates of the majority of- small and
large size firms ranged between 1 per cent and 20 per cent (Diagram 5.2),
and 5 per cent and 25 per cent (Diagram 5.4) respectively. Third, we

also observed that there was a considerable difference in growth rates

between 'diversified' and 'single—trade' firms within the medium-sized

(1) See pp.108-13.
(2) See Section IV in Chapter IV.
(3) See Pable 3.6 on p.59 above.

(4) See p.93 above.
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groups (see Table 5.4)§l) Diversified medium-sized firms grew at 18.3 per
cent per annum as compared with 11.0 per cent for 'single-trade' firms of
the same size category. The differences are much smaller for firms of
other size groups. We noted also that when firms grow from the 'small'

to the 'medium-size' category some of them began expanding into new markets.
Although diversification into new areas involves risks - at least initially -
and requires new knowledge and techniques, if it is successfully undertaken
firms are likely to sustain faster growth without depressing their earning
powergz) On the other hand firms which confine themselves to one market are
eventually likely to depress either rates of growth or their rates of
profit. In the process of expansion through critical points numbers of
important decisions must be made concerning various aspects of firms'
business activities, and the correctness of choice will consequently be
revealed in the varying rates of profit and growth. The differences in
business results between successful and unsuccessful firms are wide,
reflecting the importance and complexities of 'decisions' taken by firms

passing through a 'critical point'.

We noted above that the 'decision-making' functions of management
are concerned with creating, searching for, and establishing production
processes and making optimum input decision, i.e., selecting production
possibility loci. The nature, extent and area of managerial functions
largely differ with the size of firms. For instance, usually if a firm is
small, management's tasks lie largely in selecting and promoting the most
profitable opportunities under a given set of investment possibilities.

On the other hand if a firm is large, usually management's functions extend
further towards cultivating and creating the possible directions of
profitable expansion. We have seen that diversification into closely
related industries is generally possible only for firms of medium and

large size, while expansion into fields which are not closely related is

i
(1) See p.l%% above.

(2) See pp.143-8
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normally almost prohibitive for any other than large-medium sige firms (with 1967

net capital assets greater than £1,6OO,OOO).(1)

OQur argument may be well demonstrated also in the following
manner. Students of industrial organization discuss various likely
behavior patterns of monopolists and oligopolists. They ask whether
monopolists maximize profit or sales; whether oligopolists are likely to
conduct non-price competition and to employ full-cost principles; what
mekes price-~leadership continuously operate. Their approach is based on
the market controlling power which large sigze (relative to market) is
expected to provide monopolists and oligopolists, and their inter-firm
reactions. None of these problems enter the 'decision-making' sphere of
management of small firms. Atomistic firms in Marshall's world are not

concerned with either market control devices or rival firm reactions.

The important point is that the production possibility loci expand
as the firm grows in size. In other words, large firms have more economic
neans to pursue their goals than have smaller ones. Consequently
managerial motivation, characteristics and ability change with the increase
in size of firms. N. Kaldor defines the firm as 'a productive combination

(2)

possessing a given unit of co-ordinating (managerial) ability' and he

suggests that a firm whose managerial ability changes, while preserving

(3)

its legal identity, should just as well be treated as two separate firms.

We cannot accept Kaldor's view. On the contrary our prime
concern is the very changes in co-ordinating ability within a firm which
arise from its growth processes. We seck the explanation of the growth
behavior of a firm in such changec in the co-ordinating ability and

characteristics of the firm.

(1) see Ioble 5.3 on p.143.
(2) Kaldor, op.cit., p.44.

(3) Ibid.
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The expansion of production possibility loci with the increase
in the size of firms is seen in various ways. To name Jjust a few, we have
noted that large firms are mostly monopolists and oligopolists and often at

(1)

the same time monopsonists and oligopsonists. Their large shares of
the markets in which they buy and sell bring them certain controlling
power over changes in the market conditions. The various market-imposed
constraints on firms decline with increase in size and large firms
consequently are able to invest in lines where risk and demand fluctuations
are too high for small firms. We also noted that large firms are able to
finance a greater part of their investment from accumulated internal
sources.(2) Their investment decisions are not normally restricted to
any considerable extent by availability of capital funds, thus they are
able to take up every available profitable opportunity with relatively

(3)

small risk. Large firms are able to maintain research laboratories
which assist management to keep up with technological developments and to
introduce new products. This minimizes risks and uncertainties arising
frem the sudden appearance of new competing products. Thus we can see
with regard to investment programmes that large firms have all of the
options of small firms, and in addition they can invest in lines requiring
capital of a scale and involving risks of a nature which exclude the
participation of small firms. Further, small firms are restricted not only
in their investment opportunities, but also in their choices of maximizing
goals to a considerable extent. In Chapter V we observed that the
relationship between profitability and growth of firms differs considerably
between individual firms, and between firms of different sizes. Generally
speaking, the relationship between these two variables, profitability and

(4)

growth rates, is found to be closer in small firms than in larger ones.

(l) See p.37 above.
(2) See Section III in Chapter V above.
(3) Ibia.

(4) 1big.
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Concerning the observed phenomena, we suggested that a large part of
business behavior of small firms appears to be better explained by the
profit maximization hypothesis rather than the growth maximization
hypothesis. This is mainly because small firms usually rely on retained
profit to finance their growth and also they are mostly single=product
firms engaged in only one market. Since their expansion very much
depends on demand prospects of one particular market they are not usually
able successfully to pursue growth maximizing goals per se. As firms grow
larger they diversify their activities and they have easier access to
finance. Consequently the constraints imposed by particular merkets on
firms will be greatly reduced and the choice of goals - maximization of
profit, or growth, or something else - is widened. One firm may chcose
to exploit its opportunities by fast growth and a moderate profit rate,
while another firm may exploit its opportunities by moderate growth and a
high profit rate. The choice depends on the views and attitudes of
management, but we found that most of the large firms appear to pursue
growth maximizaticon. The reasons for the preference of growth to profit
by large firms can be found in our argument presented above. Firms grow

(1)

in order to expand the investment opportunities which they can take up.

Several economists such as Monsen and Downs, and O.E. Williamscn
argue that inefficiency in pursuing the firm's goals develops as its size
increases. This is because the 'control loss' and the inefficiency of
the managerial bureaucracy are expected to become more serious as the firm

(2)

gets larger. They appear to suggest, therefore, that large firms do
not achieve their growth potential.  Penrose reaches a similar conclusion

suggesting that the rate of growth of firms will eventually decline with

(1) Menagement's growth motivations are comnected by Galbraith with
'planning' extensively employed in modern corporations, and the various
reasons leading modern firms to grow may be found in Galbraith, The
New Industrial State, op.cit.

(2) Monsen and Downs, op.cit., and O.E. Williamson, 'Hierarchial Control
and Optimum Firm Size', Journal of Political Economy, Vol.75, (April
1967), pp.123-38.
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increasing size mainly because i) the expansion of large firms involves
expansion into several new fields and the consequent complexity increases
the menagerial burden, ii) large size will make it more difficult to work
out a flexible administrative structure, and iii) if a firm wants to grow
through acquisition it will find that there are fewer and fewer large firms
available at a given time and it will have to acquire a progressively

(1)

larger number of small firms to keep up the high rate of growth.

As against this we argue that the extent and magnitude of a firm's
growth difficulties do not have any general systematic association with
size. There is a limit to the rate at which any firm can grow. It is
the limit imposed by the capacity of the management - its ability to adapt
to new situations deviating from the familiar. When a firm grows the
external and internal changes described above (pp.170—2) always require
managenent to alter currently employed production, financial and distribu-
tion methods so as to best serve the firm in its obtained large size. In
order to combat the problems arising from changing business sgituations
part of a firm's available managerial resources will be used to gather
information, digest it, analyse it, and reach conclusions about the
policies and strategies to be undertaken. This creates tasks for the
existing management personnel which, Ziven the pressure cf the time factor
involved, may exceed their capacity in terms both of volume and difficulty.
If so, the firm must either entirely forego any further growth or suffer a
temporary retardation of its expansion until its managerial capacity has
improved. The speed and the growth path of a firm largely depends on the
slcill and competence of its menagement, and above all its individual choice

of alternative means to exploit profit and expansion opportunities.

(1) Penrose, op.cit., sce in particular Chapter IX.
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APPENDIX A : ECONOMIC BACKGROUND OF AUSTRALTA, 4950-1967

In order to depict the role and significance of our 402 firms
it is necessary to obtain a broad view of the structure and the

institutional characteristics of the Australian economye

(1)

Ao Structure of the economy

In 1954 about 3.7 million people were engaged in the production
and distribution of the Australian National Product. In the period
between 1954 and 1966, with population growing at 2.8 per cent per
annun the work force expanded by 4.2 million to 4.9 million. The
manufacturing sector absorbed a quarter of the increase and its
work force rose from 4.0 million to 4.3 million. The annual rate
of increase of the real Gross National Product was about L.5 per cent.
Although the proportion of the work force engaged in manufacturing
industry has not changed since 41954, a large part of the increase in

real Gross National Product was contributed by the manufacturing

sector through its rising productivity.

Within the manufacturing sector the distribution of employment
and production changed considerably. A rapid expansion was seen in
industries such as industrial metals, paper making, chemicals and
food processing, while established industries such as clothing, skins
and leather and saw mills, etc. experienced relative stagnation. A
rough idea of structural changes over the period may be obtained from

Appendix Tables As1 and A.2 bslow.

Be Government economic policy

The economic policy of all post war Federal governments has
been focused generally on the four main objectives - i) Full employment,
ii) Stability of prices, iii) Equilibrium in the balance of payments,

(2)

and iv) Development and industrialization of the economy.

(1) Por further details see the articles included in H.W. Arndt
and W.M. Corden (eds.) The Australian Economy, & volume of readings
(Melbourne: F.W. Cheshire, 1963), and P.H. Karmel and M. Brunt,
The Structure of the Lustralian Economy (Melbourne: FeW. Cheshire,
1963) revised edition, ppe125-141ie.

(2) oOfficial Year Book of the Commonwealth of Australia, 1950-4969.




Appendix Table Ae1

Census Figures of Tork-force by Industries

30 June 1947 30 June 41954 30 June 4964 30 June 4966
Nos Percentage Nos Percentage Nos Percentage Nos Percentage
Employed of Total Employed of Total | Bmployed of Total Employed  of Total
Work-force Work-force Work-force Work=force
(oco) (%) (000) (%) (000) (%) (000) (%)
Manufacturing 98 28.7 1,027 27.7 1,140 27,0 19312 270
Primary production 506 15.8 498 1343 459 10.9 457 ekt
Mining and quarrying 58 148 64 146 5l 143 56 12
Utilities and construction 266 843 399 10.8 L67 11 o1 535 1400
Transport and communication 323 1044 336 Sel 363 8.6 382 7.9
Finance and commerce 547 1662 672 18.2 828 19.6 966 19,9
Public auvthority and
cormunity and business services 367 11 o5 454 1242 580 13.7 757 1506
Others 214 745 263 7o 33L 79 394 8ot
Total in work-force 3,196 (100.0) 3,702 (100,0) 14,225 (100.0) 1,856 (100.0)
Not in work-force L, 383 5,285 6,283 6,69
Grand Total 75579 8,987 10,508 145551

Source:

Official Year Book of the Commonwealth of Australia, 4950, 1967 and 19%9.

*6LL



éppendix Table A2

Employment in Manufacturing Industny(1) and Index of Factory Production

Numbers Employed

Percentage increase hetween

1949-50 and 41966-67

4949-50  1955-56 1961-62  1966-67 Employment  Factory production
(constant prices)
(000) (000) (000) (000) (%) (%)
Treatnent of non-metal, mine, etc. products| 416.6 20,9 2342 26 41 el 254 oy
BI‘iCkS, etCa 19.2 225 2!{-.1 27.0 2.0 10603
Chemicals, etce 3Le5 Lhe7 L6 .8 546 541 39841
Industrial metals, etce 3hhe3 Lhle3 197.0 644 .6 6842 244 ol
Textiles’ etce. 65.5 68.4 6709 73»0 1.9 11905
Skins, leather, etc. 1643 18.8 12,0 11 o4 -1 o3 -7.0
Clothing, etc, 118 «8 11048 1047 111 .9 -1 <8 6541
Food, drink, etc. 122.8 12645 128 06 143.5 543 7806
Sawnills, etcoe 5342 61«9 573 0.0 1e7 TA o3
Furniture, etc. 2140 24 65 21 o4t Lol .9 116 03
Paper, stationery, etc. 5340 62.7 73.8 89.2 9.2 211 «6
Rubber 1204 1743 172 20.2 2.0 16944
Precious metals, etco.
Musical instruments 26,7 28 .6 30.6 40,2 3ol 350,0
liscellaneous products
Sub Totel 90443 104Le3 140446 1293 .1 99,3 17803
Heat, light and power 1362 1602 1644 16 4 o7 240.6
Grand Total 9175 106045 112047 1309,.2 100,0 18044

Note: (1) Based on whole year employment including working proprietorss

Source: Commonwealth Bureau of Census and Statistics, Manufacturing Industry.

oogL
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In Australia the politically acceptable level of unemployment
is considered to be not higher than three per cent. In fact the
econony has continuously enjoyed full employment in almost its

literal sense except for brief periods in 1953, 1961-2, and 1966-7.

It is, however, true that full employment policies have often
fostered inflationary trends in the economy and have endangered the
fulfilment of the second and the third goals. From time to time
various fiscal and monetary devices have been employed to secure

some compromise between the four objectives.

In order to mitigate the balance of payment probtlems in the
expansionary climate of the post-war econony, direct import restrictions
were long the favoured instrument. They were employed from late 4954
to early 41960, although the extent of the restrictions varied from
time to time. No sconer were the restrictions lifted than imports
increased considerably and the government was forced to impose de-~
flationary measures and to give priority to the goals of the price
stability and balence of payments equilibrium. Since 41963 the federal
government, aided by the mining boom, has been fairly successful in

attaining all of its objectives.

Various measures have been employed by the govermment to
encourage the development and industrialization of the economye. They
include important assisted migration schemes, large scale development
programmes such as the Snowy Mountain hydro-electric and the Ord
River irrigation schemes, and the provision of assistance to import
replacement in the private sector. With the removal of the direct
import restrictions, tariff protection has been extensively used to
promote industrialization of the economy. The basic principle behind
the tariff measures is to assist local industries to replace imports,
but strong arguments have recently been put forward that in a number
of cases at least protection has been afforded to inefficient producers

at the expense of consumers and primary producers. The magnitude
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and the extent of Australian protection policy may be depicted roughly
by the following statisticse. In 1966-67 in value tems about 4O per

cent of total imports were dutiable. MNore than half of the remaining
imports consisted of goods the demand for which could not be fully met
by domestic produoers.(1) The effective protection rates differ
considerably between industries and countries of origin and usually

range from 10 per cent to over 400 per cent ad valorem. Thus it is
difficult to measure average tariff rates, but according to WeM. Corden's

calculation they appeared to be something over 30 per cent in 1959-60.(2)

Foreign investment in Australia has been encouraged by this
protection policy. Numbers of overseas firms, mainly British and
American, have established subsidiaries in Australia behind the tariff
wall in preference to paying high duties on imports. The general expansion
of the Australian market and the federal and state govermments' encourage—
ment of overseas investors has elso contributed to the inflow of foreign
capital from private overseas companies which amounted on average to
between £A.30 and £4.50 million in the first half of the 41950s and
increased to £A.50 and £A.70 million in the second half of the decade.
Since 1960 the figure has often exceeded £A+150 million.<3) As a result
about a quarter of net company income was earned by overseas controlled

()

companies in the mid 4190s.

Considerable import replacement in manufacturing industries
occurred in the post-war period, particularly in the fields of material
supply such as the production of iron and steel and other metals, in

paper-making and food processing, and to a lesser extent in the field of

(1) There are still numbers of manufeacturing fields where domestic
production capacity has not kept up with the growbth of Australials
demand and others where no domestic industries have yet been
established. In these areas imports are permitted without duty
under the 'by-law' system. For a further discussion of tariff
protection policy in Lustralia, see WeMs Corden, 'The Tariff'! in
Ae Hunter (ed.) The Economics of Austreolien Industry: Studies in
Environment and Structure, (Melbourne University Press, 4963),

PP el 74=21L .

(2) Tbid.

(3) official Year Book of the Commonwealth of Australia, opecits 1950-1969,
and Commonweelth of Australia, Report of the Committee of Economic
Enquiry, (May 1965) Vol.II Appendices J—La

(4) TIbide
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consumer goods manufacturing. But the dependence on imports for

the supply of capital equipment is still larges This is to be
expected because import replacement itself and the initial industrial
development of an economy usually involve the importation of much

capital eguipment.

On the export side, Australia still depends on primary products
for most of its export income with wool still maintaining the dominant
position despite the growing importance of minerals. Manufacturing
goods represented only about 10 per cent of total export earnings
in 1963~6L, but its proportionsl contribution is rapidly growing

(1)

pari passu with the increasing tempo of the ecoqpmy’s industrialization.

Australia has long been regarded, particularly overseas, as a
primary producer. But the image may soon change. Manufacturing
sectors are playing a vital part in the growth of the economy helped
by govermments eager to further industrializatione. Hence the field
of our study, the corporate sector, is expected to rapidly increase in

importance.

(1) Report of the Committee of Economic Enguiry, Ibid, Vol.IT Appendix J.
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APPENDIX B : PERTOD

Our study concerns the period extending over 18 financial years
from 1949/50 to 1966/67. The period was chosen because 4949/50 was
the first year for which company accounting data are available for a
relatively comprehensive number of public companies while 1966/67
was the letest year for which the required information was available

at the commencement of our study.

Since companies are allowed to choose their own accounting
dates their accounting years vary, although most of them choose the
412 months ending either 30 June or 34 Decembere. In preparing the data
we classified the accounting years of each company according to which
financial year its accounting date fell - e.g., data concerning a fim's

accounting year ending 31 December 4955 is placed in the finmanciel

year 4 July 1955 - 30 June 1956. Hence all accounts dated between 1 July

4949 and 30 June 1967 are included in our studye

The whole 418 year period is divided into three sub-periods for the

convenience of our analysise. They are:

sub-period 1, 1950-55 extending from 4 July 1949 to 30 June 1955.

sub-period 2, 4956-61 extending from 4 July 1955 to 30 June 1961.

sub-period 3, 1962-67 extending from 4 July 1961 to 30 June 1967.
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APPENDIX C : INDUSTRIES

Depending on the purpose of the analysis the 402 selected
companies which we studied are grouped into two separate industrial
categories. The classification of the firms into '51' industrial
groups is based on the primary product of each firm while the second
category, 'concentration groups', is based on the market structure in

which the firms operates.

1« !'54!' industries

The following 54 industries (Appendix Table Ce1) are obtained
from our 'M09' industries listed in Table 2.4 in Chapter IT. Thirty nine
of the original 409 industries are omitted for reasons given on p.8 aboves.
Forty remain in their original fom. The remaining 30 of the original
109 industries are re-grouped into 14 larger industrial groups for the
reasons given on pp.8-9 above. These 14 new groupings are noted with
alphabetical suffixes in /ppendix Table C.1 and their relations with
the original '409' industries are given in the footnote attached to the
tables TIn all, our '54' industries include 70 of the '409! original
industries and represent 52 per cent of nanufacturing industry employment

in 1962 (excluding ‘heat, light and power').

Since the number of listed companies operating in any one of the
'51' industries is generally small the '54' industries are occasionally
grouped into '8 major industrial groups' in each of which several

technically related industries are aggregatede.

2. Concentration groups

In Appendix Table C.2 the '54' industries are classified into
seven different concentration groups the basis of which is given in

Table 2.2 (column 2) on Pe15s
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'8 lajor Industrial Groupsie '51' Industries and
Number of Firms Included : 1350 - 67
Industry
8 Major No. of Code '51' Industries No. of
Industrial Companies Yo. Lompanioes
Groups (Total)
1e Ccment, 28 49  Asbestos ccment sheets 1
etc, and moulding
4  Bricks, tiles, etc. 5
3 Conerete, concrete products, 10
cte,
2 Portland cement (2) 11
5 Sheet glass and glass
bottles 1
2, Chenicals 43 10 Chemical fertilizers (b) 9
6 Industrial chemicals 13
8 Paints 5
11 Petroleusl refining 2
7  Pharmaceuticals 3
45  Rubber products 9
9 Soaps, detergents, etc. 2
3. Iron and 75 13  Alunminium, leadm zine, () 3
Steel, ete, ete, refining and smelting
17 Automobile parts 12
20 Cranes and heoists ete. 6
18  Farm wmachinery 14
15 Hand tools, pumps cutlerics 6
19  Heavy machines 12
14 Iron foundries and castings , 17
netal works
12 Iron and steel nanufacturing i
16  Motor vehicles, 4
4, Blectrical 35 21  Electrical appliancee;) 21
Enginecring. 22 Electrical machines 14
5. Textiles, clothing 47  Bags and sacks 1
and footwear. 25  carpets () 2
7 27 Clothing'® (n) 29
9 24 Cotton textiles ) 15
30 Footwear -~ leather (1) 5
26 Knitting and hosieries (i) 15
29 ILecather tanning etc. 6
28 Wool scouring eiq. 2
23 Wool textiles. (kj 22
6. Sawmills
ete. 35 31  Builders, hardwares, etc. 8
53  Fibreboard 1
52  Furniture naking 4
43  Paper making 5
50 Plastic products 1
48  Plywoods 5
44 Saw nills 10
32 Wooden containers 1
7. Food, 73 34 Bakeries 4
tobacco 38 Biscuits, etc. 11
and 33 Breweries 10
breweries, 35  Flour milling 9
39  Ice-cream, butter, etec. S
L0 Jen, fruit and ¥egetable 14
preserving, ete.
41 Other food 8
37 Sugar refineries 1
36  Tobacco, etc. 5
51 Vegetable oils 1
8. Newspapers. 16 42  Newspapers and periodicals 16

APPENDIX TABLE £.1 )
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APPENDIX TABLE C.1,

(Continued)

Sheet glass; glass bottles.

Industrial chemicals; and Alkalis.
Aluminium; lead: tin: and zine

refining and smelting.

Hand tools; pumps: and cutlery and
flatware,

Television receivers; radio receivers:
Domestic refrigerators; Domestic

washing machines; and Domestic electric
appliances,

Blectric switch and control gear; electric
notors; and valves.

Mens' and boys' ready-made outer clothing
and womens' outer garments ete.

Cotton spinning; and cotton weaving.
Footwear; and travel goods; handbags, etc.
Knitted underwear; knitted outerwear:

and hosiery.

Wool wenting and wool dyeing and finishing.

187
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APPENDIX TABIE C,2

Concentration Groups : 1950 - 67

Concentration No. of Ingdustry '51' Industries. No, of
Groups . Companies. Cofe No. Companics.
1. Honopolistic 16 13  Aluminium, lead, zinc ete, 3

and

refining and smeltink

Oligopolistic 33  Breweries 10
industries. 12  Iron and stecel Mfg's. 1
5 Sheet glass @nd glass
containers 1
37  Sugar refineries 1
2. High- 66 49  Asbestos, eement sheets 1
Oligopolistic and moulding
industries 38  Biscuits, etec. 1A
25 Carpets 2
24  Cotton textiles 15
39  Ice-creanm,butter, etec. 9
16  lotor vehicles 4
4% Paper moking 5
11 Petroleun refining 2
45  Rubber products 9
9 Soaps, detergents, etec. 2
36  Tobacco, etec. 5
51 Vegetable oila, 1
3. Moderate = 77 31  Builder's hardwares, etec. 8
Oligopolistic 10 Chemical fertiligers, 9
industries 3  Concrete, concrete products
ete. 10
18  Farm nachinery 14
29 Leather tanning etc. 6
42 Newspapers and periodicals 16
7  Pharmaceuticals 3
2 Portland cement 1
4, Low - 81 47  Bags and sacks 1
Oligopolistic 21 Electrical appliances 21
indus tries, 22 Blectrical machines 14
15 Hand tools, pumps, cutleries 6
19  Heavy wmachines. 12
6 Industrial chemicals 13
40  Jem, fruit and vegetable 14
preserving ete.
5. Unconcentrated 92 17  Autonmobile parts 12
indus tries. 4  Bricks, tiles etc. 5
20 Cranes and hoists, etec. 6
53  Fibreboard 1
35  Flour milling 9
26  Knitting and hosieries 15
49 Other food 9
8 Paints. 5
50 Plastic produtts. 1
48  Plywoods 5
28  Wool scouring, cte. 2
23  Wool textiles. 22
6, Competitive 23 30  Footwear - leather 5)
Industries. 14 Iron foundries and 17
cestings, metal works
32  Wooden containers. 1
7. High - 47 4 Bakerics 4
competitive 27 Clothing 29
industries. 52 Furniture making 4
44 Saw mills 10
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APPENDIX D _: FIRMS

The subjects of our study are public companies listed in the
Sydney Stock Exchange between 1950 and 1967 whose major activities lie
in the '54' industries listed in Appendix Table Ce1. We aimed to classify
listed firms into industries which engmsge nore than 50 per cent of
their total employed capital. Those firms whose activities are so
widely diversified that no single market dominates their activity in
this fashion were excluded. This left us with 402 companies. The
industrial classification of the firms is based on information obtained
mainly from their annual company reports, Department of National

Development, The Structure and Capacity of Australian Manufacturing

Industry, 1952 and Department of Trade and Industry, Developments in

Australian Menufacturing Industry, 1956-7 to 1966-7. Many firms operate

in several industries. Information concerning the products of fimms is
extremely incomplete in Australia and on several occasions we were forced
to use somewhat arbitrary decisions based on common sense and on general

knowledge of the firms.

The 402 firms are also classified into four different categories
according to the length of time for which they operated as independent

concerns. For the basis of this classification see p.9 above.

The nemes of the 402 firms and the size of their net capital
assets in their initial and closing years are set out in Appendix
Tables De4 - Dol below. Appendix Table D.5 lists the size groups

referred to in the studyo



AP.ENDIX TABLE D1

146 'Continous'Firms 195067 .

Inductry 00de  Name of Companies. Openi b)
. (2 eSS
(£'000)
2 Adelaide Cement Holdings, Ltd,, 387
42 Advertiser Newspapers, Ltd., 1296
38 Allen's Confectionery, Ltd., 346
35 Allied Mills, Ltd., 834 (1951)
21 Lnalgamated Wireless (hust.,) Ltd., 2307
1 Ampol Petroleum, Ltd., 2278
29 issociated Leathers, Ltd., 1262
42 Associated Newspapers, Ltd., 3683
43 Lssociated Pulp and Paper Mills,Ltd4875
23 Astor Consolidated Mills, Ltd., 268 (1952)
5 Australian Consolidated
Indus tries, Ltd., 11752
24 Australian Cotton Manufacturing
Co., Ltd., 106 (1952)
14 Australian National Industries,Ltd 1881
43 Australian Paper Manufacturers, 8469
Ltd.,
23 »Ballarat Woollen and .orsted Co 248
26 Beau Monde (Aust.,), Ltd., 264
27 Berlei United, Ltd., 1125
14 Bliss Welded Products, Ltd., 204
3 Blue Metal Industries, Ltd., 475
24 Bond's Industries, Ltd., 1369
11 Boral, Ltd., 2554 (1954 )
17 Borg-Warner (Aust), Ltd., 735
24 Bradford Cotton Mills, Ltd., 4232
14 Bradford Kendall, Ltd., 436 (1951)
4 Brisbane and Wundlerich (H.L.)Ltd., 289 (1951)
36 British Tobacco Co., (fust). Ltd.,18456
12 Broken Hill, Pty, Ltd., The 32178
24 -Caesar Fabries, Ltd., 545
33 Carlton and United Breweries,Ltd. 16228 (1955)
25 Carpet Manufacturers, Ltd., 430
33 Cascade Brewery Co, Ltd., The 832 (1951)
33 Castlemaine Perkins, Ltd., 2228
43 Cellulose fustralia, Ltd., 474
16 Chrysler Australia, Ltd., 795
19 Clyde Industries, Ltd., 1509
37 Colonial Sugar Refining Co. Ltd. 27456
B Concrete Industries (Monier).Ltd. 357
42 Consolidated Press Holdings, Ltd. 1452
10 Courtaulds (4ust), Ltd., 1445
10 Cresco Fertilizers, Ltd., 985
27 Crystal Clothing Industries,Ltd. 424
44 C. T. L. Holdings, Ltd., 93
(Formerly Cairns Timber Ltd.,)
24 Davies, Coop_ and Co., Ltd., 1365
31 Davies (R.B.) Industries, Ltd., 464
8 Davison Paints, Ltd., 86
44 Duncan's Moldings, Ltd., 358
45 Dunlop --ustralia, Ltd., 7318
22 Electrical Equipnment of Aust., 177
21 Blectronic Industries, Ltd., 1069
22 Bmail, Ltd., : 3919
13 8 Z Industries, Ltd., 5090

190,

Closir (c)
Size(167)
(£1000)

4325
11397
2334
16395
11072
74183
3731
4400
20738
224

70970

157
5871
63767

380

761

3448

1472
21128

7408
38759

7403 (1966)
12262

2943

2165
63905
339265

937
48681
2867
2640
10139
3522
32809
16968
114933
13323
13419
9160
3776
827
161

11109
1961
481
1117
44364

2444
18803
16623
247773
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) (continued)
cmonabrs Name of Companies. Openi Closing
QQQ&J&Qo(a) Size\l Sb) Sizel1 Sc)
£'000 E£'OOO
23 F and T Industries (Aust).Ltd, 9882 29917
(Formerly Felt and Textiles
of Australia, Ltd.,)

7 Fanlding (F.H.) and Co., Ltd., 1021 2214
23 Federal Woollen Mills, Ltd., 838 144
27 Formfit of Australia, Ltd., 135 503
40 Fowlers Vacola Manufacturing Co., 326 (1952) 442
19 Freighters Industries, Ltd., 338 w2754
16 General Motors Holdens, Pty,Ltd. 6368 99277
27 Gentex, Ltd., 29 308
Ig Goliath Cement Holdings, Ltd., 509 4267
45 Goodyear Tyre and Rubber Co., 4472 24210
34 Hackshall's, Ltd., 385 1928
14 Hadfields (W.A.) 1934 Ltd., 91 648
48 Hancock and Gore, Ltd., 315 1716
21 Healing (4.G), Ltd. 1411 10549
42 Herald and Weekly Times Ltd, The 3706 19901
26 Hilton Corporation, Ltd., 340 3512
26 Holeproof Industries, Ltd., 1174 3004
18 Horwood, Bagshaw, Ltd., 366 3125

6 Imperial Chemical Industries of
Australia and New Zealand, Ltd., 11622 139552
21 International Products, Ltd., 305 1695
27 Jentzen (Australia), Ltd., 289 541
22 John (M.B) and Hattersley, Ltd., 269 5681
22 Johns and Waygood Holdings, Ltd., 679 6450
29 Johnson Leather Co., Ltd., 1284 3121
40 Jones (Henry) (IXL) Ltd., 5007 16971
35 Katanning Flour Mills, Ltd., 221 (1953) 231
21 Kelvinator Australia, Ltd., 1008 4498
27 Leroy Manufacturing Co. Ltd., 167 323
27 Leviatham, Ltd.,, The 440 (1952) 1306
38 Life Savers (Australia),Ltd., 195 3595
33 Lion Brewing and Malting Co. Ltd. 140 616
27 London Stores, Ltd., 593 1770
23 Macquarie Worsteds, Ltd., 435 978
21 Malleys, Ltd., 736 6705
29 Mangrovite Industries, Ltd., 198 344
26 Maryborough Knitting Mills (Cuttle) 382 763
23 Mascot Underwear Mills, Lid., 89 (1951) 116
52 Mathias and Co., Ltd., 15 63
42 Mirror Newspapers, Ltd., 175 4385
20 Moore (Malcolm) Industries Ltd., 448 2450
50 Moulded Producta (4ust), Ltd., 681 8619
15 Mytton's, Ltd,, 327 3721
6 Nally, Ltd., 64 676
38 Nestlé Co., (Aust), Ltd., lhe 3524 11754
42 News, Ltd., 282 14608
6 Nightingale Supply, Co., Ltd., 137 (1953) 754
2 North Australian Cement, Ltd., 113 (1951) 1153

23 Onkaparinga Woollen Co., Ltd., 348 1593



Industry

Code No.

27
39
39
41
18

26

2
23

44
17
24
27

45
42
42
42
15
21
28
33
2
38
24
24
26
33
2

42

43

8
35
14
33
33
19
31
23

6
23
23
21
27
42
23

41
23

23

Notes;

APPENDIX TABLE D.1 s

(Continued)
Name of Companies. Openin Closj c
() Sizel] 50)(b) Sigel @z)( )
£'000 E£'OOO§
Pelaco, Ltd., 730 1479
Peters Ice Cream (W.4), Ltd., 440 3620
Petersville, Australia, Ltd., 461 16323
Piper (Tom), Ltd., 179 2726
Pizzey, Ltd., 870 2932
(Formerly Geo, Pizzey and Son, Ltd.)
Prestige, Ltd., 1473 8723
Queensland Cement and Lime Co., 903 8526
Queensland Woollen Manufacturing Co. 75 187
Reid Bros., Holdings, Ltd. 79 446
Repco, Ltd., 1810 28324
Rocklea Spinning Mills, Ltd., 157 69
Rothwells Outfitting, Ltd., 0 587
S.4. Rubber Holdings, Ltd., 167 7299
Shipping Newspapers, Ltd. 231 (1952) 1412
Shipping Newspapers (S.A.S, Ltd., 24 9
Shipping Newspapers (VIC), Ltd., 96 (1953) 229
Siddons Industries, Ltd., 205 2577
Simpson Pope Holdings, Ltd,, 521 8594
Smith (Henry B.) Ltd., 563 784
South Australian Brewing Co., Ltd. 1188 9234
South fustralian Portland Cement. 308 (1965) 2445
Stedman (James), Ltd., 785 3533
Stirling Henry, Ltd., 426 589
Supertex Industries, Ltd., 499 1035
Sutex Industries, Ltd., 561 1561
Swan Brewery, Co. Ltd., 2989 10192
Swan Portland Cement, Ltd., 260 1079
Syme (David) and Co., Ltd., 1039 5818
Tasmanian Board Mills, Ltd., 631 1283
Taubmans Industries, Litd., 2033 6272
Thomes (W.) and Co., (W.A.) Itd. 855 (1953) 2258
. “Thompsoxs (Castlemaine), Ltd., 697 2500
Tooheys, Ltd., 3544 12868
Tooth and Co., Ltd., 8361 30380
Tulloch, Ltd. 501 1675
Turner Industries, Ltd., 227 (1951) 2050
Tweedside Manufacturing Co. Ltd., 154 (1951) 273(1966)
Union Carbide Australia, Ltd., 510 8966
Valley Worsted Mills, Ltd., 733 1687
Wangaratta Woollen Mills, Ltd., 287 1268
Yarburton Franki, Ltd., 334 2128
Wardrop (George), Ltd., 222 528
West Australian Newspapers, Ltd., 922 (1951) 4494
Western fustralian Worsted and
Woollen Mills, Ltd., 430 272
White Crow, Ltd., 122 335
Woolcord Fabries, Ltd., 113 183
Yarra falls, Ltd., 2439 5161

(a) See Appendix Table C.1. Above,

(b) Where 1950 figures are not available the base year
used is indicated in the brackets., )

(c) Where 1967 figures are not available the end year
is indicated in the brackets.



Last Indus try
Operating Codc No.‘a‘);i;'.f_;-lr_a._e__of Companies. Openin (b)
Year Size (1
(£1000
1954 4 Commonwealth Cdramics, Ltd., 227
27 Murdoch's, Ltd., 9586
1953 27 Coo—ee Clothing, Lid., 193
45 Olympic Tyre and Rubber Co., 1562
1951 24 Hollins Mill of Aust., Ltd., 309
18 K. L., Tractors, Ltd., 141
16 Lawton (J.L.,) and S-ons, Ltd., - 241
23 Riverhart, Lud., 135
1955 26 Australien Knitting Mills,. 758
22 Brose Valves , Litd., .83
13 Buston Lead Co., (Aust).Ltd, 354
18 Howard Auto-Cultivators, Ltd, 431
1956 22 Electric ontrol and Engincering
Ltd., 217 51951)
45 General Rubber Co., Ltd., 223 (1952)
14 Hadfields Steel Yorks, Litd, 218
38 Mcliven (R.J.) Industries.Ltd. 211 (195%)
40  Starkeys, Ltd., 40 (1951)
24 Sydney Cotton Mills, Ltd., 150
8  Tip Top Paints (Aust),Ltd. 128
1957 24 BUrlington Mills (4ust),PL. 1301
21 President Consolidated, Ltd.,, 98 (1951)
48 Proofwood, Ltd., 13
26 Yoffa Hosiery and Knitting
Mills, Ltd., 132
1958 36 Carreras, Ltd., 756
10 Geartin -- O'Riocrdan, Ltd., 177
14 Mortson and Bearby, Ltd., 319
18 Trojan, Ltd., 104 (1951)
1959 41 Kraft Holdings, Ltd., 2213 (1952)
26 Imstre Hosiery, Lid., 740
53 lasonite Holdings, Ltd., 548
19 Mort's Dock and Engineering
Co., Ltd., 1567
41 Trufeod of Australia, Ltd., 260
4960 15 C.C. IEnginecering Industries., 311
19 Goodwin (4.E.). Ltd., 411
14 Indus trial Steels, Ltd., 391 (1951)
4 Kande Kitchenware, Pty, Ltd., 170 (19523
39  Pauls, ILtd., 887 (1951
30 Perry (H) and Co., Ltd. , 114 (1952)
39 Peters - Lrctic Delicacy, Co, 309
19 Poole and steel, Ltd., 107 (1951)
2 Standard Portland Cement.Co. 593
39  Streets Ice Cream, Ltd., 681 (1952)
1964 27  California Productions, Ltd. 173 (1952)
10 Commonwealth Fertilisers and
Chemicals, Ltd., 2223
23 Lincoln Mills (Aust), Ltd., 953
33 Queensland Brewers, Ltd., 1635
1962 19 British Standard Machinery. 401
41 Edgell (Gordon) and Sons. 610
20  Hodkinson (W.A.) and Co. 116 (1952)
40 Rosc 2 Preserving and iMfg.Co,.1162

APPENDIX TABIL D.2

i .

68 'Discontinued' Firms.

193,

Closi
Size\C
(£7000)

207(1950)
95&(1950)

360
4564

9
157(1953)
515 (1953)
331

959 (1954
127 (1954
405 (1954)
699 (1954)

616
342(1955)
373(1955)
177(1955)
42(1955)
169 (1955)
317

1586
792(1956)
135

152

1343(1957)
463
564(1957)
145

6902
914(1957)
3838(1958)

1800(1958§
466(1958

965(1959)
4045
553(1958)
207 %1959)
1465(1959)
118(19592
849(1959
15251959)
1403(1959)
1432(1959

26(1960

)
)
4445(19603
17%6(1960

4336(1960)

G58
3109(1961%

403(1961
3008



Last

Operating
Year

1963

1964

1965

1966

1967

NOTES :

Industry
Code No. (a)

24
21

14

18
26
27

3
34

6
35
17

10

17
6

23
24

8
38

APPENDIX TABLE D,2
(Continued)

Weame of Companies

Australian SilkRit, Ltd.,
Ducon Industries Ltd
(Formerly Ducon Condensers. )
Gonian (A) and Co., Ltd.,

Baltic Simplex Machinery.Co,
Bruce Pie Industries, Ltd.,
La Mode Holdings, Ltd.,
Ready Mixed Concrete, Ltd.,
Swallow and Ariell, Ltd.,

Bauxite Invesiments, Ltd.,
Love (Cllfford) and Co. Ltd.
Sonnerdale Richardson David
Brown, Ltd.,

Wallaroo - Mount Lyell
Fertilisers, Ltd.,

Perry Engincering, Co.Ltd.
Sulphates, Ltd.,

Castlemaine Woollen Co.
Dickie (H.B.), L#d.,

Openin (®)
Sizc!1%§0}
£'000

357

225
389

251
460
637
305
671

321 (1951)
485

378
454

328
319 (1951)

239
456

Glazebrooks Paint and Chemicaled?21

Hoadley's Holdings, Ltd.,

See Appendix Table C.1.

257

Above.

Where Opening sizes are not available
the base year used is indicated in the bracket,

Where closing sizes are not available the end

year is indicated in the brackets.

19%.

Closin
Slze f
T£7000)

398(1962)

3235
2042

629(1963)
842(1963)
714(1963)
21452(1963)
1171(1963)

801 (1964)
1626(1964 )

1460
943

2828 (1965)
552(1965)

190(1966;
1221(1966
671(1966)
1539(1966)



First.

" Obcroting
Year.

$950

1951

1952

1953

1954
1955

1956

1958

1959

Industry Name of Companies.

APPENDIX TABLE D,3

45 'Short-Lived'Firns,

O‘enin
Size (b)

Code No.
(£1000)
32 Hansen Consolidated
Industries Ltd., 252(1951)
21 Jorgensen Brothers Ltd, 55(1951)
17  Automotive Components Ltd.647£1952)
29 Bayley (J} and Soms.Ltd. 532(1952)
21 Burley Industries Ltd. 210(1952)
27  Consolidated Clothing.  104(1954)
19 Cullen Brothers Ltd. 118(1952)
10 Lenes Holdings Ltd., 246(1954%
38  Menz (W ) and Co.Ltd. 243(1952
40 Passions Bottling Co,
(Sydney) Ltd. 102(1953)
18 Peterson (W.A.) Ltd. 384(1957)
3 Reliance Industries
Australia Ltd. 56§1954)
23 Vicars (John) and Co.Ltd.2275(1952)
40 Cottees Ltd. 358(1953)
28 Newcastle Wool Processing
Co, Ltd,. 190
10 Adelaide Chemical and
Fertilisers Co,., Ltd, The 756
18 Harvey (Daniel) Holdings
Ltd., 275(1954)
18 Mobile Industrisl
Equipment,Ltd. 170(1958)
6 Petroleum and Chemiecal
Corporation (4ust.) Ltd. 1749(1955)
26 Rosslyn Hosiery Holdings
Ltd, 254(1955)
14 Richardson Holding Ltd. 237(1955)
22 AB.I. 1Ltd, 5216
31 Agco Ltd, 205
23 Australian Woollen
Mills Ltd, 2921
31 Donson Products Ltd., 196(1956)
22 Ellis and Clark Holdings
Ltd. 136 (1956)
2 Gippsland Cement,Ltd. 553(1957)
33 Grafton Brewing Co.Ltd, 981(1956)
20 Hagemer Crane and
Engineering Ltd, 315(1956)
43 Paper and Board Industries
Ltd. 302(1956)
22 Aystralian B lectric
Co. Ltd. 96(1958)
21 Titan Television Ltd. 86
52  Fler Co, Ltd. 184(1960)
35 Love (WN.B.) Industries
Ltd, 1443(1960)
6  Olims Industrics Ltd. 151(1959)
3 Bayview Ltd. 1135
3 Concrete Enterprises
Holding Ltd. 455(1960)

195.

Closing Size

Cloping Year)
(£7000)

426(1957)
104(1954)
3029(1964}
2010(1966
225(1958)
69(1958)
219(1958
786(1960
430(1962)

126(1958)
-618(1968)

168§1959g
3441 (1964

2815 (1966)

183(1953)

2184 (1965)
275(1958)
1195(1966)
2575(1959)
214(1961)
323(1963)

5084 (1962)
329(1956)

3558(1964)
270(1959)

210(1959%
1204 (1966
748(1959)
382(1963)
1106 (1961)
148(1962)
122(1957)
397(1965)

1886(1961)
557(1960)

3750(1965)
455(1960)



196.
APPENDIX T4BL&E D,3

(Continued)

. First -".;lezxﬁﬁﬂagi flane of Compenics  Opening ClosingSize
Operating Code No.\2 Sige \D) (Closing Year)
Year (£'000) (£'000)

1659 20 Cranvel Holdings
Ltd, 203(1960; 213(19653
40 BEcks Holdings Ltd. 160(1961 160(1961
45 Rubbertex Industries Ltd. 529(1960) 461(1962)
31 Watson and Crene Holdings
Ltd. 421(1960) 480 (1963)
1960 40 Marchant ond Co. Ltd. 178(1961) 674(1964)
38 Smglls Chocolate Holdings
Ltd, 685(1961) 685(1961)
1962 45 Merco Holdings Ltd. 176(1963)  232(1965)
1863 6 Intrade Chemicals
Holdings Ltd. 219(1964) 202(1965)
NOTE: (a) See Appendix Table C.1. Above,
(b) Where Opening sizes are not availabe

the base year is indicated

- L

in the brackets,



First
C—b&riiti‘.-;g
Year'.

1950

1951

1852

Industry Name of Coupanies
Codle No.(a

38
21
35
13

21
30

48
17

19
22

19
38
27
17

2

27
27

36
42
48

8
27
31

35
49

30

124

r

51
22
27
26
44
44
14
16
44

9

APPENDIX TABLE D.4

143 'Newly-entered' Firms.

Opening
Size (b)

£'000)
Big Sister Foods
Ltd. 372(1951)
Braemar Industries
Ltd. 244(1951)
Charlick (William)
Ltd, 618(1956)
Consolidated Metal
Products Ltd, 660(1956)
Draffin Everhot Ltd. 132(1952)
Ford Sherington
Holdings Ltd. 306(1952)
Hearn Industries Lid. 167(1951)
Henderson's Industries
Ltd, 675(1952)
Industrial Enginecring
Ltd. 571(1951)
International Resistance
Holdings Litd. 384(1951)
Jaques Brothers Ltd. 437(1951)

MacRobertson (Aust) Ltd. 3994(1951)

Marco Productions Ltd. 280(1951)
HeKay (Ralph) Ltd. 177(1951)
Newcastle Lime and

Cement Co. Ltd. 59(1951)
Nile Textiles Ltd. 518(1952)
Palmer (F.J.) Holdings

Ltd., 776(1952)
Phillips (Godfrey)

Holdings Ltd. 1974(1952)
Publishers Heoldings

Ltd. 220(1952§
Symonds (Relph) Ltd. 285(1951
Brolite Tndustries Ltd. 489(1952)
Casben Productions Litd. 623(1952)
Dickson Primer

(Consolidated) ILtd. 367
Fielder (Geo.) abd Co.  313(1952)
Hardie (James) Asbestos

Ltd. 2786(1952)
International Footwear

Industries Ltd., 148(1953)
Kerr (F.G.) and Co. Ltd. 89(1952)
Marrickville Holdings

Ltd., 2567(1956)
Rowe (H) and Co. (Aust.)

Ltd. 671
Sackville (John) and

Sons Ltd., 426(1952)
Specdo Holdings Ltd. 211(1952)
Timber Holdings Ltd. 207(1952)
Timber Holdings

(Tasmenia) 1td. 231(1952)
Tomlinson Steel Ltd. 426(1952)
Aus tralian Motor

Industries Ltd. 2796(1953)
Bunning Timber

Holdings Ltd. 1216(1956)
Campbell Brothers Ltd. 150(1955)

197,

Closing
Sizegtﬂgl)(c)

(£'000)

1087
1839
1860

5421
124

821
713

3015
8791
5235

1453
6211

425
2227

361
1111

1737(1966
4628

1773
1704

1486
232

2527
3449

16581

1053
149

10598
1920
1902
1292
2464

578
1176
4913

2837
475



First

Operating
Year

1952

1953

1954

1955 -

1956

1957

Indusiry
Code No.

19
25
14
27
44
20

19
45

21
39

6

14
47

39
21
31
17
42
41

21
18

36

17
36

14
44

24
17

10

42
22
42
22

34

23
26

21
27

40
7
7

APPENDIX TiBLE D4

(Continued)
Neme of Companies Openin
(a7 Sia(D)
(£7000)

Conguip Ltd. 146(1955)
Minster Ltd. 614(1953)
Napier Brothers Ltd. 133(1956)
Rundles Holdings Ltd. 173(1956)
Softwood Holdings Ltd. 426(1953)
Flexdrive Industries

Ltd., 169(1954)
Marfleet and Weight Ltd. 212(1954)
Olympic Consolidated

Industries Ltd. 9082(1956)
Stanger and Co,Ltd. 202(1957
Toppa Holdings Ltd. 419(1954)
Australian Chemical

Holdings Ltd. 1315(1955)
Bundeng Ltd, 191(1954)
GuSmm(J)Mmﬂﬂna

Ltd, 2832(1955)
Model Dairy Industries

Ltd. 421(1955)
Newton Mclarcn Investments

Ltd. 263(1955)
N.K.S. Holdings Ltd. 2031(1955)
Bennett and Wood Ltd, 1673(1956)
Davies Brothers Ltd. 653(1956)
Davig Gelatine

Consolidated Ltd. 3648(1956)
Prigrite Ltd. 129(1956)
Massey - Ferguson

Holdings (Aust) Ltd. 8102(1956)
Morria (Philip) (lust)

Ltd. 1597(1956)
0lding Equipment Ltd. 434(1956)
Rothmans of Pall ¥Mall

(fustralia) Ltd. 554(1956)
Sargeants Engineering

Ltd. 461(1956)
Wilson, Hart and Co.Ltd. 304(1956)
Bruck Mills (Aust) Ltd. 2009
Consolidated Auto Parts

Co, Ltd. 330
Croda Federal Checmicals
Ltd.(Formerley Fedcral 147(1957)
Chemicals Holdings Ltd.

Feirfax (John) Ltd. 8043(1957)
Federated Industries Ltd 2139%1958)
Quecnsland Press Ltd. 2759(1957)
Tyree Industries Ltd. 341(1957)
Austral Bakeries

Holdings Ltd. 470
Cleck Heaton Ltd. 335(1958)
Crest Knit Industries

Ltd. 562(1958;
E.M.I. (Aust) Ltd. 2210(1958
Hiller (Brnest)

Holdings Ltd. 239(1958)
Monbulk Preserves Ltd.  471(1958)
Plaimar Ltd. 322(1960)

United Australian
Industries Ltd,

115(1958)

1

98.

Closin
Size §1Q67)(C)
(£'000

638
4601
577
284
3080

993
1174

26204
414
1843(1966)

89%
696

11794

2923

799
4451

2035
1579

5794
1840

11396

5529
556

10050

1839
589

3337

746

307

21044
5112
7757
175

1924
6262

1726
4840

603
630
916

760



APZENDIX TABLE D.4 s

(Continued)
Pirst Industry, Name of Companies Openin Closin
Operating Code No.(2) Sizel slzétfgggz)(c)
Year (£ : OOO) £ | OOO
1958 40 Cohn Brothers Ltd., 533(1959) 1506
35 #illespie Brothers
Holdings Ltd. 1261(1960% 4561
41 Harvest Foods Ltd. 627(1960 801
40 Tarax Drinks Holdings
Ltd, 679(1960) 2345
1959 27 Bisley Clothing Ltd. 145(1960) 370
52 Clarke Brothers
Holdings Ltd. 167(1960) 874
4 Burcka Terra Cotta and
Tile Co. of Australia Ltd. 258(1961) 295
26 Osti Holdings Ltd. 501(1960) 159
6 Petrochemical Holdings Ltd3496(1961) 3421
3 Pioneer Concrete Services
Ltd, 2958(1961) 13022
18 Shearer (John) and Sons
(Holdings) Ltd. 1254(1960) 1956
1960 34 Adams (Herbert) Holdings
Ltd. 950(1961) 2617
3 Australian Gypsunm
Industries Lid. 3618 6096
3 Consolidated Quarries Ltd. 663(1962) 2811
27 Country Club Holdings Ltd. 287(1962; 333
52 Don Industries Ltd. 429(1962 529
6 Gibson Kelite Industries
Ltd. 64551962g 1403
21 Hecla Australia Ltd. 578(1962 1187
27 Hestia Co. Ltd. The 175(1961) 470
5 Jordon Chenicals Ltd. 166(1961) 570
3 Norbloc Ltd, 158(1961) 211
3 Pioneer Sugar Mills Ltd. 5032(1961) 8977
24 Prasby Insudtries Ltd. 117(1961) 147
39 Quecnsland United Foods
Ltd, 2710(1961) 5585
29 Yates (Herbert) Holdings
Ltd. 807(1961) 528
1964 10 Analgamated Chemicals Ltd. 2456 3964 (1966 )
35 Barnes Milling Ltd. 669(1962) 974
18 Bowra Holdings Ltd, 124(1963) 501
4 BEvans Brothers Holdings
Ltd. 558(1963) 835
40 Hall (Geo.) and Sons Ltd. 487(1963) 424
44 Harris Holdings Ltd. 392(1962) 574
15 Iuke (K.C.) Group Industries
Ltd. 2477(1962) 3716
14 Lysaght (John) Australia
Ltd. 27520(1962) 35115
31 Wairn (Michael) and Co.
Lustralia Ltd, 1930 2021
45 North Australian Rubber
Mills Ltd. 563(1962) 624
48 S. A. Plywood Holdings Ltd. 407(1963) 515
40 Schweppes (Aust) Lta, 4295(1962) 4504
9 Simalex Ltd. 1016(1963) 952
29 Vulcan Industries Lid. 634(1963) 1500
1962 44 Atel Ltd. 219 175
22 Camelec Ltd. 374 1057
18 Chamberlain Holdings Ltd. 3134(1963) 4260
30 Clarks Shoes Australia
Ltd. 716 2763
26 Kolotex Holdings Ltd. 249(1963) 775



APPENDIX TABLE 0.4

(Continued)

Industry, HNamec of Companies

First

Operating

Year

1962 40
27
41

1963 18
30
15
17

1964 2
2
20
17
29
27
14
42

- 15

1965 23
27
23
39

1966 38

NOTES.  (a)

(b)
(e)

Code No.(2&

Shelleys Drinks Ltd,
Stafford - Ellinson
Consolidated Ltd,
Yeston (George) Foods
Ltd,

Comnor Shea Holdings

Ltd.,

Marlow (Julius) HOLDINGS
Ltd,

Sher Tools Australia Ltd,
Wibroc Industries Ltd,

Associated Portland
Cement Manufacturers
Australia Ltd.
hustralian and Kendos
Cement Holdings Ltd,
Davleco Industries Ltd
Dawson (4.J.) Ltd.

Dixon (Donald) Industries
Ltd.

Hilton Brothers Holdings
Ltd,

Huckson Industries Ltd.
Northern Star Holdings
Ltd,

Nuttall Holdings Ltd,.

Adelaide and Wallaroo
Fertilizers Ltd,

Squires (Anthony)
Holdings 1itd,

Textile Holdings Ltd
Whippy (Mr.) Holdings Ltd.

Lea (Darrell) Chocolates
Ltd.

L N R A I R I R A A A

200,

Opening Closi )
SizZBj Size 1321%0
'"Ci*ooo?

(£1000)
661(1964) 1163
418(1964) 446

18633(1963) 20367

631(1964) 1292
903(1964) 1117
599(1964) 706(1966)
271(1965)  368(1966)
10110 14823
14314 16596
434(1966) 414
330 391
357(1965) 401
430(1965) 545
332(1965) 346
627(1966) 670
461(1966) 487
3708(1966) 4847
756 1234
6115(1966) 5836
1723(1966) 105
479(1967) 479

e R e s e

See Appendix Table C.1. Above.

Where opening sizes are not available

the base year is indicated in the brackets.
Where closing sizes are not available the

end year is indicated in

the brackets,



Appendix Table D.5

Net Assets Size Classification

Size Groups

Net Assets
(£1000)

O W O~ O\ W

-

-
W

0~L49
50-99
100-199
200-399
L00-799
800~4,599
1,600~3,199
35200-6,399
6,400-12,799
12,800-25,599
25,600-51,199
51,200-102,399
102,400 and over

21 .
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APPENDIX E : ACCOUNTING DATA

The following balance-sheet items are used in the thesis.

They are consolidated figures and expressed in terms of £A.

Liabilities

Assets

'Capital': includes all types of shares issued (oumulative,
participating, etc.). It includes issues to employees, the
proceeds of share issues still awaiting allotment at the

accounting date, and issues made to acquire other companies.

'Reserves': includes all types of reserves -~ capital, revenue
and contingency provisions - but excludes revaluation and
depreciation reserves (in case gross fixed assets are presented

in balance-sheets).

'Depreciation provision' is the current provision and is taken

from the profit and loss account.

'Current liabilities': include unsecured bank overdrafts for
terms of less than 412 months, trade creditors, bills payable,
accrued liabilities for wages, interest, rates etc., loans

maturing within 12 months, provision for taxation, dividends

payable, and deferred revenue.

'Total employed capital': includes net fixed assets (after
depreciation), stocks, debtors, securities, inter-—company
accounts, intangible assets, and other assets such as

sinking funds of various typess

'Tixed assets?: include land, buildings, plant and machinerye.
In cases where gross fixed assets are presented on balance sheets,

depreciation reserves have been deducted to give the net figure.

The following profit and loss account items are used in the study.

They are also consolidated figures expressed in terms of £Ae.



203 ®

'"Net profit' is operating profit less taxation (tax paid),
depreciation provision, interest payments, directors' fees
and interest of outside shareholders. It includes income

from investmentse

'Tax paid': Where tax paid on current year's income is not

published tax provision on current year's income is usede

'Dividends paid': includes dividends on ordinary shares and

on all types of preference shares.
'Interest paid! is interest payments presented in profit and

loss accountse

The sizes of our 402 firmms are measured by ‘'net capital assets!

which are the value of total employed capital minus current liabilities.



Appendix Table TFe1

Average Growth Rates of Net Assets by Opening Size of Net Assets : 1950-1 967
146 Continuous Firms

‘ 1950~67 _ 1950-55 1956 ~64 1962-67
Industrial group 4 ;
Lomont, ctc. No of Average Standard No of Average Standard No of Average Standard No of Average Standard
Companies Growth Deviation| Companies Growth Deviation |Companies Growth Deviation [Companies  Growth Deviation
Size=-group Rates % Rates % 'i Rates % Rates %
% % % %
9 0-149 0 B ie 0 .o i 0 I oTe 0 ve .o
2 50—99 O [R) . 0 s e L) 0 L] se 0 [} L]
3 ‘100-199 1 1506 L] ‘1 58.0 . O LX) e O *e ee
L‘_ 200"399 5 1502 5o)+ 5 2200 ‘11 -2 O e s O () oo
5 400-799 2 19.2 8e3 2 21 .8 8.9 3 1344 1343 0 .o .o
6 800-1599 1 1441 oe 1 112 .s 5 2243 24.0 3 546 1632
7  4600-3199 0 .o " 0 .o .o 4 2.6 o 3 13. «H2
8 3200"‘6599 O as .0 O L) e O (X ] e 1 2003 e s
9  64,00-12799 1 11 2 .o 1 9.1 e 0 oo .e 1 2he9 .o
10 12800—25599 0 s oo 0 s 0 (X 1 ’1000 e 1 -1 o2 oe
11 25600 544199 0 es s 0 S oo | 6] o ' 4 9.9 s
12 51200—’\02599 0] se ew 0 oo oo | 0 e® s 0 e oe
13 1021{.00 and cver 0 oo [ X 0 X se ! 0 ) X 0 X .e
Total 10 15 ¢4 10 2l oly P40 175 10 1242

(o



1950-67 1950-55 1956-64 1962-67
Industrial group 2

Chemicals
1 O"'L|.9 O [N ) se O .0 L] O e [ ] o L) o0
2 50—99 2 12.8 3.0 2 24.6 10.2 O o Y O e an
3 5 100-199 2 18.9 8ely 2 26 . 340 0 .o .o 0 .o -
L 200-399 0 5o e 0 e . 3 10.1 5.0 0 . o
5 L00-799 4 18.L .o 1 2342 veo 4 2569 oo 3 Lol 5.0
6 800-1599 3 81 el 3 23.8 175 3 1563 19.7 1 20.5 ve
I 1600-3199 3 17.6 943 3 28.9 1145 0 - o 2 1241 1543
8 3200-63%99 1 1040 .o 1 10.9 .o 2 1146 146 1 14 .o
9 . 6400-12799 2 1345 342 2 1546 2.4 2 L5 3.6 3 v 7.6
10 12800-25599 0 ax - 0 = e 2 1504 1le 2 16.8 o
11 25600-51199 0 . . 0 o5 = 1 171 . 1 1043 -
12 51200_102599 0 ve oo 0 o0 .s 0 se o 1 14.8 o0
/‘3 102)-1—00 and over O P oe o e e O e X O o s e
Total 14 1462 10 22.0 14 1443 14 14,0
Industrial group 3
Iron and steel,etc.
1 0-49 0 oo .o 0 o s 0 .o .o 6] X oo
2 50"99 1 1202 oe 1 1)4-12 oo O oo .o O ) s e
3 4100-199 0 . s 0 e 5 1 1842 .e 0 - o1®
L 200-%99 5 1 Le1 146 5 26.0 104 1 2lely .o 0 ot -
5 7 400-799 6 1341 6ol 6 221 12.9 1 28 .0 .e 2 111 5.3
6 800~1599 2 11 o4 546 2 18.0 649 7 1242 10.9 2 133 343
7  1600-3199 2 1262 745 2 2242 .8 2 346 8.0 7 Le2 Bl
8 3200-6399 2 1346 5.5 2 23.2 1749 b 11 el 4 Let 3 23.0 2142
9 61}—00_12799 0 oo oo 0 ee os 1 29'9 o0 o) L4 e
'IO 12800—25599 O o e O ve o O s L] 3 509 5'7
11 25600-51199 1 15.8 iy 1 5.8 - 1 1745 .o 0 ot .o
12 51200-102%99 0 B0 - 0 - oo 1 28.7 ol 1 749 o
13 102400 and over 0 e - 0 .o - 0 - 5% 1 6.7 e
Total 19 1342 19 1848 19 1943 19 103

*GoT



Industrial group 4
Klectrical eng.

O-49
50-99
100-199
200-399
400-799
800-1599
1600-3199
3200-6399
64,00-12799
10 42800-25599
11 25600-511 97
12 54200-1 02399
1% 4102400 and over
Total

O 0~ OVUT £ W P =

Industrial group 5
Textiles, etcs

1 0-49

2 50-99

5 100-199
L 200-399
5 400-799
6

7

8

800-1599
1600-3199 .
3200-6399

9 6400-12799
10 12800~-25599
44 25600-51199
12 54200-1023%99
1% 402400 and over
Total

NOOOOO=WUW=> 00

—_

OO OCO- =" 0OWwu~dNn-—=>

&

(1)

1950-67

1647
1349
1543
1364
9¢7
8.9

13.0

AN\ P OV N
L
VoW ow OV

643

540
243
o6

NOOOOO—="WuWWw-=+ 00O

—

COOQO—"—= = 0oWwWw~dn-—+
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1950-55

25 o1
19.0
24 «9
201
LeO
1642

177

331
6e7
141
o3
849
137
95
749
6 o4

1247

745
9.0
1041

11 #5
17 o4
649
1461
1064

NOOOO W HNHHWNNDNOOOO

—

—
FOOO—“ [OF AR ENAVE @]

1956-61

1969
177
1249
2345

L2

1546

Sl
Je4
55
7e1
63
L}..8
849

9.6

£.8

148
72
T3
12.0

8e1
5e7
6.5
6.8
Le2
6.8

NOOOMNMMNMNWWNOOOOO

—
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1962-67

6.3
Tt
601"
-2
304

Bt

47,

_3 .5,—
340
"2. ?
348

53

o

Lely
5e1
540
4.0
Ny

¢ 8 SO0 OO~ DNDe o
[ ] L3
.‘.F-O\-\|\noo—\cr\
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1950-67 1950~55 1956 -61 1962-67
Industrial group 6

Saw mills 0 . os
3[‘-.1 s e O L] oe .
1 0-49 1 8.8 - 1 oy - ) 5.0 ..
2 50-99 g 740 53 é 1042 %:6 ; 6_g 6.0 4 340 .o
3 100_,‘99 XY ee ®e . O . . 1 6.3 e
a 200-399 3 1gog i-f g 12:3 i.g > gkl 1646 0 s ot
5 400-799 g : : 0 .. . I 1243 1046 3 143 Lo
6 800—1599 b °* 0 e 0 - o 3 -1 o5 603
7 1600_3199 0 LX) (X ] 480'8 . 0 e e 0 ous .e
8  3200-6399 ! 8.2 . ! N : , 8.1 . 0 5 =
9 6400—12799 1 12.6 °* 10 4. . 0 s e o0 1 107 X
40 42800-25599 0 2 o 0 °e - A €.9 ae 1 8al o
44 25600-51199 0 . .. e . "t 0 . .. 0 .e "
12 51200-102399 8 20 . : i °* 0 . . 0 = -
OO d e ¢ L ] LN ] e )
. Tgéglover 11 9ely 11 19.2 11 95 11 3.0
Industrial group 7
E—%ﬁj&g. 0 .e .o 0 s oo
1 O...L}_9 8 oo on 8 .e e o 0 . -
2 50—99 e se e e ee o
° 20. L] O LN ] e
- DT SR R T - T <N I T T
: i ? 15.3 - 3 12.0 €1 3 10.3 6.8 1 7.6 .
6 800-1599 b 12.0 6.2 b 11441 2.4 ; 164 B ! R S
7 1600-3199 2 8l 143 2 1046 -2 s 5up 1.9 2 -3.2 5.5
8 3200-6399 3 746 3 3 9l 5e A o g %t -
9 6,00-12799 1 749 oo 1 16.0 .o 3 7' 1'9 1 .0 .o
10 12800-25599 2 846 1ok 1 6ol .. g 9-1 58 5 7.9 1.8
11 25600-51199 1 8.8 = 1 87 » o : ) 1 646 .
12 51200"102599 0 oo ve 8 L] Ol 0 e o 0 .. .o
13 102400 and wer 0 25 . . g . Tt .0
Total ol 9.7 23(1) 14 1 oY 1045 2l 2




1950-67 1950-55 1956-61
Industrial group 8

Newspapers, etc.

1 0-1,9 1 82 .o 4 Leb s 1 18.8
2 50“99 1 6o}+ s 1 1203 ) O ee
3 100—’]99 0 ve se 0 oe es 1 11‘5
L 200-399 2 19.5 Selt 2 ~5.8 1643 1 2lhely
5 400—799 0 se °a 0 se oo 0 oe
6 800-1599 L 1240 244 L 16.0 73 1 L8.7
7 1600-3199 1 545 e 1 1.8 oTs N 12.5
8 3200-6399 2 5e7 6.6 2 845 946 2 8.0
9 6400_/‘ 2799 O ) Y ) ee ) 1 9-3
10 412800-25599 0 S oo 0 e . 0 .o
11 25600—51199 0 oe ve 0 e ee 0 oo
12 54200-102399 0 - .o 0 .o .o 0 .o
13 102400 and over 0 .e oo 0 se .e o) ee
Total 11 9.6 11 6.7 11 19.0
'All-industries!
1 0-49 3 1046 3.7 3 2349 16 .8 1 18.8
2 50-99 8 8.2 o6 8 13,7 9ol 2 263
3 100-199 15 ekt 8.0 15 191, 17.8 10 10.8
L 200-399 31 10.9 63 34 16 oL 1147 Al 9.3
5 4,00-795 32 10,2 6.8 32 15.0 12.6 23 1245 1
6 800-1599 25 10.2 Lo6 25 15.9 9.6 40 156 A
7 1600-3199 10 11 o4 744 10 174 11 .8 16 9.3
g gigg-fgg; 12 8.7 3.9 1% 13,2 2.9 19 12.2 1
- On » » e e
10 12800-25599 2 18.2 fi 1 1éi ..5 69 10.8
11 .25600-51199 2 1243 5.0 2 7.2 2.1 5 14.9
12 51200-102399 0 . .o 0 0 e 1 28.7
13 102400 and over 0 .o e 0 0 .. 0 .o
Totel 115 1041 e e 106 12.5
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Notes: (’l) One firm is not included because its net asset information is not aveilable for §950.
(2) Two firms are not included becausc thelr net asset information is not available for 1950.



Appendix Table F.2

Growth and Acquisitions : 4146 Surviving Firnms

(1) (2) (3) (1) (5) ) | @ (8) (9)
Growth Concen- | Industries Name of Companies Average Net Net Number Value of Acquisition
Rates tration Growth tssets Assets of Cose | acquisition |as % of change
(%) Groups | ~ates (19503 (1967; acquired (£1000) in value
(1950-67) | (£1000 (£'000 <8)/(6)-(5)%
i
Less than 5.0 5 23 Western A Worsted L =2.0 [ 430 272 | oo
2 2l Rocklea Spinning Mill L ~1.7 157(b) 69 te
5 23 Astor Consli Mills L - L 268 22l .
5 23 Federal Wedllen M L - o2 838(0) Thly oo
5 35 Katanning Mour Mills L of 224 234 o
3 L2 Ass Newspap L 162 ! 3683(a) 44,00 P
5 23 Mascot U/wear Mills L 1.8 9 116 .o
5 28 Henry B Smith L 243 L 563 781 ? ' ? ?
5 23 Woolcord Fabrics I 3 el | 113 183 R
2 2L Caesar Fabrics L Felp i 545 937 e
7 NN CeT.L. Holdings L 3.7 93 164 .
3 29 i Mangrovite Ind L L0 198<b) 3L oo
L L0 ! Fowlers Vacola Mfg. Co L Lo4 i 326 W2 -
7 27 Leroy Mfg Co L a3 | 167 323 | .
5 26 Maryborough Knitting L Le3 ] 382 768 ? ? ?
7 27 | Jantzen (A) L L5 i 289(a) 5hﬂ(g e
5 23 | Tweedside Mfg Co L Le7 | 154 273°1 oo
2 2L Supertex Ind L Le7 | 499 1035 6 ? . ? .
L 27 Pelaco L 48 | 730 1479 2 18 6.l
J ‘ N
0 - 9.9 5 23 Yarra Falls L 51 2439 5161 1 580 213 5
7 L 27 Leviathon L 5l ! LAO(b) 1306 | 1 108 12.5 b
5 2 Macquarie Vorsteds L 5.2 I L35 978(g) -
L 27 Crystal Clothg L 5.2 ’ L2l 827 ? ? ?
2 | 2, | Stirling Henry L 5., | 26 ! 589 | 4 675 1) Lo
! ¢ |



(1) (2) (3) (&) (5) (6) (7) (8) (9)
|

3 29 Johnson Leather Co L 5.8 1281 3121 2 379" 20.5%
5 23 Ballarat Wl Wsd Co L Drexs 248 380 oTe
5 26 Sutex Ind L 549 564 1561 1 126 1246
3 42 Mirror Newspapers L 6.2 1773 4385 5 2
5 26 Holeproof Ind I 6.6 1174( ) 3004, 3
3 L2 W A Newspaper L 646 g99p\8 INESIN ? ? ?
3 7 FoHe Faulding & Co @ 6.8 1021 224 oe
2 2L Bradford Cot Mill L 7.0 4232 12262 1 776, 9.7,
5 23 F & T Industries L 7 o4 9882 29917 5 3298 1645
7 27 George Wardrop L 72 222 528 -
7 27 Berlei (United) L 742 1425 3448 .
5 8 Taubmans Ind L T2 i 2033 6272 2 ? ?
2 L3 Tas Board Mills L 7.5 631( ) 1283 1 190 2941
3 42 shipg N/Pap (Vie) L 7.5 96 \© 229 -
L 40 Henry Jones (IXL) L 7.6 5007 16971 ? ? ?
7 27 London Stores L Te? 593 1770 oo
2 38 Nestle Co (A) L 7.7 3524 11754 1 ? &
2 36 British Tobacco L 7.8 | 18&56( ) 63905 1 176 Oul
5 35 W Thoms & Co (WA) L 7.8 | 855\ ¢ 2258 ve
5 26 Beau Monde (4A) L 8e1 ! 261, 764 .o
6 14 Thonpsons (Castle) L 8e1 | 697 2500 2 1401 2242
5 23 Q/land Wolen Mfg Co L 8.2 ! 75 187 oe + +
1 33 Tooheys L 8.3 | 35&A<b) 42868 L 380 Le7
2 2l Aus Cotton Mfg Co L 8.5 | 106 157 e
3 10 Cresco Fertiliz L 8.6 985 3776 oc
7 27 Formfit of Aust L 8.7 | 135 503 -
7 4L Duncan/s H L 849 358 1117 -
3 L2 Shipg N/Paper (S&) L 8.9 2l N -
A 37 CSRColL 94 | 27456 114933 3 42997 49.2
3 29 Ass. Leather T 9.2 1262 3734 ? ? ?
5 1A White Crow L 9¢3 | 122 335 1 ? ? o
A 22 Email L 9.3 | 399 16623 2 ? ? N
3 34 R B Davies Ind L 9.5 | 1.64( ) 1961 3 179 12.0 '
1 33 Cascade Brewery Co L 9.5 832\% 26,0 2 165 G et
L 21 Internat Products L 9.5 305 1695 1 50 645




(1) (2) (3) (&) (5) (6) (7) (8) (9)
[ | [

2 | L3 ! Ass Pulp Pap Mil T ! 946 L875 l 20738 -

3 i 2 | Swan Portland Cmt L | 9.6 | 260 | 1079 1 38 Bl
1 ; 23 ! C/tlenaine Perkins L E 2.6 ; 2228 1 10439 .

1 | 33 | Lion Brewing L ! 9.8 | 140 ! 546 .

L ! 21 Felvinator A L { 9.8 4008 . 4,98 eo

41 331 Tooth & Co L | 9.9 | 8364 | 30280 oE

10.0 = 19.9 1 F 33 f Carlteon & United L 1041 16228<e> ! L8584 1 2807 ; 8.6

2 ]' 38 i James Stednen L 10.3 785 | 3533 2 ? 2
L 1 19 . Tulloch L ; 10,3 501 | 1675 2 146 1244
3| 18 ' Pizzey L | 104 870 | 2932 2 36" | 4.8"
6 * 14 1 Aust National Ind L 10.9 1881 L 587 1 52 J 1.3
5 : 23 ] Onkaparinga Woollen Co L | 11 24 348 [ 1597 q ¢ ?

2 2 ! Bond Ind L L 11 1369 | 7Thog 1 ? ?

2 45 I Goodyear Tyre L ! 14 o1 L72 L o2h2qC s

7 L, Reid Bros H L L 113 79 ! RS .

3 : 42 i Herald & Weekly L ! 11 o4 3706 L1590 2 1322 842
' 5!  Aus Consol Ind L LN 11752 | 0970 3 7314 1244
7 3l Hackshall's L . 11.8 385 4928 1 13 0.8
5 | 26 Trestige L | 4109 1473 8723 2 3516 21l
2 | L5 | Dunlop Aust L | 119 7348 L1361, R

5 ; 48 . Hancock & Gore L 12.3 315 I 4716 oxe

Lo 24 | Anmel. Tare (4) L 1 1244 2307 | 14072 .

30 2 Adel. Cemt. H L 1249 387 | 4325 T

5 i 20 Malcoln Moore Ind L ] 1249 L8 i 2,50 oe

3 ! L2 David Syme & Co L i 13,2 1039 5848 1 ? ?

7 | 52 i HMathias & Co L " 13.2 15 i 63 .

6 14 | Hadfields (wW4) 1934 L 1342 N | 618 .

1 35 Swan Brewery Co L 132 2989( ) 10192 3 453 6.3
6 | 14 Bradford Kendall L l 1342 436\ 29L3 o D
5 23 | Wangaratta Wolen Mills T 13e ) 287 l 1268 oo =
2 - 38 | Allens Confec I 1347 346 | 2334 .o

2 ' L3 © Austn Pap Mfg L 1347 8469 | 63767 2 1051 149
b 21 | A G Healg L 13.9 1044 | 10549 1 253 2.8
2 39  Peters Tce (WA) L 1140 1,0 i 3620 1 806 5.3




(1) (2) (3) (&) (5) (6) (7) (8) (9)
2 ) Cellulose Aust L 14.0 474(13) 3525 ;. = "
3 L2 Shipg Newspepers L 1he3 23'(1j 1;13 2 2
7 27 Rothwells Outfitting L 1he3 ae T é. s b0
3 18 Horwood Begshaw L 14-& 309 e >
3 2 Goliath Cnt H L 145 58 (a) . é165 »

5 N H L Brisbane L 1h.e6 289 ‘ =

3 10 Courtauld (A) L 1he7 1445 (o) L

Iy 6 Night/gale Supply Co L 1059 155 o : , :

1 33 S A Brewing Co L 1469 116 /100 ! o e

2 24 Davies Coop & Co L 15.0 13 g 143512 ; P o

5 26 Hilton Corpor L 15 o1 336 g ; At~ eL

3 L2 Adv Newspap L 151 12 : EEL 3 e i

L 21 Malleys L 1562 239 i 1 oy =

4 22 Johns & Waygood H L ;\g.z Z9 2 ! : !

27 Gentex L ol 5 Bl

; L2 C/solid.a‘bed Press H L 1546 11;.25 12[7%2 g 15?%7 ?6 v

L 19 Freighters L 158 SJO 5 : el ot

1 13 EZ Ind L 15.9 5 2 ik g

: 6 Nali.Ly . ints L 12.3 82 L84 1 15 348

; ; AL I\%ITI\MS 1642 11622 139552 3 28053 21 .9

L 6 I¢T(A&Nz) L 2 g ’ i 2hag

L 15 Mytton's L 1643 368 2445(f) g

3 2 S A Portland Crt Co L 1643 30 g »

3 2 9/lend Cement Co L 1643 9 3(3.) - : . P

3 31 Turner Ind L 16.5 zgg o ! . o

L 19 Clyde Ind L 16 .6 15 o 3

5 23 Valley ‘Yorsted M L 1647 gg} L ; 55 .

5 50 Moulded Products (4) L 170 1 o 2

L 22 Elect Bquip of A L 172 ;_g? s ) 6 BB .

L 15 Siddons Ind L 1742 , 72 sBoats i 2
i 1 12 BHP CoL 1743 3 % o e : - 6 .
i : o IT{epOIC;'L I 12.; 11:|79 2726 2 249 gg

A or1 Piper L 5 e

| Z 21 Blectronic Ind L 19.8 41069 18803 5 2471




(1) (2) (3) (&) (5) (6) (7) (8) (9)
20.0 and over L 24 Simpson-Pope H L 2064 524 8591, 2 44400 1784
6 14 Bliss Welded Prod L 20,2 20l 1472 1 28 R
2 16 G MHPty L 2045 6368 99277 .o
2 25 Carpet Mfg L 20.7 450( ) 2867 2 14186 18.9
3 2 North Aust Cement L 20.8 143\& 1153 -
L 6 Union Carbide (4) L 2243 510 8966 1 ? o
L ) M B John & Hattersley L 2240 269 5681(q) L 41822 33.7
5 17 Borg-¥iarner (A) L 23 a4 735 74031 e
2 11 Ampol Petrol L 2402 2278(d) 74483 1 3410 Le7
2 11 Boral L 26 .1 2554, 38759 5 13392 37.0
2 45 S A Rubber H L 26 .7 167 7299 2 1780 2449
3 3 Blue Metal Ind L 2748 475 21128 I8 2113 10.2
2 39 Petersville (&) L 28 o1 1464 16323 8 3606 2247
3 3 Concrete Ind L 3061 ! 357 13323 10 4,982 38l
2 16 Chrysler Aust L 3246 | 795 32809 A 1050 1247
2 38 Life Savers (A) L _ 3749 | 195 359 3 2054 604
L 21 Warburton Franki L 402 | BBA(Q) 2128 1 132 Tl
5 35 Allied Mils L 40.6 | 834" 16395 2 3793, 2Ly
3 L2 News L 40045 282 14608 7 3651, 25.5 "
$=081109 [5=1905748 $=186890 AVe= 1145

NMotes: Column (4) : See Appendix Table .2
Column éZ; : See Appendix Table ©:1

Column : (a) 1951 figures

(b) 1952 figures

(c) 1953 figures

Edg 1954 figures

e) 1955 figures

Column (6) : (f) 1965 figures
(g) 1966 tigures

Column (7) : It includes all forms of takefpvﬁrs, anelganations and purchase of control of additional assets through obtaining
ownership of nore than 50%?5%“%%@ voting shares. When the exact number of companies acquired is not known, a
question mark is inserted.

Colunn (8) . Vhen the infornation concerning value of ascquigition is not aveilable a question mark is inserted. Vhen the value
of acquisition is inconpilete nainly hecause oﬁfﬁisolosed cash offers made %o acquircd firms the figurass are suffixed
by a plus signs

Sourcés: Jobson's Investrient Digest, Year Boolk of Tublic Companies cf iustralic and Now_2ealond,.1950-1969

‘¢le



Appendix Table F.3

24 L.

Transition lMatrix : Distribution of Firms by Opening and Closing Size

4146 Continuous Firms

Total
Closing Size (1967) 22$;:£i:£
1 2 3 4 5 6 7 8 9 10 11 12 13 (1967)
1 L) 2 L) 1 1 a0 e o0 e e e ee ee Ll-
2 e *8 3 1 L'- 0 oe o e L ] LN ) * e o0 o8 8
3 LY 1 2 l]- 3 '1 2 1 1 oo (X on eeo 15
8 )+ se o L] 3 5 7 1)‘ h. e e (X} o0 32
%3 5] ee oo s 4 2 7 8 L 6 1 ew pe 34
: 6 o o0 °os oe 1 X ] 6 6 8 LN ] o0 LX) 25
.(;_) 7 oe o3 LX) os e s L) l{- 3 oo 2 1 o0 10
té) 8 [ ] o o e L] s e e [N} '1 2 7 es 1 [N ) 11
o
§ 9 e X L) ®e o0 s e se (X o 3 2 1 6
o 10 LN ] .0 o LN ] o e .o LN ] ae LN ] LN ] 1 e 2
11 ee s e L XY o0 e ee se e o o0 ea (X} 2 2
12 [ N ] e LN *oe e 0 e [ N ] LR ] L L X 1 . e L N ] [ N 3
13 LN ) *e® L N ) LN ) .9 o6 e e oe . e *0 * e [ N )
Total
Number of . 3 5 40 46 45 27 20 20 45 7 5 3 146
Companies -

(1950)




Appendix Table F.l

Results of Regressions of Net Assets Growth on Profitability

. . . 2
Regression coefflclent G
Regression equation :

t—) T €

where a and b are oons ant ter
& the random error term
g, the growth of net assets (%)
p, net profit rate per net assets (%)
No. of Regression of 8(1956-61) Regression of 5(1962-67)
Companies on P (4950-55) On P(41956-64)
r2 a b € r2 a b &
(1)
127 'Middle'! and
'Slow-growing' firms
1 small firms 2).]. .02 8.79 -13 20 'I|9 "2.9L|. 366* 029
2 medium-size firms 75 02 7482 39 30 | OC 2.83 06 «28
3  large firms 28 42 —olb6 136% o3 «05 3416 19 42
Total 127 firms 127 .05 7449 WL A6 | O 2416 22 «20
(2)
Single~trade firms
4 "Widdle'! and
'slow-growing' firms 78 .02 748 o21 16 NN - .87 L5+ 27
2 All firms 87 .00 14«18 «10 26 | JO 6.69 =204 031
(3)
Diversified firms
4 'Middle! and
'slow-growing' firms | 19 .20 3666 141k ¢33 | .0C 4.82 40 .28
2 A1l firms f 59 oY 15430 23 38 | .oy }.38 .35 .22

*qie



Noe of

Regression of 8(1956-64)

Regression of 8(1962—67)

Companies on P(4950-55) on P(41956~61)
r2 a b & r a b &

(4)
Major industry groups -
146 continuous firms
1 Cement, etc. 10 NN 976 116+ 1,95 | .08 2.87 <96% 4,48
2 Chemicals, etc. 14 12 Do) 8L W66 30 =224 1 o63% 72
3 Iron and Steel, etc. 19 .0C ! 17.08 «O1 36 .09 15,57 -5 43
4 Electrical Engineering 12 «29 =51.58 765+ 3,95 .02 3493 .20 L5
5 Textiles, etce. L 003 6.89 .07 « 24 002 «00. 11 o2
6 Sawmills, etce 12 003 9.76 027 053 0001 1092 -07 165
7 Tood, tobacco, etc. 24 02 9.77 o148 77 22 48,79 -4.08% L3
8 Newspapers 11 52 21623 =14b5% «50 « 01 771 =11 50

(5)
Concentration groups -
146 continuous firms
1 Monopoly and duopoly 12 51 3.6k 4 .3T7* L2 | 000y 6477 -.05 54
2 High-oligopoly 27 .08 9.87 «H1 36 009 11.59 -.26 «53
3 Moderate-oligopoly 29 .07 22,72 =77 T ey 2.3 .65 L6
4 Low-oligopoly 23 06 -2 2,09 175 | «O4 6.99 ~-.18 32
5 Unconcentrated 3 <05 13410  =.43 232 | 06 5.89 -.63 o413
6 Competitive 5 OO 12,88  ~.11 1.46 | JO7 5.70 «39 .82
7 High-competitive 16 «H 6.62 12 «31 10 =2,06 ol 33

(6)
Total 146 firms 146 .003 12.78 15 22 518 .05 19

Neo|

* Gignificantly different from zero at less than the 5% level.

+ Significantly different from zero at the 10% level.

.9‘(2



Retained Profit as Proportion of Net Assets increase: 1950-67;

Appendix Table F.5

146 continuous firms - concentration groupss

217.

(1) (2) (3)
Concentration Net Retained Increase in (1)/(2)
Group Profit Net Assets %
(£1000) (£1'000)
|
(i) 1950-55 |
1 15043 104570 14439
2 39106 107810 36459
3 6209 31296 1984
L 1409 50635 2783
5 5993 34605 1730
6 1504 4849 31.78
7 1892 5379 35417
All companies 84245 3398 24.+83%
(ii) 1956-61
1 56656 33010 17616
2 57183 163881 34489
3 14439 57744 25
4 1722} 112009 15438
5 8795 L5352 19439
6 1179 2318 50.86
7 2183 5168 42424
211 companies 157659 716646 22,00
(1ii) 1962-67
1 75096 195051 38.50
2 89321 210937 L2430
3 20759 52980 39.18
I 20200 94836 21430
5 110N 26383 4240k
6 1319 3394 38486
7 148 -162 —875 31
All companies 249201 583419 3757
(iv) 1950-67
1 146795 629765 23431
2 185950 1482628 38453
3 11,07 142020 29416
L 51515 257480 20401
5 25879 106380 24635
6 4035 10564 38424
7 5493 10385 52489
411 companies 161078 1639249 28413
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