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IIntroduction

Thisstudyexaminestheeffectivenessintermsoffinancialoutcomesofproductdiversiｭ

ficationstrategiesthattheJapanesetextilefirmshavefollowedsincetheearly1990s. Witha

fewexceptions(Kodama , 1995, GembaandKodama , 2001)theempiricalanalysesofrecentdiｭ

versificationmeasuresadoptedbytheJapanesefirmshavebeeninadequate , especiallywhen

comparedtothoseontheU.S.companies.Besides , thediversificationstudiesofJapaneseenterｭ

priseshavemostlybeenqualitativeanddescriptive. Ampli ちring thepreviousresearchthrough

statisticalandsystematicapproaches , theresearchtakesthetextilebusinessesofthecountryas

acontrolledindustry-levelsampleinordertoanalyzetherelationshipsbetweendiversification

conductandeconomicperformance.

Inthestrenuousmarketenvironmentintermsofproductmaturityandinternationalcomｭ

petitivenessthattextilecompanieshavelongfaced , thispaperattemptstoexplorewhichstrateｭ

giesfunctionedmosteffectivelyfortheJapaneseenterprises.Thefollowingsectionofthepaper

brieflyreviewstheextensiveliteratureonfirmdiversification.PartIIIexplainstheconstructed

data , employedvariablesandempiricaltestsadoptedinthestudy.AfterPartIVteststhedata

withmultipleregressionanalyses , PartVsummarizestheresultsandexplorestheirimplications.

ITConceptualFramework

Areviewofthem可or diversificationliteraturerevealsthatthesubjecthasattractedone

ofthelargestbodiesofworkinstrategicmanagementresearch. SpurredbyRumelt'sseminal

studyoncorporatediversification(1974), severalstudiesfollowedthedebatetoexplaintheperｭ

formancedifferentialsamongfirmschoosingcontrastingstrategies.

Inhisbenchmarkstudy , Rumeltdefineddiversificationasan"entryintoanewproduct

marketactivitythatrequiresanappreciableincreaseintheavailablemanagerialcompetence

withinthefirm"(1974:10).Hismethodologybasedmostlyonqualitativemeasuresidentified

fourmajordirectionsofdiversificationstrategy:single , dominant , relatedandunrelated.

-Sinfdebusinessfirm:firmsthatarebasicallycommittedtoaparticularproductmarketwith
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morethan95%oftheirbusinessesinasingleactivityorlineofbusiness.

-Dominantbusinessfirm: 日ロTI S thatdiversifiedtosomeextentbuthavebetween70%and95%

oftheirannualrevenuesinaprincipalactivity.Itisfurtherdividedintothreesubgroups:domiｭ

nant-vertical , dominant-constrainedanddominant-linked.

-Relatedbusinessfirm:nonverticallyintegratedfirmswhichderivelessthan70%oftheirreveｭ

nuesfromaprimarybusinessarea,buthaveotherlinesofbusinessesrelatedtotheprimaryarea.

Relatedcategoryisdividedintotwosubgroups:related-constrainedandrelated 箇linked.

-Unrelatedbusinessfirm:nonverticalfirmsthatderivelessthan70%oftheirbusinessesfrom

aprimaryarea , andhavefewrelatedbusinesslines.Thiscategoryisfurtherdividedintotwo:

unrelated-passiveandacquisitiveconglomerates.

Becauseallbutsinglebusinesscategoryhasbeenthendividedintosubcategories , atotal
ofninedifferentclassificationsareultimatelyemployed. Thosediversificationstrategiesare:

Single, dominant-vertical , dominant-constrained , dominant-linked , dominant-unrelated , relatedｭ
constrained , related-linked , unrelated-passiveandacquisitiveconglomerates. (SeeRumelt

(1974)foradetaileddescriptionofthenineclassifications).Strategicmanagementstudieshave

generallyfollowedthebasiccategoriesthatRumeltconstructed , butalsoreclassifiedhisoriginal

schemetoimproveitstheoreticalcoherenceandpracticalvalidity(Bettis, 1981, Bettisand

Mahajan , 1985).
SomeotherstudieshaveemployedJacqueminandBerry's(1979)"entropy"measureof

diversificationbasedoncountingtheproductcategoriesinaccordancewiththeStandardIndusｭ

trialClassification(SIC), whichcapturedtheessenceofRumelt'scategories. Inthismeasure ,
firmparticipationindifferenttwo-digitSICcodesattheindustrylevelistreatedasunrelateddiｭ

versification , whiletheentryintoafour-digitSICcodeattheproductlevelwithinthesametwoｭ

digitSICcodeisregardedasrelateddiversification.

Followingthedefinitionabove, relateddiversificationentropy(DR)canbewrittenas:

凡f

DR=LDRjPj

whereM isthenumberoftotalindustrygroupsafirmisoperatingand巧 is definedastheshare

ofthesegmentofjthgroupsalesinthetotalsalesofthefirm.Unrelateddiversificationentropy

(DU), ontheotherhand, canbeshownas:

M

DU= エ 巧InCI/巧)

whichistheweightedaverageofalltheindustrygroupshares.Uponaddingtheseindices , the
sumofrelatedandunrelatedcomponentsofdiversification , isthenthetotaldiversificationenｭ

tropy(DT)ofthefirm, whichcanbewrittenas:

N

DT=LPiInCI/Pi)

wherePistandsfortheshareoftheithsegmentinthetotalsalesofthefirm, andNrepｭ

resentstheindustrysegmentsinwhichafirmisoperating. Themeasurethusconsiderstwo
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elementsofdiversification;thenumberofsegmentsafirmoperatesandtherelativeimportance

ofeachofthesegmentsinthetotalsales. Foradetailedtechnicalexplanationoftheentropy

measure, seePalepu(1985).

Inspiteoftheconsiderablestudy, nevertheless , thefindingsofseveralarticlesonthelitｭ

eraturehavebeencontradictoryandtheimpactofproductdiversityonperformanceisyetnot

clear.Perhapsthemostcommonfindingisthatrelateddiversifiersexemplifyhigherresultsin

theirperformances(Bettis , 1981, Varadar司jan andRaman 可am ， 1987, DattaetaI, 1991).These

resultshavebeenintuitivelyenticingastheysupporttheresource-basedandrelatedmodelsof

thefirm(PrahaladandHamel , 1990;TeeceetaI., 1997).Inthesetheories, economicquasi-rents

andscopeeconomiesfromthesharingofstrategicresourcesandcapabilitiesareclaimedtocreｭ

atesustainedcompetitiveadvantageandhigherperformance(Barney, 1991, TeeceetaI., 1997).
Manyotherworks, however ,haveshownthatsingleorunrelateddiversificationstrategiescanbe

moreadvantageousthanrelateddiversification(MichelandShaked, 1984, Lubatkin , 1987).

illResearchMethod

m.l TheData

ThesampleincludesthetextilecompanieslistedontheFirstandSecondsectionsofJaｭ

pan'sthreelargeststockexchangemarkets;Tokyo, OsakaandNagoya. Theapparel-making

companieswereultimatelyexcludedfromthesample, unlesstheyhavebeenoriginallytextile

manufacturers. Thiswasbecausetheapparelindustrywasestablishedindependentlyfromits

textilecounte 中art inJapan.Besides ,clothingoperationsthatrequireddifferentcapabilitiesthan

thoseofmaterial-makingtypifieddissimilarindustrydynamics. Therefore , theinclusionofapｭ

parelcompanieswouldhavemadetheexplanatorypowerachievableinasingleindustryanalysis

lessrobust, asthepu 中ose ofthisstudyistoexploretheintra-industryperformancedifferences

inanenvironmentinwhichasmanymacro-andmicro-economicfactorsaspossibleareconｭ

trolled.

Afterthissorting 白out procedure , wewereleftwithasampleof72companies(SeeApｭ

pendixforthelistofcompanies).Asoneofthefirms, Carolina(laternamedGro-Bels) , didnot

fitinanyofthequalitativediversificationclassifications ,itwasremovedfromthesample.1
) The

datafortheindividualenterprisescamefromvariousprimaryandsecondarysources , including
YukaShokenHokokusho(ReportonSecuritiesandStocks), semiannualreportstotheMinistry

ofFinance , ToyoKeizaiKaishaShikiho(QuarterlyReportsonListedCorporations) , andKaisha

ZaimuKarute(AnalysisofCompanies'Finance).Wheneverdataweremissinginthosesources,
thedatawereobtainedbycontactingtheindividualcompanies.Astheperiodthestudycovered

isfrom1991to2002, allthecompaniesthatthestockexchangeslistedintheir"textile"section

areconsideredevenwhenacompanyexitedfromthesectionforthereasonsofbankruptcy ,
mergersandacquisitions.

I)Carolinaeventuallytransformedintoapurerealestatecompanyinthesecondhalfofthe1990s.
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彊. 2 TheVariables

Twodifferentindependentvariablesmeasuringproductdiversity , Rume1tclassification

andentropymeasure , wereemployedtoexplainthedependentvariablesthatmeasureperfo ロn

ance. Othervariableswerethenincludedonthebasisoftheirpotentialtoexplaintheperformｭ

ancedifferencesamongfirms.Forallvariablesfour-yearaverageswerecalculatedfortheperiｭ

odsof1991 ・1994 ， 1995 ・1998 ， and1999-2002.Thereasoningbehindthismethodwastocapture

theeffectsofdynamicfirmstrategiesthatchangedfromonediversificationcategorytoanother.

Table1liststhevariablesandtheiroperationaldefinitionsusedinthisstudy.

Table1.Variablesandtheirdefinitions

Financialperformance

Productdiversificationstrategy

Technologicalassets

Marketingassets

Capitalintensity

Apparelintegration

Strategychange

Firmsize

ROA=Current(ordinary)profits1/totalassets
ROS=Current(ordinary)profits/totalsales

RumeltClassification:
V- Vertical
Vur-Vertical-unrelated
RC-Related-constrained
RL-Related-linked
UR-Unrelated

Entropymeasure:
Er- EntropyRelated
Eur-EntropyUnrelated
Et- EntropyTotal

RD=R&Dexpenditures/totalsales

ADV=Advertisingexpenditures/totalsales

CAP=(TotalAssetsl1,OOO,OOO)/Employees

APPAREL(Dummyvariable, 1or0)

CHANGE(Dummyvariable, 1or0)

ASSET=TotalAssetsl1,000,000

Note:ICurrentorordinaryprofitsarecalculatedbysubtractingfrom, oraddingto, operatingprofitsuchitems
asbalanceofinterestpaymentsthatrepresentnonoperatingprofitorloss.

2.1 PerformanceMeasures

Asinpriorresearchondiversification , thispaperusesaccounting-basedmeasurestodeｭ

fineafirm'sprofitability. Thereturnonassets(ROA)isemployedtoillustratetheprofitability

ofcompanies. ROAisselectedbecauseitreflectsameasurementofbothstrategicandoperaｭ

tionaleffectivenessofthetotalresourcesunderthedirectcontrolofmanagement. Besides , it
alsominimizestheperformancedisparitiesbetweendownstreamandupstreamproductionprocｭ

esses. Thisdistortionmaybeatroubleincaseoftheemploymentoftheotherm可or measure ,
returnonsales(ROS) , whichtendstoinflatetheperformanceofupstreamfirmsforpurelytechｭ

nicalreasons. Yet , asanysinglemeasuremaygeneratecriticism , thefindingsbasedonROAas

thedependentvariableissupplementedbythosebasedonROS.
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2.2. ProductDiversification

TheproductdiversificationmeasuresemployedinthisstudyaremainlyRumelt'scatego ・

riesofdiversificationstrategies.Thiswasthensupplementedbytheentropymeasures , total, reｭ
latedandunrelated , basedonJSICcodes(StandardIndustrialClassificationforJapan).Theemｭ

ploymentoftwodifferentmeasurementswasnecessarytominimizethebiasthatmayleadto

questionablereliabilityandspuriousresults(Nunnally, 1978). Besides, weselectedthisapｭ

proachbecauseanySICcodesalonewouldnotcapωre theprimaryissuesunderlyingtherelatｭ

ednessofproductmarkets , especiallyinthetextileindustry. Basicallylabelingafirmthat

moved 企om spinningsyntheticfibers(JSIC142)intosyntheticfibermanufacturing(JSIC204)

andthensyntheticleathers(JSIC222), whichareallclassifiedunderdifferenttwo-digitcatego 帽

ries, as"unrelated"wouldcompletelybemisleading.Inthesecases, amodifiedprocedurewas

takenafterexaminingtheparticularfirm'shistoricalgrowthaswellastechnologyandmarketinｭ

terrelationships.Owingtotheaggregatednatureofthedataatthesource, three-digitJSICcodes

wereusedtoclassif シrelated diversification. Thetextilefirmsillustratedfivebasiccategories

ofdiversificationinaccordancewithRumelt'sclassificationschemes.Nevertheless , somealteraｭ

tionsweremadetofindmoreapplicableproceduresforthepu 中ose ofthisfocusedstudy(See

Appendixforthediversificationclassificationsoftheentiresamplecompanies).Wereferredto

individualcompanyhistorieswheneveranysubstantialdoubtscameupduringtheclassification

process.Thefivediversificationcategoriesalongwiththeadditionalchangesare:

1)VerticalBusiness:verticallyintegratedfirms(havingverticalratios2)of0.7ormore)that

sellavarietyofend-products , nooneofwhichcontributesmorethan95percentoftotalsales.

ThroughsomemodificationtotheRumelt's(1974)originalcategory, weincludedthefirmsthat

haveverticalratiosof85percentormoreand15percentorlessunrelatedbusinesses.Therest

ofverticallyintegratedfirmswithmorethan15percentunrelatedbusinessesareclassifiedunder

anothercategory:Vertical-UnrelatedBusiness.Thistypeofre-categorizationwasessential, as
theverticallyintegratedcompanieshavebeenincreasinglymovingtowardsunrelatedf

2)'Verticalratio'isdefinedastheproportionofafirm'srevenuesattributabletoalloftheby-products , intermediate
products , andfinalproductsofaverticallyintegratedsequenceofmanufacturingprocesses(Rumelt , 1974).

3)'Specializationratio'isdefinedastheproportionofafirm'srevenuesthatisattributabletoitslargestdiscrete

product-marketactivity.Foradetailedexplanationofspecializationratioanddiscretebusiness , seeRumelt ,
1974

4)'Relatedratio'isdefinedastheproportionofafirm'srevenuesthatareattributabletothelargestgroupofbusiｭ

nessesthatarerelatedinsomewaytooneanother.
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inalmostallcaseswasapparentforthecompaniesthatdiversifiedwithinthetextileindustry

only, suchasthemanufacturingofropesandfinishingnetsorca 中ets anddifferenttypesoftexｭ

tilemats. Therefore , firmsthatdiversifiedintoothertextilefieldswithspecializationratiosless

than0.7andrelatedratiosmorethan0.7formthisgroup.Thistypeofclassificationwasnecesｭ

saryandwouldbecriticaltoanalyzetheperformancedifferentialsbetweenthefirmsthatstayed

intextilesandtheonesthatdiversifiedintorelatednon-textilefields.

4)Related 幽Linked Business:relatedbusinessfirms(asdefinedabove)thathavediversified

byconnectingnewbusinessestosomestrengthorskillsalreadypossessed , butnotalwaysthe

samestrengthorskills.Thisgroupencompassesthefirmsthathavediversifiedfromtextilesinto

non-textilefields.Tobemorespecific , syntheticfibercompaniesthatmovedintoseveralchemiｭ

calsandplasticcomponents , pharmaceuticalsand/orelectronicpartsarethepredominanteleｭ

mentinthisgroup.

5)UnrelatedBusiness:nonverticalfirmsthathavediversifiedwithonlymarginalrelationｭ

shipsbetweennewbusinessandcurrentactivities.Theyarethecompaniesthatrepresentareｭ

latedratiooflessthan0.7.Thisgroupincludestextilefirmsthatdiversifiedintobusinessessuch

asreal-estate , consumerfinanceand/orfoodmanufacturing.

2.3 TechnologicalandMarketingAssets

Followingtheotherstudiesonthesubject(Caves, 1996:5・13 ， DeliosandBeamish , 1999),
afirm'spossessionoftechnologicalassetsismeasuredbyitstechnologicalintensity ,whichisthe

ratioofR&Dexpenditurestothefirm'stotalsales.Asimilarargumentwasthenappliedtomar~

ketingassetscalculatedastheratioofadvertisingexpenditurestothefirm'stotalsales.Followｭ

ingRumelt(1974)andBettis(1981), weadoptedtheassumptionthattheratiosofresearchand

developmentexpenditurestosalesandadvertisingexpenditurestosalesmeasuresignificantporｭ

tionsofopportunitiesfordifferentiationandsegmentation.Besides ,technologicalandmarketing

assetsmayalsobepartialmeasuresofafirm'sextensiblecoreskillsorcapabilities(Rumelt,
1977).

2.4 CapitalIntensity

Bynatureoftechnology , somesegmentsinthetextileindustryaremorecapital-intensive

thanothers.Syntheticfibermanufacturing , forinstance, employschemicalprocesses , whichdiι

ferfrommechanicalandlabor-usingoperationsofcottonspinningand/orweaving.Afirmmay

thenchoosetobemorecapital-intensivethanfavorlabor-intensiveproductionfacilitiesinindiｭ

viduallines(suchasautomatedspinningmachinesversuslabor-intensiveones). AsBettis

(1981)suggestscapitalintensity , ingeneral , imposesagreaterdegreeofriskbecauseassetsare

企ozen inthelong-termthatmaynotbeeasytosell.Therewillthenbeexcessreturnsassociated

withsuchrisks, giventhebasicproposalineconomicprinciples.Ontheotherhand , suchassets

assunkcostsmayencourageretentionevenintheindustryofovercapacity , whichmayleadto

lowerprofits.Wethusincludethisvariableinourmodeltoconsiderthepossibledifferencesin

profitabilityamongfirmswithdissimilarcapital-intensitylevelsinthetextileindustry.Asisemｭ

ployedinmanyotherstudies(Shepherd , 1979, Bettis, 1981), weusetheratiooftotalassetsto

thenumberofemployeesasameasureofcapitalintensityinourmodel.
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2.5 ApparelIntegration

Auniquevariableemployedinourmodelisapparelintegration, asithasbecomesignifiｭ

cantinthetextilebusiness.Byapparelintegrationwemeantheforwardintegrationintoclothing

manufacturing.Thisvariablewasincludedbecauseintegrationintotheapparelindustrymight

openupnewopportunitiesforgrowthandprofitability , whenatextilecompanyisabletoexploit

synergyeconomiesbetweentextilemanufacturingandapparelmaking. Theapparelbusiness ,
however, requireddifferentcapabilitiesthanthoseofmaterialmaking. Itthusseemedreasonｭ

abletoexpectthatentryintoappareloperationsmaybeassociatedwithdifferencesinfirms'

profitability. Weusedadummyvariabletorepresentintegrationintoclothingmanufacturing.

ThedatacamefromYukaShokenHokokusho(ReportonSecuritiesandStocks)andindividual

companyannualreports.

2.6 StrategyChange

Oneimprovementofourmodeloverconventionaleconometricdiversificationresearchis

thatthemodelexaminedtheperformanceeffectsofstrategychange. Bystrategychange , we
meanthealterationofacompany'sstrategywithintheRumeltclassificationschemeadoptedin

thisstudy.

Whenanenterprisealtersitsbasicstrategicorientation ,profitabilitymayimproveaslong

asthemoverepresentstheflexibleandadaptiveemploymentofcompany'sinternalresources

andcapabilitiesinanewmarketenvironment.Financialoutcomesmayactuallysuffer, however ,
ifafirmabruptlyshiftsitsbasicproductportfoliosimplybecauseotherproductmarketslook

promising.Wethereforeincludethisvariabletoexplorethepossibleimpactofstrategychange

onprofitability , forwhichweemployedanotherdummyvariable.

ill.3 AnalyticalModel

Weemployedamultipleregressionmodeltoexaminetheeffectsofdiversificationstratｭ

egyonfinancialperformanceinthisstudy. Alongwithmostotherdiversificationstudies , the
techniqueemployedwasordinaryleastsquaresmethods.Asfirms'productdiversityintermsof

theRumeltclassificationwasnotstableovertime, wep児島町ed tousepooledcross-sectional

datasetbasedontheaverageofthreetimeperiods(seeSayrs, 1989fortheadvantageofthisapｭ

proach). Thisisbecausewewereconcernedwiththechangesindiversificationstrategyover

time.Thisapproachcontrastsmostotherstudiesinthediversificationliteraturethatsimplytook

theaverageofthedataovertime.Thetimeserieswithaveragefiguresinthepoolwere1991ｭ

1994, 1995・1998 and1999-2002.Bythismethod , wecouldreducethetransienterrors, andalso

capturethedynamicsofchangingproductdiversificationovertime. Besides , wecouldoverｭ

comethetroublesassociatedwiththehighlevelsofheteroscedasticityamongthecross-sectional

dataandserialautocorrelationwhichoftenoccurswiththetime-seriesdata.Averagingthedata

overfouryeartimeintervalsappearedappropriateafterexaminingthechangeoffirms'product

diversity.

Theregressionwasdesignedtoinvestigateperformancedifferencesamongthefivebasic

diversificationcategories , vertical , vertical-unrelated , related-constrained , related-linkedandunｭ

related, andtheeffectsofotherstrategiccontentsonprofitability.Ourmodelisspecifiedas:
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ROA=β0+βl(V)+β2(Vur) +β3(RC)+β4( 紅)+β5(Er)+β6(Eur)+β7(RD)+β8(ADV)

+β9(CAP)+β1 O(APPAREL)+β l1(CHANGE)+ e

Dependingonthediversificationstrategyofindividualfirms , inthemodelV, Vur , RC

andRLaredummyvariablesthattakethevalues1andO.Avariablefortheunrelatedstrategy

isnotincluded.Thisisbecausethecoefficientsfortheotherstrategyvariablesstandforthediι

ferentialperformancesassociatedwiththesestrategiesincomparisontotheunrelatedstrategy ,
andβo includestheeffectofunrelateddiversificationamongotherthings. Besides , whenthe

binaryvariableisincludedforallstrategies , thenormalregressionequationisnotindependent

andthereforeitdoesnothaveauniquesolution(seeNeterandWasserman , 1974:299 , Bettis ,
1981foradetailedexplanation).Forthesametechnicalreasons , ourmodelexcludedthevariｭ

able , Et, whichrepresentstotalentropy.

IV RegressionResultsandInterpretations

Table2givesthecorrelationmatrixamongallthevariables(exceptthedummyvariables

includingproductdiversification , apparelintegrationandstrategychange).Thetableillustrates

thatthe correlation coefficients among the selectedvariables are not high , andthus

multicollinearitydoesnotappeartorepresentam勾or probleminthisanalysis.Onlyfirmsize ,
acommonlyusedcontrolvariable , interestinglyenough , wascorrelatedsignificantlywithR&D

intensity(Pearsoncoπelation=0.722 atthe0.01level).Wethusexcludedtheassetsvariablein

ourregressionmodeltopreventthedistortionscausedbymulticollinearity.

Table2.Pearsoncorrelationcoefficientsanddescriptivestatistics

ROA ROS Er Em RD ADV CAP ASSET

ROA 0.880** -0.079 0.031 0.201** 0.090 0.084 0.211**

ROS -0.126 0.016 0.164* 0.099 ハ0 . 1 ハU今d、 0.191**

Er 0.012 0.092 0.135 0.390** 0.283**

Em 0.081 0.279** 0.216** 0.281**

RD 0.249** 0.051 0.722**

ADV 0.277** 0.357**

CAP 0.212**

孔1ean 0.008 ハυ υハ 1 斗a 0.498 0.460 1.208 0.712 0.822 96668.3

St.Dev. 0.045 0.062 0.424 0.442 1.483 1.164 0.867 192374.9

**F3u・ ‘15・ bn0I1・ nhn. 口c戸uqpしvnant4EtatatAUハυ Aυ lρeve凸
*Significantat0.05level.

Table3presentstheestimationoftheregressionsforthedependentvariablesROAand

ROS. Ourregressionresultsaresatisfactoryatareasonablelevel , althoughonemaybecon-

cemedwiththerelativelylowexplanatorypower , accountingforbetween16to22percentofthe
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varianceinthedependentvariables. Nevertheless , theF-statisticsarehighlysignificantatleast

at0.04level. Besides , thesestatisticalresultsarenotatypicalofsuchstudies. Forinstance ,
Kim,HwangandBurgers(1989)couldexplainlessthan10percentofthevarianceintheircomｭ

parisons.Fortheirworkonproductdiversification , Hoskisson , Hitt,JohnsonandMoesel(1993),
RobinsandWiersema(1995)andothersincludingTallmanandLi(1996)alsofoundcomparable

levelsofR2around15and20percent5).

TheregressionresultsforthedependentvariableROAshowthatrelated-constrainedand

related-linkedstrategiesoutperformtheunrelatedone, andtheircoefficientsarestatisticallysigｭ

nificant. Thefindingsindicatethattheperformanceadvantageenjoyedbyrelated-constrained

strategyoverunrelatedoneis6.1percent , whilerelated-linkedfirmsoutperformunrelatedones

by3.8percentintermsofROA.Bycontrast , thecoefficientsforverticalandvertical-unrelated

strategiesshowthatfirmswiththosestrategiesunderperformbyabout0.2percentand1.3per 岨

cent, respectively , relativetoenterpriseswithunrelatedstrategy. Theircoefficients , nevertheｭ
less, werenowherenearbeingsignificant. ThefindingsemployingtheRumeltclassification

werefurthersupportedbythepositiveandstatisticallysignificantcoefficientofrelated-entropy.

Unrelatedentropy , ontheotherhand, didnotyieldanysignificantresults.6)

Table3.Least-squareRegressionfordependentvariablesROAandROS

ROA ROS

Coefficient T-Statistic SignificanceCoefficient T-Statistic Significance

Constant Aυ 03今。。 ー 1 .4 44 0.152 υA ハU 今ム ζり -0.708 0.480

V -0.002 -0.074 0.941 -0.008 -0.243 0.808

Vur -0.013 -0.654 0.514 0.011 -0.379 0.705

RC 0.061 2.377 0.018* 0.07 1.931 0.056*

RL 0.038 1.857 0.066* 0.019 0.638 0.525

Er 0.046 2.476 0.015* 0.037 1.372 0.173

Eur 0.019 1.174 0.243 0.014 0.621 0.536

RD -0.004 -0.819 0.414 0.002 0.391 0.697

ADV 0.006 1.104 0.272 0.008 1.039 0.301

CAP 0.009 1.846 0.068* 0.008 1.105 0.272

APPAREL -0.019 -1.793 0.076* -0.013 -0.833 0.407

CHANGE -0.020 -1.873 0.064* -0.017 ー 1 . 1 24 0.264

R2 0.222 0.162

F-statistic 2.926(Significance=0.002) 1.953(Significance=0.040)

*Significantatthe0.10level.

5)ForanexplanationofthelowlevelsofR2inthesestudies, seeTallmanandLi(1996, pp.1 92・ 1 93 ) .

6)Theresultsforrelatedandunrelatedentropyshallbeanalyzedinacarefulfashion.Despitethefactthatunre ・

latedentropyisagoodmeasuretobeemployedinthisstudy,therelated-entropyfiguresaredifficulttointerpret.
Thisisbecauseinthetextileindustry, afirmwhichverticallyintegratedfromspinningtoweavingandknitting
appearsasdiversifiedunderrelated-entropymeasure.Thereforetheresultsforrelated-entropycanonlybeasupｭ
plementinthisstudy,andoneshalltakeintoconsiderationofthequalitativecategoryresultsininterpretingthe
numericalfigures.
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Thecoefficientsforthreenumericalvariableswerehighlysignificant , includingcapital

intensity , apparelintegrationandstrategychange.Theregressionresultsconcerningtechnologiｭ

calandmarketingassetsmeasuredbyR&Dandadvertisingintensity , respectively , weresomeｭ

whatunexpected , asthefiguresweremixedandinsignificant.

Thepresenceofapositiveandstatisticallysignificantcoefficientforcapitalintensitysup 目

portsthehypothesisthattheremaybeincreasingreturnsassociatedwiththeriskofholdingasｭ

setsinthelong-livedforms(Bettis , 1981). Somesegmentsofthetextileindustrysuchassynｭ

theticfibermanufacturingaresusceptibletorelativelyhigherlevelsofcapitalintensity , and
thereforethehighlevelsofconcentrationandbarrierstoentry.Sinceentrybarriersmeanthere

issomedegreeofmonopolypowerforafirm, wecanexpecthigherprofitsforthoseparticular

segmentsoftheindustry.Thispointshouldbecarefullyexamined , however , asfirmsthatenter

intocapitalintensivebusinesseswillachievethehighreturnsonlywhentheyestablishthecapaｭ

bilitiesthatgenerateanextendablecoretomultipleproductmarkets.Extendedproductportfolio

operationwithscatteredandunrelatedmarketscouldnotnurtureacorecapabilityfortheentire

company(ColpanandHikino, 2003).
Regressionresultsshowthatforwardintegrationintoappareloperationshasastrong, yet

negativeeffectonprofitability.Thissuggeststhattextilefirmsarenoteffectiveincreatingthe

competitiveadvantagesinapparelbusinesses , whosegamerulesaresubstantiallydifferentthan

thoseofmaterialmaking.ItisthenachallengingtaskforthesetextilefirmstofaceJapan'sesｭ

tablishedapparelandtradingcompanies. Moreover , Japan'sapparelmanufacturingisalsoina

turbulentsituation , giventheseveredomesticcompetitionandextensiveimportsespeciallyfrom

China.

Strategychangesimilarlyshowssignificantandnegativeimpactonprofitability.Thisis

predominantlyaconcernfortheverticalfirms, asadescriptiveanalysisillustratesthatmoststratｭ

egychangeisinrealityfromverticaltovertical-unrelatedandthentounrelatedbusinesses.

Therefore , ashifttowardsunrelatedoperationsaddstothedecliningperformancesofthefirms

withvertical-integratedorientations.

Theinsignificantresultsforresearchanddev
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structureintextilefirms, itmaynotbethatsu 中rising togetinsignificantresultsfortheimpact

ofR&Dintensityonperformancefromthisstatisticalstudy.

Similarfindingswereapparentwhenthesameregressionwasrunforthedependentvariｭ

ableROS, yetthecoefficientswerestatisticallylesssignificantingeneral.Related-constrained

strategyoutperformedtheunrelatedoneby7percent , whichisalmostthesameastheprevious

findingｷwiththedependentvariableROA. Theperformanceadvantagesenjoyedbyrelatedｭ

linkedstrategyoverunrelatedonewerehoweveronly1.9percent.Thismeantadeclineof50

percentinthecontributingpowerofthisvariable ラas comparedtotheresultswhenweemployed

ROAasthedependentvariable.

ThedeclineofR
2
from22.2percentwithROAasthedependentvariableto16.2percent

incaseofROSdecreasedtheexplanatorypowerofthewholeregressionmodelsignificantly.

Becauseofthereasonsmentionedbefore, webelievetheemploymentofROAreflectstheunderｭ

lyingperformancedifferencesinabetterfashion. Nonetheless , onefeaturedeservesspecial

comment.Thecoefficientfortherelated-linkedstrategyisnowherebeingstatisticallysignifiｭ

cantinthismodelascomparedtothepreviousregression.Theinterpretationforthesignificant

coefficientintheROS-dependentvariableregressionforrelated-constrainedstrategyincompariｭ

sontotherelated-linkedonemayreflecttheactualbusinessprofitabilityofrelated-constrained

strategy.ThisisbecausegenerallywewouldexpecthigherreturnsintermsofROSfromtheupｭ

streamindustriesandrelativelylowerfromthedownstream 、ones. Giventheclassification

schemeadoptedinthisresearch ,related-linkedfirmswereoriginallyinsyntheticfiberfieldsthat

diversifiedintochemicals.Related-constrainedfirmsontheotherhandoperateincomparatively

downstreamtextilebusinesses , suchasspecializedfabricmanufacturing , ordyeing. Hence , the
factthatacontraryandsignificantcoefficientwasfoundmaybeasignfortheactualhigherprofｭ

itabilityofthefirmsrepresentedbyrelated-constrainedstrategy. Itisthespecializedfirmsinｭ

cluding"niche"manufacturingcompanieslikemedicalglowsandfelts, anddyeing,printingand

processingfirmsthatareclassifiedunderthiscategory.

V SummaryandConclusion

Theprecedinganalysesoftherelationshipsbetweenco 中orate diversificationstrategy

andfinancialperformanceyieldedseveralinterestingresults.Theprincipalfindingamongthem

isthatfirmsadoptingthestrategyofrelateddiversification , eitherwithintextiles(relatedｭ

constrained)oroutsidetextiles(related-linked) , outperformedtheente 中rises withothers凶b

gies.ThisresultforJapan'stextileindustry, alongwithmanypreviousstudiesintheliterature ,
representsthesupporttothepremisethattheresource-andcapability-basedtheoriesofthefirm

havebeenemphasizing:Internalresourceswithinthefirmfunctionasthemajorsourcesofcomｭ

petitiveadvantage , aslongastheyareutilizedeffectively.

Verticalandvertical-unrelatedstrategies , however , arenotfoundtobesufficientenough

tobringsignificantpositiveoutcomes. Interestinglyenough , verticalintegrationintoapparel-

7)Consolidateddataintheorycancapturethetotalexpendi 印res onR&D.Theywerehowevernotemployedinthis

study , giventhelimitationsofdataatthesource , especiallyfortherelativelysmallercompanies.
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makingisespeciallynegativelycorrelatedwithperformanceandmayactuallybeacausefora

strategicfailure.Anincreasingshifttowardsunrelatedoperationsaddstothedecliningperformｭ

ancesofthesefirms, sinceinvestmentsinunfamiliarmarketsareaprobablecauseoftheirinefｭ

fectiveness.Whereasthismovetowardsunrelatedproductfieldsappearsattractiveandeasyto

escapefromthedecliningprospectsoftheindustry, theparticularstrategycertainlyisnotfruit ・

白1. Theseresultsleadustoco 吋ecωre thatenteringinto"growing"and/or"soft"marketsin

whichfirmsdonotpossessanycompetitiveadvantageisnotaneffectivewayforfirmstosustain

theirprofitability.

ThebasicfindingsofthepresentresearchsummarizedaboveposeadilemmaforJapan's

textilecompaniesintermsoftheireffectivediversificationstrategy.Ontheonehand, thecomｭ

paniesarecertainlyabletoimproveprofitabilitywhentheyutilizetheiraccumulatedcapabilities

inrelatedproductmarkets.Ontheother, though, theirowntextileanddownstreambusinesses

arenotnecessarilythepromisingtargetsasinvestmentoutlets, exceptforafewenterprisesthat

havealreadysecuredtheirownmarketnicheswithintextiledomains.Asmanyofthelargeenｭ

terprisesinJapan'stextilesstillkeeptheconsiderablepresenceintheiroriginalbusinesses , they
faceacomplicatedanddifficultchoicetoidenti 今the growthdirectionsthroughwhichtheycan

integratetheircapabilitieswiththemarketopportunities.Weyetneedamoredetailedanalysis

beforeweidenti 今the exactmechanismthroughwhichthecapabilities , technologicalandmarｭ

keting, ofthecompanieswillyieldsalesgrowthand/orhigherprofitability.
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Appendix.ThesamplecompaniesandtheRumeltdiversificationclassifications.t
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OrixInterior

TowaOrimono

NipponFelt

IchikawaWoolenTextile

JapanVilene

NipponLace

NittoSeimo

AshimoriIndustry

HottaTextileIndustry

Dynic

ToyoCloth

KyowaLeatherCloth

Seiren

NipponOrimonoKako

SotoKogyo

Diado-MarutaFinishing

KanboPras

TokaiSenko

SokoSeiren

KomatsuSeiren

Gisen

HogyMedical

Code

Note:1.V:Vertical, Vur:Vertical-Unrelated, RC:Related-Constrained, RL:Related-Linked,
UR:Unrelated. Seethetextforthedefinitionofindividualclassifications.

2.n/a:notavailableforthereasonsofbankruptcy, mergersandacquisitions..


