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The latest surge of corporate mergers has been

characterized by a steadily increasing rate of conglomerate

combinations. It would appear that one of the prime

motivating factors in conglomerate merger is a firm belief

in the principle of "synergism," or the mutually cooperating

action of separate substances taken together to produce an

effect greater than that of any component taken alone. It

would also appear that in such instances wherein there is

no direct relationship in regard to raw material source,

product development, production technology, or marketing

channels, the principle of synergism is not automatic, but

must be implemented by appropriate management action.

The hypothesis of the study is that the goal of

achieving synergism through centrality of management influence

has not yet become a reality in conglomerate business

organizations as a group. It is the purpose of the study to

investigate the degree of centralized management development

in a number of management functions and relate this

development to success in selected performance areas. From

a total of eighty firms engaging in conglomerate activity, a



sample of twenty-six was drawn by random selection. The

period covered in the study was over the period 1960-1971.

Four policy areas were selected: planning, control, and

staffing--functions common to most organizations--and

selection, the process of selecting merger candidates, a

function peculiar to the merger movement. On the basis of

information drawn from articles written about specific

firms, published interviews with company officials, statements

by management as embodied in annual reports, governmental

investigative reports, feature and reportorial newspaper

stories, books in print, and actions of the firm, an appraisal

was made of each firm by assessing a rating of 0, the lowest,

to 10, the highest degree of development.

Six performance areas were included in the study:

efficiency of operations, productivity, profitability,

organizational growth, industry leadership, and organizational

stability# Performance data were secured from Moody's

Report, Standard and Poor's Reports, Compustat tapes, and

other financial reporting agencies. The performance of each

firm was determined by a slope line reflecting the compound

rate of growth in that particular performance area over the

period of the study.

Taken as a group, each of the four policy areas was

correlated with each of the six performance areas as a group,

producing a series of twenty-four correlation coefficients.

The purpose of the correlation was to indicate the tendency



of a high degree of central development of a certain policy

to influence results in the selected performance areas.

Results in general indicate that there is little

correlation between a high degree of central development of

the selected policies and performance results. The sample

as a whole showed no correlation between a high degree of

central control and good performance. Over-all performance

was substantially enhanced by proper selection of merger

candidates. The results suggest that a well-developed

central staff is more effective in supportive action rather

than for control purposes, and a high degree of central

planning should possibly be confined to setting and

accomplishing long-range objectives and providing an adequate

staff for selection and supportive activities. The study

does not attempt to analyze individual firms, but does

provide a framework by which an in-depth study could be

made. A basic conclusion is that synergism is by no means

automatic, and management in the conglomerate faces problems

compounded by the diversity of interests in that type of

organization.
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CHAPTER I

INTRODUCTION

The question of whether to merge is not new to American

business. What is new, however, are the dimensions of size

and quantity that a relatively recent trend in corporate

fusion, commonly called the conglomerate, have brought to

business with attendant management problems. It is with

some selected management aspects of this type of organization

that this study is concerned.

Mergers of the past have usually been designated as

either vertical or horizontal, or in some instances

concentric. Those of a vertical nature occur within an

industry and are between levels, i. e., manufacturing and

distribution. Horizontal are those of a single level

integration within an industry, for example, the combination

of two or more manufacturing firms. The concentric term

has been used to designate the merger of firms wherein

there is a product, process, or market relationship. Growth

of the organization is characterized by an enlarging circle

around a core. An example of this type merger is the

acquisition by Armstrong Cork, a foremost manufacturer of

resilient floor coverings, of Evans and Black, producers of

1
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soft-surface floor coverings, and Thomasville Furniture

Company, manurfacturers of case goods and upholstered furniture.

The term "conglomerate" has been used in describing the merger

of firms not falling into the previous classifications.

The derivation of the term "conglomerate" can be

traced to the geological meaning--a rock composed of fragments

of preexisting rocks. This unsystematic and hetrogeneous

combination as denoted by the geological expression lends

nothing to improving the image of those companies that

engage in such corporate expansion. It seems obvious

that many of those recognized as conglomerates dislike

the term. David N. Judelson, president of Gulf and Western,

said the word "is commonly used to imply that those

who run these newfangled kind of corporation don't know what

they are doing and are going about madly gathering up

companies in a haphazard way." Textron's president, Rupert

C. Thompson, says his first and only association with the

word is "mess."2

Other terms have been used in an attempt to avoid the

seemingly undesirable connotation, such as "tangential

integration," "congeneric," "non-related diversification"--

even the somewhat caustic "conglubulation" as appended by

1 Wall Street Journal, CLXXII, No. 18 (July 25, 1968), 12.

2Fortune, LXVIII (April, 1964), 155.
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Robert Townsend in his Up the Organization. These terms may

not better or more aptly describe the new phenomena, but

they do suggest that there is a difference between these and

other types of mergers in an organizational sense. Many

managers of these diversified, multi-product, multi-plant,

multi-industry firms avoid use of the conglomerate title

because of the suggestion of lack of logical reasons for

organizational association and the disparaging implication.

The term "conglomerate" has gained wide acceptance by use,

in fact, too widespread to be discarded, and will be used

throughout this study.

The confusion resulting from the ambiguity of conglomerate

merger definition is somewhat compounded by the diversity of

criteria as found in outside agencies: the Federal Trade

Commission, Fortune, Newsweek, Forbes and other business

periodicals, and a number of contemporary authors on the

subject. While there is some controversy as to which firms

should be assigned to this merger classification, at the

risk of over-simplification, this study will be concerned

with management responsibility in those business corporations

producing products or services of several industries that

are unrelated with respect to raw material source, product

development, production technology, or marketing channels.

It does appear that those firms falling within the broad

definition of conglomerates do present some unique management

problems. Some writers view the conglomerate as a product of
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the managerial revolution, based on modern managerial

philosophies and techniques that provide unity and

compatibility among a diversity of operations and acquisitions.
3

In his book on conglomerate management, Stanley C. Vance4

recognizes these organizational differences:

For all practical purposes, even though
there are many kinds of conglomerates, the
salient feature of each seems to be a vesting
of control in a new breed of manager. He is
neither the sole owner of the conglomerate nor
does he supply mechanical or marketing innovations
as.did the classic entrepreneur of past generations.
Rather he is a professional supermanager who welds
a hodgepodge of components into a harmonious
entity. His genius lies in his ability to get
divisional heads to operate their components to
the maximum potential.

The Problem and Hypothesis

The conglomerate has been characterized by the American

Institute of Certified Public Accountants as follows:5

1. The acquisition of businesses in many widely

divergent industries.

2. The operation of these businesses on a highly

decentralized basis, with decentralized management and

accounting information.

3. The possession of few common manufacturing or

distribution facilities and the infrequent transfer of products

between divisions.

3 David N. Judelson, "A Philosophy for a Conglomerate
Company," Business Horizons XI (June, 1968), 6.

.Stanley C. Vance, Managers in the Conglomerate Era

(New York, 1971), p. 33.

5Business Week (August 10, 1968), p. 69.
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4. The existence of limited joint costs, except for

financing and central administration.

Assuming that the foregoing is indicative of the

conglomerate, even though subject to the frailties of the

definition, a review of the points enumerated suggests that

some of the biggest management problems lie in conglomerate

organization. The first point poses the question of

whether leadership qualities found in the merger motivator

can be extended to successful long-term operation of the new

organization. Again, the degree to which decentralization

is appropriate is raised, as well as the problem of transfer

pricing and joint costs. Many mergers are justified on the

premise that the acquiring firm can provide needed management

expertise. The question arises first: can the acquiring

firm accurately identify problem areas related to weak and

inefficient management, and secondly, can the acquiring firm

actually provide the expertise necessary to improve

performance?

It seems rather evident that a prime motivating force

in the merger movement is a firm belief in the principle

of synergism, "the mutually cooperating action of separate

substances which taken together produce an effect greater

than that of any component taken alone. "6 It would also

seem apparent that in those instances of merger wherein there

6New Practical Standard Dictionary (New York, 1961).
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are functions within the merging organizations that are

common or compatible, such as production facilities,

marketing organizations, highly related production and the

like, the success of the principle of synergism is greatly

facilitated. The conglomerate, by definition, is lacking

in those elements that tend toward "automatic" synergism.

It would likewise seem evident that, if synergism is to be

achieved in the conglomerate organization, these diverse

elements must be combined through appropriate management

activity. To this point, no clearly delineated body of

management theory has been developed that would provide

guidance in the successful operation of diverse firms in

conglomerate organizations. It is the purpose of this

study to investigate the degree of development of management

policy in a number of areas and relate this expertise to

success of the conglomerate as measured by criteria that

will be enumerated later. The correlation of the development

in these areas of management to successful performance should

indicate an approach to a solution of a number of the problems

raised in the management of the conglomerate organization.

It is the hypothesis of this study that the goal of

achieving synergism through central management influence has

not yet become a reality in conglomerate business organizations

as a group. Certain individual conglomerates may have been

more successful than others; and the research approach followed

in this study may be of some value as a model for intensive
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study of the management practices of single firms, requiring

detailed study of enterprise objectives and environmental

variables and the assembling of data required for in-depth

study.

Research Design

Literature on the merger movement and the emergence of

the conglomerate form of business was examined thoroughly,

as were the findings of other research studies directed toward

conglomerates. Most of this research has been concerned

with market values and financial performance; very little

has explored management practices in conglomerate organizations.

Firms to be studied were selected randomly from a

classification by Vance7 of fifty "first generation" (under

original management), six "second generation," and twenty-four

"currently conglomerating" firms, producing a sample of twenty-

six companies.

Areas of management policy and practice which might seem

to have special significance in the performance of conglomerate

firms were explored, and four areas were selected for the

purposes of this study--selectivity of candidates for

acquisition, central planning, central control, and corporate

staff development.

Performance criteria to be considered in appraising

conglomerates included efficiency of operations, productivity,

7Vance, pp. 63-67, lists the eighty firms from which the
sample was drawn.
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profitability, organizational growth, industry leadership,

and organizational stability.

The level of development of each of the management

policy areas was evaluated in each of the sample firms, with

information drawn from reporting services, periodicals, and

other published sources. The performance of each of the

sample firms was then measured through reference to Moody's

Reports, Standard and Poor's Reports, Compustat tapes, and

other financial reporting agencies.

Finally, the degree to which management practices had

been developed was correlated with performance achieved as

the primary basis for an analysis of management success in

achieving synergy within the conglomerate firms studied.



CHAPTER II

OVERVIEW OF THE MERGER MOVEMENT

Most economic historians agree that three major merger

movements have occurred since the latter part of the last

century. Records indicate the first of these movements

occurred in the period 1897-1902, peaking in 1899. During

that peak year, some twelve hundred manufacturing and

mining firms were involved in mergers, with a total

capitalization of some $2.3 billion(in 1968 dollars

approaching $10 billion). The period saw the combination

of local and regional railroads into national networks, and

the development of industry from one-plant to multi-plant

combinations.

The second period of highly intensive merger activity

occurred from 1924 to 1930, reaching its peak in 1929.

During this peak year, some twelve hundred and fifty mergers

occurred among mining and manufacturing firms, and while

reliable statistics are not available, no doubt involved

firms of greater capitalization than at the turn of the

century. This particular era was characterized by

Ralph L. Nelson, Merger Movements in American Industry,
18i5-1256 (Princeton, 1959).

9
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combinations of firms both vertically and horizontally in

public utilities, merchandising, and manufacturing.

The third great merger movement began in the early

1960's, and is still continuing. After gradually increasing

in intensity from 1960 to 1966, a sharp rise was noted, in

1968 reaching 2268 in the mining and manufacturing field.

According to estimates by W. T. Grimm and Company of Chicago,

a firm active in providing merger information, mergers of

all kinds totaled 4462 in 1968, and in 1969 approximated

5400, The rate of merger has declined since 1969, but the

still high level of activity suggests that the present wave

of mergers is not yet at an end. Figure 1 indicates this

trend . It should be noted that even though the 4400 firms

that disappeared in 1968 through merger is a pretentious

figure, it is still relatively small in comparison to the

12,000 that disappeared through failure, and is still smaller

in relation to the 207,000 that appeared as new corporations.

The $43 billion in securities exchanged in 1968 mergers is

again small in comparison in that they represent only

approximately four per cent of the market value of corporate

securities in that year. A visual representation of the

dollar value of the assets of acquired companies worth $10

million or more during the period 1950-1968 is shown as Figure

2.

Merger activity prior to the turn of the century is

generally referred to as business combinations. From this
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business consolidation evolved the trust, that combination

in which ownership of a group of companies was transferred

from the stockholders to a group of trustees who managed

the combination. The stockholders received trust certificates

in exchange for their ownership shares and in effect became

trust beneficiaries. The trusts thus formed in many instances

were able to achieve market dominance in their industry.

The apparent inadequacy of common law, state constitutional

prohibitions and acts to prevent monopoly, coupled with a

growing public opposition to "trusts" led to public 
demand

for effective controls. The Sherman Anti-Trust Act of 1890

resulted, directed primarily at those combinations of a

horizontal or vertical nature and condemned "every contract,

combination . . . or conspiracy, in restraint of trade," and

in Section 2, condemns monopolizing or attempts to monopolize.

In the first court test of the act in 1893,2 it was held

that the law applied only to commerce, and not to mining or

manufacturing. The act proved to be no deterrant to the

surge of mergers that followed. The decline of the merger

movement of that era was possibly precipitated by the fall of

the stock market in 1901, followed by the Panic of 1903-1904.

A change was noted in the attitude of the government toward

business combines as evidenced by the formation of the Bureau

of Corporations (later to become the Federal Trade Commission)

2U. S. v. E. C. Knight Company, 156 U. S. 1 (1895).
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and the investigation by this body of Standard Oil, American

Tobacco, and other combinations.

One of the more important developments in governmental

attitude following the period was the concept of the "rule

of reason" growing out of the decision to dissolve Standard

Oil and American Tobacco in 1911. This premise held that

monopoly per se was not illegal, as long as monopoly could

provide social advantages through more efficient operation

and there was no attempt to drive competition from the field.

In an attempt to more clearly define guidelines, the Clayton

Act of 1914 specifically mentioned the practices of price

discrimination, exclusive agreements, interlocking

directorates and acquisition of stock in another corporation.

These practices again were not declared to be illegal per se,

but only "where the effect . . . may be to substantially

lessen competition or tend to create a monopoly."

Following World War I, a seemingly somewhat more

permissive attitude was exhibited by the government toward

mergers, although continued governmental restraint dictated

that such combinations must be accomplished within the

parameters of the Sherman and Clayton Acts. A loophole

developed in the Clayton Act in that while acquisition of

stock in another corporation was regulated, the acquisition

of the assets of the company was not, and this device was

the path on which many mergers were consummated during the

second great wave of mergers. Again, during this period,
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the dominant type of merger involved was either of the

horizontal or vertical variety. One difference that has

been noted by observers is that this era differed from the

previous in that rather than the action involving the

largest firms in the industry, combinations of so-called

secondary firms occurred. In addition to a differential

in the size of firms involved, it has been noted that many

firms within the same industry that merged were in non-

competing geographical markets or non-competing products.

This circumstance points toward a departure from the

motivating force of monopoly toward that of the economies

of scale and merchandising.

Of particular historical importance to this study of

transitory influences that developed during the period is

the shift from the centralized, functional organizational

structure to the decentralized, multidivisional form of

organization. General Motors, DuPont, Sears Roebuck, and

Standard Oil of New Jersey can be cited as examples of this

new evolving form. In an organization study prepared for

General Motors, Alfred Sloan pointed out some advantages

to be gained by decentralized operations: increased

managerial motivation, more effective control measures

resulting from better evaluation of divisional earning

relative to investment, and improved performance by selective

investment in those areas promising the greatest return. The

principles were later adopted by General Motors and became
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widely imitated. It could be expected that these innovations

in management and control of large organizations contributed

substantially to the feasibility of the conglomerate merger.

The stock market crash of 1929 and the ensuing period

of depression marked the conclusion of the second great

merger era. In the years that followed, the Sherman and

Clayton Acts received reinforcement in the form of the

Robinson-Patman Act and the Cellar-Kefauver Amendment, also

known as the anti-merger act. The former strengthened the

Clayton Act from showing general injury to competition to

include the phrase "prevent competition with any person" and

also made it a criminal offense to sell goods at unreasonably

low prices in order to destroy or eliminate a competitor.

The Kefauver Act of 1950 finally closed the gap in mode of

acquisition by making illegal the acquisition of assets as

well as stock. By this time,, the growing number of mergers

had been a source of concern of growing economic concentration.

Congress broadened the scope of the regulation by making it

applicable to "any line of commerce in any section of the

country" rather than only to the competition between the

acquiring and acquired company or to that "in any community,"

thus further enabling the scope of the act in preventing a

lessening of competition. The Cellar-Kefauver Act of 1950

increased the barriers of horizontal and vertical integration,

and to some degree had an influence in a rise in the incidence

of the conglomerate merger. The possible effects can be noted
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in Figure 3 depicting the composition of total mergers from

1948 to 1968.

The current period of intense merger activity brought

into prominence the type of merger that we have defined as

concentric--those acquisitions in which there is a product

or market relationship, although not of a directly competitive

nature. The degree of relationship need not be great,

particularly when coupled with the abandonment of the "rule

of reason" since the mid-1940's, if the decision ordering the

divestiture by Procter and Gamble of the Clorox Company3 can

be used as an illustration. The purely conglomerate merger

is a rarity if considered in the strict sense of the word;

there is a relationship that can usually be found somewhere

between products, markets, and productive facilities.

Nevertheless, a house report to the 81st Congress held that

the amended Section 7 of the Clayton Act applied to "all

types of mergers and acquisitions, vertical and conglomerate

as well as horizontal, which have the specified effects."

The report leaves unsaid how the specified effects (restraint

of trade, etc.) are achieved under a pure conglomerate, but

those engaging in merger activity find themselves increasingly

circumscribed by court decisions. The trend seems to be

that the less related are the products and markets of merging

firms and the smaller the share of the market in their

industry, the less likely they are to be subjects of anti-

trust legislation.

3U. S. v. Procter & Gamble Co., 386 U. S 568 (1967).
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Other Studies in Merger Performance

Just as the tempo of merger activity 
increased in the

1960's, so did the volume of commentary on the subject.

Writers approached the subject from 
many viewpoints. Some

questioned this method of growth, 
some wondered at the

impact of this increasingly larger 
corporate structure upon

society, others were interested in determining if combinations

were profitable, still others sought a rationale 
for the high

incidence of mergers at periodic intervals--and 
so on and on.

From the historical overview of the merger, it would appear

that the basic reasons for consolidation have undergone

change--proceeding from the desire of market 
control through

monopolistic combination to that of 
diversification of markets

and technology and financial opportunism. 
There seems to be

no doubt that the more restrictive legal parameters 
surrounding

mergers has caused a change in the philosophy of acquisitive

companies, causing a shift from the 
customary horizontal and

vertical style consolidation to the concentric 
and conglomerate.

There is no evidence that such restrictions will be eased; 
if

anything, all indications are that even 
more limitation can

be expected. It is not surprising, therefore, that

organizational theorists, finance managers and corporate

officers specifically, and the investing public in general

are becoming increasingly aware that this emerging form 
of

organization is becoming an integral part 
of our business-

and economic picture.
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Inasmuch as the conglomerate is relatively new, there

is a dearth of serious studies on the subject. Harry Lynch,

in his Richard D. Irvin prize-winning doctoral dissertation

of 1968-69, noted that there have been no careful studies

of acquisitive conglomerate performance and how it was

achieved, nor any careful studies on the operating impact of

the conglomerate on its acquired subsidiary. There is a

copious supply of "informal" literature on the subject,

however, most of it being in the form of annual reports,

speeches by executives, management interviews, and press

releases; and the majority of it has been produced as a

justification of action and as an affirmative argument for

conglomerate acquisition. Very little has been said about

the specifics of how better conglomerate management is

achieved. It is appropriatethen, that in developing a

philosophy of conglomerate management, we go back to the

literature on mergers in general.

Studies have been made on the general profitability of

mergers that extend as far back as the merger activity at

the end of the last century. In a sample of three such

studies,.5 one reported that mergers were singularly unprofitable,

another that approximately one-half of the mergers were

4 Harry H. Lynch, Financial Performance of Conglomerates
(Boston, 1971).

5Arthur S. Dewing, "A Statistical Test of the Success of

Consolidations," Quarterly Journal of Economics, XXXVI

(November, 1921), 231-58; Shaw Livermore, "The Success of

Industrial Mergers," Quarterly Journal of Economics, L

(November, 1935), 68-96; Ralph Nelson, Merger Movements in

American Industr (Princeton, 1959), pp. 96-99.
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successful, and still a third found that such combinations

resulted in a yield no better than that obtained from 
other

investments. One of the difficulties in reconciling such

studies is that the definition of success was based on

different criteria. None of the studies attempted to draw

any conclusions as to the cause of success or failure.

Very little was written on merger activity of the 1920's.

One very good reason could well be that the following

depression years obliterated any chances for reasonably

accurate comparative data on which performance could be

judged. Even the test for survival was not definitive, as

both non-merging and merging firms survived, as well as many

of both that did not. One study that was made during the

period 1914-1928 by the National Industrial Conference Board

and published in 1929 summarizes and concludes that mergers

did not prove exceptionally profitable, and that the study

made clear that industrial consolidations had not provided

6
a safe, easy and sure way to business success.

Samuel Reid lays claim to the first extensive study of

the relative success of mergers and firms relying on pure

internal growth. This doctoral dissertation, completed in

1962, covered the period 1950-59, included sixty-six firms,

and disclosed that the highest percentage of "very successful"

6National Industrial Conference Board, Mergers in
Industry: A Study of Certain Economic Aspects of Industrial
Consolidation (New York, 1929).
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firms were in the non-merging group.
7  Reid participated in

a subsequent study
8 that was in time presented to the Senate

Subcommittee on Antitrust and Monopoly. The bases for this

study were observations by Berle and Means9 regarding the

separation of control from ownership and 
changes in corporate

behavior and performance resulting from this separation. 
The

results as interpreted in this study indicated that 
the more

large, publicly held firms merge, the more they tended to

favor management interests rather than those of the stock-

holder* These findings reveal that contrary to the generally

accepted opinion that the interests of these two groups are

compatible, they tend to be independent or conflicting.

The primary emphasis of most conglomerate studies has

been in relation to the financial circumstances of the

organization prior to and after merger. Based on the premise

that there is a relationship between market value and per-

share performance and price-earnings ratios, a number of

studies have been made on the effect of acquisitions on per-

share earnings.10 Both Weston and Nelson imply that it is

7 Samuel R. Reid, Corporate Mergers and Acguisitions
Involving Firms in Missouri: Some Economic Results and

Administrative Policies and Procedures (Ann Arbor, 19692).

8John Bossons, Kalman J. Cohen, and Samuel R. Reid,

Economic Concentration, Committee on the Judiciary, Senate

Subcommittee on Antitrust and Monopoly, 89th Congress, 1st

Session (Washington, 1967).

9Adolph A. Berle and Gardiner C. Means, The Modern

Corporation and Private Property (New York, 1932).

IUot xmle .Feerc etnTeRl^o egr
l0For example, J. Frederick Weston, The Role o~ff Merge rs

in the Growth of Large Firms (Berkeley, 1953), and Ralph L.
Nelson, Merger Movements in American Industry, 1895-256
(Princeton, 1959).
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more advantageous to financial performance of the acquiring

firm to issue stock for acquisitions when stock prices are

generally high. Likewise, the most positive correlation has

been found in the incidence of mergers and a generally high

level of stock prices. For whatever reason, it has found

that prices of so-called "growth stocks," in which category

most of the conglomerates fall, are more volatile than the

prices of securities of those companies growing at a more

"normal" rate, and the price-earnings ratios are positively

related to the general level of stock prices. Thus, it has

been argued that the swapping of high price-earnings ratio

stock for a lower price-earnings ratio stock, with a

resulting increase of per-share earnings for the acquiring

firm has provided the motivation for many mergers in periods

of higher stock prices.

A number of other studies have investigated the effect

of disparity of size of merging companies on financial aspects

of acquisition. Still others have studied the effects of

leverage in acquisitions, and others have sought to determine

the influence of efforts toward diversification on financial

performance. Along this line, a study was made of the

"results" of the mergers of some twenty-two acquisitive

companies to determine which type of acquisition (horizontal,

11 Lynn E. Dellenbarger, "A Study of Relative Common
Equity Values in Fifty Mergers of Industrial Companies, 1950-
1957," Journal of Finance, XVIII (September, 1963); J. Keith
Butters, John Lintner, and William L. Cary, Effects of

Taxation: Corporate Mergers (Cambridge, 1951), p. 246.
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vertical, concentric marketing, etc.) had the highest

incidence of failure, and in which function of business 
each

of these types of merger found it easiest to release

synergy,12 The study was made of 181 acquisitions by the

twenty-two companies during the period 1960-1965. Kitching

found that the acquiring companies were evidently pursuing

the premise of diversification, as 45 percent of merger

activity during the period was of the conglomerate type, but

was not without risk, as the group accounted for 42 percent

of the failures. Strangely enough, the highest incidence of

failure occurred in the combination of concentric marketing

and technology groups, which between them accounting for 27

percent of the total, produced 47 percent of the 
failures.

He also found that contrary to expectations of management

itself, the greatest area of the release of synergy lay in

the finance function, as opposed to the other functions

studied of organizational motivation and efficiency, marketing,

technology, and production. The study focused on the

operating results subsequent to the acquisition, and as

Mr. Kitching stated, did not yield definitive statements about

the causes of success and failure. However, the study did

disclose interesting observations on the patterns and

experience of several companies.

12John Kitching, "Why Do Mergers Miscarry," Harvard
Business Review, XLV (November-December, 1967).
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In another study of forty-three firms over the period

1953-64, Thomas Hogarty13 reported that the investment

performance of heavily merging firms is generally worse than

the average investment performance of firms in their respective

industries. He further noted that a few successful mergers

resulted in very large returns, evidently providing the

incentive for other firms to engage in merger activity. 
His

study used the value of the firm to the stockholder 
as an

index to profitability, and he defined the present value of

the firm as the total cash dividends received since the

purchase of the stock plus the current market value of the

shares. Another study on mergers in general during the

period 1948-64 by Robert Stich investigating performance

only, concluded that there is little evidence to support the

premise that merger activity is profitable.

More specifically on the topic of conglomerate

performance, at the same symposium Melicher and Rush
1 5

concluded in their paper that conglomerate performance prior

to 1960 was sub-par and only reached a position of no

13Thomas F. Hogarty, "The Profitability of Corporate

Mergers," Journal of Business, XLIII (July, 1970), 317-27.

14Robert S. Stich, "Aggregate Analysis of Merger

Performance," a paper presented at the Southwestern Social

Science Annual Meeting, San Antonio, Texas, April, 1972.

15Ronald W. Melicher and David F. Rush, "Conglomerate

Firm Performance Patterns," a paper presented at the South-
western Social Science Annual Meeting, San Antonio, Texas,
April, 1972.
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significant difference with non-conglomerates 
by the end of

the 1969-70 period. They noted, however, that earnings on

equity reached a significant change by the end of the same

period. Their findings on performance is not inconsistent

with that of Weston and Mansinghka,16 who earlier found

that the conglomerates had raised the level of their

earnings to equate that of non-conglomerates by the mid-1960's.

The authors of the study noted that they attached the greatest

significance to those profitability ratios that were free of

the influence of leverage, and that it appeared that an

important economic function of the conglomerate 
had been

raising the profitability of depressed firms to the industry

average. They conclude with the observation that the success

of the conglomerate will depend upon the relative abilities

of their managements for achieving operating efficiency and

for making the shifts in their product-markets required by

the changing economic environment.

The literature as reviewed is not conclusive on

conglomerate performance, and is largely silent insofar as

the effect of management policy in producing favorable

results. It is toward this end that the primary thrust of

this study is directed.

16 J.Fred Weston and Swenda K. Mansinghka, "Tests of the

Efficiency Performance of Conglomerate Firmso" Journal of

Finance, XXVI (September, 1971).



CHAPTER III

MANAGEMENT PRACTICES IN SELECTED CONGLOMERATE FIRMS

Management Policy Areas

The absence of definitive studies on management policy

and techniques that tend to influence performance 
in

conglomerate situations has prompted this 
investigation. The

factors that are properly incorporated into the formulation

of management policy are so numerous they preclude the

inclusion of all. Four areas of policy that are peculiarly

appropriate for conglomerate organizations have been selected:

selectivity, central planning, central control, and corporate

staff. It is not the purpose of the study to attempt to

establish a cause-effect relationship. The interaction of

these and other management policies and strategies would

defy the isolation of one or more areas of policy as specific

elements affecting performance. Rather, this study will

endeavor to relate the exercise of these policies with

success in certain performance areas under criteria to be

outlined later.

It should be emphasized that the degree of development

achieved in a particular policy area is largely a matter of

opinion. There are no established measurements by which

concrete appraisals can be made. Even under conditions

27
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where a company may publicly make a statement of policy,

subjective judgment in many instances must be incorporated

in a determination if the policy was implemented, and if so,

with what degree of vigor and determination; or if in fact

the statement was made purely for the record.

It can be said that a firm has developed a policy area

little, if any, moderately, or has achieved a high degree

of development in the area. For purposes of correlation

with performance, and to provide more flexibility in

appraisal of the degree of development, a scale of 0 to 
10

is used, with 0 representing no development at all, and 10

the highest. Midpoints of the three basic categories

enumerated above are 2, 5, and 8.

Sources from which the above ratings are derived

consist of public announcements by officers of the firm

reported as news items, statements of policy in stockholder's

meetings, reports as rendered by Moody's, Dow Jones, Standard

and Poors and other reporting agencies, and published

interviews of company officials.

Inasmuch as there is no clear line of demarkation between

policy areas, the firms of the sample are taken one by one

and evidence is presented on which policy appraisals are

assessed. At the end of the discussion of each company, a

rating from 0 to 10 is given each of the four policies,

reflecting the degree of development of those policies within

the firm. At the conclusion of the discussions on policies,

a summary of the ratings is offered in tabular form.
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Selectivity

The policy of a firm engaged in merger activity of

selecting a candidate for acquisition becomes somewhat

nebulous in a conglomerate. In horizontal and vertical merger

activity, the reasons for selection are more self-evident.

Even in the concentric, the presence of some common function

tends to rationalize the selection process. Because of the

many reasons, purposes, or other justifications offered for

conglomerate mergers, it is troublesome to lay down hard and

fast rules by which a selection policy can be appraised.

One of the common reasons advanced for conglomerate merger,

for instance, is diversification. The term "diversification"

has been used to indicate the spreading of risk by industry,

by product, by market, by season, and in a number of other

areas. The fact that a firm attempts to diversify for any

of these reasons is within itself insufficient, for purposes

of this study, to assume that the firm has an appropriate

policy for the selection of potential acquisitions. As an

example, a conglomerate seeking to diversify by product

discovers an "up and coming" company in the field it wants

to penetrate. That company's product is already developed

and accepted; thus its acquisition could provide a quicker

and cheaper entry into the market than by the conglomerate's

own product development and market penetration. The merger,

however, could bring together incompatible management

philosophies, a dissatisfied stockholder relationship, a
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strain on the financial structure of the acquiring firm, or

other undesirable conditions that could well point to a poor

selection policy if the acquisition were effected.

The statement by the conglomerate, then, that they are

acquiring for diversification has little effect on our

appraisal of their selection methods unless they are

specific in pinpointing the type of diversification they

hope to accomplish, and in fact the acquisition would

contribute toward the attainment of their specific objectives.

One of the prime motivators for merger is to increase

the per-share earnings iof the conglomerate. The focus of

financial management decisions is directed toward enhancing

the value of the firm. As Van Horne points out, value is

represented by the market price of the company's common

stock which, in turn, is a reflection of the firm's investment,

financing, and dividend decisions. The market price of a

firm's stock represents the focal judgment of all market

participants as to what the value is of the particular

firm. As long as the acquiring firm has a higher price/

earnings multiple than the acquired firm, merger will result

in a higher per-share earnings for the acquiring firm. Since

the potential investor tends to relate market price to

earnings, the expected result is for the stock to advance on

the basis of the exhibited increased earnings per share. It

James C. Van Horne, Financial Management and Policy,
2nd Edition (Englewood Cliffs, N. Jo.,1969), pp. 6-7, 599-600.
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must be acknowledged that the acquiring firm is attempting

to increase the market price of its shares and consequently

the value of the firm, as long as it can retain investor

confidence and maintain its price/earnings multiple. The

objective is consistent with the over-all objective of the

firm--the enhancement in value to the stockholder--even

though the method may be questioned in some quarters.

Accordingly, this particular financial management exercise

is neither condemned as a criteria for selection of merger

candidates nor as a basic justification for acquisition.

However, in those mergers wherein the acquiring firm has a

lower multiple than the acquired firm, and the acquisition

is made with the expectation that higher earnings per share

can be achieved through synergism, the judgment of those

acting on behalf of the parent company is questioned.

In addition to merger activity prompted by financial

opportunity, as outlined above, and for diversification

reasons of product, market, season, geographic, and other

valid diversification purposes, other reasons have been

advanced for acquisition. Some conglomerates suggest that

they have an excess of management expertise that can be used

to bolster potential members of their organization. Others

can provide additional working capital or greater credit

that can benefit new members. Other mergers, although not

publicly acknowledged, arise as a result of the potential of

buying and selling among members of the group, and the
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combined market or purchasing power that may result. 
Still

others result no doubt from what Vance2 terms managerial

megalomania, the motivation of an indomitable entrepreneur

in assembling a corporate empire.

Central Planning

Planning has long been recognized as one of the

essential functions of management. In a conglomerate

organization composed of diverse elements, the parent

company, or corporate headquarters, would appropriately be

charged with the responsibility of the selection and definition

of the policies and procedures necessary to achieve overall

organizational objectives.

Inasmuch as this definitive statement of company

objectives is essential for proper planning, statements by

company officials are examined to identify the goals of the

organization. Assuming that objectives can change over the

period of time as contemplated in the study, any restatement,

amendments, or changes in company goals are examined. A

determination is made that goals were altered for just cause,

or evolved as a result of lack of progress on stated goals

as a result of improper planning or organizing.

Some measure of the degree of planning is demonstrated

by the company in its organizational structure. It is

presumed that a central planning group exists to coordinate

2Stanley C. Vance, Managers in the Conglomerate Era
(New York, 1971), p. 33.
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plans evolving from lower organizational levels and insure

their compatibility with overall objectives. The study

particularly seeks out stated specific 
objectives for

subsidiary units toward reconciling these objectives 
with

the total program. The amount of freedom allowed such

subsidiary units in their own planning is a matter of concern.

There is apparently no generally accepted 
principle in

conglomerate organizations that dictates 
that strong central

planning and control is advisable, or on the other hand,

that subsidiary units operating more toward complete

autonomy exhibit more success. The study attempts to

indicate, on the basis of the sample studied, which policy

tends toward more effective planning and organization.

As a measure of centrality, the position of research

and development in the organization is noted. It is to be

expected that some subsidiary units are of such nature that

they could well support their own research and development

programs. In such instances, any combination with other

similar units in the organization, or the assuming of such

effort for the entire organization is noted. It could also

be expected that no such unit exists within the organization;

the company is of such nature that the outside purchase of

such services is advisable, or research may be restricted to

specific areas, such as marketing.



Central Control

The policy of central control could possibly 
be termed

an extension of planning or organizing, but is of such import

that it can properly be studied on its own merits. Again,

we are concerned with the degree of central control, 
whether

or not strong central surveillance and constraints are

preferable to independently operating units.

An examination is made of the type of control devices

used and their evident effectiveness. The degree of freedom

allowed for capital expenditures, the introduction of new

products, the extension into new markets, the independence

of the subsidiary accounting and information systems are all

noted.

Also in line with close corporate scrutiny and

restrictions, the reaction of member company personnel to

such control is appraised. Closely allied with this is the

matter of motivation of subsidiary officials, their compensation,

status in the organization, and such other factors that may

affect their performance and accordingly the successful

functioning of the entire group.

An indication of the degree of central control effected

is expected to be evidenced by the number and spacing of

reports. It is assumed that the greater the number, and the

more often required, the greater the degree of central control.
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Corporate Staff Organization

The support of subsidiary operations is judged by both

size and division by function. It is assumed that the size

of the staff organization relates to the effort of the

parent company in coordinating the efforts of the 
diverse

members. It is also recognized that the greater the

diversity of operation, markets, or products, the more

apparent is the need for adequate staff organization. In

line with specific responsibilities in coordinating, the

assignment of specific personnel as responsibility centers

is noted.

Although boards of directors are charged by law with

representing the stockholders in directing the affairs 
of

the firm and as a group possess all the attributes of line

officers, in practice their efforts assume many of the

attributes of staff functions. They are charged with

setting overall objectives, approving plans and programs,

formulating general policies, and offering advice and counsel.

To neglect the effect of the board of directors in the

performance of staff functions would seem inappropriate.

Some boards are essentially composed of "insiders," or

personnel regularly employed as officials in the firm; others

include as directors persons having primary interests outside

the organization. An assumption is made that the greater

the percentage of insiders, the greater the degree of central

control. A high turnover in the personnel constituting the

board is taken as an evidence of instability in the organization.
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A comment is appropriate concerning the time required

for a policy to be reflected in results. A newly-instituted

policy in one area may require more time in 
implement action

than in another. For example, a policy governing the type

of company a conglomerate should consider for acquisition

may require little time for activation, and results may very

well be seen as a result of that decision within a matter 
of

weeks or months. On the other hand, a policy involving

central planning may require months, or even years for

implementation, and a similar period of time before the

effect can be measured. However, the companies with which

this study is dealing are all going concerns, and it can be

assumed that they are operating under preconceived policies.

Another circumstance that could very well affect the

performance pattern in a selected firm is the matter of a

change in policy that occurs during the time interval

studied. A firm, for instance, has pursued a policy of

strict centralization of control, and now concludes that

because of size, diversity, or for any other reason, that

decentralization of control would be more appropriate. In

this instance we have two opposite policy commitments that

must be correlated with performance results. For purposes

of this study, in the event such changes do occur in policy,

such circumstances are treated as a new set of data, and

the new appraisal of this policy is related to performance

in subsequent years.
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Observed Policies

This section is devoted to an assessment of management

policy as exercised by the selected firms in those areas 
as

outlined in the previous section. The appraisals as

developed result from opinions derived from articles written

about specific firms, published interviews with company

officials, statements by management as embodied in annual

reports, governmental investigative reports, feature and

reportorial newspaper accounts, books in print and actions

of the firm. A summary of these assessments is found at the

conclusion of the section.

There are a number of key elements in each of the four

policy areas by which the policy area is judged. The policy

area peculiar to conglomerates is selectivity; the other

three areas of planning, controlling, and staffing are common

to most business enterprises. In the determination of the

degree of development in a policy of selection goodness of

fit is considered. If it is for diversification, the type

of diversification--industry, market, financial, and so forth--

is a matter of consideration to determine if the acquisition

accomplished the purpose. If the evident reason for merger

is for the extension of function--either in expertise,

finance, markets, or otherwise, again this is considered.

The matter of the financial ability of the acquirer to effect
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a merger without undue strain either in the purchase or 
in

ongoing operations is a matter of concern. Other reasons

for selection, such as opportunity, empire building, and any

other motivating forces have been sought to determine if the

particular company involved seemingly has logical 
reasons

behind its selection process. It is not the purpose of the

study to condemn any firm for the motivating force 
that

prompts acquisition, but to examine the choice for 
goodness

of fit in that the candidate makes a contribution that

benefits the entire organization.

In the area of planning, the evidence is examined for

direction and purpose, for the provision of an adequate

structure through which the organization can function, for

the provision of such tools and policies as are necessary to

accomplish the goals. Inasmuch as planning is necessarily

a prerequisite to selection, staff, and control, the planning

function has been particularly related to these other policies.

Over-all and long range planning are considered, along with

any other evidence of planning or lack of planning as are

revealed by the evidence.

The evidence has been examined for an indication of

strong central control. Such evidence could be expected in

the matter of surveillance reports, operating and budgetary

reports, the degree of freedom allowed subsidiaries to
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manage their own affairs, to develop new products and to

enter new markets. The reaction of members of the group to

such control is noted wherein it may leave a tendency to

affect performance.

Staffing is judged not only on the basis of size, but

on apparent effectiveness. It is assumed that staff functions

exist in the matter of planning, control, and support. The

first two of these functions are considered primarily in 
the

judgment of the two broad categories of central planning and

central control. The support function is the prime criterion

in this case. Evidence is sought to demonstrate the

providing of a staff for advice and counsel, and to locate

and assist in the solution of such problems as may arise in

the organization. Staff functions are presumed to include

the analysis of potential merger candidates and to otherwise

aid in the selection process.

It follows that not every one of the areas of management

can be judged on all of the criteria that have been set for

each area. The lack of specific data on some of these points

could be gained only by an in-depth study of each individual

organization. Within these broad parameters, however, it is

expected that an insight can be gained into conglomerates as

a group.

It is to be particularly noted that an appraisal of the

degree to which each of the above management policies has
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been developed is from a central viewpoint. 
It could be

expected that a conglomerate that operates through 
a highly

decentralized structure would pass on to the subsidiary a

large measure of the development of these management 
policies,

and the corporate headquarters itself would not also develop

them. Under such circumstances, other conditions not considered,

the corporate entity would be judged low in these policies,

having passed this responsibility on to its members.

It should also be emphasized that the ratings are

largely subjective, but are based on the best information

available. Being subjective, they are subject to the

evaluation of the appraiser. While it is not the purpose of

the study to be overly critical of management, neither does

it make an effort to gloss over any discernable deficiencies.

Ratings are on a 0 to 10 scale, 0 representing little, if

any central development of the policy, 10 representing the

highest degree of development. The following pages take

the firms in the sample one by one, offer available evidence

on the firm that may assist in an evaluation, and rate each

firm in the policy areas.

Bgor-Punta

Classified as a first generation conglomerate (present

effective management having begun conglomerate activity),

Bangor-Punta is the outgrowth of Punta Alegre Sugar Corp.

Originally engaged in Cuban sugar production, the company's

efforts as a sugar producer, refiner, and marketer were
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terminated by the seizure of its properties by the Cuban

government. The company began operating in other commodities

shortly afterwards, and in 1961 made its first substantial

acquisition in the form of a grain elevator in the midwest.

Within two years it was well on the road to becoming a

conglomerate with mergers and acquisitions in metals,

synthetic fabrics and related activities, rails, boating,

air craft, and other industries.

Bangor-Punta has been somewhat less than successful in

its additions to the company. After losing nearly $3 million

in the grain elevator venture before selling it, it bought

the Bangor and Aroostook railroad in Maine, and dropped

another $14 million. In 1969 it bought a 51 per cent interest

in Piper Aircraft, which turned in a deficit of $776,000.

Subsequent floods have hurt continuing operations, resulting

in additional losses. Along with the bottom falling out of

the boating market, which was accounting for 25 per cent of

revenues, the textile operations began losing money. The

company was carrying a rather extensive debt load, a goodly

portion of which was occasioned by acquisition action, and

its interest payment of $1 million per month became

increasingly burdensome. Nicholas Salgo, president of Bangor-

Punta, is quoted as predicting in 1969 that in ten years

there would be only two hundred major industrial companies

1Gilbert Burck, "The Merger Movement Runs High,"
Fortune, LXXIX (February, 1969D,, 80.
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in the United States, all conglomerates. Salgo evidently

perceives the acquisition imperative to be very pressing,

even to the point of survival as a big firm.

The disappointing results of operations of firms

acquired points to deficiencies in more than one management

area. The grain acquisition was within the realm of

commodities, but at the time, the grain industry was not a

particularly attractive field. Assuming that it was a

related activity, the company did not have a supportive

staff for grain operations and one could seriously question

the acquisition on this basis, and especially since it was

remote from company headquarters. Even with experience in

company owned railroads, one could also question the

selection of the Maine railroad, in an industry that was on

the decline. This and other later unprofitable ventures

seem to indicate a lack of extensive over-all planning and

staff work in investigating the additions, and specifically,

the excessive debt load incurred in the process leaves

something to be desired in future planning. Not only has

this been a burden, but it severely restricts flexibility

in future planning. Losses incurred by member companies

have not been corrected; evidently Bangor-Punta has not yet

developed an adequate central staff for supportive and

control action. In the matter of control, the firm is

evidently dependent on acquired management for monitoring

problem areas of an operational nature. Firm central control
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is maintained in the matter of ownership interests 
of merged

companies. Most are wholly owned, with substantial majority

interests in others.

On the basis of the information gathered, the firm is

assessed low ratings in selection, control and staff, and

only slightly higher in planning. It must be said that the

company by necessity had to jump into planning 
for future

operations as a result of the loss of its Cuban 
properties.

The planning seems inadequate, however, when 
viewed from

the viewpoint of providing a supportive staff. Ratings

assessed are 2 each for the first three policies, and 3 for

planning.

Buljington Industries

Burlington Industries has for the greatest part confined

its efforts to the manufacture and sale of fabrics. Spinning

and weaving operations was their forte at the beginning of

the study, but as time progressed, more emphasis was placed

on marketing and distribution. A number of developments

within the company now are bringing the textile maker

closer to the housewife. To accomplish this, a wide-ranging

corporate reorganization has been effected, acquisitions 
of

such nontextile businesses as furniture-makers have been

made, and a big consumer-products advertising push has been

inaugurated.2 The process through which Burlington has

2"Burlington's Reach for Identity," Dun's, XCVII (February,

1971), 69-70.



passed has dictated its spread primarily into associated

industries; whether this spread was the result of intensive

preplanning or the result of taking stock of what had been

accumulated is not evident. It would seem the latter would

be the case--accumulations of related firms was not planned

beyond the fact that they seemed to fall within the scope of

Burlington's expertise and production know-how, and after

the accumulation of fabrics, carpet mills, and furniture

factories, the total marketing concept seems a natural out-

growth. The candidates for selection seem logical and

reasonable enough; however, it would appear that their

planning was not entirely satisfactory, in that in 1970 they

found it expedient to undergo a major reorganization which

took them from a traditional function-oriented organization

under which manufacturing, marketing and research all

reported to different heads to a group of market-oriented

vertically integrated businesses, reporting to newly created

executive presidents charged with the performance of the

total business.3 Again, this new perspective on the role of

the company could have been been derived from an assessment

of the capabilities under its wing, rather than following a

pre-planned approach to the acquisition of those elements

that would produce a desired result.

The fact that Burlington has reorganized to emphasize

marketing and has restructured the organization on more

3lbid., p. 69.
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vertical lines indicates a departure from a more decentralized

arrangement. They still consider themselves a decentralized

company, as Chairman Charles F. Myers, Jr. indicated a few

months later in describing how he ran the company'

It's very similar to the way you hope to

run your family. . . . On the one hand, you
don't want your child tied to your apron strings
so that he doesn't do anything or has little
self-reliance. On the othe6 hand, you certainly
don't want him to run wild.

Burlington Industries has in some areas reinforced its

central staff functions, in other areas dispersed them. The

restructuring of 1970 was with a view of primarily unifying

marketing and other functions. It is logical to deduce that

these functions had not previously been coordinated by

corporate headquarters. At a later date, in 1972, the

company closed its forty-three acre central research department,

and a spokesman for the company said the work would be

divided between eleven of the thirty divisions, that the

eleven would be beefed up and at a later time, more would be

added.5 The restructuring of the company could have well

been a prelude to this change, a recognition that some staff

functions can be more effective when placed closer to those

with whom they are working.

The firm, now in its second generation of conglomerate

management, has primarily grown by concentric mergers.

4 "Walking a Tightrope," Forbes, CVII (May 15, 1971), 191.

5Wall Street Journal, CLXXX, No. 21 (August 1, 1972), 9.



Holdings embrace apparel fabrics, both of 
natural and synthetic

fibers, hosiery products, upholstery and drapery 
materials,

carpet and other yarns, rug and carpet 
mills, furniture

factories, and other domestic and foreign operations. 
The

policy of selection is consistent with the company's

marketing premise and acquired companies are well related by

function. For this reason, a rating of 6 is assessed on

selection. Had there been wider holdings of more diversified

industries, the selection rating would have been higher.

This lack of diversification is also considered in assessing

a value of only 3 for planning; this plus the fact that there

is considerable doubt about an intense preplanning in growth

and in the structure of the organization. The reorganization

suggests that prior to that event considerable 
latitude was

given subsidiaries in the matter of control which could be

reinforced by the statement of Chairman Myers on his

philosophy of running the company, and accordingly the

company is rated a 4 for control. The restructuring of the

company indicates that previously the company had made 
no

great effort at maintaining a central staff for coordination.

Performance results seem to indicate a lack of staff

supportive action, and changes in R and D point to company

dissatisfaction with that function. For these reasons, a

value of 3 is placed on the staff policy.



City Investinr

City Investing is another firm in its first generation

of conglomerate action. Although classified as such, it is

a relative newcomer to the scene, beginning its acquisitive

action in 1966. Built from a basis of mobile homes, the

firm expanded into Rheem Mfg. Co. (water heaters), magazine

printing, fluid containers, financial institutions, motels,

and a number of other industries.

One cannot help but wonder at the implicit purpose of

a series of advertisements in the Wall Street Journal in

June and July of 1972, running from half to nearly full pages,

which were composed from "personal insights" of George

Scharffenberger, president of City Investing, and which

included as a major portion of each ad a sketch of Mr.

Scharffenberger. A more direct approach to an appraisal of

City Investing's selection policy can be gained from a report

6
in Business Week, when in discussing acquisition criteria,

the president noted that "It (the acquisition) must add,

when joined to City, at least twenty cents a share in

earnings." This is not an undesirable criterion, but since

it seemed to be the principal standard, one is led to believe

that City is more interested in buying earnings than in

acquiring companies that offer a solid base of internal

growth.

6Business Week (March 23, 1968).



An insight is given into company planning:

Sometimes this type of multicompany seems
more a repackager of corporate assets than a

manager. It tended to turn its assets into

things new and strange. City Investing took
four previously existing operations of Rheem

Manufacturing, ranging from construction to

recreation, and postulated them as the broad 7
general growth areas for its future expansion.

From the above, one would gather that City Investing has

used the "inside-out" approach in over-all planning for the

future. There is nothing essentially wrong with the

approach, except one would wonder what the company area of

interest would be if it had not acquired Rheem, or even more

basic, how Rheem fit into its plans in the first place.

The stated policy of George Scharffenberger was that

what the parent company wanted was well-managed companies in

mundane fields doing no less than $20 million a year and

having a 15 percent annual growth rate potential.
8  One

could infer from this that its acquisitions would be self-

managed on a decentralized basis. To some degree this has

been true, but the rather large staff of officers would

indicate that a degree of responsibility had also been

retained in the corporate office.

City Investing is found among a group of companies that

Forbes9 designates as opportunistic: they recognized that

the flexibility of United States accounting practices

7Forbes, CIII, No. 1 (January 1, 1969), 80.

8Barron's, LI (October 4, 1971), 16.

9 Forbes, CIII, No. 1 (January 1, 1969), 80.
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provided opportunities for the acquisition-minded company.

The main concern of such companies is compiling an earning

record--whether through internal growth or acquisition seems

immaterial. The phenomenal growth records have been

accomplished in fact by external growth, and with emphasis

as it is on this method, staff work emphasizes evaluation

of the next candidate for merger, rather than assistance to

ongoing operations.

In spite of a relatively large central staff, City

Investing productivity has not increased and earnings per

share has had a significant drop. It appears that the staff

is concerned more with control than with other functions.

On the basis of the stated policy on selection, a low rating

of 2 is assessed, and staff is rated likewise in view of the

apparent lack of supportive action. The company rates a

median five on control, but due to other opinions concerning

planning, is assessed a 3 in that category.

Evans Products

Also as a first generation conglomerate with such

experience dating back to 1961, Evans Products is another

firm that has tended to surround itself with firms in

related fields. Essentially a forest products company,

additions have been made in particle board, hardboard, and

specialty items. Evans decided to enter the consumer market

by way of building materials retail stores and factory-

manufactured homes. This vertical integration has proved
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useful by diversifying into less volatile aspects of 
the

building products market, and the acquisition of established

retail outlets has been the vehicle. While the company is

still within the description of the concentric conglomerate

and subject to the parameters of essentially one industry,

its continuing expansion is leading into ever-widening

fields.

A typical example of intertwined planning and execution

can be seen in the following quote:

Orloff's (Chairman of the Board) solution

(to the booms and busts in the housing market)
was to put Evans in the least vulnerable
segments of the building business, to integrate

his operation from the forest all the way to

the consumer and final{j to diversify into
non-building business.

This planning framework suggests an overall direction

of the company. To implement the long range plan, it also

assumes proper planning to determine the number of levels

involved, i.e., retail, wholesale or warehousing units,

selection of geographical areas in initiating the program,

a determination of whether to buy an existing outlet or

develop new ones, an adequate staff to provide data by which

decisions can be made on these problems and the continuing

problems of operations, adequate controls to govern such

operations, and provision in planning to meet various

contingent problems. Evans seems to be progressing toward

this goal, and with little financial strain. Financing has

10"The Master Builders:," Dun's, C, No. 3 (September, 1972),
54.
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been done through increase of common stock, and while earnings

per share have not maintained the same rate of increase as

have net profits, it has maintained a healthy debt-to-equity

ratio of 1:2.3, enjoys low annual carrying charges on its

long-term debt, and has a big balance in its working capital

account.

One who directs the affairs from the central corporate

office is Monford A. Orloff, now Chairman of Evans Products.

Sheldon Kaplan, former head of a major acquisition and now

President of Evans, persuaded Orloff to absent himself from

a two-day long-range planning session, explaining "Mon is

the father figure here. He has made all the major decisions

for years, and I felt he might inhibit the free flow of

ideas."1I Kaplan prefers to move people directly, pulling

down the barriers between him and his executives. He claims

he dictates only two letters a week, preferring memos. He

gets only two reports a month, an inventory audit and a

financial statement.12 He even answers his own phone,

claiming that his secretary, whom he shares with other

executives, is too busy. This could be interpreted to mean

that he has a large enough staff to take the work off himself.

As he has also said, he wants to know what's happening and

speed of communication is what counts; he seemingly would

prefer to operate on his own and in the absence of an

extensive staff.

12 Ibid., Pe 56.11 lbi
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The fact that Evans has confined itself to a concentric

policy of expansion has not greatly reduced its reliance on

the fortunes of the building products field. Its vertical

integration detracts somewhat from the basic idea of selection

of candidates for conglomerate merger. The excursion into

other areas could be expected, but has not yet taken place.

The evidence points to the median of 5 for selection, but

well over the average in both planning and control. The

company has evidently laid some concrete plans for expansion

and is rated 8 on planning. The personalities of both Orloff

and Kaplan indicate they believe in strong central control

and likewise rate an 8 on that score, but by the same token,

a low 2 is assessed for staff.

General Host

With a background in the food industry, General Host

evolved from the prior General Baking Company and began its

role as a conglomerate in 1965. The biggest attempt to

broaden its horizons occurred in an attempt to take over

Armour and Company in 1969. While General Host eventually

ended up with 57 percent of Armour's stock in the attempt to

gain control, the convertible debentures and warrants it

tendered presented a potential dilution of 350 percent in

its own shares. In the meantime, its own shares fell from

$39 to $19 while it held its Armour interests, and General

Host found itself in a position of having to sell the Armour

stock to finance its debt. While it is evident some poor
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planning was done, it is also evident that the Armour

holdings were such that the company was so expensive 
to

acquire in both money and time, General Host plans had to

be abandoned.1 3 It would have required ownership of 66

percent to authorize the merger, and with 
a staggered-term

seventeen man board, it would have required at least two

years to acquire a majority. With Greyhound also interested,

and eventually obtaining 33 percent of the stock, it would

seem that Armour would be a poor choice for acquisition.

Also, one may add to the above the consideration that 
General

Host, with prior holdings in food products and processing,

may have courted controversy with the Justice Department

had the merger been consummated.

General Host has not had an impressive record as a

conglomerate, although it seems to do well enough with 
its

individual operating units. Expanding from baking into the

tourism and food service markets, its composite holdings

have been modestly successful. It must be recognized that

in at least some of the efforts at expansion, poor planning

and advice must have been present. Particularly, in the

attempt to acquire Armour and Company, General Host did not

seem aware of the location of the shares necessary to obtain

control, the potential total costs involved in either a

successful or unsuccessful attempt at takeover, and other

1 3 "Over a Barrel?" Forbes , CIII, No. 6 (March 15, 1969),
44.
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considerations surrounding that effort. With more intensive

planning, it is entirely possible the company could have

avoided the nearly $60 million loss incurred, or at least

could have been successful in its efforts and could have

eventually absorbed all or a part of the loss involved. On

the other hand, Greyhound, who followed with a successful

bid for acquisition, bided its time, letting General Host

strangle itself with interest payments on money borrowed to

acquire Armour stock, and eventually bought General Host's

interests in Armour at a discount of some $50 million. The

abortive attempt of General Host to acquire Armour earned

14
them the Forbes title of Comic Conglomerate, and Business

Week made the comment that while General Host was off

chasing Armour, no one was tending shop.
15 The exact portion

of the millions of dollars lost in the effort that can be

attributed to the lack of an adequate staff in planning is

beyond measurement. It would seem, however, that a company

actively engaged in conglomerate mergers would be better

advised by a competent staff. General Host, by virtue of its

far-flung operating units, has operated basically as a

decentralized management.

The extreme difficulty General Host found in the Armour

incident must be attributed to a lack of preplanning, which

14 "Comic Conglomerates," Forbes, C, No. 9 (November 1,
1969), 50.

1 5 'General Host Counts Its Losses," Business Week
(May 23, 1970), p. 35.
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also calls for an adequate staff and selection 
procedure. On

all three counts the company is given a 2, with only a 3 in

the matter of a high degree of central control.

General Instruments

Also in its first generation is General Instruments,

primarily known as an electronic components manufacturer.

The firm moved into cable television by purchasing Jerrold,

the largest maker of cable television equipment and constructor

of cable television systems, but has confined its acquisitions

to the electronics field. General Instruments seems to have

misplaced its confidence in its ability to compete successfully

in integrated circuitry by specializing in metal-oxide-

silican circuitry. Profits have never materialized, although

other newcomers to the field are on a profitable basis.
1 6

The firm seems to exercise more than average central control.

This is not unexpected in a company whose main efforts

revolve around a principal industry or product. General

Instruments has confined itself to a rather narrow concept

in the field, which indicates rather strict control over its

acquisitions.

The impression gained from an analysis of the activities

of General Instruments is that it is staffed in technical

competency, but is lacking in other areas of staff work,

1 6 "General Instruments Bides Its Time," Business Week

(November 29, 1969), p. 118.
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notably in planning and marketing. The company seems to be

able to produce, after a number of setbacks which were

resolved, but does not occupy a prominent place in the

industries in which it has invested.

The firm seems to lack general direction and if it is

operating on a specific plan, it seems ill advised. General

Instruments rates lowest in this category, a 2, and although

the technical part of the staff seems adequate, otherwise

staff work earns but a 3 due to its limitations. The

company exhibits a rather high degree of central control,

and this persistent effort to occupy a prominent place in

the electronics field may retard the search by its subsidiaries

for new products and new markets. Its relatively strong

central control merits a 7 on the scale. The selection of

merger candidates seems sufficient for the area, but the

restrictions within the industry limits its potential, and

earns a less-than-average 4.

Gould, Inc.

Still another first generation conglomerate is Gould,

Inc., an old firm but relatively new to this particular

endeavor, originally known as National Battery Company, and

immediately before adopting the present title, as Gould-

National. At present the company is operating primarily in

three fields: batteries, industrial metal products, and

electronic systems and instruments.
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Gould-National is an example of a once profitable

company that found itself in a dormant market. 
A producer

of automotive and industrial storage batteries and engine

filters and parts, it was finding that longer-life batteries

and the alternator were stifling the automotive battery

demand and creating within the industry excess productive

capacity. An appraisal of its situation by Business Week

states:

Gould-National's fortunes were not ameliorated

by a management more talented in production
efficiencies than in long-range market planning
and whose corporate horizons were far more modest

than those required b{7a company so obviously in

need of thinking big.

It seems rather evident that Gould would have been

better off to diversify into other industries than its own.

Again, the selection of firms for acquisition was logical,

but more planning would probably have dictated expansion into

other areas.

William T. Yevisaker, who became president in late

1967, converted a tightly centralized company into a highly

decentralized operation. He substantially reduced Gould's

staff and established the company's six product divisions as

separate profit centers.18 For most of the time covered in

this study, the company was under tight central control. It

17 "Recharging an Old Battery Maker," Business Week

(January 4, 1969), p. 38.

18 Ibid., p. 39.
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is noticeable that during the period, return on assets

deteriorated, but earnings per share increased markedly.

This would suggest that the company was assuming greater

proportions of debt in its capital structure, but 
was not

utilizing its assets as effectively. The firm is rated 8

for central control, but in planning and staff is assessed

only values of 3. The decline in earnings on assets, plus a

standstill in its productivity index indicates the company

could have possibly utilized the staff function more

effectively in corrective measures and support. The selection

value is 4, a little less than the median, due primarily to

lack of diversification.

Great Western United

Most of the merger activity of Great Western United has

occurred during the past five or six years. Originally a

flour milling concern, the first large venture was the

acquisition of Great Western Sugar, one of the largest

producers of beet sugar. Other acquisitions of note include

Shakey's, Inc., and California City Development Company, a

group of companies engaged in development of new cities in

California, Colorado, and New Mexico.

The dominant personality of William White, Jr. superimposed

itself over corporate and subsidiary management, and while

all operations were controlled from the apex, the proper set

of controls that would implement good performance may not

have been exercised. One could point out some of the elements



59

of the personality of White, his temperament and personality

influencing, it would appear, not only the selection of

merger candidates, but planning, control, and the stability

of the organization as well. In a Wall Street journal

191
article a former vice president for finance is quoted as

saying that this (White) is the most egotistical man in the

world, that when he first joined Great Western in 1967 he

would listen to advice, but things kept going to his 
head.

He added that you had to make up your mind you were going

to do it Bill's (White's) way and capitulate to what he said

or leave. From the same article, an insight into planning

is gained from White's statement "Who knows where we're

going. We're having fun keeping busy and we're building a

good company." But, in response to a question concerning

any pending acquisitions, he responded, "Not this week. I'm

tired." A Forbes report20 sheds some light on control and

stability: after the two major acquisitions of Shakey's and

California City Development Company and a host of minor ones,

White was quoted "Only one of our acquisitions has the same

chief executive officer as in January of this year."

There seems to be no doubt but that Great Western was

run from a strong central control posture, which earns them

an 8 rating. Based on the articles quoted, very little was

19Eric Morgenthaler, "Life as a Tycoon Was Exciting for

Bill White--As Long As It Lasted," Wall Street Journal, CLXXX,

No. 55 (September 18, 1972), 10.

20 ,,Faces Behind the Figures," Forbes, CII, No. 4

(August 15, 1968), 22.
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done in the way of planning and selection, and a 2 in each

instance is assessed.

What could one say in the case of Great Western United,

except that even if it had maintained a qualified staff, the

chief executive officer would not have availed himself of

their talents. He did have within the company both those

who rose from within and those brought in from the outside.

The advice and counsel they offered was not given serious

consideration, which had a great part in the ultimate serious

condition to which the company deteriorated. The total

absence of an effective corporate staff, not because of a

lack of people, earns the company the lowest rating thus far,

a 1.

Greyhound

One of the newest at conglomerating is Greyhound, better

known for its transportation activities. Few companies had

been added until some ten years ago, and those were primarily

in related fields. Previous reference has been made to the

acquisition of Armour, the largest to that date, and the

battle with General Host. With further reference to the part

of Greyhound in the above acquisition, its evident motives

were different. With principal holdings in the area of

transportation, the motivating factor seemed to be that of

more diversification. Armour itself was involved not only

in meat processing, but also in steel, chemicals, electronics,

and soap. An added attraction was the fact that it was in
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good financial condition' it was earning only about $18

million on sales of more than $2 billion, 
but it had little

debt and working capital of over $250 million. 
Such an

addition would strengthen Greyhound financially, 
and it was

the opinion of Greyhound management that with 
sales volume

as it was, the earnings could be improved with different

management.21 Greyhound had shown respectable operating

margins and earnings per share, had good turnover of assets

for its industry, and had no real difficulty in financing

the purchase. In fact, it would appear that the unsuccessful

attempt by General Host provided a boost in the efforts 
of

Greyhound.

The company has otherwise indicated advanced planning

in its own industry by innovations in bus design that

attracted more customers and at the same time provided

economies in service and the cost of transporting passengers

and freight. On these scores it would deserve a better than

average rating in its planning performance.

One of the principal reasons Greyhound acquired Armour

was the lure of better management of assets. Armour with

good sales volume had shown little profit. With the aim of

increasing profits, Greyhound renewed Armour by cutting almost

$1 million from salary costs, closing down old plants, building

new ones and modernizing others. The results have begun to

2 1"Greyhound Puts on Weight," Fortune, LXXXIII (May, 1971),
230.



show; profits are improving although not to the point that

would satisfy Greyhound. The tighter controls and checks

have shown that performance can be bettered, and are in line

with those already in existence at the parent company.

The Greyhound-Armour merger had as one of its fallout

benefits the opportunity for Greyhound to concentrate 
a

wide range of corporate services at their new Armour 
head-

quarters in Chicago. Most of these services had previously

been dispersed over the range of companies and activities

under Greyhound control. Previous operations had shown that

the company had in fact provided better than average staff

services to the components. The new arrangement allowed the

company to centralize its corporate activities more at

considerable savings.

Greyhound is rated above average on all four policy

areas. It would seem that it is following a plan; merger

action has slowed, but it must be interpreted as consolidating

of position. Innovations in the original field suggest

planning and effective control, and merger candidates have

not been losers. On selection, planning, and control

Greyhound is rated 7, and on staff only slightly lower, a 6.

International Telephone and Telegraph

One of the most widely known conglomerates, although

having limited experience in the field, ITT has been under

the influence of Chief Executive Officer Harold Geneen for

the past fifteen years. It was the purpose of Geneen to

62
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increase domestic earnings and investment 
to balance the

uncertain conditions of foreign operations, the principal

business of the company until Geneen assumed 
control. The

company embarked upon an expansion program 
shortly after

Geneen came into the company and has since been very

prominent in merger activity.

An insight can be gained into the policy of selections

pursued by the company from Geneen's notes to the Board, in

which he stated:

There is one further factor, namely the
ability of ITT to take an acquisition and its

product lines in any one area of the United
States or Europe and benefit from the transfer

of the product "know-how" and manufacture to

other areas of the world where they can be

fitted into our existing enterprises. This has

been and is process with all our acquisitions
made to date.

Likewise, he (Geneen) refused to limit ITT's

diversification to manufacturing, as Textron does (or like

Litton, where the common denominator was technology) or to

anything else. He inverted the Textron formula, setting as

ITT's standard of performance not return on equity but a 10

percent to 12 percent annual increase on earnings, and

proceeded to diversify into everything from hotels and 
baking

to chemical pulps and home building. To realize this annual

growth, potential internal growth is a prime factor 
in

22U. S. House, A Report of the Staff of the Antitrust

Subcommittee (Sub-Committee 6Y of the Committee on the

Judiciary, House of Representatives (Washington, D. C.,

June 1, 1971), p. 91.



selecting candidates for acquisition. It must be added that

in most instances these candidates also offered additional

borrowing capacity, bringing in the financial aspect of

selection.

International Telephone and Telegraph is most impressive

in the matter of central controls. This organization was

also on the 1970 Dun's list of the ten best-managed companies.

Harold Geneen has been known for his financial acumen, and

when interviewed on this expertise, talks about controls.

He explains the system: 1) problems must be highlighted,

2) facts must be unshakable, and 3) communication must be

face-to-face. It has a business plan, continual reporting of

actual results as compared to plan, and a procedure for

remedial action when the two diverge.23  To supplement

control, ITT employs a huge central staff of administrative,

technical, and financial experts who are free to examine the

operations of the unit manager--any time they feel the need.

Further evidence of strong centralization of control lies

in the fact that the chief financial manager of each operating

unit reports directly to ITT's controller. Another viewpoint

of Geneen's actions when becoming head of the company comes

from Stanley H. Brown24 who noted that Geneen eliminated much

23 "The Ten Best-Managed Companies," Dun's, XCVI, No. 6
(December, 1970), 27-28.

24 Stanley H. Brown, "How One Man Can Move a Corporate
Mountain," Fortune, LXXIV (July 1, 1966), 82.
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of the autonomy of ITT's managers and replaced it with a

control system tautly run from the New York headquarters,

reversing a situation in which, at one point, managers were

literally told to ignore headquarters directives and "just

send earnings back home." John Graham, former Vice-President

of ITT for North America described the situation as "You

could almost call it management by detail. There are more

problems--some quite minor--solved at a higher level in ITT

than any other large company I know of."25 Many more

opinions could be offered in support of the appraisal that

ITT does in fact have a higher degree of development in

central control than any other conglomerate in the study.

As observed above, ITT maintains a huge staff of

administrative, technical, and financial experts to implement

the remedial portion of its control plans. In addition, the

three members of the president's office act as a "fancy staff"

of expediters for Geneen. Even their power is diluted on

occasion when Geneen becomes fascinated with a particular

problem, and the group executive starts dealing with Geneen

directly.26 This may be an outgrowth of the third part of

his major plan which calls for face-to-face communication.

There seems to be no doubt that ITT, under Geneen, takes

positive action. All indications point to a high degree of

25"They Call It Geneen U.," Fortune (May 1, 1968), p. 29.

26W2.The Succession Plan at ITT," Business Week (April 22,
1972), p. 75.
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selectivity, which has been set at 9, a definite plan of

action, yet flexible, which is set at 8, the tightest

controls yet encountered, earning the top of 10, and central

staff development, 9.

Litton Industries

Litton is an example of a company that started acquiring

at an early age and proceeded at a very rapid pace to build

an industrial empire. Still only twenty years old, within

a year or two of its inception the company was on the path

toward becoming a true conglomerate. The principal business

is grouped under four main areas: business systems and

equipment, defense and marine systems, industrial systems

and equipment, and professional services and equipment.

As an illustration of the effect of opportunism as a

motivating force in acquisitive selection, the following has

been written about Litton Industries: "Part of Litton's

troubles stem from its admitted policy of buying sick

companies at bargain prices and trying to make them well

again."27 The principal difficulty in following this

philosophy of acquisition is that Litton has apparently been

unable to cure the companies of their ailments. It seems

apparent that Litton has placed acquisition before operations

and has been content with loose, decentralized management

until recently.

2 7 "Litton's Troubles, " Forbes, CI, No. 4 (February 15,
1968), 48.
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In its rather drastic and extensive reorganization the

transformation of Litton was particularly significant in that

it affected the total company in its scope. Changes of this

nature in particular affect the control features of the

organization, but such changes are the result of revised

thinking and planning to meet a specific situation. Dun's

comments concerning Litton:

In short, what took Tex Thornton and Roy
Ash fourteen years to build up fell apart in a
fewer number of months. The major cause of the
catastrophe, as everyone now knows, was their
fundamental philosophy: the concept of a huge,
multifaceted company operating under29
sprawling, decentralized management.

The switch for Litton has been toward improved performance

in individual operating units. Evidently, the statement by

Litton in 1968 that "In the centralized form of management

we'd have to spend a lot of time going through the whole

corporate structure until the problem could be found"
29

proved to be invalid, for all practical purposes, and the

opposite may have been the case. The change from a loose to

a tightly controlled administration was rather drastic. It

is possible that Litton over-reacted as, since major

reorganization in 1968, the tight control has brought a

number of complaints from the division managers. The system

currently -tracks some one thousand product lines, a burden

28"A New Litton?" Dun's, XCIX, No. 1. (January, 1972), 30-31.

29"Litton's Troubles," p. 47.
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that requires each division to come up with some seven

hundred figures every month.30 Litton also recognized the

absence of an adequate staff in the previously loosely

integrated structure. Tex Thornton, Chairman, conceded that

"Prior to 1968, we were growing so fast that just the idea

of maturing and digesting all those activities was a terrific

task. So Litton is becoming much more a solid and integrated

operating company."3 The provision of an adequate staff to

remedy the situation came a little too late to prevent the

oncoming difficulties that were to beset Litton, but should

be of value in the future.

It is very possible that Litton grew too much too

quickly. The outstanding thing about the company has been

growth in sales: from less than $200 million in 1960 to

nearly $2.5 billion in 1971. On the other hand, earnings per

share, return on assets and operating margin have all been on

the decline. The selection policy, that of buying sick

companies at bargain prices, coupled with the inability to

turn these companies around does not speak well for selectidn

and staff. The company itself acknowledged a loose,

decentralized control until its reorganization, and it is

evident a high degree of central planning was present. The

firm is rated 3 on all four policy areas.

3 "A New Litton?" p. 32.
31 Ibid.0, p. 31.
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Ling-Te mo 0-Vaught

Among the many reasons given for merger is found, at

least according to Vance,32 in what he terms managerial

megalomania. The term is applied to those entrepreneurs

who are the driving force behind empire building through

conglomeration. The same driving forces that impel the

individual to succeed as an entrepreneur in many instances

have been carried over into corporate affairs. In some

instances, the dominant individual has considerable owner-

ship interests in the company and sees reward in profits.

In other instances, and this is not only difficult to define

but to illustrate, there are thoseindividuals who receive a

personal satisfaction from heading a giant organization.

Certainly, the desire for profit is one of the mainstays of

the free enterprise system, and if Maslow's concept of

the higher order of needs as motivative factors can be

accepted, the esteem, status, self-realization and fulfillment

derived from such self-perceived success is also valid. The

particular interest here is not so much whether personal

motivation is either good or bad, but only whether such

motivation, like any other motivative factor, clouds the

32 Stanley C. Vance, Managers in the Conglomerate Era
(New York, 1971), p- 59.

33A. H. Maslow, "A Theory of Human Motivation,,"
Psychological Review, L (1943), 370-396.
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issues, and the zeal and exuberance of the individual out-

weighs logical and reasonable determination of selection

policy.

As an example of appraisal of others concerning the

same topic, Isadore Barmash quotes an unnamed "top

conglomerator":

Jimmy Ling is the greatest of us all. He
made the greatest use of everything he had and
built a company that will last a long, long
time. But even he got sucked in by his own
publicity, like the rest of us. What did he
do? He wanted to buy Jones and Laughlin so he
could get into the steel industry in a big way,
even though he already had a lot of debt. So
he goes out and borrows $500 million. In his
circumstances it was the wrong thing to do. It
was definitely a big mistake. No wonder he's
got more headaches than anyone else.3

Just how much of LTV's merger activity can be

attributed to the personal drive of Ling cannot be adequately

measured, no more than that of Royal Little of Textron,

Charles Thornton of Litton, Armand Hammer of Occidental

Petroleum, Eli Black of United Fruit, William White, Jr. of

Great Western United, George Scharffenberger of City

Investing, William Whittaker of Whittaker, Geneen of ITT, or

any of the other great personalities behind the firms in our

study.

In LTV's planning, as in the case of General Host,

acquisitions paid for by increasing debt tended to make the

4 Isadore Barmash, Welcome to Our Conglomerate--You're
Fired (New York, 1971), p. 200.
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capital structure topheavy with debt and placed an almost

unbearable strain upon the company. No one can say that

Ling had no plans, but in the consideration of the ultimate

effect on the company, its structure and operation, it is

evident that some primary alternatives had not been completely

developed.

Much has been written about the high regard that LTV

has exhibited toward a decentralized structure of organization.

For one thing, it has fit well into the firm's "redevelopment"

or "spin-off" policy, wherein a subsidiary goes public, with

LTV retaining a majority interest. Like Litton, LTV has

exercised very little visible central control. At LTV, the

headquarters group consisted of only eighteen officers (in

1968) who reviewed the activities of ten subsidiaries whose

annual sales volume exceeded $3.8 billion. Each of those

officers, however, sat on the boards of at least three

subsidiaries. This would indicate that although they were

"outside" directors, they were probably much more aware of

the business of the subsidiary and exerted much more influence

than other so-called outside directors.35  The policy of

autonomous units is reinforced by the pre-merger agreements

with officials of Jones & Laughlin that LTV would ask for a

minimum representation on the Board for a stated number of

years, insuring the continuance of control in the hands of

Jones & Laughlin.

35Business Week (November 30, 1968), p. 81.
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There are only one hundred eighty staff members,

including the eighteen corporate officers, at LTV headquarters.

It has been a tendency of LTV to retain management in acquired

companies, at least for a reasonable time. The role of the

eighteen corporate officers and directors of subsidiaries has

already been mentioned, but this circumstance seems to fall

more under the heading of control than staff support.

It would not appear that LTV has a clear method of

selection. In too many instances its name is mentioned in

the world of merger and acquisition in connection with

potential merger partners. The connotation is that any

opportunity will find LTV looking over the prospect.

Allowing for the usual rumors that always surround an

aggressive conglomerator, the thought prevails that the

company does not exercise a high degree of selectivity. The

firm is awarded a 2 in this category. In the matter of

central planning, a slight degree above is allotted, a 3.
This is not because, as indicated earlier, central planning

is not done,, but because it does not appear to be far-

reaching and of the proper nature. In staff and control, the

same score is allotted from the interpretations derived from

the literature,

Maremont

Maremont is primarily a manufacturer and distributor of
automotive replacement parts, but branched out into the
manufacture of textile machinery and parts, ordnance equipment,



73

guns and parts, and microwave antenna systems. Its

automotive parts distribution system has included both whole-

sale and retail outlets, which brought on a divesture consent

order agreement with the Federal Trade Commission under which

Maremont would dispose of most of its wholesale units.

Selection in general has been primarily in the automotive

parts area and has been relatively good with the exception of

opting for the area that put them in conflict with the Federal

Trade Commission.

Maremont is evidently proceeding on a course that is

confining it to the manufacture of machinery and parts. It

appears that a company on such a direction requires less

staff and support from corporate headquarters, at least in

numbers. It is operating in a field it knows best, and on

the judgment and experience of a relatively small group of

officials the responsibility of management is placed. It is

evidently the plan to remain in the related fields. Some

changes wrought by the environment, for example, automobile

exhaust systems which at one time were an integral part of

their business, have prompted some few acquisitions to take

up the slack in the possible phasing out of this business.

There is no evidence of extended long-range planning, and

althought Maremont earnings have declined somewhat, its

productivity has substantially increased. Control is vested

in a relatively few officers and a small board, a majority of

which are officers of the company. On this basis, the firm

is rated above average, a 7, for central control, but only
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3 for staff' support. On the matters of planning and selection,

Maremont has exhibited no extensive long-term plans, but has

been able to plan effectively enough for the short term and

the organizational structure seems adequate for the current

level of business. Other than those selections that required

divestiture, it has acquired firms that fit into its

organizational pattern. There has been no great effort to

diversify into other areas of industry. On these two

measures, an average rating of 5 is assessed.

Norris Industries

Among those in the category of first generation

conglomerates, Norris has been in existence for some forty

years. Originally known as Norris Stamping and Mfg. Co.,

with primary business interests surrounding the manufacture

of stoves, ovens, and other fabricated metal products, the

company has expanded into plumbing supplies, bath fixtures,

builder's hardware, kitchen equipment, and military hardware,

which has been the most substantial part of its operation.

Primarily dependent on wartime products, Norris opted

to secure firms in other industries to soften the blow in

the transition from military sales to peacetime endeavors.

As a number of other companies did, it elected to go into

consumer hard goods, a field in which many conglomerates

have had success. Its candidate however, Waste King

Corporation, makers of garbage disposers, dishwashers and
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built-in kitchen equipment, had operated in the red six of

the seven years before acquisition, and at the time of the

report (1968), the business was far from healthy) 6  This

firm, plus others in related fields, could in time prove

profitable to Norris. However, since the report, five years

have elapsed, and earnings per share have never equalled

their 1966 earnings. In this venture into kitchen equipment

and other elements of the residential construction market,

Norris got in just in time to feel the effects of a slump in

residential building.

With nearly half the stock held by management, Norris

has historically managed from a strong central control

posture. Its control has been extended insofar as ownership

is concerned to its acquisitions, but recurring losses in

subsidiary interests could be laid partly on lack of

effective budgetary and cost controls. The venture into

Waste King and the building products field was disappointing,

and seemingly indicates a poor selective program with little

staff analysis. Further staff support seems lacking in the

case of some of the subsidiaries which consistently produced

poor operating results. Although rather high with a rating

of 7 in central control, 3's are assessed as a value for

planning and selection, and for lack of staff advice and

support, a 2.

36"Back for More," Forbes, CI, No. 7 (April 1, 1968), 66.



Northwest Industries

Northwest Industries, a newcomer to the conglomerate

scene, has seen some success in the field, but has also

had its reverses. Ben W. Heineman, the power behind the

firm, is another of those entrepreneurs whose influence is

dominant in the firm. Dun's37 reports that Heineman seldom

allows any hand other than his own to touch the throttle of

Northwest Industries. Based originally on the Chicago and

Northwest Railroad, the firm acquired Acme Boots, Lone Star

Steel, Fruit of the Loom, and Buckingham Corporation (Cutty

Sark Scotch) among others to establish itself firmly in

consumer and industrial goods. Among the disappointments

have been primarily its unsuccessful conquest of B. F.

Goodrich Company, and the operation of its own railway. The

company has recently completed arrangements to transfer

ownership of the railroad to the railroad's employees, at

what has been termed a gift in return for being out from

under the obligations of the road. Events since the

divestiture have indicated that the give-away may have been

the best course of action.

Based on general statements of objectives, the planning

and selection of Northwest seems to be that of industry

diversification. Its acquisitions have achieved a reasonable

degree of success toward that end. The company operates

37"The Return of Ben W. Heineman," Dun's, XCIX, No. 3
(March, 1972), 33.



essentially from a decentralized position of control. The

pattern has been to retain management in subsidiaries and

leave the operation to them. As long as the subsidiary does

not deviate from plan (which is actually a four-year rolling

budget) it has a great deal of autonomy. Northwest, in fact,

makes no effort to publicly identify the subsidiary with the

parent corporation and has even dropped the corporate logo.38

A difference of opinion developed between officials of

Northwest Industries, a factor of which was the matter of

staff. The differences may be attributed more to the

differences of personalities than facts. Howard A. Newman,

who came into the company by virtue of its acquisition of

Philadelphia and Reading Corporation which already had

diversified holdings, became Chairman. He differed with

Ben W. Heineman, president and chief executive officer, over

what he termed the needlessly accumulating overhead at the

Chicago headquarters (where the majority of the staff was

based). Other observations tend to discount the premise

that the company was over-staffed, particularly in view of

the fact that Heineman ran what could be considered a "taut
ship" and preserved the prerogative of making most of the

decisions based on his own observations. He did maintain a
staff of considerable size that primarily had to do with
operations. A notable deficiency lies in his effort to

38 Ibid., p. 34.
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acquire the B. F. Goodrich Company, in which he seriously

underestimated the ability of Goodrich to withstand the
challenge, and the increasing tide of legal, political, and
public opinion against takeovers.39

In view of the evidence on central control, Northwest

is rated 2 on this policy. Its planning, although suffering
from the first bad takeover of the railroad, has accomplished

its goal of diversification, and the railroad divestiture
will improve future performance. Were it not for the ill-
fated plan to take over B. F. Goodrich, planning would rate
higher than a 5 on the scale. Selection has been good, in
fact, the Goodrich merger would have been a good addition
had it not been ill-planned. Other selections have been
good, and on this score the firm is rated 7. While

Heineman controls the company, his staff work in general
seems adequate, particularly in coordinating the operating
companies. For this, the rating of 5 is assessed for staffing.

Occidental Petroleum

Occidental Petroleum has grown and prospered without an
apparent "game plan." The firm is headed by Armand Hammer,
better known for his buying, selling, and trading activities
than for his operating management. After acquiring a
controlling interest in Occidental in 1957, rather than
following his usual pattern and selling off the company, he

39 "The Last Great Battle?" Forbes, CIII, No. 8 (April 15,1969), 47-48,o



began an acquisition program of his own. With extensive gas
holdings, containing the basic ingredient ammonia for
fertilizer, he acquired a fertilizer company. A source of
sulphur, another basic of fertilizer, was acquired, which
also brought with it an entry into the petrochemical field.
Real estate development seemed a natural extension to the
holdings of gas and oil properties, and to further the oil
business, Occidental acquired a company primarily engaged in
gathering, transporting, and reselling operations. Later,
an acquisition put them into the coal business, enhancing
the image of Occidental as a "natural resources company."
This seemingly natural progression of complementary interests
resulted from the feasibility of building on the business

already held, but as most occurred under fortuitous circum-
stances, it would appear that no great effort was spent on
planning and was the result of opportunity rather than by

design . Fortune described Hammer as "beginning to get the
feel of corporate dynamics. He didn't have a master plan
for Occidental (he doesn't have one now). "40

Some observers see the natural resources concept as a
potential drawback to the firm, as a good portion of its
holdings are in the form of foreign properties and concessions.
Whether or not the risks taken with foreign involvement will
be profitable is yet to be determined. Whether or not this

40Stanley H. Brown, "Dr. Hammer's Magic Tingle," Fortune ,Lxviii (July, 1968), 101.

L J
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is appropriate planning is still debatable, but experience

has shown that in the short run the firm has profited by its

particular selections in its search for growth.

Armand Hammer at Occidental is somewhat of the same

"father figure" as Monford Orloff is at Evans Products, if

the following can be accepted from Fortune41

Hammer has put his stamp on Occidental
indelibly, although he is no more indispensable
than Royal Little proved to be at Textron. There
is no shortage of talented staff or operating
men in the company, but neither is there an obvious
successor at this point. Walter Davis, head of
Permian at Midland, Texas, functions part time
as head of operations at Los Angeles headquarters.
'But the doctor doesn't like anybody else calling
the shots," say an Occidental executive.

Hammer describes his function as that of "the leader

of the orchestra." And, like some orchestra leaders who

cannot read a note, an Occidental man has said "Dr. Hammer

wouldn't know a barrel of oil if he fell into it." Hammer

has made a point of having able men around him who know what

he doesn't want to know. He gives them a free hand and pays

them generously in stock options (more than five hundred

Occidental people are on the option list and a score are

Occidental millionaires). An interesting footnote however,

is that 1971 losses caused considerable scrambling of

personnel--two presidents have resigned in two years, and two

aides have been appointed to key positions as assistants to

the chairman.

41 Ibidt., p.138.9 42 Ibid.&
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Judging from the evidence, Occidental (with Hammer at

the helm) exercises little or no planning, but acts as

opportunity arises. For this the low rating of 2 is assessed.

On the other hand, although selection seems to be by

opportunity rather than by pattern or design, the selections

have fit reasonably well into the organization and are in

essence related to the concept of natural resources and merit

a little better than average 6. Again judging from the

literature, one would have to assess a rather high score on

central control, and in this case 8. Since he surrounds

himself with an adequate staff, Hammer's organization is

also rated 8 in this category.

Ogden

In the category of a first generation conglomerate,

Ogden has been classified as a truly diversified firm, but

it has strong ties to transportation. Larger segments of

its revenues come from operation of food services at

universities, hospitals, and airlines, from architectural

planning and designing of residential and commercial complexes,

from metals, building construction, and recreation. It would

appear that the firm exercises a reasonable amount of care

in selecting additions to it and has truly diversified, even
though all of the acquisitions have not yet proven profitable.

The Ogden Corporation numbers, among its other management

assets, two college professors. Its chief executive officer
is Ralph Ablon, formerly a faculty member of Ohio State
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University, and Vice-President J. Paul Loomba, Professor of

Management of Bernard Baruch College, who is also chairman

of the planning committee for conglomerates of the National

Society for Corporate Planning. In the process of becoming

a conglomerate, Ogden has added Ogden Foods whose principal

business is handling food services, Ogden Development, in

architectural planning, Ogden Transportation Systems, Ogden

Technology Products, Ogden Metals, Ogden Building Construction,

and Ogden Recreation. The latest addition is intended to

capitalize on the recreation industry, which has been termed

as possibly the nation's fastest growing industry. Loomba

points out that at Ogden its capability areas are parts of

an organic whole and each part must relate to and function in

support of not necessarily all, but a number of the others.

It is rather evident that they believe in planning, and as a

corollary, strong central control although effected by a

comparatively small central staff. Loomba is also quoted

from the same source as saying "our 48,000 employees are

under the guidance of a central staff numbering only about

forty people."

Based on the above statement by one of the chief officers,

one could assume that the company operates chiefly on a

decentralized basis. On this premise, a low rating of 2 is

awarded for staffing. Ogden has achieved a moderate amount

"The Impact of Mergers on Management Theory" (A reportof a panel presentation) Academy of Management Journal, XII
(June, 1969), 166.
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of success in its selection of merger members; earnings per

share have increased, operating margins and return on assets

have both increased. There has been a decline in productivity

this is another reason for awarding a low score on staffing.

The firm could possibly improve this performance with a

better analysis of operations. The increase in earnings on

both assets and equity is in part explained by a higher debt-

to-equity ratio; the equity because of the leverage involved,

and the assets evidently as a result of investing in

productive assets. In the matter of selection, an evaluation

of 5 is awarded, the firm's planning, being above average,

is valued at 7, and central control, being less than average,

is awarded a 4.

Questor

A first-generation newcomer, on the conglomerate scene

only since 1967, Questor is the outgrowth of a company

originally devoted to the manufacture of auto exhaust systems

for the replacement market. In an effort to exit from the

area dependent upon the internal combustion engine, the

company went public with the intent to diversify. Excursions

were made into shock absorbers, sporting goods, baby goods,

publishing, china and tableware, home furnishings, electric

housewares, and jewelry. Judging from Business Week, the

firm's selective criteria appear to be low:

But the question remains whether a successful
auto parts maker can really help itself by buyinginto low-margin, poor managed businesses just



84

because economic experts predict long te
opportunities in the lines they produce.

When John Goerlich, founder of the original company, and

Paul Putnam, his son-in-law and president, decided to become

a conglomerate, their first acquisition ended in failure.

Putnam realized he needed help and so persuaded P. . Grieve,

his college roommate, to join the company. Between the two,

a number of other acquisitions followed which were considerably

less than successful. Later both admitted that the risks

were great, and that they had trouble in evaluating the

industries they entered. Grieve's remark that "There was a

paucity of information"4 5 indicates lack of adequate staff

in analyzing selections and the subsequent poor operations

were not bolstered by staff assistance.

In spite of youthful and vigorous leadership, Questor

has not yet demonstrated that it has proceeded on a concrete

and well-defined path. By its own acknowledgement, the

company was lacking in staff, and mediocre operating

performance indicates a lack of staff assistance and control.

Despite an evident lack of planning, control, and staff work,

the firm's selections have fared a little better. Due to its

broad diversification, the spread of risk, and ultimate

potential, the company is awarded a 3 on selection. This

44 "From Steady Profits to Swinging Losses," Business Week
(April 14, 1971), p. 108.

Ibid.,p. 106.



score would have been higher, but one or two selections have

not performed well, which tends to drop the score. On the

other measures, all low, it is felt a 2 is a reasonable

evaluation.

RCA

Known primarily for its activities in the electronics

field, Radio Corporation of America has expanded its production

of radio and television equipment and broadcasting into home

products, computer systems, and automotive rentals. These

acquisitions have fared better than the firm's venture into

computers, which was an internal development. Experience

has shown that it would probably have fared much better had

it abandoned its efforts in computers sooner than it did and

used the resources for diversification into other fields.

This, however, is more a matter of over-all planning, as the

selections the company has made have been reasonably

successful.

There are a number of indications that RCA has not been

overly cautious in its planning. In 1972 obrtune46 carried
an article on RCA noting that RCA had installed a big head-

quarters staff to help Robert Sarnoff (chief executive officer

since January, 1968) plan what markets to enter and what to
produce. This would seem to indicate that no great stress

had been put on planning prior to that time. In fact, the

46Allen T. Demaree, "RCA After the Bath," Fortune, LXXXVI(September, 1972), 125+.
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same article points out that for all of Sarnoff's stress on

sophisticated business planning, the decision to plunge into

companies carried a touch of the General (Sarnoff's father

and predecessor) in it--gut feel and leap of faith were the

decision's main ingredients. In spite of the very impressive

credentials of the RCA Board, it went along with Sarnoff in

his planning. One result can be seen in the some $500

million losses incurred in trying to gain an acceptable place

in the computer business and final abandonment of the plans.

An instance wherein the chief executive officer evidently

switched his thinking on central control can be seen in RCA.

On becoming head of RCA in 1967, Robert Sarnoff, speaking of

the days before his office, asserted:

In those days you could have more intimate
control. There were few outside influences to
contend with, such as government considerations
;and increased competition. When this was a
$1 billion company, you juld keep tight control.
You can't do that today.

Later, in a 1972 article, observers noted that Sarnoff

painfully but properly reduced the autonomy of the divisions,

which had operated as independent fiefdoms, and forced them

to cooperate in a "systems approach" to developing products.48

L. Edwin Donegan, Jr., who had been an I.B.M. divisional

vice-president and who had been recruited to take charge of

RCA computer sales, had a comment to make on the ill-fated

4 7"Bob Sarnoff Runs a New Game," Business Week (January 24,
1970), p. 84.

4 8 Demaree, p. 127.
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efforts in that field. In the same article he is quoted as

saying that RCA kept no detailed records on their leased

equipment--that neither he, the group financial staff, the

corporate financial staff, or the outside accountants

working for the company realized the inadequacy of the

financial controls.

Later, after four years as its chief executive, President

Robert Sarnoff substantially altered the nature and style of

its operations. Among other things, he instituted a head-

quarters-staff system for better control, and brought in

outsiders to supplement his staff for particular functions.49

It seems that while RCA was vacillating between strong

central control and decentralized control as its administrators

perceived it, little actual central control was exercised in

either event. The lack of control over leased equipment,

which occurred in the days of "intimate control" is a case in

point. It is felt that RCA deserves no more than a 3 on

central control, and even less, a 2, on planning. The firm

has lost ground in its market position in its primary area

of electronics, and does not seem to have the purpose and

direction for long-term planning. The staff has not been

effective as it could be due to the on-again, off-again

planning for structure and staffing policy and rates a little

below average 4. The company has had reasonable success in

"Balancing Act," Forbes, CIV, No.' 10 (November 15,
1969), 28.
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acquisitions, one of the leaders being Hertz. Since it has

had no great diversification beyond the electronics industry

beside the above-mentioned Hertz, it is rated an average 5.

Seilon

Seilon has only become a conglomerate since 1965, and

is the remnants of the one-time Seiberling Rubber Company.

Edward Lamb, an Ohio entrepreneur who owned a radio station

in the area of the Seiberling plant, became a stockholder

some fifteen years ago. At the time, the stock price was

well below the book price, and Lamb finally secured a

substantial interest. Through criticism of management,

mainly via his radio station, he was elected to the Board,

and from this position acquired sufficient stock to assume

control. The tire-making capacity was sold to Firestone,

and numerous small additions were added to the company, most

of which have not proved a boon to the company's growth.

Persistent operating losses contributed to the delisting of

the stock on the American exchange.

Lamb was not recognized for his operating management

capacities, either before or after his acquisition of

Seiberling (he changed the name to Seilon after the divestiture

of the tire manufacturing capacity). Vance'-considered

Seilon primarily as a raiding company,, and as such, Seilon

50Vance, p. 113.
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saw no great reason to staff the firm with competent but

costly managerial and technical talent. The numerous

changes in administrative officers, with a stress on youth,

emphasize the difference between the raiders of yesterday

and the current modern serious conglomerate mergers that put

a premium on the managerial and technical skills that are

usually found in seasoned personnel.

Lamb, chief stockholder, once president and now

occupying the "office of the chairman" is still the power

behind the throne. With not much more now than a corporate

shell to manage, the company has been subject to the buying

and selling techniques that have characterized Lamb's actions,

with little success. There is no doubt that the organization

is highly centrally controlled, albeit by the one man, which

earns the company an 8. By the same token, the dependence

on the one man staff, in essence, and the poor performance

of that staff in operations earns the company the low rating

of only 1. There is no doubt that Lamb has made money

through his buying and selling activities, but most of this

can be attributed to his buying into the company at bargain

prices and selling off operating units for more nearly their

market value as potential income-producing units. Inasmuch

as such activity is, for our purpose, considered buying and

selling capital assets rather than planning for operations,

the firm is allotted a 2 for policy planning. A little more,

as some acquired units were turned at a profit, a 3 is allotted

for selection.
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Studebaker-Worthington

One of the newest in the field, and classified as a

currently conglomerating firm, Studebaker-Worthington occurred

after Studebaker sold off its automotive interests.

Worthington, long-time manufacturers of pump and heavy

machinery, of about equal size, and Studebaker, joined forces

to form the present company. Additions since the combination

extend into automotive fuel additives, electric motors,

materials handling quipment, and other lines. There have

been some set-backs among the acquisitions, among them poor

operating performance in materials handling, and loss of

sales and profits in STP, the fuel additives unit, as a

result of government charges of misleading advertising.

Studebaker-Worthington has followed the LTV lead in

redeployment, or the spin-off, wherein the company separates

the components and goes public with them, while retaining a

majority of ownership. This type of redeployment dictates

that the companies spun off be endowed with a great degree

of autonomy. The device has seemingly worked well enough,

particularly in creating a capability of enlarging the

financial structure. Studebaker is now one of the leading

exponents of the spin-off concept. Like LTV, the company

operates with a very loose central control, with little central

staff. Due to the type of central organization about which

the company operates, staff is valued at 3 and control 2.

The choice in acquisitions has not yet proved profitable and



91

is given a 3. Since the merger with Worthington, return on

investment, return on assets, and the productivity index are

all down. Earnings per share have been up, but this can be

attributed to the sale of some units, and was a result of

capital gains rather than operating profits. In planning,

a 2 is awarded.

Tenneco

Also classified as a currently conglomerating company,

Tenneco is gradually assuming the dimensions of a truly

diversified firm. Until 1965, over 80 percent of revenues

came from pipelines, petroleum, and petrochemicals. An

acquisition in 1965 of Packaging Corporation was followed

by a substantial interest in Fibreboard Paper Products

Corporation. Tenneco's big move apparently came about by

luck, as Kern County Land Company, being actively pursued

at the time by Occidental Petroleum, came to Tenneco for

help in submitting a competitive bid. Kern County controlled

J. I. Case, which added to the package by diversification

into farm machinery. Thus Tenneco has broadened the base of

its corporate empire and has proceeded from the pipeline

classification to that of conglomerate.

Tenneco made Dun's list of the ten best-managed companies

in 1970.51 One of the reasons advanced for singling out

Tenneco was its policy of keeping "close tabs" on all

51 "The Ten Best-Managed Companies," pp. 27-28.
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operations. This was done from corporate headquarters in

Houston by a system that Gardiner Symonds (chairman) called

monitor and support. The parent company set the standards,

and in time, most of the Tenneco companies met the standards.

In spite of Tenneco's rather tight system of controls,

unlike ITT there is no evidence to indicate that the firm

maintains a staff of any size to provide remedial assistance.

It would appear that its "monitor and support" system is

primarily that of monitor rather than support.

Due to the amount of central control exerted, Tenneco

is rated at 8 in this category. The evident lack of staff

for the monitor and support concept causes a rating of 4.

In the company's planning and selection policies, there is

not found any special direction. The selections have not

been bad, but seem to have been by luck more than through

the planning and selection process. In these categories,

the average 5 is assessed.

Textron

Textron is the second of the sample firms that are now

in their second generation of conglomerate management. The

company has more true diversification experience than

Burlington, the other second generation firm, as Burlington

has followed a more concentric mode of acquisition. In

regard to the company's method of selection, it has been

quoted from Textron:
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We have three basic concepts. We choose a
course which we felt would avoid 1) the cycles
involved in being 100 percent in one industry
2) any problems with the Justice Department and
the Federal Trade Commission, since we planned
never to buy businesses that were allied in any
way and 3) the pressure that aggressive man; ement
is always under to overexpand its capacity.

Forbes53 reports a peculiar development of planning

apparent in the action of Textron, noting that Textron's

haphazard diversification proved so successful that in the

late Fifties a large part of its energies went into finding

out just what it was doing right. The result was the famed

Textron formula for achieving stability by balancing one

related business against another and attaining growth by

setting high investment goals and rigorously pursuing them.

The firm has apparently adhered to the plan, with return on

assets and return on equity both increasing. Earnings per

share have decreased, however, which may indicate financing

of acquisition by increasing the number of shares outstanding.

Textron pursues a policy of decentralization, particularly

in the matter of control. The company's concept, according

to G. Williams Miller, President, is that a decentralized

multimarket company offers maximum management flexibility,

freedom from business cycles, disciplined use of capital,

ability to make quick decisions, and provides motivation for

line managers who make most of those decisions.54

52Royal Little, quoted in "As They See It," Forbes, CVI,
No. 12 (December 15, 1970), 38.

53Forbes, CI, No. 1 (January 1, 1968), 85.

54 "Textron: Built to Diversify," Business Week (October 1?,
1970), p. 118.



Somewhat similar to LTV, Textron operates with a small
central staff. Only one hundred fifteen persons, including

clerks and typists, comprise the headquarters staff. At
Textron, however, the group vice-presidents oversee a number
of divisions. M. ,Claude Shuler, President of Bostitch, a
Textron subsidiary had this to say about their relation with
the group vice-president:

The corporate group vice-president is animportant member of our total Division
Management Team. Although the final decisionis the responsibility of the Division President,the availability of an unbiased opinion onDivisional internal problems provides healthyassistance in ma ng the best possible decision
for the company.

By the administrators' own statements and the lack of a
large central staff, which is usually indicative of strong
central control, the firm is rated a low 2 in the policy of
control. However, some staff advice and counsel was provided
through company officials that merits an average 5 in this
category. The firm has done more than the average planning
in devising a well diversified firm and in having an adequate
organization structure; a moderately high 7 is assessed in
this category. The acquisitions have fit well into the
program; those selected have been selfsustaining insofar
as management and control is concerned, and as a result, an
8 is awarded in this category.

55Teto,4t 
nulR

1971)Textron, 44th Annual Rert (Providence, Rhode Island,
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Times-Mirror Publishing Co.

Beginning as a newspaper publisher (Los Angeles Times),

the Times-Mirror Co. is now considered as a currently

conglomerating firm. Possibly pointing out one of the

motives that prompted Times-Mirror to depart from the news-

paper field via the acquisition route, rather than from

within, can be found in this statement:

A short time ago we tried to establish, from
within, a college text program, but it was
unsuccessful. The reason for our failure was
that we did not know the market. In this instance
it certainly would have been to our advantage to
have found an established firm in this field a
then to have moved forward by means of merger.

This is a good example of how proper selection could

have been effectively used to complement proper planning.

This omission could have been as expensive as some of their

purchases of companies made in fields related to newspapers

that did not prove successful. The company's corporate

umbrella now includes firms engaged in commercial printing,

book publishing, magazines, cable communications, forest

products, and charts, maps, and instruments. The performance

of these added units has been disappointing, but the firm

has avoided any one large individual problem by confining

its additions to small companies, and has not hesitated to

divest itself of the losers.

56 "The Impact of Mergers on Management Theory," p. 164.
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Times-Mirror, envisioning competition in the form of

network television in the early 1960's, decided to turn TM

into a sort of communications network that would not only

withstand competition from television but would be in a

position to cash in on the anticipated boom in the so-called

"knowledge industry." After some thirty acquisitions outside

newspaper publishing, the threat from television did not

materialize, and the "knowledge industry" has not boomed.

The newspaper business continued to thrive, and the company

extended its holdings in this area. Fortunately, continued

successful operations in newspapers offset the disappointments

suffered in invading other areas.57

A review of the companies included in the sample indicate

that in general, there seems to be no great middle-of-the"

road in the matter of decentralization. The companies either

select one end of the scale or the other. The choice still

remains a problem with Times-Mirror, which from all

indications, does not exercise tight controls. Leonard Marks,

Jr., who fills the office in that firm of Corporate Services

and Development, recognizes the problem of the degree to

which the parent company should leave alone the entrepreneurs

who have built their own companies and have brought them

into the large corporation.5 8

57 "They Found Newspapers Sell Best After All," Business
Week (December 26, 1970), p. 42.

58 "The Impact of Mergers on Management Theory," p. 164.
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The largely unsuccessful ventures of Times-Mirror can

in part be attributed to lack of staff work in both selection

and operations. The firm is run by a triumvirate Dr.

Franklin Murphy, Chairman, Albert V. Casey, who became

president in 1966, and Otis Chandler, son of Norman Chandler,

head of the family that has controlled TM for nearly ninety

years. The firm has fared well in newspaper operations, the

field they knew best, but in the related fields into which

the company has expanded, the expertise in planning and

operations has not been forthcoming.

Times-Mirror has not provided the staff for support in

those areas in which they are not fully conversant. Added

to this, advice seems lacking for purposeful planning,

direction, and in selection of merger candidates, and

accordingly only 2 is awarded in this category. Mention has

previously been made of the evident lack of central control,

not from the ownership viewpoint, but from the monitor and

correction stance, and a 3 is accordingly assessed. The

firm is still searching insofar as plans are concerned;

planned ventures into other fields did not materialize as

expected, and likewise a 3 is assessed in this category. The

selection policy rates 4, primarily as the selections have

been of a careful nature in that they have not handicapped

the firm by extensive losses, but is not higher because the

selections have not developed a great degree of diversification

and have not been strong, independent companies that fit the

organizational structure.
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United Brands

An example of a switch in industry emphasis can be

noted in the expansion history surrounding United Brands.

Eli Black, the current chairman and chief executive officer,

earlier had directed the affairs of American Seal-Cap

Corporation (AMK), whose primary business was the production

of milk bottle caps. With the change of milk packaging from

bottles to cartons and the impending decrease in demand for

bottle caps, the milk bottle cap business was sold off and

the company embarked on a trail of acquisitions. Acquired

interests include John Morrell and Company, the third largest

meat packer, sugar interests, freeze dried products, and

fruit flavoring syrups and toppings. The acquisition of

United Fruit placed the company further into the food

business, the name was changed to United Brands, and the

company has sold off all its non-food interests. According

to statements by Black,59 the company is now not thinking

of itself as packers or shippers of fruit, but will now

attend to the value-added end of the business. Subsequent

events within the company indicate that planning is along

these lines, with major organizational changes, strong

marketing programs, and emphasis on new products and brand

recognition already having been instituted.

59"Bold Start for AMK and United Fruit," Business Week
(July 4, 1970), p. 23.
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An example of an acquisition for financial reasons can

be found in the merger of AMK and United Fruit. According

60
to Stanley H. Brown, writing in Fortune, the deal grew out

of the two disparate approaches that now seem to prevail in

American business, the one stressing operations, the other

asset management. The great appeal of United Fruit was the

absence of any funded debt, plus around $100 million in

cash; and, while the company's top management well knew what

it had and knew it ought to put those assets to work for its

stockholders, it was unable to use its money and borrowing

power to effectively raise returns to its shareholders.

That these administrators were good operational men was

exhibited in their performance after the merger, when sales

reached an all-time high and earnings per share were the

highest since 1955. Eli Black, the dominant force behind

AMK, according to Brown, is an asset manager, and "whether

he knows a banana tree from a potted palm is largely

irrelevant. His ability lies in uncovering value on a

large scale, getting control of it, and putting it to work

uncovering more assets." In this instance, AIIK was able

to effect the merger without undue strain on its own assets

(by swapping a convertible debenture, and other considerations,

that paid $2.09 for common stock that earned dividends of

$1.40). Assuming that the premise was acceptable (i.e.,

60 Stanley H. Brown, "United Fruit's Shotgun Marriage,"
Fortune. LXXIX (April, 1969), 132-133.
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more effective management of assets) the selection was good

in that the acquired company did have assets that could be

more efficiently used without undue risk of AMK's own

position.

Black evidently recognizes that his expertise is mainly

acquisition and all the attendant financial and trading

skills. Whether he knows a banana tree from a potted palm

as previously mentioned, or like Armand Hammer of Occidental,

who would "not know a barrel of oil if he fell into one,,"

the two apparently have a common trading ability, and are

content to surround themselves with capable staff to

implement operations. After the acquisition of Morrell, a

company twenty times the size of the parent company, an

operating man would have turned to the task of tightening

up Morrell, but not Black; he leaves problems like that to

others.61  Black prefers to spend his time considering the

next acquisition, and with capable operations men inside the

fold, he is able to do so.

United Fruit has become a truly diversified company,

and one must acknowledge that planning has been achieved on

a high level, along with the provision for an adequate staff

for supervision and operations. For these circumstances,

an 8 is assessed in both categories. Selections have been

above average, as they have helped diversify and have brought

61 Ibid., p. 133-
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into the organization managers with organizational skills.

As some of the acquired firms were not particularly

profitable, and are yet to provide any great boost to

parent company earnings, the rating of 7 would be higher

except for these conditions. Control is retained at corporate

headquarters, and while not as intensive as at ITT, still

rates well above the average 7, particularly for expertise

in financial and asset control.

Whittaker

Whittaker, although nearing thirty years of existence,

is now only currently conglomerating. Originally know as

Telecomputing Corporation, the present name was adopted in

1964. The firm is headed by William Whittaker, another

individual with great personal drive who can be compared with

Ling of LTV, Royal Little of Litton, Arnold Hammer of

Occidental, Eli Black of United Fruit, Scharffenbarger of

City Investing, Geneen of ITT, and other great personalities

behind the firms in our study. Unlike some of the others,

however, Whittaker has not enjoyed the success attained in

the conglomerate field. The firm has been categorized by

Forbes62 as opportunistic, with a great emphasis in its

selection policy directed toward compiling an earning record.

62Forbes, CIII, No. 1 (January 1, 1969), 80.
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Two or three quotes serve to indicate some of the

difficulties Whittaker has experienced in planning and control.

Dun's cites a sample of ineffective planning:

In 1969, a year when industry was making new
record outlays for modernization and exapnsion,
Whittaker, by its own definition the kind of
company that must always spend heavily to
stay in the forefront g 5'its markets--was
actually cutting back.

Not only was the company not making an attempt to

maintain its position, but both planning and control were

involved when the company discovered that eight different

divisions, simultaneously and unknown to each other, were

working on the possibility of developing urethane.

Whittaker also found itself in difficulty in its ability

to control all the units in its chain. The weak links were

threatening to break the chain. In Columbus-Milpar, one of

their three largest units, difficulties in installing

automated equipment, and reworking it to keep it running,

caused inventories to build up to perilous levels, with

subsequent lowering of quality controls to increase profits

and the resulting losses contributing to the decision to

abandon the operation. In the words of Controller Harry

Derbyshire "We put in all the management but they deceived

us. We could see the inventory creeping up, but they

claimed it was necessary and we bought it."64 Cal Korkin,

6 3"Ready When You Are, B. D.," Dun's, XC, No. 6
(December, 1967), 57.

64 "Whittaker: Too Far Too Fast?" Dun's, XCV, No. 2
(February, 1970), 31.
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Vice-President for Research and Engineering, noted that the

company had not installed a centralized purchasing system,

but now that Whittaker was at the $800 million level in

sales, it will begin to do so.65 Earlier, Whittaker had

reportedly instituted "massive" cost controls, explicit

reporting of annual and quarterly performance targets and

the use of electronic data processing in daily management.

In spite of this declaration, it evidently was not practiced.66

By its own comptroller's acknowledgement, there is

sufficient evidence to rate the firm low on both control and

staff. Staff support in both monitoring and correction has

not been in evidence, and evidently from the fact that

individual members were working independently on the same

developments and were unaware of the other's efforts, little

planning was in evidence. Accordingly, planning and staff

are awarded at 2, and control slightly better, a 3, due only

to the dominance of Whittaker and his central control in

some areas only. Poor performance of acquisitions in general,

with no definite pattern of acquisitions (the matter of

opportunism only) has designated only a 2 in the matter of

selection.

A tabulation of the preceding evaluations of the sample

companies in four policy areas is found in Table I. As

Ibid.,p. 29.

66 "Ready When You Are, B. oJ.," p. 57.
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TABLE I

DEGREE OF DEVELOPMENT IN SAMPLE CONGLOMERATE
FIRMS IN FOUR POLICY AREAS

FIRM SELECTION PLANNING CONTROL STAFF

BANGOR-PUNTA 2 3 2 2
BURLINGTON INDUSTRIES 6 3 4 3CITY INVESTING 2 3 5 2EVANS PRODUCTS 5 8 8 2GENERAL HOST 2 2 3 2GENERAL INSTRUMENTS 4 2 7,3GOULD, INCORPORATED 4 3 8 3GREAT WESTERN UNITED 2 2 8 1
GREYHOUND 7 7 ? 6
INTERNATIONAL TELEPHONE
& TELEGRAPH 9 8 10 9LING-TEMCO-VAUGHT 2 3 3 3LITTON INDUSTRIES 3 3 3 3MAREMONT 5 5 7 3NORRIS INDUSTRIES 3 3 7 2NORTHWEST INDUSTRIES 7 5 2 5OCCIDENTAL PETROLEUM 6 2 8 8

OGDEN 5 7 4 2QUESTOR 3 2 2 2RCA 5 2 3 4
SEILON 3 2 8 1
STUDEBAKER-WORTHINGTON 5 2 2 3TENNECO 5 5 8 4
TEXTRON 8 7 2 5TIMES-MIRROR

PUBLISHING CO. 4 3 3 2UNITED BRANDS 7 8 7 8WHITTAKER 2 2 3 2

explained on page 40, ratings are on a scale of 0, representing

little, if any central development, to 10, the highest degree

of development.



CHAPTER IV

CONGLOMERATE PERFORMANCE IN RELATION TO

MANAGEMENT PRACTICES

In the previous chapter, an examination was made of
the evidence concerning the degree of centralized development
In four policy areas, and an evaluation was made of each
sample firm reflecting this judgment. In this chapter,
the performance results of the same firms are shown in
six areas. Where the values assessed in the previous
chapter were largely subjective, the performance results
are all objective. These are published results of operations,
and where applicable, have been adjusted for stock splits
and other such circumstances to make the data compatible.

After a discussion of the performance criteria used
in the study, a summary of results is displayed. The policy
values as determined in Chapter III have been correlated
with performance results as shown in the present chapter.
The resulting coefficients of correlation between the degree
of development of centralization in each area, as a group,
and performance, as a group, are shown in tabular form as
Table III,

105
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Performance Criteria

Six performance areas are included in the study:

efficiency of operations, productivity, profitability,

organizational growth, industry leadership, and organizational

stability. The first four of these are established by

available statistical information; the last two are

necessarily derived. Each of these areas is taken in turn

in the following section.

As each of the companies in the selected sample is

subject to the processing of data up to a maximum of twelve

years, a single ratio is derived for each company in each

area. The ratios in some instances are available, and in

any event operating and performance ratios are derived from

data available from Moody's Reports, Standard and Poor's

Reports, Compustat tapes, and from other financial reporting

agencies.

Organization Effiiency

The operating profit margin is used as the criterion

testing organization efficiency. It is acknowledged that

this is not an infallible index. In the first place, such

ratios are composites, derived from consolidated data, and

good and bad features of individual units within the

conglomerate are not disclosed by them. Again, the manner

in which a conglomerate may handle intersubsidiary sales

may affect the ratio. Concession on price between members,

elimination of intercompany sales, and other accounting
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procedures could affect the final results. If an expense

should bear a certain relation to sales, then by necessity

the percent should be computed by using total sales as well

as total expenses to avoid distortion. On the basis that

such ratios are used for internal use, the study disregards

the possibility that accounting practices could materially

affect performance results.

Another condition that had developed very recently is
a product of the multinational aspect of many of our larger
firms. Since World War II, the accelerated progress in

transportation and communication has provided a vehicle by
which widespread product and geographical diversification

have been accomplished. Other economic factors have been

conducive to the extension of the firm beyond national

boundaries, and the conglomerates have had their share of

this phase of corporate activity. The practice of consolidation

of accounts of the foreign subsidiary with the parent company
has been prevalent for several years. The recent adjustment

of currency exchange rates has presented a unique problem.
In the past financial managers have generally been concerned
with protecting their assets from the adverse effect of
foreign-currency devaluations. The new circumstance, whether
it be considered a devaluation or a "revaluation" of the
dollar, has posed some problems that need to be considered
in recognizing the impact of changes in exchange rates on
the financial results of foreign affiliates. The actual
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conversion of foreign currencies is not the crux of the

problem in this instance, but rather the translation process

by which an affiliate's financial position and operating

results based on accounts maintained in another currency

must be combined in the consolidated financial statements of

the parent company in terms of United States dollars. Inso-

far as this particular study is concerned, the timing of

the devaluation (revaluation) of the dollar in terms of

most major currencies occurred at a point in time where

such results would not be forthcoming. It is appropriate

to note, however, that years subsequent to this study could

well be affected.

Also in the area of operating foreign subsidiaries is

the question of losses and curtailment of operations as a

result of expropriation or other unusual external conditions

imposed by foreign governments. On the one hand, the question

is posed if losses or poor operating results arising from

these circumstances should be eliminated from an appraisal

of management performance, or on the other hand, if management

should be aware of this potential risk. We shall assume the

latter: that management should be cognizant of this

possibility and should be accountable and judged accordingly.

The operating profit margin is used in the analysis by

establishing a slope, or trend line, by using as observed

values the operating ratio of the firm for each of the years

applicable to the firm under the study. This slope factor
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indicates either a favorable, unfavorable, or no change at

all in the trend; favorable being defined as a higher

percentage of gross revenues remaining after all costs and

expenses other than those of a non-operating nature are

deducted.

Productivity

As a measure of the productivity of conglomerate merger
action, an index has been devised that reflects the results

of combining people and capital in producing revenues. The
index is based on the economic premise that land, labor,

capital, and management are factors of production, and that

revenues represent the product rather than the sum of these

factors.

The purpose of this particular index is to determine if
the company has more successfully combined these elements of
production as time progresses. The index is derived by

first determining asset turnover (revenues divided by total
assets), multiplying this result by revenues per employee

(total revenues divided by total employees), and dividing this
product by the product for the first year.

This establishes the first year applicable to the
company as the base year, and each succeeding year is expressed
in relation to the base year. These observations are used to
determine a slope, or trend. An ascending positive slope
is indicative of progressively successful efforts in combining
resources to produce revenues, with the degree of the slope
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the measure of success. A negative, or descending, slope is

indicative of failure to combine these resources.

This index is for internal comparison only, and does

not attempt to evaluate a particular company with other

companies or the industry in general. It is apparent that

some industries employ some of the factors (i.e., men or

machinery) more than others. By definition, the conglomerate

is engaged in a number of industries, and it is doubtful

that a meaningful "average" could be developed which would

indicate the optimum mix of these factors in a conglomerate.

The premise is that if management can recognize the needs

peculiar to its own organization it can show improvement in

results by the proper blend of these factors.

Profitability

Those who commit venture capital and place their money

into ownership shares tend to assess this exercise of

judgment on the returns emanating from those commitments, in

other words, return on equity. Returns could be in the form

of dividends paid to stockholders from earnings of the firm,

or in the nature of profits arising from increased market

values of the shares, or both. The matter of the effect of
dividend policy on the price of common stock, and consequently

the effect on capital gains, has not been completely resolved.3

See Benjamin Graham and David L. Dodd, !Xurit Ajysis,3rd Edition (New York, 1951), pp. 454-455; and Herbert E.Dongal, Investments, 8th Edition (Englewood Cliffs, N. J.,1968), pp. 430-431, for discussions on this topic.
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Earnings provide the means whereby dividends may be paid,

and have been generally accepted as one of the prime

determinants of stock prices. In view of this general

acceptance of earnings as a measure of performance, they

are used in this study. Earnings per share of common stock

are used to establish a trend line, computed to indicate a

compounded rate of growth.

Organizational Growth

Some of the critics of the conglomerate merger movement

have condemned them as "arithmetic mergers" and "mergers by

numbers." Their observations are based on the intense

activity of a number of aggressive empire builders in

creating multi-market companies, who in their haste, were

more interested in the creative aspects of the organization

than in its survival. Growth was in many instances equated

with the piling up of assets, ever increasing sales volumes,

and the "purchase" of earnings. This external growth, or

growth by acquisition, cannot be totally condemned. It

seems evident, however, that a company that relies on

acquisitions for growth will at some point find itself in a

position where likely candidates for merger become scarce.

The ability of the company under such conditions to continue

its growth in the manner to which its stockholders have

become accustomed is highly improbable if not impossible. If

the external acquisitions consist of companies that have
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within themselves solid internal growth, continued growth

can be expected, albeit at a slower rate.

Considering again that the enhancement of the value of

the firm to the stockholder is the prime requisite, the

growth criterion that is used is that of growth in total

value of the firm. This value is recognized as the average

market price of the common stock during the year times the

number of shares outstanding. This premise carries with it

the weaknesses inherent in averages--as for instance, the

high and low prices of the stock may have occurred at such

times during the year as to distort the results. However,

as the total value would tend to change with each sale at a

different price, or with a different number of shares

outstanding, the average figure for the year is deemed to be

sufficient for our purposes.

Accordingly, as a measure of growth in the value of the

firm, the value of the firm at the first and last years under

observation are determined, and from these a compounded rate

of growth is computed. This growth rate is used in correlation

analysis with the policy areas.

Industrial Leadership

Conglomerates by definition operate in.a number of

different industries. As one of the stated objectives of

conglomerates is diversification by industry, it could be

expected that they would apread themselves over many areas,
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and attempt to balance their investment, revenues, and

profits in seeking that diversification.

Acceptable accounting methods during the period of the

sixties were not conducive to the separation of the multi-

market firm into statistical information that could be used

to adequately measure their engagement and success in a

particular field. Recent regulations by the Securities

and Exchange Commission have changed this somewhat, but the

new methods of reporting have not come in time to be of

value for the particular period under study. As a result,

rather than an attempt to measure the involvement, spread, and

success of the conglomerate over a number of industries,

they are compared with other companies in this study on the

basis of their relative rank.

The yardstick of industrial leadership is an over-all

measurement and consists of a combination of the first four

performance results. They are the sum of operating profit

margin, the productivity index, earnings per share, and

organizational growth. This total figure is the factor that

is used in the correlation process.

Organizational Stability

Consistent growth in assets, sales, and effective

management in earnings per share and return on assets is

considered as evidence of stability of the organization.

Inherent in this premise is the acceptance that personnel

changes, whether in sales, production, directors, or any
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other function of the enterprise, have been made to effect

better performance. It is primarily a measure of the

effectiveness of management to maintain a steady growth

and/or performance. For example, two companies may each

show earnings of ten dollars per share over a five year

period. One, however, may have shown earnings of two

dollars per share each year; the other five dollars per

share in two of the five, and none in the other years. It

is the assumption of the study that the former represents

more stable performance.

Instability can be measured by the lack of predictability

in the company's performance. Accordingly, it is assumed

that the portion of the accountable variance in performance

yields a consistent measure of corporate stability. In

determining this variance, the first three years of data in

each performance area are averaged for a base, and the

observed values for each subsequent year through 1971 are

used. The average of the four areas are used in the

correlation with the policy areas.

Performance Results

Complete data on each of the twenty-six firms in the

sample that is necessary to obtain the ratios is found in

Appendix A, together with those ratios. Source of this

information is Moody's Handbook of Common Stocks, Mody's

Industrials for the years 1960 to 1972, and Compustat
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printouts. This data is listed by firm under the following

headings:

Net Income

Total Assets

Total Employees

Common Shares Outstanding

Average Price per Common Share

Net Sales

Operating Margin

Productivity Index

Earnings per Common Share

Return on Investment

Return on Total Assets

Operating margin is used as the first performance

figure. For the productivity index, turnover of assets, as

determined by net sales divided by total assets, is multiplied

by sales per employee, as determined by dividing net sales

by total employees. To create the index, each succeeding

year is divided by the asset turnover the first year.

Profitability is measured by earnings per share.

Organizational growth is the compound rate of growth of the

value of the firm, as measured by the average price per share

times the number of shares outstanding, for the first to

the latest year. Average price per share in this instance

is the average price between the highs and lows of the stock.
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The compound rate in each instance is the figure adopted

to be used in the correlation process. Industry leadership

is the total of the operating profit margin, productivity,

earnings per share, and value of the firm factors;

organizational stability the average of the return on

investment, return on assets, sales, and earnings per share

factors. In those instances where from base to 1971 ran

from a minus to a plus, or vice-versa, the factor is set at

zero. In the Forbes method, such circumstances are indicated

by DP or PD (deficit to profit, or profit to deficit). On

the following page Table II provides a summary of the slope

factors.

Performance as Related to Management Processes

To describe briefly the process by which the correlation

between policy and performance is established, an assessment

is made of each company in each policy area. The performance

of each company is designated by one figure, representing

the slope line of results in the performance area. The

aggregate of the values in each policy area is correlated

with the aggregate values in each performance area. For

example, the total values of policy 1 are correlated with the

total values of performance 1, then performance 2, and so

forth. The process is repeated using policy 2 and performance

1, then policy 2 and performance 2, and so forth. The

resulting coefficient of correlation thus represents the
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TABLE II

PERFORMANCE OF SELECTED CONGLOMERATES IN SIX KEY AREAS

z>_4
FIRMS r4

BANGOR-PUNTA - .01 -.08
BURLINGTON INDUSTRIES .23 .02
CITY INVESTING .22 .00
EVANS PRODUCTS .61 -.09
GENERAL HOST .28 -. 34
GENERAL INSTRUMENTS .47 -. 08
GOULD, INCORPORATED .07 .00
GREAT WESTERN UNITED .47 -. 24
GREYHOUND -1.40 -.85
INTERNATIONAL TELEPHONE

& TELEGRAPH - .01 .19
LING-TEMCO-VAUGHT .12 .22
LITTON INDUSTRIES - .27 .10
MAREMONT - .43 .25
NORRIS INDUSTRIES .09 .16
NORTHWEST INDUSTRIES 2-75 .10
OCCIDENTAL PETROLEUM 1.71 ,79
OGDEN .05 -.16
QUESTOR -1.68 .05
RCA .43 .00
SEILON .26 -.24
STUDEBAKER-WORTHINGTON - .40 .11
TENNACO - .30 .00
TEXTRON .38 .16
TIMES-MIRROR

PUBLISHING CO. .34 .03
UNITED BRANDS - .36 -35
WHITTAKER -30 .03
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TABLE II--Continued

H- zZ1
H 0

- 4-.30-4 HE-4 E-H>-

10.49 3.76 4-?Q1 -7

00Q

P4-5 C-4 3113 -4-11.54 22.43 10.80 7.60

-5.26 13.86 9.85 2423
- 3.25 38.86 35.83 14.79

17,49 36.76 54714.77
20.35 10.84 31.13 4.10

8.53 4.05 12.97 5.,58

2.07 9.77 11.91 6.36
.24 - .60 -30-07 5-51

- .85 9.62 7.81 78.01

4.68 18.88 23-75 113-72

-29-15 4.94 -23.85 -00
- 6.21 8.47 2.08 6546

- 1.56 5.10 3.36 43.69

8.74 15-34 24.34 7.21
DP -10.47 -1.18 18.04

21.82 40.53 64.86 85.21
20.67 10.40 30.96 23.93

.64 24.73 23-74 10.67

- 3.16 8.42 5.71 58.70

DP - 9.22 - 9.25 - .21
1.82 -14.14 -12.20 8.17

5.69 6.00 11-38 66-51
- 3.18 20.02 17.38 38.62

4.89 19-95 25.30 7.07
PD - 2.06 2.07 29.27

13.14 58.06 71.54 39.38
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aggregate development of conglomerates in each policy area

in influencing aggregate performance results. A slope or

rho factor is not required for each of the areas of

performance and is used only in those instances as required

in this study. General conclusions can be drawn from an

investigation of conglomerates as a group. However, to

provide a framework by which intensive study of individual

companies may be made, slope and rho factors could be

obtained for other performance data. For this purpose,

data on individual companies as shown in Appendix A includes

a provision at the bottom of each data column for slope and

rho factors.

The results of correlating policies and results can be

seen in Table III. The attempt of conglomerate management

to achieve synergism through highly developed centralized

practices appears not to have been productive thus far. A

few generalizations are made at this point, with more

specific observations and conclusions to follow in the

concluding chapter.

Using Fisher's Formula, which in this case would

establish a minimum coefficient of .38 at the 95 percent

confidence level, the only policy area showing no correlation

with any area of performance is a high degree of central

control. Each of the other three practices showed a

correlation in at least one performance area, and all of
these were over-all measures of performance. It would appear
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that in general, strong central control is not conducive

to high performance results in subsidiary units. On the

other hand, over-all performance is enhanced substantially

by proper selection of merger candidates and an adequate

central central staff, primarily for supportive features

rather than control. It is suggested that an intensive

study of individual firms in the sample, particularly

representing the extremes, could contribute to a greater

understanding of a cause-effect relationship between policy

and performance. Further general tendency implications,

along with more specific observations, are offered in the

next chapter.
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TABLE III

CORRELATION COEFFICIENTS BETWEEN THE DEGREE OF DEVELOPMENT
IN CERTAIN POLICIES AND PERFORMANCES OF TWENTY-SIX

SELECTED CONGLOMERATES

POLICY PERFORMANCE COEFFICIENT

Selection
Selection
Selection
Selection
Selection
Selection

Central Planning
Central Planning
Central Planning
Central Planning
Central Planning
Central Planning

Central
Central
Central
Central
Central
Central

Control
Control
Control
Control
Control
Control

Staffing
Staffing
Staffing
Staffing
Staffing
Staffing

and
and
and
and
and
and

and
and
and
and
and
and

and
and
and
and
and
and

and
and
and
and
and
and

Organizational Efficiency
Productivity
Profitability
Organizational Growth
Industry Leadership
Organizational Stability

Organizational Efficiency
Productivity
Profitability
Organizational Growth
Industry Leadership
Organizational Stability

Organizational Efficiency
Productivity
Profitability
Organizational Growth
Industry Leadership
Organizational Stability

Organizational Efficiency
Productivity
Profitability
Organizational Growth
Industry Leadership
Organizational Stability

.15
* 17
.12
-.10
.05
.63

-.09
-.06
.10

-.01
.08
.40

-.02
.00
.29

-.01
.07
.34

.12

.39

.05
-.01
.09
075



CHAPTER V

SUMMARY AND CONCLUSIONS

Summary

The rapid growth over the past decade of the conglomerate

firm has no doubt been prompted by a firm belief in the

principle of "synergism.* The question is raised if in fact

the diverse elements commonly found in the conglomerate

organization are compatible and tend toward producing a

total greater than the sum of the individual components.

Toward this end, an investigation has been made of the degree

of centralization practiced in the management areas of

planning, control, and staffing, common to most business

firms, and selection of candidates for merger, a policy

unique with conglomerates. A sample of twenty-six firms

recognized for their conglomerate activities.

The principal thrust of the study has been to determine

the tendency of centrality in the management areas to

influence performance results. From the best information

available, each firm has been rated on a scale from 0 to 10,

indicative of the degree of centrality exercised in each

policy area. Performance data were secured for each firm from

which ratios could be derived representative of results

122
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reflected from balance sheets, profit and loss statements,

and capital structure. The ratings of management centrality

were correlated with performance data for any indications

as to the degree of influence of central corporate development

upon results achieved. Such indications would be valid only

for conglomerates as a group. Individual firms have unique

personnel, different management philosophies, requirements

peculiar to their own firms, and many other variables; and

analysis of single firms would need to be carried out in

greater depth to determine whether such a relationship

between management practices and enterprise performance has

been established.

Conclusions

The correlation coefficients between each of the

selected policy and performance areas suggest only limited

or low correlations in most instances. The highest degree

of correlation is seen between staffing and stability,

closely followed by selection and stability. The other two,

barely qualifying, exist between planning and stability,

and staffing and productivity.

The fact that a high degree of development in central

staffing figures in two of the four correlations emphasizes

the close relationship among the four policy areas and the

difficulty in separating them. There is no doubt that

staffing is preceded by certain planning efforts. In turn,



124

an adequate staff is necessary for central planning, for

tight central control, for proper selection of merger

candidates, and even is for perpetuating of planning in the

future. The total lack of correlation between control and

any of the performances would seem to indicate that staffing

for tight central control does not tend to produce high

performance ratios. In the study, the degree of central

planning and central control is the prime concern, not

planning and control per se. It would seem that the best

performances as related to staff are more the product of

advice and support rather than control from a strong central

stance.

The greatest correlation exists between a high

development of staffing and the over-all performance of

stability, representative of growth in return on investment,

return on assets, sales, and earnings per share. This would

seem to reinforce the premise that the staff is more of a

support nature than control. The fact that this particular

performance area figures in three of the four acceptable

levels of correlation can in part be attributed to the lack

of weighting the components of this over-all criterion of

stability. An examination of the individual firms that

constituted the sample indicate that sales by far exceeded

the other elements of the criteria, not only in growth, but

in the absence of unexplained variance. Using a rho factor

of .80, twenty of the twenty-four firms show predictable
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growth in sales, and at very substantial rates. The other

elements in the criteria--growth in earnings per share,

return on investment and return on assets--are very

unpredictable both in growth and consistency. It could be

stated that the study, by not weighting these elements,

puts stress on sales at the expense of net returns. On the

other hand, it points out rather clearly that the tremendous

growth rate in conglomerate sales is a product of acquisition

practices, which in many instances bring sales volume but

poor operating results. Cases in point are acquisitions of

Armour, Jones and Laughlin, and those many instances of

merging of "ailing" companies with expectations of correcting

the troubles, which in most cases are unsuccessful.

Something of a paradox exists in the matter of selection

policy. One can assume that a highly developed central staff

tends to produce the highest results of stability as shown

by that correlation, and at the same time contributes to a

highly developed selection program that accounts for the

next highest correlation, with the same performance area.

On the other hand, the least correlation is shown between

selection and organizational growth. By our definition,

organizational growth is growth in market value of the firm.

Why, then, have market values of conglomerate stock not

reflected the growth in sales and earnings as reported? One

observation could be that prudent analysts and investors

are aware that the aggressive conglomerates, and most seem
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to fall in that category, play a "numbers game" in swapping

stock or debt, or in some cases even money, for a company

that will improve short-term earnings. The past decade of

relatively good times, steadily rising prices, and a tremendous

increase in market participants of equity shares, have been

conducive to merger activity. There seems to be a lingering

doubt among investors that earnings can continue to be bought.

A general observation could be made that on the average,

the most highly developed area of policy is central control,

which at the same time demonstrates the least correlation

with performance. This would lead to the conclusion that

decentralization of control would lead to better performance.

A further general observation could be that a highly developed

central staff tends to improve performance, but only when

used in advisory and consultive capacities. More to the

point, it would appear that strong central development in all

the policy areas is not the appropriate answer.

It must be reemphasized that the results are indicative

of policy and performance of the sample of conglomerate firms

as a group. The analysis of any one firm in the study could

only be accomplished through an in-depth investigation of

those policies that the company pursues and relate them to

demonstrated performance. Care has been taken that the

results of any one firm has not been interpreted as indicative

of the whole. Individual firms will have characteristics that

are peculiar to that firm alone. For example, one must infer
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that the success of ITT has been substantially a result of

the drive and personality of Geneen, the dominant figure in

that organization. But, one cannot extend the experience of

this company to all conglomerates and call it representative

of the industry. Other differences exist that are peculiar

to the particular firm, and for the effects of management

policies as evaluated in this study on specific performance,

a detailed study would be necessary in ranking one firm

against others in the industry. The study as presented

provides a framework that might serve as a guide to the

analysis of the individual conglomerate. A glance at the

ratings of the separate firms will point out some of these

differences. Greyhound, for instance, rates consistently

high, along with ITT and United Brands throughout the ratings.

Others as Bangor-Punta, General Host and Whittaker are

consistently low. Still others, as Gould, Maremont,

Occidental Petroleum, and others receive mixed ratings.

It seems rather apparent from the results of the study

that the promise that synergism in conglomerates has become

a reality or that it is automatic or even semi-automatic,

has not yet been realized. Results show that our sample

conglomerates grew in efficiency at the rate of one and one-

half percent, only .18 percent in productivity, at a rate of

2.03 percent in profits, but a respectable 13.84 percent in

value. A comparison has not been made as between the

conglomerate and the individual firm. If we can accept the



128

finding of other studies for comparison, some indicate the

conglomerate as showing better results, others less, and some

see no difference. The growth in our sample in efficiency,

production, and profit leave something to be desired. It

is doubtful that in this era of escalating prices, the rate

of increase in value would be significantly greater than

the individual firm.

Yet, one would understate the problem by saying that

managing the conglomerate is the same management that would

be found in the one-industry firm. Even those firms of our

sample that tend to restrict their acquisitions to those of

a related or concentric nature seem to fare no better, if as

well, as the true conglomerate. It must be acknowledged

that if our sample is indicative of the whole population,

the arts and skills of conglomerate management have not yet

been adequately developed.

Implications

The management of conglomerates clearly appears to need

much further study leading to development of theory and

translation of theory into practice.

Indeed, the continuance of conglomerates as a viable

form of organization may depend upon the success of developing

a form of "super-management" which can be extended from a

strong, well-managed parent firm to acquired subsidiaries.

Such extension may come to be viewed as the primary
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justification for conglomerates, and it may determine both

the extent of owner and investor interest in this form and

the continued tolerance of conglomerates by governmental

agencies.

Of perhaps equally great import in its general aspects

are the implications that some of the experiences gained

through a study of conglomerate management can be extended

to non-business organizations of a heterogeneous nature.

Such organizations as governmental agencies, universities,

and religious bodies are confronted by many of the same

problems as the business conglomerate. Additional studies

may indicate that the development of management skills in

various organizations embracing diverse interests and

activities are in many ways compatible, and a transfer of

such skills is within the realm of possibility. It is

suggested that this may be a fertile field for further

investigation.
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