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Abstract. Two logics of managing diversification have been suggested in the strategic management literature.
The first is a very economic and structural approach that emphasizes the contingency fit between strategy and
structural arrangements to maximize organizational effectiveness, while the second is a cultural approach that
focuses on the use of strong shared values to minimize opportunistic behaviors of members. This paper empirically
examines and compares the efficacy of two approaches to managing diversification, by using Taiwanese business
groups as the sample. It is found that both approaches can lead to satisfied economic performance and they are
supplementary. Diversified firms employing simultaneously two management logics will outperform firms with
only one logic.
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1. Introduction

The management of diversified firms has been a research focus in the strategic manage-
ment literature for the past decades. Chandler (1962) first argued that the success of a
diversification strategy depends on how it is implemented. Following this line of argument,
many scholars (e.g., Cable and Yasuki,1985; Hoskisson et al., 1991; Steer and Cable, 1978;
Williamson, 1975) have indicated the advantages of the adoption of a multidivisional (M-
form) structure. Some scholars (e.g., Lorsch and Allen, 1973; Vancil, 1980) have reported
that within an M-form structure, the management arrangements, such as decision-making
autonomy, systems for performance assessment and incentive schemes, are different, de-
pending on the diversification strategy the firm pursues. Recently, Hill et al.’s (1992)
empirical study shows that a related diversified firm will be better served by adopting a co-
operative organization, while an unrelated diversified firm will be better served by adopting
a competitive organization.

This contingency approach to managing diversification represents an economic and struc-
tural management logic, and it has been supported in the existing studies on Western firms.
However, for Taiwanese businesses, this contingency hypothesis has not been empirically
tested yet. The first purpose of this paper is thus to empirically examine whether this control
approach is employed in Taiwanese business groups and how it influences their economic
performance.

In addition to this structural way of managing diversification, the concept of shared
values is also considered. Shared values refer to the common belief, norms, interests,
value systems, and culture of organizational members, and mainly are the outcome of the
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socialization process within institutions (Hofstede, 1984). This paper argues that shared val-
ues may represent another management logic that is different from the mechanic viewpoint
of contingency organizations. This paper also argues that these two logics of managing
diversification, though based on very different rationales, are supplementary, not exclusive.
They can be employed simultaneously by diversifiers to create effectiveness for the whole
firms.

Therefore, this paper aims to empirically investigate the existence and effectiveness of
these two management logics (contingency organizations and shared values) in diversified
firms, and to explore the interaction effects between these two management logics and the
economic performance of diversified firms.

2. Theoretical considerations

Contingency organizations

Taking a departure from the M-form hypothesis (that firms that adopt an M-form structure
will outperform those firms that do not have such a structure (Williamson, 1972)), some
scholars have investigated the internal organizations of multibusiness firms and found sig-
nificant differences existing between different diversifiers (e.g., Berg, 1968; Hill, 1985;
Hill and Pickering, 1986; Hill et al., 1992; Pitts, 1977). They argued that performance
is not merely determined by corporate strategies or the M-form structure, but by the “fit”
between strategies and internal management arrangements. Since different corporate strate-
gies are based on different economic rationales which influence the essentials to task en-
vironments and the ways subunits interact with each other, in order to supervise these
subunits appropriately, to realize the expected benefits, organizational contexts must differ
accordingly.

A classic study on contingency organizational arrangements is Lorsch and Allen’s (1973)
exploration of administrative systems in six M-form firms. They found that the greater the
divisional interdependence, the more centralized operating decisions need to be to secure
coordination and cooperation among divisions. They also suggested that the measurement
and evaluation systems for divisional performance must be differentiated: a profit center
philosophy is efficacious for conglomerates because divisional performance is highly inde-
pendent and accountable, while vertical integrators should rely on much broader and more
subjective measurements of performance because of high performance ambiguity resulting
from divisional interdependence.

Similar findings are reported by a considerable number of studies. For instance, Berg
(1973) and Pitts (1977) proposed that the headquarters (HQ) of a related diversifier must ac-
quire more detailed knowledge of divisional operations in order to possibilities for resource
exchange and joint efforts among divisions. Goold and Campbell (1987) found different
control styles and evaluation systems existing in different multibusiness firms. Hill and
Pickering (1986) reported that a considerable variation in internal operating procedures,
such as the location of decision-making responsibility, internal resource allocation and re-
porting, was found in M-form firms. Vancil (1980) found differences in decentralization
and control practices among firms pursuing different diversification strategies.
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A recent study by Hill et al. (1992) polishes this line of research by considering a broader
range of control dimensions. They argue that, based on the different economic rationales
underlying different diversifiers, two types of contingency organizations should be adopted:
cooperative organizationandcompetitive organization. The former is appropriate for related
diversifiers, while the latter is appropriate for unrelated diversifiers.

Cooperative organization. For related diversified firms, skill transfers and resource shar-
ing between divisions are critical for realizing economics of scope/scale (Porter, 1985);
inter-divisional cooperation is thus essential. For vertically integrated firms the output of
one division can be the input to other divisions, so the importance of cooperation is also
apparent. Therefore, these firms have strong needs to build a “linkage” among divisions to
coordinate divisional activities and to solve problems resulting from mutual dependency.
Under these circumstances, a centralized organization is suggested; divisional autonomy
must be constrained and cooperation between divisions must be encouraged.

One problem pertaining to centralization is that it creates performance ambiguities
(Govindarajan and Fisher, 1990; Gupta and Govindarajan, 1986 ). The HQ’s intervention in
divisional decision-making sacrifices divisional autonomy. Poor financial performance of a
division might be due to inefficiency of other cooperating divisions or due to inappropriate
decisions made by the HQ. Divisional performance thus becomes unaccountable. To over-
come these, firms should de-emphasize objective/financial measures, and emphasize more
subjective, non-financial measures, such as ability to innovate, and degree of cooperation.
This control style is also suggested by Ouchi and Maguire (1975) as “behavior control”, a
method to remedy performance unaccountability in organizations. Furthermore, in order
to encourage cooperation and joint activities, the incentive systems for divisional general
managers must be based on the achievement of overall corporate goals rather than on the
profitability of individual divisions.

This set of organizational contextual arrangements, i.e. centralization, high integra-
tion, subjective performance evaluation systems, and corporate-based incentive schemes,
is named as aCooperative Organization, which is proposed to be positively related to
performance for related diversified firms.

Competitive organization. Williamson’s (1972; 1975) theory proposes that if an unrelated
diversified firm wants to secure the benefit of an internal capital market, a number of
organizational features must be. Overall, the principle is to encourage divisional managers
to maximize their own divisional profits rather than the profitability of the firm as a whole.
To achieve that, divisional autonomy must be created so that divisional managers can
be evaluated by their own profits, without any performance ambiguity; the HQ should
not intervene in divisional affairs unless there is a need for auditing or for correcting
opportunistic behavior of divisional managers.

High divisional autonomy also leads to high performance accountability, so each division
should be evaluated as a self-contained unit and the HQ should assess divisional performance
on the basis of more objective, financial-based criteria. Moreover, the incentive systems
must depend on divisional returns rather than on overall corporate profitability in order
to encourage divisional managers to maximize their divisional profitability (Dundas and
Richardson, 1982).
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This set of organizational contextual arrangements, i.e. high degree of decentralization,
low integration, objective performance evaluation systems, and division-based incentive
schemes, is named as aCompetitive Organization, which is proposed to be positively
related to performance for unrelated diversified firms.

Based on the management logic of contingency organizations, it is hypothesized that:

Hypothesis 1. Diversified firms that have adopted the appropriate contingency or-
ganization (i.e. a cooperative organization for related diversifiers and a competitive
organization for unrelated diversifiers) will outperform diversified firms that have not
adopted these organizations.

Shared values

In addition to this structural way of managing diversification, from the existing literature, an-
other management approach, “shared values”, is identified. The concept of shared values has
its root in Barnard’s (1939) classic work. According to Barnard, the fundamental problem
of cooperation stems from the fact that individuals have their own goals that are only par-
tially overlapping, but an organization can minimize the divergent interests by socializing its
members to have a common set of values and goals; thus an organization can ensure that the
efforts of its members are spent on the things its wants. Parsons (1956) proposed that one so-
lution to the organizational control problem is to create shared values among organizational
members, i.e. through the socialization process to internalize the organizational goals into
the value systems of its individuals. If individual needs are coherent with the organizational
goals, it is guaranteed that the members will act as expected by the organization. Therefore,
“the more effective socialization is, the less the need for supervision” (Etzioni, 1965).

In this sense the meaning of shared values is very close to the form of “clan control”
proposed by Ouchi (1980). Ouchi suggests that if the objectives of individuals can be
congruent and match the organizational interests, the sense of reciprocity will create in-
terdependence and eliminate opportunistic behavior for the agents. In other words, if the
socialization process is successful, it is unnecessary for organizations to measure perfor-
mance, to control or direct their employees, because the employees’ natural (socialized)
inclination is to do what is best for the firm. Etzioni also indicates, “if an organization
could recruit individuals who would perform as required automatically or could educate its
participants so they would perform adequately without supervision, there would be no need
for a structure of control. Although this is never the case, there are significant differences
in the degree to which control is needed in organizations” (1965:655).

Recently, an emerging line of studies has been focusing on organizational isomorphism
in East Asian. They argue that, due to some historical, political, social and culture back-
grounds, Chinese firms tend to rely heavily on personal relations and personal trust to reduce
transactional uncertainties and risks (e.g., Hamilton and Biggart, 1988; Hamilton and Kao,
1990; Orru et al., 1991). Therefore, the business group represents an organizational setting
within which weak organizations trying to react to the institutional contexts to enhance
competitiveness, by obtaining strong linkages through personal trust and shared values
(Redding, 1996). Cultural and social control is thus expected to be a major coordination
mechanism within business groups in Taiwan.
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Many theoretical and empirical studies have shown that shared values can contribute to
organizational performance. For example, Deal and Kennedy (1982) claim that a strong
corporate culture has always been the driving force behind continuing success in businesses;
a business with strong culture will perform better because strong culture enables people to
feel better about what they do, so they are more likely to work harder. Ghoshal and Moran
(1996) argue that, by only focusing on hierarchical control mechanisms, an organization
can never effectively eliminate the opportunistic behaviors of its employees because such
arrangements create a negative “feeling for the entity”, which further increase the propensity
to behave opportunistically. Conversely, by using social and cultural control, employees
can develop a positive feeling towards the organization and thus they are more likely to
work harder to maximize the value of the organization. Nohria and Ghoshal (1994) find
that MNCs that have strong shared values outperform MNCs that have weak shared values.
Posner et al. (1985) report that strong shared values provide individuals with a sense of
success and fulfillment, a healthy (less cynical) assessment of the values and ethics of their
colleagues, subordinates, and bosses, and a greater regard for organizational objectives1.
Therefore, a positive relation between shared values and performance is expected. It is thus
hypothesized that:

Hypothesis 2. Diversified firms with high shared values will outperform diversified
firms with low shared values.

Interaction effects of two logics

So far the two main approaches to managing diversification has been discussed: (a) Con-
tingency organization, which focus on designing a suitable structure to control and monitor
organization members; (b) Shared value, which focus on selecting and changing orga-
nizational members to make sure that their goals are consistent with the benefit of the
organization. Their comparison is shown in Table 1.Structural Controlrepresents the logic
of contingency management arrangement, and it has received the greatest attention from
economist and strategic theorists.Cultural/Social Controlrepresents the logic of shared
values; its importance is mainly accented by sociologists and some organizational theorists2.

Concerning the differences, in the existing literature it has been argued that these two
means of control (Structural Control and Cultural/Social Control) are complementary, not
exclusive. They can simultaneously be used by an organization as management mechanisms
to purse effectiveness. Although in most situations the structural way of control is the basic
mechanism for achieving the continued corporation of organizational, scholars have argued
that it is improbable for any organizations to exist as a practical matter without employing
both methods in combination (Barnard, 1939). “A partially complete form of socialization,
accompanied by market or bureaucratic mechanisms, may be effective across a wider range
of organizations” (Ouchi,1980:138).

Therefore, what Structural Control and Cultural/Social Control represent are different
emphases and priorities that HQs perceive and utilize to control divisions. The adoption
of shared values does not imply that HQs pay no attention to organizational manage-
ment arrangement; within appropriate contingency organizations, the existence of strong
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Table 1. Two logics of managing diversification.

Structural control Cultural/social control
Contingency organizations Shared values

Main theme Appropriate Structure: Appropriate employees:
Designing suitable organizational creating organizational socialization
structures and control mechanisms

Premise Behavior= f (control mechanism) Behavior= f (mutual benefits)

Task Minimizing opportunistic behavior Maximizing shared values and
of organizational members, or common goals between
encouraging value creation through organizations and members
sharing activities and/or transferring
skills.

Methods Organizational structure and Selection, training, education,
management arrangements rotation, communication

Control type Financial/output control Cultural control
Behavior/process control Clan control

culture also can eliminate organizational members’ opportunistic behaviors. This leads to
the predictions that multiple management logics can exist in diversified firms, and the em-
ployment of such multiple approaches can help HQs to control divisions more appropriately
and effectively.

The idea of “multiple dominant logics” proposed by Prahalad and Bettis tackles exactly
the same issue. According to Prahalad and Bettis (1986), performance of diversified firms
is largely influenced by top management’s ability to learn and to utilize multiple manage-
ment logics to cope with increased strategic variety. Organizational structure (particularly,
centralization or decentralization), although useful, is limited. An alternative or supple-
mentary approach is to reduce the variety among the businesses of the firm. This is exactly
the function of culture control and shared values that helps attenuate the divergent interests
of organizational members.

Therefore, contingency organizations and shared values represent two supplementary
management logics; if a diversified firm can simultaneously employ two logics, it is expected
to achieve a higher level of performance. The predicted relationships between contingency
organizations, shared values, and economic performance are summarized in Exhibit 1. It
is thus hypothesized that:

Hypothesis 3. Diversified firms that havebothappropriate contingency organizations
(i.e. a cooperative organization for related diversifiers, and a competitive organization
for unrelated diversifiers) and high shared values will outperform diversified firms that
have followed onlyoneof these two approaches.

Hypothesis 4. Diversified firms that havebothappropriate contingency organizations
and high shared values will outperform diversified firms that have neither of these two
approaches.
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Exhibit 1. Relationships between contingency organization, shared values and performance.

Cultural/Social control

High shared values Low shared values

Structural control Appropriate

Management High performance Medium performance

Arrangements (1) (2)

Inappropriate

Management Medium performance Low performance

Arrangements (3) (4)

Hypotheses 3–5: Performance (1)> (2)≡ (3)> (4).

Hypothesis 5. Diversified firms that haveonly appropriate contingency organization
or only high shared values will out perform diversified firms that haveneitherof these
two approaches.

3. Data and method

Data collection

The top 100 business groups in Taiwan were asked to participate in this research. These are
the largest and most diversified companies in Taiwan and together account for more than
35% of the country’s GNP. An invitation letter was sent to the HQs of the top 100 business
groups. Of these, 34 business groups agreed to participate, 32 finally responded and 31
cases were useable. Possible response bias on profitability was examined by comparing
the 1994 return on assets of the responding business groups (= 4.67%) against that of the
top 100 business groups (= 4.55%). The difference was not significant (t = 0.16). Further,
possible response bias on the size of business groups was examined by comparing the 1994
mean number of full time employees of the responding groups (= 4993) against that of the
top 100 groups (= 4336). The difference was also not significant (t = 0.51).

Most data used in this study were collected via a questionnaire. For each business group,
the CEO or a single manager/staff member from the corporate HQ, who had comprehen-
sive knowledge about the management of the whole business group, was the respondent.
The questionnaire was developed on the basis of a review of previous research to design
appropriate measuring instruments, and through discussions with scholars to assess content
validity. The draft was reviewed by two divisional general managers and three senior HQ
staff, before the final one was distributed.

Structural variables

Decentralization. According to Child (1977), “decentralization” was defined as a condi-
tion when the authority to make specified decisions is delegated to units and people at lower
levels in the organization. Thus the less the HQ intervenes in divisional decision-making, the
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more decentralized is the diversified firm. Following Hill and Pickering (1986), decentral-
ization was measured by decomposing HQ’s control over divisions into three dimensions:
(a) Strategic, (b) Operational, and (c) Financial control. Strategic control measures the
degree to which an HQ delegates the autonomy of decision-making on strategic issues to
divisional general managers, and was constructed from the mean of 14 questions that il-
lustrate the possible strategic decisions a division needs to take (Cronbach Alpha= .94).
Operational control measures the extent to which divisional general managers hold au-
tonomy in making operational decisions, and was constructed from the mean score of 19
questions (Cronbach Alpha= .97). Financial control measures the extent to which the
autonomy of making financial decisions is granted to divisions and was measured by the
mean score of 5 questions (Cronbach Alpha= .87). A seven-point scale was used to ask
the respondents to indicate the distribution of decision-making authority between HQs and
divisions on these items, ranging from “HQ makes decisions without prior consultation to
divisions” (=1) to “Divisions make decisions without prior consultation to the HQ” (= 7).
High scores indicate a high degree of decentralization. The overall degree of decentraliza-
tion was measured by averaging the mean scores of these three scales. Values vary from
1.91 to 6.90, with a mean of 4.71.

Integration. Lawrence and Lorsch (1967) define integration as the degree of collaboration
that exists among sub-units of an organization. Based on this definition, 16 items were de-
veloped, such as transfer of engineers and managers among divisions, sharing of information
on costs and suppliers, sharing of production plans, meetings between HQ and divisions,
and meetings among divisional general managers, as the measure. A seven-point scale
was used to ask the respondents to indicate the frequency of cooperative activities among
divisions, ranging from the lowest of “Never” (=1) to the highest of “A lot of ” (=7). A
high mean score of the items indicates a high degree of integration among divisions. Values
vary from 2.19 to 6.00, with a mean of 4.02 (Cronbach Alpha= .91).

Performance assessment system.Consistent with Ouchi (1980), the performance assess-
ment system is conceptualized as the criteria by which the performance of divisions is
evaluated by corporate centers. These criteria can be either behavior-based or outcome-
based (Eisendardt, 1985). Given that in practice the performance assessment system of a
firm is likely to be a combination of the two approaches, it was defined as a continuous
variable that allocates a value somewhere between the one extreme of entirely objective
(i.e. financial) criteria and the other of entirely subjective (i.e. behavioral) criteria. Using
a seven-point scale, respondents were required to position the extent to which divisional
performance is evaluated using the following 10 indexes: gross profit, profit growth, labor
productivity, return on sales, return on investment, sales growth, market share, each flow
from operations, capacity utilization, and cost control, Score 7 (Very important) indicates
that the HQ employs the highest level of objective control, while score 1 (Not a factor at
all) stands for the lowest level of objective control, i.e. subjective control is used. Mean
scores of these 10 items were calculated and used for statistical analysis. A high mean score
indicates that the HQ adopts a more objective performance assessment strategy. Values vary
from 5.00 to 6.40, with a mean of 5.63 (Cronbach Alpha= .75).



CONTINGENCY ORGANIZATION 91

Incentive scheme. The incentive scheme refers to the criteria that HQs use to determine
the bonus and compensation packages for divisional general managers. It was operational-
ized as the estimates of the extent to which a firm bases its incentive systems for divisional
managers on corporate profitability or on divisional profitability. A seven-point scale was
developed to ask respondents to locate their incentive systems for divisional general man-
agers, ranging from “entirely depending on the performance of divisions” (=1) to “entirely
depending on the performance of the whole group” (=7). The lower is the score, the more
division-based is the incentive scheme used by the HQ. Values vary from 1 to 5, with a
mean of 2.68.3

Shared values. In general, researchers have agreed that shared values are a key and measur-
able element of organizational culture, and they are characterized by a set of common values,
norms, goals and beliefs among organizational members (Deal and Kennedy, 1982; Wiener,
1988). Therefore, the variable of shared values was operationalized as the combination of
two dimensions: (a) the extent to which an HQ emphasizes the formation and management
of organizational value systems, and (b) the strength of organizational members’ recogni-
tion of the existence of these values. Sixteen questions were developed. Among them, 13
items estimated the extent to which a firm uses functions such as recruitment, selection,
socialization process, rites, ceremonies and rituals to develop and manage its value systems;
the remaining 3 items estimated the degree to which organizational members recognize the
existence of organizational values. A seven-point scale was used to ask the respondents
to provide information on their degree of agreement on the 16 statements, ranging from
“Strongly disagree” (=1) to “Strongly agree” (=7). A mean score of the 16 items was
calculated as the measure for statistical analysis. The higher the more score, the higher the
degree of shared values a firm has. Values vary from 4.19 to 6.19, with a mean of 5.46
(Cronbach Alpha= .75).

Diversification strategy. The Related Ratio (RR) in Rumelt’s (1974) strategic classifica-
tions was used to measure diversification strategy. RR is defined as the proportion of a
firm’s revenue that is attributable to its largest group of businesses that are related, in some
way, to one another. Consistent with Rumelt (1974), a cut-off point of 0.7 was selected.
Firms which express an RR equal to or greater than 0.7 were recognized as following a
related diversification strategy (n = 21), and business groups that express an RR smaller
than 0.7 were recognized as pursuing an unrelated diversification strategy (n = 10).

Economic performance. Financial data were collected from the database published by
China Credit Information Service Company. Four indexes were employed: return on assets
(ROA), return on equity (ROE), return on sales (ROS) and growth on sales (GOS). The
average ROA, ROE, ROS and GOS for the 1992–1994 period4, inclusive, were used. A
three-year mean was calculated because it smooths out the annual fluctuations in the ac-
counting data. Table 2 summarizes the descriptive statistics as well as the result of Cronbach
Alpha reliability test of all variables in this study.
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Table 2. Summary statistics of variables (n = 31).

Variables Mean s.d. Maximum Minimum Cronbach alpha

Performance

ROA (%) 5.26 4.62 21.02 −4.32 –

ROE (%) 11.61 9.98 43.03 −9.39 –

ROS (%) 5.62 5.36 19.36 −7.25 –

GOS (%) 11.64 24.71 105.35 −8.11 –

Decentralization 4.71 1.32 6.90 1.91 –a

Integration 4.02 0.95 6.00 2.19 .91

Performance assessment 5.63 0.40 6.40 5.00 .75

Incentive scheme 2.68 1.05 5.00 1.00 –b

Shared values 5.46 0.56 6.19 4.19 .75

aThe Cronbach Alpha of the overall degree of decentralization was not calculated because this variable
was simply the straight mean of Strategic decentralization (Alpha= .9409), Operational decentralization
(Alpha= .9647), and Financial decentralization (Alpha= .8671).
bThe Cronbach Alpha of the Incentive Scheme was not calculated because this variable was constructed
by only one item.

Data analysis

Which are the firms with appropriate contingency organizations?To examine empir-
ically the contingency organizations approach, I need to identify business groups that
adopt the appropriate contextual organizations. Since there is no standard method for
the measurement5, I need to develop my own method and use proxies; subjectivity is thus
unavoidable. Four strategies, each with different benchmarks, were used. I examined the
four management dimensions (including decentralization, integration, performance evalu-
ation systems, and incentive schemes) of the sample business groups and classified them
into ideal and non-ideal types. Business groups that show appropriate arrangements for all
of the four dimensions were defined as the ideal type; otherwise, they were defined as the
non-ideal type. This strict criterion was used because, theoretically, ideal organizational
contexts are sets of internally consistent arrangements, and internal inconsistency should
be considered as inappropriate (Venkatraman, 1989). The four benchmarks utilized are
explained as follows:

First, according to their original scores on each of the four management dimensions,
all business groups were examined and sorted into three categories: high score, medium
score and low score, with the top one-third (33 percent) by value and the lower one-third
as the cut-off points. Business groups with all the four management dimensions falling
into the theoretically expected categories were recognized as adopting the “appropriate”
organization, i.e. the ideal type. This method (Method A) was supplemented by using
the original scores associated with 50 percent cut-off points (Method B), by usingz scores
associated with cut-off points of (−1, +1) (Method C), and by usingz scores associated
with a cut-off point of zero (Method D). Results of the classification are summarized in
Table 3.
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Table 3. Results of classification: Ideal and non-ideal contingency organizations (n = 31 business groups).

Related diversifiers Unrelated diversifiers Total
(n = 21) (n = 10) (n = 31)

Method Ideal type Non-ideal type Ideal type Non-ideal type Ideal type Non-ideal type

A 5 16 3 7 8 23

B 3 18 3 7 6 25

C 6 15 1 9 7 24

D 4 17 3 7 7 24

To re-confirm the efficacy of these methods,t-test was used to compare the four man-
agement dimensions between the ideal type firms and the non-ideal type firms. It is found
that all of thet-statistics were significant at thep < 0.05 level. The robustness of these
classification methods was thus confirmed.

Which are the firms with high shared values?The four classification strategies introduced
above were also used here to identify firms with strong shared values. Also the actual
difference between the high and low shared-values firms was examined by usingt-test.
Again, the t-statistics were significant at thep < 0.05 level.

Analytical tools

Given the small size of this study,t-test was used as main analytical tool to compare the
performance difference between ideal-type and non-ideal-type firms, and between high and
low shared values firms. For the intersection effects of contingency organizations and shared
values, the multivariate analysis of variance (MANOVA) and Duncan’s test were utilized.

4. Results

To test whether firms with appropriate organizational arrangements will outperform firms
without these arrangements,t-test was used to compare the economic performance between
the ideal type firms and non-ideal type firms. If the average performance of the ideal type
firms is significantly higher than that of the non-ideal type firms, the hypothesis is supported.
The t-test was employed mainly because the small sample size of this study limits the
utilization of linear regression models. However, when usingt-test, the two populations
are assumed to be (approximately) normally distributed, which may place a limit to the
technical adequacy of this study. Furthermore, the equality or difference of population
variances also requires different expressions for the degrees of freedom of the approximate
t statistics6. Therefore, for eacht-test, this research project first employed the Levene’s
test to exam the equality of variances of the two distributions, and then the appropriatet
statistics are computed accordingly. Table 4 summarizes the results. It is found that the
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Table 4. Performance comparison between ideal type and non-ideal type firms (n = 31 business groups).

Performance index

ROA (%) ROE (%) ROS (%) GOS (%)
Method Classification mean (s.d.) mean (s.d.) mean (s.d.) mean (s.d.)

A Ideal type (n = 8) 8.45 (6.72) 19.25(14.28) 10.36 (6.97) 31.25 (42.78)

Non-ideal type (n = 23) 4.15 (3.13) 8.96 (6.52) 3.97 (3.56) 14.26 (13.12)

t-value 2.45∗ 2.78∗∗ 3.37∗∗ 1.73†

B Ideal type (n = 6) 7.26 (4.89) 17.99 (14.6) 10.03 (6.47) 37.14 (48.94)

Non-ideal type (n = 25) 4.77 (4.53) 10.08 (8.22) 4.56 (4.60) 14.20 (12.57)

t-value 1.19 1.81† 2.42∗ 2.16∗

C Ideal type (n = 7) 8.97 (7.07) 19.57 (15.14) 9.34 (7.60) 21.90 (37.04)

Non-ideal type (n = 24) 4.17 (3.07) 9.29 (6.72) 4.53 (4.12) 17.69 (20.84)

t-value 2.65∗ 2.62∗ 2.22∗ .39

D Ideal type (n = 7) 6.58 (4.86) 16.72 (13.88) 8.95 (6.60) 33.82(45.48)

Non-ideal type (n = 24) 4.87 (4.59) 10.13 (8.34) 4.64 (4.66) 14.22 (12.89)

t-value .85 1.57 1.96† 1.93†

∗∗for p < .01,∗for p < .05, and†for p < .10.

ideal type firms significantly outperform the non-ideal type firms on all of the performance
variables. Hypothesis 1 is thus strongly supported.

This test was also repeated separately for related diversified firms (n = 21) and unrelated
diversified firms (n = 10). For both diversifiers, significant performance difference was
found between ideal-type firms and non-ideal type firms on most of the performance scales.
I take these findings as an evidence that the efficacy of contingency organizations proposed
in the Western literature are indeed applicable to business groups in Taiwan.

With respect to shared values, as noted earlier, the overall mean score on shared values of
the 31 business groups is 5.46 (s.d.= .56), on a seven-point scale. This shows a fairly high
level of the employment of shared values and indicates explicitly that Taiwanese business
groups make considerable use of shared values as a control mechanism. To test Hypothesis
2 (i.e. diversified firms with high shared values will outperform diversified firms with low
shared values),t-test was used, with results summarized in Table 5. As expected, mostt-
values are positive, but only few of them yield statistical significance (i.e. ROE by Method
A, and GOS by Method D). Only moderate support was found.

Again, this test was repeated separately for related diversifiers and unrelated diversifiers.
Interestingly, I found strong supports for the unrelated diversifiers (statistically significant
difference on most performance scales), but very weak supports for the related ones.
These results indicate that, although employed by both related and unrelated diversified
firms, shared values have stronger influences upon performance for unrelated diversifiers.
It is possible that due to the lack of formal integration and cooperation in such firms,
shared values act as the only influential “glue” to draw together the benefits and goals of
organizational members. For related diversifiers, formal integration and intensive
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Table 5. Shared values and performance (n = 31 business groups).

Performance index

ROA (%) ROE (%) ROS (%) GOS (%)
Method Classification mean (s.d.) mean (s.d.) mean (s.d.) mean (s.d.)

A High shared values (n = 10) 6.42 (4.11) 15.09 (7.51) 7.39 (4.85) 24.17 (30.14)

Low shared values (n = 21) 4.70 (4.75) 9.90 (7.47) 4.78 (5.50) 16.00 (22.00)

t-value .97 1.81† 1.28 .86

B High shared values (n = 16) 5.91 (3.68) 13.19 (9.61) 6.15 (4.68) 22.20 (25.54)

Low shared values (n = 15) 4.56 (5.50) 9.93 (10.43) 5.06 (6.12) 14.85 (24.07)

t-value .81 .91 .56 .82

C High shared values (n = 2) 9.67 (3.64) 17.84 (4.98) 10.14 (.16) 7.85 (3.75)

Low shared values (n = 29) 4.96 (4.58) 11.18 (10.15) 5.31 (5.41) 19.39 (25.39)

t-value 1.42 .91 1.24 −.63

D High shared values (n = 19) 5.49 (3.62) 12.65 (9.41) 6.19 (4.97) 25.55 (29.08)

Low shared values (n = 12) 4.89 (6.05) 9.97 (11.05) 4.71 (6.04) 7.71 (8.26)

t-value .34 .72 .75 2.06∗

∗∗for p < .01,∗for p < .05, and†for p < .10.

communication between HQ and divisions to some degree eliminates the divergence among
members, so the influence of shared values upon performance is weaker.

Interaction effects of two logics

Using contingency organizations (Structural Control) and shared values (Cultural/Social
Control) as two dimensions for the typology, four categories can be developed: appropriate
organization and high shared values (Category 1); appropriate organization and low shared
values (Category 2); inappropriate organization and high shared values (Category 3); and
inappropriate organization and low shared values (Category 4) (See Exhibit 1). According to
Hypotheses 3-5, firms that fall in Category 1 are expected to show the highest performance;
firms in Categories 2 and 3 are expected to show medium performance, while firms in
Category 4 are predicted to perform worst.

MANOVA was employed to compare the economic performance among the four cat-
egories, with results provided in Table 6. As expected, almost all of theF-values are
significant (which means that there indeed exists performance difference among categories).
To further examine where and how much the performance difference exists, Duncan’s mul-
tiple comparison test was utilized. Duncan’s test is a pairwise comparison of differences
in group means. For instance, for the comparison of 4 group means, Duncan’s test will
produce 6 pairwise comparisons: group 1 with group 2; group 1 with group 3; group 1 with
group 4, etc. The pairs listed in Table 6 are those groups for which the means are signif-
icantly different at thep < 0.05 level. Again, the results match well with the predicted
performance relations among the four categories of diversifiers.
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Table 6. Performance comparison of four categories—MANOVA and Duncan’s test (n = 31 business groups).

Performance index

Method Statistics ROA ROE ROS GOS

A F-value 2.78† 5.23∗ 5.23∗ 1.99

Duncan’s testa (1> 4) (1> 4) (1> 4) (1> 4)

(1> 2) (1> 2)

(1> 3) (1> 3)

B F-value 2.39† 3.15∗ 2.88† 1.81

Duncan’s testa (1> 4) (1> 4) (1> 4) –

(1> 2) (1> 2) (1> 3)

(1> 3) (1> 3)

C F-value 2.66† 2.27 2.05 .24

Duncan’s testa (2> 4) (2>4) (2> 4) –

D F-value 2.56† 4.04∗ 4.48∗ 4.35∗

Duncan’s testa (1> 2) (1> 4) (1> 4) (1> 4)

(1> 3) (1> 2) (1> 2) (1> 2)

(1> 3) (1> 3) (1> 3)

∗∗for p < .01,∗for p < .05, and†for p < .10.
aNumbers in the parentheses are categories that yield significant performance differ-
ence. For instance, (1> 4) means that the performance of Category 1 is significantly
higher than that of Category 4. For definitions of Categories 1, 2, 3, and 4, please
see Exhibit 1.

5. Summary and discussion

This paper contains three main research focuses. First, it empirically examines whether
the efficacy of contingency organizations are applicable to Taiwanese cases. Second, it
argues that in addition to this structural way of managing diversification, shared values can
be utilized to help manage diversification. Third, the interaction effects between the two
management logics were examined.

It is found that contingency organizations are used by Taiwanese business groups as
control mechanisms, and they contribute to performance positively. Hill et al.’s arguments
are found to be applicable to Taiwanese cases. Also, as predicted, cultural control, in this
research measured as shared values, can be utilized to manage effectively the complex
organizations such as multibusiness firms. Particularly for the unrelated diversifiers, high
shared values are strongly associated with satisfied economic performance. With regard to
the relations between the two management logics, this study finds that firms that adopt both
the appropriate organizations and high shared values are the best performers; firms that
follow only one management approach show medium economic performance; and those
firms that do not follow any management approaches are the worse performers. These results
support the proposition ofsimultaneityandequifinalityof contingency organizations and
shared values.
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My findings on the efficacy of the cultural control approach are largely consistent with
the arguments in the multinationals and diversification literature. It is argued that when
organizational operations becomes more complicated, the use of the cultural approach, in
contrast of the economic and structural approach, becomes more important. For example,
Baliga and Jaeger (1984) argued that cultural control systems might be of immense value
to subsidiaries in reacting to local developments in a manner consistent with headquarters’
intent, as a result of the socialization and indoctrination. Through an extensive review of
the literature on the coordination mechanisms in multinational corporations, Martinez and
Jarillo (1989) argued that: “simple strategies need little coordination and therefore are im-
plemented by using structural and formal mechanisms. Complex strategies (those resulting
from interrelated, multiplant, multimarket policies) need an enormous coordinating effort,
and so are implemented through both types of mechanisms: structural and formal, plus
informal and subtle” (1989: 492). The management of strategic diversity within multibusi-
ness firms tackles exactly the same issue. The empirical evidence strongly suggests that the
informal and subtle coordination mechanisms (i.e. culture and shared values in this study)
can supplement the contingency control approach and create effectiveness for the firms.

The findings are also in line with the arguments of Hamilton and Biggart (1988) and
Redding (1996) that personal relations, trusts, and social rules are critical coordination
mechanisms for Chinese business networks to reduce transactional uncertainties and risks.
Therefore, in a business group, economic exchanges are safeguarded not only by contract or
authority, but also by mutual obligations, expectations, and trustworthiness of members in
the groups. This implies that the development of these intangible organizational resources
should be a major task of top management in business groups.

This study also involves several limitations. First, it depends on a single respondent to
measure the overall management style of a business group. Although it may be possible
to collect multiple responses for each firm, this may cause enormous costs and discourage
firms’ participation. Second, the useable sample size is only 31, so the overall tendency may
be influenced by individual observations. A single firm can have considerable influence
upon the statistical results, and the possible “outliers” can become quite influential. Finally,
limited sample size also constrains the use of statistical methods. This paper would provide
richer and more interesting information if I can compute moderate regression models in
addition and compare the results with those of Hill et al.

Notes

1. All these studies suggest a positive relationship between shared values and performance. However, we can
not rule out the possibility that the existence of too strong shared values may have its drawbacks. First, a
company that only emphasizes on the concern for people and pays too little attention to the concern of tasks
may become a “country club” organization in which profitability may be ignored. Second, too strong shared
values may create a “cult” within the organization, which may expel and try to get rid of other people who hold
a view different from its own. Finally, strong shared values also mean a regard on organization homogeneity
and harmonization, and this may discourage organizational members’ creativity and innovation. Although
conceptually the negative relationship can exists, this paper argues that in the real world most companies may
not have gone beyond their appropriate levels of shared values.

2. The author owes special thanks to an anonymous reviewer for recommending the use of the terms “structural
control and cultural/social control”
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3. The construct validity of the single-item measure “incentive scheme” is tested by using the predictable relation-
ship method. It is found that incentive scheme is negatively related to decentralization (correlation coefficient
= −.42, P < .05), implying that when a business group is more decentralized, its incentive scheme will be
more divisional based, rather than group-based. Also incentive scheme is positively related to the degree of
integration (correlation coefficient=.44, P < .05), implying that when a business group is more integrated, its
incentive scheme will be more group-based, rather than divisional based. All these relations match with what
is suggested by the existing theories.

4. I have also conducted the sensitivity analysis by using performance data for 1990–1994 period, inclusive, to
test the hypotheses. Since the results are very similar, only the results of the 1992–1994 data were reported.

5. Although the concept of “cooperative organization” and “competitive organization” was introduced by Hill
et al. (1992), they did not really operationalize or measure it.

6. The author thanks an anonymous reviewer for pointing out this statistical issue.
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