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Preface and Acknowledgements

This book reflects a significant part of the intellectual development I have gone
through in the past decade. What started as an empirical investigation into the
diversification-performance nexus from an economic point of view developed
into a social-constructivistic perspective on the process of corporate
diversification. Being educated as an economist in a positivistic tradition, it
seemed meaningful, at the time I became interested in corporate diversification,
to evaluate the influence of corporate diversity on the performance of European
companies. By then, diversification research was largely focused on U.S.-based
companies and the diversity profiles of European firms had only incidentally
been studied. But shortly after I started to collect and review earlier research, I
was struck by the contradictory evidence diversification research had produced
in the past thirty years, a feeling that only grew as I added newly published
studies. I concluded that, despite the immense size of both empirical and
conceptual work, little could be said unambiguously about the implications of
diversification on the performance of firms. Also, an all-embracing theory of
diversification that explains the success or failure of individual diversification
projects was lacking and the insights from the research at hand only offered
managers of diversifying firms some general clues.

The inquiry into the fundamental causes of these disappointing results
became the starting point of an exciting intellectual journey that led me into
unfamiliar parts of the organisational research literature. I found myself in
particular attracted to the fields of managerial and organisational cognition and
organisational learning that, by then, began to gain widespread attention of
researchers. The theories, insights and methodologies these fields had produced
became the core of an alternative research approach to investigate the process in
which corporate diversification comes about. This approach, including a
founded research methodology, aims at charting processes of organisational
learning during the course of a diversification project from the perspective of the
managers responsible for, or involved in, these projects, i.e. a cognitive
perspective. I applied this approach upon three cases of diversification in as
many small and medium-sized companies, which turned out to be an absolutely
fascinating as well as laborious undertaking. I was far from unfortunate with the
three companies that offered their co-operation. The (owner-)managers in these
companies were time and again willing to spend time for interviews and share
some of their deepest thoughts with me. The images of their unfolding
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diversification projects have been the basis of a, in my view, new and fresh
perspective on corporate diversification. Looking back and considering both the
research process and its outcome, I can only say that I have enjoyed the journey,
even though it has taken somewhat more time than I intended. In writing this
book I have deliberately chosen to report on the entire journey, instead of only
describing the ‘sights’ that turned out to be most meaningful at the end. It goes
without saying that the size of this book reflects this decision. However, in my
view, the travelling is often at least as interesting as the halting places as the
path travelled towards the sights influences their understanding and meaning. In
this context, a full report of the journey may inform readers and contribute to
their sense-making of its findings and insights. It can in particular be of value to
researchers who (intend to) employ the research methodology that emerged
during this journey themselves.

As any piece of research, this research project has been influenced by, and
benefited from, the various contexts I found myself in at various stages in its
completion. At the start of the project, it was the Faculty of Economics at the
University of Groningen that gave me ample room to explore the field of
strategic management both in breadth and depth. During its entire course, this
research has, unquestionably, greatly profited from the series of workshops on
Managerial and Organisational Cognition that, started by Colin Eden and
Beverly Winterscheid, have been organised since 1993. The community of
researchers that have attended these workshops created, time and again, an
exhilarating and constructive atmosphere that is rarely matched in a research
conference. I found it therefore only fortunate to be able to contribute to the
organisation of several of these workshops.

Near the end of the research project, some three years ago, I moved to the
Centre for Organisational Learning and Change at Universiteit Nyenrode. This
Centre, uniquely positioned on the crossroads of the worlds of science and
business, introduced me to a broad, and still growing, array of challenging
action research projects and experiences. Shortly after my move to Nyenrode,
Jaap Leemhuis of GBN Europe offered me an additional and excellent
opportunity to engage in and learn from the facilitation of strategic
conversations in several major companies and (non-)governmental
organisations. To this date, I experience this opportunity as inspiring and daring,
not in the last place thanks to the ongoing debate, within the GBN community of
practitioners and its affiliates, on the value and design of truly enabling
strategizing processes.

I am most grateful to my supervisor Peter Zwart who read the manuscript,
despite the unpredictable whimsicality with which I sent him the parts, with
commendable exactitude to uncover flaws precisely in those chains of



xi

argumentation I was struggling with. I also thank the members of the graduation
committee – the professors S.W. Douma, A.M. Sorge and A. van Witteloostuijn –,
whose constructive comments I have happily and readily adopted. Special
thanks goes to Micheal MacCulloch, who corrected the text conscientiously and,
in doing so, helped me to overcome the limitations of a non-native speaker of
the English language.

Soon after its start, this research project faced a welcome but steadily increasing
competition that it was bound to lose. During its course Hilde and my life was
enriched by four of the loveliest children one can wish. Sandra, Coen, Marlous,
and Evelyne, you may not have had a clue what I have been doing for the past
years, it does not matter anyway, as it is by far not as interesting and important
as fairies, clowns, wiggling giraffes and the Large Friendly Giant. While sharing
the liveliness of these children, I owe most to Hilde for contributing to this
research project in so many ways. It is her to which I dedicate this book with my
deepest admiration (and beyond).

Robert Bood
‘s-Hertogenbosch

23 September 2000
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Chapter 1  

Points of Departure

Research into corporate diversification occupies an important place in the
history of strategic management research. Ever since Igor Ansoff discussed the
strategy of diversification back in 1957 in his framework of generic corporate
strategies, numerous academics, coming from a variety of disciplines, have tried
to uncover some of the mysteries of diversification. They have published their
research efforts in thousands of books and articles, which includes the seminal
works of Chandler (1962), Gort (1962) and Rumelt (1974). Yet, despite the
immense size of both conceptual and empirical work, the aggregated result of
diversification research is quite disappointing. For one thing, little can be said
unambiguously about the implications of diversification on the performance of
firms. Also, there is still no all-embracing theory of diversification that explains
the success or failure of individual diversification projects. As a result, after
almost 40 years of research, strategic management researchers can offer
managers only some general clues based on their research into the diversity-
performance nexus.

This piece of research is yet another attempt to answer some of the questions
that surround diversification. However, it does so by studying diversification in
a way that differs fundamentally from mainstream diversification research. We
will argue that the perspective and the research methodology predominantly
employed in diversification research are jointly responsible for the unsatisfactory
results obtained so far. The present project is one of the firsts to explore
corporate diversification from the perspective of those who are responsible for,
or involved in, a diversification project. We will refer to this perspective in this
research as a cognitive perspective. A cognitive perspective aims at
comprehending managers’ thinking processes, understanding the conceptual
systems they employ and depart from, fathom their intentions and decipher the
knowledge they possess and the knowledge they develop through learning (cf.
Stubbart and Ramprasad, 1990; see also Weick, 1979b; Lakoff and Johnson,
1998).

In doing so, the present research project aims to identify factors that may
profoundly influence the course or outcome of diversification projects but which
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are currently not fully recognised as such in theories and studies of corporate
diversification and diversity. For this purpose, we will develop a cognitive
research methodology and examine in detail how (owner-)managers in three
different companies talk about, and manage ‘their’ diversification projects. We
have chosen to concentrate our empirical research on small and medium-sized
enterprises as these offer excellent opportunities to study diversification projects
from a cognitive perspective. Studying diversification in small and medium-
sized firms holds an extra advantage as research into corporate diversification
has hardly paid any attention to these firms.

This introductory chapter offers the reader an understanding of the grounds from
which the present piece of research departs. After a review of the various
conceptualisations of diversification the strategic management literature offers,
the chapter defines what we mean by ‘diversification’ in this project. Next, it
discusses the main motives for firms to diversify as recognised in the literature
on corporate diversification. This discussion shows that companies may
diversify for a range of valid reasons and benefit in several ways from it. The
chapter then goes on to outline the fundamental causes of the unsatisfactory
outcome of diversification research so far. Subsequently, the fact that
diversification by small and medium-sized enterprises has hardly been studied is
highlighted as an additional shortcoming of diversification research. Together,
these causes have directed the present research project in a number of ways: by
suggesting the goals it aims to achieve and the methodological approach it takes.
The core of our approach is that we conceptualise diversification in this research
as a process of organisational learning and take a cognitive perspective to study
it. The chapter ends with an outline of the way this research is organised.

A history of conceptualising diversification

A review of the extensive literature on diversification yields a wide and diverse
range of conceptualisations and accompanying definitions. On a more general
level there seems to be widespread, albeit largely intuitive consensus among
management theorists and managers on the meaning of diversification.
Following Ansoff (1957, 1958), diversification commonly refers to ‘entering
new markets with new products’. A closer look into the current variety of
conceptualisations and definitions, however, reveals several major differences.
As the differences often and increasingly went unnoticed, some ten years ago
Reed and Luffman (1986) warned researchers and managers of the ‘growing
confusion’ about diversification. They argued that as a result of many
simplifications and generalisations, clear sight of the specific benefits which
diversification strategies offer ‘[have] been lost within the vagaries of fashion’.
Their argument is well illustrated by Peters and Waterman’s (1982) advice to



Points of Departure     5

managers to – ‘stick to their knitting’ – which made all diversification moves
suspect for a long time (and still does to many).

Since we take the warning of Reed and Luffman (1986) seriously, we start
with a historical overview of the most important ways in which diversification
researchers have conceptualised this concept. The following overview first
shows that some authors – most notably Ansoff – emphasis the act of
diversification, while others stress the resulting heterogeneity in a firm’s
business portfolio. Second, it turns out that the relatedness among the businesses
in a firm’s business portfolio has always been a central concept in definitions of
diversification. Finally, in recent years researchers have moved their attention
from the content of the diversification strategy sec towards a more managerial-
oriented perspective on diversification. Specifically, there is an increasing
emphasis on how managers conceive their diversification strategies and
diversified portfolios, and on what they learn in the course of a diversification
project. Each of the following five subsections discusses a particular
conceptualisation of corporate diversification. Besides illustrating the broad
variety of views on diversification present in the literature, our aim is to define
what we mean by diversification in this research project.

Conceptualisations stressing the act of diversification

Ansoff (1957, 1958) was one of the first to discuss the strategy of diversification
in scientific management literature (remarkably, at that time Ansoff was director
of Lockheed’s Diversification Department). The essence of his work can still be
found in most strategic management textbooks, usually as a kind of general list
of strategic options open to firms (see e.g. Jauch and Glueck, 1989; Pearce and
Robinson, 1994; Johnson and Scholes, 1999). By confronting present and new
product missions with present and new product lines, Ansoff created a two-by-
two matrix in which he distinguished four generic corporate product-market
strategies (see Figure 1-1). In this product mission/product line matrix,
diversification implies the simultaneous departure from present product lines
and present product missions or markets. A certain product mission describes
the specific job a product is intended to perform and in doing so a product
mission defines the market boundaries for a product. A product line refers to the
physical and performance characteristics of a certain product.

Some years later Ansoff (1965) elaborated the diversification strategy by
construing a diversification matrix. Figure 1-2 shows that, according to this
matrix, diversification can either be horizontal, vertical, concentric, or
conglomerate. Horizontal diversification entails moving into other industries at
the same stage of the industry chain. When a firm diversifies vertically it
generally incorporates a function previously provided by a supplier (backwards)
or a customer or distributor (forward). In the case of concentric diversification, a
firm seeks to use its knowledge and capabilities in other industries often at a
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dissimilar stage of the industry chain. Finally, with conglomerate diversification,
a firm incorporates business activities into its portfolio of which no (specific)
synergistic effects are to be expected.

Three things are particularly worth noticing when considering Ansoff’s notion
of diversification. First, by defining diversification as the entry of firms into new
markets with new products, Ansoff (1957, 1958) clearly emphasises the act of
diversification. Many of Ansoff’s contemporaries adopted his definition of
diversification but most of them did it in more loose terms. For example, Steiner
(1964: 11) defines diversification as the ‘entry into new product lines, processes,
services, or markets’. In similar terms, Penrose (1959: 109) states that a firm
diversifies if it embarks upon ‘the production of new products . . . which are
sufficiently different from other products it produces to imply some significant
difference in the firm’s production or distribution programmes’. The latter
means that diversification may increase the number of ‘basic areas’ of
production in which a firm operates. Penrose deliberately remains vague of what
she means with ‘sufficiently different’ or a ‘basic area’. She argues that attempts
to define diversification more accurate are unnecessary if the purpose is to
analyse the process of diversification (as she intended).

Second, and closely related to the preceding observation, Reed and Luffman
(1986) note that Ansoff’s classification does not embrace all forms of
diversification but refers to growth by diversification exclusively. Ansoff (1965:
132) himself is fairly explicit about this as he, for example, speaks of ‘growth
vectors in diversification’ (see also the title of Figure 1-2). Instead of a means to

Product
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Present

New

 Market
penetration

Product
development

Market
development Diversification

Figure 1-1
Product-mission matrix

(Source: Ansoff, 1957: 114; 1965: 128)
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grow, managers may choose diversification for other, fundamentally different,
reasons such as escaping declining prospects in current businesses (cf. Rumelt,
1974) or carrying out a change of corporate direction (cf. Glueck, 1980).
Whereas in such situations firms may entirely abandon existing product lines,
they will not do so when they seek to exploit growth opportunities. Even more
important, if a firm plans to grow, diversification is but one alternative out of a
range of possibilities and often not the most obvious.

Finally, like any strategic choice, Ansoff sees the process in which a firm
enters into diversification primarily as a ‘rational’ decision process. In the course
of this process, he argues that management teams establish goals, analyse the
environment, and, using a variety of analytical models, develop several
alternatives from which they choose. In doing so, Ansoff artificially
distinguishes the formulation of a strategy from its implementation (Mintzberg,
1990a/b). Various studies show that this dichotomy is misleading. These studies
suggest that strategies largely emerge out of incremental processes in which
thinking, acting and reflecting in interaction establish (perceived) patterns of
consistency (see e.g. Mintzberg, 1978; Mintzberg and Waters, 1982). For this
reason, Normann (1977) and Mintzberg (1990b), amongst others, argue that a
better understanding of processes of diversification requires the exchange of the
‘rational’ decision perspective for a learning perspective.
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Conceptualisations stressing the heterogeneity resulting from diversification

Because Ansoff (1957, 1958, 1965) focuses on the growth strategies of
individual firms, his classification of diversification strategies is not comprehen-
sive. Mindful of Penrose’s (1959) remark regarding the aspired accuracy of
definitions, this may not cause any problems when studying individual
companies but problems are certain to arise when the focus shifts to the extent to
which (samples of) firms are diversified. As Chapter 2 will show, there is a
long-standing tradition in diversification research to measure and compare the
degree to which firms are diversified. This kind of research has produced
numerous definitions and classifications of diversification (see e.g. Pitts and
Hopkins, 1982).

Being one of the first to conduct comparative research into diversified firms,
Gort (1962) defined diversification as an increase in the ‘heterogeneity of
output’ as indicated by the number of separate markets a firm serves. To
determine this he argued that products belong to separate markets if their cross-
elasticity of demand is low and if production and distribution processes are to a
considerable extent dissimilar (note the similarity with Penrose’s (1959)
definition). However, as this kind of data was (and still is) not really readily
available, Gort consulted the Standard Industrial Classification (SIC) system
instead to ascertain the separateness of markets. In the years to come, multitudes
of researchers would follow him (see e.g. Rhoades, 1973; Utton, 1977; Bass et
al., 1978; Jacquemin and Berry, 1979; Gorecki, 1980; Song, 1982; Hill and
Hansen, 1992).

Gort argued that although ‘there are many exceptions to this’ a classification
of industries ‘in most instances’ corresponds to classifications based on
products, production processes or raw materials. It is this particular assumption,
explicitly justified by Gort but implicitly assumed by many researchers, that has
occupied diversification researchers for many years (see e.g. Montgomery, 1982;
Varadarajan and Ramanujam, 1987; Hall and St. John, 1994). Discussion among
researchers has focused on the problems of using SIC-codes and the
implications for measuring the extent of diversification ‘correctly’. Consider for
example a manufacturer of earthenware cups that decides to embark into the
production of plastic and metal beakers as well. Following the SIC-codes, this
decision implies a considerable strategic move transforming the firm suddenly
into a conglomerate covering three different branches of industry on the SIC 2-
digit level. The basic problem is that any diversity measure based on SIC-codes
lacks a theoretical base on how diversification decisions affect corporate functioning.

Definitional problems like these induced Rumelt (1974; see also 1982) to work
out an alternative system of diversification strategies which was initially
developed by Wrigley (1970). During the years Rumelt’s system has clearly
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outstripped Ansoff’s classification in research, for one thing because it does not
depend on a firm’s motives for diversification. Peters and Waterman (1982)
popularised the main results of Rumelt’s research in their advice to limit
diversity and ‘stick to the knitting’ (note that this advice only has limited
meaning in Ansoff’s classification of growth strategies). We only reproduce the
core of it here in order to grasp its essence. At the basis of Rumelt’s system
stands the definition of a diversification strategy as a firm’s ‘commitment to
diversity per se, together with the strengths, skills or purposes that span this
diversity, shown by the way in which business activities are related to one
another’ (Rumelt, 1974: 29). This definition gives rise to a number of
observations.

Like Gort (1962), Rumelt (1974) too was interested in the heterogeneity of a
firm’s business portfolio that results from an act of diversification rather than in
the act itself. However, as he argued that diversification can hardly be defined in
general terms, he studied the historical diversification pattern of individual
firms. Figure 1-3 shows two examples of diversification patterns. To reconstruct
such patterns, Rumelt focused on ‘business activities’ instead of  on  ‘industries’
(or ‘markets’)  as  most  researchers  before him had done.

Whereas industry-based definitions assume the perspective of an external
analyst, ‘business’ definitions start from the perspective of the firm and allow
for greater specificity (cf. Pitts and Hopkins, 1982). Rumelt used independent
judges to determine the number of ‘strategically independent’ businesses. He
further selected three measures of diversity (the specialisation  ratio,  the  related
ratio, and  the vertical ratio) to divide firms  into one of several (sub)categories
of diversification patterns. Figure 1-4 shows the four primary categories, which
all but the ‘single business’ have subcategories. In fact, the examples of
diversification patterns in Figure 1-3 are two subcategories of the primary
category ‘dominant business’.

Constrained Pattern Linked Pattern

Figure 1-3
Patterns of linkage

(Source: Montgomery, 1982: 301)
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Conceptualisations stressing a managerial perspective

Despite Rumelt’s (1974) alternative approach, Galbraith and Kazanjian (1983,
1986) criticise all categorisation schemes and definitions that are based upon
aggregate business-level assessments (like those of Ansoff). They argue that
such schemes ignore the operational side of diversification and are for that
reason of little help to managers who are considering specific diversification
strategies. As they put it, ‘the schemes are not implementation oriented’
(Galbraith and Kazanjian, 1986: 49). To meet these needs, Galbraith (1983)
developed a framework in which he conceptualised strategic diversity in the
tradition of the resource-based view of the firm. By suggesting that the extent of
diversification is a function of a firm’s resources, the resource-based view is
particularly helpful in explaining the direction of diversification expansions (see
e.g. Penrose, 1959; Wernerfelt, 1984; Montgomery, 1994).

Central in Galbraith’s (1983; see also Galbraith and Kazanjian, 1986)
framework stands the concept of ‘centre of gravity’. This concept connects a
firm’s strategic development with the particular stage in the industry chain in
which the firm started its operations and was successful for the first time.
According to Galbraith, the latter is crucial as each stage in an industry chain
requires different resources and has different success factors. The business
lessons learned at ‘their’ stage and in ‘their’ industry shapes the organisation of
the company and the mind-sets of its managers. It is at this stage where the firm
establishes its centre of gravity as a kind of anchor from which management will
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induce strategic changes. Galbraith particularly stresses the contrasting
characteristics of upstream and downstream stages (see Figure 1-5). Whereas the
former reduce a multitude of raw materials to a few standard commodities, the
latter produce a variety of products to meet distinct customer needs. As a result,
the bases of competition, organisational structures, dominant operations, and key
managerial processes tend to differ fundamentally between upstream and
downstream companies.

The concept of centre of gravity offers a novel perspective on diversification
strategies. It suggests that in addition to the degree of relatedness between
industries, the stage at which a firm enters another industry matters. To
Galbraith the latter is clearly the more important. He contends that related
diversification can only occur when a firm enters a related industry at the same
centre of gravity. In contrast to an intermediate or unrelated diversifier who has
to learn an entirely new way of doing business, a related diversifier ‘only’ has to
get acquainted with a new business in a new industry. As the number of
businesses away from a firm’s centre of gravity as well as the distance between
the these businesses and the centre increases, managerial problems grow
progressively; the more so if diversification involves a move from upstream to
downstream stages or vice versa.

Just as Rumelt’s classification (1974, 1982), Galbraith’s (1983) framework
also allows for a description of the gradual development of diversified
companies over time. The concept of centre of gravity thereby highlights the
role of a company’s top-management, whose role is fully ignored by Rumelt (as
well as by Ansoff). It is interesting to note that Ilinitch and Zeithaml (1995)
found support for Galbraith’s hypothesis that managerial relatedness may be
more important than other kinds of relatedness in achieving high performance.
Furthermore, by talking about the mind-sets of managers and the lessons they
learn in ‘their’ stage, Galbraith implicitly focuses attention on the intertwined
importance of managerial learning and cognition. The authors in the next
subsection take these notions one step further in their conceptualisations of
diversification than Galbraith.

Raw
Materials

Consumer

Upstream Downstream

Primary
ManufacturerFabricator Product

Producer
Consumer
Marketer Retail

Figure 1-5
Supply stages in a manufacturing industry

(Source: Galbraith & Kazanjian, 1986: 51)
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Conceptualisations stressing managers’ conceptualisation of diversification

Overlooking the variety of definitions that have been reviewed so far, the
fuzziness of both industry and business boundaries touches the heart of the
problem of defining diversification. Ansoff’s ‘product mission’ (1957, 1958),
Penrose’s (1959) ‘basic area’, Gort (1962) ‘markets’, the categorisation of
industries based on SIC-codes, Rumelt’s (1974) ‘business activities’ and
Galbraith’s (1983) ‘industry’ and ‘stages’ are all difficult to define exactly.
What is the ‘paper’ industry and when is a company to be called a ‘paper’
company? Should an industry be named after the materials it uses or after the
products it produces? Likewise, should we name a company after the products it
produces or after its centre of gravity? The fact that most firms use a variety of
raw materials and semi-manufactured products and turn these into a host of
different products extends these problems considerably.

Moreover, given these problems, Mintzberg (1988) argues that it makes little
sense to talk about a single chain of what in fact is a network of interrelated
stages. That which we call an ‘industry’ is actually a ‘node’ where inputs and
outputs from many ‘industries’ meet in a specific business. Figure 1-6 shows
such a network for a hypothetical manufacturer of canoes. Depicting an industry
this way, blurs the distinction between an ‘industry’ and a ‘business’. In fact, the
‘industries’ in Figure 1-6 correspond to the core ‘businesses’ of the canoe
company. Mintzberg therefore argues that industries and businesses are not the
result of negotiation between researchers but the creation of managers. This
view matches closely with that of Abell (1980).

Abell (1980) sees businesses originating as companies make unique choices on
three dimensions: (1) the customer group describes who is being satisfied, (2)
the customer functions describe the customer needs or what is being satisfied,
and (3) the technologies describe in a broad sense how customers are satisfied.
Abell proposed these dimensions on the basis of Ansoff’s (1965) remark that a
given type of customer will frequently have a range of unrelated (or related)
product missions. The dimensions leave substantial room for segmentation of
customer groups, differentiation of offerings across these groups, and
differentiation from competitors. To illustrate his point, Figure 1-7 shows
Abell’s three-dimensional space for a hypothetical publisher. To define
diversification in Abell’s three-dimensional space is less straightforward than in
any of the schemes above. Outright, unrelated diversification is clear as it
involves simultaneous changes along the three dimensions. Defining related
diversification, however, is much more subtle and dependent on the way
management conceptualises each single business as well as any particular set of
businesses (Mintzberg, 1988; Ginsberg, 1989). In search of competitive
advantage, managers, can and will, continually modify their businesses by
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redefining, recombining, and reconfiguring them. These processes of
conceptualisation and modification are essentially cognitive in nature:

‘All businesses have popular conceptions. Some are narrow and tangible, such as
the paper clip or canoe business. Others are broad and vague, such as the so-called
transportation or financial services businesses, and this can range to the ethereal,
such as the business of reducing function. All of these, no matter how tangible, are
ultimately concepts that exist only in the minds of actors and observers . . . It
therefore becomes possible, with a little effort and imagination, to redefine a
business . . . and so change how it is conducted.’ (Mintzberg, 1988: 55)

So, according to Abell (1980) and Mintzberg (1988), the definition of a
business, and thus of diversification, exists in the mind of the beholder and
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results from (managerial) sense-making. The business activities in a firm and the
relations settled between them are the result of active, ongoing sense-making of
its management. In this view, only the management of a diversifying company
can fully indicate what is ‘new’ and ‘different’ to a business and therefore they
are the only ones to mark a newly added business as diversification. Precisely
for this reason, Stimpert and Duhaime (1997) asked top managers of diversified
companies for their perception and understanding of the relatedness in their
portfolio of businesses. In a similar piece of research, Nayyar (1992) mailed a
self-administered questionnaire to CEOs of large service firms and found ‘little
evidence of any similarity’ between measures of corporate diversification:
measures based on internal data differed significantly from those based on
externally available data. To explain this difference, Nayyar, among other
things, points to the possible importance of intangible linkages between
businesses that are invisible to outsiders. We argue that the latter directly results
from managerial sense-making which differs from sense-making by external
analysts.

Mintzberg (1988) incorporated the element of managerial sense-making in
his framework of corporate generic strategies. Firms may distinguish, elaborate
and extend their core business(es). Whichever they pursue, Mintzberg argues
that once in a while management will have to reconceive the core business(es)
by redefining and reconfiguring the portfolio of businesses. Figure 1-8 shows
the levels of content of strategy as distinguished by Mintzberg. Mintzberg
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classifies diversification as an extension of a firm’s core business(es). If firms
extend their core business(es) they encompass other businesses within their
organisation. Like in Figure 1-6, this means linking up the circle(s) representing
the core business(es) with other circles. Mintzberg futhermore distinguishes
between diversification strategies on the one hand and chain integration
strategies on the other, although he notes that the distinction between these two
is not always obvious. To him diversification refers to businesses that are not in
the same chain of operations. Related diversification is based on some common
competence or asset while unrelated diversification is not. In the case of ‘chain
integration’ a firm extends its operating chains downstream or upstream.

Conceptualisations stressing the process of organisational learning

Building upon the preceding notions of managerial conceptualisation, several
authors have stressed that diversification is in essence a process of
organisational learning (e.g. Normann, 1977; Miles, 1982; Kazanjian and
Drazin, 1987; Ginsberg, 1990; Mintzberg, 1990b). Central to this process of
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learning is the development of knowledge and skills for managing new
businesses and competing in new domains (cf. Miles, 1982). Kazanjian and
Drazin (1987) state that during this developmental process, diversifying
companies learn both on a cognitive and a behavioural level. On a cognitive
level, they develop and refine new ways of conceiving and reconceiving
individual businesses and relationships between businesses. Normann (1977),
for example, argues that a vague vision about a new business will gradually
develop into a more concrete business idea as an organisation learns about the
new business. On a behavioural level, this cognitive development will lead to
institutionalising new skills and practices, which become embodied in the
organisational systems and processes and in the people working in the
organisation. Part of the organisational knowledge, skills and practices are those
developed by top-management to manage the (new) strategic variety resulting
from diversification. Prahalad and Bettis (1986; see also Bettis and Prahalad,
1990) refer to these as the ‘general dominant management logic’.

The learning perspective on diversification highlights (at least) three
important elements of diversification. Firstly, diversification is in essence a
process of organisational learning during which knowledge and skills are
developed to deal with a new business and its environment. Secondly, the
process of diversifying is a process of experimentation, which contrasts with the
implementation of a detailed plan. By way of illustration, in his research on the
six largest U.S. tobacco companies, Miles (1982: 155) observed that the
diversification attempts of these companies were preceded by long periods of
experimentation and learning (up to fifteen to twenty years):

‘Each firm approached the initial occasion of diversification experimentally.
They all tended to begin with small resource commitments and with businesses
that were closely related to their traditional operations. By trial and error, they
gradually built a base of knowledge about diversification and a repertoire of skills
for choosing and managing their new domains before committing themselves to a
full-blown diversification strategy.’

Thirdly, relatedness between new and existing businesses should (also) be
perceived in terms of (dis)similarities of required knowledge and skills rather
than in terms of products and SIC-codes. The latter may not serve as good
indicators of the ultimate success of a diversification attempt. For example, as
Prahalad and Bettis (1986) argue, the strategic variety of the diversified portfolio
may be too great and require too many, fundamentally different ‘dominant
logics’. We will go deeper into the learning perspective on diversification, and
research that has been undertaken from this perspective, in Chapter 2.
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Diversification: A working definition

The preceding historical overview makes clear that through the years corporate
diversification has been conceptualised from different angles and defined in
fairly distinct ways. We discern three, partially parallel, streams of development
in the conceptualisations of diversification over time. Firstly, the initial focus on
the act of diversification shifted via a broad attention to the heterogeneity that
result from (a series of) diversification movements towards a focus on the
process of diversifying. As will become clear in Chapter 2, the broad attention to
the heterogeneity in firms’ portfolios is still predominant in diversification
research today and indicates that there is a difference between the way
diversification is conceptualised in the (management) literature and in
diversification research. Moreover, it is interesting to note that Penrose (1959)
already pointed to the importance of the process of diversifying forty years ago.

Secondly, over the years the governing perspective on diversification has
shifted from that of an external analyst (including researchers of diversification)
to a managerial one. The emphasis that is more recently put on the process of
organisational learning by several authors can be considered as a specific
interpretation of the latter.

Thirdly, whereas all five types of conceptualisation focus on the relatedness
between new and existing businesses, they clearly differ in the kind of
relatedness they stress. Over time the emphasis has shifted from a focus on
tangible similarities (e.g. product, technology) to a focus on more intangible
relatedness (e.g. required knowledge and skills). Ansoff (1957, 1958) points to
the relatedness in terms of technology and marketing. Gort (1962) examines
similarities in demand and products and production and distribution processes.
Rumelt (1974) considers strategic relatedness in terms of strengths and skills.
Galbraith and Kazanjian (1983, 1986) emphasise the differences between stages
in the industry chain and stress the prevailing mind-sets of managers. Finally,
authors like Mintzberg (1988; 1990b), Abell (1980) and Miles (1982) consider
the relatedness in terms of required knowledge and skills.

Together the three developments in conceptualising diversification indicate
that diversification has moved from the domain of external analysts and
researchers studying diversification towards the domain of managers
responsible for diversification projects. Increasingly, authors on diversification
recognise that both tangible and intangible forms of relatedness between new
and existing businesses are subject to and result from managerial sense-making,
whereby the process of sense-making entails a learning process. We infer from
this that relatedness is in essence a cognitive concept. Managers mentally and
socially construe businesses and the kind of relatedness between these
businesses (although in doing so they will be influenced by governing opinions
about businesses and relatedness between businesses). The only valid way to
identify separate businesses therefore is to ask managers themselves about the
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relatedness between new and existing businesses (see e.g. Nayyar, 1992;
Stimpert and Duhaime, 1997). Tangible relatedness between businesses like
similarities in markets served, the resources used or technologies employed are
at best proxies of diversity instead of its determinants. To us this approach meets
Pitts and Hopkins (1982) request for the measurement of diversity in
‘managerially meaningful’ terms. It also avoids some important disadvantages of
measuring relatedness from an external perspective, in particular problems that
result from the definition of categories which enclose only a certain set of
similarities, and the assignment of firms to these categories.

Our sympathy in this research project clearly lies with approaches that
emphasise managerial sense-making, which in essence reflects a process or
managerial and organisational learning. According to this view, we speak of
diversification if the management of the diversifying company construes a new
business as fundamentally different from its existing businesses, be it in tangible
or in intangible terms. Moreover, we distinguish between diversification on the
one hand and diversity or degree of diversification on the other (cf. Pitts and
Hopkins, 1982; Grant et al., 1988; Ramanujam and Varadarajan, 1989).
Diversification then refers to the entry of a firm into what its management
considers as new businesses outside its existing business(es). Diversity describes
the extent to which a firm is simultaneously active in businesses which its
management construes as fundamentally different. It is a measure of the
heterogeneity in a company’s activities; diversification thus increases a firm’s
diversity. Finally, the process of diversification encircles the thinking and
actions taking place between the very first embryonic ideas on the new business
and the moment the new business is seen as a full, established one. We have
used this conceptualisation of diversification to select case studies in this
research project. However, to link up to the majority of diversification studies,
we will also characterise the diversification projects in the companies we studied
in terms of the other conceptualisations discussed in the foregoing pages.

After having explored the ‘what’ of diversification in the preceding sections,
we now turn to the ‘why’ of diversification.

Motives for diversification

About thirty years ago, diversification was considered a sure and even necessary
route to corporate success. Characteristic for the spirit of that time is Steiner’s
(1964: 11) adage ‘diversify or die’. He argued that ‘in the long run, a firm that
does not diversify will fade and die. Not every manager understands this’. In a
similar vein, Judelson (1968: 7) stated that ‘it is academic for a major company
to wonder whether it should diversify’. He goes on to argue that companies
should actively pursue diversification and grow into conglomerates if possible:
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‘[the conglomerate] is destined to become the bulwark of the economy of the
future, even as it is bolstering the economy of today’ (1968: 13). Both Steiner
and Judelson considered the exploitation of available managerial potential as the
main rationale behind diversification. ‘The conglomerate is the end and
continuing result of the managerial revolution’, Judelson contends (1968: 13).
Unfortunately for their arguments, many conglomerates either went bankrupt or
were taken over and split up during the seventies and eighties. As a result, the
popularity of diversification declined considerably. The new adages became
‘stick to the knitting’ (Peters and Waterman, 1982) and ‘back to the basics’
(Lewis, 1984). From the eighties onwards, managers became more careful in
enlarging their business portfolio. Looking at the diversified portfolios of the
vast majority of companies quoted at the stock exchange, it has, however, never
restrained companies from diversifying and we contend that it will never do so.

Companies nowadays diversify for a variety of reasons. In particular authors
that have examined diversification from an economic perspective consider some
of these reasons as legitimate while they classify others as ‘irrational’. Morck et
al. (1990), for example, contend that managers use the diversification strategy to
pursue their own personal goals instead of seeking to meet company objectives
like maximisation of shareholder value or continuity in the long term. According
to Shleifer and Vishny (1989) managers tend to diversify as a means to make
manager-specific investments, as opposed to firm-specific ones, which offer
them higher salaries and more freedom in formulating strategic policy. In a
similar vein, Amihud and Lev (1981) put forward that managers may turn to
strategies of diversification to lower their own, largely undiversifiable
‘unemployment risk’ (e.g. the risk of losing their job, their professional
reputation, etc.). To protect shareholders against the dangers of these value-
reducing strategies, it is argued that managers should have significant ownership
stakes in their company (Jensen, 1986; Shleifer and Vishny, 1989).

Opposed to these ‘irrational’ reasons, the strategic management literature on
diversification considers a variety of motives as ‘valid’ or ‘legitimate’. These
reasons show that firms may diversify for both proactive and defensive reasons
and pursue various goals with it. We have grouped the variety of diversification
motives into six main categories:

(1) To survive poor performance and declining prospects in its current
businesses (e.g. Reed and Luffman, 1986). In these cases, the markets on
which a firm sells its products (or delivers its services) pass beyond life-
cycle maturity and start to shrink, its products are pushed away by
substitutes or technological breakthroughs have rendered them obsolete
and management does not see any possibility to catch up. Rumelt (1974:
82) refers to this motive as the ‘escape paradigm’.

(2) To reduce exposure to business risk and secure a higher stability in its
earnings (e.g. Amit and Livnat, 1988). In such instances, managers
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generally want to combine businesses that are ‘counter-cyclical’, i.e. react
differently to particular economic cycles (Dess and Miller, 1993). Note that
this is a typical strategic management motive. The literature on corporate
finance states that stockholders can more easily (and cheaper) achieve such
risk-reducing effects themselves. An exception to this rule concerns the
increased debt-capacity that may result from diversification (Lewellen,
1971; Amit and Livnat, 1988).

(3) To pursue growth opportunities outside the company’s current domain
(e.g. Ansoff, 1965; Reed and Luffman, 1986). This motive may hide a host
of different reasons. Firms may decide to diversify as the markets in which
they are currently operating do not offer opportunities to expand. It may
also be stimulated by repeated requests of existing customers or be an
offspring of the firm’s R&D program.

(4) To exploit economies of scale and scope and increase efficiency (e.g.
Penrose, 1959; Williamson, 1975; Besanko et al., 1996). According to the
resource-based view, rent-seeking firms have an incentive to diversify to
exploit underused resources. Teece (1980, 1982) argues that this will only
occur if market failures (e.g. significant transaction costs) do exist and
unused resources cannot be sold efficiently in the market; see Amit et al.
(1989) for evidence of this argument. Specific, indivisible physical assets,
technological know-how, organisational skills and brand names are
examples of production factors that are generally difficult to sell in the
market and give rise to economies of scope (Douma and Schreuder, 1991).
Together these factors often constitute a firm’s ‘core competencies’.

(5) To pursue ‘conglomerate power’ (e.g. Hill, 1985; Montgomery, 1994).
Firms may outperform non-diversified firms not because they are more
efficient, but because they exploit their so-called ‘conglomerate power’.
Conglomerates may yield power in three ways: cross-subsidisation, mutual
forbearance, and reciprocal buying (Edwards, 1955; Montgomery, 1994).

(6) To decrease the dependence on a limited group of suppliers or customers
(e.g. Harrigan, 1985; Krijnen, 1992). This may be done either by
controlling the operating chain upstream or downstream through a strategy
of vertical integration or by enlarging the number of distinct customer groups.

A number of comments are in place with respect to the foregoing motives for
diversification. Firstly, the preceding motives for diversification are interrelated
and not necessarily mutually exclusive (cf. Reed and Luffman, 1986). In
practice, decisions to diversify are often based on a combination of motives
instead of just one. For example, a desire to reduce the exposure to business risk
is perfectly compatible with an aim for growth.

Secondly, Luffman and Reed (1986) note that diversification is hardly ever
the most obvious strategic alternative. In many instances, firms may realise the
objective they pursue in a much easier way than through diversification. For
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example, technological disadvantages can also be offset by merging with a
competitor and market penetration is often a faster and much cheaper way to
utilise excess capacity. Only if these routes are not available or preferred does
diversification become a viable alternative. This is, for example, the case if the
management of a company likes to stay independent or competition is too severe
in the markets in which it currently operates. Hence, the validity of a certain
motive is closely connected to the objectives pursued, the competitive
environment in which a firm operates and the viability of alternative options.

Thirdly, the power of any of these motives for explaining the current practice
of diversification does not increase with the degree to which a motive is marked
as legitimate in literature. In fact, the opposite may be true. For example, based
on their finding that managers of management-controlled firms engage to a
greater extent in risk-reduction activities than managers of owner-controlled
firms, Amihud and Lev (1981) conclude that the former more often diversify for
‘irrational’ reasons.

Research on diversification: A critique

We started this chapter with the observation that diversification has emerged as
a central topic in the history of strategic management research. Although
scholars have paid extensive attention to conceptualising diversification – which
is illustrated by the preceding historical overview –, empirical work on the
diversity-performance nexus has clearly dominated diversification research (cf.
Ramanujam and Varadarajan, 1989; Datta et al., 1991). Enclosing hundreds of
published studies, the size of empirical diversification research is impressive.
However, several authors have criticised the aggregate outcome of this research
and marked it as unsatisfactory if not disappointing.

The variation in results of empirical studies is so large that it often leads to
confusion and contradicting interpretations. Chapter 2 presents an overview of
these findings and interpretations. It shows that some studies conclude that
diversified firms with closely related business activities achieve the highest
performance (e.g. Rumelt, 1974; Bettis and Mahajan, 1985). Other studies,
however, reach the opposite conclusion and conclude that conglomerates, with a
low degree of relatedness between their businesses, perform best (e.g. Michel
and Shaked, 1984; Luffman and Reed, 1984). Still another group of studies did
not find any relation between the degree of diversification and performance (e.g.
Gort, 1962; Bettis and Hall, 1982; Varadarajan and Ramanujam, 1987).
Moreover, incorporation of context factors failed to elucidate the nebulous
diversification picture. For example, studies that investigated the moderating
effect of market structure found that it exerts an even greater influence on firm
performance than a firm’s diversification strategy (e.g. Bettis, 1981; Christensen
and Montgomery, 1981; Wernerfelt and Montgomery, 1986).
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Widely divergent and confusing results like these have led to quite severe
judgements on diversification research. Consider for example the following
quotations. In a critical evaluation of the many ‘myths’ around diversification,
Leontiades (1989: 5) states that: ‘Progress thus far in developing a testable
explanation of the diversification movement of business firms during the last
decades or so [. . .] is practically nil’. He goes on to argue that conflicting
findings of different diversification studies have compounded to the confusion
around diversification. In a similar vein, Datta et al. (1991: 545) conclude after
an extensive review of the research on the diversification-performance nexus
that ‘after almost 25 years of fairly intensive research and investigation, very
little can be said with certainty on the diversification-performance relationship’.
In their overview of the diversification literature, Ramanujam and Varadarajan
(1989: 537) reach a similar conclusion and they add to it: ‘It is difficult for us
not to conclude [. . .] that much room remains for breakthroughs in this
seemingly oversatured topic of inquiry’. All in all, criticism is severe and a
complete and coherent theory that explains the success and failure of individual
diversification attempts is still lacking.

The criticism on diversification research is staggering, especially if we take
the size of the empirical research into account. How could this happen? How is
it possible that while so many scholars have studied diversification, the yields
are so poor and so confusing? Where did it go wrong? Or has diversification
research never been on the right track? Based on an analysis of previous
diversification research (see Chapter 2), we consider four fundamental causes
responsible for the unsatisfactory outcome of research into diversification so far.
Close attention to these causes is important if only because they hold several
clues for improving diversification research.

Causes of disappointment

Firstly, the mainstream of diversification research has predominantly applied
‘coarse-grained research methodologies’ (see Harrigan, 1983). Such
methodologies use cross-sectional data and are especially helpful in testing
hypotheses and identifying general relationships. They do, however, not fit with
the many exploratory and explanatory research questions that still need to be
answered about diversification (cf. Grant et al., 1988). For example, why do
some firms succeed in diversifying into (seemingly) unrelated business
activities, while others meet so many difficulties in entering (apparently) closely
related business areas? We contend that while our knowledge of diversification
is still in an embryonic state of exploration and explanation, the mainstream of
diversification research has leapfrogged these essential steps and already rushed
into the mature, theory-testing phase.

Secondly, although mainstream diversification research has studied an
impressive number of moderating context factors, research attention has been
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highly fragmented. We have identified only four main industry variables and ten
main organisational factors that were found to moderate the relationship
between diversity and performance (see Chapter 2, Table 2-6). However,
because the majority of studies have only incorporated one or two moderating
variables in their research design, the aggregate and interacting influence of
these factors remains largely unknown. In addition, mainly due to the coarse-
grained research methodologies that were predominantly employed in research
on diversification, these factors have not been studied in depth. As a result, the
main research findings are both rather superficial and relate to an aggregate
level. Moreover, there are no guarantees at the moment that all moderating
factors are known. Although understandable from an empirical research
perspective, it is sometimes difficult to escape the impression that the
availability of databases had a decisive influence on the variables studied.

Thirdly, partly due to the preceding causes, current knowledge of the process
in which diversification strategies come about, is extremely limited.
Diversification studies have focused on the diversity-performance nexus and
mainly studied diversification after it has taken place instead of during its
development (cf. Kazanjian and Drazin, 1987). Several recent studies (on
diversification and related topics) show that this can be a serious shortcoming as
the process can have a profound influence on the outcome (e.g. Dundas and
Richardson, 1982; Burgelman, 1983; Jemison and Sitkin, 1986; Haspeslagh and
Jemison, 1991). As a consequence, diversification research has not developed
any theories that explain the success or failure of individual diversification
projects.

Fourthly and finally, most researchers have studied diversification from the
perspective of an external analyst. In doing so, they have implicitly imposed
their view of the world on the diversification projects studied, often stressing the
importance of economic-technical aspects of diversification – i.e. content and
context factors (cf. Mintzberg, 1988; Ginsberg, 1989). However, not researchers
but managers influence and steer the process of diversification. Their ‘ingrained
way of perceiving the world’ (Mintzberg, 1987: 16) reflects the cognitive
dimension of diversification strategies. In taking the perspective of an external
analyst, the cognitive dimension is completely lost.

The diversification strategy in SMEs

If we consider the companies that were studied in the mainstream of
diversification research, we have to add an important shortcoming to the critique
on diversification research in the preceding section. Diversification researchers
have focused their efforts primarily on large, multinational firms that are quoted
on the stock market. As a consequence, a substantial (empirical) literature on
diversification in large firms exists while the literature on small and medium-
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sized enterprises (SMEs) is nearly non-existent. Only recently a few (survey)
studies have examined diversification among SMEs. Although these exploratory
studies highlight only a limited number of aspects of diversification, they make
crystal-clear that diversification is not the sole domain of large companies.
Based on these studies we estimate that roughly one third of all SMEs are
diversified to a greater or lesser extent (STRATOS, 1990; Robson et al., 1991;
Gankema et al., 1994; see Chapter 3 for the basis of this estimation).
Considering both the distinctive features of SMEs and the few diversification
studies conducted among SMEs, we argue that diversification by SMEs and large
firms may differ fundamentally. We will deal with both shortly in the following
pages and refer to Chapter 3 for a more extensive treatment of past research into
diversification (and growth) by SMEs.

The literature on SMEs pays ample attention to the characteristics of SMEs in
order to differentiate these from large (multinational) firms. SMEs have been
defined in many different ways, using a variety of criteria (see e.g. Zwart, 1991;
Storey, 1994). By far the most common way to define a SME is based on the
number of employees. Firms that employ less than 100 people are generally
considered as small while firms that employ between 100 and 500 people are
marked as medium-sized. However, to us the more important characteristics are
independent from the criterion of size. Firstly, the concentration of ownership in
the hands of its director(s), gives the ‘owner-manager’ a key position in the firm.
His1 personal characteristics, abilities and skills, experience and education are all
of crucial importance to the development of his company (see e.g. Begley and
Boyd, 1987; Bird, 1988; Davidson, 1991). The owner-manager’s position is
incomparable to the position of top-managers in large firms. Secondly, SMEs
face important limitations in resources and often have deficiencies in functional
skills (Siropolis, 1990; Weinrauch et al., 1991). The importance of this
characteristic is, for example, also apparent from Churchill and Lewis’ (1983)
stage model of small business growth in which restrictions with regard to
finance, personnel, systems and business resources are central elements.

The few studies on diversification in SMEs illustrate the existence of some
important differences with large firms. By way of illustration, Lynn and Reinsch
(1990) found that personal reasons were by far the most important for owner-
managers of SMEs to diversify. Among these, ‘benefiting a spouse’ and
‘providing variety’ were mentioned most often. Shareholders of large firms will
almost certainly not accept such motives and mark them as ‘irrational’. But are
they for SMEs? Lynn and Reinsch also found that mainly due to capital
limitations most SMEs diversify through internal development. In contrast, for
large firms acquisition seems to be a more common way to diversify (see e.g.

                                                
1 Wherever we refer to the male pronoun ‘his’ or ‘he’, the reader is invited to read the female equivalent ‘her’ and ‘she’ as well.
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Biggadike, 1976; Lamont and Anderson, 1985; Porter, 1987; Pennings et al.,
1994).

In the first part of this chapter, we have discussed how conceptualisations of
diversification have changed in the past forty years and indicated that a
cognitive approach with a focus on processes of learning builds upon the most
recent ones. We then paid attention to motives for firms to diversify their
business activities, which threw some light on the strategic contexts in which
diversification takes place. Subsequently, we criticised the mainstream of
diversification research and identified some fundamental causes for its
disappointing results and pointed to near absence of research on diversification
by SMEs. We are now ready to formulate the rationale for the present research
including its purpose and goals.

The rationale of this research project: purpose and goals

It is not by coincidence that diversification is such an important topic in strategic
management and so extensively studied. Although managers have become more
careful about starting up diversification projects, the strategy of diversification
still is an important element of the strategic repertoire of companies. The large
majority of firms quoted on the stock exchange are diversified to a greater or
lesser degree and, as indicated in the preceding section, a substantial part of
SMEs is too. As we have explained in the foregoing chapters, managers may
have several reasons for diversifying outside their current business(es).
However, whenever they decide to diversify their portfolio of business activities,
be it voluntarily or out of sheer necessity to save their company’s life, the
mainstream of diversification research does not seem to offer a lot of help to
them. Given the widely divergent research results, research efforts are more
likely to be confusing than directive to managers.

In our view, the main reason for this is that mainstream diversification
research has concentrated on explaining the relationship between portfolio
diversity and firm performance. In line with this, researchers have largely based
their inquiries on theories of diversity, which offer explanations for the existence
of multi-product firms (see e.g. Teece, 1982). Studying diversification after it
has taken place fully corresponds to such a focus but has not resulted in building
theories that explain the success or failure of individual projects. In the absence
of such theories, after almost 40 years of research, strategic management can
only offer managers some crude and general clues on how to diversify.
Examples of such general clues concern the adoption of a multidivisional
structure and the importance of carefully managing intangible assets such as
managerial knowledge. Following the distinction made above between diversity
(the extent to which a firm is active in various businesses) and diversification
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(the entry of a firm into new businesses), we will call such a theory, a theory of
diversification (as opposed to a theory of corporate diversity of which there are
several; see Chapter 2).

Several studies indicate that such a theory will meet a strong managerial
need. Biggadike (1976), for example, found that it took entrant businesses of
large U.S. companies on average as long as eight years to reach profitability.
Porter (1987) examined more than 3,600 diversification attempts undertaken by
33 leading U.S. companies over the 1950-1986 period. More than half of these
attempts were divested within five to ten years after starting them up or
acquiring them. A replication study by Douma (1991), enclosing 242 new
ventures of ten large Dutch companies in the period 1966-1981, largely
confirmed Porter’s results. These findings make Porter’s (1987: 45) conclusion
that this ‘paints a sobering picture of the success rates of [diversification]
moves’ sound like an understatement.

Problem situation

So, diversification is an accepted and recurrent strategic option to managers but
considerable risks for failure are involved with it. Although previous
diversification research has made some substantial contributions, there are still a
lot of basic questions with respect to the process of diversification that are
waiting for an answer. We contend in this research that diversification research
can make considerable progress by changing its dominant research approach.
The four causes of disappointment, which we identified in the foregoing pages,
contain several important clues for this redirection. Most importantly, instead of
testing a limited number of content issues from a researchers’ point of view,
there is a need to explore the process and context of individual diversification
projects from the perspective of the managers involved. Such a direction
matches with recommendations made by Grant et al. (1988) and Ramanujam
and Varadarajan (1989), amongst others:

‘To gain insight into the complex interactions between strategy, organisation, and
environment, detailed examination of the experiences of individual firms is
needed.’ (Grant et al., 1988: 796)

‘We need a more daring approach that shows a willingness to wrestle with
admittedly difficult process and context issues instead of continuing to be fixated
on the more tractable but overworked content issues.’ (Ramanujam &
Varadarajan, 1989: 544)

Moreover, studying diversification projects from the (biased) perspective of the
managers responsible for, and involved in, these project links up with the most
recent conceptualisations of diversification that stress learning processes of
managerial sense-making. We therefore argue that if we want to say anything
meaningful about what is going on during the process of diversification, we
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cannot but take more than serious notice of the thinking processes, conceptual
systems, intentions and personal knowledge that inform their actions. If we do
not, we as researchers only and fully trust upon our own (biased) perspectives
and thoughts (which did not bring us any further than where we stand right
now).

For these reasons, this research project is based on the presumption that
taking a cognitive perspective holds the potential of gaining valuable insights
into the complex interactions between factors that determine the ultimate
success and failure of diversification projects (including the definition of success
and failure itself). Recall that we defined a cognitive perspective on the first
page of this chapter as a research perspective that aims at comprehending
managers’ thinking processes, understanding their conceptual systems that they
employ and depart from, fathom their intentions and deciphering the knowledge
they possess and the knowledge they develop through learning (cf. Stubbart and
Ramprasad, 1990; see also Weick, 1979b; Lakoff and Johnson, 1998). Together,
these insights throw light on their processes of sense-making.

A cognitive perspective enables us to examine managerial issues concerning
diversification from an emic or insider’s perspective as opposed to an etic or
outsider’s view. It offers the possibility to ask a whole set of new questions. By
way of illustration, which factors do managers of diversifying firms see as
important and crucial to the success of their diversification projects? How do
they conceive the problems they face? How do they manage the diversification
project and deal with problems and (environmental) changes? How do they
evaluate the performance of the diversification project and when do they find it a
success or a failure?

Because we consider the lack of attention paid by researchers to diversification
by SMEs as an important shortcoming, we have deliberately chosen to
concentrate our empirical research upon diversification by SMEs. Growing SMEs
are important creators of (new) employment and economic wealth (see e.g.
Sengenberger et al., 1990; van der Horst and de Lind van Wijngaarden, 1998;
CBS, 1999) and, as noted in this chapter, diversification may entail an important
contribution to the growth of SMEs. If only for this reason it pays to study SMEs.
As an additional advantage, their smaller size and (expected) number of people
involved in diversification projects enable us to study three (smaller)
diversification projects instead of just one large one. The nature of the research
methodology that follows on from the proposed research approach (see further
on) is quite research intensive, partially because it is oriented towards individual
managers. In large firms many managers at various organisational layers are
often involved in diversification projects (compare e.g. Burgelman, 1983). The
many interactions among these managers hide a complex (and intriguing) social
process. By focusing upon the individual, a cognitive perspective undervalues
the social processes between individuals.
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Purpose and goals

The main purpose of this research project stems directly from the notions in the
preceding sections:

The identification of organisational and contextual factors that in
interaction shape the course of diversification projects and determine their
ultimate success or failure within small and medium-sized enterprises, and
the examination of the process in which these factors interact.

In realising this purpose, this research intends to contribute to a theory of
diversification that explains the success and failure of individual diversification
projects and offers managers advice on how to diversify. In pursuing this
purpose, we will especially be aware of factors that were not, or only
incidentally, considered in previous diversification studies. Given the research
approach dominant in these studies and the results of previous process-oriented
research (see e.g. Miles, 1982; Burgelman, 1983; Jemison and Sitkin, 1986), we
expect such factors to be closely related to the process of diversification, in
particular to the learning processes managers go through during the course of a
diversification project.

The present piece of research is aimed at two different audiences. The goals for
each of these groups are derived from the purpose formulated above. For an
academic audience, on the basis of the insights and themes that emerge from this
research we aim at generating a set of hypotheses that may serve as a starting
point for further (possibly hypothesis-testing) research. For a managerial
audience, we want to offer a new perspective on diversification strategies. A
cognitive perspective and the focus on the process of diversification helps us in
reaching this goal. A new perspective on diversification may inform and help
managers to draw their own conclusions and implications for the diversification
projects they are involved in. As researchers we are not in a position to advise
managers on their own diversification strategies; especially not when research is
based on a few case studies only. It is our task as researchers and theorists to
describe what managers are doing and try to make sense of it by categorising
what we see, relate it to earlier findings and theories, and present this back to
practitioners.

Towards an alternative research approach

The moment we established the purpose and goals of this research, an additional
goal emerged. A cognitive perspective on diversification to study learning
processes requires research methodology that differs fundamentally from that
employed in the mainstream of diversification research. In the absence of such



Points of Departure     29

ready-made methodologies, we have to develop some ourselves. The literature
on organisational learning and managerial and organisational cognition in
particular, offers some excellent building blocks which we can use to compose
the research methodology we need. In addition to the above purpose and goals
related to corporate diversification, we therefore add the following,
methodological goal:

The development of research methodology that enables us to examine the
process of diversification from a cognitive perspective and register the
processes of (organisational) learning taking place.

The research strategy, in the context of which the research methodology has to
be used, originated from the main purpose of this research and the analysis of
and critique on previous diversification research. The focus on individual
diversification projects in their own contextual setting, the explicit attention to
the process of diversification and the cognitive perspective requires that we
study diversification while it is happening instead of after it has happened. This
fact combined with the exploratory nature of the research point in the direction
of case studies as the preferred research strategy (cf. Yin, 1989). Eisenhardt
(1989: 548) argues that case studies are extremely useful when a fresh
perspective is needed: ‘it is particularly well suited to new research areas for
which existing theory seems inadequate’ (Eisenhardt, 1989: 549; see also
Harrigan, 1983). Through the intimate linkage with empirical evidence, case
studies allow for the inductive development of testable, relevant, and valid
theory. Finally, registering the (organisational) learning processes taking place
during the course of a diversification project led us to develop a longitudinal
case study research design (cf. e.g. Schön, 1983).

Organisation of this research project

The two kinds of goals, related to the diversification strategy on the one hand
and the research methodology on the other, are closely intertwined throughout
this research. One may even consider this research as either a cognitive piece of
research on diversification within SMEs or as a research paper on the
development and evaluation of a cognitive methodology (with diversification as
a relatively arbitrary subject to test it upon).

The research is organised into three parts. The first part introduces the
theoretical background. Chapter 2 reviews previous diversification research by
discussing the results of mainstream diversification research on the diversity-
performance nexus and the insights gained by (some) research that has
investigated (parts of) the process of diversification. This chapter also reviews
main theories of diversity. Whereas Chapter 2 concentrates on corporate
diversification in general, which is mostly focused on large firms, Chapter 3
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deals more specifically with the diversification strategy in SMEs. Because we
could only draw upon a few studies, we extended Chapter 3 to research on
growth strategies in SMEs. Our aim in these chapters is to identify topics and
conclusions (groups of) scholars agree on. Chapter 4 develops the conceptual
foundation of a research methodology for charting processes of organisational
learning from a cognitive perspective. For this purpose, it discusses main
findings from the field of organisational learning on the one hand, and
organisational and managerial cognition on the other.

The second part of this research project presents the empirical research.
Chapter 5 develops the research methodology we employed in this project. It
grounds our selection of cognitive mapping techniques and it founds the case
study design. Subsequently, Chapters 6 through 8 offer three case studies of
diversifying companies. Each of these companies pursued a new business
activity its management considered as fundamentally different from the business
activities they were used to. As we will indicate in Chapter 5, the three case
studies differed in many respects, both in terms of the characteristics of the
company and the particulars of the diversification strategy pursued.

Chapter 9 comprises the third part of this project. This chapter compares our
findings across the three case studies and links it to results of previous research
and theory as discussed in the first four chapters. Based upon these
confrontations the chapter formulates the contribution of the present research to
the research into diversification in general and to a theory of diversification in
particular. Finally, the chapter evaluates the research methodology employed by
shortly discussing some of the strengths, dilemmas and flaws of this research
project.



Chapter 2 

Research into Diversification

In Chapter 1 we paid ample attention to the diversification strategy as it
developed conceptually in the strategic management literature. It turned out that
scholarly thinking about diversification has changed considerably over the years.
In conceptualising diversification, scholars have gradually moved their attention
away from the content of the diversification strategy to the process of
diversifying. Simultaneously, they have exchanged an outside (industry)
perspective for a managerial view. In line with this development, authors have
shown a growing interest in managers’ conceptualisation of their diversification
activities and the learning processes they and their organisations go through. By
taking a cognitive perspective, the present research project deliberately builds
upon and extends this development.

Concurrently, the choice for a cognitive perspective is inspired by major
criticism on the mainstream of diversification research, which we outlined in the
preceding chapter. To us such a perspective largely dissolves the fundamental
causes of the disappointing results that diversification research has produced so
far. Considering these reasons, we find it most remarkable that the large
majority of researchers do not seem to have taken much notice of the conceptual
insights developed in the diversification literature. Only a small number of
scholars have incorporated these insights into their research and, on the basis of
this, produced some promising insights into the process of diversification. The
present chapter reviews both streams of research as well as the explanatory
theories on which they are built. The purpose of this chapter is twofold. On the
one hand, we want to show the dominant biases in research on corporate
diversification, which have led to contradicting outcomes and the absence of
univocal conclusions. On the other hand we do not want to throw away the baby
with the bath water but learn from the insights of empirical and conceptual
work.

The chapter sets off with a review of the mainstream of diversification research.
It will do so by examining the results of the main empirical studies on the
diversity-performance nexus. Given the number of diversification studies on the
one hand (large) and the size of readable research on the other hand (concise),
we have chosen to limit our review to a set of major observations that emerged
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from an examination of this research on an aggregated level (thereby defying the
potential accusation of comparing apples with oranges). The goal of this review
is twofold. Firstly, it aims to give a more firm foundation to the critique on the
mainstream of diversification research as articulated in the introductory chapter.
A thorough examination of the flaws of diversity research gives some important
hints for studying individual diversification projects. Secondly, although
diversity research has not developed a theory of diversification, studies that have
investigated factors that moderate the diversity-performance nexus have
generated some interesting insights that may be relevant to the development of
such a theory. For this purpose, we identify the main findings on moderating
variables. The chapter then goes on to investigate the results of a small group of
studies that strayed from the mainstream and concentrated on the process of
diversification from a managerial perspective. As with the review of the
mainstream research, the purpose is to list factors that were found to have a
major influence on the performance of diversified firms. Next, the chapter
shortly reviews the main theories on diversity that also strongly focus on large
firms. Please note that the next chapter will deal with diversification by small
and medium-sized firms.

   Observations from the mainstream of diversification research

Some ten years ago, two major reviews of diversification research were
published. In 1989 Ramanujam and Varadarajan published a review of research
on corporate diversification in the Strategic Management Journal. Two years
later, Datta, Rajagopalan and Rasheed reviewed the research on the
diversification-performance nexus in the Journal of Management Studies. Both
reviews critically evaluated the mainstream of diversification research and
surely did not mince matters. Ramanujam and Varadarajan (1989: 543) summa-
rised their findings in the following unmistakable terms:

‘In summary, the prospect for gaining new empirical insights by examining
cross-sectional relationships between alternative measures of diversity and
performance seems to be slim. This stream of research is at a point of diminishing
returns.’

Datta et al. (1991: 545) reached an analogous conclusion, which they
straightforwardly formulated as follows:

‘The review presented in the preceding section (. . .) indicates that after almost 25
years of fairly intensive research and investigation, very little can be said with
certainty on the diversification-performance relationship.’

Ramanujam and Varadarajan and Datta et al. are not isolated in their criticism
on empirical diversification research. Others, like Grant et al. (1988) and
Leontiades (1989) - quoted in the introductory chapter - have expressed
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themselves in similar terms. Given the high intensity of research and the large
number of empirical studies that were published, these conclusions are quite
amazing. Both reviews end with a set of implications for diversification
researchers, among other things, to change their research methodologies. In light
of the firm conclusions, one would certainly expect that strategic management
researchers have taken notice of these pieces of advice. But did they? Have
things changed since Ramanujam and Varadarajan (1989) and Datta et al.
(1991) published their reviews? Have diversification researchers learned from
their lessons and changed their research methodologies? Moreover, what
conclusions can be drawn on the basis of more than three decades of research on
the diversity-performance nexus?

This section aims to answer these questions. To this end, it is organised around a
set of major observations on the mainstream of diversification research. These
observations will lead us through nearly forty years of research on the
relationship between corporate diversity and performance. The most outstanding
characteristic of this kind of research is the application of coarse-grained
methodologies, which according to Rumelt et al. (1991: 8) came into use in
strategic management research during the seventies:

 ‘. . . the seventies saw the rise of a new research style, one based in deductive
methods, the falsification philosophy of Popper, and the multivariate statistical
methods characteristic of econometrics [. . .] this new work used difficult data
collection, and the rapidly growing power of the computer and multivariate
statistical methods capable of handling large data bases, to test hypothesis in a
deductive style of research.’

Observation 1: Increasing number of ‘mainstream’ studies despite severe
criticism

Given the disappointing results of the mainstream of diversification research
authors like Ramanujam and Varadarajan (1989), Datta et al. (1991), and Grant
et al. (1988) have strongly recommended diversification researchers to exchange
their coarse-grained research methodologies for medium- or fine-grained
methodologies:

‘To gain insight into the complex interactions between strategy, organization, and
environment, detailed examination of the experiences of individual firms is
needed.’ (Grant et al., 1988: 796)

‘There is . . . a need to shift the focus of analysis from overall profiles of firm
diversity to individual diversification projects and cumulative diversification
experiences.’ (Ramanujam and Varadarajan, 1989)

‘. . . researchers need . . . to adopt methodologies more suited for model
specification and testing within a contingency framework [i.e. medium-grained
methodologies].’ (Datta et al., 1991: 551/553)
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This advice, based on comprehensive analyses of diversification research, is
clear and explicit. The numerous references to these articles lead to expect that
diversification researchers have changed their research strategies during the last
decade. Nothing seems however further from the truth. Figure 2-1 shows the
strong and steady growth of the number of coarse-grained studies in the last
decades (the dotted line shows the 7-year moving average). From 1990 onwards
the number of diversity-performance studies (published in major journals) has
increased by more than 70%. We found 84 new studies published between 1990
and 1999 that can be characterised as ‘typical mainstream diversification
studies’. So, despite severe criticism, many diversification researchers have
adhered to coarse-grained research methodologies and their research has been
broadly published in prominent journals (notably the Strategic Management
Journal). Only the last years show a declining trend (which may indicate that the
total duration of the ‘pipeline’ of research is nearly ten years).

Observation 2: Contradictory evidence keeps growing

To see where research on the diversity-performance nexus stands now if the
studies published in the last decade are included, we analysed 97 empirical
studies that directly investigated the relationship between the extent of
diversification and performance. Half of these studies (49 studies) were not
included in either one of the reviews by Ramanujam and Varadarajan (1989)

0

2

4

6

8

10

12

14

16

18

1960 1965 1970 1975 1980 1985 1990 1995

Year of publication study

N
um

be
r 

of
 s

tu
di
es

`

Figure 2-1
Growth in number of mainstream studies

(200 studies in total)



Research into Diversification     35

and/or Datta et al. (1991). In total, this sample of diversity studies includes
almost every diversification studies published in major management journals
like the Strategic Management Journal and the Academy of Management
Journal supplemented with high-quality studies published in books and (a few
in) proceedings. The subset of 97 studies shows a similar spread in time as the
total sample of 200 studies as shown Figure 2-1.

As noted, things do not seem to have changed much since Ramanujam and
Varadarajan (1989) and Datta et al. (1991) published their reviews. The
aggregated evidence from the research on the diversity-performance nexus is
(still) far from unanimous. As Figure 2-2 shows, the aggregate evidence from
the 97 studies is conflicting (the relevant studies in each group are fully listed in
Appendix A). In total, the evidence is far from univocal. In addition, the studies
that did find a relationship between diversity and performance - be it positive,
negative or curvilinear - only succeeded in explaining a small part of the total
variance in performance; on average, somewhere between five and twenty
percent.

Ever since Peters and Waterman (1982) published their popular management
book on ‘excellent performing firms’, the prevailing opinion among managers
and writers of strategic management textbooks has been that increased diversity
leads to deteriorating performance. Firms should therefore stick to their so-
called core activities. However, looking at the figures in Figure 2-2, the
evidence for this stance is, to put it kindly, rather limited. Only less than a third
of the studies found a negative relationship between diversity and performance.
In these studies higher diversity resulted in either lower returns or higher risk,
sometimes both simultaneously. The large majority of studies however do not
support this view.

Almost a fifth of the 97 studies (17,5%) reached exactly the opposite
conclusion. These studies suggest that firms can increase their returns and/or
decrease their vulnerability to environmental changes by increasing the diversity
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in their portfolio. Several studies even concluded that firms can reduce their
exposure to risk while simultaneously increasing their returns (Bettis and Hall,
1982; Itami et al., 1982; Luffman and Reed, 1984; Bettis and Mahajan, 1985;
Hoskisson, 1987; Amit and Livnat, 1989; Hill and Hansen, 1991). Furthermore,
approximately a third of the studies (32,0%) did not find any relationship
between diversity and performance. According to these studies diversity per se
does not significantly influence the performance of firms; other factors seem to
be much more important.

The remaining twenty studies did not find a consistent relationship between
diversity and performance over the whole sample of firms. A substantial group
of studies (11,3%) found a curvilinear relationship, which suggests the existence
of an optimum level of diversity. Up to a certain point increases in diversity
positively influenced firm performance. The firms that increased the diversity in
their portfolio beyond that point faced decreasing performance. In general, these
studies found that constrained, related diversifiers outperformed both single-
business and conglomerate firms. Finally, a small group of studies (9,3%) found
mixed results between diversity and performance. Bass et al. (1978), for
example, found a positive relationship between diversity and performance in
slow growth industries but no relationship in high growth industries. Chatterjee
and Lubatkin (1990) found that both related and unrelated mergers reduce the
(systematic) risk of diversifying firms. Several studies in this group obtained
different results for different diversity and/or performance measures.

Basically, there are three, partially complementary explanations for the
contradictory evidence generated by the research on the diversity-performance
nexus. Firstly, as Grant et al. (1988) note, the direction of the causality between
diversity and performance may (in a substantial number of cases) actually run
opposite to what is widely presumed in diversity research. Instead of diversity
determining performance, performance may induce or prohibit diversification or
be fully superfluous for a company to grow. Rumelt’s (1974)) ‘escape
paradigm’, for example, suggests that low performance stimulates
diversification. Secondly, the large numbers of diversity and performance
measures that have been used in diversity research have contributed to the
confusion around the effects of diversification; observations 3 and 4 deal with
this explanation. Thirdly, the effect of firm diversity on firm performance may
actually be an artefact of other influences. Other factors may be much more
important in explaining firm performance than diversity per se. Observation 5
discusses the effect of industry structure and organisational variables that
moderate the relation between diversity and performance. Many studies that
found a strong relationship between diversity and performance did not test for
moderating variables. By way of illustration, Bettis and Hall (1982) discovered
that the performance differences Rumelt (1974) found between related and
unrelated diversifiers was mainly due to the presence of a group of profitable
pharmaceutical companies among the related diversifiers. In this particular case,
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the profitability of the industry in which a firm happens to operate in is of
greater importance than the firms’ diversity profiles as such.

Observation 3: The large number of diversity and performance measures
employed, adds to the lack of univocal conclusions

With a ring of cynicism, Ramanujam and Varadarajan (1989: 536) remark that
‘the rationale for many studies appears to be nothing more ambitious than the
opportunity to experiment with a different definition of diversification, a
different measure of diversity, or a different approach to conceptualising and
measuring its effectiveness’. Over the years, diversity researchers have
developed a wide range of diversity measures and used a large number of
different performance measures. In the total sample of 200 studies, we
encountered as many as 21 different measures of diversity and over 25 different
performance measures (see Table 2-2 and Table 2-4). These numbers raise the
question if and, if so, in what way the choice of diversity and performance
measures has influenced the outcome of diversity research. Doubts about the
role of these measures are further reinforced as the employment of different
measures leads to different, sometimes even opposite, conclusions for the same
samples of firms. Our findings reinforce Ramanujam and Varadarajan’s (1989)
conclusion that the use of a host of different diversity and performance measures
has not enlarged the insights into the relationship between diversity and
performance. Moreover, the large number of measures has made comparison
across studies problematic and in that way also added to the confusion around
diversification. To underpin these conclusions we will in the following pages
shortly discuss the role of diversity and performance measures in diversity
research.

Diversity measures
After having identified a firm’s separate businesses, overall firm diversity can be
assessed using a host of different measures. Table 2-1 shows 21 different
measures that are more or less frequently used in mainstream diversification
studies. The majority of these measures (16) are so-called continuous measures
as they treat diversification as a continuous variable. The remaining five
measures are categorical measures that put firms into categories of
diversification strategies using somewhat arbitrary cut-off points. Note that this
distinction is not entirely clear-cut as some measures combine characteristics of
both kinds (see e.g. Varadarajan and Ramanujam, 1987; Palepu, 1985).

Discussions on diversity measures have largely centred on the advantages
and disadvantages of both kinds of measures. Continuous measures are
considered easier to apply and more ‘objective’ but criticised for their lack of
validity due to the use of standard industrial classifications. On the other hand,
as well as being more labour-intensive,  categorical measures are said to suffer
on issues of reliability as they often use ‘subjective’ independent judges to
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identify separate businesses and put firms into distinct diversity categories.
Remarkably, empirical studies that compared diversity measures have largely
failed to confirm the mutual criticism (e.g. Montgomery, 1982; Baysinger and
Hoskisson, 1989; Chatterjee and Blocher, 1992; Hoskisson et al., 1993; Hall and
St. John, 1994; Lubatkin, 1993). Instead, these studies indicate that SIC-based
continuous measures (both product count and entropy measures) are more valid
than thought while Rumelt’s approach tends to be more reliable than often
assumed. Apparently, to a greater or lesser degree, continuous and categorical
measures capture a similar underlying construct of portfolio diversity. 

Notwithstanding this commonality, Hall and St. John (1994) argue that
continuous and categorical measures may have a fundamentally different

Continuous measures (16)

Gort (1962)
Gort (1962)
Hirschman (1964), Berry (1975)
Berry (1971), McVey (1972)
Wood (1971)

Jacquemin & Berry (1979)
Utton (1979)
Caves et al. (1980)
Montgomery (1982)
Palepu (1985)
Amit & Livnat (1988a/b)
Kim (1989)
Chatterjee & Wernerfelt (1991)
Farjoun (1994)
Markides & Williamson (1996)

Categorical measure (5)

Rumelt (1974)
Pearce (1983)

MacDonald (1985)
Varadarajan & Ramanujam (1987)
Capon et al. (1988)

Product count measure
Relatedness ratio
Berry-Herfindahl index
Berry-McVey index
Narrow spectrum diversification
Broad spectrum diversification
Entropy measure
Diversification measure
Concentric index
Weighted diversification measure
Entropy measure of related diversification
Measure of unrelated diversification
Entropy measure of global diversification
Diversification index
Resource-related entropy measure
Measure of strategic relatedness

Diversification classification system
Industrial diversification categorisation

system
Diversification measure inter-industry links
Mean narrow spectrum diversification
Market-based typology of corporate
diversification

Table 2-1
Measures of firm diversity

(N.B. research mentioned which introduced measure in diversity research)
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relationship with firm performance. They found a significant relationship
between Rumelt’s categorical measure and performance but not between any of
the continuous measures and performance. However intriguing this suggestion
is, it does not seem to hold if the total sample of 97 studies is considered. Table
2-2 indicates that the kind of diversity measure used did not seriously influence
the outcomes of diversity research. Categorical and continuous measures appear
to be more or less equally successful in identifying positive and negative
diversity-performance relationships. The only clear indications seems to be that
continuous measures more often find no relationship between diversity and
performance and categorical measures are more successful in detecting a
curvilinear relationship between both.

Performance measures
In addition to the large number of diversity measures, diversity researchers have
used a wide range of performance measures (see Table 2-3).  Researchers have
drawn upon various kinds of data for assessing firms’ performance. They have
used accounting data from annual reports (accounting-based measures),
examined the development of stock prices (market-based measures), used a
combination of these two kinds of data, and related diversity to non-financial
measures (e.g. divestment). In contrast to diversity measures, the subset of 97
studies suggests that the choice of performance measures seriously influenced
the findings of diversity studies. Judging from Table 2-4, the use of market-
based return measures hardly ever leads to the conclusion that increasing
diversity results in declining returns (as can be seen in Table 2-5 this is not the
case for assessing the implications of diversity for a firm’s risk profile).

Diversity measure
Kind of relationship Number of

studies Categorical Continuous

Positive 17 50% 50%
Negative 29 53% 47%
No 30 40% 57%
Curvilinear 11 73% 27%
Mixed 9 44% 56%

Total* 96 50% 49%

* one study did not employ a categorical or continuous measure

Table 2-2
Relation between diversity measure employed and relationship found
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Similarly, the chances of finding a curvilinear relationship using a market-based
return measure seem also to be slim while the opposite holds for accounting-
based measures. Note that this finding is fully in line with Palich et al.’s (2000)
cross-study analysis of 82 empirical diversification-performance studies.
Conversely, the great majority of research  projects that did find a negative
relationship between diversity and a firm’s returns used accounting-based
measures. Only Hoskisson et al. (1993) found a negative relationship between
diversity and performance using market-based return measures (the Sharpe,
Treynor, and Jensen measures). Moreover, they only found an indirect
relationship moderated by accounting performance.

There are several possible explanations offered for the observed discrepancy.
Firstly, an efficient capital market will already have incorporated the
diversification effect in the firm’s share prices; formal announcements will
therefore not lead to substantial changes in share prices. Secondly, pure capital
market measures do not take industry differences into account (e.g. differences
in systematic risk). These considerations may explain why several studies that
used Tobin’s q – a combined accounting/market-based measure which does not
have these particular problems – all found a negative relationship (Montgomery

Accounting-based measures (9)

Return on equity
Return on assets
Return on sales
Return on capital
Funds from operation
Financial leverage
Sales growth
Asset growth
Variability of return on assets /
     equity / etc.

Combined accounting- and market-based
measures (3)

Market-to-book value
Tobin’s q
Excess value

Market-based measures (10)

Cumulative/daily abnormal returns
Sharpe measure
Treynor measure
Jensen’s alpha
Westerfield measure of

diversification efficiency
Market capitalisation of equity
Systematic risk (beta)
Unsystematic risk
Total risk
Risk premium ratio

Non-financial measures (3)

Number of new products
Rate of liquidation/divestment
Divestiture

Table 2-3
Measures of firm performance
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and Wernerfelt, 1988; Wernerfelt and Montgomery, 1988; Lang and Stulz,
1994; Berger and Ofek, 1995). However, opposite these studies stand others that
used Tobin’s q but did not find any relationship (Loyd and Jahera, 1994) or
found a positive relationship (Jose, Nichols & Stevens, 1986). Also, the
foregoing arguments do not explain the relatively high percentage of studies that
used pure market-based return measures and found a positive relationship
between diversity and performance (see Table 2-4). This particular example is
symptomatic for the methodological problems linked to the measurement of firm
performance in diversity research: in the end, any conclusion based on any
performance measure seems to be debatable. We argue that the reason for this is
closely related to the next observation.

Performance measure: return

Kind of
relationship

Number of
studies Accounting Market Combined Non-

financial

Positive 17 41% 47% 12% 0%
Negative 29 76% 3% 17% 3%
No 30 63% 23% 3% 10%
Curvilinear 8 88% 13% 0% 0%
Mixed 8 38% 50% 13% 0%

Total 92 63,0% 22,8% 9,8% 4,3%

Table 2-4
Relation between return measure used and relationship found

Performance measure: risk

Kind of
relationship

Number of
studies

Accounting Market Non-
financial

Positive 8 63% 38% 0%
Negative 7 57% 43% 0%
No 5 60% 40% 0%
Curvilinear 6 50% 33% 17%
Mixed 2 50% 50% 0%

Total 28 57,1% 39,3% 3,6%

Table 2-5
Relation between risk measure used and relationship found
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Observation 4: Diversity and performance measures hide an investigator’s
perspective

In studying the relationship between diversity and performance, researchers
have predominantly chosen financial performance measures; only in a small
number of studies non-financial measures were used. Although it is fully valid
to see which firms are the most profitable, growing fast or most successful in
developing new products, by using a limited set of similar performance
measures for a diverse set of firms, diversity researchers have imposed their
view of successful diversification moves on diversified firms. By choosing a
specific set of performance measures without considering the motives behind
diversification moves by firms, diversity researchers implicitly have imposed
their view of the world on diversified firms and implicitly determined when and
to what degree diversified firms have succeeded in their diversification strategy.
In short, the performance measures hide an etic ‘investigator’s perspective’
instead of the perspective of the managers who influence and steer the process.

We argue that it is debatable if the measures chosen correspond to the
reasons behind the diversification moves of all firms in one sample. Likewise, it
is questionable if the set of (financial) performance measures fully capture the
effects of diversification. To illustrate these points, recall that we grouped the
motives behind diversification moves into six categories in Chapter 1. Some of
these motives can be reasonably evaluated with performance measures listed in
Table 2-3. For example, motives like ‘exploiting growth opportunities’ and
‘seeking to reduce exposure to business risk’ may be evaluated with
performance measures like ‘sales/assets growth’ and a risk measure respectively.
Other motives, however, are clearly more problematic to evaluate with any of
the measures in Table 2-3. Consider for example motives like ‘surviving poor
performance and declining prospects in current markets’ or ‘enlarging the
independence of a powerful group of suppliers or customers’. Although some
people may argue that the latter motives may be controversial according to the
financial paradigm, they are considered fully valid in the strategic management
paradigm (Bromiley, 1990; Bood, 1994).

The criticism on the choice of performance measures applies mutatis mutandis
to the measurement of diversity. By selecting a certain diversity measure, the
same construct of portfolio diversity is imposed on all firms in the sample
studied. As various academics have argued, the strategic variety sought by
managers may fundamentally diverge from the variety captured by these,
conventional diversity measures (see e.g. Keats, 1990; Prahalad & Bettis, 1986;
Mintzberg, 1988; Ginsberg, 1989; Nayyar, 1992; Stimpert & Duhaime, 1997).
Both businesses separately, and the linkages among businesses, are in essence
the products of managerial sense-making, instead of being the sole resultant of
the businesses’ economic and technical characteristics. In addition, all diversity
measures in Table 2-1 implicitly assume that portfolio diversity is an economic-
technical construct and only enclose visible, tangible linkages among businesses.
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Following both the notion of sense-making above and Teece’s (1980, 1982)
assertions on the multi-product firms, the latter is highly questionable. The latter
argues that diversification may result from difficulties in transferring firm-
specific knowledge due to the fungible nature of idiosyncratic human capital.
Many of the skills and much of the knowledge underlying organisational
capabilities are deeply embedded in the routines of a firm (cf. Nelson and
Winter, 1982).

As a consequence of the foregoing, some of the inter-business linkages in
firms’ portfolios that managers seek to exploit may be invisible to, or not easily
recognisable, by outsiders. This will in particular be so if linkages are based on
intangible resources such as managerial knowledge and capabilities, dominant
logics, core competencies, socio-cognitive similarities, information asymmetry,
and organisational routines. Determination of the degree of diversification and
identification of (possible) linkages among businesses by outsiders will then be
difficult, if not impossible. Also, tangible characteristics of businesses (e.g.
product characteristics, markets served, tangible resources used, and
technologies applied) are at best proxies for diversity instead of determining
factors. Precisely for these reasons, Stimpert and Duhaime (1997) asked CEOs
of diversified firms after the relatedness they saw among their businesses (using
a list of 25 relatedness items) and found strong support for it. Using a similar
approach Nayyar (1992) also found ‘little evidence of similarity’ between
internally generated measures of diversification and several measures of
diversification in Table 2-1. The main implication of their findings is that firms
that are thought (by external analysts) to be unrelated may, in fact, be
(constrained/linked) related diversified. This argument may help to explain the
low explanatory power of studies on the diversity-performance nexus as the
majority of these studies have only incorporated tangible linkages (Lemelin,
1982; Ramanujam & Varadarajan, 1989).

The foregoing suggests that diversity is a too complex construct to be
captured by any general diversity measures. Managers shape relatedness among
businesses in certain unique ways (one might even successfully claim that a
positive relationship between diversity and performance only exists if this is the
case). Therefore, studying economic-technical relatedness sec is problematic
without knowing anything about the managerial perspective on relatedness (i.e.
the view that shapes that relatedness).

Observation 5: Diversity research into moderating factors is highly fragmented
and only offers some general clues

Over the years, mainstream diversification research has studied an impressive
number of factors that may moderate the relationship between portfolio diversity
and firm performance. Figure 2-3 groups these factors into six main categories.
Note that two of these categories - direction and mode of diversification – have
been studied as both independent and moderating variables. In the total sample
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of 200 studies we examined, 132 of them studied one or more moderating
variables, in total well over twenty variables. Table 2-6 summarises the main
results on each of the moderating variables. Appendix B lists the diversity
studies that underlie the conclusions in each subcategory. We will not review
their findings in detail here but limit our discussion to five main observations.

Firstly, by far the majority of studies have studied only one or two variables
simultaneously, which is fully in line with the coarse-grained research
methodologies predominantly employed in mainstream diversification research.
A main drawback of this practice is, however, that it seriously hinders gaining
insight into the aggregate and interacting influence of moderating factors. For
this reason, Grant et al. (1988) advise the use of fine- or medium-grained
research methodologies (see quote on page 32). Detailed examination of the
experiences of individual firms helps in gaining insight into the complex
interactions between content and context variables (see also Ramanujam and
Varadarajan, 1989).

Secondly, in a considerable number of cases, diversity studies on the same
moderating variables have generated contradictory results. For example, while
Amit and Livnat (1988a) found a positive relationship between diversity and
R&D intensity, Baysinger and Hoskisson (1989) and Hoskisson and Johnson
(1992) concluded the opposite on the basis of their research. The cause of such
contradictions follows directly from our first observation. Because most studies
examine only one or a few variables at a time, they do not control for other
variables that possibly moderate the investigated relationship.  In this specific
example, the three studies did not control for, among other things, industry

Degree of
diversification

Performance

Direction of
diversification

Mode of
diversification

Independent
variables

Intermediating
variables

Dependent
variables

Organisational
factors

Industry
structure

Synergy

Figure 2-3
Diversity research into moderating variables
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structure variables (e.g. type of industry and market profitability):  Amit and
Livnat (1988a) studied 400 large U.S. firms operating in a diverse set of
industries while Baysinger and Hoskisson (1989) and Hoskisson and Johnson
(1992) only studied manufacturing firms. This and other examples suggest that
outcomes of individual studies may at best be representative for the industries in
which the firms in the sample operate.

Thirdly, the use of coarse-grained research methodologies has led to an
additional drawback:  moderating factors have hardly been studied  in  depth.
The majority of studies have applied multivariate statistical methods, mostly
correlation- and regression-analysis. Partly due to this, the (main) research
findings on moderating variables are rather general in nature. The main research
findings in Table 2-6 illustrate this. For example, a considerable number of
studies have found that market profitability is a much more important factor than
diversity per se (e.g. Wernerfelt and Montgomery, 1986; Chang and Thomas,
1987).

Fourthly, the sheer number of studies that have examined moderating factors
offers no guarantees whatsoever that all factors that moderate the relationship
between diversity and performance are known. Although partially
understandable from the perspective of individual researchers, it is sometimes
difficult to escape the impression that the availability of databases often has had
a decisive influence on the selection of variables studied. The coarse-grained
research-methodologies seem to have dominated diversity research in this
respect too. Databases only contain information on a limited set of variables and
are restricted to factors that can be (easily) quantified in one way or the other.
The latter may explain why so many studies examined factors such as market
profitability, market shares, company spending on R&D and advertising, capital
intensity, organisational structure and size, ownership and management
holdings, and mode of diversification. Only fairly recently have researchers tried
to incorporate more qualitative context variables into their research design, such
as organisational culture (Hansen and Wernerfelt, 1989), tolerance for
multiculturalism (Chatterjee et al., 1992), intangible assets (e.g. Lubatkin and
Chatterjee, 1994; Nayyar, 1992), and corporate ideology (Goll and Sambharya,
1995).

Finally, mainstream diversification studies have hardly ever studied process
variables. As a consequence, the knowledge this stream of research has acquired
on the process of diversification is extremely limited. Kazanjian and Drazin
(1987) notice that diversification mainly has been studied after it has taken
place. This may be a serious shortcoming as several recent studies (on closely
related topics) show that the process can have a profound influence on the
outcome (e.g. Dundas and Richardson, 1982; Burgelman, 1983; Jemison and
Sitkin, 1986; Haspeslagh and Jemison, 1991). A section later in this chapter
reviews this group of studies. Research by Dundas and Richardson (1982), for
example, observed that the poor performance of unrelated diversified firms is, at
least partially, dependent on how an unrelated diversification strategy is
implemented.
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Main findings

•  More important in explaining firm performance than diversity per se
•  Negative relationship between industry profitability and diversity: diversification

is a means to escape poorly performing industries
•  Changes in influences over time are likely

•  More important in explaining firm performance than diversity per se
•  Lower performance of unrelated diversifiers may be attributed to lower market

power
•  Relationship between diversity and performance differs between industries
•  Firms move from a functional to a multidivisional structure as they get more

diversified
•  Size of importance to performance
•  Positive relationship found between size and diversity up to a certain size beyond

which bureaucratic inertia limits diversification

•  Experience seems to be associated with mode of diversification and kind of
diversification strategy (i.e. related vs. unrelated)

•  Both positive and negative relationship found between diversity and R&D intensity
•  Related diversifiers seem to be more capital intensive
•  Related diversifiers have lower debt rates
•  Core competencies influence both direction of diversification and subsequent

performance
•  Core competencies add to performance of related diversifiers

•  Positive relationship between diversity and managerial compensation but CEOs
that diversify seem to face declining compensation

Subcategory

 Industry profitability

 Industry structure

 Market power

 Type of industry

 Structure

 Size

 Experience top
 management

 Company spendings

 Capital structure

Core competencies

CEO compensation

Main category

Industry structure
(32 studies)

Organisational
Factor
(65 studies)
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Observation 6: Mainstream diversification research has been biased towards
large U.S. firms

Our last observation on the mainstream of diversification research seems so
obvious and clear, yet it is mostly left unspoken in the diversification literature:
the vast majority of studies have focused on large, multinational companies
quoted at the stock exchange and listed in the Fortune 500. Although such
companies are important in terms of turnover and output they only represent a
fraction of all companies – a shred of a sheet of paper: less than 1% of all
companies in most European countries employ more than 100 employees (see
e.g. Sengenberger, 1990; van der Horst and de Lind van Wijngaarden, 1998;
CBS, 1999). To illustrate the magnitude of this sample bias, consider the studies
with the ‘smallest’ firms in their sample (in ascending order):

•  Kim and Kogut (1996): semiconductor start-up firms;
•  Hamilton and Shergill (1993): $1.1 mio and $2.6 billion;
•  Chatterjee and Wernerfelt (1991): $6 mio. to $12 billion;
•  Berger and Ofek (1995): firms with sales over $20 mio.;
•  Luffman and Reed (1982): firms with sales over £25 mio.;
•  Farjoun (1994): 12,781 U.S. firms with mean sales of $40,3 mio;
•  Lubatkin et al. (1993): 121 small firms with mean turnover of $295 mio.

The (average) size of the firms in this list increases rapidly. At least according to
European measures, firms with average sales of $295 million are anything but
small or medium-sized! The sample bias, the focus on large firms, is a main
reason for us to concentrate on small and medium-sized enterprises in this
research. SMEs are largely a forgotten area in diversification research; the next
chapter will illustrate this further.

Next to a practically exclusive focus on large firms, mainstream
diversification research contains another important sample bias: more than 80%
of the 200 studies examined U.S.-based firms. Approximately 15% of the
studies analysed European firms, half of which focused on U.K.-based firms.
Firms based in other continents have only incidentally been studied. It is unclear
to what extent the dominance of U.S. firms has influenced the aggregate
outcome of diversity research. Grosso modo, the ‘non-US’ studies that examined
the diversity-performance link shows the same variety of conclusion as the total
group of 97 studies. The only remarkable finding is that five of these studies
found a curvilinear relationship, just as many as all ‘U.S.’ studies.

Implications of the observations

Overlooking the six observations on the mainstream of diversity research
amplified in this section, an uncomfortable feeling arises. Although many
researchers have put a tremendous amount of effort into examining the
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diversity-performance nexus, they have not come up with any definite
‘answers’. Using an amalgam of diversity and performance measures, diversity
studies have produced widely divergent results. All kinds of relationships
between portfolio diversity and firm performance have been found: positive,
negative, curvilinear, mixed, and none at all. Numerous moderating factors have
been found to influence the diversity-performance linkage and new ones are
suggested frequently (e.g. Bethel and Liebeskind (1998) recently pointed to the
potential importance of the legal organisation of firms). Often these factors have
been found to be more important in explaining performance than firm diversity
per se. Overall, the conflicting and fragmented findings have made the
aggregate outcome of diversity research rather unsatisfactory.

We are not alone in reaching such a firm conclusion. Ramanujam and
Varadarajan (1989), Leontiades (1989), and Datta et al. (1991), to name but a
few, have reached a similar conclusion. Several quotations from these references
in the current and preceding chapter have illustrated their conclusions.
Ramanujam and Varadarajan (1989: 543) argue that this stream of research is at
‘a point of diminishing returns’, Leontiades (1989: 5) states that the attempts for
developing a testable explanation of diversification ‘is practically nil’, while
Datta et al. (1991: 545) concluded that after 25 years of research ‘very little can
be said with certainty on the diversification-performance nexus’. The latter add
to it that Rumelt’s (1982: 368) remark that ‘much remains to be understood
about the relationship between diversification, diversification strategy, industry
and performance’ still holds true. Now, despite nearly a doubling of the diversity
studies, this remark is as alive as it was ten years ago.

This is not to say that no progress has been made at all in the last decade. For
one thing, it is evident now that the diversity-performance link is influenced by a
host of contextual factors. Industry structure, organisational factors, the mode of
diversification, and managerial characteristics are of great importance to the
performance of diversified companies. It is a sheer understatement to say that
such a conclusion is general in nature. It remains largely unknown which factors
play a determining role in which specific instances, let alone that we know how
various contextual variables interact and are linked to firm performance.
Lacking this essential knowledge, the main research findings of this particular
stream are inadequate to develop a theory of diversification that may guide
managers in the risky act of diversification.

In our view, there are in essence two research strategies that hold the potential to
increase knowledge on diversification more dramatically than possible by
intensifying diversity research. The first strategy is to search for linkages to
current theory in an effort to embed the contradictory and fragmented findings
into a theoretical framework. According to Rumelt et al. (1991) this is the
‘normal’ path which has been followed by strategic management research from
the eighties onwards. A section coming up next (‘Theoretical views on
diversity’) will shortly review the progress made in following this research
strategy. The second strategy is to study individual diversification projects in
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detail in order to gain insights into the inherent dynamics of these projects (cf.
Grant et al., 1998; Ramanujam and Varadarajan, 1989; Datta et al., 1991). This
research project follows the second strategy. Given the rather general nature of
current findings and conclusions, exploratory research on the act of
diversification is needed before the skeletal structure of a theory of
diversification can be formulated.

The causes for the unsatisfactory results of diversity research as formulated
in the introductory chapter contain important clues for fruitfully following the
second research strategy. We argued that diversity research has predominantly
(1) applied coarse-grained research methodologies (2) to study only a limited
number of diversification themes. In doing so, researchers have (3) hardly paid
any attention to the process of diversification and (4) largely neglected the
perspectives of the managers involved. The core of the research approach we
will follow in this research reflects more or less the opposite of these causes:
study the process and context of individual diversification projects from the
perspective of the managers responsible for it. In addition, the focus will be on
small and medium-sized enterprises, which have been largely ignored in
diversity research. From this point forward, this project will actively search for
environment and organisational factors that may become elements of a theory of
diversification for SMEs. For this purpose, the next sections review theoretical
and empirical work on the process of diversification (and closely related themes)
and on theories of diversity respectively.

Research on the process of diversification

Whereas a large number of studies have examined the diversity-performance
nexus, only a few have explored the process of diversification (Normann, 1977;
Dundas and Richardson, 1982; Miles, 1982; Kazanjian and Drazin, 1987) and
growth modes in diversified firms (Burgelman, 1983, 1984; Schwenk and
Duhaime, 1985; Burgelman and Sayles, 1986; Jemison and Sitkin, 1986;
Haspeslagh and Jemison, 1991). These studies do however offer some new and
intriguing insights in the success or failure of diversification projects. The main
insight is that the process of diversification affects the ultimate outcome; the
other insights can be regarded as specifications of this insight. We discuss each
insight by referring to the studies from which they stem.

Insight 1: The process of diversification affects the outcome

Dundas and Richardson (1982) were one of the first to point to the importance
of the diversification process. On the basis of research among 22 conglomerates,
of which some performed excellently, they concluded that successful
conglomerates deal more adequately with a number of administrative and
organisational contingencies than their worse performing counterparts. In the
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years to come their conclusion was confirmed by several studies on internal
ventures and acquisitions.

Burgelman (1983; see also Burgelman and Sayles, 1986) found that
successful ventures in diversified firms go a critical and long route before
succeeding as an independent business. Arising out of ‘autonomous strategic
behaviour’, the success of ventures depends heavily on product and
organisational champions and their conceptual and political capabilities. In
addition, corporate management has to be willing ‘to retroactively rationalise
these projects’ and ‘integrate it with the present concept of strategy’.

In their study of acquisitions, Jemison and Sitkin (1986) found several
impediments in the process of acquiring that can have a decisive influence on
the ultimate outcome. They point to the danger of emphasising strategic over
operational fit, the escalating desire of top-managers to consummate the
transaction, the dysfunctional consequences of ambiguous expectations for the
integration of companies, and the misapplication of management systems due to
overconfidence on the part of the largest partner. Several of these impediments
confirm Schwenk and Duhaime’s (1985) conjectures arising from processes of
cognitive simplification. Aware of the difficult circumstances during
diversification decisions (‘companies usually face the decision in an atmosphere
not conducive to thoughtful deliberation’) Markides (1997: 93) offers managers
six (rather general) questions ‘to tackle the decision whether or not to diversify’.

In addition to finding further evidence for Jemison and Sitkin’s (1986)
conclusions, Haspeslagh and Jemison (1991) found several other process-based
problems that tended to hinder the integration of acquisitions. By way of
illustration, they described one of these problems as a ‘leadership vacuum’: after
an acquisition a firm may lack appropriate leadership to articulate the new
purpose of the combined firms. A recent study by Hitt et al. (1998) also
confirmed the importance of process issues. For example, they found that
friendliness during acquisition negotiations tended to be higher in the most
successful acquisitions.

Insight 2: The ultimate success of a diversification attempt depends on the
embedding in its organisational and strategic context

As mentioned above, Dundas and Richardson (1982) pointed to the importance
of administrative and organisational contingencies. Amongst other things, they
found that successful conglomerates focus on product leaders to avoid
turnaround management and aimed at monitoring systems that are applicable
across the diversity of businesses. Kazanjian and Drazin (1987) elaborated on
organisational contingencies for internal diversification projects. They argue that
relatedness on a functional level is a key success factor in such projects. The
degree of structural differentiation should match the degree of relatedness with
each function. Burgelman and Sayles (1984; 1986) advise the linkage of a new
business to a parent on its strategic importance too. For example, if the strategic
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importance and the operational relatedness of a new business are both low, a
complete spin-off will be most appropriate. Burgelman (1983) further states that
the tightness of linkages may change over the venture’s life cycle as different
processes are involved in generating new business opportunities and exploiting
them. The former takes place outside the current strategic context while the
latter are most likely to benefit from the organisational context.

Insight 3: Successful companies learn from their experiences

Haspeslagh and Jemison (1991: 280) observed that the acquiring firms they
examined were in a continuous process of learning: ‘learning which acquisitions
to make (or not to make), learning how to make them, learning about the
acquired business, and incorporating learning in the acquiring firm’s own
organisation’. Kazanjian and Drazin (1987) argued that internal diversifiers
learn different things to acquisitive diversifiers. Whereas the latter purchase
relevant knowledge and learn more about the process of selection and
integration (see also Pitts, 1977), the former develop (basic) knowledge and
skills related to marketing and product and process technologies. In his attempt
to grasp what he called ‘the process of entrepreneurial renewal’, Normann
(1977) observed that successful entrepreneurs have a high ability to learn and
develop their business idea(s) to changing circumstances. Miles’ (1982) research
on the diversification programmes of the six largest U.S. tobacco companies
confirms Norman’s observation. The ‘Big Six’ succeeded in entering new
domains by acquiring and creating knowledge on how to compete in these
domains.

Insight 4: Learning during diversification takes place on a prominently
cognitive level

Kazanjian and Drazin (1987) argue that cognitive learning precedes behavioural
learning in internal diversification. Only after knowledge needed to compete in a
new domain is developed, does it become institutionalised into managerial
practices, and routines and structures will take off. Their argument is confirmed
in piece of research on organisational learning in a merger by Leroy and
Ramanantsoa (1997: 890) who conclude that ‘cognitive learning . . . can thus be
considered as a crucial element in facilitating the whole learning process and the
implementation of change’. Although we would argue that the distinction
between the two is mainly conceptual in nature, studies on the process of
diversification prominently point to the importance of cognitive learning.
Examples include the development of knowledge in functional areas (Miles,
1982; Kazanjian and Drazin, 1987), the refinement of a firm’s business idea
(Normann, 1977), and the mental reconfiguration of dominant
conceptualisations of corporate strategy (Burgelman, 1983). In addition,
Ginsberg (1990) points to the importance of the socio-cognitive capacities of
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management teams (cf. Walsh et al., 1988). Drawing upon research by Goldstein
and Blackman (1978) on the identification of abstract constructs by individuals,
Ginsberg argues that management teams characterised by a high cognitive
complexity will identify more intangible linkages between business activities.

Conclusions on process-oriented studies

The mainstream of diversification research has focused on the content of
diversification and the context in which it takes place and in doing so treated the
process in which diversification comes about as a ‘black box’. The studies that
focused on this process reviewed in this section show that the diversification
process can have a profound influence on the ultimate outcome including firm
performance. Although we would not suggest that diversifying is only a matter
of ‘proper management’, the conclusion on the importance of the process of
diversification does throw a different light upon the contradictory findings of
diversity research. Moreover, studying this process in detail seems promising.

Theoretical views on diversity

In a thorough essay on the relationship between strategic management and
economics, Rumelt et al. (1991: 9) observe that during the eighties strategic
management scholars started to search for ‘theory with causal and predictive
power able to be used in practice’. This search was inspired by the abundance of
research data missing a proper theoretical context on the one hand and broad
disappointment about the, by then, dominant neo-classical theory of the firm on
the other hand. With respect to the latter Rumelt et al. (1991: 13) straightly
remark that ‘the ‘theory of the firm’ is a truly amazing victory of doctrine over
reality’. Although many of Rumelt et al.’s (1991) observations also hold true for
the field of diversification, there are some valuable contributions to diversity
theories that build upon neo-classical foundations. We will discuss some key
points from these contributions under the heading of the economic view on
diversity. Subsequently, we review the work of a group of authors that have
worked on a theory of diversity from a managerial viewpoint. Interestingly, it
turns out that the two streams share several core elements. Both successfully
challenge the concern with respect to diversified firms that Sutherland (1980:
978) expressed some twenty years ago:

‘. . . the persistence of [diversified] firms may better be viewed as an example of
the ingenuity with which modern firms can advance their own survival at the
expense of the general economic welfare.’
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The economic view on diversity

In an attempt to formulate a theory of the multi-product firm, Teece (1980,
1982) draws upon a variety of economic theories, most notably neo-classical
economics (Panzar and Willig, 1981; Goldhar and Jelinek, 1983), transaction
cost economics (Coase, 1937; Williamson, 1975, 1979), the resource-based view
(Penrose, 1959) and evolutionary economics (Nelson and Winter, 1982). He
argues that the mere existence of economies of scope – which arise when joint
production of two (or more) different products result in cost savings – do not
offer a valid explanation for the existence of diversified firms. This will only be
the case if the external transfer of excess resources that give rise to the
production of a variety of products (i.e. diversification) is problematic, i.e. is
subject to market failure. Teece (1982) points to two specific classes of
economies of scope for which the occurrence of market failure is likely.

The first class concerns indivisible, idiosyncratic physical capital for which,
due to its specific nature, only a thin market exists. Sale of excess capacity in
such markets may expose a firm to hazards of opportunism on the part of the
buyer attempting to appropriate the accompanying quasi-rents (cf. Williamson,
1975, 1979; Klein et al., 1978). Diversification enables a firm to avoid these
hazards and, in addition, offers the firm greater flexibility due to the
transferability of resources between a variety of uses (Levy and Huber, 1986;
Levy, 1989).

The second class involves idiosyncratic human capital with fungible
characteristics. Because of the tacit dimension of such knowledge, which
seriously hinders its complete articulation, and its embedment in the firm’s
routines (cf. Nelson and Winter, 1982), transfer to other firms will most likely be
difficult and costly. Most importantly, its sale often necessitates the
accompanying transfer of an effective team configuration. This may not be a
problem if the transfer is once only but is likely to induce problems if the
exchange is recurrent. Given the small trading relation it involves, the exchange
is imbued with hazards for both parties (Coase, 1937; Williamson, 1975, 1979).

Interestingly, Montgomery (1994) argues that the same characteristics that
hinder the transfer of physical and human resources across company boundaries
are potentially a source of sustained competitive advantage. Proprietary,
idiosyncratic knowledge gives a firm a unique character (Penrose, 1959;
Mahoney and Pandian, 1992) and seriously hinders imitation by competitors due
to ‘uncertain imitability’ (Lippman and Rumelt, 1982) and ‘isolating
mechanisms’ (Rumelt, 1984).

The foregoing theory clearly does not apply to pure conglomerate firms, which
do not have linkages between business activities and, therefore, no possibilities
to exploit economies of scope. Transaction cost economics, notably Williamson
(1975, 1985), suggests that conglomerates still may have distinctive efficiency
properties arising from their governance structure. The corporate management of
conglomerates does not suffer from the high information and control costs of
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external markets as it has access to more information at lower prices and has far
better tools at its disposal to prevent managers from misusing investors’ capital.
However, due to ‘diminishing returns to management’ (Coase, 1937: 396),
rising bureaucratic costs of internal governance will exceed the costs of market
transactions beyond a certain degree of diversity (Williamson, 1985; Hill, 1994).

Teece (1982) sharply notes that Williamson’s assertions chiefly apply to
firms that are already diversified, not to firms that intend to diversify.
Nevertheless, he discerns a valid economic basis for conglomerate
diversification ‘if diversification assists the creation of free cash flows that have
a negligible relationship to the level of activity of the economy, or improved
investor confidence about future cash flows, since these developments would
lead to reduced systematic risk’ (Teece, 1982: 57).

The managerial view on diversity

Whereas the economic view on diversity ponders about the economic legitimacy
of diversified firms, the managerial view focuses on the role of its top
management and draws upon cognitive psychological theory and the nature of
knowledge. We have introduced several of the contributions in this stream in the
preceding chapter, notably those of Galbraith and Kazanjian (1983; 1986) and
Prahalad and Bettis (1986). Recall that the former stress that the business
lessons learned at a certain stage in a certain industry shape the mindset of a
firm’s management. In a similar vein, the latter argue that corporate
management’s past experiences culminate in the ‘dominant general management
logic(s)’ which limits the diversity it can effectively handle. A ‘dominant logic’
encompasses the way in which a corporate management team ‘conceptualises
the firm’s businesses and makes critical resource allocation decisions’ (Prahalad
and Bettis, 1986: 490). They argue that strategic similar businesses can be
managed using a single dominant logic but problems are bound to arise when
strategically dissimilar businesses are added to a firm’s portfolio. Examples of
determinants of strategic similarity include the size and time span of investment
projects, the kind of key success factors, the stage of the industry life cycle
businesses are in, and their competitive positions (Grant, 1988). Prahalad and
Bettis (1986) pose that management teams can probably only handle a limited
number of dominant logics at the same time. The exact number may depend on
the composition of the management team, their experiences, and their attitude
towards learning.

The work of Goold and Campbell (1987) and Goold et al. (1994) on the
management of diversified companies, builds upon the notion of strategic
similarity. Based on research among sixteen large, diversified British firms,
Goold and Campbell (1987) discerned three different roles or ‘strategic
management styles’ of corporate management teams: Strategic Planning,
Strategic Control, and Financial Control; Goold et al. (1994) refer to these styles
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as ‘parenting styles’. These styles differ in the degree to which corporate
management influences strategy development in the business units and the type
of control it imposes on these units. Strategic Planning companies are closely
involved with strategy development in their businesses and focus less on
performance control. Financial Control companies do not interfere with strategy
development of their business units but focus on defining financial performance
criteria and controlling against them. Finally, Strategic Control companies
balance competitive and financial ambitions by evaluating performance against
a set of financial and strategic objectives.

Goold and Campbell (1987) argue that each style deals in another way with
the fundamental tensions that exist within diversified companies. Examples of
such tensions include strong corporate leadership versus autonomy of individual
businesses and the advantages of detailed planning versus the necessity of an
entrepreneurial spirit. They also suggest that the effectiveness of a ‘strategic
management style’ depends on the degree of portfolio diversity: the Strategic
Planning style matches with a focus on a few core businesses, the Financial
Control styles fits in with companies that operate in similar businesses in
different industries, and the Strategic Control style matches with extensively
diversified firms. In terms of the metaphor of the spinning top introduced by
Ghoshal and Mintzberg (1994), each of these styles represents a different
balance between autonomy and synergy, control and initiative, spin and skin,
and bulk and base. They (1994: 8) argue that ‘the energy of diversified
corporations should be invested into sustaining a dynamic balance’ between
these tensions, which exist in all firms to some degree.

Goold et al. (1994) observed that companies rarely changed their ‘parenting
style’ voluntarily. They concluded that a style is closely connected to a
corporate management’s basic beliefs about (a) the kind of relationship it wants
to have with its businesses and (b) the best way in which the parent can add
value to its businesses. With respect to the latter, Goold et al. (1994) identified
four general sorts of value creation open to a parent: enhance the stand alone
performance of a business, maximise the value of linkages among businesses,
provide functional leadership and cost effective services for its businesses, or
create value by altering the composition of the business portfolio. Note that
relatedness in a firm’s portfolio is only clearly discernible from the outside in
the second and, possibly, the third instance. In the other instances, the
relatedness is based upon largely tacit managerial knowledge.

Similarities between the views

Although the economic and management views on diversity clearly have
different theoretical roots, they share several core elements. The most notable
similarity is the centrality of intangible managerial knowledge in explaining the
existence and functioning of diversified firms. The economic view stresses the
importance of fungible, firm-specific knowledge and its inherent tacit character,
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which hinders transferability to other companies. The centrality of knowledge in
managing diversified companies in the managerial view goes without saying.
Further noteworthy is the emphasis scholars in this view put on the importance
of experience in shaping managerial knowledge and the stubbornness with
which it changes. With respect to the latter the two views meet again as the
economic view points to the embedment of knowledge in the organisational
routines of firms.

Conclusions on diversification research

Corporate diversification is without doubt among the most intensively studied
themes in strategic management. In this chapter we have reviewed a few
hundred empirical and theoretical studies which have been published in major
journals. By far the majority of these studies focus on the diversity-performance
nexus. Alas, the conclusions of diversity studies are far from identical and even
contradictory: empirical support exists for all kinds of relationship between
diversity and performance. In addition, researchers have identified numerous
variables that moderate this relationship but, as the majority of studies have
examined only one or a few moderating variables, research findings are rather
fragmented. Moreover, due to the coarse-grained research methodologies
employed, conclusions on moderating variables are general in nature. Finally,
diversity studies have concentrated on large, multinational and mostly U.S.-
based companies thereby ignoring small and medium-sized firms.

We largely hold the coarse-grained research methodologies, which have
dominated diversity research in the past decades, responsible for the
unsatisfactory aggregate outcome of this extensive body of research. While such
methodologies are appropriate to test (detailed) hypotheses, they are less
suitable to explore processes of strategic and organisational change
diversification induces. Hence, given the confusing results of diversity research
(ex)changing the dominant research approach may be beneficial. For this reason
Grant  et al. (1988), Ramanujam and Varadarajan (1989) and Datta et al. (1991)
argue for the use of more fine-grained methodologies, such as case studies. Such
methodologies offer the possibility to gain insight into the complex web of
linkages between the host of organisational and environmental factors that (may)
influence the diversity-performance relationship. The (few) studies that have
examined the process in which companies diversify indicate that this process
can have a significant influence on the outcome of diversification attempts (and
thus on firm performance).

Fine-grained methodologies enable detailed examination of managers’
experiences and learning during the process of diversification. More in
particular, case studies offer the possibility to chart the perspectives of the
managers involved in, and responsible for, a diversification project. Several
studies indicate that such a management perspective may differ considerably
from the (often general) perspective of external researchers. The theoretical
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views on diversity, which we discussed in the last section of this chapter,
strongly suggest that tacit managerial knowledge about idiosyncratic physical
and human capital may in particular contribute to differences between both
perspectives, as such knowledge is problematic to articulate (if at all possible
even).



Chapter 3 

Diversification and Growth by SMEs

In Chapter 2 we reviewed the extensive body of research into corporate
diversification that has been published in the past four decades. It turned out that
despite hundreds of studies published in major journals, much remains to be
understood about corporate diversity and diversification. Put straightforwardly,
the aggregate outcome of diversification research is contradictory, fragmented
and conclusions are largely general in nature. We concluded that a fundamental
change in the research strategy is needed to give diversification research new
impulse and gain new insights. More in particular, fine-grained methodologies
are needed to examine the process of diversification in detail and pay close
attention to managerial knowledge and processes of individual and
organisational learning. Insights into these aspects can contribute to the
development of a theory of diversification.

The review on diversification research also revealed that researchers have
hardly paid attention to small and medium-sized enterprises (SMEs). This chapter
focuses on the few studies that have studied diversification by SMEs and which
indicate that a substantial percentage of SMEs is diversified to a greater or lesser
degree. In addition to these studies, we turn to the (more extensive body of)
research that has been conducted on the growth of SMEs to identify factors that
may influence success and failure of diversification projects. On the basis of
both streams of research and considering the characteristics of SMEs in general
(as opposed to large, multinational corporations), we expect that some funda-
mental differences exist between diversification by SMEs and large companies.
Most intriguing in this respect is the omnipresence of the owner-manager(s) and
the effects this may have for processes of individual and organisational learning.

This chapter starts with a description of SMEs and shortly enumerates their main
characteristics. It then turns to the research that has been conducted on
diversification by SMEs. As diversification often involves growth, the next
section examines the extensive research into the growth and development of
SMEs. It is not our intention to give a full and comprehensive overview of this
stream of research; we limit our review to factors that may (also) be relevant to
diversification by SMEs.
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Characteristics of SMEs

There is no single, uniformly satisfactory, way to define an SME and distinguish
it sharp and neatly from large firms. Zwart (1991), for example, reviews nine
different definitions of SMEs and Storey (1994) reviews another five. The most
commonly used criteria relate to measures of size, such as number of employees,
sales turnover and balance sheet value. For example, firms with less than 100
employees are generally considered as small enterprises while firms that employ
between 100 and 500 employees are rated among the medium-sized enterprises.
Although the measurability of such criteria is attractive, their simplicity is
deceiving. Both Zwart and Storey note considerable differences across countries
and between industries that seriously hinder a univocal delineation. Moreover,
problems with size criteria increase when a multiplicity of criteria is used. But
what is more important, the essence of what an SME is, goes well beyond
measures of size per se. As Penrose (1959) remarks, small and large firms are as
different as ‘a caterpillar is from a fly’. The true differences between SMEs and
large firms hide in the qualitative characteristics of SMEs. In the SME-literature a
number of these return time and again and together characterise SMEs.

Although the diversity among SMEs and its owner-managers is large (see e.g.
Nooteboom, 1994; van Dijk and Thurik, 1998; Scherjon and Thurik, 1998), the
dominance and omnipresence of its owner-manager(s) is without doubt its most
outstanding characteristic (e.g. Gibb and Scott, 1985; Zwart, 1991; Burns,
1996). The owner-manager of an SME has an overwhelming influence on ‘his’
firm that makes his position incomparable to the position of (most) top-
managers in large firms. For one thing, it places his personal characteristics (e.g.
need for achievement and risk taking propensity), abilities and skills, education,
leadership and management style in a central position (McClelland, 1961;
Schollhammer and Kuriloff, 1979; Perry et al., 1984; Begley and Boyd, 1987;
Bird, 1988; Davidsson, 1991). The importance of the owner-manager(s) is well
illustrated by the central position of ‘the abilities of the owner-manager’ in
Churchill and Lewis’ (1983) stage model of small business growth, ‘the
individual’ as one of the dimensions in Gartner’s (1985) conceptual framework
for describing new venture creations, and Gibb and Davies’ (1990) overview of
‘the personality dominated approaches’ for understanding how SMEs are affected
by growth (cf. Snuif and Zwart, 1994). Relevant to this project, Kets de Vries
and Miller (1984) notice that because the owner-manager has such a central
position in a firm, his learning comes closer to the learning by the organisation
than the learning of top-managers in large firms (see also Schneider and
Angelmar, 1993).

Second and closely related, SMEs are generally independently owned,
operated, and financed (Committee for Economic Development, 1978; Peterson
et al., 1986; Hatten, 1997). For many owner-managers the search for
independence was a major reason to start up the firm in the first place (Hornaday
and Aboud, 1971; DeCarlo and Lyons, 1979), although this may differ between
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urban and rural areas (Westhead and Wright, 1998) and across countries
(Scheinberg and MacMillan; 1988; Zhuplev et al., 1998). The independence of
ownership has a number of implications, involving such issues as funding,
ambitions for growth, aspired returns, and time horizons. Normally, the owner-
manager himself or a small group of relatives and acquaintances (Borrower et
al., 1996) supply capital and hold ownership. In specific instances private
investors or development companies may hold a (minority) share in the
company. Whatever the case, the relationship between the owner(s) and the
business is fundamentally different from that between the shareholder and a
large firm quoted on the stock exchange. Amongst other things, SME-managers
may feel less pressure to maximise profitability, at least not in the short run.
Note that as firms age and grow, ownership patterns often dilute (Hendry et al.,
1995). As a result, even many so-called small firms are not strictly ‘owner-
managed’ anymore.

Thirdly, due to their independence, SMEs tend to face constraints with respect
to resources and skills (e.g. Adams, 1982; Churchill and Lewis, 1983; Hambrick
and Crozier, 1985; Hunsdiek, 1985; Weinrauch et al., 1991; Hay and Kamshad,
1993). Gadenne (1999) found that financial leverage was the only factor across
three different industry groups that explained the success of SMEs. Constraints
are not limited to financial resources but (may) extend to resources and
capacities in every other functional area, in particular marketing-skills (Adams,
1982; Siropolis, 1990; Weinrauch et al., 1991; Huang and Brown, 2000).
Managerial constraints are reflected in the lack of staff personnel and
departments within SMEs. Many owner-managers largely take care themselves of
most or many staff activities as diverse as controlling, marketing, and
production and logistics operations.

Finally, SMEs are likely to face greater uncertainty in the environment in
which they operate (Wynarczyk et al., 1993). SMEs tend to operate in a single
market or a limited number of markets and to have a limited customer and
product base (Burns, 1996). As a consequence, the scope of their operations is
mostly limited and they find it more difficult to spread their business risk.
Moreover, they are generally small relative to the industry in which they operate
compared with competitors, suppliers or customers (Committee for Economic
Development, 1978; Burns, 1996; Hatten, 1997). As a consequence, SMEs are
unlikely to exert much influence on their market and they often find themselves
to be price-takers (which is another reason why SMEs face more risk than large
firms).

Research on diversification by SMEs

In Chapter 2 we observed that the mainstream of diversification research has
focused on large, multinational corporations. Only a few (survey) studies have
investigated diversification among SMEs. Due to these studies, we know that
diversification is not limited to large, multinational corporations. Moreover, the
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studies indicate that diversification by SMEs differs in several respects from
diversification by their larger counterparts. Based on the studies available, we
will successively estimate the degree to which SMEs are diversified (on average),
consider the motives for diversification by owner-managers of SMEs, and list the
major findings of these studies.

Degree of diversification among SMEs

It is not precisely deducible from the small number of studies that have
investigated diversification among SMEs how diversified SMEs on average are
(Bood, 1996c). When comparing these studies, a rather varied picture of the
degree of diversification of  SMEs emerges. The main reason for this is that the
studies employ rather different definitions of both SMEs and diversification.
With this in mind, we will only make a rough estimate of the diversity of SMEs
based on three studies at hand to get an indication of the importance of
diversification for SMEs (and thus of the relevance of the present research
project).

The STRATOS research project (STRATOS; 1990) investigated more than 1,100
SMEs with less than 500 employees in eight European countries. It concluded
that SMEs are fairly diversified. Well over 88% of these firms had two or more
product groups, while almost 70% also served two or more consumer groups.
During the past three years, 38% of the firms in the STRATOS-project added new
product groups from within their industry and almost 20% added product groups
from another industry to their portfolio. Unfortunately, the project did not define
what constituted a ‘product group’ leaving it to the interpretation of the
responding owner-manager.

Robson et al. (1991) examined 110,000 firms with less than 200 employees
in the British Dunn & Bradstreet database. Each company record in this
database can have up to four entries for the areas of business (i.e. SIC-codes) in
which the company operates; only business areas that account for at least 10%
of the company’s turnover are recorded. Robson et al. found that 40,000
(36,4%) of the firms in the Dunn & Bradstreet database had two or more
business economic sector entries, indicating a fair degree of diversification. The
proportion of the firms that were diversified steadily increased with firm size,
but the difference between the largest and the smallest firms in the database only
differed 10% (on average).

Gankema et al. (1994) examined the Dutch INTERSTRATOS-data
(Internationalisation of Strategic Orientation of Small European Businesses) that
encompasses 978 firms employing less than 500 people. On the basis of a
cluster-analysis, they characterised the strategy of 49 firms (5%) as one of
diversification. These firms had a large number of both products groups (on
average 11.6) and customer groups (on average, 14.3). Note that the Dutch firms
in the INTERSTRATOS-sample on average had 3.7 products groups in their
portfolio and served 3.8 different customer groups. The group of firms following
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a diversification strategy were substantially larger than the average firm in the
sample (81 employees compared with 41.2 employees for the whole sample).

The three studies clearly differ strongly in their conclusion on the diversity
of SMEs. Considering the large number of possible definitions of a ‘product
group’ as perceived by an owner-manager, the 80% found in the STRATOS-
project most likely is an overestimation of SME diversity. Given the
methodology used, the 5% based on the INTERSTRATOS-data, on the other hand,
may underestimate the degree to which SMEs are diversified (which is also
suggested by the average number of product groups in the entire sample). A
realistic estimation of the degree of diversification lies somewhere in between
these two percentages, possibly near the figures Robson et al. (1991) found.
Therefore, a rough guess is that approximately one third of the SMEs is
diversified to a more or lesser degree. Note that this estimation is slightly higher
than Lynn’s (1998) estimation that roughly a quarter of the SMEs in Eastern
Europe and Russia are diversified to some extent. Future studies may want to
use more precise definitions of diversity (for example following Rumelt’s
classification scheme) to throw more light on the ‘true’ degree of diversification
among SMEs.

Reasons for SMEs to diversify

Why do so many SMEs diversify? Only a few studies examined the motives
owner-managers of SMEs have to diversify. Lynn and Reinsch (1990) conducted
the most extensive study; their sample included 91 diversified, owner-managed
businesses operating in the state of Texas that together diversified 174 times
(ranging from one to three times per owner). Their findings largely correspond
with the general motives behind diversification moves that we listed in Chapter
1, but there are some notable differences. ‘Growth and financial exigencies’
were mentioned in as many as 90% of the diversification projects and by nearly
100% of the owners. This category includes motives like seeking financial
growth, meeting a need in the market, stimulating sales, and reducing risk. Also,
the use of excess resources like market position, use of by-products, and surplus
cash provided an important incentive for diversification. Taken together
financial and growth reasons were mentioned by nearly two thirds of the
business owners and in more than half of the instances of diversification.

Only five business owners (in 4% of the cases) in Lynn and Reinsch’s
research mentioned ‘escaping a satured market’ as a main reason to diversify.
Sandvig and Coakley’s (1998) research among nine small defence contractors
that were forced to diversify when confronted with declining markets illustrates
this motive. They found that the most successful firms retained their strategy of
providing highly specialised products and services and, in addition, relied on
their existing core competencies to attain a competitive advantage in their new
markets. Lynn and Reinsch’s finding contrasts with Mosakowski (1990) who
found strong support for the existence of the survival motive in a sample of 122
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small entrepreneurial U.S. firms. She found that firms with inferior performance
diversified significantly more than firms with superior performance. Moreover,
the presence of organisational slack had a positive effect on the initiation of new
business activities, which confirms the importance of excess resources in
diversification decisions.

Lynn and Reinsch’s research also identified a major and intriguing difference
with diversification by large firms: nearly 88% of the business owners stated
that they had personal reasons for all or some of their diversification attempts.
With these figures, personal reasons occupied the second place, just behind
growth and financial exigencies. Among the personal reasons, ‘benefit my
spouse’ (in 52% of the instances) and ‘provide variety for me’ (35%) were
mentioned most often. Clearly, for large manager-controlled companies listed at
the stock exchange such reasons would be marked as ‘irrational’ and
illegitimate’! But are they for SMEs? When managers of large firms pursue their
own personal goals instead of the objectives of the shareholders they are said to
misuse the funds that are trusted to them (cf. Shleifer and Vishny, 1989; Morck
et al., 1990). But in SMEs owner and manager are one and the same. It is
interesting to note that, as mentioned in Chapter 1, Jensen (1986) and Shleifer
and Vishny (1989) advise large firms that managers should have significant
ownership stakes in their companies to protect shareholders against the dangers
of such value-reducing strategies.

On the basis of (qualitative) research among 23 Scottish ‘habitual’
entrepreneurs1, who are simultaneously involved in two or more businesses,
Rosa (1999: 58) concluded that serendipity and opportunistic behaviour play a
central role in diversification into new ventures:

‘Many entrepreneurs were alert for new opportunities, and ready to act when they
came, but nevertheless did not rigidly plan in advance which particular business
they wanted to move into. Only when entrepreneurs were in financial difficulties
and wanted to diversify out of trouble did proactive searching for new businesses
start.’

Although most of the surveyed entrepreneurs did not plan the next business,
Rosa found that background and experience might make a difference.
Entrepreneurs from corporate backgrounds were more apt to rely on planning
and other corporate management practices.

                                                
1 Although there is a vivid and ongoing discussion among SME-scholars on the differences

between these entrepreneurs and SME-owners (see e.g. Carland et al., 1984; Cunningham
and Lischeron, 1991), we will make the two interchangeable for the purpose of this study.
In doing so, it is not our intention to degrade this discussion or to deny that all
entrepreneurs are SME owner-managers and vice versa.
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Findings of diversification research among SMEs

Next to determining the degree of diversification and the motives behind
diversification moves, the few empirical studies, that are at hand, have examined
the diversification processes and track records of diversified SMEs. Probably
thanks to the small number of studies, the findings are less confusing than those
produced by the mainstream diversification research among large firms.

With respect to the process of diversifying, Lynn and Reinsch (1990) found
that owner-managers of SMEs preferred diversifying by initiating new activities
themselves (84%) over acquiring other firms. They also observed, however, that
the activities of the diversified SMEs tended to be relatively distinct. Resources
like technology and machinery (28,5%), marketing and advertising (23,5%) and
own products (20%), which may indicate relatedness between activities, were
only rarely shared. More general resources like accounting and consultant
services were the only resources shared by more than half of the firms in the
sample (58%). An absence of close relatedness between existing and new
activities may well be explained by the high percentage of personal motives for
diversification.

SMEs that diversify into a variety of distinct activities may well run into
problems as a result of a lack of skills and resources. On the basis of research
among 95 small, fast-growing U.S. firms, Fombrun and Wally (1989) concluded
that fast-growing firms hired external managers at the expense of internal
promotions as their product diversity increased. They suggested that in doing so
these firms met a felt need for a broader portfolio of skills. In addition, Fombrun
and Wally (1989) found that firms became more bureaucratic and formal as their
product diversity increased; note that this finding is in line with general
organisational development theory (e.g. Gibson et al., 1994).

Taken together, the studies that have evaluated the track record of diversified
SMEs suggest a curvilinear relationship between firm size and diversification
performance. These studies indicate that diversification only pays off beyond a
certain organisational size but gains disappear when an SME diversifies too
widely and turns into a conglomerate. Robson et al. (1991) qualified the poor
growth performance of diversified companies with less than thirty employees,
compared to their non-diversified counterparts, as their major research finding.
They conclude that the ‘maxim of “do not put all your eggs in one basket”, is
only applicable after a solid based has been established in the primary business
in which the firm operates’ (Robson et al., 1991: 42). Moreover, non-diversified
firms beyond a certain size (> 40 employees) had a significantly higher chance
to go bankrupt than diversified firms of the same size. This suggests that
diversification may be an effective way to reduce the risk of bankruptcy for
larger SMEs. Note that this finding may explain the relatively high percentage of
SMEs that are diversified: in the STRATOS-project (STRATOS; 1990), SME-
business owners ranked ‘survival’ as the second most important objective of
their business. Also note that Robson et al.’s (1991) ‘minimum-efficient scale
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rule of diversification’ may depend on the dynamics of the industry in which
SMEs operate: in a research project among 100 young, technology-based firms
McCann (1991) observed that the highest performing firms actively sought for
product diversification independent of their size and age.

Robson et al.’s (1991) findings are confirmed by Siegel et al. (1993) and
Gankema et al. (1994). The former compared small and medium-sized firms and
found that the high-growth companies in their sample of medium-sized firms
displayed a greater propensity for market and product diversification. On the
basis of this finding Siegel et al. (1993) suggest that the owner of a (very) small
firm may lack the required resources, skills and experience for success in a new
field. Gankema et al. (1994) found the most strongly diversified SMEs (i.e. the
firms following a diversification strategy) in their sample to be the best
performers in terms of sales and turnover received from exports. Diversification
may, however, come at the expense of growth. Robson et al. (1991) observed
that larger diversified SMEs faced lower growth rates and were more likely to see
their turnover decline. Smallbone et al. (1991), who studied 126 manufacturing
firms in depth, found the strategy of diversification to be weakly associated with
high growth. Moreover, when SMEs diversify too widely the costs of
diversification may well exceed the advantages: Lynn and Reinsch (1990) noted
that ‘conglomerate’ SMEs experienced a much higher overall volatility in
performance and showed a far higher bankruptcy rate than the other SMEs in
their research. These findings should, however, be interpreted with similar
reservations as the findings of mainstream diversification research (see
observation 2, Chapter 2). For one thing, the causality between diversity and
performance may go both ways (cf. Grant et al., 1988).

In closing this subsection, Lynn and Reinsch (1990) observed a relationship
between profitability and age of diversification: while most diversification
projects in their sample were profitable, the profitability of older diversification
projects was significantly higher than those of younger projects.

Conclusions on diversification by SMEs

Given the few studies on diversification by SMEs, we can only draw a few
tentative conclusions. Firstly, diversification appears to be a viable strategy for
an SME beyond a certain firm size. The studies at hand suggest that a solid base
is required before diversification adds to the performance of an SME. It seems
that larger firms either have developed the necessary skills through experience
or have the resources to buy these (e.g. hire external managers). Secondly, SMEs
that diversify too widely and grow into small conglomerates run the risk of
bankruptcy as they lack resources and skills to manage a large variety of distinct
businesses. Finally, although based on a narrow empirical sample, the performance
of diversified smes seems to be somewhat better than the results obtained by their
bigger counterparts. We can only loosely hypothesise about the reasons for this
(and hope that the present resesarch throws some more light on this).
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Research into the growth of SMES

Because the number of empirical studies on diversification in SMEs is small and
diversification often involves growth, we decided to additionally explore the
research into the growth and development of SMEs to identify factors that may
be relevant to diversification in SMEs. This stream of research shares several
characteristics with mainstream diversification research. Just as diversification is
a major research topic within the field of strategic management, research into
the growth of SMEs occupies a prominent place in the research on SMEs.
Moreover, both streams of research have predominantly employed large-scale
statistical methodologies and produced highly fragmented findings. Many
factors have been found to correlate with the growth of SMEs but the knowledge
on how these factors interact is limited. Furthermore, comparison across studies
on SME-growth is seriously hindered by, amongst other things, the lack of
common terminology for many major concepts (d’Amboise and Muldowney,
1988; see also the discussion on the definition of SMEs above), the lack of using
theory in identifying variables (Gibb and Davies, 1990), the use of a wide
variety of growth measures (Storey, 1994; Delmar, 1996), and differences in the
periods of time over which growth occurred (Storey, 1994). Like in the
mainstream of diversification research, SME-studies on growth often reach
contradictory conclusions on the impact of variables on firm performance. In
fact, Storey (1994) found that this observation applies to nearly every factor that
has been included in studies on SME-growth!

The fragmented nature of the research on SME-growth is well illustrated by
the four fundamentally different approaches to the study of SME-growth Gibb
and Davies (1990; see also Snuif and Zwart, 1994) identified. Personality
dominated approaches explore the impact of the entrepreneurial personality and
capability on firm growth, which include the owner-manager’s personal goals
and strategic vision. Organisational development approaches seek to
characterise the way in which the organisation of an SME develops and
influences (and is influenced by) its owner-manager. Business management
approaches focus upon the importance of business skills and the role of
functional management, planning, control and formal strategic orientations.
Finally, sectoral and broader market led approaches are more macro in scope
and include research on regional development and specific industry sectors.

The diversity of research approaches and the fragmentation of research
findings have led to harsh conclusions on the current state of growth research by
prominent SME-scholars. Consider, for example, the following quotes:

‘There is no grand management theory for small business, no all encompassing
theoretical framework capable of explaining and guiding the management of
small firms.’ (d’Amboise and Muldowney, 1988: 236)

 ‘. . . there is no comprehensive theory of small and medium enterprise
development which clearly brings together all the relevant parameters into a
model and indicates how each part interacts with the other. The production of
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such a theory and explanation in the near future is unlikely.’ (Gibb and Davies,
1990: 26)

These quotes, which are still very relevant today, breath a similar atmosphere as
the quotes by Ramanujam and Varadarajan (1989) and Datta et al. (1991) on the
current state of diversification research cited in Chapter 2. We therefore argue
that research findings on the growth of firms should be interpreted with
considerable caution. Table 3-1 shows the main themes that emerge from the
literature on SMEs; in the following we will briefly discuss each theme.

(Un)importance of personality characteristics

The early Schumpeter (1910) loudly praised the creative nature of independent
entrepreneurs (‘animal spirit’) to whom he ascribed the initiation of many
important innovative developments (see for an example in the Dutch retail
market, Nooteboom, 1984). Following Schumpeter, over the years several
specific personality characteristics have been attributed to successful
entrepreneurs and SME owner-managers alike. Many SME authors have
extrapolated these characteristics to explain the existence of successful and fast-
growing SMEs. In general, successful SME owner-managers are thought to have
an internal locus of control (Rotter, 1966; Brockhaus, 1982), a high need for
achievement (McClelland, 1961), a high tolerance of ambiguity (Sexton and
Bowman, 1985; Begley and Boyd, 1987), a high need for independence and
autonomy (Hornaday and Aboud, 1971; DeCarlo and Lyons, 1979), and an

(Un)importance of personality characteristics

Reluctance to involve outsiders

Engaging in external networks

Changing role of owner-manager

Adapting the internal organisation

Building a management team

Managing ‘soft’ resources

Problem-initiated learning

Benign environments

Table 3-1
Themes in research on growth of SMEs
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action-oriented mode of learning (Gibb, 1999). In addition, they are seen as
measured risk takers (McClelland, 1961; Brockhaus, 1980), who are able to
perceive opportunities long before others do (Kaish and Gilad, 1991; Palich and
Ragby, 1995), are able to manage a wide range of tasks (Gibb, 1999), and are
highly motivated to reach their goals (Davidson, 1991; Storey, 1994). Carland et
al. (1989) suggest that the development of formal written plans may be an
indication of the presence of such personality characteristics but their
observation has only found limited support. Above all, successful owner-
managers seem to be able to cope with, and enjoy an entrepreneur’s ‘life world’
as characterised by properties like freedom, control, responsibility, and
uncertainty (Gibb, 1999).

Over the years the importance of personality characteristics to the growth
and performance of SMEs has been seriously criticised. Several authors have
pointed to the contradictory evidence or even to the total absence of the
influence of personality characteristics (e.g. Gasse, 1982; Chell, 1985; O’Farell
and Hitchens, 1988; Gibb and Davies, 1990; Stevenson and Jarillo, 1990). Gibb
and Davies (1990) argue that the literature on personality characteristics ignores
the capacity of people to learn and change over time (see also MacMillan, 1987;
Reuber, 1990; Hendry et al., 1995). Personality characteristics may, therefore, at
best explain why people start a business of their own (e.g. Begley and Boyd,
1987), whether or not they are successful with it depends upon (the interaction
with) a host of other factors as well (e.g. Sandberg and Hofer, 1987; Feeser and
Willard, 1990; Keeley and Roure, 1990).

The reason for the fragmented findings on the importance of personality
characteristics may be that the entrepreneur does not exist. As Gartner et al.
(1989: 184) put it, ‘there is no “average” in entrepreneurship [because]
exploiting opportunities is more often doing things differently, rather than
following the typical’. Entrepreneurs have different backgrounds, education,
skills and motivations, they behave differently and lead different businesses that
operate in different environments (Sexton and Bowman, 1985). A large part of
the research on personality characteristics nevertheless (mostly implicitly)
assumed that all entrepreneurs are the same. Empirical evidence undermining
this assumption is growing (see e.g. Cromie and Johnson, 1983; Gartner et al.,
1987; Woo et al., 1991; Begley and Boyd, 1987; Merz et al., 1994). In the end,
given opportunity and ability, mere intention, motivation and commitment to
grow and develop a business seems to be crucial (cf. Davidson, 1991; Smallbone
et al., 1991; Gibb and Scott, 1985). As Bird (1988: 442) puts it:

‘Even though entrepreneurial ideas – for new products, new services, new social
movements – begin with inspiration, sustained attention and intention are needed
in order for them to become manifest’.
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Reluctance to involve outsiders

The personality characteristics of entrepreneurs appear to hide an interesting
paradox: the same factors that stimulate an entrepreneur to build a business may
limit its subsequent success. Entrepreneurial characteristics like a search for
independence and autonomy, a resistance to conformity, a low need for support,
and interpersonal aloofness – which, as we noted, are found to be necessary
requirements to start a business in the first place – can lead to serious problems
when the internal organisation and management structure have to be changed
and to a reticence to use external resources. SME owner-managers are found to
have difficulties with delegating responsibilities and sharing information
(Adams, 1982; Sexton and Bowman, 1985). Moreover, they have ‘a deep seated
reluctance to use debt to finance long term growth’ (Hay and Kamshad, 1993:
19; see also Grieve Smith and Fleck, 1987). Their reluctance to change and
attract external financial resources in the company may limit further growth.

Similar considerations that prevent SME owner-managers to use external
funds may hinder them in recruiting suitable qualified management from the
outside. As a consequence, Hay and Kamshad (1993) found that most
management teams were insufficiently large and not suitably balanced, making
the skill base among existing managers somewhat lop-sided. Not suprisingly,
many owner-managers felt themselves to be “too busy to grow”. They lack the
managerial slack necessary to identify growth opportunities and the managerial
resources to exploit them (see also Kleinknecht, 1989). According to Adams
(1982), the reluctance to use external funds and recruit external managers is
interrelated: because SMEs lack sufficient financial resources they find it difficult
to recruit the high-calibre staff required in a growing company. The firms that
do hire external managers see themselves rewarded by high growth (Fombrun
and Wally, 1989). When discussing the importance of building a management
team we return to this issue.

Engaging in external networks

The reluctance of SME owner-managers to involve outsiders in their business, be
it financially or managerially, also seems to extend to their networking practices
(Birley, 1982; Cannon, 1985; Curran et al., 1992; Hendry et al., 1995). Scholars
increasingly recognise the value of networks for the survival and growth of
SMEs. Networks are intricate structures constituting of both ‘manifest’ and
‘latent’ links (Kamann and Strijker, 1989). Whereas the former are (possibly)
observable from the outside, the latter are essentially only known to those that
are directly involved in the network. Networks offer SMEs access to necessary
resources that are otherwise unobtainable, stimulate learning and secure
flexibility, which is threatened by the progressive accumulation of resources
(Cooper, 1982, Thorelli, 1986; Bäckström and Linquist, 1991; Jarillo, 1989;
Kamann, 1998). Coleman (1988) and Johannisson (1988) even argue that an
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entrepreneur’s ‘social capital’ is an absolutely crucial resource to his business.
In a similar vein, Deakins and Freel (1998) and Gibb (1999) consider the ability
to network as a key component of successful entrepreneurship. In addition,
successful and high-growing SMEs seem to use (professional) external advisors
more often and have more skills in using them (Woodworth, 1969; Cooper,
1982; Cooper et al., 1986).

Changing role of owner-manager

The same personality characteristics that characterise an entrepreneur may
hinder him in a role as CEO of a growing firm. Both the literature on stage
models of firm growth (e.g. Greiner, 1972; Kimberly and Miles, 1980; Churchill
and Lewis, 1983; Smith et al., 1985; Scott and Bruce, 1987; Kazanjian, 1988;
Kazanjian and Drazin, 1990) as well as research on the growth of firms (e.g.
Cooper, 1982; Gibb and Scott, 1985; Hambrick and Crozier, 1985; Hunsdiek,
1985; Fombrun and Wally, 1989; Armstrong, 1991; Smallbone et al., 1991;
Merz et al., 1994) indicate that owner-managers of high-growing firms have to
change their role and management style for their company to grow in size and
diversity. Amongst other things, this research indicates that successful owner-
managers delegate more responsibilities, hire external managers that
complement their existing skill and knowledge bases or even replace these,
increase their strategic awareness and spend more time on planning proactively,
are able to envision and anticipate the firm as a larger entity, and have a greater
concern for efficiency, organisational co-ordination and political support. By
way of illustration, consider Gibb and Scott’s (1985: 619) remark about
envisioning the future state of the firm:

‘The essence of small company planning for new development and growth . . .
lies in its ability to project in the future the consequences of its present actions
and to think strategically about these.’

Their need for autonomy and dominance, more often than not hinder owner-
managers in adapting their role and managerial style to a growing company. As
a result the growth of their company stagnates. Growth may continue again if a
new, succeeding generation enters the company (Clifford et al., 1990) and,
being more receptive to less conventional managerial views, changes the
dominant managerial style significantly (Stanworth and Curran, 1976).

Adapting the internal organisation

Research that has examined the life cycle of organisations indicates that during
the early developmental phases of a business, external environmental problems
are paramount but as SMEs grow and develop internal problems (seem to)
become more important (Kazanjian and Drazin, 1990; Dodge and Robbins,
1992). The necessary changes in the owner-manager’s role and management
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style are but one aspect of such problems. Kazanjian and Drazin’s (1990)
research, for example, indicates that different stages of growth require different
organisational structures; there is no ‘universal best way of organising’ (see also
Burns and Choisne, 1991). As the technology-based ventures in their research
grew and the number of managers increased, delegation, decentralisation, and
formalisation increased (see also Bitner and Powell, 1987). Fombrun and Wally
(1989: 120) suggest that in fashioning their management systems to the greater
size and complexity of their organisations, the management of growing firms
successfully responds to various contradictory pulls:

‘(1) the need to control while simultaneously enhancing quality and creating new
products to maintain parity with competitors; (2) the pull to centralize in order to
retain control while simultaneously diversifying product offerings to remain
competitive; (3) the desire to formalize so as to maintain internal consistency
while also encouraging the contributions of autonomous, self-managed
professionals to an embryonic corporate culture.’

In essence, these pulls seem to come down to cherishing the entrepreneurial
behaviour that is critical in retaining the growth and competitive advantage of
any firm. To secure and stimulate such behaviour, special organisational
arrangements may have to be installed (Burgelman, 1983, 1984; Kanter, 1985;
Stevenson and Jarillo, 1990). Moreover, high-performing SMEs appear to
introduce organisational changes gradually as supplements to, rather than
replacements for, existing approaches (Hambrick and Crozier, 1985; see also
Cannon, 1985; Santarelli and Sterlacchini, 1990). Sometimes they install a
consolidation period after a growth surge (Perry, 1985).

Building a management team

This theme is closely related to the preceding two. Empirical studies indicate
that the size and composition of management teams determine the potential
growth of an SME. The management teams of high-growth firms tend to be both
larger and more balanced in terms of functional backgrounds (Argenti, 1976;
Kazanjian, 1988; Feeser and Willard, 1990; Armstrong, 1991; Hay and
Kamshad, 1991; Siegel et al., 1993). Well in advance of the realisation of
growth, high-growing firms enlarge their management teams, often by hiring
managers that have experience in larger firms. As Hambrick and Crozier (1985:
32) put it: ‘the team needed for tomorrow is hired and developed today’ (see
also Wynarczyk et al., 1993). The need to hire managerial expertise seem to
apply especially to the marketing function, which often appears to hinder SMEs
in realising growth (Adams, 1982; Kazanjian, 1988; Carson and Cromie, 1989;
Weinrauch et al., 1991).
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Managing ‘soft’ resources

The discussion of the theoretical views on diversity in Chapter 2 highlighted the
central role of managerial knowledge in processes of growth and diversification.
The economic and the managerial view on diversity in particular point to the
crucial importance of idiosyncratic human capital with fungible characteristics,
proprietary knowledge, and managerial (process) knowledge on how to
effectively manage a diversified company. Although SME scholars do not use
this particular terminology, they widely stress the importance of managerial
knowledge for the success of firms (e.g. Gibb and Scott, 1985; Carson and
Cromie, 1989; Rothwell, 1989; Hay and Kamshad, 1991; Chandler and Hanks,
1994). What is more, they suggest that ‘soft’ resources may even be more
important to the success of SMEs, in particular given the limited availability of
physical resources. Gibb and Scott (1985), for example, argue that the growth in
turnover that an SME is able to realise strongly depends on the strengths and
weaknesses of its resource base and on its ability to manage and use it
effectively. Four out of the five resources they distinguish – based on both a
literature search and their own, extensive empirical work – are of a ‘soft’ or
‘behavioural’ nature and refer to managerial knowledge:

•  the material/physical resources that dictate the ease with which the company
can move from any existing position;

•  the accumulated experiences that include the skills and experience in offering
new products and entering new markets;

•  the degree to which the firm is able to control its activities;
•  the personal characteristics and management style of the owner-manager;
•  the quantity of new business ideas and their stage of development.

Closely related to the central role of managerial knowledge is the importance of
education and experience to the growth of firms. Whereas the evidence on the
importance of education for the performance of firms is mixed (compare e.g.
Gasse, 1982; Gibb and Davies, 1990; Storey, 1994; Storey and Westhead, 1996),
the importance of relevant managerial knowledge and experience seems to be
more widely recognised (see e.g. Cooper, 1982; Cooper et al., 1989; Keeley and
Roure, 1990).

Problem-initiated learning

Stage models on SME growth describe the various phases SMEs go through as
they grow in size and complexity and how firms are affected by this (see e.g.
Greiner, 1972; Kimberly and Miles, 1980; Churchill and Lewis, 1983; Smith et
al., 1985; Scott and Bruce, 1987; Kazanjian, 1988; Kazanjian and Drazin, 1990).
Over the years, these models have been severely criticised for, amongst other
things, lacking a solid empirical base (e.g. O’Farrell and Hitchens, 1988; Gibb
and Davies, 1990) and their inability to provide sound explanations for the
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growth of firms (Snuif and Zwart, 1989; Snuif, 1995). However justified this
criticism often is, (at least) one particular aspect of stage models seems to be
increasingly supported by empirical evidence: small firms grow as they
effectively respond to the set of distinct problems they are confronted with in
each subsequent stage (Churchill and Lewis, 1983; Kazanjian, 1988; Kazanjian
and Drazin, 1990). These problems function as triggers for learning if the owner-
manager is motivated to accept the challenges to acquire and develop the
knowledge and competencies that are necessary to deal adequately with these
problems (or support its development). Note that the nature of this learning
process matches closely with the nature of innovation processes in (small) firms,
which, according to Nonaka and Yamanouchi (1989; see also Burgelman, 1983;
Khan and Manopichetwattana, 1989), can serve as ‘catalyst for the self-renewal
of the organisation’. The very nature of the learning processes owner-managers
go through, characterised by significant and critical learning events, may result
in non-linear and discontinuous growth paths in which sudden spurts of growth
are followed by periods of stagnation (O’Farrell and Hitchens, 1988; Smallbone
et al., 1995; Deakins and Freel, 1998).

Benign environments

The foregoing themes all centre on the owner-manager of the SME, be it directly
or indirectly. Looking at the literature on SME-growth, it appears to us that only
one external factor is found to substantially influence the growth potential of
SMEs: firms that operate in attractive industries are more likely to grow than
firms that operate in less attractive markets (Sandberg and Hofer, 1987; Feeser
and Willard, 1990; Keeley and Roure, 1990; Lundström and Gandemo, 1991).
This finding corresponds with the superior performance of certain non-
diversified firms that have no need to, or do not wish to, diversify (see Chapter
2). Although findings like this are not extremely useful for existing SMEs that
already operate in a particular industry, research by Hay et al. (1993) indicates
that SMEs do have some choice when they decide to start up new activities.
Based on an analysis of 37,000 new U.S. ventures and a number of U.K. case
studies, they found that new ventures have higher chances of success if the
frequency with which the new offering is purchased is low, if it is a major
expenditure for the buyer, and if the role for service is high. In these instances
potential buyers will inform themselves well before they buy a product or
service, which offer the company better opportunities to show its competencies.

Conclusions on the growth of SMEs

If we overlook the (fragmented) research on the growth of SMEs, two, highly
complementary, themes strike us. The first theme centres on the personality
characteristics of SME owner-managers. Whereas personality characteristics do
influence the decision to start a company, empirical research has not been able
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to prove a relationship with the growth performance of SMEs. What is more,
apart from strong motivation, personality characteristics that stimulate an
entrepreneur to start up a company in the first place may even limit its
subsequent success. Typical entrepreneurial characteristics have been found to
prevent SME owner-managers from involving outsiders in their firm, using
external (financial) resources, engaging in, and making extensive use of, formal
networks, recruiting qualified managers and building a balanced management
team well in advance of growth (e.g. in terms of functional knowledge),
adapting the internal organisation of their company, and taking on a different
role themselves if (strong) growth is realised.

The second theme that surfaces from the research on the growth of SMEs is
the importance of managerial knowledge and experience. In fact, management
of these ‘soft’ resources may well be more important to the growth of SMEs than
the availability of the ‘hard’ physical resources. Important ‘soft’ resources
include skills and experience on how to offer new products and enter new
markets as well as process knowledge on how to manage and control a growing
company. There is a clear correspondence with the central elements of the
economic and managerial views on diversity, which we discussed in Chapter 2.

The reluctance of owner-managers to involve outsiders and use external
resources on the one hand and the importance of knowledge and experiences to
the growth of SMEs on the other hand, seems to be different sides of the same
coin. Crucial knowledge concerns managerial knowledge on how to adapt the
internal organisation, take on a different role when required, hire managers from
outside, build management teams that are balanced, engage in networks to
acquire knowledge and take notice of the experience of other firms, etc.
Growing SMEs seem to be led by owner-managers – committed to growth – that
have conquered their reluctance to involve outsiders and use external resources.
Learning plays an important role in this process. At distinct phases in their
growth, SMEs meet different problems to which its owner-managers will not
always have clear answers immediately. Apart from (extremely) benign
environments, SMEs will only grow if its owner-manager(s) sees these problems
as a trigger for learning and is willing to develop and acquire the knowledge and
competencies that are necessary to effectively deal with these problems. Note
that, in addition to bringing in relevant knowledge and experience, outsiders
may help an owner-manager in recognising important problems, especially those
that involve his own role and personal characteristics.

The research on the growth of firms as discussed in the foregoing pages is dated
in one important respect: none of the studies refers to the growing role of the
Internet in stimulating entrepreneurship and enabling the growth of SMEs. The
rise of the Internet has been accompanied by many new and largely (still) small
firms that often operate in a fundamentally different way from the (now)
traditional companies we are familiar with. The Internet enables small firms to
reach a broad customer base all over the world and, in doing so, defeat much
larger competitors. Within a period of only a few years, many Internet-firms
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have grown at astonishing rates and are now quoted on the stock exchange.
Although the long-term implications of the Internet are far from clear, it holds
the potential to change the corporate landscape dramatically. Given these
developments, SME-researchers have an obligation to study the role of the
Internet and its influence on the growth of SMEs.

Conclusions on diversification and growth by SMEs

After enumerating the stereotypical characteristics of SMEs, this chapter
reviewed the research on diversification and growth by SMEs. On the basis of the
small number of studies available we concluded that a substantial part of SMEs is
diversified (our rough estimation is a third of all SMEs). One of the most
remarkable observations, especially when compared with large firms, is that
SMEs often diversify for strictly personal reasons. Unfortunately, the main
research findings on diversification by SMEs are far from conclusive and rather
general in nature. They do not give owner-managers of SMEs much to go on.
Based on the studies available, we concluded that diversification can be an
attractive strategy for SMEs as it may improve profitability and reduce the risk of
bankruptcy. This may, however, come at the cost of lower or even declining
growth rates. Several studies indicate that SMEs are better to reach a certain
minimum size (a ‘solid base’) before diversifying. Moreover, if they choose to
diversify into new fields, they should not diversify too far away from their
primary lines of business.

The (more extensive) research on growth by SMEs has produced more
guidelines to owner-managers. Many findings in this stream of research can be
brought back to the prime characteristics of SMEs. In particular the omnipresence
of the owner-manager(s) sets the tone in the small and medium-sized firm. The
same personality characteristics that drive an entrepreneur to start up his
business may easily limit the subsequent growth of his company. Especially the
reluctance to involve outsiders in his firm and use external sources and
knowledge may hinder the firm in pursuing further growth. Growth of SMEs
seems to depend largely on the availability or development of the ‘proper’
managerial knowledge and experience on ‘how to do business with a growing
company and manage this effectively’. SMEs may, for example, greatly benefit
from dropping a ‘natural reluctance’ of their owner-managers to keep the
outside out and instead involve outsiders in the company and make extensive
use of external sources and resources. Moreover, as Gibb and Davies (1990)
emphasise in the context of SMEs, many owner-managers do have a capacity to
learn and change their thinking and behaviour over time. For one thing, as their
company develops owner-managers may learn about their own role and
(cognitive) limitations and act accordingly. Moreover, compared with large
companies, the owner-manager’s thinking and organisational action, and
individual and organisational learning tend to be more closely connected than in
large firms (Kets de Vries and Miller, 1984; Schneider and Angelmar, 1993).
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A priori we have no reasons to believe that the results of the research on the
growth of SMEs do not apply to diversification by SMEs. Growth and
diversification often (although not always) go hand in hand as owner-managers
identify attractive opportunities in other markets. Remember also that Ansoff
(1957, 1965) saw diversification as one of four possibilities for a firm to grow.
In fact, given that diversification is in several respects the most extreme of the
growth strategies, it may boast some of the problems that SMEs meet when they
grow. If this is the case, the findings of growth research apply the more to the
strategy of diversification. We are, however, aware that there are specific
instances when these results do not apply at all to diversification by SMEs. This
may, for example, be the case if a diversification attempt grows out of sheer
necessity as an owner-manager finds his firm in a rapidly declining market and
faces strongly decreasing profits and turnover.



Chapter 4 

Charting Organisational Learning

The preceding chapters discussed the strategy of diversification from various
perspectives. Chapter 1 showed how conceptualisations and definitions of
diversification have changed substantially over the years. It turned out that
scholars became increasingly interested in how managers conceptualised their
diversification activities as well as in the learning processes these managers go
through during diversification. Chapter 2 reviewed the extensive body of
empirical and theoretical research on corporate diversification and diversity. We
found the aggregate outcome of the mainstream of diversification research rather
disappointing: the findings are fragmented and contradictory and the (main)
conclusions are rather general in nature. Chapter 2 also yielded valuable insights
into the direction empirical research should go to increase our understanding of
diversification. In our view, a cognitive research perspective on processes of
organisational learning occurring in the course of individual diversification
projects may add to this understanding. Process-oriented diversification studies
and the managerial view on diversity support such a research approach in
particular. Subsequently, Chapter 3 reviewed the research on diversification and
growth by SMEs. Next to concluding that diversification is a relevant issue to
SMEs, we found that the owner-manager’s role and the way he thinks about his
company is absolutely crucial. Also, given the owner-manager’s central (and
often dominant) position in the company, his thinking and learning are closely
connected to the actions and learning of his company (which makes SMEs
suitable research ground for a cognitive research perspective).

This chapter develops the conceptual foundation of a research methodology for
charting processes of organisational learning. It does so by conceptualising
organisational learning in terms of cognitive change. Such an interpretation
enables the employment of existing cognitive mapping techniques, which are
currently used for mapping managerial and organisational cognition, for the
identification and registration of organisational learning. The research
methodology thus combines two research fields that have grown in popularity
among management researchers in the last decade, i.e. the fields of
organisational learning (OL) and of managerial and organisational cognition
(MOC).
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The chapter sets off with a discussion of the nature of learning and
organisational learning. The discussion shows that a conceptualisation of
learning as cognitive change represents but one interpretation of (organisational)
learning. The chapter then turns to the field of managerial and organisational
cognition. It discusses the main concepts in this field and gives a short overview
of the current ‘state of the art’. Subsequently, the methodology is presented in a
conceptual form. This chapter concludes with the potentialities for charting
organisational learning offered by a cognitive perspective. Chapter 5 will make
the conceptual notions developed in this chapter operational by combining three
specific cognitive mapping techniques.

Organisational learning

Within the last decade the notion that while individuals learn, so do groups and
organisations, has gained wide acceptance among managers and researchers of
management. Following a handful of publications in the 1970s, of which
Argyris and Schön’s (1978) contribution is probably the most cited, from the
middle of the 1980s onward the number of books and articles concentrating on
organisational learning has grown exponentially (cf. Crossan and Guatto, 1996).
Although the growth is impressive, when overlooking the field the conclusion
seems justified that the study of organisational learning is still in its infancy.
Much confusion exists as to its meaning; scholars seem to have at best only a
vague shared understanding on what organisational learning is (or may be).
Terms like organisational adaptation, change and adjustment are often used as
synonyms although they hide fundamentally different processes (Fiol and Lyles,
1985; Weick, 1991) and units of analysis are often taken for granted
(Edmondson and Moingeon, 1998). Also, organisational learning has been
defined in different ways and approached from both a normative (e.g. Pedler et
al., 1989; Senge, 1990; de Geus, 1988, 1997; Swieringa and Wiersma, 1992;
Dixon, 1994, 1997; DiBella and Nevis, 1997; Probst and Büchel, 1997; Senge et
al., 1999) and a descriptive perspective (see remainder of the chapter).
Moreover, theoretical contributions on who learns what and how are numerous
while the current empirical foundation is narrow (cf. Miner and Mezias, 1996;
see also remainder of this chapter). Finally, even the idea that organisations can
learn is subject of discussion. For example, as organising (‘to forget and reduce
variety’) and learning (‘to disorganize and increase variety’) are essentially
antithetical processes Weick and Westley (1996) qualified ‘organisational
learning’ as an oxymoron. Before discussing some of these issues in more depth,
we first touch upon the distinction between the ‘learning organisation’ on the
one hand and ‘organisational learning’ on the other.
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‘Learning organisation’ versus ‘organisational learning’

Part of the confusion around the concept of organisational learning can be
associated with the nowadays broad attention to the so-called ‘learning
organisation’ in management literature. Proponents of this literature have given
organisational learning a strong normative character by stressing the necessity to
learn and by suggesting that organisations only learn when they enhance the
effectiveness and performance of their operations. The confusion is further
reinforced by the somewhat metaphysical descriptions of the ‘learning
organisation’ than can be found in some of its literature. For instance, Senge
(1990: 14) defines a learning organisation as ‘an organization that is continually
expanding its capacity to create its future’. Similarly, Pedler et al. (1991: 1) refer
to the ‘learning company’ as ‘an organization that facilitates the learning of all
its members and continuously transforms itself’. Although definitions like these
appeal to practising managers, they do little to enlarge our understanding of
what learning by organisations is, apart from the suggestion that it has
something to do with change.

There exists an interesting tension between adherents of the prescriptive
literature on the ‘learning organisation’ and representatives of the descriptive-
oriented ‘organisation learning’ literature (see e.g. Tsang, 1997; Sims and
McAuley, 1996; Easterby-Smith et al., 1998). The former produce a steady flow
of instruments and methods that intend to contribute to the creation of a
‘learning organisation’. Meanwhile, the latter keep questioning the nature of
organisational learning, if it exists at all. Are the ‘do-ers’ standing here opposite
the ‘thinkers’? Or the ‘consultants’ opposite the ‘academics’? Or are the lines
between both camps not so clear and do both only stress different aspects of the
same phenomenon? The fact is that the two groups form two more or less
separate communities (cf. Easterby-Smith et al., 1998). Both communities have
developed their own language (compare e.g. ‘creating energy’ versus ‘triple loop
learning’), have conferences of their own (which are sometimes shockingly
different), have their own selective lists of ‘good’ books and articles (compare
e.g. Senge (1990) and the 1991 special issue of Organization Science). The two
rarely meet each other; only incidentally do the two communities mingle and
share some terminology, books, and authors (e.g. Argyris and Schön, 1978).

Building upon the argument that descriptive research can bring important
and valuable adaptations to prescriptive models, this research project departs
from the descriptive stream of organisational learning to distil both descriptive
observations as well as (some) managerial recommendations. The following
subsections go into some themes that are the subject of discussion within the
descriptive stream of research. Subsequently, we indicate where the approach
developed in this piece of research is positioned.
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Who is learning: individuals or organisations?

The relation between learning by individual managers and learning by
organisations remains obscure and the subject of ongoing debate and
investigation (see e.g. Duncan and Weiss, 1979; Cohen, 1991; Cook and Yanow,
1993; Cowan, 1993; Mirvis, 1996; Weick and Westley, 1996; Edmondson and
Moingeon, 1998). In writing on and studying organisational learning, scholars
have, either implicitly or explicitly, chosen different positions in this debate.
Together these positions can be represented as a bi-polar organisational learning
continuum (see Figure 4-1). At the one end of this continuum stand authors that
assume that only (key) individuals learn as agents of their organisation. Simon
(1991: 125) phrases this position most clearly:

‘All learning takes place inside individual human heads; an organization learns in
only two ways: (a) by the learning of its members, or (b) by ingesting new
members who have knowledge the organization didn’t previously have.’

At the other end of the organisational learning continuum are authors who
assume that ‘organisations-as-entities’ learn. Authors positioned at this end see
organisations acting and learning instead of individual managers. Most authors
on organisational learning can be found somewhere in between these two
extremes, although some position themselves at the far ends of the continuum in
Figure 4-1. We will shortly discuss each of these five categories in the following
(being aware that in doing so we go with seven-league strides through the
rapidly growing literature on organisational learning). Table 4-1 shows
contributions of organisational learning scholars to each category.

The majority of authors on organisational learning currently appear to be
positioned near the ‘learning-by-individuals’ end of the continuum. Although
these authors essentially describe organisational learning in the form of learning
by individuals, they conceive organisational learning as different from
individual learning. They typically start from the idea that individuals learn in

Learning-by-
individuals

Learning-by-
organisations

Learning-by-

individuals ‘plus’
Applying individual

learning theories
Organisational view
Social/culture view

Adaptive view

Figure 4-1
A continuum of research on organisational learning
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the context of their organisation but add to this that because organisational
learning is in its essence a social process, it is more than the plain aggregate of
individual learning experiences (for this reason we have labelled this category as
‘learning-by-individuals ‘plus’’). Sometimes they see it as less as ‘members may
lose enthusiasm, become sloppy in task performance, or lose touch with one
another’ (Argyris and Schön, 1978: 17), communication between organisational
units is imperfect (Cohen and Levinthal, 1990), or individual knowledge is not
exchanged or accepted by others and thus is not integrated into ‘the

Learning by
individuals ‘plus’

March and Olsen (1976)
Argyris and Schön (1978)
Duncan and Weiss (1979)
Schön (1983)
Shrivastava (1983)
Nystrom and Starbuck (1984)
Fiol and Lyles (1985)

Sims and Gioia (1986)
Cohen and Levinthal (1990)
Simon (1991)
Crossan et al. (1993)
Glynn et al. (1994)
Nonaka (1994)
Nonaka and Takeuchi (1995)

Applying individual
learning theories

Cyert and March (1963)
Lant and Mezias (1991)
Barr et al. (1992)

Hedberg (1981)
Sitkin (1991)

Organisation view

Normann (1977)
Jelinek (1979)
Miles (1982)
Mintzberg and Waters (1982)
Huber (1991)
March et al. (1991)
Starbuck (1992)

DiBella et al. (1996)
Inkpen and Crossan (1996)
Schwandt (1997)
Klimecki and Lassleben (1998)
Kuwada (1998)
Bontis and Crossan (1999)
Crossan et al. (1999)

Social/culture view

Normann (1985)
Brown and Duguid (1991)
Lave and Wenger (1991)
Blackler (1993)
Cook and Yanow (1993)
Sims and McAuley (1996)

Weick and Westley (1996)
Araujo (1998)
Gherardi et al. (1998)
Richter (1998)
Sims (1998)

Adaptive view
Nelson and Winter (1982)
Starbuck (1983)
Levitt and March (1988)

Van de Ven and Polley (1992)
Pennings et al. (1994)
Barkema and Vermeulen (1998)

Table 4-1
Some contributions of organisational learning scholars in each category
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organisational knowledge base’ (Duncan and Weiss, 1979). In other cases
authors in this category see organisational learning as more than the aggregate of
individual learning as knowledge is created in the process of articulating and
amplifying individual knowledge (Nonaka, 1994; Nonaka and Takeuchi, 1995).

The more the importance of social, organisational processes is stressed, the
more one moves to the other end of the continuum. More near the middle of the
continuum are authors that apply theories of individual human learning to
organisations (cf. Cook and Yanow, 1993). This group of authors often
conceives learning in terms of stimulus-response, detection and correction of
errors, or experimentation. They typically ascribe human characteristics to
organisations and, for example, speak of organisational memory, organisational
personality, and the organisational mind. By way of illustration, consider
Hedberg (1981: 6):

‘Organizations do not have brains, but they have cognitive systems and
memories. As individuals develop their personalities, personal habits, and beliefs
over time, organizations develop worldviews and ideologies. Members come and
go, and leadership changes, but organizations’ memories preserve certain
behaviors, mental maps, norms, and values over time.’

Near the other end of the continuum are three distinct groups of authors who
agree that (part of) what organisations learn cannot be traced back to the
learning of individual organisational members, but further differ fundamentally
in their conceptualisation of organisational learning. Authors adopting an
organisation view see organisational learning occurring at various levels
simultaneously: individual, group, and organisation. Their main interest,
however, is in the functioning of the organisation as a whole. Often they only
point to the existence of different organisational learning levels and individuals
and groups do not enter their theoretical discussions. These authors in particular
focus on organisational processes of information processing, and knowledge
acquisition and diffusion. Huber’s (1991: 89/90) approach illustrates the
organisation view well:

‘. . . an organization learns if any of its units acquires knowledge that it
recognizes as potentially useful to the organization [. . .] more organizational
learning occurs when more of the organization’s components obtain this
knowledge and recognize it as potentially useful [,] when more and more varied
interpretations are developed [, and] when more organizational units develop
uniform comprehensions of the various interpretations.’

Authors in the (growing) social/culture group try to understand organisational
learning as a cultural process and stress the social construction of reality. A main
argument is that such a perspective draws attention away from individual
cognition and knowledge accumulation towards (social) organisational practices,
tacit learning, organisational identity, shared meanings and organisational sense-
making. According to the social/culture view organisations learn through
“artifactual interactions”: shared meanings are created, sustained and modified
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as organisations and groups transmit their values, beliefs, and feelings to new
and existing members via cultural artifacts such as symbols, metaphors,
ceremonies, myths, stories, and so forth (Cook and Yanow, 1993). Weick and
Westley (1996: 456) illustrate the value of the social/culture view as follows:

 ‘. . . if organization is conceptualized in terms of culture, it is easier to talk about
organizational learning. It is easier because cultural artifacts and practices
preserve past learning; cultural awareness and criticism may provide occasion for
cultural change; organizations have multiple cultures which allows for ongoing
comparison and review of what any one culture fails to see; and culture
underscores that the object of most learning is intersubjective meaning.’

Finally, the adaptive group consists of authors who study the behaviour and
track record of organisations-as-entities. In the tradition of the behavioural
approach of learning (notably Pavlov, 1927; Skinner, 1938), these authors
analyse the contingencies of stimuli and reinforcement to explain organisational
behaviour. By looking at the ‘overt’ behaviour of organisations (e.g. success and
failure in launching new products, diversification projects, organisational
changes, etc.), they distil what an organisation has learned (or may have
learned). Authors in this group sometimes hypothesise about what is going on
inside organisations, mostly in terms of organisational routines, but they are not
empirically interested in it. The adaptive view seems to be especially popular
among economists. The differences with the foregoing views become strikingly
clear when we consider how learning is approached in the adaptive view.
Consider for example Pennings et al. (1994: 620):

‘Longitudinal learning was measured as a three-year (or five-year) moving
average of previous projects’ longevity, that is, a moving average that was treated
as a proxy of a firm’s past diversification success. For each new project, this
average covered strings of three (or five) years, up to the year prior to a new
expansion’s onset.’

Theoretical choices concerning the nature of organisational learning

Putting scholars into categories is always a perilous undertaking. The foregoing
categorisation, be it on a continuum, is no exception to this rule; we could well
have placed various authors in other categories (too). The more important issue
is, however, that the different positions on the continuum hide various crucial
theoretical choices concerning the nature of organisational learning. Moreover,
different theoretical choices have different methodological consequences for the
study of organisational learning. The previous overview already brought some
of these choices and consequences to the surface. Table 4-2 is an attempt to
summarise some of the differences between the five groups of scholars. This
section will discuss the theoretical choices concerning the nature of
organisational learning (i.e. the learning model underlying a category, the kind
of knowledge a category of authors focuses on, and the essence of each group’s
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conceptualisation of learning processes). The next section will go into the
methodological choices made by each category of authors with the purpose to
clearly position our cognitive approach to organisational learning in this
research project.

Cognitive and behavioural models of learning represent the two dominant
perspectives in the literature on human learning and are also present in the
literature on organisational learning. We touched upon the choice between these
two models of learning when we discussed the adaptive view. The foregoing
overview shows that the majority of scholars on organisational learning have –
implicitly or explicitly – adopted a cognitive perspective to study organisational
learning (see also Cook and Yanow, 1993). The dominance of a cognitive
perspective is evident from the many concepts used in the literature on
organisational learning that are traditionally associated with human cognition.
Authors in the cultural group clearly deviate from the assumption that learning
is basically a cognitive process. They typically argue that ‘organizations lack the

Learning
model

Core of
learning
process

Kind of
knowledge
focused on

Dominant
methodologies

Learning by
individuals ‘plus’ Cognitive

Individual
knowledge
acquisition

Explicit

Applying individual
learning theories

Cognitive
Knowledge &
information
processing

Explicit

Organisation view Cognitive
Knowledge

acquisition &
diffusion

Explicit & tacit

Both
functionalist &
interpretive;
observation,
interviews,

history analysis,
cognitive and

causal mapping

Social/culture view Cultural Shared meaning Tacit Interpretive;
ethnographic

Adaptive view Behavioural Development of
routines

Tacit
(often implicit)

Functionalist;
statistical testing

Table 4-2
Theoretical and methodological differences between

The organisation learning approaches
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typical wherewithal for undertaking cognition: they do not possess what people
possess and use in knowing and learning  –   that is, actual bodies, perceptive
organs, brains, and so forth’ (Cook and Yanow, 1993: 439). Researchers
therefore have to look for ‘attributes that organizations can be meaningfully
understood to possess and use’ (ibid.) to identify organisational learning.
Whereas the social/culture view on learning focuses on what goes on inside
organisations, authors taking an adaptive view focus on the ‘outside’ behaviour
of organisations. They assume that organisations (must) have learned whenever
(in)consistencies in certain behaviour are correlated with organisational
performance. If learning involves a cognitive change is not a question of interest
to scholars that have adopted the adaptive view, nor to researchers taking a
cultural view. In fact scholars from both groups have seriously questioned the
validity of this assumption (e.g. Nelson and Winter, 1982; Cook and Yanow,
1993).

The choice of a learning model is closely connected with what a researcher sees
as the core of the organisational learning processes studied (see Table 4-2). The
adaptive view sees organisational routines as the outcome of processes of
organisational learning. Organisations learn by developing certain routines that
increase their performance. On the other hand, researchers that have adopted a
cognitive perspective have by-and-large conceptualised organisational learning
in terms of knowledge acquisition (or generation), processing and diffusion.
Huber’s (1990) definition of organisational learning (see quote on page 83)
makes this point of view perfectly clear. In a similar vein, Nonaka (1994: 14)
argues that ‘while knowledge is developed by individuals, organizations play a
critical role in articulating and amplifying that knowledge’. Most cognitive-
oriented researchers distinguish between different kind of knowledge, notably
between declarative and procedural knowledge (cf. Ryle, 1949; Cohen and
Squire, 1980) or between explicit and tacit knowledge (cf. Polanyi, 1967). Tacit
knowledge is especially interesting, for one thing because scholars from various
perspectives agree upon its importance. Tacit knowledge stems from Polanyi’s
(1967: 4) observation that ‘we can know more than we can tell’. It is hard to
specify and put into words (try for example to explain in detail how you
recognise a face among a million ones), instead we have to rely on our
‘awareness’ of some related features to ‘sense’ it.

The cognitive perspective recognises the importance of tacit knowledge and
the behavioural perspective sees organisational routines as largely tacit in nature
(see also Chapter 2). The cultural perspective on organisational learning clearly
stresses the importance of tacit know-how but places it in a wider context. The
heart of organisational learning processes is ‘the acquiring, sustaining, and
changing of intersubjective meanings’ (Cook and Yanow, 1993: 449). The
making and sustaining of shared meanings takes place through face-to-face
verbal interactions among organisational members but are also (and possibly
even more) ‘occasioned through experiences of the artifacts of the
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organization’s culture’ (ibid.). The latter process – referred to by Cook and
Yanow (1993) as ‘artifactual interaction’ – is essentially tacit in nature:

‘. . . the meanings that are learned are not free-standing, existential philosophical
profundities. Far from it. They are embedded in cultural artifacts, which means
the meanings likely represent a tacit synthesis of knowledge, information, and
behaviour’ (Weick and Westley, 1996: 446).

Methodological choices

There is a close relationship between the different assumptions as to the nature
of organisational learning and the research methodologies researchers have used
to study it. Table 4-2 shows the dominant methodologies that have been used by
researchers in each of the categories. When looking at this table, remember that
the number of empirical studies on organisational learning is (still) rather small.

Overall, as a group the adaptive view and the social/culture view have been
most consistent in their ontological, epistemological and methodological
choices. Departing from a positivistic epistemology, the adaptive view has used
functionalist methodologies to find out ‘objectively’ how organisations in
general learn. Authors in this group formulate hypotheses regarding
organisational learning and statistically test these using large samples of firms.
The social/culture view is in every respect diametrically opposed to the choices
made by the adaptive perspective. It departs from an interpretive paradigm and
tries to understand the organisational system of shared interpretations and
meaning by using, for example, an ethnographic approach. Whereas the
functionalist paradigm is deductive in nature, the interpretive paradigm is
inductive. The differences between the two become fully clear when reading, for
example, Pennings et al.’s (1994) positivistic research on learning by
diversifying firms and Cook and Yanow’s ethnographic research (1993) on three
Boston flute companies.

Researchers on organisational learning that departed from a cognitive
learning model have predominantly used (outside) observation to study
processes of organisational learning, often complemented with historical
analysis (e.g. Miles, 1982), interviews (e.g. DiBella et al., 1996) or causal
mapping methodologies (e.g. Barr et al., 1992). In general, they have been less
consistent in their ontological, epistemological, and methodological choices as
the social/culture and adaptive view. Some studies have combined functionalist
and interpretive methodologies while others have mixed up positivistic notions
of knowledge and learning with interpretive methodologies. In general,
researchers have not been very explicit about their ontological and
epistemological assumptions behind their methodological choices. In this
context Spender (1996a) argues that Burrell and Morgan’s (1979) efforts seem
to have largely been in vain to many of them. Spender (1996a: 72) warns that
mixing the two paradigms is problematic as it denies their incommensurability:
‘overlooking this leads us to ignore the crucial place of individual and collective
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practice in the development of the various types of knowledge’. He adds to it
that the two paradigms have different objectives: representing the knowable
reality versus understanding the meaning people attach to their experience. To
us this does not imply that using a combination of functionalist and interpretive
methodologies in one piece of research is fundamentally impossible (see e.g.
Gioia and Pitre, 1990; Weaver and Gioia, 1994). We will come back to this
debate when discussing the paradigmatic implications of a cognitive perspective
on organisations in the remainder of this chapter.

The cognitive approach to organisational learning in this research project

The approach we develop in this piece of research conceptualises organisational
learning in terms of cognitive change (see section ‘Towards a methodology for
charting organisational learning’). We will assume that an organisation has
learned whenever changes can be identified in the thinking and sense-making of
(several) key individuals within the organisation. In the context of this project,
key individuals are the owner-managers of the diversifying SMEs we studied,
complemented with managers that were closely involved in the company’s
diversification project. We regard the managers we interview in this research as
‘key witnesses’ of organisational sense-making processes who can inform us on
what the organisation, as a group of socially interacting individuals, has learned
in the context of the diversification project studied. This assumption may hold
especially for SMEs given the dominant position of its owner-manager, i.e. his
individual learning may more closely resemble what his company learns and be
less socially shaped.

Moreover, as we will use cognitive mapping techniques to capture the
thoughts of these managers, we regard changes in the cognitive maps construed
at two different times (for the same person) as indications of changes in their
thinking and sense-making. This approach fits in with the category on the left of
the organisational learning continuum in Figure 4-1, i.e. learning-by-individuals
‘plus’, but acknowledges that organisational learning is above all a social
process that involves more than individual cognitive changes. The latter
acknowledges the importance of social processes of sense-making and the value
of the social/culture perspective. We are fully aware that this interpretation of
organisational learning is a specific one. Nevertheless, we think there are several
valid arguments for taking a cognitive perspective on organisational learning
(besides that its Latin source, cognoscere, essentially means ‘to come to know’
or ‘learning’).

Firstly, we need to be aware not to become prisoners of our own contention
(adopted from developmental psychology) that organisations can and do ‘learn’
(cf. Chia’s (1996) ‘upstream thinking’). Organisations only ‘learn’ because we
– as management scholars – characterise certain organisational processes as
organisational learning (cf. Tsoukas, 1991). A learning perspective can be
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instructive in describing and understanding what happens within organisations
just as it is and has been functional for understanding (differences in) the
behaviour and thinking of human beings. Moreover, given the exploratory phase
the study of organisational learning is currently in (consider e.g. Weick, 1991;
Mirvis, 1996; Sims and McAuley, 1996; Weick and Westley, 1996), it may
benefit from a wide variety of epistemological approaches. Departing from some
basic notions of learning, we just begin to understand what learning may mean
in an organisational context. Mindful of Heisenberg’s uncertainty principle1, we
should not prematurely restrict ourselves to a limited set of methodologies but
also turn to new approaches. Because learning often involves cognitive change,
we argue that a cognitive perspective can be instructive in the study of
organisational learning.

Secondly, an overview of the field of human learning reveals that there is no
such thing as the way to learn (consider e.g. Crain, 1992; Walker, 1996; Leahey
and Harris, 1997). People learn a wide variety of things in a wide variety of
ways: by thinking and reflection, by acting and interacting, by association, by
trial-and-error, by getting feedback, by meditation, and so on. Given the
complex character of organisations and present contributions on organisational
learning, it almost goes without saying that organisations also learn a wide
variety of things in a wide variety of ways. Huber (1991), for example,
distinguishes between congenital learning, experiential learning, vicarious
learning, and grafting. Also, besides the distinction between declarative and
procedural knowledge, Spender (1996a: 71) introduces ‘objectified’
(explicit/social) and ‘collective’ (implicit/social) knowledge: ‘each . . . implies a
different model of how knowledge, learning, and memory interact’. He therefore
pleads for ‘a richer epistemological approach’ to study organisational learning.
A cognitive approach to learning may well be a component of such an approach.

Thirdly, when people and organisations learn they (simultaneously) generate
both explicit and tacit knowledge (Polanyi, 1967; Cohen and Squire, 1980;
Reber, 1993; Nonaka, 1994; Spender, 1996a/b). Reber (1993) argues that
explicit knowledge is only the top of an iceberg that largely consists of deeper-
lying implicit knowledge. The concealed nature of the latter severely
complicates the assessment of learning. Currently implicit individual knowledge
can only roughly be elicited in laboratory experiments (see for an excellent
review Reber, 1993). Eliciting learning by groups of individuals in organisations
is even more problematic given complicated social interactions. Therefore, from
sheer necessity researchers have to rely on ‘circumstantial evidence’ to identify
clues of organisational learning. Circumstantial evidence can either be found by

                                                
1 The principle of uncertainty as formulated by physicist and Noble prize laureate

Heisenberg (1927) states that ‘the more precisely the position is determined, the less
precisely the momentum is known in this instant, and vice versa’ (see Cassidy, 1992).
Based on this principle he, amongst other things, argued that “things” (e.g. orbits or
electrons) only come into existence when we observe them (e.g. by measuring it).
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observing organisational behaviour or by ‘interrogating key witnesses’. The
social/culture and adaptive views fit in with the former, a cognitive perspective
matches more closely with the latter. Taking a cognitive perspective to study
organisational learning assumes that the thinking and sense-making of ‘key
witnesses’ sufficiently reflects the socially negotiated constructions of reality
within their organisation. We contend that the validity of these assumptions on
the whole decreases with the size of an organisation.

Managerial and organisational cognition

More or less parallel to the increased interest in organisational learning, there
has been a growing interest in managerial and organisational cognition (MOC).
The explosive growth in members of the MOC-interest group of the Academy of
Management, the attendance to the European workshops on managerial and
organisational cognition that have been organised since 1993, and the
publication of special journal issues (e.g. De Geus, 1992; Eden, 1992a) and
edited books (Stubbart et al., 1994; Meindl et al., 1996; Eden and Spender,
1998) illustrate this growth. Cognitive studies in the field of strategic
management have touched upon widely varying subjects. Examples include the
exploration of organisational cognition (Bougon et al., 1977; Bartunek, 1984),
the belief structures of managers and management teams (Walsh, 1988a; Walsh
et al., 1988), the perception of competition and competitive structures
(Grønhaug and Falkenberg, 1989; Porac et al., 1989; Reger and Huff, 1993;
Hodgkinson and Johnson, 1994; Johnson et al., 1998), the interpretation of top-
managers of environmental factors (Fahey and Narayanan, 1989) and the
consequences of initiating strategic changes (Barr and Huff, 1997), the
conceptualisation of CEOs of their firm’s portfolio (Calori et al., 1994; Stimpert
and Duhaime, 1997), the relation between managerial and organisational
cognition on the one hand and organisational performance on the other
(Bowman and Ambrosini, 1997; Jenkins and Johnson, 1997), and technological
innovation (Swan and Newell, 1998).

Where does this broad interest spring from? According to Walsh (1995: 280)
the current interest in managerial and organisational cognition ‘reflects a classic
disagreement about the primacy of situational or dispositional antecedents to
firm behavior’ during the 1970s (consider for example resource dependence
theory, population ecology, and transaction cost economics). Porac et al. (1996:
ix) notice a connection with constructionism and the emphasis researchers have
given in the past three decades to ‘epistemic, representational, and constructed
aspects of social life’. They argue that the interest in managerial and
organisational cognition is a logical continuation of the attention to managerial
thinking as initiated by Herbert Simon cum suis (e.g. Simon, 1946; March and
Simon, 1958). In a similar vein, Stubbart (1989: 329) observes that ‘extensive
empirical findings in cognitive psychology, behavioural decision theory,
anthropology and organizational sciences all suggest that human cognitive



     Charting Organisational Learning     91

patterns contrast markedly with the economists’ ideal, rational agent’. On the
basis of this observation he argues that managerial cognition represents ‘a vital
missing link’ in the academic and business literature on strategic management
even though it is almost always implied: ‘Since strategic management studies
the activities of managers, and since managers must think about strategy, why
don’t researchers allocate more time to studying how managers think?’ (ibid.:
326). The foregoing quotes show that the recent interest in managerial and
organisational cognition both results from, and has a clear basis in, earlier
academic thinking about organisations and managers.

Before we present our cognitive methodology to organisational learning, we go
into what ‘cognition’ and a cognitive perspective means within an organisational
context. In doing so, we will dwell upon the relation between managerial
cognition and organisational cognition, and discuss the paradigmatic
implications of a cognitive perspective. Our treatment of this subject is limited
as the literature on both cognition in general and managerial and organisational
cognition in particular is extensive (for example, Walsh’s (1995) recent review
of the literature on managerial and organisational cognition contains around 300
references to cognitive studies).

Human cognition

Although the name ‘cognitive science’ has only been in use for a few decades,
its roots go back many years. Leiber (1991), for example, writes that in the
fourth century BC, Plato asked two of the most central questions of current
cognitive science:

1. Given the fuzzy and spotty sensory input that humans get, how do
they come up with infinite, systematic, and abstract knowledge?
(referred to by Chomsky (1957) as ‘Plato’s problem’);

2. What are the kinds and characteristics of mental representations
(ideas, thoughts, perceptions, opinions, and so on)?

In the millennia to follow, many thinkers and scholars have made contributions
to the broad field of cognitive science. Notable examples include Descartes (‘I
think; therefore I am’), James (1890; memory), Tolman (1932, 1948; cognitive
structures), Piaget (1936, 1937; cognitive development) Kelly (1955; Personal
Construct Theory), Miller (1956; memory), Chomsky (1957; acquisition and
nature of human language), Neisser (1967; cognitive processes), Tversky and
Kahneman (1974; cognitive biases), Kosslyn (1980; mental representation),
Johnson-Laird (1983; mental models), Dennett (1991; consciousness) as well as
more recent contributions by Varela et al. (1993) and Lakoff and Johnson
(1998) on the embodiment of the human mind. Although their contributions vary
widely, these authors share a fascination with the working of the human (and
sometimes animal) mind. Due to their efforts cognitive science now has many
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branches each of which has proposed different metaphors for understanding the
human mind (see e.g. Draaisma (1995) for a nice treatment of these metaphors).
For example, some scholars see close parallels between the working of the
human mind and the functioning of computers. They assume that the human
mind can be understood through computer simulations. The methodology in this
research builds upon and extends what might be called the ‘psychological
branch’ of cognitive science, a branch that is closely related to learning research.

The basic premise of the psychological branch, referred to by Fiske and
Taylor (1991) as the cognitive miser model, is that humans constantly struggle
with limited information processing capabilities. The main argument is that due
to limited cognitive capabilities, people are unable to cope adequately and
rationally with the host of different stimuli and data they find themselves
confronted with (Miller, 1956; March and Simon, 1958). Instead of trying to
capture and comprehend it all, people construe simplified mental images of the
world and impose these images upon the world around them (Tolman, 1932;
Neisser, 1976; Kiesler and Sproull, 1982). These images function as frames of
reference for action and interpretation of the world (Weick, 1979a; Gioia & Poole,
1984). In his ‘perceptual cycle’ Neisser (1976) highlights that as a result of
experiences resulting from this, peoples’ images of the world may be modified and
form the basis for new explorations of the environment. Cognitive research
indicates that people simplify reality by storing knowledge at a broader, inclusive
level rather than accumulating a host of individual experiences one by one (cf.
Fiske and Taylor, 1991). In line with this view, several psychologists depict people
as scientists who try to understand the world around them by developing and
testing their own (implicit) theories (e.g. Kelly, 1955; Heider, 1958; Jones and
Davis, 1965).

Several names turn up in the organisation literature for the mental images
people construe of the world. Weick (1979a), following Bartlett (1932), speaks of a
‘schema’, while elsewhere he has also addresses it as a ‘causal map’ (Weick, 1977)
and a ‘cognitive map’ (Weick and Bougon, 1986). Gioia and Poole (1984),
following Schank and Abelson (1977), call it a ‘script’ while Hedberg and Jönnson
(1977) and Walsh (1988a) refer to it as a ‘belief system’. Although there are slight
differences in definition between these terms, in essence they are similar. They all
represent cognitive structures for storing organised knowledge about concepts and
stimuli (including their interrelationships). Weick (1979a: 154) describes a schema
as ‘an abridged, generalized, corrigible organization of experience that serves as
an initial frame of reference for action and perception’. Weick’s description
indicates that schemata are embedded in the past, but possibly modified on the
basis of present experiences and directed at the future. So cognitive processes
link the past with the present and the future.

Based on his research among children Piaget (1936, 1937) indicates that the
relation between the past and the future is reciprocal. The schemata influence what
one perceives but what one sees may in turn lead to modifications of the schemata.
Piaget denotes these cognitive processes as ‘assimilation’ and ‘accommodation’
respectively. Assimilation is the process in which people impose their schemata to
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the world they live in. The opposite process of accommodation refers to the way in
which people adapt their schemata to their environment. Assimilation and
accommodation are opposite poles of the process through which people adapt
themselves to their environment. Assimilation is a more or less conservative
activity through which the environment is subjected to the perceiver, while
accommodation is the source of change that bends the perceiver to the constraints
imposed by the environment (Piaget, 1937). According to Piaget (1936) schemata
also tend to assimilate each other, a cognitive activity he denotes as ‘reciprocal
assimilation’. Reciprocal assimilation may lead to the creation of new schemata,
which enables a better accommodation to novelties in the external environment. In
turn, sooner or later accommodation to novelty is extended into assimilation
because interest in the new is a matter of reconciling new experiences in terms of
existing ones. Thus, the processes of accommodation and assimilation are mutually
interdependent.

Neisser’s (1976) ‘perceptual cycle’ implies that the cognitive processes of
(reciprocal) assimilation and accommodation are opposed and complementary,
together forming a constructive process wherein the externally perceived
environment and the internally construed image of it are reconciled through
exploration and modification. Weick (1979a) emphasises that this is even more of
an intricate process than Neisser suggests. Contrary to what Neisser supposes
there is not a monolithic, fixed and objective environment somewhere ‘out
there’ that can be perceived and potentially fully known. By using the term
enactment (instead of ‘enthinkment’) Weick (1979a) argues that people actively
produce part of the environments they face: people extend, outward, and implant
their ideas and then rediscover it as knowledge. As a result of this, ‘people in
organizations repeatedly impose that which they later claim imposes on them’
(Weick, 1979: 153). Thus, people do not just passively ‘process’ information
sampled from the real environment but they actively create, construe and
structure knowledge and in doing so they create ‘their’ reality; this ‘reality’ then
constrains and directs action and perception; note that this position is in line
with Heisenberg’s contentions (see footnote 1).

More recently Weick (1995: 6) has (again) explicitly placed enactment under
the broader human activity of ‘sense-making’:

‘. . . sensemaking is about such things as placement of items into frameworks,
comprehending, redressing surprise, constructing meaning, interacting in pursuit
of mutual understanding, and patterning.’

Weick attributes a number of properties to sense-making in organisations. He
regards the retrospective nature of sensemaking as one of its most distinguishing
characteristics. By this he means that ‘people can know what they are doing only
after they have done it’ (Weick, 1995: 24). Rather than thinking preceding
action, ‘saying and doing precede thinking and provides the objects on which
thinking will dwell’ (Weick, 1979b: 47). This idea is reflected in the basic
sensemaking recipe ‘How can I know what I think till I see what I say or do’
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(ibid.: 47). This recipe also mirrors the ongoing nature of sensemaking: ‘people
are always in the middle of things, which become things, only when those same
people focus on the past from some point beyond it’ (Weick, 1995: 43). Because
it is ongoing, sensemaking ‘neither starts fresh nor stops cleanly’ (ibid.: 49).
‘People are seldom indifferent to what passes them by’ (ibid.: 45) as they infuse
things with feelings and emotions (see also Fineman, 1997). Moreover, when
making sense of things people will be influenced by what others say and do.
This reflects that sensemaking is a social activity: ‘what a person does internally
is contingent on others’ (Weick, 1995: 40).

The concepts of enactment and sensemaking put the ‘simplification premise’
of the psychological branch in a different light. Simplification implies that there
is some-thing (complex) that can be simplified by someone ‘observing’ it.
Enactment and sensemaking on the other hand indicate that the ‘things-out-
there’ are mentally created by people: ‘I’ll see it when I believe it’ (Weick,
1979a: 154; note that for this reason Weick (1995) distinguishes ‘sensemaking’
from ‘interpretation’). Whereas the simplification argument reflects a
positivistic notion of knowledge, enactment and sensemaking represent a
constructivist perspective on knowledge (cf. Spender, 1996b). Basically, the
latter is the starting point of the cognitive perspective on organisations that we
follow in this research project.

Studying organisations from a cognitive perspective

Michel Bougon (1983: 173) starts his contribution on uncovering people’s
cognitive maps by stating that he is interested in ‘how people pattern their
experience into knowledge and utilise this knowledge to organise themselves
and others’. His interest reflects the heart of a cognitive perspective on
organisations and organisational processes. In taking a cognitive perspective
researchers attempt to comprehend managers’ minds and fathom their intentions,
decipher their knowledge, study their reasoning processes and describe their
managerial behaviour (Stubbart and Ramaprasad, 1990). Or as Weick (1979b:
42) has put it:

‘An organization is a body of thought thought by thinking thinkers. The elements
in that formulation are thoughts, thinking practices, and thinkers. Examination of
cognitive processes in organizations involves studying all three.’

Bougon (1983) clarifies the cognitive perspective by referring to the distinction
Weber (1947) made in the analysis of social phenomena between erklären and
verstehen. The former concerns the knowledge-by-acquaintance that an observer
watching a person’s activities accumulates. That observer may well endow these
activities with a meaning different from the one that person attaches to them.
The latter refers to knowledge-by-understanding and is about the meaning the
person himself gives to his activities. A cognitive perspective intends to expose
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the meaning people give to their own behaviour and activities. Bougon (1983:
181/182) quotes Weber’s example of a woodcutter to illustrate his position:

‘“We understand the chopping of wood . . . in terms of motives [verstehen], in
addition to direct observational knowledge [erklären], if we know whether the
woodchopper is working for a wage or . . . ‘working off’ a fit of rage” (1947: 95).
Understanding a woodcutter’s cause map is a new and explicit way of conducting
Weberian verstehen analyses’.

The cognitive perspective on organisations assumes that attention to managerial
and organisational cognition in everyday organisational settings is both possible
and informative for understanding how people construe and make sense of their
world and give meaning to the behaviour of themselves and others, situations,
‘things’, etc. in that world (cf. Eden et al., 1979; Porac et al., 1996). In this view
a cognitive map – construed by a researcher as opposed to someone’s internal
knowledge structure – is the best substitute we have got to represent a person’s
construction process.

Whose cognition: individual or organisational?

The field of managerial and organisational cognition struggles with similar
conceptual and methodological problems as the field of organisational learning.
Discussions on the relation between individual and organisational cognition, and
on the existence of organisational cognition in the first place, strongly resemble
those on individual and organisational learning (see e.g. Schneider and
Angelmar, 1993; Klimoski and Mohammed, 1994). Some scholars state that the
attribution of cognition to organisations ‘depends completely upon the
legitimacy of reification’ (Eden and Ackermann, 1998: 193), while others
pragmatically argue for a redefinition of cognition (e.g. Schneider and
Angelmar, 1993). Overall, there is some agreement on organisational cognition
on a conceptual level.

In line with Weick’s (1995) contention that sensemaking is a social activity,
scholars on managerial and organisational cognition increasingly understand
cognition as a social phenomenon. Barr and Huff (1997: 341) note that
‘organization cognition is a reciprocal concept, in which the individual’s
interpretation is shaped by the organization and other social contexts, but that
cognition is simultaneously creating context’. Individuals interacting in a social
context jointly construe “Reality” (Levine et al., 1993). This does not mean that
individuals within the same organisation or group all think alike. Schneider and
Angelmar (1993: 348) note ‘the whole can represent both more and less than the
sum of the parts’. Their remark is supported by a growing number of empirical
studies on organisational cognition (see e.g. Bougon et al., 1977; Gray et al.,
1985; Langfield-Smith, 1992; Allard-Poesi, 1994, 1998; Fiol, 1994), which
indicate that ‘coincidence of meaning in organisational setting of supposedly
homogeneous groups cannot be taken for granted’ (Allard-Poesi, 1994: 5). Or,
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vice versa, ‘there is room for individual differences, but patterns emerge from
the whole’ (Barr and Huff, 1997: 341). Individuals have idiosyncratic beliefs
and interpretations but meanwhile they (may) share many beliefs,
understandings, ideas and representations.

Above that, collectivities may have, and develop properties of their own
separate from their members (Stubbart, 1993; Klimoski and Mohammed, 1994).
Political processes within organisations may, for example, induce emergent
properties of collective cognition (Walsh and Fahey, 1986; Walsh et al., 1988).
Langfield-Smith (1992: 360) suggests that ‘collective cognitions’ may be
‘transitory social artefacts which are subscribed to in varying degrees by the
members . . . during ‘collective encounters’’ and which change in response to
circumstances. Weick and Roberts (1993) see collective mind as an emergent
pattern in the heedful interrelating of the (subordinated) social activities of
individuals in the context of an envisaged social system of joint actions.
‘Portions of the envisaged system are known to all, but all of it is known to
none’ (ibid.: 365). The distributed representation of the social system explains
the transindividual quality of the collective mind. Allard-Poesi (1997) explores a
socio-cognitive perspective on collective representations building upon the work
of Moscovici cum suis (e.g. 1988). A socio-cognitive perspective sees
‘collective representations as emerging constructions during interactions whose
content and working rules depend on the socio-cognitive dynamics and
especially the influence processes that occur between organizational members’
(Allard-Poesi, 1997: 2).

In sum, while there is agreement on the basic notion that cognition is a social
phenomenon, the exact nature of organisational cognition – including the degree
of homogeneity, the content of what is shared, and the influence of social
conditions – remains unclear and subject of research (for one thing, only
recently the role of emotions and feelings has been touched upon, see e.g.
Fineman, 1997; Sparrow, 1999). The same conclusion holds for the nature and
interaction of organisational cognition on the one hand and organisational
behaviour on the other (Schneider and Angelmar, 1993; Klimoski and
Mohammed, 1994).

As noted before, in our empirical research we will clearly start from an
individual perspective by construing cognitive maps of individuals. It is not our
intention to aggregate the individual maps in something that (might) represent
the cognition of their organisations (see e.g. Schneider and Angelmar, 1993).
We interview only (key) individuals involved in a diversification process. In line
with the foregoing, the aggregation of these maps cannot be considered as a full
representation of their organisation’s “cognition”. Moreover, given the
observation that organisational cognition is a social phenomenon that has
emergent properties of its own, merely mapping individual cognition would be
inadequate in the first place. Instead, we consider the key individuals as
knowledgeable informants who can be interrogated as key witnesses for their
view on what has happened and is going on. What is more, we are even
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especially interested in their (‘coloured’, subjective) constructions. Their view
on their diversification process may offer new perspectives on the act of
diversification.

Paradigmatic implications of a cognitive perspective

Having discussed managerial and organisational cognition and a cognitive
perspective on organisations, the question arises from what research paradigm(s)
such a perspective departs. Although we take notice of Burrell and Morgan’s
(1979: 231) criticism that Weber uses the notion of verstehen merely as ‘a
methodological tool for overcoming obvious deficiencies in positivist method’,
we place a cognitive perspective on organisations essentially within the realm of
the interpretive paradigm. In line with the notions of enactment and
sensemaking, the interpretive paradigm stresses that man intentionally creates
what he sees. By way of illustration, consider Burrell and Morgan’s (1979: 28)
description of this paradigm:

‘The interpretive paradigm is informed by a concern to understand the world as it
is, to understand the fundamental nature of the social world at the level of
subjective experience. It seeks explanation with the realm of individual
consciousness and subjectivity, within the frame of reference of the participant as
opposed to the observer of the action.’

While agreeing with Burrell and Morgan (1979) on this description, we deviate
from them with respect to the extreme form they advocate. Burrell and Morgan
(1979: 260) argue that according to the interpretive paradigm ‘the social world is
no more than the subjective construction of individual human beings’ and thus
social and organisational structures simply do not exist ‘out there’ in any
concrete form. Moreover, they (1979: 25) contend that the paradigms they
distinguish in organisational analysis (functionalist, interpretive, radical
humanism and radical structuralism) are ‘mutually exclusive’ as they ‘offer
alternative views of social reality’.

Our position builds upon both the cognitive perspective as discussed in the
foregoing sections and Weaver and Gioia’s (1994) essay on the
commensurability of organisational paradigms. They challenge the alleged
incommensurability of paradigms by arguing that the ‘the incommensurabilist
arguments suffer a lack of precision’ (1994: 571). For example, how is it
possible that incommensurable paradigms can be counted ‘contradictory’? And,
how can researchers working within the realm of different paradigms
communicate with each other? Moreover, how can they all claim to study the
same social phenomena, such as organisations?

Weaver and Gioia (1994: 577) draw upon Giddens’ (1976, 1979, 1984)
theory of structuration as a meta-theoretical perspective to show ‘the extent to
which various first order paradigms deal with selectively bracketed aspects of
organizational or social phenomena’. Instead of (excluding) dichotomous



98     I Theoretical Background

paradigms, Giddens proposes a set of dualities, most prominently one
encompassing human agency and structure. Social structures, in Giddens’ view,

‘are both constituted “by” human agency, and yet at the same time are the very
“medium” of this constitution’ (Giddens, 1976: 121). Structures are
synchronically involved in action: they influence (though not necessarily
determine) actions as constraining and enabling factors. [. . .] However, actions
are diachronically involved in structures, in that it is our actions which establish
or constitute structures.’ (Weaver and Gioia, 1994: 578).

Giddens thus sees the relation between human agency and social structures as
essentially reciprocal. On the one hand human agency intentionally creates,
changes and maintains social structures (e.g. see Child, 1972). But on the other
hand, the range of human agency is not unlimited: ‘human knowledgeability is
always bounded’ (Giddens, 1984: 27). Although social structures are the result
of humans’ intentional activities, this does not automatically mean that they are
as a whole an intended project:

‘Change is not autonomous, but neither is human intentionality unbounded nor
necessarily efficacious. Our actions may change the structures but our actions
have limits and unintended consequences (including the formation of new
enabling or constraining structures).’ (Weaver and Gioia, 1994: 579)

Note that both Ashley and Van der Ven (1983) and Hrebiniak and Joyce (1985)
essentially reach the same conclusion by referring to Weick’s (1979: 86)
statement that managers (and theorists) often tend to forget to ‘think in circles’.
Ashley and Van der Ven (1983: 266) put it as follows:

‘Organizations, after all, are neither purely objective nor purely subjective
phenomena. They are objective systems insofar as they exhibit structures that are
only partially modifiable through personal actions, but they are subjective insofar
as these structures are populated by individuals who act on the basis of their own
perceptions and act in unpredictable as well as predictable ways. The interesting
questions and problems, then turn on how structural forms and personnel actions
interrelate and produce tensions that stimulate changes over time.’

If we formulate it sharply, the functionalist paradigm fully ignores human
knowledgeability and intentionality while the interpretive paradigm sees social
structures solely as the (intentional) creation of human agents. Giddens’
structurational perspective falls in between and links the (extreme) positions of
the functionalist and interpretive paradigms; using the terminology of Hampden-
Turner (1990), Giddens has reconciled the methodological dilemma between
knowledgeability and intentionality. Giddens’ perspective does so by offering
‘an encompassing duality rather than dichotomising dualism’ (Weaver and
Gioia, 1994: 579). People are influenced by structures already in place and
affect those structures, their actions are intentional and meaningful and
constrained and enabled by situational factors, and individuals do not exist apart
from the whole and vice versa. Weaver and Gioia argue that from a
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structurational perspective a full understanding of social structures requires the
simultaneous utilisation of the two paradigms. If research interest is focused on
the nature and operation of structures in their present state, a functionalist
perspective is in place. If on the other hand the researcher’s interest is on
processes of structuring in which people intentionally (re-)produce social
structures, an interpretive perspective is in order.

In addition Weaver and Gioia (1994: 580) suggest that there may be ‘a
continuum of appropriate forms of inquiry’ rather than a stark division among
perspectives. Each is necessary to the other depending on the ‘time-slice’ of
social structures that is studied: ‘The more we broaden the time-slice, the less
‘structural’ and more structurational inquiry becomes’ (ibid.: 580). Given
Weaver and Gioia’s argument it is interesting to note Burrell and Morgan’s
(1979) observation that many ontological problems arise when a purely
subjective stance is translated into an empirical context. They show that many
interpretive theorists allow functionalist notions to slip into their empirical work,
a tendency that they describe as ‘ontological oscillation’ (ibid.: 266). Thus
employment of the interpretive paradigm, in its pure form in empirical research,
seems to be, at best, rather complex given the inevitable (assumed) pre-existence
of structures.

To us the structurational perspective that Giddens offers matches closely with a
cognitive perspective to study organisational processes. People are construing
their world and we as cognitive researchers are interested in how and what they
construe. However, the time-slice we take in our empirical research is so limited
(only approximately two years), that there is whole array of pre-existing
structures. This applies both for us as researchers and for those who inform us,
i.e. the (owner-)managers. Managers that act within the context of their
diversification project operate within social and physical structures without
(re-)construing these completely all the time; following Latour’s (1993)
terminology these structures are ‘quasi objects’. In part these structures appear
as ‘objects’ to them, which they perceive ‘out there’ and about which they
acquire information. For another part, they (re-)construe these objects and
generate knowledge about these objects. Like accommodation and assimilation
are two sides of the same coin, the activities of construction and perception are
closely intertwined. It is impossible to identify the exact boundaries between the
two: there is construction in perception and perception of what is construed. In
our view this position still reflects an essentially anti-positivistic epistemology.
Note that this position fits in with Weick’s (1979a) argument that people create
part of their environment but is opposed to the pure social-constructionist
viewpoint that everything is at any moment the product of human creation (e.g.
Berger and Luckman, 1967). It also matches with Lakoff and Johnson’s (1999)
argument for the interactional nature of concepts.

A short example taken from one of our case studies may illustrate the close
intermingling of perception and construction, and of the simultaneous
acquisition and generation of knowledge. One of the companies we studied
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decided to extend its activities to several Latin-American countries. One of its
owner-managers once spoke of the huge opportunities one of these countries
offered to the company. He had construed this conclusion on the basis of
selectively bracketing his environment. Over the past year he had acquired
information from various sources (bank, trade journals, embassy, etc.) on several
economic indicators over the past five years (economic growth, inflation
percentage, interest rate, etc.). He also said that he had analysed the market
sectors that were of particular interest to the company and had obtained
information on potential clients and existing competitors (number, turnover,
etc.). In addition, he concluded that the ‘political stability’ in the country was a
major advantage over several other Latin-American countries. It is interesting to
note that one and a half years later he concluded that things were not so positive
as he had thought.

A methodology for charting organisational learning

The foregoing sections have mapped the fields of organisational learning and
managerial and organisational cognition and defined and founded the position of
the methodology we use in this research for charting organisational learning.
The essentials of this position are as follows:

(1) Individuals learn within a social, organisational context; this position fits in
with ‘learning-by-individuals plus’ in the organisational learning
continuum (see Figure 4-1).

(2) Organisational learning can (partially) be charted by taking a cognitive
perspective on individual learning (within an organisational context); a
cognitive perspective attempts to comprehend how people make sense of
their world. As people do not tend to live in isolation in organisations, we
expect that part of their individual sense-making reflects socially negotiated
constructions of reality, i.e. reflects what (part of) their organisation learns.
This position acknowledges the value of a social/culture perspective.

(3) Given the pre-existence of (quasi-)structures in the shorter term, people
make sense of the world through closely intertwined processes of
construction and perception: there is construction in perception and
perception of what is construed.

These essentials, taken together, form the starting point for the methodology we
will use in this project for charting organisational learning occurring in the
course of the three diversification projects we studied. The following section
conceptualises learning as cognitive change by successively paying attention to
the content and the structure of cognitive schemata. We then turn to the nature
of organisational learning and the potentialities a cognitive perspective holds for
charting organisational learning.
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Conceptualising learning as cognitive change

Research into the functioning of schemata indicates that schemata contain rather
abstract and generic knowledge induced from many specific experiences (see
e.g. Eysenck and Keane, 1990; Fiske and Taylor, 1991; Cowan, 1993;
Augoustinos and Walker, 1995). This may take the form of theories, causal
relations, prototypes, plans or stereotypical events (like in scripts). Schemata are
generally represented as sets of interrelated concepts. The concepts in a schema
have no meaning by themselves but meaning arises from associative links
between concepts including affective and emotional components. In essence,
knowledge is generated from experience by this embedding of concepts into
existing ‘pieces of knowledge’. Seen from this perspective, knowledge consists
of pieces information that are linked on the basis of experiences and infused
with meaning. As Cowan (1993) observes, important differences between
information and knowledge derive from the context of reception. Reading a
book about Paris’ Eiffeltower is fundamentally different from climbing it
yourself. Knowledge refers to some sort of awareness, consciousness or
familiarity gained by experience, whereas information is merely (explicit)
knowledge communicated. The moment one pays attention (cognitively and
otherwise) to some ‘piece of information’ one tries to make sense of it by
linking it to other pieces. New experiences activate specific schemata by
triggering one of its components. The abstract and generic nature of knowledge
enables people to understand phenomena and situations they have never
experienced before. In specific instances they infer their thoughts and behaviour
from the ‘pool’ of generic knowledge they have been building over the years
while new experiences (may) add to this pool of knowledge.

The content of schemata: knowledge
Classifications of knowledge come in various shapes and sizes as several

researchers have attempted to make a broad division. In the foregoing we
touched upon the distinction between Ryle’s (1949) declarative and procedural
knowledge, between Polanyi’s (1967) explicit and tacit knowledge, and
Spender’s (1996a) matrix of knowledge. Ryle’s distinction is nowadays most
common within the field of psychology. Declarative knowledge corresponds to
‘knowing that’; it is knowledge we are aware of and can articulate. Procedural
knowledge corresponds to  ‘knowing how’; it refers to knowledge that guides
action without the involvement of conscious recollection. Paris et al. (1983)
have added conditional knowledge or ‘knowing when’ as a third kind of
knowledge. While studying cultural knowledge in organisations (‘from an
interpretive or cognitive perspective’), Sackmann (1991, 1992: 141) provides an
alternative classification, consisting of four kinds of knowledge. Although
Sackmann’s research has been criticised (e.g. Feldman, 1994), it is also said that
‘the rich system of definitions can be used by other researchers in thinking about
the complexities of knowledge in organizations’ (ibid.: 343).
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The first category of knowledge Sackmann distinguishes is ‘dictionary
knowledge’, defined as commonly-held knowledge about definitions and
classifications of objects and events in a descriptive way. It more or less
corresponds to declarative knowledge. ‘Directory knowledge’ contains
information on how things are done and fits in closely with procedural
knowledge and Argyris and Schön’s (1978) theory of action. ‘Recipe
knowledge’ represents information on how things preferably ‘should be or
should have been done to make things better’ (ibid.: 151). Whereas directory
knowledge is descriptive in nature, recipe knowledge has a stronger prescriptive
character. Recipe knowledge is similar to Argyris and Schön’s (1978) espoused
theory and partly matches with Paris et al.’s (1983) conditional knowledge, as it
encloses information on when certain procedures (directory knowledge) are
suitable. Finally, ‘axiomatic knowledge’ encloses the fundamental beliefs or
final causes that cannot be further reduced. This kind of knowledge is similar to
Schein’s (1985) basic assumptions. To us axiomatic knowledge is intimately
linked with the meaning structure people employ to construe their world. We
will use Sackmann’s classification in the next chapter to make a choice among
the many cognitive mapping techniques that are available. In addition, we will
draw upon this classification when we compare the maps construed at different
moments in time.

Following Sackmann’s classification learning involves changes in the way
phenomena are described, changes in descriptive and prescriptive theories of
action and/or changes in fundamental beliefs. We thereby keep in mind that any
classification of knowledge ‘stem, primarily, from the ‘formalistic’ type of
thinking that is inherent in any typology’ (Tsoukas, 1996: 14). As Sackmann
(1992: 141) herself remarks, these types of knowledge ‘do not exist in isolation
. . . they form an integrative and interconnected gestalt’. Imposing a
classification of knowledge upon observations is an act of the observer, not of
the observant. It is our belief that a classification of knowledge, at least
potentially, contributes to understanding the (evolving) images managers have
of their diversification project.

The structure of schemata: organisation
Research within the area of child development indicates that as children

grow older, and learn by acquiring experiences, they are able to interpret the
objects and events in their environment in more different ways and have a larger
range of possibilities for action (Pervin, 1984). Moreover, they show more
flexibility in doing this. These cognitive developments correspond to changes in
both the content and the structure of schemata. In general, as a result of
learning, both the content and structure of people’s schemata develop and their
cognitive complexity increases (Bieri, 1955). Cognitive complexity can be
described by (i) differentiation, the number of different concepts (or in Kelly’s
(1955) terminology ‘constructs’) in a schema; (ii) integration, which is related to
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the way in, and the intensity with, which concepts are connected (Bartunek et
al., 1983).

According to Piaget (1937) the multiple accommodations to the diversities of
‘reality’ heighten the differentiation of the schemata, while the various
(reciprocal) assimilations increase the intensity of the relations between
concepts. Accommodation involves the adding of new concepts to a schema, the
elaboration and refinement of existing concepts to align them more closely to
experience, the rearrangement of existing links between concepts, and the
creation of new schemata (cf. Piaget, 1936; see also Rumelhart and Norman,
1978). Note that the latter may, according to Piaget (1937), also occur as
existing schemata assimilate each other, which may happen independent of any
concrete experience (reciprocal assimilation). A cognitively complex schema
contains many concepts that are tightly linked and provides for considerable
differentiation in the interpretation of phenomena and situations. On the other
hand, a cognitively simple schema comprises few concepts that are only loosely
organised and therefore allows for poor differentiation when making sense of
the world. People with cognitively more complex concept systems recognise
subtler differences and judge phenomena on the basis of several dimensions.
Paraphrasing Neisser (1976: 93): ‘The more skilled the perceiver, the more he
[perceives]’. Note that the foregoing mutatis mutandis also applies to systems of
schemata.

Kelly’s (1955) Personal Construct Theory offers a specific perspective of the
structural organisation of schemata. He sees people as construing their own
theories like scientists do – albeit in a less explicit and often unconscious
manner – to control and predict their world. These theories consist of a finite set
of so-called constructs. With these constructs people make sense of their world
by simultaneously assigning a similarity and a contrast pole to the phenomena
they face. Over time, people modify their constructs, create new constructs,
possibly at the expense of existing ones, and subsume them with subordinate
constructs. We will pay more attention to Kelly’s Personal Construct Theory in
the next chapter as it underlies two of the cognitive mapping techniques we use
in our empirical research.

Research by Chi and Glaser (1980) may serve as illustrative evidence for this
interpretation of learning as cognitive change. In their research within the field
of elementary physics Chi and Glaser found various differences between experts
and novices. These differences reflect the development of various kinds of
knowledge as well as changes in the organisation of this knowledge. Experts
knew more different domain-specific concepts and their representation of each
concept contained more conceptual relations and features. Moreover, experts
planned more and analysed and categorised problems more thoroughly before
solving them. Besides being capable of making more complex inferences and
judgements, experts were able to solve new problems faster because they could
retrieve procedural knowledge related to solving similar problems in the past
from their memory.
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In closing this subsection on the conceptualisation of learning as cognitive
change, we note that the interpretation of learning we have developed in this
section sees knowledge essentially as individualistic: knowledge derives its
meaning from the unique system of schemata of an individual. As Eden et al.
(1979: 3) put it:

‘This type of learning sees knowledge not as something acquired from others
who have it, but as something which can come from the growth of knowledge
which is embedded within a person’s own experiences and particular working
situation.’

This interpretation fits in with a constructionist notion of knowledge.
Knowledge is not something to be acquired from others but is embedded in
one’s experience through individual processes of (reciprocal) assimilation and
accommodation. The unique system of schemata reflects how a particular
individual creates his own world. Meanwhile, this interpretation allows for
knowledge about the existence of ‘quasi-objects’ and shared knowledge and
meanings as not every (sub-)system of schemata will be totally unique. Parts of
individuals’ system of schemata may be similar to those of others within an
organisation or a society. To the extent that subsystems of schemata are similar,
knowledge can be said to be shared.

The nature of organisational learning

The elementary interpretation of learning as cognitive change is on the whole
consistent with many descriptions of learning that can be found in the literature
on organisational learning. Argyris and Schön (1978), for example, state that
learning entails the construction, testing and restructuring of theories of action.
Given their description of theories of action, this corresponds to descriptions
given by, amongst others, Duncan and Weiss (1979), Hedberg (1981), and Fiol
and Lyles (1985). The latter distinguish between cognitive development on the
one hand and behavioural development on the other. Fiol and Lyles (1985: 806)
argue that the implied difference between cognition and behaviour is crucial,
‘for not only do they represent two different phenomena, but also one is not
necessarily an accurate reflection of the other’. While both embody processes of
change, cognitive development encompasses changes in the interpretation of
phenomena and the development of in-depth understanding of past actions in the
light of future behaviour. Behavioural development occurs if responses or
actions arise which are merely based on these existing interpretations and
understanding. To Fiol and Lyles (1985) the centrality of cognitive processes
distinguishes organisational learning from mere change, adjustment and
adaptation.

If the two dimensions are combined and varied, four structurally different
situations arise. Figure 4-2 shows these four stereotypes. Looking at this figure,
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it is clear that learning may occur without any change visible whatsoever. For
example, a boy who has learned that flames are hot will not intentionally stick
his hand into a fire unless he wants to hurt himself. Vice versa, behavioural
change may occur without any learning taking place. Learning reflects cognitive
development whereas behavioural development reveals only the level of change.
So, according to this interpretation, learning equals cognitive change. Inkpen
and Crossan (1995) add to this that behavioural change may induce cognitive
change in the case of experimental learning (which, following Weick (1979,
1995) may be closer to being the rule than the exception). They also note that a
change in cognition may never lead to a (desired) change in behaviour, a
situation that they describe as ‘blocked learning’. They illustrate this by the
following example: ‘I know the customer is always right, but I can’t take this
kind of abuse’ (ibid.: 600).

We depart from the notion that organisations learn as individual members act as
agents of organisational action and learning, solely or together. In the words of
Hedberg (1981), individuals act on the ‘stages’ called organisations and learn
from this acting. Organisational learning occurs as knowledge, acquired and
developed by individual members, is embedded in ‘organizational memory’
(Argyris and Schön, 1978) or pasted into the ‘organizational knowledge base’
(Duncan and Weiss, 1979). The organisational knowledge that is most deeply
rooted is sometimes referred to as ‘the organizational paradigm’ (Pfeffer, 1981;
Johnson, 1987) or the ‘management orientation’ (Hedberg and Jönnson, 1977).
Similar to knowledge on an individual level, organisational knowledge serves as
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an interpretative scheme and forms the basis for managerial action (Bartunek,
1984; Daft and Weick, 1984).

Not all knowledge acquired or developed by every individual organisational
member is automatically added to the organisational knowledge base. In order
for newly acquired knowledge to become organisational knowledge, it first has
to be exchanged and accepted by others within the organisation and, besides
being socially acceptable, needs to be considered as relevant for organisational
activities (Duncan and Weiss, 1979). Not all individually acquired knowledge
will be relevant. Besides knowledge appropriate for doing their job within their
organisation, individuals possess strictly private knowledge. On the other hand,
knowledge relevant for organisational purposes is not limited to individually
acquired and generated knowledge. As we have noted in the foregoing pages,
organisational learning is above all a social process wherein individual members
learn and create knowledge when they are working together (see e.g. Nonaka,
1994; Nonaka and Takeuchi, 1995).

Crucial in the process of organisational learning are successive rounds of
dialogues wherein individual members, or groups of members, are involved.
During these dialogues (individual) knowledge is exchanged and tested and new
knowledge is developed. Several authors stress the importance of these
dialogues. Duncan and Weiss (1979) point to this phase as ‘organizational
inquiry’, Nonaka (1994) calls it the phase of ‘externalisation’, while Schön
(1983) speaks of ‘rumor and conflict’. Van der Heijden and Eden (1998) refer to
it as ‘strategic conversation’, which may be stimulated by several interactive
modelling methodologies. They argue that learning requires an effective process
of conversation, in which strategic cognitions can be compared, challenged and
accommodated (see also Van der Heijden, 1996; Eden, 1992b). Metaphors may
play an important role in the exchange of knowledge (Nonaka, 1994). ‘The
essence of metaphor is understanding and experiencing one kind of thing in
terms of another’ (Lakoff and Johnson, 1980: 5). Metaphors allow for the
exchange of implicit knowledge and personal perspectives that are otherwise
difficult or impossible to communicate verbally.

As we assume that individuals learn, solely or together (i.e. emergent
properties of collective cognition), and not the organisation-as-an-entity to
which they belong, Huber (1991) argues that it is more appropriate to express
the occurrence of organisational learning in terms of the degree organisational
learning taking place. Organisational learning occurs as members of the
organisation acquire and generate chunks of knowledge and recognise it as
potentially useful for organisational purposes. Huber designates the
development of knowledge by individual members of an organisation as the
existence of organisational learning and the spread of this knowledge throughout
the organisation as its breadth. He distinguishes between the elaborateness and
the thoroughness of the organisation’s learning. Elaborateness concerns the
variety of organisational knowledge. Learning accelerates as the body of
knowledge becomes more varied or, in Huber’s (1991: 90) words, ‘more varied
interpretations are developed’. Such development enlarges the range of



     Charting Organisational Learning     107

possibilities for action. This attribute of organisational learning corresponds to
what Ginsberg (1990) denotes as the management team’s socio-cognitive
complexity, a notion that is similar to the cognitive complexity at the individual
level. Finally, thoroughness pertains to the degree to which comprehension and
interpretation by the various individuals are uniform. This attribute comes close
to what Ginsberg (1990: 522) denotes as the socio-cognitive consensus of a
management team and describes as ‘the extent to which a diverse set of
assumptions or beliefs has been synthesized into a commonly shared
understanding’.

According to Ginsberg the socio-cognitive complexity and consensus of a
management-team taken together give an indication of that team’s socio-
cognitive capacities. Although seemingly contradictory, both diversity in
perspective and consensus on interpretation are necessary for teams to learn. The
former is the result of a high socio-cognitive complexity and the latter is
connected with a high socio-cognitive consensus. Fiol (1994) states that the
socio-cognitive consensus should particularly be interpreted in terms of
agreement on the frame of reference with respect to which the various
interpretations are compared. This view explains why certain (effective) teams
‘simultaneously agree and disagree’ (Fiol, 1994: 403). This reflects diversity
within a common context.

The meaning attributed to objects and events is evidently related to the
content of schemata as well as to the context wherein they are employed. This
indicates that, equivalent to the description of the schemata at the individual
level, both the content and the structure of the frames of references a
management team share should be described for charting organisational
learning.

Charting potentialities

The most important conclusion we may draw from the preceding sections is that
cognition and learning are two sides of the same coin: learning entails cognitive
change. Learning can be validly conceptualised as a process of cognitive
development during which the system of schemata of an individual or the
‘knowledge base’ of an organisation grows and/or is restructured. A
consequence of this interpretation of learning is that insight into the
development of managerial cognition over time is a prerequisite for charting
processes of organisational learning. An advantage of this view on
organisational learning is that is reasonable and flexible and can be extended to
the learning of networks of organisations or even applied to entire industries.
Most importantly, it offers several clues for empirically charting processes of
organisational learning.

Changes in either the content or the structure of the knowledge held by
individual organisational members may reveal organisational learning and the
more so if other members share these changes. Consequently, methodologies
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and techniques currently employed for mapping managerial and organisational
cognition – generally known as cognitive mapping or causal mapping – can be
used for identifying and registering organisational learning. By construing
cognitive or causal maps for individual organisational members, and comparing
these maps in time, it is possible to identify the degree of organisational learning
(in terms of cognitive change) that has occurred. A cognitive map is interpreted
here as a knowledge representation device containing chunks of knowledge; for
example, concepts and links between concepts. The ‘organisational’ cognitive
map that fits the definition of organisational learning as developed in the
previous subsection can be expressed in terms of the centrality or commonality
of concepts and links between concepts (or other chunks of knowledge). We
might see circles inside and overlapping other circles. Those concepts and links
that are shared by many organisational members are closer to a centre and may
be denoted as the organisational paradigm or management orientation (possibly
adapted to the power organisational members have; see e.g. Walsh et al., 1988).

A major constraint in mapping cognition and charting learning concerns the
degree to which knowledge can be articulated. As mentioned before people learn
both consciously and unconsciously and acquire both explicit and tacit
knowledge. The concealed nature of the latter severely complicates the charting
of individual and organisational learning using cognitive mapping
methodologies (although some of these methodologies may stimulate people to
articulate part of their tacit knowledge). The same applies to important elements
of human cognition such as emotions and feelings. It is interesting to notice in
this context that theories of human learning almost always couple the product of
learning to the process of learning. The reason for this is that it is hard to decide
whether some habit or ‘piece’ of knowledge is the result of learning or merely
represents adaptation or blunt imitation. On the other hand, it is possible to
attribute it to learning if the processes of developing some behaviour or
acquiring some knowledge can be observed as resulting from a particular kind of
experience. Anderson (1983), for example, argues that when people learn
something, the knowledge they acquire is explicit but after a while, with practice
and use, it becomes more and more tacit and disappears out of sight. Nonaka’s
(1994; Nonaka and Takeuchi, 1995) work on knowledge creation in
organisations suggests the existence of a similar process at a group and
organisational level. In addition, individual members will attempt to articulate
their subjective knowledge so as to contribute to the creation of new
organisational knowledge.

Following both Anderson and Nonaka, knowledge will be most explicit
when it is created and generated. After a while, with practice, it is internalised
and disappears out of sight. The implication of this is that changes in the
organisational knowledge base should preferably be mapped when these are
‘fresh’ – i.e. ‘real time’, during the process of learning – and most explicit – i.e.
during dialogue, conversation and externalisation (Duncan and Weiss, 1979;
Hedberg, 1981; Nonaka, 1994; Van der Heijden and Eden, 1998). The latter are
sometimes clearly visible as managers attempt to deal with problems of various
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kinds, try to close financial gaps or seek to exploit strategic opportunities, as
such changes normally go hand in hand with lengthy discussions and meetings
(Schön, 1983). The accompanying conflict and commotion within the
organisation, mostly experienced by many as extremely uncomfortable, are
visible signs of organisational learning in action.

Summary

This chapter has laid the conceptual foundation for the cognitive research
methodology that we will employ in our empirical research to chart
organisational learning during processes of diversification. The conceptual
foundation rests on two pillars: one rooted in organisational learning, the other
in managerial and organisational cognition. The research methodology that we
build on this foundation conceptualises organisational learning in terms of
cognitive change. Our review of the various (categories of) research approaches
on organisational learning made it clear that organisational learning is a
polymorph concept with, amongst other characteristics, an individual and a
social dimension and enclosing both explicit and tacit knowledge. Based on
these observations we decided to consider the individual managers we
interviewed as ‘key witnesses’ of organisational sense-making processes who
inform us (as researchers) on what the organisation, as a group of socially
interacting individuals, learn in the context of their diversification project. This
approach essentially fits in with ‘learning-by-individuals ‘plus’’ approaches but
simultaneously acknowledges that organisational learning is a social process that
involves more than individual cognitive change.

Next to the validation of a cognitive perspective on organisations, the
subsequent discussion of managerial and organisational cognition in this chapter
confirmed the importance and relevance of considering individual managers as
key witnesses of organisational sense-making processes. Given that
organisational cognition, like organisational learning, is above all a social
phenomenon, merely mapping individual cognition is insufficient to grasp and
understand it. We then went one step further and explored the paradigmatic
implications of a cognitive perspective and concluded that the structurational
perspective elaborated by Giddens (1976, 1984) fits in with it. A structurational
perspective considers the relation between the intentionality of human agency
and social structures (more precisely: existent socially construed structures) as
essentially reciprocal. Humans purposefully create, change and maintain social
structures but simultaneously these structures impose order on their intentional
activities. Hence, humans make sense of their world through closely intertwined
processes of construction of their world and perception of pre-existent socially
construed structures. Any cognitive map will be a reflection of this and enclose
both construction and perception; in general, the shorter the time slice
considered, the stronger the influence of the latter will be. Giddens’
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structurational theory adequately resolves the issue of ‘ontological oscillation’
that is inherent to cognitive mapping.

Following the discussion of organisational learning and managerial and
organisational cognition, we went deeper into the conceptualisation of learning
as cognitive change in order to identify charting potentialities and bridge the gap
to an employable research methodology. This exploration generated a number of
observations. First of all, learning involves changes in various kinds of
knowledge: changes in the way phenomena are described, changes in descriptive
and prescriptive theories in action, and changes in fundamental beliefs; this
classification guides the choice of cognitive mapping techniques in the next
chapter. Secondly, learning may affect the way knowledge is organised as any
‘piece’ of knowledge derives its meaning from its embedding in, and linkage to,
other ‘pieces’ of knowledge. Finally, we concluded that what an individual
organisational member learns does not automatically entail learning by its
organisation. For this reason, we can only speak of degrees of organisational
learning depending on the spread and breadth of (newly acquired) knowledge
throughout the organisation. Based on these observations we concluded that
changes in either the content or the structure of knowledge held by individual
organisational members may reveal organisational learning, the more so if other
members share these changes. Cognitive mapping techniques can be used to
identify such changes particularly when such changes are still fresh and explicit,
i.e. during the process of learning when knowledge is created and generated.

We now turn to the elaboration of the research methodology we will use in
our empirical research on processes of diversification.



Chapter 5 

A Cognitive Research Methodology

In the previous chapter we developed the conceptual foundation for a research
methodology aimed at charting processes of organisational learning from a
cognitive perspective. This foundation consists of two pillars: one standing in
the literature on organisational learning, the other resting on research in the area
of managerial and organisational cognition. Building upon this foundation, the
current chapter selects and discusses a set of cognitive mapping techniques to
chart organisational learning occurring in the course of a diversification process.
It sets off with an introduction into the nature of cognitive maps. Next, the
chapter presents a short overview of the wide range of cognitive mapping
techniques currently available. A framework is then presented consisting of five
interrelated learning areas in which managers in a diversifying company may
generate (different kinds of) knowledge and, thus, may learn. This theoretical
framework guides the design of the cognitive research methodology employed
in this research. The research methodology combines three specific cognitive
mapping techniques: content analysis, the repertory grid technique, and a
cognitive mapping methodology that makes use of software called Decision
Explorer (previously known as Graphics COPE). Each of these techniques is
discussed and their bases for comparing maps both in time and across managers
is indicated. The chapter then turns to issues of validity and reliability in the
context of cognitive mapping. The chapter ends with an introduction to the three
case studies we studied using the research methodology presented and an outline
of the way we organised the empirical part of this research project.

The nature of cognitive maps

The label ‘cognitive map’ goes back to Tolman (1932, 1948) who proposed the
concept ‘cognitive map’ when he formulated an alternative to the stimulus-
response models that dominated the study of human behaviour at that time. In
several experiments he performed with rats, stimulus-response models failed to
explain the behaviour of these rats: non-rewarded rats learned just as much as
their rewarded companions. He inferred from this finding that the rats construed
an internal ‘cognitive map’ of the experimental setting on which they based their
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actions. Note that Tolman’s ‘cognitive maps’ closely resemble internal
knowledge structures like schemas and scripts. This particular usage of the label
‘cognitive map’ has to be clearly distinguished from the graphical
representations that are the output of so-called cognitive mapping techniques. As
Stubbart and Ramaprasad (1990: 262) note, ‘it is not obvious or empirically
proven that managers actually have cognitive maps in their heads or elsewhere’.
Eden (1992) argues that few (if any) cognitive mapping technique can
reasonably claim to represent human cognition and thinking. Particularly
problematic is the elicitation process during which cognitive maps are
construed:

‘. . . if we take seriously Karl Weick’s aphorism that we do not know what we
think until we hear what we say, then the process of articulation is a significant
influence on present and future cognition. If articulation and thinking interact, then
an elicitation of cognition that depends upon articulation is always out of step with
cognition before, during, and after the elicitation process.’ (Eden, 1992: 261)

Based on extensive empirical research Kosslyn (1980), for example, strongly
argues that people (also) store ‘mental images’ in their memory from which they
derive knowledge in the context of some action. His work, as that of others,
indicates that people may not (solely) think in causal relations as many cognitive
mapping techniques (implicitly) assume. In general, thinking is much richer than
the few words that people speak when they are interviewed. Important aspects of
human thinking such as tacit knowledge, emotions and feelings are largely lost
when people try to communicate what they think (if they are willing to expose
themselves fully in the first place). We can therefore never be sure in practice
what it is we are mapping and we never know what we are not capturing (cf.
Laukkanen, 1990).

In addition, interviews are also social and political events during which
interviewer and interviewee interact and focus thinking upon specific topics
(Eden, 1992; Eden and Ackermann, 1998a). As a consequence, cognitive maps
built during or on the basis of interviews partially reflect the social construction
of the interview, instead of the sole thoughts of the interviewee. Elicitation is
even more problematic when documents are used as a basis for cognitive maps,
as documents generally serve different purposes. In addition, most techniques
demand substantial interpretive input from the researcher, making a cognitive
map even more a joint product. Cossette and Audet (1992: 327) note, ‘it is the
work of a researcher who constructs a graphical representation of a discourse
uttered or written by a subject’.

Furthermore, an adequate theory of cognition is a prerequisite for any
cognitive mapping technique to substantiate the claim that its products reflect
cognition (Eden, 1992). As Scheper and Faber (1994: 166) phrase it concisely:

‘. . . as the assertion that a map is a representation of cognition presupposes the
specification of cognition, and since cognition is a construct and constructs are
specified in theories, a theory of cognition is a prerequisite.’
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At this moment, few cognitive mapping techniques are underpinned by a theory
of cognition. Most mapping techniques that do have a proper theoretical
foundation are based upon Kelly’s Personal Construct Theory (1955); prominent
examples include maps based upon the repertory grid technique (e.g. Fransella
and Bannister, 1977; Eden and Jones, 1984; Ginsberg, 1989) and the work
undertaken by Eden and his colleagues (e.g. Eden et al., 1979; Eden et al., 1983;
Eden and Ackermann, 1998a). Researchers should be aware that techniques that
are not explicitly underpinned by a theory of cognition implicitly impose a
model of cognition upon human thinking by the structure and format of the
cognitive maps they produce. For example, many techniques that focus upon the
construction of causal diagrams implicitly assume that causality relations and
interactions either adequately reflects human thinking or helps in eliciting
human thinking. Using techniques that lack a proper theoretical basis raises
serious questions as to the status and nature of the maps they produce.

What then is a cognitive map if it cannot be a full and accurate representation of
human cognition? At best cognitive maps are ‘artefacts of human reasoning’
(Huff and Fletcher, 1990: 404) that ‘may represent subjective data more
meaningful than other models’ (Eden, 1992: 262). In other words, they are the
best substitutes we (currently) have for representing human thinking and
identifying cognitive change. As Huff (1990b: 14) remarks ‘we are closer with
cognitive mapping to understanding intentional choice than we have been
before’. Moreover, cognitive maps reflect ‘the mappers’ understanding of
particular, and selective, elements of the thoughts (rather than thinking) of an
individual, group or organization’ (Eden, 1992: 262; italics added). Cognitive
maps are aids that can help researchers (or interventionists) in comprehending
how a manager (or group of managers) understands and anticipates his (their)
environment. Scheper and Faber (1994: 183) argue that cognitive maps are
‘vehicles for representing meaning’, either at an individual or collective level. In
line with this, Eden and Ackermann (1998a: 197) see a cognitive map as ‘a
system of verbal tags [that] will use context and words to signify what was
meant by the person being mapped’. They add to this that ‘meaning also derives
from aspects of thinking that are not easily captured by a cognitive map’ such as
non-verbal communication (ibid). The cognitive mapper should try to translate
the full experience of an interview – what is being said and what is not – into a
cognitive map.

Mindful of Weick’s (1979b: 47) saying ‘how can I know what I think until I
see what I say’, a cognitive map can only claim to represent what an individual
or group thinks if it is more or less meaningful to them. If they cannot relate to
(parts of) a cognitive map, it cannot claim to reflect their thoughts. Note that this
may easily be the case if a map is based on documents that are the result of
negotiation (unless someone’s thinking has developed simultaneously in line
with it) or were written with ulterior motives. We belief that the chances are
higher that a cognitive map is considered as meaningful by the person/group
being mapped if the mapping technique used to construe the map is underpinned
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by an adequate (and explicit) theory of cognition. As noted above, few are at the
moment.

Weick (1990: 7) argues that the meaning a cognitive map represents is
intimately bound up with action and time: ‘the truth of the map lies in the action
and the conditions of use’. A cognitive map will therefore only make sense to
someone in the context of a particular action and at a given time. In the context
of some other action the same map may be totally meaningless to the same
person. Confronted with one of ‘his’ old maps the person may not understand or
even recognise (parts of) it anymore. The differences and similarities in
cognitive maps construed at different times can be taken as indications of the
learning that has taken place.

Before proceeding to an overview of cognitive mapping techniques, a short
remark on the use of the term ‘cognitive map’ is in place. Within the field of
managerial and organisational cognition, both the term cognitive map and causal
(or cause) map are used, often as synonyms (e.g. Axelrod, 1976). Whereas the
distinction between the two is not always clear, the latter is usually limited to
causality relations (Bougon, 1983) or ‘phenomenological beliefs and the causal
dimension in the respondents’ thinking’ (Laukkanen, 1992: 14). A cognitive
map is then seen as a broader generic device that may contain ‘all possible types
of relations occurring in patterns of concepts’ (Bougon, 1983: 177) or ‘the full
range of mental representations that can be mapped’ (Huff, 1990b: 28). Fiol and
Huff (1992: 267), for example, describe cognitive maps as ‘graphic
representations that locate people in relation to their information environments’.
Hence, causal maps are generally considered as a specific kind of cognitive map,
i.e. those maps that are limited to causality interactions. We will adhere to this
distinction in this chapter while keeping the discussion in this section in mind
while acknowledging that not every cognitive mapping researcher explicitly
aims to reveal managerial and organisational meaning.

Cognitive mapping techniques

Over the years researchers have developed and used a wide variety of cognitive
mapping techniques to study managerial and organisation cognition (see e.g.
Axelrod, 1976; Huff, 1990a; Eden and Spender, 1998). Huff (1990b) suggests
five generic ‘families’ of techniques, which she places along a continuum, based
on the purpose of mapping (see Figure 5-1). Techniques up this continuum (i.e.
positioned more to the right-hand side), she argues, require increasing
interpretive input from researchers and draw on more complicated models of
cognition. Moreover, each of the families of techniques produces a different
kind of map. Each kind of map, in turn, reveals different kinds of knowledge,
i.e. capture different parts of the content of schemata. In the following we will
adhere to Sackmann’s (1991, 1992) classification of knowledge (see Chapter 4).
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Huff (1990b: 16) notes that the boundaries between the five categories of
mapping techniques ‘are somewhat permeable’. In practice researchers ‘often
use more than one approach to mapping’ (ibid). Additionally, some techniques
can hardly be put under the heading of just one category. This applies, for
example, to the cognitive mapping technique developed by Eden and his
colleagues as well as to content analysis, which has many different forms. The
repertory grid technique may also fall into different categories depending on the
processing of its output.

At the left end of the continuum in Figure 5-1, Huff places techniques that take
verbal expressions as a direct indication of mental activity. For example,
frequency of word use can be taken as an indication of cognitive centrality while
change in word usage in time can be seen as an indication of changing attention.
Also, clustering related words may suggest themes that are important to the
person or group that is being mapped (cf. Weber, 1990). Content analysis of the
manifest content of discourse (e.g. transcribed interviews, documents) falls into
this category (see e.g. Bowman, 1984; Erdener and Dunn, 1990). The produced
maps reflect ‘attention, association and importance of concepts’ and reveal
dictionary knowledge, i.e. definitions and classifications of objects and events.

One step up the continuum are mapping techniques that aim at identifying
mental categorisations and hierarchical relationships among concepts. These
techniques assume that people place concepts into categories and attach meaning
to a concept by contrasting it with other concepts (or categories of concepts). As
such they mainly uncover dictionary knowledge. Techniques that are based on
Kelly’s (1995) repertory grid technique, often used in combination with some
kind of statistical analysis, fall into this category (see e.g. Fransella and
Bannister, 1977; Dunn et al., 1986; Dunn and Ginsberg, 1986; Ginsberg, 1989;
Reger, 1990b). These techniques mainly uncover dictionary knowledge,
although more complicated analyses (e.g. factor analysis, multidimensional
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scaling) may reveal axiomatic knowledge. Construing maps that ‘show
dimensions of categories and hierarchies among concepts’ has been especially
popular among researchers studying competition (e.g. Porac et al., 1989; Reger,
1990a; Hodgkinson and Johnson, 1994).

The next category of causal mapping techniques on Huff’s continuum
generates maps that show ‘influence, causality and system dynamics’. The goal
of mapping this kind of knowledge is to (re)construe the theories-in-use that
inform a respondent’s decisions and actions. Examples include the ‘cognitive
mapping’ approach developed by Axelrod and associates (1976), Bougon’s
(1983; Bougon et al., 1990) Self-Q Technique, and Laukkanen’s (1990, 1992,
1998) comparative causal mapping methodology. The cognitive mapping
technique developed by Eden and his colleagues (e.g. Eden et al., 1979; Eden et
al., 1983; Eden and Ackermann, 1998b) can be placed in this category to the
extent that the maps also represent causal relations. Jenkins (1998: 234)
attributes the popularity of causal mapping among (strategic) management
researchers to ‘a potentially higher level of procedural knowledge’ that causality
provides compared to the previous categories of maps. In addition he argues that
the temporal dimension of causal maps, especially the inherent inclusion of
future inferences, makes these techniques particularly appropriate for
representing strategy. Given the temporal element, causal maps have the
potential to reveal directory (descriptive, historical) and recipe knowledge
(prescriptive, future). The labelling of the concepts in a causal map reveals some
dictionary knowledge.

There is a gradual transition from causal mapping techniques to a (still small)
category of mapping techniques that aim at revealing ‘the structure of argument
and conclusion’. There are, however, some crucial differences. In revealing such
maps, these techniques subject texts (often documents) to a tight coding
structure. Work by Fletcher and Huff (1990a/b; see also Barr et al., 1992) on
strategic argument mapping, for example, builds upon the work of Toulmin
(1958:254) who ‘proposes that valid arguments, analogous to a legal argument,
have a proper form that can be laid out for inspection’. Given the imposed
structure, the produced maps are more meaningful to researchers than to the
person (or organisation) whose cognition is being mapped (cf. Huff and
Fletcher, 1990a). Most studies that have construed argument maps have focused
on historical documents and as such uncovered directory knowledge, next to
some dictionary knowledge.

A final category of techniques aims at identifying ‘schemas, frames and
perceptual codes’. Techniques in this category try to reveal underlying meaning
of transcripts or texts and as such come closest to axiomatic knowledge
(fundamental beliefs and causes). Prominent examples include semiotics (e.g.
Fiol, 1990a/b) and discourse analysis (e.g. Edwards, 1997). Like argument
mapping, these techniques focus on the latent content of texts, but in doing so
they consider the structure(s) of language next to the content. Eden’s cognitive
mapping technique may also be placed under this heading. The accompanying
software Decision Explorer contains various tools to analyse cognitive maps and
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identify underlying meaning (see Eden et al., 1992; Eden and Ackermann,
1998a). Eden’s approach differs fundamentally from the previous two. For one
thing, maps are construed on the basis of the full experience of the interview, not
solely on transcripts. Moreover, the systematic analysis of the cognitive maps
with Decision Explorer may decrease the interpretive input of the researcher.

The five families of cognitive mapping techniques illustrate the wide variety of
techniques that researchers can choose from to study managerial and
organisational cognition (and we have not been exhaustive in our listing of
techniques under each heading). The growing number of empirical studies show
that researchers actively use this broad variety (see e.g. Huff, 1990a; Stubbart et
al., 1994; Meindl et al., 1996; Eden and Spender, 1998). We have based our
selection of cognitive mapping techniques used in our empirical research upon a
number of considerations. The cognitive mapping methodology (or combination
of techniques) should:

(1) at least intentionally, cover the variety of knowledge that is generated in the
course of a diversification project;

(2) offer clear procedures for collecting data and allow for systematic
processing and analysis of the data, thus increasing the reliability of the
analysis;

(3) allow for comparison of construed cognitive maps in time in order to chart
organisational/managerial learning (cf. our conceptualisation of learning as
cognitive change);

(4) minimise irritation and avoidance behaviour by the respondents (cf.
Brown’s (1992) recommendation).

We believe that paying explicit attention to conceptually different kinds of
knowledge (such as covered by Sackmann’s (1991) categories) can increase our
understanding of the (evolving) images managers construe in the course of the
diversification project they are involved in. Prior research into diversification
and the growth of SMEs suggests that managers’ images embrace several distinct
but interrelated areas of managerial knowledge. As they gain experiences in the
course of their diversification project they generate knowledge in each of these
knowledge areas. The next section presents and discusses these ‘areas of
learning’. Subsequently, we match these areas of learning with cognitive
mapping techniques to make a selection.

Learning areas during diversification

As noted in Chapters 1 and 2, several authors have emphasised that the process
of diversification is essentially a process of organisational learning and should
be studied as such (e.g. Normann, 1977; Miles, 1982; Kazanjian and Drazin,
1987; Ginsberg, 1990; Mintzberg, 1990b). They argue that understanding
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learning occurring in the course of diversification is critical to understanding
success and failure of diversification projects. As we have argued in the
previous chapter, depicting diversification as a process of learning accords with
a cognitive perspective, as learning is (in part) a process of cognitive
development. As managers cumulate experiences in the course of a
diversification project, they (may) learn. Prior research into diversification
(Chapter 2) and the growth of SMEs (Chapter 3) suggests that this learning
occurs in several distinct but closely interrelated areas of managerial knowledge.
Figure 5-2 shows a categorisation consisting of five such ‘areas of
organisational learning’. The arrows indicate the dominant direction of the
relations that are thought to exist between the five learning areas; please note
that these relations are by no means proven (if possible at all given that the
framework conceptually cuts what essentially is one body of knowledge into
five pieces). In addition to using this framework as a basis for choosing among
the range of available mapping techniques, we will use the framework in Figure
5-2 to categorise the data we gathered during our empirical investigations. It is
critical to note that we did not present the framework to any of the managers we
interviewed nor did it (consciously) guide the structure of our (intentionally
unstructured) interviews.

Following both Mintzberg (1988) and Ginsberg (1989), the heart of the learning
processes occurring in the course of a diversification project seems to lie in the
rethinking and reconceiving of the business portfolio of the firm. This includes
both the conceptualisation of any new businesses added to the portfolio and the
(re)conceptualisation of the (changed) portfolio of businesses as a whole.
Businesses may range from products to complete divisions, depending on how
managers experience it. Any learning taking place in these areas will be the
domain of the top-management or owner-manager of the diversifying firm in
particular.

Closely related to these two areas of learning is the development of a new
‘dominant general management logic’ (Prahalad and Bettis, 1986). As stated in
Chapter 2 this concept relates to the way in which a diversified firm is
strategically managed. Recall that Prahalad and Bettis (1986: 490) define a
dominant logic as ‘the way in which managers conceptualize the business and
make critical resource allocation decisions’. It represents process knowledge in
the form of routines and procedures employed by the management of a
diversified firm to manage a diverse set of activities. The different management
styles for managing a portfolio of businesses, which Goold and Campbell (1987)
identified in (successful) diversified companies, may be part of a certain
dominant logic. The dominant logic offers a managerial explanation for the
problems many diversified companies face.

In general, the larger the strategic variety within a diversified portfolio, the
larger differences between required dominant logics will be. As a firm enters a
new domain through diversification, the strategic variety may grow necessitating
the development of a new and different dominant logic. The routines and



A Cognitive Research Methodology    121

procedures that the management currently employs for managing activities may
not fit. According to Grant (1988) the ‘goodness of fit’ will depend on the
degree to which activities are strategically similar. Examples include similar
sizes of capital investment, similar key success factors, similar competitive
positions, similar stage in the product life cycle, etc. We note that these
(dis)similarities are partially products of mental construction. Moreover,
according to Bettis and Prahalad (1995) the unlearning of an old dominant logic
must precede the learning of new logics.

A fourth area of learning concerns the organisation and operational linkage
of the various businesses in the portfolio. Before a diversifying firm is able to
produce and deliver any new products or services, it has to (re)organise its value
chain of activities (cf. Porter, 1985). This means taking decisions on several
organisational variables, such as division of labour, reward systems, information
systems, etc. (see e.g. Galbraith and Kanzanjian, 1986). Furthermore, unless
management wants to keep the new business activity fully separate from the
other businesses in the portfolio, it has to decide on the organisation of the
operational linkage(s) between businesses. This is particularly relevant if the
management sees possibilities for realising economies of scale or scope or wants
to transfer ‘know-how’ from one domain to another (e.g. Teece, 1980, 1982).
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Finally, a diversifying firm has to develop such managerial skills, resources
and knowledge as are necessary to compete in a new domain (e.g. Miles, 1982;
Kazanjian and Drazin, 1987). The various operational skills required for
producing a new product or offering a new service have to be mastered.
Subsequently, the firm has to compete with the new product or service in a
market with which it is not familiar and which may be fundamentally different
from the markets which it is currently selling its products in. Whereas top
management is involved to a greater or lesser extent with the other four learning
areas, this is often not the case when it comes to learning in this area. The
development of new business skills, largely operational in nature, occurs
predominantly at lower organisational levels, for example by salesmen and
production employees.

Because managers learn as they cumulate experiences, the framework can be
depicted as layer above layer above layer, etc.; Figure 5-2 only shows two such
layers. Moreover, due to conservative forces, knowledge generated in the past
on the basis of experience gained in existing businesses, may initially constrain
the learning within any of the five learning areas (cf. Piaget, 1937). For one
thing, existing dominant logics direct sensemaking and in doing so limit the
ability of an organisation to learn (cf. Bettis and Prahalad, 1995; see also
Galbraith, 1983). This may not be much of a problem if a new business is quite
similar to the existing ones, but serious problems are likely to arise if there are
fundamental differences. For example, due to an inappropriate conceptualisation
of a new business, managers may be wrong to apply existing procedures and
routines in the new business, however successful these were in existing
businesses (cf. Jemison and Sitkin, 1986). The resulting disappointment may
launch new cycles of learning, or alternatively, lead to an early disinvestment of
the new business if the ‘gap’ is considered to be too large (cf. Miles, 1982).

A choice of cognitive mapping techniques

The theories and empirical research on which the five learning areas in the
framework are based suggest that these areas embrace different kinds of
knowledge. For example, the conceptualisation of a new business relates to a
different kind of knowledge from that connected to the development of a new
business skill; the former appears to be more abstract and tacit than the latter.
Moreover, as we argued that Huff’s (1990b) families of cognitive mapping
techniques reveal different kinds of knowledge, we have chosen to employ a
combination of different techniques. ‘Cognitive reality’ is multi-coloured and
just as a painter needs various colours and brushes to paint a picture, we need
various cognitive mapping techniques to ‘paint’ (construed) reality. We are thus
using knowledge as the common denominator to choose among the variety of
cognitive mapping techniques that is available while taking our four criteria for
selecting cognitive mapping techniques (see page 119) into account. For four of
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the five learning areas this straightforwardly leads to preferred techniques. Table
5-1 links the selected cognitive mapping techniques to Figure 5-1 and Figure 5-2.

The conceptualisation of a new business and the (re)conceptualisation of the
changed portfolio dominantly concern the classification of business activities
and as such come closest to dictionary knowledge (i.e. the definition and
classification of objects) and possibly axiomatic knowledge (i.e. fundamental
beliefs and final causes). Both closely intertwined conceptualisation processes
can be captured by mapping the dimensions and constructs which managers use
in judging and discriminating between different business activities (see Huff,
1990b). Kelly’s (1955) repertory grid technique, which embraces the elicitation
and comparison of constructs, is especially appropriate for construing such maps
(see e.g. Ginsberg, 1989; Reger, 1990b). In addition, conceptualisations of
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businesses and portfolios are deeply rooted in managers’ minds and as such
reflect axiomatic knowledge (see e.g. Mintzberg, 1990). We expected that the
additional use of multidimensional scaling in this research project, to analyse the
comparison of constructs by managers, might throw some light on the
fundamental beliefs behind the selection of businesses in the portfolio.

Both the development of a new dominant logic and the development of new
(managerial) business skills predominantly reflect the generation of process
knowledge (cf. Prahalad and Bettis, 1986; Grant, 1988). In terms of Sackmann’s
(1991, 1992) classification of knowledge, process knowledge embraces both
directory and recipe knowledge (i.e. knowledge on how things are done or
should be done respectively). The generation of these kinds of knowledge is
typically captured by construing causal or argument maps. Given our intention
to study diversification projects from the eyes of managers as opposed to an
investigator’s perspective, we prefer to construe causal maps. Recall that
argument mapping imposes a rather tight analytical structure on data. Moreover,
because we aim to compare construed maps (both across individual managers
and per manager in time) and want to preserve the idiosyncratic nature of the
data as much as possible, we decided to employ the cognitive technique
developed by Eden and his colleagues using Decision Explorer1 (e.g. Eden,
1988; Eden and Ackermann, 1998b). Decision Explorer has many built-in tools
for analysing and comparing construed cognitive maps, which meets our wish
for systematic analysis of data. Note that a comparable methodology developed
by Laukkanen (1992) also offers excellent possibilities to compare maps but
does so at the expense of the idiographic nature of the maps as researchers have
to ‘standardise’ the constructs of respondents before comparison.

Learning with respect to the arrangement of the value chain and the design of
organisational structures mainly reflects the development of directory and
axiomatic knowledge. On the one hand, this learning area is closely connected
with both conceptualisation processes, on the other hand it is linked to the
development of the new dominant logic(s) and managerial business skills. We
assume that the knowledge with respect to this learning area will be sufficiently
captured when the preceding techniques are used. The conceptualisations of the
new business and the portfolio of businesses revealed with the repertory grid
technique may offer insight into intentional behaviour in linking new and
existing activities. The cognitive maps construed with Decision Explorer may
add to our understanding of changes in chains of argumentation with respect to
this area.

In addition to the repertory grid technique and the construction of idiographic
cognitive maps, content analysis of transcribed interviews can be helpful in a
number of ways. Firstly, as an independent mapping technique, analysis of the
                                                
1 In fact, during the first part of our study we used Graphics COPE, but changed to its

successor Decision Explorer during the last parts. The latter (only) offers somewhat more
flexibility to the user than the former.
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content of transcribed interviews can help in identifying the meaning individual
managers attach to phenomena (see e.g. Winterscheid, 1994). Secondly, content
analysis can be helpful to both other techniques through the identification of
(important) constructs and linkages between constructs. It may also help to
interpret the output of the repertory grid technique, in particular the maps
construed with multidimensional scaling. Content analysis is  thus used as a kind
of triangulation. A further consideration to use content analysis is that it can be
employed without additionally ‘bothering’ the respondents that were
interviewed.

In closing our selection of mapping techniques, we would like to stress once
more that, consistent with an interpretive perspective, our aim is to understand
how individual managers construe their world. As we have argued in the first
section of this chapter, cognitive maps, being ‘vehicles of meaning’, are means
to this end. The use of a combination of mapping techniques offers the
possibility to compare the meaning of concepts and phenomena as inferred from
each of them. An important implication of this understanding is that although we
have straightforwardly linked learning areas to cognitive mapping techniques,
this linkage should be considered as a loose one. We will fall back on each of
the different types of cognitive maps to throw light on the content and meaning
the managers attach to each of the five learning areas. Before going into each of
the mapping techniques we selected in detail, we outline the mapping process in
this research project.

The mapping process

The employment of three different cognitive mapping techniques in one piece of
research can easily become irritating and laborious for respondents, and, in
doing so, become counterproductive (see e.g. Brown, 1992). Cognitive mapping
is a fairly intimate process and is probably most fruitful when respondents feel
comfortable and free to talk, rather than being hindered by the (number of)
techniques employed by the researcher. For this reason, the combination of
interviews and cognitive mapping techniques was chosen in such a way that the
time demanded of the respondents was minimised. On the other hand, using
different cognitive mapping techniques can also be quite productive, as each
technique presents the respondent with a different contextual setting. This may
stimulate conversation and thus the elicitation of knowledge in general.
Moreover, it offers some interesting possibilities for validation, both by the
respondents themselves and as a result of cross-method triangulation. Validation
is a necessary requirement in the process of cognitive mapping as articulation
and thinking interacts (Weick 1979; Eden, 1992). On the basis of these
considerations the three cognitive mapping techniques were combined in the
following manner:
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1. The cognitive mapping process with each individual (owner-)manager
started with one or two open and unstructured interviews in which some
general issues as well as the background and progress of the diversification
project were discussed. The managers were asked to tell their own story,
using some general catchwords, such as strategy, goals, important events and
developments, and customers. Incidentally, they were probed for clarification
of details. The content interviews (tape-recorded and transcribed) were
subsequently analysed (see section on content analysis).

2. Using Decision Explorer, cognitive maps were construed in two interview
sessions. After the first session with a manager, maps were construed on the
basis of the transcribed interviews and subsequently organised and arranged
into several submaps around emergent themes (cf. Eden and Simpson, 1989).
In one case the cognitive maps were construed during the first round in direct
interaction with the respondents and then organised and arranged in submaps
(in later interviews we dropped this procedure as we felt that it focused
conversation too much on causality interactions and, in doing so, interfered
with the content analysis of the interviews). The submaps were either sent to
the respondents before the second mapping session so that they could
examine them carefully or passed through with them during the second
session.

3. The mapping session in which the cognitive maps construed with Decision
Explorer were reviewed was also used as a starting-point for the application
of the repertory grid technique. Confronting the respondents with triads of
businesses from their company’s portfolio, constructs were elicited (cf.
Fransella and Bannister, 1977; Ginsberg, 1989). In addition, the results of
both preceding phases were studied for the same purpose. Next, a
questionnaire was mailed to the respondents in which they were asked first to
compare the businesses of the firm pairwise in terms of similarity and then to
rank them against the set of elicited constructs. This data enabled us to
construe maps in a number of ways (cluster analysis, multidimensional
scaling).

For each of the three diversification cases we studied in this research (see last
section of this chapter), the foregoing mapping process was passed through
twice with a time interval of approximately one and a half to two years. We
reckoned that both a (much) shorter and a longer time interval would seriously
hamper the identification of learning experiences. Each mapping process
typically enclosed between three and five interview sessions, which lasted
between one and a half and three hours. Overall, some 40 interviews with six
respondents were conducted as part of a mapping process (we refer to chapters
in which each case study is discussed for the selection of interviewed managers).
In between the interview sessions additional contacts with the respondents were
arranged (e.g. to visit local branches, to discuss specific issues, etc.) to keep
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contact alive. The construction and analysis of cognitive maps turned out to be a
labour-intensive process, in particular the construction of the idiographic causal
maps with Decision Explorer (although the saying ‘practice makes perfect’
certainly applies to this). Roughly speaking, each individual mapping process
took about two weeks in total.

The cognitive maps were compared both across respondents within the same
company and for each respondent in time. We compared the output of each
individual cognitive mapping technique and the aggregate (interpreted) output of
the techniques. The next section describes each cognitive mapping technique in
more detail, including their theoretical foundation, and indicates how
comparison of cognitive maps across time took place.

Three cognitive mapping techniques

The three cognitive mapping techniques we chose to employ differ in many
respects. In addition to the different kinds of knowledge each (predominantly)
captures, they demand different kinds of data and produce different kinds of
cognitive maps. Due to these differences, the three techniques compare
cognitive maps on a different basis and offer different signs of learning. The
three techniques, however, also share some characteristics. Each technique
offers clear procedures for collecting subjective data and allows for systematic
processing and analysis of the construed maps. In this section we successively
discuss the characteristics of content analysis, the repertory grid technique, and
cognitive mapping using Decision Explorer. We will indicate how we construed,
analysed and compared cognitive maps using each of these techniques.

Content analysis
Content analysis is a research method that uses a set of procedures to make
replicative and valid inferences from texts (Krippendorff, 1980; Weber, 1990).
In principle, any text can be used, whether uttered or written by a subject.
Content analysis has many different shapes, which differ with respect to the
specificities of the procedures used. Fundamentally, content analysis can be
conducted on two levels of analysis: the manifest content or the latent content of
texts (Erdener and Dunn, 1990; Weber, 1990). The former is sometimes
described as ‘classical’ while the latter is referred to as ‘ethnographic’ (e.g.
Tesch, 1991). Analysis of the manifest content focuses on clearly discernible
characteristics of texts such as word frequency and position of certain key words
in their context (Weber, 1990; Winterscheid, 1994). Analysis of the latent
content aims at capturing what the writer or interviewee actually meant when he
used particular words in a certain combination and context. Identification of the
latent content can, for example, be done by argumentation mapping (e.g.
Fletcher and Huff, 1990a/b) and semiotics (e.g. Fiol, 1990a/b). From a cognitive
point of view, identification of the latent content of texts is more interesting as it
aims to reveal the underlying meaning embodied in the text. However, next to
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being time-consuming, it relies more heavily on the subjective interpretation and
judgement of the researcher (Erdener and Dunn, 1990; Weber, 1990). This holds
the danger that the output is more meaningful to the researcher than to the
subject who uttered or wrote the text in the first place.

Winterscheid (1994) outlines a (less time-consuming) procedure for latent
content analysis that focuses on the interviewee’s most central cognitive
categories. Departing from a social-constructivist position, her procedure aims at
inferring the meaning people attach to phenomena from the language they use.
A main assumption is that words (used in a certain context) refer to underlying
‘core concepts’ which people use to make sense of their world (e.g. Miller and
Johnson-Laird, 1976). Latent core concepts manifest themselves as individuals
use words to label their experiences. Moreover, frequency of word-use may
reflect cognitive salience (Lachman et al., 1979). If an individual uses a
particular term frequently, it may hold particular importance to him.

However, some caution is in place as the same term can refer to different
core concepts and thus have more than one meaning (Weber, 1990). Also,
people can use similar words but mean different things by them. In line with
this, common word use thus does not automatically imply shared meaning, only
shared labelling:

‘Consider, for example, the word ‘water’. Most would agree that ‘water’ refers to
the liquid substance found in lakes and oceans. However, a person living near an
ocean might think of salt water when using the label, while an individual living
near a lake might associate fresh water with the term.’ (Waterscheid, 1994: 341).

But as meaning is conveyed through idiosyncratic combinations of words and
concepts (Scheper, 1991; Scheper and Faber, 1994), the context in which terms
are used may offer additional insight into their underlying meaning. Therefore,
‘in order to understand the meaning of others, one must build a bridge between
public labels and private meaning which taps a constellation of networks
between concepts’ (Winterscheid, 1994: 341). In this way one can establish
‘whether language [is] used the same way by different individuals, whether there
[are] common patterns of language use, and ultimately, to explore the
relationship between language use, personal meaning, and the evolution of [a
strategic event] over time’ (ibid.: 339).

If interview transcripts are used as a basis for content analysis, it is absolutely
crucial that the interviews are minimally structured. At best, interviews should
be conversations (that is, monologues that appear to be dialogues to the
interviewees) on issues that bother interviewees. The reason for this is that
respondents should use their own labels and concepts and not adopt those of the
researcher, as these will probably be meaningless to them. Some structure is, of
course, inevitable as the interview takes place in the context of an event (such as
a diversification project) and a research project. To minimise the structure of our
interviews, we dropped the construction of cognitive maps in direct interaction
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with respondents after the first round of interviews in the first case study. The
transcripts of the first two interview sessions were content analysed following
the analytical structure in Figure 5-3.

For each transcript a concordance was generated. Cognitive salience was
then inferred from the frequency of word-use (the software-package KWALITAN
(see Peters et al., 1989) was used for this purpose). Following Winterscheid
(1994: 348) we then focused on nouns ‘because of their grammatical function of
concept representation’. The most frequently used (categories of) nouns were
depicted in graphs that, thus, showed salience of word-use. Next, these nouns
were examined in their linguistic context, known as a ‘key word in context’
(KWIC) analysis. Whereas frequency of word-use does not convey any meaning,
a KWIC analysis potentially does (cf. Weber, 1990; Winterscheid, 1994). In most
instances, the sentence in which the key word occurred as well as the sentences
immediately before and after this were singled out. Each text strip was studied to
infer the meaning conveyed by the key words and to identify core concepts.
Subsequently, the frequency list of nouns was studied once more to identify
different nouns that potentially could have a similar meaning to the respondents
as the most frequently occurring once. If a KWIC analysis confirmed this
assumption, nouns denoting similar meaning were merged into a category.

The output of the content analyses was used in two ways (see Figure 5-4).
Firstly, differences between respondents in underlying core concepts (as
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indicated by differences in key words used) were assessed to determine
differences between respondents. For this purpose we first treated the transcripts
as a single text and generated a composite key word list (cf. Winterscheid,
1994). We then compared the twenty most salient words from the composite list
with the individual key word lists. To obtain a visual comparison, each
individual’s percentage use of the sample key words was depicted into a
frequency graph. The way in which each respondent used these words was then
compared by examining the core concepts they conveyed. Recall that similar
core concepts across individuals may reflect shared meaning. It goes without
saying that these comparisons were only done if there were several respondents
in one company, which was the case in two of the three companies we studied.

Secondly, changes in key words and core concepts used by respondents over
time were taken as signs of learning. Following Barr et al. (1992) these changes
may include the use of a new concept or the deletion of an old one, replacement
of a specific concept by a more general one or the sustained use of (new)
concepts. The format of this comparison was similar to that between
respondents: transcripts of interviews conducted at different moments in time
were treated as a single text (for each respondent), a composite list of key words
was generated, differences in the use of key words assessed and underlying core
concepts compared. The same procedure was then repeated for all respondents
in the same company.
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Repertory grid technique
The repertory grid technique was developed by Kelly (1955) as a practical
instrument for the application of his Personal Construct Theory. According to
Kelly (1955: 49) people try to understand and anticipate the world by
developing and testing (consciously and unconsciously) their own implicit
theories: ‘Like the prototype of scientist that he is, man seeks prediction’. As
Fransella and Bannister (1977: 2) remark, these implicit theories differ by their
nature from ‘normal’, scientific theories:

‘In using the metaphor of a ‘theory’, we are not arguing that such theories are
formal and articulated. They may be verbal or non-verbal or pre-verbal, they may
be tightly structured or loosely structured, they may be easily testable or almost
too tangled to test, they may be idiosyncratic or commonly held. But they are
theories in the sense of being networks of meaning through which persons see
and handle the universe of situations through which they move.’

As indicated in the previous chapter, the implicit theories people develop consist of
a finite set of linked constructs. With these constructs people make sense of their
world by discriminating between the elements they face: ‘they are ways of
construing the world’ (Kelly, 1955: 9). Elements can be anything, ranging from
people, animals and cars (see e.g. Eden and Jones, 1984) to events and
processes. Moreover, Kelly argues that people tend to discriminate by
simultaneously noting likeness and differences. In line with this, constructs are
dichotomous and consist of both a contrast and similarity pole. Thus, constructs
give meaning and structure to ones’ world by denoting elements as similar and
thereby different from other elements. Examples of constructs include ‘strong-
weak’, ‘fast-boring’, ‘nice-nasty’, ‘sour-happy’, etc. These examples illustrate
that constructs belong to individuals and are not ‘logical’ in any other way.

Two properties of constructs are in particular worth noting in the context of
cognitive mapping. First, constructs have a finite range of convenience, beyond
which they are not relevant to a person. This applies to context, elements and
time. For example, the construct ‘hostile-friendly’ may have relevance to a
person for differentiating between his neighbours at a certain time, but may not
have any meaning to him at other times or when he moves to another
neighbourhood. Also, the same construct may not have any meaning with
respect to elements like colleagues and cars. As Kelly (1955: 12) puts it: ‘Each
individual man formulates in his own way constructs through which he views
the world of events’. People can articulate some constructs clearly while others
can only be expressed ‘in pantomime’ (ibid.: 16). Constructs that can be
communicated can, in general, be more widely shared.

A second property of constructs concerns their linkage. Kelly argues that
subsystems of constructs are hierarchically linked into one network of
subordinate and superordinate constructs, called the personal construct system.
The value and meaning of a particular construct can only be derived from the
location within the entire network. Next to using different sets of constructs,
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people are likely to differ with respect to the organisation and structure of their
personal construct system. Thus people vary their construct system by
modifying their constructs, delete existing constructs while creating new ones
that are subsumed within existing superordinate constructs. Kelly (1955: 75)
considers all these cognitive changes as learning: ‘learning is not a special class
of psychological processes; it is synonymous with any and all psychological
processes’.

In closing the theoretical introduction to Personal Construct Theory, a remark
on Kelly’s (1955) ontological position, which he describes as ‘constructive
alternativism’, is in place. To Kelly ‘the universe is real; it is happening all the
time; it is integral; and it is open to piecemeal interpretation’ (ibid.: 43). Yet he
does not fully adhere to a realistic ontology as he states that ‘all of our present
interpretations of the universe are subject to revision or replacement’ (ibid.: 15).
Different people construe it in different ways and by constantly modifying their
personal construct system ‘through an infinite series of successive approximations’
(ibid.: 43) they come to understand the(ir) world. Since ‘there are always
alternative constructions available to choose among in dealing with the world’
(ibid.: 15), ‘the structure we erect is what rules us’ (ibid.: 20). As the number of
alternative interpretations of the world is, in principle, infinite, there are multiple
realities. In addition, Kelly (1955: 21) does regard the deterministic nature of the
‘real world’ as relatively unimportant: ‘since no event could possibly have
happened otherwise and still have been itself, there is not much point in singling it
out and saying that it was determined’. Hence, within the context of cognitive
mapping, Kelly’s ontological position does not contradict with our position as laid
out in the previous chapter.

As indicated, Kelly (1955) developed the repertory grid technique to apply his
Personal Construct Theory and as such it aims at exploring the structure and
content of a person’s construct system. As Eden and Jones (1984: 780) put it, ‘a
grid is intended to help an individual express his personal thinking about some part
of his world’. Over the years, many variations on the repertory grid technique have
been developed (see for a review Fransella and Bannister, 1977). Basically, a
repertory grid is an m x n matrix of elements and constructs that is composed by
asking respondents to evaluate the similarity and difference of a set of elements in
terms of a set of constructs. It is absolutely crucial that both the elements and the
constructs are meaningful to the respondents; they have to be in their range of
convenience. Both elements and constructs should therefore not be provided by the
researcher (e.g. derived from theory), but carefully elicited from the respondents.
Once composed, grids can be quantitatively analysed in a number of ways (see e.g.
Fransella and Bannister, 1977; Eden and Jones, 1984; Dunn and Ginsberg, 1986;
Dunn et al., 1986). Examples include calculating the distance between elements or
the correlations among constructs to assess cognitive complexity of the construct
system. However, Eden and Jones (1984: 784) warn against bluntly employing
different kinds of statistical analyses: ‘we must be sure that the helpfulness of such
analyses is not built on a base of quicksand’.
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We used the repertory grid technique in two out of the three cases (in the third
case the respondents did not ‘see’ a portfolio of businesses that could be
meaningfully compared) to assess the psychological distances that each manager
perceived between the businesses in the portfolio, and to identify the dominant
constructs along which they categorised these businesses. This gives us an
indication of the way in which each respondent conceptualises the company’s
portfolio of businesses, including any newly added businesses. Moreover,
comparison of repertory grids composed at different moments in time throws light
on the learning that occurred in the framing of the portfolio of businesses.

The elicitation of elements and constructs started in the last interview session of
the mapping process. In the two cases we used the repertory grid technique,
agreement among managers on the relevant businesses in the portfolio was reached
quickly. Constructs were elicited following the minimum context card form
(Fransella and Bannister, 1977). We confronted the respondents with triads of
businesses and asked them the question: ‘Which of these three businesses are in
your opinion most similar to each other and which are most different?’. After they
had made up their mind and answered the question, we asked them ‘Why do you
find these two businesses most similar and different from the third?’. At this stage
this is the most central question as the answer potentially contains constructs which
the manager uses to classify the businesses in the company’s portfolio. Often we
asked further ‘why’-questions to clarify or elicit deeper-lying constructs. In this
way, we presented them on average between 10 to 15 triads of businesses until no
new constructs were mentioned. Prior to the interview we had arranged the triads
randomly but in such a way that each business appeared at least four times. If
respondents could or did not differentiate between triads of businesses we moved
on to the next one. Note that the number and nature of the elicited constructs
contain by itself valuable output.

Confronting respondents with all possible triads of elements is a laborious
undertaking and may easily irritate respondents (Brown, 1992; Bijmolt and
Wedel, 1995). We therefore decided to send a questionnaire to the respondents
in which they were asked first to compare the businesses of the firm pairwise in
terms of similarity (using a 9-point scale) and then to rank them against the set
of elicited constructs. On the basis of a comparative inquiry among data
collection methods Bijmolt and Wedel (1995: 370) recommend the use of paired
comparison ‘as it appears to offer a reasonable compromise between retrieved
information and respondent fatigue’. In the one case study with several
respondents we used the same set of constructs for all respondents to enable
comparison across managers. This holds the danger that not every respondent
may use all constructs to construe every business (which, however, may also be
the case if confronted with his ‘own’ constructs as Eden and Jones (1984) note).

The similarity and ranking data enabled us to analyse the grid in a number of
ways in order to assess (1) the degree to which managers conceptualised the
portfolio of businesses in a similar way, (2) changes in the conceptualisation of
the portfolio by a manager in time indicating learning that has taken place, and
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(3) the conceptualisation and position of the newly added business vis-à-vis the
existing businesses both across managers and for each manager in time. Figure
5-5 summarises the various analyses we performed on basis of the ranking and
comparison of businesses by each manager. Similar to content analysis, the
output of these analyses were (1) compared in time for each manager to assess
any learning that had taken place and (2) compared across managers in the
company at one time.

We followed Ginsberg (1989; see also Tripodi and Bieri, 1964; Fransella and
Bannister, 1977; Dunn and Ginsberg, 1986; Dunn et al., 1986) who proposes
several indices to characterise a manager’s construction of his company’s
business portfolio. In addition, we performed a cluster analysis and used multi-
dimensional scaling (in combination with regression analysis) to get visual
representations of the managers’ portfolio construction. We would like to stress
that we used the results of these analyses to form an overall image of the
managers’ construction of the portfolio businesses and only in combination with
results from the other mapping techniques. There is a real danger that a few
simple comparison and ranking tasks explode into massive amounts of data that
starts to live a life of its own. To identify if any learning had taken place with
respect to the construction of businesses, we compared (our construction of) the
managers’ portfolio construction over time.

Following Ginsberg (1989), the ranking data was first used to compute the
distances between the individual businesses using the D statistic of Osgood et al.
(1957). The D statistic is calculated by assessing the absolute differences in
ranking scores of the businesses on the constructs (also known as city-block or
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Manhattan distances)2. Businesses that are close together are perceived as
similar by the manager making the ranking3. We then calculated an index of
frame uniformity on the basis of the rank correlation coefficients4 between
elements (Ginsberg, 1989). Frame uniformity refers to the construed relatedness
among the businesses in terms of the elicited constructs. High frame uniformity
scores, as indicated by large correlations among all pairs of elements, suggest
that businesses are seen as highly related. We further identified the centrality of
businesses as perceived by each manager by averaging the coefficients of
determination for pairs of businesses on each construct.

We repeated the preceding calculations taking the constructs as focal entities,
thus determining cognitive complexity and construct significance. Cognitive
complexity is characterised by cognitive differentiation and cognitive
integration. The former refers to the degree to which each construct
discriminates among the businesses. High scores are thought to reflect relatively
complex construction systems in which each construct differentiates across
businesses in another way. Cognitive integration refers to the degree of
relatedness of constructs. High integration scores, as indicated by large rank
correlation coefficients among all pairs of constructs, suggest minimal
differentiation which means that each construct performs the same function as
every other construct. Finally, we determined the significance of each construct
for each manager by averaging the coefficients of determination for pairs of
constructs on each business.

To identify which businesses are perceived as most similar (and to get a visual
representation of the similarities), a cluster analysis was performed. Following
Eden and Jones (1984; see also Hart, 1989), who argue for the use of the simplest
and most transparent form of cluster analysis possible, we used hierarchical
clustering by simple linkage, also referred to as the nearest neighbour technique.
This form of clustering combines constructs or businesses into clusters on the basis
of the distance, or greatest similarity, between them. As we used the D statistic as
the measure of distance between businesses, the resulting dendogram visualises the
distance matrix calculated on the basis of the ranking data. To ease interpretation
we first normalised the distances to a scale from 0-100 to obtain so-called matching
scores. A matching score above 50% then indicates that two businesses are seen to
be similar and if the score is below 50% the two are considered dissimilar.

In addition to the above analyses, we used multidimensional scaling (MDS) to
explore the constructs (or dimensions) along which managers grouped the

                                                
2 Formulas are listed in Appendix C.
3 We did not calculate the frame diversity score Ginsberg (1989) recommends to assess the

degree to which a manager construes the businesses in the portfolio as different from each
other, as a ranking from 1 to x always produces the same frame diversity score.

4 Spearman’s rho rank correlation coefficient, which is the Pearson correlation coefficient,
based on the ranks of the data if no ties are allowed.
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businesses in their portfolio. An additional advantage of using MDS was that we
could compare its results (based on the pairwise comparison of businesses) with
the results from the preceding analyses (based on the ranking task). MDS is a
series of techniques that transforms judgements of (dis)similarity and preference
of a set of objects into geometric distances in a multidimensional space, called a
perceptual map (see e.g. Hair et al., 1990; Kruskal and Wish, 1991). One of the
main aims is to help the researcher to identify the key dimensions that underlie
respondents’ judgements of similarity. MDS has been extensively studied and
used in the area of marketing (see e.g. Cooper, 1983; Bijmolt, 1996) and social
psychology (see e.g. Forgas, 1979). We used the pairwise comparisons of the
businesses to construe perceptual maps that show the relative positioning of all
businesses in the portfolio according to each of the managers. Metric MDS-
analyses were performed using the ALSCAL-algorithm that is available in the
SPSS-software (SPSS 7.5). ALSCAL construes maps on the basis of Euclidian
distances (Young and Harris, 1993). It is sometimes characterised as a classical
MDS method as opposed to a group of more recent MDS methods that are based
on the maximum likelihood principle (Bijmolt, 1996).

To determine the number of (dominant) dimensions that (may) underlie the
similarity data, we used the measures of fit provided by SPSS (i.e. s-stress,
Kruskal’s stress index and RSQ) and visually examined different solutions. The
measures of fit indicate how well the configuration corresponds to the matrix of
similarity data (note that the ALSCAL-algorithm optimises s-stress). S-stress
indicates the fit of the squared distances D2 to the transformed data. Kruskal’s
stress measure is defined in the same way except that distances are used instead
of squared distances. RSQ is the squared simple correlation between the
distances and the corresponding transformed data.

Kruskal and Wish (1991: 34) give as a rough rule of thumb that ‘there should
be at least twice as many stimulus pairs as parameters to be estimated, to assure
an adequate degree of statistical stability’. For the two cases in which we used
the repertory grid technique, this means that at the most two (possibly three)
stable dimensions can be determined. Next, we determined the constructs that
managers (may have) used to compare their businesses using linear multiple
regression analysis (cf. Kruskal and Wish, 1991). In this procedure the average
ranking scores of the businesses on the constructs are regressed over the
co-ordinates of the businesses on the n dimensions in the perceptual map (given
the exploratory character of the exercise we took the liberty of using ‘only’
ranking data). Constructs that provide a satisfactory interpretation of a
dimension must have both a high multiple correlation (roughly r > 0,75 with p <
0,01) and a high regression weight on that dimension. The constructs that met
these requirements were subsequently plotted in the perceptual map.

Finally, in one case (Colifox, see Chapter 6) we performed a weighted
multidimensional scaling analysis using the dissimilarity data of all the
managers involved in the diversification project. The weirdness index calculated
in this analysis indicates how unusual or weird each subject’s weights are
relative to the weights of the average subject being analysed (Young and Harris,
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1993). A weirdness number near zero indicates a perfect match with the average
subject, a weirdness index of one implies a very unusual use of the dimensions.

Cognitive mapping using Decision Explorer
Out of feelings of unease when using the Repertory Grid Technique on various
organisational problems, Eden and his colleagues developed a cognitive
mapping methodology in which constructs are linked hierarchically (see e.g.
Eden et al., 1979; Eden et al., 1983; Eden and Ackermann, 1998b). Although
repertory grids can be helpful in some circumstances, Eden (1988: 3) remarks
that repertory grids are ‘clumsy to use in a consultant-client relationship’ and
‘constraining in the degree of richness that can be captured’. In addition,
because there are serious problems in using repertory grids in a theoretically
sound way, he questions if the technique is a good reflection of Kelly’s Personal
Construct Theory. For one thing, because ‘elements, let alone constructs, are
unlikely to ‘belong’ to each member of a team’ statistical comparison is clearly
problematic’ (Eden and Jones, 1984: 788). Although Eden and his colleagues
developed their cognitive mapping methodology to support (teams of) managers
in exploring and resolving the problem situations they face in a reflective way
(see e.g. Eden, 1989; Eden and Simpson, 1989; Eden, 1992b; Eden and
Ackermann, 1998b), it is also – and increasingly – used in management research
(e.g. Jenkins and Johnson, 1997; Swan, 1997; Bood, 1998).

The methodology builds upon and extends Hinkle’s (1965; in: Fransella and
Bannister, 1977; Eden et al., 1979) work on implication grids, which aim at
eliciting the implications of a set of constructs. The cognitive maps that result
from the methodology consist of networks of constructs that are organised in a
hierarchical way; in line with Kelly’s (1955) Personal Construct Theory
constructs are noted as psychological contrasts. A typical cognitive map depicts
a situation that a manager experiences as problematic and includes ‘his’ causes,
consequences, values and goals, and available options in causal relationships.
Elicitation of a manager’s thinking about the situation occurs gradually during
the act of mapping as the introduction of (linkages between) constructs evoke
the identification of other (linkages between) constructs. As the introduction of
new constructs and linkages can go on endlessly, the mapping methodology is
able to hold on to the richness of a manager’s thinking. Accompanying software
called Decision Explorer (previously known as Graphics COPE) makes it
possible to cope with the complexity of constructs and linkages that comes with
the richness.

Cognitive maps are not intended to be accurate records of what is being said
during an interview but should be seen as vehicles for representing meaning.
Basically, cognitive maps reflect meaning in three different ways (Eden and
Ackermann, 1998a: 197). First, meaning derives from ‘the words that make up a
construct, which may be judged as synonymous with other words or another
phrase’ (ibid). Second, in line with Kelly’s proposition that people think along
dichotomous constructs, the contrasting pole in the construct reflects meaning.
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Eden and Ackermann note that elicitation of contrasting poles depends strongly
upon interviewing skills and appropriate questioning. Our experience is that
respondents sometimes name contrast poles themselves automatically or after
some additional questioning. In other intances opposite poles emerge when the
interview transcripts are carefully examined and thought over. Third and as
Eden and Ackermann note ‘most significantly’, meaning derives from ‘the
context of the construct within the map’ (ibid). Constructs take on meaning
through their (hierarchical and causal) linkages to other construct (note the
correspondence to the KWIC-analysis in content analysis).

Decision Explorer has many built-in tools to analyse and explore the
meaning captured in cognitive maps (see Eden et al., 1992; Eden and
Ackermann, 1998a). Analysis is primarily aimed at identification of emergent
properties by exploring the structure and content of maps in a ‘discovery mode’
and analysing the maps from various perspectives (Eden and Ackermann,
1998a). Although this may include the calculation of some key figures, the goal
is not to reduce the richness of cognitive maps to clear-cut summaries in terms
of some statistical characteristics. In a similar vein, comparison of cognitive
maps, whether in time or across respondents, primarily involves comparison of
the emergent features of maps. The analysis tools available in Decision Explorer
and the graphical display of maps strongly help researchers in their exploration
and comparison of cognitive maps. Eden et al. (1992)  and Eden and Ackermann
(1998a) describe a series of analyses of which we performed the following
analyses when exploring and comparing the cognitive maps in the three case
studies:

(1) On a superficial level, counting the number of linkages and constructs,
including the ratio between the two, gives an impression of the level of
cognitive complexity. Densely connected maps have higher ratios of links
to constructs and suggest a higher level of cognitive complexity. Eden et al.
(1992) note that inexperienced mappers generate maps with fewer
constructs and more linkages.

(2) Finding and examining the most superordinate constructs in the map to
identify a respondent’s value system (‘the most fundamental property of a
cognitive map’) embedded within it.

(3) Identifying the most central constructs on the basis of the number of
linkages to other constructs, either directly or indirectly. Constructs that
‘are the most busy’ and have many linkages to other constructs point to
constructs that are cognitively central to the respondent.

(4) Forming clusters of related constructs manually around emergent themes.
Relatedness can, for example, be indicated by the topics put forward by the
respondent in the interview. Organising the cognitive map in manually
formed clusters is especially useful when presenting and discussing the
initial map with interviewees. Number, size and labels of the clusters can
be used as a basis of comparison in time. Note that constructs can belong to
several clusters.
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(5) Identifying well-elaborated concepts by running a hierarchical cluster
analysis. Hierarchical clusters contain all the constructs that ‘explain’ a
superordinate construct. It can, for example, be formed to explore the value
system identified above. In addition, the most potent constructs, which are
part of several hierarchical clusters, can be identified. Potent constructs
have ramifications for a large number of themes. The total number of
potent constructs in relation to the number of heads may provide an
indication of cognitive complexity.

(6) Identifying key areas by running the cluster analysis available in Decision
Explorer. The cluster analysis in Decision Explorer is based on the Jaccard
coefficient and forms mutually exclusive clusters based on link similarity;
constructs with a common context are thus placed in the same cluster.
Again, number, size, content, linkage to other clusters, etc. can be used as
basis for comparison of maps. Clusters with more cross-links to other
clusters are assumed to be more critical. Moreover, large clusters and many
linkages between clusters provide an indication of a respondent’s cognitive
complexity.

(7) Detecting dynamics in the respondent’s thinking by identifying feedback
loops in the map. Note that feedback loops can also point to flaws in
respondents’ thinking, especially if the respondent is not aware of such
loops, or to erroneous mapping on part of the interviewer.

(8) Detecting the respondent’s portfolio of options for realising the value
system by identifying the most subordinate constructs in the map.
Sometimes a group of subordinate constructs feeds only one superordinate
construct and indicates an elaborated option.

Eden and Ackermann (1998a: 205) stress that ‘it is important to consider maps
as an holistic representation of the interview’. The properties of cognitive maps
revealed from each of the foregoing analyses should therefore be examined in
the context of other properties. Thus, maps should be compared as a whole and
not (only) their distinctive properties in isolation.

We construed cognitive maps on the basis of two interview sessions. The first
interview was unstructured using only some catchwords to keep conversation
going on (if necessary at all). We aimed at having an open atmosphere in which
respondents were willing to speak about the issues that concerned them in the
context of the diversification project (instead of the kind of interview in which
the ‘researcher’ asks and the ‘respondent’ answers). The transcripts of the (tape-
recorded) interview where then used to construe cognitive maps (including the
results from the content analysis of the transcripts). The cognitive maps were
organised (manually) around themes that emerged during their construction (see
analysis (4) above). After completion, the maps were analysed using the tools
available in Decision Explorer to identify emergent properties that could be
interesting for further questioning or elaboration. As mentioned earlier, during
some of the first interviews we construed maps in direct interaction with
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respondents, a format that is preferred by Eden and Ackermann (1998b). We left
this format to minimise any structure of the interviews and use it also as a basis
for content analysis. But even in the case of direct construction, maps were
re-construed and extended ‘at home’ when, after having listened to the tape-
recording of the interview, we felt that important parts, constructs and
contrasting poles were missing.

Next, the submaps organised around emergent themes were presented to the
respondents, either sent to them before the second interview session or passed
through carefully during the second session. A main reason for this feedback
follows directly from Weick’s (1979b: 47) aphorism ‘How can I know what I
think till I see what I say’ (cf. Eden, 1992; see first section of this chapter). The
argument is that because articulation and cognition interact, the two are always
out of step and we should show respondents what they said to enable them to
reflect upon it. During the second session we, again, aimed at having an open,
unstructured atmosphere. Remarks of respondents on the content of constructs
and the linkages of the maps led to direct changes. The second interview also
offered the opportunity to focus on certain constructs and parts of the map that
emerged from analysis as interesting or not well developed (few linkages). In
addition, new issues emerged and were elaborated during this interview session.
In most instances the maps increased in size and structure after the second
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interview, sometimes substantially. The changed maps were then again analysed
using the variety of tools available in Decision Explorer. Figure 5-6 summarises
the foregoing cognitive mapping process using Decision Explorer.

We now turn to the issues of validity and reliability, which take on a
different meaning in the context of cognitive mapping.

Validity and reliability

Easterby-Smith et al. (1991) argue that the meanings of validity and reliability
vary considerably according to the philosophical viewpoint adopted. From a
positivistic viewpoint the issues of validity concerns an answer to the question:
‘Does an instrument measure what it is supposed to measure?’ (ibid.: 41). It is
clear that this question is only relevant if one is willing to accept one absolute
real world ‘out there’ that can be known and measured. The same question is
clearly problematic from a social-constructive point of view (which is part of the
structurational perspective we adopted in Chapter 4) according to which people
construe their own ‘world’. For this reason Easterby-Smith et al. (1991: 41)
propose to rephrase the foregoing classical validity question into: ‘Has the
researcher gained full access to the knowledge and meanings of informants?’.
Jenkins (1998: 240) supports the appropriateness of this approach to validity
within the context of cognitive mapping and argues that it leads to the question:
‘Have we allowed the respondent to respond in a way which is salient and
meaningful to him or her?’. In line with this, Laukkanen (1998: 175) argues that
validity requires that ‘the elicited assertions of the respondents reflect their true
beliefs or operant knowledge bases instead of espoused theories’. This approach
to validity has a number of implications.

The most important implication relates to the format of interviews and the
relation between researcher and interviewee. Researchers should avoid (as much
as possible) to impose their way of thinking upon respondents in any way. For
this reason, we tried to structure interviews as minimally as possible and leave
as much room to respondents to tell their story using their language. In doing so
we hoped that respondents experienced the interview as an open (one-way)
conversation in which they could talk freely to a well-listening researcher.
Moreover we attempted to suppress any urge to give our interpretation of what
might be going on and tried to keep away from introducing formal theories into
the interview sessions. As indicated in the first section of this chapter, interviews
remain social and political events and ‘Hawthorne effects’ always lie in wait. As
a result cognitive maps always partially reflect the social nature of an interview
and the subjective interpretation of the researcher (which in itself is necessary to
capture meaning).

Like validity, reliability takes on a different meaning within the context of
cognitive mapping. In general, reliability concerns the isolation of research
results from the cognitive influence of a researcher. From a positivistic
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viewpoint it is defined as the replication of the results on different occasions
using the same instruments and procedures (Easterby-Smith, 1991: 41; Yin,
1989: 41). All aspects mentioned in this approach of reliability are problematic
from a social constructive viewpoint and a cognitive research perspective.
Mappings on different occasions are more than likely to lead to different results,
if only because of the development of a respondent’s thinking in time. In
addition, the focus on instruments and procedures is problematic. Eden and
Ackermann (1998a: 198) note that ‘if it is important to collect meaning then it
becomes important to see the researcher as the research instrument, rather than
the data collection and analysis techniques or tools as the research instrument’.
For similar reasons, the coding of transcripts by coders raises concerns as they
do not have access to the full experience of the interviews: ‘the subtlety of the
data and their meanings is sacrificed to intercoder reliability’ (ibid.: 198).

Concerns around reliability grow as the interpretative input of data by the
researcher increases. We dealt with these concerns in this research projects in a
number of ways. Firstly, we went back with our cognitive maps construed after
the first session to validate if they reflected the respondent’s way of thinking
instead of ours. Recall that another reason for doing this is related to the
interaction of articulation and cognition as indicated in the foregoing pages.
Note that we only showed the respondents the cognitive maps we construed with
Decision Explorer which were closest to the respondent, not the cognitive maps
construed on basis of content analysis and the repertory grid technique.
Secondly, we decided to use cognitive mapping techniques that offer clear
procedures for collecting cognitive data and allow for systematic processing and
analysis of this data (see page 119). Finally, we chose to give quite extensive
and rich descriptions of the three diversification projects we studied, the
cognitive maps we construed, the analyses we performed, and the inferences we
drew from these. This helps others in following our interpretive process and
develop their own interpretations.

An introduction to the case studies

In Chapter 2 we concluded that the aggregate results of mainstream
diversification research are disappointing. Based on an analysis of the dominant
approach to diversification research we identified several causes for this. In
short, researchers have (1) mainly applied coarse-grained research
methodologies, (2) to study only a limited number of themes while (3) hardly
paying any attention to process issues and (4) largely neglecting the perspectives
of the managers involved in the diversification process. We concluded from
these causes that it is essential to study the process and context of individual
diversification projects from the perspective of the managers responsible for it,
i.e. a cognitive perspective. Case studies are particularly appropriate in this
situation for several reasons.
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The case study as a research strategy focuses on understanding the dynamics
of phenomena within their real-life context (Eisenhardt, 1989; Yin, 1989). Case
studies offer outstanding possibilities to study the interaction between content,
context, and processes of change over time (Pettigrew, 1990). Moreover, they
hold excellent opportunities for triangulation by using various data sources and
methods to infer knowledge and meaning from the interviewed managers.
Closely related, cognitive data gathered can be studied from various theoretical
perspectives and using different lenses which forces the researcher to go beyond
initial impressions of the data (Eisenhardt, 1989). This advantage applies
particularly to comparative multiple-case studies (Yin, 1989; Eisenhardt, 1991).
Due to these strengths, case studies hold the potential to ‘provide freshness in
perspective to an already researched topic’ (Eisenhardt, 1989: 548). For these
reasons, studying individual cases in detail is far more likely to lead to the
formulation of new (testable, relevant, and valid) theories than multivariate
statistical methods, which are preferred by mainstream diversification
researchers. The latter research strategy does not generate theory but only leads
to verification or, at best, modification of existing theories (cf. Glaser and
Strauss, 1967; Eisenhardt, 1989).

Case study methodology has been well established in the previous decades
with the development of a rich variety of procedures, instruments and protocols
for gathering and analysing case study data (see e.g. Glaser and Strauss, 1967;
Miles and Huberman, 1984; Strauss, 1987; Eisenhardt, 1989; Yin, 1989;
Leonard-Barton, 1990; McPhee, 1990; Pettigrew, 1990). As a result case studies
have been applied to a diversity of settings (political, organisational,
psychological, sociological) to reach a variety of aims, ranging from plain
description to theory testing and generation. Exemplary case studies clearly hold
the potential to be widely known and referred to for years (see e.g. Allison,
1971; Pettigrew, 1973; Johnson, 1987). For case studies to become famous
depends partly on the skills of the researcher but also on the case(s) being
studied. Pettigrew (1990: 275) argues for the selection of extreme cases ‘where
the progress is transparently observable’ which matches with Yin’s (1989) plea
for the choice of significant case studies. Moreover, if multiple cases are studied
in a comparative design both authors prefer ‘polar types’. Opposite cases hold
the potential to challenge chains of evidence and, in doing so, to assess the range
of application of a theoretical framework.

Unfortunately a researcher’s reality is often a bit more stubborn than
theoretical guidelines. Researchers depend on the willingness of organisations
for their co-operation instead of being able to select them freely. Although this
also applied to our research, we were far from unfortunate with the three
companies that offered their co-operation. The (owner-)managers in these
companies were time and again willing to spend time for interviews and share
some of their deepest thoughts with us. But above all, the three case studies met
the working definition of diversification that we selected in Chapter 1: the
management of these companies considered the new business activity they
started up (or were considering to start up) as fundamentally different from the
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existing business activities in the company’s portfolio they were familiar with.
In addition, the three companies varied on many aspects and differed in terms of
the (other) conceptualisations of diversification that we discussed in Chapter 1.
Given the comments made above, such differences may contribute to the
identification of important, yet unknown, factors and help in building a
theoretical framework. Table 5-2 summarises the key characteristics of the three
companies and their diversification projects we studied in this research project.
It shows that the three companies varied with respect to their main business
activity, size and international orientation. In addition, the character of the
diversification projects these companies undertook and the motives they had for
doing so (notice that the first four of the six categories of motives we
distinguished in Chapter 1 are present in the three cases), the stage these projects
were in at the time of our empirical research, the level of investment involved in
proportion to the size of the company, and the success of the projects differed
considerably.

By far the largest of the three companies, Colifox, trades in an extensive range of
related products all over the world. The company has grown considerably in
recent years and is one of the largest companies in the European market.
Including several acquisitions made during our empirical research, the company
now owns more than a dozen trading offices and warehouses in six European
countries and, in addition to that, is participating in a joint venture in the U.S.
Five years ago Colifox acquired a small Dutch company that sold a limited range
of related products in several Latin American countries with the intention of
reducing its dependency on the (largely European) agricultural sector by
broadening its market base. A sales manager was specially hired for this job
after finishing his studies at an agricultural college; halfway through our
research he accepted an attractive job elsewhere. We characterised Colifox’s
diversification strategy as concentric, related and geographical. In addition to the
sales manager, we interviewed the group manager to which the sales manager
reported and was counselled by, and the director responsible for finance and
marketing. The first round of interviews took place several years after the
acquisition of the company and enclosed the moment Colifox’s management
decided to cut back their efforts in Latin America drastically. The Latin
American experiences nevertheless fulfilled a useful function in that it
contributed to the management’s decisiveness about the company’s corporate
strategy, i.e. European expansion.

Although the second company, Beltics, we studied is also a wholesaler like
Colifox, both companies have few things in common. Beltics buys and sells a
specific type of used product all over world from the company’s only location
in the Netherlands. Part of these products is collected from nearly 1,000
companies in the Netherlands. The company recently originated from a merger
and the operational activities of the two (former) companies are still clearly
separated within Beltics. At the time we interviewed the two directors of Beltics,
just out of its first turn-around during which the third director left the company,
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its management tried to establish a steady organisation and a solid financial
base. Their efforts took place in an industry that went through considerable
changes  mainly as a result of governmental measures with respect to the recycling
of used materials. Stimulated by these measures and a general incentive to
increase profits, the managing director was seriously considering diversifying
forwardly into the technologically unrelated stage of processing unusable, and
therefore unsaleable, products. His main argument was that only then the
company could offer a full range of products and services to its customers.

The Wholesalers
‘Colifox’

The Processors
‘Beltics’

The Composter
‘Agripride’

Main business
activity

Buying and selling
of extensive

range of products

Buying and selling
of specific range
of used products

Variety of contract
work for builders

and farmers
Approximate
turnover mf 100 ≈ m€ 46 mf 20 ≈ m€ 9 mf 1,5 ≈ m€ 0.7

Number of
employees 80 25 8

International
orientation

Offices in six
European countries;
buys and sells from
all over the world

Focus on the
Netherlands but

buys and sells from
all over the world

Regional focus

Motive of
diversification

Spread
business risk

Survive declining
prospects by

offering full range
of products/services

Pursue growth
opportunity and

exploit equipment

Character of
diversification

Concentric,
related,

geographic

Forward vertical,
unrelated

Conglomerate,
unrelated

Stage of diver-
sification at time
of research

From middle to
end Orientation

Completion of first
stage to second

expansion
(Relative) level
of investments Moderate None yet Large

Success of
diversification
project

Small but . . . Still unclear Yes

Number of
managers
interviewed

3 2 1

Table 5-2
Key characteristics of the case studies
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Although the managing director was convinced of the expected profitability of
the new venture, at the end of our inquiries it was still unclear if the company
could bring up the (high) investments for the chipping machine required for
starting it up.

The third company, Agripride, and its diversification project, deviates in
nearly every respect from the former two cases. It is the smallest company of the
three with a turnover of approximately 1.5 million Dutch guilders (≈ m€ 0.7)
that performs a variety of contract work for building and road contractors, local
and regional governments and, to a lesser and diminishing extent, farmers. Five
years before we conducted our first round of interviews with Agripride’s owner-
manager (often in the presence of his wife who does the bookkeeping), he
noticed the tightening of environmental legislation and decided to expand into
the composting of vegetable, fruit and garden waste. Even though he could use
some of Agripride’s machines for setting up the composting area and the
composting process itself, we characterise the diversification move as essentially
conglomerate and unrelated as the process of composting was fully unfamiliar to
the company and its owner. Since the start-up of the new venture, turnover and
profits grew steadily and during the time of our empirical research, Agripride’s
owner-manager decided to triple the composting capacity and improve the
processing of waste, amongst other things, by investing in new equipment.

We studied the diversification projects in each of these companies following the
format as described in this chapter, mapping the (owner-)managers’ thinking on
two occasions with a time interval of approximately one and a half, to two years.
As each of the diversification projects covered a longer time span this meant that
we only investigated these projects during a limited period of time. The
diversification projects of Colifox and Agripride started a few years before we
began our investigations. The diversification project in Beltics was still in its
infancy when we stopped our inquiries. We only deviated from the mapping
process in one case as the owner-managers of Beltics indicated that their
business portfolio consisted of only two, or at most three more or less distinct
business activities. Given this small number we decided to skip the use of the
repertory grid technique (aimed at composing the managers’ images of the
business portfolio).

The three case studies are described in the following three chapters (Chapters
6 to 8). Each chapter reports and discusses the main results of the three cognitive
mapping techniques, including comparisons across managers and in time.
Following Yin’s (1989) recommendations for multiple case-study design, the
findings of each case study – most notably those related to the learning by the
interviewed managers and the learning by their organisation as inferred from
these managers’ learning experiences – are first interpreted and discussed in
their own context. Subsequently, we compare findings and interpretations across
the three case studies in Chapter 9 and relate the findings of our empirical
research to the streams of research discussed in the first part of this research
project.



Chapter 6 

The Wholesalers

In Chapter 5 we presented the theoretical framework and used it to develop a
cognitive research methodology to study diversification projects. The
framework depicts five areas in which managers may learn in the course of their
diversification project. As each of these areas embrace different kinds of
knowledge, and (families of) cognitive mapping techniques reveal different
kinds of knowledge, we decided to use a combination of three cognitive
mapping techniques: content analysis, the repertory grid technique, and
cognitive mapping using Decision Explorer. Next to a basis for selecting the
mapping techniques, we used the theoretical framework to organise the personal
images of the individual managers about the evolving diversification project in
which they were involved. As such, the framework functions as a loose
integrating device that links the diverse output of different cognitive mapping
techniques in a coherent way, both in time and across the three case studies. The
elicited images throw light on how the managers intellectually framed the
diversification project at two moments in its development. We expect this will
give us a thorough insight into the content of learning processes and, if more
managers were involved, some idea about the dispersion of learning throughout
the organisation. As remarked in the preceding chapter, it is critical to note that
we did not present the framework to any of the managers we interviewed nor did
it (consciously) guide the content or structure of our (intentionally unstructured)
interviews.

The case study presentations in the current and the next two chapters are
formatted in the same way. Each presentation begins with a concise description
of the diversifying company and an introduction of the (owner-)manager(s) we
interviewed. The case studies are anonymous and we will therefore not mention
places where the companies are located nor give exact names of the products
they sell (except for the names of the business activities in the third case study).
Next, the diversification project studied is described, including the project’s
background and history, and a brief characterisation in terms of several
classification schemes of strategies as discussed in Chapter 1. We then build up
the managers’ personal images of the unfolding diversification by analysing the
three kinds of cognitive maps and infer from these analyses what they tell us
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about the content of each of the five learning areas of the theoretical framework.
Given the large amount of data generated with (each of) the mapping
techniques, we (had to) focus on the most salient and striking elements that
emerged in the three kinds of maps. We were in particular interested in
interpretations that found confirmation in maps construed with one of the other
two cognitive mapping techniques. In advance of our evaluation of the research
methodology in Chapter 9, it should be mentioned here that we found ourselves
often using the cognitive maps construed with Decision Explorer to help us
interpret the results of our RGT and MDS analyses, and albeit to a lesser extent,
the results of the content analysis.

Rather than building up the personal images of each manager separately, we
present them simultaneously following the five learning areas in our theoretical
framework. This facilitates direct comparison of (parts of) the images across
managers which is essential as similarities and differences between managers’
images gives meaning to the content, i.e. their thinking. For each manager we
composed two images of the diversification project based on the two occasions
– with a time interval of approximately one and a half to two years – we mapped
their articulated thinking. Subsequently, we review the learning that has taken
place during the course of the diversification project following our definition of
learning as cognitive change. Finally, we discuss several noticeable insights
from the case study in question.

Before we turn to our first case study, we would like to note that given the
extensive amount of data gathered during the case studies, we can only present a
selective synopsis of the cognitive maps reflecting our interpretation of the
research data. However, we believe that the format laid out above allows the
reader to follow our interpretive process (Yin’s (1989) ‘chain of evidence’)
while we present our analyses of the three kinds of cognitive maps and the
construed personal images of the managers. To further ease interpretation of our
data by others we have, given our selections of the data, deliberately chosen to
present quite extensive, rich descriptions of the diversification projects and the
cognitive maps we construed on the basis of the interviews.

A diversifying wholesaler

The first case study concerns Colifox, a specialised, medium-sized wholesaler
that buys and sells a related range of products all over the world. Colifox was set
up in the beginning of the 1920s by Larry Springfield, the grandfather of two of
its current directors. In the early years the company specialised in the main
product in the market which was for the larger part sold in the agricultural
sector. For many years the cleaning and repairing of used pieces of this product
also constituted a significant part of the company’s activities. With the
introduction of stronger and cheaper materials this labour-intensive activity has
disappeared almost completely and sales of this particular product now
constitute only a small part of the company’s turnover. Until the middle of the
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1960s, when two of Larry’s sons, Jack and Chuck Springfield, took over the
company’s management, new products were primarily added to the company’s
product range for sale in the agricultural sector.

Jack and Chuck actively pursued sales growth by increasing the breadth of
the product portfolio, expanding geographically and looking for opportunities to
sell products to industrial companies. In the beginning of the 1970s the company
took over a plant from which it had been buying products for a number of years.
In the years to follow offices were set up in Great Britain and in the U.S.; the
latter was turned into a joint venture with an American company a few years
later. As a result of these expansion activities, turnover increased tenfold
between the 1960s and the beginning of the 1990s. Then the company’s
management took an important strategic decision: it decided to strongly pursue
growth in wholesaling exclusively and to disinvest all production facilities (most
notably the plant it had bought in the 1970s), to free up capital for this aim. As a
result turnover fell sharply by nearly 30% but rose again when a handful of
companies were taken over in the Netherlands and Germany using the money
earned with the sale of the plant. Colifox also took over a small Dutch company,
Matalvid, which sold a limited range of products to a few countries in Latin
America; the development of this business is the focus of the present case study.

Shortly after the take-over of Matalvid, Steven and Paul took over the
company’s management from their father, Jack; their uncle Chuck had already
retired some years before. For reasons indicated below, they were headed by an
experienced Austrian manager. The new management team wrote a strategic
marketing plan in which an ambitious objective was formulated, implying a
growth in turnover of more than 10% each year until the year 2000, coupled
with a list of potential European candidates for take-over; what is worth noting
is that at the time of the second round of interviews the company seemed to
reach this objective. Under their management, several other companies were
taken over in Germany (one of these companies also sold to the Czech and
Polish markets), Italy and Estonia and a sales office was set up in France. Most
of these acquisitions took place at the time of our empirical research.

To date, the company still sells most of its products in the agricultural sector
but sales growth is also actively pursued in the industrial sector, notably in the
Netherlands. The products, classified by the company into eight product groups,
are for the larger part purchased centrally by the company’s head office in the
Netherlands. Products are bought from all over the world, particularly from
specialised producers in the Mid and Far East. The company’s main product
group accounts for approximately 60-70% of the turnover and the company’s
management estimates it has the largest market share in its market (niche) in
Europe. In total, the company employs nearly 80 people. The local branches,
referred to as trading companies, operate as profit centres. Every year the head
office sets up detailed sales budgets for each profit centre as well as for each
product group. Over the year actual sales are closely monitored and compared to
the budgets. The budgetary process is but one example of how well Colifox is
organised administratively, especially when compared to most of its smaller
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competitors. A few years ago a major consultancy firm was hired to (further)
computerise the company’s logistic and cost administration up to the latest
standards. As will become evident when we present the manager’s images of the
company, the managers we interviewed highly value a ‘professional’
organisation and image.

Colifox’s management team

At the time of the research, the management team of Colifox consisted of three
directors: two brothers, both in their thirties, who succeeded their father after his
retirement in the early 1990s and an older, experienced Austrian manager. The
eldest of the two brothers, Steven, is responsible for the purchasing of most of
the products Colifox sells and he travels extensively abroad to visit suppliers.
Steven had set up the U.S.-activities and returned to the Netherlands when these
activities merged into a joint venture. Although formally referred to as the
financial director, his brother Paul is also largely responsible for the marketing
activities of the company. Paul was one of the three managers we interviewed as
part of our research. His qualifications were at the polytechnic level in
Marketing and, to a lesser extent, Finance. At the start of the research he had
been with the company for five years. Before that he had worked with a larger
multinational company in the same industry as a product manager; Colifox
operated in another part of the market and hardly ever met Paul’s former
employer in the marketplace.

When their father retired both brothers expressed the preference to be
supported by a more experienced manager in the first years after the succession.
After careful consideration, Herman Schrempf was asked to head the company
as a general director for the coming five or six years. Herman had won his spurs
within the industry and worked for a Swiss company before heading Colifox. He
has a strong background in management accounting and ample experience in
using budgeting as a management tool to increase efficiency.

The diversification project

The year before he left the company to his sons, Jack Springfield decided to take
over a small company named Matalvid that sold a limited range of products to a
few countries in Latin America. He saw the development of Matalvid’s activities
as an excellent opportunity to reduce the company’s large dependence on the
European agricultural sector. Except for some occasional orders, Colifox did not
export to countries in Latin America at the time of the acquisition. The Latin
America market was in various respects attractive to Colifox. Various Latin
American countries showed high economic growth rates most European
countries could only dream of. Also, the huge agricultural sector was expected
to develop rapidly up to European and American standards and sizes in the
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coming decade. Not insignificant was the fact that one of Colifox’s competitors
was highly successful after entering Chile a few years ago. Next to entering
another geographic market, the acquisition of Matalvid added a product to
Colifox’s range of products the company only sold incidentally before.

When he considered taking over Matalvid, Jack Springfield asked Mitchell
Wyman for the job of sales manager for the Latin American activities. At that
time Mitchell had just completed his studies at an agricultural college, which
included practical training at Colifox. During the first year he combined his job
with a UK-based MBA-course in Marketing paid for by the company. From the
moment of acquisition onwards until he left Colifox to take on a job in another
company (shortly after the start of our inquiries), he carried out most of the
activities related to the new business. When we interviewed him he was very
optimistic about Colifox’s possibilities for growth in Latin America.

After (re)organising the administration of Matalvid, a relatively small job as
it was the only ‘asset’ taken over, Mitchell travelled twice to Latin America with
the former director of Matalvid. In the first four years he mainly developed the
business by setting up a small network of agents in several countries in South
and Middle America. Contrary to the smaller average European customer of
Colifox, the majority of customers in Latin America are wholesalers and large
industrial and agricultural companies. Mitchell visits the agents and his main
customers a few times a year. During these visits he tries to acquire new large
customers in co-operation with his agents who will be in frequent contact with
them concerning orders and deliveries; the agents have no connection with
payments, these are arranged with Mitchell (who, if thought necessary, consults
his supervisor Pete Fairchild).

The new business is organisationally positioned within the profit centre
located at the company’s head office. Mitchell is counselled by and reports to
Pete Fairchild, who is responsible for sales at this profit centre. Starting as a
sales employee Pete has been working with the company for almost 25 years.
Next to selling in the geographical area around the head office, this profit centre
sells to countries, regions and customers not covered by any of the trading
companies, i.e. the Middle and Far East, Africa and, thus, Latin America. In
addition, as a group manager, Pete is responsible for the central purchase of
several products, including the product Colifox started with in the 1920s. In his
capacity of profit centre manager, he settles and approves (payment) conditions
offered to customers in Latin America and approves spending by Mitchell. Pete
travelled once with Mitchell to two Latin American countries two years ago but
this experience seems to have influenced his image of Colifox’s customers in the
region only marginally.

In addition to the sales and group manager, we interviewed Paul Springfield,
the finance and marketing director. Although Paul did not actively participate in
the new business activity at an operational level, he was strongly committed to
starting up new activities and introducing new products into the market. In fact,
Paul was the first manager of Colifox we had contact with and we met him
several times before the start of the research project to speak about it.
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Characterising Colifox’s diversification project

With the acquisition of Matalvid, Colifox entered a market in which it until then
had only sold products occasionally and started to sell a product it did not sell at
a large scale at that time, although the product is related to some of the other
products Colifox sells. Following Ansoff’s (1965) growth vectors in
diversification (see Chapter 1), the new product group can be regarded as a
diversification as both the geographical area and, although to a lesser extent, the
product traded, is relatively new to the company. In terms of Ansoff’s
terminology, it qualifies as concentric diversification. Also, while the new
product group is strongly related to the products Colifox is selling – more in
particular in terms of the technology used (i.e. trading) – the type of customer is
at best similar, but for the larger part, as became gradually clear to the
company’s management, different from its European counterparts in many
ways. In addition, Ansoff (1965) would probably qualify the move to Latin
American as a movement along the ‘geographical growth vector’, which may
(also) contribute to the attainment of a higher degree of strategic flexibility.

While following Ansoff’s growth vectors Colifox’s expansion to Latin
America qualifies as an act of diversification, this is not so obvious if we
interpret it in terms of Rumelt’s (1974) categorisation scheme. As discussed in
Chapter 1, Rumelt does not consider individual diversification moves but
determines the extent of diversity of a company’s portfolio per se. In general, to
Rumelt a firm is more diversified the more discrete product-market activities it
has (cf. specialisation ratio) and the less related these activities are (cf. related
ratio). As Colifox sells a range of products in various markets (and in a range of
countries) Colifox’s diversification strategy can be qualified as ‘related-
constrained’: ‘firms that have diversified chiefly by relating new businesses to a
specific central skill or resource and in which, therefore, each business activity
is related to almost all of the other business activities’ (Rumelt, 1974: 32);
Colifox’s central skill is related to purchasing and logistics. Although Colifox’s
Latin American expansion will not change its Rumeltian diversification strategy
as such, it unquestionably strengthens it.

The exact labelling of Colifox’s diversification strategy depends to a great
extent on the precise definition of business boundaries. If we had used a more
strict definition for similar good reasons, we would have characterised Colifox’s
strategy as ‘dominant-constrained’. Business boundaries are fuzzy and precisely
for this reason we argued in Chapter 1, based on the work of Abell (1980) and
Mintzberg (1988), that the definition of a business, and thus of diversification,
fundamentally exists in the mind of the beholder. Thus, if the management of a
diversifying company considers an activity as new and different from its
existing activities it should be regarded as an act of diversification. This is
clearly the case for the managers of Colifox we interviewed. Although none of
them ever used the word ‘adventure’, it was hanging in the air when either one
of the managers spoke about Colifox’s Latin American activities.
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Composing the managers’ images – Round I

As indicated above, three managers were involved with Colifox’s activities in
Latin America: the sales manager Mitchell Wyman, the group manager Pete
Fairchild  to  whom  Mitchell  reported,  and   the  financial / marketing director
Paul Springfield. Except for the sales manager, we passed each of the others
through the cognitive mapping process explicated in the preceding chapter twice
with an intermediate time interval of approximately one and half years. Shortly
after the first round of interviews the sales manager accepted a (better-paid) job
at another company. Each round of interviews resulted in three series of
cognitive maps for each manager. We analysed these cognitive maps in order to
compose ‘their’ image of the diversification project. In this and the following
section, we discuss the cognitive maps and the composed images for each of the
two rounds separately. Then we compare the maps and images in time, in order
to identify any learning that has taken place following our definition of learning
as cognitive change.

Comparison of the cognitive maps construed on the basis of the first round of
interviews shows several major differences between the three managers,
indicating some fundamental differences in their interpretations of the Latin
American diversification endeavour. To a certain extent, they differ in the
attention they pay to each of the five knowledge areas separately, as well as in
the knowledge they possess and develop within these areas. Taken together, the
differences are not equally large between all three of them. It seems justified to
draw a dividing-line between the ‘management-at-home’ (director and group
manager) on the one hand and the ‘sales-manager-out-there’ on the other. Table
6-1 summarises the content of the five knowledge areas for each manager. As
we will elucidate after discussing the learning areas, the parts outlined indicate
the area(s) to which the manager in question gives most emphasis. Please note
that the complexity of the cognitive maps as construed with the three mapping
techniques cannot be fully reflected in table format nor fully reproduced
verbally. Important differences are therefore described throughout the discussion
of the results and illustrated with reference to the relevant maps whenever
deemed necessary.

(Re)conceptualisation of the portfolio

With respect to the three managers’ conceptualisation of the company’s
portfolio of product groups, we find close correspondence next to some minor
points of difference.  As can be seen in Table 6-2,  the matching scores,  RGT
statistics, and the results of the MDS-analysis point to a modest to high degree of
resemblance among the three managers. The results of the cluster analysis used
to classify the products groups (performed on the basis of the ranking data)
indicate that all three managers, individually, construe the various product groups
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Director

Supply a complete range of products
in various (European) countries so as
to reduce agricultural dependence,
increase turnover and exploit
economies of scale in purchasing

‘Just another business’ and one way to
reduce agricultural dependence’

Decentralised, professional
organisation managed on the basis of
budgets complemented by long-term
plans

Appointing and monitoring sales
manager (from a distance)

---------

Group manager

Supply variety of related products
with high contribution margin to
agricultural and industrial sector
(preferably in Europe)

Perhaps a way to reduce agricultural
dependence but produce ‘nothing
new, nothing fancy’

Emphasis on budgets and realising
(high) contribution margins

Monitoring the contribution margins
which the sales manager realises

Mentally dealing with new models of
payment

Sales manager

Reduce dependence on steadily
declining European agricultural
markets towards high growth
markets, for example, in Latin
America
Product from a ‘technological
point of view’ not a big
difference but great
opportunity to open up really
new markets
Dominance of marketing over
budgeting, emphasis on
organisational flexibility and
top-management commitment

Establishing a network of
agents

Opening up and developing
new markets, getting to know
the markets, its customers
and their local culture

Knowledge area

(Re)conceptualisation
of the portfolio

Conceptualisation of
the new business

(Development of)
dominant logic

Design value chain

Development of
business skills

 N.B. outlined areas indicate focus of attention

Table 6-1
Managers’ images of their diversification project during first round of interviews
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in a similar manner. Matching scores are well above 50% for all three managers,
which indicates that they, individually, see all product groups as more or less
similar. The oldest and largest product groups are seen as most similar with
matching scores of 70% and upwards. While each of them thus regards the
product groups as quite similar, frame uniformity scores are fairly low (.37 and
downwards), indicating that none of them sees the product groups as highly
related.

Moreover, judging from the high cognitive differentiation indices and the
rather low cognitive integration indices, all three managers construe their
portfolio in a highly complex way as each of them uses the constructs, to a
considerable extent, in a different way. Cognitive differentiation scores are high
(.781 and up), which indicates that each construct discriminates among the
product groups in another way. The cognitive integration indices, which yield
scores between .270 to .437, show that similarity is somewhat lower in terms of
correlations among constructs. However, whereas the managers share a high
degree of complexity, the construct centrality scores in Table 6-3 indicate that
they strongly differ with regard to the importance they attach to each of the
constructs. Multiple correlations between managers’ scores are .23 and below;
there is even a negative correlation between the scores of the group and the sales
manager: -.48 (not in Table 6-3).

Statistic Sales
manager

Group
manager

Director

Frame uniformity .366 .256 .351
Cognitive differentiation .781 .860 .917RG

T

Cognitive integration .270 .384 .437

Highest matching score 81% 71% 81%

Cl
us

te
r

Lowest matching score
before complete clustering

66% 57% 66%

Weirdness index .177 .170 .261
Weight dimension 1 .393 .444 .703
Weight dimension 2 .364 .433 .271W

M
D
S*

Weight dimension 3 .249 .301 .502

* 3-dimensional solution, Kruskal’s stress .165

Table 6-2
Statistical figures of the Repertory Grid Technique

and Multi Dimensional Scaling – Round I
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Product group centrality scores as well as the results of the MDS-analysis suggest
that correspondence among managers is not confined to the size of the foregoing
indices. The product group centrality scores shown in Table 6-4 indicate close
correspondence in terms of the relative importance attached to product groups:
multiple correlation between managers’ scores is .703 and up (not in Table 6-4).
Not very surprisingly, the oldest and largest product groups receive the highest
product centrality scores (average .41). Note the low centrality scores of the
Latin American product group (average .21). In particular the sales manager
Mitchell Wyman, who is responsible for this product group, seems to be aware
that ‘his’ product group does not belong to the core of Colifox’s activities at the
moment. The low scores are in line with the opinions the managers expressed
during the interviews. In different wording, they all stated that the Latin
American business ‘has to prove itself first’.

In addition, the fairly low weirdness indices of the three-dimensional
weighted MDS-solution of .26 and below (Kruskal’s stress = .165) indicate that
the managers’ conceptualisations of the entire portfolio closely resemble one
another. The sales manager emerges as a most typical respondent, which is
surprising because he arose as a-typical in many other respects as we will see in
the following pages. The subject weights on the three dimensions (see Table 6-
2) show that the sales and group manager uses these dimensions in a more or
less similar way. The director uses the first and, albeit to a lesser extent, the third

Construct Sales
manager

Group
manager Director Average

Agricultural application .54 .24 .48 .42
Industrial customers .20 .32 .20 .24
Importance service .25 .25 .39 .30
Seasonal influence .54 .29 .47 .43
Profit contribution .36 .24 .38 .33
Importance company image .54 .37 .25 .39
Future potential .32 .16 .49 .33
General employability .20 .30 .58 .36
Market competition .35 .20 .58 .38
Competitive position company .54 .31 .55 .46

Table 6-3
Average coefficients of determination between pairs of constructs

indicating construct centrality – Round I
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dimension, more heavily than the second dimension. Figure 6-1 depicts the
three-dimensional WMDS-solution.

To ease interpretation of the dimensions we regressed the managers’ average
ranking scores of the product groups on the constructs over the co-ordinates of
the three-dimensional WMDS-solution. The results indicate that the second
dimension is related to agricultural usage and seasonal influence while the third
dimension is associated with industrial customers and high service levels. None
of the constructs significantly correlates with the first dimension. Visual
inspection of the WMDS-configuration combined with carefully examining the
(tape-recorded) interviews, suggests that the first dimension reflects differences
in the physical characteristics of the product groups.

The prevalence of the ‘agricultural usage’/‘seasonal influence’ and the
‘industrial customer’/‘service levels’ constructs fits in with the most important
strategic issues that bothered Colifox’s management at the time of the  first
round  of  interviews. Well over ninety percent of their turnover came from the
agricultural market, which is subject to strong seasonal fluctuations. As shown
in Figure 6-1, both the oldest and the largest product group score unfavourably
high on the constructs ‘agricultural dependence’ and ‘seasonal influence’. Table
6-5, which shows the goal structure  that  emerged  from  the  cognitive  maps
construed with Decision Explorer, shows that all three managers consider
continuation of the company as an important, if not the main goal to pursue The
importance attached to this goal is understandable in the light of Colifox’s recent
history: a few years ago, after breaking off serious negotiations with a
multinational company that wanted to take over Colifox, the (family-)owners

Product group Sales
manager

Group
manager

Director Average

Oldest product group O .48 .33 .44 .41
Largest product group L .47 .31 .45 .41
Latin American product group .16 .24 .22 .21
Product group V .35 .23 .24 .27
Product group W .50 .24 .43 .39
Product group X .44 .28 .42 .38
Product group Y .18 .17 .28 .21
Product group Z .35 .25 .34 .31

Table 6-4
Average coefficients of determination between pairs of businesses

indicating product group centrality – Round I
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formally declared that the company should keep its independence. Now,
Colifox’s management wants to reduce the dependence of seasonal influences on
sales and they have chosen two main ways to realise this.

Firstly, as they argue that chances are pretty low that agricultural sales are
sloppy in several countries at the same time, they plan to firmly expand sales

Product group Z
Product group W

Product group X

Product group V

Latin American
product group

Oldest product
group O

Product
group Y

Largest product
group L
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0
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1,5

2
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Agricultural 
application*

Seasonal 
influence*

Dim 1

Dim
 2

Product group Z

Product group W

Product group X

Product group V

Latin American
product group

Oldest product
group O

Product group Y

Largest product
group L
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Industrial 
customers**

Service**

Dim 2

Dim
 3

Agricultural 
application*

Seasonal 
influence*

  * = significant at less than .05 level
  **= significant at less than .10 level

Figure 6-1
Three-dimensional WMDS-configuration – Round I
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outside the Netherlands. In pursuing this goal they focused their efforts on the
European market: during the time of our research Colifox acquired a handful of
companies in Germany, Italy and Estonia and sales activities were started up in
France. Although all three managers consistently argued that the Latin American
expansion also fits in with this goal, the three-dimensional WMDS-configuration
(see Figure 6-1) shows that the Latin American business only yields an average
score on both dimensions. This suggests that they agree that European expansion
is the more effective route to pursue this goal. However, the frequencies of
word-use of the three managers indicate that there are differences. Figure 6-2
shows that the ‘management-at-home’ (director and group manager) refers more
often to The Netherlands and Europe (or European countries), while the ‘sales-
manager-out-there’ – not surprisingly – strongly focuses on Latin America (or
Latin American countries). In line with this finding, as we will see in the next
section, the managers also differ strongly in their framing of the Latin American
activities.

The second way in which management planned to reduce agricultural
dependence was by increasing sales to industrial customers chiefly by selling the
product group Y. To great dissatisfaction of Colifox’s management, sales in this
product group have been relatively low while they struggled with the question of
how to organise industrial sales. Industrial customers differ in a number of ways
from the typical agricultural customer and require another, more demanding
approach than most of Colifox’s sales managers were used to. Eventually,
Colifox’s management decided to separate sales to industrial customers from
Colifox’s other activities and appointed two sales manager (one hired from
outside) to increase industrial sales.

Sales manager Group manager Director

Maximisation EPS Continuity … decline Maintain continuity of the
company

Continuation of the
company Spread risks Growth of turnover

Increase turnover Realising margin goal Spread risks

Increasing sales in Latin
America

Higher margin …
increasing turnover sec

Spread seasonal influence,
product and geographical

diversification

Table 6-5
Goal structure from cognitive maps construed with Decision Explorer –

Round I (upper is most hierarchical)
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Conceptualisation of the new business

When it comes to the way the three managers conceptualise the new business,
we find both agreement and disagreement. On the one hand, in terms of physical
characteristics they all consider the new product to be an ordinary product.
‘Nothing new, nothing fancy’ as the group manager expressed it. As can be seen
in Figure 6-1 (and is apparent from all three individual MDS-solutions as well),
the newly added product group is positioned near the oldest product group O,
particularly on the first (physical) dimension. In fact, they all consider the new
product group as the modern variant of the product group Colifox started with.
The cluster analyses and matching scores confirm the ordinary character of the
new product group. The sales manager considers the new product group as most
distinct from the other product groups but his matching scores between the new
and the other product groups are all, except one, well above 50%.

On the other hand, however, the managers differ crucially in their
conceptualisation of the new business in its entirety, which includes both the
new product group and the new geographical area. The director and group
manager on the one hand, and the sales manager on the other, clearly frame the
new business differently. The former consider it as one of a number of possible
ways of reducing the company’s dependence on a limited range of agricultural
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products, which are fairly sensitive to seasonal influences. Using almost the
same words as the group manager, the director plainly expresses this view:

‘If you look at our portfolio in terms of products, [product L] occupies a very
important place. [Product L] accounts for 70, maybe even 80 per cent, . . . of our
turnover. Well, that’s a risk, only something has got to happen to [product L] and
you lose 70 per cent of your turnover. That risk is simply too big. So, we are
looking for new products. We try to find products that fit in with the package we
have . . . [This new business] is just one possibility that turned up.’

Nevertheless, they seem to prefer different ways of reducing this dependency,
notably by increasing industrial sales and enlarging the firm’s geographical
scope in Europe. Both routes offer the possibility of supplying a familiar kind of
customer who requires and appreciates high levels of services, and who, in
exchange for this, pays promptly. In addition, these routes are considered to be
easier ways of increasing turnover while exploiting economies of scale (director)
and selling products with a higher contribution margin (group manager).

The sales manager’s conceptualisation of the new business deviates from that
of both other managers. His different conceptualisation springs from, and also
affects, the content of the other learning areas. Although the sales manager states
that he does not have a full picture of every product group the company sells, he
has a clear idea of what the company’s portfolio should look like. Basically, he
considers the new business as not merely selling a new product, but primarily as
a great opportunity for opening up entirely new geographical markets for selling
the company’s entire range of products. In his view, the company should invest
heavily now so as to receive the benefits in the future that, he argues, ‘are sure to
come’. He stresses that investments are necessary in order to become acquainted
with the fundamentally different way of doing business in Latin America. The
following quotation vividly illustrates the differences relative to the other two
managers:

‘[They say] if we want to grow, we can better grow in our existing markets, not
recognising that this is extremely dangerous because it’s an agricultural market,
one that drops, declines . . . Why do you want to grow in a market that is
plummeting? Why do you want to grow there? You don’t want to, you want to
grow somewhere else. And this is a growth market. Take any country in South
America, . . . if you talk about Chile, Costa Rica or Panama, or even Guatemala,
these are all countries with between 6 and 10 and sometimes even 15 per cent
growth a year. That’s enormous.’

Dominant logic

The different conceptualisations of the new business extend to ideas about how
the portfolio of businesses should be managed, i.e. the dominant logic. The
group manager’s emphasis on contribution margins and budgets seems to reflect
the core of the company’s only dominant logic. The importance he attaches to
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the contribution margin is evident from his cognitive map as construed with
Decision Explorer. The outcomes of the domain and centrality analyses of his
cognitive map stress the importance of (high) contribution margins (see Table
6-6). Recall that concepts with high domain and centrality scores have a large
number of linkages with other concepts in their domain (directly and/or
indirectly) and are supposed to be most central in cognitive terms. As indicated
above, margin-related concepts also constitute the heart of the company’s goal
system as construed by the group manager. As he puts it uncomplicatedly:

‘There’s nothing clever about increasing turnover. I can drive off somewhere, to I
don’t know where, and I’ll surely sell something, but if there’s no money in it –
no! Margin is also important if we are talking about continuity, if you don’t make
a few hundred thousand for instance, you can’t grow any more, can you?’

In line with this, budgets and contribution margins are by far the most important
management instruments in the company. On the basis of detailed sales budgets
(which together constitute an impressive document), the various trading
companies are given a fair degree of freedom. The director advocates
supplementing these with long-term plans with a planning horizon of three to
five years. In addition, he stresses the importance of having a ‘professional
organisation’, ‘offering a complete range of products’ and ‘being a good service
partner’. These marketing-oriented constructs are closely linked to the
traditional emphasis on contribution margins. The director expects these
constructs to add value to the company’s offerings, enlarging contribution
margins and distinguishing the company from the many small traders active in
the industry.

The dominant management logic with its emphasis on contribution margins
is supported by the central purchase of products, largely done by head office
(some of the products Colifox sells are purchased by the trading companies if
these happen to have more specific knowledge and experience). The central
purchase of products is essentially what links the various trading companies of
Colifox. The importance of this concept is visible from the group manager’s
Decision Explorer map in which ‘purchasing’ emerges as one of the three main
clusters of constructs (see Table 6-7; for the reader’s information Table 6-7 also
shows the links-to-constructs ratio in each managers’ map, which Eden et al.
(1992) considers as a rough indication of cognitive complexity). Also, in the
director’s map ‘central purchasing’ the most ‘potent’ construct appears in all
hierarchical sets (formed using the set of constructs with the highest domain
scores; not shown in any table). All three managers argue that by purchasing
products in large quantities, Colifox acquires considerable negotiating power
towards its suppliers and is able to exact low prices, excellent quality and
advantageous terms of delivery. Therefore, the larger purchased quantities, the
better.
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Facing the company’s single, general dominant management logic, the sales
manager criticises three of its elements. Firstly, he argues for the dominance of
marketing over budgeting. The domain and centrality analyses show the

Sales manager Group manager Director

  
  

  
  
 D

om
ai
n 

sc
or

es
*

•  increase sales new
product in Latin
America (18)

•  have good marke-
teers (agents) …
have good
salesmen (direct
sales) (9)

•  attract good
agents (6)

•  increase turnover
(5)

•  develop good view
of the market (5)

•  break off wayside
shrines (5)

•  increase sales of
products (with high
margins)(11)

•  increase sales new
product in Latin
America (with high
margins)(8)

•  higher margins …
higher turnover sec (7)

•  increasing sales
product group V (with
high margins)(6)

•  Colifox should be
significantly cheaper
(6)

•  necessity of efficient
procurement (6)

•  grow (towards 100
million)(16)

•  build a professional
and good
organisation (8)

•  Colifox offers wide
range of products …
[limited] (7)

•  acquire other
wholesalers (7)

•  new customers for
Colifox (7)

•  buy from suppliers …
produce yourself (7)

•  diversify (6)

  
  

  
Ce

nt
ra

lit
y 

sc
or

es
**

•  increase sales new
product in Latin
American (41/78)

•  establish full
start on new
market (29/67)

•  increase turnover
(25/55)

•  attract good
agents (23/48)

•  increase sales of
products (with high
margins)( 37/76)

•  higher margins …
higher turnover sec
(29/65)

•  increase sales to
industry (with high
margin)(28/62)

•  increase sales new
product in Latin
America (with high
margins) (27/55)

•  grow (towards 100
million)(42/76)

•  acquire other
wholesalers (32/69)

•  diversify (29/64)

*    number indicates total number of constructs to which the concept is directly linked
**  numbers indicate centrality score resp. total number of constructs traversed; the

more indirect the link the lower its weight (1, 0.5, 0.33, etc. up to 7 levels)

Table 6-6
Domain and centrality scores of Decision Explorer maps – Round I
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prevalence of market and marketing related constructs in his Decision Explorer
cognitive maps (see Table 6-6). Although recognising the importance of
budgets, he sees strong marketing skills as indispensable for entering and
opening up new markets. The latter is a prerequisite in his eyes for continuity of
Colifox in the longer term. Secondly, emerging as a central issue in the Decision
Explorer maps, he makes a strong case for what he calls ‘organisational
flexibility’. He considers flexibility as a prerequisite for meeting changes in
market requirements. This point is related to the first as, in his view, ‘firms led
by marketing oriented managers are by definition more flexible than those with
a controller at the top’. His desire to see a flexible organisation stems from his
observation of what he calls the ‘rigidity’ within the company.

Finally, it emerges from the Decision Explorer maps that the sales manager
is (implicitly) criticising the decentralised organisation as he pleads for more
top-management commitment. Amongst other things, on various occasions
during the interviews, he stated that the group manager and one or two of the
directors should have visited some Latin American countries with him more
often than once. Recall that the group manager only once travelled with him to
several Latin American countries. We will return to this point when we come to
discuss the key findings of the present case study, as it seems to entail some
important managerial lessons. The KWIC-analysis of the managers’ use of
‘people’ (or ‘men’), one of the most frequently used nouns (see Table 6-3),
revealed a difference that seems related to this issue. When the sales manager
talks about Colifox’s employees (38% of his use of the noun ‘people’; numbers
not shown in a table or figure), he often indicates that motivating and supporting
employees is of the utmost importance. The group manager (33%) and the

Sales manager Group manager Director

Management
competencies Goals Agricultural versus

industrial

Market knowledge Purchasing Continuity

Marketeer Latin American activities Marketing

Organisation Latin American
activities

Organisation

L/C* = 175/140 = 1,25 L/C* = 180/141 = 1,28 L/C* 165/120 = 1,38
*  L/C = number of links among constructs divided by number of constructs

Table 6-7
Emergent clusters in Decision Explorer maps – Round I
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director (15%), on the other hand, mostly refer to deploying employees for
certain tasks.

The three points of criticism seem to arise fairly directly from the sales
manager’s own experiences in the context of the diversification project and they
are related to the two learning areas we will discuss now.

Design value chain and relation with other activities

Both the group manager and the director indicated in the interviews that they
consider the design of the new business’ value chain primarily a matter of the
sales manager. He is hired for this job, no one else. Both the content analysis
and our interpretation of the cognitive map construed with Decision Explorer
confirm that the three managers differ in the attention they give to building up
the operational side of the Latin American business (see e.g. Table 6-6). The
view of the group manager and director perfectly fits in with the dominant
management logic: the sales manager has to meet the sales targets and
contribution margins in ‘his’ sales budget just like any other manager in Colifox
has to. Also, just as is the case for the trading companies, the products sold in
Latin America are centrally purchased by head office. Apart from ordering the
right quantities at the right time, the sales manager does not have to worry about
this. Note that purchasing is the only link between Colifox’s Latin American
activities and its other business activities. The sales manager is not fully
satisfied with this thin line. He argues that he could have learned more from
Colifox’s other managers (as they could from each other):

‘The directors of the trading companies have to earn the money. These are all
strong men. They have a tremendous amount of experience and they are excellent
sales men. They know very well what it is all about. I could have learned a lot
from them, but they are like captains on a ship, they are working on an island,
they are fully focused on increasing sales in their own region.’

The organisation of the Latin American business that the three managers have in
mind differ greatly from how Colifox has organised its European business, i.e.
with trading companies. They want to set up a network of local agents in
(several) Latin American countries. These agents will have to take care of the
distribution of products to large customers and sales to smaller ones. The sales
manager’s job is to find trustworthy agents and canvass large customers, which
are subsequently offered annual contracts and are serviced by the local agents.
The development of new business skills is related to this job.

Development of new business skills

Behind the company’s general dominant management logic lurks the image of a
trustworthy customer who orders regularly and usually pays the price asked
without much discussion. Moreover, the stereotypical customer has been with
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the company for many years or is at least aware of the company’s (good)
reputation. Both the ‘management-at-home’ and the ‘sales-manager-out-there’
acknowledge that the ‘average’ customer in Latin America differs
fundamentally from their European counterparts. The sales manager puts it as
follows:

‘[Look at] the customers, it’s a completely different market. Apart from some
agricultural firms, a lot of companies operate on the periphery of the agricultural
market . . . So, it’s not only geographically remote, it’s a completely different
market, as far as the customers are concerned, a different type of company and so
a different type of purchaser and so on.’

Whereas the director and, albeit to a lesser extent, the group manager seem to
have some reservations about the average Latin American customer, the sales
manager claims that getting to know the market and its customers requires all
the attention it can get. As we indicated in the foregoing, market and marketing
related issues are central in his Decision Explorer maps. The importance of
market-related issues also emerges from a content analysis of the interviews
with the sales manager. ‘Market’ emerged as the most salient noun. Figure 6-3
shows that he used it more than twice as often as the group manager and the
director (expressed as a percentage of each manager’s total word use). Figure 6-
4 shows the different contexts in which ‘market’ was used by the sales manager
and throws some light on its meanings. The preponderance of preparatory
activities – notably ‘entering the market’, ‘developing market(s)’ and  ‘getting to
know the market’  –  suggests that he sees the creation of a strong base as his
most important task at this stage in the diversification project. More particularly,
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‘his’ Decision Explorer map shows that he considers extensive knowledge of the
local culture and the development of a network of local agents, who will have to
sell the company’s products in Latin America, as absolutely vital. The group
manager and the director, on the other hand, use the word ‘market’ in well over
half the cases to speak about competition in existing markets. Moreover, neither
of them uses it in the meaning of ‘getting to know the market’.

When looking at Figure 6-3 another difference between the sales manager on
the one hand and both other managers on the other hand catches the eye: the
former refers much less to the products Colifox sells than the latter. The sales
manager is far more interested in doing business than that being interested in the
products themselves. During the interviews, the group manager and director
spoke with considerably more passion about these products and their
applicability. An explanation for this difference may lie in the length of time the
managers are linked up with the company. Contrary to the sales manager, the
group manager and director have been connected with the company for many
years (in fact, in the case of the director even his whole life). Without doubt this
tells us something about the strength of the (emotional) relationship between the
managers and the company.

The attention the other managers pay to this learning area contrasts rather
sharply with the sales manager’s (rich) knowledge base. In line with the
management’s dominant management logic, especially their ideas about
decentralisation and the delegation of responsibilities, the director mainly
restricts this area of attention to monitoring the sales manager’s activities. The
director is not actively involved with any of the operational aspects of the new
business. His main concerns are related to the development of the firm in the
long term. Central to his Decision Explorer cognitive maps stand constructs like
‘growth in turnover’, ‘building a professional and good organisation’, ‘acquiring
other wholesalers’ and ‘diversifying’. Figure 6-5 shows the director’s lines of
argumentation that link these constructs.
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Figure 6-4
Contexts of ‘market’ as used by the sales manager – Round I
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As the group manager stands closer to the sales manager, his role seems to be
a bit more extensive but has essentially the same character. It is important to
note that the group manager shares few of the sales manager’s concerns and
interests. For one thing, he does not seem to pay much attention to market-
related issues. Moreover, analysis of the contexts in which he uses the word
‘market’ shows that in nearly 40 per cent of the instances he talks about it in a
rather negative way, stressing that margins are more important than market share
as such; in about as many cases he uses ‘market’ to refer to the market-place in
general. The main skill the group manager has developed is that of mentally
dealing with several new modes of payment by occasionally accepting what he
calls ‘weird things’.

Summary of the first round

Table 6-1 (on page 154) summarises the similarities and differences between the
three managers across the five learning areas. When we consider this table and
overlook the foregoing discussion, three observations stand out. Firstly, all in all
the three managers conceptualise Colifox’s portfolio in a highly similar way.
The MDS-analysis indicates that ‘seasonal influence’/‘agricultural usage’,
‘industrial customers’/‘service levels’, and physical characteristics of the
products are important dimensions along which they categorise Colifox’s
product groups. Note that the first two dimensions are closely connected to the
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Figure 6-5
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strategic issues that bother Colifox’s management most at the time of the first
round of interviews. In addition, the three managers agree on the special position
of the Latin American product group, which ‘has to prove itself first’.

Secondly, notwithstanding the correspondence in the conceptualisation of
Colifox’s portfolio, we noticed a difference between the director and the group
manager ‘at home’ and the ‘sales-manager-out-there’. This is most clear from
the differences in conceptualisations of the new business. The sales manager
considers the new business primarily as the great opportunity to open up entirely
new geographical markets and, in doing so, an excellent way to decrease the
company’s dependence on the European agricultural market. The other two
managers on the other hand see it as just another possibility. The differences
between the ‘management-at-home’ and the ‘sales-manager-out-there’ closely
follow the division of labour with regard to the operational side of the
diversification project. This encloses our third observation.

The content of our interviews and the cognitive maps clearly indicate a
strong segmentation of activities across the three managers. The operational
activities and concerns related to the Latin American business clearly and nearly
exclusively belong to the sales manager’s job. The group manager puts most
emphasis on the existing dominant management logic, something that his
position in the organisation goes some way to explain. He stands in the middle
of the dominant logic: he monitors several budgets and is monitored by central
management on the basis of a budget. Finally, the director’s main concern and
interests are related to the process of conceptualisation of Colifox’s portfolio.
This is, for instance, indicated by his goal system construed from the Decision
Explorer maps, which is by far the most extensive and complex. Moreover, in
half of the cases when the director uses the word ‘market’ he is talking about it
in strategic terms, notably in connection with developing markets to enlarge the
company’s turnover. As in the case of the group manager, this accords with his
organisational position.

Composing the managers’ images – Round II

Almost one and a half years after the first round of interviews we met again with
the marketing and financial director Paul Springfield and the group manager
Pete Fairchild for the second round of interviews. Shortly after the first round
Mitchell Wyman, the sales manager who was responsible for the Latin
American activities, had left Colifox to take on a job in another company. When
Mitchell left the company Colifox’s management team decided not to seek a
replacement for him to pursue the Latin American business. Instead of enlarging
their efforts in Latin America, they decided to cut them back rather drastically.
In the past year Pete, the group manager, only travelled once to two countries in
Latin America to meet several big customers. Pete stated that he intended to
continue going there periodically but ‘with great reluctance’ and he would ‘stop
doing so the moment profit margins fall’.
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Both managers indicated that ‘Latin American’ had not yielded what they
had expected of it. Doing business in Latin America had been more painful than
they had thought beforehand. Moreover, they only expected things to deteriorate
given current political and economic developments in several countries. Paul
and Pete spoke with considerably more enthusiasm about their acquisitions and
new ventures in Europe. A typical example of this is Paul’s answer to our
question of what had happened at Colifox since the first round of interviews. He
described at great length Colifox’s acquisitions and expansion operations in
several European countries and only started to talk about Colifox’s Latin
American activities after we asked him about it. This is also evident from his
word-usage (see Figure 6-6). He referred substantially less to Latin America and
Latin American countries than he did during the first round of interviews:
d-score now .11% versus .24% then. It is interesting to note that the group
manager referred more frequently to Latin America: d-score now .25% versus
.17% during the first round of interviews. Recall that the group manager now
travels to Latin America instead of the sales manager.

Paul and Pete’s statements about Latin America contrasted most sharply with
the enthusiasm with which they spoke about Colifox’s new venture in Estonia, a
country that on first sight bore considerable resemblance with several countries
in Latin America. However, according to both Paul and Pete there are some
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crucial differences between Colifox’s activities in both areas. As will be
apparent in the following, these differences bring us to the heart of what
Colifox’s management has learned from their experiences in Latin American.

In the present section we summarise the results (of our analyses) of the cognitive
maps composed on the basis of the second round of interviews. In doing so, we
will highlight (important) differences from the cognitive maps construed on the
basis of the first round of interviews. In accordance with our definition of
learning as ‘cognitive change’, these differences indicate the learning that has
taken place. The next section reviews the learning that has taken place during
the course of the diversification project followed by several noticeable
observations from the present case study.

(Re)conceptualisation of the portfolio

We found several indications that the conceptualisation of the strategic portfolio
of product groups changed considerably over the one and half years for both
managers while their high degree of agreement remained the same. All in all, the
high degree of correspondence between the cognitive maps of the director and
the group manager is comparable with the match we found between the maps
construed during the first round of interviews. Table 6-8 shows the indices and
statistics obtained from analysing of the comparison and ranking data. We
elicited a new set of constructs during the second round of interviews (see Table
6-9) and extended the set of elements with two product groups (P and Q; see
Table 6-11) that were added to Colifox’s portfolio of products in the past year.
The correlation between their construct centrality scores is somewhat higher
now (.625 versus .484), while the correlation between product centrality scores
is considerably lower (.065 versus .703). This suggests that agreement on the
importance of constructs has increased while the managers’ views on the
centrality of product groups now differ more substantially. As we will show in
the following, the changes with respect to the importance of constructs seem to
be of more significance than the changes in centrality of product groups as it
reflects a significant shift in strategic thinking by both managers: from a focus
on the wider spreading of risks towards a strong(er) emphasis on growth. This
shift in mind is apparent from the RGT scores, the MDS analysis and the
examination of the cognitive maps construed with Decision Explorer. We will
consider each of these successively in the following.

The indices obtained from the comparison task (RGT scores) are almost similar
to those calculated on the basis of the first round of interviews, except for the
group manager’s frame uniformity score (.37 then versus .24 now) and his
matching scores (lowest matching score now 77% versus 50% one and half year
ago). The high matching scores indicate that both managers construe the various
groups in a similar manner while the low frame uniformity scores suggest that
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Statistic Group
manager

Director

Frame uniformity .243 .247
Cognitive differentiation .699 .853RG

T

Cognitive integration .238 .286

Highest matching score 89% 84%

Cl
us

te
r

Lowest matching score
before complete clustering

77% 64%

Weirdness index .0966 .1220
Weight dimension 1 .6145 .6406

W
M

D
S*

Weight dimension 2 .5765 .4255
* 2-dimensional solution, Kruskal’s stress .269

Table 6-8
Statistical figures of the Repertory Grid Technique

and Multi Dimensional Scaling – Round II

Construct Group
manager

Director Average

General employability* .21 .21 .21
Turnover will decrease in future .25 .30 .27
Contribution to turnover .23 .37 .30
Profit contribution* .23 .28 .26
Market competition* .21 .32 .26
Possibilities for growth .31 .36 .34
Possibilities for growth in Germany .33 .25 .29
Possibilities for growth in Estonia .10 .19 .14
Industrial customers* .19 .17 .18
Successful product for Colifox .32 .41 .36

 * present in set of constructs elicited during the first round of interviews

Table 6-9
Average coefficients of determination between pairs of constructs

indicating construct centrality - Round II
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they do not see the product groups as highly related in terms of the constructs.
Moreover, the high cognitive differentiation scores and the low cognitive
integration scores indicate that both managers construe their portfolio in a highly
complex way. The lower frame uniformity score of the group manager indicates
that he now sees the product groups as somewhat less related than one and a
half years ago while his higher matching scores suggests that he now sees all
product groups as more similar. An explanation for these differences may lie in
the different sets of constructs elicited during the first and second round.

The sets of constructs elicited during both rounds of interviews only share
four constructs out of ten (see Table 6-9). However, not the overlap but the
differences are interesting as these appear to highlight a shift in strategic
thinking within Colifox. During the first round, ‘seasonal influence’ was both a
central construct and a dominant concern for all three managers. This construct
is now entirely missing in the second set of constructs. It seems that the
emphasis on decreasing seasonal influences on sales has been replaced by a
strong emphasis on pursuing growth. Several constructs are related to this
endeavour. This surely applies to ‘contribution to turnover’ but also holds for
‘possibilities for growth/~ in Germany/~ in Estonia’ and ‘successful product for
Colifox’ as these are means to the same end. Even ‘turnover will decrease in
future’ can be meaningfully interpreted from this perspective as this construct
discriminates between product groups that may, and constructs that may not (or
to a lesser extent), contribute to the growth aspirations of Colifox’s management.

The observed shift in strategic thinking is also apparent from the weighted
multidimensional scaling analysis. The low weirdness indices of the two-
dimensional WMDS-solution (.097 and .122; see Table 6-8) reflect that both
managers conceptualise Colifox’s strategic portfolio in a highly similar manner.
Figure 6-7 shows the 2-dimensional WMDS-solution. Again, we regressed the
managers’ average ranking scores of the product groups on the constructs over
the co-ordinates of the two-dimensional WMDS-solution to ease interpretation of
the dimensions. Because the ranking scores of the product groups of both
managers differed more than during the first round, interpretation of the
dimensions was more difficult. We therefore repeated the regression analysis for
both managers individually. The results of the three analyses indicate that the
first dimension is related to a product group’s current success and their expected
future turnover simultaneously. Product groups right of the vertical axes in
Figure 6-7 are currently seen as successful but of which both managers expect
that turnover of these product groups will decrease in the future. Note that the
oldest and the largest product groups are among these.

At first sight it may seem surprising that the ‘Latin American product group’
is also judged as successful. However, closer inspection of the interview data
revealed that this label had changed considerably over the year and does not
properly reflect managers’ thinking anymore. Remember that Colifox started to
sell one particular product group in Latin America – i.e. the range of products
sold by Matalvid, the company Colifox took over. Moreover, Colifox did not
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(extensively) sell these products in Europe at that time. As the sales manager
Mitchell Wyman increased his sales efforts in Latin America he found himself
more and more selling products from other product groups, in particular
products from the oldest product group O and recycled products from product
group Y. Meanwhile, Colifox started to sell more products from the ‘Latin
American product group’ in Europe. As such this product group grew in
importance, which is reflected by the high(er) product centrality scores (see
Table 6-11).

The cognitive maps construed using Decision Explorer also confirm the
prevalence of growth in managers’ thinking: for both managers realising ‘100
million turnover before 2000/in 1999’ is the most central construct (see Table
6-12 on page 179), although the group manager puts this objective into
perspective when he speaks about it. Constructs referring to the wider spreading
of risks, which were central constructs during the first round of interviews, have
now disappeared almost entirely from both managers’ maps. Note that a wider
spreading of risks was the main driver behind the Latin American endeavour.
Instead, Colifox’s management is actively seeking growth opportunities in
several European countries. The emergent clusters in the director’s Decision
Explorer map illustrate this: as shown in Table 6-10 (also showing the links to
constructs ratios), half the clusters deal with geographical expansion in general
and expansion in several European countries in particular. Similar clusters
emerged in the group manager’s map.
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Product group Y

Oldest product group O"Latin American
product group"
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Figure 6-7
Two-dimensional WMDS-configuration – Round II
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Group manager Director

Goals Strategy

European expansion Geographical expansion

Trading in two Latin American countries Start-up in France

The Latin America activities Expansion in Germany

Joint-venture in Estonia Estonian start-up

Growth in the Netherlands Growth in the Netherlands

Organisation Competition

R&D Supply & suppliers

Organisation

Diversification

L/C = 241/189 = 1,28 L/C = 324/227 = 1,43
* L/C = number of links among constructs divided by number of constructs

Table 6-10
Emergent clusters in Decision Explorer maps – Round II

Product group Group
manager

Director Average

Oldest product group O .17 .30 .24
Largest product group L .19 .31 .25
Latin American product group .28 .26 .27
Product group V .32 .23 .28
Product group W .35 .20 .28
Product group X .35 .32 .33
Product group Y .16 .17 .16
Product group Z .21 .38 .29
Product group P .21 .15 .18
Product group Q .21 .14 .17

Table 6-11
Average coefficients of determination between pairs of businesses

indicating product group centrality - Round II



176     II Empirical Research

Viewed apart, Colifox’s attempt to diversify into the Latin American market
failed as the Latin American activities did not bring what Colifox’s management
had hoped and expected of it. However, Colifox now sells substantially more
products from the Latin American product group in Europe while they sell other
products in Latin America. Even more important – and this is a most significant
observation – the in itself unsuccessful diversification attempt strongly increased
the managers’ decisiveness about what they wanted to pursue definitely:
European growth in order to become an important European player instead of
‘merely’ reducing agricultural dependence. In fact, the wider spreading of risks
is now fully embedded in their thinking about growth. Figure 6-8, which shows
part of the director’s Decision Explorer map, reveals that the wider spreading of
risks seems to have become more a (positive) ‘by-product’ of growth than an
end in itself: it is now fully enclosed by a large set of growth-constructs (note
that the construct ‘wider spreading risks’ does not have links with other
constructs than those shown in Figure 6-8). The following comment made by the

1 Colifox's
continuity ...

2 growth ...
standstill

3 wider spreading of
risks ...

4 NNZ has to expand
...

5 100 million
turnover in 1999 ...

6 increase European
spreading as much as

possible ... main
activities in the

Netherlands

7 establish
joint-venture in

Estonia ... 8 expand into
Italian market ...

9 expand into French
market ...

10 expand into
Polish and Tsjech

market ...

11 growth of
turnover in the
Netherlands ...

12 acquisition of
wholesaler in
Germany ...

Figure 6-8
The embedding of risk reduction within growth-constructs –

Round II, director’s map
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director also illustrates the strategic shift of mind from risk reduction to growth
of turnover:

‘The wider spreading of risks is a goal, but growth too, natural growth is an
important goal. Because growth is important for the company’s continuity; a
wider spreading of risks adds of course to your continuity, but growth too, that is
simply twofold and continuity is an important term in that context.’

Their growing preference for pursuing the European market is strongly linked to
their aversion to the Latin American business mentality. The group manager
expresses it as follows:

‘In God’s name, what are we looking for in Latin America. For a handful of lousy
products? If we had to, well ok, but we still have so many possibilities in the
various countries we are currently in, countries in which we are building our
business and in which we can expand by selling other productgroups. Well I
think, we can grow much, much faster and with fewer problems and uncertainties
in Europe.’

The managers’ strengthened belief in the strategic direction they prefer Colifox
to develop in is also apparent from the size of the cognitive maps. Recall that
during the first round of interviews the maps of the group manager and the
director contained 141 and 120 constructs respectively (see Table 6-7). As
shown in Table 6-10 the maps that were construed during the second round of
interviews are substantially larger in size: 227 constructs for the group manager
(equals an increase of 61%) and 189 (58%) for the director’s map, which may
point to a higher level of cognitive complexity. The group manager’s maps are
also more densely connected, which also indicates increased cognitive
complexity.

(Re)conceptualisation of the new business

The foregoing subsection showed that for both managers the conceptualisation
of the Latin American business is strongly related to the re-conceptualisation of
the entire portfolio of product groups. Both managers indicated that their doubts
about the company’s Latin American activities had grown considerably since the
first round of interviews. Moreover, they underpinned their decision to decrease
sales efforts in Latin America with the same arguments. The cognitive maps
construed with Decision Explorer reveal the full length of their argumentation
and show that it is not an isolated decision but fully embedded in the
development of their strategic thinking. The increase in the number of constructs
in the group manager’s map that are directly related to Latin America is striking:
88 constructs (39%) referred to the Latin American activities compared with
only 32 (22%) during the first round. His direct involvement with the new
business and his experiences in Latin America and with Latin American
customers has deepened his thinking considerably. Figure 6-9 shows part of his
map dealing with Latin America and indicates that the core of his thinking
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concerns arguments why Colifox should withdraw from the Latin American
market. For the director, the increase was much smaller: from 26 to 39
constructs.

Table 6-12, which shows the central constructs in the maps of the group
manager and the director, throws some light on the core of their argumentation.
Constructs that refer to the decision to cut back the Latin American activities are
balanced by constructs that express the managers’ wish to grow into an
important European company. This very much applies to the director: about half
the number of constructs in his map (including half of the emergent clusters in
his map; see Table 6-10) deal with European growth. All in all, both managers
are content to have exchanged the Latin American market for the European
market, both West and East.
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One of the main arguments is related to what both managers refer to as the
‘business mentality’ of their Latin American customers. According to both
managers this business mentality deviates substantially from the way Colifox’s
managers like to trade and always have traded in the past. To enforce their
arguments they point to the way people are used to doing business in Latin
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Table 6-12
Domain and centrality scores of Decision Explorer maps – Round II
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America, to the many hole-and-corner arrangements customers often ask for,
and to the great difficulties they experience with payments. The director
expresses his concerns about the Latin American business mentality as follows:

‘Commitment exists as long as you succeed in building up your business. The
moment you notice that business declines and things start to get really tough . . .
the business mentality is not there, our business mentality. What I really mean is
that people ask for goods and trips, whatever . . . we are not doing such things,
we are not like that [. . .] It is really difficult to work together in Latin America,
simply because it is so far away, the distance, the mentality, it is really different.’

They also point to the ‘dubious attitude’ of the governments of several Latin
American countries towards imports and foreign companies. The most detailed
example they give concerns the heightening of import duties by well over a
hundred percent by the government of a small Latin American country. Up till
then Colifox had been quite successful in this country and its sales constituted a
substantial part of its total sales in Latin America. Although GATT regulations
condoned the duty increase, both managers considered it as a typical example of
corruption. They pointed to the fact that the increase of duties on their products
was proclaimed the moment that Colifox’s sales started to seriously affect the
turnover of several of the country’s domestic factories. Even worse, these
factories were owned by the country’s president and produced a ‘worse
substitute’ of the product Colifox sold most in this country – i.e. product group O.

In addition to their problems with the Latin American business mentality and
local governments, both managers mentioned several arguments related to the
large distance between Western Europe and Asia, where Colifox bought its
products, and Latin America. This distance leads to high transportation costs
along with a lot of administrative work. In addition, high transportation costs
made it attractive to Latin American companies to buy their own products in Asia
or even start up their own factory. The group manager sees both happening more
and more in the future as ‘these countries are developing [and] sons of our
customers increasingly have studied abroad’. He argues that this significantly
decreases the attractiveness of the Latin American market for Colifox in the near
and distant future.

A final argument to decrease sales efforts in Latin America is related to the
small network of agents through which Colifox sold most of its products. Most
of the agents sold Colifox’s products in addition to other products, often fruits
and vegetables. According to the director this hampered their commitment to
Colifox’s products:

‘Because our products are not their main business, they just focus on what is most
profitable. If you have an agent that focuses on your products exclusively, ah,
then it is going much better.’

This is an important remark that is closely related to the development of the
general dominant management logic. In advance of the next subsection: the way
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Colifox set up its new business in Latin America differed radically from the way
they had entered other countries in the past and continued doing so in Europe,
i.e. through acquisitions. The latter enabled Colifox ‘to be as close as possible to
the users of our products’ as the group manager expressed it. He then pointed to
the many possibilities for growth still available in Europe, which is ‘much
nearer than Latin America’.

Although each of the foregoing arguments can be marked as valid in itself, the
more important observation is that both managers’ hearts were no longer in the
business. They simply did not believe any longer that the Latin American
market would offer them something substantial in the near or distant future. The
contours of their pessimistic attitude towards the Latin American market were
already vaguely visible in the maps of the director and the group manager during
the first round but were only fully articulated during the second round. Although
the group manager pointed to the high costs of setting up the new business,
financial reasons seemed to be of lesser importance than the swelling feeling
that it was not going to work out as they had hoped for. At the same time they
noticed a number of opportunities in Western and Eastern Europe that they
deemed to be much more profitable. Their reservations towards the Latin
American business together with the opportunities they noticed in Europe led
them to the decision to invest their money in the European market.

One of the opportunities concerned a large acquisition in Germany, which
enabled them to fill in a ‘black spot in the German market’, another the
establishment of a joint venture in Estonia (with a majority share). The latter is
especially interesting as it highlights what Colifox’s management has learned
from their experiences in Latin American. At first sight the Baltic countries bear
considerable resemblance with several countries in Latin American. However,
according to both managers there are some crucial differences between both
areas as well as between Colifox’s activities in these areas. The two most
important differences relate to the business mentality and the entry strategy.

First of all, they argue that the business mentality in the Baltic countries
closely fits in with the way of doing business in Western Europe. The director
phrases it as follows:

‘It is easier for us to do business in Estonia, just because, it is much nearer than
Latin America and the business mentality suits us much more. We have learned
from our experiences in Latin America: first look around you, to countries that
are closer, try it there first, that is simply much easier, you can control it much
better.’

The importance of matching business mentalities is also apparent from the RGT-
and MDS-analyses we carried out on the basis of a ranking and comparison task
of countries and accompanying (elicited) constructs. Table 6-13 shows that both
managers regard the construct ‘business mentality fits in with business mentality
of Colifox’ to be the most central construct for distinguishing between countries.
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However, the MDS-configurations for the group manager and the director in
Figure 6-10 show that both managers differ as to the relative positioning of
Estonia. The group manager sees Estonia as highly similar to most Western
European countries while the director positions Estonia closer to several Latin
American countries. Seeing this, it is interesting to know that the group manager
is in nearly daily contact with the Estonian joint venture and regularly travels to
Estonia. Illustrative for his involvement with the Estonian business is the
number of constructs in his Decision Explorer maps: some 45 constructs out of
the total of 227 for the entire map relate to the Estonian business. Notice the
similarity with the sales manager during the first round who also frequently
travelled to Latin America and had build up a different image of the area (and its
customers!) than the ‘management-at-home’.

The second important difference concerns the entry strategy. Colifox planned
to build up market share in the Latin American by setting up a network of local
agents. In a later stage, when business would have grown, they would very
seriously consider establishing their own offices in Latin America. Compared to
Latin America, the business in Estonia started differently. At the time of the first
round of interviews, an Estonian engineer, who had just before started a small
wholesale business, contacted Colifox with a request to sell their products in the
Baltic market. Within a year his business flourished to such a degree that he
began having difficulties controlling its rapid growth. Both parties then decided
to set up a joint venture in which Colifox would have a majority share. Shortly
after it was established, Colifox’s management asked the Estonian to prepare a

Construct Group
manager

Director Average

Importance to Colifox .70 .58 .64
Contribution to turnover .66 .57 .62
Contribution to profit .57 .55 .56
Business mentality fits in .72 .65 .68
Growth opportunities .21 .24 .23
Range of products sold by Colifox .66 .54 .60
Sales of used products .32 .32 .32
Developed economy .56 .49 .52
Political hindrances .66 .51 .58

Table 6-13
Average coefficients of determination between pairs of constructs

indicating construct centrality in comparing countries - Round II
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detailed sales budget just like any of Colifox’s other profit centres did. So,
within a year the Estonian branch was in a similar position to the other trading
companies and fully working in line with the company’s dominant logic.  Before
turning to the dominant logic, recall that this was not the case with the network
of local agents who did not necessarily consider the sales of Colifox’s products
as their main business.
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Dominant logic

The decisions to cut back Colifox’s Latin American activities and to focus on
Europe, including the start-up of the Estonian joint venture, reflect the victory of
the existing general dominant management logic. Instead of the development of
a new dominant logic, the present dominant logic was strengthened and (further)
elaborated. As indicated in the foregoing, the unsuccessful diversification
attempt in Latin American strongly contributed to this. It increased the
managers’ decisiveness of what they wanted to pursue definitely, i.e. European
expansion, and helped them in articulating the arguments for this strategy. The
large contrasts they experienced between Europe and Latin America, in
particular the differences in ‘business mentality’, accelerated this process
considerably. Above all, these experiences clarified to them what they definitely
did not want to pursue: not being close to your customers, both mentally and
geographically. During the first round of interviews the managers were
ambiguous how to spread risks, reduce agricultural dependence and reach the
company’s sales target of 100 million before the year 2000. In line with this they
kept several options open. The second round of interviews fully revealed that
they know what they are heading for, in part by knowing what they did not like.
All in all, Colifox’s strategy seems to follow the prevailing general dominant
management logic. Both the director and the group manager now know the
circumstances in which they can fully exploit the present dominant logic
(without explicitly referring to the concept as such).

Recall that the central elements of the present dominant logic, which we elicited
during the first round of interviews, were the importance of (high) contribution
margins, detailed sales budgets, trading companies that work fairly
independently, and the emphasis on being a professional organisation. Now that
Colifox’s managers know what they are heading for, it appears as if they are in a
process of ‘rolling it out’. Organisational changes that contributed to increasing
efficiency and cut down costs followed each other swiftly. The changes let
themselves best be described by the word ‘streamlining’ as for both managers
‘many things fell into place’. In the past one and a half years, the trading
companies were ‘transformed’ into profit centres and customers were
purposefully assigned to a particular profit centre. According to the group
manager this has increased efficiency (‘an awful lot, you can’t calculate that’)
and created clarity (‘if only that!’). Moreover, the administrative system was
further developed to enable immediate and close monitoring of the sales and
financial performance of profit centres and product groups. Fully in line with
these changes the role of Colifox’s central management team was clarified.
Looking at it from a distance, the group manager, who is now responsible for
one profit centre, expresses their role as follows:

‘. . . everybody works fairly independently and runs their own store [. . .]. We
now have the organisation as good as fixed up. [The three directors] are in charge
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of managerial control and they thus monitor the profit centres, as we call them;
we will see if there is only one profit centre in each country or several, time will
tell. They travel from one profit centre to the other, this week they were in France
for two days, next week they are with two of them in Italy for two days, and they
frequently jump to Germany.’

Again, like during the first round of interviews, the group manager is almost the
personification of the company’s dominant logic, feeling fully at ease with it.
That he is standing amidst the dominant logic is, for example, evident from the
content analysis of the interviews. Figure 6-11 shows that ‘people’ emerges as
the most salient noun in the group manager’s interviews. In half of the instances
he uses this noun, he refers to employees working for Colifox. Figure 6-12,
resulting from the KWIC-analysis, throws some light on the contexts in which he
uses ‘people’ (and from then on its meanings). A closer look reveals that in by
far the majority of cases his usage of the word is related to efficiently deploying
employees to increase the company’s performance (cut costs, increase sales,
motivate, etc.). Notice also that the director refers far more often to the actors
and the factors inside and outside the company, most notably companies
(suppliers, customers, competitors), markets and products. In line with his role,
this indicates that he takes a more distant, strategic view of the company. This
corresponds to what we observed on the basis of our first round of interviews.
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The clear preference of both managers for entering foreign markets by acquiring
existing companies is also linked to Colifox’s existing dominant logic. The
preceding section described how the Estonian joint venture occupied a similar
position just as any other profit centre. Again, read the group manager’s words:

‘Well, we simply do not like to throw ourselves in at the deep end, therefore we
have asked him [the Estonian partner] to prepare a budget for the next year. Also,
if we are halfway the next year he will at least have to prepare a budget for the
coming two years, because we certainly would like to know where we are
heading for with him. That has to do with financial resources and with guaranties,
with certainties and that kind of thing, and with manning of course.’

As the director remarked, acquisitions have the advantage that they ‘provide for
a much more gradual process as they do not disturb the market as much as
starting up your own business’. However, the real advantage appears to lie in the
possibility to go back to ‘normal business’ in line with the company’s dominant
logic as soon as possible. The first thing management teams of newly acquired
companies have to take care of is preparing a budget for the next and coming
years. This enables Colifox’s management team to closely monitor and compare
performance across profit centres and product groups.

Design value chain and relation with other activities

Although Colifox sells the larger part of its products via the profit centres, part
of its sales is sold directly to customers all over the world, ranging from
countries in Africa and the Middle East in which Colifox does not have a profit
centre. The group manager we interviewed takes care of the larger part of these
sales; incidentally other profit centres sell to customers abroad based on their
personal contacts. These sales are not actively aimed for apart from keeping
current contacts warmed up. Orders often lead to sudden increases in turnover,
as it is not unusual that they come out of the blue and enclose fairly large
quantities.

Organisation
19%

Motivating
8%

Dealing with change
6%

Deployment
33%

Related to money
13%

Sales/managers
6%

General reference
15%

Figure 6-12
Contexts of ‘people’ as used by the group manager – Round II
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The decision to reduce Colifox’s efforts in Latin America virtually places the
customers and agents in this region back in this category of customers. Recall
that the group manager only travels to Latin America ‘with great reluctance’ and
will only continue doing so if it pays off:

‘The only thing I do from [my office] is to keep the business hanging on, I would
almost say for the sole purpose of selling used products Y. If ever that would
become new products, I would appreciate that [. . .] but the used products Y we
are selling there now is a lucrative business, that is for sure.’

However, his interests do not seem to lie so much in the sales to Latin American
customers as such, as in the potential possibilities for employment at home
based on the sales of recycled products Y (which again closely fits in with the
company’s dominant logic):

‘We already sell used products Y for six or seven years now, because we have a
small facility [near our head office] in which products [from product group O] are
stamped but only for a half year. After that these people have to paint, maintain
the machines, clean up and that kind of thing. I always found that a waste of time.
Now we sort a colossal amount of used products Y. Now I have the people fully
occupied and I can spread my costs among two product groups.’

Overall, learning in this area within the context of the diversification project has
been rather limited, partially due to the departure of the sales manager who was
responsible for the project. Instead, the group manager focuses on the value
chain of, and the relations between, the European profit centres. For example, he
notices many opportunities that are awaiting their exploitation. But one of these
is selling all of Colifox’s product groups in every country:

‘Profit centres that now are only doing one or two product groups, may also start
to sell the other product groups, but you have to do that step-by-step, you have to
take them by the hand, go to the plants that produce these products and show
them. But the possibilities are there, it is only a matter of, how should I say that
. . . the things that we are currently engaged in, if we have completed them next
year, then we first have to consolidate I think. After that we have to make new
plans again to decide who is going to start selling which product groups in which
countries. We have to make some time for that otherwise it will not get off the
ground and that would be a pity.’

Development of new business skills

Overlooking the foregoing pages we can be brief about the development of new
business skills with respect to the diversification attempt. Since the sales
manager has left the company and the group manager took over his
responsibilities in a rather slimmed-down way, this development stopped. The
group manager’s viewpoint on how he intends to keep doing business in (some)
Latin American countries speaks for itself:
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‘I have been to [two countries in Latin America] this spring, which took me
nearly two weeks. If I go again next year, I will only go for one week at most; I
don’t have to see all those people again because I’ve already known what
happens there for a long time. I will be in [the capital] for two days and will call
everybody and whoever wants to come comes. I will be sitting there on a chair,
those who want to buy buy, and then I go on to the next country and then go
home again. That doesn’t pay off anymore, we can’t keep on doing that any
longer . . .’

So, the development of business skills seems to have been reduced to the group
manager’s travels to some Latin American countries to meet those who want to
meet him and to sell to those who want to buy. In doing so, he seems to try to
minimise his efforts in Latin America. Like during the first round, the director is
not involved at all with this knowledge area, which he now leaves fully to the
group manager.

Summary of the second round

During the first round of interviews we noticed a clear division between the
‘management-at-home’ – i.e. the director and group manager – and the ‘sales-
manager-out-there’. The inherent variety in perspectives that came with this
distinction disappeared completely when the sales manager left the company.
The group manager, who is now responsible for the Latin American sales, and
the director share a solid and growing amount of aversion to the Latin American
market in general and its customers in particular. As can be seen in Table 6-14,
which summarises our observations on the basis of the second round of
interviews, the division of labour between both managers identified during the
first round is still fully present during the second round (again, the outlined parts
indicate the areas which each manager emphasises most). Again it is clear that
the group manager stands in the middle of the company’s dominant logic and
nearly personifies it, while the director focuses most of his attention on the
processes of conceptualisation of the business, both individually and as a whole.
As we indicated in the foregoing pages, the differences in key words as used by
both managers highlights this distinct focus of attention (see Figure 6-11).
Learning related to the design of the value chain and the development of new
business skills, which are more operational in nature and used to belong to the
jurisdiction of the sales manager, ceased almost completely. The director leaves
these activities to the group manager, who, in line with the central management
team’s decision to reduce Colifox’s efforts in the Latin American market, acts
rather reticently.

Our most important observation, however, does not concern the
diversification project itself but the decisiveness of what both managers wanted
to pursue definitely, i.e. growth in the European market. Their experiences in the
Latin American market seem to have contributed substantially to this. They now
especially appreciate the business mentality of their European customers over
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those in Latin America. In pursuing European growth, they prefer acquisition of
companies with an established market position instead of starting up a business
themselves. The former enables them to apply the company’s dominant logic
fully and instantaneously.

Learning during a diversification attempt

We have spread our discussion of Colifox’s diversification attempt in Latin
America over two sections. In the present section we first review the learning by
the three managers that were involved in Colifox’s diversification attempt over
the course of the diversification project. We thereby focus on the most striking
aspects of their learning mindful of our definition of learning as ‘cognitive
change’. Subsequently, the next section discusses the main insights into the
process of diversification (including the learning by its participants) that
emanated from the present case study.

Knowledge area Group manager Director

(Re)conceptualisation
of the portfolio

Huge potential to grow in
European countries and
improve performance

Fiercely pursue European
growth to become
important European
player

Conceptualisation of
the new business

Poor future prospects because of questionable business
mentality of Latin American customers and governments

(Development of)
dominant logic

Close monitoring of sales
budgets and contribution
margins of profit centres
and product groups

Professional organisation
with profit centres;
entering new markets
through acquisition

Design value chain
Latin American customers
treated like other foreign
customers

Monitoring performance
group manager’s profit
centre

Development of
business skills

Travel and meet/sell
those who want to meet
and buy

---------

  N.B. outlined areas indicate focus of attention

Table 6-14
Managers’ images of their diversification project

during second round of interviews
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What did the three managers learn over the course of this attempt? Given our
observation that each of the three managers focused on distinct areas of learning,
the cognitive maps revealed clearly that the three managers learned different
things. The varying degree to which each of them was involved in the process of
diversification greatly contributed to this. We especially observed differences
between the ‘management-at-home’, represented by the group manager and the
director, and the ‘sales-manager-out-there’. The connection between the content
of learning and the extent and nature of their involvement is evident from the
following observations on learning (and unlearning) during Colifox’s
diversification attempt.

The sales manager learned various new business skills and learned how to
organise the Latin American activities

The sales manager, who was held responsible for Colifox’s Latin American
activities and on that account deeply involved with the attempt, learned most
with respect to designing the activities’ value chain and developing new
business skills. In these learning areas the sales manager basically learned three
things. First of all, he learned how to deal with Latin American customers who,
as became evident soon after acquiring Matalvid, had to be approached in a
different way from most of Colifox’s existing customers. Their way of doing
business – consistently referred to by the group manager and director as their
‘business mentality’ – differed fundamentally from that which Colifox was used
to in Europe. By visiting them frequently and approaching them in conformity
with their business habits, the sales manager acquired customers in several Latin
American countries. His efforts mainly focused on getting acquainted with the
Latin American market in order to develop it for Colifox. His Decision Explorer
map and his specific use of the word ‘market’ illustrate his elaborated view on
this (see Figure 6-4). Secondly, in developing the Latin American business the
sales manager learned how to set up and maintain a network of agents that
distributed and sold Colifox’s products to its Latin American customers. Such a
network of intermediate agents was a new constellation to Colifox who up till
then mainly sold and distributed products directly to its users. Thirdly, in trading
with these customers the sales manager learned about some new sorts of
financial transactions they proposed (some of which were honoured by the
group manager).

Finally, note that the sales manager did not succeed in linking the Latin
American activities to Colifox’s other activities. With respect to the former he
feels like he is working on one of Colifox’s ‘islands’, each of which is populated
by a director of one of Colifox’s trading companies who fully focuses on his
own regional market. He argues that for this reason Colifox is missing great
learning opportunities.
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The company unlearned when the sales manager left Colifox

All in all, the sales manager’s learning yielded a respectable output. Our
discussion of the second round showed, however, quite clearly that what the
sales manager had learned in the Latin American endeavour was lost to Colifox
when he left the company. Moreover, the group manager and director did not
make much effort to retain some of his experiences and knowledge. Most of this
concerned tacit (directory and recipe) knowledge on ‘how to deal with
customers and agents’. The sales manager’s efforts and experiences with
establishing and maintaining a network of agents disappeared when Colifox
decided to treat the Latin American region as any other region or country in
which the company did not have a trading company. Similar to this knowledge
on organising the new business’ value chain, the development of new business
skills stopped nearly completely (except for the group manager’s limited
efforts). Colifox’s knowledge in this area was on the whole back to the level
before it took over Matalvid.

The group manager started to learn some new business skills after he took over
the sales to Latin American customers from the sales manager

After the sales manager left the company Colifox’s management team decided to
leave the responsibility for the sales to its Latin American customers and agents
to the group manager. He took this job with severe reluctance, minimising his
efforts to the one or two weeks he travelled to a few countries in Latin America.
After one business trip to Latin America he acquired some new business skills to
deal in an efficient and rather minimal way with Colifox’s customers in this
region. He did not seem to be willing to further elaborate these skills, let alone
develop any new ones. The group manager’s (more extensive) submap on
Colifox’s Latin American activities during the second round basically reflected
his argumentation why Colifox should withdraw from this region altogether. His
trip to Latin America strongly endorsed his opinion (which can also be
considered a kind of learning process, be it a more negative one). His reluctant
attitude, concealing a host of negative feelings and emotions towards ‘the Latin
American business mentality’, appeared to be firmly rooted in Colifox’s existing
dominant logic.

The group manager learned that the Latin American activities did not fit in with
Colifox’s prevailing dominant logic

With the departure of the sales manager, the pressure within the company to
change the company’s current dominant logic faded away. Being the near
personification of the company’s dominant logic, we observed that the group
manager was not willing to change it or develop a new one besides it
specifically for the company’s Latin American activities. In fact, his observation
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that the Latin American endeavour does not fit in with the way Colifox is used to
organising its business seems to represent his most important learning point. As
we stated in the foregoing section, the decision to drastically cut back Colifox’s
Latin American efforts can well be interpreted as the victory of the existing
dominant logic over the development of a new one.

In our view the poor financial results of the Latin American endeavour only
contributed to this victory and were not a main argument in the decision to
decrease Colifox’s Latin American efforts. If results had been better the Latin
American activities may well have given more respite (surely if the sales
manager had kept working for the company). On the other hand, if the Latin
American activities had fitted in with the company’s dominant logic, the poor
financial results may well have led to a critical review of its organisation, i.e. its
value chain. In this respect, the recent acquisitions in Germany and Italy but in
particular the Estonian joint venture and the enthusiasm with which the group
manager talked about it, shows the strength of the present dominant logic. From
the moment these ventures were acquired, they fitted fully in with Colifox’s way
of working. Especially the group manager seemed to be aware of this. We also
like to recall in this context that, contrary to the director, the group manager
placed Estonia near several Western European countries with which he is most
acquainted (see Figure 6-10).

The group manager and the director learned from their Latin American
experiences what they wanted to pursue definitely, i.e. European growth

As we already noted during our discussion of the second round, the failed Latin
American endeavour was far from in vain to Colifox. The experiences of the
group manager and the director (largely ‘at home’!) with the Latin American
activities strongly contributed to their growing conviction of what they really
wanted to pursue: European growth in order to become a major European player
in their market. Recall that at the time of the first round of interviews both
stressed the need to spread risks and reduce seasonal and agricultural
dependence. At the time of the second round of interviews these goals were
embedded in their European ambitions and were merely considered as a positive
side-effect of it instead of seen as a separate goal (see for example the director’s
goal structure in Figure 6-8). Contrary to the first round, ‘seasonal influence’
was not elicited as a construct as part of the repertory grid technique nor was it a
central construct anymore in the Decision Explorer maps of both managers.

The cognitive maps signal that a substantially stronger focus and more
specific lines of thinking accompanied the observed shift in strategic thinking.
The impression that arises from these maps is of two managers that now know
what they want and, on the basis of that, go full speed ahead. In between both
rounds of interviews, they acquired a handful of smaller companies in four
different European countries. We also noted that they were swiftly ‘rolling out’
the company’s dominant logic, which led to a large number of major and minor
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organisational adjustments. Most constructs elicited during the second round as
part of the repertory grid technique deal with turnover and possibilities for
growth. Also, European growth and turnover are central constructs in the
Decision Explorer maps of both managers, the larger number of emergent
clusters are more focused, and the goal structures inferred from these maps are
considerably more specific. Their goals during the first round were quite general
with goals like ‘continuity’, ‘spread risks’ and ‘growth of turnover’. During the
second round, their goals are more often connected to regions or products
reflecting that they now know how to realise such more general goals. Whereas
during the first round both managers basically left all options open to realise
‘their’ goals – of which the Latin American venture was one –, during the
second round they had made a clear choice. As a result, the conceptualisation of
the new business changed considerably from being one of the options to not
being an option at all.

The group manager and the director classified the product groups in a
fundamentally different way over the two rounds of interviews (which reflects
the outcome of a learning process)

To us, the shift in strategic thinking reflects a reconceptualisation of the
portfolio of product groups. We observed this shift most strongly for the director
who in line with his position largely focused on this particular learning area. The
reconceptualisation was crystal-clear from the different naming of the
dimensions of the MDS-solutions in both rounds (see Figure 6-1 and Figure 6-7).
These changes in naming reflect a fundamentally different view on, and
clustering of, Colifox’s product groups by both managers. Whereas during the
first round the product groups were most strongly distinguished on the basis of
agricultural usage and seasonal influence, during the second round they were
mainly categorised on the basis of ‘current success’ – which, remarkably, both
associated strongly with expected ‘decreasing turnover’ – and their future
‘growth opportunities’. These changes were also reflected in the product groups’
centrality scores obtained from the comparison task; what is especially
noteworthy is the lower centrality of the largest and oldest product groups
during the second round. The group manager and the director now seem to
divide the product groups roughly into ones that are ‘old and (will) show
decreasing success’ and ‘new with great future potential’.

Insights from the present case study

Over and above the learning we observed by the three managers we interviewed,
the present case study yields several important insights into the process of
diversification. Recall that these insights relate to the main purpose of this
research: the identification of factors in the process of diversification that
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influence its ultimate outcome, by taking a cognitive perspective, and by the
examination of the process in which these factors interact. Like the preceding
section, we will deal with the insights point by point. Please bear in mind that
each of them should be considered as hypotheses suggested by the present,
specific case. Moreover, whereas this and the two following chapters deal with
the (inductive) insights of each case study separately, the final chapter of this
research project will discuss our insights over all three case studies we examined
and relate these to existing theory.

A strong division of tasks resulted in different and largely isolated learning
processes

In particular during the first round of interviews we observed a strong division
of tasks between the three managers that were involved in setting up Colifox’s
Latin American business. Note that this was strongly reflected in differences in
salient nouns as used by each of the three managers, which suggests that they
developed deviating language over the course of the diversification project.
Their division of tasks led straightforwardly to large differences in the attention
they paid to each of the five learning areas, which reflected distinct learning
processes that only incidentally overlapped. The sales manager exclusively
focused on the design of the business’ value chain and the development of new
business skills. The group manager focused his attention chiefly on defending
the prevailing dominant logic in the context of his conceptualisation of the
portfolio, which he largely shared with the director. The latter devoted almost
his entire attention to this learning area and hardly paid any attention to the other
learning areas.

The three managers hardly shared their experiences and the knowledge they
developed in the learning areas over the course of the diversification attempt. On
several occasions the sales manager asked the group manager and two of
Colifox’s directors to join him on one of his journeys to Latin America to visit
new customers and agents. Only the former accepted his invitation once but this
did not seem to fundamentally change his rather sceptical image of the Latin
American business mentality. There are several signs that he largely built this
image on the many financial difficulties he experienced with payments by Latin
American customers in connection with the importance he attached to the
current dominant logic; note that fully in line with the company’s dominant
logic he was mainly concerned with the financial side of the new business. The
director, who had known the group manager for many years, seemed to fully
rely on his opinion and in doing so essentially adopted the group manager’s
image of the new business.

The strong division of tasks resulted in different and largely distinct learning
processes that were only partially and occasionally linked. The director and the
group manager relied upon their respective opinions developed in the learning
areas they focused on (and which they regularly exchanged in the context of
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other product groups and regions). The larger part of what the sales manager
learned and which was predominantly tacit in nature, was not shared with any of
the other managers; the group and sales manager only occasionally shared their
experiences with respect to financial payments. The lack of exchange of insights
and experiences, especially between the ‘management-at-home’ and the ‘sales-
manager-out-there’, reflects that a shared learning process across the three
managers is lacking. Besides the possible beneficiary potential that may have
resulted from going through a shared learning process, we observed several
consequences from the cognitive maps we analysed. Firstly, the near full loss to
Colifox of the sales manager’s learning experiences and developed knowledge
when he left the company was a logical consequence of this. Secondly, it
resulted in distinct mental constructions of the Latin American business and in
fundamentally different interpretations of its future potential. Before we
elaborate on these differences in the following pages, we go into what we
consider to be the main reason for the separate learning processes and mental
constructions.

Active involvement (to some extent) of all those involved in, or responsible for,
(parts of) the diversification project in all learning areas during the process of
diversification is of importance to support a new business

On several occasions the sales manager pled for more commitment of Colifox’s
top management (his request to the group manager and director to join him on
one of his journeys should be considered in this light). Although top
management commitment is nearly always listed in any top three of key success
factors of any project in any organisation, we do not think it covers the essence
of what we observed in Colifox. Top management commitment does not reckon
with the importance of (passing through) shared learning processes. It is our
impression that mere commitment of Colifox’s management would most
probably have led to the same differences in mental images unless they had been
more intensively involved in the Latin American endeavour. Active involvement
of each of the three in each of the five learning areas may have resulted in a
(more intensively) shared learning process and, as a result of that, in a larger
degree of commonality in the three managers’ images of the new business.

The Colifox case suggests that (mutual) lack of involvement seems to be
especially problematic the more the diversification project lies (or gradually
grows) outside the management’s current ‘zone of proximal development’ (cf.
Vygotsky, 1986). To Vygotsky this is ‘the place at which a child’s empirically
rich but disorganized spontaneous concepts ‘meet’ the systematicity and logic of
adult reasoning’ (Kozulin, 1997: xxxv). He considers cognitive change as
involving one’s movement through the zone of proximal development (cf.
Flavell et al., 1993). Discussing it in the context of strategic conversations in
groups, Van der Heijden (n.d.: 6) uses the concept to describe ‘the realm where
an individual’s rich, but disorganized tacit mental constructs interact with the
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logic of reasoning expressed in the language of the social group’. Translated to
this context, the zone of proximal development encloses the (random, tacit)
knowledge and business areas about which (or more precisely, in which)
someone feels considerable discomfort and, for that reason, wants to explore and
learn about to make it familiar and include it in one’s current ‘zone of
familiarity’. The latter encloses meaningful and organised knowledge and
schemes. To make the unfamiliar familiar requires a gradual stretching of
assumptions, beliefs and mental images to link the unfamiliar to the familiar (cf.
Vygotksy, 1986). This points to the indispensability of passing through such a
learning process compared with merely taking notice of its (interim) conclusions
(and thus surpassing parts of the process). An implication of this is that learning
cannot be (fully) delegated to a third party (although, following Vygotsky, a
third party can certainly help in this process). Note that this does not necessarily
imply that everybody has to do everything in an organisation but that learning
processes need to overlap to some extent.

What we observed in the Colifox case was that, on the one hand, the sales
manager reported in between large intervals to the group manager and, less
frequently, to the director. As a result neither could, to a growing extent, link up
to the sales managers’ experiences and opinions as these, increasingly, were
outside what they were used to. On the other hand, the sales manager showed
little interest in the three learning areas besides the ones concerned with the
value chain and business skills. As all three managers only took notice of some
superficial shared interim conclusions they increasingly developed, and found
themselves in, different ‘zones of familiarity’. Again the Estonian venture, in
which both the group manager and the director were more closely involved,
seems to support this hypothesis (probably next to the importance of a relation
based on mutual trust). The distinction we observed between the ‘management-
at-home’ and the ‘sales-manager-out-there’ grew out of this mutual lack of
involvement. The problems the sales manager experienced with getting new
sorts of payments accepted by the group manager was but one consequence of it.

Distinct learning processes and differences in involvement can easily lead to
fundamentally different mental constructions of a new business

Out of the mutual lack of involvement and the absence of a shared learning
process grew two fundamentally different images of the Latin American
business, one shared by the group manager and the director (the ‘management-
at-home’) another held by the ‘sales-manager-out-there’. The view and opinion
on the Latin American customers played a central role in these images. We
noted above that the group manager largely built his sceptical image upon his
problematic experiences with the payments by Colifox’s new customers. He
mainly looked at these customers from the perspective of the company’s
dominant logic and compared the way of doing business in Latin America with
the familiar European way of doing business. We also observed that the director
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partly relied on the group manager’s image and in doing so largely shared this
image.

The sales manager, who regularly travelled to Latin America and physically
met these customers, construed a fundamentally different image of the Latin
American customers. He acknowledged that Colifox’s Latin American
customers differed from their European counterparts but fully disagreed that
they were predominantly untrustworthy. He definitely considered them to be
less of a ‘problem’ than the group manager and stated that they only needed to
be approached in a different way. If done so they held a huge potential to
Colifox, amongst other things, as they were on average larger in size than
European customers. Based on this belief he interpreted the financial side of the
new business in a fundamentally different way and considered payment issues
not as a problem but subordinate to the development of the Latin American
market.

As we noted in our discussion of the second round, the construed sceptical
image of the Latin American customer and his business mentality by the
‘management-at-home’ eventually proved to be decisive in Colifox’s decision to
essentially stop its efforts in Latin America. During the first round of interviews
it became clear that there were lots of mutual misunderstandings and differences
in opinions about the new business’ potential between the ‘management-at-
home’ and the ‘sales-manager-out-there’. The sales manager complained that he
was not supported enough and pointed to the, in his eyes, low commitment of
Colifox’s management while they were arguing that, in line with the firm’s
dominant logic, the sales manager had to do it himself.

The prevailing general dominant management logic holds the potential to
strongly influence the course and outcome of a diversification attempt

In the foregoing parts we argued that the decision to cut back Colifox’s Latin
American activities can be interpreted as the victory of the existing general
dominant management logic. Four (related) aspects of the dominant logic in
particular draw our attention in the Colifox case. Recall that we largely hold
Colifox’s existing dominant logic responsible for the failure of the Latin
American endeavour.

Firstly, the persistence of the prevailing dominant logic seriously hindered
learning in the context of the Latin American endeavour. The group manager
firmly held on to the existing dominant logic and this restrained him visibly in
learning about the peculiarities of the Latin American market. He was not
willing to put much effort into it himself, especially because he saw many better
opportunities in Europe that matched with Colifox’s way of doing business. Both
indicate that he assessed any new business’ potential in terms of the company’s
dominant logic (including the kind of customers that fit into it). Albeit in another
way, the sales manager’s learning was also restricted by the prevailing dominant
logic. The prevailing dominant logic, aimed at monitoring trading companies
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with established positions in existing markets, prove to be not suited for
exploring a fully new market. Recall that the sales managers felt that it did not
leave enough room for developing a new market like he had to do. For one
thing, he felt he had to fight to get new sorts of payments accepted.

Secondly, the group manager is nearly the ‘living personification’ of
Colifox’s prevailing dominant logic; of all three managers we interviewed he
held on most fiercely to it. While Prahalad and Bettis (1986) mainly had a
company’s top management in mind when discussing the dominant logic, the
Colifox case clearly shows that its middle management is most intensely
working with it. Central elements in the group manager’s argumentation reflect
the core of Colifox’s dominant logic, i.e. budgets and contribution margins.
From his arguments and attitude speaks contentment with the dominant logic
that goes beyond mere words and verbal argumentation and includes positive
feelings towards it (and for this reason against the Latin American market and
its customers). To the director the dominant logic is merely a valuable
administrative instrument that informs him in a concise way on how things are
going. He only sees the outcome of it, while for the group manager it fills up a
large part of his time.

Thirdly, the fiercest pressure to change the existing dominant logic come
from the sales manager who was working on the edges of the company’s ‘zone
of familiarity’ (or, given the course of events, already even over it). He was by
far most vigorously confronted with the limitations of the current dominant
logic. As noted above, the prevailing dominant logic withheld him from
developing a market instead of offering him ample opportunities for it. So,
whereas one of Colifox’s middle managers most fiercely defended the prevailing
dominant logic, a manager exploring new business areas for the company most
strongly attacked it.

Fourthly, the persistence of the dominant logic in the Colifox case shows the
strength and importance of organisational routines. One might say that the Latin
American endeavour was ‘sacrificed’ to preserve the company’s dominant logic.
At first sight Colifox’s dominant logic is no more than an internal administrative
instrument. However, a closer look reveals that, surely to the group manager, it
conceals deep-down feelings and emotions. Both the failure of the Latin
American endeavour as the success of the Estonian venture and several other
recent acquisitions in Germany and Italy show the importance of conformity
with the prevailing dominant logic. In a case as the former many routines can
not be applied which necessitates extraordinary efforts to make it work. As a
true champion, the sales manager was willing to put these into it but it stopped
the moment he left the company. The latter turn out to fully fit into the
prevailing dominant logic (recall that the Estonian venture was more or less
working like a ‘normal’ Colifox trading company already shortly after its
acquisition). Largely as a result of this, Colifox’s top and middle management
was more actively involved in it. The appropriateness of Colifox’s organisational
routines (i.e. the company’s dominant logic) strongly contributed to the success
of most European acquisitions. Conversely we can also say that precisely
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because many of Colifox’s core routines turned out to be not applicable in the
Latin American business, they contributed to its failure.

Individual learning ≠ organisational learning

This insight connects to the discussion in the organisational learning literature
on who learns, individuals or organisations. The present case offers a clear
example of an organisation that loses valuable learning experiences when one of
its managers leaves the company. After the sales manager left the company it
soon became clear that what he had learned was largely lost to Colifox. Recall
that most of what he learned was tacit in nature and concerned knowledge on
‘how to deal with Latin American customers and agents’. Until the sales
manager left, the group manager only learned about the financial side of the
business, which was to a large part explicit in nature. After he took over the
Latin American sales he developed some business skills of a tacit nature and
learned how to deal with customers (in a way that minimised his efforts).

One may even say that Colifox unlearned when the sales manager left. In
several places during our discussion of the Colifox case we referred to the
distinction between the ‘management-at-home’ and the ‘sales-manager-out-
there’. The inherent variety in perspectives that came with this distinction
disappeared completely when the sales manager left the company’. As learning
and variety are different sides of the same coin, a reduction of variety implies
unlearning (cf. e.g. Huber, 1991).

In line with the foregoing sections, we would not dare to speak about
‘Colifox’s experiences’ in the Latin America market. Each of the managers has
acquired his own experiences over the course of the diversification project. The
sales manager has experienced it most intensively as he regularly travelled to
this region. His experiences differ greatly from those of the ‘management-at-
home’. The group manager mainly acquired experience with respect to the
financial side of the new business. The director acquired his experience largely
from his talks with the group manager and the sales manager. The financial
information he obtained from the realisation of budgets seemed to have coloured
his interpretation of what he heard from the sales manager.

Personal feelings and preferences can be decisive in pursuing a diversification
attempt as they may work against the requirements of a new business

When we discussed the nature of cognitive maps in Chapter 5 we indicated that
the mental images people hold are much richer than mere words and verbal
argumentation and also include personal feelings, emotions, beliefs, preferences,
norms and values. In conducting interviews, the researcher physically meets ‘the
person behind the words’, which opens up opportunities to appreciate ‘the whole
person’ including his arguments and feelings. Much can be ‘read’ from body
language, intonations in voice, subtle movements of hands and eyes to, for
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example, emphasis the cynical nature of a statement, and so on. It was fully
evident in the Colifox case that the words we mapped (from the sales and group
managers in particular) did not live a life of their own but were imbued with
their emotions (the feelings and preferences they had towards Latin American
customers especially). The process and outcome of Colifox’s Latin American
endeavour was inextricably linked to the (un)willingness to pursue it by the
managers involved.

The sales manager, assigned for this task, was fully willing and persistent to
make the Latin American endeavour a success in the end. During his trips to
Latin America he had built up relationships with customers and appreciated
these. The group manager (and the director too), however, increasingly
developed a strong aversion to the same customers. They also preferred other
options over it (European expansion) and this was not (solely) based on an
extensive (and rational) comparative analysis. Eventually, it turned out that they
were not willing to proceed with the Latin American business with the same
intensity with which they had started it. In this light, the ‘decision’ to cut back
the Latin American efforts was more a punctuation in a swelling feeling of
discomfort with the endeavour than the ‘logical’ outcome of a rational analysis.
What would the outcome of Colifox’s Latin American diversification attempt
have been if all three managers had (emotionally) preferred the Latin American
route, were fully enthusiastic and increasingly convinced that it eventually could
and would be a large success (and were, based on that fundamentally positive
attitude towards it, willing to adjust the prevailing dominant logic)?

Chances of a successful diversification attempt may be lower if management
rejects any change of the prevailing mental coherence (especially if the new
business requires a fundamentally different approach)

This insight brings a number of insights together. We have observed that the
Latin American business did not lead to an adjustment of the prevailing
dominant logic. Both the group manager and the director were not willing to
change it or develop a new dominant logic next to it which could deal
adequately with the peculiarities of the Latin American business, in particular its
customers and specific payment terms. Instead they decided to keep on to the
prevailing way of working and, as a result of that, focussed their efforts on the
European market, its customers and its way of doing business. We also
concluded that the Latin American diversification attempt made them more
decisive in taking this route, which led to a handful of European acquisitions and
a host of major and minor organisational adjustments. Their conceptualisation of
the portfolio and their mental images of the dominant logic, the linkage of
business activities (including product groups and trading companies), and the
required business skills were tied more closely and matched better. Moreover, it
was clear that both managers felt extremely comfortable with it. All in all, their
thinking across the five learning areas increasingly fitted together in their mind:
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their mental coherence across different aspects of their company’s management
(such as covered by the five learning areas in Figure 5-1) had grown strongly
and became more or less gestalt-like, enclosing a host of individual and
organisational (mental) images and routines. On the basis of this mental
coherence, they could pursue their desired future image with full dedication and
without much doubt.

In the foregoing pages we have introduced the concept of the ‘zone of
proximal development’ as enclosing the knowledge that is currently outside
one’s area of familiarity but close enough to it to arouse a fair degree of
discomfort about the lack of knowledge about it. As a result of this discomfort,
one feels an urge to explore and learn about it. The group manager and the
director were clearly not feeling much discomfort about the Latin American
business. They were, as a result, not willing to sacrifice the coherence across
several managerial (learning) areas they had developed in their mind and were
elaborating upon. Their position contradicts with that of the sales manager who
argues for the necessity of some radical changes. He observes that the prevailing
mental coherence of the group manager and director does not fit in with the
requirements of the Latin American circumstances. The new business may well
have had an excellent future if it had fitted into the (elaborated) prevailing
mental coherence and if existing routines, including the prevailing dominant
logic, had been fully applicable.

Taking our foregoing analysis of the three managers’ cognitive maps into
account there seem to be (at least) three factors that influenced the degree of
discomfort of the three managers involved in the present case. These factors are
strongly interrelated and enforce each other. Firstly, the degree of active
involvement in the new business seems to play a role. We have argued above
that due to the sales manager’s active involvement in the new business – in
particular its operational side and his business trips to the area – he has gradually
included the unfamiliar Latin American circumstances in his mental ‘zone of
familiarity’. Conversely, the lack of active involvement of both other managers
has not even brought the new business and its specific circumstances into to
their ‘zone of proximal development’. Secondly, the essential differences
between both parties with respect to their fundamental attitude towards the new
business, including their feelings and personal preferences, seem to be relevant.
The sales manager was willing to pursue it to the end; the group manager and
director clearly were not. Thirdly, contrary to the group manager and the
director, the sales manager did not have a long history with the company. He
had, for instance, not been working in line with the prevailing dominant logic in
any of the company’s trading companies. As a result, he has not developed such
a strong mental coherence in the European situation as both other managers
have. In closing, we will explore the concept of mental coherence further in the
final chapter, as it seems to play a role in all three cases we studied.
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Conclusions

By taking a cognitive perspective, the Colifox case yields several important
insights into the process of diversification. Above all, the case shows that the
factors and the actors in the process of diversification contribute to its outcome.
Colifox’s Latin American diversification attempt illustrates that a (strong)
division of tasks may lead to distinct and unconnected learning processes and, as
a consequence of that, result in fundamentally different mental constructions of
a new business. Differences in involvement in the learning areas of a
diversification project further contribute to this. The separation of learning
processes and the distinctiveness in mental images may, in turn, result in mutual
misunderstandings and differences in opinions between managers about the new
business’ potentialities. Moreover, it holds the danger of (organisational)
unlearning when one of the managers in question leaves the company. In
addition, the Colifox case shows the crucial role of the prevailing general
dominant management logic in shaping the course and outcome of the
diversification attempt. In doing so, it points to the importance of organisational
routines that may limit individual and organisational learning when exploring
new business areas.

Furthermore, the Colifox case indicates that the role of personal emotions
and feelings cannot be neglected in the study of corporate diversification. All in
all, the new business did not lead to such discomfort for the group manager and
the director that it upset the prevailing mental coherence across a broad range of
managerial (learning) areas. In fact, their mental coherence was enforced due to
their experiences with the Latin American circumstances. Finally, the present
case shows that a diversification attempt can be a success despite its failure. The
Latin American endeavour contributed to the decisiveness of Colifox’s
management about what they wanted to pursue definitely (and which did not
include the Latin American market). In this sense, Colifox’s managers certainly
learned much from the failed diversification attempt.



Chapter 7 

The Processors

The three case studies in this research project differ in a number of respects. The
case study in the preceding chapter is the most extensive of the three. The reason
for this is rather trivial: we interviewed the largest number of managers in this
company (three) and employed all three cognitive mapping techniques (content
analysis, the repertory grid technique, and cognitive mapping using Decision
Explorer). The case study to be discussed in the present chapter only involves
two managers. Moreover, we did not employ the repertory grid technique, as the
company did not have a portfolio of distinct products or businesses that could be
compared in a meaningful way. In the case study in the next chapter, which
concerns a small company with one owner-manager, we again employed all
three techniques.

Other differences between the three case studies concern the stage of
diversification the companies were in at the time we conducted the interviews
and the degree of success of their attempt. One could say that Colifox had
already finished its diversification attempt as its management had decided not to
invest in it anymore. Opposite Colifox’s results stands the overwhelming success
of Agripride’s diversification project, which we will discuss in the next chapter.
During our second round of interviews the owner-manager of Agripride was in
the middle of enlarging the new business activity. The company, Beltics, that we
will discuss in the present chapter is at yet another stage of diversification. At
the time we conducted our interviews Beltics’ management was (still)
considering if it should extend its business activities in the first place. Although
this would only bring the company further downstream the industry chain of
operations, it was clear to them that this would bring the company into an
entirely different business area.

This chapter follows the same format as the preceding one. We start by
describing the diversifying company, Beltics, at some length to highlight its
short but turbulent history and introduce its diversification project. We then go
on to build up and analyse the managers’ personal images of the unfolding
project with the purpose of assessing managerial and organisational learning in
each of the five learning areas. The chapter ends with a discussion of its main
insights.
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A processor considering diversification

Beltics buys and sells a particular category of used bulk product in hundreds of
variants from and to all over the world. Purchases add to the impressive stocks,
which in total represents a value of millions of guilders. Sales are largely done
by phone although many customers regularly visit the company themselves to
select and inspect the (batches of) products they are looking for. Which products
are asked for at any moment is to a large extent unpredictable according to both
managers we interviewed. As a result some products are already in stock for
several years while others are sold the moment Beltics buys them. The director
who was responsible for purchasing stated that he was regularly pleasantly
surprised as several customers suddenly eagerly asked for particular batches of
products, which had been in stock for some time, simultaneously. As will
become clear when we construe the managers’ images, the general manager is
quite anxious to link purchasing and sales more closely.

Beltics was established two years before we started our first round of interviews
out of a merger of two companies, which we will call Triwork and Procom. The
activities of Triwork and Procom were fully complementary as each of them
specialised in one of the two main sectors of the market (in the following we
will refer to these as the Tri-products and the Pro-products respectively). At the
time of the merger both companies were among the top three companies in their
respective market sectors in terms of turnover. As a result of the merger Beltics
became the third largest player in the entire Dutch market and one of the largest
traders in Europe. Beltics is currently headed by the former director of Triwork,
Phil Hackett, and the former vice-director and main purchaser of Procom, Burt
Peterson. The former director of Procom left the company approximately a year
after the merger as a result of serious financial malversation. As we will see in
the following, this unpleasant incident strongly influenced managerial thinking
and organisational life in the newly founded firm during its first years (in fact,
Table 7-2 shows that a large part of the Decision Explorer map of the general
manager dealt with the company’s short but turbulent history). At the time of
our research Beltics employed somewhat more than twenty employees and had a
turnover of roughly fifteen million Dutch guilders.

The motives for both management teams to engage in the merger differed to
some extent. Talks about a possible merger were initiated by Procom’s
management who wanted to strengthen the company’s market position and
cover the entire market. Since its establishment in the sixties Procom had firmly
stuck to one of the two main market sectors but its customers were increasingly
asking for the other main category of products sold in the market. They also
noticed that the dominant and most successful players in the market traded in
both categories of products in line with their customers’ requests. Procom’s
management was fully aware that building up a strong market position
themselves in the category of products Triwork sold was difficult if not
impossible as it required a completely different way of working.
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Procom purchased its products from a network of small(er) traders all over
the world, although most traders were located in Western Europe. Its purchasers
regularly travelled to these traders to appraise the quality of the products they
offered and to negotiate about the price. Triwork, on the other hand, mainly
collected its products from a network of companies all over the Netherlands. A
main reason for this is that the products Procom traded in can largely be used
again, with or without some necessary repair work (largely depending on the
products’ quality and future use). As a consequence, these products are far more
valuable than the products Triwork was involved in. Roughly half the products
Triwork collected were destroyed; the rest was sold to specialised companies for
reparation or exported to Third World countries to begin a second life. Only
recently did companies start to pay for the collection of these products. Both
approaches of buying and collecting are still adhered to in Beltics for obtaining
the two categories of products.

Next to the possibility of covering the entire market, Triwork’s owner-
manager, Phil Hackett, had a more important motive for merging with Procom.
Riding on the waves of a grown environmentalist awareness, Triwork’s growth
in turnover had been spectacular since Phil took over the company in the midst
of the eighties, especially in the few years preceding the merger. Observing this
growth of Triwork, Phil foresaw severe problems with the banks in the near
future to continue the company’s rapid growth rate:

‘After all, we grew fast at that time, to such an extent that we would encounter
problems financing our own growth, that is clear. Whether a bank keeps up with
that kind of growth depends on the confidence they have in it; they may well do
that or they may not. We struggled with that dilemma. Excellent prospects, a
solid basis and so on, but we foresaw problems with financing our growth
although we already had gone a long way in that process. We even had obtained
the necessary building permit. Nevertheless, we thought that we could sail round
that problem by stepping into a larger company. We would win ten years,
basically.’

Phil thus considered the merger as a necessary step in securing the future growth
of Triwork’s business. In addition, he praised Procom’s good market reputation,
the many international contacts they had and the increased flexibility that would
result from the (larger) size of the new company. As an indication of the former,
when he hired new personnel for Triwork Phil always took them for a visit to
Procom. He therefore considered it an honour to be asked by Procom’s
management to work together.

Phil’s statement above touches on yet another problem of a more pragmatic
nature, that the owner-managers of both companies shared and which may well
have accelerated the merger. At the time of the merger talks, both companies
were for various reasons considering new locations for their companies. To
furnish the company’s rapid and future growth, Phil Hackett was seriously
considering building new accommodation. Due to infrastructure changes in the
area around their business accommodation Procom had to leave their current
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location and set up new accommodation elsewhere. As the local government
was far from supporting the company in searching for another location (Burt
spoke of a ‘policy of discouragement’), management started to think about
moving the company to another municipality. During the merger talks it was
agreed upon to build new accommodation in the middle of the Netherlands.

Due to the financial malversation mentioned above, Beltics’ first years were
rather hectic. Approximately a year after the merger it became clear to Phil
Hackett that the former director of Procom, Bill Larding, was mainly interested
in lining his own purse. The adverse consequences of his financial malversation
were fully revealed when an accountant carefully investigated the company’s
financial position and product stocks. Discussions among the three directors
were disrupted by several unpleasant incidents. In particular Burt Peterson found
himself in an awkward predicament as he had been working with Bill Larding
for several years; Bill had hired him as a youngster and eventually appointed
him as vice-director of Procom. The situation ended when Bill Larding was
forced by both Phil and Burt to leave the company without any financial
compensation whatsoever. Unfortunately, his malversation brought the company
to the verge of bankruptcy that could only be prevented by an effective turn-
around. During this turn-around Phil and Burt called upon the services of Dennis
Laver, a former neighbour of Phil, who had extensive experience in dealing with
this kind of situation. Although the company was saved, the financial situation
remained troublesome during the years to follow, partly also because the
industry went through some rough times. As we will see in the following pages,
both managers were aware that many things had to change within the company’s
way of working in order to prosper in the future.

Beltics’ management team

At the time of our research in the company, the management team of Beltics
consisted of two directors, Phil Hackett and Burt Peterson, who are both in their
late thirties. Phil Hackett is acting general manager. He is in charge of the daily
management of the company and takes care of finance and sales. After finishing
his high school he and his brother took over Triwork where Phil used to work
part-time as a student; after a while his brother left the company and emigrated
to Norway. What is noteworthy is that, since becoming director of Beltics, Phil
is increasingly interested in management literature and states that ‘he has some
catching up to do’.

Burt Peterson is formally the commercial director but he devotes most of his
time to travelling around the Netherlands and Western-Europe purchasing used
products from small(er) traders. He is a prototype trader who very much enjoys
what he is doing. He joined Procom as an ‘ordinary’ purchaser becoming vice-
director after several years. It was only when Beltics was established he became
the (joint) owner of a company for the first time in his life. Halfway through our
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research he indicated that he would rather be the main purchaser than be
bothered too much by the obligations and responsibilities that came with his
position as director of Beltics.

The diversification project

Although both managers were strongly focused on building up the company
following the turn-around, Phil Hackett in particular was looking further ahead.
He foresaw that, due to changes in the waste legislation, the products Triwork
used to trade in (the Tri-products) would become subordinate to the general
process of reducing waste. He concluded from this that for Beltics to survive as
a company they had to deal with the entire flow of waste, not only part of it as
they did now, and chip Tri-products for further re-use. Phil also noticed that a
(larger) competitor of Beltics already processed the products that it could not sell
profitably itself; a few years ago they acquired a specialised company for this
purpose.

At the end of our research Beltics’ management had not yet taken the
decision to go ahead with the project. Although Phil was quite convinced that
Beltics should pursue this path, we will see that budgetary problems and current
organisational problems prevented him from pursuing it with full speed. The
main investments concern a processing machine that could chip the used
products in small parts together with accommodation to house the machine.
Next to saving on the fee they currently have to pay to the companies that take
care of processing the products, it was estimated that this would considerably
lower transportation costs. In addition, it would open up possibilities to sell the
waste directly to power stations in Germany that are allowed to burn (some of) it
in their ovens. In between the two rounds of interviews, a university student was
hired to calculate potential savings to analyse the market for chipped products
and to make an extensive study of the alternatives, including their costs and
technical possibilities and limitations.

Characterising Beltics’ diversification project

Figure 7-1 shows the flows of both categories of products Beltics trades in. As
previously indicated, Beltics mainly buys its Pro-products from a network of
small(er) traders all over the world while the Tri-products are collected via an
extensive and growing network of Dutch companies. The thickness of the
arrows flowing out of Beltics’ stocks give a rough indication of the importance
of the outlets. Pro-products are largely used a second time, sometimes directly
but mostly after renewal of the product; only the really bad products are
destroyed. On the other hand, roughly half of the collected Tri-products are
destroyed; the other half is either sold to the repair industry or sold for second
use directly. Beltics does not carry out the destruction of unusable products itself
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but leaves this to specialised companies for which it has to pay a fee. The
extension of Beltics’ business activities the management team is currently
considering (indicated by the encircled diamond in Figure 7-1) concerns this
flow of products.

Following Ansoff’s classification of corporate strategies (see Chapter 1), the
extension can be characterised as one of vertical integration, which Ansoff
considers as a special type of diversification. By moving downstream the
industry chain Beltics becomes its own customer while getting involved in
technology that is fully unrelated. The latter can even be qualified as a sheer
understatement if we take in mind that the extension means that Beltics will
have to deal with a mechanised process (one alternative is even based on a
chemical process) whereas it has until now only dealt with trading and
transporting products. Beltics’ case illustrates Galbraith’s (1983) statement that
different stages of an industry require different resources and have different
success factors. It may well be a lot easier for Beltics in terms of familiarity and
required capabilities to extend its business activities to the same stage in a
related industry instead of the project it is currently considering.

Interpreting Beltics’ business extension is not so clear-cut if we consider the
classification schemes of several other authors. Mintzberg, for example, does
not share his ‘chain integration strategies’ under the heading of diversification
although he acknowledges that the distinction between the two is not always
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Figure 7-1
The flow of Pro-products and Tri-products
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obvious; Beltics case may well be a life example of this. Following Rumelt’s
(1974) classification of diversified firms, Beltics’ business extension implies a
movement from an essentially single business to a dominant-vertical business.
Rumelt describes such companies as ‘firms that have diversified to some extent
but still obtain the preponderance of their revenues from a single business’. In
conclusion, similar to our attempt to characterise Colifox’s diversification
project in the preceding chapter, the exact labelling of Beltics’ diversification
project is also far from straightforward if we look at it from the viewpoints of
various classification schemes.

Composing the managers’ images – Round I

We interviewed both owner-directors of Beltics, the general manager Phil
Hackett and the commercial manager Burt Peterson, twice with an interval of a
year and a half. As indicated in the introduction to this chapter, we only
employed two of the three cognitive mapping techniques: content analysis and
cognitive mapping using Decision Explorer. Although Beltics traded in
hundreds of different product variants, it did not have a portfolio of business
activities that could meaningfully be compared by both managers and
subsequently analysed. We therefore skipped the repertory grid technique in this
case study. Each round of interviews thus resulted in two series of cognitive
maps for each manager. We analysed these to compose ‘their’ images of the
company’s development and the diversification project in question. We
complemented our interviews with the observations that we gathered on the
several occasions we met Phil Hackett to speak, on his invitation, about the
company’s situation in general.

Comparison of the cognitive maps construed on the basis of the first round of
interviews reveals that there are some important differences between the two
managers. Table 7-1 shows that they differ greatly in their conceptualisations of
the portfolio and the new business. Moreover, Phil Hackett is more deeply
involved with the organisational development of the company, including the
diversification project (see the outlined areas). Burt, on the other hand, is chiefly
occupied with purchasing and selling Pro-products, both physically and
mentally. The difference in attention both managers pay to the diversification
project seems to reflect the (still) strongly prevailing distinction between the two
companies that merged into Beltics. Both managers agree, however, that the
diversification project will increase the turnover and profitability of Tri-products
in the first place.
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(Re)conceptualisation of the portfolio1

Both Phil and Burt were aware that things would radically change within the
industry in the coming years. However, both the scope of their view and the
nature of the changes to come differed greatly. Together with clear differences
between them with respect to the best way of working in this industry (to which
we will come when discussing the company’s dominant logic), this leads to
fundamentally different conceptualisations of Beltics’ business by both
managers. Phil Hackett argues that Beltics’ business will become part of a larger
flow of waste in the near future. Burt Peterson, on the other hand, conceptualises
the company’s business predominantly as a trading company, which is in line
                                                
1 Given that Beltics lacks a true portfolio of businesses, (re)conceptualisation of the existing

business (or, alternatively, its two businesses) would be a better designation of this
section.

Knowledge area General manager Commercial manager

(Re)conceptualisation
of the portfolio

Beltics’ business is part of
a larger flow of waste and
should reorient its
activities accordingly

Beltics is basically a trading
company and should secure
its continuity by pursuing
growth in trading volumes

Conceptualisation of
the new business

‘Waste-processing
business’ that will turn
Beltics into a company
managing flows of waste

Outlet for unsaleable
products that may
strengthen Beltics trading
position and increase
profitability in the future

(Development of)
dominant logic

Management of sales-
oriented company (versus
ordinary ‘trading’
company)

Trading with emphasis on
earning money

Design value chain ---------

Development of
business skills

Only some rough ideas
based on exploratory
meetings with suppliers
and producer ---------

  N.B. outlined areas indicate focus of attention

Table 7-1
Managers’ images of their diversification project

during first round of interviews
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with the dominant perspective in the industry. Both managers’ conceptualisations
are rooted in their personal concerns and their experiences with Tri-products and
Pro-products respectively.

Phil is greatly concerned about the current image of the industry, which he
describes as ‘somewhat louche to most people’. To him Beltics has to
distinguish itself from the many small traders in the industry that
opportunistically buy any small batch of products they can get hold of, paying it
with the cash they have at hand and transporting it on their ‘old small trucks to
their messy premises’. As shown in Figure 7-2, which depicts his goal structure
from the Decision Explorer map, he wants to ‘grow out of the atmosphere of
taboo’. His children should not see him as somebody ‘who pulls at products in
an old barn’ but instead as a manager that runs a well-organised company. Phil
characterises the current way of working in the industry as ‘old fashioned’ and
‘set in habits’ (which he illustrates with many lively anecdotes) and states that
the trading business is still in its infancy. He expects the number of small traders
to decline dramatically in the coming years. To guarantee continuity he argues
that Beltics should develop into a ‘professionally managed organisation’ (which
emerged as one of the clusters in his Decision Explorer map; see Table 7-2). To
him this is crucial given the structural changes in the industry that he foresees:

‘If you look at the recent developments in environmental legislation, if you
closely examine these, then you will notice that the product, I am only talking
about [Tri-products] now, will become subordinate to a larger flow of waste.

34 be own boss

51 garantuee
cointuity

59 enlarge exterise
... throw specialism

overboard

106 grow out of
athmosphere of taboo

with company ... be
like any small

trader

107 dad is not
somebody who pulls

at products in an
old barn ... shady,

small trader

143 sensible growth
... 'haste trips

over its own heels'

Figure 7-2
General manager’s goal structure from cognitive map

construed with Decision Explorer (collapsed map) – Round I
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There is a flow of waste, of which a part is pretty good, and can be used again
and which we thus can sell. But as of the rest that is the true problem, if you can’t
get rid of that at minimal costs, you will face a loss altogether.’

His observation is strongly rooted in his experience with Tri-products as waste is
a much larger problem for Tri-products than it is for Pro-products. Half of Tri-
products can not be used again and has to be destroyed, compared with only a
small part of the Pro-products. The latter are much more expensive and largely
selected and bought on the basis of quality. Due to new, cheap Tri-products
entering the market from the Far East, he only expects the problem of waste to
grow in the future. Moreover, producers of both Tri-products and Pro-products
will have a legal obligation in the near future to ensure the proper destruction of
unusable products. Beltics should therefore develop into a full, specialised
partner of the large(r) producers of Tri- en Pro-products and comply with the
rules and legislation formulated by regional and national governments. During
our empirical research Phil spent most of his time improving the internal
organisation of the company, particularly focusing on the sales and financial
administration and logistics, to prepare Beltics for this.

Although the commercial manager Burt Peterson subscribes to Phil’s viewpoint
on the growing importance of waste, he does not share the full implications of it.
To him, Beltics can only survive (and secure the employment of both its
employees and its owners) by increasing its trading volume and, by doing so, its
profitability (see his goal structure in Figure 7-3). Beltics should at least attempt
to pass the ‘magical threshold of 25 employees’ which he associates rather

32 securing
continuity of

company

48 strong(er)
company

56 securing
employment for

personnel

84 owners can live
from it

85 growth
123 increase
profitability

Figure 7-3
Commercial manager’s goal structure from cognitive map

construed with Decision Explorer (collapsed map) – Round I
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intuitively with several economies of scale. Burt’s position contrasts with Phil
who argues for ‘sensible growth’ as otherwise ‘haste may trip over its own
heels’. Note that Burt’s strong focus on trading is also apparent from his
frequent use of this word (see Table 7-3). He builds his argument for the growth
of trading volumes on three structural changes that he notices in the industry.
Although his observations are fully rooted in his extensive experience with Pro-
products they correspond partially to those of Phil. Figure 7-4 depicts the
relevant part of his cognitive map we construed using Decision Explorer.

Firstly, like Phil, Burt expects the number of traders in the industry to
decrease dramatically in the near future: of the 45 traders he predicts that only
six or seven will survive. Producers of Pro-products will not close contracts with
these small traders to take care of the flow of used products, which they will be
legally obliged to do. Moreover, most trading companies are one-man
businesses having owners well on in age that do not have any successors to take

6 passing magical
threshold of 25

employees

10 securing
continuity of

company

12 supply from
stocks

13 small(er) traders
liquidate their

business

14 larger companies
grow bigger

15 six, seven large
companies survive

... fragmented
industry

16 small traders get
on in years ...

younger generation
takes over

17 large producers
close contracts with
larger companies for

rcycling products
... no changes in

industry

18 need to invest
... do not pursue

growth

19 take over trade
of smaller traders

20 build up
relationship with
smaller traders

21 structural
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products declines
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Eastern-Europe ...
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products
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Beltics declines
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flows
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new products from

Far East

-

Figure 7-4
The commercial manager’s view on structural developments

within the industry – Round I
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over the business. Secondly, due to growing competition users of Pro-products
face from Eastern-European companies, the flow of used products will decrease
strongly as Western-European companies will renew their products less
frequently. Thirdly, a growing supply of cheap products from the Far East will
decrease trading volumes even more. These products make used, repaired
products less attractive to users while their lesser quality will decrease the
portion of used products suitable for repair and second-use (thus adding to the
flow of waste).

 Given these changes, Burt argues that Beltics should strengthen its
purchasing by enlarging the number of people that visit small traders to inspect
the products they offer; Burt is now the only one to do so. During our research,
Beltics set up an internal training programme and hired three new employees for
this purpose. Increasing the frequency of visits helps Beltics in building up a
stronger relationship with small traders which will enlarge their chances for
taking over the traders’ businesses the moment they stop their business. A closer
inspection of the products offered will also decrease the percentage of
unsaleable products. Finally, Burt pleads for keeping ample stocks in order to be
able to meet customers (unpredictable) demands at all times. As we will see
when discussing the area of dominant logic, this contrasts sharply with the
general manager’s viewpoint.

Conceptualisation of the new business

The distinct conceptualisations of Beltics’ business by Phil and Burt extend to
their conceptualisations of the new business. While to Burt the new business
will strengthen Beltics’ position as a main trader and increase its profitability,
Phil conceptualises it as a ‘waste-processing business’ that will turn Beltics into
an important company for managing flows of wasted Tri- and Pro-products. Phil
argues that both viewpoints are ‘precisely opposite’:

‘Instead of selling used [Tri-products] and taking care of the unusable ones, when
the product becomes subordinate to the flows of waste, you’ve basically got a
flow of wasted Tri-product that may contain some good ones that you pull out of
the flow as you can sell them. The entire flow of waste will strongly grow in
importance, it is such a pure flow of waste that you need to control the entire flow
of it. You may be able to sell a Tri-product as a Tri-product, but priorities have
shifted fundamentally.’

This quotation also vividly illustrates that Phil’s conceptualisation of Beltics’
business as a whole extends into his conceptualisation of Beltics’ new business
which he is currently considering. To him it is clear that for Beltics to survive in
the long term, they have to find a good way of dealing effectively with the flow
of waste that automatically comes from trading in Tri-products and, albeit to a
lesser extent, Pro-products. He argues that given the one or two (‘poor’) outlets
available at the moment, Beltics has to seriously consider carrying out the
processing of unsaleable products itself. Moreover, given the capacity of the
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average chipping machine, he thinks that the Dutch market only offers room for
two or three such machines. He wants Beltics to have one of these as it will give
the company a huge advantage in closing contracts with producers of the
products for ‘managing the flow of waste’. He is convinced that if Beltics
succeeds in starting up a ‘waste-processing business’ it will turn Beltics into an
important player in the industry of management of flows of waste.

As we already mentioned, Burt is much less involved in setting up the new
business. The differences between their conceptualisations of Beltics’ business
suggests that differences in attention and involvement go deeper than merely a
‘matter of division of tasks’ as Burt at one occasion states. As said, waste is
more of a problem for Tri-products than it is for Pro-products in which Burt
alone trades. To Burt ‘a solution to the problem of waste products will come in
time as a matter of course’ when the problem grows. He construes the problem
mainly as a financial one denoting unsaleable products as ‘products with a
negative selling value’. As he puts it uncomplicatedly:

‘At some point it is over with a [Pro-product]. The repair industry has lost any
interest in it; they cannot do anything with it anymore in any way. Then we’ve
got a problem, well a problem . . . the problem is only a financial one: we have to
get rid of it and that costs money. No trader, nobody in the industry will pay you
for it. The big problem is the costs that are involved with it. The same applies for
us too; unusable products don’t yield any money. It mainly comes down to the
costs of processing the waste that comes with it, you’ve just got to put up with it.’

He has mixed views on the possibilities he sees for the new business. On the one
hand, he sees several good possibilities for selling chipped products in the
longer term ‘given the introduction of new technologies’. He also points to the
financial benefits a main competitor of Beltics realises by chipping unsaleable
products themselves:

‘Consider Frupak, they’ve got an outlet for processing the products they can’t
sell. We always have to search for outlets and pay for it, which increase the prices
of products we can sell. Frupak lets people pay for getting rid of unusable
products. That is a nice perspective they’ve got.’

On the other hand, however, he points to the ‘mountains of chipped products’ at
the sites of processing companies ‘awaiting further processing’ as ‘there is only
so much you can do with it now’. For him, the new business’ potential mainly
lies somewhere in the future, not in the present as it does for Phil.

Dominant logic

Recall from Chapter 5 that according to Prahalad and Bettis (1986) a general
dominant management logic encloses the way managers make critical allocation
decisions across the business activities in their portfolio. It largely represents
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process knowledge on how a diverse set of businesses is managed. Beltics’ only
trades two distinct product categories and as such the allocation of decisions
across business activities is limited. In this case the company’s ‘dominant logic’
corresponds closely to the company’s ‘way of working’ (to which the general
manager regularly referred). Keeping this in mind, the company’s dominant
logic played a central role in the present case.

In part, the financial malversation by Phil and Burt’s former partner Bill Larding
is a vivid example of the way of working that has been dominating the industry
for years and is still largely prevailing today, especially among smaller traders.
The large payments made in cash to small traders and the looseness of oral
contracts based on personal contacts create ideal circumstances for someone
who wants to perpetrate fraud. It is clear that Bill Larding’s financial
malversation has made an indelible impression on Phil Hackett and has strongly
influenced his thinking. This is, for example, evident from the clusters that
emerged in the Decision Explorer maps (see Table 7-2, which also shows the
links to constructs ratios for the two maps): one of the emergent clusters
(‘mismanagement’) exclusively deals with the incident, while several others are
directly linked to it (‘history’, ‘merger’, and ‘professional management’). Also,
the domain and centrality scores indicate that many of the most ‘busy’
constructs are closely connected to it (see Table 7-3).

The financial malversation has contributed to the strong emphasis Beltics’
general manager now puts on ‘professional management’. The ‘new way of
working’ he has in mind and is working on contrasts sharply with the
opportunistic way of trading – well characterised by the adage ‘you can’t sell

General manager Commercial manager

History Developments trade

Collecting Tri-products Decrease trade

Mismanagement Old way of working

Merger Background merger

Extension Turn-around and company policy

Professional management Trade

L/C = 174/134 = 1,30 L/C = 260/200 = 1,30
* L/C = number of links among constructs divided by number of constructs

Table 7-2
Emergent clusters in Decision Explorer maps – Round I
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what you haven’t got’ – most traders adhere to. Phil refers to the way most
traders run their business as ‘the old way of management’ immediately adding to
it ‘although it is very doubtful whether these people know what the word
‘management’ means’.   He argues that Burt’s viewpoints still largely reflect the
old way of working. Burt, on the other hand, is also aware that things have to
change – in fact, one of the emergent clusters in his Decision Explorer maps
deals with it (see Table 7-2) – but he does not want to go as far in his
conclusions as Phil:

General manager Commercial manager
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*

•  guaranteeing continuity (11)
•  turn-around (9)
•  good management . . . don’t come

along with growth (9)
•  sensible growth . . . ‘haste trips

over its own heels’ (9)
•  mismanagement (by former

partner)(8)
•  frequent management meetings

. . . everybody works separately
(5)

•  securing continuity of company (17)
•  increase profitability (14)
•  increase sales (10)
•  managing . . . trade (8)
•  decrease of usable products (8)
•  sell products to repair industry (7)
•  looking ahead . . . don’t consider the

future (6)
•  purchase from small(er) traders
      . . . purchase directly from users (6)

  
  

  
  

Ce
nt
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es

**

•  guaranteeing continuity (33/65)
•  sensible growth . . . haste trips

over its own heels (30/64)
•  turn-around (26/54)
•  mismanagement (by former

partner)(24/48)
•  good management . . . don’t come

along with growth (21/40)
•  choosing other way of working

. . . ‘street trading’ (19/42)
•  troublesome integration process

(19/42)

•  increase profitability (45/91)
•  securing continuity of company

(43/86)
•  increase sales (37/78)
•  decrease of trade Beltics (37/87)
•  investing (34/80)
•  strengthen purchasing . . . only think

about sales (31/77)
•  looking ahead . . . don’t consider the

future (28/63)
•  supply from stocks (27/62)

*    number indicates total number of constructs to which the concept is directly linked
**  numbers indicate centrality score resp. total number of constructs traversed; the

more indirect the link the lower its weight (1, 0.5, 0.33, etc. up to 7 levels)

Table 7-3
Domain and centrality scores of Decision Explorer maps – Round I
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 ‘Ok, I have grown up in this line of business of course, just trading. I had Bill as
an example while Phil has always done it differently, not that much, but still
somewhat different. He traded and managed; we have always merely traded. [. . .]
So, for me the reversal towards managing is going much slower than Phil
probably would like. I simply enjoy certain things too much, things that do not
correspond with the new style of management. Well, you can count me out for
that, and he knows it.’

The differences in Phil and Burt’s viewpoints are clearly revealed by their use of
language. Figure 7-5 shows the (most) salient nouns whose frequency of usage
differs most remarkably between the two managers. Burt is mostly talking about
the products Beltics trades in (mainly Pro-products), the trading itself, and how
to earn money with it. Phil’s most notable words, on the other hand, include
references to management, competition, organisation, and the bank. Their use of
language reveals that Burt is mainly speaking about doing business whereas Phil
is mainly talking about organising it properly. Behind these viewpoints are
hidden two distinct dominant logics. Before going into these, note that Burt
frequently uses an alternative name for Beltics’ products, which Phil never uses
at all. To our impression, this reflects differences in use of language between the
two main market sectors rather than purely personal preferences. According to
Burt the alternative name for the product is more appropriate when the products
are traded and not used for what they are designed.
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Both Figure 7-5 and our results of the KWIC-analyses of the commercial
manager’s most salient words reveal that in talking about products and trade, he
is strongly oriented towards earning money with it. He refers nearly four times
as often to money or money-related words (e.g., prices, costs, profit) as Phil
does: .73% versus .19% (of total word usage). By way of illustration, the latter
only speaks about ‘prices’ and ‘profit’ in one instance. A closer look at the
contexts in which Burt uses ‘trade’ also indicate his strong financial orientation.
As shown in Figure 7-6, in nearly a third of the instances he talks explicitly
about the money that can be earned with it. Used in other contexts, he strongly
links it to Beltics’ profitability or the company’s potential for increasing it by
enlarging its share in traded volumes (notably ‘trade’/‘trading’ as a business
activity, the withdrawal of small traders, and the traders’ market power). The
KWIC-analyses of other salient terms lead to the same conclusion. For example,
when talking about ‘unsaleable products’ he mainly points to the cost
advantages that would result from processing these products themselves. Burt
argues that this would enable them to buy products from small traders at more
favourable prices. This reflects his nearly exclusive financial orientation towards
the diversification project that we noted in the preceding subsection.

While Burt is quite happy with Beltics’ present way of doing business, Phil is
extremely anxious to change it. Time and time again he keeps hammering away
at the need for Beltics to exchange ‘trading’ for ‘management’. To Phil both are
diametrically opposed to each other. As shown in Figure 7-7, ‘management’
largely derives its meaning from being the opposite of Bill Larding’s
‘mismanagement’ and the current emphasis within the industry on ‘trading’.
Consider for example the following quote:

‘Good management is essential, to a trader too of course, but I think that it is
crucial in developing policies. A trader does not develop any policies; a trader is

As a business 
activity

21%

Earning money
29%

Traders as a 
group
14%

General/other
7%

Marketpower 
traders

6%

Versus 
management

10%

Withdrawal  of 
small traders

13%

Figure 7-6
Contexts of ‘trade’ as used by the commercial manager – Round I
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just trying to sell what he has collected today. He may even be thinking about
tomorrow, but that’s where it stops.’

During the first round of interviews, Phil’s urge to change the ‘old way of
working’ seems to be stronger than the elaborateness of his ideas on the ‘new
way of working’. Next to the link with policies, he strongly associates
management with ‘being structured’, ‘professional’, and ‘doing things in a
thoughtful and controlled way’. The modification of the organisational structure
he carries through and the introduction of a bi-weekly management meeting are
but a few examples of this. To him the core of the new way of working is the
movement from an organisation that is strongly focused on purchasing towards
one that is more sales-oriented:

‘We are pretty busy with improving the marketing of our sales at the moment
because we want to develop into a sales-oriented company. To date, up to today,
it’s oriented towards purchasing . . . a purchase-oriented organisation. Purchasing
is playing a dominant role here. Everybody tells me, ‘oh yes, we know how the
market is functioning’, but nobody really knows. There has never been any
research done into it.’

It is a true thorn in Phil’s flesh that Beltics’ stocks keep on growing, thereby
attaching a large part of the company’s scarce financial resources, without
knowing when the products bought will be sold again. In his eyes, purchasing
should be closely linked to sales and only those products should be bought that
are asked for by customers. To come to grips with the company’s growing
stocks and improve the inventory system, Phil and Burt followed Dennis Laver’s
advice and hired a logistics manager. They also engaged a graduate in business
administration to thoroughly analyse the industry and work on the company’s
marketing strategy. Meanwhile Phil focused on improving the sales and
financial administration himself.

The circumstances were thus created to develop the company’s new
dominant logic, the contours of which were sketched by Beltics’ general
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Figure 7-7
Contexts of ‘management’ as used by the general manager – Round I
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manager. During the coming year Phil would spend most his time in developing
it further while streamlining the (administrative) organisation. During our first
round of interviews, the diversification project did not seem to play any role in
these activities.

Design value chain and development of new business skills

As we have previously noted several times, Phil Hackett is the only one working
on Beltics’ diversification project at the moment. When we asked Burt about the
project he replied frankly ‘Phil can tell you more about it. He is working on that,
I know something but not enough to say anything meaningful about it’ and then
referred to the division of tasks within the company. When we discussed the
conceptualisation of the new business, we argued that this might be but one
reason for his minor engagement. Whatever the reason, Burt was not working on
the project in any way. While he waits and ‘will see what comes out of it’, he
trusts that Phil will inform him whenever necessary. His involvement would not
change during the time of our empirical research.

We have just seen that Phil Hackett’s conceptualisations of the portfolio and the
new business are well thought out. On the whole he knows what he wants to do
and he knows why he has to do it. However, at this moment he does not know
how he has to start-up the new business. Up till now he has not paid much
attention to this question as building up the company’s internal organisation and
financial position claimed nearly all his time and attention. The turn around that
sprang from Bill Larding’s financial malversation and the losses that resulted
from it has most certainly deteriorated the company’s financial situation. Of
greater importance, however, it made him aware that he first had to build on the
organisation before considering any extension at all.

As a result of this awareness, Phil’s knowledge about the content of the new
business was limited at this stage. Apart from an exploratory meeting with two
specialised suppliers of chemical chipping processes, one or two meetings with a
major producer to discuss the implications of recent environmental legislation,
and some thoughts about the practical implications of starting up the new
business, he had not put much time and effort into the details. He knew there
were a few alternative technologies available (two based on chemical processes,
one on a mechanical process) in the market and he was roughly aware of the
investments that were required. In addition, he had given the necessary
accommodation some thoughts. All in all, the design of the value chain and the
development of new business skills were in its early stages.

Summary of the first round

Overlooking our description of the cognitive maps construed on the basis of the
first round of interviews with the two owner-managers of Beltics three
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observations stand out. Table 7-1, with which we started our discussion,
summarises several of the differences between both managers. Firstly, both
managers hold a different conceptualisation of the company’s business. Burt
Peterson, the commercial manager, sees the company basically as a trading
company; his conceptualisation fits closely in with the way of thinking that has
dominated his former company, Procom, as well as the industry for years. Phil
Hackett is challenging this way of thinking and, on the basis of several structural
changes he observes, construes it as a ‘waste-processing business’. Their
different conceptualisations of Beltics’ business extend to differences in the
conceptualisation of the (possible) new business and the preferred way of
working, i.e. the dominant logic. It is interesting to note that, similar to the
group manager in Colifox, Burt is standing in the middle of the company’s
business and also nearly personifies Beltics current dominant logic.

Our second observation also appears to be related to differences in
conceptualisations and preferred dominant logic: while Phil is most deeply
involved with the project, Burt clearly plays last and awaits its results. As noted,
this is probably also related to earlier experiences: processing usaleable products
is currently more a problem for Tri-products, with which Phil has most
experience, than for Pro-products which Burt has been solely trading in for the
past years.

Finally, with the project being in its first stages, Phil has hardly put any
effort and time into working out the new business’ value chain nor has he
engaged himself in developing any required business skills. At the moment, he
only has some very rough ideas about starting up the operational side of the
business. Up till now he has mainly been working on what has to become
Beltics’ new dominant logic (see outlined area in Table 7-1). In line with this, he
has spent most of his attention in building up Beltics’ internal organisation,
which required extra attention due to the financial malversation by their former
partner Bill Larding. On the other hand, however, this incident seems to have
strengthened Phil’s anxiousness to change Beltics current way of working.

Composing the managers’ images – Round II

The second round of interviews took place approximately a year and a half after
ending the first round. In between both rounds we met with Phil Hackett on his
invitation to talk about Beltics’ situation, in particular Beltics’ financial position
and its administrative organisation. We also attended a second exploratory
meeting Phil had with two specialised suppliers of chipping machines. These
encounters gave us an extra opportunity to follow the progress of the
diversification project. During the year it became clear to us that Phil was the
only one working on the diversification project. Incidentally he was assisted by
Dennis Laver, who had also helped him with the turn around but overall his role
was small. Burt Peterson was fully engaged in buying and selling Pro-products
and left the project fully to Phil. As it turned out, our interviews with the latter
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focused on recent developments in the market for Pro-products, which had
collapsed in the past year. Both Phil and Burt spoke about it in terms of a real
market crisis. It also hit Beltics’ turnover and severely weakened its financial
position (further). To resolve the harsh financial position and following Phil’s
policy of linking purchasing and sales more closely, Phil and Burt decided to cut
back the purchasing of Pro-products quite drastically.

Burt stated that he could only guess about the reasons for the current strong
decline in the supply of Pro-products. He then summarised several explanations
that ‘went right round the market’. Figure 7-8 shows the relevant part of his
Decision Explorer map that dealt with these explanations. Note that during the
first round of interviews, he had marked most of these explanations as factors

7 supply of used
Pro-product decreases

8 cheap products of
lesser quality from Far
East sold on the market
... only top brands with
high quality sold on the

market

9 users of Pro-products
face increasing

competition from
Eastern-Europe ...

turnover of West-European
users grows

10 stocks of traders in
Pro-products increase

11 demand of repair
companies decreases

12 quality of used
products products
available to repair
industry decreases

13 demand for repaired
products decreases

14 contracts producers
with users ... users buy

products themselves

15 mentality of 'buy
whatever you can get hold

of' ... buy sensible

16 prices of used
products stay high

17 margin Beltics
decreases ...

profitability increases

18 repair companies have
a hard time

20 producers sell (part
of) used products of high

quality to repair
industry

21 used products with
lesser quality come free
to the market ... every

used product comes on the
market

Figure 7-8
The commercial manager’s view on the collapse of the market

for Pro-products (collapsed map) – Round II
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changing the market for used Pro-products structurally (i.e. the contracts of
producers with users of Pro-products, the competition these users increasingly
face from Easter-European competitors, and cheap products of lesser quality
from the Far East for sale on the market). For the future Burt expects things to
change for the better as ‘the products bought during the last year have to enter
the market once, replacement can’t be postponed forever’. He even sees some
opportunities in the lower availability of used Pro-products with a higher quality
as ‘we earn most money on products with lesser quality.’

Interestingly, Burt now also considers the ‘old way of working’ as
contributing to the difficult position most traders face. He argued that most
traders ‘buy whatever they can get hold of’, which keeps prices artificially high
while repair companies, facing decreasing demand, only want to buy products at
lower prices. As a consequence, the stocks of most traders have grown
tremendously during the past year. Given these developments Beltics’ situation
could have been a great deal worse if its financial position had not forced them
to decrease purchased quantities. By intensifying their sales efforts they even
managed to the lower stocks of Pro-products.

In this context of severe problems in the market for Pro-products and the weak
financial position of the company the second round of interviews took place. In
the following we summarise the results (of our analysis) of the cognitive maps
we composed on the basis of the interviews held with Phil Hackett. As indicated
above, Burt was not engaged in the diversification project at all; he fully focused
on the problems in the market for Pro-products. Similar to the preceding chapter,
we will highlight (important) differences from our findings in the first round.
The next section reviews the learning that has taken place during the course of
the diversification project.

(Re)conceptualisation of the portfolio

The problems Beltics faced took most of the general manager’s time and
attention in the past year and a half. To the question of describing what had
happened since the first round of interviews, he started with these issues and
only started to talk about the diversification project at the end of the first
interview. The content analysis of his interviews showed that he much more
frequently referred to market, sales, sales goals, current problems, purchasing,
and price lists of Pro-products than in his interviews during the first round (see
Figure 7-10). His strong focus on Beltics’ current problems can also be deduced
from his Decision Explorer map. The most extensive clusters that emerged when
construing and discussing his Decision Explorer map dealt with declining
turnover, recent developments in the market for Pro-products and Beltics’
current problems of liquidity (see Table 7-4). Moreover, as can be seen in Table
7-5, the most central constructs in his Decision Explorer maps are directly
related to Beltics’ current troublesome situation and ways of resolving it.
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Raising turnover and improving performance in Pro-products turn out to be
important goals for him in the short term. Several other central constructs are
related with more structural ways to resolve Beltics’ situation in the longer term.
Some notable examples include ‘teaching people how to handle the new
purchasing and sales policy’ and ‘establishing long lasting relationships with
traders, repair companies and producers’. These long-term resolutions are
closely related to the new dominant logic Phil has been working on since the
(first) turn around.

As can be concluded from Figure 7-9, which depicts Phil Hackett’s
‘extended goal structure’, the short-term goals Phil pursues are firmly embedded
in what he considers as important long-term resolutions and considerations. This
figure also shows that, despite the host of problems Phil had to cope with, he did
not change his main lines of thinking about the future course of Beltics. On the
contrary, especially the collapse of the market for Pro-products confirmed his
view that Beltics had to radically reorient its activities and adapt to important
structural changes in the industry. Before going into these, note that we ended
up with a set of strongly interrelated goals instead of a small, concise goal
structure as during the first round (see Figure 7-2). This can be considered as an
indication of the deepening of the general manager’s thinking. On the basis of
this we may conclude that Phil’s cognitive complexity has grown.

Figure 7-9 shows that Beltics’ general manager ultimately aims at establishing
long-term relationships with producers, small(er) traders and repair companies.
To reach this end, he basically finds three issues of the highest importance.
Firstly, in particular for Pro-products, Beltics has to switch from ‘the old way of
working’ towards a ‘professional’ purchasing policy that is closely linked to

General manager

Recent developments

Turnover

Contacts with traders and customers

Problems of liquidity

Diversification project

L/C = 147/102 = 1,46

* L/C = number of links among constructs divided by number of constructs

Table 7-4
Emergent clusters in Decision Explorer map – Round II
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sales. In his eyes, Beltics should attempt to purchase products which are
currently (or in the near future) in great demand by its customers, i.e. repair
companies and other traders all over the world. He argues for ‘buying
selectively’ instead of ‘whatever you get hold on, as we did in the past’. By way
of illustration, consider one of his arguments:

‘. . . the fact that we have such a large stock of unsaleable Pro-products, worth [x]
million, well it is not truly unsaleable but it is at least less marketable, if it was
not we would have already sold it. The fact that it is lying there means that we
haven’t been buying the right products.’

On the one side, given the unpredictability of the market for Pro-products, close
relationships with customers are necessary to know their demand in detail and
instantaneously. On the other side, close contacts with small(er) traders from
whom Beltics buys products, enables the purchasing of the ‘right’ products.

General manager

D
om

ai
n 

sc
or

es
* •  raise turnover . . . decreasing turnover (19)

•  score better in the market for Pro-products . . . acknowledge that it does
not work (10)

•  structural decline in market for Pro-products (9)
•  long-lasting relationships with traders and repair companies (7)
•  liquidity problems: ‘stock is our liquidity’ (6)

Ce
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y 
sc

or
es

**

•  raise turnover . . . decreasing turnover (39/69)
•  objectives in Pro-products not realised (30/65)
•  structural decline in market for Pro-products (28/60)
•  score better in the market for Pro-products . . . acknowledge that it does

not work (28/53)
•  co-operate closely with producers . . . focus on trader in ‘leftovers’ (26/59)
•  teaching people how to handle purchasing and sales policy (23/51)
•  ‘terrier mentality’ . . . salesman in sales too cautious (22/52)
•  go round in same circles . . . handle sales creatively (22/48)

*    number indicates total number of constructs to which the concept is directly linked
**  numbers indicate centrality score resp. total number of constructs traversed; the

more indirect the link the lower its weight (1, 0.5, 0.33, etc. up to 7 levels)

Table 7-5
Domain and centrality scores of Decision Explorer map – Round II
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Note that one of the emergent clusters in his Decision Explorer maps deals with
this issue (i.e. ‘contacts with traders and customers’). In addition, given the
difficulties in the market Phil and Burt have recently decided to contact a group
of large users for collecting Pro-products directly from them, thus going round
the smaller traders.

Secondly, to come to the attention of large (professional) producers Phil
argues that a professional way of working on an equivalent level does not
suffice. He expects that producers only want to close contracts with the largest
traders. For this purpose Beltics should increase its turnover. A balanced
financial position, which Beltics currently lacks, is a prerequisite for this in the
short term. An improved financial position will also enable them to buy the
products they want at any time.

Finally, and this brings us to Beltics’ diversification project, Beltics should
be able to process the products that are unsaleable and not attractive to their
customers itself. This will (at least) save them on the fees they now have to pay
to specialised processors and thus lower overall costs. On the one side, lower
costs will enable them to pay higher prices to small(er) traders thus contributing
to long-term relationships with small(er) traders and increasing chances to
acquire the ‘right’ products. On the other side, lower costs enable them to sell
their products at lower prices to repair companies and other customers.

15 switch over to good
purchasing policy: "buy

selectively" ...
"purchasing steers

purchasing"

17 everybody knows
inevitability to buy

selectively

18 raise turnover ...
decreasing turnover

19 complete offering is
strong sales argument ...

trade only

39 score better in the
market for Pro-products
... acknowledge that it

does not work

79 long-lasting
relationships with

traders and
repair-companies

83 professional policy on
equivalent level required

87 improve efficiency an
lower costs

92 cooperate closely with
producers ... focus on
trade in "leftovers"

98 Beltics chips products
itself ... get rid of

waste

99 save costs ... pay fee
for waste

100 increase (required)
profitability

101 bring financial
position in balance

102 optimise stocks ...
large stocks

103 all processing under
one roof

Figure 7-9
The general manager’s ‘extended goal structure’

(collapsed map) – Round II
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(Re)conceptualisation of the new business

Mainly due to the time and effort required to keep business going and improve
the poor financial situation, the progress of the diversification project has been
small since we conducted the first round of interviews. As indicated above, Phil
did continue his explorations of the possibilities by talking to specialised
suppliers and monitoring new national and international legislation. All in all,
however, the project was simmering. To take the project a step further he then
decided in consultation with Dennis Laver to hire a student for investigating the
possibilities of the project in detail. After his retirement Dennis was part-time
supervising students at a university.

The student hired, Roger Bennis, took on the job enthusiastically as part of his
doctoral thesis requirements and worked on the project for half a year. He
investigated several alternatives and calculated their costs and potential savings.
For this purpose he visited several specialised suppliers and current users of
chipping machines. In addition he studied the market opportunities for chipped
products. Two of the conclusions in his thesis are noteworthy. Firstly, he
concluded that a mechanical process would be much more profitable than the
chemical processes Phil had been considering up till then. The latter break down
the products into smaller parts but are much more expensive than mechanical
processes. Moreover, the smallest process available by far exceeded Beltics
current flow of waste. The mechanical installation Dennis had examined was
considerably cheaper than any of the chemical processes in the market and could
be profitably operated from the start. It allowed for a small start as additional
capacity could be easily added to it later. By chipping products Beltics could
save on the costs for transporting unusable products to companies that would
further process the chipped products. As an additional advantage, the specialised
producer of the preferred mechanical installation was based in the Netherlands.

Secondly, he identified a new outlet for the chipped products. Several power
stations in Germany considered chipped products as an excellent, energy-rich
fuel to burn in their ovens. Law allowed them to burn a fair percentage of this
kind of product. Use in power stations guaranteed a continuing demand opposite
to several specialised companies who used the chipped products to produce new
products. Referring to these products Burt remarked during the first round of
interviews: ‘you can’t fill up the Netherlands with these products, at one point
we will have enough of it while the huge flow of waste will still be there’. As
the fee Beltics had to pay to the German power stations was considerably below
the fee they were now paying to specialised companies, they started to deliver
used (unchipped) products to these stations. Chipping the products would lower
transportation costs substantially, as Roger had calculated, and would thus lower
the costs of waste further.

The findings of Roger Bennis’ research project confirmed Phil Hackett’s view
that he was on the right track with his ideas about the diversification project. As
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indicated above when discussing his extended goal structure, he is convinced
that chipping products itself, instead of leaving it to others, will strongly
contribute to improving Beltics position vis-à-vis producers, repair companies
and suppliers. Moreover, he expects the costs of waste to increase, as regulations
would be increasingly tightened in the future. Consider, for example, the
following part of his argumentation:

‘There is a strong tendency worldwide, in Europe too, that waste has to be
processed inside national borders. Well that has already been put forward many
years ago. At that time people were arguing for closing national borders before
the year 2000. Well I have to admit that we have gone a long way towards that,
especially for [fully unusable products]. You simply have to clean up your own
mess. Well in that context, it is absolutely of the utmost importance that you can
do something with the products yourself. If we can find an opportunity to chip the
[product], to make it smaller, that would help us enormously, offer us a huge cost
saving, because the costs will naturally only grow in the future.’

This quote also illustrates excellently that Phil now considers the diversification
project as inevitable to Beltics’ future performance whereas he considered it
more as a great opportunity to Beltics one and a half years ago. He is fully aware
that the only way to increase the profitability of Tri-products is lowering the
costs of waste. Moreover, he now even sees possibilities in the longer term for
processing Pro-products if they succeed in collecting used products directly
from large users. All in all, compared with the first round, Phil Hackett’s
conceptualisation of the new business is now more deeply embedded in his
thinking about (the future of) Beltics as a whole. His extended goal structure in
Figure 7-9 illustrates this well. Starting up the diversification project has become
a full element of the future strategy of Beltics he is working on. The new
business enables the offering of a complete range of products while lowering
costs. Roger Bennis’ main findings that the project is financially feasible and
excellent outlets are available urged him to pursue it further.

Dominant logic

When discussing the general manager’s conceptualisation of Beltics’ business,
we noted that the long-term resolutions he has in mind closely fit in with the
new dominant logic that he sketched during the first round. The problems
Beltics’ management faced in the past year has confirmed his opinion that
Beltics should move away from the dominant way of thinking in the industry
towards ‘a professionally managed and well organised, sales-oriented company’.
During the year Beltics’ new dominant logic became increasingly clearer and
more complex and detailed. The new dominant logic grew incrementally,
partially because Phil only took small steps well aware that all employees were
used to the ‘old way of working’:
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‘If you are in the middle of a change process, like we are, you have to be
extremely careful. You can’t push things too much when you are in the middle of
things; you have to keep thinking, about the organisation, about the structure.
You have to concentrate on steering the process, guiding, that is management,
guiding.’

Curiously enough, he was immensely helped by the collapse of the market for
Pro-products ‘which made it clear to everybody that things had to change’.

Interpreting Phil’s actions, they seem to have basically two goals. On the one
hand, Phil aimed at changing the thinking and behaviour of Beltics’ employees
towards a more sales-oriented way of working. ‘We have to do it with the
people we’ve got’ he argued, ‘we can’t afford a sales manager costing two
hundred thousand guilders to turn us upside down’. He stressed the discipline to
hold on to agreed goals and pointed to the need for creativity and a more
‘assertive attitude’ towards customers ‘on occasion’ (more of a ‘terrier
mentality’ as he called it while taking Burt as an example). On the other hand,
many of his actions were aimed at getting instantaneously insight into stocks,
purchased quantities, sales and Beltics’ liquidity position. He installed planning
boards in Beltics’ office for recording purchased and sold products and
introduced monthly sales goals and budgets. Both actions urged Burt and the
sales employees ‘to look beyond next week’ and think about the money their
purchases involved. Phil also started to compose monthly lists of products their
customers currently asked for and which Beltics should try to purchase.
Moreover, during the year the logistics manager succeeded in getting an
overview of current stocks and developing a (computerised) system to keep it up
to date. Meanwhile, Phil worked on improving Beltics’ administrative
organisation to attain daily insight into Beltics’ financial position. Recently he
started to think about organising Beltics into business units and making one
person clearly responsible for its performance.

Phil’s strong focus on developing the new dominant logic is reflected in the
centrality of several related constructs in his Decision Explorer map (see Table
7-5) and in his use of language. Figure 7-10 shows the most remarkable
differences in his word usage between both rounds of interviews. What strikes
one most is the higher frequency of the products Beltics’ trades in and the words
‘market’, ‘sales’, ‘goal’, ‘problem’, ‘purchasing’, ‘costs’ and ‘price lists’ in the
second round of interviews. Apart from ‘market’, he hardly referred to these
words during the first round of interviews. Moreover, whereas he used ‘market’
a year and a half ago in a rather general way (e.g., ‘getting products on the
market’, ‘we have to find new markets’), he now largely refers to it in a more
specific way as the place where trade in (Pro-)products takes place. Whereas
Phil now uses several words much more frequently, others have nearly
disappeared, notably words like ‘organisation’, ‘competition’ and
‘management’. Finally note that, as Burt already did during the first round, Phil
now also uses the alternative name for Pro-products. As the alternative name is
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common in the market for Pro-products, this may indicate that his greater
involvement in Pro-products led to this adoption.

The change in word use indicates that over the year Phil has become
increasingly involved in the more practical side of Beltics’ business, i.e.
purchasing and selling. Recall that we concluded on the basis of the first round
that Phil was more talking about organising the business, while Burt mainly
spoke about doing business. When we also take the content of his Decision
Explorer maps into account, it seems as if during the first round of interviews
Phil was still figuring out how Beltics should work in general. He was at that
time more strongly occupied with thinking about the conceptualisation of
Beltics’ business and the broad outlines of a new dominant logic. Now that both
are more or less clear to him on the whole, he can focus on elaborating his ideas
by implementing the new dominant logic in the organisation, i.e. doing it.

Since the first round Burt Peterson is also more aware of the necessity to change
Beltics’ way of working, in particular given the financial problems they
currently face. He explicitly referred to the ‘old way of working’ several times
to characterise how he had always worked and to explain why some of their
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competitors had such large stocks at the moment. Nevertheless, to the question if
he believed in it there were still some doubts in his answer:

‘No, I personally don’t. I believe in the principle, well yes I believe in it. Well, I
am of course still used to purchasing whatever you can because in the end there is
always a buyer for it. A few weeks ago we sold several batches of products that
had been lying there for almost two or three years. We bought these for [x]
guilders and now managed to sell them for [x] marks. We sold another batch for
[x] guilders that we had bought for only [x] guilders. They may have been lying
there for three years but calculate the interest costs and you will see we earned
good money on it. It is a bit like reading tea-leaves what will be asked for, if we
could predict it we would now start buying at cheap prices what will be asked for
in two years time, then you will make a wonderful profit. But nobody is able to
tell me, that is the problem.’

To Burt the unpredictability of the market forces traders to buy what they can
get hold on as ‘a bit of speculation is part of the game’. In addition to the
examples in the quote above, he gave many more examples to illustrate what
they could earn in the future if they had the money to buy more freely.

Design value chain and development of new business skills

We concluded on the basis of the first round of interviews that Phil Hackett
knew what he wants to do with regard to the diversification project and why he
has to do it. As we have previously seen, the latter became even clearer to him;
he now considered starting up the new chipping business as inevitable for
Beltics’ future performance. At the time of the first round, he did not know yet
how he had to start up the new business. Roger Bennis’ research largely filled in
this gap. Roger’s findings indicated which chipping process would be most
profitable to Beltics (i.e. a specific mechanical process constructed by a Dutch
producer) and which outlets were available for disposal of the waste (i.e.
German power stations).

During the year Phil had thought out the accommodation required for
installing the chipping process. Adjacent to Beltics’ site a piece of land was up
for sale by the municipality on which he had recently taken an option. Phil had
an important argument for building the accommodation outside Beltics’
premises. He argues that Beltics’ troublesome financial situation forces him to
look for external partners to start it up:

‘At this moment we can’t afford the investment, Beltics can’t. But it may be
possible that we start it up separately [. . .], that we establish a separate company,
with its own finance, you then have to finance for a hundred percent. That is, I
think, the only way open for us to start up a chipping business.’

About half a year before the second round of interviews he had improved the
inspection process of Tri-products. Recall that Beltics has to earn its money on
the sale of the good products. As only roughly half of the products Beltics
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collected can be sold again, careful selection is extremely important. As the
numbers kept on growing strongly, Phil installed several conveyor belts so as to
increase the numbers of Tri-products that could be inspected with the current
number of employees. He placed these belts in such a way that the unsaleable
products can easily be fed into a chipping machine.

All in all, the first design of the value chain of the new business and the link
with the other activities was there, albeit it chiefly verbally. Phil had worked out
the first practicalities of linking the chipping process to Beltics’ current
(inspection) activities. He had organised the latter in such a way that it could
easily be operationally linked to the new business. The most critical issue left at
this moment was how to raise the funds for starting it up.

The development of new business skills to operate the new business effectively
and efficiently had, however, yet to begin. Nobody at Beltics has, for example,
any experience whatsoever with chipping products. Roger Bennis’ noted in his
report that it is a troublesome process. Several current users he spoke to told him
that their machines often stopped due to malfunctions. Neither has anybody
experience with selling chipped products on the market, which in part has still to
be developed. The few companies that currently chip unusable products largely
use the chips as raw material for the products they produce themselves. Beltics
only had ample experience with transporting unusable products to other
countries. Transport of waste both in the Netherlands across regions and across
national borders requires the necessary permits. This knowledge will probably
be useful for transporting chipped products to German power stations.

Summary of the second round

Table 7-6 summarises the content of the knowledge areas for the general
manager only; in the past year the commercial manager had been fully involved
with the market for Tri-products leaving Beltics’ management and the
diversification project to the general manager. Although the progress of Beltics’
diversification project was small, our analysis of the construed cognitive map
indicates that several things had changed since the first round of interviews. In
part this was due to the financial problems Beltics’ was confronted with, mainly
as a result of the collapse of the market for Pro-products. For another part, recent
developments in legislation strengthened his belief that in the near future
disposal of waste would become the most critical issue. Finally, the research
project by doctoral student Roger Bennis influenced the general manager’s
thinking about Beltics’ diversification project. Overall, he strongly integrated
solutions to the short-term problems Beltics faced with the long-term resolutions
he had in mind.

Beltics’ general manager, Phil Hackett, was now even more convinced that
Beltics should transform into a professionally managed sales-oriented company.
This would enable them to close contracts with large producers and users and
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build up close contacts with repair companies and small(er) traders. In turn, this
would allow them to closely link purchasing of products to sales. In the past
year and a half he focused his attention and efforts on elaborating and
implementing a new dominant logic that fitted in with his image of a
professionally managed company. The commercial manager is not fully
convinced with how right this approach is, but the financial problems have
persuaded him (at least) for the moment.

Phil now considers the new chipping business as inevitable for Beltics’ future
performance. It allows them to close contracts with producers (and large users of
Pro-products), cut costs and, in doing so, increase the profitability of Tri-
products and offer better prices to suppliers and customers so as to get better
products and increase sales. Roger Bennis’ findings have for a large part
answered, be it on paper, the question on how to start up the business, which was
still fully left open at the time of the first round. In broad outlines, he knows the
practicalities on how to operationally link Beltics’ inspection activities to a
chipping process. He is also aware that given Beltics’ troublesome financial

Knowledge area General manager

(Re)conceptualisation of
the portfolio

Beltics offers complete range of products and
services in a professional way which enables long-
term cont(r)acts with producers, traders and repair
companies

Conceptualisation of
the new business

Waste-processing business integral part of Beltics’
trading business, prerequisite for good future
performance

(Development of)
dominant logic

Management of sales-oriented, well-organised
company making extensive use of planning and
budgeting tools

Design value chain
On paper, operational linkage between inspection
activities Tri-products and new chipping machine to
be installed

Development of
business skills

---------

  N.B. outlined area indicate main focus of attention

Table 7-6
General manager’s image of Beltics’ diversification project

during second round of interviews
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situation, Beltics cannot start it up on its own. As a final noteworthy observation,
Phil’s thinking about the possibilities of the new business and Roger Bennis’
research on alternatives, costs and potential outlets has, however, not led to
developing the required business skills in any way.

Learning during a diversification attempt

The Beltics case is an extraordinary one in that no (major) financial investments
in the diversification project took place during the course of our research.
Beltics’ management, in particular its general manager, was only considering if
it should extend Beltics’ business activities to the processing of unusable, and
therefore unsaleable, products. But precisely for this reason it is an extremely
interesting case. Rarely have diversification projects been studied immediately
after their ‘conception’ but before their (physical) ‘birth’. Such cases do not
(yet) enter databases on corporate strategy and firm diversity, which only record
actual diversification attempts (and mostly only the successful ones). A
drawback of a case like Beltics’ diversification project may be that events and
processes are not as clearly visible as in actual diversification attempts,
especially if these either became a grand success or ended up as a gross failure.
We think, however, that the cognitive mapping methodology we employed
neutralised this disadvantage as it enabled us to follow the cognitive side of the
process of diversification.

Similar to our discussion of Colifox’s diversification attempt in the preceding
chapter, we have spread our discussion of Beltics’ new business over two
sections. The present section reviews the learning by the two owner-managers of
Beltics. In line with our definition of learning as ‘cognitive change’ we thereby
focus on the most striking aspects of their learning. The next section then
discusses the main insights we inferred from Beltics’ process of diversification
thus far. As will become apparent when reading the main learning points, the
general manager is the principal one who has been learning in the context of the
diversification project. Recall that he was also the only one who was involved in
it over the entire course of the process. The commercial manager devoted his
full attention to purchasing and selling Pro-products, one of the two categories
of products Beltics trades in, during the time of our empirical research. Only
some of what the general manager is working on seems to ‘drip through’ to the
commercial manager. In advance of our discussion of the main insights of the
Beltics case in the next section, note that this suggests that active involvement
and learning are inextricably linked.
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The general manager learned that the diversification project was inevitable for
Beltics to succeed in the future

We could have phrased this learning point in several different ways. A good
alternative would, for instance, be ‘the general manager learned how to link the
(potential) new business to Beltics’ existing business(es)’. Over the two rounds
we observed that his goal structure became considerably more complex. During
the first round he merely saw the processing of unusable products, in particular
Tri-products, as a great opportunity to Beltics. One and a half years later a
complex, interrelated web of short and long term goals, issues and
considerations emerged in which the (potential) new business was fully
embedded (see Figure 7-9). He had by then also integrated his thoughts about
short term solutions to the severe problems Beltics was facing at that time, with
the long term aims he was convinced Beltics should pursue to strengthen its
market position structurally. All in all, this reflects a considerable deepening of
his thinking, which was built on two main pillars.

The first pillar concerns his conceptualisation of Beltics as a ‘waste-
processing company’ of which the new business was now an inevitable part.
This specific conceptualisation contrasted sharply with the prevailing
conceptualisation of a ‘trading company’, which Beltics commercial director
still adhered to and was common in the industry. The second pillar consists of
the ‘sales-oriented, well-organised, ‘professional’ organisation’ that constituted
the core of the company’s new dominant logic the general manager was actively
working on.

According to the general manager, both pillars will enable Beltics to be an
attractive and fully-fledged partner of the (large) producers of Pro-products and
Tri-products, who recently were legally obliged to secure the proper processing
of unusable products, i.e. waste. In addition, he argues that both pillars will help
Beltics to establish long-lasting relationships with traders, repair companies and
large users as they will result in reduced costs of waste and stocks. Lower costs,
in turn, will enable Beltics to offer their suppliers and customers more attractive
prices (and thus, amongst other things, first choice of products). Close contacts
with their main trading-partners may also help Beltics in obtaining detailed
insights into market supply and demand. The latter is far from superfluous given
the large fluctuations in the market that are considered as fundamentally
unpredictable.

The general manager learned about the peculiarities of a ‘new way of working’
(which we equated with the company’s new dominant logic)

The dominant logic is probably the learning area in which the general manager
has learned most extensively and intensively during the time of our empirical
research. He certainly devoted, by far, most of his time and attention to figuring
out a new way of working and carrying his ideas over to others. During the first
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round his urge to change, what he referred to as, the ‘old way of working’
seemed to be more an intuitive and general feeling of discomfort with it than an
elaborate set of ideas on a ‘new way of working’. His thoughts were basically a
set of associations with constructs like ‘becoming a sales-oriented company’,
‘being structured’, ‘professional’, and ‘doing things in a thoughtful and mindful
way’. In his drive to change Beltics’ current way of working, he was in
particular motivated by his recent experiences of financial malversation by one
of his former colleagues and his feelings about the negative image the industry
had for many and which he largely attributed to the many shabby small traders
working in the industry and their shoddy way of doing business.

At the time of our second round of interviews his ideas about the ‘new way
of working’ had become more complex and detailed and he had connected it to
Beltics’ daily operations. Whereas during the first round he was largely focused
on how to organise Beltics’ business activities, he now seemed to have figured it
out and could implement his ideas and carry them over to others. As a result he
became more involved with the practical side of Beltics’ business activities. An
indication of this can be found in his extensive use of words like ‘market’,
‘sales’, ‘purchasing’, ‘costs’ and ‘price lists’ which seem to replace more
(general) references to ‘organisation’, ‘competition’, and ‘management’ during
the first round (see Figure 7-10). For example, he now knew to a reasonable
detail what a ‘sales-oriented company’ meant for Beltics and how he could
obtain instantaneous and detailed insights into stocks, purchased and sold
quantities, and Beltics’ financial position (in particular the company’s liquidity
position). He had also refined his ideas on how to tie trading partners to Beltics
(of which the new business was an ‘inevitable’ element).

In addition, he had found several ways to change the thinking and behaviour
of Beltics’ employees in accordance with his ideas (in particular those involved
in buying and selling products). The severe crisis in the market for Pro-products
that contributed to the troublesome financial situation both endorsed his opinion
that he was on the right track and gave him the arguments to convince his
co-director and Beltics’ employees. Recall that the commercial manager rather
wanted to stick to the old way of working but admitted that the present
circumstances required another approach.

The general manager ‘learned’ about how to start up the (potential) new
business

During the first round of interviews the general manager already sketched the
broad outlines of the new business. We noticed that by then he knew why he
should start it up and also, albeit roughly, what it implied. As we noted
previously, he elaborated his thinking on these issues in the following year and a
half when working on both processes of conceptualisation and on the company’s
new dominant logic. It was, however, only after he had finished his thinking on
these issues that he started to pay attention to the peculiarities of the new
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business and the issue how the new business should be started up (which largely
enclosed the design of the business’ value chain). The acute problems Beltics
faced and his awareness of Beltics’ scarce financial resources largely had
prevented him from starting with this any earlier. Until then he had only had a
few exploratory meetings with two suppliers of a chemical pulverising process.

Most of the work on the details of the new business was done by a doctoral
student. He studied several alternative chipping installations, calculated financial
costs and benefits, and identified an important outlet for its output. His research
indicated that Beltics could profitably operate a mechanical installation from the
very start of the business. In fact, it confirmed what the general manager had
assumed up till then and, while research was being conducted, had hoped for.
Precisely for this reason, none of the outcomes of the student’s research  project
fundamentally changed his thinking; neither the financial analysis nor the
conclusion that a mechanical process was to be preferred above a chemical one.
He had already made up his mind and his learning had more the character of
‘taking notice of’ than one of a ‘cognitive change’ (which is the reason that we
have put the word ‘learned’ in the formulation of this learning point between
quotation marks). We can only guess what would have happened if the outcome
of the research had not been as advantageous. Considering the profoundness of
his conviction it may well have been that the general manager had sought after
other routes to realise it anyway (for instance by trying to approach other
companies).

What the research did yield though was that thinking about the
diversification project, as apparent from our talks with Beltics’ general manager,
became more ‘concrete’. A mental pictorial image of the set up of the chipping
installation started to take shape and was enforced by the recent installation of
the conveyor belts to inspect Tri-products. It, for example, emerged in
discussions about the necessary new accommodation and the required changes
to Beltics’ existing facilities.

Finally, we noted that during our research the general manager did not
develop any specific new business skills in the context of the diversification
project. It was evident that the market-side of the new business had yet to be
fully developed, while the mechanical chipping process was not without
technical difficulties. The latter would only become an issue once the
installation was in operation. The former may well enclose the real challenge of
the diversification move to Beltics, as it had no experience with it whatsoever.
Without giving it much attention (contrary to Dennis Laver who considered it as
one of the new business’ most crucial elements), the general manager merely
thought of it as something fundamentally different from the kind of trading
Beltics was involved in.
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The commercial manager (basically) did not learn in the context of the
diversification project

During the course of our research Beltics’ second owner-manager, the
commercial manager, increasingly left the management of Beltics to the general
manager. Right from the start of our research it was evident that he considered
the diversification project as something belonging to the general manager. We
noticed that there were basically two reasons for this. The commercial manager
fully focused on trading in Pro-products and this was even enforced by the
recent market crisis. Moreover, like the general manager, the commercial
manager expected that the processing of unusable products would mainly benefit
Tri-products, especially in the short term, and he considered this category of
products to belong to the jurisdiction of the general manager. Recall that the
latter was the former director of Triwork that only ever traded in Tri-products
while the former had only traded in Pro-products.

During our interviews it became clear that the commercial manager basically
did not pay any attention to the (potential) new business. In his own words, he
would ‘wait and see what comes out of it’ while stating that Beltics might
benefit from it. As such the project did not enter or influence his thinking. He
only considered the ‘new way of working’ the general manager proposed and
the actions that resulted from it. But did he learn from this in the sense that it
changed his own thinking (i.e. enclose a cognitive change)? Difficult to
conclude. During the second round he started to speak, following the general
manager, of the ‘old way of working’. He, for example, attributed the difficult
position the majority of small traders faced, due to the market crisis, to it. But
when asked after his true position towards it he still strongly argued in favour of
it and stated that the troublesome market circumstances left them no other
choice at the moment. In fact, similar to Colifox’s group manager, Beltics’
commercial manager nearly personifies the company’s prevailing dominant
logic and strongly adheres to it.

Insights from the present case study

In the introduction of the preceding section we argued that the Beltics case is an
interesting one as it studies the process of diversification right after the
conception and before any financial investments in it took place. For this reason
and because the stage of the diversification project differs from both other cases,
the present case yields a number of intriguing insights related to the process of
diversification. Some of these insights correspond with our insights emanating
from the Colifox and Agripride cases. Again note that Chapter 9 will consider
the insights in all three case studies and relate them to existing theory.
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The Beltics case suggests a (different) linkage between the stage of
diversification and the content of learning

The general manager of Beltics first worked on the reconceptualisation of
Beltics’ business activities, embedded those of the new business in it and
worked on a new dominant logic that matched with it. As such the process of
diversification was mainly a mental process during the time of our research.
Although the company’s difficult financial situation may have forced him to
confine to this, our analysis of the cognitive maps also suggests that he deemed
his attention to these learning areas as necessary before proceeding any further.
If Beltics’ financial position had been more advantageous, the start up of the
new business would probably only have succeeded these learning processes
sooner, not replaced them.

In this respect the Beltics case contrasts with Mintzberg (1988) who states
that companies that went through periods of extensive expansions (may need to)
do some ‘mental housekeeping’ from time to time: its management overlooks
what they recently have acquired and reconceives the company’s portfolio of
businesses to mentally incorporate the new diversity. The Colifox case in the
preceding chapter more or less confirmed his statement although in that case no
re-conception of the portfolio of businesses took place. The Beltics case,
however, shows that a period of expansion may well start with the latter instead
of following it. Not only had the organisation to be properly organised, the
general manager’s mental image of Beltics’ existing and new businesses had to
be too.

Mintzberg (1988) speaks about the process of reconceiving the portfolio of
businesses while having essentially large, multinational companies in mind. In
contrast to the top management of these companies, most owners of SMEs are on
top of the company’s daily practice and chances are therefore probably lower
that they are confronted with an unnoticed (series of) expansion(s) of its scope
of activities as Mintzberg suggests. Moreover, the fact that most of these
companies are (fully or partially) owned by its directors may also make a
difference. For these reasons it is understandable that processes of
(re)conceptualisation may well precede the expansion of business activities
instead of following it. Note that this does not say anything about the duration of
these activities; a ‘fast’ entrepreneur may well only need some days for it, while
others are more considerate especially if (comparatively) large sums of money
are involved.

The differences between the old and the new way of thinking may well culminate
in the concrete, i.e. the prevailing and new way of working

In this case we equated Beltics’ (old and new) way of working largely with the
general dominant management logic thereby deviating slightly from Prahalad
and Bettis’s (1986) interpretation of the concept. Given this interpretation of the
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dominant logic, we conclude that it played a crucial role in the process of
diversification. The differences between the old dominant way of thinking in the
industry and the new way proposed by the general manager are most clearly
visible in the learning area related to the dominant logic. In several ways the
changes that took place in this area can be considered as turning points in the
general manager’s overall process of re-thinking (of which the diversification
project was a part). Seen from this perspective, four observations with respect to
Beltics’ dominant logic are particularly relevant.

Firstly, Beltics’ general manager was strongly convinced that the company’s
way of working had to be changed radically to improve the company’s
performance and before he could start with any expansion activities, such as the
new business he was considering. Secondly, like the sales manager in the
Colifox case, he was working on, or over the edges, of the company’s ‘zone of
proximal development’. The new business functioned as a kind of exemplary
case forcing him to think about the present way of doing things (see one of the
following insights). Thirdly, and this contrasts with the sales manager in the
Colifox case, Beltics’ general manager is in the position, and thus has the power
to change the company’s current dominant logic (whereby the troublesome
market situation also seemed to help him in pursuing his ideas within the
organisation). Fourthly, similar to the group manager in the Colifox case, the
commercial manager strongly personifies the prevailing dominant logic.
Although he formally did not belong to the company’s middle management (if
the company had any at all), in practice he occupied such a position. The
commercial manager holds a strong personal preference towards the prevailing
way of working. To him it is the way of doing business in order to be successful
in the end.

A severe environmental crisis may have value as it contributes to the re-thinking
of existing conceptualisations and ways of working

During our research an unforeseen and severe crisis hit the market for
Pro-products and further weakened the company’s financial position. It basically
endorsed the general manager’s opinion that things had to change fundamentally
in Beltics’ way of working. More specifically it made him more aware that
purchasing and sales had to be (more) closely tied and that close, long-lasting
relationships with the company’s main trading partners were essential. The
market crisis even made the commercial manager doubt the correctness of the
prevailing way of working, which seemed to be the only factor that made him do
so. He, for instance, largely attributed the worse position many small traders
were to it. Also, given the market crisis, he agreed with the general manager that
Beltics had to change its way of working by purchasing more selectively and
attempting to sell large parts of its current stocks. Nevertheless, he seemed to
consider this largely as a temporary change, demanded by the present,
disadvantageous market situation and Beltics’ troublesome financial position. It
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may, however, well mark the start of a cognitive learning process that brings
him closer to the general manager’s way of thinking.

The (potential) new business may act as an exemplary case in re-thinking the
company’s existing business activities

In the Beltics case the (potential) new business seemed to have acted as kind of a
booster in the general manager’s thinking about Beltics’ existing businesses and
position in the market. It forced him to sharpen his thinking about the
company’s future position, especially given the current troublesome
circumstances. It strenghtened his view that the current conceptualisation of
Beltics as a ‘trading company’ and the prevailing dominant logic that came with
it had to change. In order to mentally connect the new business to Beltics’
existing business activities he had to continuously work in line with the new
conceptualisation of Beltics as a ‘waste-processing company’ and a way of
working that matched with it. As such the new business functioned as a kind of
mental evaluation device, a standard against which actions and ideas were
measured off.

In essence, the new business increased the variety the general manager was
confronted with and gradually stretched his thinking into the ‘zone of proximal
development’. Recall that we described this zone in the preceding chapter as all
knowledge and business areas about and in which someone feels considerable
discomfort and, for that reason, wants to explore and learn about to include it in
his present ‘zone of familiarity’. Overlooking the general manager’s cognitive
maps and our encounters with him, it is evident that he has rather strong feelings
of discomfort with respect to the new business. In fact, it seemed he would
rather want it to be included in Beltics’ sphere of activities today rather than
tomorrow. Note that his deep involvement with Tri-products, which will benefit
most from the new business, contribute to this.

The foregoing pages throw another light on the extensive attention the
general manager paid to both learning areas of conceptualisation during the first
stages of the diversification project. His attention can well be considered as an
effort to link the (proximal) unfamiliar to the familiar, i.e. the existing business
activities. Whereas the top management of large (multinational) companies may
well ‘just have a go with it for a while to see what comes out of it’, owner-
managers of SMEs may feel a strong urge to mentally connect something new
with what they have been doing for many years. That is, if it is not ‘just’ another
business to them and something they are personally deeply involved in, in
particular mentally but also financially.

Individual learning ≠ organisational learning

We noted that Beltics’ general manager was basically the only one who had
been learning in the context of the diversification project. Moreover, only some
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of what he has learned dripped through to the commercial manager; for the
larger part it resides in the general manager’s thinking and steers his actions and
decisions. Similar to the Colifox case this indicates that individual learning in an
organisational context cannot automatically be equated with organisational
learning. There is, however, an important difference with the Colifox case.
Whereas in the preceding case it mainly concerned (tacit) knowledge related to
new business skills (i.e. ‘how to deal with customers and agents’), in the present
case it mainly concerns the reconceptualisation of Beltics’ business activities
and its new dominant logic. In the Beltics case this largely encloses deep lying
tacit, axiomatic knowledge, which Sackman (1991, 1992) describes as
fundamental beliefs and final causes. In its essence it is ‘merely’ a perspective, a
way of looking at Beltics’ current and new businesses and as such extremely
difficult to articulate, in contrast to its implications.

The present case strongly suggests that passing through the learning process
that led to the development of this perspective is crucial for embracing this
knowledge. The commercial manager, for instance, does not adopt it truly and
fully; he is, for example, only willing to work in line with several of its
implications given Beltics’ current troublesome situation. Over time he may
adopt it, for example, as he starts to think about it (thus going through a similar
learning process as the general manager went through) especially if it proves its
value to Beltics and results in a strong improvement of its financial situation. If
that happens, and others join him, individual learning transforms into
organisational learning following Huber’s (1991) definition of it (see Chapter 4).
At the moment, this is not yet the case.

Personal feelings and preferences direct thinking and action in a new business

In several respects, the general manager’s feelings and personal preferences, in
particular his disinclination towards Beltics’ current way of working, strongly
directed his thinking and actions. Recall, for example, that the largest part of the
cognitive map we construed on the basis of the first round of interviews dealt
with the company’s recent but turbulent history. The financial malversation by a
former partner made an indelible impression on him and contributed to his
strong aversion against the prevailing way of doing business in the industry. In
line with this he is concerned about the poor image the industry has to many
outside it and to which he includes the producers of Pro-products and
Tri-products. He wants to ‘grow out of the atmosphere of taboo’ so that his
children do not see him as ‘. . . somebody who pulls at products in an old barn’
but instead leads a ‘professional, well-organised company’. As a combined
result of these feelings, he is strongly motivated to develop a ‘new way of
working’ and work on realising his conceptualisation of Beltics as a ‘waste-
processing company’ having long-lasting relationships with its main
(professional) partners.
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Everything we said about the interconnectedness of rationality and
emotionality, of arguments and feelings, is fully applicable to the present case.
Meeting the group manager and ‘seeing’ his anger about his recent experiences
transformed into an anxiousness to work on a better company and a promising
future is likewise hard to write down on paper. If Phil Hackett had not been the
director of Beltics, there would not have been the entrepreneurial spirit and drive
to start up the diversification attempt we studied in the first place. This is not to
say that the general manager’s feelings are the sole input to the mental image he
has in mind. The other side of it is an analysis of the current and future situation
Beltics is and will be in. He perceived the structural changes taking shape in the
industry and concludes from this that things have to change to survive as a
company. Nevertheless, his feelings are like fuel on which this analysis burns.

A new business holds the potential to upset the prevailing mental coherence
across learning areas

Similar to our analysis of the Colifox case, we find that this insight brings a
number of the foregoing ones together. The more the general manager
appreciated the structural changes in the industry (including the recent crisis in
the market for Pro-products), the development of environment legislation, and
the professional way of working of producers, and the more books he read about
managing and organising a company, the more he became uncomfortable about
the prevailing conceptualisation of Beltics and its dominant way of working.
After he started (mentally) to change the old conceptualisation of Beltics as a
company, other learning areas followed. Recall that he was arguing for
considering Beltics as essentially a ‘waste-processing company’ that works from
a strong sales-orientation and has detailed insights into its stocks, flows of
products and cash flows. He promptly noticed that this required various new
business skills (consider for instance his plea for a ‘terrier mentality’) and, with
the new business in operation, a newly designed value chain.

The commercial manager, on the other hand, was still pleading for the
prevailing conceptualisation and way of working. He had been working in this
way all of his (working) life, fully enjoyed it and superbly mastered the skills
that it required. The existing way of thinking and working fully made sense to
him. Although both managers thus pleaded for a different approach, they
seemed to share a need for mental coherence across the five knowledge areas.
Once the general manager had mentally changed one its elements
fundamentally, the prevailing gestalt fell apart for him and he felt a strong urge
to construe a new mental coherence.

The new mental coherence proposed by the general manager made, however,
little sense to the commercial manager. According to his own choice, he was not
as actively involved in thinking about the future course of the company as the
general manager was, nor was he thinking about the (potential) new business. As
a result he had not passed through the same learning process as the general
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manager and was only confronted with its outcome and consequences. Basically,
the general managers’ ideas did not get across to the commercial manager and
lay far beyond his ‘zone of proximal development’. Whereas the general
manager’s thinking was gradually stretched when his thinking developed, which
reflects his a learning process, the commercial manager stayed in his current
‘zone of familiarity’. Similar to what we concluded in the Colifox case, this
again suggests that (a fair degree of) active involvement is necessary in order to
stretch one’s thinking and learn.

Conclusions

The cognitive perspective we employed greatly contributed to the study of
Beltics’ diversification attempt, which was during the entire time of our
empirical research in its preparatory stage and existed chiefly in the mind of
Beltics’ general manager. Especially the latter observations confirm the value of
a cognitive mapping methodology to us. As there was hardly anything to
observe, other research methodologies would probably not have led to the same
profoundness of insights we inferred from this case study.

First of all, the Beltics case overwhelmingly points to the importance of the
mental side of a diversification attempt. Beltics’ general manager started with
paying extensive attention to re-construing his mental image of the company’s
existing business activities to incorporate his (also developing) mental image of
the new processing business. The Beltics case illustrates that a new business
may contribute to the reconceptualisation of existing businesses and a
re-thinking of the prevailing way of working. As such it functions as an
exemplary case that tests the existing way of thinking and working within a
company and the industry and upset the prevailing mental coherence across
learning areas. Together with a strong aversion towards the industry, which was
enforced by several recent experiences both within the company and in the
industry, Beltics’ new business induced a chain of mental changes (followed by
several behavioural changes in the last part of our empirical research). The
radical change of the prevailing dominant logic was probably the most important
of these, which illustrates that new conceptualisations of the company’s
portfolio and new ways of working may well go hand in hand. This, in turn,
suggests that as one aspect of the existing mental coherence is changed, its
intrinsic balance is disturbed a new mental coherence has to be construed
altogether.

The Beltics case also points to the importance of active involvement in this
mental process of reconstruing a new coherence across learning areas. Whereas
the general manager was both willing to, and felt an urge to, change the
prevailing mental coherence across learning areas, we observed that the
commercial manager essentially held on to it. We largely attribute this to the fact
that he was not actively involved in the (learning) process of re-thinking the
general manager passed through and thus could not link up to the new mental
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constellation the latter had construed. As such this (again) shows that
organisational and individual learning processes cannot be equated without
carefully examining these processes. We basically studied an individual learning
process in the present case, not an organisational one. The latter seemed to have
started when the general manager started to carry over his ideas to the
commercial manager and other employees during the last part of our research. If,
however, the latter merely carry out these ideas without considering the thoughts
and considerations on which they are based, organisational learning will be more
behavioural in nature and in this respect contrast with the essentially cognitive
learning process the general manager went through himself.



Chapter 8 

The Composter

The present chapter discusses the most successful diversification project of the
three cases we studied. It concerns the movement into the composting of
vegetable, fruit and garden waste by Agripride, a small company that up till then
mainly carried out a variety of contract work. The project was so successful in
terms of turnover and financial rewards that Agripride’s owner-manager decided
to triple its size only a few years after he had started it up. Opposite to
Agripride’s success, we have seen in Chapter 6 that Colifox’s management
decided to drastically cut back its efforts in Latin America the moment the sales
manager, who was responsible for the project, left the company. The efforts,
time and money spent on the Latin American market have, however, not been
without any payoff. For one thing, their experiences made them more aware
what they wanted to pursue definitely: European growth in order to become a
major European company in their market. The diversification project of Beltics,
which we discussed in Chapter 7, was at the first stages of its development all
through the time we studied it. Although their thinking about the new business
certainly developed, severe market and financial problems prevented Beltics’
management from making substantial progress.

Our presentation of Agripride’s diversification project follows the same format
as the two foregoing case studies. We begin with a short introduction of
Agripride and its owner-manager and then go on to describe and characterise the
diversification project he started up several years before we started our inquiries.
Next, adhering to our theoretical framework consisting of five learning areas, we
build up his images of the diversification project based on two rounds of
interviews. Similar to the first case study we employed all three cognitive
mapping techniques discussed in Chapter 5: content analysis, the repertory grid
technique, and cognitive mapping using Decision Explorer. Contrary to the two
preceding case studies, we will not go to any trouble to avoid mentioning
Agripride’s activities. There are many companies like Agripride in the
Netherlands and, unlike Colifox and Beltics, merely mentioning its activities will
not lead to its identification.
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A diversifying contractor

Agripride is a small contracting firm just as many others in the Dutch
countryside. The father of its current owner, John Hawthorne, founded it as a
farm some sixty years ago. Through the years his father purchased several
specialised mowing machines and started to rent his services out to other
farmers, in due time even up to a radius of a hundred kilometres. When John
took over the company from his father some thirty years ago the company had
developed into a medium-sized agricultural contractor employing fifteen people,
including a blacksmith. The economic crisis in the beginning of the 1980’s hit
the firm hard and John had to reduce the number of employees to only three.
After he had recovered from this difficult period, John increasingly focussed his
attention away from agricultural contract work towards a range of other
activities (see Table 8-1). Currently, Agripride employs ten people (including
two of John’s sons) and receives less than ten percent of its turnover from
agricultural contracting.

Up to the beginning of the 1990’s Agripride still mowed caraway and
coleseed on a moderate scale but since then the cultivation of these crops has
steadily decreased due to a fallow regulation. Now Agripride only incidentally
mows milk thistle as it still has the required machines but, as John stated, ‘the
demand is not large enough to invest in new machines’. On a similar scale he
sprays herbicides (‘crops protecting’ as John refers to it) for a few farmers
nearby. He vividly told us how his father used to visit every farm worker in the
neighbourhood on his bicycle to spray their vegetable garden. Moreover, the
company still owns thirteen hectares of land on which it builds sugar beet; John
even rents another five hectares for this purpose as ‘it does bring another bit in’.

Agriculture: growing sugar beet

Agricultural contract work

Spraying herbicides

Grit sprinkling on regional roads

Earthmoving for road and building constructors

Delivery of sand and ground

Transportation (e.g. of seeds)

Container rental to building companies

Demolition work

Composting of vegetable, fruit and garden waste

Table 8-1
Agripride’s business activities
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When things were not going well in the beginning of the 1980’s, John started
with the transportation of seeds and various kinds of sand. Agripride’s turnover
really started to grow, however, from the middle of the eighties with the rise of
its earthmoving activities for road and building constructors and local and
regional governments, to currently become Agripride’s largest business activity
from which it receives some seventy percent of its turnover. More recently
Agripride started to rent out small containers for construction waste to building
contracters on a small scale. During our empirical research he decided to expand
this activity and invested in the purchase of new containers. Occasionally,
Agripride performs demolition work for building contractors as ‘we have the
equipment for it’. Moreover, for twenty years now (with some intervals) John
has been sprinkling grit on regional roads during the winter as ‘it provides a nice
stream of income [when] due to the weather conditions other activities are
largely at a standstill’. Finally, a few years ago John Hawthorne started to
compost vegetable, fruit and garden waste on part of his land; this activity is the
focus of our research. Undoubtedly, this will not be his last venture; at the end
of our research project he seriously thought about starting to process
construction waste too.

Agripride’s ‘management team’

Agripride is formally a one-man business and like many family businesses the
owner and his wife run it in close co-operation. In this case, John’s wife Rose
does the bookkeeping and largely handles the company’s administration. Most
of our interviews with John were also attended by Rose and took place in the
kitchen of the farmhouse they lived in and which formerly belonged to John’s
parents. On several occasions she joined the conversation to fill in the gaps her
husband left in his stories and explanations. Due to this interaction it became
clear during our interviews that John is more the entrepreneur initiating new
activities and continuously looking for new possibilities than his wife Rose.
From time to time his friendly eyes sparkled when he told in a lively manner
about the opportunities he had exploited or the new ones he had recently
identified. Just like two of his brothers, John started to work in his father’s
company after he left school but whereas his brothers left the company, he
continued until he took it over from his father. Likewise, he expected that his
two sons – both in their early twenties now – will succeed him in the future. As
we will see, this expectation influenced his conceptualisation of Agripride as a
company.

The diversification project

Five years before we conducted our first round of interviews, John Hawthorne
started with composting vegetable, fruit and garden waste a few kilometres from
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his farmhouse. He did not perform any thorough financial or market analyses
but just started because ‘they have to bring it somewhere, don’t they?’. Only
shortly before, he had noticed that some farmers simply threw such waste on big
heaps, which they spread over their land after some time ‘often with pieces of
plastic, reed, and glass still in it’. When one of his employees started to compost
at his father’s place ‘I started to think about it too’, John stated, ‘they just did it
like that’. Then he referred to a farmer in a nearby village who composted on a
larger scale and got into a lot of problems with his neighbours, the municipality,
and the regional government due to vermin. John declared that after having seen
these problems, he had decided to do things properly from the start.

He started with laying out a solid, watertight floor to prevent leakage or other
accidents that would force him to renew it completely. In the years that followed
investments grew steadily. Amongst other things, John bought a special shovel
to build and turn the heaps of compost. He also hired a full-time employee to
manage the delivery of waste and the composting process. When waste is
pulverised and big heaps are built out of it, other employees of Agripride or
people hired from a temping agency join in. The main end product is fertile
black ground that is sold again to growers and horticulturists.

Within a few years several municipalities, the province and many local
citizens brought in their waste. Since its start Agripride’s composting business
has grown strongly from 1,000 to nearly 8,000 cubic metres in only four years.
Agripride owed part of this growth to tightened environmental legislation in its
first years. To be prepared for future growth and to be able to lower the current
height of the heaps (which will speed up the composting process), John tripled
the composting area towards the end of our research. At the same time he
changed the way of composting and bought several machines for this purpose.
What is worth noting here is that civil servants from the regional government,
who inspect the composting area regularly, were from the start very enthusiastic
about Agripride’s approach and even prescribed the specific composition of the
watertight floor to others.

Characterising Agripride’s diversification project

When Agripride started to compost vegetable, fruit and garden waste, its owner
John Hawthorne was aware that he had entered a line of business he had no
experience in whatsoever. Next to the land on which he laid out the composting
area, the only link with the other businesses is the possibility to use some of
Agripride’s (rather general) equipment to build and turn the heaps of compost.
The process of composting and the sales of its end products were, however,
unfamiliar to John Hawthorne and all of his employees (and still are, for some
part, as we noticed during our interviews). Looking at it from the viewpoint of
Ansoff’s classification of corporate strategies (see Figure 1-2 in Chapter 1), the
project is a nearly pure example of conglomerate diversification. In Ansoff’s
terminology, the product mission and the product line are new to the company
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while the technology it involves is unrelated. However, as he expects synergies
from using several machines, it may also qualify as concentric diversification.

Following Rumelt’s classification of diversified firms (see Figure 1-4 in
Chapter 1), Agripride was in between a dominant-unrelated and a related
business before it started with its composting business. When we started to do
our research, the composting business already provided nearly twenty percent of
Agripride’s turnover. Earthmoving and related activities took care of nearly
seventy percent of the turnover, which is equivalent to a related ratio of 0.7 and
exactly on the boundary between a related and an unrelated business. During our
research the share of the composting business rose well above twenty percent,
lowering the related ratio below the critical limit of 0.7 and making Agripride a
basically unrelated business. In the case of Agripride, Ansoff’s and Rumelt’s
classification are well in line with each other.

Mintzberg’s (1988) categorisation of corporate generic strategies leads to a
less straightforward characterisation of Agripride’s expansion. It is clearly an act
of diversification but it is less evident if it is related or unrelated. To Mintzberg,
in case of related diversification the firm draws upon some core competence or
asset. The former is not the case and became less so during the course of the
diversification. The latter is however. Nevertheless, we are inclined to consider
it as an unrelated diversification move given that Mintzberg also stressed that
diversification fundamentally exists in the mind of the beholder, in this case the
owner-manager. Moreover, Agripride does use some of its machines but their
employment is quite different from their use in Agripride’s other businesses.
Thus, a somewhat broad interpretation of the classification schemes of Ansoff,
Rumelt and Mintzberg leads to a similar characterisation of Agripride’s move
into the composting business.

Composing the owner-manager’s image – Round I

Similar to the case study of Colifox in Chapter 5, we construed three kinds of
cognitive maps on the basis of our interviews with John Hawthorne. Table 8-2
shows the inferences we drew from our analysis of the maps. In general these
inferences indicate that his thinking about Agripride’s business activities is very
coherent across the five learning areas. As we will see, the owner-manager’s
conceptualisation of the new composting business is fully in line with his
conceptualisation of Agripride’s entire portfolio of business activities. The way
of thinking inherent in both conceptualisations, in turn, visibly extends to his
ideas about the dominant logic and the design of the new business’ value chain
and its linkages to some of Agripride’s other activities. Table 8-2 shows that the
latter has taken most of his time and attention during the new business’ first
years.
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(Re)conceptualisation of the portfolio

The severe financial problems that John Hawthorne experienced in the
beginning of the 1980’s strongly drive his thinking about Agripride’s business
activities to this day. As can be seen in Figure 8-1, which shows the ‘extended
goal structure’ that we inferred from his Decision Explorer map, the construct
‘no financial problems . . . bankruptcy’ is the hierarchical most upper one. The
growing awareness that his two sons will take over the business in the future
deepen his feelings around the unfortunate affairs in this period. For these
reasons, he is quite anxious to secure the company’s income and increase
Agripride’s turnover in the near future. In addition, he argues that this will
ensure the jobs of Agripride’s employees and keep himself self-employed, a
position that he highly values. We recognise the typical small business owner in
him when he states:

‘You have to make a living, haven’t you? I have never worked for somebody
else; I don’t know anything else than working for myself. So you have to do

Knowledge area Owner-manager

(Re)conceptualisation
of the portfolio

Extend to and expand non-agricultural activities which
draw upon Agripride’s equipment and people

Conceptualisation of
the new business

Perfect possibility to secure Agripride’s income for a
long time while composting business is complementary
to Agripride’s other activities; financial and
organisational focus is dominant

(Development of)
dominant logic

Do things well while efficiently exploiting the available
capacity of equipment and people

Design value chain

Employment of Agripride’s equipment and people
when other business activities are down; in addition,
decrease purchase of black ground by delivering the
products of the composting process

Development of
business skills

Organisation of the composting location and
maintaining relationships with local and regional
governments

  N.B. outlined area indicates main focus of attention

Table 8-2
Owner-manager’s image of Agripride’s diversification project

during first round of interviews
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something, you keep looking for things that will keep you alive so that you don’t
have to work for somebody else. That’s basically it. I guess I have inherited that
feeling from my parents.’

The set of goals in Figure 8-1 (which are partially implicit in his actions and of
which several are among the most central constructs in the Decision Explorer
map; see Table 8-3) strongly urges him to actively look for new business
opportunities almost continuously. Looking over our encounters with him, this is
one of two most outstanding observations with regard to his conceptualisation of
Agripride’s portfolio. During each interview, John spoke about jobs that were
new to Agripride (e.g. moving trees), told us about the extensions of Agripride’s
business activities he already had in mind for some time and the excellent
possibilities this would produce to acquire new work (e.g. container rental,
purchase of new equipment), or mentioned some new business opportunities he
had only recently identified (e.g. processing construction waste). Having noticed
the decline of agricultural contracting, John only takes non-agricultural business
activities seriously into account. The decline of agricultural contracting truly

1 decline of agricultural
contracting for farmers

2 good income ... income
goes back

3 doing something next to
it ... carry on with
agricultural work only

10 no financial problems
... bankruptcy

11 keep machines at work
against reasonable price
... machines do not run

enough hours

12 decline of number of
employees

18 compost profitably20 putting up and
extending earthmoving

activities

57 profit at the 'front'
... profit at the 'back'

64 staying self-employed
... work for somebody

else

84 grow larger ... fall
back rapidly

85 succession by sons ...
do it only for yourself

-

-

Figure 8-1
The owner-manager’s ‘extended goal structure’

(collapsed map) – Round I
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worries him as can be inferred from the dominance of it in the Decision
Explorer map: it is one of the emergent clusters (see Table 8-6) and one of the
constructs with a high domain score refers to it (see Table 8-3).

The way Agripride’s owner-manager thinks about both current and new
activities constitutes our second prominent observation: John is strongly focused
on finding ways to use Agripride’s equipment (included the people needed to
run it) more intensively across business activities. The constructs ‘keep
machines at work against reasonable price . . .’ and ‘doing something next to it
. . .’ are not only the focal  point in Figure 8-1 but are also among the five most
central constructs in his entire map (see Table 8-3). Moreover, Figure 8-5 (key
words used; see page 261) shows that he very frequently referred to Agripride’s

Owner-manager

D
om

ai
n 

sc
or

es
*

•  doing something next to it . . . carry on with agricultural work only (11)
•  compost profitably (9)
•  good income . . . income goes back (7)
•  sufficient supply and compensation . . . part of waste is dumped everywhere

(7)
•  decline of agricultural contracting for farmers (6)
•  carry out domestic transport . . . domestic and international transport (6)
•  no problems with municipality and regional government with regard to

composting (6)
•  profit at the ‘front’ . . . profit at the ‘back’ (6)

Ce
nt

ra
lit

y 
sc

or
es

**

•  doing something next to it . . . carry on with agricultural work only (33/64)
•  compost profitably (30/63)
•  good income . . . income goes back (25/53)
•  profit at the ‘front’ . . . profit at the ‘back’ (22/47)
•  keep machines at work against reasonable price . . . machines do not run

enough hours (22/47)
•  compost waste (21/51)
•  putting up and extending earthmoving activities (21/46)

*    number indicates total number of constructs to which the concept is directly linked
**  numbers indicate centrality score resp. total number of constructs traversed; the

more indirect the link the lower its weight (1, 0.5, 0.33, etc. up to 7 levels)

Table 8-3
Domain and centrality scores of Decision Explorer map – Round I
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equipment: taken together, it is by far the most salient noun in his word usage.
We will go deeper into the centrality of equipment in his thinking when
discussing Agripride’s dominant logic. For now, consider the following example
that is typical for John’s way of thinking:

‘Well, we started with renting out containers after we had bought a new truck. At
that time, we told ourselves that we needed a truck, a centipede, with which we
could do various things. We already had a crane on the old one. But we said, we
want to be able to put bins aside, both left and right. It was at the time we started
with our composting business and argued that we could use it for that work too.
Well, then we bought a container truck and a number of such containers.’

This quote also throws some light on the way Agripride’s turnover has increased
in the past ten to fifteen years. Frequently, he explained the rise of a new
business activity by saying ‘well, one thing leads to another’. The following
quotes are but a selection of the many examples he gave:

‘We start with digging a hole for a house and then they ask you to fill it with
sand, so you have to deliver that too. One thing leads to another.’

‘When I didn’t have any work for my employees I always sent them to Tilomed, a
demolition company, to help them. Well, we gradually started to do it ourselves
[and] then, automatically, they asked us to do the earthmoving too [. . .] and you
need transport to do both.’

‘At that time we cleaned sugar beets for the sugarplant. Then we had to buy a
shovel for loading the beets. Well, then the earthmoving came by itself. If people
know you have a shovel, well . . .’

These quotes suggest that Agripride’s business activities share several
similarities and fit well together. This observation is confirmed by the matching

Statistic Owner-manager

Frame uniformity .310
Cognitive differentiation .754RG

T

Cognitive integration .376

Highest matching score 77%

Cl
us

te
r

Lowest matching score
complete clustering 68%

Table 8-4
Statistical figures of the Repertory Grid Technique – Round I
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scores obtained from clustering the business activities on the basis of the ranking
data (Table 8-4). The lowest matching score when all activities are clustered is
68%, which is relatively high. The frame uniformity score of .310, however, is
relatively low and suggests that he does not see the business activities as highly
related. Recall that a low frame uniformity score correspondents with low
correlations among pairs of business activities that have been ranked on the
basis of a set of constructs. An explanation for this difference may lie in the
coexistence of different conceptualisations of business activities that interfere
when John compares and ranks activities. Two observations underpin this
explanation.

Firstly, the relatively high cognitive differentiation score of .754 (see Table
8-2) suggests a complex construction system in which each construct
differentiates across businesses in another way (which increases the chances for
different conceptualisations). The low cognitive integration score of .376
confirms this. A low integration score indicates low relatedness of constructs or,
in other words, maximal differentiation: each construct performs another
function when the business activities are compared. Table 8-5 shows the ten
constructs and their relative importance calculated as the average correlation
coefficients among pairs of businesses. Four constructs discriminate most
strongly among business activities. Fully in line with what we have concluded
previously, ‘relatedness to other activities’ is an important construct to John. In
addition, ‘number of customers’ and ‘current workload’ differentiates between

Construct Owner-manager

Specific machines required .38
Number of customers .54

Current workload .53

Papers required .13
Ease of starting .13
Seasonal .39
Amount of investments required .33
Relatedness to other activities .49

Contribution to profit/income .30
Future potential .53

Table 8-5
Average coefficients of determination between pairs of constructs

indicating construct centrality – Round I
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the current importance of business activities, while ‘future potential’ indicates
which activities will secure Agripride’s income in the future.

Secondly, the comparison and ranking tasks produce different sets of
clusters. Figure 8-2 shows the two-dimensional MDS-configuration based on the
comparison task, which holds five distinct clusters of activities. These clusters
deviate from the clusters revealed by the cluster analysis performed on the basis
of the ranking task (see Figure 8-3). Close examination of both suggests that
John holds two distinct conceptualisations of business activities: one focussing
on the characteristics of activities and one construed around the resources (i.e.
equipment and people) they share. The cluster analysis seems to be based on the
former, the MDS-analysis on the latter. We consider the conceptualisation
construed around Agripride’s resources as central in the owner-manager’s
conceptualisation of the portfolio given our findings on the basis of his Decision
Explorer map.

After regressing the owner-manager’s average ranking scores of Agripride’s
business activities on the constructs over the co-ordinates of the two-
dimensional MDS-solution, it was not difficult to interpret the first dimension. It
is clearly related to the kind of business John Hawthorne prefers: businesses that
have good future prospects and lots of customers while others cannot start it up
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Composting

Transportation Agriculture
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Earthmoving

* = significant at less than .05 level
**= significant at less than .10 level
N.B. Kruskal’s stress .219

Figure 8-2
Two-dimensional MDS-configuration – Round I



258     II Empirical Research

easily (remarkably, the latter contradicts with the low centrality score of this
construct; see Table 8-5). The dominance of this dimension is in line with the set
of goals we started this section with. Note that the new composting business
scores high on this dimension. The position of agricultural contracting is,
however, less understandable given the content of his Decision Explorer map; it
may be related to a few specialised activities like mowing milk thistle, for which
Agripride happens to have the machinery. Interpretation of the second
dimension of the MDS-solution is less straightforward and we could not make
anything meaningful out of it on the basis of the data we obtained (which
suggests an essentially one-dimensional solution).

Conceptualisation of the new business

The conceptualisation of Agripride’s portfolio of businesses by its owner-
manager fully extends to his conceptualisation of the new composting business.
In many respects, he considers the new business as the perfect extension of
Agripride’s activities. We not only conclude this from the cognitive maps we
analysed but also noticed it from the intonations in his voice and his body
language when he spoke about the new business. The MDS-solution above
indicates that John highly values the future potential of the business to secure a
steady and satisfying stream of income. He is especially pleased with the fact
that others cannot start it up easily due to the high costs (including the expansion
of the composting area, investments amounted to well over a half million Dutch

75 6570
Spraying

Agriculture

Grit sprinkling

Demolition

Container rental

Delivery sand/ground

Agricultural contract

Earthmoving

Transportation

Composting

% Matching

Figure 8-3
Results of cluster analysis – Round I
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guilders for Agripride, excluding the property) that are involved with it and due
to the provincial policy:

‘The only business activity of ours that others can’t start up easily is the
composting business. Also due to the costs that are involved with it. And they
would be well advised not to do it. It doesn’t have any use when others start with
it now, then you get proliferation all over the region. For one thing, the province
will find it difficult to control it properly. Up till a few years ago, they allowed
anybody to start with it, including myself I have to admit. Now they are
restricting it because they want to concentrate it in a few places only.’

The contexts in which Agripride’s owner-manager uses ‘composting’ confirms
his concern about others starting up the same business and appropriating part of
Agripride’s profits. Figure 8-4 shows that in 40% of the instances he refers to
composting, he talks about other people nearby that have a composting business
or may want to start it up in the future. Moreover, in nearly a fifth of the cases
he is speaking about the financial side of the composting business, in particular
its turnover and profitability.

Next to the high entry barriers, John Hawthorne is very satisfied with the
complementary nature of the composting business to Agripride’s other business
activities. The composting business offers several possibilities to employ some
of Agripride’s equipment and personnel (see also our discussion of the new
business’ value chain in the following). In fact, this possibility was one reason to
start it up in the first place as the following quote illustrates:

‘If we hadn’t had most of the equipment already, then we would have to have
rented it. Because we had the proper equipment we said to each other, well we
can do it too [like others], we can start with it tomorrow. We also had the land, a
suitable place, outside of built-up areas, far enough from other people’s houses.
The land is there so you don’t have to buy any and we had the machines to start it
up. Well we then dared to take the risks.’

Process of 
composting

18%

Other
12%

Location
12%

Financial aspects
18%

Competition/
others 

composting
40%

Figure 8-4
Contexts of ‘composting’ as used by the owner-manager – Round I
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At the time of the first round of interviews, John’s conceptualisation of the new
business was strongly oriented towards the practical organisation of the
composting location. He mainly spoke about the financial side of the
composting location, about organising the process of composting and how it
could be improved by doubling the site’s size. Two of the emergent clusters in
his Decision Explorer map exclusively deal with these issues (see Table 8-6).
Incidentally, he referred to the market and the sales of the products but always
added to it that he should give it more attention in the near future to enlarge
profits further. His most important concern is to ‘compost profitably’ as is
apparent from his use of the word ‘composting’ (see Table 8-4) and,
particularly, from his Decision Explorer map: this construct is the second most
central construct (see Table 8-3). He argues that the business should earn its
money from payments by citizens, regional government and municipalities (who
take the bulk of the costs) that bring their waste to the compost site. He is hardly
concerned with (improving) the quality of the product that comes out of the
process and does not think about producing various kinds of ground. An
important reason for this may be that he lacks essential knowledge about the
process of composting itself and, as will become clear during the second round,
about the composition of various sorts of ground, as he admitted himself. One
might well say that he largely runs the business on the basis of ‘horse sense’.

Dominant logic

Agripride’s portfolio is probably not the diverse set of businesses Prahalad and
Bettis (1986) have in mind when they speak about a dominant logic; it is more a
set of activity areas than well-marked businesses. Nonetheless, we still find the
concept very useful when looking at the way John Hawthorne manages

Owner-manager

Organising the composting business

Compost profitably

Starting up new activities

Decline of agricultural contracting

L/C = 129/102 = 1,27

* L/C = number of links among constructs divided by number of constructs

Table 8-6
Emergent clusters in Decision Explorer map – Round I
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Agripride’s set of business activities. Keeping this in mind, two characteristics
of Agripride’s current dominant logic stand out. Without doubt the most notable
characteristic concerns the focus on employing Agripride’s equipment in as
many different business activities as possible. We have already observed this
several times in the foregoing pages. Figure 8-5 shows John’s most salient
nouns in his interviews. Almost lonely at the top stand his frequent references to
various kinds of equipment, including cranes, all kind of machinery, shovels,
trucks, and tractors. Close examination of his usage of these words in their
context (i.e. a KWIC-analysis) reveals the ‘bone structure’ of the firm’s dominant
logic. Figure 8-6 shows that ‘equipment’ basically has four different meanings
that are closely related.

John often equates ‘equipment’ with one or several of Agripride’s business
activities, in particular earthmoving, spraying and, in a few instances, sprinkling
grit on icy roads (note also from Figure 8-5 that he refers quite often to
Agripride’s activities). In a comparable number of cases, he stresses the capacity
of the equipment to carry out work, thereby roughly as often referring to current
capacity as to increases in capacity that result from investing in new pieces of
equipment. Finally, in a number of instances he uses ‘equipment’ in the context
of employing it in daily practice (e.g. ‘the shovel and crane run something like
2,000 hours a year’). In many instances this goes with an overtone of using the
equipment’s capacity efficiently and thus as fully as possible. The inherent
causation that lurks underneath John’s use of ‘equipment’ could well be
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summarised as follows: ‘invest in new equipment to increase total capacity to
carry out a diverse set of business activities in such a way that available capacity
is fully exploited’. The centrality of the construct ‘keep machines at work
against reasonable price . . . machines do not run enough hours’ in John’s
Decision Explorer map confirms this observation.

Although he does not waste as many words on it, it is quite clear that he
thinks in the same way about Agripride’s personnel capacity. It is even an
important motive for him to start up new activities; if there is no work in one
business activity they can be employed in another. As we will discuss in the next
section on the new business’ value chain, this is one aspect of the
complementary nature of the new composting business.

Next to focusing on efficiently using available capacity, Agripride’s dominant
logic has another important characteristic, which we have also touched upon
previously. John feels a strong urge to do things well from the start. He states
that he regularly wants to renew the machinery and not go to customers with
‘some worthless lumber’ even though that means that he has to ask a higher
price. Recall from our description of the diversification project above that he
started with the same intention with the composting business. He was in
particular triggered by the many problems a competitor in a nearby village
experienced. In reaction to that he stated that:

‘Then we immediately said to ourselves, we start with laying out a floor with two
millimeters of foil in it, so we can’t get in any trouble afterwards with leakage
which will force us to renew the whole thing, we start with going one step further
as required. Well, the province adopted it promptly, everybody that started after
us had to use the same foil. That’s why we have an exemplary position with
respect to putting up composting sites. Finally, we laid out a solid cement floor so
that it all looked neat.’

Judging from John’s statements this example is not abnormal but applies to all
of Agripride’s activities. ‘If you do a good job’, he once said, ‘they will ask you
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Figure 8-6
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again . . . and they do’. As the quality of the product depends to a large extent on
the people that operate the machines, skilled employees are a prerequisite. On
several occasions, John states that he has problems finding qualified employees.

Design of the value chain and relation with other activities

We concluded from John Hawthorne’s conceptualisation of the new composting
business that he chiefly focuses on its financial and organisational aspects and
considerably less on marketing the products or on the technical process of
composting. As noted above, half of his Decision Explorer map deals with these
issues (see Table 8-6). The nature of his conceptualisation indicates that he
strongly focuses on the design of the new business’ value chain and its relation
with Agripride’s other activities at this stage. The two are clearly related as John
approaches the new business in a quite straightforward and pragmatic way, fully
aimed towards exploiting Agripride’s capacity of equipment and people. He is
quite pleased with the complementarity of the new business to the company’s
existing businesses.

In addition to the possibilities that the new business offers to increase the
usage of Agripride’s equipment, he can put his employees to work whenever
other activities are (temporarily) quit. Once in a while, the delivered waste has
to be pulverised, heaps of compost have to be built out of it and these have to be
turned. Agripride has some room to manoeuvre to do this as a few days or even
weeks do not really matter. He values this advantage of the composting business
as high as the shared use of equipment, sometimes even higher (after all, at
regular times Agripride still has to rent specific equipment, for example for
pulverising garden waste).

An additional complementarity concerns the black ground that comes out of
the composting process. Agripride already sells black ground, which it buys
from a nearby excavation, on a regular basis. The composting business
decreases the necessity to purchase this black ground, which John considers of a
lesser quality. The following quote from one of the interviews elucidates this:

 ‘We already were in transport, and we already delivered sand. It was not a big
problem to promote delivery of black ground that comes out of the composting
process, especially not because the quality is much better than normal black
ground in which there is soil, nursery, and a lot of weeds. [. . .] We now have to
buy less of that kind of ground, we promote our own black ground. So we already
were in that kind of business and that’s one of the reasons the province agreed to
it. Listen, there are other people also who have a composting area, but they
haven’t got an output for their products, so they’re stuck with it.’

Development of new business skills

Since the start of the new composting business some four years ago, Agripride’s
owner-manager has basically developed two business skills. First of all, he has
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learned how to set up a composting area and organise it properly in such a way
that black ground of a reasonable quality comes out of it. Characteristic for his
way of working, he started quite straightforwardly and with the intention to do
things well as we noted above. He had some help from a company that had some
experience with it and used that knowledge to set it up in his own way:

‘Prince-Southgate does quite a lot in green space and pulverising and that sort of
thing, and they have several people that showed us how to put it up and get it
going. They gave us the first booklet on how various people do it. Well we have
more or less worked towards that, you might say. Well, other than that we have
invented it ourselves.’

After John had laid out the composting area, his main concern was to increase
the volume of waste and organise it in such a way that it made a reasonable
amount of profit. Now that the volume of compost has grown from 1,000 to
nearly 8,000 cubic metres in the first four years and the business yields a steady
and ‘satisfying’ stream of income, his attention is shifting to other issues. As
John expects the volume to grow further in the coming years, he is starting to
think about expanding the composting area and of changing the process of
composting itself to shorten the processing time and, thus, increase the
composting capacity:

‘. . . you have to watch everything. For example, consider the way we are turning
the heaps of compost now, it works but it isn’t good enough, you learn that
through the years. The process takes too much time. We have to do it faster,
that’s why we intend to start with a new approach. We are going to lay out a new
plot of ground, on which we will turn the material in another way using a rotary
cultivator.’

Note that up till now John was not heavily concerned with the technical process
of composting itself.

The second noticeable business skill that Agripride’s owner-manager has
developed in the first years of the new composting business, concerns the
contacts with civil servants of several municipalities and the province. Figure
8-5 shows that references to government (‘municipality’ and ‘province’) are the
fourth most frequently used nouns in the discourse of his interviews. Before he
started with the composting business he only had some incidental contacts with
governmental authorities. Figure 8-7 shows the contexts in which he referred to
‘government’. Next to the fact that many municipalities and the provincial
authorities bring their garden waste to Agripride’s composting area, he often
speaks about the contacts he has with them to confer about the composting
business and the rules they issue with respect to it. Similar to the process of
composting, he is aware that he has to put more effort into maintaining relations
with the local and regional government:
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‘That’s very important. I am not putting enough effort into that now. I should get
round the table more often with municipalities and other regular partners, just like
we are discussing the business now, I should do that more often with others too.
Well it is already happening more often but still not enough.’

In closing the first round, note that he hardly paid any attention to selling the
composting business’ products.

Summary of the first round

Table 8-2 (see the beginning of this section) summarises the core of the thinking
of Agripride’s owner-manager in each of the five learning areas during the first
round of interviews. Our main observation concerns the coherence of his
thinking across the five learning areas. John Hawthorne’s conceptualisation of
Agripride’s portfolio of business activities fully extend to his conceptualisation
of the new composting business and to his ideas of the firm’s dominant logic
(and vice versa). In turn, his thinking in the area of value chain design follows
straightforwardly from these two. John wants to expand non-agricultural
activities that draw upon Agripride’s equipment and people, thus increasing its
efficiency and contribute to a steady and sufficient stream of income for the
future. The composting business fits perfectly with these requirements as it is
complementary to many of Agripride’s other business activities and others
cannot start it up easily.

Although composting is fully new to Agripride and quite different from the
firm’s other activities, the approach John takes to develop the business is similar
to how he handles Agripride’s existing businesses. The favourable legal
situation and the possibility of using many of Agripride’s assets (land,
equipment, people) to start it up and keep it running seem to have contributed to
the new business’ success.
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Figure 8-7
Contexts of ‘government’ as used by the owner-manager – Round I
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Composing the owner-manager’s image – Round II

Roughly one and a half years after the first round of interviews we met again
with Agripride’s owner-manager John Hawthorne and his wife Rose in the
kitchen of their farmhouse for the second round of interviews. John started to
tell us that the period in between had been financially rewarding, both the
turnover and the profits had grown strongly. With the exception of the
demolition business, all business activities had grown in size and Agripride now
employed ten people, three more than one and a half years before. The turnover
of the composting business had even doubled and employed on average two
people and even four to five when the garden waste was pulverised or the heaps
of compost turned over. The sales of end products had grown steadily and one
municipality even prescribed the use of Agripride’s black ground in its
specifications of public green spaces.

Following his adage ‘if you haven’t got the machines, you won’t get the
work either’ – which he repeated several times during our interviews – he had
steadily invested the growing cash flow in new equipment. Amongst other
things, he had bought an extra truck and more than doubled the number of
containers for rental purposes. Moreover, in advance of the expansion of the
composting area, he had purchased a large and expensive sieve to sift the wood
from the composted ground (but which he already used for various other
purposes too since he had acquired it).

The increase in profits and turnover of the composting business had
strengthened his intention to expand this side of business. He expected that it
would help him in getting the loan he needed from the local bank to expand the
composting area. He planned to enlarge the composting area, which covered the
major part of the total surface area of the composting business, from 2,500 to
7,500 square metres. As well as the sieve, he intended to buy a large
weighbridge and a special machine to turn over the heaps of compost. All in all,
the investment amounted to more than a half million Dutch guilders. To ‘make
the weighbridge a bit more profitable’ and to double the number of people
working at the composting site, he had put some effort into getting a license
from the provincial authorities to pulverise construction and demolition waste.
Up till now, they had not issued one to him arguing that there were several in the
province already (although the nearest location is some fifty kilometres away).
Another argument may be they wanted to await the outcome of a court-case that
some neighbours had started against the expansion of the composting location.
John nevertheless intended to pursue it knowing that in two years time a license
will not be compulsory anymore.

The present section discusses our findings from analysing the three kinds of
cognitive maps we construed on the basis of the second round of interviews. We
will focus on important differences from the first round while discussing our
observations about the thinking of Agripride’s owner-manager as deduced from
the set of cognitive maps. Note that similar to the two preceding chapters, the
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next section will infer the learning that has taken place since the first round
mindful of our definition of learning as ‘cognitive change’.

(Re)conceptualisation of the portfolio

The strong growth in turnover and profits in the past year has shifted John’s
attention from merely aiming at securing a steady income towards pursuing
further increases in turnover, ‘on which profits will follow’. On one occasion he
stated that ‘there is more fun to it now, it enables you to undertake something
new, again’. The enthusiasm with which he talks about the planned expansion of
the composting business is one example of this, the collection and pulverisation
of construction waste he weighs on in his mind yet another. As can be seen in
Table 8-10 both dominate his Decision Explorer map together with the
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Table 8-7
Domain and centrality scores of Decision Explorer map – Round II
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earthmoving business, which John regards as the foundation on which Agripride
builds.

John’s strong emphasis on increasing Agripride’s turnover is crystal-clear
from the domain and centrality scores (see Table 8-7), his ‘extended goal
structure’ (see Figure 8-8) inferred from his Decision Explorer map, and the
higher centrality of the construct ‘contribution to profit/income’ (see Table 8-8).
The former shows that the most central constructs are all concerned with either
increasing turnover and profits, expansion of Agripride’s stock of equipment
that enables this increase, and the expansion of existing or new business
activities that will contribute to a more efficient use of equipment (and thus of
people). His ‘extended goal structure’ shows that he in particular aims at
increasing turnover of earthmoving, composting and, as he hopes in the near
future, construction waste. As these activities grow in size, he assumes that the
company and its profits will show an upward tendency too.

The latter is not something he monitors closely. He considers it rather as a
pleasant outcome that enables him to hire more employees and equipment and,
at the moment, enlarge the composting area. He expects these expansions to
increase turnover further and, in doing so, result in rising profits. Note that this
is a reinforcing loop of which there are many in his Decision Explorer map, all
in line with his adage as formulated in the introduction to this section (the
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subsection on Agripride’s dominant logic will expound one such typical loop). It
reflects a reinforcement of his conceptualisation of the Agripride’s portfolio as
‘the efficient employment of equipment and people in a diverse set of
businesses’, which we identified on the basis of the first round of interviews. In
other words, not so much the characteristics of the business activities as such are
part of his conceptualisation of the portfolio but the resources that enable these
activities and make them complementary in one way or the other. Note from
Figure 8-11 that ‘equipment’ again is his most salient noun signalling cognitive
centrality.

Construct Owner-manager

Specific machines required .60
Number of customers .71
Current workload .63
Papers required .12
Ease of starting .39
Seasonal .62
Amount of investments required .71
Relatedness to other activities .61
Contribution to profit/income .67
Future potential .66

Table 8-8
Average coefficients of determination between pairs of constructs

indicating construct centrality – Round II

Statistic Owner-manager

Frame uniformity    .331
Cognitive differentiation    .627RG

T

Cognitive integration     .573

Highest matching score 81%
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Lowest matching score
complete clustering

74%

Table 8-9
Statistical figures of the Repertory Grid Technique – Round II
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All in all, during the second round a more tightly-knit portfolio
conceptualisation emerges whose individual elements (i.e. business activities)
are less discernible and which can be less easily unravelled. The latter is also
indicated by the lower discriminatory power of constructs as implied by the
somewhat lower cognitive differentiation score of .627 and the higher cognitive
integration score of  .573  (see Table 8-9). Both indicate that each construct
differentiates less across businesses. The higher correlations among constructs
are in line with these and show that he considers more constructs as important
(see Table 8-8). Except for ‘papers required’ and ‘ease of starting’, the average
coefficients of determination for pairs of constructs on each business activity are
.60 and well above (as noted, the higher centrality of the construct ‘contribution
to profit/income’ is most striking). The lower discriminatory power of the
constructs seriously hinders the interpretation of the dimensions of the MDS-
solution in Figure 8-9; no construct is significant at less than the .10 level.

Finally, similar to the first round, we found differences between the clusters
obtained from the cluster analysis and the MDS-analysis (see Figure 8-9).
Likewise, the low frame uniformity score of .310 contradicts with the high
matching scores. The latter are even somewhat higher in line with our
conclusion that the conceptualisation of the portfolio is more tightly knit. This
suggests that the two distinct conceptualisations of the portfolio we identified
during the first round (i.e. characteristics of the activities versus the resources
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they share) still coexist to some extent and interfere with the comparison and
ranking tasks. In closing this subsection, note that both sets of clusters have only
changed slightly over the past year and a half.

Conceptualisation of the new business

As noted above, the composting business and its potential to further increase
turnover dominate his Decision Explorer map construed on the basis of the
second round of interviews. Table 8-10 shows that two of the four emergent
clusters deal with the composting business. Together with the content analysis of
the interviews, these clusters indicate that the owner-manager’s
conceptualisation of the new business is both reinforced and standing at the
beginning of further expansion. The increasing turnover and profit of the
composting business has endorsed John’s opinion that he should expand it
considerably by enlarging the composting area. Simultaneously, he is focusing
more strongly on increasing the business’ revenues through improving the
process of composting while lowering its costs. The KWIC-analysis of his usage
of ‘composting’ confirms this shift in attention (see Figure 8-10).

John expects that another process of composting will halve the composting
time and lead to a greater variety of end products of a higher quality. He largely
equates the latter with ‘ground without any small sticks in it’. Although only a
few customers complain about these sticks, he is far from happy with it. Note
from Figure 8-11 that ‘wood’ (twigs, sticks, etc.) is the third most frequent noun
he uses, nearly always to point to the sticks in the compost produced. Both his
attention to the process of composting and his concerns about the quality of the
end product which may hinder sales, contrasts markedly with his lack of interest
in these aspects during the first round. Recall that during the first round

Owner-manager

The composting business

Turnover composting business

Earthmoving

Pulverisation of construction waste

L/C = 133/94 = 1,42

* L/C = number of links among constructs divided by number of constructs

Table 8-10
Emergent clusters in Decision Explorer map – Round II
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Agripride’s owner-manager stated that the money should be earned at the
‘front’. Now he is willing to invest in the ‘back’:

‘We have now reached the stage that we have to do more with the ground.
Producing more sorts, maybe even ten different ones, so that you get that fine,
nice sort of sandground. And we should put it in bags. Costs will rise but
revenues too. In shops they ask as much as a hundred guilders per cubic meter.
Well then it is becoming attractive.’

In terms of Galbraith and Kazanjian’s (1983, 1986) diversification theory, this
marks the start of a movement ‘downstream into the composting industry’ and,
more than five years after its start-up, may signal a fundamental change in John
Hawthorne’s conceptualisation of the composting business. During the first
round he was strongly focused on the practical side of the composting location
and hardly concerned about the end product (which he merely considered as a
better substitute of the black ground he used to buy). The contours of a more
sales-oriented conceptualisation now begin to take shape (note the prominence
of ‘market’ in Figure 8-11 among the most frequently used nouns). Given the
current lack of business skills in the sales area – as we will notice in the
following – this movement holds another challenge of the diversification project
to Agripride’s owner manager. Focusing on the composting business’ ‘backarea’
will bring him further from the familiar grounds he stayed close to up till now.

In addition, to recover the costs of the investments in the composting
business, John is thinking about starting a ‘construction waste business’ too at
the same location. This again confirms his conceptualisation of business
activities we phrased in the foregoing pages – in this specific instance the
composting business – in terms of the resources they use. In this way, a new
business leads to the purchase of new equipment that may lead to the start of
new businesses both to recover costs and as a result of new work the equipment
attracts. The repeated occurrence of this pattern may explain the diverse set of
businesses in Agripride’s portfolio.
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Contexts of ‘composting’ as used by the owner-manager – Round II
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Dominant logic

During the first round we discerned two characteristics of Agripride’s dominant
logic: the efficient usage of available equipment and the urge to do things well.
We found further confirmation of their importance during the second round. On
several occasions John, for example, emphasised the importance of good crane
operators, service, neatness, and willingness to work overtime. He praises
himself that his two sons possess these skills and attitude. In fact, he regards his
sons as a major strength of Agripride that substantially contributes to the
company’s good reputation. In a similar vein, he (again) spoke most frequently
about Agripride’s equipment as Figure 8-11 shows (the KWIC-analysis showed a
similar distribution of contexts as during the first round). The many loops in his
Decision Explorer map indicate that his aim to exploit available equipment and
people has even been strengthened considerably over the past year and a half.

Excellent examples of this are the purchase of the weighbridge and the sieve.
By starting up the pulverisation of construction waste, the weighbridge can be
used more intensively thus increasing its efficiency. The sieve makes it possible
to increase the quality of the composting product (‘good peat product’) and to
produce the various sorts of products John wants to start producing. Together
with the increased possibilities to sell small bags of end products, this will
increase sales and profits ‘at the back’ of the composting business in several
ways as Figure 8-12 shows. In addition, small bags of products may be given to
private individuals who bring in their waste to bind people to the Agripride’s
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composting site to beat competitors nearby. Finally, the sieve can be used for
other purpose as ‘it automatically creates work in other areas’ as John stated and
illustrated in a lively way with several examples.

The second round also revealed a third important element of Agripride’s
dominant logic: the disregard of financial figures in managing the set of business
activities. John works more by feel, looking loosely at the workload of machines
and employees, than on the basis of detailed insight into Agripride’s finance. He
clearly does not monitor any financial figure and is largely unaware of the
contribution of individual activities to turnover and profits. What is illustrative
here is that when asked how much a certain business contributes to profits or
turnover, he refers to his wife who does the bookkeeping. The following answer
is characteristic for his interest in financial figures:

‘I don’t know that. My wife keeps it up to date, she knows exactly what the
turnover is, she keeps the administration, I just organise things a bit, she has to do
the finance.’

Design of the value chain and relation with other activities

Through the years the operational organisation of the composting business has
gradually settled and the way it is done now has become familiar to John and his
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employees. At regular times equipment is hired to pulverise the garden waste,
non-organic waste is taken out of it by hand and heaps are formed to start the
composting process, which are then turned over the course of one year. In doing
so, Agripride fully exploits the complementary and flexible nature of the
composting business. What is more, as we noted above, due to the purchase of
new equipment and the enlargement of the location it even seems to grow into a
springboard for yet another complementary activity, i.e. the pulverisation of
construction waste. Next to a more profitable usage of the weighbridge it
enables Agripride to employ another full-time employee at the composting site:

‘[Processing construction waste] taps a new market which enable us to employ
another chap which makes it possible to keep things running. When you have two
men at the site, one has to stay in front all the time because when you are at the
back you cannot possibly see what is happening in front. The only thing they
sometimes see is a cart driving off without having paid. Then you miss another
five or ten guilders. Well it’s not the money but you can’t walk back and forth all
day if you have the machines running.’

With the planned expansion of the composting area and the emerging focus on
selling its end products, the operational side of the composting business is also
entering a new stage of development. In itself, the large investment demands
careful consideration of the underground and the layout of the composting area.
However, as Agripride has extensive experience with earthmoving activities and
has often done similar things for customers this holds no problems for John and
he is far from reluctant to start with it. He speaks about it like the proverbial fish
in the water.

The lack of problems in running the composting location and enlarging the
composting site contrasts markedly with the coming production of various sorts
of ground and setting up its sales to buyers like garden centres, growers and
horticulturists. Up till now the composting business produced one sort of black
ground that was sold as a better and, to Agripride, cheaper substitute to the black
ground Agripride used to buy for its customers. At the moment, the design of a
new value chain is seriously hindered by John’s lack of knowledge of producing
high-quality sorts of ground and his lack of experience with selling products to
garden centres and private individuals. This brings us to the development of
Agripride’s business skills. Before doing so, note again that our treatment of the
value chain is fairly short, even though it takes most of John’s time and
attention.

Development of new business skills

Some five years after starting it up, John Hawthorne now masters the business
skills to run the composting business in its current way, including dealing with
the local and regional governments more or less (although he is still aware that
he should put more time and effort into sustaining these relations). Also, he
seems to be fully capable of putting up a larger site as he has planned and run it
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properly. However, he is fully aware that the production of various sorts of
composted products and their sale in the market are largely outside the limits of
his current capabilities. Consider for example the following statements he made:

‘We have to do more with the ground but you need somebody who knows the
details about it, what you make, how you for example make potting compost. I
don’t know how to make potting compost.’

‘Look for example at tree compost, we now deliver some tree compost here and
there but we haven’t found the right composition yet. There is a formula of
components but I don’t know that exactly. [Specialised companies] don’t tell me,
they even don’t want to supply me. I know they put some special sand in it, they
have it and make tree compost with it [. . .] that sand comes from somewhere . . .’

John did not show any intention of acquiring the required knowledge himself.
On the contrary, he preferred to have somebody else to figure it out for him after
which he could go back to work again and do what he is good at and feel
comfortable with: running the composting business with the equipment and
people available. At the time of our second round of interviews, John loosely
considered either hiring someone with more knowledge of it who wants to go
deeply into it or, alternatively, asking one or two students from an agricultural
school to figure out the composition of various sorts of ground for him. On the
basis of the knowledge they acquire, he can then develop the required skills to
produce various sorts of products of a high quality.

With respect to the sales of composted products, John has only made a
cautious first step by advertising on the local radio, which is more or less in line
with regional habits. Similar to the time and attention he pays to sorting out the
composition of compost grounds, he does not give much priority to it.

Summary of the second round

Table 8-11 summarises our findings in each of the five learning areas on the
basis of the second round of interviews. Three observations stand out in the
cognitive maps we analysed. Firstly, the owner-manager’s conceptualisation of
the portfolio and the matching dominant logic have been reinforced over the past
year and a half. The increase in Agripride’s turnover and profits have
undoubtedly contributed to this. The loops in his Decision Explorer map
illustrate this reinforcement.

Secondly, the owner-manager’s conceptualisation of the new composting
business has been strengthened and extended. On the one hand he is fully
convinced that the composting location should be expanded while on the other
hand he is becoming more aware that he should devote more time and attention
to the ‘back’ of the composting business, i.e. the sales of its end products. This
may mark the movement towards a more sales-oriented conceptualisation of the
composting business; currently the conceptualisation of the composting business
is more oriented towards the practical organisation of the composting site.
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Thirdly, the growing awareness of the importance of the ‘back’ of the
composting business, in turn, makes Agripride’s owner-manager aware that he
lacks essential knowledge to produce various sorts of end products and sell these
to the market. Nonetheless, he does not pay much time and effort to it, referring
to others who might acquire the knowledge on the basis of which he then can
develop the required practical skills. At the moment, he seems to pay most of his
time and effort to the design of the value chain with which he is more familiar.

Knowledge area Owner-manager

(Re)conceptualisation of
the portfolio

Employment of diverse set of equipment and people
(i.e. resources) in a variety of business activities that
as a result of this are complementary

Conceptualisation of
the new business

Perfect activity that secures long-term income while
being complementary to many other activities
(reinforced); contours of sales-oriented business
conceptualisation begin to emerge

(Development of)
dominant logic

Reinforcement of urge to exploit available capacity of
equipment and people and do things well; work by feel

Design value chain

Maximal usage of Agripride’s available equipment
and people when other business activities are quiet
and possible springboard for new activities; largely
uncertain about production of various sorts of end
products and setting up sales

Development of
business skills

Organisation of the composting location and
maintaining relationships with local and regional
governments is familiar; lack of knowledge with
regard to producing various sorts of ground and
selling these in the market

  N.B. outlined area indicates main focus of attention

Table 8-11
Owner-manager’s image of Agripride’s diversification project

during second round of interviews
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Learning during a diversification attempt

Whereas the Colifox case is interesting because of the failure of the
diversification project (sec) and the Beltics case for the preliminary stage the
project is in, the present Agripride case is attractive given its resounding
success. In a few years time, the new composting business octuplicated in size to
become one of Agripride’s main business activities. In addition, it serves as a
springboard for further expansions both of the company’s existing activities and
possibly for yet another new business. The cognitive perspective greatly helped
in studying the owner-manager’s considerations behind his actions in the context
of the diversification attempt. Agripride’s diversification attempt was not
preceded by comprehensive analyses written down in extensive reports nor was
it discussed at length with all kinds of experts. Instead, John Hawthorne started
fairly quickly after noticing the opportunity of composting vegetable, fruit and
garden waste. Ever since, he (seemingly) approached the new business rather
intuitively without monitoring some key financial figures. Because many of his
considerations remained unspoken and were largely implicit in his actions, the
word ‘elicitation’ is well in place in this case.

Similar to our discussion of the preceding two cases, we start by reviewing the
main learning points and then go on to discuss the core insights we inferred from
this case. We will only incidentally link these insights to theory if it helps in
clarifying our judgement; the next chapter will embed our findings across the
three case studies in the theory discussed in the first four chapters of this
research report. Note that there is a very thin line between organisational
learning (i.e. the company-as-a-whole) and individual learning (i.e. Agripride’s
owner-manager) in this case.

Agripride’s owner-manager has learned that he is on ‘the right track’ both with
the new business and with the entire company

This observation stands above all when we consider and compare the cognitive
maps construed in both rounds of interviews. The favourable financial
performance of the company and the new composting business substantially
contributed to the owner-manager’s decisiveness. Recall his words during the
first interview in the second round: ‘there is more fun in it now, it enables you to
undertake something new, again’. During our empirical research the owner-
manager shifted his attention from merely aiming at securing a steady income
towards a further increase in turnover and profits. The cognitive maps construed
with Decision Explore illustrate this shift well (see for example Table 8-7).

Simultaneously with Agripride’s growing turnover and profits, the owner-
manager’s conceptualisation of Agripride’s portfolio of business activities
became more tightly knit. At the time of the second round of interviews
individual elements (business activities and constructs) were less discernible as
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indicated by the lower cognitive differentiation and higher cognitive integration
scores, the higher correlation among constructs, and the higher matching scores
from the cluster analysis. This suggests that he saw the various business
activities as more intricately connected. Most importantly, he did not consider
the use of most resources (machines, people) limited to a single business activity
but as an opportunity to employ them in various combinations and for different
purposes. He was considerably more eager to find new ways of using
Agripride’s equipment (including the people that operate it) more intensively
across business activities. Excellent examples include the new bought sieve, the
weighbridge, and a new truck. His ideas about starting up the processing of
construction waste fully fit in with this interest. Amongst other things, he
considers it an excellent possibility to employ more people full time at the
composting site and to exploit the weighbridge more efficiently.

Agripride’s owner-manager learned how to start up and operate a composting
business

The owner-manager basically learned two new business skills in the context of
the new composting business. Before he established the composting business, he
only had some general knowledge about the process of composting.
Nevertheless, he did not carry out any extensive analyses beforehand nor did he
follow any specific courses. Instead, he started swiftly after he had acquired
some basic knowledge (he spoke about the help he got from a company in the
neighbourhood and the introductory booklet they gave him). The main activities
involved laying out the composting area, which included a special floor, and
starting up the process of composting. The latter is relatively plain especially if
there are no great demands made upon the quality of the end products like
Agripride’s owner-manager did at the start of the new composting business.
Using common sense, the company was able to produce a steady stream of
compost of a satisfactory quality (and of higher quality than the black ground
Agripride used to buy) within a few years. Next to having acquired knowledge
about the process of composting, Agripride’s owner-manager learned how to
deal with local and regional governments and its civil servants. Up till then, he
only had some incidental contacts with them that now became more enduring.

Agripride’s owner-manager learned that composting is more than the process of
composting

At the end of our research, some five years after starting up the composting
business, Agripride’s owner-manager became interested in producing different
sorts of composting products and in marketing the end products. He was fully
aware that he lacked essential knowledge in these areas. His basic knowledge
about composting fell short of producing special kinds of compost (like tree
compost) and he did not have any experience with marketing these products in
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the market to garden centres, growers and horticulturists. The cognitive maps
indicated that he hardly paid any attention to these issues during the first round
of interviews. During the second round the owner-manager noted that he needed
to pay attention to both areas as the supply of organic waste seemed to reach its
maximum and additional profits could only come from the ‘back’ of the
business. In addition, he started to think about ‘beating the competition’, for
example by binding people to his composting business by offering them small
bags of compost. However, he did not intend to put much effort into acquiring
these skills but instead, rely on others (new employee, students) to explore these
issues for him.

Insights from the present case study

Although what we have written suggests that the owner-manager of Agripride
did not learn an awful lot in the context of the composting business (especially
not when compared with the two foregoing case studies), the Agripride case
yields several valuable insights precisely for this reason. We will again discuss
these insights point by point. Recall that we regard them as hypotheses
suggested by the present case study; the next chapter will consider the insights
in all three case studies and relate it to existing theory.

When a new business reinforces the dominant way of thinking and working,
learning may be limited

When we take into account how much Agripride’s owner-manager learned and
what he learned, the new composting business mainly enforced his prevailing
way of thinking with respect to the most important existing business activities.
Recall that his central conceptualisation of Agripride’s portfolio is construed
around the resources the business activities share. He actively aims at using
available machines and personnel to the maximum. In addition, he prefers the
kind of businesses that have good future prospects, lots of customers while
others cannot start it up easily. The new composting business meets all these
criteria. Agripride’s owner-manager mainly considered it as yet another way to
employ available equipment and exploit idle capacity (remember also that he
had all the machines needed to lay out and extend the composting area). In this
sense, the composting business did not differ from any of the other business
activities, which also draw upon available capacity.

It was only at the end of our research that he started to think about the
composting business in a way that differed fundamentally from how he thought
about other businesses (see last learning point in the preceding section). Because
he chiefly did what he had been doing in other business activities for several
years his learning has been rather limited at least up till this point. This may well
change in the (near) future as he starts to consider issues like product
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differentiation and marketing with which he has not much experience and about
which he possesses limited knowledge and which brings him into his ‘zone of
proximal development’. In terms of Galbraith and Kazanjian’s (1983, 1986)
theory, this may even signal the move to another ‘centre of gravity’. Whereas up
till now Agripride has mainly been working in the ‘upstream’ stages of the
industry, it is now moving downstream to become a ‘product producer’. Recall
from Chapter 1 that Galbraith and Kazanjian in particular stress the contrasting
requirements of upstream and downstream stages.

The true challenge of diversification attempts may only reveal itself after some
time

The Agripride case indicates that early success, even for several years, does not
guarantee enduring success of a diversification attempt. Up till the second round
of interviews profits and turnover had increased rapidly. This was partly because
the composting business fitted in with the prevailing ways of thinking and
working, for another part it was because circumstances had been quite
favourable (i.e. tightening environmental legislation, growing awareness of
environmental problems, few competitors). At the end of our research we
noticed that both may well change in the coming years. On the one hand, the
increase of the quality and diversity of end products the owner-manager aspires
to and the urge he feels to market them more actively may well lead to tensions
with the prevailing dominant logic. On the other hand, recently more substantial
competition has started to emerge as several new composting areas have been
established in the region (although all smaller than those of Agripride). The
latter is one of the reasons for the owner-manager to shift his attention to
product quality and sales.

As we noted above, Agripride’s owner-manager did not have much
experience with producing various sorts of compost and marketing products
actively, nor did he, at the end of our research, possess the knowledge and skills
to do so. Acquiring the latter may well enclose the real challenge of the
diversification attempt to Agripride. If the owner-manager succeeds in acquiring
essential knowledge and skills to tap and meet demand into composting
products, performance of the composting business may increase further. If not,
however, it may even become difficult to maintain the current level of turnover
and profits. To a considerable extent this will depends upon what nearby
competitors will, and are able to, do.

One diversification attempt may lead to another if it brings in new resources

One of the most intriguing insights from the present case study relates to the
chain of new businesses Agripride’s owner-manager has started up in the past
decade. His Decision Explorer map construed during the second round reveals
the ‘recipe’ behind this chain. It contains several reinforcing loops that clearly
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reflect his ostensibly plain statement that ‘one thing leads to another’. Next to
the possibility of using existing equipment, every new business demands some
new machines. To increase usage of these machines he either attempts to fulfill
related services or actively searches for new business activities. By way of
illustration, the cleaning of sugar beets led to earthmoving which in turn led to
transport and the delivery of sand and ground. In a similar way, the sieve and
weighbridge he bought to improve the composting process may lead to the
processing of construction waste in the near future (see Figure 8-12). The
favourable financial situation further strengthens and accelerates the reinforcing
loops as it enables the purchase of new machines (note that this differs from
expected profits as a motive for diversification). Finally, notice that Agripride is
a vivid example of both ‘economies of scope’ and the resource-based view of
the firm, which states that the extent of diversification is a function of a firm’s
resources. To Agripride’s owner-manager the exploitation of resources is
primary, the business activities itself only seem to come in second place.

Personal feelings and preferences are decisive in starting up a new business

Both foregoing case studies illustrated the importance of personal feelings and
preferences in directing thoughts and actions of the (owner-)managers we
interviewed. The present case is no exception in this respect. The thinking and
acting of Agripride’s owner-manager cannot be fully understood without taking
his personal beliefs and values into account. His motives for starting new
businesses, such as the composting business, are firmly rooted in his objective to
avoid bankruptcy – to which he was so close in the early eighties – and his
resolute preference to remain his own boss. In addition, he is well aware that his
two sons will succeed him in the future, which urges him to take a long view in
thinking about the company and its income stream. Together with a fundamental
attitude to identify, create and exploit opportunities, these considerations drive
him to increase the variety of business activities beyond the current scale.
Although shaped in interaction, his inclination to fully exploit available
equipment and people rather follow from his personal beliefs and values than the
other way around. In a similar vein, the urge to do things well is more a personal
preference of Agripride’s owner-manager than the well-considered decision
based on thorough market analysis. By way of illustration, it is essential in
understanding why he feels uncomfortable about the sticks in the compost
(about which only a few customers complain) and wants to increase the quality
of end products.

Chances of a successful diversification attempt are considerably higher when it
fits into the prevailing mental coherence

The most striking insight (which again brings some insights together) from the
Agripride case is the owner-manager’s mental coherence across the five learning
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areas. In Chapter 6 we defined ‘mental coherence’ as the coherence in thinking
across different aspects of the company’s (set of) businesses. Already during the
first round of interviews the owner-manager’s conceptualisation of the portfolio
of business activities fully extended into his ideas about the company’s
dominant logic, value chain and required business skills. This mental coherence
has led to (as well as it has probably been shaped by) a host of, partially implicit,
mental and organisational routines that enable the current smooth management
and operation of the set of business activities. During both rounds of interviews
his conceptualisation of the new composting business matched with his mental
coherence and routines (although it is possible that the new business played an
active role in shaping these as our first interviews took place four years after the
start-up).

This insight is the other side of our first insight: the less one has to learn, the
higher the chances of success seem to be (in the present case at least in the short
term). Without many problems, Agripride succeeded in running a profitable
composting business. Over the course of the diversification project its owner-
manager learned that he could apply the same way of working in several
existing business activities (most notably earthmoving) to the composting
business. He did not have to change the prevailing dominant logic that stresses
the importance of utilising available equipment and people. In addition, there
was no need to change the prevailing, largely intuitive, way of working. As we
noted above, only a few new business skills were needed to start up the
composting business. As a result, the new business quite smoothly became one
of the company’s main business activities. In fact, the new composting business
made life easier for him as he now has more flexibility in employing (the
extended set of) equipment and personnel. In this sense, the new business not
only fitted in with the prevailing way of thinking and working but also
reinforced it considerably.

Once again, this may change in the near future. During the first years the
new composting business largely fell into the owner-manager’s present ‘zone of
familiarity’. It was only at the end of our research that he started to feel
discomfort about the composting business and became aware that he was
lacking essential knowledge and skills with respect to composting products and
marketing to bring the business a step further. Following Vygotsky (1986), these
are currently located in his ‘zone of proximal development’ although, if we take
his current little attention (he prefers to leave it to others) into account, it may
have just entered this zone.

Conclusions

The cognitive perspective on the Agripride case has yielded a number of
interesting and related insights. Recall from Chapter 6 that the diversification
attempt in the Colifox case fell outside the prevailing mental coherence and the
director and group manager refused to change it. In the Beltics case the general
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manager actively worked on construing a new mental coherence that enclosed
the new processing business. In contrast to these cases, Agripride’s new
composting business fully fitted into the owner-manager’s prevailing way of
thinking and working and enforced it rather than changed it. The new business
offered him better possibilities to exploit available equipment and personnel. All
in all, the new business ran smoothly and yielded high profits soon after its start-
up. In itself this is remarkable if we call into mind that we characterised
Agripride’s diversification move as ‘a nearly pure example of conglomerate
diversification’.

On the other hand, precisely because the new business matched so neatly
with the existing way of thinking and working, the owner-manager did not learn
extensively over the course of the diversification project. The most important
thing he has learned is that he is on the right track, both with the new
composting business as well as with the entire company. The new business (and
its high performance) barely forced him out of his ‘zone of familiarity’ into his
‘zone of proximal development’. The knowledge and skills he (and his
employees) possessed were largely adequate to operate the new business and
produce compost of a satisfactory quality. However, at the end of our empirical
research there were some signs that this may well change in the near future. He
started to feel discomfort about some aspects of the composting business. This
suggests that the true challenge of diversification attempts may only reveal itself
after some time as new knowledge and skills have to be developed. In other
words, success in the first stages of a diversification project does not guarantee
continuing success as new obstacles (such as deficiencies in terms of knowledge
and skills) may make themselves known during the course of the project.

In addition, the Agripride case revealed another remarkable insight: if a
diversification project brings new and different resources into the company, the
project may well serve as a springboard for other diversification projects and
induce a chain of diversification attempts (even within a few years as in the
present case). This may especially happen when the main resources (e.g.
equipment) stand central in the conceptualisation of the portfolio instead of the
business activities. Hence, not so much the characteristics of business activities
but the knowledge, skills and resources needed for running these activities are
crucial in understanding the course and outcome of diversification projects. This
is an important conclusion as the mainstream of the research in diversification
largely focuses on the former.

Finally, similar to the preceding two case studies we find that we cannot
ignore the emotional side of people. Feelings and personal preferences are
decisive in this process of starting up new business activities. For one thing, it
was evident that Agripride’s owner-manager felt a strong urge to exploit
opportunities and resources. It is noteworthy that the literature on SMEs (see
Chapter 3) acknowledges the importance of owner-managers’ attitudes whereas
the literature on diversification seems to largely disregard it.



Chapter 9 

Learning from Experience

The foregoing part presented our research of diversification projects in three
small and medium-sized enterprises with the purpose of contributing to a theory
of diversification. Given our critique on the mainstream of diversification
research, whose results we labelled as ‘disappointing’ and ‘unsatisfactory’, we
think such a theory will meet both an academic and a managerial need. The
present research is based on the contention that research into diversification can
make considerable progress by exchanging the currently dominant coarse-
grained research approaches for more fine-grained methodologies. The cognitive
research methodology employed in this research to study (organisational)
learning processes during the process of diversification meets this requirement.
In developing this methodology we have brought together four impressive
streams of research, which we explored and analysed in the first part of this
research project.

The first two chapters discussed the conceptual and empirical research on
diversification as published over the past forty years by hundreds of authors.
Chapter 1 presented an overview of the various conceptualisations of
diversification that have been developed over the years. We noticed that scholars
have shown a growing interest in managers’ conceptualisations of
diversification as well as in the learning processes these managers and their
organisations go through during processes of diversification. By taking a
cognitive perspective to study processes of (organisational) learning the present
research clearly departed from this point of view. Chapter 2 reviewed the
extensive body of empirical research into corporate diversification and diversity.
Our analysis of the mainstream of diversification research, the promising results
of a handful of studies that examined the process of diversification, and main
theoretical views on diversity confirmed the value of a cognitive perspective on
diversification and offered several additional clues (most notably individual
cases studies as the preferred research strategy).

Because of the little attention paid by researchers to diversification by SMEs
on the one hand and the favourable opportunities SMEs offer to employ a
cognitive research perspective on the other hand, we chose to study the
diversification projects within three such companies. Chapter 3 reviewed the
research on diversification among SMEs and, given the small size of such
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research, additionally reviewed the related and extensive research into the
growth of SMEs. These reviews showed that diversification by SMEs (on average
diversified to a considerable degree) may differ significantly from
diversification by their larger counterparts given the deviating characteristics of
SMEs, such as the omnipresence of their owner-manager(s) and the scarce
availability of knowledge and financial funds. For one thing, SMEs often
diversify for fundamentally different reasons compared with their larger
counterparts (in particular personal reasons, see Lynn and Reinsch, 1990).

Chapter 4 reviewed two streams of research that have in recent years
attracted a growing and substantial attention from management researchers
world-wide: organisational learning and managerial and organisational
cognition. This review served to position our research approach in the current
literature and to develop the conceptual foundation of a research methodology to
chart processes of organisational learning. The methodology conceptualises
organisational learning in terms of cognitive change, an interpretation which
enabled us to use existing cognitive mapping techniques; Chapter 5 developed
and presented the research methodology in detail. We marked our approach as
learning-by-individuals ‘plus’ while acknowledging that organisational learning
is above all a social process that involves more than individual cognitive change.
We regard the (owner-)managers we interviewed in the three companies as ‘key
witnesses’ of organisational sense-making and learning processes who can
inform us on what their organisation, as a group of socially interacting
individuals, has learned in the context of the diversification projects. Moreover,
given the central position of the owner-manager in SMEs, his individual learning
comes close(r) to the learning by his organisation (compared with large
companies).

The goal of this final chapter is to assess the contribution of the present research
to a theory of diversification, mindful of the main purpose of this research as
described in the Chapter 1:

The identification of organisational and contextual factors that in
interaction shape the course of diversification projects and determine
their ultimate success or failure within small and medium-sized
enterprises, and the examination of the process in which these factors
interact.

For this purpose this chapter brings together the insights from the three case
studies and links these to the four streams of research by assessing the
implications of these insights for existing theories in each of these streams. The
chapter sets off with a cross-study comparison of the three case studies. Recall
that each of the preceding chapters discussed and interpreted the learning by the
interviewed (owner-)managers and their organisations in their own context and
included the insights we inferred from their learning experiences. In comparing
the three case studies we are especially interested in factors that have not (yet)
entered diversification research at large. However, we will also assess which of
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the moderating variables, as identified by mainstream diversification research
and presented in Chapter 2, were visible in the three case studies. Next, the
findings of the present research are related to the literature on diversification and
growth by small and medium-sized enterprises as presented in Chapter 3. The
chapter then goes on to take stock of factors and variables that are thought to
influence the process and outcome of a diversification attempt, both suggested
by earlier research and the present research. We will consider these factors and
variables as ‘building blocks’ of a theory of diversification for SMEs in particular
and, based on this listing, mark the (rough) contours of such a theory.
Subsequently, the chapter shortly evaluates the research methodology employed
in this research by highlighting some its strengths, dilemmas we faced before
and during this research, and the flaws that came with these. The chapter ends
with some concluding remarks.

Cross-study comparison

In this section we subsequently analyse and discuss the three case studies in
conjunction by comparing the learning experiences of (the interviewed
managers in) the three companies and the insights we deduced on the basis of
our empirical investigations. In doing so, the voluminous and rich amount of
case data is brought back to (what we consider as) its essence. It is important to
note that in comparing findings across cases we considered the three case studies
as equal incidences of diversification, which is in accordance with the
conceptualisation (and corresponding working definition) of diversification we
argued for in Chapter 1. Relevant to this conceptualisation is that the (owner-)-
managers we interviewed in the three case studies all considered the new
business activities they were involved in as fundamentally different from any of
their company’s existing business activities. Recall that this interpretation of
diversification corresponds to a management-perspective and differs from an
investigator’s perspective, which is the dominant perspective in the mainstream
of diversification research. Moreover, in comparing learning experiences and
insights we were interested primarily in equivalent, and non-equivalent, patterns
across the three incidences of diversification. This analytical strategy is
comparable with Yin’s (1989) ‘pattern-matching strategy’ with the crucial
difference that, given the exploratory nature of this research project, our main
interest was in empirical patterns. We were therefore at the outset less interested
in comparing identified (empirical) patterns with those predicted by any theory,
the kind of comparison which Yin stresses. In addition, given equivalent (or
non-equivalent) patterns identified across the three case studies, our interest was
in building explanations for the occurrence (or lack) of such patterns, a research
strategy that closely corresponds to Yin’s (1989) ‘explanation-building’
strategy.

We have grouped the main insights (eleven) that emerged out of the cross-
study comparison around (five) major themes. Like the insights we formulated
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The Composter
‘Agripride’

Equipment leading: availability both
necessitates and enables the start-
up of new business activities (i.e.
functions as a springboard)

Perfectly fitting in with
conceptualisation of portfolio of
activities

New activity has reinforced
existing dominant logic (and in
doing so the logic became more
explicit)

Focus on maximal usage of
available equipment (and people)
increases company’s performance

Several new skills developed and
discovered that essential
knowledge is lacking

The Processors
‘Beltics’

New business activity is necessary
to offer full range of products and
services which enable long-term
cont(r)acts producers and others

New business prerequisite for good
future performance company

Imperative to move from current
‘trading logic’ to ‘professional,
sales-oriented organisation’

Some paper-and-pencil ideas about
linkage between existing and new
activities

None yet

The Wholesalers
‘Colifox’

European market offers
excellent possibilities for growth
and spread of risk

Latin American market not
worthwhile to invest in especially
given type of customers

New business activity does not fit
in with prevailing dominant logic

Latin American customers should
be treated similar to other
‘foreign’ countries (and with
considerable reserve)

Learning was largely lost when
sales manager left the company

Knowledge area

(Re)conceptualisation
of the portfolio

Conceptualisation of
the new business

(Development of)
dominant logic

Design value chain

Development of
business skills

 N.B. outlined areas indicate focus of attention

Table 9-1
Learning during the diversification attempt compared for the three cases
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on the basis of the individual cases, these insights can be grouped into two
categories.  For one part the insights are conclusions across the three case studies,
for another they are inferences from the present research and should be
considered as hypotheses. It should not come as a surprise that all themes and
insights are related to the process of diversification and/or cognitive in nature.
Successively, we pay attention to the concept of mental coherence that emerged
from the present research,  the significant role personal feelings and preferences
played in the three case studies, the process of diversification, and shortly
discuss the nature of learning and the definition of success and failure of
diversification projects.

As recalled in the introduction to this chapter, we regarded the (owner-)
managers we interviewed as ‘key witnesses’ of the learning and sense-making
processes their companies went through during the diversification projects.
Deduced from the cognitive maps, which we construed on the basis of
interviews with these managers, Table 9-1 summarises the learning processes
we observed in the three companies. In line with our analysis of each case in the
preceding three chapters, we have organised their learning experiences
according to the five (arbitrary) learning areas of the theoretical framework as
presented in Chapter 5 (see Figure 5-2). Table 9-2 shows common insights we
gained from all three case studies and, additionally, main insights that we
formulated on the basis of one case study but  which we think are relevant for
the other studies too. We will discuss these insights within the context of the
learning experiences of these companies and the themes that we identified
across the three case studies.

Mental coherence

During the discussion of insights from the three case studies we introduced the
concept of ‘mental coherence’. We described this concept as the gestalt-like
interconnectedness in the managers’ thinking across the five learning areas
enclosing a host of individual and organisational (mental) images and routines.
In all three instances we noticed a growth in the mental coherence for the
managers we interviewed over the two interview rounds. Table 9-1 shows the
resulting coherence in the thinking of the interviewed managers across the five
learning areas for each company. During our research, thinking and learning in
each of the five learning areas induced changes in other learning areas. These
changes reinforced and complemented each other and, as a result of that
interaction, thinking across the five learning areas increasingly fitted together.
Note that the particular categorisation of learning areas we employed is arbitrary
but that these areas, taken together, span the broad variety of management
aspects managers have to deal with during a diversification process. Besides the
close mental interconnectedness of the learning areas, the similarities and
differences between the three cases are noteworthy.
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The Composter
‘Agripride’

Chances of success considerably
higher when diversification
attempt fits into prevailing
mental coherence
Learning may be limited when a
new business reinforces the
prevailing way of thinking and
working
Decisive in starting up a new
business

--------

 The true challenge of
diversification attempts may only
reveal itself after some time and
one diversification attempt may
lead to another if it brings in new
resources

The Processors
‘Beltics’

A new business can upset the
existing mental coherence

Differences between the old and
a new way of thinking may
contribute to a new way of
working
Direct thinking and action with
respect to a new business

Clear example: learning by general
manager isolated in company

Environmental changes and a new
business may contribute to the
re-thinking of existing
conceptualisations and ways of
working and precede the start-
up of a new business

The Wholesalers
‘Colifox’

Chances of success lower if
management rejects any change
of the existing mental coherence

Prevailing dominant logic may
influence course and outcome of
a diversification attempt

Decisive in pursuing a
diversification attempt

Clear example: ‘management-at-
home’ versus ‘sales-manager-out-
there’

Division of tasks can lead to
isolated learning processes which
in turn lead to different mental
constructions of a new business;
active involvement in all learning
areas may prevent such
fragmentation of learning

Insight

Mental coherence across
learning areas

Dominant way of thinking

Personal feelings and
preferences

Individual learning ≠≠≠≠
organisational learning

Individual insights from
each case study

Table 9-2
Insights formulated from each of the three case studies
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With respect to the similarities, all three cases suggest that the managers
mentally do not sharply distinguish between different aspects of the (set of)
business activities of their company. The verbal accounts of the managers we
interviewed indicate that their thinking with respect to the diversification project
was  (is) an integral part of their thinking about their company as a whole and
cannot be isolated from that. In other words, there seems to be a strong mental
interconnectedness between different aspects of their thinking in the sense that
when they think about one aspect of the (set  of) businesses, they simultaneously
consider this in conjunction with other aspects. By way of illustration, the group
manager and the director of Colifox did not think about the company’s corporate
strategy without taking the company’s appreciated way of working and the
current organisational set-up into consideration. Also, the managing director of
Beltics did not consider a new way of working apart from his recent painful
experiences and the financial constraints his company was facing. To formulate
it differently, the thinking of the (owner-)managers we interviewed can best be
characterised as taking place in a ‘mental space’, in which different aspects of
businesses are attended in conjunction, rather than that they attach these to strict
and clear categories. It may only be that when managers start to talk about their
company’s businesses, that they (verbally) separate certain elements, most likely
those that relate to ‘commonly accepted’ categories like ‘strategy’ and ‘value
chain’ (which confirms the value of unstructured interviews in which no
categories are imposed on interviewees). The concept of mental coherence thus
blurs the distinction between organisational and strategic levels, which are
commonplace in management literature.

Whereas the three cases share a growth in mental coherence over time, they
differ in at least two respects. Firstly, contrary to the dominant directions
between the five learning areas we loosely suggested in Chapter 5, in each of the
three cases the mental growth processes originated in, and focused on, different
learning areas (see outlined areas in Table 9-1). In the Colifox case the emphasis
in the diversification process was on the (re)conceptualisation of the portfolio, in
the Beltics case the development of a new dominant logic (a new way of
working) was leading, and the owner-manager of Agripride predominantly
stressed the design of the value chain. Secondly, the growth process happened in
three fundamentally different ways in the three cases. In the Colifox case, we
noted that the prevailing mental coherence was strengthened considerably as
both the group manager and the director became more aware of what the
company had to pursue definitely, i.e. European growth. Moreover, the
prevailing mental coherence resolutely excluded the new Latin American
business and, in doing so, it enclosed the decision to cut back the company’s
efforts in Latin America. In the Agripride case the owner-managers’ thinking
about the new compostng business also strengthened the prevailing mental
coherence across the five learning areas. The decisive difference is that in this
case it definitely included the new business. Finally, in the Beltics case thinking
about the potential waste-processing business contributed to forceful efforts by
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the managing director to change the prevailing mental coherence and develop a
new one instead.

If we summarise the preceding observations we can now formulate the first
insight on the basis of the present research:

Insight 1 The prevailing or changed mental coherence across the five
learning areas grew during the diversification process but these
growth processes differed across the three case studies

This insight gives rise to two additional observations, one related to the
importance of considering the mental coherence a company’s management
construes, the other to their willingness or reluctance to change the prevailing
mental coherence.

Firstly, the foregoing insight validates our earlier inference, formulated on the
basis of earlier research on the process of diversification (see Chapter 2; notably,
Normann, 1977; Miles, 1982; Burgelman, 1983; Kazanjian and Drazin, 1987;
Ginsberg, 1990), that learning during diversification takes prominently (not
solely) place on a cognitive level. It also confirms the importance of taking the
management’s conceptualisation of a new business and their learning over time
into account (see Chapter 1; notably Mintzberg, 1988; Ginsberg, 1989; Prahalad
and Bettis, 1986). In fact, we regard the concept of mental coherence as a more
comprehensive interpretation of managers’ conceptualisation of a (set of)
business(es) as it encloses various aspects of management (such as covered by
the five learning areas in our framework).

Only part of the linkages a management team discerns and construes between
business activities will have consequences that are easily visible to outsiders,
that is only the (constellation of) tangible linkages. If we compare the character
of the diversification projects in the three case studies according to existing
classification schemes on the one hand with the relatedness the managers
involved in these projects identify on the other, an interesting conclusion
emerges. Recall that we characterised Colifox’s diversification attempt in terms
of the classification schemes of Ansoff (1965) and Rumelt (1974) as
considerably more related than the diversification attempt of Agripride and,
albeit to a lesser extent, Beltics. It is remarkable that the relatedness the (owner-
)managers involved in these diversification attempts discerned between the new
and the existing business activities is fully at odds with these characterisations.
Agripride’s owner-manager stressed the close relatedness between the new
composting activity and the other business activities of his company while the
group manager and the director of Colifox pointed to the many dissimilarities
between the Latin American endeavour and the existing activities of the
company in Europe. Moreover, as we have seen, the diversification attempt (sec)
by Colifox was definitely less successful than Agripride’s attempt. It is clear that
this outcome does not match with any prediction based on the employment of
the classification schemes of Ansoff and Rumelt. This strongly suggests that the
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outcome of a diversification project depends more on relatedness the
management of a diversifying company discerns between new and existing
business activities than on the relatedness outsiders (e.g. researchers) assume.

Hence, insight into a management team’s specific mental coherence (being
one alternative out of a wide range of possible mental representations of sets of
businesses) throws light on the specific, idiosyncratic constellation of linkages a
management team establishes and pursues at the expense of others. Note the
resemblance with Thomas and Thomas’ (1928: 572) aphorism: ‘if men define
situations as real, they are real in their consequences’. Only the deeper lying
mental coherence gives meaning to the (visible) tangible linkages a company’s
management pursues. This observation matches with our remark in Chapter 1
that the intangible linkages among (sets of) businesses directly result from
managerial sense making. Behind the visible, tangible aspects of a (set of)
business(es) a mental world is hidden that makes the visible meaningful. We
expect that a company’s official vision or mission will in general be far from
adequate to get acquainted with a management’s mental world.

The foregoing discussion leads to the formulation of the second insight:

Insight 2 The tangible linkages among a company’s businesses cannot be
interpreted meaningfully without considering its management’s
mental coherence

A second observations related to our first insight is that the mental growth
processes we discerned differed considerably across the three cases. Of the three
diversification projects we studied, Agripride’s diversification attempt was by
far the most successful at the end of our empirical research while Colifox’s
attempt to enter the Latin American market was (in itself) the least successful.
We also noted that Agripride’s composting business fully fitted into the
company’s prevailing mental coherence whereas Colifox’s Latin American
business did not. In other words, the mental fit was much higher in the former
case than in the latter. In addition, two of the Colifox managers we interviewed
did not intend nor like to change the prevailing mental coherence to adjust it to
the new business, i.e. their mental willingness was minimal. The waste
processing business Beltics’ managing director pursued did not fit in well with
the prevailing mental coherence but he was fully willing to change it and
develop a new mental coherence that did.

If we combine the two underlying dimensions and look at the three
diversification attempts from the perspective of mental coherence, the matrix in
Figure 9-1 emerges. This matrix combines the degree of fit between a new
business and the prevailing mental coherence across learning areas on the one
hand with the mental willingness to change the latter if necessary on the other
hand. Diversification projects that score low on both dimensions – like Colifox’s
Latin American endeavour – are estimated to have low chances of success or be,
at a minimum, rather problematic. The Colifox case suggests that in such
instances the new business is mentally excluded which increases chances of
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liquidation or sale. In general, the more modifications are required to the
prevailing mental coherence, the more problematic any unwillingness to
question and change the coherence in thinking across different aspects of the
company’s (set of) businesses will be and vice versa.

Exactly opposite projects such as Colifox’ Latin American business are
diversification projects like the composting business of Agripride that thrive
within the prevailing mental coherence. When the company’s management
additionally has a high willingness to change the mental coherence (or parts of
it) whenever necessary, chances of success peak (of course given that they
notice the necessity and have the required resources and capabilities). Note that
while a new business may fit in with the prevailing mental coherence, the
Agripride case suggests at the same time that the learning in such projects may
be limited as the company’s management can stick to what they are used to. It
does not induce any learning processes nor, by its functioning as a mental
mirror, question the current way of working. In Weick and Westley’s (1996)
words, such projects do not ‘disorganize and increase variety’, which is the
essence of any learning process. However, the Agripride case also shows that
the mental fit may decrease over time as the new business develops.

As Agripride’s composting business grew in size, its degree of fit with the
prevailing mental coherence gradually decreased. Agripride’s owner-manager
became increasingly aware that the composting business made different
demands on required skills, capabilities and resources than the company’s other
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businesses (notably demands on the quality and variety of end products and the
marketing of those products). The Agripride case suggests that the true
challenge of diversification attempts may only reveal itself after some time. If
the company’s management is willing to change the prevailing mental coherence
(as the owner-manager indicated in this case), this need not pose a problem
(again, given required resources and capabilities). If Agripride actually moves to
the upper-left quadrant, it will join our third case company Beltics. As we
indicated above, the waste-processing business it aims at does not fit in with the
prevailing mental coherence but the managing director feels a strong urge and is
highly motivated to change it. In fact the differences between the prevailing
‘old’ way of working and the ‘new’ way of working he aspires to, contribute to
the new way of working and thinking by highlighting important characteristics.

This all leads to the formulation of the following insight:

Insight 3 The degree of fit between the new business and the prevailing
mental coherence and the (un)willingness to question and change
the latter in case there is a misfit, influences the process and
outcome of diversification attempts

We can further sharpen insight 3 by considering the conditions and factors that
influence the willingness to question and change the prevailing mental
coherence. Drawing upon the three case studies, it seems that such willingness is
inversely related to its strength (or ‘stubbornness’) and experienced feelings of
comfort with it. They suggest that the longer management has worked within the
prevailing mental coherence and incorporated it within its thinking and the
lower the (felt) need or urge to change it, the lower incentives will be to actually
change it. With respect to the latter we postulated in Chapter 6 that, while
referring to the work of Vygotsky (1986), chances of success of a diversification
projects (sec) are higher when it is positioned within the current ‘zone of
proximal development’ of a manager or company. This zone lies just outside the
present ‘zone of familiarity’ and, in a business context, encloses knowledge and
business areas about which someone feels such a discomfort that he wants to
explore and learn of it. The three case studies suggest several factors that may
contribute to a management’s ‘feeling of discomfort’ about the current mental
coherence and way of working and thinking. Such feelings may arise from a
personal urge to achieve and build something valuable, for example, in order to
leave a profitable company to your successors (Agripride) or to win admiration
from peers or family (Beltics). In general, in particular for SMEs such urges are
probably inherent to the personality characteristics of owner-managers (see
Chapter 3). Feelings of discomfort may also spring from painful financial
problems in the past (Agripride), the present or as foreseen in the (near) future
(Beltics). Moreover, major environmental changes, whether seen as an
opportunity (Agripride) or a potential threat (Beltics), may contribute to such
feelings. As a final example, a strong aversion against the present way of
working may evoke strong feelings of discomfort (Beltics). It is clear from this
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enumeration that in both the Agripride and the Beltics case, several factors
added to the feelings of discomfort of their managing directors. Contrary to the
Colifox managers, these owner-managers were willing to question the prevailing
way of working and change it if deemed necessary. Hence:

Insight 3a The (un)willingness to question and change the prevailing mental
coherence depends upon feelings of discomfort it arouses, which in
turn hinges on the (mental) distance to the current ‘zone of
familiarity’, i.e. in the ‘zone of proximal development’

The concepts of mental coherence and feelings of (dis)comfort are closely
related to the next theme that emerged from the three case studies.

Personal feelings and preferences

In one of the sparse contributions on the role of emotions in the literature on
organisations and management, Fineman (1997: 16) notes that:

‘Insights are indivisible from certain emotions. [. . .] Thoughts are imbued with
emotions and emotions with thoughts. We have feelings about what we think and
thoughts about what we feel. [. . .] . . . emotion [is] an inevitable feature of
learning.’ [italics added]

Note that this quote is in line with Weick’s (1995: 45) observation that ‘people
are seldom indifferent to what passes them by’ as they infuse things with
feelings and emotions. The present research fully supports this point of view. As
we indicated in Chapter 5, the mental images people hold are much richer than
merely the words and verbal argumentation they utter but also include personal
feelings, emotions, preferences, norms and values. In each of the case studies we
pointed to the important and often decisive role of personal feelings and
preferences. Strong feelings of discomfort with Latin American customers and
their business habits were decisive in stopping Colifox’s diversification attempt.
A similar (and seemingly even more intense) feeling with respect to the recent
past and the current way of working strongly influenced the thinking and action
by Beltics’ managing director. Finally, the strong positive feelings the owner-
manager of Agripride had about the rightness of a composting business were
decisive in starting it up and extending it.

All three cases illustrate that decisions and actions in companies can not be
detached in a Descartian way from the people and their emotions who take those
decisions and act upon them (cf. Lakoff and Johnson, 1999). It was evident in
each of them that the words we mapped during the interviews did not live a life
of their own but were interwoven with the emotions they had about their
diversification project. People cannot be split in halves, a rational and an
emotional side; the literature on SMEs acknowledges this to some extent as it
pays ample attention to the personalities and personal characteristics of
entrepreneurs. As Fineman’s (1997: 16) quote above argues, conscious
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deliberations and thoughts are fully embedded in and spring from emotions and
preferences people have. So:

Insight 4 Personal feelings and preferences, which were strongly
intertwined with managers’ thoughts and actions, strongly
influenced the course and outcome of the diversification projects

Given the ‘wholeness’ of the personalities involved in the three case studies, any
(single) explanation of the success or failure of these (or other) diversification
attempts which implies a separation of the managers into a ‘rational’ and an
‘emotional’ side, will appear ridiculous to us. To argue, for example, that
Colifox’s diversification attempt only failed because the Latin American
business did (and will) not fit in with any or many of the company’s
characteristics, passes over the beliefs and personal preferences of the people
involved far too easily. We are therefore not willing to accept the large extent of
predestination of diversification performance the mainstream of diversification
research essentially presumes by focusing on (a limited set of) internal and
external factors. Managers with an entrepreneurial attitude, full of ‘animal spirit’
who are filled with enthusiasm (as ‘champions’ mostly are; see e.g. Burgelman
and Sayles, 1986) about a project, can push it beyond (unavoidable) severe
hindrances. This spirit comes close to the personality characteristics of the
successful owner-managers of SMEs enumerated in Chapter 3: e.g. an internal
locus of control, a high need for achievement and an action-oriented mode of
learning.

Particularly in the Beltics and Agripride cases, personal emotions were closely
tied to (recent) experiences of managers with their companies. The owner-
manager of Agripride explicitly linked his motivation to start up new businesses
to the severe financial problems he had experienced in the beginning of the
1980s and which had nearly ended in a bankruptcy. Beltics’ managing director
emphatically pointed to the financial malversation he had been confronted with
shortly after Beltics was established. This malversation by a former partner
(including the emotions that came with it!) had made an indelible impression on
him and strongly contributed to his conviction that changing the prevailing way
of working was absolutely inevitable. Both managers carried these experiences
with them when working on their respective diversification projects. Therefore:

Insight 5 Former (organisational) experiences comprise a mental legacy
that influences thinking and acting related to diversification
projects (amongst other things)

We close this subsection by remarking that the role of emotions in organisations
(including strategy formation) is currently grossly undervalued in management
and organisation literature but holds many promises (notable contributions
include Fineman (1993, 1997) and Kets de Vries (1999)).
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Process of diversification

The growth of mental coherence across different aspects of a (set of)
business(es) and the role of managers’ emotions pre-eminently confirm the
impact of the diversification process on the ultimate outcome of diversification
attempts. The central role of mental coherence in each of the three case studies
supports and further illustrates the notion that a significant part of the learning
during a diversification attempt is cognitive in nature. However, contrary to
Kazanjian and Drazin’s (1987) proposition that cognitive learning precedes
behavioural learning, the present research indicates that both kinds of learning
largely occur parallel and are closely intertwined. To put it differently, thinking
does not so much precede action (or vice versa) but there is thinking in action
and action in thinking. By way of illustration, the director and group manager’s
thinking in the Colifox case only started to change fundamentally (i.e. they
learned) when the sales manager actually worked in Latin America. In a similar
vein, the thinking about the potential waste processing business of Beltics’
managing director clearly changed when he spoke with suppliers and when the
student he had hired started to work out some important aspects of this business.
As a final example, Agripride’s owner-manager only started to think about
product development and marketing when he was confronted with problems in
these areas and started to work on these. This leads to a slight but important
modification of the (fourth) insight we formulated in Chapter 2 on the basis of
earlier process studies:

Insight 6 Learning during a diversification project takes place prominently
on a cognitive level but the latter is inextricably linked to, and
largely takes place in the context of, action

In addition to the role of mental coherence and emotions, the three case studies
offer further insight into the process of diversification and in doing so add to
earlier process studies. The first insight we discuss is closely linked to the
foregoing insight and concerns essential differences between the three cases in
direction and pace of the process. These differences become evident when the
diversification process of the most and the least successful case (i.e. Agripride
and Colifox respectively) are compared. Whereas in the Agripride case the
diversification process increasingly gained momentum as turnover and profits
rose (and even enclosed several subsequent diversification attempts), Colifox’s
new business on the other hand progressively lost momentum as things got
tougher and the director and group manager started to doubt its success.
Although we can only speculate what would have happened if things would
have been the other way around, the momentum in the process affected the
course and outcome of both attempts by reinforcing the direction the mental
coherence and emotions took in both cases. The process momentum in the
Agripride case (and to a lesser degree the Beltics case) can best be characterised
as a ‘stimulating momentum’, and the process momentum in the Colifox case as
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a ‘restraining momentum’. Although these names are similar to those Jemison
and Sitkin (1986) identified in the context of the process of acquisition, the
direction of these momenta is exactly opposite. If we summarise what we have
just written:

Insight 7 The momentum in the process of diversification (either stimulating
or restraining) affects its course and outcome by reinforcing the
direction mental coherence and emotions take

The division of tasks we observed in the Colifox case among the three managers
involved in the Latin American diversification project is related to the
‘restraining momentum’ in this case. Recall that on the basis of the images we
elicited using the various cognitive mapping exercises, we found a clear spread
in the learning efforts of the three managers we interviewed (during the first
round). Each manager highlighted one or two different learning areas,
intentionally leaving the rest to others. As managerial specialisation is closely
linked to organisational roles and levels, this does not come as a surprise in
itself. However, the activity segmentation that it comprises seems to have had a
profound influence on the learning processes that occurred in the context of
Colifox’s diversification project. More particularly, the Colifox case suggests
that the activity segmentation within a diversification project induces a mental
segmentation (i.e. different mental constructions of a (new) business or set of
businesses, of customers, of market potential, etc.). This, in turn, seems to have
severely hampered organisational learning within Colifox. Figure 9-2 depicts the
underlying and reinforcing systemicity. It shows that a lack of active
involvement both reinforces the prevailing activity segmentation and induces a
mental segmentation over and above that. Note that the notion of activity
segmentation as used here is similar to Jemison and Sitkin’s (1986)
interpretation in the context of acquisitions.

Activity
segmentation

Differences in
focus of attention

Different degrees of
active involvement in and

across learning areas

Distinct learning
processes

Mental
segmentation

++

Figure 9-2
Reinforcing systemicity induced by lack of active involvement
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In Chapter 4 we remarked that organisational learning is above all a social
process during which organisational members exchange, test and create
knowledge (see e.g. Duncan and Weiss, 1979; Nonaka and Takeuchi, 1995).
What is important to processes of organisational learning, are successive rounds
of dialogues wherein individual members or groups of members are involved.
However, as Nonaka (1994) points out, dialogues chiefly allow for the exchange
of knowledge that can be articulated well (i.e. explicit knowledge). Crucial parts
of knowledge cannot or hardly be put into words (i.e. tacit knowledge). The
exchange and creation of such knowledge, with its roots in action, requires
(shared) experiences. Any organisational learning springs from individual
experiences, but if experiences are not shared with others (in the organisation or
part of it) it remains individual:

‘The key to acquiring tacit knowledge is experience. Without some form of
shared experience, it is extremely difficult for people to share each other’s
thinking processes. The mere transfer of information will often make little sense
if it is abstracted from embedded emotions and nuanced contexts that are
associated with shared experiences.’ (Nonaka, 1994: 19)

In the Colifox case, the sales manager finds it extremely hard to communicate
his Latin American experiences and feels misunderstood by the ‘management-
at-home’. It became evident during the interviews that he ‘knows more than he
can tell’ (cf. Polanyi, 1967). Moreover, as shared experiences induce
organisational learning, and as learning changes (mental) perspectives (cf.
Hedberg, 1981; Fiol and Lyles, 1984), shared experiences facilitate the creation
of mutual understanding and (some degree of) commonality in perspectives (cf.
Nonaka, 1994). The lack of involvement of the three managers in all learning
areas explains (some of) the differences we found between the ‘management-at-
home’ on the one hand and the ‘sales-manager-out-there’ on the other. It is
illustrated in particular by the deviant images the two sides have of Latin
American customers.

In the context of what we have said in Chapter 4 about the importance of
shared learning processes, it is our impression that active involvement of each of
the three managers in each of the five learning areas would have fostered shared
learning experiences and, in doing so, could have resulted in a larger degree of
commonality in the three managers’ images of the new business. If and which
(accommodated) common view(s) might have resulted from the interaction
among the (viewpoints of the) three managers is hard to say beforehand.
Because the sales manager is actually meeting Latin American customers this
does not imply that he has the ‘right’ view of, or opinion about, them. However,
more active involvement of the director and group manager would have
considerably reduced the need for the sales manager to explain his actions and
justify his choices all the time. For the former, such involvement would have
created a (more) tangible context for the exchange of the latter’s largely tacit
knowledge about Latin American customers and markets. The Latin American
customers might then have ‘explained’ themselves, in their own cultural and
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organisational setting. This in turn might have resulted in a different attitude of
the ‘management-at-home’ towards the Latin American business within Colifox.
The sales manager, for example, contends that the other two managers would
recognise the ‘gigantic’ growth potential of this market. It is, however, equally
feasible that the sales manager would have changed his (now positive) opinion
about Latin American customers by taking the views of the group manager and
the director into his consideration.

As indicated in Chapter 6, the Colifox case suggest that (mutual) lack of
involvement seems to be particularly problematic the more the diversification
project lies (or gradually grows) outside the company management’s ‘current
zone of proximal development’ (cf. Vygotsky, 1986). Exploring and learning the
unfamiliar requires a gradual stretching of mental images during which the
unfamiliar is linked to the familiar and (starts to) become familiar (or, in
Piaget’s (1937) terminology, there is not accommodation without assimilation).
The managers in the Colifox case found themselves (and increasingly) at a
different place between the familiar and the unfamiliar and, due to this, had
difficulties in understanding each other. This observation argues for the
indispensability of passing through the learning process instead of merely taking
notice of its (interim) conclusions. Theories of human learning nearly always
couple the product of learning to the process of learning (cf. Vygotsky, 1986;
see also Crain, 1992). Hence, delegating learning to a third party is problematic.

Although not as clearly discernible as in the Colifox case, the Beltics case
supports the foregoing notions. Recall that the commercial manager, who did
not participate in the thinking about the new waste processing business,
indicated that he would ‘wait and see what comes out of it’. We doubt if he has
learned much from the exercise undertaken by the managing director. Note also
that differences in mental constructions were not an issue in the Agripride case.
Apart from the fact that we only interviewed the owner-manager, he was both
managing the company and fully involved in the new composting business. This
suggests that the importance of involvement may grow with the size of a
company.

The foregoing leads to the formulation of the following insight:

Insight 8 Lack of active involvement in all learning areas of a diversification
project, possibly resulting from a strong division of tasks, reduces
the opportunities for shared experiences, which contributes to
mental segmentation and as such can severely hamper processes of
organisational learning

An implication of this insight is connected with the discussion of structural
differentiation launched by Ansoff and Brandenburg (1971) and further
developed by, amongst others, Burgelman (1984) and Kazanjian and Drazin
(1987). According to the latter, and keeping in with ideas about exploiting
potential synergies, diversifying companies should preferably keep separate
what is different and integrate what is familiar (compare also Lawrence and



304     III    Conclusions and Discussion

Lorsch, 1967). In this context, Burgelman (1984) further points to the strategic
importance of a new business. The present research extends this discussion by
suggesting that a certain minimum degree of integration may be required to
make room for the sharing of experiences that is necessary for the organisation
to learn. In relation to the five learning areas distinguished here, this implies that
every participant should intentionally concentrate part of his attention on each of
these five areas. A certain amount of active involvement contributes to the
development of a common frame of reference with respect to the familiar
businesses and the unfamiliar new business across participants. Such a common
frame of reference, in turn, enables the exchange and creation of organisational
knowledge and gives meaning to it. Note that in the Colifox case the sales
manager’s arguments for top management commitment amounts to pulling
down the walls of task segmentation (within reason) so as to erase the mental
segmentation. On the other hand, as Fiol (1984) has pointed out, too much
integration of mental images can also be disadvantageous, as collective learning
may benefit from simultaneous agreement and disagreement between
organisational members. The more a group of people starts to agree on different
aspects, the more learning starts to cease and groupthink lies in wait (Janis,
1972).

The diverging images of the Colifox managers and, albeit to a lesser extent, the
Beltics managers point to several other observations which add, in particular, to
the still limited stock of knowledge on the development of ‘general dominant
management logics’ (recall that Prahalad and Bettis (1986: 498) had to keep
their discussion on the way these cognitive structures of organisations change,
still ‘largely speculative’). Firstly, the recognition that their company needed
another general dominant management logic came from the managers that were
most intensively involved in the new business, i.e. the sales manager in Colifox
and the managing director of Beltics. The impetus the diversification project
gave to rethinking the present dominant logic (as well as existing
conceptualisations) was most clearly visible in the latter case. Secondly, in both
cases we noted that the managers operating on the middle management level
– i.e. Colifox’s group manager and Beltics’ commercial manager – most fiercely
held on to the company’s prevailing ‘general dominant management logic’. In
fact, we noted that both managers were nearly the ‘living personification’ of
their company’s dominant logic.

Both findings are surprising given that Prahalad and Bettis (1986) in
particular had a company’s top management in mind when discussing the
concept of dominant logic. Hence, and this comprises our third observation,
whereas in the Beltics case the managing director himself recognised this need,
in the Colifox case the recognition mainly came from below. It was not the top
management who employed the prevailing dominant logic but the sales manager
upon whom this logic was imposed who first experienced the shortcomings of
the present dominant logic most fiercely (in order for the company to deal
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effectively with its Latin American business). In terms of Figure 5-2, he is one
‘layer’ ahead of both other managers.

The above observations help in explaining why dominant logics may restrict
the ability of an organisation to learn as Bettis and Prahalad (1995) observed. It
also illustrates how the dominance of top and middle managers’ ideas can all too
easily prevent unlearning (Nystrom and Starbuck, 1984). These managers may
simply feel no urge to change the logic(s) they employ (yet), and indeed they
may never feel such an urge at all. This last point potentially offers an
explanation as to why diversification projects sometimes come to an early
standstill. Lastly, it throws further light on the importance of political
capabilities of both lower and higher level managers to the success of internal
ventures that do not belong to the mainstream of corporate activities in
diversifying and diversified firms. Such capabilities may well be crucial to
successfully fight the dominant logic imposed by top management or held on to
by middle managers. Note that this finding both agrees and (possibly) contrasts
with Burgelman (1983) who, based on his research of innovation in large
companies, also stressed the importance of political capabilities but in particular
pointed to those of middle managers.

Summarising our last set of observations:

Insight 9 The recognition that the prevailing general dominant management
logic needs to change comes foremost from those who are most
intensively involved in a diversification project whereas middle-
level managers, which are often most intensively working with it,
most fiercely contest any change.

The nature of organisational learning

Chapter 4 dilated upon the ongoing debate in the literature on organisational
learning on who is learning, individual managers or organisations. By
positioning (categories of) authors on a bipolar continuum we concluded that
they, either implicitly or explicitly, have chosen different positions in this
debate. Some authors make the assumption that only individuals, acting as
agents of their organisations, can learn. Others, however, point to the importance
of social and cultural processes and pose that learning in organisations is more
(or sometimes less) than the aggregate of all individual learning experiences.
The present research does not offer the final answers in this debate but does
offer some contributions that may be valuable. These contributions come in
particular from the Colifox and Beltics cases, both (large) medium-sized
companies in which we interviewed several managers.

Both cases illustrate clearly that organisational learning is not equivalent to
individual learning and vice versa. What an individual manager learns within the
context of the organisation is not automatically learned by that organisation. For
example, when the sales manager left Colifox the (largely tacit) business skills
he had acquired about (how to deal with) Latin American customers and how to
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sell products on this continent were chiefly lost to the company. Similarly, the
learning of the managing director of Beltics with respect to the
reconceptualisation of Beltics’ business activities and the dominant logic
differed greatly from that of his partner who was not involved in thinking about
the new waste processing business. There is a close link with several insights we
formulated in the foregoing, most notably the eight insight.

Building upon the discussion above, active involvement (to a certain extent)
in all aspects of a diversification project, is likely to increase chances that the
learning of individual members is passed over to others in the organisation. As
they pass through the process together, they share experiences and (‘nuanced’)
contexts, including the embedded emotions that come with it (cf. Nonaka, 1994).
The common (mental) framework that is developed in this process facilitates the
transfer of individual learning experiences, particularly those that are tacit in
nature and therefore difficult to articulate. The Colifox case shows that lack of
active involvement reinforces both the prevailing activity segmentation and
induces a process leading to mental segmentation. The more the latter is the
case, the more individual and organisational learning differ. Learning
collectively requires passing through the process together. Or, to put it
differently, collective sense-making largely takes place in the context of
collective action and reflection. Therefore, to phrase it concisely:

Insight 10 Collective learning requires a shared learning process in which
sense making occurs collectively in the context of collective action
and reflection

Definition of success and failure of diversification

A final insight that emerges from this research connects to the question of
success and failure, which we raised in Chapter 1. We criticised the mainstream
of diversification research, amongst other things, for imposing their (etic) view
of success and failure upon the diversification attempts they studied. In Chapter
2 we questioned if the wide range of (mainly financial; see Table 2-3)
performance measures used are able to fully capture the diverse set of motives
behind diversification moves and the range of possible effects. For one thing, we
found that certain measures are more likely to identify certain relationships
between diversity and performance than others (see Table 2-4). The present
research causes another stir in this pond.

In the Colifox case we made a distinction between the failure of the Latin
American diversification attempt sec and the contribution of this particular
experience to the company’s overall process of strategy development. Whereas
the diversification project itself can be characterised as a failure, the impact it
had on the strategic thinking in the company puts this outcome in a different
perspective. The diversification attempt made Colifox’s management more
aware what they really valued and what they, therefore, had to pursue definitely,
i.e. European growth. Hence, how should we characterise the performance of
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this diversification attempt? Moreover, as Colifox did not visibly disinvest or
liquidate the Latin American business, it is far from likely that ‘outside’
researchers, looking from a distance, would have noticed the change in its
diversification strategy.

The Agripride case throws yet another light on the performance debate. There
can be no discussion that its diversification into the composting of organic waste is
a complete success. However, we also noted that during the second round the
owner-manager started to enter really unfamiliar grounds, as he started to think
about producing different kinds of soil and starting up marketing activities. We
inferred from this that the true challenge of diversification attempts might only
reveal itself after some time. Some early profits do not guarantee enduring
success (especially not when new competitors with appropriate knowledge enter
the market).

Given the above considerations we formulate our final insight on the basis of
this research as follows:

Insight 11 Success and failure of diversification attempts are relative notions
and should be considered in the wider strategic context of the
company as well as over the longer term

Summary of the cross-study comparison

The present section went into organisational, processual and contextual factors
that emerged from the present research but which are currently fully (or largely)
unfamiliar in the mainstream of diversification research (given their rough
characterisations in the foregoing it might be better to refer to these factors as
‘concepts’).  Figure 9-3 depicts the new factors that we consider most significant

Mental
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willingness

Mental
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Mental
segmentation

Active
involvement Activity

segmentation

Figure 9-3
Most significant factors that emerged from the present research
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Factor Description

Mental coherence
Gestalt-like interconnectedness in a manager’s thinking
across different aspects of a (set of) businesses (e.g.
across the five managerial learning areas)

Mental willingness

Willingness to change prevailing mental coherence
(including the present conceptualisation of the
portfolio and the dominant logic); reflects the
commitment to and enthusiasm for a new business

Mental fit
Degree to which a new business is thought to fit into
the prevailing mental coherence; in general, the higher
the mental fit, the higher chances of success

Zone of proximal
development1

Encloses yet unfamiliar knowledge and business areas in
the immediate proximity of the zone of familiarity
about which someone feels an urge to explore and learn
about

Feeling of discomfort Felt uneasiness about the prevailing mental coherence
and current ways of working and thinking

Personal feelings and
preferences (emotions)

Personal, emotional attitude towards a new business
(e.g. in comparison with existing businesses’ activities)

Mental legacy
Former personal or organisational experiences in the
context of the organisation (especially if they were
indelible)

Process momentum
Reinforcing positive or negative directional force in the
process of diversification, can either be stimulating or
restraining2

Active involvement
Degree of active engagement in all or different
aspects of a new business during the process of
diversification

Activity segmentation3 Fragmentation of (managerial) activities and tasks

Mental segmentation
Divergent mental constructions of new (or set of)
businesses across managers resulting from differences
in focus of attention and learning across managers

Collective sense making
Jointly developing (shared) understandings and meaning
during the process of diversification about the new
business and the context in which it operates

1    taken from Vygotsky (1986); note that description in this context differs
2    same naming but different interpretation to Jemison and Sitkin (1986)
3    similar naming and interpretation as Jemison and Sitkin (1986)

Table 9-3
Factors that emerged from the present research
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and  whose interaction we regard as significant for the ultimate outcome of
diversification attempts. Table 9-3 presents the full listing (and description) of
all (new) factors that were found important in the three processes of
diversification we studied. Note that this list also includes factors that we
borrowed from existing theories but which we found helpful in explaining the
course and outcome of these particular case studies. None (or few) of the factors
in Table 9-3 were studied in the mainstream of diversification research (yet).
Also recall that, in addition to these factors, mainstream diversification research
has hardly paid any attention to elements such as managers’ conceptualisations
of the portfolio of businesses and the new business, and the learning processes
these managers and their organisations go through during a process of
diversification.

The role of ‘familiar’ moderating factors

Chapter 2 reviewed the more than twenty (categories of) moderating
organisational and environmental factors that were studied in mainstream
diversification research (see Table 2-6). Two comments we made in the context
of these factors are particularly relevant in this place. Firstly, we commented
that, given the demands coarse-grained research methodologies put on the
measurability of factors, there are no guarantees that all factors that moderate
the relationship between diversity and performance are currently known. The
factors listed in Table 9-3, which emerged from this research and were taken
from the eleven insights formulated in the foregoing pages, confirm that this is
indeed the case. Secondly, we noted that diversity studies hardly ever have
studied process variables as they mainly examined diversification after it had
taken place. The present research, aimed at narrowing this gap, amply confirms
our point of departure that such variables play a significant role in the process of
diversification. However, although the present research, also by virtue of its
cognitive and longitudinal research methodology, focused on cognitive and
process factors, other factors did play a role too. Table 9-4 outlines which of the
‘familiar’ moderating factors (as enumerated in Table 2-6) were present in
each of the three case studies. If Table 9-3 and Table 9-4 are compared, the
difference in character between  the factors in these tables is absolutely striking.
No two sets of factors can better explain the essence of an economic-technical
dimension (Table 9-4) on the one hand and a cognitive, processual dimension
(Table 9-3) on the other hand.

Comparison of Table 2-6 and Table 9-4 reveals that not all moderating
factors were present in the three case studies, either because we did not see them
as significant in any of the case studies or because we did not identify any sign
of the particular factor. Our research methodology, which is not particularly
focused on these factors and linkages, has, without any doubt, contributed to
this. In addition, many of the findings of mainstream diversity research can only
be verified by similar research methodology, not by three case studies (consider
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The Composter ‘Agripride’

Diversification is partially an escape

Influence industry structure unclear

-----
Size important: number of machines

Stuck to familiar way
Of some influence in direction
Signs of moderating influence

-----

Present but unrelated diversification

Equipment and people
Unclear

Of influence
Partially present

Partially induced by excess capacity

The Processors ‘Beltics’

Performance suffers from poorly
performing market
Industry structure possibly of
influence

-----
Size important: finance, market power

-----
Not of influence
No signs that indicated importance

-----

Absent or only weak

Merely managerial, possibly collusive
Not yet clear

-----
Partially present

Some signs of market failure

Changes in influence over time are likely
Weak signs that industry structure is
more important in explaining firm
performance than diversity per se

Changed mainly due to other acquisitions
Of importance, esp. purchasing power

Little experience with start-ups
Influenced direction of diversification
Signs of  moderating influence

Of influence via involvement

Present but limited

Purchasing, managerial
May be present in Latin American case

Definitely of influence
Partially present

No excess capacity or market failure

Moderating variable      The Wholesalers ‘Colifox’

Industry structure

~ profitability

~ structure

Organisational factors
Structure
Size

Experience
Competencies
Culture/style

Autonomy units
Synergies/economies of scope
General

Kinds of
Balancing?
Mode of diversification
Mode-performance
Escape paradigm
Direction of diversification
Motives

Table 9-4
Learning during the diversification attempt compared for the three cases
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for example ‘related diversifiers have lower debt rates’ or ‘manager-controlled
firms seem to diversify more’).

Of the four industry structure factors only one played a conclusive role. For all
three companies industry profitability was one of the reasons to diversify, either
because it tended to fluctuate (Colifox), already declined for several years
(Agripride) or was foreseen to do so in the near future (Beltics). Besides the
influence of industry profitability on the companies’ motivation to diversify, in
all three cases industry structure seemed to be a more important determinant of
firm performance than diversity per se.

Roughly half of the organisational factors were, to a greater or lesser degree,
present in at least one of the case studies. Of these the influence of
organisational size on firm performance was most apparent. For Colifox size is
directly related to purchasing power towards its suppliers:  due to its size the
company fills up large parts of their capacity, which helps in wresting low prices
from them. For Beltics size is directly related to financial and market power of
which it currently lacks the former. To Agripride size is linked to the number
and variety of machines it can operate simultaneously as it enables the company
to take on a variety of (contract) jobs. As can be read from Table 9-4, we only
found some weak evidence that signals the influence of other ‘familiar’
moderating organisational variables. For example, Colifox changed its
organisational structure slightly but this was not related to its diversification
attempt in Latin America.

In addition to size and structure, experience with the mode of entry was of
influence in the Colifox and Agripride cases. In fact, of all familiar moderating
factors, it seems to have had the most significant influence on the final outcome
of their respective diversification projects. The familiarity with the mode of
entry in the Agripride case and the lack of it in the Colifox case can be
considered as an important part of the observed prevailing mental coherence in
these cases. As we indicated in Chapter 6, the company’s experience with
starting up a new business was limited while, even though it bought a small
company that already operated in Latin America, the mode of entry into the
Latin American market essentially was a start up. Both before and during our
empirical research, the company (had) entered new countries and regions
successfully by acquiring existing companies which it could consider as (semi-)-
autonomous business units from than on. Agripride stuck to the way for starting
up new activities it was familiar with, which can be loosely characterised as
‘start and see were it ends’.

Furthermore, Colifox’s existing core competencies influenced its
diversification strategy. Its management assumed that the company’s purchasing
competencies would give them a competitive advantage over local producers
and sellers. Core competencies also determined the good performance of
Agripride’s composting business, particularly its competencies related to laying
out the composting area. Finally, in both these cases, organisational culture and
management style seemed to exert a moderating influence on the relation
between diversity and performance.
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The evidence for the moderating influence of synergies and economies of
scope is present but mixed. In all three cases we identified some (possible)
positive synergetic effects between new and existing businesses. In the Colifox
case these are largely managerial and related to purchasing. However, it may be
possible that the large distance between Europe and Latin America outbalances
these positive effects and turns them into disadvantages. In the Beltics case
synergies may be collusive resulting from its ability to manage the entire waste
stream or, if these are not appreciated by customers, merely managerial in nature
and connected to the increased organisational size. Even though we marked
Agripride’s entrance into the composting business as basically unrelated and
conglomerate, synergies were clearly present in this case and related in
particular to the shared use of (fungible) equipment and people.

Finally, we found some evidence for the moderating influence of factors
related to the mode and direction of diversification. As indicated above, the
mode of entry played a role in the Colifox and Agripride cases. Likewise, in all
three cases ‘escaping’ the present markets was one of the reasons for
diversifying. The availability of excess capacity or market failure, to a greater or
lesser degree, contributed to the last in the Beltics and Agripride cases.

In sum, we observed that several of the familiar moderating factors played a role
in the three case studies. Of these we consider the role of experience with the
mode of diversification, industry profitability and its influence on the decision to
diversify in the first place, the linkage between size en company performance,
and (potential) positive synergetic effects as the most important factors that
influenced the final course and outcome of the three diversification projects we
studied.

Linking the findings to the literature on SMEs

The foregoing sections have identified and discussed new and familiar factors
that predominantly influenced the course and outcome of the diversification
attempts we studied in three SMEs. We can now start answering the question
what the present research and its findings learns us about diversifying and
growing SMEs. For one part the insights we formulated confirm known
characteristics of SMEs as discussed in Chapter 3, for another part they extend
the current body of knowledge on SMEs. The core of our insights relate to (1) the
central role of the person and the personal in SMEs and (2) processes of mental
segmentation that may occur when SMEs grow and, due to this, managerial
activities are more spread across managers. We will pay attention to both points
successively.

Although the literature on SMEs highlights the importance of personality
characteristics of owner-managers in general it pays little attention to the
thinking of owner-managers in specific situations. In this sense, Stubbart’s
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(1989) observation that managerial cognition represents a ‘vital missing link’ in
strategic management can be straightforwardly extended to research on SMEs.
The present research shows that insight into owner-managers’ thinking about
new and existing businesses, including their emotional attitude towards these,
helps tremendously in understanding the course and outcome of individual
diversification attempts. It throws light on important mental aspects – like
mental willingness, mental legacy, feelings of discomfort and emotions – that
surround diversification projects. This insight may be especially valuable to
SMEs as the person and personal issues are so central in such companies. By way
of illustration, recall that 88% of the business owners in Lynn and Reinsch’s
(1990) research indicated that they had personal reasons for all or some of their
diversification attempts. Also note that particularly in the Beltics and Agripride
cases, the reasons to diversify (or to consider it) were for a significant part
related to the person of the owner-manager. Consider for example constructs
like ‘change image towards children’ (Beltics) and ‘build company for sons’
(Agripride).

 Moreover, whereas the literature on SMEs recognises the central role of
learning in successful companies, the present research suggests that this only
covers half of the story. Recall that we referred in Chapter 3 to several authors
that stressed the importance of learning by owner-managers of SMEs (see e.g.
Gibb and Davies, 1990; Hendry et al., 1995; Gibb, 1999). These authors argue
that successful SMEs have owner-managers with an action-oriented mode of
learning. Their learning may be stimulated by (severe) problems they are
confronted with (see e.g. Greiner, 1972; Churchill and Lewis, 1983; Scott and
Bruce, 1987; Kazanjian and Drazin, 1990) or induced by the opportunities they
notice and opportunistically act upon (see e.g. Rosa, 1999). Apparently,
successful owner-managers continuously and effectively learn while they
accumulate experiences when dealing with problems and exploiting
opportunities. The present research indicates that a (strong and continued)
willingness to learn is a necessary prerequisite for this to occur. If such
willingness is present the result can be pleasantly advantageous (see Agripride).
If, on the other hand, it is absent the diversification attempt may well end where
it began (see Colifox). As any teacher will confirm, learning does not come by
itself, not even when abilities are sufficient and opportunities are plentiful. It
requires a personal impetus (including a favourable emotional attitude) to start
with.

So, the person and the personal of owner-managers of SMEs are central to the
development of their company. In Chapter 3 we concluded on the basis of
existing literature that it is not so much the general characteristics of SME owner-
managers that are important to the success of business activities as their
sustained intention, motivation and commitment to develop those activities (see
e.g. Davidson, 1991; Smallbone et al., 1991; Gibb and Scott, 1985; Bird, 1988).
The present research definitely confirms this conclusion. We do not question the
general significance of personality characteristics – like high needs for
achievement, independence and autonomy and a high tolerance for ambiguity –
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to the growth of SMEs. However, such characteristics are only important insofar
as they contribute to a sustained readiness and commitment to develop a specific
(set of) business(es). The general may but does not automatically extend to the
specific. For example, it may well be that successful owner-managers are more
willing to learn and challenge existing practices (as part of the prevailing mental
coherence) but this does not mean that they will do so in every specific situation
and support every new business with the same degree of commitment and
enthusiasm. The Colifox case may well function as an example of this. Hence,
personality characteristics are more moderating the outcome of diversification
attempts (e.g. through the willingness to change the prevailing mental
coherence) than determining it directly. The fact that this is not recognised
widely may well explain part of the contradictory evidence produced on the
relation between the personality characteristics of owner-managers and the
performance of their companies.

Whereas the former chiefly relates to the person of the owner-manager(s), the
present research also generates some new insight into the growth of SMEs. We
concluded in the foregoing pages that if managerial activities are spread across
various managers, their active involvement in all learning areas will be lower.
This in turn may result in a mental segmentation (i.e. differences in mental
constructions of businesses and activities) across these managers that may
seriously hamper a diversification attempt. We observed this most clearly in the
largest company we studied (Colifox). To a lesser extent it is also visible in the
second largest company (Beltics) while we did not notice it in the smallest
company of the three we studied (Agripride). In terms of the stage models of
small business growth (e.g. Churchill and Lewis, 1983; Gartner, 1985), one
could say that each of these three companies is located in different stages of
these models (considering its managing director’s focus of attention, Beltics may
well be in the middle of moving to a next stage).

What happens when a small or medium-sized company grows? Drawing
upon the research discussed in Chapter 3, as the role of its owner-manager
changes, the number of managers working for the company increases as does
delegation, decentralisation, specialisation and formalisation (for a concise
overview see Chapter 3 or Snuif, 1995). As a consequence, managerial
activities, once all taken care of by the founding owner-manager, are dispersed
throughout the organisation across a large(r) number of managers (who
sometimes are hired from outside the company, especially in successful
companies). Churchill and Lewis (1983: 34), for example, note that during the
success stage (stage III) ‘organizationally, the company has grown large enough
to, in many cases, require functional managers to take over certain duties
performed by the owner [. . .] In addition, the first professional staff members
come on board’. During the (successful) take-off stage, delegation of
responsibilities from the owner to others increases further and ‘the organization
is decentralized and, at least in part, divisionalized’ (ibid: 40). Using similar
words Kazanjian and Drazin (1990: 141) remark that during the growth stage in
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their model ‘there is an increasing sense of hierarchy, the advent of functional
specialization, and the move toward more professionally trained and
experienced personnel’.

In addition to describing the stages successful SMEs are assumed to pass
through, the literature on stage models lists the key management factors which
are prominent in determining ultimate success or failure. Greiner (1972) stresses
that growth through delegation has to be followed by growth through
co-ordination; fitting in with the managerial spirit of the seventies he argues for
the introduction of formal planning procedures, profit centres and staff
departments. Churchill and Lewis (1983) point, amongst other factors, to
company resources and the willingness of the owner to delegate as his company
grows. Based on an empirical research, Kazanjian and Drazin (1990: 147)
conclude that ‘the fit of structure to stage of growth does appear to influence
growth’. Other contributions in the area of stage models contain similar
recommendations (see e.g. Kimberly and Miles, 1980; Scott and Bruce, 1987;
Smith et al., 1985).

The present research suggests that next to such organisational aspects,
growth also encompasses a mental dimension. The organisational growth of an
SME and the dispersion of managerial activities across a larger number of
managers imply an activity segmentation that may well result in a lack of active
involvement across various managerial learning areas. Due to this, chances of
mental segmentation across managers grow significantly. As these managers
accumulate divergent experiences in different contexts and, in doing so, engage
in distinct learning processes, the images they construe of the company’s
business activities may well grow apart. As a result, the occurrence of
misunderstanding (both noticed and unnoticed) and conflict between them may
and often will increase. Therefore, next to the necessity of co-ordinating
managerial activities growing SMEs are well advised to pay ample attention to
‘co-ordinating’ their managers’ mental images in the metaphorical sense of the
word (i.e. facilitating such co-ordination). Our analysis in the foregoing pages
indicates that this can be done by increasing their active involvement in other
learning areas which enables the sharing of experiences, images and
assumptions (see Figure 9-2). To paraphrase Lawrence and Lorsch (1967), the
cognitive differentiation (i.e. mental segmentation) resulting from activity
segmentation should be compensated sufficiently by a minimal degree of
cognitive integration. Many managers will consider such a recommendation (in
particular the time it takes) as exactly contrary to the demands and tensions
placed upon them by their rapidly growing organisations.

In sum, the contribution of the present research to the literature on (growing)
SMEs is twofold. On the one hand, it emphatically stresses the importance of
taking the person and the personal of SME owner-managers into consideration as
a moderating factor when studying (growing) SMEs. On the other hand, the
findings of the present research throw some new light on the problems SMEs
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face when ‘taking off’ and grow into larger corporations by pointing to the
importance of managing the mental dimension of growing SMEs.

Towards a theory of diversification for SMEs

In the theoretical part of this research (Part I) we have comprehensively
reviewed familiar factors (including processes) that (may) influence the course
and outcome of diversification attempts. Based on the three case studies
presented in the preceding three chapters and the cross-study comparison in the
present chapter we have identified several new factors in addition. We regard to
each of these factors and concepts, familiar and new, as building blocks of a
theory of diversification for SMEs in particular. Figure 9-4 shows these building
blocks, which are taken from Table 2-6 and Table 9-3. As can be seen from this
figure, there are still some holes in what might be called the ‘wall of
diversification’. We think the present research has filled up part of the holes in
this wall but additional exploratory research is still very much in place.

Although it is very tempting to categorise the factors in Figure 9-4 into a set
of neat categories, it is hard if not impossible to do so. Many of these cannot be
put into one category exclusively but seem to belong to several categories
simultaneously. Consider for example the following (to us rather obvious)
categorisation: the new business, the process of diversification, the organisation
or company, the environment(s) in which it operates, its history and the
experience of its (owner-)managers, and mental and emotional aspects
concerning the company and its new business. Following this categorisation,
factors like ‘mental willingness’ and ‘conceptualisation of the new business’ are
linked both to the new business and to mental and emotional aspects while
‘mental legacy’ encloses both mental/emotional aspects and history/experience.
Other factors even connect three or four categories, like ‘intangible linkages’
(the new business, mental/emotional aspects, and the organisation/company) and
‘learning’ (the process of diversification, the new business, mental/emotional
aspects, and history/experience).

We do not think that categorisation problems like these are connected to a
particular categorisation (which would imply that we do not know an
appropriate set of categories yet), but instead point to several fundamental
issues. The core of these issues reveals itself when considering Weick’s (1979:
86) reminder to ‘think in circles’. Behaviours, phenomena and events are
interdependently related, ‘designating one [as] cause and [another as] effect is an
arbitrary designation’ (Weick, 1979: 77). Weick (1979: 79) goes on to argue
that, as ‘patterns are more crucial than substances . . . the only place you can
make a significant change is between variables’. Insight into the interactions (i.e.
patterns) between ‘variables’ reveals more of the essence of what social
structures like  ‘organisations’ are than knowledge of variables (i.e. substances)
themselves. Hence, trying to understand organisations by considering them as
sets of variables that are unilaterally connected is a gross oversimplification of
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organisational life. This conclusion leads us back to our discussion in Chapter 4
when we assessed the paradigmatic implications of a cognitive perspective.
Following Giddens’ (1976, 1979, 1984) theory of structuration, we then
concluded that organisational life takes shape as managers simultaneously
(re)construe and interpret the social structures that surround them. Their actions
arise out of the interplay of their interpretation of pre-existing and social
construction of new/modified social structures and these actions will change
both in the (near or far) future (notice the circularity).

The foregoing notions throw a different light on the problems we
experienced with categorising the factors in Figure 9-4. If we think in circles,
the essence of these factors does not lie inside the individual boxes but in the
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relations between the boxes. Moreover, several of the factors, particularly those
that were hard to put into one category, seem to describe ‘patterns’ themselves
rather than ‘substances’. A host of specific examples from the three case studies
can serve to illustrate the (double) interplay between interpretation and
(re-)construction. Consider, for example, the mental construction of Colifox’s
Latin American customers by its director and group manager, the managing-
director’s construction of Beltics as a waste processing company, and the
reconstruction of Agripride’s value chain by its owner-manager which
reinforced his conceptualisation of Agripride’s portfolio of business activities.
We refer to the respective case studies for the specificities of these and other
examples.

Figure 9-2 (see page 301), which sketches the consequences of low levels of
involvement in all learning areas by managers in a diversification attempt,
illustrates the notions of circularity and interdependence on a more general level.
Similar circularities can be identified on the basis of the present research in
Figure 9-4. Figure 9-5 shows some notable examples of (sets of) factors/-
concepts that in interaction mutually reinforce each other. Circle (A) shows that
personal feelings and preferences affect motivation, commitment and intention
of the company’s management and involved managers and jointly reinforce the
(un)willingness to learn and invest in a diversification attempt, which gradually
changes the dominant way of thinking as involved managers learn during the
process of diversification; this, in turn, may change personal feelings and
preferences, and so on.

Circle (B) indicates that the history of the organisation and former
experiences of managers influence motives and direction of diversification and
the choice of its mode. Together direction and mode affect the process of
diversification and what the company and its managers learn and contribute to
their (shared) experiences. In turn, these will undoubtedly affect choices with
respect to future diversification attempts.

Circle (C) suggests that a specific dominant way of thinking stimulates
certain learning processes that reinforce existing organisational routines and
produce more shared experiences of the same kind. This will disperse specific
tacit knowledge more widely within an organisation, making human capital
more idiosyncratic and reinforcing the present dominant conceptualisation of the
portfolio and the current general dominant management logic. In turn, this will
reinforce the present dominant way of thinking in the organisation.

As a last example circle (D) partly describes some of the dynamics that
manifested themselves clearly in the Beltics case: strong personal preferences
motivated the managing director to change the current dominant way of
thinking, to develop a new dominant logic and to challenge current
organisational routines. After a while, this process may result in the
development of new competencies, which add to the company’s idiosyncratic
human and physical capital and, particularly if this improves its overall
performance, reinforces personal feelings towards the old way of thinking.
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The examples in Figure 9-5 are but a few of the many circularities that can occur
during diversification attempts. Based on the foregoing analysis, we argue that
the combined and ultimate effect of the set of circularities in a particular
diversification project can go in two, fundamentally different directions: either
they basically confirm the prevailing mental coherence across all learning areas
or they challenge it and a new mental coherence emerges. If the former happens,
chances that a diversification attempt that does not fit in with the existing mental
coherence will succeed within the company boundaries are low; at best a
company’s management tolerates the new business. In the latter case, chances
for a new business to succeed and become a full and integral part of the
company’s portfolio are much higher. The stronger management’s conviction
(including their emotional attitude) that a new mental coherence is required, the
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more effort they will put into changing and moulding (pre-)existing social
structures according to their collective mental construction.

However, not all structures are fully within a (owner-)managers’ domain of
influence at any moment in time and given the resources available to the
company. Examples of factors that will largely lie outside their domain of
influence include the industry structure, economic climate, technological
developments, and many of the external factors that have been studied by
mainstream diversification research (according to Van der Heijden (1996) such
structures will largely belong to a company’s contextual environment). Some of
these structures will be more favourable to a good outcome of a diversification
attempt while others tend to be more unfavourable. Mainstream diversification
research has studied many of these moderating factors.

In general, the building blocks of a theory of diversification in Figure 9-4 can
either contribute to, or counteract the process momentum and, in doing so,
increase or lower chances of a good outcome of a diversification attempt (sec).
Part of these building blocks (also) influences the mental coherence across
learning areas, another part determines the favourability of the context or social
structures in which a diversification attempt takes place. Moreover, given the
foregoing discussion, it goes without saying that the direction each factor takes,
results from the circular interaction with other factors. Figure 9-6 depicts
notable examples of such counteracting or contributing forces for several of the
building blocks in Figure 9-4. Forces that counteract a diversification attempt
lower its chances of success while contributing forces increase its chances. For
example, if the management’s attitude vis-à-vis the new business is unfavourable,
or develops in that direction during the process of diversification, this force will
counteract its success while a favourable attitude will contribute to it. The
ultimate outcome of a specific diversification attempt depends on the combined
effect of these interacting (contributing and counteracting) forces. In Hampden-
Turner’s (1990) terminology, an organisation and its diversification project may
either enter a vicious circle if counteracting forces dominate or alternatively a
virtuous circle when contributing factors prevail.

Note that several of the extremes in Figure 9-6 are often subject to debate
when they are considered in isolation. Consider for example ‘performance of
other activities’. Based on previous research we might estimate that the
performance of existing activities correlate negatively with the chances of the
success of a diversification project. Its relation with the ultimate outcome is,
however, much more likely to depend on the particular circular (reinforcing or
weakening) interactions with, and in the context of, other factors.

This research project examined diversification within the context of SMEs and
we regard its findings, including the foregoing sketch of the contours of a
theory of diversification, especially relevant for such companies. Taking
Penrose’s  (1959) remark in mind that small and large firms are as different as
‘a caterpillar from a fly’, we can only loosely hypothesise about the relevance of
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our findings to larger firms1. In general, based on comparable, process oriented
studies in large(r) firms we discussed in Chapter 2 and our own experiences in
large firms, we think that most of the factors identified and articulated in the
present research will be relevant to large firms too but their precise
manifestation may, and often will, differ. Future research into processes of
diversification will have to throw more light on both the relevance and
(interactional) manifestation of the factors we articulated in the foregoing. A
host of hypotheses can be formulated on the basis of this research. By way of
illustration, in many large firms mental coherence may be spread over a variety
of top managers and, for that reason, modification of the existing mental
coherence may be (even) more problematic. Also, the mental willingness to
change the prevailing mental coherence can change suddenly as new top
managers enter a firm and feel differently about decisions taken in the past
(while taking their own experiences and mental legacy with them). Finally,
active involvement across all learning areas of managers at various
organisational levels may be lower as activities are often more strictly divided in
larger firms; as a result of this, learning processes may be (even) more spread
across managers and departments and hence more isolated from each, which in
turn increases the chances of mental segmentation across managers.

On strengths, dilemmas and flaws

In every research project researchers take a number of choices related to what
might be called the theoretical, the methodological and the empirical domain.
The strengths of a research project follow directly from these choices, in
particular from the consistency across the three domains. In addition, the quality
of a research project depends to a large extent upon the adequacy with which
researchers deal with the dilemmas that come with these choices. In this section
we highlight what we consider as the main strengths of this research, the
dilemmas we faced, and the flaws that resulted from dealing with these
dilemmas.

To start with the research strengths, the present research is one of the firsts to
explore the process of corporate diversification from the perspective of those
that are responsible for, or involved in, a diversification project. To chart  the
processes of individual and organisational learning taking place during a
diversification attempt, we developed a research methodology in which a triad
of cognitive mapping techniques were employed in a longitudinal case study
design. The choice for (only) three case studies enabled us to focus in depth on
the dynamics (i.e. the interaction between content, context and processes of

                                                
1 On the other hand, small and large firms are not different in every respect; after all,

although caterpillars surely differ from flies, both are labelled as insects.
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change) of diversification within the real life context of SMEs over time and
construe extensive, rich descriptions of individual diversification projects
(which eases interpretation by others).

The use of three different cognitive mapping techniques enabled us to
increase access to the knowledge and meanings of the managers we interviewed.
By combining them in an elegant way we were able to minimise irritation and
the laboriousness of the cognitive mapping sessions. In addition, it allowed us to
use the cognitive maps construed with one technique to interpret those construed
with another. For example, we often found ourselves using the maps construed
with Decision Explorer to interpret the data generated on the basis of the
repertory grid technique. If this data has to be considered on its own, without
any  knowledge of its (mental) context (as in large cross-company studies), a
wide range of different interpretations seems plausible. Hence, contrary to
Huff’s (1990b) assertion, we experienced that a technique like RGT requires a
comparatively large amount of interpretive input from researchers (see Figure
5-1). On the other side, we found that a cognitive mapping technique as
developed by Eden and his colleagues (see Chapter 5), which stays close to
people’s discourse and utterances, requires considerably less interpretive input
from researchers.

With the foregoing choices and strengths came a number of dilemmas that
unfolded themselves fully during our research. As indicated above, the quality
of a research project depends to a large extent on the adequacy with which
researchers deal with the dilemmas they face. Blunt choices without any
argumentation do not contribute to the quality of research and neither do plain
compromises that imply feeble combinations of both sides of a dilemma.
Instead, mindful of Hampden-Turner’s (1990) work, researchers should
challenge themselves to reconcile the dilemmas they are confronted with (or,
alternatively, look for existing reconciliations) and attempt to combine the best
of both sides. Giddens’ (1976) structuration theory we discussed in Chapter 4 is
an excellent example of such a reconciliation. It resolves the tension between
knowledgeability of pre-existing structures and the intentionality that is inherent
to a social constructive perspective. In a more or less similar way we have in this
research reconciliated the dilemma between minimising the irritation and
laboriousness of our cognitive mapping sessions on the one hand and increasing
the access to the knowledge and meanings of the managers we interviewed on
the other by combining the three cognitive mapping techniques we employed in
a refined way.

If reconciliation is not (yet) clearly visible, not fully elaborated or not
applicable given time and resources, researchers have an obligation to articulate
and underpin the choices they make with clear arguments. Yet, however solid
such arguments may be, each choice comes with its own flaws and weaknesses.
This may be the case with the main dilemma we faced in the present research,
i.e. the dilemma between a cognitive research approach oriented at individuals
(and effective for mapping individual learning) and the inherent social nature of
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organisational learning. We have reconciled this dilemma by considering the
managers we interviewed as ‘key witnesses’ of organisational sense-making
processes. However, there is no guarantee that this indirect route fully captures
collective sense-making processes (and we would be the last to argue that this is
the case). We therefore consider it as the most important flaw in the present
research. The underlying assumption that managers are (fully) able to articulate
the state and outcome of such processes and researchers can infer collective
sense-making from individual discourses is untested; given that they are in the
middle of the intricate interaction of many factors and circular processes, it is
even very unlikely. Although this makes a cognitive approach incomplete, it
does not imply that the present research has been useless and its findings
meaningless. Given time and resources, complementing the cognitive research
methodology with, for example, ethnographic research methodologies (e.g.
based on observation of managers’ activities) will strengthen any research of
processes of diversification. We regard an action research approach in which
researchers actively facilitate the process of diversification as an even better
alternative as it puts them in the middle of processes of collective sense-making
(see e.g. Eden and Huxham, 1996; Checkland, 1998). Also, managers are
generally more eager and challenged to articulate their thoughts when their own
work and projects are at stake.

Concluding remarks

We started this research project with the observation that the aggregate result of
diversification research is quite disappointing. Little can be said unambiguously
about the implications of diversification for the performance of firms. Moreover,
an all-embracing theory of diversification that is helpful in understanding the
success or failure of individual diversification projects is still missing. Such a
theory could inform managers in bringing their attempts to diversify to the end
they have in mind. This research is based on the presumption that detailed
examination of individual diversification projects from the perspective of those
involved in, and responsible for, these projects while charting individual and
organisational learning processes is meaningful. In our view, this research has
made several valuable contributions of which we would like to stress the
following four.

Firstly, on the basis of the three cases studied the present research identified
several new, within the context of diversification unfamiliar factors that in
interaction (may) influence the course and outcome of diversification attempts
(see Table 9-3). The nature of these factors differs fundamentally from (most of)
the familiar factors that have been studied as part of mainstream diversification
research. Whereas the latter are mostly related to structural characteristics of a
diversifying company, its diversification project and the industry it is working
in, the former are closely connected to the process of diversification as well as to
the managers involved in it.
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Secondly, this research shows that the relationship between diversification
and moderating factors may not necessarily be a linear one in which these
factors directly influence the outcome of diversification attempts. Instead, in the
three diversification projects we studied the relation was a more indirect one: the
three cases enclosed much intricate circularity that either reinforced the process
momentum in these diversification attempts or weakened it. The moderating
factors that contributed to, or counteracted, (the outcome of) these attempts
influenced the direction these circularities took.

Thirdly, this project has developed a cognitive research methodology,
including a paradigmatic foundation, to chart managers’ perspectives and
learning processes with respect to the diversification projects they are involved
in. The methodology conceptualises learning as cognitive change and employs a
combination of cognitive mapping techniques to assess such changes. Seen from
this perspective, the three case studies can be considered as extensive, detailed
illustrations of its application.

Finally, the most important contributions of this research project may lie in
the future as the present one gives rise to a number of challenging research
questions and hypotheses. We have only sketched the broad contours of what
eventually may become a theory of diversification. Future research is still very
much required to fill in the (yet unknown) holes that are left in the ‘wall of
diversification’ in order to be able to formulate such a theory at a sufficient level
of detail. This research was exploratory in nature, aimed at identifying new
factors and raising questions and hypotheses. The insights and results it has
produced have to be tested and challenged by future studying to see if they hold
in other situations, be it in small, medium or large companies. For one thing, the
four circularities we discussed in this chapter (see Figure 9-5) merely illustrate
and point to the existence of circular, interacting processes that occur during
diversification attempts. These circularities may only be the top of an ‘iceberg’
of less visible circularities, which are even more important for the course and
outcome of individual diversification projects. Also, the ‘seesaw of
diversification’ that we outlined in Figure 9-6 may be a rude oversimplification
of the intricate, subtle working of contributing and counteracting forces. Only
methodologically and theoretically solid research will offer us the answers to
these and many other questions around corporate diversification to increase our
understanding of this intriguing phenomenon.



326     III    Conclusions and Discussion



Appendix A 

Diversity – Performance Research

Positive relationship between diversity and performance
(17 studies)

Weston, Smith & Shrieves (1972)
Rumelt (1974)
Michel & Shaked (1984)
Jose, Nichols & Stevens (1986)
Bühner (1987)
Dubofsky & Varadarajan (1987)
Grant & Jammine (1988)
Amit & Livnat (1989)
Galbraith, Samuelson, Stiles & Merrill (1989)
Chatterjee & Lubatkin (1990)
Nguyen, Séror & Devinney (1990)
Chatterjee & Wernerfelt (1991)
Belkaoui & Pavlik (1992)
Davis, Robinson, Pearce & Park (1992)
Kim, Hwang & Burgers (1993)
Bergh (1995)
Sjölander & Oskarsson (1995)

Negative relationship between diversity and performance
(29 studies)

Imel & Helmberger (1971)
Markham (1973)
Melicher & Rush (1973)
Rhoades (1974)
Rumelt (1974)
Jones, Laudadio & Percy (1977)
Grinyer, Yasai-Ardekani & Al-Bazzar (1980)
Bettis (1981)
Rumelt (1982)
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Bettis & Mahajan (1985)
Chang & Thomas (1987)
Hoskisson (1987)
Johnson & Thomas (1987)
Varadarajan & Thomas (1987)
Barton (1988)
Montgomery & Wernerfelt (1988)
Wernerfelt & Montgomery (1988)
Simmonds (1990)
Hill & Hansen (1991)
Lichtenberg (1992)
Hamilton & Shergill (1993)
Hoskisson, Hitt, Johnson & Moesel (1993)
Hughes & Oughton (1993)
Scott (1993)
Hall & St. John (1994)
Lang & Stulz (1994)
Berger & Ofek (1995)
Goll & Sambharya (1995)
Denis, Denis & Sarin (1997)

No relationship between diversity and performance
(31 studies)

Gort (1962)
Weston & Masinghka (1971)
Melicher & Rush (1973)
Jones, Laudadio & Percy (1977)
Utton (1977)
Jacquemin & Berry (1979)
Beattie (1980)
Christensen & Montgomery (1981)
Bettis & Hall (1982)
Hill (1983)
Ravenscraft (1983)
Wansley, Lane & Yang (1983)
McDougall & Round (1984)
Montgomery (1985)
Palepu (1985)
Schmalensee (1985)
Johnson & Thomas (1987)
Lubatkin (1987)
Varadarajan & Ramanujam (1987)
Amit & Livnat (1988b)
Capon, Hulbert, Farley & Martin (1988)
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Morck, Shleifer & Vishny (1990)
De (1992)
Lubatkin, Merchant & Srinivasan (1993)
Loyd & Jahera (1994)
Cardinal & Opler (1995)
Lim & Teck (1995)
Riahi-Belkaoui (1996)
Bergh & Holbein (1997)
Busija, O’Neill & Zeithaml (1997)
Delios & Beamish (1998)

Curvilinear relationship between diversity and performance
(11 studies)

Bane & Neubauer (1981)
Itami, Kagono, Yoshihara & Sakuma (1982)
Ciscel & Evans (1984)
Lecraw (1984)
Grant, Jammine & Thomas (1988)
Geringer, Beamish & DaCosta (1989)
Markides (1992)
Lubatkin, Merchant & Srinivasan (1993)
Lubatkin & Chatterjee (1994)
Markides (1995, 1996)
Qian (1997)

Mixed relationship between diversity and performance
(9 studies)

Bass, Cattin & Wittink (1978)
Luffman & Reed (1984)
Wernerfelt & Montgomery (1986)
Chatterjee & Lubatkin (1990)
Davis & Thomas (1993)
Nayyar (1993)
Markides & Williamson (1994)
Markides & Williamson (1996)
Farjoun (1998)
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Industry structure (32 studies)
Industry profitability Rumelt (1974)

Bettis & Hall (1982)
Rumelt (1982)
Montgomery (1985)
Schmalensee (1985)
Wernerfelt & Montgomery (1986)
Chang & Thomas (1987)
Wernerfelt & Montgomery (1988)
Hansen & Wernerfelt (1989)
Nguyen, Séror & Devinney (1990)
Rumelt (1991)
Kim, Hwang & Burgers (1993)
Lloyd & Jahera (1994)
Stimpert & Duhaime (1997a)

Industry structure Christensen & Montgomery (1981)
Bettis & Mahajan (1985)
Grant & Jammine (1988)
Hamilton & Shergill (1993)
Sharma & Kesner (1996)

Market power Montgomery & Singh (1984)
Montgomery (1985)
Barton (1988)
Nguyen, Séror & Devinney (1990)

Environmental Jones, Laudadio & Percy (1977)
characteristics Bass, Cattin & Wittink (1978)

Chenhall (1984)
Hitt & Ireland (1985)
Amit & Livnat (1989)
Galbraith, Samuelson, Stiles & Merill
(1990)
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Zejan (1990)
Davis & Thomas (1993)
Hughes & Oughton (1993)
Bergh & Lawless (1998)

Organisational factors (65 studies)
Organisational structure Chandler (1962)

Wrigley (1970)
Pavan (1972)
Pooley-Dias (1972)
Thanheiser (1972)
Rumelt (1974)
Channon (1973, 1975)
Grinyer , Yasai-Ardekani & Al-Bazzar
(1980)
Donaldson (1982)
Hoskisson (1987)
Karpik & Riahi-Belkaoui (1994)
Markides & Williamson (1996)
Riahi-Belkaoui (1998)

Organisational size Utton (1977)
Chatterjee (1986)
Chang & Thomas (1987)
Shelton (1988)
Smith & Cooper (1988)
Hansen & Wernerfelt (1989)
Seth (1990)
Hamilton & Shergill (1993)
Haveman (1993)
Lim & Teck (1995)

Experience Bane & Neubauer (1981)
top-management Song (1982)

Reed & Reed (1989)
Mason & Hambrick (1992)
Michel & Hambrick (1992)
Wiersema (1992)
Sambharya (1996)
Krishnan, Miller & Judge (1997)

Company spendings Bettis (1981)
Amit & Livnat (1988a)
Barton (1988)
Baysinger & Hoskisson (1989)
Hoskisson & Johnson (1992)
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Stimpert & Duhaime (1997a)
Capital structure Montgomery & Singh (1984)

Barton (1988)
Smith & Cooper (1988)
Hamilton & Shergill (1993)
Riahi-Belkaoui & Bannister (1994)
Lim & Teck (1995)
Wiersema & Liebeskind (1995)
Denis, Denis & Sarin (1997)

Core competencies Hitt & Ireland (1985)
Hitt & Ireland (1986)
Chatterjee & Wernerfelt (1991)
Davis, Robinson, Pearce & Parker
(1992)
Lubatkin & Chatterjee (1994)
Chen (1996)

CEO compensation Napier & Smith (1982)
Kerr (1985)
Belkaoui & Pavlik (1992)
Gomez-Mejia (1992)
Rose & Sheppard (1994)

Organisational culture/- Leontiades & Tezel (1981)
management style Chenhall (1984)

Hansen & Wernerfelt (1989)
Chatterjee, Lubatkin, Schweiger &
Weber (1992)
Goll & Sambharya (1995)

Autonomy units Dundas & Richardson (1982)
Hill, Hitt & Hoskisson (1992)
Argyres (1996)

International Hitt, Hoskisson & Kim (1997)
diversification

Synergy/economies of scope (28 studies)
General Kitching (1967)

Salter & Weinhold (1979)
Singh & Montgomery (1987)
Capon, Hulbert, Farley & Martin (1988)
Nguyen, Séror & Devinney (1990)
Lichtenberg (1992)
Lubatkin & Chatterjee (1994)
Cardinal & Opler (1995)
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Kinds of synergy Bettis (1981)
Chatterjee (1986)
Singh & Montgomery (1987)
Baysinger & Hoskisson (1989)
Chatterjee & Lubatkin (1990)
Nayyar (1992)
Davis & Thomas (1993)
Nayyar (1993)
Farjoun (1994)
Lubatkin & Chatterjee (1994)
Berger & Ofek (1995)

Balance Rumelt (1982)
Markides (1985)
Johnson & Thomas (1987)
Montgomery & Wernerfelt (1988)
Haveman (1993)

Contingencies Wernerfelt & Montgomery (1986)
Johnson & Thomas (1987)
Davis, Robinson, Pearce & Parker
(1992)
Hill, Hitt & Hoskisson (1992)

Mode of diversification (32 studies)
Choice Song (1982)

Yip (1982)
Amit, Livnat & Zarowin (1989)
Reed & Reed (1989)
Simmonds (1990)
Zejan (1990)
Ingham & Thompson (1994)
Pennings, Barkema & Douma (1994)
Busija, O’Neill & Zeithaml (1997)
Kochhar & Hitt (1998)

Mode - performance Biggadike (1979)
Lamont & Anderson (1985)
Porter (1987)
Balakrishnan (1988)
Simmonds (1990)
Douma (1991)
Pennings, Barkema & Douma (1994)

Acquisitions/mergers Kitching (1973)
Salter & Weinhold (1979)
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Elgers & Clark (1980)
Song (1983)
Wansley, Lane & Yang (1983)
Chatterjee (1986)
Lubatkin (1987)
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Shelton (1988)
Walsh (1988b)
Seth (1990)
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Morck, Shleifer & Vishny (1990)
Chatterjee, Lubatkin, Schweiger &
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Markides & Ittner (1994)

Direction of diversification (20 studies)
Escape paradigm Weston & Masinghka (1971)

Rumelt (1974)
Miles (1982)
Chenhall (1984)
Kashlak & Joshi (1994)

Motives Dundas & Richardson (1980)
Luffman & Reed (1982)
MacDonald (1985)
Montgomery & Wernerfelt (1988)
Chatterjee & Wernerfelt (1991)
Nayyar (1993)
Farjoun (1994)
Sjölander & Oskarsson (1995)
Chang (1996)
Chen (1996)
Kim & Kogut (1996)
Merino & Rodríguez (1997)

Control Amihud & Lev (1981)
Hill & Hansen (1991)
Fox & Hamilton (1994)
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Indices of Grid Structure and Content
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respect to the specified constructs; the nearer to zero, the higher the tendency
to construe businesses as highly unrelated.

Business centrality:
=

=
m

i
ijr

m
BC

1

21

Centrality of a business as perceived by the manager making the ranking; the
higher the average coefficient of determination for pairs of businesses on
each construct, the more central a business is considered.

Cognitive differentiation:
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CD
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Degree to which each business is construed as different from every other
business; a score nearer to one reflects a more complex construct system in
which each construct differentiates across business in another way.
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Cognitive integration:
−

= +=

=
1

1 1

2
2

1 n

j

n

ji
ijr

n
CI

Degree of relatedness of each construct; high scores suggest minimal
differentiation, which means that each construct performs the same function
as every other construct.

Construct significance:
=

=
n

i
ijp

n
CS

1

21

Construct significance refers to the importance of a construct in relation to
other constructs; constructs with high significance are more closely related to
every other construct.

Abbreviations

aji - ajk = absolute difference in the ranks of two constructs on the ith

business
c2 = greatest common denominator between m and n

2
ijd = squared difference between the rank value of the jth construct on

the ith businesses
m = number of businesses
n = number of constructs

2
ijp = coefficient of determination for the jth pair of constructs on the ith

business
2
ijr = coefficient of determination for the jth construct on the ith pair of

businesses

Sources: Osgood et al. (1957), Tripodi and Bieri (1964), Dunn and Ginsberg
(1986), Dunn et al. (1986), Ginsberg (1989).
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Synopsis

Ondernemingsdiversificatie heeft een prominente plaats in de geschiedenis van
het strategisch management onderzoek. Sinds Igor Ansoff (1957) de
diversificatiestrategie introduceerde in zijn categorisatie van generieke
ondernemingsstrategieën, hebben talloze onderzoekers, komend vanuit een
variëteit aan disciplines, getracht enkele van de vele mysteries rond
diversificatie te doorgronden. Ze hebben hun onderzoeksinspanningen
gepubliceerd in honderden boeken en artikelen. Ondanks de immense omvang
van zowel conceptueel als empirisch werk is het geaggregeerde resultaat van het
diversificatie-onderzoek echter tamelijk teleurstellend. Zo kan er bijvoorbeeld
weinig worden gezegd over de implicaties van diversificatie voor de financiële
resultaten van ondernemingen. Evenzo ontbreekt een diversificatie-theorie die
het succes of falen van individuele diversificatie-projecten adequaat verklaart.
Op basis van meer dan 40 jaar onderzoek kunnen daarom aan managers van
diversificerende ondernemingen slechts enkele algemene aanwijzingen worden
gegeven.

Deze studie is (weer) een nieuwe poging om enkele vragen rond
diversificatie te beantwoorden. We doen dit echter door diversificatie te
bestuderen op een wijze die fundamenteel afwijkt van de manier waarop het
overgrote deel van het diversificatie-onderzoek is uitgevoerd. De onderhavige
studie is één van de eersten die ondernemingsdiversificatie verkent vanuit het
perspectief van degenen die verantwoordelijk zijn voor of betrokken in een
diversificatie-project. We refereren in deze studie aan dit perspectief als een
cognitief perspectief. Een cognitief perspectief tracht de denkprocessen van
managers te bevatten, de conceptuele systemen die ze hanteren te begrijpen, hun
intenties te doorgronden en de kennis die ze bezitten en die ze al lerend
ontwikkelen te duiden.

Het doel van de huidige studie is om organisatorische en contextuele factoren
te identificeren die, in onderlinge interactie, het verloop en de uitkomst van
diversificatie-projecten vormen. Voor dit doel ontwikkelen we een cognitieve
onderzoeksmethodologie en bestuderen in detail wat managers in drie
verschillende ondernemingen gedurende ‘hun’ diversificatie-project leren. Het
onderzoek vindt plaats binnen kleine en middelgrote ondernemingen die
uitstekende mogelijkheden bieden om deze cognitieve onderzoeksmethodologie
toe te passen. Bovendien is aan deze categorie van ondernemingen in het
onderzoek naar diversificatie nauwelijks aandacht besteed.
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Dit proefschrift bestaat uit drie delen. Het eerste deel introduceert de
theoretische achtergrond en het startpunt van de huidige studie. Het tweede deel
presenteert de cognitieve onderzoeksmethodologie om leerprocessen gedurende
een diversificatie-project te registreren en beschrijft de toepassing ervan op een
drietal casestudies. Het afsluitende derde deel vergelijkt de inzichten uit de drie
casestudies met elkaar en met bestaande inzichten en schetst op basis daarvan de
contouren van een theorie van diversificatie.

Het eerste deel van dit proefschrift omvat vier hoofdstukken. Elk van deze
hoofdstukken levert enkele specifieke aanwijzingen op voor een nieuwe
benadering voor het onderzoeken van ondernemingsdiversificatie. De essentie
van deze benadering is dat we diversificatie conceptualiseren als een proces van
organisatorisch leren en een cognitief perspectief hanteren om dit proces te
bestuderen. Hoofdstuk 1 beschrijft de theoretische uitgangspunten, de probleem-
situatie en de doelstellingen van de huidige studie. Een historisch overzicht van
de diversificatie-literatuur geeft aan dat deze studie aansluit bij recentere
conceptualiseringen die het belang van een management-perspectief en
leerprocessen binnen ondernemingen benadrukken.

Hoofdstuk 2 geeft een overzicht van het empirische en conceptuele
onderzoek naar ondernemingsdiversificatie en –diversiteit, dat zich voornamelijk
heeft gericht op grote, multinationale ondernemingen. Op basis van dit overzicht
concluderen we dat meer ‘fine-grained’ onderzoeksmethodologieën, zoals
casestudies, het inzicht in het proces van diversificatie substantieel kunnen
vergroten. Hoofdstuk 3 geeft een overzicht van het onderzoek naar diversificatie
en groei in kleine en middelgrote ondernemingen. Dit overzicht wijst, onder
andere, op de centrale rol van de eigenaar-manager van diversificerende
ondernemingen en het belang van zijn kennis en ervaringen. Hoofdstuk 4 geeft
overzichten van het onderzoek zoals dat vooral in de laatste twee decennia naar
cognitie en leerprocessen binnen organisaties is uitgevoerd. We concluderen dat
organisatorische leerprocessen gedurende een diversificatie-project in kaart
kunnen worden gebracht door leren op te vatten als ‘cognitieve verandering’ en
individuele managers als ‘sleutel getuigen’ te beschouwen van organisatorische
‘sense-making’ processen.

Het tweede deel van dit proefschrift omvat vier hoofdstukken en presenteert de
ontwikkelde cognitieve onderzoeksmethodologie en de toepassing daarvan op
drie casestudies. Voortbouwend op de algemene conclusies van hoofdstuk 4
wordt in Hoofdstuk 5 de cognitieve onderzoeksmethodologie in meer detail
uitgewerkt. De onderzoeksmethodologie combineert drie zogenaamde ‘cognitive
mapping’ technieken: inhoudsanalyse, de repertory grid techniek in combinatie
met de multidimensionale schaaltechniek, en een ‘cognitive mapping’ techniek
die denkconstructen hiërarchisch ordent. Vergelijking van de ‘cognitive maps’
die we met deze technieken construeren, levert inzicht op in individuele en
organisatorische leerprocessen gedurende de diversificatie-projecten. Elk van de
hoofdstukken 6, 7 en 8 beschrijft de toepassing van de onderzoeksmethodologie
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op een diversificerende onderneming uit het midden- en kleinbedrijf. De drie
casestudies verschillen onder andere in de activiteiten die de ondernemingen
ontplooien, in hun omvang en internationale oriëntatie, in het karakter van de
diversificatie-projecten en in de fase waarin deze projecten zich bevinden.

Hoofdstuk 6 beschrijft de poging van Colifox om haar afhankelijkheid van de
Europese markt te verminderen door een handelsorganisatie op de Latijns-
Amerikaanse markt op te zetten. Alhoewel de diversificatie-poging niet tot het
gewenste resultaat leidde, droeg het substantieel bij aan de keuze van het
management van Colifox om zich nadrukkelijk(er) te concentreren op Europese
expansie. Hoofdstuk 7 beschrijft het overwegingsproces van het management
van Beltics om, gestimuleerd door ingrijpende overheidsmaatregelen en
structurele veranderingen in de industrie, onbruikbare en onverkoopbare
producten al dan niet zelf te verwerken tot afval. Hoofdstuk 8 beschrijft de
succesvolle diversificatie Agripride naar de compostering van groente-, fruit- en
tuinafval. Vanaf het opstarten van de compostering groeide de omzet zeer sterk
wat uiteindelijk leidt tot een forse uitbreiding van deze activiteit.

Het derde en laatste deel van het proefschrift (Hoofdstuk 9) schetst de contouren
van een theorie van diversificatie door de inzichten uit de huidige studie te
combineren met inzichten uit eerder onderzoek. De kern van deze theorie is dat
het verloop en de uitkomst van diversificatie-projecten worden gevormd door de
complexe (circulaire) interactie van vele (interne en externe) factoren. Deze
interacties genereren een beperkend dan wel stimulerend momentum in het
proces van diversificatie. De inzichten uit de huidige studie wijzen daarbij in het
bijzonder op de centrale rol die mentale beelden spelen in het proces van
diversificatie. Zo concluderen we dat de bestaande dominante mentale
coherentie – het verband dat managers binnen hun ondernemingen tussen
verschillende aspecten leggen – een cruciale rol speelt bij diversificatie. Kansen
op een succesvolle uitkomst van een diversificatie-project lijken toe te nemen
naarmate een bestaande mentale coherentie beter aansluit bij een nieuwe
activiteit en het management een grotere bereidheid heeft om deze te wijzigen
om een (betere) aansluiting te realiseren. Persoonlijke gevoelens en voorkeuren
van managers spelen hierbij een belangrijke rol. Eerdere ervaringen kunnen een
‘mentale erfenis’ vormen en dergelijke wijzigingen stimuleren dan wel juist
ontmoedigen. De studie wijst verder op het belang van een zekere mate van
actieve betrokkenheid van alle betrokken managers bij alle aspecten van het
diversificatie-project. Het ontbreken van een dergelijke betrokkenheid leidt tot
een fragmentatie van organisatorische leerprocessen en uiteenlopende
interpretaties en conclusies. De studie illustreert daarmee dat collectief leren een
gezamenlijk leerproces vereist waarin ‘sense-making’ gezamenlijk plaatsvindt in
de context van gezamenlijke actie en reflectie.
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