International Accounting and Finance
Thesis No 2000:8

IMPACTS FROM
BUSINESS ENVIRONMENT
AND CORPORATE STRATEGY
ON FINANCIAL STRUCTURE

A Historical Perspective
of Three Swedish Multinationals

Mats Andersson and Leonidas Tsagkalias



Copyright © 2000 by Mats Andersson and Leonidas Tsagkalias

Graduate Business School

School of Economics and Commercial Law

Géteborg University

ISSN 1403-851X

Printed in Sweden by Novum Grafiska AB, Géteborg 2001.



Abstract

For decades companies had focused their efforts only on quantitative
results, rather than on the quality of profits generated. However, the
need to readjust to a more volatile business environment and the
new strategic directions followed by companies made financial struc-
ture an issue of primary importance. Therefore the research question
how do business environment and corporate strategy impact financial
structure is formulated and the case study of Electrolux, SCA, and
Volvo is designed, in order to identify the effects during the last
thirty years.

In the first part of the thesis, a brief description of each of the
three concepts is given and their interrelationship is shown. Refer-
ring to the business environment, two sets of factors are mentioned;
macro environmental factors, which focus on economic, technologi-
cal and political variables, and micro environmental factors, which
refer to the industrial structure and globalisation. Then the concept
of corporate strategy is discussed by presenting two different schools
of thought, explicit and incremental strategic planning, and finally,
the concept of financial structure is elaborated by analysing issues
like the capital structure and the principal-agent theory.

In continuation, the thesis is dedicated to the presentation of the
business environment, corporate strategy and financial structure of
Electrolux for the examined period, followed by another part, where
the impacts on the financial structure are analysed. The same proce-
dure is repeated for SCA and Volvo.

In general, most of the findings indicate that business environ-
ment impacts financial structure mostly in economic terms, while
the results from corporate strategy, usually linked to organic growth,
acquisitions, related and unrelated diversification, and divestments,
are different in the three companies. The determining factor is the
existence or not of aggressiveness and opportunism, when imple-
menting untested strategies.

KEYWORDS:  Financial structure, Corporate strategy,
Business environment, Electrolux, SCA, Volvo
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1 Introduction

Background

Many of the world’s economists are trying to understand the genetic
code that leads to success and keeps the corporation competitive in
an era where investors are getting more sophisticated and demand-
ing and markets are open to international competition.

For decades, companies had focused their efforts only on quanti-
tative results, rather than on the quality of profits generated. An ob-
session with sales rather than profitability, absence of investor
orientation and expansion through unrelated diversification were the
characteristics that caused higher overheads, lower returns and jeop-
ardised shareholders’ interest.

Environmental changes, like the first energy crisis and changes in
the international monetary scene, caused a shortage of resources and
rising costs that emphasised the importance of effective and efficient
use of assets. Companies were facing the challenge of readjusting to
the business environment in the way that both investors would be
kept satisfied and other constituencies, like employees and regulatory
agencies, would not intervene.

As a result, financial structure became an issue of primary impor-
tance. The overall corporate strategy had a direct impact on the suc-
cess of such structure plans, and consequently, on a company’s
viability in the long run, especially under volatile environmental
conditions.

Cases of strategic and financial restructuring in American compa-
nies have been studied by Gordon Donaldson, who has adopted a
historical perspective. This work represents the source of inspiration
for carrying out a similar study in the Swedish framework, although
less extensive and narrower in focus.
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Description of Concepts

The above mentioned changing business environment in the 1970s
had threatened many unprepared companies and emphasised that
financial structuring should not be seen only as an one-off task, but
as an important element of any business strategy that is continuously
readjusting to the environmental requirements.

According to Donaldson (1994: 7), the concept of financial struc-
ture, among others, consists of the scale of investment base, the mix
of active investments and defensive reserves, the choice of revenue
source, the re-investment rate of earnings, the mix of debt and eq-
uity, the duration and nature of wage and benefit contracts, the de-
gree, cost and nature of overheads, and the distribution of expend-
itures between current and future revenue potential.

On the other hand, the concept of business environment refers to
the social, technological, economic, environmental, political, legal
and cultural factors that affect the corporate and creates new threats
and opportunities for the enterprise (Worthington and Britton
1997). For the purpose of this paper the concept of business envi-
ronment will also encompass market and industrial structure.

Finally, business strategy is the comprehensive concept, which ex-
plains the raison d’étre of the company, as well as the long-term di-
rections that will be followed in order to meet the needs of markets
and to fulfil shareholders’ expectations (Johnson and Scholes
1999: 13—16). Furthermore, it determines vital issues like the state-
ment of business mission, management’s objectives for its sharehold-
ers, consumers, employees, and society at large, corporate and
product-market strategies, and outlines for resource allocations
(Donaldson 1984: 4—5).

Problem Discussion

The changes that took place during the last three decades pointed
out the importance of financial structure. Did new strategic direc-
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tions leave financial structure unaffected or more radical changes fol-
lowed? And if this was the case, what elements of the financial struc-
ture did these strategies affect and to what extent? Furthermore,
were these elements the same for all types of strategic choices in all
companies and did they cause the same type of effects every time a
shift had taken place?

Different companies emphasise different priorities; perhaps in one
company management had stressed financial self-sufficiency, while
in another, the asset factor had been emphasised. Does it mean that
every company had a totally or partly different financial structure?

Apart from the corporate strategy, considerations referring to the
business environment must not be ignored either. Hence, a new
question is generated: What were the changes in the environment
during the last thirty years that affected corporations? If these exter-
nal factors are not identified, significant problems will arise that will
be responsible for the inefliciency of the overall strategy.

Additionally, these macro and micro environmental factors
influenced companies depending on the industrial sector and the
markets within which they operate. Did these external factors im-
pact all the elements of the financial structure of a company and to

what degree did that happen?

Aim and Objectives

From the result of the above discussion the research question of this
thesis is formulated: How do business environment and corporate strat-
egy impact financial structure?

The outline of the key objectives to be covered in this thesis is
given below:

* To introduce the concepts of business environment, corporate
strategy, and financial structure and to show their interrelation-

ship.
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* To present the business environment, the corporate strategy, and
the financial structure of three Swedish multinational enterprises
over the last thirty years.

* To analyse the impacts on the financial structure from the busi-
ness environment and the corporate strategy in each examined
company.

Delimitations

The term business environment is used both in national and the in-
ternational context, because the latter refers also to factors, such as
international tax differentials, market imperfections, availability of
capital, and generally foreign business norms (Lee and Kwok 1988).

For the purpose of this paper the term financial structure in the
context of multinational firms refers to the structure of the group,
because the structure of each affiliate is relevant only to the extent it
affects the cost of capital of the consolidated firm; an individual afh-
liate does not have an independent cost of capital (Eiteman, Stone-
hill and Moffett 1998: 443).

Additionally, the focus of the analysis will be on capital structure,
return on assets, and operating performance, rather than liquidity,
cash flows, and return-on-equity. The selection of measures — both
in absolute and relative values — depends on the purpose of the the-
sis, which differs from the objective of a creditor or a shareholder
(Watts 1996: 449). Finally, the financial results will not be compared
with other companies or with the industry average, because the aim
is not to measure the performance of each of the studied companies
against the others.



2 Methodological Considerations

Research Strategy

Among the available research strategies, case study has been selected
as the most appropriate after considering the type of our research
question, the extent that we control actual behaviour and events,
and the nature of the events. To start with, our research question,
how corporate strategy and business environment impact financial
structure, will be answered by showing first what is the interrelation-
ship between these three concepts. According to Yin, what questions
tend to be exploratory, while how and why questions are more ex-
planatory and likely to lead to the use of case study as research strat-
egy (1994: 5-6).

We have decided to use case study because we deliberately want to
cover contextual conditions, believing that they might be highly
relevant to our phenomenon of study, or practically because we be-
lieve that the changing strategy and environment relate with changes
in financial structure.

However, there is not a universally accepted definition of case
study. For the purpose of our thesis more than one research strategy
could be used because various strategies are not mutually exclusive
and because the boundaries between strategies are not always clear
and sharp. “Even though each strategy has its distinctive characteristics,
there are large areas of overlap among them” (Yin 1994: 4).

Although the examined events are outside our control, they are
not contemporary but historical. But according to Yin “the historical
method is dealing with the dead past — that is, when no relevant persons
are alive to report even retrospectively what occurred, and an investiga-
tor must rely on primary documents, secondary documents, and cultural
and physical artifacts as the main sources of evidence”. He adds that “a
case study can] deal with operational links needing to be traced over
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time, rather than mere frequencies or incidence” (1994: 6-8). Finally,
despite the fact that the empirical data will be based exclusively on
annual reports, archival analysis is not selected as research strategy,
because this is more preferable for research questions like who,
where, how much, and how many. Although each strategy has its own
advantages and disadvantages, we prefer to use a clear and under-
standable one-way direction.

In our thesis the inductive approach, the way of discovery, is con-
sidered to be suitable, because a theoretical model will not be falsi-
fied or verified, although our goal is not to generate theory either,
but to provide a basis for further research that could lead to a theo-
retical framework. Including a theoretical part in our thesis is not in
contrast to this statement, because our research is not directly de-
pendent on this theory. As Patel and Davidson state, in the case of
inductive approach although the researcher does not have a theory as
a basis for the research, he does not work completely unbiased

(1991: 21).

Research Design

In order to answer our research question, it is necessary to conduct a
study that extends over a rather long period of time. “Only when
thought succeeds in composing the multiplicity of events into a system
within which the particular events are determined in respect to their ‘be-
fore’ and ‘after’, do phenomena unite into the form of a totality of intui-
tive reality” (Cassirer 1957¢, in Polesie 1991: 140). A period of thirty
years has been selected, after compromising between time frame and
level of detail.

Although the existing knowledge base of our topic is rich, it does
not provide a conceptual framework. Such knowledge base does not
help us to develop good theoretical statements. However, a strong
guidance in determining what data to collect and ideas about how to
analyse them, have been given by Gordon Donaldson’s book Corpo-
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rate Restructuring, recommended by our supervisor. This book was
the latest of a series of books he has written on the subject of corpo-
rate finance, being professor at the Graduate School of Business
Administration at Harvard University for several decades.

For measuring the quality of our research design, four tests have
been implemented, according to Kidder and Judd (in Yin 1994: 33).
Construct validity is established by giving the correct measures for
studying the changes of the financial structure. They refer to the ab-
solute values, indices, growth rates and ratios, whose method of cal-
culation is presented below. Internal validity is not threatened
because in our causal case study we will not exclude the existence of
factors other than the identified ones. In terms of external validity, it
can be said that a small number of cases offers a poor basis for gener-
alising. But generalisation is not automatic and conclusions must be
tested through replication of our findings, which are considered
more convincing in our study because multiple cases are used. Fi-
nally, reliability is strengthened due to the documentation of the
procedures followed.

Additionally, the validity and reliability of our thesis have also
been tested according to Merriam’s criteria (1994: 179). Firstly, al-
though it was not possible to use several sources of information for
triangulating, key informants have reviewed the empirical data.
They are all working as senior managers on group level and have
been selected on the basis of their knowledge in the strategic and
financial issues of their company for the examined time period. Al-
though some changes have been made after their remarks, we are
solely responsible in cases of errors, omissions, or misunderstand-
ings, because the text reflects our personal perception of the facts,
which may not be the same as that of the informants. Secondly, we
are trying to present the research design and the theoretical frame-
work, in order to avoid biased conclusions. Thirdly, we will try to
explain in detail the data collection method, and fourthly the re-
search strategy has already been described in detail for making this
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thesis reusable, if other students want to do further research in this

field.

Data Selection and Evaluation

Although two different types of data exist, primary and secondary
data, for the examination of this thesis’ research question only the
latter will be used. When using secondary data we have to consider if
they are reliable, if there are any tendencies by the authors, or if
there is a dependency on sources.

As the theoretical framework of the thesis normally influences the
development of the research, the reliability of the used theoretical
data has to be critically examined. It is quite important to have a
look at the time when the literature was written, because this could
have a major influence on the conclusions and statements. Most of
the books used have been published during the last decade, but this
does not hold referring to articles about financial structure, because
the most important of them — on which the whole debate around
capital structure is based — date back to the 1970s, and even the
1960s. However, it has been decided to include them, because the
more contemporary ones do not cover the topic to the same extent.
Furthermore, it can be said that the sources of theoretical data are
independent and that different approaches are used representing au-
thors who come from different schools of thought. There is no use
in quoting two or more sources, if one of them quotes the other,
even sometimes the bases for books or articles are the same.

Additionally, the decision to base the empirical part of our study
on annual reports is the result of time restrictions and the need to
use same kind of sources, both in terms of quantity and nature, for
all examined companies. Alternatively, company biographies could
have been used for the empirical part, but those found have not been
examining the same time period, or they have been of ‘advertorial’
nature.
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The use of annual reports imposes certain advantages as well as re-
strictions. Each report is written a few months after the end of the
fiscal year and as such it represents a contemporary source of data.
The level of comparability is high, because audited financial results
provide reliable figures, subject only to creative accounting and
changes of accounting standards, which have been examined in cases
of major fluctuations of results. Except that they are publicly avail-
able and formalised, they tend to be very informative around impor-
tant issues of the corporate life, but in cases of large organisations,
like the ones to be studied in this thesis, there are practical limita-
tions referring to the level of detail.

On the other hand, although the content of annual reports is
statutory, they are inferior sources of data in terms of objectivity. Be-
ing a means of communication between the company and its exist-
ing and potential stakeholders, annual reports give the subjective
picture that the management of each company decides to show.
Knowing that they are of apologetic nature when results are not flat-
tering and full of exaggerations when returns improve, the adoption
of a more critical assessment of information is imperative. Refining
the content of the statements, or in other words separating facts
from opinions, helps to achieve this. All these factors will be consid-
ered when analysing and drawing conclusions.

Alternatively, interviews could also have been considered. How-
ever, this idea was not finally materialised, because, apart from the
practical limitations, we believe that it would not contribute in
terms of comparability, given that different interviewees would have
affected the documentation of empirical data unequally. As already
mentioned, we prefer to use a clear and understandable research de-
sign.

Having decided to use different sources of data, our method can
be termed both qualitative and quantitative. Whilst the theoretical
data used are exclusively qualitative, the empirical data based on an-
nual reports are highly quantitative, referring to the numerical in-
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formation, and simultaneously qualitative in terms of strategies and
environment described. This is in line with Yin (1994: 14) and with
Starrin, who argues that quantitative and qualitative methods are
complementary and are characterised by mutual dependence

(1991: 13).

Data Collection

Referring to the theoretical data, as already mentioned, this thesis
will be exclusively based on books and scientific articles. Seeking the
literature has been done, among others, by using the computer sys-
tems at Goteborg University library, which has given us access not
only to the locally provided books, but also to books from other
Swedish universities. Additionally, databases like ABI/Inform Global,
have been used for tracking articles among the vast volume of jour-
nals. The first step has always been a standardised wide research,
within general keywords like strategy, finance, environment, struc-
ture, debt, returns, etc. Later, more specific research has taken place
by seeking for phrases like corporate strategy, capital structure, assets
base, etc.

Furthermore, the extracting of empirical data from the annual re-
ports will be done in two parts. Firstly, the figures in the financial
statements for each company will be passed on a worksheet, double-
checked, and then used for producing the tables of Key Figures that
represent the basis of our analysis. The key financial figures for each
company, together with the balance sheets and the profit and loss
accounts will be included as appendices, but in the latter case only
for every five years due to practical reasons. In order to improve
comparability, only occasional minor adjustments on the order of
some disclosed items will be made. Additionally, the ratio values will
not be copied from the reports, because different formulas are used
from company to company and from year to year. (The formulas to
be used in this thesis are presented below.) Figures expressing
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amounts of money will not be adjusted for inflation over the years.
It is considered that validity is not affected, because the purpose is
not to directly compare performance over the years, but to scan ma-
jor annual changes of the financial results; if comparisons between
different years are needed, then annual percentage changes will be
used. After working with the numbers, we will focus on the written
text, both on the comments by the CEO or President (koncernchefens
kommentarer) and the Board of Directors’ Report (forvaltningsberiit-
telsen), where issues of corporate strategy and business environment
are discussed.

At this point it must be mentioned that the empirical data of
Volvo and SCA for 1985, are not based on the original annual re-
ports, because they are missing from the university library. Although
the financial results of that year have been found in the 1986 and
1987 reports, references to their environment and strategy for 1985
will not be made in the thesis.

Selection of Companies

Limited time resources and the level of accuracy required for each
case dictate a relatively small number of examined companies. How-
ever, efforts have been made to select a representative set that would
not consciously bias conclusions. The selection of three companies,
Electrolux, SCA, and Volvo, has been preferred, because certain cri-
teria are satisfied; among them, the fact that all three are large, ma-
ture, and publicly owned corporations based in Sweden and
operating worldwide. That results in a higher level of comparability
over the same period of time, because disorders arising from factors
like the prevailing accounting standards and business environment
are avoided to a great extent. Additionally, the examined companies
represent cases where a wide range of strategic shifts during the last
three decades have been experienced, which implies that they have
‘an interesting story to tell’. Finally, this compilation has been selected
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for practical reasons, regarding the availability of the needed annual
reports at the university library.

The origins of AB Electrolux can be traced back to the develop-
ment of world’s first household vacuum cleaner in 1912 and the
launch of the absorption refrigerator in 1925. From the early stages
the company grew fast, and in the quest for being the largest house-
hold appliance producer in the world, a large number of acquisitions
were carried out, especially in the 1960s, 70s, and 80s. Over the time
operations have comprised, among others, production of chain saws,
lawn mowers, kitchen interiors and office machinery equipment.
Today, Electrolux is the largest white-goods producer in several geo-
graphical markets over the world.

Svenska Cellulosa Aktiebolaget SCA was founded in 1929, al-
though its history dates back to the 15" century, when the exploita-
tion of the forests started in the Northern parts of Sweden. The
company is a result of mergers between several forest companies es-
tablished in that area. SCA has developed from a timber and pulp
supplier to a producer of end-consumer products with focus on the
paper, packaging, and hygiene products sectors. During that devel-
opment it had been involved in other businesses like energy and
manufacturing of machinery for pulp and paper production. Nowa-
days, SCA is among the leading European producers in both the
packaging and hygiene products market.

AB Volvo was founded in 1915 as a subsidiary of the Swedish ball
bearing company SKF, but started to manufacture cars in 1926, al-
though originally the focus was on trucks. The company soon en-
tered the sector of marine and aircraft engines as well as construction
equipment and farm machinery. During the 1960s the Volvo group
grew internationally and created a world-known brand in the trans-
portation industry. After having made a detour into the oil and food
industries in the 1980s, the company started to focus on its core
business in the 1990s, although it sold off its passenger vehicles op-
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erations to Ford Motor Company in 1999. The main product areas
today are trucks, buses, and construction equipment.

Calculation of Numerical Data

Absolute values refer to the financial data that are produced by the
accounting system of each company and presented in the financial
statements. Absolute values can also be studied in terms of annual
changes, expressed as percentage changes. As a result, the changes are
presented both in terms of monetary units as well as in percentage.
However, it must be kept in mind that a meaningful percentage
change cannot be computed where an item has a value in a base year
and none in the year after (Bernstein 1993: 79). The key measures
that will be used for analysing the financial structure in the three
companies are the absolute values of assets, equity, debt, sales, and
operating income (returns), together with their annual growth rate
expressed in percentage change, and their indices.

But absolute values of their own are of limited use, which makes
the implementation of ratios compulsory. Consequently, there is the
need to define how ratios will be calculated, because there is confu-
sion in terminology among authors and analysts. There is no right
or wrong definition of ratios, but it is a question of whether they are
valid for a certain purpose; the difficulty lies in the accounting poli-
cies and the appropriateness of the figures from the annual report
that affect the resulting ratios. For the purpose of this paper three ra-
tios will be calculated, namely the debt-to-equity, return-on-assets,
and return-on-sales ratio. The formulas of these ratios are as follows:
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Total Debt

Debt-to-Equity =
Total Shareholders’ Equity

Total debt consists of current, long-term, and other liabilities and
deferred income taxes, while total stockholders’ equity refers to
shareholders’ equity and minority interest (Bernstein 1993: 615). For
practical reasons total equity includes 70 percent of provisions,
whilst the remaining 30 percent is added to the long-term liabilities.

Income After Net Financial Items
+ Financial Costs

Return-on-Assets =
Total Assets

Income after net financial items is the operating income after de-
preciations and after adding possible nonrecurring items and finan-
cial incomes, such as interest income and dividends. Financial costs
refer to interest costs and other financial costs. Total assets are the
book value of both current and fixed assets at the end of the fiscal
year (Rock 1995: 14).

Operating Income After
Depreciation According to Plan

Return-on-Sales =

Total Sales

Operating income is equal to sales after deducting operating costs
and expenses. Depreciation according to plan is based on the esti-
mated useful lives of the assets and finally total sales equal net sales.



3 Business Environment

The Concept of Business Environment

The increased uncertainty of the global business scene during the
last decades has made managers more aware of the environmental
forces that influence the corporate life. The level of environmental
uncertainty, which varies for every industrial sector, can be deter-
mined by using two dimensions; firstly, the speed of change that de-
termines how dynamic or static the conditions are, and secondly, the
degree of the environmental comprehension that determines how
complex or simple situations are faced by the organisation.

In order to make the understanding of the environmental factors
easier, they are categorised in several ways, on the base of different
criteria. The term macro environmental factors refer to factors
linked to the environment of an organisation; it is the pattern of all
the external conditions and influences that affect company’s life and
development (Mintzberg and Quinn 1992: 47). The most important
of them are the economic environment, the political and legal envi-
ronment, and the technological environment. On the other hand,
micro environmental factors relate to the various characteristics of
each industrial sector, e.g. market and industry structure, competi-
tion, etc. Respectively, these factors are the pattern of all the internal
conditions and influences that affect the life and development of
each industrial sector.

Perhaps the most significant factor in any compilation of envi-
ronmental factors is the economic considerations. The economic
health of a nation or a region, can be indicated by measures of gross
domestic product, household and per capita disposable income, un-
employment rate, investments, etc. Changes like the international
trade and flow of capital follow cyclical patterns, which determine
the demand and supply of most goods and services under periods of

I5
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prosperity and recession. As a result, economies throughout the
world have been hit by shortages in a wide variety of commodities,
like steel, oil, lumber, paper, etc. Although forecasting the fluctua-
tion of demand in cyclical markets is difficult, because it requires es-
timations of many unpredictable variables, the strategy architect
must have a thorough understanding of the effects of the economy
on the industry and on his particular firm. The firm that develops
plans, based upon the effects of economic considerations, has a dis-
tinct advantage over competitors who have not done so, and the ad-
vantage is greatest when the economic turn-around is higher.

Furthermore, the political environment of each country refers to
the decisions taken by local and national governments in form of
legislation that influence organisations. It also includes laws passed
by supranational bodies, such as the European Union, which
influence the competitive framework within which firms operate.
Consequently, factors like the impact of national planning on corpo-
rate level, the involvement of local governments in private enter-
prises, changes of government policies on subsidies, tariffs, export
financing, research and development funding etc. can affect the
strategy of every company and pose tremendous threats to the valid-
ity of the current strategy.

Nowadays technological advances are continuously achieved in
the business world, in such a way that what was important yesterday
is of minor interest today. Technological factors are an important
element of the macro environment, by creating new business oppor-
tunities e.g. the possibility to produce new products and services or
improve the existing ones and find new forms of distribution. How-
ever, new techniques are not only an opportunity for the organisa-
tion to improve efficiency, but it can also be a threat; the devel-
opment of the airline industry for example, caused a decline in the
railway business. Keeping pace with the technological developments
is a prerequisite for maintaining the competitive advantage over the
competitors, especially in the high-tech sectors.
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Referring to the micro environmental factors, different drivers of
change, such as increasing convergence in markets due to an increas-
ing standardisation of customer preferences and cost advantages have
led to the increasing globalisation of markets. Moreover, the in-
creased globalisation itself spurs further globalisation, since it puts
pressure on more companies to become global actors (Johnson and
Scholes 1999: 104-107).

When analysing the business environment an important factor
that must also be mentioned is the competitive environment. Its im-
portance is equally vital for all kinds of industries to the degree that
determines the ease to enter and survive. According to Porter
(198s: 65) there are five competitive forces that determine the struc-
ture of an industry, i.e. the intensity of rivalry among existing com-
petitors, the bargaining power of customers, the bargaining power of
suppliers, the threat from substitutes, and the threat from new en-
tries. It must also be pointed out that there are industrial sectors
where the level of competitive rivalry is extremely low; the terms of
monopoly, oligopoly and oligopolistic competition, as adopted from
the political economy, describe such phenomena. Finally, according
to Donaldson (1994: 28) it is an axiom of competition that as share
of market increases, it gets more difficult for the market leader to
gain share of competitors’ position; thus the growth rate of the mar-
ket leader tends to be identical to the growth rate of the industry as a
whole.

Interrelationship with Corporate Strategy

The firm continuously needs to adapt its strategy to the ad infinitum
changing environment. Since in periods of economic decline re-
sources are not readily available as in periods of growth, quick re-
sponse by management to the new situation assures effectiveness and
thus superior performance by taking advantage of new opportuni-
ties. When executives had failed to look beyond efficiency of the
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functional activities of the firm like production, marketing and
finance, they were hit by external shocks, threatening even the
sources of competitive advantage and in the long-term the firm’s
survival. As Meier (1998: 16) puts it, there is no merit in having the
captain of the Titanic optimise the arrangement of his deck chairs.
The corporate strategy cannot be unrelated to the business environ-
ment.

The match between the environment and an organisation’s re-
sources is called its strategy (Hofer and Schendel 1978: 4). However,
identifying the various environmental influences is a challenging
task, because managers must create an overall picture emerging from
the really important influences on the organisation. Every company
operates in its own business environment, and over time the impor-
tance of different influences may change. After auditing the envi-
ronmental influences management can construct possible future
scenarios in order to determine how the corporate strategies might
need to be adapted to the new reality.



4 Corporate Strategy

The Concept of Corporate Strategy

Since authors such as Peter Drucker in 1954 and Alfred Chandler in
1962 launched the concept of strategy, new analytic approaches and
techniques have been evolved and a significant effort has been de-
voted to clarifying what strategy’s real nature is, or in other words
how it works.

Originally the concept of strategy was military related; the word
strategy derives from the Greek word strategos (otpatnysg), referring
to the role of a general in command of an army, and the Greek verb
stratego (otporny®) describing generalship. By the time of Pericles
(450 BC) it came to mean managerial skill (administration, leader-
ship, orating, power) and by Alexander’s the Great time (330 BC) it
referred to the skill of employing forces to create a system of global
governance. Nowadays greater attention is paid to the business di-
mension of the term. Amongst the many definitions given, is that of

Quinn (1980: 5):

"Strategy is a pattern or plan that integrates an organisation’s ma-

jor goals, policies, and action sequences into a cohesive whole. A
well-formulated strategy helps to marshal and allocate an organisa-
tion’s resources into a unique and viable posture based on its rela-
tive internal competencies and shortcomings, anticipated changes
in the environment, and contingent moves by intelligent oppo-
nents.”

Andrews (1980: 14) gives another definition, according to which:

"Strategy is the pattern of objectives, purposes or goals and major
policies and plans for achieving these goals, stated in such a way as
to define what business the company is in or is to be in and the
kind of company is or is to be.”

19
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However, as stated by Mintzberg in his book The Strategy Process,
Concepts and Contexts there is no single universally accepted defini-
tion for the strategy concept, because the term is used differently by
different authors and managers. Additionally, due to the fact that
each strategy generates unique strategy situations, there are not
common criteria that tend to define a good strategy (Mintzberg and
Quinn 1992: 11).

Given that the concept of strategy is very comprehensive, a fur-
ther analysis is required, in order to point out the differences and the
similarities between goals, policies and programs. Goals (or objec-
tives, purposes, missions) state what is to be achieved and when re-
sults are to be accomplished, but they do not state how the results
are to be accomplished, for example create a balanced portfolio of
product lines. Polices are rules or guidelines that express the limits
within which action should occur, for example debt ratio less than
40 percent of total capital. Finally, programs express how objectives
will be achieved within limits set by policy (Quinn 1980: 6).

In a more conventional language, a strategy sets what will be
achieved (goals), how these will be accomplished (programs), and
within what limits (policies). At this point a distinction between
strategies and tactics need to be made. Strategies exist at many
different levels in any large organisation. A company has several
strategies, from corporate to business functional level. So what is a
tactic for a chief executive officer, will be a strategy for the chief
financial officer; the difference lies in the scale of action (Quinn
1980: 6).

Amongst the first authors who discussed strategic issues, like the
formulation process, were Kenneth Andrews and Igor Ansoff; even if
they disagreed on strategy’s breadth and components, they agreed
that the strategy formulation process should be formalised for several
important reasons (Hofer and Schendel 1978: 16-17). Even though
the evolution of new analytic approaches and techniques was im-
pressive from the early days of strategic planning, this magic tool
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that could help managers reach their desirable future status and an-
ticipate forthcoming problems and difficulties, by programming set
of actions in that direction, has survived much criticism, not only of
methods and processes used, but also of its existence.

Paul Gaddis (1997) is one of the authors who wrote about the
criticism on strategic planning or what he calls future-oriented man-
agement. In his article Strategy Under Attack, he identifies four
different sources of assault. The first one stems from chaos, the in-
stability and disorder of systems that makes predictability in turbu-
lent environments impossible; thus converts managers’ firm belief in
cause and effect theory and from that moment on supports the fact
that future is affected more by random and uncontrolled events
rather than planning. The inherited culture is the second source; ac-
cording to this view trying to comprehend the future is not plausi-
ble. Such cultural and religious traditions are less dominant
nowadays and greater attention is paid to the linear, evolutionary
and progressive notion. The third reason is incrementalism, namely
the belief that corporates change gradually. And finally, the fourth
force is related to short termism, the concept of gaining large returns
in the short-term, in contrast with sustainable competitive advantage
the in future. Since the main criticism arises from issues around the
methods and processes of strategic planning, the focus is on chaos
and on incrementalism.

The conviction that it is pointless to use formalised planning
methods for determining long term organisational goals, due to the
fact that the dynamic systems have very complex behaviour, explains
the theories of chaos and self-organisation, which are encapsulated
in the following statement by Stacey (1993: 11), one of the chaos
theorists: “There are conditions in which dynamic systems generate be-
haviour so complex that the links between causes and effect simply disap-

»

pear.
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In other words, these long-term goals are never achieved, because
of the unquestioned assumptions made, referring to the link be-
tween an action and an outcome.

The main critique of chaos theory arises from what Gaddis calls
circular reasoning (1997: 42). In more detail, according to the chao-
ists, even if the organisational future is absolutely unknowable and
that no one can direct or control it, managers can apply positive
feedbacks to direct it. But success lies in a non-equilibrium state be-
tween ossification and disintegration and for a non-linear positive
feedback system, that is chaos (Stacey 1993: 13).

A fundamentally different way of understanding strategic devel-
opment is provided by those who say that planning in the long run
is possible. Katz for instance, wrote about the contribution of strate-
gic planning to the viability and success, focuses on two interrelated
points. Firstly, company’s control on its destiny can be achieved
only through explicit and conscious planning, and secondly that
strategy is subject to continuous modification (1970: 196—205).

More analytically, controlling organisations’ destiny refers to the
ability to secure long run profitable business development, and to
the ability to co-ordinate action as companies get larger and to de-
termine a basis for making trade-off decisions. Katz (1970: 346) is
more than positive when he says, ‘@ company should never be without
an explicit strategic plan.”

Explicit does not mean rigid and inflexible in any way; in contrast
it refers to a set of management guidelines that allows adaptation to
changes in the environment and also allows quick and effective re-
sponses. This must be conceived as a continuous process, especially
in terms of strategy formulation, because changes are continuous
too. The availability of such alternative courses of action, or alterna-
tive generation processes, or various scenarios is more important in
periods of great uncertainty, for anticipating possible problems and
opportunities.
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However, the concept of explicit strategy is not without weak-
nesses. Firstly, it is based on predictions, which are time consuming
and not accurate. Secondly, only formal sources of planning — like
research reports — are used, although many studies have shown that
the most effective managers rely on informal sources, like gossip.
And finally it is based on the assumption that information is proc-
essed by formal systems; but in this way they could never internalise,
comprehend and synthesise it (Mintzberg 1994: 110-112). “T0 para-
phrase Hayek, strategies may result from human actions but not human
designs” (Mintzberg, Quinn and Ghoshal 1998: 15).

In response to formal planning’s failure, due to poor implementa-
tion, Quinn and Voyer introduced the concept of logical incremen-
talism (Mintzberg, Quinn and Ghoshal 1998: 110). Although formal
planning is a useful tool for formulating organisational goals and ob-
jectives and for allocating resources, it focuses only on quantitative
factors and underestimates qualitative aspects. That results in differ-
ences between the processes of management installed and finally
used by managers and also between the intended and emerged out-
come (Stacey 1993: 10). Instead of sequential planning mechanisms
managers should use successive limited comparisons when building
strategies in order to readjust continuously to environmental
changes (Johnson and Scholes 1999: 43—56).

The concept of emerging strategy has been developed further by
Mintzberg, who supported that strategy does not need to be deliber-
ate, but can also emerge. Instead of first formulating and then im-
plementing, the action can drive thinking and thus a strategy is
emerged. The distinction between formulation and implementation
usually results in unrealised strategies (Mintzberg, Quinn and Gho-
shal 1998: 113).

In more detail, Mintzberg says that the pattern of strategic plan-
ning refers only to analysis and manipulation of numbers and lacks
of real vision — synthesis. Analysis can help broaden the considera-
tion of issues, can encourage managers to think strategically and
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helps to specify a series of steps needed to carry out a vision; but
analysis cannot replace strategic thinking in terms of creativity and
intuition. The managers must synthesise what they have learned
from all sources into the vision of the business and the whole strat-
egy making process must be based on trial and experience (Mintz-
berg 1994: 107-114).

However, according to Ansoff (1991: 454—459) the concept of
emerging strategy and incrementalism is inferior on five points.
Firstly in terms of cost; for example in the case of acquisition, vast
amounts of capital are required, so disinvestments from mistakes
should multiply the costs and losses of the organisation. The organi-
sation learning model used plays an important role; for example the
rational model, that emphasises the importance of cognition, be-
comes important when the cost related to a failed trial is very high.
Major research studies have shown better financial results are pro-
duced by the plant — rational model of learning — rather by the trial
error approach — existential model — especially for mergers and ac-
quisitions.

Secondly, Mintzberg fails to identify the organisation of context
within such a model should be applicable. Mintzberg’s prescriptive
model is a valid prescription for organisations, which seek to opti-
mise their performance in an environment in which strategic
changes are incremental and the speed of changes is slower than the
speed of organisational response.

Thirdly, Mintzberg fails to recognise that “the level of environ-
mental turbulence has become a driving force, which dictates a strategic
response necessary for success.” The fourth point is that success is not
always result of prior experiences. The validity of strategies used in
past must be continuously examined; past success does not guarantee
success in the future too, especially when same conditions do not
hold. This is why strategies become obsolete and inappropriate in a
changing world (Katz 1970: 197).
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The last point of debate is the assertion of Mintzberg that in
complex organisations it is not possible to plan and co-ordinate an
organisation wide process of strategy formulation. The difficulty lies
in the number of factors that the manager has required to co-
ordinate, such as external environmental events, internal decisions,
behavioural and power relationships and informational needs
(Quinn 1978, in Ansoff 1991: 454). However, other researchers have
shown that strategy formulation is possible within modern organisa-
tions of increasing complexity. The major benefit of strategic plan-
ning in complex organisations is that submitted objectives will not
take precedence over total organisation objectives and that groups
and individuals will perform better if they know what is expected of
them; thus, the organisational effectiveness will be improved (Uyter-
hoeven er al. 1973, in Hofer and Schendel 1978: 6). Ansoff agrees
with that and also supports the fact that formal planning blends
creativity and rational analysis and it promotes organisational trans-
formation in large firms (1994: 31-32).

From all the above evidence it is concluded that two major
schools of planning — explicit and emerging strategy planning — are
dominant; although each strongly criticises the other, there are or-
ganisational contexts where each process and method is valid. The
importance and need of both ways for discharging strategic planning
for the future — intuitive anticipatory planning or formal systematic
planning — is recognised even by the most dogmatic ones, included
Ansoff and Mintzberg. According to Hofer and Schendel (1978: 47—
49) the difference between using explicit or implicit strategy derives
from differences in the experience authors had. For example Ansoff
developed more elaborate models of strategy planning, because his
experience was within the field of complex industrial groups, like
Lockheed Aircraft Corporation, while Mintzberg studied smaller
and less complex organisations. The researcher always brings his
own ideas and conceptual framework with him, which automatically
influence the theories that were generated. This state is more or less
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based on the issue of whether or not human beings can ever achieve
any form of knowledge that is independent of their own subjective
construction (Morgan and Smircich 1980: 493).

Interrelationship with Financial Structure

Although there is a tendency to use the terms structure and strategy
interchangeably, it is necessary to make a distinction. Financial
structure is by nature strategically passive, because it does not define
a corporate strategy, but it is merely an instrument that is adjusted
when a new strategic direction is set. Thus, one of the objectives of
management is to gain control of this instrument in order to direct
fundamentally the course of corporate fund flows in accordance with
the strategic plans. “Ir is not surprising that a new strategic direction
shows itself first as financial restructuring even though the latter is
merely a means to the end” (Donaldson 1994: 7-8).

A new financial structure can be the result of a new chief execu-
tive, whose unique vision is reflected by a certain corporate strategy
and financial structure. It is a fact that the elements of financial
structure are the subject of constraint over extended periods of time
imposed by a particular business mission and strategy; these ele-
ments are then reassessed in periods of leadership succession. How-
ever, structure is not always the result of a new business vision, but
can be also marked by a confrontation from within the company.
Tensions arising from eroding competitive position and financial
performance produce intracorporate initiatives to change direction.

The interrelation between corporate strategy and financial struc-
ture is also shown when determining the discretion of management
over the usage of corporate funds, as professional investors have reas-
serted their rights of ownership. Although in the past the business
strategies had favoured corporate priorities at the expense of share-
holders, the contemporary corporate governance system implies the
level of reserves held at low rates, the liquidity rate, and finally the
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sources of corporate funding, by increasing the stake of debt over
equity. Furthermore, it indicates the reinvestment rate of retained
earnings — by demanding higher levels of dividend payout and stock
repurchase — and the level of diversification and focus on the core
business — by emphasising quality over quantity of revenues, or
profitability per strategic business unit over aggregate earnings
(Donaldson 1994: 58).

Generally speaking, strategies that can have an impact on the
financial structure are related to the determination of the specific
product-markets and the timing of entry and exit. In more detail,
corporate strategies are responsible for decisions of organic growth,
divestures, acquisitions, and new product development in related or
unrelated areas (see for example Donaldson 1984: 95-128).






5 Financial Structure

The Concept of Financial Structure

Although there is not a commonly accepted definition of financial
structure, in this paper it refers collectively to the revenue structure
(where the revenues come from), the cost structure (where costs
arise), the assets structure (where the financial resources are tied up),
and the capital structure (what the mix of debt and equity is). De-
spite this simplified formation for monitoring financial structure, the
content of its elements is still complicated and not easily under-
stood.

For instance, since Modigliani and Miller published their original
article, based on some major assumptions that the firm operates in a
perfect world of unlimited borrowing and constant demand, the ex-
istence or not of an optimal financial structure that maximises
shareholder’s wealth is among the most frequent theoretical debates.

In detail, the traditional approach to capital structure assumes
that there is an optimal structure where a specific composition of
debt and equity lowers the weighted average cost of capital (WACC),
and hence increases the present value of the firm. Increased gearing
will result in a higher average cost of equity due to higher financial
risk, but the higher ratio of less expensive debt lowers the weighted
average cost of capital. Despite that, at a level of high gearing the
cost of capital will increase due to higher perceived risk of bank-
ruptcy by both equity and debt holders.

In 1958 Modigliani and Miller on the other hand showed that
there was no such thing as an optimal structure, given certain condi-
tions, like perfect capital markets. Their theory was based on the as-
sumption that the average cost of equity increases proportionally
when gearing gets higher and not progressively, since no bankruptcy
costs exist in a perfect capital market. This will also result in an un-

29
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changed average cost of debt although the gearing is higher. The
conclusion is that the increased average cost of equity is exactly offset
by the higher ratio of cheaper debt; thus, the capital structure does
not affect the weighted average capital cost.

Later on in 1963 Modigliani and Miller presented a revised theory
on optimal capital structure, where they recognised the existence of
corporate tax and the possibility of tax deductibility of interest,
which radically changed the conclusion of their theory. They
showed how increased gearing would increase average cost of equity
as previously, but the increased level of debt would shield more in-
come from taxation, due to the deductibility of interest, which in to-
tal would result in a lower WACC. They concluded that a company
financed by 99 percent debt and 1 percent equity serves its share-
holders better than one financed by so percent debt and so percent
equity. On a practical level it is believed that the debt ratio at which
the cost of capital is minimised ranges between 30 to 60 percent (see
for example Arnold 1998: 774—775, and Watson and Head 1998: 211—
220).

Referring to the criteria used for choosing between equity and
debt, an empirical study by Marsh (1982) demonstrated that compa-
nies are influenced by market conditions or company’s historical
share price performance. Additionally, it was argued that companies
make their choice of financial instruments as if they have targets for
the composition and the levels of the long and short-term debt. The
composition of debt will depend on the company’s size, and asset
composition, whilst target debt ratios are a function of bankruptcy
risks and tax. In principle, companies should issue debt if they are
below their target level and equity if they are above, taking also in
mind the floatation costs.

In Marsh’s paper a good review of previous studies is also given.
Among others, some of the findings of Baxter and Cragg, saying that
companies with high ratios of market capitalisation of total assets fa-
vour equity, are provided together with findings from several other
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researchers, who support that the selection of debt depends on the
level and structure of interest rates.

The choice between debt or equity is also discussed in
Donaldson’s article from 1961, where he introduces the concept of
pecking order. His idea is based on the assumption that a company
when raising long-term funding has a certain order of preference in
choosing sources of funds. A firm would preferably choose internally
generated funds or retained earnings before debts, and debts in pref-
erence to issuing new equity, since it is more costly to issue and ne-
gotiate debt than using the internally owned funds. Issuing new
equity is even more expensive than debt, which makes debt more
preferable to equity (Watson and Head, 1998: 221-222).

Furthermore, the concept of optimal financial structure is also re-
lated to the ownership structure that determines the sources of
finance, in terms of bank involvement, the presence of state owner-
ship and the family capitalism. Such factors have a direct effect on
the reallocation of funds and on the level of cash flow, because they
determine the extent that information problems occur between a
group and its internal or external capital markets (see for example
Bianco and Casanova 1999).

Such effects of the ownership on the financial structure had been
identified early and as a result new theories have been suggested to
explain the possible existence of an optimal structure. For instance,
the concept of agency theory, introduced by Jensen and Meckling in
1976, according to which the financial structure choices in a firm are
affected by the relationship between shareholders and managers. In
brief, they pointed out that as the managers’ share of total equity de-
creases, the cost to them of decisions that are not optimal for the
other shareholders also decreases. This leads to increased agency
costs in the form of monitoring managers or allowing them to make
choices on the financial leverage — debt to equity ratio — that would
not have been made by shareholders.
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Although, the agency theory has been criticised by Seitz (1982),
because it fails to explain the financial structure choices of corpora-
tions whose managers own a small percentage of equity, it has been
supported by Hart (1995: 142—150), because it explains why firms is-
sue hard debt, namely senior debt that can lead to bankruptcy in
case of failure to make debt payments. A more descriptive view is
presented, starting from the theory of optimal structure, that debt is
good because it reduces corporate tax, but bad because it may cause
inefhicient liquidation. He states that a manager who is a significant
shareholder will issue debt rather than equity to repay an amount
owed if assets yield a high return, in order to avoid dilution of
shareholder’s equity. However, if the management does not hold
any shares in the company, its remuneration depends only on ex post
value of the firm; thus managers no longer have any incentive to is-
sue debt rather than equity.

Furthermore, the financial structure is not only dependent on the
relationship between the management and the shareholders; in cases
where the head of a group holds a majority control share in the
company, the main agency problem does not come from a conflict
between strong managers and weak owners as Jensen and Meckling
have put it, but instead from a conflict between szrong blockholders
and weak minority owners (Becht 1997, in Bianco and Casanova
1999: 1059).

Referring to the Modigliani-Miller theories on capital structure,
Myers (1998) supports that there is not any evidence that more debt
is preferred to equity, apart from the fact that there can be a moder-
ate tax-advantage, given that the company can use the interest tax-
shield, namely income to deduct the interest costs from.

Following this line of thought, he points out another type of cost
of debt, which arises from the underinvestment problem. In a firm
that faces financial distress there is the risk of underinvestments as
well. This refers to a situation where neither the debt or equity secu-
rity holders want to put in money, even in an investment that would
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yield a positive return. The reason is that the debt holder will have
problems to assess the risks in the investment project from an out-
side perspective, because he might be sceptical to whether the man-
agement works in the interest of the firm or only in the interest of
the shareholders. The shareholders on the other hand, have no inter-
est in putting in more funds in the distressed company, since the
creditors will be the first ones to benefit from a positive return due
to priority rules. The result is that an investment generating positive
result is foregone, a fact that explains why companies dependent on
growth opportunities preferably choose a lower debt ratio.

Interrelationship with Business Environment

Financial structures are shaped not only by the internal, but also by
the external environment of the time. The financial structure must
be realistically related to the world as it is — or is likely to be in the
foreseeable future (Donaldson 1984: 13). Any stable structure in time
outlives its relevance for the current environment. The fact that cor-
porations go through restructuring processes is explained by the fact
that the business environment is continuously evolving. Even if the
change of the environment is a gradual process, which takes place in
a time span of five to ten years, the response to change in structure is
convulsive, which lead to tensions to change direction and priorities
(Donaldson 1994: 8—9).

The financial structure can be the result of takeover attempts.
When a bid is launched to acquire a company in order to reserve in-
dependence and control, heavy debt burdens are taken for acquiring
a large share of other’s stock, or in general for making a better offer
to the shareholders.

Additionally, the financial structure is also affected by the envi-
ronment in terms of availability of capital and level of financial risk.
In more detail, international availability of capital would enable a
firm to lower its cost of equity and debt and financial risk could be
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decreased through diversification of cash flows that reduce their vari-
ability. Apart from those two variables, many empirical studies have
concluded that the financial structure is also a function of cultural
factors related to each country’s environment (Eiteman, Stonehill
and Moffett 1998: 436—441).

Other studies have identified significant industry differences in
financial structure, although the firms within the industries studied
were found to have similar debt ratios (see for example Schwartz and
Aronson 1967, Scott 1972, Scott and Martin 1975, and Ferri and
Jones 1979). However, the concept of industry specific structures has
been criticised by suggesting that there are both industry and firm
specific determinants of debt financing (see for example Belkaoui
1975, and Varela and Limmack 1998).



6 The Case of Electrolux

The Business Environment of Electrolux

The decade starting in 1970 was less than promising for the produc-
ers of white-goods and household appliances. The state of flux in the
economy led to increased prices of raw material and salary costs in
most of the western countries, while the level of competition and
price control policies kept prices stable. This weak state of economy,
which did not show any signs of improvement, deteriorated even
more by the fluctuation of foreign currency and the energy crisis, al-
though the effects were lower than in other industries. As a result the
market in the United States, Japan, Germany, Great Britain and the
Nordic countries stagnated.

Private consumption in several countries did not improve either
at the end of that decade, because of the slow economic develop-
ment, the rise in inflation, and soaring oil prices. Although the de-
mand in Sweden was still low, local producers could increase
exports, taking advantage of the depreciation of the Swedish krona,
despite import restrictions set by many countries, due to trade im-
balances.

The situation did not get better in the beginning of the 1980s; in
contrast, it deepened even more because of the higher unemploy-
ment rate and higher salaries. Many consumer, industrial and semi-
industrial markets shrunk, but signs of recovery started to appear in
1982, when the international interest rates started to fall.

However, the profitability of white-goods producers decreased be-
cause of higher competition in a continuously consolidating low
growth market, and demand declined due to a lower level of new
building activity. Furthermore, a weak US dollar affected exports to
the American market, and profits sank because of low domestic de-
mand.

35
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At the end of the 1980s, the market of white-goods was global,
with more similar consumption patterns and internationalised prod-
ucts across countries. However, the international markets were still
stagnated, while the Swedish economy grew less than other OECD
economies.

At the beginning of the next decade, the Gulf War weakened the
world economy in general and Sweden faced a deep recession due to
the dependence on exports to countries that were affected the most
by the economic downturn, leading to the devaluation of the krona
in 1992. The situation got better only in the mid 1990s, where
growth in the United States improved and the European economy
recovered. However, that period was also marked by turmoil in the
currency market after the Mexican pesos crisis, followed by the cur-
rency turbulence in Brazil few years later, and the severe economic
crisis in Southeastern Asia.

The Corporate Strategy of Electrolux

In the 1970s, the main objectives of the corporate strategy of Elec-
trolux were the continuation of expansion and the improvement of
efficiency through rationalisation programs. Having more than
so percent of sales outside Sweden, the company acquired businesses
all around the world, from Finland to Australia and from the United
States to Singapore. At the same time, they launched new product
lines and entered new product markets.

Sales had been exceeding expectations, efficiency had been en-
hanced by lower cost of administration after the introduction of
computers, supply chains had been improved, and inventories had
been reduced. Investments included acquisitions of freezer, steel
sheets, and sales companies in Sweden, Denmark, Germany, Brazil
and Canada.

The realisation that the domestic market was very small made
Electrolux management concentrate its growth efforts outside Swe-
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den, through organic growth, acquisitions, and participation in
joint-ventures. Among the most important deals at that time was the
merger with Facit in 1973, the Swedish office equipment company,
aiming at reaching synergies between the two companies; Electrolux
could overcome its undercapacity problems and had the know-how
for new product development, while Facit would be able to produce
some of the components that Electrolux used.

In the following years, confidence in related product diversifica-
tion for spreading risks and coping with unanticipated economic
turmoil, encouraged the company to continue investments, usually
financed by debt raised in the international capital markets. Sales got
higher due to the foreign subsidiaries’ performance and the geo-
graphic spread of the company. However, in mid 1970s the costs of
production increased more than expected, especially because of high
material prices, despite the introduced rationalisation programs. The
most important deals at that time included the acquisition of Na-
tional Union Electric (NUE), the vacuum cleaner manufacturer
(1974), the chain saw producers Husqvarna, Partner (1978), Jon-
sered, and Pioneer (1979), and Tappan, the manufacturer of white-
goods in 1979.

Expansion continued, although, all subsidiaries did not perform
well; among them Facit, which had continuously declining returns
and all its factories in Géteborg were closed down. At this stage
Electrolux was the leader in several markets — for example one of the
two international dominants in the vacuum-cleaner market — fo-
cused strongly on marketing and automation of production, di-
vested assets that were not needed, and continued to enter new
markets.

In the beginning of the 1980s, Electrolux owned some
300 companies in 40 countries. Although, new products had been
launched in all businesses, group’s competitiveness deteriorated in
important markets and demand was getting higher only in the
United States and Canada. Furthermore, problems of excess capacity



38 IMPACTS ON FINANCIAL STRUCTURE

threatened profitability, and programs to turn the situation around
included reduction of the number of employees, and lower invento-
ries. While acquisitions, like Gringes in 1980, were carried out,
management focused on subsidiaries with developable products and
on acquisitions of companies, whose assets could be divested for
financing the restructuring, in order to strengthen the balance sheet
and reach a favourable cost structure similar to that of major com-
petitors.

In 1986 Anders Scharp succeeded the veteran chief executive Hans
Werthén at the leadership of Electrolux. Soon the new management
realised that it was difficult to keep competitiveness and profitability,
because margins were still decreasing. However, at that time the pre-
vious strategy of geographic spread, organic growth and acquisitions,
as a cheapest way of expansion, was retained. By the end of that dec-
ade Electrolux had bought about 200 companies in several different
businesses, including Zanussi in Italy in 1984 and two years later
White Consolidated, the third largest white-goods producer in the
United States. Sales counted for SEK 85 bn, where 85 percent were
outside Sweden, and operated worldwide, with North America rep-
resenting its largest market.

Further deterioration of competitiveness due to increasing costs
and salaries, low demand in key markets — like the United States and
Great Britain — and price competition, led, in 1990, to the launch of
a comprehensive restructuring program, including concentration on
manufacturing, closing down of ten plants within household appli-
ances, and divesture of the commercial services operations. In 1992,
the restructured Electrolux operated in four main business areas,
comprising household products, commercial equipment, outdoor
and industrial products. In contrast with the previous decade, the
focus was not on acquisitions any more, but on consolidation of the
existing operations. However, selected companies, like AEG in Ger-
many, were still acquired.
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The next years were dedicated to continuing the process of inter-
nal efficiency improvement, strengthening the main business areas,
creating a global structure, and increasing efforts in new markets in
Eastern Europe and Asia. Despite competition, this restructuring
process led to growth and better results. At the same time divest-
ments of operations, especially within the industrial products sector,
like Autoliv in 1995, Gringes in 1997, and of many other smaller
companies, were carried out.

The efficiency efforts were further strengthened in 1997, when
Michael Treschow took over, after Leif Johansson’s six years as chief
executive. Another two-year restructuring program was imple-
mented, aiming at reaching an operating margin of about seven per-
cent, return-on-equity of 15 percent, and a debt-to-equity ratio no
lower than 1. The workforce was reduced by more than
12,000 employees, 25 plants were closed down, and total quality
management projects were introduced. Finally, in 1999 joint-
ventures continued, like the agreement with Ericsson and Toshiba
for developing intelligent household appliances.

The Financial Structure of Electrolux

The debt-to-equity ratio in Electrolux was stable at 1 for the first
three years, while from 1973 to 1979 the ratio stabilised around 2.
From 1980 to 1985 and from 1993 to 1999 there were gradual falls
from over 3 to 2 times, while for the years in between the value re-
mained stable below 3. Referring to the equity growth, two situa-
tions can be identified throughout the examined period; either equal
percentage increases of equity and debt around 15 to 25 percent, or
negatively correlated shifts with differences reaching so percent in
1973 and 1974. Debt grew in Electrolux in two cycles: the first one
between 1971 and 1975, and the second from 1976 to 1981, both rang-
ing roughly between 80 and 20 percent. For the remaining years of
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the examined period, debt grew at lower rates, around 10 percent,
with two exemptions; one peak in 1986 and one low in 1997.

When studying the assets, it is realised that the decrease of assets
book value was not a rare event, especially in the 1990s. Addition-
ally, up to 1986 assets were characterised by years of very high
growth around 60 percent, preceded and followed by years with de-
creasing growth rate of 35 to zero percent. Finally, after 1988 the
growth rate did not exceed 17 percent, when not negative. With ref-
erence to the return-on-assets, in the first two decades four cycles
can be identified, ranging from 8 to 12 percent on average. In the
beginning of the last decade returns were diminishing until 1992 and
then gradually increasing up to maximum 9 percent in 1999. The
growth of sales until 1982 formed two cycles of six years, each char-
acterised by a peak of circa 60 and a low of roughly 20 percent. A
third cycle of lower magnitude dominates the rest of the 1980s, be-
fore lower or negative growths in the next decade, except in 1993,
where the last increase over 20 percent took place. Return-on-sales
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also showed a cyclical pattern of two long periods of almost ten years
each. Both periods had a peak of three sequential years of 10 and
8 percent, and an average return-on-sales below 8 and 6 percent re-
spectively, for the remaining years. However, in the 1990s increases
were lower, around 4 percent, except in 1994 and the last two years,
where the return-on-sales was stabilised at 6 percent.

Analysis of Electrolux

In the first two decades, one of the fundamental elements of the
growth strategy within Electrolux was acquisitions, a fact that ex-
plains the radical increase of assets and the changes in the capital
structure during this period.

The assets growth rate in Electrolux reached up to 64 percent in a
single year, due to acquisitions of companies with comparatively
large asset bases. Among them Facit that increased assets by
61 percent in 1973, NUE in 1974 (30 percent increase), Husqvarna
and Partner in 1978, (37 percent), Jonsered, Pioneer and Tappan, in
1979 (24 percent), Gringes in 1980 (60 percent), Zanussi in 1984
(11 percent), and White Consolidated in 1986 (64 percent). For the
years in between the asset growth rate was still positive, caused by a
number of smaller acquisitions.

The strategy of acquisitions also affected the debt and equity mix.
As the debt-to-equity ratio shows, all of the above mentioned acqui-
sitions, except for Zanussi, resulted in a higher level of debt in rela-
tion to equity, with the debt growth rate increasing between 25 and
85 percent. This outcome occurred because either the acquisitions
were financed by more debt than equity or because the capital struc-
ture of the acquired companies favoured more debt over equity —
without excluding the possibility of both cases.

Additionally, the debt and equity mix is affected by the availabil-
ity of capital. Credit restrictions in Sweden and the economic fluc-
tuation in the 1970s, made Electrolux raise funds on the foreign debt
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markets in 1970 to 1972 and in 1974. In the last case, the increase of
debt by so percent is related to the acquisition of NUE in the United
States, financed with foreign capital.

The increase of assets had impact on the level of efficiency in
Electrolux. The return-on-assets still increased after the acquisition
of Facit, but showed a slightly negative trend after the other major
acquisitions in rest of the 1970s. In contrast, the acquisition of com-
panies with divestible assets led to a three-year period of improved
return-on-assets to around I3 percent, commencing in 1983 — a fact
that also explains why the total asset growth rate increased by only 11
percent when Zanussi was acquired. The continuous acquisitions
during the 1980s made the asset base increase more rapidly than in-
come, which resulted in deteriorated efficiency in the use of capital.

During that period, acquisitions by Electrolux were accompanied
by steep increases in sales because of the acquired market shares. In
respect to the above mentioned acquisitions, the percentage sales
growth varied from 26 to 68 percent, although the effect of acquisi-
tions on the operating margin was not similar to the effect on sales.
Except for the case of Facit, which was aiming at reaching cost syn-
ergies and improving return-on-sales, the rest of the acquisitions un-
til the end of the 1980s were undertaken to increase sales volume,
and generally led to a decreasing operating margin. It was not only
the cost structure in these companies that was unfavourable, but the
development of inflation and its impact on material prices also had a
deteriorating effect on the relative gross profit.

Additionally, the introduction of rationalisation programs in the
1970s and the beginning of the 1980s aimed at lowering the costs of
administration and making the supply-chains more efficient; for in-
stance the first program, which was launched in 1970 and started to
show results two years later and that in the 1980s which was followed
by a significant increase of return-on-sales, by 2.3 percentage units,
to 8.4 percent in 1983. However, in the beginning of the 1980s excess
capacity problems caused by the investments made in the 1970s had
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a negative effect on the Electrolux cost base and on the operating
margin, which declined in 1980 and 1981.

The diversified revenue base during that period helps to explain
the absence of negative effects on sales caused by cyclicalities in indi-
vidual markets and the continuously positive percentage change of
total sales growth for about 20 years, although sales were also the
subject of the increased inflation rate and acquired market shares.
However, as it is evident from the return-on-sales, the cost level —
also affected by the factors mentioned above — failed to decrease and
followed an almost parallel course relative to the growth of sales, due
to the inability to achieve synergies between the diversified opera-
tions.

The high expansion rate of the first two decades did not hold in
the 1990s; the strategic shift from acquisitions to divestments in or-
der to restructure and consolidate the operations, led to low or even
negative asset growth rates. For instance, the divestments of Autoliv
and many small companies in 1995, which reduced assets by 1 per-
cent, and Gringes that was distributed to the shareholders in 1997,
led to a reduction of assets by 7 percent. The divestment of the
commercial services and the closure of several plants within the
household appliances business also contributed to that.

The gain generated from the sale of assets was then used for de-
creasing the level of debt, for example by 3 and 7 percent in 1995 and
1997 respectively; at the same time, the reduction of assets was fol-
lowed by an increase of equity. In the early 1990s the decrease of as-
sets is followed by some significant decreases in sales, but not by a
respective reduction of costs. As a result, the return-on-sales fell in
1992 to as low as 2.8 percent, half the figure compared to five years
earlier. However, in the rest of the years when assets decreased sales
growth rate was still positive, because the loss of market shares after
divestments was masked by increased sales in other business units
and the one-off effects from the devaluation of the krona during

1993.
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The result of less efficient use of assets started to show in the be-
ginning of the 1990s, when the return-on-assets ratio reached its
lowest levels around 6 percent, supported by the less favourable en-
vironmental conditions and the slow pace of refocusing on core ac-
tivities. In total, returns declined generally relatively more than the
asset base in the 1990s, and brought the return-on-assets to a lower
level on average than in the previous two decades, despite the ration-
alisation programs launched in the mid and end of the 1990s, which
were followed by comparatively significant increases in return-on-
sales by 4 in 1994 and 1998.






7 The Case of SCA

The Business Environment of SCA

As a result of the early globalisation of the forest industry and the
dominance of North American companies, the price of pulp, the raw
material for paper production, is expressed and affected by the
US dollar value. Consequently, the industry is directly affected by
the world economic situation.

Within this frame of reference, the 1970s started with increasing
demand for pulp and sawed timber, although high level of competi-
tion between American and European companies made it difficult to
increase prices. Rivalry became more intensive when the US dollar
was depreciated in 1972 and demand for forest products was stabi-
lised. The following years the situation did not recover, because of
the generally weak economy in the west European markets and be-
cause the industrial customers started decreasing their inventories.
Concurrently, the dollar’s strength did not fully benefit the Swedish
companies, since the cost of production was higher in that country.
The two successive depreciations of the Swedish krona in 1977 did
not really change the situation, among others because of incurred
losses on foreign debts. Only two years later, when the oil prices
started to soar, did the Swedish forest industry get better competitive
conditions, because of the comparatively lower costs of transporta-
tion.

A labour market conflict, together with weakened business activ-
ity in Europe and Northern America, and a depreciation of the
krona in September 1980 marked the beginning of the next decade.
In the following years the European economy recovered slowly until
1986, when it started to stagnate. On the other hand, during that pe-
riod European producers were favoured by the strong dollar in 1983
and the commencement of toll-free paper export within the Euro-

47
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pean Economic Community (EEC). However, a few years later toll-
free exports came to mean higher competition in that common mar-
ket and Swedish forest companies found themselves in a disadvanta-
geous position due to higher labour costs.

The economic stagnation got deeper in 1991 and the conditions
were unfavourable for the forest industry. A new depreciation of the
krona made Swedish companies more competitive against the
American ones, but competition in the European Union restricted
price rises. In that decade the structural changes in the forest market
led to fewer but bigger customers and suppliers. The political
changes in Eastern Europe created opportunities for expansion in
new markets, although the financial crisis in Southeastern Asia in
1997 had negative impact. Finally, when the decade closed, the state
of economy got better.

The Corporate Strategy of SCA

At the beginning of the examined period, SCA already owned a long
list of companies involved in the production of timber, pulp, and
paper. Their strategy was focused on acquiring paper, paper refinery,
and packaging companies, although SCA had also expanded in the
energy industry. At that time, 75 percent of sales were outside Swe-
den, as a result of their long history as an exporter.

Horizontal and forward vertical integration was another main as-
pect of the strategy, although SCA also produced and traded ma-
chinery for the production of pulp through its subsidiary Sunds.
Moreover, the transportation and distribution of SCA products were
carried out by their own subsidiary, called SCA Transportation,
offering services also to external customers. Concurrently, integra-
tion continued in 1974 by the acquisition of the forest company
Bjorka, and the building of two power stations. Additionally, in 1975
the acquisition of Mslnlycke, a company with its core business
within the production of hygiene products, provided the basis for
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entering the final consumer products market. This market, being less
sensitive to changes in demand caused by economic fluctuations,
would provide SCA with a more stable source of revenue and would
allow it to spread risks. Despite the focus on hygiene products, Msl-
nlycke was diversified, incurring a part of its profits from unrelated
areas, such as computer processing and boat manufacturing. Still, in
1976 forestry products counted for more than half of the total sales.

In 1979 SCA’s focus was on expansion in the paper and hygiene
businesses and invested a large amount in rebuilding the Ostrand
mill, together with other investments of about SEK 3 bn in machin-
ery and buildings in 1980. Furthermore, the divestment of unrelated
businesses began with selling off holdings in Bahco and Multidata,
while a strategic partnership with the German paper producer PWA
was signed, in order to gain knowledge in the fine paper sector.

Supported by higher returns over a long number of years, huge
investments were decided on, in the beginning of the new decade. A
revaluation of fixed assets was made in the energy company Bélfors-
ens Kraft, resulting in strengthening the consolidated balance sheet
by SEK 400 m in 1981.

Mélnlycke provided SCA with potentials of great expansion in the
division of hygiene products. However, given that the Swedish mar-
ket was too small, profits depended on exports. Also, due to high
costs of transportation, the need to establish local production plants
appeared.

During the 1980s the divestments of unrelated businesses contin-
ued as well as extensive acquisitions and other investments in all
units of SCA, except for Sunds, where 5o percent of the shares were
sold off in 1987. Profitability kept improving, especially because of
Mélnlycke’s performance.

In 1989, Sverker Martin-Lof succeeded Bo Rydin as CEO. Under
his leadership, the strategy of vertical integration toward the end
customer needs, and domestic and international expansion were
continued, for instance in 1990 by the acquisition of Reedpack in
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the United Kingdom that strengthened SCA’s position within the
EU in the packaging and recycled paper sector. Since then SCA was
the leader within packaging and hygiene products in Europe that
was considered its home market.

Although there was a need to spread risk, expansion to unrelated
sectors was consciously rejected because diversification was not in
line with the strategy of SCA. A restructuring program between 1990
and 1993, aimed at taking advantage of synergies from acquisitions
and improving efficiency, led to reduction of the working force by
6,000 and divestment of non-strategic operations, including the sale
of the energy business for SEK 6.4 bn in 1992. This strategic decision
led to improved profitability and continuation of the investment
level at a rate of 2 bn per year.

The result of the long relationship between SCA and the German
paper producer PWA led to the acquisition of 75 percent of that
company in 1995. Additionally, Kimberly-Clarks tissue operations in
the UK, together with other companies in Eastern Europe were also
acquired.

By the end of the decade, after selling off the last non-strategic di-
visions, Mélnlycke was solely a hygiene products company and
counted for a big part of the group’s profits that were the highest
ever. The century ended with SCA issuing new shares of SEK 4.6 bn,
used for future acquisitions and for the formation of MoDo Paper,
between SCA and Holmen, for the production of fine paper.

The Financial Structure of SCA

In the first four years of the 1970s the debt-to-equity ratio was
around 2 times and decreased until 1975 to 1.25, followed by a stable
period of minor shifts in the 1970s and 1980s. In 1990 the ratio in-
creased to 3 times, but then decreased during the rest of the decade
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Source: Reconstruction based on SCA Annual Reports.

with the exception of 1996, when it reached 1.7 times. Finally, in
1999 the debt-to-equity ratio was 1.1 times.

In relation to equity growth, two major increases can be identified
between 60 and 8o percent. Apart from that, values lay between 10
and 15 percent, except for some years of insignificant or negative
growth, especially in the last ten years.

The debt growth in SCA increased between 1972 and 1989 from 10
to 15 percent, and fluctuated between 1991 and 1999, ranging be-
tween minus I4 to 10 percent. Exemptions can also be seen, espe-
cially in 1975, 1988, 1990 and 1995, with values between 40 and
80 percent.

Assets in SCA developed unevenly throughout the examined pe-
riod, with a three year peak of circa 6o percent and generally modest
growth of 15 percent for the remaining years. Nevertheless, the last
decade was dominated by low or negative values, up to 10 percent in

1991.
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Generally speaking, return-on-assets ranged between s to
10 percent with a maximum increase up to 23 percent in 1974. In
more detail, there were two three-year periods of low values, in late
1970s and early 1990s, surrounded by years with higher returns. Be-
tween these two periods the return got highest, reaching 14 percent
in 1984.

Sales growth in SCA can be divided into three phases; the first one
until 1979, with a succession of increases and decreases in sales
growth between 2 to 36 percent, the second one from 1980 till 1990
with relatively constant growth lower than 20 percent, and finally
the third one from 1991 till the end of the examined period with low
growth of only s percent. However, there were some noteworthy ex-
ceptions like the 95 percent increase in 1995.

In the first five years, return-on-sales was volatile with changes
from 8 to 26 percent units, while the fluctuations got more moderate
between 1975 and 1986 with values of circa 10 percent. In the follow-
ing three years, return-on-sales increased almost by 4 percentage
units, succeeded by another four-year period of lower results below
10 percent. Lastly, the ratio seemed to stabilise around 10 percent in
the end of 1990s.

Analysis of SCA

In SCA the main aspect of the strategy throughout the years was
growth, either horizontal or vertical. In the first two decades, the as-
sets growth rate was continuously positive, reflecting the expansion
of the company. Apart from organic growth and acquisitions of
small companies that affected the value of assets by about 10 percent,
there were deals that radically redetermined the asset structure. For
instance, in 1974 the purchase of Bjorka resulted in an increase of to-
tal assets from SEK 2.7 bn to 3.5 bn and in 1975 the acquisition of
Maélnlycke that raised assets by 57 percent.
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However, the way these acquisitions had been financed depended
on the size of the deal. Small deals that caused increases of assets
lower than 10 percent were financed primarily by one part equity
and two parts debt, while larger acquisitions resulted in radical in-
creases of equity. The purchase of Bjorkd was financed by roughly
SEK 400 m equity and 340 m debt, or in comparative terms equity
increased by 47 percent against an 18 percent increase in debt. This
is even more obvious in the acquisition of Malnlycke one year later;
equity increased by 86 percent, while debt only by 39, representing
SEK 1.1 bn and 0.85 bn respectively. Given that the debt-to-equity
ratio remained stable around 1.3 on average from 1975 to 1987, it can
be said that SCA followed a conservative debt policy, which explains
this selection of the debt and equity mix in acquisitions of compa-
nies with relatively high capital bases.

The low sales growth in the beginning of the 1970s was followed
by a low return-on-assets ratio and a comparatively unfavourable
cost structure, caused by the impact of competition on sales. How-
ever, the acquisitions carried out between 1973 and 1975 improved
income from operations; return-on-sales for that period increased by
more than § percentage units to an average of 16.5 percent, except in
1974, when Bjorkd was acquired and the ratio reached 26 percent.
This irregularity occurred despite the increase of sales, because re-
turns doubled; at the same time profitability rose only, for that year,
by 10 percentage units, mainly due to the steep increase of the finan-
cial income. Conversely, one year later, when Malnlycke was ac-
quired and the sales growth increased almost equally as in the case of
Bjorka, the respective change of the return-on-sales ratio was ap-
proximately half. The difference is that although Mslnlycke con-
tributed to sales, the cost increase was higher that year.
Correspondingly, the return-on-asset was also half in comparison
with Bjorka, because the increase of assets was double at the time
that returns decreased.
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The focus on expansion in the paper and hygiene products busi-
nesses led to the gradual divestment of unrelated areas, starting in
the late 1970s. As shown by the assets growth rate and the debt-to-
equity ratio, these divestments, including the sale of 50 percent of
Sunds in 1987, did not have obvious effects on the asset base and the
debt and equity mix, because they were masked by acquisitions in
other fields and extensive investment programs in the existing mills,
especially in the beginning of the 1980s.

Additionally, sales after the divestments in the late 1970s did not
show any decline since the divestments did not occur simultaneously
and represented only minor revenue sources, but in contrast sales
continued to grow in the 1980s too. On the other hand, the return-
on-sales ratio fell to a lower level around 9 percent, where it re-
mained until 1984, because this period was marked by high produc-
tion costs and losses from currency fluctuations.

Profitability for the same period followed a parallel stable course
with the growth of assets, with small annual anomalies, because of
the absence of major deals that could increase the asset base. The di-
vestments carried out at the end of the 1980s together with the con-
tribution of Mélnlycke slightly increased revenues and consequently
the return-on-sales to roughly 14 percent, while return-on-assets re-
mained unchanged.

A more aggressive debt policy was followed by the new manage-
ment at the end of the 1980s and the beginning of the 1990s. In
more detail, when acquisitions amounting to SEK 3.4 bn were car-
ried out in 1988, debt increased by 60 percent; similarly, when
Reedpack was acquired in 1990, the deal was exclusively financed
with debt that radically changed the capital structure of SCA and the
debt-to-equity ratio peaked at 3 times.

Although assets growth was high between 1988 and 1990, return-
on-assets remained stable due to the concurrent increase of returns
caused by strong sales, except for 1990, where the ratio got drasti-
cally lower together with return-on-sales, since the acquisition of
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Reedpack increased assets by ss percent but did not change sales to
the same extent.

For the rest of the decade, SCA returned to a more moderate debt
level by reducing debt by about 14 percent per annum for three
years, with the debt-to-equity ratio reaching 1 in 1993 compared to 3
times in 1990. The divestment of the whole energy business in 1992
that amounted for more than SEK 6 bn did not show any big in-
crease in assets, but the debt-to-equity ratio was reduced from 2.6 to
1.4 times. That indicates that the income made was mainly retained
in equity, which increased by almost 57 percent, and partly reduced
debt by 14 percent, in accordance with the debt reduction efforts af-
ter 1990 for improving debt capacity.

However, the effect of retaining SEK 6 bn as reserves at the same
time as reducing the revenue sources shown in the decline of the re-
turn-on-assets ratio from 7 in 1991 to around 5 percent the next three
years. It improved again in 1995 when PWA was acquired and the re-
serves were actively employed, although the consolidation of this
company caused a temporary increase in debts and assets by 74 and
52 percent respectively. This shift was exceptional, and the previous
mix of debt and equity was retained until the end of the examined
period.

Sales growth in the 1990s was modest, about s percent when not
negative, because of the weakened demand, except for the almost
doubled sales related to the acquisition of PWA in 1995. The level of
demand also had impact on the return-on-sales, which was only half

compared to the end of the 1980s, although it got better in the rest
of the decade.
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The Business Environment of Volvo

The beginning of the 1970s was a challenging period for the interna-
tional automobile industry. A predicted long-term stagnation had
succeeded the economic boost of the previous decade and both
North American and European manufacturers were facing increas-
ing competition and low returns. In Sweden, the overheated econ-
omy directly affected employment, while at the same time the
vehicles market size was getting smaller, due to higher interest levels
and governmental credit restrictions.

Despite the efforts for closer co-operation with the EEC markets,
crises in many countries led to higher trade barriers. For the first
time after the post-war era the effects of foreign currency fluctua-
tions were becoming obvious again, influencing the level of profi-
tability in several companies all around the world.

In 1973, while the economy was going through a transition period
from recession to boost, the international business environment got
more hostile due to the oil crisis. Although short periods of recovery
for the automobile industry could be seen, inflation was still high
and competition was getting more intense. Demand increased seri-
ously only in 1977, following the depreciation of the Swedish krona,
and generally speaking, only when the world economy stabilised at
the end of the decade, despite the Iran-Iraq war, and the interna-
tional currency market tension, due to the big deficit differences be-
tween the United States and Europe.

In the early 1980s the forecasts were not very optimistic either. An
economic setback in Europe, higher inflation and oil prices, as well
as labour conflicts and raised VAT in Sweden made margins even
slimmer than before. When the conditions finally improved, after
inflation decline and a stronger dollar against the Swedish krona in
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the mid 1980s, western automobile manufacturers had to face prob-
lems of continuous overcapacity and for first time shrinking market
shares, because of their disadvantageous competitive positions
against the Japanese rivals.

The situation did not change much throughout the 1990s,
marked by the crisis in the Persian Gulf and the political changes in
Eastern Europe. The longest period of the car market stagnation
since the Second World War, the turmoil of the world economy,
and high competition could only be outweighed by the benefits of
the depreciated Swedish krona in 1992.

The Corporate Strategy of Volvo

Volvo in the early 1970s consisted of six major business areas,
namely passenger vehicles, trucks, busses, marine and industrial en-
gines, construction equipment and farm machinery, and aircraft en-
gines. From the beginning the emphasis had been on the promotion
of exports, especially to the United States, that represented the big-
gest market. The company already operated subsidiaries in many
countries including the United States, Belgium, Finland, Germany,
Norway and Canada.

Since that period the focus was much on long-term expansion and
on investments in resources, as a means to increase sales. New prod-
ucts had been developed in all areas, mainly in the passenger vehi-
cles, production had been improved by the introduction of com-
puters, and new production plants had been built in Sweden and
abroad. Among them the plants in Torslanda and Kalmar as well as
in Peru, Australia, and Indonesia. The expansion and investment in
resources also meant aggressive acquisitions of both related and un-
related business in Sweden and abroad. At the same time the com-
pany promoted balanced investments between product groups, in
order to decrease the dependence on sales from passenger cars, al-
though the percentage of sales for the different product-group units
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was uneven and cars counted for about 60 percent of the total reve-
nue.

Concurrently, the company was continuously looking for strategic
partners, in order to decrease the high costs of research and devel-
opment. For instance, since 1971, Volvo had formed a joint venture
with Peugeot, the French manufacturer, for the development of car
engines.

Volvo’s expansion plans were financed primarily by the issue of
bonds, both in Sweden and other European capital markets, and
secondarily by increasing equity, which was considered a base for
further debt loans. Having a further credit capacity of USD 100 m al-
lowed management to speak about retaining Volvo’s independence.

This strategic mix had been retained until the end of that decade.
Increased sales supported by strong exports and new qualitative
products, funds raising in the domestic and international capital
markets through the issuance of bonds and equity, continuous in-
vestments in Sweden and abroad in related and unrelated sectors,
and constant search for synergies and joint-venture partners.

In the 1980s, Volvo was a diversified industrial enterprise, with an
international dimension. The previous strategy was retained, a fact
that led to greater investments in a number of unrelated industries,
such as the oil, paper, food and pharmaceutical sector. Among oth-
ers, the acquisition of Beijerinvest in 1981 — the largest ever business
transaction carried out in Sweden at that time — shareholdings in At-
las Copco and Stora in 1982, Saga Petroleum in 1983, AB Cardo,
Sockerbolaget, and Sonesson Pharmaceuticals in 1986, Leyland in
1988, and Hertz in 1989.

Most of these acquisitions had a short life of two to three years
under Volvo’s ownership, before being sold again, usually at a profit.
At the same time Volvo’s ownership structure was getting more
complicated after the listing of the company on NASDAQ and on the
Tokyo, Paris, London, and Frankfurt stock exchanges, and the ac-



60 IMPACTS ON FINANCIAL STRUCTURE

quisition of 15 percent of its shares by Renault, the French govern-
ment owned group.

From the mid 198o0s till the end of the decade the company had a
broad business base, with vehicles, food, and oil representing the
three biggest sources of profit. Despite rationalisation programs and
increased sales, high salaries, soaring costs of research and develop-
ment, low oil prices, and internal inefficiency were blamed for the
falling profits, while both related and unrelated expansion in all sec-
tors continued, sometimes even by hostile takeovers.

The beginning of the 1990s was marked by the succession of
Pehr G. Gyllenhammar, after twenty years of leadership of Volvo,
by Christer Zetterberg. The new CEO followed his predecessor’s
strategy of cost minimisation and efficiency improvement by focus-
ing on the core businesses, without any significant effects on the
course of the company, except for the sale of Procordia, and the
strengthening of the ties with Renault that could have led to the
creation of Europe’s biggest industrial group.

When Séren Gyll took over the company two years later, despite
the overcapacity problems, margins finally started to improve as a re-
sult of drastic reduction of the workforce and closure of the produc-
tion plants in Uddevalla and Kalmar. However, in 1993 the long
awaited merger with Renault, led by Gyllenhammar, failed, after re-
jection of the plan by the board of Volvo, and a merger deal with
Procordia was blocked, after the intervention of the Swedish gov-
ernment.

In order to improve the low results, Gyll followed a strategy
strongly focused on the core operations of Volvo, namely the vehicle
businesses, combined with a conservative debt strategy that aimed to
cover capital needs through the release of assets. An eight-step pro-
gram for concentrating on the transport industry included the set up
of a subsidiary company, called Fortos Group, with the mission to
manage unrelated companies before their divesture. Within a few
years a number of firms like Swedish Match were divested, and
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Volvo’s shareholdings in AB Custos, Investment AB Cardo, Hertz,
and Saga Petroleum were sold off.

These divestments provided Volvo with about SEK 34 bn, which
was used for strengthening the balance sheet, improving compe-
tence, and developing new products. A ratio of 5o percent equity to
total assets was a precondition for still being an independent trans-
portation company, according to Volvo’s strategic analyses. Until
Gyll was replaced by Leif Johansson in 1997, the company followed
a strategy that emphasised geographic balance and marketing. New
customer groups had been targeted through the launch of new
products, and selected companies in all major businesses had been
acquired.

Johansson in his first year of leadership sold all the remaining un-
related businesses, including Pripps, and shareholdings in SAS, Ren-
ault, and Pharmacia-Upjohn. At the same time acquisitions, like
that of Samsung Excavators, and expansion in all businesses, were
carried out in several countries, following the strategy of growth. Fi-
nally, in 1999 the passenger car business was sold to Ford Motor
Company for cash, which was then used for launching a bid for
Scania and for repurchasing Volvo shares.

The Financial Structure of Volvo

In Volvo the mix of debt and equity varied over certain periods,
with the total capitalisation of the company up to 1999 continuously
increasing at different rates, although rare exceptions of stability in
the mid 1990s can be observed. The respective growth of equity,
which was not always parallel to the growth of debt, was ranging ba-
sically below 20 percent, with some negative rates between 1990 and
1994. At the beginning of the examined period, the debt-to-equity
ratio was around 2, while between 1975 and 1980 the ratio ranged be-
tween 2 to 2.5 times. From 1981 to 1988 a gradual decrease reaching
L5 is observed, followed by an increase up to 3 in 1993 and a gradual
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decrease down to 1 in 1998. For the first time the debt-to-equity ratio
fell below 1 in 1999.

The debt growth in the first five years was circa 30 percent, while
from 1976 to 1980 the growth rate fell close to 10 percent. An un-
usual increase of 75 percent took place in 1981, followed by a steep
decrease down to zero in 1984. In the subsequent years up to 1997,
the rate did not improve significantly, floating between 8 to minus
8 percent, except in 1992 and 1993, when it was circa 20 percent. Fi-
nally, in the last two years the trends were opposite, with a
35 percent increase in 1998 and a 25 percent decrease in 1999.

Although the growth rate of assets tended to be positive through-
out the years except in 1999, two major phases can be identified;
first, between 1970 and 1982 with assets below SEK so bn and sec-
ond, between 1983 to 1989 with assets up to SEK 100 bn. In the mid
1990s the growth rate was close to zero percent, while it increased
again in 1997 and 1998, before the first drop in assets growth the year
after.
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Return-on-assets in the first eight years was gradually decreasing,
succeeded by a steady increase until 1984. However, the next period
from 1985 to 1992 was characterised by a gradual fall from 5 to minus
o.s percent. Finally, in 1994 there was a sudden increase up to
14 percent, decreasing up to the end of the examined period, except
in 1999.

Sales during the 1970s grew steadily by roughly 20 percent, except
in 1977, and in 1980, where growth remained stable. In 1981 sales
doubled, followed by a three-year increase and a long period of sales
stability until 1992, below SEK 100 bn. From 1993 and for the next
five years sales were double the previous period, until reduced by
40 percent in 1999.

Return-on-sales during the first eight years, commencing in 1970,
ranged between 5 to 10 percent with better performances before
1975. Two periods followed: the first up to 1983 with values around
4 percent and the second up to 1988 with values around 7.5 percent.
The next five years, starting from 1989, a dramatic downward from §
to minus 3 percent took place, succeeded by a return back to values
of 5 to 4 percent. Finally, in 1999 an unusually high increase to
27 percent occurred.

Analysis of Volvo

The expansion strategy of Volvo in the first half of the 1970s is trans-
lated into plant investments, which contributed to the 25 percent in-
crease of assets per annum. In contrast, the strategy of investments
in production resources was completed in 1975, which affected the
assets growth in the second half of the 1970s; growth was still posi-
tive, but did not exceed 10 percent, namely less than half compared
to the previous period.

In the first five years, expansion was primarily financed with debt,
which led to a gradual increase of the debt-to-equity ratio between
1970 and 1975 from 1.4 to 2.3 times. This ratio level was then kept
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stable until the end of the decade, which indicates that the capital
structure was intentional and that management did not have any
plans for changing the debt-to-equity mix.

The increase of assets between 1970 and 1975 was accompanied by
an almost parallel annual growth of sales around 21 percent and a
positive development of return-on-sales until 1973. However, the oil
crisis and high inflation had a negative effect on sales until 1980,
with the first signs of deterioration appearing in 1974. Overcapacity,
due to the investments in the early 1970s, emphasised fixed costs and
resulted in almost half return-on-sales around 4.5 percent between
1975 and 1983. These investments also had an impact on the return-
on-assets ratio; in the first five years the return was around
11 percent, while for the rest of the decade it was almost half because
of the cost development.

The beginning of next decade was marked by the disproportion-
ate increase of assets by almost 60 percent in 1981, due to the acqui-
sition of Beijerinvest, and by 26 percent the year after, when shares
in Atlas Copco and Stora were acquired. In real terms, by the end of
1982 the value of assets was double compared to two years earlier.
While the Beijerinvest deal led to the highest debt-to-equity ratio for
the examined period, the rest of the deals resulted in a percentage
increase of equity higher than the respective increase of debt.

Although the level of sales in these two years considerably im-
proved, the return-on-sales remained around 4.3 percent, because of
the inability to reach synergies and generally reduce costs between
the diversified business units. However, despite the increase of assets,
return-on-assets marginally increased, because of higher financial in-
comes.

In the following years, the percentage growth of equity was con-
stantly higher than that of debt, until 1989, when their percentage
changes were equal. However, two events are noteworthy, although
they did not cause any disruption to the falling course of debt-to-
equity; the first one in 1984, when the difference between the growth
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rate of equity and debt was the greatest, and the second one in 1986,
when the difference was the smallest. These shifts are related to ac-
quisitions and divestments; in 1984 the increase of equity by SEK
4 bn was influenced by the divestment of holdings in Atlas Copco,
Stora, and Consafe, whilst in 1986 the acquisition of AB Cardo,
Sockerbolaget and Sonesson Pharmaceuticals pushed debt growth
more than equity growth, although the debt-to-equity ratio was still
decreasing. Despite that, there were acquisitions between 1983 and
1989 that increased assets, but did not have an obvious impact on
the capital structure, like the acquisitions of Saga Petroleum in 1983,
Leyland Buses in 1988, and shares in Hertz in 1989.

In the period between 1984 and 1988, despite the negative sales
growth, return-on-sales stabilised around 7.5 percent, reflecting the
reduction of costs in relation to sales due to the coincident decline of
inflation and the gains from rationalisation programs. Regardless of
the increase of assets, return-on-assets also had a positive develop-
ment, reaching 14.5 percent, because of higher incomes partly arising
from the divestment of shareholdings during that period.

At the beginning of the 1990s, the succession of management
meant a shift of strategic focus to the core businesses. During this
period the assets growth rate was around 4 percent, except for 1992
when the krona depreciated and assets grew by 10 percent. That
year, the capital structure was affected by the concurrent decrease of
equity and increase of debt, with the debt-to-equity ratio reaching
2.5 times caused by the increase of debt in foreign currency.

In the first years of the 1990s, the revenue source shrank, because
of the recession in the economy and the divestment of several com-
panies. While the cost base remained stable, the sales level was
affected, resulting in a negative return-on-sales. Additionally, despite
the negative operating income, the return-on-assets ratio was still
positive, because of the financial incomes from divestments.

In 1993 when the focus on core businesses became more impera-
tive, an era of new divestments started. Although assets increased
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that year by 15 percent, partly due to the sale of Saga Petroleum and
AB Custos, in the next three years the annual growth rate was
around 1.5 percent, because of the divestments of shareholdings in
companies like Procordia, AB Cardo, Hertz, etc. In the period from
1994 to 1996, the impact of the divestments on the capital structure
was shown on the reduction of debt between s to 8 percent, as well
as on the increase of equity from 13 to 31 percent per year, which led
to a falling debt-to-equity ratio.

In 1993, sales increased after the end of the financial turmoil and
return-on-sales became positive again due to the beneficial results of
restructuring on the level of profits. For the next five years, the re-
turn-on-sales shifted between 2.5 and 6 percent influenced by the di-
vestments of shares in Renault and Pharmacia-Upjohn. Similarly,
return-on-assets showed improvement supported by the continua-
tion of the divestments and the strengthening of a more homoge-
nous revenue base until the end of 1998.

After Leif Johansson took over, divestments were completed and
contributed to the development of assets, by SEK 22 bn in 1997 and
41 bn 1998. These further divestments improved the debt-to-equity
ratio even more, although debt growth rate stayed positive, especially
in 1998, because of the new expansion plans that included acquisi-
tions in the core businesses, like that of Samsung Excavators. The
general state of economy was good and together with the launching
of new car models, Volvo showed stronger sales in 1997 and 1998.
The sale of Volvo Passenger Vehicles the year after significantly
changed the capital structure, because part of the cash generated was
used for paying back SEK 30 bn of debt, while the remaining 20 bn
increased equity. This change led to decreased debt by 26 percent
and bettered equity by almost the same percentage, resulting in a
debt-to-equity ratio of about 0.8 times, the lowest ever for the exam-
ined period.

The divestment of the car business directly affected the revenue
structure that was decreased by more than 40 percent, and at the



68 IMPACTS ON FINANCIAL STRUCTURE

same time virtually boosted return-on-sales to 27 percent and subse-
quently return-on-assets to 19 percent, since the yield from the car
operations was included in the operating income.



9 Conclusions

Findings in Relation to the Purpose

So far this thesis has analysed the implications on the financial struc-
ture as a result of the business environment and the corporate strat-
egy in three Swedish companies during the last thirty years, after the
respective concepts have been introduced. In this part the findings in
relation with the purpose will be presented. Starting from the busi-
ness environment, the effects on the financial structure can be seen
in several forms in all examined companies. As expected, economic
turmoil, caused by inflation or weakened demand, has a direct im-
pact on revenues and the cost structure and consequently on the
level of returns in relation to sales and assets. Similarly, currency
fluctuations affect not only the level of cost and returns, but also the
capital and assets structure, in case the companies own assets abroad
or hold debts in foreign currency. The selection of debt or equity is
subject to the availability of capital and credit restrictions, while
business cycles and the industrial structure are partly responsible for
the level of sales and profitability, especially in environments of price
sensitive competition. Finally, the impact on the financial structure
from globalisation and the political and technological environment
cannot be identified in the annual reports, either because these fac-
tors cause minor implications, or because they evolve slowly over
time.

Referring to strategies, diversification, realised through acquisi-
tions of unrelated businesses, appears to affect the financial structure
of the examined companies in similar ways. Both in the case of Elec-
trolux and Volvo the level of sales does improve after the increase of
the revenue sources. Although return-on-sales in these companies
remains stable in the first years after the acquisitions, it declines in
the long run, most likely because of the inability to reach cost syner-

69



70 IMPACTS ON FINANCIAL STRUCTURE

gies between the diversified units. Assets growth, which obviously
depends on the size of the transaction, is positively correlated with
the increase of debt-to-equity, especially in the case of Electrolux.
Additionally, in this company it is easier to see the signs of deteriora-
tion of return-on-assets after diversification. In SCA, the effects on
the financial structure from diversification cannot be identified, be-
cause the unrelated businesses that Mélnlycke partly consisted of
were of minor importance in relation to the rest of the group.

The strategy of growth through acquisitions related to the core
business affects assets differently, depending on the size and fre-
quency of the deals. The size of the deals also determines the source
of finance; while in Electrolux large acquisitions were financed with
debt and smaller ones with equity, an opposite policy that favoured
equity was followed by SCA, until the succession of management.
Consequently, the impact on the debt and equity mix is not similar
in the two companies. In Electrolux the debt-to-equity ratio in-
creases gradually after acquisitions, in contrast with SCA, where dur-
ing the period of conservative debt policy the ratio is stable, while
under the new management there are exceptional and temporal in-
creases before returning back to the original levels. However, the
change of debt-to-equity ratio is also subject to the capital structure
of the newly acquired companies.

Another resemblance between all examined companies is the in-
crease of sales after acquisitions, although the level of growth also
depends on the prevailing environmental conditions and, in the case
of Volvo, on the stage of the product life cycle of products that rep-
resent a considerable percentage of the total sales. Additionally, re-
turn-on-sales in the three companies increases only when cost
synergies are reached with the acquired parties or when the profit
margin of the purchased companies is higher than that of the group.
Finally, the return-on-assets ratio is not only affected by the growth
of assets relative to the growth of income, but also by environmental
factors. Improvement of return-on-assets can be the result of
liquidation of divestible assets possessed by the acquired company,
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dation of divestible assets possessed by the acquired company, or the
result of more efficient employment of the capital kept in equity as
passive reserves when financing acquisitions.

When disinvestments are carried out the effects on assets are vary-
ing. In cases where gains from divestments are kept in equity as re-
serves, the effects on the assets level is not evident, except when the
amount generated by the transaction exceeds the book value of as-
sets. In contrast, divestments can also lead to a decreased asset base,
as when the shareholders of Electrolux received the holdings in
Gringes, and generally when the money from the sale of assets is dis-
tributed to the owners or used for paying back debts. Indeed, in the
examined companies the reduction of the debt level and the conse-
quent improvement of the debt-to-equity ratio are most of the times
linked to major divestments.

On the other hand, the impact from minor divestments on sales is
not clearly identifiable in the three companies. The reason lies in the
fact that the loss of sales is masked by the overall improvement in
the remaining businesses, but also because all divestments are not
carried out simultaneously. However, when major revenue sources
are sold off there is a significant loss of total sales. Additionally, re-
turn-on-sales are affected positively when operating income includes
the income from disposal of companies, but negatively when sales
are reduced, whilst the level of costs remains indifferent. Finally, the
impact from divestments on return-on-assets is negative when the
income is not utilised for investments with at least equal return as
previously. In contrast, positive one-off implications can be seen in
Volvo, where gains made from these transactions are included in the
financial income.

Given that the strategy of organic growth was not carried out in
isolation from other strategies, its contribution to the assets and sales
growth is not obvious. However, there is evidence that large invest-
ments in existing operations result in temporal increases of assets
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and in raise of costs, due to overcapacity under less favourable
conditions.

Finally, the net effects of the rationalisation programs are not di-
rectly identifiable, because they often took place at the same time
with divestments and related and unrelated acquisitions, which
naturally re-determine the cost structure of the consolidated corpo-
rates that include research and development expenses for launching
new products. In that sense, the ratio of return-on-sales and the ab-
solute values of cost as an indication of the programs’ ethciency may
be misleading.

Epilogue

This thesis has attempted to unveil an objective picture of the rela-
tionship between the business environment, corporate strategy and
financial structure, based on the subjective reality of each company
as disclosed in the annual reports over the years. Having presented
the facts with the minimum of comments, although no study is free
of research bias, it is the time for some personal observations.

Once again the complex nature of strategy and financial manage-
ment has been shown in this study, but as Polesie puts it, “when
companies are placed together [...] and subjected to analysis, aggregate
structures emerge” (1991: 129). Having studied three companies from
an aggregated perspective, both in terms of time and figures, and
having linked the figures with the story of each company some tan-
talising questions are formulated and concurrently patterns appear
that would not be visible if analysing numbers differently.

How come the timing of strategic shift was almost the same in all
three companies, though they were different in size and they oper-
ated in different sectors? Why did all three decide to grow by acquir-
ing companies with related or unrelated diversified operations? And
finally, how can the coincident refocus on core operations be ex-
plained? This study does not answer the above questions, but it is a
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beginning for this kind of research that could be enriched, if the
data from the annual reports are complemented with interviews and
other material, like internal documents.

In our perception, in the studied companies the environmental
and strategic impacts on assets and sales had been successfully pre-
dicted by the management, considering that they achieved sig-
nificant growth, both in size and revenues. But in many cases these
companies failed to recognise the effects of their growth strategies on
the quality of the generated profits, the indicator of healthy expan-
sion potentials.

Electrolux manufactured and sold mainly durable goods in all ma-
jor European and American markets, by using an inter-continental
network of raw material and technology suppliers. SCA operated ba-
sically in Sweden as a first and second tier supplier for other indus-
tries, until it started producing consumer goods and settled local
production plans abroad. Volvo, having the inheritance of a trans-
portation company metamorphosed, to an international scale con-
glomerate and returned to its core businesses twenty years later.

In Electrolux a broader customer base, an extensive number of
product-lines and geographically spread markets were perceived as
the recipe for successful growth. SCA, a company that seemed proud
of its financial self-sufficiency, reduced its core businesses from four
to two and dodged the threats of economic turmoil through expan-
sion towards the end customer market. Volvo wanted to avoid de-
pendence on sales from the car business and entered unrelated areas,
such as oil and food, basically relying on its debt capacity.

Identifying the factors behind the selection of strategies was not
the topic of our thesis, but it became obvious that in cases where
financial conservatism had been abandoned a shift towards aggres-
sive structures followed, as part of a trial-and-error process. For in-
stance, SCA followed a traditional financial structure, focused on
slow but steady development of its core businesses, and did not par-
ticipate in this process, while companies like Volvo grew opportunis-
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tically in areas outside their traditional operations and experienced
the consequences of unsuitable strategic selections.

Additionally, the extent that the environment was responsible for
those results is of course not possible to tell accurately. However,
during the study it became apparent that further research could be
carried out to separate the effects of the strategic changes from the
impacts of the environmental development and add more knowl-
edge to practical and theoretical levels within the field of financial
structure.

Studying companies in the same industrial field over the same pe-
riod of time would provide a more complete picture by directly
comparing the findings, given that the companies were subject to
the same environmental conditions. Additionally, it should be useful
to examine how the financial structure is influenced by the multiple
constituencies and in particular by the ownership structure, and vice
versa how the financial structure affects shareholders’ wealth, accord-
ing to the fluctuations of the return-on-equity ratio.

Another topic that was not covered in our thesis is how structures
are affected by defending strategies under conditions of hostile take-
over attempts. But more importantly, it should be studied how cor-
porate identity, as a factor that determines the allocation of resources
among product markets, the selection of the sources of finance and
the level of diversification, has had an impact on the financial struc-
ture of Electrolux, SCA, and Volvo. We believe that for this purpose
Continuity and Change, the study of our supervisor, will prove a
priceless guide. Studies of this kind might seem problematic to carry
out, because they cover a long period of time and because many
different environmental factors co-exist. However, it can be a begin-
ning of an in depth study for explaining vital aspects of the corpo-
rate development.

For the time being our study could provide the managerial audi-
ence with a reference for understanding the causalities on the finan-
cial structure deriving from the relationship with the implemented
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strategies and the prevailing business environment over time. The
recognition of the sources of disturbance, when strategies do not
meet their qualitative financial goals, could help practitioners to im-
prove strategic planning, or in other words the findings of our thesis
would enable them to draw parallels to their own cases, even if the
similarities are not automatically applicable. The academic readers
could also benefit from the thesis because it presents a historical per-
spective of financial structure, describing the world according to the
subjective reality of individual companies as documented in their
annual reports, something that is not often met in the existing writ-
ings.

Strictly speaking the findings of our thesis are not applicable for
other companies, because identical strategies and environmental
conditions rarely, if ever, occur between different organisations.
However, our counsel to all companies is clear: If tested strategies
with known impacts on the financial structure are replaced by new
ones, the preservation of the same quality of results is likely not to
hold. In any case this does not mean that results cannot be im-
proved, but that will happen only if companies are continuously
modifying their structure to the conditions implied by the new stra-
tegic directions. But if the adopted strategies promote quantitative
results through aggressive expansion and opportunistic attitude, then
the structural adjustment will become a difficult task, due to the in-
congruence between qualitative and quantitative goals, and perform-
ance will decline, especially under less favourable environmental
conditions.
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