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Abstract
This paper examines the refocusing activity of multi-business firms in the European Union.
Theory and empirical data are offered to argue that diversification has diminished during the 90s,
although not as vastly and widespread as we expected. In this paper, we will seek an explanation for the
observation that most of the firms we study remain remarkably diversified. Therefore, we investigate the
extent and determinants of diversification and refocusing across a sample of 277 leading European
manufacturing firms. The results confirm that refocusing happens mainly at firm level. Above that, we
refine the general ‘refocusing’ belief in distinguishing between conglomerate diversification and
technology and market concentric diversification. We see that conglomerate diversification decreases
throughout the 90s, but that the resource based technology and market concentric diversification are
gaining momentum.
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INTRODUCTION
The purpose of this paper is to present an empirical analysis of the extent and determinants of
refocusing i , using a unique data set covering 227 leading European firms over the period 1987-2000.
Compared to the refocusing activity in the States, which continues to receive an extensive scrutiny in the
popular press and some academic journals (Shleifer and Vishny, 1991; Cusatis, Miles & Woolridge,
1993; Lang & Stulz, 1994; Markides, 1995 a,b), corporate refocusing has attracted comparatively little
academic interest outside the US. As Europe experiences the consequences of an enlarged competitive
arena triggered by the Single Market Program (SMP), and hence has to act increasingly responsive to
market demands, refocusing is now being placed on the age nda in a lot of European companies.
This paper begins from the position adopted by recent American researchers that during the
1980s and into the 90s a large number of US firms refocused or downscopedii their activities (Liebeskind
& Opler, 1995; Comment & Jarrell, 1995; Johnson, 1996). This view marks a change from the steady
increase in diversification since the 50s and from the several theoretical justifications for conglomerate
diversification that have been advanced. Many organizations have instead chosen to focus on related
businesses, technologies or core competencies, where they can more readily add value across the
businesses and generate synergy (Thompson, 2001).
This paper reports results from a large-scale investigation of refocusing activity outside the US.
The project uses a unique data set of disaggregated firm level data from the Market Share Matrix (MSM)
as described in Davies & Lyons (1996). This database is then used to construct measures of refocusing
based alternatively upon the number equivalent of entropy, the number of diversified firms and the output
share in secondary industries. At first sight this study looks like one of the many studies on refocusing,
but what is been done in this paper is quite renewing. First, the impact of the SMP on refocusing
decisions is being investigated. As the chosen period covers the start of the European integration process
(1992) it is possible to see how refocusing has changed with the European integration and the Single
Market Program (SMP). We will study refocusing before, during and after the integration. A second
argument is that this paper proceeds with a European based study. Main driver is the observation that the
literature that has emerged on refocusing is mainly American based research. This is valuable, but as
Europe has its own specific regulations and business situations, it is highly advisable to gain a good grasp
of the phenomenon from a European viewpoint. The MSM data base at hand will then reveal information
on the European multi-business firm strategic decisions on refocusing.
1. THEORETICAL CONSIDERATIONS
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There is increasing evidence in the business press as well as in the academic literature (Bhagat et
al., 1990; Hoskisson and Turk, 1990; Shleifer and Vishny, 1991; Bowman & Singh, 1993; Cusatis, Miles
& Woolridge, 1993; Lang & Stulz, 1994; Comment & Jarrell, 1995; Markides, 1995 a, b; Dennis et al.,
1997) that during the 1980s many U.S. firms engaged in corporate refocusing. Markides (1990) estimates
that at least 20 percent (and perhaps as many as 50 percent) of Fortune 500 firms refocused between 1980
and 1987. Markides (1990) further estimates that this type of restructuring occurred in only about 1
percent of the firms during the 1960s and 1970s. Although it is assumed that conglo merate firms are
refocusing (Lee & Cooperman, 1989; Williams et al., 1988), Hoskisson and Johnson (1992) provide
evidence that the majority of firms refocusing are not unrelated diversifiers; rather, they are firms that
combine related and unrelated units in their portfolios. Furthermore, Markides (1992b) presents evidence
to suggest that refocusing is equally likely among the Fortune 400-500 as it is with the Fortune 100.
Corporate refocusing appears to be a widespread phenomenon that is not limited to very large firms iii . In
concluding, we can state that corporate refocusing has become a commonplace strategy in the US since
the early 1980s. What we want to determine then is whether Europe follows a similar refocusing pattern.
More in detail, we want to investigate whether the advent of Europe 1992 incited firms to go “back to
basics”.
2. HYPOTHESES
In this study, the implications of market integration for the diversification of firms in a European
context are being investigated. In the theoretical literature, this has received scant attention. Nevertheless,
the hypothesis of “return to core business” has been a popular theme of the corporate strategy literature,
as a result of widespread empirical evidence in the US. In this stream of literature it is proven that
although a diversification strategy has its merits iv , it also has major drawbacks. Increasing diversification
can lead to a loss of efficiency, competitiveness and most ominous of all, the ability to manage a diverse
collection of unrelated products and services. Over time, rapid expansion of a company's product line
destroys its competitive ability. Markides (1992b, 1995) found that high levels of diversification result in
inefficiencies that may lead to declines in performance. For many companies in many industries that point
is now being reached. What we are observing today is the opposite phenomenon. Instead of expansion,
companies are getting back to basics. Companies are "refocusing v ".
One of the drivers of refocusing is the emergence of a more efficient market for corporate control.
This follows the general belief that during the 60s and the 70s, managers may have acquired assets in
business areas unrelated to the core businesses and competencies of the firm in order to increase their
personal wealth or their job security (Marris, 1964; Amihud and Lev, 1981). Although diversification
may provide gains for managers, firm value may be destroyed because of lack of economies of scope
between unrelated lines of business (Amihud & Lev, 1981); because of possible overpayment in
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acquisitions (Morck, Shleifer and Vishny, 1990); and through inefficient investment in, and crosssubsidization of, the ongoing businesses of the firm (Bhide, 1990; Berger and Ofek, 1995). With the
increasing efficiency and transparency of external capital markets in the 80s and the appearance of
financial high-tech instruments like junk bonds these inflated firms possibly fell victim to hostile
takeovers or corporate raiders who make their living through “bust-ups vi ”. This incited highly diversified
firms to critically analyze their business portfolios themselves before others had the opportunity to ‘bust
up’ or dismantle their organisation.
Alternative explanations are that firms have become over-diversified to satisfy managerial hubris,
and return to the core is the consequence of a tighter control over managers. From a different perspective,
Teece, Rumelt, Dosi and Winter (1994) propose a theory which encompasses elements of the resource
view of diversification (Penrose, 1959, Wernerfelt, 1984) and of evolutionary economics (Nelson and
Winter, 1982). The firm’s choice of an optimal strategy (e.g. coherent diversification, conglomerate
diversification, specialisation, vertical integration, etc.) depends on a set of firm-specific factors – e.g. the
firm’s technological and organisational capabilities – as well as on a set of characteristics of the
“selection environment”. The theory predicts that if the competitive pressure in the selection environment
becomes tougher, as is the case in the hypercompetitive vii environment of nowadays, the firm ought to refocus to ensure survival. This hypercompetition or intense state of global competition forces holdings to
concentrate on a few industries where they hold a clear global competitive advantage viii and abandon
unprofitable side-activities, often taken up in the portfolio during times when it was still fashionable to
diversify. Veugelers et al. (2001) confirm that low or related diversifiers appear better equipped to
compete in a larger and more integrated market. Above that, Veugelers et al. (2001) found that in
industries where either advertising or R&D expenditures are important strategic weapons refocusing was
significant. This suggests that in these very sectors the competitive pressure has induced firms to refocus
towards the core business and to abandon non-leading activities.
Although this observation is in favour of an industry effect of refocusing, Markides (1995) and
Collis & Montgomery (1997) show that at any given time, firms are at different places on the path of
diversified expansion. Some are just starting out, moving away from their initial businesses. Others are
considerably further along, with sets of businesses that may span many industries. Still others are
restructuring and divesting businesses. This leads us to believe that refocusing might also be firm specific,
and less dependent on the industries in which the firm participates. These points lead to the first
hypotheses:
Hypothesis 1: The advent of Europe 1992 has incited the ‘return to the core’ movement among
leading European firms, although with some delay.
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Hypothesis 2: Firm effects are more important than industry effects in explaining refocusing.
For the third hypothesis, we distinguish four different forms of diversification, namely
technology concentric diversification, market concentric, conglomerate and geographical diversification.
Technology concentric diversification is a diversification strategy whereby the same technology is used
throughout the different operations, but each operation has its own distinct market, whereas market
concentric diversifiers have the same target market (‘similarity in customer groups’, Farjoun, 1998), but
their activities use different technologies (Kitching, 1972). The technology concentric and market
concentric diversification forms largely coincide with what Robins and Wiersema (1995) term
‘interrelationships among businesses’. Conglomerate diversification is coined whenever a mother
company acquires or internally develops unrelated business activities. Geographical diversification is a
diversification strategy whereby a company is present in more than one country (Davies et al., 2001). In
fact, a mother company diversifies itself by having her operations spread out in several countries. It is
possible to combine one or more of these diversification forms, for example a company can pursue at the
same time geographical and conglomerate diversification. Some combination forms are not possible
though, for example a company cannot be simultaneously market concentric and conglomerate
diversified.
Another categorisation that is popular in the literature is the difference between related and
unrelated diversification. Related diversification is pursued if the firm diversifies in rela ted lines of
business, technology or core competence. Unrelated diversification is an act of diversification where the
company management decides to engage in businesses further afield from the core business, like for
example a firm that is active in cars and decides to diversify in publishing (Fiat). Our previous
classification is consistent with this one in that technology concentric and market concentric
diversification can be seen as related diversification, whereas conglomerate is unrelated diversification.
Geographical diversification can in fact be both (see also Davies et al., 2001). This argument suggests a
third hypothesis:
Hypothesis 3: Refocusing mainly concerns conglomerate or unrelated diversification that is
being reversed. Market concentric and technology concentric diversification forms are not disappearing.
3. DATA AND METHODS
3.1. Data and variables
For this study, we use the MSM, or Market Share Matrix as described in Davies & Lyons (1996).
The basic idea of this matrix is to identify a set of “leading firms”, and disaggregate their turnover data,
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extracted from individual company accounts, using a common industrial classification scheme at a
meaningful level of disaggregation. A firm qualifies as a “leader”, if it is one of the five largest EU
producers in at least one manufacturing industry. For every such firm, the matrix includes:
v estimates of its EU turnover (sourced from within the EU, measured in EUROs), in each industry
in which it operates (not only in those where it is a "leader"), and
v disaggregated into the turnovers, in that industry, sourced from production in each member state.
A three-dimensional matrix built on these principles can provide estimates of various structural
dimensions. For any given firm, it reveals the extent of its diversification across industries. Various
dimensions can be constructed, such as the number of sectors in which the firm is active, the importance
of production outside the main sector of activity or the weighted sum of shares of production across
different sectors (entropy- index).
3.2. Methodology
First descriptive statistics will be presented in section 4, followed by the testing and discussion of
our hypotheses.
4. RESULTS
A comparison of the basic dimensions of the time comparable matrices 1987 till 2000 provides a
quick guide to the major changes in firm diversification over this period. The evidence suggests that EU
firms have reduced their diversification at the expense of industries in which they are not leaders (nonleading diversification). Reduction in diversification has particularly occurred between 1993 and 1997,
after the completion of the Single Market Program, and not between 1987 and 1993 when the removal of
non-tariff barriers was in progress and most expected to exert its influence over corporate restructuring.
This non-linearity suggests that the de-diversification process may have continued in the years after 1997.
This is also what we see in table 1: diversification in 2000 has further decreased.
Table 1 - Changes in the matrix between 1987, 1993, 1997 and 2000
1987
1993
1997
Number of industries
67
67
67
Number of firms

223

218

223

Number of diversified firms

175

176

170

1079

1016

810

335

335

335

Number of entries
of which:
Leading

2000

7.

Non-leading

744

681

475

4.84

4.66

3.63

Leading

1.50

1.54

1.50

Non-leading

3.34

3.12

2.13

Number of entries per firm
Of which:

The tables 2 and 3 present the distributions of diversification indices across firms, by comparing the
quartiles and extreme deciles of the distributions of NE and R (with firms ranked by diversification). The
de-diversification process envisaged in the previous section is confirmed by the changes in means
calculated for 2-digit industries (Table 2).
Table 2 - Distribution of diversification across firms, 1987-93-97-2000
(2-digit)
Number equivalent of Entropy
2000 Chang
1987
1993
1997
e
Arithmetic mean values of D
1.77
All Matrix Firms

Output share in secondary industries
2000
1987
1993
1997
Change

1.79

1.60

0.16

0.18

0.14

1.09
Std. Dev.
Distribution of D across firms
3.11
Decile 9

1.09

0.86

0.19

0.21

0.19

3.38

2.67

0.46

0.51

0.46

Quartile 3

2.18

2.14

1.88

0.28

0.31

0.23

Median
Quartile 1

1.30
1.00

1.31
1.00

1.26
1.00

0.07
0.00

0.07
0.00

0.06
0.00

Decile 1

1.00

1.00

1.00

0.00

0.00

0.00

Table3 - Distribution of diversification across firms, 1987-93-97-2000
(3-digit)
Number equivalent of Entropy
1987
1993
1997
2000
Change
Arithmetic mean values of D
All Matrix Firms
Std. Dev.

Output share in secondary industries
1987
1993
1997
2000
Change

2.62

2.60

2.25

0.27

0.29

0.25

1.95

1.72

1.44

0.24

0.24

0.23

4.77

4.33

0.59

0.64

0.61

Distribution of D across firms
4.74
Decile 9
Quartile 3

3.23

3.37

2.72

0.46

0.49

0.43

Median
Quartile 1

2.05
1.20

2.03
1.26

1.79
1.13

0.25
0.04

0.30
0.06

0.22
0.03

8.

Decile 1

1.00

1.00

1.00

0.00

0.00

0.00

Looking through the indices in Table 2, we find that highly diversified firms decreased
diversification more substantially, although the trend is non-linear, with firms displaying first an increase
and then a reduction in the mean values. At this level of aggregation, these preliminary findings are
nonetheless suggestive of rationalisations that eliminated operations in unrelated or marginal industries.
In Tables 2 and 3 we report summary statistics on 2-digit and 3-digit diversification indicesix.
Comparing 3-digit and 2-digit industries allows us to provide some evidence as to what extent EU
leaders’ diversification may be broadly defined as “related” or “unrelated” and to measure whether the
apparent re-focusing of operations has occurred via divestment from unrelated activities or if, in contrast,
the extent of restructuring led firms to exit from related activities as well x.
Finally, by comparing tables 2 and 3, it is possible to notice that 3 digit diversification has
decreased relatively more than 2 digit diversification, suggesting that firms have exited from both related
(i.e. within the same 2 digit industry) and unrelated (i.e. in different 2 digit industries) activities. In
general, the overall impression of a remarkable return to the core is somewhat weakened by these
findings. Firms have readjusted their corporate structure around a lower number of industries, but have
not refocused the output share in their primary industries in any remarkable way. In other words, instead
of a return to core business, we are documenting a return to core businesses.
In what follows, we will dig deeper into these findings and use a better working definit ion for
‘relatedness’. Based on this definition and on the article of Robins & Wiersema (1995) we try to proof
that market concentric and technology concentric diversification are gaining momentum. We will also
establish whether firm or industry effects prevail in the decision to refocus.
5. SUMMARY AND CONCLUSIONS
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Refocusing means reducing the diversification level (and likely the size) of a multi-business company. A multibusiness company is a company that operates several activities in several geographic markets and/or industries
(Daems, 1980). Markides coins the term to mean the company decision to reduce the scope of its activities in order
to concentrate on the “core” business (i.e., to reduce its diversification), Markides, Constantinos C. Diversification,
refocusing and economic performance, MIT Press, 1995.
ii

Downscoping is a term recently coined to describe programs of strategic divestiture (Hoskisson & Hitt, 1994).
Such activity is thus distinguished from downsizing or strategically laying off employees during times of economic
stress (Worrell, Davidson & Sharma, 1991). While downsizing can increase short-term efficiency, Hoskisson & Hitt
(1994) argue that downscoping is preferable in that it enables firms to strategically refocus on their core businesses
and to regain strategic control of their operations.
iii

In a recent study on the determinants of industrial concentration, market integration and efficiency in the European
Union, Veugelers et al. (2001) find that medium-large European firms (ranked 51 to 100 in a size ranking across the
EU) appear to have de-diversified more substantially than the largest top 50 firms.
iv

Diversification can bring three types of benefits, namely economic (greater market power of a large diversified
firm), financial (use of an efficient internal capital market) and strategic benefits (synergy effects as well as growth
benefits).
v

Liebeskind and Opler (1993) and Hatfield (1993) find that most refocusing during the 1980s took place among
more diversified firms; more focused firms continued to diversify, producing a mean-reverting pattern in
diversification (see also Veugelers et al., 2001).
vi

A bust-up is an action in which the assets of the firm are completely dismantled and/or change ownership in more
than one transaction (Seth & Easterwood, 1993).
vii

Hypercompetition is a term that points to an increased state of competition as markets become more global and
innovative, R. A. D’Aveni. Coping with Hypercompetition: Utilizing the new 7S’s framework, Academy of
Management Executive, 1995, Vol. 9 No. 3 pp.45-57.
viii

A competitive advantage is created and sustained if the rentability of the firm exceeds the cost of capital for a
prolonged period of time. A firm’s value is based on its ability to sustain a competitive advantage relative to its
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rivals, either by producing at lower cost, or by creating more valuable (differentiated) products (Rumelt, 1984;
Porter, 1985; Grant, 1989).
ix

The original 67 industries, roughly corresponding to a 3 digit classification, have been grouped into 19 macro
aggregates, roughly corresponding to a 2 digit classification.
x

Underlying this view is the assumption that the notion of relatedness breaks down shifting from the 3-digit to the
2-digit levels. We reckon this is a fairly simplistic assumption.

