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This study investigates whether there are differences in profitability of PPI 

companies based on the growth strategy they have chosen to follow. It is 

examined whether those companies following organic growth strategy are 

more profitable than those companies following acquisitive growth strategy. It 

is also investigated are ones larger than the others, or are ones growing 

faster than the others. Also, the factors affecting the profitability of acquisitive 

companies are further examined.  

 

The results showed that there actually are differences between the two 

groups. Organically grown companies were found to be more profitable, 

smaller and growing slower than acquisitive companies. When it comes to 

examining only acquisitive companies there could be found factors that better 

or worsen the profitability of companies. For example targets that the 

company has bought in developing markets were making them more 

profitable.  
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Tässä tutkimuksessa tarkastellaan, onko paperiteollisuusyritysten välillä 

niiden kasvustrategiaan perustuvia kannattavuuseroja. Tutkimus keskittyy 

siihen, ovatko sisäisesti kasvaneet yritykset kannattavampia kuin ne, jotka 

ovat kasvaneet yritysostojen avulla. Toisaalta tutkitaan myös sitä, ovatko 

ostoilla kasvaneet yritykset suurempia kuin sisäisesti kasvaneet yritykset, tai 

ovatko toiset kasvaneet toisia nopeammin. Lisäksi tutkitaan myös niitä 

tekijöitä, jotka vaikuttavat yritysostoja tehneiden yritysten kannattavuuteen. 

 

Tutkimuksessa kahden tutkitun ryhmän välille voitiin löytää eroja. Sisäisesti 

kasvaneet yritykset osoittautuivat kannattavammiksi, pienemmiksi ja 

hitaammin kasvaviksi kuin yritysostojen avulla kasvaneet yritykset. 

Ostaneiden yritysten kannattavuutta tarkasteltaessa löydettiin myös tekijöitä, 

jotka vaikuttavat kannattavuuteen; esimerkiksi vielä kehittyviltä markkinoilta 

ostetut kohdeyritykset näyttivät parantavan yrityksen kannattavuutta.   
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1 INTRODUCTION 

1.1 Background of the Study 
 

Mergers and acquisitions have become an important means for companies to 

achieve growth. It can also be seen that intense global competition has led to 

surge of cooperative alliances, but also mergers and acquisitions. (Häkkinen 

2005, 11) It’s almost obligatory for a company to merge, acquire or ally if it 

intends to stay in the race. The option of growing by acquisition is no doubt a 

popular choice as it is a rather fast way of achieving a better position in the 

market. Also the other alternative of growing internally (organically) is maybe 

less attractive because it takes more time and resources. Also, in many cases 

the opportunity to grow by acquisitions is far less risky than for example 

building completely new mills to new markets.    

 

Mergers and acquisitions might also have more strategic objectives. Often 

they are used to create synergies for the companies merging. The synergies 

that the companies are trying to achieve might be for example reducing risk, 

getting new markets or products, getting more technological or other 

knowledge, or simply just achieving growth. Anyway, no matter what kind of 

synergies the companies are trying to create the ultimate goal of the process 

is always the same: economic benefit, survival and growth of some kind. The 

strategic implications of M&As are presented in Figure 1.     
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Figure 1.  Strategic implications of M&As 

 
 
 The Pulp and Paper Industry (later PPI) has undergone major structural 

changes in the past few decades. The major lines of development can be 

seen clearly by looking at a graph describing the capital expenditure in 

Europe during the past few decades. (Figure 2) 

 

 

 
Figure 2 Capital Expenditure 1980-2004 (Diesen 2007, 119) 

 

 

As it can be seen from the picture capital expenditure in Europe has declined 

significantly from the average of 11% of sales in 1980-1990 to the average of 

6% of sales in 1998-2005. This means in other words that less new capacity 

has been built and on the other hand also old capacities have been shut 

down. Gradually this diminishing of capacity available in the market should 
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improve the balance between demand and supply and thus also improve the 

profitability of the industry as it has been quite low recently.   

 

Another reason for structural changes in Pulp and Paper industry is the wave 

of globalization. It has led to consolidation of companies. In this specific 

industry a common reason for globalization is the search for cheap raw 

materials and labor. The intense competition forces the companies to join 

their resources to be able to compete with each other. Also the low 

profitability has been a major reason for high merger activity in PPI; since 

1980 more than 50 companies have merged into eight new entities. This has 

led to more concentrated market, i.e. there are a few large companies which 

rule the markets and the smaller companies are forced to adjust to the 

situation.  (Diesen 2007, 100; 12)  

 

The quest for cheaper raw materials and labor and on the other hand the 

search for new markets has an effect on where the mergers and acquisitions 

are made. The companies seek markets where there could be potential 

demand for paper and related products, so they make their market entries 

there. The PPI companies are also seeking to achieve better financial 

performance and avoiding overcapacity in some areas through globalizing 

their businesses, i.e. moving their production to areas where there is lack of 

capacity. The production in diverse locations helps the companies to better 

meet the global needs e.g. when it comes to distribution; the production is 

maybe closer to the customer which saves the distribution costs of the 

company. Therefore the companies tend to expand to markets which are 

closer to the customers, but which are also in some way profitable for the 

company.  

 

The greatest potential for a new market for PPI could be found from Latin 

America, Asia and Eastern Europe; these three areas are all growing fast and 

therefore they might hold great potential demand.(Diesen 2007,215) The 
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growth has been maybe most visible in China and all over Asia as there the 

strong economic growth has generated unanticipated growth of PPI. (Diesen 

2007, 11). Asia is maybe the most potential market yet to come as the 

demand for paper products there is still constantly rising. The demand in 

Europe has reached its top-level and it is unlikely that it is going to grow. Also 

the profitability of the industry in Europe is constantly quite low. This has led 

to part of Europe’s over production is going to export, and mainly to the Asian 

market, although the export has gotten harder because of the strong value of 

Euro.(Pöysä 2007, 20) 

 

Anyway, the current situation in the PPI seems to be that the companies are 

now “coming back” to where they started from. Diversification is no longer 

considered profitable and therefore many companies are making huge 

divestments instead of investments.(Pöysä 2007, 20) The companies are also 

trying to diminish overcapacity and concentrate more and more on their core 

businesses by selling or shutting down the units that do not fit in their strategy 

anymore or that are not profitable.(Diesen 2007, 119) It could be said that the 

overall strategy in the PPI has gone, or at least is strongly going from 

diversified business towards more focused one.  

 

1.2  Research Questions and Main Objectives of the Study 
 
 

The main objective of this study is to understand the strategic nature of 

mergers and acquisitions that have taken place in the Pulp and Paper 

industry. This will first be studied theoretically by examining existing studies 

on mergers and acquisitions and growth strategies in general. Then the 

hypotheses formed based on the theoretical discussion will be tested 

empirically and it will be tried to find out if they are true also in PPI. 
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The main research problem of this study can be formed as follows:  

“What kind of growth strategies can a company pursue?” 

 

The theoretical part of the study will be discussing about different growth 

strategies, to be more specific, whether the company should grow internally 

(organically) or by making acquisitions. The theoretical conversation will be 

focusing merely on the choice between acquisitive and organic growth due to 

restrictions in the data used in this study, as it is based on corporate 

acquisitions. This problem will be handled considering the previous studies 

made about the subject.  

 

The empirical part of the study will go a little deeper on the subject by 

focusing on just one industry, PPI. By analyzing a data about mergers and 

acquisitions in PPI it will be characterized what kind of “strategic footprints” 

the acquirer has left behind. The main research question for this part of the 

study will be: “What kind of growth strategies can there be found in 

Pulp&Paper industry?”  

 

This study will be focusing on the two growth strategies, acquisitive and 

organic, and the differences in for example growth rates or profitability of 

companies following each strategy. The first part of analysis will focus on this 

problem. The research question for this part of the analysis could be 

summarized as follows:  

 

“Can there be found differences in size, growth or profitability of PPI 

companies, that are following acquisitive or organic growth strategy?” 

 

When it comes to growth of PPI companies in general it will analyzed whether 

the companies have chosen to grow by acquisitions or organically. Further it 

will also be analyzed if there can be seen a difference between the 

profitability of acquisitive growth and organic growth. The study will focus on 
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the accounting based figures of profitability, e.g. return on invested capital. 

Also it will be analyzed if companies of one group have grown more rapidly 

than those of the other.  

 

The other part of the analysis will examine further those companies that have 

chosen to grow by acquisitions. For these companies more thorough analysis 

will be performed concerning their profitability. The differences in profitability 

will be examined considering different factors such as how the nation of the 

target affects the profitability of the company. If this part of analysis would be 

comprised in one research question, it could be formed as follows: 

 

“Are there differences in the profitability of PPI companies following 

acquisitive growth strategy?” 

 

 

1.3   Limitations of the Study 
 
 

This study is limited in many ways. The study is made for the project Game 

Global II which provides the first limitations. The project is examining the 

strategic changes in Forest industry and the transformation of the industry. 

Therefore the industry of the study is limited to forest industry, and more 

specifically to Pulp and Paper industry.  

 

The limitation is made using the Standard Industrial Classification (SIC) code 

26 (paper and related products). To be more specific, the SIC code of the 

acquiring company is limited to be 26, and the code for the target company is 

not limited. The use of this code as the determinant for an industry has been 

criticized in the previous literature. Nevertheless, it can be considered as an 
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appropriate way of classifying companies as it is quite widely used in previous 

studies concerning mergers and acquisitions.  

 

Second, this research will be made only from the company’s point of view; 

what is the strategy of the company; has the company chosen to grow 

organically or by acquisitions. Has the company made many acquisitions or 

just a few. The data of the study will be analyzed only from the companies’ 

point of view i.e. the unit to be analyzed is the company. 

 

Third, the period of time for this research is limited to the years between 1993 

and 2006. The period was chosen to be this long so that the development of 

the strategies could be seen better and on the other hand to get a big enough 

data to be analyzed. Also considering the nature of the project it was better to 

analyze longitudinal data.  

 

1.4 Data of the Study 
 

The empirical data will be collected using the SDC Platinum database. Also 

Thomson OneBanker will be used to collect the financial information 

concerning the firms studied. The data is only collected using the mentioned 

databases, so no questionnaire or interviews will be made. The data collected 

will first be sorted with MS Excel, and then the further analysis will be made 

using SPSS for Windows.  

 

The data consists of mergers and acquisitions made in the Pulp&Paper 

Industry between the years 1985 and 2006. During that period there have 

been about 4600 individual mergers or acquisitions in the PPI, though not all 

of them are completed. The final data will consist only of those M&As that 

have been completed, i.e. they have really taken place. The period of time 

was chosen so that there could better be seen the development of the M&As 
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made by one company, i.e. maybe there could be seen a consistent strategy 

for growth.  

 

In primary searches for the data there could be found over a thousand 

acquiring firms in the PPI in 1985-2006. Because the analysis is supposed to 

be done on company level, the amount of companies must be limited in some 

way. That is why the starting point for the analysis could be the current 

situation; what are the companies that still exist and how have they become 

just those companies. The amount of companies could be for example the 

100 biggest in the industry at the moment. The idea would be to go 

backwards in time and follow the mergers and acquisitions made by those 

selected companies all the way back to 1985 to see where they started from. 

In that way their possible growth and strategy might be recognized.   

 

Even though the original idea was to have the time period of 1985-2006, it 

proved itself impossible during the process of analysis. The data that was 

received was very imperfect for the year 1985-1992, so these years were 

eliminated from the final data. Therefore the final time period of the study was 

limited to 1993-2006. Further information about the data forming process, and 

also the methodology of the study can be found from chapter 3.  

 

1.5 Structure of the study 
 
The rest of the study will be structured as follows. In the second chapter the 

theoretical framework for the study will be presented. First the choice 

between organic and acquisitive growth strategies will be discussed from the 

resource-based point of view. After that a transaction cost point of view to the 

problem will be provided, and then the theories will be briefly compared to 

each other from the problem’s point of view.  
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The third chapter will be focusing on the data and methodology of the study. 

First the process of forming the final data will be described. After that the 

variables used in the analysis will be presented and described in more detail. 

Also the process of analysis will be explained.  

 

In the fourth chapter the results of the analysis made will be presented. First 

some general and descriptive information about the final sample is provided. 

After that the results of analyses will be interpreted considering the PPI’s 

point of view In the fifth and last chapter a summary of the study and some 

conclusions will be provided. 
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2 RESOURCE-BASED VIEW OF THE FIRM 
 

The field of corporate growth and diversification has been many times 

investigated using the resource-based theory. This point of view sees 

mergers and acquisitions as a means to manage organizations resources. 

(Finkelstein 1997, 787) Another point of view is presented by 

Andersson&Kheam (1998) who foresee that firms tend to develop such 

products and enter such markets where the requirements for resources match 

their resource capabilities. The same point has also been recognized in the 

studies of Mahoney&Pandian (1992) and Peteraf (1993). As for a more recent 

study Häkkinen (2005) also used resource –based view as a part of her 

theoretical framework in her doctoral thesis.  

 

In this chapter the resource-based view (later RBV) of the firm will be 

discussed. The theory will first be handled on a more general level and after 

that the discussion will be broadened to consider the effects of resources on 

the choice between organic and acquisitive growth. Also some evaluation 

considering the theory will then be provided.   

 

 

2.1 Definitions and Characteristics of Resources 
 

The term “resource” can mean anything that can be thought of as a strength 

or weakness of a company. More formally the resources of a firm at a given 

time could be defined as those tangible and intangible assets that are tied to 

the firm relatively permanently. (Wernerfelt 1984, 172) Resources can also be 

defined as the stocks of available factors that are controlled or owned by the 

firm.(Amit & Schoemaker 1993, 35) Even more importantly, resources can be 

defined as those skills, assets, knowledge, human capital, and so on, that can 
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create and sustain firm’s competitive advantage. In other words, not all assets 

a firm possesses are resources; only those that will lead to above normal 

returns (rents). (Schulze 1992, 37; Godfrey & Gregersen 1999, 39) 

 

In the RBV the firm is seen as a bundle of heterogeneous assets that make 

the firm unique, and that create competitive advantage compared to others. 

According to the theory the differences in firm resources will eventually lead 

to differences in sustainable competitive advantage. (Porter 1991, 95; Black & 

Boal 1994, 132) As well as a source of competitive advantage, the view also 

emphasizes the meaning of resources as determinant of firm performance. 

(Schulze 1992, 37) In this perspective the focus is on the examination of the 

returns to certain resources that a firm owns, acquires or develops. The RBV 

also provides an explanation for how firm’s resources that are related to 

strategies influence its performance. (Mosakowski 1993, 820)  

 

There are two characteristics of resources that are recognized by most of the 

authors in their work concerning the RBV. These characteristics –resource 

heterogeneity and imperfect mobility (transferability) across firms- will next be 

discussed in more detail.  

 

2.1.1 Heterogeneity 
 

The bases of firm heterogeneity are the idiosyncratic physical, human and 

intangible resources. (Mahoney & Pandian 1992, 370) It is one basic 

assumption of the RBV that the resources, bundles of resources and 

capabilities underlying in production are heterogeneously distributed across 

all firms. (Barney 1991, 101; Schulze 1992, 38) Because many resources are 

not perfectly imitable or mobile, firms stay heterogeneous in terms of their 

resource combination. Hence, the view suggests that heterogeneity is not a 

short-term phenomenon, but rather the degree of heterogeneity tends to be 
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sustained over time. Thus, since the resource heterogeneity is sustained, it 

becomes a possible source of competitive advantage, and may eventually 

lead to economic rents. (Das & Teng 2000, 32, 39; Peteraf 1993, 182)   

 

The heterogeneity of resources may be a result of variety of different factors, 

for example some resources develop in an organization over time and are 

thus heterogeneous, and not easily imitable by competitors. Other example 

could be a case of complementary resources; superior outputs within a firm 

are achieved by combining certain assets with other (complementary) assets 

in a unique way that cannot be replicated by the competitors of the firm. 

(Schulze 1992, 38) The heterogeneity might also be a result of historic 

factors; the resource might have been on the market only for a short time and 

thereby available to only some companies.  

 

 The RBV posits that heterogeneous firms are an outcome of certain types of 

market failure, that is, it is not possible to trade all resources in perfect 

markets. This will result in a situation where the resources are in some way 

unequally distributed, thereby leading to firm heterogeneity. This is what 

makes firms different in terms of strategy or performance; the resources vary 

greatly across firms, and one might be superior to another. Firms which have 

resources superior compared to those of others will be able to produce rents. 

(Peteraf 1993, 180; Mahoney & Pandian 1992, 370; Amit & Schoemaker 

1993, 35)  

 

2.1.2 Immobility 
 
Another source of resource heterogeneity is resource immobility. Most of the 

resources used by firms are not freely transferable or mobile between them. 

Hence, the potential competitors of a company are unable to purchase the 
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resources needed to replicate the strategy, and the competitive advantage of 

firm in question.  

 

The immobility of resources may rise from different sources; it might be 

expensive to relocate some physical capital geographically, i.e. the immobility 

may be a result of such physical attributes as site specificity (Schulze 1992, 

38). It might also be hard to obtain the information that is needed for creating 

valuable resources, i.e. the information is imperfectly distributed across the 

market. The resources could be also so firm-specific that even if they would 

be moved to another company they would not produce the same kind of 

competitive advantage. Put together, the imperfect mobility or immobility of 

resources refers to the difficulty as well as the costs of moving certain 

resources from one firm to another. (Grant 1991, 126; Das & Teng 2000, 40)  

 

Resources are said to be perfectly immobile if they cannot be traded at all on 

the market. Such resources could include for example firm reputation or 

organizational culture, which simply are not tradable. Also, a resource can be 

said to be imperfectly mobile if it is tradable but still more valuable within the 

firm that currently possesses it. Such resources could be for example tacit 

knowledge which would lose much of its value if it would be moved from its 

original context. Resources are also said to be imperfectly mobile, when they 

are somewhat specialized on some firm-specific needs. (Conner 1991, 142; 

Das & Teng 2000, 40; Peteraf 1993, 183) 

 

2.2 Typologies of Resources 
 

The resources a firm possesses can be either tangible or intangible, or 

financial of nature. They can be used in the production process of a firm, but 

also they can be used as a means to obtain and exchange new resources. 
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Most importantly, the combination of different resources can be a source of 

competitive advantage; that will be discussed more detailed in chapter 1.3.  

 

The simplest way of classifying resources of a firm is dividing them into 

tangible and intangible, but there exists also several other classifications. 

Many times also capabilities are seen as a type of resource. For example in 

the tradition of resource-based view three classes of resources are often 

recognized; physical resources, intangible assets and financial resources. 

(Chatterjee & Wernerfelt 1991, 34) Amit and Schoemaker (1993, 35) also use 

a division of resources into three categories; knowhow that is tradable, 

financial or physical resources and human capital. In their work they consider 

capabilities different from resources, as they state that capabilities refer to 

firm’s capacity to deploy resources. That is also the opinion of Peteraf (1993, 

179), who states that in addition to firm’s resources also capabilities have to 

be recognized. Another possibility could be to use a division to technological 

resources, production resources, customer-related resources and financial 

resources. (Teece & Pisano 1994) On the other hand Capron et al. (1998, 

634) state in their research that five main categories for resources are 

standing out from the tradition: (1) R&D resources, (2) manufacturing 

resources, (3) marketing resources, (4) managerial resources and (5) 

financial resources. A conclusion could be made from the existing literature, 

that in most cases four main categories of resources could be derived; 

tangible resources, intangible resources, human resources and financial 

resources. There are, though, several opinions about which resources belong 

to each category; especially intangible resources are a matter of constant 

debate.  

 

There is not much disagreement on the tangible (or physical) resources as 

they are in most cases described in the same way (Andersen & Kheam 1998, 

164). For example Penrose (1968, 24) describes physical resources as plant, 

equipment, raw materials and other actual physical objects.  Another 
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definition is provided by Barney (1991, 101) who claims that physical 

resources are the physical technology used in a firm, a firm’s plant and 

equipment, its geographic location and its access to raw materials. On a 

general level tangible resources could be said to be those resources that are 

physically observable, though some authors have included also certain 

property rights under this category. (cf. Miller & Shamsie, 1996) 

 

Much more discussion and disagreement can be found about the concept of 

intangible assets as many times they are classified in different ways. 

(Andersen & Kheam 1998, 164) Grant (1991, 119) for example categorizes 

intangible resources as human resources, technological resources, reputation 

and organizational resources. Another definition is presented by Chatterjee 

and Wernerfelt (1991, 35) who state that intangible resources include brand 

names or innovative capability. On the other hand Barney (1991, 101) has 

two categories for intangible assets; human capital resources and 

organizational capital resources. It seems that the intangible assets of a firm 

are many times defined according to the point of view of the researcher, or 

the scope of the research. Maybe it is also the difficult measurability of 

intangible resources that has an effect on the definitions; often they are 

defined so that there can be found an appropriable measure for the 

resources. For example the intangible resources might be divided to human 

resources and innovative capabilities; those could then be measured by the 

amount of employees and R&D costs.   

 

A clearly different point of view to resource typologies is provided by Miller 

and Shamsie (1996, 521-522) as they divide resources into knowledge-based 

and property-based resources instead of merely tangible and intangible. This 

division is based on how the resources can be protected from imitation. 

Those resources that are protected by property rights, such as patents or 

contracts, are classified as property-based resources. On the other hand, 

other resources can be protected by knowledge barriers, and those are then 
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classified as knowledge-based resources. This point of view does not make a 

clear difference between the tangible and intangible resources, since 

property-based resources are said to include physical property as well as for 

example patents.   

 

Tseng et al. (2007, 962-963) further the categorization of Miller and Shamsie, 

as they define knowledge-based resources as collective goods because they 

can be used by multiple agents, e.g. subsidiaries, without diminishing their 

value. Such resources could be the goodwill of the company, or some trade 

secrets that are common knowledge inside the company. On the other hand 

they defined property-based resources as private goods in the sense that if 

one party uses the resource it will reduce the possibility that others (within the 

firm) could use the same resource. For example if using financial resources to 

expand overseas it will reduce the amount of financial resources remaining 

for other growth activities.  

 

Table 1 summarizes briefly the thoughts of few authors about the types of 

resources.  
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Table 1 Typologies of Resources 
 
 Tangible Intangible Capabilities 

 
Miller & 
Shamsie 
(1996) 

 
Property-based 
- physical resources, e.g.. oil 
fields 
- patents, copyrights, 
contracts 
- human resources 

 
Knowledge-based 
- organizational resources, e.g. 
culture 
- technological and managerial 
resources 

 
Tseng et al. 
(2007) 

 
Private goods 
- the use by one 
party will reduce the 
possibility of being 
used by others 
(within the firm) 
e.g. inventory 

 
Collective goods 
- can be shared without diminishing their 
value, or the possibility of being used by 
others (within the firm) 
e.g. goodwill, trade secrets 

 
Amit & 
Schoemaker 
(1993) 

 
- physical or 
financial assets 
e.g. plant, property, 
equipment 

 
- human capital 
- know-how 
(tradable) 
e.g. patents, 
licences 

 
- capacity to 
deploy resources 
using 
organizational 
processes 
e.g. reliable 
service, product 
innovations 

 
Barney 
(1991) 

 
- physical capital 
resources 

 
-human resources 
- organizational 
capital resources 

 

 
Grant (1991) 

 
- financial resources 
- physical resources 

- human resources 
- technological   
resources 
- organizational 
resources 
- reputation 

 
- the capacity for a 
team of resources 
to perform some 
task or activity 

 

 

If considering the historical development of the concept of for example 

tangible resources it can quite clearly be seen that it has not significantly 

changed from what it used to be. Penrose (1968, 24) described the physical 

resources of a firm to be for example plant and equipment, as recent authors 

such as for example Amit & Schoemaker (1993) still use the same definition. 

Again, if comparing this to the development of the concept of intangible 
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assets, the prevailing concept has evolved to be very ambiguous. The trend 

has gone from Penrose’s (1968, 24-25) definition that intangible assets are 

mostly human resources to that of more recent work, where intangible assets 

can be anything from employee’s personal skills to top management teams. 

 

When considering all of these different definitions of resources that can be 

found, it seems that the major line of research has used the division of 

resources to tangible, intangible and financial resources. This kind of division 

seems rational; tangible and intangible resources are the productive 

resources of a firm and, on the other hand, the financial resources a firm 

possesses are –among other things- a means to exchange and obtain 

tangible and intangible resources. Still it maybe would be necessary to 

consider the human resources as one category; even though the processes 

within a firm are quite mechanical these days, employees are still needed. 

Anyway, as it can be seen in the existing literature, there cannot be found one 

unambiguous classification of resources, but many that differ according to the 

scope of the research, and the point of view of the researcher. 

 

2.3 Resources Creating Competitive Advantage 
 
A central argument of the resource-based theory is that the origin of 

competitive advantage lies in the valuable resources a firm possesses. Often 

it is intangible resources, like skills or reputation, which have evolved over 

time inside the firm.  Also, they are very often immobile and cannot be for 

example sold at market. (Porter 1991, 107)  Resources that create 

competitive advantage can be single valuable resources, but in most cases 

only few resources can be valuable or productive on their own. Usually 

productive activity requires the cooperation of teams of resources, a 

combination of assets which are not valuable alone but only when combined. 

An example of such situation could be combining accounting processes and 
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computer hardware to form a unique information technology system. (Godfrey 

& Gregersen 1999, 40; Grant 1991, 119) 

 

A resource can be a source of economic rents and create sustainable 

competitive advantage if it is in some way distinctive or superior relative to 

those of competitors, and if it is appropriately matched to the existing 

environmental opportunities. (Peteraf 1993, 179) According to Barney (1991, 

106) for a resource to be valuable it must meet few requirements, to be more 

specific, it must be valuable, rare among competitors, imperfectly imitable and 

there cannot be equivalent substitutes for the resource in question. Of these 

characteristics especially value and inimitability are ultimately important 

(Hoopes et. al. 2003, 890) Yet, the potential of a resource to generate rents 

depends in part of the combination of all four of the characteristics 

mentioned.(Godfrey & Gregersen 1999, 40) In Figure 1 it is shown how these 

characteristic of resources are affected by heterogeneity and immobility of 

resources, and how the characteristics on the other hand have an effect on 

sustained competitive advantage. 

 

 
Figure 3 The Relationship between Resource Heterogeneity and Immobility, Value, Rareness, 

Imperfect Imitability, and Sustainability, and Sustained Competitive Advantage.  
(Barney 1991, 112) 
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In addition to those characteristics mentioned in Figure 1, Grant (1991, 129) 

proposes a few others. He argues that firm’s most important resources are 

also those which are durable, difficult to understand or identify and in which 

the firm has clear ownership or control.  

 

Still, most authors recognize the resource characteristics defined by Barney 

(1991) as most common ones, even though they might refer to those in 

different terms, i.e. using replicability instead of imitability. Next, resource 

value, rareness, imperfect imitability and substitutability will all be discussed 

in more detail. 

2.3.1 Valuable Resources 
 
Valuable resources are many times imperfectly imitable and substitutable, 

thus sustaining firm heterogeneity and enabling it to generate rents. 

(Mahoney & Pandian 1992, 371) Still, for the resources of a firm to be a 

source of competitive advantage they have to be of some value to the firm. 

(Barney 1991, 106) Further, Barney suggests that resources will be valuable 

if they allow the firm to conceive and implement strategies that improve the 

firm’s effectiveness and efficiency. However, the value of same kind of 

resource possessed by several firms can vary between the different firms as 

the value is often dependent on the combination of the different resources 

within a firm. (Black & Boal 1994, 132) 

 

Porter (1991, 108) shares the way of thinking with Barney (1991), but he has 

though a slightly different point of view. According to Porter, resources are not 

valuable as themselves; they are only valuable because they make it possible 

for a firm to perform such activities that create competitive advantage in 

particular markets. If a resource is valuable it may enable a firm to improve its 

market position compared to competitors. (Hoopes et. al. 2003, 890)  Yet 
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another point of view is introduced by Amit & Schoemaker (1993, 35) who 

state that resources as themselves are not valuable as they still have to be 

converted to final products or services. 

 

The competitive advantage that the resources create is quite volatile to for 

example external influences; the value of the resources could be eliminated if 

there is a change in technology or in buyer needs. A change in competition 

may also erode the competitive advantage of companies over time. (Porter 

1991, 108; Diedrickx & Cool 1989) Thus, it is critical for a firm to be able to 

reconfigure its resources and capabilities in the long run to sustain the 

competitive advantage it has gained. (Häkkinen 2005, 71) 

 

Foss and Foss (2005, 544) introduce a different view to the value of 

resources. They state that the value of a resource that can be created 

depends on the property rights used to protect the resource. Also, they see 

that another component of the resource value is the costs of trading the 

resources. Therefore the value of the resource is not just dependent of the 

supply and demand conditions on the market  

 

2.3.2 Rare Resources 
 

It is quite clear that if a particular (valuable) resource is possessed by a large 

number of firms it is hard for any of the firms to create competitive advantage; 

the general availability of resources will neutralize any special advantage they 

might create. In other words, if a particular asset is available to many firms it 

is possible for all of them to implement the same kind of strategy, and thus it 

also possible for all of them to create the same kind of advantage. (Barney 

1991, 106; Miller & Shamsie 1996, 520) Hence, for a resource to create some 

value to a firm it must be available in short supply relative to the amount of 

demand. (Hoopes et. al. 2003, 890) 
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Rareness of a certain resource is depending on the combination of physical 

rareness of the resource in the factor market, and the rareness of value of the 

resource due to a particular resource combination of the firm. (Black & Boal 

1994, 132) It has been stated that rareness as a characteristic of a resource 

is only important in creating competitive advantage if the resource is valuable. 

Also, rareness only exists if the resource in question cannot be imitated 

competitors. (Hoopes et. al. 2003, 890) 

 

Even if a resource possessed by a firm is quite common, the firm should hold 

on to it. If the resource is still valuable for the firm, then it can, despite that it is 

common, help to ensure a firm’s economic survival. (Barney 1991, 107) 

These kinds of resources are the ones that are the basis companies’ 

profitability. 

 
 

2.3.3 Inimitable Resources 
 
The ability of a firm to sustain the competitive advantage it has created highly 

depends on the speed with which other firms are able to imitate its resources 

or strategy. (Grant 1991, 125) Even if firm possesses rare and valuable 

resources, they still cannot be sources of sustained competitive advantage if 

firms that do not posses these resources can obtain them. (Barney 1991, 

107) To be more specific, the imitation of a resource dissipates the economic 

rent it has created by increasing the supply of a competitive resource. 

(Godfrey & Gregersen 1999, 47) 

 

There can be found three main reasons why firm resources can be 

imperfectly imitable. First, firm’s ability to obtain a certain resource is 

dependent on the prevailing, unique, historical conditions. In other words, the 
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resource might only be available for a particular period of time. Second, the 

link between the resource owned by a firm and the competitive advantage of 

the firm is said to be causally ambiguous. Causal ambiguity refers to 

uncertainty regarding the causes of differences in efficiency across firms. 

Causal ambiguity prevents possible imitators from knowing exactly what to 

imitate and how to go about it. Third, the resource that is generating 

competitive advantage to a firm is socially complex. Hence, the resource is for 

example created within the firm with the employees of that firm, and thus it 

would only be valuable in that particular firm. (Barney 1991, 107; 

Diedrickx&Cool 1989, 1507-1509; Peteraf 1993, 182-183) 

 

There are also a few other reasons why some resources cannot be imitated 

and some can. Miller and Shamsie (1996, 521) present two possibilities for 

how resources can be protected from imitation. First, some resources are 

inimitable because they are protected by a patent, contract or other property 

rights. Another reason is that resources can be protected by a knowledge 

barrier; the competitors do not know how to imitate the process or skill a firm 

possesses. There is yet another reason what makes it harder to imitate the 

strategy of the rival company; if a strategy is build on resource bundles it is 

more difficult to identify and understand and thus imitate than a strategy that 

relies on few resources only. (Grant 1991, 125) 

 

Hoopes, Madsen and Walker (2003, 891) suggest three general isolating 

mechanisms that prevent the imitation of resources. Like Miller and Shamsie 

(1996), they also state that property rights are a way of protecting resources. 

Second, they consider that high learning and development costs inhibit the 

copying of resources; as the required investment for imitating competitor’s 

resource increases, the probability of others trying to imitate the resources 

decreases. Third, the authors assert that causal ambiguity regarding a rival’s 

resource increases the difficulty of imitating it, even if the process of creating 

competitive advantage is observable.   
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Inimitability is often a consequence of imperfect factor markets, i.e. restricted 

information. It may also be caused by the fact, that the cost of recreating the 

same kind of combination of resources is too high. (Black & Boal 1994, 132) 

Also, inimitable resources are often intangible resources, such as 

organizational knowledge that has accumulated in the organization over time. 

Thus the resources are very specific to a firm and to a particular industry at a 

certain point in time. This idiosyncrasy makes these resources difficult to 

imitate. (Amit & Schoemaker 1993, 39)   

 

Still, even if a resource is imitated it does not immediately destroy its value. 

The imitation reduces the uniqueness of the resource and thus it is actually 

the loss in uniqueness that erodes the value of the resource.(Godfrey & 

Gregersen 1999, 40) 

 

2.3.4 Non-Substitutable Resources 
 

There is yet another requirement for a resource to be a source of competitive 

advantage. Even when the imitation of a resource is not a threat it still might 

be vulnerable to substitution by some other asset. Thus, for a resource to be 

able to sustain the competitive advantage of a firm there cannot be 

strategically equivalent valuable resources, which are common or possible to 

imitate. Two valuable resources can be said to be strategically equivalent 

when each of them can be exploited separately to implement the same 

strategies. (Barney 1991, 111; Diedrickx & Cool 1989, 1509) Substitution of a 

resource weakens the economic rents created by weakening the demand for 

the original resource. (Godfrey & Gregersen 1999, 47)  

 

Substitutability has at least two different forms. First of all, a firm might not be 

able to imitate another firm’s resources exactly but it may be able to substitute 

the resource by a similar one that enables the firm to implement same kind of 
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strategies. For example it may be impossible to imitate the top management 

team of another company, but a firm can develop its own unique top 

management team. Second, it is also possible that very different resources 

are strategic substitutes. For example, in one firm employees are confident 

about the future because of their charismatic leader, in another firm they 

might be confident because they have a systematic strategic planning 

process. (Barney 1991, 111) 

 

Substitution ultimately lies outside the control of a firm. Still, the same market 

contexts that deter imitation also work to inhibit substitution. Thereby, for 

example property rights or imperfect markets help to preserve the unique and 

non-substitutable value from any competitive resource. (Godfrey & Gregersen 

1999, 47) 

 

2.4 Evaluation of the Resource-based view 
 

The field in which the RBV has been used is wide, and there can be found 

numerous strands of research in closely related topics. Almost each paper 

has offered a different contribution but still the ideas presented are somewhat 

alike. Mostly this is due to the variation in terminology across papers that has 

made the results difficult to be communicated further.(Peteraf 1993, 180)  

 

Also Andersen and Kheam (1998, 164) have recognized the same problem 

as they state that one major problem with the RBV is the lack of consistence 

in the concepts used. Especially the concepts of resources, skills and 

capabilities are often used on different meaning. This may create the illusion 

of mixed results, and it makes the previous studies in this field impossible to 

be compared.   
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Grant (1991, 115) points out two problems that he thinks make the 

implications of this theory for strategic management still unclear. First, despite 

the various contributions to this theory it still lacks a single integrating 

framework that would make it clearer. Second, efforts for developing practical 

implications of this theory have been few.  

 
The one obvious weakness of the RBV is the lack of empirical evidence. As 

the company’s success is made up on several different resources, it is many 

times impossible to find out which of the resources is actually the one causing 

the success. Also some resources, such as human resources or the skills that 

the personnel has are hard to measure, and thus there effect in real life is 

hard to prove.  

 

2.5 Resource-based view and the choice between organic 
and acquisitive growth 

 

Even though the determinants of the choice between organic and acquisitive 

growth have been vastly studied there still cannot be found just one theory 

that is well developed. (Hennart & Park 1993, 1055) Still, the resource-based 

theory is one way of looking at the choice between organic and acquisitive 

growth, and it offers some explanations on why some firms choose to grow by 

acquisitions and some organically.  

 

One reason why firms grow lies in the resources the firms either own or lack. 

The firm might own resources that do not fit to its focal production, or are 

excess resources, and this may push the firm to expand to new businesses. It 

has been found out, that the excessiveness of resources drives the firms to 

grow organically more than by acquisitions. On the other hand if the firm lacks 

some resources it could buy the resources of another company thus growing 
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and maybe entering new businesses. In these kinds of cases it is more likely 

that the firm expands to unrelated areas.  

 

In the resource-based view corporate mergers and acquisitions are seen as a 

means to manage organization’s resources.  The resource-based view of the 

firm considers acquisitions (or mergers) as a strategy often used to access 

other firms’ resources with the purpose of obtaining competitive advantages 

and values that otherwise would be unavailable to the firm. Acquisitions could 

as well be used to retain and develop firms’ own resources by combining 

them with the resources purchased. (Das & Teng 2000, 36-37) Mergers and 

acquisitions also provide a means to trade resources that otherwise would be 

non-marketable, and to buy or sell bundles of resources. One can for 

example buy a combination of technological capabilities or contacts at a 

certain market. (Wernerfelt 1984, 175) 

 

The decision of a firm to grow is a result of surplus in the firm’s resources. In 

fact, in a situation where a firm has surplus resources it has two choices; it 

can either sell the excess resources or use them to grow. This way of thinking 

leads to a situation, where the choice between internal and acquisitive growth 

is determined by the resources needed to complete the resources a firm 

already has in order to implement the growth strategy. (Forcadell 2007, 155) 

In other words, the firm might already have surplus in some resources but it 

still lacks others that are needed to implement the growth strategy it has 

chosen, and therefore it has to decide whether to acquire those resources 

from the market or develop them itself.    

 

Brouthers and Brouthers (2000) found out in their research comparing the 

choice between the expansion via acquisitions and by creating a new 

venture, that firms making relatively big investments tend to prefer the mode 

of growing by acquisitions. The size of the investment relative to the size of 

the firm has been found to be an important determinant of the choice between 
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acquisition and internal growth. (cf. Hennart & Park 1993) The authors also 

state that acquisition of an existing firm provides managerial and financial 

resources that will ease the burden of the acquiring (parent) company.   

 

In the extant literature the choice of organic and acquisitive growth has in 

most cases been connected with diversification. In previous studies it has 

been suggested that internal expansion is associated with related 

diversification. This is because the diversifying firm is likely to know much 

more about the related markets than the unrelated ones, and therefore it can 

use its existing resources more efficiently on the related markets. Also the risk 

of expanding on a related market is lower than that of expanding to 

completely new businesses. On the other hand unrelated diversification is 

often connected with acquisitive growth. Unrelated diversification might result 

from excess resources that are flexible, i.e. it is possible to use those in 

different processes. Also, by expanding to unrelated markets by acquisition 

firms might be able to better avoid getting some unwanted resources in 

addtition to those needed. If using an acquisition to expand to related 

markets, the firm will also get in the deal resources that it might already have 

in excess, and thus it again has a situation of excess resources. (Chatterjee & 

Singh 1999; Chatterjee 1990; Yip 1982; Amit et al. 1989)  

 

Another contribution to this field of study has been made by Yip (1982) who 

states that there are two things that affect the choice of internal or acquisitive 

growth. There might be barriers of entry on the target market that prevent the 

new company of entering. The barriers of entry could be defined as those 

resources that the firms in an industry or market posses but that a new 

entrant must obtain at some cost. Also there might be some legal or other 

restrictions that prevent an entrant coming to the market, and therefore a 

company is forced to acquire its way in. Therefore also such things as 

financial or managerial resources definitely have on effect on the choice.  The 

firm planning to enter a certain industry or market must posses a sufficient 
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amount of financial resources to be able to implement its plan. (Yip 1982; 

Chatterjee 1990) 

 

The competitiveness of the business and the rate of growth of the market also 

have an impact on the choice between organic and acquisitive growth. A firm 

might be forced to use and acquisition to enter markets if they are growing 

fast because it is slow to develop new resources internally compared to that 

of buying those ready. Therefore an acquisition would be preferred. 

Horizontal acquisitions on the other hand could be used as means to control 

competition within the business; firms might try to buy out competitors to 

achieve scale advantages and, in the same time, making their competitive 

position better. (Capron et al. 1998) 

 

An acquisition can be seen as a purchase of a bundle of resources in a highly 

imperfect market. By basing the purchase on a rare resource a firm can 

maximize the imperfection and its chances of buying cheap and getting good 

returns. (Wernerfelt 1984, 172) Thereby it could be concluded, that in a 

situation where a resource required to expand is rare, inimitable and non-

substitutable, a firm would choose to follow acquisitive growth strategy. In 

other words it would be less costly to the firm to acquire the resources “ready” 

instead of developing them itself. It has also been argued in the RBV that 

acquisitions are useful mechanisms to exchange capabilities and resources 

that otherwise could not be efficiently redeployed. (Capron et al. 1998) 

 

When considering acquisitions, the resource-based view has two implications. 

First, an acquisition can be used to improve market position by acquiring 

valuable resources and capabilities from another firm, and then employing the 

already existing ones in new uses through combinations. (See for example 

Wernerfelt 1984; Capron et al. 1998) It is also possible to jointly create new 

resources through acquisitions. (Häkkinen 2005, 71) A large part of corporate 
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acquisitions are motivated by the belief that the resources acquired within an 

existing company can be put to more profitable use in the acquiring company. 

 

One study of this field has been done by Wilson (1980), who studied the 

characteristics of multinational firms, and how those characteristics affect 

their mode of expansion. He found out that firms with high product 

diversification (measured by the amount of different SIC -codes) tend to 

expand by acquisitions.  The diversified firms already have experience and 

resources to deal with the acquisition, and therefore it is easier to use 

acquisitions to future diversifying expansion, too.  

 

Salter and Weinhold (1980, quoted in Wernerfelt 1984) have suggested two 

different acquisition strategies that are resource-based and they are related 

supplementary and related complementary. Related supplementary is 

implying to a situation where a firm buys more of those resources that it 

already has. On the other hand related complementary implies to a situation 

where a firm is making an acquisition to get resources which are well 

combined with the ones the firm already has.   

 

All in all, the RBV seems to have several explanations to firms’ choices of 

different growth strategies. A major field of study is the diversification of a firm 

that has been vastly studied.  Acquisitive growth is strongly connected with 

diversification and especially unrelated diversification while organic growth is 

connected with non-diversifying expansion. The firm might also be 

diversifying but in those cases the diversification has been found out to be 

related. The choice of growth strategies also depends on the markets; if 

entering new markets there might be entry barriers. Some resources might 

act as entry barriers if they are hard to obtain for a new entrant, but they are 

owned by the companies already in the market. In this situation an acquisition 

would be preferable since it would be easier and less costly for the new 

entrant to buy an existing company and its resources. Also if the market is a 
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fast growing one, an acquisition will be preferred. The intensiveness of 

competition is also a major factor in determining growth, as well as the phase 

in which the market is in. In other words, horizontal expansion by acquisition 

would be preferred if the market is mature, and there exists overcapacity, 

while organic expansion by investing in new plants for example would be 

preferred if the market is still growing.   
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3 TRANSACTION COST ECONOMICS 
 

There have been quite a few studies where transaction cost economics has 

been connected with the choice between organic and acquisitive growth 

strategies. For example Hennart&Park (1993) used the transaction cost 

theory in their study on the choice between acquisitive and organic expansion 

internationally. Their study handled on how the type of advantages that are 

exploited by the investors affects on the choice of acquisition or greenfield-

investment. Another study made by Brouthers&Brouthers focused also on the 

transaction cost theory and the choice between acquisition and greenfield-

investment, but in that particular study the theory was combined with 

institutional and cultural choices.    

 

The following chapter will be discussing the transaction cost economics. First, 

the basics of this theory will be introduced. After that, it will be evaluated how 

the TCE has been used in the existent literature of firm boundaries and 

growth. Also, it will be considered how the TCE can be linked to the RBV, and 

does the possible connection provide some new points to the conversation on 

the choice between acquisitive and organic growth strategies.  

 

 

3.1 The Basis of Transaction Cost Economics 
 

The transaction cost theory originates from the work of Coase (1937). The 

main purpose of his work was to explain why economic activity is organized 

within firms rather than predicting which particular transactions would be 

organized within firms (Madhok 2002, 535).  In his work he explained the firm 

in terms of market failures due to marketing costs, the costs of carrying out 

market exchanges (nowadays known as transaction costs). According to 

Coase, these costs consist of negotiating contracts for exchange 
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transactions, discovering the relevant prices of production factors needed, 

concluding the contracts for exchange transactions, and so on. (Coase 1937, 

390-391) In this context the transaction costs can be referred to as costs of 

running the system. (Rindfleisch and Heide 1997, 31) 

 

Another major contributor to the TCE is Oliver Williamson, whose major 

contribution to this theory was to make it more predictive by approaching the 

firm as a governance structure and by identifying some transaction 

characteristics that have an important role in comparative institutional 

assessment.(Madhok 2002, 535) To further the ideas of Coase,  Williamson 

has stated that market failure due to high costs of transacting is the result of 

the existence of bounded rationality, opportunism and asset specificity all at 

the same time. He further argues that these conditions are frequently present 

simultaneously in today’s market economies thus resulting in market failure. 

The framework Williamson developed rests on the interplay between the two 

assumptions of human behavior, i.e. bounded rationality and opportunism, 

and the two key dimensions of transactions, i.e. asset specificity and 

uncertainty. (Williamson 1983, 7; Rindfleisch and Heide 31) Williamson also 

augmented Coase’s original framework by stating that transaction costs 

include both direct costs of managing relationships and the possible 

opportunity costs of making governance decisions that are in some way 

inferior. (Rindfleisch and Heide 1997, 31) Still, even if the two main 

developers of the TCE had differences in emphasis they both saw firms and 

markets as alternative means of coordination. They characterized the firm by 

coordination through authority relations, and market by coordination through 

the price mechanism. (Madhok 2002, 536) 

 

As it has been stated, the TCE is trying to explain why firms exist. On the 

other hand it can also be used to explain how firm boundaries are 

determined. (Watjatrakul 2005, 390) In other words it can be used to decide 

whether to organize the transactions within the firm, or through the market; 



                                                                                                                  34 

the theory suggests choosing a model of organization that minimizes the 

transaction costs. (Yasuda 2005, 763) According to Coase (1937) the size of 

a firm is induced and limited by the availability of transactions which can be 

carried out with less cost within the firm as compared to organizing that 

transaction through the market. As the firm gets larger the cost of organizing 

an extra transaction inside the firm may rise. Thus, a point may be reached 

where it might not anymore be less costly to organize additional transactions 

within the firm compared to the market. This will lead to organizing the 

transactions on the market instead of the company. Furthermore, the 

transaction costs might rise if the transactions that are organized within a firm 

become more dissimilar. That might encourage the firm to organize the 

dissimilar transactions in the market instead of organizing them within the 

firm. These limitations to the size of the firm may offer an explanation on why 

the whole economy is not ruled by one single, large firm but rather by many 

that are smaller. (Coase 1937, 394,397; Pitelis & Pseidiris 1999, 222)  

 

If comparing the thoughts of Coase to the theory of the growth of the firm by 

Penrose, the two views can be seen as complementary. The Penrosean 

framework assumes that exploitation of excess resources necessitates that 

they are used within the firm; this will logically lead to a situation where firms 

only grow larger, and never shrink as they only acquire but do not divest. 

Here the transaction cost perspective provides a complementary view, as it 

asks whether there can be found some alternate ways of utilizing the excess 

resources, such ways as for example outside contracting. The TC also offers 

reasoning for the possible benefits of contracting out the excess resources, 

as it suggests circumstances in which such resources would be better of 

organized through the market instead of organizing those within the firm. 

(Silverman 1999, 1112) 
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3.2 Transaction cost characteristics 
 
The modern framework for TCE is based on the assumptions of bounded 

rationality and opportunism, and dimensions of transactions, asset specificity 

and uncertainty. The complete TCE framework would also include risk 

neutrality as third assumption and transaction frequency as third dimension, 

but both these constructs recognized by Williamson have received only 

limited attention in previous literature.(Rindfleisch and Heide 1997, 31) 

 

3.2.1 Bounded Rationality and Uncertainty  
 

Bounded rationality can be seen to refer to human behavior that is rational 

but only limitedly so. (Williamson 1983, 21) Bounded rationality is the 

assumption that decision makers have limitations on their cognitive 

capabilities and limits to their rationality. Decision makers often intend to work 

rationally, but it may be that it is not possible because of their limited 

information processing and communication capabilities. These constraints 

become problematic in uncertain environments, in which the circumstances 

concerning the exchange cannot be specified ex ante, and the performance 

cannot be easily verified ex post. (Rindfleisch and Heide 1997, 31) 

 
The concept of uncertainty can further be divided to environmental and 

behavioral uncertainty. Environmental uncertainty weakens and organizations 

ability to predict future outcomes of transactions. As an outcome partners 

may act opportunistically when circumstances change. This might cause 

organizations to incur additional costs of communication, negotiation and 

coordination. The main consequence of environmental uncertainty is a 

problem of adaptation, that is, problems with modifying contracts to changing 

circumstances. To minimize such transaction costs organizations tend to use 

internal governance structure if environmental uncertainty is high. (Rindfleisch 

and Heide 1997, 31; Watjatrakul 2005, 392) The concept of environmental 
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uncertainty could also be further divided to volume and technological 

uncertainty. (Walker and Weber 1987, 590) 

 

By volume uncertainty is meant inability to accurately forecast the volume 

requirements in a certain relationship. If competition among suppliers is 

missing, there might be unexpected changes in volume requirements that 

raise the contracting costs since there is no market to which the buyer can 

turn for lower cost. This volatility of the downstream market and the 

manufacturer’s share of the market both have on effect on uncertainty, which 

in turn requires a firm to develop methods to adapt to changing situations. 

One way of responding to volume uncertainty is suggested by Heide and 

John (1990), who state that it would be good to design procedures for making 

sequential decision in an ongoing relationship. Thereby it would be possible 

to economize on the difficulty of making changes. (Walker & Weber 1987; 

Heide & John 1990) 

 

There also exists technological uncertainty, which could be defined as the 

inability of contractual partners to forecast the technical requirements in the 

relationship. Technological uncertainty may be a result of changed standards 

or specifications of the components, or the end product. It may also follow 

from general technological development, for example from the development 

of production processes. When in the case of volume uncertainty it was more 

efficient to manage changes by long-term contracting, technological 

uncertainty is more efficiently managed through loose relationships or lower 

continuity. Thus, by not establishing long-term relationships the firm stays 

flexible, and is therefore able to terminate contracts faster and switch to 

partners with more appropriate technological capabilities. Still, if there is 

competition lacking in the supplier market for the technology, the transaction 

costs of the exchange may rise as the lack of suppliers forces the buyer to 

use more resources on the specification and monitoring of the contracts so 



                                                                                                                  37 

that they are of some advantage to the firm. (Heide & John 1990; Walker & 

Weber 1987) 

 

The effect of behavioral uncertainty on the other hand is a problem in 

evaluating performance, that is, problems in verifying that compliance with 

established contracts has actually occurred. Partners of exchange can use 

their own guile to create hidden costs, and therefore monitoring and 

enforcement costs must be increased to evaluate partner’s performance. The 

problem also concerns the evaluation of firm’s own performance or other 

parts of transactions. An example could be that a manufacturer may have 

difficulties in ascertaining that a distributor is providing customers with 

necessary presales services. To minimize the transaction costs caused by 

behavioral uncertainty, organizations prefer to use an internal governance 

structure. (Rindfleisch and Heide 1997, 31; Watjatrakul 2005, 391) 

 

3.2.2 Asset Specificity and Opportunism 
 

Asset specificity is said to have a particularly strong impact on governance 

choices because it increases the degree of market failures that external 

exchanges would face. It increases the need for contractual safeguards as it 

has the effect of placing the partners of contracts in a dependency 

relationship. This can lead to a situation of under-investment of the supplier, 

which has little incentive to make specific investments that are of less value if 

deployed in alternative uses. (Capron and Mitchell 2004, 159)  

 

These kinds of market failures decline when firms organize capability 

development within their boundaries. Williamson (1983) has suggested that 

internal organization has three kinds of advantages over market modes of 

contracting if transaction specificity is high. First, the parties of an internal 

exchange are not so capable of appropriating gains from subgroups on the 
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expense of the entire organization. Second, firms are often able to audit 

internal organization more effectively, thus diminishing the risk of 

opportunistic behavior. Third, the organization is able to realize an advantage 

in dispute settling. 

 

Opportunism is the assumption that when there exists an opportunity, 

decision makers might unscrupulously act to only serve their self-interest, and 

that it is difficult to know in advance who is trustworthy and who is not. It has 

been suggested that opportunism includes such behavior as lying and 

cheating as well as for example violating contracts. (Rindfleisch and Heide 

1997, 31) 

 

Opportunism poses a problem to the extent that there is a relationship that is 

supported by such specific assets, whose values are in some way limited 

outside of the focal relationship. Specificity of assets refers to the 

transferability of the assets that support a particular transaction.  An asset 

that is specific is more valuable in that particular exchange that in an 

alternative exchange. The impact of specific assets is essentially to create a 

safeguarding problem because the market competition no longer serves as a 

constraint on opportunistic behavior. The contractual safeguards are often 

required to induce the firms to make firm-specific asset investments. 

Undeniably the negotiating, monitoring and enforcing of these safeguards 

necessary to protect the specific assets is costly thus also increasing the 

transaction costs of market governance, encouraging the firms to use internal 

governance structure. (Rindfleisch and Heide 1997, 31; Watjatrakul 2005, 

391; Poppo and Zenger 1998, 856) 

.  
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3.3 Transaction Cost Economics in Determining Growth 
Strategies and Firm Boundaries 

 

In the existing literature on the TCE and firm boundaries or growth, it has 

been suggested that the transaction costs influence governance structure 

choices. The central argument of this theory is therefore, that firms prefer 

internal sourcing instead of trading capabilities on the market when the 

transaction is subject to high transaction costs, whether they are ex ante 

costs of search or ex post costs to execute the contract, because such 

transaction places the firm at risk of opportunistic behavior by external 

agents.(Capron & Mitchell 2004, 158) The TCE also suggests that firms’ 

boundary choices are largely a result of the specificity of assets involved in an 

exchange. (Forcadell 2007, 157) 

 

As in any other case, also in considering the choice between acquisitive and 

organic growth the TCE suggests that organizations attempt to minimize 

transaction costs. It has been stated that organizing through market is 

preferred when the transaction costs are low. On the other hand, organizing 

transactions within a firm is preferred when the transaction costs are high. 

(Watjatrakul 2005, 391)  It has been suggested that acquiring firm can only 

benefit from acquisition if the parent firm has an organizational structure that 

is more efficient in realizing the benefits of sharing and competence transfer 

than alternative modes of transaction. Also, it has been argued that greenfield 

start-ups (i.e. organic growth) offer lower transaction costs because the firm 

avoids the costs of retraining the work force and injecting the resident 

management with a completely new philosophy. Therefore, it can be 

suggested that organic growth may provide a more efficient way of structuring 

intraorganizational exchanges than acquisitions. (Brouthers & Brouthers 

2000, 91) 
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The TCE model also theorizes that firms with high R&D intensity would prefer 

to grow organically instead of acquisitions in order to be able to better 

preserve and exploit their proprietary technology. In the same way TCE 

suggests that larger firms would prefer to use acquisitions instead of new 

ventures since an acquisition generally demands more financial resources 

and a large firm is more likely to possess such resources. TCE also predicts 

that firms diversifying into unrelated areas would prefer acquisition, since 

diversification into unrelated businesses entails relatively higher risks, and 

acquiring an existing firm provides a low cost means to reduce the risks of the 

investment. (Padmanabhan and Cho 1995; Hennart and Park 1991)  

 

Considering TCE and firm boundaries also vertical integration has to be 

notified. Some of the earliest and most common applications of TCE focus on 

vertical integration decisions. More specifically, those studies have typically 

focused on manufacturing firm’s decisions to integrate backwards into the 

supply of materials or components, or forwards into distribution channels and 

sales. (Rindfleisch & Heide 1997, 32) Williamson (1983) has explained 

vertical integration as an efficient solution to transaction cost minimizing 

problems, where the costs of exchanging through market compare 

unfavourably with the costs of controlling the production through ownership. 

The cost of transacting through market becomes higher when the exchanges 

involve transaction specific assets. Firms thus have an incentive to vertically 

integrate to avoid small number bargaining problems. On the other hand the 

incentive to vertically integrate is not so immediate if firms expect high growth 

in industry demand. (Levy 1985, 439)  

 

Vertical integration is not just due to costs of transacting through the market; it 

depends also on the internal costs of production. The presence of 

diseconomies of production has direct implications on the decision to 

vertically integrate. Because the amount of managerial capabilities is fixed at 

any point in time, any increases in the scale of a certain activity must be 
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weighed against the addition of upstream and downstream activities. Thus, 

the level of vertical integration can be expected to be negatively related to the 

scale of the firm’s primary activity. (Levy 1985, 440) 

 

It has been argued in the study conducted by Blomqvist, Kyläheiko and 

Virolainen (2002), that vertical integration would be the choice for governance 

when uncertainty, the danger of opportunism and complexity are high, when 

asset specificity is also high and there are only few providers of 

complementary capabilities, and when trust between partners is lacking.  

 

As already pointed out in the discussion about the RBV and the choice of 

growth strategies, one major reason for a firm to expand are excess 

resources. A firm might not be able to deploy all of its existing resources in a 

profitable way, and one possibility could be to sell or lease these excess 

resources. However, high transaction costs can exist that might prevent such 

action, and therefore a firm might decide to diversify to be able to better 

exploit the resources. This kind of diversification might be done through 

internal development (i.e. organic growth) or acquisition. It has been 

suggested that if there exists excess resources, and if a market failure 

prevents the possibility to sell those on the market, then the choice between 

organic and acquisitive growth will depend on the amount of excess 

resources, the time period over which the resources are in excess, and the 

availability of complementary resources which can be accessed through 

acquisitions. Further, if the resources are in excess for a long period of time, 

the mode of growth chosen is likely to be organic. On the other hand if it can 

be expected that the situation of excess resources will emerge suddenly, for 

example an adverse change in demand which leaves the internal resources 

unemployed, then an acquisition is more likely to take place. (Teece 1982, 

quoted in Amit et al. 1989, 90)  
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In a study conducted by Amit, Livnat and Zarowin (1989) was stated that the 

decision to diversify indicates that high transaction costs have prevented the 

firm from selling the excess resources on a market. If these market conditions 

continue it can be expected that new excess resources would also be used to 

enter new businesses. Therefore they stated that diversified firms are more 

likely to engage in future acquisitions than the non-diversified ones, and 

similarly that non-diversified firms are more likely to engage in a future 

internal expansion than the diversified ones. The data they used in their study 

also supported the TCE, yet they had to make two assumptions. First, that the 

prior diversification is a suitable measurement for magnitude of excess 

resources and their evolution over time, and second that the evolution excess 

resources and transaction costs of deploying them externally are stable over 

time. (Amit et al. 1989)  

 
 

3.4 TCE and RBV, Complementary Theories of Firm Growth? 
 

TCE and RBV have both been used in studies concerning firms’ choices for 

growth, modes of diversification and modes of entry to markets. While the two 

theories appear to be very different, there can also be found some similarities 

between them. Furthermore, in many cases these two theories can be seen 

as complementary theories of firm expansion.  

 

The similarity in both theories is their view of market frictions as the critical 

concept, while the difference is that resource-based theory is the theory of 

firm rent and transaction-cost theory is a theory of the existence of a firm. It 

can be stated that these two theories are complementary. In fact, Mahoney 

(2001) has suggested that the two theories can be connected as follows; RBV 

seeks to delineate the set of market frictions that would lead to firm growth 

and sustainable rents while TCE seeks to delineate the set of market frictions 
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that could explain the existence of the firm. He further assumes that the set of 

market frictions that can explain sustainable firm rents would be sufficient 

market frictions to also explain the existence of the firm. (Mahoney 2001, 655) 

 

The two theories have developed quite separately which is not very surprising 

since they address to different questions. The transaction cost theory seeks 

to find an answer to the question “why firms exist, while RBV tries to answer 

the question of “why do firms differ”, or “why are there performance 

differences across firms”.  In the same way their field of interest is different; 

TC seeks the efficient governance structure and RBV competitive advantage. 

Resulting from this, also the unit of analysis is different across these theories 

as one analyzes the transaction attributes such as measurement difficulty, 

while the other concentrates in analyzing the resource attributes such as 

imitability or value.  (Madhok 2002, 539-540)  

 

Still, there can be found connections between the two theories. For example if 

considering the value of a resource and the transaction costs attached to that 

resource, it has been stated that the transaction costs influence the value of 

the resource along with the conditions of rareness, inimitability and non-

substitutability. (Foss & Foss 2005, 551) Still, even if the value could be seen 

as partly a result of transactions costs, the traditional Penrosean framework 

sees that the value is mainly created from internal resources, not from saving 

in transactions costs. (Pitelis & Pseidiris 1999, 236, fn. 21) 

 

Other similarities can be found if considering asset specificity or rareness of 

assets which both are critical concepts that are constraining the firm’s 

strategic choices in both theories. (Conner 1991, 133) In RBV the specificity 

of assets and small numbers are thought of as components of sustained 

competitive advantage, i.e. they are thought to create competitive advantage 

to a firm. On the other hand on TCE both asset specificity and small numbers 

could result in higher transaction costs. 
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It has been stated that resource-based view has in many cases under 

emphasized the possibility that firms can exploit resources through market 

transactions rather than by expanding corporate boundaries. Instead, the 

transaction cost economics suggests that managers should consider 

alternative contractual methods to better exploit a firm’s resources. 

(Silverman 1999, 1109) Yet the theorists of both views have reached a 

common prediction concerning the firm expansion; increasing asset specificity 

leads to diminishing effectiveness of market governance and thus promotes 

the choice of internal organization. (Capron and Mitchell 2004, 159) 

 

The two theories differ also in their view on what is the most central thing that 

makes a firm preferable mode of organization. In RBV the heart of the firm 

centers on deployment and combination of specific inputs whereas the TCE 

concentrates on the avoidance of opportunism.  (Conner 1991, 133) 

 

Some implications of the TCE and RBV on firm growth are briefly summarized 

in Table 2. 
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Table 2 The Determinants of Growth Strategies according to RBV and TCE 

Direction of 
Growth Resource-Based View Transaction Cost 

Economics 

Growth Strategy Driver Growth 
Strategy Driver 

 
Diversifying Acquisitive 

 
- high product 
diversification 
- flexible resources Acquisitive 

- Prior diversification 
 management 

control skills 
-product-specific 
knowledge 
- efficient 
exploitation of 
resources 

Non-diversifying Organic 

 
- increasing firm 
size 
- low risk Organic 

 
- Prior internal 
development 

Related Organic 

 
- Excess resources 
- knowledge about 
the market  using 
resources more 
effectively 
- specific (inflexible) 
assets 
- physical resources 
 

Organic  

 
- firm specific 
knowledge 
 

Unrelated Acquisitive 

 
- Lack of resources 
- avoiding unwanted 
assets 
- flexible assets 
- increasing  firm 
size 
 

Acquisitive 

 
- High risk 

Horizontal Acquisitive  

 
-economies of scale 
- reducing 
competition 
- overcapacity 
problems 

Acquisitive 

 
-reducing risk of 
competitors 
-  

Vertical Acquisitive 

 
-developing the 
value chain 
 Acquisitive 

 
- minimizing the 
transaction costs 
- high uncertainty 
- danger of 
opportunism 

 
 

To sum up the two previous chapters about the theoretical suggestions of 

RBV and TCE about the differences between organic and acquisitive growth 

strategies some hypotheses were drawn. The hypotheses were developed 
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considering the suggestions of existing literature, but also some additional 

ones were formed. The hypotheses will next be presented in an order 

respective to process of the analysis that will be introduced in more detail in 

chapter 4.2.2.  

 

First, the effect of certain variables on the choice of organic and acquisitive 

growth strategies will be examined. In existing literature it was suggested that 

companies that have chosen to grow organically would be rather small than 

big, and also that they would rather be non-diversified than diversified. These 

two suggestions will also be tested in the analysis concerning PPI companies. 

In addition to the two mentioned it will be tested whether the original home 

location of the companies will have on effect on the choice between organic 

and acquisitive growth strategy. The hypotheses for this part of the analysis 

could thus be expressed as follows: 

 

1A: “Size of the PPI company in 1993 has an effect on the choice between organic 

and acquisitive growth strategy.” 
 

1B: “The company’s diversification or non-diversification has an effect on the choice 

between organic and acquisitive growth strategy.” 

 

1C: “The company’s home location has an effect on the choice between organic and 

acquisitive growth strategy.” 

  

Second, the effect of the chosen growth strategy on company’s profitability or 

growth rate will be examined in more detail. In previous studies it has been 

found out that acquisitions tend to worsen the profitability of companies. It has 

also been stated that companies following organic growth strategy tend to be 

more profitable in general than companies following acquisitive growth 

strategy. On the other hand, considering the growth of companies, fast 

growth has often been connected with acquisitive growth strategy. In other 
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words those companies which grow faster or plan to grow faster, have 

oftentimes realized their growth by acquiring other companies. Also it takes 

more time to internally grow, i.e. establish subsidiaries or start new plants. 

Considering all the above, the two hypotheses for analysing the problem 

could be expressed as follows:  

 

2A: “The growth strategy a company has chosen affects its rate of growth.” 

 

2B: “The growth strategy a company has chosen affects its profitability.” 

 

The third and last part of the analysis will be comparing those companies that 

have chosen to follow acquisitive growth strategy. To be more specific, the 

factors that affect the profitability of those companies will be further examined. 

It will be examined whether the acquisition behaviour of the companies 

affects their profitability, i.e. whether some target specific factors or the 

amount of acquisitions made will affect the profitability. This problem could be 

expressed in the form of four different hypotheses: 

 

3A: “The number of acquisitions a company has made affects its profitability.” 

 

3B: “The total sum of the acquisitions a company has made affects its profitability.” 

  

3C: “The home location of the target the company has bought affects its 

profitability.” 

 

3D: “The relatedness or unrelatedness of the target the company has bought affects 

its profitability.” 

 
All of these hypotheses presented above will be tested further in chapter 5. 

Before that all the variables needed shall be presented in the following 

chapter.  
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4 DATA AND METHODOLOGY 
 

In this chapter the data used in this study will described in detail. Some 

information about the databases used will be provided, and the process of 

formulating the final sample will be described. Second, the methodology in 

this study will be discussed. The methods of analysis used in this study and 

some variables will be presented. 

 

4.1 Data Description 
 
 

The data for this study was collected using SDC Platinum database for 

corporate mergers and acquisitions. This database holds information for 

mergers and acquisitions in all industry sectors defined by Standard Industrial 

Codes (later SIC codes).  

 

As this study is concerning the growth strategies in PPI, the industry in which 

the information was collected from was limited to “paper and allied products”, 

i.e. the SIC code of 26. The study is performed from the acquirer’s point of 

view, and therefore the data consists of corporate mergers and acquisitions 

made by companies, whose primary SIC code is 26. The time period used in 

the first version of the data was from 1985 to 2006. This resulted in a data 

that included 1260 different companies that had performed 4603 acquisitions 

or mergers. In these companies is included also all of those companies that 

have merged or been acquired during the time period.  

 

To limit the amount of companies to be analysed, a listing of 100 largest 

companies within the PPI was used. This listing is published every year by 

the Pulp&Paper International magazine. The list consists of hundred largest 

PPI companies measured by their sales in 2006 (Toland 2007). The complete 
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list of these companies can be found in Appendix 1. With help of this list a 

new version of the original data was formed. This list was compared with the 

first version of data, and those companies present in both lists were included 

in this second version of data. This resulted in a data consisting of 56 of those 

100 largest companies; these companies had made acquisitions during the 

time period of this study.  

 

The rest of the hundred largest companies (i.e. 44) had not made corporate 

acquisitions, so information for those companies could not be found from the 

original listing collected from SDC Platinum database. Instead, information for 

these companies was collected using Thomson OneBanker database. To be 

able to compare the growth of these companies to those that had acquired, 

information about their size and profitability was collected. Also some general 

information about these companies was searched, i.e. the nation of the 

company, its primary industry sector measured by SIC codes, and also all of 

the other industries the company is working in. 

 
The companies were then combined to be the final data. Those 56 

companies that had made acquisitions were characterized to follow an 

acquisitive growth strategy, and the other 44 companies were said to follow 

organic growth strategy. This version of the data first consisted of 96 

companies; four companies had been excluded because there could not be 

found any information concerning them.  

 

This data had information about the annual net sales and the return on 

invested capital (later ROIC) for each company. Also the information about 

companies’ nations and primary SIC codes were included. For those 

companies that had been characterized as followers of acquisitive growth 

strategy also information about their acquisitions was included; this 

information will be discussed in more detail below. Of these 97 companies, 

still 24 other companies had to be excluded from the final data because 
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information about them was not complete enough. Therefore the final version 

of data included a total of 73 companies, of which 49 companies were 

following acquisitive growth strategy and 24 following organic growth strategy. 

A list of these 73 companies can be found from Appendix 2.  

 

4.2 Methodology 
 

As has been mentioned this study will examine differences between 

organically grown companies and companies grown by acquisitions. Also 

those companies that have chosen to follow acquisitive growth strategy will 

be examined in more detail concerning the connection between their 

acquisition behaviour and their profitability. Next the variables used in the 

analysis will be first introduced. Then the methods of analysis will be 

discussed in more detail, and also the equations for the models created will 

be shown.  

 

4.2.1 Variables 
 

First of all the companies were all classified as followers of acquisitive or 

organic growth strategy. The companies that had made more than one 

corporate acquisition between the years 1993 and 2006 were classified as 

followers of acquisitive growth strategy. The rest of the companies, i.e. those 

that had not made any acquisitions were classified as followers of organic 

growth strategy. To be able to use this variable in further analysis, it was 

coded to be a dummy variable, where company was coded as one if following 

acquisitive growth strategy and zero if otherwise i.e. if it was following organic 

growth strategy.  

 

Also all of the companies were classified as diversified or non-diversified on 

the basis of all SIC codes reported for the companies. A company was 
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defined as diversified if it was, in addition to PPI working in another industry 

not related to PPI (e.g. in metal industry), and as non-diversified if all the SIC 

codes of the company were related to PPI, i.e. the SIC code was 26, or other 

related to that (e.g. SIC 24 “Lumber and Wood Products, Except Furniture”). 

The result was that 44 companies could be defined as non-diversified and the 

rest (29) of the companies were defined as diversified. The variable was 

further coded to be a dummy variable where diversified companies were 

further coded as one, and non-diversified as zero. 

 

In the analysis the company size will be measured based on the net sales in 

USD of the companies each year. The size of the company was also recoded 

to a new three class variable on the basis of the net sales of the company. 

Two different size variables were coded, one for the year 1993 and one for 

the 2006. The three classes in 1993 were small companies (net sales of 0- 

3,9 billion USD), medium sized companies (4,0 – 7,49 billion USD) and large 

companies ( over 7,5 billion USD). Respectively in 2006 the groups were 

small companies (0 – 4,99 billion USD), medium sized (5,0 – 9,99 billion 

USD) and large companies (10 – 25 billion USD). The class limits differ in the 

two points of time because using the same limits would have caused the 

three groups to be very different in size. The problem was mainly with year 

1993 where only one of the companies would have been classified as large 

companies and the rest as medium sized or rather small companies.  

 

For all the companies, a rate of growth was calculated. The growth was first 

calculated in USD and then it was converted into a percentage. After this 

calculation it could be seen that the time period originally chosen (1985-2006) 

could not be used because for the most companies information from the 

years between 1985 and 1992 could not be found. Therefore the period was 

limited to begin from 1993. This improved the quality of the data significantly.  
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To measure the profitability of PPI companies Return on Invested Capital was 

used. In analysis the profitability of companies will be measured as ROIC in 

2000, 2006 and a median of the ROIC, as well as the change of ROIC during 

the time period. The figures were searched as ready numbers from Thomson 

OneBanker data base, and they could be found for all the companies, though 

the older values were not so well available. The models created will be tested 

using these different ROIC values as dependent variables. 

 

Variable indicating the continent on which the acquirer is located will be 

allocated continent wise to be used in the analysis. The continents are North 

America, South America, Europe and Africa, Asia and Oceania. These 

continents will be further converted to be numbers; i.e. 1, 2, 3, 4, and 5.  The 

variable will be used as a control variable in all analyses that will be made to 

control the possible effects that the home location of the company causes. 

This variable will be used as such as it is possible when using logistic 

regression. In the two other levels of analysis the different continents had to 

be coded to dummy variables so that they could be used in a linear 

regression model. Different levels of analysis will be further presented in 

chapter 4.2.2. 

 

To further examine the acquisition behaviour of the PPI companies variables 

for the targets of the acquisitions were calculated. As the acquirers, also the 

targets were divided to five different continents; North America, South 

America, Europe and Africa, Asia and Oceania. First it was computed how 

many acquisitions had one company made in the different continents. After 

that they were converted to be percentages of the total amount of 

acquisitions.  

 

Other variables used will be the number of acquisitions the company has 

performed between the years 1993 and 2006 and the total sum of those 

acquisitions made. Because the data concerning the value of the transaction 
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was rather imperfect, the total sum of acquisitions was calculated by 

multiplying the median of the value of transactions by the number of 

acquisitions. This way a rather right total sum of acquisitions could be 

calculated for all the companies.  

 

To examine yet the acquisition behavior from yet another point of view a  

variable for relatedness was computed. The targets were classified as related 

or unrelated on the basis of their primary SIC codes. A target was classified 

as related if its primary SIC code was 26, and unrelated if otherwise. The 

variable TargetRel expresses the percentage of targets acquired that are 

related to the company’s core business. Likewise the variable TargetUnrel 

expresses the percentage of those targets that were unrelated to the 

company’s core business.  

 

4.2.2 Methods of analysis 
 

The analysis in this study will be done in three levels. On the first level the 

analysis will try to explain which factors are the ones that affect or explain the 

choice between organic and acquisitive growth strategy. The analysis will be 

done using logistic regression, as the growth strategy that is explained has 

been coded to be a binary variable. Logistic regression is a model that is 

aiming at predicting the belonging of companies to certain group. The 

belonging will be explained using different variables, which either predict the 

unit to belong to group one or zero, i.e. to follow organic or acquisitive growth 

strategy. (Metsämuuronen 2006, 670-672) The choice between organic and 

acquisitive growth strategy will be tried to be explained by the size of the 

companies in 1993, the possible diversification of the companies, the home 

location of the companies and their profitability in the beginning of the time 

period, i.e. in 1993. With these variables, the equation to be used in the 

analysis can be expressed as follows:  
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Growth Strategy = eZ / 1+eZ 

 

Where Z = α +βAcqContinent+ δSize93 +λROIC93 +µDivNonDiv +ε 

 

The second part of the analysis will concentrate on explaining differences in 

the amount of growth and profitability of organic and acquisitive companies. 

To be more specific, the analysis will try to find out whether there exist such 

differences. In the analysis the variables will be entered to the model in two 

blocks to find out what is the effect that the growth strategy actually has on 

the profitability and growth of PPI companies. The profitability of PPI 

companies will be measured in three different figures; ROIC 2006, the median 

ROIC for the whole period and the change of ROIC. In the other model that 

will be explaining the growth of the companies the dependent variables will be 

growth in USD and as a percentage.  

 

As it was mentioned, the variables will be entered to the equation in two 

blocks in both models. The first block will consist of control variables; size, the 

home location and diversification of the companies, and the profitability of the 

companies in 1993 measured by ROIC. The size in this equation will be 

measured as the dummy variable for the size of companies in 1993. It was 

also tested if it would be better to use the net sales of companies as the 

measure for size, but the dummy variable provided better results in the 

analysis. In the second block the only variable that will be added is the 

variable for the growth strategy, i.e. is the company following organic or 

acquisitive growth strategy. Thus the equations for the model of explaining 

the profitability of PPI companies can be expressed as follows:  

 

Profitability = α + β1 Size93S +  β2Size93M +  β3Size93L +  γ1AcqNA +  

γ2AcqSA +  γ3AcqEUA +  γ4AcqAS +  γ5AcqOC  + δ1 DivNondiv + 

δ2ROIC1993 + ε 
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Profitability = α + β1 Size93S +  β2Size93M +  β3Size93L +  γ1AcqNA +  

γ2AcqSA +  γ3AcqEUA +  γ4AcqAS +  γ5AcqOC  + δ1 DivNondiv + 

δ2ROIC1993 +µ Growth Strategy + ε 

 

 

The other model aimed at explaining the effect of growth strategy on the 

growth of PPI companies. The model equals the one presented above 

otherwise, but in this model the dependent variable is the growth of 

companies in USD and as a percentage. Control variables remain the same, 

and as in the model for the profitability of companies the variables will be 

entered in two blocks. The equations for the models can be expressed as 

follows:  

 

Growth (1993-2006) = α + β1 Size93S + β2Size93M + β3Size93L + γ1AcqNA 

+ γ2AcqSA + γ3AcqEUA + γ4AcqAS + γ5AcqOC + δ1 DivNondiv + 

δ2ROIC1993 + ε 

 

Growth (1993-2006) = α + β1 Size93S + β2Size93M + β3Size93L + γ1AcqNA 

+ γ2AcqSA + γ3AcqEUA + γ4AcqAS + γ5AcqOC + δ1 DivNondiv + 

δ2ROIC1993 + µ Growth Strategy + ε 

 

The third and last part of the analysis will focus on those companies that have 

chosen to follow acquisitive growth strategy, and will try to explain their 

profitability by acquisition behaviour. The acquisitive behaviour is tested by 

using variables for the target industry, target home location and the amount of 

acquisitions as well as the total sum of the acquisitions. The controlled 

variables in these models equal those used in the models for the profitability 

and growth of organic and acquisitive PPI companies.  

 

Because the variables for different continents correlate negatively with each 

other; i.e. buying targets from South America will reduce the amount of 
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targets bought from North America, all the variables could not be inserted into 

the same equation. That is why in the analysis will be used only a part of the 

target continents classified as traditional markets and new markets. By 

traditional markets is meant Europe (combined with Africa) and North 

America and by new markets South America and Asia. Therefore two 

different models or equations were formed to investigate separately the 

effects of new and traditional markets. The final equations for the two models 

were: 

 

Profitability = α + β1 Size93S + β2Size93M + β3Size93L + γ1AcqNA + 

γ2AcqSA + γ3AcqEUA + γ4AcqAS + γ5AcqOC + δ1DivNondiv + 

δ2ROIC1993 +µ1 TargetNA + µ2 TargetEUA +µ3Total sum +  µ4 Nr.of Acq + 

ε 

 

Profitability = α + β1 Size93S +  β2Size93M +  β3Size93L +  γ1AcqNA +  

γ2AcqSA +  γ3AcqEUA +  γ4AcqAS +  γ5AcqOC  + δ1 DivNondiv + 

δ2ROIC1993 + µ1 TargetSA + µ2 TargetAS +µ3Total sum +  µ4 Nr.of Acq + ε 

 

 

The overall process of the analysis and the different levels and variables of 

analysis can be seen in more detail in Figure 4 below. 
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Figure 4 The Process of analysis 
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5 RESULTS 
 
In this chapter the results of the analyses made during this study will be 

discussed. First there will be discussed the results concerning analysis made 

on the differences between PPI companies that have chosen to follow 

acquisitive or organic growth strategies. After that those PPI companies that 

have chosen to follow acquisitive growth strategy will be compared to each 

other on the basis of their profitability, and especially the factors that might 

cause the differences in their profitability.  

 

5.1 Descriptive statistics 
 
 

In this chapter some descriptive information about the final sample will be 

provided. First, some general information about the final sample will be 

presented.  

 

Percentage of Organic and Acquisitive companies

Acquisit ive
Organic

 
Figure 5 Organic and acquisitive companies 

 

In Figure 5 can be seen the percentages of companies that are following 

either organic or acquisitive growth strategy. Larger part of the sample proved 

to be followers of acquisitive growth strategy as 67 percent (49 companies) 
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were classified as acquisitive companies and 33 percent (24 companies) as 

followers of organic growth strategy.  

 

As the companies classified as followers of acquisitive growth strategy will be 

studied in more detail in the analysis. Therefore some additional information 

about these companies should be provided. The total number of acquisitions 

during the time period was calculated for each acquisitive company. The 

number of acquisitions made varied from just one acquisition to 77 

acquisitions, so a clear difference also between the acquisitive companies 

could be seen. An average number of acquisitions was estimated to be 13,88 

acquisitions during the 13 year time period. In the beginning of time period a 

greater wave or mergers was just beginning, and after that the number of 

acquisitions was constantly rising also in PPI until the year 2001, when the 

trend turned and the amount of acquisitions started to diminish. It seems that 

in the end of the period a minor rise in acquisition activity is again coming up. 

It has been suggested that because of the major profitability problems in PPI 

another wave of corporate mergers is to be expected in addition to the major 

shutdowns that have already taken place. Anyway, the trend for acquisition 

activity in PPI in 1985-2006 can be seen from Figure 6. 
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Figure 6 Acquisition Trend in PPI 1985-2006 
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Even though the time period was limited to the years between 1993 and 

2006, most of the acquisitions still remain in the analysis. As it can be seen 

from Figure 6, a major wave of acquisitions has begun in 1994; before that 

there has not been such dramatic change in the trend.  

 

The acquisitions were then further examined concerning their geographical 

distribution and industry sector. For all the targets of acquisitions could be 

found their nation, so the geographical distribution of acquisitions could be 

examined. To make the analysis more simple the acquisitions were allocated 

continent wise, the continents being South America, North America, Africa, 

Asia, Europe and Oceania. It should be noted that the basis of this division is 

the geographical location of the countries in which the targets are located. 

Thus for example Russia is classified as a part of Asia. On the other hand, 

Philippines are thought of as a part of Oceania together with Australia and 

New Zealand.  
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Figure 7 Nr. of Acquisitions per continent 
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As it can be seen from Figure 7, there are only few acquisitions whose targets 

are in Africa. Therefore for the further analysis the few acquisitions whose 

target was located in Africa were combined with the acquisitions whose 

targets were in Europe. Therefore in the final analysis the continents are 

South America, North America, Europe and Africa, Asia and Oceania.  

 

The targets were also divided on the basis of their industry sector as related 

or unrelated targets. The target is said to be related if its primary SIC-code is 

26, and unrelated if the primary SIC-code is something else. This way form 

the total of 679 targets 477 of the targets were classified as related and 202 

as unrelated. It will be further examined in the analysis if target relatedness 

has an effect on the profitability of the acquiring company.  

 

Whereas the targets were classified as related or unrelated also the 

companies (organic and acquisitive) were classified as diversified or non-

diversified. The percentages of diversified and non-diversified companies can 

be seen from Figure 8 below.  

 

Percentages of diversified and non-diversified 
companies

Diversified

Non Diversdif ied

 
Figure 8 Diversified and non-diversified companies 

 

As it is well shown in the diagram, most of the PPI companies chosen to this 

study are non-diversified. Of the 73 companies in the study 28 (38 percent) 

could be classified as diversified and 45 (62 percent) as non-diversified.  
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In the analysis one variable that is controlled is the home location of the 

companies. Therefore before the analysis the companies were divided to 

continents based on their home location. The results of the division can be 

seen below in Figure 9. 

 

Acquirer Continents

Acquirer NA

Acquirer SA

Acquirer EU+AF

Acquirer AS

Acquirer OC

 
Figure 9 Companies' home locations 

 

The continents where most companies were located were so called traditional 

areas, i.e. Europe, in this study combined with Africa, and North America. On 

both continents were located 25 percent of all the companies, so together 

they formed already 50 percent of all the companies. In Asia is located 15 

percent of the companies, thus being the third most popular home location of 

the companies. In South America and in Oceania are located least 

companies as in South America there are 6 and in Oceania only 2 percent of 

the companies of the study.  

 

In Table 3 there can be found information about the main variables used in 

the analyses. From the table can be seen the sizes, profitability, changes in 

profitability and the differences in the growth rates of organic and acquisitive 

companies.  
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As it can be seen organic companies have been smaller in size measured by 

the net sales in both ends of the time line. Both the median and the mean 

figures of the variables Sales 2006 and Sales 1993 show that organic 

companies, though they have grown a great deal during the thirteen years, 

still are significantly smaller than acquisitive companies. This was to be 

expected also considering the previous studies that exist about the two 

growth strategies, which have provided evidence that in general acquisitive 

growth strategy is connected with larger firm size, and organic growth 

strategy is connected with smaller firm size.  

 

As for the size, the same goes for the growth of the companies, too. In 

existing literature it has been proved that companies following acquisitive 

growth strategy tend to grow faster than companies that follow organic growth 

strategy. The same kind of result is also visible in Table 3. Those PPI 

companies following acquisitive growth strategy have reached significantly 

larger growth than those PPI companies that have grown organically. It can 

also be seen, though, that when it comes to the growth as a percentage it 

seems that organically grown companies have grown more than companies 

that have grown by acquisitions. This is probably due to the fact that even the 

Growth 
Strategy   

Sales 
2006 

Sales 
1993 

ROIC 
2006 

ROIC 
1993 

median 
ROIC 

ROIC 
change 

Growth 
% 

Growth 
(usd) 

Mean 2039,98 613,78 9,35 7,50 10,43 1,67 234 907,11 
N 24 12 24 11 11 11 12 12 
Std. 
Deviation 2178,07 532,30 8,78 10,42 7,49 7,91 184 643,55 
Minimum 453,90 157,20 -4,49 -13,08 3,10 -6,47 26 217,10 
Maximum 9190,40 2049,50 36,71 26,11 26,00 19,10 631 2420,60 

Organic 
 
 
 
 
 Median 1229,41 427,66 6,78 5,57 7,52 0,06 200 664,43 

Mean 5143,27 2412,71 5,05 8,24 6,80 -1,80 208 3346,70 
N 49 38 49 35 34 35 38 38 
Std. 
Deviation 5572,35 2878,53 7,57 5,56 4,32 5,66 202 3816,85 

Minimum 306,10 112,80 
-

20,27 -0,67 1,47 -15,96 -1 -20,40 
Maximum 21995 13685 18,64 24,70 18,63 8,53 837 16988,70

Acquisitive 
 
 
 
 
 

Median 2924,28 1367,92 4,53 7,52 6,07 -1,32 140 1920,71 

Table 3 Comparing Organic and Acquisitive Companies 
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smallest percentage of growth of organically grown companies is 26 percent, 

when the smallest percentage of growth of acquisitive companies is -1 

showing that the company has shrunk during the time period. In other words 

those companies that have grown organically have all grown rather evenly 

and there are not such peaks as can be seen when examining companies 

that have grown by acquisitions.  

 

When it comes to profitability it can be seen from Table 3 that interestingly in 

1993 acquisitive companies have been more profitable than organic 

companies. Yet, as it could be expected, in 2006 the acquisitive companies 

are less profitable compared to organically grown companies. In fact, as the 

mean profitability of acquisitive companies has worsened during the thirteen 

years, while the profitability of organically grown companies has become 

better. This would lead to a conclusion that acquisitions would have a 

negative effect on the companies’ profitability in the long run. Also the median 

profitability for organically grown companies during the whole time period has 

been significantly better than that of companies following acquisitive growth 

strategy.  

 

5.2 The Choice Between Organic and Acquisitive Growth 
Strategies 

 
As has been mentioned before the choice between organic and acquisitive 

growth strategies has been vastly studied but no unifying results are still 

visible. Several factors that affect the choice have been suggested, but tested 

only studies concerning more that one industry. That is why the same 

suggestions can well be tested concerning only PPI companies to receive 

some industry specific information of growth strategy choices.  

 

In existing literature it has bee suggested that there are several factors that 

are connected with either acquisitive or organic growth strategy. First of all it 
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has been suggested that the smaller the company is the more likely it is to 

apply organic growth strategy. In the model used in this analysis the size of 

the companies has been measured in two different ways; as the mare net 

sales of the companies in 1993 and also classified to three classes of size on 

the basis of their net sales in 1993. By these variables it will be tested 

whether the original size of the companies has an effect on their growth 

strategy choices. 

 

Second, in previous studies acquisitive growth strategy has been connected 

with diversification of the company. This will also be tested for PPI 

companies. It will be tested whether the diversification or non-diversification of 

the company affects its growth strategy choices. It ought to be expected that 

if the company is diversified it will follow acquisitive growth strategy rather 

than organic growth strategy. As mentioned before, a company is classified 

as diversified if it is working in an industry other than what would be classified 

under the SIC code of 26, or other related to that. (cf. chapter 4.2.1) 

 

In addition to the explaining factors found in previous studies also some other 

variables will be tested. First it will be examined whether the home location of 

the PPI companies affects to the choice of their growth strategy. The home 

location in the analysis was divided to continents to keep the analysis simple. 

Second, in several studies it has been found out that acquisitive growth 

strategy affects negatively on the companies’ profitability. This suggestion will 

be further tested in chapter 5.3., but in this analysis it was tested whether the 

profitability of PPI companies in 1993 had some effect on the growth strategy 

choice.   

 

The results of analysis done by using logistic regression are summarized next 

in Table 4. 
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Model Fit Block 1 

 

Nagelkerke R2 

 
Model sig. (<.05**) 

 

0.323 
 

0.287 

Independent variables 

Constant 
ROIC 1993 
AcqContinent 
AcqContinent(1) 
AcqContinent(2) 
AcqContinent(3) 
AcqContinent(4) 
Size93 
Size93(1) 
Size93(2) 
DivNondiv(1) 

Regression coefficient 

9.286 
0.027 

 
-0.922 
-1.559 
-1.474 
-0.414 

 
-8.984 
7.618 
0.486 

Table 4 Results of Logistic Regression Analysis 
 

 

The model built aimed at predicting which variables would predict the 

company to follow organic growth strategy and which acquisitive growth 

strategy. All the variables were entered to the equation at the same time to 

explore the possible effects of them on growth strategy choice. For the size of 

the companies a categorical variable indicating the size of companies in three 

classes was entered.  In this phase the model was able to predict right 97 

percent of acquisitive companies. The explanatory power of the model was 

not too high as it was only 28,6 percent. Anyway the model at this phase was 

statistically significant, as it can be seen from Table 4. It could be seen from 

the results of the analysis that the size as a categorical variable suggests 

strongly that the smaller the company, the more likely it is to follow organic 

growth strategy. This result is in line with previous research, which has also 

suggested that the smaller the company the more likely it is to apply organic 

growth strategy. On the other hand the profitability of companies in 1993 
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suggests, though not strongly, that more profitable companies would choose 

to follow acquisitive growth strategy. One reason for this might be that 

profitable companies would have more extra financial resources to be used 

on acquisitions compared to companies that are not so profitable. 

 

The diversification variable indicated that the more diversified a company is, 

the more likely it is to follow acquisitive growth strategy. This had also been 

suggested in existing literature, for example transaction cost theory 

suggested that prior diversification of companies would drive the companies 

towards acquisitive growth strategy. The variable for the home location of 

companies suggests that no matter what the nation of the company, it would 

still follow organic growth strategy. There can be found some differences 

though, as the model suggests that it is most likely that South American and 

European companies would follow acquisitive growth strategy as their 

coefficients in the equation are more strongly negative.  

 

All in all it seems that most of the results received also in previous studies are 

true also considering PPI companies. This model indicated that the smaller 

the company, the more likely it is to follow organic growth strategy. On the 

other hand diversification of companies would lead to acquisitive growth 

strategy.  

 

5.3 The Effect of Growth Strategy Choice on Growth and 
Profitability of PPI Companies 

 
 

On the basis of previous research done on the choice between organic and 

acquisitive growth strategy, there can be expected to be found some 

differences between the PPI companies based on their choice of growth 

strategy. Even though there has been made a vast amount of studies 

concerning these organic or acquisitive growth strategies, studies that 
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concentrate on only one industry still lack. That is why the results and 

hypotheses of previous studies are worth testing also within the Pulp and 

Paper Industry. 

 

The differences expected to be found concern mainly firm growth rates and 

profitability. In previous research it has been suggested that companies that 

follow acquisitive growth strategy tend to grow faster than companies 

following organic growth strategy. It has been stated that acquisitive 

companies can achieve greater growth faster than organic companies 

because they buy their resources ready, and thus do not “waste” time on 

founding subsidiaries, recruiting suitable personnel and so on. Thus it is 

possible to grow faster by acquisitions than by developing and expanding the 

business of the company.  

 

The most interesting difference that has been found in existing literature is the 

difference in profitability of these two groups. As the profitability of PPI 

companies has sunk rapidly it is interesting to examine are companies that 

have grown by acquisitions more profitable than companies that have grown 

organically, or vice versa. In other words do the acquisitions have an effect to 

the profitability of the company, and if they do, is the effect positive or 

negative.  

 

The examination of the effects was done using regression analysis. Different 

models were formed to examine the effects of the chosen variables on growth 

and on profitability. First, control variables were entered and after that the 

variable for growth strategy to be able to see the actual effect of it. The 

results of the analysis are summarized in Table 5 on the next page. One 

dummy variable, i.e. the variable for home location in Europe had to be 

removed from the analysis because of its impossible tolerances.  
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 Amount of Growth Profitability 
 growth in USD growth % median ROIC ROIC change ROIC  

2006 
Block 1 

ROIC 1993 
 

Dummy Na 
 

Dummy SA 
 

Dummy AS 
 

Dummy OC 
 

Size93S 
 

Size93M 
 

Size93L 
 

DivNondiv 
 
 

R2 
adjusted R2 

R2 change 
F –value 

F-change 
F-change sig. 
Sig. (<.05**)  

 
-5.02 

(0.939) 
-582.65 
(0.566) 

-1432.92 
(0.380) 

-1422.91 
(0.225) 

-1315.15 
(0.626) 

-2913.85 
(0.003**) 
2870.96 
(0.104) 
5871.43 

(0.012**) 
176.44 
(0.856) 

 
0.500 
0.375 
0.500 
3.994 
3.994 

0.001** 
0.001** 

 
-0.01 

(0.782) 
-0.58 

(0.441) 
0.54 

(0.647) 
-1.56 

(0.067) 
-0.38 

(0.843) 
-0.60 

(0.376) 
-0.60 

(0.627) 
-1.42 

(0.381) 
-0.117 
(0.867) 

 
0.181 
-0.023 
0.181 
0.886 
0.886 
0.547 
0.547 

 
0.47 

(0.000**) 
-1.38 

(0.337) 
1.363 

(0.553) 
-2.02 

(0.223) 
-1.96 

(0.607) 
-0.28 

(0.833) 
-1.27 

(0.604) 
-3.30 

(0.301) 
3.03 

(0.032**) 
 

0.596 
0.492 
0.596 
5.742 
5.742 

0.000** 
0.000** 

 
-0.53 

(0.000**) 
2.91 

(0.176) 
3.31 

(0.335) 
1.16 

(0.636) 
1.10 

(0.847) 
-0.58 

(0.769) 
-1.93 

(0.596) 
-1.61 

(0.733) 
4.09 

(0.051) 
 

0.333 
0.166 
0.333 
1.994 
1.994 
0.069 
0.069 

 
0.75 

(0.000**) 
0.60 

(0.821) 
2.86 

(0.504) 
2.80 

(0.361) 
-1.15 

(0.871) 
2.37 

(0.338) 
3.18 

(0.485) 
3.89 

(0.510) 
-2.14 

(0.405) 
 

0.371 
0.214 
0.371 
2.360 
2.360 

0.033** 
0.033** 

Block 2 
ROIC 1993 

 
Dummy Na 

 
Dummy SA 

 
Dummy AS 

 
Dummy OC 

 
Size93S 

 
Size93M 

 
Size93L 

 
DivNondiv 

 
*Growthstrat. 

 
 

R2 
adjusted R2 

R2 change 
F –value 

F-change 
F-change sig. 
sig. (<.05**) 

 
-14.24 
(0.817) 

-1020.83 
(0.296) 
-929.46 
(0.548) 

-1642.20 
(0.140) 
2118.34 
(0.410) 

-3478.98 
(0.000**) 
1840.74 
(0.279) 
4787.80 

(0.012**) 
238.23 
(0.817) 
2179.53 

(0.023**) 
 

0.570 
0.447 
0.070 
4.633 
5.695 

0.023** 
0.000** 

 
-0.01 

(0.779) 
-0.58 

(0.449) 
0.56 

(0.640) 
-1.57 

(0.070) 
-0.42 

(0.832) 
0.57 

(0.421) 
-0.65 

(0.617) 
-1.470 
(0.382) 
-0.11 

(0.872) 
0.102 

(0.886) 
 

0.181 
-0.052 
0.000 
0.778 
0.182 
0.886 
0.649 

 
0.48 

(0.000**) 
-0.62 

(0.635) 
0.49 

(0.813) 
-1.64 

(0.272) 
-0.57 

(0.869) 
0.70 

(0.568) 
0.52 

(0.820) 
-1.42 

(0.625) 
2.927 

(0.022**) 
-3.78 

(0.004**) 
 

0.684 
0.591 
0.088 
7.359 
9.443 

0.004** 
0.000** 

 
-0.51 

(0.000) 
3.66 

(0.086) 
2.45 

(0.464) 
1.53 

(0.518) 
2.48 

(0.654) 
0.40 

(0.840) 
-0.16 

(0.965) 
0.25 

(0.957) 
3.99 

(0.049**) 
-3.75 

(0.065) 
 

0.395 
0.223 
0.063 
2.288 
3.628 
0.065 

0.035** 

 
0.78 

(0.000**) 
1.89 

(0.450) 
1.38 

(0.729) 
3.45 

(0.226) 
1.21 

(0.854) 
4.03 

(0.092) 
6.21 

(0.158) 
7.08 

(0.206) 
-2.32 

(0.328) 
-6.41 

(0.010**) 
 

0.481 
0.333 
0.110 
3.249 
7.447 

0.010** 
0.005** 

Table 5 The Effect of Growth Strategy on Growth and Profitability 



                                                                                                                  70 

As mentioned, in previous studies there had been found some differences 

between the growth rates of companies following acquisitive or organic 

growth strategies. In the analysis of this study growth in USD and growth as a 

percentage were used as dependent variables. The control variables were 

first entered into the model to be able to see separately the effect of growth 

strategy on profitability. It was first examined whether the variables have an 

effect on the growth of PPI companies in USD. As it can be seen from Table 5 

the only control variables that seem to have a significant effect on the 

profitability are small and large size of companies in 1993. As can be 

expected small size affect on the growth rate negatively whereas large size of 

PPI companies has a positive effect on the growth rate. In other words large 

PPI companies grow faster compared to small PPI companies. Any way, the 

model proved to be significantly explaining the growth of companies, by 

explaining 50% of the variation of the dependent variable. In the second 

phase the variable for growth strategy was added to the model. The model 

now showed that the growth strategy chosen actually was significantly 

explaining the variation of growth of PPI companies. It could be interpreted 

from the model that, as it was expected; companies following acquisitive 

growth strategy grew faster than companies following organic growth 

strategy. Adding the growth strategy variable into the equation also improved 

the explanatory power of the model to 57%. The model also proved to be 

statistically significant, so considering the growth of companies in USD the 

null hypothesis (hypothesis 2A) could be rejected. 

 

Instead, when testing the same model with the dependent variable of growth 

as a percentage no statistically significant results were received. As it can be 

seen from Table 5 none of the variables in the equation is able to explain the 

variation of the dependent variable, and also the models were not statistically 

significant. The explanatory power of the model was also quite low as it 

ended up to be only 18 percent. Thus it seems that even if the same variables 
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were able to explain the growth of companies in USD, they are not able to 

explain the growth as a percentage.   

 

In existing literature many studies have been done concerning the effect of 

the growth strategy choice on profitability, and in those studies the results 

have shown signs that organically grown companies would be more profitable 

in the long run than acquisitive companies. The reason might be that even 

though founding a subsidiary might be more risky in the beginning, it might 

prove to be more profitable in the end. This might be because in acquisitions 

the company receives also resources that it does not need, and those 

resources might cause the company to lose a part of its profitability either 

because the resources lie in the company without being used or because the 

company has find new use for the resources or sell those. That may also 

result in expenses, which in turn eat away the profitability.  

 

In the analysis the profitability of companies was tested with three different 

dependent variables; the median of the companies’ profitability, the change of 

profitability, and the profitability of companies in 2006. As it is shown in Table 

5 the only variable that is significantly explaining the variation of median 

profitability of PPI companies was the diversification of companies. In addition 

the profitability of companies in 1993 naturally had an effect on the median 

profitability, but the effect has to be interpreted with caution keeping in mind 

strong correlation between these two variables. Anyway the model proved to 

be rather good with the explanatory power of almost percent. After that the 

variable for growth rate was added to the model, and it also proved to be 

significantly explaining the variation of the dependent variable. This raised the 

explanatory power of the model up to 68 percent, which is rather good. In 

both phases of this model also the F-test value strongly recommends the 

rejection of the null hypothesis (hypothesis 2B), so it can be interpreted that 

at least concerning the median profitability there are differences between 

organic and acquisitive companies. Furthermore it can be interpreted that 
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acquisitive growth strategy has a negative effect on the profitability of 

companies, as also could be expected based on previous studies.  

 

The second analysis was made using the change of profitability as the 

dependent variable. In the first phase the control variables were entered to be 

model, but none of those could significantly explain the variation of the 

dependent variable. Also, the whole model proved not to be statistically 

significant. Yet, adding the growth strategy variable into the model changed 

the coefficients so that the variable for diversification became statistically 

significant. Like in previous analysis, the effect of acquisitive growth strategy 

was negative, thus strengthening the results that have been received in 

previous studies. The explanatory power of the model did not rise very high, 

though, staying at below 40 percent level. Anyway, the model as a whole 

ended up being statistically significant, and thus also in this case the null 

hypotheses could be rejected.  

 

In the third analysis for the year 2006 the situation had turned the other way 

round. Yet again, like in all the previous models the control variables were 

added in first. Though none of them, except the profitability in 1993, could 

significantly explain the variation of the dependent variable, the model came 

up statistically significant. Still the explanatory power was again quite low as it 

reached only 37 percent. Adding the growth strategy variable in to the 

equation improved the model again. The explanatory power rose to 48 

percent and the F-test value recommended the rejection of null hypothesis 

more strongly. Thus, it was yet again possible to reject the null hypothesis.  

 

The results that were received from this analysis showed to be of same kind 

as in previous research. Those PPI companies that were following acquisitive 

growth strategy were growing faster than those companies following organic 

growth strategy.  As in those studies made on several industries, also in this 

study done only on PPI companies it can be seen that companies following 
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organic growth strategy are generally more profitable than acquisitive 

companies. The companies following organic growth strategy proved to be 

more profitable tested on all the three measures of profitability, so it seems 

that the effect can also quite well be generalized.  

 

5.4 The Effect of Acquisition Behaviour on Profitability 
 

As in the literature comparing organic and acquisitive growth strategy, also in 

examining the profitability effects of acquisitions studies that would have 

concentrated on just one industry are absent. Thus by concentrating this 

analysis on merely Pulp and Paper industry some valuable information about 

the profitability effects in just one industry should be produced.  

 

As it was possible to see from the analyses made for comparing organic and 

acquisitive companies, acquisitions might have a negative effect on the 

profitability of PPI companies as acquisitive companies seem to have been 

more profitable in 1993 (cf. Table 3) Yet in 2006 organically grown companies 

had outperformed acquisitive companies, and were significantly more 

profitable. Thus it could be suggested that acquisitions would have a negative 

effect on the profitability. 

 

To explore the differences between the profitability of PPI companies 

following acquisitive growth strategy, models of linear regression were 

comprised. The profitability of acquisitive PPI companies in 2006, and also 

the median profitability and change in profitability during the research period 

was used as the dependent variable in all models. The results of the analysis 

are next briefly summarized in Table 6. 
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 Traditional markets New Markets 
 median 

ROIC 
ROIC 
change 

ROIC 
2006 

median 
ROIC 

ROIC 
change 

ROIC  
2006 

Block 1 
ROIC 1993 

 
Dummy NA 

 
DummySA 

  
DummyAS 

 
DummyOC 

 
Size 93 S 

 
Size 93 M 

 
Size 93 L 

 
DivNonDiv 

 
 

R2 
Adj. R2 

R2 change 
F –value 
F change 

F change sig 
sig. (<.05) 

 
-0.528 

(0.006**) 
2.908 

(0.293) 
3.313 

(0.453) 
1.156 

(0.712) 
1.095 

(0.880) 
-0.576 
(0.819) 
-1.932 
(0.680) 
-1.611 
(0.790) 
4.092 

(0.129) 
 

0.333 
0.060 
0.333 
1.218 
4.449 

0.002** 
0,333 

 
0.435 

(0.001**) 
-0.338 
(0.804) 
5.257 

(0.088) 
-2.097 
(0.242) 
-1.499 
(0.626) 
-1.143 
(0.431) 
0.031 

(0.988) 
-2.694 
(0.319) 
2.084 

(0.118) 
 

0.656 
0.508 
0.656 
4.449 
1.218 
0.333 

0.002** 

 
0.748 

(0.002**) 
0.602 

(0.860) 
2.858 
(0.603 
2.804 

(0.477) 
-1.152 
(0.899) 
2.365 

(0.456) 
3.183 

(0.587) 
3.894 

(0.608) 
-2.136 
(0.517) 

 
0.371 
0.114 
0.371 
1.442 
1.442 
0.231 
0.231 

 
0.435 

(0.001**) 
-0.338 
(0.799) 
5.257 

(0.080) 
-2.097 
(0.231) 
-1.499 
(0.618) 
-1.143 
(0.420) 
0.031 

(0.988) 
-2.694 
(0.307) 
2.084 

(0.109) 
 

0.656 
0.515 
0.656 
4.660 
4.660 

0.002** 
0.002** 

 
-0.421 

(0.047**) 
-4.169 
(0.082) 
3.857 

(0.446) 
-2.083 
(0.467) 
-2.145 
(0.675) 
-0.711 
(0.772) 
-0.747 
(0.835) 
-0.341 
(0.940) 
3.923 

(0.084) 
 

0.362 
0.113 
0.362 
1.453 
1.453 
0.224 
0.224 

 
0.938 

(0.001**) 
-0.648 
(0.810) 
6.237 

(0.294) 
4.166 

(0.217) 
-1.262 
(0.832) 
6.431 

(0.035) 
7.383 

(0.087) 
9.580 

(0.080) 
-1.335 
(0.603) 

 
0.516 
0.327 
0.516 
2.727 
2.727 

0.025** 
0.025** 

Table 6 The Profitability Effects of Acquisition Behaviour 
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 Median 

ROIC 
ROIC 
change 

ROIC 2006 Median 
ROIC 

ROIC 
change 

ROIC 2006 

Block 2 
ROIC 1993 

 
DummyNA 

 
DummySA 

  
DummyAS 

 
DummyOC 

 
Size 93 S 

 
Size 93 M 

 
Size 93 L 

 
DivNonDiv 

 
*Total sum 

 
*Nr. of acq. 

 
*Target Na 

 
*Target EU 

 
*Target SA 

 
*Target AS 

 
 

R2 
Adj. R2 

R2 change 
F –value 
F change 

F change sig. 
sig. (<.05) 

 
-1.348 

(0.000**) 
7.636 

(0.072) 
34.992 

(0.003**) 
3.439 

(0.003**) 
13.668 
(0.068) 
-0.754 
(0.733) 
-5.170 
(0.295) 
-0.538 
(0.922) 
15.704 

(0.001**) 
0.002 

(0.007**) 
-0.096 
(0.265) 
33.378 

(0.007**) 
41.208 

(0.003**) 
- 
 
- 
 
 

0.610 
0.329 
0.278 
2.168 
4.543 

0.011** 
0.064 

 
0.437 

(0.000**) 
4.189 

(0.030**) 
5.900 

(0.090) 
-1.341 
(0.612) 
0.838 

(0.739) 
-1.776 
(0.134) 
-2.056 
(0.311) 
-5.420 

(0.022**) 
2.636 

(0.022**) 
0.000 

(0.119) 
-0.017 
(0.649) 
-6.150 

(0.022**) 
1.512 

(0.583) 
 
 
 
 
 

0.834 
0.707 
0.178 
6.556 
3.206 

0.037** 
0.000** 

 
1.643 

(0.000**) 
9.531 

(0.030**) 
-25.959 

(0.020**) 
-29.525 

(0.012**) 
-8.025 
(0.276) 
-0.054 
(0.981) 
-2.013 
(0.684) 
-5.932 
(0.295) 
-12.740 

(0.005**) 
-0.001 
(0.061) 
0.123 

(0.162) 
-50.139 

(0.000**) 
-36.358 

(0.009**) 
 
 
 
 
 

0.758 
0.584 
0.387 
4.342 
7.207 

0.001** 
0.002** 

 
0.423 

(0.002**) 
-1.090 
(0.437) 
-4.664 
(0.598) 
0.799 

(0.882) 
-0.680 
(0.822) 
-1.109 
(0.444) 
-1.334 
(0.595) 
-3.645 
(0.189) 
2.415 

(0.082) 
0.000 

(0.273) 
-0.033 
(0.497) 

- 
 
- 
 

9.385 
(0.239) 
-3.031 
(0.598) 

 
0.722 
0.521 
0.066 
3.593 
1.065 
0.402 

0.007** 

 
-0.433 
(0.054) 
-3.727 
(0.150) 
1.818 

(0.906) 
10.035 
(0.322) 
-0.750 
(0.892) 
-0.746 
(0.775) 
-1.669 
(0.713) 
0.103 

(0.983) 
-4.671 
(0.064) 
-0.001 
(0.335) 
-0.048 
(0.591) 

- 
 
- 
 

1.523 
(0.914) 
-12.790 
(0.225) 

 
0.433 
0.046 
0.071 
1.118 
0.596 
0.670 
0.402 

 
0.935 

(0.002**) 
-0.147 
(0.962) 
0.404 

(0.983) 
10.586 
(0.389) 
2.499 

(0.709) 
6.286 

(0.059) 
5.858 

(0.295) 
9.227 

(0.134) 
-0.954 
(0.745) 
0.000 

(0.624) 
-0.013 
(0.904) 

- 
 
- 
 

5.885 
(0.733) 
-6.227 
(0.622) 

 
0.532 
0.212 
0.016 
1.664 
0.164 
0.954 
0.152 

Table 6 Continued 
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 Median 
ROIC 

ROIC 
change 

ROIC 2006 Median 
ROIC 

ROIC 
change 

ROIC 2006 

Block 3 
ROIC 1993 

 
DummyNA 

 
DummySA 

 
DummyAS 

 
DummyOC 

 
Size 93 S 

 
Size 93 M 

 
Size 93 L 

 
DivNonDiv 

 
Total sum 

 
Nr. of acq. 

 
Target Na 

 
Target EUA 

 
Target SA 

 
Target AS 

 
*TargetRel 

 
 

R2 
Adj. R2 

R2 change 
F –value 
F change 

F change sig 
sig. (<.05) 

 
-1.410 

(0.000**) 
7.954 

(0.056) 
36.408 

(0.002**) 
37.399 

(0.002**) 
12.021 
(0.100) 
-1.084 
(0.616) 
-7.031 
(0.163) 
-3.077 
(0.586) 
16.774 

(0.001**) 
0.002 

(0.004**) 
-0.088 
(0.289) 
34.653 

(0.005**) 
42.628 

(0.002**) 
- 
 
- 
 

-6.314 
(0.164) 

 
0.653 
0.368 
0.043 
2.290 
4.457 
0.051 
0.053 

 
0.420 

(0.000**) 
3.983 

(0.025**) 
5.394 

(0.091) 
-1.564 
(0.519) 
-0.626 
(0.794) 
-2.256 

(0.048**) 
-3.370 
(0.095) 
-7.194 

(0.004**) 
3.003 

(0.007**) 
0.000 

(0.038**) 
-0.009 
(0.786) 
-6.566 

(0.009**) 
0.806 

(0.750) 
- 
 
- 
 

-4.026 
(0.051) 

 
0.870 
0.756 
0.036 
7.644 
2-119 
0.164 

0.000** 

 
1.667 

(0.000) 
9.408 

(0.036**) 
-26.505 

(0.021**) 
-30.280 

(0.013**) 
-7.390 
(0.331) 
0.073 

(0.975) 
-1.296 
(0.804) 
-4.954 
(0.414) 
-13.152 

(0.006**) 
-0.001 
(0.058) 
0.120 

(0.181) 
-50.630 

(0.000**) 
-36.905 

(0.009**) 
- 
 
- 
 

2.433 
(0.606) 

 
0.762 
0.566 
0.004 
3.890 
0.276 
0.606 

0.005** 

 
0.404 

(0.002**) 
-1.139 
(0.392) 
-5.556 
(0.509) 
0.438 

(0.932) 
-2.095 
(0.484) 
-1.642 
(0.249) 
-2.775 
(0.277) 
-5.633 
(0.058) 
2.819 

(0.039**) 
0.000 

(0.145) 
-0.025 
(0.145) 

- 
 
- 
 

10.406 
(0.173) 
-2.226 
(0.684) 
-4.375 
(0.097) 

 
0.764 
0.571 
0.043 
3.593 
3.080 
0.097 

0.004** 

 
-0.445 
(0.053) 
-3.680 
(0.164) 
1.257 

(0.936) 
9.839 

(0.341) 
-1.628 
(0.779) 
-1.094 
(0.689) 
-2.607 
(0.596) 
-1.190 
(0.829) 
4.933 

(0.060) 
0.001 

(0.299) 
-0.042 
(0.639) 

- 
 
- 
 

2.205 
(0.879) 
-12.267 
(0.255) 
-2.840 
(0.567) 

 
0.444 
0.012 
0.010 
1.027 
0.340 
0.567 
0.471 

 
0.954 

(0.002**) 
-0.221 
(0.943) 
1.282 

(0.946) 
10.894 
(0.382) 
3.876 

(0.582) 
6.833 

(0.050**) 
7.328 

(0.225) 
11.254 
(0.103) 
-1.364 
(0.652) 
0.000 

(0.746) 
-0.021 
(0.847) 

 
 
 
 

4.814 
(0.783) 
-7.047 
(0.583) 
4.453 

(0.459) 
 

0.547 
0.194 
0.014 
1.551 
0.572 
0.459 
0.189 

Table 6 Continued 
 

 

First it was analyzed how the acquisition behaviour of PPI companies affect 

their profitability on traditional markets, i.e. if the companies have bought 

targets from Europe or North America. Considering what happened when two 

large Finnish companies bought a target in United States it could be expected 

that the effect of the targets bought there would be negative. Anyhow, as in 

the previous analysis the process started by testing the effect of the control 
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variables, and the tests were made to three dependent variables, i.e. median 

profitability, the change in profitability and the profitability in 2006. 

 

In the first phase the effect was first tested only for the control variables used 

in the model. In the model for median profitability only the profitability of the 

companies in 1993 seemed to be able to alone explain significantly the 

variation of the dependent variable. The explanatory power of the first model 

also was not so high, only 33 percent. The test was neither statistically 

significant, so some more variables were added to the model.  

 

In the next phase some variables indicating the acquisition behaviour of the 

PPI companies were added. This changed the model so that some of the 

control variables also became significant. In addition, of those variables 

added the total sum of acquisitions, and the target markets seemed to be well 

explaining the variation of the dependent variable. It could be seen that the 

targets bought from United States or Europe made the companies more 

profitable even though it was expected that it would work the other way 

around. On the other hand the amount of acquisitions made is having a 

slightly negative effect on profitability, which could already be expected 

considering the previous analysis where it was found out that acquisitions 

worsen the profitability. By adding these variables to the model the 

explanatory power of the model could be raised up to 61 percent, which is 

rather good. Still, the model did not end up as statistically significant so one 

more variable was added.  

 

In the third and last phase of the analysis the variable for target relatedness 

was added to the model. It would seem that a target that is related to 

company’s core business is having a negative effect on profitability. It would 

have been expected based on previous studies that related targets would 

affect the profitability more positively since it had been found out that 

diversified companies are not as profitable as non-diversified ones. As it can 
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be seen from Table 6 the variable itself is not able to explain the variation of 

the dependent variable significantly. Yet, even if it raised the explanatory 

power of the model a little to 65 percent, the model for explaining the median 

profitability did not end up statistically significant on confidence level of 5 

percent.  

 

The same model was also tested on the change in profitability and the 

profitability of companies in 2006. The change in profitability was better 

explained by the control variables than the median profitability, even though 

none of the variables alone was able to significantly explain the variation of 

the dependent variable. The explanatory power of the model for change in 

profitability was as high as 65 percent, so as a whole it explained the variation 

quite well. On the other hand the profitability of the companies in 2006 could 

not be so well explained in the first phase as the explanatory power for that 

model was only 37 percent, and the model was not statistically significant. In 

the second phase the results showed up to be of same kind as in the model 

for median profitability except for the variable for targets in United States. 

These two models showed that the targets bought from United States would 

have a quite strong negative effect on profitability of companies, especially in 

the model for profitability in 2006. Also there were some changes in the 

effects of the control variables compared to the first tests made on the median 

profitability. For example it is interesting to notice that the diversification of the 

companies affects positively on the median profitability, and strongly 

negatively on the profitability in 2006. The same kind of situation can be seen 

considering the targets bought from Europe, as it first seems that they have a 

positive effect on profitability, but the overall effect (in 2006) is anyhow 

strongly negative. The explanatory powers for the two later models in the 

second phase are significantly better than for the first model reaching about 

80 percent.  
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Again in the third phase the variable for target relatedness was added. It 

improved slightly the explanatory power of the models for change in 

profitability and the profitability in 2006. Both the models showed to be 

statistically significant in the third phase, as the values of the F-tests strongly 

recommend rejecting the null hypothesis. Therefore the hypothesis could be 

rejected, and it can be said that differences in acquisition behaviour on 

traditional markets certainly have effects on the profitability of companies 

following acquisitive growth strategy. 

 

After that the same model was tested for acquisition behaviour of PPI 

companies on new markets, i.e. if they had made acquisitions in South 

America or Asia. Both these markets have lately been growing, and there the 

problems of adjusting capacity to demand have not yet been realized. 

Therefore it would be expected that companies acquiring from these two 

continents would have better profitability or that the effect of the target 

markets to companies’ profitability would be positive.  

 

As in the analyses for traditional markets also analysis for the newer markets 

progressed on three levels. First the control variables were again added to 

the model. It seemed that like in the analysis for traditional markets also in 

this analysis the only control variable that was able to alone significantly 

explain the variation of the dependent variables was profitability of companies 

in 1993. Still, as it was mentioned before this must be interpreted with caution 

because of the strong correlation between the profitability variables. The 

models for median profitability and profitability in 2006 proved to be also 

statistically significant, and both of them also had rather high explanatory 

powers. As in the case of traditional markets, also in the case of newer 

markets it came up that the control variables are not able to form a model that 

would statistically significantly explain the variation of the dependent variable.  
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In the second phase in the model for new markets were again added some 

variables indicating the acquisitive behaviour of PPI companies. The 

variables for total sum of acquisitions and the total amount of acquisitions 

showed same kind of results as in the analysis for traditional markets, as did 

also the control variables. Both the total sum and amount of acquisitions had 

coefficients that were near zero or slightly negative, so they do not seem to 

influence the profitability of companies that much. As it was speculated the 

targets bought in South America seemed to make companies’ profitability 

better, but on the other hand the targets bough in Asia had a negative effect 

on profitability. The explanatory powers of the models at this phase were all 

quite good, and the model for median profitability even reached a power over 

70 percent. Anyway, despite the rather good explanatory powers only the 

model for median profitability succeeded to be statistically significant.  

 

On the last level of analysis the variable for target relatedness was added to 

the equation. The results of this addition were again similar to the ones in the 

analysis of traditional markets. The relatedness of the targets has a negative 

effect on the median profitability and the change of profitability, but then a 

positive effect on the profitability of companies in 2006. The explanatory 

powers of the models were raised only by few percentage units, still being 

rather good varying from 44 to 76 percent. Still, the models except the model 

for median profitability were not statistically significant, so the null hypothesis 

could only be rejected concerning median profitability of companies. 

 

Put together it would seem that acquisition behaviour actually has some 

effect on the profitability of PPI companies following acquisitive growth 

strategy. The amount of acquisitions it has made, or the total sum of those 

acquisitions does not seem to have any strong effect on the profitability, 

though maybe such could have been expected. On the other hand the target 

company’s home location seems to affect the profitability, though the results 

are somewhat ambiguous as for example the effect of targets located in 
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Europe is positive when it comes to median profitability and the change of 

profitability, but negative on the profitability in 2006. The effect of North 

American targets on profitability of PPI companies was maybe expected to be 

negative but surprisingly they affected positively on the median profitability. 

On the other hand it was expected based on the current market situation that 

South American and Asian targets would better the profitability of companies 

as the markets there are still constantly growing. For South American targets 

this turned out to be true, as they had positive effects on all the dependent 

variables that were tested. On the other hand the targets bought in Asia 

affected negatively on the profitability of companies which was a little 

surprising considering that the demand for paper products is constantly rising 

in Asia and thus it could be expected that also the profitability of Asian 

companies would be good.       
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6 SUMMARY AND CONCLUSIONS 
 
 

The purpose of this study was to examine the different growth strategies that 

can be found, and especially companies’ choice between organic and 

acquisitive growth strategy. The study also aimed at examining the effect of 

the two growth strategies on firm performance. The study was conducted only 

among companies that are working in Pulp and Paper Industry, and the 

sample for the study was chosen from the 100 largest PPI companies in the 

year 2006.   

 

A large amount of studies has been made on the choice between acquisitive 

and organic growth, and the profitability differences following the choice. Still, 

studies that have focused on only one industry are absent; therefore this 

study concerning only PPI should provide more industry specific information 

on the profitability effects in just one industry. The previous studies have 

suggested that those companies that have chosen to grow organically are 

better performers that those companies following acquisitive growth strategy. 

In these studies also other factors have been examined, for example the rate 

of growth of the companies, and the connection between growth strategy and 

the diversification of companies.   

 

In this study the effect of the growth strategy on performance of PPI 

companies was examined. The performance was measured in by accounting 

based figures; i.e. the profitability of companies was measured as the Return 

on Invested Capital. In addition the size differences and differences in the 

growth rates of organic and acquisitive companies were examined. Those 

companies following acquisitive growth strategy were also examined in more 

detail to find out the reasons for possible profitability differences between 

them.  
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The choice between acquisitive and organic growth strategy has been studied 

in the existing literature from many different point of views, but two prevailing 

ones have been resource based view and the transaction cost theory. In the 

resource based view the firm is seen as a bundle of resources, whose 

heterogeneity and immobility are the basis of better firm performance. The 

RBV has several explanations to firms’ choices of different growth strategies. 

This view suggests for example that the choice between organic and 

acquisitive growth depends on the resources the company owns or lacks. 

Acquisitions could be used to access other firms’ resources to produce 

competitive advantage, or they could be used to retain and develop firms own 

resources by combining them with the new resources that were bought. (Das 

& Teng 2000) Most studies made on these two growth strategies have 

connected the choice with diversification of the company. Most of these 

studies have also found out that firms expand to related areas by internal 

expansion and to unrelated areas by acquisitions.   

 

On the other hand the transaction cost theory suggests that firms prefer 

internal sourcing instead of trading capabilities when the transaction is 

subject to high transaction costs, whether they are ex ante costs of search or 

ex post costs to execute the contract, because such transaction places the 

firm at risk of opportunistic behaviour by external agents. (Capron & Mitchell 

2004, 158) In the same way TCE suggests that larger firms would prefer to 

use acquisitions instead of new ventures since an acquisition generally 

demands more financial resources and a large firm is more likely to possess 

such resources. Like in RBV also in TCE it has been suggested that firms 

diversifying into unrelated areas would prefer acquisition, since acquiring an 

existing firm provides a low cost means to reduce the risks of the investment. 

(Padmanabhan and Cho 1995; Hennart and Park 1991)It has been 

suggested that if there exists excess resources, and if a market failure 

prevents the possibility to sell those on the market, then the choice between 

growth strategies will depend on the amount of excess resources, the time 
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period over which the resources are in excess, and the availability of 

complementary resources which can be accessed through acquisitions. 

(Teece 1982, quoted in Amit et al. 1989, 90)  

 

When examining the two theories of firm growth strategy choices it was soon 

noted that these theories are in many cases complementary theories of firm 

growth. The theories formed a functional framework for the empirical analysis 

as the suggestions of RBV theorists and TCE theorists could be tested on 

PPI companies, too. In existing literature the suggestions have only been 

tested on several industries, so the testing of these ideas also on just one 

industry could be considered interesting. 

 

The suggestions that were found from existing literature were then tested 

using statistical analysis methods. The final sample of analysis consisted of 

73 PPI companies, which were chosen based on a listing of 100 largest PPI 

companies in 2006. For the analyses the companies were classified as 

followers of either organic or acquisitive growth strategy based on if they had 

made any acquisitions or not. This way the possible differences between the 

two groups could be examined.  

 

The first level of analysis concentrated on finding the factors that drive a 

company to follow acquisitive or organic growth strategy. The analysis was 

carried out as logistic regression analysis, using the growth strategy as the 

dependent variable. The results of the analysis were in line with the results 

that have been received in previous research. In the analysis it was found out 

that the smaller the company the more likely it is to follow organic growth 

strategy. On the other hand the results suggested that the more diversified a 

company is, the more likely it is to follow acquisitive growth strategy. The prior 

profitability of the companies affected the growth strategy choice only 

minimally, so the profitability of companies cannot be said to be a determinant 

of either growth strategy.  
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On the second level of analysis it was examined whether there can be found 

differences in the growth rates and the profitability of organic and acquisitive 

companies. Several different variables were used to find out which are the 

ones to effect the profitability, and if the growth strategy chosen in the 

company affects the profitability as such. The results showed that the amount 

of growth is strongly affected by the original size of companies, while the 

profitability of companies is most affected by the diversification of the 

companies. Also, the growth strategy seemed to have its own effect on the 

growth and profitability of companies, while the results showed that 

companies following acquisitive growth strategy grow faster than organically 

growing companies. On the other hand those companies growing organically 

were more profitable based on the analysis.   

 

The third part of the analysis concentrated on examining in more detail those 

companies that were classified as followers of acquisitive growth strategy. To 

be more specific these companies were compared to each other on their 

profitability and especially how the acquisition behaviour of those companies 

affects their profitability. The factors of acquisition behaviour that were tested 

were the total amount of acquisitions and their total sum, the effect of the 

targets nation and the effect of the target relatedness. Also some variables 

were used to control the size, profitability and home location of acquiring 

companies. The results showed that the total sum and amount of acquisitions 

do not significantly affect the firms’ profitability, as their coefficients in the 

equation were almost zero in all models. On the other hand the targets home 

location did affect the companies’ profitability; targets bought in North 

America affected the profitability negatively, but instead South American 

targets had a positive effect.  

 

The results of the analysis that were received in this study supported the 

evidence that was collected in previous studies. Thus some valuable industry 

specific information on corporate acquisitions, and growth strategies was 
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created. This kind of research has been quite absent because most of the 

studies concerning the choice between organic and acquisitive growth 

strategies have dealt with several industries instead of just one. That is why it 

was important to conduct such study, and further important to realize it inside 

an industry such as PPI which has undergone many major structural changes 

during the past few decades. PPI was a good industry for the also because it 

seems that in PPI there are clear differences on the strategy choices of 

companies, i.e. there are clearly those companies that have chosen to grow 

organically and those who have chosen to grow by acquisitions. The 

companies have either acquired a lot, or not at all; there are not many 

companies that are something in between.  

 

Maybe the biggest problem of this study was that the data was very imperfect 

especially considering the first years of the study. This made the samples for 

the first years very small and thus it is hard to generalize the results to 

concern the whole industry. On the other hand it would have been more 

interesting to examine a longer period of time to really see the development 

of growth strategies of PPI companies.  

 

This study was conducted on a very traditional industry, which has long 

traditions. The time period of the study was limited to only 13 years, so in the 

future if information about the previous years would be better available, more 

interesting results might be there to be found if the time period was stretched 

a little longer. On the other hand it would maybe be interesting to conduct the 

same kind of study in an industry that does not have such long traditions, for 

example in IT or other industry that has existed for a shorter period of time.    

  

 

 



                                                                                                                  87 

7 REFERENCES 
 

Amit R., Livnat J., Zarowin P. 1989. The Mode of Corporate Diversification: 

Internal versus Acquisition. Managerial and Decision Economies, vol. 10, no. 

2, pp. 89-100. 

 

Amit R.,Schoemaker P.J.H. 1993. Strategic Assets and Organizational Rent. 

Strategic Management Journal, vol. 14, no. 1, pp. 33-46.  

 

Anand J., Delios A. 2002. Absolute and relative resources as determinants of 

international acquisitions. Strategic Management Journal, vol. 23, no. 2,  

pp.119-134.  

 

Andersen O., Kheam L.S. 1998. Resource-based theory and international 

growth strategies: an exploratory study. International Business Review, vol. 7, 

no. 2, pp. 163-184. 

 

Barney J. 1991. Firm Resources and Sustained Competitive Advantage. 

Journal of Management, vol. 17, no. 1, pp. 99-120.  

 

Black J.A., Boal K.B. 1994. Strategic resources: Traits, Configuration and 

Paths to Sustainable Competitive Advantage. Strategic Management Journal, 

vol. 15, Summer Special Issue, pp.131-148.  

 

Blomqvist K., Kyläheiko K., Virolainen V-M. 2002. Filling a Gap in Traditional 

Transaction Cost Economics: Towards Transaction Benefits-Based Analysis. 

International Journal of Production Economics, vol. 79, pp. 1-14.  

 

Brouthers K.D.,Brouthers L.E. 2000. Acquisition or Greenfield strat-up? 

Institutional, cultural and transaction cost influences. Strategic Management 

Journal, vol. 21, no. 1,  pp.89-97. 



                                                                                                                  88 

 

Capron L., Dussauge P., Mitchell W. 1998. Resource Redeployment 

Following Horizontal Acquisitions in Europe and North America, 1988-1992. 

Strategic Management Journal, vol. 19, no. 7, pp. 631-661. 

 

Capron L., Mitchell W. 2004. Where Firms Change: Internal Development 

Versus External Capability sourcing in the global telecommunications 

industry. European Management Review, vol. 1, no. 2, pp. 157-174. 

 

Chatterjee S. 1990. Excess Resources, Utilization Costs, and Mode of Entry. 

Academy of Management Journal, vol. 33, no. 4, 780-800. 

 

Chatterjee S., Singh J. 1999. Are Tradeoffs Inherent in Diversification Modes? 

A Simultaneous Model for Type of Diversification and Mode of Expansion 

Decisions. Management Science, vol. 45, no. 1, 25-41. 

 

Chatterjee S., Wernerfelt B. 1991. The Link Between Resources and Type of 

Diversification: Theory and Evidence. Strategic Management Journal, vol.12, 

no. 1, pp. 33-48. 

 

Conner K.R. 1991. A historical comparison of resource-based theory and five 

schools of thought within industrial organization economics: Do we have a 

new theory of the firm?. Journal of Management, vol. 17, no. 1, pp.121-154.  

 

Coase R. 1937. The Nature of the Firm. Economica, vol. 4, November, 386-

405. In: Industrial Organization, Williamson O.E. (ed.), Edward Elgar 

Publishing Limited: Hants, England.   

 

Das T.K., Teng B-S. 2000. A Resource-based Theory of Strategic Alliances. 

Journal of Management, vol. 26, no. 1, pp. 31-61. 

 



                                                                                                                  89 

Diedrickx I.,Cool K. 1989. Asset stock accumulation and sustainability of 

competitive advantage. Management Science, vol. 35, no. 12, pp.1504-1511. 

 

Diesen, M.(ed.) (2007) Papermaking science and technology, Book 1. 

Economics of the Pulp and Paper Industry, 2nd Ed. Gummerus Oy, Jyväskylä.  

 

Finkelstein S. 1997. Interindustry merger patterns and resource dependence: 

a replication and extension of Pfeffer (1972). Strategic Management Journal, 

vol. 18, no. 10, pp. 787-810.  

 

Forcadell F.J. 2007. The Corporate Growth of the Firm: A Resource-Based 

Approach. Journal of American Academy of Business, vol. 11, no. 2, pp. 151-

160.  

 

Foss K., Foss N. 2005. Resources and transaction costs: how property rights 

economics furthers the resource-based view. Strategic Management Journal, 

vol. 26, no. 6, pp. 541-553. 

 

Grant R.M. 1991. The Resource-based Theory of Competitive Advantage: 

Implications for Strategy Formulation. California Management Review, vol. 

33, no. 3, pp. 114-135.  

 

Godfrey P.C., Gregersen H.B. 1999. Where do resources come from? A 

model of resource generation. The journal of High Technology Management 

Research, vol. 10, no. 1, pp. 37-60. 

 

Heide J.B., John G. 1990. Alliances in Industrial Purchasing: The 

Determinants of Joint Action in Buyer-Supplier Relationships. Journal of 

Marketing Research, vol. 27, no. , pp. 24-36. 

 



                                                                                                                  90 

Hennart J-F., Park Y-R. 1993. Greenfield vs. Acquisition: The strategy of 

Japanese investors in the United States. Management Science, vol. 39, no. 9, 

pp.1054-1070.  

 

Hoopes D.G, Madsen T.L., Walker G. 2003. Guest Editors’ Introduction to the 

Special Issue: Why is There A Resource-Based View? Toward A Theory of 

Competitive Heterogeneity. Strategic management journal, vol. 24, no. 10, 

pp. 889-902.  

 

Häkkinen L. Operations integration and value creation in horizontal cross-

border acquisitions. Publications of the Turku School of Economics and 

Business Administration, Series A-6:2005. Tampere 2005. 

 

Levy D. 1985. The Transaction Cost Approach to Vertical Integration: An 

Empirical Examination. The Review of Economics and Statistics, vol. 67, no. 

3, pp. 438-445. 

 

Madhok A. 2002. Reassessing the fundamentals and beyond: Ronald Coase, 

The transaction cost and resource-based theories of the firm and the 

institutional structure of production. Stategic Management Journal, vol. 23, 

no. 6, pp. 535-550.  

 

Mahoney J.T. 2001. A resource-based theory of sustainable rents. Journal of 

Management, vol. 27, pp. 651-660.  

 

Mahoney J.T, Pandian J.R. 1992. The Resource-based view within the 

conversation of strategic management. Strategic Management Journal, vol. 

13, no. 5, pp.363-380.  

 



                                                                                                                  91 

Metsämuuronen J. 2006. Tutkimuksen tekemisen perusteet ihmistieteissä. 2. 

laitos. 3. uudistettu painos. Opiskelijalaitos. International Methelp Ky. 

Gummeruksen kirjapaino Oy, Jyväskylä. 

 

Miller D., Shamsie J. 1996. The Resource-based view of the firm in two 

environments: the Hollywood film studios from 1936 to 1965. Academy of 

Management Journal, vol. 39, no. 3, pp. 519-543. 

 

Mosakowski E. 1993. Resource-based perspective on the Dynamic Strategy-

Performance Relationship: An Empirical Investigation of the Focus and 

Differentiation Strategies in Entrepreunial Firms. Journal of Management, vol. 

19, no. 4, 819-839.  

 

Padmanabhan P., Cho K.R. 1995. Methodological Issues in International 

Business Studies: the Case of Foreign Establishment Mode Decisions by 

Multinational Firms. International Business Review, vol. 4, no. 1, pp. 55-73.  

 

Penrose E.T. (1968). Theory of the Growth of the Firm. Oxford, Basil 

Blackwell & Mott Ltd.  

 

Peteraf M.A. 1993. The Cornerstones of Competitive Advantage: A Resource-

based View. Strategic Management Journal, vol.14, no.3, pp. 179-191. 

 

Pitelis C.N., Pseidiris A.N. 1999. Transaction costs versus resource value? 

Journal of Economic Studies, vol 26, no. 3, pp. 221-240. 

 

Poppo L., Zenger T. 1998. Testing Alternative Theories of the Firm: 

Transaction Cost, Knowledge-Based and Measurement Explanations for 

Make-or-Buy Decisions in Information Services. Strategic Management 

Journal, vol. 19, no. 9, pp. 853-877.  

 



                                                                                                                  92 

Porter M.E. 1991. Towards a Dynamic Theory of Strategy. Strategic 

Management Journal, vol. 12, winter, pp. 95-117. 

 

Pöysä J. Vaikeimmat rastit vasta edessä. Kauppalehti 1.10.2007, p. 20.  

 

Rindfleisch A., Heide J.B. 1997. Transaction cost analysis: Past, present and 

future applications. Journal of Marketing, vol. 61, no. 4, pp. 30-54.  

 

Salter M., Weinhold W. 1982. What lies ahead for merger activities in the 

1980s. Journal of Business Strategy, vol.2, no. 4, pp. 66-99. 

 

Schulze W.S. 1992. The Two Resource-Based models of the Firm: Definitions 

and Implications for Research. Academy of Management  Best Paper 

Proceedings, pp. 37-41. 

 

Silverman B.S. 1999. Technological Resources and the Direction of 

Corporate Diversification: Toward an Integration of the Resource-based View 

and Transaction Cost Economics. Management Science, vol. 45, no. 8, pp. 

1109-1124. 

 

Teece D.J., Pisano G. 1994. Dynamic capabilities of firms. Industrial and 

Corporate Change, vol. 3, no. 3, pp. 537-556.  

 

Toland J. 2007. Slimmed down IP still dwarfs the rest. Pulp and Paper 

International, vol. 49, no. 9, pp. 25-32. 

 

Tseng C-H., Tansuhaj P., Hallagan W., McCullough J. 2007. Effects of firm 

resources on growth in multinationality. Journal of international business 

studies, vol. 38, no. 6, pp. 961-974.    

 



                                                                                                                  93 

Walker G., Weber D. 1987. Supplier competition, Uncertainty and Make-or-

Buy Decisions. Academy of Management Journal, vol. 30, no. 3, 589-596.  

 

Watjatrakul B. 2005. Determinants of IS sourcing decisions: a comparative 

study of transaction cost theory versus the resource-based view. Journal of 

Strategic Information Systems, vol. 14, no. 4, pp. 389-415.  

 

Wernerfelt B. 1984. A resource-based view of the firm. Strategic Management 

Journal, vol. 5, pp. 171-180. 

 

Williamson O.E. 1983. Markets and Hierarchies: Analysis and Antitrust 

Implications. A study in the Economics of Internal Organization. First Free 

Press Paperback edition. The Free Press: New York.  

 

Wilson B.D. 1980. The propensity of multinational companies to expand 

through acquisitions. Journal of international Business Studies, vol.11, 

Spring, pp. 59-65.   

 

Yasuda H. 2005. Formation of Strategic Alliances in High-Technology 

Industries: Comparative Study of the Resource-Based Theory and The 

Transaction cost theory. Technovation, vol. 25, no. , pp. 763-770.  

 

Yip G.S. 1982. Diversification Entry: Internal Development versus Acquisition. 

Strategic Management Journal, Oct/Dec (4) 1982, pp. 331-345.  

 

Zejan M. 1990. New ventures or acquisitions: The choice of Swedish 

multinational enterprises. The Journal of Industrial Economics, vol. 38, no. 3, 

pp. 349-355. 

 


