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Data c(

b.

d.

t.

The gro

VF

study on conglomerate merger was undertaken by Reid (1968). He concluded that

conglomerate merger is a special case among the various merger types. wirh the firms using

it displaying a unique performance pattem in comparison wirh firms using alremarive growth

strategies. While the Fofit to stocklolde$ variable is saonger in rhis group than ir the other

merger type groupsj size maximising appears to be a particularly strong factor in the

conglomerate group

Later. Weston and Mansinghta (1971) reporred in their srudy rhat rhe conglomemre firms

outperformed samples of other firms of broader groups on all of rhe growth measures.

They used arithmetic mean of growth rate for toral assers. net income, earnings per share

and market price based on the yearly high, the yearly low and the ariihmetic mean oi
the annual high and low price. They also reported rhar the eamings performance measured

by the ratio of net income to net wo h (ROE) is somewhat higher for conglomerate

firms compared ro non conglomerate. bur rhe difference is not sratisticall\,

significant.

Mueller (197?) concluded in his suraey of the empirical evidence rhar whatever the selected

or unselected goals ofa manager are, the mergers they have consumnated (conglomerate firms)

have, on average, not generated extra profits for the acquidng firms, and therefore have nor

resulted in increased economic efficiency

In the Malaysian experience, a related study by Fauzias and Shamsubaridah (1993) reported

that the target firms experi€nce a decline in ermings performance afier rhe takeover. This could

be explained by the fact that excepr for one. all taryets are of ihe conglomenre iype. The facr

that they used only acquired fims as their sample of srudy, means that the evidence of the

peformance of conglomemte firms is not conclusive enough. In our study. we inrend to use

specific definition. Any firm is defined as a conglomerate if the majority of irs acrivities consisr

of morc than one line of business.

2. DATA AND METHODOLOGY

The data used for this study were collected from the Kuala Lumpu. Stock Exchange Handbool.

using a table of random numbers, whereby 3 1 congiomerate and 26 non-conglomerate comparies

lbr the year 1981 to 1990 were chosen as shown in the appendix.

g.

h.

F-Test
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3. FINDINGS

(i) Comparative &owth Rate

Tables IA and IB show rhe growth rates of key financial items for the years 1981 to 1985,

and 1986 to 1990 respectively. For the years 1981 ro 1985, rhe growth on totat asset (cTA)
for ihe conglomerate is significantly higher than for the non-conglomerate. Therefore, it appears

that there is evidence of size maximising activity by rhe conglomerate firms.

However, the $owth on tumover (cTO), growrh on eamings before interest and rax (cEBlT),

growth on net income (GNI), and growrh on shareholders, fund (GSHF) for the congtomerate

are not significantly higher than for the non-conglomerate. Likewise, the growth on market price

- high (CMPH), growth or market p.ice - low (GMPL) and growth on market capitatisarion

aie lower than for the conglomerate, but are not significanr either at the t0 percent or 5 percent

level.

TABLE IA

GROWTH RATES IN KEY FINANCIAL ITEMS, 1981 TO 1985 (7,)

Conglomerate

GTA

GTO

GEBIT

CNI

GSIIF

GMPH

CMPL

cMc

13.9

9.3

7.3

10.4

tt.7
-4.9

2.8

9.3

7.1

9.4

-0.2

3.14

0.45

0.00

0.10

0.8t

1.92

1.65

0.93

Non

C'merate

F Stat. Pr>F

(ii) Con

Tabl

eflmings

is signif

significa

grcwm a

than for

Tobin's I

0.0581**

0.5046

0.9'711

o_1528

0.3'734

o.l'716

o.2042

0.3387

** Significant at the 10 percent level

For the yea.rs 1986 to 1990, all items are noi significanr either at the t0 percent or 5 per cent

level.
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COMPARISON OF TI{E EARNINGS PERFORMANCE,
PRICE EARNINGS AND BOOK VALIJE MIJLTIPLES

1981 TO 1985

Non

Conglomerate C'memte

(%) (%)

F Stat. Pr>F

EBITTA

ROE

PER

Tobin's q

12.2

5.4

66]{

3.55X

t4.l

32){

2.02X

0.4773

0.0129*

0.0917**

0.0608,,,1,

0.51

6.60

2.95

3.67

Significant at the 5 percent l€vel.

Sigtrificant at the 10 percent level.

TABLB 28

COMPARISON OF THE EARNINGS PERFORMANCE.
PRICE EARNINGS AND BOOK VALIJE MIJLTIPLES

1986 TO 1990

Conglomerate

@t

Non

C'mente

(%)

F Stat. Pr>F

EBITTA

ROE

PER

Tobin's q

8.1

11.3

42){

0.97X

18.6

15.9

16X

1.36X

1.99

1.84

3.84

3.7 |

0.1635

0.1807

0.0551++

0.0592**

** Sigtrificant at the 10 percent level.
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APPENDIX

Capital Ma ek Rerie|| Vol. 3, No. l, 1995

REFER]

LIST OF CONGLOMERATE COMPANIES L

L Dunlop Estates (M) Bhd

2. Oriental Holdirgs

3. Malayan United Man. Bhd.

4. Timuran Hlds. (M) Berhad

5. Hong l-eong Credit Bhd.

6. Hong Leong Ind. Bhd.

7. Setron (M) Bhd.

8. Selangor PIop. Bhd.

9. Magnum Corporation Bhd.

10. Malayan Uni. Ind. Bhd.

11. Mataysian Bld. Soc. Bhd.

12. Island and Peninsular

13. Leader Universal Hld. Bhd.

14. Highlands and Lowlands Bhd.

15. Multi Purpose Hld. (M) Bhd.

16. Lion Corporation (M) Bhd.

17. Genting Berhad

18. UMw Holdings (M) Bhd.

19. Hume Industries

20. Promet

21. Palmco (M) Bhd.

22. Batu Kawan

23. Boustead Holdings

24. ALCOM Bhd.

25. MBF Finance Bhd.

26. Sime Darby Berhad

27. MWE Holdings Bhd

28. DNP Holdings (M) Bhd.

29. Bandaraya Dev. Bhd.

30. Samanda Hotdings Bhd.

31. IGB Coryoration Bhd.

2.

Fau,

Man

Gala

Muei

Nov.

Muel

Higg

of Fi

Levy

congl

6.

LIST OF NON-CONCLOMERATE COMPANIES

,7. Lewe

8. Reid,

Co.

2. west(

glom(

l. Ajinomoto (M) Bhd.

2. Carlsberg Brcw (M) Bhd.

3. Chocolate Product (M) Bhd..

4. Khong Guan Holdings (N4) Bhd.

5. The N. Bomeo Tirnber (M) Bhd.

6. Cycle & Carriage (M) Bhd.

7. Cons. Planlation (M) Bhd.

8. Datuk Keramat Hld. (M) Bhd.

9. Dunlop M'sian Ind. (M) Bhd.

10. Malayan Flour Mills Bhd.

11. Malayan Tobacco Co. Berhad

12. Pan M'sian Cement Works Bhd.

13. U. Malayan Flour Miils Bhd.

14. Bata (M) Bhd.

15. Gold Coin (M) Bhd.

16. Shell (M) Bhd.

17. Sanyo (M) Bhd.

18. Tasek Cement Berhad

19. Esso (M) Bhd.

20. Tracior (M) Bhd.

21. Chen. Co. (M) Bhd.

22. Rothmans of Pall Mall (M) Bhd.

32. Berjaya Textiles Bhd.

24. KL Kepong Berhad

25. Malaysian Mosaic Bhd.

26. Malayan Banking Bhd.
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