O

dandelon.com
© 2008 AGI Consultant

s only or by
network.

andel

The Theory of

THE GROWTH OF
THE HRM

Third Edition

EDITH PENROSE

With a new Foreword by
the author (1995)

OXPORD

UNIVERSITY PRESS



TABLE OF CONTENTS

FOREWORD by Edith Penrose (1995) ... ooe
PREFACE

Chapter
I INTRODUCTION .
The purpose of the study and the nature of the argument

Il THE FIRM IN THEORY

Different ways of looking at firms ...

The firm in the theory of price and productlon
Limits to size
The ' firm ' is not a firm

The firm as an administrative organization
The function and nature of an industrial firm
Size and administrative coordination
Industrial firms and investment trusts
Continuity in the ' history ' of a  firm

The firm as a collection of physical and human resources

The motivation of the firm
The profit motive
Long-run profits and growth

Il THE PRODUCTIVE OPPORTUNITY OF THE FIRM AND THE
' ENTREPRENEUR ' . o
Growth limited by a firm's " productlve opportunlty "
The role of enterprise and the competence of management
Entrepreneurial versus managerial competence
The quality of entrepreneurial services
Entrepreneurial versatility
Fund-raising ingenuity
Entrepreneurial ambition
Entrepreneurial judgment
The role of expectations in the productlve opportunlty of
the firm . .

IV EXPANSION WITHOUT MERGER: THE RECEDING MANA-
GERIAL LIMIT
Two basic assumptions ...
The nature of the managerial limit on expansmn
The management team
Release of managerial services
Growth of managerial services
The receding limit and the ' static ' approach
The effect of uncertainty and risk
Uncertainty and information
Risk and unavoidable uncertainty

page
ixX

XXii

R e



Vi TABLE OF CONTENTS

Chapter

V' INHERITED ' RESOURCES AND THE DIRECTION OF EXPAN-

SION

Types of |nducement to expand

The contlnumg availability of unused productive

services .

Indivisibility and the ' balance of processes
The specialized use of resources
Heterogeneity of resources
Interaction between material and human resources
The creation of new productive services

' Demand ' and the productive resources of the firm
What is the relevant demand ?

The direction of expansion

VI THE ECONOMIES OF SIZE AND THE ECONOMIES OF GROWTH
The economies of size
Technological economies
Managerial economies
Economies in operation and expansmn
The economies of growth
Disappearing versus enduring economies

VIl THE ECONOMICS OF DIVERSIFICATION

Efficiency of' integration’

Meaning of diversification...
Areas of specialization

Specific opportunities for dlversmcatlon
Importance of industrial research .
The significance of selling efforts ...
Importance of a technological base
Some examples

The role of acquisition

The role of competition
The necessity of continued |nvestment in eX|st|ng fields
Full-line diversification
Competition and diversification |nt0 new areas

Diversification as a solution to specific problems
Temporary fluctuations in demand
Permanent adverse changes in demand
The direction of diversification

Diversification as a general pollcy for growth

Vertical integration .

The firm as a pool of resources



TABLE OF CONTENTS
Chapter

VIl EXPANSION THROUGH ACQUISITION AND MERGER

The corporation and merger .

The economic basis of acquisition
Personal considerations and specia situations
Critical points in the process of expansion
The competitive expansion of Alpha .
Where Beta blocks the expansion of Alpha
Combination

The purchase and sde of' busmesses that are not firms
Economic basis for the sale of a' business' .
Effect on the process of growth
The appropriateness of diversification

The role of entrepreneurial services
Entrepreneurial temperament and the proflt motive .
Empire-building and merger

The role of managerial services . .
The necessity of administrative mtegranon

Merger and the dominant  firm

IX THE RATE OF GROWTH OF FIRMS THROUGH TIME

Introduction .

Specia assumptions
Measurability ..

The fundamental ratio ...

Managerial services available for expanson .
Increase in the administrative task with growth
Impact of changing environmental conditions

Managerial services required for expansion
Character of expansion
Relation to existing activities and ‘market conditions...
Method of expansion

Changes in the rate of growth with mcreasng size
The ' growth curve' . .

X THE POSITION OF LARGE AND SMALL FIRMS IN A GROWING
ECONOMY ...
The specia position of smal firms .
Competitive handicaps, especialy finance ...
The continued existence of smal firms
Opportunities for growth
" Interstices ' in a growing economy
The principle of comparative advantage

217
218
220
221

22)



viii TABLE OF CONTENTS

Chapter

Xl GROWING FIRMS IN A GROWING ECONOMY: THE PROCESS
OF INDUSTRIAL CONCENTRATION AND THE PATTERN
OF DOMINANCE
Barriers to entry .
General effect on investment in the economy as awhole
The importance of' Big Business ' competition
Capitd requirements and consumer loyalty
Artificial barriers and the interstices
Merger in a growing economy
Merger in relation to indices of business act|V|ty
The dffect on the interstices of' natural’ limitations on
acquisition
Interstices and the business cycle
The process of industrial concentration
Measurement of concentration
Concentration and growing firms in a growi ng
economy " . .
Some shaky evidence .
Concentration within industries
Diversification and industry concentration
Concentration and dominance v
The continued dominance of Iarge firms ...
Conclusion

]

)
(@]

)

BHHREEY

240

242
243
245
245

247
250

2% %Y



