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Introduction

The starting point for most models of strategic management has been the creation
of a mission statement (David, 1993; Digman, 1990; Hill & Jones, 1992; Thompson
& Strickland, 1992; etc.). The mission statement serves to set the organizational con-
text within which strategic decisions will be made (Hill & Jones, 1992). As “an en-
during statement of purpose that distinguishes one business from other similar firms”
(Pearce, 1982: 15), the mission statement is the “ultimate guiding force that governs
where the firm’s critical resources will be deployed” (Boseman & Phatak, 1989: 7).

In its simplest form, the mission statement describes the nature and concept of
the firm’s future business. It establishes what the firm plans to do and for whom
(Below, Morrisey & Acomb, 1987). The mission statement answers the question “What
is our Business?” (Drucker, 1973). In defining the business of the firm, its basic goals,
characteristics and guiding philosophies, the mission statement provides the firm with
strategic focus and direction (Hill & Jones, 1992).

Several models have been developed to suggest what elements should be contained
in effective mission statements, but these models have typically failed to distinguish
between elements necessary for single-business firms versus those for multi-business
or diversified firms. Should such a distinction exist? Is the nature of the multi-business
firm sufficiently distinct from that of a single business firm to warrant differences in
the form of the mission statements?

This paper addresses these questions through a review of the mission statement
literature and an exploratory study of the missions of a random sample of Fortune
500 firms. By contrasting the mission statements of single-product, dominant-product
and diversified firms, this study was designed to provide guidelines for developing
effective mission statements in a variety of strategic contexts.

Review of Literature

Mission Statement Components

Although as Steiner (1979) observed, the components and attributes of mission
statements are among the least empirically understood issues in strategic management,
previous theoretical and conceptual models of mission statements have been used to
develop lists of desired components. For example, Abell (1980) suggested that the
question “What is our business?” could be answered in terms of three dimensions: (1)
what customer groups are being satisfied; (2) what customer need is being satisfied;
and (3) how are customer needs being satisfied.
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Want (1986) considered the primary components of the mission statement to be
(1) purpose, (2) principle business aims, (3) corporate identity, (4) policies of the com-
pany, and (4) corporate values. Kotler (1984) suggested that mission statements should
be stated in terms of five key factors: (1) the firm’s history, (2) current preferences
of management and owners, (3) environmental considerations, (4) available resources,
and (5) distinctive competencies.

The scant empirical research regarding mission statements has utilized a list of
eight key components of mission statements originally developed by Pearce (1981).
These components include:

The specification of target customers and markets.

The identification of principal/products and services.

The specification of geographic domain.

The identification of core technologies.

The expression of commitment to survival, growth, and profitability.
The specification of key elements in the company philosophy.

The identification of the company self-concept.

The identification of the firm’s desired public image.

A ninth element, concern for employees, was later added to this list by David
(1989). These nine elements appear to summarize many of the key concerns presented
in alternative models of mission statement elements.

Empirical studies using these eight to nine elements have been conducted to ex-
amine the relationship of mission statement comprehensiveness (contains all elements)
to firm performance (Pearce & David, 1987), to contrast missions of consumer prod-
uct firms with those of industrial product firms (David & Cochran, 1987) and to study
the communication effectivencss of mission statements (Cochran & David, 1986). The
assumption in these studies is that the “best” or most effective mission statement is
one that contains all of the nine key elements (David, 1993, pg. 102). The results
of the Pearce and David (1987) study partially support this assumption. In their study
of Fortune 500 firms, they found that six of eight elements were more often associ-
ated with high performing firms (philosophy, self-concept, public image, geographic
domain, technology and concern for survival).

XN h L=

Different Strategic Contexts

While agreeing that mission statements may vary in length, content, format and
specificity, most models of mission statement components do not discuss differences
in mission statements for organizations in different strategic contexts. Should the
mission statement of a single-product firm contain the same elements as the mission
for a highly diversified firm? Campbell (1989: 7) asks the question “How diversified
can a group of companies (businesses) be before it becomes impossible to have a shared
sense of mission?” He further indicates that based on his consultations with many
companies that it is possible to create a single mission statement for a multi-business
company only so long as the level of diversity remains low. Mission statements may
not be appropriate when the company is a diversified conglomerate or holding com-
pany according to Klemm, Sanderson and Luffman (1991).!
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In strategy formulation, differences in organizational context are thought to be sig-
nificant enough to require the creation of a strategy hierarchy with separate levels of
strategy to deal with corporate concerns versus those of the business level. Some
mission statement models have made this distinction as well.

Hill and Jones (1992) provide a separate list of mission statement components for
diversified companies. Because the business of a diversified company is the manage-
ment of a collection of businesses, the question “What is our business?” must be an-
swered with a portfolio orientation. A portfolio approach to business definition in the
mission statement should include: (1) the purpose of the company’s portfolio of busi-
nesses, (2) the desired scope (diversity) of the portfolio, and (3) the balance desired
between different businesses in the portfolio (Hill & Jones, 1992). The firm’s corpo-
rate mission is then supplemented with the mission statements of each business unit.
Business unit missions follow the formats outlined in the previous section.

Wright, Pringle and Kroll (1992) distinguish between the mission at the corpo-
rate level and at the business unit level without providing much guidance as to what
the mission should contain at each level. Missions at the corporate level should be
stated in fairly broad terms while still providing a sense of direction for the company.
At the business level, the mission becomes more clearly defined and narrower in scope.
Similarly, David (1993) advocates a hierarchy of missions for the multidivisional or-
ganization with an overall corporate mission statement and a separate statement for
each of its divisions.

Despite Pearce and David's (1987) identification of this area as a “more intrigu-
ing question” for future research, previous empirical investigations have not consid-
ered the level of diversification in analysis of mission statements and their relation-
ship to firm financial performance. If the differences in effective mission statements
of diversified firms are as pronounced as suggested in the theoretical literature, failure
to control for these differences in the research design may confound empirical research.

The need for research in this area is apparent when considering the importance of
an effective mission statement to the successful pursuit of a diversification strategy.
Ireland and Hitt (1992) suggest that the lack of an effective mission statement may
be a contributing factor in the high rate of divestitures occurring in large diversified
firms especially when diversification is beyond the firm's original scope of operations.
Michael Porter's (1987) study of the diversification record of 33 large U.S. firms,
supports the notion that diversifications are more successful when firms have a clear
concept of the strategic focus of their corporate strategy. Because mission statements
serve as a defining framework for evaluating both current and prospective activities
(McGinnis, 1981) and provide strategic focus, an effective corporate mission statement
serves a critical role in guiding the firm's choices of business units in pursuing diver-
sification.

As Ramanujam and Varadarajan (1989) point out in their comprehensive review
of research on corporate diversification, the investigation of the relationship of firm
diversification to performance and internal organizational processes has long been a
mainstay of strategic management research. Palia, Hitt, Ireland and Godiwalla (1982)
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identify diversification as one of six key contingency variables which explains differ-
ences in the way top managers prioritize strategic organizational functions. Their find-
ings indicate that managers of firms of differing levels of diversification consider dif-
ferent organizational functions to be strategically significant in the implementation of
their grand corporate strategies. If there are differences in managers' perceptions of
the strategic significance of functions such as marketing, production, finance, and public
and government relations to the attainment of their chosen strategies, it follows that
the mission statements should reflect these differences in prioritization.

It is in this environment that an exploratory study was conducted to.compare the
mission statements of firms at differing levels of corporate diversity. It was hypoth-
esized that the mission statements of firms at differing levels of diversification would
contain a different mix of the nine key elements of mission statements derived from
the literature. Although the mission statement literature has provided little guidance
as to how the mix of elements in mission statements might differ, the work of Palia
et al. (1982) suggests that differences might be expected in the emphasis on technol-
ogy and public image components. In their study, managers of diversified firms placed
different levels of importance on research and development and engineering functions
which are encompassed in the technology mission element. The managers of more
diversified firms considered technology factors to be of greater strategic importance
than managers of less diversified firms, thus suggesting that diversified firms would
be more likely to include a technology component in their mission statements than less
diversified firms. Managers of diversified firms also considered public and govern-
ment relations to be more strategically important to their firm's success than managers
of less diversified firms. This suggests that diversified firms may be more likely to
address public image issues in their mission statements than less diversified firms. In
the Palia et al. study (1982), no statistical difference was observed by level of corpo-
rate diversity in the managers perceptions of the strategic importance of organizational
functions that correspond to mission elements such as products, customers, geographic
domain, employees and corporate philosophy.

The previously cited relationship of effective mission statements to the success of
diversification strategies suggested a need to investigate the connection between firm
financial performance and mission statement content. The current study was designed
to examine the relationship between mission statement content and firm financial per-
formance at different levels of firm diversification as part of the effort to provide
empirical support for the linkage between strategic planning and corporate performance.

In keeping with Pearce and David's (1987) call for further research to determine
the characteristic strategic contexts when specific mission components are most desir-
able, the present study addresses the following research questions:

1) Does the mix of mission statement components differ in the mission statements
of firms at differing levels of diversification?

2) How do the mission statements of diversified firms differ from less diversified
firms? For example, are certain mission statement elements (such as technology and
public image) more frequently found in the missions of more diversified firms than
those of less diversified firms?
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3) For firms pursuing different levels of corporate diversity, are there differences
in the mix of mission statement components associated with superior corporate finan-
cial performance?

Methodology
Annual Reports

As noted in previous empirical studies of mission statements, many companies do
not have formal mission statements. Cochran and David (1986) found that 40.4% of
the 218 Fortune 500 firms responding to their request had no mission statement. Lack
of a formal mission statement document should not be interpreted as the firm’s fail-
ure to consider its mission, purpose or reason for existence. Individuals within the
firm may have a clear idea of its mission without creating a formal mission docu-
ment. A sense of a corporation’s mission may be contained in the annual report
(David, 1993; Smith, Arnold & Bizell, 1991). In particular, the letter to shareholders
section serves as a good indicator of the major topics attended to by organizational
managers (Watzlawick, Beavin & Jackson, 1967; Bradley & Baird, 1977) and may
provide insight into the firm’s values and beliefs (D'Aveni & MacMillan, 1990). If
the firm included its mission statement in the letter to the shareholders as did 52 of
the 141 firms (37%), the mission statement was included in the analysis for this
study.

Sample

A random sample of letters to shareholders for Fortune 500 firms was extracted
from the Compustat Corporate Text CD-Rom database for 1990. Only those firms
which are publicly held are included in the Compustat database. The final sample
included 144 firms representing a wide variety of industries. The sample firms repre-
sented approximately half of the Fortune 500 firms available on the CD-Rom for 1990.
Missing data further reduced the sample to 141 firms. The sample included firms with
37 two-digit SIC classifications and 55 three-digit SIC classifications, thus represent-
ing 37 of the 100 major SIC industry classifications. Average sales for the sample
firms were $9.4 billion in 1988 with a standard deviation of $15.3 million, $10.0
billion (Std. Dev.=$18.6 million) in 1989, and $9.0 billion (Std. Dev.=$16.3 mil-
lion) in 1990. Firm size ranged from 771 employees to 1,211,900 employees. The
average number of employees was 57,312 (Std. Dev.= 137,203). Average return on
equity for the sample firms was 12.61% in 1988 (Std. Dev.=.2548), 4.8% in 1989 (Std.
Dev.=.6670), and 6.27% in 1990 (Std. Dev.=.6751).

The letters to the shareholders were supplemented with financial and SIC infor-
mation extracted from the Disclosure CD-Rom for the same time period.

Because the sample included a mixture of mission statements and letters to share-
holders, analysis of variance (ANOVA) was used to determine if there was any dif-
ference in the inclusion of the mission elements that could be attributed to differences
in the type of document analyzed. No significant difference was detected in the in-
clusion of the mission elements due to the type of document analyzed. Therefore, the
remainder of the analysis does not make any distinction with regard to the original
source of the mission information.
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Measurement of Variables

Level of Diversification. The extent of corporate diversity is defined according
to guidelines proposed by Rumelt (1974) as follows:

1. A single-product firm is defined as a firm whose primary commitment is to a
single business (Wrigley, 1970). More specifically, this is a firm that derives 95% or
more of its revenues from a single product-market activity.

2. A dominant product firm has a primary commitment to a single business but
has diversified to a small degree. Firms are classified as dominant product firms if
the revenues due to a single product-market activity are between 70%-94% of total
revenues.

3. In diversified firms, less than 70% of the revenues are derived from any one
product-market activity. Diversified firms are further classified as related or unre-
lated.

a. A related diversified firm has diversified into new areas related to the primary
end-product by market or technology.

b. An unrelated diversified firm has diversified into new areas without regard to
market or technology relationships to the primary product.

The operationalization of these definitions is depicted in Figure

The first two steps of the classification of the level of diversification of each firm
as depicted in Figure 1 were accomplished by using SIC codes as reported in the
Disclosure database. According to the manual accompanying Disclosure, additional SIC
codes are not assigned to a firm unless the additional product/market activity accounts
for a minimum of 10% of total revenues. The 10% figure is based on the require-
ments for industry segment reporting outlined in FASB-14.2 Therefore, a firm that is
assigned only one SIC code has a specialization ratio of 90%, thus indicating that
90% or more of its revenues coming from that line of business. A firm with two
SIC codes derives at least 10% of its revenues from its secondary line of business
and less than 90% from its primary line. Firms with three or more SIC codes derive
less than 70% of their revenues from the primary line of business and are classified
as diversified firms.

Use of the SIC code in classifying single and dominant product firms resulted in
a broadening of the single-product category to encompass all firms with revenues of
90% or more from a single product/market activity. Normally, firms deriving between
5% and 10% of their revenues from a secondary product/market activity should be
classified as dominant product firms (Rumelt, 1974). However, the SIC classification
method does not permit this distinction and classifies these firms instead as
single-product firms. It was thought that this problem would affect very few firms
and would not distort the subsequent analysis. Use of SIC codes in classifying firm
diversification closely approximates the method used by Rumelt (1974) which was later
validated in Chatterjee and Blocher (1992).°
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Figure 1
Classification Process for Level of Diversification
Using SIC Codes and Nature of Diversification
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*SR represents Specialization Ratio or the firm's revenue attributable to its largest
product-market activity (Rumelt, 1974)

RR represents Related Ratio or the proportion of each firm's revenue coming from its largest
group of related businesses.

Based on Palia, Hitt, Ireland and Godiwalla (1982)

Classification of the nature of diversification (either related or unrelated) was ac-
complished using the method outlined in Rumelt (1974) and Montgomery (1982). The
related ratio, or the proportion of each firm’s revenue coming from its largest group
of related businesses was calculated using the line-of-business data reported in 10-K
filings (Chatterjee & Blocher, 1992).  As shown in Figure 1, firms with related ra-
tios of 70% or greater were considered related diversification firms (Rumelt, 1974).
Firms with related ratios of less than 70% were classified as unrelated diversifications.
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Although there has been some criticism of the use of categorical measures of di-
versification such as the Rumelt approach rather than continuous measures (see
Chatterjee & Blocher, 1992), the Rumelt approach has been shown to be more effec-
tive in investigations of the relationships between diversification and firm-specific
managerial variables (Montgomery, 1982). As this study attempts to detect differences
in the rate of inclusion of various mission statement components for firms at different
levels of diversification, the Rumelt approach appears better suited to the research
design than continuous measures.

No statistical difference was observed in the size of the firms classified in each
of the four diversification levels. Analysis of variance of firm size as measured by
sales for 1988, 1989, 1990 or the number of employees indicated that any differences
observed in the later analysis was not due to differences in the firm size but due to
the level of diversification.

Mission _elements. Computerized content analysis was used to evaluate each of
the annual reports to determine whether the nine mission elements were included.
Content analysis is a qualitative research technique that uses a set of procedures to
classify or categorize communications to permit valid inferences to be drawn (Weber,
1990). The approach used in this study applies computer technology to replicate the
research approaches used by Cochran and David (1986), Pearce and David (1987) and
David (1989). The advantage of computerization of the content analysis process is
that given a valid set of classification rules, the computer will classify the text quickly
and reliably thus permitting an examination of larger volumes of qualitative data at
lower cost (Gephart & Wolfe, 1989; Weber, 1990).

For each of the nine mission elements, a list of key words and phrases were de-
veloped from a review of the mission statement literature and many actual corporate
mission statements (excluding those used in this study). The key words were then
entered as search commands in the text management software chosen to perform the
content analysis. The ability of the key words to represent the mission element was
tested by requesting the computer to apply them to a sample of mission statements
(again not those used in this study). The computer recorded a “hit” or a match each
time a key word or phrase was found within the mission statement. A listing of all
mission statements containing the key words was displayed for further analysis. Each
mission statement could be displayed with the key words highlighted in context. This
capability proved important in refining the key word lists for each mission element
by permitting the programmer/author to examine whether the key words were operat-
ing consistently with the conceptual definition of each element. An iterative process
of defining the key words, testing them on sample mission statements and refining the
key words was used to improve the content analysis capabilities.

The content analysis approach via computer was validated by analyzing the mis-
sion statements contained in David (1991) and comparing the computerized resulis to
those obtained by independent judges. The judges were six graduating MBA students
who had completed the capstone course in Strategic Management/Business Policy.
The students were given the Pearce and David article (1987) outlining the evaluation
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Table 1

Validation of Computerized Content Analysis
With Comparision to Coding by a Panel of Six MBA Students

Compariston of
Computerized
Coefficient of Concordance for Mission Ann;{)y uSieSn‘le
Elements coded by MBS Students MBA Student
Analysis
Pearson
MISSION KENDALL'SW | CHISQUARE | Correlation
ELEMENT Coeficients
Customer 5722 20.6000** J7303*
Products 5298 19.0714** .6455*
Geographic Domain 7813 28.1250%** .7303*
Technology 4400 15.8400** 7500+
Survival, Growth 5161 18.5806** S477*
& Profitabiltiy
Company Philosophy 3016 10.8570** -.0167
Self- Image 5179 18.6429** .6455*
Public Image 5402 19.4483** 1.0000%**
* p<10
** p<.05
*** p< 001

criteria and a packet of the word-processed mission statements. They were instructed
to read the article and to independently score each mission statement using the same
criteria and procedures as in the article. The instructions further required students to
read and complete their evaluation of each mission statement before proceeding to the
next. They were also asked not to discuss their evaluations with any of the other
students participating in the project. The mission statements were sorted randomly in
the packets to avoid any biases due to the order in which they were evaluated.

Kendall’s W (coefficient of concordance) was run to show the extent to which
the six coders agreed on the evaluation of the mission statements. Kendall’s W for
each mission element is shown in Table 1.
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The coefficients of concordance ranged from a low of W = 3016 for the com-
pany philosophy mission element to a high of W = .7813 for the geographic domain
mission element. The chi-square statistic was statistically significant at the .01 level
or better for six of the eight mission elements. The chi-square for the technology
element was significant at the .05 level while the chi-square for the company philoso-
phy element was moderately significant at the .10 level. Statistically significant
chi-squares indicate a high level of agreement between coders on the evaluation of
each of the elements of the mission statements.

For the remainder of the analysis, the evaluations of the student coders were ag-
gregated according to a procedure used in D’Aveni and MacMillan (1990), David
(1989b), David and Cochran (1986) and Pearce and David (1987). Mission statements
were coded as containing an element if at least four of the six coders indicated that
the statement referred to that specific element.

Pearson correlation coefficients comparing the results of the computerized analysis
of the mission statements with those obtained by the panel of six MBA students are
presented in the fourth column of Table 1. As indicated by the significant and positive
correlation coefficients, the two methods of content analysis reached substantially the same
conclusions for the customer, products, geographic domain, technology, survival, self image
and public image mission elements thus validating the computerized approach. Only the
score for the company philosophy element was not significantly related between the com-
puterized and human coding methodologies. Despite additional iterations of the develop-
ment and testing process, development of a key word list which adequately represented
the intent of the company philosophy element proved elusive. The company philosophy
element was omifted from subsequent analyses due to the problems in the content analysis
of this element* The computerized content analysis approach was utilized in all subse-
quent coding of company documents.

Performance measures. Due to the desire to produce results which could be di-
rectly compared with those of Pearce and David (1987), each firm’s profit margin was
used. In addition, financial performance measures such as return on assets (ROA) and
return on equity (ROE) were included in the study. Measures for profit margin, ROA
and ROE for the years 1988, 1989 and 1990 were used to eliminate biases intro-
duced by temporary aberrations in financial performance. None of these variables were
averaged in the subsequent analysis, but were treated as multiple dependent variables
in the MANOVA analysis. Separate MANOVA analyses were independently completed
for each group of performance variables, thus permitting an examination of differences
in the results due to differences in the performance variables themselves. The details
of the MANOVA analyses will be explained in a later section.

Summary of Study Variables. Each firm in the sample was classified into one
of the following four levels of diversification according to the method described ear-
lier: single product firms, dominant product firms, related diversified firms, or unre-
lated diversified firms. The annual reports of the firms were examined via computer-
ized content analysis for the presence or absence of eight attributes associated with
mission statements. These attributes or elements included: customers, products, geo-




Tahle 2: INTER-ITEM CORRELATIONS FOR STU/DY VARIABLES

VARIABLE CUST PROD GEO _TECH SURV SEIF PUB EMP _ DIV PM88 PM89 PM90 ROARR ROAS9 ROA90 ROFRR ROE89 ROFE90
Mission Variable:
Customer 1.0000
Product .6864 [1.0000
LE L]
Geo. .5132 |.6251 |1.0000
Domain il hehahd
Technolgy |.7271 |.6225 | .7317 |1.0000
(11 LE L] (LX)
Survival, 5519 |.3605 | .3281 |.4051 |1.0000
G!QWth L L] L L L] (2 1) LR 2]
Self-Image  [.5900 |.6489 | .6206 |.7346 |.5736 | 1.0004
L L] LEE] LT X LE L] LEE]
Public 2205 | 28221 .1982 [.0711 [.4148 |.4191 |1.0000
l@gc * ‘L- » “ars EE N ]
Employees [ .2766 | .2073| .2510 | .0735 |.2651 2743 | .1653] 1.0000
s E L *® L]
Level of |.0335 .07b9 1303 | .3658 |.1194 |.2308 | .0550| .2392] 1.0000
iversificatio. kil hhahd b
{Performance Variahes:
Profit Margin [-.0203 | -.0541] .0146 |.2796 |-.0549 |-.0277 -.0443] .0120} -.0236|1.0000
1988 habel
Profit Margin |-.0457 | -.0992 .0007 |.2511 |-.0452 {-.0508 | -.0366 -.0008| -.01051.9333 {1.0000
1989 & sk
Profit Margin [-.0148 | -.0715] .0158 |.2845 |-.0270 -0267]-.0194] .0011| -.0069 | .9208 | .9554 |1.0000
1990 hhhd ™ “an
ROA 1988 |-.0868]-.0081] 0559 [-.0829]1.0257 |-.0302] .1187] .0299] .0924{-0683 | -0354 0102 }1.0000
ROA 1989 -.1169-.0743] -.0319 [-.1371 I-.0169 |-.0630] .1189] .0083| .0181 |-.0691 |-.0354 [-.0213 | .8627 1.0000
ahe
ROA 1990 |-.0625!..0476| -.1309 |-.1825 |-.0542 |(-.0608( .0271| -.0318| .0015 [-.1283 |-.1439 |-.1475 4390 | .5027 | 1.0000
L] * [k X L]
ROE 1988 0813 | .0928] -.0003 |-.2800 | .0172 |-.1094 |-.0235] -.0223| -.1469|-.0784 |-.0606 | -.0323 0675 -.0226 | .0945 | 1.0000
e L3
ROE 1989  [-.0915]-.0446]|-.0071 }1654 }.0341 [-.0176| .0902| .1166| -.0060|-.0337 .0301 | .0417] .2728| .1586 | .1303 | -.1311 | 1.0000
Ll o
ROE 1990 |-.0379| .0209] .0008 |-.0930 {-.0343 |.0192|-.0892| .1263| .0585] .0150 .0158 | .0095 | .3704 | .1834 | .3732 | -.0721 | .38001.0000
AR il L L R

* p<.10, ** p<.05, *** p< .01

* For mission variables, a mean vi

1=single-product firm, 2=dominant product firm, 3=related diversification, 4=unrelated diversification.

alue of 1.00 indicates that all firms included this element in their mission statements. Level of diversification was coded as

891

sa1821p.43§ ssauisng fo ppunof

T'ON ‘IT oA



Fall 1994 Mottis: Content & Firm Diversification 169

graphic domain, technology, concern for survival, self-concept, public image and em-
ployees. Finally, to permit the examination of the relationship of mission statement
components to financial performance, profit margins, ROAs and ROEs for three years
were included in the data set. The means, standard deviations and inter-correlation
matrix are provided as Table 2.

Discussion of Findings

Analysis of variance was used to determine if there were differences in the mix
of elements included in the mission statements of firms following different diversifi-
cation strategies, thus addressing the issues presented in the first research question.
Means and standard deviations for each mission element are shown for the four levels
of diversification (single, dominant, related and unrelated) in Table 3. A series of
one-way analyses of variances were run to determine if significant differences existed
in the inclusion of each of the mission elements by level of diversification. Signifi-
cant differences (at the .05 level or better) between the four levels of diversification
were found for the customer, technology, and self-image mission elements. The con-
cern for employees mission element was marginally significant at the p < .10 level.
No significant difference was observed in the other four mission elements.

Table 3
Means, Standard Deviations and Sample Size
For Firm by Level of Diversification

Single Dominant Related Unrelated
Product Product Diversified Diversified
Mission Element | Firms Firms Firms Firms
Customers .8462° 7500 6944 7778
(.4249) (.4376) (.4672) (.4278)
Products .8974 .8333 .8889 9444
(-3268) (.3766) (.3187) (:2357)
Geographic 8305 8125 8056 9444
Domain (.3888) (.3944) (.4014) (.2357)
Technology 3077 2500 4444 6111
(.4676) (-4376) (.5040) (.5016)
Survival, Growth | .7692 8333 7500 8889
& Profitability (.4268) (.3766) (.4392) (.3234)
Self-Image 9231 .8958 9167 9444
(.2700) (.3087) (.2803) (.2357)
Public Image .6154 .7083 4722 6667
(-4929) (.4593) (.5063) (.4851)
Employees 4615 3958 5278 6667
(.5050) (.4942) (.5063) (.4851)
n 39 48 36 18

* Mean values and standard diviations in parenthesis. A mean of 1.000 indicates that all
firms in the cell included this element in their mission statements
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When significant differences in the inclusion of the mission elements by level of
diversification were indicated in the one-way analysis of variance, the Scheffe mul-
tiple comparison test was run to pinpoint the differences between groups. Of the
multiple comparison tests, the Scheffe method provides for the most conservative com-
parison of means (Keppel, 1982). This analysis was performed to address the issues
presented by the second research question which sought an explanation of how the
mission statements of more diversified firms differed from those of less diversified
firms.

Customers. For the customers mission element, the Scheffé test indicated that the
mean rate of inclusion for the related diversification firms was significantly different
(at p < .05) from the means for the single-product and unrelated diversification firms.
Both the single-product and unrelated diversification firms were more likely to include
a discussion of the firm’s target customers than the firms following a related diversi-
fication strategy. The finding for single-product firms is not surprising. One would
expect that because single product firms are obtaining the largest percentage of their
revenues from a single product/market activity, specification of target customers would
be an important part of defining the strategic focus for single-product firms. How-
ever, the finding that unrelated diversified firms were more likely to include a discus-
sion of farget customers in their missions than firms following a related diversifica-
tion strategy is somewhat counter-intuitive. One might expect that the more diversi-
fied a firm becomes and the more unrelated the diversification, the more difficult it
would become to define exactly who the customers of the firm are. For firms fol-
lowing an unrelated diversification strategy, specification of target customers may be
a means for effectively elaborating the various business interests of the firms. Rather
than serving as a unifying element of the mission, unrelated diversified firms may use
descriptions of the firms target customers to describe the diversity of its mission.

Products or Services. No statistical difference was found in the rate of inclusion
of a statement of products or services in the missions of firms at different levels of
diversification. In fact, at least half of the firms in each diversification category in-
cluded this component in their missions. The mean for the unrelated diversification
firms was greater than the mean for any other level of diversification but not signifi-
cantly so. These findings support Pearce’s claim that description of the company’s
basic products or services is an indispensable component of the mission statement
(Pearce, 1982: 17). The significance of the products element for all firms is also
demonstrated by the importance of the products a firm makes to its corporate identity
with outsiders such as investors and competitors.

Geographic Domain. Specification of a firm’s geographic domain in the mission
statement was also expected to differ at different levels of diversification, with unre-
lated diversification firms less likely to include a description of their target geographic
markets. As the firm becomes more diversified, different geographic domains may
apply to each of the firm’s different product/market divisions. As the number of dif-
ferent geographic domains served by the various divisions of a firm increased, the
expectation was that the firm would be less likely to include this element in its mis-
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sion statement due to the complexities it posed. However, no significant difference
was observed in the geographic domain means between diversification levels. In fact,
firms at all levels of diversification were more likely to include a description of geo-
graphic domain in their mission statements than other mission elements such as tech-
nology, public image and employees. This may be due in part to the increased em-
phasis on international business in the 1990°s. Firms that were doing business inter-
nationally may have felt it beneficial to identify their geographic markets.

Technology. Inclusion of the technology element was expected to vary with
different levels of diversification. More diversified firms were expected to have dif-
ficulties in describing the various technologies utilized, especially as they began to
diversify in unrelated areas. The Scheffé results indicate just the opposite. No sig-
nificant difference was observed in the mean rate of inclusion of the technology com-
ponent for the single-product, dominant product or related diversification firms. The
rate of inclusion of the technology element in unrelated diversification firms was sig-
nificantly greater than for all other levels of diversification. As found in Pearce and
David (1987), the technology element was less frequently included in the mission state-
ments than the other mission elements. However, the tendency of unrelated diversifi-
cation firms in this sample to more frequently include the technology element than
firms with lower levels of diversification contradicts the rationale given in Pearce and
David (1987). Responses to their follow-up questions indicated that many firms did
not incorporate the technology element in their missions due to the impossibility of
describing the diverse technologies on which the firm’s multiple products depended.
A possible explanation may be that in seeking to provide a sense of unified purpose,
firms following an unrelated diversification strategy are more likely to find the com-
mon thread through similarities in technology than through products or customers.
Thus, although classified as unrelated diversified firms using the more product-oriented
definition based on specialization ratios and related ratios, the firms may have techno-
logical processes in common and emphasize them in their missions. This makes some
sense especially in light of Pearce’s (1991) assertion that the products, geographic
domain and technology components were indispensable in describing a firm’s business
activity. If unrelated diversified firms do not have commonalties in their products or
primary markets, relationships (however slight) between the technologies of divisions
may be the only way to provide a common focal point for future strategies.

Commitment to Survival, Growth & Profitability. Since survival, growth and
profitability are mainstay goals of almost every business organization (Pearce, 1991),
the level and type of diversification were not expected to influence the inclusion or
exclusion of this element from a firm’s mission. No difference in commitment to
survival, growth and profitability was predicted for firms at different levels of diver-
sification. The results of the one-way analysis of variance supported this prediction.
All firms were equally likely to include language expressing their commitment to the
firm’s continued survival, growth and profitability in the letters to the stockholders.
Although the mean rate of inclusion for this element appears greater for unrelated
diversifications, the difference in means was not significant.
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Self-image. A firm’s self-image reflects a self-assessment of competitive strengths
and weaknesses. The ability of a firm to perform a realistic self-diagnosis is crucial
to firm success regardless of its complexity due to diversification. However, signifi-
cant differences were observed between firms at different levels of diversification when
referring to the self-image mission element. The Scheffé test indicated a significant
difference in the mean rate of inclusion of the element between the unrelated diversi-
fication firms and the dominant product or related diversification firms. The mean
for the single-product firms was not significantly different from those of firms em-
ploying different diversification strategies.

Firms following an unrelated diversification strategy were more likely to include
statements identifying their competitive strengths and weaknesses (their self-image) than
firms following either related diversification or dominant-product strategies. One pos-
sible explanation for this seemingly contradictory finding may be that unrelated diver-
sified firms may be trying to compensate for the supposed disadvantages of the
“unrelatedness” of their businesses by explicitly stating and drawing attention to their
competitive strengths. Current trends toward related diversification as a superior strat-
egy tend to support this explanation.

Public image. The public image mission element addresses the qualities which
are attributed to the firm by customers, suppliers, creditors and other external entities.
Inclusion of a firm’s desired public image in its mission provides outsiders with a
statement of the firm’s future intentions to remain true to those qualities the public
has come to associate with the firm. It was expected that all firms would express
their desired public image in their mission statements and that this expression would
not differ with regard to the level of diversification.  This prediction was supported
by the one-way analysis of variance. No significant difference in the rate of inclu-
sion of the public image element was observed for the different levels of diversifica-
tion.

Although all firms were equally likely to include this element, concern for pub-
lic image was included less frequently than many of the other mission elements. Only
24% of the 141 firms in this study included this element in their mission statements
while 87% of Pearce and David’s (1987) firms expressed their desired public image.
The smaller percentage of firms including public image in this study may be due to
differences in environmental stresses encountered by the firms at the time the samples
were collected for this study and the Pearce and David (1987) study. During times
when corporate legitimacy and responsibility is challenged by outsiders, firms may be
compelled to include more public image verbiage to reemphasize or stress the firm’s
beneficial aspects.

Concern for Employees. The concern for employees mission element recognizes
the employees of the firm as valuable assets instrumental to achievement of organiza-
tional goals. This recognition appears to be equally important to all firms whether
they are single-product or diversified firms. This prediction was not supported by the
results of the one-way analysis of variance or the Scheffé multiple comparisons pro-
cedure. Firms that followed an unrelated diversification strategy were more likely to
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include a discussion of the importance of employees than single-product firms. Only
5% of the single-product firms included a discussion of employees while almost 28%
of the unrelated diversification firms discussed the importance of employees to firm
goal attainment. The inclusion percentages appear to be the reverse of what one would
expect although unrelated diversification firms might view concern for employees as a
potential rallying point for unifying their diverse interests. By emphasizing a com-
mitment to value the employees and their contributions to the firm, the unrelated di-
versification firm may be trying to motivate and inspire employees to achieve corpo-
rate goals.

In addressing the third research question, multivariate analysis of variance
(MANOVA) was used to examine the relationship of the mission statement elements
to level of diversification and firm financial performance. MANOVA is used to as-
sess the statistical significance of differences between groups across multiple depen-
dent variables simultaneously. MANOVA provides better statistical control over the
experiment-wide error rate than use of separate univariate ANOVAs as well as a more
powerful examination of differences in group means of the multiple dependent vari-
ables (Hair, Anderson, Tatham & Black, 1992).

Three separate dependent variables sets were evaluated in separate MANOVAs:
profit margins for 1988-1990, ROAs for 1988-1990 and ROEs for 1988-1990.° A series
of MANOVAs were run using one of the performance variable sets as the dependent
variables and each mission statement element and the four levels of diversification as
the independent variables. This resulted in a 2 x 4 design for each mission element:
the mission element was included or not included in the firm’s letter to shareholders
and the firm was either a single-product, dominant-product, related diversified or un-
related diversified firm. Since a requirement of MANOVA is that the dependent vari-
ables included in the analysis be correlated, the appropriateness of the multivariate
technique was tested by Bartlett’s test of sphericity (Cooley & Lohnes, 1971). The
test was significant at p < .001 for all three performance variable sets thus indicating
that MANOVA is appropriate for analyzing the data.

Although all of the eight cells in the research design contained firms, the Ns in
the cells were unequal. As a result, a QR approach was used in the MANOVA model.
The QR approach is used in unbalanced MANOVA designs to eliminate the confound-
ing influence of other factors when testing each effect. The QR approach in SPSS-X
estimates parameters using Householder transformations to effect an orthogonal decom-
position of the design matrix.

Table 4 shows the results of the MANOVAs of the three performance measure
vectors by each of the eight mission elements and the level of diversification. Sig-
nificant interactions between the mission element (m) and level of diversification (d)
(interaction represented by m x d), were observed for the customer, geographic do-
main, survival, self-image and public image mission elements. No significant interac-
tions or main effects were observed for the products and employees mission elements.
A significant overall main effect was found for the technology mission element. The
presence of significant interaction terms indicate that for at least some of the mission



Table 4

F-Ratio and Level of Significance for Manova Main Effects and Interaction Terms (1)

Examination of Differences in the Relationship of Mission Element Inclusion to Financial Performance

Source of Variation Customers
Performance Variables
MISSION ELEMENT (m)
Profit Margin 1988-1990 5.29221%**
ROA 1988-1990 2.39621*
ROE 1988-1950 2.70647*
LEVEL of
DIVERSIFICATION (d)
Profit Margin 1.97751**
ROA 1988-1990 2.16938**
ROE 1988-1990 1.62905*
m x d INTERACTION
Profit Margin 1988-1990 2.82035%**
ROA 1988-1990 2.60669***
ROE 1988-1990 1.35020
df 3,128
Significance levels denoted as:
* p<.10
** p<.05
**+* p<.01

(1) Each column of the table represents a separate MANOVA analysis with dependent variables of three years of the performance variables. (Profit margin, ROA,
ROE). Independent variables were the mission element (either present or absent) and the level of diversification (single-product, dominant product, related

diversification, unrelated diversification).

Products

1.14176
.26915
.35680

74927
37145
.84528

1.19006
.46084
.50447

3,128

Geographic
Domain

1.78432
.60946
.09198

1.83181*
78105
44891

1.75882*
.66896
25336

3,128

Technology

2.26839*
.25399
1.98698

.50844
32322
1.15559

41453
74691
74340

3,128

Survival,
Growth &
Profitabiltiy

1.55455
1.32416
1.65725

2.43930%**
1.98761**
65576

2.10264**
2.14997>*
64144

3,128

Self-
Image

1.65435
05014
48705

2.29522**
.70893
23299

3.25708***
.64045
26752

3,128

Public
Image

.18609
.54165
1.60490

1.09792
1.14157
1.34852

1.24155
1.96014**
1.32177

3,128

Employees

1.49415
16377
40806

1.04507
49104
1.43201

41319
89370
1.285%4

3,128
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elements, the inclusion or exclusion of the element in the mission was contingent upon
the firm’s level of diversification and financial performance. This finding lends
support to the argument against universal mission content regardless of strategic con-
text.

The nature of the interactions may be interpreted through multivariate tests of
simple effects (Bray & Maxwell, 1990). A second set of MANOVAs was conducted
for the five mission elements with significant interaction terms. In these MANOVAs,
the dependent variables were again the three measures of profit margin 1988-1990,
ROA 1988-1990 or ROE 1988-1990. The independent variable was the mission ele-
ment to be analyzed (either included or excluded). An independent MANOVA was
conducted for each level of diversification. The univariate and multivariate results of
these analyses are summarized in Tables 5 through 7.

By conducting an independent MANOVA of each mission element by each level
of diversification, the mission element effects can be analyzed and interpreted in the
context of the interactive effects of the level of diversification factor.

For the customer mission ¢lement, significant multivariate effects are observed for
single-product and unrelated diversified firms when profit margin or ROA was used
as the dependent variables (Table 5). No significant multivariate or univariate re-
sults were observed for dominant product. A significant univariate result was observed
for related diversified firms when the ROA for 1988 was the dependent variable. With
this exception, for firms following a dominant product or related diversification strat-
egy, the inclusion or exclusion of the customer element in the firm’s mission did not
have an effect on the firm’s financial performance.

An examination of the univariate F-ratios for single-product firms reveals that while
the inclusion of the customer element has a significant effect on the multivariate profit
margin measure, no significant difference is observed for the univariate profit margin
measures. The profit margin means for each year are not significantly different be-
tween single-product firms that included or did not include the customer element in
their mission. When ROA is considered, single-product firms including the customer
element in their missions earned a significantly higher ROA in 1988 than firms who
did not discuss customers in their mission.  Single-product firms that included the
customer element in their missions earned an average ROA of 3.7% in 1988 (STD
DEV=.069) as compared to an average ROA of -8.5% (STD DEV=.320) for
single-product firms that did not mention their customers. No statistical difference was
observed in the ROAs for 1989 and 1990 of single-product firms regardless of whether
the customer element was included. Although focus on customers seems consistent
with superior financial performance, it is difficult to determine a specific explanation
for the 1988 results without additional information regarding economic and other en-
vironmental conditions of that time period. An increased customer orientation for
single-product firms in this sample appears to have been favored by industry and gen-
eral environmental conditions prevalent in 1988.

For related diversified firms in 1988, a moderately significant F-ratio was observed
for the relationship between inclusion of the customer element and firm performance



Table 5
Summary of Importance of Customer Mission Element
Multivariate and Univariate Analysis of Variance,
Means and Standard Deviations

By Level of Diversification

Single Dominant Related Unrelated
Product Firms Product Firms Diversified Firms Diversified Firms
F-Ratio F-Ratio F-Ratio F-Ratio
& Customers & Customers & Customer & Customer
Performance | Signif. Not Customer Signif. Not Customer| Signif. Not Customer Signif. Not Customer
Variables Levels Included Included| Levels Included Included Levles Included Included|] Levels Inlcuded Included
Multivariate |2.86067 1.08384 1.61867 1.28409
Profit Margin:| p < .051 p< .366 p<.206 p<.011
Profit Margin | .60051| .444* 382 1.13344 | .409 470 26268 | .407 373 1 10.52398 | .649 320
1988: p< .443 | (.141) (.187) p<.293 | (.200) (.162) p<.612 | (.125) | (200) | p<.005 | (.041) | (.197)
Profit Margin | 1.46827 { .478 378 1.90963 | .379 457 04912 | 414 398 | 10.18811] .631 312
1989: p<.982 | (.229) (.178) p<.174 | (.165) (.168) p<.826 | (.124) | (.226) | p<.006 | (.069) | (.192)
Profit Margin | .000051] .380 382 1.42471 1 .385 456 .00146 396 399 1 7.88715 | .605 313
1990: p<.982 | (.178) (.192) p<.239 | (.174) (.180) p<.970 | (.134) | (.228) | p<.013 | (.099) | (.197)
n 6 32 12 35 11 23 4 13
Multivariate |3.88500 1.66522 1.69950 2.53839
ROA: p<.017 p<.188 p<.193 p<.099
ROA 1988: 4.21935 | -.085 037 03628 057 .049 3.60116 | .029 .064 | 8.66912 .061 -.023
p<.047 |(.320) (.069) | p< .850 (.060) (.131) p<.066 | (.042) | (.054)| p<.010 | (.051) | (.046)
ROA 1989: 79237 | 012 .048 51170 .040 .069 2.04994 | .034 .063 | 5.10688 060 | -.033
p<.379 | (.186) (.064) | p<.478 (.067) (.135) | p<.161 (.037) | (063)| p<.038 | (.054) | (.010)
ROA 1990: 34599 | .065 .047 53424 .063 .048 27409 .040 .051 | 4.17416 .064 .010
p<.560 | (.057) (.057) | p< 469 (.073) (.053) | p<.604 | (.040) | (.065)| p<.058 | (052) | (.008)
n 6 33 12 36 11 25 4 14

* Mean for the performance variable. Standard deviation given in parenthesis
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Table 6
Summary of Importance of Geographic Domain Mission Element,
Multivariate and Univariate Analysis of Variance,
Means and Standard Deviations
By Level of Diversification

Single Dominant Related Unrelated
Product Firms Product Firms Diversified Firms Diversified Firms
F-Ratio F-Ratio F-Ratio F-Ratio
& Domain & Domain & Domain| & Domain

Performance | Signif. Not |Domain | Signif. Not Domain Signif. | Not | Domain| Signif. Not | Domain
Variables Levels | Included}Included | Levels | Included| Included Levels |Included] Included| Levels | Included] Included
Multivariate: | 2.42461 91227 .99300 2.32635

p< .083 p< .443 p< .409 p<.132
Profit Margin| 2.06452| .479* | .372 1.20388 398 468 15814 .409 378 | 1.81241 .682 379
1988: p<.159} (.103) | (.189) |p<.278 (.174) (.171) p<.694 | (.135) | (.189) |[p<.198 | (.000) (.218)
Profit Margin| 5.09715]1 .531 363 1.24144 | .381 .450 1.17779 | .475 385 11.09731 .610 374
1989: p<.030 | (.163) |(.180) |p<.271 | (.189) (.164) p<.286 | (.189) | ((198) |p<.311 | (.000) (.218)
Profit Margin| 1.94788| .470 | .362 1.90211 | .364 455 1.29766 | .474 378 .82968 575 370
1990: p<.171| (.100) |(.198) |p<.175 | (.205) (171) p<.263| (.193) | (200) | p<.377 | (.000) (:218)

n 7 31 9 38 7 27 1 16

* Mean for the performance variable. Standard Deviations given in parenthesis.
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Table 7
Summary of Importance of Survival, Growth & Profitability Mission Element
Multivariate and Univariate Analysis of Variance
Means and Standard Deviations

By Level of Diversification

Single Dominant Related Unrelated
Product Firms Product Firms Diversified Firms_ Diversified Firms
F-Ratio F-Ratio F-Ratio F-Ratio
& Survival & Survival & Survival & Survival
Performance | Signif. Not | Survival| Signif. Not Survival Signif. Not | Survival | Signif. Not |Survival
Variables Levels | Included| Included| Levels [Included | Included Levels | Included| Included | Levels |Included |Included
Multivariate |2.11242 1.29282 2.21869 05513
Profit Margin:| p< .117 p<.289 p<.106 p< .982
Profit Margin | .21006 | .368* 399 30281 | .485 448 .03431] 375 .388 .40143 .445 371
1988: p<.649 [(.202) | (.176) p<.585 | (.220) (.164) p<.854|(.163) | (.186) |p<.536 { (.221) | (.231)
Profit Margin | .26631 | .422 .385 01410 | .443 436 .80800| .454 385 .16839 418 37
1989: p<.609 [(.246) |(.170) p<.960 | (.182) (.169) p<.375](213) |(192) |p<.687 | (.201) | (.236)
Profit Margin | .10298 | .364 387 06151 | .423 441 .84349 | .451 379 .10661 406 .369
1990: p<.750 |(.211) [(.184) p<.805 | (.176) (.182) p<.365] (211) | (.197) | p<.749 | (196) [(.236)
! 9 29 8 39 9 25 6 i1
Multivariate |[3.00218 2.41633 .17944 2.13474
ROA: p<.043 p<.079 p< .910 p<.142
ROA1988: | 4.36692| -.063 043 7.42820 147 032 25584 | .061 051 00285 | .045 .043
p<.044 | (.247) [(.078) p< .009 (.226) (.071) p<.616 | (.057) 1(.052) |p<.958 | (.049) [ (.063)
ROA 1989: |1.59028 | .009 052 4.84651 .145 045 .24980 1 .062 051 .00088 045 046
p<.215 | (.(129) |(.076) p<.033 | (.271) (.054) p<.620](.059) | (.057) [p<.977 | (.049) | (.056)
ROA 1990: |2.33962 | .019 059 13305 .059 .051 .00420 | .049 047 .89048 .020 056
p<.135 1 (.075) ](.066) p<.717 | (.082) (.053) p<.949] (.076) | (.053) |p<.359 | (.028) |(.052)
n 9 30 8 40 9 27 6 11

*Mean for the performance variable. Standard deviation given in parenthesis.
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as measured by ROA. The mean return on assets for related diversified firms includ-
ing the customer element in their annual report was significantly higher than for firms
who did not discuss customers. This mirrors the relationship that was found for
single-product firms in 1988. Once again it is difficult to provide an explanation for
the importance of the customer element to firm performance in 1988 as opposed to
other years.

For unrelated diversified firms significant F-ratios are observed for the multivari-
ate profit margin and ROA measures as well as for each annual profit margin or ROA.
In each of the three years included in this analysis, the mean profit margin (or ROA)
for unrelated diversified firms including the customer element in their mission is sig-
nificantly different from unrelated diversified firms that did not discuss customers in
their mission. Unrelated diversified firms that did not explicitly identify their customers
in their missions had a higher average profit margin and ROA than unrelated diversi-
fied firms that included a discussion of customers. These findings have an intuitive
appeal due to the unrelatedness of the businesses of the firms in this segment of the
sample. Customers of a firm’s unrelated divisions may be as unrelated as the divi-
sions themselves, thus describing who the firm’s customers are may not be effective
in providing a unifying vision and strategic focus. Dwelling on the firm’s customers
may distract the unrelated diversified firm from more important strategic issues. Ad-
ditional research incorporating a larger sample of unrelated diversified firms will be
needed to further elaborate the relationship between firm performance and inclusion
of the customer element in the mission.

For the geographic domain mission element (Table 6), no significant multivariate
or univariate difference in financial performance was observed for firms following a
dominant-product, related diversified or unrelated diversified strategy. Discussion of
the firm’s geographic markets was unrelated to firm performance for firms following
anything but a single-product diversification strategy.  Significant multivariate and
univariate results were obtained for single-product firms. In 1989, single-product firms
that included explicit references to the firm’s markets in their mission experienced lower
profit margins (on average) than firms following the single-product strategy that had
omitted an elaboration of geographic markets. A focus on the firm’s geographic
markets may have come at the expense of more strategically important mission ele-
ments in identifying the firm’s strategic direction. Specification of the firm’s primary
markets in the mission may reflect recent market expansions which may result in
negative pressures on the firm’s profit margin, thus providing a possible explanation
for the lower average profit margins for single-product firms including the geographic
domain component in their missions. This effect may be more pronounced in single
product firms than for any of the other three categories of firm diversification. Be-
cause the content analysis procedure only measured whether the mission included or
excluded the firm’s target markets in the mission and not whether the market was
appropriate given competitive conditions, another possible reason for the relative poor
performance of single-product firms may be due to markets that are too restrictive or
narrowly defined.
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Although the omnibus F-test for the survival, growth and profitability element
(Table 7) indicated the relationship of this element with financial performance was
contingent on the level of diversification, no significant multivariate or univariate re-
sults were obtained in the secondary MANOVAs when profit margin was considered.
Only the multivariate F-ratio for firms following a related diversification strategy was
marginally significant (p < .106). No further explanation or interpretation of the ini-
tial significant F-ratio is possible given the results of the secondary analysis. When
ROA is considered, significant multivariate and univariate F-ratios were observed for
single-product and dominant product firms. Single-product firms that included language
regarding their concern for survival, growth and profitability earned a higher rate of
return on assets in 1988 than single-product firms that did not include this element.
The opposite was observed for dominant product firms. In 1988 and 1989, dominant
product firms that did not include the survival, growth and profitability element in their
annual reports earned a higher rate of return on assets than firms including this ele-
ment. The results for dominant product firms may be explained in part by the pre-
vailing assumption that economic goals guide the strategic direction of almost every
viable business firm and therefore need not be explicitly stated (Pearce, 1982). Firms
that were performing well may not have felt it necessary to address economic issues
in their annual reports. On the other hand, firms that were performing poorly may
have devoted more of their texts to provide a rationale for their performance or to set
out goals for future improvement. The opposite relationships observed in single-product
and dominant product firms may be partially due to the small cell sizes in the catego-
ries for firms that did not include this element in their annual reports. Further re-
search will be necessary to improve our understanding of this relationship.

Table 8 shows the results of the multivariate and univariate analyses for the
self-image mission element. Significant multivariate and univariate results were found
for single-product and dominant product firms. The inclusion or exclusion of the firm’s
self-image in the missions of related and unrelated diversified firms did not influence
financial performance as shown by the lack of significant univariate or multivariate
F-ratios for firms following diversification strategies. In 1989, single-product firms
that omitted the seclf-image element from their mission yielded higher profit margins
(on average) than single-product firms that included the self-image element. Since the
self-image component addresses the firm’s concept of its strengths and weaknesses,
this finding appears to be contrary to expectations. Because annual reports are pub-
licly available, inclusion of a firm’s competitive strengths may prove advantageous to
competitors formulating preemptive or retaliatory competitive strategies. Public dis-
closure of competitive strengths may be particularly harmful to firms following a
single-product strategy. These findings should not be interpreted to suggest that
single-product firms should not undergo strategic diagnosis to determine their competi-
tive strengths, but to suggest that public disclosure of the results of such a diagnosis
may have damaging effects on firm financial performance.

For dominant product firms, significant multivariate and univariate F-ratios reveal
an opposite relationship between firm performance and disclosure of firm self-image.
For all three years (1988-1990), dominant product firms that included a discussion of



Summary of Importance of Self-Image Mission Element

Table 8

Multivariate and Univariate Analysis of Variance
Means and Standard Deviations
By Level of Diversification

Single Dominant Related Unrelated
Product Firms Product Firms Diversified Firms Diversified Firms
F-Ratio| Self- F-Ratio | Self- F-Ratio| Self- F-Ratio | Self-
& Image | Self- & Image Self- & Image | Self- & Image | Self-
Performance | Signif. Not | Image | Signif. Not Image Signif. | Not Image Signif. Not |Image
| Variables Levels | Included] Included] Levels |Included | Included | Levels |Included|Included] Ievels | Included| Included
Multivariate |4.12897 3.07093 63898 48405
p<.013 p<.038 p< .596 p<.699
Profit Margin | 1.14531 | .498° | .383 | 8.90339| .254 479 1.41912 .501 | .373 | 1.43056 | .653 381
1988: p<.292 |(.075) |(.184) | p<.005] (.074) (.165) p<.242 | (217) | (174) |p<.250 | (.000) |[(.221)
Profit Margin | 5.04078 | .615 375 9.41640| .235 461 | 79089 .500 | .394 1.21400 | .620 373
[ 1989: p<.031[(194) | (.177) | p<.004] (.094) | (.160) p<.380 | (.206) | (.197) [p<.288 | (.000) |(.218)
Profit Margin | .94620 | .483 373 9.32067| .225 463 91203 | .503 | .388 1.20523 | .612 .368
1990: p<.337 |(.071) [(.193) | p<.004]| (.088) | (.171) p<.347 | (.218) 1(199) |p<.290 (.000) |(.216)
n 3 35 5 42 3 31 1 16

*Mean for the performance variable. Standard deviation given in parenthesis.
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the self-image component in their missions had higher (on average) profit margins than
dominant product firms that did not include the self-image element. Although this
finding is more in tune with expectations, the conflict with the findings for
single-product firms is indeed puzzling. Dominant product firms that had explicitly
discussed their competitive strengths in their missions earned higher profit margins than
firms that did not. Why is such a dramatic difference observed between dominant
product and single-product firms? Before becoming alarmed by these inconsistencies,
additional research will be necessary to affirm that these differences truly exist.

A significant interaction term was observed for the public image element when
ROA was used as the performance measure. As Table 9 shows, the significant mul-
tivariate and univariate results for dominant product firms are the source of the sig-
nificant interaction.

Although the difference is only marginally significant, firms following a dominant
product strategy earned a higher rate of return on assets in 1988 when public image
was not included in their annual reports than did firms that included this element.
While firms are often concerned about their public image in the absence of expressed
public concern, a negative public image often prompts firms to articulate their ben-
eficial aspects in public communications such as annual reports (Pearce, 1982). By
this reasoning, firms that included public image in their mission statements may have
been responding to negative public opinion which may have also negatively influenced
their financial performance. A positive public image would be particularly important
to dominant and single-product firms due to their concentration on a narrow business
scope. No significant multivariate or univariate differences were observed in the ROAs
of single-product, related diversified or unrelated diversified firms with regard to the
inclusion of the public image element.

Since the interaction term for the technology mission element was insignificant,
the significant main effect can be interpreted directly. Thus, the results show that
financial performance is influenced by the inclusion or exclusion of the technology
component regardless of the level of diversification. Profit margin means and stan-
dard deviations for firms that included the technology element in their missions ver-
sus those that did not include a discussion of technology are provided as Table 10.

Contrasts comparing the profit margin means resulted in significant differences (p
< .05) between the univariate means for all levels of the diversification factor. At
all levels of diversification, firms that did not include the technology element in their
missions enjoyed higher profit margins than firms that included a description of their
core technologies in their missions.

Because company spokespersons attributed the omission of the technology com-
ponent to difficulties in “succinctly describing the many technologies on which their
multiple products depended,” Pearce and David concluded that the technology com-
ponent was “far more relevant to smaller, more narrowly focused businesses” (Pearce
& David, 1987; p. 111). This rationale was not supported by the MANOVA results.



Table 9

Multivariate and Univariate Analysis of Variance,
Means and Standard Deviations
By Level of Diversification

Summary of Importance of Public Image Mission Element

Single Dominant Related Unrelated
Product Firms Product Firms Diversified Firms Diversified Firms
F-Ratio| Public F-Ratio | Public F-Ratio| Public F-Ratio | Public
& Image | Public & Image Public & Image | Public & Image | Public
Performance { Signif. Not |Image Signif. Not Image Signif. Not | Image Signif. Not | Image
Variables Levels |Included|Included| Levels |Included | Included Levels {Included|Included| Levels |Included | Included
Multivariate | 1.18996 2.63989 1.43468 .17849
ROA: p<.328 p< .061 p<.251 p< .909
ROA 1988: | 1.62690| -017*| .041 3.77858 | .101 .031 94201 | .045 | .062 49674 028 .050
p<.210 | (.216) ] (.050) | p<.058 | (.176) (.176) p<.339} (.053){(.053) |p<.617 (.052) | (.065)
ROA 1989: 25615 .033 048 1.54626 | .096 .048 1.74799] .042 | .067 .25988 .037 051
p<.616 | (.127) | (.061) | p<.220 | (.209) (.057) p<.195] (.061)[(.051) |p<.617 (.059) | (.054)
ROA 1990: | .02273 .047 .051 2.36571] .032 .060 01000 [ .047 | .063 37047 .042 .058
p<.881 | (.094) ] (.051) | p<.131 | (051) (.059) p<.921 | (.063) [(.055) }p<.551 (.060) | (.048)
n 6 32 12 35 11 23 4 13

*Mean for the performance variable. Standard deviation given in parenthesis.
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Table 10
Profit Margin Means and Standard Deviations
By Inclusion or Exclusion of Technology
And By Level of Diversification

‘Technology T'echnology
Not Included Included
Level of Standard Standard
Diversification Mean | Deviation n Mean Deviation n
Single-Product 413 .183 339 169
422 .188 27 325 175 11
At .189 310 172
Dominant A73 .166 402 186
Product 457 162 35 378 183 12
462 174 367 185
Related 436 173 320 .168
Diversified 469 190 19 321 179 15
465 192 314 182
Unrelated 445 221 371 231
Diversified 418 201 o 371 236 11
406 .196 369 236

*Profit margin means for 1988, 1989 and 1990. Standard deviations for 1988, 1989 and
1990. All means are significantly different at the p< .05 level.

Rapidly changing technologies may provide an explanation for the lower average
profit margins of firms that included the technology component in their missions. By
not tying the firm’s future strategies to a specific technology that may become obso-
lete, firms that did not emphasize the technology component may be more flexible in
adapting to future changes. It would be interesting to study whether this finding is
more pronounced in the latter 1980°s and early 1990’s than at other times in history
when technology was not changing as rapidly.

In summary, this exploratory study of 141 Fortune 500 firms yields a different
picture of the relationship of firm mission content to firm financial performance than
shown in the Pearce and David (1987) study. The results show that the firm’s level
of diversification does influence the magnitude and direction of the relationship be-
tween financial performance and mission content for some mission elements. Signifi-
cant mission element by level of diversification interactions were observed for the
customer, geographic domain, self-image, public image and survival mission elements
thus providing support for a new model of the “ideal” mission statement which stresses
the importance of strategic context in determining which of the mission elements are
essential for inclusion. Differences in the findings of this study and those of earlier
studies may be due to the use of a multiple measure of financial performance in the
current study as opposed to the single measure used in Pearce and David (1987). As
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explained earlier, the differences could also be due to differences in the environmen-
tal pressures encountered by firms at different time periods of data collection.

Some of the cautions expressed by Pearce and David (1987) bear repeating here.
Financial performance is affected by many variables besides those examined in these
studies of mission statement components. Their findings and the present findings are
not meant to suggest that improvements in financial performance could be obtained
by simply including or excluding certain elements from a firm’s mission statement.
As Pearce and David (1987) pointed out, firms can have comprehensive mission state-
ments and still experience poor sales and profits due to some other reasons. The find-
ings of the current study and those of Pearce and David are important in demonstrat-
ing the relationships between mission statement content and financial performance and
the need for additional empirical research to further establish the strategic contexts in
which certain mission elements are more desirable.

Summary

The results of the current study demonstrate a need for a hierarchical model of
mission statements much like the strategy hierarchy. The strategic needs of
single-product, dominant product, related diversified and unrelated diversified firms
are significantly different enough to warrant mission statement models which take these
differences into account. Intuitively, the model of corporate mission statements pro-
posed by Hill and Jones (1992) and described in the literature review section of this
paper has considerable appeal. Their model parallels the defined role of corporate level
strategy nicely, utilizing a portfolio approach to the firm’s mission at the corporate
level and supplementing it with more detailed business level mission statements.
Diversified firms might follow such a model in creating their own mission statements.

The intended practical contribution of the present research was to suggest to prac-
titioners that the most effective mission statement for their firm was one which was
tailored to their unique strategic situation. There is no magic check-list of items that
must be contained in the mission statement to ensure firm profitability. If the mis-
sion statement is to be effective in providing a strategic direction for the firm, it must
address the unique aspects of a firm’s strategic context rather than follow a “generic”
mission statement format. Pearce and David (1987) recognized this need in their origi-
nal article, but unfortunately, their work has often been misinterpreted as providing a
blueprint for creating the “ideal” mission statement.

The exploratory results presented in this paper should provide a foundation for future
research which seeks to determine the importance of certain mission components in a variety
of different strategic contexts. Although the current research demonstrates the need to
consider the diversification strategies of firms in mission statement research, other contextual
variables such as industry characteristics,’ and a host of external environmental variables
such as economic conditions, international operations, intensity of competitive rivalry, and
others may prove important in developing better models of mission statement content.
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Endnotes

1 The views of Campbell (1989) and Klemm et al. (1991) may reflect a cultural difference
with respect to the descriptive content, purpose, and audience of mission statements as both
studies utilized samples of firms operating in the U.K. Mission statements have not been as
widely utilized in the U.K. as in the U.S. although this may be changing (Klemm et al.,1991)

2 Under FASB-14, publicly held companies are required to report disaggregated financial
information for segments considered significant to the enterprise as a whole. Significance
is determined by three 10% tests, the first of which states, that a segment is considered
significant and therefore reportable if its revenue is at least 10% of the firm's revenues from
all segments. The two other 10% tests examine percentage of operating profits and losses
accounted for by each segment and percentage of identifiable assets attributed to each
segment. The requirements of FASB-14, therefore, make it possible to use financial reports
in the classification of the level of diversification in publicly held companies. See Delancy,
Adler, Epstein & Foran (1994) for a further explanation of segment reporting requirements.

3 Disclosure of this data is a further requirement of FASB-14.

4 For a more complete description of the development, operation and validation of the
computerized content analysis program for evaluating mission statements, see Morris
(1994).

5 The performance variables were not averaged in the analysis, but were entered as a group
of three dependent variables in each MANOVA analysis. There was no mixing of
performance variables. Profit margin measures were only analyzed with other profit margin
measures and not with ROA or ROE. The MANOVAs thus examine overall group
differences that may not have been detected if each dependent variable had been used
separately (Hair et al., 1992).

6 A recent study by Subramanian & Kumar (1993) demonstrated that hospital mission

statements were more likely to include a different subset of mission elements components
than firms in the Pearce and David (1987) sample of firms in manufacturing industries.
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