Corporate Portfolio Analysis |

CorpO{ate POthqllO analys1.s (ot simply, portfolio analysis) could be defined as a set of techniques that help
strategists in taking strategic decisions with regard to individual products or businesses in a firm’s portfolio.
Itis primarily used for competitive analysis and strategic planning in multi-product and multi business firms.
They may also be used in less diversified firms, if these consist of a main business and other minor
complementary interests. The main advantages in adopting a portfolio approach in a multi-product, multi-
business firm is that resources could be targeted at the corporate level to those businesses that possess the
greatest potential for creating competitive advantage. For instance, a diversified company may decide to
divert resources from its cash-rich businesses to more prospective ones that hold promise of a faster growth,
so that the company achieves its corporate level objectives in an optimal manner. |

Corporate portfolio techniques evolved during the mid-1960s and several of these soon became quite -
popular. During the 1970s, there arose a tendency to discredit the techniques when it was realised that the
assumptions underlying them did not always hold good.* Currently, however, it is accepted that these-
. techniques are useful, not as being purely prescriptive, but as an important and decisive part of a set of

criteria—normative as well as descriptive—that assist strategists in exercising a strategic choice.

There ‘are a number of techniques that could be idered as corporate pqrtfolio lysis te.chm'ql}es. :
Among them we have the Boston Consulting Group{BCG) or product portfolis f_’ﬁf()hf)f Gene EFCCt“C’S lele‘_
cell, Hofer’s Product-Market Evolution, Directional Policy and Fhe Stra.teglc Position and Action Evaluagon
maﬁcemve retained their popularity and importance though. We will describe
he Ge io”s Nine-cell matrix as an illustration of the corporate pqrtfoho matrices.

it This corporate portfolio analysis technique is based on the pioneering efforts of the
eneral £ étric ) Company of the United States, supported by the consulting firm of McKinsey &
Cornpany. "bit 9.5 shows a typical GE nine-cell matrix, v ,
——— o : i s LT ) ’ :
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.5. General Electric nine-cell matrix ‘
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The vertical axis represents industry affrabtiveness, which.is a weighted composite rating based on eight
different factors. These factors are: market size and growth rate, industry profit margin, competitive intensity,
seasonality, cyclicality, economies of scale, technology and social, environmental, legal and human impacts.

The horizontal axis represents business strength competitive position, which is again a weighted composite
rating based on seven factors. These factors are: relative market share, profit margins, ability to compete on
price and quality, knowledge of customer and market, competitive strengths and weaknesses, technological

capability and calibre of mana‘gtement.S As canbe seen from the list of the factors, good use can be made of
the industry, competitor and SWOT analyses information for determining the weightage and rating to assign
to each factor. The industry attractiveness and business unit strength are calculated by first identifying the
criteria for each, determining the value of each parameter in the criteria and multiplying that value by a
wei ghting' factor. The result is a quantitative measure of industry attractiveness and the business. unit’s relative
performance in that industry, The two composite values for industry attra}ctivene3§ and busmes§ strength/
competitive position are plotted for each business in a coml?any’s portfolio. The pie charts (or circles) not
shown in the exhibit denote the proportional size of the industry and the dark segments represent the

! re. -
co?}iaenrinsencl:lrllﬁf? 311 GE matrix are grouped on the basis of low to high industr_y attrgctiveness and.weffk to
strong business strength. Three zones, of three ce'lls each, are made, d_engtmg different combmatll_m;:
represented by green, yellow and red colours. For this reason, ‘th‘e GE matrix is also known as t:\he §th ;%is _
strategy matrix. The different combinations can be seen in Exhibit 9.4, Based on the green zone, the sign
Bikdadaes 2 Aoty
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techniques consider the industry attractiveness of various industries and focuses on the cash contributions

that each business could make to the overall portfolio of businesses, corporate parenting views the

organisation in its totality as a diversified corporation and focuses on the value created from the relationship

between the par, fandits businesses,
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