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Based on a survey of the Fortune 1000 companies sponsored by 
the Harvard Business Review, the author examines the use, 
impact and administrative implications of a new generation of 
strategic planning approaches, commonly called 'Portfolio 
Planning'. 

In recent years the explicit recognition that diversified 
companies are a portfolio of businesses each of which should 
make a distinct contribution to the overall corporate 
performance, and should be managed acoordingly - as the author 
defines the underlying philosophy of portfolio planning - has 
spread dramatically. As of 1979, an estimated 350 of the 
Fortune 1000 companies were introducing portfolio planning to 
some extent. For an estimated 130 of these oompanies, 
portfolio planning had become an established central part of 
their management process, as these companies had reexamined 
the way they define their businesses for strategic planning 
purposes, classified the resulting 'Strategic Business Units' 
in some foret cf 'Portfolio Grid', and finally decided upon and 
negotiated an explicit 'Strategic Mission' for each strategic 
business unit. 

The companies adopting this new planning technology are not 
the conglomerates but diversified industrial companies whose 
businesses are highly related and multinational. More than 
any others, they face a challenge in making the strategic 
performance of their businesses visible, and in establishing 
selectivity in resource allocation and differentiation in 
administrative influence across businesses. 

In oontrast with most research on this topic the author 
examines the administrative rather analytical considerations 
which govern the use of portfolio planning. The article 
describes how strategic business units (SBUs) in practice are 
far from what portfolio planning 'theory' prescribes and how 
the actual impact of portfolio planning on resource allocation 
depends first on whether the approach is used mainly as an 
analytical planning tool or as a framework for the management 
process, and second, on the degree to which the approach has 
been implemented. 

The article also contrasts the experience of successful and 
unsuccessful introducers of portfolio planning and offers same 
'lessons' drawn from the experience of these oompanies. 

This article is part of a doctoral study conducted at the 
Harvard Business School by the author, who is now an Assistant 
Professor of Business Policy at the European Institute of 
Business Administration (INSEAD) in Fontainebleau. 
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INTPODUCTICti 

In recent years a new generation of strategic planning 

approaches - commonly called portfolio planning approaches -

have spread dramatically. Advocated by consulting firms like 

the Boston Consulting Group, McKinsey and Co. and A.D.Little, 

and touted by companies like GE, Mead, Olin and others as 

central to the way in which they run their diverse businesses, 

portfolio planning 'technology' is sending a newly coined 

vocabulary and scores of bubble charts across both oorporate 

boardrooms, and MBA classrooms full of potential consultants. 

More inportantly the underlying philosophy of portfolio 

planning seems to be profoundly affecting the way corporate 

officers of the US diversified industrial companies think 

about the management of their businesses. 

The purpose of this article is to report on a research project 

on the actual use, impact and implications of these new 

approaches among Fortune 1000 companies (see Insert I). First 

however, we need to define what we understand by portfolio 

planning, and why the concept - at least on paper - is so 

attractive. 

INSERT I 

The Research Project 

This article reports saine of the findings of an ongoing 
research project by the author. In a first phase an 
in-depth investigation was made into the introduction of a 
portfolio planning approach by a widely diversified 
industrial company as well as into the functioning of the 
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portfolio planning process in another company, acknowledged 
to be at the forefront in this area. This was done through 
interviews at the corporate, group and business levels. 
This article, however, reports findings of a second phase, 
consisting of a survey of the use and impact of portfolio 
planning approaches among Fortune 1000 companies, sponsored 
by the Harvard Business Review. In a third phase, the 
author plans to investigate further some of the original 
solutions to the problems which the survey revealed, and to 
extend this survey to EUropean diversified industrial 
companies. 

The survey was sent in the sumer of 1979 to the corporate 
officer in charge of strategic planning - or in the absence 
of such a position to the CEO - of all Fortune 1000 
companies. The response rate (useable returns) was 50% for 
the Fortune 250, 43% for the Fortune 500, and 35% of the 
Fortune 1000. The respondents were by and large corporate 
officers in charge of planning (62%), finance (15%) or 
chief executive officer (11%). 	(For a list of 
participating oompanies, see Appendix A.) 

Telephone interviews were carried out with 80% of the 
respondents to check and complete the responses and also to 
probe into specific issues of interest. The differences in 
approach and characteristics of "fast" and "slow" 
introducers of portfolio planning were of particular 
interest. A database was established with performance 
figures from Compustat tapes for the five years before and 
after the introduction of portfolio planning. 

Finally, a telephone survey of 9% of all non-respondents 
was carried out since it was assumed that more of the 
companies using portfolio planning would have responded. 

The Essence of Portfolio Planning 

Across all differences in planning 'technology', portfolio 

planning is essentially nothing more than: 

the explicit recognition that diversified companies are 
a portfolio of businesses, each of which should make a 
distinct contribution to the overall corporate 
performance, and should be managed accordingly. 

Putting this philosophy into practice typically involves three 

steps: 
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1. Reexamining the way the company defines its businesses for 
strategic planning purposes, resulting in 'Strategic 
Business Units' (SBUs) which may or may not differ from 
the company's aperating units, and which are grounded in 
industry economics. 

2. Classifying these SBUs in a 'Portfolio Grid', according to 
characteristics of the competitive position of the 
business, and of the attractiveness of the product market. 
Actual criteria used differ among the various approaches. 

3. Assigning each SBU a 'Strategic Mission' with respect to 
its growth and/or financial objectives, and allocating 
resources accordingly. 

In this, portfolio planning also builds on an emerging concept 

of business management which considers that: 

the economic performance of a business is largely determined 
by structural characteristics of the industry and company's 
competitive position within that industry. 

In contrant with a lot of the discussion of portfolio planning 

so far, our definition emphasises the commonality in the 

philosophy of the différent approaches, rather than focussing 

on differences in 'portfolio grid' technology between the BCG 

growth/share 	matrix, 	the 	GE/McKinsey 	industry 

attractiveness/business position grid, the A.D.Little industry 

maturity/competitive position grid or the Shell Directional 

Policy matrix, to narre just the better known ones. Which grid 

to use and what 'label' to put on a business is trivial. The 

problem is how to define the business and what strategic 

mission to assign to it. In that perspective, discussions as 

to whether the growth/share matrix is too simplistic or other 

grids too arbitrary are beside the point. Deciding on a 
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mission for a business always asks for a broader analysis of 

industry characteristics, competitive position, expected 

competitive response, financial resources and the 

opportunities of other businesses in the portfolio. Whichever 

grid is used this assessment cornes down to a judgement which - 

as we will argue throughout this article - is heavily 

influenced by administrative oonsiderations. 

The Challenge of Managing Diversity  

Why is portfolio planning striking such a verve? Because in a 

simple but powerful way it addresses the crux of the problems 

which managers of diversified industrial companies face - and 

which is still unsolved except in an ad hoc manner. 

How can corporate managers allocate resources across widely 

differing businesses when they cannot possibiy be familiar 

with all the relevant aspects of their strategic position? 

How can they influence multiple business strategies and 

superimpose a corporate strategy which maximises long term 

profitability? These fundamental challenges to the strategic 

management of diversity are easily put into questions yet - 50 

years after Sloan's pioneering 'coordinated decentralisation' 

at GM - they remain a challenge. 

In practice managers have learned to cope through 

divisionalisaticn, the use of intermediary level management 

(at the group and even sector level), and administrative 
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systems to measure, evaluate and reward businesses' and 

managers' performance. Yet for all the sophistication in the 

elaboration and use of this administrative 'machinery' top 

management still often lacks the essential prerequisites to 

manage diversity strategically, namely: 

1. visibility of the strategic performance of each business. 

2. selectivity in resource allocation. 

3. differentiation in administrative influence across 
businesses. 

In practice often only financial performance of businesses is 

clearly visible at the corporate level, if not also buried in 

fragmentation of profit centers and aggregation of reporting 

structures. Resource allocation is often delegated all but in 

form, and based on track record and managerial influence, and 

is thus heavily weighed by short term career risks. Dramatic 

corporate involvement often takes the form of across-the-board 

cuts. The uniformity of administrative systems and the lack 

of substantive understanding make it very hard to escape 

uniform influence and pressures across all businesses. An 

examination of the track record of even so-called well-run 

diversified companies shows see-saw oscillation between 

periods of across-the-board profit emphasis and growth 

emphasis, often coinciding with the tenure of CE0s. 
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Portfolio planning approaches at least on paper - answer 

these problems by providing: 

a way to assess the strategic position of each business 
and to weigh off these positions with cashflow as the 
common denominator, 

a verbal and graphic language to œmmunicate that 
substantive understanding across organisational levels, 

a framework to allocate resources directly and 
selectively and to differentiate strategic influence 
across businesses. 

Their inherent focus on relative competitive position as 

opposed to environmental forecasts, and on free cashflow as 

opposed to profits, furthermore appears to correspond closely 

to the challenges of increased uncertainty, lower growth, 

increased competition and expensive or constrained capital 

which dominate the current business environment. 

Administrative Versus Anal tical Issues 

Are these portfolio planning approaches really such a deus ex 

machina for the corporate managers of diversified companies as 

proponents would lead us to believe? What does their 

usefulness depend on in practice? 

If the experience with previous generations of planning 

approaches is any lesson, the answer will be much more 

determined by implementation issues rather than the analytical 

issues on which so far most of the research on portfolio 
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planning has centred. 

On this point we noted quite some discordance between the view 

of most 	though not all - consultants and the concerns 

expressed by the managers trying to use and implement 

portfolio planning. 

A senior partner in a consulting firm stated his opinion as 

follows: 

"Frankly, let me tell you that I am not interested in 
the administrative implications of our portfolio 
planning approach. The challenge really is analytical, 
not administrative. The way I see Implementation is 
what I call the rule of the Prince: once the analysis 
is done a strong CE° should see to it that the 
portfolio strategy gets implemented." 

Even with CE° commitment however, - which all managers in our 

survey certainly agreed is paramount they still had more 

administrative problems on their mind, such as how to 

integrate portfolio planning with other administrative 

systems. Analytical problems were cited less often, and 

revolved mainly around the difficulty of data collection, and 

the fact that portfolio planning structures the management 

problem, but does not really solve it. 

Both our in-depth research and our survey focussed on the 

administrative implications of portfolio planning. 
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A Portfolio Planning Typology  

Portfolio planning in practice does not mean the same ta, all 

companies. Tb capture the administrative implications and 

impact of portfolio planning we needed to develop a 

classification which would - within the broad definition we 

gave on page 3, - allow us to distinguish between varions 

types of portfolio planning. For more detail about the 

elaboration of this classification system described hereafter, 

see Insert II.) 

As argued before, we oonsidered differences in the portfolio 

grid technology as rot very relevant. Differences along two 

other dimensions however were expected to matter. 

A first dimension has to do with the extent to which companies 

regard portfolio planning merely as an analytical planning 

tool at the corporate level, or as a framework around which 

the overall management process is shaped. 

To capture this difference the following categories were 

developed: 

'NO' PORTFOLIO PLANNING 
those companies which do not intend to introduce 
portfolio planning 

'ANALYTICAL' PORTFOLIO PLANNING 
those companies which use portfolio planning only as an 
analytical planning tool at the corporate level. These 
companies rely on the traditional administrative tools 
and profit pressures to influence business strategies. 

'PROCESS°  PORTFOLIO PLANNING 
those companies for which portfolio planning has become 
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a central part in the ongoing management process by 
which the corporate level influences business 
strategies 

Given the administrative focus of our project it is clear that 

we were mainly interested in the latter group of companies. 

Introducing 'process' portfolio is a long road however and we 

expected most companies to be somewhere along the way. A 

second dimension which we thus needed to capture was the 

extent to which companies had been able to implement portfolio 

planning. On the way to what we called 'process' portfolio 

planning, we found it useful to distinguish the following 

categories: 

'NEW PORTFOLIO PLANNING 
those companies, which, having just started to 
introduce portfolio planning are still in the process 
of constructing their portfolio 

'NON-DECIDED' PORTFOLIO PLANNING 
those companies which having done the analysis, have 
not yet bitten the ballet at corporate level of 
deciding what to do with the businesses or - as we 
called it - deciding upon a 'strategic mission' for 
each business 

'NON-ASSIGNED' PORTFOLIO PLANNING 
those companies which, having decided on a strategic 
mission for each business at the corporate level, have 
not yet negotiated these missions explicitly with the 
business unit managers, 

and, finally, 

'PROCESS' PORTFOLIO PLANNING 

1 

INSERT II 

Creating Portfolio Planning Categories 
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Ultimately portfolio planning means something different to 
every company - though its essence is we think well 
captivated in the definition we presented. Some of these 
different characteristics however are shared across a 
number of companies, and might be quite important with 
respect to the potential impact and administrative 
implications of portfolio planning. We thus needed to 
develop a categorisation of portfolio planning companies 
which would allas us to capture these differences. 

As already discussed, we regarded one set of differences as 
largely irrelevant, for our purposes, namely the commonly 
discussed contrast between the various 'grid technologies' 
and the business 'labels' in which they result. This 
judgement was later corroborated by our finding that 
'labels' are not only irrelevant for portfolio planning, 
they often become quite a psychological problem, and that a 
lot of the 'better' portfolio planning companies 
consciously avoid using labels such as dog, star, question 
mark, etc. explicitly and instead concentrate on missions. 

Differences along two other dimensions however we felt are 
quite important. 

A first difference has to do with whether a company regards 
portfolio planning merely as an analytical planning tool at 
the corporate level (ANALYTICAL PP in our terminology), or, 
Gloser to our definition, as the framework around which the 
overali management process is shaped (what we will call 
PROCESS PP). By definition, the administrative 
implications of these two approaches would be different. 
What was of more interest to us however, was to see to what 
extent their potential impact is different. 

Implementing portfolio planning - especially process 
portfolio planning - is a long road however. A second 
difference has to do with the extent to which portfolio 
planning has been implemented. 

Companies who in our terminology really are PROCESS PP are 
those who have reached the point of explicitly negotiating 
missions with each business unit manager, regardless of 
whether they 'label' businesses (FULL PP) or not (DE FACTO 
PP). 

Other companies are not there yet. They may have reached 
agreement at the corporate level on a mission for each 
business, but not yet have these missions negotiated with 
all SBUs managers (NON ASSIGNED PP), or they may not even 
have bitten the bullet at the corporate level despite a lot 
of 'grid' analysis (NON DECICED PP). Finally in some 
companies the introduction may be so new that they are 
still in the portfolio analysis phase (NEW PP). From an 
administrative point we expect these latter companies not 
to differ yet from those which do not use portfolio 



Page 12 

planning (NO PP), and will in our analysis often group 
them. 

Though these differences and the phases they imply are not 
so neat in practice they allowed us to categorise companies 
through the following five survey questions: 

1. Does your company use at least some elements of what we 
described as a portfolio planning approach? 

2. Has your company categorised businesses in a portfolio 
grid? 

3. Has your company made a corporate decision on a 
strategic mission for each business? 

4. Does your company explicitly label each business with a 
strategic category? 

5. Has your company explicitly assigned each business a 
strategic mission? 

The actual classification was done on the following basis: 

PORTFOLIO PLANNING CATEGOIUES 

	

1 	2 	3 	4 	, 

USE? 	GRID 7 MISSION 7 LABEL 7 ASSIGN 7 

	

YES 	Yr9 	YES 	YES 	YES 	rua IP 

	

YES 	YES 	YES 	NILL NOT 	YES 	DE FACTO PP 	
j P P MOUS 

	

YES 	YES 	YES 	 NOT YET 	NON-ASSIC.NED PP)  

IUT YET PP 

	

YES 	YES 	NOT YET 	 NOT YET 	NON-DECIDED PP 

	

TES 	YES 	 WILL MOT 	ANALYTICAL 	1 ANALYTICAL PP 

	

YES 	NOT NET NOT YET MOT YET NOT YET 
	

NE4 PP 

	

NO 	 NO PP 
	

J 
	PP PROŒSS 

Answers were corroborated through other questions and in 
follow-up telephone interviews with 80% of all respondents. 
As a result of these interviews the researcher reclassified 
22 companies, which had responded to be using at least some 
portfolio planning but typically turned out "to expect 
maximum profit performance from all businesses". 



Page 13 

EXhibit I gives an overview of the number of participating 
companies in each category, and the time since they started 
introduction. 

EXHIBIT I 

PORTFOLIO PLANNING CATEGORIES 

,----- 

COMPANIES 

IN SAMPLE 

YEARS SINGE 

INTRODUCTION 

(AS OF 1979) 

ANALYTICAL PP ANALYTICAL PP 13 4.8 

PROCESS PP FULL PP 51 5.5 

DE FACTO PP 27 4.7 

NOT YET PP NOT ASSIGNED PP 36 4.2 

NON DECIOED 	PP 36 3.2 

NO PP PROCESS NEW PP 13 1.5 ** 

NO 	PP 106 

EXCLUDES 67 RESPONDENTS W40 ARE NOT DIVERSIFIER 

AN 2.5 YEARS IF FIRST START IS COUNTLD OF TWO COMPANIES 'MICH RESTARTED 
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SURVEY FINDINGS 

So far we have defined both the common philosophy underlying 

portfolio planning approaches as well as a categorisation 

scheme which aims to capture relevant differences with respect 

to their use, administrative implications and potential 

impact. 

The remainder of this article discusses our survey findings in 

five cf the areas we investigated. 

1. Which companies use portfolio planning, and how do they 
use it? 

2. How have these companies defined strategic business units 
in practice? 

3. What Impact does portfolio planning have on the overall 
administrative oontext of these companies? 

4. What has been the perceived impact cf portfolio planning 
in these companies? 

5. What seems to distinguish 'successful' from 'unsuccessfur 
introduction? 
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I 1HE USE OF PORTFOLIO PLANNING 

Our survey confirms that portfolio planning has become 

widespread; that for must companies it is a way to influence 

the managment process, not just an analytical planning tool; 

and that implementation is a long road. Typically portfolio 

planning companies are large diversified industrial 

multinationals, whose businesses are very interdependent. 

How Widespread is Portfolio Planning? 

Portfolio planning has indeed been widely accepted among 

diversified companies, particularly the larger ones. As of 

1979 approximately 35% of the Fortune 1000 companies (and even 

55% of the Fortune 250 companies) were introducing the 

approach at least to some extent. In each of the last five 

years another 25 to 30 companies have joined the ranks. Over 

90% of these companies use portfolio planning as a tool in 

their ongoing planning process, rather than as a one-time 

strategic analysis effort. 

Nevertheless it is a long road to implementation. We estimate 

that only 13% of Fortune 1000 companies (20% of Fortune 250 

companies) have reached the stage where missions are clearly 

decided and agreed upon by the general managers of the 

businesses (in our terminology, "PROCESS PP') (see Exhibit 

II). 
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EXNIBIT II 

USE OF PORTFOLIO PLANNING ANONG FORTUNE 1000 

SINGLE BUSINESS le  
DIVERSIFIED 
OR DOMINANT 
BUSINESS 

NO 
PORTFOLIO 
PLANNING 

SONE 
PORTFOLIO 
PLANNING 

PROCESS 
PORTFOLIO 
PLANNING 

FORTUNE 1000 16% 84% 50% 34% 19% 

1- 250 10% 90% 35% 55% 20% 

251- 500 15% 85% 45% 40% 18% 

501- 790 17% 83% 50% 33% 12% 

751-1000 20% 80% 70% 10% 3% 

ESTIMATE AFTER CORRECTION OF SURVEY BIAS THROUGH SANPLE OF NON-RESPONDENTS 

et SINGLE BUSINESS COMPANIES - DEFINED AS COMPANIES WITH 95% OR MORE OF THEIR SALES IN ONE BUSINESS - HERE ASSUMED 

NOT I0 8E USING PORTFOLIO PLANNING. 

In Which Industries is Portfolio Planning Most Used? 

Though portfolio planning companies do not distinguish 

themselves in terms of their activity at the general level of 

industrial products, consumer durables and consumer 

non-durables, a Gloser examination reveals that portfolio 

planning is typically practiced in capital intensive process 

industries such as chemicals, petroleum products, and paper 

products, and technology intensive but rather mature 

industrial products and consumer durables such as appliances, 

abrasives and industrial equipment (see Echibit III). 
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EXHIBIT III 

USE OF PORTFOLIO PLANNING sr INDUSTRY le  

PREVALENT USE 

(17) 
ne 

(10) 
(10) 

9) 

( 	7) 

( 6) 
( 4) 

( 4) 

OCCASIONAL USE 

( 2) 

( 2) 
( 2) 

( 	1) 

( 	1) 

( 	1) 
( 	1) 

CNEMICALS 

INDUSTRIAL & FARM 2GUIR. 

ELECIMON ICS. APPLIANCES 
PAPER, FICaE 4. WOOD PRODS.( 

F000 
METAL 	MANUFACTURING 

PETROLEUM REFINING 

GLASS. CONCRETE, 
ABRASIVES, GYPSUM 

MOTOR VEHICLES 

METAL PRODUCTS 

M ASURIP44. SCUNTIFIC 
PHOTO. EQUIPMENT 

PHARMACEUTICALS 

OFFICE EQUIPMENT 
(INC. COMPUTERS) 

PUBLISHING, PRINTING 

ROBOERS. PLASTIC PRODUCTS 

BEVERAGES 	 ( 1) 
LEATHER 	 (-2) TEXTILES, VINYL FLOORING ( 1) 

APPARCL 	 ( 1) 	 JEWELRY, S1LVERWARE 	(-3) 
OROADCASTING, MOTION PIC. (-4) 
PRODUCTION 

41 FORTUNE INOUSTRY CLASSIFICATION 

Km THENUMBERBETWEEN BRACKETS 15 THE NUMOER OF COMPANIES IN OUR SAMPLE FOR THAT INDUSTRY WHICH USE PORTFOLIO PLANNING 

MINUS THE HUMBER OF COMPANIES WHO RESPONDED THEY DON'T. 

Which Companies Use It? 

Among the Fortune 1000 companies it is of course the bigger 

and more diverse ores that have tended bo introduce portfolio 

planning(EXhibits IV and V), as these large and very 

diversified companies face more of a challenge in managing 

their portfolio of businesses (see Insert Ma  page 22), 

EXHIBIT IV 

SIZE 

FORTIIIE RAM 
NO PP 
	

PPOCESS eP 

RARE OR NO USE 

AEROSPACE 	 ( O) 

MUSICAL INSTRUMENTS, 	( 0) 
TOPS, SPORTING Gnous 

 
TOBACCO 	 ( 0) 

SHIPBUILOING, RAILROAD 	( 0) 
TRANSP. EQUIPMENT 

SOAPS, COSMETICS 	( 0) 
MINING, CRUDE OIL 	(-I) 
PRODUCTION 

FURNITURE 	 (-2) 

1 - 293 

251 - 930 

501 - 750 

751 - 1000 

Kendall's Tau c : 0.26 

SIgnificance 	: 0.00 

47% 

63% 
	

37: 

61% 	 3iS 

JUS 



54% 

55.91 

58.51 

US$ Îleal 15% 

32i - L19% 

93 - 691: 

2- 9kt  

45% 

I-- IMUIM  .7S 	 53.31 

44.11 

41.51 

Page 18 

 

EXHIBIT V 

 

  

DIVERS1 TY 

 

Z Of SALES IN 
SINGLE LANGEST 
BUSINESS 

  

NO PP PRDCF-SSco 

     

73.7% 
	

26.31 

IGandall's Tau c : 0.17 

SIgnIfIcance 	: 0.02 

Not SD obvious is that among diversified companies, portfolio 

planning is typically not used by the "conglomerates', but by 

the so-called 'diversified industrials', whose businesses are 

related and who attempt to manage actively that relatedness. 

1\o thirds of the portfolio planning companies are in related 

business. Of those the majority are in businesses which are 

not only related along one dimension, such as technology (15%) 

or market wise (16%), but along both technology and market 

lins (67%) and even raw material wise (7%). 

Moreover, portfolio planning companies are typically those who 

- through the use of shared resources (Ekhibit VI) and staff 



SALES FORCE 

Kencall 's Taub : .10 

MARKETING 

I  PP PROCESS 
Significance : .08 

	I NO PP 

PP PROCESS 
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EXHIBIT VI 

USE OF SHAREt RESOURCES 

SHARED ACROSS SONETIMES SHARED 	AUTONOMOUS IN 
ALL OPERATING ACROSS SEVERAL 	EACH OPERPTING 

UNITS OPERATING lelITS 	UNIT 

I NO PP 

Kendall's Taub :.08 	Significance : .13 

I 	I 
CUSTOMER SERVICE 	 

Oggemeee 	 

     

I NO PP 

PP PROCESS 

     

     

  

t'et. 

 

     

Kenzal 1 ' s Tau b : .14 Significance :.02 

LOGISTICS AND CISTRIBUTION 

PURCHASING 

MANUFACTURING 

PRODUCT DEVELOPMENT 

PROCESS ENGINEERING 

NO PP 

	  PP PROCESS 

SignUicance : .02 

r 
	

I NO PP 

PP PROCESS 

Kendall 's Tau b :.09 
	

Significance : .10 

I 	I 	 I NO PP 

	

/ 	 --------  
Ijc,=="ZEIMML__ I PP PROCESS 
Kendall 's Tau b : .21 	Significance : .00 

Kendal 1 ' s Tau b 	.15 
	

Significance : .01 

I 	,,J  

	  PP PROCESS 

Kendall 's Taub : .14 

I NO PP 

Kendall 's Tau b :.15 	Significance : .01 

Kendall 's Tau b : .17 	Significance : .00 



F • 1.85 	Sig, - .17 

NO pp 

PROCESS PP 
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at the corporate and group levels (see Echibit VII) - attempt 

to manage this relatedness actively. 

EXHIBIT VII 

 

LEE OF C5PORATE fit GPJIP ST;Fi: 

 

    

CORPORATE 
EPPLOWENT 

No PP 	I 	I 

f 

PROCESS PP 

 

F • 9.05 	Sig. • .00 

NO PP 

PROCESS PP 

 

F • 9.14 	Sig. - .00 

Why these companies? It seems that diversified industrial 

companies have a more difficult task to assess the strategic 

performance of their units, and to allocate resources 

selectively, whereas the conglomerates in that respect often, 

like Monsieur Jourdain in Moliere's "Le Bourgeois 

Gentilhomme", speak portfolio planning prose without knowing 

it. 

The resulting need to incorporate the multiple 

interdependencies between the businesses in the application of 

portfolio planning however dumbfounds a simple-minded view of 

CORPORAlE 
STAFF 

GROIP STAFF 
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SBUs, and as we will discuss later, is at the heart of the 

administrative dimension of portfolio planning. 

By the same token these large diversified industrials are also 

more international (Exhibit VIII) and for a given level of 

EXHIBIT VIII 

INTERNATIONAL 

FOREIGN ASSETS 

Z OF P3REIGN ASSETS 

0 

NO PP PROCESS PP 

75% 25: 

1-9 
67.5% 32.5% 

10-15Z 
52.6% 47.4% 

16-Z% 
46.2% 53.2% 

26 - IDOZ • 
44.15 55.9% 

Kendall 's Tau c : 0.26 

Signi fl tance 	: 0.00 

international activity more likely to manage that activity 

through oomplex organisational structures (see Exhibit IX). 

How well portfolio planning in practice can incorporate both a 

product and a geographic dimension will thus be crucial. 
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EXHIBIT IX 

ORGANIZATIONAL 	STPUCTURE 

NO PP 	( 	115 % 
1 FUNCTIONAL 

2 DOMESTIC 

3 INTERNATIONAL 

DIVISION 

pRocEss PP • 4 % 

	

NO PP 	 128 % 

PROCESS PP UMM 1 5 Z 

	

ND PP 	 12 6 . 4 % 

	

PROCESSPP 
	

34 % 

ND PP 	1 	12 1 % 
4 w w UNITS 	

PROCESS PP 	 2.4 7 

ND PP C3 8  
5 MIXED 

PRCCESS PP 1=1 1 2 Z 

NO PP 02 % 

6 MATRIX 	
PROCESS PP CM 11 7 

Kendall's Tau c : .28 

Significance 	: .00 

Even when controlling for the fact that they are more 
international, Process PP companies tend to manage 
through more ncomplex" structures (F:11.91, significance:.00 

It is in the administrative context of these large 

multinational diversified industrial companies that the 

usefulness of portfolio planning will have to be evaluated. 

INSERT III 

Defining Diversity and Relatedness 

A problem for any researcher of diversified company 
management is the inherent ambiguity of the term 
'diversification' - as one has to decide what activity or 
grouping of activities to consider as a single line of 
business; and of the notion of 'relatedness' which 
captures the proximity and nature between the lines of 
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business one has defined. A clear answer is impossible, 
nor indeed desirable as it depends on the question at hand. 
Also, what is a separate business for one company is often 
an integral part of a larger business in another company. 
Xerox's paper business for instance clearly is part of its 
copying business. 

In research which, like ours, deals with the managerial 
implications of diversity and relatedness at the corporate 
level, the relevant measure should capture the extent to 
which the difference between activities taxes managerial 
competence as embodied in the resources and general 
management skills of the company. Typical econamist 
measures of product count or industry classification 
clearly do not even approximate this. 

In our survey we used a measure developed by L.Wrigley(1), 
and since used by Rumelt(2) and others. We measured 
diversity as the percentage of corporate revenues 
attributable to the company's largest single line of 
business - the latter being defined as 'all products or 
product lines that require close coordination or share 
important resources'. A major clarifying question was 
whether a major change in price, manufacturing processes, 
technology, raw materials used, etc., would have a strong 
effect on the operations in another area. 

From there the definition of which lines of business are 
related' is a matter of degree. We considered a line of 

business part of a group of 'somehow related businesses' as 
long as 'it is tangibly related to at least one other line 
of business in the groupa. For example, photographie film, 
cameras, dyes, pigments and textile chemicals form a group 
of related lines of business. While textile chemicals are 
not obviously related to cameras, the links are clear: 
cameras - film - dyes - textile chemicals. 

Like Vancil(3), we let company managers classify their cwn 
companies on the basis of a description and examples. This 
does justice to the fact that in practice a key dimension 
of relatedness is the extent to which corporate management 
perceives and treats certain activities as related. 

In that respect the main difference between what are 
commonly called 'conglomerates" such as Textron and Gulf 
and Western, and 'diversified industrials' like GE and 
Westinghouse is not so much the difference in nature of 
businesses they are into, as the degree to which these 
companies try to create value by managing these businesses 
in an interdependent way. Of course, to do so requires a 
different administrative capability and a different concept 
of corporate influence over business strategies. Following 
research by Berg(4) we captured these differences 
respectively through measuring the use of shared resources 
(see Exhibit VI) and the size of corporate and group level 
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staffs (see Exhibit VII). 

1. Wrigley,L., "Divisional Autonomy and Diversification". 
Unpublished doctoral dissertation, Harvard Business 
School, 1970. 

2. Rumelt,D., "Strategy, Structure and Economic 
Performance", Division of Research, Harvard Business 
School, 1974. 

3. Vancil,D., "Decentralisation: Managerial Ambiguity by 
Design", Dow Jones-Irwin, 1979. 

4. Berg,N., "Corporate Role in Diversified Firms", Mimeo,,  
Division of Research, Harvard Business School, 1971. 
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II STRUCTURING THE STRATEGIC BUSINESS UNITS 

Defining the business units is the point of departure of 

portfolio planning - as indeed of all strategic planning. 

Before reporting on the practice we encountered with respect 

to this crucial first step it is useful to recail first the 

principles which underly the notion of strategic business 

units. 

Strategic Business Units in Theory 

Two central ideas underly the notion of SBUs: 

1. Businesses have to be defined so as to be strategically 
independent. 

2. Resources should be allocated directly to support the 
chosen strategy of these business units. 

The first idea addresses the problem that typically profit 

centre divisionalisation has led to the creation of 

organisational units, which are appropriate for operational 

control purposes, but have limited 'strategic freedom', that 

is, they are not appropriate units for strategic planning and 

resource allocation purposes. To arrive at better business 

definitions for those purposes, portfolio planning 'theory.  

prescribes that one should examine industry economics. Based 

on the experience curve concept, the value added chain of each 

product should be examined to define businesses to which a 
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particular set of experience bases applies so that a 

leadership position in the business is defensible on a oust 

basis. A simpler way to address the same issue, or to 

corroborate such experience curve analysis, is to look at the 

market and ask whether successful companies exist or can exist 

which are in that business only. 

The second idea - that resources should be allocated directly 

to business strategies 	addresses the problem that the 

stepwise aggregation of operating resuits, and the 

project-by-project nature of resource allocation practices are 

at the origin of the short term focus and the lack of 

selectivity in most divisionalised companies. 

Resources should be allocated directly to fund strategies of 

strategically independent businesses, - at least that is the 

theory. 

Strategic Business Units in Practice  

Managers who try to apply these precepts in practice - or for 

that matter anybody who has read the previous description of 

which companies use portfolio planning - will immediately list 

a multitude of obstacles and administrative hurdies. Yet 

defining the business remains an important decision - in our 

experience the single must important decision - in the shaping 

of strategy. 
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In practice, SBUs are not, and cannot be the strategically 

autonomous units rooted in industry structure, nor can 

aggregation be completely avoided. Rather SBUs - as we will 

discuss in more detail - are determined by prior constraints 

and history, cognitive limits on managers, the fact that 

interdependencies among businesses are multiple and can be 

acted upon only at different organisational levels. The 

usefulness of portfolio planning depends on how well companies 

can accomodate these constraints. 

Our survey showed that 70% of all companies indeed started off 

the introduction of portfolio planning with a 'comprehensive 

reexamination' of their businesses (85% for the PROCESS PP 

companies). In 75% of these companies this leads to SBUs 

which are sometimes or mostly different from the operating 

units. The larger the company the more likely it is to have 

SBUs which do not coincide with operating units (see Exhibit 

X). 
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EXHIBIT X 

FEATICN PETUEEN SBUs Pte CFEPATING MUS 

son 
SOPETINES 
DIFFERENT 

MDSTLY 
D1FFERFXT 

FOFTUE 103 MEMigif01181Fek- 
25% 
	 «ox 

FOPTUE 250 AeleterilAtig;e`À' 
22% 
	

sa % 
	

20% 

F (SIZE) 	kendall's Tau c : .19 

519:11f1canci, 	: .00 

These SBUs however cut across organisational lins only in 7% 

of all cases: mostly they are an aggregation or a segment cf 

operating units (see EXhibit XI). Gloser examination 

EXHIBIT XI 

NATUFE Cf SBUs WHEN DIFFERENT Hill CFEPATU1C LTUTS 

SESENT OF 
OPERATING UNIT 

AGGREGATICN ALCUG 
OF OPERATING DIFFERENT 

LNITS 	01,,ENSION 

riffetedu 
61% 
	

32% 

INDERENDENT OF SIZE : Kendall's Tau c 	: .01 

SIgniflcancs 	: .42 

FONCTION OF DIVERSITY::::edaIl's Tau c 	: .07 

Signtf1cance 	: .15 

reveals that this rarely reflects careful strategic analysis 

followed by an alignment of organisational units, but rather a 

strong pressure to get to SBUs quickly, and a strong logic in 

practice for SBUs which fall clearly within the boundaries of 
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organisational structure. 

A large group of portfolio planning companies (42%) consider 

their SBUs as fairly homogenous units, to which resources can 

be directly allocated. More companies (58%) however oonsider 

SBUs in turn as a portfolio of product/market segments which 

often have quite different grid positions and strategic 

missions. The larger the company, the more this is the case 

(see Echibit XII). The more experienced the companies are 

with portfolio planning the more they are likely to treat 

portfolio planning as a multi-level approach. 

EXHIBIT XII 

DIFECT PLLOCATICti vs MerEGFIICII 

PP AS A MULTILEVEL 

PLANNING APPROACH 

(mosT SBUs ARE A 
PORTFOLIO OF SEGMENTS) 

PP AS A ONE LEVEL 

PLANNING APPROACH 

(mer SaIs FAIRLY 
HCFOGEECUS) 

FORTUNE 1000 •-,reffeeern 
58% 
	

42% 

FORT.* 100 
72% 
	

28% 

	

F (SIZE) 	Xendall's Tauc • .14 	SIgnIfIcance = .05 

	

F(E)CPERIENCE) 	Xendall's Tau c. .09 	SIgnifIcance • .13 

That portfolio planning in practice remains a multi-level 

approach reflects administrative reality, and not a lack of 

understanding of the 'theory'. 
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Tb Begin with, in must diversified FORTUNE companies an 

individual review of each relevant product/market segment at 

the oorporate level would dramatically exceed the time and 

cognitive capacity cf oorporate management despite the 

summarising language of portfolio planning. It is hard to 

make sense out of a 'grid.  with 200 bubbles, which in a 

diversified Fortune 1000 oompany would often bring you only up 

to the group or sector level. It is no coincidence that 

portfolio planning companies - smaller and bigger companies 

alike - have on the average 30 SBUs. 

More important however is the fact that, as we described in 

the previous section, portfolio planning companies are 

essentially in related businesses which share resources. 

Segmentation is a tapered activity, and SBUs in practice are 

created at the organisational level where the shared resource 

can be managed. Hence the existence of SBUs which are a 

portfolio of segments with often widely different grid 

positions and missions. 

As we described above, the businesses of portfolio planning 

companies are likely to be interdependent along different 

dimensions. One product/market segment may share 

manufacturing facilities with others, basic technology with an 

even broader group, but a sales organisation with a different 

set of product/market segments. Nearly aiways a trade-off has 

to be made. The guiding principle is to define the SBU along 
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that dimension which will be the key strategic variable in the 

future. This need to know the strategic emphasis to make SBU 

trade-offs properly is a nasty chicken-and-egg problem. 

A close examinaticn with how these tradeoffs are made in 

practice reveals that the business 'economice-based 

technology of portfolio planning biases many companies. For 

all but consumer non-durables the logic of value added 

analysis often leads to SBUs centred around technology and 

production rather than markets, often resulting in a trade-off 

of more cost efficiency for less market responsiveness. 

Particularly in the international arena we observed how this 

bias hurt several companies which as a result of such analysis 

have shed their international division for a worldwide 

business structure (see Insert IV). 

INSERT IV 

Portfolio Planning and Wbrldwide Business Structures 

When examining the introduction of portfolio planning in 
companies, which, as described earlier (see page 20), are 
more international than other Fortune 1000 companies, it 
was striking how the introduction of portfolio planning and 
its emphasis on experience curve analysis often was an 
important factor in the decision to discard the 
international division structure for a worldwide business 
unit structure in order to improve worldwide 
competitiveness. 

Yet in many cases the observed impact of the organisational 
change was perverse. 

The actions of the new worldwide business unit managers -
often the former domestic division managers - thus result 
in a more efficient production pattern of existing products 
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for existing markets. Offshore component sourcing and 
manufacturing nationalisation accelerated. 

Often however this proved a dearly paid short run benefit 
as those same businesses beoome less and not more 
aggressive in foreign markets. 

Disbanding the international division often meant losing or 
fragmenting the country-based experience of those 
companies. It also meant losing a lot of advocacy for 
foreign investment, as well as responsiveness to foreign 
markets. Even the transfer of technology - which was 
expected to improve by removing the organisational business 
between domestic product division and the international 
division actually tended to worsen after the introduction 
of worldwide business units. 

For empirical evidence and a full analysis of why the 
expected benefits of worldwide product unit structures 
often fail to materialise see "Global Product Structures 
Reconsidered" by 141.H.Davidson and P.Haspeslagh 
(forthcoming). 
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III PORTFOLIO PLANNING AND THE ADMINISTRATIVE CCNTEXT 

Business strategy as seen from the corporate level in a large 

diversified company is largely the outcome of a process of 

administrative influence. Nobody would expect a solar cell 

company and an independent electrical wire manufacturer to 

perform under a similar set of administrative systems. Yet as 

divisions of a typical US diversified industrial company they 

would be subject to a largely uniform set of pressures and 

influence patterns. 

As described earlier, portfolio planning as a framework 

embodies this need for selectivity in strategic influence and 

hence for differentiation in influence patterns across 

businesses. 

Thus one could expect that companies using portfolio planning 

would differentiate their other administrative systems to make 

them congruent with the thrust of portfolio planning, thereby 

creating in each business an influence pattern which 

corresponds to the nature of the business, its oompetitive 

position and its strategic mission. 

Assuming the solar cells business is an SBU one has decided to 

'grow' and the electrical wire business is to be 'harvested", 

one could imagine the solar cell business to be run by an 
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entrepreneur, being subject to frequent review, being 

evaluated on market share and technological development, being 

encouraged to take some risks; the electrical business to be 

run by a penny-pinching cperator, being reviewed mainly on the 

numbers, evaluated on return and cashflow, and discouraged 

from ail investment other than cost reduction and maintenance. 

In our survey we tried to capture such format differentiation 

in the financial planning system, the capital investment 

approval process, the incentive compensation system and in the 

strategic planning system itself. 

Low Format Differentiation 

In practice - except for capital investment procedures - 

formai differentiation of administrative systems across SBUs 

is quite low. 

Partly this reflects the Ume needed to implement portfolio 

planning fuily. At one company - acknowledged to be a leader 

in portfolio planning - only in the seventh year did the 

management start to tackle the problem of bringing the 

incentive compensation system in line. 

It obviously also reflects the benefits of administrative 

simplicity. Controllers have good arguments for keeping 

financial planning uniform. 
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More fundamental however, is the nature of the SBUs. Since 

SBUs are often portfolios of segments, a congruent approach 

would need to go beyond the SBUs and to be geared to specific 

segment missions. And since they often represent a trade-off 

between competing strategic thrusts, there is a lot of merit 

in keeping oompeting sources of influence within the business. 

Importance of Informai Differentiation  

Informai differentiation in the use of these systems however 

appeared time and again to make the difference between 

portfolio planning as an isolated planners' exercise and an 

integral part of the management process. 

How the CE° and other corporate managers differentiate their 

attention, how they monitor the strategic plans, how they 

weigh the financial numbers, whom they pronote is where the 

real implementation starts. 

In one company two years' worth of portfolio planning effort, 

with CEO blessing, virtually went clown the drain when every 

business manager found a telegram on his desk requesting a 5% 

across-the-board cut in man-count, - sent by the CEO. 

The two areas where the impact of portfolio planning is most 

profound are the oorporate review process, and the capital 

investment appraisal process. 
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Intense Review 

Corporate review of business plans in portfolio planning 

companies is more intense, and quite different in focus from 

other companies. Portfolio planning companies are generally 

willing to trade-off the advantages of linking strategic and 

financial review, in order to obtain a much more extensive 

substantive review (see Exhibit XIII), and as they get more 

experience that review goes more in the detail of segments 

(see Exhibit XIV). The real discussion does shift from 

short-term profit and sales objectives to long-term profit and 

sales targets and competitive analysis (see Exhibit XV). 

EXHIBIT XIII 

TIMING OF PLAN REVIEW 

 

EXHIBIT XIV 

FOCL6 CF COMPATE FEVIEI IN MILTILE.EL PP 

  

   

PROCESS AOT YET PeIALYTICAL '73 PROCESS 
PP 	PP 	PP 	PP 

25 54 20% 2% 24 7 
FULL PP 

16 % 22% 46% 36 

59 % 52% 45% 39 % DE FACTO 	PP 

corporate review of business plans: 

spreao out in time OVer the planning 
perioo 
concentratecl in the spart of a few 
weeks, and coincicing with vent year*s 
financial plan review 
concentratel in the span of a few 
weeks but separate from nein year's 
financial plan review 

  

NON—ASS I MED PP 

t E DECIDED PP 

NIALYTICAL PP 

12.76 

 

Kendall ' s 	• .13 

significance 	• .01 
12.16 

12 .70 

* 22% for FULL PP 

31% for DE FACTO PP 

   

 

NEW PP 2.80 
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EXHIBIT XV 

ATTENTION PAID DPRING CORPORATE 

REVIEW OF BUSINESS PLAN 

F Signi-
f1cance 

843 PP 1 4.30 
NEXT YEAR'S PROFIT OBJECTIVES 14.5 .00 

PP PROCESS 3.36 

ND PP 13.93 

LONG RANGE PROFIT OBJECTIVES 2.38 .12 
-•;47D-r,,-- 	4.13 PP PRCCESS 

NO PP 1 13.87 

NEXT YEAR'S CAPITAL 1NVErPIENT 2.98 .08 

PLAN PP PROCESS 3.55 

NO PP 1 1 3.58 

NEXT YEAR'S SALES OBJECTIVES 2.55 .04 
PP PROCESS ]:= 3.19 

No PP ) 	 13.47 
LONG RANGE SALES OBJECTIVES 2.38 .12 

PP PROCESS  	3.70 

ND PP 1 13.45 

LONG RANGE RESOURCE ALLOCATION 12.50 .00 
PP PROCESS 3.99 

ND PP 1 13.03 
COMPETITIVE ANALYSIS 5.27 .02 

PPPROCESS 3.39 

No PP 1 2.98 

MILESTONES FOR IMPUEMENTATION .39 .53 
PP PROCESS 3.10 

NO PP 1 J 	2.32 

CONTINGENCY PLANS .78 .58 
PP PROCESS 2.45 

Companies were asked what attention these aspects of the business 
plan receive during review by the corporate office on a scale of 
1 (none) to 5 (crucial). No more than these aspects would be 
treated with the same weight. 
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Strategy is Resource Allocation  

Strategy in a diversified company is in essence the underlying 

pattern of resource allocation across businesses. As such it 

is anomalous that in most companies formai strategic planning 

is one thing, and the capital investment appraisal process 

often another. 

Portfolio planning companies however do succeed in tying the 

capital investment process more to the strategic planning 

effort. Not that many companies truly allocate resources 

primarily to strategies, but at least strategic missions 

become an explicit element in how investment projects are 

evaluated, thus assuring consistency (see Exhibit XVI). 

Unfortunately very few companies tackle the allocation of 

strategic expenses in the same way. This leads to certain 

biases in the impact of portfolio planning which we will 

discuss later. 
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EXHIBIT XVI 

LINK BETWEEN STRATEGIC PLg;NING PROCESS 

AND CAPITAL INVESTMENT APPRAISAL 

  

Which statement reflects, in your opinion, 
best the relation between business plans 
and capital investment approval in your corn- 

PP PPOCESS 	MO PP pany? 	 3a 

❑ We explicitly allocate capital to our 
businesses as part of our business 
plans. Subsequent individual projects 
are expected to fall within this alloca- 
tion guideline. 24 % 18 

2E Fit with the business plan is an impor-
tant ard explicit element in our evalua-
tion of capital investment projects. 57 7 22 % 

3[11 The business plan serves primarily as 
general background information when 
considering  capital investment projects 
on an individuel basis. 20 % 60 

KendaWs Tau c : .31 

Significance 	: .00 

FOR FORTUNE 1000 
	

Kendall 's Tau c : .21 

Significance : .00 
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IV 7HE IMPACT OF PORTFOLIO PLANNING 

Ultimately the value of portfolio planning resides in its 

impact on the long run profitability of the company. Even 

when the researcher has ail the internai evidence however it 

is hard to show more than a plausible relation between 

portfolio planning and certain strategic decisions which in 

turn have an impact on financial results. We did link up our 

survey data with performance data on these oompanies in our 

sample, examining a time span of five years before and five 

years after the beginning of the introduction of portfolio 

planning. We did find an improvement in earnings per share 

after the introduction, but also an even more marked decline 

in earnings per share two years before the introduction. We 

prefer to interpret this as a performance problem typically 

triggering the introduction of portfolio planning, rather than 

as portfolio planning leading to better performance 

Our survey does allow us however to be more explicit about the 

benefits of portfolio planning as perceived by the corporate 

managers themselves. We will hereafter discuss the nature of 

those perceived benefits in two respects: 

1. the impact of portfolio planning on the quality of the 
management process 

2. the impact of portfolio planning on resource allocation. 
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A first indication of the generally positive impact of 

portfolio planning in the eyes of those who introduced it is 

that only one of all portfolio planning con panies foresees a 

diminished importance of portfolio planning in their company. 

In their volunteered comments, managers credit portfolio 

planning approaches with an array of benefits, not only with 

respect to the quality of strategy generation but also the 

commitment of resources, and even the execution. From a 

tabulation of their comments (see Exhibit XVII) a clear 

EXHIBIT XVII 

REMARKS ABOUT BENEFITS 

SETTER PERFORMANCE 
(12) 

T o Mon, ange 12Z 

(376) 1C()% 
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picture emerges: the underlying competitive logic of 

portfolio planning, based on industry economics, leads to 

better strategic thinking at the business level. At the same 

Ume portfolio planning provides a verbal and graphic language 

which facilitates improved communication in strategic and not 

just financial ternis. This aliows a better substantive 

understanding of the business position at the corporate level. 

Together with the 'grid language' of portfolio planning this 

in turn allows a better handle on overall corporate strategy. 

The end result is better strategy generation, both at the 

business and corporate level. 

This according to managers' comments translates in better 

resource allocation, and provides in many cases guidance to a 

strategic reorientation of the company and to better entry of 

divestiture decisions. 

It is interesting that portfolio planning even gets credited 

for better operations, by the fact that is puts more focus and 

objectivity in the decision making process and thereby 

generates more commitment. 

Impact on Resource Allocation 

The final proof of the pudding of course is whether portfolio 

planning actually has an impact on resource allocation in the 

companies which adopt it. Since in a survey we could not 

actually study the allocation shifts as in our in-depth 
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research, we had again to content ourselves with measuring the 

impact as perceived by the corporate managers. We presented 

these managers with a list of 5 common allocation 'problems' 

in a diversified conpany and a scale on which to indicate how 

serious these problems were in their firm. The problems were 

presented as follows: 

1. We waste resources on the continuous subsidising of 
marginal businesses. 

2. Our high return businesses tend to under-invest. 

3. Our low return businesses tend to over -invest. 

4. We do not fund our existing growth opportunities 
adequately. 

5. We have a hard time generating new growth opportunities 
internally. 

To reduce subjectivity we did not ask for an assessment of 

improvement, but rather asked on two separate occasions, what 

the situation was now, and what it was before portfolio 

planning was introduced. The results, presented in Echibit 

XVIII are striking though logical. They also confirm entirely 

our judgement from clinical investigation: 
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EXHIBIT XVIII 

dL 
IMPACT OF PORTFOLIO PLANNINF ON RESOURCE ALLOCATION 

SUBSIDIZING 	UNDERINVESTING 	OVERINVESTING 
MARGINAL 	 IN HIGH ROI 	IN 1_0,4 ROI 
BUSINESSES 	 BUSINESSES 	BUSINESSES 

1.09 	 .70 	1 .61 

1.41 

 

.46 

    

.33  

INNOUATE 	 DIFFICULTY 
FUNDING OF 	 IN GENERATING 
GROWTH 	 NEW GROATN 
OPPORTUNITIES 	CPPORTUNITIES 

.83 	 .19 PROCESS PP 

NOT YET PP 

ANALYTICAL PP 

NEW PP 

FEAN 

.17 

(.31) 

.45 

.67 

.53 

PROBLEM LEVEL 	2.75 2.36 2.P.7 2.52 2.93 

4.4 2.96 .41 2.26 .19 

SIgnIfIcance 	.00 .02 .80 .06 .94 

X Companies were asked to what extent these resource allocation issues presented 
a problem on a scale of I (no problem) to 5 (a severe problem). The bars re-
present the difference between now and before portfolio planning was introduced. 
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In general the introduction of portfolio planning coincides 

with a perceived improvement in the resource allocation 

pattern. 

Whereas both a PROCESS approach and an ANALYTICAL approach 

help companies to face up to the problems of marginal 

businesses, only a PROCESS approach can muster the 

administrative influence necessary to change investment 

behaviour in base businesses which over- or under-invest, or 

can change the attitudes toward risk which lead to inadequate 

funding of existing growth opportunities. 

The most crucial problem as perceived by managers was the 

difficulty of generating new growth opportunities internally. 

Yet, no matter how thoroughly implemented, portfolio planning 

does not address this problem. On the basis of personal 

interviews I would also add that the impact - where there was 

one at all - was rather negative. The reaon is that, whereas 

portfolio planning theory is about the allocation of all 

resources, in practice what is often emphasised and tied to it 

is the capital investment process. In new business entries 

however capital investment follows. It is preceded by 

strategic expense commitments (such as research and 

development, marketing, applications engineering) which in 

turn flow from prior human resource decisions. 

Those companies which have made an attempt to allocate 
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strategic expenses formally, or to separate out new business 

development from the planning format for ongoing business, do 

indeed score much better - in their own perception and that of 

the researcher. 

Sequential Benefits  

In general it appears that portfolio planning has an important 

impact but that this impact is very much a function of the 

degree and quality of introduction. As such there is a 

sequence to the benefits to be gained. Typically conpanies 

quickly face up to the inteneable situation of businesses in a 

weak market position, resulting in divestment activity and 

major gain-share programmes. 	Next underfunded growth 

opportunities feel liberated from ST performance pressure and 

also propose major growth programmes amongst which the 

corporate level is not always ready to select. In most cases 

however changing the investment behaviour of base businesses 

takes a lot more time. If these base businesses were 

over-investing the resuit is often a major resource crunch. 

How this is handled - selectively according to the strategic 

missions, or through an across-the-board cut - is both an 

opportunity to establish firmly portfolio priorities, or the 

sign that nothing really has changed from the old days. 
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V LESSONS FROM SUCCESS AND FAILURE 

The benefits of portfolio planning, we just showed, depend 

very much on the extent to which the approach has been 

implemented, and thus on the companies' experience with it. 

Yet some companies in our sample had reached the PROCESS 

portfolio planning stage very quickly, whereas others, after 

many planning cycles still had not got there. Given the 

importance of momentum in organisational change, the 

difference between such 'fast' and 'slow' introduction 

coincides quite well with 'successful' versus 'unsuccessful' 

introduction. 

What factors stand out when we examine introduction experience 

of companies? In a set of telephone interviews we contrasted 

the experience of the 27 companies that had reached the 

PROCESS portfolio planning stage within three years, with the 

experience of the 24 companies who, after five years still had 

not got to the stage of negotiating clear missions with 

business managers. 

Five factors stand out clearly as givens of the situation 

which determine the difficulty or ease with which portfolio 

planning can be implemented. Most of these are not only 

typical for portfolio planning, and little can be done about 
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them. Yet, they allow the corporate planner to gauge the 

challenge ahead. 

1. A Performance Problem - SHOCK  

Portfolio planning is essentialiy about the reallocation of 

resources, and thus the redistribution of power. As with ail 

power shifts some kind of performance crisis is often needed 

to facilitate the introduction. Our performance data show 

that the trigger for portfolio planning often was a profit 

crisis when fast growth ran out of control. 

2. CE° Support - COMMITMENT 

A strong continuai commitment by the CEO was in ail cases the 

key to fast introduction, even though in many companies the 

initial driving force behind the introduction was someone else 

- often the corporate planner. The point is too obvious to 

belabour, yet it constituted the main problem of a lot of the 

companies in our sample. 

3. Resource Imbalance Level - LOW RESISTANCE  

The inertia and the political resistance that have to be 

overcome is a function of how important - and thus how high in 

the organisation - the resource reallocation has to take 

place. In practice this may range ail the way from improving 

segment strategies in divisions which can 'stand on their own 

feet', to major shifts across group - and even sector levels. 
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4. Previous Planning EXperience - CAPABILITY 

Though portfolio planning typically provides a dramatic jump 

in the quality of strategic analysis, its introduction as an 

ongoing process takes place largely on the basic of previous 

planning experience. Outside consultants cannot substitute 

for strategic thinking by line managers, and the experience 

acquired with earlier planning approaches. Skillful corporate 

planners even use the disadvantages of previous planning 

formats to get more support for portfolio planning, for 

instance by diminishing the extent of paperwork and financial 

information that is required. 

5. Previous MBO Experience - FOCUS  

The ability to tackle SBUs as a portfolio of segments, we 

said, is a key requirement for good portfolio planning. It is 

striking how companies with a tradition of MBO (management by 

objectives) appeared to have a much easier time introducing an 

appropriate set of financial and milestone-type objectives for 

each SBU, and tailoring the review process so that it can take 

both an aggregate and a detailed view. 

These five factors however are largely 'givens'. Are there 

any lessons which can be drawn from the experience of these 

companies which can be acted upon? We hereafter offer some 

suggestions which in our opinion apply to most companies. To 

go Seyond these one would need to deal separately with 

different types of implementation situations such as whether 
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the oompany is primarily vertically integrated, 

technologically related or market related; whether it has a 

matrix structure, an international division or worldwide 

business units; whether there is full CEO support or not. 

Such analysis would carry us outside the soope of this summary 

article. 

We do want to offer however, the following remarks about where 

the priorities should lie in introducing portfolio planning. 

1. >love as Fast as Possible 

Portfolio planning gets introduced initially on a 'wave' whose 

strength generally depends on CEO support or the existence of 

a performance problem. Once the 'wave" is gone, and priority 

attention shifts it is much harder to make headway. 

The only way to progress if the selling job has to be carried 

out 'upstairs' as well as"downstairs' is often to run with the 

approach as far as possible in one part of the oompany, and 

demonstrate its benefits, rather than pushing for 

across-the-board improvements. 

2. Educate Line Managers  

Portfolio planning - more so than previous generations of 

strategic planning approaches - should be a framework for the 

management process, not a planners' exercise. The biggest 

payoff both in terms of quality of strategic thinking and 
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execution at the business level is in the education of line 

managers. They need to be familiar with both the thinking and 

the tools. From that perspective a lot of companies - even 

though scores of divisions have been analysed by consultants - 

have not really improved their management quality. 

3. Redefine Strategic Business Units Explicitly 

Defining the SBUs is the genesis and the nemesis of portfolio 

planning. They reflect and constrain the strategy in the must 

fundamental way. Their redefinition also provides the biggest 

leverage opportunity to change strategic focus. Start-up time 

on their definition and continuous questioning - taking into 

account the practical problems and biases we described - is 

generally time well spent. 

4. Avoid Labels, Focus on Missions 

Successful portfolio planning companies shun labels, and do 

not haggle over portfolio grids. They focus on getting a 

fundamental discussion on what to do with the business. In 

most companies a lot of those decisions are not taken, yet 

resources are allocated by default. Portfolio planning can be 

extremely helpful in forcing these issues. 

5. Acknowledge SBUs as Portfolios to be Managed 

As we described, SBUs in practice are more often than not 

defined around technological or market based resources and 

consist of many product/market segments. Successful companies 
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tend to acknowledge this explicitly and develop the capability 

to take a disaggregated view of the business when needed and 

an aggregated one where there are no strategic issues. 

Companies who insist on oversimplifying SBUs in the name of 

portfolio planning theory tend to run into serious acceptance 

problems from line managers. They also do not contribute to 

improved strategic thinking at the business level - which 

after all is the starting point of the whole strategic 

process. 

6. Invest Corporate Management Time in the Review Process  

Portfolio planning is not a deus ex machina, just a 

facilitating framework. Most of the benefits we described 

depend on the quality of the management process. In this the 

strategic review process is a key factor. 

There is a trade-off between timeliness of strategic reviews 

and their link with operational planning on one band, and the 

ability to spend a lot of time on a separate srategy review. 

Our recommendation is to choose the latter, at least in the 

initial planning rounds. Later on the key is to keep the two 

separate qua format, yet to link them qua content. In this 

the development of segment data is usally an important step. 

7. Avoid Across-the-Board Treatment  

As we described, corporate managers of portfolio planning 

companies keep their formai administrative systems largely 
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uniform - relying more on the informai management process to 

differentiate the influence pattern they create in the 

businesses. Yet one big "no" should be stamped on every 

corporate manager's forehead: no across-the-board treatment 

of any kind. Typically introduction of portfolio planning at 

a certain point is likely to result in many more demands on 

corporate resources. Then resorting to an equalisation of the 

pain throws out any real impact of portfolio planning. 

8. Tie Resource Allocation Procedures to the Business Plan  

Portfolio planning technology has no teeth as long as, like 

previous planning systems, it does not have any formal links 

with the resource allocation system. Forcing congruence 

between resource allocation on the one band, and the nature of 

the business and its strategic missions on the other, is vital 

if the latter are to be taken seriously. 

A good system - and again different approaches exist - has the 

additional benefit of decentralising a lot of the 

non-strategic investment decisions and forcing corporate 

review time on the key issues. 

9. Consider Stratealic Expenses and Human Resources as  
Explicitly as Capital Investment 

We described how oompanies in practice tend to subvert 

portfolio planning which is about the reallocation of 

resources, - ail resources - by focussing mainly on capital 

investment. That is ail right in industries which are highly 
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capacity-oriented such as paper or steel, especially when the 

problem was to be selective among competing investments. In 

most industries however, especially if the problem has become 

to create growth, strategic expenses in research and 

development, marketing, applications engineering, and the 

recruitment decisions which precede them are key. Those 

companies which have made a formel attempt to monitor the 

allocation of these resources tend to find it extremely 

useful. 

10. Plan for New Business Development Explicitly 

EVen though portfolio planning is in theory neutral vis-a-vis 

new business development, in practice we have seen that this 

remains the sore spot in the impact of the approach. 

Portfolio planning companies with an excellent track record at 

developing businesses internally generally had introduced in 

their planning format some way to focus attention on the issue 

- with different variations adopted by almost each company. 

11. Make a Clear Strateclic Commitment to a Few Selected 
Technologies and/ or Markets  

Earlier we addressed the problem of circularity in strategic 

analysis when we pointed out that SBUs are the starting point 

of strategic analysis yet should also be the translation of 

the strategy. The circularity does not only flow from the 

time implementation takes, but also from the organisational 

distance between corporate and business levels. Tb decide on 
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specific strategic missions at the corporate level is 

dependent on better strategic thinking at the business level. 

Yet efforts to improve the latter lose momentum if no 

corporate guidance is forthcoming. 

Announcing broad comitments to a set of technologies and 

markets as early as possible in the introduction process sets 

a workable frame of reference to guide business level 

planning, which then allows more specific product/market 

decisions. 

In a method which tends to emphasise artificially the 

stand-alone aspect in what are essentially interdependent 

businesses it also reinjects a dimension of commonality in a 

way that provides leverage to the individual business 

strategies which will emerge. 
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CONCLUSION 

Portfolio planning has spread widely among US industrial 

companies. Besides the estimated 130 companies for whom it 

has become a way of life, another 210 companies are 

introducing portfolio planning or using it to some extent. 

Still others are seriously considering its introduction. 

For the large, widely diversified and international industrial 

companies that are adopting it, portfolio planning responds to 

the need for better strategic control in order to ensure 

profit potential, whereas typically the management process in 

those companies was more geared to operational control - i.e. 

assuring that profits are made. 

What is important in portfolio planning thus is not only its 

analytical dimension, but what it can add to the management 

process. 

Benefits of Portfolio Planning 

A first key contribution it can add - and that is the real 

role of Strategic Business Units - is to create visibility for 

the strategic performance of each business activity out of the 

imbroglio of aggregation and interdependence of operating 

units. 
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A second key contribution is to provide a framework for more 

selective resource allocation trade-offs. Not by solving the 

issue, but by providing focus to the issues and a vehicle for 

the process. 

A third, and in our opinion the most important contribution, 

is that it can help to differentiate the administrative 

process not only between operational control and strategic 

control, but also across businesses. The essence of managing 

diversity is to create in each business a pattern of influence 

which corresponds to the nature of the business, its 

competitive position and its strategic mission. Our survey 

shows how the benefits of portfolio plannings depend on a 

company's ability to create such a differentiated management 

management process. This article, in a very summary way, has 

tried to address some of the issues this raises. 

Current Fad or Basic Breakthrouqh? 

Is portfolio planning a real step ahead in the management of 

diversity or simply a phenomenon that plays a useful role, 

will run its course and fade away? 

Often the introduction of administrative changes is a way for 

the CE° to address an organisational imbalance at the root of 

a specific performance problem. Successful introduction is 

then selfdefeating. The changed system removes the problem 

and its own raison d'être. Initially, the adoption of 
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portfolio planning typically reflected a need for resource 

allocation selectivity in a capital-constrained environment 

and was triggered by a performance crisis. 

Neither is it the discovery of the wheel. Portfolio planning 

as we defined it - recognising explicitly that a diversified 

company is a portfolio of businesses, each of which should 

make a distinct contribution to the overall corporate 

performance, and should be managed accordingly - was de facto 

practised by more than one company before the 'technology' of 

portfolio planning was developed formally. It is just good 

management. 

Yet this researcher believes along with most of the managers 

who participated in the survey that - in contrast to previous 

generations of planning approaches portfolio planning is 

essentially here to stay, - and to be developed. 

One reason is that portfolio planning - when one takes into 

account not only its underlying philosophy, but also its 

technology, its language, and its practice - provides a 

permanent added capacity for strategic redirection, a 

framework within which the management process can be better 

adapted to the changing needs of the businesses. 

Another reason is that it also facilitates a way out of the 

centralisation/decentralisation dilemma, by providing a 
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framework for strategic control which reasserts the primacy of 

the centre in the job of creating future profit potential, yet 

allows maximum operational autonomy of the units in their job 

of realising that potential. 

Putting portfolio planning into practice is quite a challenge. 

We argued the challenge is primarily administrative, not 

analytical, and also very worthwhile. 
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PARTICIPATING COMPANIES WHICH 

AGREED TO BE IDENTIFIED 

AS PARTICIPANTS 

Exxon 
Mobil 
Gulf 011 
Atlantic Richfield 
Shell Oil 
E.I du Pont de Nemours 
Union Carbide 
Phillips Petroleum 
Dow Chemical 
Westinghouse Electric 
United Technologies 
Rockwell International 
Kraft 
Mons anto 
R J. Reynolds Industries 
Firestone Tire & Rubber 
Cities Service 
Armco 

Greyhound 
Colgate Palmolive 
W R. Grace 
Pepsi Co. 
Deere 
Aluminium Co. of America 
Weyerhaeuser 
TRW 
Sperry Rand 
Republic Steel 
Allied Chemical 
Inland Steel 
General Mills 
CPC International 
Dresser Industries 
F M C 
Warner-Lambert 

Out of 57 participating companies in FORTUNE 1-100 

Eaton 
	

Gould 
American Cyanamid 
	

Owens-Corning 
N C R 
	

Control Data 
Celanese 
	

Allis-Chalmers 
American Motors 
	

Martin Marietta 
Texas Instruments 
	

Scott Paper 
Crown Zellerbach 
	

Pillsbury 
Pfizer 
	

Levi Strauss 
Borg-Warner 
	

Johns-Manville 
Mead 
	

Koppers 
Fruehauf 
	

Del Monte 
General Tire & Rubber 

	
Olin 

Whirlpool 
	

Land O'Lakes 
Avon Products 
	

Studebaker-Worthington 
Charter 
Hercules 

Out of 45 participating companies in FORTUNE 101-200 

U.S. Industries 
Int'l Minerals & Chemical 
Emhart 
Stauffer Chemical 
Rohm and Haas 
Corning Glass Works 
Armstrong Cork 
Murphy Oil 
Meublein 
Lear Siegler 
Joseph E. Seagram & Sons 
Diamond International 
Air Products & Chemicals 
Baxter Travenol 
Zenith Radio  

Clark Oil & Refining 
Reliance Electric 
Norton 
Black & Decker Manufacturing 
Pennwalt 
Interlake 
CertainTeed 
Blue Bell 
Rexnord 
Avnet 
AMP 
St. Joe Minerais 
Potlatch 

Out of 45 participating companies in FORTUNE 201-300 
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Consolidated Aluminium 
	

Memorex 
General Host 
	

Signope 
Joy Manufacturing 
	

Hart Schaffner & Marx 
Pitney-Bowes 
	

Johnson Controls 
Outboard Marine 
	

Norin 
Parker-Hannifin 
	

General Cinema 
Newmount Mining 
	

Southwest Forest Industries 
A M International 
	

Saxon Industries 
Hughes Tool 
	

Cluett, Peabody 
Crown Central Petroleum 
	

Bell & Howell 
Cincinnati Milacron 
	

ConAgra 
Fairchild Industries 

Out of 30 participating companies in FORTUNE 301-400 

GATX 
Dan River 
Louisiana Land & Exploration 
Washington Post 
Wallace Murray 
Ball 
American Bakeries 
Envirotech 
New York Times 
Scott & Fetzer 
Smith International  

Wm. Wrigley Jr. 
Bausch & Lomb 
Mattel 
Coca-Cola Bottling Co. of NY 
Maryland Cup 
Arcata 
General Refractories 
Butler Manufacturing 
Varian Associates 
Tyler 
Royal Crown Companies 

Out of 35 participating companies in FORTUNE 401-500 

Armstrong Rubber 
	

Allied Products 
Kohler 
	

American Greeting 
Barnes Group 
	

Snap-on Tools 
Wyman-Gordon 
	

Na'l Coop Refinery Assoc 
Keystone Consolidated 
	

Nu cor 
Sonoco Products 
	

Coachmen Industries 
Beckman Instruments 
	

Freeport Minerals 
Maremont 
	

Robertshaw Controls 
Houston Oil & Minerals 
	

Storage Technology 
Maytag 
	

Albany International 
Ametek 
	

Longview Fibre 
Dorsey 

Out of 25participating companies in FORTUNE 501-600 

Shaklee 
	

Media General 
Universal Foods 
	

Mine Safety Appliances 
Graniteville 
	

Raychem 
Franklin Mint 
	

Condec 
Alton Box Board 
	

Toro 
Prentice-Hall 
	

Mitchell Energy & Development 
Kaiser Cernent & Gypsum 
	

H.B Guller 
Mississippi Chemical 
	

Crampton & Knowles 
Sealed Power 
	

Alaska Interstate 
Standard Register 

Out of 29participating companies in FORTUNE 601-700 

Commercial Shearing 
Chamberlain Manufacturing 
Management Assistance Corp. 
Mark Controls 
Giddings & Lewis 
Norlin Industries 
Chelsea Industries 
Western Gear 
Stanley Home Products 
Ludlow 
Scott Foresman 
R TE 
Gould Pumps  

Quanex 
Wean United 
Medtronic 
Barber-Greene 
Commerce Clearing House 
Chesapeake Corp of Virginia 
Atlantic Steel 
Huffy 
Texfi Industries 

Out of 27 participating companies in FORTUNE 701-800 
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Wolverine Worldwide 
Lenox 
Omark Industries 
Richardson 
Clow 
Reliance Unviersal 
Hess ton 
Mesa Petroleum 
Datapoint 
Pope & Talbot 
Guilford Mills 
Affiliated Publications 
Park-Ohio Industries 

Out of 27 participating companies 

American Sterilizer 
Wynn's International 
Ocean Spray Cranberries 
Combustion Emipment Associates 
Fariner Brothers 
Mohawk Data Sciences 
Bobbie Brooks 
Union 
Cubic 
Russ Togs 
Elcor 
Cross 

in FORTUNE 801-900 

Safeguard Industries 
Buckeye International 
American Business Products 
William Carter 
Conrac 
Cooper Laboratories 
Marlene Industries 
Imperial Sugar 
Roblin Industries 
Stride Rite 

Out of 24 participating companies 

Martin Processing 
P H. Glatfelter 
Courier 
Medalist Industries 
Marion Laboratories 
Motch & Merryweather Machinery 
Facet Enterprises 
Harper & Row 
Clevepak 
Polychrome 
Multimedia 

in FORTUNE 901-1000 
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