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by Ulrich Pidun, Harald Rubner, Matthias Kriihler, and Robert Untiedt,
The Boston Consulting Group,! and Michael Nippa, Freiberg University

n 1970, Bruce D. Henderson, founder of The
Boston Consulting Group, introduced the
growth-share matrix, a framework for catego-
rizing the various businesses in a company’s
portfolio in terms of their relationship to each other and to
the company as a whole on the basis of competitive advan-
tage and growth—the now-classic stars, cash cows, dogs,
and question marks.? Since that time, the concept of corpo-
rate portfolio management has revolutionized the way CEOs
and boards think about corporate strategy and is still a hotly
debated topic among both academics and practitioners. (See,
for example, “Corporate Portfolio Management Roundtable,”
published in the Spring 2008 issue of this journal.)

Many companies have used the simple growth-share
matrix and its various offshoots to address three of the central
questions for managing a multi-business company: (1) What
are the boundaries of the corporation—which businesses
should be part of the corporate portfolio and what is the
underlying logic? (2) How should resources—and capital, in
particular—be allocated to the different businesses? (3) How
can the goals and actions of the individual business units be
aligned with the interests of the corporation as a whole and
with the interests of its shareholders?

The growth-share matrix offered appealingly simple
guidelines for these difficult questions:

¢ The businesses in a portfolio play different roles accord-
ing to their ability to generate cash and their need for growth
investment.

* Businesses should have specific strategic missions and
financial targets depending on their role in the portfolio.

* A good portfolio is balanced with regard to cash gener-
ation and cash consumption: it contains some cash cows,
which can finance the question marks in order to turn them
into stars, which will in turn become the future cash cows.

The growth-share matrix was developed in the early
days of modern corporate finance, when it was reasonable to
assume that a major goal of corporate portfolio management
was to balance cash flows among the businesses in a portfolio
(a goal that regained relevance during the recent financial
crisis when external financing suddenly became a bottleneck).
Cost structures in most industries were strongly influenced

by scale and experience curve effects, so size mattered a lot
and relative market share was a good proxy for profitability
and cash generation—and the growth rate was a proxy for
investment needs.

But while the strategic challenges and objectives
behind these assumptions are still valid, the assumptions
themselves are less so. In fact, the rise of the private-equity
ownership model has led to a more demanding standard of
performance—and raises a fourth question for managing a
multi-business firm: What is the real operating value of a
particular business, and is that value being maximized in
the current corporate structure or would a different owner
do better? In short, the corporate parent—and the impact of
corporate resources and capabilities—has taken center stage
in the corporate strategy debate.

The concept of parenting offers a clear framework for
corporate portfolio strategy. Parenting advantage, which is
defined in terms of a particular corporation being the best
possible owner of a particular business, should be the guiding
principle for all corporate-level decisions: it should determine
the nature of the businesses in the portfolio as well as the
structure and organization of the corporate parent and its
activities. The main goal of corporate strategy should be to
clarify how and where the company can achieve parenting
advantage. In order to create value, the characteristics of the
corporate parent must be well suited to the critical success
factors of its businesses and their specific needs and opportu-
nities. Corporate parents must focus on how their parenting
approach can create value for their businesses.

To what extent do today’s corporations apply these
principles? More fundamentally, how do diversified compa-
nies analyze and manage their corporate portfolios? What
processes have they established and who is responsible for
them? What are the key applications of corporate portfolio
management (CPM)—from deciding the scope and shape
of the corporate portfolio to allocating resources and setting
strategic and financial targets for the individual business
units? Most important, how satisfied are today’s companies
with their current approach to CPM? What are the typical
barriers to successful portfolio management and how can
they be overcome?

1. Matthias Krihler and Robert Untiedt were Ph.D. students at Freiberg University
when the research for this paper was conducted.
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2. See Bruce Henderson, “The Product Portfolio,” BCG Perspectives series (The Bos-
ton Consulting Group, 1970).
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he initial sample comprised 1,776 of the largest compa-

nies worldwide ranked on the basis of 2008 revenues:
1,513 public companies (source: Bloomberg) and 263 private
companies (sources: Forbes, Financial Times). We identified
contact persons for 1,403 of these companies and sent our
survey exclusively to CEOs, board members, executive
managers of strategic business units, and heads of corpo-
rate strategy, corporate development, and corporate finance
departments. The companies themselves were broadly dis-
tributed not only geographically but also by industry and
ownership structure (that is, public versus private).

The Web-based online survey was conducted from July
to September 2009 by personal e-mail invitation only. We
received 229 responses from 196 companies representing

20 industries. (Not every respondent answered every ques-
tion, however.) About 60% of the participating companies
have revenues in excess of $5 billion, and more than 80%
of the companies have a diversified portfolio with no single
business accounting for more than 70% of group revenues.
Geographically, 35% of the respondents are from Europe
(including Russia), 30% are from the Americas, and 25%
are from Asia, with the remaining ten percent from the rest
of the world.

The survey results were complemented by in-person and
telephone interviews with 50 senior executives of global corpo-
rations and a systematic review of more than 100 major client
engagements involving portfolio assessments undertaken by
The Boston Consulting Group between 2004 and 2009.

To answer these questions, The Boston Consulting
Group, in collaboration with Freiberg University in Germany,
conducted a comprehensive global survey on the practice of
corporate portfolio management among more than 200 CPM
specialists at the largest companies worldwide. (For details on
the survey methodology, see the sidebar “About the Survey.”)
The key findings can be summarized as follows:

* CPM use: Two-thirds of the participating companies
apply CPM regularly or as a major part of their manage-
ment process. Most companies (90% of those that responded)
still focus on the traditional criteria of market attractiveness,
competitive position, and financial performance. Increas-
ingly, however, criteria such as parenting advantage, risk, and
portfolio balance are considered important, although their
application is hampered by a lack of adequate quantitative
metrics and instruments.

* CPM process: In the majority of companies, corporate
portfolio management is a regular process driven from the top:
the executive board and corporate staff are typically involved
throughout the entire process, whereas division and business
unit staff are involved at less than half of the respondents’
companies—and they mainly perform and interpret portfolio
analyses. About 60% of the companies integrate CPM into
their strategy development and long-term planning processes,
with much less integration into investment budgeting and
financial target-setting.

» CPM applications: Most companies use CPM mainly
to create transparency and identify a need for action at the
business and overall portfolio level, applications that about
80% of the participating companies consider to be relevant.

Resource allocation and financial target-setting are regarded
as somewhat less important. Nonetheless, only 40% of recent
divestitures and 23% of recent acquisition decisions were said
to be triggered by portfolio considerations, indicating that
there is a significant gap between the effort that many compa-
nies put into CPM processes and their role in corporate-level
decision-making.

* Best practices: More than half of the participating
companies claimed to be dissatisfied with their current
approach to corporate portfolio management, mainly because
of the inefliciency of processes (25% of respondents) and
the weak acceptance and support by business units (21% of
respondents). Companies with a high level of satisfaction tend
to have a more holistic perspective of their portfolio, and
they are more likely to consider—and even quantify—the
risk profile and overall balance of their portfolio as well as
synergies between businesses. Satisfied users also have more
standardized instruments and processes and better integrate
portfolio management into their other corporate processes.

A Brief History of CPM

After the introduction of the BCG growth-share matrix in
1970—and its great success in the marketplace—numer-
ous other consulting firms quickly came up with their own
approaches to portfolio analysis. In an assignment at General
Electric, McKinsey & Company developed what came to
be known as the GE/McKinsey nine-block matrix.? It uses
about a dozen measures to evaluate industry attractiveness and
another dozen to evaluate competitive position. The consult-
ing firm Arthur D. Litte suggested a business profile matrix

3. See Yoram Wind, “Product Portfolio: A New Approach to the Product Mix Decision,”
in Ronald C. Curhan, ed., Combined Proceedings (Chicago: American Marketing Asso-
ciation, 1974), pp. 460-464.
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in which the stage of industry maturity is plotted against the
competitive position of a business.*

Although there were many variations, the basic idea behind
the different portfolio concepts remained the same. Each
strategic business unit (SBU) of a multi-business company was
categorized along two dimensions: product or market attrac-
tiveness and competitive position. Depending on its location
in this two-by-two matrix, the strategic challenges for each
business unit were identified and a strategic mission was devel-
oped. There were two basic types of approaches: those that
relied on a single numerical criterion along each axis (such as
the BCG matrix), and those that used a scoring model to aggre-
gate multiple criteria, including more qualitative and subjective
ones (such as the GE/McKinsey matrix).

These early portfolio concepts were successful in the corpo-
rate marketplace because they addressed needs that had arisen
with changes in the economic environment in the 1960s. As
excess cash and the saturation of traditional markets fostered
diversification into new businesses, the top managements of
diversified firms faced the growing challenge of managing a
broader set of sometimes unrelated businesses. Leaders of large
companies could not possibly be familiar with the relevant
strategic issues of each business unit, and they ran the risk of
applying uniform strategic and financial targets and misallocat-
ing resources as a result. Portfolio concepts helped corporate
managers gain insight into the strategic challenges of individual
SBUs, allocate management attention among businesses accord-
ingly, and increase their selectivity in resource allocation.

By the early 1980s, corporate portfolio-planning
approaches were broadly established at diversified compa-
nies. As reported by Philippe Haspeslagh in the Harvard
Business Review in 1982, a large-scale study involving 345
senior executives revealed that 45% of Forrune 500 compa-
nies used portfolio management concepts, mainly to allocate
resources efficiently or respond more effectively to perfor-
mance problems.’ The majority of respondents considered
their portfolio management approach to be successful, partic-
ularly because it improved the capacity for strategic control
and steering by headquarters while enabling senior leaders to
adapt their management processes and resource allocation to
the needs of each business, thus substantially improving the
quality and outcomes of strategies.

Academic Criticism

Despite their rapid and widespread acceptance by corporate
managers, portfolio concepts were criticized in the academic
literature from the beginning. Apart from the standard
argument that diversification is easily accomplished by
investors holding a broadly based stock portfolio,® this
criticism fell into three major categories: (1) denying the
validity of portfolio concepts in general, (2) questioning the
underlying assumptions and basic instruments of portfolio
analysis, and (3) criticizing the inadequate application of
these instruments.

Critics questioning the general validity of portfolio concepts
mainly warned against the risk of oversimplification of the
complex and interdependent strategic decisions of multi-business
companies’—particularly the practice of setting strategy on the
basis of a business’s positioning in a simple two-dimensional
grid.® The strategic recommendations for an SBU were said to
be very sensitive to the specific portfolio approach.® Of course,
much of this criticism assumes that portfolio techniques are
used mechanically to replace strategic decision-making rather
than to guide and support strategic thinking. Simplicity can be
an important benefit in the latter context.

A second stream of criticism focused on the specific
underlying assumptions and basic instruments of corporate
portfolio management, including the inherent ambiguity
in the definitions of strategic business units, the relevant
markets, and the matrix axes.'® Other critics from this stream
pointed out that existing portfolio instruments lack impor-
tant perspectives such as risk, capabilities, longevity, and
competitive expectations.” While some of this criticism is
clearly justified, it should lead to the refinement of portfolio
concepts rather than to their rejection.

The final group of critics was concerned about the
inappropriate or inadequate application of CPM instru-
ments by corporate managers. This group warned that
managers might be tempted to manipulate the product-
market boundaries and the input parameters in order to give
their businesses the appearance of a more favorable position,
thus increasing the likelihood of receiving funds, managerial
attention, and respect.!? In addition, there may be the risk of
unintended misapplication when managers misinterpret the
results of a portfolio analysis or adhere too rigidly to generic

4. See R.V. Wright, “A System for Managing Diversity,” in Steuart Henderson Britt and
Harper Boyd, Jr., eds., Marketing Management and Administrative Action (New York:
McGraw-Hill, 1978), pp. 46-60.

5. See Philippe Haspeslagh, “Portfolio Planning: Uses and Limits,” Harvard Business
Review (January—February 1982), pp. 58-73.

6. See, for example, Harry Markowitz, Portfolio Selection: Efficient Diversification of
Investments (New York: Wiley, 1959).

7. See, for example, H. Igor Ansoff, Werner Kirsch, and Peter Roventa, “Dispersed
Positioning in Portfolio Analysis,” Industrial Marketing Management, Vol. 11 (1982),
pp. 237-252.

8. See H. Kurt Christensen, Arnold Cooper, and Cornelis de Kluyver, “The Dog Busi-
ness: A Re-examination,” Business Horizons, Vol. 25, Issue 6 (1982), pp. 12-18; and
John A. Seeger, “Reversing the Images of BCG’'s Growth/Share Matrix,” Strategic Man-
agement Journal, Vol. 5 (1984), pp. 93-97.
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9. See Yoram Wind, Vijay Mahajan, and Donald J. Swire, “An Empirical Comparison
of Standardized Portfolio Models,” Journal of Marketing, Vol. 47 (1983), pp. 89-99.

10. See, for example, George S. Day, “Diagnosing the Product Portfolio,” Journal of
Marketing, Vol. 41 (1977), pp. 29-38; and Alan Morrison and Robin Wensley, “Boxing
Up or Boxed In? A Short History of The Boston Consulting Group’s Share/Growth Matrix,”
Journal of Marketing Management, Vol. 7 (1991), pp. 105-129.

11. See, for example, Robin Wensley, “PIMS and BCG: New Horizons or False
Dawn?,” Strategic Management Journal, Vol. 3 (1982), pp. 147-158; Frans Derkin-
deren and Roy Crum, “Pitfalls in Using Portfolio Techniques—Assessing Risk and Poten-
tial,” Long Range Planning, Vol. 17 (1984), pp. 129-136; and Timothy Devinney and
David Stewart, “Rethinking the Product Portfolio: A Generalized Investment Model,”
Management Science, Vol. 34 (1988), pp. 1080-1095.

12. See Day (1977), cited earlier.
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Figure 1

Adoption of Corporate Portfolio Management (CPM)

CPM is a major part of our
ongoing management process

We regularly use CPM for
planning and strategic decisions

We use CPM only in
specific situations (e.g., M&A)

We do not use CPM at all

Share of Respondents

Sample size = 183 participants

strategies without taking business specifics into account."
These are risks that must be taken seriously—as with any
strategic-planning instrument—>but that can be managed
carefully to preserve the inherent value of CPM.

More Recent Developments
Since their widespread introduction in the 1990s, value
management metrics, such as the current return on capi-
tal of a business and its anticipated value creation, have also
been included as instruments for analyzing and managing the
corporate portfolio."* Another important extension, as noted
carlier, relates to the question of the best ownership of a busi-
ness and the impact of corporate resources and capabilities.
The theoretical foundation of parenting advantage was intro-
duced in the seminal book Corporate-Level Strategy.” The
parenting advantage concept was quickly picked up by many
standard textbooks on strategic management and became an
integral part of the curriculum at most business schools.
Another enhancement focuses on the incorporation of
risk measurement into corporate portfolio management.
Three basic approaches were developed that differ with regard
to the organizational level and risk metric.'® The business strat-
egy approach measures risk at the business level. According to
this concept, risk should be analyzed by identifying all factors
that will influence the future costs and revenues of a business.
These risk factors are then translated into a specific risk profile

for each SBU on the basis of a Monte Carlo simulation.” The
portfolio strategy approach measures risk at the corporate level
and focuses on the overall ability to sustain long-term growth
and a sufficient cash profile within the corporate portfolio.'
Finally, the risk-return approach—adapted from modern
financial portfolio theory—analyzes risk at the capital
market level by assessing the systematic risk of a business or
portfolio and comparing it to the expected return.” All three
approaches to incorporating risk into portfolio management
provide complementary perspectives and beneficial insights
into the risk profile of the corporate portfolio—and all, as a
consequence, can be applied simultaneously.

The Current Practice of Corporate Portfolio
Management

In his Harvard Business Review article on the practice of port-
folio planning as it existed in 1979, Haspeslagh concluded that
“in contrast to previous generations of planning approaches,
portfolio planning is here to stay and represents an impor-
tant improvement in management practice.”?® On the basis
of our recent survey, we can confirm that corporate portfolio
management is still in broad use for corporate-level decision-
making. Two-thirds of the companies in our survey employ
CPM regularly for strategy development and planning or as a
major part of their ongoing management processes (see Figure
1). Another 28% of participants in our survey apply CPM at

13. See, for example, Seeger (1984), cited earlier.

14. See, for example, Gerry Johnson, Kevan Scholes, and Richard Whittington, Ex-
ploring Corporate Strategy: Text and Cases (Upper Saddle River, NJ: Prentice Hall,
2008).

15. See Michael Goold, Andrew Campbell, and Marcus Alexander, Corporate-Level
Strategy: Creating Value in the Multibusiness Company (New York: Wiley, 1994).

16. See Malcolm Salter and Wolf Weinhold, Diversification through Acquisition:
Strategies for Creating Economic Value (New York: Free Press, 1979); and Inga Baird
and Howard Thomas, “Toward a Contingency Model of Strategic Risk Taking,” Academy
of Management Review, Vol. 10 (1985), pp. 230-243.
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17. See David B. Hertz, “Investment Policies That Pay Off,” Harvard Business Review
(January-February 1968), pp. 96-108.

18. See Yoram Wind and Vijay Mahajan, “Designing Product and Business Portfolios,”
Harvard Business Review (January—February 1981), pp. 155-165.

19. See Richard Cardozo and David Smith, “Applying Financial Portfolio Theory to
Product Portfolio Decisions: An Empirical Study,” Journal of Marketing, Vol. 47 (1983),
pp. 110-119; Richard Cardozo and Jerry Wind, “Risk Return Approach to Product Port-
folio Strategy,” Long Range Planning, Vol. 18 (1985), pp. 77-85; and Devinney and
Stewart (1988), cited earlier.

20. Haspeslagh (1982, p. 71), cited earlier.
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Figure 2

Criteria for the Evaluation of Strategic Business Units

Criteria

Market
attractiveness

Competitive
position

Value
creation

Parenting
advantage

Risk

Sample size = 153 participants

Share of Companies That Consider
the Criterion to Be Relevant or Very Relevant

Share of Companies
That Quantify the Criterion

69%

78%

18%

least in specific situations. This leaves only 5% of respondents
who report that they do not use CPM at all.

In 1979, companies that applied portfolio planning
techniques managed 30 strategic business units, on average.”
In our current survey, we found a median of nine SBUs
among our survey participants, with only a quarter of compa-
nies managing more than 15 SBUs. This may reflect ongoing
pressure on many companies to focus on the core businesses
in the portfolio and divest non-core activities.”> However, the
challenge of how best to segment the business portfolio is as
vital as ever, particularly in today’s environment of decon-
structed value chains and faster-changing business models.
Today’s companies predominantly segment their portfolio
on the basis of product line (69% of respondents) rather
than organizational entity (38%), geographic entity (31%),
or customer group (22%).

Performance Evaluation Criteria

The vast majority of companies that participated in our survey
(85%) have established a specific framework for corporate
portfolio management and analyze their portfolio—regularly
or at least occasionally—in an aggregated form. About half
of the companies use a scoring model to integrate a broad
set of information into a simple matrix representation of the
portfolio. The other half uses a smaller number of well-spec-
ified criteria for SBU assessment that are not aggregated into
an abstract score. In our follow-up interviews, we found that
many companies with long-standing experience in corporate
portfolio management belong to the second group.

We were surprised to learn that 18% of our survey
respondents are still employing the original BCG growth-
share matrix, with an additional 45% using it in a customized
form. Similarly, 69% of companies are using some sort of
industry attractiveness—business strength matrix, as origi-
nally developed by GE/McKinsey. The traditional criteria
of market attractiveness and competitive position are still
very much in focus—roughly nine out of ten companies
consider them to be relevant, and some two-thirds of the
companies quantify them in their portfolio analyses (see
Figure 2). Market attractiveness is typically measured by the
size, growth, and profitability of the market. For measuring
competitive position, companies consider not only relative
market share but also relative profitability and relative growth
rates. In addition, 89% of companies consider value creation
metrics to be relevant portfolio criteria, with 78% applying
them in a quantitative way. These companies start by looking
at the current returns of an individual business but also take
into account expected returns on future investments and
anticipated value creation.

Besides assessing the standalone strategic and financial
attractiveness of their businesses, companies increasingly
ask whether they are the best owners for their businesses
and how they add to the value of those businesses. Almost
all participating companies (92%) consider the question of
parenting advantage to be a relevant criterion for manag-
ing the corporate portfolio. About a quarter of participants
report that they derive parenting advantage mainly from
corporate resources and capabilities. Another quarter

21. Haspeslagh (1982), cited earlier.
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22. See C.K. Prahalad and Gary Hamel, 1990, “The Core Competence of the Corpo-
ration,” Harvard Business Review (May—June 1990), pp. 79-91; and George Stalk,
Philip Evans, and Lawrence Shulman, “Competing on Capabilities: The New Rules of
Corporate Strategy,” Harvard Business Review (March-April 1992), pp. 57-69.
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Figure 3 Criteria for Balancing the Corporate Portfolio

Criteria

Cash generation vs.
consumption

Risk vs.
return

Growth vs.
profitability

Short-term vs.
long-term
value creation

Exploiting existing vs.
exploring new
capabilities

Sample size = 146 participants

Share of Companies That Consider the Criterion to Be
Relevant or Very Relevant

Share of Companies
That Quantify the Criterion

68%

consider synergies between the different business units to be
the prime source of parenting advantage. And the remain-
ing two-quarters report that both sources are important.
Still, only a minority of companies (41%) try to quantify
the impact of parenting advantage, citing a lack of adequate
metrics for measuring synergies and value added by the
corporate parent.

Despite the argument of finance theorists cited earlier,
one oft-cited motive for holding and managing a portfo-
lio of unrelated businesses is risk diversification. But while
two-thirds of the respondents consider risk to be a relevant
criterion for managing the corporate portfolio, only 18%
claim to quantify the risk of their SBUs. The challenge in
measuring risk is chat it is frequently counterintuitive and
requires heavy analysis and financial modeling. Our inter-
views revealed that many advanced companies currently
experiment with value-at-risk metrics borrowed from finan-
cial theory. However, few boards are willing to base their
corporate decisions on such sophisticated black-box models.
More successful approaches involve engaging the board
in a discussion of the key strategic risk factors and finding
pragmatic ways to combine a risk perspective with
the market, value, and parenting perspectives on the corpo-
rate portfolio.”

Holistic Portfolio Evaluation and Parenting Advantage

For valuation purposes, SBUs are often regarded as stand-
alone entities, and interdependencies are neglected to reduce
complexity. However, this simplifying assumption does not

hold for most multi-business companies, perhaps with the
exception of private-equity portfolios and some diversified
conglomerates with strictly unrelated businesses. In general,
most multi-business firms claim to create significant value
from exploiting economies of scope between the businesses
in their portfolio. Academic research on the diversifica-
tion-performance link confirms that growth into related
businesses is the most promising mode of diversification.**
As a result, corporate portfolio management should take a
holistic perspective on how things add up and why the total
is more than the sum of its parts. This perspective incorpo-
rates synergies between the business units, the overall risk
profile of the portfolio, and portfolio balance.
Nonetheless, we found that only 60% of companies
systematically account for synergies between the SBUs
when managing their corporate portfolio. Even worse,
only a quarter of companies try to quantify those syner-
gies. And while two-thirds of the participating companies
explicitly take into account the effect of corporate-level
decisions on the balance of their portfolio, their top goal
is still to manage the balance of cash generation and cash
consumption (see Figure 3). This was the origin of the
BCG growth-share matrix—and although it has arguably
regained relevance in the wake of the recent financial crisis
and limited access to external financing, it should not be
the primary driver of portfolio decisions. In addition, more
than two-thirds of the respondents also use their corpo-
rate portfolio to balance growth and profitability, risk and
return, and short- and long-term value creation—consid-

23. See a recent article by two of the current authors, Ulrich Pidun and Matthias
Krihler, titled “Risk-Return Management of the Corporate Portfolio,” in Michael Fabich,
Lutz Firnkorn, Ulrich Hommel and Ervin Schellenberg, eds., The Strategic CFO: Creating
Value in a Dynamic Market Environment (New York: Springer, 2011).
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24. For an overview of three decades of research in this field, see Leslie Palich, Laura
Cardinal, and C. Chet Miller, “Curvilinearity in the Diversification—Performance Linkage:
An Examination of over Three Decades of Research,” Strategic Management Review,
Vol. 21 (2000), pp. 155-174.
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Figure 4 The Process of Corporate Portfolio Management

Share of Companies Whose Process of Corporate Portfolio Management ...

... is conducted
regularly

... follows a
top-down approach

... follows a
standardized process

... follows a
formal process

.. is conducted ad hoc

.. follows a bottom-up approach

.. is not standardized

.. is not formalized

Sample size = 142 participants

erations that modern finance would say are mostly best
left to investors.

The notion of synergies falls under the broader concept
of the role and parenting strategy of the corporate center. The
parenting advantage concept identifies four basic sources of
corporate value creation:”

(1) Standalone influence: the corporate parent influences
the strategies and performance of the businesses through its
distinctive capabilities and resources.

(2) Linkage influence: the corporate parent seeks to
create value by enhancing and fostering existing linkages
(synergies) among the businesses it owns.

(3) Central functions and services: the corporate parent
establishes central functions and services that create value by
providing functional leadership and cost-efficient services for
the businesses.

(4) Corporate development: the corporate parent can
create value by altering the composition of the portfolio of
businesses.

According to our survey participants, direct influence
over the SBUs on the basis of specific expertise (#1) and active
corporate portfolio development (#4) are clearly considered
to be the most important drivers of corporate value added,
with three-quarters of respondents claiming these levers for
their corporate center. But the other two levers—fostering
synergies between SBUs and realizing advantage through
centralization of functions and services—are considered
relevant by about half of the companies.

Corporate Portfolio Management Processes

Against this background, most companies in our survey have
established corporate portfolio management as a regular
process. Only a quarter of participants tend to use portfo-
lio analyses as an ad hoc instrument for specific occasions
(see Figure 4). At the same time, portfolio management is
typically a process that is strongly driven from the top down,
with only one out of seven firms describing their portfolio
process as mainly bottom-up. Companies are fairly evenly
divided between those with a formal and standardized port-
folio approach and those that prefer a less rigid process.

Consistent with the strong top-down character of corpo-
rate portfolio management in most companies, CPM is high
on the agenda of most executive boards (see Figure 5). Board
members are strongly involved in setting the topics of focus,
challenging and interpreting the results of portfolio analyses,
deriving conclusions, and initiating and making portfolio
decisions. Corporate-level staff are involved throughout the
entire CPM process in most companies. They are usually also
responsible for performing and interpreting portfolio analyses.
In contrast, division and SBU staff are involved in less than
half of the companies and mainly contribute data, conduct
analyses, or challenge results.

In the majority of participating companies, CPM is fully
integrated into strategy development and long-term strategic
planning (see Figure 6). For these companies, portfolio strategy
is an integral element of corporate strategy. On the other hand,
less than a third of respondents integrate CPM into short-

25. See Goold, Campbell, and Alexander (1994), cited earlier.
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Figure 5 CPM Process Participants
Supervisory Executive Corporate Division/ Business Functional
Board Board Center Staff Segment Unit Experts
e e focts 30% 71% 28% 21% 14%
Perform portfolio o o o 5 o o
analyses 4% 31% 87% 47% 40% 30%
Challenge and o o o 5 o o
interpret results 20% 71% 77% 42% 29% 21%
Initiate decision o o 5 o o o
process 13% 74% 62% 32% 21% 9%
Make portfolio
decisic?n : 48% 94% 20% 20% 8% 4%
Sample size = 141 participants
Figure 6 Integration of CPM into Other Corporate Processes

Share of Respondents

Strategy
development

Annual strategy
planning

Annual short-term
planning

Investment
budgeting

Target setting
for management

4%

6%
Not integrated
[ CPM receives input or provides output

I Fully integrated

Sample size = 140 participants

term planning and financial target-setting. More disquieting
is that only 29% of participating companies integrate portfolio
management into investment budgeting. This is a surprisingly
low percentage, given that portfolio planning techniques were
primarily developed as instruments to improve the efficient
allocation of scarce resources. We assume that most compa-
nies establish a weak link between portfolio management and

investment budgeting by using portfolio strategy as one input
for the subsequent resource allocation discussion (only 14% of
companies have no link between the two corporate processes).
At least, we note some progress compared with Haspeslagh,
who reported finding that “in practice ... companies do not
alter formal administrative systems in accordance with the
strategic missions of SBUs.”

26. Haspeslagh (1982, p. 65), cited earlier.
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Figure 7 Applications of Corporate Portfolio Management

Rank Application

Share of Respondents

1 Setting strategic targets for the SBUs 79%

2 Creating transparency 78% Transparency and need for action
at the SBU level

3 |dentifying the need for action at the SBU level 77%

4 Evaluating new growth candidates 75%

5 Identifying the need for acquisitions 74% Need for action at the corporate level

6 Identifying divestiture candidates 70%

7 Allocating investment budgets 68%

8 Setting financial targets for the SBUs 59% Resource allocation, financial target

9 Allocating management resources 46% setting, and SBU steering

10  Assigning specific roles to the SBUs 43%

Sample size = 139 participants

Applications of CPM

Portfolio planning techniques were originally devised to support
the modern corporation in managing a growing number of
businesses with increasingly differentiated strategic require-
ments and success factors by providing (1) corporate-level
visibility with regard to the strategic and financial performance
of the businesses, (2) selectivity in resource allocation, and
(3) differentiation in corporate center attention among busi-
nesses.”” We asked our survey participants about the extent to
which these original objectives are still relevant today. Interest-
ingly, we found that creating transparency about and insight
into the performance of the strategic business units is still the
most important function of CPM (see Figure 7). Four out of
five participants report that identifying the need for action and
setting strategic targets for the SBUs is a key application for
corporate portfolio management in their companies.

The second major area of application is corporate develop-
ment, which includes evaluating new growth opportunities,
uncovering the need for acquisitions, and identifying dives-
titure candidates. While these applications are not the focus
of traditional portfolio approaches, the last three decades of
M&A activity and portfolio transformations fostered the
role of CPM as a corporate development instrument. In fact,
many senior executives refer to these types of transaction-
related applications when they talk about corporate portfolio
management. Some three-quarters of our survey respondents
identified these applications as relevant.

In contrast, we found a smaller role for CPM as a steering
instrument for the strategic business units. Resource alloca-

tion and financial target-setting are somewhat less relevant
applications of CPM for today’s companies. Most notably,
allocating management resources and assigning specific
strategic missions or roles to the SBUs are at the bottom of
our ranking, with less than half of the respondents consider-
ing these to be relevant applications.

Still, the ultimate test for the usefulness of a CPM
instrument is the extent to which executives rely on it for
major corporate-level decisions. The results of our survey are
somewhat sobering: despite the fact that nearly three-quarters
of participants claim to use CPM to identify divestiture
candidates, only 40% report that their most recent divestiture
decision was triggered by portfolio analysis, and 30% admit
that the effects on the overall portfolio were not even consid-
ered (see Figure 8). The situation is even worse for acquisitions
and major investment decisions, which were motivated by
portfolio considerations at only 23% and 16% of the compa-
nies, respectively. Obviously, there is a troubling gap between
the effort that many companies put into corporate portfo-
lio management and its impact on actual corporate-level
decisions. As we will discuss below, this gap is also reflected
in alow level of satisfaction with existing portfolio approaches
in many companies.

What Drives the Specific CPM Approach of a Company?

Up to this point, we have looked at the broad global sample
of companies to understand their current application of
corporate portfolio management. We have identified some
striking similarities and trends, but also some noticeable

27. Haspeslagh (1982), cited earlier.
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Figure 8 Relevance of CPM for Corporate-Level Decisions

Share of Companies for Which—in Their Most Recent Major Transaction—Portfolio Analysis Was a Trigger, Considered, or Not Considered

Divestitures

Acquisitions

43% 1%
41% 41%
36%
30% 30% ]
T T 1 T T 1 T

Investments

Considered Not considered

Trigger

Trigger

Considered

Not considered Trigger Considered Not considered

Sample size = 122 participants

differences, in respective CPM approaches. What are the
underlying reasons for these differences? In particular, do
industry, geography, ownership structure, and the degree
of diversification play a role in explaining different CPM
approaches?

Differences by Industry. CPM as a corporate management
process is of highest relevance for private-equity firms (for
which portfolio management is a key element of the business
model), technology and media companies, and resources and
materials companies. Executives from these industries also
report the highest level of satisfaction with their current
CPM approaches. At the other end of the spectrum are the
health care and financial services industries, with less than
a third of companies considering CPM to be a major part of
their management process. Both of these industries are still
dominated by comparatively specialized and focused compa-
nies that manage portfolios of financial assets or products
and projects, rather than portfolios of strategic business
units. However, our interviews revealed that successful
conglomerates in these industries placed CPM higher on
the corporate agenda.

There are also differences among industries in their
dominant objective for managing the corporate portfolio.
Private-equity firms are again at one extreme: in accordance
with their business model, they manage the portfolio mainly
for risk diversification—and deliberately ignore potential
synergies between businesses. Utilities are another example
of an industry that focuses on risk management in CPM.
Utility companies are also heavy users of risk-return frame-
works and regularly quantify risk at the business and portfolio
level. In contrast, most companies from the industrial goods
and the resources and materials sectors pursue different objec-
tives and focus on synergies, while largely neglecting risk
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considerations. Financial services firms tend to emphasize
both synergies and risk: they try to exploit the benefits of an
integrated business model while at the same time using their
portfolio to diversify strategic risks.

Regional Differences. We were surprised to find no signifi-
cant differences in the CPM approaches of companies from
North America and Western Europe. They use very similar
instruments, have established similar processes, and focus on
similar applications.

However, companies in Asia tend to assign much higher
relevance to corporate portfolio management: almost
two-thirds of Asian respondents consider CPM to be a major
part of their management process, compared with 35% for
Western companies. And 90% of Asian companies indicate
synergy management as a high strategic priority, as compared
to only 63% of Western European companies and 53% of
North American companies. Consistent with this finding,
companies in Asia use corporate portfolio management
predominantly as an instrument for steering their SBUs (such
as setting strategic and financial targets), whereas companies
in Europe and the United States focus on the role of CPM
in corporate development (such as identifying divestiture
and acquisition candidates). These findings are consistent
with the relative maturity of the respective regional finan-
cial markets and the resulting requirements for managing a
multi-business company.

Ownership Model and the Degree of Diversification.
Ownership and governance characteristics can also explain
differences in CPM approaches. For example, private and
state-owned companies assign a much higher relevance to
corporate portfolio management than does the average public
firm. Private companies also put more emphasis on managing
synergies and risks, while state-owned companies care less
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Figure 9

Satisfied CPM Users Employ a More Holistic Approach

Average Scores of Satisfied vs. Dissatisfied CPM Users (5 = Fully Agree, 1 = Fully Disagree)

Risk
4.1

Consideration

Satisfied Dissatisfied

3.4

Quantification

Satisfied

Dissatisfied

Synergies Balance
3.8 4.0
3.4 3.0
Satisfied Dissatisfied Satisfied Dissatisfied
30 3.6
2.0
Satisfied Dissatisfied Satisfied Dissatisfied

Sample size = 148 participants

about the risk of their portfolios. Both types of companies
regard CPM as less important for corporate development than
their public peers. This finding further highlights the influ-
ence of financial markets on the way companies manage their
corporate portfolios.

Finally, the degree and type of diversification of a
company have some influence on its specific CPM approach.
We have distinguished between “focused” companies (with
more than 70% of revenues from one business), “related
diversified” companies (no single business contributing
more than 70% to total revenues and most businesses being
related to each other), and “unrelated diversified” companies
(no single business contributing more than 70% to total
revenues and no major relationship between the businesses).
While corporate portfolio management has an astonish-
ingly high relevance for the companies classified as focused,
we also observe significantly more integrated and stricter
CPM processes at the unrelated diversified companies.
Not surprisingly, these firms also have a stronger emphasis
on applying CPM for corporate development, whereas the
related diversified companies have a stronger focus on risk
and synergy management.

Satisfaction, Barriers, and Limitations

More than half (56%) of the participants in our survey
report that they are not satisfied with their company’s current
approach to corporate portfolio management. In fact, only
two out of 229 respondents indicated that they are fully satis-
fied with their existing approach.

The main reasons for this dissatisfaction are the ineffi-
ciency of the process (25% of respondents) and the weak
acceptance and support by the business units (21%). (As
noted earlier, division and business unit staff are directly

Journal of Applied Corporate Finance « Volume 23 Number 1

involved in the CPM process in less than half of the compa-
nies, and mainly contribute data or conduct analyses.) On
the other hand, current CPM approaches receive racher high
marks for improving the quality of strategic decisions and for
acceptance and support by the executive board.

What distinguishes companies that are satisfied with
their current approach to CPM from those that are dissat-
isfied? Both satisfied and dissatisfied companies use largely
the same criteria and metrics for assessing the individual
businesses in their portfolios. However, satisfied companies
have a much more holistic approach to CPM (see Figure 9).
They more strongly consider—and even quantify—the risk
profile of their portfolio, the synergies between businesses,
and the overall balance of the portfolio.

Satisfied companies also have a significantly more rigorous
approach to corporate portfolio management. For example,
73% of satisfied companies regularly employ a specific frame-
work for analyzing their portfolio, compared with only 18%
of dissatisfied companies. Satisfied CPM users also have more
standardized, regular, and formalized processes for managing
their portfolio. Moreover, satisfied CPM users more closely
link portfolio management with other corporate processes.
For example, 80% of satisfied companies fully integrace CPM
into their strategy development and planning processes, while
only 25% of their dissatisfied peers do so.

As a consequence of their more holistic and rigorous
approaches to corporate portfolio management, satisfied
companies are also more effective users of CPM. They
rely much more heavily on their portfolio instruments for
significant corporate-level decisions, such as acquisitions,
divestitures, or major investments. An interesting area for
future research is the impact of different CPM approaches on
the capital market performance of multi-business firms.
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Figure 10 Barriers to the Broader Use of Corporate Portfolio Management

Barriers

CPM is not effective because results from portfolio analyses
are not translated into strategic decisions and actions

CPM is not effective because advanced instruments are not
known or understood by relevant decision makers

CPM is hampered because CEOs or board members do not
accept existing CPM instruments

CPM has lost relevance because the
number of diversified companies has decreased

CPM has lost relevance because external capital markets
coordinate business activities or allocate resources more efficiently

CPM is hampered because investors and analysts do not
accept existing CPM instruments

Share of Companies That Perceive These Barriers

Sample size = 131 participants

Starting Points for Improving Existing CPM Approaches
Given the generally low levels of satisfaction, we asked our
survey participants how existing approaches to corporate port-
folio management could be improved, especially with regard
to current barriers to broader use and the limitations of exist-
ing instruments. The reported barriers are mainly related to
implementation and application: decision makers need a better
understanding of existing portfolio instruments, and the results
from portfolio analyses should be more consistently translated
into strategic decisions and actions (see Figure 10). Haspeslagh's
conclusion is thus still valid: “If a company looks on portfolio
planning as merely an analytic planning tool, it will not real-
ize its benefits.”*® At the same time, the vast majority of our
survey respondents do not believe that CPM has lost its rele-
vance because of either a decrease in the number of diversified
companies or the greater efficiency of capital markets.

When asked for the key limitations of existing portfo-
lio instruments, our survey participants most frequently
mentioned the application to dynamic environments and to
the assessment of new business opportunities (see Figure 11).
Again, we note that this gap has existed for more than 30
years: as Haspeslagh says, “Portfolio planning seems unable to
successfully address the issue of new business generation.”

More than half of the respondents also reported a need to
further develop CPM instruments with respect to the consid-
eration of synergies, risk, and parenting advantage. These
perspectives have not been the focus of traditional portfolio
concepts, and while their relevance is now broadly acknowl-

edged (as verified in our survey), their usability for widespread
deployment in management practice is still inadequate. More
generally, CPM focuses primarily on analyzing individual
strategic business units rather than the overall health, quality,
and balance of the portfolio.

These findings should not only promote the development
of improved CPM approaches and instruments by corporate
strategy departments and strategy consulting firms, they
should also have an impact on the academic research agenda
for corporate portfolio management.

Summary and Conclusions

Forty years after the introduction of the BCG growth-share
matrix, corporate portfolio management continues to be a
topic of high relevance—and substantial challenge—for
corporate leaders. Our global survey on the current practice
of corporate portfolio management shows that managing and
developing the corporate portfolio is still regarded as a top
strategic priority by most major firms worldwide. However,
while acknowledging its importance, the majority of compa-
nies are not satisfied with their current CPM approaches and
processes—and there is an alarming gap between the effort
that many companies put into corporate portfolio manage-
ment and its impact on corporate-level decisions.

The right approach for a company depends on—among
other things—the complexity of its portfolio, the desired
role of the corporate center, the company’s prior experience
with CPM techniques, and its current strategic challenges.

28. Haspeslagh (1982, p. 59), cited earlier.
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Figure 11 Limitations of Existing CPM Instruments

CPM Instruments Are of Limited Use in...

... being applicable to dynamic environments

.. comparing existing and potential new businesses

... considering synergies between the SBUs

.. considering risks of SBUs and the overall portfolio

... applying the concept of parenting advantage

... supporting segmentation and definition of SBUs

... depicting and assessing portfolio balance

... objectively deriving portfolio roles

... supporting divestiture decisions

Share of Companies That Perceive These Limitations

Sample size = 135 participants

Nonetheless, we have identified some best practices that can
help companies make corporate portfolio management a more
effective instrument for corporate-level decision-making. These
best practices also address many of the observed shortcomings
and academic criticism of traditional CPM approaches.

* Analyze the businesses in your corporate portfolio from
all relevant perspectives, including the market-based view
(market attractiveness and competitive position), the value-
based view (current and anticipated financial returns), and
the resource-based view (parenting advantage).

* Rather than integrating the different perspectives in a
single matrix, keep the various perspectives distinct and let
the integration happen in the strategy discussion. In most
cases, the process is more important than the final matrix
representation. CPM can help you ask the right questions,
but it will not give you definitive answers. It supports strategic
thinking but should not replace it.

* Do not focus your analysis solely on the individual
strategic business units. Portfolio management is about
creating a total that is more than the sum of its parts, which
can only be assessed at the portfolio level, not at the level of
individual SBUs.

¢ Think like your shareholders and measure the quality
of the portfolio against your corporate goals. What is the
short-term versus long-term value creation profile of the
portfolio? What is its balance along critical dimensions such
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as risk versus return, cash generation versus cash use, and
growth versus profitability?

* Do not apply CPM as a deterministic exercise but
rather as a means of facilitating thinking in scenarios and
discussing portfolio strategy in terms of risk and uncertainty
in the context of alternative portfolio development options.

¢ Establish corporate portfolio management as a regular
process that is clearly driven top-down by the center but also
ensures strong SBU involvement both in generating the data
and in drawing conclusions. Successful CPM processes tend
to be rather formal and standardized, without becoming
overly complex and inefficient.

* Apply CPM not only as a corporate development
instrument (such as for identifying divestiture and acquisition
candidates) but also as an instrument for steering the SBUs—
setting strategic as well as financial targets and allocating
resources such as capital, human resources, and management
attention.

¢ Treat generic portfolio roles with respect: they are
a double-edged sword. Many boards love to classify their
businesses into simple roles—such as explore, attack, grow,
defend, or harvest—with role-specific strategic goals and
financial performance targets. This can be an effective
approach for reducing the complexity of a broad portfolio.
But beware of oversimplification.

¢ Consider corporate portfolio management as a mindset,
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not a tool. It should be not a one-time or once-a-year exercise
but an ongoing process—and ultimately a way of thinking—
that is fully integrated into other corporate processes.

We have also identified some areas where practitioners
could benefit from furcher academic support. In particu-
lar, the following open questions warrant future academic
research:

e What is the performance impact of different CPM
approaches? Are there certain practices that lead to consis-
tently superior performance?

e What should determine a company’s specific CPM
approach? To what extent should it be influenced by the
relative maturity of regional capital markets and by the
company’s ownership structure (private, public, state-
owned)?

* Which parenting approaches are observed in practice—
how can they be classified and what is their effect on corporate
value?
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