Diversification: Strategies for
Managing a Group of Businesses
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. “Make winners out of

every business in your
company. Don’t carry

losers.”

Jack Welch
Former CEO, General Electric
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The Role of Diversification

& Diversification strategies play a major role in the
% Dbehavior of large firms (why?)

¢ Product diversification concerns:

= The scope of the industries and markets in which the
firm competes

= How managers buy, create and sell different
businesses to match skills and strengths with
opportunities presented to the firm
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Two Strateay Levels
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¢ Business-level Strategy (Competitive)

i = Each business unit in a diversified firm chooses a
business-level strategy as its means of competing in
Individual product markets

¢ Corporate-level Strategy (Companywide)

= Specifies actions taken by the firm to gain a competitive
advantage by selecting and managing a group of
different businesses competing in several industries and
product markets
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Three level of strategy

Drporate strategy — choice of direction for the firm as a whole
Directional

*Portfolio
*Parenting

Business strategy — improving the competitive position
*Competitive strategy

*Cooperative strategy
Blue Ocean Strategy

Functional strategy — approach a functional area takes
to achieve corporate and business unit objectives and
Strategies by maximizing resource productivity
Qutsourcing consideration
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orporate-Level Strategy
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& Corporate-level Strategy’s Value

- The degree to which the businesses in the portfolio
are worth more under the management of the
company than they would be under other ownership

= What businesses should

the firm be in?
= How should the corporate
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office manage the
Business Units

group of businesses?




Levels and Types of Diversification

Lowt Levels of Diverslilcation
Single business: iere than 227% o revenue comes frem a A
single business.
Dominant business: Belween 70% and 26% of revenue A
comes from a shgle business.
Central Retail
Corp. (i.e.,
Mederaie io High Levels of Diverslicailon RRlley

Felated constialnesd: Less than 7% of ievenue comes wam A
the cominant business, and all businesses 1
ghaue preduet, iechnelogizal, and 67 )
distribution lInkages.
Sahaphat. Group
FHelated linked Less than 70% of revenue comes from A L fﬁ?&;ﬁai\ﬁ?f;fs’ }
(mixed related and the dominant business. and there aie Retail Shops)
unrelated): only imited lINks betveen busnesses. & @)
CP Group (i.e.,\
Yery High Levels of Diverslilcailon eiihibng
Unrelated: Less than 70% of revenue coimes from A aroduct &
the dominant business. and there are group, and 7-11
Figure 6.1 ne commen links betwoen businesses. o

SOURCE: Adapted from R. P. Rumelt, 1974, Strategy, Structure and Economic Performance, Boston: Harvard Business School.
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Competitive Strengths of a
Single-Business Strategy

™ Y

| OHLess ambiguity about

\ => “Who we are”
2> “What we do”

> “Where we are headed”

& Resources can be focused on

= Improving competitiveness
= Expanding into new geographic markets
- Responding to changing market conditions

- Responding to evolving customer preferences

9-8



a Single Business Strategy

¢ Putting all the “eggs” Iin one Iindustry basket )
~ | A ML

g ¢ If market becomes unattractive, a m ¢
firm’s prospects can quickly dim

“’0

¢ Unforeseen changes can undermine
a single business firm’s prospects

= Technological innovation
= New products
- Changing customer needs

= New substitutes
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Ild a Firm Diversify?

¢ It is faced with diminishing growth prospects in
| present business (very thin PM)
¢ It has opportunities to expand into industries whose
technologies and products complement its present
buSINEeSS (Banking and Insurance Providing)
¢ It can leverage existing competencies and
capabilities by expanding into businesses where these

resource strel IULhD are Ir\cy' Success factors

¢ It can reduce costs by diversifying @
Into closely related businesses (Jet &Jiffy) hﬁ

¢ It has a powerful brand name it can @iﬁ

transfer to products of other businesses to
Increase sales and profits of these businesses
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Strategies for Entering
New Businesses

\

Acquire existing company

Internal start-up

\

Joint ventures/strategic partnerships




-

k i

Acquisition of an Existing Company

¢ Most popular approach to diversification

\ Advantages
= Quicker entry into target market (i.e., Temasek & AlS)

= Easier to hurdle certain entry barriers
m Acquiring technological know-how
m Establishing supplier relationships

m Becoming big enough to match rivals’
efficiency and costs

m Having to spend large sums on
Introductory advertising and promotion

m Securing adequate distribution access
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Internal Startup

L

& More attractive when (i.e., CP’s Panyapiwat College)

= Parent firm already has most of needed resources to
build a new business

= Ample time exists to launch a new business

= Internal entry has lower costs
than entry via acquisition

ht
32

2> New start-up does not have to go
head-to-head against powerful rivals

- Additional capacity will not adversely impact
supply-demand balance in industry

= Incumbents are slow in responding to new entry
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Partnerships

¢ Good way to diversify when (.e., PTT & 7-11)
i - Uneconomical or risky to go it alone

- Pooling competencies of two partners provides more
competitive strength

= Only way to gain entry into a desirable foreign market
¢ Foreign partners are needed to

2 Surmount tariff barriers and import quotas

- Offer local knowledge about
m Market conditions
m Customs and cultural factors
m Customer buying habits
m Access to distribution outlets
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Drawbacks of Joint Ventures

QD
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¢ Raises guestions

= Which partner will do what

= \Who has effective control

& Potential conflicts

= Conflicting objectives
- Disagreements over how to best operate the venture

= Culture clashes

9-15



~wim
SURVIVAL
A Simulation Game

¢ You and your companions have just survived the crash of a
small plane.

¢ Both the pilot and co-pilot were killed in the crash. It is mid-
January, and you are in Northern Canada.

¢ The daily temperature is 25 below zero, and the night time
temperature is 40 below zero.

¢ There is snow on the ground, and the countryside is wooded
with several creeks criss-crossing the area.

& The nearest town is 20 miles away.

2 You are all dressed in city clothes appropriate for a business
meeting.

= Your group of survivors managed to salvage the following items:
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SURVIVAL
A Simulation Game

____A Dball of steel wool

~ A small ax

i ____Aloaded .45-caliber pistol
____Can of Crisco shortening
____Newspapers (one per person)
____Cigarette lighter (without fluid)
____Extra shirt and pants for each survivor
20 x 20 ft. piece of heavy-duty canvas
____Asectional air map made of plastic
____One guart of 100-proof whiskey
___Acompass
____Family-size chocolate bars (one per person)

Your individual task is to pick only five items that will help you survive the situation; Your
task as a group is to do the same but You MUST come to agreement as a group.
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Synergistic Scorecard

Individual Individual Choices | Individual | Team Choices Team
Ranks Scores Scores
(1) (2)
1
2
3
4
5
UL N/A N/A
The Best Member
Score N/A N/A
Individual Total N/A N/A
Team Total N/A N/A
Difference
(- (2) N/A N/A

If individual score > Team Scare = Synergistic Effect; otherwise, you have a Negative Synergy
9-18



Survival Simulation

L.

¢ Does your group effort generate synergy or the
Y opposite?

¢ \What is a synergistic effect in this situation?

¢ \What is a negative synergistic effect in this
situation?

¢ How do we build synergy in your workgroup?
¢ \What cause the negative synergy?
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What Is Related Diversification?
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0 Involves diversifying into businesses whose value

. chains possess competitively valuable “strategic

fits” with the value chain(s) of the present
business(es)

¢ Capturing the “strategic fits” makes related
diversificationa 1 + 1 = 3 phenomenon
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& Exists whenever one or more activities in the
' value Chains of different businesses are

= Transferring competitively valuable
expertise or technological know-how
from one business to another (i.e., service)

2> Combining performance of common
value chain activities to achieve lower costs (i.e., sharing
warehouses or logistic capacities)

=2 Exploiting use of a well-known brand name (i.e., Nike)

2 Cross-business collaboration to create competitively
valuable resource strengths and capabilities (L&H Bank)
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Fig. 9.2: Related Businesses Possess Related Value

Chain Activities and Competitively Valuable Strategic Fits
A B

Representative Value Chain Activities

Support Activities

Business k
'\._‘ A
Vall,!e Supply Sales \
Chain Chain Technology) | Operations |and ) |Distribution Cust?mer
. Activities / Marketing ! vice
Banking y |
/ / \
All tellers are
/ capabile of selling
il i o T . O o | T 1t
Movement
from Competitivély valuable opportunities foj technology or skills transfefr, cost
depositors reduction, ﬂommon brand-name usage,|and cross-business collaboration exist
and at one or re points along the value chains of business A and busihess B.
insurance

banking after sales services.

buyers [ Similar technologies All banks possess '
and operation as excellent helpdesk for

Insurance
Supply \ Sales
Business | | [Chain Technology ) |Operations )| |land Distribution)| | SUsStomer
B Activities / Marketing Service
Value ;
Chain Y

T

Support Activities
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& Stem from cross-business opportunities to reduce
ﬁ costs (luvazh EConomies of Scale e hidesiinainnaie

gsna lumssendadunu)

= Arise when costs can be cut
by operating two or more
businesses under same corporate umbrella

ANV,

VNS

2 Cost saving opportunities can stem

from interrelationships anywhere n
along the value chains of different

businesses
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Related Diversifications and their Benefits

Less Flexible because business units share value chain activities; especially

activities containing more tangible resources (i.e., materials, machines, plants)
than intangible resources (i.e., manager’s skills, technical competencies) wu nguan
Uanveudunia sudsznenldae du Syea Tsdudu annsadszudadunuldnnmsudsdunuuuds Auginds nagduq

~ Tangible Relatedness =
WMederaie to High Levels of Dlverslileatlon A
Related constralned: Less han 70% of revenue cames from A
the deminant businzss. and all businesses Pt
ghare preduet, iechnelogical, and ‘BL_C
digtitbution linkages.
Related linked Less than 7% of revenue comes from A
fmixed related and the dominent business, and there aie s
unrelated): only Imiied links between businesses, B\
Intangible Relatedness >
\

More Flexible because business units share value chain activities especially with
less tangible resources (i.e., materials, machines, plants) than intangible resources
(i.e., manager s skills, technlcal competencies) aquanitant o1szdrediamsidanudenglums

vimsiudlanieldes Garments uawmmsmmgﬂ P9NgAaA unuiiazdosdidenmaulundazdiua)
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Related Diversifications and their Benefits

& 1528 fe luvaizii Related Constrained usswswensisudesld
% lussauiinnnimsnensisudediild (Tangible Relatedness) ms
: Gummma@mquiuﬂqu‘qﬁﬂfﬂwmammi‘lﬂ%ﬂﬁﬂwmm Economies of

Scale @i volume mswndalulsan) luszauiinnn
Economies of Scope

& wivazii Related Linked ssasafudn field Economies of
Scope (ursiinuzmsnaia mssamsuimisla = Intangible
Relatedness) lussauinnnin Economies of Scale ans
g3 iReadeaiy wﬁﬂﬁwamﬁiiwu‘laﬂﬁ)
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Risk and Performance Relationship
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* Diversification
Single Related Unrelated

The Inverted-TJ MNModel

—

Single Related Unrelated

Performance

» Diversification

The Imtermediate MhNModel

Single to Related Diversification means less flexibility and higher risk; as the
company gains more flexibility through unrelated diversification, the risk is

lower but so as the economies of scale performance.
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Case Study- Saha Pathanapibul

¢ Business of Sahapat began back in 1942 as a small grocery

8 store of which most goods were imported from Hong Kong

and Japan. The shop became increasingly prosperous and,
In the course of an expansion, changed its name to "Saha

Pathanapibul-.

¢ As the business grew, competition began to intensify. Being
a discerning and insightful man, the late Dr. Thiam
conceived the idea of establishing a factory in order to be
more competitive. He then started to conduct business with
Lion Corporation Japan by importing Lion's toothpaste and

shampoo products into the Thal market under Sahapat's
management.
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Case Study- Saha Pathanapibul

¢ The success led to a joint venture with Lion Corporation
Japan to establish a factory to produce toothpaste,

= Shampoo, and powder detergent. Later a factory for the
production of instant noodles was also constructed.

¢ Sahapat has 600 million Baht registered capital with the
SET. The company as a public company (Plc.) now

distributes a myriad of quality consumer products.

¢ At present, Sahapat launched a new franchising retail store
called 108 Shop.

= Discuss the corporate strategy of Sahapat from past to present?
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What Is Unrelated Diversification

'-II e ®E E = --v---

¢ Involves diversifying into businesses with
= No strategic fit

= No meaningful value chain
relationships

- No unifying strategic theme |

4 Basic approach - Diversify into
any industry where potential exists%[

to realize good financial results

Financial
Economies

¢ \While industry attractiveness and cost-of-entry tests
are important, better-off test is secondary
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Attractive Acquisition Targets

=l L

o'Clompanles with undervalued assets

g - Capital gains may be realized

¢ Companies in financial distress

- May be purchased at bargain prices and turned
around

¢ Companies with bright growth prospects but
short on investment capital

= Cash-poor, opportunity-rich companies are coveted
acquisition candidates
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Unrelated Diversification Has
Demanding Managerial Requirements

L

~ & The greater the number and diversity of
Y businesses, the harder it is for managers to

= Discern good acquisitions from bad ones

2 Select capable managers to manage
the diverse requirements of each business

= Judge soundness of strategic proposals
of business-unit managers

= Know what to do if a business subsidiary stumbles

[Likely effectisl+1=2,ratherthan1+1= 3!}
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& Related Diversification

2 A strategy-driven approach
to creating shareholder value

& Unrelated Diversification

2 A finance-driven approach
to creating shareholder value
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Divestiture Strategies Aimed at Retrenching
to a Narrower Diversification Base

Lt
1‘-1 )

X -
> Retrench to a smaller but more Retrench ?

appealing group of businesses Divest ?

= Divest unattractive businesses

m Sellit

m Spin it off as
iIndependent company

m Liquidate it (close it down
because no buyers can be found)

9-34



(e
—
o
(D
(@)
(D
(0p)

(

2 Reduce scope of diversification to smaller number of
“core “ businesses

Involve
businesses that

= Are losing money
- Have little growth potential

- Have little strategic fit
with core businesses

- Are too small to contribute
meaningfully to earnings
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Conditions That Make
Retrenchment Attractive

o Diversification efforts have become t0o broad, resulting
4 Indifficulties in profitably managing all the businesses

¢ Deteriorating market conditions in a once-attractive
Industry

¢ Lack of strategic or resource fit of a business

¢ A business is a cash hog with questionable long-term
potential

¢ A business is weakly positioned in its industry
¢ Businesses that turn out to be “misfits”

¢ One or more businesses lack compatibility of values
essential to cultural fit
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tions for Accomplishing Divestiture

W W W W &5 E 5 W E E e = = E B = "

= Involves finding a company which views the business as a
good deal and good fit

as independent company

= Involves deciding whether or not to retain partial ownership

= Involves closing down operations and
selling remaining assets

> A last resort because no buyer
can be found
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Spin Off Case: Nation Multimedia Group
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Spin Off Case: Nation Multimedia Group
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Spin Off Case: Nation Multimedia Group
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Discussion

& waamsih Spin Off, usinwi As The Nation Multimedia
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