Portfolio analysis techniques for the SME

Introduction

There are a substantial number of portfolio techniques available to the large company strategic planner, with each major consultancy developing their own methodology to amaze and confound their multinational clients with their sophisticated insights.

The development of many of these models requires a level of complexity that is beyond the traditional SME, with the need for:

Detailed market data;

Detailed internal data;

Significant internal resources to implement any of the model outputs.

Previous articles from Ibis have emphasised the importance of the emergent strategy for the SME. Because of their competitive position they need to be able to respond rapidly to changes in the macro and competitive environment and take advantage of opportunities as and when they present themselves. 

This emergent strategy is at odds with the directed strategy of the typical portfolio tools.

The current use of portfolio techniques in SME planning

The literature on the application of portfolio techniques to the SME is limited, and this is consistent with our experience of the very limited applications which we see in business plans. Most business plan writers do not seem them as either useful or functional in improving the understanding that the business has over its environment.

Of 450 business plans from existing businesses that were studied, the range of portfolio techniques was largely limited to:

SWOT (with some converting to TOWS)

PLC

Diffusion analysis (primarily for new product introductions) 

All three provide valuable information, and have significant benefits for the SME as they are, on the whole:

Fairly easy to apply, requiring little complex data;

Fairly easy to interpret;

Fairly easy to implement as they require little specific investment in most cases

The question that then arises is whether there are other portfolio techniques available which have similar characteristics and could provide useful additional support to SME plan developments.

Creating a framework for the assessment of  useful portfolio techniques for the SME

There is little point in providing the average SME with additional tools that cannot be easily used, easy to interpret and easy to implement. Scoring marks out of 10 for each of these three components (1 bad, 10 good) provides some sort of measure as to the value of the technique for the SME. We have arbitrarily set a score in excess of 25 for consideration as a useful technique – some sort of target had to be set and this seemed as good as any.

Technique
Use
Application
Interpretation
Implementation

SWOT
Identifies key problems/ potential co development routes – can be easily converted to TOWS
10
10
10

Diffusion
Models movement of concept through customer base
2
6
6

PLC
Looks at product investment demand over time
10
2
5

PVA
Looks at product investment going forward
10
6
10

BCG
Separates products into cash flow categories
7
10
10

GE
Separates products/ groups into ROCE categories
3
3
5

Experience curve/ Porter
Looks at strategy and competitive position/ length of time in market 
3
3
3

Product  growth/ company margin
Looks at specific investment strategy from margin and growth perceptions
10
10
10

Market growth/ business position
Drives broad strategies from market development and company competitiveness
5
3
3

Competitive advantage/ investment intensity
Develops strategic concepts based on view of how much investment different types of market require 
3
5
5

Ansoff matrix
Reviews options based on customers and products (many do not include this as true portfolio technique)
10
10
10

Innovation matrix
Compares market attractiveness to business position to determine npd choices
4
7
10

Market newness/ tech change
Looks at changes in market dynamics and required technological response
2
3
3

Tech position/ market growth
Looks at technology responses from current position and influences of market growth
2
5
5

Opportunity cost/ dev risk
Incorporates the concept of opportunity cost into strategy
2
2
2

The remaining options 

The scoring system shows that only a few of the fifteen reviewed made the “cut”. Those that did were:

SWOT

PVA

BCG

Product growth/ margin

Ansoff

Each of these, Ibis consider meet the criteria for the SME and provide useful (and rapidly incorporated) strategic advice and direction.

SWOT. The tried and tested SWOT analysis, strengths, weaknesses, opportunities and threats, still provides a vital element in the SME plan. It helps them to identify the key forces acting on their market and the influence that they could have on strategic development. The added advantage of the SWOT is that it can be converted to a TOWS matrix to drive specific strategy and also, an important feature, to prioritise the strategies. SWOT is easy to use, easy to implement and easy to understand. A best buy in SME portfolio techniques.

PVA. The PVA or product viability analysis, is a modification of the PLC. Unlike the PLC it does not make assumptions as to what is happening next (the great danger with the PLC is that it creates self-fulfilling prophecies), but rather concentrates on the specific macro and competitive forces that are influencing the product or service over the short, medium and long term. It has in our view specific importance for marketing departments in looking at the range of products/ services in their ranges to identify what type of investment priorities should be established. It requires a degree of training to implement, but once commonly used, it is seen as a powerful planning tool.

BCG. The Boston Consulting Group matrix is one of the oldest in the market, and the favourite of business schools. The matrix consists of four components – defined by rates of relative market share and market growth. What is most useful from the SME perspective is that it is easy to use, with clear strategic choices derived from it – and of particular value is that the results are all linked to cash flow – of central importance to the SME.

Ansoff matrix. The Ansoff matrix is, we feel, central to strategic development of the SME. The separation of strategic options into four – market penetration, market development, product development and diversification mirrors the four divisions of revenue streams that have proved their worth in Ibis monitored companies – maintaining existing customers, building on existing customers, developing new customers and new products. Ibis consider the Ansoff matrix a “star” buy for the SME

Product growth/ margin position. This is a new portfolio system particularly suited to the SME. What it is based on is the rate of product/ service growth versus the market (information easily obtained), and the level of gross profit margin against the industry average (also information which is readily available). The position of the product/ service falls into six defined categories which provide direct and easy to follow strategic advice for the company. Ibis consider this as another “star buy” for the SME.

All of these chosen portfolio systems will add considerable value to the typical planning process of the SME. They are easy to use, they provide good information, and are easy to understand.

