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THE MULITTPLE PATHS TO
SUCCESSFUL PORTFOLIO
TRANSFORMATION

By Ulrich Pidun, Peter Hildebrandt, Michael Wolff, and Jana Oehmichen

T MAY BE THE biggest bet a company can

make: the transformation to a different
portfolio of businesses. More big compa-
nies undertake portfolio transformation
than many people realize—almost 20%,
according to our research. Consider Nokia,
which recently transformed itself from a
world leader in mobile phones to a world
leader in network technology and services.
Or Bayer’s ongoing transformation from a
chemical and pharmaceutical conglom-
erate to a life science company focused on
health care and crop science. Bayer
accomplished this through multiple
spinoffs, divestitures, and acquisitions,
which may soon include Monsanto,
pending regulatory approval of Bayer’s
takeover offer.

While organizational, financial, and busi-
ness model transformations have been well
researched and examined, the factors that
determine the success of large-scale, strate-
gic transformations of the corporate port-
folio have not.! BCG and the University of
Gottingen researched the portfolio trans-
formations of more than 1,000 large US

and European companies over 12 years.>
We examined the following questions:

e How prevalent are portfolio transforma-
tions among large companies, and what
is the success rate?

e What is the typical direction of change—
that is, do companies tend to use
portfolio transformation more often to
refocus or to diversify their portfolios?

e How are portfolio transformations
designed in terms of magnitude of
change, duration, and the sequencing of
portfolio moves (for example, do
companies first divest and then acquire,
or the other way around)?

e Most important, how do these design
characteristics affect the success of
the transformation under different
environmental and company-specific
circumstances?

We found that a significant number of
large companies use portfolio transforma-
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tion as a strategic response to sustained
weak performance or expected disruptions
in their industries. Perhaps surprisingly,
given the ambition and complexity of these
transformations, the success rate is reason-
ably high—more than 50%, better than the
success rate for individual M&A transac-
tions. (See “Why Deals Fail” BCG article,
October 2015.) We also found that there is
no single best way to design a portfolio
transformation: the right combination of
direction, magnitude, and speed depends
on the company’s circumstances at the
start of the process as well as its industry
environment. We were, however, able to
identify successful portfolio transformation
designs for just about any starting point.

A Popular Option

To gain an understanding of the preva-
lence, nature, and success of portfolio
transformations, BCG and the University of
Gottingen built a proprietary database of
portfolio development data for large US
and European companies, including all
companies in the S&P 500, FTSE 350, and
MSCI Europe indices, covering the period
from 2001 through 2011. After inspecting
and correcting segment financial data and
eliminating companies with incomplete
data sets, our sample comprised 1,088
firms from 16 countries operating in more
than 70 two-digit standard industrial classi-
fication industries.

From our sample, we identified major port-
folio transformations (a restructuring of
20% or more of the business portfolio) in
200 companies, almost one-fifth of our
sample. On average, the 200 companies
transformed 43% of their portfolios over a
period of 2.3 years, and 10% of companies
transformed their portfolios by more than
two-thirds. A small share of companies
(8%) took five years or more to complete
their transformations.

A Viable Path to Improved
Performance

We also examined which design characteris-
tics led to successful portfolio transforma-
tions, taking into account individual com-

pany circumstances and the industry
environment. We determined success on the
basis of the change in industry-adjusted re-
turn on assets (ROA) reported two years be-
fore and two years after the transformation.

We found that the majority of companies
undertake portfolio transformations to
tighten their focus: two-thirds of those in
our sample chose to refocus their port-
folios, while only one-third opted for diver-
sification. And though success is hardly
guaranteed, it is a reasonable bet: more
than half (55%) of portfolio transforma-
tions were successful on the basis of im-
proved industry-adjusted ROA. Inter-
estingly, while almost half the transforming
companies (48%) started from a strong base
(defined as an ROA above the industry
average), those starting from a base of
weak performance had a considerably
higher success rate. More than two-thirds
(68%) of poor performers increased ROA
during the transformation, compared with
only 40% of strong performers. It is hard to
ascribe causality, but it seems reasonable
to assume that poor starting performance
leads to a greater willingness to change
among key decision makers, which helps in
the successful execution of a major portfo-
lio transformation.

Success Patterns

What are the factors—beyond healthy
pressure from weak performance—that de-
termine the success of portfolio transfor-
mation? We investigated the impact of
company- and industry-specific factors, as
well as the design of the transformation, on
success. Company-specific factors included
prior performance and level of diversifica-
tion. Volatility and industry direction
(whether the industry was booming or de-
clining) were among the industry factors.
Design choices included the direction of
the transformation (diversifying or refocus-
ing), magnitude (size of the change), and
speed of execution.

Portfolio transformations starting from al-
most any competitive situation can be suc-
cessful if managers choose the right design
for the company’s circumstances. (See the
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The Factors Affecting Portfolio Transformation Design
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Source: BCG and University of Gottingen

exhibit.) Our study identifies the respective
combinations of design characteristics that
consistently lead to successful portfolio
transformations, depending on industry en-
vironment (growing or declining), level of
uncertainty, and company characteristics
(level of portfolio diversification). For ex-
ample, a company planning the transfor-
mation of a highly diversified portfolio in a
declining and volatile industry should
choose a fast refocusing strategy (the first
configuration in the exhibit). However, a
company that wants to transform a focused
portfolio in a booming and overall stable
industry will do better with a slow and
moderate diversifying transformation (the
last configuration in the exhibit).

M OST COMPANIES WILL never need to
consider portfolio transformation.
But for those that do, the evidence shows
that smart planning based on sound
analysis of a company’s condition and an
industry’s circumstances is the first step
toward success.

TRANSFORMATION DESIGN

COMBINATIONS OF DESIGN

CHARACTERISTICS LEADING

TO SUCCESSFUL PORTFOLIO
TRANSFORMATIONS

Magnitude Speed Direction
— Fast Refocus

Moderate Fast Diversify
Moderate Fast —

Moderate Fast Diversify

High Fast/Slow Refocus

High Slow Refocus

Moderate Slow Refocus

Moderate Slow Diversify

NOTES

1. See for example: Building Capabilities for Transfor-
mation That Lasts, BCG Focus, June 2016; A Leader’s
Guide to Always-On’ Transformation, BCG Focus,
November 2015; Transformation: The Imperative to
Change, BCG report, November 2014.

2. A full description of the research is included in
Peter Hildebrandt, Jana Oehmichen, Ulrich Pidun,
and Michael Wolff, “Multiple Recipes for Success-A
Configurational Examination of Business Portfolio
Restructurings,” submitted for publication.
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