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COrpETations.

e all mm-d with the gquesticn: "Why diversify?™ Ta
answer, k at one case. | think it fair to say that ane
of Ih:m:ltsu.unﬂ'u] and besteknown industrial Firme in
France is Michelin, the tire manufacturer, which pioneened
the radial tire. 113 volume is Mo 2 on the world tire market,
and hppwufulﬂ ihan the tire bisines worldwide, Cise

rangois Mic the president, was asked why
Ml:-he]ln stubbarnly sabe,

coneentrated on &

energy-intensive, automob nl market with its
Frequent crises. Hie answered: 71 am in favor of divessifving
investoents in order to distribute risks. [But ] ase must . .,
b careful about distributing investments among varicus
Inminesses and countries, considering each industry o be
only one invesiment apportunity among many. I, for
instance, am in the tire business. " Thas was his polite way of
saving that his policy was 1o mind his own bisiisess and try
bo bmprose it

T had the opportunity 1o pursue this discussson with
exerutives From W, Groce, which seems shle bo invest in

and control diverss, unrelated fioms that range from
chemicals io fast food We spoke just after Grace had

LI Felj 1 [11] 3 1 T T

divested itself of the French fast-food chain called Jaogues
Borel, named for its founder. He had been 3 successiul
eniTeprenedr, was ex ardd |l recently  acguired
Sofitel, & French chain of hotels thal was experiencing
financial difficulties. The Grace representative sid: ~ AL
Grace we stick to simple rubes 11 we Tl a wﬂ
attractive, we acouire it Wie trost existi

only reguire it to provide reliable l.l'tl'.3 w:]:;:m
achievements and [uture development If we come o
dizsagree with the management, we sell the company. We
sold Jacques Borel because s management wanted to
acequire Safitel, We felt that Borel would not be good at
managing a hotel chain, that it was not their stybe, and tha
they should stick bo their own bnesiness ™

“Why not [ire Uhe chief exscutive officer in such & case?”
I asked, "It would have been sgsinst our policy,” he
answered, "We succesd in controll
only becauss we never get involved in the management
itaell.” S0 Michelin and Grace rnl||:|. agreed.

I later had the pursue this subject with
Lafarge, the Htu]lhﬂthﬂulml fl.ml.\rl:ﬁ:h had merged
with Coppoe, the fertilizer company that did peonesr wark
in bintechnology. Lafarge had ot stuck to its own busiess.
1 abso spoke with Yamaha, the Japsnese musical instrument,

:lm'mlﬂl:..l.nd-nl.l.q. :m'lpul'lﬂ'll:m.lnuinﬂ:nu' 1 asked
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Yumaha why and bow they had divorsitied from planos to
motoreyeles, which wemed to be very different types of
mdm.rk.-i{mpl for thee noise, in cortain hands). Yamaha
arewered, "l soemed tobe s pmmnm{d-slmingm'iﬁ
in which we eould use existing resources, and proved to be
a familiar busines when we got to know it better,” Planos
and motoreycles both are manufactured consumer goeds
sold by specialized retuilers io a small segmendt of the public
with a unit price of a few thousand dellars. Lafarge as well
found cement and fertilizers bhoth to be cupital-intensive,
high-volume, engineering-oriented process indhustries
It was seeing these uncbviows similarities that led us o
Formulate the concepls of industria] morphology (1M). Tts
is bix bilentify, in a formal way, what a business &
oodl at and why, and in order to devise tools for business
Eiv-ruiﬁ-uﬁnn strafegies. We call it industrial mo ¥
hecouse our initial experiesces showed us that what
two businesses similar or different were shapes and ratios
sk an:
® one-step or several-step distribution
s caplial intensiveness
» 5 comples manufacturing process with high technical
eRperience
Such factors condition the experience, competence, and deills
of management. For instance, we found that the fast-food
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and hotel busineses were very different with respect (o
capital intensiveness. The fast-food bosiness is Light in
investmenis. Hotels are as capital-intensive as steal mills,
Management skills differ in these bwo bisinesses. The capitsl
intensiveness of the botel business requires long-term
Elunnln: quantititive management, and decision-making

y consensus, in none of which Jacques Borel had any
experience. We saw that cement and fertilizers are similar
in capital intensivencss, labor profiles, comsumable product
tvpe with low value per pound, and are offered to a very
dv clientele. We started to list and test the criteria that
should be taken into account in order to be able to analyze
any kind of business. It all started in 1572 when we were
three consultants with a government grant, and today the
result is what you see in Tahbls 1,

How il works

The best way to understand how it works is 1o work upa
smmple grid. Suppose we want fo describe the Fost-food
Frunchise business. Tt looks like Table 2 This is the individual
franchisee’s grid. The franchisor’s grid will be somewhat
different, since we consider a sales figure made up of
franchise revenue. which may be larger on a national
markst, with a !mi.llnumhur competitors, ete. Note that
ear Fast-food franchise generally lies on the ledl side of the
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diversificalion via resource utilization analysis. The idea is
that a firm should consider diversificotion whenever some
resources are or will be underutilized by existing

A mature business provides cash flow that can be
refmyvested elsewlers. Thus, in the parlance of the Boston
Caonsulting Group, we have a “cash cow,” but no “star.” The
“star” cannot be provided by the firm's market, so it muost
oome [rom diversification. In this case, 1M 8 absolulely
urdgue in that it describes the potential diversilication ares
by meeans of @ profile, which is o comprehensive, scourate
specilications list. The profile allows selection from among
p[ﬂhhd.‘lmﬁinlﬁmuﬂs. An example of an IM profils
converted into a specifications list is shown at right.

This ications list may be used 1o evaluate all
industrial sectors described in the standard industrial code,
Whmlth.ﬂtdlurdlimﬂmmdrpwpmlﬂltmw
wilh such things as laser techoology applied to welding:
medical scanners for tomography; sutomatic asembly of
impuaddm tape-autcmated bording (TAB)
technology; robwots for mand pulation of heavy
Forged plm'l'lwlllllp'ldﬁluhdlﬂml wide range of
possible diversification areas from which a selection b easier
tﬂmﬂnhﬂmﬂﬂmﬂm.ﬂm

Here's another cose fo sxamine: “Human resources are

underemployed. Can these people find work in another
activity?” This kind of problem is more and more frequent
in Ewrope, where ent incentives are availsble for
reemphyy et of . In such & case, 1M takes into aocount
the profile of labor skills and competencies on one axis, and
the economic environment and guidelines {las and wage
levels, In;kth:r.llul‘thm ﬂ:.'luu the otlser.

We might also ask: * odisct coubd be sold by
our distribution netwaork, “‘Iﬂﬂh-ﬂﬂﬂlh‘ﬂﬁlﬁ‘m
lndlnqrnljninu:hﬁ Inm mech @ case, we concentrate
on the profile of marketing experience and capabilities: Do
Hhmuhﬂ-ulhn‘tut_-ﬂl}- dispersed clientele? How
about unit price and after service? We then work up
the specifications list of the prodoct te trade |n {Lrading
agresment from Eorope or Japan, for instance],

Suppose that we have developed original technology for
our own products. To whal kind of business should that
tech  be applied? Do we diversify into Usal busines,
or do we license out? This was presented to us by
Honeywell-Bull, the French subsidiary of Honeywell, in
order to determine the potential of TAB in industries ather
than electronic data processing. The TAB is the
uproming techaigue for mounting chips on ins the

manufacture of electronic subasemblies. 1M identified
soveral lpplh:li-nn sectors {such as mmputm ipmericl




control machine tools, electric applisnces, guartz watehes,
died missiles, automohiles, and cameras), and estimated
vw bong it would take foe the TAB technalogy to penetrate
thess markeis. The mor ¢ o the TAB machinery
manufscturer was worked out, 1t appeared that the business
was oo ambitions for Honeywell-Bull, so licenses wene
granted to ASSUAG in Switzerlond, SAAB in Sweden, and
sre mow being discussed in ltaly, All this was the result of one
asslgnment for the Corporate Development Group on a
technology whose Future was in question when we started
work in 1975
What would an original sirategy be [or a given market?
We have seen that IM is a creative way 1o answer this
question, A good checklist might be:
® What s lf:ptm'liﬂn: morphalogy in this market?
® What are the threats to this marphology (eg., too labor
intensive, too energy inleisive, heavy Bvestment process
indhestry, yielding a commodity for which Eastern
cotntries got incentives]?
# Has anyone developed an original, more competitive
P [For example, the lermentation technokogy
for food Havoring products developed by Kyowa Hakko
in Japan promises to be capital-cheap )
& Which of our asets could help the most competitive
morphelogy? (An examiple of this factor ls: ™'We are No.

1 on the US heating equipment market and could help
a foreign firm that has origimal technology for insalating
A

= W competitive strategles we encminter and
from which competitors?

Whal has been achleved with IM?
I8 has been applied to Umited problems by a few
American Hrms (Kodak, General Mills, Honeywell, Saint
Regis, ITT). Cur gresbest ox has heen in France with
French firms. Pechiney Ugine Kuhbmann {aluminum and
chemicals) B now Ffamiliar with it Laboratoires Servier
{pharmaceuticals) applied 1M and selected diversification
imto the Favor industry, leading §o two successful acquisitions
{in the U5 apd France). Covernment agencies such os the
French Ministry of Industry have spansored the
of IM in the form of the RIO computerized network for
buisiness opportuniiies research which now hay 40 local
ol feoes thronsghout the country, I Haky, 1M has been applied
by the lsrge holding company Finmeccanica, which
eontrols, among other firms, Alfa-Homes, Aeritalia, and
Ansaldo, Philips has begun bo ase 0L

[mm & lectere belore the Crmmencial Bevelopmen Asocistion s
1061 iriseting in Golermio Sorings .
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