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New Product Portfolio Management: Practices and Performance

Robert G. Cooper, Scott J. Edgett, and Elko J. Kleinschmidt

Effective portfolio management is vital 1o successfild product innovation. Portfolio
mandgement iy about making strategic choices—which markers, products, and
technologies our business will invest in. It is about resonrce allocation—how yvou
will spend vour scarce engineering, R&D, and narkering resources, It focuses on
praject selection—on which new product or development projects yvou choose
from the many apportunities vou face. And i deals with balance—having the right
batance between numbers of projecis you do and the resources or capabilitivs vou
harve available.

In this article, the authors reveal the findings of their extensive snuly of
portfolio management in indusiry, This stdy, the firsi of Gy kind, reporis the
portfolio management practices and performance of 205 U.S. companies. lis
overall objective was 1o gain insighis inro whar portfolio methods companies use,
whether thev are satisfied with them, the performance results they achieve with
the different upproaches, and suggestions for others who are considering imple-
meniing porifolio nianagement,

The research first assesses managetment’s satisfaction with portfolio methods
they employ and notes thar some firms foce major problems in portfolio manage-
meni. Nexi, businesses are gpropped o clusiered fnje fowr groaps according o
mgaagerent’s view of portfolio managenent: Cowbaovs, Crossvoads, Duds, and
Benclhmark businesses,

Various performaice meirics are nsed to gange the performance of the busi-
ness's partfolio. The results reveal major differences between the best and the
warst, Benchmark businesses are the tap performers. Their new product porifo-
lios consistently score the best in terms of performance—high-value projects,
aligned with the business's strategy, the right balance of projects, and the right
mumber of projects. The authors rake a closer look ar these benelhimark businesses
e determine what disiinguishes thelr projecis from the resre. Benclonark busi-
nesses employ a much more formal, explicit method o managing their portfolio
of projects. They rely on clear, well-defined porifolio procedures, they consis-
tently apply their porifolio method 1o all projects, and manggenient buys into the
approach,

The relative popularity of varions porifolio methods—from financial methods
o sivafe gic approcches, bubble diagerams, and scorving approgches—are Investi-
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guted. Not surprisingly, financial approaches are the most popular and dominate
the portfolio decision. But what is surprising is the dubiows results achieved via
Sinancial approaches. Again, benclonark businesses stand out from the rest: they
place less emphasis on financial approaches and more on strategic methods, and
they tend to use multiple methods more so than the rest. Strategic methods, along
with scoring approaches, vield the best porifolios; financial methods vield poorer

porifolio results.

The authory provide a number of recommendations and suggestions for anyone
setfinig out to implement porifolio management v their business, © [999 Elsevier

Selence .

Introduction

vital question in new product management is:
How should the business most effectively in-
vest its research and development (R&D) and
new product resources?! That's what portfolic man-
agement is all about: resource allocation to achieve the
business's new product and technology objectives.

Some firms restrict “portfoliv managemem”™ 10 pew ol improved
products, and platform projects with tew product potential |16, 18], In
contrasl, other fivms ipclude vinwally any Development project under the
tiypie “portfilie management,” such as process improvements, cosl redue-
tions, minor product improvements. customer projects, and so on. Thus, we
tend to use tgrms such as “new product portfohe” or “R&D ponfolio™
interchungeably in ihis article
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Much like a stock market portfolio manager, those
senior executives who manage (o optimize their R&D
and marketing investments—to define the right new
product strategy for the firm. select the winning new
product projects, and achieve the ideal balance of
projects—will win in the long run. This article pre-
sents some of the findings of an extensive investiga-
tion into how businesses manage their R&D and new
product portfolios, how satisfied management is with
their portfolio management practices, and the portfolio
results achieved in these businesses.

What Is Portfolio Managemeni?

“Portfolio analysis and planning will grow in the
19905 to become the powerful tool that business port-
folio planning became in the 19705 and 198057, ac-
cording to Roussel et al. [19] in their widely read
book, Third Generation R&D. Portfolio management
and the prioritization of new product or R&D projects
[19] is wital to suceessful business performance for
TNy reasons:

= First, portfolio management 15 about making stra-
tegic choices. It 1s one route by which senior man-
agement operationalizes their business’s strategy—
the types of products, markets, and technologies
management has chosen to attack, and the relative
emphasis on each.

s Second, the new product and technology choices
that management makes today determine what the
business will look like 5 years out, An estimated
32% of firms" sales loday come from new products
introduced within the last 5 vears [10].

* Third, portfolio management is about resource al-
location—the allocation of scarce and vital R&D,
engineering, marketing, and operations resources at
4 lime when these resources are more stretehed than
Ever.
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o Finally, portfolio management deals with the criti-
cal issue of balancing resources available with the
numbers of projects. Errors here—for example, wy-
ing 1o do too many projects for the limited re-
sources avallable—resulls in longer cycle times,
poor guality of execution, and underperforming
new products.

Before charging into the topic of what portfolio
techniques industry relies on, let's stand back and
reflect on what portfolio management is. We define
portfolio managemenr Tormally as follows:

Portfolio management is o dynamic decision process,
wherehy a business's list of active new product (and
E&D) projects is constantly updated and revised. In
this process, new projects are evaluated, selected, and
prioritized; existing projects may  be accelernted,
killed, or deprioritized; and resources are allocated
and reallocated o the active projects. The porifolio
decision process s charactenized by uncertain and
changing information, dvnamic opportunities, mult-
ple goals and strufegic considerations, interdepen-
dence among progects, and mulnple decision-makers
and locations

The postfolio decision process encompasses or
overlaps a number of decision-making  processes
within the business, including periodic reviews of the
total portfolio of all projects (looking at the entire sei
of projects, and comparing all projects agamnst each
otherh, moking gofkill decisions on indmidual progects
on an on-going basis (using gates or o siage-gafe
process), and developing a new product strategy for
the business, complete with strafegic resource alloco-
Hon decisions.

R&D Portlolio Methods: A Checkered
History

The original portfolio selection models of the 19605
and 1970% were highly mathematical, and they em-
ployed technigues such as linear, dynamic, and integer
programming. The objective was to develop a portfo-
lio of new and existing projects (o maximize some
objective function (for example, the expected profits)
subject to a set of resource constraints. Anyone famil-
iar with these programming techniques will immedi-
ately recognize the challenge that the mathematician
and management scientist would have solving this
portfolio problem. A good summary article on such
methods 1s Jackson's [12] “Decision methods [or se-
lecting a portlolio of R&D projects.”

Although conceptually appealing and perhaps the
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most rigorous, mathematically based portfolio models
see more visibility in text books and journal articles
thian in corporate offices. Studies done in North Amer-
ica and Europe show that managers have a great aver-
sion to these mathematical technigues, and for good
reason [1]. The major obstacle 1s the amount of data
required: information on the financial results, resource
needs timing, and probabilities of completion and suc-
cess for ull projects. Much of this information simply
is not available, and, when i is, 115 reliability is sus-
pect. Further, these mathematical portfolio approsches
historically have provided inadequate treatment ol risk
and uncertainty; they are unable to handle mulaple and
interrelated eriteria; and they generally fail o recog-
nize interrelationships with respect to payottfs of com-
bined utilization of resources. Finally, managers per-
ceive such technigues to be too difficull to understand
and use.

The portfolio management decision problem re-
mains un important, albeil complex, one, Thus, recent
vears have witnessed the introduction or use of a
number of other or new product portfolio methods.
These include, for example:

o Financied models and  financial indices. These
range from ranking or selecting projects based on
traditional net present value (NPV), internal rate of
return (IRR), and payback methods through to var-
ious financial ratios (such as SDG’s popular Pro-
ductivity Index®) [2,15].

o Probabilistie  financiol  models,  These  include
Monte Carlo Simulation (for example, the add-on
programs to various spreadsheets, such as A7 Risk
and Crvstal Bally, and decision trees (such as the
expected commercial value (ECV) method) [20].

o Options  pricing  theory. This  newer  method,
adopted by Kodak and others, treats each stage of
the new product project much like purchasing an
option on a future investment [ 14].

o Strategic approaches. Here, the selection of the
portfolio of projects is lurgely driven by the strategy
of the business. The business strategy decides the
split of resources across different categories—/for
example, by types of projects. markets. or product
lines—to create strategic buckets [3]. And strategic
considerations dominate the decision o do (or noi
do) certain R&D or new product projects.

Prosductivity Indea: Profubility-acdjested KPV divlded by RED costs
vemuining i he project (aliernwtely, divided by the 1ol costs renuining .
Projects wre rank cndersd socording to this imles,
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* Scoring models and checklists. Here, projects are
riated and scored on a variety of qualitative ques-
tions {in some cases, the project score becomes the
criterion for project priontization) [11,19.21], The
questions or ilems often caplure proven drivers of
new product success such as product advantage,
market attractiveness, synergy with the base busi-
ness {leverages core compelencies), familianty, etc.
[3.17].

e Analvtical hicrarchy approaches. These are deci-
sion tools based on paired comparisons of both
projects and criteria, Models such as Expert Chofoe
enable a team of managers to arrive at the preferred
set of projects in a portfolio [22]. Voting software
and hardware (for example, hand-held wireless vot-
ing muchines linked o software and a video pro-
jector) permit the management team 1o input their
choices quickly and visually.”

® Behavioral approaches. These are tools designed o
bring managers to a consensus in terms of which
projects to undertake, and include methods such as
Delphi and Q-Sort [13,20). They are particularly
useful for the early gates, where only gualitative
information 15 available.

o Mapping approaches or bubble diagrams. These
are essentially extensions of the original Boston
Consulting Group (BCG) portfolio models {stars,
cush cows, dogs, wildcats) and the GEMeKinsey
maodel, which were designed to allocate resources
across the business units in a corporation. In new
product mapping models, various parameters are
plotted against each other in a bubble diagram for-
mat—plots such as Reward versus Probability-of-
Success or Ease-of-Undertaking versus Project-At-
tractiveness |15,19].

Although the published literature over the past 30
vears outlines many approaches for portfolio manage-
mient and propect selection, there is very little evidence
regarding the widespread transfer of these lechnigues
into management practice or whether these approaches
have had positive results. Despite all the proposed
solutions, a recent benchmarking study points to
praject selection and project priorvitization as the
weakest facet of all new product management activi-
ties [7.8]. In this benchmarking study, managements
confessed 1o a lack of project prioritization, too many
projects for the available resources, and minimal at-

See. for example. the system odfered by the Saunders: Consulting
Coroupy, Togneto, Canaua, usead ina number of busbnesses.

tempts at porifolio management. 5o there appears o
be a major gulf between theory and practice.

Further, although many prescriptions have been of-
Fered over the vears, surprisingly little empirical re-
search has probed the topic of portfolio management
in industry, Numerous questions thus remain in the
portfolio management area. For example, how do
companies select the appropriate portfolio of new
product investments? Do formial and explicit methods
work better than informal, ad hoc approaches? How
salisfied 15 management with the various approaches
they wse’! And whai portfolio results are businesses
realizing!

The current research study seeks to address some of
these questions regarding both the wse and perfor-
mance of portfolio management methods—questions
thiat remain Largely unanswered in the hterature. The
underlying goal of the investigation is to provide in-
sights into how businesses manage their R&D and new
product portfolios, and the results achieved, Specific
objectives are as follows:

* to describe and charactenze portfolio management
und project prionitization methods used in mdusiry,

o (o determine the relutive popularity of each method,

& [0 assess managements’ perceptions of, and satis-
faction with, allernite portlolio management meth-
ods,

* to characterize the portfolio methods used, and

* 1o determine portfolio results achieved.

How the Research Was Undertaken
Exploratory Work

An explorarory study was undertaken first o gain
msights into indusiry’s use of portfolio modeis, Lead-
ing firms were identified und in-depth interviews were
conducted with management 1o better define what
portfolio management is, to identify the types of port-
folio management methods in use, to understund the
primcipal goals that businesses are trying to achieve via
portfolio management., and to determine how manag-
ers perceived these models and methods [4-6].

Conceprual Framework

Next, a conceplual framework was developed to help
guide the current large sample study (Figure 1), The
Irimewoerk consists ol iy main sets or blocks of
variables:
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Figure L. Portfolio conceptual ramework.

. Performance metrics. The framework postulates
that management secks certain ultimate perfor-
mance goals from their portfolioc management
method. These performance goals or metrics were
uncovered in the exploratory study and include
itemy such as maximizing the portfolio’s economic
value. strategic alisnment. and portfolio halance
(more on these later). These performance goals are
at the right side of Figure 1.

2. Perception and satisfaction merrics. There is also a
set of interim or intermediate metrics and charac-
teristics that captures how managers perceive their
portfolio management tols (for example, decision
elfectiveness or user Iriendliness) and whether or
not they are satisfied with the portfolio method they
use (for example, whether or not they would rec-
ommend the method w0 others), Although not the
ultimate goals of portfolio management, nonethe-
less they are highly desirable and very commonly
discussed metrics, as uncovered in the exploratory
study., They are shown in the middle of the con-
ceplual framework of Figure 1.

3. Drivers. Finally, there are four sets of variables that
dre postulated 1o drive both sets of metrics outlined
previously (again, these were wentatively identified
in the exploratory study ). These blocks of variables
include:

o how mmpartani portfolio management is perceived
to be in the business.

e the reasons why portfolio management may be im-
portant—why the business has adopted more for-
mal approaches to portfolio management,

e the nawre of the portfolio management methods
used by the business—for example. how explicit
and formal the method 1s,

o the specific portfolio models or wols used by the
business—{or example, Onancial methods versus
mapping techniques versus scoring models or stra-
tegic approaches,

These four blocks of driver (or causal) variables are
shown o the left of Figure 1.

The six blocks of variables outlined in this concep-
tual model in Figure | form the foundation for the
study. A list of varahles was constructed for each
IMock. and these variables then were operationalized.

Data Collection

A detailed survey questionnaire was developed in con-
cert with the IRI's Research on Research Committee.
{The IRL or fndustrial Research Instingte 5 an associ-
ation consisting largely of Chief Technology Officers
of Fortune 500 companies in America.") The question-
naire measured variables within each of the six blocks
outlingd in the conceptual framework, namely:

* how important portfolio management is thought
be, and the reasons why;

* the types of portfolio methods used by the business:

e management’s perceptions of, and satisfaction with,
the portfolio method(s) they use;

Hepresenting approximotely 80% of R&l) spending in the L&,
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e the performance of the business’s portfolio man-
agement method,;

e various characteristics—formality and explicit-
ness—of the portfolio management approach em-
ployed; and. finally,

* ceneral demographics (industry, business size.
el

Most of the questions were close-ended (i.e., require
the respondent to check a box or circle a number),
although some open-ended questions were included to
solicit verbal comment. Many of the questions re-
guired ratings on -5 Likeri-type scales. The question-
naire itself was carefully structured, exhaustively re-
viewed by a committee of industry experts from the
IRI, pre-tested on eight businesses via personal inter-
views, and finalized.

A listing of businesses known to be active in prod-
uct development in North America was prepared, in-
cluding the IRl membership list as well as other pri-
vite Lists compiled by the authors, Although not the
total population of all firms undertaking R&D and
product development in the U.S., the list is a fairly
representative one.

A respectable response rate of 25.8% was achieved
from the mail survey, numbering 205 businesses. The
breakdown of respondents by industry is as follows:

High technology 17.6%
Processed materials 8.3%
Industrial products 8.3%

Chemicals and advanced materials 28. 3%
Health care produets 6.3%

Consumer goods 12.2%

Dithers 19.0%

The corporations that took part in the survey are
guite large, with average annual sales of $6.74 billion
(L.5.). Sumilarly. the size of the business stodied
within the corporation also was quite large, with av-
erage annual sales of $1.89 billion. Note that the unit
of anualysis was a business, SBU, or division—a self
contained business with s own R&D budget, The
average R&D spending across the sample of busi-
nesses 15 5.05% of sales. considerably higher than the
U.S. national average.

There were no noticeable biases in the responding
businesses” versus those in the original mailing (i.e.
the responses reflect the population), Additionally,

Moje: we pse the term “business” noher thin campany, becuuse the
completed yuestionneires describe only o single husiness or SBU within a
liger corporution,

there are no differences in the response patierns be-
tween IRI and non-IRT members; thus, the two sam-
ples are combined and results are presented together.
Further, every effort was made to ensure that perfor-
mance and satisfaction measures were objective ones:
for example, multiple measures were used to heighten
rehability: measures were reviewed by a panel of
experts for their validity; and anchor phrases were
used to improve consistency across respondents.
Nonetheless, there is always the possibility of halo
effects or “after-the-fact rationalization” in the case of
retrospective research studies such as this.

Results: Management Perceptions and
Satistaction Level

Management’s satisfaction with the portfolio manage-
ment methods they are using was one of the prime
areas of interest in the current study—or example, the
perceived effectiveness, efficiency, realism, and user
friendliness of their portfolio approaches (the middle
box in Figure 1) Management perceptions and satis-
laction levels were captured on nine different metrics
{Figure 2,

On average, managements appears to be only mar-
ginally satisfied with their portfolio management ap-
proaches, Note the mid-range, middle-of-the-road
scores achieved in Figure 2. The most positive facets
of the portlolio management methods include:

e the portfolio management process used firs the
management's decivion-making style, and

e the method is perceived as being effecrive (ie,
miakes the right decisions),

These elements are the best, but still the mean
scores achieved here point to much room for improve-
ment. The remainder of Figure 2 reveals much more
disturbing results. On average:

* The portfolio method used is not particularly effi-
cient (somewhal laborious and wastes time);

o It 15 not especially realistic in capturing key facets
ol the decision problem;

# The method is not particularly vser friendly and
casy to use; and

+ It is not well understood by senior management.

The three lowest scoring items in Figure 2 are
noteworthy, On average, busingsses do not rale their
portfolio methods as excellent (rather. a mid-range,
[airly mediocre rating is given); their method is not
really used to make go/kill decisions on projects; nor
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Figure 2. Perceptions and satisfaction with the portfolio management method.

do they strongly recommend their portiolio approach
to others ... all in all, not a strong endorsement of
currently used portlolio approdches!

A large spread in satisfaction responses exists be-
tween businesses, however (see the standard devia-
tioms in Figure 2). This range or spread in responses
underscores the subsiannal differences in satisfaction:
for example. about 10% or fewer businesses and their
mandgements are very peased with their portfolio
mandgement approach (a score of 5 out of 5 on the six
metrics), but the grear majorisy are nor, For example,
dlmost one-thind of busingsses surveved rate their port-
folio management approach as anything but excellent
{a score or 1 or 2 on the five-point scale); and more
than one-third would clearly nol recommend their
approach to others! Major Improvements to portfolio
management methods and their application are clearly
needed in the case of many businesses.

Mapping the Satisfaction Scores

Mol surprisingly, these ning satisfaction metries ot
variahles are intercorrelated. some in 4 strong fashion.

Thus, factor analysis was underiaken to identify the
underlying dimensions or themes—ithe main dimen
sions of management satisfaction and perception ol
their portfolio management methods.” Two main fac-
tors emerged from the factor analysis: these two fac-
tars capture well the original nine satsfaction metrics
or varighles and have face validity. Figure 3 shows the
satisfaction map. with the two factors as the X and Y
dimensions, and factor loadings on these two dimen-
Lions or factors portraved as vectors, Five of the nine
salisfaction metrics or variables had loadings in excess
of 0.7 on at least one factor, and all had lvadings of
more than (1,5, thus permitting a strarghtforward inter-
pretanon ol the two factors,
The two lhctors are.

Factor 1: overall quality raring, consisting of:

o The portlolio method 15 realistic, capturing key
facets of the decision problem;

Principal comnponent factor onalveis, SPSSX mutine, varimay rodatios
The two-fnctor solution wies chosen hased on eigenvaloes =00 g e

Scree test
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Figure 3. Satisfaction map: loadings of factors on dimensions of satisfactlion and management perception of portfolio management

me s,

& Management would highly recommend their port-
folio method 1o others:

* The method is rated as excellent by management:

* The portfolio method is truly used w make go/kill
decisions on projects;

* The method is user friendly;

& The portfolio method is onderstood by management
talso loads on factor 2 following); and

* Management believes the method to be effec-
tive—makes the right decisions (also loads on
factor 2).

Factor 2 management fit. consisting of;

« The portfolio method (s management’s decision-
making style:

e Management rates the method 1o be efficient—is
not labomions and does not waste time;

* They see it as effective (makes the right decisions:
also loads on factor 1); and

& The method is understood by management (again,
loads on factor 1)

Four Types or Clusters of Businesses

As might be expected. the 205 businesses are scattered
across Figure 3, the X-Y map generated by the two
factors as axes. A review of the map reveals that
logical clusters of busingsses exist. however—for ex-
ample, businesses with high gquality and high manage-
ment fit portfolio methods versus those with much
poorer methods, Thus, it was of interest 1o identily
these different clusters, search for differences between
them, and, in so doing, gain more insights into the
portfolio management methods and performance.
Cluster analysis was used to define these logical
sroupings of busingsses in terms of these two dimen-
sions of management perception.” Four clusters of
businesses were identified (Figure 4). Thas clustering
solution was validated by undertaking multiple dis-

The clusterivg roufine used won SPSS fior Windows, Relexse 610,
E-Menns Cluster Anolysis. The four-clustér solution was elected hused on
bath diseriminagion amd parsimony. This solution yielded the highest
between-group esplonstion based oo ANOVAS ol clusier pmembership
versus the owiginal twe fictors: and it produced s epsonalde-dissribotion of
pases acroks glusters
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Figure 4. Factor map displaving the four-cluster solution,

criminant analysis of cluster membership versus the
original nine variables vsed in the factor analysis. The
validation results wire very positive, with 94.0% of
the businesses correctly classified. Additionally, the
SPSS macro routing DISCLASS was used to validate
the cluster solution (this is a jackknife-like unhiased
classification method). Here, Y3.4%% of the cases
were comrectly classified, agdgin suggesting that the
four cluster solution is guite robust,

The four clusters identified in the cluster analysis
were next charactenized and labeled. Analyses of vari-
ance (ANOVAs) of cluster membership versus the
original nine variables in the factor analysis vielded
many strong and statstically significant differences
hetween clusters (Table 1). These ANOVAs, along
with Duncan Multple Range tests, led (o the following
descriptions of the four clusters {refer to Figure 4 and
Table 1):

Cowbov Businesses: These businesses shool [fom

the hip when it comes o project selection and
portfolio management. They are in the upper lefi

quadrant in Figure 4. They rely on a very poor-
quality portfolio model or approach (as we shall
see later, gctually not much of 4 model or system
al all'), but an approach that suils management
very well. For example. as shown in Table 1.
cowboy businesses indicate that their portfolio
approach is the opposite of excellent, the lowest
of all businesses; nor would they recommend
their approach to others, again the lowest of all
four business clusiers. Moreover, their portfolio
model, such as it is, 15 # rather simplistic one (the
least realistic of all clusters) and fails w capture
important ¢lements of the decision situation. On
the positive side. management likes the approach:
they view the portfolio method as efficient (the
best of the four clusters), and it certainly fits
management’s decision-making style (ted for
best). Cowboys are the smallest cluster of busi-
nesses on the satisfaction map, representing only
12,1% of the sample, We call these businesses
cowhoys simply because they have no real port-
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Table 1. Managemeni Perceptions and Satisfaction with Portfolio Management Methods

Measures of Management Ciowboys Crowsronds Dhely Benchmarks Duncan Multiple
Perception snd Satistaction (1) (2 (3 {d) Range Test®
It is a realistic method 1.6% 345 2.24 .74 4= 1232 1331
Would recommend method 1o olhiers 163 303 1.96 imn 4=1252= 13
Raie method as excellent 2.04) 2188 230 178 4> 123:2> |3
Truly wsed 1w make gofkill decisions 2.13 206 12 153 4=123:2> 13
It 15 user friendiy 259 A B 251 1.50 $=13202=213
Fit mmnagement’s decision-making style 4.04 178 327 413 4> 33322
It is efficient 3806 252 2.57 182 4= 12 =23
It s effective 337 Z 257 401 4=233=1
Method 15 understood by monagement 254 £ 2 197 4> 123

“ Duncan Multple Range Test. significant at p = 05,
Mean percepuiondsatisfaction scores on -5 scale, where 5 = high and 1 = low

T e read-as *' It 15 & renlistic method™" the Benchmarks were sigmificantly dilferent froam the Cowboys, Crossroeds and Duds, whersas the Crossropds were
sigmificontly different from the Cowboys and Duds, and finally the Cowhovs were sigmificantly difTereni from the Duds.

folio approach, they know it, and they like it that
way !

Crossroads Businesses: These businesses are the

oppasite of cowboy businesses and are found in
the lower right guadrant in Figure 4. They em-
ploy a highly recommended, excellently rated,
and very realistic portfolio method. But they are
at a crossroads in the sense that management has
yet to fully embrace the method—it is perceived
not to fit management’s style (the lowest of all
four clusters); it is not perceived by management
to be particularly efficient or effective; and the
method is not well understood by management,
We call these businesses crossroads, simply be-
cause they face choices: they employ an appar-
ently proficient approach to portfolic manage-
ment, yet there is some resistance to the method
by management, a4 situation that must be cor-
rected. Crossroads businesses account for 28.0%
of the sample: hencem they are a fairly substan-
tial group.

Didds: Dud businesses are what the name implies-

... bad on all fronts, OF the four groups of busi-
nesses, they fare the worst in terms of the per-
ceived effectiveness of their method and its lack
of fit with management’s decision style. More-
over, their portfolio approach 15 perceived by
manggement to be inefficient—wastes time (tied
for worst), Additionally, these businesses rate
their portfolio approach as unrealistic, not used
by management, and not user friendly, Finally,
dud businesses do not recommend their approach
to others, and they rate ut far from excellent.
Fortunately, dud businesses are o relatively small
group, representing only 18.1% of the sample.

Benchmarks: Benchmarks are the “good”™ business-
es—the ones held up as benchmarks or standards
against which to compare oneself and/or o em-
ulate. They fare remarkably well across the
board. Their portfolio method scores the best in
terms of guality: it is rated the most realistic of all
businesses: it comes highly recommended and s
rated as excellent (the best of all businesses); it is
used by management 1o make gofkill decisions;
and 1t is user friendly—the best of all four clus-
ters {Table 1), The method also fits management
well: it i1s perceived by management o be very
effective (highest of all clusters) and 15 well un-
derstood by managemeni; and benchmark busi-
nesses’ portfolio approaches fit management’s
style and are perceived to be efficient in use (they
do not waste time), Lied for best across the Tour
groups., Benchmark businesses are also the larg-
est cluster, representing 41.8% of the sample,
thereby demonstrating that effective, quality port-
folio approaches are not an elusive goal attained
by a small minority of businesses. Note, however,
that the sample of firms 15 bissed toward leading
R&D firms in America, which also might ex-
plain, in part, the large size of the benchmark
cluster.

Portfolio Performance of the Four Types

What are the various performance results achieved by
the four types of businesses! Portfolio performance
was measured on six metnes, based largely on the
performance goals identilied during the exploratory
study (the far right box of Figure |). These six per-
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formance goals for portfolio management are as fol-
lows:

o having the right number of projects in the portfolio
for the resources availuble.

* gavoiding pipeline gridlock in the portfolio—under-
taking projects on nme and in a ome-afficient man-
ner.

o having a portfolio of high-value projects (or maxi-
mizing the value of the portfolioj}—profitable, high-
return projects with solid commercial prospects,

e having a balanced portfolio—long term  versus
short term, high nisk versus low risk, and across
markets and technologies.

o having a portfolio of projects that are aligned with
the business’s strategy, and

& having a portfolio whose spending breakdown mir-
rors the husiness's strategy and strategic priorities.

Portfolio performance ganged on these six metrics
1s very clearly and strongly linked 1o managements’
perceplion and satisfaction with their portfolio 100ls.
Figure 5 shows the same two-factor map as before, bul
this time with the six performance metrics shown as

§ PROD TNNOY MANAL ELE]
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vectors (the X and Y coordinates of gach vector are the
correlation  coellicients between each performance
mietric and the two perception factors; thos, the length
and direction of each vector denote the loadings).

Table 2 shows how the sample of businesses did
overall when gavged on these six metrics and specil-
ically how each of the four clusiers of businesses
performed:

1. Not surprisingly, the benchmark businesses score
top marks 1 terms of performance, significantly
better than any of the other three clusters and on all
six performance metrics (hased on ANOVAs and
Duncan range tests: see Table 2). Specifically . . .

» Benchmark firms end up with a portfalio of very-
high-value projects—profitable, high-return projects
with solid commercial prospects. the best of all four
clusters:

o Stralegically. these businesses” portfolios are also
the best—projects in benchmark businesses” port-
folios are aligned with the business straregy and
objectives, while the spending breakdown across

Benchmarks

=
(o '
Cowboy '*E
Businesses =
] Strong Strategic Alignment
E Right Number of Prajects
- |8 Dollar Allocation
= Reflacts Strategy
Portfolio Value Maximized
Overall Quality Rating " e =
42 A0 8 8 <4 a2 1.0 1.2
%
Good Cycle Time

-8

Duds

-B

& |

Vikll Balanced Portfolio

Crossroads
Businesses

Figure 5. Two-factor map with performance metrics displaved as vectors,
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Table 2. Performance Resulis Achieved by Portfolios of the Four Business Types

Partfolio Performance Measure or Metric Cowhays Crogsroady Dhuuty Benchmarks

The right mumber of projects Tor the resources available 2.36— 269+ 20— 315+ +
No gridlock in the portfolic—projects done on tme .66 — 286+ 240- I30++
Portfolie contains high-value projects-—profitable, high-return,

sobid commercial prospects FlE- 360+ J3= 303++
Portfolic has an exeellent balanee of projeces (bong term

versus short tern, risk. i) 195== 302+ 248~ 334+
Projects are alizned with the business's stratesy 3.30- 377 3.40- 4.27++
Spending breakdown of projects in portlolio reflects the

hisiness"s strtepy 295- 332~ RN £410++

Mean performance scomss on -5 scale, where 5 = ghand | = low

The tour closters of businesses have sipnibicanlly differsil portfolio peclomande resulls on all six perfommsinde metrics (ANOY A sipnificonl ot the 0001

fevell Based oo Duncan Multiple Bange Test (p = 05

+-+ [ndicates wp porformance (or Hed for woph on that metere: 4+ indicates second bel: —— indicates warde performance (or tied for wopest); — mdecptes

second worsk

projects in these portlolios mirrors the Dusiness
slrafegy;

* The portfolio has an excellent balance of profects in
terms of long term versus short term, high risk
versus low risk, across markets and technologies,
und so on; and

# These benchmuork businesses portlolios contain an
appropricte nmber of projects—ithere are the nght
number of projects given the businesses resources,
as a result, projects are done on time (no portfolio
or pipeline gridlock ).

Allin all, this is a very enviable portfolio performance.

2, In contrast, the dud businesses—those with a poor-
quality portfolio method and that management per-
ceived as not well suited to them—do not perform
well at all. They achieve poor portfolio perfor-
mance on the six metrics shown in Table 2. Simi-
larly, cowboys perform poorly and in particular
achieve a very poor balance of projects,

3. Crossroads businesses, surprisingly, perform well:
that 1s. they fare second best, next o benchmark
businesses, but still significantly lower,

The message is that where a business is located on
the perception/satisfaction map is very closed ted to
the ultimute performance of the portfolio, and in the
expected way. Second, certain businesses, namely,
those we labeled benchmarks, are the clear winners in
terms of portfolio performance results. Their practices
und approaches merit a closer look. Mext. using a
high-quality portfolio method and one that fits man-
agement’s style seem Lo be the two key dimensions
that drive portfolio performance. But the most impor-

tant of these is using a highly rated method, whereas
management fit, although connected to performance,
does not have near the same impact. This last conelu-
sion 1% based on the loadings of performance metrics in
Figure 5 and the fact that crossroad businesses, al-
though relving on portfolio methods that lack manage-
ment fit, still perform guite well.

Characteristics of the Portfolio Method
Employed

What types of portfolio approaches are used by the
benchmark businesses—the ones that achieve such
positive portfolio performance” And how are these
methods different than the other three clusters of busi-
nesses? Varous characteristics of the portfolio meth-
ods used were measured (left boxes in Figure 1), and
their impact was assessed.

What stands out in an analysis of the various char-
acteristics of portfolio methods used is that benchmark
businesses use much more formal and explicir portfo-
lier approaches than do the other firms. Table 3 shows
the large and statistically significant differences be-
tween business clusters, and in particular, how bench-
mirk businesses are distinguished from the rest in
terms of their portfolio practices:

# Benchmark businesses have an establishied, explicit
method Tor portfolio management, much more so
than for other businesses, Cowboys and dud busi-
nesses rate very low here.

® Benchmark businesses use much more formal ap-
proaches to portfolio management; cowboy busi-
nesses use the least formal, indeed almost no pro-
cess at all!
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Table 3. Explicitness and Formality of the Portfolio Managemeni Methods Used by the Five Clusters of

Businesses

Measures of Satisfaction und

Management Perception Cowhoys Crossmneds: Puds Benchmurks

Established, explicit method 22—— 345+ & — I R6++
Formality of methad 10~- A48+ Ale+ Il6+
Method has elearly delined roles and procedures 1.90—— 321+ 263- 350+
Method is consistently applied w all appropriate projects 1.77- .00+ 34— 343 ++
All projects are considered ogether (e.g.. compares )

them against each other) 2.00— 300+ e 353++
Munagement buys into the portfolio maanagement

method (e, vie aetions) 1 18— 115+ 26— 383 ++

Muan values on -5 seale, whene 5 = paghand | = low,

T four clusiors of husinesses gre sipoficontly different in rorms of these s mgasures of the satistaction ond peecepgions of the portfolio smebod wsed
(ANOV AL signfficant at the M1 level) Based on Duncan Multiple Range Tesy ip =< 015y,

ok Trdivaris qop soane Cor e fur top) on that charsererisice; + indicanes second highast seon,

siparnel lowest sgory

= Portfolio methods used by benchmarks feature very
clear and well-defined rides and procedures for
portfolio management. Cowboy businesses rate dis-
mally here.

s Benchmarks consistently  apply  their portfolio
method, for example, o all appropriate projects;
cowhboys score also very low here, followed by dud
busingsses.

* The portfolic methed vsed by benchmark busi-
nesses treats all projects as a portfolio—eonsiders
all projects rogether and compares them against
each other.

= Finally, management buyvs into the portfolio meth-
ods used at benchmurk businesses much more so.

The message is this: A formal. explicit portfolio
management method yields better portfolio results
..much hetter than an informal, undefined process.
There is now solid evideénce that senior managemenl
must adopt and embrace portfolio management as a
management principle. Such explicit portfolio meth-
ods should have clear and well-defined rules and pro-
cedures (for example, how projects will be selected
and prioritized. how resources will be allocated, etc).
Effective portfolio management methods should be
consistently applied across all appropriate projects,
treat all projects together (comparing them against
each other), and management must buy into the pro-
Cess,

What Specific Portfolio Techniques Are Used?
Popdarity of the Methods

No one portfolio method has a monopoly in the field
of portfolio management, Virtually every business in

indlicates lowest seore tor tied for Fowest), = indecines

the survey uses multiple methods or techniques for
portfolio management. These technigues, in rank order
of popularity, are as follows:

® Financial methods, where profitability, return, pay-
back, or economic value of the project is deter-
mined, and projects are judged and rank ordered on
this critetion: 77.3% of businesses use this ap-
proach.

® Rusiness straiegy methods, where the business’s
strategy is the basis for allocating money for dif-
ferent types of projects. For example, having de-
cided strategy, different buckets or envelopes of
money for different project types are established,
and projects are rank ordered within buckets 6]
64.8% of businesses use a strategic approach.

® Bubble diagrams. where projects are plotted on an
X=Y portfolio map (the X=Y axes are various di-
mensions of interest, such as reward versus proba-
bility of success [19]): 40.6% of businesses employ
bubble diagrams.

e Scoring models. where projects are rated or scored
on & nwnber of criteria on scales, then the ratings
are added 1o yield a project score (this score then
becomes the basis for making prioritizing or po/kill
decisions): 37.9% of businesses employ scoring
models for portfolio manasgement.

o Checkilisis, where projects are evaluated via a list of
yes/no questions (and each project must achieve all
or a certain percentageof “ves” answers): only
20.9% of businesses use checklists for project se-
lection and portfolio management.

The percentages cited add up to well over 100%
(241.5%), suggesting thal, on average. the Lypical
business relies on about 2.4 different portfolio man-
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agement methods. Using muliiple methods—the no-
tion of a hybrid approach to portfolio management-
appears to be the right answer, however. Cowboy
businesses, For example, rely on the fewest number of
portfolio methods (on average, 1.8 methods per busi-
ness), significantly less than benchmark businesses
(2.5 methods) and crossroads firms (2.6 methods).

Mudtiple Methods: Popularity by Cluster

The combinations of portfolio methods that yield the
best results were investigated. Table 4 shows the re-
sults. Here:

e The majority of both benchmark  businesses
(56.6%) and cressroads (irms (54:9%) use both a
strategie and a financial approach for portfolio
management (significantly more so). In contrast,
only 36.4% ol cowboys uses these two methods
together,

o A strategic approach combined with a bubble dia-
gram is the portfolio combination relied on by
significantly more benchmark and crossroads busi-
nesses (28.9% and 33.3%, respectively).

= Significantly more benchmark businesses rely on
three portfolio methody in conjunetion—a financial
method, o strategic approach, and a scoring mode!
(21.1% of benchimarks). The other three clusters of
businesses do so much less frequently.

The Link Between Dontinant Method Used and
Portfoliv Performance

Because of the multiple methods used by businesses. it
proves difficult to discern a relationship between any
ohe portfolio technigue emploved and the Four clusters
of firms, and ultimately the link o portfolio perfor-
mance results. In an attempt to overcome this problem,
managers were asked o indicate which method was
the dominant method used. Figure 6 shows the break-
down. Not surprisingly, the most dominant method is

the financial approach {(40.4% of businesses). followed
by strategic approaches and scoring models, But no
significant differences were uncovered in use of a
specific dominant method by the four clusters: How-
ever. there was a distinct link between ultimale per-
formance results and which portfolic method was
dominant (Table 5

e Financial methods of portfolio management (e.g.,
using a financial measure or index 10 rate and rank
projects) vield the poorest performance resulrs
when gauged on three important meltrics: poor
value projects in the portfolio, too many projects for
the resources available, and projects not done on
time (grdlock in the portfolio).

* In contrast, strategic approaches (letting the busi-
ness’s strutegy decide resource allocation and even
choice of projects) perform the best (significantly
500 on these same three metrics: project vilue,
number of projects, and ime to market.

* Scoring models produce positive performance and
fare the best (significantly so} in terms of vielding
a portfolio containing high-value projects—profit-
able, high-return projects with solid economic pros-
pects (statistically tied with strategic approaches,
but even a little better).

It is ironic that financial models, presumably chosen
o select higher-return, higher-profit projects, yield
precisely the apposite—a portfolio with the worst eco-
nomic value. Finaneial approaches fare the worse on §
ol 6 of the portfolio performance metries shown in
Table 5. Scoring models and strategic approaches do
very well, yielding the best or second best results on 5
of the 6 performance metrics. Finally, bubble diagrams
perform moderately well on some performance met-
rics, but excel in terms of yielding 4 balanced portfolio
(tied for best) and strategic alignment (best, but not
significanily so).

Table 4. Tmpact of Combined Portfolio Methods on Clusters

Duncan Multiple

Methods Conbined Cowbovs  Crossroads Dricly Benchmarks Range Test*
Strategic and fnanciul R L 54.9% 45.5% S6.65% Benchmarks == Cowhiys
Stratepic and bubble diagrams 7.3% BT 12:1% 28.9% Crossrouds and Benchimarks = Duads
Benchmmarks = Duids, Cowhays,
Steategie, fmancial, amd seoring model | 3.6% 15.7% 1825 2115 anel Crossroids

T be rewd i Cowbove use b combined stemegic and financisl porfolic method 5645 of the time.
- ."-iignil'lr_:un differences between clustery bused an ANOVAS wnd Duncun Multiple Runge Testy (p = 05§,
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Figure 6. Dominant portfolio method employed.

Importance of Portfolio Methods

Although portfolio management recently has been her-
dlded as one of the most important facels of manage-

ment leadership [ 197, it is clear that not every senior

manager has received the message. How important
portfolio management was perceived to be by various
semior managements was pauged in the study. The
resulis are provocalive,

Portfolio management is a critical task in the busi-
ness, at least according to the majority of senior man-
agements. Table 6 provides the mean imporlance
scores for the four clusters of bosinesses, broken down
by executive function, Not surprisingly, senior man-
agements in lechnology (CTOs, VPs ol R&D, elc.)
give portfolio management the highest importance rat-

ings of all functions: thev are followed by senior

management overall and then by corporate executives

{all three management groups score in excess of 4 of

5. where 5 = cnitically important). Note that both
mirketing/sales management and operations/produc-
lion mandagement rate portfolio management ay less

! PROD INMOY MANAL
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B Financial Method
(] Business Strategy
E Scoring Model

£ Bubble Diagram
B Checklists

] Other

11.7%

important, The Fact that marketing/sales senior people
are nol perceived o have bought into the concept and
imporance of portfolio management represents a po-
tential deficiency in the widespread acceptance and
implementaton of portfolio management. especially
given the vital role that marketing/sales resources play
in the business's total new product effort.

Here again, benchmark businesses are distinguished
from the rest, Portfolio management is accorded much
greater importance in benchmark businesses than in
the other businesses (Table 6). This is true across the
board, regardless of the functional area. Crossroads
businesses come second: in these businesses, semor
managemen! and technology management view port-
folio management as vital, In contrast, corporate ¢x-
ecutives and senior management in cowboy businesses
place very little importance on portiolio management
(the lowest of all four clusters). whereas technology
management, marketing/sales management, and oper-
ations/production managements in dud businesses see
portfoho management as relatively unimportant.

Tahle 5. Relationships Between Dominant Methods and Portfolio Performance

Finamcial  Strulegic Scoring Rubble Muethods Thog
Ferformance Metnc Methods  Methods Model Diagrams Are Better
Projects are aligned with business’s objectives 374 4.08 105 4.11 -
Portfolin contains very-high-vailue projects 137 xm AR2 A0 Scoring and Smmutegic = Finomeial
Spending reflects the business's sirategy 350 372 ise 300 —
Projects are done on time—auno gndlock 279 pi 2 313 240 Strategic > Financial
Proctiolio hos gomd balence ol projects 280 ER1L 30 220 —
Portfolio has right number of projects 2,50 2.83 190 2.50 Strutegic = Financiul
Ratings are 1-3 mean scores for each meethod, when used as dominant poitfolio method where, | = poor aisd 5 = excellent

Checklist methods ore wsed ton infrequently @ ainclode here, Last oolumn 15 based on Doncan Maolople Range Test (p = 015)
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Table 6. Importance of Porifolio Management by Functional Area

Perceived Importince of Cowbays Cromsronds Dk Benchmarks Mean Sagnificance
Portfolio Management by (1 {24 (3 (4 Yilue [AMOY A
Corporale executives A00 357 A vl i 4=
(05)
Senior munogement in the business 204 3.96 345 390 174 2413
(.001)
Technolomy muanagenment 3EO 4 378 4,25 4,110 4=>3
(e.g., CTOs, Vs, R&D) (.03}
Murketing/sales management 2,76 315 27 325 07 43
(eqr, VP marketing) (10
Operations/production management 2 1.66 23 BRr 256 4=13
(e.g., VP operations) (.05}
Mean imporance vihees on 1-5 seale; where 5 = ontical impotance and | = ped log importand

The message is that the importance that manage-
ment accords portfolio management is directly related
to the end resuli—to the explicitness and formality of
the portfolio management process, o management's
perception and satisfaction with the outcome, and even
to the performance of the porttolio itself.

Some of the reasons why portfolio management is
thought to be important were gauged. Table 7 shows
the results overall and thén broken down by the four
clusters of husinesses, The top four reasons are virtu-
ally tied in importance:

o Competitive position, because portfolio manage-
ment and project selection are vital to maintaining
the business’s competitive position.

e Efficient resource allocation, because development
resources—people, time, and money—are very
scarce, and the business does not want o waste
these on the wrong projects.

® Stratepic, becanse project selection is closely linked
to the business's strategy.

® [Focus, because the business wants (o be focused—
not do too many projects for the limited resources
available.

When it comes to a breskdown of these reasons by
business cluster, again the familiar pattern 1s evident.
Benchmark businesses seore higher than the rest on 3
of the 6 reasons for the importance of porttolio man-
agement. In particular, benchmark businesses are sig-
nificantly higher than the other three clusters on the
strategic dimension—portfolio management is linked
1o strategy. and tied for highest on another three ele-
ments (Table 7). Crossroads businesses are in second
place on most elements of importance. Only on one
dimension—strategy begins when you start spending
moeney—are there no significant difference between
clusters.

Table 7. Heasons Why Portfolio Management is Important Linked to Clusier Membership

Reasons Why Porifolio Management Cowbovs Crossroads  Duds Benchmarks Mean  Significonce
15 Imporiant i (2) Y] (4} WVl CANOVA)
Projoect sefection is closely linked to business strategy 334 +.07 178 442 4.10 42 =13
000 3
Strategy beging when you starl spending money— 1.3 3.5% 31 Ll 344 M5
resource allocition 15 how straiegy s implemented
Project selection is important to maintoining oor 195 4443 4003 444 430 2= 1.3
competitive position (0L
We want o be focused-—not do oo many projects .50 4.31 irn 4.21 4007 42 =13
lor the resources we hove mvailable PR TA R
Chur new product resources are very scirce, and we ikl 433 A 4.32 4158 42=13
do not want 1o wasle then on the wrong projects (02
It is important o have the right halance of projects XIS L1000 154 A0 380 42>= 13
(00L)

Mlcuan hupunum_'n: witlises o 15 scnle, where 5 = o mispor fedson aml 1 = pid o eison
The Dowr clusters of busingsses wre signiBicenty different n tesms of (5ol the 6 rewsons) why muuugement thinks that potfolio monagement is iImpoctint,

Bused an Duncan Multiple Runge Tests (< 05,
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Conclusions and Implications for
Management

The research has identified which portfolio manage-
ment methods are used and their relative popularities,
Financial models are used most often, both overall and
as the dominant method, but they do wor vield the best
results. They produoce portfolios with poor-value
projects, too many projects for the resources available,
and gnidlock in the pipeline. Strategic approaches [ol-
lowed by scoring models are next in popularity, they
tend to produce much better portfolios in terms of the
various performance metrics,

Four clusters of businmesses were identified in teoms
of where they were located on a perception/satisfac-
tion map, These are as follows:

* RBenclunarks, a large group of businesses (41.8% of
the businesses). whose portfolio methods are rated
as high quality and they {it management well.

o Cowboy businesses, which rely on an informal (or
no) method to select their portfolio—shoot from the
hip—but this fits management's style well,

e Crossroads businesses, which employ a well-rated,
high-quality portfolio approach, but it does not
seem to fit management well . . . management sees
it as inelficient and ineftective, and really does not
understand the method.

* Duds rate their portfolio approach poor on just
aboul every melric,

Benchmark firms are worth tuking o much closer
look at. After all, they are the ones to emulate. Man-
agement scores their portfolio approaches better than
the other businesses: they rate the portfolio methods as
excellent and would recommend them to others: the
methods are more realistic; they are really used to
make go/kill decisions; and they are wser friendly.
Additionally, the methods are perceived by manage-
ment o be both effective and efficient, and the meth-
ods are well understood by management. The good
news continues: benchmark businesses also achieve
the best portlolio results. Their portfolios have the best
valve projects {(economic value to the firm) and
achieve the best strategic alignment (projects it the
business's steategy, und spending mirrors strategic pri-
orties). Their portfohos are rated best in terms of
balance of projects. and there is the right number of
projects for the resources . . no gridlock. All o all,
these benchmark businesses are to be admired for
proficient portfolio management,

1 PROD INNOV MANAC A9
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What distinguishes these benchmark businesses
from the rest?

» First, managements in benchmuark companies view
portfolio management as very imporfant. This is
true across the board regardless of functional area,
with henchmark businesses scoring significantly
higher than other and lower performing businesses.

* Second, benchmark businesses have an esfablished,
explicit, and formal method for portfolio manage-
ment, The method they use features very clear and
well-defined rules and procedures for portfolio
management; these businesses consistenily apply
their portfolio methods to all appropriate projects.
they treat all projects together as a portfolio, and,
finally, management buyvs inte the method. In con-
irast, lower performing businesses tended to lack an
explicit, formal, well-defined, consistently applied
portfolio method.

o Third. benchmarks tend o use multiple porijfolio
methods more 50 than other and lower performing
businesses. Note that, on average. all businesses use
multiple methods, but benchmarks do so even
more; strategic and financial approaches; strategic
approaches combined with bubble diagrams: and
lnancial, strategic, and scoring models together.

One more conclusion: the quality of the portfolio
method appears to have much more impact on perfor-
mance results than whether or not the method fits
management’s style. Recall that two underlying di-
mensions were uncovered that define the perception/
satisfaction map: however, one of these, namely, qual-
ity of the portfolio method, dominated. The message is
this: if you have implemented a solid, high-guality
portfolio process but continue to see management re-
sistance, do not give up. This sitation yield relative
positive results, even if top management does not
totally buy into the process. Obviously the best situa-
tion is where the process fits management (there is bay
in) and the portfolio method is a high-guality one. But
second best is having a good portfolio process—the
location occupied by crossroads businesses.

Here are some possible management actiony tha
emerge from the research results,

First, try to assess where your business might be
located on the perception/satisfaction map (Figure 4).
Imagine that your business had taken part in the study,
and rate yoursell on the nine questions in Figures 2
and 3 to determine your location.

Il you are located in the enviable top right quadram
in Figure 3, along with benchmark businesses, you can
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take some pride in vour portfolio approach. If vou are
typical, chances are that, besides having a high-quality
portfolio method and one that fits management well,
your portfolio results are very positive. For example,
your portfolio should contain . . .

® high economic value projects (high return on in-
vestment, solid NPVs, and good financial pros-
pects),

e the right balance of projects (long term versus short
term, high risk versus low risk, and so on), and

e projects that are strategically aligned with vour
business’s strategy.

Muoreover, your portfolio should . |

e have u spending breakdown that reflects strategic
pricrities of your business,

e have the right number of projects for your limited
resources, and

* be free from pipeline gridleck—projects done on
time.

Second, il you are not one ol these envied bench-
mark firms, then take steps o move toward that quad-
rant. Here are some specific actions you should con-
sider:

1. Recognize that portfolioc management is vital to
new product success. And challenge your busi-
ness's leadership team 1o recognize its importance
too, If your senior people have not vet heard the
message, emphasize the importance of portfolio
managemenl for the reasons highlighted by man-
agements in our study {and which were outlined in
this article), namely: Portfolio management is eril-
ical because . . .

o porifolioc management and picking the right new
product projects is vital to maintaining your busi-
ness's compelitive position,

o efficient resource allocation is essential (your re-
sources are scarce and must be devoted to the right
projects; you cannot afford to dissipate them on the
wrong projects),

e project selection is closely linked to your business’s
stralegy, and

o your business must be focused—not do oo many
projects for the resources vou have available,

2. Move toward a formal, articulated, explicit, and
consistently applied portfolic management ap-
proach in your businegss. The mere fact that com-

panies with formal portfolio methods seem to do
better—regardless of the method—is encouraging.
At least recognizing the need for formal portfolio
management appears (o be a step in the right direc-
lion,

3. Next. as you design your portfolic management
process, recall the intermediate metrics—the per-
ceplion and satisfaction ones—that  were  so
strongly linked to ultimate performance. For exam-
ple. strive for a portfolio management method that
is a high-guality, proficient method and, at the
same time, t1is the management style of your busi-
ness, That 1, strive for a method that scores well on
the following ilems:

¢ is realistic—captures key facers of the decision
situation,

o s truly vsed to make go/kill decisions on projects.
and

* 15 cffective—yiclds the right decisions,

and, at the same time . . .

15 user fnendly,

1% efficient—does nol waste tme,

15 easily understood by management, and
fits management’s decision-making style,

This is a difficult balancing act, according to managers
interviewed: Finding one method that rates well on all
seven of these characteristics is a challenge!

4. Thus, consider multiple portfolio methods—a hy-
brid approach. No one method seems to provide the
universal answer here. Benchmark firms emploved
almost three methods per business, on average. Our
results suggest a combination of:

o Financial methods, such as using NPV, IRR, or the
Productivity Index. We suggest a financial ap-
proach, not that it yields the best results, but simply
because it is so popular (and someone at the top of
your ofganization is certain to demand that projects
be rank ordered according o financial valoe to the
corporation! ).

& Strategic approaches, where the business’s strategy
determines buckets of money or resources for dif-
ferent types of projects, and projects are selected
because of their strategic importance. We recom-
mend such an approach partly because it makes
intuitive sense, partly because it yields positive
resulls, and alse because the method 15 guile pop-
ular.
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* Scoring models, where all projects are rated on
multiple criteria, and projects are ranked according
to the resulting project scores. This approach is less
popular but yields surprisingly good performance
results, especially in terms of producing a porifolio
of high-value projects. You cannot ignore a scoring
madel approach!

o Bubble diggrams, where projects are plotted on
X=Y plots on a variety of parameters. These meth-
ods we recommend because they produce good
resulls in terms of portfolio balance and strategic
alignment. Besides, a picture is worth a thousand
words.

Effective portfulio management in new product and
R&D management remains an elusive goal. Witness
the less than enthusiastic ratings that managemeni
accord their portfolio approaches. But portfolio man-
agement is essential to winning at new products. With-
out an effective portfolio management process in
place, the business sutters many evils: poor-quality
projects, too many short-term and lower-risk projects.
oo many projects for the resources at hand, ultimately
resulting in pipeline gridiock, and an investment port-
folio that does not mirror the strategic priorities of the
business. Thus, the quest for the right portfolio man-
agement method must continue: the stakes are too high
and the challenge is too important (o ignore,
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