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AN INVESTMENT-AID FRAMEWORK FOR MANAGEMENT
ABSTRACT
Better decision making for investing money by using different tools and techniques is always very critical and this also shows the importance of such tools. The proposed framework is an attempt to help the business community for taking right decisions.

The framework is based upon an appropriate use of numbers selected by competent professionals to be used in three major categories of factor; aggregate category factors, Porter’s factors and environmental factors. The only possibility of getting wrong is if selection of numbers is wrong and that is where the biggest care has to be taken.
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INTRODUCTION

Where to invest is always a tough decision for the new entrants as well as the existing players because there are so many options, not equally attractive. New entrants have to ask themselves in which industry to enter and then in which product class, product line, product type and item in particular. Similarly, in running business, corporate, marketing and product managements must ask whether the category of interest is sufficiently attractive to warrant new or continued investment (Lehman, 2003). If yes, where does it stand in ranking among others and whether there is an even better opportunity?
Though Boston Consulting Group matrix helps and so does the GE business screen (see Cravens, 1994), along with other instruments available for managing the existing portfolio better, but need for a comprehensive framework has always been there in all such matters.

Donald Lehman and Russel S. Winer (2003) suggested one in their book of Product Management to find the best industry among many. Their framework contains three main (aggregate category, category and environmental factors) and many sub factors (this paper is mainly based on their proposed factors). But what it lacks is the appropriate use of numeric which leaves it highly subjective. 
THE PROPOSED FRAMEWORK

In writer’s opinion, the use of numeric will surely make this model more objective and thus trustworthy. Thus, three categories and their factors are allotted weights and all alternatives are rated from 1 to 5 points. Then net weight of each subcategory is determined by multiplying the weight of main category it belongs to and its own weight. Then sums of products of net weights and ratings of all sub-categories give us a real comparative picture of all alternatives. But these weights and ratings have to be decided by some highly competent experts because any mistake in that will bit back severely.
Elaboration

Let’s elaborate it with an example to see how this framework really works. Suppose we have three alternatives for making an investment, three related industries A, B and C. Our management experts allotted the following weights to the three main categories.

Main Categories                                                                                                     Weights
Aggregate Category Factors                                                                                        0.50

Porter’s Five Forces                                                                                                     0.35

Environmental Factors                                                                                                 0.15
Next step is the allocation of weights to subcategories of the above three main categories and then determining the net weight by multiplying the weight of each of main category with each of its subcategory. 

Categories & factors                                                             Weight               Net Weight   

Aggregate Category Factors                                                (0.50)

Category size                                                                            0.25                          0.125       

Category growth                                                                       0.20                          0.100         

PLC                                                                                          0.25                           0.125        

Sales cyclicity                                                                          0.05                           0.025        
Seasonality                                                                               0.05                           0.025       
Category capacity                                                                    0.20                           0.100          

Porter’s Factors/Five Forces                                               (0.35)
New entrants’ threat                                                                0.25                            0.087            

Buyers’ power                                                                         0.15                            0.053            

Suppliers’ power                                                                     0.15                            0.053             

Current category rivalry                                                          0.30                            0.105             

Substitution threat                                                                   0.15                            0.053             

Environmental Factors                                                        (0.15)
Political                                                                                   0.15                             0.023             
Economic                                                                                0.40                             0.060            
Social                                                                                      0.30                             0.045            

Technological                                                                         0.15                             0.022             
Let’s suppose we are available with the following data about the alternatives (although it will be more quantitative in nature in reality).
Category/Subcategory                        A                                     B                                C 
Aggregate Category             

Factors                                               
Category size                                      $ 60 bil.                        $ 80 bil.                    $ 90 bil.
Category growth                                     10%                               8%                          2.5%
PLC                                                         G                                   LG                          EM

Sales cyclicity                                         H                                   VH                           L
Seasonality                                              M                                    L                             L

Category capacity                              $ 150 bil.                       $ 120 bil.                $ 110 bil.

Porter’s Factors 
New entrants’ threat                              VH                                   VH                            L

Buyers’ power                                        M                                      M                            H

Suppliers’ power                                     H                                    VH                            L

Current category rivalry                          L                                      M                            H

Substitution threat                                   L                                      M                            H

Environmental Factors 
Political                                                   F                                        HF                          HF
Economic                                              HF                                       HF                            F
Social                                                    HF                                       HF                            F

Technological                                         F                                         F                             HF

On the basis of this relative data, a rating out of 1 – 5 points is given to each industry against each subcategory. 
Category/Subcategory                         A                                   B                                 C 
Aggregate Category Factors 
Category size                                   $ 60 bil.                        $ 80 bil.                       $ 90 bil.
                                                              3                                   4                                 4.5

Category growth                                  10%                               8%                             2.5%

                                                              5                                   4                                  1

PLC                                                      G                                   LG                             EM

                                                              5                                    4                                 2

Sales cyclicity                                      H                                   VH                              L

                                                              2                                     1                                4
Seasonality                                           M                                    L                                L

                                                             2.5                                   5                                 5

Category capacity (addition)           $ 250 bil.                     $ 120 bil.                    $ 110 bil.

                                                              5                                     3                                1.5 
Porter’s Factors 
New entrants’ threat                            VH                                 VH                         VL

                                                              1                                     1                             5

Buyers’ power                                      M                                    M                           H

                                                              2                                     2                             1

Suppliers’ power                                  H                                    VH                          L

                                                              2                                     1                             4

Current category rivalry                       L                                     M                           H

                                                              4                                     3                             1

Substitution threat                                L                                     M                           H

                                                             4                                      2                             1

Environmental Factors 
Political                                                F                                     HF                         HF
                                                             2                                       5                            5

Economic                                            HF                                    HF                          F

                                                             5                                       5                            4

Social                                                  HF                                    HF                          F

                                                             5                                       5                            4

Technological                                      F                                       F                           HF

                                                             4                                       4                            5
This is now the right time to multiply the weights of subcategories with respective industrial ratings and to find the final scores of them all.
Categories & Factors                     Weight   Net Weight   A   Score   B    Score   C   Score
Aggregate Category Factors       (0.50)
Category size                                   0.25        0.125          3    0.375    4   0.500   4.5   0.563
Category growth                              0.20        0.100          5    0.500    4   0.400     1    0.100
PLC                                                 0.25        0.125           5    0.625    4   0.500    2    0.250
Sales cyclicity                                 0.05        0.025           2    0.050    1   0.025    4    0.100
Seasonality                                      0.05        0.025         2.5   0.063    5   0.125    5    0.125
Category capacity                            0.20        0.100          5    0.500    3   0.300   1.5   0.150
 Category Total                                                                        2.113         1.850          1.290   

Porter’s Factors (0.35)
New entrants’ threat                        0.25          0.087            1   0.087    1   0.087   5   0.435
Buyers’ power                                 0.15          0.053            2   0.610    2   0.106   1   0.053
Suppliers’ power                             0.15          0.053            2   0.610    1   0.106   4   0.212
Current category rivalry                  0.30          0.105            4   0.420    3   0.315   1   0.105
Substitution threat                           0.15          0.053            4   0.212    2   0.106   1   0.053
Category Total                                                                           1.939        0.720         0.858
Environmental Factors (0.15)
Political                                         0.15            0.023            2   0.046     5  0.115   5   0.115
Economic                                      0.40            0.060            5   0.300     5  0.300   4   0.240
Social                                             0.30            0.045            5   0.225     5  0.135   4   0.180
Technological                               0.15            0.022            4   0.088     4  0.088   5   0.110
Category Total                                                                           0.659         0.638        0.645
Grand Total                                                                              4.711         3.208        2.793
(Abbreviations: HF, highly favorable; F, favorable; L, low; M, medium; LG, late growth; EM, early maturity).  

The results clearly conclude that industry A, with a score of 4.711, must be the first choice for investment; B with 3.208 score, the second; and C with 2.793 score should be the last choice. Now, if there is still more than one choice within this option A and the investor wishes to be selective, the same framework would help to decide among the alternatives.
In this way the proposed framework can come to rescue every time the investor comes across with more than one option, which always happens. So it doesn’t help only in choosing the appropriate industry but the right product class within that industry and even the right product line among many options within that product class. For instance, if someone is willing to invest in the transportation business, many industries are relevant to this need; cars, airline, ships, bicycles and bikes. By doing all the above steps, suppose the investor comes to the calculation that car industry must be the first choice. Now, even within cars there are many options; luxurious cars, family cars, small cars, sports cars, etc., etc. Thus, again the above framework would come to rescue the investor. 
This proposed framework can be effectively used by entrepreneurs, top management and product management for making new investment decisions as well as for better product portfolio management. This will help appropriate allocation of available resources among candidate alternatives.
CONCLUSION

There is no decision more important for the business world than investing in the right business and at right time. The research in this area is always on and the same should be continued. Many tools and approaches are available and different mix of them is used by the concerned people. 

This framework is based upon a subjective framework by Donald Lehman and Russel S. Winer and is aimed at making it more comprehensive and objective by the use of numbers, we know don’t lie. The weights used in this framework are to be selected by the highly competent professionals, whereas ratings of factors depend upon the available data although managerial judgment also applies.
In conclusion, all these steps involving numbers are going to make the investment decisions more confidently. The framework assures that if weights and ratings are error free, investment decision can never go wrong. However, new and/or more factors and news ways to determine weights can be further worked upon and incorporated.
This framework is open for discussion and subsequent improvements.
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