Market Growth

The BGC Matrix

WHAT IS THE BCG MATRIX?

The Boston Consulting Group (BCG) Matrix is a strategic planning tool that helps
businesses analyse their product portfolio and allocate resources effectively.
Developed by the Boston Consulting Group in the 1970s, the matrix classifies a
company’s products or business units into four categories: Stars, Cash Cows,
Question Marks, and Dogs. These categories are determined based on two factors:
market growth rate (indicative of the market's attractiveness) and relative market
share (a measure of competitiveness). The BCG Matrix provides a clear visual
representation of where a business stands in terms of product performance and
market positioning.
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CASH COW

Cash Cows are products with a
high market share in a low-growth
industry. These units generate
more cash than i needed to sustain
them, and the surplus cash flow is

often used to fund other parts of
the business.
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QUESTION MARK

Question Marks operate in high
growth markets but have a small
market share. These products
require investment to become
Stars, but they could also become

K Dogs if their growth stalls. /

DOGS

Dogs are products with low market
share in low-growth markets. These
products generate just enough
cash to maintain themselves but do

not justify further investment.
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WHEN SHOULD | USE IT WITH A abln
CLIENT?

The BCG Matrix is typically used by businesses during strategic planning, particularly
when evaluating their portfolio of products or business units. It is helpful:

e Before launching new products to understand potential market positioning.

e During resource allocation to determine where to focus investments for growth or
optimization.

» For product lifecycle management to identify when to grow, maintain, or phase out
products.

* Intimes of restructuring or diversification to decide which products or units to
retain, divest, or expand.

It is especially relevant for businesses operating in multiple markets or offering a wide
range of products.

HOW IS IT USED?

1.With the client identify each product or business unit and gather data on its market
growth rate and relative market share. Then classify into one of the four quadrants:
o Stars: High market share in high-growth markets. These are leaders in the
market but require significant investment to sustain growth.
o Cash Cows: High market share in low-growth markets. These generate steady
revenue and require minimal investment.
o Question Marks: Low market share in high-growth markets. They have potential
but need heavy investment to improve their position.
o Dogs: Low market share in low-growth markets. These are often
underperformers with limited future potential.
2.Analyse the positioning by evaluating the implications of each category. For
example, Stars may need funding to maintain growth, while Cash Cows can be a
source of revenue for funding Stars and Question Marks. Dogs may be candidates
for divestment.
3.Develop strategies based on the analysis. Devise strategies such as investing,
harvesting, or divesting.

WHAT ARE THE BENEFITS?

e Clarity and focus: The BCG Matrix provides a straightforward framework for
understanding a portfolio's strengths and weaknesses.

* Resource allocation: It helps prioritize investments by identifying which products or
units have the most potential for growth or profitability.

e Strategic insights: By categorizing products, businesses can tailor strategies to
specific market dynamics, such as growing Stars or maintaining Cash Cows.

* Risk management: The matrix highlights potential risks, such as overinvesting in
Question Marks or holding onto Dogs for too long.

» Facilitates decision-making: It simplifies complex portfolio analysis, making it easier
for decision-makers to act with confidence.

e Improves competitiveness: By focusing on market position and growth potential,
businesses can strengthen their competitive edge.

In summary, while the BCG Matrix is a powerful tool, it has limitations. It focuses
primarily on market growth and market share, which might not capture all factors
influencing success, such as profitability or market trends. However, when used
alongside other strategic tools, it can significantly enhance a business mentor’s ability
to guide decision-making.
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