The Diversification Advantage

Idea In Short

A business built around a single product or market is a business betting its future on one
forecast being right forever. That bet rarely pays off. Diversification, done deliberately,
spreads revenue across products, markets or industries so a downturn in one area does not
sink the whole enterprise. Leaders should treat it as a standing question, not a crisis
response: evaluate concentric moves that extend existing capabilities before chasing
unrelated markets and size any new bet against the resources the core business can spare
without losing focus. Amazon, Disney and Samsung each expanded from a narrow starting
point into durable, multi-engine businesses by following this discipline. The decision that
matters now is whether your revenue depends on one customer behavior, one channel or
one product cycle and if so, what adjacent capability could reduce that dependence within
the next planning cycle.

Every business eventually confronts the same uncomfortable question: what happens when
the market that built the company stops growing, or stops existing altogether. A restaurant
that only serves one cuisine, a manufacturer that only builds one product line, or a software
company that only sells one module is exposed to a single set of customer preferences and
a single competitive dynamic. Diversification is the strategic response to that exposure and
it deserves more disciplined attention than the label "growth initiative" usually gets in a
board deck.

Why Concentration Puts Growth At Risk

A company that depends on one product, one market or one customer segment is running a
business with a single point of failure. When that segment slows, whether from a shift in
consumer taste, a new competitor or a regulatory change, revenue falls with no offsetting
line to absorb the impact. This is not a hypothetical risk; entire industries have watched core
products lose relevance within a single business cycle while adjacent categories kept
growing. Diversification addresses this directly by ensuring that a decline in one revenue
stream does not translate into a decline for the entire enterprise. The strategic logic mirrors
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portfolio theory in finance, where uncorrelated assets reduce total volatility even when each
individual asset carries its own risk.1 A leadership team that has never mapped which
percentage of revenue depends on a single product or channel is, in effect, running that risk
unmeasured.

How Diversification Strategy Works In Practice

Diversification strategy generally means entering a new market or product line that differs
from a company's current core business, with the goal of building a second or third engine
of revenue growth. A television manufacturer moving into smartphones is diversifying, since
it reduces dependence on one category and positions the company to capture growth in an
adjacent one. The mechanism a company chooses to get there, however, matters as much
as the destination and two paths dominate.

Mergers And Acquisitions As A Growth Lever

The first path is acquisition. A company can buy its way into a new market by purchasing a
business that already operates there, absorbing its customer base, talent and operating
knowledge in one transaction rather than building it from scratch. A soft drink manufacturer
acquiring a snack food company is a classic example, since the acquired business brings a
complementary product line, overlapping retail relationships and a faster route to market
than an internal build would allow. Harvard Business Review's long-running research on this
question found that acquisitions succeed more often when the acquired business shares
real operational logic with the acquirer, not simply financial appeal.2 That finding still holds:
deals justified mainly by "the numbers work" tend to underperform deals justified by a
genuine capability fit. A board evaluating an acquisition for diversification purposes should
therefore ask whether the target extends something the company already does well, not

only whether the target is profitable in isolation.
Building Adjacent Capabilities Internally

The second path is internal development, where a company builds a new product or service
that complements what it already sells. A customer relationship management software
company developing a project management tool that integrates with its existing platform is
diversifying without acquiring anyone, using its own engineering capacity and customer
relationships to extend into a related category. This route takes longer than acquisition, but
it avoids integration risk and keeps intellectual property fully in-house. Companies that have
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deep technical or operational expertise in their core business are often better served by this
route, since the skills required to build the adjacent product already exist inside the
organization. The trade-off is speed:

an internally built product might take years to reach the market share an acquisition
could deliver in months

Three Types Of Diversification Strategy

Not all diversification carries the same risk profile and business strategists generally group it
into three categories based on how closely the new venture relates to the existing business.

1. Concentric diversification enters a market related to the company's current
operations, letting it apply existing expertise to a new but familiar opportunity, as
when a car manufacturer begins producing motorcycles using the same engineering
knowledge

2. Horizontal diversification enters a market unrelated to current operations but with a
similar customer base or operating model, as when a shoe manufacturer begins
producing clothing for the same retail channel

3. Conglomerate diversification enters a market with no operational overlap at all, such
as a beverage company moving into financial services, carrying the highest risk but
also the widest potential for spreading exposure across unconnected industries

Each category demands a different level of investment, a different governance structure
and a different tolerance for near-term underperformance while the new line matures. A
leadership team should classify any proposed diversification move into one of these three
buckets before approving capital, since the appropriate due diligence and expected timeline
differ sharply between them. McKinsey's research on diversified companies found that the
strongest performers were disciplined about which markets they entered and, just as
importantly, which markets they deliberately avoided.3 The framework connects closely to
the Ansoff growth matrix, which plots diversification against market penetration, market
development and product development as the four fundamental routes a company has to
grow.4
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Weighing The Benefits Against The Risks

Diversification offers three concrete advantages when executed with discipline. It protects
revenue by ensuring that a decline in one product or market does not threaten the entire
company, since other lines can continue generating cash while the affected one recovers or
gets restructured. It opens access to emerging demand, letting a company capture growth
in a category before competitors without an existing foothold can respond. It can also
produce economies of scale, since a diversified company often shares manufacturing
capacity, distribution networks or customer data across multiple product lines, lowering the

cost of serving each one relative to running them as standalone businesses.

These benefits carry real costs and the most common failure mode is spreading resources
too thin. Diversification requires sustained investment of capital, management attention and
operating focus and a company that commits to too many new lines at once risks under-
resourcing all of them, including the core business that funds the expansion. The second
failure mode is a loss of strategic focus, where leadership spends more time managing
peripheral ventures than the business that generates most of its profit. Before approving a
diversification initiative, a management team should size the investment against what the
core business can absorb without disruption and set explicit milestones the new line must hit
to justify further capital.

Lessons From Companies That Diversified Well

Amazon began as an online bookstore and expanded into cloud infrastructure, streaming
media, logistics and advertising, building each new line on capabilities the company had
already developed to run its own retail operation. Amazon Web Services, for example, grew
out of internal computing infrastructure before Amazon began selling that same capacity to
other businesses, turning an internal cost center into one of its most profitable segments.
The company's own regulatory filings show the scale that resulted, with cloud services and
advertising now standing alongside retail as distinct, material sources of revenue rather than

side projects.5 This pattern illustrates concentric diversification at its clearest:

each new business drew on infrastructure, data or customer relationships the core
retail operation had already built
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Disney followed a similar logic through acquisition rather than internal development, buying
ESPN, Pixar, Marvel and Lucasfilm to extend a content and distribution model it already
understood rather than to chase unrelated industries. Each acquisition added intellectual
property that could move across Disney's existing channels, from theme parks to streaming
to consumer products, multiplying the return on a single piece of content across several
revenue lines at once. Analysts who have studied the deals note that Disney's acquisition
targets consistently shared this same distribution logic, which explains why the strategy
compounded rather than diluted the company's core brand.6 Samsung pursued a more
conglomerate path, building businesses across electronics, financial services and
construction that share little in day-to-day operations but reduce the company's
dependence on any single industry's cycle. That structure carries more governance
complexity than Amazon's or Disney's, but it has proven durable through multiple downturns

in any one of its individual sectors.

Building Your Diversification Roadmap

A company considering diversification should start by mapping what percentage of current
revenue depends on a single product, customer segment or geography, since that number
defines the actual exposure the strategy needs to address. From there, concentric
opportunities, those that extend existing capabilities, deserve first consideration because
they carry lower execution risk and a faster path to profitability than unrelated moves.
Horizontal and conglomerate diversification remain viable, but they require more rigorous
evaluation of management bandwidth, capital availability and the governance structure
needed to run a genuinely unrelated business well. A useful discipline is setting a specific
revenue or market share milestone for any new line, with a defined timeline, so the company
can distinguish a diversification move that is working from one that is quietly draining
resources from the core.

Diversification can help you stay ahead of your competitors by enabling you to offer
unique value propositions to your customers

The businesses that treat this as a periodic strategic review, rather than a one-time pivot
triggered by a downturn, tend to build the most durable portfolios. They revisit their

Think Insights - thinkinsights.net -5-



exposure annually, retire lines that no longer justify the resources they consume and
reinvest in the ones that are compounding. That habit of continuous evaluation, more than
any single acquisition, is what separates a genuinely diversified company from one that has
simply accumulated unrelated business lines over time.

1Diversification (marketing strategy)

2To diversify or not to diversify

3When bigger isn't always better

4Ansoff matrix

5Amazon.com annual report on Form 10-K

65 acquisitions that will fuel Amazon's next growth phase

Summary

Diversification is not a hedge against ambition, it is a discipline for sustaining it. Companies
that spread revenue across related markets, products or industries protect themselves
against demand shocks that no single-line business can absorb. The strongest
diversification moves build on capabilities the company already owns, whether that is
Amazon's logistics infrastructure, Disney's content library or Samsung's manufacturing
depth. The riskiest moves, entering industries with no operational overlap, can still work, but
they demand more capital, more patience and more governance than most leadership teams
initially budget for. The businesses that get this right treat diversification as a continuous
evaluation rather than a one-time pivot, revisiting their portfolio of markets and products as
conditions change. That habit, more than any single acquisition or product launch, is what
separates companies that compound growth over decades from those that peak and stall.
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