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McDonald’s Ventures

255wl Bk

The story: By the late 1990s, fast food chain McDonald's had enjoyed 40
years of exceptional performance. In 1997, for example, the company had
registered 10 years of 20 percent per annum growth.

The challenge: That year, Jack Greenberg became the company’s fourth
chief executive. His main concern was how to lead the business in less favourable'
market conditions. McDonald’s was facing concerns about fatty foods and about
beef; competition was squeezing® margins; and growth from international markets
was slowing.

The strategy: Mr Greenberg did what the textbooks suggest. First, he focused
on improving the core?® business, announcing it as his top priority. Then, he also set
a second priority: to find a new platform for growth. With this audacious* goal in
mind, he supported five acquisitions of related restaurant businesses including
Chipotle, a Mexican food restaurant, and 50 percent of Pret A Manger, the UK.
sandwich chain and he setup the Partner Brands Division, to be responsible for
these new businesses. Mr Greenberg also opened the door to a number of other,
more organic initiatives led by his head of strategy, Mats Lederhausen.

What happened: Mr Greenberg found it difficult to dedicate enough attention
to both priorities®. The core business continued to deteriorate and in 2001

The Focus of Finance and Wealth 2



McDonald’s announced its first quarterly loss and the resignation of Mr
Greenberg.

Jim Cantalupo, a retired McDonald’s executive, was asked to return as CEO.
His first announcement was that McDonald’'s had been trying to do too many
things. He shut down many of the organic initiatives and housed all the new
businesses into a structure called McDonald's Ventures.

Mr Cantalupo instructed Mr Lederhausen to identify those businesses that
could become significant for McDonald 's without distracting management from its
core business and to sell or close the rest. The result was that over the course of
the next few years, almost all of them were either sold or closed.

The lessons: First, this story is common. A company forecasts reduced growth
in its core business, looks for new sources of revenue, launches initiatives, and
makes acquisitions only to find a few years later, that it is back where it started,
having sold or closed its new ventures.

Second, the textbook advice set a growth ambition, try a portfolio® of related
ventures and invest heavily in the few successes at the same time as attending to
the core does not always work, in spite of its continuing popularity.

So, what is the alternative? When the core business starts to mature, leaders
should be patient rather than energetic. The main risk is that attention is distracted
from the core. Therefore, avoid launching a portfolio of initiatives; don’t set targets
for growth outside the core; and don’t set up a new business division or venturing
unit.

Do scan opportunities, but with a tough screening process and the
expectation that none will be suitable. Expect to use spare cash to buy back
shares, until a really good opportunity comes along.

Above all, look for people rather than projects successful new growth outside
the core nearly always comes from individuals or teams who happen to have a rare
combination of both grassroots knowledge of a particular area and an under-
standing of how your company 's strengths can be used to succeed.

What happened next: The company’s leaders have stuck to and revived the
core. In fact, as is often the case with a strong core, the hamburger business is
growing again, partly because of the fast growth of emerging markets such as
China.

McDonald’s is still looking for other opportunities but in a patient way.
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The Lost Purse

A lady lost her handbag in the bustle
of Christmas shopping. It was
found by an honest little boy and returned to
her.

Looking in her purse,she commented:
“Hmmm... That’s funny. When I lost my bag
there was a $20 bill in it. Now there are
twenty $1bills.”

The boy quickly replied: “That’s right,
lady. The last time I found a lady's purse,
she didn’t have any change for a reward.”
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Ten Lessons of
the Bankruptcy of Lehman

H I

Lehman Brothers had two distinct histories: one of a migrant' family and its
descendants who created an American success story, the other of the
contemporary Wall Street types who threw it all away. Behind this sad tale lie what
we might call the 10 lessons of Lehman.

1. Always have an exit route. The original brothers Lehman came to the U.S.
from Bavaria in the 1840s, peddling household goods on the byways of the south
before setting up as cotton brokers in Montgomery, Alabama. As the American civil
war approached, they widened their options and began moving north to New York,
where they established their bank. In September 2008 the final head of Lehman,
Dick Fuld, had no such alternatives as he waited for destruction to close in.

2. Be on the inside. Lehman Brothers had the ear of presidents from Teddy
Roosevelt to Richard Nixon but lost such links when bond traders in the mould of
Mr Fuld took over in the 1980s. These were merchants of fast transactions rather
than long-built relationships. Goldman Sachs, on the other hand, has nurtured
relations with government since the 1930s. When Hank Paulson, the Bush
administration Treasury secretary and former head of Goldman, distributed bail-out
funds after the crash of 2008, his old company won a generous share. Lehman
Brothers went to the wall.

3. Herbert Lehman would never have let it happen. Industrialist, banker and
partner at Lehman Brothers, Herbert Lehman was the governor of New York who
with President Franklin D. Roosevelt built the New Deal of the 1930s. He believed
bank failures turned the crash of 1929 into the Great Depression. Rather than
letting his family bank or others go under, he would have saved and rigorously

regulated them.
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4. Invest long term. Lehman Brothers financed much of 20th-century America:
Pan American Airways, Philip Morris, Hertz Corporation. It sponsored the rise of
American retail through Sears and Roebuck, Woolworths and Macy’s of New York.
In Hollywood, it was the money behind films such as Gone with the Wind. All that
disappeared years later when it fell into the hands of short-termists intent on
immediate profit.

5.“Grabbing and greed can go on for just so long, but the breaking point is
bound to come sometime.” Herbert Lehman again, by now senator? from New York
and speaking of the perils of giant business shortly before he retired in 1957.
Today’s banking bonus culture might have left him lost for words.

6. Listen to the old guy. Pete Peterson, head of Lehman Brothers for 10 years
until 1984, had served as commerce secretary in the Nixon administration and was
a skilled negotiator who wanted to foster links with Europe and Japan. His traders
thought him an insufferable gasbag and threw him out. They promptly lost control
of the bank to American Express, which owned Lehman for the next decade, while
Mr Peterson became founder of Blackstone, the private equity company, and a
billionaire. Now in his 80s, he has spoken of the immorality of providing tax cuts to
“fat cats” like himself.

7. Get a hinterland. With their 15-hour days and enormous incomes,
investment bankers have limited grasp of cultures beyond investment banking.
Robert “Bobbie” Lehman, senior partner for 40 years until his death in 1969, had a
lifelong love of art and built America’s finest private collection. It has its own wing
in New York’s Metropolitan Museum. Mr Fuld sponsored a room of Rothkos and
other works in the Museum of Modern Art shortly before Lehman Brothers went
under. But, as he said at the time, this was mainly the initiative of his wife Kathy. It
remains a monument to what might have been.

8. Don't trust the maths. Bobbie Lehman discovered such entrepreneurs as
Juan Trippe of Pan Am and Charles Thornton of Litton Industries, the electronics
pioneer, and said of his investment philosophy that he “bet on the man”. Dick Fuld
bet on the formula, notably the algebra® that said arcane financial instruments
backed by subprime mortgages could not fail.

9. Bring back enlightened government. Lehman Brothers was at its peak in
the 1950s, the prosperous Eisenhower years when public and private partnership
was an economic given. Lehman Brothers died at a time when regulation had been
driven out by a private sector that said it knew best. It didn't.

10. Stop selling rubbish. Capitalism now makes money by betting on failure
L
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rather than success. As the FT reported last week, George Sorosand John
Paulson, the hedge fund managers, bring in more than Boeing. They would not be
so prosperous without the billions they made betting against the fanciful financial
instruments mentioned above. The Lehman Brothers of old was an enterprise that
dealt in goods of real value. The one that died did so when it was caught peddling

junk.
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