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Chapter 10

The Globalisation of  Indian Companies 


“In each and every case, (the companies studied in the survey) the emerging multinationals had leaders who drove them relentlessly up the  value curve. These leaders shared two characteristics. First, their commitment to global entrepreneurialism was rooted in an unshakable belief that their company would succeed internationally. Second, as their operations expanded, they all exhibited a remarkable openness to new ideas that would facilitate internationalism–even when these ideas challenged established practices and core capabilities.”

Christopher A Bartlett and Sumantra Ghoshal*

Introduction

One of the main objectives of this book is to document the experiences of various transnational corporations and enable Indian companies to learn from them. After all, Indian companies need to accept that they are way behind their counterparts in not only the West but even in Asia, when it comes to globalisation. Till 1991, they were by and large happy selling goods at attractive margins in the domestic market. Only in the past five years, with international trade being increasingly freed from regulations, has the pressure increased on our companies to look for markets outside the country.  Today, many CEOs in India are talking about the need to globalise. Yet, most of them are probably not aware of the enormity of the task involved or are simply paying lip service to the concept. It is heartening to note in this somewhat bleak scenario that there are a few companies in the country with bold plans to go international and a high level of top management backing for  these plans. 


In recent times, India’s internationalisation  thrust has been led by the software companies. With the Indian software market still in its infancy, companies like TCS, Infosys and Wipro have felt a compelling need to tap the markets in the West in general, and the US in particular. It is not uncommon to see software companies in India generating more than 90% of their revenues from exports. India's software exports are currently around $3.9 billion and the software industry is expected to account for 10% of the country’s GDP by 2008. 58% of this work is being done at offshore development centres, primarily in India.  About 61% of the exports are to North America, 23% to Europe and 4% to Japan.

====================================================================
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Table I

India's Leading Software Exporters

(1998 - 99, Figures in Rs Crores)

Company
Exports
Company
Exports

Tata Consultancy Services
1519
Patni Computer Systems
220

Wipro
633
HCL Technologies
207

Pentafour
512
Mahindra British Telecom
172

Infosys
500
L&T Information Technology
144

NIIT
395
International Computers (India)
143

Satyam
377
IMR Global
140

Cognizant 
290
Birlsoft
137

IBM Global Services (India)
228
Citicorp
133

DSQ Software
223
Mastek
130

Tata Infotech
221
Complete Business  Solutions (India) 
109



Source: Nasscom


Yet, from an academic perspective, it is the efforts of companies in the other sectors that are more laudable. In these sectors, the motivation to globalise has been the result of self initiative, rather than entrepreneurial compulsions based purely on marketing considerations, as in the case of software companies. We need to give full credit to companies like Ranbaxy, Asian Paints, Thermax and Arvind Mills, who have had varying degrees of success in their efforts to emerge as global companies, but have all shown a sense of daring and ambition.

Ranbaxy Laboratories

Consider Ranbaxy, India’s largest pharmaceutical company. Ranbaxy’s attempts to globalise received a major boost when Parvender Singh took over as CEO in 1993, from his father, Bhai Mohan Singh. Parvender decided to remain focussed on the pharmaceuticals business, but to globalise around the company's core strengths. He felt that Ranbaxy could use its expertise to tap markets all over the world. By the late 1990s, Ranbaxy had successfully penetrated several overseas markets, including Russia, China, USA and several European countries. In 1998, Ranbaxy generated almost 50% of its sales outside India. 


Ranbaxy has shown its global intent by avoiding a split between its domestic and international operations in its organisational structure. The company has divided the world into four regions – India & the Middle East, Europe, CIS & Africa, the Asia Pacific and America. Strong leadership and management processes have backed up this structure. Parvender once remarked*: "The success of Ranbaxy revolves around some parameters. There ====================================================================
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was ambition, foresight, drive, energy and youth and a young team that we had put together over the years. Fortunately, that team gelled well. Each core member of that team brought tremendous strengths in his own areas of discipline." A former Ranbaxy executive1, adds: “Ranbaxy is completely professionally managed, where even middle level managers are sufficiently empowered.” Ranbaxy has also not hesitated to assign foreigners to senior management positions. A British national, Brian Tempest has recently been appointed as the company's corporate president.


Ranbaxy’s experience brings out the importance of commitment to the process of globalisation. Even though Ranbaxy had started exporting in 1975, its overseas businesses were not particularly profitable. Most of Ranbaxy’s exports consisted of bulk drugs and intermediates, with gross margins barely adequate to cover the marketing costs. Notwithstanding these difficulties, Parvender stuck to his task, and was not discouraged
by the cynicism of other colleagues in the industry. He once remarked2: “Ranbaxy cannot change India. What it can do is to create a pocket of excellence. Ranbaxy must be an island within India.”  Gradually, Ranbaxy moved into higher margin businesses such as branded generics in larger markets like China and Russia. It also entered sophisticated markets like the US and Europe which had tough regulatory norms. By the late 1990s, Ranbaxy had not only established a profitable international business but also finalised plans to move up the value chain by undertaking basic research. 

Thermax

One clear indicator of a company’s commitment to globalisation is its willingness to sacrifice domestic needs, if required, while designing a product for the international markets. We have seen earlier that Canon showed a clear strategic intent to globalise, by giving greater importance to the design requirements of the US rather than the Japanese market. In India, the boiler manufacturer, Thermax has shown a similar intent, though on a smaller scale. 

Thermax started giving a thrust to exports in 1973. By the late 1990s, Thermax was exporting to more than 46 countries. Over the years, Thermax has developed strong capabilities in designing small boilers. While designing these boilers, Thermax faced a dilemma. Sophisticated markets in the West demanded expensive, integrated systems that enabled faster installation on the site. In India, however, due to low labour costs, much of the installation work was done by contractors at the site. Thermax took the bold decision to design boilers to meet the needs of the international markets. By the late 1990s, ====================================================================
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Thermax had emerged as the sixth largest producer of small boilers in the world.  


Currently, Thermax generates about 15% of its turnover through exports, but is confident of pushing it upto 40% in the next few years.  Knowledgeable observers feel that Thermax's cost competitiveness in boilers will stand it in good stead. Former CEO Abhay Nalwade recently expressed optimism about Thermax's prospects and added that 'Made in India' was no longer a label to hide1: "There's interest everywhere.  It’s possible to sell boilers to Europe and buy burners, valves and pumps from there.  This trend of doing business is what gives the hope, that we can do things right." 

Asian Paints

In an industry where the globalisation potential looks limited at first glance, India's leading paints company, Asian Paints (AP) has shown that it is serious 
about international expansion. AP made its first moves towards internationalization, by setting up a manufacturing facility in Fiji in 1977.  Currently, AP has a strong presence in several countries including Tonga, Solomon Islands, Vanuatu, Australia, Sri Lanka, Nepal, Oman and Mauritius.  In most of these countries, AP is today the market leader.  AP is also the largest exporter of paints from India, selling its products in over 26 countries.   Though AP's international expansion has been so far limited to Asia and certain parts of  the Asia Pacific which have large Indian communities,  it has bigger ambitions, as reflected in its plans to become one of the top five decorative paint companies in the world by 2003.  AP's success has been described by Niraj Dawar and Tony Frost2,: "The company (A.P) has thrived against foreign competitors by developing its local assets, notably an extensive distribution network.  Its paint formulations and packaging practices make for an extremely low cost product - one, that its managers have discovered, holds considerable appeal in other developing countries.  After its success exporting to neighbours such as Nepal and Fiji, the company is now pursuing joint ventures abroad.  Asian Paints brings substantial advantages to these countries.  Its managers are used to dealing with the kind of marketing environment there - thousands of scattered retailers, illiterate consumers and customers who want only small quantities of paint that can be diluted to save money."

====================================================================
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Tata Tea

India has traditionally been a leader in the global tea market.  Tea has been one of the country's largest export items.  Yet the country's efforts to sell branded high value tea have been pathetic, till recently.  One company which has made a bold move in this direction is Tata Tea.  In February 2000, Tata Tea announced a £270 million buyout of Tetley Tea, a deal which took five years to finalise. Tetley which earned a net profit of  £35 million on sales of £ 280 million in 1998, is currently the third largest brand in the global $600 million packaged tea market, behind Unilever's Brooke Bond and Lipton brands. Tata Tea CEO, R.K. Krishna Kumar has explained*: "I foresee only two companies competing at the global level in a few years: Unilever and Tetley.  It's a strategic investment for Tata Tea." After the acquisition, Tata Tea has gained access to markets in the US, Canada, Europe and Australia, where Tetley has a strong presence.  Tata Tea will also be able to export to Tetley, which reportedly buys three million kg of tea a week, from nearly 10,000 estates in 35 different countries.  This is
expected to be a major boost
for India’s largest tea company, which has seen its market share in Russia shrink in recent times due to stiff competition from Kenya and Sri Lanka.  The deal is also expected to result in the transfer of Tetley's expertise in packaging to Tata Tea.  


At the moment, Tata Tea has no plans for an outright merger.  The two entities will remain separate.  Tata Tea sources explain that integration will be a problem as the two companies have completely different management practices, a result of their disparate backgrounds, people and processes.  


Tata Tea has worked out a clever financing plan to fund the acquisition.  It plans to securitise Tetley's future receivables to generate £200 million and raise another £70 million through an issue of Global Depository Receipts.    As a result, the Indian tea major may not have to dip into its free reserves of Rs 456 crores.  Tata Tea Vice Chairman, N.A Soonavala, holds that the company will be easily able to absorb the additional burden and that the acquisition will not materially affect its bottom-line. 

Videocon

Videocon is another Indian business group, which seems to be serious about going global. The group recently acquired Necchi Compressori Spa of Italy, for carrying out assembly operations in Europe.  By this move, Videocon hopes to combine its comparative advantage resulting from low cost ====================================================================
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operations in India, and the strategic advantages of an European brand name. Videocon has plans to make and sell high performance compressors, digital TVs, room airconditioners, refrigerators and washing machines in the European market.  Videocon has also set up an assembly plant in the tax free Jebel Ali zone in Dubai.  It has invested in design studios in Japan, Korea and California, where Videocon engineers work with other design teams. Another function which Videocon is globalising is procurement. Pradeep Dhoot, a senior Videocon executive and brother of Chairman Venugopal Dhoot1, has explained that, purchasing a large number of components just in time, and from good vendors is a complex process.  Consequently, Videocon has been using the Japanese trading house, Mitsubishi for sourcing many of its components. In July 2000, Videocon made a bold move when it acquired a 3 million tonnes television glass manufacturing facility in Russia, from the US glass manufacturer, Corning for Rs 100 crores. The company is shipping this plant to India and relocating it at the company's glass making facility in Gujarat.


These examples illustrate that even Indian companies which are attempting to globalise, late in the day, can successfully take on early movers. Bartlett and Ghoshal2  have summarised the strategies adopted by late movers: “The emerging multinationals we observed typically exploited late mover advantages in one of two ways. Some started by benchmarking the established players and then manoeuvered around them, often by exploiting niches that the larger companies had overlooked. Other companies adopted an alternative, though riskier, strategy. They used their newcomer status to challenge the rules of the game, capitalizing on the inflexbilities in the existing players’ business models. "

Globalisation of software companies

Many Indian software companies are showing the potential to emerge as global corporations.   Infosys, Satyam and Wipro are today among the most valuable companies on the Bombay Stock Exchange. They have built up a strong competitive position, fully capitalising on their comparative advantage. Orders are obtained from developed countries and executed in India, where development costs are low. 


Notwithstanding their tremendous success, most Indian software companies have still a long way to go.  They have an overriding obsession with being the lowest cost supplier of trained manpower for low-end computing tasks. As wages in India go up, and other cheaper locations ====================================================================
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emerge, the low cost advantage which the country enjoys today may evaporate. Indian software companies need to set up development bases abroad not only to be closer to strategically important markets but also to access innovations faster and more efficiently. Developing software in a country like India, where customers are either unsophisticated or use pirated software, will seriously constrain the ability to add value in the long run.


According to Partha Iyengar1, Gartner Group's Country Manager in India, "Most Indian software companies are perceived as application development companies, not consulting or e- business ones.  That is why they find it so difficult to move up the value chain.  There's too much complacency in the industry."  Iyengar's views are echoed by Sandeep Dhingra, Director of Jardine Fleming2: "Indian software companies seem to have no intention of moving up the value chain.  There's no reason for them to.  They have certain skill sets that are being put to use in services.  Besides, the profits are super normal."  Ravi Sangal, President of IDC India, also shares a similar opinion3:
"The numbers suggest that revenues from body shopping are coming down, but many still do it."  Despite the challenges ahead of India's leading software companies, we Indians can take pride in their resounding success in overseas markets. 

NIIT

One Indian IT company which has demonstrated its commitment to global expansion is NIIT, India's largest computer training outfit. Founded in 1982, NIIT has grown in size and stature over the years. In the year ended September 30, 1999, NIIT recorded a turnover of $206 million, spread almost equally between training and software development.  In the early 1990s, less than 10% of NIIT's business came from abroad. By 2000, more than 50% of its revenues came from the US, Europe and the Asia Pacific.  In the US itself, NIIT is currently generating about 29% of its total revenues. NIIT hopes to take this figure to 60% in the next few years.


NIIT has been different from most other leading Indian software companies.  It concentrated on other geographic regions and moved aggressively into the US, only later. Currently, NIIT has overseas operations in Australia, Bahrain, Belgium, Egypt, Germany, Hong Kong, Indonesia, Japan, Malaysia, the Netherlands, New Zealand, Singapore, Sweden, Thailand, UAE, the UK and the US. NIIT has emerged as one of the top 10 computer education companies in the world, though in absolute terms, it is still much smaller than market leaders like IBM Global Services. NIIT is now working on a new organizational structure, (with McKinsey), to separate the ====================================================================
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training and software businesses.  It feels the sharper focus will enable it to generate faster growth in both the domestic and international markets.


China has been identified by NIIT as a market with tremendous potential. NIIT has not been found wanting in terms of effort and money in its attempts to penetrate this important market. Before opening the Shanghai office, NIIT instructors spent more than a year translating lessons into Mandarin and adapting them for the local audience. NIIT Chief Rajendra Pawar has declared that the company's training operations in China will reach the size of those in India by 2005. 


NIIT has achieved some notable successes abroad.  The Malaysian government has been working with NIIT in an effort to improve computer literacy and lay the foundation for a knowledge-based society.  NIIT has put together a large team of subject and software experts to generate CD-ROM based learning materials for primary and secondary school students.  The courseware is being developed in both English and the local language,  Bahasa Melayu.  NIIT is developing the lessons as per the Malaysian school curriculum.  It is also providing teaching guides to facilitate effective utilisation of the educational resources being developed.   

Table II

NIIT: Client List


Arthur Andersen


IBM


AT & T



IMS Health Care


Banker's Trust


Komatsu 


British Airways


Microsoft


Citibank



Ministry of Defense, Singapore


Computer Associates

Oracle


Fujitsu 



Philips


Goldman Sects  


Sony


Hitachi



Sun Microsystems


H.P




Source: NIIT website, www. niit.com


NIIT has been working with the World Bank to develop computerised training manuals. The CD-ROM based training manuals covering procurement procedures are designed to facilitate easy paced and highly interactive learning.  Frequently asked questions are answered in audio format in English, but with local accent.  An interactive case study section helps users to solve problems in a simulated environment.  The work, which was completed in 1998, has subsequently been translated into French and Spanish and distributed to over 3000 users in 153 countries.


In markets like the US, however, NIIT has major challenges ahead.  The company does not have a great brand equity in the US.  NIIT executives admit that much will have to be done to customise the company's programs to suit the needs of the US market.  CEO, Vijay Thadani1, however, feels that these challenges are not insurmountable: " Education is our core competence.  We can provide world class learning materials in the US." In 1999, NIIT set up a Fast Track Career Centre in Atlanta to impart advanced IT skills to professionals.

Tata Consultancy Services

Tata Consultancy Services (TCS) is today Asia's largest independent software and services company.  TCS employs 13,000 consultants in 68 offices and executes projects in more than 50 countries.  The company uses 70 high-speed satellite communication links and video conferencing facilities to undertake off shore software development work.  


Over the years, TCS has handled several prestigious assignments2.  One such assignment involved the Swiss Securities Clearing Corporation and the Swiss Corporation for International Securities Settlement.  TCS has designed a system that allows a trade to be closed and settled within minutes.  This system, which allows clearing in all major currencies, has become a model for other depositories in Europe.  TCS has also undertaken prestigious projects for Sun Life Assurance, UK.


By 1998, TCS’s offshore development work was accounting for 43% of its total revenues, against an industry average of 30%.  TCS has also set up dedicated offshore development centres for clients like GE and Lucent Technologies. One area where TCS is weak, like other Indian software companies, is products, which contributed only 7% of total revenues in 1998.  While TCS products like EX (a financial accounting package) have been reasonably successful in India, senior executives admit the lack of global acceptance. They attribute this to the lack of adequate resources for running sustained marketing campaigns. Current CEO S. Ramadorai, admitted in an interview3: "We were the first company  in the world to come out with a case tools package but could not muster up support from the hardware vendors.  Even now there are eight to ten global companies that swear by this package."  

Infosys

India's most visible computer software company, Infosys, generates almost 98% of its revenues in overseas markets.  The company has pioneered what it calls the Global Delivery Model (GDM).  It splits projects into activities that ====================================================================
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can be executed independently and simultaneously at different development centres. By spreading development across different time zones, Infosys effectively works 24 hours a day. 

Table IV

Infosys: Key financial statistics 
Revenues by geographical area (Percentages)

Quarter ending


March 31, 2000
Dec 31, 1999
March 31, 1999

North America
77.5
78.9
81.6

Europe
15.7
12.4
8.4

India
2.1
0.9
2.6

Rest of the World
4.7
7.8
7.4






Revenues by Service Category (Percentages)


March 31, 2000
Dec 31, 1999
March 31, 1999

Development
44.2
49.7
31.0

Maintenance
25.7
24.8
39.7

Re engineering
9.5
10.2
12.3

Other Services
18.0
13.3
12.2

Products 
2.6
2.0
4.8

Summarised Profit and Loss Statement  (Rs Crores)
                          





                 (for Year Ended 31st March)  


2000
1999

Income from Software




Exports
869.70
500.25


Domestic
12.63
8.64

Other Income




Interest & Others
29.20
3.85


Exchange difference
9.93
 -

Total income
921.46
512.74

Net Profit
293.52
135.27



Source: Infosys Annual Report


Detailed design, costing, testing and documentation are done in India. In the post implementation phase, Infosys engineers stay back at the client's site so that they can deal quickly with urgent problems. A larger team, working from India, takes care of major repairs, warranty support and maintenance.  According to Infosys sources*:  "Refined over nearly two decades, the model (GDM) ensures that the manager is in total control, 
regardless of physical location. Deliverables that are distributed across the life
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of the project reduce uncertainties - no more nail-biting photo finishes. Importantly, the customer can reap business gains even before the project is complete."  Infosys' client list includes Adidas, Aetna, Amazon, Apple, JC Penney, JP Morgan, J. Sainsbury, Lucent Technologies, Nestle, Nordstrom, SAP, Gap, Toshiba and Xerox.


Infosys has also developed a formidable reputation for maintaining high standards of corporate governance. It meets 18 out of the 19 recommendations made by the celebrated Cadbury committee on corporate governance. The company takes pride in its commitment to global levels of transparency and disclosure, a factor which has made its shares very popular among Indian investors.

Wipro

Wipro is the country's second largest software exporter after TCS.  Its CEO, Azim Premji, is one of the richest businessmen in the world.  This diversified group is currently restructuring itself to move faster in its quest to expand its global presence.  In late 1999, more than 70% of Wipro's software revenues came from low value added activities such as legacy maintenance, application development and software products implementation.  Only 20% of the revenues came from more value added activities in areas such as data warehousing and e-commerce. Wipro is now reorienting its strategies and realigning its business portfolio.


Traditionally, Wipro has been a slow mover with the top management more comfortable with a methodical decision-making process, rather than an entrepreneurial risk taking style.  After the appointment of Vivek Paul as vice chairman, in July 1999, things seem to be moving faster. Paul is considered to be a much more aggressive manager, than his predecessor, Ashok Soota.  Under Paul, Wipro has strengthened its e-commerce initiatives by bringing them together to provide one-stop solutions.  Wipro plans to offer a range of e-commerce services, including strategy formulation, development of architecture, design of front end systems such as payment and security systems and design of back end systems such as data warehousing.  Wipro hopes to generate 30% of its business revenues though e-commerce by 2001.   


Paul has been attempting to give Wipro a global look, choosing to operate from Santa Clara, USA, and posting several senior executives in the US, close to clients.  This helped Wipro pick up as many as 49 new accounts during the first half of 1999.  Paul has also attempted to improve and speed up communication within the organization, replacing traditional reporting practices by e-mail.  He is also encouraging a culture that is performance oriented and allows greater freedom to employees. 

Satyam

Satyam has emerged as one of the leading software development companies in India.  Today, it is probably ahead of most other companies in the Indian software industry, in terms of global ambition.  After executing Y2K projects for various clients, Satyam is now aggressively seeking value added software development and consulting activities. To move up the value chain, Satyam has been attaching great importance to developing vertical domain knowledge. Among Indian software companies, Satyam is probably the only one with a serious commitment to product development. The company has invested millions of dollars in the development of Vision Compass, a performance measurement system that can monitor strategy implementation on a daily basis.  The product has been beta tested in several well-known companies such as GE, Caterpillar and Toshiba.    Satyam, which has plans to take Vision Compass public at a later date, feels that the product will give it the type of global visibility it badly needs.  


To get closer to clients, Satyam has posted some 200 engineers at strategic locations such as Atlanta, New Jersey, Chicago, San Jose, Singapore, London and Tokyo to undertake development activities. CEO Ramalinga Raju is leading from the front, by deciding to operate from the US, just like Vivek Paul of Wipro. Satyam is also attempting to strengthen its presence in Japan.  In a country where the citizens are crazy about owning electronic gadgets, Satyam feels there is tremendous potential for offering embedded software. The company is confident that there is scope for developing this segment in Europe as well.  Satyam's rapid rise over the years is reflected in its sales growth from Rs. 4.7 crore in 1993 to Rs 679 crore today and its net profit from Rs 90 lakh in 1993 to Rs 134 crores today.  The company's growing stature is symbolised by its sprawling campus, the Satyam Technology Centre, probably the most impressive corporate campus in India.  

Table V

Satyam: Summarised Profit & Loss Statement 

(Rs in Crores)


Year Ended

 31/03/2000
Year Ended 

31/03/1999

Income from Software exports
662.93
376.62

Income from Domestic Sales
14.14
1.51

Other Income
1.95
0.32

Total Income
679.02
378.45

Net Profit
134.86
72.80

Earnings per share (Rs)
31.74
27.98



Source: Satyam website, www. satyam.com


Recently, Satyam launched an organization-wide training initiative to reinforce the global orientation of its employees.  The training programme exposes the company’s managers to key drivers of the new global competitive landscape and shifts in management patterns of technology firms. It also covers topics such as customer centredness and skill enhancement for a market driven organization.  To conduct the programme, Satyam has selected a mix of eminent academicians and business leaders from the US.

Globalisation of Drug Companies

For Indian drug companies, major opportunities seem to be opening up. Between 2000 and 2005, almost 40 blockbuster drugs will go off patent in the US.  The resultant generics market, even at 20% of the patented prices, has been valued at $7 billion, or two and a half times the size of the Indian pharma industry.  Store prices of generic drugs in the US are six times their price in India, and four times in Europe. Despite the heavy marketing expenses which will be involved, the future holds great promise for Indian drug companies.  In any case, exploiting overseas generic markets is becoming more of a compulsion than a matter of choice for India’s leading pharma companies.  From 2005 onwards, India will have to honour product patents.  This means that the scope for reverse engineering patented drugs will disappear, severely shrinking the range of products available for marketing.  Marketing generics in the West and expanding the overseas market share would only be the first step towards globalisation. Ultimately, it is research capabilities, which contribute to the strength of a global pharmaceutical company. Basic research is a fairly expensive and time-consuming process. Hence, commitment and staying power will be crucial factors. The risks are heavy but the rewards for a successful product can be handsome, as demonstrated by  blockbusters from global players such as Glaxo Wellcome – Smithkline Beacham, Mercke and Pfizer.  

The need for a new mindset

The basic issue which Indian companies need to tackle before seriously considering global expansion is that of changing the mindset.  When one looks back at companies such as Sony and Matsushita, the strategic intent to expand overseas existed almost from the inception.  The name Sony itself was chosen to appeal to a global audience. Sony also resisted the temptation to become a private label supplier and instead, chose the long and more difficult path of developing its own brands. Matsushita, also chose the ‘right’ names for its product brands - National, Panasonic, Technics in line with its global ambitions.


Indian companies, on the other hand, have generally been content with serving the domestic market. They have not really committed themselves to either global expansion or brand building.  The few companies, which are making rapid strides, are doing so, essentially due to comparative advantage.  For most of them, the depreciating rupee has been a godsend.   Every time the rupee depreciates sharply, Indian exporters are elated. Here, our companies should learn from Japan.  The yen has appreciated from 360 to the dollar in 1971 to about 115 to the dollar today*.  Yet, Japanese exports have lost little of their momentum.  The reason for Japan's consistent export performance is the ability of its companies to add value efficiently and innovatively.  For Indian companies, the time has come to go beyond labour cost arbitrage and generate competitive advantages that will lead to a sustainable value proposition in overseas markets.  


World-class companies continually revitalize and reinvent themselves.  This calls for high quality leadership and extremely talented people.  Unfortunately, in India, the picture is far from rosy.  Leadership is often whimsical and short-term in its outlook.  Human resources polices lack imagination and employees often feel alienated.


Take the case of Hyderabad, which is being projected as India's emerging software capital.  Outsiders are amazed at the city's rapid progress in recent times and the strides some of the local companies have made, by bagging software development contracts from overseas clients.  Yet, people familiar with the style of functioning of many of these local outfits would have a different story to tell.  Starting salaries are depressing to say the least, ranging from Rs 3000 to 5000 per month, for programmers with postgraduate qualifications.  Working conditions are also far from satisfactory.  Most offices are cramped, and poorly lit. Decision-making is excessively centralised and managements are paranoid about the leakage of information. These companies view stock options less as a positive motivational tool and more as a means of retaining employees by instituting unduly long lock in periods. If Hyderabad is serious about emerging as a global software development centre, these basic issues need to be addressed.  Bangalore is definitely far ahead and Hyderabad will find it difficult to catch up unless there is a radical change in the mindset of local entrepreneurs.  There is a compelling need for Hyderabad based IT companies to review their compensation policies to attract talented manpower and allow their creative instincts to develop.  Otherwise, the city may find its lead rapidly being eroded as other low cost centres develop.
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A fundamental weakness of most Indian companies is weak middle management.  We have seen in an earlier chapter that the role of the top management is to define the corporate purpose and that of junior mangers is to act as frontline entrepreneurs, quick to spot the opportunities that come by.  By implication, the middle management has the crucial task of explaining the corporate purpose to lower level employees in terms of operating parameters. They also have to convey the concerns of junior employees in a language which the top management understands. Such a role demands an extraordinarily high level of emotional maturity on the part of middle level managers.  Unless the middle management is strengthened and assigned the role it deserves, Indian companies will find it difficult to excel.  It may be pointed out here that many Japanese companies have become world-beaters, primarily because of their strong middle managers, who have handled key assignments in product development and operations. 


Ghoshal and Bartlett have explained the importance of people in building a world-class global organization.  Why is it that inspite of having such a large pool of talented manpower, our country continues to lag behind?  Let me offer my views here.  On a recent trip to the US, I travelled extensively by one of the leading domestic airlines.  What struck me throughout my tour was their pathetic service.  In-flight catering arrangements were poor and the aging crew did not even have the stamina to move around, to find what passengers needed.  Any one asking for things like magazines or a second round of fruit juice received cold stares from the airhostesses.  Based on these experiences, I just could not help feeling pity for Indian Airlines which regularly receives caustic criticism in the Indian press.  On my return, when I boarded the Indian Airlines flight from Madras to Hyderabad, I realised that Indian Airlines was indeed much better than the US airline.  The ticket clerk looked more confident on the computer keyboards. The airhostesses received me with broad smiles as I boarded the aircraft and the one-hour flight took off right on time.  A little later, a sumptuous high tea was served, the likes of which the US airline did not offer me even during lunchtime on long flights of 5-6 hours.  I was now convinced that Indian Airlines was much better than it was being made out to be.  Then suddenly, I noticed something on the aisle and turned around to see what was going on. One airhostess was arguing with the chief stewardess.  Apparently she had been asked for some report and she did not like to be “disturbed”.  The matter did not end there.  I heard the airhostess continuing to grumble loudly about her superior, even as she was serving coffee, a few minutes before landing.  The US airline had offered pretty ordinary service but I had never seen crew members fight among themselves.  Now I could understand why the US is, what it is today and we continue to be a poor country.  As individuals, we Indians are brilliant.  We are the best when it comes to solving a complicated differential equation or writing a computer program.  Some of us, who have been convent educated speak and write better English than many Americans.  An average Indian employee has more years of formal education, compared to his US counterpart.  Yet all these good qualities are nullified by one basic handicap.  Indians just can’t work in teams.  Petty egos ensure that more time is spent in arguing with and criticising other colleagues than working with them constructively towards a goal.  Unless, this attitude changes, Indian companies will continue to struggle and fail to deliver.  
Conclusion

Indian companies have traditionally been inward looking, used to serving a large, protected domestic market.  The liberalisation of 1991 and the various measures which have been taken to open up the economy since then, have changed the business environment significantly.  For Indian corporates, the next decade will be crucial.  Some of them will make bold, aggressive moves and emerge as MNCs in their own right.  Others will make tentative moves without conviction, find the going tough and will likely be swallowed by foreign MNCs. What is urgently needed is a new mindset and a vision that will accept globalization as a business philosophy rather than as a way to make a little more money through labour cost arbitrage or tax benefits. 


Indian companies can draw many lessons from MNCs operating in India to strengthen their organizational capabilities. For most Indian companies, attracting talent continues to be a challenge. B school students still prefer to work in MNCs, which not only offer generous compensation, but also provide excellent training. Over the years, HLL has produced several CEOs for other companies. P &G, Colgate Palmolive, Nestle and ITC all enjoy a formidable reputation as employers. Many MNCs also send employees on  overseas stints, giving them valuable exposure. The systems and processes used by MNCs are, in general, superior to those used by Indian companies. Most MNCs use information technology intelligently to facilitate better-informed decisions. HLL, for example, has established an excellent IT infrastructure that enables it to coordinate inbound and outbound logistics activities very efficiently. With their higher recruitment standards and professional management the average quality of manpower of the MNCs in India is vastly superior to that in a typical Indian company. Moreover, as there is greater delegation and empowerment, they also have a greater depth of management talent, unlike Indian companies which are heavily dependent on the business acumen of a small group of people at the top.


Not all Indian companies are in a position to globalise.  Indeed, it would be foolish on their part to think of globalising before developing core  strengths. A framework provided by Niraj Dawar and Tony Frost*  can provide useful guidance to Indian companies in this context.  Depending on the pressures to globalise and the transferability of their competitive assets to new markets, Indian companies can select one of four strategies:

a) Dodge:  In industries where the pressure to globalise is high, but capabilities are limited, they could either turn into focussed, purely domestic players or form partnerships with MNCs.  Telco’s car division is seriously looking at this option.

b) Defend: In industries where the pressure to globalise is not very high, they can operate independently in a focussed area in the domestic market, concentrating on areas where MNCs are weak. Bajaj Auto’s scooter division probably belongs to this group.

c) Extend: Companies can go global selectively, focussing on overseas markets which are similar to the Indian market in terms of consumer preferences, distribution channels or government regulations.  This strategy is relevant when assets are transferable to other markets but the pressure to globalise is low.  Asian Paints seems to fall in this category.

d) Contend: Indian companies can upgrade their skills and resources and expand globally, when assets are transferable and the pressure to globalise is high.  Many Indian software companies potentially belong to this category but none has made sufficient progress till date.


Quite obviously, Indian companies have a lot of hard work to do as they approach the serious business of globalisation at the start of the new millenium.  Only time will tell to what extent they will succeed.  

====================================================================


*
Harvard Business Review, March – April, 1999. 

Note 10.1 : Asia's Emerging Multinationals


The success of many Asian companies (outside Japan), in rapidly expanding throughout the continent and, in some cases, beyond the continent, offers useful lessons to Indian companies. Many Western companies have been surprised at the unorthodox, yet highly effective strategies used by these Asian companies.


Many successful Asian MNCs have emerged in recent times. Thailand's Charoen Pokphand (CP) group has a remarkable presence in China, where it operates businesses ranging from chicken feed to telecommunications.  Indonesia's Salim Group has built up an impressive network of operations across the Philippines, Singapore, China and Malaysia.  Salim has a wide range of business interests, from cement and flour milling to noodles.  Sime Darby, one of the largest groups not only in Malaysia, but in entire South East Asia, controls a network of about 200 companies with more than 30,000 employees.  Philippines based San Miguel Corporation has substantial brewing interests in Hong Kong, China, Indonesia and Vietnam. Another Philippines based company, Jollibee Foods, has successfully taken on McDonald's in many Asian markets.  Li & Fung  of Hong Kong has emerged as one of the most successful trading companies in the world. 


 Some of the strategies adopted by these Asian multinationals have been summarised by Peter J Williamson*, Many of them have dared to move in fast into risky markets such as China very early, even as competitors waited to make sure that the authorities would not turn the clock back on the reform process.  Others have employed the highly effective strategy of making substantial investments in controlling raw materials, components and distribution channels.  Such leverage has helped them significantly in emerging markets, where many types of supply chain bottlenecks are common.  Another characteristic of some of the newly emerging Asian MNCs has been the ability to build an extraordinarily strong position in a few businesses and use the cash flows to facilitate international expansion.  In many cases, these positions of dominance have been built in domestic markets, but now some of these companies are also building, what Williamson refers to as pan Asian product segments. Jollibee first established a strong position in the Philippines by upgrading service and delivery standards and developing menus to suit local tastes.  Encouraged by its success, Jollibee has spread to Hong Kong, the Middle East and California to target Filipinos residing in these regions.

===================================================================


*
Harvard Business Review, September – October, 1997.


Unlike their western counterparts, many Asian companies have preferred to rely on interdependent networks, backed by cross holdings and family ties, rather than purely impersonal market exchange transactions. They depend more on informal networks and family ties as opposed to systems and procedures.  As Williamson puts it, "Instead of building either a centralised bureaucracy or a set of independent, far flung subsidiaries to manage increasing complexity and geographic spread, Asia's new competitors are building extended networked organizations that rely on continual sharing of information among all their business units.  In such organizations, information flows in many directions between nodes, each of which may act as  information supplier at one moment and a receiver at the next."   


Asian MNCs have also been ahead of their western counterparts in aligning their investments with the strategic goals and priorities of local governments.  The CP group's expansion of its poultry operations in China has been consistent with the government's policies of improving protein offtake and general health among the population and generating rural employment opportunities.



One weakness in the case of many Asian MNCs, has been technology.  They have, however, made up for this by showing a keen willingness to learn from their counterparts in the more developed countries. First Pacific of Hong Kong, for instance, has learnt about the telecommunications business pretty fast, even though it had little prior experience in the field.  Similarly, Raja Garuda Mas of Indonesia has gathered expertise in the pulp business by working closely with partners and consultants.


Besides technology, Asian MNCs have other important challenges to address. Most of them do not have brands with a powerful image outside their home country.  Another limitation is the lack of experience in handling high levels of product variety, customization and differentiation. Yet another shortcoming is the high degree of centralization and a lack of depth in management talent. When it comes to logistics and distribution, Asian MNCs are in general not as strong as their counterparts in the West or Japan.


Indian companies can learn from the strengths and weaknesses of the newly emerging Asian MNCs.  They need to be bolder and willing to take more risks.  At the same time, they should strive for brand and technological leadership.  As repeated several times in this book, comparative advantage and labour cost arbitrage cannot be sustainable strategies in the long run.  What matters ultimately is the ability to offer a unique value proposition to customers.

Case 10.2 :  The Globalisation of the Ispat Group1


For Indian companies serious about globalisation, there can be no better source of inspiration than L N Mittal and his Ispat group.  In particular, the group has shown how even old economy companies can generate sustainable competitive advantages and emerge as global players.  Nothing is more representative of the old economy than the steel industry.  Not only is steel making technology fairly static, but steel is perceived to be a capital, rather than a knowledge intensive industry.  Steel has all the characteristics of a commodity and the branding potential is fairly limited. Moreover, with governments viewing steel as a strategic industry, protectionism is rampant in many countries. Yet, Ispat has addressed the challenges of globalisation quite effectively.

Table I

The Ispat Group: Turnaround skills


Year of acquisition
Steel shipped a year prior  to acquisition


Steel shipped  in 1999


Cost/ton

 a year prior to acquisition


Cost/ton 

 in 1999





(Million Tonnes)
(Million Tonnes)
( $ )
($)

Caribbean Ispat, Trinidad
1989
0.39
0.78
233
180

Ispat Mexicana, Mexico
1992
0.53
3.80
253
136

Ispat Sidbec, Canada
1995
1.29
1.57
317
275

Ispat Hamburger Stahlwerk, Germany
1995
0.94
1.06
280
198

Ispat Stahlwerk Ruhrot/Ispat Walzdraht Hochfed, Germany
1997
1.50
1.46
315
257

Ispat Inland, US
1998
5.20
5.80
444
361


Like most other successful globalisers, Ispat has fine-tuned its core business strategy. In a price sensitive industry, Ispat has understandably followed a policy of cost leadership.  According to a Morgan Stanley analyst2, "After touring each of Ispat's key operations over three months and interviewing key managers, we have determined that there is no secret ====================================================================


1
This case draws heavily from the article, “Pioneering global steel”, by 


Shivanand Kanvi, Business India, August 21-September 3, 2000 and “How 


L N did it” by Abhijit Roy, Business India, July 27-August 9, 1998.


2
As quoted in Business India, August 21- September 3, 2000. 

ingredient to Ispat's management style.  The company is simply focused on costs to a greater degree than any other management team in the industry."  As Mittal remarks, "When you are a global commodity company you realise that you have to be the lowest cost producer.  Only then you can survive and make money."


In an industry burdened with excess capacity, setting up greenfield projects is ill advised. 60% of Ispat's growth is currently generated by acquisitions.  If anything, Ispat has acquired the reputation of a turnaround specialist. At each plant Ispat takes over, it uses a coordinated approach to cut flab, improve procurement practices, increase capacity utilisation and jack up capacity through relatively small investments.  To facilitate this process, Mittal leaves the existing management undisturbed except for some critical functions such as finance.  The Kazakhstan plant, which was producing 90 MW of power and one million tonnes of steel at the time of takeover by Ispat, is now making 400 MW of power and five million tonnes of steel after the streamlining of operations. Kazakhstan is not an exception. Other acquisitions have also been successfully turned around. (see Table).





   Table II

Ispat Group: Key Financial Statistics
Year
Assets
Sales
EBITDA
Net Profits


($ billion)
($ billion)
($ million)
($ million)

1995
1.45
1.70
158
83

1996
1.95
1.73
361
234

1997
2.88
2.17
367
236

1998
5.93
3.49
511
237

1999
6.00
4.68
476
128



Source: Business India, August 21-September 3, 2000.


Mittal's natural Marwari instincts have reinforced the organisational  culture of cutting costs. Mittal has, however, gone beyond cost control towards a truly global mindset.  One area where many TNCs can learn from Ispat is knowledge management. Every Monday morning, the group conducts a teleconference of all the group CEOs and CFOs. There are detailed discussions and reviews of each plant at these virtual meetings which typically last for two to three hours.  These meetings allow different subsidiaries to contribute to problem solving across Ispat's worldwide network.  Ispat also encourages middle level executives to share their experiences in different areas of steel making such as electric arc furnaces, continuous casting, blast furnace operations and rolling mills. Ispat Inland's (USA) R&D centre provides consulting services to different units of the group. As 
Business India1 recently reported, "Organizationally, what Mittal has achieved in knitting together nine plant managements in eight countries into a seamless organization, may in future years become a textbook case study in management schools.”

 
Mittal currently manages his worldwide operations using a hands-on style.  He is known to fly 800 hours a year in his corporate jet. As is typical of Marwari businessmen, many key functions such as finance and procurement are largely staffed by members of the community. Mittal’s son, a recently graduated MBA from Wharton, is an important member of the senior management team. Mittal has also not forgotten his Indian moorings. Key positions are manned by Indians. For managing the operations of the group's different subsidiaries, Mittal has poached several executives from India's largest (and government controlled) steel company, Steel Authority of India Ltd (SAIL).


One area where Mittal seems to be clearly ahead of rivals is decision making.  Mittal has recalled how a business meeting took place at a restaurant2: “There was no paper to note down the basic terms of the contract, so I wrote it down on a napkin and we signed on it.”  According to Robert Garvey, CEO of Birmingham Steel Corporation3, “Mr Mittal, who has competed with me on acquisitions, has a masterful head for numbers and takes decisions in a flash.  They don’t need to negotiate for long.”  A former SAIL chairman, M R R Nair, now a senior member of the Ispat group says4, “It took us two days to decide on a 2.5 mt caster for the Mexican plant.  I couldn’t dream of doing it in SAIL”.


Ispat continues to be on the prowl for more acquisitions.  Mittal, who feels that consolidation is bound to happen in the global steel industry, has argued at various conferences that the size of a steel company should be at least 50-70 million tonnes per annum.  Currently, Mittal controls a capacity of around 22 million tonnes per annum.  Even though Ispat is still a small group compared to the Fortune Global 500 companies, in terms of vision, risk taking and geographical spread of operations, it deserves a place in the list of the world’s leading multinational corporations. Indeed, Indian companies can learn a lot from L N Mittal and the Ispat Group. 

====================================================================


1
August 21 – September 3, 2000.

2, 3,4
Business India, July 27 – August 9, 1998..
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