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CHAPTER - VI

MANAGING PRODUCT INNOVATIONS

Introduction

Product innovation is all about launching new products that appeal to customers.  It involves:

•
Finding out and anticipating what customers might need or want;

•
Generating ideas;

•
Developing and launching a product; 

•
Providing various support services to keep customers happy.

A stream of successful product introductions can generate rapid sales and profit growth. For many successful companies, it is product development which drives corporate strategy. A good example is Sony which came out with 170 new models of the original Walkman during the period, 1981-89. Similarly, Intel’s market leadership has been facilitated by the launch of a series of microprocessors, each with greater capabilities. Microsoft, which has introduced several versions of its PC operating systems and applications software, is another good example.

Companies who are good at product innovation have some common attributes:

•
An intuitive understanding of what customers need and want. They do not depend excessively on formal market research.

•
The discipline, skills, methods and processes to optimise product design and manufacturing.

•
Effective and optimal use of resources. 

•
Short lead times to out-innovate competitors. They renew and expand product lines faster.

· Willingness to cannibalise their own products. 
· Leaving people free and encouraging creativity by eliminating bureaucratic procedures.
In short, product innovation calls for a culture that encourages individual initiative, a good understanding of the market, and disciplined execution. 

The challenges involved

Product innovation is all about generating new ideas, developing products and selling it in the market.  A new idea does not sell by itself.  It has to be sold.  So the biggest challenge in product innovation is marketing.

With the marketing environment becoming more and more challenging, it is increasingly difficult for marketers to get the attention of customers in a cost effective way. The cost of television advertising is steadily mounting even as commercials are becoming less effective due to cluttering. Similarly, market segmentation has become difficult due to the fragmentation of the consumer base. Now the mass market for household products includes many dual-income families and represents a spectrum of lifestyles. Given the range of interests and backgrounds among today’s mass-market consumers, a single prime-time television commercial no longer has sufficient reach.

The economics of launching new products have changed in other ways as well. The growing clout of retailers has put pressure on manufacturers to lower costs and spend more on trade at the expense of product-launch advertising. Large retailers also dictate terms when it comes to product specifications, delivery and prices. Wal-Mart is a good example.  The retailer is the largest company in the world, several times larger than consumer goods giants like Unilever and Procter & Gamble.

These difficulties are reflected in the low success rate of new products. Across nearly every category, new-product launches have become losing propositions that deplete company’s resources. Many companies continue to spend heavily, figuring that if they spend enough, they’ll eventually capture a market. This is a doomed strategy. Yet, lack of a strong commitment to product innovation can also be a doomed strategy especially in businesses, where the rate of product obsolescence is high.

Innovation at Sony: The development of PlayStation

Sony’s PlayStation is clear evidence that even large companies can come up with radical product innovations, provided the right organizational culture prevails. In the early 1990s, Sony was strong in analog but very weak in digital technologies. Ken Kutaragi, the Sony engineer who pioneered the PlayStation decided to take an unconventional approach by teaming up with archrival, Nintendo to develop a floppy storage system for video games. Nintendo did not use this innovation. But it accepted Kutaragi’s proposal that Sony develop a special digital audio chip for its next game. Kutaragi kept this deal a secret, as he sensed resistance from Sony’s senior managers. Kutaragi however confided in his boss, Masahiko Morizono. As the launch of the new game approached, the news could no longer be hidden. Kutaragi had to face a group of angry Sony executives. Fortunately for Kutaragi, he found a supporter in Norio Ogha, who later became Sony’s CEO. Ogha agreed to allow Nintendo to use the chip. Encouraged by the success of the machine, Nintendo asked Kutaragi to develop a more advanced version of the chip. But in 1991, after he had spent two years on the development effort, Nintendo backed out, after it felt that the CD drive Kutaragi was developing would undermine its competitive position. Kutaragi however remained confident that Sony would on its own, enter the computer entertainment business: “I convinced them (the senior executives of Sony) that computer entertainment would be very important for the future of Sony. Sony’s technology was analog based. Analog would be finished by the end of the century in terms of being able to make a profit. The first age of Sony was analog, but it had to convert to a digital, information-based company in the future. No one realised that.” Kutaragi even threatened to leave the company if he was not allowed to complete the project. He also persuaded Ogha to give his division a grand name - Sony Computer Entertainment. Ogha backed Kutaragi, in part because of his anger at Nintendo for backing out. After working for two years, Kutaragi came up with PlayStation, which had a one million-transistor chip that incorporated a 32-bit processor, a graphics chip and a decompression engine. The product left Nintendo far behind. It rapidly gained popularity, thanks to Sony’s wise decision to woo independent developers to design games for the machine. Launched on December 3, 1994 in Japan, Sony sold 55 million units worldwide by the end of fiscal 1999. Later, Kutaragi came up with PlayStation II, built around a 128-bit processor that was three times faster than an Intel Pentium chip. Its sound and picture quality was significantly better than that of PlayStation I.
Understanding the building blocks

According to Deschamps and Nayak
, a well-designed product development process is made up of six interlocking and mutually reinforcing sub processes:

•
Idea management;

•
Intelligence development;

•
Technology and resource development;

•
Product/Technology strategy development & planning;

•
Project and program management; 

•
Product support. 

Ideas are important for any business. But they need to be tapped efficiently. High performance businesses develop a structured process for idea management. They generate, collect, evaluate, screen, and rank ideas continually. They also fund precursor projects. This enables the selected ideas to be explored and validated – in the market and in the labs before these ideas are commercialized and scaled up.

The intelligence development process facilitates the collection of relevant data and trends on customers, competitors, and technologies. This process transforms that data into information and insights and uses that intelligence to seed other processes. Most successful companies cultivate intelligence development as their secret competitive weapon. They develop unique skills to sense what customers want; build insights on their competitors’ next moves; identify trends in technology performance, availability, and cost; and disseminate that information throughout the organization. 

Technology and resource development is one of the key enabling processes in product creation. The process facilitates the development within the company of a range of new technologies, skills, and competencies for future product generations. Not all resources, however, have to be internal to the corporation. Establishing strategic alliances and close relationships with suppliers is also a part of this process. 

Product and technology strategy development and planning is another key process in new product development. It determines where, how, and with what frequency the company intends to launch new products. It is an integrative process, combining product plans and technological development plans. It should lead to a specific product cycle plan determining which new products will be introduced and when. It should also result in a development plan outlining how the company’s developmental capacity will meet the new demands of products.

Project and program management is where unresolved problems like deficiencies in market insight, know-how, strategies, and plans – show up. It is where management often spends most of its attention and efforts.

Product support starts at the launch of the product and typically ends only when the product is withdrawn. In industries that depend on technical service or applications engineering to add value to customers, this process is vital to success. Application – intensive industries such as performance chemicals, resins and polymers devote a significant portion of their total technical resources to supporting their products.

Bringing discipline to the product development process

For all the resources that companies pour into the innovation funnel, too few radically new products emerge at the other end. In many companies, product pipelines become clogged with inconsequential projects while potentially valuable ones expire for lack of resources. 

The remedy for ineffective innovation, however, is not necessarily increased spending. Companies that are committed to innovation must embrace a few core principles. They must employ an investment portfolio approach, with the right mix of incremental improvements, and breakthrough ideas that will deliver consistent returns in the long run.  

New product development demands a disciplined approach. Only products with real potential for specific markets should make it to the launch stage. And once they have reached that stage, they need marketing campaigns that are aligned with their sales potential. Companies must aim at getting the right product to the right consumer at a cost that is in line with the product's sales potential.  Keeping the breakeven point low is crucial to the success of most innovations.

Well-managed companies have an uncanny ability for dealing with new ideas. Great ideas are often hard to sell early on, and premature demand for numbers and analysis can kill creativity. Nevertheless, consistent breakthrough innovation is impossible without an explicit process of business justification, especially as an idea approaches the development stages. The key lies in identifying specific points in the concept-to-launch process, where a project that is not showing promise can be stopped. Perhaps the quickest way to avoid the problem, is to call for a “go-no-go” decision at three specific stages in the product launch process. At each stage, if a new product does not meet the requirements of the next, it should not be allowed to go forward.  

The first stage must appear early on, after the concept development stage. At this time, the target market for the product should be clearly identified, along with a realistic plan for reaching that market and a rough estimate of marketing costs for different scenarios.

The next stage can come after the commercialization model has been developed. The product manager must demonstrate that the product can realistically deliver on its claim.  The company should be confident about creating sufficient excitement among the customers.

The last vetting can come at the time of large-scale commercial launch, when it should be clear that there is a compelling marketing plan in place to reach targeted sub-segments, a plan for meeting all channel requirements, with risks duly accounted for and if it is a consumer product, a plan for merchandizing the product so that it stands out among competing brands in the store. 

Companies must leverage their experience and cumulative knowledge to optimize the use of resources. Most consumer companies launch hundreds of products, yet the record of that experience is little more than anecdotal. An organization must record, track, and analyze and reflect on its knowledge to reap the most value from it. Projects should not be allowed to move through the pipeline without thorough documentation that includes reports on consumer-testing methodology and results, investment and time allocations, and predicted-versus-actual sales. A database of project reviews must be developed and shared across the organisation.

Evaluating the innovation track record

Like any activity, effectiveness at innovation improves if the progress is monitored from time to time. Companies must raise some important questions to understand how well they are faring in the innovation game.

•
How many truly breakthrough products have been launched in the past five years? A breakthrough product is one that generates significant incremental sales.

•
How many active projects are there in the pipeline? What is the average commitment of scientists’ time to each project?

•
Are there clear points at which appropriate metrics and reviews are required?

•
How many projects failed to clear the hurdles in the past year? How many of these projects were actually killed?

•
What proportion of the innovation expenditure is devoted to breakthrough projects rather than incremental improvements?

Effective Organisation

The innovation process needs to be managed effectively.  Deschamps & Nayak have listed the different approaches to managing innovation. 

Top-down Incremental Innovations

Gradual innovations typically result from a formal process set up that is steered by top management. Management knows what it wants to achieve, expresses it throughout the organization, and then evaluates managers against the goals. These companies are good at spotting unmet or ill-met market needs, and then turning those needs into new products quickly and in a cost effective way.

Top-down Breakthroughs

Top-down breakthroughs require a top management with a strong vision about where and how to innovate and the capability to mobilize people to make it happen. There must be a strong technological culture and capabilities to develop innovation-enabling technologies and new proprietary product concepts.  The company must have a good understanding of the customer to focus the innovation effort on truly desirable product benefits.

Bottom-up Incremental Innovations

Executives can encourage the bubbling up of innovations by promoting a climate which encourages and rewards people for taking initiatives and risks, and tolerates failures.  They must put in place mechanisms for tapping people’s creativity, collecting and screening ideas, as well as funding projects.  Also needed are high-level checks and balances to help manage the selected projects along with the mechanisms to integrate them with the rest of the business.

Bottom-up Breakthroughs

Many breakthroughs actually happen as part of an unplanned, spontaneous process in the lower ranks of the company, without immediate top management intervention, or sometimes in spite of it. Bottom-up breakthroughs do not happen by chance in any type of environment. They generally occur in companies with a tradition of innovation and entrepreneurship. Even seemingly accidental discoveries require management’s forbearance, if not encouragement, to become real products.

Functional Vs Process Orientation 

To manage innovation effectively, an optimal blend of product and process orientation is necessary. A functional organization emphasises differentiation while a process-based organization lays stress on integration. Both differentiation and integration are needed to make product development more effective. 

In a process-based organization, the right to think and explore more broadly is also recognized and protected. Employees understand the entire process of which they are a part. The persons who provide process support will need to achieve broad, in-depth process knowledge as a prerequisite for doing their jobs. People share the responsibility for initiating inquiries and problem-solving activities that span the entire process. This assumes that all concerned have the opportunity to interact, and appropriate decisions are made on who is to proceed, and how, keeping in view the good of the enterprise. People share the same vision of the enterprise, have a similar, shared understanding of how its various core processes contribute, and also how they relate to one another.

But even with a strong process orientation, the functional organization will continue to have a role to play. Such an organization is needed to integrate highly trained specialists and the capabilities, learning and specialized knowledge they bring with them. The functional organization also needs to play the lead role in hiring, training, coaching and career development. In the case of facilities, the functional organization is in the best position to make decisions on “how much and how many.” Functional organizations play an important role in cost management. Teams are often not disciplined when it comes to costs. Functional organization is also useful in ensuring the highest levels of technical quality. 

Building Innovation Networks
 

In the initial phase of many industries, a few firms develop most of the components necessary to make the products.  But as industries evolve, specialized firms typically emerge to develop different components.    

In many industries, platforms evolve, consisting of various components made by different companies.  But the innovation in the platforms is driven by some companies.  These platform leaders ensure the integrity of the platform by working closely with other firms to create initial applications and then new generations of complementary products.

When a firm invests in developing a new idea, it hopes not only to create but also to capture value.  Firms usually capture value by making it difficult for others to imitate the product (through secrecy or patents), by controlling key suppliers in the market, or by having a strong brand that builds customer loyalty. These barriers to entry help innovators profit from their investments.  

Things are different when a firm invests in developing a new platform interface.  It contains valuable content or information that probably could have value in the marketplace.  But protecting that content, such as by hiding the detailed specifications of the hardware or software interfaces, would defeat their very purpose. Interfaces exist to entice other firms to use them to build products that conform to the defined standards and therefore work efficiently with the platform. 

In industries that center around platform products, the value of a platform increases when there are more complements.  It is in the interest of a platform leader to stimulate innovation on complementary products. The more people who use these complements, the more incentives there are for producers of complements to introduce such products. This in turn stimulates more people to buy or use the core product, stimulating more innovation, and so on.  

Platforms are made of components whose interaction is built around standard interfaces. So standards wars are an integral part of platform strategies.  For example, Netscape Navigator’s market share declined sharply in popularity as a result of Netscape’s inability to keep it as the industry standard in the wake of intense competition from Microsoft’s Internet Explorer.  

For a platform strategy to work, the market has to accept the product in large numbers. This depends, at least in part, on having features and prices suitable for the mass market.  The platform leader need not be superior to the competition in all product features.  Neither was Windows, (particularly the early versions), technically superior to the Macintosh operating system, nor were Matsushita’s VHS video recorders superior to Sony’s Betamax.  But in each case, the network as a whole delivered more.  

A platform leader must be able to maintain architectural control over its platform.  When the future of a platform battle is very uncertain, managers need to prepare for multiple scenarios and develop an aggressive strategy to promote the outcome they favor.  Platform leaders need to make an ongoing assessment of their existing capabilities and the direction in which the industry or technology is evolving.  They must focus on developing a platform where they will have an advantage over competitors and where the core technologies will be difficult to imitate.  Then, they need to determine whether outside firms can contribute to the success of the platform by developing complements.  If so, the platform leader needs to consider whether these external developers have enough incentives to work on complements for a platform they do not own or control.

Architecture can determine who does what type of innovation as well as how much investment in complements occurs outside the platform leader.  A modular architecture facilitates the development of complements, reduces the cost of innovation for outside firms and encourages the emergence of specialized companies that may invest heavily and creatively in complements. For a modular architecture to encourage third-party innovation, the interfaces should be open. In other words, the platform leader should specify publicly how complements will be linked to its platform.  

Defining the architecture of a system product is a powerful way to raise entry barriers for potential competitors. A potential competitor to Intel not only has to invent a microprocessor with a better price-performance ratio but also rally complementors and Original Equipment Manufacturers (OEMs) to adapt their designs to this component.  This would involve huge switching costs.  

Platform leaders should disclose information about interfaces to encourage external innovation.  At the same time, they must take care not to reveal too much architectural information about the inner workings of their product.  

Palm’s platform leadership

Disruptive products are often sharply focused. They may promise a little less but hold a strong appeal for certain segments.  Palm illustrates the importance of keeping minimal features while coming up with a disruptive innovation.  Palm also illustrates the importance of building networks around new ideas.  

In  2001, three main contenders led the Personal Digital Assistant (PDA) market. Palm had more than a 70 percent global share for its hardware devices with cumulative sales exceeding 11 million PDA units. Palm’s revenues rose from $1 million in 1995 to $923 million in 2002.  

Palm’s success did not come overnight, in 1992, Palm introduced a product called the Zoomer, which it built in collaboration with Casio (for the hardware), Geo Works (for the operating system), and Tandy (for the distribution). Palm’s engineers wrote the applications.  The Zoomer, offered at $700, and with inadequate writing recognition software, sold a mere 15,000 units, but Palm learned much from the experience.  The company started from scratch and focused on a few key goals that would soon define the essentials of the PDA platform: simpler features, a lower price, better handwriting recognition software, and easy connectivity with the PC. 

During their critical formative years, between 1995 and 1996, Palm executives focused on creating a device that would sell and demonstrate the viability of the PDA market.  This was a segment of the computing business that Apple, AT&T, Microsoft, and other established players had been ignoring.  

Palm made its second debut in 1996 with the launch of the Palm Pilot 1000 and Palm Pilot 5000.  These devices integrated the hardware and software with a proprietary architecture, and were very popular with consumers.  By the end of 1996, Palm had sold thousands of units and was owning 51 percent of the nascent PDA market – surpassing Sharp, Casio, and Apple as well as IBM and Microsoft, which had their own offerings. 

When it was launched, the Palm Pilot, was positioned as an accessory to PCs, to be a complement to the well-established PC architecture, dominated by Intel and Microsoft. Thus Palm avoided attracting too much of Microsoft’s attention in the handheld segment, unlike Netscape, which had boldly positioned Navigator as an alternative platform to Windows. 

The Palm Pilot sold in millions in 1996 and 1997.  Palm executives decided to pursue a software platform strategy rather than just try to sell devices. They decided to promote Palm OS as the industry software platform for hand held computing.  That meant both growing the market for handheld devices in general and trying to license Palm OS as broadly as possible.  To achieve these objectives, Palm executives encouraged complementary innovations at outside firms by providing interface information, technical assistance, and some financial assistance.  They tried to grow the market by licensing the operating system to competitors as well as partners.

Palm understood that attractive software applications would augment the value of the Palm Pilot.  While it realised the need to woo external developers, Palm could not pursue them too aggressively without attracting attention from Microsoft.  So, without much fanfare, Palm began to provide developers with software tools useful in creating complementary software applications that ran on Palm OS.

Palm sought out agreements with potential complementors and also provided a full set of software development tools to outside companies to help them build applications. Palm created both formal and informal mechanisms to stabilize its interface standards and facilitate technical exchanges and business dealings among the growing community of complementors.

Palm’s experience suggests that patience is a virtue in the quest for platform leadership.  It does not make sense to try to be a platform leader before a platform has gained mass-market acceptance.  It takes a lot of effort and public relations to attract, license, support, and possibly subsidize partners and complementors.  It makes sense to avoid the attention of larger rivals by maintaining a low profile in the early days of market development and focusing on designing a product that people want to buy.  It also takes time to earn the trust of applications developers.  Only then is it realistic to strive for platform leadership. 

Source: Yoffie, David B. and Kwak, Mary, “Mastering strategic movement at Palm,” Sloan Management Review, Fall 2001, pp. 55-63. 

Platform leaders need to pursue at least two objectives simultaneously. First, they must try to obtain consensus among key complementors with regard to the technical specifications and standards that make their platforms work with other products.  Second, they must control critical design decisions at other firms that affect how well the platform and complements continue to work together through new product generations. But pursuing consensus and control simultaneously, can be quite a challenge.

A platform leader must also play the role of industry enabler by helping the industry to innovate in ever-better ways around a platform. The platform leader sometimes has to make decisions that might hurt some partners, even if they have been complementors in the past.  

Platform leaders need to gain the trust of third parties.  They have to act and be seen to act fairly.  They need to establish credibility in technical areas where they want to influence future designs or standards. They must make potential complementors feel comfortable that the platform leader is acting on behalf of the whole industry  and not just for itself.

Platform leaders do not move into markets of their partners very often, but they do it frequently enough to keep outside firms on their toes so that they keep innovating in ways that benefit the platform.  

The problem is usually how to compete and collaborate simultaneously.  These goals are difficult to balance because some groups within a platform leader might be competing with complementors, while other groups might be trying to get their cooperation. One way to resolve this issue is to maintain a clear separation between units charged with achieving different goals, such as stimulating innovation by complementors versus investing directly in complementary markets. This organizational separation may increase trust with external partners.

Leaders of innovation networks usually emerge through the mechanisms of the marketplace, rather than through some magical process.  Trying to become the de facto market leader should put a firm in a good position from which it can evolve into the technical leader for its platform.  But a high market share and a high degree of innovative capabilities alone do not suffice.  A company must have the vision and the organizational capabilities to engage complementors and place itself in the center of the network of innovation around its platform.  

Platform leadership is all about a vision that believes the power of a system is greater than the sum of its parts.  The vision and strategic decisions of platform leaders affect the pace of innovation and the evolution of many new technologies. Unfortunately, there are few visionary platform leaders around.

Concluding Notes

Product innovation is a powerful tool for generating new growth opportunities.  Product innovation is less about serendipity and more about a disciplined, systematic approach to generating, and screening new ideas. The best companies know-how to balance individual creativity and discipline. In some cases, several entities are involved in the innovation process. So building and sustaining a strong network holds the key to success.  Defining the scope and managing a network of suppliers call for a lot of skills.
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Case Illustration- 6.1: New Product development 

at Microsoft

Introduction 

Microsoft offers several useful lessons in product innovation management.  Microsoft also illustrates how creativity has to be balanced by discipline while managing innovations. Microsoft’s product development strategy has been guided by a few core principles: 

· Enter evolving mass markets early or stimulate new markets with “good” products that set industry standards.

· Incrementally improve new products and periodically make old products obsolete.

· Push volumes to ensure that the company’s products become and remain industry standards.

· Take advantage of being the standards provider with new products and product linkages.

· Integrate, extend, and simplify products to capture new markets.

Shaping industry standards

Microsoft has understood the importance of building networks around its innovations.  It has all along believed in setting and shaping industry standards, Windows being the best example.  Microsoft has focused on creating relationships with customers, software developers and microprocessor firms.  These networks of relationships have helped in setting the standards.  

Not only is becoming the standards provider a challenging task, but one also has to sustain this position long enough to take advantage of it with succeeding generations of products. Microsoft periodically introduces new product versions. These new versions still depend heavily on previous products and are essentially a bundling of many incremental enhancements.  But when put together with a few new technologies, these many small improvements result in new products that make old products almost obsolete. By integrating, linking, repackaging and simplifying its products, Microsoft enters new markets with products that combine multiple functions that were once separate, and by making products more accessible to broader sets of users. If anything, Microsoft’s success illustrates that innovation is about bundling pieces of knowledge and gaining rapid customer acceptance rather than any great genius. 

Microsoft does not wait for the ‘perfect product.’ Often Microsoft does not have “hit” products initially and usually takes two or three versions to create products that match those of its top competitors.  But over time, continually adding new features and making changes results in increasingly competitive products. Getting into the market early enables Microsoft to test the waters and refine its product.

Managing risks 

While making heavy commitments, Microsoft also realizes that product development is a risky process.  In 2000, Microsoft had to invest 3-4 years and $1 billion to develop a new operating system.  More than 500 dedicated engineers were needed to support the 10,000 independent software vendors that developed the applications. The risk is high, especially because of the short product lifecycles.  To manage risk, Microsoft has taken several steps. The company has attempted to ensure that product development remains flexible, structured and fast.  Some of the core principles used by Microsoft in managing software development projects are listed below:

· Divide large projects into multiple milestone cycles.

· Use a vision statement and outline specification of features to guide projects.

· Select features based on user activities and hard data.

· Evolve a modular architecture.

· Control by individual commitments to small tasks and limit the project resources available to a project.

Microsoft uses a high-level vision statement and outline specifications to get projects going. It does not try to write a complete and detailed specification at the outset.  The vision statement, a very short document written by product planners from the marketing group and program managers, defines a set of goals that drive the product development process. But the statement does not outline detailed product requirements. At the  beginning of a project, Microsoft is focused more on describing clearly ‘what the product is not” as opposed to “what the product is.”

Microsoft teams try to understand the needs of users and structure those needs into individual features.  Then they assign priorities to these features and allocate them to subprojects that break up a development project into three or four milestone periods.  

To impose discipline on teams, Microsoft tries to “fix” project resources - the number of people and amount of time.  The fixed project resources become the key defining elements in a product development schedule. The intended ship date causes the whole development team to put a cap on their creativity and effort.  The team must define intermediate steps and milestones by working backward from the target ship date.  Fixing ship dates in advance for new products or new product versions also keeps pressure on software developers to eliminate unnecessary features and stay focused on one project.  It forces them to think hard about the key features that must go into a new product.  

Systems & applications products

Microsoft customises its approach to suit the nature of products under development.  Applications like Word and Excel tend to have shorter schedules, smaller teams, and more precise estimates of delivery dates than do systems products such as operating systems. Applications also tend to have more independent features that projects can add or delete depending on competitive pressures, resource constraints, and delivery schedules. Marketing and program managers, rather than developers, tend to drive the functionality required in applications products.  

Systems products tend to have a more inseparable “core” set of functions that projects must complete and demonstrate as reliable before they can ship the product.  It is very difficult to delete unfinished functions from an operating system in order to accelerate product shipment.  The need to develop and refine a central set of functions that execute correctly and efficiently, drives the releases of systems products. The vision statement and specification document for systems products, are more complete and detailed right from the initial stages, in order to define essential groupings and interdependencies among features. Systems products also tend to have longer testing periods.  This is because of their greater need for stability and compatibility with numerous application products, networking systems, computing vendor platforms, and peripherals such as printers.  Developers have more of a say in the functionality of systems products.

For individual projects, the key task for Microsoft and other PC software developers is to give enough structure to the development effort so that work can proceed, but allow enough flexibility to accommodate change during the development process.  

Program managers know it is unrealistic to freeze the features and their details too early.  In a project’s lifetime, competitors’ products, customers’ needs, and market opportunities will change. The specification document must be flexible enough to accommodate changes and exploit new opportunities.  At the same time, the specification document must be precise enough to estimate the project schedule and enable developers to make progress without having to redo and rework their features continually.  

Developers need to know as early as possible, what part of the specification is changing and what part is stable.  So Microsoft concentrates first on features with minimal user interface.  These are less likely to change, because it is not necessary to see how users react to the feature before completing development. For example, developers might first “optimize” the internal data formats for storing files on a disk.  Work on the tool bar will be started later as user interface is much stronger.

Balancing Flexibility and Discipline

Balancing flexibility and discipline continues to be a strategic challenge for Microsoft. Microsoft has instituted controls over major changes in the specifications after certain points in the project.  Once these points are reached, only minor changes are allowed to get features to work properly. Late feature additions not only cause development delays, but they also reduce the time available for testing.  A willingness to allow a specification to evolve, however, is crucial for success in the marketplace. This may be especially true with products that have long development periods, because customer and organisational needs both change over time.  But it is not easy to keep a project with a significantly evolving specification under control.  At some point, managers have to say no to any more changes, or become extremely selective in what they agree to add to a product.

Microsoft believes in a disciplined approach when it comes to adding new features. It encourages engineers to ask basic questions.

· What is the point of this feature?

· What does the user really want to use this feature for?

· Does this feature make sense?

· Is there a similar feature in the product or in any Microsoft product?

· Is this really the product that end users want?

In Microsoft’s early years, the features that got into a product often depended on who pressed the hardest at internal meetings.  Strong-willed developers or program managers often got features into a product that customers did not really need or did not know how to use.  To solve these problems, Microsoft began to use a technique called activity-based planning.

Activity-based planning begins with a systematic study of user activities for actions like writing letters or doing a budget.  It then evaluates features in terms of how well they support important or frequent user activities.  Program managers and product planners break down the user tasks or scenarios that a product intends to support into approximately 20 “activities.” Then they try to map the activities to existing features in Microsoft’s product, as well as to features in products of competitors. They also map activities to different customer profiles – for example, novices versus advanced users. Over time, Microsoft has attempted to share features across different products.  Sharing helps to harmonize the “look and feel” of different products. Sharing also facilitates user tasks that require more than one application, reduces redundant writing of code, and cuts down the size of individual applications. 

Concluding Notes

Microsoft had emerged as one of the most successful companies in the world, thanks to its product development capabilities.  The company’s financial muscle had put it in a strong position in the global software industry.  But in the fast changing world of information technology, competitors could emerge from nowhere.  Linux the open source operating system was one such threat. Only time would tell how well Microsoft would be able to be handle these challenges. 

Case Illustration 6.2- Titan

Introduction

The clear leader in the Indian watch industry, Titan had revolutionized the country’s watch market with its emphasis on style and international quality. Most analysts agreed that Titan had created a strong brand identity for its watches both in India and some selected overseas markets. Titan had also created a strong presence in the area of branded gold jewellery.  These achievements had made Titan one of India’s leading consumer marketing companies. As on Feb 18, 2004, Titan was present in 30 markets worldwide and achieved a turnover of about Rs. 800 crore. Titan had suffered some serious setbacks in its efforts to globalise.  Some markets like Europe had consumed a lot of resources without the proportional returns. Titan realised it would have to use its resources effectively as it competed with other global manufacturers based in countries like Switzerland and Japan.  Meanwhile, competition in the Indian market continued to intensify. Notwithstanding these challenges, Titan with its young top management team and the backing of the Tatas, looked well placed to build on the success of the past.

Background Note

In the late 1970s, the Tatas had attempted to acquire the Bangalore-based watch company, Hegde & Golay. However, the venture failed to take off.  In 1981, the Tatas received an invitation from the Tamil Nadu Industrial Development Corporation  (TIDCO), to team up for a joint venture. TIDCO had already commenced negotiations with the French watch movement manufacturing company, France Ebauches, for accessing technology. The Tatas accepted the invitation. 

Titan was set up in July 1984, under the leadership of Xerxes Desai, with its corporate office in Bangalore and a two million watch manufacturing facility in Hosur  (Tamil Nadu), approximately 30 km away from Bangalore. 

India’s watch industry at the time enjoyed almost total protection from imports, thanks to a complete embargo on the import of watches. But the rampant smuggling of completed watches and movements, particularly of products based on quartz technology, made a mockery of this protection. However, Titan got some breathing space. It had no need to be concerned about competing directly against such large international producers as Seiko, Timex, or Citizen.

When it entered the market, HMT was the market leader. Titan was not sure whether consumers would substitute Titan’s quartz analog watches, for the rugged, well-known and respected HMT watches. There was also no assurance that quartz analog watches could even be manufactured in India given that Titan had little knowledge of the technology. Despite the risks, Titan realised the potential opportunity was huge.

Titan went ahead with its plans to make quartz watches. HMT had left the market wide open for new entrants. The company was making just a handful of ordinary-looking quartz watches, and had neglected styling altogether. Titan believed the Indian consumer's desire to own a good​ looking watch had been totally ignored.

Titan positioned its watches as international products that could be purchased by paying Indian rupees.  After entering the market with 200 models, Titan rapidly expanded its product range to over 850 models. The company's product development cell, manned mainly by graphic designers and personally overseen by Desai, explored ways to expand the market. Titan decided to grow the market by encouraging ownership of multiple watches, stimulating the purchase of replacement watches and targeting under-penetrated segments like women and first time buyers.

In mid-1994, with a view to pre-empting Japanese competition, the Federation of the Swiss Watch industry organised an exhibition of Swiss watches in Bombay. The leaders in the Swiss watch industry-Blancpain, Cartier, Omega, Piaget, Rado, etc.-displayed their watches. The hugely successful exhibition attracted a large number of people. 

Anticipating competition, Titan looked for various ways to strengthen its competitive position. The company decided to spin off its showrooms into a new retail chain under the name 'World Time'. Titan announced it would promote the chain in a big way. The company constituted a separate cell which operated as an independent profit centre, to look after World Time. Titan also announced plans to rename the Titan shops as 'Prime Time' shops.

Meanwhile, Titan looked at new business opportunities.  The company’s diversification into jewellery was a calculated gamble.  Branded Tanishq, it had initially been set up as an export-oriented unit to comple​ment the watches division. Very early, Titan dreamt of a global presence. But Titan realised that its watches alone might not be able to prise open the global market. Titan believed jewellery would give Titan a foot in the door, while watches could ride in next. The company started the manufacture of jewellery and jewellery watches in 1994. It launched these products-branded Tanishq-in the domestic market in late 1994 and in the European market in 1995. But Titan decided to focus on the domestic market after discovering that it could only be a private label supplier to retailers in the international market. Tanishq was up against the tradi​tional jewellers. Smaller branded players had also appeared on the scene to stake their claim to a share of the jewellery market. A crisis point was reached in May 2000, when the entire team, walked out and started a new branded jewellery com​pany, Oysterbay.  Despite these setbacks, Titan pressed ahead, reworking its strategy, making several changes in its product and marketing mix.  In 2003, jewellery generated sales of Rs. 345.13 Crores.

By the early 2000s, in the wake of increased competition and market saturation, Titan's share of the legal watches mar​ket had dropped to 50 per cent. The Chinese had penetrated the lower end of the market where unbranded watches proliferated. The Japanese were in the mid segment along with Allwyn and Timex. The Swiss dominated the luxury bracket. In 2002, Titan announced plans to regain market​ share, with a budget outlay of Rs 25 crore for watches and Rs5 crore for its jewellery division. The company also began brand extension forays into silverware, leather accessories and sunglasses. Titan also looked seriously at opportunities in the instrumenta​tion, automobile and aerospace industries, where it could leverage its precision engineering skills.

Operations 

Engineering and manufacturing were critical success factors in the watch industry. As it commenced its operations, Titan faced major challenges.  The company knew little about manufacturing quartz watches. It needed a technical partner, not only to provide the technological know-how but also to supply the parts and components required to assemble completed watches. Titan looked for a company that would be willing to transfer knowledge. The management made it clear to prospective technology suppliers that it wanted to work toward technological independence. As few suppliers were interested, the search for a suitable technical partner turned out to be lengthy. Finally, Titan reached an agreement with France Ebauche, a European manufacturer of quartz watches, to supply kits for assembly and transfer technology. 

Construction work on the assembly plant began in mid-1986. Production began in April 1987. One year later, more than 350,000 watches had been assembled. Almost simultaneously, local production of components began. Titan entered into technology licensing/purchase agreements with: Citizen (Japan) for case manufacturing, Sycrilor (Switzerland) for high-quality cases and bracelets, Jean Monnier (France) for high-quality cases and bracelets and Bambi (Japan) for sheet metal bracelets.

In each case, the technology was totally assimilated. Titan could  independently  design, engineer, and manufacture various products. By the end of 1988, fully two years ahead of the original schedule, parts for all watch movements were being produced and assembled indigenously. By this time, the primary constraint on increasing production and sales was not Titan’s ability to produce watch movements but the inability of East Asian suppliers of watchcases to maintain regular shipments. Erratic supplies motivated Titan to expand the local production of cases under a technology-transfer arrangement with Citizen of Japan. 

To overcome its dependence on imports, Titan also set up a facility to manufacture step motors. Titan also decided to set up its own case dial manufacturing facility. The company, however, shelved this project when a Bangalore-based unit, Kamla Dials, set up such a facility in March 1992 and was able to meet the required specifications.

To ensure availability of high quality straps, Titan persuaded Hirsch of Austria, a world leader in this area, to set up a manufacturing unit at Hosur. The unit began commercial production in late 1993. Titan agreed to buy the entire production of the unit for a minimum period of three years. The company also worked on a project to set up a unit to produce quality folded sheet metal bracelets in association with a Japanese manufacturer.

Titan also became the first watch manufacturer to produce circuit boards. The company set up a 5 million (Electronic Circuit Board) ECB facility at Goa jointly with the Economic Development Corporation of Goa. Titan Time Products Limited (the joint venture) commenced production in November 1992.

Quality levels improved significantly with time. By 1990, three years after beginning production with imported components, the average department was operating with only a 3 percent rejection rate, a figure that compared favorably with France Ebauche’s own standard of 7 percent. This achievement was impressive, because the   workforce consisted  mostly of local youth, who had never before worked in a factory.
Design and manufacturing of jewellery differed significantly from that of watches. A large part of watch production involved the assembly of dozens of intricate parts into a tiny mechanical/electronic piece of machinery. Millions of nearly identical movements were produced in a continuous process, some parts of which were eventually automated. Although jewellery manufacture also involved metal finishing and, for some pieces, small parts, production processes were much more individualized than in case of watch manufacture.

By the early 2000s, Titan’s manufacturing facilities for watches and jewellery were among the world’s most modern, incorporating equipment from leading machinery makers. The company fabricated a variety of parts for watch movements, metal straps, cases, and jewellery. It assembled virtually all the watches it sold. Some components, such as leather straps and watch faces, were purchased from nearby vendors, but for the most part, Titan’s facilities were fully integrated. Titan believed integration was necessary to respond quickly to market changes and to produce new models in response to market demand. 

Table I

	Revenue break up by division

	Division
	Sales Revenue (Rs.Crore)
	Growth over previous year

	Time Products
	453
	-1%

	Jewellery
	345
	29%

	Total
	798
	10%


Source: Annual Report 2002-03.

In the early 2000s, as competition intensified, Titan had taken various steps to cut costs. In 2002, Titan out​sourced 50 per cent of steel manufac​turing, 100 per cent of the leather straps and 100 per cent of the dials. The qual​ity of outsourced materials was overseen by the vendor development cell, which worked closely with the suppli​ers. The movements which were the most crucial part of the watch, were mostly manufactured in-house. However, complicated movements for chronographs, etc were imported. Titan took full advan​tage of the price war among the global movements man​ufacturers. With the increase in outsourcing, manpower requirements dropped. A separa​tion scheme in 2002 saw 606 employees opting to leave, mostly from the Hosur factory. In early 2003, there was worker unrest leading to a partial lockout in Hosur.  Despite improving supplies from other facilities, the shortfall in production of 0.5 million watches could not be made up.

Marketing

Watches
The quartz analog watch was an entirely new product for India in 1987. Titan decided it would radically change the way watches were marketed throughout the country. Titan’s marketing strategy had five planks: a product of international quality, Indian designs, competitive prices, intensive advertising and promotion, and specialized retail shops to control the presentation. 

Figure I

PBIT Margin Trend
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Source: www.equitymaster.com

Titan’s ambitious marketing program aimed at positioning its watches as high-quality, fashionable products, available in clean and comfortable surroundings, priced higher than other watches then available in the market but affordable to millions of potential purchasers. Titan decided not to compete directly with mechanical watches from HMT. Titan put in place an integrated marketing mix consisting of attractive designs, high-quality products, sufficient inventory, a logistical support system and a well-timed promotional campaign.
Table II

Segment Information
	(Rs m)
	4QFY03
	4QFY04
	Change
	FY03
	FY04
	Change

	Revenues - watches
	1,467 
	1,842 
	25.5%
	4,539 
	5,345 
	17.8%

	PBIT margin
	12.1%
	21.9%
	 
	8.3%
	10.4%
	 

	Revenues - jewellery
	1,124 
	1,040 
	-7.5%
	3,451 
	4,257 
	23.3%

	PBIT margin
	6.6%
	2.9%
	 
	4.0%
	4.8%
	 

	Overall EBIT margin
	9.7%
	15.1%
	 
	6.5%
	7.9%
	 


Source:www.equitymaster.com

Distribution

Titan’s first specialty shop opened in 1987 in Bangalore. This shop was followed by others in major cities throughout India. By the late 1990s, Titan’s watches were sold in thousands of stores, including company showrooms and exclusive stores. In addition, the company opened hundreds of service centers to repair watches, replace batteries, or change straps.

Most analysts agreed Titan’s approach to watch distribution, marked a paradigm shift. Titan opted to bypass wholesalers, reaching out to the retail channels directly. While launching its watches, Titan held a national conference, to which even the smallest retailer was invited. Sales people called on retailers, regardless of whether or not they stocked the brand, to persuade them to sell Titan. To maximise its reach, Titan converted non-conventional outlets like jewellery stores, departmental stores and even auto dealers into its retail outlets.

In December 1987, nine months after the launch, Titan opened its own retail showroom, which became a phenomenal success due to the shopping ambience. Following the success of its first showroom, Titan rapidly expanded its showroom network. By 1995, the company had more than 70 executive showrooms (bulk of them franchised) in over 50 cities. Titan paid the franchisees higher margins to compensate for opportunity losses.

Until the emergence of Titan showrooms, watch outlets in India had traditionally been dreary places, small and dark, usually located in the general market area of a town.  Most consumers would not walk into such shops for a casual look. Titan showrooms were easily recognisable and located in the most fashionable shopping centres. External show windows attempted to lure the consumer into the showroom. Research indicated that most people, on entering an unfamiliar place, tended to walk closer to the left. So most of the showrooms had doors opening to the left. The customer walked past a long display stand of Titan watches.

The Titan showrooms prompted traditional watch dealers to upgrade their outlets. Titan then started a scheme of converting some of these outlets into Titan shops. These shops acted primarily as Titan dealers, though they also stocked other brands.

Segmentation, Targeting & Positioning

In March 1987, Titan launched its quartz range with heavy advertising. The first advertisement described the Titan quartz as the international watch one could pay for in rupees. Later campaigns emphasised that to find such watches it was not necessary to go to Europe, Japan, America or a duty free shop. The campaign also positioned the watch as a gift item, with ads saying: The next time your husband wants to buy a saree, ask him for a Titan watch. The campaign was an enormous success, giving the company a great deal of visibility.

Music became an integral part of Titan’s advertisements. Typical ads featured two or more people – parents, spouses, siblings - coming together for some special occasion.  The atmosphere would be awkward or emotional. Then suddenly one person cut through the tension by giving the other a wrapped box.  Once the box opened, a Titan watch came out and Mozart started playing. 

In the early 2000s, with a flood of electronic and other desirable products of all kinds, there were too many gift options. So the gift appeal of watches reduced.  Titan realised it would have to use other ways to motivate people to buy watches. 

Segmentation also became an important issue as Titan’s operations expanded. Titan believed that different brands had to be created for different segments. FasTrack was positioned as a youth brand. Young Indian racing car driver Narain Karthikeyan acted as the brand ambassador. The company used focused distribution, sup​plementing its usual watch outlets with youth fo​cused outlets like music stores and Internet cafes for FasTrack.

Titan targeted its Raga watches at women.  The company realised that more women were wearing watches for functional reasons.  So it offered slimmed down and sleeker watches for women. The Raga range remained for more special occasions, like marriages or parties.


Titan’s CEO Bhaskar Bhat
 explained: "FasTrack, Raga and Dash are sub-brands within Titan specifically targeted at youth, style conscious women and children. The role of Titan in these sub-brands is that of a manufacturer providing confidence to the customer as regards the quality of the product and its heredity. Titan Edge and Titan Steel are the mainstream Titan products which enhance the mother brand's image of leadership, innovation and pride. There​fore, while FasTrack, Raga and Dash are sub-brands, Ti​tan Edge and Titan Steel are collections/ranges of Titan.”

Another strategy, Titan had tried was to create dissonance in consumers about their current watches. One campaign showed a group of women first admiring a man, and then rejecting him because his watch wasn’t good enough! “You are being judged,” said the sign off line.  “Get a New Titan”.   

Offering more product features was a strategy used by most marketers to expand the market.  But in case of watches, more features often meant more weight, resulting in strain on the wrist. Titan had tied up with the Indian Institute of Sci​ence to research new applications that would go well with watches, for example like blood pressure monitoring (already offered by some manufacturers like Casio).

Titan realised it had a major opportunity to introduce new but related product lines that could be sold through the same distribution channels. Clocks were an obvious choice. A line of plastic clocks was introduced in 1995, followed by table clocks. Sold under the Titan brand in company stores and elsewhere at attractive prices, they received an enthusiastic market reception. By 1997, nearly 400,000 units had been manufactured and sold. Consumers saw the new clocks as a natural complement to the company’s other products. 

In 2004, the Indian industry was sharply divided into two main price segments, above and below Rs 1000. Sonata was placed in lower price band and Titan in the higher.  The Swiss watches were mostly priced above Rs. 5000 and the Japanese between Rs. 2000 and Rs. 500.  The lower end of the market was estimated at around 20 million units.  The main competition came from the grey market operators and the Chinese. 

Jewellery

Jewellery appeared to be an attractive business if not for anything, at least for its size. At about Rs. 40,000 crores, it was 20 times the size of  the watch market. Titan’s normal marketing channels for watches were unsuitable for distributing designer-quality jewellery (except, perhaps, jewellery watches). The main competition came from the traditional local jewellers. Tanishq aimed at breaking into the local markets by positioning itself as a jeweller with a nationwide name, a presence in 30 states and cities. Titan expected the fragmented Indian market to consoli​date under branded names like it had happened in the west. The company decided to get involved in designing, manufacturing, and selling gold-based jewellery, including jewellery watches. 

Jewellery had traditionally been sold in India through small shops where quality and material standards were often compromised. Partly on account of the organized and fragmented nature of the market and partly on account of poor statutory controls, many unethical practices were prevalent in the industry.  These included lack of certification procedures, extensive under – karataging of gold jewellery, overtaking the quality of diamonds, widespread evasion of sales tax and other stability levies and exploitation of artisans.    

Titan believed it could bring about a paradigm shift by offering jewellery mostly through exclusive, fashionable shops. Important purchasing considerations, such as gold content or quality, were guaranteed by Titan. 

Table III

Cost Break-up

	(Rs m)
	3QFY03
	3QFY04
	Change
	9mFY02
	9mFY03
	Change

	Raw material
	1,384 
	1,964 
	41.9%
	2,988 
	3,887 
	30.1%

	% sales
	65.0%
	68.1%
	 
	60.6%
	62.2%
	 

	Staff cost
	194 
	224 
	15.7%
	583 
	620 
	6.5%

	% sales
	9.1%
	7.8%
	 
	11.8%
	9.9%
	 

	Advertising expenses
	134 
	217 
	62.2%
	314 
	485 
	54.5%

	% sales
	6.3%
	7.5%
	 
	6.4%
	7.8%
	 

	Others
	125 
	237 
	90.0%
	478 
	672 
	40.4%

	% sales
	5.9%
	8.2%
	 
	9.7%
	10.7%
	 


Source:www.equitymaster.com

Even more than in case of watches, design and presentation were the key to success in case of jewellery. Close coordination among functions such as design, engineering, manufacturing, and marketing was also vital. Stores needed to be sited and built at the same time that sufficient pieces for display were being designed and manufactured. Production began in 1994, in a specially built factory near Titan’s watch making facility.

Not everything went smoothly at first. Titan chose, for example, to use the international standard, 18-karat gold, in its original jewellery collection. But many Indians were accustomed to 22-karat gold. While they generally liked Titan’s designs, they were resistant to buying items of lower weight in gold. The company responded by introducing a line of 22-karat gold jewellery in addition to the 18-karat designs. The change in strategy had a visible impact and sales expanded very rapidly.

In a bid to get people to come to the stores and buy, Tanishq's team spoke to a cross-section of friends, neighbours and wives to get valuable feedback. The interac​tion helped in gaining insights into customer needs and dispelling miscon​ceptions (eg: that Tanishq sold only jewelled watches, or high cost jewellery).  Tanishq’s core proposition consisted of trust, purity, exquisite designs, superb craftsmanship and finish and a classy, enjoyable shopping experience. 

Titan identified two types of customers: one looking for new and trendy items, and the other a habitual buyer, building up personal collections or buying for weddings.  Jewellery selections launched for the first group included Aria, which offered contemporary Indian designs, Diva which was based on international trends such as marrying diamonds with pearls, and Collection G, which offered working women contemporary pure gold jewellery.  The second type of customer was wooed with promotions such as ‘Impure diamonds to pure gold exchange’ and so on.

By 1998, only four years after beginning production, Titan had its new plant running smoothly.  The company had opened more than 14 exclusive boutiques in 12 Indian cities. Annual sales exceeded 80,000 pieces. Titan continued to open more stores. The company also targeted new export markets. In fiscal 1998, jewellery exports totaled 26,000 pieces in Europe and the Middle East, and plans were under way to enter other markets in the future. 

In FY 2003-2004, the jewellery division accounted for retail sales of Rs. 416 crores  Tanishq was available in 67 outlets spread over 52 cities.  It was also being exported to Europe, the US, the Middle East and Australia. 
Globalisation 

Titan had global ambitions almost right from the start. But its globalisation strategy had evolved over time, partly by design, partly by circumstances.

France Ebauches, from whom Titan had sourced its movements technology, had, at the time of entering into the technology arrangement, agreed to buy back a part of Titan's production of watch movements. Titan commenced export of movements in 1989. However, the company was keen on selling watches. In 1991, Titan launched its watch range in the Middle East. Despite stiff competition from the global majors, Titan achieved sales of over 100,000 watches within a year of its launch. 

After the UAE, Kuwait, Oman, Saudi Arabia and a few key markets in Africa followed.  Titan also ventured into countries like Sri Lanka, Bangladesh, Nepal, Maldives, Singapore, Vietnam, Malaysia, Thailand, Fiji and Australia. 

But Titan realised ultimately, it would have to prove its mettle in the more sophisticated western markets. Titan turned to Europe, which the company felt was a good testing ground. The company hired leading European designers, on a time-sharing contract, to design a distinctive watch collection. Titan also set up a separate manufacturing' facility (capacity 200,000) for manufacturing 'Eurowatches'.


After an extensive survey of the European market, Titan found that it was not easy for a new brand to find space in the retail stores. To create strong consumer demand, the company unleashed a massive advertising campaign.  For each of the 12 European markets it entered, Titan developed a separate advertising campaign.  The company also designed a completely new collection for the European market.  In 1994, Titan participated in the world-renowned Basle Fair-an annual event which attracted the world's biggest watch and jewellery manufacturers. The main aim was to seek out distributors and partners rather than sell what it had. Titan unveiled its Eurowatch range at the fair.  Soon thereafter, Titan roped in a French watch industry veteran and the man credited with establishing Seiko in Europe, Jacques Meyer. Meyer, who had a wealth of distribution contacts throughout the continent, helped Titan gain access to distributors and retail outlets and position the watches, which were to be priced at between $75 and $750. But these heavy investments did not yield commensurate reforms. The cumulative losses of its European operation touched £9 million in 2003. 

Soon Titan realised that overcoming the nega​tives of the Made In India tag was not easy. The company withdrew from all mar​kets except Austria, Greece, Portugal, Spain and the UK. Bhat recalled
, “We did not have the financial wherewithal to continually invest in the market.  But at the same time, I would say it was an investment worth making.”

In the Mid​dle East, Titan was much more successful. The brand had a strong appeal to the large Indian population there. The un​expected success had been in the Asia-Pacific region, where the brand had actually managed to establish its superiority vis-à-vis the Far Eastern models. "We were partly helped by the fact that the European brands have stayed away from these markets, leaving a space for a slight​ly more premium brand which we have occupied," says Bijou Kurien
. Marketing costs were also significantly lower in this re​gion. This success in a market relatively untapped by in​ternational players prompted Titan to think of other such markets like Africa.

In the early 2000s, Titan had a market presence in 40 countries across the globe. Titan sold watches in Western Europe, the Middle East, Southeast Asia and Australia. In the Middle East, Titan was among the top five brands. Titan believed its watches were better designed than the Japanese, cheaper than the Swiss and also rugged. 

Three different subsidiaries handled Titan’s overseas business, Titan International (Middle East) which took care of Africa and the Middle East generated sales of $7.86 million in 2002-03. Titan was the leading brand in Oman.  The company had more than 1000 outlets in the Middle East.  Tanishq had exclusive boutiques in Dubai. 

Titan Watches & Jewellery (Asia Pacific), based  in Singapore, handled markets in south Asia and Southeast Asia.  In 2002-03, their subsidiary generated sales of $9.04 million.  Titan had a strong presence in countries like Singapore, Malaysia and Thailand.  

Titan International Marketing Ltd handled European operations.  Titan had limited its marketing activities to Greece, Spain, Portugal and the UK. The turnover in 2002 dropped to £1.58 million and losses amounted to £1.24 million.

Titan varied its designs based on market needs.  Out of the 1000 designs available in India in early 2004, only 10% were sold in the international markets.  In Europe, the company had 400 designs exclusive to that market.  The Europeans liked their watches to have larger dials with white, silver or champagne colors.  They preferred watches with a white metal look and wanted them to be made of steel with a hint of gold.  In the Middle East, Titan offered 400 designs with a 50% overlap with the Indian market. 

Titan generally followed a strategy of appointing sole distributors in one country, who then took care of distribution. The distributors had full-fledged teams to handle all the aspects of sales, distribution, advertising, promotion and after sales service. “Our distributors around the world are mostly people of Indian origin and the company has followed a strategy of tapping the non-resident Indian (NRI) population through friendly distributors which has worked very well,” explained Mura Harish, Head, Asia Pacific
. The expenditure incurred on branding was absorbed by the company while that on sales promotion schemes was shared equally between Titan and the distributor. 

Looking back at the company’s globalisation, Bhatt estimated that almost 95% of Titan’s international investments amounting to Rs. 150 core were in Europe.  The exposure to the Middle East and Asia Pacific was minimal.  These markets also continued to be profitable.  Titan also had plans to enter Japan, Taiwan and Korea.  Bhatt believed Titan’s globalisation efforts would accelerate in the coming years, “Titan is going global in a true sense and this will reflect in everything associated with the brand. It will see a change in something as small as the packaging of the brand, to change in retail identity, which includes showrooms, showroom staff, communications, and pricing. It is expanding its presence in Europe, Latin America, and South East Asia.”
. 

Concluding Notes

Titan believed one of its key strengths was its strong brand equity, built up over the last 15 years. Titan also had a strong after sales service network. Titan also believed it was well positioned against foreign competitors, due to its better understanding of the local markets. 

In the long run, Titan realised the watch might dramatically lose its functionality as a time keeping device. But Titan believed that the use of the wrist watch as a fashion accessory and as an extension of personality would coexist with its use as a time-keeping device. There did not seem to be any serious threat to the wristwatch in the Indian context.  However, Titan realised the need to develop hi-tech and allied products which appealed to consumers. Several international watchmakers had gone into jewellery. On the other hand, Casio and Swatch had started to introduce features such as communications, information, monitoring blood sugar, etc. Titan believed the watch could work along with the mobile phone, such as giving an alert when there was a call. Similarly, Tanishq could be positioned as jewellery, inci​dentally telling time.

A major concern for Titan was that in the middle and upper income segment, the penetration of watches was very high. Women looked a more promising market with 64 per cent owning one watch. Traditionally, Indian housewives did not need watches, since they mostly remained at home, where timepieces would be available. More and more women needed watches as they ventured outside the house to go to work and perform errands, like picking up their children from school. 

Meanwhile, the  market for first time
watch buyers was shrinking. With the shift to quartz tech​nology, most watches were so well made that they rarely needed to be replaced or even repaired. So Titan realised the need to persuade people in a proactive manner to buy watches. 

At lower income levels, there were many consumers without watches, but here again, Titan had problems. Since its positioning in the Indian market was somewhat up market, stretching too far into the mass market might dilute the brand image. 

At the same time, Titan could not afford to ignore the mass market which was being flood​ed by cheap watches from China, either imported complete, or in the form of components which were then assem​bled and sold within India, usually illegally to avoid sales tax. Only sporadic efforts had been made by the government to control smuggling. Monitoring was difficult because watches were small and easy to carry and hide. An individual could pack a briefcase full of smuggled watches and sell them as he traveled.

But Titan’s youthful top management team consisting of MD, Bhaskar Bhat, COO (watches), Bijou Kurien; and COO (jewellery), Jacob Kurien had changed the focus on the upper-end customer. Bhat mentioned
, "We are ordinary people," mentioned Bhat, "and we are targeting people like us... the average man…. What has driven the company, is its ability to design elegant and relevant products at a level of quality that is truly Tata, at a compelling price. We've never overpriced our products." 

Consequently, Titan’s focus had shifted to the lower end of the watch market, where volumes were high and new niches could be created. Niche con​sumer segments based on lifestyle, socio-economic groups and personali​ties had been identified and targeted. Each segment was the object of a more focused marketing approach. Unpopular watch models would be phased out and new models brought in.

At the same time, Titan had to resolve some important issues on the distribution front. Some Titan managers believed existing distributors used to dealing with up market outlets, were not best suited for getting products into the mass market. They were in favour of appointing distributors already selling products, like durables, in the mass market.

Exhibit I

Financial Performance

	 
	Year ended 31-3-2004 (Audited 
	Year ended 31-3-2004 (Audited 
	Consolidated Year ended 31-3-2004 (Audited 
	Consolidated Year ended 31-3-2004 (Audited 

	Net sales Income from operations
	958.52
	797.9
	963.78
	807.5

	Other income
	2.09
	10.4
	37.17
	15

	Total income
	980.61
	808.3
	1,000.95
	822.5

	Expenditure

	Decrease/(increase) in stock in trade
	-34.67
	-5.04
	-34.74
	-2.76

	Consumption of raw materials
	593.47
	473.23
	593.76
	475.07

	Excise Duty
	63.64
	61.96
	63.64
	61.96

	Staff Cost
	84.98
	71.57
	85.18
	72.24

	VRS Cost
	9.6
	5.18
	9.6
	5.18

	Advertising
	59.82
	47.44
	61.06
	48.8

	Other Expenditure
	81.69
	63.69
	88.19
	63.17

	Total Expenditure
	858.53
	718.03
	866.69
	723.66

	Interest
	37.62
	41.35
	42.19
	46.43

	Depreciation
	21.47
	21.14
	23.17
	21.27

	Amortisation
	3.96
	8
	6.4
	10.5

	Profit/(Loss) before exceptional item
	39.03
	19.78
	62.5
	20.64

	Exceptional items

	Provision for diminution in value of investments
	10
	10
	 -
	 -

	Provision for doubtful Loans and Advances
	15
	 -
	 -
	 -

	Add share of profits less losses of associates (net of amortisation of goodwill on consolidation)
	 -
	 -
	0.2
	-5.14

	Profit/(Loss) before taxes
	14.03
	9.78
	62.7
	15.5

	Income taxes - Current tax
	8.96
	4.87
	10.23
	5.35

	                     - Deferred tax  
	-6.44
	-2.99
	-6.44
	-3

	Profit/(Loss) after taxes for the year
	11.51
	7.9
	58.91
	13.15

	Less income tax earlier years
	0.33
	1.69
	0.33
	1.69

	Net profit
	11.18
	6.21
	58.58
	11.46

	paid up equity share capital (face value Rs.10 per share)
	42.28
	42.28
	42.28
	42.28

	paid up preferences share capital 
	40
	40
	40
	40

	Reserves excluding revaluation reserves
	82.85
	80.19
	83.55
	37.78

	Basics and diluted earnings per equity share (rupees)
	1.76
	0.6
	12.97
	1.84

	Aggregates of non-promoter share holiding 

	  - Number of Shares
	19,921,521
	19,078,141
	19,921,521
	19,078,141

	  - Percentage of Shareholding
	47.10%
	45.10%
	47.10%
	45.10%


Source: www.titanworld.com 

 References 

1. Ramachandran J. and Lavanya, C., “The Indian watch Industry: changing Times,” World class in India,” Penguin Books, 2001
2. Mohan, Devendra, “Value, not Volumes,” Business India, September 30, 2002, 
pp. 78-79.

3. Tharakan, Teresa, “Wrist Action,” Business India, October 28, 2002, pp. 56-58.
4. “Titan and Philips India,” Businessworld, January 27, 2003, pp.64-66.

5. Sundar, Sowmya, “Titan Industries: Hold/Buy on declines,” The Hindu Business Line, February 2, 2003.

6. Doctor, Vikram, “Titan in Trouble,” The Economic Times, Brand Equity, February 12, 2003.
7. Jayashankar, Mitu, “The Lost Manhours,” Businessworld, March 10, 2003, p.17.

8. Jayashankar, Mitu, “For Titan, all that glitters are not watches,” Businessworld, May 24, 2003, p.12.

9. Jayashankar, Mitu, “The Hands Begin to Move,” Businessworld, July 14, 2003, p.16.

10. Jayashankar, Mitu, “Eyeing a New Market,” Businessworld, July 26, 2003, p.16.

11. “Titan to foray into Pakistan,” The Hindu, December 3, 2003.

12. “The Rediff Interview/Bijou Kurien, COO, Titan Industries,” rediff.com, 
December 24, 2003.

13. “Titan forays into Philippines,” The Hindu, December 28, 2003.

14. “Titan Industries Ltd- Visit Note,” indiainfoline.com, January 1, 2004.

15. Badrinath, Raghuvir, “Titan to ramp up precision engg business,” Business Standard, January 5, 2004.

16. Ramaswamy, Shobha, “Living in Interesting Times,” www.tata.com, February 18, 2004.

17. Sundar, Sowmya, “Titan - fuelled by baseless rumours,” The Hindu Business Line, February 29, 2004.

18. “Titan to market Tommy Hilfiger designer watches in India,” The Hindu, March 2 2004.

19. Badrinath, Raghuvir,  “Titan plans luxury umbrella brand,” Business Standard, March 16, 2004.

20. Miller, Robert R., “India: Titan Industries Limited,” www2.ifc.org/publication.

21. Titan Annual Reports.

22. www.titanworld.com.

23. www.tata.com

� This box item draws heavily from Gary Hamel’s book, ‘Leading the Revolution,’ Harvard Business School Press, 2000.


� Deschamps, Jean-Philippe and  Nayak Ranganath ,“Product Juggernauts: How Companies Mobilize to Generate a Stream of Market Winners”, Harvard Business School Press, 1995.


�  Gawer, Annabelle and Cusumano, Michael A., “The Elements of Platform Leadership,” MIT Sloan Management Review, Spring 2002.


� This case draws heavily from the book “Microsoft Secrets” by Cusumano and Selby and from the book “Competing on Internet time” by Cusumano and Yoffie. 


� “Titan and Philips India,” Businessworld, 27 January 2003.





�  Ramaswamy, Shobha , “Living in Interesting Times,” www.tata.com , February 18, 2004.


�  Doctor, Vikram, “Titan in Trouble,” The Economic Times Brand Equity, February 12, 2003. 


� Midday, January 15, 2004.


� Business Standard, September 24, 2003.


� Tharakan, Teresa, “Wrist Action,”  Business India, October 28-November 10, 2002, pp. 56-58.





