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CHAPTER – VIII

BUSINESS MODEL INNOVATION IN ACTION

Introduction 

Innovation is more about taking ideas to the market place, rather than merely generating them. In this chapter we take up a number of examples to illustrate how companies have designed and implemented innovative business models.  While no two situations are alike, companies can gain useful insights from their experiences and see how to apply them in their own context.  We have also taken up a few Indian companies.  None of them are truly global players in scale or scope of operations. Moreover, it is too early to say whether they will be able to sustain their competitive advantage in the long run.  But the very fact that in a traditionally protected market, they have dared to change the rules of the game and set themselves big, hairy, audacious goals, entitles them to a place in this chapter. 

WellPoint 

WellPoint Health Network illustrates how a new business model can be created by redefining an existing customer segment.  The company, earlier called Blue Cross of California, nearly went bankrupt in the mid-1980s.  That was when it revamped its business model to target individuals and small businesses which had been traditionally ignored by the larger health management companies.  WellPoint broke its claims processing set up into three parts, each serving its own customer segment.  This went against the industry’s conventional wisdom.  By a sharper focus, WellPoint emerged as the insurer of choice for individuals and small businesses.  WellPoint turned around a business, hitherto considered unprofitable.  It created three separate business models to serve three different customer segments. Today, competitors cannot imitate WellPoint easily because they typically serve customers through a single organization.  It is very expensive in terms of both money and organizational dislocation to split a company into three operations.  For several years, WellPoint’s individuals and small-group businesses have been really profitable.  This is remarkable in an industry where conventional wisdom is that only large organizations are profitable. WellPoint has backed its innovative organizational structure with tight discipline facilitated by appropriate planning, budgeting and information systems.  Key performance metrics are monitored on a daily basis.  As a result, from a negligible  market capitalization, in 1986, WellPoint had a market capitalization  of about $17,304.80 million as on July 1st 2004.

Microsoft
 

People who use PCs are very familiar with Microsoft, the global leader in the PC software industry, for about 25 years now.  And that is a phenomenal achievement in an industry characterized by rapid change and technological obsolescence. Microsoft’s incredible success has been shaped by the way it has conceived and implemented its business model. New product development lies at the heart of this business model.  Microsoft knows how to keep coming up with new products that help to lock in customers.  

When Bill Gates and Paul Allen founded Microsoft in 1975, they planned to make Basic and other programming languages for PCs (Personal Computers) that were just entering the market.  There were no operating systems or application programs before 1977.  The PCs that existed at this time needed programming languages to get the most out of their software.  As the market expanded, Gates realised Microsoft could dominate the PC software market.  Microsoft got its big break in 1980 when IBM asked it to develop the operating system for its new PC.  Microsoft acquired a rudimentary operating system for $75,000 and modified it to develop its Disk Operating System, more popularly known as DOS.  Microsoft licensed DOS to IBM and developed upgraded versions through the mid-1990s.  It quickly became the leader in PC software.  In 1990, Microsoft introduced Windows and in 1993, Windows NT for corporate users and servers.  Most recently, Microsoft has launched Windows XP. Various Internet-related technologies are incorporated in this new operating system.

Microsoft’s business model has clicked for various reasons.  To start with, the company licensed the software to IBM instead of succumbing to the temptation of selling it outright.  Microsoft also realised the importance of shaping industry standards. Over the years, it has distributed specifications and programming information either free or at a nominal charge to companies it considers complementors.  But Microsoft has controlled the design and future evolution of programming interface standards.  Unlike Sun and others who believe in open source software, Microsoft does not reveal the source code.  So Microsoft’s own application software developers are at a clear advantage, compared to outside parties.

Microsoft has demonstrated time and again that it is willing to learn and change when the situation demands. When Netscape arrived on the scene with its browser, Microsoft was taken unawares.  But it showed remarkable resilience and flexibility in a charged situation, and developed its browser, Internet Explorer which was bundled with Windows 95.  Microsoft designed the Office suite and other applications to work well with Windows.  

As PC software became powerful, the issue of how to generate sales of newer versions of software became important.  Microsoft ensured backward compatibility but did not guarantee forward compatibility.  This prompted some users to upgrade their software. Some people also purchased new computers since older computers could not run the new applications well.  And with new computers, they purchased new software.  This upgrade cycle has been crucial to the success of Microsoft’s business model.

Microsoft is a master of marketing maneuvers. In personal productivity software, Microsoft initially concentrated on sales of stand-alone products like Word and Excel. Later, by bundling them, Microsoft pulled off a marketing coup.  Microsoft replaced individual applications with the Office Suite, priced almost same as one individual application.  Over the years, Microsoft has developed close relationships with retail software stores which give prominent space to Windows applications.  Millions of customers see the Microsoft name as they start their computers, thanks to agreements with hardware vendors.  All these initiatives together have created a strong brand image for Microsoft.  Indeed, Microsoft’s most valuable asset today is its brand, not its technological expertise.

In an industry characterized by rapid obsolescence, shaping standards is a strategic challenge. Microsoft has aggressively promoted the Windows standard.  The company holds annual development forums for applications software developers. Software development kits, enabling technologies and sample code are provided to these developers.

The Internet continues to pose various challenges for Microsoft despite its success in the browser war.  Customers can access the Net without the need for Windows.  Applications can be run on servers, eliminating the need for Microsoft’s desktop applications.  Microsoft’s new .Net strategy is an attempt to reposition the company in the Internet world.  The strategy involves special programs hosted on remote servers that are available to Windows users who can access them through .Net features.  Applications and devices enabled with .Net technology will be able to communicate with each other.  With the .Net initiative, Microsoft has departed somewhat from its past tradition, where it often set its own standards and expected the industry to follow. But even in case of  .Net, complementors have to embrace Microsoft’s unique specifications for applications and services to be fully compatible and to “talk” to each other seamlessly.  The success of the .Net strategy which involves tremendous investments has not been established beyond doubt.  But it has demonstrated Microsoft’s ability to change with the times.  The new business model will not rely totally on licensing revenues.  Monthly rental fees from online subscribers will be an important source of income.

One of the reasons for Microsoft’s success has been a remarkable ability to decide what complements to make inside and what to leave to others.  Microsoft has moved into applications such as Office but not gone into information management systems tailored for specific industries, where domain knowledge is critical.  Microsoft’s modular architecture has encouraged third-party innovation.  For this to happen, interfaces should be open and external vendors must know how to link complements to the platform.  Microsoft has revealed detailed specifications on the Windows programming interface but not given away the source code.  

Microsoft uses relatively small autonomous teams for product development and synchronises their efforts from time to time.  Flexibility is balanced by discipline.  In the beginning, product managers do not draw up detailed specifications.  They start with a broad purpose.  The whole project schedule is broken into three or four sub-projects.  At the end of each of these sub projects, developers fix major changes and freeze particular features.  The development teams proceed from milestone to milestone, continuously integrating components, incorporating feedback from external as well as internal users and finding and fixing major bugs as they go along.

According to Cusumano and Yoffie
, one of the great things about Microsoft is its ability to make short-term adjustments which are compatible with long-term goals.  Microsoft believes that strategic planning is as important in the software industry as anywhere else.  But the company backs long term plans with flexible, fast responses whenever important changes happen in the environment.  Microsoft gave ample evidence of its flexibility when it came back from behind to outsmart Netscape in the browser war.

I B M
One of the best examples of a company making a strong comeback through business  model innovation is IBM.  We all know the problems which IBM faced in the late 1980s, leading to the ouster of CEO John Akers.  IBM’s vertically integrated, proprietary business model became ineffective in the era of open standards. Nimble, focused players like Dell, Compaq, Microsoft and Intel moved ahead.  As IBM headed for a crisis, the board appointed an outsider, Lou Gerstner as the next CEO. Today, Big Blue is back in the reckoning.  While staging this comeback, IBM has no doubt taken full advantage of its size, resources and competencies but it has also revamped its business model. IBM has transformed itself into a huge software developer, next only to Microsoft, given a new thrust to its consulting activities, started competing with firms like Andersen (now Accenture) and decided to take up outsourcing jobs like EDS.

Figure I

Revenue Break up ($ in billions): 1992
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Source: Gerstner, Louis V., “Who says elephants can’t dance?” Harper Business, 2002.
In his autobiography, Gerstner
 has given a first person account of IBM’s transition to a new business model. In the early years of the computer industry, the vertically integrated model was in vogue. A computer came with all the basic technologies, like microprocessors and storage devices, and software. All the services to install and maintain the system were bundled into the pricing.  The customer purchased the total system and had it installed for a single price.  This was the model pioneered by IBM.

Figure II

Revenue Break up ($ in Billions) : 2001
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Source: Gerstner, Louis V.,  “Who says elephants can’t dance?” Harper Business, 2002.

As the IT industry went through a fundamental transformation in the mid-1980s, a new breed of successful IT companies emerged. These companies specialized in small segments of the value chain.  Some sold only databases, a few others offered only operating systems and some others only storage devices.  The industry was transformed from a handful of competitors to thousands and then tens of thousands of specialized players.

It was in this new environment that IBM faltered. When Gerstner arrived in IBM in 1993, pundits, both inside and outside the company, argued that IBM had to be split into more focused smaller businesses.  But Gerstner believed IBM’s role was to integrate the different pieces and deliver a working solution to the customer.  He was convinced that at the end of the day, even in the IT industry there had to be an integrator
, “Sure, there are supply chains, and there are enterprises at various points in the chain that offer only one piece of a finished product:  steel makers in the auto industry; component makers in consumer electronics; or providers of a marketing or tax application in financial services.  But before the components reach the consumer, somebody has to sit at the end of the line and bring it all together in a way that creates value.  In effect, he or she takes responsibility for translating the pieces into value.  I believed that if IBM was uniquely positioned to do or to be anything, it was to be that company.” 

Gerstner realised that fixing IBM was less about planning and more about execution. In the past, IBM had never missed predicting correctly a major technological trend in the industry.  In fact, IBM was still developing most of the new technology.  But IBM had never acted promptly on any prediction.

Gerstner believed that customers did not like to integrate different pieces from many suppliers and would increasingly prefer integrated solutions. The historical preoccupation with chip speeds, software versions, proprietary systems, and the like would wane. Over time, the IT industry would be driven by services, not by technology.  IBM also bet on the emergence of a networked model of computing that would replace the PC-dominated world of the early 1990s. 

When Gerstner took charge, the services division though a promising part of IBM’s portfolio, was still playing second fiddle to IBM’s hardware business.  Gerstner realised the need to grow the services business aggressively. He also realised that the rules of the game would be different in services. An integrator who could help customers envision, design, and build end-to-end solutions, would exert tremendous influence over the full range of technology decisions – from architecture and applications to hardware and software choices.  IBM also realised there would be a shift in bargaining power from technology firms to services companies.  The new business model also implied a change in buying behaviour. In a PC and client/server world, consumers, end-users and small-department heads dominated decision-making.  But with the action shifting back to enterprise systems, the decision makers would once again be chief technology officers and senior business leaders, people IBM knew and understood well.  

IBM also correctly bet that stand-alone computing would give way to networks. That was not something, which could be easily visualised in 1994, when the Internet had not taken off.  IBM realised the emergence of networks would change the course of computing in profound ways.  It was virtually certain that it would be built on open industry standards.  There would be no other way to fulfill the promise of ubiquitous connections among all the businesses, users, devices and systems that would participate in a networked world.   

In the networked world, very fast, high-bandwidth networks would allow many of the functions of PCs to be performed by larger systems inside companies and the network itself.  Such systems would allow various kinds of devices to attach to networks – intelligent TVs, game consoles, hand held devices, cell phones, house hold appliances and cars.  The PC would be only one of the many network access devices.  In this world, there would be a huge demand for customized chips to power each of these unique devices.

Increasing numbers of people and enterprises conducting business over networks would result in a corresponding increase in computing workloads.  The management of the free-flowing digital information would be done not by desktop computers but by large-scale systems implying huge demand for computing infrastructure products, in addition to networking gear.  

Gerstner realised that to be truly successful, IBM would need to be vendor neutral and be able to recommend any of the products of rivals like Microsoft, HP, Sun, and other major competitors if that happened to be the best solution for the customer.  

IBM also realised that if client/server computing gave way to networked computing, middleware might be the key to success, not operating systems or application software.  There would be more users, more devices, more transactions and more demand for ways to integrate applications, processes, systems, users, and institutions. No operating system would be able to tie it all together.  IBM acquired Lotus for its middleware software, Notes, that supported collaboration among large numbers of computer users.  There were approximately two million Notes “seats” installed in customer locations when the deal closed, in July 1995.  That grew to 90 million by the end of 2001.  

IBM made another big software acquisition – Tivoli Systems – that gave it an important competitive edge in the market for distributed systems management products.  Tivoli was a $50 million company when IBM bought it.  Its revenues, augmented by some business transferred from IBM, crossed $1 billion by 2002.

By 1996, IBM was ready to spin the services unit off as a separate business.  IBM Global Services was created.  In 1992, services was a $7.4 billion business at IBM (excluding maintenance). By 2001, it had grown into a $30 billion business, employing roughly half of IBM’s workforce.

Business model innovations often demand sweeping changes in several areas of the organization. Gerstner focused on eleven key areas.  These included core initiatives which touched those parts of the business that dealt most with the outside world: hardware development, software development, fulfillment, supply chain, customer relationship management and services. The rest were enabling initiatives that focused on internal processes: human resources, procurement, finance, real estate and information technology.

The shift in IBM’s business focus demanded building a range of new competencies for a virtually new business model. Gerstner explained the implications
, “Transfer your IT assets – products, facilities, plus the staff – onto my books. I’ll absorb it all, manage it, guarantee performance levels, and promise that you’ll always be on or close to the leading edge of technology.  All that, and I’ll charge you less than it’s costing you now… You can’t get into that kind of business without making the commitment to carry the infrastructure and loss until a contract that could extend over five or ten years become profitable.  There’s no such thing as a toe in the water. When you take this plunge, it’s full-body immersion.  We had to bet that we could build the recruitment, training, compensation, and HR processes to bring in 1,000 or more people a month – even though we’d never attempted anything remotely close to that… We had to learn how to be disciplined – how to negotiate profitable contracts, price our skills, assess risk, and walk away from bad contracts and bad deals.” 

Revitalising a worn-out business model often calls for discipline and a sharp focus. IBM withdrew from several activities, including most application development activities, retaining only the very few pieces of software that it had successfully developed and marketed in the past.  Thousands of software engineers were reassigned to other work, laboratories were closed, and investments were written off or sold. 

In the 1970s and 1980s, IBM had created multiple data networks to allow its customers to transfer data round the globe.  By the early 1990s, however, the telecommunications companies were shifting their focus dramatically.  Due to deregulation and the revenue potential of digital services, many of the world’s major telecommunications companies were seeking ways to create a global presence, as well as digital capability.  Anticipating a glut, IBM chose to auction off its data networks to the highest bidder.  IBM had hoped to realise $3.5 billion but it got $5 billion from AT&T.

IBM’s successful recovery shows that disciplined execution is really the critical part of business model innovation.  As Gerstner has put it,  “All of the great companies in the world out-execute their competitors day in and day out in the marketplace, in their manufacturing plants, in their logistics, in their inventory turns – in just about everything they do.  Rarely do great companies have a proprietary position that insulates them from the constant hand-to-hand combat of competition… Execution is all about translating strategies into action programs and measuring their results.  It’s detailed, it’s complicated, and it requires a deep understanding of where the institution is today and how far away it is from where it needs to go.”

Cisco
One company which has taken the new economy by storm, with its innovative business model is Cisco. Cisco has bet that the more integrated its router and switching hardware is with the company’s new business offerings, the greater the possibility of locking in customers. Cisco offers value to customers by providing an integrated package of products and services.  Though the company outsources many activities, it is remarkably vertically integrated when it comes to technology development.  

According to Gawer and Cusumano, Cisco’s
 business model has been built around the following principles: 

· Provide complete solutions to customers and become a one-stop shop in networking products. 

· Acquire companies systematically to fill in gaps in the product range.

· Define and drive industry standards for networking protocols that allow different networks to communicate more easily and help Internet usage to grow.

· Form alliances and partnerships with complementors and competitors, to provide complete solutions and enter new markets with new technologies.

· Virtual integration using the Net.

In the late 1980s, high cost proprietary networks were being replaced by low cost Internet-based networks.  Several telecommunications equipment and software suppliers targeted this market.  For customers, choosing a technology became a nightmare.  Cisco became the vendor of choice by creating a one-stop shop for Internet networking hardware, software and services. The company created a multi-product, multi-technology portfolio through an aggressive acquisition strategy.  

To understand Cisco’s business model, a bit of history is in order. The company’s origins go back to the 1970s. Cisco’s founders, Sandra Lerner and Leonard Bosack wanted to exchange email and data files across their departments and the rest of Stanford University.  But they found this difficult as different departments used different computer networks.  So Lerner and Bosack created a system of routers and servers, wired up the networks and developed an operating system.  In 1984, they created their own company.  In 1986, they began to ship out products.  Venture capital funding was tied up in 1987.  John Morgridge who joined as CEO in 1988, took the company public in 1989.  Lerner and Bosack fell out with Morgridge and left the company a year later.  But Cisco continued to grow impressively.  In 1991, Cisco had annual sales of $70 million.  By the fiscal year ending July 2001, revenues had reached $22.2 billion.  During 2001, Cisco seemed to have hit a rough patch.  But since then, the company has made a strong recovery.

Cisco’s success makes an interesting case study.  The company’s product line has evolved, in response to customer needs. The company’s main product initially was the router, a specialized computer that uses software to disassemble data into packets, transport over the best possible route on the Internet depending on the level of traffic and reassemble the data after it reaches the destination. Cisco also started offering switches, which could send packets of data over fixed routes from one point to another.  Today, Cisco also offers a variety of other communications equipment and software. In 1985, non-router products generated 20% of Cisco’s sales but by 2001, this figure had grown to 61%.

Heads of MIS departments like Cisco because the networking giant is exceptionally good at customer relationship management.  Whenever there is a problem big or small, people managing corporate networks know they can trust Cisco.  Like IBM in the case of mainframes, buying Cisco routers is perceived to be a “safe” decision. To serve its customers better, Cisco has modified its organization structure from time to time.  In 1996, it created three lines of business – enterprises, small/medium businesses, service providers.  But this structure resulted in unhealthy competition among the divisions.  To reduce overlaps across different divisions and develop comprehensive solutions more smoothly, Cisco announced in August 2001, a reorganization into 11 groups.

Though Cisco has shaped industry standards by providing much of the hardware and software infrastructure behind the Internet, it has championed open standards and supported a wide range of protocols.  In fact, Cisco’s strategy has been to enable networking between Internet routers and a wide variety of other types of networking and communications technologies. 

Cisco has essentially redefined the concept of platform for Internet-based networking from the router to a set of software based communications standards that work with routers and other types of networking equipment. It has broadened the range of networking technologies that make up the platform.  

Cisco’s IOS (Internet Operating System) software acts as the glue that holds disparate networking technologies together.  Over time, IOS has become extremely large and cumbersome because of all the products and interfaces that Cisco has brought into the system.  Making changes or additions to the software is complex and slow, requiring hours to change even one line of code. Indeed, some analysts consider IOS to be Cisco’s Achilles heel.  

Meanwhile, as the technology market goes through a shakeout, the big question is whether Cisco can continue charging a premium for its products in a market where commoditisation is a distinct possibility. Companies like Dell have been selling low-end switches in recent years. Though Dell’s market share is currently small, Cisco realizes it cannot afford to ignore the PC maker. Huawei, a $3-billion-a-year, privately owned Chinese company, which develops and sells its own switches is also a major threat to Cisco’s Chinese operations.

Cisco feels there is no need to panic as the markets it serves are different from those for PCs and servers. Cisco controls the router and switch game from start to finish. In personal computers, Intel makes the chips, companies like IBM, HP, and Dell assemble the machines, Microsoft makes the operating system, and hundreds of companies develop applications.  In networking, by contrast, Cisco owns the hardware, the operating system, and the applications.  Any company that wants to dislodge Cisco will need to develop a range of competencies.  And that may not be too easy.

At the same time, Cisco cannot afford to underestimate the challenges it faces from rivals like Procket Networks, and Caspian Networks, who look well poised to build better Internet equipment for less money.  Caspian is making a super-switch that will combine the functions of three high-end switches into one.  Procket which is developing a next-generation router and switch, has attracted attention thanks to its $272 million venture capital funding and the pedigree of its founder, Larry Roberts, the inventor of the wide area network.

As mentioned earlier, one of Cisco’s main weaknesses is the operating system, IOS,  used in its routers and switches. The program was written soon after Cisco’s founding in 1985.  Over the years, Cisco has updated and modified the software, but many techies complain about its inadequacy.  Cisco’s customers remain loyal in part because they already have invested so much in it.  Any new, improved operating system could weaken that bond.  

Cisco feels that the maturity of IOS and its large team working on IOS are formidable entry barriers. But the history of disruptive technologies tells us that what starts as a mild wind can turn into a violent storm and uproot established players in no time as the momentum shifts in favour of a new technology.  A few years back, Microsoft decided it was better late than never to enter the Internet world.  Today, with its Internet Explorer and XP, Microsoft is as formidable a player as any other in Internet computing.  Can Cisco transit to a more sustainable business model? Will it be able to fortify its existing business model? These are questions to which we still do not have answers.

Cognizant Technology Solutions 

Chennai based software services provider, Cognizant Technology Solutions (Cognizant) is one of corporate India’s most successful business models. Cognizant is as much American as Indian in the way it is organized. Many of its senior managers are based in the US but the bulk of the company’s software developers work in India. In late 2003, the prestigious Forbes magazine ranked Cognizant as one of the top 15 small companies in the US.  Cognizant was also picked by Forbes as the best performing stock in 2002.  Among Indian software services providers, Cognizant has one of the highest billing rates and average revenues per customer. 

Unlike most Indian software companies, Cognizant has positioned itself as a US company with offshore development centers in India.  Cognizant’s belief is that as customers move from outsourcing software maintenance to outsourcing entire business applications, proximity and a deeper understanding of the client’s business environment are extremely important. So most of Cognizant’s senior management work out of US.  Cognizant has also been one of the first Indian software companies to align itself along verticals (industry segments) to facilitate the development of domain expertise that holds the key to moving up the software value chain.  

Another area where Cognizant is different is its financial strategy.  The company’s shares are listed in the US, not in India.  Cognizant believes since the US is the place where the key customers are based, they are the ones who should be able to track the company’s performance.  Most other Indian software companies including Infosys, first listed themselves in India and then decided to list themselves in the US more to raise capital than for any other reason.  

Cognizant has also been good at managing investors’ expectations.  Almost from the time of listing, the company has been telling analysts that operating margins beyond 18-20% are not sustainable.  Many Indian software companies raised investor expectations based on their earlier performance but failed to match these expectations later.  

Cognizant has been one of the few Indian software companies to obtain quality certification for all its facilities.  The company believes that in a seamless networked world, where the same job might be shared by different development centers, taking one center to the highest quality levels, while other centers lag behind, does not make sense.  

Cognizant has been somewhat choosy about selecting its customers.  But the company’s retention rates are much higher. Moreover, the company has been successful in leveraging its relationships to generate more revenue from a given customer.  Senior executives personally handle many of the key accounts. 

Cognizant is still a relatively small company.  And it is far too young to qualify as one of those “built to last” companies.  But its way of doing business has been refreshingly different. Given the current context, Cognizant certainly seems to have come up with a very innovative business model.  Indeed, many other leading Indian software companies seem to be trying to imitate what Cognizant has done all along. How well Cognizant can manage its customer relationships will determine the sustainability of its business model.

Wipro 

Wipro is one of India’s most well known companies. The company’s success has astounded analysts.  Wipro’s chairman, the reticent Azim Premji is one of India’s most famous and admired business personalities. One of the richest men in the world, Premji is heavily sought after by the media. But he remains shy and prefers to be left alone. 

Traditionally, a vegetable oils manufacturer, Wipro has successfully reinvented itself from time to time.  First, it moved into computer hardware, seeing the opportunities which opened up after a socialist government asked IBM to leave the country in 1977.  But soon, the company realized software was where the big opportunities lay.  So quickly, Wipro put software at center stage and began to develop its competencies accordingly.

Wipro remains a highly diversified company though much of the revenues come from software. And one of the reasons for successfully managing these diversified operations ranging from soaps to lighting to medical equipment to hydraulics to information technology is the company’s business model, that is driven by a set of core values that pervade the organization. Within this framework, individual heads of SBUs are allowed to run the business with a free hand.  

Most companies talk about values but Wipro actually practices them.  (See case at the end of Chapter IX). Premji constantly emphasizes that Wipro must be prepared to change all the time but the core beliefs must be honoured.  Otherwise he argues, the company will lose credibility.  It is not easy to do business in a country like India with complete integrity.  But Wipro has shown it is possible.  

A statement made by Premji in an interview
, sums up the Wipro story: “When I look at where we have come, what gives me tremendous satisfaction is not so much the success, but the fact that we achieved this success without compromising on the value we defined for ourselves.  Values combined with a powerful vision can turbo-charge a company to scale new heights and make it succeed beyond one’s wildest expectations.”

Wipro has already crossed a turnover of $1 billion.  It has assembled some of the most talented and driven people in the country.  As it grows rapidly, Wipro is recruiting people in thousands.  How efficiently Wipro can make these people imbibe its core values will determine the company’s success in the years to come. 

Ranbaxy Laboratories
 

In a country where most companies have been happy serving the needs of the huge domestic market, Ranbaxy has impressed one and all by its bold thinking.  Ranbaxy is one of the most global among Indian companies. Ranbaxy is still a small player in the global pharma industry.  But its vision, bold thinking and global forays make the company’s business model one of the most innovative in the country.

Starting with Calmpose, the famous sleeping bill, Ranbaxy developed strong capabilities in reverse engineering so much so that even a global company like Eli Lilly was impressed.  But Ranbaxy worked simultaneously on several fronts.  Under Parvinder Singh, son of the founder Bhai Mohan Singh, the company strengthened its technological and managerial capabilities.  Quality standards also improved.  It was Parvinder who began dreaming of a global presence.

Parvinder’s influence became stronger after he replaced his father, Bhai Mohan Singh as the CEO in 1993.  Parvinder spelt out his vision to become a global research based company.  He significantly strengthened Ranbaxy’s R&D capabilities and its global marketing infrastructure.  In many markets, it took time for results to come but Ranbaxy made bold commitments.  Between 1993 and 1998, Ranbaxy’s sales tripled while profits increased five fold.  In 1998, Ranbaxy achieved a major milestone when it became India’s first pharmaceutical company to get the clearance to launch cefaclor in USA under its own brand name.  In recent times, Ranbaxy has been aggressively filing Abbreviated New Drug Applications (ANDAs).

Despite Parvinder’s unfortunate demise in 1999, Ranbaxy has not slowed down.  D S Brar who took over from Parvinder has constantly emphasized the need for a global mindset.  He has been in favour of making bold commitments in an industry where gestation periods can be long.  As Brar prepares to make way for Brian Tempest, there are rumours that interference from the promoter family is increasing.  But the professional organization that Parvinder Singh built and which was strengthened by Brar looks well set to move Ranbaxy forward.  

Gujarat Ambuja Cements
 

At first sight, cement does not look like an industry with much scope for innovation.  Indeed, cement is the quintessential brick and mortar industry.  There have been no major breakthroughs in cement manufacturing or cement product for the past several years.  But Gujarat Ambuja (Ambuja) has proved that the scope to innovate is only limited by imagination. Ambuja’s quest for cost leadership has been driven by productivity improvement and cost cutting measures.  The company has won numerous awards for management excellence, quality and environment management.  

Even since its inception, Ambuja has believed in doing things in innovative and unconventional ways. The company’s modern plants, large kilns, high degree of automation, low manpower costs, low power tariff and low fuel costs have helped it to control costs in a way that is unmatched in the industry.  Ambuja has replaced coal by cheaper fuels like sugarcane.  The company has pioneered the use of ships to cut freight costs and backward integrated into ports and handling terminals to facilitate transportation by ship.  Ambuja constantly benchmarks itself against global leaders in the cement industry and imbibes their best practices.  

One of the main reasons for Ambuja’s success is its value system which empowers and encourages even ordinary employees to keep looking for ways to cut costs.  As the company’s internal documents mention: “Give a man orders. And he will do the task reasonably well. But let him set his own targets.  Give him freedom and authority. And his task becomes a Personal Mission: I can.”

Titan

The clear leader in the Indian watch industry, Titan has revolutionized the country’s watch market, with its emphasis on style and quality, backed by innovative distribution and brand management.  Titan has successfully created a strong brand identity for itself not only in India but also in several overseas markets.  Indeed, Titan is widely considered to be one of India’s most well managed consumer marketing companies. True, with a turnover of about Rs. 800 crores, Titan is still a small company.  Moreover, Titan’s global forays have only been partially successful so far.  But the very fact that Titan has succeeded in uprooting a well-entrenched player like HMT demonstrates the power of its business model.  

Titan’s success has largely been the result of sustained efforts to change the rules of the game.  For example, until the emergence of Titan, watch outlets in India had traditionally been small, dingy places located in the general market area of the town.  Many consumers would hesitate to walk into such shops. Titan introduced  elegant show rooms with a cheerful ambience that prompted customers to walk in and take a look.  

Segmentation, targeting and positioning have also played an important role in Titan’s success. The company’s advertisements have been catchy with a strong customer recall.  Encouraged by its success in watches, Titan has moved into jewellery which is an even bigger market.  

Titan is still a pigmy compared to global players like Swatch, Timex and Citizen.  But if its track record so far is any indication, the young management team at the helm of affairs, led by Bhaskar Bhatt looks well placed to take the company to even greater heights.

Infosys
 

So much has been written about Infosys that we need not waste any time, introducing the company or its, chairman, the highly respected N R Narayana Murthy.  The best way to sum up Infosys’ business model is to quote Chidanand Rajghatta, one of our leading journalists
.  “Infosys’ greatest contribution was to bring about a sense of decency, transparency and public commitment to business practices in India.  It burnished the Indian corporate image with its unorthodox and selfless ways while at the same time showing handsome growth quarter after quarter.”  

In a recent interview with the author, Infosys COO and Deputy Managing Director, M S Gopala Krishnan explained, “We have based our whole operation on a foundation of strong value system.  We have learnt that a clear conscience is the softest pillow.  We are careful never to compromise that despite the challenges.  We also wanted to prove that it is possible to be profitable through ethical and legal means.” 

Infosys is a dream employer for most Indian software engineers.  The company’s selection process ensures that only the best make it. The company lays a premium on learning.  All employees are expected to upgrade their knowledge of technology and the business on an ongoing basis.  The company believes in meritocracy.  All new ideas are given a careful hearing so that even if they are rejected, employees do not feel hurt.  Strong systems and processes are in place to ensure that operations are managed efficiently.  

The Infosys Leadership Institute (ILI) at Mysore, is a good example of the company’s commitment to building future leaders.  The top management including Murthy and CEO Nandan Nilekani conduct classes for high potential managers at ILI.  

Infosys is exceptionally good at managing its finances. The company pays a lot of attention to risk management.  Infosys’ conservative approach to financial management gives its balance sheet an element of solidity that many Indian companies lack. The company’s financial reporting practices are among the best in the world.

When it comes to corporate governance, Infosys has set new standards.  The board is full of independent directors who are luminaries in their respective fields.  Board members lead by example and are committed to achieving the individual targets they set for themselves. 

Asian Paints
In the Indian paint industry, Asian Paints (AP) is the clear market leader.  In 2002, the prestigious Forbes Magazine included AP as one of the 200 best small companies in the world.  

When AP started its operations, it was up against international paint companies like British Paints.  The company decided to change the rules of the game by going where the customer was, to the remotest corners of the country.  AP’s mascot, Gattu became one of the most recognized symbols in India.  

The paint industry being heavily raw material intensive, AP decided to backward integrate.  AP also strengthened its information systems at a time when Information Technology (IT) was virtually unheard of, in the country.  IT helped AP to manage its supply chain efficiently. 

Once it had consolidated its position in the domestic market, AP started globalising in select geographic regions like Asia.  AP also introduced Colour world which enabled dealers to mix different colours and give the customers the shade of their choice at the point of purchase.  

AP’s advertising and promotion schemes have been highly imaginative and eye catching.  The company’s ads have a strong brand recall.  Many of the ads symbolize middle class values with which people can easily identify.  They also have a strong emotional appeal.  

AP’s dream is to become one of the top five decorative paints companies in the world.  The company has made several moves in recent times to expand its global presence, especially in Asia. If the past is any indication, AP’s Gujarati entrepreneurship and a strong professional management team look well placed to translate this dream into a reality.

Housing Development Finance Corporation
 
Housing Development Finance Corporation (HDFC) has come to be known as the extra ordinary company run for ordinary Indians. HDFC is India’s premier housing finance company and one of the country’s most well known financial institutions.  Chairman, Deepak Parekh is one of the most admired and respected business personalities in the country.  

The strength of HDFC’s business model has emanated from its identification of a customer need.  HDFC realized a great business opportunity lay in helping ordinary middle class Indians to own a home.  It was from this idea that HDFC started putting   in place infrastructure, systems and processes that would attract customers and make the process of obtaining loans a pleasant experience.  

HDFC realized success demanded a lean and efficient organization, capable of minimizing transaction costs and able to survive on small spreads.  HDFC also brought in a strong customer orientation by treating customers with dignity and respect in an environment where the borrower had always been looked down upon by the lender.  HDFC also realized success depended on both the asset and liability side of the balance sheet.  Funds had to be mobilized at a low cost and loan recoveries had to be efficient.  

HDFC’s human resources policies have supported its business model. The company has always encouraged teamwork.  It has never been in favour of stars.  That is why it has not been a heavy recruiter at the leading management institutes.  Salaries are not very high but HDFC has wealth sharing schemes for employees.  Moreover, even for the lowest level employees, there are career paths provided they are willing to stretch themselves and upgrade their skills. 

Today, despite competition from new entrants, HDFC looks well placed in the housing finance industry.  Encouraged by its success, HDFC has successfully diversified into several new areas like banking and insurance.

Concluding Notes

The examples provided in this chapter illustrate how business model innovations take place.  No theory is powerful enough to explain the phenomenon completely.  But the basic building blocks are now clear. Companies must be clear about which customers they are targeting and how they are going to meet their needs, better than anyone else around.  It looks simple in theory.  But in practice, it is extremely difficult. 
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