5.1 CORPORATE-LEVEL STRATEGIES

Corporate-level strategies (or simply, corporate strategies) are basically about decns:ons related to:
llocating resources among the different businesses of a firm '
transfcmng resources from one set of businesses to others and
\3/Managing and nurturing a portfolio of businesses.
These decisions are taken so that the overall corporate objectives are achieved.

Corporate strategies help to exercise the choice of direction that an organisation adopts. There could be a
small business firm involved in a single business or a large, complex and diversified conglomerate with
several different businesses. The corporate strategy in both these cases would be abouf{the basic direction of
the firm as a whole.)In the case of the small firm having a single business, it could mean the adoption of
courses of action that yield better profitability for the firm. In the case of the large, multi-business firm, the
corporate strategy would also be about managing the various businesses for maximising their conmbutlon to
 the overall corporate objectives and transferring resources from one set of businesses to others.

Recall that in Section 2.4, we referred to the concept of busin€ss definitiomyAbell has suggested deﬁmng
a business along the three dimensions of customer groups, customer functions and alternative technologies. >
The business definition for a small firm would be simple while that for a large firm, it would be quite complex.
A large firm would consist of several businesses, each of whlch could be defined in terms of these three
dimensions.

The complexity o e firms arises from the fact that each of its businesses, defined along the t]u'ee
dimensions, result in a variety of customer groups, customer functions and alternative technologles that a
firm is involved with. It is therefore common to find multi-business firms with interests in serving a diverse
base of customer groups, performing for them a vanety of customer functions, and makmg use of a range of
several different technologies.

An analysis based on business deﬁmnon provides a set of stratcglc aItemanves that an orgamsatlon can
consider. (:Strateglc alternatives revolve around the question of whether to continue or change the business
the enterprise is currently in or improve the efficiency and effectiveness with which the firm achieves its

its chosen business sector’.{According to Glueck, there are four strategic alternatives:

corporate objectives in :
expansion, stability, retrenchment and any combination of these three )

—————
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gxhiblt 5.1 Major reasons for adopting ifrer

Expansion stralegy is adopted because:
1. Itmay become imperative when the ey
i ronment demands inereage in tvi -
2. Peychologically, strateglsts may feel more satishicq it the woremer, ahacihy. .
executives may take pride in presidin prospects of growth from expansion: chief
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stabillty strategy is adopted because: Y rations may accrue.

1. Nis less risky, involves less thanges and
2. Theﬁrj:srynent faced is relative?y st_ap_[p.pe TR TG bt W Ringn e Dy
3. Expansion may be perceived as being threatening.
4. Consolidation is sought through stabilising after a period of rapid expansion.
Retrenchment strategy is adopted because: :
1. The management no longer wishes to remain in business either partly or wholly, dus to continuous losses
and the organisation becoming unviable.
2. The environment faced is thr_e_a;tgnmf/. -
3. Stability can be ensured by reallocation of resources from unprofitable to profitable businesses.
Combination Strategy is adopted because:,

1. The organisation islaw'r'g;e;and faces cﬂmmﬁm
2. The organisation is composed of different :bUsinessgs, each of which lies in a different industry, requinng a
different response. T ' o '

ganisation aims at high growth by substantially
s of theit respective custom!(g:)uf’s- castomer
Y=—1n order to imprave its overall performance.
ntensification strategies,

ent comporate strategies

Exhibit 5.1 prescnis'thé major reasons 'why- each of the different corporate strategies is f*dopted. Because of
the many reasons for which they are adopted, expansion strategies are quite popular. Given below are three
examples to show how companies can aim at expansion either in terms of customer groups, customer

functions or alternative technologies.
.* A chocolate manufacturer expands

oz ‘i - adolescents.
existing customers cCOmMprsing children and . _ : . —_—
s g roker’s firm offers personalised financial services to small investors apart from its normal func

tions of dealing in shares and debentures, in order to increase the scope of its business and spread its

its customer group to include middle-aged and old persons to its

» Tl:;nﬁng firm changes from the raditional letter press printing to desk-top publishing in order to
increase its production and ol in one or the other direction so as to substantially alterits

1 S the Compan.‘/ mO\'e.S . . . any's internal
presizrc;lu? ?:3:;;;?2?1 ’ Expansioﬂ strategies have a profound impact on the 5.nmpan.!_§__v1t§1 e
INEs : 4

co i i i ctioning.”
: Imost all aspects of jnternal functio

Afiguraj + 5 extensive changes 11 81150 gpecis

___gﬂ__%a}uon, causin_g. exiensiyes. _

Pl
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Stability Strategics deina Loved SHEAL whenil aﬂC‘:’{pts at incremental improvement
an organis?i o esses in terms of their respective customer

or morc of fs WU r collectively.

. : ‘inl 0 .
technologics - €ither s gly ples tollustrate how organisationg

three exam X g
oﬂ-:,f hcrc; ;::cﬂ groups, custommer functions and alternative
cus ! i

one

groups, customer functions, ahd alternative (¢

In order to undcrstand how stability strategics W
could aim at stability in cach of the three dimenstons o
technologics respectively. i institution al buyers, apart from its consumer

~/® A packaged tca company provides special service (0 e bilk buying and thus improve its marketing

sales through market intermediaries, in order to encou

A ice to its €xi
o A copicr machine company provides better after-sales scn'flc _ -
les of accessories and cons

company and product image and increase sa . o

» Astec] gompal;y modernises its plant to improve efficiency and Pm‘_iucm"y ) i they-serve the sus
Note that all three companics here, do not go beyond what they are d“‘“g_ preaict ty ;ab'l'{ T

markets with the present products using the existing technology. The strategles aif ais : i {h ey - ing ¢

companies to marginally improve their performance of, at Jeast, letting them remain w er.?._ ¥y e case

they face a volatile environment and a highly competitive market. T‘he essence ’of stability strategies is,

therefore, not doing anything but sustaining moderate growth in line with the existing trends. o
Sometimes, strategists, like army commanders, think it better to retreat than to advance. It is in such

situations that retrenchment is a feasible strategic altgmative. _ )

sting customers to improve its
mables.

_ Retrenchment Strategies

The corporate strategy of retrenchment is followed when an organisation aims at contraction of its activities
through a substantial reduction or elimination of the scope of one or more of its businesses in terms of their
respective customer groups, customer functions or alternative technologies—either singly or jointly—in
order to improve its overall performance. o

Retrenchment involves total or partial withdrawal from a customer group, customer function, or ase of an
alternative technology in one or more of a firm’s businesses, as can be seen from the situations given below:

o A pharmaceutical firm pulls out from retail selling to concentrate on institutional selling in order to
reduce the size of its sales force and increase marketing efficiency.

e A corporate hospital decides to focus only on specialty treatment and realise higher revenues by reduc-
ing its commitment to general cases which are typically less profitable to deal with.

e A training institution attempts to serve a larger clientele through the distance learning system and discard
its face-to-face interaction methodology of training in order to reduce its expenses and use the existing
facilities and personnel more efficiently. ' :

In this manner, retrenchment attempts to ‘trim the fat’ and results in a ‘slimmer’ orgénisation bereft of
unprofitable customer groups, customer functions or alternative technologies. All the situations‘describcd
above are, in fact, an over-simplification of the complex reality that an organisation faces. In order to deal
with the real-life situations, organisations have to evolve a combination of the thiee Sﬂ'ateg.ies

Combination Strategies

The combination suralegy 15 followed when an organisation adopts a mixture of stability exﬁansion and
]

retrenchment strategies, either at the same time in its different businesses or at different times in one of its
businesses, with the aim of improving its performance.

Any combination straiegy i the resul Of a serivus attempt on the part of strategists to take into account the
variety of environmental and organisational factors that affect the process of strategy formulation.

n ner

-
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ated situations pep,

E:,::’:;::g B havi loe(:?]fg ;cl?uu;a compi‘ex solutions, Combination strategies are the complex soly-
Observe how the two ¢ aced with the challenges qf real-life business

(stability) and expands it roduct °1Ing of decoratiye paints to provi

s : Iange to . ;
taneously, it decides 1o close dow g tO.m‘cl.ude 1ndustrial and 5
(retrcnch‘mem).

e Over the years, strateos

s : Ces, while major e€xpansion has taken place in
followed, bogy sequentally S and construetiop b.usmess. A variety of strategies have thus beep
nature of the conglomerate h 4 the Company at:tu?]]eya' ?: A compex veb g, e wi "
We proceed now 10 a descriptiop of th :
following Strategies wil] be g

€ major types of Strategies that organisati
‘ eumcliy g g rgantsations usually adopt. The
1. Expansion Strategies
7 (a) Expansion through Concentration —

!r/ Eb; gxpansion through integration ,
¢) Expansion through diversificar: -

I @ Expansion through ﬁi’
() Expansion through intcmationalisatimv
(f) Expansion through digitalisation J

. Stability Strategies’
(a) No change Strategies
(b) Pause/proceed with caution strategies
() Profit strategies '

3. Retrenchment strategies

(a) Turnaround strategies
(b) Divestment strategies

(c) Liquidation strategies o

4. Combination stralegies
(a) Simultaneous combination i RSN
(b) Sequential combination : »

(c) Combination of simultaneous and sequential strategies N _ e
Growthis a way of life. Almost all organisations planto exp.and‘ This is why €xpansion strategies are }he
Most popular corporate strategies. Companies aim for substantial growth. A Erowing economy, burgeoning
markets, customers seeking new ways of need satisfaction and emerging technologrgs offer ample
i i k expansion. L '
B P&?:E:f;:i:i:ﬁ?fm : 80:10::;“5;1, through coi?cenu‘ation', integration ar‘ld di.versiﬁc'auon.. T!le ncx(;
chapter will deal with the three other types of expansionstrategies of cooperation, niEmationlsso

digitalisation. "

52 CON TION STRATEGIES . e 2
L(: COl\_CEl,WR‘.\mPI e, first-level type of expansion strategy. It involveﬁlﬁmwmw
ncentration is a si ’

in terms of their respective customer needs, customer functions-., or altemauvi
lore o : umn?ss;ts :::_ ;Z?:ﬂy_.;‘n such a manner that expansion msu@lﬂ Strategic managemen
echnologies—either singly ‘

n ner



http://scannergo.net/?utm_source=pdf&utm_medium=watermark&utm_campaign=scannergo

150 Strategic Management and Business Policy -
, g s intensification, focus or specialisation

; ; . jously a
terminology, concentration strategies are known vari

Strategies.

Peters and Waterman (1982), in their In Search for e piesars, - other words, the *stick to
firms which they called as ‘stick to the knittin » 4 Concentration

. now they are best at doing.
the knitting’ strategies. Excellent Tirm¥Tend to rely on d°m.g what ﬂ:;yol;nmsomres in a product line for an
In practical terms, concentration strategics involve an investme who have studied a basic marketing
identified market, with the help of proven technology. Most of you  howninE <hibit 5.2. This was
course would be familiar with the classic Ansoff's product-market lmatl:l“ used by strategic planners and
proposed in a 1957 article in the Harvard Business Review _,‘and 15 :_;u sions. We will see here three types
marketers interested in finding out the growth directions for their organisations.

-ercification i ection.
of growth strategies proposed by Ansoff and take up diversification in a later s

Excellence advocated a parameter for successful

Exhibit 5.2 Ansoff Product-Market Matrix ,”~

A
o ;
PRODUCT
/ PRESENT NEW

MARKET RVV PR
™ W - A
- ‘))4-"""“&\" i
MARKET PRODUCT . !\3,.\“‘ T /
PRESENT PENETRATION | DEVELOPMENT | ' 1™ X

MARKET DIVERSIFICATION
NEW DEVELOPMENT

I

i B i [ :
. Source; Adapted from H, 1. Ansoff, *Strategies for Dwvers: *, Harvard Business Review, 1957, 5, pp. 113-
124. C

The product-market matrix provides us three types of concentration sirategies:

1. Market peetration fnvolves selling mor¢ products 1o the same market:Ja firm may attempt at focussing
intensely on existing markets with its present products, tﬁﬁrml‘ﬁénclration type of concentration.
Besides the primary objective of increasing usage by existing customers, market penetration strategies
are also used to maintain or increase market share of present products, restructure a mature market by
driving.Qut competitors, and secure dominance in growth markets. Budget airlines in India went into
aggressive marketing with low pricihg-adopfing a market peietration type of concentration strategy,
resulting in a very high growth rate for the aviation industry for several years,

2. Market development involves selling the same products to new markets: it may Iry attracting-naw Users
for existing products, resulting in a market development type of concentration. New markets may not
n'é'é'ggéaﬁl)ws;nse; they can be demographic, for instance, offerin g the same prod-
uct with a different priciiig erent set of customers. Yet, finding new regions where the same
product could be sold remains the basic thrust in a market development strategy. Coir is a major agricul-
tural commodity produced in southern, north-eastern and western India. The coir industry has faced

T .



http://scannergo.net/?utm_source=pdf&utm_medium=watermark&utm_campaign=scannergo

corp("ate'le\fel S{rlate

gies: Concenfration,
severe crisis due to the g |

" . yn
strategies in the coir iy
for discerning Customers

3. Product developmen; in

Integration ang Diversification 151
thetic foq

‘;o'i?:ma ly inthe €Xports markets, - Tonment'f‘ifﬂqiy product

ucls Tt existirig Akt by oo 5 MY Products o' e

not been able td'at&éct n ew y cﬁncentration On product P e ' ]

golfing or ayurveda-byge, Cu%tomers in significant numbers, Ney : 113m industry in [nd;q has
Medica) ¢ Products

the tourism in dustry to — :e ment destination age Some of the prod
: urists, -

For expansioh, concentration ; @ -
, o ation is often the first .
would ke doing more of whay i1 already doing, & g oTCe Srte

A o _ doing. A firm that i
10 Invest more in knowp businesses rather thangi A

there are established ways of doing things, Firmn .unkno-Wn . .Ea‘:]’ industry i unique in the sense that
Bajaj Auto has cons; - or idhsines,
it to be a high growth

__ Proven products manufactured through tried and testeci
technology and sold in familiar markets.; -+ | o

- . Xerox India (formerly Modi Xerox) is the Indian subsidiary of Xerox Corporation, the well-known

American printer, photocopier and office-supplies company. In a bid to expand its share in the small and
medium businesses segment in India, Xerox adopted a concentration Strategy through market penetration,
market development and product deve!opment. For mket penetration, it offered print job servic? th:oufgh
multifunctional devices to consolidate its market standing, It launched several new office products mclufimg
laser printers and multi-functional devices, increasing its product range to over 20 products and services.
Market development activities included educating the small business entrepreneurs to create new markets for
i L : 4 .‘_" ) :
its products. i B : _

. : centrati ies have several advantages.

It is obvious that concentration strategies ha i .
%’ Concentration involves minimal organisational chang¥s, soitis ]egs m:ga{emng. the managers of a ﬁfm
wt . T : 2

- - ' resent businesses. . e _
e co;q fﬂg at;]C wit:l;h:etl:ar one or a few businesses and enable it to specialise by gaining an in-
e It also enables the firm to maste _ SERCA : —
¥ of these businesses. , fas

_ Gepth k;;owled.gz ?)fftrl;zlrccs on a few businesses may also create conditions for the firm to dgvelﬂp a
e nse focussin C50U . e ———
/E:;pbtitj ve advantage.

. 1o with known situations, - o
s dealing with known s \ ; amiliar with them.
.® Managers face less roblemhin- the firm are developed in such'a way that people am:lt?-mnfl)ﬁ ‘:)1( e
® Systems and processes Wit ¢ is under less strain as there is high level of predictability. E :
; — ing proces P
'®_The decision-making pr

is valuable as it is rcplical_?l_e. |
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o one basket has its OWI problems,

o 6 purtine all €2gs 1 S
4 . T ing a .
But concentration strategies have thclrWO' :::; dﬁsu’y- Adverse conditions in an industry affect

. o Concentration strategies are heavil Lo tial for industry growth, industry attractiveness
" the firms if they are intensel§ concentrated. The poten 10 3 recession, the concentrated firminii

; : in g
and industry maturity are variable factors. If an industry g0es 100 crowded with competitors, its attrac-
findsit oo dificult 0 withdraw from it. I an industry besoI wured, it places constraints on a con-
tiveness decreases for existing players. For an indus

try that has ma
centrated firm for further expansion. . - o f newer
ergence ol né
e Factors such as product gbsolescence, fickleness of markets and em glh ety =2
i = r—r—-—a"‘ edin any one of these 1aCes 1522, .
W o e Tl fa known thing Such a situation may create an
. : in doing too much of a Kno : . .
o Concentration strategies may result in doing t ‘erestand find the working | allenging

organisational inertia; managers may not be able to sustain in

- and stimulating, o

' ‘ e a firm. For expan-

» Concentration strategies may lead to gash flow problems that pose 8 41lemma b:‘f::v iy businepsses
sion through concentration, large cash inflows are required for building up ass s :

ften face a cash surplus with little scope for

are growing. But when these businesses mature, firms 0 k for investment oppor
investing in the present businesses. In fact, this may be the reason why firms look for inves el

~ tunities outside the present industry, resulting in integration and diversification. o :
o When firms use their existing base to expand in the direction of their raw materials or the ultimate
consumers or, alternatively, they acquire complementary or adjacent businesses, mtegrattqn takes place.

Expansion through jntegration is the subject matter of the next section.

technologies are

'5.3 INTEGRATION STRATEGIES | . ,
L;ntcgration means combining activities related to the present activity of a firm. Such a combination may be
one on the basis of the value chain.|In Section 4.4, we saw that a valué chain is a set of interlinked actjvities
performed by an organisation, right from procurement of basic raw materials down to the marketing of
finished products to the ultimate consumers. So, a firm may move up or down the-value chain to concentrate
more comprehensively on the customers groups and needs that it is already serving. A firm adopting
integration as an expansion strategy commils itsell to adjacent businesses, The pivot around which integration
strategies are designed is the present set of customer functions and customer groups, In other words, a
company attempts to widen the scope of its business definition in such a manner that it results in serving the
same set of customers, The alternative technology dimension of the business definition undergoes a change.
- Integration is an expansion stralegy as its adoption results in a widening of the scope of the business
definition of a firm. Integration is also a subset of diversification strategies, as we will shortly see, for it
involves doing something different from what the firm had been previously doing. Several process-based
industries such as hydrocarbons, petrochemicals, steel or textiles have integrated firms, These firms deal with
products having a value chain extending from™the basic raw materials to the ultimate consumer. Firms
operating at one end of the value chain attempt to move up or down through the process integrating a(;tivities
adjacent to their present activities. .

There are certain conditions under which firms are motivated to adopt intcgrﬁtio'n s:rzitcgies 'I‘ransz;ction
cost economics, a branch of study in economics of transactions and their costs, helps to ex plainT the situation
where integration stral?gies could work. According to transaction cost economics, a ‘make or buy’ decision
is taken when firms wish to negotiate with suppliers or buyers. The costs of mal::in'g the ite 3 ; ?ls:h
manufacture of one’s own products are to be evaluated against the cost of procuring them fr ms use ! in [;

“the costs of making are less than the cost of procurement, then the firm moyes up the value l? m supp igrs,h
items itself. Likewise, if the costs of selling the finished products are lésser than the ri : f:;ﬂ_ G s
to do the same thing, then it is profitable for the firm to move down the valye chain f E}”_ It):u 1o the sellers
firm adopts an integration strategy. ~HROth cse:pases, K1e
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Igor Ansoff has presented

. . another matrix, besides the product-market matrix shown in Exhibit 5.2, which
“i‘.‘t.ns;ge different types of integration (as well as diversification) strategies. This matrix is presented in'
Exhibit 5.3. s : s . BTG .

T o ber

Exhiblt 5.3 Ansoffs matrix for c@iversiﬁéation strategies

. . Newproducts

: : Related technology _ - - Unrelated technology =
. New functions A R e T T SR TR TR R R
Firm its own customer: - - R S "\{ertical integration > ,". .
SametYPWfPFOdUCt 2 . Horizontal diversification
Similar type of product  Marketing an T Marketing related .
S ... technology-related P LR * concentric”,

o diversification e T et
NGWWPB(?(DEOQUC!.,. : Technology-related_ st - Conglomerate |
-. ' concentric diversification o T Gerification

Source: Adapte_d from H.L. Ansoft, Corporate Strategy, New York; McGraw-Hill, 1965, p.132.- -
According to Ansoff firms operate on the two dimensions of new products and new functions, New products
could be made through related technology or unrelated technology. The new functions could range from the
firm being its own customer

. and orizontal and v;:rtical integration no
types of diversification

' w. The other twb:
strategies will be taken up in the next section, :

Horizontal lnl_cgration T ey o ' ' § o s e g 0 g

concentration, whatever the organisation does, nd its own boundaries. But when an
organisation moves beyond its boundaries into

the domain of the industry it is operating in, it no Jonger is
a%vpvt}ilng a concentration strategy. It goes over t

o the adoption of horizontal integration. 7 . ! kY

hen an organisation takes up the same type of prdducts at the  same level of productjon or marketing

process, it is said to follow a strategy of horizontal integration|For example, a luggage company taking over
its rival luggage cofnpany is horizontal in

tegration (also known as acquisition or merger), A horizontal

it does not move. it beyon

by buying a competitor’s
Yet, it does not take the
industry, serving the same
ame technologies. Horizontal

: of the means for integrating
isitions in a subsequent chapter. .

a horizontal integration Strategy keeps the organisatjdn-at"the same

or to benefit from economies of scale,
business definition. It still remains in the same

its existing products, by the means of the s
integration is quite similar to mergers and acquisitions since these are one
horizontally. We would be dealing with mergers and acqu
 In terms of value chain terminology,
level, This means that if the company

strategy, it becomes a bigger shoe manuf

organisation beyond its existing
markets and customers through
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. ions functions. When a com
Horizontal integration cxists both in terms of the marketing andazi;’leg::;: of subsidiaries selling the f;nue i
wishes to sell in various geographical market segments. it can ha:icﬁ“g' When acompany has several fayq,
products widely, making it horizontally integrated in terms Of,ma ated marketing network, itis hOTiZOntally
ries producing the same products and selling them through an integr |
integrated in terms of production. : intceration strategy bein

The banking industry in India offers a relevant context for 2 mn?ﬂ::i:::ﬁionsoli A aﬁfi arlaiﬁ :sl;‘éfzr

consolidation. There has been a spatc of takeovers of smaller banks in Global Trust Bank, Sangli Bankgbr
size. The takeover of Gancsh Bank by Federal Bank, Nedungadi Bank by Glo kORI ank by
; f the examples of horizontal integration, A
ICICI Bank, and United Western Bank by IDBI Bank are some 0 ; f itvelasger bk s
common factor in these consolidation exercises is the synergy foreseen in term 0 £ panding
their reach and cnhancing their regional presence in India. _ i '

Taking the specific caie of thcghariml:;ai integration by the amalgamation of Unatf!c:l“{e.ztern B:mk "“’f’
Industrial Development Bank of India (IDBI), we find that IDBI was able to substantially ;(n Gr:ase its reta]
presence by adding the 230-bank branches network to its own smaller 181 branct_ies network. Letting around
the Reserve Bank of India's restriction on opening mew bank branches is easier ‘thruu‘gh. such ag
amalgamation. In terms of marketing, IDBI gets to enhance its credit pfoﬁle: IDBI is doml.nant in industria}
financing while United Western is strong in agricultural credit financing throu Igh‘lts semi-urban and mmj
branches. Owing to its past history of being a financial institution, IDBI m.ostiy is in long-term borrowings,
With United Western, it gets access to lower cost deposit base, Horizontal integration thus can prove tobe s
win-win game for both the banks.”

The nature of horizontal integration strategy offers a unique benefit to industries and sectors where the
small size of organisations is a challenge to overcome in realising objectives of efficiency and effectiveness,
These could be small-scale industries, cooperative societies and non-governmental organisations (NGOs).
These are typically small in size with limited impact. For them, a horizontal integration strategy often
becomes an innovative means of increasing the size of the impact rather than merely augmenting the physical
size. A group of small-scale industrial units in similar product-market lines may get together to make bulk
purchases in order to reap the benefits of a higher bargaining power with supplier, lower costs and increased
accessibility. Several NGOs working in complementary fields such as micro-credit or rain water harvesting
may get together to share resources, expertise, networking, and becoming knowledge repositories.

A project funded by Childreach, a US-based branch of the Indian NGO network PLAN—a large NGO
working internationally for child sponsorshi p—brought together five NGOs within India, illustrating how
scaling up of impact could take place without increasing the physical size. The five NGOs worked in different
ecological areas, adopted v'aried strategies of scaling up of impact and existed in different stages of evolution.
Through the means of horizontal integration, it became possible to expand the number and diversity of the
social activities undertaken * ! _
gration strategy. Some of these are:

s toalower cost structure by spreading ovef
arger base of products, thereby reducing the per-unit cost resulting it

scope. This is due 10 @ better utilisation of assets,

’ !nf‘rmsed medmdd&?rmm Horizonta) integration allows organisations to offer customers 3
wider mngc!u pro m:nsr mldcau be bundled 1ogeiher, Through product bundling, the customer gets w
buy 8 complele TAnge of products at a single combined pyj : : roduct

cari rice, thus, -antage of
differentiation. price, thus, providing the advantage of P
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€ organisation thro 3

® Reductioninindustry rivalry ~ Afger horizontal integration there are fewer competitors left in the indus-

try, thereby reducing the intensity of industry rivalry, ’

The several advantages of horizontal integration should not blind us 1o the risks. There are some risks in-
volved in horizontal integration \ike those mentioned below:

e There is little practical evidence to show that horizontal integation in the form of mergers actually doesl

_ increase the value of an organisation. '

¢ Horizontal integration increases size.

But increasing size mMay attract the provisions of the monopolies
and restrictive trade practices act or which

cver anti-trust laws are in force in a country.
* Justlike computer hardware and software a

re two entirely different products, economies of scope do not
necessarily arise out of horizontal integration,
Vertical Integration

ation, Backward integration
e organisation ahead, taking it

Exhibit 5.4 Integration strategies _Easegi on véiue "_c‘hai_h system in textile industry

-

Backward |

- . |eREsent|
| Integration <<, ————-—1 POSITION

- _Fomar_d
T OFRRM T "| Integration

_'ll.. "

4 T g . [ .
Filament
Hydrocarbons PetrochemicalH extrusion

Y

Spinnin;HProcassln;Hiarments

h

!

Domestic

Export
markats

Agricuiture / Cotlon, wool, \
sericulture [~  and silk _\* Ginning
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8 B complete manner, L€. they move backwarg &

y d? o “:):: read about a fully integrated textile of stee] mill,
e ylue chain system activities, from raw materia]g ¢,
f va to have partial vertical integra:ign

Generally, when firms integrate veﬂ?ca"}’, the
forward decisively, resulting in & full integration. :
it means a company that traverses the full 1:81ng Fally, its possible i
maketng Bt ia afim doet 1 S strate éies are taper integration and quasi integratiop °
i ial vertical integration i uirements and to buy the re
strategies too., Two such partial vertical in "t of theit own 1€g ents y the reg
Taper integration strategies require firms to make a P o< most of their requirements from ogye

; ; ure :
outlers, Thea gt ot feR mmgwsz\f:cniﬁaﬁy industrial units and outsourcing through
fims in which they have an ounership Set on. For outsourcing (0 take place, firms usually creare

subcontracting are adapted forms of quasi integr i : . ts such as design and bluep;
; s ng requiremen Printy
captive supply sources by providing a part of the manufacturing req 4 supply to the firm. Outsourcing b

an
and raw materials to the subcontractors, who then r.nake the pm'.tsthe rowing IT industry. But outsourciy
generated considerable interest in India owing to its importance inthe g g

is a much wider concept as we see in Exhibit 5.5.

Exhibit 5.5 The vertical disintegration strategy of outsourcing .

When organisations decide to stop or postgone making some ;
part or component or cease providing some service internally and comrgct it to outsicfe suppliers and manufac-
turers, outsourcing takes place. The basis of outsourcing is the economics of preduction. ltis comn.mn senseto .
let others do something that they can do in a cheaper, better and faster way and focus oneself on doing what one
does the best. ‘ SR v - 5 &

~ Gilley and Rasheed define outsourcing as ‘procuring something that was either originally sourced internally
{i.e. vertical disintegration) or could have been sourced internally notwithstanding the gecision to go outside (i.e.
make or buy).’ x B e VR ORE o W T e % C x

As a strategic aternative, outsourcing is the strategy of vertical disintegration, i.e., the reverse of vertical
integration. Vertical disintegration takes place when activities in the value chain are taken away from an
organisation, to be performed by another organisation that can do them more economically. Vertical disintegra-
tion is sometimes called fragmentation strategy as value chain ;iclivities are distributed to different manufactur-
ers and service providers. '

Outsourcing or vertical disintegration is not a viable strategic alternative in cases where technological re-
quirements do not permit segregation of value chain activities. This often is the case in process-based industries
such as aluminium or petrochemicals. However, operations and services outside the scope of processes can
still be outsourced. A large range of services that come under the general category of facilities like catering,
cleaning, maintenance and security are increasingly being outsourced. Organisations frequently outsource o
third-party logistics providers too. However, IT and related services constitute the maximum scope for
outsourcing. The Indian IT industry has been a major beneficiary of the global trend of outsourcing and now is
moving 1o & situation where outsourcing may take place to other developing countries, from India. Here one
needs to distinguish clearly between organisations that are in the business of outsourc.ing as many of the IT
service prowc!ers are and the organisations that outsource some of its activities as a strategic decision. Thus,
local companies such as Infosyfs Technologies, Patni Computer Systems or Tata Consultancy Servic;%s and

Outsourcing simply means sourcing from outside.

when they decide to outsource.
The vertical disintegration strategy of outsourcing offers ge
+ Reduced capital and operational costs
o Freeing up assets for more productive use
¢ Enabiing focus on activities in core competences argas
. Qfamp!emanting resource base with outsourcing Pannerg
\ g
S

i

veral advantages, many of which are obvious.
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. e Utilising ﬁd\fanced technologies a\rallable with outsourcmg partners . " . z oy
. Dealing with business upturns and downtums through the flexibility outsourcing offers =+ . &~ « i

. Outsourcing is a viable strategy altematwe providad the risks assoc!ated with It can be minimised. These fisks -
could be:,

! TR - S S . ST
e Focusing on short-term beneﬁts . . o _ 5 RBS. § o &
_ -» Dependence on outside suppliers o, . . ' _ - o
o Loss of information to outsiders '

R L A Y

k!

o Increased complexity in managing the total supply chain managemenl system .

. Sources: C. Harland, L. Knight, R. Lamming & H. Walker, “Outsourcing: Assessing the- risks S BRI 16

organisations, sectors and nations”, Interational Journal of Operations & Production Management, 25:9, 2005, .
. pp. 831-85; Gilley, K.M. and Rasheed, A. (2000), “Making more by doing less: an analysis of outsourcing and its..
effects on firm performance”, Jouma of Management, 26:4, pp. 763-90; T, Rothaermel, M.A. Hitt & L.A. Jobe,:

Balancing vertical integration and strategic outsourcing: Effects of product portfolio, product Success, and firm
performance, Strategic Management Journal, 2008, Vol. 27, pp. 1033-1056.. '

- A
Lo £

Despite the hype about outsourcing and vertical i integration, they are stralegles having hm_tang_, s, Some
of the major pitfalls in using vertical i lntegranon strategies extensively are:”

¢ Increased costs of coordinating integration over multiple stages of value chain

K Potential for either excess capacity or under-unhsanon of resources because of uneven productmty
across different value chain activities

o Technological obsolescence due to relying on outside manufacturers |

e Loss of strategic flexibility owing to dependence on outsuiers

‘e Increased mobility and exit barriers ;

o Tight coupling to poor performing ‘business units owmg to dependence S
o Lack of information and feedback from suppllers and dlstnbutors N

* Vertical integration has to be used judiciously to avoid the loss’ of strategm ﬂembxhty and hlghcr
managcnal cost of integration.

- All integration strategles requm: trade offs to take’ place “There” arc ‘relative merits and dements of
integration. Similar to concentration snateglcs mtegratlon strategles cany arisk as the firm commits itself to
adjacent busmesscs, all geared to serve the same set of customers groups ‘and customer needs. If the firm is
integrated and the pnnmpal product fails or becomies obsolete then it faces a grave risk. Further, while
integration strategles provide a firm better control over its value chain by creatmg access to and control of
supply and demand, the flip side is that it commits the firm to a set of customer needs and customer groups

more intensely. Because of these reasons, several ﬁrms dwers1fy to reduce theu: risk. Diversification
strategies are dxscussed next.

5.4 DIVERSIFICATION STRATEGIES

Diversification involves a substantial change in business definition - singly or jointly - in terms of customer
functions, customer groups or alternative technologies of one or more of a firm’s businesses, (We can refer to
Ansoff’s product-market matrix in Exhibit 5.2 and the diversification matrix in Exhibit 5.3 to understand the
concept of diversification. When new products are made for new markets then diversification takes place.
The notion of diversifying is therefore related to the newness of products-or'markets or both. By adopting
diversification, an organisation does something novel in terms of making new products or serving new
markets or doing both simultaneously, i M

Exhibit 5.3, referred to in the previous section, prOVldCS a popular clas31ficat10n by Ansoff of dwersnﬁca—
tion strategies. We go back to that exhibit to see what types of diversification strategies are possible. Whena

e
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firm moves beyond vertical integration, it can offer similar types of products (e.g. @ book publisher goi‘ng into
publishing magazines) or new types of products (e.g. a book publisher going into carpet manufacturing), In
the case where the book publisher goes into publishing magazines, she is still, in some ways, in the same type
of business, making it a related diversification. When the book publisher takes up carpet manufactusi ng, she
is now in an entirely new business, which is in no way related to her original business of book publishing,
This provides us two basic strategic alternatives in diversification: related and unrelated diversification, I
Ansoff’s terminology, they are called concentric and conglomerate diversification respectively. Note here,
that horizontal integration discussed carlier is also actually horizontal diversification as it involves moving
laterally into new types of products, Our example of the book publisher going into publishing magazines is
also an example of horizontal integration. Sometimes, it is also called horizontal diversification. However,
we will focus here on just two types of diversifications, that of concentric and conglomerate diversification as
horizontal integration has already been discussed under the topic of horizontal integration.

Concentric or Related Diversification

When an organisation takes up an activity in such a manner that it is related to the existing business definition
of one or more of a firm’s businesses, either in terms of customer groups, customers fi unctions or alternative
technologies, itis concentric diversification, The relatedness is to be seen in terms of the three dimensions of
the business definition. If the new business is in any way related to the original business in terms of the
customer groups served, customer functions performed or alternative technologies employed, then it is
related or concentric diversification.
Conoemnc diversification may be of three types
/. Marketing-related concentric diversification A similar type of product is offered with the help of
unrelated technology, €.g. a company in the sewing machine business diversifies into kitchenware and
household apghances which are sold throu gh a chain of retail stores to family consumers. The market
relatedness here is in terms of the common dmtnbutlgn channel for sewing machmes kitchenware and
household appliances. 2
Z. Technology-related concentric diversification A new type of pmduct or semce is provided with the
_ help of related tcchnology, eg.ale _as&gﬁm_oﬁg_nng hire-purchase services to institutional customers
also starts consumer financmg for 1 purchase of durables to individual customers. The technolagy related-
‘mess is in terms6f the pmcedurc “of the financing service to institutional and individual customers.
Marketmg- an rechnology related concentric dwerszﬁcanon A similar type of product or service is
provided with the help ofa related tcchnology, e.g. a synthetic water tank manufacturer makes other
. synthetic items such as pre-fabricated doors and wmdows forresidential and commercial establishments,
sold through its hardware supplicrs petwork. Thg market relatec?r?e‘ss here is 1n terms of the common
dlS ibution channels for water tanks and pre-fab ited doors aiid windows, while the technology relaf:
~édnesgis in the common technology of plastic processing and engineering required fmmctunng
these products. | .
Related diversification is an attractive corporate strategy as it offers the best of both worlds: it enables diver-
sification of the organisation from its original business as well as keeps it close to it in terms of relatedness.
Larsen & Toubro, the largest private sector company in the engineering and construction industry in India, is
an example of an organisation that has grown consmtenlly owing to its judicious Strategy of related diversifi-
_ cation. A major part of its revenue, nearly 85 per cent in 2007, comes from the engineering and construction
business. It has minor businesses in other, sectors such as electrical and electronics, information technology
and machinery and industrial products, yet even these sectors in different ways, focus on applications for its
major business of construction and 1nfras§;ucture devell_opment Fo; instance, maclhmefy aqd mdps_t?al
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The primary business of IFFCO is the production and distribution of

. T, 1ts related diversification Strategies has taken it into other businesses such as general
imsurance, to offer insurance risk cover to farmers and agricultural

. . X 0 commodity trading to enable farmers to
gain access to quality testing and warehousing facilities, - R |

.Conglomerate or Unrelated Diversification
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Public sector organisations, even of a very large size, normally would not go beyond thc’:ir core bu§inesses,
When they diversity, they do so throu ghvertical integration as it happens in the case of oil and' gas mdlfs‘try,
But even here, sometimes one may come across a company like Indian Qil that has ventured into retailing,
which is unrelated to its mainlinc business of oil. State-level public sector companies likewise, do not g
beyond their core arcas, with some exceptions like Sikkim Time Corporation that operates in diverse
businesses of watch manufacturing, semiconductors and TV speakers manufacturing,

NGOs and voluntary organisations, owing to the nature of their activities, are usually sm:.lll and focusc.d on
alimited arca of activity. Large NGOs like Child Rights and You (CRY) too concentrate action on a restricted
area. Within the area they operate in, the voluntary organisations can however diversify into unrelated areas,
CAPART, for instance, is a well-known voluntary organisation working in the area of rural development.
While doing so, its activities cencompass a wide range including disability action, disaster management,

marketing development, public cooperation, international funding, rural technology and watershed
development.

Why are Diversification Strategics Adopted? b

There are many reasons why organisations adopt diversification strategies. In general, the three basic and

important reasons are: _

/XfE' Diversification strategies are adopted to minimise risk by spreading it over several businesses. For ex-
ample, a company offering seasonal products (e.g. air coolers) may diversify into another range of sea-
sonal products (e.g, water heaters) to complement its product range in a way 50 as to offset the
disadvantages of one set of products with that of the other. '

?{ Diversification may be used to capitalise on its capabilities and business model 5o as to maximise
organisational strengths or minimise weaknesses. For example, a company having a core competence in

the area of after-sales service may establish a specialised agency for offering after-sales services for
other manufacturers. s '

ing to the impact of anti—émokinglgﬁiﬁléﬁon, growing opposition to smoking and increasing health
awareness, may diversify into paper manufacturing.

The two types of diversification strategies we'are discussing here have their own specific reasons for
adoption. ' ' R L

Reasons for Concentric or Related Diversification The reasons for concentric diversification can be
deduced from the concept of synergy we dis

cussed in Section 4.1, Synergy is an idea that the whole is greater
or lesser than the sum of its parts. The organisation enters into a related business so that it can reap the
benefits of synergy. The major reasons why organisations adopt concentric diversification strategies are;

* Realising financial synergies in terms of transaction cost savings and tax savings

® Realising tharketing synergies by increased market power (¢.g. offering a complete range of products)
and multipoint market contact with the distribution channel partners (e.g, using the same retailing out-
Jets) and customers (e.g. users of a range of complementary products)

o Realising operational synergies through economies of scale, i.e., increasing the size of operations and
economies of scope, i.e., using a common base of resources and capabilities for Operating varied, but
related businesses o - o :

e Realising personnel synergies through utilising human resources with common skill sets and competen-
cies for another business
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* Realising managerial synero: ; :
e ynergies by man :
ministrative skills and cxpeﬁencey 38Ing a set of related businesses Tequiring a commion set of ad-

over different, unrelateq businesses. The in the case of unrelated diversification, it i
therefore in terms of the emphasis placed.
for reaping the bene

fits of synergies, The s ‘Iversification is on operational matters,
spreading risks over severa] o g"c s emphasis in unrelated diversification is on

versification strategies are: Hnesses. The major reasons Why organisation
Sprc?ding business risks by investing in different industries e

ﬁ“'ml?% returns by .inv.cst.ing in profitable businesses and selling out unpmﬁmﬁle ones

g o e s y g

industries ¥ avoiding € upswings and downswings through having stakes in (%ifferenl |

* Taking advantage of emerging oppotunities afforded b an expandi : dieat
Moot Y panding economy and encouraging gov-

* Migrating from businesses under threat from the business environment :

° Exc‘rcmng of personal choice by industnialings and Managers o create industrial empires by owning

businesses in diverse secton '

Risks of Diversification

Itis a moot point that any discruficaina—evtated o uarelated—is risky. These risks arise because of the
conditions mentioned below:

¢ Divensification, especially unrclated, 1v 2 cuerie s strategy 1o formulate and implement, It demands a
very high level of managerial, operstaonad and finam il compeience (o be successful,
 Diversification strategies demand a wide v arset

y of shalls. Dufferent businesses operating in diverse in-
dustries w

ould require dissimilar sty of shalli W manape them successfully,
Diversification results in decreasing commutment 1o a sungle of few businesses and diverting it to several
of them at the same time, This phenomenoa oftea resalis in a situation where businesses that need more
attention get less and the ones nceding little get moee. Imbalance of commitment does not help to realise
the many benefits of divensification such as maximising returns. . .
Diversification often does not result in the promised rewards. Experience around the world shows that it
is easy to be Jured by the glamour of div ersification and not be able to reap the benefits of syncrgies and
strategic advantage ulimately. In fact, cases are legion where the shareholders value instead of being
enhanced, has been lost due to diversification. . ' 5

o Diversification increases the administrative costs of managing, integrating and controlling a wide port-

folio of businesses. This can ofien offset the savings expected through synergies in the case of related

. diversification or decreasing risks anticipated in unrelated diversification. ' . .
Diversification takes an organisation away from the cnm-fomblc confmes ot_' cor.lcentrguon and_'mlclﬁrrauon
strategies, to that of an environment fraught with many risks. Unfamiliarity is frightening. Getting ! ‘.’m‘:)grl;
unfsmiliar situations safely demands astute survival skills. Emerging successful from risky sﬂua:i:’n":e:i il
challenging. Yet, the lure of the rewards of success often outweigh the dread of difficulties expe
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process of gaining them. That’s why diversification strategies—enigmatic though they may be—;have
always attracted business people and industrialists around the world,
Let us now turn our attention to information related to diversification strategies in the Indian context

Diversification Strategies in the Indian Context

Diversification strategies evoke keen interest—and heated debates—in strategic management research. The
results pouring out from research studies around the world are often controversial and may not offer definite
directions regarding the different aspects of diversification, For instance, it is not evident whether
diversification strategies really do improve financial performance. The issue of whether related
diversification is better than unrelated diversification is unclear. Itis also debatable whether focusing on core
competence is better than diversifying into related or unrelated areas. Lately, the researchers have also been
focusing on the country specific environment to debate whether diversification strategies would work in a
specific way in a particular context. These ambiguities serve to point out that diversification strategies are not
only challenging to formulate and implement but also difficult to understand academically.

The diversification scenario in India has been interesting and challenging in recent times. For long it was
believed that the private sector companies were forced to diversify into related and unrelated areas owing to-
regulatory restrictions such as monopolistic concentration and expansion. A research study of 72 large public
and private sector companies in India conducted by IIM, Ahmedabad researchers, which highlighted the
pattern of diversification in the Indian industry during the period 1960-75, had this to say:'!

o The larger enterprises in the Indian industry in both the private and public sectors, are much diversified
Private sector companies have typically diversified into unrelated areas while pubhc enterprises have .
diversified into related ones.

¢ Govermnmental regulation plays a greater role in diversification strategm than the mterplay of market
forces.

e Private sector companies have followed diversification strategies in response to the needs of reculatory
mechanisms such as the industrial policy resolutions, the IDR Act, the MRTP Act, FERA, etc. Public
enterprises have adopted dxversnﬁcaﬂon in response to the pubhc pollcy of national self-sufficiency and
import substitution. -

A working paper of the Indian’ Insutute of Ahmcdabad on managing dwemﬁcauon in pubhc sector
enterprises observed that these orgamsatlons diversified into high technolog y areas in related businesses.
‘Unrelated diversification in public sector was not common. '2 -

The tendency of the Indian corporate sector té favour related and unrelated dwersxficauon continued nvht
up to the mid-1990s. The post-liberalisation period, after 1991, accelerated the trend of business groups to
restructure through a combination of acquisition, divestment and related diversification, the overall emphasis
being on focusing on the core competencies. This trend was challenged and it was proposed that the Indian
context, as a subset of the context prevalent in developing countries, supported diversified conglomerates.

Research studies continue to come up with confoundlng results. Given below are some interesting
ﬁndmgs

. o Two research studies reported that there was no evldence of a statistically significant relauonshlp
between diversification and performance in India (Chnbber & Majumdar, 1999 and Sarkar & Sarkar,

13
o m&ucr research study observgd a cum]mear relanonshlp between group diversification and perfor-
" mance, suggesting that there is a threshold limit or point of inflection until which diversification has a
" negative performance effect That threshold has to be exceeded for diversification to be beneficial

. (Khanna & Palepu 2000).'*
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o A doctoral research of 37 .
, found that diversified h‘j:;gc dian Companies of the Textile Industry studied for the decade 1989-
business. Highly diversifid s Eroup companies have performed better than those having a dominant
sified group companies Rclaa:rguv- companies had a better financial performance than that of low diver-
. cddiversified companics have outperformed unrelated diversified compa-

nies. Overall, it means that diverc: £ oas: 3
i o versification, especially the related one, pays in the Indian context. UJain &

search s
* ?o::paar:;'zs éﬂi’;;nlg;};c:‘e of who drives unrelated diversification, done in 150 [ndian manufacturing
; =% TCpOs that institutional investors and banks have more influence on the
adoption of unrelated diversification th Y " .
n an the CEO and company directors. Institutional investors dis-
courage while banks encourage unrelated diversificati : 1 200411

o Aninteresting insight is offered by o res M (Ramaswawy, h & ‘Tﬂm' 2004) :

) 4 search study that found that diversification was not the source of
generating higher market valuvations for business groups during the ref iod in ndia. Proppin
through profit transfers among firms wiihin.a gr;(;ug anc;n bct::;rﬁ 'et 5 0":'; pe“h Ie\; l difeinf
rial interlocks explains the higher market valuat; P ! REINg PRUE group _ ¢ ,
2005)."” aluation of the business group affiliated firms (Kali & Sarkar,

v A rese.arch study focusing on the economic policy induced changes and the resultant strategic behaviour
of Indian firms alsolcommented on the issue of diversification. Unrelated diversification is considered as
?Rﬁimgtg; :;;e;z:;n 212; ;;1?;1 run, but managers need to be selective in making diversification moves

& Paying- heed to the preponderance of diversification among business groups, a research study on the
evo!un.on and transformation of Indian business groups, probed the question as a secondary objective:
Why did many business groups in India pursue unrelated diversification in one era, and what made many
groups adopt related diversification and focus on core competencies in the later era? It came up with an
explanation based on the concepts of product- and institution-relatedness. In the pre-reform period,
those business groups that exploited institutional relatedness (amicable relationship with government,
for instance) flourished. In the post-reform period, business groups, several of them new ones, are doing
well by product-:;eglatedncss (focused competence on limited businesses, for instance) (Kedia, Mukherjee
& Lahiri, 2006). , ;

e Confirming the resource-based view of strategy, a study by Mishra and Akbar, 2007, suggests that busi-
ness group affiliation is beneficial in emerging markets, though such benefits of group affiliation may
not be equally available to business groups that have adopted related diversification and unrelated diver-
sification.” :

It is widely accepted that the post-1984, and particularly the post-1991, period has seen a gradual
liberalisation of the Indian economy. The relaxation of controls has generally made a positive tmpact on the
corporate strategies of firms. Many companies have taken the various advantages arising out of the
implementation of liberalisation measures and diversified into related and unrelated areas.

The question whether diversi fication is an effective strategy has assumed significance in view of the fact
that ideas of core competence and focus (what we call lfcre concentration) gained greater acceptability among
companies, investors, consultants and academiciaxzs in }he developed countries, Diversification, spectally
unrelated ones, seems to be out of favour. But there is a divergent and interesting view of what strategy could
be better for companies in the dCVCIi?pi ng c?untrics Stl(fh as lndla: Exhibit 5.6 [{rescnt?‘ the gist of the 1997-
article by Khanna and Palepu that raised quite a storm in academic and professional circles.
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Exhibit 5.6 A positive view on diversification strategies for Indian companies * o

In the Ilively debate on focus (or concentration) versus div(_érsi_ficatibn, Tarun Khanna and Krishna Palepu' of the
Harvard Business School offer an insightful analysis of the reasons why companies in developing countries such
as India could benefit from diversification. They are opposed to the idea of core competence and focus that are
' now quite popular with companies and consultants in developed econormies. They feel that a conglomerate
organisation in & developing economy, with diversified interests, has better scope for being profitable and com-

' peitive. : B ' Wt TR S
" The central idea of the proposal is based on the hypothesis that the institutional context drives the strategy to
- be adopted. The institutional context has several dimensions: capital, labour and product markets; government
regulations and contract enforcement. Typically, in developing economies, the institutional mechanisms are ;
. weak. The capital markets are underdeveloped; skilled labour and managerial talent is scarce; there is little
- scope of dissemination of reliable information about the product to consumers; the level of government regula-
r tion is high; and contract enforcement is unpredictable in the absence of effective legal systems. . .,
Conglomerates in developing economies can effectively fill the institutional voids in severai ways. They can
" leverage their reputation to raise external finance and use internally-generated funds for investment in new °
businesses. Business houses can build up a reservoir of skilled labour and trained managerial personnel for new :
ventures. The group identity could be used to build brand equity and awareness about businesses and products.
The past experience of conglomerates and their rapport with the government can help them in establishing and
“running several businesses. The credibility of the conglomerates could also be used for effectively building
business relationships and assuring honest dealings and honouring contractual commitments. For all these -
. reasons, a diversified business group can be more attractive for foreign investors.. . . it :

- Khanna and Palepu refer to the several conglomerates in developing economies such as India, Indonesia,
+ Malaysia and South Korea to support their corclusions. Amang these, the example of the Tata group of India is -
i 'prominenﬂy quoted to demonstrate how a_!érge business grdup.COuld_be successful and competitive while re-
-'I;naihing'widei_y‘givefsifiéd." o s et e v o S
. Source: Based on T, Khanna & K. Palepu, “Why Focussed Strategies may be Wrong for Emerging Markets”, -
. Harvard Business Review, July-August, 1997, o P
Exhibit 5.6 on a positive view on diversification strategies for Indian companies offers a strong set of rea-
sons. Yet, the fact is that several Indian business groups have been attempting concentration in line with the
thinking on ¢ore competence. But this is being done in a unique Indian way of adopting a middle path, as we
see next. - n , S e ' '

Two follow-up articles, related to the diversification versus focus debate, in The Economic Times,
concluded that Indian companies have been responding in a variety of ways to the environmental changes
taking place around them.?' The responses have been in the form of moderate focus, thus following a middle
path between concentration and diversification, apparently trying to reap the benefits of both. The RPG
Group and the Lalbhai group have restructured their business portfolios, the Mahindra Group and the
Muthaihs have reorganised their businesses, while the Tata and the Aditya Birla Groups have preferred to
remain diversified. Business portfolio restructuring involves choosing a manageable number, say, four to six,
of business areas and concentrating on these, Business reorganisation involves dividing the group into clearly
identifiable SBUs, with independent leadership and transparent authority, so that the core businesses do not
have a diffused identity within the group. The responses of the Tata and Aditya Birla Groups have been to
reinforce group identity, strengthening the role of the head office or corporate headquarters, and increasing
cross-company interface. . e e - _ B

Ghoshal, echoing a preference for the middle path between excessive diversification and concentration,
observed that most Indian business groups are over-diversified, being ‘decentralised federations—with

n ner
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gration, and an jneffective corporate engine’. He suggested
: ' ! level by the quality of business-level managers; institutional-
ising horizontal sharing and Integration by building up trust and mutual respect among business-level manag-
 ers; and the top-level corporate managers confronting thi inadequacies of their own roles and value added
" within the group. . |

Divefsmcat‘o“' Strategies, of al| the strategic alternatives that we discuss in this text book, are of greater
relevance for business groups in (he Private sector, As we have seen earlier in this chapter, integration
snategies are formulated by a)) types of organisations, whether they are in the public, private, cooperative,
small-scale or non-governmentaf Sectors, S0 (0o are related diversification strategies that are adopted by all

types of organisation§, Unrelated diversification lics more in the domain of private sector business groups,
whether they are family-owned or professionally- managed groups. |

The present scenario has large business groups embarking on rapid expansion through taking advantage of

the progressive opening up of the Indian economy. The trend to expand—Iless by the means of concentration

and more through integration or related or unrelated diversification—may continue for quite some time, till

the quenching of the thirst for growth unleashed by reforms is satiated and the uncorking of the
entrepreneurial spirit is moderated by the harsh realities of the business and social environment in India,

Diversification strategies offer high rewards if steps are taken for their proper implementation. We will
refer to this issue later in this book when we deal with strategy implementation,

autonomous businesses, no Cross-business inge
three tasks: matching autonom atthe business
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