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BUSINESS STRATEGY

The country is passing through a very difficult
wougransition : neither the philosophy nor the planning
suenhs to be capable of holding water. For a long
ume, we have jim.,n accustomed to hear of many
e.-&h.i‘ngs happening in Bihar and Haryana. Regrettably,
the rest of the country has also been elevated to
ﬂle} same  level. There is an unholy mixture of
t.mm. of politics, and of sociat” tensions. One is
r:.mmdcd that survival 1tsdl 1$ a great achievement,
~but such an achicvement;#sso, can no longer be
;{_chn for granted. The Lluscst h:stumal parallel that
.,ﬁ} can, think of from the record is with the USA
i '(ff' thc. 1890, when there was a painful transition
m .thc thlnkmg of the American people, in the role
of “the Amcrlwn Government, in the behaviour of
the business world, in the conduct of the farming
intgrestss America emerged from this severe test,
ult;imalc%, as a major power. I hope that ultimately,
wc.z_' wou@ have an equally happy consummation, |
may notive to see it, but I do hope that it would
be experignced by the next generation. For the time
being, the present situation can be summed up,
from thed business view point, in just one simple
slatemmri'lht. emphasis these days is not on strategy
but on lrhnmg.tlom motivated not by thinkers but
byz op‘_uﬁ,ors May be this is a good thing. This
cuunlly Iﬂdb never been short of thinkers, may be
5 do need operators. But "‘*‘«m. remember that
{nkgng and operations” have to~ go together. Too
m'uclncmphm:s on one to the neglect of the other
dats ot yield desirable results.
<« 9 }

i I_¥t me  outline the basic facts which cause
acute tdisquict. There has been a slowing down of
~the L%cen revolution in agriculture during the last
few ytma We can no longer tuke the uptrend in
ugm.u%{un_ for granted. The growth of food produc-
skt - bardy covers the growth of population. The
advantage that we had built up since the mid-sixtics
has petered out. In the last few years, the national
growth rate of agriculture has come down to the
level in Assam, which has hardly known the green
revolution, and which has been without a govern-
ment for some time. We seem to have reached a
platcau over which governmental intervention and

alleged planned direction do not result in raising
the growth rate beyond what the All-Compassionate
God would bestow upon us in the normal course

Further, the situation in respect of electricity
and coal is once again causing deep anxiety, There
are power cuts all over the country ranging from
30 to 100 per cent and load shedding is no longer
confined to the Eastern region. No improvement is
likely in the next few months ahead, rather the
contrary. The coal delivery position had recorded
some improvement last year and earlier this year
but now there is deterioration in both quantity and
quality.

Allow me to list certain other factors which
most people do not like to mention in public, be-
cause, may be it is not very safe to mention them.
Over the last twelve years or so, there has becn
an increasing involvement of public financial insti-
tutions in_the top management of public companies.
This involvement was expected to produce certain
pusitive results, some of which have been achieved.
Of late; however one does not know what the
objectives of the public financial nstitutions are
in terms of management control and in terms of
their areas of intervention. There  are no clear
policy indications about what the Institutions would
do with their large holdings in many companies,
Are these to be retained? Are they to be sold out?

Af they are to be retained, what kind of manage-

ment control is envisaged? If they are to be sold
out, what are the considerations on the basis of
which they are o be sold out? And if so, to whom?
Where the Institutions continue to have large hold-
ings, what are the relationships envisaged between
the Institutions inter se, their nominees and repre-
sentatives and the mauanagements of the companies
concerned, and at what points institutional interven-
tion should take place. Twelve years have passed
since the Institutions started taking up important
positions as sharcholders and  creditors of large
companies, but no systematic management control
and reporting system has been developed. This leads
to confusion, and o‘ten misunderstanding. In many



new companies, the insistence on having what is
called broad-based representation is leading to un-
wieldy Boards of Directors, in which it is very diffi-
cult ‘to attain homogeneity of out look or clarily
of functions.

Alongside, many large groups which were set
up by well known business families have been
breaking up, During the last two decades, after my
researches acquired some notoriety, we were fre-
quently — and rightly — told that Indian business
groups arc very small, by international standards,
and in terms, of the requirements of technology. 1
haye pever been against large groups or large firms
per s¢, (I would be glad to hear anything to the
contrary from any book or paper that I hive writ-
ten), Now of their own volition or internal combus-
tion, several large business organisations have broken
up and some others are likely to breuk up soon.
This creates management strains and impairs the
“capacity to bear the risks imposed by increasing
capital costs of new projects. :

Early this year, 1 had spokea in public about
the threat of cannibalism, that is, some companies
acquiring other companics. Some of this is dnevit-
able, considering the extremely high capital cost
of new investment, and wide differences in manage-
ment  performance. Tt is a necessary part of the
cvolution of business in any country, Some of it
is certainly desirable. What T am pointing out now
is that now cannibalism is taking place and, with the
shift in policies in respect of the shareholdings of the
Institutions, it creates uncertaintics for the strategics
that Top Managements have to think of and adopt,
The trend is reinforced by reports of changes in
the controlling interests held abroad of some for-
eign-controlled companies. Among other things, il
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- {y‘me-ans that the position of top managements is no

longer as secure as it was believed to be carlicr,

There is also now a conlusing mix of profes-
sionalisation of technicians and managers in family-
controlled enterprises and at the same time depro-
fessionalisation manifest in the ambition of some
corporate managements with very limited sharehold-
ings to hecome entreprencurs through private capital
accumulation. Inflaticn of the cost of living, to-
gether with the inflation of aspirations and expec-
tations, results in expenditure beyond the level of
post-tax disposable income in hand. Several execu-
tive remuneration practices which, say, ten years
ago would have been considered inconsistent with
professional management have become established
practice.

I am not condemuing this ar that development.
I am only pointing out facts. Rapid changes are
tuking place in business behaviour, and in standards
of behaviour. These have implications for business
strategy, because, whatever one does has to be
viewed relative to the sense of consciousness of the
people who make the decisions. There is nothing
that is independent of the outlook and interest of
those who make the decisions.

Much has been said lately about- the cffects
of import liberalisation. On the whole, 1 think the
policy direction implied in import liberalisation is
for the better. 1t will certainly umkf:a people sit up.
It has created difficulties for certain  industries,
especially  for  those whose inputs are very high
priced. But let us not mix up the problems that
arise due to essentially domestic reasons and those
problems that arisc due to import liberalisation. For
mstance, the problems that have arvisen in alumi-
naum and aluminium-using industries like cables are
not so much due to import liberalisation as they
are attributable to the near-inseolvency and poor
management of the State Electricity Boards. Had
they been functioning properly and buying what
they should have been buying in the normal course,
this problem would not have acquired the dimen-
sions that it has. There are also some difficulties
in exports caused by international recession, but
let us not exaggerate these; it certainly affects many
industrics, but a lot of these problems also arise
because our costs all along the line are pretty high.
Some of the reasons for the high costs are well
known. Let me add one more that 1 expect to
become  manifest  fairly soon. The only way the
government can find more resources in bulk and
deal with some of the e¢merging economic problems
s to raise the petroleum prices still further. This
will have to come fairly soon if the government
has to - have enough resources for investment. There
is almost no other  source  that can yield. the
amounts that we have in mind. We have, there-
fore, to live with a situation in which costs have
been high, are high and in many cases will remain
high.

It is very difficult to say whether the recession
is petering out now. Our data arc not as reliable
as. they should be, but from whatever quick report-
ing one can get hold of, it is fairly obvious that
some of the loud alarms that were being put out
five or six months back arc now becoming quieter,
partly, because the output and inventories have been
adjusted to the new demand levels.
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Let me come now to more specific ideas for
evolving business strategy. We hear a lot about how
poor this country is. Repeatedly one is told that,
give or take something, about one-half of the popu-
lation is below the poverty line. This is a very sad
fact. From the business strategy viewpoint, I would
like to look at the other side of the coin, namely,
one-half of the population is above the poverty line
and this represents a fairly large demand factor,
which, we should never ignore in our business calcu-
latons. Even though the bulk of the demand may
unfortunately, be confined to the top 2% or 59 or
109%, depending upon what markets or products or
services one is thinking of, in terms of the numbers
of population, involved multipliecd by such income
or consumption as they have, we get a fairly large
universe to operate on,

Much has been said about the trend of de-re-
gulation that government is undertaking. ¥ am all
for as much de-regulation as possible, 1 have never
been in favour of controls for the sake of controls.
Many of the controls that we have had are not
essential for planning. Equally, let us be clear, while
de-regulation would be most welcome for reducing
managerial constraints, it would also be welcome
for making the economy more competitive. De-regu-
lation by itself will not however, produce the re-
sults that we need. There will have to be more
resources generated for growth, which means (i) the
agricultural growth rate will have to be stepped-up
and (i) there will have to be much better manage-
ment of the public sector and a revival of the real
value of public investment. Whatever view one may
have about public investment, the fict of the mat-
ter is that industry depends ultimately to a very
large extent upon the level of real investment in
railways, electricity, roads and such other things.

It is hardly appropriate in this audience to talk
about expenditure by the government. From the
business viewpoint, it is essential that our large
companies in particular take an interest in the up-
gradation of agricultural growth. This means greater
involvement in the production and application of
improved seeds, in the extension of better practices
and in improving the yields from new inputs. Such
investment or organization need not be left wholly
to the government. We have reached a stage of
evolution and size in the agricultural operations of
a vested interest in having a more effectiver and
much larger system of agricultural extension, It
would also be necessary for industry to take a more
broad-minded view of participation in agricultural

processing. We have reached a stage in levels of
agricultural production to think a lot more of pro-
cessing than we have done in the past. We have
a lot of wastage of agricultural production and of
by-products. Whether we think of more valuc-added
items or of preservation or more cffective mar-
keting, this is a large field which has a lot of
profitability ahead, and which would also be con-
sistent with the national interest. Our levels of
production  have reached a stage where proper
marketing cannot be taken for granted. We should
not continue with our mistakes in traditional com-
moditics. We have been selling jute as jute ever
since we  started manufacturing it, and the mar-
keting of raw jute remains highly disorganized.
Similarly in cotton, though better organized, we
have not been very cffective or efficient in adding
value. In sugarcane and sugar, we persist. with
highly waste’ul processes. In fruits and vegetables,
in which a fair lot of investment has taken place
aur.ng the last ten years, apple excepted, market-
ing and processing are primitive, incflicient and
unfair.

There is no doubt that the scale of our units
is small. There has been some appreciation lately
in governmental quarters about the nced to increase
the size of the new units licensed, but we are still
going -in for more units than we really need in
terms of technology. What 1 wish to stress just now
is that this is outside the control or jurisdiction of
business itself. What I would like to stress a lot
more is the fact, that, nearly all industry in India
is highly materials intensive. By an accident  of
hislnry or bad planning or wrong ideas, we certainly
have high capital costs. Due to poor levels of labour
productivity, we certainly have high labour costs.
When economists talk about high costs, they think
largely of capital cost and of labour cost. This is
because cconomists concentrate on value added, i.e.
the value of production less the value of materials.
You thercfore focus attention on rent, wages, in-
terest, profit. I beg to submit that this is neither
a comprchensive nor a managerially meaningful way

of looking at costs for current operations.

In  Indian industry, material costs is 60 to
709 of the total cost. Our materials  used
to be cheap, therefore, we used them libe.

rally, excessively and almost without regard to costs.
We have been accustomed to high inventories. We
liave also been accustomed to buy at yesterday’s
prices and sell at tomorrow’s prices, therebhy getting
the profits of stock revaluation. 1If you deflate
the performance of most industrial companies by
the extent of the profits in inventory valuation, you



s

B N

will uncaver a substantially different picture from
what you sce in the published accounts. I am no
getting into the problem of revaluation or replace
ment costing of equipment, 1 am only talking of
current operations.  Cost and productivity of mate-
rials have to be our principal concern in business
strategy, whether the recession lifts or not,
whatever the pace of deregulation, and whether the
international situation improves or not.

Over the last several years, I have been associat-
ed in ane capacity or the ciher, on one side of the
fence or the other, with the use o° credit con-
trols or financial controls, in order to have a ra-
tional working system for the allocation of resources
between many competing demends  particularly to
keep down the level of inventories. Let me tell
vou of my own experience in a company where
there has been no liquidity crunch, and no compliant
against the banks, where there has been a consistent
demand from the praducticn pecple that six month’s
mventory ¢f rew materizl is absclutely essential be-
canse of varicus uncerta‘nties, shortages, also be.
cause of the very important business reason, that
if you do not buy today you will be paying 209
more in another 4 months. This is fine, but please
add the cpsts of interest, storvape, pilferage, and de-
terioration.  When you really start looking at ihe
inventories you keep, you find that for, no reason
other than sporadic availability, inventories of c-r.
tain items are much more than the norms and much
more than what is really required in the near
fiture, or that the norms were set three years back,
iet us say, but they have not been revised. and so
you have money tied up in inventory that is not
likely to be used up for a year or so. You have
mismatched sections of raw materials, e.g., you have
more than a year’s inventory of some things and
of some other things you have three day’s inventory
and by no system of matching can you really make
use of those items for which you have stocks for
one year or more. | am mentioning these because
these are matters of internal control, and while com-
puterisation is useful, a change of outlook is even
more essential. We have all been hrought up to
believe that one should have as much inventory as
one can get hold of, one is not really bothered about
the cost of inventory. All of us are vaguely aware
that materials cost is what matters and any business-
man. worth his salt knows that his profits come from
materials, from where he has bought them, the price
at which he has bought them and so forth., But the
implication in terms of building up a strategy for

the future has seldom been fully thought out. Most
traditional businessmen and, 1 regret to say, even
most professional managers have been carried away
by the thought that with the inflation that has
taken place and may take place again, there is no
disadvantage in having large stocks, either of raw
malcrials, or components or what have you. In ane
leading engineering company (with which I am not
connected) a reduction of inventory of about Rs. 14
crores proved possible within a single year. This
did not at all hurt the company's operations to put
it mildly, . There may be similar scope for better con-
tiol and imprevement of operations in many other
compan‘es not only in the public seglor, but even
in the private sector. While it is true that inven-
tory control in the private sector is far better than
that ‘n the public sector. the fact of the matter

that, with greater bureaucratisation in- business
and the case of inflationary profits, people have
believed that large inventories do no harm, Qnge
the internal centrols becomes loose on this account,
one does not see deleterious effects of high mate-
rials costs, cembined with the fact that materialy
are no longer cheap as they used to be, This, I
think is one major area of control within the hands
of business managements on which attention must
be “ocused in the months and years to come.

I am not going to talk abeut labour productivity
because that is talked about very often — I am
not saying this is not important. T am going to
talk about a related resource area. We have been
accustomed to operate with rather thin executive
cadres, partly because exccutives have te come from
within the family or at one time they had to come
from public schools or, as they used to say, fram
“good families”. ' Whether there are traditional
family managements or so called professional manage-
ments, most companies have so far lived, suryived
and flourished with very thin executive cadres. We
have now reached a situation when we require more
more executives — and we also require a 1eserve
to take care of training, as also of turnover. The
days when one took it for granted tkat a 20 or 23
vear old boy from Cambridge or Ox'ord or, what
have you or, from a good institution in India would
be taken in, “trained” for five years and stay with
the. company for another 30 years, are gone. We
heve to assume that there would be a high turnover
of execcutives in the years to come. Much as one
may dislike it, this has to be accepted as one of
the facts of life. ‘Therefore one has to retune
one’s thoughts on executive levels, executive pro-
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ductivity and results, and executive longevity from a
different viewpoint from what it used to be al
one time. No doubt, the cost of executives is small,
notwithstanding the number of pages that are de-
voled to executive remuneration in the annual re-
ports of companics. But the cost is crucial for ob-
taining results, One needs a different outlook in
dealing with executive problems from what it has
been either, in the (raditiona! business familics or in
what have been hitherto reginded as professionally
managed companies. The dividing line between
these two types of companies is in any case not
sharp any more.

Let me move on to two other main points. We
have to be a lot more particular about  market
penetration,  Let us the fact that the
marketing  operations of most of our com-
panies  are lousy. There is greal room for
improvement in marketing strategies and the mar-
keting effort. Let me give you one example of
a commodity in which there has been no market-
ing for many years, namely, cement. True, the
older cement companies had a fairly strong market-
ing network. = But stockists were abolished by the
previuu’s'gnvcrmm:nl. Now they have come back.
In one such company I asked: have you got
stockists“ in all the towns of the region? T was
told, yes, we have a stockist in every town with
a population about 10,000.  So 1 wished to know
the 'Ccn;_sus with reference to which the population
was assessed. 1t turned out that the  Cengus that
was taken into account pertained to 1961, tlfnc simple
reason heing that nobody had attended to the matter
since the mid-sixties ! '
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Take the new manufacturers of cgment, A lot
of new cement capacity is going to be commissioned
in the next year and a half. Tt is possible that
something like 5 to 7 million tonnes of new capacity
may be commissioned. Many people take it for grant-
ed that cement will be sold. [ hope so. But if
cement has to- be sold and not merely bought
there  will have to be Jarger “organisation af
stackists properly serviced. T am not absolutely
certain that most of the new manufacturers have
as yet applied their minds or their backsides, if
you like, to the many Jogistic problems of having
a proper and sound distribution network. Cement
iv a relatively simple
quality control is mnot all that difficult normally,
but for the coal and limestone that we are getting
now. When it comes to chemicals (which I con-
fess 1 da not understand), I do know thet one che-
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and homogenous commodity;

mical is different from another and that this s
one of the most rapid cxpanding arcas. Their mar-
keting will require a lot more complicated network
than one has been accustomed to having for the
relatively simple commodities that we h;iv;: been
marketing so far, and in which we claim ta have
markeling expertise. :

Last, an unholy thought. Questions are be-
ing asked by many consumers — especially the
wives — where are the price reductions that should
normally have come with the recession and talk of
deficient demand and excess supply 7 Let us take
some of the industrial commodities which have
faced difficulties recently, especially commodities the
prices of which werc repeatedly increased within
the last two years or so. If either political pres-
sures or market rcasons require business to reduce
prices, are we prepared for that ? I do not think
0. 1 am not just thinking of price reduction an-
nouncements which you can put in the newspapers
by way of adyertisements,  There are many ini-
plications in terms of the valuation of stocks, in
your production process, in your pipelines and what
not. There are problems  of marketing  with
reference  to  your competitors. Tt shows how
gmall  the difficulties  have heen  that =~ most
of us have not really applied. our minds  to
ihe possibilitics or problems of price reduction. 1t
reductions were 0 come ahout for whateyer rea-
sons, are we going 1o be prepared for them 7 Eyen
if they do not come about, one should as a matter
of market strategy be prepared for them, even «if
fhe excrcise proves unnecessaty. Forget the Board
rooms where after all, strategies are not framed,
In our executive discussions. have we . considered
scenarios and strategics in. case price reduction be-
comes necessary ?  Even in firms that do con-
tracting work and where tenders have to be. sub-
mitted and where, therefore, pricing is almost @
day to day matter, 1 don’t think that we have
heen prepared with scenarios.  With all the talk
that goes on about how much more sophislicatcd
our marketing has become or, how sophisticated
our managers have become with all their educa-
tion, training and what have you, 1 think that this
is a greal lacuna in our husiness planning and our
business strategics. We have got accustomed aver
the years o coping with price increases, but we
have not been brought up to face price reductions,
Perish the thought, but let. us assume that - price
reductions do become necessary or feasible.. How
many companies would be able to face them?

~—Dr. R, K Hazari
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