Differences & Commonalities in ‘RPG
Group’ Vs ‘'Tata Group’ Cases

. Reducing ‘Factor’ Market Imperfections
Existence of Internal Capital Markets
Different Leadership Styles

Different Shared Values (‘perception for being
seen as clean’ Vs ‘opportunistic’)

Business Groups seem eager to diversify
continuously ... managers and CEOs both
seem to be eager to do that

Ram Kumar Kakani, IIMC 2012



H
Diversification Strategy

Diversification is a movement by a business
organization into a wider field of products.

Objectives - Growth, Stability, & Flexibility
(Ansoff, 1971)

Types - Related, Linked, & Unrelated;
(Mintzberg & Quinn, 1998)

Ram Kumar Kakani, IIMC 2012



Questions usually faced by the head
of a Organization:

. Whether diversified organizations are better
performers than specialized ones?

Whether increased product diversity leads to
an increase in performance of the
organization?

Ram Kumar Kakani, IIMC 2012



Explanations-in Literature

< Internal capital markets

<+ SCope economics

+ Related diversification advantages

+ Portfolio diversification

- Market power view

< Top management skills

+ Costs of diversified operation

< Conglomerates risk disinclination

< Business group and agency problems

Ram Kumar Kakani, IIMC 2012




Diversification I\/reasures ]

Continuous

. ] Eliminates need to use a cutoff
8 Provides more meaningful information

Montgomery's and Palepu's 2-digit and 3-digit
SIC-based measures

Non-continuous Measures

L. H
Rumelt's categorization scheme
Ram Kumar Kakani, IIMC 2012



N
Functional Form

Performance =

Ram Kumar Kakani, IIMC

_f(product diversification, size,
leverage, solvency ratios,

ownership variables, international

diversification, net expor

'S, age,

industry fixed effects)

2012



Main-Restits

FIGURE 2: Diversification and
Performance Relationship
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Main Results

FIGURE 1: Product Diversification, International Exposure and
Financial Performance of Indian Business Groups
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?He ector, Two Groups

= Videocon Vs BPL

..- SM Dyechem Vs CK Mehta

Ram Kumar Kakani, IIMC

2012



ce of Some @roups

GE.Shipping GTN
=
Uniworth TO r. Reddy Laly
i o
Wipro 8
ShuIaIEJ.Bhllwara | Excel m Raju.Shroff 4c/_')
: OoOWM . Alpine o
. Jindal. - . 5
lbhai  Vardhaman Frer ol Mardia. Rasik g
o Vo demm HcL_Yapadia.Jupreme Wockhardt =
— Bangur.BD BPL Nambiarflex Ruchi Samtel
=] DEMINd Kilachand Lalavidya.Obwal
T . Sinahania Kilachand Lalavidya.Ofwa @
RPG ~— Harishankar [ Cipla| | CK Mehta
Chidambaram - =
Piramal.Aja
Thapar Videoco _ 19 UB amco P
Indian Seamless - - MRE
Tata | SM Dyechem : d—] Mehta. Asian Paint
Nagarjung Firodia ) SR AT
[ TvS | C mai vdilal Mahendra oU) ]
—— —Bajaj {Mahindra DCL | [Piramal.Dilip RETEG Cements
Soenka.Gmw BirlaKK | [ Torrent | A | India.Cement
Usha Rectifier  Lloyd Steel Garden Krighna| Ansal Unjab.Tractod
T ——

Low International Expsoure

Note: Groups in circles & bold were good performers. Groups in re ere average performers.
Groups not covered, and underlined in red color wer rformers.
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How they didn’t do well

Stretching Brands — Tata (Salt, Seeds,
Shampoo, Software, and Steel)

Changing Direction Frequently —
Alpine (Soya to Metal, Chemical),
Indian Seamless (Steel Tubes to
Airplane)

Lacking Success Formula in New Lines
of Businesses — Videocon, GE Shipping

Ram Kumar Kakani, IIMC 2012



H
How they did well

Cutting Unrelated Exposure — ITC
(exit Agro-based, Financial Sectors)

Concentrating on Core — MRF, Punjab
Tractors, Ranbaxy

Seeking External Markets — Dr. Reddy,
Wipro, Ramco, Hero

Ram Kumar Kakani, IIMC 2012



