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Wal-Mart Update, 2011

In early 2011, Wal-Mart reigned as the world’s largest company. It boasted net sales of nearly $420
billion, managed more than 8,400 stores in 14 countries, and employed over 2 million people
worldwide. In addition to offering general discount merchandise and groceries, Wal-Mart had
ventured into e-commerce, online classified services, auto and tire maintenance, vacation planning,
and financial services. Now in its 49th year of operation, the retail giant served more than 200 million
customers and members around the world each week.!

Nonetheless, Wal-Mart struggled in its search for the right growth strategy, especially in the
United States, which accounted for 62% of total sales. Wal-Mart’s impressive historical growth rate of
routinely increasing sales by 10% or more per year had become harder and harder to sustain,
although it still outperformed Target, Wal-Mart’s main U.S. competitor, by a big margin (see Exhibits
1 and 2). In search of new growth opportunities, Wal-Mart tried pursuing different strategies, such as
dabbling in trendy fashions, offering organic foods, and remodeling stores to look more upscale, only
to have them backfire. As of May 2011, same-store sales in the U.S. had tumbled for eight consecutive
quarters, the worst U.S sales slump in Wal-Mart’s history.? The retailer’s share price was losing
momentum as well (see Exhibits 3a and 3b).

To confront such challenges, Wal-Mart vowed to refocus on “Every Day Low Prices” again,
founder Sam Walton’s core strategy that drove the company to its initial success. The retailer also
announced plans to open new smaller stores in urban markets like Chicago. Yet Wal-Mart faced stiff
competition from general discount merchandisers, specialty discounters like dollar stores, and online
retailer giant, Amazon.com. In addition, Wal-Mart pushed for an aggressive—though occasionally
problematic —move into international markets as it found itself increasingly relying on overseas sales
to drive profit (see Exhibit 4).

Wal-Mart’'s Priorities

Store Formats and Merchandising Strategies

Wal-Mart’s discount stores, which Sam Walton first opened in 1962, had long been central to the
company’s success. In 2011, the chain operated around 700 discount stores that averaged 108,000
square feet in size with about 225 associates.> However, Wal-Mart had been replacing discount stores
with “supercenters” since the 1990s (see Exhibit 5). Introduced in 1988, supercenters added grocery
products and various new services to Wal-Mart’s traditional merchandise offerings. By 2011, there
were 2,900 supercenters, more than triple the number of supercenters Wal-Mart had in 2000.

Professor David B. Yoffie and Research Associate Renee Kim prepared this case. This case was developed from published sources. HBS cases are
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On average, these stores featured 185,000 square feet of retail space and employed 350 or more
people. The most popular feature of supercenters was groceries (Wal-Mart had become the largest
U.S. grocer in 2003). It was the single biggest merchandising unit for Wal-Mart’s U.S. operations and
generated 54% of net sales. That was more than quadruple the amount of net sales generated by the
next biggest category, entertainment. Many supercenters also featured specialty shops, including
photo centers, vision centers, hair salons, banks, and even employment agencies.

The third major store format was Sam’s Club, a members-only warehouse store. Since opening the
first one in 1983, Wal-Mart had increased the number of Sam’s Clubs to 609. It averaged 132,000
square feet in size, employed around 175 people per unit, and accounted for 12% of Wal-Mart’s total
worldwide revenues. Like other U.S. Wal-Mart stores, groceries generated the most traffic in Sam’s
Club, followed by fuel-related categories, such as gas stations and tire and battery centers.

As Wal-Mart entered the 2000s, its traditional U.S. markets started running out of room to build
new supercenters. In addition, Wal-Mart faced a critical question of how to differentiate store
formats. One concept was to push for more Neighborhood Markets. These stores occupied a
relatively small footprint (averaging 42,000 square feet) and offered limited drug and grocery
merchandise. Since 1998, the company had opened 189 Neighborhood Markets. Wal-Mart also tested
small community grocery stores that offered fresh prepared meals, cheap wines, and fresh produce.

Wal-Mart was learning that scale had its disadvantages. It was estimated that every person in the
U.S. would have to spend an additional $10 at Wal-Mart stores to increase comparable-store sales by
1%.* To attract new customers in the upper income bracket (households that earned over $100,000 a
year), Wal-Mart spent billions of dollars to remodel U.S. stores. The renovated stores looked cleaner
with less clutter in the aisles. “Action Alley,” a main corridor that usually featured pallets of fast-
selling items like diapers and bottled water, disappeared. Stores offered a leaner assortment of
merchandise, with around 10,000 items disappearing from the shelves.> Shoppers found new trendy
clothes made under Wal-Mart’s own product lines. Some stores even offered organic groceries.

In contrast to most of its competitors, Wal-Mart had benefited from the U.S. recession, which
officially started in December 2007 and lasted for 18 months. Middle-class consumers “traded down”
to discount stores to buy basic supplies. In the company’s 2009 fiscal year, shoppers spent 13% more
on staple items (foods, pharmacy, and household goods) at Wal-Mart stores.® Investors cheered and
Wal-Mart outperformed both rival Target and the S&P 500 index (see Exhibit 3c).

Wal-Mart’s recovery, however, was short-lived. Price-conscious consumers, still weary of the
fragile U.S. economy, started to question whether Wal-Mart really offered the lowest prices. A heavy
emphasis on “Rollbacks,” promotional discounts on selected products, meant that the retailer had
drifted away from offering low prices across the board. Wal-Mart’s core customers —households that
earned less than $70,000 a year —shunned the trendy apparels that came with higher price tags. Wal-
Mart found itself losing customers to dollar stores as well, which offered a convenient, quick stop for
basic household and food items like cereal, milk, and snacks. Family Dollar and Dollar General,
combined, had thousands more stores and a stronger presence in urban areas than Wal-Mart.

Mike Duke, who became CEO in 2009, launched a different approach to reverse the decline in
sales. Several key executives were shuffled and a new chief was appointed for U.S. stores. Urban
markets became a new target with the introduction of Wal-Mart Express stores. They would be
roughly a quarter the size of an average flagship supercenter and resemble convenience stores. As
many as 40 such stores were planned to open in 2011. For existing stores, Wal-Mart returned “Action
Alley,” rolled out a new nationwide ad campaign that emphasized its commitment to low prices, and
increased the number of products on shelves by 8,500 items, or 11%, in an average store.”
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Wal-Mart also viewed e-commerce as a big opportunity. With online retail sales rising 10% to $143
billion in 2010, Walmart.com wanted to capitalize on the fastest-growing retail segment in the U.S.8
Wal-Mart aggressively expanded online, moving into sales of music, books, appliances, and even
groceries online. Although it trailed significantly behind Amazon.com, Wal-Mart tried to take
advantage of its physical presence by offering same-day pickup for online orders, a service also
offered by Best Buy (the No. 1 consumer electronics store in the U.S.) and Sears.

Human Capital and Public Relations

Wal-Mart had often been ranked at the most admired company in the U.S. by Fortune magazine.
However, public criticism of Wal-Mart’s business practices had tarnished its image. Critics bashed
the company for paying low wages, employing too many part-time workers without healthcare
coverage and other benefits, and driving local mom-and-pop stores out of business. Human rights
groups claimed that Wal-Mart failed to enforce child-labor and worker-safety rules in its relations
with international suppliers. The retailer was also involved in the largest class action suit in U.S.
history over alleged discrimination against women in pay and promotions.

Wal-Mart aggressively moved to tackle its brand image. In 2005, Edelman, the largest U.S. public
relations firm, was hired to roll out a political-style “Candidate Wal-Mart” campaign that highlighted
Wal-Mart’s new low-cost generic drug product and its contributions to Hurricane Katrina relief. In
addition, Wal-Mart vowed to become an environmentally responsible, “green” company. It reduced
its global plastic bag consumption by over 16% in 2010 and made a strong commitment to reduce
greenhouse gas emissions.” Wal-Mart also announced a five-year plan, encouraged by First Lady
Michelle Obama, to cut salt and sugar in its products, and to drop prices on healthier foods.
Separately, Wal-Mart continued its long-standing emphasis on gaining efficiencies through human
resources management and adopting new technologies for inventory management and scheduling.

International Operations

Wal-Mart had begun expanding into non-U.S. markets in 1991 with an initial foray into Mexico.
By 2011, it maintained over 4,500 units abroad, more than double the number of international stores
that Wal-Mart held five years earlier. Collectively, international stores generated 26% of Wal-Mart's
net sales. The company aggressively sought to expand abroad amid difficulties in the U.S., such as by
trying to implement the “Every Day Low Prices” strategy across all borders, initiate multiple store
formats, and pursue e-commerce opportunities (see Exhibit 6).

Mexico International growth took place through a combination of acquisition, partnership,
and go-it-alone ventures. In the Americas, Wal-Mart’s entry into Mexico started as a joint venture
with the country’s largest retailer, Cifra, in 1991. Wal-Mart eventually acquired a majority stake in
Cifra and changed the name to Wal-Mart de Mexico (“Walmex”) in 2000. As Mexico’s largest retailer
and private employer, Walmex’s sales growth averaged around 10% from 2000-2010. In addition to
general discount stores and supermarkets, Walmex operated restaurants, apparel stores, and banks.
Walmex undertook a major expansion outside Mexico in January 2010 when it acquired over 500
stores located in five Latin American countries (Guatemala, El Salvador, Honduras, Nicaragua, and
Costa Rica). The stores had been jointly owned by parent company Wal-Mart and local investors.

Argentina and Brazil = Wal-Mart Argentina started its operations in August 1995 with the
opening of a Sam’s Club in the greater Buenos Aires area. By 2011, Wal-Mart operated 27
supercenters and employed more than 10,000 associates across Argentina. Nearby in Brazil, Wal-Mart
had positioned itself as the third-largest retailer in the country. Growth had been fueled by the
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acquisitions of Bompreco (a leading supermarket chain, with 118 units) in 2004 and Sonae stores (140
units) in December 2005. Wal-Mart operated multiple store formats in Brazil to adapt to local
customs, such as introducing a hybrid store that combined a neighborhood market with a Mexican-
style grocery store.1?

Canada and Britain = Wal-Mart entered Canada in 1994 with the acquisition of 122 Woolco
stores. As one of the country’s biggest retailers, Wal-Mart expanded to emphasize supercenters. Wal-
Mart Canada also launched banking services in 2010, including credit cards. In Britain, Wal-Mart
purchased ASDA, a leading food and clothing superstore, in 1999. Under Wal-Mart, ASDA had
become Britain’s second-largest supermarket behind Tesco, most notably through aggressive
“Rollback” pricing strategies. ASDA was Wal-Mart’s largest non-U.S. business unit, accounting for
roughly a third of its international net sales. Yet in recent years, the chain had begun to struggle as
competing U.K. retailers closed their price gap with ASDA and as U.K. consumers’ shopping habits
moved up-market.!! In 2011, ASDA completed the acquisition of Netto Foodstores, a Dutch-owned
store chain. The deal marked ASDA'’s first major entry into local convenience stores, in which rival
Tesco and Sainsbury already had established a strong presence.

Japan In Japan, Wal-Mart started with a partial investment in Seiyu, one of the largest local
supermarket chains, in 2002. Over a six-year period, Wal-Mart gradually gained full ownership but
retained the Seiyu brand name, partly because reportedly less than 20% of Japanese consumers had
heard of Wal-Mart at the time of market entry. Wal-Mart’s major challenge was figuring out how to
implement its usual across-the-board low-price strategy since Japanese shoppers usually equated low
prices with low quality. Wal-Mart had to aggressively market Seiyu as a low-cost leader that also
offered quality. The process required several adjustments on Wal-Mart’s end, such as re-designing
stores to make more space for food items, offering more basic apparels (vs. fashion items), and
upgrading the overall look of Seiyu stores. After seven consecutive years of losses, Seiyu finally
achieved positive same-store sales in 2010. But as of April 2011, Seiyu’s market share in Japan stood
at2.6%.12

Germany and South Korea Not all international ventures were successful, most notably in
Germany and South Korea. In 1998, Wal-Mart acquired two small German “hypermarket” chains. (A
hypermarket resembled a supercenter, but with a larger format.) Yet Wal-Mart ran into intense price
competition from German “hard discounters” and failed to achieve significant scale. Wal-Mart's
German workers also resisted its American-style merchandising and workplace practices. In July
2006, Wal-Mart sold its 85 stores to German retailer Metro AG at an estimated pretax loss of $1
billion.'® South Korea was a similar story; Wal-Mart entered in 1998 but exited in 2006 by selling the
15 supercenters it owned to E-Mart, a local discount chain. Observers noted that Wal-Mart had failed
to cater to local tastes, such as offering more value-priced food and beverages, and friendly customer
service.

China  However, Wal-Mart had high hopes elsewhere in Asia. In particular, China, with a $1.7
trillion retail market, was viewed as “probably the country with the greatest growth opportunity
outside the U.S.”1* It was the world’s second-largest retail economy (larger than the rest of Asia
Pacific excluding Japan), and was expected to see a huge middle-class population boom over the next
decade. Wal-Mart’s first stores in China—a supercenter and a Sam’s Club in Shenzhen—opened in
1996. Growth heavily evolved around supercenters until 2006 when Wal-Mart bought a 35% stake in
Trust-Mart, a Taiwanese hypermarket chain that ran about 100 units in 20 mainland provinces. In the
2011 fiscal year, Wal-Mart’s China sales stood at $7.5 billion and were growing at a double-digit
rate.!® Yet retailing in China was challenging: a lack of logistics networks, a fragmented array of local
consumer tastes, and a culture in which bribery and kickbacks played a large rolel® were all
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challenges that Wal-Mart faced there. In addition, Wal-Mart had to allow labor unions in accordance
with local laws, contrary to the retailer’s usual practice.

India  Another big potential growth market was India. In November 2006, Wal-Mart entered a
joint venture with Bharti Enterprises, a local telecom company. Government restrictions on foreign
direct investment (FDI) meant that Bharti ran the retail stores while Wal-Mart performed wholesale
and back-end operations. Together, they managed 120 supermarkets, 10 hypermarkets, and 2
distribution centers as of early 2011.

Africa  Elsewhere in the world, Wal-Mart proposed a $2.4 billion merger with Massmart
Holdings, a South African retailer, in 2011. Massmart owned nearly 300 stores, primarily in South
Africa, coupled with operations in 13 other sub-Saharan countries. Despite resistance from local
unions and the government, the deal was approved in May 2011. It marked Wal-Mart’s second-
biggest overseas acquisition since buying ASDA in the United Kingdom.

Wal-Mart’s Competitors

Many established general discount retailers in the U.S., including Ames, Woolworth’s, and
Bradlees, had found it difficult to compete with Wal-Mart and had gone out of business in the 1990s.
Target, on the other hand, successfully established itself as the No. 2 discount retailer behind Wal-
Mart. Through its 1,750 stores in 49 states and online business site, Target attracted a more urban,
affluent clientele compared with Wal-Mart’s customer base. Target was known as an upscale
discounter that offered “cheap chic” —fashionable merchandise that was often designed exclusively
for Target by big-name designers. After being hit hard by the U.S. recession, Target tried to lure more
customers, such as by giving a 5% discount to Target cardholders. Target spent nearly $1 billion in
2010 to remodel stores and offer more groceries and fresh foods. In addition, Target bought leases to
some 220 Canadian discount stores with plans to start operations in Canada by 2013, which would
mark the retailer’s first entry abroad. Meanwhile, Kmart, another discount retailer, emerged from
bankruptcy in 2003 and then merged with department-store chain Sears in 2005. While the merger
struggled to translate into stronger in-store sales, Kmart (with around 1,325 stores) tried to push for a
greater presence in the online retail space.

The biggest, busiest online retailer was Amazon.com. The retail giant, either through its own
inventory or third-party sellers, was known for offering low prices. It attracted more than double the
number of monthly visitors than Walmart.com had in 2010.17 With $34 billion in sales, Amazon had
posted consecutive double-digit growth rates over the last decade. It offered a vast array of
merchandise accompanied by other products and services, including Amazon’s own e-reader
(Kindle) and computing storage services.

Wal-Mart’s Challenges

Through the company’s various strategies that involved a stronger commitment to “Every Day
Low Prices” and expansion of product assortments, and entry into urban cities through smaller store
formats, Wal-Mart executives were determined to reverse flagging U.S. same-store sales—and fast.
But would those initiatives be enough? Or, should Wal-Mart place a greater emphasis on growing its
presence in international markets? In e-commerce? Could the executive management team find the
right strategic formula to compete against Target, Amazon, and other mass retailers in markets
different from those in which Wal-Mart had traditionally excelled?
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Exhibit1 Wal-Mart’s Selected Financial Information (in $ millions)

FY 2006 FY 2007 FY2008 FY2009 FY2010 FY 2011

Net sales? $308,945 $344,759 $373,821 $401,087 $405,132 $418,952
Net sales increase (YoY) 9.8% 11.6% 8.4% 7.3% 1.0% 3.4%
U.S. same-store sales increase (YoY)P 3.0% 1.9% 1.0% 3.2% -0.7% -1.5%
Cost of sales $237,649 $263,979 $284,137 $304,056 $304,657 $315,287
SG&A $55,739 $63,892 $70,724 $77,258 $79,051 $81,020
Net income $11,231 $11,284 $12,731 $13,400 $14,335 $16,389
Current assets $43,825 $46,982 $48,020 $48,949 $48,331 $51,893
Inventories $31,910 $33,685 $35,159 $34,511 $32,713 $36,318
Total assets $138,187 $151,587 $163,514 $163,429 $170,706 $180,663
Total liabilities $83,551 $87,854 $96,967 $95,953 $97,452 $109,008
Long-term debt $26,429 $27,222 $29,799 $31,366 $33,251 $40,710
Shareholders’ equity $54,636 $63,733 $66,547 $67,476 $72,955 $71,655
Revenue per square foot® $417 $428 $431 $437 $425 $425
Return on assets 9.1% 8.8% 8.8% 8.7% 9.1% 9.1%
Return on shareholders’ equity 22.3% 21.3% 20.4% 20.5% 21.3% 22.1%

Source: Capital IQ, accessed March 2011. (Wal-Mart’s fiscal year ends January 31.)
8 Excludes “other income,” such as revenue from membership fees and other sources.
b Data accessed from Wal-Mart’s 2010 and 2011 annual reports.

€ Casewriters’ estimates using total-square-footage info. from Wal-Mart’s annual reports corresponding to each fiscal year.

Exhibit2 Target’s Selected Financial Information (in $ millions)

FY2007 FY2008 FY2009 FY2010 FY2011

Net sales (excluding credit card revenues) $57,878 $61,471 $62,884 $63,435 $65,786
Net sale increase (YoY) 10.0% 6.2% 2.3% 0.9% 3.7%
U.S. comparative store sale increase (YoY) 4.8% 3.0% -2.9% -2.5% 2.1%
Cost of sales $40,898 $43,521 $44,766 $44,694 $46,451
SG&A $11,320 $12,078 $12,345 $12,446 $12,743
Net income $2,787 $2,849 $2,214 $2,488 $2,920
Current assets $14,706 $18,906 $17,488 $18,424 $17,213
Inventories $6,254 $6,780 $6,705 $7,179 $7,596
Total assets $37,349 $44,560 $44,106 $44,533 $43,705
Total liabilities 21,716.0 _29,253.0 _30,394.0 _29,186.0 _ 28,218.0
Long-term debt $8,675 $15,126 $17,520 $15,118 $15,286
Shareholders’ equity $15,633 $15,307 $13,712 $15,347 $15,487
Revenue per square foot? $301 $296 $283 $274 $282
Return on assets 8.8% 8.0% 6.2% 6.6% 7.4%
Return on shareholders’ equity 17.7% 18.7% 18.4% 15.3% 17.1%

Source: Capital IQ, accessed April 2011. Target’s fiscal year ends on the Saturday nearest to January 31.

a Casewriters’ estimates using total-square-footage info. from Target’s annual reports corresponding to each fiscal year.
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Exhibit 3a Wal-Mart’s Share Performance vs. S&P 500 and Target, 1974-2011 (Mar. 29, 1974 = 100)
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Exhibit 3b Wal-Mart’s Share Performance vs. S&P 500 and Target, 2000-Present (Jan. 31, 2000 = 100)
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Exhibit 3c  Wal-Mart’s Share Performance vs. S&P 500 and Target, 2008-Present (Jan. 4, 2008 = 100)
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Source: Thomson Reuters ONE Banker, accessed March 2011.
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Exhibit4 Wal-Mart: Performance by Segment (in $ millions)

FY 2006 FY 2007 FY2008 FY2009 FY2010 FY 2011

Wal-Mart Stores (U.S.)

Net sales $209,910 $226,294 $238,915 $256,970 $259,919 $260,261
Net sales increase from prior fiscal year 9.4% 7.8% 5.6% 7.6% 1.1% 0.1%
Operating income before tax $15,267 $16,620 $17,383 $18,310 $19,313 $19,914
Operating income increase from prior fiscal year 7.8% 8.9% 4.6% 5.3% 5.5% 3.1%
Operating income as percent of sales 7.3% 7.3% 7.3% 7.1% 7.4% 7.7%

Sam’s Clubs

Net sales $39,798 $41,582 $44,336 $47,976 $47,806 $49,459
Net sales increase from prior fiscal year 7.2% 4.5% 6.6% 8.2% -0.4% 3.5%
Operating income before tax $1,407 $1,480 $1,648 $1,649 $1,515 $1,711
Operating income increase from prior fiscal year 9.9% 5.2% 11.4% 0.1% -8.1% 12.9%
Operating income as percent of sales 3.5% 3.6% 3.7% 3.4% 3.2% 3.5%

International

Net sales $59,237 $76,883 $90,570 $96,141 $97,407 $109,232
Net sales increase from prior fiscal year 12.7% 29.8% 17.8% 6.2% 1.3% 12.1%
Operating income $3,438  $4,265 $4,725 $4,832 $4,901  $5,606
Operating income increase from prior fiscal year 7.5% 24.1% 10.8% 2.3% 1.4% 14.4%
Operating income as percent of sales 5.8% 5.5% 5.2% 5.0% 5.0% 5.1%

Total Company
Net sales $308,945 $344,759 $373,821 $401,087 $405,132 $418,952
Net sales increase from prior fiscal year 9.8% 11.6% 8.4% 7.3% 1.0% 3.4%

Source: Capital IQ, accessed March 2011. (Wal-Mart’s fiscal year ends January 31.)

This document is authorized for use only in Prof. M. A .Akbar's PGDM-III_Trim at Birla Institute of Management Technology (BIMTECH) from Jun 2020 to Nov 2020.



-6-

9Ye-11L

"£00¢ ATeniqa, ut axels 9 Ge e 3ySnoq MEeN-TeA UOTUM UT “IeUSNL], Je S9}eID0sse Iaquinu sy} Sapn[oxy
*ATuo 21n31y ST} 107 “Teak Tedsy (10T SIEIN-TeM JO PUD dY) JO S q

“engeredIN pue ‘SeInpuol] ‘e[ewsjens) ‘“IopeATes [f “edry e3so)) :saye1ado JIeN-TeA) YOTYM UT UOIZDI Jey} Ul S}os[1ew aAly sjuasalday] ,

"s2n 31} 600 U0 Paseq ‘TI0Z Y2Te]N passadoe ‘aseqeiep N1q woy eyded od 4o
pue ‘g@o Teurwou ‘uonendo  ‘TT0g YdIeA Passadde / /sjaaygioe, /uroosssard /urod sazojsirewem / /:diy ‘s1aays 10ey A1junod Sa10ig MeA-[eA)  :90INO0S

89€'GT$ 009'6€$ 112'S€$ 0/8'c$ 12€'8% 069'/$ G99'6€$ 8¢6'/$ ($sN un) eudeos Jad 4ao
W goT$ UolI 0'S$  uolI Z'ZE  UOIILI T'G$ uol|iw £88% ($sn u1) dao reuiwonN
uoliw /T uoliwi g9 uolMIET  uoliw T6T ! ol TTT uotrejndod
€98'8¢2 268'GE 000'G/T 2G/5'99 000'/8 8G9'0T 000'9.T S9Je[0SSE JO JBqUINN
G0-das 20-JeN 66-unc 96-nvy G6-"ON G6-fny ¥6-NON T6-NON Anua 1»irew jo areq
— 62 €Te 6v 12 Sz1 4202 S19jua21adns Jo JoquinN
TGS 1457 G8e 62€ 08Y €9 Gze 6€L'T S2.0)S JO Jaquinu [e10 |
pEILIdUIY uede( wopSuny] euIyD [1zeig eunuadry  epeued) 0DIXIA
Tenjua) pajrun
T10C %M@S.ﬁﬁmm wo se “ mﬁoﬂmhw&o ECOE@GH@#& ULMEAM M 9 JIqIUYxyq
“1eak [eosty yoes 03 Surpuodsariod s¥-(T WOIj PIALIDP §00ZAL 21053q €re(T "TT0T ‘0E UPTCIAl “M-0T SOI0IG MEA-[EM  :90IN0G
1SS'Y 6607 G6S'E €60'€ 83T’ GGE'T vGT'T ¥00'T SHUN [euoReUIBII JO JBqUINN
68T 06T G8T €91 00T 9 1€ L siaxlew pooyloqyBiau dISaWOP JO JSUINN
609 G509 119 009 195 8€S 00S 297 SHUN gn|O S, Wes 21saWop 4o JaquinN
106'C 662 029 €SP’ 086'T T¥'T 990'T 12L S18]u80J3dNs 21S3WOP JO JBGUINN
80/ 018 868 6.6 602'T 8L¥'T 1V9'T 180T $8.0)S JUNOJSIP INSSWIOP JO JBGWINN
TI0ZAd  O0T0TAA  600tXd  800tXAd 900 A F00TAI  TO0TAI  000T Ad

SIEULIO] DI0JG HeN-[EM G HqIyxg

Akbar's PGDM-III_Trim at Birla Institute of Management Technology (BIMTECH) from Jun 2020 to Nov 2020.

A

This document is authorized for use only in Prof. M


http://walmartstores.com/pressroom/FactSheets/

711-546 Wal-Mart Update, 2011

Endnotes

1% About Us,” Wal-Mart, http:/ / walmartstores.com/ AboutUs/ accessed April 2011.

2 Same-store sales refer to stores opened for at least a year.

3 “Walmart,” http:/ /walmartstores.com/ AboutUs/7606.aspx, accessed May 2011. Unless noted otherwise,
data regarding average store size and number of employees for discount stores, supercenters, and Sam’s Club in
this section of the case comes from this web page.

4 Miguel Bustillo, “Wal-Mart Tries to Recapture Mr. Sam’s Winning Formula,” The Wall Street Journal,
February 22, 2011.

5 Anne D’Innocenzio and Rachel Beck, “Humbled and Attacked on All Sides, Wal-Mart Plots Comeback
from Missteps that Hurt Sales,” Associated Press, February 6, 2011, via Factiva, accessed April 2011.

6 Ibid.

7 Anne D'Innocenzio, “Wal-Mart Unveils TV Campaign to Win Back Shoppers Who Lost Trust It Would
Have Lowest Prices,” The Associated Press, April 11, 2011, via Factiva, accessed April 2011.

8 #2010 U.S. Digital Year in Review,” comscore.com, http:// http:/ /www.comscore.com/Press_Events,
accessed May 2011.

 Wal-Mart 2010 Annual Report, p. 11.

10 gee David B. Yoffie, “Wal-Mart, 2005,” HBS No. 705-460 (Boston: Harvard Business School Publishing,
2005), p. 3.

11 Agence France Presse, “Wal-Mart Unit Passes Rival in Britain,” The New York Times, August 23, 2004;
“A Long, Long Way from Bentonville,” The Economist, September 30, 2006, p. 380, via Factiva, January 2007.

12 “\Wal-Mart Stores Inc.,” HSBC Global Research Report, April 12, 2011, p. 5.

13 Marcus Kabel, “Wal-Mart Quits Germany, Retrenches for Growth Elsewhere,” Associated Press Newswires,
July 28, 2006, via Factiva, January 2007; Ann Zimmerman and Emily Nelson, “With Profits Elusive, Wal-Mart to
Exit Germany,” The Wall Street Journal, July 29, 2006, p. A1, via Factiva, January 2007.

14 Mike Duke, Wal-Mart Stores Inc. at Barclays Capital Retail and Restaurants Conference Transcript, April
26, 2011, via Thomson ONE Research, accessed May 2011.

15 “Wal-Mart Stores Inc.,” HSBC Global Research Report, April 12, 2011, p. 3.

16 Mei Fong, Kate Linebaugh, and Gordon Fairclough, “Retail’s One-China Problem,” The Wall Street Journal,
October 23, 2006, p. Bl, via Factiva, January 2007; “Ready for Warfare in the Aisles: Retailing in China,”
The Economist, August 5, 2006, p. 380, via Factiva, January 2007.

17 Mae Anderson, “Wal-Mart to Roll Out Its Same-Day Pickup Program for Online Orders Nationally,”
Associated Press, March 10, 2011, via Factiva, accessed May 2011.

10

This document is authorized for use only in Prof. M. A .Akbar's PGDM-III_Trim at Birla Institute of Management Technology (BIMTECH) from Jun 2020 to Nov 2020.


http://walmartstores.com/AboutUs/
http://walmartstores.com/AboutUs/7606.aspx
http://www.comscore.com/Press_Events

PGDM, 2019-21
Strategic Management |
DM-307

Trimester = Ill, End-Term Examination: June 2020
Time allowed: 1 Hours 30 minutes Max Marks: 50

Roll No:

Instruction: Students are required to write Roll No on every page of the question paper, writing
anything except the Roll No will be treated as Unfair Means. In case of rough work please use
answer sheet.

Note: Answer all 3 questions at the end of the Case:

Hero Honda Motors (India) Ltd.:
Is it Honda that Made It a Hero?

Hero Honda Rides Splendor to Become World’s No. 1

India has finally got a world leader in manufacturing with “no problem.” Hero Honda Motors
Ltd. (HHM) has attained the distinction of being the largest two-wheeler company in the
world in volume terms. With a new factory on the anvil, it is gearing itself for Operation One
Billion, targeting $1 billion revenues in 2002-03. “Next year, we will enter the (dollar)
billionaire’s club (in revenues). After Operation Million for volumes in 2001-02, our slogan for
the next year is Operation One Billion,” said Mr. Pawan Munjal, Director & CEO, HHM.
The distinction of being the largest two-wheeler company in the world came in calendar 2001,
with sales rocketing past the one million mark in the first nine months of the current fiscal year.
This performance was in conjunction with Splendor, launched in 1995, becoming the worid’s
largest-selling bike.
Business Standard, January 2002

Things could not have possibly looked any better for Mr. Brijmohan Lal Munjal, the Chairman and
Managing Director of Hero Honda Motors (HHM). Quarter after quarter, and year over year, HHM
had continued to grow, delivering superb performance in India’s two-wheeler marketplace. The com-
pany had come from nowhere to whiz past Bajaj Auto Ltd., the traditional leader of the pack in two-
wheelers. Mr. Munjal had not only earned the crowning title of heading the largest two-wheeler com-
pany in the world, but also the personal glory of having presided over one of the most successful joint
ventures in the country. Having built a storied legacy, he could rest easy. Or could he?

The spectacular track record of the company was being threatened by predatory moves made by
its Japanese partner, Honda Motor Company. The first dark clouds appeared on the horizon in August
1999. Honda Motor Company Ltd. (HMC), HHM’s joint venture partner, announced that it would
be setting up a 100% subsidiary, Honda Motorcycle & Scooter India (HMSI) to initially make scooters
and later, motorcycles as well. HHM’s stock plummeted by 30% on the day of the announcement. It
was apparent that the investors were no longer optimistic about the company’s ability to continue its
sterling performance record, especially in the face of competition from Honda. Was this a portent of
things to come? Adding another dimension to an arena already fraught with significant complexity,
reports from the marketplace clearly showed increasing intensity of rivalry. Not only were domestic
rivals getting better equipped to challenge HHM for supremacy, there were foreign interlopers as well
who seemed determined on giving HHM a run for its money. It was definitely not a time to rest on past
laurels.



The Two-Wheeler Industry in India

History and Background

India had the largest population of two-wheelers (around 41.6m vehicles) in the world." They ac-
counted for almost 70% of the country’s automobile market in volume terms. India was the second
largest.manufacturer of two-wheelers in the world.

The birth of the Indian two-wheeler industry can be traced to the small beginnings that it made in
the early 1950s when Automobile Products of India (API) started manufacturing scooters in the coun-
try. Although APl initially dominated the scooter market with its Lambrettas, Bajaj Auto Ltd., a com-
pany that later became a legend in the global scooter industry, overtook it fairly quickly. Although a
number of government and private enterprises also entered the scooter segment, almost all of them had
disappeared from the market by the turn of the century. Baja Auto Ltd. stood the test of time perhaps
due to'its initial association with Piaggio of Italy (manufacturer ofVespa) that provided the technologi-
cal know=how for the venture:

The motorcycle segment was no different; with only three manufacturers—Royal Enfield, Ideal
Jawa, and Escorts—there'was hardly any significant compe- tition for the customer. While this
segment was dominated by Enfield’s 350cc Bullet, the only motor- cycle with a four-stroke engine at
the time, Jawa and Escorts also had‘a fair share of the middle and lower end of the market.

The winds of change hegan to take hold in the mid-"80s when the Indian government started
permitting foreign companies to enter the Indian market through minority joint ventures. Under these
relaxed regulations, the two-wheeler market witnessed.a veritable boom with four Indo-Japanese joint
ventures; namely, Hero Honda, TVS Suzuki; Bajaj Kawasaki, and Kinetic Honda all lining up to target
the Indian consumer market for motorcyeles. Confronted with a larger array of choices, the consumers
were regaining their influence over the products thatthey bought. In keeping up with these higher
customer expectations, the industry accelerated the launch of new models, and every company was
trying to outdo the other in terms of styling, price, and fuel efficiency. The technological expertise that the
foreign companies brought to the marketplace helped increase the overall quality and reliability of the
products quite significantly. The old-guard companies soon found themselves under pressure to
improve their offerings and bring their products on par with their global counterparts.

The Indian Consumer

Two-wheelers had become the standard mode of transportation in.many of India’s large urban centers. Increasing
urbanization, saturation of cities, and the lack of adequate roads helpedto propel demand for two-wheelers. The
two-wheeler was typically a prized possession in the average Indian household. It was normally used to transport
both people and goods, substituting for a car that was prohibitively expensive. While a two-wheeler normally
cost around Rs. 40,000 [1 U.S. $ = 49 Rupees (Rs.)], an entry-level car was-priced around Rs.:300,000. Two-
wheelers had long road lives, and were often used for even 15 years, passed down from one generation to the
next. However, in global terms the market was far from mature. Industry watchersreported.that India had a
penetration rate of 10% as of the late 1990s (107 two-wheelers for every 1000 adults), far below the penetration
rates of other developing countries. It was clear that the manufacturers had a lot of ground to cover.

There were indeed visible signs that the companies were gearing up to address this growing mar-
ket. While the production and sales of motorcycles grew substantially (CAGR of 22% between 1996
and 2001), the performance of the other two segments of two-wheelers was poor. Scooter production
grew by only 0.5%, while the production of mopeds fell by 29% during 2001-02
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The Indian Consumer

Two-wheelers had become the standard mode of transportation in many of India’s large urban centers.
Increasing urbanization, saturation of cities, and the lack of adequate roads helped to propel demand
for two-wheelers. The two-wheeler was typically a prized possession in the average Indian household. It
was normally used to transport both people and goods, substituting for a car that was prohibitively
expensive. While a two-wheeler normally cost around Rs. 40,000 [1 U.S. $ = 49 Rupees (Rs.)], an
entry-level car was priced around Rs. 300,000. Two-wheelers had long road lives, and were often used
for even 15 years, passed down from one generation to the next. However, in global terms the market
was far from mature. Industry watchers reported that India had a penetration rate of 10% as of the late
1990s (107 two-wheelers for every 1000 adults), far below the penetration rates of other developing
countries. It was clear that the manufacturers had a lot of ground to cover.

There were indeed visible signs that the companies were gearing up to address this growing mar-
ket. While the production and sales of motorcycles grew substantially (CAGR of 22% between 1996
and 2001), the performance of the other two segments of two-wheelers was poor. Scooter production
grew by only 0.5%, while the production of mopeds fell by 29% during 2001-02.

The Legend of Hero Honda
The Hero Group

The Munjals, owners of the Hero Group and promoters of HHM, had made a modest beginning as
suppliers of bicycle components in the early *40s. Currently, the group’s bicycle company, Hero Cycles,
manufactured over 16,000 bicycles a day and had sold over 86 million bicycles in aggregate as of 2002.
It had been acknowledged as the world’s largest bicycle manufacturer in 1986 when it overtook the U.S.
manufacturer, Huffy. Despite the lack of significant process automation, the company had been able to
achieve among the highest levels of employee productivity and efficiency on a global basis. Although a
publicly traded company, the family was extensively involved in day-to-day management of operations,
as well as setting strategic direction.

Much of the company’s strategy was anchored to the fundamental principle of providing products
of superior value at reasonable prices to the consumer. This basic belief was reflected in the company’s
approach to product innovation, quality, and reliability. Over time, the group had nurtured an excellent
network of dealers to serve India’s expansive markets. This network was not just focused on the high-
density urban centers, but also encompassed rural outlying regions that typically did not attract the
attention of large manufacturers. The company truly believed in its mission of bringing transportation
to the masses.

Over the years, the Hero Group had entered multiple business areas, largely related to the trans-
portation industry. The group evolved into a fairly integrated set of operations that spanned multiple
areas of raw material processing, such as steel rolling, to the manufacture of subassemblies and compo-
nents. Many of these ventures were owned and controlled by members of the Munjal family or operated
by very close friends and associates. Thus, the company had seemingly established control over all facets
of production and marketing. Exhibit B shows the portfolio of Hero Group businesses.

Honda Motor Company of Japan

Honda Motor Company had surprisingly similar origins like its counterpart in India. Founded in 1946
as the Honda Technical Institute by Mr. Soichiro Honda, the company produced its first bicycle engine
a year later. There had been no looking back from that time on as the company grew to dominate the
global automotive market, with over 100 plants in 33 countries selling 11 million product units as of
2002. The engine was the centerpiece of Honda’s global expansion. It had parlayed this expertise into a
wide range of products such as lawnmowers, generators, scooters, motorcycles, and cars.
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Honda called its global strategy “glocalization” to signify its approach of building plants locally to
meet local demand. Within this web of localized operations, the company had been able to leverage
synergies in R&D and manufacturing by regionalizing its operations, consolidating local strategy at the
regional level. It had worked quite well. The reach of wholly owned subsidiaries was augmented through
astute management of select joint ventures, although not a preferred mode of entry for the company. In
many cases, the company was motivated to enter into joint ventures either because of regulatory

constraints or because of a desire to access local market knowledge that was not easily available.

Forging a Partnership with Honda Motor Company

HMC came to the Hero group as the last choice for its motorcycle venture in India. The market
for motorcycles was not booming in any sense of the term in the early ’80s. Many Indian consumers
still believed that motorcycles were more accident prone and less safe for Indian roads. The market had
been largely carved among three Indian firms with various levels of old imported technology. It was
against this backdrop that the Hero group sought to throw its hat into the ring as a means of
consolidating its position in the two-wheeler market. Since it had a flourishing bicycle business and a
fairly strong moped business as well, the Munjals felt that entering into a joint venture with a
company that enjoyed a worldwide reputation would help them achieve their goal of dominating the
two-wheeler market in India. It was indeed a golden opportunity for Mr. Brijmohan Lal Munjal to
achieve the distinction of “beating Bajaj,” a seldom-vocalized desire that he had harbored.

The Deal Is Done

The negotiations between HMC and the Hero group had by all accounts gone quite smoothly. Al-
though there had been some lingering resentment that HMC had come to Hero as a last resort, Mr.
Brijmohan Lal Munjal had tried to maintain the enthusiasm amongst the members of the Munjal
family, emphasizing the benefits of the alliance they were about to enter. The negotiations culminated in
an agreement that wassigned in June 1984 creating a joint venture firm called Hero Honda Motors Ltd.

Honda agreed to provide technical know-how to HHM and assist in setting up manufacturing
facilities. This included providing the design specifications and responsibility for future R&D efforts
relating to the product lines that the company would offer. For these services, HHM agreed to pay
Honda a lump-sum fee of $500,000 and a 4% royalty on the net ex-factory sale price of the product.
Both partners held 26% of the equity with another 26% sold to the public and the rest held by financial
institutions. HHM became a public company listed on the Bombay Stock Exchange (BSE).

4 A09-03-0012



Rubber Hits the Road

The manufacturing plant which was established in Dharuhera in the state of Haryana started manufac-
turing the CD-100 model motorcycle in 1985. The CD-100 was powered by India’s first four-stroke
engine; the unique selling point that put Hero Honda in the driver’s seat in the marketplace. Soon, the
CD-100set the standards for fuel efficiency, pollution control, and quality. Perhaps the most appealing
characteristic of the CD-100 was its fuel efficiency (approximately 80 km/litre), an attribute highly
valued by the Indian consumer. As the CD-100 was the only one with a four-stroke engine at the time,
it became a runaway success. Interestingly, it was Mr. Munjal who persuaded HMC to launch the 100cc
vehicle instead of the 70cc version that HMC had originally planned to offer. Given his long experience
with the'manufacture of bicycles and mopeds, he really understood the intricacies of the Indian market-
place very well. “Our bicycle and moped manufacturing background gave us insights into the customer
psyche that the running cost of the vehicle had to be low,” he recalled in a press interview focusing on the
rationale behind.the CD-100. The organization had since spearheaded many “firsts” for the auto sector
in India, being the first two-wheeler manufacturer to implement an ERP across the functions, and the
first to implement initiatives.such as six-sigma.

Under the stewardship of Mr. Munjal, HHM had grown consistently, earning the title of the
world’s largest motorcycle manufacturer after having churned out 1.3 million vehicles in 2001. Its
motorcycle volumes nearly quadrupled.during the period 1997-2001, a feat unparalleled in the Indian
two-wheeler industry. While the motorcycle market grew at an average 21.74% per annum between
1997 and 2001, Hero Honda averaged a growth rate of 35.46% a year. In 2001-02, it again doubled
volumes from 0.76 million in 1999-2000 to 1.3:million. However, there were several significant bumps
on the road along the way.

HHM managed to dampen some of the negative impact of these years through astute marketing
and by leveraging its knowledge of customersand markets. It had built an expansive network of dealers
who were extremely loyal to the company. Much of this network was culled from Hero Group’s bicycle
operations. The company instituted modern programs and incentives to.motivate its dealer network.

best dealers were chosen to visit the Japanese operations of Honda each year. They formed an
extended family and HHM was perceived as being very supportive of its dealers. As of 2000, the com-
pany had close to 400 dealers across the country. It was this well-penetrated dealer-network that allowed
the firm to actively market its products in rural India, a significant departure from other firms that
concentrated solely on the urban market. The challenge of rural marketing would have been quite
difficult without intimate knowledge of the dramatic differences, not only between the urban and rural
consumer, but also the various shades of gray that differentiated rural consumers_in_one region from
another.

The influence of the Hero group was quite visible in the way the supply chain wasorganized at
HHM. The company had built an extensive network of primary and secondary suppliers for compo-
nents and subassemblies. Since the Indian government had stipulated that the joint venture must
indigenize production within a fairly short period of time, developing the supplier network was deemed
crucial. By 1996, over 95% of the motorcycle was manufactured from locally procured parts, a rate of
localization that even Honda at times thought would be difficult to achieve..

Honda did not seem to be concerned about the rate at which foreign sources were replaced with
Indian suppliers. However, HHM shareholders had expressed some concerns. The preferred provider
network of suppliers was filled with either Hero family companies or firms that were run by promoters
who were closely aligned with Munjal family interests, and this posed a potential conflict of interest.
Since HHM was a publicly traded company, it was felt that the profitability impact of outsourcing to
allied firms would affect shareholder returns. The flip side of this sourcing approach was the reliability
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of the network and its ability to respond quickly to environmental change. There was very little
inventory in process or waste due to supply chain bottlenecks, which resulted in better margins. Of
course, this also ensured that many among the Munjal family were gainfully engaged.

Renegotiating the Venture in 1994

As 1994 rolled around, the sentiments amongst the Munjal family were mixed but largely negative.
Some felt.that while Hero had ploughed a lot into making HHM a success, HMC had not contributed

as much. There was a lack of new product innovation and much uncertainty surrounded the negotia-
tions at that time. Even routine design changes were taking too long, and HMC’s R&D engineers did
not appear cooperative on this count at all. The impending negotiations paralyzed HHM, and it had to
sit:on the sidelines'while its competitors roared past. Archrival Bajaj had introduced a new four-stroke
engine for its motorcyele line and usurped the lead that HHM had carefully nurtured. In the meantime,
HMC had negotiated new ventures with other Indian partners for manufacturing automobiles and
power equipment. Mr. Munjal would have liked very much to have been part of the automobile ven-
ture, but'did not-allow this disappointment to color the relationship.

Perhaps in protecting .its own destiny, Hero had been evaluating alternative product lines and
market approaches right from 1986. It.entered into a collaboration agreement with Steyr Daimler Puch,
an Austrian subsidiary’of Daimler A.G., to manufacture motorcycles in the 50cc-65cc range. This
business was organized under the Hero Motors banner and targeted both Indian and foreign markets.
Hero Motors was successful in exporting.completely knocked-down (CKD) kits for assembly in Spain,
Iran, Mauritius, Vietnam, Bangladesh, and Egypt. Bolstered by these initial successes, Hero Motors
even entered into discussions with BMW of Germany to manufacture 650cc bikes. Although these talks
eventually fizzled out, they could hardly have inspired any trust or confidence at Honda headquarters.

It was 1995 by the time the joint.venture agreement was renegotiated and extended until 2004.
HHM was able to negotiate far more attractive termsfrom HMC with respect to royalties. They were
able to persuade HMC to accept a paltry Rs. 200 per vehicle in 1995. Licenses to manufacture future
models were dealt with on a case-by-case basis using a mix of lump sum payments and royalties. By
1999, the proportion of royalty payments to sales revenues had declined considerably from a high of
4% at founding to about 0.5%. Honda displayed new willingness to share its R&D and product suites
in a more timely fashion. Subsequent to the 1995 contract renewal, Honda licensed HHM to
manufacture Street, a model that was based on Honda’s recent global hit called the Dream, which had
sold over 25 million worldwide. In addition to the reduced royalties and fast-track transfer of
technology, HMC agreed to increase the extent of components and subassemblies purchased from
Hero’s supplier net- work.

With the emergence of significant competition from similarly positioned offerings from Bajaj and
TVS-Suzuki, Hero Honda had become more aggressive in terms of its marketing with new product
launches and market segmentation. The company had announced new product launches (two every
year) to continue this effort. This phenomenal rate of new product introductions was, of course, solely
dependent on HMC’s continuing its R&D support, since HHM had not explored setting'up R&D
facilities in India. HHM had also undertaken significant expansion of its distribution network.

The going was good for HHM, and the financial results followed. The company had reported
flawless quarter-on-quarter growth for 18 consecutive quarters between 1997 and 2001. Hero Honda’s
quarterly sales during the period grew 303.28% and its net profit jumped from Rs. 16.28 crore’to Rs.
98.34 crore. HHM hardly required any incremental working capital over the seven-year period follow-
ing the renegotiation. In fact, its working capital was lower in 2001 than in 1994 by Rs. 1160m, despite
sales having grown by approximately 7X during this period. Return on average capital employed (ROACE)
at 65% was among the highest in the country. Hero Honda was among the few Indian companies that
enjoyed the distinction of generating a positive economic spread for an extended period of time. Be-
tween 1995 and 2001, the economic spread (difference between Weighted Average Cost of
Capital(WACC) and ROIC) expanded from 16.5% to 65.4%. This performance had not been lost on
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the investors who helped the share rise among the ranks of established blue chips. Exhibit E charts the
performance of HHM shares. However, just as things appeared to be set for a smooth sailing, storm
cloudsappeared.

With the emergence of significant competition from similarly positioned offerings from Bajaj and
TVS-Suzuki, Hero Honda had become more aggressive in terms of its marketing with new product
launches and market segmentation. The company had announced new product launches (two every
year) to continue this effort. This phenomenal rate of new product introductions was, of course, solely
dependent on HMC’s continuing its R&D support, since HHM had not explored setting up R&D
facilities in India. HHM had also undertaken significant expansion of its distribution network.

The going was good for HHM, and the financial results followed. The company had reported
flawless quarter-on-quarter growth for 18 consecutive quarters between 1997 and 2001. Hero Honda’
quarterly sales during the period grew 303.28% and it Net profit jumped frgm Rs. 16.28 crore®to Rs.
98.34 croresHHM hardly required any incremental working capital over thq seven-year period follow-
ing the renegotiation. In fact, its working capital was lower in 2001 than in 1p94 by Rs. 1160m, despite

~_ sales havinggrown byapproximately 7X during this period. Return on average ¢apital employed (ROACE)
at 65% was'among the highest in the country. Hero Honda was among the few Indian companies that
enjoyed the dlstlnctlon of generatlng a posrtlve economlc spread for an ex ended period of time. Be-
——tween ane—266 ceonemic—spread—d between—Weighted Average Cost of
CapltaI(WACC) and ROIC) expanded from 16.5% to 65.4%. This performance had not been lost on
the investors who helped the share rise among the ranks of established blue chips. Exhibit E charts the
performance of HHM shares. However, just as things appeared to be set for a smooth sailing, storm
cloudsappeared.

Storm Clouds and Silver Linings

Competition began to intensify in the late *90s as many of the foreign joint ventures in the Indian
motorcycle industry reached maturity. Players such as Kawasaki and Yamaha were helping their local
companies mount a credible’assault on Hero Honda.-Closer to'home, HHM partner HMC was forced
to dissolve Kinetic Honda Ltd., the venture it set up with Kinetic Engineering to manufacture scooters.
This left a void in HMC’s product suite.in India and it was poised to enter the scooter market on its
own. Both of these developments were cause for significant alarm.

HMC, having extricated itself from.the KHL. venture,.announced plans.to set up a new company, Honda
Motor Scooters India Ltd., for the sole purpose of manufacturing scooters for the Indian mar- ket. At that time,
it also announced that it intended to enter the motorcycle market in 2004, ominously the very year when the
HHM joint venture agreement would come up for its. next revalidation: This announcement shocked the top
brass at Hero Group. Mr. Munjal put on a‘brave face and announced that Honda had made its plans public
only after Hero signed off on its plans. This led to further. speculation asto why Mr. Munjal would give his
blessings to a venture that would place the destiny of HHM in peril.

HMSI was indeed a troubling development for the Munjal family and the shareholders of HHM.
However, Mr. Munjal was looking for the silver lining in what was.apparently a huge storm cloud
brewing. He announced that HHM had negotiated three key concessions from Honda. First, Honda
agreed to delay entry into the motorcycles segment until 2004. It also agreed to form a four-person
committee with two members from HHM to examine any new motorcyeles that it would release post-
2004. Lastly, it offered an opportunity to HHM to share in the equity as a minority holder in HMSI.
These assurances were followed by a visit by Mr. Yoshino, the:CEO of Honda from Japan, for the
launch of Honda’s first scooter in India. At the launch ceremony, he addressed the simmering problems
that were perceived by HHM and its investors. He observed, “By 2003 the two compahies will together be
selling 25% of the world'’s projected seven million market for two-wheelers'*The President and CEO of
HMSI, Mr. Takiguchi painted a similar scenario in his interview with a leading news magazine. He said,
“The discussion in 2004 will not be on whether to continue with the joint venture. We will sit and discuss
about the products which both the companies—Hero Honda and HMSI—should build on.”’However,in
the same breath, he also observed, “Our strategy will be to offer motorcycles which keep up with the overall
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market trend in the post-2004 scenario?” It was anybody’s guess what that statement truly meant.
Honda was already bolstering its dealership network and had plans to set up over a 100 dealerships
by the end of 2002. It wasalso spending Rs. 1 billion to set up a manufacturing plant that would double
HMST’s existing capacity.? Given the rate of growth of scooters that was in the 4% range, it was difficult
to imagine how Honda would be able to use the capacity effectively without stepping onto HHM’s turf.

Q.1. Compare the growth and expansion of Honda, and Hero, and comment on which of these
were more realistic and productive from a Strategic point of view and specifically within the
context of the Indian 2 wheeler market 10 Marks

Q2. What in your view helped Hero, a newcomer to the Indian powered 2 wheeler market, to
become the Industry leader in a fairly short period of time? 10 Marks

Q.3. If you were a Consultant to Honda Motor Company, what would you have advised them to do
and not to do, in their Indian 2 wheeler Venture especially in their Interface with their Indian
partner?

10 Marks
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