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MANAGEAGENE UF DIVERSIFICALION IN LHE PUBLIC SECLOR

Abstract

Public sector enterprises account for a very substantial
proportion of the manwfacturing activity in India. Public
enterprises (PBs) in India are rapidly diversifying tneir
businesses as a response to environuental changes as well as
to achieve their growth, profitabiliﬁy and other strategic
objectives, Hence, management of diversification has emerged
as a major task of FEs. itost PEs are diversifying into
related and tecimologically sophisticated fields ; unrelated
diversification is not very uicownon. Based on research done
by the authors and pertinent studies by otaers, tanree nodes
of growth and diversification have been conceptualised. The
more effective modes amongst thnein have been identiiied and tne
conditions facilatating successiui diversification nave been
delineated. Diversification creates tue need for major changes
in orsanizational structure, systems, and management processes.
Some of tie probleams of transition from a single business to
multiple product lines have been highlighted. Finally, this
paper sxketches out maejor steps in planning a diversification

wove in the public sector in India,

Zatroduction

As far as enterprise management is concerned, diversiticavion
has come to mean tine enterprise's enlarging its ranse of products,
Diversification takes many forms, When an enterprise begins to
produce some of tine inputs into its products that were earlier
purchased from outside, its diversification is of the backward
iantegration type. when it begins to produce souwe of tne products
in which its own earlier products were inputs, its diversification

is of tane forward integration type.
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Begides these, an enterprise may differentiate its prodacts
furﬁhcr, such as oifering a fuller product Line, or way produce
and market products related to its current line, fais would
be related diversification, wnen an enterprise takes 6n the
production and distribution of products quite unrelated to its
current products, the diversification is of the unrelated or

Conglomerate variety.

sanageuent of diversification is one of tie most con@lei
challenges faced by corpurate wanagewents. Diversification
may lead to simultaneous changes in a nwsber of asgpects of the
firi ¢ technology, warket and organization. In tue lodian
public sector, too, tne wanagewent of diversiiication is

emerging as a wajor bask of wanagcucnt.

Reasons for diversification

why do fimas diversify and seek new business opportunivies ?

Some of the importaat reasons are tihe following

1, Product and businecss daversification reduces risk by

spreading tie investuent over several tields.

2., Diversification could be a wetinod of exploiting an
enterprise's resources aid capabilities when opportunities
for expansion in tne existing business are eitner not
available or cannot be pursued because of regulatory

conditions,

Do Diversificetion wey be a strategy to ofiset possible
decline in profitability and growtn in the existing
business,

fa Firus uay diversify to acnieve enhanced growth and profit

objectives.
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By - Firws way diversily - o sugeain. tne wobivasaoil of Cueir
esiployees Dy Cresblil Opportuwililes. Ior ekl oTOWbl aaud

~developueit,

©e inersﬁioé:t:.bh Wiy DG 2 weeiul TO LUpTOVE GOTYUTETE

jualde€ a.ud., ¢rodibiliby witit sue regulabury eaviroiueat,

R - .J.

| Di?ei‘siiiodt:.ou ias oveil inureasul'aly used oy larue
corporauons &5 & sirabegy Low a;da;pting 0 Changts 1u the
bus:mess t,uv:.rum&.nt zs well as to ac.ieve taelr growih
ob,]ectz.ve..s wWhierl uuey are no Longer web tnroubn cXpansion
witiin Lue:.r existing oruuact--m.—..ns.en d.oma,lns. Prior to 1710,
firus in tae U, 3, adaptcd o e.LIVlrQH.uK.J,ILaJ. CuBNEES . Tousn
expd.ns:l.un, a.cqals:.nlon of tirus, and vertical integration,
:mmver between 1910 and 1900, large iirus diversified ian a
ma.,_;or Wway. As oi 1310, oY per ceat of the la.r,_,e tiTws il
e U, 3, uad d..z.\r(...l.::liled ineo iliedlds, re;.abw or w.relased O
Taeir e:::n.sulnb business \17). ulxe'wlse, firus in kuro: pean
=cou.m.r:i.es algo reveal a tread vuwards 10CTGasSlil, diversification.
As oi 1970, 25 )er ceut of Guv large 1irws in Tue Ueba,
45 pu—.; cent in Wesh Uehusdy, J0 JeX ceat ia .;ra.m,e, and
DD per cead 0i Gue Iirws 14 Loaly aave daversiiied 7).
A giailar tread has pecen observed ia laodia. AS & Yeleus
ai’.udy indicates \0) large ludian enberprlses, DOTIL i Vi
‘public aad tiue privabe seceors, aave becn diversilying xapidly, .
- 2liaougll b.elr PEtieIls ale SuuewW.ast difierent, As of 1413,
in a sample 0f f< COrporatlions, adout bo per cenv of tue - '
orivate BELLOT il DD per Ceud oi tie public sector 1iTws Liad

diversified.

in tais paper, the pé.i;tern oi dlver:slfica.tion in Indian
public enteryrises, as suown Oy a snud,y of 22 .Ldl'b(;' sublic

- epberprises a.uuec.neo. co bne central goveriuent, is 1ueut1.iied..
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Thereaiter models of the wanageuecnt of diversification in FEs, ‘
suggested by studies of several engineering Indiah PEs, are pi‘esented.
The paper outlines ouwe of tne cilmnges needed in the organizdtion when
it diversifies, and the problcus it :i."ape_as. It c({nciud.es with a
noruative wodel of planning diversification in Indian PEs.,

Diversificatioyg in the Indian public sector

In India, the public sector enterprises 'atta.ch?d fo tie central
governuent and the various states are, by and large, relatively large
enterprises and account for helf of tine country's industrial
produétion\ﬂ). ‘fhe 200 odd PEus attacned to the various ministries
of the central governacnt cuploy nearly 2 million persons, produce
goods and services worth nearly rupees 350 billion, and warket goods
and gervices rauging from coal, steel, ceuent, textiles, watc.aes,
lamps, scooters, chemicals, znd fertilizers to snips, saciiacry,
wachine tools and hea'&y equipiaents, deing attacaed to pai'ticula.r.
econowic winistries, Pis tend to diverlsiiy'witnin whie KTOup of ’
related industries and product.s, unlike privatc enterpriscs tuat uay
engasge in quite unrclated d.ivers:.;‘.‘icatlon };o escape controls or

anti=aonopoly legisiation (1<),

Twenty=two indian public sector firus (see appéhdix 1) wexe
eXamined for taeir diversification patterns. These firus hed.
annual sales of fig. 200 willion or over in 1975.  fhey representéd.
approximately 70x& of the total assets in the .uénufacturing and wining
units in the public sector and ¥5 per cent of tneir sales in 197475,
As these cowpanies represented such a large seguent of the public
sector, the pattern of diversification HOVES by them way have been

representative of the larger units in this sector,

For analysing diveréii‘ication patterns, the sauple firas were
grouped into tne following categories ; (i) single business,
(ii) rulated business, (iii) related—cur-unrelated business, and

(iv} unrelated business,
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1e Sinale business : Where aluost all revenues acerue to the
orgamzatmn from the pursuit of a single discrete business.

2, Related buaim.ss : Where a substant:.a.l po:ct on of the total
revenues of the enterprise accrues iru.a a.series of bus:.nesses
- which are related to each otuer and which use closely related
tecmical ox werketing coupetence. ‘m.s catee,m;y e.l,go -includes
vert:.cal integration as data re.sardumé the t,xt‘.ent of J.ntegratlon
wes. not available,

e Unrelated. business : Wnere various ousinesses oi tie enterprise

do not depe.nd on amr couwoll tecinological or siarketing sm..lJ.s.

4. - Related—cum-unrelated business @ Ihis category wes created to
classify those finus, wiich a.cwrd:.ns to a preliuinary analys:.a,
‘gecued to. nave a nuaber of groups of busa.nesa&.s witnh strong
relatlonsnip througin coidon tecmnological or ma.rketlng skills
within the group but litcle coumanality between the gruups.

As an exaiple of strategic cla.ssificatiun, Hindustan uachine
Pools Ltd (HMl) in 1960 \scé ‘Pable 1) was engaged in a single _
business. By 1965, it had diversified intu a nuaber of new fislds :
a) watcnes 3 b) willing and broacning wachines and c) copying and
drua ﬁurret lathes, The first one was totally unrelated to its
existing business of wanufacturing lathes, while the remaining
to a certain extent had cowwanalities with the existing busine.ss i.n
terms of tectuwlugq.ca.l and morketing skills, By 1975 tnis coupaly.
had diversified into a large nwaber of fields wnich could be rougnly
grouped into a few maJor vnes § wachine tuuls, wabches, tractors and
printing ma.cnim.xy. The dlvers;l.flcatlons wmth;n the wachine tool
group were all related in terxus of technuluaa.ca.l and warkebing s«ill
requir\,uents. ‘watcaes,’ tnéc.wrs and printing wacninery were quitc. :
distinct or largely uarelated t0 waciine touls.,  Hence, we save ‘

classified itl in the "related-cuwunrclated' strategic categuTy
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which weans toat the company was fullowing a strategy vf pursuing
groups of ‘DusmesSes which hed sbtrong ties within tne group through
technology or warketing or buth but weak relationships between the
groups, The divorsity score lused as a surr\)ga.t?. for the propensity
i_'or divgrsification) for a couwpany in a given year was denoted by
the total nwab;c:é vf businesses it w:as engaged in during tuat year,
Hence, the average diversity score vf the sawple of fi:y:ggs.r,i-n*a_
perticular year would be given by tne total diversity score divided
by the ‘t"ota.l nuniber of firus involved, fThough there was sovue
degree of sub,jeétivity involved ia deterwining the strategic
catesories and diversity scores, it was felt that there would not

be very significant cna.nges in tane general pa.ttern energing over the

YOArs, '
fhe annual reports of tie Bureau of Public Enterprises and the
cus’.abanies' armual reports were tne wajor sources vl data.
YA LE 1

znies

'Strate‘g'- es of Selected Cus
hindustan sechine fuols

Soue bxeusplos

Nawe of toe Cowpany/susiness "~ 'Single Related Rela- unre—
; : ted- -lated
cur
Unre-
__lated

Hindustah Maciine Tools Ltd.
1960 Lathes ' X

1965 = Lathes, Watcies (1962), silliug
& Broacaing mechines \1964),
Goupying and Drwa Lturret latnes. - X

1970  Lathes, Watches, Milling &
Broaching sachines, Special
purpose wachine tools {1966)
Boring wachines (1966)
Heavy Duty Press \1470) X

197% Lathes, Watcnes, willing &
Broaching Maciiines, Special
purpuse wacnine tools, Boring
waciines, Heavy duty press,
printing waciine VIvT1)
fractors L1972). X
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Cochin Refineries

Nawe of the Coupany/Business ' Single Related Related- Unre—
Clui— lated
Unrela—- -
) | ted
1960 - -

1965 Refining of Crude 0il (1963) X
w0 . - do - X

1975 | S X

Indo=Burue Petruleum Corporation

1960 -
1965 -

1970 Indian VUil acquires.
controlling interest.
Margeting of petrileuia
products, uanufacture
uf electrunic and
electrical equipuents. X

975 - d - : : X

_ Bach firm was assigned tu' one vf the four stré.tegic categories
for each one of these tiue periods in the wanner sioown in Table 1,
which_gi\ies a few exauples 3 Hil, a highly diversified firm 3
Cochin Refineries wnich was a single business fira even in 1975 and
Indo=Buraa Petrolewa Corporation which froa ivs inception in 1970
' was an unrclated business fima, The woveuent of a firm from one
classification to anobuer during the period 1960 o 1975 provided
slues to the sinifts in the strategic pusturc of taat fira,  The
apgregate pattern of diversificatiun during the pericvd 1960 to 1975
is exhibited in weble 2, wiich also snows tie prupensity for diver—
sification as weasurcd by the average diversity scure fur a given

year.
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wrisir.a Kuaar et.ale,

Public Sector ¥irus
Strategy
single Relgted x( :‘.;i}:l‘a;ted— Unrelated i;t?l Nos . Di{rersity
s whirelated _ 148 gcore
_* i No. 7 No. Yo Neo e Hue e
1960 8 1> 5 2 - - - - 11 24
1965 1 58 1 21 1 5 - - 19 27
1970 10 41 g 1 5 1 2 29 5.8
1975 10 4> 10 4 1 5 1 5 22 0
Source 4§ Shekr Chauchuri

"Patterns of diversification in larger

Indian entersriscs”, Vikolpa, Vol.7,

Hue.1 Jznuary 1982,
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Public sector firus are of relatively recent origin.  sany
of the sauple firas which had a sales voluuwe of #.200 willion and
above in 1475 were incorpuré.ted during t’né period 196065,
Interestingly, as is evicient froia ”a}able 2, about \45 pér cent of taese
firus were in single businesses during 1975 and 45 per cent had
diversificd inco releted fields, In tue public sectur, the charters
of the firis art, défined by toe governuent. The stra:oe.gic options
cpen to. toe top uansgeueats of tnese firus way be l:.m:.tt.d wugtly to
relé.t_ed.fields. For exauple, the top hianaaemexlts o1 Cochin
Refineries, nindustan Cables or hnindustan Copper geenw o have had
1ittle freedoia tu diversify tueir operavivus into uwarelated vr even
related business areas by the very detinitiun uf toeir charter, the
Key task in tuese organizations seens to be upgrading product lines,

introducing new tecimulugies, and iuproving production efficiency.

‘fhe 1< public sector enterpriseé Wwnose cigarters ;Jruvidéd scupe
fur diversification, had diversified. Pen out of tne dozen public -
- gector firus with flexible charters were very diversificd and were '
mostly related d:vars:LfJ.era. Their diversity scures were alsuv high.
The high degree of rt.lated diversificativn in tnese public sector firms
' way, as mentioned previously, be due to the limited domains of their

parent uinistrics.

Though the study did not specifically explore the relationship
betweeh the nature uf diversii‘ication and the fira's financial
'perform.nce, it see.s advisable ior high technolugy FEs $o d.iversify
J.m.tially intu areas related to tneir existing skills or -those in
wiich skills uay be acquired easily. A prewature gtrategy of
diversification into uwarelated high tecinology or turbulent warket
fields way negatively affect the financial periorience oy the firm.
While favourable enviromsental conditious \pruvided by the protective
pulicy enviromaeat in Indiz tild recently) can lead to enviavle
perforuance of a firw diversifying intu unrelated tields \because
of sellers uorket conditions) this strategy way wake tae FE
vulnereble wien uarket conditions pecuue coupetitive and hosgtile,

gizns of whici are already spparent in the Indian ecunowy.
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Pop wenagecnts of unrelated PE. diversifiers wey nut possess the
skills needed tuv intervene in stra.teglc crises created by abrupt

cnanbes in @)vemue.ntal policy. Tn:.s is becausge winile the corpora.te
offices of uprelated diversificrs ..La;)r heve expervise in legal and
financial watters and pernaps suue other functions wiich arc Couuion
to tne verious businesses, they siay not have exPerﬁise in tne higinly
technical or specialized functions uaique bu a particuler high
tecnnol..by or otherwise couuplex business. 1In contrast, the

related d.l.vers:l.fn.e:r: builds and enlarges upon core cuupetences whicil

facilitates top wanseewent invervention in a crisvs,

sodes of m%divers,i_ﬁcation
Although the dowinznt type of diversification in "'tne. Indian

public sectur appears tu be one of related diversificatiun, taere uay -
be wany different ?.vegrs vi gulng avout dj.versa.:.fying- in the public -
' sectur, “he reasons for diversificativn way very fruw YBE to PE,
PEs also vary v:l.s—a-vis strate.g,lc cugices as J.nstalllne, large
capacity (in relation to nebicnal dewsad) or a rela,tlvely swall
capacity, cna.nbes in tie wode uf wenage.ent, expurt vrientation or
werely iuport substltutn.un, and sv furti. (.ase stud:.es vt several
Indizn PEs, especially of fuur engineering enterpr:.ses W11), revea.led.
several alternative uodes of uwansging growth and diversification.
The four engineering enterprises were all attached tu the Departucat
of Heavy Industry, sinistry of Industry. Pnege were Richardson and
Cruddas Ltd, (R & C), Bharat Pups and Cuupressors Lid, (BPCL),
Hindustan Ma,cnine.i'c)ols L‘td’\Hm‘l‘), and Bharat Heavy Plaee and

Vessels Ltd. (BHPV), siainly equipuent uanufacturers, of the four
HMI was also a ma.jur’producer of watcines, tractors and laups. The
tirst type of diversification szagement identified, cuuld be celled
. the “albatruss" wode, the gecond could be called the "drop out" and
the third could be called Waitosig® wode of wenaging growth and

Giversification,



In this mode; the présaur'e of diversify coues frow having to
carry a large, relatively useless capacity, that shackles the
egterprise in losses. 8¥CL and BHPV were sta.rtecl with a large
capacity well in excess of national deuwsnd and thereafter they
struggled perpetually to utilize cepacity wore fully, culmnaune,
into a diversificatiun intu otherwise u.n:r;clated "base load" and
wkher pmdncts that could, nuwchr, be prud.uc::d froa tae saue plant,
BPCL was set up witn a punps ani CULPTESSUTS Capacity qu.ite out of
line with tioe then or future dewand (1<), The consultant ior the
project was National Industrial Developuent Cuxporation \N1DC),

As a seaior old tiwer with BPCL poin'ted..our., “’NID(.'; never considered
the cuumercial v:.ab:.ln.ty seriously. The warket survey to estavlish
waat capacity BXCL should have, was vexy -inadequate., 4s a
comsequence they recouuended a capacity much higher than the likely
dopestic dewand for vur products. Also, they did not think of a
base load for the coupany™. High excess capacity ueent a large
annual depreciation and interest burden, and therefore greet
difficulty in breaking even, Parsly to overcuue this situetion, )
BPCL diversified into the wenufacture of industrial gas cylinders in:
1976, and in 1981 into industrial boilers.

BHPVY was set up in 1967 to uwake the country seli-suif:.clent in
equ;pment sucil as heat exchangers, pressure vessels, coluung, ¢tc.,
n.eeued by process industries like fertilizers, cnemioals, steel plants,
ete. 1t was, however, saddled with a huge capacity. Subsequently
4t was found that over 20w of the plant could not be utilized due
to lack of dewand for its products in India or for other reasons.

Po turn profitable, tie cuapany, in addation to the originel product
lines, 50# inirolyed in ;.iax;u;‘acturi;g-,' and selliing cryvgenic equipaent,
finned tubes, peper equipuent, and industrial builers. 1t had even
set up a captive uxygen plant to produce oxygen. Until 1980, the
coiwpany, however, had uade a0 prufits,
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Two other firus, Bharat feavy Electricals Limited \BnBL) and
Heavy Engineering Curw)dra.tion \HEC) snou;ed a sowcwhat siailar
diversificatiun beha.viour \1 6).  Starting frow the wanufacture of
electr:.ca.l equipucnt foxr power bem.ra.tlon and tra.}xsm.ss:.un, BHEL
d.wersxi:.ed into industrial voilers, sbuamu geucrating equipucat for
nuclear power plants, Puups, COLPIESSULS, foundry i‘org,e, 0il rigs,
ehc, . nl*..(.- d:.vc.rsn.i‘lecl mmach less. CULM&HCJ.H&, operat;x.ons with tue
ma.rmfa.cture of equlpmc—.nt for steel plants, it diversified into coal
- mining equipuent, heavy wachine tools, and opthaluic glass.  Suin
the ventures entailed m.t,n maricetule, risk steuaing ma;.nly fruu the
fact that the governuent decided to set up the pla,nts well befure
domestic dewand hed grown to the point of running the plants at
full capacity. HEC was designed bu- wenufacture equipuent sufficicat
to build a wiliion tonne steel plant every year, wnereas the tota.l.
steel pruduction capacity in India in 1965 was only 1,7 willion tons.
Likew:.se, BHEL' s plants were designed to produce 4,250 uwcawatts of
electrical equipuwent each yesr, whereas the total installed electri-
city gem.ra.tlng capacity in India in 1956 was only 5,400 meg,awatts.
Despite the siwilarities between these firws in their entry phase,
they exhibited remarxeable differences in the st;ratee,ic behiaviour
d.u;r:in._, tone operatiovns phase. After several lean years, BHEL,
because of a rapidly growing xua.rm.t, AN other factors, was able to
iuprove production and financial peri‘umance and gruw into a
diversified Cuiupany in tne electrical iJ.e.Ld., wilereas akl, because of
a Very sluggish warket and 2 huge underutilisec capacity frua tue

beginning, had not been able Lo suLW goud perfunuances

Aill four enterprises = BECL, BHPV, SHEL, and HEC = show suue
similarities, but also soue dlfferences. All four were started witn
capac:.t:.es vastly in excesg of warket needs. All fuur failed, at
least in tne initial yea.rs, to develop export warkets,  Hor did
they proffessionalise taeir wemasgeuments during these years tou tae
extent '_need.ed tor high technulogy firas, But difff_srences cuerged

in the lung run.
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BHEL was the wust ageressive in develuping forcign warkets fur its
pr:)d.uc'cs and know-how, and elsu the wwsi agoressive in proicssiuna~
lising its uanuiacturing, warkebing, persoancl, financial, aad
planning systews, widle HiEL was tae Least 'agé-,ressiva butin in
developing fureign warkets and in professionalising its el eucnty
pHBEL, as a conseqdence, perhiaps fes tie best lung terw perforasnce of
the four, while HEC nas the wurst, ihe lessun is oovious s it a
PE is saddled with &« large eXcess ca,pacn.ty, diversification .ust Dbe
undertaken %o cevelop indigenvus warkets and break into fureign
warkets ; and fur this tuv happen the wenufacturing, warkebing,
personnel, financial control, and plamning systews wmst be rapidly

- professionelised, Lhen unly the albatruss can be shaken off.

£

The d.rup- out wude of diversification manageaent

Because of legal and uiher reasons, divestiture is rare in India,
But freezing or curtailing activity in highly couwpetitive product
lines and searcning for greener pastures is not,  Richardson and
Cruddas \ R & C) exhibited the strategy of atteupting to escape froa
- an enterpriéeb priusry industry not su uuch because tne .enterprise hes
been saddled withi a larsge cxcess capacity but because the environuent
is nighly cuupetitive, Inepility tu coupete efi‘ectively ledds to
losges or luw profits, and tu dwpruve profitabilivy tne enterprise

geeks diversification into other industries,

Richardsun and Cruddas \R & C) operated in lhe hdgtly cuwpetitive
structural engineerily industry,. Its warxet snare‘wa,s suatll and it -
had wany cumpetiturs. ¥roa the wid-seventies Richsrdson aznd Cruddas
(R & C) adopted the strateeg of reducing its involvewent in
relatively low valued structurals and diversifying inte a variety of
' equipisent industries like cheidcal, rubber, and sugar wachinery
industries, However, these"/diversifications .we're not accompanied
by prb:t‘essionalisation of aenagewent, su that in aluwst cvery case
Richardsun and Crud&as \B&C) ceue in too late or .aisuwanaged the

diversification.
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As a cunsequence tnuugh the bumpany diversified rapidly, ius profit
perfurmance was quite poux. Winilc the drop out wode way be fairly
comatnt for enterpriscs upe.ra.‘hms in coult)etn:.vt. Andugtries, what is
distinctive abuut the R and € $ype dropping cut is tnat the PE, su

to speak, drups intv equally wntavourable indusceries thyough diver—
sii‘ication. The PE wakes a very limited searcn fur prospective A
investuents and over—relies un publisnecl governuent forccests of gruwth
- rates vf J.nduatrle.s {which wostly tura out’ tu be wildly opt:.m.st:.c),
selects cllversz_flcatlun prujects on the basis of SllpCI‘ilClal narket
surveys, and tries to wenage the diversificatiun much in tne sauwe way
as its existing business. R a.nd. C's dJ.versn.flcat:.ons in industrial
macnineries in the nid—-seventics arc illustrative of the foregoing.

 1n none of these diveréi;‘ications {into sugar mill pechinery, rubber
inill wachinery, aud chewical machmery) did it gu in with e douwinant
market snare. All three werc couupetitive, fairly easy entry
industries in which R and € had no distiactive uarket advantage.

R and C 501; into these industries waen the lung tera TowWbll ratc had
tapered off 10 virtusl sta.{_.,natlun in real terws in the sugar wacaluery
industry and rubver waciinery industry. Cheudcal industry was STUWills
at a real 10r ur so a year, but B and C trieu tu ..aand,ge its diversifi-
cation intu chedcal industry, which wes a different kJ.nd of business
irom structurals in terus oi toe level of ‘tpctmulug,lcal sophistication,
without having aii ap Jrupr:l.ate ma.xw.;,ement s€6 up tu wanage the business.
For instance, witil 1980 it had no separate divisivas or profa.t
centres for auy of its busincsses and its M!Ct.tlnf_; capabilities

were very wea,k. As a cunsequence, tne cnterprise was not doing

well in any of ;j‘ts divergificabions, was scarcning fur fresh diver—
gifications, and was seeking to freeze its activities in ivs earlier |

ventures or even bu gebting out 'u_f them.

The witosis wode of growth and diversification wanageuent

Higl exa.aplifies the celiular division or uitosis strategy of
starting swall \in relativa tu national demand) but expanding

rapidly in a variety of product .arkets,
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fhe expansiun in each prw,uot warket is plenned to be successful
and the surpluscs irui esch venture are used tu uwers:,iy into other
unrelated ur related pruiiteble pruduct lines, repcutme, zgain the
stratesy of gradusl expanslum \ '

Awong Ladian public enterpriscs, Hif is sousthing of a legend
romed in 1955, it grew repidly, both prodncfiun-wise a.nd pruduct-wise,
and exm.pt for suwe years, by public sector standards it shwwed a ‘
good pruiit gerforu@nce (11).  Unlike tne firus referrcd %o in the
earlier sectl.uns, Hiflt started relatively soall in each of its diver—
eifications, but then oTEW rapidly, Fur ingtance, Hiti was set up
to pruduce a rather narrow range of waciine tovls and iis anare ui the
Indian warket fur uwacnine tuvls was initially swell, At a relatively
3»13.11 coat it lk:a.rnt the uxtr:l.cc cies of tne wacnine toul warket and |
technology, ‘and toercafter expanded ra.y:LdJ.y following an iwpurt
substitution stratesy. In'tne sixties it set up wachine tuul plants

at Pimure, dyderabed and kala.assery,  oiwilerly, its initial watcn
maxcing tractor. wakKing and laup mas:me, capacitiecs were fract.ons of
" the national dewend. In eacn case, after a few years of ¢rappling
with tecnuical c..nd. worketing uncertaincies, Hal grew rapidly. and
rc.lat;wely successi‘ul.l.y. . In capsule fura, the strategy Secus To De 3
a.iversu.;y by sterting swall in an iadustry witi higi iwuport substi-
| tutiun putential ox gruwth putt—..m;lal. lcamn iast, and expand rapidly.
ﬂﬂ‘f hes elso prufessionaliscd ics gysteus of Janagewent at the saue
Itiuk& ag ics uwersn.ﬁcatiun, and tm.s alsv is a sn.gniﬁ.cant factor

Cin the success of its product and business diversifica tluna.

Anut’m:r public sector cunpeny, Punjab “Practors Liuited, whose _
ahares ave partly held by public financial institutions, Punjab
State Governuent, Guvernuent.of India, and su.e indivicuals and
" ‘pnva.te organizations, hes #lso fULLuwc.d. a stratugy siailar to that
“of Hul (7). Instend of waking luupy investuents, it created half
the capacity allucated tu it by toe dinistry of Industry ‘and expanded
cgpacii;y fruw the surplus generated by profitable uperatiuvns,



It has intc;_,rated. backwerds md hag horizontally diversified into
related pruducts and is. now pla.nm.nb to diversify into couuercial
vehicles. 4 wajoX part of the funds required has GUAIG frow 1ntc.rnal
cash generctlon. _ This uas increased its credipility a.ud autunow

v:Ls—a—vn.s tne various regulatory budies.

The witusis waodel of the HMT/PLL type gsI‘u‘dth strateyy &y be the
5eﬁerally desi‘rsble une for PBs, This is uorc. so in situatiovns wnere
there are both high technicael and Jgarketing risks. Developing
countries axre cna.ra.ctx.rlsed by siall ua.rhcets, erratic growth ra.tes,
low savings, capital shorta,g,e, anc low techiclugical absorptive
capa.clty. In such envircvnaents pradusl expansion and dlvcrsulcatlun
accougan:l.ed oy d.evelopuent of professivnal gysteus of pla.mune,,
me.rketme,, menufacturing, financial and personnel dansgewents pmv:Lde
tioe for masr.er:.m_, tae needed pruduction and awarketing know-nuw, The
enterprise generates its own surpluscs, is less depenaen‘o vn the parent
winisvry, and acquires hlc,her credibiiity in its re,;,ulatozy env:.rozment,

all of which facilitate diversification.

-

HOwever, PEs in develupine cvuntries snvuld view alternative

wodes of asnaging growbti and diversification in relativn to the size
of the warket fur svpnisticatoed products, its rate uf growth, and zlso
the character of the tecmological envirvnpent, This is si;rmised
frow BHEL's stratepy of growth and diversificabion. — Though BHEL' &
jnvestuent was wisuatcned with the uarket conditions at the coaenceaent
of operations, the rapid growbh rate {around V4. per year) of the

market helped in il.wproving tht finasncial perfurnence ra, 0idly after the
jnitial start-up probleas (16). Tuday, BHEL is une of the geus of the
public sector industry in the country.  Froa inis case it appears
that even when tie country was ,111 the nascent stage of developuent, a
“Inapy, ahead of deuand, investuent stratesy" was effective due areatly
to a rapid increase :Ln garket sizc in conjunction with professionalization
of m.nageuent. It is then pussible tu hypothesize that aliernative
effective uodes of gruwth end diversification wanagelent are available
to PEs.
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PBs_should select modes that match enviromiental opportunities and
their vwn diatinctive coupetence and resources. Phough an incre~
mental growth and diversificatiou strategy is advisable for Fiis,
thqy need also to consider tae pUSSlblllty uf adupting s lwpy—zhead~
of—demend—mvestment stratesy, esvcc;.ally if the:\.r uanageuent is
professivnalized and they ere willing to develog aggres slvely export
warkets fur tne:.r,pruuucts.
- Q ational de ig fur divers‘ ication

Diversiﬁcation creates a need for major internal re-ad,}ustments
within the enterprise. New ;inkae,es with the external environaent
which this strategy iapllea_ reuui.m cunsideravle chnanges in
organizational structure, m-ﬂ.e@-uﬁ__:m, contrul and co—ordination;
organizational velues and norus j upémtixxg technolugy ; wanageacnt
skills, knowledge, end attitudes,etc, Chandler's (5) pioneering
st-udar of s’b.ra.teg;c ‘change in V.3, md,uatnr indicated that orgeniza—
tivasl fora follows stretegy. His wvdel degeribed the pattern of
organiaa,t;i.onal change in the fora of five steges. The basic finding
was tonat a strategy of cxpanding intc new pruducts end uwarkets incre—
aged the diversilty beyocac the cupiné capebility of a functional
structure which thercfore ultiuately gvolved intu the divisional
fura of orgenization. )

Scott (18) argued that enterpriées, ag they gruw and diversify,
transit tnrough three stmctureé 3 the centralised, when the orga= ‘
pization is ssall and undivorsified ; tne functional, when it is
large but not very diversified ; and the divisional, when it is
large and diversified. In the taird stage, certain corporate
fDIlCtJ.unB, particulaxly fa.nance, are centralised, and each d.:.vis:.un
is a profit centre Besides, the cnief execubdve is less of a
coordinator of wa.rr:mg degartmeuts \a,s in the funct.wna.l foria) and
more of a strategist. A fourtil structare for souc enterprises that
produce supnisticated cutputs that are custua—uade (sucili as aerospace
firas ur equipment wanufacturers) is the so—called watrix gtructure

(10), in which teupurary sub-organizations cunsisting of specialists,
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geconded to theuw frua varivus -departments, are created for ‘each
contract or project, and dissvlved wheu the contract or project

is over,

Several urganizations tueorists have a.rgued' that supericr
perforuance necessitates a good fit or eynexyy between thu
organization's atré.tue,y and structure (5, 18), and ihe organization's
situation and stratesy (12, 14, 8). As far as diversification’is
" concerned, egseatially the grester cuwplexity of decision aasing
attendant vpon dive'i-sification implies not werely Jeccutralisation
and divisionslisatiun, but alsc tne developuent of a wore
sophisticated uanageucat intomation and cuntrol systed, aud greater
technucracy. Technucracy weans the hiring of tecnnical gpecialists
and giving thew a say in decision uaking, uost cousonly by a.llucat:.nb
thea to staff departuents sucl as industrial wngineering, data
proce.ssing corpurate planning, fina.nce, and legal aatters. But
these very necegsary stmctural uoves = decentre.lisatmn, installation '
of sophisticated uanageaent control and informetiovn systeus (MICS), '
and the setting up uf various high level staff departuents uay create
gevere probleus in coordimtion and integration of activities, For
exaaple, decentral:.sutlon uey lead to suoo;tuasa’clun, MICS tou -
neglect of non—quantifiable variables like worale ; and staff
departuents uay saarpen line statt confilicta, Phus, structural
ehanae needs to be suppleuented by change in tne organization's
operating culture., Coasidereble investuent needs to be wade in
humen relations and leadership training, participative decision
making and tead wenageuent, organization developuent, huiian TeSources
devel;:pment gysteus, ctc, - Tu embai‘h on diversificaticn witnout
planning for appropriate structural e.nd culbural cuanges is an

invisation tv disaster,

By grovides a fine exauple uf aa effective oryanizativnal

design for diversificativi, ~During the' decade vf the 19708 il

diversified frow Lechine tools and watches into not only wmore
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sophisticatéd machine %ools \such’ a8 numerically controllied wacnines)
end watcues (such as electronic and digital watcnes) but also into
tractors, lamps, dairy equipment, etc. This diversification, however,
was a.ccompa.med. by a series oi orpanizational chane,es. . Barly in ‘the
seventies the company ot vartially dJ.v:LsJ.on.alJ.sed., and each plant
became & profit centre, Later, the company got fully divisionalised,
into each product group doing its own marketing. The management

' :.nstalled. a so;‘nistn.ca.ted #ICS under wiich a flash report on a unit's
monthly periomance went out to the headquarters witnin a week of

the closure of the wmonth, and a more detailed repo:.'t followed witinin
two weeks more, The compana initiated lona ralge corporate planning
exercises in the mid-seventies, and set up the personnel and finance
directorates at the corporate headquerters. Management and stafi )
training were given high priority since the late sixties and !

 get up a full fiedged U.D, departuent to coordinate human resources
development activities, 4s a consequence, Hdl nhas, awong indian

public eaterprises, been one of the most successful diversgifiers.

By wey of contrast, Ricnardson and Cruddas (R « C) in the late
seventies was also higm.'y diversified for ivs size, producing and
ma.rketmg nearly a dozen different products. sub until- nearly
1980, it had failed to set up profiit centres or an il type
pex‘fomance reporting system., Nor had it ventured into corporate
long range planning or U.D. As = consequence, perhaps R & C was
a marg:mal operation ‘or lost woney in the late seventies.

Phe problem of culture manageaent exists not only during _t.he
$ransition from a single—product to a multi-product orientation, but
also in the stable diversified condition, A diversified firm would
by definition have multiple linkage with the environment, thus '
necessitating, a.ccord.mg to cOnt;xng,e,ncy theorists, the co—existence
of miltiple cultures. &Lmulta.neous pursuit of high performance
in existing businesses and opport‘-uxntles for long term pcrforma.nce
‘potential bring a mmber of problems to the fore :



a) allocation of scarce resources between on-going operations and
innovative activities ;

b) disruption of existing operations by introduction of new products;

c) reaulting teandency to reject new Vr,ntures before T.néy attain self-
sugstaining state; .

d) conflicts walch typlcally arise between ma.nu.t‘actunne,, marketing
and R & D during transition of a product or technology from.
development to operational status.

- These probléms arc exacerbated when entreprencurial & ctivity
in a firin becomes eqaa.lly 1mporta.n:t to the wansgement of ex:.stme,
operstions.

Pie Indian bﬁsihess environaent, witn the recent liperalization
of industrial policies by the governwent, including licencing, import
and export policies, is already showing signs' of increasing compeﬁitiom
‘Tt is also likely to exibit greater turbulence as a result of tue
increaging introduction oif new technology. Under these emerging
conditions Indian PEs would have to acquire "intesrative nanagement"
skills (1, PP 65-6), or in other words skills to menage mulbiple
cultures or capabilities within the saue enterprise,

Public enterpriseé in India are becom."n.ng more and amore coupleX,
‘"hey are not only diversifying their product lines within the country;
gome of them such as Hitil and BHEL, are also increasing tneir '
international involveuent greably by exporting products, technology,
and capital.  Structural mechanisus genera.lly used i‘oi‘ coping with
the problems arising out of the organization's-need to pursue both
high performsnce in existing businesses which are r¢source generating,
and innovative activities, which sxre resource absorbing, are '
designed on the basis of tne underlying essuuption tiat taere arc
* ipherent differences .in the cultures that support cfficiency and

innovation and hence should no% be combined in tne saue organizational
unit. Une organizational forw, Seraed as tae ' future/present =
“dichotomous structure’ (1, FF, 165-1125) Busregates managouent of
current operations frou inno{rative activities at a very high level

in the organization, frequently just below the top executive.
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Another alternative design is based on the different chearacteristics
" of leaders wost suited to tuese distinct activities, This foru
differentiates innovation related to external environuental changes
from that related to changing internal capabilibies of the fira,

.Anotht.r concern in tae desizn of organization is the relationship
between stratogy and structurc within dn.vcrs:.f:.c.d firus, une. study
whica resea.rche@. tm.s question (4) indicated that there were significant
differences in the role of the corporate office auong coupani.es of
comparable size and diversity. - Ihese differences seemed to be -
associated with the d.iffféring strategies of ‘diversification.

Pfwo groups of coupanies werc chosen for the study. Onp ETOUD o
ca.lled the !'diversified wajors', ‘ned becouwe diversified with a
characteristic pattern of initial expension and accuuulation of
resources in a single¢ busginess, the rationalization of the accumulated
resources, diversification into new but often related, markets, and
developuent of new orsanizational forus to dea.l with emerging
manegement problems, The other group, called the 'conglo.nerates'
had becoue diversified largely tm':ougn a series of acquisition, often
.into highly unrelated areas by wmeans of aggre331ve finaneial policies.
The resecarch brought out clearly ‘the similarity of approach to
 amanagement within the groups a.nd‘dg.fferencc,s hetween tnew. — Researxch,
development, uarkcting, wanufacturing, and purcnasing werc not
.repre‘sented at the corpurate level in tae gonglowerates (with only
- one exception in the case of purcaasing), while in only three
cé.ses out of eignteen were any of tnesé four functious not represented
at tihe corporate level in the Jiversified wajors. Fne diversified
najors, il the aversge, had wore than tarec times as wany people at
the corporate level as the gunglowerctes, Lhe greetest difference
was in R & D, witi an average of” 151 in the diversified majors and
none in the Gonglouerates,  However, thne conglowerates euployed a
gignificantly larger nuwber of persons in the finence and control
function thaen the diversified wajors.
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Top wanegers in the cox@lomeratc..s placed great importance on having
suall coxpora.te, offices, Phey ewpnasized thieir role in providing
help to the divisional .anagers in dealing with ihe finta.xcins
authoritics, regulatory sgencies, and stocknolders ; and in
installiing proi‘essiqn;l aanagewent structure and systeus. They also
'umiarscorx.u the iwporteuce of creating an entrepreneurial climate -
wlthm toe dz.vn,s:.uns ‘wid.eil necessitated tue abbve orgenizetional
approach. On the Jther hand the tenceacy of diversified wajors tu
be in businesses wore closely related in temus of custouers served,
wanufacturing smlia and technologies involved than the cunglomerates.
fogtered greater explo:.t.atn.un of cenmtraliged capability in R & D,
manufacturing, uwarketing, and purciasing.

D;vers;' gggtiun glamg'_xb" . in g PE

‘ There is a large literature on diversification and its planning
L2, .5, 9¢ 65 9, 15, 14)., Writers such as Steiner UB) have
d.istinguiane.d between were expansion {(incruaging the capacity tp
produce current producta for present warkets), and d.:l.vers:.fica.tmn,
~ which involves ca.pac:.ty creation for producing current products for
new aarkets, oI for producing new products for present or new warkeis,
Ansoff (2) has distinguistied between werket penetration (capacity
expansion of present products for present missiuns), uarket
developuent \capacity expansion of present products for new wiissions),
product developaent \capacity creation for new products for present
wmission), and diversificatiun \capacity creation for pruducing new
- products for new wissions)s  As concieved by Steiner and Ansoff,
planning coaplexity is J.J.kely to be least with a were expa.ns:.on ur
wuarket penctration, and wost with dn.versa.flcat:.on involving wanu~
facture of new products for new aissions such as export, technology
developaent, etc, '

. PBg, it was sugyested earlier, should, in their initial yecars,
gtick to related diversificetion because unrelated or otherwise '



coiplex forxus of diversificetion uway stretbcn thin t'néir.ma.nageuent
_capabilities, 4s it is, Pis nove difficulty/recruiting top class /[in
managemal talent because of lower ceilings wa ma.rme;ena.]. reuunerstion
:i.n the public sectur (20). Besides, nauy PEs produce tecmuluslca.lly'
sophisticated products. ‘The best of uwanagewents way find producing
and uarkebing thew profitably a difficult task, Thus, PE wisdoi -
lics in sticking to diversifications that can be handled with

available manageuent capability.

Yet there are coumpulsion on iany PEs to diversify into fairly
unrelated areas due to excessive installed capacity vr cuuapetitive
_‘pressures or for strategic, political, or economic considerations,
In plemliﬁé such diversifications a goud deal of search, d.at;.
gathering, anad.y—éis, eVa.l_uatiBn and choice are required, The top
menagepent needs to decide such com;)lex igsues as 3

1. What objectives shoald be. soueht for the dlversa.flcatlon_

: moves ?

2, What alternative product uarket arcas are available ?

3, Which alternative should be chusen ?

4. How should this choice be iwplewented ?

D What kind or organization would be needed to :melem;.nt the

diversifications and then wanage the new business 7

Phe first task of the top managewent of an enterprise is to
decide upon the vrganizational acrangeaeat to plan the diversification
move. Large corporations aay use furwally organized "coxporate
planning departients’ to co—ordinate and perfora a major part of the
task, Sualler units may use ad-hoc tass forces tu do tihe spade |
work., In both the approacnes it is necessary to have top executives
participate in the planning process at various stages go that there

is a viable consensus on the decision to diversify.

Phe next task for tup managewment is to decide upoun the objectives

of the propused diversification,
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Any diversification move pmust ultimately ve related to the overall
mission and stratesic plan of tue organization and its parent
ministzy, and nence it ia uecessaly to develop cbjectives tor eacu
diversification move, Dei‘j.uine, objecuives ior the proposed
diversification helps in directing tae envivonmental scanning effort,
Pnis is an imporvant point as the external inioruavion tiat an

enterprise needs to collect ior T.is purpose can be enormous,

As explained in tihe beginning of tne paper, the opbjectives of a
diversification cau be stability of earning, exploitation of
organizational strengths, increase in earnings and profitability,
image building, reducing dependence on existing businesses, etc,

In the case of a PE, weeting national priorities is alsc an

" imporbant objective, Detenuination of these objectives depends
upon an analysis of the existing strategic priorities oif tue PE and
the government, The top wmanageunent of the PE might be already aware
of this from previous analysis, and based on that it mey decide the
cbjectives, ‘Lhe Corporate Planning Departuent or vhe task force
would have to be familiar witn tnese objectives before proceeding
with tineir woxk. However, in che course of tae total planning
process Ghere is a possibility taat tnese ob,)cctwea wiglit wndergo
gome redefinition, ior strategic planaing is inevitably an iterat.ve

ProOCess,

Phe organizational group responsible for the overall planning
task ahou'.ld.' aow couduct a capability diagnosis and a resource audit
exercise, Phis is part of tie popularly known FWur (strengths,
wéakne_,aseé, opporf.am.t:.es and toreats) anelysis.  For this exercise
senior executives frow different parts of tie organization may be
ihvolvegf %o get multiple perspectives. Defining organizational
strengths and wesknesses is quite often a difficult task, since the
perception of relevant factors is biased by fawiliarity and by
experience.



Also, such assessments nave to be done in relation o a standard,
When the alternative product msrket aand tecunoloygy arcas are not
imown the standards cannot also be fixed. Thus, the strengths and
weaknesses get defined throwgi an iterative process. ‘hey have to
be defined witn respect to a goal and the potential coupetitors'
ability to perform the same task. Hence initially, a list of
tentative strengtos and weaknesses needs to be drawn ﬁp so that tids
can be uscd to develvp a preliminary list of opportwlities. A giwort
check list of areas wnich need to be Ziven attention is presented in

the Appendix 2 as au illustration,

The next step is that of identifying suitable opportunities.
A brainstorming exercise may be performed to generate a large number
of ideas, Other sources may also be used to get as wany idesas as
possible, - Phe parent winistry or tue other organizations with
wnich PEs come in contact often, like tae Bureau oi Public Enterprises,
other ministries, etc,, way also be tapped, Custouwers, dealers, and
suppliers can also be otner sources of ideas, Once a sufficiently
large nuuber of ideas have been generated, a few amongst then way be
taken up for more careful scrutiny. Yor this scrutiny, the
objectives of diversification and the list of strengths and weaknesses
neéd. to be used. The output of this exercise snould be presented to
the top managewent. At tois stage it may be ugeful to involve the
key officials of the parent ministry to get their approval for going
ahead with a detailed exanination of a few from amongst the large

list of ideas.

The next step is a rough assessuent of the external environumental
influences on the corporation for eacn of tue selected pusiness areas.
‘Lypically the enviromnental influences on a fira way be categorised
into : i) regulatory, ii) political, iii) econouic, iv) social,

v) competitive, and vi) technological factors. These evaluations
of diversification alternstives need %o be presented to top
management waich then finally decides on one or uwore diversification

propusals to be put up to the ministzy ifor a.pproval.



-25=

At this stage the FPB has to start exploring for technological
know=how, Only when it is reasonably sure to get ohe know-how frow
§0iae potentiai supplier will it be possible to make very detailed
calculations of proi’ita‘bj_lity znd invegiuent requircasnt,. Once
these details are available tie various governuental agencies that

are involved in evaluating investient proposals coue intv the fray.

Evaluation of PE project propusals by Guvermucat is a couplex -
process inVul\'ring cuuplex institutiuvnal relationsiipss Lhe wain
actors in tnis are tue cuncerned winistry, tane Bureau of Public
Entergrises, the Pu:bli.c l’nv;“.stuent Board zid the Project dppraisal
Divisgion of the Planning Counission. The Finance swinistry and tie

Union Cabinet also play impurtant residaary roles (12).

The process of providing funds for investusnt by the cuncerned
ministry is linked witn the national five year plan, A provision
is wade in the plans fur each public enterprise and detailed project
proposals -'haVe to be worked vut at the svage wuen actual appruval is
required, " Yhe funds allucated in tne five year plans foma tue basis
of estimating the Ffinancial requireuents and investuents outlay
provisions on an annual basis, and tiesc are presented in the annual
perfonnance l'mde,-et of the uanistry, An investisent proposal, wihetner
for expansion or for setting up new production facilivies, is to
corregpond tu these outlays. However, tiaere is no autowatic approval
for projects included in a ainisiry's approval investuent budget.
The approval fur the project is given only after its detailed scruviny

by various organs-of the Governuent,

‘Phe process ¢i evaluation by varivus organs oi the Governuent
ey Tange frouw b wonths tu several years, during winich a variety of
perspectives are‘ brougiit tu bear on cne propusal,. Phis prucess of
evaluation from multiple and differing perspectives uay lead tu
several recastings of the project tou wake it satisfy tine wmltiple
requirements of the assessors, with resulting delays and cust

egcalabions,
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Phus, familiarity witn the evaluation criteris used by the different
organs of tne Guvermaent is needed, and tne proposal necds tu
anticipate taeir uvhjectzuus. The PE uey alsu need tu cultivate key
officials in tieir povent winistries as well as in the various '

appraising organs of the goveruaent to exgedite the appraisal.

Once the approval of the Governuwent is obtained, the PE woulkd
hiave tu work vut a very detailed mple;uentation plan which would
spell out details of entry strateyy, investuent prograu.es, wuanpower
build—up prograume, organizations development prograiie, detailed
financial c-keulation for tae first two to turee years. Lhis
diversification plan uight nave a longer time span tnan 2 or 5
years, in widch case it way not be possible tu aspell out details
beyond 3 years due tu various uncertainties, Huwever, the future
growth strategy siould be develuned of which tae ehtry strategy
would be a vrganic part, Beyond a perivd of 2 uvr 3 years agsregate
quantitiative data would suffice. Tne prewises on tic basis oi
wihich the pruj‘ectiuns arc wade are likely tu change as a result of
enviromaental changes, Lhese would need to be incurpurated

periodically.,

Conclusion

In swa, public enverprises in India are diversifying fairly
rapidly intu related fields and wensgewent of diversification is
emerging as a major task for public enterprise unanageaent,
Divergification wanagemnent can take z nuober of foruis. A sauple
of Indian public enterprises exhibited three wodes of wanaging
growtn and diversification 3 a) the albatruss mode, b) the drop out
mode and ¢) the witusis mode, In tine econouic envircnment
prevailing in develuping countries like India, thc uwitusis wode may,
in general, be the most efiective one. Any significant diversi-
fication entails major changes in organizational design, For
succes.sful divérsii‘ication, enterprise managewent needs tu plan tie

necessary clianges in organizational structure, prufessivnal
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. menageuent systems, and oxganizational culture, Couplex
diversification need tu be meticulously planned and IMét bear in
nind the vrgenization's strengths and weaknesses, the parent
uinistry's strategic pricrities, a wide range of diversification
alternatives, fairly explicit evaluation criteria, etc, FPis
being extensioﬁs of the . Guvermaent, are subject to control and
gurveillance by various regulatory bodies, Heance diversifications
that need large investuernts need to be planned witia a long tiae
.horizon. This is essential for uwaking successful entry in terws
of tiaing, as pruject appraisal by a host of regulatory bodies '
takes a cunsiderable period of tiue, Corporate planners in ¥s*®
" need to incurpourate the divergent perspéctives uf the appraising
organizativns in the project proposals, and hence they need tu have
a thorough understanding uf tne prucesses and strategic objectives

of the Guvermuent,

* A * & *
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196,787

1.5

14 Indian 01l Cerporation Fafim.n,“ 5 & Marceting of Pebruleuw single
: Frolucts, Buginessa
15 I_ndian '%‘elephune Sﬂfrawge_r Exchange, Yelephones, Long 6,565 6 Single
Industrics distance transwission lines, Buginess
Cruss cz1 exchange
Liltching BEquipuents & LUranswission
Equipuents (1972)

15, Indo Buroe Petroleua Cu, fhfze;s:..‘etine of Petrolewa Products, - 8,846 0.5 Unrelated
Mrnufocture uf electronic and : Business
elecbrical eguipiicihts

17. medres Refinery Ltd, Refining of Crude 0il, 20,021 1.8 Single

| - Business
.18, Hazegon Ducks Litd Nevy saip building & repairs,
#inegweeper, Frigate, Dredger,
fanuer fur carrying oil.
Peosenger cus Carso vessela (1972), 4,609 2 Related
Export t‘t':}?z;),, Dev, of susll yards : Business
ahroad 1975)

19, Mining & Aliicd dacainery Coal dning equipuents 1,980 1 Single

. Coxporation Litd ) Busginess
Guaxr buxes, Castings & Forgings o«

Congunient for various industries
& railways, Cual weasicry equipuent
20. Wationnl Cuszl Developuznt Uupe mdning &« wWasheries HA HA Single
Curpuration Litd, Buginess
21, Natiunel Minerel Developuent Bx, Loration and wining or iron ore 1,571 8  Single
Corpuration Ltd and. diancnd Susliess

2eg 0il & slinersl Uas Commlssion Exploration, exploltation and 14,55 ; ws e

_ developaent of _pelroleuwn THSLULCES 45952 - single i.tsz,ness

Source : 1. anmaal reports of tae fimas

2, Jonual report oi the wurking of industrial and cudaercial undertakings of toe Cenvral Guvermsent
(Anelysis of pccougts) Vul.III, Fublisted by Governuent wi India, winistxy of PFinence, Bureau
oi Public Baterpriscs (Finance Division), New Delhi, \



Appendix 2
Aspects fur Cunsideration in Strengbins and weaknesses
Analysis
liarketing : * Characteristics uf warket

Manufacturing, Procurcaent,
end Lucation

Finance

»a

*

* * ¥ %

*

* kK Ok

*

¥ % ¥ %

n

seguents served
Quality pusiticin
Product range

Cnaracteristics of dealer
networic

siarket Share

Profitability of pruduct lines
market Researci capability
Pruduct developuent
Availsbility of infrastructural
facilitices

fusber of plants, and their
health

Avaiiability of capacity

Types of manufacturiag
processes

Location of swvurces oi supply
Depundeace on suppliers

Degree of vertical integration
Dependence on imp?rted raw
aaterials

Productivity record

Juality cuntrol capability

kind and ilevel of skill

fature of assets
Prufitability
Cash generation
Borruwing capacity

Uust structure cnd its
sensitivity tu various factors

Dependence vn ¢xternal svurces

External countrel of finding
sources



Regearcn & Developuunt

Labour furce

Organization and danageuent

Rel a.ticnship with
key stakeholders

*

Yuality assurance

voust reduction

New Pruduct Developuent
New process developuent
Physical facilities
Capability of R & D Staff

Size of labuur furce and
level of skill

Proining facilitics
Relationship with wansgeucnt

Nusber of unions and their
affiliation with political
partics

motivation level

Woge structure cuwpared
to cuupetitors

Goals, vadlues, and nomas of the
urgenization

knowledge and skill level
Depth of wanageucnt

structural arrangeuacnts,
differentiation, and
integration, autaority-—
respunsipility, puwer sharing
Infurual organizations .
Managemeut systeus, inforuation
acquisition, Planning and
contrul, reward and punishaent,
decision—uaking, cunmunication,
training, and huwian resource
developuent.

Credibility with Governuent

Credibility with financial
institutiuns

Relationship with collaborators



2

4.

2

b.

Te

8.

2.

10,

11.

Heferences

Ansoft, . Igor, Declerck, Roger, ¥., and Heyas, Robert, L, (eds.)
Prom Stratexic Plamnin. to strabegic slanasenent (Hew York :
Jonn Wiley & Sons, 1979) Pp, 65-67, PP. 165-175.

Jee for example : Ansoif, H., Igor, Corporate Strategy (New York ;
Mcuraw Hill, 1965), Steiner, George, A., Lop sanagewent Plannine,
{London : wacmillan, 196Y).

otrategies for diversgification,

Harxvard Susiness Review, September - October, 1957.

Berg, Norman, "Corporate role in diversified companies : A
working paper," ia Business Policy : ‘Leaching and Hesearch :
edited by Bernard ilaylor and Keith Macwillan \New York : John
wiley « Sons, 197%) PP, Yo - 547.

Chandler, Alired L, , Stxalegy and Structure : Chapters in the
history of tiie Awerican industrial enberprises \massaciussets :
e Let. Press, 1962)

Cha.udhuri, Shekhay, Kwiar arisina, et.al., "Patterns of
diversificetion in larger Indian eaterprises,” Vikalpa,
Vol.7, Ho.1 January 1382,

"Acquisition and Assimilation of L‘c.cmmloey
in the Yractor Industyy in India 3 The strategic Perspective,"
unpubl ished doctoral dissertation, ladian Instltute. of
Manageuwent, Ahmedabad, 1980.

Child, John, "Organizational design and perforwance 3
Contingency theory and beyond, "Urganization and Administrative
Sciences, Vol.B, 2 & 3, Pr,169-18).

" Das, Ranjan, "u ;ing diversificetion : Ythe general mansgement
s Ranjan, anaging
- process,

" unpublished doctoral dissertation, Indian Institute

of Manageuent, Ahmedabad, 1977.

Galbraith, Jay., ‘datrix orgacization designs i how to combine

 functional and project foras," Business Ho.’cn,zo.ns1 Vol. 14,

29=40.

Knandwalla, Pradip, N., "Souc lessons for tne managesent of
public enterprises," Vikalpa, Vol.7, No.4, Uctoper - December,
1982,

"pPerforwance deteruinants of public
enterprises,"” Report subuitted to world Bank, 1981,




135, Phe Design of Orgaunizations (New
York : harcourt srace Javanoriecn, 1977)

14 "Properties of competing organizatioas,”
' In Nystroum and starbuck (eds,) Handbook of Urgenlzation Design,
Vol.1, (Wew York : Oxiord Uimdversity Press, 1981)

15, solilow, LG, i systeuwatic appruach to diversification,
Long Range Planning 6l4), Decewoer, 19710, PP.2=1<.

164 Raugiurti, Ravi., "stese-owned cnterprises in aigin becimology
industries," Paper presented at the conference un "Ifhe ulobal
reacn of public enterprises’, university of iliinvis, Urbana =
Champaign, Novewpber 2 — 5, 1482,

17. Ruuelt, Ricliaxd, P., Strategy structure and econoudc perioruance
(Boston $ uraduate Schiool vi Business Aduwinistration, Harvard
University, 1474).

18. Sbo‘tt, Brude, R., "Stages of Corporate developucnt,” Parts 1
and II, BP 998 and ¥9Y, Harvard Business School.

19. Steiner, George A., Lop Managcaent Plamning, (London : The
Macwillans Coupany, 1969) P, 0<Y.

20, Vathsala S. and Kwiar Krishna, “Wop Bxecutive pay party",
Lok Udyow, Vol. £11I, No.>, PP.41 - 46,

* ¥ K H K



