THE OPEN UNIVERSITY OF SRI LANKA ,
COMMONWEALTH EXECUTIVE MASTER OF BUSINESS/PUBLIC
ADMINISTRATION

FINAL EXAMINATION - 2007
MCP 1653 - STRATEGIC MANAGEMENT
DURATION : THREE (03) HOURS

Date :

01.12.2007 Time: 1.30 p.m. 4.30 p.m.

Instructions te candidates: The examination consists of two parts. Part 1: Case study,
and Part 2: Theoretical foundations. Answering all the questions in part 1 is compulsory.
Part 1 carnies 55 marks. Part 2 presents a choice of five questions of which three (3)
should be answered. Part 2 carries 45 marks. Incomplete answers and illegible
handwriting face the risk of losing marks. The examination is of three hours duration.

Part 1: Case Study — Titan Watch Company Ltd.

1.

Lo

What are the main features of the business strategy followed by Titan Watch
Company? Comment on the effectiveness of this strategy in creating and
sustaining competitive advantage.

(20 marks)

a) Analyze the business environment of Titan Watch Company and identify
the distinct competencies that can be leveraged by the company in the
given environmental context.

b) Do you think that there should be a change in the strategic direction of the
company? Elaborate and justify your answer.

(20 marks)

What are the arguments for and against the view that Titan should “stick to its
knitting” (in other words, follow the business that it knows best)?
(15 marks)

Part 2: Theoretical foundations.

4.

Explain using relevant examples how strategic vision, business mission and

goals serve as the foundation of strategic management.
(15 marks)

T T e




What do you mean by positioning a firm in the market? Explain with
reference to key organizational components how the concepts of ‘fit’ and

‘stretch’ can be applied for effective positioning.
' (15 marks)

Outline the generic competitive strategies and analyze the practical .
application of one of them with respect to any one of the following:

a) A manufacturing firm involved in exports
b) A selected service organization in the business of banking and finance,

hotels and tourism or healthcare industry.
(15 marks)

Explain how Porter’s Five Forces Model can be applied to ensure strategic
effectiveness with regard to a medium sized firm engaged in a competitive

manufacturing industry of your choice.
: (15 marks)

The purpose of business strategy is to create and sustain competitive
advantage by creating superior customer value. Discuss this statement with

reference to the concept of value innovation.
(15 marks)

- Copyrights reserved -
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1987-°88 with nearly 70 models, each targeted for a
different market segment. The only other established
Indian player, HMT, then had 40 odd variants of just 4
basic designs. Titan underpriced replacement costs for
repair and the battery was priced below its cost. Titan
took the watch to unconventional outlets like boutiques
and jewelry shops. A market survey at that time
showed that consumers perceived existing outlets as
‘watch stores’ and not showrooms, Titan changed this
perception. It embarked on a three-pronged strategy.
First, it made the product visible, affordable and avail-
able at unconventional locations like bookstores, gift
shops and boutiques. Second, the company upgraded
the sales outlets, Third, it set out to advance the average
first watch buying age from 21 to 19. As an extension
of the third strategy, Titan persuaded customers to own
more than one watch, Titan, with the first ever colour
campaign released by any Indian watch manufacturer,
tapped the latent demand for quartz watches in the
country.

In order to get an initial edge, Titan heavily adver-
tised the various designs and models through attractive
layouts, thereby offering consumers the convenience of
making a preliminary choice at home,

Product Range

Titan started off with Exacta—stainless steel watches
for rough day-to-day wear, Classique—gold case and
leather strap fashion watches, and Royale—gold case
and gold strap elegant dress watches, which are still in
vogue. Later it added the Spectra—gold and stainless
steel watches, and Raga—Iadies watches with an eth-
nic appeal. It introduced Aqura—a sporty watch with
plastic casting, which was later merged with Timex. Ti-
tan also revived the concept of pocket watches. It later
added a range called Regalia which is basically a lower
priced dress watch and several multi-functional
watches like Calendar, World Time and Galileo. In
199495, Titan introduced a European collection.
Gradually, Titan has built up a very strong brand
equity in India. It has almost 100 exclusive retail show-
rooms and another 100 Titan Shops across the length
and breadth of India. With its exclusive showrooms and
display counters Titan has succeeded in attracting dis-
cretionary spending from other commodities to
watches. Titan successfully changed the attitude of In-
dians from purchasing a wateh as a well-planned deci-
sion (shift from consumer-durable mentality) to an

impulsive one (FMCG mentality). The launch of Raga
collection in 1992 was to reinforce this strategy.

Market Segmentation

Internationally, the watch market has been traditionally
segmented into three categories based on offered
prices. The first category is low priced “C” watches
and includes watches sold at a retail price of under
Sfr.120. The mid price or “B” watches range from
Sfr.120 to 700 at retail. Electronic watches dominate
both the C and B price segments. The third or “A” cat-
egory are watches ranging from Sfr.700 to 5000. Man-
ufactirers of luxury watches, the “AA” class, sellto a
small exclusive group willing to pay several thousands
Swiss francs for a special, custom-designed jeweled
watch. .

Close on the heels of its launch of Dashi for kids,
Titan made a foray into the digital watch market with
Fastrack Digital. Jacob Kurian, vice-president-market-
ing, explained that “the decision to enter this segment
was inspired by the resurgence of digital watches inter-
nationally and the need to revitalize a dormant segment
of the Indian watch market. It also extends the width of
our offer to the fashion conscious youth of India”
Breaking away from the traditional, functional plat-
form, Titan positioned the Fastrack Digital collection
on a fashion platform. The range consisted of full fune-
tion chronographs with features that include nultiple
time zones and alarms, countdown timers, stopwatch
and lap times functions, chime and a distinctive large
format digital display. Designed exclusively for the
young, sporty and trendy, the watches come in 22 de-
signs—from the simple classic to the latest space-age
looking digitals and the fisturistic ana-digi model. The
price ranges from Rs 600 to Rs 1,500.

The new range is retailed through the ‘World of
Titan’ showrooms, Time Zone and select premier out-
lets in New Delhi, Mumbai, Kolkata, Chennai, Banga-
lore, Hyderabad, Ahmedabad and Pune. Titan is the
third player, along with Timex and Sitco, in the 1.6
lakh digital watch nmarket. From a strategic perspective.
Titan is gearing itself to competition from Swatch—a
Swiss major brand in promoting trendy watch-wear es-
pecially amongst the young and sporty.

Positioning

A key factor in Titan’s success has been its ability to
position watches as lifestyle products as opposed to

time-keeping devices. The use of Fﬁo&mﬁ?m marketing
techniques and access to a strong Qmﬁcc.co: network
has enabled Titan to carve out a niche in the quartz
market. The company offers over 550 different models
and has pioneered a range of jewelry watches as well as
jewelry products. Grant Walker (an CW firm) was the
prime consultant to the jewelry project. ,;.o jewelry
watches are being marketed ‘worldwide E_..ocmr a sub-
sidiary company controlled by Titan with its main op-
erating base in London. mwnn:do.a and designs .ow
jewelry and jewelry watches o%. Titan @9& been dis-
played at the Inhorgenta Fair in Munich Eﬁ at the
Basle fair, where the designs won much acclaim.

Neutralizing the Gray Market With an Eaumam to
neutralize the burgeoning gray market for o.rmwm im-
ported watches in India, Titan tied up with Timex, the
world’s fourth largest watch making company. Before
its break with Timex, the company offered about 250
styles in four distinct ranges under the Timex name.
The company plans to launch more .:Eu 800 models in
a phased manner over a period of five years. ,;n.m.m:-
ing and distribution model is designed for full utiliza-
tion of the.Titan infrastructure. Timex imﬂ.ornm are
presently sold through all the existing exclusive show
rooms and retail outlets of Titan.

Titan started targeting the upper end of the sz.ﬁmn
by a launching jewelry watches. It launched massive
road shows in the metros and several towns for its
Celeste range of jewelry and jewelry Swavmm,. the cost
of which ranges from Rs 25,000 for 9 carat going up to
Rs 1 lakh plus for a diamond studded Bonm_. By mov-
ing into the jewelry and jewelry watch business, H_wun
also reiterated that it was not in the business of making
time keeping devices but had a eim.n concept oﬂ
watches as fashion accessories. A point to note is
Titan’s deciston to change its name from Titan Watches
Limited to Titan Industries Limited. .

Titan refuses to go rural where a huge Bmaﬁmﬂ. ex-
ists for a good quality, rugged and reasonably priced
watch. Timex was launched to cater to the “.9<m_, seg-
ment of the market, but the perception is that of
fragility with its plastic body. :

TITAN’S INTERNATIONAL
OPERATIONS

India has a minuscule presence in the world ﬁmﬂormm
market. Few Indian companies have shown interest in

exploring the international ‘szﬁﬂ m;.nn there r“n..u -
ways been a large unsatisfied aoh.:nw:n. m.ﬂd.w:m. >=H
other factor could be the negative. ‘IMade in dia
label. Given this constraint, Titan has bean proactive. It
decided to go international sometinie in 1930. 1_.?.m wag
because the Indian economniy was liberalizing and it was
felt that global players would come 1o En Tadian ma:-
ket sooner than later. Thic promgted Titan t EU,; ot
the internaticnal wateos to acquics cowpsicncies io
combat the incoming competitions. Thus, ,ﬂ.f v A
proactive strategic move rather than reerely g disjobie.!
export thrust.
Titan took the crucial decision of :

own brand namc rather than under 3 privite _uir,._.u_,w
vesting in a brand calls for 20 envtmous wncunt ui' -

would pay dividends in the long fui. w< g i T 2
long-term brand building exercise Tati i st
term profits, Titan showed its EH::O:. of capturing
and retaining a large market share in due course of
time. o
Titan decided to enter the Middle East market Eﬁ
as it provided them with a somewhat familiar potentin
clientele in the Indian expatriates and yet pro {
opportunity to compete with all the global wﬁsc,u“. )
Titan Watches tock its first step to go m_.cm..m: in .rm
second week of November 1992 when it @ .Gﬁ«g a
company in UK in the name of .J.,.a ..4 mr.,:.r.:cu.,,:._
Marketing Ltd., for spearheading Titan’s w.,:c,wnum. H.ET
out. Titan launched 4 models of its watch in toe Cd:nm
Kingdom in 1993. The importance of the Eﬁ:&:cma
division can be gauged from the fact <hat its n:,:..m, ea-
ecutive reports directly to the Managing Director T m:..,.,
Titan progressed from an exclusively no:._n,...?n.:nunm.
tor to a consistent exporter. HMT rematis a peripatetic
exporter. Titan is currently in the process .smvnnwam
a company with operations abioad with the losig Antae
intent of becoming a multi-country operator. The float-
ing of companies in the UK and Netherlands was a step
in this direction.
" &MM of March 31, 1999, Titan had ::am:wﬁ. mmq m
in its European operations, of which ‘:m:., ?.a:\m.:mm in
the form of equity, loan and credit ?.os.amu auw» n.
The balance was raised abroad. The funds Emi_x went
into. brand building and stocks. Europe, mcncﬁ.::.m te
Titan, was its ‘most important n:c:mrioﬂ 995.%
overseas market’. Titan could sell 3.5 lakds éﬂnw.mm i1
this market since its inception. Titan _,E.n..Bm.mo.”i
Holdings BV, Titan’s wholly owned subsidiary in the
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back, a fact that further illustrates the group’s growing
interest in India. There are reasons, of course. The
brand’s sales hiave' grown three times in the last nine
months. The fallout: The brand will now travel to the
smaller towns with an expanded (read lower priced)
range. The names that came immediately to Gurtu’s
mind included Nasik, Kolhapur, Rajkot, Ludhiana,
Agra, Patna, Sambalpur and Muzaffarnagar, The com-
pany has already more than doubled its outlets from 30
to 75 in the last nine months.

The Swatch group too has similar plans. Says
Thakran: “Since our products are fashion statements
our initial focus has been on the top eight citics. Now
we plan to expand to the top 157 Westend Watches
from Switzerland, which have maintained their pres-
ence in the country by bringing in semi-knocked pieces
(a common practice before the policy announcement),
has reacted by launching a wider range in August. Says
Francis Mendonca, representative: “While we were
selling 2000-3000 watches a year earlier, we are now
selling 1000 pieces a month” The company has
worked out a publicity budget and is talking of upgrad-
ing dealers. The reason for the sales surge is not-merely
the wider range but also the fact that they are now com-
pletely imported pieces and not “semi-knocked down
and subsequently assembled-in-India” watches that
customers regarded with suspicion. As Punit Chainani,
who sells Givenchy in India says: “The change in poi-
icy allowed us to be free with the customers. Now we
can tell them it has been imported directly and not as-
sembled. That makes a difference in perception.”

Echoes Mendonca: “Earlier the small scale units
were obtaining import licenses and assembling these
watches. This meant that one had litile control over
quality. Now that we are importing directly, it makes a
difference to both quality and consumer perception.”

-Of course, what the industry is waiting for now is a

slash in the tariff barriers. Thakran of Swatch esti-
mates that if duty levels come down to 10-15 per cent,
as is the case in rest of South East Asia, the market
size could almost double in 10 years to 80 million
pieces.

THE INDIAN CONSUMER—
CHANGING TRENDS

Consumer preferences for watches are undergoing
change. With increased literacy and urbanization and
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exposure to the outside world through satellite televi-
sion, the desire to own a watch has increased among
Indian consumers. Watches are being bought much ear-
lier in life; among the more affluent families, a seven
year old child may now possess an imported watch.
There is a change in the attitude towards watches and it
is being seen less as a time keeping device and more as
a statement of an individual’s taste and style. Therefore,
products with high style and design content are in de-
mand. Simultaneously, consumers are owning more
than one watch, primarily to suit different occasions
like daily wear, casual wear and evening wear.

A watch is also seen as an ideal gift with a wide
range of prices and variety, and thus competes with
many other gift items like clothes, kitchenware, crock-
ery and even jewelry. A new segment that is steadily
growing is the institutional buyer. Watches are being
given as gifts to employees, used for dealer promotion
schemes and as gifts to customers with other pur-
chases.

MAJOR DOMESTIC
COMPETITORS

HMT was set up in 1961 in technical collaboration
with Citizen. Presently it has five watch manufacturing
units and thirteen assembly units across the country
with an installed capacity of 7.2 million watches annu-
ally. HMT is into both mechanical and quartz watches.
Since the inception of Titan, HMT has lost market
share rapidly. HMT's first calculated response to Ti-
tan’s strategy came in 1990, when it recognized the
need for aesthetics details and introduced Elegance—a
dress watch priced at Rs 1000 plus. In 1991, HMT set
up a product development centre for watch design for
the first time. In the same year it also launched Pace
and Astra ranges. In 1992, HMT pre-empted Titan with
its Zap-children’s watches. HMT launched Utsav, a
brand adorned with ethnic motifs which positions itself
directly against Titan’s Raga range of watches.

HMT does not focus on its sub-brands the way
Titan does. It still continues to position its watches
as time-keeping devices and does not stress on the
aesthetics and prestige value of a watch. This limits its
segmentation of the market and also pricing flexibility.
HMT incurred a loss of Rs 10.70 crores on a sale of
246.43 crores in the year 1992-93. The company has of
late has not been as aggressive as in the past in its
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marketing and advertising. The other problems it has
are common- with several Indian public sector under-
takings, such as lack of freedom in decision-making,
and political interference.

To counter the internal and external worsening
competitive environment, HMT has gone in for market-
oriented production, better working capital manage-
ment, cost reduction, waste elimination and creating
demand pull schemes. HMT initiated a dialogue with
global groups to explore the possibility of a joint work-
ing in the areas of technology transfer, equity participa-
tion and marketing infrastructure. The government has
approved HMT’s restructuring plans over a period of ten
years. As a part of this plan, the watch division will be-
come a separate company which then will align itself
with a multinational. HMT has already negotiated with
Japan’s Citizens Watch Co. but the matter is still in
abeyance. HMT International has also set up an office
in Hong Kong. While the movements (the time base)
are being sent from India, the cases are procured in
Hong Kong. The watches assembled in Honk Kong are
then exported to the Middle East by the HMT,

THE WATCH-MAKING
TECHNOLOGY

Every watch is composed of four basic elements: a
time base (movement), a source of energy, a transmis-
sion and a display. Movements come in two major tech-
nologies, viz., mechanical and electronic. Mechanical
movements can be further subdivided into manual and
automatic winding types. In an automatic watch, the
movements of the wearer’s wrist wind the mainspring.
Electronic watches use batteries for power and a quartz
crystal to generate pulse. These watches are of three
types, namely, quartz analog, quartz digital and quartz
ana-digi. The most important difference between an
electronic watch and a mechanical watch is that the for-
mer is much easier to manufacture. A mechanical
watch is an intricate piece of machinery whose assem-
bly necessitates high human skills, a tradition associ-
ated with the Swiss watch craftsmen. The electronic
watch on the other hand lends itself well to mass pro-
duction and automated processes.

The quartz crystal watch appeared in the market-
place at the end of the 1960s. An electric current is
passed through a quartz crystal to stimulate high fre-
quency vibration which can be converted into precise
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time increments. Micro-circuitry sub-divides the Crys-
tal’s frequency into an electric pulse which drives the
watch. The pulse operates a tiny electric stepping mo-
tor or is transmitted through conductors and integrated
circuits to drive the gears and watch-hands,

The technology has now been developed whers
wrist watches can connect remotely with computers
and telephone networks. This promises to initiate 4
high technology revolution. Consumers can enter and
edit data on their PCs and select information on ta:
screen to download into the watch by holding its face 6
to 12 inches from the monitor.

TANISHQ TO NEBULA

In order to revamp its Tanishq foray, Titan decided to
discontinue selling its gold watches from the Tasishg
division and to launch it as Nebula brand. Consumer
feedback had revealed that Tanishq was seen more as a
jewelery brand and, therefore, & feminine brand. Neb.
ula will be under the umbrella of Titan Industries and
would be available in all World of Titan showrooms,
Time Zones and other select outlets across the country.
“We felt that the best opportunities for tackling the
gold watch business existed under Titan,” said Jacob
Kurien.

Further, it was felt by Titan that gold-watches wers
in good demand from business executives and sports-
men and hence it could launch this category of waiches -
under its brand name. According to Kurien, ‘Titan will
be a complete watch company. It will now focus on de
veloping the market and addressing the opporiunities
that exist in this area.” Under Tanishq, watches were
secondary to the jewelry business. For Tiian this marks
a move up the value chain, giving consumers a chunce
to upgrade to a higher value product. Kurien said it was
difficult to estimate the market size as, traditionally,
Indian consumers have been getting their watches gold
electroplated or attached to a gold bracelet by a
jeweler. The company was expecting a turnover of
Rs 15-20 crore from gold watches in the first year of
their launch.

Pricing
Watches with solid gold cases and leather straps were

priced in the range of Rs 5,950 to Rs 13,500. The ali-
gold women’s collection was priced between Rs 15,000
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Annual Results
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Yearly Sales and Profit Details
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Sales and Profit Details between the year 1998-2004
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Investment indicators
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