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Execufive Summary 

Determining the strategy of an organisation is only one of the functions of 

management. It is, however, arguably the most significant area of management 

decision making. Management is defined in one text as 'the process of planning, 

organising, leading and controlling the efforts of organisation members and of using 

all other organisational resources to achieve stated organisational goals'. Strategic 

management decisions in fact precede all 0f the management functions above. Indeed, 

in the absence of strategic management decisions, none of the above management 

functions can be carried out. 

Strategic management and the strategic management process is concerned with 

arriving at decisions on what the organisation ought to be doing and where it should be 

going. Most influential writers in the field, define strategic decisions as those 

pertaining to the relationship between the firm and its environment and involving 

'decisions on what kind of businesses the firm should be in.' 

This dissertation focuses on a family business in Singapore and the study will come up 

with recommendations with regards to the future direction the company must take in 

order to not just survive but to d0 well in the near future. The main issues in this 

project will be in the area of corporate and business strategy 
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The study is important as Singapore's booming economy as well as those of the other 

countries in the Asia Pacific has created new opportunities which the company can 

exploit. The study also aims to develop strategies for the company to d0 better in 

future and be more competitive. 
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CHAPTER 1 

INTRODUCTION 

1.1 Introduction 

This research proposal gives an overview of a case of a small business in Singapore and 

how it can gain a competitive advantage. The project is based on the family business in 

Singapore and the study will come to a conclusion with regards to its future strategy. 

The project will cover a few areas: 

• competition 

• profitability 

• long term growth 

• development of new products and /or market 

This research proposal is divided into parts. They are 

• Background 

• Aims of this Research 

• Research Questions 

• The Research Methodology 

• Intended outcome of the Research 

• Limitations of the Study 



1.2 Background & Overview 

Doing business in earlier times was always hard, but it was not necessarily complex. It 

typically demanded more brawn than brains'. Energy and resolve often led to success. 

Now, that combination is not enough. Hard work will always carry it's place, but today, 

managerial dexterity, mental acumen and sharp instincts often spell the difference 

between success and failure for small businesses. 

1.2.1 History 

To understand the current position of the company, it is useful to start with the history of 

the company and the environment as it will give a better idea of the circumstances of the 

company's present situation. The history is not detailed. 

1.2.2 How it started 

It started in 1971 when Dhan International was set up as a retail shop catering to the 

tourists with custom made suits, ready made ties, kimono's (silk nightgowns with oriental 

based motifs), batik shirts and the like including ladies scarves and blouses.2  

In 1975, the company was appointed the agent for a large Japanese manufacturer of 

fabrics. The agency was awarded for the increasing saree market in the Asia Pacific, 

especially South East Asia.The primary source of revenue was commission on sales. 

Management - the state of small business; 1995. 
2  Interview with Managing Director of Dhan International Exim Pte Ltd. 



Goods were sold on booking. Samples were shown and goods were then shipped from 

Japan upon confirmation.This process took between 1 - 2 depending on the availability of 

the stock. Payment from buyer to supplier based on Letter of Credit.3  

1.2.3 What happened 

In the 1980's, some companies began to give credit. Many of the agents of other 

manufacturers became wholesalers which meant that goods were available on demand. 

The market was getting volatile as demand and customer preferences were getting 

increasingly difficult to predict. The buyers were and still are rather unsophisticated and 

usually lowly educated 'men' from India who can hardly speak much English. The buyers 

usually buy on 'gut feeling'. 

The agency held by Dhan International was modified to that of a wholesaler. That meant 

that the company had to buy its own goods and then sell them at it's own risk.4  

Many issues had to be dealt with including inventory control, warehousing, cash flow, 

invoicing and collection of payment, hiring of more staff etc.... This was a more 

complicated matter compared with just taking orders and sending them to the 

manufacturer who would pack them and sent them to Singapore. The goods would leave 

the port straight to the buyer's shop or warehouse. All Dhan International had to do was to 

Ibid 
' Ibid 
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assist with the bank documentation and coordination between manufacturer and buyer as 

well as entertain any queries and claims that arised.5  

In the mid 1970's another fabric manufacturer appointed Dhan International as the sole 

agent of its products and due to similar circumstances as the first manufacturer, appointed 

it as a wholesaler. 

The wholesaler in both cases were more like sole distributors. No one else had was given 

the appointment of the products. Competition among wholesalers has meant that some 

wholesalers gave credit of up to 6 (six) months. Payments were usually made after eight 

months. This has meant that the company has had to tie up vast amounts of capital on 

debtors and stock and also take up risks which were non existent in the past. 

The company has certain exclusive products which when sold demand a payment of one 

(1) month but increasing technology by other manufactures has resulted in other 

wholesalers coming with me too products and that advantage could slip away in a matter 

of time.It has been difficult to introduce new products into the market as it means giving 

longer credit terms. The buyers are generally not willing to try new products.6  

With the profusion of opportunities that accompany a globalising economy,there arises 

not only an accompanying proliferation of hazards, but an expanding universe of detail. 

The longer a small business lives, the greater the permutation of possibilities - good, bad 

Ibid 
6  Ibid 
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and just plain confusing. This phenomenon n taxes small companies which are typically 

resource constrained, more than large ones. 

Small businesses must struggle all the more today for a host of reasons, the most seminal 

being that competition has intensified. It now comes from all corners and at an 

accelerating pace. Falling trade barriers, large trade disparities in labour rates and highly 

mobile capital have contributed to this.7  

Today, the offshore multinational can crawl into the microniche of a small company. It 

can produce high quality customised goods at low cost. Small companies can fight back 

with the levers of sophisticated computer technology and intellectual capital but those 

assets create newfound expectations.Customers now demand ever improving quality, 

increasing innovation, better pricing and just in time delivery - demands that stress 

smaller businesses that are already running flat out.8  

Meanwhile, in a downsizing world, loyalty is disintegrating between organisation and 

employee, between vendor and customer. Everyone is looking for a better deal. Rising 

distrust breeds litigation and litigation derails justice. As lawsuits devour time and 

7Management - the state of small business; 1995. 
8  Ibid 
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money, how often can the small business person, already pressed for both really afford to 

seek redress in courts? 

What does that all really mean for a small company like Dhan International? 

Before we proceed to find out, there are a few questions that have to be answered: 

Why this project? 

What is my interest in the company? 

What is the current situation of the company? 

The future of the company? 

1.3 Why this project 

Prior to me taking up my MBA here at Northern Territory University, I was working for 

the company and am currently on non pay leave for the duration of the course.During the 

period when I was working, I realised that the company was investing very heavily in the 

current business and that it was and is possible to invest the money in other areas where 

there is more profit (higher return on capital) 

Ibid 



1.4 What is my interest in the company 

I am one of the two sons of the directors of the company and, it is expected of me to 

inherit the company and to lead it to the next millennium and beyond along with my 

brother. As such, it only makes sense to review the current business strategy and to see if 

it is necessary to change, modify or maintain the operations as they are. By determining 

the potential of the company and acting on it. 

1.5 Current Situation of the Company 

The company is currently doing very well and has and is continuing to increase ifs 

market share. There has been a significant increase in exports but caution is very heavily 

exercised as there is greater risk of bad debts although where possible, payment is 

requested upon delivery. 

The company is faced with problems of long credit, high risk of bad debts and lack of 

innovation due to buyers not wanting to be pioneers in stocking new products.The 

management have recognised this problems and have tried on many occasions to 

introduce a new line of business but due to increased competition from those areas and 

eroding profit margins, this was put to a halt. 

There is also another problem, that is, that buyers are getting bigger. At present,there are 

a few but large buyers of the company's products as opposed to many but small buyers in 

7 



the past. It is fairly obvious that the buyers are able to go direct to other suppliers and are 

in position to promote their own brands. They are also squeezing the company's profit 

margins due to their size. 

The company is keen to get into new products and new markets (not necessarily related). 

At present, it is involved in sundry and novelty items and ready made garments and 

lingerie. So far,the company has been successful in both areas. The company has to be 

careful though. Many of the businesses in the 'market' consists of 'self made' business 

people who have a me too approach and will jump at anything that looks good and can 

make money.The company has also invested into properties in several parts of the world. 

The main income earner at present is still the fabric business. There are only a handful of 

other competitors in the market but none is prepared to reduce the credit period which 

would significantly reduce the level of investment required in the business. The 

competitors however do advise to the company on the credit standing of buyers when 

they are unknown to the company and the company does likewise. 

At present the textile market is of medium attractiveness in Singapore due to the fact that 

the company is only catering for the Indians and Muslims. That is why the company is 

exporting its products in order to reach out for a bigger market. But the problem 

mentioned above is giving out credit, to too many people as there are many competitors 

in the other regions where the company exports. 

8 



1.6 The Future of the Company 

The future of the company is what this project is all about. A decision has to be taken 

with regards to 

• change totally the business of the company 

• modify the existing businesses of the company 

• maintain the business of the company. 

The areas to be looked at are: 

• competition 

• profitability 

• long term growth 

• development of new products and/or markets 

1.7 Aim of Research 

The study is important as Singapore's booming economy as well as those countries in 

Asia Pacific has created new opportunities which the company can exploit. The study 

also aims to (to a certain extent) develop marketing strategies for the company's products. 



The study would help the company to evaluate itself in terms of it's marketing strategy 

and strategic analysis. 

The study would also help me in better understanding the business of the company and 

can assist me in formulating appropriate strategies for the company 

1.8 Methodology 

This study will use mainly two methods for gaining insights into issues. The data 

basically will be collected through: 

• Literature Survey 

• Interviews 

The literature review will be an important part of the study. It is important so that no 

critical variable influencing the issues is left out. Books, articles and journals will be used 

to collect data. Other related materials such as annual reports, market intelligence reports 

etc... will be referred to gain a better insight. 

Interviews are a useful method of collection of data and as such, interviews are to be 

conducted with the management of the company and if necessary,with any other people 

involved with the company. My involvement and experience with the company and as 

such the industry would also be helpful in the conduct of the study. 
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Being a project, it is necessary to apply theory. There are a large variety of books to read 

and theories to apply. I intend to address the research questions by using several theories. 

As this project has just started to evolve, only some of the theory is mentioned below: 

. BCG model also known as the Boston Box. Areas to be discussed will include the 

growth share matrix as well as the alternative options to divestment ie. strategies for 

recovery and rejuvenation (strategies for internationalisation ) and strategies for low 

share and low growth businesses. 

. Porter five forces competitive strategy which is a structured means of examining the 

competitive environment of an organisation so as to provide an understanding of the 

forces at work. It will assist an organisation to understand a changing industry 

environment. 

SWOT Analysis can be very useful in summarising many of the analyses and 

combining them with the key issues from environmental analysis. The aim is to 

identify the extent to which the current strategy of an organisation and its more 

specific strengths and weaknesses, opportunities• and threats are relevant to and 

capable of dealing with the changes taking place in the business environment. The 

idea of the SWOT analysis is to yield findings which can contribute to the formulation 

of strategy. 

SBU's (Strategic Business Units) 



1.9 Intended Outcomes of the Research 

At the end of this research the intended outcomes should be that some strategies should 

be made in regards to the problems the company has. 

Some of the intended outcomes of this research would be: 

. whether to change the product which the company is dealing with at present. 

. whether to go for vertical integration either forward or backward. 

Is expansion of the company possible, looking at other countries eg India. 

. The necessary change in management style because of the fact that at present 

management is conservative in approach. 

1.10 Limitations of the study 

The study to be conducted has the following limitations: 

. Word limit; it is necessary that the project not exceed the set word limit. 

the study is to be conducted with special emphasis to Dhan International Exim Pte Ltd 

. and therefore is not applicable to industry as a whole. 

having been involved with the company and the industry, there might be a certain 

degree of biasness. 

• being the next boss' of the company and being young at the same time, there might be 

a tendency to be overaggresive in the recommendations which might not be suitable 

for the company. 

• not being able to get sufficient information about the company as there is lack of 

documentation and the distance between Australia and Singapore. 

12 



. lack of library resources in this area of small business. 

• Any improper refrencing is not done intentionally. 

1.11 How Competition For The Future Is Different 

We are standing on the verge of a revolution as profound as that which gave birth to 

modem industry. It will be the environmental revolution, the genetic revolution, the 

materials revolution, the digital revolution and most of all the information revolution. 

Entirely new industries, now in their gestation phase will soon be born. Such prenatal 

industries include microrobotics, telephone switches and other devices that will provide 

real - time translation between people conversing in different languages; digital highways 

into the home that will offer instant access to the world's store of knowledge and 

entertainment; urban underground automated distribution systems that will reduce traffic 

congestion; "virtual" meeting rooms that will save people the wear and tear of air travel; 

biomimetic materials that will duplicate the wondrous properties of materials found in the 

living world; satellite - based personal communicators that will allow one to "phone 

home" from anywhere on the planet; machines capable of emotion, inference and 

learning that will interact with human beings in entirely new ways; and bioremediation - 

custom designed organisms that will help clean up the earths environment. 



Existing industries - education, health care, transportation, banking, publishing, 

telecommunications, pharmaceutical's, retailing and others will be profoundly 

transformed. Cars with on - board navigation and collision avoidance systems, electronic 

books and personally tailored multimedia educational curricula, surgeries performed in 

isolated locales by a remote controlled robot and disease prevention via gene replacement 

therapy are just some of the opportunities that are emerging to reshape existing products, 

services and industries. 

Many of these mega opportunities represent billions of dollars in potential future 

revenues. Many of these mega opportunities have the potential to fundamentally 

transform the way we live and work in much the same way that the telephone, car and 

airplane transformed 20th Century lifestyies. 

Each of these opportunities is also inherently global. No single nation or region is likely 

to control all the technologies and skills required to turn this opportunities into reality. 

Markets will emerge at different speeds around the world and any firm hoping to 

establish a leadership role will have to collaborate with and learn from leading edge 

customers, technology providers and suppliers wherever they are located. Global 

distribution reach will be necessary to capture the rewards of leadership and fully 

amortise associated investments. 

14 



The future is now. The short term and long term don't but one another with a clear line of 

demarcation five years from now. The short term and long term are tightly intertwined. 

Although many of tomorrow's mega - opportunities are still in their infancy, companies 

around the world are at this moment for the privilege of parenting them. Alliances are 

being formed, competencies are being assembled and experiments are being conducted in 

nascent markets - all in the hopes of capturing a share of the world's future opportunities. 

In this race to the future,there are drivers,passengers and road kill. (Road kill, an 

American turn of phrase is what becomes of little creatures who cross the highway in the 

path of an oncoming vehicle.) Passengers will get to the future, but their fate will not be 

in their own hands. Their profits from the future will be modest at best. Those who drive 

industry revolution - companies that have a clear, premeditated view of where they want 

to take their industry and are capable of orchestrating inside and outside the company to 

get there first - will be handsomely rewarded. 

Thus, the question of which companies and countries create the future is far from 

academic. The stakes are high. The wealth of a firm and of each nation in which it 

operates, largely depends on its role in creating tomorrow's markets and its ability to 

capture a disproportionate share of associated revenues and profits. 

Failure to anticipate and participate in the opportunities of the future impoverishes both 

firms and nations. Witness Europe's concern over its abysmal performance in creating 

high wage jobs in new information technology - related businesses or Japan's worry over 

15 
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the inability of its financial institutions to capture the high ground of innovation and new 

business creation or America's anxiety that Japanese companies may steal a march in the 

commercialisation of superconductivity. Even protectionist - minded politicians realise 

that a nation that can do little more than protect the industries of the past will lose its 

economic standing to countries that help create the industries of the future. 

The future is not an extrapolation of the past. New industrial structures will supersede old 

industrial structures. Opportunities that at first blush seem evolutionary will prove 

revolutionary. Today's new niche markets will turn out to be tomorrow's mass markets. 

Today's leading edge science will become tomorrow's household appliance. 

To compete successfully for the future, senior managers must first understand just how 

competition for the future is different from the competition of the present. 

1.12 Competition for Today versus Competition for Tomorrow. 

The focus of any strategy textbook or marketing handbook will almost certainly be on 

competition within extant markets. The tools of segmentation analysis, industry structure 

analysis and value chain analysis are eminently useful in the context of a clearly defined 

market, but what help are they when the market doesn't yet exist? Within an existing 

market most of the rules of competition have already been established: what price - 

performance trade - offs customers are willing to make,which channels have proved most 

16 



efficient,the ways in which products or services can be differentiated and what is the 

degree of vertical integration. Yet in emerging opportunity arenas like genetically 

engineered drugs, multimedia publishing and interactive television, the rules are waiting 

to be written. (In existing industries, the rules are waiting to be rewritten.) this vastly 

complicates the business of making strategic choices. 

1.13 Market Share versus Opportunity Share 

Strategy researchers and practitioners have focussed much attention on the problem of 

getting and keeping market share. For most companies, market share is the primary 

criterion for measuring the strength of a business's strategic position. 

Competition for the future is competition for opportunity share rather than market share. 

It is competition to maximise the share of future opportunities a company could 

potentially access within a broad opportunity arena,be that home information systems, 

genetically engineered drugs, financial services, advanced materials or something else. 

The question that must be answered by every company is, given our current skills or 

competencies, what share of the of future opportunities are we likely to capture? The 

question leads to others: Which new competencies would we have to build and how 

would our definition of our "served market" have to change for us to capture a larger 

share of future opportunities? 



To gain a disproportionate share of future profits it is necessary to posses a 

disproportionate share of the requisite competencies. Because such competencies 

represent the patient and persistent accumulation of intellectual capital rather than a God - 

given endowment, governments can legitimately play a role in strengthening such 

competencies ( through educational policy, tax incentives, recruitment of inward 

investment, government - sanctioned private sector joint ventures, etc..) 

18 



CHAPTER 2 

Insight into small business in Singapore 

2.1 Introduction 

Singapore is a small, open, and newly industrialising country which has basically 

depended heavily on international trade and foreign direct investment for its economic 

development. Before I go into the main issue of the topic here is a brief history on the 

development of Singapore, to a free trade society. 

The business of the Singapore government has always included the creation and 

maintenance of a suitable business environment to attract business and to enable them to 

prosper, as the growth and prosperity of these businesses have enabled the country to 

develop and prosper as a society. The sacred relationship between the business and the 

government has been existing since the very begitming of its founding in 1819. In order 

for Singapore to attract businesses, the government from the past has always been 

creating and maintaining a suitable business environment through its policies and actions. 

These policies are often modified so that thy meet the needs of these businesses. The 

actions are mainly aimed at fulfilling the needs of businesses for security, profits and 

infrastructure. The development of Singapore has always been closely linked with the 

full 



development of the businesses in the country, as the success of these businesses has 

enabled Singapore to develop and prosper, thus fulfilling the needs of both the country 

and the people. 

2.2 The Singapore Economy 

This section highlights the key aspects of the Singapore economy, emphasising on what 

are the likely factors for businesses, to stay in the country: 

The first aspect is the high and sustained rate of economic growth. From 1960's, 

when reliable national accounts were first assembled, 1988, Singapore grew at a 

pace matched by few countries in the world. 

2. The second striking feature is the openness of the economy. Despite the rapid 

diversification away from its original entrepot trade status, the economy has 

retained its essential openness. The total trade as a proportion of GDP remains one 

of the highest in the world. There are virtually no restrictions to international 

trade. There are only few import tariffs to deter consumption (as in case of cars, 

tobacco and alcohol) or for reasons of public standards( in case of films and 

printed matter). Investors may freely import capital, remit profits, and repatriate 

capital which is what investors see as very important. An open city economy with 

one of the highest shares of traded services in any economy, and also their 

relatively high human capital intensive nature. 
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The third distinctive feature of Singapore is its strong economic ties with its 

Southeast Asian neighbours, most notably Indonesia and Malaysia. The ASEAN 

countries account for about 20%-25% of Singapore's two way trade , while 

Singapore's trade with ASEAN is six to eight times larger than what would be 

expected on the basis of these countries shares of international trade. Singapore's 

trade ties are also strong with other counterparts of the world.  10 

The fourth feature is the presence of a highly interventionist and paternalistic state 

within the context of an open economy with a free trade regime. The high 

government spending /GDP ratio shows the government's involvement in the 

economy. At present the government's role is to develop the private sector, rather 

than the public sector. The government is actively encouraging the firms to invest 

overseas. A package of tax and financial incentives have been created to 

encourage globalisation. It is hoped that this outward approach will provide 

economic spinoffs for the country.' 

2.3 Problems incurred by small businesses. 

Many small businesses are family operated, and the business plays an important role in 

the daily existence of the family. This section is concerned with some of the common 

10  Hill & Fong; Technology Exports From A Small, Vey Open NIC: The Case of Singapore; 1989; pg. 5-7 
it Yeoh,Theng,Goh & Richardson; Strategic Business Opportunities in the Growth Triangle; 1992; pg.62 
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problems faced by small businesses which causes them hindrance with expansion of their 

business or possible failures. This chapter looks at two of the major problems one which 

is management and the other is finance. 

Management 

In a data indicated over 90% of failures in small businesses were directly attributed with 

the lack of managerial skills on the part of the owner, and only a small percentage of 

failure was attributed by fraud, neglect, or disaster. As mentioned earlier that managerial 

deficiency is one of the major problems for small firms, and this places a marked 

disadvantage relative to the larger firms. Managers in small businesses do have a little 

knowledge of management but it is most unlikely that most of the areas in relation are 

covered by them. The biggest problem for them is the lack of financial resources 

compared to the larger firms and also high costs of consultancy services usually abort 

their plans for hiring experts to give them managerial advice. This is then compared to 

large scale businesses in which they can afford professional advice in most areas. The 

popular view that most people have which is that the small business owner are generally 

deficient in their managerial knowledge is usually exaggerated, but it is true frequently as 

they have to perform in most areas and therefore are unable to perform adequately in all 

areas. In doing so they do not operate their business very successfully. In some small 

firms the owner or the director or the chief executive usually has mainly technical 

expertise, and they usually make their successors who are likely to be their siblings 

trained in a non--technical area such as finance, management or taxation. This is done 
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because in this way the technical skills are complemented and the available managerial 

knowhow is widened. This determinant is only one of them which can predict business 

success or failure but it is sure an important one as recognised by the Federal and the state 

government in Australia. 12  

Finance 

There is considerable evidence that small firms, because of their size alone, are restricted 

by their environment to certain types of opportunity where the prospects of continued 

expansion are extremely limited. Small firms are competitively handicapped especially in 

finance. It remains true that the maximum possible expansion for all firms taken together 

is determined by the availability of resources for investment purposes. Firms that are both 

larger and older in any industry or economy have a competitive advantage over firms that 

are smaller and newer, no matter how able the management of the latter may be. Market 

connections, internal funds, successful past record tend to be more extensive, and this is 

an enormous aid for them. The amount of valuable experience accumulated by them, can 

take large advantage of many technological and organisational economies not possible by 

smaller firms with their size of operations. One of the most serious handicap the small 

firm has is access to capital. In this view two questions arise: 

the higher rate of interest the small firm has to pay and; 

the absolute limit to the amount of capital they can obtain at any rate. 

12  Pickle B. & Abrahmson R.L.; Small Business Management; pg. 26-28 
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Both these points are result of the inevitable fact that on the average risk of lending to a 

small firm is greater than lending to a large firm. Regardless of how good the prospects of 

expansion of a small firm is, it may be limited by inability to obtain capital on any terms 

and may never get a chance to put its plans to the test. 

This is true because, rationing is such an important means of restricting credit that anti 

inflationary monetary policies can be expected to work to the disadvantage of small 

firms. If the monetary authorities raise interest rates and restrict the availability of the 

bank credit, during periods of high employment when 'easy-money' would result in an 

inflationary rise of prices, the position of small firms in the economy is likely to be more 

prejudiced by the pressure on the reserves of the banks and by consequent credit rationing 

than it would have been by rising prices. In general, rising interest rates and restrictions 

on bank credit are designed merely to reflect the scarcity of real resources for further 

investment; if credit were cheap and easy to obtain, prices of resources would be bid up, 

the cost of expansion would rise and, even apart from any subsequent depression brought 

on by inflation, no net gain would be obtained by industry as a whole from the 

'artificially' low cost of finance capital. But when the prices of resources other than 

capital rise, the relative competitive ability of the small firms to obtain resources is not 

necessarily worsened (though it may be), whereas it is necessarily worsened when credit 

is tightened and the tightening involves not only rises in interest rates but also increased 

credit rationing. If only interest rates rise, the small firm may be able to obtain the capital 

necessary to enable them to put their prospects to the market test whenever they are 
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willing to pay the price; if credit is denied them, they are not permitted to do so, and 

consequently even firms with opportunities they confidently believe would profit them, 

inspite of rising cost and high interest rates, are precluded from taking advantage of them 

and are not even given a chance to test them. Therefore small firms not having a chance 

to borrow money easily find it very difficult to expand successfully. 13  

13  Penrose,T.E.; The theory of the growth of the firm; 1986; pg.215-220 
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CHAPTER 3 

Financial Status of the Company 

The role of financial ratios involves the organising of financial statements of the company 

into an understandable, coherent and sufficiently limited set of data. The purpose of this 

is to allow a clear interpretation and evaluation of a company's ability to perform 

successfully in the future. 14  

The following ratios were analysed to establish a clear interpretation of Dhan's capacity 

to perform successfully in the future. 

3.1 Liquidity Ratios 

The liquidity of an asset reflects its acceptability as a medium of exchange. The degree of 

liquidity of an asset depends on how quickly it can be converted to an exchange medium 

and upon the degree of certainty concerning the amount of cash to be received on 

exchange. 15  

14  Bishop,Crapp,Faff & Twite; Corporate Finance; 1993 ;pg.636 
15  Ibid; pg.638 
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The importance of liquidity ratios lies in the fact that a firm should have knowledge of its 

capability to meet its maturing liabilities when they fall due, as well as meeting day-to 

day operating cost. In other words, the purpose of a liquidity ratio is to measure a firm's 

ability to meet its short term financial obligations out of its liquid assets. The higher the 

level of these ratios, the greater is the firms ability to meet its immediate to short term 

financial obligations. However, this also means that if the current and liquid ratios of a 

firm tend to be high, then the proportion of that firms resources tied up in relatively non 

productive assets will be greater too16. Therefore, management should aim to achieve an 

optimal balance between earnings and liquidity. 

Current ratio is one of the best known and most widely used liquidity ratios. It is 

calculated by dividing a company's total assets by its total liabilities. The unit of 

measurement could be either dollars or times. 

As seen in Appendix 1 , Dhan's current ratio in 1990 was 1.09 times. This could be 

interpreted as the company having its liabilities covered 1.09 times over or that the 

company had $1.09 of current assets for every $1 in current liabilities. 

In 1991, Dhan's current assets fell by 2 1 % and its current liabilities fell by 22% as a result 

of which a current ratio of 1.12 times was created, thus improving the stability of Dhan as 

compared to the previous year. A further improvement was seen in 1992 with a current 

16  Peirson, Bird,Brown & Howard; Business Finance; pg.312 
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ratio of 1.14 times which was a result of current assets increasing by 9.8% but current 

liabilities only increasing by 7.44%. There is however a fall in the stability of the 

company in 1993 with a current ratio of 1.11 times as a consequence of current assets 

only increasing by 28.42% when current liability has increased by 32%. This position 

remains through 1994 where current assets has increased by 8.74 % and current liabilities 

has increased by 9.2% as compared to 1993. 

Barring some extraordinary circumstances, a form should expect to see a current ratio of 

atleast 1. This is due to the fact that a current ratio less than one would mean that the net 

working capital , ie. current assets less current liability, is negative. This would be an 

unusual situation in a healthy firm. However, a low current ratio may not be a bad sign 

for a company with a large reserve of untapped borrowing power. 

Another type of liquidity ratio is the quick ratio. This is calculated by using only a 

portion of current assets , ie. cash, marketable securities and accounts receivable, which 

are then related to current liabilities. This ratio looks at a relatively shorter time 

perspective since it excludes from its calculations the least liquid items such as 

inventories from its current assets because they are difficult to sell at short notice and 

bank overdrafts from current liabilities because they are unlikely to be withdrawn at short 

notice. 
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In a normal situation, the quick ratio is usually expected to be lower than the current ratio 

as in the case of the quick ratio for Dhan International in the years 1991, 1993 and 1994 

where Dhan carried a quick ratio of 1.07 times, 0.9 times and 0.95 times respectively. 

However, as seen in Appendix 1 , the quick ratio of Dhan in the years 1990 and 1992 

tend to be higher than its current ratio. The fact that Dhan carried higher levels of bank 

overdrafts in these two particular years could be stated as the reason for this unusual 

situation. In 1990, 38.6% of Dhan's current liabilities were bank overdrafts and it further 

increased in 1992 where 48.6 % of Dhan's current liabilities turned out to be bank 

overdrafts. These were extremely high proportions when compared to those in 1991, 1993 

and 1994 which were 0%, 7.17% and 8.3 % respectively. 

As shown below, Graph 3.1 gives a clear presentation of the variations in current ratio 

and quick ratio over a period of five years. 

Graph 3.1 

LIQUIDITY RATIOS 
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3.2 Activity Ratios 

These ratios measure the effectiveness of a companies use of its assets. They generally 

relate the amount of a particular group of assets (such as inventory, accounts receivable or 

total assets) to the activity generated by that group (such as sales, cost of goods sold and 

operating profit). It all involves a comparison between the level of sales and the 

investment in various asset groups. These ratios assume that a balance exist between the 

level of sales and the level of investment.17  

A high activity turnover means that the relevant asset groups have generated a high level 

of sales per dollar invested which means that the assets are being effectively used by the 

firm. Conversely, low levels of activity turnover implies low utilisation of assets with low 

levels of sales per dollar. 

Six activity ratios are analysed for the purpose of determining the degree to which Dhan's 

asset groups contribute to its profitability. 

Firstly, we will look at a very important current asset which is inventory turnover. 

Inventory turnover is a measure of the number of times a company turns over its 

inventory during a particular year.It is calculated by dividing the cost of goods sold by 

17  Bishop, Crapp,Faff& Twite; Corporate Finance; pg.642 
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the inventory level at the end of a particular year. The higher the turnover number the 

better, because low inventories often suggest a minimal risk of unsaleable goods and 

indicate efficient use of capital. However, inventory turnover that is well above inventory 

practice may signal a higher probability for inventory shortages. This could result in poor 

customer service and thus suffering a competitive disadvantage. 

Appendix 1 displays the inventory turnover results for Dhan International. In 1990 Dhan 

produced an inventory turnover of 13.39 times. This could be interpreted as meaning that 

Dhan turned over or sold off its entire inventory 13.39. This could be an extremely good 

result provided that it does not run out of stock as a result of which it would be forced to 

forego sales. However, it is a clear sign that inventory is being managed very efficiently. 

However, in 1991 Dhan's inventory turnover reached a high point of 70.85 times. This 

could be seen as an extremely high level which could impose an obstacle for the company 

in that the probability that the company could run out of stock is extremely high. There is 

a great drop in inventory turnover for the next three years where inventory drops from 

70.85b times to 8.79 times, 6.54 times and 8.23 times for the years 1992, 1993 and 1994 

respectively. Graph 3.2 displays a clear presentation of the inventory turnover of Dhan 

for a period of five years. 

31 



Graph 3.2 
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The calculation of the days sales in inventory, which is calculated by dividing 365 days 

by the inventory turnover, enables us to determine the number of days that is necessary 

to turn over the inventory on average. Dhan's days sales in inventory are displayed in 

Appendix 1 . For example, in 1990 Dhan's days sales in inventory was 27 days. This 

means that inventory remained for 27 days on average before it was sold off. 

Alternatively, assuming that recent inventory and cost figures were used, it would take 

Dhan 27 days to work off their current inventory. An extremely good result was 

displayed in 1991 where it took Dhan only 5 days to work off its inventory. 

Overall, Dhan's inventory turnover and its days sales in inventory is a very clear sign that 

the company's inventory is managed extremely efficiently. 

The next ratio analysed is another important current asset which is the receivable 

turnover. 
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Receivables turnover is an indication as to how long it would take to collect all the credit 

sales which have been made.It is calculated by dividing sales by the accounts receivables. 

As seen in Appendix 1 , Dhan's receivables turnover in 1990 was 5.07 times. This means 

that Dhan collected its outstanding credit accounts and reloaned the money 5.07 times 

during the year. A very healthy company would normally have a high level of 

receivables turnover. This could be made more clearer through the calculation of days 

sales in receivables. 

The days sales in receivables is a measure of the average number of days that a company 

must wait after making a credit sale before it receives payment and is a good indication as 

to whether accounts receivable are being collected within a reasonable period of time. 

The ratio is mostly calculated to give an indication to management as to how long its 

resources will be tied up in accounts receivable.It is calculated by dividing 365 days by 

the receivables turnover. 

The days sales in receivables for Dhan is shown in Appendix 1 . As shown, in 1990 Dhan 

took 72 days to collect its credit sales. This is quite a reasonable period. However, there 

was an increase in the days sales in receivables throughout the years resulting in a 141 

day collection period in 1994. This would be quite unhealthy for Dhan since they would 

have 141 days of accounts receivable tied up, and management would be unable to make 
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use of these resources. Therefore, Dhan should take action to reduce its collection period 

in order to be able to use its accounts receivable proceedings efficiently. 

Graph 3.3 

Receivables Turnover 

Another activity turnover is the fixed asset turnover. This is calculated by dividing sales 

by non-current assets. In 1990 Dhan had a fixed asset turnover of 739.3 times. This 

means that in 1990 for every dollar in non-current assets Dhan generated $739.30 in 

sales. In a normal situation this figure would not be so high. However, since Dhan is not a 

manufacturing company, but a trading company, its fixed assets are quite low in value as 

compared to the sales generated. As a result of this a high fixed turnover value is 

produced. Therefore, Dhan is in an extremely stable position in relation to its fixed asset 

turnover. Graph 3.4 gives a graphical presentation of Dhan!s  fixed asset turnover for a 

period of five years. 
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Graph 3.4 

Fixed Asset Turnover I 

The total asset turnover of a company measures the turnover of the company's assets, and 

is calculated by dividing the sales of the company by its total assets. The purpose of this 

ratio is to measure the efficiency of a company in the use of its assets to generate sales. 

An efficient company will generate a higher level of sales with a given level of total 

assets than its less efficient competitor.'8  

Appendix 1 shows Dhan's total asset turnover for a period of five years. In 1990, Dhan 

had a result of 2.09 times, which meant that for every dollar is assets Dhan generated 

$2.09 in sales. This is a stables position for the company. As seen in Graph 2.4, Dhan had 

its highest total asset turnover in 1991 with a result of 3.18 times. In conclusion it can be 

said that Dhan's position is quite stable according to its asset turnover ratios. 

18  Peirson,Bird,Brown & Howard; Business Finance;pg.314 
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Graph 3.5 
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3.3 Leverage Ratios 

These ratios show the extent to which a firm uses debt in its capital structure. It also 

provides lenders with sufficient proof of the company's ability to pay back its debt in the 

long run. 19  

The first leverage ratio considered is the debt to total asset ratio which is calculated by 

dividing total assets with total liabilities. If this ratio provides a relatively high result, 

then this is a sign that the company has a high level of reliance on debt in its capital 

structure. In the case of Dhan, as seen in Appendix 1 , 1990 produced a ratio of 91.78% 

which is a sign that Dhan's capital structure involves a lot of debt. The years from 1991 

19  lbid;pg.3 15 
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through to 1994 produced a high ratio as well. Management should adopt measures to 

reduce the level of debt in their capital structure. 

Graph 3.6 
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The earnings coverage ratio, as seen in Appendix 1 , is a measure of a company's ability 

to meet the interest charges on its debt. It is calculated by dividing a company's earnings 

before interest and taxes by its interest expense20. The higher this ratio, the lower will be 

the probability that the company will default in its interest payments. In 1990, Dhan had 

an earnings coverage ratio of 1.03 times, which means that the earnings of the company 

1.03 times larger than the interest commitment that the company has to meet. The 

analysis shows that Dhan has its interest payments covered very efficiently and the risk 

that Dhan would default its interest payments is very low. A graphical presentation of 

Dhan's earnings coverage ratios are shown below in graph 3.7. 

20  Ibid;pg.315 
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Graph 3.7 
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The next leverage ratio been analysed is the debt coverage which emphasises on the 

relationship between a company's borrowings and its operating cash flow. It is calculated 

by dividing a company's total financial debt by its gross cash flow. The higher this ratio 

the stronger is the cash flow position of the company. Under the assumption that there are 

no further debt raising's and that cash flow continues at its current level, this ratio shows 

the number of years to repay outstanding debt. 

Appendix 1 shows the results for Dhan in the calculation of this ratio. The result show 

that in 1990 Dhan is capable of paying off its entire debt within a period of 1.04 years 

which is a rather stable situation. An extremely good situation is shown in 1991 where 

Dhan paid off its entire debt in 0.45 years. This is a good indication to lenders as to the 

capability of Dhan to pay off its debts within a rather short time period. A graphical 

presentation of the various outcomes for the period 1990 to 1994 are shown below in 

graph 3.8. 

38 



Graph 3.8 

3.4 Profitability Ratios 

The issue here is the effectiveness with which management has employed both the total 

assets and the net assets . The effectiveness is judged by relating net profit to the assets 

utilised in generating the profit. Higher the profitability ratio higher is the firm's 

efficiency in using its available funds. 

The most important profitability ratio is the profit margin which is calculated by dividing 

net profit by sales. This ratio relates sales directly to sales-related costs, as measured by 

the cost of goods and operating expenses and is a measure of relative efficiency, as it 

reflects management's effort s to generate sales and control cost. Any success in reducing 



costs will increase the profit margin. An increase in sales will also generally result in an 

increased profit margin. 

According to Appendix 1 , Dhan had a profit margin of 0.04% in 1990 which is a rather 

low figure. However, as clearly seen in graph 3.9, there is a growth in the profit margin 

until 1993 where there is a 0.05% fall in the profit margin. To compensate for this fall a 

clear 0.12% increase occurs in the profit margin in 1994. 

Graph 3.9 

Profit Margin 

However, it is advisable for Dhan to adopt measures to reduce the level of cost involved 

in the business since their profit margin is rather narrow. 

Return on equity is a measure of how the shareholders fared during the year. This ratio is 

considered to be the true bottom-line measure of performance of a company, since 

benefiting the shareholders is the goal of most companies. It is measured by dividing the 

net profit by the total equity. 
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In 1990, Dhan had return on equity of 0.98%. This means that for every dollar in equity 

Dhan generated 0.0098 cents in profit. This is a very low return on equity. However, 

there is a great increase in Dhan's return on equity in the years following as shown in 

Appendix 1 . In 1994, Dhan had a return on equity of 14.71%. Under the assumption that 

this return on equity remains constant or continues to grow, then Dhan is in a stable 

position. 

Graph 3.10 

Return on Equity 

Return on assets is a measure of profit per dollar of assets. It is most commonly 

calculated by dividing the net profit by the company's total assets. In 1990, Dhan 

produced a result of 0.08% which meant that for every dollar in assets Dhan generated 

0.0008 cents in profit. This is once again an extremely low profit. However, this too has 

grown over the years, as shown in graph 3.11, though not to a great extent. This is due to 

the fact that Dhan has had a very low level of net profits through the years as compared to 

its high level of total assets. Dhan should adopt measures to increase its net profit. 
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Graph 3.11 

Return on Asset 

Return on investment is very similar to return on assets. The difference here is that the 

earnings of the company before its interest and taxes (EBLJT) is divided by the total 

assets rather than dividing the net profit by the total assets. EBLIT is the earnings of the 

firm that is shared between equityholders, debtholders and the government in the form of 

taxation. This is the return to the company as a whole.2 ' 

In 1990, Dhan had a return on investment of 3.04% which means that for every dollar in 

investments Dhan generated 0.0304 cents in profits. As seen in Appendix 1 , this figure 

had varied over the years for Dhan with the lowest figure of 2.98% resulting in 1994. 

This again is too low a figure for return on investments. Some firms have low profit 

margins but high assets turnover , as in the case of Dhan, while other firms in the same 

industry may have high profit margins and low asset turnover. This reflects the market 

strategy of low-price volume sales versus higher price exclusiveness. However, it would 

be advisable for Dhan to adopt methods to increase its earnings before interest and tax. 

21  Ross,Thompson,Christensen,Westerfield & Jordan; Fundamentals of Corporate Finance; pg.74 
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Graph 3.12 
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Therefore in conclusion of the financial analysis of Dhan International Exim Pte Ltd, it 

can be said that the company's financial position is reasonably stable, but needs to 

improve on a few areas such as increasing its profit margin and reducing its day sales in 

receivables to between 30-60 days, so that the company should have money flowing in 

more quickly, and can use it for funding other areas. 
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CHAPTER 4 

Corporate Strategy 

The definition of corporate strategy specifies the firms orientation towards growth and the 

industries or markets in which it will compete. For multi business firms operating in more 

than one industry or market like, corporate strategy also includes decisions regarding the 

flow of financial and other resources to and from their business units. These decisions are 

crucial to top management and for the future of the firm. It also provides the firm a 

strategic platform, or the ability of the organisation to handle businesses in various 

environments with a common set of capabilities. There are certain questions which from 

the smallest company to the largest conglomerates must at one time or another consider 

the questions embedded within corporate strategy and they are; 

1 .Should we expand, cut back, or continue our operations unchanged; 

2.Should we concentrate our activities within our current industry or should we diversify 

into other industries; 

3 .If we want to grow and expand, should we do so through internal development or 

through external acquisitions, mergers, or joint ventures. 
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Corporate strategies encompasses three grand strategies that are growth, stability, and 

retrenchment. After choosing a grand strategy, the manager of the firm can select from 

several corporate strategies, such as concentration within the industry or diversify into 

other industries. 

Dhan International Exim Pte Ltd, is a single business firm that operates primarily in 

one industry that is the textile industry. The Swot analysis which will be done in the next 

chapter consolidate the firms external strategic factors that is the opportunities and threats 

and also the internal strategic internal factors that are the strengths and the weakness. By 

doing this strategic managers can then device several appropriate strategies for the firm 

by looking at the industry's attractiveness and the company's competitive position. The 

figure below identifies nine cells containing corporate strategies that fit under the 

categories of growth, stability and retrenchment. Growth strategies involves strategies 

for either concentration, in the same industry that is cell (1,2and5), or diversification, 

where growth is generated outside the firms current industry cells(7 and 8). Stability 

strategies which are cells(4 and5) shows that the firms does not wish to change its current 

mission and goals and sticks to it's present strategic direction.. Retrenchment strategies 

which come under cells ( 3, 6 and 9) call for reduction in scope and magnitude of the 

firms effort. 

We shall now look into each of the cells individually to give a better insight on the 

strategies that are going to be developed later in the paper. 
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Table 4.1 

BUSINESS STRENGTHS / COMPETITIVE POSITIVE POSITION 

STRONG AVERAGE WEAK 

Growth 

Concentration via 
Vertical Integration 

2 

Growth 

Concentration via 
Horizontal Integration 

3 

Retrenchment 

Turnaround 

4 5 6 

Stability Growth Retrenchment 

Pause or Proceed Concentration via Captive Company 
with Caution Horizontal integration 

-------------------------- 
or Selling Out 

Stability 

No change or 
Profit_Strategy  

7 8 9 

Growth Growth Retrenchment 

Concentric Conglomerate Bankruptcy 
Diversification Diversification Liquidation 

(Source: J.D Hunger, E.J Flynn, and T.L Wheelen, "Contingency Corporate Strategy: A 
proposed Typology with Research Propositions." Paper Presented to the Midwest 
Division of Academy of Management, Milwaukee, Wisconsin, April 1990. Cited in 
Wheelen & Hunger Strategic Management and Business Policy; 1995; Pp 152) 

46 



4.1 Growth Strategies 

4.1.1 Concentration Through Vertical integration (Cell 1). 

If a firm wants to grow through concentration in the firms current industry, this can be 

achieved via vertical integration, that is either backward integration which is that the firm 

performs the functions previously done by the supplier or forward integration that is by 

distribution. This strategy is logical for a corporation or firm with a strong competitive 

position in a highly attractive industry. The attractive of the industry will make the firm 

stay in the industry and also with that it will attract new competition to the industry, and 

therefore will force the current competitors to strive and increase their sales. Vertical 

integration can be done two ways one which is internally and the other externally. The 

common advantages of this strategy is that it lowers costs and improves coordination and 

control. This is a good way for a firm to increase it's competitive advantage in an 

attractive industry. A word of caution must also be looked at that vertical integration 

backward although more profitable than forward, is definitely more costly than forward, 

backward integration could act as an exit barrier if a firm wants to close down its 

operation due to the expensive assets it has already bought and wants to sell.22  

22  Wheelen & Hunger; Strategic Management & Business Policy; pg.153 
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4.1.2 Concentration Through Horizontal Integration (Cells 2 and 5) 

Another way of growth could be concentration of the firms current industry by Horizontal 

Integration, by expanding the firm's activities into other countries or locations or by 

increasing the range of products or services the firm carries and offering them to current 

markets in which it is operating. In these cells mentioned above the company is in a 

moderately attractive industry, where the competitive position is only average. A firm 

may want to increase its competitive position by working through its weakness and 

strengthen its current position in its industry. If the firm is operating in a highly attractive 

industry (Cell 2) then the firms goals would be to motivate more sales to increase its 

profits and obtain a larger economies of scale, so that it can reduce new competition from 

entering the industry. On the other hand when operating in a moderately attractive 

industry (Cell 5), the firms strategies would be defensive so that to avoid current and 

future losses. A company which is located in this cell should or can acquire market share, 

production facilities, distribution outlets, or specialised technology internally through 

research and development or externally through acquisitions or joint ventures with 

another firm in the same industry.23  

23  lbid;pg.154-155 
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4.1.3 Concentric Divers jfication (Cell 7) 

When an industry attractiveness is low a firm growth through diversification into a 

related industry may be the best strategy for the company, only when it has a strong 

competitive position. By focusing on these strengths of the firm it is used in the process 

of diversification. The emphasis of this strategy is to build on the key resources and 

capabilities of the firm.. With the firm having a knowledge of the product, manufacturing 

capabilities and marketing skills, it can attempt to find a secured spot in the new industry. 

Companies most likely that diversify into related industries are usually those which are 

leaders in their industries and have the ingredients for success in a new industry. 24  

4.1.4 Conglomerate Diversification 

When a firm wants to divert into an unrelated industry it is known as conglomerate 

diversification. This strategy may only be appropriate when the firms competitive 

position is average and so is the industry's attractiveness. These two factors force the 

firm to transfer its developmental efforts into other industries. When a firms management 

finds out that the industry is no longer attractive and that it lacks the abilities for it to 

transfer into related industries, its most likely move would be to diversify into an 

unrelated industry. In this sort of a strategy timing is the most important factor, it is 

24  Ibid;pg.155 
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known that early entry to an industry is the key success factor. Return on investment is 

the main citerion managers are concerned with primarily whenever this strategy is 

adopted. The question here will be asked is that :Will it increase profitability? The stress 

on conglomerate diversification is on financial synergy rather than product market 

synergy common to concentric diversification. A company that is cash rich but has very 

little opportunities of growth in its current industry for example might move into another 

industry where there are opportunities but cash hard to find. Another example would be 

of this sort of strategy is when a company purchases a seasonal but with an uneven cash 

flow of a firm in an unrelated industry with complementing seasonal sales that will level 

out cash flow. Conglomerate diversifications can also be done by acquisitions and 

mergers which lets a company move into a more attractive industry.25  

4.2 Stability Strategies 

4.2.1 Pause or Proceed With Caution (Cell 4) 

A company with a strong competitive position in a moderately attractive industry may not 

go ahead with any change in corporate strategy. A pause strategy is appropriate only as a 

temporary means for a company to enable itself to bring together its resources after 

prolonged rapid growth in an industry facing an uncertain future now. This situation calls 

upon another strategy which is proceed with caution. In cases like this, the competitive 

25 lbid;pg. 155-156 
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environment is perceived as highly unpredictable and changeable. As the external 

environment could suddenly be attractive with many new opportunities or vice versa, 

management will make moves that are justified and not take the risk.26  

4.2.2 No Change or Profit Strategies (Cell 5) 

A company may pursue a no change strategy, when the industry they are operating in is 

of medium attractiveness and the firm itself has an average competitive position. With the 

relative stability created by the firms modest competitive position it encourages the firm 

to continue its current course making, only small adjustments for inflation in its sales and 

profit objectives. The company does not have any obvious opportunities or threats and 

neither has any significant strengths and weakness. There are likely to be a few new 

competitors entering the market and the and the leaders in the market (cell 4) will wait 

before investing until the industry becomes more attractive. Competitors who are weaker 

(cell 6) will most likely retrench by cutting costs so as to keep profits higher to stay in the 

market. If the industry is undergoing consolidation, the relative comfort possessed by a 

company in this situation is likely to result in its following a no-change strategy in which 

it expects the future to continue as an extension of the present. The success of this 

strategy depends on a lack of significant change in corporation situation. Most small 

businesses follow this strategy until any big store moves into the area. The opening of a 

big store changes the competitive position of the small business from average to weak, 

and therefore the strategy will change from stability to retrenchment. 

26 Ib1d;pg.161-162 
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When a matured industry which has a high attractiveness falls to a medium attractive 

( and may even go further being unattractive after a while), a firm with an average 

competitive position may find its profits leveling off or even decreasing. In this situation 

the firm would be tempted to follow the profit strategy. Believing that the drop in 

industry attractiveness is only temporary, firms try to cut of unnecessary expenses to 

stabilise profits during the period. This strategy is obviously attractive to a company to 

help it survive through the temporary difficulty. Unfortunately for this strategy it is 

seductive and if continued for a long time will lead the company in losing its competitive 

position. Therefore this strategy is passive, short term response to the situation described 

in cell 5. A more active response to this situation would be horizontal growth, and the 

acquiring of some other weaker firms in the industry.27  

4.3 Retrenchment Strategies 

A retrenchment strategy may be pursued when a company has a weak competitive 

position regardless of the attractiveness of the industry. The position of the company 

when wanting to apply this strategy is usually, that the company has poor performance, 

sales are low and profits may become losses. By using this strategy the pressure to 

improve performance is great, and depending on the industry's attractiveness, managers 

could select from among three of these retrenchment strategies which are, turnaround 

27  lbid;pg. 162-163 



(Cell 3), captive company or selling out (Cell 6), and bankruptcy or liquidation (Cell 9) 

strategies. 

4.3.1 Turnaround (Cell 3) 

The turnaround strategy is usually the most appropriate one to use when the firm is in a 

high attractive industry and its problems are pervasive but not yet critical. There are two 

basic phases of this strategy which is contraction and consolidation. Contraction is the 

effort by the company to stop quickly with across the board cuts in size and costs. And on 

the other hand consolidation is where the implementation of a program to stabilise the 

now leaner corporation. To get the company back into action, the management have to 

develop plans which will be necessary to reduce overhead costs. This will be the most 

crucial time for the organisation, and if management does not conduct the consolidation 

in a proper way, the company will loose its best people. But if it gets all the employees 

involved in this process the company should emerge from the retrenchment period and 

move on to gain its competitive position and is once again to expand its business.28  

28  Ibid;pg.163 
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4.3.2 Captive Company or Selling Out (Cell 6) 

A company with a weak competitive position and in a industry with medium and 

declining attractiveness may not be able to engage in a full blown turnaround strategy. 

Due to the unattractiveness of the industry it does not justify for current management 

neither investors. A company in this situation faces poor sales and increasing losses until 

it takes some type of action. Usually management searches for another company usually 

one of its larger customers by offering themselves to be a captive company. This 

guarantees the company's existence with a long term contract. The company then reduces 

its costs in some of the functional activities, such as marketing. The weaker company 

gains certainty of sales and production in return for becoming heavily dependent on one 

firm for atleast 75% of its sales. In an industry that is moderately attractive a company 

must keep profits up and costs down in order to stay in business. If a company in this 

position cannot find itself a customer to be made captive, it may have no other choice 

than to sell itself out and leave the industry completely. This is known as a sell out 

strategy, when a company does not find any way to build up its strength nor improve in 

its weakness and management believes that the industry will take time to be attractive. 

The company can still obtain a good price by selling to other firm with moderately 

attractive position (cell 5) who are expanding through horizontal integration. This 

strategy makes sense for shareholder to get a good price before things get worse.29  

29  Ibid;pg.163-165 
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4.3.3 Bankruptcy or Liquidation (Ce!! 9) 

When a company is in its worst position that is, having a weak competitive position and 

also in an industry with low attractiveness management alternatives becomes limited, to 

the extent that management identifies with the corporation, bankruptcy or liquidation. 

Because no one is interested in buying this sort of a company therefore management have 

to pursue bankruptcy or liquidation. 

Bankruptcy involves giving up management of the firm to the courts in return for a 

settlement of the corporation's obligations. Top management hopes that, after the courts 

decides the claims, the company will be stronger and better able to compete in a more 

attractive industry. In contrast to this is liquidation which terminates the firm. When an 

industry is too weak to sell as a going concern, management may sell most of its assets 

and with the cash received it will divide it to their shareholders after paying all 

obligations. The benefit of liquidation over bankruptcy is that the decision in made by 

shareholders and top management rather than handing it over to the courts, which may 

choose to ignore shareholders completely. 30  

° Ibid;pg.165-166 
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CHAPTER 5 

Development of strategy 

5.1 Introduction 

Strategy planning is the process by which a company can evaluate the enterprise's 

environment and internal strengths, next identifying long and short range objectives and 

then implementing a plan of action for attaining these goals . Most company's rely on this 

process because it provides them with both general direction and specific guidance in 

carrying out their activities. Without a strategic plan, these enterprise will have a great 

difficulty in planning, implementing and evaluating operations. 

5.2 Boston Consulting Group 

The first matrix for strategic planning would be the Boston Consulting Group or other 

known as the Boston box. This is a well known classification matrix. This four cell 

matrix is widely publicised by the Boston Consulting Group. The objective of this matrix 

is to create a balanced range of activities for the organisation with 'balance' in this case 

being defined in terms of cash flows. This model attempts to propose a strategy for each 

organisation regardless of the nature, size, prospects of each unit, in the total cash flow 

for the overall portfolio of the units will be balance.31  

' Viljoen,J.; Strategic Management - How to analyse, choose and implement corporate strategies;pg.251 
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Table 5.1 

Dhan International Exim Pte Ltd BCG Model 

Stars Question Mark 

SUNDRY 

BUSINESS 

Cash Cows Dogs 

TEXTILE BUSINESS ELECTRONIC 

BUSINESS 

Stars: Business with relative high market share positions in high growth market ranks as 

stars, in the grid as they offer excellent profits and growth opportunities. They are 

business units an enterprise depends on to for a boost in overall performance of the total 

portfolio. The company does not have any such products in this category, but it definitely 

has young stars which require substantial investment capital beyond what they can 

generate on their own. 32  

Cash Cows: Units in this category are those which hold a low growth rate and a high 

relative market share. these cash cows have to compete in low growth markets. A cash 

32  Ibid;pg.252 
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cow business generates substantial cash surpluses, over what it needs for reinvestment 

and growth. The company has the textile business in this category. The company holds 

two agencies for a large saree manufacturer from Japan, and is a sole distributor for both 

these brands in the market.33  

Dogs: Business with a low relative market share in a slow growth industry are known as 

'dogs', because of their dim growth prospects, their trailing market positions, and the 

squeeze, that being behind the leaders on the fact that they are making as higher profit 

margin. These business are no longer able to generate attractive cash flows on a long term 

basis, and also profit margins are chronically thin. The company has one such business 

which is the electronic business. The reason for the company coming to this cell of the 

matrix is because, the company buys electronics from a local supplier, and then the 

company re-sells it to the local market at a very low profit margin. The supplier which the 

company originally buys from sells to the existing market already, therefore the company 

do not get the big buyers due to a difference in price, but the company does cater to the 

small retailers who do not mind paying a few dollars extra, for they know that the original 

supplier will not cater for them. The company is still doing this business and trying to get 

cheaper supply from the manufacturer, and also looking for a different market in order to 

1 stay in this fleid. 34  

33  Ibid;pg.252 
34  Ibid;pg.253 
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Question marks or Problem children: Business falling in this category would be those 

which hold a relative low market share and high growth markets. The business in this 

category requires high cash ( owing to the investment requirements of rapid growth) and 

their internal cash generation is low ( owing to low market share ) therefore they have 

thinner profits. The company has the sundry business in this category. There are various 

products imported from various countries. Such products would include pens, lighters, 

lanterns, bags etc. It is argued that there are 2 strategic options for a question mark 

business. 

An aggressive invest- and expand strategy to capitalise on the industry's rapid growth 

opportunities or; 

Divesture, if the costs of expanding capacity and building market share outweigh the 

potential payoff and financial risks. 

The company would definitely want to choose the first option as for these items the world 

is the market, as we will look later in the dissertation on the countries favourable to these 

trades.35  

35  lbid;pg.253-255 
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5.3 Porters five forces 

One of the major cornerstones of industry and competitive analysis involves carefully 

studying the industry's competitive process to discover the main sources of competitive 

pressure and how strong they are. This is an essential step because managers cannot 

device a successful strategy without understanding the industry's special competitive 

character. 

There are five competitive forces in an industry's competition, even though competitive 

pressure differs in different industries, competition itself works similarly enough to use a 

common framework. The five competitive forces are: 

1 .The rivalry among competing sellers in the industry. 

2.The market attempts of companies in other industries to win customers to their own 

substitute products. 

3 .The potential entry of new competitors. 

4.The bargaining power and leverage excisable by suppliers of key raw material 

components. 

5.The bargaining power and leverage excercisable by buyers of the product.36  

36  Thompson,Strategic Management Concept & Cases;pg.67 
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(1) Rivalry amongst competing sellers- the most powerful of the five competing forces 

is usually the battle among rival firms. A competitive move made by one firm can be 

expected to have a noticeable effect on its competitors and this could cause retaliation or 

counterefforts. There are several factors according to porter which is related to intense 

rivalry . These are:- 

. Number of competitors: Competitors are either numerous or roughly equal in size 

and power. When there are numerous competitors there is plenty of room for one 

firm to try a new strategy and copied by other firms. When the competitors are equal 

in size, they watch each other carefully to make sure that they can counter a move by 

any of the firms.37  

. Rate of industry growth: An industry which is rapidly growing tends to give many 

opportunities for firms to grow within. However when the growth slows down, any 

one firm will not be able to continue its sales growth unless it takes it away from 

another competitor. 38  

. Product or service characteristics: When a product or a service are relatively same 

regardless of the company offering it, that product resembles a commodity. These are 

items such as grain or petroleum, which are usually graded only on price and service. 

If the switching costs are low, customers will jump from one supplier to another for 

the purpose of cost reduction. This in turn generates rivalry among suppliers.39  

37  Ibid;pg.68 
38  Ibid;pg.68 
39  Ibid;pg.69 



. Amount of fixed assets: To the extent that the companies fixed costs are high, it may 

be willing to cut down prices below its total costs in order at least to cover its fixed costs. 

An example would be of an consumer electronic good. If the manufacturer who has 

produced it discovers that there will be another better model being released by its 

competitor it will then try and sell its goods as fast as possible which will be cheap to 

avoid making a loss. Even though it may not cover the fixed cost it definitely contributes 

to the relatively fixed cost of salaries, administration etc.40  

• Capacity: The only was a company could increase manufacturing volume is to add a 

large increment of capacity to build a new plant which would, reduce unit costs as low 

as possible. This possibility is especially strong if economies of scale is present in the 

manufacture of that product. Therefore, in the short run, the company probably will 

produce more than the market demand at the current price and then sell it later 

reducing its price, hoping to recoup its costs from a greater number of sales. 

• Height of exit barriers: This is the reverse of entry barriers, exit barriers keep a 

company from leaving the country. These barriers may be specialised assets or 

management's loyalty to an existing business. To the extent that a firm finds exiting 

difficult, it will continue to compete so long as it can avoid losing significant amounts 

of money, while management hopes for better times. 41  

° Ibid;pg.69 
" Ibid;pg.69 
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• Diversity of rivals: Rivals often have diverse origins, strategies, and corporate culture. 

These companies have different ideas on competition, and hence are likely to cross 

paths often and unknowingly challenge each others position.42  

Forces originating from product substitution - The second major factor affecting 

demand is the availability and relative attractiveness of substitute products. For example 

in the electronic industry there are a wide range of products which are used to meet 

customer needs for the purchase of electrical products. An example of a electrical product 

would be a tape recorder. Many companies make this products like, Sony, National, 

General Electric and other non famous brands from China. Although all of these products 

have their own unique appeal, there are many similarities, and the industries have 

developed mechanism for dealing with customers interest and preferences in transferring 

one from another.43  

Barriers to entry- The competitive structure in an industry is determined partly by 

the barriers to entry and exit. This concept gives us a tool for forecasting how competitors 

are likely to develop in any industry. A competitor will feel very difficult to enter in a 

growing market or industry. An example could be taken for the garment industry. Anyone 

with knowledge of dressmaking and who has enough capital to purchase cloth and rent 

sewing machines can easily enter the industry. The result of this would be price 

competition, style piracy, widely fluctuating inventories and frequent failure. There are 

42 Ibid;pg.69-70 
' Dittrich; The General Manager & Strategy Formulation;pg.405 
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several barriers to entry, which are, and with all these combination factors existing, it 

discourages new firms from entering the market. The barriers to entry are: 

. Economies of scale- When a large production cuts down unit costs of production, 

entry may be discouraged, as new firms would have to go through years of losses to 

attain such volume of sales.44  

. Product differentiation- A distinctive product or service makes entry difficult. This 

includes brand identification.45  

• Large capital requirements- Industries which require a huge amount of money to 

invest in, is one factor that restrains newcomers from entering into a locality that has 

existing facilities.46  

. Customer switching costs- If an existing company keeps on providing that same 

type of product and service suited to the customer, switching to a new supplier would 

be resisted.47  

. Access to distribution channel- Loyal dealers and retailers can be a distinct 

advantage to existing firms, and newcomers may have to rely on distributors who are 

less experienced or embark on finding and training a whole new set of distribution.48  

• Superior technology- Existing firms in an industry may have patented process or 

expertise based on long term experience. Only if the newcomer can overcome this cost 

advantage, then they will survive, or else the profit margin will be squeezed.49  

' Boyd & Walker; Marketing Management - A Startegic Approach; 1990;pg.228 
45  lbid;pg.229 

46  lbid;pg.228 
47  lbid;pg.229 
48  lbid;pg.229 
49  Newman,Logan&Hegarty; Strategy - A Multilevel Integrative Approach;pg.40-41 
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. Favourable access to raw materials or favourable location- If we take the retail 

sector for example, new entrants may have difficulty in finding good location not 

already occupied by existing retailers.5°  

• Regulating policies - Required licence or permit by government can limit or even bar 

entry. Such industries would include, government controlled industries, banking, 

insurance, liquor retailing etc. In international markets, hosts government commonly 

limit foreign entry and must approve all foreign investment application. These 

stringent government mandated safety regulation or entry barriers because they raise 

costs. 51  

• Tariffs and international trade restrictions- National governments commonly use 

tariffs and trade restrictions (anti-dumping rules, local content requirement, and 

quotas) to raise entry barriers for foreign firms. 52  

There are not only entry barriers that keep newcomers from entering a market but there 

are also exit barriers which keep companies engaged in business despite negative 

profitability. Emotional ties of management due to their long presence in the industry and 

loyalty to employees and managers can become exit barriers. Foreign governments have 

prevented some firms from exiting an industry as a matter of national economic policy- as 

Sweden has done with its shipping industry. 

° lbid;pg.40-41 
51  Thompson & Strickland; Strategic Management Concept & Cases;pg.71 
52  Ibid;pg.71 
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Another important reason for a firm to stay in an industry, is probably the fixed assets 

which are involved in the industry which command little liquidation or high conversion 

cost. Under such situation firms do better by continuing to operate than exiting. This is 

the fact that businesses are often substantially in debt to the banks makes it more difficult 

to exit. 53  

4) The power of suppliers- Strong competitive forces depend on the market condition 

despite whether they are strong or weak. The competitive force of the suppliers is greatly 

diminished whenever the item sold by them is of standard quality which is available 

from a standard supplier, in an open market. Then it is relatively simple to multiple 

source whatever is needed choosing to buy from any supplier who gives the best deal. In 

these cases, the suppliers can only have transactions when supplies are low in the market 

and buyers are desperate to secure what they require, that they agree to terms more 

favourable to suppliers. 

Suppliers are also generally weak in bargaining position whenever there are good 

substitutes inputs and switching costs is neither costly nor difficult. Suppliers also have 

less leverage when the industry they are supplying to is a major customer. If this id the 

situation, then the well being of the supplier is automatically the well being of the 

customer. Suppliers would then have to give incentives to protect the customers industry 

53  Boyd & Walker; Marketing Management - A Strategic Approach; pg.227 
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via reasonable prices, better quality, and new products and services which will enhance 

the customers sales, positions and profits. 

On the other hand when there are powerful suppliers, they can put the whole industry 

which they are supplying to in a profit squeeze, with price increases that can be passed on 

to the industry's own customers. Suppliers become a strong competitive force when their 

product makes up a sizeable fraction of the costs of an industry's products. This is crucial 

to the industry's production process, and for significantly affecting the quality of the 

industry's products. Likewise the supplier or a group of them gains bargaining leverage 

the more difficult or costly it is for users to switch suppliers. 

Suppliers are powerful when they can supply a component t or spare part cheaper than 

when the industry members make it themselves. In such situation a suppliers position is 

strong until a customer is justified that he needs to make a substantial amount of spare 

parts or component, that it is more feasible for the customer to go for backward 

integration. Then the balance of power shifts away from the supplier. The more credible 

the threat of backward integration the more leverage companies have in negotiating 

favourable terms with suppliers.  54  

54  Thompson & Strickland; Startegic Management Concept & Cases;pg.73-74 
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5) The Bargaining Power of Buyers. 

A buyer group is powerful if it is concentrated or purchases in large volumes. Large 

volume buyers are particularly potent forces if the industry has a heavy fixed cost. The 

buyer also is powerful when the product it purchases from the industry are standard or 

undifferentiated. The buyers are sure that they can always find alternative suppliers. The 

bargaining power of buyers also increase if the product it purchases from the industry 

form a component of its product and represent a large or significant portion of its costs. In 

this case the buyers will shop around for the best price and purchase it selectively. It is 

vice-versa if the product sold in the market is a small fraction of the buyers costs, buyers 

are usually much less price sensitive. Another reason why the buyer is powerful if,it earns 

low profits which create great incentive to lower its purchasing costs. Highly profitable 

buyers, however are generally less price sensitive( that if only if the item does not 

represent a large fraction of their costs).55  

The industry's product is unimportant to the quality of the buyers product or services. 

Where quality is concerned, buyers are generally less price sensitive. And lastly the buyer 

posses a great threat of integration backward to make the industry's product. 

Most of the sources mentioned above of the buyers power can be attributed to consumer 

groups as well as to industrial and commercial buyers. Consumers tend to be more price 

55  Dittrich, J.; The General Manager & Strategy Formulation; pg.405 
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sensitive if they are purchasing products that are undifferentiated, expensive relative to 

their incomes and of a sort where quality is not particularly important. 

The buying power of retailers is also determined by the same rules with one important 

addition. Retailers can gain significant bargaining power over manufacturers when they 

can influence consumers purchasing decisions, as they do in audio components,jewellery, 

appliances, sporting goods, and other goods.56  

5.4 SWOT Analysis 

SWOT is an acronym for a company's strengths, weakness, opportunities and threats. 

This analysis consists a firm to evaluate its internal strengths and weakness and its 

external opportunities and threats. Hence this SWOT analysis should identify a 

company's distinctive competence- the particular skills and resources a firm possess and 

the superior way in which they are used. No business can develop a strategy simply on 

the basis of identifying market opportunities. However attractive an existing or 

prospective market may appear to be, the firm's strategy must take account of the 

particular resources or competence of the organisation. Strategy must therefore emerge 

from the combined assessment of market attractiveness and business strengths. Thus 

although the exercise may well be in part a subjective one, the second stage of the total 

analysis necessary for strategic decision making comprises the internal audit of the 

56  Wheelen & Hunger; Strategic Management & Business Policy; pg.96 
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business: the analysis by the organisation of its own resources and capabilities. The 

purpose of this analysis is to determine the competitive advantage of the business vis - a - 

vis its current and prospective general and task environments and particularly in relation 

to its present and potential competitors. The data in the table below suggests a framework 

within which this analysis may be conducted.  57 

Table 5.2 

Internal Factors Affecting Strategy (IFAS) 

SWOT ANALYSIS 
IFAS 

Weight Rating Weighted 
 Score  

Comments 

Strengths  

• Acknowledged market 
leader in Sarees 0.05 4 0.20  

• Well thought of buyers 
(reputation) 0.10 4 0.40 

• Core competence in key 
areas:Sarees 0.10 3 0.30  

• Access to economies of 
scale 0.10 2 0.20  

• Aggression 0.05 3 0.15  

Weakness 
• Financial position 0.15 5 0.75  

• Obsolete facilities 0.05 3 0.15  

• Too narrow a 
product line 0.10 3 0.30  

• No clear strategic 
direction. 0.05 2 0.10  

• Company size is 
average for industry 0.10 3 0.30  

• Missing some key 
skill or competence 0.15 4 0.60  

TOTAL 1.00  3.45  

57  Ibid;pg.142-147 
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Table 5.3 
External Factors Affecting Strategy (EFAS) 

EFAS Weight Rating Weighted Comments 
Score 

Opportunities  

• Serve additional 0.05 2 0.10 
customer groups  

• Enter new markets 0.10 4 0.40 
• Expand product 

line to meet broader 0.10 4 0.40 
range of customer needs. 

• Diversify into 0.10 3 0.30 
related products  

• Vertical integration 0.10 3 0.30  

• Falling trade 
barriers in attractive 0.05 2 0.10 
trade markets 

Threats  

• Changing buyers 
needs and tastes 0.10 3 0.30  

• Strong competition 
from India 0.10 3 0.30  

• Rising sales of 
substitute products 0.15 4 0.60  

• Growing bargaining 
power of buyers 0.10 3 0.30 

• Fluctuating exchange rate 
0.05 2 0.20  

TOTAL 1.00  3.30  
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Table 5.4 
SWOT ANALYSIS 

IFAS 

THREATS 
• Changing buyers needs 

and tastes. 
• Strong competition from 

India. 
• Rising sale of substitute 

product 
• Growing bargaining 

power of customers. 
• Fluctuating exchange 

STRENGTHS 
• Acknowledged market 

leader in Sarees. 
• Well thought of buyers 

(reputation). 
• Core competence in key 

areas:Sarees 
• Access to economies of 

scale. 
• Aggression 

SO STRATEGIES 
• Use core competence to 

enter new saree markets 
and also serve additional 
customer groups,increase 
export activity & pursue 
the current aggressive 
growth to take further 
advantage of the falling 
trade barriers in other 
markets. 

• Try and go for vertical 
integration (Backward or 
Foward). Looking at 
manufacturing sarees to 
get more profit and also 
to try and reduce credit 
to customers, by asking 
them to use banking 
facilities,as manufacturer 
usually gets cash from 
buyers. 

ST STRATEGIES 
• Take gain of economies 

of scale to be leader in 
Singapore market for a 
start in the saree market. 

WEAKNESS 
• Financial position 
• Obsolete facilities 
• Too narrow a product 

line. 
• No clear strategic 

direction. 
• Company size is average 

for industry. 
• Missing some key skills 

or competence. 

WO STRATEGIES 
• The use of more skilled 

managers with wider 
experience for successful 
diversification into other 
related products. 

• We could increase the 
financial situation of the 
company by increasing 
our product line and 
looking at products that 
do not require extensive 
credit. 

• Looking for joint venture 
partners in other markets 
to take advantage of the 
falling trade barriers. 

• Form clear strategic goal 
to take advantage of new 
opportunities and also 
for existing business. 

WT STRATEGIES 
• Improve the management 

style as present style is 
outdated and needs a 
complete change as 
present director does not 
believe in giving control 
to workers. 

EFAS 
OPPORTUNITIES 
. Serve additional 

customer groups. 
• Enter new markets 
• Expand product line to 

meet broader range of 
customer needs. 

• Diversify into related 
products. 

• Vertical integration 
• Falling trade barriers in 

attractive trade markets. 
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CHAPTER 6 

Country Analysis - India 

6.1 Economy 

The Indian economy remains the fifth largest in the world, according to the World Bank's 

latest developments reports. India is behind only form the U.S, China, Japan, and 

Germany according to the purchasing power parity (ppp) calculation method popularised 

by the IMF, which jolted the world, and led to a new look at India and China.58  

India with its myriad cultures and subcultures has been truly an incredible country with a 

population of more than 900 million with a mix of race, colour, religion and culture living 

together. India the worlds largest democracy is currently undergoing fundamental 

changes and has emerged as a major long term business opportunity. The opening up of 

the economy has lead to a perceptible sense of optimism in the Indian Business 

Community which is responding to these new business opportunities as large number of 

new firms, enterprise and stock issues emerge. Industrialisation has been a priority in the 

Indian Government's national plans since the country gained independence. The textile 

industry is the largest, providing jobs for about 15 million people. It accounts for 35% of 

exports earnings and 20% of total industrial output. Other industries that are gaining 

importance or are given priority in the government's industrialisation programme are: 

58  The Hindu:lndian Economy Fifth Largest in The World; 21st June,1994. 
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steel, aluminium, fertilisers, cement, petrochemicals, engineering, electronics and 

telecommunication.  59 

Until 1991, China was the most exciting emerging markets in Asia but not anymore. In 

may 1995 for the first time, Economic Intelligence Unit, a reputed consultant firm based 

in London rated India as a better investment than China grappling with uncertain politics 

and high prices. The advantages that India offers as a country worth looking at for 

expansion is that it has a huge population comprising of 300 million strong middle class 

community,political democracy, a nation that speaks English as a principle language of 

business and where legal, accounting and financial systems are on the lines of 

international standards.6°  

It was only in the 1991, when India faced huge economic crisis that pushed it to the brink 

of disaster in terms of economy, that economic reforms becomes inevitable. The balance 

of payment crisis of 1991, which led to a point of India being in danger of being declared 

uncreditworthy if drastic reforms were not carried out. Subsequently the International 

Monetary Fund backed reforms that were launched in 1991 by Prime Minister P.V 

Narasimha Rao and the Finance Minister Dr. Manmohan Singh. The International 

Monetary Fund had extended assistance to India on agreement that the government in 

power would initiate a program of restructuring of the economy. 

59  India - Business & Investment Guide 
60 Asiaweek 1995; pg.48-50 
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Basically the two most important objectives of the reforms from the long term 

perspective were 

. Faster economic growth and; 

International competitiveness through economic liberalisation. 

The government since then has brought about changes in all sectors of economy such 

as 

Trade and exchange policy reforms; 

Industrial policy; 

Foreign investment reforms; 

Public sector enterprise reforms; 

Tax reforms; 

Finance sector reforms; 

Infrastructure sector reforms; 

Transport sector reforms; 

Energy sector reforms; 

1O.Irrigation reforms and; 

11 .Agriculture sector reforms. 

The reforms initiated in 1991 have transformed the economy from turmoil in terms of 

debt, trade balance and economic growth to a very sound state. The liberalisation has 

been responsible for a raise in foreign exchange reserves from $1 billion enough to cover 

two weeks import in 1991 to a comfortable $19.5 billion excluding gold reserves of $4 
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billion. Exports have been growing at 15% in dollar terms and although imports mainly, 

machinery, equipment, consumer durables etc. have also increased. The current account 

deficit is expected to be less than 1% of the GDP in 1995. The central bank which is the 

Reserve Bank of India expects a fiscal deficit of 6% of GDP in 1995 which lowers 

previous years. The economy currently is growing at 5.5% and is expected in the next 

few years to grow between 6.5% to 7 5% 61  (See Appendix 2) 

6.2 Political 

The big question in most investors minds is will the reforms currently being carried out 

sustain. I feel that the general thrust of present reforms is irreversible. Though there are 

cause of concern like political stability in the country and India's relation with Pakistan, 

but reforms will still sustain. There is growing international trend towards liberalisation 

and also there is tremendous pressure on India from the major trading partners and 

economic and financial institutions to keep up the reforms. The major opposition parties 

have also started to advocate the need for liberalisation. Though this parties seek to 

differentiate their stand on economic reform, but broad consensus for maintaining the 

reforms remain. In recent past the pace of reform has slowed down as the general 

elections in 1996 have taken front stage. Therefore the direction of reforms will remain 

substantially same but the implementation is likely to be slow and variable over the next 

few months. 62  

61  Euromoney 1995;pg.1 
62  Dr Sinha Anup; India Economic Scenario; May 25th, 1996. 
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6.3 Consumer Market 

Mohandas Gandhi said " By taking off this foreign shirt I shed myself of foreign rul&'. 

He said this when he launched his Swadeshi movement to undermine the economic 

underpinning of colonial domination. Today the chakra seem to have turned a full circle 

and, in the name, of the new economic liberalisation programme initiated by Prime 

Minister Narasimha Rao, foreign goods are once again likely to flood the Indian market 

and possibly take the shirt of its back. 

India is the worlds second largest consumer market much more populated than the North 

America Free Trade Area or the European Economic Community. India's commercial 

potential in electronics is huge 63  The proponents of the new economic order argue that 

the past independence policy of restricting foreign entry into the Indian market fostered a 

climate of exploitative indigenous monopolies of substandard goods and services. Critics 

however contended that the new policy will open a Pandora's box of economic and social 

ills64. But like it or not foreign products, from coke to computers , are coming to India, 

attracted by a middle class of almost 300 million people that are ready, willing and able 

to splurge its long- suppressed yearning for 'phoren'(foreign) goods. Perhaps 100 million 

are classified "upper middle class" with household incomes above $1400 per annum. 

Another 200 million people are in the lower middle class, with annual incomes of $700- 

63  Kodali & Aatre; Electronics & Defence;IEEE Spectrum;March 1994;pg.46 
64  Suriaya; Far Eastern Economic Review;India - A Passion for Imports; 6th August,1992. 
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$140065. These account for more than 75% of unit sales of soaps, radios, more than 60% 

of laundry detergent and between 35% to 50% of all soft drinks, shampoo and colour 

television. Most of the middle class Indians can get by in English and can afford 20 inch 

colour television, washing machines, motorcycles and mopeds. This population which is 

growing rapidly by 5% to 10% a year though still poor by U.S standards, is still huge 

potential market and should grow to households accounting for 400 million people within 

the end of the decade. 66  

As trade barriers fall and tariff comes down over longer terms, significant opportunities 

will emerge in consumer goods market. Several sectors shows promise which are 

recreational, equipment, household consumer durables which include electronics items, 

books and printed materials, jewellery and jewellers materials, toys and games, processed 

foods and alcoholic beverages. 

6.4 Foreign Investment ( Non- Resident Indians) 

This section deals with how can a Non-Resident Indians (NRI's) invest in the foreign 

country. The government of India offers a number of facilities and incentives to Non 

Resident Indians.NRI's are persons of Indian origin and overseas Corporate bodies 

investing in India. They fall under the following broad categories: 

65  US Dpartment of Commerce; 12th July,1995 - Last updated. 
66  Jacob,R.;India is Opening For Business; Fortune; November 1992;pg.128-130 
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. Indian citizens who stay abroad for employment or for carrying on a business or 

vocation or for any other purpose in circumstances indicating an indefinite period of 

stay outside India. 

. Indian citizens working abroad on assignments. 

A person is deemed to be of Indian origin if he or she at any time held an Indian passport 

or he or she or either of his parents or any of his grandparents was an Indian at anytime. 

A wife of a citizen of India or of a person of Indian origin is also deemed to be of Indian 

origin even though she may be of non-Indian parentage. 

Overseas Corporate Bodies(0C13's) include Overseas Companies, Partnership firms, 

trusts, societies and other corporate bodies which are owned Directly or Indirectly, to the 

extent of at least 60%, by individuals of Indian nationality or origin resident outside 

India. 

For Nri's and OCB's, the automatic approval rate is available for investment is 100% in 

all 35 industries listed in appendix 1 of the New Industrial Policy as distinguished from 

other foreign direct investment where, automatic approval is available only up to 51 %67 

67  Centre for monitoring Indian Economy; May 1995; Bombay. 
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CHAPTER 7 

Strategies For The Company 

Good strategy choice is vital to a company's success. Two of the crucial abihties required 

of top executives and directors are the ability to think strategically and the ability to cause 

strategies to be implemented effectively. 

A full analysis of the company has been conducted. It started with the history of the 

company and it carried on to the current situation of the company. The SWOT analysis 

albeit 'simple' makes it very clear that the company has very obvious problems which 

need attention and opportunities that it can work on. 

The financial analysis of the company does however reveal some very interesting 

information which has been addressed in the previous chapters. It can now be said that by 

looking at the financial statements the company is in a position, where it has to reduce 

costs in order to increase profits but as shown in the graph profits have increased 

substantially from 1990-1994, but still has to do better. 

The Boston Box has revealed one very important factor, that is, that the company is now 

relying mainly on the Saree business which has been identified as a Cash Cow. 
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At this point, it is important to state or propose what the company can do to remain in 

business and to be profitable. 

There are two time frames that will be looked at: 

. immediate 

• long term 

Looking at immediate strategies the first step which should to be taken by Dhan 

International Exim Pte Ltd is to reduce its expenses and costs in order to increase its 

profit margin. Even though the company has a lot of untapped borrowing power it should 

not invest any more in the textile business until the profit margins are not increased. This 

strategy should only be for a short period of time because, at present the company is 

holding a 50% market share and does not intend to loose it while increasing its profits. In 

parallel to this strategy the company can also adopt another strategy which is looking at 

its electronics business that is currently in the dogs category under the Boston Matrix. 

This strategy will be discussed more in depth on how the company can go international. 

The company is currently looking into India as a market to enter as it has and is still 

doing business with India in relations to its textile business, and therefore it is quite 

familiar in doing business in that country. Another reassurance that India is a potential 

market for electronics would statistics of India importing from Singapore, in which it 

shows that the Singapore's exports to India are increasing steadily.(See Appendix 3) 
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7.1 Going International looking at India. (Horizontal Integration) 

In Chapter 6 we looked at the country favourability analysis, in terms of the economic 

conditions, political stability, the market size and also the growth of the market. In this 

section we will be looking specifically at the electronics market and its potential and 

strategies to enter the market. 

Developing countries are increasingly important markets for Western Businesses. Many 

companies are entering these markets to expand themselves.Looking specifically at the 

electronics industry in India I can safely say that the growth is enormous. (See Appendix 

4). The consumption pattern for consumer electronics has a annual growth rate of 30% 

from 198 1-1991. This is mainly due to the middle class which is present in India. Being 

more specific in terms of items such a T.V, radios, watches etc, the growth rate is from 

10% to 30% annually( See Appendix 5). As mentioned in Chapter 6 the Indians have the 

purchasing power and want to buy foreign made goods. By and large domestic brands 

have more than held their own in low costs,mass consumption products. However in the 

case of high costs consumer durables, like electronic products etc, international brand 

names have lent prestige and consumer confidence to products. And not to forget the 

rural population where there are 557137 villages that have emerged as a new market, and 

these people account for a high propotion of the total sales of a wide range of products. 

(See Appendix 6). 

82 



There are basically seven strategies or ways that a company can go international , and 

these are: 

Indirect exporting; 

. Direct exporting; 

• Licensing! Technology transfer!franchising; 

• Contract Manufacturing and Trunkey projects; 

• Management contracts; 

• Foreign Production and Marketing (Direct Investment) and; 

• Counter trade 

At this stage looking again at the financial status of the company, The best strategy would 

be Indirect exporting. This is a good way to start or be involved in an international 

business because, there are still many doubts concerning the ability of the firm to 

compete in the foreign market. Another appropriate reason would be that, by using 

indirect channels the firm instantly minimises its risk and overcome the fears of 

exporting. Dhan International Exim Pte Ltd is not new in the exporting business as at 

present it does export directly to various countries, but this time the product is different. 

By using these indirect channels, the firm can start exporting with no incremental 

investment in capital, few risks and with a very low start up cost. Such a strategy is 

considered a part of the developmental process which leads the firm towards international 

sophistication and commitment. 
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This strategy which is exporting through domestic intermediaries, places the 

responsibility for sales contacts, negotiations and product delivery all on the intermediary 

within the firms home market. There are also certain disadvantages, even though in the 

early stages the process is inexpensive, because the cost is born directly by the 

manufacturer, there are the opportunity costs. Since the intermediary has the last say over 

pricing, a loss of profits may also result, and this may reflect the reputation of the firm in 

the marketplace, through the reputation of the intermediary. And also the primary 

disadvantage relying on domestic intermediaries is the firms loss of control over its 

foreign sales. This loss can be moderated by building up a contract that the manufacturers 

approval is to be required in key decisions by working intimately with the intermediaries. 

The main advantage of using Indirect exporting is that the firm can have foreign access 

by 'plugging in' into the Export Trading Companies (ETC) , which are independent firms 

contracted by manufacturers to develop export sales, handle shipping and delivery, 

arrange for payment, and sell products along with other allied, but non competitive, 

product lines. This advantage can be carefully strengthened by selecting the ETC and 

supporting it. Such support includes in formulating a foreign marketing plan with the 

ETC for the firms product line, contributing information on the product, advertising, 

technical assistance, and backing up its export operations with prompt servicing of orders. 
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Therefore Dhan International Exim Pte Ltd can use this strategy for a start until it reaches 

to a stage where it can improve its financial position and then go for other strategies 

internationally like direct exporting etc. 

7.2 Textile industry (Backward Integration - Manufacturing). 

This strategy mentioned above is for mainly long term only. This suggestion should be 

implemented by the Dhan International Exim Pte Ltd as at present it is the market leader 

in the textile industry (Saree), and can increase its market share and also increase its 

profit if this strategy is implemented, as it will reduce costs substantially. As mentioned 

earlier in the first chapter that there is a huge market for textiles, and by implementing the 

abovementioned strategy, the company can reduce its credit to customers as, most of 

them are price conscious, and will pay cash or by other means if the price is right. And 

the only way to reduce price would be to manufacture the product. This section looks at 

Singapore as well as the Growth Triangle that is the Johor-Singapore-Riau, and which is 

the most feasible place to set up a small factory for this strategy. By implementing this 

strategy in the long term the company can then use its skill and export its own 

manufactured goods to the various countries which it is still exporting, that is Indonesia, 

Malaysia, Pakistan, Nepal, Fiji etc. 

One development in Singapore is the shortage of land and labour stemming from it's 

long period of rapid economic growth. Singapore has responded in an innovative way by 

encouraging labour intensive industries such as textile industry to invest in emerging 
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economies like India, Indonesia, Malaysia, Vietnam and China. Barring a "hollowing 

out" of the manufacturing sector, such ventures abroad are expected to benefit the 

economy if they prove to be profitable and build up strong linkages with Singapore's 

domestic economy.  68  

Before the alternative of investing in other economies, the Singapore government in 

response to labour shortages was to liberalise the conditions of entry for foreign workers. 

However for a variety of reasons, any long term escalation of the number of foreign 

workers in Singapore was unacceptable. The heavy recruitment of foreign labour was not 

only intended to fill job vacancies and facilitate economic growth, but also to hold down 

wage levels, especially in the more labour intensive, lower value added industries. The 

availability of foreign workers to accept these jobs was associated with low wages. This 

policy was partially successful in taking off pressure off employers to introduce wages 

sufficient to attract domestic labour. The role of foreign labour in the Singapore economy 

in general, and manufacturing sector in particular, began to pose and important question. 

The slowdown of the economy in 1975 was directly linked with the availability of cheap 

labour, especially foreign labour. Restrictive wage policy discouraged labour 

displacement. The particular problem for the Singapore economy however, was that some 

industries which were most heavily reliant on increased labour absorption for expansion 

were precisely those industries which the government no longer saw as central, such as 

wearing apparel and textiles. It is becoming clear that these lower value- added products 

68  Chin & un; Outlook for the Singapore Economy; 1994; pg.! 
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would soon face growing difficulty in finding sufficient labour and till now this could 

only be provided by looking afar for more guest labour. 69  

7.3 Johor (Malaysia's) - Singapore - Riau (Indonesia's Batam island) Growth 

Triangle (JSR) 

Since the appreciation of the Singapore dollar was likely to continue to reduce the 

competitiveness of Singapore's most labour- intensive, low value exports. Singapore had 

to re-examine its strategy for the manufacturing sector. This is when the emergence of 

growth triangles became a recent development in economic cooperation in Southeast 

Asia. This idea is not really new, as similar arrangements have already been existing in 

places such as Southern China, Europe, and North America. The basic concept of is 

simple: three geographically proximate areas with different factor endowments and 

comparative advantages are linked to form an economically dynamic region. 70  

The JSR triangle is approaching its sixth year. Industrial estates have sprung up in Riau, 

and Johor is enjoying an economic boom. The triangle which was first established in 

1989 had to contend first with land and labour constraints that resulted in sharp increase 

in the cost of doing business in Singapore. This was compounded by the appreciating 

Singapore dollar. Thus, firms like the ones in the textile industry had to decide whether to 

upgrade their activities in Singapore, redistribute their labour intensive operations 

69  Rodan,G.; The Political Economy of Singapore's lndustrialization;1990;pg.136-139 
70  Yeoh,Theng,Goh & Richardson; Strategic Business Opportunities in The Growth Triangle; 1992;pg. 105 
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elsewhere, or do both. The growth triangle facilitated such redistribution, and proximity 

became a key factor as it implied lower travel costs. 

These textile industries are expanding their business in the growth triangle as there were 

many comparative advantages. The advantages in the JSR was more complementary 

rather than competitive. Johor has land and skilled labour which is of medium cost. 

Singapore has a very good infrastructure and highly skilled but expensive labour. Riau 

has land and low cost labour. Singapore, with its well developed infrastructure and skill 

base, is still attractive to investors if they were operating capital intensive and high 

technology operations, while labour intensive and spatially driven operations were 

attracted to Johor or Riau. Another advantage for these manufacturers has been the effort 

to facilitate the movement of goods and workers across national borders. As 

Riau(Batam)is considered a bonded free trade zone, custom formalities of the movement 

of goods have also been relaxed. Singapore still will be the regional hub for trade, 

finance, transportation, telecommunications, and information, and the proximity of these 

areas to Singapore facilitates monitoring and controlling of operations. As travel time by 

road from Singapore to Johor is about one hour and to Riau(Batam) is about 45 minutes 

by ferry. This should allow the partners in the other areas to exploit a rapid growth in 

land-intensive and labour intensive manufacturing activities. This kind of locational 

distribution could create a wider manufacturing base in JSR, providing incentive for 

textile industries to locate in the region. 71  

71  Thant,Thang & Kakazu; Growth Triangles In Asis; 1994; pg.I79-222 
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Table 7.1 

Factor cost comparison in JSR (1991) 

Johor Singapore Riau (Batam) 

Land ($Isq m) 4.08 4.25 2.30 

Labour ($/month) 

Unskilled 150 350 90 

Semiskilled 220 420 140 

Skilled 400 600 200 

(Source:Thant, 'fang & Kakazu p.222) 

The table above shows the relative land and labour costs in Riau are very much lower 

than in both Singapore and Johor. Similarly labour costs in Johor are between one half 

and two thirds of those in Singapore, while in Riau they are only about one half to two 

thirds of those in Johor. It has been suggested that the complementarity of these three 

areas have made the JSR triangle more attractive to investors as a whole than in separate 

parts. 

At present Singapore being a country with very limited natural resources, it depends 

heavily on land and labour resources as this constraints Singapore further growth on the 

labour intensive industries. These circumstances have contributed to a comparative high 

cost environment for these businesses. Therefore they have to locate their labour 
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intensive operations beyond Singapore while retaining their skill and technology based 

activities in the city state. 

The textile industry in Singapore have virtually moved its operations from Singapore to 

the growth triangle area JSR because of their comparative advantages as these industries 

can also use all the three areas to broaden their base and to support their total business 

operations within one region. These industries benefit a lot from setting up their 

manufacturing from JSR as the Singapore government have allowed these industries to 

use the "Made in Singapore" label on their products in order to compete globally. 

7.4 Conclusion 

Therefore in conclusion to this case study, the strategies that were recommended are for 

the best of Dhan International Exim Pte Ltd. After doing several analysis these strategies 

were then extracted and by implementing these the company can then move itself from 

the retrenchment strategy to the growth strategy, and hopefully stay there. In order to be 

successful the company should work on the above lines in order to be atain success 

internationally as well as in Singapore. 
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Appendix 1 I 
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FINANCIAL RtTI() ANALYSIS FOR PERIOD FROM I990I99472 

72  Source: Financial Statements of Dhan International Exim Pte Ltd. 1990-1994 
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I 

Appendix 2 I 
Economic Profile 

1990-91 1991-92 1992-93 1993-94 1994-95 
(e) 

GDP ($US bn) 297 224 217 225 262 

GDP per capita ($US) 351 259 247 252 287 

GDP growth, constant 5.4 0.9 4.3 4.3 5.3 
prices (%) 

Inflation (WPI) 12.1 13.6 7.0 10.8 11.5 

Exports ($US bn) 18.1 17.9 18.5 22.2 26.2 

Growth exports (%) 9.2 -1.5 3.8 19.6 18.3 

Imports ($US bn) 24.1 19.4 21.9 23.2 28.3 

Growth Imports (%) 13.5 -19.4 12.7 6.1 21.7 

Trade Balance -5.9 -1.5 -3.3 -1.0 -2.0 

Current A/C Balance -9.7 -1.2 -3.5 -0.3 -1.0 
($US bn) 

Foreign Currency 2.2 5.6 6.4 15.1 19.7 
Reserves ($US bn) 

Exchange Rates 
*Rupee to $US 17.94 24.65 28.96 31.37 31.38 
*Rupee to $A 13.7 21.5 20.7 20.6 23.2 

Foreign Debt - 83.8 85.3 90.0 90.6 90 
total ($US bn) 

Debt Service Ratio 30.6 41.1 40.0 35.3 n.a. 
(% exports) 

Official Un- 34 36 37 37 37 
employment (million) 

(e) estimate Note: The Indian fiscal year is April to March 

(Source:Ministry of Finance, Economic Survey, 1994-95) 
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Appendix 3 I 

(Rupees In Million) 

Countries 1990-1991 1991-1992 1992-1993 1993-1994 
April -July'93 

Afghanistan 236 268 87 22 

Australia 14636 14446 24112 5897 

Bangladesh 313 141 360 72 

Burma 1661 1255 3223 1196 

Hong Kong 2971 2618 4973 1919 

Indonesia 1456 1614 1713 642 

Iran 10176 14347 114868 N.A 

Japan 32446 33755 40810 13735 

Korea 6570 7872 9863 257 

Malaysia 9954 9592 11736 2665 

Nepal 815 704 728 245 

New Zealand 1176 1679 1722 810 

Pakistan 845 1500 3735 379 

Singapore 14276 15002 15873 6082 

Sri Lanka 367 1196 406 154 

Thailand 1157 1999 1670 672 

( Source: Monthly Statistics of Foreign Trade of India, Annual 1993. Centre for 

Monitoring Indian Economy cited in India Server) 
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Appendix 4 I 

Consumption Pattern For Selected Products 

1990-1991 
Annual Growth Rate 

1981-1991 

Electricity 50.00 bln kwh 14% 
Food Grains 176.00 mln tonnes 3% 
Sugar 12.00 mln tonnes 9% 
Tea 500.00 mln kgs 4% 
Cotton Cloth 14.00 mln sq in 5% 
Man made Fabric 5.00 mln sq in 14% 
Tooth Paste 0.04 mln tonnes 15% 
Synthetic detergent 1.20 mln tonnes 15% 
Razer Blades 3.10 bln 12% 
Softdrinks 2.70 bln 11% 
Consumer Electronics 38.00 bln Rupees 30% 
Passenger Cars & Jeeps 0.20 mln 16% 
Two Wheeler: Motor cycles & Scooter 1.80 mln 15% 
Domestic Refrigerator 1.20 mln 15% 
Bicycles 7.00 mln 5% 

Source: India Server 
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Appendix 5 I 

Indicator of market size 

Items 1985-86 1989-90 Annual Growth rates 
i 0/ n 

Number Owned in millions  

TVs 6.1 17.6 30.0 
Bicycles 18.7 30.8 13.0 
Radios 19.8 28.6 9.6 
Pressure Cookers 11.1 19.4 10.6 
Electric Iron 6.7 16.8 25.8 
Food Processors 2.5 7.4 31.0 
Wrist Watches 39.3 72.2 16.4 

Source: Nationwide surveys of 500.000 households by National council of Applied 
Economic research in 1897 and 1990. 
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Appendix 6 1 

Rural market 

% sale in rural Products 
areas 

70% Radios,bicysles,cigarettes,mechanical wrist watches. 
40%-60% Motor Cysles, Quartz wrist watches, package tea, electronic 

iron and soaps. 
20%-40% Sewing machines, Toothpaste, Tooth Powder, dry cells 

(Battery) and milk foods. 

Source:India Server 
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