Case Study on Xyz Cables

Change is the essence of life. It takes place in organizations all the time due to external or internal factors. It may be planned or unplanned, may be good or may not be favorable. The global environment, companies compete in today is more complex, turbulent and dynamic than it has been in decades. The dynamics of the new economic milieu provide that only competitive firms may survive and the non-competitive ones disappear. The present paper examines the processes of change in an organization in response to changes in the external environment brought out by globalization and analyses the impact of these external environmental changes on organizational effectiveness. Therefore the response of XYZ Cables Limited to the processes of globalization can have important outcomes in the domain of experience sharing amongst academicians, organizational managers, and policy makers.
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INTRODUCTION

      The nature of change and the organization's role in influencing and responding to it are philosophical issues with which humankind has wrestled for more than two millennia. The ancient Greek thinker, Heraclites, more than 2,000 years ago remarked that "everything is born in strife and constant flux; and whatever lives, lives by destroying something else." Socrates, Plato, and Aristotle all offered opposing beliefs as to whether change is real or simply appearance, what causes it, and whether or not it has a purpose. Is it good or bad? What is man's role in change? Does

it really even matter? Ancient thought, it turns out, is highly relevant to the management of change in business today (Wagner, 1995).

      Organizational change is any alteration of activities in an organization. This alteration of activities may be the result of changes in the structure of the organization, transfer of tasks, new product introduction, or changes in attitudes of group members or process, or any number of events inside and outside of the organization.

EXTERNAL FORCES - THE EXTERNAL ENVIRONMENT

An organization's effectiveness is influenced by its external environment, which are the major forces outside the organization that may potentially impact the success of the organization. The external environment, also called the macro-environment or general environment, consists of the external broad conditions and trends in the societies within which the organization functions.

i.                                 The macro-environment consists of five major elements described by Tushman and Anderson (1986). The major elements of the macro-environment are: Technological Element, Economic Element, Legal-Political Element, The Socio-Cultural Element  and the International element

INTERNAL FORCES - THE INTERNAL ENVIRONMENT

      The internal environment can be thought of as the general conditions that exist within an organization. The internal environment includes such factors as the organization members, the nature of their interactions, Organisational culture, and the physical setting in which members operate. The strategic management process takes place largely within an organization's culture. Because organizations operate as open systems, a relationship between external and internal forces will always exist. Managers must recognize

that external and internal forces can be highly interrelated. When managers are able to identify change as well as the external and internal settings in which the change is taking place, the organization will be able to appropriately respond and adopt strategies that will enable the organization to be effective. Organizations then, must evaluate their internal environment as well as the external environment.

OBJECTIVES OF THE STUDY

      The objective of this study is to understand the processes of change in an organization in response to changes in external environment and to analyze the impact of these external environmental changes on organizational effectiveness. The study also intends to attract the attention of Organisational managers, academicians and policy makers to the detrimental effects of external environmental forces in the absence of proper coping strategies, by illustrating the case of XYZ Cables Limited.

RESEARCH METHODOLOGY

    The present study was conducted using both qualitative and quantitative research methods. Quantitative data was obtained from all possible published material like Annual reports, internal publications, web sites etc. A case study method has been used by taking the case of XYZcables Ltd. Other Qualitative sources include unstructured interviews, the researcher’s impressions, and expert opinion.

BACKGROUND OF XYZ CABLES LIMITED

      XYZ Cables Limited, a public sector undertaking of  Government of India, is the pioneer in the field of telecom cables in India. The company has three main manufacturing units at Rupnarainpur inWest Bengal, Hyderabad in Andhra Pradesh, and at Naini in Uttar Pradesh.  Its Machine Tool Works is located at Narendrapur near Kolkata. The company has also diversified in the field

of turnkey projects for providing telecom services on external plant networks. Main products of the company are jelly filled and fibre optic cables. The company has the largest manufacturing capacity of 120 lakhs conductor kilometers (LCKM) of polythene insulated jelly filled (PIJF) cables and 40,000 fibre kilometers (FKM).of optical fibre(OF) cables .All the units including turnkey project division have been accredited with ISO 9001:2000 certification. The company has manpower strength of 3172 as on July 20th, 2005.The company enjoyed the status of being the sole supplier of the Department of Telecommunications (DOT) till 1998 since its inception and was considered as the deemed unit of DOT. But, after the liberalization of the economy, the situation changed drastically. As more and more private players entered the telecom sector BSNL and MTNL, both major PSU buyers were facing competition with private players and the policy environment was shifting to a level playing field between public and private sector, which resulted in less order placement on XYZ Cables Limited, which in turn lead to it’s sickness.

THE EXTERNAL FACTORS WHICH AFFECTED XYZ CABLES LIMITED ARE THE FOLLOWING

1.            Liberalization and deregulation of the Indian Economy following Economic Reforms of 1991.

2.            Private players competing with XYZ Cables Limited

3.            BSNL and MTNL the sole customers of XYZ Cables were also facing competition from the private players in the Telecom Sector.

4.            Rapid changes in technology as there was a shift from fixed cables to wireless technology.

AN ANALYSIS OF REASONS FOR XYZ CABLES‘S SICKNESS

      The reasons for XYZ Cables Ltd falling from the position of a market leader to a sick industrial unit

were identified. as follows.

i.                                             Strategic issues

a)                                                      Operational causes

b)                                                      Technology related causes

ii.                                           Financial issues

iii.                                          Organizational and structural issues

STRATEGIC ISSUES

The analysis has revealed several strategic causes for sickness.

Operational Causes

            XYZ Cables Limited was created in 1952 as the sole supplier of telecom cables to the Department of Telecommunication (DOT). This was done under an arrangement of DOT paying cost + markup of 10%. The arrangement seemed to work very well till about 1991 when the wave of liberalization swept through the Indian economy. This opened up the sector to a number of private players some of whom were initially vendors to XYZ CABLES LIMITED. The business scenario was one of a buyers’ market with BSNL dictating the procurement prices. When BSNL reduced procurement prices by about 47%, XYZ CABLES LIMITED found itself in a position where it was unable to even meet its fixed costs of production of PIJF cables.

            Deeper analysis has revealed that one of the strategic causes for sickness has been what can be called “dependency syndrome” where the company depended virtually completely on a single customer for all its product lines. Prudent business practice demands that XYZ CABLES LIMITED should have concentrated on increasing the market share of its products and penetrating into newer market segments. However, the fact that XYZ CABLES LIMITED had an assured annual order from BSNL made it complacent and prevented it from undertaking market

research to assess its competitor’s positions, identifying industry best practices and utilizing its in-house R&D to improve production processes to retain its competitive edge.

            The competitive advantage lies in optimizing resource utilization and containing cost of production.  This is where XYZ CABLES LIMITED failed to take a dispassionate review of its own productivity and resource utilization.  A comparative analysis of the wire and cable Industry averages for production related costs would show why XYZ CABLES LIMITED became uncompetitive.(Table 1).

Table 1 – Production cost of XYZ cables Ltd vis-à-vis Industry Averages

 
|Cost Elements                                   |Industry average                           |XYZ CABLES LIMITED                       |
|                                                 |(Percentage To Net Sales)                                                           |
|Marketing expenses                               |3                                         |0                                       |
|Wages and Salaries                               |5                                         |20                                       |
|Raw material and stores                         |72                                         |81                                       |
|Power and Fuel                                   |3                                         |3.5                                     |
|Administrative Cost                             |6                                         |6                                       |
|Total                                           |89                                         |110.5                                   |

Source: CMIE, & XYZ Cables Annual Reports

Technology

Related Causes

            XYZ Cables Limited is operating in a rapidly changing field of technology. The primary sector to which it was providing products too is undergoing a radical transformation.  The following chart demonstrates the paradigm shift in telecom from fixed line telecom to wireless:

Figure 1 - Mobile Vs. Fixed Subscriber Growth
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            The chart reveals a comparatively flat or plateaued growth for fixed line telecom sector and a sharp rise in the demand for mobile telecom services and related products. XYZ Cables Ltd  manpower by virtue of the fact that they have worked on plant and machinery related to fixed line telecom, might not be able to address the demand for mobile telecom products. XYZ Cables Ltd is thus constrained to operate in a sector that is on the decline.  The company’s primary product line of PIJF cables is declining since 1995- the advent of optical fibre and wireless technologies have created a situation where it could not expect a significant surge in demand for PIJF cables. The optical fibre technology has also crossed the rapid growth phase and is presently in the maturity of the product life cycle.

            With regard to customer segment, almost 90 percent of the Company’s output was for BSNL. Both BSNL and MTNL, major PSU buyers, are facing competition with private telecom players, which account for 41% of total revenue in telecom sector. This indicates that XYZ Cables was concentrating on producing a narrow product line for a single customer whose market share was in any

case falling. Simultaneously no marketing efforts were initiated for increasing market penetration into the new market of private sector.

            Moreover, All the production lines have a rigid specification indicated by the single customer, BSNL This rigid production line is reportedly not easily amenable to producing new designs without modification (which in turn entails a cost). All modernization, up gradation and expansion in the past had been at the specific behest of DOT and BSNL keeping their end requirements in mind. With the market share of this large customer dwindling and the fact that this customer has stopped placing orders on XYZ Cables Ltd, a stage was reached where there was no alternative customer and the plants (although in good working condition) had to close production. 

            The competitors owing to the fact that they operate diverse product lines with the same workforce could ensure that the workforce was imparted multifunctional competencies to operate different kinds of processes and lines. XYZ Cables Ltd owing to its narrow product base lost out on this advantage of having a multifunctional workforce. Its existing workforce is trained and experienced only for PIJF cables and optical fibre cables. There would be need for retraining them for identified diversification options-, which cannot be radically different from the macro sphere of wire and cable industry.

FINANCIAL ISSUES

            On account of poor financial management practices, XYZ Cable’s entire net worth gradually got eroded due to non-profitability of its primary business lines. In order to meet expenses of working capital and salaries and wages of the workforce, XYZ Cables initiated a business practice of seeking advances from customers (in this

case BSNL) against future deliveries. Since its cost of production was higher than the price offered by BSNL it was unable to honor its commitment to produce and supply cables to BSNL. This led to the peculiar situation where its biggest and in fact sole customer became one of its largest creditors.

            Expansion and modification of plant and machinery too was carried out only to cater to BSNL’s requirements. XYZ Cables  apparently did not sense the need for a detailed study of the sector it was operating in to identify emerging technologies and products for diversification, where funds could have been gainfully deployed. The organization was caught in a vicious debt trap. It had borrowed funds from its major customer and financial institutions to produce a product whose demand was dwindling. The cost of production was higher than the price rendering the product uncompetitive. It nevertheless had to produce in order to meet committed orders for which it had taken advances. Thus losses accumulated. With the changing business scenario and advent of a liberalized and level playing field, its sole customer stopped placing orders on XYZcables. In the absence of any other customer, production gradually came to a halt and the debt burden kept mounting. 

ORGANIZATIONAL AND STRUCTURAL ISSUES

            From an organizational and structural perspective, the primary causes for sickness of the company emerge to be: 1)Absence of a marketing set-up in the organization structure that could study the rapidly changing demand scenario, identify pockets of demand, new customer segments and widen the market share and market penetration of XYZ Cables. 2)The R& D function not addressing it core role of keeping abreast with emerging technologies, new products and

examining ways in which efficiencies of cost could be improved to enable XYZ CABLES LIMITED to retain its competitive advantage.
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The Viable Systems Model propounded by Stafford Beer(1979) was used to analyze existing organizational issues.

•                    The Viable Systems Model (VSM) is a powerful diagnostic tool for assessing the adequacy of an institution’s organization configuration. The five subsystems of the VSM taken together indicate the necessary and sufficient conditions for sustainability of any organization. To explain further, a Viable system is any system which is organized in such a way as to meet the demands of survival in changing environment. One of the prime features of systems that survive is that they are adaptable. The VSM expresses a model for a viable system, which is an abstracted cybernetic description that is applicable to any organization that is a viable system.(Beer 1979)

            From the VSM analysis of XYZ Cables it has been observed the organization structure is linear and conventional with clear demarcation of authority.  The first two subsystems of Policy and Intelligence are absent. This is evident from the fact that there has not been any co-ordinated effort to examine the rapidly changing technology, nor was there any attempt to examine how the existing plant and machinery could be upgraded to produce at costs that ensured the organization remained competitive with respect to prices dictated by the customer.

            With respect to leadership, it was observed

that the key position of Chairman and Managing Director (CMD) of XYZ Cables (till 1989) was filled by people on deputation from BSNL.  Till very recently, this post was vacant with the Director (Finance) holding concurrent charge of Chairman and Managing Director. This arrangement led to a situation where it was being led by BSNL to fulfill its own requirements and there was no serious attempt being made to demonstrate a separate identity and leadership.

      There was a total absence of focused R&D. The existing R&D Centre at Hyderabad could have been a vibrant center for focused research and forecasting upcoming cable technologies and identifying new products on the basis of constantly evolving market dynamics. The R&D center should have provided vital inputs regarding competency up gradation that would have enabled the existing work force to progressively acquire the necessary skills to address the demand for new products and retain XYZ Cables competitive edge. It was observed that a marketing set-up was absent  in the organization structure. 

PRESENT STATUS

Altogether Three studies were conducted by various consultants to look into various options of revival of XYZ Cables Ltd, by the Government. In light of the observations made by the three studies, the final status of the company can be summarized as below:

1)         The company has outstanding liabilities of Rs 1172.4  crores as on 30th April 2004

2)         The company has a negative net worth of Rs  ( 1265 ) crores as on 31st August 2005.

3)         The company has a huge manpower of  3163 employees with a wage bill of  Rs 64 Crores

4)         The demand for the products that XYZ CABLES LIMITED can produce as on date has gone down drastically.

5)         In case the government

draws up a plan to revive the company on the basis of the three reports, GOI would be required to invest a sum of Rs 1909 crores.

)           The cost of closure of the company is approximately Rs 1350. crores

In light of the observation the following options are open before the government.

i.                                                            Change in management

ii.                                                            Dis-investment of XYZ Cables Limited as a single unit

iii.                                                            Dis-investment of XYZ Cables Limited as separate units.

iv.                                                            Revival by infusing nearly Rs 2000crore.

COMPARATIVE ANALYSIS OF XYZ CABLES LIMITED  WITH IT’S COMPETITORS

            The whole of Wire and Cable Industry consists of 265 players, out of which 10 are the major players in the sector. The total turnover of 29 players out of these 265 companies constitutes 65% of the total market share of the cable and wire industry whose total value is Rs. 4567 crores. A comparative analysis of  other companies vis-a-vis  XYZ Cables  would provide insights into how other companies were surviving in the same environment. The following two cases of Finolex cables and Universal cables were analyzed showing the data related to product diversification as a measure of survival.

CASE OF FINOLEX CABLES

        Finolex Cables is among the top three players in this industry, and occupies approximately 7% of the market share across its various products. The product wise sales break up of Finolex cables is as below:

Table 2 - Product wise Sales Break-up of Finolex Cables

|Segment Revenue                                             

                                |Rs. In Crore                           |
|Electrical Cables                                                                             |386.79                                 |
|Telecom Cables                                                                               |149.94                                 |
|Others                                                                                       |34.03                                   |
|Net Sales/income from Operations                                                             |570.76                                 |
|Segment Results [Profit/Loss] before Interest and Tax                                         |                                        |
|Electrical Cables                                                                             |61.76                                   |
|Telecom Cables                                                                               |(15.32)                                 |
|Others                                                                                       |(0.01)                                 |
|Total Profit before Tax                                                                       |37.13                                   |

Source: Finolex Annual Reports, 2004-2005

 

1.                  Competitors with diversified product mix have low production costs which cross subsidizes XYZ Cables  product lines

2.                  XYZ cables’s competitors have a diversified product portfolio, while XYZ Cables  has a narrow product mix with declining demand and little to no margins

3.                  Competitors are relying on aggressive marketing, relatively large marketing budgets while XYZ

Cables lacks marketing expertise and focus.

CASE: UNIVERSAL CABLES

            Universal Cables another private player, is into both the product lines – Telecom and Electric Cables, and has 2.5% of the total market share across its products.

Table 4- Product wise Sales Break-up of Universal Cables

|Segment Revenue                                                                               |Rs. In Crores                           |
|Electrical Cables                                                                             |169.74                                 |
|Telecom Cables                                                                               |12.45                                   |
|Capacitors                                                                                   |13.05                                   |
|Net Sales/income from Operations                                                             |195.24                                 |
|Segment Results [Profit/Loss] before Interest and Tax                                         |                                        |
|Electrical Cables                                                                             |10.39                                   |
|Telecom Cables                                                                               |(1.01)                                 |
|Capacitors                                                                                   |3.08                                   |
|Total Profit before Tax                                                                       |12.46                                   |

Source: Universal Cables Annual Reports, 2004-2005

      The above data clearly depicts that while there

is enough scope in the Wire and Cable Industry, the only way to exist in the highly competitive industry is to diversify into as many product lines and make attempts towards forward or backward integration to subsidize cost of production. Also by restraining itself just into a single product line, the company faces strong threat of getting obsolete and gets extremely vulnerable to external market changes and has an extreme dependence on a single set of customers.

      Competitors of XYZ Cables have succeeded in sustaining because of their proactive marketing strategies by being abreast of market developments and following market trends, and thereby diversifying into other product lines. Besides another major factor that has played a pivotal role in their success has been their strong research and development orientation, which has helped them diversify, and also identify new customer segments for better market penetration.

ORGANISATIONAL RESPONSE TO EXTERNAL FACTORS

            From the preceding chapter it was evident that there were many players in the wire and cable industry .Altogether 29 players share 65%of this wire and cable market. However the scope of telecom cable sector is showing a down ward trend owing to the latest mobile technology. If XYZ Cables has to revive it would have to follow its competitors and have a diversified product portfolio, which may consist of power cables and other specialty cables. XYZ Cables , lacked a competitive strategy to understand the industry structure and position itself with in the industry. As Michael Porter stated in his “Competitive advantage of nations” “competitive strategy must grow out of a sophisticated understanding of the structure of the industry and how it is changing” According to him the 

nature of competition is embedded in five competitive forces.1) The threat of new entrants,2)The threat of substitute products or services,3)the bargaining power of suppliers,4)the bargaining power of buyers, and 5)the rivalry among the existing competitors. In this case study all these threats were very much evident as the technology was rapidly changing from fixed cables to wire less, new players were entering the industry due to liberalization policies, the bargaining power of both suppliers and buyers was on the rise, and there is a greater competition among the rivals in the industry. In addition to responding to and influencing industry structure, a firm should position itself within the industry. XYZ Cables could not carve out a niche for itself, which ultimately lead to its decline.

      In addition to the impact of external threats, there were certain organizational issues which the company did not address as mentioned above. A total lack of vision and leadership was also responsible for the sorry state of affairs in XYZ cables Ltd. After liberalization when the situation was going out of hand, what was required was a quick analysis of the situation and an immediate corporate strategy to take corrective steps. As mentioned earlier, the post of Chairman and managing director in XYZ Cables  was often occupied by officers on deputation from BSNL, which was the sole customer of XYZ Cables Ltd. These officers could not provide an independent identity and enthusiastic leadership to the enterprise.

COMPETITIVE RESPONSIVENESS

            In this scenario, there should have been corresponding responses within the organisation.  These responses could have been  1) creation of a marketing structure, with a director or at least a general manager  level

as head of the marketing setup to study the market trends and come up with an aggressive marketing strategy. Since  XYZ cables was supplying all its products to the PSU buyers, BSNL and MTNL there was no marketing function provided in the organisational structure. 2) The Research and development division established at Hyderabad remained idle. XYZ CABLES LIMITED should have gainfully utilized this facility for more focused research in the cable and wire industry for innovating new products. Its core role of keeping abreast with emerging technologies, and examining ways in which efficiencies of cost could be improved to enable XYZ CABLES LIMITED to retain its competitive advantage, was not addressed. 3) Another rigidity which comes to light in these manufacturing industries is that changing production lines is often not very easy because any change in plant and machinery entails certain cost. It could be observed from the case study that even the modernization and upgradation was done based on the specifications provided by BSNL.  Dependency syndrome was at its peak in XYZ CABLES LIMITED. 4) Another important factor was lack of autonomy to take quick decisions  in PSUs.  Even small proposals have to be forwarded to the administrative ministries, where things take painfully longer time to get resolved. By the time a strategic decision gets processed and expedited, all other competitors might have gone ahead with implementation of their respective schemes.

            It was clearly evident from the case study that what was lacking in XYZ CABLES LIMITED was competitive responsiveness. The global environment, companies compete in today is more complex, turbulent, and dynamic than it has been in decades. This new business environment is forcing companies to rethink

how they compete and what capabilities they need to do so. Competitive responsiveness is the measure of a company’s capability to respond to changes in external conditions and events. It is important to understand how businesses respond to changes that originate outside the organization. Some of the important dimensions of this framework are Speed, consistency and effectiveness. How quickly does the business respond to external opportunities and threats? How consistently across the enterprise does the company respond to external opportunities and threats? And How efficiently does the businesses answer the question, why should a customer choose my company? It is also important to note that speed, consistency and effectiveness are not the only dimensions of competitive responsiveness ,however the relative importance of these dimensions depend on overall competitive strategy of the company and its competitive positioning. It could be seen from the case study, that XYZ Cables Ltd lacked all these three dimensions which lead to a survival crisis. In the era of globalization, companies have to shift their focus externally to become as proficient in responding to turbulent and risky environments as they are at managing critical resources such as human resource and finance

SUMMARY AND CONCLUSION

            The study tried to understand the impact of external change factors on Organizations, through the case study of XYZ cables Ltd. The analysis in the previous chapters indicate that the company is on the verge of a closure The company which enjoyed the status of a sole supplier to The Department of Telecom till 1995-96, could not withstand the competition from other players, once the liberalization and deregulation of the Indian economy took place in 1991.

An important learning from this case study has been an organisation should be very sensitive and responsive to the external changes and quickly adapt internally by making strategic decisions, for its survival. Otherwise Organizations would become sick gradually and a stage would be reached where it would cease its operations totally and would become dead one day.

            As XYZ Cables is a Public Sector Undertaking (PSU) it would be of immense importance to understand why a PSU could not take strategic decisions to improve its performance, when it was faced with problems as vital and significant as its survival. With the onset of economic reforms, the entire scenario in which public sector undertakings function got changed. Controlled prices got abolished, subsidies are withdrawn, and budgetary support is being denied. The enterprises are being made to operate in free market environments.  It is to be noted that the impact of globalization could be seen not only on the public sector, but also on many private sector organizations. Most of them became financially bankrupt, closed or being sold out. It is worth while to mention here that even today some of the star performers of the public sector are doing exceedingly well in a free market economy. But some of them could not perform well. Some of the reasons for non performance could be traced to the heavy burden thrusted on them. They were made to carry heavy loads of extra baggage of surplus manpower. They were subjected to administered prices and were supposed to bear large subsidy burdens, a primary responsibility of the fiscal system. The process of decision making was very slow.  Positions of CEOs and Board level functionaries remain vacant for months, some times years, without any rational succession

policy which lead to adhocism in decision making. Management decisions were to be made with the Damocles’ Sword of multiple surveillance agencies, hanging over their heads.
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