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Scetion A : Basic Concepts (30 Marks)

e This scction consists of questions with serial number 1 - 30.
e Answer all questions.
* Fach question carries one mark.
¢ Maximum time for answering Scction A is 30 Minutes.
I. Which of the following types of benchmarking is Cuba Technologics Pvt. Lid. said to adopt, when it

aims to improve its processes or aclivities by benchmarking with other companies [rom different
business sectors or arcas of activity but involved in similar [unctions or work processes?

(a) Strategic benchmarking
\k{{{ Generic benchmarking
(c) Competitive benchmarking
(dy  Intemnal benchmarking
(c) Iixternal benchmarking.
2. Components of strategic management need to be comprehensively understood in designing etfective

plans for the future of the organization. Which of the following isiare also referred to as standard
operating procedure?

{a) Mission of @ company
{h) Vision of a conipany
{©) Long-term objectives ol a company

AQ) Policies of a company
(c) Operational stralcgics ol a compuny.

3. Board of Directors involvement in strategic management can be classilied into different forms. Which
of the following is the correel description of the type ‘Phantom’™

() Oneg, who permits ofticers 1o make all decisions
,\,{B)'f One, who does not know what to do
(¢)  Onc, who normally reviews selected issues that officers bring to his/her attention
(d}  One, who is involved 1o a limited degree in the performance or review of sclected key decisions
(c) One, who lakes the lead role in establishing and modifying the mission.

4, Firms operating outside an industry are lured by its attractiveness to enter that industry. Which of the
(ollowing results in a higher degree of threat from a firm (rying to enter into the indusiry?

[ Existing firm having highly differentiated products.
LY fow capitat requirement - for the new entrant. '
1./ Government clearance not needed.

(0} Only (D) above

(by  Only (il) above

() Bath (1} and (I1) above

(d) Both {D and (11D above

0] Both (1D and ({11} above,
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The dimensions used as a basis lor formally describing the organizational structure are called
structural dimensions. Which of the following structural dimensions refer to the extent to which
writlen rules and records are maintained in the organization?

{a) I'ormalization

(b}  Spcaialization ¥

{c)  Centralization

{(d) Hicrarchy of authority P
(c) Protfessionalism. T

Cost drivers are considerced the structural causes of the cost of an activity and can be more or less
under a firm’s control, Which of the following is not a major cost driver that determines the cost
behavior of the value activities?

(a) l.carning
(b}, Demand for the end product
The pattern of capacity utilization
() Location
() Linkages.

The transition to maturity can lead to changes in the basic structure of an industry. Which of the
following is/are the likely steps involved in strategy formulation in maturing industrics?

[ Rationalizing the product mix.

1. Change in pricing methodology.

ILL. ¢ Reducing the number of channels employed.

(a) Only {1} above

y ¥ Only (111} above
C)

Both (1) and (IT) above
()Y Both () and (111} above
() Y Both (113 and ([11) above.

" Which of the following segregales the strategically relevant activitics of a firm (o understand the cost

behavior of each activity?

{a) Centralization
(b Decentralization
(c) Strategic Business Units (SBUSs)
Value chain '
{©) Scgmentation.
One of the factors, with which premise control is concerncd with, i3 cnvironmental [zctors. These
factors are those, over which a firm has little or no control but which have an impact on the finm’s
operations. Which of the following is/are example(s) of environmenta) factors?
[ ./Govcmmcnt policics.
[l. v Technolopy.
HL. Supplicrs. ~
IV.  Barriers to cntry.p

{a) Only {1) above

M Both (1) and (1) above

(c) Both () and (111} above
(d} (1), (I11) and (IV) above
(e) (11}, (11D and (I1V) above.
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12,

Which of the following activities is said 1o take place, when an intended change is realized and new
patterns of behavior are institutionalized in an organization?

{(a) Reengincering
(b) Restructuring

(¢) . Reshaping
\Gﬂ"( Relreering
(c} Redesigning.

Strategic alliances can be classified according to the power ol the companies that cnler into the
alliance with the possibility that the alliance might end in the sale of one or more of the participants.
In this context, which of the following relates 10 a disguised sale?

(a} * Short-lived alliance between two strong firms that are in direct competition with each other,
ultimately resulting in merger/acquisition

(b) T’ Two strong and compatible partners enter into an alliance bul competitive tensions develop
resulting in one partner sclling out 1o another

{¢)  Short-lived alliance between a weak and a strong [irm, wherein the weak partner remains weak
during the course of the alliance and is cventually acquired by the stronger partner

(d) p Alliance between a weak and a strong {irm wherein the weak firm uses the alliance to mmprove
its competencies, but it remains relatively weak and is acquired by the stronger firm in the end

(¢) ¥ Two weak [irms joining hands to improve their positions but both the (irms usually grow
weaker resulting in takeover by a third party.

The information technology department of Menlo Technologics Pvi. Ltd. has started charging transter
price for the services provided to its intermal customers, which was carlicr provided [rce of cost. As a
result, the buying centers find it suitable to contract with a firm outside Menlo which can provide
similar scrvices. Which of the following situations is said to be apt in the context ol Menlo
Technologics Pyvt. Ltd.?

(a) ‘I'raditional cosl centers are being converted into revenue centers
\U/ ‘Traditional cost centers are being converted into profit centers
(c) Traditional cost centers are being converled into investment centers
{d) Traditional investment centers are being converted into revenue centers

{e) ¥ Traditional revenue centers are being converted into profit centers.

Market penctration is a strategy wherein a irm sceks to increasc its market share for present products
and scrvices in its present markets through increased marketing efforts. Under which of the following
situation(s) is/arc pursuing such a strategy suitable?

P Present markets are saturated with present products.
If. Owcerall industry sales are witnessing an increase but that ol the competitors are declining.
(1. wCorrelation between the sales revenues and marketing expenses has been high.

{a) Only (D) ahove

(by  Only (I} above

{c) Both (D) and {I1) above
(d¥  Both{l) and (i1} above
{e) Both (11) and (1) above.
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14, Henry Mintzberg classified strategic  decision-making  into  three dilferent modes. They are
entreprencurial mode, adaptive mode and planning mode. Which ol the following statements rclating
to planning modc is incorrect?

{a) ‘j'n this mode, appropriate inlormation for situational analysis 1s gathered systematically

(b) ~ It encompasses both a proactive search for opportunitics and a reactive solution to ¢xisting
oblems

(<) it helps the fimm to be better prepared for environmental uncertainties

(dy ¥ This mode of decision-making results in a fragmented strategy with incremental improvement

] \/{L includces the basic clements of the strategic management process.

15. Corporate restructuring can be classified into four forms. All of the foliowing relate to expansion
form, except

. ¥ Mergers and acquisitions.
(1. v/Proxy CONtests,

1L Tender olfers.

[V. P loint ventures.

(a) Only (1) above

(by  Only (1l) above

(<) Only (ILI) above

(dy  Both {I} and (111} above
(c) Both (11D and (IV) above.

16. Financial analysis is an important tool for assessing the strength ol an organization within its industry.
Which ol the [ollowing types of ratios calculated under financial analysis is used for measuring a
firm’s efliciency in gencrating sales and making collections?

(a) ~P Liquidity ratio
(b} l.everage ratio

(c) Activity ratio
() Profitabiiity ratio
(¢} 3 Productivity ratio.

17.  Which of the following factors is uscd (o assess procurement, one of the supporting activities of the
value chain?

L Developmeni of an image of qualily and a favorable reputation.
iL. Develepment ol alternale sources for nipple to minimize dependence on a single supplicr.
II1. T Development of eriteria for lease-versus-purchasc decisions.

{a)  Only () above
(b)Y  Only (1) above
(<) Both (1) and (1[) above

(d) B3oth (1) and (11) above
\}6{ Both (1) and {I11) above.
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21,

Supplicrs arc an important component of a firm’s competitive environment. The strength of the
supplicrs vis-a-vis the firm determines the ability of the firm to generate profits. Under which of the
following circumstances arce the suppliers said (o be less powerful?

{a) ¥ When the product that they sell has few substitutes and is important (o the buyer

{b) ¥ When no singe industry is a major customer for the suppliers

(©) When products in the indusiry are differentiated to such an extent that they are not easily

ubstitutable

(d) ~ When buying companies use threat to provide for their own needs through vertical integradion
as a device for forcing down prices

(c} When the supplicr, to raise prices, use the threat of vertically intcgrating forward imo the
industry and competing directly with the buying company.,

Under a special type of implementation control, the overall strategy is broken down into smaller
components for implementation. These smaller components are referred (o as

{a Milestone reviews 16
) Strategic thrusts 77
{c) Strategic surveillance

{d) Premise control
{c) Spccial alert control.

Poison pill defense is a popular bul controverstal delense mechanism against hostile takcover bids.
Which ol the [ollowing isfare true with respect 1o a poison pill defense mechanism?

I. The special rights provided to the holders of securitics under this mechanism needs o be
exercised immediately after a takcover attempt.

IL. The takeover attempt could be cither a tender offer for control or accumulation of a specified
percentage ol targeted shares.

L The excreise of the rights makes the takeover more difficult and/or costly for an acquirer,

IV, Sharcholders’ approval is required for adoption of poison pills by the board of directors.

{a) Only (I} above

{ Both (I and (i) above
\L(_( Both (1) and {111) above

{d) {1, (1) and (1V} above

() {ID), (JI) and (IV) above.

Ford Motors Ltd. manufactures its cars in burope and provides sales and services in difierent
countrics. Thus, l'ord derives a cost advantage by sharing technology development and manufacturing
costs across liurope. This advantage acerues to Ford Motors on account of which of the following
dimensions of competilive scope?
{(a) Segment scope
(" Vertical scope
(c) Horizontal scope T

\M{ Geographic scope

(c) Industry scope. k2
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Which of the following is an initiative under technology policy that a government has 1o take in order
to meet the global competitive challenges?

(a)  Change in tax laws to stimulate a higher rate of savings

(h) -/ Better coordination among govemment agencies i policy setting and allocation ol [unds to
Research and Development (R&D)

(c) \f Permission 10 banks (o invest in equitics with salcguards assuring long-term rather than short-
term {rading

(d)? Removal of incentives for (inancial manipulation in buying and selling corporations

(¢) v Change in capital gains laws to provide incentives for entreprencurs and long-term investinents,

The mission statement is an enduring statement of purpose for an organization: il refers to the
philosophy of the business and serves 1o build the mmage of the company in terms of activities
currenity pursucd by the organtzation and its [uture plans. Which of the (ollowing isfare the
component(s) ol a mission statement?

I The basic type of product 1 be offered.

I, The primary markets to be served.

{II. *t The details of the stake holders.

V. “The principal technology to be used in production or delivery.

(a) Only (1) above

(b) Both (1) and {1} above
(c) {1). (II) and (111) above
() (D), (1) and (IV) above
{c) (), (It and {1V} above.

The Balanced Scorceard framework, as proposed by Robert Kaplan and David Norton, takes into
consideration four perspectives. Which of the following is not onc of thosc perspectives?

@ ¢

uslomer perspective

(b Financial perspective
) Resouree planning perspective

() _/ Internal business process perspeclive
(¢} _Lirowth perspecetive,

Forex Pvt. 1ad, plans lo sell off a part of the firm via olfering of shares to outsiders giving them
ownership portion of the previously existing firm. Which of the following types ol corporite
restructuring is applicd by the company in this case?

x(,aﬂ/ Fquily Carve Oul

(b) ~p Spin-off
(c) Split Up
(d) Ditvestiture

{©) T Lender Ofter.,
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26.

27.

28.

30,

Business level is one of the three levels at which strategy can be formulated. Which of the following

isfare true with respeet o business level strategy?

1 It refleets the path towards attaining the vision of an organization.

I It relates 1o a distinel product-market arca.

I It outlines in which business unit investments should be increased in line with the vision ol the
©firm,

{a) Only (1} above

{h) Only (1) above

{c) Only {11} above

(d} Both (1) and (111} above

() Boih (1) and ([11) above.

Onee the management takes the decision to go in for a divestment, the (irst and foremost step while

assembling the divestiture team would be

{a}  Toidentity the polential purchaser

(b} To assemble the core leam

() To select & project manager

(d)  Te formulate a delinitive project plan
()  Foprepare the olfering memorandum.

My, Ramdev has been assigned by his enterprise, to work on the development of a budget that plans

future mvestments in major assets such as building and heavy machinery. He needs to prepare this

budget with great care as it gives a definite form o the spending plans of his enterprise. Which of the

following types ol budget is Mr. Ramdey working upon?

{a) Cash budgel

{h Revenue budget

{c}  Capital budget

(d) Operating budget

() Lxpenditure budget.

A firm enters into coalitions to gain certain advantages. Which of the following is/are the advantages

of coalition?

I~ 1t hroadens the scope of operations without broadening the firm.

Il 7 A finms gets an opportunity to share its activitics by entering into new industry scgments.

I y= It bestows the cost and differentiation advantages of vertical Hinkages without the firm having (o
go for vertical integration.

{a) Only {1} above

(b Only (11 above

{<) Both (1} and (1) above

{d) BRoth (1} and (LD ahove

{c} Both (1D and {11 above.

Which of the following types of mergers can result in decreasing the number of firms in an industry

and ereate a monopoly market. leading to consumer suflering?

~fa) Horzontal
(b} Verticat
(c) Product extension
(< Cicographic extension
() Pure conglonierate.

END OF SECTION A

Page 8 of 16

+1 2010, ICFAI University. Al rights reserved, Photocopying is strictly prohibiled.




MB3I11-1016

Sections B&C
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Section B : Caselets (50 Marks)

e This section cousists of questions with serial number 1 — 6.
»  Answer all questions,

¢  Marks are indicated against each question.

» Detailed explanations should form part of your answer,

¢ Do not spend more than 110 - 120 minutes on Scction B.

Caseclet 1

Answer the following questions based on the given Caselet:

1. To change customers™ perceptions about JC Penney Corporation Inc. (JOP) and the
employees” perception about themselves, the company and their roles had to change. [n tus
context, discuss (he challenges faced by Myron 17 Ullman in bringing about a cultural
change at JCP. Also identily the cultural settings exhibited in JCP belore and after Ullman's
entry as the chairman and C1O of the company. { 8 marks)

2. lorsuceessiul exceution of strategy, leaders tuke up the task of institutionalizing the change
(¢ manage and create a distinet culre within their organization. List the ways i wlich
lcaders, in general, institutionalize such change. Justify the same in the case of JCI. ( 9 marks)

JC Panney Corporation, Inc. (JCP), which had more than 90 ycars history behind 1,
recovered trom o weak performance in (the late 1990s with a dramatic turnaround between
1999 and 2004, It was against this backdrop. that Myron E Ullman HE (Ullman) joined JCP
as chairman and CEO in December 2004, Shortly after joining, Ullman unveiled a long
(crm plan with the (oeus on taking JCP to industry leadership level. One of the strategics 1o
achieve this objective was to make JCP a great place to work in. Ulhman (elt that there was
a correlation between engaped associates (cmployces) and store profitability.  Ullman
realized that change was noecessary Lo lace the cut-throat competition. JCP, which targeted
middle-income customers, was in a particularly tricky situation as it had to face aggressive
competition from both the discounters (with lower prices) and the higher-end department
stores {with designer brands). Yo win in this competitive situation, JCP had (o shed certain
aspects of its culture, Ullman insisted. To change customers” pereeptions about JCP and the
cmployees” pereeption aboul themselves, the company and their roles had to change.

Ullman wanted to build a customer-focused culiure at JCP. But in trying to do so, he met
with sigmficant challenges. When Ullman joined the company, he found that the
organizational culture at JCP was very lormal and rigid. Imployees addressed their
managers formally, and not by their (irst names. They were expected to dress formally and
1o desist from decorating their cubicles. A band ol “office police”™ reporting to 1the Hunan
Resource (HR) department ensured that the employees complied with the ngid rules.
Prometing [rom within was given more priority. Employces had to work their way up
through the stores. Generally, empioyees could not think of reaching a senior management
position without working as a store manager. Furthermore, initiatives taken by middle and
lower fevel managers were discouraged. Moreover, due to the recent lurnaround, the mood
of the ecoiployees was not “Torward-thinking™ as they were pleased that a major disaster had
heen averted. Ullmans™s objective was to take JCP from this position to that of leadership in
the industry, but he realized that the prevailing mood would act as a deterrent o these
ambitions.
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[n carly 2005, Ullman started the new change iniliative at JOCP with various symbolic
changes. Instead of poing in for wholesale changes, the management team at JCP resorted
to a serics of small changes to initiate the culre change at JCP. They were confident tha
these changes, called “quick hits,” would 2o @ long way in initiating & “culiural revolution”
at JCP. A poster campaign called “Just Call Me Mike” was started (o promote the idea that
“First names create a fricndly place 10 shop and work.™ The posters were displayed
throughout the corporate campus. JCP also relaxed the dress code and allowed cmployees o
decorate their cubicles according 1o their tastes and preferences, To the jov ol the
employecs, the “oflice police™ team was dishanded. JCP also decided (o replace the various
art works on its walls with photos of its employees and other art related to the company.
Middic and lower level managers were encouraged (o take initiatives.

Another significant change at JCP was the launch of the “Winning Together Principles™
{WIP). WP was an updated moral code for amployeces, that built on and went beyond the
Honor, Confidence, Scrvice, Cooperation {1HICS5C) motto, propounded by JCP's founder.
Thesc prineiples were to guide the emplayees at work. The principles addressed cultural,
cthical, and people development issues. They also included caring about the community.
The management telt that to project JCP as a great place to work in, the cmplovees had Lo
feel that they could build a career in the company. In an industry where many companics
were reluctant (o invest in training due to the high turnover of employcees, JCP viewed such
nvestments as a panacea for the problem. JCP believed in in-house (raming and no training
was outsoureed. This was because JOP wanted its employees to learn (he company’s poial
of view rather than someone clse’s.

In 2006, JCP started identilying high-potential cmployces called “hypos’™ in JCP parlance.
These cmployees were sent to the “Retail Academy”. It was like a graduate school on
retailing, strategy. and team development, Modules on leadership were provided to the key
people 1dentificd by the management. Top level exceutives including, Ullman acted as
faculty members at this academy. ‘The key values and focus of JCP were internalized by the
trainces as these messages were repeatedly reinforced by different top exceutives. This
helped the trainecs develop a conviction regarding the messages, and helping the messapes
pereolate down the fine. “The program also provided the trainces with an opportunity to
network with other employcecs.

By the end of 2006, the results of the change initiatives adopled by Ullman and his team
seemed to be bearing fruit. The various initiatives were having a positive impact on the
employees and (heir job satisfaction. JOP's sccond *Associate Lingagement Survey™ (AES)
i 2006 revealed that 73 percent of JCP’s employees were “engaged” as compared to 67
pereent in the 2005 ALS. Analysts noted that such high numbers were good, especially for a
retail chain. JCT was also able to altract cnough talent. Graduates [rom premier design and
retail schools showed an interest in working with the company. The impact on the bottom
line was also visible as JOP posted its 15th consceutive quarter of sales gains at the end of
fiscal year 20006. Its share prices (0o showed significant growth. JCP said that the associates.
through their involvement, had helped in making the difference. Analysts agreed that
culture plaved an inmportant role in the performancee of a company and in how potential
employees perecived the company as an employer. They credited Ullman with bringing
about a revolutionary change in the culture of JCP, first through symbolic changes. and then
lollowing up with a sustained involvement of the Lop management with the employcees.

END OF CASELET 1
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Casclet 2

Answer the following questions based on the given Caselet:

Benetton group loraved into different types of businesses using a mix of arowth strategies.
Identify the instances (rom the case which can be grouped into vartous heads ol growth
stratepics.

Renetion entered into several businesses from sportswear to merchant banking using arowil
strategies. Discuss the peneric objectives behind such growth strategics. How [ar was
Benclton able to achicve ils objectives?

Benetton was founded as a single shop in Haly in 1965.Three years later {he company
expanded into Prance. Fventually, Benetton spread throughout Lurope and by 1979 1t was
established in the United States. Benetton Group is a unique global group that is a part ol a
larger organization known as the lidizione Holding Group. This is the holding company
through which the Benetton family has ownership in many diflferent businesses including
holels, publishing. and real estate. The Ldizione Holding Group as well as the Benetton
Group was founded by the Benetton family, which is made up of four siblings: Luciano,
Chaieman; Gilberto, Deputy Chairman and foint Managing Director: Carlo, Director; and
Giuliana, Director, who own and run the company. The Benctton family had its humble
beginning in a small town sclling handmade sweaters. The handmade sweaters business
gradually became a highly cuccesstul international clothing business. Aller achieving such
success, in the late 1980s the family began entering into various other businesses tollowing
the saturation of the ftalian market.

Since the 1980s. the Benetton family has lorayed into several businesses through its bolding

commpany, bBdizione llolding (Edizione). The Benettonr family entered the arcas of
I 2 ¥

sportswear and cquipment through Benetton Sportsystem; food outlels and catering through
Autogritl; motorways construction and management through Autostrade; the elecom
business through Telecom ltalia; and merchant banking and private fund management
through 21 Investimenti. Some of these moves proved profitable, while the others lost
money for the parent company. Some of these companics were later sold. Not only did
Benetton lose maney through some of these initiatives, but i also had to face investigations
by the Ralian Competition Autbority (o anli-competitive practices and non-compliance
with the stipulations regarding acquisitions.

Beeause financial services were poor in ftaly, Benetton began lending 1o its supphiers. By
LON6 (his informal business grew to $400 mitlion in leasing and lactoring. Beneom S.p A
was incorporated ax a subsidiary in 1987 to undertake leasing activities, and a financial
services company was lormed. Like the retail line, financial services were structured with
the Benctton management philosophy-independent entreprencurs selling and receiving
commissions. The fnancial services evolved 1o include insurance products and personal and
corporate linancial serviees. Other nonrelail interests included stakes in ltaly’s largest
department store chains, banks. hotels, and real estate. Unfortunately, these ventures
required heavy capital investments and took away concentration of management time {rom
the retail sector. Nevertheless, Benetton's retail line was expanded. However, the move
proved inappropriate and in 1989, the company sold its merchant banking iaterests.

Since 1989, Edizione has managed several sports brands through its company, Benetton
Sportsysten. This company managed an ensemble ol labels such as Fkielon, Graialloy,
Kastle, Killer 1oop, Nordica, Prince and Rollerblade. Many of these brands were market
leaders and synonymous with the spor for which they produced sportswear and cquipment.
When Edizione boueht the various sports cquipment hrands, it believed that there wis d
synergy to be derived. But with hindsight, it appears 1hat things were more complicated.
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Mike Bizner (Bizner), Benction Sporisystem's winter sports director at the time, laler
cxplained, “After buying ai the height of the market, there was a tremendous pressure to
create an ‘umbretla’ of sorts. *Finding the right synergy” between these brands became a big
deal. However, there were multiple [alse starts in searching for thosc synergics. Like Fibre
Tube skis.™ The perceived synergy between Prince and Kastle did not materialize and, in
lact, dealt a major blow to Kastle’s brand valuc.

The Benetton group’s foray into various businesses brought them both admiration and criticism
from the Italian business community and the Government. While Autogrill and Autostrade
made brisk business. the same could not be said for Benetton Sportsystem and Telecom ltalia.
[nitially, all the sports brands that were acquired were managed by Benetion sportsystem,
which was held by Edizione. It was then, in 1997, sold to the Benetton Group, which was
also held by lidizione. At the time, many financial experts expressed the opinion that the
only reason the sale was made, was 1o reduce Edizione’s debt. “The deal boils down o
using. Benetton Group cash to cover the debt upstairs”, said a Milan-based investment
banker. However, the Benetton family maintained that it was a fair deal. In addition, they
believed that the Benetton Group's vast relailing experience in the clothing business would
benetit Benetton Sportsystem.

To beat the worldwide recession and increase market share, in 1992 Benetton developed
strategies to achicve the following poals: to improve operating margins, reducing prices by
about 15 pereent, increasing production volume, improving product mix, and taking
advantage of the devaluation of the lira to improve operaling cfficiency, reducing number of
styles of its collection from 4,000 to 2,600, and acquiring and integrating the opcrations ol
four key former subcontractors; and to improve cash flows, refinancing short and medium-
term debt. The mix of items was improved by introducing sophisticated classic professional
apparel through shops dedicated 1o these higher-margin product lines and for dress shirts,
1Ji Varese for shoces, and Benetton Uomo and Benetton Donna for mature men and women-
and by continuing to expand into the sporting goods markel. By mid1992, Benetton bought
the remaining interest in Galli Filati and consolidated interests in [our suppliers of woolen
and collon materials; now about 68 percent of the cost of production was represented by
charges from subcontractors, compared with 87 percent in 1991, As a result, 1992 group
sales rose by 10 pereent.

‘ END OF CASELET 2
Caselet 3

Answer the following questions based on the given Caselet:

tn

PSA Peugeot Citroen (PSA) concentrated on enlering into stralegic alliances to counter the
challenges posed by its competitors. Discuss the benefils reaped by PSA by entering into
the various strategic alliances. { 9 marks)
6. lnspite ol the benehts reaped [rom the various alliances, PSA was still experiencing fall in
its sales in the Furopean market. In this context, analyze
i. The challenges laced by PSA.
ii. The need for revision of strategy in terms of working with alliances versus working
alone. ( ¥ marks)
Forming of strategic alliances by various companics in the automobile industry 1s not new.
PSA Peugeot Citroen (PSA)Y could be considered the pioncer of strategie alliances m the
automobile industry. Ity first alliance with Renault started way back in 1966, Over the years,
the company has gained considerably from ity strategic alliances with scveral automobile
and auto component companics. Subsequently, other automobile companics have laken the cue”
Irom PSA. and entered into alliances and partnerships of their own, with their competitors.
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In the 1990s and 2000s, intense competition in the auto industry led to a wave of
consolidation. Scveral auto companies bought stakes m their competitors. For cxample,
DaimlerChrysler bought a 37% stake in Mitsubishi, Ford bought a 33% stake in Mazda,
(M held a 20% stake in Fial Aulo, and Renault acquired a 44% stake in Nissan, PSA did
not make any effort te buy or acquire stakes in other auto companies. “We can definitely get
by on our own.” Folz said. PSA, however, concentrated on entering into strategic alliances
to counier the challenges posed by its competitors. A major advantage ol such strategic
alliances over a merger or agquisition was that PSA did not have (o look for massive debt
financing and years of inclficiencies due (o duplications in manufacturing. PSA entered
joint veatures mostly with strong players - Ford, Renault, Toyota, and BMW, And the
purpose of these alliances was to share costs and investments and ereale synergics.

PSA believed that an important factor for success was the ability fo bring out a varicty of
models with minimum costs. Folz said, “The key to succceding in this car market 1s to
rapidly produce cars as varied and attractive as possible and (o do that at a competitive
cost,” PSA’s alliances with ‘Toyota and Fiat helped it to expand its product range. At the
same time, by sharing the costs and risks, it was able to provide more choice to ils
customers with minimum investment.

PSA’s strategic alliances were also meant to achicve cconomies of scale, which in turn
helped lower per unit costs and risks. The company brought ow several models of cars
hased on a single platform, using its superior styling and design skills to ditferentiate the
models. Iolx said, “The key to survival in the car industry today is not to produce three,
lour or five million cars. The real question is one’s ability to produce a maximum number
of cars on a limited number of platforms. That’s what we're trying to do.” The alliances
with Toyota for small cars and witl: Fiat for light commercial vehicles served 10 create new
platforms, which would be used to launch several future models.

PSA’s alliances with Renault, Ford and BMW helped it develop engines with the latest
technology, something which it might have found it difficult to manage alone. The alliances
were successful in creating synergics between PSA and its partners. Owing (o its alliances
with the major players, PSA managed (o remain at the foretront of engine technology.

The shared costs and risks helped PSA not only (o price its cars competitively but also
enjoy higher margins. While Volkswagen, the market leader and- PSA’s rival in the
Jiuropean market, had a prolit margin of less than 1% in 2004, PSA enjoyed a margin as
high as 4% o the same period.

Apart from sharing costs, risks, and investments, strategic alliances also helped PSA 1o acquire
and develop new technologies. [n the joint venture with Toyota, though (he production was
controlicd by Toyota, 10 managers {rom PSA were stationed at the plant providing them
with the opportunity to learn about the world-renowned production system lollowed by
Toyota, This was expected to improve the production system at PSA in the future.

PSA also scemed to be reaping unexpected rewards from its joint ventures. A case in point
was again its joint venture with toyota for the Peugeot 107, Citroen Cl and Toyola Ayga
city cars, Toyola was known the world over for the superior quality and dependability of its
cars. The high quality was the dircct result of the famed T'oyota Production System (YPS).
On the other hand, PSA cars didn’t [igure very high on dependability, as evidenced by their
poor customer satisfaction scores and fow resale values. Analysts however expected the 107
and C1 cars to have higher resale values owing to Toyota’s involvement in their production.
Iir 2005, the Kuropean automobile markel was witnessing slow growth rate coupled with
rising prices of gasoline. This aggravated the competition between PSA and Volkswagen,
the undisputed Jeader {in terms of the number of cars sold) in the Europcan car market in
2005. Liven though PSA continued to retain its second position in kurope, the gap with
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Volkswagen was widening. Volkswagen managed to increase its market share from 18.6%
n 2004 to 19.3% in 2005, while PSA’s share fell from 13.8% to 13,5%. Though Toyota
was a distant eighth in the rankings, it had improved its sales in a shrinking market. Moving
towards 1its goal ol capturing 15% of the world automobile market by 2010, Toyota was
intensitying its ctforts in Hurope - an important market for the carmaker. PSA’s sirengih
was in compact cars which were hugely popular in most countrics in Furope, its traditionat
market. flowever, the Japanese players like Honda were increasingly targeting the same
segment, Even DaimlerChrysler and BMW were expanding their product ranges to include
small cars.

PSA received a mere 15% of its revenues from outside Western Eurepe. In other markets
where PSA had u presence, the company was not doing too well. In China, GM and
Volkswagen were ruling the roost, PSA’s market share in China was stuck at around 3%
over several years. And in India the company was not cven present. FThough PSA
collaborated with its compelitors, it was also sometimes critical of them. For example, PSA
criticized some technologies introduced by Toyota. PSA was of the opinion that the Prius
gasoline-electric hybrid car introduced by Toyota in the early 2000s was high-priced. The
high price resulted in low sales, which 1t felt didn’t do much to help the environment.
Though PSA was considered a champion of alliances, analysts fclt that competilion from
its partners in the luture might affect its relationship with them. However, other analysis felt
that the purpose of alliances was to lower costs and risks and PSA was certainly reaping
these benefits. Cartos Ghosn, Chiel Exccutive, Renault talking about his company’s
alliances once said, It (entering into alliances) doesn’t mean that people will be complacent
ot'each othcr. We're still competitors, and competing heavily. But at the same lime we are
business people. That means when an agreement makes sensc it has to be done.”

| END OF CASELET3 |

| ENDOFSECTIONB |

Section C : Applied Theory (20 Marks)

¢ This section consists of questions with serial number 7 - 8.
e  Answer all questions.

*»  Marks arc indicated against cach question.

e Do not spend more than 25 -30 minutes on Section C.

7. In fragmented industrics, such as retail and service, no firm has a significant markel share.
However, the majorily ol firms can strongly influence the outcome of the industry. Reasons
[or fragmentation of the industry may vary [rom the historical to the economical. Discuss
these reasons in detail. ( 10 marks)

8. Board of directors acts as a collective entity and contributes to the strategy tcam. In the
conlext of strategic managetrient, discuss the various responsibilitics of Board of dircetors. (1 marks)

[ END OF SECTION C |

| END OF QUESTION PAPER |
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INSTRUCTIONS FOR MARKING ANSWERS ON THE OMR SHEET
l. Scction - [
Use Ball Point Pen only.
Fill in all the particulars in the space provided.
2. Section - 11 .

4.

5

Use 1B Pencil only.

Fill in one character/digit per cell and darken the corresponding circle below that cell.

Details to be filled include enrolment no., question booklet no., test centre code & OMR answer
sheet number.

fn case you want to change any of the information in this section, erase completely the pencil marking in
the already darkened circle before darkening a new cell.
Scction - 111
(i) Marking the answer
= Mark your answers in this section using 1IB Pencil cnly.
= PFor answering each question five circles marked with options A, 3, C, D and E are provided
corresponding to the five options given in the question.
<= Mark your answer by darkening completely the circle consisting of the option you think 1s
the right answer,
< Do not darken more than one circle [or any answer.

= o not fill the circle by darkening partly or putting a tick mark, cross mark or any other kind

of mark.
WRONG METIHOD CORRECT METHOD
WRONG METHOD CORRECT METIIOD

LJolex Jellicyorel Jel

(i) Changing the answer
s o change your response, crase completely the pencil marking in the circle before darkening

anew circle.
For Fxample assume that you have marked option (e) as the answer o a question as lollows:

L ® ® © O

Il you want to change (his answer o option (¢), crasc completely the circle marked carlier

O,

i.c.. (¢) and darken the circle with option (¢) as follows:

L ®

DO NOT fold, tear or crumple the OMR answer sheet.

DO NOT usc the OMR answer sheet for any rough work or scribbling,
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