‘COMMENTARAO’ IN “THE TELEGRAPH” OF NOVEMBER 28 2011

“TATA, Birla and Mallya-the place of Passion In Business” by S L Rao
 Indian industry is moving in the direction of promoters owning controlling interests. Succession in some is becoming an issue. The inheritors have shown different degrees of capability, a few outstanding in turning around poorly managed businesses, and some who dragged them down further. In most cases there is little punishment for failure. Personal passion might help in founding new businesses but may not fit large existing businesses especially if experienced management teams are not in place. 

  Ratan Tata was 54 when his uncle JRD Tata appointed him Chairman of the TATA Group in 1991. He had spent 29 years of in bland apprenticeships, in different companies at various levels in the extremely disparate Group. The Group was not homogenous in managing human or financial resources. Many companies were headed by satraps for many years, with little accountability except closeness to JRD Tata. Russi Modi in TATA Steel, Darbari Sheth in TATA Chemicals, Ajit Kerkar in the Taj Hotels, were legends in TATA’s and the Indian business scene. They had built the companies they headed and had a strong sense of ownership. Ratan Tata was the new kid who had apprenticed with Russi Mody. The  condescension of the satraps must have been overwhelming. 

Ratan Tata’s initial challenge was to correct much that was detrimental to growth and profits in the Group- strategic direction, focus, increasing promoter shareholding, optimum use of financial and human resources. His task was not unlike that of Rajiv Gandhi when he became Prime Minister in 1985. Both had to set right the many mistakes of their predecessors, uncle and mother, but could not say so. Ratan Tata also had to establish his authority, and define a Group policy on tenure, retirement age, reporting, and relationship with the Group, etc, while holding a minority of shares. This called for tact and delicacy, not public confrontation, and took years. 

 He inducted highly qualified top management into the holding company, moved out of outlier businesses however iconic, entered new growth areas, bought businesses abroad, focused on beverages but moved out of labour intensive plantations, identified and developed young CEO’s for each company, built a central core of managers who could move between companies, and increased the shareholding control of the Group in its companies. He also expanded growth areas like software and telecommunications, bought up state-owned enterprises that fitted his vision for the Group, It was a huge and quiet agenda.  

He had two passions-cars and airplanes.  Despite naysayers he indulged his passion for cars and transformed TATA Motors into a global vehicles company with international brands. He was fortunate that government policy prevented his entry into airports and airlines, both very volatile businesses.  As he nears retirement he leaves the TATA Group more cohesive, clear long-term direction, strong management team and businesses with considerable potential for growth. 

Kumaramanglam    Birla was only 28 when his father died and he had to take charge of the diverse commodities group that his father had built and which ranged from viscose, textiles and garments to cement, aluminum and fertilizers. His father left a good team and sound businesses. Kumaramanglam methodically and soon changed business strategies, professionalized the management of the entire group and re-jigged internal systems. He reduced his group's dependence on the cyclic commodities sectors by entering sunrise sectors like cellular telephony, asset management, software and business process outsourcing. He expanded overseas by acquiring those that fit his current businesses like aluminum in Canada. He had no satraps to dethrone and no challenge to his authority. He built with the help of his father’s trusted lieutenants. He has kept a low public profile, has no personal passions that intrude on the business, has been socially responsible, and let his business results speak for him. 

At age 28 in 1983 Vijay Mallya succeeded his father as Chairman of the UB Group which included pharmaceuticals, agrochemicals, paints, petrochemicals and plastics, electro-mechanical batteries, food products and carbonated beverages, a fast-food pizza chain and several medium and small scale industrial units. Mallya faced no opposition. With some managerial experience overseas, he restructured the UB Group, retaining areas of core competence. The vastly diversified UB conglomerate became a handful of key operating businesses--Kingfisher, UB Holdings, United Breweries (UBL), United Spirits (USL), Mangalore Chemicals and Fertilizers (MCFL), and UB Engineering (UBEL). Their market value of around Rs 22,000 crores, is lower by about Rs 21,800 crores from past peaks. .
When he began, he entered and exited many other companies-Best & Crompton, Hindustan Polymers, and others. Even today the range of businesses is extremely wide. He also bought newspapers (Asian Age, Cine Blitz), bought and sold a TV company, bought football teams and created the “Royal Challengers” IPL cricket team. A keen sportsman, with interest in car racing, horse racing and flying, he lavishly indulged these passions. He owned a car racing team (Force India), launched a calendar named after his brand Kingfisher featuring the best models

He funded a political party, became a Rajya Sabha MP, and developed excellent contacts with a range of politicians. He indulges in this wide range of businesses and personal interests while he remains a non-resident Indian in Dubai with many residences around the world.

 For most of his businesses he had a good team of managers and the businesses grew and were profitable. He applied market share benchmarks to Kingfisher Airlines, micro manages it, has had no proper management team and makes expensive and impulsive decisions. His purchase of  new planes and lavish interiors with fuel inefficient television screens for each seat and, comfortable seating, added to fuel costs. His worst decision was purchase of loss making Air Deccan, a ruinous price cutter, with no brand image, few assets, just when the market was about to dip.  ..    

	   Indian airports, airlines, terminals, safety, all aspects-have for over fifty years been owned and controlled by government. Aviation fuel is largely imported and has varying taxes by central and state governments, with taxes rising as the prices rise. Airports do not have enough air traffic controllers. Turnaround times are higher than in other countries. All had to fly a proportion of uneconomic routes.  Leasing or borrowing costs for acquiring planes are affected by fluctuations in Rupee value and interest rates, creating uncertainties in costs. Airlines cutting costs have few options except on food, in-flight entertainment, newspapers and magazines, ground service, and such small economies. Dead airlines in India after 1991 (over 17) are testimony to misguided personal passion, and the inherent weakness of the airline business model everywhere and particularly in India. Some of the dead airlines are: Deccan, Archana, Bharat, Damania, East West, Elbee Airlines, Gujarat Airways, Himalayans Air Transport & Survey Limited, Indian State Air, Service (ISAS), Indian Transcontinental Airlines, Indus Airways, Jupiter Airways, MDLR, Modiluft, Sahara, Skyline NEPC, Orient Airways,  Paramount Airlines. 

Despite knowing all this, Mallya entered this business graveyard with a new airline.  

Kingfisher’s losses of around Rs 8000 crores and severe cash constraints are entirely due to  myopic passion about the airline business, impulsive decision-making, poor cost control and poor management. Mallya agave his ‘guests’ an airline service superior to anyone else. It was not viable.  

      All three inheritors have enormous capacity for hard work. Converting private passion into a business is difficult, and more so within an existing business. Ratan Tata’s passion-for cars, succeeded because he built good technical and marketing teams. Circumstances saved TATA shareholders by keeping Tata out of airlines. However, when the inheritor is not amenable to reason and has a poor management team to support his passion in a new venture, he fails. 

(1290)

	

	

	

	


