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amsung’s colossal
challeng

The death of its iconic
promoter, Lee Kun-hee,
raises questions over
how long the chaebol
can maintain its gigantic
footprintin the global
electronicsindustry

DEVANGSHU DATTA
New Delhi, 27 October

after a prolonged illness, sparked

turmoil in the $375 billion Samsung
Group. The 78-year-old Lee had taken
over the giant chaebol (conglomerate in
Korean) in 1987, after the death of his
father, Lee Byung-chull, who founded
Samsung in 1938.

In the 1980s, Samsung was primarily a
noodle-trading and trucking business.
Kun-hee turned it into an engineering
giant. Today, Samsung is the global leader
in mobile phones, with a gigantic foot-
print across many other electronics seg-
ments. It has over 76,000 active patents, in
cutting-edge electronics and associated
areas, like special glasses. This is quite
apart from its shipbuilding and heavy
engineering activities.

Kun-hee was worth over $20 billion
when he died. About $16 billion is the val-
ue of the stakes in various Samsung com-
panies. His son and probable successor,
Jay Y Lee, owns significant stake across
Samsung Group in his own right. His two
daughters also hold stakes.

Jay has done prison time. He has cases
under trial for forcing a corporate merget,
and has been indicted for accounting fraud
and stock manipulation. He also faces
charges in an ongoing bribery case that
triggered the ouster of former president,
Park Geun-hye. In addition to the track
record, Jay must contend with inheritance
tax, which could force the sale of part of the
family stake. Hence, traders and investors
are churning shares in various Samsung
group companies.

This is par for the course in Korean
business circles. Only the scale isunusual.
Kun-hee faced prison on two separate occa-
sions, and was pardoned both times by dif-
ferent Korean presidents. One of those cas-
es also involved the bribery of (yet another)
Korean president. Kun-hee’s legacy could
thus be unclear for a while since Jay might
end up in prison (unless he’s pardoned).

Regardless, Kun-hee is an unalloyed
hero to many Koreans. His drive and vision
helped Samsung supersede iconic
Japanese brands like Sony Corp, Sharp
Corp and Panasonic Corp in chips, TVs
and displays. It ended the supremacy of
Nokia in feature phones and helped
Samsung beat Apple in smartphone sales.
Samsung also owns more patents than any
other company in 5G, so that dominance is
likely to continue for some time.

But the history of electronics indicates
that no company, nor any nation for that
matter, has been able to cement pole posi-
tion and maintain it through several cycles.
This is not just about innovation, though
that’s important. It’s not just about brand-
building, though that’s important too. It’s
also about scale.

Ideally, any electronics business needs
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Great leaps forward

The global electronics industry will
generate over $2.5 trillion in revenues
in 2020 (including consumer
segments and military technology).
The pandemic may have accelerated
already strong growth rates to an
estimated 6 per centor more,
over2021-2025.

Here's a brief timeline of how the
industry has developed since
inception.

»1965-75: Intel creates the
microprocessor, aka the computer
“chip" (1969). Laser optics technology
takes off. Thefirst cellphone is
demonstrated by Motorola (1973). The
US agency, DARPA, funds the project
thatleadstotheinternet.

»1975-90: Personal computing arrives.
Microsoft and Apple become household
names. The V(R, Walkman and (Ds are
launched. Videogames take off.

»1990-2005: The internet takes off after
the creation of HTML, enabling
e-commerce, online trading, search
and search-linked advertising etcetera.
Facebook launches (2004). Korean
chaebolsLG and Samsung become big
players. China and Taiwan start contract
manufacturing.

»2005-2020: The iPhone is launched
(2006). The smartphone era begins.
Chinese brands like Xiaomi and Huawei
enterthe arena. Social media explodes.
Drones fly. The Internet of Things (loT)
leads to electronics being embedded in
houses, cars, vacuum cleaners and
sports equipment.

todevelop IP, scale and brands if it is to cap-
ture full-value or its activities. Different
nations have built scale at various times
and IPis scattered across many firms. Scale
without branding leads to low margins. At
various times, corporations from different
parts of the world have built brands — IBM,
Intel, Philips, Sony, AMD, Microsoft, Apple,
Nintendo, Apple, Toshiba, Huawei, Nokia,
the list goes on.

A potted history would go as follows.
Starting in the 1890s, scientists and engi-
neers in labs made important discoveries.
The two world wars and the Cold War led to
huge research acceleration and multiple
new technologies were developed, and

WINDOW TO

Lee Kun-hee, who died last week

released into civilian domain. The space
race (Which was, of course, part and parcel
of the Cold War) meant more of the same.

Electronics is all-pervasive. Military
tech is heavily dependent on it. Every
modern gadget has electronic compo-
nents. Basic infrastructure like power sup-
ply, water supply, transportation and road-
building is impossible without electronics.
Any modern manufacturing facility, no
matter what is made, requires electron-
ics. The Internet of Things will further
magnify demand.

In the 1950s and 1960s, Japan became
an export powerhouse on the back of both
scale and brands. That helped Japan boot-
strap its shattered post-war economy. The
transistor revolution was led by Akio
Morita of Sony. But a dozen Zaibatsu (“con-
glomerate”) followed in Sony’s wake.

The Koreans rebuilt their shattered
post-war economy on the back of heavy
engineering (iron and steel, ship-breaking,
ship-building). But Samsung’s foray into
electronics led to serious growth accelera-
tion for the Korean economy. LG, Daewoo,
Kyocera, all got into the act.

China entered the fray later. First, the
PRC was a contract manufacturer and then
it started building brands on the back of its
huge domestic market. Then it moved into
exports. It is now a very significant player
with vast scales and big brands and it has
weathered multiple accusations of intel-
lectual theft. Taiwan is also a powerhouse,
along with the Mainland.

Assuming he takes over, Jay will have
his work cut out to stave off challenges.
But he does possess a template set by his
legendary father, and Samsung is one of the
few companies that kept its financi
intact during the pandemic.

TAKE TWO 9

Food focus keeps PepsiCo
going, but Coke struggles

SURAJEET DAS GUPTA
New Delhi, 27 October

ne of the things Covid-19 has
O brought into stark relief is the con-

trasting strategies of PepsiCo and
Coke in India and how the differences
have had a bearing on their performance
during the pandemic.

One big change is that PepsiCo is now
less of a cola or a beverage company and
more of a foods major. Declaring the finan-
cial results a few weeks ago for Q3 of 2020,
PepsiCo CEO Ramon Laguarta
announced that despite a slow revenue
growth of 2 per cent in emerging and
developing markets, India bucked the
trend, showing a high single digit growth
as compared with double digit decline in
both beverages and foods in Q2.

This, despite the fact that its beverage
volumes in India declined by double digits
in the same period, clearly suggesting that
the food business rocked as the lockdown
eased. Food revenue matters much more
for the company’s revenues and margins
than beverages.

For Coke, however, which does not
have a food business to bank on, Q3 2020-
unit case volume declined by 10 per cent
in Asia Pacific in its company-owned bot-
tling plants, driven by India and South
Africa (it was down 36 per cent in Q2).

But overall, the decline was much
lower at 4 per cent in the region and
again this was attributed to India and
Japan. (It was 18 per cent in Q2 mainly
because of India.)

The inference is simple: While Coke’s
percentage decline in beverage volumes is
far lower than its rival and demand take-
off has improved over the previous quar-
ter, it does not have a food business to give
it a kick start to recovery.

According to analysts, soft drinks now
account for only 20 per cent of PepsiCo’s
revenues as against 59 per cent in 2015.
The rest comes from food. The good news
for PepsiCo is that the foods segment has

normalised much faster to pre-pandemic
levels than beverages.

The fact is that soft drinks missed a
large part of their peak season (April-June
account for 50 per cent of volumes) sales
when the country came to a standstill. If
they are taking longer to normalise, it is
because on-the-go and restaurant sales
are limping very slowly towards their
earlier levels.

Industry estimates indicate that vol-
umes for the whole
year for beverages will
be down to a third of
last year.

PepsiCo’s asset light
strategy in beverages
has also helped. Two
years ago, it sold off its
remaining company-
owned bottling plants
in south and west India
to Ravi Jaipuria, trans-

field manufacturing plant in Assam and
expand our capacities in our West Bengal
and Maharashtra plants,” said Ahmed
ElSheikh, president, PepsiCo India.

Currently, its own manufacturing units
take care of 70 per cent of its food produc-
tion (the rest is done by co-packers), which
include Lays, Kurkure, and Quaker Oats
among others, say analysts.

So what is Coke doing? Clearly one big
move has been the push towards juice vol-
umes and using more Indian fruits even
for sparkling beverages, such as limes in
Sprite or local oranges in Fanta.

It also introduced a range of juices in
the Minute Maid category with Indian
fruits such as pomegranates. Analysts
point out that its volumes from juice prod-
ucts has gone up from 35 per cent to 40 per
cent in the last three years, while the rest
has been from other bev-
erages. The margins in
juices are higher. Coke

forming itself into a also tested flavoured milk
seller of mainly soft and smoothies in the
drinks concentrate. market but they failed to
The strategy reduced get much traction.
revenues but improved Coke has also brought
margins profitability. Its nor- Estimatesindicate inimported products like the
malised profit after tax went up that volumes for fizzy drink Rani Float. It is

by 58 per cent in FY20 over the
previous year, though revenues
went down from 36,200 to
5,264 crore in the same period.

the whole year for
beverages will be
down to a third of
last year, despite

also rationalising its bottling
business. Its share of the com-
pany-owned bottling compa-
ny has gone down from 66 per

PepsiCo banked heavily on the push by soft cent of volumes to 54 per cent.
foods and built capacity on its drink companies A Coke India spokesper-
own, mainly from the remain- to go online son, while not sharing num-

ing portion of the $2.2 billion it
committed to India by 2022. The strategy
has also helped in shoring up margins as,
according to industry experts, they are 10-
20 per cent higher than beverages, which
work on low margins and high volumes.
“We are committed to doubling our
snacks business in India by 2025. In fact,
we have increased our investment in our
greenfield snack plant in Uttar Pradesh
from 500 crore to 3814 crore. We have
additionally proposed to set up a green-

bers, said: “We have just
completed the re-alignment of four
non-contiguous and fragmented territo-
ries in the north, which has opened
more avenues for business growth and
local investments”.

But the rationalisation has raised ques-
tions among Coke watchers. Is it also mov-
ing towards a more asset-light structure
like its rivals? Or will its strong company-
owned bottling business be the platform
for launching big new products?
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CABLE MANUFACTURING MACHINES FOR SALE

7. 4.5 Inch PVC Insulating / Sheathing Line with Take up and

payoff 2 met min and maximum 2.5 met, Complete with
accessories (Qty-1No)

. Big Steel Silos for PVC compound Storage 1.5 met diameter

x 6 Met height (Qty-4 Nos)

. R C 100 make, PVC Master Batch Extruder with accessories (Qty-4 Nos)
. Caterpillars Pulling Torque 1500 Kg and 3000 Kgs

respectively. (Qty-3 Nos)

. High Speed Lapping Machine with take up & pay off, 2 met (Qty-1 No)
. Various Sizes of Steel Bobbins and Steel drums (Qty-1 Lot)
. Rubber Spreading Machine for Rubber impregnation on

Cotton Cloth (Qty-1 No)

. Different sizes of Lathe Machines (Qty-3 Nos)

. Gear Hobbling Machine (Qty-1 No)

. 48 Inch Mixing Mill (Qty-3 Nos)

. 16 Inch Warming Mill (Qty-1 No)

. 48 Pad Lapping Machine with Pay off and Take up

. Paper Cutting Machine from Rolls to assorted Pad width (Qty-1 No)

. Rotating and Pulling Caterpillar, Pulling Force 1500 Kgs (Qty-1 No)

. 6x1000 KVA, Transformers 6.6 KV/0.420, KVA, of Crompton

make (Qty-3 Nos) and of GEC make (Qty-3 Nos)

. ACB's of different Amp rating (Qty-1 Lot)
. Kirlosker Cummins DG-1000 KVA (Qty-1 No) and SKODA

Low Speed DG Sets of 860 KVA complete with Switch gears
etc (Qty-2 Nos)

. Air Compressor — Reciprocating Type (Qty-1 No)
. Water Pumps of different sizes (Qty-1 Lot)
. Steel Tape & Hessian Tape Armoring Machine with pay off and

Take up 2,5 Mets (Qty-1 No)

. Horizontal 48 Bobbin Braiding Line (Qty-1 No)
. 5MtLead Furnace with Lead, Alloy E grade (Qty-1 No)
. Aluminum and Aluminum Alloy Rod Mill complete with

Furnace — Steel Pulling Belt Capstan and Die Roller drawing
Machine with Double Coiling Take Up units, Capacity 800 to
1000 Mt per month approx (Qty-1 No)

. 45 mm, PVC Insulating Line complete for Building Wires (Qty-1 No)
. 25inch, PVC Insulating Line complete for Building Wires (Qty-1 No)
. Kilburn make Furnace, Tray type for warming FRLS or PVC

Compounds, Capacity 500 Kgs. The furnace has fans to
maintain the temperature (Qty-1 No)

15KV, Spark Testing units, (Qty-7 Nos)

43.3 KVA , H V Testing Transformer, 415V, LV SIDE, 2500
VOLT on HV side (Qty-1 No)

Offers are invited from genuine parties for above items
available at Bauria, Howrah on as is where is basis.

Please mail to : purchase@fortgloster.in
Fort Gloster Industries Limited
21 Strand Road, Kolkata - 700001
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