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0The consumer electronics and 

home appliances sector will see 
some hectic action over the next 
fi ve years as big players like 
Samsung and LG aim to achieve 
$10 billion in revenues. Are the 
companies—and consumers—
really ready?

Sudipto Dey

SAMSUNG $2.2 billion (2009) to $10 billion (2013)
  Achieving the $10 billion target is non-

negotiable. Failure is not an option.

—Jung Soo Shin, President & CEO, Samsung Southwest Asia

VIDEOCON $ 2.3 billion (2009) to $5 billion (2015)
  We are working on expanding our 

manufacturing base in India. 
—Venugopal N Dhoot, Chairman, Videocon Group

WHIRLPOOL $500 million (FY10) to $2 billion (2015)
  Th e next fi ve years [in India] will be better than 

the last 10 years.
—Arvind Uppal, President, Asia-Pacifi c (excluding China),  Whirlpool LG INDIA $2.9 billion (2009) to $10 billion (2015)

  Reaching $10 billion sales in 2015 is only the fi rst 
phase of preparing our footprint for 2025. 
—Moon B Shin, MD , LG Electronics India

hour for other players too. LG India, the 
largest player in the space, aims to hit the 
$10 billion mark by 2015. “We are now 
preparing our manufacturing footprint 
for 2025. Reaching $10 billion in sales in 
2015 is the fi rst phase of that journey,” says 
Moon B Shin, MD, LG Electronics India. 

Th e $500 million Whirlpool India’s ‘Bil-
lion and Beyond’ plan aims to take it to 
$2 billion in sales by 2015. “Th e next fi ve 
years will be better than the last 10 years,” 
says Arvind Uppal, President, Asia-Pacifi c 
(excluding China), Whirlpool. 

Videocon is targeting sales of $5 billion by 
2015. Japanese brands Sony and Akai are 
also girding themselves, sharpening their 
technology and price edge, respectively. 

Th ere are many reasons for this fl urry of 
activity in the industry. While economic 
growth is expected to be buoyant, compa-
nies seem certain that spending on con-
sumer goods—demand growth—will ac-
tually outpace GDP growth in the coming 
years on the back of changing demograph-
ics. New customers will enter the market, 
while existing ones will look to upgrade 
to higher-value products. 

And then, the consumer electronics space, 
too, is expanding with many product lines 
being added. It’s not just televisions, air-
conditioners, refrigerators and washing 
machines anymore. 
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PLAN 10-13 IS THE LATEST 
term to make it into the lexi-
con at Samsung India’s head-
quarters in Gurgaon. No, 
it’s not a codename for an 
upcoming product launch; 

rather, it is an internal goal for the Korean 
conglomerate’s Indian business.

 Simply put, ‘Plan 10-13’ is Samsung In-
dia’s roadmap to clock $10 billion in gross 
sales by 2013. And it’s the reason the com-
pany’s sales heads are constantly in hud-
dles, rushing from meeting to meeting. 
On them rests the responsibility of turbo-
charging the group’s turnover from $2.2 bil-
lion in 2009 to $10 billion in 2013. Th at’s, 
well, more than four times in less than 
four years. 

Outwardly, Samsung’s top brass is super 
confi dent. “Th ere is no Plan B,” declares 
the architect of the plan, Jung Soo Shin, 
President & CEO, Samsung Southwest 
Asia, and head of India operations. Adds 
Ravinder Zutshi, the company’s Deputy 
Managing Director, who helped bootstrap 
Samsung’s India launch in 1995, “Th is is 
the time to take the India operations to 
the next level.” 

Samsung isn’t the only player in the 
Rs 70,000 crore (around $15 billion) con-
sumer electronics and home appliances 
market with such audacious plans. It’s rush 
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over $3 in sales.
With a $10-12 million (Rs 45-55 crore) 

investment on a manufacturing line (ex-
cluding cost of land), a company can 
churn out 15,000 refrigerators, or 9,000 
washing machines, or 1 million mo-
bile phones in a month. Typically any 
capacity addition takes 12 months to 
become operational.

Even if companies do not invest on a 
war-footing, capacity constraints will be 
the last reason for not achieving their 
target. For one, it’s not a hugely capital 
intensive industry. Second, there is a lot 
of production capacity lying idle, es-
pecially in markets like China, Taiwan 
and Europe. “One can actually start 
selling without putting any money on 
a manufacturing plant. Just import and 
back it up with a service network,” says 
KPMG’s Ramanathan. 

Easier Said Than Done
Th e roadmaps have been drawn up, but 
some harsh ground realities may impede 
the players’ ambitious journey. “Compa-
nies targeting $10 billion in sales in the 
next three to fi ve years are being over-
ambitious. At best, they can double their 
sales turnover from the current levels,” 
says a sceptical Francis Xavier, Managing 
Director of Chennai-based Francis Kanoi 
Marketing Planning Services.

Xavier believes that the kind of sales vol-
umes the big companies are looking at can 
only come through market penetrative 
prices—something that happened in the 
telecom sector. Between 2004 and 2008, 
the telecom industry increased its sub-
scriber base from 47 million (December 
2004) to 385 million (December 2008). 
Th at was the period when tariff s went 
down from O2.75 per minute to 50 paise 
for a local call. And STD rates plummeted 
to Re 1 per minute. 

Riding on this wave, leader Bharti Air-
tel saw its revenues climb from O5,000 
crore in fi scal year 2005 to O27,000 crore 
in fi scal year 2008, recording 52% com-
pounded annual growth, much to the 
surprise of everyone, including boss Su-
nil Mittal himself. Despite the decline in 
profi tability resulting from competition, 
Bharti has increased revenues further to 
O41,800 crore.

Th e takeaway from the telecom story 
is clear: while tariff  reduction resulted 
in an explosion in demand, the cut in 

For Samsung, whether its ambitious 
plans will be met or not will depend on 
the performance of its IT appliances and 
the telecom vertical, which the company 
thinks can rake in revenues of $2-3 bil-
lion by 2013. Rival LG is trying to get a 
fi rmer foothold in the kitchen, focusing 
more on appliances and even built-in 
modular kitchens. 

Easy credit will help in no small measure 
in spurring demand. Currently, around 
80% of sales are on cash but more access to 
credit could drive up demand further. 

Gearing Up
In anticipation of the growth in sales 
volumes, players have lined up invest-
ments to the tune of $1 billion for ad-
ditional capacity creation, and another 
$500 million for advertising, marketing 
and distribution. 

Under Shin, Samsung India began ram-
ping up its production capacity in antici-
pation of the rising sales push. Between 
November 2009 and August 2010, the 
company invested $100 million in ex-
panding capacity at its plants in Noida 
and Chennai, adding new air-conditioner 
and refrigerator making units. Th is will 
be suffi  cient to handle projected demand 
until 2013. Th e same goes for its fl at-panel 
television capacity.  

Th e next round of investment will come 
in by early next year to augment the mo-
bile and home appliances space. As of 
2009, Samsung’s direct investment in In-
dia stood at around $250 million.

LG is scouting for a location to set up its 
third plant in the country—aft er Noida 
and Pune. Th e estimated tab: around $600 
million over the next fi ve years—double 
the $300 million it has invested in the 
country since 1997. 

Th ough not forthcoming on fresh in-
vestment fi gures, Videocon Chairman 
Venugopal N Dhoot says the group is 
working on getting more production done 
in-house and expanding its manufactur-
ing base in India. Th e company plans 
to step up raw-material sourcing from 
China and focus on R&D activities to 
control costs.

Anand Ramanathan, manager at KPMG 
India, says that the value of manufactur-
ing assets needed to generate $1 billion in 
annual sales could be as low as $300 mil-
lion. Meaning, for every dollar invested 
on an asset, a company can earn a little 

THE RECENT pick-up in consumer 
durable goods production is in part 
temporary. Part of the surge in demand is 
pent-up and relates to the softer demand 
post-Lehman as well as the slowdown in 
demand following rate hikes in 2006-07. 
This means worries about overheating 
and capacity tightness are also overblown. 
(Sector-specifi c exceptions will always be 
there, such as automobiles where growth 
is not merely a compensation for any 
earlier weakness). This doesn’t, however, 
mean that growth is not impressive. 
Consumer durables production is set to 
grow in double digits this year and in the 
foreseeable future.

The long-run outlook for consumer 
durables is clearly positive. The current 
low penetration rates of various consumer 
durables implies India will continue to be 
a rapidly growing consumer goods market 
in the next fi ve years.

Th ese are the views of 

Ramya Surynarayanan, 

India Economist, DBS Bank.
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import duties brought down capital costs 
for companies, aiding profi tability. 

Could we see a repeat of this in the con-
sumer electronics space? Th at is the kind of 
growth the Korean giants are aspiring for, 
but the ingredients do not seem to be in 
place. Th is is because no player may dare to 
trigger a price war that can fuel such growth 
at this point. Any dip in market sentiment 
can lead to excess capacity, which could lead 
to a war. But at this stage, when sales are 
growing, it may be too much to stomach. 
“Price competition will intensify and put 
pressure on margins,” says Sridhar Chan-
drasekhar, head of Crisil Research.

Th ere are other challenges, too. A serv-
ice-backed distribution network in semi-
urban and rural areas—from where the 
bulk of new sales will come—will squeeze 
profi tability. In addition, private labels by 
organised retail players can also eat into 
the pie of the branded players.

“Th ere are also challenges like increase 
in input price and volatility in exchange 
rates,” points out S Ranganathan, head of 
research at LKP Securities. For instance, 
commenting on Whirlpool India, LKP 
Research notes that any steep increase in 
input costs for steel may adversely impact 
the company’s margins. 

Some analysts believe that even if the bat-
tle between LG and Samsung hots up, it may 
not throw up a new market leader anytime 
soon. Rajeev Karwal, ex-marketing head 
of LG Electronics India, and a veteran of 
the Indian consumer electronics industry, 
says LG is ahead of Samsung in terms of 
market penetration, reach and sales. “Just 
riding on India growth is not suffi  cient to 
take Samsung to the next level,” he says. 
Adds another Mumbai-based analyst: “LG 
has to do something stupid to lose its ad-
vantage, which is very unlikely.” 

If there is little chance of a dramatic mar-
ket expansion or the possibility of any play-
er snatching market-share from another, the 
only hope for companies to achieve their 
$10 billion goals is through new verticals. 
Much will thus depend on how they scale 
up in new verticals and whether they at-
tack the right segments. 

Yet, the traditional segments will help 
companies post steady growth in the next 
fi ve years. Currently dominated by televi-
sions, refrigerators, washing machines and 
air-conditioners, the consumer electron-
ics industry, with estimated revenues of 
O26,400 crore in 2010, is set to grow 15% 

every year for the next fi ve years, doubling 
in size to O60,000 crore, according to Crisil. 
Gfk -Nielsen India, a research agency track-
ing the sector, has similar estimates. 

At the same time, volume growth should 
hover around the 14-15% mark, says Crisil’s 
Chandrasekhar. Th at means manufacturers 
will get higher realisation from each unit 
sold as customers upgrade from colour TVs 
to LCDs, from semi-automatic to fully au-
tomatic washing machines, from window 
ACs to split ACs, and so on. 

Early numbers for 2010 seem to support 
these projections. Th e fi rst six months of the 
year have seen brisk growth across catego-
ries—including fl at panel TVs, refrigera-
tors, washing machines, air conditioners 
and microwave ovens. Th e uptick across 
segments has seen industry volumes grow 
15-20% in the same period, according to 
Gfk -Nielsen India.

Going Rural 
One reason the industry is so optimistic 
is the projected surge in demand in the 
under-penetrated semi-urban and rural 
markets (See chart: Way To Go). Growth 
in these regions is expected to be driv-
en by colour TVs and refrigerators, says 
Chandrasekhar. 

Th e numbers do bear out the potential. 
Th e total penetration of colour televisions 
across the country is 33% but the contrast 
is stark between rural penetration (21%) 
and urban penetration (69%). Rural pen-
etration of refrigerators is still only 7% (see 
chart). Th e key to growth will thus be to 
expand the market. 

LG’s Shin expects almost 50% of his top-
line to come from rural markets by 2015, 
compared to 20% now. Videocon is looking 
to increase the number of branch offi  ces in 
semi-urban and rural markets three-fold 
to around 150. 

In 2011, Samsung India will launch a ma-
jor distribution push into tier-II and tier-
III cities. Th e plan is to expand the reach 
of consumer electronics and mobile sales 
points by as much as 50% from current lev-
els. But analysts point out that the service 
and support establishment also needs to 
grow commensurately for a lasting impact 
on the market.

“Th e rural market is a big challenge and 
can be full of surprises,” says YV Verma, 
COO, LG Electronics India. Rural custom-
ers largely operate on a cash-and-carry ba-
sis, are not brand-conscious and are very 

  Companies targeting 
$10 billion in sales in 2-3 years 
are being overambitious. 
Francis Xavier
MD, Francis Kanoi Marketing Plannning Services

  Riding on India growth 
is not suffi cient to take 
Samsung to the next level. 
—Rajeev Karwal
Former Marketing Head, LG Electronics India
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particular about getting full-fl edged aft er-
sales service. By the year end, LG will have 
100 service points in the rural markets. 

Ramanathan of KPMG feels that, going 
forward, companies will have to keep two 
diff erent sets of products—one for urban 
consumers and another for rural users. 
Videocon’s Dhoot, however, disagrees. He 
believes that the increase in internet and 
mobile penetration is making markets more 
homogeneous in terms of consumer aspi-
rations and demand. 

Mobile & IT Appliances Boom
Companies are also counting on growth 
in mobile appliances (such as handsets) 
and IT appliances (such as netbooks and 
notebooks). Samsung, LG and Videocon 
have made the most of the telecom boom 
and the growing demand for mobile hand-
sets. Samsung went past Sony Ericsson and 
Motorola to reach second place in 2009 
(albeit a distant second, behind market 
leader Nokia). Mobile phone sales, which 
accounted for 35% of Samsung’s topline in 
2009, are expected to double this year (in 
terms of units sold).

Th e Indian mobile handset market, which 
saw 110 million units sold last year, remains 
highly price competitive. Established play-
ers have been feeling the heat from cheap 
but feature-rich Indian brands at the low-
er end. But the rollout of 3G and mobile 
broadband services in the coming months 
could prove to be a game-changer for some 
players, giving them a larger play in the 
high-margin smartphone segment.

Another newly launched product port-
folio—netbooks and notebook PCs—will 
propel Samsung’s IT appliances vertical, 
which accounted for 10% of gross sales in 
2009. Th e target for 2010 is to capture 20% 
market share and 7-8% of the aff ordable 
PC segment. 

For Samsung, the trump card could be 
its nascent mobile broadband network in-
frastructure equipment business. Indian 
telecom service providers, who recently 
bid for wireless broadband spectrum, are 
likely to roll out their mobile broadband 
service by the year-end. 

Samsung aims to capture 40% of the 
mobile broadband market in the next 
fi ve years, with a presence across all seg-
ments—equipment, mobile and network 
devices, applications and services. As per 
industry estimates, Indian service provid-
ers are expected to invest around $2-3 bil-

lion on hardware equipment alone to make 
their networks 4G-compliant. 

Globally, Samsung has deployed WiMax 
(wireless technology) network infrastruc-
ture for 25 operators in 15 countries, in-
cluding Japan, the US and Russia. In 2009, 
WiMax contributed $720 million to Sam-
sung’s global revenues. Th is is expected to 
double in 2010. 

But analysts say that the telecom equip-
ment vertical—Samsung’s diff erentiator 
against other rivals in the CE space—will 
take off  only if most service providers de-
cide to go with WiMax. If they adopt the 
alternative Long Term Evolution technol-
ogy instead, returns are likely to be mixed 
for Samsung.

LG, on its part, is working to start a new 
business line in the B2B space with prod-
ucts like water purifi ers, built-in modular 
kitchens, air purifi ers, etc. Shin expects this 
vertical to account for 15% of topline sales 
of the $10 billion pie by 2015. 

Plans are also afoot to target expat Indi-
ans with India-designed products. Th is is 
expected to help LG more than double its 
exports from India to 30% of the topline 
in the next fi ve years. LG manufactures 
nearly 80% of the products it sells in In-
dia domestically, importing only high-end 
ones. Samsung, too, has followed a similar 
approach so far.

Affordability Matters
Across segments, pricing will be a big fac-
tor in getting close to the $10 billion mark. 
Most players focus on controlling costs 
to keep prices aff ordable. Companies are 
striving to make their products more af-
fordable by increasing localisation and de-
riving gains from economies of scale. Th is 
will help them to harness any increase in 
purchasing power.

For Samsung’s Shin, achieving the $10 
billion target is non-negotiable, and fail-
ure is not an option. Clearly, given the in-
tense competition, that will be diffi  cult 
to accomplish. 

Nevertheless, setting the bar so high will 
ensure that the companies galvanise their 
teams to achieve stellar growth. As LG’s 
Shin points out: “In the worst-case sce-
nario, we should clock $7 billion in sales 
in 2015.” 

Th at will still be more than double its 
turnover last year. <
Email us at business@outlookindia.com 

or SMS OLB<feedback> to 575758

Higher and Higher
Household Appliances Market Size

Way to Go
Consumer Electronics Penetration Levels ( %)

Source: Research reports

Primary growth drivers   
l Consumer spending on CE to grow 
at rate higher than GDP growth.
l Change in demographics and 
lifestyle will push sales.  
l Shift towards higher value products 
(in the urban markets).
l Different strategy for rural markets 
with more focus on volume generators.
l Share of sales from modern
retail channels will grow as FDI
in retail kicks in.
l Industry will continue to remain 
price competitive. Newer technologies 
will also lower per-unit cost.

What can spoil the party
l Price competition will put pressure 
on margins.
l Increase in input price and volatile 
exchange rate.
l Excess capacity can trigger
price war.
l Spiralling infl ation will take the fi zz 
out of consumer spending.

Bottomline
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