The Washing Machines Product Segment



Indian washing machine market has developed in the past 10 years, prior to which there were no national brands. Until the late eighties, the market was a small one catered to by the unorganized sector. The first organized sector player to enter the market was Videocon Appliances Limited in 1987. Aggressive marketing by Videocon was to a large extent responsible for the expansion of the market. Additionally, the 1991-92 entry of a number of foreign brands offering a range of sophisticated models further expanded the product segment. The important factors leading to an increased demand for washing machines were the growing number of working women and the economic changes of 1991.



Demand Side trends



Strong Demand : Demand has exhibited strong growth rising from 240,000 nos. in 1991-92 to over 560,000 nos. in 1994-95, with a compounded growth of over 33% per annum. The domestic market was estimated at Rs.3 billion in 1995-96, totaling around 650,000 nos. This represented a growth rate of approx. 15% which can be expected to sustain in the near term. There could also be an increase in the demand due to :

Lower prices : New manufacturers entering the industry will lead to greater price based competition and might push prices southwards.

Replacement demand : Unlike a refrigerator which has a life of around 15 years, the life of a washing machine is only around 6 - 7 years as a result of greater wear and tear, corrosion etc. This replacement demand can be expected to grow over the next 2 - 3 years.



Nearly 65 per cent of washing machine sales in India are accounted for by the middle class. Also, the Indian washing machines are moving towards higher wash capacities. At present, the five kg-class is the most popular.



Strong substitues : Washing machines are not considered a necessity in India because cheaper substitutes in the form of domestic help is easily available. The cheapest washing machine costs around Rs.4,500, a maidservant can be engaged for a few hundred rupees. Accordingly, ownership of appliances such as mixer grinders, refrigerators etc. enjoy higher priority.



Semi Automatic Machines dominate the market : Depending on the level of automation, washing machines are categorized as :

Semi Automatic and

Fully Automatic (which can be further subdivided into top loading & front loading machines)

In the Semi Automatic machines, washing and rinsing are done in one tub while drying is done in a separate tub. In Fully Automatic machines on the other hand, all three operations are carried out in the same tub and no manual supervision is required.



Being a price sensitive market, Semi automatic models have dominated as they are priced 40 - 50% lower than Fully Automatic models. Further, the semi-automatic segment is the fastest growing one and accounts for around 60 per cent of all washing machines sales in India. Non-automatic ranges are largely produced by the unorganised sector, though the sales are limited. Automatic washing machines are mainly manufactured under technological tie-ups with international brands.

Model Type�Std Sizes�Price Range�Market Share�Players��Semi & Non Automatic�3 Kg, 4.5 - 5 Kg�Rs. 4,500 - 10,000�75 %�Videocon, BPL, Godrej,

Whirlpool, Maharaja��Fully Automatic�4 Kg upwards�Rs. 14,000 upwards�25 %�Videocon, IFB, BPL, Whirlpool, Onida��



Supply Side Factors



Overcapacity : Towards end 1996, the installed capacity for washing machines stood at around 12,25,000 units per annum, more than twice the current market off-take. The major players are VAL, Whirlpool Washing Machines Ltd (Whirlpool), BPL Sanyo Utilities Ltd (BPL), IFB Industries Ltd (IFB), Onida Savak Ltd (Onida), and GGEA. Currently GGEA is only engaged in trading and does not have own manufacturing facilities. Voltas is a new entrant to the industry. The estimated production capacity of these major players in 1994-95 is shown below :

Player�Collaborator�Capacity 

(Nos.)�Production  

(Nos.)�Capacity Utilization��VAL�Matsushita, Japan�450,000�275,000�61.1 %��Whirlpool�Whirlpool, USA�120,000�60,460�50.4 %��BPL�Sanyo, Japan�120,000�100,000�83.3 %��Onida��80,000�45,357�56.7 %��IFB�Bosch, Germany�100,000�40,248�40.2 %��Voltas�Samsung, Korea�100,000�111�0.1 %��Others��50,000�12,000�24.0 %��TOTAL��1,020,000�� =SUM(ABOVE) �533,176��51.7 %��

The installed capacity has been far higher than demand and the industry has witnessed low levels of capacity utilization (52% in 1994-95).



Fresh capacities : However, attracted by the anticipated growth and undeterred by the overcapacity prevailing, a number of new players are putting up fresh capacities. Players like BPL and Videocon are likely to expand capacities once Godrej-GE starts production in the three million units plant it is building in Pune. Another reason for the continuing capacity addition is that the big foreign brands are building capacities large enough to service their whole Asian needs.



Player�Collaborator�Capacity (Nos.)�Remarks��GGEA�Toshiba, Japan�300,000�Location - Pune. Expected to go on stream shortly.��CKBirla Group�LG Electronics, South Korea�100,000�To be sold under the ‘Goldstar’ name. Expected commencement - end 1997.��Polar Industries�Candy, Italy�N.Avail.�To manufacture stainless steel machines Will last longer but will be priced higher.��Anchor Electronics & Electricals�Daewoo, South Korea�  100,000�By 1997.��Maharaja International�Electrolux, Sweden�N.Avail�By early 1997.��

Imports : Imports of washing machines smaller than 5 Kg are not allowed. Machines of larger sizes can be imported only under a Special Import License with an effective duty of 85% (50% customs duty + 20% countervailing duty + 15% license charges). This has made them uncompetitive in terms of price. 



However even if imports are freed, they will not pose a serious threat because :

labour intensive nature of the operation gives domestic manufacture lower labour cost advantage

extent of indigenization of washing machines is high with few imported components

the freight element on imports will be significant



Competition



Industry Success Factors

In this industry, competitiveness depends upon the following competencies :

Widespread Dealer Network : With the rural markets having significant potential, a strong countrywide dealer network is a key factor in the white goods industry. This is also because customers are sensitive to the availability of product servicing and maintainence which requires an extnesive dealer chain. This represents a significant entry barrier as new players will require capital and time to match existing networks and hence sales. 

Product Range and Quality : With customers belonging to different income groups, availability of a wide product range is almost essential to capture enough sales. Besides, this also gives a manufacturer economies of scale in distribution because point of sales differentiation is currently quite low in this sector. Currently VAL has a wide range offering machines from Rs.4,500 upwards.

Strong Brand : At the same time, given the choice now available to the customer, only players with a well known brand name and reputation for quality will succeed. Further, as the basic technology has remained more or less unchanged, a new player will not have anything different or unique to offer other than additional features. Players who are more aggressive in marketing in terms of product pricing, increasing brand awareness by heavy advertising and sales promotion, regular introduction of new models with newer features etc. will stand to gain.

Consumer Financing : Providing credit financing for consumer durables would be a competitive advantage as it would encourage purchases. GGEA, Whirlpool, BPL and Carrier Aircon  are players who have  strategic alliances with finance companies (Countrywide Consumer Financial Services Ltd, Tata Finance Ltd etc.) to provide financing for customer purchases of their products. 

After Sales Service : With models manufactured by different players being more or less alike, the ability of a manufacturer to provide efficient and speedy after sales service will prove to be a competitive advantage in the future.



Risk Factors

The key risk factors are outlined below :

Lower Margins : Increasing competition will result in lower prices in the refrigerator and washing machine segments. Competition will also result in greater advertising and sales promotion expenditure. At the same time the trend of rising interest rates and higher input costs will adversely affect this working capital intensive industry.  Therefore profit margins are expected to decline.

Overcapacity And Ability To Cover Fixed Costs : The washing machine segment can be expected to witness overcapacity, as mentioned earlier. In this scenario, capacity utilization is expected to remain low. Coupled with reduced unit realizations, players will find it more and more difficult to cover fixed costs. Accordingly cost efficient manufacturing operations, economies of scale and backward integration will prove to be important.



Key Players



Electrolux and Whirlpool are the top two white goods makers in the world.  While Electrolux was already in India as a joint venture (JV) partner with Kelvinator, Whirlpool started off with a JV with the TVS group for washing machines in the early 90s.  The removal of restriction on FDI has seen these companies taking control of their Indian operations and aggressively pushing towards consolidation in the market.



IFB was the first to introduce advanced washing machines in the domestic market, with technical knowhow from Bosch, Germany. These front-loading models with automatic operation and superior technology became popular with the upper middle class.



Modi-Hoover has plans for launching the famous 'Maytag' brands in India which may also include washing machines.  The Orient-LGE venture (between C.K.Birla's Orient Paper & Industries and Lucky Goldstar of South Korea) is planning entry. It plans to have an installed capacity of 700,000 units and aims to lead in all the white goods segments.



VAL has capitalized on its early entry and has reinforced its brand name with aggressive marketing to ensure that it remains the market leader with a share of nearly 50%. The company was the first to popularize the twin tub semi automatic machine and was also the first to introduce fully automatic machines into the market. A survey conducted by ORG on the advertising expenditure incurred by washing machine manufacturers during the period June 1994 - May 1995 showed that VAL’s expenditure was Rs.45 million - over 60% of the total industry expenditure of Rs.76 million.



The market shares of the various players are shown below :
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The technologies and pricing of the various players are as follows :

Player�Technology�Product Range�Pricing�Information��VAL�Pulsator Wash�Largest range 

6 models 

( A 2 ; SA 4)�Aggressive�Pioneer in the industry. Strong presence in urban/semi urban areas. Largest service network ��BPL�Pulsator Wash�4 models 

(A 2 : SA 2)�Aggressive�Strong in the South & North. Good service network��Whirlpool�Agitator Wash�5 models 

(A 2 ; SA 3)�Competitive�Widespread  network in major towns��IFB�Tumble Wash�2 models 

(A 2)�Premium�Very strong in the metros. Service centres also in metros��GGEA�Pulsator Wash�3 models  

(SA 3)�Competitive�Widespread, well established dealer network. Synergy with refrigerator sales��Onida�Pulsator Wash�1 model 

(A 1)�Competitive�Strong in metros��Legend : A - Automatic	SA - Semi Automatic



B P L SANYO UTILITIES & APPLIANCES LTD.                     

Sales growth rate of 49%, Gross Profit increased by 36%

Aggressive pricing and marketing policy to capture a higher market share

Lower margins 

Increase in the quantity of sale of washing machines by 55%.

Largest range of Washing Machines in the Country, market share of around 25%.

Capacity expansion to 3,00,000 machines per annum.  By 1997-1998, the capacity is planned to be raised by another 50%.

Market share of 80% for Microwave Ovens.

Market share of around 20% in the low growth Vacuum Cleaner market

Research and Development directed toward indigenisation, development of new models, desings and modifications to suit Indian conditions and cost reduction through value engineering, alternate sourcing etc.

Introduced a Super Deluxe model in the automatic Washing Machine range with unique soak facilities.

During 1996-1997, the Company will be introducing one new model in the automatic and two new models in the semi automatic Washing Machine range.

Total R & D expenditure 0.43% of the turnover.



EUREKA FORBES LTD.                                          

Difficult market conditions for the Company's products

Marginal reduction in the turnover



GODREJ-GE APPLIANCES LTD.                                   

42% market share  in refrigerators

Significant amount of  investment, new manufacturing facilities near  Pune  and Chandigarh.



I F B INDUSTRIES LTD.                                       

Clothes dryers, Microwave ovens and Dishwashers launched

Diversification to produce various assemblies and subassemblies for the expanding automotive market in India.

Taking over of the assets of the microwave-oven plant in Bhopal

Technical tie-ups made with the manufacturers of best dish washers (ASKO CYLINDA AB, Sweden) and clothes dryers (E MAIL LTD, Australia) 

Substantial capacity expansion for washing machines

Diversified into the manufacture and supply of high precision NC and CNC special purpose machines used for coil processing.



MONICA ELECTRONICS LTD.                                     

Broad based its products range

Introduced two models of Videl Cameras

Likely to TVE series of CTVs



ONIDA SAVAK LTD.                                            

Substantial sales growth of 43%

Introduced economy models of semi-automatic washing machines with smaller capacity of 3 kgs. 

Planning to start the indigenous production of the automatic washing machines

Commenced production of the latest design FSYN tuners in the electronic tuner segment,

First phase of backward integration project for manufacture of plastic injection moulded components was completed



WHIRLPOOL WASHING MACHINES LTD.                             

Whirlpool Washing Machines Ltd. is being merged with Kelvinator of India Ltd.

synergies in respect of manufacturing and distribution.



Summary

Greater competition with a number of new players entering the industry in the next two years. 

Overcapacity situation prevailing already, existing players will fight hard to protect their market shares. 

Profit margins expected to fall due to a combination of lower prices as a result of increasing competition and higher costs (input, marketing and interest costs). 

Growth in sales volumes and cost efficiency in operations and distribution will be critical to maintain existing levels of profitability.


