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Dominant Logic Regarding Mass Markets

tem per 100
People
160
140 4
120 4
100
80
60
40
20
04

1 Brazl
M China
mRussia
mIndia

Broadband FPersonal Refrigerators™ TVsets™
Subscribers Computers

Most recently avaiable data.

*As a % of urban households

"As a % of households

Source: National Sources. World Bank.

Telephone Automobiles
Subscribers

Graphic:
Goldman Sachs (2009)

Ownership of selected goods in the
BRIC countries

The poor are not our target customers; they
can not afford our products or services

Tempting Assumptions

The poor do not have use for products sold in
developed countries

Only developed countries appreciate and pay
for technological innovations

The BOP market is not critical for long-term
growth and vitality of our firm

Intellectual excitement is in developed
markets; it is very hard to recruit managers
for BOP markets

Source: Prahalad (2005)

-> Excessive focus on the rich and upper middle classes in developing countries
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Increasing Capacity to Consume

“India, poised as she is, will either account
for a great deal, or nothing at all.”

- Jawahar Lal Nehru

Urban and rural poverty in India
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Note: Poverty rates based on NSS data and the official poverty line.
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Graphic: WDR (2008)
Note: In India the fiscal year runs from April to March of the following year.

Growth in per capita
income in current prices:

1991: Rs. 7,160 ($ 315)
2008: Rs. 44,276 ($ 1017)

Emolument per worker in
the industry sector grew from
about Rs. 25,000 to over Rs.
80,000 between FY 1991 and
FY 2005.

Employment in the
industry recovered

growing from 7.75 million in
FY 2001 to 9.1 million in FY
2005.

Dipl.-Kfm. Rajnish Tiwari 5

Aspirations Driven by “Family Power”

» Work participation rate: 39%
i.e. > 400 million people are engaged in some kind of employment.

« India has 194 million households, average household-size is 5.3

persons (Census of India, 2001).

* An average family would have an income of approx. Rs. 235,000

(~ $5,400) a year at its disposal.

* 35% of Indians are below 15 years of age > Aspirations

* 72% of the population (> 742 million) live in villages > Aspirations

.

The real capacity to consume in India is often underestimated!!
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Consumption Power in Rural India on the Rise

500

450 /’

400 /

350 /

300 5

250 -

200 /

150 /

100 e

50

o] T T T T T T T T T T T T T T T T
33T 55588865558 8883828
9 B 2 2 F 2 F & 2 B B 2 E B 2 B &

Mobile phone subscriber base in Indiain millions. Based on TRAIreports. @ R. Tiwari (2009)

27.10.2009

Dipl.-Kfm. Rajnish Tiwari

Mobile telephony in
rural India

Subscriber base
June’08: 71 million
June’09: 126 million

Mobile Tele-density
June’08: 8%
June’09: 15%

Rural India and urban lower-middle classes are playing a robust role in the growth
of various industries, e.g. two-wheelers and FMCG showing a strong preference
for affordable, branded products, which are more often than not scarce...

An Indicator of Overwhelming BOP Volume |
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97% of all shampoos sold in India are “single-serve”
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The three key principles
for creating the capacity
to consume are:
« Affordability: without
sacrificing quality
* Access: geographical
intensity of distribution
with long opening hours
to cater to daily wagers
* Availability: a well-
oiled supply-chain, for
consumers can not defer
buying decisions




Business with Volumes: An Example

Proportion of cars sold by price point (cumulative) “The new price point trans'ates into a
i | 65% increase in the number of families
- | that can afford a car.” By FY 2011-12
over 60 million Indian families should
be able to afford an entry-level car.

Rapid expansion in addressable households
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Tata Nano “brings down the cost of
ownership of an entry level car in
India by 30%, making a new car -

affordable to families with income R EEE TR
level of Rs 2 lakh ($5,000)”.

Total addressable households (000)

Source: CRISIL Research
Graphics and quotes: Economic Times, 2008
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Tata Nano and its Suppliers: BOP Opens
New Innovation Arenas

German technology for
Tata Nano: In 1700 € Tata
Nano there is 10% Bosch

inside!

“Big Auto warms up to
Nano for takeaways [...]"

“According to
unconfirmed media
reports, Tata Motors has
teamed up with German

Graphic: autonews.com engineering firm FEV
N (who's also developing
Tata Nano has been dreamt of by Ratan Tata but it is a the hybrid system on the

global product — involving various component suppliers that  Mahindra Scorpio) [...]”
especially developed new components for the Nano
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Low-Cost Small Car Models in India
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Maruti Suzuklltd.  Splash  endof 2008 1200 ce gasoline : suppliers. While
INR 300,000 — only 2% of auto
Skoda small car 2010 - 500,000 (~ US$ t 1i
7,500 - 12,500) parts supp 1€rs
Tata Motors Nano 2008 623 cec gasoline IS EHITEY engaged in R&D
(approx. US$ 2,500 i 1991, in 2007
Toyota small car 2009 - - . 4
otk Polo 2010 i i their share
e sl ez Zoz increased to 39%.
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Examples of Innovations for India’s
\Volume-Driven Markets

Nokia Development of mobile phones with built-in torch, multi-lingual
and multi-user mobile phones

IBM Accessing Indian SMEs to provide low-cost IT infrastructure

Hindustan Lever Various offers, e.g. single-serve shampoos, especially developed

water filters, iodized salt, branded consumer products

Hako-Werke Floor scrubbers in industrial settings especially suited to Indian
conditions (““over-usage”, power failures etc.)

RODER Zeltsysteme Large tent systems for events & organizations — seeks to utilize
Indian’s penchant e.g. for big marriage ceremonies

Vibracoustic Development of affordable & high quality auto components for
Tata’s Nano, Indica Vista etc.

Bajaj Allianz "flexible, affordable and easily available insurance to the masses
in the semi-urban and rural areas.“ (e.g. for Rs. 240)
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INDIA'S SHARE-OF-WALLET IS SHIFTING FROM BEASIC NECESSITIES TO Sales of
DISCRETIONARY ITEMS
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Accumulated profits in the industry rose from $ 3.9 billion in FY 1991
to $ 41.6 billion in FY 2005.

Profit per invested $ increased from $ 0.04 to $ 0.20 in this period.

27.10.2009 Dipl.-Kfm. Rajnish Tiwari 13

Chances for German (Medium-sized) Firms

* India’s mass markets are characterized by a large volume, steadily
growing purchasing power and aspirations for a higher standard of living

* Chances in both B2B and B2C segments (partnerships)
— Infrastructure projects & Component suppliers
— Durable and fast-moving consumer goods (FMCG)
— Services, e.g. Mobile Commerce applications (e.g. Content, Banking, Ticketing)
» German businesses (outstanding reputation), especially SMEs (flexible,
innovation-inducing work culture), with institutional backing at home are
ideally poised for taking up the emerging opportunities in India

.

India’s volume-driven markets offer an excellent “win-win” incentive
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The End!

Thank you for your attention!

For further information...
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Tel: + 49 (0) 40 — 428 78 — 3776, Fax: +49 (0) 40 — 428 78 — 2867
E-Mail: tiwari@tuhh.de

http://www.global-innovation.net, http://www.tuhh.de/tim/
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