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LG Electronics India

Can the new strategy give the Korean Chaebol’s Indian subsidiary the

X factor it needs to place itself on the trajectory of fast growth and, equally

importantly, fend off competition from blue-blooded rivals like Sony and

compatriot Samsung?

Blue Ocean Bandwagon

C O R P O R A T E   S T R A T E G Y

If you cannot beat your rivals, don’t
join them. Rather, make them ir-
relevant—that’s the essence of the

management strategy, popularly
known as the “Blue Ocean Strategy”.
Hence, when LG Electronics India, a
subsidiary of Korean electronics giant
LG, announced to follow the footsteps
of its parent, which is implementing
this strategy in its subsidiaries, world-
wide, it marked a strategic shift in its
long-drawn approach of being a mass-
marketer, which enabled it to win mar-
ket share and mindshare in the Indian
market. However, of late LG India has
been failing to sustain its leadership.
Through its new strategy, the company
hopes that it will not only capture new

and unexplored markets, but also con-
solidate its market leadership in fast
growing segments of consumer elec-
tronics, home appliances, and mobile
handset markets. Armed with its new
strategy, LG India plans to double its
sales volume and profit by 2010
with 30% of its sales volume and 50%
of its profit coming from Blue Ocean
products.

The Korean major, which made a
failed attempt in 1993, re-entered in
1997, only to emerge as a formidable
player in India’s fast expanding elec-
tronics market. Having learnt its les-
sons well, in its second foray, the com-
pany went on to acquire leadership in
several segments of the electronics

market in the country. Within a decade,
Kwang Ro Kim, the then MD of LGEIL
was instrumental in making the Indian
subsidiary, a giant worth $2 bn. How-
ever, after being on the fast track of
growth for long, the company has, in re-
cent times, been finding it hard to repli-
cate its past success. This became ap-
parent when last year, it indicated that
it would miss its ambitious target of
$3 bn (Rs. 15,000 cr) in sales expected
to be touched by 2010. In fact, it origi-
nally had planned to achieve this feat
by 2007 itself. However, its failure to
meet its revenue target, by a huge Rs.
500 cr (Rs. 7,500 cr vs. Rs. 8,000 cr) in
fiscal year 2005, came as a major
shocker and probably forced the man-
agement to redraw its growth strategy.

Diet LG!
However, the decision to embark on the
Blue Ocean Strategy preceded a series
of events which prompted the Indian
subsidiary to toe its parent’s line. After
witnessing a strong surge in growth and
market share, LG Electronics India be-
gan to notice that in the process it has
also put on a lot of flab. The realization
dawned when Kim was on a business
trip to Indonesia, couple of months be-
fore he relinquished his role at LG
India. Kim found that LG’s Indonesian
operation, which though is essentially
export-focused and has a different busi-
ness model, was equally productive as
its Indian subsidiary, however, with
less than half of the workforce (read:
executives); while Indonesian subsid-
iary managed with only 50 managers,
their number in India was as high as
120. This led Kim to initiate a major
layoff which saw many top level execu-
tives exiting the company. Besides, he
also went on to merge some of the re-
gional branches to cut costs. The com-
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The primary objective behind adopting the Blue Ocean Strategy is to create

“Untapped Market Space” and “Opportunity for higher profitable growth”.

What is the rationale behind LGEIL adopting the Blue

Ocean Strategy in India?

Gabor George Burt: LG is adopting the Blue
Ocean Strategy (BOS) in India as part of its
global strategy. LG has set ambitious growth
targets for both revenues and profits for which
BOS provides the blueprint for achievement.
While other strategic concepts tell companies
how to survive or realize incremental growth in
well-defined, over-saturated markets (which
we call “red ocean” market space), BOS gives a
framework for breaking away from the compe-
tition to achieve high customer value and prof-
itability simultaneously (which we call “blue
ocean” market space).

More specifically, India has market attributes that make
the application of BOS especially compelling: It is a vast and
rapidly evolving market, so the business potential is ample
over here. Indian consumers are very sensible and closely con-
sider product attributes before purchase; so real product dis-
tinction is important.

Furthermore, LG has a strong position in almost every one of
its product categories in India which would be difficult to maintain
and expand, unless a strategy of continuous innovation is adopted.
And lastly, LG is looking at India not just as a market destination
but also as a production and export base. Therefore, adopting the
right strategy and accompanying internal culture will help LG to
build a strong international center of operations in India.
M B Shin: The concept of the Blue Ocean Strategy as adopted by
LG Electronics worldwide, lies in strengthening business capa-
bilities and streamlining business structure thus being able to
achieve the “Global Top 3 by 2010”. The primary objective be-
hind adopting the Blue Ocean Strategy is to create “Untapped
Market Space” and “Opportunity for higher profitable growth” by
finding new ways to cut cost and grow revenues.

What are the areas you see them to cover under this strategy?

Gabor George Burt: So far, the product area which seems to
have received the most media attention is consumer electronics.
However, I think LG’s intent is to apply BOS across all product
areas, be it in consumer electronics, home appliances, IT or GSM,
in order to double worldwide sales by 2010.

The idea of setting ambitious overall goals and using BOS
across all product areas makes good sense. It signals that inno-
vation and growth is not the expected responsibility of one area or
department, but rather it’s a company-wide, collective effort that
brings to life the creative potential of all employees. BOS works

M B Shin

Managing Director, LG India

best when it becomes an integral part of a
company’s core philosophy and culture, so that
employees are continuously asking questions
such as: “How can we turn customers into
fans?”, or “How can we innovate our value
proposition?” or “What can we do to attract
non-customers?”
M B Shin: The five key areas which will be cov-
ered under the strategy are products, business
model, work, system and human resources.
� Blue Ocean Products are products and
services which create a differential value for
the customer, thus opening up vast, new mar-
kets to drastically improve profitability and
market share.

� Blue Ocean Business Model is one that focuses the efforts of
the company on providing differentiated value to customers.

� Blue Ocean Work refers to raising job efficiency in order to do
the same amount of work in half the time, therefore allowing
us to reduce time used on low-value work, while concentrat-
ing in the work which is most directly related to performance.

� Blue Ocean System is one which makes it possible to in-
crease work efficiency and create outstanding results.

� Blue Ocean People refers to people who use their strong
winning spirit and creative mentality to create outstanding
performance.

Do you think that the strategy will help LGEIL to sustain its leadership?

Gabor George Burt: Absolutely. While there is no such thing as
a magic formula of success, BOS does provide a systematic way of
identifying and creating high growth opportunities. LG is looking
not just to maintain its leadership position in India, but to con-
tinue to grow, and to transition from a mass brand to a premium
one. These goals require an approach of continuous, high-impact
innovation, which is very well in line with the focus of BOS.
M B Shin: Yes, the Blue Ocean Strategy will definitely help
LGEIL sustain its leadership position. LG Electronics is in an
industry which is continuously moving towards an era of
customization and convergence of products. This convergence has
increased the level of competition among companies, thus creat-
ing an environment in which “only the fittest survive”.

LG will be entering new segments and markets, aiming to
create uncontested market space and thus strengthen its
overall capabilities to deliver quality premium products, en-
hancing its offering to consumers around the world. Through
the adoption of this policy, LG plans to launch products or
services which create or significantly increase its market
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shares and profit by offering differentiated values in view of
customers.

What are the stumbling blocks which you consider they have to confront with

to achieve this goal?

Gabor George Burt: I would mention two stumbling blocks.  The
first is internal. BOS is all about letting go of traditional market
assumptions and taken-for-granted market boundaries. This de-
tachment allows for the liberating exploration
of market opportunities that lead to blue ocean
discoveries. Therefore, the stumbling block here
is shedding the traditional red ocean mindset of
competition benchmarking. LG’s success will in
large part depend on the commitment of its ex-
ecutives and openness of its employees to pur-
sue the blue ocean philosophy.

The other stumbling block is external. In-
novation by definition is disruptive, because it
changes the way something was done before.
For innovation to be successful, the target cus-
tomers must fully understand and embrace
its benefits. So the external stumbling block to
confront is market acceptance. A quote by
American journalist/author Virginia Postrel perfectly captures
how to overcome this stumbling block: “The most successful inno-
vations are the ones that we stop noticing almost immediately.”
So you want to continuously create market innovations that are
not seen as disruptive but rather are completely compatible with
the lifestyle of target customers.
M B Shin: The Blue Ocean Strategy is a theory adopted by LG
Electronics worldwide and to put this into practice on a global
level is one of the greatest challenges for LGE.

How do you view the high attrition rate and its impact on Blue Ocean Strategy?

Gabor George Burt: The subject of attrition relates to Blue
Ocean Strategy in several ways. Firstly, in terms of corporate
expectations from the internal innovation process. A central
theme of BOS is creative, unconventional thinking, which is all
about exploring the unknown and stepping outside the comfort
zone. Companies today, with the most successful innovation
processes, recognize that failure of some ideas play a big part in
the overall success of the innovation process. Therefore, they
actively encourage their employees to take chances and to expe-
rience failure, which they know will lead to future successes.
Put another way: To increase your rate of success, you have to
increase your rate of failure.

Secondly, attrition speaks of the need for the continuous prac-
tice of BOS. Some companies may come up with a very blue ocean
strategy, then sit back and watch the competition catch up and
suck them back into red ocean. This is not a sustainable high-
growth strategy, and will lead to attrition. Instead, companies
need to continuously re-invent themselves to stay in the blue.

And thirdly, attrition can be talked about regarding manage-
ment concepts in general. There is the notion that management
concepts have a rather limited shelf-life, a flavor-of-the-month

appeal that is soon replaced by another concept. However, there
are strong indications that Blue Ocean Strategy has lasting im-
plications and staying power, as demonstrated by its unprec-
edented international appeal and wide application. The reason
is that BOS provides an intuitive, visual, and easy to use frame-
work that not only makes sense of the business world’s chaotic
progression, but enables companies and customers to simulta-
neously benefit from it.

M B Shin: LG believes that great people make
a company great. By emphasizing teamwork
and creating a fun environment for the employ-
ees, LG has laid the foundations to build a
great company. Our ideal employees are cre-
ative, highly productive and thriving on chal-
lenges. The technology leadership position that
LG now enjoys is a direct result of the people
who have always placed “we” before “I” and
faced challenges with a “can-do” attitude.

We have an attrition rate of 4-5% which is
much lesser than the industry average of 8%.

How do you grade LG vis-à-vis other competitors like

Samsung, Sony, Whirlpool, Nokia and Motorola?

Gabor George Burt: It would be hypocritical to make outright
comparisons among these companies, since Blue Ocean Strategy
prophases not to benchmark the competition. So I don’t want to
give the impression that such comparisons are the right measure
of success. In fact, there are examples of major players in certain
industries, all successfully pursuing BOS in parallel, such as the
leading banks in the South Korean banking industry. So maybe
the more appropriate question is not how do direct competitors’
score against each other, but rather how does a whole industry
score versus another in terms of blue ocean results.

That being said, of the competitors, Samsung has been the
most advanced user of BOS, to the point that they have a rigor-
ous, company-wide innovation process which is  focused on BOS.
In this respect, they are certainly a good example to emulate.

It’s also noteworthy that LG has become one of the most
publicly vocal companies about its strategic pursuit of BOS. This
of course may be part of the strategy itself: To signal to all em-
ployees, customers, business partners and competitors alike
that LG is fully committed to creating blue oceans.

Any other comments?

Gabor George Burt: One parting comment: It is useful to take
a step back and ask, what is the common link among all the
companies that are successful in creating blue oceans?  To me the
answer can be distilled down to two words: Lifestyle enrichment.
Companies, including LG, that understand that they are not in
the business of selling certain products or services, but rather in
the business of delivering lifestyle enrichment to customers, are
the ones that prosper. Blue Ocean Strategy helps to instill this
perspective, and once it takes root, a company can continue to
stay highly relevant to customers, drive lifestyle changes, and
continuously create blue oceans.

Gabor George Burt

International Expert on

Blue Ocean Strategy

LG Electronics India
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pany merged its branches at Amritsar,
Guwahati, Silchar, Rajkot and Udaipur
with other branches.

A section of analysts believe that
Kim knew that unless he cuts flab and
shifts gears, the mass marketing
strategy would soon strain its margins
and bottom line. The concerns were not
invalid though. The Korean major was
facing the heat in the mobile handset
market from mobile giant Nokia as
well as a reinvigorated Motorola, and
arch rival Samsung. Also, it had to face
significant challenges in the home ap-
pliances and consumer durables mar-
ket from Whirlpool, Sony, and
Samsung. No doubt, the rising compe-
tition is beginning to take a toll on the
company’s sales growth. The
company’s revenue growth has been
dropping consistently since 2004 on-
wards: It fell sharply from 44% in 2004
to 15% in 2005, and then to 10% in
2006. The situation at the parent com-
pany too was not good and necessi-
tated making a shift in strategy to sus-
tain growth. LG’s operating profit mar-
gin shrunk more than half, from 5% in
2004 to 2.3% in 2006.

Betting on “Blue”
The idea was first explored by W Chan
Kim and Renee Mauborgne in their
book Blue Ocean Strategy: How to Cre-
ate the Uncontested Market Space and
Make the Competition Irrelevant,
where they referred Red Ocean as the
frequently accessed market space

where competition is based on price.
The Blue Ocean Strategy, in complete
contrast, refers to venturing into an
uncharted territory hitherto undiscov-
ered, which for LG means “an epoch-
making move to strengthen business
capabilities and streamline business
structure in the five arenas of prod-
ucts, business models, work, systems
and human resources”, as the com-
pany declared.

To bring the Blue Ocean into prac-
tice, in February, last year, LGEIL
formed a core team in India, named
“Blue Ocean Strategy Department”,
comprising of three people, taking two
officials from its Home Appliance di-
vision. The strategy is aimed at strad-
dling across other product categories
like mobile phones and personal com-
puters, where the company is on the
way to enlarge its distribution net-
work, and introduce more phone/PC
models with the latest technology and
an easy customer interface.

The move to adopt Blue Ocean
Strategy is seen as an ambitious drive
to resurrect LG globally. The strategy
aims at designing in order to exploit
opportunities, so far untapped; either
within the present segments of LG or
outside, where there is zero or negli-
gible competition. However, critics
doubt whether such a strategy can
fetch the desired rewards in the In-
dian market where it succeeded owing
to its tailor-made strategy. Initially,
the company focused on strengthening

its brand’s recognition by concentrat-
ing on health consciousness and excel-
lent service, while on the other hand,
carrying on innovation of low-priced
products across categories like color
televisions, refrigerators, air-condi-
tioners, microwaves, washing ma-
chines for middle income people. “It
works both ways for us. We not only
achieve higher sales, but economies of
scale also in the bargain, helping us to
keep affordable price tags on our prod-
ucts. It is not a price warrior strategy
as the industry likes to put it,” ex-
plains Girish Rao, Vice-President –
Sales and Marketing, LGEIL. Soon
the company was able to establish
clear leadership in segments like color
TVs (26.6%), microwave ovens
(37.2%), washing machines (28.8%)
and, DVD players (24.3%).

But as the Indian electronics mar-
ket is growing at a CAGR of 23% and
expected to reach $40 bn mark by
2010, the transnational giants like
TCL are coming with a handful of new
range of products, bringing prices fur-
ther down, which poses a serious chal-
lenge for LG. And, the revival of
Sanyo-BPL joint partnership, where
they decided to market their brands
separately with BPL focusing on the
volume segment and Sanyo to concen-
trate on brand value, only adds to the
fear. Surprisingly, LG, even after suc-
cessive price cuts and cost reduction
to achieve volume growth, finds it
tough to sustain profitability. The
company’s operating profit slid down
almost in all segments from digital
appliances (-9.1%) to digital media
(-83.8%) to mobile communications
(-60%).

Not to mention the digital display
unit that registered an acute loss in
2006 in sync with the fact that the
LCD arm of the LG group, LG Philips
LCD—a joint venture between LG and
Philips—posted an operating loss of
KRW 177 bn (US$190 mn) in the 4th

consecutive quarter. Admittedly Ron
Wirahadiraksa, the CFO of LG
Philips LCD, said, “We are now at a
crucial inflection point. Without addi-
tional measures relating to product
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Making a shift from the “health” platform, the

company now focuses on the “health plus” front,

and will sell entire range of home appliances
products under the “Intello” umbrella.

mix, cost, and productivity, we will not
be able to deliver value to our share-
holders”. Though the company did
much in maintaining healthier inven-
tory levels and reducing costs at an
expedited rate, they did not help ar-
rest profit erosion.

The other side of this strategy en-
tails a complete realignment of the
management to make the company
more customer-centric as well as cost
competitive. Under this strategy, the
company has merged three categories
of home appliances, viz. washing ma-
chine, vacuum cleaner and microwave,
with its refrigerator business to form
a new “Kitchen Appliances Business
Group”. Y V Verma, Director (HR),
LGEIL, said, “The idea behind the cre-
ation of the kitchen appliance group
was to bring synergy. We wanted to
club all the product categories whose
purchase decision is made by the
housewife”. Making a shift from the
“health” platform, the company now
focuses on the “health plus” front, and
will sell entire range of home appli-
ances products under the “Intello”
umbrella. The company is also looking
forward to center on high-end products
like Whisen range of wall-mounted
air- conditioners (Rs. 50,000 and
above), Dios refrigerators (Rs. 65,000
and above) and X-Canvas plasma TVs
(Rs. 100,000 and above). Nonetheless,
the company is planning to foray into
retailing with a range of premium

products like, high-end LCDs, plasma
televisions, notebooks, PCs and also
the premium end of air-conditioners.

But the change in strategy (to-
wards Blue Ocean) has raised many
eyebrows as it retrenched a number of
top executives of the company and

caused uncertainty among the rest.
But Kim, who sees it as “creative de-
struction”, explained the move as, “We
never wanted to change people. What
we wanted was a change in the way of
thinking and if one individual couldn’t
bring that change we made some
changes.”

Nonetheless, despite the initial eu-
phoria, a section of experts doubt
whether the high-end strategy chosen
by LG can lead the company to “Blue
Ocean”, especially amidst competition
from innovation-driven, smart rivals
like Samsung and Sony. Further, given
the fact that LG’s success so far has
been scripted by its success in rural
areas and mass market products and
also that 70% of the rise in income
comes from middle income groups of
India, especially from rural areas, the

new strategy may not be able to deliver
the desired result. Also, the exit of Kim
has also prompted skeptics to doubt
the success of its new mission. To add
to its woes, Apple Computer has come
out with its long awaited iPhone,
which, as market research reveals, will
reduce the market share of all high-end
players. Experts feel that LG needs to
build a brand like Sony’s Walkman or
Apple’s iPod for turning over a new
leaf.

Taking the plunge
“In this ever-changing flux in the mar-
ketplace, there is sufficient elbow
space and window of opportunity for
every new company which understands
consumer needs, wants and aspira-
tions better and can put its act to-
gether to deliver the same through its
products/services”, feels L H Bhatia,
adviser with Sanyo-BPL.

Optimists hope that LG, which
has proved itself globally with a few

top-selling Blue Ocean novel products
like the Qiblah phone, the world’s first
mobile handset with Qiblah indicator
which points in the direction of Mecca;
the TV refrigerator; the Swarovski
Crystal refrigerator; and the bag-less
range of vacuum cleaners, is likely to
replicate its success in India as well.
Another fact which boosts the Indian
subsidiary’s chances is that, LG tasted
huge success with its KG90 handset in
countries like China and Malaysia,
where it began its journey with
“affordability strategy”. With chang-
ing lifestyle and rising income levels,
the stage is set for the global giant’s
local operation to take the plunge.�
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