The Refrigerator Product Segment





Refrigerators are a unique product among the white goods and the reason that makes them different is that unlike its leading first two cousins, in the consumer electronics (CE) market, viz., televisions and audios, fridges are not made in the unorganised sector. This means that there are few big players in the field and being a technology-intensive segments, only a few of those will sustain their grow and competitiveness.





Demand side Trends





Clear Segmentation : The market is broadly composed of two segments :


a relatively small, premium market mainly concentrated in the urban areas which is relatively more affluent, less price sensitive and looks for features like newer technology, aesthetic design etc.


a mass, rural market mainly comprising the lower income segment which is highly price conscious and looks at value for money


Though this kind of segmentation is valid for all the consumer durables, it is most differentiated in the case of refrigerators. This is because out of refrigerators, ACs and washing machines, refrigerators are probably perceived as the most essential goods, the remaining still being items of luxury. 





Strong growth : The refrigerator is the second most commonly owned domestic appliance in Indian households - next only to the mixer grinder. The market for refrigerators has shown a compounded annual growth rate of 10% from 1,235,000 units in 1990-91 to 1,780,000 units in 1994-95. The annual growth rate of the industry currently stands at around 16 per cent. In value terms, the market is around Rs.12.5 billion.





1991-92 and 1992-93 were  poor years for the industry with demand falling as a consequence of overall economic recession. However following the reduction in excise duties from 1993-95 (which resulted in prices dropping by over Rs.3000 in the case of the 165 litre model), industry volumes picked up once again. This Reduction played a key role in driving an overall industry growth of 41% versus  the  previous year.





Flattening of growth : The growth rate in the refrigerator industry has shown a perceptible flattening during 1995-96 compared to the previous year. This flattening is especially visible in the key 100 and 165 litre category models. An important reason for this is the ad valorem excise duty rates for the 'up to 100 litre' refrigerator models. This 'up to 100 litre' category is, at present, not generating enough sales volume to manufacture to set up dedicated facilities and thus reduce costs. The category is important because it caters to the many smaller, less affluent consumers with very tiny residential space who would make this a first refrigerator purchase.





Significant potential for growth exists : While the refrigerator is now an essential part of any urban household, it is still considered as a luxury in the rural market. This is brought out by the low market penetration levels of only around 17% overall. In such a situation there exists significant growth potential. 





Further, any reductions in excise duties will further spur demand. Volume growth therefore will come from sales of conventional refrigerators - mainly from the rural markets as a result of increasing levels of disposable income, lower refrigerator prices (as a result of reduced duties and increased competition), changing lifestyles and a changing perception of refrigerators as necessities rather than luxuries. Exports are expected to remain negligible as Indian manufacturers find it difficult to compete in the global markets with well established Japanese and Korean manufacturers.





Dominated by 165 litre model : Refrigerators can be segmented on the basis of size (less than 100 litres; 101 - 220 litres; greater than 220 litres) and technology (Conventional Direct Cooling; Frost Free). In terms of size, the Indian market is dominated by the mid sized segment, mainly the standard 165 litre conventional model. The market for large sized refrigerators, though relatively small, is now growing as a result of replacement demand.





The 1994-95 refrigerator sales in the various segments are shown below :


Segment�
% Share�
�
frost free        (all sizes)�
                12.0�
�
direct cooling (>220 litres)�
                  7.3�
�
direct cooling (101 - 220 litres)�
                76.4�
�
direct cooling (<100 litres ) �
                  4.3�
�



Higher growth in frost free segment : The growth in the frost free segment of the refrigerator market is expected to be far higher than the conventional segment. Frost free fridges, which do not need periodic defrosting and ensure uniform temperature, currently have a 15 per cent market share. But this is expected to grow around 35 per cent shortly with future efforts being directed towards environment friendly and energy efficient refrigerants. As of now, the frost free segment has been growing four times faster than the conventional segment as can be seen from the table below :





Sales in ‘000s


�
1991-92�
1992-93�
1993-94�
1994-95�
1995-96�
�
Frost Free�
     Nil�
         60�
       110�
        240�
413�
�
Conventional�
    1182�
       981�
1350�
      1540�
????�
�



However, in the first five months of 1996-97, sales of frost-free refrigerators at 2.25 lakh units grown by only 25 per cent. Stocks thus piled with dealers and distributors across the country without adequate retail off-take.





Supply side Trends





Increasing Capacity : In India, refrigerators are largely produced by the organised sector. The five major manufacturers are Godrej GE Appliances Limited (GGEA), Kelvinator of India Limited (KOI) which has now been taken over by Whirlpool, Videocon Appliances Limited (VAL), BPL Electronics Limited (BPL), and Voltas Limited (Voltas). The production of refrigerators in the country increased from 1,200,000 in 1990 to around 1,800,000 in 1995-96. 





Low Capacity utilization : Though production figures are showing a bit of buoyancy, the total installed capacity being about three million units in 1996, the capacity utilization has been low at 68% in 1994-95. Therefore a situation of overcapacity already exists in the industry today.








Player�
capacity 


   ( nos.)�
production


      (nos.)�
capacity uilization               (%)�
�
GGEA�
   850,000�
723,323�
85.1�
�
KOI�
   700,000�
516,000�
73.7�
�
BPL�
   200,000�
  82,689�
41.3�
�
VAL�
   300,000�
120,000�
40.0�
�
VOLTAS �
   600,000�
353,409�
58.9�
�
Total�
2,650,000�
1,795,421�
67.8�
�



Further, this oversupply situation can be expected to be aggravated by the capacity creation that is taking place. Some of the world’s largest white goods manufacturers are entering the industry and putting up fresh capacities.





Player�
Collaborator�
Capacity


(Nos.) �
Information�
�
GGEA�
General Electric, USA�
500,000�
Location - Mohali, near Chandigarh in trial production.�
�
Whirlpool�
Whirlpool, USA�
1,500,000�
At Ranjangaon (Pune-Ahmednagar highway).  Commencement - end 1997 �
�
CKBirla Group�
LG Electronics, South Korea�
250,000�
To be sold under the ‘Goldstar’ name. Expected commencement - end 1997�
�
Maharaja International�
Electrolux, Sweden�
N.A�
Planning to launch both conventional and frost free models�
�
Anchor Electronics & Electricals�
Daewoo, South Korea�
    100,000�
By 1997�
�



The Ranjangaon project  is one of the two mega projects being set up in Asia by Whirlpool (the other one being a joint venture with Snowflake, China which is expected to manufacture conventional refrigerators). While most of Whirlpool’s new capacity is targeted at the export markets, even the small portion aimed at the domestic market will have a significant impact. Electrolux which has recently acquired Maharaja, is the world’s largest white goods manufacturer and a formidable competitor. Others planning an entry into the industry include  Samsung and Siemens-Bosch (among foreign manufacturers) and Onida & Khaitan (among domestic manufacturers). 





Insignificant Imports : Imports of refrigerators smaller than 300 litres are currently not allowed. For refrigerators of larger sizes, imports are not on OGL and are allowed only if a Special Import License is obtained. The effective duty on these imports works out to 85% (50% customs duty + 20% countervailing duty + 15% license charges).  At this rate, imports are very expensive and can be afforded only by affluent customers - a relatively small market segment. Therefore import of large refrigerators are unlikely to significantly affect the market. 





As far as smaller sized refrigerators are concerned, a rough calculation reveals that even if imports are allowed in future and duties are halved from 50% to 25%, domestic prices will be  cheaper.  Domestic manufacturers have the advantage of lower labour costs (refrigerator manufacture being a labour intensive operation), lower freight costs and lower sales promotion costs. Further, as a result  of tie ups with foreign players, the domestic market will in any case, see the entry of the latest refrigerator models.





Competition





Overcrowding : The entry of MNCs has made the refrigerator market quite over-croweded creating severe pressure on profits. highly competitive conditions. The newer entrants are seeking market share irrespective of current profitability.





M&A was key route to growth : Many mergers and acquisitions have shaped the refirgerator industry, with top global brands competing with each other. In the 70s there were only two leading brands in refrigerators - Kelvinator and Godrej. While Kelvinator retained the number one position. Godrej was stuck at number two position. Other players such as Allwyn, Voltas and Videocon entered the market in the 80s. In the 90s, BPL too entered the scene and with liberalisation, top multinational brands started coming in, bringing with them latest eco-friendly CFC-free technology, aesthetic looks and value-added features.





Godrej formed a joint venture with the General lectric (GE) of the US, who had the latest technology and was one of the bigwigs in the world market, with 40 per cent stake with GE. Kelvinator, long reigning supreme in the Indian homes has had its share of fiascos. When Kelvinator of India went up for sale, Electrolux, the Swedish giant in white goods, having an 8 per cent stake in Kelvinator of India (KOI) as well as Kelvinator being its brand name, wanted to buy Kelvinator of India. At SEBI's instructions that the buyer should pay at least an average of last six months' price for acquisition, the arch rival Whirlpool of the US entered the story.





Electrolux wasn't willing to pay that price, but Whirlpool did. So, Whirlpool actually brought the manufacturing facility and an excellent distribution network. But the main strength of the company was the brand name, which has now gone back to Electrolux.





Next, Electrolux took over Maharaja International, to be used to launch its white goods. It also took over Intron which has a washing machine plant. Maharaja International had its presence, in the washing machines segment and that too mainly in the North, but lately after the takeover by Electrolux, it is expanding both, its marketing and manufacturing structures of international standard. However, Kelvinator of India, perhaps perceives its biggest loss the losing of Kelvinator as its brand name.





On the other hand, Voltas took over the manufacturing facilities of Allwyn as also the brand, while both BPL and Videocon have technology transfer agreement with their collaborators, giving them access to the latest Japanese technology.





Key Players





The present market share in terms of brands in Godrej GE (37.2 per cent), Kelvinator now Whirlpool of India (30 per cent), Voltas-Allwyn (19 per cent), Videocon (8 per cent) and BPL (3.5 per cent). GGEA is the largest player in the industry and has been the market leader since 1991-92. The next largest player is KOI which was the market leader till 1990 when it began facing serious labour problems. Allwyn has been taken over by Voltas which is the third largest player.  VAL and BPL are relatively new entrants and have gained market share at the expense of KOI and Voltas. While KOI’s volumes have stagnated, sales volumes of Voltas (excluding Allwyn) have actually dropped in a growing market.
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As can be observed from the table overleaf, GGEA is the only player in the industry to offer the complete range of refrigerators. BPL manufactures only frost free refrigerators while Voltas & KOI  have no presence in this fast growing segment. 





Segment�
Price Range (Rs.)�
GGEA�
KOI�
BPL�
VAL�
Voltas�
Allwyn�
�
FROST FREE�
9500 - 35000�
     32%


2 models�
�
      38%


5 models�
      30%


2 models�
�
�
�
Direct Cooling (>220 L)�
10000 -18000 �
     62%


3 models�
    20%


1 model�
�
�
     8%


2 models�
    10%


2 models�
�
DC (101-220 L)�
7000 - 10000�
     39%


4 models�
35%


5 models�
�
    5%


1 model�
      13%


1 model�
    8%


1 model�
�
DC   (<100 L ) �
5500 - 8000�
61%


2 models�
    22%


2 models�
�
    3%


1 model�
�
    14%


1 model�
�



With the market becoming more competitive, cost efficient operations and aggressive marketing become important. In an attempt to protect market share, all players have tied up with global majors so as to improve manufacturing and process management techniques and gain access to latest technological improvements  as well as capitalize on their brand equity. 





Manufacturer�
Collaborator�
Nature of collaboration�
�
GGEA�
General Electric Company, USA�
Joint Venture - GE 40%; Godrej 60%�
�
KOI�
Whirlpool Corporation, USA�
Controlling interest - Whirlpool 51% �
�
BPL�
Sanyo Electric Company, Japan�
Technical �
�
VAL�
Matsushita Electric, Japan�
Technical�
�
VOLTAS�
Hitachi, Japan�
Technical�
�
MAHARAJA  INTERNATIONAL�
Electrolux, Sweden�
Controlling interest -  Electrolux 51%�
�



The Electrolux entry has been very recent and has resulted in a piquant situation. Electrolux owns the brand name ‘Kelvinator’ and it is to revert to them in mid 1997 - Electrolux hopes to pick up the existing Kelvinator market when that happens. Until then, the brand continues to be used by KOI which is now a Whirlpool subsidiary. To avert this situation, Whirlpool is phasing out the Kelvinator brand and introducing its own models.





GODREJ-GE APPLIANCES LTD.                                   


Well known brand name with reputation for quality


Only player present in all segments - widest product range


Strong dealer network and good after sales service


Continued commitment of GE to the joint venture is important though not critical


Significant amount of  investment is being made in the business to ensure long term competitive position, including new manufacturing facilities near Pune and Chandigarh.





KOI


Strong presence in North India


Whirlpool’s take over will give company significant strength 


Has lost some ground in recent past - ability to retain loyal Kelvinator customers after transfer of brand to Electrolux will be critical to company’s ability to maintain market share


Has faced serious labour problems in the past





BPL REFRIGERATION LTD.


Sales turnover increased about 60%. But, change in the refrigerator model mix on account of the market trends resulted in lower profits.


Strong brand image and good product quality


Reasonably strong dealer network


Relatively small player - ability to manage larger scale of operations yet to be demonstrated


High import content - faster and greater indigenization is crucial to retain competitive edge


Continues to be the market leader in frost-free refrigerator segment


Launched a 200 litre two door direct cooling model


Developed necessary capabilities of designing and developing new model of refrigerators both frost-free as well as direct cooling including training of engineers in design of new models at Sanyo, Japan.


Expanding its output as also the range of its models. It plans to launch few models every year to enhance its presence in the market continuously





VAL


Extremely competitive - models are aggressively priced


Good  product quality


Reasonable distribution network


Comparatively small player - ability to achieve larger market share while retaining quality will be crucial to future success





VOLTAS


Strong in pockets - South and East India


Brand has lost image - no longer considered to be a premium brand


Sales increased by 20% over the previous year. But, lower margins.


Undertaking a restruring programme to align itself to the emerging economic enivronment. Decided to concentrate on selected core business grouped on the basis of similar technology or markets.


Made investments in capacity.


Increased its products range, and selectively entered into technical tie-ups 


Also enhanced its distibution and service network.


Introducing new variants to improve business. For instance, it is planning to introduce 'Soft Look' models in 165 L and 200 L followed by launch of a premium Frost free Refrigerator in collaboration with Hitachi. 


Well diversified with business in Machine Tools, forklift business which has a strong position in sales, imported Mining Shovels, pumps and projects, chemicals, textile machinery and electrical machinery division 


The Allwyn Unit, being still largely dependent on refregetor business, was hard hit by intense competition in the industry and its revival did not make expected progress. Further, its has not been able to completely resolve the labour problems have been inherited from Allwyn takeover


The Company has been working closely with a Swiss Research Institute (infras) a project to subsittute the present ozone depleting CFC (R11), used as a foaming agent for insulation by Cyclopentane.





MAHARAJA INTERNATIONAL LTD. (Electrolux)                        





Total sales of the Company doubled during the year driven by the tie up with Godrej and Philips.  


But, loss increased due to higher raw material costs of all commodities increased and reduced margins because of the market conditions and due to the OEM contracts with-Godrej and Philips which have a lower margin.


Expansion of the present factory is under way in order to increase production as well the product offering.  


Plans to produce larger sizes in addition to the 165L.  This should result in higher sales and possibly increased profitability








Summary





With the entry of global giants like Electrolux and Whirlpool, the virtual domination of the industry by GGEA and KOI will end.  A shakeout is imminent and market shares are expected to become more equitably distributed. GGEA is expected to remain the market leader in the medium term, albeit with a smaller share than it currently enjoys.


Industry capacity utilization will remain low - the bulk of the capacity creation will come on stream by 1997-98. Individual companies will find it difficult to cover fixed costs unless they are able to maintain reasonable levels of capacity utilization


Profit margins will fall due to 


lower selling prices as a result of  intensified competition


inflation (which will affect input costs)


higher marketing expenditure (advertising, sales promotion, dealer network expansion etc.) incurred in an attempt to capture/retain market share


higher interest charges which will adversely impact this working capital industry


Players will need to increase sales volumes to maintain existing profitability levels. In this context GGEA alone is well positioned - not only does the company have the highest capacity utlization in the industry, but its new plant will be on stream more than one year ahead of the competition.


Members are aware that the Indian economy is passing through a period of uncertainty and some volatility arising from the current political situation as well as the tight money situation. This has not only slowed down orders for capital equipment but has also  resulted in a substantial increase in interests costs because of higher Receivables. Most companies are affected by these conditions which could have a negative effect on the country's growth rate.





diversity has ensured that despite sectoral recessions shareholders have received dividends uninterruptedly 





Company's dealership network and its many establishments strategically located throughout the country.








The Company will need to keep on expanding the output and diversifying the range of its major products so as to maintain and improve its market share, particularly in the airconditioning and refrigetor industries with which it is rightly identified.








