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Introduction - Objectives

Thiz iz a group manapemeant project wiidh will fulfil the obyjective proposed by Tata Consultancy
Sepices [TOS)« Strategic Analyais of Berospace and Defence Industry.

TS wants to offer it senrices ta the Beradpate and Defence zactor [ARD) particularky in the UK and
Eurapean markets. Ta adhieve this objectie TCS wanted to conduct a detaded analyss of the
Baraspace and Defence sector and same of the major players in thie sector. The companies that TCS
wanted to stody are Aoliz Royee, Megpitt, Cobham, Qinetid, GEN, Finmectanica, Babcock, and
Bombandier. TOS wanted to analyse each of these oompanies on vanious perspectives such a
shratepic and financial (AED, irmestmeant plare, Merpers and Aoquisition planz).

Anaksiz of these companies in the batkdrop of trendz in the A&RD industry would ultimat dly enable
us to adwise TOS on wanious opportunities that avadabde in the ABRD industry fpace in Eurape,
particulary the UK. This in tonn would anate TCS to formulate a strategy to enter the Europe an ARD
market where currently it had no presence. Furthenmane, we would alto adwize TCS o ary tros

selling opportunities that are available in the ABD space within Europe.

Overall, once we perfonm the abowve analvais, we would be abbe ta recommend and sugpest TCS on
the fallowing

«  ldentifying the challengicg factor: and opportunitie: that ane present in sarospace and
defand e Lot binr.

«  Evalating and identifying vanious Bbusiness challenges faced by the companies, whene TCS
can offer carvices and sodutions.,

«  Anaksing the campany in terms of future strategy and drivers will enabde ot to understand
the cuthook of the company in the near tenm.

«  After evaluating all the abowe paints, a strategy for TOS to enhanoe its butiness solutions
offening s within the B0 market in Eunope and the UK.

For kterature review we have chaen Resource Based view (ABY | & a todl 1o anakyse the following :
‘In the light of defence cuts that are impacting gobal serospace and defernce market; can a company
sustain it competitive advantape solay based on it resounces ¥« A0 ABY parspective’ .

A part of the stody we will analyese two companies Raiz Royee vi Maggitt (amerging plaver] in
aergpate and defence sector through the specs of ABY.




The main abjective of this literature review i< to soe can these plavers sustain their competitive
atdvantape in the face of budget cut. Curnantly Ralis Royee & ane of the leading plavers with 2. 6%
of Global senospace and defence market & of Mardh 2012, (PWC, 2012 | Megpit iz a0 emerging
player cumently holding 0.34% of Global serospace and defence market. (PWC, 2012

Reasons for choosing the topic

Glabal econamies are expenending budget cuts and sustenity measures in vanious sectors linduding
defance) due to wremployment and general Tdl i Butines:. Under soch condition i become: a
challenge for al the finms to fustain competitiveness, Same campanies cansider tudh ecanmic
penicd & a time when revenoe of the finm will po down and wait for night time to act. Some
campanies oonsder this 2 a suitable time te implameant developmental and restooctuning plare ta

prapane them for econamic uptunn.

Thiz attracted our attention where we could rdate our company project a2 a ive examgle of thiz
ectnamic mavament. Our team & perdorming the analyes of Sercpace and defence sector for Tata
Cansultaney Sennces, We dedded to corgider Ralls Royee, the second larpest camiice provider in
defence sedctor and Megpitt the emerging plaver of this sector. The reazon behind saection of these
twa fimmz i to ampane the major player and emerging player in tenme of thair core oompetancies
and strengths and to anake thair srategies by which they are planning to bring about prowth and

profit under sudh unfavourabie condition.

In ander to continue with the analvae and denive the contiugion from it we have uzed Resource
Batod View frmewok whens aur fotus ig e find out the main resounce: and capabillities aach finm
hat and how it i2 helping them to campete and 2ustain in the presect econtmic candition. We have
taken inta corsidermtion the financial, tedinical, human kills and operational agpects for bath of the
camparie: and cnoated VRIM frameawad: which indicates the unique strangth sad firm anjoys and
how campany has uged it il now o develop it Buginess . The main purpase of thiz analyas iz to find
and oompane how a Big firm and a relatively small fiom pets affeded by urfavouable changes in
their industey sector and wihat are the factors that balpe a big campany and amerging campany o
sustain and increase the profit. This iz more about rezeandhing how much of a company's
campetitiveness iz doiven by sheer scale and how modh by ite oore competencs, innovation, AED

spending ete.

Further we have taken into consideration the imitations of ABY analveiz and have uzed Strategic
Parformance framework where we have sugpested future development soope for eath fiom. Under
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thiz section we have seandhed for future trends that would be beneficial for industnies in aenospace
and defence industny to intrease thair revenoe and market size. Thus we amived at came trends and
stape for development in future whidh these companies can fotus on and exHait them wsing the

resource: and irmmestment plare wihidh the companies Al sty posses

Methodology

Overall Project Approach

The stody would be condocted on the Basiz of qualitative data 2econdary sountces ). We would po
about gathening the data through vanious publically available information and university subsdnbed
widiitel

In arder ta po about providing TCS with the needed insights on possite apportunities to enter the
Eurapean ARD market, reseanch through secondary sountes wat the appropnate route. The scope

for primany research was limibed doe to the following neasons,

+ The project soope with TCS did not entail contacting Europe an A&D Companies
= Noither the Unmrersity of Mottingbam nor ary of the members of the groop had any oontac

wiith théé ¢um panias.

Approach to formalate a strategy for TCS

Before ventuning into sdwising TCS on patsible Butiness strategy, badic understanding of the external
factors that could impact the ARD industry & a whoke was necessary. This entaded a detaded
understanding of the Berogpace B Defenoe industny, through vanious statepic tooks for analyas sodh
&t PESTLE and Porter's Five Farces model.

Once the industry anal<is iz completed it will enable oz ta find the challenges, threates within the
industry. Then we will ook at postitde opportunities that enist within the industry. Upan completion
of the industry analysiz we will recommend the apportunities within the industry where TCS can
pssitty ffer it selutions,

After analying the industey, we would evaluate the sight companies in light of the current trends in
the industry. The purpase of that iz to analyee these companie: to understand their weaknessos and
profems in the ong had. We aim 1o buikd a buziness cae around the problem: of the company

after canefully evaluating the current, future strategies, finandcal performance ete. Furthenmaone, we
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seek ta understand from pubtdically available sources if the entity has a0 existing relatiorehip with
Tata Group. Ay previows business or existing nelatiorehip coukl be leversped by TCS to evaluate
cnzs seing opportunities within the ARD space.

Scannlng the Environment

Evaluatig and scanning the axternal anwironment in the cantext of the derospace B Defance (AERD)
induztry & eential in understanding the dhanges in the competitive envircanment. (Henry &, 2008).
Thene ane vanious todls avalabde to manitar the extarnal environment, to enatie an organisation to
understand the trands within an indwetny and forecast the futore diredtion of these trend:. Ganter
and Duncan {1950) sugpest that the maors analsis adts a2 an early waming syitem to predict
opportunities and threatz, 1o devalop passible responsas,

PESTEL analysiz iz a widdy used tood to understand the paneral environment {ated in Waldh et al,
2005). PESTEL refers to Pditical, Econamic, Social, Technological, Legal and Environmental factors.
Thiz ool can be used by organisations o understand the trends in peneral enwinonment that will
ultimately impact a compary's campetitive enviranment {(Hanry &, 200E)

Political factor evaluate: the impad of diange: i povemment policy which might impact the
induztry. Thiz indude: povernment regaation, tasation policy. Ecaonamic factore ane interest rates,
dispacabde income, inflation and unemployment. Sooal factors are peneally the cultural changes
within the envinonment that shape cansumer bahanour. Adwent of new technology, obaolestancs
can change indwtry dynamics by alowing new competitors to enter the market and gain market
share. Envinnmental factors bawe come intg the picture anly necently, this fator cowvers

amiranmental ittoes, repulations a well & st akeholder valoes,

Legal factore constist of legal factar: that impact the indostry. These factors inciude health and
safety, equal opportunities, advertising standands, consumer nights and laws, and produdt zafety.
{profess onalacadenny com, 2012§

Forkr's Fwe Forces

Thiz framewark analyses the industy from the point of view of a0 incumbent to determine if a new
plaver shoud enter the indwstry Henry A&, 2008).Understanding the campetitive forces neveals
industry's cunrent profitabdity and artiipating competition and profitability ower time. {Parter,
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200E). The five fortes that shane oompeetition in the industny ane entry Bamiers, power of suppliers,
power of Buyers, threat of substitutes, and rvalry among exizting plavers. (Henry &, 2008)

According to Porter a campetitive strategy within an organization should am to find a competitive
postion within an industry that an organization can defend against competitive forces. Their abdity
ta dhange the industny stroctune will be in dired proportian to the five fonoes,

Threat of entry - New antrartz come in and detine to gain madeet shane and in o put pressuns on

prices, and coste . Low antry Barniers restrict the profit potential of an industey. (Porter, 2008)

Threat of substitutez = The industry profitabdity takes a hit when the threat of subztitutes iz high
{Porter, 2008)

Bargaining Power of Buyers = Powerful customens can change the industry dynamics by nepotiating
for lowser paices, domanding better quality of sarmces (thus driving the costs up). Buyers am said ta
hawe negatiating leverages if, (Porter, 2008 |

«  Only few buvers exist, Purdhage walumes nequired by buvers are large rdative to the size of
Zirghe wendor

+ Ifindustny's products are standandized

= Low switching cost to change supplians

*  Buyers can irtegrate batkowards, if vendors are profit abtde

Bargaining Power of Suppliers - Suppliers can benefit by drarging highar price: and pagsing on the
et taindustry participant s, Suppliers are powerful if, {Porter, 2008)

*  Supplier gaoupis mone ooncentrated than the industry
+  Low dependency an theindwtry for revenue

= High switthing costs 1o dhange suppliers

= Products are differentiated (Porter, 200E8)

Rivalry among enisting competitars - If there & high nivalry amang the ncombernt: than the industry
profit ability & again imited. Particulady the nivalry can be destructive if it iz sobaly baged an price.
Thiz iz the cate wien the products are identical products.
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Findings

irkchucsiory Arkalysis
(For detads an PESTEL anahecis and Parber's Five Farces, plaase refer to the appendin no. 1.and 2|

Defancs barket Cumenk Sconaio

The defernce sector remained 2oft larpely on account of defendce cutz anounced by the U5 The
industry i& chalkenged by the prospect of sequestration in the U5, whidh oould trigger furtber cuts in
defance spending . A2 the president's budget forecastod a 1.0% decline in fiscal budget for 2013 and
Gver S5O0 Bdlion reduced Budget spend in the next decade. [Pwl, 2012

The U5 defence spend accounts for about 53.59% of the global spend. Thiz in torm means that the
nor-Amenican ARD companies’ BEiness may reman the same or po a itte hower. Particolay,
cutbatks in some programs could disproportionataly affect European companie: [Dalkite, 2012).
Thiz entads higher campetition between European and US campanies & they plan to tap ememing
markeats,

it 2ok el ko
The European ARD market hae dowed down consdembly in terme of prowth, with just 0.6%
intrease in valoe in 2010 11 {Dat amonitor, 2011).

The LK

Given the challerging market envinnment i the UK, the Mol {The Ministry of Oefance) hat beon
entouraging reduced codt base and singke sourte procunement. In the UK the fotus of vaniouw
programmes is focused on maintaining the existing militany capabiities at a lower cast. The defence
support services market in the UK i estimated to be worth GBP 16 hillion per year by 2020, a
sarvice ked capablities present future growth apportunities.

The current indwtry events include the following [PwC, 2012}

+  Inoreased focus on border secunity and intalligence

& Foous an lower ot base and operational effidencias b0 sunmee in a diallengicg market

+  Ofus an setuning mone cantracts with the U8 MO0 MO0, 2012 - "Mational Sedunity Through
Tedinokogy: Technaagy, Equipment, and Support for Defence and Secunity,” Fabruary 2012 )

+  Enhanced focus on MES [MMergers B At quititions ) attivity

+  Enhanced data oolkection and knowledgeta nepgotiate better with procurement apenoies

12




Iz ST andl Sl oo
Aerospate and Deferce market wae valued at S1066 hillian in 2010 (Datamonitor, 2011). By 2015
the market & expected to prow at 12.9% from 2000 levels 1o reach 51204 .2 bilkion.
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FL ]
AmrospEoe Deferse

The glabal seraspace industry ¢an furtber be sub-divided irta commential sinoraft and defence.

Within the industry defence accounts for about 74.2% of the overall market. {Datamanitar, 2011}

Iapor worl d inark et for Berospaace i Defente

Courtnies in the U5 and Eurape ane the daminant market . Amenica aooounts for ittle mare than half
of the glabal market revenue, Dewkapicg nation: like China, India, Mesico and Bl are amanging
& leading markets, (Wordpress, 2012

13




o Arrericas fcl-Paclfic W Eurcpe M widdlz Esst & Africs

Dedends barkek 2o and Markes Share of apor plagers
Cefances market fexdoding martenance revenue) wat valued at about 677 billion in 2011, PwC,
202}, Acoconding o PWC the Market Share of topeS plavers in the market & a8 follows

M Buzing 0 EADS Luckhzed % alin Generz| Dynanice B BAE Syule i

irkchucsiory SOkt erbioratd ok

Market Shane of TopS plavers alone reprecents 36 5% showing a rather concentrated share among
few industry giants.
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Opportunities inthe glohal A&D market

Information Technology and Cyber security

= Ahthough the miitay bBodpet: ane cut workdwide, the mditary is investing beavily on
irfomation tedinology. There iz soope for information sesteme to stare information and
enemy tactics, IT solution: for real time information processing and manapement faor
shratepic deciion making.

+  Cyber secunity iz anather area where povernments around the workd ane investing inta.
Cytrer seounity market wie about D50 6370 bilion in 2011, farket is enpected to grow at a
CAGR of 11.3% to reat USD 12010 bdilion by 2017, UK Support Services Market iz
estimated tobe 16 bilkon by 2020

« Unmanned Berial Yahides [DAaY) demand iz high; the global market iz expeded to grow
exponantially to US0 BE S0 Billion in nent decade. Globally the market iz expected to grow
4 2E% till 2015 {726 Billian ). The US budget alocated US0 2 S0 billion Tor sdditional UAY
Key Playvers will be Serovironment ine ., BAE Syetams ple. Brad Beraspace Induttnies Lid.,
The Basing Ca., ete.

= (Hher defance sepments that are i demand for national seconity prionities ane cybers
sacunity, satelliter, mistibe: and nudear defence. With China leading the way, infanm atized

war' iz an integral component of defense tactics, {gfinance.com, 2012 )
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Emerglng Marhets

Defance oompanies have stated to focus on growth markets of India, Branil, Middle East and South
Eazt Asia. Although, the entry Bamiers in these countries ane tridoy. Frost and Sullivan (2012) predict
that Asia's owerall budget will account for 32% of the defence spanding wordwide by 2016, up 24%
frewm 2007, On the other hard Morth Amenican @hane & expected o fall from 39% to 29%.

Bxports lead the way/ Malor Deals

«  Mudh of the increase in defance aports hae been supported by gaowing mikitay power in
Adia a China & aenbancing itz mikitary power a: tergion between Marth Konea and South
Korea escalates I 2011, the defance enpart deals increased ta S327 bBillion, i terms of
baddog. With prowth of emerging economies, the appotunity for defence expartz has mane
than doubed from 2006 till 2010 Same of the major industny deals incude,

= Syudi Arabhiahas orders an B4 F- 152 and 70 upgrades, worth 530 bilkion (PwC, 2012 )
= Daseault Rafale fiphter valued at S10Bdilon wens salected By India (PwC, 2012)

= Mt peneration fighter F-35 wae selected by lapan, for about 58 billian (PwC, 2012 )
= Taiwan has arder te upgrade F-16 fleet, 56 tillion {Pwl, 2012)

= The United Arab Emirates boogit 535 billion worth of THARD missdes [PwC, 2012 )
» 10 C-17¢were bought by India for 52 bilkion (PwC, 2012

= Turkey confinmed arders for 100 F- 352 valued at 516 billioniPw, 2012)

India parbicularty remairg a prowth market, as the country is enpected o spend S100 Billion on its
mikitany in the next decade. Boeing iz one of the leading companies that willl provide new systam to
replace India's old fleet of MIG-21 fighter jetz made in Rustia The fighter jetz F-18 of Boaing
compete with F-16 made by Lockheed Martin, the Aussian MIG-35 fighter, the French Rafale
(Do et Awatian), A5-39 Gnigen (S888) from Sweden, and the European Eurdfigtter Typhoon
{EADS). {gfinance com, 2012 )
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Other Domlrant Trends

M A deals soar high

2011 £aw many stratepic transactions within the A0 industry. 341 deaks worth 543 70 bdlion wene
announced in 2011 compared to 332 deaks in 2010, At the beginning of 2011 giobral & B0 companies
tad a total of 549 50 bdlion in free cach flow. (Daliaite, 2012)

Dhefe nce divestures beoome more oo o
A defence cuts loom, most defence companies are forced 1o fotus on being efficent. Thizin tum

reflects a shew of divestures of dow prowth defence deals and private equity exits. Pwl expects the
futune MBS actinity to prow in 2012, {PwC, 2012} The sedtar would streamibine further a2 divesture
of non «oore adsets escalates, Daligite ako foresees same strategic atquisitions

Cefence MEA i< ikaly to be around large spin offs. Furthemmore, & the defence budget iz expected
ta fall further the industny iz mone than likely to consolidate (PWC, 2012). For more infonmation on
larpe deals of 2011, {refer appendis na. 3).

Challenges in the global ALD market
+ The finandal performance of industry players iz likely to be challenged on account of lower

apportunitie: for nevenue growth (Delioite, 2012 |
+  Cost pressone 1o remain prafitabde in the industny ane mounting, as campanies face mangin

pretounes,
+ Az the industry & likely 1o underps mare stream lining of its ot structure, mergers and

acquisitions activity i< on the rice.

Other 1ssues
Industry Rish

Shewricage of Capdical Al huariar res ouwrcs : The rigk and obatsckes the ARD finme ane facing at present

St enanid i< mainky concentrated around capital and human resaunte,

Lang time lag enists between the manufactunng and final zalee. Thus, there & an inberent nzk of
arder cancellation and a oonsequent sakes Baddog that could anise i an economie dowrtonm.

Further, few factors that appravate the nigk are the buge amount of capital requined for Reseands
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and Develapment (RED) activity a2 well a2 the time b0 develop new product and technalogies to
satisfy the future market. The RED actiwty iz corgidered & turk co2t and profits ane uncert asin and
do nat matenalize quickly. Thus RED program puts pressone on profitability and cneates additional
rick regarding enpected cah flow.

Froficabiliog: Higher the operating mangin [owers the risk compary will default on its interest and tas
obligation. Although the margin for CHS Index & higher today than pact decades, it has been

constanthy kower to thase of commercial Indices.

Oprerating b argin oompanson, CH5 Defence Index and Commential Bendum anks, 15902010
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intollactual Capital Loss

The rick of intaliectoal capital los from bath retiress and new entmct: Bas haigitened doe to the
fact that fewer students are abtaining degrees in 2tience, tedinalogy, engineenng and mathematics.
The graduates from these fiekds have decreased from 32%in 19895 ta 27% 0 2004, This could raise
questian on ability of the indwtry to create new product s and satisfy demand. (82 on 12 iy, 2012
Refer appendid ii for mone detals

Figure 31 2000 smployment by sabssctor
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Penslon Cost

Orie more dhallenge for ARD defence finms today is the pansion cost. A pergion plans retorm ane
directiy linked to the stock market return the drop in stodt markets affected the penzion liabilities az
company cah flow decline. 50 finms are fating the finantial cost aniging from scane Equidity and
vidatility in the capital markets and econamic palicy meatune: bke dedreating the defence budget.
{Dallaite, 2012)

Conclusions/ Recommendations

Az the deferee industny pets monre competitane, the semzpace and defanse companies are focused
an product innovations, and serviced. Furthenmane, taking on a Ivbnid approach the companies sm
o maintan a lean operating madel. In addition, the campanies will ook for ways o dentify new
market opparunities and partnens far collaboratian.

15




In light of these events, the businesses ane likely o foous on updating their databases, IT systams

and systems o enhante cwetamer ralationahips [KPAG, Busines: Pulke Surwey, 2012

Possible Buslness and IT solutlons that can be offeced

«  Custamized businezs Irtelligence platforms to track night min of products and markets

=  Enbanced IT system:, databace: to track ot and kean operation:

+  Platfarms and sernices in 2octial camputing [Thiz solution i2 offered by Infosys at the momeant
ta Aeraspace). fnfoss com, 2002} Advanced offenings in Product Life Cpde Manapement
{FLM) and Entarprice Resounce Planning BRF | offenngs.

+  Supply dhain solutions as companies seek apike supply chains (Me Kinzey, 2012 by deploving
erd to end wisbility of invanbory, and improvicg the process of aoet tradking, lopishic:

CATITIUNE At L.

Possible Englneering Services

& Detipn Sannce: in satellite and missdes = these ane the posible prodocts that are poing to
be high i demand

*  Particolady with its Bwionics Salutions offenings TOS can fotus on offening anonic systems
irtegrated with hardwane and softwane solution: in the oyber secunty, safety and mizgion
cnitical militany systeme.

&  TCo can further enbance it end-to-end engineenng solotions o offer better quality serices
through itz offshare centers. Company directors /CE.OL. have dted oot redoctian initiatives
& key areain 2012 [Refear appendix no. 4], KPAAG 2012,

s TCo can also anwest i buoikding on commuonication platform: to facditate real time

irfommation exchange & informatised war' et alates [gfinance, 2012
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Limitations of PESTEL and Porter’'s Five Foroes

Critiques on PESTEL Analysls

By OOHTIpaANIE vanows wews an PEST analyais froim vanious acthors [Bort et al) we find that there ane
arpuments that dhalkenge the usefulness of PEST analysis. The factors considered in PEST anahycit ane
of imited halp to an organization in exphoning and onderstanding the total businezs stenanio,
bBecause they brirg up panenc fachor, fail in dairening understanding of the intenna aticnzhigs and
irtendependences among vaniabbes, and provide incomplete understanding of the {potential)
External dovers of change. [BURT et al, 2006

In our cade thie arpument hokds good. Berepace and Defanse sector i wary volatike in termse of
political, econamic, technological and social. The environment in which thiz industry sedor works in
dependent on vanious other factors. The change in ol price, amplacement, C02 amistion, defermne
bBudpat allocation, market competitiraness and vanious atber factors can affect the ARD sactor.

In ander b have omplete analysis we think that ooy PESTEL analysis is not encugh. It muost be
combined with vanows ather analysis and frameworks where more in-depth infonmation i< avadabbe
ta the manapears co that decision making process can Bbe done with fdll information and corfidence,
The tame indication i given i journals By (Philip Walzh and Burt et alj whene they 2tress on
combining PEST analyas with scenanio planning and internal resounce analysis. The cambination of
bath the traditional approadies and the scenanio approach will belp the fiorm in constucting the

futune strategy in a changing envirenment

Critiques of Porter's 5 forces

Porter's 5 force: anly oover e maono analyas, io. at the indostry levd, a2 apposed 10 the anaksie
of mare specific product-market depments at amicns keval. A2in aenospace and defense industry the
averall structure of Al the companies in this sechor ane neaty same it is the product and sennioe
sapmmant that differentiates them fram their competitons. 5o this moda doss not prowide all ool o
analyie competitons. The modal does not provide ful analyas of complen market strocture. The onby
focws on particular sepments of such industrie:s, however, Bears the nisk of mistbing important
elemants. For examyple our analyasis aboot the companies in ARD sector reveals the complex netwaik
in procurement sector for every company. &2 each camponent is integration of numbers of parts
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supphied By vanious suppdiers. | is wary difficult to anabye the relation or dependency of supplier and
bBuyer. { Grundy, 2006 )

The modd takes inta consideration relatively static market structures. This & not the cate in ARD
sactor. In presert fast paced market: tedhnological breakdbroughs and dynamic market entrants
from start-ups or other industries completely change business campeatition, entry bamiers and
rdationahips along the supply dhain within short imes. The ive example i before oz whene Tata
Consultaney Senice & planning o enter and develop thair Business in ARD sectar. Looking at the
profile of TATA group one can cact ez doubt on this plan. (TS semvices and offening descniption in

Appendix na.d)

The maddl revohres around the idea of competition. It azsumes that companies try to athieve
campetitive advartagpes over other players in the markets ac well a2 over suppliers or custamers.
With thie focws, it negledts ather dtrategies lke drategic aliances, ekedctronic inking of nfarmation
astems of al companies aong a value dhan, witoal enterphise-networks or  athers
Thehdanager arg 2012 . I speaific to our project we bave found that campanie: in ARD sactar hawe
underpone corsdidation where companies on both sides have cortain sdvantages, a2 conditians
affecting the sactor ans changing rapidly.

But § forces model be mone effective and applied Tyctems thinking” . This heiped us to detemmine
the industry attractiveness . It iz not limited to smplistic focuz on relative market prowth rates. This
helped us ta find out the factors, which shoud be considered whike companing companies operating
and competing on different product platfonm. The model alao provded iitial and start paint to start
the induztry and company anak<ie. [Grundy et al, 2006

Literature Review
Researdt methodology iz fdtematic approach to sodwing a reeanch probdam. There ane two

approadies ta reseand ={1 ) qualitative neseand (2} quantitatane rezeandy fwww bignends oom, 2012 |

The ressardh far the above topic iz condudted through quakitative maeandh. Qualitative ressanch i<
*an inquiry proceze of understanding” where the ressancher develap: a “complen, halistie picture,

' 1ts essence s secing inter-medationships rather than bnear cause-and-effect dyains, and in seeing processes of
change rather than snapshots (Semge) Syrstems thinking is away of interpreting the wnhierse a5 2 senes of

i tenc ovwned beed and interredated wivoles. it & 2 way of (dentiFang the indverent organisathon wit hin 2 conglex
situatioon 2w has been Calbed organd sed oonng berd ty-
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analyses winds, neports detalled wews of infomants, and conducts the study in a natural setting”

{Creswel, 1598, p. 15). In thiz method the neseardt & conducted thnough the kens of constroctnist

{Guba ELincaln, 1582 ) and adwocacy perspective (Mertens, 2003 |

A part of the stody we will evaluate the two companies through the kens of Resource Based view of

the finm. For the purpases of the stody we uze qualit ative rezeandt = secondary methads. The use of

sacondary sounce: data refer 1o uze of exigting data 1o answer a nezeardy question that differs from

the ane in primary stody Mesrt & McDougal, 1985; MeCall et & 1991). The seape for canducting

irtennews did not make sense Smply due 1o the ladk of contacts with the company either by the

shudents ar the university.

Deslgn of the study

{1}

{2)

Crat a Cedbaction

The qualitative approach to the stody entails that the data be collected on both companies =
Aoz Royee and Megpitt PLC to understand the competitire advantape:, competance of the
firm & well & firm resountes . Here most of the data for the stody iz taken from negpedtive

company websites, conference calls and imvestor present ations.

Dhata Arahei
Az painted out by Mermiam (195E), in qualitative anaksis coolection of data a2 well as
analysic ame taken op timultanecusdy. Data Analyais invadves application of logical or
statistical techniques to evaluate the data. Hens we have rdied on prevakent managemeant
reseanth ta suppart our analysis and findings. According to Shamaa and Resnik {2003 ), these
anavtical procedures ‘provide a way of dawing indudive inferences from data and
distinguishing the signal {the phenomenan of interett) fram the noise {statistical
fluctuationz) present in the data®.

The steps in data anaksis include,
=  Prmary evaluation of data
«  Apaksiz of data weing Resource Bazed Yiew (RBY ) framework to identify the core

campetance, and resources of the campanies
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(3) Inference and Anahy s
Anaksiz of the data to answer and evaluate the ezeardt question. It need: o be pointed
aut here that the anaksis of qualitative data iz subjective and suffer from lack of consensus,
(At tman et al, 2001

Az the study iz conducted solely Bazed on irfomation that has Been published an the public domain,
the Emitations are that the data may not be validated . Athough there iz & wide ranging arpument by
reseanchers that validity iz not applic abde to quakitative reseanch, Creswell & filler (200 argoe that
researcher's panception o validity affects the validity itealf, (landagh at al, 20100

Furthenmang, thare iz seape for Biae given the intarpretative natore of the researd. (lvankbova, 2002 |

Resource Based View (RBV)

The resource Bbased wew of the firm waz introdoced in 1591 where rezources and capabilities of an
arganization were uged to understand the sustained competitive advant age of a finm {Banney, 1951).
The batic dex of the concept were estabiizhed neady two decade: apo- {e.g., Baney 15991;
Hendersan & Cockburn, 19%4). Each finm has its unique esources and thie hetempeneow: ekemeant
canfers differences in competitive advantage and thee pedomance [Hammel et al, 1990; Reed at al,
19904 It iz important to note that not all resounces can be source of anmpetitive advantage. The
resource: that ane valuabde, rare, inimitatde and non-subetitotable oreate a sustained competitive
advantape. Firstly, the resounce aught be valuatde (Barey, 1986, 1991, 1997 . Secand, the resource
be rare (Barmey, 1986, 1991, 1997 ). Third, the mesounce must be band toimitate (Bammey, 1991, Collis
et al, 1595}, Fourth, there should nat Be an avadabde sobstitute for the resource [Bamney, 1591,
1557 Coliz and Momtpomery, 1985 Cienidor and Cood, 1S85). Lastly the resaunce should not be
eatity tradaiie (Dierickn et al, 1989 and Peteraf, 1983).

Strategic capability of a company iz danived by both nesource: and it competendes, “Strategy is
likely 10 be exprezsed in broad statements both about the direction that the organization should be
takicg and the types of acion required to achiews objectires” (obnson, Schaes, B Whittington,
200%5). The stratepic capabilitie: anabde an organisation cneate value by “seek ta build competitive
advantape” (ohnson, Sdioles, & Whittington, 2005).

With the Resounce based wew of the finm the competitive advanrtage: and perfomance of the firm
it empained, asthe resource: ane diztinet. (dobreon, Scholes, B Whittingtan, 2009 ). Resource: of the
firm are zaid to be valuabde in a market and it can act a2 an entry barnier. Econamies of stale with

the uge of restounce ane prime example of entry bamier. If the resounce is a postion bammer then it
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may be iraticnal for a new entrant 1o buy the resource. Ovemall, RBY of the firm ewHains better
performance of finms and thus the competitive edga. Supenior parfonm ante & medured in terms of
intreased profits, sakes and market share.

Core Competence of a firm came to the forefront with the necopnition of intellectual
capital fproperty & source o differantiaton. Thiz was larpdy a oniticiam of Portar's fime farce: a it
faded to identify resounces through which companies can enhance thar competitive edge. [Hafesz
et al, 2002} . Prabalad and Hamer's influential wee of the tenm core campetence was more 20 1o refar
to collective leaming and rescurce: that are difficult to imitate. Care competencs by definition

should provide sccess ta a range of marketz (Hameal, 1993 )

The competence wew of the finm brings out the fact that core competence iz not dizérete asets
Rather core campetence offers a unified framework for diversification and unigue resountes and
learring. Core competance & an integmatod, coledtire leaning of the whale arganization (Prabal ad
and Hamel, 1990). irtegral to the concept of core competance & core tadinaagies. Mg, the ability
of the arganisation o unify muttiple technologies i what differentiates the fiom . ‘Creative Bunding'
of mary technologees and costamer knowledge & wh at creates & campetitive advartape.

Tezt of Core Competencai three staped.

« I it offering competitive differentiation
« s thisspread, diversified acroes business?

« =it difficdlt for the competitons taimitate

Az ABY evohrad, a new pepactive of capabilitio: was added to oventome shortoomings within ABY.
Cynamic capabiitios defined & (Eizerbardt and fMartin, 2000 Teece et A, 1997). © the capatity to
renew campetencies 50 at to achieve congruance with the changing buwsiness environment” by
"adapting, integrating, and meconfipuning irtemal and external organizational ik, restcurces, and
functional competencies”. Basically these dynamic ¢apabilitios are Budt than acquired in mast cases
Makadak, 2001). Therefore anming i at the beart of dynamic capabilities 7 oo and Wirter, 2002}

The Dynamic capabilities pergpective had been proved esential to understand how fiom has
acquired and resounce:, renewed and eoonfigpured for the finm o surkive (Danneaks, 02 ). Fanm can
a0 enhance capabilities by petting nid of come redundant resources ar Bringing together resource:

in rew weays (Samon and Hitt, 2003).

Other impartant cancept that has evalved from ABY & the distincivenes: of organizaton”’s resountes
that confer campetitive advantapesKay (1993). These distinctive capabilitios are dassified inta three
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are = andhitecture, reputation and innovation . Architedture refers to acompany's relationzhips and

cantaets that emizt inside and autside the finm.

Within the framework of ABY vaniouz other reseanch have redated to mesources. Theze inckude
resources and diverafication [Hamnison, Hitt, Hoskizson, & ireland, 1991, organizational identity az a
resource (Fidl, 1991 |, key executives & resource: (Castaniz B Helfat, 1991

Key resounces include intanpibke assetz that include patents, copenights and chient trust,
ralationships. Ak the capabilities sudh & ghillz and mowledge ana intangible rescunces, [Hall 1593,
Barney B Wright 1958; Smart and Wafe, 2000, Hare even campetitive sdvantage iz explaned by
suprenior custamer value that i trangdated inta competitive advantapge.

According to (Wemnerfelt, 1584, Barney 1986) with the recent development in RBY of the finm, the
asumptions that stratepyimplement ation process can be looked into oot of the cotent o content
of the firnt's strategies & not appropriate. The dtrategy implament ations dkillz have to be rdated to
particular strategies that implemented by the finm . Resoorce Based wew highlights the impartanoe
of bahawioural and sodal phenamenan in halping finms to formulate and implemeant their shratogio:

{Barney 15B6h, 1981).

According toSchein [15B5), cuture iz defined az a “pattern of batik azsumphions = invented,
discovensd, or developed by a gpiven proup as it kean: to cope with the probtlems of external
adaptation and irtemal integration”. Cartwnight and Cooper (1992 ) noticed the significance of
arganizational culture. Acoording to them organizational cuttural contnibutes in understanding the
margar phenmencn both in tenm: of it impact on organzational performance and on the
managers and emplovees invaked.

ABY ewHaire Competitive advantage, from the ABY perspective iz achieved by focwing on and
enaiting the finm's internal chamdtenistics, specifically its resounce pro- fle [Rumealt, 1954 Hamel
and Prabalad, 1984,

ABY approadh identifies human capital, in which the B finm inwests & the potential 2ounce to dreate
supenior performance. Thus, the ABY of the firm offers an enplanation for possible link between
suceess of the company and HRM { Wight et al, 1594, 1998, Lado and Wilzon, 1594; Kamoche,
1556; Mudier, 1996 Banall, 1996, Guest, 1997 Barney and Wright, 1558

Competitive advantape & normally created by natural resounces, tedinology, econamies of scale,
eneates value, atd may be eacy toimitate wiz a v amployment spstem: (Bedker and Gerbat, 1996

If




7E1). & pood HR sy stem may particul sy impart sustained campetitive advantage [Lada ae al, 1594;
Wright &t al, 19%4).

Study - Comparison of Rolls Royce and Meggitt PLC
Rolls Royee

Aok Rovee & a kading company that offers power system: and services in el and defence
industry. The company desigre, enginears and markets oommancial and mditary sero engine: a2 well

& aftermarket ervices. The company ranks second larpest provider of defence and serd engines.

Products /Secvices to the Government

The Engines that are devaoped by Rak Rovee are made in a time of about 345 vears, ad an engine
could Be in service for about 30 vears, (rdlaroyee.com, 2012

Aoz Rovee iz the keading engine provider for military trangporn sincraft, Aol Royee provides engines
for C-37), C-1300 and V-2 Oepney and suppart: ZB00 fined and rotary wing aircmaft with the U5
anmy. Within civl sercspace, Rall: Rowee hat 34% market share in business jet engines.
reEnye. com, 2012

Aol Royee denves vary amall revenoe from the (K, with Europe oonstituting only 30% of itz
révanoe . Emenratg econcmies of Aziaand Middie Exst nepresent higher dhunk of arder boak.
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Eifect of Defence Cut

Rz Royee {AAR) & not wonnied about U5 defence ot of SAETBdEon. With 1B000 aperational angines
glabally AR hold: 2did portfolio of products. Onky 20% of AR Busines nesides in defence senospace
and rest in Ciwl sercspace. Blso oiwl aeraspace had project prowth for next few vears for which
garvices By AR will be required . AR & working an 2 U5 Bir Fonce engine devaopment projects: the
Embedded Turbine Engine and Adaptive Versatike Engine Technalogy, and 2ee noneed 1o cut jobs in

present scenania. (defesenews. omm, 2012}

Aol Rowee revenue parfonmance had been pood, reflecting higher engine delivenies and services
apportunity prowided by the installed angine bace, Blthough, the impact of deferce cut can be falt

by decline in onder book, {{Seuwrce - Rollt Ropee, 2012}

Pefence Business

rartdculars 200F 200E 2005 2010 2011
oricrBcck 1.4 5.5 5.5 5.5 6
arowth 33% 3% 18% % %
Engine Deliverles 4483 317 662 F10 14

The defence cut in the UK has mainky been in personn d rather than equipment. The UK defence
gpanding it curmenty amund 5218 billion. Defance cut in the UK may not bave an impatt an RoliE
Royoe garen the fact that it denives mare revenue from international markete jenbe oom, 2012)

Analysls _Rolls Rovee

Vahues and Culture

Bud i Ok orusk, diriwers by perfomease

+ RolisAovee has built and maintained it imapge with integnity, rekabdiy and nnovation.
Inresgactare of courtny and people, AR ghres utmost importancs in maintaining pood raation
with itz cwstomens and considers it & a platform an which the reputation & bodt an and
maintaired .

+ Ddivening high performance and making their professional fufilment a prionty ane
important steps by which AR creates trust and delivers excellance to chientz. Aalls-Rovoe bas
gained the trust becawe of ite perfonmance . it ha created high expectations and unlodoed
potertial idess . RolE Royee always necognizes enceptional cantributions and inggining others

tareath the tame haights

I8




* AR culture Bae abway:s supported continuoe: personal and profecscional development. In
2010, more than 34,000 Rolis-Royee employes:, from S5 countnes, attended op to 54,4359
hours of training . Ao provided over 2 400 kaming solutions reated to health, dversity and
ethics, to safety and the envinonment and comporate and manapement resporeibdity.

+ RolisRovte encouraged evarpane to create their own takored devaopment programme
gavhich include:s professional acoreditation and support with profesional membership.
(relkenyee cam, 2012

Strategy

Strategy- Cue to wision and continoous pursuit for excallence over the past 20 years, AR hawve
sacured comeitent prowth in four loogtenm markets: manne, energy, and ciwl and defence
abrtspate, by following this strategy over the nent 20 pears, AR iz potitive that the total botiness
apportunity availabie in e markets will be ower 52 trillion . (Rollz Rovee, 2012

Aol Rmece Bas a sobd revenue stream through aftermarket services, anound 2/3 of aftermanket
révenoes ane doe to keng-tenm sennice: apreament and 173 iz from TEM. In Givl about 304 it from

aftermarket and about 14 of it comes from time and mateniak

Global markets The 4 Glabal makets for AR ane Gwl seraspace. Defence Aerapace, Manine and
Energy. A per the butiness readh AR it cateaning o Large customer base with regpect 1o eath of the
markets, With large product and service portffaio and presence in more than 100 counties explain:

the readh of AR
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