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Success Story

In March 2008, Fiat and Tata signed a MoU with the government of the Maharashtra state to
double the investment at the Ranjangaonplant. This additional investment was meant
to increase the production capacity to.200,000 cars and 300,000 engines per year. Even
though no decision was made on how the total of 200,000 planned vehicles would be divided
between Tata and Fiat in the future, Sergio Marchionne was more than optimistic about the
development of Fiat-Tata relationships:

India is a big market for us. Things have been difficult here, but our relationship with Tata
Motors has been fantastic. Now our new factory at Ranjangaon is operational and we
have an exciting lineup of cars coming in the next few months.*

For Fiat, everything was working out as planned with the first engines coming out in the first
quarter of 2008 and the newly. designed Linea sedan rolling off the production line in early
2009, with only a one-month intentional delay to respect the national mourning for the
victims of the Mumbai terrorist attacks. On the whole, the first year saw the production of
75,000 vehicles, which was a decent jumpstart even though the figure did not reach the
plant’s full capacity.

1 Business Today, October 5, 2008, “Fiat’s man of the moment.”
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Tata also reaped the first fruit of its cooperation with Fiat. In August 2008, with almost-a
year of delay, Fiat-Tata JV rolled out the new Tata Indica Vista model equipped with the
engine produced at Ranjangaon plant. With both the engine and the car itself assembled at
the JV plant, the new Indica Vista was an important update of the model that had been first
manufactured in 1998.

Exports

Joint engine manufacturing at the Ranjangaon plant was originally destined for the domestic
Indian market. However, Fiat and Tata decided that the plant had enough capacity to start
supplying these engines to the Fiat group abroad. The idea was especially attractive to Fiat
since, as explained by Rajeev Kapoor, producing these engines in India provided a 15% to
200% cost reduction.

At the same time, Fiat started thinking about turning its JV with Tata into the hub for
manufacturing vehicles for right-hand drive markets in Australia, Asia and Africa, hoping to
significantly boost the company’s sales in these markets. Potentially, up to 10% of the
company’s total exports could go to these countries. The first step on the road to these
markets was to launch a fully-fledged R&D wunit which would undertake the design of
vehicles exclusively for these markets.

As of 2009, Fiat was exporting its Palio model from the Indian plant to South African
markets. At the same time, the JV announced immediate plans to start exporting its Linea
sedan to a number of right-hand drive markets, including New Zealand and the UK, with
sales targets reaching 3,000 vehicles by the end of the year.?

Plans for Imports

While the joint venture agreement per se focused on the production of Fiat’s Grande Punto
and Linea sedan models which represented the B - and C - segment sized vehicles, Fiat was
so keen on conquering the Indian market that it decided to risk introducing its premium
models as well and launched a discussion with Tata Motors dealerships to gain support for
distributing some premium class automobiles. Alfredo Altavilla, Fiat India vice chairman,
was clear about the company’s ambitions in this area:

We will start importing the Alfa Romeo in 2008. The Maserati will be next followed by the
Ferrari. We are in discussion with Tata Motors on dealers and distribution of these brands.

Fiat also felt that it was important to fill in the small-car gap, especially taking into account the
fact that this sector accounted for two-thirds of domestic sales in India and had the most
promising growth prospects.3 So in July 2008, Fiat started importing to India its newly
redesigned Fiat500 models. Once again the decision was made to work through the Tata Motors
dealership network. However, due to hefty import taxes, the model was priced at €22,500
compared to €14,750 in Italy and as such was deemed overpriced for the Indian market. All in

2 Business Line (the Hindu), June 15, 2009, “Customers have far more confidence in Fiat today.”

3 Economist Intelligence Unit, July 23, 2008, “Market forecast: hitting the road.”
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all, with Fiat500 the company was hoping to boost interest in the brand itself rather than-to-hit
high sales figures. The same could be said about Fiat’s Bravo model which Fiat was planning to
bring to the Indian market in 2009: with a chic Maserati-like interior and sky-high pricing it was
meant to raise the prestige of the brand that had once been associated with outdated design. Fiat
ultimately decided to go back on its initial plan to import the Bravo.

Tata — Jaguar Land Rover (JLR) Deal

In March 2008, Tata finalized the purchase of JLR brands from Ford. While some specialists
doubted Tata’s ability to incorporate these luxury brands into the company’s product portfolio,
Fiat saw several opportunities stemming from Tata’s acquisition: First off; Fiat was eager to re-
establish its brand in the US market and with Tata inheriting the JLR dealership network, that
ambition could turn into reality. Sergio Marchionne commented on Fiat’s aspirations:

We could even go it alone, but that would take time. Or we could hook up with some of our
‘friends’. For example, if Tata buys Jaguar-Land Rover we could use their network in the US.4

We have a longstanding relationship with Tata:-l think there is a commitment to share as
much as we can with Tata in terms of the development of our respective businesses, and I
think I would be more than pleased to collaborate with Tata in terms of Jaguar, Land Rover.s

Also, Fiat expressed interest in manufacturing rear-wheel drive architecture for Jaguar and Land
Rover brands. Initially, Tata was obliged to rely on engines supplied by Ford, but over time it had
to switch to its own resources and that’s where Fiat, with its strong engine manufacturing
portfolio, could potentially play a role. Meanwhile, shortly after the acquisition was settled, Tata
asked Fiat to take on the management of auto financing in Europe for JLR brands. Fiat Group
Automobiles Financial Services was to take on all of JLR’s financial activities in 10 European
countries, covering retail auto and dealer financing. Yet, it was too early to say if Tata would
choose to cooperate with Fiat in other JLR-related operations.

Repercussionsof the Financial Crisis

With the financial crisis hitting the automobile industry hard worldwide, Fiat had to scale
back some of its original plans in the Indian market. Thus, the decision was made not to
bring Fiat’s Bravo. model to the market. The viability of the project looked doubtful due to the
sudden economic slowdown coupled with extremely high import duty. There was simply no
demand for such highly priced cars as Fiat was offering.

The economic crunch as well as Fiat’s long-established pre-JV image as a poor provider of
after-sales maintenance accounted for not reaching the planned sales targets with the Linea
sedan and Palio models. While Linea achieved a 14% market share in its segment,® it was still

4 ANSAEN, March 5, 2008, “Alfa Romeo and Fiat 500 headed for the USA.”
5 Financial Times (FT.com), March 28, 2008, Interview transcript: Sergio Marchionne.

6 Tata Motors consolidated business results for FY09, June 26, 2009.
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selling 1,200-1,500 units per month against the original target of 2,000 cars per-month.” The
number of Fiat Palio models sold during the first year of the alliance’s operations was in fact
approximately equal to what Maruti Suzuki, the leader in the Indian market, was selling in a
single day during the same year.® On the whole, the number of units sold per year increased
as compared to pre-JV period. In the spring of 2009 the number of Fiat vehicles sold by Tata
was up 139% as compared to the 2008 fiscal year.e Still, the alliance with Tata did not boost
sales to the expected level and the total amount of Fiat cars sold in the Indian market was
miniscule compared to the leading automobile manufacturers in the country. Fiat hoped to
boost its sales significantly with the launch of the new Grande Punto model which rolled out
of the assembly line in June 2009. To win customers, Fiat tried its best at correcting its
former mistakes: prices for the new model were benchmarked with competitors and they
promised that, with Tata’s support, the quality of after-sales services would be much higher
than ever before.

At the same time, Fiat’s interest shifted to the company’s recent acquisition of the failed US
automotive giant, Chrysler. Though deemed by many as a rather burdensome gain, Fiat
viewed this deal as an opportunity to bring its own automobiles to the US market. In the
light of these events, some experts feared ‘that Fiat’s agreement with Tata could receive less
of a focus from the company, especially since the JV could not provide the expected cost
savings given that the Indian company was too far away and its products were too
different.>° In contrast, Tata viewed Fiat’s acquisition as an opportunity to increase Tata’s
global presence. Shortly after the Fiat-Chrysler deal was signed, Tata publicly announced its
plan to start selling Nano, the newly developed low-budget vehicle, through Fiat dealerships
in the United States by 2011-2012. By that time Tata intended to re-engineer the Nano to
meet US safety and emissions standards.

On its part, Fiat had no plans of curbing its Indian operations. Quite the contrary, Silverio
Bonfiglioli, Fiat’s chief operating officer for international operations, saw India as one of the
most important markets for the company’s growth:

The market will grow to 2.5 million by 2015 and we want to achieve around 10% of that
market. It'(India) is the only market that didn’t grow but also didn’t slow down last year.
In such-acase, I consider India a good market, a market where we should grow, especially
in A and B (small car) segments. We want to be a big player in those segments.

However, Fiat had a long way to go to reach the planned 10% market share target. In the
2008 fiscal year* Fiat sold only 8,087 cars in India which represented a tiny speck compared
tor1:55 million cars sold by the country’s 13 car producers together.*

While Fiat’s top management was satisfied with the development of the relationships with
Tata, there were still some questions about Fiat’s future position in India. Was the ambition
to occupy the niche of the leading car manufacturer in India feasible for Fiat, especially since

7 Business Line (the Hindu), June 15, 2009, “Customers have far more confidence in Fiat today.”
8 Business Standard, December 23, 2007, “Despite tie-up with Tatas, Fiat sales langush.”

9 Tata Motors press release, April 1, 2009, Tata Motors March domestic sales 52,686 nos.

10 Just-auto.com., June 1, 2009, “ITALY: Fiat may eye PSA - analysts.”
11 008 fiscal year ended on March 31.

12 Dow Jones International News, June 17, 2009, “2- Update: Fiat aims 10% of India car market.”
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the sales figures were not reaching the expected benchmark? Would Fiat’s partnership-with
Tata stay intact in view of the growing importance of Fiat’s recent move to the US market?
Should Fiat and Tata concentrate more on the production of smaller cars or go ahead with
the more luxury brands?
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Exhibit 1
Fiat Market Share by Country

Fiat market share 2008
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Source: www.fiatonline.net

Exhibit 2

Fiat Salesiinindia

Car market in 2008 (in millions)
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2007 0.2% 2,945

+36.91%

2008 0.29% 4,374

+48.5%

2009 (as of May) 0.97% 7,050

+321.3%

Source: www.fiatonline.net
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