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THE

GREAT WALL

Therecent Apollo-Cooperdealisnotthe
onlyhardknock an Indian company from
the autosectorhastakenbecause of China.
Everysingle of India Inc’sdrivesinto China
isgrapplingwith challenges of operatingin
thatcountry,reports Lijee Philip

It was a big reason why Apollo Tyres made the bold move this July to acquire American company
Cooper Tire—an operation twice its size—and now it's a reason why it is lookingto renegotiate or

break thatagreement: China. It' It withr mind
ofits own. Apollo is finding that out: workers of Cooper’s Chinese subsidiary have slammed the
deal, sayingil y anditsC

‘Three others from the broad Indian auto sector who ventured into China in the past decade—
Sundram Fasteners, i & d Bharat Forg 'way. Each
isstr “The Chi; i aspartofourgrowth

plan to get a foothold into the world’s second-largest tractor market,” says Pawan Goenka, ED and
president, Mahindra & Ma]\mdra “Wecould nothave: ignored our presence there.”

But China, wher far isnotfalli ies.LiJia
of IHS, aresearch firmin China, says toffer
need w their cli .heirproduct whu:h wer price, superior

ity, etc,” she say: sheadd i pull
i northe i i

Global auto majors started entering China in 1984, when it opened its auto sector. According to

ynergisti hi onlyfourdV ive. Bill
Russo, presi Sy i ays Chi 'ssharein JVsat50%,
but restri ventures. Indi: i hzvnmedoperatmg in

i, but perception bia: integration issues, and

labour. * i and leftthem
with lower profits,” says VG i MD of Frost. i “They would

rather invest in Latin Americaand Southeast Asia." Chinaremains. alonghaul

Bharat Forge

harat Forge'’s entry into China was
B partof a new strategy it unravelled

foritselfbetween 2004 and 2005. This
saw the world’s second-largest manufac-
turer of forging products spend $140 mil-
lion to buy,auto-component companies in
Germany. Sweden, Scotland and the US,
and form a joint venture in China with
one of the nine state-owned groups there.
Theessence of that strategy, termed ‘dual
shoring’ by Bharat Forge chairman Baba

Kalyani, was to establish manufacturing

beachheads close to customer facilities to
minimise risk of supply disruption and
win larger contracts.

In this new scheme of things, China, a
large auto market and fast becoming a
magnet for global auto majors, was cru-
cial. The Bharat Forge management saw
China,alongwithIndia,asalow-cost pro-
duction base. However, its Chinese joint
venture, with the FAW Corporation, has
been strugghng todeal with thepull back

d, first that inthe wake
of the 2008-09 global financial crisis and,
more recently, in China itself.

‘While Kalyani did not reply to an email

Baba Kalyani, Chairman

CHINESE DRIVE

Vehicle: Bought 51.85% in a JV with FAW.
Group for $28 million

Revenues: 7483 cr

Loss:i¥25.1¢cr

Challenges: weak commercial vehicle and
construction market, lack of skilled labour
and interference from local partner

Financials for 9 months to September 2013

and auto parts. It has JVs with Toyota,
Vokswagen, General Motors and Mazda,

questionnaireforthisstory,a com:

hers. While that

pany official who spoke on the condition
of anonymity, says FAW Bharat Forging,
in calendar 2012, has been affected by the
fall in the commercial vehicle and con-
struction markets in China. Mahantesh
Sabarad, senior analyst at Fortune
Financials, a brokerage, says officials of
the Indian company have told him that,
because of the language barrier, they are
unable to convey ideas to Chinese execu-
tives in the joint venture and implement
strategies for growth.

By itself, FAW Corporation has good
pedigree in China, partly because of its
statelineage. Itmakes cars, trucks, buses

can be an asset, it can also be a liability,
says Sabarad.

Companies doing business with Chinese
state-owned enterprises, he adds, must
cometoterms with their interests and pri-
orities, whichare heavily shaped by policy
directivesand areintuitively resistant to
organisational changes. Many amongthe
senior aremore
thanprofessional executives. “While f.here
was a clear improvement opportunity for
theJV, there was alsoasignificantresist-
ance to implementation,” says Sabarad.
“The excess manpower issue also could
notberesolved.”




