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Passenger cars witnessed worst phase in a decade

After witnessing a high growth scenario of around 25 per
cent and 27 per cent in FY10 and FY11 respectively, the
passenger car industry faced a road block during FY12 as it
witnessed the worst ever slowdown in growth levels during
the last decade. The PC industry bore the brunt of economic
slowdown during FY12 on account of high interest rates
coupled with spiraling fuel prices and inflation eating up the

disposable income of the consumers significantly.

In order to compensate for the increased cost to customers,
OEMs offered various discounts and freebies. However, sales

refused to revive until January 2012. The beginning of CY12

saw most of the OEM’s increasing their vehicle prices by up

to 3 per cent due to rise in input cost. However the sales in January 2012 witnessed a healthy growth of 7 per cent

followed by healthy growth of 13 per cent February 2012, irrespective of the price hike and negative fundamentals.

CARE Research observed, the two major changes industry witnessed post December 2012 i.e. MSIL’s restoration of

production and the increased demand on back of probable hike expected in excise duty as well as extra tax likely to

be imposed on diesel cars in the budget. Being the market leader in the industry and commanding close to 50 per

cent of the sales till FY11, any disruption in the production of MSIL, affects the overall industry supply. Further,

supply constraints faced by HSCIL and TKML production during second quarter of FY12 on account to floods in

Thailand also added to drop in industry’s production levels.
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MSIL’s production stoppage pulled down industry growth

The labour unrest broke down at MSIL’s plant at Manesar, Haryana in the month of June 2011 forcing Maruti to shut
the plant for more than four months. The shutdown at Manesar plant resulted in production losses for the top
selling models like Swift, Dzire, A-star and SX4. The firms overall production from the four plants dropped to around
80 thousand units per month from 102 thousand units per month resulting in a decline of around 16 per cent in
FY12(April- Dec). MSIL witnessed a decline in market share from 51 per cent in FY11 to around 44 per cent in FY12

(till Feb). The labor unrest at MSIL ended in the month of October 2011; however, the normal production only could

be restored from December 2011.

Chart: Car Sales Chasing Production
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Did drop in MSIL’s production really pulled down the industry growth levels...

MSIL’s portfolio accounts for around half of the cars manufactured in India, any disruption in MSIL’s production has
significant impact on the overall production of the passenger car industry. Though MSIL’s cars were substituted
with the cars by new entrants like Toyota Kirloskar, Ford Motors, Volkswagen, Nissan to some extent, most of the
customers still preferred to either delay purchase until the supply of MSIL cars was restored to normal or accepted
long waiting periods. This can be established from the current waiting period for the Swift and Swift Dzire models

that is approximate 4-6 months and was close to 8-9 months during the time when the production was disrupted.
...The growth levels gradually got restored with the revival in MSIL’s production

The car sales witnessed a sharp slide in growth levels following the production disruption in MSIL’s manufacturing
units. However, with the production restoration at MSIL, the sales once again started witnessing northward trend.
This signifies the fact that the drop in sales growth was not solely linked to economic down turn, but also got

aggravated due to production disruption from MSIL.
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Passenger car demand deferred due to market preference for MSIL Vehicles

Post January FY12 sales figures of the passenger car industry imply that once the production at MSIL was back to

normal, the MSIL started growing again where as the other players growth moderated from previous high levels.

MSIL also started regaining its market share from December 2011.

Chart: Maruti Driving industry post shutdown

Chart: Maruti regaining market share
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CARE Research foresees with the restoration in MSIL’s production the growth levels in passenger cars sales will
revive gradually. Although rise in excise duty might dent the sales to some extent as most of the major players are
expected to increase the price, CARE Research believes it would be a short term phenomenon and healthy growth
levels would be restored in medium term period. Any positive changes in fundamental drivers such as Interest rate,

income level etc will further boost the industry growth to the levels observed previous to the slowdown of FY12.
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About CARE

Credit Analysis & REsearch Ltd. (CARE) is a full service rating company that offers a wide range of rating and grading services
across sectors. CARE has an unparallel depth of expertise. CARE Ratings methodologies are in line with the best international
practices.

About CARE Research

CARE Research is an independent research division of CARE Ratings, a full service rating company. CARE Research is involved in
preparing detailed industry research reports with 5 year demand and 2 year profitability outlook on the industry besides
providing comprehensive trend analysis and the current state of the industry. CARE Research also offers research that is
customised to client requirements. CARE Research currently offers reports on more than 21 industries that include Cement,
Steel, Aluminium, Construction, Shipping, Ship-building, Commercial Vehicles, Two-Wheelers, Tyres, Auto Components, Pipes,
Natural Gas, Retail, Sugar, etc. CARE Research now offers independent research of equities through its product ‘EQUIGRADE".

DISCLAIMER

This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken
utmost care to ensure accuracy and objectivity while developing this report based on information available in public domain.
However, neither the accuracy nor completeness of information contained in this report is guaranteed. CARE Research operates
independently of ratings division and this report does not contain any confidential information obtained by ratings division,
which they may have obtained in the regular course of operations. The opinion expressed in this report cannot be compared to
the rating assigned to the company within this industry by the ratings division. The opinion expressed is also not a
recommendation to buy, sell or hold an instrument.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use
of information contained in this report and especially states that CARE (including all divisions) has no financial liability
whatsoever to the user of this report. This report is for the information of the intended recipients only and no part of this report
may be published or reproduced in any form or manner without prior written permission of CARE Research.




