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schedule to launch its
Rs100,000 ($2,467) car by the
third quarter of 2008 and
may unveil it at next January’s Auto Expo in Delhi,
Ravi Kant, its managing
director, said.
Separately, Tata Motors is
developing a new line of
small hatchbacks and midsized sedans to be introduced next year.
India produces 1.3m cars a
year. With the market growing at 10 per cent to 12 per
cent per year, this could
reach 3m within a decade.
The four-door car – a pet

project of Tata Group chairman Sir Ratan Tata – would
be the cheapest by far in
its class.
The current cheapest, the
Maruti 800 produced by
Suzuki, sells for more than
$4,000, and comparable cars
sell for much more in rich
countries.
Tata’s progress is being
watched
by
carmakers
including Toyota, General
Motors and Ford Motor,
which are developing, or
have launched, cheap cars in
India, Russia, China and
other emerging markets.

Carlos Ghosn, Renault/Nissan’s chief executive, said
the group is working on an
even cheaper variant of the
Logan, the global no-frills
sedan it launched in April in
India, where it sells for
under $10,000.
Tata’s car will not conform
to European safety and emissions norms. However, Tata,
which sells cars in South
Africa and a few European
markets, said it could be
upgraded should it choose to
export.
Competitors are sceptical
about the price and quality
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of the car, which the group
says will have a 600cc engine
and come in a range of models. However, Mr Kant said:
“It will be a good-looking car
which you will want to purchase.”
Tata developed the car
using lower-cost Indian engineers and is exploring “outof-the-box solutions” to
slash development and production costs.
Construction on the plant
in West Bengal, where the
car will be made, was
delayed by a land dispute.
However, Tata was “on

track” to launch the vehicle
in the second to third quarter of 2008, Mr Kant said.
Rising prices of steel, aluminium, copper and other
commodities raised the car’s
costs in the four years since
Tata announced it, prompting the group to make some
design changes for the car.
The plant will have a
capacity of 250,000 units
per year, which Tata aims to
reach within two to three
years. Achieving large sales
volumes will be critical for
the car’s viability, given its
low price target.
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Blue Harbour Group
Core investments
Company

Idea(s) proposed
by Blue Harbour

Strategy pursued
by company

Total
return

Agere

Monetisation of noncore assets; share
buyback, cost/R&D
reductions

$400m share
repurchase plan;
subsequent sale of
company to LSI Logic

45%

Laidlaw

Balance sheet
recapitalisation, possible
sale or spinoff of
Greyhound

$500m Dutch tender and
share repurchase plan;
subsequent sale of
company to FirstGroup

40%

Oneok

Swap assets for MLP*
units; buy back stock;
purchase Transcanada's
general partner interest
in MLP; highlight
general value

$3bn swap of assets for
MLP units; $300m share
repurchase; purchase of
general partner interest;
dividend increases at
Oneok and at MLP

50%

Yankee
Candle

Recapitalisation of
balance sheet; reposition
company as both a
retailer and consumer
products manufacturer

Sale of company to
Madison Dearborn

40%

Clifton Robbins,
CEO of Blue Harbour

Source: Company

Photo: WPN

money to work this way.
Loosely called “private
equity-style investing in the
public markets”, the strategy has been employed by
US investors such as Warren
Buffett and Eddie Lampert.
But Wall Street investors
say it has gained traction
thanks to a greater openness
to outside ideas in US boardrooms in the wake of the
Enron and WorldCom scandals. “There has been a sea
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Innovative strategies
like Blue Harbour’s
combine elements
of private equity
and shareholder
activism, writes
James Politi
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* Master limited partnership
Note: Blue Harbour's other core investments have included Community Health,
CSK Auto, Domino's Pizza, Houston Exploration, Jacuzzi, Neenah Paper,
Reader's Digest, Sears Canada, and Triad Hospitals
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insular boards and limited
transparency.”
Activist investors such
as
Nelson
Peltz,
Ralph
Whitworth and Carl Icahn
have also benefited from this
trend. But there is a fundamental difference between
their tactics and those of Blue
Harbour and Sageview, who
exert a level of pressure on
managements, but without
engaging in proxy fights.
Instead, they look at
companies through what
they describe as a “private
equity
lens”,
identifying
targets that are undervalued
and could do with some
transformation, whether in
the form of balance sheet
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restructuring, the disposal
of certain assets or the sale
of the entire company.
“They are applying the
same discipline that private
equity groups do and are
shaking up companies,” says
Paul Schaye, managing director of Chestnut Hill Partners,
a New York boutique investment bank.
Sageview’s first deal, for
example, involved a stake in
Guitar Center, and working
with management to slow its
store expansion, which many
felt unnecessary as the company already dominated its
music retail niche.
One way in which executives can benefit from

bringing in an investor such
as Sageview or Blue Harbour
is that it can deter the appearance of an activist.
“As an executive, you might
want to defuse the criticism
that you are underutilising
your balance sheet and not
making tough decisions,”
says Peter Schoenfeld of P
Schoenfeld Asset Management, a New York-based
hedge fund.
“A change in strategy
may raise the stock price and
require a significantly higher
buy-out price.”
The strategy has potential
pitfalls. In spite of the fact
that their investment horizon
spans several years, a sharp

drop in stock market valuations could dramatically
hit these funds’ portfolios,
while private equity groups
are somewhat protected by
swings in public company
valuations.
In addition, it remains
untested across many fund
managers: it is unclear what
might happen if a company’s
management is unable to
execute a plan and the sides
disagree on future strategy.
But so far the returns look
good. Although Blue Harbour
declined to comment on its
returns, one investor said the
firm had posted a 25 per cent
gross internal rate of return
last year.
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