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Silver Bullet

After five straight months of falling sales, Siddhartha Lal brings in a CEQ and takes
a step back to focus on a bigger, global picture. Will that bring the good times back?
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SMLVER
bULLET

With five straight months of falling sales, Royal
Enfield’s decade-old dream run has come to a
screeching halt. Here's how Siddhartha Lal plans
to get the Bullet maker firing on all cylinders again

By RAJINY SIMNGH
@ Matianal Highway 2, Mathura
T

he ritual starts at 9 am every Wednesday, The 18,0040 =g ft building
on the bustling National Highway 2 in Uttar Pradesh (UF)
is packed with a boisterous bunch of voung ardent ‘devotecs’
from the adjoining village of Maholi. The crowd, which includes
over 1 dozen turbaned middle-aged men in their carly 40z, has
come for g glimpse of the main ‘deities’ enshrined at Arvaman
Enterprises. around 2 km from the temple city of Mathura.
Thie chatter ebbs suddenly as Krishna Singh enters the sprawling edifice,
The bulky ‘priest’, dressed in brown leather jacket with armour pockers
on its shoulders, greets the crowd as he walks down towards the sanctum
sanctorum, where an aesthetically designed Classic 350 is displaved on a
wenden platform, Singh. 28, lowers his Ray-Ban glasses and glances at his
Apple Watch. At 9 am, he presses the electric start button, and revs up to
full throttle with a slight twist of the right wrist. “Rotating the wrist tewards
oneself increases the amount of gas that feeds the engine,” he informs the
pack, atop a fleet of Bullets and Thunderbirds, who duly repear the rioual.
Arvaman Enterprises, the only Roval Enfield (RE) showroom in Mathura,
reverberates with a loud thumping sound. The erowd lustily cheers the show
that Singh conducts every week to build excitement and connect with potential
buyers, A few students from Maholi, envolled in Agra's Dr Bhimeao Ambedkar
University, inguire about the price of the recently launched Twins—Continental
GT 650 and Interceptor 650, Others are curious to know about the delivery
tirne for a mew Classic 350, A troop of agents from top banks and NEFCa—
HDFC, Tata Capital, Cholamandalam Finance and Hinduwja Levland —starts
hunting for prospective buvers, wooing them with tantalising loan deals, Some
even go to the extent of offering 100 percent finance on the on-road cost.
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“When the
going gets
tough, the
tough get
going. We
have not had
negative
growthina
decade. It's
(fall in sales)
a blip... The RE
story is very
much intact.”

SIDDHARTHA LAL

5 NA

“This showroom is a temple for us,”
beams Singh, who opened itin 2015, At
that time, just 6-7 percent of all bikes
bought were on finance, Today, about
&0 percent are bought on monthly
instalment schemes at Arvaman and
another outler at Kosi Kalan, roughly
45 km from Mathura, that Singh had
Aagged off a couple of years ago, “RE
bikes have a cult following in UP” he



contends. Twice every month, Singh
conducts rides for owners of RE from
Mathura and Apra. There has been, he

lets on, a steady vear-on-vear (y-o0-y)

rowth since last Novernber.

sales

From 25 hikes per month during
garly 2015, the numbers leapfro
1 170 units this March. Mo wonder,
UP has become the second biggest

market for RE in volumes.

UP is u silver lining for RE at a
tirne when the maker of the iconic
Bullet and Classic has had its dream
rum of a decade rudely interrupted
in the past five months. From a &
percent dip last November over a
vear ago, after a mured growth of 1
percent in the preceding month, sales
tumbled to 13 percent in December,
The Mew Year started with a fall

of 7 pereent, followed by o plunge

of 14 percent and 20 percent in

February and March, respectively.
Kerala, the biggest state for RE, has

been logging abysmally poor numbers

on the back of the floods that hit the

atate last year. Equally alarming is

the slide in the rraditionally strong

states with high per capita income:

Maharashtra, Karnacaka and Tamil
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Madu. Contributing to the de-
growth is product fatigue: Classic
350, RE's ||ig’|'m-s:[-x|.-||i:||].'; madel,
has not had any major upgrade or
variant since its Jaunch in 2010,

Siddhartha Lal, managing director
at Eicher Motors, which makes
RE motorcyeles, is in no mood o press
the panic button. “It°s not normal, bat
equally not alarming,” he savs, adding
that RE has not had negative growth
in a decade, Over the last decade, it
had an excellent run of growth of
nearly 20 and margins ranged from
10 percent to 30 percent at the Ehitda
level. “&till I won't read too much into
it, The fundamentals are intact, 1t
won't be long-term negative growth.
The RE story is about premiumisation
and it's strongly in place,” says Lal.

In carly April, Lal announced a
fundamental shift in how Eicher
Motors will be run, Newly ansinted
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CEO Vinod Dagari will be at the helm
of the day-to-day running of RE's
domestic -:a|'||.'r:|.Ii|:|r|, with the Londos-
based Lal freeing up mind space to
execute o bigger-picture play that
includes a larger global presence. “To
achieve our andactous goal of 2030,

to eatalyse and reshape the world of
motereveling towards middle-weights
[350-750cc), therehy growing at twice
the pace of the industry, we need to
run the company differently,” Lal
wrote to his employees. “1 believe 1
can serve RE better by playing a role

that iz different from the CEQ.” Dasari,

wh iz based out of Chennai and also
gets o board berth on Eicher Motors
as executive director, is the man Lal is
counting on to take RE "into its next
phase of evolution to a global brand”.

DREAM RUN FOR A DECADE
Lal's optimism stems from the fairy-

tale suceess that RE has seripted
over the last decade—from virtually
ok h'illg Lo an over O percent share
im the segment above 250¢cc. The
suceess, he avers, has been due

to & combination of reasons.

REs rebound started from 2010
orwards with the launch of the
Classic 350, which still makes far
aver 70 percent of wintz zold. &
series of key steps contributed to
achieving that cult status, A radical
top-down marketing approach was
one of them, Lal decided to make

the seven top cities—Delhi, Mumbai,
Bengaluru, Chennai, Kolkata, Pune
and Hyderabad—catchment areas
for consumers visiting from smaller
markets, “Punjab and Kerala were
already deing well for us,” Lal recalls.
The idea was to reach out te smaller
towns through these seven top cities
by revamping stores, educating
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“The danger for
RE is that it might
go the Bajaj way in
terms of focussing
on exports. There
may be a heavy
price to pay if it
loses sight of the
domestic market.”

AMIT KAUSHIK, MAMAGING

DIRECTOR, URBAM SCIENCE,

A DETROIT-BASED GLOBAL
CONSULTIMNG FIRM

more fime than a push strategy.
A pull strategy was ably supported
by an aggressive mamp-up of
dealers across India. From 198 in
December 2001 to 878 seven years
larer, RE meticulously expanded
its distribution reach across the
country, OF late RE has been casting
its net wide in smaller towns.
Underlining the speedy uptick
was the critical role of Ainancing. <It
browught an aspirational brand, which
was priced premium, closer to the
masses,” reckons Saurabh Jindal,
amalyat at Bonanza Portfolie, The RE
story, he contends, plaved out strongly
|.arH|.-|_|.' becaiise -;;I'r|.~:|-:|i|_\.--:|.-.':|'i|:|.'|,'-||.'

handpicked dealers and ensuring a was a trickledown effect,” he says. fimance, which had a lot to do with the
wow experience for visitors, 1f o guy Alomg with new-look stores, RE high resale value of the motorevele,
from Kolhapur, Lal explaing, comes to began organising rides and hosting Lal, in Eicher Motors' chird
Mumbai or Pune and visits the store, cvents for its users, which helped it quarter earnings call this Febroary,

he should go back with the feeling of ‘pull” users towards the brand. A pull acknowledged the role of EMIs
vearning to buy the motorevele, “It stratepy, Lal stresses, takes much | {equated monthly instalments),
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Financing as a lever, he points
out, has become important due to
affordability concerns, and becanse of
the kind of people who are interested
in buying RE motoreyveles. There
i i internal and regional team
working exclusively with financiers.
The company i= alse sourcing
motoreyeles back from users. “It has
a high ticket price, good residual
value, very good custome
lowest delinquency in the industry,”
he stressed, "So vou cannat ask for
mare from a financier point of view.”
Another trend, which originated
arpund 2011 but gathered steam
over the next few years, was the
SUVisation of RE bikes, What started
as a utility vehicle (UV) meant for
off-roading and hauling morphed
into a sports UV and found wider
acceptance among users. SUVs started
getting used for daily commuting.
RE's success in the mainstream,
contends Lal, is similar to the
SUV"s suecess. What alse happened
nlengside was premiumization,
with commuters upgrading to
above 350ce segment, where price
tags were TL6S lakh upwards.
Back in 2041, Lal recounts, the

atd the
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first set of commuters were those
whe were upgrading from 150, 180
or 200ce. Four years ago, the second
stage of upgrade started, Many 100ce
users started buying RE. Today,

Lal points out, the percentage of
people coming from 100cc to RE is

WHAT WENT WRONG

TRADITIOMAL STRONGHOLDS BLEEDING
Ferala, the bagest market for BE accounting
for 30 percent of sales, is vel Lo recaver fram
tha impact of last year's focds, It is hurting
gales by 1-1.5K urits per month

STEEP PRICE HIKE

Additian af rear disc brakes. msurance-related
casthikes and ABS have hit demand.
Comparny increased end prices by 25,000
per unet (=16 percent hike)

ERAND FATIGUE

Excessive relance on single model: Around
70 percent of twa-wheeler sales are curmently
accounted by its single modsl. Classic 350
STRIKE AT PLANT

Production less of 30K urits due 1o strike

at Gragadam plant on Channai's outskints
LSk year

atad higher than the ones coming
from 150cc plus, The third stage

of upgrade happened recently:
Youngsters buying BE as thelr first
motercyele. Around one-sixth of
BE customers are now first-timae
motercycle buyers. Club this mend
with the faster pace of migration
from the commuter segment (100-
1#0cc) to premium (above 250cch.
“COwer the next decade, the premium
segment will grow quicker than the
comimuter segment,” Lal predicts,

HITTING A SPFEED BREAKER
Far the time being, though, what iz
acting as a spanner in RE's scheme
of things is a general two-wheeler
slowdown in India. Hero MotoCorp
(20 percent vo- v dipd and Honda
Morvercyele (47 percent v-o-y fall)
posted their highest declines in
maonthly sales in March FY19, From
arohbust 15 pereent growth in 2007-
18, the industry i% down to under 7
percent in 2018-19. A steep price hike
by RE of T25,000 per unit—on the
back of addition of rear disc brakes,
mandatory insurance-related cost
and ABS—has hit the demand
[respite sliding =ales, auto



experts point to the silver lining.
“The good news is that RE doesn’t
have to do anything drastic to stem
the tide,"” reckon Amit Kaushik,
managing director at Urban Science,
a Detrgit-based global consulting
firm. “Resurgence in markets like
UP gives it some elbow room.” The
latest announcement about the
planned capital expenditures of T700
crore for FY19-20, and the move

to appoint Dasari as CEO are steps
it the right direction, he adds.

“Lal's new role is what he always
lowed to do: Product innovation and
straregy,” says a senior Eicher Motors
official. “It's Eicher Motors 2.0 and
Lal would again be shaping its global
success,” Having a new CEO, he lets
on, does two things. First, Eicher
Mators now has a local custedian
whaose main job 15 to maintain the
growth, if net aceelerate it. “Shedding
operational role gives Lal enough
bandwidth to ge global,” he reckons.

Az of March 2018, Eicher Motors
had £2,482 crore of operating
cash flow on its books, ready to
be ploughed into the business,

Dbt stood at ¥151 erore.

The bad news, though, is that
RE's dream run with high sales is now
a thing of the past. “It can’t gallop
now, and the growth will be steady,”
Kaushik maintains. There is another

WHAT'S WORKING

HIGH GROWTH FROM LOW-INCOME STATES
RE has traditicnally dominated states where
por capita income & high such o Kerala,
Gioa, Maharachtra and Tamil May, Howeer,
v prer cagith ifeame states, have tumed
saviaurs over the last few years, Uttar
Pradesh, for instance, has becoms the
secand-biggest far RE, from baing almast
niegliginle five waars back
FINAMNCE I5 KEEPING THE STORY INTACT

In e third guarter of FY19, consumer financ-
no was at 53-54 parcent, Last fiscal, during
the same pericd, it was below 50 percent

RIVALS' FAILURE TD EAT INTO RE SHARE
Bajaj tried ta break inka RE's segment via
loikes like Dominar and Awenger, but has nat
lasted success so far TWE"S 30cc biee with
EMW's technodagy. ta, has not been able to
ke a derit

AGGRESSIVE DEALER EXPAMSION

RE has grown its dealerships from 198 n
Decernber 2000 to 875 seven years later. It
plans 1o increase the retwork fudber by
300 in the next three years. Mew dealers arg
argely Troem very small towrs

danger lurking: RE could go the Bajaj
Auterway, Kavshik explains: Bajaj lost
its foecus on the domestic market in
its quest to become the biggest two-
wheeler exporter and a global player.
EE, Kaushik paints out, too has

The apgaintment of Yinod Dasar a3 Poyal Enfeld's CEQ will help & pursue B5 global dreamn

expressed global aspirations, A
talling domestic marker but a rising
export over the last fve months due
to the launch of Twins might tempt
the management to get biased
towards exports, “Any loss of

focus from the demestic marker
could spell trouble for RE,” he
cautions. The leoming threat from
rival motoreyvele brand, Jawa,

too might add to the woes.

Lal, for his part, is aware of the
sigmificance of the home market.
“Without India, we cannot do
anything.” he avers. India is where
the seale comes from. The global
aspirations, he points out, will happen
on the back of a strong foundation
back home. “We are well-poised to
hecome the first global consumer
brand, or premium consumer
brand, out of India,” he savs

But can the global dream
survive with o sliding domestic
market? Lal touts the virme of
staying patient. If you are an investor,
he lets on, and only care about
quarterly numbers, then please sell
yvour shares and give it to somebody
who believes in a long-term approach.
“I wm not greedy for the short-term.
This (zhoert-term thinking) circuit
is not there in my brain,” he says,

Tell him that competition, and
Jawa in particular, is knocking at
the door, and Lal reterts: Tts tough
to unseat a leader. He explains
whiv, An entrenched market leader
with a goed distributien. strong
after-market, strong product with
residual value won't be a pushover,
“Take, for instance, global car
companies. All thoughe this (Maruti)
is a smaller company, and could be
dethroned. But it has not happened.
We are on a great wicket. 1t is the
others who have to try hard to even
take a little nikbble out of us,”

Back in Mathura, Singh shares
the confidence of Lal, “The brand
equity of RE is intact, and markers
will rebound over the next few
maonths,” he reckons, “RE is best
placed to weather the storm.™”
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