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Fiat 

Rebirth of a carmaker 

With some fine new cars and financial figures 
to match, Fiat has staged an astonishing 
recovery 

 
AP 

THE dominating image at last month's Geneva motor show, Europe's most 
glamorous, was a giant mock-up of a tiny car: the new Fiat 500. It was Fiat's 
way of celebrating the crowning of its achingly fashionable baby as European 
car of the year, ahead of a strong field and with one of the biggest winning 
margins in the competition's history. At the same show, Fiat launched the first 
all-new Lancia for four years and revealed the Alfa Romeo 8C Spider, judged 
by some to be the most beautiful car in the world today.  

Underpinning the display of confidence in Geneva is a remarkable industrial 
and financial turnaround that is likely to be pored over in business schools for 
years. On April 24th Fiat Group, which as well as car marques includes Iveco, a 
truckmaker, and CNH, a producer of agricultural and construction equipment, 
reported a trading profit for the first quarter of €766m ($1.1 billion), 29% 
more than a year earlier and beating expectations. In the whole year it is 
aiming for €3.4 billion-3.6 billion. 

 



Good news is no longer unusual: despite a stumble in recent months, the 
share price has outpaced its closest rivals over the past three years (see chart 
1). In 2007 Fiat Group made a record trading profit of €3.2 billion, 66% more 
than in 2006, while eliminating its net industrial debt. The progress of the once 
loss-making car business was even more dramatic. Fiat Group Automobiles, 
which comprises Fiat, Alfa and Lancia, raised its trading profit from €291m to 
€803m. Ferrari and Maserati chipped in a further €290m. By 2010, Fiat (with 
joint ventures) expects to make 3.5m vehicles.  

This is a far cry from the business Sergio Marchionne walked into in June 2004 
when he agreed, at the urging of the Agnelli family, Fiat's dominant 
shareholder, to take on the job of reviving the company's fortunes. Attempts 
to trim costs were under way and the tiny new Panda had hinted at a much-
needed return to form. But otherwise the picture, especially in cars, was grim. 

Held back by either ageing or unappealing models, car production was running 
at about 70% of its annual capacity of 2.5m. Fiat's Italian factories were 
notoriously inflexible thanks to intransigent unions and a lack of investment. 
The group's net debt had risen to €4.4 billion and cash was flowing out at an 
alarming rate. And a €3 billion convertible bond would fall due in 15 months. 

The banks were eventually repaid with the help of a rights issue in late 2005—
which would have been impossible to get away without signs of improvement. 
Before that, however, the issue of Fiat's put option with General Motors had to 
be resolved. Both troubled companies were looking for a way out of an ill-
starred partnership, but Fiat was insisting that to extinguish the option, which 
gave the group the right to sell its car business to GM, the American firm must 
pay for the value it represented. But as Fiat's plight worsened, so did the claim 
to any value in the put. 



 

In turning to Mr Marchionne, a corporate troubleshooter who at the time was 
running SGS, a big Swiss inspection and certification firm in which they had an 
interest, the Agnellis knew that it was their last roll of the dice with Fiat. A 
shambling bear of a man with unruly grey locks and a penchant for shapeless 
black sweaters and straight talk, he is the antithesis of the archetypal smooth 
Italian executive. In part that may be because Mr Marchionne, though Italian-
born, grew up in Canada, where he qualified as both a lawyer and an 
accountant. His approach to business is decidedly Anglo-Saxon, as is his 
frequent use of expletives. He demands complete openness, fast 
communication, accountability; he abhors corporate politics and hierarchy.  

So poor was the state of Fiat's carmaking business, which represents half the 
group's turnover (see chart 2), that Mr Marchionne felt he had no choice but to 
act quickly. He says: “The single most important thing was to dismantle the 
organisational structure of Fiat. We tore it apart in 60 days, removing a large 
number of leaders who had been there for a long time and who represented an 
operating style that lay outside any proper understanding of market dynamics. 
We flattened out the structure and gave some relatively young people, in 
terms of both age and experience, a huge amount of scope.” 

A divorce to celebrate 

Mr Marchionne's next task was to extract Fiat from its five-year partnership 
with GM on the best terms possible. It had not worked, for several reasons. 
Sharing platforms, engines and purchasing had not produced the expected 
economies of scale and Fiat's ability to act independently had been gradually 
eroded. Mr Marchionne says that since 2000 Fiat had been like a rabbit frozen 



in the headlamps. He says: “Every time I saw GM it felt like going out on a 
date and not having been invited. But we had a contract, an exchange of a 
promise for a promise. I was ready to uphold my side of the promise.” 

In the event, GM was prepared to write Mr Marchionne a cheque for $2 billion 
to escape being forced to own Fiat's declining car business. The couple split up 
on the eve of St Valentine's Day 2005. Mr Marchionne celebrated on the plane 
back to Italy. He recalls: “When I signed the divorce, I had the sense that we 
had got our independence back, but there was also the knowledge that we'd 
lost our only parachute, which was alarming for some people given how much 
money we were losing. But I now had the chance to run this business and run 
it properly. If I had walked away without monetising the GM put, I would not 
have had the credibility for the next phase. But more importantly, with $2 
billion you can make a lot of small cars.” 

The most pressing priority was Fiat, which accounted for more than 80% of the 
1.6m cars the company was selling each year. The Panda had shown that Fiat 
could still build great small cars, but the rest of the range was in desperate 
need of renewal. The first car to be delivered on Mr Marchionne's watch was 
the Grande Punto, a bigger than usual B-segment hatchback (a class that 
includes the Renault Clio and GM's Corsa). Built, ironically, on the Corsa's 
platform, the car came to market at the end of 2005. Stylish and with a feeling 
of quality rare in a Fiat, the car was an instant success. Sales are likely to 
reach a million later this year.  

Next, in 2007, came the Bravo, a replacement for the Stilo in the C-segment 
(with the Volkswagen Golf, Peugeot 308 and GM's Astra). Although the Bravo 
breaks little new technical ground, it brings together two elements that Mr 
Marchionne and his team of “kids”, as he calls them, identified as critical three 
years ago. One is the importance of styling. The Bravo is as crisply handsome 
as the Stilo was stodgy. Mr Marchionne observes: “We used to make too many 
ugly cars. We really pushed the envelope on that one. We thought we had the 
right to do whatever we wanted. It was arrogance.” 

The era of the brilliant but hideous Fiat Multipla and the bug-eyed Lancia 
Thesis (aiming at the refinement of the Mercedes S-Class, it was a €1.2 billion 
flop) is over. Mr Marchionne has brought all the group's styling divisions 
together in a strikingly restored building in Turin's Mirafiori complex, known 
simply as Officina 83, and put them under the overall charge of Lorenzo 
Ramaciotti, a former design chief of Pininfarina, a renowned car-styling house. 

Mr Ramaciotti says that at Fiat design had ceased to be seen as a core 
competence of the manufacturing process, but that has now changed. 
Referring to Lancia, Mr Ramaciotti argues that you can't be successful if your 
cars look odd. But nor can Fiat be as conservative as the German premium 
marques. “Italian brands must be extrovert and innovative,” he says. “We 
have more freedom, but more risk as well.” The reason that the new 500 is so 
important is that it has given Fiat's designers the self-confidence to believe 
they can compete with the best in the world.  



The second way in which the Bravo symbolises the new Fiat is the 
extraordinary speed of its development. The company's urgent need for fresh 
products and its limited resources forced it to take risks. Harald Wester, Fiat's 
German head of engineering, claims that the key has been to “trust your 
virtual world”. In designing both the Bravo and the 500, Fiat chose to rely 
entirely on computer simulations rather than to take the lengthy traditional 
route of making a series of prototypes. Mr Wester says: “With virtual 
engineering, we can test and validate hundreds of different solutions and 
configurations—much more than we possibly could with prototypes.” Fiat, he 
says, did not even make a prototype for crash testing. 

As a result, Fiat was able to cut the time from “design freeze” to production on 
the Bravo and the 500 to just 18 months, from 26 months on the Stilo. Mr 
Marchionne says that cutting time to market is a critical source of competitive 
advantage for “the guys running the brand who are mostly not engineers, but 
are people with a very strong consumer product bias”. Because they don't 
have to forecast the market so far ahead, they have a better chance of getting 
the car right when it is launched.  

Another advantage that Fiat is determined to exploit is its cars' relative fuel 
efficiency. When new European Union rules on carbon-dioxide emissions come 
into force (supposedly in 2012, but subject to intense political negotiation), 
Fiat expects its fleet to have lower average emissions than any competitor. 
That is a reflection partly of the fact that the company makes lots of light small 
cars and few big heavy ones, but also of the strength of its power-train 
technology. It has already become the first carmaker to offer diesel engines 
that comply with so-called Euro 5 fuel standards. And it has another trick up its 
sleeve: a new generation of petrol engines, called Multiair. 

Using a patented Fiat technology that does away with camshafts and valve 
gear, the first engine to be launched next year will be an 80bhp twin-cylinder 
turbo 900cc engine that will emit only 69g of CO2 per kilometre—just over half 
the proposed EU target for 2012. It will also cost far less to make than an 
equivalent four-cylinder engine. A few years ago Fiat made the mistake of 
licensing another important innovation, “common rail” diesel technology, to 
Bosch: being financially weak, it could not afford to keep common rail to itself. 
This time it will protect its advantage by not licensing Multiair to other 
manufacturers for at least four years. 

One area, however, where Fiat is still playing catch-up with rivals such as VW 
and PSA Peugeot Citroën is in standardising parts and platforms across model 
ranges. According to Mr Wester, before 2005, every part in an Alfa Romeo, 
down to the last screw, could be slightly different from that on a similar-sized 
Fiat. In 2006 the group was using 19 different platforms. By 2012 it will have 
just six. 

From pandas to spiders 



With Fiat now in good shape and with the prospect of a new Panda next year 
as well as a city car and various spin-offs from the 500, the next task is to 
revive the group's two underperforming, supposedly “premium” brands, Lancia 
and Alfa Romeo. 

Olivier François, Lancia's chief executive, says that Lancia should stand for 
Italian style and character, what he calls “elegance with attitude”. The new 
Delta, which in size is midway between a Golf and bigger, D-segment cars, 
certainly looks different from anything else on the road without descending 
into the lethal eccentricity of the recent past. But Mr François may have a 
difficult job persuading non-Italians to try it precisely because it is a hard car 
to categorise.  

He and Mr Marchionne have, however, had one stroke of luck in fuelling 
interest in the brand—the inspired decision to hire none other than Carla Bruni, 
now married to Nicolas Sarkozy, to star in Lancia's advertisements. Mr 
Marchionne says: “She wasn't sleeping with the French president when we 
approached her. There was a headline in an Italian newspaper saying 
Marchionne got there first. Typically Italian, but I'm afraid absolutely false!” 

Although Mr Marchionne sees Lancia as a purely European marque, he has said 
that he wants Alfa Romeo to return to America for the first time since the early 
1990s. He is looking for a partner, possibly Chrysler, to build the cars there 
within the next three or four years. Mr Marchionne believes that despite having 
lost its way many years ago, Alfa is still a world brand that people identify 
with. He says: “Alfa was known for lighter, faster, more agile vehicles. Who 
doesn't remember the Duetto in 'The Graduate'? It's just a pity we ended up 
doing the exact opposite of what Alfa drivers wanted. The 159 is one of the 
heaviest D-segment cars around. We have to go back and clean that up.” 

That is a job for Luca De Meo, a 40-year-old regarded by some inside the firm 
as a possible heir to Mr Marchionne. Mr De Meo, who is the group's head of 
marketing as well as Alfa's new chief executive, admits that the expensive, 
limited-edition 8C Spider is a “halo” model rather than a practical contribution 
to Alfa's recovery, “a sign of competence and a blueprint” for Alfa's brand 
values. The cars that will decide Alfa's immediate future are the new MiTo, 
which is based on the Punto and has been designed to match the driving 
dynamics of BMW's Mini, and the 149, successor to the compact 147 
hatchback. 

Mr Marchionne says that the MiTo (the name stands for Milan and Turin), which 
will be launched this summer, will “come up looking and smelling like Alfas of 
the future”, but that it is the 149 which will really set the mark for the rest of 
Alfa's range. He says: “We threw the 149 back for more than 30 months 
because it wasn't enough of an improvement. It was the smartest thing we've 
ever done.” Mr Marchionne has set Alfa and Lancia sales targets of 300,000 
each in 2010. Last year they managed only 275,000 combined.  



In common with most of the world's leading manufacturers, Fiat is expecting a 
good deal of its growth to come from emerging markets. In 2006, 37% of 
Fiat's vehicle sales, including vans and joint ventures, came from outside 
western Europe. By 2010, that is due to increase to 46%. Fiat is the market 
leader in the rapidly expanding Brazilian market, but apart from a truckmaking 
joint venture between Iveco and SAIC in China, it is weak in China, India and 
Russia. Fiat's performance in Russia, which will soon overtake Germany as 
Europe's biggest car market, has been particularly poor. Although (or perhaps 
because) Fiat designs were the basis of much of the Soviet car industry, the 
company sold only 2,000 cars there in 2006. However, the new, booted Fiat 
Linea, which is manufactured in Turkey and will also be made in China, India 
and Russia, provides ammunition it has previously lacked.  

So far, for all its small-car expertise, Fiat has yet to decide whether to join the 
low-cost bandwagon that Renault started with the Logan, a basic four-door 
saloon made in Romania. Mr Marchionne says: “We want to play in low-cost, 
but not with one of our existing brands—it would destroy all the work of the 
last four years. We have the technical skills, but the big issue is how deep is 
the market and how long will it last.” Fiat has a joint venture with Tata in India 
and has recently signed a similar deal with Chery with the intention of 
launching Alfa and Fiat in China. But Mr Marchionne is wary: “China is damned 
if you do, damned if you don't. The market is exploding, but it's very 
competitive. Can you make real money there?” 

Although it is occasionally suggested that Mr Marchionne may not stick around 
long enough to find out the answer to that and other questions (he is vice-
chairman of UBS, a troubled Swiss bank, and some shareholders would like 
him to become chairman), he gives the impression he is there for the long-
haul. “We set targets to 2010. Any speculation before that is nonsense,” he 
says. “The first phase of this story finished last year. We'd shown we're not the 
dumbest people on Earth and that we could make some money. The next 
phase is the really important one. Can we build a great industrial group or 
not?” 

What does he mean by that? Closing the gap, he explains, with the industry's 
very best: making cars as well as Toyota, trucks as well as Scania and 
agricultural equipment as well as John Deere. As for his own role, he says: 
“The kids are truly devoted to the cause. They are the heart of the success. 
I've been a conduit for change and that's about it.” 
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