Automotive

The challenge of globalization
How automotive suppliers can map
a holistic strategy

Many automotive suppliers regard expan-
sion across the globe as a way to break out
of existing, often saturated markets and
achieve profitable growth. But geographic
expansion requires more aggressive strat-
egies that take on global competitors, as
well as the ability to quickly implement
new technologies around the world.

Oliver Wyman’s new analysis of industry
attitudes toward globalization and related
business moves titled “The Challenge of
globalization” shows that managers at
automotive suppliers perceive globaliza-
tion as the fourth most important success
factors by 2015, closely behind customer
orientation, an entrepreneurial approach
and cost position. These managers view
globalization as essential to serving exist-
ing customers that are themselves tapping
new markets across the globe, participating
in the strong demand growth of emerging
markets, and winning over new customers.

In addition, the European suppliers hope
to reduce both costs and currency risk
through production and procurement in
low-wage countries.

Persistent pressures in the
automotive industry

Cost pressure
due to
overcapacities
and raw
material

Sales
pressure
due to
saturated
markets

prices

Price pressure
due to little differentiation in
terms of core products

The rise of emerging markets as production centers

Major automotive manufacturers have
expanded their foreign share of production
in recent years, especially to developing
countries. As recently as 2000, for example,
Volkswagen still produced 59 percent of
its vehicles in Western Europe, but by 2015,

this share will have dropped to 38 percent.
At Toyota, the share of cars produced in
Japan is expected to fall to 36 percent from
66 percent. These trends are not limited to
the automakers. In the emerging markets
of Asia, Eastern Europe, and South America,
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The Oliver Wyman approach:
Five steps toward an optimized global market position

Develop a deep understanding of markets, customers, and competitors

Major automotive manufacturers focus on quality and premium positioning based on a
wide range of safety, performance, comfort, and entertainment features. Manufacturers
from emerging markets, by contrast, emphasize basic mobility at the lowest price. Con-
sider the Nano from India’s Tata Motors, which is brought to the Indian market for the
equivalent of 2,150 U.S. dollars (100,000 Indian Rupees). In India, small and micro-cars
are the largest and fastest-growing market segment, with a more than two-thirds share
of total annual vehicle production. So far, European suppliers are hardly present in this
key growth market.

To win over new customers in emerging markets, suppliers must develop an in-depth
understanding of local customer needs - those of both the automakers and end-users.
They should also know the details of the local supplier landscape A detailed, fact-based
analysis will lead to a discussion of possible approaches, such as how to address unsolved
problems of the local OEMs; how to find locations that can fill local sourcing require-
ments, and which engineering offers can help improve the quality and performance of
local producers.

Local market know-how - example: India
Differences between India and Germany as percentage of total car production, 2002 to 2007

India Germany
Production
in million cars 0.8 1.5 4.7 5.4
Luxury segment 52 52
Upper middle class 17.8 16.8 Upper middle class 132 14.1
Middle class 6.8 6.2
Lower middle class 5.7 6.5
Middle class 35.7 308
Mini & small cars 69.7 70.5
Lower middle class 37.8 39.0
Mini & small cars 8.1 10.9

2002 2007 2002 2007
Source: Pro Car (2008), Oliver Wyman analysis

Optimize global product and customer portfolios

A detailed analysis of customers and end-users also can help shape specific moves to
increase market share and optimize the product mix. It will highlight technological risks
and areas of weakness, such as over-engineering components.

Suppliers should also aim to improve the ratio of profitable to unprofitable customers,
which tends to run 20:80. Insufficient profitability stems from poor bargaining positions,
undifferentiated products, inadequate sales processes, or missed service opportunities.
All these areas can be addressed with dedicated improvement measures. In addition, a
global view of the product and customer portfolio will reveal uncharted territory for
regional expansion efforts.



Define a global footprint

Globalization obviously entails a new spatial distribution of resources and organizational
structures. The international network of production locations, development centers, and
sales points may have to adapt to requirements that conflict within and among regions.
These requirements may include the issues of proximity to customers and suppliers, cost
structures, infrastructure, response times, product quality, employee qualification and
local know-how, the region’s attractiveness, currency stability, and taxation.

An in-depth analysis of local conditions should weigh all these factors as well as different
cultural and leadership styles. This effort is important, as success in global markets
depends on building a flexible, high-quality organization.

Create a global supply chain

Global sourcing should use the differences in various countries’ economic development
and capacities to procure goods and services at minimal cost. Often this means adding
new components to classic sourcing processes, including customs clearance management,
additional currency hedging, intensified quality assurance, or stricter oversight of humane
working conditions.

Improve market access and know-how through mergers and acquisitions

Suppliers must position themselves to use the sales, production, and supply opportunities
available in other countries to propel their own growth. This can be accelerated through
mergers and acquisitions (M&A) that allow a supplier to gain market access, market
share, know-how and technologies, qualified employees, and local brands.

The success of M&A will depend, of course, on a solid strategy as well as the right target
company, and a careful post-merger integration process that incorporates cultural criteria.

The recent Oliver Wyman study “Mergers and Acquisitions in the Automotive Supply
Industry” shows that transactions tend to be markedly more successful in the automotive
supply industry than in other sectors. Announcements of business combinations lead to a
share-price increase of an average 1.6 percent, significantly higher than in other sectors.

Oliver Wyman as a partner for globalization strategies

Globalization is a key factor in the overall strategy of automotive suppliers. It is one of the
major determinants of future viability in an increasingly competitive and international
sectoral environment. Oliver Wyman’s Automotive Practice is a valuable partner in the
development and implementation of comprehensive globalization strategies. Our sector
experts in Europe, NAFTA, South America and Asia can draw on extensive project experi-
ence in all the core issues such as designing global growth, product and market strategies,
developing location scenarios, improving production networks, building low-cost-coun-
try-sourcing strategies, and reorganizing multi-national sales networks. In contrast to
many M&A and relocation experts, we are not solely interested in the realization of acqui-
sitions or relocations, but will develop the best individual solution for our customers.






