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XV Executive Summary The issue whether to pioneer or to follow a new market is as old as strategic management itself. There are essentially two opposite perspectives. Conventional literature on management claims that it pays to be first in a new market (first come, first served). During the last decade, however, this perspective has been challenged by scholars who argue that it is wiser to let others develop the market first and enter it only when it turns out to be attractive (first to market, first to fail). This study aims to shed light on the order-of-entry debate through empirical research. As existing evidence from practice is derived exclusively from developed countries, foremost from the United States and Europe, this study contributes to extant literature by investigating order-of-entry advantages in two of the most important emerging markets – China and Brazil – in the case of the automotive industry. Understanding the advantages and disadvantages of early and late market entry is essential to the success of any automotive venture, no matter what company size and what country-of-origin. Thus, this study presents a comprehensive analysis of first-mover and follower advantages. It is the first one that tries to evaluate order-ofentry advantages by means of three dimensions, i.e. the nature of the advantage, its magnitude, and foremost, its duration.4 Moreover, the analysis reveals how each order-of-entry advantage develops and what major factors enhance and mitigate it in the given emerging market context. Empirical data were collected during the field research in China (4 months) and Brazil (8 months). In addition to the extensive on-site desk research, representatives of 9 Brazilian carmakers and 8 Chinese carmakers could be interviewed. In total, 93 interviews with managers, consultants, academics, and representatives of automotive associations were carried out. The findings suggest that pioneers are foremost favoured by the cost advantage based on economies of scale and the prolongation of the life cycle of old product concepts. Moreover, first-movers particularly benefit from fewer bureaucratic hurdles concerning production licences and the pre-emptive occupation of the relatively best sales intermediaries. Several important pioneer advantages that can be observed in mature markets are not distinct in markets like China and Brazil because of strong market protectionism and a lack of input factors. Moreover, the rapidly changing emerging market conditions (economic instability, political volatility, market deregulation, etc.) favour newcomers in many cases. Followers benefit foremost from contracting suppliers and employing staff trained by the pioneers. They can free-ride on the first-movers’ efforts to develop the domestic automotive infrastructure and profit from the government’s more professional and supportive attitude thanks to its experience with the pioneers. Additionally, later entrants are in the position to better meet the market requirements by learning from the incumbents’ mistakes and applying newer technology in the production process and products.
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The nature of an advantage can be a cost advantage, differentiation advantage, or both.



XVI The comparison of available performance data between pioneers and followers revealed the following findings. First, pioneers face a clear trade-off between the risk of failure and market leadership. The survival rate of pioneers was dramatically lower than that of later follower generations. On the other hand, successful first-movers are able to dominate the market for decades. Second, followers seem to have a lower asymptotic level of market share than successful pioneers do. Depending on their head start, pioneers reached a market share of almost 70%, while successful followers only gained maximum shares of 25%. Third, while followers seem to have similar growth rates in the first years, their sales growth turned out to be markedly lower at a later stage. Fourth, late followers tend to break-even earlier than early followers. Last, offering appropriate and well-priced products and services in the long term appears to have a stronger impact on a firm’s profitability than the order-ofentry. The conditions at market entry of the pioneers and subsequent entrants differ markedly resulting in different requirements for each generation of entrants. Pioneers typically have to spend many resources on the development of the poorly-developed automotive infrastructure (labour pool, local supplier pool, dealer networks) and need political engineering skills to enforce their interests in the vague legal environment. By contrast, the focus on production is gradually shifted to the product itself at later entries, i.e. having excellent marketing skills essential for late followers in order to catch up with the incumbents. As organizational reality suggests that a company is more often a follower than a pioneer, this study gives practical recommendations on how automotive newcomers should enter markets such as China and Brazil and what skills they need to successfully establish themselves in the new terrain. The newcomers need strategies that both pursue market share and manage costs, as margins become tighter due to increasing competition. To win market share, carmakers should concentrate on their sales networks and their product and brand development. To manage cost, incremental investments may be a suitable strategy for newcomers. The findings further suggest that volume players should rather consider an early market entry to reach a high market penetration and grow with the market. By contrast, premium players should rather wait until the emerging market is matured, i.e. it should offer the conditions to produce high-end cars and provide the carmaker with sufficient demand to justify local production. Coming back to the larger question of whether or not it pays to be a pioneer in an emerging market, the outcome mainly depends on firm-specific characteristics and strategies and the multitude of emerging market conditions – therefore an universal conclusion based on the mere order-of-entry variable is not possible. In the end, it is not crucial to be the first but to satisfy the market needs.
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1 Introduction 1.1 Research Focus With sluggish growth in the developed markets of the world, companies are turning to newly emerging markets (EMs) for business expansion.5 Since the 1990s private capital has been flowing to EMs in unprecedented amounts. Fuelling this movement have been dramatic economic liberalization and international trade agreements, such as the loosening of restrictions on commercial activities in Brazil and China’s recent entry into the WTO. EMs are attractive for several reasons. One is the potential for immediate additional sales. Firms that have strong global reputations can sometimes gain new customers relatively quickly in markets they have not distributed to directly, as word of mouth spreads and products from neighbouring countries spill across the border. Another reason is the maturation of developed markets. Although developed markets constitute the primary revenue source for many businesses, economic recession or stagnation and changing demographics (ageing population, low fertility rates) have led to flat or declining sales. World-wide sales of motor vehicles, for illustration, have only grown between 1-2% annually over the past decade due to the saturation of developed markets. A third reason is the rising strength of emerging market economies, which have double or triple growth rates compared to the industrialized nations. While the Triad (USA & Canada, EU, and Japan) accounts for almost fourfifths of global income, they contain only 29% of the world’s population. Clearly even now, these rapidly developing economies offer a significant and growing number of buyers with the ability to pay for a broad range of goods and services. Equally in the automotive context, Asia, Latin America, and the former Soviet Union – are just starting to become mass consumers of automobiles and their markets are fairly well up for grabs. Those parts of the world are only beginning to enter the auto age. At the same time, EMs also present significant detractions for entering firms. Among these challenges is political risk, which manifests in threats of civil disorder, mercurial governmental policies, creeping expropriation, and funds restrictions. Severe poverty, accompanied with illiteracy, poor health, and non-existent social security, also means narrower market segments compared to countries where per capita income and welfare are higher. Additionally, underdeveloped infrastructures
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The phrase EMs is being adopted in place of the previous lexicon of “less developed countries”, “newly industrialized countries”, or even “Third World countries”, which emphasized the countries’ sources of cheap raw materials and labour rather than their markets. The definition of EMs used in this study will be less developed countries with indications of healthy economic advancement. The biggest ten countries falling under this definition are Mexico, Brazil, Argentina, South Africa, Poland, Turkey, India, South Korea, The ASEAN region (Indonesia, Thailand, Malaysia, Singapore, and Vietnam), and the Chinese economic area (China, Hong Kong, and Taiwan). See Arnold & Quelch (1998), p. 8; Nakata & Sivakumar (1997), p. 463; Garten (1997), pp. 38-39.
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Introduction



such as inadequate communication networks, railways, electric power, and water supplies can severely impede a wide range of activities.6 Given both attractions and detractions, an important question is whether or not it pays for firms to be first in EMs. As information, products, and technologies travel rapidly across borders, companies must act fast to stay off competitors and to enjoy the advantage of being a pioneer. In growth countries such as China, a significant presence has urgently to be established in order to capitalize on the opportunities generated by the rapid economic development of those countries.7 Yet being first often means facing a high risk of failure and entering a market that is still small – often too small to be profitable. This dilemma has to be weighed against an entry at a later stage when the market will have reached sufficient size and offers conditions that are more favourable for vehicle production. This study’s contribution is to shed light on entry-related advantages and thereby bring additional empirical refinement to the pioneering versus following debate in the virtually undiscovered terrain of EMs. This is done in China and Brazil in the case of the automotive industry.



1.2 Structure of Thesis Figure 1.2-1: Structure of Thesis 1
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The structure of the thesis is visualized in Figure 1.2-1. The study is divided in seven chapters. The second chapter reviews extant literature on first-movership and followership. Conceptual issues and the major theories on order-of-entry effects are presented in concert with their empirical evidence. The third chapter focusses on the operational framework of this study including the research objectives and design. The fourth and fifth chapters deal with the economic, political, and automotive conditions in Brazil and China. This historical background is important for the later discussion of propositions in order to understand under what circumstances pioneers and followers entered the market. The sixth chapter discusses first-mover and follower advantages identified in Brazil and China. Each order-of-entry advantage is evaluated by three dimensions (nature of advantage, magnitude, and duration). Additionally, the major influence factors are outlined. The seventh chapter presents the findings of this research in two parts. The first part deals with the order-of-entry effect on business performance. The second part includes practical implications of what skills are required by newcomers. Additionally, strategic recommendations are delineated. The chapter concludes with suggestions for further research.
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2 Theoretical Framework This chapter presents a brief review of the literature on order-of-entry advantages (hereafter OEAs).8 First, relevant terms and conceptual issues are discussed. Second, a synopsis of major theories on pioneer and follower advantages follows. Last, Hüneberg’s life cycle model of the automotive industry is depicted that allows an evaluation of the current development stage of the investigated two markets.



2.1 Relevant Definitions and Conceptual Issues 2.1.1 First-mover Perhaps the most fundamental question asked concerning the concept of ‘firstmover’ is that of definition.9 If a firm enters an established market, but exploits some technological discontinuity or appeals to a new demand segment, should it also be classified as a first-mover? This issue is not answered uniformly in literature and some definitions vary considerably. Too narrow a definition allows any firm with a loyal following to be designated a pioneer of the market segment it currently dominates.10 At the other extreme, too broad a definition causes a large fraction of entrants to be classified as pioneers. For example, the PIMS data bank, which is the source of the majority of empirical studies on OEAs, defines a first-mover broadly as “one of the pioneers in first developing such products or services”. Thus, more than half of the business units in the PIMS database are classified as ‘pioneers’, including multiple competitors within the same market segment.11 There is also the question of whether the criterion of first-movership is actual market entry or even the initiation of preliminary work such as R&D. Here, Golder & Tellis (1993) distinguish between three types: (1) an inventor is a firm that develops patents or important technologies in a new product category12; (2) a product pioneer is a firm to develop a working model or sample in a new product category; and most important, (3) a market pioneer is the first to sell in a new product category.13 While the latter definition is narrower than the PIMS definition, it clearly differentiates the order of market entry to determine if being first by itself has any enduring advantage. It distinguishes the class of firms that might enter after the pioneer and learn from the first-mover’s mistakes, yet still enter early enough to shape and dominate the product category.14
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The phrase ‘order-of-entry advantages’ comprises both advantages deriving from first-movership and followership. In the literature several synonyms for a first-mover can be found such as pioneer, first entrant, or early bird. Lieberman & Montgomery (1988), p. 50. Tellis & Golder (1996), p. 66. Buzell and Gale (1987), p. 260. A product category is defined as a set of competing brands that consumers perceive as close substitutes. Golder & Tellis (1993), p. 159; see also Chandler (1990), p. 132. Tellis & Golder (1996), p. 66.
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The definition of market pioneer is in line with that of other studies. Schmalensee (1982) defines a pioneer as the first appearance of a brand in a distinctly new product category.15 Robinson & Fornell (1985) define a market pioneer as the first entrant in a new market and Urban et al. (1986) define the pioneer as the first product to enter the market.16 According to Lieberman & Montgomery (1990), a firm can achieve a first-mover status in numerous ways. For example, the first firm to (1) produce a new product17, (2) use a new process, or (3) enter a new market can claim this distinction.18 The review by Lieberman & Montgomery (1988) concludes that firstmovership is predominantly applied in a first-to-market context.19 However, Patterson (1993) objects that greater generality and a strategic focus would be of benefit in strategy research. Thus, he defines a first-mover as an organization, which is first to employ a particular strategy within a context of specified scope.20 He argues that hinging on a strategy allows it to accommodate great diversity. Virtually any means used by a firm to accomplish its mission and objectives may be considered. Of course, only those strategies that activate temporal strategic barriers would be effective in preserving a superior position in the time dimension. First moves may occur within a global context, a national context, an industry context, a market segment context, a niche, etc. 2.1.2 Follower There also exists a variety of definitions of followers in the literature.21 According to Jain (1981), followers come into the market in three ways: (1) an imitator enters the market as a ‘me-too’ competitor, (2) an initiator questions the status quo and, after doing some innovative thinking, enters the market with unconventional strategies, and (3) some companies enter stagnant markets with modified products.22 Followers can be classified by (1) their numerical order in the sequence of entry, (2) elapsed time since entry of the pioneer, or (3) general categories such as early follower, late follower, differentiated follower, ‘me-too’ follower, etc.23 These categories are not, in general, consistent or comparable across markets.24 For example, a firm that is third in the order-of-entry is likely to have been an early follower in a market with 20 firms, but a late follower in a market with only four. This example raises the question of how close are early followers to late followers? There is no clear definition of early market entry and late market entry in the literature. However, Jain (1981) implies that early 15 16 17



18 19 20 21 22 23 24



Schmalensee (1982), p. 350. Robinson & Fornell (1985), p. 305; Urban et al. (1986), pp. 645-646. A new product introduction is defined as a product or service category that did not exist before the announcement date. Lee et al. (2000), p. 25. Kerin et al. (1996), p. 22. Lieberman & Montgomery (1988), p. 51. Patterson (1993), p. 765. Synonyms for a follower are latecomer, later entrant, laggard, newcomer, etc. Karakaya & Stahl (1989), p. 82. Lieberman & Montgomery (1988), p. 51; Schnaars (1994), p. 13. Synonyms for the terms ‘early follower & late follower’ are ‘early entrant & late entrant’ or ‘earlymover & late-mover’.



6



Theoretical Framework



market entry takes place after the first firm enters the market with a new product (i.e. early market entry may take place just after the first entry), while late market entry refers to entering the market near the end of the growth phase or in the maturity phase of the market.25 Similarly, Venkatesh et al. (1999) use a terminology of ‘growth-stage entrants’ and ‘mature-stage entrants’.26 Schnaars (1994) uses a broader definition; he classifies early versus late following according to whether a firm reacts immediately to a pioneer’s entry or waits until much later to enter.27 In summary, most of the literature uses general categories applying either dichotomous28 or trichotomous classifications, mostly because of the limited data available. 29 2.1.3 From First-mover Opportunities to First-mover Advantages A firm may gain first-mover advantages from being among the first to take a particular action.30 Lieberman & Montgomery (1988) define first-mover advantages through the ability of pioneering firms to earn positive economic profits. First-mover advantages arise endogenously within a multi-stage process as illustrated in Figure 2.1-1.31 The pioneer’s resources and luck affect (1) first-mover opportunities, (2) the mechanisms enhancing first-mover advantages, and (3) the first-mover’s performance.32 (1) First-movers can be viewed as creators of potential benefit that becomes actualised over time. In the first stage, some asymmetry is generated, enabling the particular firm to gain a head start over rivals. This initial asymmetry is critical, as without it, first-mover opportunities do not arise. First-mover opportunities may occur, because the firm possesses some unique resources or simply because of luck (e.g.



25 26 27 28



29



30 31



32



Karakaya & Stahl (1989), p. 85. Venkatesh et al. (1999), pp. 269-270. Schnaars (1994), pp. 13-14. If a dichotomous classification is chosen, ‘early followers’ are usually assigned to the ‘pioneering group’. Meffert & Pues (1997), p. 259. Szymanski et al. (1995) found that the estimate of first-mover advantage is mitigated when market share is captured as ‘actual order’ rather than as a dichotomous, ordinal measure. Their study also reveals that when using the ‘actual order’ or the trichotomous measure, the mean pioneering effects are comparable; pp. 23-25. Porter (1998b), p. 80. Lieberman & Montgomery (1988) assume that a given firm cannot simply choose whether or not to pioneer; pioneering opportunities arise endogenously. Based on the empirical model of Robinson & Fornell (1985), Moore et al. (1991) investigated the possibility that market pioneering is endogenous (i.e. entry timing is a choice variable of the firm). They detected significant endogeneity, particularly in connection with market share. Thus, if pioneering is endogenous, a first-mover’s profits arise from resources and luck, rather than from pioneering itself. Lieberman & Montgomery (1988), p. 49; Moore et al. (1991), pp. 100-103; Lieberman & Montgomery (1998), p. 49. Lieberman & Montgomery (1988), pp. 41, 49-50.
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an initial leadership in a similar product category can be traced back to the firm’s resources).33 (2) Once this first-mover opportunities are generated a firm’s resources and luck influence the firm’s success in exploiting specific mechanisms (e.g. a firm’s initial lead can be enhanced by its skills in manufacturing or in pre-empting distribution space). These mechanisms enhance the magnitude and/or durability of first-mover profits. However, a first-mover advantage can only be realized if the first-mover possesses the capability to capitalize on this opportunity.34 (3) Resources and luck also affect profits in ways that are unrelated to first-mover advantages. (A firm’s economies of shared distribution channels or general manufacturing proficiency are examples of the direct effect of its resources, while sudden amendments of laws, unexpected changes of population, or disasters, are instances of the direct effect of luck.) Figure 2.1-1: Endogenous generation of first-mover advantages35
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In the endogenous process illustrated above, profits earned by the first-mover are fundamentally attributable to resources and luck, rather than ‘pioneering’ per se.36 Yet as a practical matter, it is often exceedingly difficult to distinguish between resources and luck, particularly at the stage where first-mover opportunities are
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In this context, the resources of a firm include all assets, capabilities, organizational processes, firm attributes, information, knowledge, etc. They enable the firm to conceive and implement strategies that improve its efficiency and effectiveness. Patterson (1993), p. 765; Barney (1991), p. 101. Schoenecker & Cooper (1998), p. 1129. Source: based on Lieberman & Montgomery (1988), p. 42. Lieberman & Montgomery (1988), p. 49.
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generated. Nevertheless, in a purely conceptual way one can usefully distinguish between these two sources. 2.1.4 Follower Advantages In principle, the model above can also be applied to explain the generation of follower advantages, however, with one modification: a follower’s opportunities, mechanisms for enhancing advantages, and its performance, are not only affected by its own resources and luck, but also by the resources of each earlier entrant, as can be viewed in Figure 2.1-3. A first-mover can also face disadvantages from being a pioneer. If a follower is able to profit from a first-mover disadvantage, this is simultaneously a ‘follower advantage’. Yet a first-mover disadvantage does not automatically become a follower advantage. If a follower’s resources do not allow it to capitalize on a first-mover disadvantage, it remains a ‘follower opportunity’. Porter names two broad sources of follower advantages, one of which is linked to the first-mover while the other is unrelated to the first-mover: (1) the cost of pioneering, and (2) the risk that conditions will change.37 The mechanisms enhancing follower advantages will be discussed in greater detail in section 2.3. 2.1.5 Sustainability of First-mover Advantages What is sustainability? Despite the fact that numerous authors discuss sustainability, the concept remains largely undefined. In its most basic sense, sustaining an advantage simply means keeping it going over time.38 Further questions, such as, are competitive advantages sustainable in general, and if so, what are the conditions of sustainability; and how long is sustainable have been raised more frequently in the last decade of research on OEAs. There are two perspectives of this subject. Traditional literature on first-mover advantages argues that it is indeed possible for competitive advantages to be sustainable (e.g. Ghemawat (1986); Porter (1985); Porter (1996)). Building competitive advantages in a way that makes them sustainable is therefore the very heart of the strategist’s job and the ultimate purpose of strategic management. According to the ‘sustainability’ model, sustaining positional advantages through market pioneering depends on three conditions:39 (1) After the entry of other firms into the market, customers must continue to perceive a consistent difference in important attributes (i.e. key buying criteria) between the first-mover’s offerings and those of later entrants. The overall magnitude of the competitive advantage held by the pioneer relative to the followers results from the net effect of both positive and negative differentiation in terms of key buying criteria. (2) The pioneer’s positive differentiation in terms of key buying criteria should be the direct consequence of a capability gap (entry barriers) that separates the pioneer from later entrants. Only if later entrants are unable to imitate the attributes of the
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Porter (1998b), p. 189. Reed & DeFilippi (1990), p. 98. Kerin et al. (1992), p. 41.
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first-mover’s offering that are perceived as desirable by consumers, will the pioneer’s competitive advantage remain enduring. (3) The pioneer’s advantage from positive differentiation in terms of important attributes will dissipate if these attributes are not longer viewed as key buying criteria by consumers (or will gradually diminish if, over time, these attributes lose their importance as key buying criteria), or if later entrants are successful at bridging the capability gap (surmounting the entry barrier) that provided a competitive advantage for the market pioneer. During the last decade some scholars have challenged this perspective of the sustainability of competitive advantages and the function of strategy (e.g. Williams (1992); D'Aveni (1994); Hamel & Prahalad (1994)). They argue that the idea of building long-term sustainable advantages has become outdated. They suggest that in today’s faster-paced, ‘hyper-competitive’, and increasingly global markets, competitive advantage is based less on scale of production and the accumulation of large quantities of physical and financial assets than on ‘invisible’ assets that are mobile, more easily imitated, and circumvented by substitution. According to this ‘hyper-competitive’ view, the purpose of strategy is therefore not to build and then defend large, sustainable competitive advantages, but rather to create a constantly changing series of small, temporary competitive advantages and thereby keeping competitors off balance by forcing them to respond.40 The durability of these temporary competitive advantages remains particularistic to each firm depending on its resources. Nevertheless, there is no doubt that first-mover advantages dissipate over time, but are enhanced by longer lead-time before competitive entry.41 2.1.6 Direct versus Contingency Perspective It is often assumed that a first-mover enters the market under ideal conditions and executes error-free entry strategies. However, pioneers face the associated risks of making strategic mistakes when competing in uncharted territories. Followers might also enter the market with superior strategies and resources as market uncertainties diminish and superior technologies emerge. Thus, there is the realistic possibility that some followers perform better than, or comparable to some first-movers. This possibility raises the question whether the combination of timing decisions together with other market strategies and marketplace conditions drives business performance.42 This issue challenged the traditional stream of research on OEAs, which focusses on the possibility that the order-of-entry exerts a direct impact on business performance. The new stream in this genre – the contingency perspective – suggests that the relationship between entry order and business performance is more complex than a simple order-of-entry effect.43 Instead, it debates the merits of whether the order-of-entry, in combination with other market strategy and 40



Makadok (1998), pp. 683-684. Lieberman & Montgomery (1998), p. 1121; Kerin et al. (1992), p. 41; Reed & DeFilippi (1990), p. 98. 42 Szymanski et al. (1995), p. 24. 43 Kerin et al. (1992), p. 48. 41
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marketplace variables, is what actually drives performance.44 This school suggests that significant interaction effects take precedence over significant main effects when interpreting business performance.45 Based on Kerin et al. (1992) who offer the most detailed and compelling theoretical framework in favour of the contingency perspective, Szymanski et al. (1995) suggest that order-of-entry effects should be modelled as conditional on market strategy and marketplace variables.46 Three groups of variables drive the performance of a firm as illustrated in Figure 2.1-2. The order-of-entry has a direct effect on business performance. Additionally, it has an interaction effect through marketplace factors and firm-specific factors. Figure 2.1-2: The contingency perspective47
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2.1.7 The Model of Order-of-entry Advantages Favourable environmental changes, such as changes in technology or customer needs, often give firms an opportunity to be a first-mover. However, the results of efforts to convert these favourable trends into commercially successful ventures depend on a host of external and internal variables, some of which are controllable,
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For example, Moore et al. (1991); Kerin et al. (1992); Kalyanaram & Urban (1992); Williams (1992); Bowman & Gatignon (1996); Nakata & Sivakumar (1997). The contingency perspective emphasizes the existence of direct and indirect order-of-entry effects on business performance, because main effects are necessary to estimate interaction effects. Analyzing 16 studies focusing on possible direct effects of order-of-entry, Szymanski et al. (1995) found that, on average, the pioneering effect on market share is positive and statistically significant. Thus, they consider modelling order-of-entry as an interaction effect appears to capture best the relationship between order-of-entry and market share and between order-of-entry and profitability. Source: partly based on the conceptual model of the contingency investigation of Szymanski et al. (1995), p.25.
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others are uncontrollable by the firm, as well as the timing of such efforts.48 Abell (1978) proposed the term ‘strategic windows’ to focus attention on the limited period of time during which the ‘fit’ between key market requirements and the particular resources of a firm competing in the market is optimal.49 Though environmental change provides an opportunity for a firm to be the firstmover, the likelihood of a firm benefiting from being a first-mover depends on several organizational factors. In other words, the opportunity to be first-mover arising from environmental change and the ability to profit from being a first-mover are two very different, though related, issues. Unless the first-mover has substantial resources, it is unlikely to convert environmental opportunities into long-term positional advantages.50 The model shown in Figure 2.1-3 explicitly includes the fit between environmental opportunities and organizational resources.51
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Figure 2.1-3: Model of OEAs
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First-mover and follower advantages denote competitive advantages arising from market entry timing. The overall magnitude of an OEA accruing to the first-mover and follower depends on the comprehensive competitive strategies employed by the firstmover and follower, in conjunction with the order-of-entry. Apart from the potential to achieve positional advantages from being a pioneer or follower, the model of OEAs highlights the role of competitive strategy by showing a direct relationship between



48 49 50 51



Kerin et al. (1992), p. 40. Abell (1978), p. 21. See Chandler (1990); Green et al. (1995); Schnaars (1986) This model is in line with the model presented in Figure 2.1-1, if environmental opportunities arise from environmental change and/or luck.
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the competitive strategies of pioneers and followers that emerge from the distinctive resources of each. Borrowing the typology from Kerin et al. (1992), first-mover advantages are classified into four types: economic, pre-emptive, technological, and behavioural factors according to the nature of their most important influence factors.52 As research with a special focus on followership is still a recent field, there exists no such comprehensive framework for follower advantages. Therefore, the typology applied to first-mover advantages was developed accordingly. Follower advantages are categorized in four types: economic, exploitative, technological, and behavioural factors. The mechanisms creating first-mover advantages and follower advantages are to be discussed in the following two sections. The performance of the first-mover and follower (in form of market share and/or profitability) is influenced by their competitive strategy and the overall magnitude of OEAs, which represent the magnitude of first-mover advantages offset against the magnitude of follower advantages. Whether the first-mover or the late-mover has greater relative advantage depends on the point in time when the market is observed; i.e. the relation between first-mover advantages and late-mover advantages can change over time.53



2.2 First-mover Advantages “Not the big fishes will eat the small, but the quick the slow.” (Heinz Peter Halek) The synopsis below summarises important OEAs identified in the literature that have been developed as theories in most of the cases and proved empirically with more or less significant evidence. According to Porter (1996), a firm can outperform rivals if it is able to establish a difference that it can preserve. It must deliver greater value to customers, create comparable value at lower cost, or do both.54 The factors underlying cost and differentiation advantages likely to be endowed by the marketplace on a first-mover55 are divided into four categories: (1) economic factors, (2) pre-emptive factors, (3) technological factors, and (4) behavioural factors. Table 2.2-1 summarises the OEAs that are discussed below.
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The adoption of Kerin’s typology for this study is justified on two grounds. First, the typology stems from perhaps the most comprehensive synthesis of the literature to date, and second, it reflects the full range of relevant and conceptual findings in a condensed way. Lieberman & Montgomery (1988), p. 52. Porter (1996), p. 62. Caves & Ghemawat (1992) found that differentiation–related advantages tend to be absorbed by means of fatter margins and (in some instances) larger market shares, while cost-related advantages are taken primarily in the form of increased market shares; p. 11.
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Table 2.2-1: Overview of OEAs First-mover advantages Economic factors Scale and Experience Economies R&D and Patents Marketing Cost Asymmetries Pre-emptive factors Cost Asymmetries in Factor Inputs Spatial Pre-emption Early Profits Technological factors Product & Process Innovations Organizational Innovation Behavioural factors Switching Cost Dominant Designs Network Economies Info & Experience Asymmetries Follower mechanisms Economic factors Scope Economies Insufficient Investments Exploitative factors Free-riding Effects Imitation Effects Incumbent’s Inertia Learning From First-mover’s Errors Technological factors Resolution of Technological Uncertainty Shift in Technology Behavioural factors Resolution of Market Uncertainty Shift in Demand
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2.2.1 Economic Factors One of the most important benefits of being the first-mover is the cost advantage.56 For the most part, economic factors relate to cost advantages in the form of scale and experience economies and marketing cost asymmetries. Scale and Experience Economies In the standard learning curve, unit production costs fall with cumulative output.57 This generates a sustainable cost advantage for the first-mover if progressive
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Porter (1998b), p. 186; Robinson & Fornell (1985), p. 315; Schmalensee (1982), pp. 360-361. Economies of scale arise from the fact that an increase in output does not give rise to a proportional increase in cost, hence the larger a production runs over a certain period of time, the lower the unit costs will be. Moreover, the learning effect further reduces unit cost, i.e. economies are derived from “learning by doing”. Husan (1997), p. 39.
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learning can be maintained.58 Thus, through pre-emptive capacity investments, a first-mover may achieve scale-dependent cost advantages over later entrants. Later, when followers are engaged in building facilities of comparable capacity to achieve comparable costs, a first-mover might be engaged in streamlining its production process to achieve even lower costs through its accumulated experience. If late entrants perceive large-scale entry as unprofitable, they may choose to enter on a small scale in market niches where consumers’ needs are not met effectively by the first-mover.59 Such actions will be reflected by the lower market share of later entrants as compared to that of the first-mover. To the extent the relative cost position of competing firms is a function of cumulative experience, the first-mover will have the greatest cumulative experience and an experience-based cost advantage over later entrants if it is successful in maintaining market share leadership.60 A first-mover may gain higher scale-dependent cost advantages in capitalintensive markets than in those with low capital requirements, simply because the potential of cutting cost is bigger. Nevertheless, inter-firm diffusion diminishes the first-mover advantage derived from the learning curve as a study by Ghemawat & Spence (1985) shows. It is generally recognized that diffusion occurs rapidly in most industries and learning-based advantages are less widespread than it was commonly believed in the 1970s.61 Mechanisms of diffusion include workforce mobility, research publication, informal technical communication, ‘reverse engineering’, plant tours, etc. Mansfield already found in his 1985-study that process technology leaks more slowly than product technology, but competitors typically gain access to detailed information on both products and processes within a year of development.62 R&D and Patents When technological advantage is largely a function of R&D expenditures, pioneers can gain advantage if technology can be patented or maintained as trade secrets. Two factors govern a firm’s ability to benefit from its technological innovation: (1) the efficacy of legal instruments of protection and (2) the nature of technology underlying the innovation (product vs. process innovation, tacit vs. codified knowledge). Firstmovers with tight patent protection might hold a monopoly position for the life of the patent.63 This has been formalized in the theoretical economics literature in the form of R&D or so-called ‘patent races’ where advantages are often enjoyed by the firstmover. Robinson (1988) found that pioneer firms benefit from patents or trade secrets to a significantly greater extent than followers.64 However, he also found that patents accounted for only a small proportion of the perceived quality advantages 58
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This argument was popularized during the 1970s by the Boston Consulting Group and has had a considerable influence on the strategic management field. Lieberman & Montgomery (1988), p. 42. Robinson & Fornell (1985), p. 316. Kerin et al. (1992), p. 41. Lieberman & Montgomery (1988), p. 43. Mansfield (1985), p. 221. Kerin et al. (1992), p. 45 29% versus 13%. Robinson (1988), p. 93.
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enjoyed by pioneers. As an empirical matter, ‘patent races’ seem to be important in only a few industries, such as pharmaceutical industry.65 Empirical evidence suggests that most innovations are quickly copied because followers imitate the first-mover’s product or innovate around patents.66 In fact, the very process of patenting by the first-mover allows late entrants to access substantial information. The possession of patents may also breed complacency which negatively affects the first-mover’s performance. Patents held by the follower, on the other hand, can signal that the later entrant has innovated successfully around the pioneer’s offering with products that better match buyers’ needs. Consequently, Szymanski et al. (1995) concluded that patents may be more beneficial to the performance of later rather than earlier entrants.67 Marketing Cost Asymmetries There are substantial differences in the effects of advertising between the first-mover and later entrants due to the consumers’ different degrees of consumption experience with competing brands and the buyers’ inclination to respond differently to advertising messages as several studies have shown. During the monopolistic period of the first-mover, its promotional messages are heard in an ‘uncluttered’ environment.68 As competitors enter the market, the multiple messages targeted at consumers of a particular product will diminish the effectiveness of all competitors’ messages. Fornell et al. (1985) observed that advertising and sales promotion expenditures as a percentage of sales were lower for pioneers than for later entrants. Similarly, Venkatesh et al. (1999) found that response to total marketing spending declines with the stage of life cycle entry.69 Bowman & Gatignon (1995) show that the effect of promotion decreases with the order-of-entry, although advertising response is unaffected.70 Under such conditions, later entrants will have to advertise more frequently and creatively to attract customers away from the first-mover. In effect, the first-mover must direct its marketing effort only to create brand awareness whereas later entrants must devote themselves to marketing effort, and additionally, to altering established consumer buying patterns (i.e. they have to stimulate brand switching by offering economic inducements and/or more extensive advertising). Such differences may enable the first-mover to build and maintain customer awareness and brand preference less expensively than later entrants.
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Lieberman & Montgomery (1988), p. 43. Mansfield (1985), pp. 217-223. They found in their meta-analysis that if early followers hold more patents, they perform better than late entrants. Szymanski et al. (1995), pp. 27-29. Kerin et al. (1992), p. 41. For 66% as that of the pioneer. Szymanski et al. (1995), pp. 274-275. Between 29% and 67% from the first to the third entrant. Bowman & Gatignon (1995), p. 22.
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2.2.2 Pre-emptive Factors In contrast to economic factors, pre-emption factors can provide a basis for a firstmover to achieve absolute cost advantages or differentiation advantages. A pioneer can pre-empt later entrants in various manners, e.g., by gaining control of scarce assets, by occupying business partners by exclusive contracts, by concluding contracts at lower prices than those incurred by later entrants, by receiving licences more easily than later entrants (or on more favourable terms), and by occupying the most profitable segments. Cost Asymmetries in Factor Inputs If the first-mover has superior information, it may be able to purchase assets at prices below those prevailing later in the evolution of the market. Such assets include natural resource deposits (e.g. raw materials) and prime retailing or manufacturing locations. The first-mover may also be able to appropriate some mobile assets such as employees, suppliers, and distributors.71 Spatial Pre-emption A first-mover may gain a differentiation advantage through strategies of spatial preemption. The first-mover can often select the most attractive niches in terms of (1) geographic space (locations), (2) perceptual space (product characteristics), (3) distribution space (marketing intermediaries or show rooms), and (4) market segments (the largest and/or the most profitable). In many markets there is ‘room’ for only a limited number of profitable firms. Through spatial pre-emption, a first-mover may be in the position to limit the amount of space available as well as to reduce the spatial options available to the later entrants in such a way that followers find it unprofitable to occupy the interstices. If the market is growing, incumbents fill new niches before new entry becomes profitable. Entry is therefore repelled through the threat of price warfare, which is more intense when firms are positioned more closely. In either case, later entrants will have a relatively less attractive position and are likely to record lower market shares.72 Empirical evidence suggests that successful pre-emption through geographic space is rare. Ghemawat (1986) shows in the case of a food discount market that spatial pre-emption at the retail level coupled with an extremely efficient distribution network can lead to sustained high profits.73 On the other hand, a couple of studies in the cement industry and the newspaper industry found no evidence of successful geographic pre-emption even though structural characteristics of the industry suggest that such strategies would be likely.74
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Early Profits During the period when there is no competition the first-mover is, by definition, a monopolist and enjoys a wide range of pricing discretion resulting from extreme differentiation. But its monopolistic power is only ephemeral because it is subject to inevitable erosion as newcomers equal or better its offering. The first-mover’s pricing policy highly affects the market demand for the new product. The first-mover has basically the choice between (1) a policy of high initial prices that skim the cream of demand (skim pricing), (2) a policy of low prices from the outset serving as active agent for market penetration (penetration pricing), and (3) a combination of both policies, that is, a policy of high initial prices which will be lowered over time (lifecycle pricing).75 Skim pricing at the pioneering stage is appropriate when sales seem to be comparatively unresponsive to price but quite responsive to educational promotion. The first-mover may use its position to gain higher profits than would be possible in a competitive marketplace. For example, it may be able to contract with buyers at high prices during early scarcity of a new item or sell to buyers who value the new technology very highly.76 On the other hand, a penetration pricing policy is usually best when the cost compression curve for manufacturing costs falls steeply supported by scale economies, and when demand is price-sensitive.77 Thus, low prices target on a long-term market presence rather than on short-term profits and discourage potential competitors. The threat of potential competition is a highly persuasive reason for penetration pricing. This barrier to prospective competitors is appropriate when later entrants must make large-scale investments to reach minimum costs and cannot slip into an established market by selling at substantial discounts. As Smiley & Ravid (1983) analytically show, a first-mover can avoid intensive competition by setting the price between the potential entrant’s average cost and its own if learning occurs. This price will simultaneously result in profits for the first-mover and deter entry. If the potential entrant expects this zero profit experience to be repeated in each period, entry will not be a profitable investment whereas the first-mover could continue to earn profits.78 To discourage competitors, a first-mover is even willing to accept losses in early years to build up a dominant market position. In this case, the price is so low that profits can be made only at high sales volumes.79 Consequently, the essence of the ‘follower strategy’ is being fast: the longer a follower waits before entering, the more time the first-mover has as a head start to solidify its competitive advantage. In many industries, however, the important potential competitor is a large, multi-product firm operating as well in other fields. For a follower the most important consideration for entry is not the existing margins but the prospect of an enduring market share. Present margins over costs are not the dominant consideration because such firms 75 76 77 78 79
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are normally confident that they can get their costs down as low as the competitors’ costs if the volume of production is large.80 Those firms, which usually have the financial power, may even sell below cost in an effort to accumulate greater experience and thereby gain a long-term cost advantage.81 Then, the pricing advantage turns out to be only a weak barrier to entry. Analyzing the securities market, Tufano (1989) found that pioneers are not able to charge higher prices (spreads).82 Studying the money market mutual fund industry, Makadok (1998) found that price advantages are highly significant. Though this finding is important in a statistical sense, it does not seem to be overwhelmingly significant in practice.83 2.2.3 Technological Factors Technological factors that may benefit a first-mover relate to product, process, and organizational innovations that produce a cost and/or differentiation advantage. Product and Process Innovations Staying at the forefront of technology enables the pioneer to have consistently better products than later entrants. Product and process technologies that enhance product performance or create switching costs are a source of differentiation advantage. Those that lower the cost of a product are a source of competitive cost advantage. Porter characterizes those factors as first-mover advantages that enable a firm to translate a technology gap into other competitive advantages that persist even after the gap is closed. He distinguishes two types of first-mover advantages by their (1) intertemporal dependence of demand and (2) their intertemporal dependence of costs. Intertemporal dependence of demand could be due to switching costs, the first-mover acquiring a reputation as a premium producer, or the first-mover’s brand establishing a distinct identity. This type of intertemporal dependence is greatest when switching costs are high, repeat buying is moderately frequent and information gathering supporting purchase decisions is expensive. Intertemporal dependence of costs results from learning curve effects that remain proprietary to the first-mover. Under conditions of technological change characterized by continuity and relatively stable process technology and customer needs, first-mover advantages are greatest. Continuous technological change enables the first-mover to remain on the same scale or learning curve and maintains the pioneer’s cost advantage. In general, this perspective suggests that the slower the rate of product and process innovation, the greater be the first-mover’s cost and/or differentiation advantage will be.84 Organizational Innovation Firms that have made different resource allocation decisions in the past will differ in their resources and organizational attributes and consequently also in their 80 81 82 83 84
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performance.85 Innovations in areas such as organizational systems and structures can also be a source of sustainable competitive advantage. For instance, attention paid to human capital can create cost advantages through productivity improvements and differentiation advantages through a creative execution of marketing and R&D activities. Such organizational innovations can produce imperfectly imitable competitive advantages for the first-mover. Indeed, they are believed to convey more durable competitive advantages than product or process innovations.86 2.2.4 Behavioural Factors Variables defined as behavioural factors constitute opportunities for the first-mover to achieve a differentiation and/or cost advantage to be endowed on the first-mover by the marketplace. Switching Costs Switching costs provide incentives for established buyer-seller relationships to continue.87 A buyer contemplating switching from the first-mover’s offering to a later entrant’s offering generally faces two types of switching costs:88 (1) contractual switching costs are those imposed on buyers by the first-mover through long-term buyer-supplier agreements (e.g. frequent flyer programmes), (2) non-contractual switching costs can stem from initial transactions costs or investments that the buyer makes in adapting to the seller’s product. These include the time and resources spent in qualifying a new supplier, the cost of ancillary products (e.g. software for a computer with another operating system) and the time, disruption, and financial burdens of learning to use the late entrant’s product. The existence of contractual and non-contractual switching costs not only differentiates the first-mover’s offerings but also stresses the need to attract customers away from the first-mover. Switching costs typically enhance the value of market share obtained early in the evolution of the market. Thus, they provide a rational for pursuit of market share. However, a first-mover with a large market share does not necessarily earn high profits. Early competition for market share can dissipate profits. Under certain conditions the inertia of an incumbent with a large customer base can make the firm vulnerable to late entrants who prove to be relatively more profitable.89 Prototypicality and Dominant Design In the early stages of market evolution, consumers are likely to know little about the importance of product attributes or their ideal combination. Under such circumstances, the first-mover has an opportunity to influence consumers’ perceptions of the relative importance of attributes as well as their ideal combination. Through its marketing efforts, the first-mover may be able to establish the perceptual 85 86 87 88 89
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structure of the market in its favour and become the industry standard (prototypical brand) against which all followers’ offerings are compared.90 By setting the standards for technology or other activities, the first-mover forces later entrants to adopt them. Utterback & Abernathy (1975) termed such a standard a ‘dominant design’. By definition, a dominant design in a product class is the one that wins allegiance of the marketplace and the one that competitors and innovators must adhere to if they hope to command significant market following. It usually takes the form of a new product (or set of features) synthesized from individual technological innovations introduced independently in prior product variants. 91 The emergence of a dominant design is the result of a fortunate combination of technological, economic, and organizational factors. From a practical standpoint, dozens of different product designs might have been as effective as the one concerned. It represents a milestone or transition point in the life of the industry, but it is not always that design which has greatest ‘technological sweetness’. A dominant design can be protected against innovations through the inertia of customers, switching costs, industry regulations and government interventions, strategic manoeuvring at the firm level, and/or network externalities.92 Teece (1987) concludes that it is very difficult for a follower to compete against an existing standard. A dominant design has the effect of enforcing standardization so that production and complementary economies can be sought. This, in turn, will strengthen its dominance. Effective competition then shifts from innovative approaches to product design and features, to competition based on cost and scale as well as on product performance. Empirical evidence supports the theory of first-mover advantages based on a dominant design. The study by Suárez & Utterback (1995) shows that the failure rate of market entries is lower before the dominant design emerged. A more recent study suggests that firms are not doomed when their entry design choices turn out to be wrong. Choosing the dominant design at entry was important for survival of firms that entered after its emergence but not before. For early entrants, switching to the dominant design is associated with increased chances of survival and market share.93 Network Economies Network economies frequently arise from technologies that are used multilaterally, such as those which enhance or are instrumental in establishing inter-personal communication.94 Normally, there are different variants of such a communication 90 91
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Carpenter & Nakamoto (1989), pp. 295-297; Kerin et al. (1992), p. 42. For example, early versions of the automobile included steam- and electric powered vehicles as well as the now familiar internal combustion engine that dominated in no time and has prevailed until today. There are many other industries, in which dominant designs emerged and prevailed for a long period, e.g., typewriters, televisions, air planes, computers, etc. Utterback (1994), pp. 26-48. Suárez & Utterback (1995), pp. 416-417; Utterback (1994), p. 26; Teece (1987), pp. 190-192. Tegarden et al. (1999), p. 508. ‘Network economies’, ‘network externalities’, ‘increasing returns’, ‘positive feedback’ are terms synonymously used in the literature. Witt (1997), pp. 753-755.
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technology; providing means for using several variants at once or making them compatible, which usually imposes substantial additional cost on the ‘agents’. Yet they can save these costs, i.e. realize economies of scale by using the same variant of technology in their interactions. The economies of scale are larger when people stick to the same variant. Put differently, certain goods increase in value as the number of adopters or users increases.95 By developing a large user base before the entry of other firms and passing the ‘critical mass’ threshold, the first-mover may be in a position to establish its offering as the industry standard.96 In this case, the technology or variant is ‘locked-in’ and creates positive feedback that again reinforces demand for the offering and promotes its durability. In addition, consumers’ inertia, inflexibility, and risk avoidance support this circle.97 Benefiting from a first-mover advantage through network economies is mainly dependent on the product type. Similar to the advantages resulting from a dominant design, the first-mover’s advantage is only based on the time lead available to establish a dominant design before its competitors enter the marketplace. To the extent the first-mover’s offering serves as a means of standardization and the benchmark for complementary goods, a differentiation advantage will result.98 However, for the follower there is always a chance to overcome the seemingly inescapable ‘lock-in’ situation – if the follower’s (new) variant is sufficiently superior to the established one.99 Information and Consumption Experience Asymmetries A theoretical field of marketing literature deals with the imperfect information of buyers regarding product quality. Having been exposed to the first-mover’s messages for a longer period, consumers are likely to know more about the firstmover’s offerings resulting in an information asymmetry. Buyers may stick with the first brand they encounter that performs the job satisfactorily. That brand becomes the standard against which subsequent entrants are rationally judged.100 Greater familiarity with the brand name of the first-mover is presumed to afford information advantages to the first-mover. The economics of information literature suggests that additional information search will be undertaken only if the expected gain associated with more information exceeds the cost of search.101 In such an environment, a firstmover may be able to establish a reputation for quality that can be transferred to additional products through umbrella branding and other tactics. Similar arguments derived from the psychological literature suggest that the first product introduced received disproportionate attention in the consumer’s mind 95



E-mailing, computer operating systems, typewriter keyboards, television coding standards, video recording devices are examples where network economies have occurred. 96 Teece (1987), p. 190. 97 Cowan & Gunby (1996), p. 538. 98 Kerin et al. (1992), pp. 42-43. 99 Witt (1997), p. 768. 100 Schmalensee (1982), p. 360.
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(consumption experience asymmetry). Bain (1956) concluded in his seminal empirical study that the advantage to established sellers accruing from buyers preferences for their products as opposed to potential entrant products is on average larger and more frequent in occurrence at larger values than any other barrier to entry.102 When buyers have imperfect information about the quality of competing offerings they may be inclined to remain loyal to the first brand even after the entry of others.103 This situation is likely when buyers perceive the cost of making a purchase mistake to be high. Late entrants must have a truly superior product, or else advertise more frequently or more creatively than the incumbent in order to be noticed by the consumer.104 Several empirical and laboratory studies found that order-of-entry influences the formation of consumer preferences. For example, the study by Miller et al. (1989) shows that physicians ignored ‘me-too’ products even if offered at lower prices and with substantial marketing support.105 Even buyers entering the market for the first time and confronted with the task of evaluating competing offerings may seek ways of economizing on evaluation costs. An approach to do so is to resort to a ‘free-ride’ on the presumed analysis of the well-informed (i.e. buying the leading brand which could conceivably be the pioneering brand or the brand that has been in the market longest).106 As empirical evidence suggests, the effects based on imperfect information should be greater for individual consumers than corporate buyers, since the larger purchase volume of the latter justifies greater investment in information acquisition activities.107 Brand positions remain remarkably durable in many consumer markets. One study report from Advertising Age has often been used as evidence of first-mover advantages.108 It shows that pioneers such as Coca-Cola and Kleenex have become prototypical occupying an unique position in the consumer’s mind. Their large market shares tend to persist because perceptions and preferences, once formed, are difficult to alter.109



2.3 Follower Advantages “The trouble with being a pioneer is that pioneers get killed by the Indians.” (Theodore Levitt)
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Theoretical Framework



23



First-mover advantages might be diminished by various disadvantages. These pioneer disadvantages stem from two broad sources: the cost of pioneering and the risk of environmental change. They represent opportunities that may be exploited by the follower. As literature focusing on followership is more recent than research on firstmovership, conceptual literature scarcely exists and empirical evidence is lacking in many areas. Nevertheless, the following synopsis summarises the most important mechanisms leading to follower advantages, some of which have been better developed into theories. A follower may achieve cost and differentiation advantages arising from several factors divided into four categories: (1) economic factors, (2) exploitative factors, (3) technological factors, and (4) behavioural factors. 2.3.1 Economic Factors In the context of followership economic factors refer largely to cost advantages based on economies of scope and insufficient investments of the first-mover (economies of scale). Scope Economies Though economies of scope is not a relevant issue for single-business firms, the extent to which multi-business firms (first-mover and/or followers) may be in a position to achieve cost advantages due to scope economies interrelationship (marketing, manufacturing, and technological synergies) depends on their respective business portfolios. All else equal, whereas a related diversified firm has the benefit of scope economies, an unrelated firm has no such cost advantage. For example, pooled purchase of media time and media space for all products in its portfolio would enable the first-mover to achieve a marketing cost advantage over a later entrant provided that the follower is a single-business firm or a multi-business firm whose potential to benefit is lower than that of the first-mover. Whether the first-mover or the follower benefits more from scope economies depends on their respective portfolios.110 In many industries, however, the important potential competitor is a large, multi-product firm operating in the other fields as well as in the one represented by the product in question.111 Insufficient Investments Often the first-mover is required to take investment decisions such as plant capacity in the face of uncertainty about future demand. The pioneer may not be willing or not be able to commit the necessary resources to achieve scale-dependent cost advantages. The greater the uncertainty level, the lower the likelihood that a firstmover will make sizeable investments as it is difficult or even impossible to reposition large-scale investments afterwards.112 If the first-mover elects not to make sufficient
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investments to achieve scale-dependent and absolute cost advantages, its firstmover advantage will be less or non-existent.113 In other words, the less sufficient the first-mover’s initial investments the lower its positional advantage, and consequently, the lower the relative disadvantage of the follower. In this case the later entrant can turn the tables by placing sufficient investments. Thus, deciding on the appropriate magnitude of investment may become a two-edged sword for the first-mover. Chandler (1990) depicts how firms that commit resources to large-scale production, not necessarily the pioneers, tend to lead the market. On the other hand, firms that failed to make long-term investments to create organizational competencies remained small or sold out.114 Similarly, Tellis & Golder (1996) suggest that enduring market leaders are firms that commit resources, either their own or those entrusted to them. In their historical study, they demonstrate the importance of financial commitment by giving several examples of pioneers that failed to invest sufficiently or lost the investment race against early followers (e.g. Apple Computer).115 2.3.2 Exploitative Factors Exploitation factors arise from the incumbent’s performance to pioneer the market. A follower may gain cost or differentiation advantages through free-riding on the firstmover’s initial investments and learning from first-mover’s mistakes. Free-riding Effects A first-mover often incurs substantial pioneering costs such as the expense of gaining regulatory approvals, achieving code compliance, educating potential buyers, nurturing suppliers of factor inputs (e.g. raw materials or machinery), investing in the development of complementary products, and developing infrastructure facilities for training and servicing intermediaries and buyers.116 Levitt (1965) favours a late market entry strategy if firms can employ a so-called ‘used apple policy’ – instead of bearing the burden of pioneering markets, let others enter the market first. If the market turns out to be attractive then enter the market.117 So, later entrants may be in a position to free-ride on the first-mover’s entry costs if they can avoid all or some of the costs of product and/or market development incurred by the first-mover. The ability of followers to free-ride reduces the magnitude and durability of the firstmover’s profits and hence its incentive to make early investments. The theoretical literature has focussed largely on the implications of free-rider effects in the form of information spillovers in R&D and learning-based productivity
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improvement (e.g. Ghemawat & Spence (1985)).118 As outlined above, empirical studies document a high rate of inter-firm diffusion of technology in most industries.119 Guasch & Weiss (1980) assess free-rider effects operating in the labour market. They argue that followers may be able to exploit employee screening performed by early entrants and thus acquire skilled labour at lower cost. This is in addition to the fact that early entrants may invest in employee training with benefits enjoyed by later entrants who may be able to hire away the trained personnel.120 Though the arguments mentioned above appear to be plausible, there is little empirical support for follower advantages based on free-riding. Miller et al. (1989) showed that newcomers, though competing at lower prices, have no significant imitation-based cost advantages compared with the first-mover.121 However, the extent of a potential cost advantages needs to be judged for the respective industry, firm, and product. Imitation Effects Technology embedded in the first-mover’s offering is susceptible to reverse engineering. Imitating the first-mover’s offering enables the follower to acquire the same technology at lower cost. As some empirical evidence proves, imitation costs are lower than innovating costs.122 For instance, the development costs of a collision warning software for aeroplanes sinks by 90% between the first and second product generation, and again, by 90% between the second and forth product generation. If a follower is in the position to enter the market in a later stage, it can realize enormous cost savings and capitalize its follower advantage.123 When investigating product innovations in pharmaceuticals, chemicals, and electrical products, Mansfield (1985) found that, on average, imitators could duplicate patented innovations for about 65% of the innovators’ costs. His study also revealed that imitation was quite rapid, with 60% of the patented innovations within 4 years.124 In addition, a first-mover might find it increasingly difficult to protect its rights as followers innovate around the patent.125 The extent of the follower advantage is mainly dependent on the magnitude of the pioneer’s investments and the possibility to imitate the first-mover’s offering. If a firstmover invested heavily in an industry with low barriers to imitation, the later entrant enjoys a high potential of follower advantages. Apart from the investment intensity and the effectiveness of imitation barriers, the duration of product life cycles influences the extent of the follower advantage. For the follower, higher cost
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advantages based on imitations are more likely in low-tech industries with long product life cycles than in high-tech industries. There is only little empirical support for the existence of cost advantages through imitations. The experiments by Carpenter & Nakamoto (1986) suggest that me-too brands tend to fail when positioned close to the pioneer but are often successful when positioned close to differentiated later entrants. In the case of the money market mutual fund industry, an industry where the barriers to entry are generally low and new product innovations can easily be imitated, Makadok (1998) shows that OEAs are only very modestly and gradually eroded by the entry of additional competitors.126 A recent study claims that previous research on new product introductions has largely ignored the effects of competitive imitation. Lee et al. (2000) found that the effect of imitation is to dissipate the first-mover’s shareholder wealth gains, thus undermining the durability of first-mover advantages.127 Incumbent’s Inertia Vulnerability of the first-mover is often enhanced by incumbent’s inertia. Such inertia can have several causes: (1) the firm may be locked-in to a specific set of fixed assets, (2) the firm may be reluctant to cannibalize existing product lines, or (3) the firm may become organizationally inflexible. These factors inhibit the ability of the firm to respond to environmental change or competitive threats.128 Incumbent’s inertia may deter a pioneer from making the investments necessary to remain a market leader. Such inertia may be profit maximizing for a pioneer if the return on investment from market leadership is below that available elsewhere.129 A firm with heavy sunk costs in fixed plant or marketing channels that ultimately prove-suboptimal may find it rational to ‘harvest’ these investments rather than continue to reinvest and attempt to transform itself radically. This rationale may offer followers the opportunity to enter the market by investing in the alternative, superior technology and catch up with the first-mover in the end. Much of the literature on cannibalization-avoidance refers to R&D. Arrow (1962) was the first to lay out the theoretical argument that an incumbent monopolist is less likely to innovate than a new entrant, since innovation destroys rents on the firm’s existing products. However, Conner (1988) shows that under a broad range of conditions the incumbent’s optimal strategy is to develop an improved product but delay market introduction until challenged by the appearance of a rival product.130 Organizational inertia has also often led firms to continue investing in their existing asset base well beyond the point where such investments are economically justified. 126



However, completely erasing the advantages of early entrants appears to require a large number of new entrants, often more firms than can be supported by the product category, thereby leaving the first-mover and early-movers able to sustain a substantial portion of their initial advantages intact. Makadok (1998), p. 692. 127 Lee et al. (2000), p. 29. 128 Lieberman & Montgomery (1988), pp. 48-49. 129 Golder & Tellis (1993), p. 161.
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Factors that limit adaptive response of incumbents are among others, the development of organizational routines and standards, internal political dynamics, and the development of stable exchange relations with other organizations. Cooper & Schendel (1976) note that even when an incumbent makes a commitment to change organizational factors often sabotage the effort.131 Learning From the First-mover’s Mistakes A later entrant can achieve a differentiation advantage by learning from the pioneer’s mistakes in such areas as positioning, product design and characteristics or by simply doing things differently, e.g. altering the configuration of value chain activities involved in designing, producing, marketing, delivering, and supporting a product.132 For example, when Toyota was first planning to enter the U.S. market it interviewed owners of Volkswagens, the leading small PC at that time. Information on what owners like and dislike about the Volkswagen was incorporated in the design process for the new car by Toyota.133 The extent of gaining a differentiation advantage based on learning from the pioneer’s behaviour is primarily dependent on the late entrant’s ability to recognize and avoid the mistakes made by the first-mover. A follower cannot only learn from the first-mover’s mistakes, but also deduce important information from the first-mover’s moves. By committing itself to a particular strategy, the first-mover contracts its output for a certain period, e.g., the instalment of a certain capacity. This information reveals the expected market demand to the follower. Thus, the follower can accordingly adapt its strategy. In a game-theoretical approach, Gal-Or (1987) shows that even ‘red herrings’ fail to confuse the follower. Even though the first-mover tries to fool the follower by reducing its output (i.e. signalling low demand), the follower is always able to infer the correct private signal that the first-mover observes provided that the first-mover’s information is not infinitely noisy.134Moreover, the irreversibility of investments in any of these areas might preclude the first-mover from adapting the strategy and tactics of later entrants that have the benefit of hindsight.135 2.3.3 Technological Factors Technological factors might endow the follower with a cost advantage and/or differentiation advantage based on the resolution of technological uncertainty, shifts in technology, and drastic changes in the distribution system.
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Conner (1988), p. 24-25. In their study, fifteen incumbents made major commitments to the new technologies but only two of them ultimately proved successful. Cooper & Schendel (1976), pp. 61-69. 132 Kerin et al. (1992), p. 47. 133 Lieberman & Montgomery (1988), p. 47. 134 Gal-Or (1987), pp. 279-289. 135 Porter (1980), p. 124. 131
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Resolution of Technological Uncertainty Technological uncertainty arises because a pioneer’s first generation technology may not work very well. A first-mover may be at disadvantage if early investments are specific to the current technology and cannot be easily modified for later generations. Therefore, followers can gain an edge through the resolution of technological uncertainty. The magnitude of a follower advantage based on the resolution of technological (or market) uncertainty depends on the positioning of the first-mover in the marketplace. The greater the gap between the first-mover’s positioning and the ‘ideal point’, the higher the extent of the follower’s advantage. Wernerfelt & Karnani (1987) consider the effects of uncertainty on the desirability of early versus late market entry. Entry in an uncertain market involves a high degree of risk. They argue that early entry is more attractive when the firm can influence the way that uncertainty is resolved. For example, the firm may be able to set industry standards in its favour. Firm size may also be important – large firms may be better equipped to wait for the resolution of uncertainty or to hedge by maintaining a more flexible investment portfolio.136 In many new product markets uncertainty is resolved through the emergence of a ‘dominant design’.137 Then, competition often shifts to price, thereby conveying greater advantage over firms possessing skills in low-cost manufacturing.138 Shift in Technology and Transformation of the Distribution Systems Schumpeter (1961) conceived of technological progress as a process of ‘creative destruction’, in which existing products are superseded by the innovations of new firms.139 According to the extent to which followers have access to relatively superior and cost-efficient technologies, they are in the position to offset the first-mover’s experience-based cost advantage. Major shifts in technology for which a first-mover is ill-prepared because it is caught in its old investments may favour a fast follower that is not burdened with such limitations. In situations in which a first-mover’s specialized assets in one product generation lose their value in the next, the firstmover advantage dissipates as past learning is invalidated, new learning curves emerge and present production facilities are made obsolete.140 Since the replacement technology often appears while the old technology is still growing, it may be difficult for an incumbent to perceive the threat and take adequate preventive steps. For example, the failure of the steam locomotive manufactures to respond to the innovation of diesel.141
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Wernerfelt & Karnani (1987), p. 189. See also section ‘Prototypicality and Dominant Design’ on p. 19. 138 Lieberman & Montgomery (1988), pp. 47-48. 139 Szymanski et al. (1995), p. 27. 140 Porter (1998b), p. 190. 141 Cooper & Schendel (1976) provide several examples where incumbents missed the technological change; pp. 61-69. 137
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As Yip (1982) empirically shows new entrants exploit technological discontinuities or ‘gateways’ to displace existing incumbents. Foster (1986) gives practical advice on how such discontinuities can be exploited by entrants, who might be defined as ‘firstmovers’ into the next technological phase.142 Scherer (1980) and Utterback (1994) provide a list of innovative entrants who revolutionized existing industries with new products and processes. Yet, they also cite numerous examples of dominant incumbents that proved to be aggressive followers in related industries.143 A follower may also gain positional advantages due to transformation of the traditional distribution system. Building distribution networks requires years of efforts. Agreements with distributors represent a commitment which often goes beyond legal contracts. Thus, changes of a first-mover’s established distribution system are notoriously difficult and rarely possible within a limited period. 144 The first-mover’s incapability to respond adequately to this change provides cost or differentiation advantages for the follower by choosing another, more sophisticated distribution channel. 2.3.4 Behavioural Factors Behavioural factors offer the follower opportunities to gain a cost and/or differentiation advantage through the resolution of market uncertainty and shifts in demand. Resolution of Market Uncertainty The first-mover bears the supply-related risk of the technological development, as discussed above, and the demand-related risk of the market development. Market uncertainty arises because it is difficult to forecast customer response to a pioneering innovation. The first-mover must put capacity in place first while later entrants can base their decisions on more current information.145 If the market does not reach the necessary critical size within a reasonable time, the first-mover will fail even before any other firms enter the market.146 Late entrants may gain an advantage by positioning at the ‘ideal point’ in price, attribute space or process technology if the first-mover has not done so and the costs of repositioning are high. Such a situation may occur if the ideal point becomes apparent only after the product has been widely introduced.147 Thus, late entrants can gain an edge through resolution of the market by simply waiting until the market has crystallized with the help of the first-mover. Hauser & Shugan (1983) empirically show that if the first-mover does not choose the ‘correct’ market position, it will be at a competitive disadvantage in relation to later entrants.148 Later entrants will be able to better position their brands because of what 142



Lieberman & Montgomery (1988), p. 48. Scherer (1980), pp. 431-438; Utterback (1994), pp. 57-122. 144 Laserre & Schütte (1999), pp. 152, 173. 145 Porter (1998b), p. 190. 146 Glazer (1985), p. 479. 147 Golder & Tellis (1993), p. 161. 148 Hauser & Shugan (1983), pp. 346-355. 143
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they have learned about consumer preferences from the first-mover’s incorrect positioning.149 Sometimes, it is also possible that the market partly resists the firstmover’s offering. Then, further newcomers are necessary to overcome this resistance. In this case, the pioneer is dependent on competitors. The market can only be developed jointly but at the cost of a more intensive competitive constraint.150 Shift in Customer Needs A first-mover is vulnerable if buyer needs change and when its technology is no longer valued. Customer needs are dynamic, creating opportunities for later entrants unless the first-mover is alert and able to respond. For instance, since the mid-1800s new leaders have emerged in the soft drink industry as the preferred flavour has changed from lemon to ginger ale to cola.151 Moreover, a first-mover’s reputation advantage may be eliminated if buyers’ needs change and the first-mover is identified with the old generation of technology.152 Paradoxically, pioneers who narrowly focus their activities in the early stage of growth may have the most difficulty in making the transition to new growth opportunities of primary demand. As a case in point the pattern of market evolution in the automatic teller machine industry in the 1970s all but eliminated the positional advantages of Docutel, the first-mover. Over a period of a few years, Docutel’s market share declined from 100% to less than 10%.153



2.4 The Life Cycle Model of the Automotive Sector The automotive industry plays a major role in the industrialization process of developing countries. First, the commercial vehicles sector is a prerequisite for the development of the transportation and construction industry. Second, passenger cars become very popular commodities for private use when purchasing power reaches a certain level.154 The automotive world is essentially split into six markets, three of which are high-volume, mature or maturing markets – North America, Western Europe, and Japan/Australia; and three developing or long-term growth markets – Eastern Europe, South America and developing Asia. The automotive trajectory of the growth markets can be drawn from the historical experience of mature auto markets. The model of Hüneberg et al. (1995) describes the development of the automotive industry by five major stages:155
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Kerin et al. (1992), p. 35. Von der Oelsnitz (1998), p. 30. 151 Golder & Tellis (1993), p. 161. 152 Porter (1998b), p. 190. 153 Abell (1978), pp. 22-23. 154 Comparative socio-economic analyses of automotive markets in different stages show the relation between the wealth of a country and new registrations of PC. For example, Paquien (1969), p. 29; Timm & Grabenschröer (2001), p. 90; or PWC (2000). 155 McCarthy & Bonner (04.06.1999); Hünerberg et al. (1995), p. 138. 150
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(1) Phase of deficiency: at the beginning of the development of an economy, the need for transportation of people and goods grows with continuous division of labour. Thus, there is a large demand for buses and trucks, while cars play only a minor role. (2) Elitist phase: jointly with the traditionally wealthy class, the economic and political elite increasingly demand for middle-class and luxury cars. (3) Initial phase: through the steady development of the economy, a middle class arises with a strong demand both for cars in the middle and low-end segment and for light commercial vehicles. In this phase, a broad motorization of the population takes place. The demand for PCs grows stronger than the demand for CVs. (4) Phase of democratization: through growing prosperity in all classes the demand for a mass model comes up (e.g. Ford Model T), coupled with the parallel expansion of the second car market. The demand for PCs exceeds the demand for CVs. (5) Phase of maturity: while the market becomes gradually saturated, differentiation of the market starts with increasing individualization of the demand, i.e. the development of new segments and niches. The duration of each phase depends on the conditions prevailing in the respective market. On the one hand, they can occur in very quick succession or even overlap.156 On the other hand, they might be protracted by governmental interference through market protectionism (e.g. Brazil, Mexico, China, India, etc.), but as soon as the market opens, a strong pent-up demand arises typically.157 Although automotive demand varies markedly within Brazil and China, the Brazilian auto industry can already be assigned to the fourth stage, while the Chinese one is just entering the third phase.158 In comparison to China, Brazil has a six times higher per capita GNP and the Brazilian PC production amounts to almost five times its CV output, whereas the Chinese CV production still exceeds the PC output by factor 2.3. However, the demand for PCs is expected to grow rapidly due to the emerging middle class in Chinese cities and new financing models.
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As income allocation tends to be very concentrated in EMs, the automotive industry is typically ahead in the developed, urban areas compared to the less-developed, rural areas. 157 This phenomenon could be observed in Brazil as the demand for “popular cars” increased tremendously in the early 1990s. Timm & Grabenschröer (2001), p. 10. 158 A couple of interviewees indicated that the development of the Brazilian automotive industry is around two decades ahead of the Chinese one. The major evaluation criteria are the per capita GDP and the product mix. Typically, the PC market begins to grow quickly when per capita GDP reaches around USD 4,000-5,000 per year. Additionally, the dominance of commercial vehicles over PCs indicates the early development stage of an automotive industry. CAC (2000), p. 22; Eisenstein (15.11.99); EIU-W&L (1997), p. 3.
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3 Research Methodology In this chapter the major objectives of this research are depicted and the research terrain in which the research questions are to be answered is demarcated. Furthermore, the research design is discussed in detail and the framework of this study is presented. The development of the propositions and their evaluation according to three dimensions is explained. Finally, the process of data collection by means of a questionnaire survey and interviews is described.



3.1 Research Objectives Contribution to literature Focus on followership The focus of most studies on order-of-entry effects has been on first-mover advantages and, consequently, on strategies that protect pioneers against new entrants. First-mover disadvantages or follower advantages have only just recently attracted significant attention.159 Extant literature on follower advantages does not offer such well-defined conceptual frameworks as those for first-mover advantages; and few empirical studies explicitly address followership.160 However, as organizational reality suggests, more firms in any product-marketing setting happen to be followers than first-movers. No single firm can afford or expect to be a firstmover all the time; it will often be compelled to be a follower.161 Thus, firms need to be aware of the options and requirements to compensate the disadvantages from being late. More research on follower advantages and strategies is therefore needed and will be welcomed by a larger population of firms. Focus on emerging markets The empirical evidence relating to first-mover advantages is largely drawn from U.S. data. However, the few existing comparative studies suggest that the magnitude of first-mover advantages varies greatly across international markets.162 Research on OEAs in EMs is very rare. Nakata & Sivakumar (1997) suggest a model that illuminates how EMs conditions affect first-mover advantages. Their work represents the only contribution to theoretical analytical literature with a geographical focus on EMs. Except for a few studies, there exists virtually no empirical research on order-
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Lieberman & Montgomery (1998), p. 1122. For example, Rao et al. (1998); Venkatesh et al. (1998); Venkatesh et al. (1999); Bartlett & Ghoshal (2000). 161 Kerin et al. (1992), pp. 48-49; Lieberman & Montgomery (1988), pp. 52-53. 162 The literature review identified only three empirical studies dealing with first-movership in international markets: Mascarenhas (1992a); Mascarenhas (1992b); Alpert et al. (1997); and Song & Di Benedetto (1999). 160
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of-entry effects in EMs.163 Thus, international and cross-cultural studies are needed to determine whether the drivers of OEAs differ across countries.164 Research Objectives From an academic perspective this study aims at bringing additional theoretical refinement to the debate about OEAs supported by empirical data from EMs that have been virtually ignored in empirical research so far. Using an integrated approach, it intends to deepen the understanding of mechanisms generating firstmover and follower advantages. From a practitioner’s perspective this study should evoke awareness of the opportunities and limits that exist when entering an EM as a follower. Moreover, the requirements to gain a sustainable foothold in the market and strategic recommendations concluded from the OEA analysis should be delineated. Following the author’s aim to link theory and practice, this study targets a diverse community of readers, particularly the academic world and managers of the automotive industry. Therefore, this work presents theoretical concepts not as an end in itself, but in order to evaluate their applicability in the real world. Furthermore, this study seeks for generalization of its findings beyond the Chinese and Brazilian automotive industry. The author would also like managers engaged in other EMs, such as India, South Africa, Russia or the East European countries, to draw inspiration from the results of this study. Research Questions As the literature review has shown, some scholars suggest that pioneers should be in the position to achieve higher market shares and profits than later entrants. Other researchers demonstrated that followers entering the growth-phase of the market have a higher survival rate and, on average a faster growth than pioneers do.165 As indicated above, all of these findings were exclusively drawn from developed markets, mostly the USA. The increasing importance of EMs to large corporations, however, raises the fundamental question whether these findings of past studies can be applied in EMs as well. Are pioneers better off than followers there, or is it rather the other way around? How do the rapidly changing conditions prevailing in EMs influence the debate on order-of-entry effects? This research aims at shedding light on these issues by answering four research questions: (1) What advantages does first-movership and followership imply in EMs? (2) How important are the identified OEAs in terms of their magnitude and duration? (3) What are the major factors influencing these OEAs?
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Mascarenhas (1992b) investigated order-of-entry effects on market share in the oil drilling industry in 46 national markets. Luo (1997) and Luo & Peng (1998) analyzed the profitability of foreigninvested early and late entrants in the industrial goods market in China. Song & Di Benedetto (1999) investigated the perceived first-mover advantages in nine countries (including China and South-Korea). See Table 9.1-1 in appendix for more details on these studies. 164 Lieberman & Montgomery (1998), pp. 1120-1122. 165 See Table 9.1-1 in the appendix.
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(4) What kind of resources does a newcomer need and what strategy should it apply to successfully enter an emerging market? Data Sources To answer the research questions various sources deriving from the academic and business world were used. The academic sources comprise academic journals, PhD theses, conference papers, and interviews with professors doing research on the automotive industry.166 Data from practice are industry reports (e.g., EIU, DRI Standard & Poor’s), automotive magazines, articles from newspapers and automotive magazines, car-related homepages, publications of carmakers, and the interviews with carmakers, consultants and automotive associations. Figure 3.1-1: Types of data sources Academic World
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3.2 Demarcation of Research This section is devoted to the particular industry-market context in which the research questions are to be answered. Three substantial issues need thereby to be clarified: (1) Why doing a single-industry research in two countries? (Single-industry focus) (2) Why choosing the PC industry as terrain for this study? (Automotive focus) (3) Why selecting China and Brazil? (Geographical focus)
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Single-industry Focus Empirical studies of first-mover effects have been mostly cross-sectional and domestic focusing on single-market effects.167 Lieberman & Montgomery (1988) recommend a more precise mapping between industry characteristics and first-mover mechanisms to deepen the understanding on entry-timing effects through interindustry studies.168 Comparing a single industry in different markets facilitates the distinction between industry-specific and market-specific factors. Therefore, this study examines entry-timing effects longitudinally, controlling for market life cycle. The development paths of an industry might reveal interesting similarities or differences. Under comparable conditions, it might be even possible to draw analogies between countries (parallelism). Automotive Focus The nature and magnitude of first-mover advantages vary among industries.169 As this research is also driven by the question of how followers can compensate firstmover advantages, an industry with an extreme business environment and high entry barriers should be chosen, i.e. an industry that is most hostile to followers. Typically, industries can roughly be categorized by two criteria: customer focus (consumer vs. industrial goods) and product durability (non-durable vs. durable goods). Several empirical first-mover studies have highlighted inter-industry differences; their findings suggest that first-mover effects are more powerful in consumer goods industries than in industrial goods industries.170 Moreover, in durable goods industries the market response to a follower’s offering is likely to be lower than for non-durable goods.171 Among 20 industries investigated by Bain (1956), the PC sector represents an industry with a product-differentiation barrier that is at least as high as any other industry investigated.172 Similarly, Patterson (1993) found that the automotive industry has the highest temporal barriers among six industries being investigated.173 Therefore, the PC industry, which apparently offers followers the toughest conditions, is an ideal research terrain for this study. Furthermore, the automotive industry represents one of the most important and largest industries world-wide. Geographical Focus Geographically, this study focusses on Brazil and China. According to EIU forecasts, these two countries are the biggest and probably the most promising economies in the Asian Pacific and Latin American region. Additionally, Brazil and China have
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Mascarenhas (1992a), p. 237. Lieberman & Montgomery (1988), p. 53. 169 Mitchell (1991), p. 98; Schoenecker & Cooper (1998), p. 1138; Makadok (1998), p. 685. 170 Lieberman & Montgomery (1988), p. 53. 171 Bowman & Gatignon (1995), pp. 4, 23. 172 Bain (1956), p. 296. 173 Patterson (1993), p. 772. 168
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belonged to the five top recipients of foreign direct investments in recent years. From an automotive perspective, both countries have a tremendous growth potential. ƒ Brazil is the leading member of Mercosur, which is the world’s third largest trade bloc (approx. USD 1 trillion). Automotive trade represents 30% of the overall trade in Mercosur.174 Brazil represents Latin America’s largest auto market and the tenth largest market in the world in 2000.175 ƒ China has been the fastest growing economy in the world for almost 20 years, though its progress has been very erratic. China automotive industry has developed into the third biggest vehicle market in Asia after Japan and South Korea and into the seventh largest market world-wide. Although the Chinese automotive industry is still in its infancy, some experts believe that China could be the world’s largest market for automobiles in two or three decades if the country’s economy continues to grow at the current rate.



3.3 Research Design The research design is the logic that links the data to be collected and the conclusions to be drawn to the initial questions of the study.176 3.3.1 Research Strategy A research strategy is best understood as the pairing of the research objective and a specific research method.177 Research strategies structure how social researchers collect data and make sense of what they have collected. There are three broad strategies of social science that can be plotted in two dimensions showing the relation between the number of cases studied and the number of aspects studied in each case.178 (1) Qualitative research interested in commonalties examines many aspects or features of a relatively small number of cases in-depth. An intensive approach is best suited for goals that involve close attention to specific cases. (2) Comparative research interested in diversity studies a moderate number of cases in a comprehensive manner, though in not as much detail as in most of qualitative research. A comprehensive approach is best suited for goals that involve the examination of patterns of similarities and differences across a moderate number of cases. (3) Quantitative research interested in how variables co-vary across cases, typically examines a relatively small number of features across a large number of cases. An extensive approach is best suited for goals that involve knowledge of broad patterns across many cases. 174



Gazeta Mercantil, Oct 20, 1999. In the mid-1990s, Brazil was the seventh largest market. ANFAVEA (2002), pp. 135-136. 176 Yin (1994), p. 27. 177 Ragin (1994), p. 33. 178 Ragin (1994), pp. 48-52; Black (1999), p. 9. 175
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The trade-off between studying cases and studying variables compels the researcher to chose between focusing on cases as wholes, focusing on variables, or balancing the two in some way aspects of cases due to the researcher’s limited capacities. Because of the fit between the research objectives and the author’s limited resources, this study pursues the comparative approach. It would be most revealing to investigate all market entrants in-depth (including exitants) since the birth of the respective industry. This, however, would be too labour intensive and therefore beyond the capacity of a single researcher. 3.3.2 Research Method Except for a few anecdotal and historical studies, empirical research on firstmovership is usually based on quantitative research methods, i.e. statistical hypothesis testing by means of data banks such as PIMS or ASSESSOR.179 However, researchers have advocated using new data and research methods to study OEAs and replicate the findings based on quantitative research. Different approaches can compensate for some of the limitations of previous research, such as survivor bias180, self-perception bias, and inconsistent operational definitions.181 Though many researchers have called for a longitudinal analysis, few have chosen this method, probably because it is difficult, time-consuming, and not clearly charted. Qualitative methods clearly lack the apparent objectivity of significant tests and the sophistication of econometric models. On the other hand, the objectivity of significance tests and the sophistication of complex models may lull researchers into a false sense of security in precise estimates of causes that are spurious. Furthermore, quantitative methods cannot provide the same perspective, because a matrix of numbers loses richness of history. Since research on OEAs in EMs is a very complex and unexplored field where a multiplicity of variables interact, it would be unwise to envisage a statistical and controlled approach to this subject. An integrative analysis of mechanisms enhancing first-mover advantages and follower advantages cannot be carried out in the positivistic research paradigm of statistical data gathering, because this approach is per se reductionistic.182 Therefore, this study largely follows the interpretative paradigm of qualitative hypothesis-generation. Yin (1984) defines five major research methods that should be included in a social scientist’s armamentarium: experiment, history, case study, survey, and archival 179



For example, Golder & Tellis (1993); Chandler (1990); Tellis & Golder (1996); Schnaars (1994). Quantitative studies mostly neglect companies that exited the market. This leads to a more favourable perspective of first-mover advantages as the pioneers’ risk to fail is higher. Golder & Tellis (1993) examine the success of pioneers across fifty product markets. By using historical data to locate the “true” pioneers, rather than simply collecting information from surviving firms, they find the pioneer success rate to be significantly smaller than in typical PIMS studies. 181 Lieberman & Montgomery (1988), p. 53; Karakaya & Stahl (1989), p. 89; Golder & Tellis (1993), p. 159; Tellis & Golder (1996), pp. 66-67; Kerin et al. (1996), p. 32. In their recent publication, however, Lieberman & Montgomery (1998) raise concerns if the historical analysis can successfully eliminate the subjective element that clouds much of the FMA literature. 182 Rubin & Rubin (1995), pp. 32-34. 180
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analysis.183 Depending on the circumstances, research methods can also be combined with each other. It is reasonable to apply a mix of research methods to benefit simultaneously from their individual strengths. The combination of the history and the case study method, which is known in the literature as ‘case history method’, best meets the needs of this study.184 The case history method is understood as a process of assembling, critically examining, and summarizing the records of the past and the present by using multiple sources of evidence. Like the case study method, it uses a variety of data sources, such as documents, questionnaires, interviews, and observations (data triangulation); and relies on induction to determine causality.185 Case history research is the appropriate research method if a how or why question is being asked about a historical and contemporary set of events over which the investigator has no control.186 As this research is largely of an explorative nature, the majority of data were gathered by means of qualitative methods. However, in order to strengthen the results of the qualitative research, a questionnaire survey was used simultaneously. This method appears to be appropriate to support the findings of the case histories concerning the importance of OEAs.187 The combination of qualitative and quantitative data provides this research with a solid base of empirical data. 3.3.3 Research Reporting Qualitative research based on case studies or case histories is usually reported in story or narrative form. As Steyaert & Bouwen (1996) point out, the narrative approach is a specific form of reality construction; the process of framing, feeling and identity formation, incentive actualisation, and language use. Research is thus seen as a creative construction of reality, including not only analysis and interpretation but also writing and reporting.188 Mini-cases are used to deepen the understanding of single OEAs in the actual context. This multi-discourse perspective has been investigated for management research by Steyaert (1997) and Steyaert & Bouwen (1996). Story-telling is so popular in management studies, because its lessons are more accessible to practitioners: “Narratives, being loose flexible frameworks, are close to the activities of practitioners, are richer in content, and have a higher mnemonic value”.189 Although interviews are classically seen as a situation of asking questions, in a narrative approach interviewing is closer to eliciting stories from the interviewee. Story-telling gives interviewees the chance to frame their own, relevant experience.
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Yin (1993), pp. XI and 17. See Kerin et al. (1996), p. 32. 185 Denzin & Lincoln (1994), p. 214. 186 See Yin (1994), pp. 9-23. 187 In the questionnaire, the interviewees were asked to evaluate the OEA according to their importance by means of the Likert scale. 188 Steyaert & Bouwen (1996), pp. 6-14. 189 Tsoukas (1994), p. 768. 184
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This guarantees the possibility of making new as well as relevant discoveries. Although asking for stories can look unnatural to classically trained interviewers, many interviewees seem to be natural story-tellers.190 3.3.4 Research Objects Operational definitions Pioneers and followers The selection of research objects requires precise operational definitions of a firstmover and a follower (see section 2.1.1). Bain (1956) defines a first-mover as an independent legal entity that is new to an industry and builds new physical production capacity.191 Broadening this definition, this study considers a pioneer as one of the first firms that sell in a new product category.192 In the context of this research, the new product category comprises the entire PC market.193 Commercial activities comprise the sales of (1) imported CBU, (2) assembled CKD/SKD-kits, and (3) locally produced CBU. The definition above allows designating more than one company as a pioneer if more companies start their commercial automotive activities at about the same time. It distinguishes the class of firms – namely early followers – that might enter after the pioneers and learn from their errors, yet still enter early enough to shape the market and dominate the product category. As outlined in section 2.1.2, the literature typically distinguishes between early and late followers. However, as the case of the Brazilian PC industry shows, a narrower clustering of followers is needed.194 Therefore, followers are grouped according to various generations of carmakers. A carmaker is assigned to a group if its market entry took place during the respective period. Each entry cluster covers a period of three to five years. It can be assumed that, during this short period, carmakers of each group can learn from each other only to a negligible extent, because of a slow diffusion of competitors’ data and long negotiation and approval processes.
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Steyaert & Bouwen (1996), p. 16. This definition explicitly excludes the acquisition of existing capacity; see Bain (1956), p. 5. 192 A product category is defined here as a set of competing brands that consumers perceive as close substitutes. Several authors argue that a broad category definition is preferable to a narrow one because of the competitive advantage that accrues from thinking broadly. At the other extreme, too narrow a definition allows any firm with loyal following to be designated a pioneer of the market segment it currently dominates; Tellis & Golder (1996), p. 66. 193 Borrowing the definition of OICA (2001), PCs are motor vehicles with at least four wheels, used for the transport of passengers, and comprising no more than eight seats in addition to the driver’s seat. 194 This is also likely to be true of China soon, because there will be a third generation of followers after the implementation of the WTO rules. This group will probably distinguish itself from the second generation of followers by entering the market through car imports instead of the typical entry mode of local manufacturing. 191
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Incumbents and newcomers In this study, the term ‘newcomer’ refers to the most recent generation of followers in the respective market-context, i.e. the second follower generation in China and the third follower generation in Brazil. In order to distinguish between newcomers and earlier entrants, the term ‘incumbents’ is used. Depending on the current number of follower generations, incumbents can refer to the pioneers and the earlier generations of followers that are already established in the market. Brazilian Carmakers The research in Brazil starts with the birth of the national automotive industry in 1957. The Brazilian carmakers are clustered into four groups according to their start of commercial activities as can be viewed in Table 3.3-1. Table 3.3-1: Clusters of market entries of Brazilian carmakers Group Pioneers (the late 1950s) 1st follower gen. (the late 1960s) 2nd follower gen. (the early 1970s) 3rd follower gen. (the early 1990s)



Start 1957-67 1959-67 1959-66 1959 1967 1968 1969-80,1996 1976 1990 1991 1992 1992 1993



Carmakers in Brazil195 ƒ Vemag (VW) ƒ Willys-Overland (Ford) ƒ Simca (Chrysler) ƒ Volkswagen 196 ƒ Ford 197 ƒ GM ƒ Chrysler (VW) ƒ Fiat ƒ ƒ ƒ ƒ ƒ



Mercedes-Benz Peugeot Citroen Honda Toyota Renault



M/S in 2001 – – – 28.5% 6.3% 23.5% 0.1% 28.9 % 0.8% 3.6% 1.7% 0.9% 5.3%



Chinese Carmakers In Chinese automotive industry is investigated since the first Sino-foreign JVs were signed that were a result of the open-door policy in the late 1970s.198 Chinese PC manufacturers are clustered into three groups.
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Carmakers were acquired by the companies indicated in brackets. Ford assembled imported CKD kits from 1919 until the early 1950s. In 1967, Ford re-entered with local PC production. 197 GM assembled imported CKD kits from 1925 until the early 1950s. In 1968, GM re-entered with local PC production. 198 Before that time, the automotive industry consisted only of two relatively big local carmakers FAW and SAW whose vehicles were on a very low technological level with a total market volume of a few thousand PCs. 196
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Table 3.3-2: Clusters of market entries of Chinese carmakers199 Group Pioneers (mid-1980s) 1st follower gen. (late 1980s/early 1990s)



2nd follower gen. (late 1990s)



Start 1985 1985 1987-98 1988 1990 1991 1991 1992 1992 1999 1999



Carmakers in China 200 ƒ Beijing Jeep ƒ Shanghai VW ƒ Guangzhou Peugeot 201 ƒ Tianjin Daihatsu (TLA in 1986) 202 ƒ FAW Group (TLA in 1988) ƒ Changan Suzuki (TLA in 1988) ƒ Guizhou Subaru (TLA in 1989) 203 ƒ Dongfeng Citroen ƒ FAW-VW ƒ Shanghai GM ƒ Guangzhou Honda



M/S in 2001 0.7% 31.9% – 8.7% 3.0% 7.2% 0.2% 7.4% 17.3% 8.1% 7.1%



3.4 Conceptual Framework The model presented above follows the ‘model of OEAs’ introduced in section 2.1.7. It aims to visualize the understanding of OEAs in this research. Fundamental assumptions of this perspective are: ƒ The endless number of factors influencing OEAs can be grouped into marketplace and firm-specific factors. ƒ Both pioneers and followers enjoy order-of-entry opportunities that can be materialized to OEAs if the marketplace and firm-specific factors allow them to do so. ƒ The order-of-entry effect on a single firm’s performance can be seen as an accumulation of individual, materialized order-of-entry advantages and disadvantages. ƒ Whether a pioneer or a follower enjoys a greater accumulated OEA depends on the marketplace and firm-specific factors prevailing at the point in time when the 199



The assignment of BJC, SVW, and GZP to the ‘pioneer cluster’ is in line with the study by Luo & Peng (1998). 200 Although BJC is a jeep producer, it is considered here as a PC producer as the Chinese government has classified the Cherokee as a passenger car. The firm has produced vehicles for civilian and military purposes. 201 The assignment of Toyota to the early follower group is somewhat critical as most of the cars came from Japan during the first import boom in 1985. PC imports amounted to 105,000 units and exceeded PC production by more than twenty times (see Figure 4.2-4). According to Harwit, many of these imported cars were Toyota Crowns and Nissan Bluebirds. However, import figures by carmaker are not available. Nonetheless, imports were reduced to less than a third within two years. Harwit (1995), p. 29. 202 Depending on the perspective, FAW Group (TLA with Audi) and FAW-VW are later entrants or not. From a foreign carmaker’s perspective, they are only an expansion of VW’s activities in China as VW had already entered the market with its SVW JV. In contrast, from a national perspective, which is applied here, these three carmakers are different legal entities and have to be treated differently. 203 Although, Peugeot S.A. had taken over Citroen in 1976, the two brands were run separately. Just in 1998, PSA restructured itself to a single organization (“Two brands, one group”). Therefore, GZP and Dongfeng Citroen remained two entirely separated projects. Interviews No. 20, 31, 32.
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Research Methodology market is observed. As the marketplace and firm-specific factors change over time, the relation between the accumulated first-mover advantage and follower advantage changes as well.204



Figure 3.4-1: Integrating model of OEAs in EMs
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3.4.1 Propositions One of the objectives of this study is to draw a comprehensive picture of pioneer and follower advantages prevailing in the Chinese and Brazilian automotive industry. Each OEA identified was formulated as a proposition.205 They were developed in several steps: (1) OEAs were identified from extant literature that is largely based on developed markets (see chapter 2.2 and chapter 2.3). (2) Elimination of those propositions that cannot be applied to the automotive context in EMs and adoption of the remaining propositions to the chosen market setting. (3) Development of additional propositions based on industry-specific desk research in China and Brazil (4) Refinement of propositions and development of a few additional propositions based on the interviews For the formulation of additional propositions (3rd phase), Porter’s value chain and an analysis of the market participants and their relations to each other (see Figure 3.4-2) were particularly supportive and guaranteed the complete coverage of OEAs in EMs.



204 205



See Lieberman & Montgomery (1988), p. 52. The term proposition is used here instead of hypothesis due to the qualitative nature of this study.
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Figure 3.4-2: Market participants of the automotive industry in EMs
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The questionnaire gives an overview of the whole bunch of propositions investigated in China and Brazil (see section 3.5.2).206 Ultimately, 29 propositions remained that are presented in chapter ‘6.Discussion’. 3.4.2 The Three Dimensions of OEAs The literature review has shown that most of previous research aims to find evidence for the existence of OEAs.207 There are only few scholars who leave the evidencefinding level dominated by quantitative research to investigate the mechanisms of OEAs as a phenomenon of its own. Most of these studies, however, remain on a conceptual level. This study is the first that aims to fill this gap by making OEAs more tangible through a differentiated analysis. OEAs are to be distinguished in this study according to three dimensions:208 (1) Nature: following Porter, an OEA can be a cost advantage, a differentiation advantage, or both. (2) Magnitude: this dimension represents the quantity of an OEA maximally achievable in a specific market-industry context. The magnitude is typically highest at the birth of the OEA. As empirical studies suggest, some OEAs have a stronger impact than others do. However, all OEAs have in common that their magnitude decreases over time (see section 2.1.5). In this study the magnitude is classified as low, medium, or high.



206



The Brazilian questionnaire can be found in section 0 in the appendix. See Table 9.1-1 in the appendix for a list of major studies on order-of-entry effects. 208 See also Lieberman & Montgomery (1988) and Makadok (1998). 207



44



Research Methodology



(3) Duration: the lifetime of an OEA is the maximum period between its creation and the point of time when it is entirely eroded. Previous research suggests that OEAs vary in their duration. Some are by their nature long living, others dissipate again within a short period. The duration is classified as short-term (≤ 1 year), medium-term (≤ 4 years), and long-term (> 4 years). The figure below shows two fictive OEA profiles for the purpose of illustration. Figure 3.4-3: Two examples of OEA profiles Magnitude
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3.4.3 Types of Influence Factors The factors that affect an OEA can be classified into three groups as shown in Table 3.4-1. Triggers are a prerequisite for the development of OEAs. Enhancers and mitigators strengthen or weaken an OEA respectively. Table 3.4-1: Types of influence factors of OEAs Factor type Triggers Enhancers Mitigators



Effect of variable They initiate an OEA They increase the magnitude, prolong the duration of an OEA, or do both. They decrease the magnitude, shorten the duration of an OEA, or do both.



Symbol   



A long lead-time of a pioneer usually enhances the magnitude and/or duration of most pioneer advantages and, on the other hand, mitigates the magnitude and/or duration of most follower advantages. Moreover, the development stage of the respective automotive industry and the degree of market protection are decisive factors that enhance or mitigate OEAs as well.
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3.5 Data Collection 3.5.1 Outcome of Field Work The fieldwork was carried out from Sep-Dec 2000 in China and from Mar-Aug 2001 in Brazil.209 As can be viewed in Table 3.5-1, 18 carmakers were interviewed in China and Brazil.210 In total, 93 personal interviews were carried out with a mean interview time of 103 min. per interview.211 Additionally, 29 questionnaires were returned. (Three questionnaires were only partly useable). A complete list of interviewees sorted by company can be found in section 9.4 in the appendix. Table 3.5-1: Outcome of the field study in figures Number of carmakers Number of interviews Total interview time Average interview time Number of questionnaires



China 9 of 11 42 63.3 hrs. 90 min. 14



Brazil 9 of 13 51 96.7 hrs. 114 min. 15



Total 18 93 160 hrs. 103 min. 29



Table 9.4-1 in the appendix depicts the major characteristics of the interviewees of this research project. In the Chinese sample, the automotive experience of the managers is lower than in Brazil. A plausible reason is the earlier development stage of the Chinese automotive industry compared to that of the Brazilian one.212 The high share of senior managers in the Chinese sample is not surprising considering the high share of expatriates in China. 3.5.2 Questionnaire The ‘questionnaire’ consists of two parts: a brief introduction to the research project and a list of propositions that were to be evaluated. (As an example, the Brazilian questionnaire can be found in section 0 in the appendix.) The interviewees were asked to evaluate each proposition by means of the Likert scale; one of five marks (from “not important” to “very important”) had to be assigned to each proposition according to the importance of the respective OEA. Apart from the primary purpose, the questionnaire had some additional functions. First, it served as preparation for the interviewees. The interviews were more efficient if the interviewees had read and answered the questionnaire. Second, it served as an interview guideline for the interviews without a specific company focus (e.g. consultants, academics).213 Third, the author could crosscheck the interviewee’s 209



The duration of the fieldwork in China and Brazil varied due to the author’s different level of knowledge about the domestic automotive industries. 210 Major reasons for not interviewing the remaining carmakers were the market exit of the carmaker, the unwillingness of contacted persons, or the author’s inability to speak Chinese. 211 Some of the interviews were carried out by telephone. This offered the interviewees the flexibility to arrange an interview at short notice and increased their availability and willingness. In this way, long distances could be bridged and time and expenses saved. 212 See section 2.4. 213 See section ‘3.5.3. Types of interviews’.
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statements with his evaluations (during or after the interview) to detect inconsistencies. It is important to note that the propositions enumerated in the questionnaire were presented in a different order than they are discussed in this thesis. For the sake of simplicity, the propositions were sorted according to the “interview clock”.214 The figure shows the logical flow of the questionnaire and most of the interviews at a glance. Moreover, this structure allowed an easy selection of the subjects where the interviewee could contribute most based on his area of responsibility and working experience. Trial runs After the development of the questionnaire, a trial run was carried out with some academics in order to verify the general comprehensibility of the questionnaire. Further trial runs were carried out in China and Brazil to (1) customize the questionnaire to the automotive context of each country (examples for illustration purposes, country-specific expressions, etc.), (2) refine propositions by wiping out ambiguous expressions and unclear formulations, and (3) add country-specific OEAs. 3.5.3 Interviews Types of interviews The interviews essentially followed the thread of the questionnaire. Two types of interviews were carried out according to their focus: (1) Firm-specific interviews with managers: an individual interview guideline was tailored according to the carmaker’s history and the function of the interviewee. The managers were asked to discuss the major OEAs from their perspective. (2) Market-specific interviews with professors, automotive associations, and consultants: the questionnaire served as interview guideline and the interviewees were asked to give examples and counterexamples of OEAs and to evaluate their importance. The following addresses were used to get in contact with potential interview partners: ƒ ƒ ƒ ƒ ƒ



HR or PR departments of the carmakers Automotive conferences and other events Top universities that do research on the automotive industry Consulting companies that publish automotive studies References by interview partners (snowball-effect)



After the first contact, the questionnaire was sent by fax or email to the candidates. If requested, the managers were provided with additional information about the research project or the question catalogue. Then, the candidates were contacted
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See section ‘9.3. Brazilian Questionnaire’ in the appendix.
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again within a week to fix the date and location for the interview.215 Given the drawbacks of using a single informant, the author sought to interview at least two interview partners of each carmaker to increase the internal consistency of data.216 Preservation of Data There is clearly a trade-off between taking notes and tape-recording the interviews, particularly if the interviews are not carried out in the interviewer’s mother tongue. Tape-recording avoids missing important data. Yet, it also makes people in general more reluctant to respond freely. On the other hand, this constraint also makes them more careful and their answers are probably less biased and therefore closer to reality. Nevertheless, the higher willingness to respond freely overweighs the loss of minor information and the greater subjectivity of information. During the field research, this decision turned out to be wise as a few managers revealed some confidential “stories”. Although, these data are not to be published, they enhanced the researcher’s comprehension of strategic decisions and shed a different light on some company-related developments. The fact that these managers asked for strict confidentiality indicates that they would not have talked about these matters in the presence of a tape-recorder. After the interview, a protocol was made based on the hand-written notes that were taken during the interview. Observations during the Interviews Two aspects turned out to be extremely important at the beginning of an interview. First, the interviewer had to capture the interviewee’s interest. Most of the interviewees enjoyed to be challenged by looking at strategic decisions from a different angle (e.g. why did your company decide not to co-operate with the local government, or what would have happened if your company had entered the market earlier or later respectively?). Second, the interviewer had to prove his competence to be accepted as a worthy interlocutor. Sometimes, the interviewees were surprised about the depth of the questions and did not expect the interviewer to have an extensive knowledge of their company’s history. Evidently, the interviewees were rather willing to share their experience if the author succeeded in gaining their acknowledgement. In some cases, the interviewees filled in the questionnaire in front of the interviewer. Two observations were made in this situation that are worth being mentioned. First, some interviewees wanted to help the author by giving better grades. If this was the case, the author asked the person to give realistic ratings for the propositions. Second, if interviewees evidently did not understand a proposition, but were too embarrassed to ask for clarification, they were tempted to rank the proposition with a medium grade. To avoid a dilution of results the interviewer
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Concerning the scheduling of the interviews, two observations are interesting to note. First, the lead-times between the first contact and the interview were longer in China than in Brazil. Second, it was a challenging task to co-ordinate the interviews in Brazil due to the frequent postponements. 216 See Yin (1994).
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informed the interviewee that perhaps some propositions still needed to be revised. After explaining the proposition in other words, the interviewees often felt encouraged to elaborate the wording of the proposition and added examples. Comparison of Evaluations by Country Figure 3.5-1 illustrates the share of each mark of the Likert scale for Brazil and China (“1” means not important and “5” represents very important). Figure 3.5-1: Comparisons between Brazilian and Chinese evaluations Total of "1"
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In the Chinese sample, the marks “3” and “4” were evidently given more often than in Brazil, whereas the Brazilian candidates made more use of the full range of marks.217 Possible reasons for this phenomenon might be: ƒ The Brazilian car industry is more mature, and thus, OEAs have already more crystallized in comparison to the Chinese car industry (market factor). ƒ The managers in China tend to give less extreme marks (cultural factor).
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The marks of the four propositions that were evaluated solely in China or in Brazil are excluded from this analysis.
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4 The Automotive Environment in Brazil This chapter describes the economic, political, and industry-specific circumstances under which pioneers and later generations of followers entered the Brazilian automotive industry. The first section outlines the major demographic, economic, and transportation indicators. The second chapter deals with the history of the automotive industry in Brazil, including an excursion into the development of the parts sector, the labour pool, the labour unions, and the distribution system. (A synopsis of automotive, economic, and political milestones in Brazil can be found in Table 9.6-1 in the appendix.)



4.1 Brazil in Figures 4.1.1 Demographic Indicators This section presents the most important demographic indicators for Brazil. Table 4.1-1: Brazilian key demographic data218 Land Area 8,547,403 km2 Province/State 26 states and the federal district of Brasilia Poverty (% of pop. below 22% national poverty line) Life expectancy at birth 67 Ethnic groups White (incl. Portuguese, German, Italian, Spanish, Polish) 55%, mixed white and black 38%, black 6%, other 1% Religion Roman Catholic 80%



Table 4.1-2: Brazil’s population from 1960 to 2000219 Population (mn) Urban population in % Labour force (mn) Unemployment in % Illiteracy rate, adult total (% of people aged 15 and above) Illiteracy rate, young adult total (% of people aged 15-24) Primary school enrolment (% gross)220 Secondary school enrolment (% gross) Tertiary school enrolment (% gross) *) Figure from 1998



218



1960 72.76 44.9 24.74 n/a n/a



1970 96.02 54.7 33.61 n/a 31.8



1980 121.67 66.2 47.45 4.9 24.5



1990 147.94 74.7 65.09 2.5 19.1



1995 165.87 78.7 73.3 2.9 16.8



2000 170,12 81.3 79.5* 7.1 15.5



n/a
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**) Figure from 1997



Source: CIA’s World Factbook – Brazil (www.odci.government/cia/publications/factbook/brazil.html). Source: World Bank (2001), and CIA’s World Factbook – Brazil. 220 The gross enrolment ratio is the ratio of total enrolment, regardless of age, to the population of the age group that officially corresponds to the level of education shown. 219
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4.1.2 Economic Indicators This section presents the most important indicators for the Brazilian economy. Table 4.1-3: Economic indicators for Brazil (1960-2000)221 GDP (USD bn) GNI per capita (USD) Priv. consumption per cap. (USD) GNI/private consumption in % Total external debt (USD bn) Ext. debt of GDP in % Total debt service (USD bn) Debt service in %



1960 15.17 n/a 138 n/a n/a n/a n/a n/a



1970 42.33 450 302 32.9 7.44* 15.1* 0.9* 11.6*



1980 235.02 2,190 1,347 38.5 71.52 30.4 14.76 20.6



1990 464.99 2,670 1,864 30.2 119.88 25.8 8.17 6.8



1995 703.91 3,700 2,645 28.5 159.04 22.6 21.68 13.32



2000 587.55 3,570 2,159 39.5 233.26 39.7 67.52 28.9



*) Figures from 1971



The following conclusions can be drawn from these data: ƒ Brazil’s GDP has grown by 38 times within four decades.222 ƒ The saving rate of Brazilians is around 30% (in times of a recession, as in the early 1980s and late 1990s, it increased to 40%). ƒ Though the GNI per capita is relatively high on average, income is highly concentrated in Brazil.223 ƒ The debt-to-GDP ratio grew constantly from 15.1% in 1971 to 49.7 in 1984 and decreased again to a level of 25-30% during the 1990s. Due to the devaluation of the Real, it increased to 45.6% in 1999. ƒ The debt service ranged between 10-20% until late 1998 (apart from the early 1990s where the debt service declined to around 7%). GDP growth and inflation Brazil experienced its probably worst recessions in the early 1980s, early 1990s, and the late 1990s as can be viewed in Figure 4.1-1. According to Kanitz (1995), Brazil entered the “great national tragedy of the lost decade” in the 1980s because of two major reasons. First, the U.S. economy has lost its lending ability due to a flaw in its banking regulation, and therefore, every U.S. bank cut off credit lines to more than sixty countries, among them Brazil, in mid-1981. Second, the second oil shock in 1979 drove up the price of crude oil nearly threefold from USD 12 to USD 33 per barrel. Other IMF economists attribute the recession to problems such as an imbalanced economy, excessive debt, monumental overspending on infrastructure projects, and government incompetence.224



221



Source: World Bank (2000) and World Bank (2001). It is important to note that, though Brazil had a positive GDP growth in the late 1990s, the GDP in absolute terms dropped due to the devaluation of the REAL in early 1999. 223 The group of the richest 10% gets 50% of the national GNI. On the other hand, the group of the poorest 50% gets only 12%. 224 Kanitz (1995), pp. 13-15, 30-31. 222
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Figure 4.1-1: Brazil’s GDP growth and inflation (1961-2000)225 20
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Historically, Brazilian companies always had to cope with a highly inflationary environment (see Figure 4.1-2). Nonetheless, annual inflation rates remained – for Brazilian conditions – in a “normal” range between 20-90% until the 1970s. In the 1980s, however, inflation increased dramatically. Annual rates reached 300% by 1986. Between 1986 and 1995, a series of government programmes were introduced to fight against inflation (Cruzado Plans, Arroz-com-Feijão Plan, Verão Plan, Bresser Plan, Collor Plans, Cardoso Plans).226 Despite being able in most cases to curb inflation for a short period, all of these plans failed to deliver a stable economic environment. The final result was always similar: a return to high government expenditure and high inflation. In 1990, inflation peaked to an annual rate of 3,000%.227 Only the Real Plan launched in 1994 by Henrique Fernando Cardoso stopped the hyperinflation and finally brought economic stabilization. (Monthly inflation rates came down from 40% in 1994, to a mere 3% annually in 1998.)228 Major elements of the Real Plan were wage and price controls, a restrictive monetary policy, the establishment of a new currency pegged to the US dollar, the privatization of some state enterprises, and the opening of certain sectors, while others remained 225



Source: World Bank (2001). During this period, seven different currencies were introduced. 227 The main cause of the high inflation was the excessive growth of money caused, in turn, by too high budget deficits. Oil and exchange rate shocks also played a role together with the greater dependence of the Central Bank of Brazil on the government. Tulio & Ronci (1996), p. 635. 228 Price stabilization had the effect of redistributing income to the poor, who had access to indexed financial instruments to protect the purchasing power of their earning from hyperinflation. More generally, the positive effects of lower inflation on real incomes, combined with an expansion in consumer credit, created a surge in domestic demand for basic consumption items and consumer durables. EIU-CP (2002), p. 27. 226
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highly protected.229 It was the first plan not to create pent-up inflation during the intermediate stage, ready to explode when the plan reached completion. (Under previous plans that centred on price freezes, suppressed inflation had burst back into life as soon as the price freezes were lifted.)230 Figure 4.1-2: Brazil’s inflation rate (1961-2000)231 3,500
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Despite the economic achievements of the mid-1990s (see section ‘The Real Plan’), the Brazilian crisis of the late 1990s highlighted some of the weaknesses of the system. The economy’s vulnerability to external shocks was exposed by speculative attacks on the Real in the aftermath of the Mexican crisis of 1994-1995 and the Asian economic crisis in October 1997. The government was forced to raise interest steeply and to announce fiscal cutbacks in order to stem capital flight. When another crisis struck in August 1998 as the Russian government devalued the Rouble, Brazil’s economy was in a much weaker position to withstand a renewed rise in interest rates to almost 50%. The high interest rates and the government’s fiscal belt-tightening sent consumption down. In late October 1998 the government announced a new fiscal adjustment programme. However, the fact that the 1998 measures had failed to rein in the fiscal deficit left the markets unconvinced. A USD 41.5 bn package of international assistance from, e.g. the IMF and the World Bank, calmed the markets temporarily, but when Congress rejected one of the most important tax measures contained in the fund-backed fiscal package in early December 1998, intense pressure on the currency resumed. This pressure was heightened when several state 229



The latter was true in the case of the car manufacturing sector, where external tariffs remained high. In contrast, the parts sector was liberalized and among the first to experience the impact of foreign competition. Bedê (1997) and Posthuma (1997). 230 Kanitz (1995), pp. 43-45; Rodríguez-Pose & Arbix (2001), p. 139. 231 Source: World Bank (2001).
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governments defaulted on their debt obligations to the federal government and declared themselves bankrupt in early 1999 (e.g. Minas Gerais). With a renewed hike in interest rates unlikely to stem capital flight under these conditions, the Central Bank was forced to float the Real in January 1999. The Brazilian Real, which was pegged to the U.S. dollar, but considered to be overvalued by 15-20%, had fallen to almost half of its value by late-2001.232 The subsequent introduction of an institutional reform programme allowed Brazil’s economic rebound in 2000.233 Trade balance Like many less-developed countries, Brazil’s economy was plagued by distortions and foreign exchange constraint. As can be viewed in Figure 4.1-4, Brazil chronically suffered from a shortage of foreign currency. Brazil’s current account balance has been historically negative (apart from 1988 and 1992). Figure 4.1-3: Brazil’s current account balance (1975-2000)234 100,000
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Foreign direct investment Before the mid-1950s, FDI had been largely restricted to public utilities, railroads, and raw materials. However, as Brazil’s domestic private sector was relatively weak and its capital markets underdeveloped, it relied on foreign rather than on domestic capital in the next decades to develop its domestic industry. (This is in contrast to countries such as Japan and South Korea). 232



The crisis in 1998 threw Brazil’s automotive industry in one of its worst recessions ever. The rising interest rates depressed automotive demand. In addition, carmakers had to transfer the additional cost of imported parts caused by the weak devaluated local currency. Consequently, automotive sales dropped by 22.8% from 1997 to 1998 and by 16.6% in the following year (see Figure 4.2-5). 233 Rodríguez-Pose & Arbix (2001), p. 139; EIU-CP (2001), pp. 27-29.
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FDI decreased gradually since the early 1980s due to the highly inflationary environment and remained low until the mid-1990s. (The short-term increase of FDI in the late 1980s can be explained by overdue renewal investments rather than new investments.) Attracting FDI was one of the keys to Brazil’s economic policies in the 1990s. The Cardoso administration succeeded in regaining the confidence of foreign investors by improving the investment climate and keeping political and economic conditions stable. President Cardoso broadened the scope of Brazil’s privatization programme after he took office in January 1995. Previously restricted sectors such as electricity, telecommunications, petroleum exploration, and banking have since been opened to private investment. In subsequent years, FDI exploded to an unprecedented level (USD 32 bn in 1998). The economic crisis in 1998, however, slowed down the FDI inflows again.235 Figure 4.1-4: FDI into Brazil and China (1970-2001)236 50,000 45,000
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4.1.3 Transportation Indicators Vehicle and car density In 2000, Brazil had 12.91 mn passenger cars and a total of 15.47 mn vehicles in use.237 Since the birth of the Brazilian national automotive industry both car and vehicle density have increased by eleven times. Statistically, one in thirteen Brazilian owns a PC. Although the average car density is still low compared to developed
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Source: World Bank (2001). EIU-CCB (01/2002), p. 9. 236 Source: World Bank (2001). 237 SMMT (2001), p. 134. 235
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markets, states such as SP have a car density of 4 people/car coming much closer to American or European conditions.238 Table 4.1-4: Development of Brazilian car and vehicle density239 Inhabitants/ PC Inhabitants/ vehicle



1958 148.1 126.8



1966 62.2 78.5



1970 42.7 26.9



1980 15.0 12.1



1990 12.7 11.8



2000 13.0 10.9



Length of roads Most of the paved roads are in the South of Brazil (between the states of MG and RS) and represent major connections between the big cities in the southern regions. The state of SP has the best road infrastructure in Brazil. The road network in the north-east is still poorly developed compared to the south. This is also true of the north-west as roads cannot be used during the rainy season. Then, most of passenger and freight transport between major cities takes place by ship or plane. Table 4.1-5: Length of Brazilian roads and share of paved roads240 Total length (‘000 km) Percentage of paved roads



1960 476.9 2.8%



1970 1,039.8 4.4%



1980 1,386.9 6.3%



1990 1,495.2 9.3%



1995 1,657.8 8.9%



2000 1,724.9 9.6%



Transportation of passengers and freight Passenger transport is clearly dominated by cars and buses. Although the number of advocates of railroad transportation grew in the last decade, the Brazilian government does not have the financial resources to renew the outdated rail network. Table 4.1-6: Passenger transportation as share by means of transport in persons241 Railway (in %) Metro (in %) Roads (in %) Air (in %)



1985 3.0 0.5 94.4 2.1



1990 2.3 0.7 94.6 2.4



1995 1.3 0.7 96.0 2.0



2000 0.8 0.5 96.5 2.2



Table 4.1-7: Freight transportation as share by means of transport in tons242 Railway (in %) Pipeline (in %) Roads (in %) Air (in %) Ship (in %)



238



1985 23.2 4.1 54.4 0.3 18.0



1990 21.7 3.6 56.3 0.3 18.1



1995 22.3 4 61.9 0.3 11.5



2000 20.9 4.4 60.5 0.3 13.9



See also Table 5.1-5 for an international comparison. Timm & Grabenschröer (2001), p. 89. Source: World Motor Vehicle Registrations 1971-1992 and SMMT (2001). 240 Source: ANFAVEA from GEIPOT (Ministry for Transport) and IBGE. 241 Source: ANFAVEA (2002), pp. 53. 242 Source: ANFAVEA (2002), pp. 53. 239
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Brazil’s transportation of goods is dominated by road vehicles as well. There is a distinct trend that transport by train and ship is decreasing in favour of road transport. Road transportation on the march For EMs with a vast surface and underdeveloped transportation systems by rail, water, and air, road transportation has typically a significant importance. Brazil’s inadequate and dilapidated transportation network from the 1950s provided a strong argument for the development of a national automotive industry. The Brazilian railroad network had been built to service the export sector. A mountain shelf extending along the Atlantic coast prevents most of the rivers from reaching the sea, so railroads were built to penetrate the interior. In this way pairs of independent centres and hinterlands were created, exchanging goods with one another and, in turn, linked to the rest of the world by sea. Because of its export-orientation the system fostered regional, rather than national integration. Almost all trade between the South and the Northeast, and even that between close neighbours, was conducted by sea. To meet the changing needs of the economy in the 1960s it was not enough to repair the existing, outdated transportation system, it should have been completely redesigned. Infrastructure experts were critical of already growing emphasis on road construction. First, road transport was favoured because of its flexibility and door-to-door capabilities. Second, the development of the road system could be developed incrementally and required relatively little capital, whereas the overhaul of the railroad network would have required immediate huge investments. Third, a large part of the expense would be incurred by individuals because motor vehicles are privately financed. Fourth, overvalued exchange rates, which lowered the relative price of imported motor vehicles and fuel, provided an additional incentive to use road transport. In short, a circle was created that was virtuous for automotive transport, vicious for rail. Roads and poor rail services led to greater reliance on trucking, which in turn led to more oil consumption and higher tax revenues, which were used to finance increased road construction.243
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Shapiro (1994), pp. 38-39, 56-62.
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4.2 The Automotive Industry in Brazil 4.2.1 Overview of Brazilian carmakers Figure 4.2-1 shows the locations of global carmakers located in Brazil. Figure 4.2-1: Locations of Brazilian carmakers
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Table 4.2-1 contains the key data of Brazilian carmakers.



58 Table 4.2-1: Brazilian carmakers at a glance244 Company



1945 1952 1958 1953



1957 1959 1959 1953



First PC imports (CBU) 1992



Ford do Brasil



1919 (CKD)



1957



1991



GM do Brasil



1925 (CKD)



1958



1991



Chrysler do Brasil Fiat Motor Co. Brasil



1969-80, '96 1969-80, '98 1976 1976



Vemag Willys-Overland do Brasil Simca do Brasil VW do Brasil



Present in First local Brazil production



1996 1990



First local Date of Location State PC plant production inauguration 1957 1957-1967 São Bernado do Campo SP 1959 1957-1967 Taboão - São Bernado do Campo SP 1959 1959-1966 São Bernado do Campo SP 1959 1956 Anchieta - São Bernado do Campo SP 1979 Taubaté SP 10/1996 São Carlos SP 11/1996 Resende RJ 01/1999 São José dos Pinhais (Curitiba) PR 1967 1953-2000 Ipiranga SP 1957 Taboão - São Bernado do Campo SP 1975 Taubaté SP 10/2001 Camaçari (Salvador) BA 1968 (1960) 11/1999 Mogi das Cruzes SP 1930 São Caetano do Sul SP 1957 São José dos Campos SP 07/2000 Blue Macaw - Gravatai RS 1969-80 07/1998-2001 Campo Largo (Curitiba) PR 1976 1976 Betim MG



Fiat/Iveco Mercedes-Benz do Brasil



1953



1956



1990



1999



Peugeot Citroen do Brasil Honda Automóveis do Brasil Toyota do Brasil



1991 1992 1952



2001 1997 1959



1991 1992 1992



04/2001 1997 1998



Renault do Brasil



1992



1999



1993



1999
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09/2000 04/1999 1956 1978 12/2000 10/1997 09/1998 1962 12/1998



Sete Lagoas (Belo Horizonte) Juiz de Fora São Bernado do Campo Campinas Porto Real Sumaré (Campinas) Indaiatuba (Campinas) Ipiranga - São Bernado do Campo São José dos Pinhais (Curitiba)



MG MG SP SP RJ SP SP SP PR



Initial investment (USD mn) n/a n/a n/a n/a n/a 250 250 750 n/a 850 300 1200 150 n/a n/a 600 315 240 250 820 n/a n/a 600 100 150 n/a 750



Initial capacity (units) n/a n/a n/a (276,000) (240,000) n/a 20,000 160,000 (86,000) (300,000) 100,000 250,000 (150,000) (220,000) 120,000 40,000 190,000 (480,000) 30,000 70,000 n/a n/a 100,000 30,000 15,000 10,000 120,000



Product



PC PC, LCV PC PC, LCV PC Engines Bus, trucks PC LCV, trucks, buses PC, LCV Engines, parts PC, LCV, trucks Stamping parts PC PC, LCV, trucks PC LCV PC, LCV LCV, CV, engines PC Buses, trucks ASS and part centre PC PC PC LCV, parts PC, engines



Source: Arbix & Zilbóvicius (2000), p. 7; ANFAVEA (2000), pp. 30-35; Rodríguez-Pose & Arbix (2001), p. 141; Gattás (1981), pp. 219-229, press reports.
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4.2.2 History of the Automotive Industry in Brazil The 1920s-1950s – First Automotive Operations by MNEs Although Ford and GM had been assembling cars and trucks since the 1920s, the industry remained completely dependent on the assembly of imported CKD- and SKD-kits, primarily from Detroit. The virtual duopoly between Ford and GM prevailed until WWII.245 Brazil’s vehicle stock suffered severely when imports were cut off during the war. After the war, the pent-up demand led to massive vehicle imports. However, the import boom was only short-lived as balance-of-trade deficits reappeared in 1947 due to a lack of American currency and an overvalued local currency. Imports were cut down through a licensing scheme. After a recovery from the trade deficit, import restrictions were loosened and the licensing scheme was abandoned in 1953. However, the government remained concerned about the balance-of-payment and issued several decrees in 1952-1953. The importation of complete auto vehicles was banned and CKD-assembly was only allowed with the incorporation of some locally manufactured components. As of January 1954, only those CKD-kits were accepted that did not contain parts that were manufactured domestically.246 An additional disincentive scheme was imposed through a foreignexchange auction system, which replaced the licensing scheme in 1953.247 In 1956, the Vargas administration strengthened its ban on imported cars. The Late 1950s – The Birth of the National Automotive Industry The Brazilian automotive industry was officially created in 1956, but many of the principles underlying its organization and later development had been worked out in prior sub-commission meetings since 1952. Admiral Lúcio Meira convinced Juscelino Kubitschek in 1955 that automobiles should be included in his proposed target plan, a state-sponsored industrialization programme.248 Kubitschek tested the idea by promising that, if elected, he would initiate production of a national automobile. For Kubitschek, the installation of manufacturing capacity was a means to rapid industrialization and the maintenance of political support. Local vehicle production was expected to reduce the import bill, ease the foreign-exchange constraint, solve the transportation bottleneck, and attract foreign capital and technology in to the country. The Kubitschek government targeted to develop the automotive industry as a leading sector. Inspired by the development of the American automotive industry in which one in eight jobs was connected to the auto production, Kubitschek and Meira concluded that the automotive sector could similarly transform Brazil. The experience 245



Shapiro (1994), pp. 22-30. Paquien (1969), p. 53; Stevens (1987), p. 2. 247 Foreign exchange was allocated to five categories of diminishing economic priority. A minimum premium was set for each, with the ultimate price established through auctions. In 1957, the number of categories was reduced to two – a general and a special rate. Shapiro (1994), pp. 28-33, 52. 248 Meira, who served already President João Café Filho and President Getúlio Vargas, brought plenty of automotive experience when he directed a subcommission on motor vehicles during 1951-1954. After Kubitschek’s election, Meira became his minister of transportation and public works. 246
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of the U.S. was explicitly used as the model that the Brazilian automotive planners hoped to duplicate, although in a more condensed chronological and technological time frame. (The slogan of their campaign was “Grow 50 years in 5”.) Kubitschek’s basic approach was effectively to close the market to imports and to force firms to increase the level of LC in exchange for a standard set of financial incentives. His plan also determined the establishment of the Executive Group for the Automotive Industry (GEIA) as the authority in charge of the development of the automotive industry.249 In 1956, the plan’s basic guidelines for the implementation of the national automotive industry were revealed in three decrees, in which Kubitschek only focussed on the nationalization of trucks, jeeps, and vans. The development of a local PC industry was not planned from the beginning. CVs were GEIA’s top priority given the share of cargo transported by truck in Brazil. GEIA viewed truck production as less problematic than PCs, because scale economies were not as stringent or quality standards as high. However, PC – not trucks – were the true symbol of advanced industrialization and therefore had to be included. Thus, car production was to be the final stage of the plan. The relevant decree was issued last, in November 1957.250 Under Kubitschek’s target plan, the automotive sector became a symbol of the country’s industrial potential. Many expectations weighed on Kubitschek who had taken office amidst a polarized elite and the military. For Kubitschek, it was most critical that the auto production target would be reached. However, the threat of a complete closure was not taken seriously by any company. Although highly profitable, the Brazilian market was still seen as too small to accommodate the industry’s capacity, as too weak regarding the infrastructure, and as too economically and politically volatile. Therefore, the Kubitschek administration had to prove the seriousness of its ambitions through a variety of carrot-and-stick methods.251 GEIA had a much harder time to elicit proposals for cars than for trucks. In total, 18 firms submitted projects to GEIA. All were accepted but only 11 implemented their plans. Out of these 11 approved PC proposals, only five PC projects were realized.252 The car projects originally submitted were all problematic. To become eligible for financial incentives, proposals had to be presented to GEIA by the end of 1957. However, by summer 1957, only one small auto plan by Vemag had been 249



Addis (1999), p. 55, Shapiro (1994), pp. 21, 39; Paquien (1969), p. 53. Interview No. 44 and Shapiro (1994), pp. 54-55, 92. 251 Meira complained that “no foreign automobile company has an interest in producing 100% in our country and only will do it when compelled.” Therefore, Kubitschek’s automotive plan was designed to provide that compulsion. As automotive pioneers tend to limit their initial investments to reduce risk making it easier to recoup their investments and reduce potential exit costs, the incentive structure was designed to ensure that firms made large, up-front commitments rather than incremental investments. Brazilian technocrats felt it necessary to develop the industry to the “point of no return.” Shapiro (1994), pp. 20, 71-81. 252 The five projects were with FNM, Simca, Vemag, VW, and WOB. Carmakers such as MercedesBenz, Romi BMW, and Chrysler-Willys aborted their projects. Shapiro (1994), pp. 84, 97, 235-237. 250
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approved. The major European and U.S. companies were not actively pursuing car production. Some European firms, such as VW, did submit projects, but tried to negotiate better terms.253 Mercedes held its car project hostage to pending truck proposals, but did not really intend to produce PCs in Brazil at that time. The threat of market closure was also not sufficient to attract an acceptable car project from any of Detroit’s Big Three. Chrysler was not in the position to invest in Brazil as it was facing difficulties in its home market and Ford and GM had already committed themselves to CV projects and did not want to risk to invest in two projects at the same time.254 From a public relations point of view, the absence of GM and Ford was a disaster for Kubitschek’s programme.255 The Japanese companies, except for Toyota, which set up a small-scale production of a jeep-like vehicle, were afraid of investing in Brazil at that time, because of the unstable economic and political environment. Additionally, Japanese carmakers considered the Brazilian supplier base too insufficient. Instead, they preferred to invest in the American market.256 Although the timing for Kubitschek’s initiative did not appear to be propitious due to the low level of industrialization in the mid-1950s, the government reached a local production of 145,000 vehicles (including 60,000 PCs) by 11 carmakers with an average LC of 87% by value (and 93% by weight) in 1961; only after five years of the plan’s initiation.257 Most of the major global players such as Ford, GM, VW, and Mercedes-Benz participated. In 1961, Jânio Quadros won the election by an overwhelming majority and replaced Kubitschek. Nonetheless, he supported the continuation of GEIA’s automotive policy. 1964-1985 – The Automotive Industry under the Military Regime Although industrial development proceeded at a rapid rate, growing economic imbalances and the intensification of labour agitation led to another military government. The expected growth in demand did just materialize when the military implemented an austerity programme after the coup in May 1964. Only after three years of enormous drops in demand and, more important, because of government-



253



For example, VW sought exemptions from LC rules, arguing that its car had special engineering characteristics. Additionally, VW tried to bend the rules of the BNDE. Shapiro (1994), pp. 93, 104. 254 A market study conducted by GM concluded that PC manufacturing was less profitable than CV production. First, the market size for PC was smaller. Second, car manufacturing is by nature more complex, but LC requirements were higher for PCs projects. The Americans considered the existing supplier base too insufficient to deliver parts for their products. Interviews No. 76, 78. 255 According to Shapiro, the automotive planners headed by Meira were strongly disappointed by GM and Ford because of their unwillingness to enter the PC segment. Addis supposes that GEIA and even President Kubitschek took a certain delight in denying the later requests of the two carmakers to enter the PC segment. In contrast, Dr. Sauer, GM’s former vice-president, described the relationship between GM and the government as excellent during the 1950s and 1960s despite their absence in the PC segment. Interview No. 78 and Addis (1999), p. 96. 256 At the time of the decrees, Japan was producing fewer than 200,000 units a year. Interview No. 76. 257 See Table 9.16-1 in the appendix for the required and achieved LC rates.
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imposed price controls, prices began to soften.258 (Until the mid-1960s, PCs were considered luxury goods resulting in high tax rates of up to 42% of the sales price in 1966). The price controls that were introduced in 1965 were first on a voluntary basis. In November 1966 adherence to price controls became compulsory. In 1967 proposed price increases had to be submitted to a newly established price control agency (CONEP) for prior approval.259 Prices were subject to negotiations between each carmaker and the government. (They were set on a cost plus profit basis.)260 The military regime made a clear choice between efficiency and protecting Brazilian capital. It encouraged consolidation and mergers to eliminate excess capacity and to rationalize the industry. Brazilian capital in both the vehicle and the parts sectors were sacrificed; the regime did not use its authority to protect domestic firms. The shakeout of the automotive industry in the late 1960s resulted from competition among firms and from the economic crisis of the mid-1960s. Furthermore, the imposition of price controls meant that carmakers could no longer pass on all of their costs to customers; they became more concerned with increased volume and market share. It was at this time that the “Big Three” (Ford, GM, and Chrysler) finally entered the PC market and Vemag, Simca, and Willys-Overland were taken over by foreign carmakers.261 The Brazilian Economic Miracle A period of political repression and economic austerity under the Castello Branco regime (1964-1967) gave way to the heterodox policies that were to bring about Brazil’s so-called economic miracle in 1968-1973, when high rates of growth were coupled with relatively low inflation, industrial diversification, and some trade liberalization. In 1967, the military government introduced a large-scale investment programme (see Figure 4.2-2). Production reached 280,000 vehicles by 1968, and 8 firms, all of them foreign-controlled, remained after a wave of consolidation, although only three were responsible for 89% of all vehicles produced. (VW, GM, and the PC production of Ford amounted to 94% of the total PC output.) Subsequently, the newly structured industry entered a second phase of growth with annual growth rates topping 20%. Demand boomed in response to income concentration and new consumer credit instruments; wage compression and the repression of labour unions



258



The economic elite and the financial policy-makers chose to fight inflation with price controls rather than by restricting the money supply. They believed that price controls were a means of avoiding recession and of maintaining economic growth. Shapiro (1994), pp. 121-122; Addis (1999), p. 133. 259 CONEP was changed to the Interministerial Price Council (CIP) in 1968. Firms seldom charged prices lower than those approved by CIP. Interview No. 67 and Shapiro (1994), pp. 200-201; Simonson Associados (1973), p. 2.25. 260 Carmakers negotiated with CIP to adjust prices around twice a month. Prices were usually adapted to compensate inflation and cost increases. Since all carmakers had more or less the same arguments for price increases, prices were increased on the same percentage level. In 1974, the industry was permitted to raise prices before approval was given. Interview No. 89. 261 Moore et al. (1991), p. 189; Shapiro (1994), p. 27.
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reduced labour costs.262 The industry’s production capacity was near the limit resulting in a new investment wave in 1972. The oil shock of 1973 ended the Brazilian miracle. Nevertheless, annual production approached almost one million vehicles (including 765,000 PCs) by 1976, making Brazil’s industry the largest in the periphery and the ninth largest in the world. Figure 4.2-2: Automotive investments in Brazil (1956-1981)263 450.00 400.00
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The BEFIEX programme Since the mid-1950s, incentive schemes were linked to a quick nationalization of car production focusing on the domestic market. Exports virtually did not play any role until the early 1970s. In the late 1960s, first export incentives were introduced. At the time, Ford decided to launch the Maverick to compete with GM’s Opala. Ford aimed to offer customers the option of buying either four-cylinder or six-cylinder engines and proposed building the four-cylinder engine in Brazil and importing the larger ones. It wanted to import USD 1 worth of goods for every USD 3 of goods exported. The government used Ford’s idea as a guideline for turning its disparate export incentives into a more coherent national export incentive programme. At the time of the first oil shock in 1973, 80% of the oil consumed in Brazil was imported. Concerned with the balance of trade, the government looked to the automotive industry as a potential source of foreign exchange. Thus, government policy shifted the incentive structure toward export promotion with the aim of generating a positive trade balance on the industry level. In 1973, exports were heavily promoted under the Special Fiscal Benefits for Exports programme (BEFIEX), which was essentially tailor-made for Ford 262 263



Shapiro (1994), p. 122; EIU-CP (2001), p. 4. Source: ANFAVEA (1957-88), p. 42.
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and the automobile industry.264 With the programme, the focus of the automotive policy moved toward export-orientation, which prevailed until the late 1980s.265 Slumping domestic demand forced the automotive incumbents to increase their exports in order to secure their investments made in the 1950s and 1960s.266 Each carmaker adopted different export strategies to respond to the BEFIEX scheme. The American companies integrated EMs like Brazil into their “world car” strategies; they sought to increase economies of scale by increasing global production standardization and by using low-wage production sites as export platforms mainly for parts and engines. European companies such as Fiat and VW looked to Brazil as low-cost export base for finished vehicles to other low-income countries with similar demand profiles. The two National Development Plans The first NDP was issued in December 1971 and effective for the period of 19721974. It aimed at a consolidation of the Brazilian infrastructure and the basic industries. Moreover, it encouraged the co-operation between national and foreign enterprises through acquisitions or JVs in order to absorb know-how and FDI.267 The debt-led growth strategy pursued in the mid-1970s reflected the regime’s increasing fragility, as demonstrated by important gains for opposition parties in the 1974 elections and increasingly strident complaints from the business community. The regime was dependent on economic growth to retain its legitimacy. It was the time when the government issued the second NDP (1975-1979). It represented a logic continuation of the first NDP, and reinforced and completed the projects that had already been established. The second NDP emphasized the importance of the foreign companies to develop a competitive national industry. The federal 264



All assemblers, with the exception of Ford, opposed BEFIEX, but once it was passed, they essentially had no choice but to sign on. GM, the last firm to sign the contract, was repeatedly pressured by the government. Toyota and Puma were the only carmakers that did not participate in the programme. Addis (1999), p. 123; DRI (1996), p. 53; Fritsch & Franco (1991), p. 115. 265 From 1972 to 1979, BEFIEX-related exports represented about 34% of total motor vehicle exports. Addis (1999), p. 155; Shapiro (1994), p. 225. 266 BEFIEX participation meant that firms had to commit themselves to targeted dollar values of total exports and net foreign exchange earnings, i.e. firms were not able to alter export targets in response to foreign demand, domestic capacity, and exchange-rate fluctuations, but were bound to fulfil export commitments by a given date. The incentives they received in return included exemptions from taxes on imported capital goods, parts, components, and raw materials. Federal and state value-added taxes were waived on exports. Firms also received a credit equal to these waived taxes that could be used toward taxes due on goods produced for the domestic market. Various drawback schemes were also introduced that allowed firms to import goods for the production of exports that would otherwise have been banned. If the export target was not fulfilled, firms had to refund these incentives. Furthermore, firms could reduce LC requirements by increasing exports. 267 The first NDP focussed on seven major sectors of interest: the heavy industry, the petrochemical industry, the ship-building industry, the transport system, the hydroelectric production, the communication system, and the mining industry. LEX (1974), pp. 1200-1201; Viera & Camargo (1976), pp. 224-228.
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government continued with the diversification of FDI by avoiding a geographical concentration of foreign companies with the same industrial background. However, the government made an effort to keep the ‘rules of the game’ stable. Instead of too many restrictive measures, the government aimed to obtain its objectives by granting stimulating incentives. The NDP designated financial and fiscal incentives for those Brazilian companies that set up JVs with foreign enterprises.268 Major achievements of the second NDP were the agricultural development of the Amazon region and the industrial development of the Northeast (particularly the state of Bahia). Figure 4.2-3: Automotive trade balance (1953-2000)269 6,000
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In 1975, after two years of a highly negative trade deficit, Brazil’s vehicle sector for the first time reached a positive trade balance, which remained so for the next two decades (see Figure 4.2-3). Despite their growth in numbers, exports remained a small percentage of production, and the industry continued to focus on the domestic market. In the 1970s, PC exports as a share of total PC production remained onedigit and ranged between 10-15% in the first half of the 1980s. The industry’s opening to world markets was asymmetric. Imported vehicles were still prohibited and importation of parts did not grow in tandem with exports resulting in growing trade surpluses. In response to complaints from GATT, the original export subsidy of 26% was reduced to 15%.270



268



Interview No. 88 and Addis (1999), p. 147; Viera & Camargo (1976), pp. 228-231. Source: ANFAVEA (2002), p. 48. 270 After 1989, export subsidies disappeared altogether, except for old contracts that were still effective. 269
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The second NDP also played a decisive role in Fiat’s succeeding to enter the market finally. Although weakened by internal divisions in the course of the BEFIEX negotiations, the assemblers presented an united front and strongly opposed Fiat’s proposal to begin PC production, which had been on the table since the mid-1960s. They lost when Fiat was granted permission to produce cars in 1973 after bitter negotiations.271 The 51-49 JV between Fiat and the state of MG started PC production in 1976. The Italian carmaker embarked upon a VW-like strategy of producing a low-end, high-volume car with few variations on a small platform that also supported trucks. The Pro-alcohol Programme Brazil’s response to the first oil shock was to adopt a debt-led growth strategy rather than to impose economic austerity. Moreover, to reduce the erosion of foreign exchange through the imports of expensive petroleum, the government launched the ambitious Pro-alcohol Programme to convert the Brazilian fleet of automobiles to the use of ethyl alcohol, a fuel derived from sugar cane. The National Alcohol Fuel Commission was created in 1975 to co-ordinate the production of alcohol fuel, and the government offered incentives for the production of ethanol. The assemblers were reluctant to invest in R&D needed to develop the alcohol engine, but finally agreed that it was better than rationing gasoline and a severe decline in industry sales (see Figure 9.24-1 in the appendix). As a result of this policy, the automotive industry grew at respectable annual rates, though not as quickly as during the “miracle” years. Despite the oil shocks in the 1970s, total vehicle production surpassed the million-mark in 1978 and continued to grow until 1980. It was not until 1981 when the government induced a recession to protect the foreign exchange reserves that production fell a precipitous 30%. The losses were only partially recovered in the following years. By the end of the 1980s, the reduction of government incentives reduced the incentives on alcohol production and consumption. In 1990, there was an alcohol shortage, definitely scaring the customer away. Subsequently, the gasoline engine has reigned again.272 The lost decade The Figueiredo administration gradually lost support as the economy slowed down after 1981, and it was obliged to undertake a stabilization programme in order to retain the backing of international creditors. High inflation and evidence of mismanagement made powerful industrial groups and the military lose confidence in the regime. Economically speaking, the 1980s are characterized as Brazil’s lost decade with the internal market dropping at 44% in the beginning of the decade and remaining stagnant in the end (see Figure 4.2-4). Various factors influenced the poor situation: hyperinflation, the negative effects of a highly protected market, high levels 271 272



Interviews No. 51, 69 and Addis (1999), p. 124; Viera & Camargo (1976), p. 234. Addis (1999), p. 156; Posthuma (1991), p. 57; Da Fonseca (1996), p. 60; Shapiro (1994), p. 223.
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of government debt, and the government’s inconsistent anti-inflation actions. Additional reasons such as the lack of available credit for vehicle financing and a robust supplier industry kept the car industry from investing in new products and improving plant productivity. Consequently, the quality of cars was far below international standards and the average time of product replacements exceptionally long.273 Figure 4.2-4: Production, domestic sales, imports, and exports of PCs (1957-2000)274 1,800,000 1,600,000 1,400,000 1,200,000
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Because of a dramatic market slump in 1987 carmakers tried to compensate the low local demand by exporting cars. Thus, exports peaked at 41% of total PC production in 1987, the highest share ever in the Brazil’s automotive history, and decreased to 18% in the early 1990s, when Brazil’s export momentum had waned.275 As a result of the unprofitability of Brazilian exports, caused by an over-valued exchange rate and the enormous uncertainty concerning the development of the Brazilian economy, most firms cancelled their export programmes in the late 1980s. The era of Autolatina Automotive demand shrank dramatically in the early 1980s and remained low in the coming years. The shrunk market size did not justify the installed capacities and most carmakers were in a bad financial shape. Particularly Ford was in a miserable position as Ford-USA had financial problems because of the stagnating sales of the Taurus due to the Japanese invasion. Consequently, Ford do Brasil could not invest 273



NN (1999), p. 6; EIU-CP (1997), p. 4. Source: ANFAVEA (2002), pp. 60-83. 275 Exports in the 1980s were based on investments of the 1970s and virtually no capacity was added over the decade. Furthermore, higher profit margins of domestic sales made it more attractive to serve the booming domestic demand of the mid-1990s. 274
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in product upgrades or new product lines that were imperative to remain competitive. Ford even took into consideration to exit the market but the exit costs would have amounted to a fortune.276 Ford and VW started negotiations in 1985, because both carmakers were in the red with their PC operations.277 In July 1987, Autolatina (AL), a holding company co-ordinating the activities of Ford and VW in Brazil and Argentina, was created with VW holding a share of 51% and Ford the remaining 49%.278 The main motives for this JV were realizing synergies in procurement, logistics, accounting, administration, and computing. Combining forces allowed VW and Ford to cancel less profitable models (e.g. Ford Del Rey, VW Passat), to develop new models on common platforms and to exchange engines.279 Nonetheless, AL’s strategy was to keep the two brands separate, with their unique identities and retaining their own distribution, marketing, and dealer organizations. Initially, AL reached “fantastic results” given the difficult economic circumstances. However, the atmosphere deteriorated in the early 1990s because of several reasons. First, VW refused to develop a hybrid model of the VW Gol under Ford brand.280 Second, the gap between profit generation and allocation had widened markedly.281 Third, VW and Ford failed to create an unique company identity.282 Fourth, the fear of technology transfer created mistrust among the AL management. The parent companies constantly asked its managers to be careful with confidential know-how. Although Ford and VW were partners in Brazil and Argentina, they remained competitors in their home markets. In the context of follow-source products both sides were worried that information determined only for the use by Autolatina could be transferred to the partner’s HQ.283 (The atmosphere worsened with the 276



Interview No. 76. See also Table 9.32-3 in the appendix. It is interesting to note that Autolatina was not the first effort by Ford to respond to the stagnating economy by a merger. In 1983 Fiat and Ford already had talks about merging their operations. However, the negotiations broke down as Ford insisted on getting the golden share of 51%, whereas Fiat opted for a merger of equals, though it had only half of Ford’s turnover at the time. 278 Nine months after the setting up of Autolatina, Ford and VW also decided to co-operate in a 50-50 JV in Portugal under the name Autoeuropa. Interview No. 71 and EIU-MBI (3Q1992), p. 9. 279 For example, the VW Apollo was developed on the platform of the Ford Escort and the Ford Verona; and the Ford Royale and Ford Versailles on the platform of the VW Santana. Interviews No. 71, 74, 90 and Piquini (1991), p. 39; EIU-MBI (3Q1992), pp. 6-9. 280 Ford’s competence was traditionally seen in the medium and high-end segment, while VW focussed rather on small cars. Additionally, the market size of the small car segment did not justify two hybrid models on the Gol platform because of possible in-house competition. 281 In 1987, the year of AL’s foundation, VW had a market share of 35.2% and Ford of 20.7%. In 1990 VW had increased its share to 39.9% whereas Ford’s share had declined to 16.6%. This inequality even grew in the following years. Over the period of 1992-1994, VW’s market share was constantly three times the market share of Ford. Given that VW generated the lion’s share of the profits of AL, but received only 51% of them was one of the major reasons for the break-up of the JV. 282 The AL managers failed to free themselves from the HQ and develop an own company identity. AL “never had a homogeneous structure and management practices varied markedly. Each project was seen as either a project of Ford or VW.” Interviews No. 74, 90. 283 One interviewee reported that there were a couple of minor incidents of unauthorized technology transfer (e.g., VW obtained access to technical data about seat belts without Ford’s authorization). 277
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espionage affair of GM’s top manager Lopez in 1993. VW suffered a loss of credibility as the German carmaker continued to stick to Lopez.)284 Fifth, the different quality philosophies of Ford and VW became apparent. Ford considered quality rather as an internal norm determined by the carmaker itself, whereas VW saw quality as a requirement demanded by the market. Last and probably most important, the booming market in 1993 made the original reason for the AL venture obsolete.285 Consequently, Ford and VW dissolved the biggest South-American car firm in 1994. The 1990s – Brazil’s Market Opening The most repressive regulation of the automobile market certainly was the categorical ban on car imports since 1953. This ban was finally lifted in March 1991 as part of a policy aiming at lowering inflation rates by strengthening competition. Since the very beginning of his term, President Collor acted to liberalize trade. His policy had two main strands. The first was the elimination of quantitative controls on imports, especially a list in force since 1975 of nearly 1,200 items. The second is the reduction and standardization of import tariffs. (Import tariffs on transportation equipment fell by 26% to 35% until 1994.) Moreover, most tax incentives and subsidies were suspended or eliminated.286 The sectoral agreements and the economic stabilization due to the Real Plan resulted in an unprecedented growths of the PC industry, which took mainly place in the so-called popular car segment (see Figure 4.2-4). The two sectoral agreements The Sectoral Chamber opened a broad based and participating forum for discussion and negotiation about structural change in the automotive sector among government representatives, vehicle assemblers, part suppliers, and for the first time, labour unions. In 1992 the Sectoral Chamber negotiated an accord effective for 1993 whereby the government agreed to reduce the IPI taxes, and, in exchange, the assemblers and auto parts firms reduced their profits and lowered prices. The principal decisions of the first sectoral agreement were a 22% reduction in PC and LCV prices; the suspension of dismissals, with wages indexed on a monthly basis; the reformulation of financing terms, and the fostering of investment plans.
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When GM’s former purchasing chief José Ignaz Lopez de Arriortua became VW’s new production chief in March 1993, he stole industrial secrets and took seven GM managers with him. The stolen files contained GM cost analyses, plans for a highly efficient assembly operation known as “Plant X”, and confidential suppliers’ price lists. Supposedly, Lopez had already negotiated a lucrative employment contract with VW officials at the beginning of 1992, while remaining a senior official of GM. When he defected to VW, he was about to be named GM’s chief of North American operations. GM filed a civil lawsuit against VW, Lopez, and the other managers. Lopez had to resign officially from VW in Nov 1996. The civil lawsuit was settled in early 1997 when VW agreed to pay GM USD 100 mn as well as purchase USD 1 billion worth of GM parts. Interview No. 90 and Paterson (17.10.96). 285 Interviews No. 74, 78, 90, 91, 93. 286 EIU-CP (1991), pp. 11-12; NN (1999), p. 7; Arbix & Zilbóvicius (2000), pp. 25-26.
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The second sectoral accord (effective for 1994-1995), broadening the scope of clauses already introduced a year earlier, showed advances in the strategic elaboration of the policy for the automotive sector, laying out goals for production to 2 mn vehicles and investments of USD 20 mn by 2000, while also aiming to generate 91,000 new jobs along the whole productive chain, and increasing exports. The results of the two agreements speak for themselves. Production rocketed from 960,000 units in 1990 to over 1.6 mn in 1995 while domestic sales of Brazilianmade vehicles moved from just over 700,000 units in 1990 to more than 1.3 mn in 1995. Exports, mostly to Argentina, nearly doubled in the same period. Many market observers hoped that the Sectoral Chamber would become a forum to discuss longterm investment policies as well as strategies for modernizing the sector. After 1995, however, it was deactivated by the Cardoso administration.287 The Real Plan Figure 4.2-5: Automotive investments in Brazil (1980-2000)288 2,500



Investments vehicles (USD mn) 2,000



Investments parts (USD mn)



1,500



1,000



500



99



98



97



96



00 20



19



19



19



19



95 19



93



92



91



94 19



19



19



19



90 19



89 19



87



86



85



88 19



19



19



19



84 19



83 19



81



82 19



19



19



80



0



The implementation of the Collor Plan in 1990 liberalized Brazil’s trade policy and caused new foreign investments but did not contribute to a more stable economy. The introduction of the Real Plan by Cardoso in June 1994 finally involved economic measures that stabilized the economy and eradicated inflation.289 These two plans lay the basis for a prolonged second boom phase of the domestic automobile market. Another decisive factor for the new wave of automotive investments was the creation of the popular car segment that benefited from significant tax cuts (see Table 9.14-1 287



Arbix & Zilbóvicius (2000), pp. 29-30; Addis (1999), p. 225; ANFAVEA (1995), pp. 59-73; Bedê (1996), pp. 121-135; DIEESE (2000), p. 9; DRI (1996), p. 89. 288 Source: ANFAVEA (2002), p. 45. 289 Then-President Cardoso already headed the Ministry of Finance under President Franco.
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in the appendix). Over the period of 1990-1997, PC production grew from 663,000 to 1.678,000 units establishing Brazil as the 8th largest car producing country in the world (see Table 9.5-1 in the appendix). The popular car segment Fiat played a major role in the strengthening of the small car segment in Brazil (entrylevel models). In the late 1980s, Fiat was looking for an opportunity to increase its domestic market share to make a better use of its idle capacity. Inspired by the case of Gurgel, Fiat’s superintendent Silvano Valentino and his successor Pacifico Paoli (since March 1990) lobbied for an extension of the law favouring cars with engines up to 1000 cc. In June 1990 Fiat’s efforts proved to be successful. The ministry of economics reduced the industrial production tax (IPI tax) for small cars from 37% to 20% (see Table 9.14-1 in the appendix).290 Several factors favoured Fiat to enforce its interests. First, the Fiat Uno was the relatively newest model manufactured in Brazil at the time. Therefore, President Collor who wanted to modernize the automotive industry, supported the idea. Second, Valentino and Collor, who had been the governor of MG before he took office in 1990 had established a close relationship. (Apart from Fiat’s excellent lobbying, it is likely that Fiat paid some of the decision-makers.291) It took Fiat only three months until it launched the Uno Mille in August 1990. Fiat remained the only carmaker offering a car with a 1l-engine until 1992, and so the Uno Mille was the only car that enjoyed an absolute tax advantage of around 8%. The automotive press was enthusiastic about the new Fiat model. With the low-priced Uno Mille, Fiat could mobilize many new customers. Therefore, the Fiat Uno was the most sold car in 1990 and gained a 10% share of total PC sales. During this period, Fiat made up ground and nearly doubled its 1989-market share until 1992 (see Figure 4.2-6).292 In 1993 the popular car programme, one of the major merits of the second Sectoral Chamber was introduced.293 The objective of the programme was to spur automotive demand by offering low-priced cars. (For the first time, customers could buy cars for around BRL 15,000 (USD 7,200.) As no other carmaker, except for Fiat,
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Gurgel, a small Brazilian-owned manufacturer of mini cars, had successfully lobbied that its main product, the BR-800, was exempted of the IPI tax. The law tailored to Gurgel was issued in 1988 and granted cars with an engine of up to 800 cc an IPI reduction to 5% compared to the usual 33% for higher-powered cars. Interviews No. 67, 69 and Nottoli (1991), pp. 76-79. 291 Several interviewees indicated that corruption was a common practice in Brazil at the time. Shortly after the passage of the law, a big bribery scandal revealed some connections between the Collor administration and Fiat. President Collor came under pressure because of the affair, and some Fiat managers and government officials lost their jobs. It is interesting to note that President Collor was impeached in Congress two years later because of corruption allegations. 292 Interviews No. 60, 65, 66, 68, 69, 78, 91 and Nottoli (1991), pp. 88-90. 293 Particularly VW which was most affected by Fiat’s success was eager to introduce the so-called “popular car” programme. VW had already successfully revived the Beetle (Fusca) in Mexico and now courted Franco to relaunch the Fusca 1.3l as a popular car in Brazil. Interviews No. 78, 91.
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could offer cars with 1000 cc engines, higher motorized cars were allowed to participate in the programme for a certain transition period.294 The benefit of participation in the popular car programme was the reduction of the IPI taxes to virtually zero. Thus, in 1993 and 1994 the total tax burden of popular cars amounted to only half of the tax rate on cars with stronger engines. The impact of the programme was almost immediate. Popular cars reached a 70% share of the total PC market by the late 1990s (see dotted line in Figure 4.2-4). Though Fiat’s tax advantage was extinguished with the introduction of the popular car programme, the carmaker continued to expand its market share by selling the Uno Mille with additional features and for the lowest price.295 Figure 4.2-6: Market share of the Big Four (1989-1994)296 45%



VW/AL



40% 35% 30%



GM



25% 20% 15%



Fiat



10%



Ford/AL



5% 0% 1989



1990



1991



1992



1993



1994



The 1995 Automotive Regime Since the early 1990s, Brazil’s trade surplus was shrinking due to the enormous increase of vehicle imports. Additionally, PC exports decreased in the mid-1990s as carmakers used their export capacities to serve the booming domestic market (see Figure 4.2-3). Yet, in the second half of 1994, the Real Plan helped to boost demand well beyond domestic capacity. As a result, there was a surge in imports, forcing the government to raise import tariffs from 20% to 70% in early 1995 (see Table 9.13-1 in the appendix). For the first time after two decades, Brazil again had a negative 294



Each carmaker negotiated with President Franco on the participation of its models (e.g. Fiat Uno Mille and Palio; GM Chevette Jr. and Corsa; VW Fusca, Gol, and Kombi; and Ford Escort Hobby and Fiesta). The transition period lasted at most two years until all carmakers were able to equip their cars with a 1l-engine. Interviews No. 67, 68, 76 and ANFAVEA (1994), p. 15; World Bank (1983), p. 46; Bedê (1996), p. 126; ANFAVEA (1994), p. 15. 295 The Uno Mille elx had some features which were not included in popular cars so far, e.g. A/C, tinted and powered windows, sport steering wheel. Interview No. 86 and DRI (1996), p. 90. 296 Source: ANFAVEA (2002).
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automotive balance in 1995 (USD 2.38 bn); with PC imports representing 23.2% of total PC production. Later in the year, the government imposed a quota regime restricting the import of vehicles and parts. In January 1996, the government implemented a new automotive regime that aimed to renew the in-use fleet, to encourage exports, and to strengthen the national automotive industry; with a production goal of 2.5 mn units by 2000. Manufacturers could import assembled cars at half of the import tariff of 70%, and capital goods and inputs with tariff reductions of 90% and 85%, as long as they matched the value of their imports with investment commitments or exports. As only Brazilian-based carmakers were allowed to participate in the programme, pure importers were clearly disadvantaged. Therefore, Japan, South Korea, the EU, and the USA threatened to complain to the WTO. The link of exports and tax relief on imports represents an infringement of the WTO rule. The Brazilian government reached an agreement with these countries, except the USA, setting up import quotas.297 By 1996 production rose from 1.63 mn to 1.8 mn vehicles and imports dropped from 369,000 to 224,000 units. In total, sixteen auto firms, 150 spare parts companies, and 29 companies from other sectors of production took advantage of the conditions provided by the Automotive Regime.298 In total, vehicle manufacturers invested USD 14 bn in plant restructuring and the construction of new plants in the second half of the 1990s.299 The fiscal wars The bidding wars for FDI among Brazilian states were triggered by the progressive insertion of Brazil into the world economy. The massive influx of FDI and the apparent retreat of the federal government from the field of active regional policy have whetted the appetite of different Brazilian states.300 This process, encouraged at first by the Brazilian government within the framework of the New Automotive Regime, quickly started to show its negative side. The success of Fiat in MG, the only large plant established outside the SP metropolitan region until the mid-1990s, acted as a powerful incentive for state governments to engage in bidding wars.301 State politicians, on the one hand, eager to present themselves as generators of 297



Non-Brazilian based importers were allotted a quota of 50,000 units per year to import vehicles under the same conditions as the participants. The importers’ association ABEIVA allocated the respective share for each importer. EIU-CP (1997), pp. 28-29. 298 Participating carmakers were Fiat (Palio), MB (A class, C class), Honda (Civic), Renault (Clio Scenic), and VW (Golf). Actually, Toyota could not have participated in the programme because it had no Brazilian production until 1998. Volvo in Argentina faced the same problem. Thus, both firms exchanged vehicles to reduce tariffs, a practice which was accepted under the automotive regime. NN (1999), p. 7. 299 Rodríguez-Pose & Arbix (2001), p. 1. 300 Since the late 1980s, the government adopted a more passive role in the automotive industry. With the new constitution in 1988, political power was shifted from the central level to the state level and resulted in a dilution of a national automotive policy. Interview No. 88. 301 Concerning the forward and backward effects of car manufacturing, every job in the Brazilian automotive industry is estimated to create 29 jobs in the larger productive complex linked to the sector. Arbix & Rodrigues (1998), p. 80.
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employment and modernizers, and on the other hand, fearful of losing out to neighbouring states, increasingly resorted to incentives, subsidies, and tax breaks as the main means of attracting international carmakers to their territory and to compensate for the waning of federal incentives.302 Thus, territorial competition pushed governors to engage in fiscal wars, which appear as the only way to attract FDI. The state bids increased over time, in a process controlled by the carmakers.303 As a result of this development, the automotive industry has rapidly decentralized during the last decade (see Table 9.21-1 in the appendix).304 The bidding wars started in RJ (VW in Resende), continued in PR (Renault), MG (MB), and RS (GM), and reached their climax when Ford decided to relocate from RS to BH. After the election in January 1999, the new left-wing governor of RS, Olívio Dutra, identified the state’s insolvency as one of the legacies of his predecessor, the Britto administration. Because of the BRL 1.2 bn deficit in the state’s public finances, he sharply criticized the former incentive policy and demanded to renegotiate the GM and Ford contracts both of which had been concluded in 1997. In the case of GM, the project was already ongoing. (Loans of BRL 253 mn had already been transferred). Thus, Dutra was in a weak bargaining position. However, in the case of Ford, he was not willing to fulfil the former agreements with Ford. (Ford had just received around 19% of the BRL 226 bn loan at the time). The carmaker argued that there was a breach in the trust that had existed between Ford and the state government. In a campaign to attract investors, the governor of BH advertised in newspapers with the slogan “GM and Ford, come to Bahia. We live up to our promises and are always ahead of the rest” insinuating the situation in RS. After unsuccessful negotiations, Ford aborted the project in RS and decided to build its plant in the state of BH instead. The controversy sparked off a bitter debate within RS, growing to national proportions because of the size of the incentives offered by the state of BH, including federal tax breaks in addition to the traditional state resources.305 The major newspapers began to question the country’s major Pact, the states’ situation of insolvency, the distortion of competition, the tax issue, and the quality of what the
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In compensation for the establishment of a car plant, the state and the city government typically provide a series of incentives which include the donation of land, the provision of the necessary infrastructure, local and regional tax breaks, loans below market rates, several financial and legislative cautions and guarantees, etc. 303 One notable exception had been São Paulo, the country’s wealthiest and most industrialized state, whose late governor, Mario Covas, was a sharp critic of the fiscal wars. EIU-CCB (01/2002), p. 21. 304 Interviews No. 51, 68, 87, 88 and VDA (1999); Arbix & Zilbóvicius (2000), p. 35; Rodríguez-Pose & Arbix (2001), pp. 144-148. 305 The state of BH succeeded in prolonging the Northeast incentive tax system that would have expired in 1999. The Northeast Investment Fund (FINOR) was created in 1974 and seeks to provide financial support to private companies that intend to set up enterprises in the Northeast. Incentives comprise a 75% reduction of income tax for ten years and some more reductions for another ten years, convertibility of payable income tax into investment, and other tax exemptions. In the case of Ford, tax savings are estimated at BRL 180 mn per year. SUDENE (1999), pp. 1-6.
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public sector expected in return, especially after the federal government became involved in the bidding war, with the president himself becoming active.306 The Mercosul Pact Mercosul was designed as a platform to integrate Argentina, Brazil, Paraguay, and Uruguay into the global economy; with Chile and Bolivia being associate members.307 In 1991 the four countries agreed to co-operate for the first time and signed an agreement, which is referred to as Protocol 21. It aimed to eliminate non-tariff barriers and establish a single external tariff. Brazilian and Argentinean manufacturers were allowed to exchange goods between the two countries at a reduced tariff rate of 2%, if the value of the goods exchanged was balanced. Protocol 21 had to be revised following its collapse when Brazil imposed quotas on all imports in 1995 in response to its overall trade balance problems. After lengthy negotiations the member Presidents signed an agreement in July 1994 creating the Mercosul Customs Union which became effective in January 1995. It aims at a common, external import tariff for its four member countries to provide regional companies with competitive advantages against outside countries. Historically, carmakers had been investing in Brazil and Argentina, South America’s main car markets, as if they were two distant countries. Before Mercosul there was little or no relationship between the two industries. Since the Mercosul Pact, they started to work closely together under a common regional strategy, itself part of the global strategy of global players like VW, GM, Ford, or Fiat. In the first half of the 1990s, many investors were attracted by the huge growth potential of the 200 mn people market of Mercosul. According to ANFAVEA, around USD 25 bn were invested in the automotive industry in the region since 1996 of which USD 20 bn were invested in Brazil. In total, with 2 mn vehicles between 1996 and mid-2001 the automotive industry has a share of more than 30% of the overall Mercosul trade.308 Since January 2001, Mercosul should already have become a full customs union but was delayed because of disagreements, mainly between Brazil and Argentina. The struggle for the trade rules started in January 1999 when the devaluation of the Real distressed the regional trade. Consequently, Argentina responded with protectionist measures that outraged Brazil. The weak Real caused a flood of imported cars to Argentina that strained the country’s automotive trade balance and made Argentinean products harder to sell. (Vehicle production decreased by 40% in 1999.) Moreover, the delay of the Mercosul integration seriously damaged the credibility of the pact and initiated a shift of automotive activities of international vehicle firms from Argentina to Brazil.309
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Interviews No. 52, 71, 76, 77 and Arbix & Zilbóvicius (2000), pp. 44-45. In Portuguese Mercosul or in Spanish Mercosur means “South American Free Trade Agreement”. 308 Timm & Grabenschröer (2001), p. 11; EIU-MBI (2Q97), p. 12; DRI (1996), pp. 81-82; Piquini (1991), pp. 9-16; EIU-CC (01/2002), p. 50. 309 Particularly the Argentinean supplier industry lost its competitiveness because of the Brazilian tax incentives, the burdensome Argentinean taxes, and the devaluated Real. As a consequence, part 307
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The following terms were agreed in December 2000:310 (1) The new trade pact aims to establish a free-trade zone without any restrictions by February 2006. (2) A common external import tax of 35% on vehicles and a common tariff of 14-18% on parts is targeted in 2006. (3) The parties gave up the previous one-to-one clause and have created flexible trade balance limits (from 6.2% in 2000 to 22.2% in 2006).311 If these limits are exceeded extra-zone import taxes of 70-75% have to be paid as a punishment. (4) Vehicles coming from outside Mercosul have to have a Mercosulmade content of 60% to be imported tariff-free. (5) Cars from Argentina are to have an Argentine-made content of 30% (25% for CVs) to be imported tariff-free to Brazil, and vice versa. In 2006, any national exceptions are to be abolished. (6) Any vehicle that is produced with the help of national subsidiaries is not subject of the Mercosul pact; the same applies to subsidiaries granted to set up new production facilities.312 It is important to note that Mercosul has recently been subject to strong criticism. Most of the member countries are apparently more interested in bilateral than in multilateral agreements. Argentina considered to break the agreements and sign bilateral agreements with the U.S. and Europe. Chile announced to negotiate a bilateral agreement with the U.S. and thereby questioned its application to become a full member of Mercosul. Brazil that wants to deepen the trade union, however, has signed a bilateral agreement with Mexico. Additionally, the smaller member countries Uruguay and Paraguay criticize the lack of positive effects of Mercosul. 4.2.3 Development of the Parts Industry The late 1950s The establishment of a Brazilian-owned parts sector was a critical part of Kubitschek’s automotive development strategy. At that time, the parts sector was not an international oligopoly of a handful of global manufacturers as in the case of the vehicle sector.313 The first five years of the parts industry were chaotic due to the rapidly imposed LC requirements by GEIA’s schedule. (From an average LC of around 30% in 1955 to an LC of 90-95% in 1960.) While their own facilities were being built, the pioneers were forced to work with domestic suppliers due to the rapid LC schedule, which made them initially somewhat dependent on domestic parts.



manufacturers (mainly machine-tool part, engine, and electronic component makers) have moved to Brazil costing the Argentine industry 20-25% of its total 35,000 jobs and resulting in cost disadvantages of up to 30%. Le Gras (30.12.99); Le Gras (03.01.00); EIU-CC (01/2002), p. 50. 310 Based on the unconfirmed Mercosul agreement (Decree No. 70/00) from December 14, 2000. 311 Argentina originally wanted to keep the current clause requiring Brazil to buy an Argentinean car for every car it sells to Argentina, and vice versa. That clause would have helped Argentina to prevent being flooded by cheaper Brazilian vehicles. Mortimore (1998), p. 130-132. 312 VDA (2001). 313 First, parts are much less homogeneous than finished vehicles. Second, firm type is heterogeneous, with some firms producing for the replacement market and others directly for car assembly. Third, parts are not a final good but face a derived demand from motor vehicles.
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Assemblers were virtually forced to mentor their local suppliers.314 Until that time more complicated components had not been produced in Brazil as the sector focussed primarily on simple, standardized parts (coolers, wheels, seats, etc.). Thus, carmakers had to produce car-specific parts such as the motor block and stamping parts on their own while leaving the less demanding components to local suppliers.315 To bypass Brazilian suppliers, foreign carmakers encouraged suppliers from their home markets to follow them to Brazil. Particularly for custom-made parts, they preferred those suppliers with whom they had long-standing relationships and who were familiar with technical specifications and quality requirements.316 Because of strong market growth and Kubitschek’s localization programme, the demand for parts grew rapidly. (There were 320 suppliers in 1952, 900 in 1955, 1,300 in 1960, and 1,600 in 1964.)317 Profit margins were high and there was little incentive to cut costs or improve quality. In 1959, investments in the parts sector peaked at USD 12 mn, which was almost six times more than in the previous year.318 It was the time when suppliers like Bosch, Bendix, and Dana appeared on the Brazilian parts market. The 1960s Auto part producers had made it clear that they were unable to satisfy the capital and technological requirements of Kubitschek’s target plan, even if the government was to provide the original financing. Thus, GEIA encouraged foreign participation in the parts sector as a method of achieving high LC levels rapidly and of improving the technological capacity of the sector.319 GEIA adopted no special provisions to prevent the industry’s vertical integration by the carmakers or the domination of the parts sector by foreign capital (mostly by follow-source suppliers). As car output increased in the early 1960s, the parts sector became profitable and foreign investors started to enter the automotive parts industry. Unlike many foreign vehicle manufacturers, foreign parts firms typically entered the market in association with 314



Foreign carmakers complained bitterly about the quality and reliability of Brazilian-made parts. Foreign assemblers had to teach suppliers how to set up factories, introduce them to foreign sources of technology, and provide them with long-term and often single-source contracts. Addis (1999), pp. 39, 65-69; Shapiro (1994), pp. 191-205. 315 Generally, vertical integration was used to compensate for the country’s primitive industrial infrastructure and to circumvent the ad valorem tax system. For example, Ford, GM, WOB had foundries in place by 1962 to produce engine blocks themselves. As a result, these vehicle manufacturers were more vertically integrated in Brazil than in the U.S. Addis (1999), p. 119; Paquien (1969), p. 54. 316 It was a common practice by carmakers to push part manufacturers to invest or licence technology under threat of losing the contracts in their primary market at home. Interviews No. 90, 91 and Addis (1999), pp. 38, 174. 317 Shapiro (1994), pp. 93, 198; Addis (1999), pp. 95, 158, Ferro (1993), p. 19. 318 See Figure 4.2-5: Automotive investments in Brazil (1980-2000). 319 Foreign part manufacturers could bring in equipment without exchange cover, which provided an opportunity to import reconditioned, second-hand machinery that had already become obsolete in their home markets. Shapiro (1994), p. 196.
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pre-existing Brazilian firms in order to build on existing capacities and to compensate the lack of experience of international manufacturing.320 Because of the crisis of the mid-1960s foreign vehicle manufacturers became less dependent on domestic suppliers, because of the sector’s over-capacity due to slumping demand, the consolidation of vehicle manufacturers, higher bargaining power through diversification of suppliers, and the carmakers’ high degree of vertical integration. Assemblers began pressuring suppliers to increase quality, but often without the benefit of the long-term and single-source contracts that they had enjoyed during the implantation period. Yet, during the late 1960s and 1970s, local suppliers still took advantage of price controls and foreign exchange shortages.321 With the recovery in 1968 and the consolidation of the vehicle industry the parts sector entered a new cycle. New investments were placed in the late 1960s and the industry became more competitive (see Figure 4.2-2). However, the diversification strategies were clearly detrimental to its development. The process of vertical integration continued until the mid-1970s, when the military government did attempt to preserve a role for domestic capital by imposing tighter domestic procurement policies. However, it only delayed but did not preserve the parts sector from being dominated by foreign capital in the late 1960s.322 By the late 1960s the parts sector became bifurcated. Foreign capital predominated in large, capital- and technologyintensive firms that operated in a relatively concentrated market and sold 80% of their output to the vehicle sector. Local capital centred in the fragmented small and medium-sized firms that produced more standardized parts, faced more competition, and sold a greater portion of their output to the replacement market. The 1970s By the 1970s assemblers and suppliers had adopted strategies of vertical integration, and relations among them were often conflictual.323 The international and domestic shocks of the late 1960s and 1970s served to further reinforce the hierarchy of suppliers. As inflation intensified, labour strikes escalated, and raw material shortages and foreign exchange crises emerged periodically. Suppliers and assembler firms continued to remain vertical.324 However, with the sector’s gradual improvement in quality, carmakers started to deverticalize in the late 1970s.325 With the influence of the Japanese production systems, Brazilian carmakers became more horizontal in the 1980s.326
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The JVs between Brazilian and foreign parts suppliers were often arranged by foreign carmakers and involved technical assistance or equity participation. Addis (1999), p. 69. 321 Addis (1999), pp. 4, 95. 322 Interviews No. 44, 78 and Shapiro (1994), p. 213; Addis (1999), pp. 157-158. 323 VW and GM were more integrated at the time than Fiat and Ford. Stevens (1987), p. 29. 324 Addis (1999), p. 132. 325 The total number of foreign subsidiaries and firms of mixed capital grew substantially in the 1970s, independently of size. Posthuma (1991), pp. 65-66. 326 For example, kaizen, kanban, JIT, jidoka, andon, poka-yoke.
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The 1980s In the 1980s carmakers transferred the “lab responsibility” to their major suppliers, i.e. the suppliers became entirely responsible for quality control. Furthermore, suppliers started to develop parts together with carmakers. In the late 1980s, heavy investments were made in the parts sector. (In 1989 part investments peaked at USD 1.06 bn compared to a modest investment of USD 602 mn in vehicles). The cooperation between carmakers and their major suppliers intensified with the later emergence of the modular system in the mid-1990s.327 The 1990s The auto parts industry faced its most dramatic changes in the 1990s. New supply practices resulted in a strong consolidation and denationalization of the parts sector. The number of parts manufacturers shrank from 2,000 in 1987, to 1,300 in 1990, and 500 in 1998. At the same time, foreign capital was increasingly dominating the industry. Whereas 85% of the parts sector were still owned by Brazilian capital in 1990, this share decreased to 13% in 2000.328 As local suppliers often did not have the required technology and the capacity to produce large volumes of parts to reach an international level of prices and quality, carmakers preferred international suppliers. Follow sourcing and global sourcing practices had a disastrous effect on the domestic parts industry.329 Most of the local suppliers were absorbed by big international players who entered the Brazilian market through JVs or acquisitions. Moreover, with growing importance of the modular supply, the big multinational suppliers pushed local suppliers to lower tiers were they do not deliver parts directly to the carmaker, but to the system or module suppliers. Modular concept The modular system is a speciality of the Brazilian automotive industry and probably the most radical approach to this concept of any country in the world. In an attempt to gain competitive advantages by decreasing production and storage costs, reducing tied capital, and increasing the speed of the development of new products, carmakers have sought to outsource assembly processes of their traditional terrain. Suppliers, whose role was once limited to making small parts designed by the carmaker, have become partners in the car’s conception (joint R&D of respective modules) and production to the extent that the biggest among them now turn out whole sets of parts in the assembly plant itself. Usually, the exclusive first-tier suppliers focus on the assembly of modules using parts supplied by sub-contractors 327



Interviews No. 76, 71 and Addis (1999), p. 192. Arbix & Zilbóvicius (2000), p. 4; Addis (1999), pp. 95, 158; Stevens (1987), p. 29. 329 Global sourcing allows carmakers to get the best quality of parts at the best price. In Brazil, carmakers could pursue global sourcing strategies only since the early 1990s when import barriers were removed. Nonetheless, the concept cannot be applied properly in EMs. Major obstacles are currency risks, high import tariffs on parts, corruption, an insufficient telecommunication infrastructure, low transparency of domestic prices, an insufficient data exchange between the subsidiary and the HQ, and logistic problems. Interviews No. 77, 93. 328
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belonging to the second and third tier. They either manufacture parts or manufacture the components for these parts. In addition, the second and third-tier suppliers are again supplied by raw material suppliers (fourth tier).330 In most of the new plants, the modular system is applied, however, with differences in the integration of the module suppliers and the degree to which value is added by the assembly firm itself (e.g. industrial district, industrial condominium, modular consortium).331 Current status of the industry The Brazilian parts industry experienced an enormous know-how transfer during the last decade. The growing number of imports of modern cars forced local carmakers to offer also models that are more sophisticated. Thus, investments in the parts sector grew from USD 702 mn in 1993 to USD 1,798 mn in 1997. Nevertheless, the Brazilian supplier base is still not able to offer parts (e.g. transmissions, electronic components) or raw materials (e.g. plastics, pigments, aluminium) in sufficient quality. Thus, these parts and materials still need to be imported. 4.2.4 Trends in Human Resources Increasing educational requirements for employment Increasing competition has urged carmakers to offer better products and services. Consequently, the educational requirements of the carmakers towards their employees have risen accordingly. For example, in 1980, only 10% of all “Meister” had a secondary school degree at the Mercedes-Benz plant in São Paulo. Two decades later, 75% of all “Meister” held a secondary school degree.332 Until the 1970s, there were virtually no educational requirements to be employed by a carmaker. The majority of workers were illiterate. The carmakers had to teach workers in reading, writing, and arithmetic. From the 1980s on, four years of school education were required by a carmaker in general. However, a large percentage of illiterates remained. The internal training programmes focussed on educating staff up to an elementary school degree. After 1990 carmakers usually required the elementary school degree (eight school years). The internal training programmes focussed on educating staff up to the secondary school degree. Since 1998, applicants usually have to have the secondary school or a higher degree (at least 11 school years) to be employed in administrative and most of the technical areas
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Interviews No. 15, 78; Corrêa & Martes de Miranda (1998), p. 267; Veiga (1997), p. 67; Ferro (1999). 331 While in an industrial district the value added by the module supplier is relatively high, it is lower in a condominium, and even more reduced in a consortium. The greater part of value is added outside of the installations grouped together in a cluster, which retains only that which is advantageous from a logistical point of view. However, there is no reason why a condominium or a consortium should not be installed within an industrial district. Arbix & Zilbovicius (1997), p. 454. 332 “Meister” is a German term for a skilled manual worker. As these figures derive from a CV plant, it can be assumed that the educational improvement of staff becomes even more apparent in a car plant due to the higher complexity of PCs. Interviews No. 62, 92.
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(maintenance, quality control, etc.). Internal programmes focus on secondary and higher education (e.g. “masteiro” or “post-graduação”). Increasing personnel turnover The personnel turnover in the Brazilian automotive industry has strongly increased since the 1990s, particularly in the marketing, logistics, and accounting areas. According to HR managers, fluctuation is highest among recently employed graduates and young professionals. This group seems to be more self-confident and career-oriented than their parent generation. Young talents often develop high salary and career expectations after only one or two years. If the company does not meet their requirements, they look for a better-paid job in another company. Conversely, this behaviour makes companies more careful as educational investments often do not pay off. Yet, this phenomenon is not an industry-specific one but also occurs between the automotive industry and unrelated industries.333 4.2.5 Development of the Labour Unions Brazil’s labour unions (LUs) structure was created in the 1940s in the corporatist model, in which a single union represents all workers in a given geographical area and industrial sector. The system that was heavily influenced by the state guaranteed income from mandatory dues paid by all workers. The political liberalization of the 1970s led to a rebirth of organized labour that proceeded dramatically to transform the Brazilian labour scene. Labour and capital were organized into hierarchical systems: confederations at the national level, federations at the state level, and syndicates at the sectoral and regional levels. LUs have grown progressively more sophisticated and independent from official or state-sanctioned lobby groups into politically active national confederations. The best-organized LUs are even influential in elections and in shaping legislation. Three associations dominate Brazil’s present LUs: the Central Workers Union (CUT), the Union Força, and the General Confederation of Workers.334 (The workers of the suppliers were represented by a separate syndicate founded in the early 1950s.) On the other hand, assemblers and suppliers have been represented by ANFAVEA and Sindipeças respectively.335 In the early 1970s, governmental initiatives resulted in an increased demand but without raising wages adequately. This situation called forth an increasing activity of LUs that fought for a higher income and better working conditions. As the automotive industry was concentrated in the ABC area in SP, this area developed to the “cradle of the LU movement.” According to Fiat sources, one of the reasons for not locating in the ABC area was the increasing interference by LU activities. In 1978, the first big demonstrations and strikes took place at VW, MB, Ford, Scania, and Toyota. The unions started to become powerful with their “new syndicalism” initiative in 1978. The
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Interviews No. 62, 93. CUT has developed to the largest of the existing union structures in Brazil and has strong ties to the Worker’ Party that was established in the strike movement of the late 1970s. 335 EIU-CCB (1996), p. 38-39; EIU-CCB (01/2002), p. 45; Addis (1999), p. 42. 334
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Metalworkers’ Union of São Bernado do Campo increased the pressure on vehicle manufacturers to raise wages and improve working conditions.336 In the late 1970s the automotive industry faced strikes lasting of up to six weeks. Figure 4.2-7: Employment in the Brazilian automotive industry (1957-2001)337 250,000
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In the aftermath of the big dismissal wave in the early 1980s, the Central Workers’ Unit (CUT) was founded in 1983, although labour laws did not allow that kind of structure outside the official system at that time. The situation escalated in the 1985 strike that took 54 days to enforce a 44-hour week. As LUs were not permitted to organize or exist within a factory, internal commissions (ICs) sprang up inside factories, often after periods of intense or protracted conflict, as a kind of workers’ representation committee.338 The conflicts reached a new climax in the late 1980s after the collapse of the military regime. Economic downturn, an exploding inflation and the creation of Autolatina caused a second wave of dismissals in 1988 (see Figure 4.2-7). In the same year, the new constitution finally legalized unions, collective bargaining, and the right to strike. In 1993, São Bernado Metalworkers’
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In 1993 the São Bernado do Campo Metalworkers’ Union was renamed to Union of ABC Metalworkers comprising the cities Santo André, São Bernado do Campo, and Diadema located in the periphery around São Paulo. DIEESE (2000), p. 3. 337 Source: ANFAVEA (2002), p. 47. 338 Internal commissions are independent from unions and represent all workers; not only the unionized ones. Although, technically not a factory union, ICs discuss work conditions, wages, security, and related issues with the management but they cannot legally negotiate or sign agreements on behalf of the workers. In most of the cases, members of the IC are also engaged in the LU. Interview No. 59 and Arbix & Rodrigues (1998), pp. 77, 93; EIU-CCB (01/2002), pp. 40-45.
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Union merged with the Santo André Metalworkers’ Union, creating the new ABC Metalworkers’ Union representing almost 150,000 workers.339 The LUs in SP gained the reputation of being strike-prone, mainly because of the strikes in the late 1970s and 1980s, which combined traditional workers’ demands with protest movements against the military regime. Today, this image proves very hard to shake, especially among carmakers. It is in stark contrast with the image of the rest of the country as a less-unionized and almost conflict-free location. (As Fiat managers boast, not as single hour had been lost to strikes after 1983.340 According to the interviews and a study by CNI/CEPAL (1997), the degree of LU activities is one of the major factors for site selection. The problematic relation between vehicle manufactures and the LUs in SP certainly contributed to the decentralization of the automotive industry in the 1990s. The Sectoral Chamber marked an important milestone in the history of Brazil’s LUs. Although the national automotive chamber was suspended by the federal government in 1995, unions have continued to try to influence the sector’s course. For this reason, the ABC union was one of the founders of the “Regional Chamber of the Greater ABC municipal area” in 1997. This multipartite forum is composed of workers’ unions, industry and commerce associations, civil society representatives, and the municipal and state government.341 Decreasing influence of the labour unions The power of the LUs in the municipal area of SP has been weakening since the mid1990s. Major reasons are (1) the decentralization of the automotive industry, (2) an increase in production efficiency,342 and (3) an increase of outsourcing activities of parts and the emergence of the modular supply system.343 The intensifying competition on the labour market makes it difficult to convince workers to strike because of their fear to lose their job. Therefore, no big strikes have occurred in SP since mid-1997 any more. (There were only some warning strikes.)
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Bresciani (1997), pp. 57-58, DIEESE (2000), p. 3; Bortolaia Silva (1991), pp. 267-275. Interviews No. 68, 71 and Rodríguez-Pose & Arbix (2001), p. 143. See also ‘Proposition 16: Labour Union Relations’. 341 DIEESE (2000), pp. 9-10. 342 Since the 1950s, vehicle output and employment developed proportionally. The trend of increasing unemployment despite growing vehicle output since the mid-1980s was caused by significant increases in productivity. Vehicle productivity doubled from 1992 to 1997 and reached an output per employee of almost 20 vehicles. Arbix & Rodrigues (1998), p. 77. 343 In the 1980s vehicle manufacturers made efforts to deverticalize their production toward a modular supply. The reduction of assembly activities and the increasing integration of suppliers made jobs redundant in the assembly and the inbound logistic department. Although this process created new jobs on the side of suppliers and logistics firms, it meant a loss of power of the ABC labour union as suppliers and the other firms located outside the ABC are organized in different LUs. Interview No. 87 and DIEESE (2000), pp. 7-8. 340
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There is a fundamental difference between the labour activities of the 1970s/80s and those of the 1990s. In a country like Brazil, with its huge inequalities in income distribution, the pay question has occupied and will continue to occupy a prominent place on the agenda of LUs. However, the former focus of LU activities to adapt salaries to inflation has become almost obsolete as economic conditions have stabilized since the mid-1990s. Instead, efforts to fight unemployment and improve working conditions have increased in importance since the mid-1980s and became the main issue in the 1990s. Thus, LUs have been particularly interested in reducing working hours in order to maintain employment. They have understood that cooperation with the manufacturers is crucial for the development of the Brazilian automotive industry. The sectoral agreements in the early 1990s, which were organized by the metalworkers’ union, were a distinct sign of this increasing willingness for co-operation.344 4.2.6 Development of the Distribution System Already in the 1950s and 1960s, carmakers sold their vehicles through exclusive dealers. Although foreign carmakers have never been allowed by law to own dealerships or to sell cars directly, the relationship between carmakers and dealers was not legally defined at the time.345 Carmakers exploited the inexperience of dealers to negotiate better contracts and took the liberties to modify contracts unilaterally after they were signed with the dealers. The number of vehicles and parts, which the dealers had to keep in stock, was determined by the carmaker, the same was true of their sales area. The vehicles delivered had to be paid in cash, and prices were often increased without notice. If a carmaker wanted to end co-operation with a dealer, the contract could usually be cancelled after one year. In sum, carmakers used their power to conclude “severe and partly unfair” contracts, which made dealers dependent on carmakers and did not grant any protection of their investment.346 In order to defend themselves against the strong position of the carmakers, dealers founded a dealer association in São Paulo (ACOVESP) in 1961. Four years later, Brazilian dealers also organized on a national level and founded the Brazilian Association of Authorized Dealers (ABRAVE). The movement of the 1960s has decisively formed the distribution system in Brazil until today. In 1966, 89% of the 2.183 Brazilian dealers joined the local branches of ABRAVE. These “diretorias” can be seen as the breeding ground for the foundation of the brand associations, which were established over the period of 1972-1974 facing strong resistance from the
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Interviews No. 52, 64, 88 and Arbix & Rodrigues (1998), pp. 78-80; EIU-CCB (01/2002), p. 46. Except for selling to e.g. public authorities, diplomatic corps, defined fleet owners, and other special buyers. Direct sales amounts to max. 5% of total sales. Interview No. 56. 346 FENABRAVE (1998), p. 27 and Interview No. 43. 345
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carmakers.347 Additionally, a dealers’ labour union was founded in SP in 1973. The market demand increased continuously in the mid-1970s, despite increasing inflation and the first oil shock, strengthening ABRAVE’s position. In 1975, ABRAVE was already formulating regulations for automotive distribution together with the government headed by Renato Ferrari. Although, these regulations were already approved by the chamber and the senate in 1978, President Ernesto Geisel vetoed them, probably because of the carmakers’ lobbying against the new law. One year later, the law Ferrari, which exactly ruled the relationship between the dealers and the carmakers, was finally approved under President Figueiredo. It has given dealers some very powerful and unique rights. The law designates that vehicles are to be sold only through dealers; direct sales through the carmakers are restricted to few exceptions. Moreover, the dealer is provided with a lifetime contract.348 The law also gives a dealer the right for exclusive car sales of a particular brand in a particular region. The carmaker is not allowed to contract another dealer for that area and also has to give the dealer the priority for sales of new models. However, the carmaker determines retail prices and the quota of cars.349 In sum, the law outlines a complete framework of responsibilities for both parts. Nonetheless, it leaves some details open to negotiation. These details have been settled in a general convention between the car industry and the car dealer association and serve as an addition to the law.350 In the late 1980s the brand associations mainly represented the rights of the nearly 3,000 Brazilian dealers. As ABRAVE’s focus had changed from the individual dealers’ interests rather to the brand associations’ needs, it was renamed into the National Federation of Automotive Vehicle Distribution (FENABRAVE) in 1989. President Collor expressed repeatedly, even before his inauguration, his disappointment with the quality of Brazilian cars. During his campaign he referred to locally-made cars as “horse carts”. In order to upgrade the national car industry, Collor opened the market for imports and deregulated restrictions on sales areas and price controls. The Lei Ferrari was partly modified in 1990 to preserve the contractual equilibrium between dealers and carmakers after the market opening.351



347



The association of VW dealers, ASSOBRAV, was the first brand association. Its members served 60% of the total PC market. Dealer associations of MB (ASSOBENS), of GM (ABRAC/UNICON), of Fiat (ABRACAF), and of Ford (ABRADIF) followed soon after. FENABRAVE (2000). 348 A dealer contract is initially valid for five years, afterwards the contract becomes unlimited. If a carmaker wants to cancel a dealer contract before the expiry of the five years, it has to pay the dealer his average margin (based on the last 24 months) for the remaining time. 349 Interviews No. 43, 86 and FENABRAVE (1998), pp. 28-54; FENABRAVE (2000). 350 Within a given framework, the contract partners may negotiate the following topics: specification of a dealer’s service area, the minimum distance between the dealers, monthly quota, and the dealer margin among others. NN (1999), p. 13. 351 Customers could buy their cars wherever they wanted and retailers could determine the retail price resulting in flexible dealer margins. FENABRAVE (1998), pp. 68-77; Da Fonseca (1996), p. 83.
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The current distribution system of Brazil is broadly similar to the systems in developed markets. Its roots were already established in the 1960s and have remained virtually the same compared to the production systems in Brazil. The main dealers are allocated their shares of production according to agreed quotas for each sales period, and sell on a proportion of them to sub-dealers, the so-called parallel market. The main dealers account for an increasing number of the second-hand market, which they share with the sub-dealers. They also handle the sale of spare parts to the public and garages and service companies. Figure 4.2-8: Car distribution in Brazil
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The sales departments of the carmakers can be seen as interfaces between the dealers and the production plant. They receive customer-feedback and determine the required production volume for the local market and for export based on last month’s sales and the order books of the dealers (bottom-up task). On the other hand, they allocate the models and respective volumes to each dealer and help dealers by training staff and technical support (top-down task).352
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Interview No. 76.
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5 The Automotive Environment in China This chapter gives an overview of the economic, political, and industry-specific conditions under which the pioneers and the later generations of followers entered the Chinese automotive industry. It follows the same structure as the previous chapter. (A synopsis of automotive, economic, and political milestones in China can be found in Table 9.6-2 in the appendix.)



5.1 China in Figures Demographic Indicators Table 5.1-1: Chinese key demographic data353 9,598,050 km2 23 provinces (incl. Taiwan), 5 autonomous regions, 4 municipalities and 2 special administrative regions (Hong Kong and Macao) Poverty (% of population 5% below national poverty line) Life expectancy at birth 70 Ethnic groups Han Chinese 91.9%, Zhuang, Uygur, Hui, Yi, Tibetan, Miao, Manch, Mongol, Buyi, Korean, and others 8.1% Religion Daoist (Taoist), Buddhist, Muslim (2-3%), and Christian (1%) Land Area Province/State



Table 5.1-2: China’s population from 1970 to 2000354 Population (mn) Urban population in % Labour force (mn) Unemployment in % Illiteracy rate, adult total (% of people aged 15 and above) Illiteracy rate, young adult total (% of people aged 15-24) Primary school enrolment (% gross)356 Secondary school enrolment (% gross) Tertiary school enrolment (% gross) *) Figure from 1998



353



1970 818.3 17.4 425.52 n/a 48.7



1980 981.2 19.6 539.68 2.8 34.5



1985 1,051.1 23.0 599.08 3.4 28.1



1990 1,135.3 27.4 669.74 3.7 23



1995 1,203.3 29.7 721.99 3.0 19.2



2000 1,261.1 32.1 711.5 3.1355 16
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Source: CIA’s World Factbook – China (www.odci.government/cia/publications/factbook/china.html). Source: CIA’s World Factbook – China; Zhongguo (2001); World Bank (2000), World Bank (2001). 355 The real urban jobless rate, if unregistered laid off workers and the surplus rural work force were also taken into account, is estimated at about 8-10%. 356 Gross enrolment ratio is the ratio of total enrolment, regardless of age, to the population of the age group that officially corresponds to the level of education shown. Primary education provides 354
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It is interesting to note that China’s population grew by 54% to 1,261 mn people within three decades, while Brazil’s population increased by 77% to 170 mn people within the same period. Table 5.1-3: Education of Chinese by degree357 Per 100,000 persons Junior college and above Senior secondary school Junior secondary school Primary school Illiterate population (mn) Illiteracy rate of total population



1964 416 1,319 4,680 28,330 233.27 33.58%



1982 615 6,779 17,892 35,237 229.96 22.81%



1990 1,422 8,039 23,344 37,057 180.03 15.88%



2000 3,611 11,146 33,961 35,701 85.07 6.72%



Economic Indicators Table 5.1-4: Economic indicators for China358 GDP (USD bn) GNI per capita (USD) Priv. consumption per cap. (USD) Saving rate in % Total external debt (USD bn) External debt/ GDP in % Total debt service (USD bn) Debt service in %



1970 91.51 120 73 39.2 n/a – n/a –



1980 201.69 220 105 52.3 5,9* 3.0* 1.74* 30.0*



1985 304.91 280 149 46.8 16.7 5.5 2.48 14.9



1990 354.64 320 154 51.9 55.3 15.6 7.06 12.8



1995 700.22 520 269 48.3 118.09 16.9 15.76 12.8



2000 1,076.9 840 400 52.4 149.69 13.9 20.66 13.8



*) Figures from 1981



The following conclusions can be drawn from these data: ƒ ƒ ƒ ƒ ƒ



China’s GDP has grown by five times. The per capita income has almost quadrupled. The saving rate remained constant at about 50%. The external debt/GDP ratio has ranged between 14-20% since the late 1980s. The debt ratio has remained on an 11-14% level since 1986. GDP growth and inflation



The enduring growth of the economy of China is remarkable, though its progress was very erratic. Over the last two decades, GDP growth ranged between 4-15% (see Figure 5.1-1). China experienced three business cycles, with each depression lasting for one or two years, followed by a growth period that lasted two or three years. China faced the most serious economic downturns in the late 1980s and the late 1990s. The high growth of the 1988 boom brought high inflation, which forced the government to take counter measures. The austerity programme in 1988 and the children with basic reading, writing, and mathematics skills along with an elementary understanding of such subjects as history, geography, natural science, social science, art, and music. 357 Source: Zhongguo (2001). 358 Source: Zhongguo (2001); World Bank (2000), World Bank (2001).
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Tiananmen incident in 1989 resulted in a drop of economic growth, but also in decreasing inflation. Yet, as the rate of economic growth slowed down to 4%, the government released the controls, causing the rate of development to surge once again on the back of the continuing economic reform programme. For a short period the Chinese government managed to keep inflation at around 3-4%, however, the recovery of the economy in the early 1990s caused it to rise again to 24.2% in 1994. As economic growth was higher than expected the Chinese government was afraid of a hyperinflation. In an attempt to control it the government introduced an austerity package that tightened credit facilities substantially, but abandoned it within months because the credit squeeze was causing problems for loss-making SOEs. Nearly a third of them were in the red. Nonetheless, other austerity measures were introduced. By calling in speculative loans, raising interest rates, and re-evaluating investment projects, the growth rate was tempered, and the inflation rate dropped from over 17% in 1995 to 2.8% in 1997.359 Although the central government cut interest rates three times in 1998, the combined effect of weak domestic demand and a concerted effort to run down the stockpiles had caused a threatening deflation. For almost three years, China suffered from deflation, which reduced the profits of SOEs, fuelled triangular debts among them, and cut into people’s incomes. Unlike the previous cycles, this recession lasted for five years before it reached bottom toward the end of 1998. This was the result of the situation of the Chinese macro-economy and the impact of the Asian financial crisis. Figure 5.1-1: China’s GDP growth and inflation (1978-2000)360 30
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Sun (1998), pp. 14-17; EIU-MBI (2Q1996), p. 70. Source: World Bank (2001).
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As can be viewed in Figure 5.1-2, the Chinese government succeeded in keeping, with few exceptions, a positive current account balance. China suffered a shortage of foreign exchange in the mid-1980s and in 1993 because of the booming economy. Figure 5.1-2: China’s current account balance (1982-2000)361 300,000
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Foreign direct investment Since the market opening, inflows of FDI grew nearly constantly until 1991 (see Figure 4.1-4: FDI into Brazil and China (1970-2001)). The distinct improvement of the legal environment and the opening of 14 coastal cities and Hainan, in addition to the SEZs, attracted foreign investment in the early 1980s. The boom was followed by a decline in FDI growth as the rapid economic growth of 1984-1985 gave rise to inflation and a growing trade deficit to China (see Figure 5.1-2). This situation led the Chinese government to severely curtail domestic spending of foreign exchange. Similarly, the following investment boom ended abruptly in mid-1989, because of the ‘austerity programme’ introduced in late 1988 to cool down the over-heated economy and reduce the two-digit inflation. Political struggle and economic instability fuelled popular unrest. The economic slump was compounded by the immediate foreign reaction to the violence at Tiananmen Square. Resource flows from abroad dropped dramatically, accelerating the deterioration in China's current account balance and raising debt service requirements. Following Deng Xiaoping’s ‘grand tour’ to the south in 1992, the Chinese government adjusted the economic policy to speed up economic reforms and to



361



Source: World Bank (2001).
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further open the economy to FDI. The new policy permitted foreign companies to invest in fields such as retailing, real estate, trading, transport, finance, and banking, and to establish stock-holding companies. The reforms boosted investments to a new climax. Far-reaching reforms for SOEs were announced with 14 areas of liberalization. Additionally, two stock exchanges began operating in Shanghai and Shenzen. In 1992 and 1993, FDI grew by around 250% annually.362 Although the Asian financial crisis did not have such a disastrous impact on China as on Malaysia, Indonesia, Thailand, or South Korea, growth of FDI slowed down in 1998 and dropped, for the first time since 1979, by 10% in 1999. Transportation Indicators Vehicle and car density In 2000 China had 5.81 mn passenger cars and totally 11.82 mn vehicles in use.363 Although China’s vehicle population has grown tremendously after large-scale production commenced in the mid-1980s, its current vehicle and car population is still far below that of developed markets. As indicated in Table 5.1-5, there is, on average, only one PC owner among 218 Chinese. Table 5.1-5: Development of car and vehicle density of selected countries364 Country Index USA Inhabitants/ PC Inhabitants/ vehicle Europe Inhabitants/ PC Inhabitants/ vehicle Japan Inhabitants/ PC Inhabitants/ vehicle Brazil Inhabitants/ PC Inhabitants/ vehicle China Inhabitants/ PC Inhabitants/ vehicle



1970 2.3 1.7 10.1 8.3 11.8 5.9 42.7 26.9 5,711 1,239



1980 1.8 1.4 6.0 5.1 4.9 3.0 15.0 12.1 18,673 1,135



1990 1.7 1.3 4.6 3.9 3.5 2.1 12.7 11.8 679 194



2000 2.1 1.2 3.7 3.1 2.4 1.7 13.0 10.9 218 107



Length of roads Table 5.1-6: Length of China’s roads and share of paved roads365 Total length (‘000 km) Proportion of expressways and class I-IV highways (in %)



362



1960 472



1870 634



1981 897.5



n/a



n/a



59.8



1990 1995 2000 1,028.35 1,157.01 1,402,7 78.7



85.6



86.7



Sun (1998), pp. 14-17; DRI (1998), p. 11. SMMT (2001), p. 135. It is interesting to note that the registered number of vehicles amounts to 20 mn car licences. However, as the acquisition and the maintenance of motor vehicles is too expensive, only 60% of registered licences are in use. McClellan (03/99), p. 15. 364 Source: World Motor Vehicle Registrations 1971-1992; SMMT (2001). 365 Source: Zhongguo (1998), CBU (1998), p. 140; CBU (2000), p. 163, p. 538; Zhongguo (2001). 363
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China’s road network stood at 80,000 km in 1949, however, by the end of 2000, the total length of roads reached 1.4 mn km. Around 98% of China’s towns and 80% of its villages were reachable by paved roads by the late 1990s.366 Transportation of passengers and freight As can be viewed in the tables below, road transportation clearly dominates the transport sector today. Rail has played a crucial role in the national transportation system but has suffered from the turmoil of the Cultural Revolution and the underinvestment during the 1980s as a result of demonopolization and decentralization of the transport sector. Although the central government had shifted the responsibility of transportation policies to the provincial level, it created special infrastructure funds for road development to meet the rapidly increasing demand for transportation of people and goods. Consequently, road transportation quickly expanded at the expense of transportation by train and ship.367 Table 5.1-7: Passenger transportation as share by means of transport in persons368 Railway (in %) Local train (in %) Highways (in %) Waterways (in %) Air (in %)



1960 39.3 0.2 41.1 19.4 0



1970 39.7 0.6 47.5 12.1 0



1980 26.7 0.3 65.2 7.7 0.1



1990 12.3 0.1 83.9 3.5 0.2



1995 8.7 0.1 88.8 2.0 0.4



2000 7.1 0 91.1 1.3 0.5



Table 5.1-8: Freight transportation as share by means of transport in tons369 Railway (in %) Highways (in %) Waterways (in %) Pipeline (in %)



366



1960 56.9 31.5 11.6 0



1970 45.3 43.8 10.9 0



1980 20.4 69.9 7.8 1.9



1990 15.5 74.6 8.3 1.6



1995 13.4 76.2 9.2 1.2



DRI (1998), p. 34. DRI (1998), p. 35; Poser & Reeg (1995), pp. 14-16. 368 Source: Zhongguo (1998), p. 539; Zhongguo (2001); Poser & Reeg (1995), p. 51. 369 Source: Zhongguo (1998), p. 540; Zhongguo (2001); Poser & Reeg (1995), p. 50. 367



2000 13.1 76.5 9.0 1.4
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5.2 The Automotive Industry in China 5.2.1 Overview of Chinese Carmakers Figure 5.2-1 gives an overview of the locations of Chinese carmakers. Figure 5.2-1: Locations of Chinese carmakers
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SVW SHANGHAI



CHANGAN FORD CHONGQING - SICHUAN



GUIZHOU SUBARU ANSHUN - GUIZHOU



SGM GUANGZHOU PEUGEOT SHANGHAI (Formerly GUANGZHOU-HONDA) GUANGZHOU - GUANGDONG



Table 5.2-1 shows the key data of Chinese carmakers.



94 Table 5.2-1: Chinese carmakers at a glance370 JV
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2000 2003



42.4% DC (initially 31,3%) 57.6% BAIC 50% VW (incl. 10% VW China Holding) 25% SAIC 15% Bank of China; 10% CNAIC 22% PSA 8% W orld Bank's IFC 4% National Bank of Paris 42% GAIC 20% CITIC 4% Ind.&Commercial Bank of China 50% Toyota 50% TAIC 100 % FAW 35% 50% 49% 51% 25% 5% 70% 30% 10% 60% 50% 50% 50% 50% 50% 50% 50% 50%
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Source: Asian Automotive Business Review, DRI, China Business Update, China Automotive Industry Yearbook, press reports.
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5.2.2 History of the Automotive Industry in China The 1950s – First Automotive Activities by SOEs One year after the foundation of the People’s Republic, China approached the USSR for helping to build an auto factory. By 1951 the government had chosen the Manchurian city of Changchun in north-east China as the site of their First Automotive Works (FAW) that opened officially in 1956 and produced a four-ton Soviet truck. Shortly afterwards, during the Great Leap Forward, Mao Zedong’s unsuccessful effort to galvanize the nation into stepping up industrial production, automobile factories were built in Nanjing, Shanghai, Beijing, and other cities.371 After WW II, many vehicles were left from the Japanese occupation. These vehicles were used for military and institutional purposes. Toyota was the pioneer as it started to import vehicles to China in 1954.372 However, annual car imports remained below 3,000 vehicles in the 1950s. By 1958 car imports had virtually ceased because Japanese automotive commerce with China was inhibited by Chinese restrictions on companies that had ties to Taiwan and South Korea. By the mid-1950s the Chinese recognized the need for production of a small number of PCs to at least service top-ranking leaders. By 1958, FAW was turning out China’s first PC – the Dongfeng (meaning east wind) and the Hongqi limousine (Red Flag), a luxury vehicle modelled on Daimler Benz’s model 220 sedan. In the same year, the Shanghai Automotive Assembly plant was founded and produced its first “Phoenix brand” car. (The Phoenix was modified in 1964 and thereafter sold under the “Shanghai brand”.)373 The ‘Great Leap Forward’ years (1958-1960) again reversed the attitude toward automotive innovation. The Chinese shifted on a national scale towards reliance on their own working styles, and campaigned against dominance of foreign technologies and equipment. As relations with the Soviet Union deteriorated in the 1960s, Chinese leaders became worried about the susceptibility of the country’s largest vehicle plant in Changchun to foreign attack. In 1965 the creation of a Second Automotive Works (SAW) was approved, which was to be built in the isolated mountainous region of Shiyan in Hubei Province. Although groundbreaking in Shiyan began in 1967, the factory was not fully operational until 1975. Delays were probably the result of the turmoil related to the Cultural Revolution, which also lowered total vehicle production from 56,000 units in 1966 to 25,000 units in 1968. PC production received only scant attention during the years of Mao’s leadership. Cars were still primarily intended for high-level officials as private car ownership was essentially prohibited. China’s PC production consisting of FAW’s ‘Hongqi’ (Red Flag) and SAIC’s ‘Shanghai Brand’ 371



In the first five-year plan, Beijing Auto Works (BAIC) was assigned the task of providing fuel pumps and other parts to Changchun’s FAW. Harwit (1995), pp. 17, 68; Mann (1989), p. 129. 372 The Chinese reportedly had a predilection for Toyota as the company’s trucks captured in the wake of the Japanese surrender were a prime resource for the Communist forces fighting the Nationalists in northern China. Interview No. 2 and Harwit (1995), p. 25. 373 Harwit (1995), p. 94; DRI (1998), p. 106.
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amounted only to a few hundred cars and accounted only for 1% of total vehicle production. In 1964, China had 417 companies producing trucks, cars, motorcycles, and fundamental automotive parts. In 1976, the number had more than quadrupled to 1,950 companies and nearly every province came to boast an automotive plant.374 Of some fifty factories capable of series production, however, only four were reported to be able to manufacture more than 10,000 units per year. The Late 1970s – The Open-door Policy In the first half of the 1970s, China was mired in domestic politics. Deng Xiaoping, one of the main advocates of reform and opening China to foreign trade and technology import, resumed his political place as Vice-Pemier in 1973. In the final years before Mao’s death in 1976, the leadership of the Chinese Communist Party (CCP) was virtually paralyzed by factional divisions. One group within the party, which would eventually coalesce under the leadership of Deng Xiaoping, emphasized the importance of modern technology and education for advancing China’s economy and favoured some degree of contact with the West in order to obtain this technology. The other group, which included Mao’s wife, Jiang Qing, rejected the importance of Western technology and stressed the need for China to remain “selfreliant.” The turning point came in the fall of 1976 when Mao died. Within a month Jiang Qing and the other ultra-leftist leaders, later branded the Gang of Four, were thrown into jail, clearing the way for Deng’s rise to power.375 The first phase of China’s reform era towards a ‘socialist market economy’ was introduced at the XI Party Congress in 1978. This multi-staged effort, described as the ‘Four Modernizations’, aimed to achieve ambitious levels of production in Chinese agriculture, industry, science and technology, and national defence. Under Deng’s leadership, China passed its first law to permit JVs in the spring of 1979. Perhaps the most acclaimed aspect of the reform programme in urban areas was the opening up of Special Economic Zones (SEZs) in selected coastal areas, permitting foreign investment and tariff-free imports and exports.376 What China did during the 1980s was unprecedented. In its effort to modernize the nation as rapidly as possible, the CCP leadership not only permitted but also encouraged Western corporations to join hands with Chinese SOEs. Within only one decade, more than five thousand foreign-owned companies had invested in China until 1989 (see Figure 4.1-4).377



374



Since the early 1970s, the Chinese government started technological co-operations with Japanese vehicle manufacturers ranging from exchanges of technicians to joint production of new vehicle models and importation of complete integrated automotive plants. Harwit (1995), pp. 17-23. 375 Mann (1989), p. 35; Harwit (1995), p. 26. 376 In the first phase, the cities to be given these benefits were Shenzhen, Zhuhai, and Shantou in Guangdong province and Xiamen in Fujian province in 1980. This was followed, in 1984, by the opening up of an additional 14 cities situated along China’s coastal line. DRI (1998), p. 11. 377 This number and the scope of their business operations far exceeded anything seen in the former Soviet Union. Mann (1989), p. 23.
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First Sino-foreign automotive joint ventures Four major institutions are responsible for the development of the automotive industry. The State Planning Commission (SPC) determines the industry policy of China on a macro level. The State Economic Commission (SEC) is in charge of the implementation of the industry policies decided by the SPC. The Ministry of Machinery Industry (MMI) is directly responsible for the administration of the automotive industry. The Ministry of Foreign Trade and Economic Co-operation (MOFTEC) has the responsibility for approving the use of foreign capital ensuring the balance of foreign exchange and determining the country’s trade policies, quotas and customs duties. In the early 1980s automotive planners focussed on CVs, as they were considered more important for the development of China at the time.378 When China began to open its doors, in one fashion or another, executives of virtually all leading car manufacturers began streaming to China to gain access to the domestic market with its huge potential. Among others, Ford, MB, and Fiat sent out emissaries to check out the business prospects in China.379 European and American companies looked upon China as a base from which they could export cars throughout Asia. In contrast, Japanese carmakers were rather interested in selling cars and trucks to China without setting up manufacturing operations because they did not want to develop China as an industrial competitor in the region. Thus, the early 1980s saw Japan snatching the lion’s share of China’s import market, with Toyota selling 40,000 vehicles in 1984 alone, mostly via the island of Hainan.380 At the height of the mid-1980s import boom in 1985, China spent a record sum of USD 3 bn to import more than 350,000 vehicles including 105,775 cars – mostly Nissan Bluebirds and Toyota Crowns (see Figure 5.2-2).381 Consequently, foreign exchange reserves decreased by 29% of the 1984 reserves to USD 11.9 bn. In early 1985 the Chinese government took steps to curb imports as China’s balance of trade was hurt by the surge of Japanese motor vehicle imports. CNAIC and the SPC began restricting foreign exchange spending of provinces, localities, and departments.382 The general guidelines were that Beijing would approve spending foreign exchange only for advanced technology or for items that could help produce Chinese exports. In March 1985 China increased its custom duties on imports and shortly afterwards added a new ‘regulatory tax’ on imports in addition to the high levies (see Table 9.13-2). By the autumn of 1985, the regime had adopted a



378



Nevertheless, the Shanghai government, which had already been forward-looking, succeeded in getting approval to manufacture PCs with VW-Germany. 379 Mann (1989), pp. 38-39. 380 Private car ownership has been allowed since 1983. EIU-MBI (04/1987), p. 75. 381 It is important to note that all import figures are based on Customs Statistics that are much lower than the actual registrations of imported vehicles due to illegal imports. Harwit (1995), pp. 29, 72. 382 The China National Automotive Industry Corp. (CNAIC) was formed in the early 1980s when the Chinese government realized that the automotive policies of the 1960s and 1970s had left the industry in a fragmented and inefficient condition. Thus, CNAIC was to co-ordinate and articulate a national policy for the development of the automotive industry. DRI (1998), p. 106.
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two-year moratorium on the importation of most motor vehicles from abroad. At the same time, the Party leadership published the details of an unprecedented, multimillion-dollar scandal on Hainan island.383 In 1986, the Chinese government imposed a system of import licenses, quotas and high tariff rates, especially on imports of components and CBUs to protect China’s national auto production centres and lessen the outflow of foreign exchange. (These measures ranked among the most drastic in the world until recently.) Consequently, imports declined rapidly. Figure 5.2-2: Production, imports, and sales of PCs in China (1980-2001)384 800,000
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Including domestic sales of imported cars until 1992. Real domestic car sales were slightly lower than the sum of PC sales and imports.



During the mid-1980s the Chinese government finally began to turn its attention to solving its import troubles by shifting production from heavy trucks, which was sufficient to meet demand, to lighter trucks and domestically produced PCs. At that time the national Chinese automotive industry was dominated by the three stateowned vehicle manufacturers FAW, SAW and SAIC, with SAIC being the smallest player. After long negotiation periods, three Sino-foreign car JVs were set up in the 1983-1985 period: BJC for 4WD-vehicles (Cherokee), SVW for sedan cars



383



The scandal demonstrated that the scope of profiteering and corruption in the SEZs had been staggering. CCP members, government officials, and the People’s Liberation Army were all involved. The Hainan officials took advantage of loopholes in tariff rules to import large quantities of cars, mainly from Japan, at zero tariff rates for re-export to the mainland at two to three times the original price. During a fourteen-month period in 1984-1985, the officials had approved, among other goods, the importation of 89,000 cars. Mann (1989), p. 152; Harwit (1995), p. 29; DRI (1998), p. 107. 384 Source: see Table 9.10-1 in the appendix.
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(Santana), and Guangzhou Peugeot for light trucks and sedans (505 series).385 When SVW turned out to be a big success in the late 1980s, FAW and SAW regretted their misjudgement on the prospects of the PC segment and made an effort to acquire own PC projects as well.386 In the late 1980s the percentage of cars within total vehicle production rose rapidly from around 2% to 10%. The 1988 austerity programme In 1988 the total automotive industry was affected by China’s economic austerity measures introduced in late 1988. BJC, SVW and GZP faced stockpiling of their output, as the central government restricted domestic vehicle sales by prohibiting factories and firms to purchase vehicles without a permit. Consequently, production decreased by more than 21% to 29,000 PCs in 1989.387 Eventually, the central government’s “emergency purchasing plan” allocated some CHY 1 bn (USD 268 mn) to buy the inventories of the various ventures. The State Council and the SPC, which played the major roles in this policy change, further granted SVW, BJC, and GZP additional CKD import licences for 1990. When China’s economy rebounded in the early 1990s, PC output almost doubled annually until 1993. The Tiananmen Incident The protests at Tiananmen Square in Beijing were a set of national protests between April 15 and June 4, 1989. The protests were part of a conflict between the Chinese democracy movement and the CCP. The protest started because of the death of exPresident Hu Yaobang. At their height, the protests involved over a million people. It proved impossible to get the army troops in Beijing to shoot the protesters, therefore, military forces were imported from the provinces who killed an estimated 6,000 people, mostly students, in the square and adjacent streets. In the wake of the Tiananmen Square incident, Zhao Ziyang was dismissed from his job as secretary-general of the CCP. He was accused of encouraging the student demonstrations and of fostering divisions within the Party. The political turmoil marked an end to the Western illusion about the chances of doing business in China. The popular image of a China, which was steadily modernizing and of an openminded leadership dedicated to economic advancement, was shattered. During the two years after the Tiananmen incident, the Chinese leadership kept the economy under wraps. The Chinese economy only grew by 4-5% in the 19891990 period, the lowest levels in the decade. However, in January 1992, in what was probably the last memorable act of his long political career, Deng Xiaoping made a 385



PC production was just planned at a later stage of the project. It is interesting to note that if FAW or SAW had previously been interested in PC projects, they could easily have outdone SAIC in getting the manufacturing licence instead. In the meantime, SAIC has become the biggest national manufacturer of PC and FAW’s major competitor. Interview No. 10. 387 SVW operated at only 50% of capacity in the last part of 1989 and actually stopped production in October because of an oversupply of 3,000 cars. Similarly, GZP halted production after fulfilling its quota of 4,700 units in early November. Harwit (1995), pp. 103, 122. 386
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highly publicized journey to southern China and pressed for rapid expansion of the Chinese economy once again. In retrospect, that trip by Deng set the course for the Chinese economy for the 1990s and, in the process virtually ended the intra-party debates over how fast the Chinese economy should expand. Over the period of 1992-1995, China began to grow at rates of 10-14% a year, faster than any other nation in the world.388 The Early 1990s – Takeoff of the Domestic Car Industry Until the early 1990s China pursued an automotive policy which aimed to integrate all important regions within China, i.e. from Jilin province in the north (FAW-VW) to Guangdong province in the south (GZP) and from Sichuan province in the west (Changan Suzuki) to Shanghai in the east (SVW).389 The 1993 import boom Although the government had clamped down on imports in the mid-1980s, vehicle imports began to increase again in the early 1990s and were at their peak with 311,718 vehicles in 1993 (including 222,336 PCs). This record figure caused the highest automotive trade deficit in China’s history (see Figure 5.2-3). Figure 5.2-3: Automotive trade balance in China (1991-2000)390 6,000
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The national automotive industry, and particularly SVW, was seriously affected by the flood of Japanese imports (mostly by Nissan, Toyota, and Honda). Thus, having the Japanese model in mind, the Chinese government closed the market for the outside world to fight against car imports. The volume of vehicle imports into China began to 388



Keller (1993); Mann (1989), pp. 304-305, 317-318. See Figure 5.2-1. Interview No. 10 and Harwit (1995) p. 37. 390 Source: CBU (2000), p. 161 and Auto in China (www.cacauto.com/databank/). 389
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fall rapidly due to the changes in government policy (see Figure 5.2-2). Although import duties on cars with engine sizes less than 3 litres fell from around 110-180% in January 1994 to 80-100% in early 1996, foreign JV companies and embassies being the main buyers of imported cars were no longer exempt from the tax (see Table 9.13-2). Moreover, state officials were told to trade down from imported luxury cars to locally built vehicles. In addition to limiting the volume of imports to 30,000 cars per year, the government put pressure on local firms to reduce prices and thereby erode the attractiveness of imported cars. Consequently, PC imports fell to the import quota designated by the government.391 The 1994 Automotive Policy In 1994 China imposed a series of new restrictions on JVs by formally adopting an industrial policy for automobiles. The ‘1994 Automotive Policy’ aimed to develop the automotive sector to one of six pillar industries; it called for shifting production away from commercial vehicles towards passenger cars, and shifting demand from business use to the private sector. The industry-wide rules imposed limits on how many automobile assembly projects would be allowed in the country. They banned all imports of CKD kits forcing foreign carmakers to move toward the purchase of Chinese-made parts. They also required carmakers to set up R&D facilities in China. Automobile JVs established after 1994 were urged to produce at least 100,000 units in the first year of operation, and to begin exporting some of the cars made in China.392 The new policy also aimed to reduce preferential treatment of the foreign JVs. For instance, the new measures ended the practice of foreign funded ventures being allowed to import cars duty-free.393 The structure of the future Chinese auto industry was taking shape. In China’s ninth five-year plan (1996-2000), eight carmakers were given priority with SAIC in Shanghai, FAW in Changchun, and Dongfeng in Wuhan at the top. About two-thirds



391



However, China’s pervasive smuggling problem makes the country’s import quota and high tariffs ineffective. Illegal imports are estimated to be at least as high as the official imports (approx. 40,000-50,000 PCs per year). The vehicles are smuggled across China’s porous borders, especially from North Korea, a conduit for Japanese vehicles, by organizations connected with China’s security forces. Although most officials have been prohibited from purchasing luxury cars in recent anti-corruption campaigns, most smuggled cars can actually be found locked up in government parking lots. In late 2000 the government uncovered the biggest corruption scandal in Chinese history. Top-ranking party members, municipal and customs officials, the military and police, and banks had smuggled cars and goods worth USD 7.5 bn via Xiamen (Fujian province) to the mainland for years. Fourteen defendants were sentenced to death and twelve to life imprisonment. Wang (1999), p. 43; EIU-MBI (2Q1996), p. 74; Wang (1999), p. 43; NN (08.11.00). 392 Nonetheless, the highest PC exports within the investigation period of this study amounted to only 5,248 cars in 2000. PC exports represent less than 1% of PC production. Mann (1997), p. 326. 393 Before 1994 it was possible for ventures with foreign participation to import vehicles duty-free. Japanese carmakers like Toyota, Honda, and Nissan imported hundreds of thousands of cars to China, whereas European and U.S. carmakers made virtually no use of this opportunity. This exemption was widely misused by Chinese businessmen who set-up letter-box companies and used relatives or friends abroad as “front men”. Interviews No. 2, 12 and Levy (1995), p. 15.
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of new investment was to come from the central government and local authorities, and the ministry of machinery industry released a list of 300 companies making key components which would be eligible for policy loans and preferential policies. The Chinese government's primary goal for the automotive sector in the second half of the 1990s was to consolidate and rationalize the industry to gain greater efficiencies of scale. However, these plans encountered strong regional resistance. As the provincial and municipal governments are important stakeholders in the automotive sector, they have been unwilling to surrender their part of the industry. At the end of the 1990s, China's auto industry consisted of 122 complete vehicle manufacturers, 780 refitted and special-purpose vehicle manufacturers and over 3,000 auto parts enterprises; with only 149 companies being JVs.394 The Early 2000s – Further Consolidation and Deregulation of the Industry The tenth five-year plan Contrary to the ninth five-year plan, the tenth five-year plan (2001-2005) has shifted its focus from the automotive industry towards the improvement of road infrastructure and construction. (In recent years, the automotive industry was not explicitly named a “pillar industry” in government speeches or press releases any more.) The Chinese government has proposed a USD 1 trillion-investment programme in housing and roads, which has provided flow-through impetus for the auto industry. Although, housing and auto sales go hand in hand, plans for the development of the automotive industry are less specific than in the previous five-year plan. The current plan stresses the development of safe, fuel-efficient and environment-friendly economy cars, the focus on key component production, the improvement of product development capability, and the production of heavy-duty trucks and special-purpose vehicles for construction of houses and the road system.395 China’s entry into WTO China’s entry into the WTO in November 2001 meant an important step towards free trade and confirms its transformation into a market-economy. Negotiations on China’s accession to the GATT and its successor organization, the WTO, lasted for 15 years, the longest accession process on record.396 The joining can be seen as an accelerator of the ongoing reform process in China. Trade barriers will be significantly reduced and producers located in China will have access to markets in the WTO member countries. There will also be no regionally preferential treatment of foreign companies any more because the SEZs, which have dominated FDI since it began in the early 1980s, will ultimately be dissolved.397 The agreements see China
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CAC (2000), p. 16. CBU (2000), pp. 51-52; DRI (1998), p. 24; various reports by Asiapulse. 396 VDA (2001); Wang (1999), p. 42. 397 According to the “national treatment” principle, member countries should give identical treatment to both foreign and domestic companies. The importance of SEZs as a decision factor for FDI has 395
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substantially cut import tariffs and allows foreign companies access to areas such as financing or telecommunication for the first time. On the other hand, the WTO entry will result in a worsening of deflation, unemployment, and a narrower trade surplus. China’s membership in the WTO will also have a great impact on its automotive environment. The major changes are addressed in Table 5.2-2. Table 5.2-2: Impact of China’s WTO entry on the domestic automotive industry Tariffs Import quotas Local content Foreign participation in distribution & sales Auto financing Property rights



Before entry into WTO 80-100% on vehicles and 35-50% on parts 30,000 vehicles are annually allowed from foreign carmakers 40% in the 1st year, 60% in the 2nd year, and 80% in the 3rd year Limited to wholesaling through JVs; prohibited from consolidating sales organizations of imports and JVs Foreign, non-bank financial institutions prohibited from providing financing Maximum share of 50% of the JV by the foreign carmaker



After entry into WTO 25% on vehicles and 10% on parts by 2006 Quota will be increased by 20% per year and phased out by 2006 No LC ratio requirement any more Permission to own vehicle wholesale and retail organizations and integrated sales organizations by 2006 Foreign, non-bank financing permitted in selected cities prior to gradual national rollout Permission to have a major stake, or even of a WFOE



These agreements will radically change the automotive environment in China. First, private demand is expected to grow significantly, as foreign carmakers will be allowed to offer car loans to customers directly. Second, cheaper imports with better quality will torpedo sales of locally produced cars. (Some experts believe that prices of locally manufactured cars will be about 30-40% more expensive than prices of imported vehicles.) Therefore, competition will intensify resulting in an increase of quality and an annual price drop of at least 5%. As the sector’s consolidation will continue, only a dozen major manufacturers will remain, with the rest becoming parts suppliers, merging or shutting down.398 Third, increasing competition will squeeze the profit margins of domestic carmakers considerably. Particularly newcomers such as SGM, GZH, Dongfeng Citroen, and Ford Changan are affected by this development, as they do not yet have the volumes to produce as cost-efficiently as the pioneers.399 However, some experts believe that the reduction of tariffs will not have a significant impact on imports in the next couple of years as the Chinese government will already diminished because the competitive edge of companies located in SEZs has almost disappeared. NN (18.05.99). 398 In 01/2002, TAIC Xiali (LCV) transferred 51% to FAW as a response to growing competition. The tie-up has been the biggest and most influential joint restructuring in the Chinese automobile history so far. 399 Executives of Dongfeng Citroen hope that “the government will not liberalize the market too fast, because Chinese carmakers are not able to compete against imports in terms of price and quality due to the low level of productivity and the insufficient capacity of the domestic industry.” For GM, a generous WTO might also be disastrous. Had GM waited until China joined the WTO, it might have avoided many of the LC rules or at least been prepared for the upcoming import competition.
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probably erect other barriers to cushion the domestic industry against competition from abroad. (Despite China’s entry into the WTO, the central government has already declared to help domestic manufacturers with protective measures.)400 5.2.3 Development of the Parts Industry At the time when the automotive pioneers took up their business in the mid-1980s manufacturing actually meant assembly of imported CKD kits.401 However, due to the chronic shortage of foreign currency to pay for the CKD kits, JVs were forced to push localization ahead. To develop the national supplier industry the Chinese government applied a quota system. Each JV was allocated a certain budget of foreign exchange. If this budget was used up through importation of CKD-kits or machinery and the JV had still not succeeded in covering its need of foreign exchange through exports, it was theoretically out of business.402 For this reason, it was vitally important to produce local parts as soon as possible to reduce the import of CKD-kits and thereby save the foreign exchange budget. Apart from the foreign exchange that was guaranteed by the Chinese government, carmakers took additional measures to save their foreign exchange reserves. One measure was the contemplation of an effective barter-trade business. In this way, foreign companies were to provide necessary machinery, equipment or loans in exchange for spare parts produced by the local suppliers (e.g., batteries, horns). Another means of saving foreign exchange consisted of acquiring used equipment and tools from the HQ at a low or even scrap price. For example, VW-Germany made a considerable contribution to SVW in this respect and assisted in reducing SVW’s requirements of German currency.403 The localization of the pioneer’s products was painfully slow. The problem with finding local parts to substitute the imported CKD kits lay with the quality levels of Chinese supplier factories. After decades of isolation, these plants were unfamiliar with high foreign standards and were furthermore financially unable to raise quality until they were given economy-of-scale orders for their product; they balked at the large investments needed to reach foreign levels when BJC, SVW or GZP required only a few hundred, or in the best case, a few thousand items due to the low initial market demand.404 These circumstances urged the OEM JVs to set up highly integrated manufacturing operations to meet the LC rules by the government. As in
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Thompson (11.01.00). Only BJC continued the production of the outdated BJ 212 jeep, which it had inherited from the Chinese parent and thus already fully localized. 402 See ‘The crisis of BJC’ in ‘Proposition 6: Special Government-conferred Status’. 403 VW donated used equipment for DEM 25 mn to local suppliers. The local suppliers only paid transportation costs and a small amount in administration fees. The reason for VW’s generosity was that the Santana was not a big success in Europe and therefore its production in Germany would be terminated. By concentrating the production of the Santana in China and Brazil, VW could prolong the life cycle of the Santana and still deliver spare parts to its customers in Europe. Hoon-Halbauer (1994), pp. 196-204. 404 Harwit (1995), p. 71. 401
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the case of Brazilian automotive pioneers, Chinese pioneers produced more parts inhouse than the foreign parents were used to in their home markets. Among the pioneering car manufacturers, SVW has probably made the biggest effort to develop the supplier industry in China. After a long delay of the localization programme that was largely caused by the inexperience of the SAIC executives, the VW management was assigned to push ahead with the localization of the Santana in 1987/88.405 Responsibilities and activities were reorganized and German engineers became involved in VW’s new localization strategy. Although the suppliers in Shanghai were given top priority, SVW sought to co-operate only with the most promising ones that did not require much investment. These suppliers, however, were scattered all over the country.406 The regional suppliers were generally assigned by SAIC to collaborate with SVW, but SVW was not certain that these suppliers were in fact the optimal ones. Moreover, SVW received virtually no support from CNAIC (or the central government respectively) to select the most capable suppliers. Nonetheless, SVW concentrated on a nucleus of about 250 suppliers instead of the entire 4,000 with which SAIC had concluded deals. Each of the 250 chosen companies was responsible for one ‘part family’. SVW could only concentrate on helping one supplier of each part family at a time because of the fact that suppliers needed investments, documents, and time for testing to facilitate the technology transfer. To group the parts into families, and at the same time to appoint a key supplier for each family of parts, also meant making the key suppliers responsible for the functioning and the performance of the family of parts concerned. The justification for this was that once a supplier had produced a main part, it usually also possessed the knowledge of how this part performed together with other connected parts. However, it was impossible for the supplier to produce all the parts that belonged to the family alone. Therefore, the supplier, in turn, had to contract some other sub-suppliers. The idea of one supplier being responsible for one part family was a new concept in China. Thus, it was important for SVW to bind suppliers on a long-term co-operation basis resulting in contracts covering a long period of 1015 years. With the introduction of this concept, SVW as a pioneer paved the way for the supply industry for other automobile companies. The high concentration of suppliers attracted more foreign part manufacturers whereas other locations were losing out against SH. Mainly because of VW’s efforts, Shanghai has the most sophisticated technology for component manufacturing available in China today.407
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City planners were reportedly lax in encouraging the localization of parts projects, and in raising funds to aid the development of the main factory. Harwit (1995), p. 98. 406 One of them was the aviation industry, which had excess capacity and was no longer needed for military production; it had therefore become involved in the production for civil purposes. Besides the aviation industry, SVW was negotiating with FAW and SAW. Hoon-Halbauer (1994), pp. 196200. 407 Interviews No. 15, 25, 29, 31, 36 and DRI (1998), p. 155.
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Despite the huge distances between the Chinese car plants, all OEM JVs source considerable volumes of parts from the SH region.408 One of the underlying problems of the parts industry is that there was little effort by the Chinese side to develop a national automotive and supplier base. There were few if any Chinese factories that could produce parts and components in volumes high enough to supply the nation and achieve economies of scale.409 Moreover, each state enterprise was pressured or ordered to purchase parts from within its own city or province, i.e. regionalism led to the development of many small, regional supplier networks.410 Although the pioneers addressed the Chinese government and pleaded for a more centralized approach to develop the parts industry in China, it continued to develop dispersedly and at a slow pace.411 The investments in the parts industry have historically lagged behind that of final car assembly plants. Nonetheless, the proportion of investment in auto parts even dropped in the first half of the 1990s to 34% of total automotive investments (see Table 5.2-3).412 Only in the ninth five-year plan (1996-2000), the Chinese government placed special emphasis on the development of the component industry. The MMI released a list of 300 companies making key components which would be eligible for policy loans and preferential policies. Table 5.2-3: Automotive and part investments in China (1981-1994)413 Period



1981-85 1986-90 1991-94 Total



Part to Vehicles Components vehice No. of Foreign Total No. of Foreign Total projects capital investment projects capital investment investment ratio (USD bn) (USD bn) (USD bn) (USD bn) 3 0.16 1.04 3 0.01 0.02 1.9% 7 0.16 1.09 32 0.13 0.67 61.5% 32 0.41 2.79 118 0.27 0.96 34.4% 42 0.73 4.92 153 0.41 1.65 33.5%



The consolidation goal was to reduce the more than 3,000 component manufacturers to 300, each making around 60 kinds of items. Moreover, foreign car companies were told that to qualify for entry to China as full-fledged participants in passenger car manufacturing they first had to invest in the components industry, and transfer technology to the Chinese partner in a JV project. This was the trigger for an
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In 1998 five locations accounted for 63% of the total turnover of the parts sector (USD 4.1 bn). Shanghai’s share amounted to 27%, followed by Hubei province with 13%, Tianjin city, Zhejiang province and Hebei province. Auto Asia (1999) – Special Report China. 409 Of around 1,600 suppliers in 1998, more than 300 suppliers were either unprofitable or in the red. Of these, 200 suppliers had a turnover of less than CHY 10 mn (USD 1.2 mn), demonstrating that lack of scale economies is the chief cause of financial weakness in the industry. Auto Asia (1999). 410 This system was rooted in China’s regional traditions, its Maoist ideology of local self-sufficiency and its antiquated transportation networks. Mann (1989), pp. 231-232. 411 Hoon-Halbauer (1994), p. 167. 412 A healthy ratio would be close to 50% of auto investment being directed to the parts sector of that market. Allisat (1998), p. 48. 413 Source: EIU-MBAP (1Q1998), p.103.
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unprecedented flow of foreign direct investments by major global carmakers such as GM, Ford, or Honda into the Chinese auto industry.414 The Chinese component industry is generally viewed as being some way behind the domestic assembly industry.415 Although investments grew enormously and the sector consolidated to around 1,500-1,600 parts firms in the late 1990s, the quality, and prices are still far below the global level. (Domestic prices are estimated at 30% above international ones.)416 5.2.4 Trends in Human Resources Since the market opening, China’s labour market has faced important changes. The major trends are outlined below. Changes in the recruiting practice In the early days of the Chinese automotive industry, JVs were not permitted to recruit staff directly. Thus, the Chinese partner typically took care of HR matters. The pioneer JVs were largely provided with workers from the production plants of the Chinese parent.417 Yet, this practice created many problems, as this staff was often poorly trained or lacking motivation to work for foreigners. Additionally, the Chinese partner often assigned more workers than actually needed by a JV (and thus created an overburden of social obligations). With the gradual transformation of CKDassembly to local production, quality deficiencies worsened and became a serious problem. As qualified staff is essential to product quality, the OEM JVs made efforts to train staff. In the late 1980s they started to recruit employees and workers directly. Staff coming from the Chinese partner was chosen more carefully and the JVs started to employ people via newspapers. New entrants like SGM or GZH have been more selective from the beginning. They just employed people from the Chinese partner in the initial phase to have sufficient labour. These employees had to meet the same requirements as applicants from outside the Chinese parent company. Later, “fresh blood” was largely recruited via newspapers or directly from the universities.418 Decreasing importance of the danwei system Employing people from other cities or regions was virtually impossible in the early automotive days, because every worker was assigned to a danwei.419 If a worker 414



In 1996, 66 of 74 foreign invested projects in the auto industry were in the component sector, with investments totalling USD 2.367 bn. The 1996 investment exceeded the total parts investments of the 1980s. EIU-MBAP (4Q1997), p. 42. 415 It is strongest in the areas such as relatively simple machining or plastic moulding, rather than in the more high technology fields such as electronics. Capital-intensive processes, such as die-castings have also remained underdeveloped. Interviews No. 2, 29, 38 and DRI (1998), p. 169. 416 CAC (2000), p. 21. 417 Interviews No. 42, 31. 418 Interviews No. 26, 31 and Schönleben (1995), pp. 150-155. 419 A danwei is a work unit that can be a company, social, educational or governmental institution. Although payment is low, the danwei provides social security for its group members (housing,
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wanted to move to another location, he needed the permission to leave his danwei and the residential approval and working permit at the new location.420 If the danwei refused to release the person, there was nothing to be done.421 Furthermore, at the new location (and the new danwei), problems usually emerged with relevant arrangements such as housing, registration, employment of employee’s spouse, school for children, etc. As the danwei system precluded an automotive JV from hiring staff from other regions, the carmaker was bound to a certain area and thus to a certain pool of people. This was not a problem in the major cities such as BJ, SH, or GZ that offered sufficient human resources, but it was a nuisance in inland cities. However, the bureaucracy of the danwei system has softened markedly since the mid-1990s. Changing between foreign-invested companies within a big city has become less difficult.422 Since the SOE restructuring programme in 1996, the local governments have even encouraged employees to look for new jobs, as they had to reduce staff to cut costs. Furthermore, municipal governments offered people to purchase their apartments, which had been provided by the danwei so far, at a low price. This development has facilitated the possibility to change the danwei within a city or to move to other cities. Besides, if the danwei is reluctant to release a person, the new employer can resolve the problem by paying a ‘releasing fee’.423 Increasing mobility of the Chinese labour force In the past, the Chinese have in general not been very keen on moving away from their home. First, the family was very important in Chinese culture. Second, people were not willing to give up their social security by leaving their danwei. However, the resistance is gradually fading away and China is slowly transforming to a flexible labour market into a western sense. Particularly the young generation of Chinese has become quite mobile. Nowadays, young Chinese appear to be more concerned about their careers than their parents were formerly. Their willingness to move every two to three years to another job in order to gain additional professional experience and get promoted has become markedly higher. Another important factor that drives



pensions, health care, child care, educational fees, etc.). Formerly, the members of a danwei remained there for their whole lifetime. The penalty to lose social security and return the social benefits to the danwei (foremost the housing) was too deterring. Interview No. 20. 420 Even nowadays, the so-called hukou, which is a census-registration practice that binds people to a certain city or region, is necessary. It is an instrument of local authorities to prevent rural migration. Parbäck et al. (2000), pp. 41-47. 421 The danwei expressed its refusal by simply keeping the person’s dang’an that is the personal file of a Chinese citizen. It contains all certificates, family information and previous job references and can only be kept and maintained through an unit authorized by the government (e.g. Fesco). HoonHalbauer (1994), p. 129. 422 Yet, moving from a rural area to an urban area has remained difficult. Overcrowded cities like SH only welcome new citizens with a bachelor degree or higher. Hoon-Halbauer (1994), pp. 129, 150. 423 There are no firm rules governing the amount of compensation, though the Chinese regulations stipulate that the compensation ranges between CHY 2,000-10,000 per worker. The amount depends very much on the standing of the Chinese partner of a JV and on how valuable the staff is. Interviews No. 3, 18, 20, 30, 34 and Tsang (1994), p. 6.
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labour mobility is the attractiveness of big cities. Nowadays, attracting employees to major cities like Beijing, Shanghai, and Guangzhou has become less difficult as particularly young, single Chinese are very open to these locations. In contrast, hiring people from cities to less attractive locations can be a difficult task and is sometimes not be realized even with attractive benefits (e.g. relatively small cities like Tianjin and Changchun or less-developed inland cities such as Wuhan or Chongqing).424 5.2.5 Development of Labour Unions Although the 1982 constitution provides for freedom of association, this right is subject to the interest of the State and the CCP leadership. The country’s sole officially recognized workers’ organization, the All-China Federation of Trade Unions is controlled by the CCP. The Trade LU law revised in 1993 requires the establishment of unions at any level to be submitted to a higher-level LU for approval. After 15 years, China passed its first national labour law in 1994. The law which became effective in January 1995 applies to all work-units, whether state-owned, collective, or foreign-invested and allows collective bargaining. The LUs’ purpose in JVs is to represent the workers’ interests formally. These LUs are under the control of the Chinese partner and participation by the foreign partner is not allowed. LUs oversee the implementation of labour contracts and can dispute “unreasonable” dismissals. They have been established in many JVs though their levels of activity vary greatly. Foreign investors need not be worried by the official power conferred on LUs. Some foreign investors have even managed to forbid the presence of union representatives when voting on labour issues.425 Although China does not allow independent trade unions and often metes out harsh punishment to labour activities that seek to operate outside the state control, there are emerging signs that the government is willing to tolerate some degree of labour activism, at least where the employer is a foreign-invested company. 5.2.6 Development of the Distribution System The automotive distribution system in China has long been a patchwork affair, dating back to government-run plants that simply sold or bartered their production to suppliers or to multi-brand distributors. They, in turn, sold to traders, who sold to other brokers. The latter sold again to individuals or to dealers running big open-air parking lots with different brands at wildly varying prices. Until the 1980s, vehicle sales were made directly from the factories to the government departments. The Chinese State planned and controlled the distribution of goods. Selling goods was only possible through Chinese agents or individuals who held a sales license. Additional licenses were needed for the sales of imported cars and parts sales. Foreign control of any distribution channel within the country was
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Interviews No. 27, 42 and Hoon-Halbauer (1994), p. 129. Trade Compass (1995); Tsang (1994), p. 15; EIU-CCB (02/2001), p. 76
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prohibited. Yet, even for Chinese entities, it was impossible to operate a service station and a sales agency.426 Two ministries were in charge of the automotive industry.427 The Ministry of Machine-building Industry (MMI) was in charge of car production and directly controlled FAW, SAW (later Dongfeng), and China National Heavy Truck Corp. (CNHTC) and indirectly BAIC, TAIC, and SAIC through the respective municipal governments. The Ministry of Material (MIT) was responsible for the allocation of goods.428 Its automotive distribution arm was the China National Auto Industry Trade Corp. (CNATC). In the late 1980s, it become obvious that the CNATC was logistically overburdened to allocate cars sufficiently all over the country. Furthermore, the MMI wanted to participate in the profitable sales business. Thus, the MMI directed CNAIC to develop its own distribution network to provide additional channels resulting in the foundation of the China National Auto Industry Sales Corp. (CNAISC), the sales subsidiary of CNAIC. In the early 1990s, both CNATC and CNAISC, which distributed vehicles according to institutional fleet orders made the previous year, were the most important national sales organizations. Other non-civilian distribution channels were the automotive arm of Norinco (defence industry) and China Aviation Industry Corp. (aircraft industry). They were a result of the government austerity programmes and served the purpose of securing the vehicle supply at any time. At the time dealers ran their business in a way of multi-product, multi-brand, and trans-regional sales, with multi-level sub-dealers and at high costs that made them gain virtually no profits. In December 1994 Vice-Premier Li Lanqing began openly criticizing the bureaucratic inefficiency of the distribution system. In 1995 the State Economic and Trade Commission (SETC) together with relevant ministries launched the so-called agent system campaign that aimed to reduce the state’s central control of vehicle distribution.429 Vehicle manufacturers were encouraged to co-operate closely with existing state-run trading companies to establish western-style sales and after-sales networks. Five Chinese manufacturers (FAW, Dongfeng, SAIC, TAIC, and the truck maker Yuejin) and 78 existing state-run trading companies were chosen to participate in the new system.430 At the same time, it was announced that ministries and institutions with no direct relationship to the car industry would no longer be allowed to run car sales in the future.431 Therefore, Chinese carmakers lured by high
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Interviews No. 33, 42 and NN (28.10.99). Both ministries were subordinated to the SPC that determined the automotive policy of China on a macro level. 428 The Ministry of Material was later renamed to the Ministry of Internal Trade. 429 The SDPC is in charge of the implementation of industry policies by the SPC. 430 The government’s list of recommended trading companies included some of the regional branches or outlets of CNAISC and CNATC. Gradually, the head offices of CNATC and CNAISC have been forced to loosen control of their local branches that became independent or were bought up by provincial or municipal governments. 431 Nevertheless, Changan Suzuki has continued to use the Chinese partner’s network Norinco for the distribution of the Alto. 427
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margins started to develop their own sales networks. Since the mid-1990s, the variety of channels has broadened as listed in Table 5.2-4. Table 5.2-4: Most common types of car distribution channels in China432 Wholesale level



Retail level



ƒ MEEC wholesalers433 ƒ MEEC retailers ƒ CNAISC or CNATC system ƒ CNAISC or CNATC branches ƒ Sales systems under other ministries ƒ Nominated private retailers ƒ Car markets (e.g. Asian Games Village (e.g. Norinco) ƒ JV between the OEM JV and MEEC or and Beifang Motor Vehicle Market in ƒ ƒ ƒ ƒ



CNAISC/CNATC434 ƒ Chinese manufacturers’ networks OEM JVs’ wholesale networks Auto wholesale trade centres and their regional networks Imported auto trading centres and their networks



Beijing) Others



With the rise in carmakers’ own sales divisions as well as the growth of the private vehicle market, CNATC and CNAISC began to decline in importance and profitability. Their lack of marketing & sales skills resulted in increasing customer dissatisfaction at the wholesale and retail level and pushed them gradually out of business. Table 5.2-5: Comparison between the traditional and modern distribution system435 Old distribution system



Modern distribution networks



ƒ Multi-franchising ƒ Exclusive dealerships ƒ Stand-alone activities (separate sales ƒ 4-in-1 dealers (sales, ASS, part sales, ƒ ƒ ƒ



and service) Multi-channel system on the wholesale ƒ and retail level436 Equity requirements for sales JVs on ƒ wholesale and retail level ƒ 2 to 3 wholesale tiers437



and customer feed-back) Transparent and structured distribution network Dealer contracts (non-equity, only training and support expenses) Leaner and more efficient wholesale (1 to 2 tiers)



With increasing competition, marketing & sales have emerged as an essential success factor. During the second half of the 1990s car JVs gained more control at the wholesale level and therefore also a higher influence at the retail level. (Retail channels have traditionally been selected by the wholesalers.) This enabled the JVs



432



Source: Interviews No. 11, 17 and EIU-ASC (1997), p. 105. The provincial and municipal mechanical and electric equipment companies (MEEC) were traditionally secondary wholesalers or retailers under the MIT and only loosely subordinated to the CNATC. The coverage of this channel was 60-70% of national sales until the mid-1990s. 434 CNAISC and CNATC have distributed cars for other brands as well. 435 Baldinger (1998), p. 9; Allisat (1998), pp. 55-58. 436 The use of a multitude of channels caused disorder in pricing, delivery, payments, and ASS. 437 Distribution networks often had state, provincial, and local wholesalers. Vehicles have often passed through five or six wholsale points before reaching the end user. The first point of sales was often internal, to one of the JV partners who then sold into a variety of networks including fleets, regional wholesales, and government departments. Houdard (1998), p. 114. 433
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to gain higher profits, increase efficiency, and improve the service quality of their distribution networks (see Table 5.2-5). For the first time, JVs could receive customer feedback and actively influence their product and brand image.438 In the late 1990s new entrants were even allowed to nominate their own dealers. At the time when this study was conducted, there was still no legal base for the retail rights of a JV. Yet, the SDPC is working on the regulations for distribution because it is one of the major topics in the tenth five-year plan.439 By 2006 at the latest, global carmakers will be allowed to own businesses in which they have unmatchable advantages. According to the WTO agreements, carmakers will be permitted to own both wholesale and retail organizations that distribute locally-made and imported cars. Then, they can pursue the most profitable parts of the ASS market, i.e. retail financing, leasing, servicing, repairs, spare parts, and rentals.440
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Interviews No. 18, 27. In June 2000, the government authorized 111 dealers that were chosen by SDPC and China’s State Administration of Industry and Commerce to sell sedans of Audi, SGM, and GZH. This demonstrates the trend that carmakers will set up western-style sales networks without governmental interference. NN (13.06.00). 440 In developed markets, these activities generate almost 60% of the industry’s profits (in 2000), whereas in China, they amount only to 14% of industry’s profits (in 1999). Gao (2001). 439
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6 Discussion This chapter presents a comprehensive discussion of first-mover and follower advantages in the context of the Brazilian and Chinese automotive industry. In total, twenty-nine propositions are proved or disproved by examples or counterexamples respectively. Each OEA is evaluated according to three dimensions: nature, magnitude, and duration (see section 3.4.2). Additionally, the results of the questionnaire survey are presented in an aggregated form. Finally, the major variables that influence each OEA are addressed. (The three types: triggers, enhancers, and mitigators are explained in section 3.4.3.) Table 3.5-1 of this chapter gives an overview of all OEAs investigated in this study. The evaluation of each proposition is visualized in an evaluation sheet by three signs: (1) 5, (2) 3, and (3) 1 as illustrated in Table 5.2-1. Table 5.2-1: Example of an evaluation sheet Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



551



553



551



555



Diff. adv.



3



Not imp.



Ö



≤2 15.4% 0.0%



3 15.4% 30.8%



Very Imp.



≥4 69.2% 69.2%



(1) In this example the respective OEA might endow the carmaker with a cost advantage and a differentiation advantage. Yet the differentiation advantage is probably smaller than the cost advantage. (This is indicated by 3.) (2) The magnitude of this OEA is estimated in both countries at a medium magnitude. (3) In China, this OEA has probably a longer duration than in Brazil (long-term). The 3 in this context means that the duration of this OEA ranges from medium-term to long-term. The results of the questionnaire survey are presented as percentage of the total of given marks. In total, 29 candidates evaluated each proposition according to its importance by means of the Likert scale. (The individual evaluations of the interviewees can be found in Table 9.2-1 and Table 9.2-2 in the appendix.) As the Likert scale is an ordinal scale it would be unwise to work with the average and with deviation. Therefore, the individual results were divided into three groups: (a) the marks “≤ 2”, i.e. the marks not important and little important were added together, (b) the mark “3” (important), and (c) the marks “≥ 4”, i.e. the marks rather important and very important were added together.



6.1 First-mover Advantages 6.1.1 Economic Factors Proposition 1: Economies of Scale A PIONEER enjoys advantages through economies of scale and greater accumulated experience in production.
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Price and product quality are still, among few other factors, the most important decision criteria of a car purchase. Therefore volume is necessary to produce cost efficiently and to improve quality continuously.441 But how many units need to be produced to be cost-efficient? Estimates for the optimum scale of an integrated auto plant ranged from 300-500 k units a year in the 1960s. A plant’s “optimum” varied among processes, with the largest scale economies in stamping metal exteriors (which therefore set the “optimum” for an integrated plant), followed by forging and machine engines.442 As a result of technological and organizational innovations, particularly in the 1980s, economies of scale can be reached at lower levels today.443 Additionally, the carmaker’s learning curves have become steeper in the last two decades.444 As the range of figures presented above indicate, there is no universal “ideal size” of a plant to realize economies of scale.445 The interviews in Brazil and China revealed that the critical size, of which additional cost savings from increased production taper off, is estimated at 100-150 k cars per year.446 Most interviewees estimated that the most substantial gains were made at a range of 200-300 k units for assembly. However, these figures should only be seen as “rules of thumb”. Brazilian data According to Shapiro (1994) the small market size of the late 1950s could technically not support even one plant operating at full capacity resulting in diseconomies of scale.447 During the period 1963 to 1967, VW was the only manufacturer that operated with no idle capacity. All other vehicle manufacturers had to cope with over441



Interview No. 44. Relevant estimates for optimum plant capacity (units per year) vary in the literature. Bain estimates economies of scale at about 300 k units. Baranson showed production costs per unit levelling off at 120 k for assembly, 240 k for engines, and 600 k for body stampings. White calculates economies of scale in stamping at about 400 k units and assembly at about 180-220 k units. Maxcy and Silberston estimated optimal capacity at 100 k for body pressings, 100 k for casting, 400 k for engines, and up to 1 mn for body pressings. More recent estimates of scale economies run at 250 k for car assembly, 1 mn for the casting of engine blocks, 100-750 k for other castings, 500 k for axle machining and assembly, 1-2 mn for body panel pressing, and 250 k for painting. Bain (1968), pp. 284-287; Baranson (1969), p. 29; White (1971), pp. 21-28; Maxcy & Silberston (1959), pp. 75-98; see also Addis (1999), p. 74; Shapiro (1994), pp. 84-85; UNCTC (1983), p. 73. 443 One VW executive stated that high scale economies are usually realized around an annual production of 300,000 cars (1,000 cars/ day) and 600,000 engines per year (2,000 engines/ day). The president of Dongfeng estimated scale economies to be highest at 150-300 K units. Interview No. 34 and CBU (2000). 444 EIU-MBI (3Q1999), pp. 164-169. 445 The point when a carmaker enjoys high economies of scale is mainly dependent on its plant design and products. Plant-specific factors are, e.g., the installed and used capacity, the technology applied, the degree of automation, the degree of integrated manufacturing, and the supplier integration. Product-specific factors comprise, e.g., product width, product breadth, and complexity of the vehicles. Interviews No. 14, 48, 85, 87 and Husan (1997), pp. 38-39. 446 According to research conducted by Fiat Brasil, the carmaker starts to realize scale economies at a volume of 100-120 k units; other interviewees estimate that a plant should produce at least 20-25 cars per hour to realize scale economies. Interviews No. 12, 13, 29, 43, 77, 86. 447 Shapiro (1994), p. 71. 442
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capacity ranging from 20% up to 70%.448 In the late 1960s VW do Brasil was the only carmaker whose output exceeded the 100,000-mark considered to be the threshold to enjoy scale economies for assembly operations. Table 6.1-1: Production milestones of the Brazilian Big Four Carmaker VW Ford GM Fiat



Start 1959 1967 1968 1976



100 K cars/year 1968 1973449 1974 1979



200 K cars/year 1970 – 1993450 1992



300 K cars/year 1972 – 1996 1993



Nowadays later entrants such as GM and Fiat enjoy scale economies as well, however, just during the last decade or so.451 Incumbents that make use of their high production capacities enjoy a clear cost advantage over newcomers in times of a booming market. However, in times of a recession, over-capacity can also be “a real curse” as the case of Autolatina illustrates. Then, the incumbents are often burdened with high fixed costs per unit as a result of large, installed capacities, which are only used to a low degree. On the other hand, newcomers tend to be less affected by over-capacity due to their small production capacities (provided that they still produce above their break-even volumes).452 Table 6.1-2: Brazilian PC production by carmaker in 2001453 Carmaker VW GM Fiat Ford Renault Other newcomers



Production 466,462 437,467 384,478 77,375 71,108 < 25,000



Models 6 5 7 2 2 –



PC Plants 3 2 1 1 1 –



Platforms454 3 3 3 2 2 –



Chinese data Even after almost two decades, a total PC market of 600,000 units does not justify local manufacturing of a dozen carmakers from an economic perspective. As can be viewed in Table 6.1-3, SVW is probably the only carmaker in China that realizes



448



E.g., Vemag had approx. 40% and WOB about 45% idle capacity. Shapiro (1994), p. 172. Until today, Ford’s PC production ranges, with few exceptions, between 100-150 k units per year. 450 GM produced 212 k units in 1986. The output of the following years, however, was much lower. 451 Interview No. 86. 452 Interviews No. 76, 91. 453 See Table 9.15-1 in the appendix for the models sharing the same platform. 454 A platform is a chassis shared by several vehicles. Two vehicles based on the same platform use the same underbody, engine, and transmission, front and rear axles and component assemblies. Platform engineering aims to achieve more homogeneity in assembly processes and to reduce the number of differentiated parts underneath the exterior body. The platform accounts for at least 60% of production cost of a vehicle. Audet & Van Grasstek (1997), p. 26; PSA (2000). See also Ealey et al. (1Q1996). 449



116



Discussion



distinct economies of scale.455 (VW produced alone 165,685 Santanas in 2001). The market leader already crossed the 100,000-threshold in 1994 and the 200,000-mark in 1996.456 Perhaps FAW-VW and Tianjin Daihatsu also enjoy some scale economies, however, certainly to a lower degree. Table 6.1-3: Chinese PC production by carmaker in 2000457 Carmaker SVW FAW-VW Tianjin Daihatsu Dongfeng Citroen Changan Suzuki Shanghai GM Guangzhou Honda Other carmakers



Production 230,278 132,642 41,703458 50,482 50,573 58,548 51,146 < 25,000



Models 3 3 3 2 2 2 1 –



PC Plants 1 1 1 1 1 1 1 –



Platforms 2 3 2 1 1 1 1 –



Evaluation In both countries, this proposition can be applied to most of the surviving pioneers. In China, SVW is probably still the only carmaker that enjoys high scale advantages, but it took the carmaker at least a decade until it reached the critical threshold in the mid-1990s. Its cost leadership is likely to be challenged in the coming years if its competitors continue to grow at the current pace. In Brazil, it took VW also a decade until it could start to realize scale advantages, however, it kept this cost advantage for 15-20 years until followers of the second and third generation could catch up with VW’s advantage. With regard to the magnitude of this first-mover advantage it would be interesting to compare the manufacturing cost at the initial phase of production with the cost after production exceeded 200-300,000 units. Unfortunately, these data were not available. However, many interviewees pointed out that this pioneer advantage is probably the most important on in the list of the questionnaire. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



555 555



555 555



Diff. adv.



1



Not imp.



Ö



≤2 0.0% 7.7%



3 23.1% 23.1%



Very imp.



≥4 76.9% 69.2%



Major influence factors



 Sufficient market demand: the market has to be large enough so that the pioneer is able to realize scale economies.



 Sufficient investment: the pioneer’s installed capacity should exceed the critical size to realize scale economies.



455



Interview No. 29. In May 1996 the Official China Daily Business Weekly published details of a survey which reported that of the country’s top eight carmakers only Shanghai Volkswagen Automobile had reached economy-of-scale production. 457 See Table 9.15-2 in the appendix for models sharing the same platform. 458 Tianjin Daihatsu’s output had already exceeded the 100,000-mark in the late-1990s. 456
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 Long lead-time of pioneers: the longer the pioneer’s lead-time, the more likely a higher market penetration resulting in higher cost savings based on scale economies.



 High number of later entries: the higher the number of followers, the more difficult for each follower to gain a high market share and realize scale economies.



 Low market demand: low sales volumes preclude the pioneer from realizing maximum scale economies.



 Modular assembly: the modular system mitigates pioneer advantages based on scale economies as newcomers can outsource systems and decrease fixed costs per unit, which would otherwise be caused by low-volume in-house manufacturing.



 Scarcity of qualified staff: a lack of skilled workers negatively affects the progress on the learning curve. Proposition 2: Product Localization A PIONEER enjoys cost advantages through a higher localization rate of its products. Import-substitution policies are typically the major motive of pioneers to localize their products. (In Brazil, the ‘voluntary’ LC rate amounted to around 30% before the introduction of Kubitschek’s ambitious target plan.) However, if the products are virtually localized, the initial constraint turns out to be an entry barrier to followers. The pioneer is favoured against a follower that has to import the big bulk of parts during the early stage of its operation and is therefore burdened with additional cost through import tariffs. If the pioneer can transfer this cost advantage to the customer, it can secure its market share by offering its car at a more competitive price. However, there is a clear trade-off between quality and cost.459 The pioneer advantage is eroded when the follower’s product is localized at a similar LC rate. Brazilian data As can be viewed in Table 6.1-4, LC requirements remained high until the end of the1980s. When the market was opened in 1990, LC requirements were reduced to 60%. With the expiry of the 1995-automotive regime in 1999, there are no LC requirements for local sales any more. Nonetheless, Brazilian carmakers have voluntarily sought to achieve a high LC for several reasons. First, import tariffs on cars and parts cause higher cost and result in a higher price compared to locallymanufactured cars. Second, a high LC is an effective weapon against exchange and currency risks. Third, a certain regional-content is typically required for tariff-free exports (or exports at a reduced rate) as designated in intra-Mercosul trade agreements and in bilateral agreements with other countries or trade blocs. (For example, Argentina requires 60% of Mercosul-made parts to import a car tariff-free from Brazil.) As exports are an important measure to balance domestic recessions, carmakers seek to meet these LC requirements.



459



Interview No. 82.
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Table 6.1-4: LC and import policies in Brazil460 Period Before 1956 1956 – 1964 (era of GEIA) 1964 – 1973 (military regime) 1973 – 1990 (BEFIEX programme) 1991 – 1992 1993 – 1995 (Sectoral accords) 1995 – 1999 (Automotive Regime) 2000 – today (export-driven market)



LC targets Weight-based LC of 30% Weight-based LC of 99% within 5 years461 Value-based LC of 85% that could be reduced by increasing imports462 60% for PC, 95% for jeeps, and 78-82% for CVs.463 70-75% 70-90%



PC import tariffs Prohibited since 1953 Prohibited



USD 3 of exports were worth of USD 1 of imports 60% in 1991 to 40% in 1992 35% in 1993 to 70% in 1995



60%



70% in 1995 to 35% 1999



Prohibited



Domestic LC rules abandoned; 35% but LC of 60% for tariff-free exports within Mercosul left



Table 6.1-5: Value-based LC by selected model464 Model VW Gol/Parati VW Santana/Quantum Audi A3 VW Golf GM Corca/Celta GM Astra GM Vectra Ford Ka/Fiesta Fiat MB A class Citroen Xsara Peugeot 206 Toyota Corolla Honda Civic Renault Scenic Renault Clio



LC at start of production 35% 40%



~ 40% 47% ~ 40% ~ 40%



LC in 2000* 96% 95% 61% 61% 96% (85%) (70%) (80%) 85% 80-95% 61% 60% 50% 62% 65% (58%) 70%465 80%



LC goal



75% 80% ~95% 90%-95% 75% 75% (2003) 70-80% 85% 90%



*) Figures from 1998 are indicated in brackets 460



Source: DRI (1996), p. 88; Posthuma (1991), p. 53; DRI (1996), p. 88; ANFAVEA. For details on import tariffs see Table 9.13-1 in the appendix. 461 GEIA thought that it would be easier to measure the LC by weight rather than by value. A value estimate for each part would have required complicated accounting and conversion procedures and would have been more likely subject of manipulation by foreign firms. Since the mid-1960s, LC requirements were stipulated by value to give carmakers more flexibility in their decision of what parts to localize. Moreover, a value-based LC rate considers also those parts that have an insignificant weight, but are of high value, e.g., plastic parts, and electronic components). Interview No. 44 and Shapiro (1994), p. 50. 462 A value-based LC of 85% is equal to a weight-based LC of 99%. 463 The LC targets had to be reached within three years for a model of a newcomer and within a few months for a vehicle of an incumbent. Stevens (1987), p. 31. 464 Source: Interviews No. 63, 67, 75, 81, 82, 83, 84, 89, 91, 93 and Laplane & Sarti (2000), p. 19.
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Major products of the incumbents such as the VW Gol, GM Corsa/Celta, Ford Fiesta, or Fiat Uno/Palio, have reached their maximum possible localization rate. For example, when the local production of the Renault Clio was launched in 1999, the car’s cost position was clearly higher due to the low initial localization. However, Renault managed to localize the Clio up to 80% within two years and could make up for the incumbents’ advantage to a large part. There is a trend that new models, particularly in the higher price segments, can only be localized up to an LC of around 60-70% instead of the former 80-95% (e.g. MB’s A class, Audi A3, Renault Scenic, Toyota Corolla). Because of the complexity of newer models, some parts and materials cannot be sourced locally, because the relatively small market demand does not justify their production or because of the limited capabilities of the local supplier pool.466 The same phenomenon can be observed in China where former basic models had an LC of 90-95%, whereas the new models remain at an LC rate of around 70% (e.g. Audi A6, Buick, and Honda Accord). Chinese data Table 6.1-6 : LC and import policies in China Period 1985-1994



1994-2001 1996 2001-2006



LC rules Import tariffs LC of 80% (including major 180-220% on CBUs aggregates like engine, transmission, body, etc.), however only weak enforcement LC of 80% and strong 110% on CBUs enforcement467 See above 80-100% on CBUs 35-50% on parts Deregulation of LC rules, e.g. Lower tariffs gradually to less aggregates need to be 25% on CBUs and around localized than formerly 10% on parts



The Chinese LC requirements have remained virtually the same since the mid1980s. However, the execution of customs policies was very much influenced by the local or municipal governments respectively. Although the local customs were the extended arms of the central customs authority, they often protected local interests 465



Renault’s engines are localized to around 60%. Demanding parts that need to be imported are mostly state-of-the art engines, systems like ESP and ABS, electronic parts, plastics, etc. Interviews No. 15, 82; Timm & Grabenschröer (2001), p. 92. 467 A new model needs to have 40%, 60%, and 80% after the first, second, and third year respectively. Only then, the carmaker can enjoy an import tariff rate on the imported parts of 26%, 21%, and 14% respectively. (The real tax reduction is even greater due to the tax cascade effect as the consumption tax is still added on the vehicle costs that consist of CIF value plus import fees.) Additionally, if a carmaker does not meet the LC rules, it has to reckon with the revocation of tax reductions, a penalty on the paid LC deposit, or even with the loss of the manufacturing permit. Interviews No. 15, 22. 466
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by charging less import duties on CKD kits. The central government tolerated this imbalance of duty execution for the sake of the development of the national automotive industry. However, in 1994 the central government introduced the automotive industry policy to halt the floods of imported vehicles. The arbitrariness in the import policies was markedly reduced as local customs offices had to pursue a nation-wide LC policy with unified import tariffs. Thus, pioneers appeared to be favoured by a weaker enforcement of LC rules at first sight.468 However, this rather reduces the maximally achievable cost advantage as later entrants had less time to localize their products and therefore caught up with the incumbents faster. With regard to the WTO, LC rules are expected to be softened to give local carmakers more flexibility to compete with imported cars. As can be viewed in Table 6.1-7, followers tend to start at a higher LC level and localize their products at a higher pace the later they enter the market. This might be explained by the stricter enforcement of the localization rules, a better follow-source supply management, and a better-developed supplier base. Moreover, most of the recent entrants had to set up various part JVs to show their commitment and get the entry ticket to the Chinese market. Thus, followers could source engine parts and major components from their part JVs.469 Table 6.1-7: LC development by selected models (1984-2000)470 100



Cherokee Peugeot 505 Santana Charade Jetta Audi 100/200 Fukang ZX Suzuki Alto Skylark/ Rex Buick Accord Audi A6 Santana 2000
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For example, in the secret May agreement in 1986, Zhu Rongji agreed with BJC that the Cherokee is to be localized up to 80% until 1990, but BJC achieved this level just four years later in 1994. 469 Interviews No. 4, 5. 470 Source: see Table 9.17-1 in the appendix.
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According to the experience in the Brazilian and Chinese market, this cost advantage is initially considerable. However, it dissipates rapidly with increasing localization of the followers’ products. The interviews and the questionnaire results suggest that the duration of this OEA is slightly shorter in Brazil due to the steeper localization rates of Brazilian newcomers. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



551 551



511 551



Diff. adv.



1



Not imp.



Ö



≤2 15.4% 7.7%



3 61.5% 61.5%



Very imp.



≥4 23.1% 30.8%



Major influence factors



 Pioneer’s head start in localization.  LC regulations: pioneers would not localize their products to such a degree if they were nor required doing so by law.



 Long lead-time: the longer the lead-time, the higher the magnitude and duration of the pioneer advantage. However, under ceteris paribus conditions, a pioneer can materialize the maximum cost advantage when its lead-time equals the LC schedule required by the government. If the pioneer has a lead-time that is longer, the cost advantage in terms of magnitude and duration cannot be increased (see Figure 9.18-1 in the appendix).



 High LC requirements: the higher the LC rules, the higher the magnitude and the duration of the pioneer advantage.



 Part import tariff linked to achieved LC: if the taxes on imported parts are linked to the achieved LC (as in the case of China), the pioneer advantage is even higher as it has to import fewer parts than the follower and can additionally import these parts at a lower tariff rate.



 Faster localization curve by the follower: followers tend to start at a higher LC level and localize their products faster than the pioneers.



 Increasing demand for state-of-the-art cars: if the market demands more sophisticated cars with new technologies that cannot be sourced domestically, carmakers, i.e. both incumbents and followers, need to import these parts. Although, carmakers strive for high LC rates, this trend limits the maximally achievable LC rate to around 60-70% and therefore reduces the magnitude of the pioneer’s advantage.



 Weak enforcement of LC rules: because of the insufficient supplier pool, pioneers only seek to reach high LC rates if they are obliged to do so.



 Price controls: as prices need to be agreed on with the government (either on a cost-plus basis like in Brazil or based on the respective segment and engine size like in China), the pioneer cannot simply transfer its cost advantage to the customer in order to maintain or increase its market share. Nonetheless, the incumbent is in the position to gain a higher profit margin per car than the newcomer is.
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 Deregulation of the market might reduce the willingness of carmakers to reach LC rates that are as high as the ones required by the government at the birth of the automotive industry.



 Increasing import barriers: the easier and the less expensive cars can be imported, the more often carmaker will opt for imports (particularly of niche models) and the less important becomes the localization issue. Proposition 3: Marketing Cost Asymmetries A PIONEER enjoys a higher marketing response than followers and has therefore lower marketing costs per vehicle. The first product in a new product category receives more attention than a subsequent product. Thus, later entrants have to spend more on marketing to attract customers. Brazilian data Although newcomers have lower cost on advertising in absolute terms, pioneers have an advantage if advertising costs per vehicle are considered, because they sell more cars.471 The data presented in Table 6.1-8 suggest that a long market presence of a brand has a positive effect on the marketing cost per vehicle. Nonetheless, it needs to be taken into account that the average advertising cost of a medium or high-end car is higher than that of a low-end car. (Popular cars accounted for 77% of total PC sales in 2001). VW reportedly had the lowest cost per vehicle until the early 1990s. In the meantime, however, Fiat has eroded the pioneer advantage of its major competitor VW. Fiat leads in this cost comparison followed by the early follower GM. An exception is Ford that has increased its efforts to revamp its shaken brand image and to secure market share that has slumped into the one-digit area since 1998. Table 6.1-8: Advertising cost per vehicle by brand in 2000472 Carmaker Entry of brand VW Ford GM Fiat MB Toyota Honda Renault Audi Total



471 472



1959 1967 1968 1976 1990 1992 1992 1993 1999



Sales



339,265 84,956 281,565 322,773 13,407 13,367 20,568 54,142 8,598 1,138,641



Adv. cost Adv. (BRL k) cost/ car (BRL) 179,735 530 148,707 1,750 144,714 514 130,462 404 23,129 1,725 23,808 1,781 19,129 930 73,851 1,364 20,675 2,405 764,209 671



Price segment



Rank



small/medium small/medium all small/medium medium/high medium medium/high small/medium medium -



3 7 2 1 6 8 4 5 9 -



Advertising cost include expenses for TV, journals, newspaper, radio, and outdoor advertising, etc. The small price segment refers to cars below 20,000 BRL. The high price segment starts at a price of 35,000 BRL (1 BRL~0.556 USD). Source: Interviewee wants to remain anonymous; ANFAVEA.
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It appears that recently launched brands have at least double the cost on advertising than the established brands. A good example is Audi that has recently been launched. Although Audi belongs to VW, the brand still needs to be established as a luxury brand through intensive advertising activities. Chinese data In contrast to Brazil where the pioneer advantage based on marketing cost asymmetries has already been dissipated, it is still in effect in China as can be viewed in Table 6.1-9 and Table 6.1-10. This can be explained by the earlier development stage of the Chinese automotive industry. Moreover, marketing activities in the western sense only emerged in China in the second half of the 1990s, while in Brazil they already intensified in the 1980s.473 Table 6.1-9: Advertising cost per vehicle by model (1999)474 Brand



Entry of Sales in Total Cost for Cost for brand 1999 adv. cost print ads TV ads (CHY mn) (%) (%) SVW (Santana) 1985 230,836 39.1 34% 66% FAW-VW (Audi) 1987 6,411 30.4 90% 10% DF Citroen 1992 43,850 21.9 46% 54% FAW-VW (Jetta) 1993 76,861 30.6 80% 20% GZ Honda 1999 10,003 21.0 45% 55% GM (1999) 11.9 41% 59% 19,826 SGM 1999 52.8 50% 50% VW* (1999) – 21.2 41% 59% – – – – Other 22.6 Total – – 251.6 74% 26%



Adv. Rank cost/ car 169 1 4,747 6 499 3 399 2 2,097 4 3,267



5



– – –



– – –



*) Largely Passat; excluding Santana and Jetta



Table 6.1-10: Advertising cost per vehicle by model (Jan-Jun 2000)475 Carmaker



Entry Sales Total adv. Cost for Cost for Adv. Price Rank of (Jan-Jun costs print ads TV ads cost/ range brand 2000) (CHY mn) (%) (%) car (CHY '000) SVW (Santana) 1985 96,197 12.3 100% 0% (128) 112-188 1 FAW-VW (Audi) 1987 8,098 44.0 75% 25% 5433 333-595 6 FAW-VW (Jetta) 1993 47,537 27.3 52% 48% 574 119-185 2 GZH (Accord) 1999 16,116 21.6 25% 75% 1340 250-295 3 SGM (Buick) 1999 15,272 43.2 53% 47% 2829 288-360 5 SVW (Passat) 1999 15,020 21.4 41% 59% 1425 270-290 4 Other – – 34.2 – – – – – Total – – 204.0 66% 34% – – –



Both tables indicate that the pioneer SVW leads the cost comparison with distinction. (Unfortunately, data of the advertising cost of BJC were not available). In contrast, the recent newcomers, SGM and GZH, have the highest cost per vehicle. 473



Interviews No. 18, 24. Source: ACNielsen Adquest; data kindly provided by GM China. 475 Source: NN (28.11.00). 474
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Yet new models of long-established brands have relatively high advertising cost per car as well (e.g. SVW Passat). An exception is the Audi brand. Although the brand was introduced by FAW in 1987 (under licence) and later integrated into the FAWVW JV, FAW-VW spends most money on advertising per vehicle for an Audi.476 The newly launched A6, which is the most luxurious PC produced in China, has to compete with imported luxury brands like BMW or Mercedes. This is probably the reason why FAW-VW heavily promotes the brand and the car.477 Evaluation Unfortunately, there were no data available to clarify when GM or Fiat gained a lead in the marketing cost position in Brazil to estimate the duration of VW’s cost advantage. In Fiat’s case, however, it is unlikely that it happened before the carmaker’s breakthrough in the early 1990s. In this case, VW would have had an advantage of around 15 years or so over Fiat. In the case of GM, it probably also took at least a decade considering VW’s market dominance until the early 1980s. Although this pioneer advantage has faded away against the first and second generation of followers, a cost advantage of the incumbents over the third generation of followers can now be observed. In China, the pioneer advantage over the first generation of followers still seems to be evident as the interviews and the results of the questionnaire suggest. With regard to the magnitude, this OEA ranges low as the advantage can be estimated at around one or two per cent of the retail price. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



511 531



555 555



Diff. adv.



1



Not imp.



Ö



≤2 30.8% 7.7%



3 7.7% 23.1%



Very imp.



≥4 61.5% 69.2%



Major influence factors



 Local production: this OEA is only effective if the follower opts for local production instead of car imports or licence agreements.



 Brand awareness: the pioneer has a higher brand recognition due to its lead. Yet this requires advertising activity from the beginning, i.e. the pioneer has to communicate its market presence and educate customers about its products. If it neglects this, brand awareness cannot be created and is therefore not effective when followers enter the marketplace. (This happened partly to SVW as many people think that SAISC – the sales arm of SAIC – is the producer of the Santana.)



 Long head start: the longer the lead-time, the higher the information advantage of the pioneer provided that it had invested sufficiently in advertising.



 New products: a pioneer has higher advertising expenses per car for new models than for old ones. (Yet it spends still less on advertising than a newcomer does.)



476



Though FAW-VW introduced the face-lifted Audi 100 that was introduced in Jan 2000, most of the costs are related to the new Audi A6 that was launched in 1999. 477 Interview No. 24.
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 Market protection: marketing can be seen as a weapon to distinguish one’s product from the competitors’ products, but in protected markets with a relatively low degree of competition, pioneers have few incentives to develop brand awareness.



 Low customer loyalty: this OEA is negatively affected if brand awareness has not been developed among the customers yet or if customers like to change the product at the next car purchase. Proposition 4: Prolongation of Product Life Cycle A PIONEER is in the position to skim off product concepts that are already outdated in its home market, whereas later entrants are rather forced to enter with more sophisticated products to differentiate from the pioneers. By introducing products that are ageing or even not produced in the home market any more, a pioneer can continue to milk its R&D investments, while minimizing its penalty in the case of market failure or unauthorized technology transfer. Two issues need to be considered in this context. First, how many years have passed between the product introduction in the home market and the launch in the local market? The decision of a first-mover whether to introduce a current or an old model is determined by factors, such as capabilities of the domestic supplier base, skills and reliability of the business partner, local conditions (climate, roads, vehicle purpose), requirements by the host government (regulations on localization and part imports), the economic and political conditions, the potential market size, etc. A carmaker that enters an unknown territory naturally attempts to minimize the risks on investment and technology. Second, how long can a model be sold in a local market without being upgraded or replaced by a new model? The lifetime of a product is mainly dependent on the needs of customers in both the domestic market and the export markets, the degree of competition in the domestic market, and government policies. Brazilian data The data presented in Table 6.1-11 support this proposition for Brazil. Good examples from the pioneer VW are the Fusca and the Santana. The Fusca was launched in 1959 and produced until 1986. The old-timer was revived through good lobbying and participated in the popular car programme from 1993 until 1996 when production was finally stopped. The 70s-era model Santana/Quantum was introduced in Brazil in 1985; it is still being produced.478 Yet the proposition seems also to be partly true for early followers. In comparison to late entrants (e.g. Fiat), some early entrants (e.g. Ford) seem to have longer delays in local product launches and longer product life cycles. In contrast, GM has reportedly sought to launch relatively current models in the Brazilian market from the beginning and to renew them regularly.479



478



The VW Kombi (van) is another example for a prolonged life cycle. The production of the Kombi started in 1957 and is still ongoing. (VW plans to stop production in 2002 after 45 years). 479 In the late 1970s, GM introduced a Diesel engine for trucks that was based on old technology. Later, it turned out that the engine was not adequate for the market because of its outdated
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Table 6.1-11: Lifetime of Brazilian cars and delay of introduction480



Fiat



GM



Ford



VW



Model Fusca (based on Beetle) Brasilia Passat Gol (based on Golf Rabbit) Voyage (based on Golf/Jetta) Santana/Quantum B2 Golf Polo Galaxie Corcel Maverick Corcel II Del Rey Escort Mondeo Fiesta Ka Focus Opala (based on Opel Rekord) Chevette (based on T-model/Kadett) Comodoro Monza (based on Opel Ascona) Kadett Bonanza Omega Vectra Calibra Corsa Astra Chrysler Dodge Dart Chrysler Dodge Charger 147 (based on 127) Uno (world car) Elba (from Argentina) Tempra Tipo Palio Marea Brava



Product Product Launch in the introduction cancellation home market 1959 1986, 1993-1996 1953 1973 1982 (local model) 1974 1988481 1973 1980 1975 1981 1996 ~1974 1985 1979 1994 1992 1997 1994 1967 1979 early 1960s 1968 1977 n/a 1973 1979 1969 1977 1984 n/a 1981 1991 (local model) 1983 1980 1995 1994 1995 early 1990s 1997 1996 2000 1998 1968 1992 1966 1973 1993 1973 1974 1992 1967 1982 1996 1981 1989 1999 1984 1989 1994 n/a 1992 1987 1993 1990 1993 1996 1989 1994 1992 1995 1992 1969 1982 1969 1970 1980 1986 1976 1987 1971 1984 1982 1986 1996 1981 1992 1998 1990 1993 1997 1988 1996 1997 1997 1996 1999 1995



Fiat (second follower generation) entered the Brazilian market with the 147 whose Italian pendant, the Fiat 127, had been introduced almost six years earlier. “Fiat had underestimated the Brazilian market. We assumed that Fiat could follow the incumbents’ example and easily sell a relatively old product in Brazil, but the 147 was technology and GM had to accept the loss of a USD 200 mn investment. This was one of the key moments where GM learned to keep its products updated. Interview No. 78. 480 Source: ANFAVEA, homepages and annuals of carmakers. 481 The Passat was cancelled in 1988, but reintroduced in 1995.
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initially not well accepted.” Because of an inappropriate engine and old design, together with quality problems, Fiat needed to carry out major product modifications. Yet the carmaker learned from its mistake. In 1984, the production of the Uno was commenced in Brazil only two years after its introduction in Italy. When the automotive environment changed drastically in late-1990, Fiat finally recognized that a milking strategy does not work any more. The market opening had initiated a wave of car imports, particularly by the French and Japanese newcomers that forced the incumbents to renew their locally-made models and supplement their local product portfolios by imported models.482 Fiat responded to this development by becoming one of the most innovative producers in the small car segment. It equipped its popular cars with features that could only be found in higher-price models so far. Nonetheless, although outdated models could not be introduced after the market opening any more, carmakers continued to sell those models that had been launched before. For example, VW’s current flagship, the Gol, was already launched in 1980 and exists in the third product generation. (The fourth generation was being prepared in summer 2001.) A VW executive stated that “the Gol will be kept as long as it sells well. As the popular car segment is very price-sensitive, VW cannot replace the Gol yet. The substitute car would have a lower LC and therefore be more expensive and less competitive.”483 Chinese data Most companies that entered the Chinese market in the mid-1980s held back cuttingedge technology. They argued that China was unable to absorb it and that the lack of protection made technology transfer too risky. The best known examples are the Santana and the Cherokee jeep. The Passat B2 was introduced in Germany in 1979. As the car was not as successful as expected, VW took the chance and transferred it to China and Brazil where it was launched under the name Santana in 1985. When the German production was stopped in the late 1980s, VW also transferred some of the used equipment to China. This way, VW could secure the supply of spare parts in its home market and the Chinese subsidiary was in the position to earn foreign currency by exporting parts. (In 1996 VW introduced a face-lifted version of the Santana with a more luxurious interior, the Santana 2000. Nonetheless, the Santana was continued to be sold.)484 When BJC started production in 1985, it continued to manufacture the old Soviet-jeep BJ 212 dating back from the mid-1960s and assembled the CJ model from AMC, which had been introduced to the American



482



Soon, the large bulk of cars was imported by the incumbents. Thus, the market opening had initiated a kind of “self-cannibalization.” Interviews No. 65, 91. 483 The VW Gol is on the same price level as the GM Corsa, Fiat Uno, and Ford Fiesta (around BRL 15,000). New models of the newcomer such as the Renault Clio and the Peugeot 206 are still around BRL 2,000 more expensive. Interviews No. 45, 92, 91. 484 One VW engineer sees the Santana 2000 as the next generation of the Santana B2 because major modifications were made, e.g. lengthening of the wheel-base, new brakes, new doors, a new interior, an automatic transmission, leather seats, etc. Interviews No. 24, 33, 34, 38.
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market two years earlier. In 2000, both models were still produced with only minor facelifts.485 In China, there was a wave of new, locally produced cars in the late 1990s. For the first time, global carmakers started to plan the launch of models in China within months after their introduction in their home markets. Several interviewees believe that this development will end the reign of the VW Santana, which is still China’s best-selling car.486 The cars of the followers offer the most sophisticated technology available in China. The Buick, the Accord, and the Audi A6 keep almost abreast with world standards.487 The Fukang and the new Jetta are on the international level of the early 1990s. The Alto and the Cherokee are on the international level of the mid1980s (see Table 6.1-12). Table 6.1-12: Lifetime of Chinese cars and delay of introduction488 Carmaker Model BJC GZP SVW



Tianjin Daihatsu FAW-VW



Cherokee BJ 212/BJ 2020 Cherokee XJ/BJ 2021 Peugeot 505 series Santana (B2) Santana 2000 (B2) Passat (B5) Charade



Jetta Audi 100/200 Audi A6 Dongfeng Fukang ZX Citroen Changan Alto Suzuki Guizhou Skylark/Rex (Yunque) Yunque SGM Buick Regal/Century Sail (based on Celta) GZH Accord
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Product introduction 1984 1985 1989 1983 1996 1999 1987 1993 1992 1999 1991



Product cancellation 2001 2001 1998



Launch in the home market mid-1960s 1983 1981 1979 1991 1988 1983 1984



1998 1996



1997 1990



1992



mid-1980s



1993



n/a



1999 2001 1999



1994/95 ~1994/2001 1998



Interview No. 15 and Mann (1989), p. 161, Harwit (1995), p. 68; Levy (1995), p. 10. Gao (2001). 487 In 2001, the Audi A6 was the only domestically-made model that complied with the current technology used in the respective home market. Yet not all newcomers endow their models with state-of-the art technology. For example, SGM introduced a Buick model that is technologically comparable with the U.S. model of 1994/1995. (A GM executive stated, however, that the comparable US version was supposedly launched in 1997. The Chinese version does not only has a different body. Engine, suspension, A/C, and length needed to be adapted according to the Chinese requirements and conditions.) Similarly, the Sail is based on the Brazilian Corsa/ Celta models of 1994 and 2000. Interviews No. 24, 35, 37, 40, 41, 42 and CAC (2000), pp. 16-17. 488 Source: CBU, DRI, homepages and annuals of carmakers. 486
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The findings suggest that this OEA is one of the most important pioneer advantages in this research. Early entrants (both pioneers and early followers) were able to earn high profits with sometimes quite outdated products. Moreover, they could protract major product upgrades due to a lack of competition. However, quoting Levitt, “gone are the days when a company could sell last year’s models – or lesser versions of advanced products – in the less-developed world.”489 In both countries, customers have become increasingly demanding. Consequently, the gap between the product introduction in the home market and the launch in the local market is gradually becoming smaller with intensifying competition.490 The different evaluations in the questionnaire survey can be explained by the earlier erosion of this proposition in Brazil where it has been virtually impossible to launch old products since the market opening. Only few outdated models – mainly in the small car segment – remained in the product portfolios of the incumbents. In China, however, most of the current models are still quite outdated and most of the incumbents are just starting to refresh their product portfolios with models that are more current. Country
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Magnitude
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553 553



Diff. adv.



1



Not imp.



Ö



≤2 30.8% 7.7%



3 7.7% 7.7%



Very imp.



≥4 61.5% 84.6%



Major influence factors



 Market protection: a foreign carmaker can launch outdated products and sell them as long as the market is closed for new entrants and the pioneer enjoys quasimonopolistic market conditions. (Assuming that domestic firms are lacking sufficient engineering capabilities).



 Increasing competition: if the automotive market becomes deregulated and cars of newcomers enter the country (mostly by imports), customers become aware to what extent local products are behind international standards. Customers become more demanding in terms of features and design towards domestic cars and force the incumbents gradually to upgrade existing models or introduce new models.



 Global corporate strategies: the globalization of the automotive industry results in an increasing integration of local subsidiaries into corporate strategies (e.g. world car concepts, platform engineering). This trend impedes country-specific product developments.



489 490



Levitt (1983), p. 92. A remaining gap of two to three years is usually needed for the product adaptation to local conditions and the domestic approval process. Interviews No. 18, 23.



130



Discussion



Proposition 5: Automotive Prime Location A PIONEER enjoys being located at an automotive prime location. Brazilian data In the 1920s, Ford and GM located in the São Paulo area to assemble cars; Vemag followed in the mid-1940s. In the 1950s, when Kubitschek announced the development of the national automotive industry, the first car manufacturers (WOB, Simca, and VW) built new plants in São Paulo or used their existing assembly plants. In the late 1960s all of the early followers opted for São Paulo as well. GM used the plant in São José dos Campos where the firm had produced trucks since 1957. Ford used the existing truck plant from Willis-Overland in Ipiranga that had been set up in 1953. Chrysler acquired Simca’s plant, and therefore, continued to produce its cars in São Paulo. Apart from the fact that the pioneers and early followers already had existing CV plants or had acquired plants located in São Paulo, it would have been unreasonable to locate anywhere else for two reasons. First, from an economic perspective, São Paulo offered the best automotive infrastructure in terms of skilled labour (many immigrants from Japan and Europe), proximity to the market, supply of parts, raw materials and other input factors (water and electricity supply), logistics (road system, access to the port of Santos that was the biggest port in Brazil at the time). Second, from a political perspective, it is unlikely that the carmakers could have located somewhere else. The government wanted to develop São Paulo as the “automotive heart of Brazil.”491 It is therefore questionable if a carmaker would have received any incentives if it had located outside of São Paulo at the time. Its importance as the major automotive base and its wealth were deeply intertwined. The automotive industry was mainly installed in SP because of its relatively good infrastructure and its market potential. In return, the automotive sector generated employment with the highest incomes among few other industries in Brazil and contributed to the growth of the SP region.492 Fiat was the first carmaker that built a plant outside of the state of SP in the mid1970s. The federal government that planned to industrialize other regions than SP initiated the decentralization of the automotive industry by allowing Fiat to locate in Betim (MG). Fiat was mainly lured by the indirect subsidises through the capital participation of 49.9% of the state government. Yet Fiat also faced many problems due to the poor infrastructure (labour, suppliers, logistics, etc.). Because of the poor quality of its products, Fiat acquired a bad image. It took the carmaker more than a decade and many resources to improve this battered quality image.493 Shortly after Fiat, Volvo decided to set up a truck plant in PR. The major decentralization process, however, took place in the 1990s. It was initiated by a 491



Interviews No. 44, 76. Interview No. 87. In 2000, only SP accounted for 45% and the four states SP, RJ, MG, and PR accounted for 69.4% of the total PC sales in Brazil. ANFAVEA (2002), p. 66. 493 See ‘Proposition 13: Information & Experience Asymmetries’. 492
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power shift from the federal government to the state governments and driven by local interests. All of the newcomers located at green-field sites either in the interior of the state of SP (Honda) or in other states (Renault, PSA, MB); and so did the oldestablished carmakers from São Paulo with their new plants (Toyota, VW, GM, Ford494). Although the automotive environment of SP has remained the most-developed in Brazil until today, SP has lost most of its attractiveness to investors as the exodus of carmakers over the last decade indicates. First, São Paulo as a location has some drawbacks such as the high wages, strong labour union activities, decreasing quality of life (violence, traffic jams, high costs of livelihood, air pollution, etc.). Second, other states have offered huge incentive packages to attract carmakers (and to compensate for their less-developed infrastructure), whereas the state government of SP has not participated in the “bidding war.” Moreover, the neighbouring states, e.g. PR and RJ, have improved their automotive infrastructure markedly and carmakers located there can still easily source parts from SP, where most of the major suppliers are headquartered.495 Chinese data When China opened its doors in 1978, the national government announced its commitment to industrial modernization and the development of a national automotive industry. Moreover, as Shanghai had the relatively best infrastructure for car production at the time, the Chinese government proclaimed that the Anting area was to be the “Detroit” of China.496 Moreover, Shanghai has always had the most skilled labour force of China.497 Today, Shanghai has developed into the most important automotive spot in China; it has the best-developed automotive infrastructure and accommodates most of the suppliers in China.498 Unlike Brazil, the Chinese automotive policy has favoured a decentralized development of the national automotive industry from the very beginning. After a competitive review among seven carmakers, VW was chosen to partner up with SAIC in 1984. SVW remained the only PC manufacturer in Shanghai until 1997, when GM entered the industry. Thus, Shanghai became the first location in China that accommodated two major carmakers. SGM was also lucky to be chosen as a partner by SAIC because theoretically Ford or Honda could also have been chosen 494



There are rumours that Ford intends to close down its Ipiranga plant and to concentrate its entire production in the state of BH. Interview No. 59. 495 Interview No. 75. 496 SAIC had been producing PCs for more than 25 years under the “Shanghai” brand. Because of low productivity, but with a great prospect of future demand, SAIC was looking for a foreign partner who would help to modernize its plant. Hoon-Halbauer (1994), p. 109. 497 Shanghai was industrialized earlier than Beijing or Guangzhou due to its colonial history. The capital has never been of industrial importance and Guangdong’s labour pool was less suitable for car manufacturing because of its “light industry mentality” compared to the heavy industry tradition of Shanghai. Interviews No. 7, 26 and Mann (1989), p. 64; Houdard (1998), p.44. 498 Shanghai accounted for 27% of China’s total parts sales in 1998.
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for the project. Now Honda is located in Guangzhou, a good but less attractive location than Shanghai. Ford finally managed to enter the PC market with Changan in Chongqing (Sichuan province), which is probably one of the most challenging locations in China to set up a car plant. Evaluation This proposition assumes two conditions. First, the region where the pioneer is situated has already developed into an automotive prime location when a follower enters the market. Second, the follower would like to locate at this location but is not allowed to do so. If followers, however, are allowed to locate there as well, but opt for other locations, the magnitude of this advantage is obviously outweighed by the advantage connected to less-developed locations, namely high incentive packages. Most of the Brazilian interviewees consider this proposition relevant only until the early 1990s. (This was mostly expressed by low evaluations in the questionnaire survey.) In the past, it was attractive to locate at the ABC area in São Paulo due to the existing infrastructure and the excellent supplier base. In the 1980s, however, the location got a bad reputation because of the “nuisance with the labour unions” and the resulting salary increases. In the 1990s, other locations with an acceptable infrastructure such as Minas Gerais, Paraná, Rio Grande do Sul, and Rio de Janeiro became increasingly attractive (mainly due to the high incentive packages and lower wage levels) resulting in the decentralization of the automotive industry. The Chinese data suggest that the proposition cannot generally be applied to the Chinese automotive industry, because being located in Shanghai is less dependent on the order-of-entry variable, but rather on the carmaker’s willingness to meet the requirements of the Chinese government and on other political factors. VW is the only foreign pioneer that could locate in Shanghai because of the decentralized course of the automotive policy; GM is the only foreign follower that succeeded in setting up in SH because it outbid its competitors.499 Country
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3 21.4% –
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≥4 57.1% –



Major influence factors



 Industry development policies: governments usually install auto production bases at locations with the relatively best-developed automotive infrastructure and supplier base within the country. This creates a virtuous circle in favour of these locations.



 Centralization policy: a policy that pursues a centralized approach to develop the national automotive industry favours the creation of an automotive prime location.



499



See ‘Proposition 18: Experienced Government at Local Level’.
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 High-income concentration: prosperous regions tend to have the best-developed infrastructure within a country. The purchasing power and manufacturing conditions attract carmakers. This, in return, creates new employment and demand, and further increases the attractiveness of these locations.



 Decreasing attractiveness of prime location: side-effects of top locations such as high salaries, powerful labour unions, low quality of life, etc. gradually decrease the attractiveness of a location.



 Strong regionalism: local protectionism results in a national market that virtually consists of several regional markets. Most of the products of a carmaker are sold in the region nearby because regional authorities often intervene to boost local manufacturers and thwart the ambitions of competitors from other provinces.500 This hinders the development of a national automotive prime location.



 Bidding wars: the competition among states/provinces to lure carmakers with huge incentive packages decreases the attractiveness of a national automotive hub.



 Improving infrastructure of formerly less attractive locations through similar industries: the smaller the infrastructure gap between a prime location and a lessdeveloped location, the smaller the competitive advantage of the automotive hub.



 New supply practices: changes in supply (e.g. modular system, follow sourcing) force suppliers to locate close to their customers (e.g. Fiat’s mineirisação).501



 Decentralization policy: a national policy that seeks to decentralize the automotive industry hinders the further development of an automotive hub (e.g. NDPs in Brazil). 6.1.2 Pre-emptive Factors Proposition 6: Special Government-conferred Status A PIONEER enjoys more privileges than later entrants since it receives a relatively warmer welcome by the national government. The early establishment of relationships between the pioneers and the government can lead to preferential treatment of the pioneers over later entrants.502 As national (and local governments) are, by nature, far more influential in EMs than in developed markets, a pioneer might benefit from a cost advantage based on its special government-conferred status.503



500



However, VW has managed to be sold nation-wide through good lobbying, whereas Daihatsu or Citroen have been sold only regionally. For example, a car license in SH for the latter models is more expensive than for the locally produced Santana. 501 See ‘Proposition 21: Contracting Qualified Suppliers’ and ‘Proposition 27: Shift in Supply’. 502 Preferential treatment by the government can be shown in many ways. The pioneers might enjoy tangible or intangible benefits. Tangible benefits can be divided into financial advantages (e.g., infrastructure investments inside the plant, subsidies, tax breaks, free land use, cheap loans, cheap prices of input factors) and non-financial advantages (e.g., licences, permits). Intangible benefits are any kind of participation in the development of automotive policies. 503 Porter (1998b), p. 188; Arnold & Quelch (1998), p. 10.
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In the 1950s and 1960s, Brazil was not a country in which systematic rules were always applied. A great deal of arbitrariness prevailed, and political connections could often be relied upon to gain preferential treatment.504 This can be illustrated by the example of VW and Simca, which were warmly welcomed by President Kubitschek, though they did not meet all of GEIA’s requirements that were supposed to be applied to all carmakers.505 Another example is the lobbying of the incumbents against Fiat’s market entry. Lobbying against Fiat’s market entry Fiat’s entry had already been on the table since the mid-1960s. Among other reasons, negotiations were delayed by the resistance of the incumbents who feared further competition. It was a common practice by automotive manufacturers to employ high-ranking members of the military government. In this way, vehicle manufacturers like VW, GM, Ford, and Chrysler had some strong advocates in leading positions.506 When negotiations between Fiat and the state of MG took a more concrete form in the early 1970s, the incumbents heavily lobbied in Congress against the car project; particularly VW saw a major competitor in Fiat. However, the government approved the Fiat project in 1973, as it was in line with the recently issued NDP. Furthermore, the decision-makers hoped to reduce the growing trade deficit by car exports with the help of Fiat. Thus, the incumbents had to accept Fiat’s entry. Initially, the government agreed in secret that the big four incumbents (VW, Ford, GM, and Chrysler) would not be affected by the new operation in MG. The condition for Fiat’s market entry was a highly export-oriented production. However, it was foreseeable that the operation could not be profitable with a mere export focus.507 The interviews showed that, nowadays, the incumbents do not enjoy special privileges any more as the “rules of the game” are the same for any carmaker. (The government negotiates the major issues with the carmaker’s association ANFAVEA that equally represents its members.) However, some preferential treatment has remained even until today as the following examples demonstrate.508



504



Several carmakers (and many part makers) have reportedly enjoyed preferential treatment “behind closed doors”. However, these secret agreements have rarely been uncovered. Interview No. 63 and Shapiro (1994), p. 83. 505 See ‘Proposition 7: Manufacturing Licence’. 506 Interview No. 60. 507 Later, as financial problems arose, Fiat asked permission to sell a higher share of cars on the domestic market. Allegedly, it was agreed between the incumbents and the government that Fiat targets at maximum a share of 15% of the domestic market. According to Fiat sources, however, its vision was to export around 60% of a targeted production volume of 200’000 units. The carmaker has never agreed to any restriction on local sales. “If there were any agreements, they were not published and not made with Fiat.” Interviews No. 67, 68, 90. 508 Interviews No. 64, 71, 81, 89.
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ƒ Informational advantage: incumbents receive information from the government often earlier and in a greater detail than newcomers (e.g. new regulations on safety or emission standards, revision of laws, changes in taxation). ƒ ‘Right to a say’ in automotive issues: incumbents are more involved in the decision-making process of automotive policies than newcomers. By advising automotive decision-makers, they have more possibilities to influence the automotive policy in their favour. ƒ Bigger lobby: pioneers have an extensive and well-established network and therefore a strong lobby in the government. For example, incumbents such as VW, MB, GM, or Ford receive an appointment with the President within one week. Newcomers such as PSA have to wait much longer. ƒ Greater esteem by the government: the successful incumbents are highly appreciated by the automotive decision-makers due to their rich experience and the long-lasting relationship with the federal government, whereas the newcomers first have to gain this appreciation. (Moreover, the incumbents are still the major employers and sources of tax revenue.509) For example, in early 2001, the Brazilian government planned to send an automotive delegation to South Africa to intensify the automotive trade between the two countries. All carmakers got an official invitation letter to participate in this delegation. Yet the respective executives of the political relations departments of the incumbents (e.g., VW, GM, or MB) were contacted by telephone before and asked personally to join the trip and to support the talks. Chinese data Many interviewees noted that any pioneer enjoyed preferential treatment in various ways and on various political levels. To what extent, however, was dependent on (1) the relationship between the foreign partner and the Chinese partner (or the local government respectively) and (2) the relationship between the local government and the central government. Usually, local authorities attempted to promote their automotive projects (weak LC enforcement, low import tariffs, fast approvals, etc.) and the central government tolerated departures from the rules for the sake of the sector’s development. The following cases give the reader an idea about the extent of preferential treatment favouring Chinese pioneers. BJC’s crisis and the secret deal of 1986 BJC was the first major manufacturing JV in China. The JV inherited an antiquated jeep based on Soviet technology from its Chinese parent. In addition, AMC and BAIC had vaguely agreed to develop a new jeep that should be suitable for export. Throughout the year after the JV was signed, AMC investigated the conditions for the development of the new jeep, but the costs turned out to be too high. Instead, AMC



509



For example, VW employed 33% of the total automotive industry’s staff; and the five incumbents (VW, GM, Ford, Fiat, and MB) provide almost 90% of all jobs in the automotive industry.
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convinced BAIC to CKD-assemble AMC’s Cherokee XJ jeep, which was AMC’s objective from the beginning.510 Unfortunately, the decision to shift the JV’s focus from designing a new jeep to the localization of the Cherokee parts was decided without any formal approval from any higher-level Chinese authorities. Despite having no import licence by SPC and SEC, BJC went forward with the assembly of the Cherokee while taking a big risk.511 The crisis of 1986 was precipitated by a foreign exchange shortage within the BJC. In 1985, China’s balance of trade was hurt by a surge of Japanese vehicle imports and the Chinese government was reluctant to allow SOEs to spend more foreign exchange to finance the kit purchases than originally agreed. Moreover, the Chinese side was unwilling to allow BJC to continue its practice of charging Chinese customers USD 10,000 in hard currency to cover the import cost of one kit (the remainder could be paid in CHY). Thus, BJC could neither pay the CKD kits, nor the imported production facilities to increase the LC of its products.512 Soon more than 1,000 CKD kits were waiting in the USA to be shipped over to China. As the lack of hard currency became acute, AMC began to look at debts owed to the venture. The State Bureau of Supplies owed the company USD 2 mn, a result of non-payment in hard currency for 200 jeeps ordered by Chinese who were no longer allowed to spend foreign currency. BJC also claimed CHY 30 mn (approx. USD 9 mn) from its Chinese parent for the production of the JV’s own product, the BJ 212. In order to defuse the situation, BJC’s president Don St. Pierre addressed the Beijing municipal government and later directly the responsible central government organizations, however, in vain. AMC started to threaten the Chinese side to cut off further investments, stop technology transfer, cancel technical training, and recall its foreign experts from China, but St. Pierre did still not receive any reply. Because of the lack of foreign exchange, production was halted for two months. As BJC had achieved a status as a “model” or “bellwether” JV between the West and China, its success became important to attract other foreign investment to China. Thus, St. Pierre put further pressure on the Chinese 510



AMC estimated designing a new high-class vehicle would cost around USD 1 bn. Interviews No. 6, 7 and Harwit (1995), p. 156. 511 BJC intended to assemble 7,000 units in 1986 and up to 10,000 units in 1987. Mann (1989), pp. 162-175; Harwit (1995), pp. 70-72. 512 In addition to the initial investment of USD 51 mn, the localization costs were estimated at USD 70100 mn for engine, axle, and stamping plants. Mann (1989) p. 218. 513 The American threat, however, was mitigated by the fact that the JV continued to produce the BJ 212 and could have continued, even if the Cherokee production had been delayed for a long time. 514 At the time, the official exchange rate was CHY 3.2 per USD. However, most business transactions were carried out at unofficial rates close to CHY 5.0 per USD. 515 Interview No. 7 and Harwit (1995), pp. 73-76; Mann (1989), pp. 218-219. 516 AMC repatriated USD 900,000 during 1985-1986 that is equivalent to 12% of the initial cash investment. Mann (1989), p. 274. 517 Exchange of foreign currency was critical in the 1980s, but it gradually lost importance since 1992 when China created currency exchange markets. At these markets, which were particularly designed for foreign investors, foreign currency could be exchanged for CHY at a premium of 1020%. Harwit (1995), pp. 97-105, 128.
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government by publizizing the JV’s problems. The American press described the situation as “a big embarrassment to the Chinese government” and announced AMC’s withdrawal from China.513 Three weeks after St. Pierre’s return to the USA, AMC was invited to speak with a group led by Zhu Rongji, who at the time served as vice minister of the SEC. Within a couple of days Chinese officials and AMC reached an agreement. The main points of the settlement were (1) the payment of debts to BJC, (2) the permission to charge 60% of the Cherokee payment in hard currency, and (3) a guarantee to produce 12,500 units up to 1990 (including FX cover). The JV was also given the right to convert Chinese currency into dollars for the first time, with the additional privilege of making that currency exchange at the official rate.514 In this secret “May agreement” China offered for the first time to finance capital projects for the localization of parts. If BJC could not find loans or new investors, the Chinese government would put up the money.515 That settlement brokered by Zhu Rongji demonstrated the government’s support for BJC, and the political aid continued. Over the next months, AMC could settle other important disputes with astonishing ease. Chinese officials even gave AMC the right to repatriate some profits to the USA.516 Other companies could not get the sort of financial deal that AMC had; they still faced the same obstacles such as foreign exchange shortages, delays of payment, and bureaucracy.517 Shanghai Volkswagen Among the pioneers, SVW had probably the best personal networks to the central government. Jiang Zeming (1985-1988) and afterwards Zhu Rongi (1988-1991) safeguarded SVW’s interests in their position as mayors of Shanghai. When Jiang returned to Beijing as secretary-general of the CCP and Zhu became mayor, SVW had a strong advocate in a top position within the central government. At that time VW’s president Dr. Posth established a very good relationship with the municipal government. SVW officials felt that the contacts developed during Zhu Rongji’s previous tenure in Beijing had been quite valuable to the JV and that he could at times lobby for some preferential treatment. SVW received a lot of genuine and strong backing by Zhu. When Zhu became vice-minister of the SEC in 1991, his removal undoubtedly diluted his ability to help the company solve specific problems; his return to Beijing, however, gave SVW a powerful voice at high central levels.518 Guangzhou Peugeot China’s top leaders paid little attention to the GZP project, because the JV started without having received Beijing’s blessing. The JV attracted the attention of the central government only at major development stages. (Unlike BJC, GZP was not a national showcase; unlike SVW, the JV was not in a city with close industrial ties to the capital.) Significant expressions of central government support, however, came in 1989, at the height of the JV’s despair when the central government’s austerity programme restricted domestic automotive sales. The government approved the
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Interviews No. 7, 12, 13, 14, 34 and Harwit (1995), p. 103; Hoon-Halbauer (1994), p. 200.
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purchase of backlogged Peugeot cars and trucks sitting in Guangdong storage lots. Perhaps more important in this context was the permission to import an additional 3,300 kits in 1990 to enter the JV’s second development stage.519 This number stood in contrast to the mere 2,000 extra kits allotted to SVW and the 1,000 kits for BJC.520 Further examples of preferential treatment of the pioneers in China are: ƒ Government guarantees: if the pioneer JVs needed additional financial resources, the government stood surety for the JV partners to get bank loans. Nowadays, the government does not provide such guarantees any more. The parent companies of the JV partners have to provide the guarantees themselves.521 ƒ Occupation of market segments with government support: AMC and the Chinese officials agreed by contract that China pays the JV “undivided attention”, i.e. the government virtually gave AMC a guarantee to remain the sole, foreign carmaker of four-wheel-drive vehicles. At a conference in the spring of 1987, Zhu Rongji announced the prohibition of all four-wheel-drive imported cars.522 Similarly, SVW also enjoyed governmental support to promote car sales of the Santana. ƒ Participation in automotive regulations: The pioneers developed a strong relationship with the government and could therefore influence regulatory standards in their favour (e.g. regulations on emission control and safety). The government rather listens to a successful pioneer than to a newcomer. In other words, later entrants can merely react to new regulations instead of participating in their development process.523 Evaluation In the early days of the Brazilian automotive industry, the pioneers were certainly privileged through preferential treatment as long as later entrants had not established similar relationships to the government circles. Based on the interviews, this OEA appeared to be more important until the late 1980s when the political power of the government was shifted to the state level. Nowadays, Brazilian carmakers are equally represented by ANFAVEA. Consequently, pioneers do not enjoy significant cost advantages based on this proposition any more. The benefits from a special government-conferred status were apparently higher for Chinese pioneers than for Brazilian first-movers, as the interviews and the questionnaire survey indicate. Yet as preferential treatment practices and secret 519



See ‘Proposition 7: Manufacturing Licence’. Interview No. 31 and Harwit (1995), pp. 126-128. 521 In the past, banks were more tied up to the central government, whereas they became more independent and profit-oriented in the second half of the 1990s. Interview No. 13. 522 However, BJC’s quasi-monopoly abruptly ended in 1995 when the central government declared to stop the state mandate purchases in favour of cheaper jeeps of other manufacturers and SVW cars. Cherokee users in urban areas defected in flocks (e.g. police forces) and gladly replaced the uncomfortable jeeps by Santanas. Interviews No. 13, 34 and Mann (1989), pp. 45-47; Dunne (2000b). 523 Interview No. 23. 520
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deals rarely become public, it is hard to find verifiable evidence. Moreover, the support of the central government depends largely on the relationship between the central government and the Chinese carmaker (or the municipal/provincial government respectively), which questions the relevance of the order-of-entry variable in the Chinese context.524 With the 1994 automotive policy, preferential treatment was reduced. Today, newcomers such as SGM or GZH do reportedly not feel disadvantaged as compared to the pioneers. In sum, the Chinese data suggest that this OEA seems to be fading away as it did in Brazil one decade ago. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



511 551



551 551



Diff. adv.



1



Not imp.



Ö



≤2 35.7% 23.1%



3 28.6% 23.1%



Very Imp.



≥4 35.7% 53.8%



Major influence factors



 Well-established relationships: pioneers are able to cement long-lasting and intensive relationships with the automotive decision-makers that newcomers will find tough to replicate.



 Government’s appreciation: a government supports the pioneers for their help to develop the national automotive industry.



 Distinct commitment of the pioneer: the more extensive the incumbent’s historical and present contribution to the country, the higher the appreciation by the government based on the “give and take-principle”.



 Intermediaries between the government and the carmakers: a carmakers’ association (e.g. ANFAVEA) represents the interests of its members equally and therefore diminishes preferential treatment.



 High commitment of the follower: the higher its financial and technological commitment, the more employment and expected tax revenue.



 Liberalization: the market forces become more important with decreasing market manipulation by the government. Thus, political engineering becomes less relevant.



 Political shift of power from the national to the state/provincial level: e.g. the Brazilian state governments have played a bigger role in the automotive policies since the new constitution of 1988.



 Development programmes for less-developed regions: for example, Ford do Brasil was the only carmaker that got federal incentives for its project in BH or Changan Suzuki in Sichuan province has been permitted to price its products itself despite the general price control.



524



For example, the relationship of the central government to FAW was described in the interviews as traditionally better than its relationship to SAIC. Some interviewees compared the relationship of the central government to the Big Three with parents and their children: FAW is the first and favourite child, SAIC is the adopted child that is sometimes naughty, and Dongfeng is the youngest child that still needs care. See also Figure 9.23-1 in the appendix. Interviews No. 24, 27.
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 Frequent changes of politicians or pioneer’s top management: the relationship between the federal government and a company can be seen as the sum of personal ties. As it takes a while until relationships that are based on trust, reliability, and loyalty are developed, high fluctuation of top-ranking politicians and managers mitigates this OEA.



 Other vehicle manufacturing activities of the follower: if a follower has already established other production activities, it has probably already developed a personal network as well. Moreover, employment and tax revenue are more important to the federal government than the product category itself.



 Little political engineering efforts of the follower: in the case of Toyota and Honda, the carmakers are not represented in Brasilia as all of the other carmakers are. Though having no office in Brasilia might be justified by small-scale production, it makes it more difficult to develop a lobby in the political circles.525 Proposition 7: Manufacturing Licence A PIONEER faces fewer problems with getting permission to manufacture cars. Pioneers are welcomed by the government and have to overcome fewer legal hurdles to enter the PC market than followers. Brazilian data The Brazilian market was heavily protected for more than three decades. Apart from the pioneers, only four carmakers entered during that period. The following two cases depict with what relative ease the pioneers entered the Brazilian market compared to later entrants. VW’s market entry VW-Germany had been exporting cars to Brazil since 1948. When Brazil banned CBU imports in 1953, VW turned to Brasmotor, a Brazilian company, to assemble its knocked-down vehicles. The possibility of building a manufacturing plant was considered but rejected. However, VW was in the process of building an assembly plant when GEIA decrees for utility vehicles were issued in July 1956. In August 1956 VW submitted a proposal for a van factory that got approved soon after. Still concentrating on expanding its market leadership in Germany and developing its American business, the firm was reluctant to move into PC production in Brazil. VW had not invested in any foreign assembly or production operation abroad before 1956. In addition, it was financially constrained. None of the carmakers took GEIA’s threat of market closure seriously. When GEIA set the application deadline for PC projects to December 1957, the Brazilian management of VW and some German executives pushed hard to build a factory in Brazil. In the meantime, it was becoming clear that VW was the Brazilian governments favourite because, with few exceptions, all other companies were holding back. The VW executives in Wolfsburg were still



525



Interview No. 89.
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nervous about moving to Brazil too quickly, however, the internal advocates of the PC project finally convinced the HQ of the on-site opportunities. VW submitted a proposal in October 1957 and gained approval in December 1957.526 Simca’s market entry On his travel through Europe, Kubitschek jokingly invited Simca to participate in his automotive programme and produce cars in his home state of Minas Gerais. Immediately after Kubitschek took office in January 1956, Simca followed up this initial encounter stating its intention to produce cars in MG. In the meantime, GEIA had been formed and requested a complete project proposal as required by the decrees. The firm refused GEIA’s request and claimed that because of its tentative proposal predating GEIA and the President’s support, it fell outside of GEIA’s jurisdiction. Brazilian stakeholders of the Simca project, such as the National Steel Company and a national bank, lobbied Kubitschek, Meira, and GEIA’s first secretary Orosco to exempt Simca from the normal requirements. They trusted their connection to the President as a guarantee of circumventing GEIA. Simca also took its campaign directly to the state of MG where the plan was highly welcomed. Kubitschek could not visit his home state without being harassed about GEIA’s delay in approving Simca’s project. Thus, he personally urged GEIA to move quickly on the Simca proposal because it was becoming a political problem, but GEIA still insisted that Simca had to present a project like everyone else. As the deadline of the car programme came closer, Kubitschek reportedly exerted pressure to approve also questionable proposals such as the Alfa Romeo project or the Simca project. Simca finally presented a weak project proposal that was nonetheless accepted with 17 contingencies. Yet GEIA’s consideration of Simca’s project provoked Orosco’s resignation. By resigning as first secretary he apparently wanted to point out that Simca was being given a “special deal” contradicting the Brazilian-made LC rates originally fixed in the decrees.527 The cases of Ford, GM, and Fiat demonstrate the difficulties to get approval for local production as a later entrant. Ford’s entry into national PC manufacturing Ford had been assembling cars in Brazil since 1919. Before WWII, the company had dominated PC sales through imports amounting to a market share of more than 40% during 1935-1949. Because of Ford’s historic contribution to Brazil, the Brazilian government had asked Ford to increase its LC level marginally since the early 1950s as GM had also begun with the local production of truck bodies and cabs. Yet Ford 526 527



Shapiro (1994), pp. 78-104. In the programme’s second phase, Simca failed to meet GEIA’s LC requirements. The carmaker assumed that GEIA would still allow it to import spare parts. However, GEIA refused to release its foreign-exchange allocation and production was halted for six months. Simca ultimately had to scrounge for locally-manufactured parts and earned a reputation for poor quality. Shapiro (1994), pp. 90-96.
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did not intend to move to completely integrated manufacturing in Brazil and took the lead in attempting to thwart Brazil’s manufacturing ambitions. After the issuing of the GEIA decrees, Ford confined itself to set up a truck project only. (Although Ford’s Brazilian operations were enormously remunerative, it was by no means evident to Ford to manufacture even trucks in Brazil.528) Ford planned to increase its LC to 30% but did still not intend to move into integrated manufacturing. Although the profit predictions were optimistic, Ford remained sceptical.529 The HQ disregarded the warnings of its local executives that GEIA’s position had hardened as some promising PC projects already gained approval and GEIA seemed now to be less dependent on Ford, GM, and MB. Therefore, Ford did not apply for a PC project until the expiry of GEIA’s deadline. It has probably assumed that GEIA could not afford its absence from the auto programme and would therefore accept the carmaker’s conditions of entry.530 As in all South American countries, there was a noticeable trend towards smaller cars. It first started with the necessity, in the absence of American cars, but necessity was beginning to develop into taste and preference.531 Just as Ford realized that European cars gained a foothold in the Brazilian market and feared to lose ground it rethought its position and submitted a proposal in December 1958, one year after GEIA’s deadline. Ford submitted several car proposals after 1958, but despite its efforts and lobbying GEIA rejected them all under both the Kubitschek and the Quadros administration). Because of its increasing bargaining power, GEIA raised the entry requirements for any acceptable PC proposal of Ford.532 It probably took a certain delight in denying Ford’s requests, considering that the carmaker had refused to produce cars when it was asked for.533 Ford finally succeeded as the political conditions changed and the military government took over in 1964, which had a more accommodating position towards foreign capital. The carmaker presented a new proposal to produce the 1966 Galaxie, which was accepted. (Ford also acquired Willys-Overland in 1967 and continued the production of the Corcel.534) 528



As of December 31, 1955, Ford do Brasil’s net worth was USD14.1 mn developed from an original investment which amounted only to the cost of 200-300 vehicles shipped to Brazil in the early 1920s. Over that time, profit remittances to the U.S. totalled USD 27.8 mn. In addition, Ford-USA made profits on the exported vehicles and parts that were estimated at USD 36.5 mn. Shapiro (1994), p. 105. 529 Ford-USA worried about future repatriation controls of profits. Moreover, it made its participation in the truck programme also completely contingent on GM’s participation. A GM decision to go ahead with truck production would substantially increase the costs to Ford of not participating, as well as the possibility that Ford would be allowed to enter the market on its own terms in the future. 530 This impression was intensified after a visit of the Brazilian Vice-President Goulart to Ford-USA in May 1956 when he promised to grant Ford concessions in exchange for the firm’s participation. 531 For example, the VW Beetle was initially considered a “suspicious novelty”. 532 GEIA’s requirements comprised LC targets, foreign exchange swaps for a fixed period, guarantees to purchase raw materials, etc. Addis (1999), p. 96. 533 According to André Beer, the former vice President of GM, Kubitschek or Meira were not disappointed by Ford and GM. Interview No. 78. 534 Shapiro (1994), pp. 104-119.
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In summary, Ford underestimated the smaller European competitors, particularly VW, and neglected to compete with a small car in VW’s dominant market niche. It’s initial unwillingness to commit additional investments to Brazil and its subsequent later entry into the PC market precluded its entrance into the small-car segment. Ford bet that the Brazilians would be forced to accept a company with Ford’s international standing. However, Ford probably underestimated both how long approval would take and the costs of delay. In doing so, Ford may have made a strategic mistake. GM’s entry into national PC manufacturing GM’s case was similar to that of Ford. The carmaker thought that the CV market was more profitable than the PC segment. According to the former GM’s vice-president, the carmaker regretted this decision later as it saw loads of VW Fuscas on the roads. “GM should have entered already in 1957 to secure a bigger piece of the pie.” Moreover, at the time, the discarded 1953-Chevrolet machinery and tools from the US production would have been available reducing GM’s investment and risk to enter Brazil. Because of the changing conditions in the CV business, GM was seeking for alternatives.535 In 1960 GM was already studying a car programme that used engines of light trucks. However, as in the case of Ford, negotiations with GEIA failed; they were only resumed in the mid-1960s under the military government.536 GM was interested in entering the PC segment with the German Opel Rekord. In the case of Ford and GM, GEIA was not able to entice the two most powerful firms into the PC industry in the late 1950s due to the country’s uncertain political and economic conditions. Both carmakers underestimated the government’s seriousness to develop a national automotive industry and the threat of a sustainable market closure. Moreover, they underestimated the challenge posed by the newcomer VW that had carved out a new market. Even though they were allowed to enter the PC segment a decade later, they had to face an existing industry and reclaim market share, i.e. their refusal cost them the opportunity to develop the market in their favour and to become market leaders.537 Another example of what difficulties a later entrant can face is Fiat. Fiat’s market entry In the early 1950s Fiat had already considered entering Brazil, but opted for Argentina because of the irresistible incentives offered by President Juan Domingo Péron. A decade later when Kubitschek had already closed the market for new entrants, Fiat regretted this decision. In 1963 Sydney Latini who was a secretary of



535



Until the late 1950s GM had been the market leader in gasoline-driven trucks. As the government started to subsidize diesel trucks, MB gained the market-leadership and GM suffered losses. 536 The military regime had a more open attitude towards FDI than GEIA. After the take-over of the military in 1964, GEIA was restructured and, like other executive groups, subordinated to the Executive Group for Mechanical Industries in 1964. Interviews No. 77, 78 and Shapiro (1994), 201. 537 Interview No. 44 and Addis (1999), p. 86, Shapiro (1994) p. 133.
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GEIA went to Turin to offer Fiat to substitute for Simca when it became certain that the carmaker would not relocate from São Paulo to Minas Gerais any more.538 Fiat submitted its first proposal shortly after the military coup, however, it was rejected due to the strong opposition of the incumbents that feared competition by Fiat.539 Therefore, Fiat tried to enter the market in another way. Following the path of Ford and Chrysler, Fiat intended to acquire Vemag. However, just before the end of the negotiations, VW blocked Fiat’s entry by snatching Vemag away from Fiat in 1967. The new federal policy of industrial decentralization offered Fiat another chance to enter Brazil.540 The carmaker started a new round of negotiations in 1971. After the loss of the Simca project and Toyota’s unwillingness to move to MG, the state government of MG considered the Fiat project as its last chance to attract a carmaker to its state. Yet other state governments showed also great interest. Apart from MG, the state governments of SP, RS and RJ tried to attract Fiat as well.541 However, Fiat preferred MG as a location because of the attractive incentive package.542 Moreover, Fiat had already established an agriculture subsidiary in Contagem (MG) in the early 1950s.543 The governor of MG, Rondon Pacheco, lobbied heavily to get approval for the industrialization project. He convinced Congress of Fiat‘s huge export potential. In order to reduce the growing trade deficit at the time, the federal government gave permission, but required a large proportion of the production to be exported.544 Additionally, the approval of the federal government can be seen as an “antitrust measure” to weaken the power of the big three carmakers concentrated in SP (VW, GM, and Ford).545 In 1973, after bitter protests of the three incumbents with the state of MG, Fiat’s president Giovanni Agnelli and Pacheco finally signed the deal to produce cars in Betim. It was the first time in Brazilian automotive history that an automotive plant was set up outside the state of SP.546 Production of the Fiat 147 started in 1976. In total, it took Fiat almost a decade until the carmaker could enter the Brazilian automotive industry.



538



Originally, Simca intended to locate its plant in the state of MG. GEIA addressed Fiat because Simca was founded in France to assemble Fiat cars. Moreover, the families of the Presidents of Fiat and Simca were related through marriage. Shapiro (1994), pp. 95-95, Nicolello (1986), p. 22. 539 Addis (1999), p. 124; Da Fonseca (1996), p. 12. 540 It was the time when the first NDP (1972-1974) was formulated and issued. The new policy that aimed to develop less-industrialized regions with foreign capital favoured MG to get the federal permission for the project. Interviews No. 66, 88. 541 Viera & Camargo (1976), p. 234. 542 Apart from the fiscal incentives, the governor of MG lured Fiat with a low price of land, infrastructure investments, and a 49%-equity participation in the USD 231 mn project. 543 ANFAVEA (2000), p. 26. 544 Stevens (1987), p. 5. 545 At this time, GM, Ford, and VW behaved like a pricing cartel. If one carmaker had successfully negotiated higher retail prices for its cars with CIP due to alleged cost increases, the other carmakers demanded price increases for the same reasons. The government, however, could often not countercheck the reasons given by the carmakers. Interview No. 69. 546 Shortly after, Volvo established its truck plant in the state of PR in 1976.
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After the entry of Fiat in 1973, the PC market was locked until Collor took up office in 1990. In the early 1990s, when the economy stabilized, a handful of carmakers decided to enter the PC market; first by imports and shortly afterwards by local production. (Some of them had already been present in the Brazilian CV market such as MB and Toyota.) There are no indications that the five newcomers tried to enter the PC market earlier. Most of them had already been interested in the Brazilian market earlier, especially the Japanese firms, but were not willing to venture on local production before the political and economic conditions had stabilized.547 (Moreover, some of the newcomers would probably not have had a suitable product or the financial resources to manufacture cars in Brazil at an earlier point in time, e.g., MB, PSA.) Therefore, it can hardly be seen as an advantage by the incumbents to have been in the market, if there were no potential entrants under the given economic and political circumstances. Chinese data In China, WFOE in the automotive industry have not been permitted so far. A foreign carmaker has to partner up with a local carmaker to manufacture cars.548 The following cases show that the partner selection process by the Chinese side changed in the 1990s. Initially, foreign carmakers received a kind of “invitation” to an automotive project, i.e. they had only a passive choice. If a foreign carmaker did not want to partner up with the suggested Chinese carmaker, it had virtually no scope to negotiate. In contrast, followers had to be more active. “They had to bid for available automotive projects in auctions that were organized by the government.”549 SVW’s market entry The first initiative for the SVW project was taken in Wolfsburg in May 1978 by a Chinese delegation headed by the First Machine Building Vice Minister that was visiting Daimler-Benz. When VW learned that China was welcoming foreign investment and Shanghai was chosen as the base of the future PC industry, the company responded positively to the request and discussions followed soon. The Germans pointed out that the existing production facilities were quite outdated and that the Chinese goals were far too ambitious. The Chinese, perhaps, somewhat disillusioned, withdrew from talks for several months. In March 1979, however, VW was invited to send a delegation to China. During the negotiation period, Shanghai



547



For example, Toyota already bought a large tract of land in Indaiatuba, 100 km from São Paulo, for LCV manufacturing in the early-1970s (Hi-lux jeep model), but just decided to use it in 1994 to produce Corollas there. According to ANFAVEA, one of the reasons for Toyota’s low-profile performance was the price freeze imposed by the Brazilian government until July 1990. ANFAVEA (1994), p. 159 and DRI (1996), p. 153. 548 The Chinese carmaker has to apply for a car project and convince local and central authorities of its contribution to the further development of the Chinese automotive industry. It is important to note that the Chinese parent company remains the owner of the manufacturing license; it cannot be transferred to the JV company itself. Interviews No. 2, 3, 12, 23. 549 Interviews No. 2, 10.
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officials also contacted GM, Ford, and various European and Japanese companies. While Toyota and GM refused the offer, some other carmakers expressed their interest in the Shanghai project. VW and Ford turned out to be the most likely candidates for a co-operation. Both carmakers had already held talks with SAIC and the MMI. However, just before the decision Ford withdrew. The German trial operation that was initiated in late 1982 demonstrated VW’s sincerity, and kept the German carmaker in the lead for the selection as SAIC’s partner.550 BJC’s market entry In order to upgrade their automotive technology, BAIC contacted AMC through a Chinese-American businessman.551 The Chinese had also been in contact with European, Japanese, and other American carmakers. Among the potential collaborators, AMC was considered to possess the most advanced technology in jeep manufacturing. Bearing in mind that BAIC’s factory foundation and its manufacturing techniques were based on the four-wheel-drive principle, AMC was selected and Beijing Jeep was founded in May 1983 after four and a half years of negotiations.552 GZP’s market entry Guangzhou officials approached Peugeot SA at a French auto fair in Guangzhou in the spring of 1981 to discuss an automotive JV. Despite Peugeot’s inclination to find a partner in the more industrialized Northeast, concerted talks began soon.553 Apart from Peugeot, American and Japanese carmakers were also interested in the project. The Chinese, however, preferred the French carmaker because of the slow progression of US economic ties with China and the Japanese firm’s focus on imports rather than on local manufacturing. Thus, GAIC signed the JV with Peugeot in March 1985. GZP was the only of the three pioneering JVs that was mainly negotiated by local officials; central authorities played only a minor role in the talks.554 This, however, later turned out to be a grave mistake. At the early stage of the JV, only truck production was scheduled; PC manufacturing was to follow only at a later stage.555 Therefore, GZP was not recognized as a PC project by the government and
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Interviews No. 24, 34 and Harwit (1995), pp. 94-95 and Hoon-Halbauer (1994), p. 111; Hünerberg et al. (1995), p. 158; Posth (1997), pp. 112-113. 551 C.B. Sung who was lecturing to officials of the First Ministry of Machine Building became an intermediary for the earliest talks between the Chinese and the American side. 552 Harwit (1995), p. 67; Hoon-Halbauer (1994), p. 215; and Mann (1989), p. 39. 553 Compared to the locations of the other pioneering JVs, GZP had the least developed infrastructure for an automotive factory. The region had only an agricultural tradition and light industry due to a lack of coal reserves. 554 The distance to Beijing gave Guangdong officials freedom from central scrutiny. Thousands of kilometres away from Beijing, Guangzhou traditionally is a region where “the heaven is high, and the emperor is far away” as an old Chinese adage says. Peng (2000), p. 157 555 Its development plan had three stages. First, it would reach an annual target of 15,000 light trucks. Second, the JV would raise output to 30,000 vehicles, adding the 505 model station wagon. Third, annual production of 50,000 units was envisaged including the 505 four-door sedan.
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received lower priority than SVW. Peugeot relied on the Chinese partner to do the political engineering and assumed that the GAIC would receive central approval soon. However, when GZP wanted to move into the second phase of its production (and start with the assembly of the 505 series), it did not have the permission yet. Unfortunately, the JV had been caught in an intra-governmental conflict. The foreign ministry MOFERT claimed the right to unilaterally approve the re-capitalization of the JV and felt that the State Council and the SPC did not need to act on the matter.556 As the controversy continued, GZP suffered from the delay in receiving the permission for higher production (including PC manufacturing). The central leaders wanted to maintain as much control as possible over the distant JV, and required municipal officials to do a kind of homage in lobbying for a greater number of import licences for the CKD-kits. Yet GZP enjoyed general goodwill among Beijing top officials. Among others, Zou Jiahua, who was the vice-minister of the State Council at the time, appeared to have been an ally to the JV to get central approval. Finally, MOFERT conceded that It could not approve the expansion plan, and, with higher certification, the JV entered its second manufacturing phase in May 1990.557 In the 1990s, market access was somehow dependent on the whim of Beijing bureaucrats as “Beijing played matchmaker between foreigners and local companies”. To produce cars in China, global carmakers first had to clear approval hurdles. According to the 1994 automotive policy, carmakers were required to first invest in the parts sector and transfer technology to the Chinese JV partner to qualify for the entry to China as fully-fledged participants in PC manufacturing. The Chinese authorities officially decided to freeze new licences for PC JVs until 1997. The aim of the freeze was to allow the components sector to grow, and thus be in a position to support the strict LC provisions of the new automotive manufacturing policy.558 In sum, gaining approval for local car production was a painful process that could take five years or more as the following cases illustrate.559 Tianjin Toyota’s market entry Toyota started to transfer technology to Tianjin Auto (TAIC) in 1984 to produce minibuses. The licence of the Daihatsu Charade model followed in 1986.560 Toyota was reluctant to produce vehicles in China before the country was admitted to the WTO,



556



MOFERT used the GZP controversy as a tool to assert its authority over JV development. MOFERT’s action should rather be seen in the context of a historical conflict between northern central government leaders and southern enterprises and politicians, with both parties seeking the maximum degree of independent policy-making ability. 557 Interviews No. 2, 7, 12, 20, 31 and Harwit (1995), pp. 115-130. 558 VDA (1994), p. 13. 559 Dunne (2000a). 560 Toyota bought a 50%-stake of Daihatsu in 1995. 561 By contrast, one Toyota executive reported that the municipal government of Tianjin did not want to form a JV with Toyota in the late 1980s due to patriotic reasons. TAIC aimed to develop and produce cars under its own brand. Therefore, TAIC only bought the technology from Daihatsu to
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but changed its investment strategy in the mid-1990s.561 Like GM and Ford, Toyota applied for the Shanghai project with SAIC but because of the strong Yen and doubts about its commitment Toyota lost out to the Americans. Since 1995 Japan’s biggest carmaker has courted TAIC for a car JV. The importance of TAIC to Toyota’s China plans grew even greater, as Toyota lost the deal in Shanghai. (Therefore, Toyota raised its stake in Daihatsu from 17% to 33.4% in September 1995.) It also opened a ‘technical assistance centre’ and hastily formed ten components JVs in Tianjin. In early 1994, the Japanese carmaker saw it as one of its main tasks to help bringing production at TAIC up to 150,000 Charade cars annually in two or three years, thereby helping the company qualify as one of the key automotive producers under the new policy that required a minimum production level. Until 1998 the TLA between TAIC and Daihatsu was not even approved.562 When Toyota and TAIC agreed to set up a JV to produce Corollas, Tianjin’s influential mayor lobbied for the authorization of the “wild venture” which was a prerequisite to transform the TLA into a manufacturing JV. The JV was officially announced in March 2000. SGM’s market entry In an effort to meet the increasing demand for more upmarket sedans, SAIC was looking for a second JV partner, aside from VW. SAIC was courted by almost two handfuls of candidates; with Toyota, Ford, GM and Mazda as the most likely aspirants. In due time it became evident that the major contenders for the mini-van and passenger car project in Shanghai would be Ford and GM.563 To gain the upper hand in this bidding race, Ford unveiled a modified Ford Taurus prototype for the Chinese market. To improve its profile, GM, in partnership with tertiary institutions, helped fund technology institutes, and GM’s part division set up or was negotiating a total of 22 components JVs in China totalling more than USD 250 mn.564 GM and Ford were in a neck-and-neck competition, but after two years, SAIC chose GM. Delphi’s heavy commitment to the component sector eventually resulted in GM being chosen to set up the JV with SAIC. In November 1995, GM and SAIC signed a letter of intent to build mid-sized cars and mini-vans. Poor timing was the main reason why GM found itself so exposed to the “whims of Chinese policy.” Had GM entered China



further improve it. As Tianjin Daihatsu was loosing market share since 1996, the Chinese carmaker had to admit its failure to develop cars without foreign help, and therefore addressed Toyota to finally set up a JV. Interview No. 33 and EIU-ASC (1997), p. 92; EIU-MBAP (1Q1998), pp. 42-57. 562 The Charade was the cheapest car of its segment and popular among “customers with small wallets”, especially taxi fleets. The government therefore tolerated the unauthorized co-operation with Daihatsu to further provide the taxi market with cheap cars. Interviews No. 10, 12, 33. 563 The fact that an American carmaker should win the JV contract was a political decision, which was taken on the highest political levels between China and the USA. The major reasons were probably the growing American trade deficit and the forthcoming WTO entry of China. Moreover, American carmakers were underrepresented in China. Except for BJC, only European and Japanese carmakers had been awarded with JV contracts in the past. Interviews No. 13, 14. 564 Kerwin (15.06.1997).
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15 years before, when the country was looking for foreign investment, it could have had “a sweet deal” such as VW. Thus, GM paid dearly for the Shanghai licence, outbidding Ford because it thought the window was closing.565 GZH’s market entry Like Toyota, Honda had failed to enter the Chinese market several times. When Peugeot chose to divest its 22%-stake in GZP, Honda saw its last chance to partner up with an acceptable Chinese carmaker. The partnership with GAIC would also have the advantage that the PC manufacturing licence already existed, which meant an enormous time saving for the implementation of the project.566 However, GAIC also received offers from BMW, Hyundai, and GM. Although GM got the Shanghai deal, it wanted to expand its presence in China by manufacturing Opel cars. Yet Honda outbid all competitors and finally won the contract.567 Changan Ford’s market entry Ford missed out its chance to enter when the Chinese government addressed the carmaker in the early 1980s. Later, when Ford managers saw the bulks of Santanas on China’s roads, the decision to retreat from the SVW project was deeply regretted.568 Ford’s interest in China was revived when the Chinese government announced new projects in the early 1990s. As requested by the Chinese government, Ford had invested USD 50 mn in seven parts JVs until 1995 to show its commitment to China.569 The fact that Ford lost to GM in the competition to open the car plant in Shanghai underpinned the partnership of Ford with Jiangling Motors. Thus, Ford increased its stake in Jiangling Motors from 20% to 30% through stockmarket operations.570 (Ford planned to produce minibuses with Jiangling.) To counterbalance its relative failure in China, Ford also took additional measures in other markets in the Asian region. Yet in 2001 Ford finally succeeded in forming a PC
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Critics of the SGM project believe that GM’s investment was too high under the given market conditions and the product inappropriate for the Chinese market. The high demand of the Buick model was explained by a temporary pent-up demand that is typical for such kind of vehicles at the beginning. Originally, GM had planned to enter the market with a small car like the SAIL, however, the Chinese government insisted on a mid-sized car in a price range of CHY 300,000-400,000. The mini-van was mainly introduced to reach a higher production scale on the same platforms. Interviews No. 24, 25, 37 and EIU (01.05.1999). 566 The Guangzhou Honda project was not a new car project, but an existing project in which the foreign partner was merely replaced. 567 GZP’s former President De Montgolfier came back at the request of the Chinese side as Senior Advisor of Guangzhou Peugeot in 1995. When it became certain that Peugeot would leave China, he suggested that Honda with a product like the Accord would be the most appropriate successor to Peugeot. Interview No. 31 and EIU (01.05.1999). 568 Interview No. 24. 569 Kerwin (15.06.1997). 570 According to the Chinese law, Ford was not allowed to acquire a share higher than 30% in Jiangling through stock purchases.
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JV with Changan Automobile Group with which Ford had already set up some part and component JVs. The JV plans to start production of one of Ford’s European small cars in Chongqing in 2003.571 Evaluation In the past, the Brazilian government decided on what carmaker could enter the market. It was less a question of whether to get in or not, though the GEIA group wanted to make the carmakers believe that, but rather on what terms. (The cases of Ford and GM indicate that the entry requirements grew over time.) The interviews suggest that later entrants were burdened with the cost for additional concessions and opportunity costs until the second generation of followers.572 The Brazilian examples have shown that it took the early followers between five to ten years until the firms could enter the market. Yet, since Brazil has turned away from a centrally co-ordinated automotive policy, the federal government does not decide on firm entry any more, but the market itself does. The choice of a potential carmaker to enter the market by car imports or local production has markedly reduced the market entry barriers to the newcomers. The results of the questionnaire survey indicate that this proposition has virtually lost its relevance today. In China the pioneers faced fewer difficulties to gain permission to enter the market than later entrants did, because there have been more foreign applicants than local partners available to JVs since the early 1990s. Moreover, the requirements to enter the sector have become tougher. (“First part manufacturing, then car manufacturing.”) Some later entrants had to wait for several years until they finally could start PC production (e.g. Ford). Nonetheless, this pioneer advantage is expected to be eroded when WTO agreements become effective (lower import tariffs, more control of foreign capital, etc.). The central government is already giving local car companies more latitude in finding foreign partners. Chinese carmakers now can forge their own ties and then go to Beijing for approval. It might even be possible that this pioneer advantage turns out to become a follower advantage if WFOEs will be allowed in the Chinese automotive industry one day.573 Country
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553 553
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Not imp.



Ö



≤2 46.2% 23.1%



3 15.4% 30.8%



Very imp.



≥4 38.5% 46.2%



Suzuki, Changan’s first foreign partner, tried to lobby against the co-operation. However, the mayor of Chongqing, Bao Xuding, who was the former minister of the MMI in charge of the country’s automotive and motorcycle sectors wanted to make use of the existing facilities in Chongqing to further boost the area’s automotive industry. Thus, he pressed for the project with Ford. Interview No. 33 and Xinhua News (26.04.2001); CBU (2000), p. 2. 572 The opportunity costs include the chance to develop the market in one’s favour and gain market leadership as VW did. Interviews No. 43, 44, 45, 86, 88, 91. 573 In this case, followers might be favoured as they do not have to co-operate with a Chinese partner any more provided that the incumbents need some time to buy out their local JV partners.
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 Lower entry requirements of pioneers: a national government makes more concessions to pioneers as it is difficult to find carmakers that volunteer to develop a national automotive industry more or less from scratch. Later entrants have to meet higher entry requirements.



 Lobby of the pioneers: the incumbents will lobby against new entries to protect their investments.



 Long period of market protection: the longer the market closure against car imports and new entry, the higher the pioneer advantage.



 Scarcity of local partners: pioneers are favoured if fewer local partners with a production licence are available than foreign candidates (provided that foreign carmakers are required to partner up with a local firm). The more competition among the potential foreign newcomers, the bigger the advantage of the first-movers.



 Ineffective partner occupation.  Market deregulation: reduction of import barriers makes an entry mode via car imports more reasonable.



 Unstable economic and political conditions: potential followers are less interested in entering a market with an unfavourable investment climate. Proposition 8: Choice of Best Suppliers A PIONEER can choose and occupy the best component suppliers whereas the next entrant can only choose the second best ones. Brazilian data In Brazil, the supplier base in the 1950s produced just basic parts. Because of Kubitschek’s ambitious target plan the pioneers had to localize their products rapidly. They could source only less demanding parts locally (maximum LC of around 2530%). However, they had to produce the model-specific parts on their own (e.g. motor block, stamping parts). Consequently, part production became highly integrated into car manufacturing.574 Because of the small market size pioneers like VW had problems to attract home suppliers to follow them to Brazil (follow-sourcing). Only when the market exceeded the 100,000-mark and the American carmakers prepared car production in the mid-1960s the number of Brazilian suppliers increased rapidly.575 A study from the University of São Paulo in 1967 revealed that 80% of SMEs in the sector had little or no previous experience appropriate for operating a company.576 VW, GM, and Ford played a decisive role in developing today’s supplier base around São Paulo, which has favoured the later entrants.



574



“A carmaker’s production process started with the iron for the body and continued until a car was ready for sale.” Interviews No. 44, 91. 575 GM, Ford, and Mercedes-Benz have been the big CV producers since the late 1950s. 576 Only 29% of owners had obtained a college degree, 34% had completed secondary school education, and a mere 37% had attended technical courses. Posthuma (1991), p. 47.
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In China, the pioneers were burdened with developing their supplier networks from scratch as well. Because of the low capabilities of local part producers the pioneers mainly assembled CKD-kits in the first years of their operations and later became highly verticalized when the Chinese government pressed for increasing localization. They also urged home suppliers to locate in China to meet their LC goals. The development of the Chinese suppliers was complicated, because the pioneer JVs were obliged to source a considerable share of parts from the group suppliers of the Chinese partner577 or from suppliers that were selected by the central or the local government respectively.578 (The most heavily protected of all Chinese vehicles was probably the Tianjin Charade that has been produced under licence, with most components sourced within the province.) Unfortunately, these suppliers were often not the first choice in terms of quality, price, and service. In many cases, suppliers were selected because of political interests (e.g. regionalism), personal connections (“guanxi”), or bribery. The interviews revealed that all of the early entrants had this problem. Even today, the incumbents are still caught in the old, inscrutable structures. In contrast, firms like SGM, GZH, and Tianjin Toyota source their parts based on performance considerations.579 They usually buy major aggregates from their own JVs, which had to be established as “an entry ticket” (e.g. JVs of Visteon or Delphi).580 Evaluation In mature markets, it can be assumed that a pioneer can chose among existing suppliers of a similar product category. In contrast, the pioneers cannot chose the best suppliers in EMs because there virtually exists no supplier base at the birth of the national automotive industry.581 Thus, pioneers have to develop their supply networks from scratch, often at enormous cost. In both investigated countries, the supplier pool was initially very small and it products of a poor quality. Later, when the incumbents developed their suppliers, they could not isolate them effectively against new entrants, as exclusive supplier contracts were uncommon.582 The latecomers could therefore free-ride on the pioneers’ efforts by contracting some suppliers trained by the pioneers.583 Thus, followers have actually a bigger choice of suppliers. 577



For example, according to the JV contract BJC had to buy at minimum of 30% of its total purchasing volume from BAIC suppliers. In 2000, BJC bought 41% of its total purchasing volume from 64 BAIC suppliers that represent 19% of BJC’s suppliers. Interview No. 15. 578 The central government determined major part suppliers (e.g. shock absorbers, tyres, and brakes), while the local governments determined minor part suppliers (e.g. windows, seats, and cockpits). 579 E.g. 70% of SGM’s suppliers are linked to SAIC. However, 75% of them are foreign-invested JVs (e.g. with Delphi or Valeo) and only 25% are 100%-owned by SAIC. Interviews No. 25, 35. 580 Interviews No. 1, 3, 8, 20, 22, 23, 24, 25, 33, 36, 41 and DRI (1998), p. 155. 581 See also Houdard (1998), p.104. 582 Only in the early days, pioneers provided local suppliers with long-term and single-source contracts to guarantee sufficient production volumes. However, having captive suppliers is not in the interest of a carmaker because of the supplier’s dependency on the carmaker. Interviews No. 45, 58, 93. 583 See ‘Proposition 21: Contracting Qualified Suppliers’.
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These findings suggest that this proposition cannot be applied to Brazil and China. The pioneer advantage consists rather in the head start of having a developed domestic supplier network resulting in a cost advantage.584 However, the interviews revealed that later entrants need less time to develop their supply networks.585 Country



Type Cost adv.
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– –
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≤2 57.1% 58.3%



3 35.7% 41.7%



Very imp.



≥4 7.1% 0.0%



Proposition 9: Choice of Best Distributors A PIONEER can choose and occupy the best existing distribution channels. A first-mover may pick the best dealers, while followers must accept the second best, train new dealers or persuade the first-mover’s dealers to shift or divide loyalties.586 Brazilian data It is not possible to evaluate to what extent the pioneers could benefit from this advantage compared to the first generation of followers. Only few sources could be found that describe the development of the dealer networks of the four incumbents. Yet it can be expected that the pioneers probably had to build up their sales networks from zero in the mid-1950s. In contrast, the three early followers already had extensive sales networks based on existing CV operations that had been set up before or through the acquisition of existing operations. (CV production exceeded PC output until the early 1960s). Thus, Ford, GM, and Chrysler had probably few problems to find capable dealers when they entered the PC business.587 However, when Fiat entered the market in 1976, the Italian carmaker reportedly faced many problems with the establishment of its dealer network in the initial phase. According to Fiat sources, most of the qualified dealers had already been grasped by the incumbents. (The incentive to change flag was low for dealers as they could earn higher margins by selling cars of the incumbents while facing a lower risk). Moreover, the Big Three pursued a strict policy of exclusive sales channels, which made it very difficult to persuade the incumbents’ dealers to divide loyalties. Within its first year, Fiat contracted around 80 dealers in 1967. When domestic sales amounted to 63,000 cars in the next year and exceeded the 100,000-mark after the third year Fiat rapidly had to expand its sales force. Yet there were not enough qualified dealers available. Most of the dealers had the necessary investment to establish a dealership, but lacked in selling experience. The development of Fiat’s dealer network was described as “chaotic” in the interviews. Within a short period Fiat earned a



584



Apart from having a higher localization rate, incumbents have well-established relationships to domestic suppliers and more bargaining power due to higher volumes. Interviews No. 43, 45. 585 See ‘Proposition 2: Product Localization’. 586 Porter (1998b), p. 187. 587 Interview No. 69.
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reputation of being a provider of bad services. This image persisted for many years and was, apart from quality problems, Fiat’s major headache.588 Because of the intensified competition after the market opening in 1990, the existence of entrepreneurs with various dealerships serving different brands has become widely accepted by all carmakers (so-called dealer groups). The fact that newcomers can contract dealers that previously sold (or still sell) cars for the incumbents, while nominating new dealers that better meet their service requirements, eliminates this pioneer advantage or even turns it to a follower advantage as newcomers can free-ride on the pioneer’s effort to train their dealers.589 Nevertheless, the major pioneer advantage is that the incumbents have extensive sales and service networks that cover all parts of Brazil and provide the customers rapidly with cars and parts.590 Chinese data The pioneers could benefit from this pioneer advantage only to a small extent because of the prevailing conditions (see also section 5.2.6):591 ƒ Pioneers had no choice in terms of distribution channels as the Chinese partner was in charge of it; the JVs primarily had a production function. The old distribution networks served the only purpose to distribute cars from the plant to the recipient. ƒ As there were only few channels in the 1980s, they were shared by different carmakers. Only in the early 1990s, each big Chinese carmaker developed its individual distribution network (e.g., FAW, SAIC, Dongfeng). At the time, the retail level could not directly be controlled, but only via the distributors (as the distributors chose the retailers). ƒ Although the legal environment has improved, the incumbents like BJC or SVW, but also early followers like FAW-VW (Jetta network) are still tied up to the distribution networks of their Chinese partners. These networks, which were rarely developed on performance-based criteria, are difficult to modernize by the JV, because of the old structures and the local partner’s fear to lose control. The first carmakers that actually choose their dealerships on their own are recent newcomers such as GZH or SGM. One half of their dealer networks usually consists of the best dealers of the Chinese parent’s sales network; the other half was found on the market by the JV itself. Evaluation In Brazil, this pre-emptive advantage was relevant only until the second generation of followers. Concerning the duration, it took Fiat a while until it had developed a dealer network that was comparable to those of the incumbents. However, later entrants 588



Interviews No. 69, 71, 77. See ‘Proposition 22: Contracting Qualified Dealers’. 590 Interviews No. 43, 72, 75, 76. 591 Interviews No. 18, 19, 23. 589
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could already contract experienced dealers (mostly dealer groups) or they developed more efficient dealers themselves. The high rate of low evaluations in Brazil indicates the irrelevance of this proposition today. In China, little evidence could be found for the existence of this OEA, mainly because of the lack of information about the former distribution system. Nonetheless, the interviews and the questionnaire survey support its existence on a small-scale. Country
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≤2 42.9% 33.3%



3 7.1% 50.0%



Very imp.



≥4 50.0% 16.7%



Major influence factors



 Availability of potential investors that are also qualified for selling cars.  Effective occupation of exclusive dealers.  Sales responsibility of pioneer: if the pioneer does not have the sales rights, it cannot make use of this pioneer opportunity.



 Protected market: the dealers of the incumbents are probably unwilling to change flag or invest in a new dealership for an unknown brand as long as it is more profitable and secure to sell cars for an incumbent.



 Lack of potential dealers: if the market is already grasped by the pioneers, followers have to develop dealers on their own, which is time-consuming and costly.



 Necessary dealer training: pioneers usually need to train their dealers. The more training still necessary, the lower the pioneers’ advantage.



 Intensifying competition: willingness of dealers to change flag increases with intensifying competition as the newcomers will offer attractive incentives to the dealers to make them desert the incumbents.



 Emergence of new sales channels: the emergence of new sales channels (e.g. Internet) enables newcomers to partly substitute for traditional sales channels.



 Emergence of multi-brand channels.  Dealer groups: by contracting dealer groups a newcomer can develop its sales force more rapidly and efficiently than with single stand-alone dealerships. Proposition 10: Early Profits A PIONEER enjoys high profit margins due to the quasi-monopolistic market structure and can therefore realize early profits. In mature markets, a pioneer can initially pursue a profit-maximizing strategy by determining the optimal price and production volume due to a lack of competition. However, new entrants will follow soon and create competition. In EMs, on the other hand, a pioneer is usually protected through high market entry barriers imposed by the host governments; but it is also restricted by domestic regulations (e.g. price controls, fixed production volumes, high tariffs on imported parts). Based on the
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research in Brazil and China, the life cycle of this pioneer advantage can be described by three sequential stages, which can also overlap: (1) The market is protected and the monopolistic/oligopolistic market structure allows the pioneers to realize high profit margins (even with antiquated products) despite price controls or production quotas. (2) The market is gradually deregulated. Competition intensifies due to car imports or new entrants. The incumbents can still dictate the prices as they have a cost advantage (due to scale economies and a higher LC rate), however, the price reductions increasingly squeezes their profit margins. (3) The incumbents need to substitute their old products as customers demand more modern cars. In the meantime, the newcomers have also raised their LC levels and increased their market share. Thus, the cost advantage of the incumbents gradually fades away. On the other hand, domestic prices come down to global price levels. As a result, the gap between the pioneers’ and the newcomers’ profit margins closes in the course of time. The Brazilian automotive industry entered the second stage in the early 1990s and is likely to pass over to the third one soon. (An indicator of this are the announced product launches of virtually all carmakers.) China is still largely in the first stage, but the implementation of WTO rules in the mid-2000s will be a major driver to move China into the second stage. Brazilian data During the Kubitschek administration, the pioneers were still free in pricing, but faced low demand. (Until 1963 the total PC market remained below the 100,000 unitsmark.) In the mid-1960s price controls were introduced under the military regime (and kept until the late 1980s). Prices were set on a cost plus profit basis and subject to negotiations between the respective carmaker and the government. The imposition of price controls meant that firms could no longer pass along all of their costs to their customers. (In contrast to China, Brazilian carmakers were allowed to reduce prices, but not to increase them.) Prices were usually adapted to compensate inflation and cost increases, whereas the profit margins were kept quite stable. Thus, carmakers became more concerned with increasing market share. Despite the increased concentration of the industry in the late 1960s, the small market was still too fragmented to allow any one carmaker to reach optimum levels of production. However, by influencing factor costs, maintaining protection, and limiting new entry, the government ensured that high costs did not necessarily translate into low profits. Despite the protests of the incumbents, Fiat entered the market in 1976, and disturbed the peaceful oligopoly of the Big Three. Yet the newcomer was still not enough stimulus to reduce the prices markedly. The galloping inflation and the fear of
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price wars made the carmakers “behave like a price cartel”, resulting in a peaceful coexistence of the three carmakers (Autolatina, GM, and Fiat) until the late 1980s.592 The situation changed in the early 1990s, when car imports and new entrants caused intensive competition, particularly among the incumbents. (Imports amounted to 21.4% of total PC sales in 1995.) The prices were dictated by the “Big Four” as they offered cars at the lowest prices. However, cost decreases had to be transferred to the customer to undersell the existing competitors and deter new entries. As the newcomers could only passively react to the prices of the incumbents, particularly in the price-sensitive popular car segment, they tried to gain a differentiation advantage through offering more modern models with new features (e.g. Renault Clio, Peugeot 206, Honda Civic, Toyota Corolla) and thereby forced the incumbents to upgrade their products or import current models as well.593 Chinese data In the early automotive days, the government determined the production targets and the budget of the pioneer JVs. (Cars were distributed independently by state-owned channels). Nevertheless, JVs like SVW and BJC could enjoy levels of profitability not seen anywhere else at the time.594 Later, when the Chinese JV partners developed their own distribution networks, prices were set by the pricing bureau.595 Until the mid-1990s, the Chinese government pursued a high pricing policy. PCs were considered luxury goods and their price levels were kept artificially high to increase tax revenue.596 In recent years, however, the procedure has become little more than a formality.597 Since the mid-1990s, carmakers have been gradually reducing their prices in order to compete against anticipated foreign entries. Over-capacities and increasing competition resulted in price cuts of 20-34% during the second half of the 1990s and drastically squeezed the profit margins of Chinese carmakers.598 Despite the recent price cuts some incumbents have still considerable price margins as the example of SVW illustrates. In 1994 a standard model of the Santana was sold for around CHY 170,000, and six years later, for only CHY 115,000. (The face-lifted Santana 2000 cost CHY 180,000.) According to VW sources, SVW would
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As a result, Brazilian car prices remained relatively high compared to European price standards. The major obstacles that made Brazilian exports unprofitable were the overvalued exchange rate and the enormous uncertainty of Brazil’s economy. In the case of Fiat, exports were only made feasible by BEFIEX incentives. Shapiro (1994) pp. 129, 226-229. 593 Interviews No. 43, 45, 59, 60, 76, 82, 83, 86, 93. 594 According to a BJC executive, “it was a paradise at the end of the 1980s. Under the plan-economy you were told how many cars should be produced in the next year and at what price. So, one could already calculate the profits at the beginning of the year.” Interviews No. 2, 6, 31 and Mann (1989). 595 The government pursued a pricing system that was mainly dependent on the engine size. Each price cut had to be approved to avoid that other carmakers did not get into the red. Interview No. 16. 596 Thus, domestic retail prices exceeded international prices often by 50% or more. Interview No. 18. 597 Since 2001 the Chinese government has allowed local carmakers to price their vehicles themselves, without government approval. Interviews No. 34, 37. 598 See Table 9.19-1 in the appendix. See also CAC (2000), p. 23.
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still made profits even if a Santana was sold for only CHY 100,000.599 Yet newcomers such as SGM or GZH also benefit from the high price level of domestic cars. For example, GZH earns a net profit of over USD 3,000 for each Honda sold; i.e. three times the net profit of a comparable U.S. model.600 With regard to the drastic reduction of import barriers due to China’s entry into the WTO, prices of locally-made cars will continue to drop as well to remain competitive against the expected wave of car imports. Evaluation The findings suggest that the pioneers face only low demand, but enjoy high profit margins as long as the market has an oligopolistic structure. (Thus, pioneers tend to amortize their investments via high margins, whereas later followers need to regain their investments rather via high sales volumes at smaller margins.) Moreover, the interviews and the questionnaire survey indicate that this differentiation advantage has been almost equally important in Brazil and China. Many interviewees in Brazil pointed out that it had been important until the early 1990s, whereas the Chinese interviews emphasized that it has been important until quite recently; but it is losing relevance due to intensifying competition. Country
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≤2 15.4% 0.0%



3 15.4% 30.8%



Very Imp.



≥4 69.2% 69.2%



Major influence factors



 Protected monopolistic/oligopolistic market structure: a market that allows high profit margins attracts new entrants. However, as long as the market is effectively closed against new entry, the incumbents can peacefully coexist.



 Small number of pioneers: the fewer competitors, the higher the probable market share of each pioneer and the higher the early profits.



 Long lead-time: the cumulative early profits of the pioneers increase with a longer period of lead.



 Price controls coupled with production quotas or low demand: the pioneer can only maximize its profits by promoting sales or lobbying for higher production quotas.



 Price control coupled with cost increases or inflation: the pioneer cannot simply transfer its cost to the customer, but has to negotiate with the government for an increase of the retail price.



 Deregulation of the market: lowered market entry barriers cause new entries or increasing car imports. Consequently, competition grows and reduces profit margins.



599 600



CHY 8.3 equalled USD 1 at the time. Interviews No. 3, 13 and Gao (2001).
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6.1.3 Technological Factors Proposition 11: Product & Process Innovations A PIONEER is in the position to stay at the forefront of technology and has consistently better products than later entrants due to its technological head start together with continuous improvement in product & process technology. In EMs the technological lead of a pioneer might for a short period consist of the knowledge of adapting cars to local conditions (localization, domestic supplier base, road conditions, fuel quality, climate, customers’ preferences, etc.). The fundamental engineering technologies, however, are transferred from outside, i.e. from the carmaker’s home markets. Although the introduction of some features still requires further R&D, the process of adoption is generally less troublesome. Therefore, Real R&D activities (in the sense of platform engineering) have not been carried out in China or Brazil so far.601 Pioneers tend to introduce outdated models in EMs to meet the local requirements and minimize the risks connected with the unknown terrain. Once the production facilities are set up, a pioneer seeks to avoid product upgrades in order to milk its investment.602 This product strategy is encouraged by the conditions prevailing in a protected market where pioneers face little competition and are thus not urged to cannibalize their antiquated products. For example, VW do Brasil produced the Fusca for more than three decades. Similarly, SVW has sold the Santana for almost two decades already. If a follower has overcome the hurdles of market entry, it will probably launch newer products to differentiate from the incumbents. In China, e.g., the most updated models are offered by followers such as SGM, GZH, and FAW-VW. In terms of process technology, followers usually apply more current production technologies as well. In Brazil, e.g., Fiat was the first carmaker that integrated the revolutionary Japanese production concepts.603 On the other hand, the pioneers can modernize their plants or build additional, modern plants as well. For example, VW’s Ipiranga plant is probably the oldest car plant in Brazil, while VW built a state-of-the-art plant in Curitiba to produce the Audi A3 and the VW Golf. Similar examples are GM and Ford. These cases demonstrate that generalizing technological leadership merely based on the order-of-entry is unwise; additionally, a plant-specific analysis is necessary. Competition as a result of market deregulation is the major driver of technical progress in previously protected markets. In the case of Brazil, the automotive sector technologically advanced most since the market opening in 1990. For the first time,
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In Brazil, some cars were developed locally such as the Fiat Palio, the sedan version of the GM Corsa, the VW Brasilia, the VW Gol, the Ford Delrey, and the Ford Corcel II. Nevertheless, these models were based on existing platforms and used engine technology or design capabilities from the carmakers’ home markets. Interviews No. 3, 4, 24, 29, 34, 37, 42, 63, 67, 74, 76, 77, 81, 83, 89 and EIU-ASSA & AmeriCar (1997), p. 221; Da Fonseca (1996), p. 74. 602 See ‘Proposition 24: Incumbent’s Inertia’. 603 Interviews No. 69, 77.



160



Discussion



Brazilian customers got access to state-of-the-art cars through car imports.604 While customers had the choice of 25 models from 5 brands in 1990, they had the ordeal of choice of approx. 400 models from 30 brands in 2000. Particularly newcomers from France and Japan used car imports as entry mode and thereby forced the incumbents to upgrade their product portfolios accordingly (either by locally producing more current models or by importing models, too). For example, Honda truly roused the incumbents from their sleep when it launched the Civic and the Accord in 1992. Suddenly, customers could get “much more car for their money” as Honda equipped its models with features that could be only found in luxury cars before.605 Similarly, the technological standards of cars are expected to improve with the implementation of the WTO rules in China as well. Competition will intensify due to the reduction of import tariffs and will force local carmakers to modernize their local product portfolios. In summary, this proposition cannot be applied to Brazil or China, because pioneers do not appear to strive for technological leadership to the same extent as they do in the their home markets. This finding is strongly supported by the result of the questionnaire survey. Country
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≤2 84.6% 63.6%



3 15.4% 18.2%



Very imp.



≥4 0.0% 18.2%



Proposition 12: Market Knowledge A PIONEER has a better market knowledge due to its head start. The pioneer already knows the rules of the game when a follower enters the market. Country-specific market know-how can be divided into tangible or intangible knowledge. Tangible knowledge refers to areas like development of local staff, supplier development, product adaptation, sales network development, marketing (e.g., advertising, product selection, pricing606), development of local strategies607, etc. Intangible knowledge comprises all kinds of management skills that are required
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One interviewee estimates that a number of 100,000 cars is enough to wake up a market from its sleep and make customers aware of global product standards in terms of product design, quality and product features. In 1995, car imports grew from 152,000 to more than 300,000 units representing more than 23% of total PC production. Interview No. 45. 605 Interviews No. 43, 52, 93. 606 For example, “In the past, GM managers believed that the market share can be increased by reducing the price, but this did not work in China. There, customers evaluate a car according to its price. The more expensive, the better.” Interviews No. 25, 26. 607 “You can make better forecasts if you are already in the market.” For example, Chrysler in Campo Largo (LCV) and MB in Juiz de Fora developed a good market entry strategy, but failed to develop also an appropriate, realistic worst-case scenario. This turned out to be a massive mistake. Chrysler has already closed its plant and DC is thinking about replacing the A class by a smaller car of one of its other brands. Interview No. 76 and Lee (1999), pp. 38-39.
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in the country-specific context608 such as cross-cultural management know-how and political engineering skills609. When a follower enters the market, it usually lacks in both types of knowledge. However, tangible knowledge can be obtained within a relatively short time, while intangible knowledge has to be acquired by each firm from nearly zero, as it is hard to transfer.610 Figure 6.1-1: The market knowledge gap between a pioneer and a follower Market knowledge



Maximally obtainable know-how



Know-how gap



Follower’s know-how



Pioneer’s know-how



Time



Lead time Pioneer’s market entry



Follower’s market entry



Figure 6.1-1 was developed on the basis of the interviews that mainly revealed the following findings: ƒ A pioneer is clearly advantaged by its lead-time to get to know the unknown terrain. ƒ The automotive environment is not static. Therefore, the maximally obtainable market knowledge grows over time as well. ƒ A follower starts on a higher level of market knowledge than the pioneer does. ƒ The learning curve of the follower is substantially steeper than that of the pioneer. This helps the follower to close its knowledge deficit faster. The two latter assumptions can be explained by several reasons: (1) A follower does not need to gather all market data on its own any more. It can use external sources that were not available yet when the pioneers entered the
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For example, a PSA executive stated that “in a country like Brazil, a manager should reckon with everything. European managers are used to follow stable rules. Being flexible was an important lesson that the French newcomers had to learn in Brazil.” Interviews No. 81, 86. 609 For example, in the Chinese environment, newcomers have to learn the ‘art of networking’ (guanxi) and how to deal with the government and the local partner. Moreover, they have to get familiar with country-specific peculiarities in negotiations. 610 Interviews No. 2, 18, 43, 25, 45, 59, 86.
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market.611 It can be assumed that the later a follower enters the market, the more market information is available. (2) A follower can learn from the pioneers’ moves. (3) The followers can employ local managers that are experienced in automotive affairs and therefore buy in market experience. (4) The emerging market environment gradually approaches Western market conditions and therefore becomes easier to understand for new entrants.612 Evaluation The interviews and the questionnaire survey supported the relevance of this pioneer advantage in both countries. The interviewees’ estimates for the period until the know-how gap between an incumbent and a follower is closed range between five to eight years. Yet, the duration of this OEA becomes smaller with a maturing market, i.e. the knowledge gap between the first generation of followers and the pioneers is probably bigger than the knowledge gap between the third generation of followers and the incumbents. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



531 531



551 551
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≤2 7.1% 15.4%



3 28.6% 23.1%



Very imp.



≥4 64.3% 61.5%



Major influence factors



 Unknown business environment to foreign carmakers.  Head start of the pioneer: the pioneer has more time to gather market experience.  Environmental changes: as the automotive environment is dynamic the necessary market knowledge changes over time as well. This implies that some of the pioneer’s knowledge might become obsolete as a result of new environmental conditions.



 Similar cultural background of the follower: the pioneer advantage based on a head start of market knowledge is smaller if, e.g., a Japanese carmaker enters the Chinese market as follower.



 Frequent replacement of the pioneer’s top management: particularly intangible knowledge gets lost with frequent changes of the top management.



 Early localization of the follower’s middle management: the latter can be seen as the managerial “backbone” of a carmaker. The earlier a follower fills these positions with experienced local managers, the smaller the outflow of knowledge through the regular fluctuation of expatriates.613



611



These sources include industry reports, professional data banks, consultants, embassies, private trade associations, etc. 612 For example, the automotive environment in China appears to be more “logical” to the later entrants today than it did to the pioneers in the past as doing business in a plan-economic environment was sometimes hard to understand for Westerners. Interviews No. 2, 23, 79, 82, 83. 613 The assignments of expatriates usually expire after three to four years.
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 Market deregulation: a more liberalized automotive industry with uniform rules makes political engineering skills less relevant.



 Pioneer’s self-deception: a long market presence and a great deal of experience might lull the incumbent into a false sense of security. The pioneer might rest on its laurels, and therefore fail to respond to major changes in time. 6.1.4 Behavioural Factors Proposition 13: Information & Experience Asymmetries A PIONEER can establish a good product image that is transferred to following models and results in a high degree of brand loyalty. The pioneer’s brand becomes a standard against which later entrants are rationally judged. Brazilian data Among Brazilian carmakers, the pioneer VW and the early follower GM are the most popular brands in Brazil. Based on a market study of AT Kearney, customers are willing to pay a surplus of BRL 2,000 for a VW car and BRL 1,000 for a GM car compared to cars from Fiat or Ford.614 Three other studies whose results are presented in Table 6.1-13 produce similar findings. Table 6.1-13: Brand preferences of new car buyers in Brazil615 Brand



VW (Audi) GM Ford Fiat MB Peugeot Citroen Honda Toyota Renault Don’t know Others



Entry cluster



Brand preference (general)



Brand preference (med. cars)



Brand preference (pop. cars)



Intention of brand purchase (popular cars)



Pioneer 1 gen. fol. 1st gen. fol. 2nd gen. fol. 3rd gen. fol. 3rd gen. fol. 3rd gen. fol. 3rd gen. fol. 3rd gen. fol. 3rd gen. fol.



22% (9%) 32% 6% 8% 14% – – 3% 2% 1% – 12%



27% (18%) 28% 1% 6% 18% – 1% 4% 3% 2% – 10%



24% 19% 7% 10% 11% 1% – 2% 3% 3% 9% 11%



27% 27% 8% 15% 1% 1% – – – 3% 8% 10%



st



Over more than four decades of market presence, VW has built up a leading image as a manufacturer of reliable cars.616 Moreover, VW is favoured by the emotionality of 614 615



The study is based on an interview survey carried out by AT Kearney in 1997. Interview No. 45. The general study on brand preference was carried out by NCBS with a sample of 1517 persons in 1999. The popular car study and the medium car study were carried out with 1,874 and 1,961 potential buyers respectively. They were conducted by Research International during Apr-Oct 2000, and supported by Fiat, Ford, GM, MB, PSA, Renault, and VW. It is important to note that the car preference does not necessarily result in a real car purchase as can be seen in the case of Fiat and MB (see popular car study). Although Fiat is criticized for the frequent necessity of repairs and expensive maintenance, many customers still buy a Fiat, because of its low price. On the other hand, many customers would like to buy a Mercedes, but simply cannot afford it.
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Brazilian car buyers. Several interviewees pointed out that particularly older customers are emotionally attached to VW because of VW’s long market presence.617 For example, the Fuscinho (pet name for the Beetle) is an indelible part of the Brazilian automotive history; many Brazilians associate many memories with this car. VW used this emotional connection also in its recent advertising campaign with the slogan “You know it, you trust it.” Yet, though VW has the most valuable brand in Brazil, the pioneer has lost some of its credibility as manufacturer of modern cars. In the past, VW developed models especially for the Brazilian market that strengthened its reputation (e.g., Variant, Brasilia, or Gol). However, this former product strategy rather harms VW’s image today, because local models are associated with lower-level technology compared to European models. Except for two new locally-made models (VW Golf and Audi A3) and the imported cars (Passat, Polo), VW’s product portfolio largely consists of aged products that have given VW’s image a “dusty touch” during the last decade. This is the reason why new products like the Golf and the A3 are considered less sophisticated than they actually are.618 Simca is an example where a pioneer gained a bad reputation in terms of product quality from the beginning. The carmaker made little effort to localize parts as scheduled according to Kubitschek’s plan in the late 1950s. As GEIA pressured Simca to increase its LC rate, the carmaker scrounged for locally-manufactured parts and earned a reputation for poor quality that persisted for the rest of Simca’s presence in Brazil.619 Unlike VW, GM has managed to keep a “fresh image”, although its brand was introduced to Brazil in the 1920s. Since the beginning of local PC production in 1968, GM has only launched global models in Brazil (e.g., Opala, Chevette, Kadett). Moreover, the carmaker upgraded its product-portfolio more regularly than VW. With the introduction of the Kadett, Vectra and Astra, GM created a leading reputation concerning product quality and product design. (In the meantime, however, GM lost its leadership in product quality to Toyota and Honda which entered the market in the early 1990s).620 Fiat is an example where a follower of the second generation earned an image as a low-quality manufacturer that prevailed until the early 1990s. Soon after Fiat started production in 1976, enormous quality problems arose, because of its relatively low attitude towards quality coupled with a rapid growth in production.621 In addition, the 616



VW (for PCs) and MB (for trucks) were said to have introduced the “notion of quality” to the Brazilian automotive sector. They developed a sustained image of reliability and longevity of German vehicles. Interview No. 90. 617 By contrast, the younger customers have only few memories of the time before the market opening. Thus, they hardly differentiate between the incumbents (VW, GM, Ford, and Fiat) and the newcomers. They just want to buy an inexpensive and stylish car. 618 Interviews No. 43, 45, 48, 52, 76, 91, 92. 619 Shapiro (1994), pp. 90-96. 620 Interviews No. 45, 76. 621 The quality of the Fiat 147 was reportedly far below the competing products of the incumbents (VW Fusca, Ford Corcel, and GM Chevette).
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model unfortunately was equipped with an inadequate engine and had an unpopular design. Fiat responded with numberless product modifications, but its image improved only marginally. Fiat’s quality deficiencies persisted with the introduction of the Fiat Uno in 1984 supporting its poor reputation. Around 1988, Fiat finally decided to take measures to get the quality problems under control. In retrospect, the Italian carmaker paid a high price for its initial, lax attitude in terms of quality as several Fiat sources indicated. It took many years (and much marketing effort) until the majority of the customers recognized the improvement in Fiat’s quality standards.622 Chinese data In the young Chinese automotive market where many private customers still drive their first car, marketing activities in the western sense just emerged in the second half of the 1990s. Nonetheless, the Santana gained an excellent image as a reliable car during its long market presence mainly by word-of-mouth.623 (With the other pioneers, BJC and GZP, quality was often a critical matter.) The Santana, by contrast, enjoys the best reputation among the existing carmakers.624 Virtually each Chinese family has dreamt of owning a Santana one day. Yet, the myth of the Santana is gradually eroded by the introduction of modern products from the newcomers. Additionally, their aggressive advertising strategy helps them to establish themselves rapidly in the market and gradually to catch up with the Santana brand. In the meantime, Chinese customers have become aware of how antiquated the Santana actually is. Particularly for the emerging middle-class in urban areas, a car has become an attainable status symbol. A large share of this customer group considers the Santana a mainstream car with a ‘taxi image’.625 Instead, they prefer models like the Accord or the Buick that rather represent success and prestige. (“A winner should also drive a winner car.”)626 Another factor that mitigates SVW’s 622



According to Fiat sources, even nowadays, the image of poor quality is still in the mind of older customers, though it is not true any more. Market studies of Fiat revealed that a considerable number of potential customers flatly refuse to buy a car from Fiat due to its former reputation. Interviews No. 44, 67, 76 and Nottoli (1991), pp. 60-72. 623 Even today, the word-of-mouth channel is still the major source of product data for purchase decisions. Many Chinese reportedly buy a car because their neighbour or relative bought one. Consequently, brand loyalty does virtually not exist in the 700,000-units market yet. Interviews No. 14, 18, 20, 24, 27. 624 Two market surveys investigating the credibility and popularity of Chinese models revealed that the Santana was the favourite car of Chinese customers in 1997, followed by the Audi. Moreover, a late-2000 study conducted by the Consumers’ Association of China shows that the five most-well known sedan brand names are Santana, Dongfeng Citroen, Buick, Jetta, and Charade. Santana’s name recognition is 6.1 percentage points higher than that of Citroen. Interviews No. 12, 19, 23, 27 and Huicong (1998), p. 18; CAIC (1998), p. 57; NN (03.11.00). 625 Taxi fleets can usually afford only low-priced cars. The Citroen, Santana, and Jetta are the three favourite taxi models in Chinese cities. Interviews No. 1, 2, 3, 5, 12, 35. 626 One VW executive confirms that the Santana enjoys a very bad reputation today. However, he adds, “the damage to VW’s image in financial terms is by far lower than the profits gained with the Santana. Soon, VW will launch a full rage of new products and in a few years, the customers will have forgotten that VW did not upgrade its products.” Interview No. 35.
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benefit from this pioneer advantage is its neglect to develop a company image instead of focusing on the product image. While the Santana model is known all over China, SVW as a manufacturer is much less known. (As the interviews indicated, customers often refer to SAISC as the producer of the Santana, which can be explained by the fact that the sales company of the Chinese parent, SAIC, was responsible for Santana sales until mid-2000.)627 Thus, SVW could not transfer the good product image of the Santana to later products (e.g. SVW Passat). Evaluation The interviews and the questionnaire survey confirm that a pioneer might gain a differentiation advantage based on this proposition at a medium range. The magnitude of this OEA appears to be slightly higher in Brazil than in China as brand loyalty has not been developed there yet. According to the data presented above, a pioneer can establish a reputation for the good or the bad; but so can a follower. The interviewees stressed that several factors influence the overall product image of a carmaker such as the technological product standard, the product quality, and the product reliability. These factors appear to be at least as important as the order-of-entry variable. Country



Type Cost adv.



Brazil China



1



Magnitude



Duration



531 511



555 555



Diff. adv.



5



Not imp.



Ö



≤2 15.4% 25.0%



3 23.1% 16.7%



Very imp.



≥4 61.5% 58.3%



Major influence factors



 Pioneer’s head start to develop brand image.  Market protection: a protected market helps a pioneer to develop a strong brand image due to the lack of competition. The limited choice of products makes it easier to shape customers’ preferences in favour of the pioneer.



 Emotional customers: particularly older customers might feel emotionally attached to brands that were a part of their youth.



 Inappropriate pioneer’s products: with increasing product education through other product options, customers tend to consider the pioneer’s products inappropriate. Thus, an initial pioneer advantage might even turn into a disadvantage.



 Increasing quality and technological awareness: in a supply-driven market, the perception of quality is usually less developed than in a demand-driven market. However, with increasing car imports, customers become more demanding regarding product quality and features.



627



See section 9.30 in the appendix. Interviews No. 2, 18, 26.
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 Low brand loyalty: many interviewees mentioned that it is not difficult to sell a car to a Brazilian customer for the first time, but to sell a model of the same brand for the second time.628



 Prestigious brand image: a follower whose brand is already highly appreciated by the customer before its domestic entry can reduce the differentiation advantage of the pioneer.629



 Country-of-origin effect: this pioneer advantage might be mitigated by the customer’s positive attitude towards the home market of the follower.630



6.2 Follower Advantages 6.2.1 Economic Factors Proposition 14: Partner Selection A FOLLOWER enjoys a bigger choice of potential local partners. This proposition assumes that an automotive market at a more mature stage offers more partner options to foreign carmakers than it does at the birth of the automotive industry.631 Although a foreign carmaker typically partners up with only one local partner, a higher number of potential candidates increases the probability to reach a better partner fit.



628



Brazilian customers like anything that is new and modern, and thus like to try out new things. Though this is more relevant to non-durable consumer goods, automotive market studies show that, depending on the brand, around 30-70% of customers switch the brand with the next car purchase. Thus, the experience from mature markets that satisfied customers stick to well-established brands might not be applied to the Brazilian market. Interviews No. 63, 72 and Warner (2000), p. 320. 629 Luxury brands like MB, BMW, or Jaguar, are well known for their sophisticated and exclusive image, even if they are not present in the EMs yet. Both, a prestigious brand image and the countryof-origin effect are only relevant in the higher price segments; in the small car segment, the battle is fought exclusively on a price basis. Interviews No. 60, 83. 630 In Brazil customers tend to rank the country-of-origin as follows: Europe and USA (same level), Japan, and Korea (in the order of decreasing preference). The Chinese ranking is Germany, Japan, USA, France, and Korea. Some interviewees pointed out that it is hard to give an overall ranking of the countries of origin because the ranking would probably vary depending on the evaluation criteria. In China, for example, Germany would be leading in engineering, Japan in product quality, and the U.S. in safety issues. Moreover, the study by Chen & Pereira (1999) shows that a product’s favourable country image begins to lose its strategic importance with an increasing number of competitors. Interviews No. 13, 19, 24, 25, 27, 35, 39, 43, 48, 52, 63, 82, 86, 90. 631 The findings in the field study in China support this assumption. First, the market has a bigger market size today and therefore leaves more space to accommodate a higher number of local carmakers. Second, foreign latecomers have a better overview of capabilities of the candidates than the pioneers had when they entered the market. Last, local partners of the pioneers might not be effectively occupied.
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In Brazil there have never been any legal constraints to partner up with a local carmaker. All kinds of partnerships have been a result of mutual agreements.632 The major motives of foreign carmakers to co-operate with a private JV partner are: (a) a lack of capital, (b) a lack of market knowledge, (c) access to existing supplier & distribution networks, and (d) availability of cheap national bank loans633. Additional motives to partner up with an institutional partner are: (e) capital through “public” or “hidden” loans, (f) availability of cheap local bank loans through an institutional guarantee634, (g) strong lobby on a national level, (h) guidance through the highlybureaucratized automotive industry635, and (i) risk-sharing in case of political instability. Table 6.2-1: Brazilian PC joint ventures at a glance (1955-2001)636 Carmaker Vemag



Autolatina



Local JV partner Capital structure Private 82% Brazilian and 18% German capital (Auto Union) Private 55% Brazilian, 30% American capital (Kaiser Group), and 15% French capital (Renault) Private 80% Brazilian and 20% French capital Private 80% VW and 20% Monteiro Aranha637 Private 51% VW and 49% Ford



Fiat



Institutional



Renault PSA



Institutional Institutional



WillysOverland SIMCA VW



Duration 1955-1967 (bought by VW) 1955-1967 (bought by VW)



1955-1967 (bought by VW) 1953-1987, afterwards Autolatina 1987-1994, afterwards VW and Ford again 50.1% Fiat and 49.9% state of 1973-1987, later 100%MG owned by Fiat 68% PSA and 32% state of RJ 1995-still 60% Renault and 40% state of 1996-still (~ 2005) PR



According to several interviewees, it makes little difference whether a carmaker opts for a JV or a WFOE as long as both partners are private companies and act in a profit maximizing way. By contrast, a JV with an institutional partner might create natural conflict of interests. While a private company strives for profits, a government



632



Several interviewees confirmed that also the JVs with the state governments were desired by both sides, e.g. Interviews No. 43, 45, 57, 67, 85. 633 In Brazil, loans from BNDE/BNDES require significant participation of Brazilian capital. 634 Half of PSA’s USD 600 mn investment was financed by loans. The participation of the state government facilitated the negotiations with the BNDES to get the necessary loans and served as a guarantee for the bank. Moreover, PSA received loans from state banks at a lower interest rate. Interview No. 81. 635 One interviewee called the Brazilian automotive industry a “law jungle.” Interview No. 43. 636 Source: Interviews No. 57, 60, 81 and Shapiro (1994), pp. 70, 122; ANFAVEA (1994), p. 51; Mansfield (1985), p. 22; Stevens (1987), p. 62. 637 In 1980, the government of Kuwait bought 50% of Monteiro Aranha.
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is obliged to fulfil its social obligation.638 Therefore, carmakers such as GM, VW, Ford, or Toyota flatly refused any institutional co-operation. Moreover, some interviewees question the management capabilities of politicians. In total, there have only been three PC JVs with state governments in Brazil; with foreign capital controlling the co-operation (see Table 6.2-1).639 The willingness of some state governments, such as MG, PR, and RJ, to partner up with a foreign carmaker can rather be seen as an incentive to attract carmakers and less as an original request by the respective state government. The institutional minority stake and the relatively short period of co-operation of around a decade support this assumption. Moreover, there is no case where a state government has ventured with more than one foreign carmaker at the same time. It is also striking that the state government of SP never signed any PC JV, though the sector was concentrated in SP until the 1980s.640 Chinese data Figure 6.2-1: Influence of the Chinese JV partner Supplier network Distribution dealer network Proximity to domestic and outside-market



Chinese Partner



JV Location



Automotive infrastructure Local Government



Central Government



As WFOEs are not permitted in the automotive industry; a foreign carmaker has to partner up with a Chinese carmaker. As choosing a JV partner and location are inseparably intertwined in China, the selection of the local partner becomes a crucial 638



Ford’s withdrawal from Rio Grande do Sul is a good example. After the election of a new state government, the new governor did not accept the contracts of his predecessor any more. As a consequence, Ford abandoned the project in RS and built its new plant in BH instead. 639 It is interesting to note that these foreign carmakers come from European countries where the state has historically been a stakeholder of many large companies (e.g., Italy, France). 640 Neither the federal government under President Kubitschek, nor the state government of SP have ever been interested in any equity participation. Federal state-ownership was ruled out mainly because of the Brazilian State’s limited fiscal capacity. The only exception was FNM that was kept for national interests. Interviews No. 44, 49, 67, 68, 89 and Shapiro (1994), pp. 39-42, 62-65.
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issue when entering the Chinese market. The figure below indicates the significance of selecting the right Chinese partner due to its impact on virtually all business partners, either by direct links (equity or contracts) or by personal relationships (guanxi).641 The Chinese pioneers had in common that they were welcomed by the government, but they had virtually no partner choice shortly after the market opening. By contrast, followers have enjoyed a bigger choice of partners. (If they were finally chosen for a partnership with the requested partner is another issue.) The cases of the pioneers VW, AMC, and Peugeot; and on the other hand, the cases of followers like Honda, GM, and Ford, support this argument (see ‘Proposition 7: Manufacturing Licence’). In several cases, the followers also had the option to partner up with a JV partner that had already been tied up to an incumbent. Although the foreign incumbents lobbied against the new projects, they could not preclude their Chinese partners from engaging in a second JV. Prominent cases of ineffective partner occupation are SGM and Changan Ford.642 Another example is Dongfeng that set up a strategic JV with Honda in 1995.643 In addition, it set up a JV with Nissan (Yulon Motor of Taiwan) in 2000 to produce Nissan Bluebirds.644 Both alliances gave PSA some headache. However, the follower’s option to co-operate with local carmakers that are already occupied is limited by the fact that Chinese carmakers are permitted to be engaged only in two JVs in the same product category. Moreover, the local firm would finally lose its credibility as a serious car manufacturer if it partnered up with more than two foreign carmakers. Evaluation According to the Brazilian data, an advantage based on a bigger choice of partners might accrue to a follower only if it opted for an institutional partner. Of the first generation followers, all set up their plants in the state of SP, whose government has never considered to form any vehicle JV. (Thus, the early followers had virtually the same choices as the pioneers.) Of the later entrants, only three made use of the option to collaborate with an institutional partner; the other three opted for standalone ventures. The fact that most of the followers were not interested in this option seriously questions the importance of this follower advantage in Brazil. In China, a follower has only an advantage based on this proposition if it is also chosen by the requested local partner. This, however, is quite uncertain, even if a



641



In China, the Chinese partner and the municipal/provincial government can be seen as one unit as the latter is the “major stakeholder” in the state-owned vehicle manufacturer. 642 See ‘Proposition 18: Experienced Government at Local Level’ for the SGM case and ‘Proposition 7: Manufacturing Licence’ for the Ford case. 643 In a first phase, a 50-50 JV was established in Huizhou in 1995 to produce engines exclusively for export. A later stage involved seeking government approval to set up a JV manufacturing cars (e.g. Civic).EIU-ASC (1997), p. 90. 644 The start of the 50-50 Fengshen Motor JV is scheduled for 2004. Zhou (04/2001), p. 39.
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foreign partner is willing to make considerable concessions to the Chinese partner.645 Several interviewees emphasized that the partner assignment in China has a strong political background that makes generalization difficult and therefore dilutes the relevance of the order-of-entry variable in this context. Country



Type Cost adv.



Brazil China



Magnitude



Duration



311 511



555 555



Diff. adv.



5



5



Not imp.



Ö



≤2 –646 23.1%



3 – 38.5%



Very imp.



≥4 – 38.5%



Major influence factors



 Legal requirement to have a JV partner.  Ineffective partner occupation.  National development policies: the government usually makes an effort to develop less-developed regions (e.g. Chongqing in Sichuan province). This might provide newcomers with additional attractive partner options.



 Fiscal war: the competition among state governments to attract foreign carmakers increases their willingness to enter a JV if this is requested by the carmaker.



 Better conditions for due diligence: a follower can cherry-pick the best candidate as more data are available. For the partner selection process, followers can fall back on an extensive database, which was not available to the pioneers yet.



 Consolidation plans of the government: though this reduces the availability of candidates in quantitative terms, industry consolidation promotes the availability of relatively stronger candidates that enjoy the support of the central government.



 Legal constraints: local partners are permitted to be engaged only in two JVs in the same product category.



 Scarcity of top local carmakers: if the local top carmakers are already tied up with the incumbents and partner occupation is effective, the follower can only chose among the remaining second-class partners that are mostly smaller and less experienced.



 Approval of central government: even if a Chinese carmaker agrees to form a JV with a foreign firm, the project needs government approval that is difficult to obtain.



645



Because of the multitude of foreign firms interested in the Chinese PC sector, carmakers have to bid for vacant projects like in an auction. Therefore, it is relatively uncertain whether a certain carmaker wins a deal. For example, Ford, Honda, and GM were interested in the sedan project with SAIC. Yet, only GM was lucky, whereas Honda and Ford got less attractive partners later on. 646 This partner issue and location issue were combined as one proposition in the Brazilian questionnaire. See ‘Proposition 15: Site Selection’ for the questionnaire results.
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Proposition 15: Site Selection A FOLLOWER enjoys a bigger choice of potential manufacturing locations. Brazilian data Unlike in China, a carmaker has always been free in its partner decision in Brazil. Thus, it could carry out the site selection separately from the partner selection. (Even if the carmaker opted for a co-operation with a state government, the location could still be chosen within the respective state.) Therefore, the significance of site selection comes more to the fore in Brazil than it does in China. The major selection criteria for a manufacturing site are enumerated in Table 9.20-1 in the appendix. The interviews revealed that the most relevant criteria in Brazil are the proximity to the market, the incentives, the salary level, and labour union activity on the spot.647 All PC makers that entered until the late 1960s had set up their plants in the São Paulo area (see table Table 9.21-1 in the appendix). Fiat was the first carmaker that located outside the state of São Paulo. Since that time, the site options available to vehicle manufacturers have increased considerably. MB, which is a pioneer in the CV segment, set up a plant in Campinas in 1978. It was the first company that moved production to the interior of São Paulo to manufacture bus chassis. Another example is Volvo that started production of buses and trucks in PR in 1979. The biggest decentralization movement, however, took place in the 1990s, when the state governments lured carmakers with tempting incentive packages.648 Although, setting up plants at less-developed locations results in additional costs and efforts, the incentive packages usually more than compensate for the infrastructure deficiencies. Consequently, most of the newcomers decided to locate at green-field sites outside the state of SP.649 (Yet all of the incumbents left SP to benefit from the incentives as well.) It appears that niche players with small-sized operations prefer to produce cars in SP, whereas volume players with large-sized operations rather opt to locate in other states, even if they have already plants in SP.650



647



Interviews No. 66, 67, 68, 69, 71, 72. See also Rodríguez-Pose & Arbix (2001), p. 144 and Arbix & Zilbóvicius (2000), p. 50. 648 Incentive packages might include, direct subsidies, tax exemptions of state and municipal taxes, free land use, cheaper prices of input factors (e.g., water, electricity, waste disposal,), and infrastructure investments inside and outside the plant (roads, sewage, access to ports, railways). 649 Only Honda and Toyota chose to build their production facilities in the interior of SP (Sumaré and Indaiatuba), mainly because of the good logistic infrastructure, the skilled labour pool at a lower salary level, and the nearby supplier pool. Interviews No. 44, 62, 71, 76, 83, 84. 650 Small-sized operations are rather dependent on an existing infrastructure. Moreover, they would probably receive only little financial incentives at green-field sites as incentives are typically linked to the size of the investment. Interviews No. 60, 85.
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With the selection of a local JV partner, the location is also determined, as the production facilities will be located nearby the HQ of the Chinese parent.651 Thus, it is unwise to analyze this proposition on its own in the Chinese context (see ‘Proposition 14: Partner Selection’). Evaluation This proposition assumes that a follower benefits from having more site options than a pioneer has. An advantage accrues to a follower only if the follower finds a location that fits its requirements better than the pioneer’s location fits the pioneer’s needs. In Brazil, later entrants enjoy a bigger choice of locations. However, these locations are markedly less developed than the automotive prime location São Paulo. The reasons why followers still opt for these sites are mainly of financial nature. Most of the incentive packages from the state governments overcompensate the lack of automotive infrastructure; they significantly lower the entry barrier in this capitalintensive industry and provide the newcomers with a cost advantage. However, the incumbents can set up additional plants as well or even completely move away from SP.652 (GM and Ford probably received the highest incentives.653) Thus, if a follower enjoys an advantage based on this proposition, it is at most over the medium-term. Although followers have more partner options and therefore more site options, the locations are mostly situated in less attractive regions in the South or the centre of China. In the case of Shanghai, which is China’s best-developed location for car production, only one pioneer (SVW) and one late follower (SGM) succeeded in being located there. The interviews revealed that the circumstances under which newcomers came to their partner and locations respectively are very case-specific and therefore contradict the applicability of this proposition in the Chinese marketcontext. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



531



551



–



–



Diff. adv.



5



Not imp.



Ö



≤2 21.4% –



3 14.3% –



Very imp.



≥4 64.3% –



Major influence factors



 Incentives at less-developed sites: incentives also make those locations attractive that would not have been considered merely because of their existing automotive infrastructure, and thus enlarge the choice of locations.



 National development policies: governments seek to develop less-industrialized regions (e.g. the state of Bahia in the Northeast, Sichuan province). 651



In the case of SGM, the JV did not use the site of the Chinese partner as it was already occupied by SVW; instead, SGM built a new plant in the Pudong area. Laserre & Schütte (1999), pp. 153-156. 652 There are rumours that Ford investigates the possibility to centralize all its activities at its new plant in Camaçari in the state of BH and close down its operations in São Paulo. 653 See Table 9.22-1 in the appendix.
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 Decentralization policy: the result of a power shift from the federal level to the state level contributed to the decentralization of the Brazilian automotive industry.



 Availability of better-developed locations: the automotive infrastructure of formerly less-developed locations has improved markedly since the market entry of the pioneers.



 Plant removal of incumbents: the incumbents can also build additional plants at green-field sites and benefit from the bidding wars among the state governments.



 Obligatory JV partner: if the site selection is determined by the partner selection due to the legal requirement to partner up with a local carmaker, the scope of location choices is markedly reduced.



 Regional saturation of carmakers: if a state already accommodates two or three carmakers, it will probably not offer as many incentives to potential newcomers as it did to the regional pioneers, though it still welcomes any additional FDI.654 Proposition 16: Labour Union Relations A FOLLOWER is favoured by facing fewer conflicts with labour unions. Brazilian data The Brazilian analysis revealed that mainly three factors are decisive for the analysis of the relation between labour unions (LUs) and carmakers in this context: the firm size, the location of the production site, and indirectly the order-of-entry.655 (1) Large companies have more staff and are therefore rather subject of LU activities than smaller companies. (As followers are smaller than surviving incumbents, they are less affected by LU activities.) The case of the pioneer VW supports this assumption. When labour union activities started to escalate in SP in the mid-1970s, VW was the biggest employer.656 Consequently, VW was usually the first company that faced strikes. (2) All vehicle manufacturers had located in the ABC area in SP until Fiat entered the market in 1976. Because of this automotive concentration, the region developed to the “cradle of the labour unions’ movement.” By contrast, followers like Fiat or the recent newcomers tend to locate at green-field sites where the LUs are less powerful than their counterparts in the SP area. However, the decentralization of the Brazilian automotive industry has caused a decentralization of LUs activities and decreased the influence of the LUs in SP. The first generation of followers According to the interviews, the first generation of followers (GM, Ford, Chrysler) only enjoyed a small advantage based on this proposition in the 1970s, mainly because 654



For example, VW received fewer incentives from the state of PR than Renault. Interviews No. 59, 75. 655 Interviews No. 87, 88, 92. 656 In 1971, VW had a share of 38% of the total employment in the vehicle manufacturing industry. GM and Ford’s share of employment ranged between 16-19%. See Figure 9.26-1 in the appendix.



Discussion



175



they had already existing CV operations before their market entry or acquired them. However, among the first generation of followers, two plants in the ABC area had fewer conflicts with the LUs. Yet this exception cannot be explained by the order-ofentry variable, but by the location factor. GM in São Caetano and Ford in Ipiranga Although, GM’s plant in São Caetano do Sul and Ford’s plant in Ipiranga belonged to the ABC area, both have been relatively less affected by conflicts with the LU than the plants of their competitors in São Bernado do Campo (VW, Ford, MB, and Scania).657 This issue divided the interviewees into two parties. One group claimed that GM and Ford paid some LU members to have fewer strikes, which was described as “a common practice” during the military regime. The other group believes that any taken step remained on legal grounds. Instead, this phenomenon was explained by the fact that the Força Sindical affiliated to the São Paulo Union predominated the plants in São Caetano and Ipiranga, whereas São Bernado do Campo belonged to the ABC Metalworker’s Union affiliated to CUT (see Table 9.27-1 in the appendix). Both associations stood in competition to reach the better results. While the smaller Força Sindical was described as more consensus-oriented at the time when the ABC Metalworker’s Union was supposed to be more radical in calling strikes. (Força Sindical had around 3,600 members in car plants whereas more than 55,000 workers belonged to the ABC Metalworkers’ Union.)658 Second generation of followers The case of Fiat clearly supports this proposition. Fiat In the early 1970s, the relationship between the carmakers and the LUs had already deteriorated in SP. It was the time when Fiat was in the selection process of its location. “Fiat circumvented labour conflicts by selecting a green-field site outside the state of SP with a relatively small and weak LU.”659 While the carmakers located in SP had to cope with strikes lasting up to 40 days for several times, Fiat faced relatively fewer problems with the LU in Betim in the early 1980s.660 Demonstrations and strikes were undertaken not only for higher wages, but also for better working conditions and workers’ dignity and rights. After 1983, the carmaker faced virtually no



657



According to GM and Ford sources, there were more conflicts with the LU at their plants in São José dos Campus and Taboão, respectively. 658 Interviews No. 62, 76, 77, 78, 86 and Bresciani (1997), p. 60; Laplane et al. (1998), p. 241. 659 The other major decision criteria were the participation of the state of MG and the lower income level. Wages amounted to only 50-60% of those in the ABC area; and the effective gap was even bigger as workers had a longer working week in MG. Interviews No. 62, 66, 67, 76, 86, 69. 660 One interviewee described the situation in the 1970s as follows: “They were vicious in SP and tame in other states of Brazil.” See also interviews No. 45, 65, 68, 69, 85. 661 During 1981-1984, Fiat fundamentally restructured its staff by specifically dismissing employees, selectively employing new staff, and specific training measures. The carmaker dismissed around
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major strikes any more. (The reduction of LU activities was a result of Fiat’s new HR policy.661) Fiat managers explained the improved relationship with the LU by a more constructive dialogue. Moreover, the recession of 1983-1985 increased the willingness of the LU to co-operate with Fiat.662 In the early 1990s, Fiat made efforts to improve its negative product image. With the locally developed Palio 178, the company went through a fundamental change. The carmaker put more emphasis on employee and supplier relations. In the meantime, Fiat had developed into one of the most popular Brazilian employers, despite its relatively low wages.663 For similar reasons the CV manufacturer Volvo followed Fiat’s example and located in Curitiba. (Volvo started production in 1979.) Likewise, some incumbents escaped from São Paulo’s ABC region by locating new sites in the interior of SP. Ford and VW opened plants in Taubaté in 1975 and 1979 respectively. MB built a bus plant in Campinas in 1978.664 Third generation of followers During the 1990s, the enduring conflicts with the powerful LUs in the ABC area were a decisive factor for incumbents to leave SP and locate at other locations (VW, GM, Ford, MB). Yet, the weak influence of LUs at green-field sites was also an important factor for newcomers to locate either in the interior of SP (Honda and Toyota) or outside the state of São Paulo (MB, Renault, and PSA).665 It is important to note that the LUs at green-field locations distinguish themselves from the ABC Metalworker’s Union in SP. The LUs that emerged in the second half of the 1990s at locations like Curitiba, Porto Real, Juiz de Fora, or Gravatai are described as less professional due to a lack of negotiation experience. Although the dialogue with local LUs tends to be more problematic, they were described as less aggressive in their choice of means to enforce their interests. Chinese data Because of the practical irrelevance of LUs in China this proposition cannot be applied yet (see section 5.2.5). Evaluation The interviews and the questionnaire survey support the importance of this OEA. Followers tend to locate at sites where LUs are weaker than in SP. Thus, they are less affected by strikes and in a better bargaining position concerning wage 2,800 staff, foremost those employees that were organized in the union or sympathized with it. Because of this policy, in the late 1980s, Fiat’s staff became, on average, younger than that of the competitors, more flexible, and less attached to the LU traditions. The unionization of Fiat’s staff was lowest of all vehicle plants in the mid-1990s (see Table 9.27-1). Neves (1999), pp. 78-79. 662 Other sources claimed that Fiat paid the labour union and put pressure on its workers in order to avoid strikes. Interviews No. 62, 67, 76, 86. 663 See section’0 Become an attractive employer’. 664 Interviews No. 45, 69, 85. 665 Interviews No. 45, 87, 76.



Discussion



177



negotiations. Of course, the incumbents can set up plants at less-developed sites as well. However, as long as they have production facilities at the automotive prime location, they still have higher labour cost and more conflicts at their old plants. Country



Type Cost adv.



Brazil China



Magnitude



Duration



551 –



553 –



Diff. adv.



5



1



Not imp.



Ö



≤2 15.4% –



3 7.7% –



Very imp.



≥4 76.9% –



Major influence factors



 Lower bargaining position of LUs at green-field sites: while LUs are powerful at an automotive hub, new LUs have first to organize themselves and gain bargaining power. In addition, carmakers can rather apply carrot-and-stick methods at greenfield sites to keep strikes under control (e.g., wage cuts, dismissals, bonuses).



 Follower’s size: initially, followers have fewer employees than the incumbents and are therefore less at the centre of the LUs’ interest.



 LUs’ bias against incumbents: newcomers are favoured by having no historical heritage (“exploiter image”) as the incumbents from the ABC region. This facilitates the dialogue with the LUs.



 Decentralization policies: the dispersion of carmakers all over the country results in a weakening of the formerly powerful LUs in the SP area.



 Incumbents at green-field sites: incumbents can set up plants at green-field sites as well and therefore evade the centre of the LUs’ activities.



 Inexperience of LUs at green-field sites: recently formed LUs tend to be less professional than their counterparts at the automotive prime locations.



 Labour relations as marketing instrument: newcomers seek to improve labour relations to become attractive employers. Particularly carmakers of luxury brands such as MB or Audi want to avoid an image as “exploiters.” Thus, they are more willing to co-operate with the LUs. 6.2.2 Exploitative Factors Proposition 17: Experienced Government at National Level A Follower benefits from the central government’s experience with the pioneer. Brazilian and Chinese data The relationship between a pioneer and the government at a national level is formed in the course of time and can be seen as the result of a mutual learning process. As summarized in Table 6.2-2 each party has individual expectations at the beginning of a venture, which might even be conflicting (e.g. distribution of scarce inputs factors and returns, transferred technology, IPR, foreign vs. local control).666 The Chinese proverb “Same bed, different dreams” perfectly expresses this conflict potential.



666



Interviews No. 6, 9, 12 and Chen (1995), p. 264; Lang (1998), p. 157.
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Table 6.2-2: Objectives of the national and local government and the carmaker Objectives of the national government ƒ Access to state-of-the-art technology to lift domestic car industry to global standards ƒ Economic growth through FDI ƒ Development of the domestic labour force ƒ Exports to earn foreign currency and reach a positive trade balance Objectives of the local government ƒ Regional economic growth ƒ Development of the regional infrastructure ƒ Regional employment ƒ Increase of political power of the state/province within the central/federal government Objectives of the carmakers ƒ High profits at a moderate risk (short-term objective) ƒ Access to the market/trade bloc to grow with growth potential (long-term objective)



However, to keep business relations in the long run, each party has to make some concessions, also the government. Based on its experience with the pioneers, the automotive decision-makers will gain a clearer picture of a carmaker’s needs and its limitations under the given circumstances.667 Consequently, the politicians in charge will revise too ambitious objectives and gradually remove obstacles that hinder the development of the national automotive industry. Based on the interviews, later entrants have benefited from the government’s experience with the pioneers in several ways. More goal-oriented automotive policies In the early days of the national automotive industry in China and Brazil, both governments were characterized to have very ambitious objectives, but to be relatively inexperienced in choosing appropriate instruments to reach these goals. In the course of time, however, the governments have learned to define more realistic goals (e.g. focus on localization instead of car exports, development of national manufacturers instead of national brands, etc.) and to use their instruments more efficiently (incentives and infrastructure investments, restrictions, quotas, LC rules, etc.).668 Indications of this learning process are, e.g., shorter negotiation periods and more focussed talks between the government and newcomers.669 Moreover, later entrants enjoy a higher transparency of the legal system and simplified procedures to contract business partners.



667



It is interesting to note that a couple of interviewees compared the learning process of governments with the learning curve of young parents. With their first child, parents tend to be very strict and protective, whereas with later children, they are already more experienced, i.e. they are usually less restrictive and more efficient in their use of educational methods. Interviews No. 23, 59. 668 Interviews No. 45, 52, 88. 669 In China, for example, the SVW negotiations took seven years (including two years of trial assembly), whereas the SGM project was signed after 17 months of negotiations; implementation took only 25 months. Similarly, negotiations and implementation took six years until Guangzhou Peugeot could start, whereas the successor JV Guangzhou Honda needed less than three years.
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Participation in automotive policies This aspect is more important in Brazil than in China as Chinese OEM JVs still have relatively little influence on national automotive policies. Brazilian carmakers have been integrated into the development of automotive policies in the course of time. In the late 1950s, carmakers were not included in the GEIA commissions. Yet, during the military government, the incumbents gradually gained more influence through systematic lobbying.670 (An example is the BEFIEX programme. The military government launched the export-oriented programme – based on an idea by Ford – in the early 1970s.) Yet, just after the market opening in 1990, carmakers were officially involved in automotive decisions via the carmakers’ organization ANFAVEA (e.g. the first and second automotive accord in the early 1990s.). Bigger scope of action As the automotive history in Brazil and China has shown, the automotive sector usually remains to be heavily protected after it is opened to foreign firms. Yet the pioneers lobbied to gain a greater scope of action. Later entrants might face a less regulated automotive environment, which can partly be attributed to the efforts of the early entrants. The deregulation of the Chinese sales system illustrates this follower advantage. When SVW and FAW-VW started their ventures, they did not succeed in getting the distribution responsibility, but they continued to fight for it. Therefore, later entrants such as Dongfeng Citroen, SGM, and GZH were in a better bargaining position and succeeded in getting the distribution rights.671 Evaluation Followers might enjoy a cost advantage through cost savings for the restructuring of their organization due to the bigger legal scope of action (e.g., distribution networks in China). Moreover, a follower can gain a differentiation advantage through a higher value proposition of its products or services (e.g., Chinese newcomers can develop a more customer-oriented sales force as they are able to get the entire sales responsibility today.) The interviews and the questionnaire survey indicate that this follower advantage is quite important in both countries. However, it was difficult to prove its relevance by examples from practice. As several interviewees emphasized, a deep insight in the various carmakers’ operations would be necessary to elaborate this issue. Additionally, factors, such as frequent change of government or power shifts from the national to the local level, distort the analysis. Country



Type Cost adv.



Brazil China



670



5



Magnitude



Duration



551 551



551 551



Diff. adv.



3



Not imp.



Ö



≤2 7.7% 15.4%



3 23.1% 15.4%



Very imp.



≥4 69.2% 69.2%



It was a common practice that vehicle manufacturers employed high government officials to strengthen their lobby in government circles. Interview No. 89. 671 See also ‘Proposition 28: Shift in Distribution’. Interview No. 35.
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 Government’s learning curve: learning process of the government as a result of the co-operation with the pioneers.



 Deregulation that favours the follower: legal changes that cannot be applied by the pioneers to the same extent as by the followers represent a cost advantage.672



 Loss of experience through frequent shifts of the political leadership: it cannot be expected that the government keeps its accumulated experience at the top-levels after a change of government. The only sustainable legacy of a former government is the laws issued during its legislative period.673



 Political shift of power from the national to the state/provincial level: e.g., the Brazilian state governments have been more integrated into automotive policymaking since the new constitution of 1988.



 Pioneers’ lobby: if pioneers have the opportunity to influence automotive policies, they probably exert this influence only for those changes that favour them; without removing market entry barriers to potential competitors.674 Proposition 18: Experienced Government at Local Level A FOLLOWER benefits from the local government’s experience with the pioneers and enjoys more willingness by the local government to co-operate. Brazilian data As can be viewed in Table 9.21-1 in the appendix, there are only two Brazilian states where carmakers set up plants at different time clusters. São Paulo (SP) All of the pioneers and early followers located in the state of São Paulo. After the market opening, SP gained two new PC manufacturers that set up their PC plants in the interior of SP. However, Honda and Toyota were already known to the government. Toyota had established a small-scale jeep production in SP in 1953 and Honda had been headquartered in SP since it started production of motorcycles in the state of Amazon in 1975. As the interviews indicate, the two newcomers were treated in the same way as the incumbents by the state government. Concerning the financial support of the state of SP, Toyota received fewer incentives than MB did for its CV plant nearby Toyota’s site in Indaiatuba.675 A Toyota manager explained this by the negative experience of the state government with the MB project. MB got an attractive incentive package to produce buses in Campinas. Later, MB reduced



672



For example, newcomers can establish sales networks on their own today, whereas incumbents are still caught in their old structures. 673 Interviews No. 48, 52. 674 An example is the introduction of different import tariffs during the 1995-automotive regime that clearly favoured Brazilian-based carmakers against pure importers of cars and parts. 675 Although Toyota had already bought a vast real estate of 1.55 mn sqm in Indaiatuba in the early 1970s, it just started plant construction in the mid-1990s for PC manufacturing.
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production only to bus chassis, and since 1999 the site has been used just for training and after-sales activities. In order to avoid the same mistake, the government was not willing to offer the same amount of incentives to Toyota any more.676 Minas Gerais (MG) Fiat was the first carmaker that located outside SP. It set up a JV with the state of MG in Betim in 1973. More than two decades later, MB also began to produce cars in MG, however, at another site (Juiz de Fora). Today, “the government of MG knows better what can be demanded of a carmaker and what not.” Consequently, negotiations with MB took less time and were more focussed. Additionally, the fact that administrative procedures concerning automotive matters are well established in MG is certainly a merit of the long-lasting co-operation with Fiat. (Fiat remained the only carmaker in MG before MB’s arrival.) However, neither from the Fiat side, nor from the MB side, distinct differences in co-operation or treatment could be identified.677 According to Fiat sources, the carmaker that is the biggest automotive employer in MG continues to receive the full support of the local government. Similarly, MB which was highly welcomed by local politicians due to its prestigious brand, is strongly supported by the state government, particularly because of MB’s current critical situation (due to low sales of the A class). With regard to incentives, an MB manager states that the state government of MG was very goal-oriented in the negotiations. The incentives are linked to employment for a guaranteed period. If MB fails to keep the agreement, it has to pay back most of the subsidies and does not enjoy tax exemptions any more.678 Chinese data The Chinese JV partner and the municipal (or provincial government respectively) can be seen as one unit as the local government is the “major stakeholder” of the Chinese partner firm.679 Two cases can be used to support this proposition in China. It is interesting to note that some interviewees compared GAIC and SAIC with a mother that got two children from two different men. The mother gained practical experience of child education with her first child. With the second child, she could already apply her experience. However, the two cases differ fundamentally, because SAIC has two foreign partners simultaneously, whereas GAIC had them sequentially as the second could just be born due to the death of the first one. SAIC, however, has to balance its care, as otherwise, one of the children could become jealous of its step-brother.
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Interviews No. 83, 84, 88. Two interviewees believed that the state government of MG granted some more concessions to MB than to Fiat. However, they explained these minor privileges by MB’s strained financial situation and not by MB’s later arrival at MG. Interviews No. 57, 64. 678 Interviews No. 45, 57, 64, 90. 679 Interviews No. 24, 27. Figure 9.23-1 in the appendix depicts the relation between the central government and the local government (or the Chinese partner respectively) of various JVs. 677
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Guangzhou (Guangdong) Guangzhou Honda apparently receives more direct and indirect support by the local government of Guangzhou than its predecessor JV Guangzhou Peugeot. For example, the local government supported the project with permits and quick approval periods.680 Reasons for a better co-operation are:681 ƒ The Chinese partner has learned from its experience with GZP. This time, the local government lobbied successfully for the support by the central government.682 The Chinese partner has also become a reliable partner that fulfils its obligations.683 Thanks to GZP, GAIC had a solid knowledge of finance & controlling, logistic systems, HR management, lean shareholder structure, and quality insurance that could be further improved by the new JV. ƒ The Chinese side has also learned how better to reach its goals. E.g., GAIC could not convince Peugeot to upgrade its products for more than ten years (static technology transfer). GAIC learned from this experience and signed a dynamic tech transfer agreement with Honda. According to the contract Honda-Japan has to keep the locally produced cars up-to-date.684 Thus, the Chinese side is highly motivated, because the modern Honda Accord allows both parties to make profits. ƒ The Japanese and Chinese management styles are more closely related than the French and the Chinese ones. Although the business processes of Guangzhou Honda are more regulated and the management style is described as stricter, the co-operation reportedly works more smoothly. ƒ The political heritage of GZP makes GAIC more willing to co-operate. Several interviewees mentioned that “Guangzhou Honda JV has to work” as the failure of GAIC’s first JV pressures the Chinese side to be successful the next time. If GZH failed as well, it would mean, “the Chinese partner is the problem, and not the foreign partner”. Therefore, the local government strongly supports the project in order to save its face. Shanghai In the case of SAIC’s it is necessary to understand why it partnered up with another foreign carmaker. The interviews revealed a couple of possible reasons. First and probably most important, the second project was a lesson to VW. VW and the municipal government of SH reportedly had a very good relationship during the time when then-Premier Zhu Rongji was the mayor of Shanghai. Zhu always endeavoured 680



Interview No. 29 and DRI (1998), pp. 105, 129. Interviews No. 13, 18, 29, 34 and Harwit (1995), pp. 10-11. 682 Unfortunately, GAIC omitted to court the central government and thus missed to get Beijing’s blessing for the new project. Interviews No. 7, 12, 20, 32. 683 Some interviewees mentioned that some Chinese stakeholders of GP (particularly the banks) had violated the JV contract several times. This was one of the reasons why Peugeot decided to exit the market. Interviews No. 4, 5, 18. 684 Each year, the current models have to be modified slightly (mainly interior). Every third year, midsize modifications are intended (e.g. design, body), and every fifth or sixth year, major product changes are determined (e.g. chassis, engine). Interview No. 29. 681
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to improve the engineering and management skills of the Chinese labour force and to push ahead with technical progress.685 For several times he is said to have asked VW to inject new technology and upgrade the Santana. However, VW did not respond adequately to Zhu’s request as SVW planned to launch only a face-lifted Santana model (Santana 2000) that was, in addition, to be engineered in Brazil instead of in China.686 The approval for a new car project in 1994 can therefore be seen as a lesson to VW. SAIC was perfectly right that a new partner would inject newer technology and thereby create “in-house competition.” Thus, VW would be urged to upgrade SVW product portfolio. Eventually, SAIC got two new models: the SGM Buick and the Passat.687 Second, SAIC perhaps also took revenge for moving the production of the Audi 100 to SAIC’s major competitor FAW in Changchun.688 Third, China’s desire for independence might be another explanation for the central government support of a second project of SAIC. Being independent is deeply anchored in the Chinese mind-set. The central government did perhaps not want a single carmaker to dominate the Chinese market.689 When SAIC partnered up with GM, the JV was designated as first priority project by the local government.690 However, the “double marriage” created many problems. 685



SAIC and the municipal government of Shanghai can be seen as an unit as the latter is the “major stakeholder” of SAIC. Interview No. 27. 686 One interviewee stated that VW has already wanted to upgrade the Santana earlier but SAIC had refused the proposal. In the mid-1990s, SVW made enormous profits with the Santana, but SAIC was supposedly not willing to reduce these profits by large-scale reinvestments. Interview No. 14. 687 SVW upgraded the Santana by three product generations from the B2 Passat (Santana) to the B5 Passat. Interviews No. 1, 3, 7, 10, 12, 24, 26, 33 688 Two interviewees stated that the production of the luxury sedan was originally planned in Shanghai. (SVW had already assembled 600 units over the period of 1986-1987). Others view the short SKDassembly intermezzo in Shanghai only as an elegant way to dodge import tariffs or as a means to push ahead negotiations with FAW as FAW did not want to lose out the Audi production to SAIC. Interviews No. 10, 14. 689 Interviews No. 3, 37. 690 Interviews No. 26, 27. 691 When it was certain that GM would set up a JV with SAIC, most of the ongoing SVW projects were interrupted by SAIC. VW wanted to introduce the Passat, but could not proceed, because SAIC wanted to avoid that the Passat was launched before the Buick. This would have been a serious threat for the success of the SGM venture. Thus, SAIC delayed the introduction of the Passat. Furthermore, SAIC would not have been able to launch two models at the same time due the insufficient supplier base and a lack of sufficient management capability. Interview No. 35. 692 Interviews No. 12, 14, 27, 37, 38. 693 One interviewee mentioned ironically that the knowledge gab between FAW-VW and SGM is smaller than between VW’s two JVs SVW and FAW-VW. Another interviewee reported that “employees left the site with construction plans under their arms”. 694 Because of the tough road conditions, a common car body needed to be modified for the use in China. Thus, SVW did extensive research to improve safety and comfort. SGM was provided with these data through SAIC and could develop a stiffer body for the Buick based on SVW’s research. 695 SGM was provided with contacts of SVW’s suppliers, prices, quality of their products, etc. 696 One interviewee estimated the personal shift caused by the SGM deal at around 30-40% of the middle management. Interview No. 37.
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As expected, the relationship between VW and SAIC cooled markedly down.691 On the other hand, SGM profited from SAIC’s experience with VW in many respects:692 ƒ Better communication and management skills: For example, SGM was negotiated within only seventeen months (period between LoI and JV contract), and it took another two years until production started. SVW negotiations had taken seven years including a two-year trial assembly. Though times had changed and GM had a different management style than VW, this example indicates SAIC’s improved management skills and its willingness for co-operation. ƒ Knowledge and technology transfer:693 SGM was provided with a variety of sensitive data about the SVW venture (e.g., technical product information694, purchasing data695, information about manufacturing and management processes) ƒ Availability of staff trained by SVW: many managers were unofficially withdrawn by SAIC to receive professional and language training in the USA. Changing job was attractive to the ex-SVW managers as they usually got a better position and a higher salary.696 The two cases illustrate to what extent the progressive learning curve of the local governments has favoured newcomers. Yet political factors like the relationship between the Chinese partner and the first foreign partner as well as the relationship between the central and the local government are at least as decisive as the orderof-entry variable. Evaluation Although Brazilian state governments have gained a better insight into the carmakers’ requirements and learned to be more goal-oriented (especially with the use of incentives), only little evidence could be found that they were more supportive to local followers. The Chinese data rather support this follower advantage. The bipolar allocation of marks in both countries indicates a limited applicability of this OEA in the given national PC-market context. For a thorough analysis of this OEA, it would be wise to distinguish between local pioneers & followers rather than between national pioneers & followers (e.g. a national follower can be a local pioneer or a local follower). Moreover, CV manufacturers should also be included in the analysis as they are handled similarly from a state government’s perspective. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



311 511



551 551



Diff. adv.



1



Not imp.



Ö



≤2 38.5% 30.8%



3 7.7% 7.7%



Very imp.



≥4 53.8% 61.5%



Major influence factors



 Existence of local pioneers: followers can merely benefit of this OEA if the state/provincial government has already gathered experiences with earlier entrants.
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 Learning from own mistakes: the local government can learn from its co-operation with the local pioneer and use this experience beneficially for further co-operations with later entrants.



 Fear to lose face (if local government and local partner are identical): the local government is more willing to co-operate after a failed JV to safeguard its reputation. The local pioneer partner can blame the pioneer for a first failure, but a second failure with another foreign partner would certainly damage the politicians’ reputation.



 Period and intensity of co-operation with the incumbent: the experience of the local government grows with the duration and the intensity of the co-operation.



 Dissatisfaction with local pioneer (if local government and local partner are identical): a state government can teach the pioneer a lesson by being more supportive of the regional follower.



 Frequent change of local politicians: accumulated experience gets lost if local decision-makers change frequently.



 Successful pioneer JV (if local government and local partner are identical): the better the business relationship between the foreign and local partners, the lower the likelihood that the local partner collaborates with an additional foreign firm. Yet even if, both foreign carmakers are likely to be treated equally by the local government. Proposition 19: Improved Automotive Infrastructure A FOLLOWER benefits from a better-developed automotive infrastructure thanks to the pioneer’s efforts and investments. Pioneers have typically to cope with a poor infrastructure when they enter EMs. A pioneer has to exert itself to develop the necessary conditions to produce and supply the local market and perhaps export markets with cars in sufficient quantity and quality. A better-developed infrastructure facilitates market entry and provides the follower with cost advantages based on free-riding. (The follower might save time and cost by not having to develop the required infrastructure any more.) Table 6.2-3: Geographical reach of pioneer’s efforts on automotive infrastructure Key areas Logistic infrastructure (road & railway system, access to ports, logistic firms) Living conditions for employees (e.g. housing, health care, etc.) Communication systems (e.g. telephone/fax, Internet, etc.) Supply of basic input factors (raw materials, energy, water, etc.) Supplier pool (particularly for more demanding parts and components) HRD programmes (co-operations with schools and universities) Automotive-related data providers and consulting firms



Impact Regional Regional Regional Regional National National National



With regard to the magnitude of the follower’s cost advantage, most interviewees highlighted its dependence on the geographical reach of the pioneer’s efforts. A follower can only benefit in all areas if it locates close enough to the pioneer’s plant (see Table 6.2-3). However, if the follower sets up its plant at a considerable distance from the pioneer’s site, it can only benefit from those areas that have a national
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impact. Nevertheless, ‘HRD programmes’ and ‘supplier pool’ are among the most important areas, and therefore, the cost advantage is still considerable as many interviewees concluded. Brazilian data In Brazil followers can benefit most of the incumbent’s efforts if they locate in automotive centres, such as the greater SP area or, to a smaller extent, in the area around Curitiba in the state of PR. (The latter region is still less developed than the SP area.) However, carmakers at locations like Gravatai in RS (GM), Camaraçi in BH (Ford), or Juiz de Fora in MG (MB) had to develop the local logistic infrastructure and the supply of basic input factors more or less from scratch.697 At these green-field sites, carmakers can only reap the fruits of the incumbents by (1) training staff at national, educational institutions and (2) sourcing parts from the SP area. (1) Educational institutions Even at a great distance, followers can benefit from the incumbents’ efforts to develop human resources. First, they can recruit young staff from educational institutions in technical and administrative areas.698 Examples for such facilities are: ƒ Universities and technical schools, e.g., FEI (São Bernado do Campo) and MAVA (São Caetano) that were established in the 1960s with the help of VW and GM respectively in order to develop human resources. Later entrants benefit from the pioneer’s efforts by recruiting students from these engineering schools.699 ƒ Automobile-related university programmes and close co-operations with technical institutes of noted universities like USP or FGV Followers can also have their staff trained at educational institutions such as SENAI (National Industrial Training Service) or SENAC (National Industrial Commercial Training Service) that were developed with the help of the incumbents.700 In the case of SENAI, followers can even request to open an affiliated school nearby, if it does not exist yet. By paying the obligatory contribution to these facilities, all carmakers



697



However, carmakers that set up their plants in Southern states like PR or RS usually face a betterdeveloped infrastructure than sites at the less-developed areas far in the North like Ford in BH. 698 Direct recruitment from an incumbent is discussed in ‘Proposition 20: Recruiting Qualified Staff’. 699 Interviews No. 45, 62. 700 SENAI is a private organization with a national scope. It was created by decree in 1942 based on an initiative of train manufacturers to develop qualified human resources. The institution subsequently changed its focus to the automotive industry due to the decreasing importance of the railway sector. In 1957, MB and VW launched the first educational programmes with SENAI. Table 9.28-1 in the appendix shows the major types of technical degrees in Brazil. Except for an university degree, all professional degrees can be obtained at SENAI. During the last six decades, SENAI has registered more than 58 mn enrolments, and is now responsible for the training of 2.8 mn professionals per year. It is today a world reference in vocational training and technical and technological assistance. SENAC was established in 1946. Like SENAI, it is a vocational training institution open to society and relies on the contributions of commercial and service enterprises. It has already trained more than 23 mn professionals for the commercial and service sector. SENAC’s degrees are structured similarly to those of SENAI.DRI (1996), p. 149.
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are entitled to use the services of these schools.701 SENAI has around 600 schools all over Brazil. A couple of followers, such as the Japanese newcomers, largely rely on SENAI facilities to train their staff. (They do not train their staff in-house, because the size of their operations does not justify internal education programmes.) SENAI also opened branches close (or sometimes even inside) the plants of the carmakers at green-field sites to train technical staff on the spot. Examples are Fiat (Betim), GM (Gravatai), MB (Juiz de Fora), Ford (Camaraçi), and VW (Resende) that was later also used by PSA (Porto Real).702 Several interviewees mentioned that the continuous efforts of the incumbents resulted in an increasing educational level in the automotive industry. Newcomers (and the new plants of the incumbents) are characterized by having better-educated staff than the incumbents in their old plants. A plant comparison between MB’s new plant in Juiz de Fora (PC) and VW’s new plant in Curitiba on the one hand, and the old plants of MB (CV production) and VW in São Bernado do Campo (SP) reveals that the new plants have a substantially higher share of staff with a secondary or higher degree (see Table 9.28-2 and Table 9.28-3 in the appendix).703 Major reasons for this imbalance in favour of newcomers are: (a) staff of new plants tends to be younger on average and younger employees mostly have a higher level of education; (b) decreasing employee loyalty among younger staff; (c) smaller plant size (The bigger a plant, the lower the proportion of white-collar to blue-collar staff.); and (d) the difficulty to dismiss less-educated but long-standing staff. (2) Supplier pool The supplier pool of SP is the biggest and best developed in Brazil. Therefore, vehicle manufacturers of all regions source parts from SP.704 However, with an increasing distance from SP, there is a trade-off between the logistic cost for parts sourced from SP and the production cost & quality of parts manufactured by an onsite supplier. (Moreover, it needs to be considered that in many cases demanding parts are only produced by suppliers in the SP area. In this case, the carmaker has no choice, except for importing these parts.). It is important to mention that the interviews in Brazil also revealed cases where both the incumbent and the follower benefited from each other. For example, an infrastructure project (e.g. sewage basins, railways, etc.) which was requested by the incumbent but refused by the local government due to the high cost may still finally gain approval with the appearance of additional vehicle manufacturers. In this case, vehicle manufacturers have profited from each other in two ways. First, a group of 701



In the case of SENAI, carmakers are obliged by law to pay SENAI 1.0% (below 500 staff) or 1.2% (over 500 staff) of the total salaries paid. Interview No. 62. 702 Interviews No. 52, 62, 68, 76, 79, 81. 703 According to HR executives, it can be assumed that (1) the educational structure of staff at the new plants of the newcomers is similar to the one at the new plants of the incumbents; and (2) the personnel structure of CV plants is comparable to that of PC plants. Interviews No. 92, 62. 704 This cost advantage is discussed in greater detail in ‘Proposition 21: Contracting Qualified Suppliers’.
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vehicle manufactures has a stronger lobby than a single firm. Second, the municipal or state government is probably more willing to invest in a large-scale infrastructure project that serves various firms and can therefore be better justified in expectation of higher tax revenue and employment. This happened in Curitiba (PR) with Chrysler, Renault and VW. Another example is VW and PSA in the state of RJ, where the improvement of the local road system was initiated by the regional pioneer VW in Resende (truck manufacturing). When PSA decided to go to RJ, the project got a higher priority. Ultimately, both vehicle manufactures benefited from each other as the project was realized faster and endowed with a higher budget.705 Chinese data The automotive infrastructure of the early 1980s, was a “real challenge” to the pioneers like BJC or SVW.706 The whole logistic system for the transport of the CKD kits needed to be developed. For example, it took SVW sometimes up to four weeks to transport containers from the harbour to the factory. (Nowadays, it takes only a couple of hours after the goods have passed customs clearance.) Unlike in Brazil, where waves of European and Japanese immigrants had enriched the automotive industry in the late 1950s, the capabilities of the labour pool in China were poorly developed in the mid-1980s. The people lacked of necessary skills for car manufacturing and had virtually no feeling for quality.707 Pioneers like SVW contributed a lot to evoke awareness of quality and improved the technical and managerial skills by establishing internal and external training programmes. To develop skilled workers, above all foremen and “Meister”, VW introduced a vocational training that is applied all over China today. Following the German system, a 3-yearprogramme is offered in several technical and administrative disciplines. It consists of 20% theoretical education and 80% on-the-job training. SGM is the best example where a follower profited from the efforts of the pioneer SVW. GM certainly got the best location in terms of the automotive infrastructure available at the time. SVW strongly promoted the local labour pool through cooperations with universities and the supplier pool through public funds and followsource suppliers. Additionally, it developed the local transport infrastructure and the regional network of service stations.708 (Other followers like Honda were less lucky as the automotive infrastructure in Guangzhou had been markedly less developed during the era of GZP.) Like in Brazil, new plants tend to have a higher share of educated staff than the old plants of the pioneers as managers from GZH and SGM
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Interviews No. 81, 93. Interviews No. 6, 7, 31, 34 and Mann (1989). 707 For example, since SVW started trial-production in 1983, not a single car passed inspection on assembly until November 1986 without having to be re-worked. Hoon-Halbauer (1994), p. 128. 708 Interviews No. 2, 14, 18, 34. 706
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indicated.709 (However, the educational gap appears to be smaller in China than in Brazil, probably because of the higher educational level of the Chinese population.710 Evaluation The Brazilian automotive industry was centralized in the SP area until the early 1990s. Until that time, this proposition was very important. However, as most of the recent followers have located outside the state of SP, they could free-ride only to a smaller extent on the existing infrastructure. (Yet, future entrants will have more options to locate at places with a well-developed automotive infrastructure.) Though taking into consideration the lower age of the Chinese automotive industry, its decentralized development resulted in a less-developed overall auto infrastructure. This reduces the maximum magnitude of this follower advantage in China. The duration of this advantage varies depending on the respective infrastructure area. (For example, the time needed to train workers for production is certainly shorter than the construction of railroad access.) Yet, according to the examples, the duration can be estimated at a medium-term range. With regard to the magnitude, the distance between the pioneer and the follower’s plant is an extremely important factor for this follower advantage as it determines the infrastructure areas and the extent of which a follower can free-ride on the pioneer’s efforts. Nonetheless, even if a follower is located far away from the incumbent, it can still profit from its efforts to develop the labour and supplier pool. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



555 551



551 551



Diff. adv.



1



Not imp.



Ö



≤2 0.0% 15.4%



3 7.1% 7.7%



Very imp.



≥4 92.9% 76.9%



Major influence factors



 Pioneer’s development work: when the pioneer started its operations, it had to make efforts to improve the poor infrastructure. Later, the follower can free-ride on these efforts.



 Pioneer’s commitment: the higher the incumbent’s commitment to improve the local infrastructure, the higher the benefits to later entrants.



 Lead-time of the pioneer: the longer the lead of the pioneer, the bigger its accumulated efforts to improve the local infrastructure.



 Site at an automotive centre: if a follower locates at an automotive prime location, a follower can benefit from the aggregated efforts of the incumbents. The more
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According to SGM sources, more than 70% of SGM’s staff have a college or university degree (2,600 staff in 10/2000). In comparison, 61% of SVW’s staff have a secondary or higher degree (10,651 staff in 03/2000). In the case of FAW-VW in Changchun, even 90% of staff have a secondary or higher degree (5,410 staff in 03/2000). Interviews No. 26, 29, 27, 92. 710 For example, 74% of VW’s total staff in China have a secondary or higher degree (VW has operated in China since 1985), whereas only 50% of VW’s staff in Brazil have a similar education (VW has operated in Brazil since the mid-1950s). Interview No. 92.
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incumbents, the better developed the automotive infrastructure compared to other green-field locations, and the higher the follower’s benefit (e.g. SGM in Shanghai).



 Proximity of plants: if a follower locates close to the incumbent’s plant (up to a distance of 50 km or so), it can benefit from an existing automotive infrastructure to a markedly higher extent. In the case that a follower locates in another state or province, it can probably only benefit from the pioneer’s efforts in HRD and partly from the supplier pool.



 Attractiveness of green-field locations: factors like high incentive packages, low wage levels, little LU activities, might outweigh the cost advantage of moving to a better-developed site (e.g. Fiat in Betim). Proposition 20: Recruiting Qualified Staff A FOLLOWER can benefit from the pioneer’s investment by wooing away staff trained by the pioneer. As the labour market does usually not sufficiently meet the requirements of an automotive pioneer, it has to make a great effort to develop the linguistic, technical and managerial skills of staff to produce cars cost-efficiently and in an acceptable quality. The following discussion focusses rather on white-collar staff than on bluecollar workers, because of the typical scarcity of the former one. Blue-collar staff can be trained in a relatively short time and is normally recruited from the region of the car plant. In contrast, white-collar workers are mostly not available on the spot in sufficient quality and quantity, especially at green-field sites. How does a follower benefit from recruiting some of the pioneer’s staff? First, the follower buys existing knowledge and experience for a marginally higher payment, if at all, but saves the high cost and time of developing human resources on its own.711 Second, a pioneer might be painfully harmed, if it loses experienced staff. As one interviewee put it: “it is less relevant how many people leave the company, but rather what people”. Normally, a specialist cannot be replaced by other employees immediately, and even if, the substitute needs some time to get into the new job. Moreover, a loss of specialized engineers or experienced managers, especially in the areas of marketing & sales, procurement, logistics, strategic controlling, can cause serious damage through inevitable knowledge transfer.712 The reasons why employees change their jobs can be broadly divided in two types of factors as can be viewed in Table 6.2-4. Push factors are caused by the former employer; they indirectly “compel” an employee to quit his jobs. In contrast, pull factors attract an employee to change his job; the major impulse is given by the future employer. Both types of factors normally play an equally important role.
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Apart from the applicant’s references, the salary is determined by the scarcity of the employee’s specialization on the labour market and the urgency of the follower to hire a specialist. 712 Interviews No. 37, 43, 76.
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Table 6.2-4: Reasons for changing job ƒ ƒ ƒ



ƒ



ƒ



Push factors No prospects to get promoted Below-average payment Threat of dismissal due to companywide job shortages as a result of lower sales Job cuts as a result of M&A activities; some qualified staff have to leave or face fewer career opportunities due to an intensified, internal competition Unpleasant company culture



ƒ ƒ ƒ ƒ ƒ ƒ ƒ ƒ



Pull factors Higher salary (or higher purchasing power in case of a residential change) Better career opportunities Job security Improvement of quality of life in case of residential change Cultural incentive713 Return to the home state in case of a former residential change714 Image as an attractive employer715 Higher social status through a more prestigious company image



Brazilian data At the time when the national automotive industry was born in the 1950s, vehicle manufacturers could employ staff from the vast labour pool full of skilled European and Japanese immigrants. In the late 1960s, when the big three American carmakers entered the PC segment, Ford and Chrysler took over most of the staff from their acquired firms (Willys-Overland and Simca). Moreover, GM and Ford could partly fall back on their human resources, which they had developed during the previous decade for their CV operations.716 Fiat When Fiat started to hire staff in the mid-1970s, it profited from the wave of dismissals in SP’s factories as a result of the first oil shock. (So did Volvo that located in Curitiba shortly after Fiat’s entry in 1977.)717 Fiat enticed a “lot of good people” for largely administrative areas.718 The carmaker hired around 600 people from the SP region; approx. 300 employees came from Ford/WOB and around 200 persons from VW/Chrysler. Because of these acquisitions, many staff were made redundant or got stuck in their careers. Although Fiat paid around 30% less than VW/Chrysler and Ford/WOB, the redundant managers had better career opportunities at Fiat.719 Fiat
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Some Brazilians feel reportedly more comfortable to work for a company with an Italian or French background instead of a German, U.S., or Japanese company due to the higher cultural proximity. 714 For example, employees who originally come from RS or BH can now work for GM in Gravatai or Ford in Camaçari respectively. 715 For example, Fiat has developed to the most popular employer in Brazil. Gomes (23.08.00). 716 Interviews No. 53, 78. 717 The production of the affected companies dropped on average by 10-20% in 1977. 718 For administrative jobs that required less professional experience, Fiat hired people from the region. Most of the engineers were brought from Italy and other European countries. 719 Many of them had a “better a lower-paid job than no job”-attitude. Furthermore, the gains through lower expenses for livelihood in Betim more than compensated their income reduction.
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hired only few people from GM, because of GM’s high salaries and its retention programme that was introduced to preserve its high-potential employees. (The employees from GM came mainly from marketing and sales areas). A job at Fiat was particularly attractive for Italians or Brazilians with Italian ancestors due to the familiar cultural background (approx. 70% of the employees hired from SP had Italian roots).720 There are also several examples of recent entrants that illustrate this OEA. Honda and Toyota As it was certain that MB was going to stop production of bus chassis at its Campinas plant, Honda employed many people for its operations in Sumaré. The staff from MB was well trained and known for its demanding attitude towards quality. Moreover, Honda and Toyota set up their PC plants at a time when other carmakers from SP dismissed many staff (between 1996-1998). So, the two carmakers could profit from this situation and hire some of this staff. (However, the number of additionally created jobs remained in the three-digit area during that period as both carmakers have only small operations.)721 Renault Renault hired staff from the neighbouring plants of VW and Chrysler. According to a VW executive, Renault does not only pay better, but also managed to create a better working climate than VW, which is a very important factor for Brazilian employees.722 MB MB in Juiz de Fora recruited some people from Fiat, however, the number was moderate as MB required German language skills for the training in Germany. MB’s PC division was supported by the CV plant in São Bernado to employ staff from SP with the required profiles.723 PSA On the other hand, MB is a good example that followers can also face the problem of losing well-trained staff to later entrants. When MB’s expected sales did not materialize and sales stagnated in the second half of 2000, many people began to worry about their professional prospects at MB. The employees from MB enjoyed a reputation to be well trained. (About 200 people out of 1,500 employees were even sent to Germany.) PSA used this opportunity to enrich its staff. The carmaker lured MB staff with markedly better-paid jobs. MB managers estimate the loss at about 4050 employees who left MB largely in the first quarter of 2001, mainly from important areas, such as procurement and logistics. MB responded to this development by launching a special retention programme. Apart from MB, PSA also recruited people
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Interviews No. 44, 77, 67, 69, 76, 85 and Stevens (1987), p. 5. Interviews No. 43, 83, 88. 722 Interviews No. 76, 93. 723 Interview No. 52 and Busch (02.06.2000). 721
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from the nearby VW plant in Resende, especially from technical areas such as engineering or quality control. Nevertheless, PSA recruited most of its white-collar staff from RJ, MG, SP, and to a smaller extent from PR, and largely trained them on its own. The blue-collar workers came from the region and were trained by SENAI in Resende that was originally established on demand of VW.724 In this context, many interviewees pointed out that the chase for experienced staff has also intensified among the incumbents in recent past, particularly in areas like marketing, finance, procurement, and logistics.725 For example, Ford suffered from losses at the medium and top management level. The carmaker lost staff not only to the newcomers, but also to VW, GM, and Fiat, because of its declining market share. (Ford had closed its Ipiranga plant in 2000.) In return, VW in Resende lost people to Ford’s plant in Bahia. Similarly, GM recorded the loss of some top-ranking managers to VW, Ford, and MB. Chinese data Until the mid-1990s, China’s labour market was absolutely inflexible as staff could only be recruited locally due to the danwei system (see section ‘5.2.4. Increasing mobility of the Chinese labour’). The pioneer JVs were provided with staff from the Chinese partner.726 However, training these employees was sometimes a futile undertaking, because they were often withdrawn from the Chinese partner later (on the pretext of “job rotation”) and replaced by less-qualified staff. To avoid this “bleeding”, the pioneers increasingly recruited staff from outside (via newspapers or directly from the universities). Nowadays, JVs are entirely responsible for their HRD matters. Additionally, labour has become mobile within China. The reduction of bureaucratic hurdles allows qualified staff to move and work at other places in China. As Levy (1995) wrote “Finding and keeping quality management and staff has become the number one China headache”. For example, FAW-VW in Changchun or Dongfeng Citroen suffered from the increasing mobility as many staff has migrated to vehicle manufactures located at locations that are more attractive, such as the BJ or SH area. Although, only vague quantitative data could be found about labour shifts within the sector, the emergence of networks of people in critical positions, such as HR, are an indication of their increasing impact on the industry.727 Especially in big
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Interviews No. 46, 51, 52, 57, 79, 81, 92 and NN (1999), p. 11. Thanks to SENAI and the technical universities, “engineering has become a tradition in Brazil.” Technicians and engineers are sufficiently available on the labour market resulting in a relatively low fluctuation of technical staff among carmakers. Interviews No. 71, 74, 76, 78, 87, 88, 92. 726 Direct recruitment was virtually not possible; and even if, the applicants were often less-skilled workers than those brought by the Chinese partner. According to the ex-president of GZP, the JV gradually started to recruit staff from other cities via newspaper in the late 1980s. Interview No. 30. 727 One manager of SVW pointed out that it is impossible for a firm to trace to what companies it lost staff. The lack of transparency makes it difficult to take appropriate countermeasures. 725
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cities like BJ, SH, or GZ, these networks have been well established. Some of these networks agreed not to recruit from each other to keep wage levels stable.728 Shanghai GM and Shanghai VW The most prominent Chinese example of employing staff trained by the incumbent is the case of SVW and SGM. Although SGM recruited most of its current 2,600 staff directly via newspaper or from the universities, SGM benefited from the transfer of SVW managers and engineers through the common Chinese partner.729 The SGM project received the full attention of the municipal government. According to VW managers, SAIC unofficially withdrew Chinese managers from SVW and sent them to the U.S. to receive professional training and language courses. It was attractive to these employees as the job change usually entailed a promotion and a higher salary. Additionally, SAIC provided SGM with pensioners that used to work for SVW and were particularly helpful to the JV, because of their experience and personal connections (guanxi). The loss of a large number of qualified staff from areas like procurement, sales, marketing, government relations, customer service, production planning, and product development, sensitively affected SVW.730 “The new managers of SAIC were not always as good as the former ones. Moreover, they needed time to get into their new jobs. Although, SGM did not actively woo away people from SVW, GM was not surprised to learn that many of them came from the SVW JV.”731 Similar cases in the PC sector are Dongfeng that also transferred people from its JV with Citroen to the new JV with Nissan, and Changan that has a JV with Suzuki and a new one with Ford.732 Evaluation A certain level of intra-industry fluctuation of personnel in an open market economy is “normal”. Yet all interviewees in Brazil confirmed that the net inflow of experienced staff towards the newcomers is clearly higher than the outflow (especially at the French newcomers). The interviews in China indicate that, though competition for talents among vehicle and part manufacturers just emerged in the second half of the 1990s, it has already become stiff. Moreover, this development is expected to become worse with respect to the changes that entail the WTO membership of
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Interviews No. 30, 31, 40, 41 and Parbäck et al. (2000), p. 45; McCain (1999), pp. 39-40; Levy (1995), p. 31. 729 According to a GM manager, the new JV evoked great interest on the labour market. For 1,700 jobs SGM received 35,000 applications. Among the chosen candidates were only few former SVW employees. Interview No. 27. 730 The ex-President of VW Asia Pacific guessed that SAIC moved around 35 top staff from the SVW operation to SGM to push-start the new project. Another VW executive estimated that 50-60% of the middle management was withdrawn from SAIC over a period of two to three years. A third source estimated the loss at 60-80 top employees. Interviews No. 34, 35, 37. 731 Interviews No. 1, 3, 24, 26, 27, 34, 35, 36, 37, 38, 41 and EIU-W&L (1997), p. 11. 732 Interviews No. 1, 3, 32.
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China. Consequently, this follower advantage is expected to play a more significant role in the near future. With regard to the duration of this OEA, a follower saves quite a few years if it succeeds in employing experienced staff with good personal connections within the industry. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



553 551



551 551



Diff. adv.



1



Not imp.



Ö



≤2 7.1% 23.1%



3 14.3% 15.4%



Very imp.



≥4 78.6% 61.5%



Major influence factors



 Availability of staff trained by the incumbent.  Legal prerequisites of labour mobility: in China, legal constraints made it very difficult to employ people from other cities until the mid-1990s. Afterwards, bureaucratic hurdles have gradually been removed.



 Increasing flexibility of labour market: employee loyalty has decreased in both markets during the last decade. Particularly younger talents appear to change jobs more often. Moreover, the younger generation is rather willing to leave its home place than the older generations. Major reasons are better career opportunities and a more attractive location to live.



 New recruiting channels (e.g., head-hunters, Internet, etc.).  Growing competition and productivity increases: if newcomers add more capacity than the market can absorb competition will intensify. In other words, “the cake is reallocated to more carmakers, but with smaller pieces.” A decreasing market share together with increases in productivity forces the incumbents to dismiss staff that can then be recruited by newcomers.



 Proximity to the incumbent: higher personnel turnover could be observed at neighbouring plants (e.g. Renault, VW, Volvo, and Chrysler in Curitiba).



 Special requirements by the follower: the follower’s choice is reduced if it requires specific skills from local employees that staff of the incumbents do not have. (For example, MB required German language skills that most of the applicants from Fiat did not have as the majority spoke Portuguese and perhaps some Italian or English.)



 Location in a less-developed area: it will be more difficult to attract qualified employees from big cities to less-developed locations (e.g., Ford in Bahia or Changan Ford in Chongqing).



 Retention programmes by the incumbents.  Anti-hiring campaigns or gentlemen agreements: if competition for talents drives salaries too high, carmakers sometimes agree not to recruit from each other to keep salaries at an acceptable level.
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Proposition 21: Contracting Qualified Suppliers A FOLLOWER benefits from the pioneer’s investment by sourcing parts and components from suppliers that were trained by the pioneer. Pioneers have typically to develop their supplier network from scratch. Apart from a higher degree of in-house part manufacturing, they have to train local suppliers and attract follow-source suppliers to meet the required LC rates by the government. Followers can free-ride on these efforts. They can build on existing knowledge in logistics, management, and quality systems and therefore localize their production faster than the pioneers.733 Brazilian data Under Kubitschek’s ambitious target plan, the pioneers had to increase their LC rate rapidly. Particularly VW made a major contribution to develop São Paulo’s supplier base in the late 1950s. At the time, the supplier base was dominated by German technology. (VW and Vemag had a market share of more than 60% until the late 1960s.) In 1968, when GM entered the PC market with the Opala, the German model of the Opel Rekord, the carmaker could source parts from several suppliers developed by VW and Vemag. Similarly, when Ford introduced its European models (e.g. the Escort was mainly developed by Ford-Germany), it also co-operated with a few existing local suppliers with German capital. São Paulo quickly developed into the heart of Brazil’s parts industry mainly due to the efforts of VW, GM, and Ford. These companies taught their suppliers in quality management and logistics. Later entrants could source parts from the suppliers located in SP or attract some of these suppliers to set up new facilities nearby their plants.734 Fiat, for example, sourced the majority of parts from São Paulo until the 1980s, as there were no part suppliers in MG yet. Just in the early 1990, Fiat created a special programme called mineirisação to bring parts firms to Betim (MG) some 600 km away from São Paulo for logistic (JIT), communication, and cost reasons.735 Fiat brought its major suppliers to Betim (approx. 60 parts firms) while drastically decreasing the number of its Brazilian suppliers from a total of about 500 firms in 1989 to 120 in 2001 due to the shift of assembly activities to first-tier suppliers.736 Another example is MB in Juiz de Fora (MG) that sourced approx. 60-70% of value of auto parts from SP in 2001. 68% of its Brazilian suppliers are located in the state of 733



Interview No. 93. See also ‘Proposition 8: Choice of Best Suppliers’. Recent newcomers like PSA and Renault were positively surprised when they analyzed the capabilities of the domestic supplier pool. They had not expected that the quality of locally-made parts was comparable with the quality of European parts. Interviews No. 78, 86, 91. 735 See ‘Proposition 27: Shift in Supply’. 736 In 1989, almost 70% of the total value of Fiat’s parts came from SP from 90% of its Brazilian suppliers; in 1995, 50% from 68% of suppliers; and 2001, 35% from 33% of its suppliers. In 2001, Fiat sourced around 60% of the total parts value largely from suppliers that were brought from SP to MG. Interview No. 67 and Addis (1999), p. 221; Guimaraes Weiss (1996), p. 121; EIU-MBI (1Q1996), p. 14. 734
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SP, whereas only 27% came from MG.737 In the case of Renault, the French carmaker benefited from the fact that VW decided also to build a plant in Curitiba shortly after. The two new plants in addition to the existing CV plants by Chrysler and Volvo represented an additional incentive for suppliers from SP to set up new facilities on the spot.738 However, the interviews revealed some factors that limit the opportunity to use suppliers trained by incumbents. ƒ In the case of Fiat and Mercedes-Benz, the two carmakers have only few common suppliers, because of their different sourcing strategies and quality philosophies.739 Fiat is a volume player and focusses on low cost, whereas MB with its premium brand strives rather for quality-leadership. ƒ Newcomers like the French and Japanese companies prefer to co-operate with suppliers from their home markets (either Brazilian suppliers with foreign capital or follow-source suppliers) to have major parts and systems produced because of quality aspects and cultural accordance in management.740 ƒ The plants of the two French companies and MB are situated 300-600 km away from São Paulo. A long distance reduces the benefit of sourcing major parts from São Paulo due to cost, logistic and organizational reasons. ƒ The low initial volumes of the newcomers deter Brazilian suppliers to set up facilities next to a newcomer’s plant unless it provides the supplier with incentives that justify the investment (fixed minimum part orders, long-term contracts, provision of equipment and tools, etc.). Chinese data The Chinese newcomers had to form part JVs as “entry ticket” to show their commitment to the government. Global suppliers like Delphi (previously GM) or Visteon (previously Ford) benefited from the existing, although low-developed supplier base. Unfortunately, it was hard to get quantitative data that indicate to what extent newcomers source parts from pioneers’ suppliers. However, the share of the regional origin of parts might be at least an indicator of this issue. For example, SGM sources 70% of the value of parts from around 110 suppliers located in the SH area. About 70% of these suppliers are linked to SAIC, which is also the partner of VW. (SGM has 140 domestic suppliers in total.) Another example is GZH that buys 40% of the value of its locally purchased parts from the SH area despite the large distance to Guangzhou. 30% come from Guangdong province, and the remainder from other
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Interviews No. 57, 58. Interview No. 52. 739 In 2001, MB had 18 common suppliers with Fiat representing 17% of MB’s Brazilian suppliers. Interviews No. 57, 58. 740 For example, Toyota sources its parts from 25 group suppliers representing 36% of its supplier pool. Interviews No. 83, 84, 85, 93. 738
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areas. The engine is sourced from Dongfeng Honda JV in Huizhou (Guangdong), whereas the remainder of demanding parts comes from SH.741 Yet, as the interviews suggest, followers could benefit from suppliers trained by the pioneers to a smaller extent than in Brazil: ƒ When newcomers like SGM or Guangzhou Honda evaluated the existing supplier pool at their respective locations, they figured out that the existing suppliers of SVW or ex-Guangzhou Peugeot could not meet their quality requirements yet to produce the Buick or Accord respectively. Most of the pioneers’ products had already been outdated when they were introduced in China and major product upgrades had not taken place. Thus, the supplier pool remained on an outdated technological level as well. According to the newcomers, only some suppliers of the pioneers could be developed further.742 ƒ Chinese carmakers still manufacture a considerable share of parts in-house. For example, SGM produces 30% of all Chinese-made parts on its own.743 Another mitigating factor of this follower advantage is the fact that the incumbents can also contract suppliers that were further developed by the newcomers. For example, SVW has reportedly benefited from suppliers of SGM. The common suppliers that were trained by SGM have also applied the newly acquired know-how to the production of SVW parts and thereby reduced cost and improved quality & service.744 Carmakers such as FAW-VW and BJC even intend to increase their part purchases from part JV of the newcomers located in SH due to the substandard capabilities of regional suppliers that are largely linked to their Chinese partners.745 Evaluation According to the interviews and the questionnaire survey, this follower advantage is one of the most important advantages that a later entrant might enjoy. The cost and time savings of contracting suppliers trained by the incumbents are of an invaluable benefit to followers. Because of the less centralized development of China’s supplier pool, the magnitude of this OEA is estimated slightly lower than in Brazil (though the results of the questionnaire suggest the opposite). The duration of this OEA should be clearly evaluated as a long-term advantage. This is illustrated by the current skills of the supplier pool in China. Even after two 741



Interviews No. 2, 15, 25, 29, 31, 36. For example, GZP had invested CHY 1.8 bn in the development of the supplier base of Guangdong. Nonetheless, the successor JV, GZH, could use only few of the suppliers of GZP. In addition, GZH did not start from zero with the selected suppliers, but still had to improve their skills markedly in terms of current process and quality control. Interviews No. 26, 29, 34 and Harwit (1995), p. 10. 743 Interview No. 35. 744 Interviews No. 24, 25. 745 For example, in 2000, BJC sourced 60% of its purchasing budget from the greater BJ area, 8% from SH, 4% from Changchun province and 28% from other areas. In 2004, BJC targets to purchase only 30% from BJ, 22% from SH, 19% from CC, and 29% from other areas. This means that BJC will increasingly contract suppliers that primarily supply SVW, SGM, and FAW-VW. Interview No. 15. 742
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decades, the quality of parts is far below global standards, although more than two handfuls of foreign carmakers have made efforts to develop it. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



555 553



555 555



Diff. adv.



1



Not imp.



Ö



≤2 7.7% 7.1%



3 7.7% 0.0%



Very imp.



≥4 84.6% 92.9%



Major influence factors



 Ineffective supplier occupation: in both countries, carmakers have only few captive suppliers (only aggregate suppliers or module suppliers). Moreover, contracts are mostly valid for one or two years.



 Common suppliers: if a pioneer and a follower have some common suppliers in their home markets and the pioneer has already brought some of these suppliers to the EM, the follower has less development effort with these follow-source suppliers.



 Centralized development of the auto industry: the more centralized the industry, the better its supplier pool compared to global standards, i.e. that a follower can use more local suppliers from the beginning, while spending less additional resources for their training.746



 Different quality requirements of carmakers: if a newcomer has higher quality requirements than the incumbents, it can contract suppliers trained by the incumbents, but still has to develop their quality and management skills according to its requirements. In return, the incumbents benefit from this additional supplier training as well.



 Geographical distance between carmakers’ plants: major suppliers tend to locate close to their customer’s plant. Thus, the bigger the distance between the plants of pioneers and followers, the less economically reasonable to source from the pioneers’ supplier base unless they set up affiliates nearby the follower, i.e. decentralization developments tend to diminish this follower advantage.



 National preference of followers: e.g. Japanese carmakers prefer to contract either group-suppliers or local suppliers with Japanese capital as major sources of their parts or systems for quality and cultural reasons. Proposition 22: Contracting Qualified Dealers A FOLLOWER can benefit from the pioneer’s investment by contracting experienced dealers that were trained by the pioneer.



746



The Brazilian automotive industry developed in a very centralized way. Until the late-1970s, virtually all suppliers set up their operations in the SP area. The aggregated demand enabled SP’s supplier pool to realize scale economies and pushed up suppliers on their learning curve. By contrast, the Chinese government aimed to develop different regions at the same time. This resulted in a dispersed supply sector and a waste of resources, as many suppliers had to close down later due to their substandard product quality.
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It is beneficial for newcomers with relatively little market-specific experience to contract dealers who are experienced in car sales and ASS. In most of the cases, these dealers received management, sales, and technical training by a pioneer. Brazilian data Until the late 1980s, carmakers either built up their PC sales networks from scratch (e.g. VW, Vemag) or built on their existing partnerships with CV dealers (e.g. GM, Ford) as a common contract between a carmaker and a dealer designated brand exclusivity.747 Before the law Ferrari became effective in 1979, the carmaker-dealers relationship was merely ruled by individual contacts that usually favoured the carmakers (see section 4.2.6). As the dealers were largely dependent on the carmakers, they did not risk their contracts to sell cars of other brands. All carmakers seek to enforce brand exclusivity. Yet, because of the parallel market it was a difficult undertaking to keep an exclusive sales network.748 Furthermore, investments for a dealership were quite high. As most of the dealers were family businesses, their activities were confined to one or two car stores in most cases. Thus, when Fiat entered the market, it had serious problems to find capable dealers (instead of “pure investors”) as they had been snatched away by the earlier entrants GM and Ford. Fiat managers reported that it was difficult to contract dealers of other carmakers at the time. Fiat started with about 80 dealers and rapidly grew as Fiat’s sales amounted to 63,000 after the first year and exceeded the 100,000-mark after the third year. Most of these dealers were unqualified. They had the necessary investments but no professional experience in selling cars.749 In the 1990s, when competition had intensified the number of dealers that changed flag or opened further dealerships to sell cars of other brands increased. The incumbents had to accept this development and abandon their strict exclusivity requirements (particularly VW and GM). They did often not have the information whether a certain dealer sold cars from another brand, and if, they could do little against it.750 On the other hand, the incumbents also benefited from this development (provided that the disloyal dealers continued to sell cars for the incumbent) as the 747



According to Ford and GM managers, vehicle manufacturers often contracted dealers that already sold CVs to set up new PC dealerships. The business relationship was already established and the dealer’s staff had only to be prepared for PC sales. 748 Parallel markets developed, mainly because carmakers stuffed their dealers with cars to improve their sales figures and earn cash for imports. However, the dealers were usually not able to sell all of the cars in stock at the official retail price. Thus, they sold them at a discount to unauthorized multi-brand dealers in order to reduce their fixed capital. The parallel market started to develop in the late 1950s, grew when GM and Ford entered the sector and peaked in the 1980s. The carmakers tolerated the parallel market, because they had no financial disadvantage. Their cars were sold and the dealers mainly paid the disagio from the dealer margin. Some carmakers even trained the unauthorized dealers to improve their service qualities (e.g. Fiat). Interview No. 69. 749 Interviews No. 67, 69, 71. 750 To circumvent exclusivity agreements, authorized dealers usually appointed relatives as business owners for the new dealership of another brand. By injecting the capital and management knowhow, they actually controlled the dealership without being the official owner. Interview No. 48.
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dealers progressed on the learning curve with increasing sales volumes, no matter of what brand.751 Toyota and Renault are two examples where newcomers contracted dealers of the incumbents; most of them belonged to dealer groups that still sold cars for their former partners. For example, Toyota contracted dealers who also sold cars for VW, Fiat (e.g. Grupo Projeto Pacifico Paoli), GM, Ford, Scania, and DaimlerChrysler (e.g. Grupo Waldemar Verdi). Renault also contracted dealers that belonged to the sales force of Ford (e.g. Grupo Carreira). Others changed flag completely, because of a higher profit margin or other more favourable terms (e.g. Toyota sells cars via ex-Ford dealers).752 Chinese data According to the interviews, this follower advantage appears to be markedly less relevant in China than it is in Brazil. The major reasons are: ƒ Until the mid-1990s JVs focussed on car production. Part sales and car sales were separated. The JV was usually in charge of the distribution of spare parts, while the Chinese partner had the sole responsibility for car sales.753 Cars were distributed via individually developed networks of the Chinese partner. “Sales activities” were limited to car allocation only and were not comparable to car sales in the western sense.754 ƒ The trend that a JV actively promotes car sales and directly nominates exclusive dealers by its own has just started recently with the entry of the recent newcomers. The newcomers as GZH and SGM cherry-picked the best dealers of the local partner’s existing networks and nominated additional, qualified dealers from outside. So did carmakers like FAW-VW and SVW in order to revamp the sales networks inherited by their Chinese partners. Evaluation In Brazil, several interviewees consider this follower advantage as not very important yet because there are still few dealerships that sell cars from different carmakers. However, this practice will increase in the near future with intensifying competition and the spreading of dealer groups. Besides, there will not be so many future entrants any more that can still enjoy this advantage, as most of the global players have already entered the Brazilian marketplace. In China, this follower advantage is less evident than in Brazil as contracting dealers from competitors is not common in China yet. Nonetheless, the relevance of this OEA is likely to grow when competition intensifies as a result of China’s entry into the WTO. Then, future entrants (particularly importers) will court the well-performing dealers of the incumbents. 751



Interviews No. 48, 72, 77, 91. Ford’s financial situation deteriorated in 1997/98, but the carmaker did not inform the dealers about it. Later, Ford’s situation and its information policy created problems with its dealer network and caused some dealers to change flag, e.g. to Toyota. Interviews No. 43, 48, 51, 52, 56, 81, 83, 84. 753 Dongfeng Citroen was an exception at the time. However, the JV was still dependent on the distribution network of the Chinese partner. 754 Interview No. 18. 752
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Concerning the duration, a follower saves the time to develop dealers from zero; it can take up to three or four years until a dealer has gained the required sales experience. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



551 531



531 531



Diff. adv.



1



Not imp.



Ö



≤2 13.3% 23.1%



3 20.0% 23.1%



Very imp.



≥4 66.7% 53.8%



Major influence factors



 Right to nominate exclusive dealers: if a follower is not in the position to choose its distributors and/or dealers, this OEA is ineffective. (Chinese carmakers had no responsibility for car distribution until recently.)



 Ineffective dealer occupation: a cost advantage might accrue to the follower only if it is possible that dealers directly or indirectly serve different brands.



 Stiff competition: willingness of the dealers to change flag increases with intensifying competition, as newcomers lure the experienced dealers with attractive conditions.



 Dealer groups: by contracting dealer groups, a newcomer can develop its sales force more rapidly and efficiently than with single stand-alone dealerships.



 Further training through follower: the incumbents also benefit from the training of the newcomer if the dealer keeps its contract with the incumbent.



 Protected market: the dealers of the incumbents are probably unwilling to change flag or invest in a new dealership for an unknown brand as long as it is more secure and profitable to sell cars for the incumbents. Proposition 23: Learning from the Incumbent’s Mistakes A FOLLOWER can learn from the pioneer’s moves and avoid making the same mistakes. Thereby, the follower can save resources and does not risk damaging its brand image. What is probably more important than the follower’s opportunity to exploit a pioneer’s failure itself, is the lesson that can be learned from the pioneer’s move.755 By thoroughly analyzing the pioneer’s moves and their outcome, a follower can use its input factors more efficiently, establish a positive brand image, and therefore save time to catch up with the incumbents.756



755



Some interviewees mentioned that making mistakes has a less negative impact in EMs than in mature markets, because of the higher number of mistakes made by virtually all participants due to the challenging environment. By contrast, making mistakes becomes more critical in an increasingly maturing automotive industry. 756 See Schnaars (1994), p. 23.
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The pioneers first had to learn how to deal with the new, unknown terrain, mostly by trial-and-error exercises due to the lack of sufficient market knowledge. In some cases, followers used the opportunity to learn from the incumbents; in other cases, they unfortunately made the same mistakes again. The following examples illustrate where later entrants learned or could have learned from the incumbent’s unsuccessful moves. Right product decision At the time when the big three American carmakers entered the Brazilian PC market, there was already a noticeable trend towards smaller cars, mainly because of VW’s strong market presence. (Ford was the first early follower in 1967, GM followed in 1968, and Chrysler in 1969.) Apart from the inherited Corcel (through the acquisition of WOB), Ford introduced the American model Galaxie in 1967.757 GM do Brasil carried out some market studies to decide with what car to enter the market. On the one hand, Ford was less successful with the Galaxie. The studies revealed that the low market acceptance of the Galaxie was caused by its price, its size, and the high fuel-consumption.758 On the other hand, VW was very successful with the Fusca. German models were smaller and based on similar gasoline pricing, thus they were considered more appropriate for the Brazilian market.759 GM decided to enter the market with a car that was significantly smaller than the Galaxie, but bigger than the Fusca. The previous model of the German Opel Rekord was chosen and launched under the name Opala. It had an integrated body like the Fusca to reduce the vehicle weight. (The Galaxie still had a separate frame beneath the body.) GM equipped the Opala with a Chevrolet engine that enjoyed a good reputation at this time. Similarly, Chrysler chose a model that was developed by its UK subsidiary. When Ford recognized GM’s success with the Opala, it also planned to launch a smaller car. It chose the Maverick that was a well-recognized car in the USA. However, Ford made the mistake and equipped the Brazilian Maverick with an outdated and small AeroWillys engine inherited from its Willys-Overland acquisition. Apart from its high fuel consumption and the high price, the Maverick’s interior was not large enough, though it was a big car. The Maverick was Ford’s last American model introduced to Brazil; in the 1970s the carmaker exclusively adopted European product lines, as they seemed better suited to the domestic markets.760 Other examples of less successful product introductions by the incumbents and newcomers were the VW SPII (1972-76), VW Pointer/Logus (1993-97), GM Astra (1995-today; the imported model sold badly, only the locally-made version was more 757



In 1973, it launched the Maverick. These two Ford models and the Chrysler Dodge have been the only American cars ever produced in Brazil. Interview No. 43 758 The Galaxie had an average consumption of 17.3 l/km. By comparison, The Fusca needed only 7.1 l/km at the time (see Table 9.25-1 in the appendix). 759 Shapiro (1994), p. 229. 760 Interviews No. 53, 71, 75, 76, 77, 78, 85 and Shapiro (1994), pp. 104-119, 227-229.
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successful), Fiat Tipo (1993-97), and most recently the MB A class (1999-today). Especially MB could also have learned from the product adaptation strategies of its predecessors. For example, Ford and Chrysler several times faced problems with the introduction of new products as the American carmakers stuck to the original product concepts from the U.S. market (without replacing some parts by locally-made parts, e.g. carburettors). After the product launch, however, when sales did not develop as expected due to the high price, they ultimately had to modify or simplify some parts to cut cost. For example, Renault did this with the Scenic from the beginning. Apart from the reduction of features, it replaced some parts by locally-made parts of lower quality or used less expensive materials to cut cost (e.g. plastic parts or aluminium were replaced). In contrast, MB wanted to remain true to its high quality principles and demanded the same quality as of an A class produced in Germany. The local subsidiary suggested some product modifications to cut cost, but the HQ refused the proposal. The currency devaluation in early 1999 worsened the situation, because the A class became markedly more expensive than planned. As the interviews with MB executives revealed, the German carmaker would rather sacrifice the A class instead of taking the risk of damaging its global brand image. For this reason, MB is thinking about the production of a small car under another brand where it can rather pursue a strategy like Renault, but without taking the risk of harming the reputation of the “star”.761 Right offering of product features Initially, VW offered its standard model of the Golf with double airbags and ABS. When sales did not develop as expected, VW found out that many customers were not willing to pay for these features.762 Thus, they were removed. Although Brazilian customers are increasingly concerned about safety, most customers, particularly those of popular cars, prefer, e.g., an A/C of an airbag, because they cannot afford both. MB faced a similar problem with the A class that was equipped with a bulk of standard features, such as electronic traction, braking and stability systems (ABS, ESP), front air bags, belt tensioners, and belt force limiters. Some competing products, like the GM Vectra or the Fiat Palio, offer some of these features only as additional options; others, like the Renault Scenic or VW Golf; do not offer them at all. As a result, the A class faced fierce price competition. As the latest entrant in this segment, MB could have learned from its predecessors to offer these features optionally at the beginning to test if the customers really want these features.763 Right product technologies Ford was the first carmaker that offered cars with alcohol-based engines in the mid1970s and Fiat the latest. However, the Italian carmaker used the time to improve the technology of its predecessors and wipe out the “bugs” (lower temperatures of 761



Interviews No. 45, 53, 57, 63, 86. These safety features are much more expensive compared to European prices due to the relative small production volumes or import tariffs. 763 Interview No. 76 and NN (1999), p. 10. 762
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combustion, better fuel efficiency, etc.). Finally, Fiat was in the position to offer the best alcohol engine made in Brazil.764 Right process technologies When VW designed its new plant in São José dos Pinhais, it chose to apply a higher degree of automation in the production than in its old plants due to increasing labour cost in Brazil.765 However, after the devaluation of the Real, this decision turned out to be unwise as the cost of goods sold were higher after all. The investment for robots and machines and their maintenance as well as spare parts caused markedly higher cost because of the unfavourable exchange rate and exceeded the savings of salaries by the reduction of workers. PSA, which originally also wanted to use more robots in its production line, reacted immediately and moved to a more-labour intensive production.766 Right supply practices Unlike Fiat, VW used the most radical approach of the modular concept in its new Resende truck plant. The eight system suppliers (sistemers) virtually assemble the vehicles, while VW staff supervise and co-ordinate the suppliers and take care of sales and marketing functions. (All of the production workers on the factory floor are from the suppliers.) Initially, suppliers were to assemble completed modules. Yet, coordination of the lower tiers of suppliers has proven vexing, and VW ultimately created an additional company to pick up parts at the lower-tier companies’ factories, deliver them to Resende, and inspect them. VW’s way of applying the modular system inherited many logistic problems, in particular co-ordination and organizing the lower tiers of the supplier chains. Another problem was the product quality at the final assembly. Moreover, VW’s assembly was interfered a couple of times by strikes of the supplier’s staff that fought for salary adjustments to the level of VW employees. Although the modular concept has undoubtedly reshaped the manufacturer-supplier relationship, its success was controversially discussed as the productivity of VW’s plant was less than half that of comparable American or European plants.767 GM thoroughly analyzed VW’s system solution and improved it according to their requirements. GM increased the control over the assembly process (e.g., strikes, quality) and weakened the bargaining position of the “sistemers” in price negotiations by locating them outside the plant. When Ford designed its new plant in BH, it took VW and GM’s plant as benchmarks and profited thereby from both carmakers’



764



Interview No. 74. VW used 130 robots in the Curitiba plant. (About 40% of the plant are robotized.) In comparison, VW used 8 in the Taubaté plant and 100 in the São Bernado plant. GM produces the Celta with 120 robots in Gravatai and PSA has only 20 in Porto Real. Vasconcelos & Teixeira (2000), p. 121; EIUMBI (3Q1999), p. 10. 766 Interview No. 91. 767 According to several VW and GM managers, “Resende was too early and too radical”. VW would not apply this concept in this way again. See also Mortimore (1998), p. 129. 765
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experience and applied a mix of both models.768 Similarly, PSA used GM’s Gravatai plant and Ford’s Camaçari plant again as benchmark plants for the integration of first-tier suppliers in its new factory in Porto Real.769 Chinese data Examples where followers learned (or could have learned) from the incumbents are: Sales control Newcomers like GM, Honda, or Toyota could observe by the example of SVW and FAW-VW how difficult it was to improve the sales force without having the control under the JV. In the case of FAW-VW, VW focussed on the production of cars and left the distribution to the Chinese partner for a purchase guarantee. Later, this turned out to be a grave mistake.770 The foreign newcomers therefore bargained with the government and their local partner to endow the JV with the total control of distribution from the beginning, whereas SVW and FAW-VW had to make efforts to gain more sales control in order to restructure their antiquated networks.771 Brand awareness SGM has learned from SVW’s bad brand management. According to market studies, many customers think that SAISC, the sales company of SAIC, is the producer of the Santana, whereas SVW is largely unknown as a brand. By contrast, the brands of newcomers like SGM and GZP did a lot of advertising and developed a high degree of brand awareness within a short period. (They used the whole bunch of channels, such as TV, radio, print media, outdoor ads, fairs, direct mailing, guest presentations at universities).772 Product upgrades BJC and GZP did not upgrade their products for a decade or more. Similarly, SVW waited too long until it renewed its antiquated Santana (B2). It took SVW 13 years until it introduced a face-lifted version of the Santana (that was designed in Brazil) and another four years until it launched the Passat (B5).773 Consequently, the outdated products fell into disrepute and their market share declined. Followers like FAW-VW, Dongfeng Citroen, SGM, and GZH learned from this neglect, and 768



It is important to note that particularly GM and Ford see Brazil as a testing ground. If the supply concept has proven to be successful, it will be transferred to the U.S. later. 769 Interviews No. 81, 93, 71, 76 and Addis (1999), p. 220. 770 Some VW managers claimed that the government did not allow to endow a JV with a 100%-control of distribution in the early-1990s. (The approval by the Ministry of Internal Trade would have been necessary). However, in retrospect some VW executives concede that it would perhaps have been possible if VW had negotiated more persistently. Thus, the distribution rights were left to FAW due to a lack of experience. Two years later, when Dongfeng Citroen entered the market, a JV got the sales responsibility for the first time in China. 771 Interviews No. 14, 18, 24, 27, 34, 42. See ‘Proposition 28: Shift in Distribution’. 772 Interviews No. 18, 26, 27. 773 The current Chinese version is equivalent to the German model of 1998. In Germany, however, a newer version was already launched in 2001.
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upgraded their cars earlier and launched new products in shorter cycles. (For example, the Audi A6 was the model with the shortest time gap between the launch in the home market and the introduction to China).774 Government support The lack of support of the central government and the competition between the municipal and provincial government were two major factors why GZP finally failed. The Chinese partner did not court the Beijing officials and Peugeot relied blindly on GAIC (see ‘Proposition 7: Manufacturing Licence’). Moreover, the JV was caught in the conflict between the local and central government. The case of GZP was a good lesson for the followers to see how important it was to get the blessing of the central government.775 Technology Transfer Audi/VW is one of the best known cases of unauthorized transfer of production knowhow in the Chinese PC industry. In 1988 FAW started to assemble the Audi 100/200 under licence. After the expiry of the TLA, the Audi production was integrated into the FAW-VW JV in 1995. However, FAW continued to produce the car under another name. (The ‘Red Flag’ distinguished itself from the Audi 100/200 only by the CA488engine from Chrysler). To the regret of Audi, FAW priced the Red Flag below the retail price of the Audi 100/200 and thereby created in-house competition.776 Previous sales figures of the Audi 100/200 normally ranged between 19,000-20,000 units per year. Yet, when the Red Flag was introduced, sales of the Audi 100/200 dropped to 4,000 cars, whereas sales of the Red Fag increased from 5,000 to around 19,000 units. (At the time, the market for luxury cars amounted to approx. 25,000 units.) In order to resolve the problem, Audi face-lifted the 100/200 and added additional features to differentiate from FAW’s unauthorized model. Other early entrants made a similar experience (e.g., BJC, GZP). Fortunately, later entrants, such as SGM and Toyota Tianjin, reportedly learned from this experience and protected themselves accordingly (e.g., contractual agreements between foreign and Chinese partner to produce parallel/similar products, separation between R&D and production functions by different legal entities777, and tighter control mechanisms).778



774



Interviews No. 10, 12, 29, 41, 42. Interviews No. 2, 4, 5, 7, 12, 20, 32, 34. 776 Nonetheless, VW tolerated the continuation of the Red Flag production, because the HQ still earned money through the sales of imported parts from Germany. Interview No. 40. 777 For example, GM established the Pan Asia Technical Automotive Centre (PATAC), which is a USD 50 mn, 50-50 automotive engineering and design centre JV between GM and SAIC. It is the world’s first R&D JV. Unlike other major automotive technical centres, it is fully independent and operates completely separate from its parent companies. This means that PATAC is able to provide services to other local and foreign carmakers in China, apart from SGM. 778 Interviews No. 6, 10, 19, 33, 34, 37. 775
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Right product choice Two-box cars have traditionally been less accepted than three-box cars, mainly because of the nuisance of the smell of transported goods and the Chinese preference for a sedan-look (“No boot means your car is not a proper car.”). Therefore, two-box cars can be sold in China only if they are cheap. Unlike GZP or Dongfeng Citroen, Tianjin Daihatsu was quite successful with a two-box car (Charade), but simply because it was the cheapest vehicle in its category. (“Only taxi fleets and frugal foreigners buy the Charade hatchback.”) VW also discovered this national quirk when it planned to produce the Golf hatchback (A3) at its JV with FAW in Changchun. VW was convinced that the Golf would become a “big moneyspinner” in China and so publicized it. But when the Chinese public was confronted with the vehicle during the trial assembly period, it was not impressed. A market study revealed that the car would be rejected by the market as the price tag was too high and it had no boot. Thus, VW quietly shelved its Golf project. Instead, FAW-VW successfully introduced the sedan-like Jetta (A3) (“Golf with a boot”).779 Similarly, Citroen did not listen to the market either. The French carmaker thought that the ZX (2-box car), which was a success in Europe, would also sell well in China. Yet the Chinese customers taught Citroen a lesson. As a response to the low market acceptance, Dongfeng Citroen added a three-box version of the Fukang in 1998 and gained significant market share.780 Nonetheless, the three-box model still has an image problem as customers do not perceive the new Fukang as a sedan, but still see a connection to its ‘little brother’.781 The JV should have better launched the three-box version first and later, when acceptance had been established the 2-box version. Evaluation The multitude of the presented examples stresses the importance of this follower advantage. The field research revealed that this OEA appears to be slightly more important in China than in Brazil. Possible reasons might be the higher degree of maturity of the Brazilian automotive industry and the more different environment in China. (According to the interviewees, the Brazilian business environment can be understood more easily by foreigners than the Chinese one.) With regard to the duration, this OEA is relatively short-lived as incumbents can normally correct their errors within a short term or at latest within a medium-term period. Country



Type Cost adv.



Brazil China 779



5



Magnitude



Duration



553 555



531 531



Diff. adv.



5



Not imp.



Ö



≤2 15.4% 7.7%



3 15.4% 15.4%



Levy (1995), p. 49. Interviews No. 13, 34, 41. 781 “The new model is considered a hybrid car and not a different product.” Interview No. 32. 780



Very imp.



≥4 69.2% 76.9%
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 Legal environment: in order to benefit from the experience made by the incumbents, a newcomer needs to find the legal and economic conditions to make things better than the incumbents.



 Availability of extensive competitor data: in order to analyze the failure of a pioneer a follower needs to know the causes of the problem. Otherwise, it is difficult to avoid making the same mistake next time.



 Commitment to develop a market intelligence unit: if a newcomer wants to be “close to the market” and set up an “early warning system”, it has to provide the necessary manpower and financial resources to maintain such an organizational unit.



 Maturing industry: the more mature the industry, the bigger the penalty of making mistakes, and the higher the magnitude of this follower advantage.



 Unknown environment: the more challenging the environment, the more mistakes are probably made by the incumbents, and the more “DON’Ts-lessons” can be learned by the newcomers.



 Follower’s arrogance: if a newcomer overestimates its brand or abilities, it is likely to make similar errors like the incumbents (e.g., MB tends to overvalue the impact of the ‘star’ in EMs).



 Internal conflicts between the HQ and RHQ of the follower: if the less experienced HQ of the follower does not listen to the recommendations of the RHQ, virtually no use can be made of the locally existing market knowledge. Proposition 24: Incumbent’s Inertia A FOLLOWER can exploit the pioneer’s inability to respond appropriately to environmental change or competitive threats. The pioneer’s inertia can have several reasons, for example, the pioneer is locked-in to a specific set of fixed assets, it is reluctant to cannibalize existing product lines, or it is organizationally inflexible to adjust. Brazilian data A good example of the incumbent’s inertia is the popular car segment in Brazil. VW’s flagship, the Gol, has already been on the market for 20 years (in its fourth product generation). The Fiat Uno is just a slightly younger model and the Ford Fiesta and the GM Corsa are ageing as well. Despite the age of the incumbent’s products, they are the lowest-priced cars available due to their high localization rate of almost 100%. Many customers still prefer to buy one of these models instead of the more stylish cars of the newcomers that are around 15-20% more expensive (Renault Clio and Peugeot 206). A VW executive said that VW does not stop production as long as the Gol sells well. If VW replaced the Gol by another small car, it would have no price-competitive product in the low-price segment any more and therefore would lose market share. Thus, VW will wait until decreasing sales force the carmaker to
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stop production of the Gol. This is, however, just a matter of time and VW is already prepared for the production of a successor model.782 When Collor drastically reduced the IPI tax for cars with an engine up to 1000 cc in 1990, Fiat was first and launched a small car still in the same year. It took more than two years until VW and GM were able to offer their existing models with a small engine in the course of 1993 (VW Fusca and Gol, GM Chevette Junior). Although, Fiat’s head start was only short-lived, the carmaker could extend its market share. Fiat’s market penetration was 11.8% in 1989. Within three years, Fiat’s market share had doubled and even tripled within five years.783 Chinese data The early entrants did virtually not face any competition until the mid-1990s as the market was protected by high import tariffs and a very limited number of production licenses in each segment. Therefore, the market participants sought to milk their investments and hesitated to inject new technology. For example, SVW introduced the Santana in 1985 and added a face-lifted Santana version in 1996 (Santana 2000). Several interviewees indicated that the second PC project of SAIC was initiated, mainly because VW missed to introduce new products at the time. This offered a foreign latecomer the opportunity, in this case GM, to enter the market. According to internal sources, VW’s behaviour might be explained by a few reasons. First, the lack of competition caused an economic inertia on the side of SVW. Second, VW could not materialize any synergies between its operations in Shanghai and Changchun due to local interests of the Chinese partners (SAIC and FAW). Each JV used a different supply and sales network causing double investments to VW. Last, the communication between SAIC and VW was often problematic and bureaucracy slowed down internal project approval for new products. SVW’s market share dropped from 53% in1996 to 31.9% in 2001.784 New product features such as airbags, ABS, ESP can often not be integrated in older product concepts or only with an unreasonable financial effort. For example, it was not possible to integrate side airbags into the Santana 2000 without major product modifications.785 Concerning supply and distribution networks, recent newcomers (e.g., SGM, GZH) are favoured as the incumbents are stuck in existing contracts and old structures with their Chinese partners that are difficult to change afterwards.786 Evaluation The findings of the field study support the proposition that incumbents tend to be sluggish due to economic, technological, and organizational reasons. The 782



Interviews No. 45, 91. Interview No. 86. 784 Interview No. 24. 785 Interview No. 34. 786 See ‘Proposition 27: Shift in Supply’ and ’Proposition 28: Shift in Distribution’. 783
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incumbent’s inertia lowers the market entry barriers to new entrants and offers newcomers a differentiation advantage. However, they are mostly only short-lived as most interviewees suggested. According to the data of the questionnaire survey, this follower advantage appears to be less important in China than in Brazil. The lower rating might be explained by two factors. First, the Chinese automotive industry is just beginning to transform from a supply-driven to a demand-driven market, whereas the Brazilian industry has almost finalized this transformation. Second, the inertia of an incumbent is less perceived as an inherent characteristic of the carmaker, but rather as a result of the interference of the local and central government. Country



Type Cost adv.



Brazil China



1



Magnitude



Duration



553 551



531 531



Diff. adv.



5



Not imp.



Ö



≤2 0.0% 7.7%



3 23.1% 61.5%



Very imp.



≥4 76.9% 30.8%



Major influence factors



 Shift in technology, supply, or distribution: the incumbent needs time to adopt new process & product technologies, new supply concepts, or changes in the sales system, provided it has not initiated them on its own.



 Limitations of plant modifications: apart from the cost-side, old plants can be modified only to a certain extent due to a lack of space, technical requirements, or ongoing production.



 Organizational inflexibility: large organizations (mostly surviving early entrants) tend to be more sluggish than smaller ones (newcomers). Moreover, old structures are hard to transform into leaner and more efficient organizational structures. Newcomers can build up their organizations according to latest organizational knowledge and make use of the full range of legal opportunities from the beginning.



 Incumbent’s refusal of self-cannibalization: each carmaker seeks to milk its investment as long as possible.



 Protected market: monopolistic or oligopolistic conditions promote a carmaker’s natural unwillingness to cannibalize its products.



 Incumbent’s high flexibility: if an incumbent makes serious efforts to remain flexible despite steady organizational growth, it will rapidly catch up with the newcomer. For example, Fiat Brasil, which is the third largest Brazilian carmaker, has truly institutionalized its philosophy of being flexible.787 6.2.3 Technological Factors Proposition 25: Safety & Environmental Regulations A FOLLOWER can better meet the government’s strict standards for safety & environment protection with its more sophisticated products.



787



See also section ‘7.2.2. Keep your organization flexible’.
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Like in the mature automotive markets, there is a clear trend in China and Brazil that regulations on safety, emission, and fuel efficiency are becoming markedly stricter. This applies to products and process technologies (or production facilities). Followers can usually better meet the increasing requirements than the pioneers, because they normally enter the market with more modern products and tend to apply manufacturing technologies that allow a more efficient use of input factors (energy, water, all kind of materials) and a more environment-friendly production process (painting, sewage, less waste, etc.) Thus, a cost advantage may accrue to the follower from applying technologies which the incumbent still has to adopt to meet the required standards. It is important to note that plant modifications tend to be more complicated than pure product modifications. The latter can usually be carried out within one or two years and with relatively small investments. Plant adaptations, however, can be a very costly and time-consuming undertaking provided that they are possible at all (e.g. filters in the paint shop or foundry, sewage system, fire protection).788 A differentiation advantage may result for the follower by developing an image as a producer of environment-friendly and safe cars. Brazilian data In Brazil, the pioneers and early followers did virtually not face any regulations on safety or emissions when they entered the market. The first regulations on exhaust fumes for engines and light vehicles were introduced in 1988 as the first of the three steps to adapt Brazilian regulations to world standards.789 While the first phase was implemented on schedule, some Brazilian carmakers could only comply with the Proncove targets by using catalytic converters, mainly because of the varying quality of fuel sold in Brazil. The government pursued largely a mixture of American and European emission standards. Concerning safety standards, the government has required Brazilian cars to meet European standards. Table 6.2-5: Brazilian emission standards790 Phase 1 2 3



Equivalent US/EU Application in Brazil for Application in US/EU Gap standard* domestic production791 for dom. Production years n/a 01/90 (06/88) n/a US 76 (EPA) 01/1992 1976 ~16 US 83792 01/1997 1983 ~14



*) PCs are tested on the U.S. Federal Test Procedure commonly known as FTP-75.



In the past, the Brazilian government has been the major force to push for steady improvement in safety and environmental matters (without hindering automotive



788



Interviews No. 48, 52. Resolution No. 18 issued by the National Environment Protection Council in May 6, 1986. Interviews No. 51, 53 and Piquini (1991), pp. 26-27. 790 Sources: Mercedes-Benz (10/1999); Renault (03/2000); Delphi (10/1996). 791 Figures in brackets specify the application of the respective standard for new models. 792 In comparison with EU norms, the Brazilian emission limits of the third phase are somewhere in between the values of the ECE-R 15/04 and the EU-1 standard from 1982 and 1993 respectively. 789
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growth). Nowadays, this role has passed over to the ‘market’ itself.793 Interestingly, the interviews in Brazil revealed that the federal government has lost its importance as the major force. On the one hand, the Brazilian customers demand a higher standard of safety and fuel-economy than that required by the government. (Customers’ preferences have been mainly formed by car imports since the 1990s.) On the other hand, locally-made cars for export purposes have to comply with the standards prevailing in the respective target countries.794 (Although the strict regulations of some export countries create additional costs compared to the domestic standards, the production of one variant is still less expensive than a twovariants-production for the domestic market and the export markets.) The carmakers understand that the penetration of advanced safety items such as airbags has been market driven in the U.S. and Europe. As the incumbents are the major Brazilian carmakers and exporters, it is also in their interest to produce safe, environmentfriendly, and fuel-efficient cars to satisfy internal and external demand.795 Chinese data Unlike Brazil, China does not play any role as an export base yet, although the domestic automotive industry is gradually preparing for exporting cars on a larger scale. The central government is still the major force to push ahead with environment protection and safety matters by largely following European, and to a smaller extent, Japanese and American standards.796 Table 6.2-6: Chinese emission standards797 Phase 1 2 3 4



793



Equivalent EU standard ECE-R 15/03 ECE-R 15/04 Euro 1 Euro 2



Application in China for domestic production798 1983 7/98 (01/99) 01/01 (07/00)799 07/05 (01/06)



Application in EU for domestic production 1970s 10/82 01/93 (07/92) 01/97 (01/96)



Gap ~ 16 ~8 ~8



The government’s focus has shifted from car safety and fuel efficiency to environment protection as customers are typically less concerned about this topic. Interviews No. 43, 45, 48, 52, 86. 794 In 2000, Brazil exported 283,449 cars to other countries that equals 20.8% of total production. 11% of car exports went to Europe, 33.4% to North America (mainly Mexico), and 30.7% to Argentina. In money terms, 15.8% were exported to Europe, 32.6% to North America, and 27% to Argentina. 87% of Brazilian car exports come from VW, GM, and Fiat. ANFAVEA (2002), pp. 77-82. 795 See also DRI (1996), pp. 106-107. 796 It is important to note that the Chinese government does not simply adopt safety norms from these countries, but rather pursues a cherry-picking policy that resulted in an unique combination of standards. Thus, imported cars and cars for local production need to be modified to meet the Chinese bundle of standards. Interviews No. 13, 18, 23. 797 Sources: Mercedes-Benz (10/1999); Renault (03/2000); Delphi (10/1996); CAC (2000), p. 35; DRI (1998), p. 30; CAC (2000), p. 35. 798 Values in brackets indicate the application for new car types. 799 The EU-1 norm was compulsory earlier in big cities, e.g. Beijing in 01/99, Shanghai and Nanjing in 07/99. Tianjin followed in 01/00 and Guangzhou in 10/00.
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As can be viewed in Table 6.2-6, the Chinese government has applied emission controls since the birth of the national automotive industry. (The exhaust limits were comparable with European limits dating from the 1970s.) In the second half of the 1990s China particularly tightened up its policy on environment protection. For example, in early 1996 certain types of vehicles were forbidden to drive in the downtown area of Beijing on certain days of the week. (The Charade was one of them. Thus, many new buyers in Beijing who had paid but not taken delivery rushed to the sales agents to demand refund.)800 Quite a few Chinese and foreign carmakers were caught unprepared despite several warnings when the government started implementing new exhaust emission standards in January 2000. (The standard follows the EU-1 norm that was introduced in Europe around eight years earlier.) For example, the municipal government of Beijing decided to ban cars that do not conform to the new emission standards in its late attempt to improve the capital’s atmospheric environment, which has badly deteriorated. New models like the Buick or Accord met the new requirements without any problem, whereas the engines of outdated models like the Cherokee or Charade exceeded the exhaust limits, and therefore, needed to be equipped with exhaustreducing parts or catalytic converters. (Some incumbents were reportedly financially burdened by later build-ins of exhaust reducing parts into cars on stock.) Although the emission regulations were planned to be in effect nation-wide in 2000, their enforcement, particularly in the western regions (e.g., Hubei, Sichuan) has not been as strict as in the municipalities of BJ or SH.801 Moreover, some carmakers such as Tianjin Daihatsu or Changan Suzuki succeeded in lobbying for a longer transition period, as they were not able to meet the new emission standards in time.802 Table 6.2-7: Emission standards of selected models in Nov 2000803 Models that meet EU-1 by 2000 ƒ Cherokee (BJC) ƒ Passat and Santana (SVW) ƒ Old Charade (Tianjin Daihatsu) ƒ Alto (Changan Suzuki)



Models that already meet EU-2 by 2000 ƒ New Charade (Tianjin Daihatsu) ƒ Small Hongqi (FAW Group) ƒ Fukang (Dongfeng Citroen) ƒ Buick (SGM) ƒ Accord (Guangzhou Honda) ƒ A6 (FAW-VW)



Originally, the government already wanted to introduce the EU-2 standard in Beijing, Shanghai, and Guangzhou in 2002. However, some carmakers were not able to modify their engine technology in time. Thus, the government postponed the 800



EIU-ASC (1997), p. 38. The major problem is the poor quality of domestic fuel. To reduce exhaust emission, engines designed for higher quality of gasoline need to be modified to meet European standards with the lower quality of domestic fuel. 802 The introduction of the EU-1 norm was only announced in early 1998. Interviews No. 10, 12. 803 Source: Interview No. 16. 801



Discussion



215



introduction to 2004. Yet, to speed up the emission reduction process the government offers incentives to those carmakers that already comply with the EU-2 before 2004 by granting a 30% reduction of the consumption tax (see Table 6.2-7).804 Although the early adopters do not enjoy a direct financial benefit, their products become more competitive through lower retail prices. Additionally, they can court environmentally aware customers and establish a “green” image. Evaluation This follower advantage appears to be more relevant in an inward-orientated market like China where automotive production satisfies only domestic demand. There, the government still has to push ahead with steady improvement of environmental and safety matters as carmakers seek to postpone the modification of leading products for economic reasons. However, in an open market like Brazil that also serves as an export base, carmakers automatically seem to apply more current technologies concerning safety, fuel-efficiency, and environment protection. Thus, the domestic competition and the requirements of the export markets have largely relieved the government from its guiding function. With regard to the duration of this OEA, it seems to be rather short-lived if the pioneer’s products need to be modified, and have rather a medium-term impact if the improvement of process technologies at the pioneer’s plants is required. It is important to note that the interviews revealed that the differentiation advantage based on an environment-friendly image is still unimportant in both countries as the environment awareness of the Brazilian and Chinese customers is still poorly developed. However, this will certainly change in a maturing market as the developed North American and European markets demonstrate.805 Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



511 531



531 531



Diff. adv.



3



Not imp.



Ö



≤2 53.8% 23.1%



3 23.1% 23.1%



Very imp.



≥4 23.1% 53.8%



Major influence factors



 Inward-orientation: as long as a supply-driven market is protected against imports and does not serve as an export base, there are virtually no incentives for the carmakers to seek steady improvement of passenger safety and exhaust reduction. Thus, the government has to push ahead with these issues.



 Environment protection as a marketing instrument: in more mature markets, leaders in environmental matters can beneficially establish an image as ‘green carmakers’ and thereby gain a differentiation advantage. 804



Since 1994 China has adopted a three-tiered consumption tax on cars. Depending on the cylinder volume of engines, the tax rates are 3%, 5%, and 8% respectively. Therefore, a 30% cut will lower the tax rates to a range of 2.1-5.6%.
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 Incentives by the government: a follower increases its cost advantage if it receives additional incentives from the government.



 Increasing vehicle imports: the local market becomes more demanding in terms of safety and engine technology with an increase in car imports. Thus, incumbents are forced to offer state-of-the-art models as well.



 Increasing vehicle exports: local carmakers have to meet the requirements of the export markets. As two-variant production is usually more expensive, local carmakers “voluntarily” adopt the more demanding standards of the export markets.



 Strong lobby of incumbents: the incumbents can lobby for special agreements or the delay of new standards.



 New plants by incumbents: if the incumbents also set up new plants, they do also apply modern and environment-friendly product and process technologies and thereby partly erode this follower advantage. (Provided that they continue to produce cars in their old plants; otherwise they totally erode this OEA).



 Weak enforcement of regulations: pioneers typically face no regulations in terms of environment protection or safety when they build up their production facilities (particularly if they take over existing plants). On the contrary, later entrants have to meet stricter regulations. Although, the incumbents are also urged to modernize their old plants accordingly, a weak enforcement of regulations might mitigate the follower’s cost advantage (e.g. exemptions, regionalism, and corruption). Proposition 26: Shift in Technology A FOLLOWER is favoured by a shift in technology, because the pioneer is burdened with old technology that cannot be easily modified for later models. A later entrant can therefore gain a competitive edge by applying newer technologies. A shift in technology refers either to a change in the production process (less material rejects and repairs, higher productivity, reduction of input factors, more flexible production lines, less space needed, etc.) or to product improvements (durability, quality, fuel efficiency, environment friendliness, safety, and other new features). This proposition assumes that a follower can better respond to technological changes than a pioneer can as it applies (more) modern technologies at its plant, whereas a pioneer is likely to be captured by its historical investment. Apart from the fact that plant modernization is very costly, old plants can be modified only to a certain extent because of a lack of space, specific technical requirements (e.g. deeper foundations for a new press-shop), or ongoing production.806 With regard to products, followers tend to offer models with better product characteristics (design, 805



According to a consumer survey from 1998, 9.2% of Chinese participants consider environment protection a purchase criterion, while 82.4% named the car performance and 76.1% the price. NN (1998). 806 For example, SVW has a fixed production line for the Santana and Santana 2000, which could later not be modified for the inclusion of new features such as airbags or side impact protection. Interview No. 13 and Taylor (29.12.97).
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better engine, additional features, etc.) if they compete with the pioneer in the same price segment in order to gain a better value proposition than the incumbents. (Because of the scale disadvantage and a low LC rate, followers are usually not able to compete with the pioneers on a cost basis at the beginning of their operations.) Brazilian data ƒ Fiat was the first carmaker in Brazil that applied Japanese production concepts like JIT, TQM, and lean production. The Italian latecomer was also often named an important innovator that lifted the standards for the entire small car segment with the 147 and the Uno (e.g., transverse engine, electronic fuel injection, double carburettor, air condition, turbo engine, power steering, etc.).807 ƒ When Honda started to import the Civic and the Accord in 1992, “the newcomer roused the incumbents from their sleep. Suddenly, customers got more car for their money.” Honda equipped its cars with features that could only be found in luxury cars before and offered them at a very competitive price.808 ƒ The Renault Clio and the Peugeot 206 compete in the popular segments with best-selling models like the VW Gol, Fiat Uno, or the GM Corsa. According to a market survey by MB, many customers like their modern design and their technical characteristics. The models of the newcomers seem to have a better price-benefit ratio than the models offered by the incumbents. Nonetheless, the price is the most important purchasing criterion in the popular car segment. Thus, the majority of new car buyers opt for cars from the incumbents, as their basic models are on average BRL 1,000-2,000 less expensive.809 Chinese data ƒ Three years ago, the SGM Buick was the first domestically produced vehicle that offered ABS and airbags. At the time, Chinese customers were used to find those features only in imported cars. Nowadays, all luxury cars manufactured in China offer these features. It is striking that the most sophisticated Chinese-made cars are produced exclusively by followers (e.g., SGM’s Buick Century, GZH’s Accord, and FAW-VW’s A6). By contrast, the Fukang and the new Jetta are on the international level of the early 1990s; the Alto and Cherokee are on the international level of the mid-1980s; and the Santana series belongs to the products of an even earlier period, but it has undergone major modifications. ƒ Additionally, GM and Honda brought new product technology and manufacturing techniques to China and thereby forced the incumbents to modernize their plants in the medium run.810



807



Interviews No. 69, 77 and Nottoli (1991), p. 98; Da Fonseca (1996), p. 13, 91. Interviews No. 43, 52. 809 Interviews No. 63, 82. 810 Interviews No. 25, 26, 29 and CAC (2000), pp. 16-17. 808
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The interviews and the questionnaire survey suggest that this follower advantage seems to be extremely important, particularly in China. The use of more efficient technologies might offer followers to gain a differentiation advantage over the incumbents and erode their cost advantage. However, it is just a question of time until the pioneer alters its production facilities to produce more current models as well. For example, SVW lifted the Santana from the second to the fifth product generation (VW Passat) when SGM and GZH took up their operations in China. In Brazil, the assimilation of technology occurred at an unprecedented pace in the last decade. Both newcomers and most of the incumbents set up brand-new plants. If the incumbents continue production in their original plants, this proposition is certainly true; but if they also construct new plants, this follower advantage is partly eliminated as they made up the technological leeway.811 Thus, a plant analysis by carmaker is recommended instead of focusing merely on the order-of-entry variable. Concerning a shift in product technology, the duration of this OEA is estimated as short-term, whereas improvements in process technology have at least a mediumterm impact, as they require a major modification of the pioneer’s plant or even the construction of a new facility. Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



553 555



531 531



Diff. adv.



5



Not imp.



Ö



≤2 7.7% 0.0%



3 23.1% 0.0%



Very imp.



≥4 69.2% 100%



Major influence factors



 Open market: as fundamental technological innovations come typically from outside the EM, new entries have to be permitted to create competition and introduce the diffusion of new technologies (either by imports or local production).



 Incumbent’s inertia: see ‘Proposition 24: Incumbent’s Inertia’.  High initial investment of the pioneer: the amount of a pioneer’s initial investment correlates positively with the amortization period of the investment.



 Rapid development of process & product technologies in the home markets: the more radical the technological change, the harder to adapt old plants.



 Market deregulation: a more liberalized automotive industry intensifies competition and promotes technological progress at a higher pace.



 High technological gap between incumbent’s and follower’s products: the higher the technological lead of the follower’s product, the higher the follower advantage.



811



For example, VW’s Anchieta plant in São Bernado do Campo (SP) dating from the mid-1950s is the oldest plant in Brazil. On the other hand, VW inaugurated a state-of-the-art plant in São José dos Pinhais (PR) in 1999. Similarly, GM and Ford still produce in their old plants located in SP, whereas they built new plants in Gravatai (RS) and Camaçari (BH) respectively.
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 Plant portfolio of the pioneer: a pioneer can modernize an old plant or build an additional plant and thereby erode the follower advantage. Proposition 27: Shift in Supply A FOLLOWER is favoured by a shift in the supply system, because the pioneer is entangled in its old supply and production system that cannot be easily modified. New supply concepts might enable a follower to source locally-made parts at lower cost or buy them from outside the market at a price lower than the market price. In the latter case, parts might be even of a better quality and therefore endow the follower with a differentiation advantage. Brazilian data In Brazil, there are a few major changes in the supply system that are worth being analyzed in this context. Global sourcing When American carmakers introduced world-wide global sourcing in the early 1980s (in the context of their “world car” strategies) Brazil could only be integrated unilaterally, because of the high import tariffs. After the market opening, GM was the first carmaker in Brazil that applied global sourcing in 1990, i.e. it required that suppliers in Brazil met the same prices (without CIF) than the parent company paid; otherwise the parts would be imported. The European carmakers (VW and Fiat) whose import activities were traditionally limited to the European market continued to focus rather on localization strategies.812 Nowadays, most carmakers in Brazil use global sourcing.813 However, the decision when and to what degree this concept is applied is evidently not dependent on the order-of-market-entry variable, but rather on their portfolio of locally-made cars and the corporate strategy of the parent company. Just-in-time concept By delivering the parts shortly before assembly of the car, the carmaker can save cost for storehouses and quality control for incoming parts and reduces its fixed capital through stored parts. Fiat was the first carmaker that gradually incorporated this concept in the late 1980s. However, in the course of the 1990s, virtually all



812



In the case of VW, the application of the global sourcing concept was “postponed” because of the Autolatina JV. Both partners feared an unauthorized transfer of supplier data to their HQ. The mistrust peaked in 1993 with the Lopez scandal. After the separation of Ford, VW introduced the concept in 1995. Interviews No. 76, 93 and ANFAVEA (1994), p. 101. 813 Yet the importance of ties with foreign firms in local purchasing should not be overlooked. Although Fiat demands international price levels from its suppliers in Brazil as well, it rather works with them to acquire parts locally and thereby avoid the long lead-times and the uncertainties associated with imports. Over 80% of the value of Fiat’s parts purchased in Brazil are from subsidiaries of multinationals, national firms with technical assistance contracts, or JVs. Addis (1999), p. 221.
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carmaker introduced the Japanese concepts and eroded Fiat’s technological advantage.814 Modular system First-tier suppliers predominated for the first time in two products: Fiat’s Palio and VW trucks. According to Weiss, “Fiat do Brasil was characterized as being more assembler than the other assemblers” in the mid-1990s. Firms that supplied for Fiat’s Palio and Fiat in general have undergone a process of mineirisação where they set up new plants close to the factory in Betim (MG), and increasingly supplied modules.815 Fiat began integrating suppliers into its factories as early as 1992. By reorganizing production and bringing suppliers into the factory, Fiat could markedly diminish the number of suppliers.816 The most radical experiment of this new supply concept, however, was made by VW in its new Resende plant. Eight module suppliers literally assemble the trucks, while VW supervises and co-ordinates the suppliers and takes care of sales and marketing. GM followed both carmakers by applying the concept in a softened way in its Blue Macaw plant that was inaugurated in 2000. GM wanted to keep control by locating its fifteen first-tier suppliers next to the plant. Although the “trend-setting system” is still at its beginning, most interviewees expect the modular system to become a standard model between suppliers and carmakers in the coming years. Most of the new plants, both of the incumbents and the newcomers, apply the modular concept in a more or less radical way (e.g. PSA, Ford) or intend to introduce it in the near future (e.g. Toyota, MB).817 Chinese data In China no major development in the supply system has occurred yet. Unlike Brazil, the Chinese OEM production is highly integrated and most of the suppliers still belong to the Chinese partner.818 So far, China’s supplier base is not capable of implementing the modular concept due to the lack of development capabilities of the first-tier suppliers and the prevailing quality level of demanding parts manufactured locally. (Thus, in China the concept of “tiering” is restricted to the supply side.) However, experts believe that the system will be introduced within the next decade.



814



Interviews No. 69, 77 and Addis (1999) p. 195; EIU-ASSA & AmeriCar (1997), p. 32. Minerisação refers to the process of bringing firms to the state of MG. 816 In 1989, 28% of the value of auto parts were produced in MG by 35 suppliers of 500 suppliers. In 1995, 50% from 60 suppliers (of 200 suppliers), in 1996, 60% from 70 suppliers (of 140 suppliers), and 2001, 60% from 72 suppliers of 120 suppliers. The remainder has come largely from SP; in 2001, 35% from 42 suppliers. Interestingly, Fiat’s aim is to develop first-tier suppliers locally and then help them to become global. 817 Some newcomers do not apply the modular system, as they first need to localize important parts and deepen supplier relationships. In other cases, small production volumes do not justify modular supply yet. Moreover, newcomers from Europe typically design their plants and production processes based on their home plants where suppliers are not integrated into the assembly process yet. Interviews No. 58, 67, 71, 74, 75, 77, 79, 83, 86, 87, 88, 91 and Addis (1999), pp. 220-221; Weiss (1996), p. 119; Ferro (1999a); Pires (1998), p. 222; EIU-ASSA & AmeriCar (1997), p. 32. 818 See also ‘Proposition 21: Contracting Qualified Suppliers’. 815
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Similarly, global sourcing is just at the beginning in China, because of high import tariffs and the relatively low quality of Chinese-made parts compared to world standards. Yet, with decreasing import tariffs as required by the WTO, global sourcing will soon gain more importance.819 Evaluation The findings in both markets reveal that follower advantages based on a shift in supply have often been delayed by market protectionism and insufficient skills of the local supplier base. Thus, this OEA appears to develop its full magnitude only at a later development stage of an automotive industry. This assumption is supported by its lower rating in China. The Brazilian examples show that if a follower is first in applying a new supply system, it enjoys only a relatively short-lived advantage, as the incumbents will apply the new concept as well if it has proven to be successful.820 Moreover, the Brazilian analysis revealed that it is insufficient to consider only the order-of-entry variable; in addition, a plant-specific analysis is recommended. For example, VW and GM already apply the modular system in their new plants in Curitiba (PR) and Gravatai (RS) respectively. By contrast, they have not introduced the new concept into their old plants in São Paulo yet (or only to a lower degree). This can be explained by the fact that new concepts are normally just introduced with the launch of new products.821 Country



Type Cost adv.



Brazil China



5



Magnitude



Duration



531 511



531 531



Diff. adv.



3



Not imp.



Ö



≤2 25.0% 30.8%



3 8.3% 30.8%



Very imp.



≥4 66.7% 38.5%



Major influence factors



 Old supplier structures: followers can apply efficient supply systems, whereas incumbents are caught in their old structures. The restructuring of old supply networks might be delayed or even limited due to long-term contractual agreements.



 Insufficient capabilities of suppliers: if the local supplier pool lacks sufficient production skills, management capabilities (e.g. TQM), and R&D skills, new supply systems can hardly be applied domestically or local suppliers cannot be integrated into the systems respectively (e.g., JIT, global sourcing).



 Open market: part imports have to be possible and economically reasonable so that local operations can be integrated into corporate global sourcing strategies.



 Incumbent’s inertia: see ‘Proposition 24: Incumbent’s Inertia’.



819



Interviews No. 13, 15, 18, 24, 25, 29 and DRI (1998), p. 159. Ferro (1999b) and Interview No. 85. 821 To apply the modular concept, the production line needs to be modified accordingly. Thus, the ongoing production of a current model would be disturbed by process modifications. Furthermore, the space inside the factory for first-tier suppliers is often a critical factor. 820
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 Rapid development of new supply systems in the home markets: the more radical the organizational and technological change, the harder to adapt the old plants of the incumbents.



 Exchange and currency risks: extreme price fluctuations limit the application of global sourcing.



 Low initial LC rate of newcomers: the introduction of new supply concepts might be delayed on the part of the follower due to a lack of an established supply network and a low localization rate.



 Inappropriateness of follower’s plant: if a follower builds its plant according to its home plants, the plant design might not be appropriate for the application of new supply systems.



 Plant portfolio of the pioneer: a pioneer can modernize an old plant or build an additional plant and thereby erode this follower advantage. Proposition 28: Shift in Distribution A FOLLOWER can benefit from the transformation of the distribution and sales system as it enjoys a bigger choice of channels. A follower might be in the position to gain a cost and differentiation advantage through the development of more efficient sales networks or the use of new distribution channels resulting in better sales and after-sales services. Brazilian data Contrary to the changes in production systems, the Brazilian distribution system remained essentially the same over the last four decades. However, two developments should be discussed in this context. Emergence of dealer groups Until the early 1990s, dealers were typically family businesses with a single dealership. However, when competition among carmakers intensified, the so-called dealer groups emerged. These companies that are mostly set up by experienced dealers purchase existing dealerships or set up new ones at premium sales locations and centralize functions, such as administration, accounting, training of sales staff, storehouses, and leave just the necessary facilities on the spot, e.g., show rooms or service points. By contracting dealer groups a carmaker profits from lower dealer margins, less administrative work, and a better service quality at an uniform level.822 On the other hand, the bargaining position of a carmaker decreases with increasing size of the contracted group. The networks of newcomers usually lack geographical coverage. Yet, if they contract dealer groups, they can accelerate the development period of their networks, reduce costs and probably reach a better service standards than with 822



Through the concentration of ownership, a carmaker has to deal with fewer dealers without reducing the number of sales points.
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single dealers. In contrast, incumbents that are caught in their existing dealer contracts can only make use of this opportunity to a small extent as less efficient dealers cannot be easily substituted for more efficient dealers or dealer groups.823 The initial advantage of the incumbents of having extensive sales networks has gained a bad flavour since the crisis that started in late-1997. As can be viewed in Table 9.31-1 in the appendix, the incumbents had to reduce their sales networks markedly as a consequence of the industry’s shakeout and growing competition. Simultaneously they seek to improve the sales and service performance of their dealers. VW, GM, and Fiat could almost reach their 1997-sales ratio in 2000 again.824 Newcomers, on the other hand, expanded their networks during the same period. They could either opt for single dealers (apart from new dealers, also those that left the sales force of the incumbents) or dealer groups.825 Internet sales Although e-sales is still a very young distribution channel, Brazil has been regarded as one of the most promising countries for Internet development. The customer can gather information (price, availability, variants, etc), configure his vehicle, order, and pay less for the car than in a dealership.826 Later, he can pick up his new car at a dealer of his convenience. Interestingly, the incumbents were first in using this channel to sell their cars. In December 1999 Fiat started to sell the Brava via Internet. GM followed by selling the Celta via Internet in September 2000.827 Soon after, VW, Ford, and Renault offered this service as well.828 PSA was planning to set up Internet sales at a later stage when at least 10% of the Brazilians have access to the Internet.829 A Citroen executive stated that current Internet users are largely young persons who do not have the purchasing power yet and therefore do not represent PSA’s target group.



823



According to the law Ferrari, a dealer has an exclusive right for a defined sales area. If a carmaker wants to authorize another dealer for this region, it has to pay a high compensation to its dealer. Only if the dealer wants to stop its business or violates the dealer contract, a carmaker can nominate another dealer without paying penalty fees. 824 The only advantage of this costly and problematic process is that the incumbents can make their networks more efficient by cancelling the contracts with the badly performing dealers. Later, if the market recovers again, they can also contract qualified dealers or groups as well. 825 Interviews No. 43, 45, 48, 52, 56, 72, 91. 826 The Internet discount ranges between 2-6% of the dealer price. Additionally, customers do not have to pay the transportation cost that can add up to BRL 1,000 for customers from the North of Brazil. 827 GM lures customers with the slogan “Celta: the best car YOU have ever built” indicating that customers can construct their car themselves. The customer can order and pay the car via Internet, but still has to go to a dealer to sign the contract and pick up his car. In 2000, 25,000 of 40,000 Celta sales were made via the web. In 2001, 60% of total Celta sales were carried out via Internet. The online sales share is increasing at high rates (about 60%). Interviews No. 71, 76, 77. 828 For example, Renault expected to sell some 5,000 cars online in 2002. EIU-CC (01/2002), p. 54. 829 The number of Internet users grew from 2.5 mn in 1998 to 8.65 mn in 2000 representing 5.1% of the population. In 2003, 20.1 mn Brazilians are estimated to have access to the Internet. CIA’s World Factbook (2001); World Bank (2001); Timm & Grabenschröer (2001), p. 128.
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It is important to note that the emergence of automotive e-commerce in Brazil raised a conflict with the existing law Ferrari from 1979 that designates that vehicles are to be sold only through dealers and not by carmakers directly. In July 2000, carmakers, dealers, and the National Tax Council (CONFAZ) agreed to sell cars through the Internet with only a minor participation of dealers. The carmakers agreed not to sell all models but only the new ones via Internet, whereas the dealers receive a reduced commission of 4% instead of the usual 12%.830 Chinese data The Chinese distribution system has faced a few major changes compared to the Brazilian one. Figure 6.2-2: Types of distribution networks of Sino-foreign car JVs Foreign capital
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Deregulation of the distribution system The distribution system of China has faced dramatic changes in the last decade. In the early days of the automotive industry, Sino-foreign JVs were sole production units and had no responsibility of car distribution. Cars were allocated by state-owned channels. Because of the high inefficiency of China’s fragmented sales channels, the government gradually deregulated the distribution system by granting JVs more scope of action to develop networks on their own. This development has clearly favoured new entrants that established state-of-the-art sales networks, whereas the 830



Timm & Grabenschröer (2001), p. 130-131.
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incumbents still struggle to transform their traditional structures (see Figure 6.2-2).831 The two newcomers GZH and SGM have the benchmark networks in terms of organizational effectiveness. Major differences between the networks of the incumbents and the newcomers are: ƒ Newly established networks mostly consist of exclusive dealerships, whereas multi-brand franchising is still common in old networks. Moreover, modern sales networks have a higher concentration of 4-in-1 dealerships.832 For example, GZH and FAW-VW (A6 network) have exclusively 4-in-1 dealers (without any equity in its dealerships). SGM’s sales network consists of around 55 dealers with 70-80% 4-in-1 dealerships and the carmaker intends to expand its network to 100 dealers with 90% 4-in-1 dealerships. By contrast, SVW has 530 dealers with 57% nonexclusive dealers. Of the 230 exclusive dealers, SVW has equity in 112 dealerships. Concerning 4-in-1 dealerships, the new sales JV of SVW was just in the start-up phase in late 2000. ƒ Sales activities are steered by sales departments of the OEM JVs, whereas incumbents such as SVW or FAW-VW sell their cars via sales JVs, in which they have only minority stakes. ƒ Later entrants (SGM and Guangzhou Honda) could develop their networks on their own resulting in higher efficiency and better services.833 Although Dongfeng Citroen had the sales and service responsibility from the beginning, initially it used the distribution network developed by the Chinese partner, which reduced control by the JV. Moreover, the distribution network of the Chinese partner was often not developed according to performance-based criteria. ƒ The newcomers started with distribution networks that combined sales and service activities from the beginning, whereas the networks of SVW or FAW-VW are still in the transition period. In the case of BJC, there are even two parallel sales networks. One network is controlled by the JV and the other one by the Chinese parent. ƒ New networks tend to have fewer wholesale tiers (provincial and perhaps regional level), whereas traditional wholesale structures had up to four tiers.834 Internet sales The development of e-commerce is a great opportunity for the automobile industry of China, although China’s e-commerce sector is technologically still somewhat unsophisticated, particularly in transaction security. However, as this research was 831



See section 9.30 in the appendix for a description of the historical development of the distribution networks of BJC, SVW, FAW-VW, Dongfeng Citroen, GZH, and SGM. Interviews No. 3, 23, 42. 832 In the past, one legal entity was not allowed by law to offer the functions car sales, parts sales, and ASS together. Interviews No. 26, 27. 833 In the case of FAW-VW, the JV had to pay its Chinese parent to get the right to develop the sales network for the A6 on its own from the beginning. Approx. 50% of the A6 sales network was carefully selected from previous FAW dealers (Audi 100/200); the remainder was selected from outside FAW’s distribution network. Gao (2001). 834 Interview No. 18.
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carried out, the homepages of carmakers were confined to the provision of some company & product information and data of dealer locations. According to an SGM manager, Internet penetration is still too low. In 2000, 22.5 mn people had access to the Internet (up from 2.1 mn in 1998), representing only 1.7% of the population. Nevertheless, the Internet is expected to become an important sales channel in the near future.835 Evaluation As the Brazilian distribution and retail system remained virtually the same, this OEA is only of moderate importance in Brazil. In China, however, it plays an important role due to the deregulation of the distribution system. Late followers could negotiate more autonomy to develop their distribution networks according to Western distribution concepts, whereas the incumbents are still burdened with their historical heritage. Country
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531 531
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≤2 26.7% 0.0%
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Major influence factors



 Deregulation of the distribution system: if later entrants enjoy more autonomy in distribution and retail than the pioneers, they can chose more efficient channels or develop own channels, whereas the pioneers are still caught in their old contracts. The restructuring of the pioneers’ old distribution and sales networks, if it is possible at all, can be a time-consuming and challenging task.



 Emergence of new channels: followers can use new sales channels to compensate for their smaller sales networks (e.g. Internet).



 High service requirements: an growing importance of sales and after-sales services increases the differentiation advantage of a follower as it can better meet the customer’s requirements with its state-of-the-art sales network.



 Laws that hinder the use of new distribution channels: the application of new sales channels might be delayed or even blocked by legal restrictions, e.g. direct car sales via Internet raised a conflict with the existing law Ferrari in Brazil. 6.2.4 Behavioural Factors Proposition 29: Shift in Demand A FOLLOWER can better serve customer needs after a shift in demand. Customers’ needs can be met either by more appropriate product characteristics or by better services. A shift in demand can have various forms as the data from Brazil and China illustrate.



835



Interviews No. 2, 11, 13, 27; CIA’s World Factbook (2001); EIU-CC (02/2001); World Bank (2001).
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Shifts from substituting products to PCs With the emergence of the small car segment in the early 1990s, Fiat with its Uno Mille model, mobilized many new customers that used public transport or had bought second-hand cars or LCVs before.836 Moreover, many high-income households purchased a popular car as second or third car.837 As a consequence of the exploding demand for popular cars, the car industry could not produce a sufficient number of cars. This resulted in a parallel market where customers had to pay an agio of BRL 2,000-3,000 to wild dealers to avoid the long waiting periods at official dealerships. To fight this development, Fiat invented the Mille on-line programme that guaranteed customers car delivery on a fixed date and at a fixed list price.838 The programme was a big success, but soon after copied by other carmakers. Shifts within the PC segments During the lost decade in the 1980s, the Brazilian market did not markedly grow. (PC demand ranged between 600,000-800,000 units per year). Nonetheless, the demand for larger cars increased during this period. Thus, carmakers that offered so-called world cars (e.g., GM Monza, Ford Escort) attracted many of VW and Fiat’s customers who had bought sub-compact cars before. Chinese data Shifts within the customer groups Private ownership has only been permitted in China since 1983. As can be viewed in Table 6.2-8, the demand by customer group has changed considerably. Major reasons for the decrease in institutional demand are the government’s austerity programmes. Private demand is driven by the emerging urban middle-class. Table 6.2-8: PC Demand by customer group839 Demand of Government Taxi Private840



1985 91% 9%



1990 83% 13% 4%



1995 64% 21% 15%



1998 49% 24% 27%



2005 36% 9% 55%



As each customer group has different product preferences, the shift of demand within the customer groups requires some rethinking of a carmaker’s product offer. For example, vehicles bought by institutional buyers and taxi fleets are chauffeur-driven 836



At the time, the face-lifted Fiat Uno was the most modern car (launched in 1984) compared to the Escort Hobby (1983), GM Chevette Jr. (1973), and the VW Fusca (1959). 837 Interviews No. 50, 60, 66 and Timm & Grabenschröer (2001), p. 10. 838 Fiat promised to pay a compensation of BRL 20 for each day of delay. Interviews No. 66, 67, 69 and Guimaraes Weiss (1996), p. 182. 839 The 2005 figure is a prediction from 1999. Source: CAC (2000), p. 23, EIU-MBI (2Q1996), 71; internal SVW presentation from 10/2000. 840 Most of these private customers are subsidiaries of the government, leasing companies, and foreign-invested enterprises (company cars). True private buyers are estimated at only 20%.
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(i.e. politicians and taxi customers sit in the back), whereas private buyers tend to drive themselves. Thus, carmakers focusing on private buyers should offer models that provide the driver with more comfort (space, front control, etc.). SGM was the first carmaker that explicitly served these customers with a special driver-oriented model of the Buick. In addition, institutional buyers focus more on price, quality, and comfort while private customer of medium cars are more concerned about the prestige associated with the car and a stylish design. Therefore, GZH and SGM could mobilize those “customers who wanted to buy a modern car instead of a Santana, but could not afford an imported car.” (For example, GZH’s customer structure consists of 30% institutional buyers and 70% individuals and private companies; for taxi fleets, the Accord is too expensive). These two followers could satisfy the pent-up demand due to outdated products of the incumbents and serve a relatively small, but profitable customer group (mostly urban DINK households).841 The growing share of private customers resulted in a more demanding customer base. Apart from good products, Chinese customers also expect a good sales service and ASS. Newcomers such as GZH and SGM recognized this development and, e.g., were first in facilitating car purchases by financing schemes in co-operation with Chinese banks to meet customer needs.842 Shifts from substitutes to PCs In China early followers like Tianjin Daihatsu and Changan Suzuki could attract customers who could not afford a small car and therefore used motorcycles, minibuses, or light trucks for passenger transport due to the lower acquisition and maintenance cost of these vehicles. Similar to Fiat’s Mille on-line system, SGM was the first carmaker to introduce a nation-wide pricing system to eliminate customer’s confusion about different prices.843 Evaluation Although the findings of the interviews support the existence of this follower advantage, it has only a small impact and is only a short-term to medium-term advantage as the incumbents will modify their product as soon as possible and provide customers with similar services. Based on the experiences in both markets, shifts in demand rarely occur abruptly, which gives the incumbents time to adapt their products appropriately or even change their product portfolio if required by the market. Country
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DINK means ‘double income, no kids’. Interviews No. 13, 29, 37. Sino-foreign JVs are not allowed to provide customers with credits directly. Moreover, cultural barriers are high as most customers never had a loan; cars are usually paid in cash. 843 Interview No. 26. 842
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 Increasing household incomes: increases in purchasing power (largely of urban middle class) result in a growing market size and the development of sub-segments and niches that can be filled by followers.



 Public austerity programmes.  Permission of private car ownership.  Tax reductions: reduced sales taxes result in lower vehicle prices and address potential customers that could not afford a new car yet.844



 Pent-up demand: a follower can serve customers that are dissatisfied with the products of the incumbents.



 Gradual shift of demand: shifts in demand do typically not occur abruptly. Thus, the incumbents have some time to adapt their products to the new situation.



 Low technological requirements: in most of the cases, shifts in demand can be met by relatively small-scale product modifications.



 Government intervention: if a follower would like to respond to a shift in demand but is not permitted to do so, its potential advantage is eliminated. For example, GM would have preferred to enter the Chinese market with a small car like the Sail, but the SGM project was designated to produce upmarket sedans and MPVs.



6.3 Summary Table 6.3-1 below summarises all OEAs discussed in this chapter. Two observations can be made when comparing the average magnitude and duration of OEAs in Brazil and China.845 First, the mean magnitude of a follower advantages appears to be slightly higher than the mean magnitude of a first-mover advantage. Second, follower advantages tend to erode faster, on average, than first-mover advantages.



844



For example, although Beijing legalized private ownership of vehicles in 1983, the tax regime still made owning a car prohibitively expensive and forced customers to evade high taxes on PC by purchasing LCVs that were less taxed. Just with the gradual reduction of sales tax cars have become affordable to individuals. 845 The average magnitude and duration of OEAs was calculated based on this key: 311 = 0, 511 = 1, 531 = 2, 551 = 3, 553 = 4, and 555 = 5.
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Table 6.3-1: Evaluations of first-mover and follower advantages at a glance
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7 Conclusion This chapter is divided into three parts. The first section is dedicated to the business performance in dependence on the order of market entry. Firm survival, market share, sales growth, and profitability are discussed for Brazilian and Chinese carmakers. The second part outlines the major differences in the requirements to early and late followers at market entry. As this study focusses on followers, the necessary skills and resources of later entrants are elaborated in the areas of procurement, production, distribution, marketing, management, and HR. Moreover, strategic recommendations are drawn from the findings of this research. Finally, suggestions for further research are presented based on the discussion of the limitations of this study.



7.1 Findings on Business Performance Four dimensions of business performance in dependence on the order-of-entry are discussed in this section: firm survival, market share, sales growth, and profitability. 7.1.1 Firm Survival Brazilian data As can be seen in Table 3.3-1, VW is the only surviving carmaker among the four Brazilian pioneers. Only one decade after their market presence, the less successful first-movers were either acquired or closed. (Interestingly, all exiting firms had a stake of at least 50% Brazilian capital.) Among the early followers, only Chrysler exited in 1980 due to severe financial problems of the HQ.846 Amidst the later generations of followers, no firm has left the marketplace so far. If at all, MB would be the most likely candidate as a couple of unfortunate circumstances resulted in a poor sales performance of the A class.847 Table 7.1-1: Firm survivals in Brazil and China Generation Pioneers 1st follower gen. 2nd follower gen. 3rd follower gen.



Survivors in Brazil 1 of 4 2 of 3 1 of 1 5 of 5



Survivors in China 2 of 3 6 of 6 2 of 2 –



Chinese data In China, one of the three pioneers, Guangzhou Peugeot, has exited the marketplace (see Table 3.3-2). Additionally, the continuation of BJC appeared to be more than 846



At the time, Chrysler had to sell several of its foreign operations to safeguard the Mother Company. Chrysler re-entered the PC market with exports in 1996. Yet, its market share remained below 1%. 847 For example, currency devaluation, market recession, failed ‘elk-test’, low export competitiveness, HQ’s refusal in terms of product modifications, etc. However, DaimlerChrysler is likely to introduce a smaller model under another brand that better meets the needs of the Brazilian market and will increase production at its oversized plant in Juiz de Fora.
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uncertain in the late 1990s as Chrysler had shown a decreasing interest in its China operations since the early 1990s. However, after the DaimlerChrysler merger, the new management decided to revamp China’s first Sino-foreign JV with the help of new products, new investments, and a new JV management.848 Nonetheless, some market observers doubt the viability of the project because of decreasing demand for Jeep-like products and increasing competition through new entrants. Conclusion ƒ These data clearly suggest that the risk of failure is highest for first-movers and markedly decreases with later entry. Evidently, the small market size at the birth of a national automotive industry and the unpredictable market conditions lead to an early selection among the pioneers.849 ƒ It is important to note that the failed pioneers in both markets were not the big automotive players at the time, but rather smaller carmakers that had no or only few international experience and were restricted by limited financial resources. They saw venturing in Brazil and China as a chance to develop an additional pillar of their business or to make short-term profits (mainly through the sales of CKD-kits), but stumbled over the difficult conditions in the unknown territory. 7.1.2 Market Share Brazilian data Since the late 1950s VW has been the market leader in Brazil. However, in the mid1990s, it was challenged by its major competitor Fiat. For the first time in the firm’s history in Brazil, VW was only second in annual PC sales in 2001. (In a narrow “neckand-neck race” Fiat gained a market share of 28.9%, whereas VW got 28.5%.) As Figure 7.1-1 and Figure 7.1-2 indicates, VW’s market share has been decreasing steadily since the late 1960s when the three U.S. firms entered the market; and it is expected to further decline to around 20-25% according to VW sources. Among the early followers, GM turned out to be the most successful firm. Until the early 1980s, it gained around 25% of the market and could keep this level over the last two decades despite the new wave of entrants that pinched market share mainly from VW and Ford. Ford’s downturn started with the Autolatina venture. (During that period, Ford’s market share almost halved from 20% to 11%). After the separation of VW, Ford failed to grow with the popular car segment that boomed in the first half of the 1990s, as it did not have a small car in its local product portfolio. Later, when Ford introduced a small car (Fiesta in 1995 and Ka in 1997), it did not exactly meet the customers’ preferences with it.850



848



DC decided to inject USD 226 mn in the first phase of the new term. Except for new products under the Chrysler brand, BJC also intends to manufacture products from Mitsubishi. 849 The studies by Luo (1997) and Luo & Peng (1998) also found that foreign-invested first-movers face higher operational risks in China than late movers do. 850 According to Ford sources, the carmaker aims to regain a market share of 15-17% with its new Amazon plant in BH.
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Figure 7.1-1: Market share by Brazilian carmaker (1957-2001) Others
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Concerning market penetration, Fiat is the most successful Brazilian late follower (second follower generation). However, although Fiat rapidly grew in the first three years of its operations, it took more than a decade until the Italian carmaker had its breakthrough. (In the first years, Fiat suffered mainly because of its small product offering and the poor product quality). In the early 1990s, Fiat was the main beneficiary of the emerging popular car segment. Figure 7.1-2: Sales by Brazilian carmaker (1957-2001) 1,800,000 1,600,000 Others 1,400,000
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The two French carmakers, Renault and PSA, have reached the relatively highest market share of the newcomers despite the difficult economic conditions in the late 1990s. However, some interviewees doubt whether the French strategy turns out to be successful in the long run. In contrast to the Japanese newcomers, they were said to buy market share at the cost of their profitability. Chinese data SVW has clearly been the most successful Chinese carmaker until today (see Figure 7.1-3 and Figure 7.1-4). Although the pioneer has suffered from a drastic decline in market share since the mid-1990s, it has successfully defended its leading position so far. Nonetheless, VW could have protracted this development if it had earlier shifted from its single-product focus (Santana) to a product portfolio with a couple of current models as some VW sources pointed out.851 Figure 7.1-3: Market share by Chinese carmaker (1985-2001) 100%
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Most of the early followers have developed a strong market presence with a market share of between 8-17% such as FAW-VW and Tianjin Daihatsu (since 2000 Tianjin Toyota).852 In the case of FAW-VW, VW seems to have learned its lesson from the SVW venture as it introduced newer and more competitive products like the Audi A6 and the VW Bora.



851



VW intends to secure a long-term market share of around 25% through the introduction of new products in the coming years, e.g., the PQ24 or Lupo that are also suitable for export. 852 Although, Tianjin Daihatsu has lost market share since 1999, market observers believe that, with the introduction of the new Toyota models, the JV will develop to one of the major players in the near future.



Conclusion



235



Although the third follower generation entered the Chinese market only recently, both GZH and SGM have already successfully established themselves and gained a 7-8% market share within three years. Figure 7.1-4: Sales by Chinese carmaker (1985-2001) 800,000 700,000 GZ-Subaru
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Conclusion ƒ Successful pioneers tend to keep their leading positions for a long period. (In the case of VW do Brasil, the firm kept its leading position for four decades. Only after 25 years, Fiat caught up with the market leader.) However, the transformation of the quasi-monopolistic market structure towards competition inevitably resulted in a loss of the pioneers’ market shares. The cases of Brazil and China suggest that the market penetration tends to melt down to a level of 25-30% by the fourth phase of the development of an automotive industry (see section 2.4). ƒ The longer the lead-time of the successful pioneers, the higher their maximum market shares. In Brazil, VW gained 68% of the market; with the American early followers entering the PC market one decade after the pioneer. In contrast, SVW reached merely a maximum share of 53%; with the early followers entering the Chinese market just shortly after the first-mover. ƒ In general, (early) followers seem to have a lower asymptotic level of market share than successful pioneers do. The most successful followers reached a market share of around 25% (e.g., GM do Brasil, Fiat Brasil, Tianjin Daihatsu).853



853



This finding is in line with the study of Luo (1997) that analyzed, among other manufacturers of industrial goods, the performance of carmakers in China dependent on their order-of-entry.
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7.1.3 Sales Growth Table 7.1-2 and Table 7.1-3 compare the sales performance of Brazilian carmakers in the first decade after their market entry. Here, followers of any generation are benchmarked with VW do Brasil and SVW that are the best-selling pioneers in Brasil and China respectively. Brazilian data At the initial stage, most of the followers started with a higher sales level than VW do Brasil. (Those carmakers that have lower sales than VW are niche players that focus mainly on medium and luxury cars, e.g., Chrysler from the first follower generation, or Toyota and MB from the third follower generation). Table 7.1-2: Comparison of sales performance of Brazilian carmakers854 Carmaker Benchmark pioneer (VW) 1st follower gen. 2nd follower gen. 3rd follower gen.



Higher sales in the 3rd year 31,000 2 of 3 1 of 1 2 of 5



Higher sales in the 6th year 54,000 2 of 3 1 of 1 –



Higher sales in the 10th year 128,000 0 of 3 0 of 1 –



Chinese data Early followers already entered the Chinese market shortly after the pioneers when the market size was still small. (In contrast, it took a decade or so until the early followers started PC production in Brazil.) Though only two of six early followers sold more cars than SVW in the third year, five of six early followers had sales above the mean sales of the three pioneers (see Table 9.33-2 in the appendix). Moreover, most of them have a higher sales growth than SVW in the initial phase. At a later stage, however, the sales rate appears to slow down compared to the benchmark firm SVW. Table 7.1-3: Comparison of sales performance of Chinese carmakers855 Carmaker Benchmark pioneer (SVW) 1st follower gen. 2nd follower gen.



Higher sales in the 3rd year 11,000 2 of 6 2 of 2



Higher sales in the 6th year 19,000 4 of 6 –



Higher sales in the 10th year 105,000 1 of 6 –



Conclusions ƒ Followers tend to start production on a higher level than pioneers do. This can be explained by the relatively low market size at the birth of the industry. ƒ In the first years of operation, followers tend to have comparable (or only slightly lower) growth rates than pioneers.



854



Sales data by Brazilian carmaker are presented in Table 9.33-1 in the appendix. These sales figures include domestic sales and exports. 855 Sales data by Chinese carmaker are presented in Table 9.33-2 in the appendix. These sales figures represent domestic sales.
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ƒ At a later stage, the sales growth of followers appears to be markedly lower than that of the successful pioneers. 7.1.4 Profitability Gathering profit data has always been a serious problem confronting those who are engaged in empirical work as they are seldom obtainable – particularly in EMs.856 The financial data that could be still gathered are presented in section 9.32 in the appendix.857 Additionally, several senior interviewees were asked to rank the profit situation of the Brazilian major carmakers (see Table 7.1-4). Brazilian data Among the four Brazilian pioneers, VW’s project was the biggest and the most profitable one.858 In the second half of the 1960s, all vehicle manufacturers suffered absolute reductions in profits due to repressed demand, over-capacity, more intense competition, increasing tax rates, and ebbing inflation resulting in a consolidation of the industry. Table 7.1-4: Ranking of profitability of major Brazilian carmakers859 Company VW Ford GM Chrysler Fiat Autolatina



1967-1975 1 3 2 4 – –



1976-1986 1 3 2 4860 5 –



1987-1994 (AL) (AL) 2 – 3 1



1995-2000 2 4 1 – 3 –



After the entry of the big three American carmakers, VW and GM were the only two carmakers that were profitable, whereas Ford and Chrysler were often in the red during the 1970s.861 Both carmakers faced problems, as their American models were less appropriate for the Brazilian market (e.g., price, fuel-consumption, design, and 856



In Brazil, data from the 1960s and 1970s were not obtainable any more. Moreover, most of the Brazilian carmakers (except for Fiat, MB, PSA, Renault) have chosen a limited company (Ltda.) as law form, which leaves them the choice to publish their profit data or not. Similarly, profit figures of Chinese carmakers were rarely available before the mid-1990s (both JV and TLA). Some interviewees pointed out that only few JVs were profitable until the mid-1990s. Because of political reasons, the Chinese government did either not publish the financial results of firms in the red or “beautified” their financial statements. 857 The financial figures presented in the appendix are distorted by the inclusion of CV activities. This concerns all carmakers apart from Fiat and Renault. High growth rates do not reflect real growth but are a result of high inflation. 858 Interview No. 90. 859 There were astonishingly few deviations between the rankings and the financial data in Table 7.1-4 in the appendix. The table presents the most common stated ranks. According to some interviews, the profit gap between GM and Ford between 1967 and 1986 was relatively small with some years, in which operations of Ford were more profitable. Interviews No. 68, 69, 71, 78, 91. Additionally, Interviews No. 85, 86, 74 for current profit ranking. 860 Chrysler do Brasil was bought by VW do Brasil in 1980. 861 Shapiro (1994), p. 175.
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quality). The pioneer VW kept its leading position until Ford and VW joined forces as a result of the recession in the second half of the 1980s. Autolatina (AL) became the most profitable carmaker in the early 1990s, because VW and Ford could cut cost and materialize synergies. However, the break-up of the short Autolatina venture was a financial disaster for both carmakers.862 Since the mid-1990s, GM developed to the most profitable carmaker in Brazil.863 GM’s success can mainly be explained by its broad product portfolio of modern but localized models, its high export share, and the good performance of its sales and service network. Clearly, the main beneficiary of the emergence of the popular car segment was Fiat that was in the red until 1983 and remained on a low level of profitability until the late 1980s due to “chronic over-capacity”. When the federal government promoted sales of small cars through tax reductions, Fiat could gain a strong foothold in the market and catch up with its major competitor VW. (Fiat achieved a return on sales of 10% in 1993 and 1994, whereas AL had only a RoS of around 6%).864 Although both carmakers have similar car sales, VW is probably in a better position. As a result of its long market leadership, VW dominates the Brazilian car park and benefits therefore from the highly profitable replacement business to a higher extent than Fiat.865 On the other hand, VW is disfavoured by relatively higher labour cost at its operations in São Paulo.866 Furthermore, VW heavily invested in the modernization of its outmoded plants and the overdue introduction of new products recently. (Fiat was the only Brazilian carmaker that made profits in 1999 (USD 44 mn), mainly because VW and GM were burdened by new investments.867) All of the newcomers who started local production after 1998 are still burdened with high losses. (For example, Renault that has the highest market share of the newcomers had a RoS of –21% in 2000). Chinese data Many interviewees confirmed that SVW has been the most profitable JV in China’s automotive history until today. SVW started to make profits in its first year in 1984 and has enjoyed a RoS of 10-20% since 1988.868 BJC and GZP were profitable as well. According to the former president of GZP, the JV wrote profits in the first year 862



Ford was even more harmed than VW. The latter was in a relatively better position as it could participate in the boom of the popular car segment, whereas Ford had no small car to sell. VW’s sales exceeded the 500,000 units-mark in 1996. Furthermore, the co-operation with Ford had improved VW’s skills to build trucks, which the carmaker beneficially applied in its new truck plant in Resende. Interviews No. 76, 91. 863 Interviews No. 75, 90. 864 Interviews No. 67, 69 and Stevens (1987), p. 62. 865 The profit margins of part sales & service range between 25-30%, whereas the margin of small cars is only around 10-15%. Interviews No. 64, 69, 72. 866 Interviews No. 71, 74. 867 Gomes (23.08.00), p. 186. 868 SVW already reaches the break-even point at a 35%-use of capacity, i.e. the JV already makes profits if it produces 100,000 units. SVW’s output amounted to around 230,000 cars in recent years. Interview No. 34 and Luo & Peng (1998); NN (06.08.96); Levy (1995), p. 10.
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and had even a shorter payback period than planned.869 BJC also started to make profits in the third year.870 Apart from the domestic profits, foreign carmakers earned a fortune by selling CKD kits to their local JV until the central government pressed ahead the localization in the late 1980s. However, GZP and BJC got in the red since the mid-1990s.871 Regardless of the TLAs (e.g. Tianjin Daihatsu, Changan Suzuki), the OEM JVs of the early followers evidently needed more time until they could break-even. For example, FAW-VW that started its operation in 1992 wrote black numbers for the first time in 1997 after 5 years in the red. Similarly, Dongfeng Citroen made its first profits in 1999 after seven years of losses.872 Unlike the early followers, recent entrants (GZH and SGM) were profitable within the first or second year of operation (e.g., SGM made USD 300 mn profits in 2000 with a remarkable RoS of 27.7%).873 Conclusion ƒ Offering appropriate and well-priced products and services has, in the long run, a stronger impact on profitability than the order-of-entry. This is suggested by GM and Fiat that have caught up with the most successful pioneer VW in Brazil. ƒ Late followers tend to break-even earlier than early followers.874 In China, latecomers like SGM or GZH made profits in the first or second year of their operation, whereas early followers needed markedly more time (e.g. Dongfeng, Citroen, and FAW-VW). However, the development stage of the automotive industry plays an important role in this context. In China, newcomers are favoured by less competition and a distinct pent-up demand. Unlike China, competition is fiercer in Brazil resulting in lower profit margins. Consequently, newcomers have to gain a high market share more quickly to break-even.875



7.2 Practical Implications This section is split into three parts. In the first part, the different requirements to early and late entrants are depicted. As this study aims to give recommendations to



869



By 1994, production of GZP had begun to falter and the JV fell into the red. In February 1997, Peugeot declared to withdraw from the JV. Harwit (1995), p. 11. 870 The JV made USD 400,000 profits in 1987. For several years, this performance could be doubled annually. Interviews No. 7, 31. 871 According to official data, BJC was still profitable in the late 1990s. However, BJC managers reported that BJC suffered losses that peaked at USD 40 mn in 2000. The new management expects the turnaround in 2002 or 2003. 872 Interestingly, these profits were not generated through sales revenues but through the exports of engines. Interviews No. 20, 32, 34. 873 Interviews No. 29, 37. 874 Luo (1997) and Luo & Peng (1998) found that pioneering in China is connected with higher operational risks and lower profitability. 875 For example, both Renault do Brasil and SGM sold around 68,000 cars in 2001. SGM already made profits in the first year while Renault is still in the red after the third year of local production.



240



Conclusion



potential newcomers, the second part discusses the prerequisites to transform follower opportunities into follower advantages in order to catch up with the incumbents. The last part discusses the market entry strategies of followers in Brazil and China and gives strategic recommendations. 7.2.1 Requirements to Early and Late Entrants Table 7.2-1: Required skills of early and late entrants in the automotive industry



Supply



ƒ ƒ



At the time of the early entrants Focus on developing local supplier base from scratch to press ahead localization of products to meet LC rules Home suppliers are largely reluctant to follow due to the small market size



ƒ ƒ ƒ



Production



ƒ ƒ Focus on production (inside orientation) ƒ Early entrants need to produce cars in



ƒ



sufficient quality but under poor conditions Higher degree of vertical integration due to a poor supplier base.



ƒ



ƒ



Distribution



ƒ Focus on developing an extensive ƒ



distribution network (car allocation)876 Provision of spare parts all over the country and technical support.



Marketing



ƒ Marketing in the Western sense did not ƒ ƒ



exist yet (supply-driven market) Price controls interfered with pricing strategies of early entrants Few advertising activities focussed only on the product



Management



ƒ Managers Expatriates need to be all-



HR



ƒ ƒ



ƒ Competition requires aggressive ƒ ƒ ƒ ƒ ƒ ƒ



round talents to develop business



ƒ Dealing in an unknown environment ƒ



ƒ



876



ƒ



ƒ ƒ



At the time of the late entrants Focus on developing of follow-source suppliers and upgrading skills of local suppliers Deverticalization of production Outsourcing of assembly to major suppliers Integration into corporate global sourcing strategy Focus on the product itself (outside orientation) Good product quality has become an imperative Newcomers need to offer appropriate products (price, design, features) to differentiate from the incumbents Focus on developing an efficient sales and service network that provides carmakers with customer-feedback Customer-oriented services to differentiate from competitors



requires cultural sensitivity, patience, ƒ staying power, creativity and flexibility Political engineering is essential as “everything is subject to negotiation”. Managers need to be good lobbyists to compensate for the poor legal system Development of labour pool virtually ƒ from scratch ƒ Focus on technical education Need for qualified expatriates



marketing (demand-driven market) Good market intelligence is essential Appropriate product & services Right pricing & financial services Advertisement (product & brand) Development of new channels Managers need to be rather specialists than generalists because of the improved automotive infrastructure and more professional business partners Political engineering becomes less important as legal environment has been improved due to more transparency and better enforcement Focus on administrative areas (finance, marketing, and sales) Establishment of good reputation as employer to attract and keep talents



In the early days of China’s automotive industry, car distribution was carried entirely out by the Chinese partner. The OEM JV served just the purpose to produce cars.
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The conditions of the automotive history of Brazil and China have permanently changed in terms of the political, economic and industry-specific environment. Thus, the conditions at market entry of the pioneers are different from the conditions at market entry of the first follower generation, the latter conditions are again different from the conditions at the entry of the second follower generation, etc. (The degree of change tends to be higher with a longer period between two generations of entrants.) With changing investment conditions, the requirements to carmakers change as well. Although, there are resources and skills that are imperative at all time, each point of market entry requires a specific set of skills and strategies to be successful. The following table outlines, in a simplified way, the different requirements to early and late entrants based on the findings of the research in Brazil or China. 7.2.2 Recommended Resources and Skills For Newcomers Supply Develop rapidly your local supplier pool A newcomer should increase the LC rate of its products by contracting existing local suppliers (that were developed by the incumbents) and attracting home suppliers. Moreover, it is also important to focus on the development of the second-tier and third-tier suppliers, as otherwise, the follow-source suppliers without sufficient local value added will transfer the import tariffs of parts to the OEM. The rapid localization of products makes a newcomer more price-competitive and less vulnerable to the risks connected with part imports. However, the carmaker should not compromise at the cost of product quality. Keep your major suppliers independent from you A newcomer should ensure that its major suppliers can survive if its sales do not develop as planned. If the latter happens, exclusive suppliers get in financial difficulties first as they do not have the financial breath like their key customers. A worst case scenario for a newcomer would be that its major suppliers go bankrupt. As the example of MB in Juiz de Fora illustrates the German carmaker had to inject capital in two of its five main suppliers to avoid their closure, though this contradicts MB’s policy not to have direct stakes in its suppliers. Furthermore, MB was burdened with investments that were not planned. Therefore, local suppliers of a newcomer should also supply other carmakers or deliver directly to the replacement market to have a second financial pillar.877 Production Don’t harm your image through poor product quality At the time of the pioneers, product quality is a major decision criterion for a car purchase as quality among carmakers varies considerably. The customer’s product education is quite low due to a lack of comparisons. For example, VW has earned a 877



Interview No. 58.
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good reputation as a manufacturer of reliable cars in sufficient quality. Yet, with increasing maturity of an automotive industry good product quality becomes increasingly a prerequisite (nice to have changes to must have). Car imports from mature markets typically raise the demand of local customers on quality issues. The example of Fiat Brasil illustrates that a follower cannot afford to offer products with a quality that is below market average. Fiat fought until the early 1990s to change its bad image (though its actual product quality had already improved). Considering cost aspects, some interviewees pointed out that volume cars do not necessarily have an excellent quality, but sufficient quality. (“Being slightly over domestic market level is enough for a newcomer.”) On the other hand, a manufacturer of higher-priced segments should make no compromises in terms of quality as complaints would seriously harm the image of brands like MB, Audi, or BMW. Undoubtedly, for those carmakers quality is an obligation. Keep your production flexible There is a clear trend to endow new plants with flexible production lines to be able to manufacture two or three different models at the same line (e.g., SGM with the Buick, the GL8 van and the Sail, PSA with the Peugeot 206 and the Citroen Xsara, and VW with the Audi A3, the VW Golf and Passat878). Clearly, there is a trade-off between the necessary investment and the flexibility of a production line. However, a newcomer (especially with a single-product strategy) should be prepared that its product will not sell as planned. In this case, the carmaker can more easily switch to another, more appropriate model within a short period and thereby rescue its investment. For example, the two production lines at MB’s plant in Juiz de Fora were specifically designed for the production of the A class and the CKD assembly of the C class. The planned introduction of a new model will cause high additional investments, as either the existing line needs to be modified or a new production line has to be added. Distribution Offer excellent sales and after-sales services The service around the car purchase and the after-sales service have become important criteria to differentiate from the competitors and to create brand loyalty. Most of the incumbents face the problem that a high share of their long-standing dealers are no qualified sellers; but rather investors. However, it is usually difficult to get rid of these “black sheep” as early entrants are often caught in old structures or contracts. Contrary, later entrants are not burdened with such historical heritage; they have the opportunity to develop a sales force with qualified sales staff that outshines the traditional service offer. A follower should offer innovative and unique services, such as attractive guarantees, inexpensive financing schemes, new sales channels, automotive clubs, etc. For example, Fiat Brasil introduced the Mille on-line 878



The plan to produce the Passat in Curitiba was cancelled after the devaluation of the Real. Interview No. 93.
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programme to fight against the parallel market.879 Fiat was also first in selling cars via Internet. GZH and SGM were first in offering financing schemes in co-operation with Chinese banks.880 In general, the recent entrants were characterized by having more aggressive sales promotions and more customer-oriented sales procedures than the incumbents have (e.g. Renault).881 Develop an efficient sales and service network Followers initially do not have an extensive sales and service network like the incumbents. However, as a couple of sales managers stated it is not crucial to serve all regions at the beginning, but the most important ones.882 To develop an effective sales network in a country like Brazil or China, a carmaker should set up sales points in the capitals of each state/province and some more in the major sales areas. According to an ABC analysis from Citroen, 50% of the Brazilian PC market can be covered by 15 locations, 60% by 25 locations, 80% by 150 locations, and the remainder by around 250 spots.883 (Similar figures were also estimated for the Chinese market.) Most newcomers start their commercial activities with around 30-50 sales points and expand their sales force to 80-100 sales points within a year or so, which is generally considered an ideal size for the network of a newcomer. (This equals the coverage of around 60-70% of the market during the first year.) In the medium-term, newcomers usually target around 150-200 spots depending on the price segment of the products and expected vehicle demand.884 It is important to note that in the initial phase, a follower should only expand its network if demand justifies further investments. For example, MB do Brasil had already developed 55 dealerships until 2000, but had to size them down to around 40 dealers in 2001 due to low demand for the A class. The closure of dealers created immense cost to MB and aggravated the strained financial situation of the newcomer.885 In China, the vestiges of China’s production-driven system has left most Chinese partners unable to make significant contributions to establishing effective distribution systems. Thus, a newcomer must build a sales force to interface with distributors and customers, and ensure that wholesales are selected and managed.886



879



See ‘Proposition 29: Shift in Demand’. Note that car lease financing is by far the most profitable activity in the value chain, and other financial products, such as insurance and auto loans, also earn above-average returns compared to the core activities of manufacturing and distribution. Gadiesh & Gilbert (1998), p. 140. 881 Levy (1995) p. 41. 882 See also Prahalad & Lieberthal (1998), pp. 73-74. 883 It can be expected that the concentration of an and B locations is higher for high-end cars as they are mainly demanded in major cities. Interview No. 80 and internal material by Citroen. 884 To sell volume cars a newcomer should rather target the maximum number of sales points of this range, whereas sales networks for high-end cars require fewer sales points (mainly in the major cities). Interviews No. 18, 27, 39, 56, 79, 80, 82. 885 Depending on the previous sales performance, MB had to pay a compensation of up to BRL 1.8 mn (~ USD 900,000) to dealers that had to be closed. Interviews No. 56, 63 and NN (1999), p. 5. 886 Levy (1995), p. 41. 880
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In Brazil, a follower should also consider contracting dealer groups that offer the advantage of already being experienced in car sales and that therefore need only model-specific training. Moreover, a carmaker has less administrative work as it deals with a smaller number of business partners. (In the sales networks of the Brazilian newcomers, one dealer has, on an average, two to three sales points, e.g., Renault, PSA, Toyota.) Marketing The transformation from a sellers’ market to a buyers’ market changes the roles of carmakers (and dealers) radically and has major implications for the success of later entrants.887 Develop an excellent market intelligence “Know your enemy, know yourself, know the terrain, know the weather, and your victory will be complete.” (Sun Tzu)888 Many interviewees indicated that it is more important “to have the right product with the right price for the right people at the right time” than being a pioneer or follower.889 This requires that “a carmaker should see the market with the eyes of the customer and not with own eyes.” Although this sounds trivial, the multitude of product failures and the instalment of over-sized production capacities illustrate the difficulty to carry out reliable market research and to forecast vehicle demand in roller-coaster markets such as Brazil or China.890 With growing competition it becomes increasingly important to know what the market really needs as the penalty for product failures becomes more severe with later entry. The recent economic development in Brazil shows how important it is to reckon with everything. The newcomers and most of the incumbents invested heavily in the mid-1990s because they believed that the market would continue to develop as it had in the first half of the 1990s. However, the market recession and the devaluation of the Real thwarted their plans. Fiat appears to be a best practice example in this context. The carmaker pursues an active information policy. It has institutionalized an extensive data bank that is permanently filled with current data that come from a multitude of personal contacts



887



In a supply-driven market the customer can only buy the products and services that are offered by the carmakers and dealers, while in a demand-driven market, carmakers and dealers have to meet the customer’s needs. Brazil is already halfway to become a true buyers’ market, while the Chinese automotive industry has just started to adopt a customer-oriented perspective. 888 Griffith (1971). 889 This is in line with Lieberman who suggests that OEAs, although significant and robust, are weaker than marketing mix effects related to price and advertising. Later entrants can utilize this result to catch up with and surpass pioneers. Interview No. 75; Lieberman & Montgomery (1998), p. 1121. 890 Levy (1995) p. 41.
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and sources (e.g. co-operations with universities, contacts to politicians, and other organizations). According to a Fiat executive, “Fiat has always five scenarios while other carmakers have only two or three.” In principle, new investments are only made if they are still reasonable based on the worst-case scenario. However, the carmaker spends a “fortune” to work out these scenarios and be prepared for each single one.891 Finally, although newcomers might initially lack in market experience and are therefore inclined to consult a third party to carry out market and competitor analyses, they should not exclusively rely on foreign sources as the PC division of MB did for the A class project. Enter the market only if you have a suitable car As a Chinese interviewee put it “Gone have the days where the carmakers decided what the market wants. Nowadays, the customers decide by themselves what they need.” Similarly, a Brazilian manager recommended to “sell what the market wants and not what you want the market to buy.” After having identified the right product profile for the targeted market, a potential newcomer should critically investigate whether it has an appropriate product in its global product portfolio. If not, it should not seek to enter by hook or by crook; it probably is better to wait instead of risking a market failure.892 For example, MB chose the A class because it was the smallest car in its product portfolio at the time. Later, this product decision turned out to be a mistake. Some DaimlerChrysler managers believe that it would have been better to wait still a little longer and to enter the Brazilian market with a smaller car under another brand as it is now planned after the failure of the A class. Offer modern cars Customers want to buy current models. Thus, a newcomer should not offer models that are beyond half of their product cycle in the home market, i.e. a delay of two to three years is still acceptable as technical bugs need to be wiped out and the car has to be adapted to local conditions. For example, the VW Passat was introduced in China in mid-2000 whereas it had already been introduced in Germany in late-1997. (In Germany, the new Passat model already followed in 2001). The newcomer should bear in mind that if it does not offer current models; other newcomers will probably do so and leave it behind.893 Offer your products at a competitive price Generally, consumers in big EMs are getting a fast education in global standards, but they often are unwilling to pay global prices. As they want to buy modern cars at a reasonable price, followers have to do the splits between the demand for state-ofthe-art cars and the purchasing power of local customers. Several interviewees recommended that a follower should adapt its cars according to the capabilities of the 891



Interview No. 69 and Minda (1999), p. 32. See also section ‘0. Keep your organization flexible’. Interview No. 81. 893 Interviews No. 12, 24, 26, 27, 42. 892
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local suppliers as far as possible in order to cut cost. In other words, a carmaker should accept minor product modifications during the localization process to replace parts, components, and materials by locally-made ones. (This lesson could reportedly be learned from the cases of Chrysler, Ford, and MB in Brazil). Although the quality requirements should be kept high, a carmaker should not strictly stick to the same quality standards that prevail in its home market as customers are not willing yet to pay for it. Referring to MB’s high quality standards, a Renault manager commented “A car does not need to meet German quality standards in a market like Brazil. European standards are sufficient.” He added that it is the task of marketing to compensate for the gap of product quality between the local and the mature markets.894 Offer costly features only as additional options One of the most common recommendations to make a car more cost-competitive was to slim down the state-of-the-art features. A carmaker should offer the basic model and leave sophisticated features like airbags, ASP, air condition as additional options. This way, customers can opt for the features that they really need and can afford. VW do Brasil, for example, initially offered the standard model of the Golf with double airbags and ABS. In the meantime, these features have been removed, as many customers did not buy the Golf because of its high price. Although customers are increasingly concerned about safety, most of them rather opt for other features.895 Market studies revealed that buyers of popular car tend to buy an A/C instead of an airbag because they cannot afford both. MB faced a similar problem with the A class that is equipped with a bulk of standard features such as electronic traction, braking and stability systems (ABS, ESP), front air bags, belt tensioners, belt force limiters, etc. As the most of these systems need to be imported from Germany, they cause a markedly higher price of the A class. In contrast, competing products like the GM Vectra or the Fiat Palio merely offer some of these security features and only as an option, other models like the Renault Scenic and VW Golf do not offer them at all.896 Leave your local subsidiary more product autonomy Depending on the importance of the local market to the corporation and its company culture, most of the interviewees support an early integration of the subsidiary into product decisions. This research revealed that the ventures of VW and Fiat, and to a smaller degree GM, seem to enjoy more responsibilities than Japanese or other 894



For example, GM launched the Celta in 2000 based on the existing Corsa platform dating from the early 1990s. GM increased its sales “by giving the Corsa new clothes and doing a brilliant marketing job.” Interviews No. 78, 82, 91 and Prahalad & Lieberthal (1998), p. 72; Levy (1995), pp. 47-51. 895 Features like airbags or ABS are much more expensive compared to European or American prices due to the relative small production volumes or high import tariffs. A factor that creates additional cost is the violence in Brazil. Customers are forced to protect themselves against attacks and car thefts. Thus, security features (e.g. powered windows, alarm systems, door blocking systems) enjoy first priority before safety features. Interview No. 76. 896 NN (1999), p. 10 and Interviews No. 68, 76.
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American ventures that remain to be entirely controlled by their HQ even after decades of market presence.) It is convincing that product decisions are initially taken by the HQ due to the relative inexperience of the local subsidiary and its financial dependence on the HQ or the parent companies respectively. However, after a certain period of successful market presence the local subsidiary should face incrementally less parental interference as it is has developed a better understanding of the local customer than the HQ and is therefore in a better position to judge what products or features are appropriate for the market and how to promote them. (Such a product autonomy can, of course, only be granted as long as the local strategy remains in line with the corporate strategy.)897 Create brand awareness through advertising Having excellent marketing skills becomes increasingly more important in markets with growing competition.898 (In Brazil, marketing activities have just intensified since the market opening in 1990, and in China, marketing in a western sense did virtually not exist until the mid-1990s.) Developing markets typically have in common that purchase decisions of customers are based on emotional reasons rather than on technical or quality considerations. Consequently, marketing becomes “the emotional connection to the customer.” A newcomer must ensure that there is a close cooperation with the media to develop an effective brand image. Many interviewees suggested that followers with excellent marketing skills could erode the informational advantage of the incumbents by outspending the incumbents on advertising and “setting the right tone”. In China, for example, FAW-VW (Audi) and SGM created such strong brand awareness through intensive advertising that they are better known than the pioneer’s brand SVW. (The sales company of SAIC is often referred to as the producer of SVW’s cars.)899 Management Avoid internal frictions “There is no lack of support from the HQ – as long as you fight for it” (Dr. M. Posth, ex-president of VW Asia Pacific) Personal frictions among top managers due to internal power plays or individual feuds occur anywhere and at any time. Yet, if they expand to organizational units they can obstruct the efficient use of a firm’s resources by negatively affecting the internal communication and co-operation and by causing a waste of input factors. On the one hand, internal frictions could be observed between the HQ/parent companies and the local subsidiary. On the other hand, problems occurred within the local 897



Interviews No. 79, 64, 76, 83, 81, 68 and Hoon-Halbauer (1994), pp. 261-262. A couple of interviewees in both countries predicted that passenger cars would become more similar in terms of technology and quality in the future. Then, excellent marketing and good services will make the difference and give each carmaker an individual touch. 899 Interviews No. 2, 18, 27, 42 and Levy (1995), p. 41. 898
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venture among different brand divisions, business units, or JV partners. A follower should therefore learn from the experience of the incumbents and design its organization of the venture abroad in a way that reduces foreseeable internal frictions to a minimum. Warning examples coming from Brazil and China are: ƒ The early JVs in China appear to be an inexhaustible source of examples of internal frictions. Conflicts among local and foreign managers can often be attributed to different leadership styles and cultural divergences as several case studies illustrate (e.g., GZP and BJC).900 Another source of tensions has been parental interference. Often, when the JV management was on the best way to create an individual company identity, the parent companies intervened to keep control (e.g. SVW with CNAIC). In the case of Autolatina, Ford and VW managers made a similar experience as the parent companies mistrusted each other.901 ƒ Audi managers aimed to set up an own JV with FAW as Audi signed a TLA with the Chinese carmaker in 1988. “But VW thwarted Audi’s plans and jumped aboard.” VW signed the Jetta-JV with FAW in 1990. Furthermore, VW left its daughter Audi no choice and integrated it into the FAW-VW JV with only a 10%-share, while VW holds a 30%-share. Even after one decade, Audi managers still regret this decision.902 ƒ The lack of internal communication created enormous losses at VW do Brasil. Responsible staff from the procurement office in the Curitiba plant (most of them were from Audi-Germany) did not co-ordinate their purchases with their colleagues in the VW plant in São Paulo. This resulted in a “big chaos” because of many redundant and wrong parts orders from Germany and the U.S. and caused serious delays in the production schedule. (Total losses were estimated at a minimum of USD 300 mn). ƒ Toyota-Japan fills top management positions of its Brazilian operation only with expatriates from the HQ. Although Brazilian managers are more familiar with the market than the Japanese executives (who rotate every two or three years), they can only be promoted to middle management positions. This way, the HQ keeps rigid control over the local activities, but has to accept the problems between Brazilian and Japanese managers. Good Brazilian executives lose motivation because of the lack of career opportunities. Similar organizational problems were reported by Ford and Chrysler managers in Brazil.903 ƒ During its planning stage, MB’s project in Juiz de Fora was steered by managers from Stuttgart. The German PC unit largely waived to integrate the Brazilian CV unit into the process, though their Brazilian colleagues could have contributed beneficially to the project despite the divisional differences (e.g. contacts, existing market knowledge, assistance in negotiations with suppliers and dealers). Yet, “just after the
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See, e.g., Hoon-Halbauer (1994), Mann (1997), or Harwit (1995). Interview No. 90. 902 Interview No. 42. 903 Interviews No. 80, 81, 83, 84. 901
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German managers realized that some things do not work as they are used to from Germany”, the Brazilian unit was more involved in the implementation phase.904 Show strong and constant commitment to the host country Although political engineering is typically less important for late entrants due to a more developed legal system, newcomers should still seek to gain the favour of the government as political support can be seen as a kind of security in markets with an unsteady political and economic environment. Followers should therefore show strong commitment to the host country. This can be done through, e.g., significant investments in car and part manufacturing, transfer of current technologies and the setting up of local R&D centres, development of the domestic labour pool, environment protection, social programmes, and cultural sponsoring. (Initially, only financial commitment is evident to politicians. However, in the medium-term, the efforts in other areas will become evident as well.) Many interviewees also emphasized the importance of showing constant commitment, i.e. “in good and in bad times”. Chrysler, for example, lost its credibility in both markets because of is focus on short-term profits rather than on a long-term market presence. (In Brazil, Chrysler entered and exited the market twice). In contrast, the pioneer VW has steadily played an important role in the development of the automotive industry in Brazil and China, and has therefore gained a strong political lobby. In government circles, however, SVW fell into disrepute in the mid1990s, as it did not introduce new technology. “SGM gave the government what it did not get from the pioneers (SVW).” Within its short market presence, SGM managed to distinguish itself from its competitors by its heavy commitment to China and gained strong institutional support. (“The people think that SGM is doing something for China.”)905 Keep your organization flexible “For the shape of an army is like that of water. The shape of water is to avoid heights and flow towards low places, the shape of an army is to avoid strength and to strike at weakness. Water flows in accordance with the ground, an army achieves victory in accordance with the enemy. Therefore the army has no constant shape just water has no permanent form, it is an act of genius to achieve victory in accordance with changes in the enemy.” (Sun Tzu) Flexibility is one of the key characteristics in markets where booms and recessions can follow each other rapidly. This research has shown that incumbents’ inertia might offer followers the opportunity to enter the domestic industry and successfully establish in the market. However, a follower should remain flexible as otherwise it



904 905



Interview No. 60. Interviews No. 24, 27, 31, 64, 71, 89.
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might be beaten by later entrants with the same weapon. Fiat Brasil that has developed to one of Brazil’s largest carmakers in the meantime is the best example of an enduring, flexible organization. According to Fiat managers, it is the carmaker’s philosophy to keep its employees permanently on stand-by by deliberately creating “acceptable discomfort”. (The employees should expect their present job to look different tomorrow.) If an employer succeeds in creating such an atmosphere of permanent uncertainty, employees get used to changes and are consequently better prepared for all kinds of unexpected developments. This can be achieved by the frequent restructuring of departments, employee training, the introduction of new processes, job rotations, etc. Then, if a market change occurs, Fiat is able to adapt to the new conditions within a short period, e.g. restructuring of departments, reallocation or dismissal of staff, modification of production processes, discontinuation of models/variants, introduction of new models/variants, opening or closure of regional offices, downsizing or expansion of sales force, etc.906 For example, when GM launched the Corsa in January 1994, it took Fiat only six months to respond to GM’s new product by intoducing the Mille elx, a luxury popular car, which was equipped with some features that had not been included in pop cars so far (e.g. air bag, 4-doors). The new model was designed within only one week.907 Stick to your interests “Be willing to compromise, but do not accept bad compromises” was often recommended, especially to newcomers to the Chinese market. In the early days of the Chinese automotive industry, European and American (in contrast to Japanese) firms appeared to be intimidated by the unknown terrain with its different political and cultural rules; “so, they applied a kind of black-box approach”. Yet some Chinese managers evaluate this approach of the early entrants as too careful in retrospect. “The foreign managers should have been more demanding and more persistent in negotiations.” “Though the Chinese business environment was undoubtedly very different from the Western system, the managers perceived the gap as bigger than it actually was.” As a result, early foreign entrants sometimes accepted unfavourable contracts and endured legal infringements (e.g. assigned JV partner, unsuitable location, lack of management control, no sales responsibility, unauthorized technology transfer), because of their initial inexperience. Evidently, the recent generation of foreign followers does not pursue this “compromising policy” any more. Carmakers like GM, Honda, and Toyota have turned out to be tough negotiators that stick to their requirements.908



906



Fiat’s fast management and flexible organization was also featured by employees who have worked for other carmakers and could therefore draw comparisons. Interviews No. 49, 65, 66, 68, 69, 91. 907 Gomes (23.08.00), p. 186. 908 Interviews No. 3, 18, 19, 25, 40, 41 and Hoon-Halbauer (1994); Harwit (1995).
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Human Resources “Having excellent people is key to a long-term success in developing markets.” (Dr. M. Posth, ex-president of VW Asia Pacific) Select appropriate expatriates Foreign staff plays a vital role in establishing new ventures abroad as they are responsible for the transfer of know-how. Although the business models of EMs have come closer to the models prevailing in the mature markets, there is still a high demand on expatriates nowadays. The multitude of failed ventures in EMs that were largely caused by management problems demonstrates the importance of a careful selection of expatriates. “In EMs it is not enough that managers are good in their specific area like at the HQ.” Instead, it is more important to be a generalist to cope with the multitude of different tasks and unforeseeable challenges.909 Thus, characteristics like creativity, adaptability, cultural sensitivity are key requirements; a serious interest in the country and language skills are invaluable as well. Furthermore, potential expatriates should be motivated to take over coaching functions abroad to train local staff.910 In the field research, several cases were mentioned where the HQ of early entrants took wrong personnel decisions that caused enormous organizational problems at the local subsidiary. In most of these cases, “second-class managers” were chosen due to a lack of qualified volunteers and the availability of executives that were not needed at the HQ any more. (“Sending managers abroad is a good way to shelf them.”) Even nowadays, finding enough good people within a company is a challenging task. There is often a trade-off between the experience and the motivation of employees. Young executives who are willing to go abroad mostly lack in overseas experience. (“Their ideas how to do business in EMs has often proved to be not applicable.” On the other hand, the executives who are sufficiently experienced abroad tend to be less motivated to accept long-term assignments at “such exotic places like China”. Followers should therefore already select applicants according to their international experience and their motivation for an international career when staff is recruited at the HQ. Moreover, the company should give these employees the opportunity to gather further foreign experience on the job in order to develop a sufficient pool of potential expatriates. Another problem that decreases the willingness of managers to go abroad is the fact that long-term assignments abroad are not necessarily advantageous to their career development at the HQ; in some cases, they are even a break as some senior 909



For example, while a purchasing manager at the HQ is in charge of a small number of suppliers, he might be responsible for all domestic suppliers including the supplier selection and training, the coordination of global sourcing activities, localization of new models, etc. at the local subsidiary in an EM. Companies like Ford or GM therefore send their top managers to countries like Brazil to develop them into generalists. Interview No. 90. 910 See also Wright (1996) and Beamer (1998).
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managers indicated. A follower should therefore not only communicate, but also consequently enforce a policy that international assignments are a mandatory step of an internal career path.911 Localize your management New entrants typically have a higher share of expatriates than incumbents (see Table 9.29-1 in the appendix for the number of expatriates per total staff in some Chinese JVs). A newcomer should seek to replace high-cost expatriates with local managers as soon as possible in order to cut cost and leave the business to people with a better market acumen.912 This is facilitated by the fact that the qualifications of the labour pool have markedly improved since the market entry of the pioneers.913 Nowadays, the young generation of Brazilian and Chinese managers has a qualification comparable to that of the expatriates from the HQ. (They only lack the personal network at the HQ and the comprehension of “the way of thinking at home.”) It was recommended in the interviews that local managers should get the opportunity to fill positions in the middle- and even top management if they are qualified for the jobs. Many cases were reported where local talents left a company due to a lack of further career opportunities and changed to competitors where they were highly welcomed. Apart from recruiting experienced managers from competitors, a newcomer should develop the next generation of managers in-house. A good way to do so is to link an assignment of an expatriate with the training of local talents. For example, a potential local candidate might be trained by an expatriate and replace him after his return to the HQ. The motivation of the local employee is to succeed the expatriate and the foreign manager might be spurred by a bonus. SVW successfully applies this concept. The Chinese carmaker splits the bonus of the expatriate into two parts. One part is based on the duration of the training. The other part is paid if the local manager remains at the position for a pre-determined time (mostly two years). In general, management positions should be handed over to local managers at the latest after two or three generations of expatriates.914 Commit key talent A newcomer should hire the best people available on the domestic market, i.e. young talents from the universities and experienced managers, before its competitors snatch them away. First, the newcomer then has excellent people to develop its business. Second, these talents are true “people magnets”; their recognized 911



Interviews No. 6, 7, 8, 26, 34, 39, 41, 62, 64, 92 and Hoon-Halbauer (1994), pp. 113, 240-242; Mann (1997). 912 The total costs for an expatriate in China are at least USD 250,000 per year (e.g. salary, housing, a company car, home flights for the entire family, tuition for children, etc.). The expenditures for highranking managers can amount even to double or triple this sum. Interview No. 19. 913 Already after six months of operation, PSA employed a high share of Brazilian managers. For example, the commercial side of Citroen is managed by five directors (marketing, commercial, aftersales, communication, and finance) and one co-ordinator between the subsidiary and the HQ in France. Only two executives of this group are expatriates from France. Interview No. 79. 914 Interviews No. 26, 41, 34, 12, 59, 60, 71, 79, 80, 81, 92 and McCain (1999), p. 39-43.
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leadership ability is likely to attract more great talent. (In some cases, executives reportedly brought half of the staff of their former departments to the new employer.) Needless to say that the newcomer has to provide excellent staff with adequate conditions in order to attract and to keep them.915 Become an attractive employer With increasing competition for talents, having a reputation as a good employer has become crucial to attract graduates from the best universities and experienced staff. Important factors to employee satisfaction are: ƒ Financial incentive systems: the payment system should be designed to promote long-term employment (e.g., company car, pension scheme, medical care, school tuition for children, life insurance). ƒ Career opportunities: employees are promoted exclusively on performance-based criteria; nationality or sex should not limit career opportunities as it does, for example, in the case of Toyota and Honda in Brasil. ƒ Training & further education: a carmaker demonstrates appreciation of its employees by investing continuously in their training. ƒ Popular brand image: being employed at a successful and well-known company makes people proud of their job and raises their social status (e.g. employees and workers of SGM are well respected among the Chinese). ƒ Appropriate company culture: a foreign carmaker should not transfer its company culture from the HQ to the subsidiary, but develop a new, individual culture. In China, for instance, SVW succeeded in creating a company identity of its own. Chinese employees coming from SAIC soon felt as employees of SVW. Reportedly, they were proud of their company. Contrary to this, BJC failed to create such a “we-feeling” between American and Chinese managers.916 For the development of an individual firm culture some cultural constellations are more favourable than others are. For example, Brazilians seem to feel more comfortable with the Italian management style than with the Japanese or German one. In any case, the management that consists largely of expatriates at the beginning of the venture should seek to overcome the cultural gap and create an environment where the local employees feel as comfortable as the expatriates do. Consequently, all employees should be treated with fairness and respect, no matter what position or function they have. Another important factor is transparency and internal communication. The employees and workers should be well informed about the current situation of the company (e.g. Fiat Brasil pursues the philosophy of a “transparent company”).917 915



Interviews No. 62, 63, 90, 92 and Sandberg (2001), p. 2. Hoon-Halbauer (1994), p. 206. 917 A warning example is Ford do Brasil. The carmaker sent its employees into collective holidays in early December 1998 due to low demand. Shortly before Christmas, 2,800 workers received their dismissal by mail. The media were outraged at the way and the timing of this step. The labour union protested with strikes for several weeks and tried to revert the dismissals. The Ford management that had not reckoned with such hefty protests committed itself to a continuation of payments for 916
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Fiat Brasil is probably the best example of being an attractive employer.918 The carmaker enjoys an excellent image in this respect as it has created a family-like atmosphere through its unique employee satisfaction programme.919 Several interviewees reported that Fiat’s staff is motivated above average and therefore the company is less affected by personnel turnover than its competitors. 7.2.3 Strategic Recommendations The major issues of a market entry strategy for a foreign carmaker are: ƒ ƒ ƒ ƒ ƒ



When to enter the market? (Timing) With what products? (Product offering) With what entry mode? (Entry mode) With whom? (Partner selection if required) Where to set up the venture? (Site selection in case of local manufacturing)



Timing Based on the findings of this research it appears unwise to give a general advise whether a carmaker should enter a market as pioneer or follower. Apart from the exogenous variables, this decision depends on a multitude of firm-specific factors, such as the corporate strategy, the financial resources, the necessity to develop new markets, the appropriateness of available products, the firm’s international experience, etc. Nonetheless, this research suggests that volume-players should rather enter the market as early entrants in order to grow with the market, whereas carmakers with high-end products should rather wait until the market offers an environment that allows to produce cars of higher quality and provides sufficient demand. In any case, potential first-movers should carefully weigh up the benefits of pioneering against the high risk of failure. Product Offering Followers can either attack the incumbents directly, seek a less confrontational, differentiated position, or focus on niches.920 The research in Brazil and China has shown that early entrants tend to enjoy distinct cost advantages due to high LC rates



another two or three months. In sum, the affair threw a bad light on Ford as an employer and strained the relationship between management and employees. Interviews No. 64, 71. 918 Fiat was elected as the most popular employer by the Guia Exame in 2000. The study follows the methodology of the American Great Place to Work Institute. Another indicator of Fiat’s popularity as employer is the fact that the average age of its staff is distinctly lower than that of GM, Ford, or VW, though it set up operations nearly two decades ago. Gomes (23.08.00). 919 Major elements of this programme are the ‘café programme’ where directors and managers meet with employees three times a month to exchange views and suggest improvements; free medical treatment for employees and their families; the Fiat club with sport facilities, restaurants, and locations for celebrations; the ‘new life programme’ that provides future parents with a preparation course and first baby equipment; the traditional party on the occasion of the fifteenth birthday of an employee’s daughter; dinner parties at major wedding anniversaries; scholarships for talented children of employees; etc. Interviews No. 65, 66, 69 and Gomes (23.08.00). 920 Lieberman & Montgomery (1988), p. 55.
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and scale economies. Thus, newcomers are likely to lose out against the incumbents if they seek direct competition on a price basis, particularly in the lower, pricesensitive segments with their small profit margins. Pure niche strategies have not been applied by followers in the investigated markets yet. They should be rather applied at the last stage of the market development.921 The most common strategic approach by followers is to differentiate from the incumbents by developing new segments or offering more modern models in existing segments. The fact that the best-selling models of the early entrants are mostly quite antiquated offers a newcomer the opportunity to gain a differentiation advantage. Although its products are probably more expensive than the cars of the incumbents, they provide the customer with a better price-benefit ratio. The newcomer has to communicate this message to the customer through intensive marketing (see section 7.2.2 ‘Marketing’ for product selection and product breadth). Entry Mode Foreign carmakers fundamentally have three choices of how to enter a market: car imports, technical licence agreements, or local assembly/production (either as a JV or as a sole venture). These entry modes can be combined sequentially or simultaneously. As depicted in Figure 7.2-1 they differ in terms of the achievable market penetration, the risk, and the control through the foreign firm. Figure 7.2-1: Pros and cons of major entry modes922



Market penetration high



high



Control Risk



low Importing



Licensing



low Joint venture



Sole venture



The choice of the entry mode largely depends on three parameters: (1) the carmaker’s product focus (volume or premium player), (2) market access (open,
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Minda (1999), p. 32. See section 2.4. Source: following Dony (1998), p. 30; Macharzina & Oesterle (1997), p. 237; Bülk (1997), p. 219.
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restricted, or closed market), and (3) the importance of the target market to the carmaker (actual or strategic importance).923 Car imports As the analysis of the Brazilian and Chinese automotive history has shown, importing cars was forbidden or not reasonable due to exorbitantly high import tariffs. The Brazilian market was re-opened for car imports in 1990 after almost five decades. Most of the third generation of followers have made use of this entry vehicle, particularly Renault and PSA. In the case of Mercedes-Benz, it would also have been reasonable to test the market acceptance of the A class before starting production. This way, for example, MB would have found out earlier that the bigger version of the A class would have been more popular than the small version, which was chosen for production in Brazil. Moreover, MB could have gained a better idea of the price-elasticity of its product. However, according to MB sources, the initial idea to import the A class was rejected because of too high retail price as a result of the tax leverage (import tariffs ranged between 50-70% at the time). Although the Chinese government wanted foreign carmakers to get involved in JVs to absorb as much technology and investments as possible, Japanese carmakers like Toyota, Honda, and Nissan did not take the risk to set up JVs in China.924 While Western carmakers followed Beijing’s request, the Japanese firms imported hundred of thousands of cars to China and managed to have a very strong market presence with the least risk possible. Until July 1994, loopholes in tariff rules allowed duty-free car imports.925 (Interestingly, European and American carmakers made virtually no use of this opportunity.) During the 1993 import boom car imports almost caught up with local production. Consequently, the government clamped down on car imports and reduced them rapidly to around 5% of total sales. However, car imports are expected to increase again with the implementation of the WTO rules and will provide future followers with the opportunity to sell their cars in the Chinese market until demand justifies local production. Technical licence agreement In Brazil, this entry mode has virtually played no role. In China, TLAs were particularly popular among Japanese carmakers in the 1980s to make profits without bearing the risk of JVs. The Japanese carmakers sold (mostly outdated) technology and CKD kits to their Chinese partners without being bothered by unauthorized technology transfer that was an often critical issue at previously established JVs (e.g. BJC or SVW). In its co-operation with FAW, VW also licensed the production of the
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See Lange (1995), pp. 86-88. Some interviewees consider Toyota the smartest player. The carmaker has been present in the Chinese market since 1954. It had negotiated with the government since 1979, however, it did not push too hard to enter the Chinese market. Toyota just came at the right time and in the least costly way when it signed a JV with its old partner TAIC in 2000. Interviews No. 2, 54, 34. 925 DRI (1998), p. 107. 924



Conclusion



257



Audi 100 initially. In the meantime, however, all TLAs have been transformed into JVs. As the investment climate in China has improved considerably, TLAs as entry mode have not been used any more since the early 1990. Local production As a result of the import-substitution policies in Brazil and China, market entry has been restricted to local production in most of the cases; in other cases, the carmakers changed to local production at a later stage.926 As can be viewed in Table 7.2-2 later entrants pursued different approaches towards the initial investment and installed capacity.927 Asian carmakers appear to place small investments in the early phase of their ventures; they intend to expand capacity only when the market develops accordingly (small IC ratio).928 European carmakers tend to install bigger capacities at the beginning resulting in bigger investments. The highest investments were placed for ventures of Ford and GM in China and Ford and MB in Brazil (largely high IC ratio). Table 7.2-2: Initial investment and installed capacity of new plants929 Carmaker



Year



Plant



Honda do Brasil Tianjin Toyota Guangzhou Honda VW do Brasil Ford do Brasil Toyota do Brasil GM do Brasil Dongfeng Citroen Yangcheng Kia PSA do Brasil Renault do Brasil FAW-VW Changan Ford MB do Brasil SGM



1997* 2002 1999* 1999 2002 1998* 2000 1992 2002 2001* 1999* 1992 2003* 1999* 1999*



Sumaré Tianjin Guangzhou Curitiba Camaçari** Indaiatuba Gravatai Wuhan Yangchen Porto Real Curitiba Changchun Chongqing Juiz de Fora Shanghai



*) Newcomers



Investment (USD mn) 100 100 200 750 1,200 150 600 800 300 600 750 800 980 820 1,570



Capacity (units) 30,000 30,000 50,000 160,000 250,000 30,000 120,000 150,000 50,000 100,000 120,000 100,000 100,000 70,000 100,000



IC ratio 3 3 4 5 5 5 5 5 6 6 6 8 10 12 16



**) LCV production



It is hard to evaluate what localization strategy is the most promising one. High-scale investments with large capacities might endow a follower with cost advantages. However, there is a high risk that the product is not well accepted by the market or
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Beamish (1993); Isobe et al. (2000), p. 468. It is important to mention that the initially installed capacity is naturally higher for the production of low-end cars than for medium and high-end cars. As the profit margins of volume cars are lower, a carmaker seeks to realize scale economies rapidly and therefore already installs a relatively high capacity at the beginning, whereas investments in production facilities for medium and high-end cars tend to be rather regained by high profit margins per vehicle, but smaller sales volumes. 928 The IC ratio is the quotient of a carmaker’s investment by the capacity divided by 1,000. 929 Newcomers are marked with a star. Source: see Table 4.2-1 and Table 5.2-1. 927
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the market does not develop as predicted (e.g. MB in Juiz de Fora).930 Small-scale investments might be a secure approach in a volatile environment but can also result in opportunity cost if the follower is not able to benefit from a booming market due to a lack of capacity. It was striking that no carmaker was criticized by any interviewee because of too small an investment. In contrast, several interviewees were sceptical about “big bang” ventures like Dongfeng Citroen in Wuhan, SGM in Shanghai, MB in Juiz de Fora, or Ford in Camaçari; some of which have already suffered from chronic over-capacities.931 In the remainder of this section some key aspects that need to be considered for local production are discussed briefly. Localize your products A carmaker should rapidly seek to reach a high LC rate of its products to minimize currency risks and cut costs. However, there is a trade-off between product quality and cost. Moreover, the higher the technological level of the products, the lower the maximally achievable LC rate as local suppliers lack of necessary production knowhow of sophisticated parts or cannot produce them in sufficient quality. Table 7.2-3: Pros & cons of the localization of products ƒ ƒ ƒ ƒ ƒ ƒ



Pros High import tariffs Currency risks Logistic cost of imported goods Import restrictions (licences, quota) LC requirements Possibility of JIT delivery



Cons



ƒ Lower quality of locally-made parts ƒ Worse price-quality ratio ƒ HQ’s profits through sales of CKD kits and parts



The interviews suggest that a follower should start its production activity already with an LC of 40-50%. This can be achieved by training local suppliers in advance, attracting follow-source suppliers, and/or a higher degree of in-house production. Nowadays, a follower should achieve an LC rate of 70-80% for high-end cars and 8095% for volume cars within 3-5 years. The importance of the localization issue can be illustrated by example of MB do Brasil. When the Brazilian currency was devaluated in early 1999, newly launched products were more affected by the unfavourable exchange rate due to their higher foreign content than the localized products of the incumbents. (Cars in the higher price segments like the MB A class, Toyota Corolla or Audi A3 suffered most from the devaluation because of the high currency leverage.) In the case of MB, the currency devaluation initiated a vicious circle. The cost increases of the part imports had to be largely transferred to the customer, which depressed sales. Although the A class had already reached an LC rate of 61% within only two years, MB could not continue with 930



The market recession in 1998 depressed automotive demand markedly. Moreover, the devaluation of the Real made the import of parts more expensive. In 2001, MB lost around USD 6,000 per car because of the high fixed cost as a result of a 75% over-capacity. 931 Interviews No. 12, 20, 23, 32, 34, 46, 54, 65, 93.
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the localization process as planned, because the production volume did not justify the localization of the engine and gear box. (Originally, MB intended to reach an LC of 75%.) While Toyota and VW balanced the domestic market slump through exports to Venezuela, Argentina, and Mexico, and further localized their vehicles, MB’s competitiveness continuously decreased. On the other hand, the case of Fiat in the late 1970s shows that a carmaker has to be careful with localizing its products too quickly and at the cost of product quality. It took Fiat many years to change its image of poor quality.932 Export your cars to cushion low domestic demand Carmakers can partly cushion slumping domestic sales through exports of CBU, CKD-kits, or engines. While Chinese carmakers do virtually not export cars yet, Brazil has developed into the most important export base in Latin America.933 The automotive market cycles and the growing competition forces Brazilian carmakers to reach export shares of 25-30% of their production to remain profitable (e.g. VW, GM, and even Renault.934 The major traditional Brazilian export regions/countries are Argentina, Chile, Venezuela, Mexico, the USA, South Africa, India, and Europe. (Future export markets for China are South Korea, Taiwan, Australia, and the Southeast Asian markets.)935 If possible, a carmaker should also export cars to regions other than only the neighbouring countries as vehicle demand will probably decrease there as well if the whole region or trade bloc is affected by a recession. The most important factor for car exports is a competitive price that can only be achieved by a rapid localization of products. Depending on the quality and the technological level of locally-made products, mature markets should also be taken into consideration as the case of Fiat Brasil shows. The Italian carmaker gained a competitive edge by exporting cars to its home market and became the largest Brazilian car exporter with the Uno in the early 1980s (until 1995).936 Even nowadays, Fiat is the only carmaker that exports cars to its home market in large quantities (e.g. Palio Weekend). However, exporting cars to mature markets is only possible when the local subsidiary meets the quality standards of the target markets and offers current models. (Yet cars offered in EMs are often one or two product generations behind and tend to have longer product cycles.) Other factors that might decrease 932



Interviews No. 13, 21, 24, 25, 29, 34, 54, 58, 64, 82 and Levy (1995) pp. 39-41. Brazil has a current export share of approx. 20% of total production whereas China exported less than 1% of its total PC production in 2000. Nevertheless, carmakers like GZH, SGM or SVW can imagine to use China as an export base for engines and small cars. Yet this will happen just after a distinct improvement of the skills of China’s supplier pool. Interviews No. 29, 24, 36. 934 Interviews No. 76, 83, 90. 935 See also Table 9.11-1 in the appendix. 936 In some years Fiat’s export share of total production exceeded 60% and helped the carmaker to smooth out cycles in the domestic market. During the lost decade Fiat do Brazil benefited from rapid growth of the Italian market, Fiat-Italy’s capacity constraints, and the BEFIEX incentives. However, the emergence of the small car segment, a recessed Italian market in the early 1990s, and an increasingly unfavourable exchange-rate coupled with the expiry of BEFIEX incentives in the late 1980s made Fiat unable to maintain its former export performance. Interview No. 67. 933
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the international competitiveness of local cars are high import tariffs of the target countries or unfavourable exchange rate developments.937 Furthermore, corporate strategies might be another hurdle for exports. Carmakers have usually assigned potential import countries to their respective operations in the region. For example, GM has assigned the U.S. market for Brazil and the European market for Australia for engine exports. Single-product vs. two-products strategy Many interviewees pointed out that the lack of product breadth of locally manufactured models is the major problem of new entrants. Particularly those newcomers that pursue a single-product strategy get in deep trouble if their product does not sell as expected (e.g. MB with the A class in Brazil or Dongfeng Citroen with the Volcano in China). In contrast, carmakers that apply a two-products strategy (mostly different segments, but same platform) have at least a second pillar if demand for one product does not develop as forecast. Moreover, two products allow making a better use of the installed capacity (if the carmaker set up a flexible production line) and spread fixed cost (product adaptation, procurement, production, and advertising). On the other hand, starting production of two vehicles simultaneously requires higher investments and more marketing efforts. Table 7.2-4: Product strategy by selected followers Single-product strategy ƒ Fiat Brasil (147; 4 years later Panorama) ƒ Toyota do Brasil (Corolla) ƒ Honda do Brasil (Civic) ƒ MB do Brasil (A class) ƒ GZH (Accord, Civic 4 years later) ƒ Citroen Dongfeng (Volcano)



Two-product strategy ƒ PSA (Citroen Xsara, Peugeot 206) ƒ Renault (Clio and Scenic) ƒ SGM (Buick sedan and van; Sail in 2002) ƒ FAW-VW (Jetta and Audi 100/200)



A single-product strategy might be even more critical if the carmaker wants to produce a model in a higher price segment. Some interviewees indicated that a combination between a volume product and a niche product might be a good solution to spread the risk, achieve high capacity usage (mainly by the volume car), and gain early profits (mainly by high-end cars). Carmakers like Renault, PSA, and SGM have pursued this strategy. Yet such a strategy might be interfered by automotive policies as in the case of SGM in China. GM would have preferred to enter the Chinese market with a smaller model like the Sail. However, the project was dedicated only to sedan production and GM did thus not receive approval to manufacture the Sail. Therefore, SGM started with the Buick and the GL8 van and prepared the introduction of the Sail as the next step.938 937



Other Brazilian carmakers such as VW, Ford, and GM also tried to export cars to developed markets in the 1980s, however, with little sustainable success due to the unfavourable currency developments. For example, Ford tried to export the Escort to Scandinavia and Autolatina briefly exported the VW Fox almost exclusively to the USA and Canada. Shapiro (1994), pp. 226-229. 938 Interviews No. 54, 79, 83, 82.
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Realize synergies Followers might compensate their cost disadvantage against the incumbents by realizing synergies through the combination of procurement and production activities among PC and CV operations (e.g. GM’s JV with Jinbei sources the engines for the Blazer pick-up from the SGM venture). Moreover, followers that are normally competitors might co-operate at the initial stage of their operations (e.g., PSA sources the engines for the Peugeot 206 from its rival Renault in Brazil, or Fiat produces the van Boxer PSA at the Iveco plant in Sete Lagoas).939 Partner Selection Finding the right partner is absolutely critical to the success of any JV. Particularly in China, the partner issue has been of great importance as foreign carmakers have to collaborate with an institutional partner to be allowed to produce cars by themselves.940 A foreign carmaker should therefore only accept a “strong local partner”.941 Many interviewees stressed the importance of having a co-operative and reliable partner who also enjoys the support of the central government. Potential entrants should carefully investigate whether it is worthwhile to accept an assigned, second-class partner just to get permission to enter the Chinese market. For example, GM made bad experiences in its pickup JV with Jinbei. Apart from “a bad planning and the wrong product, Jinbei proved to be incredibly inefficient employing 50,000 workers to produce 40,000 vehicles (1994)”. In the case of Ford, some experts doubt whether the carmaker’s decision to co-operate with Changan was the right one or just the clutch at a straw. Industry observers believe that the general willingness of foreign carmakers to commit themselves to large-scale projects will diminish in view of the forthcoming changes due to the WTO rules, and therefore, strengthen the bargaining power of potential entrants in terms of partner choice.942 Moreover, several interviewees recommended that the number of shareholders should be kept small in order to facilitate the decision-making process and to reduce conflicts of interests. For example, GZP reportedly suffered from the heterogeneity of its six JV partners (including four banks with a capital share of 36%). In terms of the equity share, having a maximum share of 50% was formerly less important than it is today. Some early entrants opted for a minority stake due to financial or political constraints (e.g. BJC, GZP, FAW-VW, Dongfeng Citroen). Nonetheless, the foreign party mostly had the same management responsibilities as the Chinese side, i.e. key functions have been filled with a foreign and a Chinese manager. Nowadays, however, all of the foreign carmakers of the early JVs seek to increase their capital to gain more control to revamp their operations. Among the newcomers, there is a clear 939



Interviews No. 25, 81 and Chandler (1990). In Brazil, private JVs were only popular among the pioneers to share the risk and investment. In the few cases of institutional JVs, the participation of the Brazilian state governments has been less restrictive compared to Chinese JVs; they can be rather interpreted as a financial incentive and a kind of security. Levy (1995), p. 23. 941 Tromsdorff & Wilpert (1994), p. 87. 940



262



Conclusion



trend to get the maximum share of 50% (e.g. SGM, GZH, Tianjin Toyota, Yangcheng Kia, Changan Ford). An equal equity stake was recommended to show one’s commitment and actively participate in the development of key areas like sales or marketing. Furthermore, there are already rumours that the foreign party might be allowed to acquire a majority stake in the near future; an opportunity in which virtually all foreign carmakers are interested.943 Site Selection The research in both countries has shown that the location and the respective automotive infrastructure are important success factors that have been underestimated in some cases (e.g. BJC in Beijing, GZP in Guangzhou, Fiat in Betim, Ford in Bahia).944 In Brazil, the choice of location has enlarged considerably during the last decade. In addition to the automotive prime location São Paulo, newcomers can chose among plenty of potential green-field locations that are located mostly in the neighbouring states of São Paulo. The research in Brazil revealed that followers with large-scale operations tend to opt for green-field sites that are sweetened with huge incentive packages. In contrast, followers with small-scale investments appear to prefer São Paulo’s existing automotive infrastructure and largely rely on the financial resources of the corporation. (Moreover, within a radius of 150 km of São Paulo city, there exists no space for large industrial car plants any more.) Unlike Brazil, where incentives have been a major reason of the newcomers (and incumbents) to locate at green-field sites, most of the foreign followers accepted less-developed locations to get the “entry ticket” to produce cars in China. In any case, if a potential entrant considers locating at a green-field site it should carefully evaluate the current and future production conditions as “there are acceptable and unacceptable green-field sites, no matter what incentives are linked to it”.945 For example, Fiat Brasil was the first carmaker that located at a green-field site outside the state of São Paulo. Although it enjoyed many advantages in Betim (MG), it took a long time until it developed the necessary automotive infrastructure to produce cars in sufficient quality.946 Similarly, several managers of Chinese carmakers pointed out that newcomers should not compromise in terms of the location any more (e.g. GZP, FAW-VW, and Dongfeng Citroen). Higher expenses for salaries or housing should be accepted in China in favour of a more-developed infrastructure and an attractive place to live.



942



Interviews No. 7, 18, 19, 25, 26, 34, 41 and Kraar (12.11.95), p. 28. Interviews No. 12, 20, 24, 27, 29, 37, 42 and Levy (1995), p. 23-29. 944 See Tromsdorff & Wilpert (1994), p. 85. 945 Interview No. 3. 946 See also section ‘Proposition 21: Contracting Qualified Suppliers’ for Fiat’s mineirisação. 943
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The Step-by-step Strategy When asked to outline an ideal follower strategy for volatile markets many interview partners referred to a “step-by-step strategy” whose major advocates are traditionally Japanese firms. This approach is characterized by a long-term focus on profitable growth, i.e. the business does not need to grow fast, but steadily. Toyota is probably the most prominent automotive representative of this strategy. Its plants in the USA and Canada that were set up in the 1980s as small operations illustrate the success of the gradual approach; Toyota’s operation has grown continuously until today and has challenged GM and Ford in their home territory.947 In a similar way, Toyota and Honda intend to succeed in Brazil and China. The ‘step-by-step strategy’ can be broadly divided into three phases: Phase I: Development of brand awareness: The carmaker enters the market via car imports and/or TLAs in order to test the acceptance of its products, develop brand awareness, establish first contacts to automotive decision-makers, and gain market knowledge. In the case of car imports, the carmaker needs to develop a sales network, which represents a good starting point in the second phase when the carmaker has to develop a sales force for its locally-made cars. If plans for local production become more precise, a carmaker should investigate if the country can be developed as an export base. The focus on domestic demand or on various markets might result in different product decisions. Simultaneously, the carmaker should carry out supplier analyses and prepare the selected suppliers for later production. Training centres should be set up on the spot to prepare administrative and technical staff for local production. Expatriates should also be prepared at the HQ for their assignment abroad (cross-cultural training, language courses, etc.). Based on the data of this research, this phase usually takes five to ten years. In the case of Toyota it took even 13 years until the Japanese carmaker decided to set up a JV in China in 03/2000. (Tianjin Toyota had already developed to the third largest carmaker in China with a market share of 18.5% in 1999). In Brazil PSA sold 30,000 imported cars annually (m/s of 2.5%), when it started local production; Renault 16,000 (m/s of 2.5%), Toyota 4,000, and Honda 3,000 respectively. Phase II: Small-range production The carmaker should start local production with an LC rate of at least 40%. Depending on the complexity of the products, an LC rate of 60% should be achieved after one or two years. The initial investments might comprise an assembly line, a paint shop, and perhaps a small body shop, provided that press jobs cannot be outsourced. During this phase the continuous development of suppliers in qualitative and quantitative terms should be given first priority. The sales and ASS network should be further developed until it covers the most important regions (market 947



See also Belis-Bergouignan & Bordenave (2000) for market entry strategies of Japanese carmakers to the U.S. and Europe.
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coverage of around 70%, i.e. approx. 80-100 well-selected sales points for a country of the size of China or Brazil). The engine shop should only be added at a later stage when local sales justify this capital-intensive investment (over 100,000 engines). Newcomers like Honda, Toyota, PSA, and MB in Brazil, and GZH and Tianjin Toyota in China excluded engine production at the early stage of their production. Engines were imported, produced by foreign-invested suppliers (e.g. group suppliers), or sourced from competitors (e.g., PSA do Brasil has sourced engines for the Peugeot 206 model from Renault for the first 15 month of production. The French newcomer just opened its USD 50 mn-motor facility in early 2002). Phase III: Expansion In this phase, a carmaker should expand its capacity and set up a (bigger) press shop and perhaps an engine plant. Furthermore, the sales network needs to be extended (approx. 90% market coverage, i.e. around 200-250 sales points for a country of the size of Brazil or China). The LC rate should reach a level of 70-80%. (Most interviewees confirmed that it is hardly possible to realize an LC rate higher than 80-85% if current models are produced as the supplier base is not able to supply state-of-the-art parts, such as electronic and motor parts.) It is difficult to generalize the point of time when (or at what production target) each of these investments should be placed. This depends, among other factors, on the expected sales, the number and the complexity of models, and the skills of the supplier pool. Toyota do Brasil, for example, plans to enter the third stage in 2002.948 The Japanese carmaker intends to increase its capacity from 30,000 to 45,000 and quadruple its staff compared to the start of phase one. It wants to purchase additional land and build a stamping plant. Local production of engines is still not reasonable at this production volume. The modular system is to be introduced, however only with Japanese group suppliers, and an LC rate of at least 70% is targeted.949 The additional investment amounts to USD 300 mn compared to the initial investment of USD 150 mn in the second phase.



7.3 Limitations of This Research This study has some limitations that future research should address. The limitations are threefold: One-dimensional evaluation of OEAs in the questionnaire survey In the questionnaire survey the persons were asked to evaluate OEAs according to their overall importance by means of the Likert scale. This study, however, assesses OEAs according to their nature, duration, and magnitude. The drawback of the onedimensional evaluation in the questionnaire was accepted for the sake of simplicity. Based on the experiences from the interviews, the author is still convinced that it would have been too time-consuming and perhaps too abstract for most of the



948 949



The first phase started in 1992. The second phase followed in 1998. Interviews No. 29, 31, 34, 49, 52, 60, 65, 69, 71, 79, 81, 83, 85.
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interviewees to evaluate almost forty OEAs regarding three dimensions instead of only one. Moreover, the lack of depth is compensated by the fact that the evaluations of OEAs in this study are largely based on the interviews in which the three dimensions could be addressed individually. Nonetheless, further studies using the same framework, should investigate each dimension separately in the quantitative part to produce less vulnerable results. Sample The small sample of the questionnaire survey is another limitation of this study. As findings of pure qualitative research can be easily challenged, some quantitative research was included into this study to enhance the validity of the qualitative results. Yet, to fulfil this function satisfactorily, the size of the sample might be insufficient (14 in China and 15 in Brazil). Further research should therefore carry out a bigger sample to better underpin the qualitative findings. Interviewee bias and data inconsistencies An additional potential limitation of this study is that some of the data from industry reports or academic studies could be incorrect because historical records are typically not 100% accurate. Moreover, the interviewees who were often the only source of specific information might have been biased. They also sometimes gave different or even contradictory responses. Apart from simple misunderstandings between the interviewer and the interviewee because of, e.g., different market knowledge or linguistic problems, variations from reality might be caused through (1) an unconscious bias or (2) the deliberate desire to present a certain person or historical event in a different light. An unconscious bias can be explained by various reasons. First, a different cultural background or a different access to information can result in a different perception of reality. Second, the analysis is based on retrospective data which might have introduced an additional source of bias because of faulty memory or retrospective sense making on the part of the interviewees. Although the author sought to limit this bias by using multiple informants for each carmaker and countercheck, if possible, the information by means of alternative sources, it is probably not possible to fully eliminate this bias. The author indicated obvious inconsistencies or contradictory issues in a footnote. Still, it might be possible that some events have occurred differently or some decisions might have had another reasoning than described in this study.



7.4 Suggestions For Further Research Apart from the actual limitations of this study, this research suggests some aspects for further research to enrich the literature on OEA. Conceptual framework on follower advantages The literature review revealed that there is a strong need for more conceptual research on follower advantages as conceptual frameworks for first-mover advantages are far more developed than those for follower advantages (see section ‘3.1. Focus on followership’). Although this study aims to fulfil this gap and presents a
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comprehensive framework to analyze follower advantages, scholars are welcomed to further elaborate the underlying framework of this study and validate it by empirical studies in EMs. Additional Industries in China and Brazil The strength of this study lies in the longitudinal nature of the analysis in two EMs. However, as the literature suggests, any OEA is highly-industry specific, i.e. each industry produces some unique OEAs.950 In addition, the common OEAs probably vary with regard to their magnitude and duration across industries. Thus, the findings of this study do not necessarily apply to other industries in Brazil or China such as the non-durable consumer goods industry or the service sector. Further research is therefore needed in these industries to identify the inter-industry differences and enhance the understanding of OEAs in these EMs. Additional EMs In their review of the last decade’s empirical research on OEAs, Lieberman & Montgomery (1998) drew the conclusion that the magnitude (and duration) of OEAs varies greatly across product categories and geographical markets. Similarly, Arnold & Quelch (1998) argue that different EMs offer different OEAs to companies. Thus, longitudinal research in additional EMs such as India, Nigeria, Russia, etc. is of great importance to identify inter-country differences of OEAs. In the automotive context, it would be conclusive to compare the findings of this study with the results of those studies investigating even younger automotive industries than the Chinese one. Moreover, a comparison with EMs that are smaller in terms of surface and population might reveal interesting findings on OEAs as well.
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E.g., Vanderwerf & Mahon (1997); Robinson & Fornell (1985); Robinson (1988); and Schoenecker & Cooper (1998).
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9 Appendix 9.1 Empirical Research on Order-of-entry Effects Table 9.1-1: Empirical studies on order-of-entry effects 951 Study Bond & Lean (1977) Examined introduction dates and subsequent market shares of 11 innovations in two categories of prescription drugs Whitten (1979) Examined the introduction of 7 cigarette types Spital (1983) Tracked 22 product innovations in the metal oxide semiconductor industry Flaherty (1983) Studied 10 types semiconductor components, equipment, and materials Robinson & Fornell (1985) Analyzed 371 mature consumer goods businesses (PIMS-based study)



Urban et al. (1986) Analyzed 129 consumer brands across 34 product categories (ASSESSORbased study) Robinson (1988) Studied 1209 mature industrial goods businesses (PIMS-based study)



951



Findings/Conclusions The first firm to offer and promote a new type of product was found to receive a substantial and enduring sales advantage. Later entrants were in a position to overtake the pioneers by offering new benefits. For six of seven cigarette types studied, the first firm to offer, promote, and widely distribute a brand for which there was a favourable market trend was found to receive a substantial and often enduring sales advantage. In 17 of 22 innovations studied the first manufacturer to produce a design was found to hold the largest market share in that design from the date of first production until the time of the study. This result was explained by the lengthy period required to qualify vendors and the practice of “designing-in” technology. No lateness effect was observed. A small negative simple correlation was found between order of market entry and market share of lead technology, but product quality and skills in application engineering moderated the relationship. First-movers were found to have higher M/S than later entrants. On average, first-movers had a market share of 20%, versus 17% for early followers and 13% for late entrants. Significant degrees of lateness effects were found. Early followers had significantly higher market shares than late followers; however, the difference was much smaller than the difference between first-movers and early followers. Of the four independent variables investigated (market positioning, advertising expenditures, order-of-entry, and time lag between entries into the market), the first two variables were found to be more important explanators of market share than order-of-entry. No lateness effect was observed. First-movers were found to have higher market shares than later entrants. On average first-movers had a market share of 29%, versus 21% for early followers and 15% for late entrants. Order-of-entry alone explained 8.9% of the variation in market share. First-movers also tended to have higher product quality, broader product lines, and broader served markets.



Source: based on Kerin et al. (1992), pp. 36-37; Lieberman & Montgomery (1998), pp. 1117-1120.
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Lambkin (1988) Examined 129 start-up and 187 adolescent businesses (PIMS-based study)



Srinivasan (1988) Analyzed order-of-entry effects, marketing and R&D expenses, product quality, market share, and return on investment (PIMS-based study) Miller et al. (1989) Studied 119 new corporate ventures in the consumer and industrial sector (PIMSbased study) Tufano (1989) Studied 1944 publicly underwritten offerings based on 58 financial innovations (securities market) Parry & Bass (1990) Studied 593 consumer goods businesses and 1287 industrial goods businesses (PIMS-based study) Lilien & Yoon (1990) Analyzed 112 industrial products in 7 French industry sectors Mitchell (1991) Studied 314 entrants into five technical sub-fields of the diagnostic imaging industry Mascarenhas (1992a); Mascarenhas (1992b) Analyzed 8,000 oil rig observations in 46 national markets Kalyanaram & Urban (1992) Analyzed 28 brands (average of 69 weekly observations/brand) Robinson et al. (1992) Analyzed 171 diversified companies



Order of market entry was found to have a significant effect on market share for both start-up businesses and adolescent businesses. Among start-up businesses, on average, market pioneers had a market share of 24%, versus 10% for early followers as well as late entrants. Among adolescent businesses, on average, first-movers had a m/s of 33%, versus 19% for early followers and 25% for late entrants. Early followers have lower marketing and R&D expenses than first-movers. Early followers have marginally lower product quality and market shares than first-movers, but followers in productmarkets at the initial stage of their life cycle have higher product quality and larger market shares. A significant inverse relationship was found between order-ofentry and market share. First-movers had higher quality, better service, and more differentiated products than later entrants. No lateness effect on share was observed. Pioneers capture larger market share than imitators, but are not able to charge higher prices (spreads).



Pioneers were observed to have higher market shares than followers. The extent to which pioneers have a share advantage depends on industry type (concentrated, nonconcentrated) and end-user purchase amounts. The third through fifth entrants were more successful than first and second entrants; successful products, irrespective of timing, benefited from entry early in the product life cycle; delay of entry accompanied production and marketing expertise of followers. Entry order effects on market share and survival depend on whether the first-mover is an industry incumbent or a newcomer. Newcomers benefit from early entry and incumbents perform better with later entry. A significant “survivor bias” was observed in the relationship between entry order and market share. Pioneering has an inter-market effect on market share, greater than the intra-market effect. Pioneer market share advantage is larger than found in U.S. samples. First entrants and later entrants outlive early followers. Later entrants have lower asymptotic performance levels but approach them faster than pioneers. Market pioneers are different from later entrants, but are not intrinsically stronger than first-movers.
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Kardes et al. (1993) Analyzed 18 brands (115 subjects) Patterson (1993) 151 firms drawn from six industries (data from DRI’s Industry Surveys) Kalyanaram & Wittink (1994) Analyzed five packaged goods categories with 3-5 brands each in 8 cities for each category Huff & Robinson (1994) 95 observations in 34 frequently purchased consumer goods categories Szymanski et al. (1995) Meta-analysis of prior studies, 2746 SBU responses from PIMS bank Bowman & Gatignon (1996) 5 product markets (2 durable, 3 non-durable), 55 brands, 3729 observations Kerin et al. (1996) Analyzed four packaged goods industries with 3-5 brands each (altogether 460 observations) Nehrt (1996) Analyzed 50 chemical bleached pulp manufacturers in 8 countries, incl. 19 companies from the U.S. Murthi et al. (1996) Studied 236 business units for 3 years Vanderwerf & Mahon (1997) Meta-analysis about the use of research methods (90 tests from 22 studies) Luo (1997) Analyzed the top 30 foreigninvested manufacturing firms in China Rao et al. (1998) 134 brands across 34 product categories (ASSESSOR-based study)



Brand retrieval and the consideration process contributes to the pioneering advantage. Statistically significant results of expected form for industry share and net profit share; RoS and RoI regressions not significant. Evidence that temporal strategic barriers perform the function of preserving benefits for early entrants. Confirming previous studies, share is negatively related to order-of-entry and time between successive entries. However, the magnitude of the entry effects must be assumed to be specific to the product category. Put differently, entry effects across categories are heterogeneous. Longer lead-time increases the pioneer’s advantage; pioneer’s relative advantage declines over time with competition. Order-of-entry exerts a significant, positive direct effect on market share, but order-of-entry may be best modelled as an interaction effect rather than a main effect. Marketing mix responsiveness decreases with order-of-entry; main effect of order-of-entry not significant. The order-of-entry effect is greatest for a new product class pioneered by a brand extension. Order-of-entry has the least effect on a new product class pioneered by an entirely new brand. Although order-of-entry effects are significant, the effects of marketing mix variables such as price and promotion are stronger. Timing of pollution-reducing investments has a significant positive impact on performance. The effect of environmental regulations is non-significant, which conflicts with conventional wisdom that more highly regulated countries place their firms at a competitive disadvantage Pioneering advantage is significant even when managerial skills are included. The use of market share, sample selection, and limited variables overstates first-mover advantage. Survivor bias is not significant. Early movers tend to face high operational risks and low profitability. However, they are able to build strong market share positions that late movers will find difficult to compete with. Followers are more likely to react by changing their entry timing than by changing both their entry timing and positioning. In recent categories, followers enter more rapidly than in older product categories. However, the reduction in time of entry in recent product categories does not completely overcome the higher entry order penalty in these categories.
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Makadok (1998) Analyzed 1015 funds out of 33 product categories in the money market mutual fund industry Venkatesh et al. (1998) Investigated 13 brands in 2 ethical drug categories in the U.S.



In an industry with low barriers and easily imitable products, first-movers and early-followers enjoy both a highly sustainable pricing advantage and a moderately sustainable market share advantage.



An innovative late mover can create a sustainable advantage by (1) enjoying a higher potential and repeat purchase rate than either the pioneer or non-innovative competitors, (2) growing faster than the pioneer, (3) slowing the pioneer’s diffusion, and (4) reducing the pioneer’s marketing mix effectiveness. Luo & Peng (1998) The results show the existence of significant first-mover Conducted two tests in China advantages in transitional economies such as China. On the with data from 31 FIEs in the other hand, evidence suggests that first-movers face a light manufacturing industry substantially high operational risk and low profitability during and 96 questionnaires from the initial phase of operations. There is a risk-return trade-off FIEs in manufacturing between the first-mover and late-mover strategies. industries Tegarden et al. (1999) Findings show that first-movers are not doomed when their Studied 463 personal entry design choices turn out to be wrong. For early entrants, computer manufacturers switching to the dominant design is associated with increased using micro processors chances of survival and market share. Choosing the dominant design at entry was important for survival of firms that entered after its emergence and market share. Venkatesh et al. (1999) Growth-stage entrants reach their asymptotic sales level Investigated 29 brands in 6 faster than pioneers or mature-stage-entrants. They are not U.S. prescription drug hurt by competitor diffusion and enjoy higher response to markets product quality. Pioneers are hurt by competitor diffusion over time, but they enjoy higher response to marketing spending. Mature-stage entrants are most disadvantaged. Song & Di Benedetto Findings suggest that (1) managers from all countries (1999) perceive pioneering to be associated with higher market Analyzed 2419 firms from share and/or profitability; (2) manufacturing firm managers nine countries in the perceive pioneering risks to be significantly more important manufacturing & service than service firm managers do; (3) cost and differentiation industry advantages of pioneering are, for the most part, more significant to manufacturing than to service firm managers. Lee et al. (2000) Timing and order of moves are important. The faster and Analyzed 3 industries: longearlier a firm introduces a new product, the greater the distance shareholder wealth effect. telecommunications, PC, Competitive imitation undermines the durability of first-mover brewing (105 firm, 83 new advantages. product events) Boulding & Christen (2001) Pioneers in consumer goods and industrial markets gained Examined 365 business units significant sales advantages, but they incurred even larger in consumer goods markets; cost disadvantages. Pioneers were substantially less and 861 competing in profitable than followers in the long run, controlling for other industrial markets (PIMS) factors that could account for performance differences. Robinson & Min (2002) The pioneer’s temporary monopoly over the early followers Compared survival rates of plus further first-mover advantages typically offset the survival 167 pioneers versus 267 risks associated with market and technological uncertainties. early followers in the First-mover advantages that increase a pioneer’s market industrial goods industry share also help to protect the pioneer from outright failure.
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9.2 Results of the Questionnaire Surveys



Total



4 3 4 5 5 2 2 2 2 3 2 3 4 5 4 3 3 4 4 4 2 2 4 1 5 4 3 4
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13 13 13 13 14 14 13 14 14 13 13 14 13 14 0 13 13 13 14 14 13 15 13 13 13 13 12 15 13
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Mr. P. Otto



4 4 2 1 5 4 3 5 5 4 4 2 -



5 1 6 2 5 2 1 0 5 3 0 5 4 3



5 2 2 6 3 3 4 1 2 6 0 4 4 6



3 8 1 1 3 4 2 5 1 2 2 4 3 2



0 2 4 2 2 4 5 2 5 2 6 1 2 2
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38.5% 7.7% 46.2% 15.4% 35.7% 14.3% 7.7% 0.0% 35.7% 23.1% 0.0% 35.7% 30.8% 21.4%



38.5% 15.4% 15.4% 46.2% 21.4% 21.4% 30.8% 7.1% 14.3% 46.2% 0.0% 28.6% 30.8% 42.9%



23.1% 61.5% 7.7% 7.7% 21.4% 28.6% 15.4% 35.7% 7.1% 15.4% 15.4% 28.6% 23.1% 14.3%
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Economies of scale Localisation Mkt cost asymmetries Life cycle prolongation Prime location Gov't-conferred status Manufacturing licence Choice of suppliers Choice of distributors Early profits Continuous innovations Better market knowledge Info&cons. assymmetries Partner selection Site selection Labour union relations Central gov's experience Local gov's experience Improved infrastructure Recruiting qualified staff Experienced suppliers Experienced distributors Learn from incumbents Incumbent's inertia Environm. regulations Shifts in technology Shift in supply Shift in distribution Shift in demand
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Table 9.2-1: Results of the Brazilian questionnaire survey
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Table 9.2-2: Results of the Chinese questionnaire survey
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9.3 Brazilian Questionnaire PhD thesis of Oliver Kabuth: Pioneering versus Following in Emerging Markets – The Case of the Passenger Car Industry in China and Brazil Directors of research: Prof. Dr. L.-C. Chong



Prof. Dr. H. Schütte



UNIVERSITY OF ST. GALLEN



INSEAD



Research Institute for International Management Bodanstrasse 6



Faculty for Asian Business Boulevard de Constance



9000 St. Gallen



77305 Fontainebleau



Switzerland



France



Companies can be broadly divided into pioneers and followers according to their point of market entry. A PIONEER is defined here as one of the first companies that sells a product in a new product category. This definition distinguishes those companies that enter after the pioneers and can learn from their errors, namely FOLLOWERS. The latter ones can be divided again into two groups depending on their response time: early followers and late followers. Brazilian passenger car companies are clustered in this research as follows: Group Pioneer st



1 generation of followers nd



Market entry in … 1959 The late 1960s



2 generation of followers



1976



3rd generation of followers



The late 1990s



Carmakers in Brazil



M/S in 2000



ƒ ƒ ƒ ƒ



Volkswagen



ƒ ƒ ƒ ƒ ƒ



Mercedes-Benz



1.2 %



Renault



3.0 %



Honda



1.7 %



Toyota



1.2 %



Peugeot/Citroen



2.5 %



30.1 %



Ford



7.4 %



GM



24.4 %



Fiat



28.0 %



The issue whether to pioneer or to follow is as old as strategic management itself. Put shortly, there are two opposite perspectives. Conventional management literature claims that it pays for companies to be first in a new market, or, in other words first come, first served. However, this perspective has been challenged during the last decade. Some scholars argue that it is wiser to let others develop the markets first and enter when the market turns out to be attractive (First to market, first to fail). Evidence from practice is derived exclusively from developed and mature markets such as the United States or Europe. Yet, in the context of emerging markets virtually no research exists on this issue. Therefore, this research project intends to shed light on this debate by investigating the automotive industry in two of the most important emerging markets: Brazil and China. The mechanisms that create pioneer or follower advantages as well as major factors that enforce or mitigate these advantages are to be identified. Finally, strategic implications for each group of carmakers are to be drawn from these findings.
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For Brazil, interviews with most of the companies listed above are to be conducted during March to August 2001. Of course, all data kindly provided by you are handled strictly confidentially. The following figure shows the “story line” of the forthcoming interview. A couple of questions are asked to each of these topics.



Strategic Location Resources & Local Partner Marketing



Distribution & Sales/ ASS



Cost



Government



Pioneer Pioneer && Follower Follower Advantages Advantages



Infrastructure



HR



Supply Network



Product Price



Management



In order to be better prepared for the interview, I kindly ask you to assess the propositions listed above and return the questionnaire by fax or hand it over at our appointment. Any kind of feedback is very welcome. Your co-operation is highly appreciated. Thank you very much in advance!!! You can contact me by email or fax: Email: … Phone: … Fax:



…



How important are the following pioneer & follower advantages below? Please mark only one box in each line. The higher the score, the more important the respective advantage. (1 = not important at all, 2 = little important, 3 = important, 4 = fairly important, 5 = very important)
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293 Not Important



1



2



ÖÖÖ



3



Very important



4



5



Location and local partner A PIONEER enjoys being located at an automotive prime location – São Paulo. (Formerly, it was not reasonable to locate at another location.) A FOLLOWER enjoys a relatively bigger scope of potential manufacturing locations (or JV partners respectively) Ö (either SP or another state; a WFOE or a JV with the local government).



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑



Federal and local government A Pioneer enjoys more privileges than later entrants do since it receives a relatively warmer welcome by the national government. A pioneer faces fewer problems getting a manufacturing licence (e.g. Ford would have liked to manufacture PCs since the end of the 1950s but at its terms. However, GEIA did not approve car projects of Ford and GM). A follower benefits from the central government’s experience with pioneers. (The liberalized political course in the automotive sector can be seen as a result of the pioneer’s effort to gain a greater scope of action. Thanks to the pioneers, later entrants face a more deregulated automotive environment). A follower benefits from the local government’s experience with pioneers and enjoys a greater willingness by the local government to co-operate. A follower can better meet the government’s strict standards for safety & environment protection with more sophisticated products.



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑



Infrastructure A FOLLOWER benefits from a better-developed automotive infrastructure. (A pioneer exerts itself for the development of the local transportation infrastructure. It also supports universities for recruiting purposes and improves housing conditions for its staff.)



❑ ❑ ❑ ❑ ❑



HR A FOLLOWER can benefit from the pioneer’s investment by wooing away staff trained by the pioneer. (The pioneer tries hard to improve the linguistic, technical and managerial skills of its staff.) A FOLLOWER is favoured by facing fewer conflicts with labour unions. (In SP, their influence is decreasing and in less-developed regions such as MG, PR, BH, RJ, they are still very small.)



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑



Supply network A PIONEER can choose and occupy the best component suppliers whereas the next entrant can only choose the second best ones. A FOLLOWER benefits from the pioneer’s investment by sourcing components from suppliers previously trained by the pioneer. (Suppliers are usually trained and supported by pioneers to raise the quality of their components.) A FOLLOWER is favoured by a shift in the supply system (e.g. modular system), because the pioneer is entangled in its old supply and production system that cannot be easily modified.



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑
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Appendix Not Important



1



2



ÖÖÖ



3



Very important



4



5



Management A PIONEER has a better market knowledge due to its head start. The pioneer already knows the rules of the game when a follower enters the market. A FOLLOWER can exploit the pioneer’s inability to respond appropriately to environmental change or competitive threats. (This pioneer’s inertia can have several reasons, e.g. the pioneer is locked-in by a specific set of fixed assets, it is reluctant to cannibalize existing product lines, or it is organizationally inflexible to adjust.) A FOLLOWER can learn from the pioneer’s moves and avoid making the same mistakes. Thereby, the follower can save resources and does not risk damaging its brand image.



❑ ❑ ❑ ❑ ❑



❑ ❑ ❑ ❑ ❑



❑ ❑ ❑ ❑ ❑



Price A PIONEER can price its products like a monopolist and therefore realize early profits.



❑ ❑ ❑ ❑ ❑



Product A PIONEER is in the position to stay at the forefront of technology and has consistently better products than later entrants due to its technological head start together with continuous improvement in product & process technology. A FOLLOWER is favoured by a shift in technology, because the pioneer is burdened with old technology that cannot be easily modified for later models. A later entrant can therefore gain a competitive edge by applying newer technologies. A FOLLOWER can better serve customer needs after a shift in demand (e.g. emergence of the popular car segment in the early 90s). A FOLLOWER can better position its product in price or customer needs after market uncertainty has resolved while bearing less financial risk. (Customers have developed their preferences such as the popular cars.)



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑



Cost A PIONEER enjoys advantages through economies of scale and greater accumulated experience in production. A PIONEER enjoys cost advantages through a higher localization rate of its products. A PIONEER is in the position to skim off product concepts that are already outdated in its home market, whereas later entrants are rather forced to enter with more sophisticated products to differentiate from the pioneers.



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑
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Pioneer and follower advantage in the context of …



1



2



ÖÖÖ



3



Very important



4



5



Distribution & Sales/ASS A PIONEER can choose and occupy the best existing distribution channels. A FOLLOWER can benefit from the pioneer’s investment by contracting experienced dealers trained by the pioneer. (The pioneers have assisted distributors/dealers to promote vehicle sales by increasing service quality.) A FOLLOWER can benefit from the transformation of the distribution and sales system as it enjoys a bigger choice of channels.



❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑ ❑



Marketing A PIONEER enjoys a higher marketing response than followers and has therefore lower marketing costs per vehicle. (The first product in a new product category receives more attention than a subsequent product. Later entrants have to spend more on marketing to attract customers.) A PIONEER can establish a good product image that is transferred to following models and results in a high degree of brand loyalty. The pioneer’s brand becomes a standard against which later entrants are rationally judged.



❑ ❑ ❑ ❑ ❑



❑ ❑ ❑ ❑ ❑



9.4 Profiles of Interviewees Table 9.4-1: Profile of interviewees Sample (incl. questionnaires) Share of managers with an automotive working experience (years) < 5 yrs. 5 – 9 yrs. 10 – 14 yrs. 15 – 19 yrs. 20 – 24 yrs. 25 – 29 yrs. 30 –39 yrs. > 39 yrs. Share of senior managers (General Manager or higher) Share of expatriates



China 45



Brazil 53



44.4% (20) 33.3% (15) 17.8% (8) 4.4% (2) – – – 80.5% (33)



18.9% (10) 11.3% (6) 18.9% (10) 11.3% (6) 11.3% (6) 11.3% (6) 7.5% (4) 9.4% (5) 47.2% (25)



66.7% (30)



20.8% (11)
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Table 9.4-2: List of interview partners in China Company Name (first name, family name)



Automotive consultancy 1 AT Kearney Mr. Dr. Fancheng Meng 2 ARA Mr. Michael Dunne 3 CBU (Auto) Mr. Dr. Wayne W.J. Xing 4 Deloitte Mr. Paul Eccles Consulting 5 Deloitte Mr. Steven Parker Consulting DaimlerChrysler Northeast Asia 6 BJC Mr. Richard Ott 7 ASC Fine Mr. Don St. Pierre Wines (BJC) 8 DC Mr. Ludwig Meier 9 10 11 12 13 14 14 15 16 17 18 19 20 21 – 22 23 24



Title



Principal President of Automotive Resources Asia Chief Editor of China Business Update Industry Leader Automotive Managing Director China



Automotive Nationworking ality exp. in China (yrs.)



8 12 in Asia 6 12 9



President BJC 5 Former President of 11 (since BJC (1986-1987) ‘82 in Asia) General Manager 3 Controlling (12 in China) DC Mr. Stefan Schmitt General Manager 4 Brand protection DC Mr. Bing Li Manager Marketing & 6 Market Research DC Mr. Jiahua Wu Manager Sales & 5 Marketing CV DC Mr. Norbert Chief Representative 17 Graeber MB Liaison Office DC Mr. Yaosheng Manager Business 8 Luan Operation Development DC Mr. Hermann GM CV Division East 3 Knoeckel China Region (15 in Asia) DC Mr. Zhengwei Sales Manager 4 Chen DC Mr. Volker General Manager 5 Sigmund Purchasing DC Mrs. Yanhua Sen. Manager Emission 8 Liang & Homologation DC Mr. Ze Wang Assistant Manager 2 Corporate Planning DC Mr. Matthias Vice President Bus 8 Wollenberg Division NEA (since 1988) (formerly GM Strategy) DC Mr. Wolfgang Vice President 3 Widlewski Strategy, Planning & (8 in Asia) Controlling DC Mrs. Yunling General Manager 13 Wang Human Resources DC Mr. Weiming Soh General Manager of 4 Corporate Planning DC Mr. Jian Shao Senior Project Officer 2 Business Operation Development DC Mr. Bernd Ruefle General Manager 3 Business Operation Development Mercedes- Mr. Gerald Tan General Manager 2 Benz China Central After Sales GM China Operations GM China Mrs. Dr. Xiaozhi CTO & Chief Engineer 7 Operations Liu



Date



Time in min.



Chinese 20.10.00 130 USA



Place



Shanghai



07.12.00



70



Chinese 14.11.00 20.11.00 British 19.10.00



90 70 25



Shanghai



45



Shanghai



USA



19.10.00



USA USA



06.12.00 40 15.12.00 270



Tel. Bangkok Beijing



Beijing Beijing



German 27.09.00



40



Beijing



German 10.10.00



90



Beijing



Chinese 11.10.00



75



Beijing



Chinese 11.10.00 120



Beijing



German 11.10.00 30 06.12.00 140 Chinese 13.10.00 210



Beijing



German 20.10.00 125



Shanghai



Chinese 20.10.00



Shanghai



50



Beijing



German 31.10.00 200



Beijing



Chinese 06.11.00 100



Beijing



Chinese 13.11.00



80



Beijing



German 14.11.00



90



Beijing



German 16.11.00



95



Beijing



Chinese 17.11.00



40



Beijing



Singa- 24.11.00 porean Chinese Quest.



30



Beijing



-



-



German 11.12.00 110 Singa- 15.12.00 porean



70



German 01.11.00 140 (born in China)



Beijing Tel. (BJ) Beijing
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Mr. Davd S. Whitman 26 SGM Mrs. Susan Ting 27 SGM Mr. Mark Lauer Guangzhou Honda 28 GZH Mr. Koji Kadowaki



Director Purchasing Dept. Brand Manager SGM Sales Manager SGM



3



USA



2 2



USA USA



President



4



29 GZH



Director Executive Vice President



Mr. Qing Hong Zeng PSA Peugeot Citroen 20 PSA Mr. Jean-Claude German 31 Airbus China Mr. Pierre De (about GZP) Montgolfier Dongfeng Citroen 32 Dongfeng Mrs. M. Lernoud Citroen – Dongfeng Mr. Jiang Xu Citroen Toyota Motor Corporation 33 Toyota Mr. Shinji Motor Corp. Shimahara Volkswagen Group China 34 ADL (about Mr. Dr. Martin VW China) Posth



Chief Representative for China Former President of GZP (1985 – 1989)



19.10.00 15.11.00 24.11.00 29.11.00



20 35 75 60



Tel. (SH)



Japan- 26.10.00 ese Chinese 07.12.00



20



Tel. (GZ)



35



Tel. (GZ)



7 French 11.12.00 (since 1988) 5 French 16.12.00 (since 1985)



90



Beijing



60



Beijing



70



Tel. (WH)



-



-



50



Beijing



40 60



Tel. (Berlin)



02.11.00 100



Beijing



15.11.00



Beijing



n/a (< 5)



Manager Marketing & Strategy Director Marketing



1



French 12.12.00



7



Chinese



General Manager China Office



9



Japanes 02.11.00 e



Ex-board member of 13 German VW AG, ex-President of VW Asia-Pacific 35 VW Group Mr. Christian Senior Manager Sales 3 German China Claussen & Marketing 36 VW Group Mr. Min Zhou Senior Manager 10 Chinese China Purchasing 37 SVW Mr. Dr. Volker Director Finance 4 German Hanshold Division 38 SVW Mr. Dieter Manager Quality 14 German Hackenberg Insurance 39 SVW Mrs. Sonja Deputy Division 1 German Kurono Manager Marketing & (14 in Asia) Strategy 40 FAW-VW Mr. Ambramowski Chief Advisor – MKT 3 German China, Marketing Director FAW-VW 41 FAW-VW Mr. Cai Gung Account Manager Audi 15 Chinese Ming Division 42 FAW-VW Mr. Gumpert Vice President Audi 3 German Sales & Marketing, (since 1986) FAW-VW Sales Co. – FAW-VW Mr. Qiang Fu Vice President Audi > 10 Chinese Sales & Marketing, FAW-VW Sales Co. Ø-duration of interviews (min.) 90 Number of interviews 42 Number of questionnaires 14 Total interview time (hours) 63.33



Quest.



21.09.00 22.09.00



35



Tel. (SH) Tel. (SH)



25.10.00 100



Shanghai



25.10.00 120



Shanghai



11.12.00



45



Tel. (SH)



18.10.00



25



Shanghai



24.11.00 150



Beijing



30.11.00



85



Tel. (CC)



Quest.



-



-



Date



Time in min.



Place



Int. No.



Table 9.4-3: List of interview partners in Brazil Company Name (first name, family name)



Title



Automotive Nationworking ality exp. in China (yrs.)



Associação Nacional dos Fabricantes de Veículos Automotores 43 ANFAVEA Mr. Pablo Tervel Public Relations 13 44 ANFAVEA General Aldebert Consultant of 45 Queiros ANFAVEA; Technical consultant of GEIA



Brazilian 11.05.01 115 Brazilian 12.06.01 160



SP SP
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Automotive concultancy 45 AT Kearney Mr. Ricardo Durazzo DaimlerChrysler do Brasil Ltda. 46 DC Mr. Hetal Laligi 47 DC 48 DC 49 DC



Mr. José Nelson V. Correa Mr. Oswaldo Holzschuh Mr. Marcos Madueira



50 DC



Mr. Angel Martinez



51 DC



Mr. Roberto Gasparetti Mr. Antionio C. Novaes Mr. Adolfo Gonzalez Duarte



52 DC 53 DC 54 DC 55 DC 56 DC 57 DC 58 DC 59 DC 60 DC 61 DC 62 DC 63 DC



Mr. Daniel A. Buteler Mr. Samuel de Andrade Mr. Jairo Tcherniakovsky Mr. Dr. Alexander Riess Mr. Stephan Massner Mr. Francisco Polidoro Jr. Mr. Philip Derderian Mr. Ronaldo Luiz da Cunha Lima Mr. Rubens Antonio Giacon Mr. Paul Otto



64 DC



Mr. Ben J.A. van Scheik Fiat Automoéis S.A. 65 DC Mr. José Carlos (about Fiat) Carreira 66 Fiat 67 Fiat 68 DC (about Fiat) 69 Fiat



Mr. Marco Antônio Saltini Mr. Carlos Eugenio Mr. Dr. Roberto Bógus



Vice-President Autom. Latin-America



12 Brazilian 03.05.01 (15 autom.)



70



Tel. (SP)



Executive Assisstant to the CEO Region Latin America Government Relations



2 (5 autom.)



70



SP



Brazilian 17.04.01 150



SP



Vendas Automoveis Importados Head of Government Relations, VicePresident of ANFAVEA Senior Manager Corporate Strategy Latin America Marketing PC



42



Brazilian 18.04.01 90 24.04.01 160 23 (10 MB, Brazilian 19.04.01 50 13 Fiat)



SP



3 (6 autom.)



Argen- 19.04.01 tinean 21.06.01



30 20



SP



14



Brazilian 23.04.01



70



SP



Brazilian 24.04.01 160 25.05.01 30 30 (26 MB, Brazilian 27.04.01 25 4 Chrysler) 15.05.01 60 18.07.01 70 25 (12 MB, Argen- 02.05.01 90 13 GM) tinean 15 Brazilian 07.05.01 30



SP



Marketing PC Technical Regulations Head of Product Mkt & Sales MB PC Supervisor Sales PC Dealer network development Senior Manager Controlling (A class) Senior Manager Procurement PC Manager Strategy, Planning, Controlling General Manager PC Sales Supervisor Sales Statistics General Manager HR Development General Manager Marketing PC President Region Latin America Supervisor Marketing PC Manager Technical legislation and norms Manager Marketing PC



25



Indian



13.04.01



13



SP



SP SP SP



4



Brazilian 07.05.01 130



SP



3



German 08.05.01 140



JdF



4



German 09.05.01



70



JdF



15



Brazilian 10.05.01 15.05.01 Brazilian 15.05.01



60 30 75



SP



23 Brazilian 16.05.01 70 (MB, Ford) 41 Brazilian 21.05.01 105



SP



1 German 11.07.01 80 (11 autom.) 5 Dutch 23.07.01 140 (20 autom.)



SP



13 (4 MB, Brazilian 15.05.01 5 Fiat, 4 GM) 18 (14 Fiat) Brazilian 06.07.01



95



SP



95



SP



26



SP



SP



Brazilian 26.06.01 75 28.06.01 Director Sales 34 (4 Ford, Brazilian 10.07.01 90 3 Chrysler, 20 Fiat, 7 MB) Manager Administration 20 (14 Fiat) Brazilian 12.07.01 315 & Negotiations Analyst Marketing 5 Brazilian 12.07.01 210



Tel. (Betim) SP



2



Brazilian 12.07.01 210



SP



25



Brazilian 26.07.01



SP



Mr. Hidesato Nakamura 70 Fiat Mrs. Ana Lucia Bacellar 70 Fiat Mrs. Elisabete S. Analyst Marketing Gonçalves Ford Motor Company Brasil Ltda. 71 Ford Mr. Carlos Leite Brand Manager LCV (before PC)



22



SP



80



SP SP
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72 Ford



Mr. Antionio Taranto 73 Ford Mr. Ivan Nakano Junior 74 Ford Mr. Pedro S. de Aquino General Motors do Brasil Ltda. 75 GM Mr. Milton Fratta



Manager Dealer Network Development Distribution Network Planning & Procedures Brand Manager Trucks (before PC)



Manager Government Relations 76 GM Mr. Nelson H. Brand Manager SUV Yoshimura and Pick-Ups 77 GM Mr. Luiz Carlos M. Director for Truck Lacreta division and Direct Sales (PC) 78 André Beer Mr. André Beer Ex-Vice-President GM Consult do Brasil, President of (about GM) André Beer Consult PSA Peugeot Citroën do Brasil S.A. 79 Citroen Mr. Carlos Director PR & Press Roberto da Costa 80 Citroen



Mrs. Halatéa Curdov Monoel 80 Citroen Mr. Adriano Bonjorno 81 PSA Mr. Rodrigo Junqueira Renault do Brasil S.A. 82 Renault Mr. Dominique Musset Toyota do Basil Ltda. 83 Toyota Mr. Jorge Mitsuo Higuchi 84 Toyota Mr. Sidney Levy Universities 85 FGV 86 USP



Mr. Prof. José Roberto Ferro Mr. Prof. Mario Sergio Salerno



87 USP



Mr. Prof. Léo Tadeu Robles 88 USP Mr. Prof. Glauco Arbix Volkswagen do Brasil Ltda. 89 VW Mr. Rogério Rezende 90 WS Consult Mr. Dr. Wolfgang (about VW) Sauer 91 VW



Mr. Shih Swee



92 VW



Mr. Uwe Kraus



93 VW



Mr. André L. Criscione Ø-duration of interviews (min.) Number of interviews Number of questionnaires Total interview time (hours)



Market analyst Market analyst Director Corporate Relations Manager MKT (Service, Products, Prices & Sales forecasts)



16



Brazilian 01.08.01



40



SP



1



Brazilian 01.08.01



70



SP



22 (5 Ford) Brazilian 03.08.01



80



SP



36



Brazilian 21.05.01 105



SP



28



Brazilian 19.06.01 285



SP



20



Brazilian 19.06.01 130



SP



43



Brazilian 18.07.01



80



SP



35 (5 Citroen, 21 Ford) 7 (VW, Toyota) 5 (1 Citroen, 4 Honda) 6



Brazilian 20.07.01



60



SP



Brazilian 20.07.01



80



SP



Brazilian 20.07.01



80



SP



Brazilian 24.07.01



85



Tel. (RJ)



3 (11 Renault)



French 11.07.01



50



Tel. (Curitiba)



Manager Legal Issues



11



Brazilian 11.07.01 170



SP



Manager PR & Communication



10



Brazilian 19.07.01



60



SP



Prof. at FGV, President. of Lean Institute Brasil University of SP, Prod. Engineering Dept. of the Politechnic Institute University of São Paulo Institute of Logistics University of São Paulo Institute of Sociology



19



Brazilian 18.06.01 115



SP



16



Brazilian 22.05.01 150



SP



4



Brazilian 20.06.01 140



SP



14



Brazilian 22.06.01 100



SP



Government Relations



10



Brazilian 26.04.01 150



SP



Ex-President VW do Brasil, Ex-President Bosch America Latino Executive Manager Strategic Planning Senior Manager HR Development Manager Global Sourcing – Curitiba



41 (17 VW, German 25.06.01 13 Bosch)



35



25 (12 Ford, Vietnam 03.07.01 100 7 AL, 5 VW) 7 German 03.07.01 170 10



Brazilian 27.07.01 220 114 51 15 96.67



Tel. (SP) SP SP SP
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9.5 World-wide Vehicle Production and Sales Table 9.5-1: World-wide vehicle production (1990-2000)952 mn units USA Japan Germany Brazil China Total Rank USA Japan Germany Brazil China mn units USA Japan Germany Brazil China Total Rank USA Japan Germany Brazil China



952



1990 9,737 13,487 4,977 914 536 48,511 1990 2 1 3 12 13 1996 11,859 10,347 4,843 1,804 1,470 50,114 1996 1 2 3 9 10



1991 8,826 13,245 5,034 960 668 46,940 1991 2 1 3 12 13 1997 12,158 10,975 5,023 2,070 1,580 53,117 1997 1 2 3 8 11



1992 9,726 12,499 5,194 1,074 970 48,247 1992 2 1 3 12 13 1998 12,003 10,050 5,727 1,586 1,628 51,932 1998 1 2 3 11 10



1993 10,876 11,228 4,032 1,391 1,162 47,051 1993 2 1 3 10 12 1999 13,025 9,985 5,688 1,351 1,804 54,669 1999 1 2 3 12 9



Source: ANFAVEA (2000), p. 127; ANFAVEA (2002), p. 135.



1994 1995 12,254 12,065 10,554 10,196 4,356 4,667 1,581 1,629 1,351 1,435 49,530 50,136 1994 1995 1 1 2 2 3 3 9 10 10 11 2000 12,800 10,144 5,527 1,500 2,000 58,296 2000 1 2 3 12 7
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Table 9.5-2: Regional Sales of total PC Prod by global carmaker953 GM Sales share VW Group Sales share Toyota Sales share Ford Sales share PSA Sales share Fiat Sales share Honda Sales share Renault Sales share DaimlerChrysle Sales share Suzuki Sales share Fuji-Subaru Sales share Sum Total sales by region



USA 2,492,255 47.3% 432,095 8.9% 972,715 20.8% 1,527,008 37.8% 0 0.0% 0 0.0% 882,055 38.6% 0 0.0% 802,223 39.3% 20,256 1.7% 115,613 23.1%



Western Europe Germany 1,434,968 421,621 27.2% 8.0% 2,747,989 1,006,771 56.5% 20.7% 568,355 99,509 12.1% 2.1% 1,103,647 238,693 27.3% 5.9% 1,926,955 150,455 77.3% 6.0% 1,333,004 117,553 61.0% 5.4% 179,127 33,536 7.8% 1.5% 1,556,066 200,400 74.0% 9.5% 899,329 479,755 44.0% 23.5% 130,159 23,038 10.9% 1.9% 41,164 9,703 8.2% 1.9%



8,846,966 14,726,819



3,378,343



France 137,408 2.6% 210,945 4.3% 44,741 1.0% 117,178 2.9% 659,070 26.4% 108,757 5.0% 8,716 0.4% 602,415 28.7% 57,862 2.8% 11,355 0.9% 2,312 0.5%



Italy 206,200 3.9% 281,170 5.8% 85,290 1.8% 178,160 4.4% 180,290 7.2% 754,270 34.5% 16,440 0.7% 166,470 7.9% 101,240 5.0% 16,280 1.4% 0 0.0%



Japan 29,941 0.6% 65,453 1.3% 1,606,329 34.3% 7,659 0.2% 11,916 0.5% 6,245 0.3% 701,554 30.7% 2,175 0.1% 59,147 2.9% 424,490 35.5% 221,280 44.2%



Brazil 281,565 5.3% 347,863 7.2% 13,367 0.3% 84,956 2.1% 29,289 1.2% 1,258 0.1% 20,568 0.9% 0 0.0% 20,156 1.0% 0 0.0% 0 0.0%



2,133,884



2,415,600



4,259,793



0



Total prod. by carmak er China 30,543 5,266,263 0.6% 327,699 4,859,478 6.7% 90,028 4,681,435 1.9% 0 4,038,670 0.0% 53,036 2,493,980 2.1% 0 2,185,897 0.0% 32,231 2,286,771 1.4% 0 2,101,855 0.0% 4,628 2,043,376 0.2% 52,755 1,196,770 4.4% 1,470 500,238 0.3% 40,987,856 612,737



9.6 Historic Milestones in Brazil and China Table 9.6-1: Historic milestones in Brazil Year 1919 1925 1950 1956 1956 1958 1960 1964 1964-1985 1965 1971-1974 1973 1973 1973 1975-1979 1976 1978 1979 1979 1988 1990 1990 1992 953



Historical event Ford starts CKD-assembly GM starts CKD-assembly VW starts CKD-assembly of the Fusca Foundation of GEIA under President Kubitschek Foundation of ANFAVEA First nationally-manufactured PC by Vemag (with an LC rate of 50%) Government moves from Rio de Janeiro to Brasilia Total PC production exceeds the 100,000 mark Military regime Foundation of ABRAVE (Brazilian dealers’ association) First National Development Plan Introduction of export programmes (BEFIEX) First oil shock Brazil produces more than 500,000 PCs Second National Development Plan Fiat enters the market Total vehicle production exceeds 1 million mark Second oil shock Lei Ferrari is issued to strengthen the dealers’ rights New constitution Market opening through President Collor Revision of Lei Ferrari First automotive accord



Source: VDA (2001); OICA (2001).
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Appendix Second automotive accord Birth of the popular car segment with significant reduction of IPI tax PC production totals 1.1 mn units Introduction of the Real Plan Third automotive accord and first Mercosul agreements The first of five amendments to the 1988 constitution to promote deregulation Total vehicle production exceeds 2 million mark Asian financial crisis Russian crisis Devaluation of the domestic currency New Mercosul agreements valid 2000-2005



Table 9.6-2: Historic milestones in China Year 1949 1949-1960 1955 1958 1960-1966 1966-1976 1976-1978 1978 1979 1983 1983 1983 1984 1984 1989 1992 1993 1994 1997 1998 1998 2000 2001



Historical event Victory of the Communist forces against the Japanese. Mao Zedong proclaimed the foundation of the People’s Republic of China Political orientation towards Soviet Union First nationally-manufactured vehicle by FAW First nationally-manufactured PCs by FAW and SAIC Political orientation towards Western countries and Japan Cultural revolution (Inward orientation) Moa Zedong’s death and collapse of the post-Mao policies Deng Xiaoping becomes new leader of the CCP. He pursues an open-door policy. Orientation towards Western countries and Japan Law on Equity Joint Venture Law Implementing Regulation for the Law on Equity Joint Ventures Private car ownership is permitted Foundation of Beijing Jeep, the first Sino-foreign automotive JV Announcement of the opening of 14 coastal cities to FDI Foundation of Shanghai Volkswagen In the wake of the Tiananmen Incident, Jiang Zemin replaces Zhao Ziyang as secretary-general of the Communist Party Total PC production exceeds the 100,000 mark and total vehicle production amounts to more than 1 million units Jiang Zemin becomes State President Announcement of a new automotive policy Asia financial crisis Total PC production exceeds the 500,000 mark Beijing tolerates Sino-foreign car JVs to develop sales networks on their own Total vehicle production exceeds 2 million mark China’s entry into the WTO
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9.7 Brazilian Production, Sales, Imports, and Exports



954



29,376 57,152 81,619 90,422 85,379 107,318 79,427 78,997 71,415 95,788 86,227 114,670 109,321 109,174 117,101 151,116 186,374 214,610 217,709 221,320 188,833 192,844 215,948 232,022 195,049 186,715 148,091 185,267 207,567 241,180 236,691 286,345 282,260 251,382 254,916 257,902 291,157 332,616 331,541 345,752 391,845 331,614 247,205 329,519 316,497



Source: ANFAVEA (2002).



509,893 530,593 504,005 660,317 676,748 804,975 702,427 689,608 473,411 386,402 401,320 375,914



29,805 57,244 82,358 90,519 84,665 106,611 79,140 77,478 73,172 93,711 87,701 114,274 107,951 108,680 114,357 144,296 177,536 195,425 197,146 200,928 174,146 174,420 186,192 187,233 133,117 135,065 119,233 144,847 161,111 194,344 169,825 190,972 195,043 179,835 192,881 167,052 227,337 267,730 321,307 325,243 373,731 313,067 245,106 312,707 306,193



30,977 60,926 96,729 131,499 144,797 190,152 173,759 180,905 188,054 221,576 226,912 278,615 349,493 416,704 509,623 601,420 735,228 835,093 858,478 896,135 852,970 972,362 1,014,925 980,261 580,725 691,294 727,732 677,082 763,180 866,728 580,085 747,716 761,625 712,741 790,773 764,016 1,131,165 1,395,403 1,728,380 1,730,788 1,943,458 1,534,952 1,256,953 1,489,481 1,601,312



2,617 8,580 27,087 0



41,145 39,443 64,796 0



115 14,820 19,659 53,266 151,976 300,482 159,575 208,592 244,752 113,263 100,942 118,540



0 5,017 4,032 16,432 36,604 68,566 64,433 94,527 102,332 65,475 73,236 59,774



Total imports (dom. sales)



CV imports (dom. sales)



PC imports (dom. sales)



Total sales (incl. imports)



1,172 3,682 14,371 40,980 60,132 83,541 94,619 103,427 114,882 127,865 139,211 164,341 241,542 308,024 395,266 457,124 557,692 639,668 661,332 695,207 678,824 797,942 828,733 793,028 447,608 556,229 608,499 532,235 602,069 672,384 410,260 556,744 566,582 532,906 597,892 596,964 903,828 1,127,673 1,407,073 1,405,545 1,569,727 1,221,885 1,011,847 1,176,774 1,295,119



CV sales (incl. imports)



30,542 60,983 96,114 133,041 145,584 191,194 174,191 183,707 185,187 224,609 225,487 279,715 353,700 416,089 516,964 622,171 750,376 905,920 930,235 986,611 921,193 1,064,014 1,127,966 1,165,174 780,883 859,304 896,462 864,653 966,708 1,056,332 920,071 1,068,756 1,013,252 914,466 960,219 1,073,861 1,391,435 1,581,389 1,629,008 1,804,328 2,069,703 1,585,630 1,356,714 1,691,240 1,812,119



PC sales with engine size > 1l



PC sales (incl. imports)



1,166 3,831 14,495 42,619 60,205 83,876 94,764 104,710 113,772 128,821 139,260 165,045 244,379 306,915 399,863 471,055 564,002 691,310 712,526 765,291 732,360 871,170 912,018 933,152 585,834 672,589 748,371 679,386 759,141 815,152 683,380 782,411 730,992 663,084 705,303 815,959 1,100,278 1,248,773 1,297,467 1,458,576 1,677,858 1,254,016 1,109,509 1,361,721 1,495,622



Total production



1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



CV production



PC production



Table 9.7-1: Brazilian production, sales, imports, and exports (1957-2001)954



115 19,837 23,691 69,698 188,580 369,048 224,008 303,119 347,084 178,738 174,178 178,314
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214.2% 290.3% 185.2% 46.7% 38.9% 13.3% 9.3% 11.1% 11.3% 8.9% 18.1% 47.0% 27.5% 28.3% 15.6% 22.0% 14.7% 3.4% 5.1% -2.4% 17.5% 3.9% -4.3% -43.6% 24.3% 9.4% -12.5% 13.1% 11.7% -39.0% 35.7% 1.8% -5.9% 12.2% -0.2% 51.4% 24.8% 24.8% -0.1% 11.7% -22.2% -17.2% 16.3% 10.1%



Annual growth of PC exports



228.6% 278.4% 194.0% 41.3% 39.3% 13.0% 10.5% 8.7% 13.2% 8.1% 18.5% 48.1% 25.6% 30.3% 17.8% 19.7% 22.6% 3.1% 7.4% -4.3% 19.0% 4.7% 2.3% -37.2% 14.8% 11.3% -9.2% 11.7% 7.4% -16.2% 14.5% -6.6% -9.3% 6.4% 15.7% 34.8% 13.5% 3.9% 12.4% 15.0% -25.3% -11.5% 22.7% 9.8%



Annual growth of PC imports



99.7% 57.6% 38.4% 9.4% 31.3% -8.9% 5.5% 0.8% 21.3% 0.4% 24.0% 26.5% 17.6% 24.2% 20.4% 20.6% 20.7% 2.7% 6.1% -6.6% 15.5% 6.0% 3.3% -33.0% 10.0% 4.3% -3.5% 11.8% 9.3% -12.9% 16.2% -5.2% -9.7% 5.0% 11.8% 29.6% 13.7% 3.0% 10.8% 14.7% -23.4% -14.4% 24.7% 7.1%



Annual growth of PC sales



Total exports 380 170 0 57 129 210 35 9 25 409 1,652 13,528 24,506 64,678 73,101 80,407 70,026 96,172 105,648 157,085 212,686 173,351 168,674 196,515 207,640 183,279 345,555 320,476 253,720 187,311 193,148 341,900 331,522 377,627 263,044 296,273 416,872 400,244 274,799 371,299 388,394



Annual growth of PC production



52 656 6,611 13,891 47,591 52,629 62,079 56,636 77,388 76,486 115,482 157,228 120,305 132,804 151,962 160,626 138,241 279,530 226,360 164,885 120,377 127,153 243,126 249,607 274,815 189,721 211,565 305,647 291,788 204,024 283,449 318,637



380 170 0 57 129 210 35 9 25 357 996 6,917 10,615 17,087 20,472 18,328 13,390 18,784 29,162 41,603 55,458 53,046 35,870 44,553 47,014 45,038 66,025 94,116 88,835 66,934 65,995 98,774 81,915 102,812 73,323 84,708 111,225 108,456 70,775 87,850 69,757



Annual growth of vehicle production



1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



CV exports



PC exports



(continued)



132.7% 270.9% 285.3% 197.7% 53.1% 130.7% 117.3% 46.3% 89.1% 117.4%



210.1% 342.6% 110.6% 118.0% 91.2% 136.6% 98.8% 151.0% 136.1% 76.5% 110.4% 114.4% 105.7% 86.1% 202.2% 81.0% 72.8% 73.0% 105.6% 191.2% 102.7% 110.1% 69.0% 111.5% 144.5% 95.5% 69.9% 138.9% 112.4%
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1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



3.8% 6.3% 15.1% 32.0% 41.4% 43.9% 54.4% 57.0% 61.4% 57.4% 61.8% 59.0% 69.1% 73.8% 77.3% 75.7% 75.2% 76.3% 76.6% 77.6% 79.5% 81.9% 80.9% 80.1% 75.0% 78.3% 83.5% 78.6% 78.5% 77.2% 74.3% 73.2% 72.1% 72.5% 73.5% 76.0% 79.1% 79.0% 79.6% 80.8% 81.1% 79.1% 81.8% 80.5% 82.5%



3.8% 6.0% 14.9% 31.2% 41.5% 43.9% 54.5% 57.2% 61.1% 57.7% 61.4% 59.0% 69.1% 73.9% 77.6% 76.0% 75.9% 76.6% 77.0% 77.6% 79.6% 82.1% 81.7% 80.9% 77.1% 80.5% 83.6% 78.6% 78.9% 77.6% 70.7% 74.5% 74.4% 74.8% 75.6% 78.1% 79.9% 80.8% 81.4% 81.2% 80.8% 79.6% 80.5% 79.0% 80.9%



100.0% 74.7% 83.0% 76.4% 80.6% 81.4% 71.2% 68.8% 70.5% 63.4% 58.0% 66.5%



0.0% 12.7% 39.7% 48.9% 56.7% 73.6% 72.0% 77.2% 80.9% 80.5% 72.4% 73.5% 73.9% 69.4% 78.7% 77.3% 77.4% 75.4% 80.9% 70.6% 65.0% 64.3% 65.8% 71.1% 75.3% 72.8% 72.1% 71.4% 73.3% 72.9% 74.2% 76.3% 82.0%



0.0% 0.1% 11.7% 8.1% 21.3% 55.3% 158.4% 75.4% 68.2% 83.9% 55.5% 35.6% 37.2%



0.0% 0.2% 1.4% 2.5% 6.9% 7.4% 8.1% 7.7% 8.9% 8.4% 12.4% 26.8% 17.9% 17.7% 22.4% 21.2% 17.0% 40.9% 28.9% 22.6% 18.2% 18.0% 29.8% 22.7% 22.0% 14.6% 14.5% 18.2% 23.3% 18.4% 20.8% 21.3%



0.0% 2.5% 3.3% 5.9% 13.5% 21.4% 11.4% 13.3% 20.0% 11.2% 8.6% 9.2%



Import/ Prod (PC)



Import/Sales (PC)



Export/Product ion (PC)



Import/Export (PC)



Exp PC/ Exp PC&CV



Imp PC/ Imp PC&CV



Sales PC/ Sales PC&CV



PC Prod/ Prod PC&CV



(continued)



0.0% 2.1% 2.4% 4.8% 12.2% 23.2% 10.9% 12.4% 19.5% 10.2% 7.4% 7.9%
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Figure 9.7-1: Production and imports of PCs and CVs (1957-2001)955 1,800,000 1,600,000
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9.8 Production, Sales, Imports and Exports by Brazilian Carmaker (see next page)
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ANFAVEA (2002), pp. 60-83.
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Vemag



Table 9.8-1: Production, sales, im- and exports by Brazilian firm (1957-2001) 956



956



Year Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Mark et share



1957 1,166 1,164 0 0 99.3% 0 8 8 0 0.7%



Source: ANFAVEA (2002).



1958 3,831 3,659 0 0 99.4% 0 23 23 0 0.6% 0 0 0 0 0.0% 0 0



1959 4,297 4,291 0 0 29.9% 528 510 0 0 3.5% 1,217 1,164 0 0 8.1% 8,445 8,406



1960 7,543 6,387 0 0 15.6% 13,615 13,323 0 0 32.5% 3,633 3,444 0 0 8.4% 17,059 17,033



1961 9,337 8,806 0 0 14.6% 13,043 13,263 0 0 22.1% 5,814 6,149 0 0 10.2% 31,025 31,014



1962 14,929 14,902 0 0 17.8% 21,508 21,275 0 0 25.5% 6,904 6,881 0 0 8.2% 39,189 39,152



1963 14,068 13,875 0 0 14.7% 25,880 26,022 0 0 27.5% 9,565 9,483 0 0 10.0% 44,230 44,224



1964 12,704 12,924 0 0 12.5% 26,216 25,548 0 0 24.7% 11,088 10,832 0 0 10.5% 54,040 53,685



1965 15,260 15,190 0 0 13.2% 27,818 28,625 0 0 24.9% 7,136 7,403 0 0 6.4% 61,917 62,210



1966 14,815 14,640 0 0 11.4% 26,858 26,325 0 0 20.6% 5,287 5,170 0 0 4.0% 80,024 80,034



1967 11,393 11,429 0 0 8.2% 17,164 17,490 0 0 12.6% 3,731 3,958 0 0 2.8% 94,830 94,683



1968 0 0 0 0 0.0% 11,470 11,473 0 0 7.0% 8,564 8,110 0 0 4.9% 128,089 128,064



0.0% 0 0



58.5% 8 0



41.6% 355 362



51.6% 532 527



46.9% 968 962



46.7% 763 752



51.9% 501 238



54.2% 1,253 1,114



62.6% 1,328 1,365



68.0% 2,066 2,022



77.9% 3,850 3,753



0.0%



0.0%



0.9%



0.9%



1.2%



0.8%



0.2%



1.0%



1.1% 0 0



1.5% 9,237 8,773



2.3% 11,806 11,682



0.0%



6.3%



7.1% 0 0 0 0 0.0%



1969



1970



5,086 4,974 0 0 2.1% 5,343 5,804 0 0 2.4% 149,927 148,134 0 0



1,973 2,204 0 0 0.7% 0 0 0 0 0.0% 202,806 204,451 0 13 0.0% 66.4% 46,466 46,248 0 8 0.0% 15.0% 43,920 43,691 0 1 0.0% 14.2% 10,337 9,999 0 15 3.2%



61.3% 30,209 29,744 0 3 0.0% 12.3% 49,621 48,808 0 0 20.2% 3,366 3,281 0 0 1.4%



1971



1972



1,150 1,254 0 0 0.3%



0 45 0 0 0.0%



266,965 262,496 0 552 0.2% 66.4% 57,774 57,146 0 88 0.2% 14.5% 57,482 58,183 0 8 0.0% 14.7% 15,368 15,169 0 6 3.8%



307,915 295,786 0 6,388 2.1% 64.7% 70,872 68,755 0 85 0.1% 15.0% 75,685 75,604 0 3 0.0% 16.5% 15,593 15,883 0 76 3.5%
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(continued) Year Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share



1973 333,751 328,161



1974 406,611 355,514



1975 443,185 391,215



1976 463,356 402,258



1977 429,048 379,363



1978 467,040 407,374



1979 475,366 423,997



1980 467,974 385,775



1981 254,003 205,290



1982 270,167 249,728



1983 310,778 253,226



1984 266,066 221,762



1985 307,457 235,834



1986 333,359 278,584



1987 270,153 144,414



1988 313,958 218,903



0 13,656 4.1% 58.8% 93,850 95,746



0 47,028 11.6% 55.6% 133,268 131,996



0 51,523 11.6% 59.2% 134,057 132,922



0 59,853 12.9% 57.9% 143,461 141,175



0 51,444 12.0% 55.9% 118,547 115,714



0 59,170 12.7% 51.1% 163,739 154,332



0 48,506 10.2% 51.2% 168,217 154,513



0 57,137 12.2% 48.6% 186,977 170,404



0 65,013 25.6% 45.9% 126,543 107,463



0 23,607 8.7% 44.9% 159,548 149,548



0 56,642 18.2% 41.6% 187,267 170,112



0 46,172 17.4% 41.7% 171,339 146,025



0 68,922 22.4% 39.2% 190,767 163,824



0 53,246 16.0% 41.4% 211,969 174,696



0 130,947 48.5% 35.2% 153,770 118,078



0 96,058 30.6% 39.3% 192,854 161,124



171 0.2% 17.2% 102,036 99,226



377 0.3% 20.6% 119,685 122,195



872 0.7% 20.1% 115,509 116,552



2,041 1.4% 20.3% 126,040 124,394



3,583 3.0% 17.0% 96,491 97,764



9,976 6.1% 19.3% 124,656 125,001



13,823 8.2% 18.6% 132,053 131,099



16,419 8.8% 21.5% 123,380 120,563



19,343 15.3% 24.0% 99,372 85,926



9,913 6.2% 26.9% 111,977 97,753



14,406 7.7% 28.0% 134,795 120,604



26,561 15.5% 27.4% 141,902 109,004



28,540 15.0% 27.2% 146,425 124,031



35,313 16.7% 26.0% 138,773 131,864



37,132 24.1% 28.8% 89,672 84,909



31,298 16.2% 28.9% 124,683 113,695



0 4 0.0% 17.8% 33,597 33,790 0 21 6.1%



0 7 0.0% 19.1% 27,007 25,393 0 160 4.0%



0 80 0.1% 17.6% 13,529 14,458 0 101 2.2% 0 0



0 22 0.0% 17.9% 17,380 17,642 0 34 2.5% 8,350 3,067



0 10 0.0% 14.4% 15,099 14,931 0 15 2.2% 65,052 63,468



0 24 0.0% 15.7% 13,783 14,006 0 50 1.8% 95,695 91,689



0 443 0.3% 15.8% 12,798 12,336 0 229 1.5% 120,004 103,321



0 2,896 2.3% 15.2% 6,912 6,294 0 578 0.8% 145,199 107,484



0 12,702 12.8% 19.2% 0 1,274 0 0 0.3% 103,672 47,004



0 14,772 13.2% 17.6% 0 191 0 0 0.0% 130,238 58,447



0 13,937 10.3% 19.8% 0 72 0 0 0.0% 115,185 64,153



0 32,406 22.8% 20.5% 0 125 0 0 0.0% 99,843 55,080



0 23,873 16.3% 20.6% 0 0 0 0 0.0% 114,370 78,263



0 6,574 4.7% 19.6%



0 3,931 4.4% 20.7%



0 11,068 8.9% 20.4%



130,811 87,002



169,760 62,842



150,844 62,968



0 0 0.0% 0.0%



0 0 0.0% 0.4%



0 1,346 2.1% 9.3%



0 7,071 7.4% 11.5%



0 13,375 11.1% 12.5%



0 38,256 26.3% 13.6%



0 59,382 57.3% 10.5%



0 71,928 55.2% 10.5%



0 47,810 41.5% 10.5%



0 46,811 46.9% 10.3%



0 39,284 34.3% 13.0%



0 43,105 33.0% 12.9%



0 107,520 63.3% 15.3%



0 87,936 58.3% 11.3%
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(continued) Year Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Dom. Sales (Pop) Share of pop. Cars Imports Exports Ratio Ex/Prod Mark et share



1989 268,940 212,362



1990 234,978 212,844



1991 240,680 219,218



1992 288,784 232,434



0 57,049 21.2% 37.5% 191,103 173,393



0 20,122 8.6% 39.9% 164,198 140,170



0 22,812 9.5% 36.7% 162,012 143,575



3,784 60,002 20.8% 38.9% 173,333 148,293



17,850 9.3% 30.6% 120,277 112,717



0 18,535 11.3% 26.3% 99,055 88,669



79 21,376 13.2% 24.0% 107,529 91,936



41 27,989 16.1% 24.8% 107,556 74,350



0 7,144 5.9% 19.9%



0 10,351 10.4% 16.6%



3,005 17,150 15.9% 15.4%



4,256 39,061 36.3% 12.5%



149,669 67,102



162,577 89,011



192,140 129,183



244,652 133,414



0 82,842 55.4% 11.8%



8 71,369 43.9% 16.7%



865 65,815 34.3% 21.6%



4,766 116,074 47.4% 22.3%



1993 379,920 325,629 83,000 25.5% 10,252 64,879 17.1% 36.0% 236,900 217,867 30,240 13.9% 152 19,040 8.0% 24.1% 145,585 116,313 9,049 7.8% 302 29,744 20.4% 12.9%



1994 415,859 367,321 144,879 39.4% 18,812 69,230 16.6% 32.6% 250,680 234,118 54,148 23.1% 474 16,696 6.7% 20.8% 155,386 119,133 45,132 37.9% 1,054 37,716 24.3% 10.6%



337,445 220,255 119,675 54.3% 19,239 135,944 40.3% 24.4%



426,848 356,150 203,708 57.2% 80,685 151,173 35.4% 31.6%



1995 492,645 490,766 174,556 35.6% 63,984 65,288 13.3% 34.9% 290,332 296,460 118,817 40.1% 31,256 24,980 8.6% 21.1% 117,977 153,217 69,722 45.5% 39,021 3,729 3.2% 10.9% 0 0 0 0 0.0% 396,517 390,311 232,750 59.6% 89,870 95,724 24.1% 27.7%



1996 524,516 501,619 196,876 39.2% 56,562 78,783 15.0% 35.7% 356,711 308,710 144,549 46.8% 70 47,997 13.5% 22.0% 99,574 135,545 40,498 29.9% 50,545 14,215 14.3% 9.6% 0 1,495 1,495 0 0.1% 477,775 416,108 298,101 71.6% 8,833 70,570 14.8% 29.6%



1997 552,575 496,907 256,710 51.7% 66,030 118,211 21.4% 31.7% 404,842 331,432 163,951 49.5% 2 70,819 17.5% 21.1% 168,553 218,717 127,154 58.1% 75,280 25,012 14.8% 13.9% 0 6,455 6,455 0 0.4% 551,051 472,004 324,058 68.7% 17,514 91,605 16.6% 30.1%



1998 406,858 362,437 226,473 62.5% 70,677 116,913 28.7% 29.7% 336,688 284,195 148,137 52.1% 17,535 71,911 21.4% 23.3% 131,837 144,815 99,511 68.7% 43,456 27,641 21.0% 11.9% 0 5,075 5,075 0 0.4% 360,937 343,546 228,806 66.6% 53,563 75,123 20.8% 28.1%



1999 334,373 318,633 203,486 63.9% 30,840 45,958 13.7% 31.5% 286,242 239,180 124,722 52.1% 13,490 60,640 21.2% 23.6% 78,315 78,749 58,057 73.7% 18,667 19,187 24.5% 7.8% 0 1,241 1,241 0 0.1% 345,575 278,826 217,171 77.9% 6,173 71,313 20.6% 27.6%



2000 440,989 347,863 240,693 69.2% 12,518 105,372 23.9% 29.6% 366,560 281,565 175,029 62.2% 10,305 93,779 25.6% 23.9% 80,964 84,956 64,589 76.0% 18,806 15,294 18.9% 7.2% 0 1,258 1,258 0 0.1% 362,419 322,773 253,777 78.6% 6,749 47,300 13.1% 27.4%



2001 466,462 369,716



13,626 113,200 24.3% 28.5% 437,467 304,471



6,475 140,102 32.0% 23.5% 77,375 81,686



23,934 20,252 26.2% 6.3% 0



384,678 373,691



26,336 36,701 9.5% 28.9%
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Renault



Honda



Toyota



PSA



Peugeot



Citroen



MB



(continued) Year Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Mark et share Production Dom. Sales Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Ratio Ex/Prod Mark et share Production Dom. Sales Imports Exports Ratio Ex/Prod Mark et share



1989



1990 0 0 0 0



1991



1992



0 107 107 0 0.0% 0 0 0 0



0 330 330 0 0.1% 0 58 58 0 0.0% 0 0 0 0



0 0 0 0



0 58 58 0 0.0% 0 0 0 0



0 0 0 0



0 251 251 0 0.0% 0 276 276 0 0.0% 0 56 56 0 0.0% 0 332 332 0 0.1% 0 315 315 0 0.0% 0.1% 0 741 741 0 0.0% 0.1% 0 0 0 0 0.0% 0.0%



1993 0 865 865 0 0.1% 0 1,093 1,093 0 0.1% 0 599 599 0 0.1% 0 1,692 1,692 0 0.2% 0 2,225 2,225 0 0.0% 0.2% 0 4,157 4,157 0 0.0% 0.5% 0 1,559 1,559 0 0.0% 0.2%



1994 0 1,365 1,365 0 0.1% 0 2,485 2,485 0 0.2% 0 5,300 5,300 0 0.5% 0 7,785 7,785 0 0.7% 0 2,573 2,573 0 0.0% 0.2% 0 6,822 6,822 0 0.0% 0.6% 0 7,740 7,740 0 0.0% 0.7%



1995 0 2,001 2,001 0 0.1% 0 5,844 5,844 0 0.4% 0 8,915 8,915 0 0.6% 0 14,759 14,759 0 1.0% 0 5,078 5,078 0 0.0% 0.4% 0 4,851 4,851 0 0.0% 0.3% 0 10,541 10,541 0 0.0% 0.7%



1996 0 3,026 3,026 0 0.2% 0 2,542 2,542 0 0.2% 0 5,955 5,955 0 0.4% 0 8,497 8,497 0 0.6% 0 1,902 1,902 0 0.0% 0.1% 0 2,076 2,076 0 0.0% 0.1% 0 8,789 8,789 0 0.0% 0.6%



1997 0 3,200 3,200 0 0.2% 0 2,261 2,261 0 0.1% 0 4,810 4,810 0 0.3% 0 7,071 7,071 0 0.5% 0 3,628 3,628 0 0.0% 0.2% 837 2,920 2,048 0 0.0% 0.2% 0 8,541 8,541 0 0.0% 0.5%



1998 0 2,984 2,984 0 0.2% 0 5,533 5,533 0 0.5% 0 10,201 10,201 0 0.8% 0 15,734 15,734 0 1.3% 1,921 3,733 2,015 0 0.0% 0.3% 15,775 16,423 848 200 1.3% 1.3% 0 15,742 15,742 0 0.0% 1.3%



1999 14,307 11,073 1,242 3,521 1.1% 0 7,204 7,204 0 0.7% 0 14,440 14,440 0 1.4% 0 21,644 21,644 0 2.1% 7,931 7,667 292 0 0.0% 0.8% 17,957 17,503 401 856 4.8% 1.7% 24,809 30,026 11,968 1,903 7.7% 3.0%



2000 15,682 13,407 1,401 3,622 1.1% 0 9,079 9,079 0 0.8% 0 20,211 20,211 0 1.7% 0 29,289 29,289 0 2.5% 16,456 13,367 194 2,819 17.1% 1.1% 20,568 19,910 225 804 3.9% 1.7% 58,083 54,142 11,953 14,459 24.9% 4.6%



2001 9,041 10,869 2,208 852 0.8%



14,422 46,560 31,789 0 3.6% 13,011 12,217 125 1,429 11.0% 0.9% 22,058 21,671 272 594 2.7% 1.7% 71,108 68,068 7,605 5,507 7.7% 5.3%
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9.9 Chinese Production, Sales, Imports, and Exports



957



11 133 366



196 661



1,819



5,418 3,428 4,030 6,046 6,010 5,027 12,297 20,865 36,798 28,820 42,409 81,055 162,725 229,697 250,333 320,578 381,510 481,690 507,103 565,366 604,677 702,104



40,607 74,442 58,600 60,700 120,600 160,100 225,032 244,772 321,115 377,204 474,203 507,962 570,410 612,737 717,190



94,763 174,609 275,741 447,368 429,193 448,048 441,061 509,548 535,343 597,561 646,373



n/a n/a n/a n/a n/a 422,700 552,000 916,100 1,048,000 1,084,601 1,102,497 1,061,355 1,093,271 1,096,518 1,262,060 1,475,889 1,641,352



454,067 596,445 1,010,546 1,137,382 1,179,183 1,120,603 1,073,361 1,106,965 1,109,353 1,270,101 1,484,956



Total sales*



CV sales + CV imports**



CV sales (excl. imports)



PC sales + PC imports**



216,870 172,217 192,274 233,840 310,357 438,350 360,456 451,673 610,153 558,116 466,833 627,765 898,996 1,067,081 1,103,035 1,114,194 1,074,670 1,076,287 1,120,726 1,264,957 1,464,392 1,629,581



19,601 22,576 3,589 9,740 20,579 28,062 40,542 55,861 20,381 25,000 53,100 87,166 111,022 108,227 116,192 104,771 139,800 135,000 125,400 149,062 185,700 222,288 175,645 196,304 239,886 316,367 443,377 372,753 472,538 646,951 586,936 509,242 708,820 1,061,721 1,296,778 1,353,368 1,434,772 1,456,180 1,557,977 1,627,829 1,830,323 2,069,069 2,331,685



98



PC sales*



Total production



1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



CV production



PC production



Table 9.9-1: Chinese production, sales, imports, and exports (1955-2001)957



483,400 672,600 1,076,200 1,273,032 1,329,373 1,423,612 1,438,559 1,567,474 1,604,480 1,832,470 2,088,626 2,358,542



EIU-MBI (1Q1994), p. 58; EIU-MBAP (4Q1998), p. 55; EIU-MBI (2Q2000), pp. 250-253; CBU (1998), p. 138; CBU (2000), p. 159; Harwit (1995), p.18; Yang (1995), p. 144; Euromonitor (1999), p. 586; Auto in China (www.cacauto.com/databank/ download from Nov 2, 2001); Asian Automotive Business Review (10/2000), p. 15; VDA.
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1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



1,401 49



2,632 876 0 0



0



52 667 19,570 2,000 3,000 5,086 21,651 105,775 48,275 30,536 57,433 44,984 34,063 54,009 115,641 222,336 184,421 126,933 63,857 35,345 27,381 27,151 33,636



31,513 38,000 12,000 20,070 67,092 248,217 101,777 36,646 41,800 40,560 31,367 44,445 94,446 89,382 94,582 18,106 12,006 13,694 12,835 8,041 9,067



51,083 40,000 15,000 25,156 88,743 353,992 150,052 67,182 99,233 85,544 65,430 98,454 210,087 311,718 279,003 145,039 75,863 49,039 40,216 35,192 42,703



10 0 50 137 3,142 2,400 1,400 181 775 1,431 2,546 6,875 1,889 3,210 2,149 2,611 1,592 1,342 5,248



0 0 0 0 0 3,838 3,715 6,410 7,921 9,271 12,094 13,032 12,218 9,557 6,383 17,189



4,613 5,146 8,956 14,796 11,160 15,304 15,181 14,829 11,149 7,725 22,437



15.2% -84.1% 171.4% 111.3% 36.4% 44.5% 37.8% -63.5% 22.7% 112.4% 64.2% 27.4% -2.5% 7.4% -9.8% 33.4% -3.4% -7.1% 18.9% 24.6% 19.7% -21.0% 11.8% 22.2% 31.9% 40.1% -15.9% 26.8% 36.9% -9.3% -13.2% 39.2% 49.8% 22.1% 4.4% 6.0% 1.5% 7.0% 4.5% 12.4% 13.0% 12.7%



-36.7% 17.6% 50.0% -0.6% -16.4% 144.6% 69.7% 76.4% -21.7% 47.2% 91.1% 100.8% 41.2% 9.0% 28.1% 19.0% 26.3% 5.3% 11.5% 7.0% 16.1%



Annual growth of PC sales*



Annual growth of PC production



Annual growth of vehicle production



Total exports



CV exports



PC exports



Total imports



CV imports



PC imports



(continued)



3.6% 98.7% 32.8% 40.6% 8.8% 31.2% 17.5% 25.7% 7.1% 12.3% 7.4% 17.0%
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1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



*) **)



Import/Sales (PC)



Import/ Prod (PC)



Exp PC/ Exp PC&CV



PC Export/ PC Prod



Imp PC/ Imp PC&CV



Sales PC/ Sales PC&CV



PC Prod/ Prod PC&CV



Annual growth of PC imports



Annual growth of PC sales + PC imports



(continued)



1429.6%



1978.9% 239.3%



84.3% 57.9% 62.2% -4.1% 4.4% -1.6% 15.5% 5.1% 11.6% 8.2%



-24.3% 58.6% 114.1% 92.3% -17.1% -31.2% -49.7% -44.6% -22.5% -0.8% 23.9%



2.4% 2.0% 2.1% 2.5% 1.9% 1.1% 3.3% 4.4% 5.7% 4.9% 8.3% 11.4% 15.3% 17.7% 18.5% 22.3% 26.2% 30.9% 31.2% 30.9% 29.2% 30.1%



361.2%



12.6% 17.9% 14.9% 17.7% 18.4% 22.6% 26.2% 30.3% 31.7% 31.1% 29.3%



57.9% 52.6% 52.1% 54.9% 55.0% 71.3% 66.1% 87.5% 84.2% 72.1% 68.1% 77.2% 78.8%



0.3% 0.2% 0.9%



14.3% 17.4% 23.4%



156.1% 156.1% 80.3% 66.6% 71.1% 96.8% 73.7% 39.6% 16.7% 7.3% 5.4% 4.8% 5.6%



76.8% 56.1% 44.8% 72.2% 98.8% 75.3% 39.5% 16.9% 7.5% 5.4% 4.8% 5.5%



Including domestic sales of imported PCs until 1992. Real domestic vehicle sales were slightly lower than the sum of vehicle sales and imports.
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Figure 9.9-1: Production and imports of PCs and CVs in China (1980-2001)958 1,800,000 1,600,000



PC production CV production



1,400,000



PC imports 1,200,000



CV imports
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Source: see Table 9.9-1.
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9.10 Production, Sales, Imports and Exports by Chinese Carmaker Table 9.10-1: Production, sales, im- and exports by Chinese firm (1985-2001)959 Beijing Jeep



Shanghai VW



GZP



TJ Daihatsu



FAW Group



Changan Suzuki



Year Prod BJC Mark et share Prod SVW Mark et share Prod GZ-Peugeot Mark et share Prod TJ-Daihatsu Mark et share Prod FAW Audi Mark et share Prod Ch.-Suzuki Mark et share



Year Prod BJC Mark et share Prod Shanghai VW SVW Mark et share Prod GZP GZ-Peugeot Mark et share Prod TJ Daihatsu TJ-Daihatsu Mark et share Prod FAW Group FAW Audi Mark et share Prod Dongfeng Cit. DF-Citroen Mark et share Prod FAW VW FAW-VW Mark et share Changan Suzuki Prod Ch.-Suzuki Mark et share Guizhou Subaru Prod GZ-Subaru Mark et share



Beijing Jeep



959



1985 300 300 0.3% 1,733 1,691 1.9%



1986 1,500 1,500 3.1% 8,031 8,374 17.5% 169 169 0.4%



1992 5,000 6,000 3.7% 66,000 65,944 41.2% 15,410 15,700 9.8% 30,150 30,200 18.9% 15,127 14,600 9.1% 6,000 6,000 3.7% 8,062 8,000 5.0% 801 800 0.5%



1987 3,500 3,500 8.6% 10,470 10,538 26.0% 2,715 2,715 6.7% 100 100 0.2%



1993 8,000 10,000 4.4% 100,001 80,000 35.6% 16,763 16,400 7.3% 47,850 47,811 21.2% 17,769 18,300 8.1% 5,062 5,000 2.2% 12,117 12,603 5.6% 15,000 15,000 6.7% 230 230 0.1%



1988 5,000 5,000 6.7% 15,549 15,539 20.9% 5,354 5,354 7.2% 2,873 2,873 3.9%



1994 13,900 13,986 5.7% 115,326 105,300 43.0% 5,205 4,805 2.0% 58,500 54,800 22.4% 20,303 19,800 8.1% 8,010 8,243 3.4% 10,079 8,800 3.6% 17,175 17,200 7.0% 570 461 0.2%



1989 6,600 6,600 11.3% 15,700 15,581 26.6% 4,700 4,700 8.0% 1,275 1,275 2.2%



1995 25,127 25,921 8.1% 160,070 159,765 49.8% 6,200 6,608 2.1% 65,000 65,238 20.3% 19,655 19,395 6.0% 3,797 3,965 1.2% 20,001 19,915 6.2% 7,725 6,859 2.1% 7,105 8,622 2.7%



1990 6,800 5,000 8.2% 18,537 18,523 30.5% 6,000 6,000 9.9% 6,000 6,000 9.9% 5,000 5,000 8.2%



1991 11,000 7,000 5.8% 33,900 33,851 28.1% 14,000 13,900 11.5% 11,261 7,000 5.8% 7,000 7,000 5.8% 1,000 1,000 0.8%



1996 26,051 25,729 6.8% 200,130 200,031 53.0% 2,724 2,724 0.7% 88,068 86,800 23.0% 17,988 17,514 4.6% 9,288 7,198 1.9% 26,864 26,390 7.0% 4,846 5,661 1.5% 1,568 1,288 0.3%



Harwit (1995), p. 158; EIU-MBI (2Q1994), p. 220; EIU-MBI (2Q1996), p. 75-76; EIU-MBI (3Q1996), p. 203; EIU-MBAP (4Q1997), p. 39; EIU-MBI (2Q1998), p. 201; EIU-MBAP (4Q1998), p. 50; EIUMBAP (2Q1999), p. 166; EIU-MBI (2Q2000), p. 251; EIU-WCF & Maxton (1999), pp. 156-157; www.chinacars.com/csvw/encsvw/company/annals/annals.htm; Asiapulse (www.skali.com, downloaded April 3, 2000); Auto in China (www.cacauto.com/databank/, downloaded Nov 2, 2001).
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(continued) Year Prod BJC Mark et share Prod Shanghai VW SVW Mark et share Prod GZP GZ-Peugeot Mark et share Prod TJ Daihatsu TJ-Daihatsu Mark et share Prod FAW Group FAW Audi Mark et share Prod Dongfeng Cit. DF-Citroen Mark et share Prod FAW VW FAW-VW Mark et share Changan Suzuki Prod Ch.-Suzuki Mark et share Guizhou Subaru Prod GZ-Subaru Mark et share Prod Shanghai GM SGM Mark et share Prod GZH GZ-Honda Mark et share



Beijing Jeep



1997 19,377 19,390 4.1% 230,443 230,186 48.5% 1,557 1,699 0.4% 95,155 96,672 20.4% 21,824 19,808 4.2% 30,035 28,028 5.9% 46,405 44,487 9.4% 28,861 27,759 5.9% 1,335 1,010 0.2%



1998 8,344 8,344 1.6% 235,000 235,000 46.3% 2,246 2,246 0.4% 100,021 100,021 19.7% 14,951 14,951 2.9% 36,240 36,240 7.1% 66,100 66,100 13.0% 35,555 35,555 7.0% 1,065 1,064 0.2%



1999 9,294 9,139 1.6% 230,945 230,836 40.5% 0 0 0.0% 101,830 105,653 18.5% 15,731 16,352 2.9% 40,200 43,850 7.7% 81,464 83,279 14.6% 44,583 43,735 7.7% 1,530 1,707 0.3% 23,290 19,826 3.5% 10,008 10,003 1.8%



2000 4,867 4,628 0.8% 221,524 222,432 36.3% 0 0 0.0% 81,951 90,028 14.7% 15,365 15,345 2.5% 53,900 52,036 8.5% 110,005 105,267 17.2% 53,958 52,755 8.6% 855 1,470 0.2% 30,024 30,543 5.0% 32,228 32,231 5.3%



2001 4,653 4,780 0.7% 230,278 228,720 31.9% 0 0 0.0% 41,703 62,669 8.7% 21,645 21,169 3.0% 50,482 52,878 7.4% 132,642 124,343 17.3% 50,573 51,476 7.2% 1,253 1,781 0.2% 58,548 58,380 8.1% 51,146 51,058 7.1%
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9.11 Automotive Exports from China in 2002 Table 9.11-1: Chinese automotive exports by country in 2000960 From China to … Bengal Korea Iraq Japan USA Burma Sudan Hong Kong Indonesia Vietnam UK Germany France Others Total



Exports (units) 3,835 2,701 2,293 1,894 1,676 1,570 1,540 1,366 630 279 244 9 0 1,072 19,109



Share of total 20.1% 14.1% 12.0% 9.9% 8.8% 8.2% 8.1% 7.1% 3.3% 1.5% 1.3% 0.0% 0.0% 5.6% 100.0%



From China to … USA Vietnam Japan Indonesia France Hong Kong Germany Iraq UK Korea Sudan Bengal Burma Others



Exports (USD mn) 561.681 428.474 246.136 225.116 122.446 83.886 68.931 46.745 29.110 27.908 19.009 11.417 11.408 416.969 2,299.236



Share of total 24.4% 18.6% 10.7% 9.8% 5.3% 3.6% 3.0% 2.0% 1.3% 1.2% 0.8% 0.5% 0.5% 18.1% 100.0%



9.12 Product History in Brazil and China Table 9.12-1: Product history of Brazilian models961 Carmaker/ Model VW Fusca (Sedan 1200,1300,1500,1600) Karmann Ghia Sedan 1600/ 1600 4P Variant/ Variant II TL 1600 SP1/ SP2 Brasilia Passat 2P/ 4P Gol Voyage Parati Santana Quantum Apollo Fusca (pop) Gol (pop) Logus Pointer 960 961



Vehicle category



Local production Intro Exit



Subcompact



1959



1986



Coupé Compact SW Compact Coupé Compact Intermediate Subcompact Compact SW Intermediate SW Compact Subcompact Subcompact Compact Compact



1963 1968 1969 1970 1972 1973 1974 1980 1982 1982 1984 1985 1990 1993 1993 1993 1993



1975 1971 1982 1975 1976 1982 1988



Source: Auto in China (www.cacauto.com/databank/). Source: Latini (1984), pp. 98-101, ANFAVEA.



1991



Imports Intro



Importing country



Exit



1995



Germany



1995 1992 1992



1998 1996



Germany Argentina Argentina



1996



1999



Argentina



1995



1997



Argentina



1992 1996 1996 1996



318 Golf Compact Seat Ibiza Subcompact Seat Cordoba Compact Polo Subcompact Audi A3 Compact Willys-Overland do Brasil Dauphine Subcompact Aero-Willys Intermediate Gordini Subcompact Interlagos Coupé Renault Subcompact Itamaraty Intermediate Teimoso n/a Ford Galaxie Luxury Corcel Compact LT Landau Luxury Aero Willys (FordLuxury Willys) Gordini (Renault/ FordCompact Willys) Itamaraty (Ford-Willys) Luxury Maverick Intermediate Corcel II Compact Del Rey Intermediate Escort Compact Verona Compact Versailles Luxury Royale luxury SW Escort Hobby (pop) Compact Taurus Luxury Mondeo Luxury Fiesta Compact Ka Subcompact Focus Intermediate GM Veraneiro SUV Opala Intermediate Chevette Compact Comodoro Intermediate Diplomata Luxury Caravan SW Marajo SW Monza Intermediate Kadett Compact Ipanema SW Bonanza SUV Omega Luxury Vectra Intermediate Suprema SUV Calibra Intermediate Chevette Junior (pop) Compact Corsa Subcompact Astra Compact



Appendix 1999



1994 1995 1995 1997



1999



Mex, Ger Spain Spain/ Arg Argentina



1968



1972



USA



1991 1995



1997



Argentina Argentina



1999 1959 1960 1962 1962 1963 1965 1965



1965 1968 1968 1966 1965 1968 1967



1967 1968 1973 1969



1979 1977 1983 1971



1969



1969



1969 1973 1977 1981 1983 1989 1991 1992 1993



1972 1979 1984 1991 1996 1995 1996 1996 1996



1994 1995 1995



1996 1997



1959 1968 1973 1974 1979 1974 1984 1982 1989 1989 1989 1992 1993 1993 1993 1994 1997



1994 1992 1993 1992 1992 1992 1990 1996 1999 1999 1994 1998



1998



USA Belgium



1996



2000



Argentina



1998



Australia



1996 1993



1996



Belgium



1998 1995



1996



Argentina n/a



1993



Appendix Tigra Celta Zafira Chrysler Dodge Dart Dodge Charger Dodge 1800 Polara Le Baron Magnum Fiat Alfa Romeo 147 Panorama Oggi Uno Premio Elba Uno Mille (pop) Tempra Tipo Coupe Palio, Palio Weekend Siena Marea, Marea Weekend Brava Renault R21 Nevada Laguna/ Laguna Nevada R19 Twingo Clio Megane Scenic Kangoo PSA Citroen XM Citroen BX Citroen AX Citroen ZX Citroen Xantia Citroen Evasion Citroen Berlingo Citroen Xsara Peugeot 106 Peugeot 205/ 206 Peugeot 405/ 406 Peugeot 505 Peugeot 605/ 607 Peugeot 306



319 Coupé Subcompact Intermediate/ monovolume



1998 2000 2000



Luxury Luxury Compact Compact Luxury Luxury



1969 1970 1973 1975 1978 1978



1980 1980 1974 1976 1980 1980



Luxury Subcompact SW Subcompact Subcompact Compact SW Subcompact Intermediate Compact Coupé Subcomp./SW Compact Intermed./SW Compact



1978 1976 1980 1983 1984 1985 1986 1990 1992 1996



1994 1987 1986 1985



1999



1990



Spain



Italy



1991 1994



1993 1994



Italy



1997 1994 1993 1995 1998 1997 1998



1999 1997 1996 1997 1999



Argentina Italy Italy Italy Argentina Argentina Italy



Intermediate Compact Intermediate



1993 1993 1994



1996 1994



Intermediate Subcompact Subcompact Intermediate intermediate/ monovolume Subcompact



1995 1996 1997 1997



Fra/ Arg France Argentina Argentina



2000



Argentina



Compact Compact Compact Subcompact Compact SW Monovolume Compact Subcompact Subcompact Intermediate Intermediate Intermediate Compact



1996 1997 1998 1998



1999



1993 1996 1998 1997



1999



Argentina France France



1999



2001 2001



1991 1992 1993 1993 1994 1995 1998 1998 1992 1992 1992 1992 1992 1994



1993 1996 1998



1993



France France France Fra/ Uru France France France Fra/ Uru France Fra/ Uru/ Arg Arg/ Fra Argentina France Uru/ Arg/ Fra



320 Peugeot 806 Honda Accord Civic Legend Prelude Odyssey Toyota Corolla Camry Previa Paseo Corona Lexus MB Class C, CL, E, S, SL Class A



Appendix Luxury



1994



Intermediate Compact Luxury Coupé Luxury Compact Intermediate SUV Compact Intermediate Luxury Luxury Intermediate



1997



1998



1992 1992 1992 1992 1996 1992 1992 1993 1993 1996 1996



France



1998 1998 1996 1998 1998 1995 1995



1990



USA USA/ Jap Japan Japan Japan Japan Japan Japan Japan UK Japan Germany



1999



Table 9.12-2: Product history of Chinese models962 Carmaker/ Model BJC Cherokee BJ 212/BJ 2020 BJ2 Cherokee XJ/BJ 2021 New Cherokee WJ Guangzhou Peugeot Peugeot 505GL/SX Peugeot 505SW8 SVW Santana (B2) Santana 2000 (B2) Passat (B5) Chery Polo (PQ24) Tianjin Daihatsu Charade (2-box) Charade (3-box) Platz/Vitz (NBC1/2) Corolla (NBC5) FAW Group Red Flag (Hongqi) FAW-VW Jetta/New Jetta Audi 100/200 (C3) Audi A6 (C5) Bora Dongfeng Citroen Volcane (ZX) Fukang (ZX) 2-box Fukang (ZX) 3-box 962



Vehicle Category



Introduction



Cancellation



Jeep Jeep SUV SUV



1984 2001 1985 2001



2001



Intermediate SW



1990 1988



1998 1998



Intermediate Intermediate Intermediate Subcompact Subcompact



1985 1996 2000 2001 2002



2001



Subcompact Subcompact Subcompact Compact



1987 1997 2001 2002



2001 2001



Luxury



1988



Compact Intermediate Luxury Compact



1993 1992 1999 2001



2002



Subcompact Subcompact Subcompact



1991 1996 1998



1996



Source: EIU, Asian Automotive Business Review, DRI.
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Picasso Berlingo Changan Suzuki Alto (2-box) Alto (3-box) Gazelle Guizhou Yunque Skylark/Rex Shanghai GM Buick Regal/Century Buick GL8 Sail (Corsa) Guangzhou Honda Accord Civic



Subcompact Compact



2001 2003



Subcompact Subcompact Compact



1992 1998 2001



Subcompact



1992



Luxury Luxury Subcompact



1999 1999 2001



Intermediate Compact



1999 2003



9.13 Import Tariffs in Brazil and China Table 9.13-1: Import tariffs on cars and parts in Brazil (1989-2001)963 Year



1989 1990 02/1991 01/1992 10/1992 06/1993 09/1994 02/1995 04/1995 1996 1997 1998 1999 2000 2001



963



Car import tariff 105% 85% 60% 50% 40% 35% 20% 32% 70% 70% 63% 49% 35% 35% 35%



Import tariff (Automotive Regime) – – – – – – – – – 35.0% 31.5% 24.5% 20.0% – –



Part import tariff 50% 40% 30% 25% 20% 20% 20% 20% 20% 18% 21% 21% 21% 13% 18%



Reduction of import tariff on parts (AR) – – – – – – – – – 85% 70% 55% 40% – –



The tariffs on parts refer to the third class of parts that include approx. 80% of all parts imported. Source: Posthuma (1997), p. 405; Bedê (1997), p. 381; Fiuza (2000); DRI (1996), p. 86.
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Table 9.13-2: Import tariffs on cars and parts in China (1985-2006)964 PC 180-220% 110-150% 100-120% 80-100% 63.5-77.5% 51.9-61.7% 43.8-50.7% 38.2-43% 34.2-37.6% 30% 28% 25%



1980s 1994 1996 1999 2000 2001 2002 2003 2004 2005 01/2006 07/2006



Parts n/a n/a 35-50% 20-50% 20-30%965 n/a n/a n/a n/a n/a n/a 10%



9.14 Domestic Tax Burden on Brazilian Cars Table 9.14-1: IPI tax and tax rate participation in consumer price (1986-2001)966 Year



IPI tax (%) Share of tax burden of price < 100hp >100hp < 1000cc < 100hp >100hp 100.0 107.0 87.1% 88.4% 45.0 50.0 43.6% 45.4% 45.0 50.0 43.7% 45.4% 33.0 38.0 39.0% 41.1% 20.0 37.0 42.0 34.5% 42.2% 44.1% 20.0 37.0 42.0 35.6% 43.1% 45.0% 14.0 31.0 36.0 27.1% 36.1% 38.4% 0.1 25.0 30.0 17.0% 33.0% 35.3% 0.1 25.0 30.0 17.0% 33.0% 35.3% 8.0 25.0 30.0 23.0% 33.0% 35.3% 8.0 25.0 30.0 23.0% 33.0% 35.3% 13.0 30.0 35.0 26.2% 34.8% 32.5% 8.0 25.0 30.0 22.9% 32.5% 34.8% 7.0 20.0 35.0 23.9% 31.4% 38.2% 10.0 25.0 20.0 25.9% 33.8% 31.4% 10.0 25.0 20.0 25.3% 33.3% 30.8%



< 1000cc 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001



964



Tariffs vary dependent on engine size and fuel type. It is important to note that the government charges imports, similar to the Brazilian system, with VAT and consumption taxes. These additional charges add substantially to the official tariff rate. Source: Allisat (1998), p. 55; Audet & Van Grasstek (1997), p. 23; DRI (03/2000), p. 144; CBU (2000), p. 58; EIU-MBAP (1Q1998), p. 51. 965 The import tariff on parts depends on the LC rate of the model. 966 These figures refer only to cars with gasoline engines. The total tax burden is the sum of the industrial production tax (IPI), the federal social integration programme tax (PIS), the federal social contribution tax (COFINS), the state’s tax on services and circulation of goods (ICMS). Source: ANFAVEA (1996), p. 38; ANFAVEA (2002), p. 50.
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9.15 Major Platforms of Brazilian and Chinese Carmakers Table 9.15-1: Platforms of Brazilian carmakers in 2000967 Carmaker VW



Common platforms ƒ Gol/Saveiro/Parati ƒ Santana/Quantum ƒ Golf/Audi A3 ƒ Vectra ƒ Corsa/Celta ƒ Astra ƒ Uno ƒ Siena/Palio/Palio Weekend ƒ Brava/Marea/Marea Weekend ƒ Ka ƒ Fiesta ƒ Clio ƒ Scenic



GM Fiat Ford Renault



No. of platforms 3 3 3 2 2



Table 9.15-2: Platforms of Chinese carmakers in 2000 Carmaker SVW FAW-VW Tianjin Daihatsu Dongfeng Citroen Changan Suzuki Shanghai GM



Common platforms ƒ Santana, Santana 2000 ƒ Passat968 ƒ Jetta ƒ A6 ƒ Charade (2-box, 3-box) ƒ New Charade (Platz/Vitz) ƒ Fookang (2-box, 3-box) ƒ Alto (2-box, 3-box) ƒ Buick, GL8 van ƒ Sail



No. of platforms 2 2 2 1 1 2



9.16 LC Requirements under the Kubitschek Administration Table 9.16-1: Required and achieved percentage of localization (1957-1962)969 Vehicle type Trucks Jeeps Vans PC



967



Dec 31, 1957 35 50 40 –



July 1, 1957 40 60 50 50



July 1, 1958 65 75 65 65



July 1, 1959 75 85 75 85



July 1, 1960 90 95 90 95



Source: ANFAVEA. The A6 and the Passat share the same platform; Interview No. 15. 969 Paquien (1969), pp. 54-56; Shapiro (1994), p. 50; Addis (1999), p. 70. 968



Dec 31, 1962 98 98 99 99



Real LC in 1962 98.0 97.5 99.6 98.4
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9.17 Localization Rate of Chinese Cars (1984-2000)



970



1986



1987



1988



1989



1990



1991



1992



1993



1994



1995



1996



1997



1998



1999



2000



Carmaker BJC Cherokee Guangzhou Peugeot Peugeot 505 SVW Santana Santana 2000 Passat Tianjin Daihatsu Charade Charade TJ-7130U (3-box) FAW Group Red Flag FAW-VW Jetta Audi 100/200 Audi A6 Dongfeng Citroen Fukang ZX Chongqing Changan Suzuki Alto Guizhou Yunque Skylark/ Rex Shanghai GM Buick Guangzhou Honda Accord



1985



Table 9.17-1: LC development in % by selected models (1984-2000)970



2



4



14



30



36



44



45



57



61



80



83



85



85



85



85



85



3



4



6



13



18



30



51



63



76



84



84



87



6



13



31



60



70



75



82



86



89 65



91 70



10



11



41



41



46



47



62



84



89 85



93 85



92 81



93 86



93 88



93 89 53



93 87



93 90



93 90



93 91



94



7



14



21



13



31



20



7 42



26 62



63 85



80 85



84 87



85 90



88 90 40



89 89 60



4



15



26



62



85



87



90



90



38



47



65



85



86



89



90



90



35



40



46



47



64



70



80



83



45



57



40



55



Source: Interviews No. 29, 36 and EIU-W&L (1997), p. 8; Harwit (1995), pp. 100,121; Xing (1997); DRI (1998), p. 160; CBU (1998), p.134; CBU (1999), p. 156; China Automotive Industry Yearbook (1988-1997).
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9.18 Pioneer Advantage based on Localization Figure 9.18-1: Cost advantage based on the pioneer’s lead-time in localization 90 80 70



Pioneer advantage



60 50



LC



40 30 20 10 0 0



1



2



3



4



5



6



7



Year



5



6



7



Year



90 80 70



Pioneer advantage



60



LC



50 40 30 20 10 0 0



1



2



3



4



9.19 Price Development of Major Chinese Models Table 9.19-1: Price development by model (1994-2000)971 Carmaker SVW FAW-VW Dongfeng Citroen Tianjin Auto



971



Model Santana Jetta Fukang Charade



Engine 1.8 1.6 1.4 1.0



1994 161 180 152 85



1995 153 154 152 83



1996 138 138 142 76



1997 136 132 135 66



1998 135 127 128 60



1999 122 119 129 70



2000 Price drop 112 -30% 119 -34% 120 -21% 68 -20%



Source: data provided by Mr. Jian Shao (see Chinese interview list) based on various auto market price lists.
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9.20 Major Criteria for Site Selection Table 9.20-1: Major criteria for site selection Location factors Incentives



Staff



Financial factors ƒ Subsidies ƒ Infrastructure investments ƒ Cheap bank loans ƒ Tax breaks ƒ Labour costs



Labour unions



ƒ Wage level



Proximity to domestic and outside-market (Im-& Export) Supplier base



ƒ Transportation cost



Real estates



ƒ Rent or land price



Supply of input factors



ƒ Costs of materials, energy,



Attractiveness of location to local staff and expatriates



ƒ Living expenses



ƒ ƒ ƒ Transport infrastructure ƒ



Transport cost Training Necessary investments Transportation costs



water, etc.



Non-financial factors ƒ Strong lobby on national level ƒ Co-operation with local legislation ƒ Availability of skilled staff ƒ Industrial tradition ƒ Local education system ƒ Size of local labour union ƒ Professionalism ƒ Obvious company presence ƒ Time-to-customer ƒ Time-to-carmaker ƒ Quality of regional suppliers ƒ Proximity to major supplier centres ƒ Access to port ƒ Road and railway system ƒ Options to expand ƒ Appropriateness for car manufacturing ƒ Quality ƒ Reliability ƒ Housing ƒ Quality of life ƒ Proximity to big cities
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9.21 Commercial Start and Location of Brazilian Carmakers Table 9.21-1: Commercial start and location of Brazilian vehicle manufacturers State



1950s



1960s



São Paulo



ƒ Vemag



ƒ Ford



1956: CV 1958: PC ƒ WOB 1957: CV 1959: PC ƒ Simca 1959: PC ƒ VW 1957: LCV 1959: PC ƒ GM, Ford, MB,Toyota 1950s: CV



1967: PC ƒ GM 1968: PC ƒ Chrysler 1969: PC



1970s



1997: PC



ƒ Toyota 1998: PC



ƒ Agrale



Agrale, New Holland 1960s: tractor



1982: CV



2000: PC



ƒ MB 1999: PC



1976: PC/LCV ƒ Volvo 1979: CV



Paraná



ƒ GM 1



ƒ Fiat



1998: PC



ƒ Chrysler



Rio de Janeiro Goiás Bahia 3



1



2



ƒ Renault 1998: LCV ƒ VW/Audi 1999: PC ƒ VW 1996: CV ƒ PSA 2000: PC ƒ MMC 1998: LCV ƒ Ford 2001: PC



4



Total (only PC)



9



Minas Gerais



Sum (only PC)



1990s



ƒ Honda



ƒ AGCO,



Rio Grande do Sul



1980s



0



8



2



1



0 1 16
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9.22 Brazilian Incentive Packages in the 1990s Table 9.22-1: Received incentives by Brazilian carmaker972 Carmaker Renault MB



State PR MG



Year 1996 1996



GM



RS



1997



Ford



BH



1997



Ford PSA VW



BH RJ PR



1998 1999 1999



Incentives USD 300 mn (the state of PR has a 40% stake) Loan of USD 100 mn, 2.8 mn sqm land donation; infrastructure development, tax breaks Loans of USD 310 mn at an interest rate of 6%, around 1.7 mn sqm land donation Loan of USD 700 mn at an rate of 6 % from BNDES, BRL 180 mn federal tax breaks, BRL 3 bn exemption of state’s taxes, 600 hectares land donation BRL 180 mn per year federal tax exemption USD 200 mn (the State of RJ has a 32% stake) VW received less incentives than Renault



9.23 Intra-governmental Relations in the Chinese Car Industry Figure 9.23-1: Relation between the local and the central government by JV973



Central Gov’t



Local Gov’t



Foreign OEM



AMC/Chrysler



Changan Suzuki FAW-VW



Central Government



Dongfeng Citroen Local Gov’t



Foreign OEM



SVW SGM



Guangzhou Honda



Central Government



972



Local Gov’t



Foreign OEM



Guangzhou Peugeot



Source: Interviews No. 89, 88, 91, 85, 86, 85, 67, 71, 87, 47 and Arbix & Zilbóvicius (2000), p. 45; Okubaro (2001), p. 115. 973 Source: based on Peng (2000), p. 160.
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9.24 Share of Alcohol-driven Cars Figure 9.24-1: Domestic sales of locally-made cars by fuel type (1957-2000)974 1,600,000 1,400,000



Sales of gasoline PCs



1,200,000



Sales of alcohol PCs



1,000,000 800,000 600,000 400,000 200,000



19 57 19 59 19 61 19 63 19 65 19 67 19 69 19 71 19 73 19 75 19 77 19 79 19 81 19 83 19 85 19 87 19 89 19 91 19 93 19 95 19 97 19 99 20 01



0



9.25 Average Fuel Consumption of Major Models Table 9.25-1: Average fuel consumption by model in 1979975 Consumption in km/l VW Fusca (Sedan 1300) VW Passat Fiat 147 Chrysler Dart GM Chevette GM Opala Ford Corcel II Ford Galaxie



974 975



14.1 12 12.7 6.9 12.2 8.5 11.7 5.8



Consumption in km/l (average speed of 80 km/h) 14.9 13 14.8 7.4 14.4 11.5 n/a n/a



ANFAVEA (2002), p. 68. Source: Volkswagen do Brasil, Dept. Marketing Strategy, Guia do Automóvel, 06/79.
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9.26 Employment in the Brazilian Automotive Industry Figure 9.26-1: Employment by carmaker (1966-2000)976 Others Renault Toyota Honda Fiat MB Chrysler GM Autolatina Ford VW



140,000



120,000 100,000 80,000 60,000



40,000 20,000 0 1966



1971



1985



1990



1995



2000



9.27 Unionization at Brazilian Carmakers Table 9.27-1: Unionization at Brazilian carmakers in 1996977 Firm/ location Fiat/ Betim Ford/ Taboão SBC Ford/ Ipiranga SP GM/ São Caetano GM/ São José MB/ SPC Scania / SBC Toyota/ SBC VW/ Anchieta SBC VW/ Taubaté Volvo/ Curitiba



976 977



LUs/ Central union Metal. Betim/ CUT Metal. ABC/ CUT Metal São Paulo/ Força Sindical Metal São Caetano/ Força Sindical Metal. São José/ CUT Metal. ABC/ CUT Metal. ABC/ CUT Metal. ABC/ CUT Metal. ABC/ CUT Metal. Taubaté/ CUT Metal. Curitiba/ Independent



Source: ANFAVEA. Source: Laplane et al. (1998), p. 241.



Staff 1,800 5,296 1,605 2,964 6,767 6,974 1,991 434 19,207 7,000 1,655



Unionized staff 10.3% 87,3% 64,8% 32,6% 62,5% 70,8% 68,1% 65,6% 87,0% 42,9% 25,1%
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9.28 Educational Matters in the Brazilian Automotive Industry Table 9.28-1: Major types of technical degrees in Brazil978 Professional title Operador Tecnico mecanico/ tecnico electronico Tecnologo Engineer



Required degree979 Elementary



Additional education 3 years



Secondary



2-3 years



Secondary Secondary



3-4 years 5-6 years



Type of education Largely on-the-job education Education with practical focus Vocational college University



Table 9.28-2: Educational level of VW’s staff by plant in 2000980 Plant of VW



Year of plant inauguration 1956 1979 1996 1999 –



Anchieta Taubaté São Carlos981 Curitiba VW do Brasil



Secondary school degree or higher 48% 50% 99% 90% 54%



Employees 16,353 6,279 445 3,348 27,669



Table 9.28-3: Educational level of MB’s staff by plant in 2000982 Plant of VW São Bernado Campinas Campo Largo983 Juiz de For a MB do Brasil



Year of plant inauguration 1956 1978 1998 1999 –



Secondary school degree or higher 49% 61% 92% 84% 55%



Employees 10,088 898 319 1,367 12,672



9.29 Expatriates in Chinese JVs Table 9.29-1: Expatriates per total staff in Chinese JVs984 JV SVW FAW-VW SGM GZH



978



Est’d in



Expats



Total staff



1984 1991 1997 1997



30 30 50 19



11,000 5,000 2,800 2,000



Expats/ staff 2.7 6.0 17.9 9.5



Output (units) 221,524 110,005 30,024 32,228



Cars/ expat 7384 3667 600 1696



Prod/ employee 20.1 22.0 10.7 16.1



Source: Interview No. 62. Students receive the elementary school degree usually after 8 years and the secondary school degree after 11 years. 980 Source: data provided by Interview No. 92. 981 In this plant, only engines are manufactured. 982 Source: data provided by Interview No. 62. 983 Chrysler plant that produces jeeps. 984 Source: Interviews No. 26, 27, 29, 37, 40, 42. 979
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9.30 Distribution Networks by Chinese Carmakers Traditional structure BJC Sales were entirely left to BAIC when the JV was set up in 1983. In 1995, BJC started to form its own distribution network by using former CNAIC branches and MEECs as main channels. BJC missed the opportunity to develop a more efficient sales & ASS network. Until this research was conducted, wholesale rights were still not totally transferred to the JV resulting in parallel sales activities.985 Transformed structure SVW In the early days of the Chinese automotive industry the Chinese parent was typically in charge of the distribution of the JV’s products. In the case of SVW the Santana was sold through SAISC, the sales company of SAIC. The ASS responsibility, however, was left to the SVW as it was seen as a burden rather than a profitable business activity, largely because of guarantee obligations. Moreover, SAISC would have been overburdened with the logistic requirements to build up a functioning service network and provide spare parts all over the country. In addition, SVW could better provide the service points with technical support. Initially, SAISC used national sales networks. As the performance of these networks was low and the brand image of the Santana suffered due to the poor service quality, VW pushed SAIC to improve its sales net. In the mid-1990s, SAISC started to carry out dealer evaluations. However, because of CNAIC’s 10%-stake in SVW the development of an own, efficient distribution network was sometimes problematic. Following FAW-VW’s example, VW and SAIC agreed to set up a sales JV in August 2000 after two years of negotiations. All sales and service activities were transferred to the new sales JV, which is owned by VW’s Chinese holding (30%), SAISC (50%) and the SVW (20%). Thus, VW has only a total stake of 40% in the new sales company.986 FAW-VW When FAW-VW was founded, VW left the entire responsibility of sales to FAW for a purchase guarantee. Soon, this decision turned out to be a grave mistake by VW as it was difficult to influence the distribution of FAW-VW vehicles without any sales rights. To make a better use of the installed capacity and to promote the sales of the Jetta, VW requested to buy the sales rights from FAW. After long negotiations, FAWVW (OEM JV) and FAW founded a sales JV in March 1997 that was equally owned by both companies resulting in a German share of only 20% (40% of the JV’s capital is held by VW, which has a 50%-stake in the sales JV). Furthermore, FAW granted an option to VW that the OEM JV could gradually buy all sales rights from FAW



985 986



Interviews No. 19, 17, 11. Interviews No. 11, 17, 37, 38, 39.
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within five years (until 2002) and adopt the same equity structure of FAW-VW resulting in a German stake of 40%. Due to cost reasons, the service rights remain at FAW-VW, but will be sold to the sales JV in 2002. Since its establishment, the sales JV has been responsible for the distribution of the Jetta; FAW remained in charge of the Audi 100/200 sales. For the sales of the new Audi A6, VW wanted to develop a sales network similar to the one of GZH. Therefore, it “unofficially” bought the sales rights for the Audi A6 from FAW before the agreed option came into force. FAW-VW believed that was is better to develop the sales network on its own instead of taking over an existing network from FAW. The Audi sales network consists at 50% of the best former dealers of FAW’s network and at 50% of new dealers who had already gained experience through sales of imported PCs or sales of other brands before.987 Unified structure Dongfeng Citroen Until the mid-1990s, most of the carmakers still used national networks (traditional structure). DCAC was an exception. Dongfeng Citroen was the first JV that gained responsibility for the sales & service of its cars (at the wholesale level) with almost no state influence. Initially, Dongfeng Citroen used the Chinese partner’s existing network for CVs and set up representative offices in all major cities. Because of the poor performance on the wholesale and retail level, the JV started to nominate own distributors and therefore gained more control of the service quality on the retail level as well.988 Modern structure GZH and SGM SGM and GZH have developed their sales networks on their own from the beginning. The regional sales departments of the JV co-ordinate all activities with the distributors. GZH currently owns the most sophisticated sales network in China. (It was considered the benchmark network by most of the interviewees). Honda intends to establish about 200 authorized sales outlets nation-wide until 2003 to sell also imported cars from Japan after the market opening due to China’s entry into the WTO. To support this goal, GZH will spend 3 bn CHY to develop these outlets.989



987



Interviews No. 34, 35, 38, 41, 42. Interviews No. 11, 17, 32 989 Interview No. 29. 988
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9.31 Dealer Performance by Brazilian Carmaker Table 9.31-1: Dealer performance by carmaker in Brazil (1972-2000)990 VW dealers VW sales Sales/dealer GM dealers GM sales Sales/dealer Ford dealers Ford sales Sales/dealer Fiat dealers Fiat sales Sales/dealer Honda dealers Honda sales Sales/dealer Toyota dealers Toyota sales Sales/dealer MB dealers MB sales Sales/dealer Renault dealers Renault sales Sales/dealer Peugeot dealers Peugeot sales Sales/dealer Citroen dealers Citroen sales Sales/dealer



1972 529 295,786 559 292 68,755 235 326 75,604 232



1995 727 490,766 675 462 296,460 642 426 153,217 360 430 0 0 n/a



1996 700 501,619 717 475 308,710 650 402 135,545 337 427 1,495 4 n/a



1997 696 496,907 714 494 331,432 671 387 218,717 565 421 6,455 15 23 837 36 n/a 3,628



n/a



34 1,902 56 n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



1998 683 362,437 531 495 284,195 574 361 144,815 401 401 5,075 13 37 15,775 426 68 3,733 55 n/a



53 0 0 76 10,201 134 24 5,533 231



1999 639 318,633 499 476 239,180 502 314 78,749 251 352 1,241 4 47 17,957 382 74 7,667 104 55 11,073 201 101 0 0 86 14,440 168 26 7,204 277



2000 622 347,863 559 456 281,565 617 312 84,956 272 336 1,258 4 51 20,568 403 75 13,367 178 55 13,407 244 138 0 0 78 20,211 259 28 9,079 324



9.32 Profit Data of Pioneers and Followers Table 9.32-1: Profits of Chinese carmakers (1985-1999)991 1985 SVW Sales Revenue (mn CHY) Sales Profit (mn CHY) Return on Sales Sales Profit (mn US$)



990



62.5 -6.2 -0.1 -2.1



1986 422.5 21.3 0.1 6.2



1987 714.3 48.6 0.1 13.1



1988



1989



1990



1991



1992



1,142.4 131.3 0.1 35.3



1,222.3



1,822.9 0.0 0.0 39.0



3,575.5 0.0 0.0 154.0



7,108.0 0.0 0.0 87.0



Source: Simonson Associados (1973), p. 3.41; ANFAVEA Yearbooks (1996-2002) and material provided by Interview partner No. 61. 991 Source: SVW's homepage (www.chinacars.com); EIU-ASC (1997); EIU-W&L (1997), p. 4; CBU (1998-2000); EIU-MBAP (2Q2000), p. 132; China Auto Statistics (1998); Hoon-Halbauer (1994), p. 108; press reports by Economic Daily, Asiapulse, and Xinhua News.



Appendix (continued) 1993 1994 1995 1996 1997 1998 1999 BJC Sales Revenue (mn CHY) 5,746.0 5,364.5 4,133.7 2,458.2 2,001.4 Sales Profit (mn CHY) 351.0 251.1 -13.4 46.8 113.6 Return on Sales 0.1 0.0 0.0 0.0 0.1 Sales Profit (mn US$) SVW Sales Revenue (mn CHY) 10,528.9 12,710.0 18,430.7 24,306.7 26,316.3 25,203.9 26,740.7 Sales Profit (mn CHY) 1,992.0 2,753.0 3,882.5 4,482.3 4,705.9 Return on Sales 0.1 0.1 0.2 0.2 Sales Profit (mn US$) Guangzhou Peugeot Sales Revenue (mn CHY) 2,558.3 853.5 1,091.0 243.8 Sales Profit (mn CHY) 0.2 0.0 323.0 -120.9 Return on Sales 0.0 0.0 0.3 -0.5 Sales Profit (mn US$) 39.0 Tianjin Daihatsu Sales Revenue (mn CHY) 1,698.0 1,400.4 1,397.0 Sales Profit (mn CHY) 74.0 70.6 55.8 Return on Sales 0.0 0.1 0.0 Sales Profit (mn US$) FAW-VW Sales Revenue (mn CHY) 2,949.1 4,879.7 7,685.1 10,934.5 Sales Profit (mn CHY) 0.3 198.9 884.9 1,910.1 Return on Sales 0.0 0.0 0.1 0.2 Sales Profit (mn US$) Dongfeng Citroen Sales Revenue (mn CHY) 3,426.7 2,306.4 5,142.1 Sales Profit (mn CHY) -925.8 -864.7 1,204.6 Return on Sales -0.3 -0.4 0.2 Sales Profit (mn US$) Changan Suzuki Sales Revenue (mn CHY) 1,354.9 1,986.3 Sales Profit (mn CHY) 85.5 293.6 Return on Sales 0.1 0.1 Sales Profit (mn US$) Guizhou Subaru Sales Revenue (mn CHY) 42.8 49.5 87.3 Sales Profit (mn CHY) -21.8 -38.6 -60.2 Return on Sales -0.5 -0.8 -0.7 Sales Profit (mn US$) SGM Sales Revenue (mn CHY) 5,965.4 Sales Profit (mn CHY) 610.0 Return on Sales 0.1 Sales Profit (mn US$) 72.6 Guangzhou Honda Sales Revenue (mn CHY) 80.7 2,391.2 Sales Profit (mn CHY) -17.3 202.6 Return on Sales -0.2 0.1 Sales Profit (mn US$)
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Table 9.32-2: Profits of Brazilian carmakers (1980-1984)992 1980 VW (AL 90-94) Total sales (mn CR$) Annual Growth rate Return on Sales Ford (AL 90-94) Total sales (mn CR$) Annual Growth rate Return on Sales GM Total sales (mn CR$) Annual Growth rate Return on Sales Fiat Total sales (mn CR$) Annual Growth rate Return on Sales



1981



1982



1983



1984



110,093.0 169,133.0 397,517.0 950,663.0 3,147,540 53.6% 135.0% 139.2% 231.1% -10.9% 0.5% -0.7% 0.9% 69,700.9 126,882.0 305,153.0 763,432.0 2,557,228 82.0% 140.5% 150.2% 235.0% -1.6% 2.0% -2.2% 2.3% 72,221.3 114,460.0 310,078.0 819,675.0 2,511,197 58.5% 170.9% 164.3% 206.4% -0.3% 1.1% -1.1% 0.3% 37,088.9



61,119.0 161,745.0 414,057.0 1,319,160 64.8% 164.6% 156.0% 218.6% -39.0% -6.5% -11.7% 0.4%



Table 9.32-3: Profits of Brazilian carmakers (1985-2000)993 1984 VW (AL 90-94) Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales Ford (AL 90-94) Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales GM Total Sales (mn US$) Growth rate Net profits/ sales Return on Sales Fiat Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales Toyota Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales



992 993



1985



1986



1987



1988



1989



1990



1991



1992



1,706.0 2,033.0 2,334.0 2,786.0 3,564.8 3,740.2 5,430.9 4,169.7 5,192.4 19.2% 14.8% 19.4% 28.0% 4.9% 45.2% -23.2% 24.5% -34.6 -128.4 -189.4 263.8 416.3 118.4 -143.5 147.0 -1.7% -5.5% -6.8% 7.4% 11.1% 2.2% -3.4% 2.8% 1,386.0 1,585.0 1,752.0 1,670.0 2,216.5 2,295.5 5,430.9 4,169.7 5,192.4 14.4% 10.5% -4.7% 32.7% 3.6% 136.6% -23.2% 24.5% 28.5 70.1 -28.4 77.6 143.3 118.4 -143.5 147.0 1.8% 4.0% -1.7% 3.5% 6.2% 2.2% -3.4% 2.8% 1,361.0 1,438.0 1,678.0 2,032.0 2,652.6 3,326.8 2,394.2 2,268.5 2,444.8 5.7% 16.7% 21.1% 30.5% 25.4% -28.0% -5.3% 7.8%



715.0



853.0 19.3% 43.5 5.1%



794.0 1,215.0 1,262.0 1,473.9 1,291.6 1,351.0 2,013.0 -6.9% 53.0% 3.9% 16.8% -12.4% 4.6% 49.0% 61.9 -19.4 22.7 65.8 -193.2 24.8 75.4 7.8% -1.6% 1.8% 4.5% -15.0% 1.8% 3.7% 62.1



8.9%



77.1 24.2% 10.2 13.2%



93.3 1,755.8 1782% 0.5 -49.0 0.5% -2.8%



Source: Stevens (1987). Source: Piquini (1991); EIU-ASSA & AmeriCar (1997); Exame: Melhores e Maiores (1985-2001); Yearbooks of ANFAVEA.
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(continued) 1993 VW (AL 90-94) Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales Ford (AL 90-94) Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales GM Total Sales (mn US$) Growth rate Net profits/ sales Return on Sales Fiat Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales Toyota Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales Honda Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales MB/DaimlerChrysler Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales Renault Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales PSA Total Sales (mn US$) Growth rate Net profits in (mn US$) Return on Sales



1994



1995



1996



1997



1998



1999



2000



7,189.0 9,660.3 7,222.0 9,208.6 8,380.2 6,625.9 4,746.9 5,738.5 38.5% 34.4% -25.2% 27.5% -9.0% -20.9% -28.4% 20.9% 377.0 689.7 n/a n/a n/a n/a n/a n/a 5.2% 7.1% 7,189.0 9,660.3 2,811.6 4,773.9 4,442.9 3,536.3 2,481.1 2,150.6 38.5% 34.4% -70.9% 69.8% -6.9% -20.4% -29.8% -13.3% 377.0 689.7 n/a n/a n/a n/a n/a n/a 5.2% 7.1% 4,198.0 5,873.2 6,390.7 7,230.1 7,629.5 6,419.5 4,153.2 4,824.9 71.7% 39.9% 8.8% 13.1% 5.5% -15.9% -35.3% 16.2%



2,690.0 6,099.0 6,229.0 6,143.7 7,411.2 5,424.1 3,790.0 3,730.2 33.6% 126.7% 2.1% -1.4% 20.6% -26.8% -30.1% -1.6% 272.6 555.1 475.5 319.4 n/a 152.7 43.9 32.2 10.1% 9.1% 7.6% 5.2% 2.8% 1.2% 0.9% 208.4 -88.1% 1.0 0.5%



276.8 32.8% 5.5 2.0%



431.9 56.0% 0.0 0.0%



-0.3



67.0



300.0 384.0 447.8% 128.0%



1,816.0 3,249.1 3,398.0 2,556.0 2,852.1 2,717.2 2,091.3 2,171.3 178.9% 104.6% 75.2% 111.6% 95.3% 77.0% 103.8% 28.1 153.9 81.8 3.9 58.3 -153.6 1.5% 4.7% 2.4% 0.2% 2.1% -7.3% 271.3



438.0 838.2 161.4% 191.4% -60.1 -265.0 -178.1 -22.2% -60.5% -21.2% 106.0



440.0 415.1%
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9.33 Sales of Pioneers and Followers



3rd follower gen.



2nd



1st fol. gen.



Pioneers



3rd follower gen.



2nd



1st fol. gen.



Pioneers



Table 9.33-1: Sales of Brazilian carmakers in the first 12 years994



994



Vemag Vemag WOB WOB Simca Simca VW VW GM GM Ford Ford Chrysler Chrysler Fiat Fiat MB MB PSA PSA Toyota Toyota Honda Honda Renault Renault Vemag Vemag WOB WOB Simca Simca VW VW GM GM Ford Ford Chrysler Chrysler Fiat Fiat MB MB PSA PSA Toyota Toyota Honda Honda Renault Renault



Year 1 2 3 Sales+export 1,164 3,659 4,291 Growth 214% 17% Sales+export 8 23 510 Growth 188% 2117% Sales+export 1,164 3,444 6,149 Growth 296% 179% Sales+export 8,406 17,033 31,014 Growth 103% 82% Sales+export 3,753 29,747 46,256 Growth 693% 155% Sales+export 8,773 11,682 48,808 Growth 33% 318% Sales+export 3,281 10,014 15,175 Growth 305% 152% Sales+export 3,067 64,814 98,760 Growth 2013% 52% Sales+export 107 330 251 Growth 208% -24% Sales+export 58 332 1,692 Growth 572% 510% Sales+export 315 2,225 2,573 Growth 606% 16% Sales+export 741 4,157 6,822 Growth 461% 64% Sales+export 1,559 7,740 10,541 Growth 396% 36% Year 7 8 9 Sales+export 13,875 12,924 15,190 Growth -7% -7% 18% Sales+export 26,022 25,548 28,625 Growth 22% -2% 12% Sales+export 7,403 5,170 3,958 Growth 68% 70% 77% Sales+export 62,210 80,034 94,683 Growth 16% 29% 18% Sales+export 132,373 133,794 143,216 Growth 138% 101% 107% Sales+export 99,230 122,202 116,632 Growth 31% 23% -5% Sales+export 14,559 17,676 14,946 Growth 57% 121% 85% Sales+export 130,375 111,963 101,891 Growth 23% -14% -9% Sales+export 3,026 3,200 2,984 Growth 51% 6% -7% Sales+export 7,071 15,734 21,644 Growth 83% 223% 138% Sales+export 3,733 7,667 16,186 Growth 3% 105% 111% Sales+export 16,623 18,359 20,714 Growth 469% 10% 13% Sales+export 31,929 68,601 73,575 Growth 103% 115% 7%



Figures in bold indicate start of local production.



4 6,387 49% 13,323 2512% 6,881 112% 39,152 26% 57,234 124% 43,692 -10% 15,959 105% 116,696 18% 865 245% 7,785 460% 5,078 97% 4,851 -29% 8,789 -17% 10 14,640 -4% 26,325 -8% 8,110 205% 128,064 35% 119,297 83% 124,416 7% 14,056 94% 117,547 15% 14,594 389% 29,289 135% 13,646 -16% 22,265 7%



5 8,806 38% 13,263 0% 9,483 138% 44,224 13% 68,840 120% 58,191 33% 33,811 212% 145,740 25% 1,365 58% 14,759 190% 1,902 -63% 2,076 -57% 8,541 -3% 11 11,429 -22% 17,490 -34% 5,804 72% 148,134 16% 164,308 138% 97,774 -21% 12,565 89% 130,107 11% 17,029 17% 46,560 159%



6 14,902 69% 21,275 60% 10,832 114% 53,685 21% 95,917 139% 75,607 30% 25,553 76% 106,386 -27% 2,001 47% 8,497 58% 3,628 91% 2,920 41% 15,742 84% 12 0 -100% 11,473 -34% 0 0% 204,464 38% 168,336 102% 125,025 28% 6,872 55% 170,362 31% 11,721 -31%
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2nd gen.



1st follower gen.



Pioneers



2nd gen.



1st follower gen.



Pioneers



Table 9.33-2: Sales of Chinese carmakers in the first 12 years BJC BJC SVW SVW GZP GZP TJ-Toyota TJ-Toyota FAW Audi FAW Audi FAW-VW FAW-VW DF-Citroen DF-Citroen Ch.-Suzuki Ch.-Suzuki GZ-Subaru GZ-Subaru SGM SGM GZH GZH BJC BJC SVW SVW GZP GZP TJ-Toyota TJ-Toyota FAW Audi FAW Audi FAW-VW FAW-VW DF-Citroen DF-Citroen Ch.-Suzuki Ch.-Suzuki GZ-Subaru GZ-Subaru SGM SGM GZH GZH



Year Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Year Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth Sales Growth



1 300 1,691 169 100 5,000 8,000 800 1,000 230 19,826 10,003 7 7,000 40% 33,851 83% 15,700 13% 47,811 58% 17,514 -10% 66,100 49% 36,240 29% 27,759 390% 1,707 60%



2 3 4 5 6 1,500 3,500 5,000 6,600 5,000 400% 133% 43% 32% -24% 8,374 10,538 15,539 15,581 18,523 395% 26% 47% 0% 19% 2,715 5,354 4,700 6,000 13,900 1507% 97% -12% 28% 132% 2,873 1,275 6,000 7,000 30,200 2773% -56% 371% 17% 331% 7,000 14,600 18,300 19,800 19,395 40% 109% 25% 8% -2% 12,603 8,800 19,915 26,390 44,487 58% -30% 126% 33% 69% 5,000 8,243 3,965 7,198 28,028 525% 65% -52% 82% 289% 6,000 15,000 17,200 6,859 5,661 500% 150% 15% -60% -17% 461 8,622 1,288 1,010 1,064 100% 1770% -85% -22% 5% 30,543 58,380 54% 91% 32,231 51,058 222% 58% 8 9 10 11 12 6,000 10,000 13,986 25,921 25,729 -14% 67% 40% 85% -1% 65,944 80,000 105,300 159,765 200,031 95% 21% 32% 52% 25% 16,400 4,805 6,608 2,724 1,699 4% -71% 38% -59% -38% 54,800 65,238 86,800 96,672 100,021 15% 19% 33% 11% 3% 19,808 14,951 16,352 15,345 21,169 13% -25% 9% -6% 38% 83,279 105,267 124,343 26% 26% 18% 43,850 52,036 52,878 21% 19% 2% 35,555 43,735 52,755 51,476 28% 23% 21% -2% 1,470 1,781 -14% 21%
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