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INTRODUCTION

This work aims to study competitive-strategic atias in the automotive industry and
to verify the words of Avvocato Agnelli, later raid by the nowadays CEO of Fiat
Chrysler Automobiles Sergio Marchionneta' festa € finita. (...) dopo la crisi
economica resteranno solo sei grandi gruppi. Osisisciranno a sopravvivere soltanto
quelli con una produzione superiore a 5,5 milionadto all'anno, (...)per i costruttori
di massa alla fine ci sara un americano, un tedesuan franco-giapponese,
probabilmente con una ramificazione negli Usa, umdGiappone, uno in Cina e un
altro potenziale player in Europa. (...) Non possatsaare a lavorare sulle auto da
solo perché ho bisogno di una macchina molto pande che mi aiuti. Ho bisogno di
unamacchina condivisd My family gave me the passion for the automotiaustry.
Roaring engine of my curiosity has been my mothjeisin the logistic department of
one of the biggest OEM’s ltalian supplier, conidllby a global group which braids a
dense network of outsourcing relations with itsnpipal competitors. | have always
been fascinated by my parents’ arguments on thestng and they always made me

partaking of dialogues.

The first part of the work contextualises the nosysdcompetitive environment and,
in particular, emphasises the importance of a ntatikeen management orientation for
the viability of a firm. In fact, from the Eighty’swith the globalisation of markets
traditional space and times, competition bounddeds(market-space and time-based
competition). The rapidity with which supply and niEnd are changing, the
obsolescence arising from innovation and imitapoocesses and hyper-competition of
over-supplied and saturated markets, lead the matlgers to establish competitive
relations to generate network, or flexible megaaorgations in time, space and carried

out functions, for the achievement of viable ecom®mf scale. Globalisation has

! Author's translation. ‘The party is over. (...) Aftthe economic crisis there will be only six large
groups. Those with a production bigger than 5,3ionilcars per year will survive. (...) Mass market
OEMs will be an American one, a German one, a Hrelapanese one with some branches in the United-
States, a Japanese one, a Chinese one and agldiemtipean one. (...) | can't continue to work alame
the automotive industry, because | need help frdnigger machine. | need a shared machine’.



redefined the rules of competition which have digantly scaled down the model of
economic development based on the single smallnaedium size enterprise without
global networking relations. Only those who willtiee manage network intangible
assets (market-space management) and synergiesgndefiom networking with an
outside-in view, to satisfy the demand before aeitiel than competitors, will not drain
profitability and will be a market winner. Globalison imposes companies to adopt a
network structure and to cope with new boundariescampetition based on the
abandonment of closed and stable environments voufaof open and dynamic
competitive spaces. The market-space competitiophasises the importance of a
short-term profitability of sales to be achievedotigh continuous innovation and with
a market-oriented approach, called market-drivemagament, focused on creating
competitive customer value (Brondoet al. ISTEI school in ‘Symphonya. Emerging

Issues in Management’).

In nowadays hyper-competitive context, the achiexsmof business profitability
derives also from the management of instable denzantttime: global firms must
innovate, differentiate and diversify to navigatkernand vacuum’ in order to create
demand bubbles to be immediately satisfied and gdyaed, better and before than
competitors, according to the time-based competitim global and over-supplied
markets, firm’s success depends on the intensitglafions that it establishes. Firm is a
viable system oriented to competition: the new petitive landscape has changed the
role of collaboration among firms enhancing moteritwined relations and competitive
strategic alliances. So, in a matured market, wlhenmpany reaches a certain level of
growth and wants to continue in its development Endompetitive value creation, it
seeks to reach its objectives outside the corenbssi two roads are available or to
concentrate or diversify internally or externalliye discriminant is in the availability of
resources and competencies but also in the lewbkeodlemand of the origin industry. In
hyper-competition, cooperation helps to containesscof supply and to surf the wave
of technological convergence and hybrid sector kbgwveent even in the more
traditional industry as the automotive (market-dnvmanagement)Many studies

driven by resource-based view, suggest that ann@gidon started competitive-



strategic relationships with those firms with whstrare the greatest interdependence,
in other words with the potential partner that hesources or capabilities it doesn’t
possess. Firms have to manage a global alliancedgolpp leveraging network
intangible assets and cross-cultural managemembrdmg to the type of governance,
literature distinguished competitive-strategic tielaships between equity (international
joint ventures, equity participation and merger&asgions) and non-equity alliances
(co-production/co-makership, research and developnpartnerships, outsourcing,
supply chain partnership, cooperative marketirggnsing (licencing) and franchising)
depending on the sharing of capital or not. Gl™agion imposes also new production
paradigms: the global capitalism, in effect, raliycanodifies the traditional basic
principles of industrial production; global netwgpkoductions are even more planned
to simplification imposed by time-based competiteord by new demand trends lead by
the growing request of disposable products. Toyotae pioneer of lean production, a
philosophy that aims to minimise and cancel waatesthat has exceeded the limits of
mass production developed by Henry Ford and Alsémhn. Toyota is the pioneer of
lean production. Only lean is not sufficient, alsmovation is a key factor in the
development; literature shows the effects arisimogifresearch and development (R&D)
in terms of increased productivity in the use atdas of production, capital and labour,
promoting growth. Networks are induced to targettRgpending on open innovation
policies in which: the boundaries between imitat@on innovation are fluid; the profit
level of the innovation/imitation initiatives is asolute priority; and finally, a return
on investment can be achieved in the very shomt.tér global managerial economics,
knowledge production becomes the critical competitiactor and forces the Nation-
States to develop a global perspective in devetppiarld cities, mega-cities, leader in
knowledge production designed to meet the growiegds of global networks: the
innovative capacity of a country results in goodsgyvices, organisation of the
production process of increasingly high qualityodRrct and process innovations are to
support long-term growth, increasing the overatiductivity of the system (Brondoni
et al. ISTEI school in ‘Symphonya. Emerging Issues innsigement’, Gulatet. al
Coase, Williamson, Penrose, Kogut, Porter, Eisetihet al, Dyer et al, Kotabe,
Levine &White,...).



The second chapter is dedicated to the automotetors which provides fertile
ground for the study of over-supply and the esshiohient of strategic relationships to
support the profitability threatened by the pratifiion of offer and brands and by the
high fixed costs of the sector. Because of the &xa# capacity and underutilise of
production facilities, the sector is experiencinge of the most difficult times in its
history, a time of profound change, especially urdpe, US and Japan, the so-called
Triad. The main reasons are due to the growth imasel for cars coming from
emerging countries such as China; to changes ipuhghasing behaviour of more and
more informed consumers thanks to the computenisaind digitisation; to the new use
of the car as a means of transport that is clasdffed to a more green view of life and
planet resulting from congested cities. To meetatmnditions the producers reached a
convergence of strategies (differentiation) drivdsy a certain technological
convergence (flexibility of production). M&A, stegic alliances and turnover have led
to the fulfilment of ‘Advocate’ and Marchionne’s wits: the concentration in a few
large groups that compete on the market with smsteategies and based on similar
structures. Although the main basis of succeshiénauto market is on the ability to
offer something unique compared to competitors,rivery is between groups with a
strong brand image that operate in the market withroad model mix portfolio that
ranges from premium to niche and to mass, so fisgeany kind of distinction between
high- and low-end manufacturers. The sector pardidexn the fact that in a saturated
market these large groups must invest in flexibleé simplified plants, using production
modularisation and common platforms (technologicanvergence) to achieve
significant advantages in terms of cost reductaevelopment times and introduction
on the market. Modularisation and common platfothad actually lead to unattractive
models and poorly differentiated, negating muchha investment in differentiation,
one of the main keys to success. In addition, thi-to-order and JIT proper of Toyota
Production System are not as widespread as it mneaynsthe adoption of these
strategies would lead to improve even the weak imkhe supply chain, namely the
distribution network that would not anymore be ovieelmed by obsolete stocks due to
the rapid introduction of new models, having toyide for discounts and suffer losses.

Over-supply also affects the second player in thdustry, the companies of



components that are gradually concentrating irsthealled Tier 1, often carriers of the
greatest technological advances. Although the £a complicated product, the rapid
processes of imitation guided by making availaldeall manufacturers of the same
components as part of Tier 1 in cost-cutting pesBpe, flatten positioning capability of
OEMS’ supply and makes differentiation more congikc. The challenges the
industry is facing in terms of innovation/imitatioprocesses, customer choices,
governments and shareholders have a common dertomimgeen. Green are the
challenges of fuel economy, especially in termsechnology related to the increase in
efficiency of the internal combustion engines (IGE) hybrid, plug-in and hydrogen
cars will have to deal with the benefits and theagipower and oil industry of fuels for
motor propulsion for years. One in all the easeeaich markets thanks to a suitable
distribution network (which does not happen forrapée for methane). Green is the
new marketing direct to the final customer thathalgh it recognises the congestion of
big cities, is still not oriented to the future ehergy sources and the reduction of
emissions during the buying process. Green aradhegovernment policies (Pellicelli,

Candelo, McKinsey, PriceWaterhouse Cooper, ...).

Finally, the third part of the research is dedidate the study of the decline of
European auto industry. Although Europe has begioreeer in the construction of cars
and ACEA defines the automotive as the engine ef Earopean Union (access to
mobility, job provider for millions of people, firsnvestor in R&D), it is currently in a
situation of decline: the national champions ar@egeally suffering except in the
premium segment and the British industry does mgdo exist after have been more
than a century old. Although the biennium 2013-28h6ws growing production and
sales data, the 2008 crisis was hard and didn¢ &sen Eastern Europe, traditional
investment destination by foreign capital and nACEA and OICA). Demand is
stagnant as shown by the data in new registratomk production faces a structural
overcapacity. The chapter analyses the main Europlegers in the mass market (PSA,
Renault, Volkswagen and FCA) in conjunction witloga of the premium segment
(BMW and Daimler). There have been identified 8 miotivations to European auto

industry decline: impact of industry dynamics orofftability; excess of production



capacity; demand stagnation; demography; markgtrfeatation and lack of a unique
regulation; labour market, unemployment and labanions; R&D expenditures and
innovation; false environmental focus. (Author’sntidoute, OICA, ACEA and

Unioncamere).



GLOBAL NETWORKS AND COMPETITIVE -STRATEGIC ALLIANCES IN A
MARKET -DRIVEN ORIENTATION

Until the Eighties of the Twenty-First century, eomic activity took place in closed
systems of States and national or at more regiec@homies according to the logic of
static and proximity, but in the last two decadéshat century, globalisation fostered
by changes in socio-cultural, technological andnecaic-political environment, gave
the green light to the dynamism of markets and essgand time became the factors on

which the modern competition is based on.

1. Key-Elements of Globalisation Process

Globalisation is essentially the geographic extmsiof competitive markets,
depending on the removal of physical, administeatimd political boundaries and on
the overcoming of distance through digital techggto Many people can think that
globalisation process is mechanical, but it isniet Globalisation is the result of firms’
actions and strategies referred to stakeholdetsres; it is referred to liberation when
we are talking about the role of Nation-State dmlrtrelation with firmé in terms of
real economy, surplus accumulation and developmwieglobal economic tasks starting
from specific national key-factirAs the American sociologist Zygmunt Bauman said,
‘every action born locally with such apparently edijves, has an impact on the balance
of powers and resources causing changes in evergfahe planet’. This means that in
a global world there is an exchange of resourcel aa labour, product and or services
and knowledge, that exploits in mega-organisatioith wery strong ‘top tier

management power’ competing on a vast scale: inntrconnected world, global

! Cf. Brondoni Silvio M., 2014.

2 It is important to remark that in a global envinoent, Nation-States lose their primacy in setting
guidelines for economic development, in favourhaf strong power of large corporations.

% See Brondoni Silvio M., 2014 p. 14. Nation-Stdtesus on surplus accumulation by pursuing a) lower
costs of labour, taxation and regulation; b) inoex# to attract foreign firms’ localisation; and mgw
opportunities through intangibles and mass prodociind by focusing on some national factors as R&D
technologies exploitation and imitation capabititie



competition has been joined by firms both from deped countries and third
economies, producing positive effects on standafdsuman living and negative ones
on people protectidn

Four phases of globalisation can be identified aling to the evolution of

competition:

Product globalisation (1980-1990);
Firm globalisation (1990-2000);
Financial globalisation (2000-2010);
Network globalisation (2010-2020)

A

Since the ‘80s, American and European firms transéa their organisation from
multinational firms to global networks through mer@nd acquisitions deals, aiming to
be capable of surviving competition from the latg@gals or to expand international
operations. These deals have been especially previal sectors at the heart of product
globalisation, such as brand-name consumer arti¢dlasrism, banking, insurance,
informatics, telecommunications and electronic mamsdia, but even aircraft
production. Indeed, many fusions have failed ifmgerof subsequent share price
performance, earnings growth, turnover of top etiees, new product development,
and so of In this first phase of global competition and msepplied markets,
networks’ policies were focused @moduct globalisationn order to obtain a primacy
for their offers and to satisfy a hard shareholdlsand for value creation. This view
is closely related to growth and consequently tonemies of scale generating
competitive advantages (in technology developmepgrations, capacity utilisation,

marketing, distribution and network externalitisgpported by the R&D activities.

* See Tassinari Vincenzo, 2003. ‘The extraordinagnemic and social development in the second half
of the twentieth century has made the advantagesstéible and long lasting peace evident. Economic,
social and technological growth took place withifes effects on standards of living never achieved
before in human history. (...) However, this shoutit make us hide the existence of contextual limits
and negative consequences. The abolishment of fsoveless accompanied by the reduction of barriers,
which undoubtedly means more freedom but also pestection for consumers, citizens and people.
Globalisation then appeared with all its benefits, also its imbalances. It is necessary to ackedgé a
mechanism of distortion, where a small part ofdledal population is able to purchase, while thgdat
part is bound to purchase less and less, andsthiat ireason for a worrying stall of global economy

> See Brondoni Silvio M., 2014.

® See Salvioni Daniela M., 2012.



During thefirm globalisationphase, the competitive landscape was charactdrisad
growing competition among global networks: thus theus was orcorporate profit
and oncorporate governancePointing out to corporate finance and to del@edion
through the so-called ‘global sourcing’, corporatia the ‘90s and 2000s were able to
reduce the production costs and to produce andaselloduct anywhere. To better
understand the above, think about the changes anlatalisation choices of R&D
centres. This type of activity passed from a lagficentralisation in headquarters to a
logic of decentralisation, according to a netwooknpetitive advantage optimisation (in
terms of R&D local competences; new revenues frartsaurcing; data acquisition
from competitive intelligence; and knowledge difug. We can also think about the
use of transfer-price to manipulate balance sheeaigler to relocate profits through the
network organisation, for example, in the balarfoees of branch situated in countries
with a lower taxation. The timely and transpareotporate communication has been
stressed since the shift from a shareholder view $takeholder viewWhat does it
mean? This means that in these years, to gain apom companies’ action, more
periodical, clear and complete information about¢ tompany must be disclosed
symmetrically to the various internal, co-maker axternal interlocutofs and there
has been a growing demand, both from customersrand environmental forcés of
socially responsible firms and product, resultingriore ethical behaviour and business

conduct.

The third phase is characterisedfimancial globalisationof the markets, supported
by different Nation-States through the so-calledp'® economy’. In over-supply and
recessive or with moderate growth markets, wheobail economies of scale have
limits, large corporations shifted their marketiawgd R&D expenditures towards open
innovation strategies in order to detect and colleading signals of consumer needs
and initiatives of competitors. The period 2000&8@9outlines two aspects of corporate
communications, stressed by the boom and the subsedinancial crisis. For many
large corporations, the culture of transparency aias an ethical cornerstone of
orientation to all who are interested and entittetiave business information. Although

the above, opacity typical oforporate perspectivecome up beside the idea of

" Cf. Salvioni Daniela M., Bosetti Luisa, 2006 ancbBdoni Silvio M, 2006a.
8 Cf. Zucchella Antonella, 2007.



disseminating transparent, fair, comprehensive elgmnformation to the various
stakeholders. This opacity requires a disclosurspefcific, partial and asymmetrical,

graduated to the different publics on the markfrmation.

From 2010 and up to these vyears, a fourth phase glabalisation
-network globalisation produced a structural change in network competitiThe
primacy of knowledge management, the worldwide llsaion of production and the
new policies of innovation and imitation have besodified in opportunities for merger
and acquisitions, global competitive alliances goit ventured. As a result, the
corporate competitiveness in global networks isstamtly changing and is affected by
expansion plans in order to achieve profit and gnowhe development of hybrid

sectors and the research of broader economieslsf sc

1.1 New Capitalism and Societal Market Economy

Global capitalism, after having determined profowhénges in economic and social
bonds, entered in a profound crisis that allowechynapinion-leaders to say that

capitalism is ended. But is it really at the end?

o ‘Several socio-economic mutations and technologisedakthrough
innovations are currently modifying the competite@vironment and the
functioning of today’s economies. The profound ¢gesn create
opportunities for rethinking the market economytesys™.

It is not about changing the fundamental of casital but nowadays the real
challenge is to maintain the dynamism of capitalasraiding its own flaws, through the
opening of new opportunities and perspectives meoito deep rethink the market
economy. It emerges a hybrid between socialism @ltalism, in which private
companies and national and supranational laws ainiatfair level of competition, low

inflation and social welfare to create a sharedueallt is calledSocietal Market

° See Brondoni Silvio M., 2012e, cit.
19 See Lambin Jean-Jacques, 2014a, cit.
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Economy(SME)*. The termSocietal (and not social) Market Econoiisyproposed by
Lambin for two reasons: the first one is to diffgrate the model from the German
social model of the 1930s and the second one isafiure something essential.
‘Market’ refers to competition, improvement and awation while ‘societal’ pays

tribute to the human element.

To prevent shortcomings of conventional capitaliseveral changes are needed and
some of them are still in the making. The prioigyto reach atabilised and regulated
financial marketto avoid the decoupling between the financial doshd the real
economy. Steps in this way have been made in th& &isce the Great Depression;
while in Europe they are more recent, see for exartige laws on banking overhaul
approved in April 2014. Second, firms have to albenthe idea of short-termism to
embracesustainable developmeand to restore the link with theng-term Sustainable
development allows finding a viable balance amoognemic growth, environmental
safeguard and social justice. From a sustainalgbint of view, the deterioration of the
planet lays the basis to go from a black green economyso that firms are starting to
adopt new and sustainable business models (for @rame-use, re-manufacturing, re-
cycle, use of renewable energies). Globalisatiath the removal of restriction in free
trade, has contributed to the rise of democraamsracing capitalism and to stimulate
entrepreneurship. Economic freedom leads to ecandmielopmerit, so globalisation
and digitalisation are reshaping the world’s marketl the economic growth. In fact,

the advancement of technologies has led to a tramsirom a globalised to a

1 According to Lambin (see Lambin Jean-Jacques, 014e SME model is the most effective way to
stimulate entrepreneurship and to reward effort amidk. The purpose of the corporation must be
creatingshared valugnot just profitper se Proponents of SME believe in markets as ‘creatdra/ealth
and in governments as actors who havédtance market relationghrough government regulation or
direct state competition: because fla#th in democracyis central, the state should be and it is an
instrument of social change. SME proponents rdjeatever the concept ofcultural market societythat

is a way of life and not a valuable and effectivel for organizing productive activities. Socgal welfare

is a fundamental part of society. The SME model thalse understood asmivilege-free systerwhere
neither party elites nor economic power groups likenopolies, cartels or trusts influence market and
society. People are social beings and society exevheople achieve their full potential. SME adbdoe
the concept okustainable developmeitom a humanistic perspective. SME recognizes thatate
change is the major contemporary issue and widcafthe quality of life of our descendants. And,las
SME assumes that the expansion of democracy vatlgally control the excesses of capitalism, keeping
up the ambition to combine a dynamic market econaritly the requirements of a decent and cohesive
society; it does not fight for the elimination afpitalism.

12 See Brondoni Silvio M., 2002 and Lambin Jean-JasgR014a and 2014b.
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‘glocalised™® economy; in other words firms are no more playsts a global presence
and a standardised products or services, rathgrateeplayers with a global presence
and an offer adapted to the locality and to théucelin which it is sold. In recent years,
market economies have clearly shifted from an eegnof scarcity (industrial-based
economy) to an economy of abundankeo{vledge-based econojwhere knowledge
is a resource that can be shared and improveddwar rcan be run down when used.
Knowledge-based economy focuses on intangiblest,agagicularly on intellectual
capital that can be break up into: a) human capatierwise knowledge, skills,
experience, intuition and attitudes of the workéotowards which firms assume the
position of sustainability and ethical societalp@ssibility (humanistic econony b)
structural capital or patents, concepts, modeld,camputer and administrative systems
owned by the enterprise; c) external capital refgrto the firm’s network and
including knowledge of market channels, custonmer supplier relationships, industry
association and so on. Digital technologies impsoveansparency and create
interconnectivity, this means that digital informoat makes it possible at zero costs to
access to knowledge, products, services, objectsnt® processes anytime and
anywhere. This has created a more challenging demnaed by Global Traditional
Markets and Global Digital Markets in which firmgeacompeting. This isn't all,
interconnectivity means also networking that is @neation of complex but flexible
relationships in which ownership, influence andtooinare distributed across globally
dispersed groups of market actodss{ributed econon)yand the answer to every local
market needs is more rapid and innovative. Ecoosmiowth depends also on the role
and on the degree of intervention of the State fothe government over the time
(enabling State Thenew State capitalisrdesignates a market economy system where
the State controls the majority share or the emi@gtal of strategic enterprises, in the
respect of competitive neutrality. This producesbgl champions that have quickly
risen up the ranks of the world’s top companiegegiicompanies the freedom to invest
for the long term profits; (c) smooths the econoroicle; (d) can accelerate the
investment in or development of large-scale soh#tido tackle global issues like

sustainable development and global warrting

13 See Lambin Jean-Jacques, 2014b, p.7. ‘Glocaligaiobusiness jargon, is a portmanteau word of
globalisation and localisation. The issue will bressed in chapters 2 and 3.
14 See Lambin Jean-Jacques, 2014b.
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o Chery Automobile Co., Ltd is a State-owned corporatounded by the
Government of China in 1997 and headquartered inhWuChery's
principal products are passenger cars, minivansgd &UVs. Building an
‘international brand’ is the Chery’s strategic goapaying attention to
develop both domestic and overseas markets witloiaggout strategy,
Chery became China’s first automakers to exportcle$, parts, engines
and vehicle manufacturing technologies and equigrteeforeign countries.
Looking at long-term profits, Chery has advancedgiiobalisation process
in establish overseas cooperation relationship raplementing the product
strategy, localisation strategy and the talent s#gy. Chery has integrated
global superior resources and cooperated with malionals on the whole
industry chain. One of its most important alliandesthe Chery Jaguar
Land Rover Automotive Company Ltd, an automotivenufagturing
company headquartered in Changshu, China a 50:5@ jenture formed
to allow production of Jaguar Cars and Land Rovehigles in mainland
China. The first scheduled production of Range R@&xque started on
October 2014. Last but not least, annually Chemnests over 7% of sales
revenues in a complete R&D system supported byar@sedbranches in
Beijing, Shanghai, Italy, Japan and Australia. T#ery Automobile
Engineering Research Centre, the Asia's largesstradvanced and most
functional auto technology test centre and the oNigtional Engineering
Laboratory of Automobile Energy Conservation and viEommental
Protection in China, can meet the requirementsmission regulations of
European and American standards. (See Chery Intenmal Corporate
Website)

If we reach economic growth, we can also face iats. It is up to a Nation-State
to redistribute the allocation of resources in oreoutdo the concentration of wealth
in few hands; the risk of speculation; the corroptithe increasing indebtedness; and
the birth of frustration and feeling of unfairnesk poorer people. To reach a more
balanced society means that public authorities @aaetivate a fair economy through a

progressive taxation; an improved access to highlityueducation; the resolution of
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public health diseases; the deactivation of gendamily origin, disabilities
discrimination and so on.

Therefore, to answer the question addressed bg-eocnomist and a large number of
opinion-leaders, it is impossible to think aboutadandonment of the capitalist system.
This kind of thinking is ‘self-defeating’ becauséoloal markets without capitalism
would lead to a failure in the global economy caht&Vithout global rules we get to
social and economic inequalities. Rather than ti@gic end, we have to think that the
recent financial crisis, social chaos and envirom@ae destruction caused by the
capitalist system have revealed a new way of thioplkibout market economy and new
forms of capitalism driven by health, energy, faomtl communication. These drivers
are an interconnected system of several long-tarsmbss areas, which can revitalize
the economy with very high-expected profits.

Figure 1: Global Capitalism. Basic Drivers

HEALTH

SN

FOOD

ENERGY

COMMUNICATION

Source: Brondoni Silvio M., 2014, p. 22.
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2. Global Markets, Market-Driven Management and Netvork
Organisation

Globalisation shows how time and space are notngigetors but rather competitive
ones. This forces corporations to adopt a new catpcstrategy callecharket-driven
managementdominated by continuous and direct benchmarkirt sompetitors and
by competitive customer value. Market-driven mamaget is a long-term approach that
helps firms pursuing their businesses in global epein markets according to logic of

market-space competitiandtime-based competitioand leveragingntangible assets

2.1 Global Managerial Economics from Production Mangement to
Market-Driven Management

Global managerial economics refer to the intensitgompetition which comes from
network relation logic and global competitive stgit alliances. The relation between

demand (D) and supply (S) describes the differentpetitive dynamics.

2.1.1 Scarcity Economies and Production Management

Scarcity economiegD>S) refers to a market condition in which supplgd an
insufficient manufacturing capacity cannot satidfeedemand who has simple and well
known needs and expresses a significant potentmlkeh Companies determine
quantity and price so that everything produced okl gproduction management
Therefore, it is easy to understand that demand Hmmogeneous and recurring
purchasing behaviours and that competition is acepamong products that satisfy the
same need with the same features in terms of mht@mponents. In such situations,

innovations are extremely rare and weak.

o World diamond market is represented by diamondnygimind trade in
rough diamonds. World diamond mining is concenttate9 countries that
have a share of 99% of global production. Russiais®ana and the
Democratic Republic of Congo (DRC), the world’'sglest producers of
natural diamonds account for 59% of global diamomebduction. The
leader of global diamond mining industry is ALRO&#%oup, which
accounts for 97% of the total diamond productiotha Russian Federation
in physical terms. ALROSA Group is followed by DmerB, Rio Tinto,

15



Dominion Diamond, Petra Diamond. They are engageadnining in the
main diamond-producing countries where the majoimary deposits
account more than 55% of the global diamond prodactMany of the
deposits since have been developed for a long traee been shifted to
underground mining due to their limited life cyc{20-20 years). The
remaining production is developed by small comparaed prospectors
located in Zimbabwe and DRC. According to theirilatites, diamonds
from deposits can be divided into: gem quality (#bd0% of the global
production and used in diamond jewellery productiand industrial grade
diamonds (used for industrial purposes manufactofredrills, saws, and
abrasive powders). Gem quality rough diamonds aré&esd by size, colour,
quality and shape, and then are sold to buyersomf@rmity with the sales
policy adopted in a rough diamond production compdotswana, Russia,
and Canada are leaders in rough diamond produc{r0% of the world’s
total). Depending on the quality of the mined rowtiimonds, the current
state of the market and adopted marketing polioynmanies use different
approaches to diamond sales: sights, tenders, @ostispot transactions
and long-term contracts. The world’s largest traglicentres are Belgium,
the UAE, the USA, Hong Kong, India, and Israel. uxalt rough diamonds
are sold from mines and then arrive at cutting gmalishing plants to
become polished diamonds that will be used in jewel making.

(see ALROSA group corporate website)

2.1.2 Marketing Management in balanced Economies

Balanced marketsproper of United Stated in the 60’s, are charzsd by the
equilibrium between demand and supply8). Demand starts to have more complex
needs that must be satisfied, not only with tamgilelatures but also with intangibles
ones, especially linked to product such as preparstl sales services, brand and design.
As differentiated outputs offered by a plurality 6fms satisfy a wide range of
consumers reacting in different ways to market glinmarketing is exploited at its top
to efficiently and effectively catch the segmermatprocessniarketing management

Companies focused on customers and sales, disaggrdgmand into distinct stable,
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accessible and measurable sets, so that each ggonpmogeneous internally and
heterogeneous externdfly Therefore, in this particular dynamic of markeathere

innovation are controlled and the same product with same basic function matches
customer needs, the total amount of productiomisampletely sold and we assist to a

non-price competition in which companies try tocbabrand or store loyalty.

o Beer industry provides a good example of marketvimch there’s
equilibrium between demand and supply. Beer isygpk& product made of
water, barley, hops and yeast. Production processade up of 5 steps: 1)
Malting referring to harvesting, heating, drying cthen cracking barley;
2) Mashing barley with sugar; 3) Boiling the prewgomash with hops;
4)Fermentation with sugar and yeast to produce faddoand COZ2;
5)Bottling and Aging. Beer industry faces a noalcgl consumer so that
strong loyalty policies have to be put in placetsure sales. Even if global
consume of traditional beer is 28 litres per camtyear, we observe a shift
in consumer preferences both in the emerging msykboth in the
developed countries especially for lighter and tleal beer that nowadays
account for ~40% of total sales. This will also W&l in appealing to
Generations Y and Z. During the recent years bésyrgrs have established
copious strategic alliances that have reshaped dbmpetitive landscape
reorganising the industry and have strengthened thig players.
Particularly supply chain M&A have been set up,hbbbrizontally to fix
price purchasing of commodities derivatives, andtiealy through
forward-buying to minimize value-at-risk. Innovativdevelopments are
limited and concentrated in new product formatseesgly in packaging,
that account for 28% of total costs. The big fouevier are ABinBev (the
leading global player), Carlsberg, Heineken and SAr that all together

have 50% of consumed beer. They clearly underdio®deys to success:

15 Cf. Corniani Margherita, 2002. ‘The former requirent is met by identifying segments for which size
and expected purchases can be assessed quadtitativadvance. The sales potential can thus be
assessed quantitatively and dynamic growth ovee timy be predicted. Measurability also requires the
segment to be large enough to justify the investn@@med at attracting such a group of potential
customers through specific marketing actions. baste@ccessibility requires that an identified segiie
reachable by specific marketing action. A segmieat tannot be reached is inaccessible, with a coynpa
not being able to make the peculiarities of iteoffg known to members of the segment, and thusatan
succeed in stimulating a purchasing reaction’.
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implementation of innovative marketing strategebuild brand in order to
have a variety and a bigger portfolio of products face non-loyalty
behaviours; strong relationships with distributorgntrol and reduction of

manufacturing costs (15% of total amount of breweosts).

2.1.3 Market-Driven Management and Over-Supply

On the contrary, over-supplied markets (D<S) aréndd by a structural excess in
manufacturing capacity exploited by digitalisati@o, that a part of produced outputs
not only will be unsold but even will never be soRroducts are rapidly imitated;
technological progress accelerates innovation audedses prices. Companies have to
face a very voluble and disloyal demand. In themapetitive conditions, globalisation
explodes space and time as competitive fattarsd imposes firms to adopt an outside-
in strategy harket-driven managemgntMarket-driven management philosophy faces
hyper-competition focusing on competitive customaue’’ and continuous and critical
benchmarking with competitors. It leads to long¥teprofits enhancing the role of
intangible assets in product differentiation andpimg to identify demand bubbles.
Demand bubbles are temporary and unstable groupsstdmers arose from a specific
stimulus of a company referring to a particularedff Shelf-policies are pursued to
maximise profitability of the physical and/or vidiupresence of specific items because
customer choices are focused on different produlasses with different uses: it is quite
simple to understand: just think what happens taofals when we have to choose
whether to buy a pair of jeans or a pair of surggas So, market-driven management
requires to all corporate functions to be awarenafkets and competitors to act before

and better than them.

o Amazon.com, Inc. is the world largest online retalbased in Seattle,
USA. Symbol of the dot-com bubble of the ‘90s, tatgm e-commerce
activity as an online bookstore, arriving to selmade range of products
such as DVDs, music CDs, software, video gamesiretec products,
clothing, furniture, food, toys and more. Amazomis kapanded its sites in

'8 See paragraph 3 to deepen market-space competitibtime-base competition.
17 Cf. Riboldazzi Sabina, 2005 and paragraph 3.fisfdhapter.
'8 See Corniani Margherita, 2002, cit.
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Canada, United Kingdom, Germany, Australia, Frantaly, Spain, China,
Brazil, Mexico, Japan and India and ships its prouvorldwide. In order
to compete in over-supplied and saturated marlfgtsazon creates demand
bubbles, assuming that if two customers buyingstimee item can have the
same needs and similar views on another. By imitinstomers to visit its
virtual shelves and facilitating them in researahcollects and combines
information on purchasing patterns to take suggestiand personalised
advices through the words ‘Customers who bouglstitem also bought...".
This strategy of inventory aggregation permits &l&ader in costs and to
better respond to fluctuation in demand with lowarel of stock. In fact,
Amazon keeps high-demand items in stock, wherelsgyg low-demand

goods from distributors in response to a custonmden

Sales and manufacturing in global saturated madetaffected by multi-dimensional
spaces and time-based competition. In such conyeetiontext, the logic is ‘First
Business, Second Community’, so that goods are faetumed only when the network
knows the level of customer demand and satisfactiime presence of multiple

competitors in the market, imposes the adoptiom r@pid decision making process.

Space is a competitive factor that is modified io;m$ and governments’ actions and

reactions.

o European Union offers a perfect example. With thanalonment of
physical bonds in favour of administrative ones awith the increasing
number of member States, the European GDP goes diwim the level of

economic, monetary and political integration incsea.

Space is also a dynamic and unstable factor dutheiocontinuous innovation in
supply, and the continuous changes in demand &=atur global saturated markets, due
to the simultaneous presence of different compstitivaditional competition, focused
on quantitative development in term of sales exjpansased on a specific product in a
specific area, is replaced by the competitive seafenatching customer satisfaction. In
this context we assist at an overturning hierarbleyween manufacturing, so that

products are manufactured only when the amount ustommer and the relative

19



satisfaction is known according to Rirst Community, Second Busine&sgic. This

allows overcoming partial competitive advantageslitain total ones connected to the
establishment of competitive strategic alliancdse achievement of multi-dimensional
spaces of competition determined by business &ttemess highlights the importance

of short decision-making process in business devedmnt.

Like space, time is also a critical competitivetéachat arises from action-reaction
processes of firms operating in the market. It l'eachmark that defines the strategic
behaviour of a company in responding immediatelycastomer needs ‘before and
better than competitorS’ This is calledime-based competitioTime is the tool that
can give a company the possibility to obtain sustiie and defendable competitive
advantage. In particulatime compressiomefers to eliminate wastes in thiene-to-
market process, so that it is reducing the amount of tineeessary to corporate
processes to generate an output and subsequenuttat into the market. This
highlights the evaluation of timeirhe valu¢ in the market policy development cycle
linked to the analysis and use of information toase the correct network action time
in the market-space management. The temporal diorensbliges companies to
reinterpret their own structures and processeslation to competitors with the aim of
increasing demand dynamics to manage demand bubbdegr-supplied marketsifhe

duration).

3. Networks’ Growth and Competitive Strategic Alliances

Since the ‘80s, globalisation has changed firmsyufecturing system and products.
Indeed, many businesses have become global anfdgheutcome of globalisation in
terms of product and processes is its standardisatNe have seen in the previous
paragraph how global markets emphasise market-spacgpetition and time-based
competition. Market-driven management emphasisditgiuhensional spaces in which
competitors of different natures lead to coordinpégtial competitive advantages in
product, marketing, R&D and so on, with those of&wimensions connected to the
establishment of competitive strategic alliancestoday context of hyper-competition
and extreme economic, socio-political and techniokdginstability, we assist to a

structural change in network competition: no firmncnow rely only on its own

19 See Rancati Elisa, 2005, cit.

20



resources, knowledge and sKifls‘Network perspectives build on the general notion
that economic actions are influenced by the samaltext in which they are embedded
and that actions can be influenced by the positibactors in the networks’. What is
required is the sharing of resources, knowledge skills through alliances and
relationships of mutual collaboration to exploitethmarket instability and reach
synergies. The global capitalism introduced indeedew dimension of worldwide
competition with complex dimensional growth deve&ldpand based on collaborative
networks through strategic agreements in the fofrequity alliances or non-equity

allianceé>

In the product globalisation phase, American andopean firms massively used
M&A deals to create large global firms to survivengetition and to expand
international operation. Firms manufacture theiodorct in step with networking,
outsourcing and time-based competition logics. Guitias, resources and knowledge

readily outsourceable from global networks becoasly usable in space and tifie

Global markets also push companies to reach ovee stbpong economies of scale
(size, sharing...). Economies of scale act as bodstdurther globalisation, providing
advantages to companies which are able to levdahagebroad geographical presence
to create even more economies of scale, or to camgit their size and geographic

coverage through merger and acquisftfon

So, in a matured market, when a company reachegairclevel of growth and wants
to continue in its development and in competitiadue creation, it seeks to reach its
objectives outside the core business: two roadsaseslable or to concentrate or
diversify (see Figure 2). Both strategies can beeazh out internally or externally; the
discriminant is in the availability of resourcesdastompetencies but also in the level of

the demand of the origin industry.

0 See Brondoni Silvio M., 2014, cit.

%l See Gulati Ranjay, 1998, p.295, cit.

22 cf. Brondoni Silvio M. 2014, 2012b, 2012c.
3 See Brondoni Silvio M., 2014, p.15, cit.

24 See Canegrati Tino, 2009, cit.
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Figure 2: Development Strategies

Growth Internal or external
Strategies development

Concentration Diversification

Horizontal Vertical Conglomerate Concentric
Integration Integration Diversification Diversification

Source: Author’s graphic design.

Concentration is a strategic approach in which sirtass focuses its resources on a
single market or product. This allows the companyirivest more resources in
production and marketing in that one area, butiesathe risk of significant losses in the
event of a drop in demand or increase in the lef’ebmpetition. A firm can decide to
integrate activities horizontally or vertically. \&th vertically is the way, the company
moves from upstream (backward integration) to ddmeasn activities (forward
integration) along the supply chain to ensure ihaer@ng of raw materials and semi-
finished products or to enforce the relationshithveustomers to support sales. When a
company extends its activities to other geograpiackets or holds any kind of alliance
with its competitors who are at the same levehefdupply chain, it is called horizontal

or lateral integration.

Market diversification, instead, is a strategy ungkich a firm enters an industry or
market different from its core business; it allawseduce risk of relying on only one or
few income sources, to avoid cyclical or seasohaidations by producing goods or
services with different demand cycles, to achievegher growth rate, and to counter a
competitor by invading the competitor's core indusbr market. Conglomerate

diversification is a type of diversification whesel firm enters an entirely different
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market that has little or no synergy with its cdyasiness or technology, while
concentric diversification is a type of diversifima in which a company acquires or
develops new products or services, closely relaidgts core business or technology, to

enter one or more new markets.

All these activities can be reached with global petiive alliances. Global
competitive strategic alliances are a product obglisation process and can be defined
as ‘voluntary arrangements between firms involviagchange, sharing, or co-
development of products, technologies, or servi€hsy can occur as a result of a wide
range of motives and goals, take a variety of forared occur across vertical and
horizontal boundarie®®. Why do firms pursue alliances? Companies undertaw
activities both to access new profits pools (asgitarm growth outside the core
industry or diversify risk and exposure in the cbusiness), and to strengthen their core
business (assure competitive advantage, gap tkarlaskills and capabilities, acquire

assets to leverage in the core business) anddafiart-term growth sources.

3.1 Competitive Strategic Alliances: a brief Literdure Review

The existing literature on competitive-strategiltaakes is based on transaction costs
theory by Coase and Williamson later, or on reseurased view (RBV) by Penrose.

Recently market-driven management scholars haveedtt study alliances.

We can agree that literature shows that there lameetcommon themes across
research: 1) the unit of analysis, both the firnd afliance/portfolio alliance; 2) the
formation/governance and the performance of thiarae; 3) the factors that impel
firms to enter alliances. Gulati propose to studhatvabove in a double perspective, the

dyadic one and the network Sfie

In 1988, studying joint ventures, Kogut highlightddtee main motivations to the
formation of alliances: 1) transaction costs rasgltrom small numbers bargaining, 2)
strategic behaviour to try to enhance their conipetpositioning or market power; 3)

acquisition of critical knowledge or learning anatliirm's knowledge. Some years later

%5 See Gulati Ranjay, 1998, cit p. 293.
%6 Cf. Gulati Ranjay, 1998.
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in 1991, he suggested that alliances occur to ekpad to explore uncertaifity Other
empirical studies by Pate and Berg and Friedmaludecthe enhancement of market
power and increase of efficiency among the motifcesties®, while some industry-
level scholars, such as Harrigan, Shan, Buegeal, Eisenhardt and Schoonhoven,
Porteret al, include the extent of competition, the stage efalopment of the market,
and the uncertainty of demand and compefitioBther studies carried out by Harrigan
et al. have been based on a cost-benefit framework sdlyatgoecause of the strategic
and technological nature of costs and benefits frhances, an alliance will be

established only when the benefits exceed the ¥osts

At the firm level, the proclivity of firms to enteaalliances has been showed both
though the role of resource contingencies, botloudpn firms' attributes (size, age,
competitive position, product diversity, and fineicesourcesy.

According to transaction costs theory, ‘firms eimgralliances face considerable
moral hazard concerns because of the unpredidiabflithe behaviour of partners and
the likely costs to a firm from opportunistic befmw by a partnef”. Several recent
studies have explored the need of information abwaiteliability of partners and their
behaviout® and the importance of social embeddedness orothefion of alliances by
firms showing that previously allied firms are likéo engage in further alliancésand

are more linked to referrals.

o ‘The formation of dyadic ties between particulamigr has also been
studied in vertical alliances between buyers andpsars. For instance,
scholars have examined the extent to which Japares®motive
assemblers recreate their relationships in Japarthieir North American

operations. The evidence suggests that in addtboan array of strategic

2" Cf. Kogut Bruce, 1988 and 1991.

8 Cf. Pate J.L.1969, Berg Sandford V. and Friedmiaifig? 1978.

29 Cf. Harrigan Kathryn Rudie, 1988; Shan Weijan, @:3Burgers Willem P., Hill Charles W. L. and Kim
W. Chan, 1993; Eisenhardt Kathleen M. and Schooahd¥laudia Bird 1996; Porter Michael E. and
Fuller Mark B, 1986.

% Harrigan Kathryn Rudie, 1985; Contractor Farolntl Lorange Peter 1988.

3L Cf. Eisenhardt and Schoonhoven 1996, Shan Weij@@0, Burgers et al., 1993; Shan Weijan, Walker
Gordon and Kogut Bruce, 1992.

% See Gulati Ranjay, 1998, cit.

%3 Cf. Bleeke Joel and David Ernst, 1991.

% Cf. Kogut Bruce, Shan Weijan, and GordonWalke82LSGulati Ranjay, 1995 and 1998.
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factors associated with the characteristics of theyer and supplier, an
important consideration in the recreation of tieasmhe history of prior
engagements in which these firms are embedded.|oftger the prior
history between two firms, the more likely theyenterrecreate these ties in
North America. This suggests that the embeddeddgsns influences the
creation of vertical alliances between firrts

Many studies driven by resource-based view, focughe choice and the availability
of an appropriate partner with whom ally: theirdiirsuggestion is that an organisation
started competitive-strategic relationships wittosth firms with whom share the
greatest interdependence, in other words with tterpial partner that has resources
(i.e. regulatory approval or access to new teclgie&) or capabilities (i.e. such as
production, marketing, distribution, etc.) it doégrosses®. Other researches propose
the lack and the need of complementary resourcasiaser of strategic relationshifs
Some recent studies have broaden the allianceopiortfliversity construcf that
includes partner, functional, and governance ditye@guing that alliance portfolios
with a) greater organisational and b) functionaledsity and c) lower governance
diversity were related to higher firm performaficehile industry diversity had a U-
shaped relationship with firm performafiteAccording to this idea, networks should
manage an alliance portfolio trying to maximiseorgse and learning benefits by
collaborating with a variety of organisations inrieas value chain activities while

minimising managerial costs through a focused sgbwernance structures.

% See Gulati Ranjay, 1998, p.301, cit.

% Cf. Levine Sol and White Paul E, 1961.

37 Cf. Richardson George B., 1972; Berg Sandfordnd. Eriedman Philip, 1980.

3 Cf. Jiang Ruihua J., Tao Qingjiu T. and Santorehdel D., 2010.

%9 Cf. Kogut Bruce 1988; Eisenhardt Kathleen M. astic®nhoven Claudia Bird, 1996; Stuart Toby E.,
2000; Jiang Ruihua J., Tao Qingjiu T. and Santorohiskel D., 2010. The studies revealed that incbase
diversity in partners’ industry, organizationaldamational background will incur added complexitda
coordination costs but it will provide broadeneda@rce and learning benefits. Increased functional
diversity results in a more balanced portfolio gpleration and exploitation activities that exparbe
firm’s knowledge base while increased governaneerdity inhibits learning and routine building.

40 Cf. Jiang Ruihua J., Tao Qingjiu T. and Santorehéel D., 2010.
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3.2 Competitive Strategic Alliances Types: which Quracts Do Firms Use
to Formalise the Alliances?

As we said before, the new competitive landscaps tlaanged the role of
collaboration among firms enhancing more intertwinelations and competitive
strategic alliances. In hyper-competition, cooperahelps to contain excess of supply
and surf the wave of technological convergencehamlid sector development even in
the more traditional industry as the automdtiv&he formal contractual structures used
to organise the partnerships are called the gomematructure; many studies on the
governance have been conducted in the transaaisirapproach, treating each alliance
as independent from a more extended context, hawewee related to the transaction
costs associated with a particular activity, rattitemn to a continuous exchange and
adjustment process. According to Gulati, firms decihe contractual forms for their
alliances on the basis: 1) of the activities theglude and the related appropriation
concepts they anticipate at the beginning; 2) afrmlliances in which the partners may
be embedded; 3) of coordination costs that wilsbstained; 4) of the economic context
and the competitive dynamf&sin which they act. Competitive-strategic relatioips

can be distinguished between:

1. Equity Alliances
2. Non-Equity Alliances

Unlike in equity alliance, firms in non-equity onés not form a new entity to further
their aims but collaborate while remaining apartd adistinct. The following

classification is based on market-driven managers&mol and Brondoni.

Equity alliances international joint ventures, equity participationand
merger&acquisitions consider that the parties share capital. Equigytigipation
provides that a company owns shares in other finr@mugh which it exercises forms of
control and influence, while international jointntare is an alliance involving capital

injections by two or more subjects from which anafies a third company whose

“See chapter 2o exploit the development of hybrid sector, tedbgiwal convergence and new
competitors entrance in the automotive industry.
“2 See paragraph 3.3 to deepen competitive-strasdigioces theme in global managerial economics.
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purposes are the entry into foreign markets, the ol symmetrical skills, skills

development and asymmetrical creation of new skills

o China is expected to become the largest food anerbge market
globally within the next five years, driven both thg growth of a middle
class consumer base in large cities and an increassire for a wide range
of packaged and branded foods. So to capture tlowtty in 2012, Kellogg
Company and Wilmar International Limited announcedifty-fifty joint
venture for the manufacture, sale and distributmincereal, wholesome
shacks and savoury snacks, headquartered in Shakigénar, with the
wholly-owned subsidiary in China, Yihai Kerry Intrasents Co., Ltd,
contributed to infrastructure, supply chain scaé extensive sales and
distribution network in China, as well as local Gaimarket expertise to the
joint venture. Kellogg will contribute a portfoliof globally recognised
brands and products, as Kellogg's and Pringle bsan@logether, Kellogg
and Wilmar will leverage this complementary exmertito maximise
marketing and manufacturing synergies (See Kelldggwpany Corporate
Website).

Non-equity alliances are less stable than equityspiecause they are based on a
project rather than sharing capital. Example of -aquoity alliances areco-
production/co-makershjgesearch and development partnershipstsourcing, supply
chain partnershipcooperative marketindicensing (licencingand finallyfranchising

When two or more firms undertake to carry alongegain product we speak of co-
makership. It reaches a final product with moretuess (minimisation of costs or
differentiation) if the participants are speciatise one or more stages of the production

process.

o The world is full of agreements of co-productiomany are in the
automotive world. Take for example Mazda at the tohthe beginning of
disinvestments by Ford with the Mullaly era. Theadyral divestment
brought freedom of action to the Japanese branthiaeturn has revealed

new production choices and trade agreements: aetiteof May 2012 Fiat
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and Mazda have signed an agreement for the pragluati Japan of a new
roadster with the Alfa Romeo brand, heir of thedamduet of ‘Il laureato’
designed by Giugiaro and Pininfarina. The new twater rear-drive model
would share the basic platform with the Mazda MX4%e agreement called
MoU (Memorandum of Understanding) was revised ih42@®n the behest
of Marchionne, who decided that branded Alfa Romesos would be
produced only in Italy, replacing, in fact, in tlagreement, the Fiat brand
to the Alfa Romeo one. Fiat 124 Spider and MazdaSviate the two
models result of the collaboration between the ¢aporations, so similar
but so different as to be in tune with the ‘stahat each brand has behind
(see FCA and Mazda Corporate Website).

In R&D partnership partners contribute funds to pay certain research and
development of new products and services and ms@micosts or contribute
technologies and skills to achieve more quickly tésult. The sharing of experience
also allows firms to access to sophisticated coemmees among different industries
reducing time-to-market and costs.

o In 2014Apple e IBM have created and announced a globaineaship
‘IBM MobileFirst for iOS’ to transform the ‘Enterpge Mobility’. The
agreement aims to put into the market an offer w$iess apps that
combine the analytics and big data capabilities IBM and the user
experience of iPhone and iPad (new business sakitior industry, cloud
service, AppleCare service and support, bundle fBiVactivation, delivery

and management of device)

Outsourcing is the contracting or subcontractingaficore activities to free up cash,
personnel, time, and facilities for activities irhish a company holds competitive
advantage. Companies having strengths in othes aneg contract out some aspects of
their businesses to concentrate on what they dodmesthus reduce average unit cost.
Global firms have reoriented their competitive t&gies concentrating capabilities in

specific areas and outsourcing others.
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o The manufacturing processes of Apple and othetrelgics companies
are almost completely outsourced. Apple producesdévices in China,
through Foxconn. The reasons Apple makes iPhondsiRads in China
are: 1) money savings. Manufacturing an iPhone ihin@ costs $8.
Manufacturing it the United States would cost ab&66 more than in
China, so this additional amount would dent thefpprdpple makes on each
device; 2) logistic challenges. Most of the compsef iPhones and iPads
are manufactured in China, so assembling the phawesy would create
huge logistical challenges reducing flexibility anlde ability to switch
easily from one component supplier or manufacttwesinother; 3) China's
factories and workforce. Factories are now far lBgghan those in the
United States; they can hire and fire tens of tlamals of workers overnight.
The workforce is much hungrier and more frugal asdo lives into
factories so that they can be pressed into seraice@a moment's notice
changing production practices and speeds extremabydly. The large
number of qualified engineers doesn’t cost too mi@de Apple Corporate
Website).

Supply-chain partnerships refer to long period treteships between manufacturers
and selected suppliers who deliver goods, sensHed or raw materials on time and at
a specific quality. These types of agreements #ietlg connected to stock and

inventories management in time-based competitigitlo

o Dell Computers adopted its model of collaborativep@y chain
relationships in 1995. The ‘Dell Direct Model’ borinom a just-in-time
(JIT) inventory basis, included a high velocitywlgost distribution system
with direct customer relationships and build-to-erdmanufacturing By
instituting collaborative supplier relationshipsn{egrated supplier and
distribution networks), Dell Computers has beereabl achieve significant
cost savings and maintain a competitive advantager competitors for
several years. Dell reduced its supplier compariresn 204 to 47 who
warehoused their components only 15 minutes framDll factory. This

JIT inventory system: 1) decreased inventory casts led to a 6% profit
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advantage in components; 2) reduced inventory f&mo 13 days well
ahead of the industry average at the time of 7200 days; 3) customised
products to customers’ exact specifications, aégigbroduction levels to
meet demand and finished product ready for shipjusiht36 hours after an

order was placed (See Dell Corporate Website).

When the volumes of sell are limited, cooperativarkating permits companies to
penetrate new market without making direct investistetherefore, different firms
(even form different countries) promote or sell leather's products with their own
(often realised with complementary products) inpac#fic market and for a specific

period of time.

o Co-marketing alliances have become an integral paithe way global
pharmaceutical companies do business in a hypeipetitive environment.
Almost all major pharmaceutical companies have bha@rested in and the

number of co-marketing and co-promotion agreemeassincreased.

The single most successful deal was that of Zangatidine) for Glaxo
(now GlaxoSmith-Kline) and Roche in the 1980s; #fieances pushed
Glaxo from nowhere to number 2 in the U.S. in oeeade, rescued Roche
from oblivion caused by the patent expiration @izépam (Valium).

Another example is the alliances between Monsabéar{e) and Pfizer
for Celebex (celecoxib). Searle, which didn’'t h#ve necessary U.S. sales
force to maximise the sales potential to fight agaiMerck and its Vioxx,
decided to cooperate with Pfizer, who have onaéefldrgest sales forces in

the world, and received a total upfront paymer$&6 million.

A recent agreement was the one signed in 1999 batWwharmacia &
Upjohn (now part of Pfizer) and Janssen Pharmacailgi to co-promote
Pharmacia’s antidepressant Vestra in the U.S. Jamgsomoted the drug
to psychiatrists, whereas Pharmacia & Upjohn proeabit to primary care

physicians. The benefits of the deal were mainly. th) more patients
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would gain access to a beneficial product; 2) bpéntners would generate
additional revenues and enhance shareholder Vlue

Licensing is a written contract under which the ewwnf a copyright, know how,
patent, service mark, trademark, or other inteligicproperty, allows a licensee to use,
make, or sell copies of the original. These typeagreements could arise risks where
the licensee becomes a competitor through trademaark technologies imitation
processes: so that, licensing usually limit thepscor field of the licensee, and specify
whether the license is exclusive or non-exclusarej whether the licensee will pay

royalties or some other consideration in exchange.

o For Coca Cola, licensing started for brand protecti against other
companies launching cola branded products in otleategories. The
company has more than 500 beverage brands, ingjudié billion-dollar
brands, among them Diet Coke, Fanta, Sprite, CookQero, Powerade
and Minute Maid: it is quietly clear to understafmbw more than 500
million Coca-Cola brand products are now purchasethually thanks to
the contribution of strong partnerships and geodriap expansion.
Drinkware and accessories, such as coasters antlebapeners, and table
top products only account for about 15% of the canys licensing
business, while apparel and accessories accoun6$86 (See Coca Cola

Company Corporate Website).

Franchising is an arrangement where the franclysarts the franchisee the right to
use its trademark or trade-name as well as cebiasmess systems and processes, to
produce and sell goods or services according ttaicesspecifications. While the
franchiser gains rapid expansion of business angirggs at minimum capital outlay,
the franchisee usually pays a one-time franchisepfas a percentage of sales revenue
as royalty, and gains immediate name recognitioed tand tested products, standard
building design and décor, detailed techniquesuiming and promoting the business,

training of employees, on-going help in promotimgl aipgrading of the products.

43 Cf. Adrian J. Carter, 2007.
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o The most popular examples of franchising agreemamgsn the fast-

food industry and in tourism.

80% of McDonald’s restaurants chain is based onndtasing. The
average cost to open a McDonald’s restaurant (ketclequipment, furniture
for indoor and outdoor, decorations and signs) iboat 800.000€
(excluding VAT), plus an initial fee of 45,000€ dleding VAT). The
franchising agreement usually lasts 20 years andeothe restaurant is
open, the franchisee will pay a percentage of raéss of McDonald's
restaurant, exclusive of VAT: a monthly rent aseacpntage of net sales;
royalties accounting of 5% of net sales; nationdV@rtising for 4% of net
sales, payable to the consortium comprising alMaDonald's franchisee
(See McDonald’s Corporate Italy Website).

Hilton is part of the portfolio of brands at Hiltoworldwide, which has
hotels in more than 90 countries. Other Hilton Vdaride brands include
Waldorf Astoria Hotels & Resorts, Conrad Hotels &derts, DoubleTree
by Hilton, Embassy Suites by Hilton, Hampton byddil Hilton Garden
Inn, Homewood Suites by Hilton, Home2 Suites byoHlil Curio - A
Collection by Hilton, Canopy by Hilton and Hiltonr&hd Vacations. To
open a structure the initial investment requiredaisout $55,999,500 -
$97,117,875 plus an initial franchise fee accoumtfor $95,000. The on-
going royalty fee is 5% and the ad royalty feebswa 4%. To ease credit,
Hilton Hotels and Resorts has relationships witlid#party sources which
offer financing to cover franchise fee, start-upstso equipment, inventory,

accounts receivable, payroll (See Hilton Corporétebsite).

3.3 Competitive Strategic Alliances and Global Mangerial Economics

In global markets, time takes on critical importamot only in relation to the times of
action and reaction of competition, but also fog theasurement of the value of the
relationship duration both in terms of relevancetioé activities involved in the
individual business ties, and in terms of the feagty of activation of relations and the

degree of information sharing between stakehold€he network structure of the
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business requires the ability to manage a compielxvéal system of relationships: the
global markets businesses develop different relatidepending on the competitive

environment in which they operate.

In scarcity supply conditions, competitive strategiliances have great relevance to
precisely control the amount of product that is patthe market and ensure focus on
the consumption of certain categories of goods uffinoto the national economic
systems-level agreements. In global markets argtamcity supply conditions players
manage stable alliances to control the differeagjest of the supply chain, to maintain
the competitive status quo of the system (stabieathel) but also the status quo of the
relationship among competitors (cartel policiestlod quantities offered and of the

shares of different companies).

o During its life, Shell tried to diversify its aciiies, moving towards
industries far from oil, gas and chemical: for exaenit invested in nuclear
energy (through a short but expansive joint ventwith Gulf Oil in the
United States), in coal (Shell Coal had been lcgmgatactive in coal market
with mines and sales), in metals (Shell boughtQb&h Billiton Company
in 1970) and also in energy generation (through cantrventure with
Bechtel called Intergen). Anyway, none of thesadisucceeded and all of
them were deactivated. In recent years, Shell rebea in alternative
energies with investments in solar, wind and hydrogower. In 2001, Shell
launched, in Italy before and later in the resttbé world, the V-Power

gasoline with 100 octanes (See Shell Corporate Wégbs

There again, in controlled competition economietationships with customers are
less stable and begin to be more articulated: fieims to maintain the advantage
positions they reached developing public relatidasigned to competitive control of
competitors. However, to maintain the stability@fations with competitors, companies
must invest in relation with trade, the intermeeli@memand. The relationship with

distribution channels allows containing marketigenses and investments.

o Trade marketing is a large part of British Americdimbacco BAT

activity, managing business-to-business relatigoshvith the retailers who
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sell their products. BAT has around 20,000 tradekatng and distribution
employees globally, who work with retailers and elep mutually
beneficial partnership. The aim of global, regionahd local trade
partnership, both with largest retail corporatior@d small independent
shop owners, is to operate in the most efficierd affective way so that
retailers can offer the products consumers wanbug, where they want
them, when they want them, at the right qualiticgpand quantity. The BAT
approach is based on good mutual understandingasch eother’s global
strategies and on to identify potential areas afjanent and cooperation
(i.e. insight into consumer preferences, buyingavedur in the tobacco

category) (See British American Tobacco Corporasb¥ite).

Finally in excess of supply dynamics characteribgchyper-competition of global
markets, relations triggered with other firm are Key to success. To manage the strong
dynamism of markets, companies establish corpdeatd- relationships through
research and development partnerships of compstimrstomers and suppliers to
control the processes of innovation, productioneagrents to share production
processes in whole or in part and achieve econoofissale, logistics partnership to
contain costs of transfer of goods in terms of suppd delivery. Networks are thus

faced with managing global markets through a pbatfof alliances.

o Air France relies on collective strategies to deyeits network. Air
France’s natural markets are France and Europe;yteant to be leaders
on the routes between France and the rest of thedwdVhen there is
enough demand on a given route, Air France operalese, otherwise they
implement a code-share agreement in which airlinés Aallowed to sell
seats and to place its code on airlinis Bights. Code-share agreements can
clearly be regarded as strategic alliances desigtweexpand the network or

address over-capacity issiés

44 Cf. Chiambaretto Paul and Fernandez Anne-SopBik6.2
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3.4 Creating Competitive Customer Value through Cometitive Strategic
Alliances

It is important to underline that alliances are ooly about cost minimisation but also
about joint value maximisation: competitive-strateglliances are a way to potentially
secure competitive advantage; in fact being paralbénce allows a firm both to
establish its presence worldwide and to gain actessaccessible national markets in

which operate experiences.

From the perspective of the RBV, firms have a snalde competitive advantage and
achieve superior performance when they possesschk sf valuable, rare, imperfectly
imitable, and non-substitutable resources (nonafl@eand internally accumulated).
The extant RBV-alliance literature has identifiedsaurce supplementarity and
complementarity between alliance partners as irapbexplanatory factors for alliance
formation but also for value creatiSnSupplementary partner resources are essentially
identical resources in the same product or geographarket domain, while
complementary partner resources are related terdiit and non-overlapping resources,
assets, products and markets. Recent researchesals exploited thasynergistic
combinations of network resources and its subability are critical determinants in
determining value creation in alliance portfoliddore, RBV scholars argued that
benefits created by a resource combination enalflemato reduce its costs and/or
enhance its revenues (improving its operationaicieficy and creating additional
product and service offerings). In particular, RBsholars underlined the role of: 1) the
opportunity to leverage supplementary or compleargnhetwork resources to create
more value than the one generated by an individli@nce level; 2) the conditions
under which alliance portfolio can exploit resoustgplementarity/complementarity to
enhance benefits; 3) the mechanism of substititialwf resource combinations in

increasing the costs and thus reducing the ovaltelhce portfolio value.

According to the Market-driven management view,open and hyper-competitive
markets, products are more sophisticated thenrdiffeated by marketing policies
because of more frequent non-loyal purchasing bebes: Non-loyalty underlines the

importance of intangible asset and in particulartited network information system

“5 See Ulrich Wassmer and Pierre Dussauge, 2011-51.56it.
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(producers, suppliers, trdfe.) in the knowledge management: information by retirk
and marketing research fill the network informatisystem and improve network
knowledge, the key to success is to learn from etamk a context of continuous
change. This aims to create a supply (product ovice that covers ‘demand
vacuum/demand bubble’ to be caught and abandortést lb@d before the competitors
(time-based competition). In order to satisfy dechand navigate over-supplied market,
it is necessary that the value perceived (diffeeebetween benefits and costs) is
evaluated in comparison with the competitors: wbgl markets, traditional competition
on sales is replaced by competitive customer vataation and competitive customer

satisfaction.

3.5 Competitive Strategic Alliances Success: aredli always winning?

In the global markets, firms constantly shake cditipe strategic alliances to share
resources and access new business to handle wiler-ogmpetition. Although
companies often partner, many alliances fail: thetberefore a paradox given the fact
that firms frequently fail to reap the anticipateehefits of most of their alliances. Many
successful alliances terminate because they anglysimntransitional arrangement that
the parents plan to terminate when their objectaresmet or when they have valuable
new information that makes viable an acquisitiomieestiture of that busine€¥sAlso,
not all ongoing alliances are necessarily succésafid some may be continuing more
out of inertia because of the high exit costs daased with dismantling it, rather than
the inherent success of the partnership. It is mapb to say that there is not a winning
formula for successful competitive-strategic alies. From a single alliance point of
view, the success could be attributed to partnelecBen (complementarity,
compatibility and commitment), to an appropriategmance and operation (flexibility
in management of the alliance, trust, regular imfation exchange, constructive
management of conflict, continuity of boundary persel responsible for the interface
between the firm and the alliance, managing paréxgectations), and third to the
ongoing activities to realise competitive customaue. The failure could be attributed

to difficulties and no flexibility and autonomy imanagement styles, differences in

“° Cf. Riboldazzi Sabina, 2005.
47 Cf. Kogut Bruce, 1991; Bleeke Joel and David Efir@91; Balakrishnan Srinivasan and Koza Mitchell
P., 1993; Brondoni Silvio M., 2010; Salvioni Damié¥., 2012.
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organisations and cultures that are not matchedusecof the lack of an essential cross-
cultural management, concentration and growth ratmsntry of origin of partners, the
presence of concurrent ties, partner asymmetry,dagendence or the duration of the
alliance, the competitive overlap between the mgastnFirms entering an alliance must
develop an appropriate function to collect and lage alliance management know-how
and skills; the process is not without costs, tinge consuming and draws on network
intangible assets. The developed alliance capabildrks as a focal point enhancing
visibility, awareness and the previous experierioen a portfolio alliance point of
view, the capability relies on skills to createed of complete, non- competitive, and
complementary alliances, to foster and maintaisttacross different alliance partners
in the portfolio, to resolve conflicts between atices, to coordinate strategies and
operations across alliances in the portfolio, tonituw the extra-additive benefits (and

costs) that arise due to interaction between diffemdividual alliances.

3.5.1 Market-Driven Winners and Outside-In Capabilties

According to Day, Market-Driven firm is a companyhiesh demonstrates to have
superior ability to understand, attract and mamtaaluable customers outperforming
competitors. In other words, market-driven orgatmses are market winners because
they sense emerging opportunities anticipating aditgys’ moves with fact-based
decisions. It allows attracting and maintaininguaddle costumers, delivering them a
superior value; by leveraging long-term market stoeents, they know how to keep
alive the relation with customers. Market oriergatenhances profitability and leads to
various benefits such as: superior cost and invastrafficiency that contributes to a
more powerful value proposition translated intocerpremium and revenue growth;
prevention of competition through the erection afitshing barriers; employee
satisfaction with consequent customer satisfactiolgre commitment and lower
turnover costs. Successful market-driven orgamieatiachieve their superior ability
through a shared knowledge base made up by infmmabllected by market and
marketing researches and competitive intelligentee knowledge base builds
relationships with customers, helps in strategyinitedn and increases the company
focus on market, competitors, demand and its neHdls. stresses the importance of
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network intangible assets, particularly of inforinat systerfi®. This underlines that
becoming market-driven is not a quickly processibtakes many years because of the
involvement of all corporate functions. The knovgedsupports three important
elements that reinforce one another and lead toesscwhen they are aligned with a

superior value proposition:

a) A strong sharecculture externally oriented, aiming to create competitive
customer value;

b) Distinctive and superior capabilitiegskills, technologies and cumulative
learning) able to read and understand the markatk@h sensing), to create
and keep relationships with customers (market irgatand to think
strategically to anticipate market changes andaemeint winning strategies;

c) A flexible and coherentonfiguration, including product design, adaptive
organisation design, the supporting systems, clsntroeasures and human
resource policies, which is the distinctive contextwhich the culture and

capabilities are embedded and activated.

In particular, market-driven organisations haves¢htypes of capabilities: a) inside-
out process capabilities; b) outside-in processaloi$ipes; c) spanning process
capabilities. Market-driven firms pay attentionastside-in capabilities that connect the
firm with the external environment and enable it dompete anticipating market
changes and building stronger relationships witmaled and suppliers. Outside-in
capabilities are distinguished by market sensingabdgities and customer linking
capabilities. Market sensing capabilities refertihe ability of a company to sense
market trend and to learn of external environméinis linked to market research,
otherwise the study of micro and macro-environnleinégads to catch both influenced
phenomena such as competition on a market and trotable ones as social,
demographic, technological, religious environmentastead, customer linking
capabilities are direct linked to marketing resbaot ‘the systematic collection and
analysis of relevant quantitative and qualitativedadand information for a specific
marketing situation that a company must face fodpct, price, place and promotfSn
Market-driven organisations are able to developabdpies in each area of marketing

“8 To deepen about information system see paragr&ph.3.
49 See Brondoni Silvio M., 2003b, p.3.
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research (product development capabilities, pricagabilities, promotion capabilities,

channel capabilities), to create and manage rektiwith demand exchanging

information about needs, problems and expectatimmsimprove retention and

satisfaction’.

3.5.2 Market-Space Competition, Cross-Cultural Mangement and
Network Intangible Assets System

‘Market-driven management emphasise the importah@oss-cultural management

strongly profit-focused both on local and globasisaThe global network managerial

economics typically exploit the following charads#ics:

a)

b)

Business network organisation. The global corporptdicy of sharing
resources normally takes place among the variog@ngsations that compose
a business network. In this structure, the globanagerial economics
develops complex relations and extends its actiuiy intangible areas
(corporate culture, corporate information systend atorporate identity)
(Corniani 2010);

Global collaborative networks. The sharing of reses by global businesses
may involve other organisations via agreementsjaimtl ventures in addition
to the various parties belonging to the same nétwbne global context of
competition has brought about profound innovationshe role of strategic
alliances between companies and the developmeotliaborative networks
between business groups. In order to compete orobalgscale, large
corporations promote various means of cooperat@apetition, especially
with selected competitors for fighting common razalhis may be via equity
alliances or non-equity alliances. (Brondoni 2003);

Network relations and the role of the States. Tloba managerial economics
reveal new problems to manage specific nationate®rand resources. As
open markets take hold, national governments tentbse some of their
prerogatives, to the extent that their transnatianghority weakens. A market
economy demands a strong State that sets and esfthe rules of the
competitive game, but globalisation also undermities role of national

%0 Cf. Arrigo Elisa, 2012a.
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governments. As a result, global capitalism favothhe development of
supranational institutions (as World Trade Orgamsa World Bank,
International Monetary Fund, etc.), which can issaasistent directives that
orient the decisional sphere of national governsygpéarticularly with regard
to environmental, food, healthcare and communioafiee. the today’s basic
drivers of global capitalism) (Brondoni 2008)’

The critical in-depth knowledge of cultural diffees in inter-organisational relations
in global contexts can reduce uncertainty due ttamiiar markets and can help in
resolving conflicts that can arise during the mamagnt of alliances. Being competitive
in a globalised environment means that no one calomger focus solely on earning
capacity and profitability, but one must also caricate on research and knowletfge
To do so, global corporations have to acquire, manand interpret information

optimally.

In over-supplied markets, the competitive behavmfua company is based on virtual
spaces of competition and intangible assets ofymtoand network. In a market-driven
management approach, network’s success depends ahility to manage the system
and product intangible assets (product design,dyrare and after-sales services) both
of network/corporate intangible assets (culturdormation system and identity). In
over-supplied markets the supremacy of networknijitdle assets faces the instability
demand and supply. As we just said before, custoteose between different product
classes with different uses with disloyal behawouMarket-space management
emphasises global economies of scale dependingltabaerative relationship and on
sharing both tangible and intangible assets intaark&ing system. ‘Global economies
of scale search for lower manufacturing costs amsypposes complex outsourcing
functions, dynamic localisation of plants, largalec marketing to tackle local
demand®. Over-supply determines the hierarchy of netwankarigible assets on

product intangible asséfs Network intangible assets can be defined as hleviand

°1 See Brondoni Silvio M., 2014, cit.

%2 Cf. Codignola Federica, 2012.

°3 See Brondoni Silvio M., 2012b and 2012c, cit.

** See Brondoni Silvio M., 2010b to deepen the therh@roduct intangible assets. Following, some
extracts of the reference. Product intangible asaet defined by product design, product brandtgqui
and pre-sales and after-sales services. Produigndissessentially related to market studies andkata
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integrated system of mutual relations among cultum®rmation system and identity:
the more they are sophisticated, the better theyraanaged, the more a firm will have

success (see Figure 3).

Figure 3: Corporate Networking and Intangible Asses System

CULTURE
Cross Cultural Management

COMMUNICATION INFORMATION SYSTEM
Network push and pull Relationship Information
communication

IDENTITY
Corporate & Branding NETWORK
PERFORMANCES

Source: Brondoni Silvio M.

research to identify consumer needs and meet theaw# (customer satisfaction). A brand is the
relationship established with a given market fa sluccess of a specific product; therefore bramityeq

is the state, the result, the functional value fef brand, the projection of knowledge of the brand
(awareness and image) at a given time. Brand eqsset must be supported through a conscious
communication and attention to performance andaratp responsibility. Pre-sales services are dedign
and delivered by manufacturers and/or financial panies directly to end buyers or to sales
intermediaries (retailers, wholesalers, prescrgtand can be broken down into two main types: ma o
hand, the services planned by product marketingpamdn place to target purchasing motivation; loa t
other hand, the services designed to create specifiantages in transaction costs and therefotendds

to generate particular choice motivations, that erelusively economic and financial. After-sales
services (servicing, product up/down-grading, negianhce, repairs, spare parts, learning and training
trade merchandising) guarantee the full, functiarsd of products and services after the purchaféer-A
sales services create information flows from thentéle to the company and generate huge cosen(oft
sustained before the sale); costs and the advantdgristomisation (in the medium/long-term) cantfli
with profitability targets, with the result that keservices are contracted out and different afdess
outsourcing policies are developed, defined assaurting for costs (scarcity economies), outsogrcin
for branding (controlled competition economies) antsourcing for value (over-supplied economies).
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To success in an intense and hyper-competitiveesgadirm must assess dedicated
costs to develop, maintain and modify but alsamplement again its intangible assets
system. That’s because it is not possible to raf@ithe same system born for a context
in another one. The elements are linked to theesyshey have been developed for, so
they are not transferable and they must be manag&dno geographical limits. The
way the elements are combined determines the campettrategy with which a firm is
competing on a market and controlling the demandshiapes the route to gain

competitive advantage.

3.5.2.1 Network Intangible Assets System: Network @ture

Network culture represents the rules and the bebawvhich have proven to be
successful in a company’s Iife The central importance of a network culture isci
today to address globalisation, the challenges afket-space competition and to
manage the interaction of internal, external andaned&ership relations. It assumes a
central role in market-space competition which maées network culture to a

continuous benchmarking with competitors.

The corporate culture reflects the personality obtwork both inside and outside the
organisation, it is spread in space, but neversiseieis oriented to homogeneous and
synchronous conducts: externally, the culture sriltes the personality/the image of a
network, continuously valued by the relationshiggblished with several shareholders;
while inside the network culture is addressed teats identification, therefore, to
clarify the company's guiding values and rules ofduct for the attainment of the

common objectives,

3.5.2.2 Network Intangible Assets System: Networknformation System

Network information system is the central nervoystesm of a company; its level of
openness to internal and external stimuli determhe way a company will exploit
opportunities and face threats. In global saturatackets companies are forced to share
knowledge and information with competitors, prov&l@and clients. Knowledge is a

strategic lever and information system becomegaliin corporate development while

%5 Cf. Corniani Margherita, 2012a.
%6 Cf. Brondoni Silvio M. and Salvioni Daniela M.,
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collaboration within firms travels on specific cimets and flows of network
information: the corporate culture plays a centodé in configuring the information
system as a tool to govern internal and externahnoonication flows in a no-
boundaries competition space with a well-definedwoek identity. In this hyper-
competitive context, the network information systé&na valuable tool to spread
knowledge from market and marketing researchesatoage ‘demand bubble’ being the
first to meet them (time-to-market) and achievingcansistent income by swiftly
abandoning the demand bubble (time-based compgtitad the arrival of competitors-

imitators and in establishing prices oriented tmpetition (competitive pricingJ.

3.5.2.3 Network Intangible Assets System: Networldentity

Network identity is the status at a certain momathe relation established by a
mega-organisation on a specific market. In pariGuhetwork identity derives from:
push and pull communication flows of the companygtow the relation with the
market; rumours; competitors; demand and orgaoisatiA network tends to pursue
control of global competition space as a wholegpwhdent of specific products but
related to a network brand equity referred to a@wek corporate brand’; some non-
equity strategic alliances have been used to isere@twork identity i.e. licensing to
gain vast recognition exploiting a network’s brasglity or franchising agreement to

surpass physical boundaries through its own fléig3?.

*'Cf. Brondoni Silvio M. 2010, Corniani Margherit®@®8, Rancati Elisa 2005, Garbelli Maria Emilia
2008, 2005, 2002.

%8 Cf. Brondoni Silvio M., 2010b and Albanese Fa®#000-2001. Brondoni shows a number of case
studies in pharmaceutical and fast mover consumedsyindustry. 1) In August 2009 Procter & Gamble
sold its pharmaceutical products division to th&.ltompany Warner Chilcott. 2) To ensure a dividend
to its shareholders, Unilever is abandoning pragludth a low added value as the frozen food matket,
olive oil and the jam markets. 3) Nestlé has selksal brands leaving the cheese market, the cuead
market, the olive oil and fats market, the pasthlaread substitute market. 4) The Barilla Groupduid

the leading German chain of bakery Kamps in ordeationalise non-strategic assets.

According to Albanese 2000-2001, ex C.E.O. at Goota Company Italy ‘merchandising is enormously
important as it reflects brand and company quakityd image. The Coca-Cola Italian Region
merchandising service is an integral part of custoand consumer service and must be professional,
consistent and ongoing. Coca-Cola ltalia is focusaddeveloping and maintaining a merchandising
culture and organisation at all levels. The goabisncrease impulse buying, increase Coca-Cola Ita
and customer profits and increase volumes. As famarchandising is concerned, The Coca-Cola
Company strategy is to consolidate that strongddnmental ally represented by the trade and thiarecc
at three distinct, but equally important, levelsafting specific agreements; sales calls to puicigas
points; through an active, ongoing, professionaispnce at sales points. (...)Everything communicates
and all of us assign our own value to a brand ftbe numerous contacts with it. The market only
rewards companies that communicate their valueisiemsly’.
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3.6 Competitive Strategic Alliances Costs

As the previous themes, also alliances costs hasen tstudies both with the
transaction cost approach and the resource-basedrythand market-driven
management. Generally, firms incur different tym#scosts; in particular, alliance
related costs can be categorised according tdiana@ lifecycle (see Figure 4):

1. Selection and set-up phase: control costs (seatic@ntracting)
2. Ongoing phase: cooperation and coordination costs
3. End-up phase: dismantling costs.

Figure 4: Alliance Costs according to Lifecycle

CONTROL COSTS
(SEARCH and CONTRACTING)

SELECTION
AND SET-UP

COOPERATION,
ON-GOING COORDINATION and

COMPETITION COSTS

DISMANTLING COSTS

Source: Author’s graphic design.

In the first phase, firms assess and select padseawell contract negotiation and
governance type. More properly in this phase osearch costs and contracting costs
that the existing literature calls control cost®a®h costs related to market and
competitors in order to search for the good partwhile contracting costs refer to the
negotiation and the writing of a contrdctControl costs are stressed by the transaction

cost economics alliance literature which is prityadoncerned with the selection of

%9 Cf. Williamson Oliver E., 1991; Hennart Jean-Frainc 1988.
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appropriate alliance governance structures to pmgteopportunistic behaviour by
alliance partnef®.

Cooperation, coordination and competition costgjioate in the on-going alliance
phase. Cooperation costs are represented by thagewa time and effort spent on an
alliance while coordination costs refers to theviats related to handle joint tasks and
ensuring integration between alliance partner sash cross-cultural management
institution, intangible assets management, shacogls, communication flows setting,
conflicts resolution, monitoring, sanctions enforeg®*.

According to resource-based view scholars, competdosts include costs related to
the weakening of the competitive position vis-athie other partner due to the leakage
of resources and capabilities. The substitutionaofesource combination privately
deployed by one of the focal firm’s partners exbats the competitive intensity
between the focal firm and that partner, increaiieglikelihood of conflict between the
two firms, opportunism by the partner (substituigbiof private partner resource
combinations), and resource and capability lea¥ag@ese last three issues negatively
affect the on-going alliance costs the focal fimaurs in its cooperation with its partner.

In establishing an alliance, partner companies hagpectively engaged relevant
stakeholders, creating expectations around innavatigrowth, cost-savings and
competitive positioning. Specific intangibles assétinctions, reporting structures and
processes have been introduced to sustain thencdlisso that the dissolution of an
alliance ripples through day-to-day operations,atgpent budgets, meetings, product
development plans, staffing and training plans theddelivery of service to customers.
Many agreements could lack of important specifircaiad dealing with key aspects of a
dismissing such as asset allocation, protectionntdllectual property and conflict
resolution procedures. Each alliance member firoukhidentify employees’ specific
roles and responsibilities, suppliers, industrylgsia, other alliance partners, the media,
and customers that had previously been shareddaytaer, in order to reallocate or to

replace them but also to prepare them to somelpgessegative impacts of the end of

80 Cf. Dyer Jeffrey H. and Singh Harbir 1998; GuRéinjay, 1998; White Steven and Lui Siu-Yun, 2005;
Hennart Jean-Francois, 1988.

®1 Brondoni Silvio M., 2010a; Corniani Margherita, 1) Gulati Ranjay and Singh Harbir, 1998; White
Steven and Lui Siu-Yun, 2005;Dyer Jeffrey H. andghi Harbir, 1998.

%2 See White Steven and Lui Siu-Yun, 2005, cit.
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alliances. It may take several months before hadngomplete picture of how an
alliance worked and how a firm will work without aing resources and capabilities
with a partner: according to the above, it is cleaw a soon-to-be ex-alliance partner

firm sustain high dismantling costs in the end-bpge.

4. Global Networks and Global Product Policies in Maagerial
Economics

The global capitalism, indeed, radically modifié® ttraditional basic principles of
industrial production: the coordinated interactadrworkers, technology and materials,
with a high level of standardisation in the timesp sequence, where the direct control
and proximity limits characterise physical aspexftshe business (immutability of the
goods produced, a finite number of suppliers, fixadnufacturing plant locations,
etc.f*. With globalisation policies based on continuond planned increase in sales of
determined products make way for the obsessivaresef innovation responding to
demand vacuum and non-satisfied needs. Global metproductions are even more
planned to simplification imposed by time-based petition and by new demand
trends lead by the growing request of disposaludymts.

Global product policie§* can be studied by combining competitive conditiarith
local or global markets. In scarcity of supply ciiois, the product is undifferentiated
and the consumer is not able to catch the diffeaendth the competitor's products, a
sort of non-transparency of the product. Thereftire,dominance is based on materials
offer's characters and the competition is playedddferent product classes with the
same functional use, thus triggering a price compet The price is a function of the
quantity - p=f(q) - and the quantity sold coincidegh the quantity produced, the
margin accordingly is realised compared to the obgiroduction. If we look to local

markets, an obvious example is that of the beg@ofrcar industry.

o The industrial era began around 1900 and saw tinéh lmif thousands of
builders; the revolution took place in 1914 withrépthe Model T and the
assembly line: the car turned into a mass proddlce manufacturing

market replaced the original single. Ford sold ba with the mottos 'any

®% Cf. Brondoni Silvio M., 2002.
% See Brondoni and ISTEI school of Management imiplyonya. Emerging Issues in Management'.
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customer can have a car painted any colour thatvaats so long as it is
black' and 'what is not there does not break'.

The fuel market offers a best practice for the wtoflproduct policies in scarcity of

supply conditions and global markets.

o An example is the Royal Dutch Shell plc/NV Komjk&INederlandse
Shell, known as Shell, the multinational compangrating in the olil,
energy and petrochemical industries. Part of theegesisters, along with
BP, ExxonMobil and Total, it is one of the worldsur major private
players in the sector of oil and natural gas. Shogllerates in over 140
countries throughout the supply chain of petrolganaducts (Oil Company
‘vertically integrated’ with a strong technical armmmercial expertise and
six 'core business': exploration (search for odldis) and production, gas
and energy, downstream, chemicals, renewable engghar, wind and
hydrogen) and trade/distribution to the end custoriide activities related
to natural gas and those in the chemical sectoodprction and sale of
products derived from hydrocarbons) contribute #igantly to the
company's profit. The Shell product policies are game in all markets of
the world, with some small local adaptation: ShelPower Unleaded, Shell
V-Power Diesel and LPG are sold everywhere aroums world, but in
some markets it provides particular products asdiisel in UK or Shell
Unleaded low aromatic in Australia (See Shell Cogte Website).

In dynamic equilibrium between supply and demart product undergoes a
differentiation and the product intangible assbtarid, pre and post sales services...)are
next to the tangible characters: the consumer igrattentive and not faithful, unable to
distinguish between the characteristics of the pectgl unleashing a non-price
competition - g=f(p) - and competition between slaee class of product and the same
functional use. Because not everything that is peced is sold, the production is the
sum of goods sold and unsold, which causes anageri costs, particularly marketing

and a profit depending on commercial cost.

47



o With reference to the local market, if we said &éeles-Benz, we would
now refer to one of the best known luxury car brasehoting status and
belonging. Mercedes-Benz is a multinational of Damautomotive group,
the inventor of the first automobile; along withdhand BMW, it is part of
the German Big 3. Mercedes-Benz has adopted aiquusq strategy that
identifies it as a reliable manufacturer with safehicles, which results in
price premium over similar competitors. It also wiades outstanding
service solutions related to its products. The Mdas vehicles are
manufactured in many countries in the world, b #trong segmentation
strategy allows it to create different product eiffntiation strategies to
target different customer segments. The target etddtc Mercedes-Benz is
made up of quite young people (25-44 years), bah amd women, with a
high income, mostly rich. For this reason, MerceBesz does not produce
low price vehicle and, because of expensivenessbtand it is not so
popular among very young people. The segmentatrategy of Mercedes-
Benz is very strong both in terms of geographty,(cegion, country) and
of demography (age, gender, income, occupatiomi@t, social class,
family status, education), behavioural and physapdric. Let’'s consider the
C-Class model, sold all over the world and mairdygeted to young and
sporty people of some wealthy countries. MercedwsB C-Class
demographic includes both young and middle-age lpedmth male and
female with middle to high incomes. As Mr. Hubeffusska, Member of
the Board of Management of Daimler AG and head lwh& put it: ‘Made
in China, for China has always been a key elem&ntipcore strategy, and
our all-new C-Class is a vivid demonstration ofthktrategy. Designed and
developed clearly with our Chinese customers indmihis design, born in
Beijing, will be one of our top drivers of long-tergrowth in the country.
The C-Class stands for Daimler's commitment to aoable growth in
China. Investments in localisation of productioesearch and development
and our people are certainly fundamental for outufe success in the
country, and exemplified on point by our all-newC@ss. It goes without

saying that these investments will continue in ftitare, testifying to our



commitment to China.’ For the physiographic segraton, the C-Class is
commonly purchased both by individuals with child(E&state model) and
by childless individuals (Sedan, Sport, Coupé, AMGdels). Among the
reasons why customers prefer the C-Class is #esbf luxury car and
safety. On a behavioural basis, the C-Class is rafeaheavy users, a day
by day shopping or work car, full of qualities aoeluty, performing speed,

etc. (See Mercedes-Benz Corporate Website).

The controversial tobacco industry is one of thesm@luable examples of product

policies in global markets.

o British American Tobacco is a global tobacco compwith more than
200 brands sold in over 200 markets. And with ol adult smokers
around the world, BAT manufactures the cigarettessen by around one in
eight of them. BAT business operates at a localyelkas global level, not
owning tobacco farms or directly employing farmérke aim of BAT is to
understand and meet the different profiles andgueafces of adult smokers,
so that they can increase their market share. Mibian 1,000 BAT leaf
technicians worldwide support some 90,000 contcaéaemers worldwide.
In 2015, BAT sold 663 billion cigarettes in moranh200 markets around
the world, made in 44 factories in 41 countries,playing more than
50,000 people worldwide, with many more indireaiyployed through
their supply chain. British American Tobacco alonsontributed
approximately £30 billion to governments worldwitgeexcise and other
taxes in 2015. Few companies founded in 1902 dfgsing from strength
to strength. Fewer still are leaders in more that Barkets. The five
leading brands - their Global Drive Brands (GDBspre Dunhill, Kent,
Lucky Strike, Pall Mall and Rothmans, they all péaley role in the growth
strategy and now account for 45% of all the cige®tBAT sell, up from
34% in 2011. Their brand portfolio also includeshet popular
international brands with strong market positionsmnany countries such as

Vogue, Viceroy, Kool, Peter Stuyvesant, CravenehsBn & Hedges, John
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Player Gold Leaf, State Express 555 and Shuang&e British American
Tobacco Corporate Website).

Finally in oversupply conditions, the product issdified as a bidding system, an
attribute basket that goes beyond mere materiahctexistics, which is also made up of
product and corporate intangible resources. Theswuoer is more and more
experienced and knowledgeable, can choose to buyebe the products of different
classes of product with different uses. The bagtlalways on the front of a non-price
competition; competition takes place on the abiigycreate offers that go to meet the
demand ‘vacuum’, suddenly abandoned. The produésidmsed on sold, unsold and

never be sold, moving the calculation of the maogimpared to the overall product.

o Esselunga SpA, founded in 1957 by Bernardo Capistta leading
large Italian retail company operating in Northerand Central Italy
(Lombardy, Tuscany, Emilia Romagna, Piedmont, \¢enkiguria and
Lazio) with 152 stores, including supermarkets asdperstore, 38
EsserBella Profumerie and 82 Bar Atlantic. In 20Esselunga Group
recorded revenues and EBITDA significantly increbsespectively equal
to 7.312 billion euros (+4.3 compared to 2014, whihe market grew by
2.4%) and 625 million Euros (+20% over the previowesar). The price-
cutting policy, despite an increase in suppliertspgroved once again a
key of Esselunga strategy, rewarded with a custognewth of 5%, also
driven by numerous promotional initiatives (See elissgga Corporate
Website).

The car's mass market offers innumerable examplethé study of product policies

in a global market.

o An example is the production of the Toyota GT86p€cand the twin
version Subaru BRZ. The cars were not significaditfierent, except small
changes in the front and in the suspension depattiened a different frieze
at the top of the fender adjacent the rear viewrong. The interiors are
almost identical too. The car, in fact, share tlaeng production platform

adjusted based on the Subaru Impreza, fitted baotleragine developed by
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Subaru but integrated with the Toyota injectionteys®(See Toyota and
Subaru Corporate Websites).

4.1 New Production Paradigms: the Lean Production

The history of production teaches us that it sthftem a handicraft production, as the
one enabled by Benz in 1886 to produce the firsiomwicycle or by Fiat in 1899 to
produce 26 copies of 4HP or even by small workshadgtousands of small builders
that were born in the period. Only in the secondade of the 900’s, Ford understood
the importance of launching mass production andrtiportance of giving everyone a
car as long as it is blatk Tablel explains the different characteristicstr#f three
production types -handmade (handicraft) productiomss production and lean
production- in terms of role of machinery; orgatima professionalism level; product

flows; production level and relation with suppliers

Table 1: Production Types

Handmade Mass Lean

Production Production Production

_ Increase craftsma Cancel part of the Cancel part of the
Role of machinery - ) )
capacities worker's skills worker's skills
Independent, Hierarchical where Team based and
o workshops or small often the worker is full collaboration.
Organisation ) _ _
laboratory in conflict with the
management.

Extremely high, it Aslow as possible. Very high.

_ _ makes the It affects Flexibility and
Professionalism _ _ -
- difference remuneration anc¢ responsibility are
eve
ease recruiting. the key factors for
kaizen.
Modest. The High. Large High but with small
Product Flows craftsman  movesproduction batcheslots.

around the productto make economies

% |n the next chapter, modularisation and BTO bwilerder will be discussed.
% See next chapter.
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which is stopped in of scale.
the workshop.
Low and built-to- High. Production High but the break-

order level determined or even point is much
Production level the basis of forecas lower than that of
of demand. mass  production.
Market pull.
Inevitable. High tax Some parts areTeam system

of purchases fromdesigned and builtcharacterised by a

Relation with others parties. internally, other are high  degree  of
suppliers ordered to collaboration with a
suppliers. small number of

suppliers.

Source: Adapted from Pellicelli G., 2014.

Global markets productions are characterised bymised R&D expenses in order to
obtain maximised product and corporate results.aBge the logic of competition is
‘First Community, Business Second’, the approachprioduction is of slender, lean
production, with a competitive focus to the timeatthfavours the just-in-time;
communication is faced with the so-called ‘push/mlilemma’ and new and not
elementary performance metrics arise, such astabdfty by area, designed to measure
a global enterprise.

Lean production is a philosophy that aims to misenand cancel wastes and that has
exceeded the limits of mass production developedibygry Ford and Alfred Sloan.
Toyota is the pioneer of lean production. The sty it that the principle of the Toyota
Production System (TPS) is sprung from Ohno duhigytrip to the USA and more
precisely in a supermarket when he noticed thaptbducts were placed on the shelves
and picked up from stock when the consumers toekntiSince the objective was to
build a similar plant in River Rouge but money vgaarce, Toyota had to look for more
flexible methods and encouraged workers to deveidpas for improvement

(introduction of the principle of kaizen, a suggastsystem).
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There are five guiding principles that outline theoretical model of lean production:

1. define the value from the customer's point of vieviaat the customer is really
willing to pay;

2. identify the value stream and the set of actiomas$ léad to make the product or
service;

3. set an ongoing flow of activities, as everythingsiioe done by process and not
by function, without pauses or interruptions;

4. set up activities according to the ‘pull’ logic andt the ‘push’ logic or set up an
activity only when the downstream process requtres

5. pursue perfection through continuous improvement.

A culture of humility is the one at the base of TS, based on six pillars:

Just in time;

Six zero factory;
Kaizen;
Kanban;

Automation and autonomy;

o gk~ 0w N PE

Involvement of suppliers.

The Just-in-time (JIT) is based on two driversil'pystem’ and ‘customer needs'. The
underlying element of the JIT is the reductioniofe between the order placed by the
customer and the delivery. Alike supermarket préslpat on the shelf following to the
actual demand, also any Toyota piece or finishextlywt arrives at destination only
when necessary, the opposite of Detroit ‘pustesystThe flow of materials travelling
from the last to the first stage of the supply oh& maintained continuous and
controlled, thus generating flexibility. JIT essally provides the perfect symmetry
between the supply of goods produced and the dematice market and that any work
should be supplied with the required componentght® required time and in the
required quantity. Although it requires greater &fitcient communication throughout
the supply chain, the ‘pull system’ allows econmngd space and stocks (inventory
reduction, working capital and investments in buigg) but also cost savings

(simplification of operations). The principle ofdcing redundant resources is based on
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the ‘six zeros factory’: zero defects, zero cotdlizero bureaucracy (waste paper), zero
waiting time for the customer, zero downtime, amdozinventory. In particular, the
forms of waste defined within the Toyota Productiystem are related to: the excess
of carried out activities which do not produce wglthe unnecessary transfer to reach
materials away from the point of use; the producbbscrap or rework; the purchase or
production of exceeding materials with respect e thext process needs; the
overproduction compared to what is required by ¢bstomer or next process (pull
policy); the non-productive use of time; the trao$f material without connection to
the creation of competitive value. The TPS is basedrocedures assigned to plant
managers and also to the employees giving automatra@l autonomy: the worker
trained to perform standard procedures, howevemvested with the power to halt

production at any time if the quality is threatened

For many years there was scepticism about the TS, silenced by the MIT
research ‘The machine that change the world’ thatved the differences in terms of
productivity and quality of the plants of JapaneNerth American and Europeans
firms. The MIT research adopted as measure of mtodty the number of hours
required for the final assembly, demonstrating th#te total hours for Japanese
manufacturers amounted to 17, 25 for Americans a6dfor Europeans. It was
concluded that the data depended on the degrezsefad assembly of the final vehicle
(manufacturability) and not at all surprising Toyotehicles were found to be the
easiest to assemble. A second comparison was nmatlee @uality; as previously said,
the Japanese manufacturers were pursuing the fjt@bbquality management through
the principle of kaizen, the continuous improvemeithout end, while American and
European builders were based on ‘good enough’ tyuatinciple, setting a number of
defects considered acceptable. 'The machine tlaaigels the world' research has thus
shown that lean manufacturers employ less timasgerable a vehicle and that there is a
trade-off between productivity and quality in massduction: the Americans were able
to quickly increase productivity at the expenseqodlity by moving faster assembly
lines while Europeans were able to achieve a highaality at the expense of

productivity.
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Through lean production the Japanese were ablectobefore and better than
competitors, surpassing the scale advantages gé-kHred Western companies. As
shown in Figure 5, starting from point A, Japanessufacturers knew they could not
overcome their competitors with higher productioalumes and higher potential
economies of scale, the point B of the curve ofdt@le economies. Therefore, taking
advantage of the lean production, they moved tddivest point C along the curve of
the economies of scale and pressed on the acoeleralving at D before and better

than their Western competitors.

Figure 5: The Japanese Advantage on Economies of Se&lurves
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Source: Adapted from Maxton Graeme P., Wormald JohnTime for model change, 2004.

However, the JIT is not without risks and Japarfeses have well-experienced it,
after the nuclear disaster following the earthquak@011. The changes in consumer
expectations, fluctuations in commodity prices,rg\eonomic change, interruptions in
the supply chain, conflicts between organisationdtures in the absence of a cross-
cultural management and the slow adoption of tiiendbdel by smaller suppliers are

the main problems in which a manufacturer adopiegTPS may stumble.
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4.2 New Production Paradigms: to innovate or to imitee?

Just lean production is not sufficient. Innovatitmo is a key factor in the
development; literature shows the effects arisimogifresearch and development (R&D)
in terms of increased productivity in the use atdas of production, capital and labour,
promoting growth. The effects go beyond the bouedarof the firm to the
use/advantage of other companies in the sectora{ggictorial effects) or in other
sectors (cross-sectorial effects). High-tech seciawvest the most in research and
development (R&D) with an impact on productivitydaeocial return (generation of
externalities) higher than that found in sectorhwewer technological intensity and in

firm with modest dimensions.

From R&D activity arise many knowledge flows thake adivided into different

networks:

- the flow is conveyed from standardised/encoded faatwring processes
which allow the passage of knowledge from compangoimpany;

- the transfer of knowledge is accomplished througlfaborative alliances for
the development of new technologies or throughntiobility of workers from
company to company (R&D experience a multipolar eligyment that
encourages the creation of decentralised techra@bdevelopment structures
which operate with multi-ethnic personnel and aoeated in the most
important world cities);

- the knowledge transfer also takes place througlalmmiation with universities

and other public and private research institutighs role of world cities).

Globalisation produced a structural change in mssnnetworks. The primacy of
knowledge management, the worldwide localisatioprofiuction and the new policies
of innovation and imitation have been modified pportunities for global competitive
alliances and joint ventures. Global networks gigantly reduced the importance of
‘context specific skills’ because of nowadays Inegr which pushes the knowledge into

a standardised format with minimal cost that carrdzglily transferred across country

%7 See. Unioncamere, Brondoni Silvio M. and Cornidargherita.
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borders and firnf8. Industrial rivalry takes place between rival teclogical and
production networks defined by a large number d&fecentiated firms with different
knowledge bases, particularly focused on manageroérihnovation and creative
imitation. The R&D activities represent a key-irgéole asset, aiming to develop the
firm innovation and imitation policies, to anticieademand trends and the initiatives of
the competition, even collaborating with key conitpes. Innovation are complex
technical systems thasually originate from the collective efforts otenrelated firms
even if the innovation value chain is not compheteternalised within individual firms;
while global production networks identify differecategories of imitations as product
pirates, or counterfeits; clones, or knockoffs; iglescopies; creative adaptations;
technological leapfrogging; and adaptation to othdustry®.

Global markets impose an important transformatibrthe firm’s growth policies
where innovation and imitation of products and psses play a primary role in over-
supplied competitive landscapes. Even if they bbtve the common goal of
maximising profitability and performances in theoshterm, in open markets,
innovation therefore loses its role of ‘ideologidakrarchy’ over imitation. Global
networks emphasise the relation between innovatiahimitation while they pay less
attention to the capacity to accumulate know-hoeganse the success of R&D is
measured by the capacity to exploit the competitim networks are induced to target
R&D spending on open innovation policies in whitie boundaries between imitation

and innovation are fluid; the profit level of thenbvation/imitation initiatives is an

® See Brondoni Silvio M., 2002.

% Brondoni (cf. Brondoni Silvio M., 2012d) citing Bon defines the different categories of imitations
Counterfeits and knockoffs are duplicative imitagpbut only the first is illegal. Counterfeits a@pies
that merely imitate an original brand. In contrdsipckoffs are legal products that closely copy the
original products in the absence of copyrightgjeéraarks and patents and sell them with their ovandbr
names at far lower prices, knockoffs often preseétter quality than original products. Therefavken

it is legal, duplicative imitations are a brightagegy for the firms with low wages and mature texdbgy.

On the contrary, global networks consider as oredthitations the imitative products regarding:idas
copies; market adaptations; technological leapfragsl adaptations to another industry. Design copie
follow the market leader but stay on the markethwilteir own brand name and specific engineering
features. Product adaptations are innovative, wittprovements inspired by existing products.
Technological leapfrogs get advantage with newehrtelogy and enable the imitator to leapfrog the
innovator. Finally, adaptations to another indugtge on the application of innovations in a certai
industry for using them in another. In general,atike imitations are focused on generating imitativ
products, but with new features. These imitativedpicts involve benchmarking, strategic alliancesl a
substantial investments in R&D.
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absolute priority; and finally, a return on investm can be achieved in the very short
term’°.
‘Global corporate policies of innovation can be soanised in:

- Global product innovation.The creative development of a new product
grounded on new technology and linked to unmetornet needs. Product
innovation, research and development are targetectetite products destined to
break the existing continuity in the link betweempgly and demand
(breakthrough), and, naturally, even between congpgt

- Global process innovationThe development of new ways of producing
products that leads to advantages on costs, tinggiaity, where costs devoted
to product development take priority. Global pracesnovation targets the
investments in development and research to creatkipts that are destined to
maintain the existing relationship between supplgt demand, improving only
the competitive advantage provided by the prodwdisnctive features;

- Global competitive innovatiorli.arge corporations with heavy investments on
R&D pursue global policies of competitive innovativhen corporate growth is
focused on the development and research of prodpetsifically designed and

produced jointly with competitors.

Therefore, the imitation processes are the refudbiporate strategies created by
largest corporations to compete and to grow onajlaind over-supplied markets.
Conversely, global networks define the corporateci@s of imitation as:

- Global product imitation.With the global product imitation, firms pursue a
competitive policy as followers, to reduce R&D &dib minimise the risk of
acceptance of a product on different markets, amally to choose the ‘right
moment’ to enter a markéiime-based competitionPevelopment and research
activities of global product imitation are focusewl increasing the quantities of
specific products offered pursuing global competitipolicies based on
oversupply.

- Global process imitationProducts designed and manufactured in massive

quantities imitating similar products. Global presemitation pursues a policy

0 See Brondoni Silvio M., 2012d, cit.
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of corporate growth, in markets that are in re@ssind over-supplied, with a
competitive advantage based on products obtaingth wighly imitative
manufacturing processes. Global process imitatipresses a very aggressive
competitive policy, directed at implementing a rangf highly profitable
products, made up of products that are poorly @iffeated and designed to
satisfy very similar needs and preferences.

- Global competitive imitation.Products designed and assembled in close
collaboration with competitors. This policy demarhigh investments in R&D,
aimed at creating products with high commercial gimer and with high short-
term returns on the capital invested. Global coitipetimitation policies based
on global cooperative alliances allow global play¢o share the risks of

launching and handling imitative products on a sasie’”.

In global managerial economics, knowledge produactioecomes the critical
competitive factor and forces the Nation-Statesdéwelop a global perspective in
developing world cities, large cities, leader iroWhedge production designed to meet
the growing needs of global netwofksthe innovative capacity of a country results in
goods, services, organisation of the productiorcess of increasingly high quality.
Product and process innovations are to supporttiemg growth, increasing the overall

productivity of the system.

5. Global Networks and Localisation Choices in Glohl Managerial
Economics

In global corporate policies, the localisation lmiisiness areas' is articulated and has
high variability due to collaboration and coopeavatiboth horizontally and vertically,
which results in short-term effects. In fact, thatis localisation becomes a constraint
from a market-driven point of view for the globaini, while the short term dynamic
localisation is an opportunity to exploit economudsscale and networking. It thus
refers to the relocation of production, researahsiess and so on. Delocalisation
allows: reducing production costs; having specaisabour at low cost; having raw

materials on the spot; operating in the presenaearkets with a strong development;

"1 See Brondoni Silvio M., 2012d, cit.
2 5ee Brondoni Silvio M., 2010a, cit.
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integrating the production process vertically; bbshing partnerships with potential

competitors; overcoming trade barriers; using fiied and financial simplifications. On

the other hand, the relocation also presents numetisadvantages: reduction in the
employment level; country risk; increase of logisticosts; quality control loss and
consequent increase of them; risks related torémsfer of know-how, image loss; loss
of domestic production.

‘From the point of view of manufacturing processtbg highly intense competition
that corporate networks have to address on todagikets derives from the complex
interaction of numerous factors: the over-supplyoimerous products, well above the
capacity of demand to absorb it, the central imgrao¢ of the time factor in
manufacturing processes and demand satisfactiah,eanironmental instability. A
company that addresses this complexity tacklesrtaeufacturing issue, and therefore
its own relation with time and with space (manufaicty localisation) from a new
angle. Markets dominated by over-supply stimulaimpganies to search for solutions
that can satisfy the timing (reduction of actioag#on times) and spatial demands of
manufacturing (control of strategic areas with hbmuring manufacturing units).
Companies seem to respond to these needs with ermmpéchanisms designed to
develop competitive relations ‘individually’ or iassociation with other companies,
either suppliers, distributors or even competitok$anufacturing localisation is
therefore becoming a particularly complex problamd ¢he criteria usually adopted in
the choice of a location (proximity to supply maskecountry incentives, etc.) must be
supplemented with a range of additional considenati As a result, the choice of
manufacturing localisation abandons the spherdatics long-term evaluation, typical
of proximity relations between the manufacturingl @onsumption of a product. At the
same time it is not conditioned in the long term foyblic measures to encourage
settlement, giving priority to the critical natusécertain competition costs (R&D, local
antitrust mechanisms, marketing, etc.), which aeeyvsensitive for a company’s
management and development. As a result, manuitagtlacalisation takes on specific
connotations of dynamism in time and in space. V\glbbalisation, therefore, the
decision to localise production brings out the mosinpetitive corporate strategies,

which focus specifically on:
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- ‘upsizing’ policies (implemented with acquisitionsiergers, joint ventures
and alliances), designed to control the manufaoguaigreements with certain
suppliers (co-makers) and above all with the comgresystem. The success
of increasingly complex products and services (agldted added value
processes) shifts competition to a chain of addddevand the network of
competitors, since the competitive advantages ddrivm the integration of
management functions that go beyond the corporatendaries of client,
manufacturer and supplier;

- policies to develop the company’s ‘corporate pgdfilvhich is considered a
competitive factor. The policy to state a corpogaesonality, which is valued
inside and outside the organisation, aims to dstatd specific ‘invisible
asset’. The corporate culture thus constitutesteraénant that is intended to
extend the competitive space, making it possibleshift the physical
boundaries of manufacturing outside the company éi@mple, by backing
up traditional manufacturing processes with outsiogr or networking
policies), while maintaining close control over tldentifying characteristics
of brand equityln companies that focus on ‘market-space managéntkat
decentralisation of manufacturing therefore presspp raising the profile of
‘corporate identity’. In company networks set upctonpete on open markets
(market space management), the attraction of tleéwwrk identity’ thus
prevails over the local opportunities of the ‘deyghent paths’. At the same
time, the planned and encouraged rotation of ensgl®y(by entrance/exit
times and conditions) is replacing traditional @ombus training programs
(linked to the static nature of the manufacturingngs). And finally, salary
developments (once based on seniority) have bgxacesl by incentive plans
on entry and by selective development plans, whieh salaries to
achievement of economic and meta-economic ‘taskstwiork corporate

responsibility)”

3 See Brondoni Silvio M., 2010b.
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6. Global Networks and Distribution Policies: Brick-and-Mortar and
Click-and-Mortar

Globalisation and digitalisation have an impacbala network distribution strategies:
Internet allows businesses to assess market-spanag@ment to face over-supplied
markets, eliminating physical distances and allgnancess to products and services on
a global scale. This leads to a multi-channel mamant, to new forms of competition
where different distribution channels are used ¢oeas the same markets: virtual
distribution channels are alongside physical oméskfand-mortar distribution). ‘The
term ‘click-and-mortar’ denotes an integrated dwsttion system in which traditional
distribution elements (physical stores, warehousgéscks, information systems for
distribution cycle management) are supported bystowade available by the new
telecommunication technologies (online shoppingformation platforms for
distribution management, partnerships to run “@fFtiwarehouses). The expression
combines the words ‘click’ (highlighting the viruaspect) and ‘mortar’ (highlighting
the physical aspect), thus highlighting the intégraof Internet-based (online) business
and traditional (onland) elements. ‘Click’ repretsetine online world: ‘dot.com’ and ‘e-
tailer’ businesses characterised by innovationh hignover, potential for development
of one-to-one marketing, and ability to reduce skreictural and workforce costs that
characterise brick-and-mortar businesses to a mimmMortar’ represents the offline
world: traditional businesses recognizable by ailr€OS sign, customer loyalty, high
physical organisation costs, well defined distribmtnetworks, stores and distribution
centres or warehouses and customer-handling pexe3$ie concept of click-and-
mortar represents the ability to integrate the waslds (online and offline) and create

the ideal combinatiof*.

When a click-and-mortar distribution policy is aslished networks must manage
initially increasing distribution costs related moultiple channels, different channel
margins deriving from the adoption of differentesaprices and, last, the establishment
of channels with hybrid features (with reduced stugents, different distributors can
expand the offered assortment with products, sesvand functions typical of other

trade intermediaries) and possible conflicts botternal and external. The benefits

" See Tesser Emanuela, 2002, cit.
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deriving from click-and-mortar businesses are: sasings from previous offline brand
awareness of company name and existing customer dasidance of bad choices and
no wasted resources deriving from information own®d demand; profitability
tolerance of periods of sales below the break-@aent; well-established infrastructures
and distribution logistics; possibility to reach nkets not yet served, complementing
and existing market (i.e. expanding the range otlpcts). The decision to combine e-
commerce with traditional distribution also invadvihe management of conflicts. In the
activation phase of a new distribution channelttital sales volume are redistributed
among different channels generating friction amthregleaders of the different channels
as well as phenomena of cannibalisation of existhgnnels by the new ones. The
request for physical facilities (warehouses, offideranches, etc ...) by traditional sales
channels can cause the erosion of most marginseftine the shift of the production
volume on the online channel, according to a lggr@ach, would lean the structure of
fixed costs. At the same time, if the physical stinees are not sold, they would have
huge damages on firm profit. As stated above sib alould generate price conflicts: the
offline channels have higher prices than those ggthiby the online sales channels.
Finally, at the early days of e-commerce, the dsenoonline brand fully bonded to the
traditional realities may undermine the succegb®fonline strategy, since the customer
expects a certain degree of integration betweeonhee channel and the offline one.

A manufacturer who chooses the multi-channel sisatmust face and manage
possible conflicts, that can be summarised in gtabdishment of a direct sale channel
by manufacturer, loss of control over sales chanaeld last shifts within the value
creation chain. The establishment of a direct setesnel by producers contribute to
deteriorate the relationship with the sales stmestuhat could link up with competitors.
Anyhow, the presence of Internet sites, which allte end user to find product
information, would lead to a change in the valuaichredefining the role of the
distributor. Although companies often do not manegations with customers directly,
they seek to exercise some control over sales efgnihrough the formation of sales
areas, merchandising and presentation of produutis promotions, which is very

difficult to do with the online channel strategy.
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In multi-channel distribution policies, the use etommerce is therefore aimed at
streamlining distribution processes with adequatermation systems, in order to enter
new markets or segments and to create demand Isulihles creating cost savings
upstream and downstream in the chain. In the Vidpace, the threat of competition
comes also from entities that go beyond the lindraditional sectorial boundaries
(competition based on different uses and diffeneaéds). The redefinition of the
traditional boundaries and forms of competition a#so be realised through the change
in the trading power for example, increasing custamone, given the information

asymmetry created by electronic commerce.

7. Network Communication, Corporate Governance andCorporate
Responsibility

Corporate Governance is a set of rules, relatigsshnd control established by the
management of a company. As observed by Gafdiiti is extended to all the
stakeholders and it represents a strong connegiibrthe system of network intangible
assets: in fact, corporate governance creates jareds culture through the whole
network, defines the structure of information sgstand the flows of information,
keeps network identity to compete in global markétscording to the subjects who
exercise control on management and targets, nesvawekcharacterised by two different
models of corporate governance: the outsider sy$temmarket-oriented system) and
the insider systefii Globalisation unifies governance approdalihile we can easily
observe that a network can easily imply both a etadkiented system and an insider

system.

Market-driven management is a critical factor farporate governance in open
markets where the bottom up vision is based on eritwommunication. Therefore, an
adequate approach to communication is needed. @jsdtd of corporate governance
communication is transparency. Transparency mehaswillingness of a firm to

acknowledge the key stakeholders of socio-econ@mitfinancial corporate facts. For

5 Cf. Gandini Giuseppina, 2006.

% Cf. Gnecchi Flavio, 2006. Outsider system is foundlarge listed companies with a dispersed
ownership, separated by the supervisory bodiedr@as moderate and implemented by a large number
of shareholders); while, insider system is typwfaénterprises that are owned and excessively albedr

by a small number of internal shareholders.

" Cf. Salvioni Daniela M., 2004.
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years the concepts of transparency and corporaterigance communication in global
networks, have resulted in the production of amaiace of information dispersed on a
plurality of separate reports in order to meet thBormation needs of different
stakeholders, but easily shared in network logithwbowerful information systems,
digitisation and the development of Information Gouomication Technology (ICT) .
Today, transparency is met with the actual need dostainability of business
development, experiencing evolution from the eaddginnings of globalisation to date
in terms of greater attention to the principles aatlies that dominate the internal and
external relations. In a context of global markethiere the effectiveness of firm-
environment relationships, characterised by growimhgnamism and complexity,
involves the sharing of ethical principles and esaluvithin the network through a
renewed corporate communication. A new conceptefrated reportin(fis outlined:

a single, strategy-focused and future-oriented nepotended for all stakeholders,
which integrates information based on sustaingbditd creation of value of strategy
and resources allocation; the business activitiederiaken and on company results;

financial and social achieved and future objectives

The complexity of global markets and transparereguired by a wide competitive
space, emphasise the cultural dimension of manke¢rnd management in terms of
corporate responsibility and corporate social raesjmlity (valuesj®. Global
managerial economics of intangibles imposes netwmlkcies of corporate social
responsibility®, dominated by economic sustainability, eco-resiility, worker
protection and so on: this demands the strengtgeninthe worldwide organisms
responsible for monitoring companies, and the fdatmn of new rules and standards
that are in tune with the global contexts of netwveompetition on the otherA

competitive approach to the market is therefore ifested from the bottom up, to

8 See Salvioni Daniela M., Bosetti Lucia, 2014, pa#l p. 49. ‘An integrated report is a document by
which a firm informs all the stakeholders in a clefauthful and comparable way about how it has
accomplished its responsibility and about the testilhas obtained. (...)An integrated report shdudd
direct to all stakeholders and should permit th@metaluate the firm’s governance structures and
strategy, as well as the past, present and futdonmance concerning financial, social and
environmental aspects. In other words, suitablermétion should be prepared to improve the firm's
communication to stakeholders, by emphasising tlasicb conditions of unity, continuity and
transparency’.

9 Cf. Brondoni Silvio M., 2012b.

8 According to Brondoni Silvio M., 2014, p.24, corpte social responsibility is the relationship
between the economic, environment and social gettin
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‘force’ the intersection of supply and demand, depmg exchange and push/pull
communication flow®. In global managerial economics, corporate respoing
therefore amounts to the unstable and dynamicibguiin, on a global scale, between
the concerns of corporate governance bodies, sbtaéds, shareholders, management,

employees and, finally, stakeholders.

Corporate responsibility must mediate between fprofitability, firm long-term
growth and social and environmental issues, botharporate level and at the level of
individual operating entities, thus defining themguwex social responsibility. The

corporate social responsibility imposes to be dpetialogue with the stakehold&ts

8. Network Metrics and Control of Global Business Rlations

Market-driven management strategy demands a netwawkure and local
organisations motivated by results, market poli¢let monitor the instability of the
competition and the variability of demand. In a kedrdriven management orientation,
the reorganisation of the company to ‘global bussheather than to markets and
products, exploits the preparation of new metrcgvaluate and to stimulate network
performance (intangible and tangible factors). Suww metrics are related to

competitive relations with other networks and, mor@adly, within the market.

In an unstable, complex and dynamic context, custprproduct and corporate
contribution margins assume a critical role duethe reduced market forecasting
ability. In terms of marketing costs, the indigatof historic results on a local basis, as
the market share and share of voice, are replagedinpact strength. The impact
strength measures the ability of a network to asteirdentity on global markets, or the
results that a network achieves in time and spaaelation to its offerings (product
brand) and to implemented market policies (cormoranhpact), highlighting the
volatility of marketing costs.

81 Cf. Corniani Margherita, 2008.

82 According to Brondoni Silvio M. and Salvioni DatkdeM., this can profoundly influence short-term
results and long-term tasks at a local and corpoletel, sometimes with devastating consequences,
setting up specific corporate and local communicatdols (such as ethical codes, social balancetshe
environmental balance sheets, lobbying throughcasons, etc.).
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In terms of sales, the cost/income ratios as ROIERROS are particularly important.
Even the shelf turnover, stock ratios and the dlinalindexes, that make explicit the
critical variable time, are fundamental. Some managnt methods help the
management in the study of these indexes: theytreredirect product profitability
(DPP) and ABC method. The DPP method is an impbrteamagement tool that allows
determining the direct cost of the product, i.&cabts associated with it since its entry
to the exit of the warehouse store. Calculatedhagrtultiplication between margin and
rotation, it measures the direct product profig teceipt, handling and administration
costs, and the necessary space for product managerighlighting how the
profitability of the product is not solely linke@ the commercial margin (price less
purchase cost). The ABC method is useful in theagament and in the set-up of the
warehouse and/or of the shelf. The methodologyaseth on the 80/20 Pareto law,
allowing to assess the products (class A, classl&s C that generate different
percentage of turnover) on which to focus in oridedefine allocation policies on the
shelf and of assortment. The main limitation of st method is that it considers sales
volumes but not stocks; it is therefore necessagyrass the ABC sales data with ABC
data of unsold and unsaleable, to reduce the fistook outs and to reduce inventory of
few sold products optimising assortment policies.

‘The hyper-competition requires increasing invesiti¢o maintain global economies
of scale, which constitute barriers to entry of nghbal players. In this regard, the
growing concentration of corporate resources otal@roduction (to achieve global
economies of scale, scope and experience) reqaistong selectivity of investments
and marketing expenses, on a global and local ,lesdential to control sales and
purchase channels (physical and digital) incredgisgphisticated and complex. A
piece of evidence is, for example, an ‘increasirgghall number of mega-organisations
which can create specific products and services #ra based on dimensional
economies suitable for global markets and also lenabovative development spaces
and appropriate levels of profitability in a contous competitive benchmarking
imposed by processes global imitation’. Other penénce indicators are social,
environmental measuring respectively the level ofporate social responsibility

initiatives and the impact of firm’s activities environment.
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COMPETITIVE STRATEGIC ALLIANCES IN THE AUTOMOTIVE IN  DUSTRY

‘La festa é finita. (...) dopo la crisi economica eeahno solo sei grandi
gruppi. Ossia riusciranno a sopravvivere soltantaellj con una
produzione superiore a 5,5 milioni di auto all'anno..)per i costruttori di
massa alla fine ci sara un americano, un tedescofranco-giapponese,
probabilmente con una ramificazione negli Usa, umdsiappone, uno in
Cina e un altro potenziale player in Europa. (...)rN@osso continuare a
lavorare sulle auto da solo perché ho bisogno dh mmacchina molto piu
grande che mi aiuti. Ho bisogno di unscchina condivisg”.

Sergio Marchionne, CEO FCA

The Automotive Industry is the branch of the mantifeing industry that deals with
the design, development, production, marketingsaliihg of motor vehicles. The term
is a hybrid form that comes from Grealasto meaning ‘self,” and from the Medieval
Latin adjectivemotivusmeaning ‘in motion’, and it is referring to anyrifo of self-
powered vehicle. It is the quintessential indudigy far, both in terms of ability to
provide jobs and in terms of products, both in dgyed countries and in emerging
countries. For several years this sector, whicmiga state of over-supply, is going
through a time of deep trouble: the effects of ibgulation of the more economically
developed Nation-States and supranational bodiesattack of the Asian tigers and
competitive countries with low labour costs empbashe importance of market-driven
management as logic of global competition beyomrdntiere sizes of product-based and

marketing based competition.

8 To the author's work translation. ‘The party i®o\(...) After the economic crisis there will be psix

large groups. Those with a production bigger thah rbillion cars per year will survive. (...) Mass
market OEMs will be an American one, a German arierench-Japanese one with some branches in the
United-States, a Japanese one, a Chinese onepotdrdial European one. (...) | can’t continue to kvor
alone in the automotive industry, because | ned frem a bigger machine. | need a shared machine’.

68



1. Automotive Industry History

This section will cover a brief history of the amtotive industr§® with the exception
of its European part which is further explainedhia following chapter, entirely
dedicated to the analysis of the European indastdyits decline.

The car is a European product.

Initially, the cars were ‘pleasure cars’ or a luxgroducts reserved to few wealthy
customers. A product mainly used for racing, aneaspre and unreliable product:
security was not a discriminating factor betweenhrchase variables. The primacy of
production is attributed to Daimler and Benz, whistfused oil and sensed its
revolutionary potential for the transport secttwys defining a new design or rather a
new standard. At the beginning, it was not cleahd car were to have three or four
wheels, or was to be fuelled by internal combusgagine, steam engine or batteries.
The first evolution in the industry took place ihet United States certainly not
indifferent to the charm of racing. With the inttadion of mass productionHenry
Ford legitimises the use of the internal combuséingine as standard by placing it over
the other types of propulsion. In those difficuktays, Ford was a genius who soon
realised that there was a new way of manufactuaimd)a latent market for the car that
was no longer a bargain for only rich people, mgkime fortune of Highland Park and
Model T, that customers could choose in any coésulong as it was black. The idea of
Ford was revolutionary with respect to the productprocess, because it created
economies of scale to lower the costs and madpribe affordable to a wider audience
(strong price elasticity). In the assembly lines tar ran down a line where the experts
could carry out several operations in sequenceabaetime; the components used were
interchangeable and standardised. When the systa® fwlly operational, the
production went up to 146 cars per hour: the irsweaf the volumes reduced costs
dramatically. Ford, however, was also an obnoxicharacter who wielded absolute
and arbitrary authority in companies, showing arggrattachment to money. With the
closing of Highland Park and the opening of Riveuge, he abandoned the idea of
openness to the outside and relationship with sengp(see for example the supply of

engines from the Dodge Brothers) and verticallggnated supply chain. From these

8 f. Pellicelli Claudio, 2014.
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choices sprang the decline of his business, Hewirg [did not understand that the
demand was changing; the consumer was no longesatme. The T model collapsed
because it was unable to compete against the AkewfoGeneral Motord-e left the
company to his grandson Henry Ford II, who declitiesl virtually zero cost purchase
of what is today's Volkswagen, missing the oppatyuto enlarge its market share and
deal with GM. It was the beginning of the rise @r@ral Motors, marking the transition
from mass production to market segmentation. Gémdadors was founded in 1908
and after two troubled managements, in 1923 AlBtghrf® came to lead the firm. He
soon understood that the inhabitants of the caarty wanted something different, a car
for every purse and every purpose. Alfred Sloarpsetbthe rules of mass production
but its customers perceived the products as if whene constructed on the basis of their
needs. GM was actually going to a@ass marketinghrough segmentation, positioning,
product renewal, premium price, branding and adieg. Sloan also introduced a new
organization based on divisions with its own markist own product portfolio with a
small headquarters dictating the strategies anesrahd exercised control over the
entire group.The various companies/brands belonging to Generatotd had to be
ordered in a hierarchy according to the price dmel Segment of cars which were
intended to eliminate overlapping models. Generatdys sold to those who acquired
the second and the third car and not more thediistas Ford did. General Motors had
an unchallenged superiority: 1) it held 50% of Araerican car market; 2) it was the
first manufacturer of parts and components in tleldy 3) it was also considered a
technology innovator as in the case of the intrtidacof the ‘closed car’ (cheap
production) and the development of a quick-dryiagnp The years that followed were
those of the Great Depression, the collapse of ®adlet and the Second World War:
the years in which sales of luxury cars and of mather manufacturers collapsed
perishing, where many production facilities congdrproduction from civilian use for
military use. At the end of World War I, the thittend in the auto sector is given by

the rise of Japanese car industry, or better withota, the founder deéan production

8 Cf. Sloan Alfred, 1963
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according to which the production was to come atiogrto the needs of consumers,
pulled or driven by actual dematid

1.1 American Automotive Industry History: the Detroit Big Three from
the ‘Golden Age’ to the End

The so-called Detroit Big Three, Ford, General Metand the smallest Chrysler,
have effectively dominated the history of Americamomotive industry. Detroit had
produced airplanes and tanks instead of luxury dartng the war; despite this the
conversion of the plant was really fast, but therese some conflict with the unions
demanding wage adjustments. In the coming yeaesBth Three lost market shares
because of the entry in the US market of JapanedeEaropean companies, the
decision to stop producing small cars, convinced the segment was not sufficiently
profitable for all car manufacturers. The 50s wtre years of the Golden Age, the
years that doubled the number of cars on the nocugst of chrome and accessories,
with a much faster frequency of new launches. At shme time, offer range of car
decreased consumer loyalty and, therefore, incdeassketing expenses to tackle it,
particularly increased advertising supported thenufecturers and dealers who are
found with high levels of unsold. General Motorsogwced 43% of commercial
vehicles. Not having such strong competitors, Ganédotors put in command
managers from the finance area, concerned abowbdteand competitive prices rather
than the taking care of product. In particulartret time staff were opposed to the
installation of certain security devices in favdr pyofitability. In 1973, the first oll
shock decreed the embargo of the Arab oil-produciogntries and, as a result, the
Americans were forced to buy cars that consumegj tess by opening the way for the
Japanese Toyota and Nissan. The entry of the Jepdimally broke the oligopoly of
three American and even the UAW. Under the pressitiee crisis, the Big Three and
the powerful UAW simplified and made less onerdhertcontracts. After a few years,
the above reduced the quality and productivity bapveen American and Japanese
competitors, by introducing new products such asivans, the cross between car and

wagon, a traditional small van but more spacioas th station wagon which paved the

87 See the previous chapter and the section analysendPS, Toyota Production System. In this part of
the research | will discuss about modularisaton lamidt-to-order as extension of the TPS, to enhance
flexibility.
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way to the SUV’s boom in the 90's, a new idegpobduct marketing existing for some
time, and partially modified. Chrysler bought Anoam Motors owner of the Jeep brand
in 1987, believing that the market would have gonthat direction. To the success of
the minivan, Ford preferred the SUVs, a three-va@umid-size car called Taurus was
successful both for design and engineering; It wakdrawn twenty years after the
launch because Ford did not have the determin&i@ontinue to invest and to defend
the success he had achieved against the JapanaseralGMotors declared itself not
concerned with the progress of Ford, launchingva Ingsiness model: 1) it stipulated a
program with the union named Jobs Bank, under warckmployee dismissed because
of technological progress would have been entitte@5% of salary until he found a
new job; 2) it took the road of a very strong dsiBcation that led it to acquire aviation
firms and companies producing satellite systemsd Femd Chrysler were forced to
follow General Motors, both with regards to uniamdaacquisitions: in 1989, the Big
Three spent over 20 million dollars in acquisiti@reding much of the profits, while
the Japanese concentrated on the car putting okemarands such as Lexus, Infinity
and Acura. In the 90s, the Big Three were stillogimjg the benefits arising from
achieved high profits in previous years, but thenscchanged quickly showing the
vulnerability of the auto industry compared to #enomic cycle. It emerged that,
although their strategies were different, the Blgek had one thing in common: they
sold more SUVs and minivans than normal cars (pgsisom car companies to truck
companies. Only GM sold more cars and trucks angyioSaab). In 1998, Daimler
Benz bought Chrysler as part of a globalisatiomtegy to change the face of the
automotive industry, and chose a stake in Mitsubidbtors to enter Japan. General
Motors and Ford were worried that the new compaoyldc become a formidable
competitor. But on the threshold of the new milliemm the situation in Detroit seemed
improved and the Japanese car manufacturers wecedfdo stop their penetration
because they lost the SUV boom: Honda was hit bint@nnal scandal in it, while the
nearly bankrupt Nissan went for sale and was bobgiRenault. The success with light
trucks slowed the incentive to improve the quakityd productivity of American
manufacturers. In 2000, General Motors bought 20%iat Auto paying $ 2.5 billion
in GM stock. With 5% of shares Fiat became thedasrghareholder of General Motors,

who in turn had access to Fiat's diesel technoldgyut option weighed on the alliance;
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Marchionne asked to exercise it in the beginning@@d5: although GM had made high
profits with its financial division, it decided tend the global alliance with Fiat.
Generals Motors’ economic situation was pitifulh@d too many brands that duplicated
itself, a large excess of production capacityoor thany factories, too many employees
and too many dealers: there were rumours of batdyupn the 90s, the Ford family
wanted to regain control of the company, but the appointed CEO undertook a crazy
way of diversification (Volvo, Land Rover, Aston Kia and Jaguar) eroding much of
the advantage so far accumulated: Bill Ford annedntThe Way Forward’, a
breakthrough that involved the abandonment of Tgutte closure of many factories
and consequent layoffs. In 2006, the Ford familgppsed Mullaly as CEO, who
immediately asked the banks for a loan of 23,6nldatlar, to finance the turnaround,
giving everything as collateral. Even Chrysler wias sale and then bought by
Cerberus, a private equity fund. 2008 is the ydahe crisis and the Big Three have
been postponed at the first hearing of the Semdatdhe second hearing, as mentioned
earlier, Ford declared that it could do it on it&no Meanwhile, Obama activated a task
force to rescue General Motors and Chrysler, rigjgdhe idea of a merger between the
two. The new Fiat turned out as a candidate, itteddathe low fuel consumption
production that the two US manufacturers needed. gdvernment put money to keep
Chrysler alive until Fiat branded autos were lawachn the US market: Fiat closed the
Chrysler acquisition deal in 2014. Generals Motwes instead facing bankruptcy, it
received the money from the Treasury (72.5% contsith the condition of reducing

brands and rationalise product lines.

1.2 Japanese Automotive Industry History: the Keiretsu’ and the Culture
of continuous Improvement

In the early 1900s, some motor enthusiasts develdpefirst prototypes of cars. For
example, Yamaha, in 1904, developed the first bitls steam engine. Only with the
earthquake of 1923, car production became a sehosisess: the car was an effective
alternative to the damaged railways. The governrtiet bought 800 frames of Model
T to adapt and use as bus. Then began the knocked-(KD) production, initially
European and then American, in particular of Fand &M. As with the production

plants of Osaka and Yokohama, Americans dominated Xapanese market, the
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government decided to implement a protectionisicgolhat forbade foreigners and
closed plants, favouring the birth of Nissan, Tayand Isuzu, even if with limited
financial resources. While Nissan merely importaakage of technology, Toyota made
own the American and European technologies, settivg basis for the Toyota
Production System in the 50s. World War 1l led toeaession of the economy from
which Japan recovered thanks to American ordersucks to fight the Korean War.
With the transfer of technologies, the recovery wasd, increased wages, quality of
life and purchasing power. In fact, in the 60s pieduction increased exponentially,
bringing Japan to be the largest car manufactuner increase the quality and the
competition between different Tier. Meanwhile, Mamistry of Commerce and Industry
failed with the attempt of concentration of the cambtive sector in three major
companies. In the following decade, the oil shocknohated by the Arab embargo,
leaded to a turnaround in growth of demand for:caxports are the masters, increasing
by 5 million a year, mainly to the US market, whdre Japanese machines had cut the
slice of the cheap market segments. The appreciafithe Yen, pushed Japanese firms
to build production facilities abroad to reprodube exact same structure adopted in
Japan, the so-called ‘transplants’. The Big Thredeustood the importance of making
alliances; the most famous is NUMMI, including GMdaToyota. The bubble economy
of the Nineties made Japanese automotive induesyd competitiveness, with the
spiral of increasing fixed costs and raising theaBreven point due to diversifying
investments (ICT and CIM) without taking into acabuhe profits. In recent years,
Japanese companies have recovered ground, drivethebydevelopment of green
technologies and the introduction of the hybridieas.

o The principal Japanese OEMs are Toyota, Nissannddp Suzuki,

Mazda, Daihatsu, Subaru, Mitsubishi, Hino and Isuzu

o Honda Motors Co., Ltd. is a public multinationarporation known as
a manufacturer of automobiles, motorcycles and pageipmentAmong
the Japanese, is the first car manufacturer to hlaad a global push, the
first to build cars in the United States. The powkHonda is in the defence
of its independence and the constant search favative solutions, both in
mechanical and in marketing. Car production begari962 with the sport
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car S360 and the mini truck T360, but the succassecin 1975 with the
introduction of Civic. In 1986, Honda introducecetluxury Acura brand to
the American market in an attempt to gain grounadlldwing the death of
Soichiro Honda and the departure of Irimajiri, Hangvas at serious risk of
an unwanted and hostile takeover by Mitsubishi MHtevho at the time
was a larger automaker by volume and profits fréma successful Pajero
and Diamante. Honda changed its corporate cultungshing through

market-driven product development that resulteddoreational vehicles
such as the first generation of CR-V. (See Hondp&ate Website)

1.3 Korean Automotive Industry History: the Role of‘Chaebol’

South Korea was established in 1948, at that tirag &vland devoted to agriculture.
The Korean industry's story began in the 60s, thdokthe engine of the motorcycle
chaebo] family conglomerates similar to the Japanesieetsy which arose from small
businesses that had come to compete with the loigablplayers, see, e.g. Samsung
Electronics, Hyundai Motors, LG. The automotiveustty too was born in the Sixties,
when the Government chose to protect the industrgugh import barriers and the
introduction of duties: Auto Company Saenara fi&ijnjin, Hyundai and Asia then
assembled semi-knocked down kits (SKD). Later en#@'s even at Kia and Ssangyong
assembled SKD in a vain attempt by the Governmenintdernise the sector and
maintain viable economies of scale by limiting thember of manufacturers to start
mass production. In fact, only Hyundai followed tlokrections of the Korean
government that opened the door to exports andidhgestic production of vehicles at
low cost and therefore accessible to the local [atimn: Hyundai abandoned the
production of SKD for the Ford sub-compact modail degan to produce the Pony
with the help of Italdesign (Giugiaro) and Mitsutiislt then followed the Pony Il and
Excel model, declaring Hyundai a market leader.t@omg the licensed production,
Kia was dedicated to the Peugeot 604 and the Batahd only in the 80s struck a
partnership with Mazda and Ford that led it tolmgecond Korean manufacturer. With
a 50-50 joint-venture with GM, Shinjin created GMr€a then Daewoo, producing a
variant of the Opel. Only in the early '90s, thev&mment stepped aside, leaving the

75



potential of the unrelated diversification of ttigaebo) but the financial crisis and the
depreciation of the Korean Won once again confirtiredHyundai supremacy that had
kept it squarely the way on R&D and growth strateywiding joint venture and
cooperation that would have altered the charadtédrecchaebol In the auto sector, the
main example are represented by the Samsihagbo] whose core business was
represented by the electronics and chemical, aaddgysng which always had taken
care of cement and construction; to prevent newaetg from reaching vital economies
of scale, the 3 historical OEMs decided to incrga®eluction capacity and to relocate
doubling the market share (from 2.7% to 5.8% ire@rg) which was soon accompanied
by a deterioration of profitability. Hyundai acoedr Kia, while in 1998 thehaebol
Daewoo, which failed for purchasing new companiess bought by GM (engines) and

from the Indian Tata (truck and industrial vehigles

o Samsung Motor Company was created in 1995 aftéailad joint
venture in the 80s with Chrysler and after 2 yeafsproduction under
license by Nissan. In 1998, it began the productbthe SM5 model with
Nissan technology, able to compete with the manfetise other chaebol on
all fronts except the price: Nissan advanced tetbmo and a break-even
much higher than the actual capacity did not alltve achievement of
important economies of scale. In 2000, the group wald to Renault-
Nissan, taking the name of Renault Samsung Mo8®e (Renault Group

Corporate Website)

o SsangYong was founded in 1954 to produce JeepgbhdddS military,
as well as trucks and buses. In 1991 it startschrielogical partnership
with Daimler in 1991, to develop a SUV on MerceBegz basis; hence, the
Musso, a SUV that draws on the mechanics of E-Clas$997 Daewoo
becomes the majority shareholder, then again tlaa&gong group in 2000
and later in 2004 the Chinese SAIC buys 51% stafer the dispute
between the SsangYong and the same SAIC, accusad ofcorrect
management and to brought to China the technottepeloped in South
Korea, the Indian Mahindra in 2010 acquired 70%SsangYong for just
under $ 500 million. (See SsangYong Corporate Wgbsi
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The State intervention, the conglomerate but naotcentric diversification by the
chaebo] the Darwinian selection of companies during tharicial crisis, the continuity
of the Hyundai-Kia management are the basis ofpiwer of the Korean industry's

ability to compete.

1.4 Chinese Automotive Industry History: from the Scialist Economy to
the World Leading Industry

The Chinese automotive industry history is reldyivpoung compared to those of
other regions. In fact, the first Chinese motoriglehwas a truck produced in 1928;
then vehicles moved by charcoal and by Tung oit§)®ppeared on the market. In the
1950s, many plants were founded and started toupeottuck and few licensed auto
parts and vehicles. Helped by the Soviet investmbatause of the blockade in Japan,
many trucks based on Russian GAZ and vehiclesrsgtiie Army have been produced
in modern plants. In the late ‘50s and during t@s‘ few automobile companies were
set up and are today still working as Nanjing Aubhite Corporation, Shanghai
Automotive Industry Corporation SAIC, China Natibfbeavy Duty Truck Group and
Beijing Automotive Industry Holding Corporation. &tyears from ‘80s to ‘90s marked
the opening of Chinese market to foreign investsamd many American, European
and Japanese OEMs allied with the Chinese firmprtomluce knock-down kit. The
domestic production was very limited in the decaafeShina’s socialist economy (only
5,200 cars produced) so that the import rose diaatigt despite the duties and a two
years moratorium. China tried to help local prodctboosting the existent joint
venture but also establishing new ones that dididw the Chinese to learn and
incorporate third parties’ technologies. In thes3fe industry began to run and several
new firms entered the automobile industry: ChandWwtors, Changhe, and Hafei
Motor originated from defence industry; BYD AutoyilBance China Auto, Chery
Automobile, and Changfeng Automobile born from etdte-owned companies, while
from private capitals started Geely Automobile &mat Wall Motors. To face hyper-
competition proper of global over-supplied marké€kinese car makers adopted strong
imitation strategies and have been accused of ngpgiesigns of other automotive
players.Since the early 90’s the Chinese automotive ingiusas developed fast. It is
now the largest industry in the world in terms a@bduction, sales and number of

vehicles in use. The main industry domestic car ufeoturers are all state-owned
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companies and are SAIC Shanghai General Motors,gieag Motor Corporation,
Chang’an and BAIC Motor (see Appendix Table 16).

2. Automotive Industry Structure and Players

According to OICA, the International OrganisatidnMotor Vehicle Manufacturef§
Automotive Industry has a complex structure thatudes passenger cars, commercial

and industrial vehicles and buses and coachesfiita$ these categories as follows:

- Passenger carsare motor vehicles with at least four wheels, u$adthe
transport of passengers, and comprising no more éight seats in addition to
the driver's seat;

- Light commercial vehicles (LC\@re motor vehicles with at least four wheels,
used for the carriage of goods. Mass given in {oretric tons) is used as a limit
between light commercial vehicles and heavy truddss limit depends on
national and professional definitions and varieswben 3.5 and 7 tons.
Minibuses, derived from light commercial vehiclasg used for the transport of
passengers, comprising more than eight seats itiGadtb the driver's seat and
having a maximum mass between 3.5 and 7 tons;

- Heavy trucks (HCVare vehicles intended for the carriage of goodaximMum
authorised mass is over the limit (ranging from 3db 7 tons) of light
commercial vehicles. They include tractor vehiatiesigned for towing semi-
trailers;

- Buses and coachewe used for the transport of passengers, comgrisiore
than eight seats in addition to the driver's s&ad, having a maximum mass over

the limit (ranging from 3.5 to 7 tons) of light camercial vehicles.

The three main players that operate in the indwsgydistinguished as follow:

 The International Organization of Motor Vehicle Meacturers was founded in Paris in 1919. It is
known as the ‘Organisation Internationale des Gonosturs d’Automobiles’. The organisation’s
membership comprises 38 national trade associatiomend the world, including all major automobile
manufacturing countries, thereby covering virtualg entire motor vehicle industry all over the \dor
The general purposes of the organization are tendethe interests of the vehicle manufacturers,
assemblers and importers grouped within their natidederation and, in particular. ‘OICA members
represent the global auto industry that drives enoa progress. Through our autos, we connect people
products and services to enhance quality of lifd anstainable auto mobility. We are committed to
technological innovation in the areas of safetyyimmment, fuel efficiency, and we seek global
harmonization of safety and environmental standardenefit all countries’. See www.oica.net
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- original equipment manufacturers (then OEMS);
- component suppliers;

- dealers.

2.1 Original Equipment Manufacturers

OEMs are the vehicle manufacturers, in other wonésassemblers of final product.
They can be distinguished by volumes and stratefiest, we can have OEMs that are
characterised by mass and volumes, whose targéeisnass market in which they
compete on differentiation and cost reduction deagcfor economies of scales.

o PSA Group - Peugeot Citroén Group - is a Frendhicle manufacturer
that was created in 1976 by the merger of Citroéh. &@nd Peugeot S.A.
The group has had 54.7 billion euros of revenue20d5 and 184,107
employees worldwide (including automotive, Banqu8APFinance,
Faurecia, and other smaller business). It is theosel largest car maker in
Europe with 11.5% of market share. Its portfolio nsade up of three
brands, obviously, Peugeot, Citroén and DS from420W/ith its three
brands the Group is present in 160 countries witlsteategy that will
reposition the three brands, clarify their produenge to ensure more
complementarity and improve their price positioniagd, on the other
hand, to ensure better market coverage. Duringythars PSA group has
embraced numerous competitive strategic alliance®rder to penetrate
new markets, to minimise costs producing cars tmtosame platforms, to
gain new skills and technologies. For example, @122 PSA Group and
BMW invested 100 million euros in a new hybrid tetbgies joint-venture.
(See PSA Corporate Website)

Second, we identify specialised manufacturers, ragnat the top of the market and
fixing high prices with a view to cost recovery. SEaecovery strategy consists of
transferring part of the cost to the customer, whavilling to pay a premium price,

compared to reduced production volumes.
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o The Daimler Group is the German inventor of autbit®o It is one of
the biggest producers of premium cars and the wsrldiggest
manufacturer of commercial vehicles, with a glolahch. It provides
financing, leasing, fleet management, insurance amtbvative mobility
services. Daimler’s revenue in 2015 amounteii49,467 million euros and
the number of employees was 284,015. It operatds Wwith the famous
three-pointed star brand, Mercedes-Benz, and Dairbfand in different
business units, i.e. Mercedes-Benz cars (Mercedag;BAMG, Maybach
and Smart), Daimler Trucks (Mercedes-Benz, Freigét] FUSO, Western
Star, Thomas Built Buses, BahratBenz) Mercedes-Bams (Mercedes-
Benz and Freightliner), Daimler Buses (MercedeszBamd Setra) and last
Daimler Financial Services (Mercedes-Benz Bank, dddes-Benz
Financial, Daimler Truck Financial, Moovel, Car2Gand MyTaxi). The
group has also a Formulal racing team, called Mdes AMG F1.(See

Daimler Corporate Website)

Third and final point, OEMs can be classified ashei manufacturers, belonging to

luxury, very vulnerable and dependent on the econoytle.

o Tesla Motors was founded in 2003 by a group ofrezggs in Silicon
Valley. They were and are determined to prove &hattric cars are much
better than those on petrol. The company's missmensure that the world
may be converted as quickly as possible to sudtnaodes of transport.
First, the Tesla engineers designed a powerplanspmrts cars based on
induction motor with AC patented in 1888 by Nik®ksla. The result was
the Tesla Roadster, launched in 2008, that has sotdte than 2,400
Roadster in more than 30 countriés.2012, Tesla launched the Model S,
the first premium electric sedan and in the lastthe of 2014, the Model S
was presented in Dual Motor all-wheel drive versidie Model X is the
latest one to be launched. In particular, the Tes&D is the cheapest SUV
of Tesla and it costs about 88,500€. The ownera ®&sla car have the
advantage of being able to recharge from home,auitthaving to go to a
distributor and without spending for gasoline. Irddition, the Tesla
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Supercharger network (in North America, Europe aAdia) ensures

convenient and free access to ultra-fast chargigle to fill half of the

battery in just 20 minutes. Tesla vehicles are poedl in a plant that was
once the headquarters of the New United Motor Mactufing Inc. , a joint

venture between Toyota and General Motors. To redlie cost of lithium-

ion batteries, Tesla and Panasonic, have assessadja plant in Nevada,
to produce an economic vehicle and intended for rttesss market: the
Model 3. This isn't all, in 2020 this plant will pduce more lithium-ion

cells than those produced by the entire world i120t will also produce

battery packs to be used for the steady accumulatio order to improve

the robustness of the electric grid, to reduce gnerosts for homes and
companies providing a stockpile of energy. (SedaTe®tors Corporate

Website)

Hereby follows a chart with the Topl0 automotivenofacturers worldwide as of
2015, ranked by production (see Figure 6). We sakedoncentration in large groups is
the result of mergers and acquisitions, which bglém different brands. It is the
network response to market instability in line witthat Avvocato Agnelli and Dr.
Marchionne said. In terms of vehicle sales and mage Toyota, Volkswagen and
Renault-Nissan are the most successful automakershe world. The Chinese
manufacturer SAIC, Dongfeng, Geely, Chang'an and(Bare beginning to cut the
cord from their joint venture partners from othartp of Asia and the Western world

(see Appendix Table 16).
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Figure 6: Top 10 of World Ranking Manufacturer in 2015 (World motor vehicle production. Data are all
vehicles)

Toyota 10,083,831
Volkswagen 9,872,424
Renault-Nissan 8,202,726
Hyundai-Kia 7,988,479
GM 7,485,587
Ford 6,396,369
FCA 4,865,233
Honda 4,543,838
Suzuki 3,034,081
PSA 2,982,035

Source: OICA. Author’s graphic design. Data of Renalt and Nissan have been summed according to thenaiof
the thesis.

2.2 Component Suppliers

The automotive production process is marked byedgfit phases and times,
depending on the proximity or less to supplierd, ibis also highly dependent on the
saturation of the market and the management oflien@nd stock relationships (time
compression). See Table 2 to better understand.

All OEMs limit themselves to design and assembl®motive parts or component
groups, most of which are provided by external &app Suppliers provide
approximately 10,000 pieces for the final car asdgnthus creating the final 60-70%
of the value/cost of a vehicle. Some examples td parts that are manufactured by
automotive suppliers are exteriors, interiors amat@nditioning components, electrical

and electronic equipment, vehicle chassis and pfoaves.
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Table 2: Value Chain Phases

Time between order and delivery
Phase :
in each phase

Iron mineral extraction
Crude oil production 900-300 days

Silicon extraction etc.

Alumina production

Iron and steel production

o _ 11-26 days
Aluminium production
Polymers
Semi-finished materials
_ 3-26 days
Bars, ingots, granules, sheets
Components 1-21 days
Modules 30-180 minutes
Car Assembly 12-18 hours
Trade/Dealers/Sales 40-70 days

Source: Nieuwenhuis Paul and Wells Peter, 2003.

The competition carried out by Japanese OEMSs, ascloyota, has pushed European
and US ones to revise their relationships with 8app adopting the idea to have few
selected suppliers of prefabricated complex systgetting advantages of cost, time and
quality. The abandon of the idea of using multglgpliers to put in competition with
each other, pushes OEMs to adopt a strategy tljaires supplying companies the
development of new skills but also new forms of peration between the two sides,
such as the outsourcing relationships. This megstem® integration along the entire

product lifecycle. The relation with suppliers iganised by OEMs by three tiers:

1. Tier 1 players buy from Tier 2 and Tier 3 and supply clife OEMs often
through R&D partnerships. They are responsiblgfoduct development and
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technological innovation, working strictly to OENs the project, production

and delivery of complex vehicle systems such aimns.

2. Tier 2 firms produce parts for sub-assembly phase. Thgyfltom Tier3 and

supply Tierl.

3. Tier 3 suppliers provide materials and services such aé treatment to
Tier2®

The trend is to reduce frequent trading to go tolwastable relationships between

OEMs and a few specialised suppliers, especiabylTi

Figure 7: Automotive Value Chain

Final
Customer

Distributors

s \
Tierl
Components
\ J
s 1
Tier2
Sub-assembly parts
\ J
e 2
Tier3

\ J

Steel and other
raw materials

Source: Heneric Oliver, Licht Georg, Sofka Wolfgang2005b)

The effects of globalisation, the choices of retmraand consequent new locations,

competitive strategic alliances and modular pradagtmeans that also the industry of

components is in a phase of restructuring and dolagimn, or concentration

particularly in Tier 1 segmetlt This also brings benefits, such as access to new

markets, electronic innovation and access to nellg gleriving from outsourcing: the

power still remains in the hands of the big autaweoinanufacture houses, because ‘the

8 cf. Candelo Elena, 2009, p. 14.
% Cf. Heneric Oliver, Licht Georg, Sofka Wolfgan@)(5b.
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vehicle is more than the sum of its paftsMega-suppliers are then set up, who have
resources to relocate and build the plants wherthey serve (new supplier-parks),
support R&D to benefit from the growing use of coommplatforms by car

manufacturer&.

The following chart (Figure 8) shows the leadingoauwtive suppliers, based on
worldwide revenues in 2015 (see Appendix Table THhe ranking of the world’'s
largest automotive suppliers is dominated by Ewmopand Asian manufacturers,

especially German and Japanese.

Figure 8: The leading global Automotive Suppliers in2015, ranked by Sales of original Equipment Partén
2015 (dollars in million)

Bosch (Germany) 44,825
Denso (Japan)

Magna (Canada)

Continental (Germany)

ZF Friedrichshafen AG (Germany)
Hyundai Mobis (Korea)

Aisin (Japan)

Faurecia (France)

Johnson Control (U.S.)

Lear (U.S.)

Source: Automotive News, June 2016. Author’s graphidesign.

The German Bosch is ranked first, while Japaneses®eanked second. Bosch’s core

products include controls, electrical drives, bsgkstarter motors, generators and

%1 See Heneric Oliver, Licht Georg, Sofka Wolfgang02a.

92 Cf. Pellicelli Giorgio, 2014; Parry G. and Grav&s 2010. The supplier park are clusters in which
operate both suppliers and car manufacturers. Bneydifferent by location, carried out activitiesda
size. The effects of globalisation, the need feegnation of the supply chain, the proliferationnaddels
and the need to simplify the production, ensurd tha supplier park are still rising, especially in
emerging countries that always attract strong fprenvestment. In a supplier park, the number of
suppliers is variable but they mostly are Tier2 a3, as typical tasks are warehouse managemeint a
inventory, assembly of modules and systems to ligeded to OEMs and time management (just-in-
time).
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steering systems, while Denso is especially adtivéhe field of powertrain control
systems, electronic and electric systems, smallormoand thermal systems. The
Canadian Magna produces body, chassis, exteri@tinge powertrain, electronic,
vision, closure & roof systems & module. The ramlows the primacy of German,
Japanese and American in the suppliers businesgin€otal (the German supplier of
electronic brakes, stability management systemss,tifoundation brakes, chassis
systems, safety system electronics, telematicsefdomin electronics, interior modules,

instrumentation, technical elastomers) slippedtfoafter being on the podium in 2014.

According to the major consultant groups, new leingiing market trends, such as the
shift to lighter manufacturing materials, the ele¢autonomous/connected car, and the
alternative fuel powertrains will shake up the entindustry and in particular will
increase R&D expenditures in the suppliers’ balastoeets. Sometimes, the parts and
components come from companies based in Easteop&uChina, South East Asia and
Mexico; the low labour cost advantage is mitigabgdthe long transfer times to the

supplier park in Europe and in the United Staiesfihg the flexibility of productions.

2.3 Distributors or Dealers

In a saturated market, the dealers are havingdptaagressive pricing and discount
policies to ensure that the customer won't leawve ¢hr showroom. If they succeed,
given the fierce competition of the Internet, tlaiows the end user to search for
information and to have pre-buying experiencesbcaied on its needs, this will result
in lower profits for the dealer and greater custosatisfaction. But is this a right price
to pay? Where does it lead? The customer is naillydoyal in its buying behaviours
in an over-supplied market. Internet does not asnaiow the sale, so that dealers’ gain
Is in the spare parts sale and in loans. Even tlenegver, the finance company is
owned by the OEM.

o FCA Bank S.p.A. is the holding of an internatiobahking group born
in 2015 from the equal joint venture between FCGAyIS.p.A. and Crédit
Agricole Consumer Finance S.A. The group has awtgspread diffusion
in the EMEA region, particularly in Italy, GreecBprtugal, Spain, France,
Switzerland, Belgium, Germany, Netherlands, AustridK, Ireland,
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Denmark, Sweden, Norway, Finland and Poland. Itsaimmbe the bank of
automotive customers. (See FCA Bank Corporate \tégbsi

Industry profitability is very low, because the t#cis characterised by high fixed
costs of production and development that deterraireny decrease in demand the stop
of production lines with many consequences of itmiks Indeed, the useful life of a
vehicle generates profit for automotive gasolinek®eg insurance players, suppliers of
spare parts and so on. This requires an abandorohdr@ only product-based approach
in favour of integration with an orientation to duet, corporate and network intangible
asset: if it is true that a good product rangeree tan make a difference, it is also true
that pre and post sales services, brand, corpamaitere, are key elements of a
successful global market-driven firm. So, who dre market-driven winners in the
automotive industry then? Those players who malee ahility to compete and the

efficiency of the activities of the value chain #eys to success.

o The automotive industry provides an important eplanas regards
click-and-mortar distribution policies. The onlinsearch for detailed
information on motor vehicles has become a solgh $h the car buying
process. A traditionally important role of the desals then less, diminishing
the importance and therefore the bargaining powedthwthe parent

company.

3. The State of Art Automotive Industry

There is a relationship between growth of econodagelopment and motorisation
rate: the increase of the first results in an iaseein demand for vehicles. According to
some research based upon the above report, thiedtestry would not be in a stage of
maturity, but it will also see growth in world denth (See Figure 9). The global
vehicle fleet is on the rise. This does not implpraghter future for the OEMs and
suppliers of the Triad (North America, Europe amgbah), it rather means that their
strategies should be directed towards new marKets. rankings referred to in the
previous paragraph are explanatory. Consideringréetionship between economic
development and motorisation rate, we note thahature economies of the Triad the

slow economic and demographic development anddpkacement rate of cars guide
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the weak demand for new vehicles, while the emgrgiconomies, such as BRIC and
STIM, are populated by millions of people who aceng to buy their first vehicle; not
surprisingly, China is the first market for saledumes (se€&igure 9. The main causes
of a 'replacement demand' in the Triad are duee@kveconomic growth, the stagnation
of incomes, the volatility of financial market, tpelitical uncertainties but also to the
improved quality of the vehicles. In Western Europeconsiderable fragmentation is
emerging: national economies grow at differentgaed the peripheral ones still suffer
a lot from the crisis that began in 2008, compangith the core countries such as
Germany; German manufacturers concentrated in-émgh but also German Tierl
suppliers of components suffered less of the reolueh profitability due to the crisis.
The United States is the Triad country that hasesed the most the crisis, but the
monetary policies of the Fed which allowed quickess to credit, the ‘fuel efficient'
technologies and the confidence in the recoveryealowed a rapid exit from the
crisis: unlike European firms, American companiagséhreduced the capacity to boost
sales. Japan, like Europe, is driven by a demandefgdacement and, like the United
States, has reduced its domestic manufacturingcitgphy expanding production
overseas: the population is aging rapidly (by 238 ®5 years), urbanisation, excellent
public transportation network, the lack of steadyp®yment and high car ownership
taxes (it is estimated that a Japanese pay 50 tnoes than an American and 4 or 5
times more than a German and an English) motivateny people to move to city
where the car are not needed and more generallgdpelation to buy minicars (35%
Japanese cars market). Finally, in low-growth eamee such as Africa, although
poverty is declining but it is still high, mobilitis a factor of ambition. So, it is clear
how maturity is in the Triad and not in the worlBriad had to face an increasing
competition, if in the 80's with the globalisatiohmarkets, the threat was represented
by the Japanese, today the battle for market sisate fight with the Koreans, the
Chinese and the Indians. The Koreans have alwasis decused of dumping (that is to
sell at prices below costs) from North America, &g and Japan, but actually the
Korean success comes from structural and stratagtors such as the abundance of
global supply, the delocalisation choices, thetsgia investments in R&D and the
achievement of significant economies of scale. Tiénese and Indians are a threat

both in the low-price segments both in the top sy by buying Saab, Volvo, Jaguar
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and Land Rover they had given them new life re-thimg the icon brands, opened to
joint-ventures importing and improving Western teclogies, and last they had

increased their image in the domestic market arariarging ones.

The current competition is based on the proliferatiof models and on the
convergence of price and differentiation stratedieis a dog chasing its tail; as it seeks
to increase profitability by attracting new custemeith the broadening of the offer in
terms of innovation and imitation, new product §inenodels and versions (but low-
volumes per model) introduced on the market. Stautdwith innovation is not easy,
because of the short life cycle of the product tredfastest response of competitors in
the introduction on the market of imitation produdt is obvious that the decrease of
the life cycle, on the one hand, brings with it #ilvantage of continuous renewal of the
range, on the other hand it adds costs (developamahtdistribution) reducing profits
and weakening competitive position. All the mantiaers have passed the gates of the
premium and low cost segments through flexible potidn strategies that converge in
similar product concept, softening the differenbeswveen high-end and mass. In the
‘First Community, Second Business’ logic, profitigiiis given on the market offering
the right product at the right time according te thgic of just in time production and
time to market. The need is to follow in the foeps of Toyota and introduce the
concept of lean manufacturing to the entire desiggmufacturing and supply chain: the
cars remain in the factory for up to two days lamain in distribution for two months
on average (importance of inventory supply managermed distribution relationships).
Alliances and the search for synergies and ecormisi@ way but not all alliances
achieve succe$$ What's the role of consumers? Do they have mareep than
builders? Yes, they do. Changes in consumer belaaad non-loyal purchasing
behaviours emphasise also in automotive the prinoatlge role of marketing research
to answer what-if questions and understand thewnoes In fact, it doesn’t exist a
world unique car, but there are individuals thdbbg to segments that are similar into
separate physical markets and individuals who mayecinto unstable aggregates
demand in a market (e.g. new Fiat Tipo priced €1@,5Competition is now based on

intangible assets both related to product and catpmetwork.

% See the previous chapter and Daniela M. Salviesearches.
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3.1 Automotive Industry Production and Sales

The trend of a growing demand in emerging econonaied a flat demand in
developed countries in the automotive market heshdl been lived in the years before
the Great Recession; with the recent crisis, thdirde in demand in the advanced
economies has widely spread. The European marketaap resized and with a still
uphill road to recover from the crisis, while Caaathe US and Japan, which suffered
in the period between 2008 and 2011, more recéwathe relocated to pre-crisis levels.
Among all emerging countries, China stands ouglistg the role of first market since
2009 to the United States. The weight of the Chanemrket in terms of GDP is
increasingly significant, the expansion of the nieddass, progressive urbanisation and
the incentive policies to purchase are among thim rfzectors that have enabled the
development of Chinese demaridhis amazing growth has also affected other markets
such as Brazil, Russia and India, which in 2013xstba width of market lower only to
that of China, the US, Japan and Germany. The pesjtive trend of recent years,
finally, allowed Thailand and Indonesia to earroke rwhich is still relatively small on
the global market. Despite these trends, the ne#ton rate (see Figure9), i.e. the
number of cars per capita, is still very low in thew markets, the indicator is an
average of 79 cars per 1,000 inhabitants, in As@uding Japan and South Korea,
compared to values higher than 569 cars per 1,008bitants of the main European
economies: it is likely, then, that there are opyaties for demand expansion. Between
2005 and 2013 in Europe, there has been a moreenhak#cline in Italy and France,
more modest in Spain and the UK, while Germany reethat almost stable production
levels. In 2009, Japan and the United States haffered an offer contraction, but in
the following years they were marked by a certemprovement, whereby in 2012-2013

it brought production to levels similar to thoseorled in 2007.

The growth of global production was therefore dnivey Emerging Countries:
between 2005 and 2013, China saw almost five-fodgeiase in its car production, now
covering 28% of world supply, and substantial iases were also seen in India,
Mexico and Russia. Offer, therefore, moves in aok@sacterised by a strong growth in
demand and, often, even by lower labour costs,nogritive policies for investment

and/or by preferential trade agreements.
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Figure 9: Motorisation Rate 2014 versus 2005
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However, the production is also changing, due themwtfactors. First of all,
manufacturers must surely accommodate an incrdgsidigerse and demanding
demand (see above), but they must also tend tovaagdsater concentration of products
in a limited number of global platforms to bendfdam economies of scale, as well as
greater synergies in production processes. Moreogrvironmental compatibility
constraints require the search for new solutionedoce CO2 emissions, while the next
few years seem marked by a rise in demand for tsoans, able to interface with
modern devices, smartphones and tablets, in phaticliherefore, if the emerging
countries will continue to drive global demand hetcoming years, several factors
contribute to outline a more uncertain future ooklaabout the configuration of the
global auto production. Minor doubts concern, hosvethe persistence in the near
future of critical issues concerning the productiapacity”. Let's now see the situation

for every macro-area.

‘North America: U.S. markets are peaking at histdevels, setting a sales record of
just under 17.5 million vehicles in 2015, up 5.784nk the year before and topping the
high-water mark of 17,402,486 in 2000. U.S. salesligely to be relatively flat in the
next two years and may face a moderate downtu2®1i8, victim of economic cycles,
higher auto loan interest rates as the Federal riResaises overnight rates, and an
expected flood of vehicles into the used car markétxican auto sales outpaced
forecasts in 2015, jumping 19% to more than 1.3ionilunits, and are expected to
surpass 1.5 million by 2021. Investments in neveo dattories in Mexico are surging as
well; installed capacity is likely to grow more th&0% over the next five years
(partially for North American consumption, but aldor global export). These
conditions compel automakers and suppliers to nmesagply chains and factory usage

cautiously in the U.S., while continuing to expandJexico.

European Union (E.U.): Sales have improved in theopean Union since the
financial downturn, but the E.U. auto industry elchhostage by local economies that
are teetering on the edge of recession. In 201\, aa& registrations in the E.U. rose
9.3% year-on-year, to 12.6 million units. But tigatvell below the record year of 2007,

when more than 18 million vehicles were sold in teégion. And automakers in some

% To deepen, see chapter 3.
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E.U. nations are struggling to make their economgiesv — notably France, Greece,
Spain, Italy, and Portugal — face losses or lowfifgofragmented markets, and the
inefficiencies of model proliferation. The E.U. aundustry must figure out ways to
better match production capacity to market demaridle simultaneously investing in

new potentially strong product areas (for examgheall SUVs and crossovers) and in

new automobile technologies.

Emerging Nations: Perhaps the biggest downward eeaonomic force in the auto
industry today is the underperformance of Emerdwagkets, which not too long ago
represented a significant opportunity for majorngain the global auto sector. While
India’s sales remained roughly flat in 2015, Chésngéar-over-year growth slowed to
7.3% from a 10% gain in 2014 and 16% gain in 2008w vehicle ownership
restrictions in China’s largest cities will furtheurtail sales in the coming years. Russia
had its second straight year of precipitous decim&015; sales were almost 50%
below the 2012 peak. And Brazil's sales fell byrhea.3 million units, or 30%, from
its record high in 2012, a drop that was largemtkize entire Mexican car market.
Automakers have made massive investments in EngeMarket countries and must be
extremely nimble if they are to successfully nategshe next few years. A very
conservative approach — closely managing costsfartdry capacity — is critical in
order to staying above water in Brazil and RusShana is a different story. Already the
world’s largest auto market, China is expected dash annual vehicle sales of more
than 30 million by 2020. Smart joint ventures wilninese companies that can be
counted on for consistent returns (a necessarydificult undertaking, as many
Chinese joint ventures struggle) and increaseclgitly managed production of more
profitable, pricier models will be essential fot@makers that want to take advantage of
potential vehicle sales growth. Does demand gro®rnrerging Countries? They have
economic dynamics and political factors that diffieem ours. Capture a slice of the
market is not so simple, but with the help of cotitppe alliances, the entry in

Emerging Markets is facilitated.

Middle East and Africa: Over the next five yearbe tMiddle East and Africa
(ME&A), a laggard, relatively non-motorised regiowmill likely see strong and

consistent automobile sales growth; the biggestrongments are expected in Iran,
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Egypt, South Africa, and Nigeria. Along with thisogvth, automaker factory activity in
the region will increase significantly. By 2021 anky 3 million cars will be built yearly
in the ME&A, an output increase of about 50%, adouy to PwC Autofacts®.
Substantial factory capacity improvements are YVikiel Algeria, Nigeria, Egypt, and
Iran. Given the diversity of this region — there anore than 50 distinct markets —
automakers face the obstacle of satisfying multipligjue local requirements in order to
thrive. Among them are domestic assembly quotagpitrand export tariffs and duties
for parts and vehicles, gas or diesel prefererames,local customs that may dictate the
design of interior and exterior features. To gaistrang sales foothold in the ME&A,

automakers must also have a substantial factoryletdbution presence.

According to OICA, after a very difficult 2009, dlal automotive sales and

production results have improved since then as shovigure 10.

Figure 10: Global Results 2005-2015: Total Productioand Sales (in Million)
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Source: OICA Press Conference, 2016, Geneva Motoh®&wv (Data are ‘all vehicles’: PC, LCV, HCV, Buses.
Not including police, miltary and administration vehicles).

The demand for cars has also undergone changesditeotly linked to consumer
preferences: in Emerging Markets the developmeiat middle-class ready to show the

acquired level of prosperity, stimulates demandidoger cars or, otherwise, belonging

% See PriceWaterhouse Cooper, 2016.
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to a segment higher the basic one. In China fomgka, the SUV segment is the one
that grew more in 2012, and also the demand fromes€@hinese inland areas, still
relatively little known but very populous, was retinog an upgrading of preferences
towards brands that offer design and higher quatlity major advanced economies and
particularly the countries hit harder by the sqeeez household income are showing,
however, a shift in demand to smaller, compact Ewdpower cars; in the mass-
market, consumers are more informed and demantlay eéver before, requiring a

greater diversity of models.

3.2 Automotive Industry Trends

According to PwC (PriceWaterhouse Cooper, 2015 201b), some uncertainty for
the automotive industry future remains, the maiallehge is the unevenness of global
automotive marketd-or the past 10 years, OEMs and suppliers havergignehased
global sales growth hoping to improve margins byetaging automobile platforms in
multiple regions and striving for economies of scaecause of long product cycles
and deep capital investments, every commitmenhé auto industry is a risky and
complex endeavour. Now, they have to build marketres and widen profits from the
rapid changing products. According to the lateseaech, automakers and suppliers can
no longer sit out the industry’s transformafidorin 2015, while the record sales in the
U.S. were giving a boost to the sector and the gm@weconomic malaise was flating
sales in the rest of the world, especially in ErmegdVarkets, the auto companies were
dabbling with new technologies and vehicle concepist have the potential to
transform the transportation. PriceWaterhouse Coapealking about the so-called
connected caland theintelligent car The connected car is ‘a fully digitised vehicle
with  Wi-Fi; advanced infotainment systems and appgehicle-to-vehicle
communications, that let cars on the road ‘talketxh other, exchanging basic safety
data, such as speed and position; real-time latggovices and routing based on traffic

conditions; and networked Web links that facilitaghicle diagnostics and repaits’

The intelligent car is a ‘precursor of the automoim vehicle, the intelligent car can

give drivers a first taste of the experience ofnlishing control of a vehicle, with

% See PriceWaterhouse Cooper, 2016.
" See PriceWaterhouse Cooper 2016, p.4.

95



such functions as self-braking, self-parking, awton cruise control based on road
conditions, automatic accident-avoidance featucesyputer-operated power steering,
and electric parking brakes, as well as electrdmiattles and engine contrdt’ Even if
the idea of fully autonomous vehicles is too fugtici for much of the driving public, for
Original equipment manufacturers (OEMs) it will ban exciting period of
transformation, representing enormous opportunitigsalso challenges to be navigated
in terms of designing, manufacturing, and upgradiraglitional powertrain models

while staking a claim in emerging technologies angroving customer experiences.

They therefor maintain that three powerful forces driving changes in the auto

industry over the next 10 years:

1. shifts in consumer demand a new era of personadpatation;
2. expanded regulatory requirements for safety anideft@nomy;
3. the increased availability of data and information.

Consumers appear to be rethinking their opiniorhwitdividual automobile brands
and viewing cars more as transportation machinks i§ affecting how much people
are willing to pay for automobiles; such willingses also affected by the waning of
product differentiation. Infotainment is a way fOEMs and suppliers to differentiate
their product. Consumers want a no-pressure canfugxperience that includes the
purchase decision, financing, and insurance beciduesehave already browsed online
to gather the information they need to choose algdhe Internet era, where purchasers
want a ‘buy now’ button and where the earn from foawsales is little, dealers are still
an important competitive advantaging part of thei@ahain, so that they still want to
use the test drive as a way to get face-to-facke eahsumers and close a sale. The new
era of personal transportation, also related tomeoted and intelligent car, leads to new
ways of thinking car even if traditional powertraiand engines will dominate the
decades to come. Not only will autonomous car tmugh sell, but they also mean new
type of competitors and competitive-strategic abtes. In fact, the traditional
automotive companies are merging with software phaaging with them their own
cultures, product development processes and ties@on. The cost of electronics and

software content in autos was less than 20% ofdta cost ten years ago, while today

% See PriceWaterhouse Cooper 2016, p.4.
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it represents as much as 359 he contribution of electronic systems is madengre
than 90% of innovations and new features. Anotl@nce to increase margins while
becoming closer with customers is represented hgmigics features, including
semiautonomous driving aids such as automatic lparparking and lane-keeping
assistance as well as sensor-based reporting omastenance and usdg® The
OEMs and suppliers’ lack and the increasing presef technology necessary to make
connected and intelligent cars as web networkiegsars, and software cannot be
ignored or downplayed by OEMs. Software breakthhsugre becoming more and
more critical and competition is increasingly cogmiinom non-traditional players. The
most important thing is that the time frame for nehicle launches is typically three to

four years, while the cycle for new software itemas is measured in months.

o A lot of rumours are around the ‘Project Titan’ eti\pple car, but it is
sure that Cupertino aims to fill the gap with Gomgh car development
before 2020. The Apple car maybe electric and fipnomous: thousands
of engineers have been hired to develop it, inipaldr from Tesla and
some of possible cooperation with German partnengetbeen explored. It
seems that the car will be assembled in Viennakihém a partnership with
the Austrian Magna Steyr, a specialised automotieenponents firm.

(Source: the Wall Street Journal)

0 Google’s goal is to transform mobility by makinge#sier, safer and
more enjoyable. Its self-driving car is designedhtvigate safely through
city streets, thanks to sensors able to detectctyjgedestrians, cyclists,
vehicles, plastic shopping bags and rogue birdfaass two football field
away in all directionsThe testing fleet includes both modified Lexus SUVs
and new prototype vehicles that are designed fraogle. Because takes
a lot of parts to build a fully self-driving car,d@gle has established global
automotive partnerships from around the world inithg Roush, Bosch,

Continental, FRIMO, LG Electronics and many othdrecently, Sergio

9 According to studies by Manfred Broy, a professbinformatics at Technical University, Munich.

19 priceWaterhouse Cooper invites to think aboutstrice furnished by OEMs and dealer in alerting a
car owner to upcoming maintenance or repairs. Tomas@ltant Group invites also to think about how
telematics features afford opportunities for tis-imith insurers, such as offering discounts fot@mners
who drive safely.
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Marchionne the CEO of Fiat Chrysler Automobiles ahé ex CEO of
Hyundai Motors America and today CEO of Google ®apject John
Krafcik have signed an agreement to realise thd-dseling car. The
alliance considers that FCA will produce 100 prgmmts deriving from
Chrysler Pacifica model. The manufacturing knowkead FCA needs the
technological Google. With the certainty that Aroan roads will be safer
and less congested, Google has also establishedliance with Ford and
Uber to press US Authorities to define clear rutesthe future mobility.

(See Google self-driving car website)

Tighter corporate average fuel economy (CAFE) raiuhs in the United States as
well as the rest of the world are more expensived&Ms to comply with, requiring
higher volume to amortise increasing costs. Regrdaare also mandating that more
safety-related features must be included as stdretpripment on new models, so in a
short timeframe automakers have to achieve stepgehamprovements. To improve
performance and to meet stricter fuel economy egguris, automakers will have to take
risks in product development, such as replacing emads with lightweight
manufacturing ones, new introduction in the cagdip, improving aerodynamics, using
turbo-engines and other advanced transmission amgines solutions, alternative

powertrains and other types of tactics. This wditl durther costs.

o In order to eliminate inherent inefficiencies deling much better fuel
economy, Honda has recently adopted continuousiabe transmissions
that operate on pulleys that constantly adjust gedios to provide optimal

performance in transferring power to the wheels.

o To meet legal requirements by 20BMW Group, through the Efficient
Dynamics development strategy, will develop efiicieehicle concepts
characterised by intelligent lightweight design amgtimised aerodynamic
features. (See BMW Group Corporate Website)

o The ‘Sustainable Zoom-Zoom’ plan was announcetagda in 2007,
its approach is to reduce CO2 emissions ensuringirdy pleasure to
customers. Therefore, Mazda is improving its tethgies in searching
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thermal efficiency of an engine and weight reductior the vehicle body,
but it is also adopting a strategy that gradualhtroduces electric devices
such as brake energy regeneration system, hybréd aither system. (See

Mazda Corporate Website)

o The expense of mandated safety equipment is difsmlt for OEMs to
pass along and according to National Automobile IBeaAssociation, U.S.
CAFE standards, that will go into effect in 2016¢ grojected to add as
much as US$1,000 to the production cost of a vieh@EMs must consider
that only a minority of auto buyers are willing tpay for more
environmentally friendly choices, such as electeticles, so that the cost
pressure would fall largely on them. For exampleye oof CAFE’s
requirements is that all new vehicles have a badarpera that increases
vehicle costs by as much as $200. A cost that sdrEMs will have to

cover themselves.

The pressure deriving from consumer preferencestiuter regulations leads OEMs
to adopt next-generation platforms and platform ubadsation. In other words, they
are increasing complexity in terms of number of eledhey offer while improving
product commonality, reducing the number of vehaehitectures on which they are
built'%,

o Volkswagen is the first major OEM moving towardirfanodular
platforms. GM is going from 30 core and regionatfbirms in 2010 to 26
in 2015, and has announced plans to move to faxikie platforms by

2025. Toyota, Ford, and other OEMs are followingimilar approach.

And last, in recent years, the proliferation ofommhation about vehicle usage and
driver behaviour is favorited by sensors and teteraasystems, which have become
more and more common. All players across the auiemwealue chain are interested in

collecting more customer and car data, but theytdoow how to use it. Meanwhile,

191 According to PriceWaterhouse Cooper, ‘the adoptibthese next-generation common platforms will
also lead to a consolidation of suppliers (as #aif2.2) that will result in a smaller number ofde,
global players. Ford recently stated that it wéltluce its supplier base from its current 1,1505@, and
other OEMs plan to follow suit’.
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digitalisation gives buyers greater bargaining poa® consumers are awash in easily
accessible information about automobile speciforetj prices, discounts, quality, and
performance. Only few OEMs have defined strategytiitse the customer and vehicle

data which they collect.

o ‘Mercedes, for example, has a program called ‘Meles Me’ in
Europe, which is a package of customer serviceseramy vehicle
purchasing, financing, servicing, and even shomnterentals that are
tailored for individuals and available on multipléigital platforms. The
goal is to consolidate disparate customer data afehtifying information
to increase consumer loyalty and purchases, enmgathe models of
Internet companies such as Apple, Amazon, and @o(RiceWaterhouse
Cooper, 2015).

The combined impact of these three dimensions mage®nsider that, in a strategic
way of acting, automotive industry players shoultbnitise agility and capacity to
evolve to be on the market better and before catopgt In a global landscape they
must be open for partnering with companies fronsidet the traditional automotive
sphere to share revenues and the ownership oleictighl capital. In a global saturated
arena, where traditional large markets, like th&.lAnd E.U., are relatively easy to
steer, automotive industry, through market reseamsti marketing research, could
prioritise growth in developing areas which représes much as two-thirds of potential
sales gains in the coming years. Any implementeatesyy must capture competitive
customer value, this means investing in new tedgies and features that attract
customers, developing a green factory, cementirathhe collaborative relationships

with suppliers and distributors.

As Brondoni and ISTEI affirm, also McKinsey saysitthoday’s markets are rapidly
changing because of the development in emergingketsrthe accelerated rise of
digitalisation and new technologies, the expansofnsustainability policies, and
changing consumer preferences in terms of ownerdMigKinsey, together with
Standford University, has outlined 8 perspectives tonfirm what PriceWaterhouse
Cooper said for the short time, but they projeenthto 2030. Hereby follows a table
explaining that digitisation and new business meaeé bringing into the industry four
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disruptive technology-driven trends: diverse mayili autonomous driving,
electrification, and connectivity (see Table 3).

Table 3: Overview of the Disruption Scenarios

Diverse mobility

City policies discouraging private vehicles

New, on-demand business models

Modal shift away from car ownership to shared nigpil
Autonomous driving

Regulatory challenges are overcome

Development of safe and reliable technical sol&ion

Consumer acceptance and willingness to pay
Electrification

Battery prices continue to decline

Regulator-driven emission restrictions

Consumer demand for electrified powertrains
Connectivity

Uptake of car connectivity globally

Consumers regularly using paid content

Source: McKinsey&Company, 2016. Author’s graphic dsign.

New business models moved by shared mobility (onashe mobility services e.g.
car-sharing and e-hailing) and connectivity serwi¢data-driven services as apps,
software upgrade, remote services) could expandnattve revenue pools by about
30% or up to $1.5 trillion in additional revenuetgntial in 2030, compared with about
$5.2 trillion from traditional car sales and aftemiket products/services. The increasing
speed of innovation and imitation processes andrdp&l spread of information and
communication make consumer constantly aware ohniogical advances into
connectivity and shared mobility. This will requicars, both private ones and shared
ones, to be upgradable and will shorten life cycles

Despite this, global car sales will continue to wgralriven by the overall

macroeconomic development, but the annual growth isaexpected to drop from the
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3.6% over the last five years to around 2% by 2830New mobility services may
produce a decline of private-vehicle sales, tbabffset by increased sales in shared
vehicles that need to be replaced more often duketovear and tear caused by higher

level of utilisation.

Changing consumer preferences, tightening regulatiaand technological
breakthroughs will lead to a transition from a ttiatal market of all-purpose vehicles
to a market for fit-for-purpose mobility solutionsgw segments of specialised vehicles
designed for very specific neéf$ In accordance to what has so far been stateth up
one out of ten new cars sold in 2030 may likelyalshared vehicle and one out of three

new cars sold could potentially be a shared velasislsoon as 2050.

Automotive players need more granular view of mobiharket so that segmentation
processes must be conducted using city type (popaladensity, economic
development, and prosperity) as the most relevagmsntation dimension: in fact,
across megacities and rural areas, consumer pnegepolicy and regulation, and the
availability and price of new business models wiilongly diverge.The traditional
regional perspective on the mobility market willfieplaced by the type of city, the new
key indicator for mobility behaviour. ‘By 2030, tlvar market in New York will likely

have much more in common with the market in Shaintijlaa with that of Kansa%".

Cars taking control from drivers is medium-termlitgaThe innovation of advanced
driver-assistance systems (ADAS), developed teaheps and start-ups in alliance with
OEMs, will play a crucial role in preparing regueg, consumers, and corporations,
even if its introduction has shown that pricing,nsomer understanding, and
safety/security issues are impeding a fast pematratVe have to wait until 2020,
before fully autonomous cars will offer value fansumers (the ability to work while

commuting, or the convenience of using social mealiawatching movies while

192 5ee McKinsey&Company 2016.

193 McKinsey in its study ‘signs that the importandepdivate-car ownership is declining: in the United
States, for example, the share of young peoplaéq 8l years) who hold a driver’s license droppeanfr
76% in 2000 to 71% in 2013, while there has beesr @0% annual growth in car-sharing members in
North America and Germany over the last five ydar$. Consumers’ new habit of using tailored
solutions for each purpose will lead to new segmentspecialised vehicles designed for very specifi
needs. For example, the market for a car spedifitaiilt for e-hailing services—that is, a car dgmd

for high utilisation, robustness, additional mileagnd passenger comfort—would already be millmins
units today, and this is just the beginning’.

104 See McKinsey&Company 2016, p.10

102



traveling) being commercially available: once tedogical and regulatory barriers
have been overcame, up to 15% of new vehicles 8ol@030 could be fully

autonomous.

Stricter emission regulations, lower battery cost®re widely available charging
infrastructure, increasing consumer acceptance inpentives (tax breaks, special
parking and driving privileges, discounted eledtyigricing...) will help the adoption
of electrified vehicles (hybrid, plug-in, batterieetric, and fuel cell). The speed of their
adoption varies strongly at the local level duehitotthe consumer pull demand and to
regulatory push policies; in fact, it is expectbdttthe adoption rate will be highest in
developed dense cities, while it will be lower imal towns and rural areas until
continuous improvements in technology and costd \ei&d to less pronounced
differences. With battery costs potentially deciregso $150 to $200 per kilowatt-hour
over the next decade, in 2030, the share of dliectvehicles could range from 10% to

50% of new-vehicle salt¥,

In a complex and diversified automotive competitiamedscape, new entrants, such as
the mobility provider Uber, the technology giantgple or Google, force the traditional
OEMs to simultaneously compete and cooperate withpetitors on multiple fronts.
Mobility providers (Uber, for example), tech gianfsuch as Apple, Google), and
specialty OEMs (Tesla, for instance) increase tbengexity of the competitive

landscape.

o Uber Technologies Inc. was founded in 2009 in Saancisco. It
provides a service of private car transportatiorrailgh a mobile app,
which allows consumers with smartphones to subriripaequest which is
then routed to Uber drivers who use their own caitse service is available
in over 66 countries and 485 cities worldwide, gineing is similar to that
of taxis, but it is calculated on a distance bagibether Uber car is
travelling at a speed greater than 18km/h, otheewitsis calculated on a

time basis. The complete fare of the ride is autarally billed to the

195 As PriceWaterhouse Cooper said, the internal-caitru engine will remain very relevant until and
beyond 2030, because hybrid electrified vehicleg mth a gasoline engine that an electric one.
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customer's credit card so that there’s no moneydfer outside Uber and

the consumers. (See Uber Corporate Website)

Traditional automotive players, that are seekingreéduce costs, improve fuel
efficiency, reduce emissions, and are becoming noagtal-efficient, will lead to
consolidation or to new forms of partnerships amomgimbent players. In particular,
the establishment of partnerships with new entrents develop software competences
that are increasingly becoming one of the most namd differentiating factors for the

industry (ADAS/active safety, connectivity and itdmmment).

New market entrants, such as the big tech giapesialised OEMs such as Tesla,
cash-rich high-tech companies and start-ups, thmeSh car manufacturers, with
impressive sales growth, have the opportunitieevterage the ongoing disruptions to
play an important role globally, targeting initialbnly specific, economically attractive
segments and focusing on selected activities atbagvalue chain before potentially

exploring further fields.

In such complex and competitive market, automotayers should align their

strategic priorities:

1. Prepare for uncertaintyanticipating new market trends, exploring altéxes
and complements to the traditional business modeh sas new mobility
services.

2. Leverage partnershipso succeed while forming alliances or participate
specialised ecosystems.

3. Drive transformational changethrough innovation and software-enabled
consumer value definition, cybersecurity, datagriy and continuous product
updates.

4. Reshape the value propositiadifferentiating their products/services and
change their value proposition from traditional sates and maintenance to

integrated mobility services.

104



4. Automotive Industry Competitive Strategic Alliances

The automotive world is characterised by mergecguisitions and alliances that
continually reshape its perimeters. The phases hef automotive industry are
characterised by periods of consolidation and mergeat change the competitive
global scene and by periods of entry of new plageish as emerging countries. The
rapid adoption of digital technology in emerging rkes is reshaping the world’s
markets since developing economies now have easmieess to capital, talent,

intellectual property and other resources that wewvailable to them in the p#§t

o The history of Chinese Automotive Industry hasba®alysed in the
first section of this chapter. As shown previoushe China’s industry
started in the 1950’'s and reached a boost in th@01€ Foreign and
domestic players have set up several joint venttgspectively to enter in
the Chinese market overstepping duties and to asaéocal production. In
1983, American Motors Corporation signed a 20-yeantract to produce
Jeep-model vehicles in Beijing. In 1984, Volkswagmgablished an alliance
to assembly passenger cars in Shanghai, while Rewgreed to produce
vehicles Guangzhou.

o Indian automotive industry began in the 1940s.|Adia began to
liberalise its automobile market in 1991, a numloérforeign firms also
initiated joint ventures with existing Indian conmp@s. The industry
attracted billion of foreign direct investment dugithe period April 2000 to
June 2015 and only by 2000 there were 12 largermaative companies in
the Indian market, most of them subsidiaries obglacompanies. Marulti
Suzuki was the first and one of the most successwlentries. Ford plans
to manufacture in India two families of diesel gretrol engines by 2017 to
power Ford vehicles globally. General Motors pladn® increase the
capacity plant while Fiat-Chrysler planned to maaxtiire Jeep Grand
Cherokee model and Mercedes Benz the GLA. Alssuth@ier business is
interested to increase capacity in India as for rapée the case of the
world’s largest air bag suppliers Autoliv Inc, Tdka Corp, TRW

1% gee, Lambin Jean-Jacques 2014, cit.
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Automotive Inc and Toyoda Gosei. BMW, instead, &asounced to

procure components from seven India-based aute paakers.

This research aims to study the competitive-strat@dfiances in the automotive
industry, verifying, as mentioned in the introdoati Avvocato Agnelli’'s words,
according to which the automotive industry, esdbcia the mass market, will have to
restructure favouring the concentration in a fewgéagroups, sharing knowledge,
processes, costs and risks and also taking adwardhdgechnological convergence.
Therefore, in this research it is proposed: 1) alitative analysis of the networks
arising from major equity alliances according te thsclosure of available information
issued by large groups; 2) a quick view of somepeoation agreements between
companies in the sector. The research is coupléd tve existing literature which a)
demonstrated how horizontal alliances shape théagl@utomotive industry into
distinct strategic blocks that become a basis éonmetition within the industry; either
brings together firms with complementary differemoer pool together firms with
supplementary similaritié¥’; b) have stressed how vertical networks and icdiai ties
within them have become structured over fiffie

4.1 Equity Strategic Alliances in the top 10 OEMs

This paragraph aims to investigate internationaitjoentures, equity participation
merger and acquisition that have been activatedthey top 10 OEMs. All the
information in this paragraph originates from Cogie Websites, in particular those

provided in the Investor Relation section.
Toyota Motor Corporation

The history of the modern Toyota keeps its roottha inquisitiveness and thirst for
knowledge di Sakichi e Kiichiro Toyoda. Trying toprove society by making a
positive contribution, they set out to improve tireaving industry. After many years of
continuous improvements, or Kaizen, they startedseéarch for new opportunities
travelling to Europe and to the United Stated, stiveg) in automotive and on gasoline-

powered engines. The Automobile Department wasbksti@d in Toyoda Automatic

197 ¢, Gulati Ranjay, 1998; Nohria Nitin and Garciar® Carlos, 1991.
198 Cf. Gulati Ranjay, 1998.

106



Loom Works, Ltd, in 1933, while operations started1935. Today’s Toyota Motor
Co., Ltd. was established in 1937 and now has adegions in its branding toolkit:
Lexus serves affluent customers with luxury velsc®cion used to appeal to younger
drivers exclusively in North America; Daihatsu fees on super-small vehicles and
Hino is dedicated to commercial trucks. The Lexuwsnd was launched in Japan in
2005. It was first launched in the US to targetpiap, the new rickvho had acquired
considerable wealth within their own generation.1989 the Lexus dealership was
established and the brand gained rapidly the retognas a luxury brand with
competitive pricing 10.000$ lower than the MerceBesz model. As shown in Table
4, Toyota owns Daihatsu, Hino Motors (manufactaned seller of large trucks, buses,
small commercial vehicles, passenger vehicles,nesgand spare parts) and two of the
leading global suppliers Denso Corporation (martufac and seller of auto parts) and
Aisin Seiki (manufacturer and seller of electricamponents for automobiles and other
applications, air conditioning equipment and geheagpliances and electrical
appliances). Toyota also holds a 26.7 percent sitakeuji Heavy Industries parent

company of Subaru.

In 2016, Toyota Motor Corporation and its subsigi&aihatsu Motor Co., Ltd.
reached an agreement whereby Daihatsu will becomé&aly-owned subsidiary of
Toyota by way of a share exchange to enhance thee vaf both brands. Both
companies will utilise each other's bases of opmratin emerging markets. While
Daihatsu will take the lead in enhancing efficieranyd adaptability in development,
procurement, and production processes, Toyotas sapertise and infrastructure will
be utilised to improve Daihatsu's branding anditability in Japan. Although Toyota
and Daihatsu will engage in friendly competitiondamaintain separate management
styles, the aim of the agreement is to develop-beter cars by adopting a unified
strategy for the small car segment: ‘the differain between Toyota's and Daihatsu's
brands will continue, and the product line-ups ofnbwill be optimised in accordance
with customer preferences, with Daihatsu takinglélael in developing products offered
within the small car line-ups of both brands. A¢ game time, Daihatsu will continue to
focus on developing vehicles aimed specificallgw@tomers in the areas in which the

brand already has a strong presence, while alsindpdts expertise and processes
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related to product planning and technological dewelent for mini-vehicles®. The
agreement helps to achieve sustainable growth, atsd jointly overcome future
prohibitive resources-undertaking obstacles, ssdh@ development of next-generation
technologies and entry into business areas witiirgotential. ‘Both companies will
share development and deployment strategies for teetwvologies from the initial
conceptual stages. Toyota's focus will remain owohrelogies related to the
environment, safety, user experience, and comfenile Daihatsu will continue to
leverage its aptitude for turning technologies ipeckages for vehicles, as well as
developing cost- and fuel-efficient technologiesitiatsu will also contribute to the
development of next-generation technologies from plerspective of cost-efficiency
and miniaturisation. The company's specialised manufacturing expertise will be
shared within the Toyota Group, which will contdibuo further enhancing the cost

competitiveness of larger vehicl&®

Table 4: Toyota Group in Japan

Company Name  Establishment Main products/activities Capital
milﬁén)
TOYOTA Nov. 1926 Manufacture and sales of spinning a 80,462
INDUSTRIES weaving machines, industrial vehicles a
CORPORATION automobiles; logistics
AICHI STEEL March 1940 Manufacture and sales of specialty steél5,016
CORPORATION forged steel products and electromagnetic
parts
JTEKT Jan. 2006 Manufacture and sales of machine toc 45,591
CORPORATION auto parts
TOYOTA AUTO Aug. 1945 Manufacture of auto and special vehicl#0,371
BODY CO., LTD. bodies and parts
Toyota Tsusho  July 1948 Business transactions related to varic 64,936
Corporation items in Japan and between forei

countries, import and export
AISIN SEIKI CO., Aug. 1965 Manufacture and sales of auto parts 45,049
LTD.

199 5ee Toyota Motor Corporate Website, cit.
110 5ee Toyota Motor Corporate Website, cit
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DENSO Dec. 1949 Manufacture and sales of electric 187,457
CORPORATION components for automobiles and ott
applications, air conditioning equipme
and general appliances and electri

appliances
TOYOTA May 1950 Manufacture and sales of vehicle interid3,400
BOSHOKU parts, filters and power train mechanical
CORPORATION parts and textiles
Towa Real Estate Aug. 1953 Owning, managing, buying, selling ar 59,450
Co., Ltd. renting out land, management and rental
TOYOTA Nov. 1960 Fundamental research and testing f8;000
CENTRAL R&D technical development for the Toyota
LABS., INC. Group
TOYOTA MOTOR  July 2012 Manufacture of automobiles and parts, ¢ 6,850
EAST JAPAN, INC. wheel drive powered wheelchair, autome

vehicle maintenance lift
TOYODA GOSEIl  June 1949 Manufacture and sales of rubber, plasti8,027
CO., LTD. and urethane products, semiconductor
related products, electronic products and
adhesives
Hino Motors, Ltd. May 1942 Manufacture and sales of large truc 72,717
buses, small commercial vehicle

passenger vehicles, engines and spare p

DAIHATSU March 1907 Manufacture and sales of automobile28,404
MOTOR, CO., LTD. specialty vehicles and parts
TOYOTA HOUSING April 2003 Planning, sales, construction and after-s¢ 7,400
CORPORATION service of housing

TOYOTA MOTOR  Feb. 1991 Manufacture and sales of automobiles adé,000
KYUSHU, INC. parts

Source: Toyota Motor Corporate Website.

One of the most important equity alliances thatdtayactivated in past it was called
NUMMI.
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o NUMMI New United Motor Manufacturing Incorporated was @50
joint-venture company established in the early 8§/sToyota and General
Motors. Toyota contributed to the blueprint or tbet exchange of
technologies, while General Motors furnished a plaperated by Toyota
producing the Chevrolet Noda a new Corolla-basedé&sal Motor vehicle.
General Motors expected to gain higher sales vobkiied compact car
production expertise, but it was so difficult ta¢anporate what it learned
from Toyota. On the other hand, the Japanese rahchbkat they set
themselves as a goal: they expanded in North Amienpened a new
wholly-owned plant three years later the born of MMI and started to
produce the new Corolla; gained the UAW’s consensuas Toyota
Production System and, last, they quickly adaptesr tsystems to local
procedures in terms of ordering and purchasing meésh with local
suppliers. In September 2009, NUMMI was closed.

In Japan, Toyota maintains separate dealershis sdlannels. In fact, it operates
through three different types of dealers: 1) Vehidkalers which sell and provide after-
sales servicing of vehicles (new and used) andnawntive parts and accessories, auto
insurance services, and other related and peripbenaces; 2) Parts Distributors which
distribute repair parts for Toyota vehicles andeotéutomotive parts and accessories; 3)
Rent-a-Lease Dealers who Rent and lease Toyotalgehn the rest of the world,
Toyota has built a solid global sales network afi@t 200 overseas distributors. As the
main sales channel for their respective regiongrsmas distributors execute sales
strategies that are sensitive to the needs of mwmadumers. They perform a crucial role
in keeping all of Toyota in tune with market chasgend customer needs and in

creating new Toyota fans by boldly pioneering pttdmlemand.

Volkswagen AG

Volkswagenwas founded by Hitler in 1937; he decided to conhwee luxury
production into a mass and popular one to gain peeple’s approval. Nowadays, the
Volkswagen group consists of two divisions: the gxabtive Division that comprises

both the Passenger Cars Business Areas and the €womm Vehicles/Power
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Engineering Business Area and the Financial Seigeion which combines dealer
and customer financing, leasing, banking and inmeactivities, fleet management and
mobility offerings. The Group comprises twelve hiarfrom seven European countries:
Volkswagen Passenger Cars, Audi, SEAT, SKODA, BsntBugatti, Lamborghini,
Porsche, Ducati, Volkswagen Commercial Vehiclegn&cand MAN. In addition, the
Volkswagen Group offers a wide range of financiafvges, including dealer and

customer financing, leasing, banking and insuratwities, and fleet management.

Table 5: Volkswagen Group

Divisions Brand/Business

Automotive Volkswagen Passenger Cars
Audi
SKODA
SEAT
Bentley
Porsche
Volkswagen Commercial Vehicles
Scania
Man
Other
Financial Services Dealer and customer financing
Leasing
Direct Bank
Insurance
Fleet Management

Mobility Offerings

Source: Volkswagen Group Corporate Website, AnnuaReport 2015.

With the exception of the Volkswagen Passenger @ad the Volkswagen
Commercial Vehicles brands, all the other brandhéautomotive division are legally

separated entities. The Volkswagen Group is alsweatn manufacturing large-bore
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diesel engines for marine and stationary applioatiqturnkey power plants),
turbochargers, turbomachinery (steam and gas ®shircompressors and chemical
reactors, vehicle transmissions, special gear doitsvind turbines, slide bearings and

couplings as well as testing systems for the miytskctor.

The history of the Group is characterised by mildtipquity alliances. In 1964 it
started its expansion by buying Auto Union (Audiisner) from Daimler. 99.55% of
Audi is the property of Volkswagen AG. Lamborghisil00% owned by Audi, while
Italdesign Giugiaro (acquired in 2010) and Duchauyght in 2012) are fully owned by
Lamborghini. The Volkswagen Group also has a jegrture with the Chinese FAW
Group (established in 1991 and called FAW-Volkswagaitomobile Co., Ltd): the
ownership is 51% FAW, 20% Volkswagen AG, 10% Auds Aand 19% Volkswagen
(China) Invest. The company manufacturers Audi ¥ntkswagen branded passenger

cars for sale in China.

After the break of the agreement between FIAT aBAT Volkswagen bought the
latter in 1981. Ten years later, the Skoda brarslbd®en integrated into the Group, it
has been totally owned by Volkswagen Group from(208 1998, Bentley, Bugatti,
Lamborghini brands were totally bought out. Fron02Ghe Group has owned the
majority stake of Scania AB, including 70% of vainghts and 45.5% of capital rights.
In July 2009, the Porsche integration operationedafor almost 49.9% of stakes and,
later in August 2012, the remaining 50,1% was aeguipy the Group. July 4, 2011, the
Volkswagen Group ensured a majority in MAN SE, vB$h7% of capital and 55.9% of
the voting rights; the acquisition was aimed atatirg a hub of heavy vehicles in

Europe, through the merger of the newly purchasechi@ AB.

In January 2010, the Volkswagen Group became thiegraof Suzuki, thanks to an
investment of 1.6 billion Euros needed for the pase of 107,950,000 shares (19.9%)
of the Japanese car manufacturer. The deal wasitégficlosed in 2015.

Hyundai Motor Group

The South Korean multinational conglomerate Hyuridator Group is the largest

vehicle manufacturer in South Korea, the 2nd ldrgesuth Koreanchaebol or
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conglomerate after the Samsung Group (Hyundai Magmup, Hyundai Heavy
Industries group, Hyundai Development group, HyunBepartment group, and
Hyundai Marine and Fire Insurance group) and waméal through the purchase of
51% of South Korea's second-largest car compang, Motors, by Hyundai Motor
Company in 1998. Today's Hyundai owns 33.88% of Miators. The Hyundai Motor
Company was established in 1967, it produced theyPmodel, Korea’s first
automobile; while Kia Motors Corporation (estabéghin 1944) has made steady
progress to become one of Korea’'s major automakirs. two companies have a
production capacity of almost 8million vehicles peyar, sold in over 200 countries
through 48 sales offices and about 12,200 deafessiCurrently the group has 6
divisions and 32 subsidiaries that confirm the wigndiversification strategy of the

Koreanchaebot'! as synthesised in the following table.

Table 6: Hyundai Motor Group

Divisions Subsidiary Activities

Automobiles  Hyundai Motor Company Manufacture and sales of automobiles
through Hyundai and Genesis brands
Kia Motor Company Manufacture and sales of autoihasbi
through Kia brand
Steel Hyundai Steel Manufacture and sale of steel products
for automobiles, shipbuilding,
construction and other industrial fields
Hyundai BNG Steel Manufacture and sale of high igual
stainless for automobiles, construction,
IT and home appliances
Hyundai Special Steel Manufacture and sale of wire rods, steel
bars, automotive parts and materials

Construction  Hyundai Engineering Infrastructure, environmental engineering,
&Construction plants, construction, housing, nuclear &

electric power plants

11 gee section1.3 Korean Automotive Industry Histtig: Role of ‘Chaebol’.
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Parts

Hyundai Engineering

Hyundai Engineering &

Steel Industries

Hyundai Architects &
Hyundai Engineers
Associates

Hyundai City Corporation

Hyundai MOBIS

Hyundai WIA

Hyundai MSEAT
Hyundai KEFICO

Hyundai AUTRON

Hyundai MNSOFT

Hyundai POWERTECH

Chemical processing plants, power &
energy plants, infrastructure,
environmental plants, industrial plants,
construction, housing, asset
management
Construction of steel frames for bridges,
buildings and plants, ocean structures,
leasing of land & marine equipment,
leasing of heavy machinery
Architectural  design,  construction
management and supervision, urban
planning, structural safety inspection,
construction

Taean Enterprise City ReBbtate
Development Project
Automotive parts & manufacturing,
module assembly, aftermarket parts and
accessories
Manufacture  of machine tools,
automotive parts, industrial machinery,
defence industry
Manufacture of auto parts (seats)
Development and manufacture of parts
for automotive electronic control
systems
R&D, manufacture, sale and service of
automotive semiconductors and
electronic control system

Digital map solutions, in-vehicle
infotainment devices (navigation
software, black boxes), LBS

Manufacture of automotive parts and
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Finance

Others

power train technologies
Hyundai DYMOS Manufacture of automotive parts for

cars and heavy-duty vehicles, special

projects
Hyundai IHL Manufacture of automotive lamps
Hyundai PARTECS Manufacture of automotive serviaggp
Hyundai Capital Auto financing, personal loans,

mortgage loans, financing for the self-

employed
Hyundai Card Credit card services
Hyundai Commercial Credit finance (industrial financing,

corporate financing)
HMC Investment Securities Personal banking, cotgoraanking,

retirement pensions, and derivatives

Hyundai Life Life insurance
Hyundai GLOVIS Integrated logistics, distributioergices
Hyundai Rotem Manufacture and operation of rolling

stock and railway systems production of
ground weapon systems, manned and
unmanned weapon systems,
construction of steelmaking facilities,
car manufacturing plants, and

environmental plant

INNOCEAN Marketing & communications services
WORLDWIDE

Hyundai Farm Land & Agriculture and livestock production,
Development processing, distribution

Hyundai AutoEver Total ICT services including

information system consulting, system
integration (SI), IT outsourcing, and IT
convergence service

Hyundai NGV R&D service and HRD
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Haevichi Hotel & Resort Hospitality business, comd@um unit

lease, golf course operations

Source: Author’s contribute, design from Hyundai Mator Group Corporate Website.

General Motors (GM)

The American General Motors is one of the Big Thredose story has been
documented in the first section. It was founded908 as a holding company controlled
by William C. Durant, owner of Buick. It was the stamportant competitor of Ford
and its Model T, because of the strategy to sellscond car to the Americans, a car
for every purse and purpose. What is sure is tlete@l Motors has played a pivotal
role in the global auto industry for more than J@@rs, from the first Buick horseless

carriages to the technological Chevrolet Volt.

The current GM shed a number of divisions whenehtinto bankruptcy in 2009 (the
notable Pontiac, Hummer and Saturn), but from eéecars to heavy-duty full-size
trucks, it provides a complete range of vehicled theets the needs and expectations of
drivers on a truly global scale through 10 brangsng&led all around the world:
Chevrolet, Buick, GMC, Cadillac, Opel, Vauxhall, lden, Baojun, Wuling, and
Jiefang. With such a structure, there are over@Ddealers selling vehicles in over 125
countries. To re-stablish customer financing aflee 2009 bankruptcy, the GM
Financial Services divisions acquired: 1) AmeriGraad 2010; 2) FinanciaLinx, one of
the largest independent leasing companies in Camad2011; 3) in 2012, Ally
Financial's international assets operating in AasBelgium, Brazil, Chile, Colombia,
France, Germany, Greece, ltaly, Mexico, the Ne#imels, Peru, Portugal, Spain,
Sweden, Switzerland and the United Kingdom. The e&dnMotors Groups is also
vertically integrated, owning three automotive came@nts and parts suppliers: AC
Delco, DMAX and GM Components Holdings (see Talle 7

Table 7: General Motors Group

Divisions Brands Activities
Automotive Cadillac American luxury vehicles maker, selling
worldwide
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GM Financial Service

Automobile Parts

Buick

GMC

Chevrolet

Opel

Vauxhall

Holden

Baojun

Wuling

Jienfang

AmeriCredit
FinanciaLinx

Ally Finance

AC Delco

Premium automobile brand, selling luxury
vehicles in China, United States, Canada

and Mexico, positioned above GMC and

Chevrolet while below the flagship
Cadillac
American automobiles, commercial

vehicles and trucks manufacturer selling
worldwide
American automobiles, commercial
vehicles and truck manufacturer

German mass market car manufacturer

English passenger cars and light
commercial vehicles manufacturer
Australian automobiles and engines

manufacturer
Chinese youngest automobile brand born
from a joint venture between General
SAIC  Motor

Automobile Company Limited.

Motors, and Wuling
Chinese automobiles (small and mini-car),
truck, buses, engines sold in China and
other global markets
Chinese high-quality light-duty trucks
manufacturer

Global providers of auto finance, with
operations in the United States, Canada,
Europe, China and Latin America.
High-quality parts for vehicle systems, as
well as off-road, marine and industrial
equipment supplier: car batteries, spark
plugs, oil filters, air filters, wiper blades,

brakes, alternators, radiators, chassis and
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heating/cooling components.

DMAX Joint venture between and operated by
General Motors and Isuzu which
manufactures diesel engines for trucks.

GM Automotive components producer and

Components  distributor

Holdings

Source: Author’s contribute, designed from GeneraMotors Corporate Website.

Ford Motor Company

The Ford Motor Company was founded by Henry Fordl iacorporated on June 16,
1903. The company’s core business includes degijgmianufacturing, and marketing,
financing, and servicing Ford cars, trucks, SUMs] &lectrified vehicles, as well as
Lincoln luxury vehicles. At the same time, Ford yades a wide variety of financial
services through the wholly-owned subsidiary Forotdd Credit Company LLC. Ford
vehicles, parts, and accessories are sold thropgrodamately 11,971distributors and
dealers, the substantial majority of which are petelently owned. The motor company
sells parts and accessories, primarily to dealessand to authorised parts distributors,
while it purchases a wide variety of raw mater{@g., steel, iron castings, aluminium,
palladium, natural gas and polypropylene) from niguge external players around the

world.

During its life Ford has activated numerous joimintures, some of them are still
active. AutoAlliance (Thailand) Co., Ltd. (“AAT"}s a 50-50 joint venture between
Ford and Mazda that owns and operates a manufagtptant producing Ford and
Mazda products for domestic and export sales. Fasl another joint venture with
Mazda, the Chang’an Ford Mazda Engine Company,: litte company produces
engines for Ford and Mazda vehicles manufacture@hima and its 25% owned by
Ford, 25% by Mazda and 50% by Chang’an. The l&tatso partner of other two joint

ventures with Ford: the first is equally owned aitdis called Chang’an Ford
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Automobile Corporation, Ltd. that currently opemteve assembly plants, an engine

plant, and a transmission plant in China whereatipces and distributes an expanding

variety of Ford passenger vehicle models.

Table 8: Ford Motor Company

Divisions Brands Activities
Automotive Ford Production and sale of mass
passenger cars
Lincoln Production and sale of luxury

Financial Services Ford Credit

Ford Motor Credit

Company
Lincoln Automotive
Financial Service

Customer Services Service

Quick Lane Tire & Auto
Centre

Ford Parts and Motorcraft

Ford and Lincoln
Accessories

Ford Protect and Lincoln
Protect Extended Service
Plans

Ford Fleet/Commercial
Vehicles

Fleet Service Operations

vehicles
Providing of financial services

worldwide

Providing of financial services of
Lincoln customers

Development and maintenance
customer loyalty and satisfaction of
Ford and Motorcraft engineered
parts and tools

Providing of maintenance and
services

Production and sale of engineered
parts and tools

Production and sale of original
accessories

Service contracts and maintenance

programs

Rental of fleet-specific vehicles

Maintenance of fleet vehicles

Source: Adapted from Ford Motor Company, Annual Reprt 2015.
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The second is JMC a publicly-traded company 32%ealvhy Ford and 41% by
Jiangling Holdings which is in turn a 50-50 joirgnture between Changan and
Jiangling Motors Company Group. JMC assembles Hgitt-commercial vehicles,
heavy duty trucks and engines, and non-Ford vehiafed engines for distribution in

China and in other export markets.

In Europe, Ford has two principal joint venturesieQs Getrag Ford Transmissions
GmbH a 50/50 joint venture which operates plant&umope producing transmissions
for Europe business unit. Ford Otomotiv Sanayi #ino Sirketi is a Turkish joint
venture among Ford (41% partner), the Koc Groupurkey (41% partner), and public
investors (18%). Owning two plants, a parts distiitn depot, a product development
centre and a new research and development centsethie major supplier to Transit,
the producer of Cargo trucks for the Turkish angoek markets, the manufacturer of

certain engines and transmissions and the soldbditslr of Ford vehicles in Turkey.

Renault-Nissan Alliance

Renault-Nissan B.V. was founded on March 28, 2002 & is equally owned by
Renault and Nissan (Alliance Board). Each compaasy dndirect interest in the results
of its partner because Renault holds a 43.4% stakiessan, while Nissan owns 15% of
the French company shares. In the mid of the 9% tlvere large disparities between
the Japanese manufacturers and at that time Nigaarthe automaker that made the
biggest mistakes: it closed plants, reduced thekfoore and cut costs, but still
remained deep in debt. In 1998, it opened tie®teign companies and, later, in 1999
the Nissan-Renault alliance was announced. Remaagliired a strong position in the
Asian market but also in the US, English and Meaxioaes thanks to the most efficient
Nissan assembly plants. In turn Nissan got openrsddo Europe through the
distribution network of Renault. The strategy ofnRelt to lift Nissan was identified
based on four drivers: 1) reduction of debt cagtexit from thekeiretsy 3) cuts in the
distribution network; 4) cut in the product rangée alliance was not the typical fusion
but aimed at a mutual respect of cultures and tmtaia the two brands separate
identities, the collaboration ranged from standsation to the use of common product
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platforms. The Alliance objective is to develop exgies in five key areas: engineering,
manufacturing and logistics, purchasing, and humesources The Alliance Board is
the common governance body established in 200&;delerate synergies (advice teams
in partner companies) and best-practice sharing. Aliance has benefited from the
CMF effect or from the synergies unlocked by a napproach that will be
progressively extended across the Renault and iNigslaicle ranges between 2013 and
2020. It is called the Common Module Family (CMFdayields economies of scale
through the standardisation of parts and moduberdity in design and flexibility in
manufacturing. CMF is a three segments modularitectre system that dissects the
vehicle into five fundamental zones: the engine gartment, cockpit, front underbody,
rear underbody and the vehicle’s electronic archite. The segments are: 1) CMF-A:
small, fuel-efficient vehicles particularly in higijrowth markets; 2) CMF-B: mid-sized
vehicles; 3) CMF-C/D: larger vehicles, including & and crossovers. From an
industrial point of view the simplest strategic @spof the Alliance is the possibility to
leverage common platforms for models and to magkvighicles of both manufacturers
with the respective brands, in function of the imad the same in origin markets. For
example the B platform of the Nissan Micra, Notd doke, Renault Clio and Modus or
C platform, used for Nissan Qashqgai and Renaultaviegor again the D platform to
Nissan Altima and Maxima in the US, Renault LagimBurope, and Samsung SM5 in
South Korea. So that the Mexican Nissan Platina ifact a Renault Clio, while the
Renault Kangoo, Trafic and Master are respectiwigsan Kubistar, Primastar and
NV400. In the Alliances the research and developgrénliesel engines are Renault’s
prerogative, while the gasoline ones especiallpéhof large capacity are Nissan. All
Nissan diesel vehicles are powered by Renault,eniifsan engines are on numerous

Renault models.
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Table 9: Renault-Nissan Alliance Brands

Players Brands Activities

Renault Renault Production and sale of passenger cars

and commercial vehicles

Dacia Production and sales of low-cost
passenger cars

Samsung Motors Production and sales of cars,
including electric models and
Crossovers.

Nissan** Nissan Production and sales of mass and
luxury passenger cars, commercial
vehicles, outboard motors, forklift
trucks

Datsun Production and sale of passenger cars
targeted at emerging markets

Infiniti Production and sale of luxury
passenger cars

Alliance Lada Production and sale of passenger cars

Source: Author’s contribute, designed from Renauliand Nissan Corporate Websites.

The Renault-Nissan Alliance has entered into nungesrategic partnerships since its
creation, as in the case of the long-term collaimmaagreement with Daimler AG set in
2010. The aim of the agreement is to increaseiefifotes worldwide, joint develop of
vehicle platforms and powertrain components, priljan Europe. The Renault-Nissan
Alliance has a 3.1% stake in Daimler and so doesn®a both in Renault both in
Nissan. In particular, as reported in the booklkiaAce Facts & Figures 2016, the pact
considers: 1) for Renault, Nissan and Daimler thiatjdevelopment a new direct-

injection, turbocharged small gasoline engine fgnfidr 2017. The engines feature

12 At the end of 2016, Nissan will complete the asijign of 34% of Mitsubishi Motors, assuming its
control. It will become the third largest grouptime automotive sector, with 10 million vehiclesdsol
annually. Through Zoe, Leaf, Outlander and iMiewll also become the leading manufacturer of
electric vehicles. The current Renault-Nissan Altia is also the only carmaker to offer a large eaoiy
all-electric vehicles, the share of the zero-emissvehicle market reached 63%, including Twizy,
Renault’s little two-seat city vehicle.
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advanced technology with significantly improved Ifedficiency. 2) For Nissan and
Daimler a) the production of Mercedes-Benz 4-cyingasoline engines at Nissan’s
new powertrain assembly facility in Decherd, Tersees for Infiniti and Mercedes
vehicles; b) the supply of the Daimler 2.2-literdo diesel engine, coupled with a 7-
speed automatic or 6-speed manual gearbox for Bt @finiti’'s new flagship sedan;
c) the cross supply of Mercedes Canter — NissamsAttucks in Japan; d) the
development of Q30 and QX30, Infiniti's new compeehicles using components from
Daimler's compact car architecture. The premiuns @e built at Nissan’s Sunderland
plant in the UK. The Q30 was launched in Novemi¥52 The QX30 was launched in
2016; d) the manufacturing of Daimler's advancespB8ed automatic transmission for
Nissan and Infiniti vehicles starting in 2018; le¢ to-development and joint production
of next-generation, premium and compact vehicleAguoascalientes, Mexico starting
in 2017; f) the co-development of 1-ton pickup ksisharing architecture with the all-
new Nissan NP300 for Mercedes-Benz and Renaulkupitrucks to be produced in
Nissan’s Barcelona plant in Spain and Renault'sdGoa plant in Argentina by the end
of the decade. 3) For Renault and Daimler: a) ¢ive development of a new common
architecture for Daimler's smart and Renalilvingo successors. Both four-seater
vehicles are produced at Renault’s plant in NovastdeSlovenia. Cars have been on
sale since second half of 2014; b) the developraedt supply of Citan, a new light
commercial vehicle under the Mercedes-Benz braaded on Renault technology and
produced in Renault’'s plant in Maubeuge, Francegesilate 2012; c) the supply of
ultra-low-consumption diesel and gasoline engirsarting with a 1.5 litre diesel
engine, manufactured by Renault in Valladolid (8paadapted by Mercedes-Benz as
entry powertrain for the Mercedes A and B Class,ACand GLA models; d)
Additionally, Renault supplies Daimler with a litd, 4-cylinder diesel engine adapted
by Mercedes-Benz as entry powertrain for the Mezse@-Class. A variant of this
engine combined with a Renault transmission isgerd on the new Mercedes-Benz
Vito with front-wheel drive; e) New Renault ZOE efec motor to be fitted in EV
versions of the smart fortwo and forfour, which was sale on late 2016. Motor

produced at Renault’s Cleon plant in France.

In 2012, Renault-Nissan acquired a majority stakalliance Rostec Auto BV, a joint

venture with Russian Technologies which will cohffd.5% of AVTOVAZ, Russia’s
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leading carmaker, by 2014. The objective was tduwrapa 40% market share in the
country with AVTOVAZ in 2016. In particular, thel@nce was to create a new BO
assembly line at Togliatti plant (LADA Largus andRXY, Nissan Almera, Renault
Logan and Sandero are models currently producdatiehine) and a pooled purchasing
structure for Renault, Nissan and AVTOVAZ to supssvprocurement and to lead to

substantial savings.

The project underlying the Renault-Nissan and Miitsli Motors agreement (2013)
would concern the sharing of electric-vehicle texbgies and latest-generation
platforms, notably for the North American marketirther projects included the joint

production and sales of small cars and three-bdarse

Last, the Renault-Nissan Alliance has recently anged its entry in China with the
main state-owned enterprise Dongfeng Motor Corpmratalready a Nissan partner.
The agreement set up the Dongfeng Renault Automd@iompany (DRAC) a 50-50

joint company to produce vehicles on site.

Fiat-Chrysler Automobiles

Fiat Chrysler Automobiles (FCA), the seventh canafacturer in the world, designs,
develops, manufactures and markets around the weatd, commercial vehicles,
components and production systems. FCA operatesighrcompanies located in 40
countries and has commercial relationships withiarusrs in over 150 countries. In the
first quarter of 2014 Fiat S.p.A. purchased the aieng shares in the capital of
Chrysler, so reaching a 100% share. The integrgiromgess began in 2009 with an
agreement which sanctioned the entry of the Fiaugrin the company's capital as a
result of the concession and sharing of certainnesgand platforms technologies. The
agreement also provided for the possibility to go toa 35% of the capital to the
fulfilment of certain requirements in terms of taological development; more, there
was the option to go up to 51% of the capital aftex repayment of public funds
obtained by the American company. In July 201lerafieaching the targets and
repaying the debt, Fiat came to control the majaftshares with 53.5%. Since 2012
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the share have risen further to 58.5%. Since 208&@Tompany has been consolidated in

full in the financial statements of Fiat.

FCA ltaly S.p.A., Chrysler L.L.C. (ex-Chrysler Gqmy Maserati, manufacturers of
components Magneti Marelli, Teksid and Comau 10@%6ry to the group. Through
subsidiaries, joint ventures and agreements witcigpsed financial operators, the
Group also operates in activities related to compation and financing, leasing and
rental services. In 2014, the spin-off of Ferra¥l Was announced, which as of January
4, 2016 was separated from the FCA group to becttireontrolled by Exor, already
the majority shareholder of FCA. As shown in thieleabelow, the Group operates in
the automotive market with Abarth, Alfa Romeo, CGlley, Dodge, Fiat, Fiat
Professional, Jeep, Lancia, Maserati and Ram, $RiE, the sports division dedicated
to high-performance vehicles, and Mopar, the bridvad offers after-sales services and

spare parts.

Table 10: Fiat Chrysler Automobiles Structure

Subsidiary Brands Activities

FCA ltaly S.p.A.  FIAT Manufacture and sale of passenger cars.
Low-consumption and low-emissions
engines design.

Alfa Romeo Production and sale of sporty and lyxur
passenger cars.

Lancia Manufacture and sale of passenger cars.
The brand is positioned above the Fiat
brand.

Fiat Professional Manufacture and sale of light commercial

vehicles.
Abarth Manufacture and sale of racing cars.
FCAUSL.L.C. Ram Trucks Manufacture and sale of pickup
Dodge Manufacture and sale of cars, trucks,

SUVs, vans/minivans. The brand is

positioned below the Chrysler brand.
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Chrysler

Jeep

SRT

Mopar
Maserati Maserati
Magneti Marelli Magneti Marelli
Teksid Teksid
Comau Comau

Other activities e.g. FCA Bank

Production and sale of mainstream
vehicles.

Production and sale of sport utility vehicles
Manufacture and sale of racing cars
Manufacture and sales of spare parts
Production and sale of luxury passenger
cars.

Design and production of high-technology
systems and components for passenger
cars.

Production of cast iron and aluminum.
Teksid Iron produces cast iron parts of
suspensions and other components for cars
and industrial vehicles. Teksid Aluminum
produces aluminum parts such as cylinder
heads and crankcases.

Manufacture of production systems
ranging from metal cutting to robotics

Communication and Services

Source: Author’s contribute, designed from FCA Annwal Report 2015.

Honda Motor Co.

Honda began as a manufacturer of pistons in 1987 smon became one of the

suppliers of Toyota. In 1948, Honda had the ideanotinting a simple small capacity

engine on a bicycle frame, recognising the needfoew motorisation and creating an

easy and cheap means of transport.

Since the Sixties the company has gradually inttedumany other models of mopeds

and motorcycles and conquered other markets thr@uglntinuous diversification:

Honda began to produce cars, focusing initiallyyan the Japanese domestic market,

in a second time on Formula 1 racing and then ormabké European markets. Honda
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was the first Japanese automobile manufactureelease a dedicated luxury brand:
Acura was launched in 1986 and it currently semagly the North American market.
Aside from their core business cars and motorcyd¢emda also manufactures garden
equipment, marine engines, personal watercraftep@@nerators and other products. In
2000, Honda released ASIMO robot, since it has beemolved with
intelligence/artificial robotics research during tlast 30 years.

Honda has four reportable segments: motorcyclenkbasi automobile business,
financial services business and power product émer dusinesses

Table 11: Honda Motor Co Businesses

Divisions Products Activities
Motorcycle Business Motorcycles, all-terrain Research and
vehicles (ATVs) and  development
relevant parts Manufacturing Sales
and related services
Automobile Business Automobiles and Research and
relevant parts development

Manufacturing Sales
and related services

Financial Services Business Financial services Retail loan and lease
related to Honda
products

Power Product and Other Power products and  Research and

Businesses relevant parts, and development

others Manufacturing Sales

and related services

Source: Honda Motor Co. Condensed Consolidated Intam Financial Statements.

Suzuki

It started business in 1909 as Suzuki Loom Worksthan entered the motor-vehicle
field with the launch a 2-cycle motorized bicycince its foundation, Suzuki has
steadily grown and expanded and it is constantigynog opportunities and areas of
cooperation with other manufacturers where effectise of companies’ business
resources and mutual benefit can be expected. Smakufactures and sells a full
range of motorcycles, automobiles, outboard motmd related products, such as
motorised wheelchairs and industrial equipment.ofdbiles are manufactured by the

127



Company as well as overseas, by subsidiaries, Mdyzuki Corporation Ltd., Maruti

Suzuki India Limited and by an affiliate, Chonggi@gang’an Suzuki Automobile Co.,
Ltd. and others. Some parts are manufactured byks#aito Parts Mfg. Co., Ltd. and

other manufacturers, and they are purchased byCimpany. The marketing of
automobiles is carried out in the domestic markeasubsidiary, Suzuki Motor Sales
Kinki Inc. and other marketing companies throughthg market, and in overseas
markets, by a subsidiary (Suzuki Deutschland GmbH)e business of logistics
services is conducted by a subsidiary, Suzuki Traration & Packing Co., Ltd. (See
Table 12)

Table 12: Suzuki Group in Japan

Divisions Subsidiaries
Manufacturing companies Suzuki Auto Parts Mfg. Co., Ltd.
Snic Co., Ltd.

Suzuki Akita Auto Parts Mfg. Co., Ltd.

Suzuki Toyama Auto Parts Mfg Co., Ltd.
Non-manufacturing Suzuki Transportation & Packing Co., Ltd.
companies Suzuki Business Co., Ltd.

Suzuki Engineering Co., Ltd.

Suzuki Support Co., Ltd.

Suzuki Finance Co., Ltd.

Suzuki Consultant Co., Ltd.
Sales companies 54 directly managed domestic distribution companies

44 directly managed overseas distribution companies

Suzuki Marine Co., Ltd

Source: Suzuki Motor Company, Annual Report 2015.

The principal equity alliance was established wiéneral Motors. In 1981, Suzuki
entered business tie-ups with the American GM. drtigpular, GM purchased a 5.3%
stake in Suzuki. Later in 1998, Suzuki and Genklatiors Corporation agreed on joint
development of compact vehicles in Europe and rengthen the business tie-up and
form a strategic alliance. At the same time, Gdniglators Corporation increased its

equity stake in Suzuki to 10%. Only two years latkis stake was doubled up to 20%
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and Suzuki started supplying the small Chevrolet MdAGeneral Motors Corporation
for the Japanese domestic market on an OEM Hhasis04,Suzuki and General Motors
Corporation agreed to produce GM's global engines.2006, General Motors

Corporation changed its equity stake in Suzuki f20%6 to 3%.

o In 2009, Suzuki and Volkswagen signed an agreethemiigh which
Suzuki would have shared new technologies investroests, while
Volkswagen would have developed competencies il saraproduction
and design, but would have also gained positiothéIndian market. Since
the beginning, the alliance didn’t work at the tdygcause Suzuki aimed to
remain independent. In 2015, after four years ghlalebates, the alliance
was dissolved by the International Court of Londehjch established that
Volkswagen must re-sell the 19.9% of Suzuki sh&nween if the decision of
the arbitration court paved the way for a quickatise, Suzuki is still facing
strategic problems. Because it is much smaller thti@n other Japanese
rivals (Toyota, Honda and Nissan), the company toasearch for a new
partner (it may be Fiat Chrysler, the company withich Suzuki signed an
agreement to purchase diesel engine, failing atlemwith Volkswagen) to

cope with hyper-competition

Other minor equity agreements have been reachdd haitzu, Daewoo and Fuiji
Heavy Industries. As in the case of GM, the tiewifh Isuzu also started in 1981 but
was dissolved in 1994. The Production of Suzuks ¢arKorea through a technical tie-
up with Daewoo Shipbuilding and Heavy Machinery Isthrted in 1991. In 1999

Suzuki entered a business tie-up with Japanesenality Fuji Heavy Industries Ltd.

PSA Group

Peugeot Société Anonyme was founded in 1966. Temsykater, the merger of
Citroén S.A and Peugeot S.Agave rise to the PSA Peugeot Citroén. The Group
harnesses its solid results to buy out Chrysleropirin 1978, making it Europe’s
number-one group and world number-four. The Groupp®rations are organised
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around three main business segments as shown ife T&b 1) the Automotive
Division, covering the design, manufacture and safiepassenger cars and light
commercial vehicles; 2) the Automotive EquipmenwiBion, corresponding to the
Faurecia Group; 3) the Finance Division, correspumndo the Banque PSA Finance
Group (BPF). To address an effective balance ofgopwhe Group has a two-tier
management structure comprising a Managing Boaspansible for strategic and
operational management, and a Supervisory Boamhonsible for oversight and
control. The Automotive Division was reorganisedate 1998 to align legal structures
with the new functional organisation: Automobilesugeot and Automobiles Citroén
transferred all their motor vehicle development amanufacturing assets to Peugeot
Citroén Automobiles. The Group is vertically intatgd; in fact, it owns Faurecia, a
Tier-1 supplier born in 1998 from a friendly merdetween equipment manufacturer
Bertrand Faure and Ecia, a company set up in 198Thb merger of Aciers et
Outillages and Cycles Peugeot. At the end of 2@BA decided to sell 75% of capital
of the logistics specialist GEFCO S.A. to JSC RarsRailways, while in March 2015
the Group acquired Mister Auto, an e-commerce ledde spare parts for all
automotive brands on the European market. BangéeM&nce, the ex-PSA Finance
Holding, provides financing for Peugeot, Citroém &6 brands. In July 2014, it signed
an agreement on European level with Santander Qmers&inance (SCF). The PSA
Group has subsidiaries jointly-owned with other ganufacturers, such as Dongfeng
Peugeot Citroén Automobiles (50% Peugeot Citroémomobiles — 50% Dongfeng
Motors); Toyota Peugeot Citroén Automobiles (50%udsmt Citroén Automobiles
50% Toyota Motor Corporation); Sevelsud Societaopaa Veicoli Leggeri (50%
Peugeot Citroén Automobiles - 50% FialCMA Rus (70% Peugeot Citroén
Automobiles - 30% Mitsubishi Motors Company);CAPS&hang’an PSA Auto
Company Ltd (50% Peugeot Citroén Automobiles - 3D&ang’an).
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Table 13: PSA Group

Divisions Subsidiary/Brands Activities

Automotive Peugeot Citroén Automobiles Design and production.
Manufacturing companies and
entities jointly-owned with other

car manufacturers

Automobiles Peugeot Trade
Automobiles Citroén Subsidiaries and entities in the
DS dealership network (passenger cars

and light commercial vehicles)
Subsidiaries and entities in the

dealership network for replacement

parts
Automotive Faurecia Interior  Systems,  Automotive
equipment Seating, Automotive Exteriors and

Emissions Control Technologies
Finance Banque PSA Finance Retail financing to custometsef
three Dbrands and wholesale

financing to their dealer networks

Source: PSA, Registration Document 2015.

4.2 Other Equity and Non-Equity Strategic Alliances some Examples

Global and over-supplied markets require compatuedeal with hyper-competition
based on competitive management of space and fimeaddress these challenges,
companies must organise in networks, which are oy the result of equity
competitive-strategic alliances but also the restilimany cooperation agreements. In
this case, the automotive industry offers sevesan®les of non-equity alliances
activated both horizontally and vertically, not pntith the traditional players of the
sector, but also with partners, new players belongo different industries (in some

case distant from the automotive business), signaof inevitable technological
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convergence. Here are some illustrative examplasréflect what has been analysed

until now.

o One of the most famous production agreementpigsented by Toyota
Peugeot Citroen Automobile Czech, s.r.o., estabfishn 2002. The
production plant, using common platforms started ni@nufacture the
‘Toyota Aygo’ along with ‘Peugeot 107’ and ‘Citro€1ll’ through a joint
venture with PSA Peugeot Citroen in the Czech Repub 2005 (See
Toyota and PSA Corporate Websites).

o On the subject of new mobility ecosystems and exted car, Seat,
Samsung and SAP announced a close collaboratiomeleet research and
development teams. Samsung aims to bridge the gapebn consumer
electronics and the automotive industry, providitige most advanced
mobile technology at the disposal of the drivingpezience, while the
presence of Sap strengthens the partnership orsitheeof the application
and internet of things. An example of focus arealdvde on back-end
parking systems: taking advantage of the standategration through Sap
Vehicles Network (SVN) and cloud platform, Seatazaness global data for
the on-street parking, that the user can pay usdagnsung pay % (See
SEAT-VW, Samsung and Sap Corporate Websites).

o In 2010, Tesla and Toyota announced their intentamjointly develop
electric vehicles, parts, and production system a&amgjineering support
using Tesla powertrain technology and Toyota offghelf parts. The plan
included that: 1) Tesla would purchase NUMMI pldmm Toyota; 2)
Toyota would invest $50 million in Tesla; 3) tharglwould build a jointly
developed Tesla-Toyota vehicle using Tesla powartrand battery
components, matched with components sourced froraxating Toyota
platform (See Tesla Corporate Website).

o One of the most important trend innovation in autowe industry is
connectivity. Salesforce.com and Toyota form strategic Allianezebtiild

‘Toyota Friend' the social network for Toyota Custrs and Their Cars.
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Salesforce Chatter, a private social network usgdbisinesses, and will be
offered, first in Japan, initially with Toyota’s egitric vehicles (EV) and
plug-in hybrid vehicles (PHV) due in 2012. ToyotdeRd will connect
Toyota customers with their cars, their dealerslaipg with Toyota; as it is
a private social network, a customer could cho@sextend communication
to family, friends, and others through Twitter dfacebook. Toyota Friend
will provide a variety of product and service infmation as well as
essential maintenance tips, creating a rich car emship experience. For
example, if an EV or PHV is running low on battpower, Toyota Friend
would notify the driver to re-charge in the formaoftweet’-like alert. The
service will also be accessible through smart psotablet PCs, and other

advanced mobile devices (See Toyota Corporate Yegbsi

o In 2009 BMW and SGL Group signed an agreementhereixclusive
supply of carbon fiber materials to the BMW Grosp,that it would be the
first automotive manufacturer to use carbon fibeinforced plastic (CFRP)
in series production of BMW i models. (See BMW &Gl Group

Corporate Websites).

5. Automotive Industry Strategies: Innovation and st Competitive
Management

A company creates competitive value if the profligbexceeds that of the industry
by allowing cost reduction, a premium price introtilon or a combination of both. It

can be affirmed that a firm creates value throwghr main drivers:

1) efficiency (economies of scale: flexible techno&sgijust-in-time; reduction
in defective products and products easy to produce)

2) quality in terms of responding to the needs oflthger both from the product
point of view on the principle of value for monend in terms of increased
productivity, cost reduction or price increase adow to Toyota Total

Quality Management;
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3) innovation and imitation processes of both OEMs angpliers. In fact,
innovation in the auto industry is very importaas manufacturers have to
differentiate their models from those of the conipet, because the triad
market is primarily a replacement market and custsmshould be
encouraged to buy again with innovations. This isrenimportant for
suppliers, as in recent years they have incregsimgllaced manufacturers in
research and development, taking on a role of apeed players;

4) responsiveness to customer needs through custamnisatadaptation of the
supply to the demand. Improve efficiency, develogwnproducts and
therefore improve the other elements on which trapetitive advantage is

based, means responding to customer needs.

To offer a variety of products and to keep productcapacity high, automotive
industry needs production flexibility (technologiet plants and product design). The
increase in product variety also leads to an irsgea parts and components as well as
an increase in fixed costs that are distributed digger number of models: the solution
is to develop common parts that enlarge producfieribility and diminish the
complexity of product design. Modularisation is #meswer to these needs or it divides
the system in smaller parts, the modules. The neodubl product that facilitates the
manufacture of a more complex product through atddnrange of interchangeable
components. Firms adopt modularisation becausedfeentation is more and more
refined, resulting in proliferation of brands anddels to cover as much of the market.
The inevitable consequences are therefore alse thioa proliferation of the parts and
components serving to produce vehicles, and thease in those costs. For the OEMs,
modularisation has meant the reduction of compaeunppliers and the rethinking of
their relationships: for example, some players,hsas Bosch, tend to a global
expansions of their businesses investing in desigd strategic use of modular

componentsthus marking the beginning of a new phase in tlinclee assembly.

But if the OEMs are reducing costs exploiting medisiation and common platforms,
what about innovation? There are significant ddferes in cost, quality, and new
product development across automotive manufacttin@tsare driven primarily by the

extent to which they outsource and the nature eif tielationships. The Detroit Three
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have caught up with Japanese OEMSs, and the ma&enimcatching up with luxufy’
Oversupplied markets require OEMSs to find a baldreteveen the advantages obtained
in differentiating products on one hand and thednieestandardise part of the whole
product portfolio on the other. The use of the sammdules in different finished
products can overcome this problem and keep lowitkernal complexity of the
vehicle. It also allows for the best use of thedpicion capacity on which it depends
much of the manufacturers' profitability and fomwesest management of time (time-
based competition). The impact is also about fieeclycle of the products due to hyper-
competition effect and to offer variety: manufaernsr constantly offer new models
resulting in shorter product cycles and modulaesatallows redesigning only
individual modules and consequently acceleratirggdfsign a whole new vehicle by
shortening times significantly. This shifts the pmwwtowards the supplier, the
manufacturer is even more dependent from Tier-bktésy integrators and module
suppliers) as part of a competitive outsourcingtetyy oriented to modularisation. As
stated in the previous chapter, the innovativevagtin technology-intensive sectors,
such as automotive, plays an important role, asitpe-tech firms not only invest more
in research and development, but the impact of sativities productivity is higher
than that found in sectors with lower technologicaénsity. By studying the balance
sheet of the major automotive player, it appeaas ttie trend in spending on R&D, as a
percentage of revenues, is an indicator that asesllbetween 3 and 6% of sales, a share
that confirms that auto industry is one of thosereamoriented to innovation and
research®. If the knowledge networks that spread within #womotive supply chain
reflect the features highlighted above, the innlowvathat develops in it also presents

some peculiarities:

- The global dimension of innovationLarge manufacturers groups use
resources spread internationally. In particulargytiend to concentrate
production in a limited number of global platforntisis means that if a car is
built to be sold in a given market it will ensutetcharacteristics suitable to
satisfy the tastes of that specific customer, hutvill also incorporate

technology and components used to produce othgrtdéine same platform.

113 See PriceWaterhouse Cooper, cit.
114 Cf. Unioncamere, 2014.
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- The development of the innovative procdd$se innovation in the automotive
sector has an increasingly central role in recectdes. On the one hand the
introduction into the production process of incregly sophisticated
electronic components has expanded the technologieas involved in the
production; on the other hand, the greater competpressure has forced
automakers to speed up the product developmenteggpamproving its
quality, but at the same time reducing costs. Lang@ufacturers, therefore,
use laboratories and test centres around the wwdévelop and validate new
products. But innovation within large automakerseags even outside of the
structures specifically dedicated to research, uinostrategies that aim to
bring out new ideas (periodic meetings with empésyemeetings between
various levels of management and technical staff).e

- Relationships with suppliersAlong the automotive industry a significant
contribution in terms of technology and innovatisroffered by components
suppliers, which often develop independently higtiat products entering the
production process.

- The collaborations for researcipplied research, carried out by the different
actors of the automotive industry, is often predety a research activity
shared by enterprises. Among these, for examplegeagents have been
signed to jointly develop a technology base thahesignatory organisation
may then enhance and customise into their own ptedi\s well as in a
collaborative way between firms, basic research alan be carried out by
independent institutions (universities and spesgaliresearch centres) which
allow companies to share the most innovative cerkriologies.

The following schematic Figure 11 outlines the mdisectly related to automotive

research fields.

It is evident that the choice of privilege one maththan another flows from the
consideration of multiple factors (evaluation ofetltosts, the market demands,

environmental regulations, etc.).
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Figure 11: Leading R&D Areas in Automotive Industry
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Source: Unioncamere, 2014, p.174. Author’s translain.

As innovative processes, spillover effects and Hedge network between companies
are fundamental for the individual firm, which ggtns in competitiveness, and for the
economic system, which is placed on a more solvtr path in the long run. Their
measurement is arduous. This difficulty derivesnfrahe complexity of the
phenomenon that it is like to be measured on th&sbaf indicators that ensure

comparability at temporal and global level.
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6. Automotive Industry new Challenges: they all sagreen!

The basis of a sustainable economy is a society avitne-planet footprint, where all
energy is derived from resources that naturallyler@phed: this is called green
economy®. From the economic boom to date, the number of dwrs grown
exponentially, reaching approximately 2 billion tsn{see Figure 9). Cars which have
become synonymous with status and, above all, dreedhas brought increased traffic
(congested cities) and air pollution (carbon diexidmissions). OEMs, suppliers,
governments, consumers and oil companies are l@bd® work on the future of auto
industry, of the world and of our health (see Chaptl, p.14 the global capitalism basic
drivers). In particular, the OEMs are called teemene, in the first place, on the vehicle
in terms of aerodynamics, rolling resistance, iratmns in materials (less mass, less
gas as in the case of aluminium or carbon fibre)emgines. The main interventions are
focused on engines; both in terms of internal castibo engine (ICE) and of electric
vehicles. Internal combustion engines won’t havals at least until 2030 or even up to
2050; the efforts of OEMs have been numerous, &dhe@s regards the cylinder
reduction (e.g., TwinAir Fiat), the transmissionpaeity and the introduction of
technologies such as EPS, start-stop systems agehemtive breaks for power
management (the aim is to achieve fuel economld®.penetration of electric vehicles
there is, it there will be, but it will be slow. &re are four types of electric vehicles,
whose characteristics and the relative advantaggésisadvantages are summarised in
the table below (see Table 14).

Table 14: Electric Vehicles Characteristics, Advantags and Disadvantages

Type Characteristics Advantages Disadvantages
HEV Vehicle driven by ar Higher fuel economy Higher weight;
Hybrid- internal combustior Energy recharge whe Higher cost.
Electric engine (primary source braking; Allowed urbar

Vehicles gasoline or diesel) and ¢ circulation in  zero
electric  one (shor emission areas; Highe
distances or aid to th efficiency to

engine ICE) combustion engine.

115 See Lambin Jean-Jacques, 2014b, cit.
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BEV Vehicle with electric Zero gas emissions andHigh cost of

Battery engine and reserve okero rumours; batteries
Electric energy in a battery.Reduction of energy
Vehicles Energy is transferred toconsumption and

the vehicle by connectingpollution; Higher

to the power grid or byenergy efficiency.

battery replacement

PHEV Hybrid electric vehicle Higher autonomy than Technically is not
Plug-in with a larger usabl¢ traditional car a zero emission
Hybrid energy battery, recharge vehicle;

Electric like a plug-in. It therefore High cost of
Vehicles has an interna batteries

combustion engine or
fuel cell (gasoline, diese
CNG, hydrogen, othe
fuels) and an energ

storage device.

FCV Hydrogen vehicle Hydrogen as efficienNo mass
Fuel Cells combustible; More production due to
Vehicles efficient than an ICE higher costs and

vehicle; Water vapourlack of refuelling
and heat emissionsjnfrastructures
Less parts and rumours,

more reliability; Mobile

electricity; Higher

autonomy than a PHEV

or HEV, Design

flexibility.

Source: Author’s contribute.

Another way to reduce atmospheric emissions isdavipon, or combustible sources

other than petroleum that, if placed on the mankdarge scale, would contribute to
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provide low-emission mobility. The supremacy ofrpltum products will be difficult
to break down: they are liquid at atmospheric presand temperature, easy to store
and provide adequate autonomy to the vehicle (Biggrgy intensity per unit volume).
The same considerations must be made for methamblethanol, the alcohol fuels
derived from biomass, which, however, unlike oibgucts, in ideal conditions can
compensate for the gas emissions needed to prdatece In contrast, the gaseous
fuels, such as methane (compressed natural gasam@quid natural gas LNC) and
hydrogen (CH2 and LH2), have a low energy density they need to be stored in
larger volumes to produce the same amount of odrg@n they also take longer
refuelling (refuelling would be reduced if the pumd was liquefied, but in this case ad
hoc tanks would serve, adding costs to vehicle)iampbse limits on their use of roads
and parking (risk of explosion). Second, the OEMsraquired to take action towards
the consumer to motivate him, especially in moreaaded countries where the battle
against the reduction of energy consumption andgsons has been fought for some
time. From the 2008 crisis, alternative methodshsas car sharing have had limited
success, while the ownership and the car use iéirgrsiving (increase in home-work
distances), with preference for larger and moregyw cars and inevitable increase in
consumption (although it works for greener engiaed fuels, in the triad there is a
resistance to the use of alternative fuels andt@de of ‘wait and see’ regarding the
turbulence in oil prices: after the first car timusually small, people in the Triad tend
to buy larger and heavier car, often used by omsopeon board). In essence, the fuel
economy asks to reinvent carsusing the design principles as for the combinatibn
the electric-drive and the connected-drive techgie® (electric propulsion and
guidance related to vehicles and infrastructume)pdrticular, in recent years, we have
been talking about the Internet Mobility, or of atwork made up of cars with an
information system that allows vehicles belongioghe network to collect and process
large volumes of data for a more comfortable dgvexperience (route and traffic
management, dynamic price of resources as chargwigmns, tolls, parking,
transmission of information on the external envinemt directly on the dashboard. In
an urban optic, this results in the creation ofrgimy infrastructures and the use of
clean and renewable energy).

116 pellicelli Giorgio, 2014; MIT researches.
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7. Emerging Imperatives and Issues

In a digital economy, the balance of power betw#den main market players has
deeply changed, giving birth to a ‘bottom-up’ reaships system dominated or
initiated by consumers Internet has two unique attaristics: (a) the ability to
distribute digital products at close to zero cdsta large number of customers and (b)
the ability to network, i.e. to connect large numsbef peopl&'’. According to Sergio
Marchionne, the need for consolidation in the autdustry is outlined, with
integrations that can release all the potentigdhef companies which are protagonists.
Dialogue, discussion and the alliance with the tgiaof the technology industry

(Google, but also Apple) go in this direction.

OEM priorities. Given the increase in electroniatemt, OEMs need to collaborate
with suppliers and experts outside the traditianeb industry. Accomplishing this will
require changes in the way OEMs function. For eXanthey may need to use venture
funds to nurture and support companies that caovaie technologically, and provide
access for more non-traditional suppliers, inclgdmardware and software companies.
One promising and efficient path would be to mowsvard more standardised
interfaces, systems, and modules for telematicsrdathinment.

OEMs should also prioritise R&D and engineeringjgects to focus on those that
offer the best value and differentiation and toradd new safety and environmental
regulations in the most cost-effective way. To addrthe new rules, they should also
work closely with suppliers to determine whethee t®EM or the vendor, or a
combination of the two, is best equipped to develop technology and innovative
solutions needed to meet the regulations. MoredEiMs must improve their skills in
gathering and analysing consumer data to serve tustomers better and improve
brand loyalty. The move to modular platforms wdbuire OEMs to work closely with
suppliers to realise the cost savings and manufagtimprovements that they hope to

gain by increasing scale.

Supplier priorities. Suppliers should partner wiithnovative non-traditional

automotive electronics and infotainment suppliersitilise their speed-to-market and

17 See Lambin Jean-Jacques, 2014b, cit.
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(sometimes) higher scale. They should also ratismdheir portfolios and strive to be
among the top two or three suppliers for each efrtitore’ products. OEMs will be
looking to their top suppliers to co-invest in nglebal platforms, and suppliers should
carefully evaluate the opportunities in expandingirt manufacturing footprint as their
primary OEMs move toward single worldwide architees. Early collaboration will
reap long-term dividends.

Dealer priorities. Dealers need to invest in datanagement and customer care
technologies that will make the buying transactaster, more efficient, less pressured,
and more pleasing to consumers. They must alscoweptheir online capabilities, like
all other retailers, so that the distinction betwdaricks-and-mortar and the Web
diminish greatly. In so doing, they must fosteroatihuous connection with customers
through vehicle life-cycle software and apps toelidngoing service and parts satés

118 See PriceWaterHouse, 2015 and 2016.
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THE CASE OF DECLINING EUROPE

1. European Automotive Industry History

This section will present a brief history of Eurapandustry, differentiating between
Continental Europe and British industry as theeladioes no longer exist. The history of
the industry in Europe is of pioneering and rapgtlohe. Daimler and Benz, the
pioneers of the automotive industry, launched thertsEuropean supremacy in the
construction of cars, especially those racing tatitacted the Americans, people
enthusiasts of speed. During the two World Warsp ah Europe, the production of
vehicles for civilian use ceased in favour of threduction of weapons, ammunition,
war vehicles etc. Mass production started in Eurapthe end of World War |, mass
production didn’t take off early in the Century wheur Continent was still the leader
in the design and construction of luxury and raatags, but it allowed the opening of
the market even to the middle class. The Amerieahibn of closed car represented the
engine for the emergence of a unique personalitgngniEuropean car manufacturers,
who preferred to internally produce the componeeisded to assemble the cars rather
than buying them outside. Even the American muiitomals invested in Europe, Ford
by opening its own production facilities, while Glerough acquisitions, such as that of
Opel born as a manufacturer of sewing machines HBubpean markets were isolated
and protected by tariffs that restricted the impamd export procedures; they were
distinct markets with dozens of manufacturers dpegain a single country. Every
European country had long maintained its own idgn®nly after World War 1I, the
fragmentation of the market gave way to the comedéint in a few manufacturers (e.g.
in Great Britain five of the six major manufactiweame together in one corporation),
contributing positively to the development: Volkgyem hold about a third of the
German market, Peugeot and Renault almost the safr@ance, while Fiat more than
50% of the Italian one. In the ‘70s, the end of Bretton Woods agreements (stop to
equal exchange rate and currency fluctuations floated companies to open
manufacturing facilities in the United States), thieshock (transition in demand for
cars in favour of saving gas models of Japaneserdand of Volkswagen, defining an
empty offering in the United States, in particuland the progresses proper of Japanese
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continuous improvement (technological innovationglalibly marked the history of
European industry by committing firms to find aichpesponse strategy to the battle of

market shares.

1.1 The Continental Europe

At the end of World War 11, the European car indystarted to concentrate, aided by
thirty years of protectionism: the industry appeéafeagmented with many isolated
markets but each one with a strong identity. Tretony of continental Europe goes
through the great German, French and Italian brexmdes.

Germany

The history of Germany is marked by Volkswagen, AW and Mercedes-Benz.
The German giant Volkswagen, wanted by the Nazetranion in 1937, owes its
fortune to the popular models, especially thosedaed from the 60s onwards. In fact,
the OEM of Wolfsburg, born as a manufacturer otuhyxcars was transformed by the
Fuhrer in mass car producer by converting plantsnfditary use. At the end of the
Second War, Europe was recovering and the simplicgliability and low costs of
Beetle launched the German company. In the ‘7@swimning and still existing Polo
and Golf models peeped out on the market. Timing mever more perfect, the world
and especially post-war Germany were enjoying tbenemic boom. Volkswagen
consolidated its position by expanding its brandtfpbo through the purchase of
modern Audi (1964), the Spanish Seat (1990), Lagtior (1998), Bentley (1998), the
right to use the brand Bugatti, Skoda (1999) andséhe (2002). The history of
Volkswagen is a story of vision, it was among tinst fEuropean manufacturers to open
production in East Germany after the fall of thelideWall in 1989, to enable joint
ventures in China, to open up to new geographiaakets without forgetting to grow
its reputation in terms of innovation and modekt tivell meet the needs of the market.
The history of innovation that made famous Audiddsa very short time, about 11
years: the founder engineer August Horch of Au@0@) Latinised version of "hear",
left the company in 1920 to work with the Miniso§ Economy. In 1928, the Danish
manufacturer of motorcycles DKW bought Audi, bue tmodels launched on the

market lacked of originality and Audi started tovigate in troubled waters. In 1930,
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Audi with DKW, Horch (first company created by tfeunder of Audi in 1901) and
Wanderer formed Auto Union in order to cover framwvIto prestige market segments:
the strategy of combining the resources of the foanufacturers did not work and
Auto Union has been purchased by Daimler Benz &rst by the giant Volkswagen
then. Audi regained premium brand and innovativenumacturer reputation thanks to
the new property (especially with Piech as CEQyrgjrsponsor and promoter of the
independence of Audi from Volkswagen) and the laumd the spectacular A4;
Volkswagen decided to give Audi the image of a Hrgositioned above the other
Volkswagen Group’s product lines, to root innovatio the organisational culture of
the new Audi and to activate a premium marketireg ttould leverage A4 and TT. The
latter won (diesel versions) in the most importatfly races, thus giving a new allure of
innovation and attention to new technologies of iAncind. Mercedes-Benz, instead,
originated from the first petrol engine designedBsnz (1886) and the inventions of
Daimler and Maybach: it was founded in 1924, durithg years of the great
hyperinflation that devastated the German econdiyyhe merger of Daimler and Benz
innovator and protagonists of motor racing finanbgdDeutsche Bank, which became
the largest shareholder. The lifeline of Mercedes:Bdepended on Hitler, who often
used a Mercedes-Benz car and downsized the Geranandustry structure, that had to
deal with big numbers produced by the Americanthan German factories. In 1929,
there were only 17 German companies producing pdstyf cars. At the top of the
ranking there was exactly Mercedes-Benz. The ‘3@gseva very creative period for
Mercedes-Benz, interrupted by World War 1l, fromieth Mercedes-Benz came out
winner once again: 1) its competitors were in Soviands and moved there the
assembly lines; 2) tough competition with Masesati Alfa Romero took it to establish
itself as a specialist in high-priced luxury cargl heavy wagons manufacturer. The
wheel turned again to the part of Mercedes-Benth€lbankruptcy of a major
competitor in the car market; 2. the withdrawal coimpetitors in the heavy vehicle
market because of numbers that did not allow o8t stable shareholder base that
opened to a period of intensive development -DéetsBank, Mercedes Holding,
Kuwait Investment Company, the Flicks and indepehdshareholders) until 1995,
when it declared the first fiscal loss due to atryestrategy into new markets with too

much high goals and with a more than wrong timifidie numbers made by
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Volkswagen induced Mercedes-Benz to the merger thithAmerican Chrysler and to
purchase a participation in Mitsubishi to enter Japanese market. Because of the high
stocks held by Chrysler and the numbers of BMW aitter Mercedes-Benz
competitors, the merger with Chrysler was a faillne2012, Mercedes-Benz also lost
the second position as a premium brand, surpass@ddi which was supported by the
innovative push of Volkswagen. The propeller Baaarbrand, BMW, was the first
premium brand in the ranking ahead of Audi, MereeBenz, Lexus and Infiniti.
Founded in 1917 as a manufacturer of aircraft ersggin Munich, BMW also suffered
twice the stop of the production of motorcycles aadgs in favour of a return to the
production of aircraft engines in the period of th® World Wars. At the end of the
Second World War, BMW resumed the luxury car prdidumcwith which it built its
reputation of high-performance engineering, bucéss cost much more than those of
Mercedes-Benz. In the 60's, the Quandt familydifBMW up again from bankruptcy,
placing von Kuenheim as new CEO, who led the brantle the protagonist on the
world stage, technological innovation leader anthwai strong financial position aided
by a winning range of cars. In 1994, BMW acquireav& and the whole package of
the MINI, MG and Land Rover brand, but the big Es<f Rover put in serious
difficulty BMW which decided to sell its shares tvithe exception of those held in the
MINI. MINI was reinvented, Land Rover was sold toré& and, in 2000, the entire
Rover Group was sold again to a group of Britistaficiers for £10. In 2002, BMW
completed the acquisition of Rolls Royce. The hmistof BMW states that premium
brands and volume brands cannot be together, uhdéhe success of a premium
brand there is the continuity of design.

France

Renault, Peugeot and Citroén brands made the ¥istbthe French automotive
industry; the latter two are now merged into a Erggoup (PSA Group). The history of
Renault deviates little from those told so far. ikded in 1899 by Louis Renault and his
brothers, it began its business in car racing atet dedicated to war production during
the two World Wars. Just after the liberation bg thlies, Louis Renault was accused
of having helped the Germans during the occupaimhwas imprisoned: as a result of

the imprisonment of the founder, Renault becameginty of the French government
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until 1994, when part of shareholdings was soldptivate investors. It was fully

privatised in 1996. The 4CV, developed in secretnduthe war, was a great rival of the
VW Beetle and the Morris Minor, its success laié tgroundwork for expansion into

Europe and in the United States then, where theplina model was not, however,
very successful. In the ‘80s, Renault reappeareddimr racing and acquired American
Motors defending the Jeep brand, sold in 1987 ty€ér. In 1999, Renault bought a
majority stake in the Romanian Dacia and embarkech dakeover of the Japanese

Nissan.

PSA Peugeot-Citroén group was formed in 1974 whangot bought about 40% of
Citroén, going to own the 90% two years later. §heup now sells through the brands
Peugeot, Citroén and DS. The history of PeugeotGitrdén began in the late 1800s,
but while the Peugeot story is made of strength,aie of Citroén is a history of crazy
and ruinous spending to counter Renault. Citroégabets activity as a small factory
producing under license for Skoda; it then movednfthe inevitable war production to
be the first manufacturer to produce a completeclein France, put on the market at a
very low price. The response was immediate, as aglmmediate and eager were the
investments to overcome the rival Renault, sucth@®ne to create the car dedicated to
women: in 1934 the inevitable failure that saw then creditor Michelin took the
control of Citroén. The ‘60s were the years ofrafées to ally but all were in vain and
did nothing but dried the finances of the FrenchMOFPeugeot started as a bicycle
manufacturer and then specialised itself as passeayd racing car manufacturer in
1889. The years of war stopped the productionrémstarted in 1946 thanks to exports
to the United States. The end of the Sixties matkedbeginning of the joint venture
activities with several competitors such as Volwd &enault. Through the purchase of
Citroén, Peugeot maintained its identity of modanal robust car manufacturer with a
good value for money ratio for a few years, becanthe first manufacturer in Europe

in terms of volumes.
Italy

The history of Italian automotive industry coincsdgubstantially with a name, the one
of FIAT, Fabbrica Italiana Automobili Torino. Fiatas founded in 1899 by a dozen of
aristocrats, landowners, entrepreneurs and professi in Turin, willing to establish a
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plant for the production of cars. The history of that, now one of the brands of the big
FCA group, retraces those previously describedegards the period between the two
World Wars, namely the production of car pass eftdrch with war production. It was
after World War I, that Fiat affirmed its supremngagn the market by starting mass
production for the 500 and 600 models through tepeovided by the Marshall Plan.
The products cost a lot, almost 11 times the satdrg Fiat worker; thanks to the
protection duties the company grew fast, arriviogapture 90% of the Italian market
and to be second in the European rankings in tefmpsoduction behind Volkswagen.
In 1969, FIAT acquired Lancia. Lancia was foundedl®06 and established itself on
the market as a brand dedicated to racing and atmmyy but this very strategic
direction led Lancia to financial crisis. The csi$orced Lancia to sell itself to Ferrari in
1955. In 1958, Ferrari abandoned Lancia selling iPesenti group (cement industry),
but the customer was not willing to pay a premiumegoto justify the high production
costs. The success under the Fiat's guidance washed with the Delta model,
especially in the full version, which shared thetfgrm with Fiat Ritmo. The
abandonment of the races led Lancia to lose afbisanarket share. Lancia revived
with the Lancia Y, which is currently the bestsallimodel. Times changed with the
establishment of the EEC and the reduction of duis well as the need to change
strategy and open up export. In 1986, the IRlidtalnstitute of Reconstruction) ceded
Alfa Romeo to Fiat, the company founded in 1906aasextension of a French
automobile manufacturer. The market had alwaysgmised a clear superiority as a
manufacturer of sports cars to Alfa Romeo; thisesigpity has never been paid in
economic terms, aided by the fact that it was diftito give it a clear identity into the
Fiat brand portfolio. Alfa Romeo is on the markstaacompetitor of BMW, Mercedes
and Audi, but even with heritage, it still lacks afwide range of products in order to
compete with these big names. Yet the beautifuletsodre not missed at Alfa Romeo,
just think of the first version of the Giuliettataf World War 1l, when the production
was converted to mass sports car, or of the 16dusexd in sharing with Croma, Thema
and Saab 9000, the GTV, the 147 GT, the BreraMhi, the new version of the
Giulietta and the latest spectacular Giulia. Asvignesly mentioned, the lack of
economic evidence in terms of sales led to theuctosf the biggest Italian plant of Alfa

Romeo in Arese, today home of a shopping centee, Alfia Romeo museum and a
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Motorvillage -owned FCA dealer- totally dedicatedthe Jeep and Alfa Romeo brands.
Lancia and Alfa Romeo’s sales were down becaus¢hefcrisis in demand, the

aggressive strategies of the German premium matouméss and the slow launch of new
products. Despite the acquisition of Lancia ancaAtomeo then, in 1990 Fiat company
was still too small compared with GM, Ford, Dair&nrysler, Volkswagen, Renault-

Nissan and to deal with the advent of the Japanmeswifacturers. The path chosen to
tackle with competitors’ strength was that of darcation (a Romiti’s desire), but then

it was quickly abandoned to restore accounts tlatggadually worse. The internal

growth was not possible, but Fiat needed to be ¢petliances and takeovers with an
American partner and not with a Japanese or Europee, in order not to duplicate the
problems and be cannibalised by premium Germandsran 1998, Fiat tightened the

agreement with put option with GM, that then brauidle same GM (owning Chrysler,

Jeep, Dodge and Mopar brands) to become Fiat's, @efed by the unfavourable

market timing for the American company: Wagonensidjan alimony avoiding Fiat to

pass under the control of the banks. Ten years ldie market provided Marchionne a
hungry opportunity: the acquisition of 20% of CHeysa partnership that allowed Fiat
to use the important economies of scale in puragashe experience in large vehicle
manufacturing and the openness to the richest markbe world to distribute 500 and

Alfa Romeo. On the other hand, Fiat brought Chryfie small and mid platforms, the

fuel-efficiency technologies and power-train sysseim 2014, the total acquisition led
FCA to become one of the biggest auto groups wade\franked ¥ in the 2015 OEMs

top 10) and less dependent on European automotivietn

1.2 The British Industry died at 109

The British car industry history lasted about 1@ang, from the birth of Daimler in
1896 to the sale of Rover to Chinese competitat®01British indigenous enterprises
made way for the Japanese, the great German gamupthe Indian and Middle Eastern
capitals. The most famous brands are no longersBrdwned, but still produce
approximately 100% in Britain. The industry has ael birth, that comes from
diversification desired by bicycle manufactureis fame some names Humber, Rover,
Singer, Hillman, Riley) through the transfer ofttaclogy from two to four wheels. The

productions were purely internal and only a fewrgdater it emerged the importance

149



and convenience of producing internally the esaéntomponents and ask for
outsourcing for the remaining parts: it was theat the first specialised suppliers faced
the market, as Dunlop in the tires. Although Britaias the richest country in Europe,
at the dawn of World War I, many firms failed besawf a cultural issue: the academic
education of management was poor and omitted thmoritant aspect of corporate
finance (at the time there were no CFO figures intidh companies) and the
mechanical work was considered derogatory and vulgs it did for other countries,
also the UK car production gave way to war matenlring World War lI; this set the
stage for mass production in the automotive ingustr the Twenties, the industry had
a great development driven also by the fashionsddime from the United States, such
as closed cars: given the growing number of impdhis government decided to adopt
two protectionist measures to counter a possibileeAcan invasion’: 1) it introduced a
‘horsepower tax’ that car owners would have to payelation to engine horses of
owned car (the Model T which had 22.5 horses cagpdunds, while the Morris only
12 because it had an engine of 11.9 horsepower)jt 2Jecided that foreign
manufacturers could sell cars only if they set wpdpction facilities in the local area
(Ford, Citroén, Peugeot and Fiat opened plantslewBM bought Vauxhall). The Big
Three British, Morris and Austin Singer accounted#5% of vehicle production in the
UK and in the ‘30s, despite the devastating effetthe Great Depression, the country
jumped to the top of the ranking of European mactufers. Primacy was lost within a
few years, recovered first by France and then byma@ey, due to the high number of
OEMs who competed with a wide range of models maaket that consisted of little
more than 300,000 units. When the Second World W&awv up, 130 factories out of
180 were damaged. Only in the 50's, when the dermaraghrs grew rapidly, production
companies could benefit from the shadow factoriagdt io produce engines and
warplanes against Germany. The Labour governmendeld that the companies would
export their models to gain currency and conceatram becoming ‘one model’
businesses to tackle the excessive proliferatiormofiels. It finally replaced the
horsepower tax with a fixed flat tax to boost pratittn of more powerful engines. The
sports car exports seemed to work, while thoseifolian use were struggling to take
off: the cars were designed for the British markat infrastructure, while abroad

people needed more robust machines able to talklenbst uneven roads putting a
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strain on the engine, the steering wheel and tledingp system; major innovations in
engineering and style were made as a result ovalarache of complaints to after-sales.
In an effort to stop the fragmentation and weaknafsshe industry, British Motor
Corporation (BMC) was founded in 1952, it include car manufacturers for 40% of
the total market (Austin, Morris, MG, Riley and Weley). Three years later, BMC
committed a great error in positioning the pricetled new launched legendary MINI
too low. MINI was an innovative car with front-wHetive and small wheels to create
space. Ford, taking advantage of BMC's fear thatpiiblic would be scared with the
new technology, won a large share of the markeh wie traditional technology and
Anglia model.

In the ‘60s, the BMC did not give the desired resudecause of labour intensive
production methods that did not allow lowering pa@and the high labour costs: British
Motor Holding (BMH) born from the combination ofglear and BMC. The BMH was
soon the star of a new concentration funded bygtheernment, which joined BMH to
the successful Leyland-Triumph-Rover: the fourthrdpgan car manufacturer was
called British Leyland Motor Corporation (BLMC). Bgte investments in latest
technologies and the famous brand portfolio, thattuactive models, union conflicts,
high cost and the entry into the European Uniorwdexd BLMC, who lost 8% of
market share in just two years. The number of mierfyeanced by the government, the
captive imports of Ford and GM, the losses in degvelg countries as a result of the
dissolution of the Commonwealth and the Japandeasife, are the main causes that
led to the beginning of the end of British autometindustry: Chrysler UK and BLMC
asked for help to the government proposing a metgerwas not accepted. Chrysler
sold its UK activities to Peugeot (Peugeot-Talbuthile BLMC was nationalised as
British Leyland (BL) and later formed a partnersinfth Honda to design a new car
(with Japanese engine and English body) able te faord, Peugeot-Talbot and
Vauxhall (GM) that were sharing the market. The s&aative government (Thatcher)
limited the union power by encouraging the Japanesapen factories in the British
territory, Nissan started first, followed by Hondad Toyota; it also continued to
support the Labour plan for BL but changed its namnBover Group, which was later
bought by British Aerospace and sold to BMW in 198vere were no longer British-
owned car builders. The partnership with Honda drated the German group decided
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to invest only on MG and Land Rover, to then abandweerything in 2000 with the
exception of the MINI and of the production plaritand Rover was sold to Ford that,
in 2007, ceded Aston Martin to mixed Arab and #alcapitals and, in 2008, Jaguar and
Land Rover were sold to Indian group Tata MotorkjlevMG Rover was sold to a
British private equity and subsequently to the @hen Nanjing and Shanghai
Automotive Industry. What was left of Rolls RoycadaBentley was respectively
bought by BMW and Volkswagen.

2. The Engine of Europe

According to ACEA'®, the European Automobile Manufacturer AssociatiEumope's
cars, vans, trucks and buses are the cleanesst safd quietest in the world. Our
continent leads the way in clean production, widtrdasing quantities of water and
energy used to manufacture a vehicle, and muchGex3 and waste produced in the

process. In fact:

- the average car engine emits 28 times less carlomoxide than 20 years ago;

- 75% of new cars emitted less than 130g CO2 pemiatee, in 2015;

- a new car today consumes 15% less fuel per 100kan 0 years ago
(average);

- the noise from passenger cars has been reducdaPbgiice 1970

- Europe's vans, trucks and buses are the most tecirally-advanced in the
world;

- trucks' fuel consumption and therefore CO2 emissibave decreased by 60%
since 1965 and with the introduction of EURO VI ukged emissions have

been slashed to near-zero levels, down 98% sing@. 19

Europe is one of the world's largest producersuwod, market for, passenger cars. Cars
are the number one source of mobility in Europegnetover 70% of journeys are made
by car (private car, taxi or car-sharing), whilesbs are the most widely used and cost-
efficient mode of collective passenger transpadaglsng up 527 billion km every year.

The European Union has almost one car for everycitizens.

119 ACEA’s members are BMW Group, DAF Trucks, Daiml&iat Chrysler Automobiles, Ford of
Europe, Hyundai Motor Europe, Iveco, Jaguar LangeRoOpel Group, PSA Peugeot Citroén, Renault
Group, Toyota Motor Europe, Volkswagen Group, Voars and Volvo Group.
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Vehicles move people, deliver the goods and sdreecommunity: so that car and
buses provide freedom and mobility for all, conseuly direct access to education,
health and employment, while trucks and vans delive goods and services we need
in our daily lives, or 18 billion tonnes of goodsrpyear the 75% of all goods carried
over land in Europe. 85% of all goods carried hycks are transported over short
distances of less than 150 kilometres. Postal,evasti emergency services and many
other public ones are delivered by mini-busescualdied buses, urban delivery vans,
container trucks, ambulances, fire trucks, dumperane trucks, pick-up trucks, car
transporters and many more. About 90% of the valtieall goods in Europe is
transported by truck; with vans they provide anicedht, door-to-door mode of

transport, making the link between producers, lmssas and consumers.

The automotive industry powers the economy, gemgra.5% of EU GDP and
supporting a vast supply chain with an array ofifess services. The 5.6% of the EU
workforce is employed in the sector, for a totaloamt of 12.2 million people; in
particular, 2.3 million are high-skilled manufadhg workers representing the 7.7% of
the EU's manufacturing employment. The strategicportance of vehicle
manufacturing is measured by the number of carss,Maucks and buses manufactured
per year: European manufacturers produce 18.4omilliehicles (25% of all cars
manufactured in the world and 18% of world's tryckans and buses ~2.4 million
units) in some 296 assembly and production plant®6i countries across Europe. The
delivery of quality ‘Made in Europe' products arduhe world makes European auto
industry a global player: exports bring a €100.4idn trade surplus, in particular
European heavy-duty vehicles exports, which aret fechoice around the globe,
generated a trade balance surplus of €4.8 bilhd0il5.

The automotive industry spurs innovation; itaiskey driver of knowledge and
innovation, representing the largest private cbaotor in R&D in Europe, investing
over €44.7 billion. In 2015, about 6,000 patentsengranted to the automotive sector
by the EPO. The industry also generates revenuegof@rnments, accounting for over
€400 billion in tax contributions in just 14 EU cgtdties.
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3. European Automotive Industry Sales and ProductiorFigures

European countries struggled to react to the cotidra of demand due to the recent
crisis: as shown in Figure 10, in 2013 marketseseff a lot in production and sales
comparing to 2005 levels and the peak of 2007. Ating to some studies, Italian and
Spanish markets were those most downsized, whiteadd in Germany, France and
United Kingdom was a few under the level of 28850 European countries penalised
by the grip on family income, we register a shifdemand towards those with smaller
dimensions, solid and low consuming: although thp giass-market consumers are
more and more informed and demanding than in ttet gae to digitalisation and

require model differentiation.

Similarly to demand, also production shows a stoftards emerging areas, despite
the situation of automotive industry in Europeightly more stable than in 2008/2009,
as indicated for example by orders in the motoricleb (see Figure 9); until now,
however, it has been not possible to reach agaimpté-crisis level. Production moved
in more dynamic markets, where the potential ofscomer growth is bigger; they are
areas often characterised by a lower labour cost by incentive policies to
investments. It is possible to affirm that Europ@amomotive industry have to face an
overall complicated situation: the demand is stiignant as clearly showed by new
registration trend, while extra-European marketgsteer an impetuous growth. ‘Sales
have improved in the European Union since the tirrdownturn, but the E.U. auto
industry is held hostage by local economies thatteetering on the edge of recession.
In 2015, new car registrations in the E.U. ros&®yar-on-year, to 12.6 million units.
But that is well below the record year of 2007, wineore than 18 million vehicles were
sold in the region. Cars in the European Unionaareverage 9.73 years ditf. The
historical minimum for the European Union was restin 2013, with 11,873,302 units

of passenger cars newly registered.

In some E.U. nations struggling to grow their eqores — notably France, Greece,

Spain, Italy, and Portugal — automakers face lossésw profits, fragmented markets,

120 These different trends also carry weight a différspending dynamics in household consumption
expense, which shrank continuously both in Italg am Spain between 2011 and 2013, unlike what
happened in the other three countries.

121see ACEA and PriceWaterhouse Cooper 2016, cit.
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and the inefficiencies of model proliferation. TReJ. auto industry must figure out
ways to better match production capacity to mad@mnand, while simultaneously
investing in new potentially strong product are&sr (example, small SUVs and

crossovers) and in new automobile technolodfés’

Only few European producers benefit from foreigrmkets’ potential. While for mass
manufacturers -PSA Peugeot Citroén, Renault or Wet have historically sold their
small and medium-sized cars particularly in Eurajpe- economic situation is looking
increasingly difficult recording major losses, fdlatosures and reduction of jobs, in the
high-end segment manufacturers like BMW and Daimd&urned to achieve substantial

increases in sales volumes.

o Renault announced in 2013 a restructuring plant teovides for the
elimination of about 7,500 jobs in France by 20&uivalent to 14% of its
total actual in the country of origin. (See Rena@toup Corporate
Website).

As shown in Figure 12, from 2005 to 2015, productfell by 1.1% overall, while
sales fell by 9.5%, despite the last two yearsnaagked by an increasing line. In the
leading European markets, namely France, Germigaly, Spain and the UK, the
percentage of sales and production shows a pogsltfferential in 2015 compared to
2014. The country with the highest growth perceatayltaly, followed in order by
Spain, the UK, France and Germany (see Figure 13).

122 5ee PriceWaterhouse Cooper 2016 and ACEA.
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Figure 12: EU28+EFTA 2005-2015: Total Production and Sas (in Million)
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OICA Press Conference, 2016, Geneva Motoh®&w (Data are ‘all vehicles’: PC, LCV, HCV, Buses).

Figure 13: EU28+EFTA 2015: Main EU Markets (in Million). 2015 Total Production and Sales % growth on
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The crisis has left none exempt of the other naregean countries, such as Russia,
Turkey, Ukraine, Serbia, Belarus, Bosnia, Moldo®amenia, Georgia, Macedonia,
Albania. If we look at the 2005-2015 decade we ples¢éhat, although hard hit by the
crisis, these countries showed signs of recovety B812 and a subsequent decline
until 2015. Globally, the production data show asipee differential of 24.3%,
confirming the area in analysis is an attractivstidation for foreign investments; sales,

instead, show negative results with a decline od%d(see Figure 14).

Figure 14: Other Europe non-EU 2005-2015: Total Prodction and Sales (in Million)
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Source: OICA Press Conference, 2016, Geneva Motoh8&w (Data are ‘all vehicles’: PC, LCV, HCV, Buses).

Among the above 11 countrie the main markets greesented by Russia and Turkey.
If we look at the ratio between production and s#Hl€015 on 2014, these countries
show opposite trends: Russia data shows declinunge Turkey strong growth (see
Figure 15).

o In 2015 Opel (GM), Volkswagen, Seat, Mitsubishd &5A Peugeot-
Citroén decided to downsize activities in the caastwhere the business is

strongly affected by the crisis with Ukraine, byemational sanctions and
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related retaliation. The difficult situation in theutomotive market is due
not only to the depreciation of the Ruble, but dtsthe new rules imposed
to foreign producers in Russia and to importerseathe country's entry
into the WTO. The Kremlin allocated about 400 willieuros in aid to

manufacturers and incentives to clients, but thasribt seem to be enough.
The joint venture that produces the Citroén C4 hbéxk, the Peugeot 408
and the Mitsubishi Outlander and Pajero, haltedquotion in Kaluga; GM

suspended the assembly of Chevrolet models, wihetiception of the
model resulting from the joint venture with Avtgvdmt it had also

established the retirement of the brand Opel camig to oversee the

market only with the top range (Corvette and CamardCadillac).

Figure 15: Other Europe non-EU 2015: Main non-EU Marlets. 2015 Total Production and Sales % growth on
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Source: OICA Press Conference, 2016, Geneva Motoh®&w (Data are ‘all vehicles’: PC, LCV, HCV, Buses).

o Turkey occupies the fifth place in the Europeankmag of countries that
build more cars and commercial vehicles, with prithn increased by
16% in 2015 on 2014 equivalent to about 1.36 mnmlumits. Major OEMSs in

Turkey, also directly employ more than 50,000 peophich manufacture
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mainly for export, (more than 1 million units in1X) whose main target is
the European market: models sold in Italy, Frar8pain, Germany and the
UK like the Fiat Tipo, Renault Clio or the HyunddiO and i20 are

produced in Turkey.

4. Leading European Players

The scope of this analysis includes both mass-n&ai®&Ms both premium OEMSs.
Despite the recent economic crisis, that has hadngtimpacts on automotive
profitability, Western Europe is still headquartdrmajor automotive companies that
operates as global players; totally Volkswagen (YVWRenault, Fiat Chrysler
Automobiles (FCA), Peugeot Citroén Automobiles (RSBMW and Daimler -the
analysed groups- have produced 25,166 49ssenger cars and commercial vehicles,
which account for a quarter of the world total protion. (See Figures 16 and Appendix
Table 16)

Figure 16: Top European of World Ranking Manufacturer in 2015 (World motor vehicle production. Data are
all vehicles)

Volkswagen 9,872,424

FCA

4,865,233
Renault

3,032,652

PSA

2,982,035

B.M.W. 2,279,503

Daimler 2,134,645

1l

Source: OICA. Adapted by the author (Data are ‘allvehicles’: PC, LCV, HCV, Buses).

123 Source OICA, data as 2015. The data is not corepgtre of Renault-Nissan alliance. Taking into
account the production quota of Nissan equal td&(74 units, the total production of players asaty
would amount to 30,336,566.
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Table 15: Businesses and Brands of the leading Europe Players
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Seat Lamborghini
Renault,
Renault v
Renault Dacia, RSM
Fiat,
Alfa Romeo,
Lancia,
Magneti
Chrysler,
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Dai Benz Vans \
aimler Benz, Smart AMG FUSO, Western Buses,
and Camper
Star, Setra,
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Source: Union Camere, 2013, p.117. Adapted by theithor, data as 2015.

In 2015, the production of the six firms swung betw the nearly 2 million of
Daimler and the approximately 10 million units oblkswagen. FCA has produced
about 4.9 million units, Renault about 3 milliohgtRenault-Nissan alliance about 8.3
million), PSA about 3 million cars, and BMW just ev2.3 million. Apart from
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Volkswagen, no group produces above the threshd@ldnilion pieces per year, a level
that allows operating with profit and with signdiat economies of scale. The groups
which are object of analysis have business permagbeands and markets very different
among them. The portfolio of products and marketsed by the groups is divided and
differentiated, as shown in Table !#5 The most extensive portfolio is the one of
Volkswagen, which consists of Passenger Cars, lRassenger Cars, LCV, HCV,
Buses and Financial Services and lacks only ofbtieness of the components; while
the less extensive are the Renault and BMW poodotiperating, respectively, in the
business of passenger car and LCV and Passengeandakuxury Passenger Cars.
Only two automakers out of six have their own brafidcomponents, namely Fiat-
Chrysler and PSA. Only BMW has no business in tk®&/Lwhile Volkswagen and
Daimler also operate in the field of HCV and bug&$.six companies offer financial

services (see Table 6).

The analysis of production and sales by geographacea shows that EMEA
contributes to 70% of production, consolidating up® as euro-centric, with the
exception of FCA, that is the group that has moneerdified and relocated its
production structure (about 25% of cars in EMEA &4éo0 in North America with an
important presence in South America, but very weaakAsia). The European
automotive industry is characterised by a densear&tof participations and alliances,
especially for research and development and praguat Emerging Countries, where

the opening of new production facilities are plashne

The production capacity remains underutilised, egig for FCA and for the French
groups (PSA Peugeot Citroén and Renault), which placed the production close to
end markets, where the plants are exploited phi¥ifavhile German premium brands
(BMW and Daimler) are more patriotic and exporteoted, preferring to keep the
production of passenger cars in EMEA: in particuldre production in Germany
accounts for more than 50% of the total. For tleigson, it should be noted that the

employment of groups in the country of origin il selevant and equal to about at least

124 From the original table the business of motorcycles been excluded. For completeness of
information, Volkswagen holds the Ducati brand, BfA group the Peugeot brand and BMW operates
on the market with the same brand name, the BMW ®he table doesn't take into account the alliance
Renault-Nissan.
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50,000 workers in every nation and that the autoreaandustry employs nearly 12
million people in Europe.

The main markets are differentiated as either moigrcan manage to convey at least
10% of its sales both in the American, Asian ancoean markets. Apart from Europe,
FCA oversees European and both North and South iBamemarkets, while Asia has a
lower impact; the Volkswagen strategy, insteadpibe less present in North America;
while the premium German brand have a weak presartseuth-America.

Hereby is a brief analysis of the above Europeaumg and the alliances that they
have established in the automotive market

Volkswagen (VW)

The Volkswagen Group is the second largest auteaajroup in the world after
Toyota, as well as Europe's largest car manufactuith an extensive product range
that goes from the cars for the mass market (VWhdSk Seat), to the premium and
luxury brands (Audi, Porsche and Bentley), from owercial vehicles, to industrial
ones and buses (VW Professional, Man and Scanidy4 roduction amounted to
9,894,891 units. It also has a financial divisidulkswagen has launched numerous
alliances in the course of its life, as the acgoisiof Scania in 2008 and Porsche in
2010-2012, minority stakes in Suzuki Motor and jamth the Chinese groups FAW
and SAIC, with whom it also activated non-equityresgments for research and

development.

Fiat-Chrysler (FCA)

FCA, the less euro-centric group among those aedlyss born after the total
acquisition of Chrysler by Fiat in 2014. Seventtouy in the world and second
European car manufacturer, over the last 5 yeardsa# carried out a substantial
repositioning by splitting some of its businesssirin 2011 those related to commercial

125 UnionCamere stresses that the joint venture opritjnjoint of all the groups are generally accatht
using the equity/net worth method; i.e. revenueas$ @perating costs of these companies are not cdunte
in those consolidated group while their contribatie manifested, pro rata, as investment inconaan(it
similar to financial revenue).
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vehicles, in Fiat Industrial first, in CNH Intermatal later and lastly in Ferrari in 2015.
Today the company is organised into three businests: mass-market (Fiat, Alfa
Romeo, Lancia, Chrysler, Jeep, Abarth, RAM, Dooddfgpart, SRT), luxury
(Maserati) and components (Magneti Maféfli Teksid, Comau). In Europe, the Group
designs, develops, engineers, produces, distrilaridssells spare parts, cars and light
commercial vehicles under the brand names Alfa Rom@hrysler, Fiat, Fiat
Professional, Jeep, Lancia, Abarth and Maserati.

The group has set up several joint ventures: ah whe Serbian State for the
production of 500L; b) like other automakers, FCl8oaentered the Chinese market
thanks to an equal participation with GAC group;fiaancial service$’ offered by
FCA Bank are derived from a joint venture betwe&@-AFcapital and Crédit Agricole
Consumer Finance. Multiple are also the collaboraigreements: the biggest one with
GM has finished in 2013, while the co-productiomesgnents with the Peugeot group
continue for commercial vehicles in Italy, with K& oup to produce cars in Turkey; in
India it cooperates with the TATA group for the dmpment of engines and

transmissions.

Renault

The carmaker Renault, 15% owned by the French, staéetive in the production and
sales of passenger cars (Renault, Dacia, Renauls8® Motors), commercial vehicles
(Renault) and in offering financial services (RGgue). Also, the French group, tenth
in the world ranking without counting the allianegth Nissan and third European
group, has established numerous equity and noryecpmpetitive alliance: not exempt
by the charm originated from Eastern Europe in sewh costs, in 1999 the group
bought the Romanian Dacia, modernising the themstiegi plants. Thanks to the

excellent performance of the low-cost Dacia brahdeached to offset the decline in

126 |t's recent news, but it is not yet confirmed tMagneti Marelli, the only Italian company presémt
the top 100 of Tierl suppliers, will be sold to Saimg Electronics. Through this sale, FCA would tedu
the industrial debt, amounting to 5.5 billion eand, at the same time, would create closer relstips
between Magneti Marelli and Samsung, which sinc@92€ooperate in the production of displays for
infotainment and navigation. FCA would align withetwidespread logic in the automotive industry to
separate the components from the main productionveder, the acquisition would provide Samsung a
major presence in the auto industry and the caytah a highly competent partner to collaborate on
connectivity and advanced technologies.

127 Unlike the case of other groups, the financiaVises for FCA do not constitute a real business. uni
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production of its own brand. In 1999 it also tigigd an alliance with Nissan: the
Renault-Nissan group, formed with the aim of enhanthe existing brands and create
synergies in the process of purchasing and devedapiodels, is the third largest group
in the world constructors' ranking for 2015. Rehawns 43% of Nissan and the latter
15% of the first. Through this strategic allianseyeral other participations have led
Renault's entry into other strategic players: sid@80 Renault has also held 1.55% of
the Daimler group, while the latter participatestive Renault group for 3.1%; since
2012 the alliance has held a majority stake ofRbhesian company Avtovaz. Together
with Nissan, Daimler, Ashok Leyland, Mitsubishi abdbngfeng Motors, Renault is

developing technologies for hybrid engines.

PSA Group

The PSA Group was created in 1976 by the merg@itobén S.A. and Peugeot S.A:
tenth group in the world and fourth European autireogroug?®, it produces cars
(Peugeot, Citroén e DS), commercial vehicles (PetugeCitroén) and components
(Faurecia), offering financial services through Ba& PSA Finance.

The group implemented numerous strategic alliarfoeshe development and the
production of cars and components: in 2012, itesigjoint venture agreement with a)
General Motors (Opéli® for the development and the production of car ef®aen
PSA'’s platforms and for the joint management ofguts related to cost optimisation in
logistics and procurement; b) with Fiat for the guotion of commercial vehicles in
Italy; ¢) with Mitsubishi for the development inetffurkish and Russian markets and d)
with Toyota for the production of city cars (Citro€1, Peugeot 108 and Toyota Aygo)
in the Czech Republic; e) with BMW for the develapr of hybrid engines. PSA is
also interested in entering the Chinese market: rddationship with Dongfeng to
produce in the local market has been intensifiedaasesult of poor economic
performance and financial debt at the beginning#4: the Chinese group has shares
identical to those of the Peugeot family and thenEh State, amounting at 14%.

128 The data is referred to the OEMs Top 10, not atetgig the Renault-Group alliance.

12910 March 2012, as part of a capital increase itferential subscription rights of roughly €1 ioitl,
General Motors became the number-two sharehold&S# Peugeot Citroén with 7% of total capital.
Because of models overlay, at the end of 2013, Gllliss share, while confirming the alliance witBR
Group.
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BMW Group

Established in 1917, BMW Group, with its 31 prodoictand assembly facilities in 14
countries as well as a global sales network, isvibed’'s leading manufacturer of
premium automobiles, twelfth group in the globalkiag and fifth in the European one.
The BMW group works in premium cars segment (BMWni) in the luxury one
(Rolls-Royce) and provides financial services (BM¥bup Financial Services). The
Quandt owns the majority of shares and the compgasy no direct and significant
participation in other automotive groups, but ajeienture with Brilliance Automotive
for the production in China. BMW’s non-equity agmesnts are mostly concentrated in
outsourcing strategies; in fact, the group signedembly agreements in different
countries such as Russia, Egypt, Indonesia, Ii#hazil and Thailand. Moreover, the
group develops carbon fibres in partnership withLSBybrid engines with PSA and

electric cars with Toyota.

Daimler AG

Daimler, the inventor of the automobile, is therteenth worldwide group and sixth
European one. The automotive pioneers benefits femmexpanded portfolio that
consists of passenger cars (Mercedes-Benz, Smaybath, AMG), commercial
vehicles (Mercedes-Benz Vans), industrial vehic{®ercedes-Benz, Freightliner,
FUSO, Western Star, BahratBenz), buses (Mercedrg-Beses and Coaches, Thomas
Built buses, Setra, BahratBenz buses) and a finheervices division (Mercedes Benz
Bank, Mercedes Benz financial services and Daiffitaeck financial). It also offers car-
sharing services (Moovel, Car2go, Mytaxi). It isred by institutional investors and
investment from Kuwait as well as by the Renaukiddn alliance. In turn, in addition
to the investments in Nissan and Renault, Daimo holds a minority stake in Tesla
aimed to continue sourcing powertrain for MerceBegsz B-Class Electric Drive from
Tesla). As the previous groups, the entry on thén€de market is linked to the
production in collaboration with a local group,tims case BAIC and its subsidiaries. It
has research and development projects in the dieédectric engines and cars powered
by fuel cells.
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5. Why is Europe in Decline?

The car industry went from European Affair to Ewap decline, although ACEA
says that the sector is the engine of Europe amdnttustry is the leading investor in
Research and Development. So Europe is a Europeméers, style and speed but it is

a Europe that dies. Following the main reasons:

Impact of industry dynamics on profitability

Excess of production capacity;

Demand stagnation;

Demography;

Market fragmentation and lack of a unique reguigtio
Labour market, unemployment and labour unions;

R&D expenditures and innovation;

© N o o B~ W PRE

False environmental focus.

5.1 Impact of Industry Dynamics on Profitability

Fixed capital affects much the automotive businest) significant impact on the
income statement (depreciation); the incidenceb@df costs, however, it is important
for the automotive industry, which is a kind of itap intensive industry. The
management of working capital is generally positwel generates cash flows coupled
also with the high bargaining power with supplieshich takes the form of deferred

payment terms.

The groups have medium-term objectives which aedleiging in terms of sales and
profitability and that will be achieved by exploigj networking, increasing the presence
on distant markets and extending/repositioningrtheaduct range in market segments
with a higher value. The analysis of financial staénts, however, shows that the
average debt is high: the means of third partieglmtion to equity are at critical levels
for Peugeot and FCA absorbing much of the grossatipg profit (EBITDA). The
investments made in relation to turnover are reiet@ some groups and come to fully
absorb the cash flows from operating activitiesp@sFCA in 2013), while to others are
less than the capital consumption, thus effectivedgducing the production base
available as in the case of PSA and Renault. Fersticcess of sales and margin
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objectives above, the groups cannot, however, bempted both from making
substantial investments and from reducing costexXptoiting economies of scale and

synergies for the rationalisation of purchases.

Net operating results are observed more in prensegments rather than in the mass
market segments: both the operating profitabilijices and the net earnings are higher
for the German groups (especially BMW and Daimlevhile FCA is intermediate
positioned with modest but positive indices, betit@n those of the French groups.

5.2 Excess of Production Capacity

As noted in paragraph 1, Europe is not able attiirgustify mass production and now
it is in a situation of non-cyclical but structugaoduction over-capacity, independent

from normal fluctuations in demand.

According to forecasters, capacity utilisation wviiltrease but a return to 2007 levels
(more than 85%) is not close: capacity utilisatedrEurope's vehicle plants have risen
to 70% in 2014 because of factory closures andgisales, and may return to 80% as
soon as 2016. The 85% that experts say is necefsacarmakers to run their plants
profitably. Some experts agree that capacity atilis could exceed 80% in some
European regions by 2016. It could continue to mmprgoing forward. Some well-
known money-losing mass market producers affirm dbeld bring their operations
back into the black: a slight recovery in car saldshelp ease the burden of too much

manufacturing capacity, but not enough to makegadifference to carmakers’ bottom
lines™°.

o Ford, that has a market with 20 million units @pacity and about 14
million sales, declared its Europe unit was goiogbe profitable again in
2015 and it expected to be hit by $800 million in restwing and
personnel costs as it closed its Genk facility amal/ed that production to
Valencia, Spain.

130 5ee PriceWaterHouse and Clark Jennifer, 2014, cit.
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o GM’s Opel division is going to stop lose moneyd$6. In 2014, GM’s
plant in Bochum should have improved the regioajsacity utilisation by a

couple of percentage points.

Some studies show that Western Europe has up teatOfactories too many,
consisting in billions in combined losses at massk®t carmakers such as Opel, Ford
of Europe, Fiat and PSA. Europe’s approach to sglthe overcapacity problem has
been to manage the decline step by step ratherth®asort of coordinated solution

adopted by the U.S. to save Chrysler and Gener&biglédrom bankruptcy.

Closing plants in Europe is expensive because gif bocial costs, and is politically
unpopular in a weak economiylass market carmakers will be forced to cost cats f
years to come and 4 or 5 more plants are expeotée ttlosed in Europe. Even if a
recovering market will help, the success or failoir@ew models, certain OEMs growth
strategies and a not-increasing demand, will ditneeclosures of under-used plants; to

good platform policies, decrease cost and put makege-added cars on the mark&t.

So we can affirm that, although generally each Ofeld a own development strategy
and there’s a strong resistance to plants closthese is an increase in productivity
resulting from the significant progress that théustry has made in terms of cost
reduction and innovation of the methods and theagament of technology, reducing
the ratio of number of employees and producedmaking it ever more necessary to

close plants.

o The closure of the Fiat plant in Termini Imeresdare end of 2011 is a
case in point. Founded in 1970 with a workforceabbut 1500 employees,
increased to 3200 employees in the Eighties, Batkhbn the last period to
1900 units due to the repeated restructuring of woekforce, the factory
was recognised as productive model: few workerl wibrk organised in
three shifts. Although this recognition receivecegisely by Marchionne,

following the Fiat sales decline, the plant was felt to be very competitive

131 Ct. Clark Jennifer, 2014.
132 productivity is computed by dividing average outby the total costs incurred or resources (capital
energy, material, personnel) consumed in that gerRroductivity is a critical determinant of cost

efficiency.
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for the company: both for the transport costs & #issembly components of
the cars from Northern Italy to Sicily and for thect that producing only
one model at a time, the system would remain gloseked in the
calculation of the production to produced car's eoencial success. In
2002, several hundred of employees were laid adfthe labour struggles
began: these struggles initially seemed to save féotory which then

ceased the production in December of 2611

Between 2005 and 2013, the reduction in the degfexapacity utilisation involved
all the main European countries, except the UnK@aydom. The number of cars
produced per plant, calculated net of the luxury sjports car segments, increased only
in the United Kingdom between 2004 and 2013. Thenrddficulties between the big
manufacturers involve Fiat Chrysler and PSA-Citraggoups, because an excess of
production capacity could remain in the medium téomltaly and France, less than a
substantial increase in the international competitess of the two countries. In the next
two years, however, the weakness of demand in Eukefl not allow significant

improvements in terms of unused capacity.

5.3 Demand Stagnation

The decline in production in Europe had a negaitiveact on the sector at both the
OEMs level and for suppliers even if the impacttbe latter seems more attenuated
than the one on the producers. The players andectuthat gravitate in the European
area are being affected by the risks and oppordgiinked to stagnant market volumes
(‘crisis level') in Western Europe. The paradoxhiat in a Europe where demand is
stagnant, as shown in the graphs in the precediggyy as it is easier to add capacity
rather than to reduce it, to serve new markets &egbia and Russia), manufacturers
must open new plants struggling to close the olbsalees. There is at the same time
both an inevitable unused capatifyand a strong call of external investment by the

production capacity in Eastern Europe, thus mattiegasymmetric Europ®.

133 pellicelli also reflects the closure of the fagtor Aulnay
134 According to ACEA in the amount of 5 million units
135 Cf. Holweg, 2010
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o Empowerment examples: opening of a Daewoo plarRdmania by
Ford; upgrading of a Mercedes plant in Hungary; reaasing Fiat plants
in Serbia, forecasting to double Hyundai-Kia protioc capacity in the

Czech Republic and Slovak; Russia is ready to @atiew investment.

Although the methods of production based on JIT BR® have changed the way we
produce, they have limited use: it does not chahgeavay of selling based on forecasts
disagree with the logic ‘First Community, SecondsBess’ proper of market-driven
winners: acting competitively on price to affeclesait is inevitable that the break-even
points move upwards in relation to the volumes #rat the high fixed costs of the
industry (labour costs, depreciation and develognests) reduce margins in relation
to the volumes and bury innovations and developna consequently also the

demand.

5.4 Demography

Mobility becomes increasingly complex and the défezation of means of transport
increases. Analysts predict that in coming years ¢tAr as a means of personal
transportation will lose its importance in consat@n of the increase in urban
population. This trend ‘from the possession touke of transport means’ should be
managed in a proactive manner and to the benebusinesses and workers. In some
regions, the automotive clusters have become 'ipbllster' thanks to the integration
of railway systems, aviation, and even bicycle éesly the electric one (e-bike) and
pedal assisted (pedelec)). Diversification of pittun helps to exploit the capacity of
the plants to the maximum and in a constant maewen in times of crisis. This trend
is particularly supported by the synergistic effeathieved in the field of innovation
and technology. It is registered a slow growth hed population between 15-64 years
suitable of driving; unlike the baby boomers, thenGY is more oriented to the
connection that found in smartphones and otherymtsdand less oriented to the car
market: they are not licensed and the smartphotigeiiew status symbol, they have
less purchasing power and little independence Ilsecafi a penalising labour market
(high unemployment) and they face the rising fualgs in a different way, the cars that
last longer (cars in the European Union are onageeP.73 years old) justify the use of

parents’ ones. In some markets, specific laws latsbto drive powerful cars.
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5.5 Market Fragmentation and Lack of a uniqgue Regultéon

It is a fragmented Europe composed of so many nwtkaveling at different speeds
in terms of growth, production and sales, a Eumipdifferent driving styles. There are
many markets, with so many different laws: whatlsar is that it serves a unique
regulation. 'Europe lacks authority that decidestli@ entire industry; little or nothing

has been done to reduce excess of production ¢gpHci

What is needed is the improvement in the marketitimms with the application of a
set of rules having well-targeted and effectivengiples in terms of costs, such as the
removal of tariff barriers and not to trade or ttmnplete elimination of tariffs in free
trade agreements, but also in terms of environnaewt safety’”. The international
harmonisation is essential to access to global etarknd also the commercial and
industrial policies must be closely coordinatedider to improve the competitiveness
on world markets. A supportive regulatory framewotlkat balances between
environmental policies and competitiveness fostgmsnth, job, investment and the
strength of the European economy. The industrully Etommitted to facing the green
challenges as sustainable mobility, use of recyelabaterials and environment

protection.

As it very often happens, new regulations are thiced before the old are

consistently implemented, actions should be takeailéviate this gap:

1. ‘The EU institutions should apply the principles‘&mart Regulation’ set out
in the CARS21 final report and re-iterated in th&RS 2020 Action Plan’.
The crux of the matter is that ‘robust impact assests, cumulative impact
studies and thorough ‘competitiveness proofing’ usitobe carried out
systematically whenever proposals are drafted,ifsigntly amended by the
European Parliament and/or Council, or legislatien reviewed. New

regulations should have a global potential andefioee should not restrict

1% See Rattner Steve, cit.

137 Example of future proposal have been made regarboth environmental topic as Real Driving
Emissions (RDE) and CO2, both safety policies agilegion 661/2009 or the World Light-Duty Test
Procedure (WLTP).
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sales opportunities to the EU orf}? and not have a strong impact on supply
chain;

2. regional and local authorities can take an actoke and creating conditions to
support enterprises in investment, with a rangénaincial support up to the

creation of industrial and innovation parks.

5.6 Labour Market, Unemployment and Labour Unions

The European labour market has different costs iand less flexible than the
American market. The role of trade unions is vergrgy, especially in some countries

like France and ltaly, where Fiat has fought faarge

o As reported in the annual report of FCA: ‘Laboas and collective
bargaining agreements with our labour unions coimgbact our ability to
increase the efficiency of our operations. Subséptall of our production
employees are represented by trade unions and @avered by collective
bargaining agreements and/or are protected by agalie labour relations
regulations that may restrict our ability to modibperations and reduce
costs quickly in response to changes in marketitond. These and other
provisions in our collective bargaining agreementay impede our ability
to restructure our business successfully to compuatae effectively,
especially with those automakers whose employeesatr represented by
trade unions or are subject to less stringent ragjahs, which could have a

material adverse effect on our financial conditeomd results of operations’.

o Renault and trade unions signed an agreement kB82afBat has gone
down in history of French labour negotiations: twerkers have agreed to
cut 7,500 jobs by 2016 and more hours of work B%6.and wages frozen
for the current year) in exchange for guaranteemfrthe second French
automotive group not to close factories in Franagwing the company to
find the means to restore competitiveness. In rettine second largest
French carmaker committed to not close any of iite factories in the
country for the next four years and to produceeatst 710,000 vehicles a

138 See ACEA, 2014, cit.
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year in the French territory until 2016. Last ye&enault produced almost
530,000 vehicles in France.

o Different situation for the PSA Group whose ralaship with the
workers was quite cracked after the announcemer20it2 related to the
intention of the Company to close an assembly pianParis and cut

thousands of jobs.

o In 2009, in the biggest Italian plants, Fiat prada 650,000 vehicles
with 22,000 workers, while in Poland, in a uniquem, 6,100 workers
produced 600,000 vehicféd

Depending on the cost of work per hour, Italy ogespan intermediate position
between the 5 major European countries: the casteofnanufacturing industry is about
24 euro, more than in Spain and in the UK, but ss it is detected in Germany,
where you get to 32 euros per hour, and Franc&)2A.central location in the country
arises also for the components and the bodyworkeweferring to the production of
motor vehicles the cost of an Italian worker is thest modest (24.4 euros), almost half
of that of a German oh®. Consequently, it emerges a fragmentation alserms of
substantial differences in the wages perceived rémilt in different average incomes

and different buying powers.

The cost of labour is not the only relevant factoremployment to exercise a
significant role in the choice of where to produgmfessionalism and skilled labour are
also other important elements and the flexibiliggoee of labour market is not to be
ignored. The groups then prefer to mainly use glantside the country of origin (with
the exception of German groups), generally locatexbuntries with lower labour costs,
including European ones, highlighting further démgmentation in a declining Europe.
Even the foreign players are not exempt from thgeapof flexibility and lower labour

costs in Eastern Europe.

139 5ee Rattner Steve, 2014, cit.
140 ¢f. Unioncamere, 2013.
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o A survey of Unione industriale di Torino showsttha Slovakia, people
work 78 hours more during the year with a laboustcm the amount of a

quarter of the Italian one.

o Hyundai and Kia produce in the European Unionpesgively in Czech
Republic and in Slovakia, where labour costs iarjelower than in the
Western Europe. In a continent like Europe, wharenuployment is high,
every foreign investment is welcome, albeit in pecsve can be a threat to

the domestic industry.

5.7 R&D Expenditures and Innovation

The ability of investment is synthesised by théorat operating cash flow (generated
from ordinary management) and investments made diffexence, however, is the free
cash flow which is available after the investmesdnbeen paid off. The operating cash
flows are not only used to cover investment in pland machinery, but also the
incurred costs for investments and financial hajdinor to repay debts previously
contracted. They are also crucial in determinireggaistainability of the business plan.

o In 2013, FCA Group covered the investments thlaadt made with cash

flows generated from operations.

o PSA did not cover the investments because officisat cash flows

deriving from negative results.

o Renault, instead, intended to cover the diminiglparchases of plants

and equipment through operating flows.

o In general, the German groups have a good caggbiio cover

investments.

The investments are considerable and thereforerlatibe liquidity created by the
current operations and leaving little margin to @o¥inancial management. For this
reason, expenditure on research and developmenD)R& a driver of competitive
ability among the automotive groups. According t€EA, European automotive

industry invests in R&D, but not so much and solases the property of its
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manufacturers which are bought by big groups (sger& 17). Although, as shown in
the chart below, the automotive industry is thelieg@ investor, European player are not
very competitive and innovative. The European Cossion should have to elaborate a
European initiative devoted to green vehitiésnd should sustain EIB in facilitating
financing access to small and mid-cap firms. Theogean Commission has rightly
recognised that investments in research and developare central for the future of the

European automotive industry.

Figure 17: R&D Shares of Sectors of Europe

B Automobiles & Parts

B Others

B Pharmaceuticals & Biotechnology

B Technology Hardware &
Equipment

M Industrial Engineering

H Aerospace & Defence
Electronic & Electronical
Equipment

Chemicals

Software & Computer Services

General Industrial

Source: The 2014 EU Industrial R&D Investment Scorebard European Commission.

A key role is played by SMEs, innovators in satellactivities: the European
Commission in CARS 2020 paper refers to the susiqiof the EIB to facilitate
financing to SMEs that need short-term loans amdl ¢bntinue to have great difficulty
in accessing to finance. The red tape is stillhagh, the long-time of granting of any
loan, but above all the low success rate of newlistered due to lacks of funding
programs are the main obstacles, even in strucfurals*’. In a market in decline,
European companies have lowered their investmendsaarch and development both
inside and outside. Employees involved in research development are about 10% of

141 Depth in the next paragraph.
142cf. ACEA and Unioncamere, 2013.
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the total. The downward trend was confirmed by Enegroups and initially by Daimler
in 2010 and in the years to come, while BMW andKkgwnlagen have given new boost to
their investments after 2010. FCA is the only grolgat has steadily increased, albeit
simply, spending on R&D; the automaker states aespdead and less centralised
structure (EMEA, NAFTA, LATAM and APAC), which comiges about 78 research
and development sites -with a total of about 18,&0ployees workforce- of which 35
located in Italy. The common denominator is the that all automotive groups, have
opened (or plan to do so) at least one researctiecanthe high growth countries,
China and Brazil first of all, to attract local ¢aks, to know more closely the markets
and to exploit technological traditions.

‘The concentration of production in a limited numlad global platforms reinforces
the international dimension of innovation in autdivex a car is built to meet the needs
of a specific clientele, but it also incorporatke technology and the components used

to produce other cars of the same platfdfin’

5.8 False Environmental Focus

The industry must address important issues suche@dscing CO2 and pollutants

emissions, noise pollution, road safety, altermatilels and infrastructure development.

Close to sustainable materials and recycling, the [Erective 2000/53/-CE dated
September 18 2000 established that, from 2015, the percentdgeeapvery of a
vehicle must be at least 95% of its weight, allayvihis way to reduce the consumption
of resources thanks to recycling, as well as taiceddependence on raw materials
importers. This approach requires an analysis ®fvithicle's life cycle that goes from
the design phase to the phase of recycling andfatmhent for reuse, opening also great
opportunities especially in the development of newstainable materials and
contributing to the achievement of the targetséolucing CO2 emissions set by Europe
2020 strategy. Considering that at the end of thircycle, more than 75% of the
vehicles end up in non-European regions, Europ@siag a great potential of resources
and to produce new vehicles, it should use new maaterials, which increase the
dependence on suppliers in Asia, losing de factaatsility to create new jobs. The goal

143 See Unioncamere, 2013, cit.
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Is to have a clear and unambiguous legislation andatory recycling and development

of sustainable materials.

Much of the innovation activity of global automatiplayers is conveyed on reduction
of CO, emissions and fuel efficiency, given the increglinstringent and binding
environmental standards. A recent survey of KPM@shthat OEMs around the world
are focusing research on the reduction of integmhbustion engines and on the
development and refinement of those plug-in hybris previously shown we must
wait the arrival of 2020 and the following yearsr the hybrid and electric engines to
become the leading technology in the industry. Masts on EU roads have an internal
combustion engine: 54% of them are run by petrdl 4126 by diesel. Only 5% of EU

cars are using alternative fuels.

Figure 18: EU Passenger Car Fleet by Fuel Type (%/2@).

M Petrol
B Alternative Fuels

Diesel

Source: ACEA, 2015. Pocket Guide 2015-2016. Alterriaé fuels include E85, CNG, LPG and hybrid gasoline.

Among the major European countries, patent actigtyemissions reduction and fuel
efficiency in the 2001-2011 decade has been mdense in Germany and France,
while Italy, with 745 patent applications, hold® tthird position. The patent activity
related to green technology has a little weighttbe overall, most significant in

Germany (3.1%) and France (2.1%), in the amouit&¥o in Italy, equal to 1% in the
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UK and less than 1% in Spain. If we look at the position of patent applications for
emissions reduction and fuel efficiency in the diecanto consideration, despite the
hybrid and electric power incidence is in generatreéasing, we see that the
improvements of internal combustion engines comtittube prevailing. Incentives and
interventions that support the renewal of the fleeEU member States should be
consistent, and innovative solutions as electridititp could be advanced through
public procurement. The EU has introduced ruledinot energy consumption and
emissions into the atmosphere but has been ovamneldetecently by a scandal: after
initial checks by the American authorities, the &pean leader Volkswagen has shown

irregularities in emissions recalling millions caxdd in the world.

o As reported in the annual report of VW group, $eptember 18, 2015,
the U.S. Environmental Protection Agency (EPA) plpblannounced in a
‘Notice of Violation’ that irregularities in relatin to nitrogen oxide (N
emissions had been discovered in emissions testeman vehicles with
Volkswagen Group diesel engines. It has been allégat we had used
undisclosed engine management software installezkitain four-cylinder
diesel engines used in certain 2009 to 2015 modar wehicles to
circumvent NQ emissions testing regulations in the United Stabés
America in order to comply with certification regements. The US
environmental authority of California - the Califoa Air Resources Board
(CARB) - announced its own enforcement investigatio this context.
Following these announcements by EPA and CARBp#Lti#s in various
other jurisdictions world-wide commenced their ownvestigations.
Volkswagen publicly admitted to irregularities oapfember 22, 2015. On
November 2, 2015, the EPA issued another ‘Notic¥iolfation’ alleging
that irregularities had also been discovered in thaftware installed in
vehicles with V6 3.0l diesel engines. CARB alseedsa letter announcing
its own enforcement investigation in this contdrt.the course of the
internal inquiries at Volkswagen, we also encoumderevidence that
irregularities in the determination of the GQigures for vehicles’ type
approvals in the EU28 countries could initially ndie ruled out.
Volkswagen’s reaction has been comprehensive amrd Gbmpany is
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working intensively to clarify the irregularitie§.o this end, Volkswagen
ordered both internal inquiries and external invgations. (...) Around
eleven millions vehicles worldwide were affected.){echnical solutions
have been prepared for the three European variafitthe type EA 189
engine affected. These solutions have been appriovgdinciple by the
German Kraftfahrtbundesamt (German Federal Motoarigport Authority)
for Volkswagen AG and AUDI AG. The Group brands BBAd SKODA
also received approvals in principle each from theespective type
approval authorities - the Ministry of Industry Bpain and the Vehicle
Certification Agency in the United Kingdom. We anew working
expeditiously to implement the technical solutionsrder to ensure that all
legal requirements are met in the EU28 member Stéie) In the course of
the internal inquiries at Volkswagen of all dieggigines, we additionally
found that initially we could not rule out irregulaes in determining the
CO2 figures for vehicle type approval in the EU28mber States. The CO2
levels, and thus also the fuel consumption figuappeared to have been set
too low in the case of some vehicle models durmg@O2 certification
process. On November 3, 2015, we informed the @thait around 800,000
vehicles, primarily with diesel engines, could b#eeed. Our initial
estimate put the economic risk at €2 billion. (..9 A result of the
irregularities in the software used in certain ddésngines, provisions
totalling €16.2 billion were recognised and charged operating result,
primarily for pending technical modifications, forepurchases, and
customer-related measures as well as legal riskise Bpecial items
originally expected as a result of the COZ2issueehast materialised. We
have therefore adjusted the Group’s earnings tar@eicordingly, and have
revised investment planning and intensified the oomy efficiency

program’.

Among the EU objectives, are those of generating 20 energy from renewable
sources by 2020 and those of spread the energyieeffy and the creation of its
infrastructure. The United States are currentlyaativged in terms of energy costs
because of the use of their shale oil sources; determines that every year the
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European industry invests €30 billion in Americardustry. The intensification and
promotion of the use of processes and technolofjiesextraction (hydrogen) and
storage (batteries) of electricity from renewalberses that allow you to remove the
obstacle of the lack of autonomy of electric vedsclit is a goal of Europe 2020

strategy.

Many car manufacturers (OEMs) are already workinduel cell and hydrogen as an
energy accumulator. However, the infrastructureréuelling, or charging stations, is
far from being widespread. The EU must collabotatenake joint efforts to enhance
the use of alternative fuels and to create thesseag infrastructure (through quick and
defined procedures), as well as in the relativéslative activity, it must consider the
impact on the overall energy balance of the eneispd to produce alternative fuels

from renewable sourcté.

144 ¢f. Unioncamere, 2013.
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CONCLUSIONS

When a company reaches a certain level of growth \wants to continue in its
development and in competitive value creationeéks to reach its objectives outside,
concentrating or diversifying the business. Botlatsgies can be carried out internally
or externally; the discriminant is in the availailof resources and competencies but
also in the level of the demand of the origin irtdpsGlobalisation plays an important
role in this process, resizing competitive spaattane (market-space management and
time-based competition) enhancing intangible-asSéie global capitalism introduced
indeed a new dimension of worldwide competitionhmebmplex dimensional growth
developed and based on collaborative networksde faday hyper-competition and to
reach flexibility and viable economies. From theibaing of 2010s and up to these
years the network globalisation phase led to timamy of knowledge management, to
the worldwide localisation of production and to ngwlicies of innovation and
imitation that have been modified in opportunities merger and acquisitions, global
competitive alliances and joint ventures. As a lteshe corporate competitiveness in
global networks is constantly changing and is aéfiédy expansion plans in order to
achieve profit and growth; the development of hybsectors and the research of
broader economies of scale. Networks are formedutir competitive-strategic
alliances in the equity or non-equity form, whicke ano free risks (probability of
opportunistic behaviours of partner, wrong partiesice, incompatibility) and most of
times are no succeeding. In such, competitive leaquks the firm’s success depends on
the intensity of established relations: only maitketen companies able to manage a

consistent and global portfolio of alliances can wi the competition.

The field of this research is the global automotigustry, that faced a very difficult
crisis period 2008-2013 in which OEMs, supplierd atealers have competed on
product portfolio, innovation, solidity, brands, les and marketing strategies. In
general, the strategies these players have adopteatrge towards: 1) production and

sales of large volumes through modules and comnaifopms; 2) high cover of all the
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segments, from low to high-end, with a consequemlifpration of models. The
numbers of models increases while the volumes paiets decreases, fighting the
competition battle on costs and flexibility (leamoguction, modularity, common
platforms); 3) cover different geographic marketglapting offer to local needs
(glocalisation process). The problem/opportunitydotomotive companies operating in
global over-supplied markets is represented byefasttion and reaction times that
undermine the reached and easy imitable competiiv@ntages. Despite the demand
level is starting to recover after 2013, it isl$ak from 2007 levels. Therefore, there’s a
general excess of capacity deriving from undesegdiproduction facilities and it is easy
to say that the automotive industry have to fadeeotifficult years. First of all, we
have to consider the capital-intensive nature ef ittdustry and its high fixed cost.
Because of the high fixed costs, players regidtariencies when they reach high levels
of production (product and process innovation avestipport long-term growth,
increasing the overall productivity of the systerhlere the statement of Avvocato
Agnelli and the nowadays FCA CEO Sergio Marchiorafeer the crisis, in the mass-
market only those who can reach more than 5.5aniltiars can survive. According to
2015 OEMs' production ranking, the companies wispeaet this preview are: 1) Toyota
Motor Corporation 10 million vehicles produced; 2dlkswagen Group around 9.9
million; 3) the Renault-Nissan Alliance with a pradion of 8.2 million units; 4)
Hyundai Motor Company producing 7.9 million vehilB) General Motors with 7.4
million units 6) and last Ford with 6.3 million usi The present situation doesn’t
couple with the preview of FCA’'s CEO, who said tbatthe market there will remain
an American player, a French-Japanese companyyadadirm, a Japanese OEM, a
Chinese one and potentially a European actor. énctirrent competitive landscape,
according to OICA there are 50 global players &ppendix Table 16), most of them
headquarters in emerging markets such as Chindnaii@l The potential growth and
entry of those emerging OEMs is very high, becafsthe dimension of their internal
markets, their law, their labour costs and theilitglio reach economies of scale. Is it
to say that until now they didn’'t generate comparable to compete with American,
European and Japanese players (the Triad), bsitsiire that they are waiting the right
moment to follow the Japanese and Korean stepg:héiee already acquired dismissed
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brands such as Jaguar, Land Rover and Volvo asdit to be excluded that they will
buy some participation in Triad firms. Apart frolretabundance of Chinese and Indian
companies’ names, the ranking shows us an initifilrhent of Agnelli’s statement, or
the concentration in few large groups that competéhe market with similar strategies
and similar structures. The reduction of the nundigulayers due to M&A operations
is to blame to the increased competition that sordcthe weakest firms. In the first 15
positions, we find the most famous global playdrat thave carried out an intense
activity of creation of competitive strategic afi@es that has led them to have efficient
network structures both horizontally and verticaltpoperation also helps to contain
excess of supply and to surf the wave of technoldgtonvergence and hybrid sector
development even in the more traditional industsy the automotive one. The
consolidation process has been observed not orDENSs business, but there is also a
concentration in the business of suppliers, thateoup beside the vertical integration
by car makers especially towards Tier-1 supplierg.(Toyota and Denso Corp., FCA
and Magneti Marelli, PSA and Faurecia). Pressusenfcar manufacturers on Tier-1
also went down to the waterfall on smaller supplidiier 2 and Tier 3), causing the loss
of independence or even leave the market. The tdason of Tier-1 players is
overturning the balance power between them andneufacturer. In fact, Tier-1 are
becoming more and more specialised, because teeyaslved in strong research and
development processes and able to offer the sartgetpalifferent OEMs on the market

(imitation processes).

Finally, the third part of the research has beeticd¢ed to a case study in order to
implement what has been analysed in Chapter twchoke to study the European
automotive industry as it has been a pioneer irctimstruction of cars but it is currently
in a situation of decline: the national champioRSA, Renault, Volkswagen and FCA)
are generally suffering except in the premium segniBMW and Daimler) and the
hard 2008 crisis didn’t save even Eastern Eurapéjtional investment destination by
foreign capital and not. | have identified 8 maauses to decline, that companies and
institutions must address to make European autemotidustry competitive again:

impact of industry dynamics on profitability; exsesf production capacity; demand
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stagnation; demography; market fragmentation aokl ¢ a unique regulation; labour
market, unemployment and labour unions; R&D exptemnels and innovation; false

environmental focus.

This study is subject to limitations and evidendesire research directions. The
validity of the research should be further assedsgdconducting more extensive
qualitative and quantitative studies. First, thesaidation process will probably take
several years, so the observation must be condaotestantly. Second, this work aims

to study automotive industry as a whole, but itslnet elaborate the dealers’ business.
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APPENDIX

Table 16: World Motor Vehicle Production OICA correspondents survey. World Ranking of Manufacturers

Year 2015

RANK GROuUP TOTAL

1 ToyoTA 10,083,831
2 VOLKSWAGEN 9,872,424
3 HYUNDAI 7,988,479
4 GM 7,485,587
5 FORD 6,396,369
6 NISSAN 5,170,074
7 FIAT CHRYSLER 4,865,233
8 HONDA 4,543,838
9 SUZUKI 3,034,081
10 RENAULT 3,032,652
11 PSA 2,982,035
12 B.M.W. 2,279,503
13 SAIC 2,260,579
14 DAIMLER 2,134,645
15 MAZDA 1,540,576
16 CHANGAN 1,540,133
17 MITSUBISHI 1,218,853
18 DONGFENGMOTOR 1,209,296
19 Baic 1,169,894
20 TATA 1,009,369
21 GEELY 999,802
22 FuJi 938,553
23 GREATWALL 869,592
24 Isuzu 669,284
25 ANHUI JAC AUTOMOTIVE 584,038
26 BRILLIANCE 562,308
27 CHERY 525,922
28 IRAN KHODRO 509,204
29 Faw 496,703
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30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

BYD

MAHINDRA

SAIPA

AVTOVAZ

HUNAN JANGNAN
GUANGZHOU AUTO INDUSTRY
PACCAR TRUCK
CHINA NATIONAL HEAVY DUTY TRUCK
ASHOK LEYLAND
HAIMA CARS
PROTON

XIAMEN KING LONG
GAz

SOUTH EAST (FUJIAN)
ZHENGHOU YUTONG
RONGCHENGHUATAI
NAVISTAR

SOLLERS

EICHER

CHENGDU DAYUN
UAz

446,885
422,121
368,778
307,890
221,524
199,341
152,589
152,218
134,603
111,878
97,662
93,927
83,408
70,019
67,801
66,119
65,101
57,171
46,701
40,422
37,354

Source: OICA.net
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Table 17: Top 30 global OEM Parts Suppliers — RankedybSales of Original Equipment Parts in 2015

COMPANY TOTAL SALES

(DOLLARS IN MILLION )

PRODUCTS

1 ROBERTBOSCHGMBH 44,825e

2 DENSOCORP. 36,030fe

3 MAGNA INTERNATIONAL 32,134

INC

4 CONTINENTAL AG 31,450

5 ZF FRIEDRICHSHAFEN 29,518f
AG

6 HYUNDAI MOBIS 26,262f

Gasoline systems, diesel systems,
chassis system controls, electrical
drives, starter motors & generators, car
multimedia, electronics,  steering

systems, battery technology, exhaust
gas turbochargers & treatment
systems, service solutions

Thermal, powertrain control, electronic
& electric systems; small motors,

telecommunications

Body, chassis, exterior, seating,
powertrain, electronic, vision, closure

& roof systems & modules

Advanced driver assistance systems,
electronic brakes, stability

management systems, tires, foundation
brakes, chassis systems, safety system
electronics, telematics, powertrain

electronics,

interior modules, instrumentation,

technical elastomers

Transmissions, chassis components
and systems, steering systems,
clutches, dampers, active and passive
safety systems

Chassis, cockpit and front-end
modules; stability control steering,

airbags, LED Ilamps, ASV parts,

sensors, electronic control systems,

hybrid car powertrains, parts & power
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10

11

12

13

14

15

16

AISIN SEIKI Co.

FAURECIA

JOHNSONCONTROLS
INC.
LEAR CORP.

VALEO SA

DELPHI AUTOMOTIVE

Y AzAKI CORP.

SUMITOMO ELECTRIC
INDUSTRIES
JTEKT CORP.

THYSSENKRUPPAG

25,904f

22,967

20,071f

18,211

16,088e

15,165

14,104e

13,510fe

11,670f

11,395f

control units

Body, brake & chassis systems,
electronics, drivetrain and engine
components
Seating, emissions control
technologies, interior systems, exterior
components, modules & structural
parts

Complete automotive seats & seat
components

Seating & electrical distribution
systems

Micro hybrid systems, electrical &
electronic systems, thermal systems,
transmissions, wiper systems,
camera/sensor technology, security
systems, interior controls

Mobile electronics; powertrain, safety,
thermal, controls & security systems;
electrical/electronic architecture, in-car
entertainment technologies

Wiring harnesses, connectors, junction
boxes, power distribution boxes,
instrumentation, high voltage systems
Electrical distribution systems,
electronics, connection systems
Bearings, steering systems, driveline

systems and machine tools

Steering, dampers, springs &
stabilizers, camshatfts, forged
machined  components, bearings,

undercarriage systems & components,

axle assembly, assembled camshafts,
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17

18

19

20

21

22

23

MAHLE GMBH

Y ANFENG AUTOMOTIVE
TRIM SYSTEM Co.
BASFSE

CALSONICKANSEI CORP.

TOYOTA BOSHOKU
CORP.

SCHAEFFLERAG

PANASONIC
AUTOMOTIVE SYSTEMS

11,339f

11,242

10,613f

10,232fe

10,075fe

9,990

9,987fe

forged crankshafts & drivetrain
components, high-strength lightweight
steels, electrical steel, tailored
tempering, cell & battery production
lines, valve control systems

Piston systems, cylinder components,
valve train systems, air & liquid
management systems, vehicle
climatisation, climate compressors,
engine & powertrain cooling, battery
cooling, actuators, electric drives,
starters & alternators, electrical driven
auxiliaries, powertrain engineering,
services

Interiors, exteriors, electronics,
seating, safety

Coatings, catalysts,  engineering
plastics, polyurethanes, chairman
coolants, brake fluids, lubricants,
battery materials

Climate control, engine cooling &
exhaust systems; instrument clusters,
console boxes, cockpit modules,
instrument panels, front-end modules
Seats, door trim, carpet, headliners, oil
& air filters, door panels fabrics &
substrates

Anti-friction bearings, engine
components chassis & transmissions,
wheel & axle bearings, clutch &
transmission systems, dampers

Audio & video equipment, cameras,

video, premium audio systems,
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24

25

26

27

28

29

30

Co.

ToyobA GoskElCo.

AUTOLIVE INC.

HITACHI AUTOMOTIVE

SYSTEMS
GESTAMP

BORGWARNER INC.

HYUNDAI-WIA CORP.

MAGNETI MARELLI
SP.A.

9,386fe

9,170

9,110 fe

8,511

8,023

7,480

7,425f

navigation systems, compressors,
batteries, motors, monitors, sensors,
switches, HUDs

Safety, sealing & interior systems;
optoelectronics, exterior trim,

rubber/plastic functionals, fuel systems
Airbags, seat belts, safety electronics,
steering wheels

Engine management, electric
powertrain, drive control

Metal components & assemblies,
body-in-white, chassis and

mechanisms

Turbochargers, engine valve-timing
systems, ignition systems, emissions
systems, thermal systems,
transmission-clutch systems,
transmission control systems, torque
management systems & rotating
electric machines

Halfshafts, sideshafts, engines, manual
transmissions/transaxles, transfer
cases, power transfer units, chassis
modules, axles

Lighting, powertrain transmissions,
electronics, suspensions  systems,
active & passive shock absorbers,

exhaust systems, plastic parts

Source: Automotive News, Top 100 global OEM parts supiers — Ranked by sales of original equipment past

in 2015 (e=estimate; f= fiscal yer; fe = fiscal ye@stimate).
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