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EXECUTIVE SUMMARY

The car industry is facing a global transition process. Along this process the role of carmakers, suppliers and car distribution networks will be fundamentally re-structured. We stand on the threshold to a new aera which is merging classical brick-and-mortar industries with information economy. Within this process, the classical value chain of the car industry will be broken up and re-designed in a complete new manner. Traditional functions of distribution systems, like storage of cars will become obsolete while “built-to-order”-systems will define crucial parts in the sales- and marketing-networks of the information age. 

With the Internet the customer will be ”online” with the production system and other brand services, like maintenance and mobility. Current inefficiencies and thus the cost-burden of sales and distribution systems of the old economy can be overcome. What regulatory rules do we need to develop the new sales and service-world for the customer? What competitive rules have to be applied to ensure that the consumer will “be in the driver´s seat” ?

Key trends to be considered:

· Brand values to become key issues for consumer in the information age

Carmakers are investing large amounts of money to convince the consumer of the advantages of their products and services. These brand investments have the same effect as a customer insurance policy. Carmakers cannot afford to show weaknesses in items of safety, life-time-value of the car or maintenance quality. Thus, brand responsibility and a not interrupted line to the customer in sales and service provides the greatest amount of safety and security for the customer. The present study shows this in detail. If there is any deficiency at any customer car or service, there exists a high risk that brand investment becomes obsolete. Thus, exclusive car distribution systems provide the customer with the highest degree of sales and service quality. As more and more electronics are finished in modern cars, the importance of these quality functions is increasing.  

· Intensive brand competition and not product competition describes modern car markets

Carbuyers are brand sensitive. They decide in their buying process not just on a technical product which is called car, but, on a very comprehensive and complex product-service package which is offered by a brand. This package satisfies multi-layered mobility needs of customers. In a strong global competition between more than 40 brands created by more than 15 independent carmaker-groups this brand competition leads to the best price-value relation of a customized mobility package. Thus brand competition is decisive and brand competition works in car-markets.

· New supplier industries

The new role of car manufacturers shifts economic power to system suppliers. Important innovations in the electronic field accrue to system suppliers. Today, about 75% of the production value of the car is assigned to suppliers. Major future technologies like fuel cells, internet car applications, electronically controlled safety systems are developed in cooperation with system suppliers. The old world showing a small and economically fully dependent supplier industry is changing. Car development and production becomes more balanced. 

· New car-order and production systems

Today, about 35% of the car manufacturer suggested retail prices accrue to sales and marketing costs. Nowadays, carmakers in the volume markets manufacture about 70% of their cars according to dealer specifications. Cars in import and dealer stocks cause capital costs and depreciation costs for the consumer. Furthermore important steps of car-ordering processes can be monitored and conducted by consumers themselves in the internet world. The new production steering system enables to deliver a customized car within 10 days to the customer compared to about 30 days within the old world. Thus we can gain a lot of efficencies in the future by bringing the customer closer to the production line, i.e. to the carmaker. In that new world, there is no room for retailing along traditional lines. Dell´s “Be Direct” approach and other business models appropriate for the information age need to be designed by the carmakers – otherwise there will be no DELL-like stock saving systems. If a carmaker should be in a position to redesign its sales and distribution system, it will need the same degree of freedom which all other franchise examples show – starting from McDonald´s to insurance companies with its sophisticated distribution networks.

· Differing car prices within Europe and competition

There is no doubt, that the market mechanism within the block exemption distribution system was not successful to adapt car-prices within Europe. On the one hand, we observe a strong competition between brands. On the other hand, we see that brand competition was not successful in wiping out price differentials between countries. That means, we have to improve Intra-Country-Competition within the same brand. The presented paper shows a very simple procedure that ensures intra-country-brand-competition. We  just have to assure that each carmaker is obliged to deliver each customer a car ordered via internet in one of the different EU-markets. Such an simple procedure helps to adjust car-prices for the sake of the consumer.

Summing up, we came to the conclusion, that a selective and exclusive car distribution system will provide the car-driver with highest level quality, security and safety. Carmakers face a strong brand competition and strong brands will provide additional values to customers. At the same time such a system allows to exploit the efficiencies enabled by our new Information Technologies (IT). Thus it is compatible with information economy. We are very confident that a simple intra-country-brand-competiton rule avoids uncomplete price adaptions within EU-markets. According to our analysis, the so called general block exemption rule (EG-Verordnung 2790/1999), which is already effective for other industries would provide a sound base for the carmakers sales and distributions systems for the upcoming years. Taken notice to a simple intra-country-brand –competition rule, the general block exemption will assure that “the consumer will be in the driver´s seat” along our distribution highway into the new economy.  

1. Initial Position
In September 2002 the valid block-exemption rule (GVO 1475/95) for car distribution in Europe ends. At the moment the present selective sales system of the carbranch is examined precisely by the EU competition authorities for giving a statement at the end of 2000 concerning possible distribution systems after the year 2002.

In the following study advantages and disadvantages of selective sales systems for the carbranch shall be discussed with the background of the expected decision of the EU-commission. The distribution systems are herewith integrated in a heavily changing carbranch. An assessment of future distribution systems has to take into consideration both, competitive rules for European car markets as well as changes in information technology (IT) and its resulting effects on carmakers. The new rules have to make sure that competition and re-structuring processes in car industry can display itself to assure that the consumer gets further improvements in price-value relations of cars.

1.1. Distribution systems which own advantages for customers and take industrial alignment into account

The automotive industry is facing a fundamental re-structuring process. The supplier industry as well as with still large costs working vehicle distribution systems are targetted by this process. Main driver of the re-structuring process are the new information- and communication technologies, especially the Internet. With the integration of Internet technologies in the carbranch the contemporary role of the car-producer is changing.

The suppliers share on the production value of the car was during the last 10 years ongoingly increasing. Today, we observe a supplier share on car production cost of about 75%. As a result the core product "car" is any longer mainly produced by the brand manufacturers themselves. The developments in the supplier industry indicate that this trend will move forward. An important driver concerning this development is the capital-intensive research- and development requirement in the area of electronics and software developments. The car develops more an more to an informatics-platform. In the area of product innovations the role of system suppliers will be even more important in the future.

The car-manufacturers themselves move through the Internet closer to their customers and new possibilities turn out to reduce the high sales and marketing costs in todays car industry. Nowadays, in industry average, more than 35% of the vehicle retail price accounts to sales and marketing expenditures. The new possiblities to reduce this cost-burden co-operates with the car-manufacturers new strategies to extend the service level of their brands systematically.

With their great variety of services car-brands develop to system-brands.
 In the future the pure technical product "car" will not be solely in the centre of the consumer decision any longer. The best package consisting of the technical product car and a wide range of associated services will be decisive for the consumer. More and more cost effective mobility solutions are in the relevant decision-set of consumers and the technical product car becomes one element in this product-service bundle. Thus, the pure product competition for the best car for the customer will be enlarged to a system competition. Which brand offers its customers the best in totality? In this system competition each brand must have the possibility to define and develop their customer advantages long-term about their total systems. The competition of more than 30 brands guarantees the best total system for the customer. The character of the "product competition" exchanges in the new economy into systembrand-competition.

This new world of car- and supply industry must be integrated in marketing- and distribution systems which allow:

· to develop the new role of the manufacturer systematically

· to build up innovative, future orientated services for the customer

· not to reduce the competition between the car-manufacturers

The forthcoming rules and requirements defined by the EU-commission concerning car-distribution systems should contribute to create the new direction in the car- and supplier-industry as a whole. As a conclusion basic directions for the automotive industry in the information age should be established.

Therefore, our study starts with analyzing the expected trends of the automotive industry for the next decade and tries to deduce an assessment of a selective distribution system for the European carmarkets. 

1.2. Advantages of vertical sales and marketing agreements

Selective distribution systems such as franchise systems are important components of our economy which allow to provide the customer additional advantages. The EU-commission gives reason for the decree passed on 22nd December 1999 (EG) No. 2790/1999 concerning the the use of article 81 paragraph 3 of the contract on groups of vertical agreements and well fitted behaviour - as well known under (umbrella block exemption) Schirm-GVO - with the following words:

· "Vertical agreements which belong to the group described in this decree can increase the economic efficiency within a production- and distribution chain because they make a better co-ordination between involved businesses possible. They can especially reduce the participators transaction- and distribution costs and optimize their turnover and investments."

· "It can be assumed that vertical agreements which do not include special kinds of serious competition-damaging restrictions in general will come to the result of improvement of the production or distribution and to an appropriate participation of the consumer on the resulting profit if the suppliers market share at relevant market not exceeds 30%."

· ".....especially such vertical agreements which include special kinds of serious competition damaging restrictions such as the fixing of floor-prices or fixed-prices for the resale or special kinds of regional protection have to be excluded from the advantage of the block-exemption of this decree."

· ".... to exclude of the application of this decree are all direct and indirect commitments which lead the members of a selective distribution system not to offer brands of competing suppliers"

It can be an advantage for the consumer to use selective distribution systems. The great variety and spreading of franchise systems in highly developed economies in Western Europe, North America and Japan gives an impression of the advantages of selective distribution systems. One of the most important functions of selective distribution systems consists of construction and extension of achievements of brand enterprises and with these brand achievements corresponding quality protection. In global directed and information based economies brands take important functions for the consumers.

1.3. Brands have important functions for consumers

Selective distribution systems and especially franchise systems act an important signal-function for the consumer. Franchise systems allow to develop modern brands further to the advantage of the consumer. The brand is  strengthened through the franchise system, shown more significant. The brand achievement is extended to the services around the core product of the enterprise.

Brands have a very old tradition and can be retraced to the beginning of history of mankind. Names and symbols such as logos, identifications or special packings have been used to mark products and services. Already in the antiquity Sumerian, Egypts and Greecs marked their bricks and mugs with a name to show their manufacturer. Craftsmen-guilds in the Middle Ages used such brands as a guarantee to their customers and as a legal protection for the manufacturer. From this historically grown basic function the brand developed to a highly developed brand-nature.

The modern brand helps to create consumers life easier by taking uncertainties       about the product away and create the purchase at a lower risk. Brands allow to differ products and to enrich them with additional contents. The brand is a navigator for the customer which gives additional information to the products and it controls and simplifies searching processes of the buyer. In brand-symbols and brand-names a great variety of information for the consumer is combined and reduced to key information. As a conclusion brands are information-products.


Figure 1:  Brands are highly compressed information with important 

                 function

      
 





The information-product "brand" in figure 1 shows a triple effect for the consumer. At first sight the navigation reduces time and costs of searching by the brand name. Secondly the brand works as sign of quality and decreases the physical risk of product quality for the customer. It can be mentioned as a kind of insurance and the price of the brand covers the insurance premium
. Thirdly the modern brand reduces social psychological risks 
. The brand is integrated in a value-system which signals membership to a group, status and prestige and impresses to be social-psychologically safeguarding. Brand reduces therefore social risk. 

With these social and psychological effects of the brand emotional elements of the brand are connected. This is shown very clearly at exclusive brands like watches or cars of high quality. Brands own contents of information that produce emotional feelings. Brand contents can be integrated in emotional worlds of experience. 

For these reasons brands are important products of information for consumers as well as for manufacturers, which allow to explain contents of products or qualities of manufacturers to consumers in a high density of information. Selective distribution and franchise systems allow to develop brands further for the benefit of the consumer and to minimize risks in quality of products or services. The stronger the value of products in distribution is increased by services the more important selective distribution or franchise systems are getting to the consumer. That is the case because services differ from goods in essential qualities.


Figure 2: Complex products need knowledge of experts for assessing

      
 







Services are intangible or immaterial. Therefore, the service itself is not tangible but the result of performing is visible. The quality of intangibility is responsible for making it difficult for consumers to asses the services. That is the reason why the confidence in the supplier is very important to the consumer. For that reason the concept of the brand and the function of insurance are very important for the sales of products conncted with services.

In principle it is possible as studies of US-researches show
 to classify three types of assessing qualities of products and services from the consumers point of view. Everyday products such as clothes give the advantage to the consumer to form an opinion about quality and product value. Zeithaml (1991) describes these qualities as "Search Quality". Complex products and services that are often enlisted are descibed as "Experience Qualitiy". The consumer gains experiences by assessing e.g book a holiday trip at a travel agency or cleaning a car at a car-wash. These categories of products and services have "Experience Qualities" and because of the experiences of the past they take away the risks of the consumer.

Complex products and services such as medical treatment or electronic control units cannot be judged objectively by the consumer as a rule. These services need confidence in experts and supplier. Out of the developments of vehicle innovations we get to know a more complex core product. The car itself and the service-bundle linked to the car becomes more and more a “credence qualities” product-service-bundle. Thus to solely evaluate it from a consumer´s point of view  needs expert knowledge in this area. In sum, we can conclude that modern brand values and brand signals become decisive for the car buyer in the information economy.    

1.4  Effective consumer protection through brands in the  

       automotive industry

The insurance function of the brand is extremly high in the automotive industry. Car manufacturers invest high capital amounts to communicate the advantages of their brands and products to their consumers. Regarding to information of Nielsen market research car manufacturers have invested nearly 4 billion US-$ in advertising in the highest volume European car markets (Gemany, France, Italy, Spain, UK) in 1999.  Figure 3 shows details. 

From customer surveys it is know that car buyers pay high attention to safety, innovation and quality which are the values behind the information signal of the brand. Vehicles with weak brands behind them are even difficult to commercialize with high discounts and incentives. The brand guarantees the customer  “safety, innovation and quality".

The high brand investments of the car manufacturers imply therefore a high consumer protection effect. Restrictions of the brand image through quality spoiling in the product area bare the extremly high risk to risk the capital commitments which have been invested in the brand for a longer period without giving it a thought.

The high investments of the producer in the brand is like a high insurance protection for the consumer.  As selective distribution and franchise systems touch the producer at restrictions of the service quality to a greater degree than independent retailer seems the brand insurance function in a selective distribution system extremly worthy.


Figure 3:  High brand investments lead to high consumer protection


	Car-maker investments in advertising in 1999 in million  US-$



	
	Germany


	France
	Italy
	Spain
	UK
	total

	Renault
	113,6
	128
	63,7
	55,4
	88,9
	449,6

	Opel
	132,7
	59,8
	44,1
	34,7
	75,1
	346,4

	VW
	159,7
	42,2
	23,7
	38,5
	56,7
	320,8

	Ford
	92,1
	64,2
	38,4
	37,5
	72,2
	304,4

	Peugeot
	64,9
	84,3
	30,2
	37,6
	62,5
	279,5

	Fiat
	49,3
	42,2
	81,0
	24,9
	8,5
	235,9

	Citroen
	44,1
	73,6
	17,4
	26,4
	32,6
	194,1

	Toyota
	52,0
	33,2
	21,2
	12,4
	32,2
	151,0

	Audi
	60,7
	14,0
	13,8
	24,7
	16,1
	130,2

	Nissan
	34,0
	21,2
	15,5
	25,8
	30,3
	126,8

	Rover
	21,4
	17,6
	12,1
	14,7
	45,8
	111,6

	Merced.
	60,8
	12,0
	13,0
	3,3
	19,6
	108,7

	Seat
	21,8
	19,7
	21,8
	37,3
	7,1
	107,7

	BMW
	43,4
	11,8
	12,0
	13,0
	18,2
	98,4

	Honda
	7,3
	5,0
	16,8
	9,4
	29,9
	68,4

	others
	293,7
	99,5
	197,5
	101,3
	234,1
	926,1

	total


	1.251,4
	729
	622,3
	497
	859,6
	3.959,3


Source: AC Nielsen Media International

1.4.1 Car brand and safety

The fullfilment of quality and safety promises of the brand has very high signficance in the car business. The public attention for products and enterprises of the automotive business is strongly marked in West European countries.

Detailed reportings in daily newspapers and the economy press, in high-circulated weekly and monthly magazines, in high-spectated radio and TV productions help to transport news and information of the car world wide and fast. Furthermore there is a large range of car magazines and automobile asssociations - like the ADAC in Germany with more than 13 million members - as well as fairs and car exhibitions - like the Frankfurt, Paris or Geneva auto show - which help as well to spread widely car themes.    

As soon as doubts of guaranteed product demands in marked worlds of brands appear car brands are strong affected immediately. One of the best known examples in the last years for such reactions was the arisen dynamics of vehicle movement problem of the Mercedes-Benz A-Class. In Germany well known as the so called "Elchtest". Directly after the appearance a press flood showed how sensitive the public reacts on possible restrictions of brand basic value.


Figure 4:  High interest in cars & car tests - example Germany





Reading example: 

In Germany 63% of all car-driver with a car in their household ( 32,4 million people) are 

interested in cars and car-test  

Source: AWA ´99/ Basis: PKW-Fahrer mit Pkw im Haushalt

On a broad basis communicated brand values contribute to a high level of protection for each customer. To avoid irreversible damages of image product restrictions have to be tested and solved by the manufacturer at once. In this connection it is of high interest for the car manufacturer as well as for the car buyer to use distribution and service systems which guarantee a high quality and safety standard.

1.4.2 Car brands and solid vehicle value  

Cars are durable consumer goods which change their owners several times in their product lives. Next to the new car retail price the possible realized used car benefit by resale has a major influence to the running costs of a car for the consumer. The car manufacturers brand strategies have to give this connection their very best attention.

Used car values and residual developments of cars bare additional risk for the car buyer. The attractive price for a new car is only on the first sight the better offer. For the customer, the running cost of the car and thus total vehicle expenditures have to be taken into consideration. This clearly differentiates cars from non durable consumer goods.

New car markets and used car markets are connected. Seasonal retail transactions in new car markets have direct repercussions to the used car market.  Because the new car buyer does not have a good look at the used car market his market clarity is restricted so a solid value of the car brand is a special purchase motive for him.   

Selective distribution systems allow an increase of the car value around their life-cycle. Non selective distribution systems have the tendency to show the brand weaker by exchanging it during the cyclical business course (campaign mentality of retailers or hypermarkets). Retailer of durable consumer products (utility goods) that change hands during their life-cycle several times are less interested in pushing a solid value. Therefore used car and new car markets have different ways of looking. That means in non-selective retailing worlds the used car risk is fully transferred to the consumer. Or in other words, selective distribution systems of durable consumer products shift less risks to consumers.

1.4.3 Car brands and car garage quality

The high investments of car manufacturers into the brand guarantee service quality for the customer. Whereas the quality of less-known or local car garages is not so well-known or easy to comprehend for the customer brand centre of brand manufacturer are tested regularly by public media. These tests guarantee a high level of quality.

Car magazines with a large circulation like "Auto Bild" , "auto, motor und sport" or "Autozeitung" in Germany or the widely spread "ADAC motorworld" with more than 13 million readers per issue inform the readers about the quality of brand garages and brand services. That leads to a high level of sensitivity in service performance which is difficult to comprehend for the consumer. So there is no chance for black sheep. 

Beside these media tests brand manufacturers have installed their own test and controll porogramms to strengthen the credibility and quality in the brand and service quality of the brand network. In Germany car manufacturers engage independent garage testers like the DEKRA organisation which carry out tests permanently in order to make sure high levels of service quality. 

As a result brand based selective distribution and service systems reduce risks in maintenance of the vehicles for the consumer considerably. The trade-off between high investments and quality leads to service advantages for the customer, too.

1.4.4 Car brand and roadworthiness
During the last ten years car manufacturers took great steps forward in security of passengers. Safety structural elements like side impact protection or airbag systems are standards at all brands across Europe today. At the end of the year 2000 adaptive airbag systems will be offered for the first time. The safety technology in vehicles is supported by electronics more and more. Initial separated safety elements like ABS or ESP are now more and more integrated in an electronical managed chassis-management-function.

Safety functions and systems in modern cars are getting more complex. 15 or 20 years ago only mechanical systems took over the function of safety in roadworthiness of cars. In the future car safety will be defined by electronics only. Checks of vehicle functions require a considerable know-how and investments in test equipment.

Cars differ from personal computers, laptops, television or other household utensils in fundamental qualities. Disfunctions of safety equipment could have serious consequences for life and health of the car driver. 

Disfunctions of units could not only have consequences for an individual road-user, but  could damage the safety of other road-users as well. A high degree of roadworthiness seems like a public good. Not only the buyer himself has a benefit of a safe car but all other road-users as well. In economic theory there is a long debate on public goods and public services, which can be applied to our example. Thus, systems which guarantee better safety show additional social welfare effects. This has to be taken into consideration in discussion pro´s and con´s of selective distribution and service systems. 

Because of the great importance of vehicle safety distribution and safety systems have to be organized with a high level of guaranteed function. Therefore requirements of quality in car distribution and service networks are unavoidable.

The brand characterized selective way of distribution works under that point of view like an insurance and reinforces quality. From experiences of the brand industry it is known that international enterprises and brands give more protection to the consumer than no-name or special-offer-price driven distribution systems. Selective distribution systems contain a brand assigned and legally recoverable service liability. The high service capital of liability of the brand covers a high standard of roadworthiness. Selective distribution and service systems intensify these safety effects.  They are tailored to re-cover the social welfare aspects above mentioned and at the same time assure brand competition.     

2.  The automotive industry changes their structure at 

      the age of information

2.1. Cars get software driven in the future

Modern cars are no longer conceivable without electronic applications. 90% of technical evolutions in new car models are based on electronics. Forecasts of car manufacturers and electronic enterprises like Temic say that even in mid-range cars the share of electronic on production costs increases up to 40 % until the year 2005.


Figure  5:   Increasing share of electronics at production costs at                   

                   mid-range cars







Vehicle qualities and vehicle safety are influenced by electronical uses and software programmes. The complexity of modern vehicle safety systems needs a high service know-how and brand based service quality.

2.2. Telemetrics and telematics improve safety and service

Because of the high auction benefits of the UMTS licences a widely spread use of telematics and telemetrics is expected.  Localisation in case of an accident and long distance diagnostics allow to increase the safety level of todays cars. Systems that analyse onbord car data and if necessary lead on to the brand centre and make an optimum car maintenance possible are no longer a pie in the sky. The Ford group has established a joint venture named Wingcast with the mobile phone company Qualcomm in August 2000. The aim of this transaction is the realisation of various internet applications in cars e.g. navigation and convenience services, technical supervision and automated car maintenance by the responsible garage. Ford plans to fit more than 1 milion Wingcast systems in Ford cars until 2002 and it is furthermore planned to fit each Ford model with Wingcast systems from 2005 onwards.

The car generations of the future will be further improved in their environmental and safety behaviour. The higher technical complexity makes a highly developed service system necessary.

2.3. "Built-to-order" processes

Not only the car itself but the whole car added value chain is subjected to far-reaching changes in the information age. Whereas the car production of volume manufacturers is almost controlled by retailer orders today future prospects await customer order controlled production methods. That will lead to massive changes in the trades task. Internet based data structures will allow the customer of the future to advance up to the assembly line. 


Figure 6:  Manufacturer - without loss of interface and trading stocks














The "built-to-order" business model as used at DELL will become of more and more importance. A new value added step is defined by "built-to-order" which allows the manufacturer to create new customer values. The internet car configuration of brand manufacturers can be put in that direction. In industries with complex product contents and multi-staged pyramids of production like the automotive industry such e-business systems are not yet in use. The "built-to-order" business models take access of the whole value added chain of the industry. The car added value chain loses its "interface" and avoids expensive trading stocks - that is the vision. Figure 6 shows the new chain connected by internet. The trade loses present main function in such models. Instead of that new functions in the area of product experience are added. No longer trade but demonstration and convincing of product advantages is the new paradigm of distribution.                                                

Examples of distribution projects without interface can be found at all car manufacturers. Renault Nissan started the project "new distribution" in 1999 with the aim to reduce the delivery time for the cars to 15 days in average until the end of 2001. Herewith the share of customer orders in car production shall be increased from todays  30% up to 70%. Most trading stocks will be unnecessary. The classical functions of trade - purchase goods, store and sell from the shelf - lose their significance. 

With these new added values it is possible to decrease distribution costs that are at 35% of the car price today. At the same time the processes are orientated to the customer's satisfaction. Therefore, a competely new organisation of the car distribution is necessary. In the new world the importance of service spots will grow instead of the classical retail function. These service spots will be led as franchise models and work as service-qualified distribution systems. The use of the combined principles of the block-exemption-rule will be necessary for the use of the new model. Efficiency and quality are the optimum-parameter in the re-structuring process of that business area.

2.4. New role of system-suppliers

With the built-to-order processes the re-structure of the automotive industry will be continued. One of the main risks in that industry is the risk of capacity. New car plants have high level of fixed costs.

In the old world retailer networks with their trading stocks take over a partial risk of capacity. If these trading stocks do not exist any longer the risks of capacity will be minimize through outsourcing, e.g. the outsourcing of production lines. The new started production systems (e.g. Smart in Hambach or Resende in Brazil) are especially well suitable to divide the capacity risks which were covered by retailers before between manufacturer and supplier. 

Thus new central positions are occupied in the automotive industry. Wheras in the old economy the tasks of suppliers and retailers had been clearly structured with supplier enterprises as medium sized enterprises over the last 20 years a strong process of merger and acquisition took place the supplier industry. By the way new supplier groups which develop main car systems and components were born and make them ready to go into production and deliver them as a module to the production line. So it is no longer a vision that system supplier build the car at the production line of the manufacturer. Apart from the Smart production and the Resende project of Volkswagen the world greatest car


Figure 7:  System suppliers and system integrations at suppliers side


	Largest car supplier
	Turnover 1999 in automotive 

business

in billion US-$

	1.
	Delphi Automotive Systems
	27,3

	2.
	Visteon Automotive Systems
	18,5

	3.
	Robert Bosch GmbH
	15,6

	4.
	Denso
	12,6

	5.
	Lear Corp.
	12,5

	6.
	Johnson Controls
	11,1

	7.
	TRW
	11,0

	8.
	Dana
	10,1

	9.
	Magna International Inc.
	9,0

	10.
	Valeo
	7,7

	11.
	Aisin Seiko 
	7,5

	12.
	Yazaki
	6,4

	13.
	ThyssenKrupp Automotive
	5,7

	14.
	DuPont Automotive
	5,0

	15.
	Continental
	4,9

	16.
	Faurecia
	4,8

	17.
	ZF
	4,5

	18.
	Meritor Automotive
	4,4

	19.
	Michelin
	4,2

	20.
	Eaton Corp.
	4,2


Source: Market Data Yearbook, 2000.

manufacturer General Motors started its first supplier in-site-production with the "Blue Macaw Project"  in the Gravatai plant in south Brazil in July 2000. In the plant of Gravatai which was re-structured for 550 million US-$ supplier Lear assembled its parts directly at the assembly line of GM for the first time. GM hopes to win new knowledge from this project which can influence the re-structure of the present car production. GM production manager Varela summarizes the first experiences of the "Blue Macaw Project": "I see a very strong potential for the future having many suppliers supplying the sub-assemblies directly to the line."                     

Hambach, Resende or the GM "Blue Macaw" project with supplier Lear show a new area of supplier integration. Production outside of Europe gets more and more important for the supplier that means the size of the enterprise is of importance, too.

It is valid on each step of the supplier pyramid. Through the growth of the suppliers they are getting economically equal to the manufacturers. A new ballance of power is indicated in the automotive industry. Competence of innovation and volume of the new system supplier defines a new market balance. 

2.5. New role of the car-brand focussed to the consumer

Beneath these new role of the supplier industry there is a new role of the manufacturer as well. Nearly all car-manufacturers focus their activities to the added value customer chain.


Figure 8:  Car-manufacturer – going downstream





Figure 8 summarizes gobal starting-points of car-manufacturers strategies. In the new information economy car-manufacturers are separated from their suppliers. Delphi automotive systems and Visteon - the suppliers with the strongest turnover - became independent in 2000 and were separated from the GM or Ford group. 

As a counter-move to that car-manufacturers concentrate stronger on embedding the core-product car into a complete product-service-package. System-brands develop that give integrated and marked mobility concepts to the driver
.

3. Recommendations and competitive supporting 

       measures

Selective distribution and franchise system will get important corner-stones for car-brands and customers. In the information economy the car-manufacturer have the technology - analogous to DELL´s "Be Direct" -  to get in touch with the customer directly. So the high present distribution cost of 35% of the product price could be decisively reduced. Trading stocks and trading functions have to be newly directed.  New business-models for the car-distribution have to be developed as well. Business models that bring high benefits of efficiency and cost advantage to the manufacture as well as to the consumer.

Concerning the new information technologies it does not make sense to hold on to the out-dated retailer-business-model in the future. The brand-based structure of product and service systems makes a use of the general block exemption rule that is planned by the EU-commission necessary from the customers view. If there is a chance for simple products and services - like hamburgers or manufacturer of textiles - given to build up brand-based performances to the advantage of the customer there is no reason for having not the possibility to offer complete-branded product service packages by the automotive industry. Completely-branded product-service-chains need to be established through selective marketing and distribution channels.

The new  market balance between system suppliers and car-manufacturers and the the woldwide intensive competition between car-manufacturers driven by economies of scale and economies of scope prevents a structure of monopolization and monopoly prices. The use of selective distribution systems which means a regulation - as provided for the EU-decree No. 2790/1999 about the application of item 81 section 3 -  to groups of vertical agreement and well-suited behaviours makes the develeopment of new distribution business models possible for the European automotive industry.

3.1. Price adaptions in Europe inadequate

Although the Euro switched off the former floating rates car-prices before taxes in the European car-markets did not adjust until now. That is confirmed by regular half-year price comparisons published by the EU-commission. Especially car-models of volume-manufacturers like Volkswagen, Opel and Ford show larger net-price differences between EU-countries. Herewith market incompletenesses which had been strengthened by selective distribution networks were not dismantled in the Euro area. 

At exclusive manufacturers like Mercedes, BMW or Audi as well as brands like Renault and PSA-Peugeot-Citroen the net-price differences between car models behave more conform to the Euro price adjustment expectations as data of above mentioned EU price reports show. That means price differences between various Euro-markets go downwards. 

Though high sanctions of the EU commission to the car manufacturers for restrictions of border crossing purchases produced high public echo car buyers stay today national in their buying behaviour. New internet services and price agents which offer Euro-imports to the customer stay unattractive for the customer because of the missing brand security and knowledge of these offers. The mechanism of price adaption "arbitrage of parallel imports" seems to be uncomplete. A future orientated and consumer-oriented distribution model has to take this fact into account. 

3.2   A simple model of market transprency combining 

        advantages of selective distribution systems and Euro-   

        price transparency
With the spreading of the internet and the Euro European car markets grow together step by step. A large part of car brands has already its own internet site in the various European markets.
 Herewith all brands will have car configurators in their national websites in the forseeable future. So each customer from all over Europe can receive information about car prices and specifications and determine the price of his desired car in each Euro-country.

If the car buyer has the possibility to compare the net prices (price before taxes) and to order cars from manufacturers or importers from foreign Euroland online and get delivered from a brand centre of his choice the price mechanism will lead very quickly to a cut back of price differences in the Euro area. 

Applying such a simple rule, the possibility is offered to realize the great advantages of selective distribution systems in the automotive industry consumer friendly and compatible to competition as mentioned before. As the price mechanism will be effective in such a system, there is no need to integrate any kind of brokersystems. A closed selective distribution system will under the above described circumstances lead to a brand competition that will result in competitve prices and best services for the customer.

The only condition is that all in a Euro-land offered cars should be priced with Euro prices with and without taxes and could be ordered online via internet from the manufacturer. Of course transport fees and other processes of administration definetely have to be recognized in the pricing of manufacturers and delivery centres. A simple market process which does not require a lot of administration from a competition authority and cut off price discrepacies. The market partners ensure a price balance by use of price differences and market observations. Furthermore, this simple process has the advantage of an close growing European market in an automotive field - a result as well desired from economic-political sight. 

3.3 Quantitative selection and economies of scale

Todays distribution processes in the automotive industry are linked with large distribution costs. Close-meshed retailer networks show higher fix-cost structures than bigger distribution centres which allow to share fix-costs to a higher volume. This can be illustrated by comparisons of car distribution networks in  the USA and Germany.


Figure 9:  Dealership comparison USA-Germany


	  Status End 1998
	USA
	BRD

 

	Unit car-sales 1998 (volume in units)
	15,6 Mio
	3,7 Mio 

	Dealerships
	22.076
	23.000

	Franchises
	46.880
	26.574

	Franchise per dealership
	2,12
	1,16

	Dealership per 1.000 km²
	2,4
	64

	New car sales per dealership
	707
	162 

	New car sales per Franchise
	333
	140 

	Gross-profit per new car (in % of price)
	6,5%
	9,5%

	Profi on turnover dealership (proft in % on turnover)
	1,7%
	1,4%


Source: Dudenhöffer, Das Wirtschaftsstudium-wisu, Heft 8-9, 2000, S. 1083

As shown in figure 9 US-Americans save 3% of retail price through a more effective retailer network. At the same time US car retailers make higher profits than their German colleagues. The comparison of structural data shows that turnover benefit of retailers in the USA is about 1,7% and 1,4% in Germany. It must be recognized that with a higher volume the turnover benefit will be lower. Hence, the close-meshed network causes additional costs of 3% per new car and so the trade is charged with higher fixed costs. Both customer and retailer have disadvantages from too close-meshed distribution networks. It is conspicuous that in the USA various brands are sold under one roof more often than in Germany. Whereas in Germany exist nearly brand exclusive dealer networks with 1,16 brands per retailer, US retailers offer 2,12 brands in average.

The argument of the overcrowded cardealer networks in Europe is further backed up by the data shown in figure 10.  

The present block exemption (GVO 1475/95) of the car distribution seems not have supported the tendency to larger units in car-dealerships. The picture of the small retailer predominates in most European markets.

In markets with closer retailer structures and agent systems a tendency to larger and more service intensive business models has put through. This can be shown by the development of petrol stations in Germany and the 24-hours offered services. The data of diagram 11 illustrates these arguments.


Figure 10:  Dealerships in Europe –  „over-crowded“


	Country
	Carsales per dealership 

(A + B)
	Dealerships per 100.000 Inhabitants

	U.K
	374
	11

	Italien
	208
	21

	Portugal
	179
	21

	Netherland
	160
	26

	Spain
	155
	23

	Germany
	140
	33

	France
	119
	33

	Danemark
	114
	32

	Greek
	114
	17

	Belgium/Luxembg
	105
	49

	Sweden
	98
	32

	Austria
	91
	44

	Norway
	90
	37

	Suisse
	53
	82


From these experiences it can be concluded that quantitative components in control should be assimilable with the direction of distribution and service networks of the manufacturers. The objective is to create an efficient and strong service distribution and service network of each car brand. In the future the competion of car manufacturers will lie stronger on the area of service elements.

The competion in the car business will be defined newly and contents in the age of information the important service area which will develop further in brand centres and new media (internet) beneath the core product car.

Services as well as cars can be developed more efficient and at lower costs on platforms which can be used brand-specifically showing sophisticated customer orientated.

The competition of car-manufaturer will lead to a competition of brands in the future more than ever. With more than 30 brands that are developed and penetrated in the market by more than 10 international independent manufacturer groups (GM, Ford, DaimlerChrysler, Renault-Nissan, Volkswagen, PSA-Peugeot-Citroen, BMW, Porsche, Toyota, Honda, Hyundai) complete 


Figure 11:  Development gas stations Germany 






mobility concepts will be offered to the customer more and more. Selective distribution and service systems are integrated in this manufacturer and brand competition.

3.4 Closed system to realize cost savings

The advantage of franchise systems is a steady quality and service standard as well as a higher economic efficiency. Therefore franchise systems have the advantage of a lower share of system interfaces and the possibility to split development cost for system applications to a great number of distribution points (economies of scale). Single solutions and "island" solutions of distribution points have for this reason high cost disadvantages. 

With the new information technologies car-manufacturer try to put the whole value chain of the automotive industry into a new direction and to realize high cost savings. The new distribution models with their better cost structures are able to realize services of higher value at lower costs.

In a study of the university of applied sciences at Gelsenkirchen (figure 12) it is shown that assumed on the present level with more than 35% share of distribution costs on new cars a high potential of cost savings is possible by re-structuring the selective distribution model. The new "built-to-order" processes allow to decrease the present dealer car-stocks on to test and car demonstration level.


Figure 12:  Vehicle distribution cost (example German market)  














Source: Schätzung FH-Gelsenkirchen

It can be assumed that through better informed and internet experienced customers the whole car-order-process and the process of after-sales-service will be more efficent and customer-friendly. Furthermore there will be a better cost-splitting of administration costs because of large business units. An experience which  can be seen from the competition of the US-car-retailer-networks (compare figure 9).

On manufacturer level large distribution units with reduced trading functions allow reduction of external duty costs (compare figure 12). Furthermore there will be efficiency benefits on new general car-order-systems on manufacturer and importer level.


Figure 13:  New vehicle-order and production-systems - example  BMW 







Source: BMW

These developments go hand in hand with new production and order systems of the manufacturers. Thus BMW has introduced its new production-system according to press-reports in July 2000 that realizes a delivery time of 10 days for custom-built cars, too. The cut of the length of the process run by comprimizing the production run and an increase of change flexibility in the BMW example shows that with the new production model a higher level of customer friendlyness is reached. Furthermore with the new production model typical trading functions - as the e.g. the cost intensive function of stock - are replaced. Other car manufacturers plan also new car order and production systems similar to the BMW example that lead to high potential of cost savings by a new definition of car distribution. Cost savings that can be transferred to the consumer in the competition intensive car-markets.

The realization of these new systems and connected with cost savings make new distribution models without interfaces necessary. The classical distribution model where the retailer buys and stores products which are sold under use of his margin do not allow to bring the new systems to their full development. The brand based general distribution model up to the customer is necessary for the realization of the new order and production model and therefore realization of customer advantages. We can conclude, that selective distribution systems own a considerable innovation potential for the business.          

3.5  A suitable framework for car-manufacturers

In face of the fundamental re-structuring processes in the automotive industry there should be a way for a new and future orientated creation of the distribution and service systems. The efforts of the car manufacturers to offer new mobility concepts as system-brands to the customer and the competition between over more than 30 brands in the European car-markets promise high innovation and new customer friendliness solutions. The frame for innovative distribution and service systems will be of highest efficiency when manufacturers have the possibility to build up brand based franchise distribution worlds. Therefore the use of the so called general block-exemption rule gives a greater variety of leading a brand than the present block-exemption (GVO 1475/95).

In the century of internet globalisation, information and navigation play key-roles. Brands will get a greater significance for the customer in the age of information and offer new customer advantages. With the use of the EU-decree No. 2790/1999 of 22nd December 1999 concerning the application of item 81 section 3 of that contract to groups of vertical agreement and well-suited behaviours of the automotive industry future structures in advantage for the consumer can be developed.

So the philosophy of the "competion of products" should be exchanges by a philosphy of "competion of brands". Competion of the brands indicates that the brand has the possibility to demonstrate its advantages which are fully developed to win the customers favour.
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� In an extensive study concerning the wide range of car services the author analyzed in a group analysis together with the German magazine Capital the service offers of car manufacturers in Germany. Compare as well inter alia Dudenhöffer, Servicebreite als Markenelement, in: Belz, Bieger (Hrsg), Dienstleistungskompetenz und innovative Geschäftsmodelle, Universität St. Gallen, 2000, S. 466-485.  


� This characteristic concerning brand definitions was grounded by Mellerowicz (1963) in the business management already in the sixties. 


� The relationship theory of Fournier (2000) enlarges inter alia the in VALS-studies (Value-Lifestyles Studies) suggested socio-economic value explanations of brands to a complete model. They sumarize the described social and psychological brand factors. 


� Compare in this connection inter alia the study of  V.A. Zeithaml, „How Consumer Evaluation Processes differ between Goods and Services, in: Ch. H. Lovelock (Hrsg.), Service Marketing, 2. Aufl. Englewood Cliffs,1991.


� To the concept of the system brand as well under automotiv economically aspects compare Dudenhöffer, Abschied vom Massenmarketing, Düsseldorf, 1998.


� Compare the result of the 1999 study "Deutsche Hersteller im europäischen Internet" in the Handelsblatt of 24th November 1999 page 30, DIE ZEIT of 25th November 1999 page 37, Automotive News Europe of 6th December 1999 page 14 or Automotive Engineering Partners, issue 1, 2000 page 32-35
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