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Thi0 report sttempte 1o point ut the main faotors that affect the
tablishment of o automotive industr, In a developing country and the
prodlems that arive during the 4;fferent Stages Of i1ts growth, It empha-
Si0e® the ~omirihul; s that ¢*8tablishad automotive corporations can make
ol suggests rarefyul #-lection of a suitablo licenser from arong thom. The
paper aleo indicat s the rewards the licensers expect to compensat: 1hem for
their aseintance.

2. The report describes the varying conditions cxisting in developing
ooumiriee and the significant difforences among technologies for the manu-
faoture of cassenser cars, tractors, trucks and buses. It also discusses the
various policies of the automot.ve corgporations that grant manufacturing
lioenses .» deveioping countrics.

3. In gereral, this report considers manufacturing to include machining
parts from raw and sesy-finiahed materials, buving components and materialse
froe suppliore and assomtling sub-groups and final vehicles. Since 50 to

10 per cent of 280t 101l ~praduction cost 18 composed of the costs of the
Paw materials, semi-finished parts and finished components purchased by the
oar-amker froa sther manufacturers, a scparate chapter of the report considers
e deveiopment of the supplier industry,

4. Many statements in this paper apply as well to industries similar to
he automotive industry, such as those manufacturing major domestic appli-
@N0e® and tertile machinery.
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I THT NANUFACTURE AND MARIGITING CHARACTERISTICS
Qi VAIOUS VEHICLES
5 The present study of the automotive industry considers the production of

passenger cars, trucks, buses and tractors, This includes the manufacture of

the parts or groups of parte incorporated in these vehicles.

6. The level of design, technology of manufacture and economic scale of .
production are dictated by competitive international corporations. These fac-
torse vary greatly according to product, i.e. passenger car, truck, bus or trac-
tor. Since these are all classified as automotive products, it is important to
review their significant features and differences before drawing conclusions

which otherwise might not apply to the production of all vehicle types.

Passenger cars

Te Design, production technology, automation and mass production have developed
more rapidly with respect to passenger cars than to other automotive products
because of the large increase in tlheir world consumption and the heavy price
competitiveness in this field. The increasing volume of passenger cars on the
road today shows that the i1ndustiry is of strategic importance to its customers.
The passenger car is an important weans of transport; consequently, this industry
influences road construction, service and filling stations, the demand for fuel
etc. 1t 13 alsn o1 critical importance to its suppliers, including the steel

industry.

8. Passenger oar desirn is of great importance to the consumer, and styling
is therefore the major concern of the manufacturer. The functional aspect of
the passenger c.r is being taken for granted, while its looks, comfort, luxury
and special features and accessories are becoming the distinguishing features

of each car make,

9. The increases in production costs of similar passenger cars has been small
over the past twenty years in comparison with increases in wage rates, costs

of materials and equipment and the continual improvement of the safety and
stylingy of passenger cars. The small increase in production cost has been
possible only because of the progressive improvement of utilization of materials,
labour and equipment through better productiw.. technology and design, together
with mass production and automation. An explosion in the scale of production has

also made it possible to reduce the cost of purchases from other industries by

|
§
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inoreasing the sizes of orders an¢. standardizing thea, In addition, the design
of passenger cars has been heavily revieed to iimit coet by a reduction in the
number of unnecessarily high safety factors (1mposed in the past by the limited
knowledge of metallurgy) and by development of mater:.ls and manufacturing tech-
niques. Thir trend hi:e been moet prevalent in the production of pagsenger cars
and has consequently had great. r influence on their design ‘han on that of iny

other vehicle.

10. The producers who have survived are those who have been able to exploit
more intensely their domestiec markets and diversify, merge and extend their
operations internationally. This Sroup consists of o lirited number of compa-
nies, known by name to anyonc associated with the industry, “ith this develop-
ment have come problems of a different nature in 1) fields, especinlly that of
marketing. The last twenty yenrs have witnessed u change froir how to make enough
cars to satisfy demand to how to sell what must be produced if costs are to be

reduced to a competitive level.

Irucks and buses

11.  The increase in world demand for tructs and buses has also been great,
although it cannot be compared with the growing consumption of passenger cars.,
The size of a typical truck- or bus-chasuis producer has £rown, many of the
smaller producers have vanished, nd design and production technology have ad-
vanced. Competition has been quite fieree, but much lecs so than in the passen-
ger car industry. This difference is 1lluetrated by the fact that the largest
truck producers in Europe make abnhut 40,00C medium-s1zed units of varying types
and models per year. This is Jesg than the rmallest passen rer car producer in

the developed countries.

12, In addition to the small, high'y specialized truck-makers, who cater to
special demands at special prices, producers w th a profitable output of 6,000
standard trucks per year still exist in Durope. This situation in truck pro-
duction is likely to change, but ot a slower rate than in passenger car produc-
tion. As a result of this situation the need for autsmation and mechnanization
in truck production has been less than in passenger cur production. ‘The mar-
keting of trucks overseas has been limited by variations in road regulations and

usage (differences in types of cargo, length of tripe etc.). cus-body production




includes operations whioh are more difficult Vo sechanise; consequently, Sus
bodien are produced in small quantitien by & large nusbr of body-buildere in
Rurope.

13, When 8nid aversean, the itraneport ~aste f buses and irucks (roreade A
proportion to the size f sunkh vehicios This fart hae 4.8o9ureaged aase-
produnrtion trende n commercial vehicie® #ince srodurts sanufactured on a

large acale m.st Lltimatelr be tranapirted groater 1istances,

14. Passenger ~ars have beon aconsidered in the past to te lurury sarticles
rather than transport oquipment like trucke amd buses, This viewpoint aay e
chan+sing rapidly in man: countries, cven in those where utilitarian dootirines
and philosophies, predominate.

15. Tractor production is oonsiderod in this study bhecause ite primeipal
foaturce are similar to those of tho >ther automotive products. In the 19%0s,
competition in tractor salee was loss fieres than was the aase with trucks.
Tractor design underwent relativel, few changes during that period, but this
may be attributoed to the lack of need for the 4evelopment of this produnt,

16. Growing competition in tractor produrtion over the last throe yoars
has reduced the number of produccrs and has Jecimated the number of firme
that werc producing only tractors, How ver, tractors arc still producod in
develcoped countries i1n somcwhat greater quantities than trucks, though in
much smaller quantitios than passcnger cars,
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i1, Me factors that surt e conatderes o p detereining whether domand in & coun-
$1y is encugh t- MEtify dowestic cnin o oproauet; a Are the =ime +f i1te popula-
Vion) Ral SaRikE incove; finane: | TeRouTCes) v lume of road ‘eaflfie wing t
traneport 1 #r>248] area of aqityv L e cardd: exieting Bub=supp jere 7 raw mate-
Fials, semi-finished and finished PArts and componente; wvaglar 1ttty of skiiled
labour and management Pers nne i reistiometips vith neighbouring countriee and
Sarkets; attituder f ¢ | wthoritiers ete, e foacibi ity o metting up an
sutomotive plant .n a develping 2ountey further depende on the atate of vehicle
production in developed Suntrien, where paseenger oar (eepeciaiiy bodies) are
being produced and e2ld >n 3 muoh iarrer staie thao tractare, trusce oy bunes,
contrast, the demand for commercial ‘ehicles i many deve aping sountrier is at
groat ar the demand fop pARBenger sare. Consegquent |y, deve oping countries eyt
begin their autom-t)ve production with aueembly and creadusiily progrese %o the mar .
facture ~f parte, riret for tuses and trucks, them for tractore and, ultimately,
for passeager care.

18, Generally, market potential should be approximately at the level showm bdelow
to justify setting up an sutomotive fictory;

Bus bodies YU 1ith ohe: p ladbowur

Truck asd bus ohaseis 24500 6, 200 % tonnere
Tractore 3,000 10,000 10=6% horeepower
Passenger care 20, 000 %0, 000 ‘x@luding j.oduction of bewy
(nodium) panels '
200,000 Includine production of body
pan#|

19.  T™ie indicates a general lavel, but specia' conditions must ve conasjdered 11
every individual ocase. The number of vehiocles registered (vehiole population) and
annual produstion in uome developed and developing ecountries are £iven for compa-
rison in table 1,

20, This table 1llustratec the differences in eonfumption with respect to gome
of the vehicles in question. It als> shows that countrieg with a small car popu-
lation tend to produce a relatively large number of makus, thereby imorsasing the
handiocap arising from the sraller sise of their markets,
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Defining the structure of the industgx

2l.  Local authorities should define the structure of the automotive industry
in accordance with prevailing local conditions, Such a definition involves the

decisions described in detail below.

22, Vehicles must be sclected which suit domestic requirerents, with emphasis

on utilitarian models and a limitation of the number of different types and sizes.
The same models should be retaincd over a period long enough to amortize special
tooling. Thic type nf programme leads to standardization with the focus on
utility as compared ts a wide range of consumer choice. The authorities must
also decide whether to establich the production of buses, trucks, tractors and
cars one after the nther or begin all these projects at once. Ancther important
decision is whether al) velicles should be made in one factory or whether each
type should be manufactured in a separate factory. The production of various
vehicles in one factory may result in better utilization of equipment, facilities
and enterpreneurs and standardization of technology and purchases from the supplier
industries. Because of the Increase in the size of the business it may also be
possible to attract foreign firms and build strong ties with them, dowever, the
intricate organizational and managemen' problems which are likely to arise from
such centralization can outveish these advantages, Finilly, the local authorities
must decide if working with one licenser for all vehicles is preferable 1o work-
ing with a different one for each vehicle or even more than one for the same

vehicle.

Selecting the licenser

23+ Neither the licensee nor the local authorities in developing countries have
had much initial experience in planning and setting up viable automobile factories.
They must rely to a great extent on the help of a licenser until they acquire

a working knowledge of the industry, Their selection of a licenser i'rom among

the firms that produce vehicles suitab.c for the needs of their country should

be guided by the following factors:

(a) Certain I1cencers, such as General Motors and FMat, have a large range
of products and models, while others, such ac Volkswagen and Massey
Ferguson, are specialists.,

(b) Large firms, such as Ford and General Motors, may be less interested
in small licensing operations than smaller companies (e.g. American
Motors, Simca, Citroen or Volvo) would be.
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(c) Firms such as Tiat and ilenault are anxious to move into developing
countries, while athers (e.3. Tercedes and Volkswagen) arc more pe-
served at pr-sent.

(d) Japanese, Spanish and Yagoslav fipme are also tryine to g.ve licences,
although their oun industry has been est: bliched enly recently. They
are more willing and flexible, though less vXperienced in overseas
operations; than the sider United States ang -uropean firms,

(e) Distances, language Gifferences ang Poittical, ¢ mmercial and so:ja]
relationships between their countries 211 affect the prospects of
8moosth ccllaberation between licenser and licensee,

24. The attitudes of the companies mentioned depend on their management, owner-
ship and general pelicy. Tt should als. be noted that some of thege firms are
currently undergoing changes. Chrysler Corporation has bourht into imea and
Rootes, and ﬂercedes—Volkswagen and Cenault-Peuge t mergers seem to be possible.
Such developments could change the attitudes of these firms towards the granting

of manufacturing licenses in developing countries.

Local rexulutions

25. The growth of the automotive industry ip developing countries depends

on local regulatisns for guidance .ngd support. For example, the number of
licenses for assemdbly of vehicles chould be limited., The assembly of numerous
types and makes could be quite feasible, but this often delays local integration
because of lack of standard.zation, [n addition, the .sovernmont 3hould enforce
reasonable sencAuliz »f 1om rtie Tomtonte malein e e foret 1 Licens. rs e
a meaningful over-all stake in the business; promote local supplier industries to
pProvide the automobile industry with products of wdequate quality at reasonable
Prices; and assist the industry in extending sales intn neighbcouring countries

by means of export subsidies and special agreements. Also 1mportant to the

developing automotive industry would be duty-free import of equipment and materials,

tax rebates and other incentives; protection from imported vehicles; support in

raising the required funds, in both local and foreign currencies; and continuity

of policy on matters affecting the industry,
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IIT THE ROLE OF INTERNATIONAL PIRMS IN THE ESTABLISHMENT
OF THE INDUSTRY

Technical :ssictance and know-how

Transmitting manufacturing technolo,ry

26, Automotive production 11 - developing country should begin with the
manufacturc under licence of an cxisting tvpe of vehicle and with the pur-
chase of technical assistaince and know-how. In this way the difficulties
in design, development and technology that are tvpical of the initial years
of manufacture of a prototype can be avoided and management can concentrate

on its other problems.

27. Licensers must simplify their documentation for use in developing
countries. They should modify their production technology to suit the
scale of production and the local conditions of their licensees by allowing
for the use of available raw material and ¢cheap labour. Licensers can
achieve this by reducing automation, simplifying tooling and introducing
manual operations to sove on investment ecnsts. It is quite unsatisfactory
if the licenser limits his duties to giving information in the form used

in his own factories.

28, Licensers nare usually willing to anke the neeegsary adjustments in
technology, but they frequently underestimate the work and effort that
such changes requirc of thoir exceutive and management personnel.,
Experienced 1internationnl cormorntions are aware of the sxpenscs involved
and consequently 1nsist ou ndequate compenzation. This is ultimately to f
the benefit of the licensce, because a licenser who haa underestimated

his costs may try to make up for it in the quality of his services.

Ensuring satisfactory product guality

29. Vehicler produced under licecnce in dcveloping countries tend to be
inferior in nquality for many reasons. 7or one thing, there is little

competition from imports in protected markets; in certnin cascs (e.g. the

United /[irab Republic and Yugoslavin),there 1s no competition between local

makers beccause only one tvpe of car is produced. 1In addition, local traffic

authorities do not use adequate tests to control quality prior to registra-

tion and there is a lack of uniformity in the supply of raw and gemi~finigshed
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materials and finished components from the local industry. Another reason
for the lower cuality of these vehicles comes from the necessity in devel-~
oping countries to rely more on tihe huan eleinent because production is
lesz mechanized. Unfortunately, it often huppens th.t workers and super—
visors are not sufficiently reliable and cousclentions, Pinally, it is
obvious that the tendency tn " s the cheapcst soods and ur.erpiy workers
and employecs, combined with the tende ov to strecs quantity (cufting
corners on auality) 1a order to uake up *or delays, »lgo affects the

quality of the final nroduct.

30. The licenner should en-ure satisfactory nroduct quality by enforcing
inspection procedurcs strictly and by recommending minimum standards for

purchased goods and finizhed vehicles,

After-sales servicing

il1. The 25 or 3C lirms that export built-up cars to developing countries
also assume responcibility for their servicing. Local garages do simple
repair johs under the supervisioo of these firms and local doalers who
also supply them with s3pare parts. Cnce loecal issembly and manufacture

begin, serviciag becomes theo recponsibility of the local car-makers. The

market is then usually shared hbetween sbout five nake £y o number suffi-

cient to replace lmports.

32, One result of this 1s that some of the existing garages close down
or change from servicing cars to other jobs.  The remaiving garages, which

were organized to serve smallor quantities of any one make, are inadequate

to service larger quantities cf that make, cspecially since they are no

longer supported by the licencers.

33. The licensee 1 often unaware of the fact thet his reputation depends
ag much on the life-lo.g performance of the car he sclls as on itc con-
dition when the buyer taokes deliverr. As part of the know-how they
contribute, lisansors should help their licenscas in setting 1p a zariral
service organizotion to kcep complete recorde of saler, supervice use of
vehicles, control and provide agsistance to garnges making repeirg, and
enforce maintenonce according to prescribed schedules. Tha licensers should
also provide ascistonce in cquipping cuthorized garages with scrvice tools

and special equipment, ensuring aveilability of sparc parts in the area where
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the vehicles are in use, training rapairmer to w>prk in branches Shroughout
tho country, and handling guarantee clnims and ocustomer cosplaints.

Pr&et der Y]

J4. Once a licennce is ~ble to 7anufiucture an existing vehicle with
technical asgistance fror hi- licenser, h. cin then focus hile attention
on modifying or redesigning the vehi~lc as that it ies mwore suited to local
conditions. UGuch medifications may well be justified by certain loecal

conditions, spccial customer requiremcnte and the small ascalc of production,

35. In gencral, A licersce initially connot bear the cest of o design and
development department. Hie liccnser cni provide assiztance here by wving
his own regecrch facilities to modify the vehicle 30 that 1t 1« suitable for
usc under lncnl conditions nnd 1te manufacture 1: in accordance with the

technology of small-scale production,

36, Modifications demended by local conditions could affoct many of the
principal parts of the vehicle. Tor example, road conditions would affect
car design with respect to ground clearance, suspeneion, stecring and axles,
while temperaturces and the amount af duest would affect the plans for the
cooling ~ud lubric~ting ayatems. Other modificotions might be neccassary to
allow for thc tvpe of terrnin (mountninousz or fl:t) becrusc this affects the
amornt of power roquired and the ~hoilece of gear ratios, The sizo of families
nnd amount of' lugeage determine the eizer A1 the passonger nd bggage come
partments of the car, just as the design of 1 commor~ial vehicle body is

affected by t! . tvpe and amount of ecargo 1t will transport.

37. In modifying the vehicle to muit the technology of amall-scale pro=
duction, changes in demign should nlro be undertaken. Such changes should
make it easier for the licenace to muke parte economically in small quanti=-
ties; to urc lems coxpensive, manually operested or semi-nutomatic oquipment,
even if this requires more labour input; and to usc locally avnilable

materials whenever technically and economically icreible.

33, Appropriatc chenges 1a desigm mey include using bent instend of pressed
(with dies) shoct-metal prris, replacing preaccd or forged parts with cast
parts, using fibre-glass inatead of sheet-metnl bodies, replacing s one=pioce
body side pancel with a number of weldod pieces, substituting flat glass for
curved, and reducing the varicty of sizes nd typen af nute, bolts, screws,

wires and raw matoriale used,
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19. Linronsers rocognize the inportance of introduci

¢ such modificationg
and hnve ever hown willingneae

to redesism n vohicle completely whe
assary. MN-ojor automotive ~ompaAn1cy

N NeC=-

“re ecuipped for thin aa they ~re con-

tinuourly rhanging th ar owr medel <o Chrysler hae redoesigined o truck to

suttl conditions wid rotion | nrodaiction tecimology 10 Parkoy. Renoault has

g@emtlv redesigned the Daupkone 10 ceeardete it oonatit lons irn drazil,

and the firm sxposte that cecte will be lovor 10 1+ 1~ 1ls0 nde there. In

addition, the snles of thir o 1 wil]
Justify the losr nf the he

then 1aerehes 10 nn crteat that will
wieta thrt weuld othorwise be derived rom its

interchange bilit: with mdel 3 pirodesed by Ruroult in Franee.

Carketing
W

. The smll norket for sutonot.ve nroducts in o developing country limite

sales, incrensen fised coatm por it (<= comparcd with large cor-producors)

and increnmes the price of mrterinls, parte ~nd supplies becausc of the smaller
volume of purchascrc.

4l. Developing countrier need *o expand their home ma
pecinlly to rcighbouring countrics,

rkct by exports, cs-

However, ruch cxprnsion involves several
problems. liret, 1etghbourir developin, countri
each othoer's produrts, cepec: |1y motor vihiieloe,

ag have little contidence ir

‘hey nll want their own

lantes wnd 4o ot want to impert from - countrr of simlar sive.  lecond, it
1

is difficult for develoming country to nstablish - rcputttion ror its pro-

Quet on anternrtions] morkots. Cap example, Volkiw-gear made 17 Jrazil and

pricod compctitivel, met with a-1-. resl tonee from Duteh ~nd Swise Volkge

wogon donlers, Although tho Goraan Volkaw.ren company vouched for tho quality
of the Braziliyv product,

42. Other crpaneion Lif1cultios in developing countrics include high

operating ~octo, whish make '+ Aifficult for new companios to compete in price
with the large cotablished firme; lack of cxpericire ja negotinting cxport
transactions snd v delivering eore and porte “broad; iricptitude in scrvicing
and maintuning vehiclos “brond cnd supplyimg them with spare prrts: ond

keeping up with invovition- ~.d develonnents 1n doniga,

43, The meny woys 1r which a licenser oo help oxtend his licensce's re-

strictod domentic markct will iow be deseriped 1n detnil,

44. The licenser ¢an nurchaac certoin partz for hie own production from his

licensees and organize the exchange of different partr among liconsces. Thia
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helps cut down the licensee's costs by extending the scale of production of
certain items. He can then export thes- products to halance his imports of

the components which it is difficult for him to make competitively.

45.  The licenser can also siggest that his liccnseces specialize in producing
parts more suited to their local conditions, control and possibly guarantee the
quality and rcliability of thz lisensce's c¢xported products, and use parts made
by the licensccs for his own production in order to build up confidence in their
producta. However, this type »f programme involves a aumber of problems, such
as determining the parts suitcd t> cach licensco, subdividine parts productinn
among different licensces all wanting to make the samc item, establishing the
quality and continuity of products from a dAevcloping industry, persuading the
licensee to absorb initial cost disadvantages, and adjusting the licenser's

own purchasce mothods,

46. These problems arc not insurmountable. The Yugoslav factory, TAM
(Tvornica Automohila Maribor - "Maribor Automobile Facfory") has cxchanged
truck parts with its German licenser, Magirus-Deutz, for the last five years.
TA has also supplicd parts to Magirus-Deutz's licensce in the United Arab
Republic and is trying to organize, with its licenscr's hely, an exchange of

parts betwcen the licensees in Tndia, the United Arab Republic and Yugoslavia.

47. The licoenser can also help extend his licensce's restricted domestic
market by orderin/ certain sparc parts for »lder models and spccial acces-
sories for the lioccnser's world markots from his liecensces.  Such parts are
produced on a relatively small scale with little mechanization in developed
countries and LLcir prices are consequcntly high., This typc of transaction
1s particularly convenicent if the older model is still being produced by the

licenscc.

48. The licenscr can help in the export of built-up vchicles in the following
ways: by allowing his trade name to he associated with his licensee's products;
by assuring his overscas distributors that the quality of his licensce's pro-
ducts is cqual to that of his own; by using his ovcrscas marketing experience
and contacts to assist the licensec in concluding o¢xport transactions; and by
using nis dcalers and scrvice orsanizations overseas for aftor-sales servicing

of his licensece's products,

49.  Specialization in one type, size or tonnage of vehicle helps improve

a licensee's cconomy of scalc. However, this one type may not suit all




DG 1Y/ M

- /

I

Pazre 19
customers on his domestic market who invaricbly have different requirements,
Rather than diversify, licecnsccs could exchange differont vehiclea botween
themselver nad complement ench othor's nroduct line, fint's 200N, 1.1 and
1300 are to be produced in Tngo~lavis, the Union of covict Socinlist Republics
and Poland, respective voond this ooy well Vlend 1o an cxchnuge Ladng thone
countrier, Though more diffli-ult to eryize, thi tvng o specinlizntion

would be bencficirl betweon Latin Ancrican ~nd African countries

[ Y

50. Another helpful poliry the licensar could t'ollow would be to rcly on

a licen-ce to cupply = aodel diccontinu.d o, the liceaver on his home and
world market. Certnin wodols (c.g. the Miat 1100 and 50CD) have rctained

a fair portion of their origin~l uarket, tve. fter nower models of o similar
size (thc Miat l%OO/lSOC cnd WBC, respectivelt) heore supceracdod them., Fiat

is contemploting 3topniig 113 sroduction 7 tha GOLD ia Italy and ordering
the cars which cnn st1ll be =oli i Italy »ad abeosnd Crom Spain and Yugoslavia,
This would rclicve Iint of producing this model .t - time when currcent annual
demand for it is -~bout °0,000 corsy, nodigure that i likely to decreasc rapid-
ly. This is still a considernble voluie of business for Yugoslavint;: (7
(Crvenn Zvezdn - "Red Star') netory {production 35,000 fint cars in 1965)

or Seat in Spnin (produrtion ~bout 30,000 1 1505).

51. A licensser could similarly cotrust to his licensee the tot»1 production
of specinl vehicles or specinl cxceutione of current models (eports onrg,
tourist buses, specinl purpouc truck chaseis uch o tipners), which are nl:o
produced on » smrller scnlc thoa stondrrd commercicl vericles or phosenger
cars. Volvo iz concidering making one or 1ts ~pceinl trucks in Argentine for
the world market. Germen truckemekers order thcir cpecinl models from smell
firms in the Federnl Repiblic of Gormany which "tni1lor-make" them, but
economies 1n labour cost~, which arc high 1.1 -ucll e2zes, could be cffected

if thesce vehicles were made in daveloning countricr,

52. The licenser plnoye =an casentinl part in ruiding such marketing schemegs
to success. Very few new r~itorotive indurtrics hhve been able to gain recogni-
tion in world marketc without backing Irom . large established cornorction.

A possible cxception igs tho Jipouese ~utomotive irdustiry, which is now gnining
world-wide umorkets, dovever, thic 1ndustry hne loyrred considerzbly 1n recogni-
tion compnred with other Jupnnero ndurtrics, o fnet whick shows how difficult
it is to cxtend the marketing of vechicler internationnlly without the support

of and collaboration with ~n estobliched firm.
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53. Many licensers do not seem to bz fully aware of the potential of
co-operation with their licensees 1n marketing arrangements. Others are
aware of the possibilities but may be rcluctant to proceed for fear of
.indirectly hurting their reputntion in warkets where they are nlready
established. They advocate exchange among their licensees, but as little
direct exchange with their own production cc posrible. Firms who succeed
in ngsisting their licensecs by buring compsnentsz from them enjoy » clear

advantage over competitors in the came country.

54. Certnin firms usce such crroagements as "balt" to grnin aceess to
markots in developinge countries wher. authoritics have limited the mnkes

of vehicles to bc produced locnlly. llascey cerpuson is trying to enter

the Mexicnan tractor mo.rket, where there nre alrendy two cstablished tractor-
makers, by ofifering to ke additionnl axles in Mexico to be cxported to
Detroit. The ilexican ~uthoritics nre using this proposal to bring pressure
on the existing troctor producers (Ford =nd John Decrc) to do thc same.

- Opecial cfforts of this kind ~=n only be expected from the international
firme 1n exceptionnl circums*~ices, as when they must force their way into
a crowded markct. Nevertheless, the advantages they offer to n developing
country may be grentcr thon the harm uwhich could result from adding another

producer to a limited domestic market.

Opcrnting cogta

55. The complicated naturc of the ~utomotive industry makes it particularly
difficult to mcasure ond 2llocnte costs., Unwire purchases, excessively large
stocks, or stoppages in productien Aue to short ctocke can increase costs
congiderably. Only crxperienced moncgement personnel can locnte ahnormal
expenditure ~nd preseribe the inost immedinte ~nd approprizte remedy. The
licenser mict emphosize the importance of cost anclysis and control in a
growing automotive cnterpricc nnd help his licensce set up an adequate costing
system for his secnle ol operntion., Cost ~llocntlon ~nd accounting, continuous
inventory and stock control should be iutroduced from the very start of
operations, since these procedures tecome more intricate oncce the plant is

actunlly in operation.

56.  Generally, fixed coste per unit and prices of purchasc materials and

supplies are high in the relatively small plants that operate in developing

countries. Iurthermore, in spite of the lower cap.inl investment cost due




to less automation, the cozt of depreciation per unit in developing rount-
ries is often ac high, or even hirher, thai is the case with plante that
are more automated bhut produce more unitz. Lobour is the only element of
cost that might prive the producer 17 a developi s countr, an advantage,
However, the advantace in wage rates 1 niter lost becaice »f the low
productivity of labour i1 developing cs.ntiie:, itcrenver, labour accrunt:
for only 3 per cent of t.e oozt of eaufacturing passenger car-. and rot
more than 15 per cert ol the nroductinn cost nf buses. [herefore, the
small-scale producer is iwvariablyv st a disacvantaige in the s1gnificant
cost areas such ax purchase of materiala (50 to 70 per cent nf total
production cost), ;-eneral and nverhead esponses (15 te rer cent) and
depreciation (7 to 1* rer rent). Consequentlv, the unit cost ~y vehiclea
manufacturet in sll uantitieas 1n wsually ciemificuatly higher than that

of mase~produced vehiclen.

57. Apart from the ertension of its lirensees' murkets, the automotive
corporation can help its licensece to reduce costs hv modifviag decign,
as mentioned earlier; reducing material, latour =nd averhead cnsts by
using modern management methods, time-and-motinn studies, critical path
techniques, cost controls cte.; ~and defining the feasibtle sequence for

manufacturing parts locallv to increasc domestic conte.it.

58. The licenser can direct “is licenree to schedule production and
domestic procurement ol parts to limit increascs . caste. Some steps in
this direction would be for the licercec to star* with parts and inha which
lend themselves to gmall-scalc production: atart with simpler parts and
jobe which require limited skill and sumervisisn, hut which are expensive
enough to make a meuningful domeatic centribution: and crhodule procurement

from the domestic ~upnlier industrvy to fellow *he same ratiannale.

59. Domestic contribution can be further encouraged 1f parts mado lonally
are exported to pay for the import of other parts which arc particularly
expensive to maks and less aften mass-producet (e.g. body pancls, ball
bearings ctc.). Cpain, for examplc, importe vody panels freoa Flat and
exports othor parts to them. Tugoslav car-makers impert nuts, screws and
washers cheaplv {rom the Tederal Renublic of Cormany and export castings,
Countries such as Argentina, Arazil and Indis, whiru produce nver 30 per cent
of their car components locally, may be able to reduce their cosis by ime

porting such parts and paying for them by exporting others.




ID/WG.13/21

Page 22
Labour ana vanegenent training
Management

60, The role of nanagemcnt 1 particularl” critical in the automotive
induatry, owing to the complex anuire o1 thig industry. Certain automobile
firms in devcloping countrics manufacture muy tvooe of veaicles under vars
ious licensos. Duch of these vehiclea hag over 10,000 parte whose produc-
tion remuires a larpe varietv of maznufacturing operatisns, cquipment and
labour skille, Intricate ~torc-kcpping, purchase tra -actiors and cost
controls reoguire 2 combination ¢f technical, commercinl and adminlatrative
skills. In addi'ion, techniciens ere required for the planning, design,
dovelopment and technology of mnnufacture. Mirthermore, the local oxe-
cutiver and i apers must te capable of learning {rom the staff of their

licensers wnile rtill commanding their rcspect.

61, There ~nre many gpecific problems invoived 1n the training of the
supervigsory and managencnt group. Some of them are as follews:
(a) The rumber of rocruite with sufficient background, personality
and relintle character 10 lamited,
(b) e sclectior of exccutives 1 difficult.

(¢) Unnecczsary personal rompetitivences frequently develops among
local vyecutives and sunervisora, thue reducing interdepartmental
co—oparition,

(d) It i difficult tco teach lendership, cr-operation, discipline and
make tie corrcct decisions with reapect to seneral corporate benefit,

(e) Therc nre differcnces in longuage, academic training, past ex-
pericucs and socinl ond cultural backsround between the licenser's
staff ~nd the loc=l cvecutives.

62. The autorocive corporaticre 2n. solve some of these problems by care-
fully selecting the individurle they =end to train eupervisors and managers
on the jobj sacrificing key men from their own staff to perform supervisory
and managericl work until the local group is preparcd to take over; helping
the local groun te screen ond sclect renior officersy and making it their
t~sk and that of their staff to train the available leeal recruits to be

saitable supervisors and managers.

Labour

61, Trained labour is often not available in developing countries. Training

nethods for skilled workers on the job or in the licenser's factory have been
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standardigzed and are effective a: long am racruits are carefully aelected and
suitable trainere “re provided by the licenser. Probleme arise in rotaining

trained workare, houuver, as thes tead to migrate or nove 1o other induetries.

64. It 1e more 41 Micult to troin workers te be relinble and econscientious
than i1t i1~ to hel;” hew acquire profesmional akaill. Go0od foremen, supervisors
and inepectora arc nard tc fiad and difficult te teein quickly in developing
countries.

65. Another preblom 1s the inability of the new industry to cectablish piece
rates soon after the start of operantiona. "ies is common in developing count-
ries becausc ~f the immaturity ol the industrial eyatem and labour (arce. The
stales fixed by the maragemert pe isurlly inadequately planncd and balanced:
the workers arc suspi-iouz o° the av.otem, nd their output i+ efton reduced
by factors teyond their controi. This lLeadz te o postponcment of the setting
of piece riter, a mitu.tion that \nevitably ~ontributes to lawer labour pro=
ductivity irn developing ~ourtrier -nd usunlly cancols the cost advantages
expected fror lower wiges.

Poreign exc' recuirements
falall Ange L¢

66. Te manuficture nf vehirclos 12 wsualiy etnbliched stage by stage ever

a number of years and the suppiier i1niustry 1v rreanized 1n 2 similar way,
Consequently, .ew 1n~-l and foreig currenecy fund- ipre required fer capital
investment throughout the build-up peried,

67. Receipts from males in local curreney finance oper~ting cxpenses.
These expenser 1nclude the coat of imported motericls =nd component parts,
royalties, fves ctc. which must be puid in foreigm currency. This requires
a coneiderable supply of forcign exchange until most af the materials and

components arc nvailable locally.,

68. The local manufacturers nd nuthorities should ostimate the funds and
exchange required during the build-up period and make sure that their re-

sources -over “he needs. Undercstimition of requirements or the inability
to provide the necessary funds, especinlly the forcign oxchange, can impede

progress 1in local 1integration and production of venicle:.

69. The item which 1s usuallv undercetimated i the requirement for imperted

materials, One renson for this 1¢ th:t the start-up time roquired to solidly

establish a manufacturing concern is #ften underestimated and this lengthens
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the period of assembly. Second, the savings in a foreign currency resulting
from assenbly, with about 5 per cent domestic content, are negligible, as is
ghown by the table below. The table =iso shows the uncxpected financial bur-
den that comes from packing nnd ircr:nges in freight costs when importing

aemi-knocked-down vehicles. The ~mounts are given in US dollars.

Import Semi-— Comgletelz
asscmbled knocked-down knocked-down
Ex-factory price 1,000 980 950
Hinor deletions - - 50 - 50
1,000 930 900
P-cking and f.0.b. charges ) 110 ; 100
Freight ~nd insurance ) 40 80
Total 1,040 1,120 1,000

70.- A third reason for thc underestimation of the amount of imported mate-
rinle required i1e that the quantity of vehicles to be produced locally cannot

be limited in the initial ycars of 'vchiclce manufactur:, as the lo~al authorities
hope, 'wtil domestic content riees ta an appreciable level. In fact, demand

hag been known to rice sharply with the cnt~blishment of 2 local car in-

dustry.” Fourth, local manufacture (domestic content) does not progress as

rapidly as planned.

1. An oxample of miscalculation of foreign curiency requirements is shown

in trble 2 below 18 » comparison of theoretical and nctual requirements. The
awme miscnrloulation 1n shown graphically in figure 1 below. 1In this example,
the foreign currency that waz cstim~ted to be ~dequnte to iaport materials

and parte for the production of 112,000 cars over © ten-year build-up period
(to reach 97 per ccnt domestic content) wns used up over three years to make
23,000 cars (reaching o net domestic content of 16 per cent). The example

nlso shows thnt the cont of fixed assete for manufacturing car parts (excluding
the supplier industrics) 1s amall compared to tha amount of foreign currency

required for importing materials nd parts.

72, An asmembly or manufaciuring plant cannot be subjected to ups and downs
(depending on how much currency 1= available) similar to those involved in the
importation of built-up cars. Theoretically, an increase of local content will

result i1 n reduction in the over-nll foreign currency requirement despite

increasen in the quantity of vohicles producBd. Actually, thore 1s an initial
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\
peak in foreigﬁ currency requirements which often creates a subsequent
shortage of exchange. Consequertly, the industry 1s unable to import
enough meterials to operate at maximum capacity. This leads to a reduction
in volume and an increase 1u operatl.s cost per untit, and, cubsequently, 1in
sales price as well, Customs duties must ithen be increased to provide pro-
tection from imports. It may be beyond the power of local authorities to

remedy the difficulties that can result rrom this situation.
y

73. The licenser can help his licensee avoid foreign exchange problems by
making realici.c estimates of foreiga exchange requirenments and directing
the licensee to manufacture comnomnents from local materials and to use
locally made supplier parts. The licenser car also help by permitting the
licensee to purchase ntandard components such ac bearings nnd electrical and
fuel systewn components etc. from ivternational monufasturers who allow him
to pay in "soft'" currencv., The licenzer can provide further assistance by
expanding hi~ licensee's export market and by extending meaningful credit
facilities (three to five yearc) to the liceisee for the supply of materials
and parts delivered by the licenser and helping him to procure supplier's

credits for the purchase of machinery.
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IV DEVELOPING THE AUTOMOTIVE SUPPLIER INDUSTRY
Products made ty the supplier industry
74. About 10,000 different cupplier veart. 1,1 miteriale per model are

usually purchased by a vehicle prouucer in a developing country, accounting
for 50 to 70 per cent of his total coste. Thene pirte and materials can be
subdivided into three main groups - raw materials, semi-finished parts and

finished romponents and parts.

Raw materials

75. This group cousists mainly of ~teel stripe, bars, tubes, light alloy
materials ectec. which are machined into finished parts in the automotive
factory 1tself. These materials are made to general standards and are aleo

used in industries other than the automotive industry.

Semi-finighed parts

76. Included here are cold-rolled steel sheetj various iron castings; steel,
aluminium and nther metals; steel forgings etc. These parts are manufactured
by the metallurgical industry from raw materials, but require further
machining or pressing in the automotive factnry itself. Similar semi-
finished parts, manul ‘ured with the same basic equipment, are used by

other industries.

Finished components and parts

77. This group includes pistons, rings, bearings, springs, starters,
dynamos, auto-electrical equipment, carburettors, fuel pumps, steering units,
clutches, brake cylinders etc.; in other words, the parts that are directly
incorporated inte the vehicle. Quch 1tems are used only by the automotive

industry and nllied or similar industries. This group of products could

also include items such as finished crankshafts, valves, gear-boxes, propeller-

shafts etc., and cven complete engines from apecialized factories, if these

are available on the market at suitable terms.

78. The lack of any supplier part or the late delivery of a raw material or
gemi-finished part will stop vchicle production and cause severe losses.

This accounts f>r the fact that large car-makers in developed countries
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control many of the firmme that supply them with critical raw materials and
parts. This could be a reason for increasing domestic content in develop-
ing countries a8 a more rapid rate than would be justified on the basis of

considerations only.

Sequunce of growth of supplier industries

T9. The supplier industries described helow usually exist in developing

oountries before the automotive industry is established.

Spare and replacement parts industry

80. Car components such ae tires, batteries, V-belts, plastics, matting

and fast-moving spare parts, havc short lives (three or four changes per
oar), and are consumed in larger cuantities as spare parts than as original
components in new vehicles, The demand for spares could well develop into
quantities that would justify their domestic manufacture before the estab-
lishment of an automotive industry. Such parte can be used later by the
oar industry if their cuality is improved. However, they do not usually

account for more than about S to 10 per cent of the price of a vehicle,

Q}h‘z gupplier industries

8l. In developing countries there are often industries that manufacture

simple materials and parts similar ir technology and form to those used

in the car industry, e.g. grey castings, small dye castings, cables, glass,
light bulbs, upholstery, woodwork, rubber products, ctc. These industries
can be assisted in upgrading their specifications and technology aufficiontly

to producc supplies far the Car industre,

82, Other material and component industries are rarely economically fun=
sible urt:.l they ~an sapply parts d r ewly to an automotive plant, ard they
are therefore unlikely to exist before one is established. These industries

oan be subdivided into three groups each of which is described below.

83, The first group coneists of industries that manufacture materials and
ocomponents common to the automotive and other industries, c.g. high-tensila
steele, steel castings, electrical componernts, chains, engine parts, oil

seals etc. {imilar parts are used in other engineering industries, such as

those manufacturing domestic and electric appliances, industrial engines,
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pumps, motorcycles and spare parts and wagons for the railways, which appear
in developing countries at about the samc time as the automotive industry.
Once mutomotive production boring, requirements for these products increase
to n level which may justify sctting up ~ factory. However, specifications
for matcrinls and components and the technology of manufacture warrant the

entry of such an industry into> a. licence and know-how agrecment.

84, The sccond group consists of thosc industries that produce materials

and componcnts cssentially for the automotive indusiry. Included in this
agsortment of products are forginrs, malluable casting, cold-rolled steel
sheet and components such as clutches, brake componunts, linings etc. These
products arc used mainly in tho car industry in developing countries, although
they are also used in other industries in developed countrics. Some of these
materials and components may b prodiuced for 2 visibly growing automotive
industry. Thcy are specialized in fcsipgn and technology and can only bc made

gatisfactorily with » foreign licence and know-how.

85, The third group includcs industrics producing typical "mass-production®
itoms. Certain products mnanufacturced by the first two groups of industries,
e.f. ball bearings and Afodes for alternators, may be manufacturced at such
a high level of mass production in developed countrics that they cannot be
produced under licence in smaller quantitices 2t compctitiv& costs. Sucﬁd‘w‘

products prescntly nccount for only about 5 per cent of the cost of a complete
vehicle ané should be imported until the demand for them is large enough to

justify their domestic production.

86. Tt ie expected that tho components that comprise about 10 per cent of
the price of thc vehicle will be almost immedintcly available from suppliers.
Wwith further devclopment of the industry and increasc in the demand for ve~

hicles, more parts can be satisfactorily rroduced to replace imported components.

Planning ncw supplicr industries

87. There are two alternatives with respect 1o the timing of the automotive
production in relation to its supplicr industrics, most of which do not exist
in developing countrics when car manufacture is first contemplated. First,
automobilc production should only be introduced when most of the required

raw materials, semi-finished and finished parts arc already being produced

satisfactorily for other consumers in the country. Sccond, automobile
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production should begin with the import of materials and compononts until a
demand is crcated which, c¢dmbincd with that of other existing consumcrs, is

aflequatce to justify the gradual cstablishment of supplior industrics.

88. Tt is improbable that Adequate mutomotive supplier industrics will exist
in a country before the car industry i3 .s$ablished thoere, boecause the in-
dustries which preced: automobil. manufrctare (., construction, toextiles
etc.) rarcly require the materials and components ncoded for making vechicles,
The advent of ~ut-mobile production standardizes requircments for materianls,
components and spare parts ~nd criates o encral intcrest in and o uniform
Aemand for them. Through the supplir of th liconsoer, the industry also
provides a sourc. of know-how for local suppli.r industrics. Thercefore, the
second alternative i8 inavitabl:, and the resultant problems should be dealt

with as effcectively as possibl.,

8. The typical sroblems that -risc from importing matorials and components
are as follows:

(a) PBecnusc of the differcnc. in transport coats it may be cheaper
to import c.rtain finished parts than it ie to import thcir raw
material or scmi-finished blanks.,

(b) Tho import price of eonpononts and somi-finishod pawrts, cspecially
forgings, will b. wv.r: high if th licens.r modifi-s his products
and disoontinues his ord.rs of the same ports.

(e) Ther: arc problems involved in packing, concorving cte., and in
dofining the rospensibility for damages (suppli;r, shipper, port
storay: facilitics)., 7 tuarming faulty parts or mnaterials to the
supplir is cxpensiv. .

(d) Requirements far import. 4 parts and matorinlc are for rolatively
smill quantiti 8 and comprice o larg. mumber Hf rarious specifi-
cations and Aimcnsions. nly dealers and amall wholesalers are
intcreatod in suen amall ordors, and the, will raisc prices
accordingly.

(e) A long delay beforc actunl dolivery of roquirced materials makes
it nececeassary to tic up Tunds in large stocks,

(f) The shortage of and rcstrintions with respeet ta the forcign
currcncy noecessary to import matcrials and components make it
difficult to con-ordinate production and can c~usc stoppages.

ke
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Role of local entrepreneurs and authorities

90. The growth of a local supplier industry depends on the quality ot the
local licensees and on the regulations and contributions made by local author-
ities., bLeveral important contributions can be made by the local groups. For
one thing, they can exert the correct amount of pressure on the licenser, at
the proper time, to increase domestic content by developing the supplicy indus-
try in the country. This has its drawbacks, but it has proved to be the most
effective way of setting up the supplier industry in countries that are ready
for f%, Second, the local groups can assist in procuring the funds and for-' -
eign currency required to finance the purchase of investment goods, materials
tools and other materials. In addition, they should avoid the premature
assumption of projects that are financially, administrati&ely and technically
difficult., The local groups should also give appropriate subsidies and incen-

tives and provide protection from imports.

- wources of know-how for the supplier industries

Raw materials v

91. The know-how required for the production of raw materials and some of the
semi-finished materials (e.g. sheet metal) must be procured by the developing

countries for their metallurgical industry from suitable foreign collaborators.

Semi-~-finished parts -

92. The manufacture of semiifinished parts (e.g. gre; and steel castings,
light metal and aluminium castings, malleable and dye castings, forgings etc,)
is part of the matallurgical industr&, However, the machined vehicle part

is so dependent on the semi-finished part that know-how for its production
should be obtained from the vehicle licenser himself. Cemi-finished compo-
nents are made in a separate factofy connected with the car factory and other
buyers of castings and forgings, e.g. the railway and other local industries.

The technology should correspond to the recuirements of the market as a whole,

Finished goods

93. The technology for the manufacture of finished goods is usually not
directly under the control of the vehicle licenser, but it is in the possession




/40,1370
Page 3}

of his own suppliers. The only effective method by which the suppliers can
be collectively brought to give this know-low is via the automotive licenser,

who is one of their moet important customers.

94. Specific problems may arise it a country has a number of different firms
licensing the production of ‘rucks, tractors and pasgenger cars. For exauple,
these vehicles may have clectrical components manufactured by different firms,
e.g. lLucas, Bosch, !larelli and Tendix. Liectrical ecuipment would then have
to be produced in a small market wider four different licences, unless the
licensee can combine them or one of the licensers m-difies his equipment for
use in all vehicles, The wvehicloe licensers must approve such measures and
may have to help modify their car to use a different make of electrical equip-
ment from the one thev purchase »n their home market. This could create an
awkward situation between the automotive manufacturers and their supplierg,
who may be reluctant to have a competitive article of ecuipment built into

& car which they have traditionally supplied at home.

95. Femsa, a company suppkying electrical components in Spain, has licence
agreements with Marelli, lucas and Bendix, among others, and supplies parts

to the Fiat, BIC (British Motor Corporation) and Citroen factories. Some of
its products are an ingenious adaptation of the various licences; for example,
the generator has been redesigned to be usable with slight alteraticns in

more than one make of vehicle. In this way, a certain degree of standardiza-
tion and rationale in economy of production is achieved without friction with

the car or electrical component licensers.

96. Those providing technology for the production of supplier articles Will
assist their counterparte in developing countries to retain the goodwill of
the vehicle licenser and prevent competitors from gaining access to him
through his overseas licensees  earn royalties, know-hov and dividends on
their capital which will be larger than the same returns at home; secure indi-
rect market access for some of their other products; and supply a limited
amount of components to the licensee until local production starts, although

this is less important.

97. However, the driving force in getting suppliers to establish licence
operations ,verseas is the pressure that is brought on them to do so by their

clients, the vehicle producer:, who have started licensing operations abroad.
Regulations ~ompelline v hicl - [ioons re to procurc mor: parts losally, ar n

conditing of dyin.- tusinese v the countr:y, mnke them cxert pressurc on their

supplicre to franamit krow-how oveorsoac.
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dewards
98. The main interests that laree international automotive corporations have

in operating in aevcloping countries arce described below.

Direct markcting of components

79. Llicensers wish to retain and extend their penetration in an important

markect or t» incrodure their products into an areca which can absorb s large
quantity of vehicles. Thoy realize that sales must principally take the form

of an export of parts to bo completed by the local industry, rather than the
simple cdeliver: of built-up vehicles. This reduces the volume of their de-
livery per unii but cnsures for tnem 1 lareer share of the market than for makers
delivering built-up units. Consequently, there is usually a considerable in-
crease in a firm's sales when it starts a licensing operation, in spite of the
decrease in parts supplied per unit of the products made under licence. This

it illustrated in {able 3 below.

Table }

Licensers' deliveries before and during
the tuild-up of a local industry

Imports  Assembly Manufactur: (actual) Last
Year 1 2 4 6 8 12
A. New registrationsé/ 6,000 64300 7,000 7,700 8,500 10,000
B, Number of suppiiers 30 4 2 2 2 2
C. Averrce share of
licenser (A 2 B) 200 1,600 3,500 3,800 4,200 5,000
D. Pecr cent of vehicle
cupplied by iLiccnser 100 80 60 40 30 10
W, ler cent T vehicle )
manuf actgyed by
licenser- 50 40 30 20 15 5

Averace volun> or
business handled by

the licenser (C = D) 200 1,280 2,100 1,520 1,260 500

Sales b7 thc licenser
of parts manufactured

by him (0 x 1) 100 640 1,050 760 630 250

o/ In aspecitic range of vehicles, assuming an increase of about 5 per cent
per vear,

2/ Assuming that approximately 50 per cent of the parts supplied by the
licenser are purchased by him from his suppliers.
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100. The parts and operations which arc initially handled locally bty the
licensec, arc of lcss intorest to the liccnser. He is more concurned with
increasing his salos of thosc mass-produced parts that have a long sctting-
up time, = short Licce-time and require oxpensive tooling, Heo will therofore
postponc the local manufactur: of parts such as Iaree bedy pancle., Although
this particular s1tuation 1s of Principnl advantaz. to the lieenser, 1t is
also beneficial to the licensce, as such pwrts produc. no dircct conflict of
intercst between licenscr wnd licensce,  Scat (Spnin) has wiscly postponed
locas manufacture »f body pancls for somc modcls of the cars made uncr Fiat
licence, Howcvor{ uropean ear liconsers complain that repeulatinons in [1an
dictatc that body pancls be made in the early stag:s of production. This will
reduce the licensers' inteorest in WIMOLIVE producti oo+ without any

benefit to Iran.

101. & licensing operation ensures a certain amount of sales for the licenser
and makcs his volume of business more predictablc, Some uropean firms do
15 per cent of their total business in salcs of componcnts and this often accounts

for half of thoir cxports.

102, Liccenscrs are Particularly interested in &Towing markets or those that pro-
vide access to still other markets through racial, commercial or political ties,
Yugoslavia has hcen 2ttractive to firms for the acccess 1t providcs to othor

East Europcan countrics.

Indirect markcting advantages

103. Licenscrs can often scll more of their other vchiclcs or products, ex-
cepting thosc made under licence, as a result of the access which they aequire

to thc markct in a country wherc they have a licensing operation.

Supply of cquipment and raw matorials

104. Liccnsers profit indircctly from their supplying of machine tools, spe~-
ial equipment and raw and seni-finighed materials to thuirp licenace. Most
automotive plants built under licence are equipped with machir:ry of the same
make as that used by their licenscr, Specinl t90ls, dycs and . - may be sup-
Plied by the licenscr's own tool shop, while ACCSBBOrics, raw naterials and
semi-finished parts come from his subsidiaries or A882c11.¢8. The licenser's
advantage is not necessarily only 1n direcct commissions from the suppliers who

get the business, but may also come from his influence and bargaining position
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with such firms. Fiat may woll oxpect such benefits from its supplying of
tquipment worth about Y3 100 million for produstion of tho Piat 124 in the

'mion of Soviet Socinlist Kepublics.

International skills and 1mage

105. The skiils acquired 1n doing business oversoas have a propaganda value
that promotes sal.s =nd i1nternational recognition. It is no coincidence that
the large automotive corporations are now subdivided into those having an
international l.:ensine organizetion (firms with up to 40 different licensees
throughout the world) and those having nonc. The latter are, of course, having

difficulty in retaining their cxport busincss.

Royaltices and fcees

106. Th. royaltics and licence and know-how fo.s paid by tho licetsecs help

to meet tho growing costs of technological research and product development
now faced by most automotive firms., It is essential that the licenser be
adequately compensated by such fees if he is to cover the expenses of trans-
mitting his know-how and still retain a portion of the fees a8 a contributionm

towards devclapment and research cxpenses.

Obligations

107. Automotive corporations must ofton undergo certain changes and make certain
sacrifices for the sake of their liconsees. For instance, the licenser should
develop the ability to transmit know-how successfully through capable officers
experienccd with the problems in developing countries and the special approach
required. e should also simplfy documents sent to developing countries, but

at the same time cnsure that appropriate information 1s given. The licenser
should sclect c¢fficicnt and energetic oxecutives from his own plant to assist

the licensce and to train local technicians »n the jobr untit they are proficient.

108. Another of the licenser's obligations 1s to adjust his own svstem at home
to makc it suitable to a lizensing operation which involves the economical
packing and shipment of car parts all over the world. He should bear in mind
the problems that will be experienced by his licensce in the case of short

shipments or damagcs during transport.

109. The licenser should invest in overscas manufacturing ventures that are

economically sound, cven if this means depriving his own projects of part of

their rcsources. Thig may cntail an asscssment of the priority of safe but
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narginally profitable Projcets nt homc versus overeeas investments., Theo lattor
arc morec risky but providc marketing privileg:s and ¢an be more profitable. In
addition, the licenser should bwy parts from his own subsidiarics to make up

partially or totally for Stipments to them. e must APProach th. probioms that
arise from such trangactions -5 g “vroproblems, as thia tvpe of compromise is

an cescntial snics ¢ a),

110, The licensor should cxpand cffarts and regiurces tn help his licensoes in
exporting parts of vchicl-s, althouch this wlll place an additional burden on

his own markcting and sorvieing srganizations, He should also usc his influence

to persuadc his Suppliers tn begein liecnsing operations abronad,
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VI CONCLUCIONS

111. A country must have a suitable industrial background and demand for
vehicles before it starts to set up an automotive industry. The local author-
ities should then decide how many factories are to be set up to make vehicles,
and select the appropriate types and models, the production capacity, the
extent of incorporation of local parts and the licensers most suited to assist
the industry. local authorities must be prepared to give adequate support to

the industry throughout its relatively long start-up period.

112. Automotive corporations should not allow competition among themselves to
lead to the establishment of too many small factories in a country with a
limited market. However, primary respornsibility for preventing uneconomic

duplication lies with the authorities in the developing countries,

113. Generally, the industry should be built up gradually and should progress

through the following phases:

(a) Assembly of imported componentsj

(b) Manufacture of parts from imported materiale, initially for buses
and trucks, later for tractors, and ultimately for passenger cars;

(¢) Purchace of components and materials from local factories to replace
imports;

(d) Exchange of parts with the licenser;
(e) Exchange of parts with other licensees:
(f) Sharing of export markets with the licenser;

(g) Prodirtion of certain vehicles exclusively for the licenser's home
demand and world market:

(h) Membership in an international group of licensees guided by the
licenser and assisted in marketing and design by him,
114. International automotive corporations can play a leading role in this

development by:

(a) Providing production know-how and assistance in design, and by
establishing cost and inventory control systems;

(b) Assisting in management and the training of supervisors and workers,
and inducing their suppliers to do the same for their counterparts
in developing countries:

(¢) Helping the licensee overcome problems of scale and foreign exchange
limitations by providing export opportunities through their world-wide
organizations:
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(a) Indicating the best use of available foreign currency;

(e) Participating in financing.

115. Some of the large car-producers are interested in setting up manufacturing
subsidiaries in developins countries in order to increase their share of the
market in these countries. Tiey are encoura.ed by the prigress made ia
countries such 2s Brazil, Spain ard Yugoslavia. In exchange for their efforts
they expect speci»l marketing advantages: profite from supplying eaquipment and
raw material through their subsidiaries, associntes and suppliers; nd royal-

ties and know-how fees that are greater than their expenses.









