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Reinventing the wheel for new consumers
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he Auto Shanghai 2013, which runs
from April 21-29, is probably the
highest profile event for the global
automotive industry. It has the
largest number of exhibitors, the most new
model and concept introductions, extensive
media coverage and over 800,000 expected
visitors.
It’s a “major” event in the largest market,
where all automotive players are focused
and competing for their share. Through
all the glitz, glitter and glamour, this
event provides a valuable snapshot into
each company’s innovation prowess and
distinguishes those moving forward from
those standing still or falling back. Let’s
stop for a moment and look at the concept
of innovation. It is sometimes confused
with invention, but the Latin roots of these
words clearly make a distinction.
Many times, governments and companies
seek significant breakthroughs by looking
to their research and development centers
for solutions. These are certainly key to
discovering new technologies, advanced
materials and applications. However, inventions may actually have no value or use, nor
deliver results.
China, which is confronting issues such
as pollution, congestion, and per-capita income differentials, recognizes the profound
impact innovation can have on society and
has made it a high priority.
Successful companies innovate continuously, relentlessly. It’s the culmination
of taking calculated risks based on data,
ingenuity and governance. Innovation is
part of their overall corporate DNA. People
are encouraged to try new ideas without
fear of failure. Equally important, there
is a governance mechanism to quickly cut

off failed directions and preserve valuable
resources. These failed attempts do not diminish the innovative spirit; they actually
provide learning and make these companies stronger.
Innovation is not the pursuit of a single
stroke of genius, but rather a strategic effort
to address a significant issue. Innovation is
not reliant on an individual or restricted
to those in a lab, but rather a process that
harnesses the collective efforts of an organization in a purposeful manner.
Companies without innovation embedded in their corporate souls cannot lead or
sometimes even survive. As market conditions and regulatory policies change, those
companies struggle to quickly adapt or be
resourceful.
Let’s apply this thinking to the automotive sector in China, which has experienced
remarkable growth in the past decade.

Challenging and competitive
Current indicators suggest that this current decade will be much more challenging
and competitive. It is times like these when
companies and management teams are
tested to see if they can navigate through
the uncertainty and volatility to deliver
positive performance. Innovation is core to
their success, let alone survival.
Often innovation is born out of unique
dynamics and necessity. China is certainly
fertile ground in this respect. A recent Organization for Economic Cooperation and
Development report noted that China will
become the largest economy by 2016. This
will mark the first time in world history
that the largest economy does not also have
the highest per-capita income.

This unprecedented situation will have
a significant and lasting impact on the automotive industry. For the past 50 years or
so, the automotive industry was essentially
focused on developing and engineering vehicles and services for those at the top of
the global economic ladder. However, with
about 85 percent of automotive growth in
emerging markets, according to PwC Autofacts forecast, China finds itself in a unique
and enviable position.
China has enormous scale to leverage
in the design, development, and engineering and financing a product and service
solution that meets this lower economic
parameter, without sacrificing safety, efficiency and sustainability. Such a solution
would unlock enormous value in China
and, perhaps, in the new developing and
emerging markets.
China also has a unique joint venture
structural dynamic that can stoke new
ideas, processes, materials and products.
Innovation is about constructive collaboration and relies upon diverse areas of
expertise along the automotive value chain.
Thus, the joint venture format in China
provides a very special environment to leverage know-how, develop new solutions
and co-invest.
Innovation cannot be attained through
imitation. This approach actually hinders
advancement, holds back collaboration,
creates collateral damage and, most of all,
undermines credibility and trust.
These types of activities ultimately do not
benefit the company, the consumer or the
society because they don’t push the edge
out, close gaps, build lasting relationships
or actually challenge others. Simply stated,
innovation creates their future.
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he Year of the Snake will be a year
of decision-making for carmakers
in China. They have to determine
how and where to expand their
networks, which will require wisdom as
wily as a snake. The general weakness of
the economy in 2012 led to a lower-thanexpected demand for cars and forced auto
original equipment manufacturers (OEMs)
to react. In China, OEMs usually didn’t want
to reduce production quickly and, therefore, accepted high inventories. They also
kept sales targets for dealers and did not
reduce deliveries to them.
By June, dealers’ average inventories
stood at almost 60 days, well above the
danger zone that starts at 45 days. The
dealers had to reduce those inventories by
offering significant discounts. While both
production and sales looked good for 2012,
the OEMs will have to pay the price by carrying unsold inventory and price erosion
into this new year.
In 2012, passenger car production grew
by 8.2 percent, while sales rose 9.4 percent.
Since October, sales plus exports have been
higher than production. In the last two
months of 2012, the OEMs reduced inventory significantly, especially after dealers
managed to bring their average inventory
down to 40 days with heavy discounting.
In February 2013, however, production
was almost as high as sales, although the
OEMs still carry about 230,000 units of
inventory on their own and should try to
reduce it.
Dealer inventory also rose again to 57
days. This could be the first sign of a repeat

of last year’s price war. Currently, there are
few discounts in the market. We will know
more once the April figures start rolling
in.
In 2012, Audi has the highest average
sales per dealer at 1,100 cars. Audis are
sold by two sales organizations: FAW-VWAudi, with 299 dealers, and Volkswagen of
China for imported cars, with 50 dealers.
This number reflects the import rate for
Audi at 20 percent. BMW has one sales organization: Brilliance-BMW, with 346 dealers
selling 940 vehicles on average.
Daimler has an average of 410 cars per
dealer. The company established two sales
organizations: Beijing Benz, with 211 dealers, and Mercedes of China for imported
cars, with 263 dealers. The percentage of
imported cars for Daimler is about 50 percent of sales. Last year Daimler decided to
merge the two organizations.

Costal regions
Looking at the density of dealerships on
a province level, all three OEMs have a high
number in Beijing and the coastal regions
of Guangdong, Zhejiang, Shanghai and Jiangsu. There, purchasing power is high, but
the OEMs are also facing restrictions that
have led to very intense competition.
In Beijing, registration is now limited to
240,000 cars a year; in Shanghai, 108,300;
and in Guangzhou, 120,000 cars. In the capital, the difference of dealerships between
Daimler and BMW is very high. Daimler has
60 dealers in Beijing, while BMW has 30.
Most probably, Daimler will have to reduce
its number of dealers there.

Other premium brands also are having
difficulty in Beijing — a market where once
more than 1 millions cars were registered
every year. On the other hand, all three
OEMs have to make an effort to establish
new dealerships in regions where the purchasing power is increasing.
For VW, General Motors, Ford, Toyota,
Honda and Hyundai, the target provinces
are also along the eastern coastal region.
But Beijing and Shanghai don’t play such a
dominant role. On the other hand, the move
to inland provinces, like Hebei, Sichuan and
Henan, is already obvious.
With respect to sales per dealer, Hyundai
is leading with 1,330 cars, followed by VW,
GM, Toyota and Ford. Honda is at the bottom of the league, with 670 sold cars per
dealer. The problem for Honda could be
the very high number of dealers in Guangdong Province, who were hit by registration
restrictions imposed in the capital Guangzhou. In total numbers, VW is leading with
1,670 dealers, followed by GM with 1,570.
Ford has only 500.
For VW and Hyundai, because their sales
per dealer are high, there is more room
for more dealerships. However, VW has the
problem that identical cars, like the new
Jetta, new Santana and Skoda Rapid, are
sold by different sales organizations. In the
past, there was not much overlap of those
organizations.
As competition rises, the big enemy of a
VW dealer could be the other sales organizations. Ford does not have this problem,
but has to find more dealers to expand its
network because its sales are increasing.

