Reasons which led to the difficult period in the automobile industry
PURPOSE OF THE REPORT
The years 2008 to 2010 will be remembered by the global automobile industry as a very difficult period. After years of strong growth, the magnitude and extent of the crisis caught most off guard, resulting in much devastation across the board. There were a number of reasons which led to the crisis and they will be explored in this report. Also, it will highlight the strategies employed by the industry to overcome the problem, with a focus on Honda Motors.

LIMITATIONS OF THE REPORT

No research is perfect as each will contain some inherent flaws. In this case, it is the exclusive reliance on secondary data. Primary data would have enabled the collection of better information and allowed for better analysis. However, due to time and budgetary constraints, the researcher had to be content with secondary data.

SCOPE OF THE REPORT

The report has the following scope:

To critically evaluate the automobile industry in the years 2007 to 2010

To perform a comparative analysis of the strategies used by the major automobile manufacturers in overcoming the crisis

To critically review the leadership style practiced by the major automobile manufacturers

To estimate the extent to which the automobile industry applies corporate social responsibility

BRIEF OVERVIEW OF THE GLOBAL AUTOMOBILE INDUSTRY

The global automobile industry is extremely competitive. In some markets, there are so many players that they are at the point of near saturation. Virtually all market demographics are represented from small mini vehicles to sports utility vehicles to luxury cars. While the global industry is dominated by major companies like Toyota, General Motors and Ford, there are domestic firms that cater to largely local markets, for example in China and India. This industry is extremely capital intensive and prone to the effects of instabilities in the raw materials and fuel markets. To survive, an automaker needs to achieve competitive advantage by positioning itself in a manner that attracts a loyal market.

Question 1 A

Business level vs corporate level

An organization's core competencies should be focused on satisfying customer needs or preferences in order to achieve above average returns (Asaf, 2004). This is done through Business-level strategies. Business level strategies detail actions taken to provide value to customers and gain a competitive advantage by exploiting core competencies in specific, individual product or service markets. Business-level strategy is concerned with a firm's position in an industry, relative to competitors and to the five forces of competition.

Corporate level strategy is made up of strategic plans at the highest organization and corporate level (David, 2009). It involves portfolio analysis, diversification and primary structure. It is not confined to one particular area – marketing, personnel, production/operational and financial implications are all taken into consideration. It is primarily concerned with the determination of ends such as what business or businesses the firm is in or should be in and how integrated these businesses should be with one another. It covers a longer time period and has a wider scope than the other levels of strategic planning.

Honda was not usual in already creating the industrial model when it is in the automobile industry. Since the founder found Honda in 1948, it became the world biggest manufacturer of motorcycle, on the basis of a strategy which focused on product innovation and production flexibility and on the multiple production of products which had in effect brought to the opening of new market segments.

The main issue that made Honda successful is the strategy. Honda had to understand what markets to enter, how to position their products in the markets, how to build strong relationship among dealers and component manufacturers. The subject of strategy analyses the firm’s relationship with its environment, and a business strategy is a scheme for handling such relationships. Such a scheme might implicit or emergent. This Honda strategy is a sequence of combined events which results to a coherent pattern of business behavior.

Question 1 B

Conventional Western literature on strategic management asserts that there is a process called ‘reconciling dichotomies’ which is imbued in all aspects of strategic management. Supposedly, this is evident in the buyer supplier relationship, business strategy, the organization of work and even product development. Accordingly, this results in a tradeoff between two competing forces, and that management has to choose one of two mutually exclusive options. In other words, management cannot have its cake and eat it. Concessions have to be made or reconciled. Yet, Honda seems to flout this conventional belief as can be seen in one aspect of its dichotomies, that is the ‘product related core competencies versus process related core capabilities’.

First, let us define what is meant by ‘core competencies’. According to Porter (1990), a core competency is a well performed internal capability that is essential to a firm’s strategy, competitiveness and profitability. At Honda, there are a number of product related core competencies. Chief amongst them is the development of the compound vortex controlled combustion (CVCC) engines (first for motorbikes then cars) which is the major engineering breakthrough that propelled the company to success. Western automakers concede that there is a tradeoff between the various pollutants from internal combustion engines. The conventional wisdom was that trying to reduce one pollutant invariably led to an increase in another. Honda had the brilliant idea of adding another process to clean up the pollutants after combustion, thus leading to superior engine performance.

The success of the engine is not just superior engineering but that it can be used to empower a wide range of products. Honda demonstrates the power of being able to marry the mental process of technology research and the philosophy behind product design. Indeed, successful reconciliation of dichotomies is evident in the design and technology found in Honda products and these contribute to instant and enduring competitive advantage for the firm.

The process related core competency that is prevalent in Honda is the sheer speed in reducing new product development time which is the object of admiration and perhaps envy among its competitors. Most Western car makers take approximately five or more years to launch a new car model and even rival Japanese firms take around three to four years. However, Honda is able to accomplish this feat in an astounding two years. This is accomplished using a two pronged approach. The first is the organizational approach to product development led by SED teams. SED teams work on proposals from start to finish. The second approach is through the firm’s specific model replacement system. This is more than mere window dressing of preexisting models as the company systematically replaces all parts of its models after four years. This results in a smoother transition from one model to another and is termed the ‘iterative’ model approach.

Behind Honda’s success at reconciling dichotomies is its philosophy which emphasizes ‘right first time’ or ‘build in quality’ (Lynch, 2006). Honda does not accept conventional wisdom and constantly challenges accepted norms in pushing the boundaries of the automobile industry. By getting things right the first time, the company is able to reduce wastage and obsolescence while keeping production costs lower and at the same time not compromising on quality.

Question 2

Merger and Acquisition

Introduction

A company can grow in many ways. Growth can occur organically meaning that the company achieves strong sales for an extended period (Greenwald & Kahn, 2005). However, this is a generally a slow and gradual process as it may take years to bear fruit. Otherwise, a company can choose a faster alternative through acquisitions. Acquisitions are the incorporation of one firm into another through a stock purchase, cash or the issuance of debt.

Analysis

Too much debt and the risk of bankruptcy is a major factor that must be considered before a firm decides to take over another company.

There are a number of reasons to prompt the acquisition of a firm. The first reason is that it is a means of obtaining valuable resources that can help an organization expand its product offerings and services (O’Donovan, 2002). These resources can be in many forms such as technology, human resources or access to raw materials. Secondly, acquisitions provide the opportunity for firms to attain the three bases of synergy, which are leveraging core competencies, sharing activities and building market power (O’Donovan, 2002). Thirdly, acquisitions can lead to consolidation within an industry and can force other players to merge. There are numerous benefits to this such as cost savings, and greater research and development possibilities. Finally, acquisitions are a good way to enter new market segments (Sharma, 1999). A failure to achieve the desired effect from mergers and acquisitions put the corporation at risk of bankruptcy. On the other hand, if the company finances its acquisitions through debt, then the debt needs to be serviced. Interest needs to be paid and if the merger is unprofitable and the acquirer ends up paying for sustained losses, it could erode the overall profitability of the corporation. This diverts cash flow to the loss making subsidiary and the parent company may experience problems servicing its debt.

b) Synergy, in general, may be defined as two or more agents working together to produce a result not obtainable by any of the agents independently. We will take a look at an example below to show the product synergy in the global automobile industry.

In 1996, Proton acquired Lotus technology from ACBN Holdings, which was controlled by the owner of Bugatti (Proton, 2010). As a result, Proton has obtained an extra source of engineering and automotive expertise. This contributed to the production of Proton Gen-2 which was intended to replace the Wira model. Proton opened its new manufacturing plant in Tanjung Malim in 2004, which is part of a much larger development project called Proton City. It was here that the new Gen-2 was manufactured. Tanjung Malim is also the manufacturing plant for Proton’s answer to Perodua, the Proton Savvy. These models seemed promising to the extent that MG Rover was contemplating revamping them when the British firm began collaboration talks with Proton (Proton 2006 Annual Report). However these joint-venture talks were unsuccessful and MG Rover later collapsed.

Over the years, Proton has been the subject of controversy. Chief amongst them have been the purchase and sale of MV Agusta for 1 Euro, its problems in establishing good strategic alliances and matters concerning the quality of its cars. These problems have negatively impacted the company’s share price and have eroded investors’ confidence in the ability of the management to run the company well.

C) There are two views on Honda’s achievement in the U.S. market. In one, Honda’s strategy was an archetype of Japanese penetration of Western markets. The aggressive pursuit of domestic volume established a low-cost base for expansion overseas. This was the conclusion of a Boston Consulting Group study for the British government. A rather different account was given by Richard Pascale, who went to Tokyo to interview the elderly Japanese who had brought the first Honda machines to the United States. As they recalled it, Honda had aimed to secure a modest share of the established US motor-cycle market.

In Europe, by contrast, Honda’s strategy required few resources. There were persistent problems in Europe. Honda found it difficult to understand the subtle differences among European markets. Further, unlike their American counterparts, European competitors already offered high-quality, small, and low cost products.

Rover entered into collaboration with Honda in order to secure new model designs and engineering capabilities without which it could no longer survive. Honda’s main interest in the collaboration was more offensive, seeing Rover as providing a bridge into the European market. Moreover an alliance which starts off with basically defensive intentions can become offensive in nature if successful in the market.

The latter is an alliance in which each partner has expertise, skill of which is of value to the other, information, an example of General Motors cooperation with Toyota on lean production manufacturing in the USA which benefited the latter’s access to the American market.

Question 3

Brief Introduction

According to a famous report by the World Business Council for Sustainable Development, corporate social responsibility is defined as “the continuing commitment by business to behave ethically and contribute to economic development while improving the quality of life of the workforce and their families as well as of the local community and society at large”. In recent years, more and more companies have incorporated corporate social responsibility as part of their activities as evidenced in their annual reports. But why have companies jumped on the CSR bandwagon? Is it due to noble reasons or is it grounded on business strategy?

Analysis

The legitimacy theory postulates that organizations consistently strive to ensure that they operate within the boundaries and norms of acceptable societal behavior so that outsiders will consider their activities as legitimate (Deegan, 2000). Organizations are endowed with ‘legitimacy’ as long as their activities are congruent with the goals of societal expectations encompassing economic, environmental and social issues (Parsons, 1960). In other words, there exists an unwritten social contract between corporations and society. A breach of this social contract results in sanctions forced upon it by society (Deegan & Rankin, 1996). This may occur in the form of legal ramifications, curtailment of financial and human resources and an overall reduced demand for the goods and services produced by the company. Therefore, a company must endeavour to legitimize its operations in the public’s eye, and how this is done is through CSR. Empirical evidence in support of this theory is amply found in the petroleum industry where numerous oil spills and accidents have prompted major oil companies to embark on CSR to improve their image (Deegan et al, 2002).

Legitimizing a corporation’s activities through CSR is performed in one of two ways depending on circumstances. The first method is being reactive in which the corporation actually changes its behavior and discloses this to the relevant public to inform and educate them in order for the corporation to maintain or regain legitimacy. For instance, a bank or an insurance company embarks on a community development program that it has never done before and wishes to inform this to the public through corporate disclosure. The second method is by being proactive. Instead of modifying a company’s behavior after an untoward incident, the company seeks to change or manipulate the definition of legitimacy or social expectations to suit the existing behavior. For instance, all American oil companies have provided more disclosure in their annual reports after the Exxon-Valdez Alaskan oil spill, even though the incident affected only one company.

The automobile has many reasons to want to legitimize its activities. Through the years, it has been accused of various wrongdoings, such as rampant pollution caused by environmentally unfriendly vehicles, environmental degradation from sourcing raw materials like metal, and lack of concern about the safety and well being of the public by producing shoddy automobiles that are accident prone. Even though a majority of the global community views the automobile industry in a positive light, such bad press can inevitably affect the industry’s reputation. Therefore, the industry is beginning to aggressively clean up its image in a bid to shore up legitimacy for its activities.

There are many ways in which a company can perform CSR. For instance, it can donate money to charitable institutions, conduct outreach programs with the community or have activities that promote a positive image of the company to the public. In short, a company’s CSR activities are only limited by its creativity. Ford, Toyota and General Motors have all done many CSR activities over the years and proudly showcase them in their websites and annual reports. This may be done perhaps to legitimize the companies to the public.

The Future of CSR

The future of CSR looks very bright. Whether a firm does it for the good of the community or as a public relations exercise is beside the point. What is more important is that firms are making concerted efforts to give back to the community. For too long, businesses have assumed that their sole purpose is to make profits for shareholders. Now they realize that there is more to a business than just doing business. Many automobile companies are doing CSR. One only needs to flip through their annual reports to see proof of this. This is a trend that is expected to continue with greater zeal in the future.

Question 4

Brief Description

Leadership is the process of influencing others to achieve organizational goals. Strategic leadership refers to leadership that is harnessed to achieve strategic goals of the organization. While there may be many models of strategic leadership, management literature has identified two main models. The first is the Western model whilst the second is termed the Japanese model. Each has its distinct characteristics as well as strengths and weaknesses.

Analysis

It can be said that the Western and Japanese strategic models are in many respects the complete opposite of each other. The Western model was largely created in America, particularly by the pioneering auto maker Henry Ford. Also known as the Fordist model, it places great emphasis on standardization and mass production. On the other hand, the Japanese model operates on a leaner management force and is more flexible to changes, an approach sometimes referred to as Post-Fordist.

Work processes are also designed differently under both approaches. Scientific management is an approach that places an emphasis on the scientific study of work methods so that worker efficiency can be improved, and one of its pioneers was Frederick Taylor. The Taylorist method, which is adopted in the West carefully chooses workers and trains them to perform the job by using the appropriately developed scientific method. Work responsibility is split so that management is responsible for planning work methods using scientific principles whereas employees are responsible for carrying out the work as instructed. Japanese strategic management dispenses with this thinking and workers are polyvalent, capable of making their own decisions and operating with far greater autonomy.

Both strategic models also differ in terms of production approach. Mass production is the hallmark of the Western approach in which there are large production lots. Production is also catered to ‘just in case’ and goods are pushed on to the customer instead of being made to suit customer demand. On the other hand, the Japanese have refined the just in time system of production and the adoption of the pull system. This system eliminates unnecessary inventories and reduces the risk of obsolescence.

The organizational structures are also different for both approaches. Western organizations have a vertical organization structure while Japanese firms are flatter and more horizontal. Western employees exert greater individualism whilst Japanese employees show greater collectivism. Western companies are more aggressive and use the ‘hire and fire’ approach. In contrast, Japanese firms take pride in providing employment for life.

The Future

In my opinion, the Japanese strategic management model is superior to the Western model. The Japanese model has enabled the country to grow very quickly in a few short decades. In addition, this approach is better for Malaysia as it is more appropriate in an Asian context. Indeed, many Asian success stories have emulated the Japanese model which shows that it works and is applicable. With Asia poised to overtake the West in the coming decades, we will see greater prominence of Asian strategic management models as Asians will become more confident in creating strategies for themselves.

CONCLUSION

The recent automobile crisis has been devastating for the industry. Yet, we should look at the silver lining. The crisis was a form of ‘creative destruction’ where inefficient management styles, poor production and marketing methods and lack of customer preference all suffered for past mistakes. As a result, those that survived, such as Honda, were forced to reinvent themselves. It is said that what does not kill you only makes you stronger and this is true for the automobile industry. Those that performed poorly perished, while the strong survived in better shape to weather future challenges.
