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Over-Supply and
Manufacturing Localization

Maria Emilia Garbelli’

1. Over-Supply and Localization Choices

The highly intense competition businesses haveate in many of today’s
markets is due to the complex interaction of maagtdrs: over-supply(the
proliferation of brands and products, way beyonthaed absorption potential),
the importance of tinfein manufacturing processes and in satisfying detnan
globalisation processes and environment instab({etyd the ensuing business
instability).

Businesses confronted with this complexity find nevays to face the
manufacturing problem, and hence its relationshigh wtime and space
(manufacturing localization). The existence of nessk dominated by the
mechanisms typical of over-supply stimulates busses to search for
manufacturing solutions that can combine manufagutime requirements (the
need to reduce the action-reaction times relatedetmand requirements) with
spatial requirements (the importance of controllihg areas deemed important
for success in certain countries with strategic miacturing units). Businesses
appear to be responding to these requirements ghreomplex mechanisms
aimed at developing the competitive relationshighee ‘individually’ or in
association with other businesses, such as suppl@istributors, or even
competitors.

Businesses meaning to face the competitive struggide keeping an
‘individual’ form often go through a radical re-tiking of their ‘role’ and their
organisation, and through the massive recoursait®oarcing strategies. Hence
internal business skills undergo a progressive agolu until only the so-called
‘core business’ remains under its strict and solgrol.

On the contrary, facing competition by associatiitp other businesses means
activating intense mutually advantageous relatigssin which two or more
companies give up the absolute control they preshoenjoyed over certain
spheres to ‘share’ and exploit the synergy they alile to generate by their
association. In this situation, competition follodifferent rules.

" Lecturer in Management, University of Milan-Bicacc

Edited by ISTEI - Istituto di Economia d'Impresa
Universita degli Studi di Milano-Bicocca



© SYMPHONYA Emerging Issues in Management, n. D20
www.unimib.it/symphonya

o For example, in the graphics industry ‘...the rold o
international cooperation is increasing... With inasing
complexity in products and services (and the relatalue added
processes), traditional competition between comgmrhas been
replaced by a situation in which competition takdsce between
value added chains and competing networks. Comjetit
advantage can be obtained through integrating adstristive
functions and going beyond the limits of the irdinal businesses
(customers, producers and suppliets)’

Manufacturing localization in over-supply markedghus a particularly complex
problem for which the solution is not easily idéable. The starting point is the set
of principles on which a localization choice is allyibased (proximity to the outlet
and supply markets, state-related incentives,. déojvever, such a choice cannot
be made without taking several additional factote account — from the unsold
goods problem (that part of manufactured volumeatsbrbed by demaridp the
above-mentioned cooperation between companies raathazing the markets in
which the company intends to be present.

Manufacturing localization in an over-supply sifoat is obviously very
different from localization characterizing mark@tswhich demand is markedly
higher than manufacturing capacity. Indeed, in ear@ty economy situation,
manufacturing is naturally localized near the searof supply, energy resources
and raw materials that are crucial for the compamycraftsman manufacturing,
the prevalent business model in an undersupphatsitu is where the business
concentrates its efforts on manufacturing and ptapacity development. It is
thus driven towards elementary manufacturing laedilbn choices, namely, dual
proximity to supply and markets.

The business considered as a ‘living systeralies mainly on its ability to
respond to external stimuli to survive and acquoenpetitive advantage. It is
therefore of paramount importance to understandeth@ronment it relates to,
the main environment features and the threats ppdrtunities it conceals.

In this sense, a business operating in scarcityaog markets is driven to static
localization mainly by the need to be close to gneesources. This static nature is
based on the behavioural stability of both demamtl @mpetition. Such stability
favours localization choices based on a few largaufacturing units and thus
determines sizable fixed costs that can only berabks in the long term. On the
other hand, a business competing in over-supphkesmmust be able to quickly
change manufacturing localization choices if thieran advantage in doing so (if
particularly favourable conditions appear in diffietr locations — either in the same
country or otherwise), thus pursuing dynamic |lazglon policies.

2. Static Localization

2.1 Focus on Manufacturing

‘Static localization’ is the manufacturing localia strategy adopted mainly
by businesses for which the demand and compettiioriext does not appear to
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be likely to change in the short term. Producensgusraftsman-type processes as
a business strategy and/or companies in which #eufacturing function is the
most important aspect usually dominate such anremvient. Product volumes
are constrained by plant manufacturing capacitytter processes involved and
the skill level of the workforce employed. In padiar, in the case of craftsman
processes, manufacturing is characterized by loagufacturing times on the
one hand, and a high degree of flexibility on ttieeo. Supply is definitely lower
than the volumes and variety requested by demalhel.cfaftsman-businessman
is aware of the size of the unsatisfied potentiatkat and concentrates his efforts
on the manufacturing function in endeavouring toréase and improve supply.
The effort to optimise time and resources stimslahe search for efficient plant
and machinery and for the best use of the workforce

o The automotive industry probably provides the Jxestvn
example of a rapid series of changes involving nfesturing.
Innovation brought to the organization of work aresources on
the assembly line, as postulated by Tdyldurned out to be
essential for the success of Ford (whose competitvantage was
based precisely on Taylor's specialization and aomifity of
manufacturing) in the manufacture of the famousdiloT’. The
guantities produced increased and prices fell (&g from
economies of scale).

Competitive advantage based on manufacturing wabéitnphasizes the
efficiency of tools and machinery, the principleemfonomies in the purchasing
and use of raw materials and other resources,rendxplicit pursuit of théaw of
experiencefor the implementation of processes. With the dewelent of mass
manufacturing, large quantities of identical gobgsome available at moderate
cost (and price) and at remarkably shorter leaddicompared to craftsman-style
manufacturing.

The context in which mass producers operate isaclenized by a level of
demand that is much higher than the capacity oplsuip produce (D>S). This
condition is a source of certainty in planning aotieduling: what is offered to
potential purchasers will not remain unsold. Thesibess depends on an
environment that appears ‘stable’ to varying degiré¢either competition nor
demand is subject to events that can completedy #ie business organisation in
the short term for which the business would neeabiapt quickly.

Environment stability and the presence of broadigatisfied demand induce a
business to organize itself around manufacturingdeg as this is the critical
business function. When the environment is stable most ‘problematic’
function for a business is indeed manufacturinge thther functions are
developed on the basis of this function. The waddoemployed does not
possess an in-depth knowledge of machinery operatiw of the process as a
whole, but performs repetitive, standardized wiofant and tool maintenance
and efficiency levels are entrusted to specialieetinicians.

During the first phases of mass manufacturing, demeemains largely
unsatisfied (D>S). The market has elementary neatig;h businesses satisfy
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with similarly simple products that are guarantdedbe sold. However, in
situations of greater competition induced by inseshmanufacturing capabilities
and an unstable equilibrium between demand and hsuiii’S), consumer
requirements become more precise and specific. @anyof total manufacturing
output is sold immediately, the rest remasefiable ‘able’ to be absorbed by the
market but at a different time. In such a contesinmercial activities become
more important - in turn complemented by marketiacfivities aimed at
stimulating product purchases from a specific comgpa

The need tcsell is inescapable for businesses. For a mass prodihncargh,
such a principle acquires new meaning: the necgssanetary return (in terms
of the profit needed for the business to be finalhciviable). However, it also
requires the business to facgeoblematic’ situation in which demand could be
won over and satisfied by the competition.

2.2 Priority: Standardizing to Minimize Cost

Mass manufacturing overcomes the weaknesses intsmiab-style
manufacturing and operates using processes thatireegnarkedly shorter
production times and produce less raw material @vesbrder to obtain products
at ever lower cost.

In particular, tools and machinery experience imimn dictated by
automation, and the whole manufacturing organisasdormed and focused on
such tools. At the same time, companies force werkewho in craftsman-style
businesses have the ‘knowledge’, the skills andatiibty necessary to make the
products (using simple, multi-functional tools)e-adapt to a new role. The role
Is of unskilled workers using machines to perfornpaticular phase in the
manufacturing process. Therefore, the worker idomger needed to be able to
perform all stages in the manufacturing processtand make the final product.
Workers specialize in the tasks entrusted to thedhl@arn a limited number of
tasks. ‘Knowledge’ stays within the process anddésigners behind it.

In mass manufacturing, a company is oriented tosvardinimizing
manufacturing cost, and manufacturing processesnamved in changing the
tools used (introduction of automation) and thekiance, whose productivity is
explained by the law of experiefic@herefore, a business focuses its attention on
manufacturing costs as they represent the maimrfactdetermining price but
also introduce elements of rigidity in manufactgfinThis lack of flexibility is
related to the high departmentalisation of procgsse which each individual
operation is optimised and specialized (not as aess In itself, but in the
context of the whole system) and put under a w&sleantrol. The worker lacks
specific technical knowledge about the processher groduct but is able to
perform specific, limited tasks optimally. Procesggdity is reflected in products
characterized by the strong generic connotatictheif use®.

2.3 Long-term Manufacturing Localization Choices
Manufacturing localization is a long-term choicea f@ business in a stable

environment'. The choice of initial business location is notriical problem,
especially for small or very small businesses. Besses emerge where the
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craftsman-businessman lives and manufacturing ressiare available. Demand
must satisfy his primary ne€dsind he is willing to move to reach that goal. The
business is successful especially if it concerdraie development in the same
place (for example requiring sufficient physicaase, availability of workforce,
etc.).

In situations characterized by primary needs andntgul demand the
prevailing factor in localization is proximity tché source of supply, hence
ensuring low transportation costs and an assungplys(see Figure 1).

Figure 1: Localization Choices in Low-Demand Markets
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It is not advantageous for the business to operataore than one location.
Geographical splitting would first imply increas@s many business costs
(especially fixed costs, for example in acquiringlacating sites), and second,
the taking on board of non-negligible risks relatedanultiple locations. It would
therefore be an unjustifiable choice as the cleavalence of demand over
supply makes the work carried out at the only llocaiat which the business
operates both satisfactory and sufficiently prafiea

A mass producer faces a different market compagethé¢ craftsman-style
business: the relationships between supply and wiéraee tenser anselling is
the issue, with commercial and marketing activitedgng increasing importance.
Demand cannot be suitably satisfied by confiningppdy to a single site:
therefore it could be advantageous for the busiteeget closer to purchasers by
developing local distributors first, and then dmited manufacturing units. The
business no longer identifies its competitive adage only in terms of
manufacturing economies of scaénd experience,but aims its efforts at
obtaining new economies. Economies lofjistics are aimed at fixed cost
reduction through the use of more specialized tecles and tools for the
management of distance and relationships betweenbtlsiness and its co-
makers. Other economies acemmercial (e.g. the application of marketing
knowledge acquired in the original market in newrkats), and economies
related topurchasegby operating on a larger market — in terms of lethtorial
coverage and the level of demand to satisfy — thsiness requires more
resources and this allows it to obtain ever lowst prices from its suppliers)
Government-funded incentives (direct or indireagtsas infrastructure provided
to facilitate trading, supply to distributors andinging supply and demand
closer) become the main stimulus to splitting thusiibbess into manufacturing
units (strategic business units) (see Figure 2).

Static localization is related to a situation ofrke stability and lasting choices
for the business. The word ‘choice’ itself is asatad with an act for which the
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effects are not limited to the short term, but i@plstability over the long term
instead. It is important to stress, however, thathsstability does not imply
invariability or irreversibility in the choices madA business can change its
location choices but only in extraordinary circuamstes as the related cost is far
from negligible.

Figure 2: Localization Choices in Markets Characterized by staible
Equilibrium Between Supply and Demand
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3. Dynamic Localization
3.1 Focus on the Outlet Market

Businesses adopting dynamic localization strategy face a competitive
environment that is fundamentally different frone tanvironment that allows for
static localization. The change in the relationship bemsupply and demand
resulting from the development of mass (quantitg gariety) manufacturing is
of paramount importance.

Supply is far greater than what demand can abdddnufacturing capacity
increases with decreasing costs due to innovadoned at process optimisation.
Manufacturing is closely tied to the requirement fiexibility inspired by the
market in various ways. It evolves incessantly emeyate products that meet
demand needs in ever better ways at the most loaidiime, in the best way and
at the best cost. At the same time, if ‘first pasé’ demand is relatively limited,
the rate of return purchases of products, whicheheame to the end of their
useful lives, or complementary products is impdtrtan

Supply presents itself as a set of tangible andngible values, and the
purchaser’'s choice is determined more and morenolftg the presence of
accessory servicEs At the same time, the system of company intaegiblsuch
as brand equity, information systems and the aalpervading the organization
increases in importance.

Within a highly competitive context, communicatidrecomes a business
function of crucial importance in winning customefrem the competition.
Businesses research and categorise their custamesegments and concentrate
their communication activities on such segmentshiain their loyalty or just to
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persuade them to buy. Plenty of resources are tedem spreading — and
somehow popularising — the profile that characésrithe business identity and
permeates purchases of the product. Thus a prodwservice choice is not only
aimed at those using it, but also at communicapegsonal attitudes that the
purchaser wants to manifest to others.

Consider for example three watch brands, Cartialvi@ Klein and Swatch

o A Cartier customer is conscious of the self-imagat his
choice will convey: the image of a person with gjakving in
refined and discreet elegance. Calvin Klein stargeda clothing
brand that confers the status of a modern, selfident person on
its customers - people who are mindful of fashi@dhaut betraying
it. Watches with the same brand are targeted atocusrs wanting
to assert a strong, stable personality - peoplesabl impose their
own style. Finally Swatch, one of the icon brantithe new era,
represents every person’s freedom to identify Wwithself: you do
not need to find a style outside of yourself, yao freely choose
the watch to wear according to your mood - colouffar sports
and leisure time, serious and softer coloured whegiessionalism
needs to be emphasized.

In over-supply situations, the time factor comest @s important in
competition. Time-based competitiGni.e. the kind of competition that identifies
the crucial factor to achieve supremacy over coitgstas the management of
time, implies rapidity in understanding final cusier needs and responding to
them with a suitable offering. In this context, onan observe significant
compression in manufacturing timesne compressionthe time needed to reach
the market tfme to markétand the choice of timing for actiotinje valu¢ -
representing the basics of demand buBhles

3.2 Priority: Standardization and Variety

Businesses invest appreciable resources in seatpnipe plant and equipment
needed to face market requirements. The goal ofieacly large-scale
manufacturing derives from the need to obtain $icgmt economies of scale and
amortize large-scale investments rapidly. Howeveis introduces substantial
structural rigidity by reducing flexibility in these of resources in the business
activity characterizing the business. Geographication, size and level of
flexibility are important competitive factors thaiust oppose the natural build-up
of the causes behind operational rigidity.

In contexts characterized by instabilitparket-driver® businesses pursue a
double advantage: they assign a central role tokeharequirements while
showing open mindedness and a readiness to re#oe tmany rapid changes in
the context.

Businesses need manufacturing solutions targetagsarciating the advantages
of ‘standardized’ manufacturing with advantagest tidarive from flexible
manufacturing - thus combining internal needs coring manufacturing,
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research and development with external needs gathmr the business functions
concerned with market analysis. Manufacturing (agnat gradually achieving
cost economies) thus combines with marketing anghneonication to offer
variety at a lower cost. Indeed, the concept of ufecturing techniqu@
flexibility is reflected in the concept ofdriety’ in the range of products offered
to satisfy demand requirements that change ovee tamd no loyalty in the
purchases made.

With instability in the manufacturing environmetiie technological tools used
by businesses go though deep, extensive developrAatdmation introduces
new flexibility elements deemed necessary for dgwalent of manufacturing
processes. The information sphere undergoes disanti transformation, made
necessary by the growing importance of ‘knowleddgeéw tools enter the
business: for example the application of data comoations technology that
facilitates the gathering of information and therendhorough and complete
processing of data.

3.3 Short-Term Manufacturing Localization

Market instability is reflected in the manufactyisites, by quickly cancelling
out benefits derived from the adopted localizasotutions, and thus making it
difficult for businesses to make choices, thatadppting options that remain
valid and almost unchanged over the long term. dpygortunities and threats
emerging from instability in the global system ferbusinesses to develop
strategies appropriate to facing the ‘competitiymaimism’ resulting from the
presence of multi-business supply sources and tisenésses operating within
new spatial and temporal competitive relationsfiphe presence of multi-
business sources of supply leads to remarkablynsixte competition processes,
and to a high ‘death rate’ among competitors (tle@aker ones, whose offerings
are marginal with respect to the market, are throut).

The space-time relationships between companiescaloge: one-dimensional
spatial competition appears to lose relevance. #etyaof competitive forces in
the same geographic area can be found: local, natiand international
businesses. Increasing competition shortens deemaking times for
businesses, which must face fast-changing situsticand highlights the
iImportance of time as a factor in competitiimgé-based competition

The dynamic nature of competition is also emphasizg new consumption
models, and especially by ‘the tremendous physmability of people, the
widespread popular use of mass media and the tepmwibtained through net
‘surfing’, which taken together lead to a widesgkdanowledge of behaviours
and habits and the progressive standardizationhef mechanisms by which
preferences are formed... In concrete terms, newvians emerge based on
consumption trends unconstrained by geographic¢hleinces that thus facilitate
the progressive standardization of supgly’

Such remarks apply specifically to business marufag localization
choices. The relevant decisions are made with th&eness that an unstable
market does not allow for the implementation ofnglaonceived for the long-
term. Many business decisions are bound to be meddifter a short time. This
stresses the need to pursue a ‘new business oagjanizaimed at lightening the
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organisation while equipping it with flexibility @nthus increasing its ability to
adapt dynamically to external stimuli. Such reoigamon tends to emphasize
manufacturing elasticity, strong expansion in reseaand development and
selective perception of context variations. Bussessthat reorganize their
functions based on such arguments are better abigasp, and hence exploit
financially, the various opportunities offered byet market, including

localization.

Economic logic — directing the decentralized depsient of businesses in
international markets — induces businesses to mgmwamically in a worldwide
context to quickly seize on the advantages offdrgdlifferent locations. The
temporary advantage that makes a certain locatiore rappealing than another
induces businesses to create contacts with fineimstutions already operating
in the places where they intend to operate, orakamirect investments.

For businesses operating in an over-supply sitnatiee concept of localization
choiceis no longer right due to the temporary nature roftbaracterizing the
‘advantage’ associated to a certain place and treseguent propensity by
businesses to change the choices made. The expresbiantage evaluation
evokes ways of moving that are necessarily dynamistead, the concept of
choicesuggests a static propensity to maintain unchatigeedhoice made by the
business.

The choice of a given location assumes stabilityhef system as a given: the
commitment needed to adopt the choice requiresng tone to amortize the
costs. In this sense, localization becomesastraintto the development of a
business. Should the context and the forces opgrat it undergo a sudden
transformation, it would be difficult for a busirseto adapt to the new conditions
as a localization choice is supported by heavy stiments (for example the
purchase of the site where the manufacturing plarg<uilt and the purchase of
the machinery used in processes).

Conversely, in markets characterized by instabililysinesses tend to lighten
their organisation and free them up as much aslgedsom the constraints that
strongly limit the potential for action. Thereforanufacturing flexibility is not
the only solution able to provide businesses witl &bility to adapt, but is
complemented by the dynamic nature of how locabpais handled.

3.4 System of Relationships and Manufacturing Sites

Businesses in an over-supply situation thus facecpkarly intense competitive
situations. This fact means giving priority to mess solutions that let companies
face environment complexity and variability optitgaSuch solutions involve the
business as a whole, and in particular the sizBeobusiness, localization choices,
and the system of relationships with the outsidddvo

By modifying its organisation, a business aimsnataasing its competitiveness
in a market — dominated by over-supply — where lgigitense competition forces
it to undergo restructuring aimed at progressivelgcreasing fixed costs,
introducing information and communication techn@lo@CT) and adopting
flexible plant.
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A policy of fixed cost reduction - radically modifig the structure of business
costs - frees a business from the static charaotposed, for example, by
amortization periods and the financial burden.

Examples are the choice to rent rather than buyatea in which to place the
plants, or the choice to lease the equipment archmmary employed instead of
acquiring them. The reduction in fixed costs i®ammplemented by the search —
often performed worldwide — of the regions or cowst in which specific cost
categories appear more advantageous.

o In the computer, electronics and telecommunicaestors
many companies are ‘... hunting for places where labs cheap
to delocalise manufacturing plants... Take Hungarfteraseven
years of a profound presence in the country, tldaryiBM cut
3,700 jobs at its hard disk manufacturing plant3nékesfehérvar
with the goal of moving all manufacturing to Chinhilips is
about to do the same, according to persistent rus\au the local
pres$®. This happens in a country such as Hungary, where
multinational corporations own 90% of the manufactg sites.
Evidently such dynamism in localization is also mgwssible by
the adoption of lightweight organisation choiceattallow for the
compression of fixed costs.

The adoption of particularly flexible plants is @rs of the need to exploit
resources characterized by a high potential feradttive use.

o Among the most significant cases, Pirelli's MIRBtam
(Modular Integrated Robotized System) stands autisla ‘...
modular manufacturing system, extremely flexibld aompletely
robotized. The high degree of automation makes MIRS
advantageous in countries like the United Statdsres the cost of
labour is high, since human presence is limitedspecialized
technicians with supervisory tasks. The ten snaddbts used in the
manufacturing process ... can produce a sequencgres bf any
type and size by simply changing the software mmogf® This
allows the company to produce lots that are madeoigven a
single tyre.

The adoption of choices that break up a large legsitoncentrated at a single
location to create small plants, based on complealization factors — such as
proximity to supply and outlet markets, availagilbf government incentives,
fast disinvestments potential in a given area —lioily expresses the need to
reduce action-reaction times (time compression).

Over-supply requires a business to satisfy the gingnrequirements of an
unstable market in a very short time (time to mgrk& small plant with flexible
machinery is at an advantage, as it is more eadiypted to change compared to
a large mass-manufacturing unit with rigid plarEvidently the potential to
exploit such structures and then proceed to raitivestment (small plant size
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allows for a wide margin of action) deeply influesclocalization choices, by
characterizing them with a dynamism that is incoratde for a mass producer.

The business reorganization required by over-supfiBn induces businesses
to boost the system of relationships with the @atsvorld through outsourcing
and sharing business processes — typical of mapgate competition — with
other businesses upstream or downstream in the fa@aring chain (vertical
cooperation) or with competitors (horizontal co@irem).

In the former case (vertical cooperation) a busirielfows a policy dominated by
outsourcing, thus giving up direct control over sobusiness processes (especially
collateral activities, necessary but not pertairim¢he core business). This option is
often chosen by businesses intending to make sdmasep of the manufacturing
process more flexible, but the necessary skilliatgrovided in-house. Outsourcing
is also chosen to exploit the professional skillspcial suppliers whose businesses
concentrate on processes outsourced by other caeag@ence taking advantage of
the experience accumulated by such businesses).

o Pirelli, a sub-supplier to many large automotiventpanies,
has designed and is implementing an innovative ggedcalled
MIRS - Modular Integrated Robotized System) fornmfamufacture
of tyres with the goal of reducing the cost to oostrs. It is an
innovative system in that it allows, among othendh, to ‘...move
manufacturing directly to the car producers' plants. The
revolution in this sector, that has always featutedye industrial
plant, is epochal in character’, as it envisages ane of the most
modern concepts of plants, conceived as a modsirated into the
plant architecture or the assembly system ... thug significantly
reducing the average material transit time from tiagv material
storage location to the finished product locatiofhese plants can
also be ‘... strategically located in the country exiing to the
needs of the core market’

Horizontal cooperation is instead carried out tglo@ system of relationships
with competitors, including direct ones. In thisedhe business intends to pursue
the minimization of so-called competition cd3ts.e. those business costs for
which sharing is an important optimisation tool dr@hce, for achieving a position
of advantage compared to sole competitors. Thesés doclude research and
development for outsourced and shared projectsufaeturing costs (for parts or
components not involved in product differentiaticar)d marketing costs when
handled through joint means. Alliances and joimttuees are the most common
forms of cooperation used to achieve a specificpmiitive edge. They arise to
contain some costs, but at the same time allowvierership to remain unchanged
and the relationship to be dissolved should tretedladvantage disappear.

o An example is the cooperation between Fiat Aut Sozuki
for the manufacturing of SUVs (sport utility vebg). The
agreement was signed on 10 April 2003 and provitdhed °...
starting in the autumn of 2005 the Magyar Suzulanplin
Estergom, in the northern outskirts of Budapestl wroduce
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60,000 SUVs (20,000 for Fiat and 40,000 for Suzekery year...
the Turin company will be able to take advantag&wtuki’'s solid
experience in this market segnfén{the so-called ‘off-road city
vehicles’).

o PSA expressed its intent on 15 January 2003 t@rekpts
business in Eastern Europe — with a manufacturingntp in
Slovakia. The site under preparation will be addedthe nine
existing sites in Europe and the manufacturing i@mtThe latter
are centres ‘built together with other producersthin joint
ventures for engines (with BMW and Ford), gearbofsnault),
minivans and commercial vehicles (with Fiat)’PSA intends to
gain sizable advantages in terms of cost from tisésg®.

By manufacturing site we mean a manufacturing pldmgre competition costs
are minimized through the implementation of hortabragreements between
businesses. The running of such sites appearsdridele related to the search
for, and the dynamic management of, relationshipis eirect competitors.

Clearly the existence of such an organisationtisiately connected to the choices
of business reorganization (for the reductionxedi costs) aimed at giving flexibility
to the business. It is, indeed, clear that thetisolsl mentioned above imply a
reduction in business size and hence a bettetyatuiliadapt to the context. At the
same time, solutions such as an agreement betweeproducers to manufacture a
common component at a single plant, the signirepagreement for specific project
research and development to be outsourced by thiedsses involved to external
research organisations, manufacturing product casmgs under contract on behalf
of a competitor are all solutions characterizea Isyrong component of flexibility.

The ability to change quickly at ever-lower coshdae carried out at the
strategic level first, and then translated int@ siperations. This suggests that
business localization can acquire a dynamic charaand that such dynamism
can be made concrete in two main ways.

First, there can be a ‘physical movement’ of pldaotslifferent places (as in the
case of geographically centralized businesses idiyithemselves into smaller
strategic business units (SBU), or in the casb@triansfer of an SBU to a different
location).

Second, dynamism can be implemented by agreemehigeén businesses. A
cooperative manufacturing agreement at a compstifgant (the Fiat-Suzuki
case) allows for a presence (albeit not indepehgemt an area. At the same
time, the agreement implies loss of control over $ite - thus manifesting the
dynamic nature of manufacturing localization withany physical movement (of
machinery or other tangible assets).
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2 We refer to the concepts of time compression and value, characterizing over-supply markets.
See S.M. Brondoni, A. Giulivi, Competizione ‘timaded’ e nuova progettualita della comunicazione
aziendale, irSinergie Quaderno n. 9, November 1993.

® See M. Cappelletti, Alleanze strategiche: la coagiene interaziendale come alternativa alla
fusione,Graphicus April 2003.

“ Businesses are indeed marketing offerings thatwaee more varied and tailored to the needs and
desires of customers, thus demonstrating openadhs external world and a readiness to quicklggra
the stimuli from their markets. By optimising theopesses to provide a qualitative and quantitative
manufacturing level that is higher than demand igtiem potential, businesses are faced by inteukifi
competition and the problem of unsellable goodsatis products that cannot be placed.

® See. G.M.Golinelli, M. Gatti, L'impresa sistematale. Il governo dei rapporti sistemici, in
Symphonya. Emerging Issues in Managemistituto di Economia d’'Impresa, University of Idrl-
Bicocca campus, Issue 2, 2000-2001.

® F.W. Taylor,Principles of scientific managemehtarper & Row, 1911.

" See the following sections for considerations eoming thelaw of experiencand economies of
learning.

8 According to the law of experienciiae unit cost corresponding to the value addedheysame
product decreases by a fixed and predictable peacgneach time the cumulative total manufacturing
doublesThe following distinct causes of the effect of esiprce can be identified:

-efficiency of manual labour, obtained through toatinual repetition of the same operation by a
worker;

- specialization in work and methods;

- new manufacturing processes resulting from tlegpton of more and more sophisticated tools;

- better manufacturing equipment;

- change in the resources used (use of less expamsiources);

- new product conception.

See W. Abernathy, K. Wayne, The limits of the eigmre curveHarvard Business Review
September-October 1974, pp. 109-119.

® ‘Thus, the introduction of automated equipmentéased manufacturing rigidity, making it even
more difficult to use the resources for alternatpweposes’, see M.J. Piore, C.F. Salel,due vie
dello sviluppo industriale. Produzione di massa@&dpzione flessibild SEDI, Turin, 1987, p.51.

10 *Mass manufacturing (...) denotes the manufactushgeneric products through the use of
specialized resources. The more generic the predastl the wider the variety of their uses, theswid
their market; but also the machinery must be mpezislized and the work needed to manufacture
them must be more fractioned’. M.J. Piore, C.F. ehabe due vie dello sviluppo industriale.
Produzione di massa e produzione flessjlfe cit.

1 Stability characterizes the environment contexbath craftsman-style and mass manufacturing
businesses. In the short term, the market doesumb¢rgo sudden evolution due to deep changes,
involving the structure of the environment and fici@l institutions apt to cause instability in the
business. The environment evolves without shocksthé long term, changes take place that are
significant, but in some measure expected, to wiheh business can react by a coordinated and
ongoing process of adjustment over time. The madrkanhdaries are clear, innovations in the business
infrequent and the relationships with other madggnts are strong, having being built over thes/ear
and destined to last a long time. Such a situatidoces businesses to make financially advantageous
choices carefully but safely: a decision made witldence is valid in the long term precisely beeaus
of the static nature of the system.

2 A.H. Maslow,Motivation and personalityHarper & Row, New York, 1970.

131t is possible, however, to identify other factdrglucing businesses to decentralize their
activities. ‘The decentralization phenomenon caso abe attributed to the intent to overcome
institutional constraints (union power, absenteeisto.), to decrease workforce employment rigidity
and boost productivity’'M.E. PorterLa strategia competitiveop. cit., p. 255 ff.
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14 For example support, warranty and replacementcsesy

5 See S.M. Brondoni, Comunicazione, risorse inviisibstrategia competitive d’'impresa, op. cit.
6 See G. Stalk Jr., T.M. HouT.ompeting against tim&@he Free Press, New York.

7 See M. CornianiSistema informativo aziendale e dinamiche compet®iappichelli, Turin, 2000.

18 “The market orientation concept, de-emphasizesfhetional roles of marketing departments,
enlarges the market definition to key market play@nd not only to the customer) and states that
developing customer relations and enhancing custealee is the responsibility of everyone in the
organisation.” see J.J. Lambiklarket-Driven ManagemeniMacmillan Press Ltd, op. cit. Grasping
changes in the environment is a vital need for riessies: the optimisation of the manufacturing
processes, through the use of more productive ressand the minimization of waste, is important,
but not sufficient. The market-driven managemeiragch and the system of intangible assets (brand
equity, corporate culture and information systentyéase in importance. While primarily striving to
satisfy customer needs, a business studies ath#inket players in depth (customers — purchasers or
users - current and potential competitors and greiducts, suppliers and co-makers) able to inflaen
the business in different ways. The market oriégmaemphasizes the manufacturing aspect, but
directs it towards satisfying the needs and oppities offered by the market, and involves the whol
organization in this competitive process.

19 To obtain high manufacturing flexibility, businessuse machinery able to produce standardized
and different goods at the same time. To this g high cost and rigidity of plant organisatiomdan
centralized material flow control have been gralguaduced by the introduction of computers. This
has been not only for operating digital control hiaery, flexible manufacturing systems (FMS) and
assembly systems and industrial robots, but alstesign (Computer Aided Design — CAD), process
planning (Computer Aided Process Planning — CARRBYyineering (Computer Aided Engineering —
CAE), and manufacturing (Computer Aided Manufactgri- CAM)’, see M. Scicutelld,a gestione
d’'impresa Cacucci Editore, Bari, 1999, p. 109 ff.

20 ‘Traditional competition methods, based on theamgion in sales of a limited number of
products ... recently underwent a radical modificatiBusiness development policies of merely
guantitative nature have been abandoned in geardateplaced by more evolved strategies... In this
sense special relevance must be attributed to éss#s operating through a complex aggressive
strategy and ‘multi-brand’ and ‘multi-market’ contjp@e behaviours. Their firm orientation towards
competitive ‘customer satisfaction’ prevents fdzation in fixed product types, and, at the sarmmefi
stimulates an obsessive search for innovative reatbetween supply gaps and unsatisfied customer
needs’, see S.M. BrondorGomunicazione, risorse invisibili e strategia conipe d’'impresa op.
cit., pp. 4 and 5.

21 5.M. BrondoniComunicazione, risorse invisibili e strategia cotifpe d’'impresa op. cit., p. 6.
22 Ungheria a rischio delocalizzaziotkeSole 24 Ore 29 November 2002.

23 M. Terpolilli, Sbarco negli Usa per il Mirs Pirelll Sole 24 Ore30 March 2003.

24 . Vitale, La minifabbrica si sposta dai clientl Sole 24 Ore 18 December 2000.

% ‘The construction of a relationship between coniggprofits them both by leading to immediate
cost reduction and innovation in order to fight sssfully against competition, and in the
development of new products.’, Y. Mondelgpanese Cost Managemeirnperial College Press,
London, 2000.

26 Accordo tra Fiat Auto e Suzuki per produrre SuWirgheria)l Sole 24 Ore11 April 2003.
2" A. Mincuzzi, Peugeot investe 700 milioni all’EBtSole 24 Ore16 January 2003.

8 Such logic can be ascribed to the logicneh-duplication of costsThis is the case of costs
sustained in the same sphere by two or more congpbtisinesses. By agreeing to share the expenses,
a remarkably increased advantage in the resulésradut with the same financial burden ensues.
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