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Abstract
Problem- Sweden is for the moment one of the countries in the world that is most de-
pendent on the automotive industry. Significant companies within this industry at a
global level move parts of, or entire operations abroad which increase the competition
for Swedish companies. This fact conveys problem for the Swedish SMEs suppliers, as
if a supplier only focus on the national market will not match the requirements from the
OEMs such as integrated product development and delivery of complete systems on a
JIT- basis. Considering these fact, SME suppliers in Sweden need to look for new op-
portunities on new markets, and create an understanding for how to act accordingly to
the new market’s particular business conditions.

Purpose- The main purpose of this thesis is to examine business conditions and prereq-
uisites that applies for the buyers and the suppliers in the supply chain in the Mexican
auto-motive industry, and further to develop an understanding of the logic of the inter-
action and integration between them. Derived from the obtained knowledge, a sub-
purpose of this thesis is to present recommendations for how Swedish suppliers should
enter and act accordingly on the new market.

Method- In this thesis we have applied a case study method. We have conducted semi-
structured interviews with four of the largest OEMs and five suppliers, all of whom
have production in Mexico. We have in addition to the interviews with OEMs and sup-
pliers supported the collected information with one interview with a representative of a
trade association within the Mexican automotive industry and one representative from a
governmental institution.

Results-  Our analysis indicates that the conditions for Swedish automotive suppliers to
enter the Mexican market are favorable. Factors such as Free Trade Agreements, the
positive attitude towards Foreign Direct Investments and skilled but low labor costs all
imply for opportunities for Swedish suppliers. Secondly, our analysis indicates that the
OEMs are today doing supply base rationalizations. We consider that this is based on
the fact that the OEMs are changing their ordering basis from purchasing single parts to
complete systems in order to reduce costs and increase the efficiency. Thirdly, our
analysis indicates that it is the buyer, no matter on what level in the supply chain it is
acting, who forms the strategy of its suppliers. If the buyer has a lean approach, its sup-
pliers are forced to use the same thinking and apply it to their suppliers in order to meet
the pressures on costs reductions, product development and JIT delivery. This we entitle
as a continues correlation, which permeate in the complete supply chain.
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1 Introduction
The subject of this research was brought to us by the Swedish Trade Council1, which
will be named as STC throughout the thesis, with the purpose to investigate business
conditions on the Mexican automotive market. The first chapter outlines the problem,
how the problem is derived and the rationale for studying the proposed area, followed
by the stated purpose and research questions. A disposition of this thesis will be pre-
sented at the end of this chapter.

1.1 Background
More than fifty years ago the father of modern management, social commentator and
pre-eminent business philosopher; Peter Drucker named the automotive industry “the
industry of industries” (Womack, Jones & Roos 1990). Today the global automotive in-
dustry is the largest industrial sector in the world and the global economic growth con-
tributes to an increased level of car ownership worldwide, which shows no trend to de-
crease in the near future. Instead the global demand is showing tendencies of the oppo-
site, the demand is believed to increase as the automotive industry is far away from
saturated (Rhys, 2004). The globalization of markets and industries has removed barri-
ers which in the past segmented national and international markets and separated small
and large companies (Etemad, 2004). Prior to this globalization small firms only com-
peted on the local or regional market, while larger ones competed internationally. This
is no longer a fact as the increased amount of Free Trade Agreements (FTAs) have
opened the global market and small companies are forced to become at least nationally
(preferably globally) competitive in order to stay in business (Etemad, 2004). The pace
of change due to the globalization continues to accelerate and the transformation of
world markets has just started (Bryan, 2002).

One country that has understood the opportunities with FTAs is Mexico. This Latin
American country with a population of 105 million inhabitants has been one of the most
successful emerging economies over the last few years (STC, 2004)2. Its economy was
in year 2003 the world’s ninth largest, the eights largest exporter of goods and services
and the 11th most important car producer. The country is called “The World Champion
of Free Trade Agreements”, and the FTA between EU and Mexico signed in year 2000
has resulted in a decrease of entry barriers and an increase in trades between Sweden
and Mexico. (STC, 2004). These various FTAs provide great opportunities for firms on
the market to produce not only for the local Mexican market but also to export products
all over the world without adding tariffs to the price (Norling, 2005).

Another country for which the automotive industry sector3 is important for the total na-
tional economy is Sweden, where the industry for the moment is employing 140,000
people (Bilbranschen just nu, 2005). This Scandinavian country is one of the countries
in the world that is most dependent on this particular industry, as the automotive manu-
facturing is of immense importance for employment, export, investments, Research and
Development (R&D) and spread of knowledge. The industry contributes approximately
15% of the total export of goods and is the largest source of export for the moment in
the country. The production and export of cars, trucks and busses increased during 2004
and 25% of all trucks produced worldwide during the same year were either from Volvo
                                                  
1 Svenska Exportrådet

2 See appendix 1 for a comprehensive presentation of the history of the Mexican automotive industry.

3 Including the manufacture of cars, commercial vehicles and parts, and components and systems not in-
cluded in new vehicle construction (Rhys, 2004).
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or Scania (Bilbranschen just nu, 2005). Although, the domestic demand has decreased.
According to Statistics Sweden4 (SIKA, 2005), the number of registered small vehicles
in Sweden was in July 2005 20,453, which is a decrease of 2.1% compared to the num-
ber in July 2004 (see appendix 2).

One important element in the Swedish automotive industry is the supplier industry,
which with more than 1,200 companies is currently employing 75,000 people and has
an annual turnover of more than 11 billion euro (Fordonskomponentgruppen (FKG),
2005). The industry has large multinational companies operating globally such as
Autoliv, SKF, Haldex and SSAB. The same industry also includes Small and Medium
Sized Enterprises5 (SMEs) showing a willingness to go global in order to stay competi-
tive on the automotive market (FKG, 2005).

1.2 Problem discussion
According to Lilliecreutz (1996), the suppliers’ surroundings6 are strongly affecting
their situation and thus their ability and possibility for development on a particular mar-
ket. In addition, Söderlund (1993) states in a study about suppliers in the automotive in-
dustry, that the influences from the company’s environment are highly important for the
suppliers, were the most important factor is the relationship with their customers. A
major issue for the suppliers is to understand their surroundings and their customers’ re-
quirements and needs, and the ability to interpret and apply this on the organization
(Söderlund, 1993). If they manage to do this by own initiatives, there is a chance they
can generate a sustainable confidence from their customers and stay in business which,
in the long run increase their profits (Lilliecreutz, 1996).

In recent years, the conditions for Swedish suppliers in the automotive industry have
changed. It is important for them to be aware of these changes and have an understand-
ing of the role they play and also have knowledge about different market participants
(Lilliecreutz, 1996). Significant companies within this industry move parts of, or entire
operations abroad which increase the competition for Swedish companies. The global-
ization has removed the barriers that segmented international and domestic markets, and
international enterprises are now entering local markets with their superior resources,
both financially and in knowledge (Etemad, 2004). In addition, Lilliecreutz (1996) ar-
gues that if a supplier only focuses on the national market and does not strive to produce
large scale, it will not match the requirements from the end customers in the supply
chain. The suppliers have to develop their vertical7 and horizontal8 relationships and be
present on different markets at the same time. In addition, the supplier constantly has to
focus on product and organizational development in order to sustain its competitiveness
in the industry. Different discussions confirm that suppliers in the automotive industry
are stuck on businesses where it is difficult to find new opportunities and carry on de-

                                                  
4 Statistiska Centralbyrån.

5 SMEs are regarded to have less than 250 employees (OECD, 2002).

6 As surroundings, it is referred to customers, competitors, legislation, economic influences, employment
issues, political trends, etcetera (Söderlund, 1993)

7 Vertical relationship refers to relationship between the supplier and the OEM such as long-term con-
tracts, JIT- deliveries and quality cooperation (Lilliecreutz, 1996). This concept will be more in-depth
explained in the theoretical framework.

8 Horizontal relationship refers to the relationship among suppliers to match the demands of the OEMs’
requirements on complete systems (Lilliecreutz, 1996).
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velopment issues. In order to stay as a successful market actor, automotive suppliers
have to look for business opportunities on other markets (Lilliecreutz, 1996).

The globalization is not the only factor that is affecting the conditions for Swedish
automotive suppliers. The requirements from the OEMs are getting more complex and
not easy to meet. The OEMs worldwide used to evaluate their suppliers frequently in
order to find the cheapest for a short period of time, but are now to a greater extent
signing contracts to keep the same supplier for the complete life time of a particular
model (Rubenstein, 2001). This implies that a strong relationship is preferable, but still
the suppliers have to work towards a decreased inventory, be more flexible and optimize
the efficiency of each work station in order to stay in business (Holman, Kaas & Keel-
ing, 2003).

Gadde and Grant (1983) argue that the suppliers get less freedom to develop their own
strategies since they are in need to adapt constantly in order to meet their customers’ de-
sires. The OEMs’ requirements about fast product development and delivery of com-
plete component systems on a Just In Time (JIT) or Just In Sequence (JIS) basis have
conveyed a few but large multinational suppliers. These multinational suppliers are
forced to have local production or assembly plants geographically close to the end pro-
ducer with focus towards large scale production integrated in the OEMs processes
(Lilliecreutz, 1996).

The increased pressure and the changes in supplier strategy can be visualized in con-
crete facts. General Motors (GM) has implemented a 30-day clause which means that if
the firm finds a supplier that can produce components for less costs, the original sup-
plier has 30 days to deal with it, this goes for Volvo Trucks as well (FKG, 2003). In ad-
dition, Volvo Trucks has a economy program that involves a decrease in total costs of
5% each year (Sandberg, 2003).  Both Ford and Autoliv have recently stated to reduce
the amount of suppliers with 50% through supply base rationalization (Dagens Industri,
2005). The requirements on the suppliers are thus to increase the quality, innovations
and performance, but still conduct price reductions annually in order to stay as a sup-
plier for the major OEMs. These requirements are challenging and hard for the suppliers
to master (Jauchius, Knupfer, Satpathy, 2004).

Swedish suppliers in the automotive industry face the above mentioned problems and
thus should scan for new market possibilities. Mexico could be an interesting market to
invest in as the country currently is the 11th largest automotive market in the world, and
is essential to OEMs such as Ford, Volkswagen and Toyota. These OEMs are also
likely to continue with their investments in Mexico in the future. Low labor costs and a
geographical closeness to the US market makes Mexico interesting for automotive
OEMs and therefore also for suppliers. Mexico has strengthened its position as a global
hub for automotive OEMs and the foreign investment has increased in the recent years.
(World Markets Online, 2005). However, as marketing in international markets take
place on a much broader scale and scope, such as range of different types of activities
and management systems, including licensing, strategic alliances and joint ventures, it
poses problems that are inherently more complex than on a domestic market (Craig &
Douglas, 2005).

1.3 Purpose
The main purpose of this thesis is to examine business conditions and prerequisites that
apply for the buyers and the suppliers in the supply chain in the Mexican automotive in-
dustry, and further to develop an understanding of the logic of the interaction and the
integration processes between them.
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Derived from the obtained knowledge, a sub-purpose of this thesis is to present recom-
mendations for how Swedish suppliers should enter and act accordingly on the new
market.

1.4 Research questions
Derived from the previous discussion, four research questions have been framed and
will be emphasized in this research. The first three questions are of explorative kind,
which is to investigate certain conditions in order to reach conclusions of the main pur-
pose of this thesis. The fourth research question is of a normative kind, which is chosen
to serve as a guiding principle in order to achieve the sub-purpose of this thesis.

1. How do the trends, threats and opportunities that characterize the Mexican
automotive industry make the market attractive or unattractive for Swedish
automotive suppliers?

2. What characterizes the interaction process between the buyers and the suppliers
in the supply chain in the Mexican automotive industry?

3. What characterizes the integration process between the buyers and the suppliers
in the supply chain in Mexican automotive industry?

4. Based on the three previous research questions, how should Swedish automotive
suppliers approach the Mexican market, and what are their entering mode op-
tions?
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1.5 Disposition of the thesis

• Chapter 2 – Method. This chapter will begin by presenting different views of
the theory of science, the research method approach followed by our choice of
method. We will further in this section argument for our choice by comparing it
with some other possible approaches available.

• Chapter 3 – Frame of reference. The frame of reference will review relevant
literature with respect to the purpose of this thesis. We have decided to position
the frame of reference before the empirical findings even though we have an in-
ductive approach in our research. This decision is based on our opinion that it
will facilitate the reader to grasp the information presented in the empirical
findings when having an understanding of the underlying theories and thus fol-
low the analysis that is presented in chapter five.

• Chapter 4 – Empirical Findings. The empirical findings  will give the reader a
review of the in-depth interviews conducted in Mexico during four weeks. Key
findings are represented from different perspectives of the Mexican automotive
industry. The first perspective presented will be the governmental, followed by
the industrial, the OEMs, and the suppliers’ perspective.

• Chapter 5 – Analysis. This chapter intends to give the reader our interpretations
of the empirical findings associated with the three first research questions, by
using theories and models presented in the frame of reference. We will analyze
each research question individually with appropriate key findings from the em-
pirical findings and relevant theories.

• Chapter 6 – Conclusions. This chapter intends to give the reader a final review
of the key findings from the analysis chapter. We will here present our conclu-
sions derived from the analysis of the three principal research questions, and
hence the conclusions of the main purpose of the thesis. These conclusions will
be the base in the following chapter, the recommendations.

• Chapter 7 – Recommendations. This chapter provides the reader with a dis-
cussion of our fourth research question, which is connected with the sub-purpose
of this thesis. The discussion is based on the conclusions from the three principal
research questions, connected with the theories about entering strategies. We
will here provide with overall recommendations for how Swedish suppliers in
the automotive industry should act accordingly to the Mexican automotive mar-
ket conditions. We will conclude this final chapter and thus the thesis by pre-
senting an area of study we consider to be interesting for future studies.
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2 Method
This chapter of the thesis presents different views of the theory of science, research and
method approach followed by our choice of method. We will further in this section ar-
gument for our choice by comparing it with some other possible approaches available.

2.1 Theory of science
According to Lövblad (2003), there are two main perspectives in the theory of science a
researcher can apply, the hermeneutic perspective and the positivistic perspective. These
perspectives are two extremes in the theory of science, since they, as will be outlined
below, are at two ends of a science continuum. However, it is not likely that a re-
searcher completely follows one perspective without any influences from the other one.
The latter perspective emphasizes objects (Lövblad, 2003), has its origin in natural sci-
ence, and has the purpose of building conclusions upon certain knowledge. According
to this perspective, the only source for knowledge for humans is through our logic and
our senses. The positivist is critical to the surrounding world but does not reject an ob-
servation without proof or further research (Thurén, 2002). The positivistic perspective
relies on logics and facts obtained from measuring and the logic is based on accurate
definitions and different assumptions from which one creates theory that is used to test
different hypothesis. The positivist perspective is often criticized for being too strict and
having too many rules which suppresses curiosity and creative thinking, and to being
too faithful about the scientific ability to find a single objective truth (Eriksson & Wied-
ersheim-Paul, 2001).

In contrast, Thurén (2002) argues that the hermeneutic perspective is more in the search
for overall understanding, insight and interpretation than determining a single truth. Of
course the positivist interprets the results obtained as well, but in a different way. By
using personal experiences, memories and knowledge, the hermeneutic researcher cre-
ates an understanding by interpretation of these factors. As these interpretations are built
upon personal memories, experiences and knowledge are the results obtained from it
bound to be uncertain. This depends on the fact that it is impossible to test the result and
outcome in the same way as the researcher does with the positivist perspective (Thurén,
2002). In this perspective, communication is considered to be one of the most important
aspects since this is the way for the researcher to understand its objects. One problem
with this perspective is if the researcher uses many technical terms that people, which is
part of the study, has difficulties to interpret and understand. This can create problems
with misleading results and conclusions (Eriksson & Wiedersheim-Paul, 2001).

The purpose of this thesis is to develop knowledge about the conditions and prerequi-
sites that applies for the buyers and the suppliers in the Mexican automotive industry.
We will from this knowledge analyze how Swedish automotive suppliers should act in
order to be successful on the market. This is not measurable in the way that one can
obtain only one answer or truth. This fact directs us into uncertainty because the out-
come of the empirical findings strongly depends on the respondents’ inner thoughts, ex-
periences and their company’s business culture. Their experience and knowledge in our
research field are imperative for our ability to draw conclusions. With the two perspec-
tives in mind we find our research approach to be more interpretative than determinable,
since we can not measure our result or use pure logic like in the positivist perspective.
This brings us closer to the hermeneutic perspective.

2.2 Research approach
There are two main approaches from where a researcher can conduct a study. Both Be-
fring (1994) and Hyde (2000) describe inductive reasoning as a theory building process
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with the starting point in the observation of the phenomenon. Cooper & Schindler
(2001, p.35) has the following definition of induction: “To induce is to draw a conclu-
sion from one or more particular facts or pieces of empirical information. The conclu-
sion explains the facts, and the facts support the conclusion”. Same authors give an il-
lustration about a promotional campaign that did not give the expected increased reve-
nue for a company. The directors of the company asked “Why did not the sales in-
crease” (Cooper & Schindler, 2001, p.35). The researcher can find the answer to this
question in the facts and from the experiences surrounding the promotional campaign
(Cooper & Schindler, 2001).  The conclusion drawn from the inductive research is just
one explanation of the problem, and there might be other explanations that match the
facts just as well. The researcher has to find material enough in order to approve or re-
ject the hypothesis and be able to stand up for and defend it (Cooper & Schindler,
2001).

Deductive reasoning on the other hand is a theory testing process starting with an estab-
lished theory or generalization from, which one derives hypothesis that is in control of
the research (Befring, 1994). The investigation in this reasoning seeks to find if the the-
ory applies to specific cases or examples (Hyde, 2000). This implies that the researcher
forms a theoretical framework, which he or she aims to test. In the deductive reasoning
there is a well established role for existing theory, since it determine the choice of re-
sultant measurers in the investigation, it informs the development of hypothesis, and the
choice of the variables the researcher intents to use (Ali and Birley, 1999). The benefit
of this approach is that the researcher can use old and already developed theories and
material from other researchers. Still, the approach is limited while it only tests whether
or not, or to what extent the hypothesized relationship exists. It can make the researcher
blind for unanticipated factors that may exist such as for example, conditional variables
or new constructs (Ali and Birley, 1999). The conclusion in deductive reasoning must
follow from the reason given, which has to “imply the conclusion and represent a
proof” (Cooper & Schindler, 2001, p.34), and for a deduction to be correct it most be
both true and valid (Cooper & Schindler, 2001).

We will base our research upon an identified authentic problem by STC. This phe-
nomenon is new for Swedish suppliers and we aim to through our research create con-
clusions derived from interpretations of current Mexican market actors’ inner thoughts
and experiences. The conclusions from our research will only be some of the solutions
of the problem, and we are well aware of that there might be several other answers that
might fit the facts just as well. As this problem recently has risen to Swedish suppliers
in the automotive industry, no previous research has been conducted in this particular
market and benefits driven from using the deductive approach is not sufficient. This
leads us into an inductive research approach.

2.3 Method approach
There are several methods a researcher can use to achieve empirical material for the re-
search, however there are two main approaches to choose between, namaley; qualitative
and quantitative approach. Which one to choose has to be well considered for each spe-
cific case and research, depending on the purpose of the study (Eriksson & Wieder-
sheim-Paul, 1999).

The quantitative approach seeks to find and describe general characteristics of a popu-
lation, and not every single case. The method might draw a large sample from the
population of interest, measure the behavior and the characteristics of the sample and
then constructs a generalization of the sample as a whole through statistical analysis
(Hyde, 2000). The problem must be of a simple kind, to which one can answer either
yes or no in a survey or a very structured interview. The quantitative research method
normally requires that one ultimately ends with a careful qualitative study to understand
the uncomplicated general questions (Johns & Lee-Ross, 1998). A problem with this
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method is that a number of individuals in the sample might not match the generalization
of the characteristics and it might be the case that no one matches it. But this is because
the role of a quantitative research is to find a general pattern and characteristics, not to
describe the particular (Hyde, 2000). The quantitative method is favorable when you
have a problem, which will best be answered by quantifications, generalizations or pre-
dictions, and when you are interested in the answers to “how much?” or “how many?”
(Kwortnik, 2003).

Both Hyde (2000) & Ali and Briley (1999) describe the qualitative approach as a
method, which seeks to identify underlying concepts and the relationships between
them. The qualitative approach does not seek to generalize, but to find conclusions for
the particulars for every each case. The approach aims to describe, decode, translate,
and come to terms with the meaning of the case in point. The method allows the re-
searcher to study cases in-depth, and obtain a wealth of detailed data on a small number
of individuals. The data from qualitative studies might include transcripts of in-depth
interviews, observations or documents (Hyde, 2000). The focus of this type of approach
is on the respondent and it is his or hers reflections and opinions that should conduct the
research. This indicates that the researcher should start with a problem or a research
question, with a begining of detailed observations of the area of interest, and move to-
wards more abstract generalizations and ideas (Ali and Briley, 1999).

The method aims to find answers to questions such as “What?”, “How” and “Why”, and
to work more narrow than the quantitative method, which gives a deeper insight into a
well specified sample (Johns & Lee-Ross, 1998). The qualitative method is proven to be
valuable when the intention of the research is to develop a deeper understanding for a
complex way of doing particular things. This method can be supportive in the manage-
rial or the researcher’s work to learn how people think and act, or wants to think and act
in different particular situations (Kwortnik, 2003).

We aim to explore complexities in our investigation that are beyond the scope of more
controlled approaches and get an in-depth view of the reality in the Mexican automotive
industry. We intend to view the situations from the inside out; to see it from the per-
spective of those involved with actual experience from the market, rather than general-
ize and quantify structured yes and no answers. With the argumentation above, we have
decided to use a qualitative method and we consider this method to be the most suitable
for our purpose as it provides our research a deeper insight into the individual mind and
a greater understanding about the business behavior in the automotive industry in
Mexico.

2.4 Applied method
In this thesis we have applied a case study method. Yin (2003) defines case study as an
empirical research that ”investigates a contemporary phenomenon within its real-life
context, especially when the boundaries between phenomenon and context are not
clearly evident” (Yin, 2003, p. 13). Gillham (2000) gives a similar definition; “a unit of
human activity embedded in the real world, which can only be studied or understood in
context, which exists in the here and now, that merges in with its context so that precise
boundaries are difficult to draw” (Gillham, 2000, p. 1). Researchers explain that the
fundamental of a case study is the one which investigates the above in order to answer
specific research questions, which seeks a range of different kinds of information, which
is in the case setting, and which has to be abstracted and observed (Gummesson, 1998;
Gillham, 2000; Yin, 2003). The case study as a research strategy is used in many situa-
tions to contribute to our knowledge of individual, group, organizational, social, politi-
cal and related phenomena. In addition, the case study has been a common research
strategy in psychology, sociology, political science, business and economics (Yin,
2003). Thus, for this thesis, the choice of applied method derives from the desire to un-
derstand the complex phenomena of the automotive industry for the Swedish suppliers,
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and to retain holistic characteristics of real-life events of the existing Mexican automo-
tive market.

Yin (2003) describes three different conditions for when to use the case study strategy.
The three conditions consist of (1) the type of research question posed, (2) the extent of
control an investigator has over actual behavioral events, and (3) the degree of focus on
contemporary as opposed to historical events (Yin, 2003).

The first condition that covers the research questions includes the familiar series: who,
what, where, how and why. Of these types of questions, how and why questions are
more explanatory and likely to lead to the use of case studies as the preferred research
strategy. Yin (2003) explains that these questions deal with operational links needing to
be traced over time, rather than only frequencies or incidence. The second condition
covers the access to actual behavioral events. When there is virtually no access or con-
trol of empirical information, and the researcher needs to rely on primary and secondary
documents as the main source for empirical material, histories are the preferred strategy.
The case study is most appropriate when examining contemporary events which lead to
the third and last condition for when to use the case study strategy. The case study relies
on similar techniques as a history but adds two sources of empirical findings that is a
unique strength for the case study. The advantages are direct observation of the events
being studied and interviews of the persons involved are available to deal with at a full
variety of empirical information. In addition, documents, artifacts, interviews and ob-
servations are available which is beyond what might be available in a historical study. If
the relevant behaviors can be manipulated, the study should be experiments. This is
done when a researcher can manipulate behavior directly, precisely and systematically
such as in a laboratory setting. Now we have identified some situations in which case
study has a distinct advantage, and they are “when or how or why question is being
asked about a contemporary set of events, over which the investigator has little or no
control” (Yin, 2003, p. 9).

Justification for the applied method

The main evidences for choosing case study research are the fact that this thesis fulfills
all the three conditions that are required for this type of research. The first condition is
the type of research questions, as can be seen in the interview guide in appendix 3, the
type of research questions are; what, how and where. The second condition that is ful-
filled is the access to actual behavioral events. This thesis has not only relied on already
existing documents from investigated companies, but is rather relied on a main source
of current information which will be described later on in this chapter. The third justifi-
cation for the applied method is the allowance of direct observations and interviews for
this thesis, which provide two sources that are unique strengths for the case study.

There are many characteristics that points towards a choice of a case study as the ap-
plied method for this thesis. The expressed purpose in this research is to examine the
business conditions between the buyers and the suppliers in the supply chain in the
Mexican automotive industry and develop an understanding of the logic of interaction
and integration processes on the market. This purpose is answered by interpretations
and development of an understanding of a complex phenomenon rather than obtain only
one answer. This also means that the aim is to identify relationships between concepts,
which can be interpreted in this case, as the buyers’ and the suppliers’ businesses on the
Mexican automotive market. With the arguments above, one can exclude factors that
seek to find and construct a generalization of the sample as a whole but instead find
conclusions for the particulars for this case under the existing circumstances.
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2.5 Realization of study
Conducting a study deals with a process of getting from starting point of initial set of
questions to be answered, to a set of conclusions about the collected answers (Yin,
2003). This means that the researcher faces at least some problems such as constructing
appropriate questions, finding relevant information and moreover, what empirical in-
formation to collect and how to analyze the results. The main purpose with the structure
of this thesis is to avoid situations in which the empirical material do not deal with the
research questions and therefore draw inaccurate conclusions.

Gathering of empirical material

According to Yin (2003) there are six different sources where empirical information for
case studies may come from; documents, archival records, interviews, direct observa-
tions, participant-observation and physical artifacts. The use of these sources requires
different skills and procedures. Important to notice is that there is no single source that
has a complete advantage over all the others, thus a good case study should therefore in-
clude as many sources as possible (Yin, 2003). For this thesis it has been decided to in-
clude documents, interviews and direct-observations. This decision is supported with
several strengths that will be reviewed in the following argumentations. Documentary
information has been chosen because of the fact that documents have exact names and
references, meaning that it can provide other specific details to confirm information
from other sources yet be reviewed repeatedly. Different types of documents that have
been used for this thesis are internal documents such as lists of suppliers, internal re-
search of the automotive market, figures of market shares and historical documents of
companies. The second source of empirical information has been direct observations on
different companies. Formal observations involve observations of factory work within
both OEMs and suppliers. The direct observations provided new dimensions for under-
standing the topic and phenomenon being studied. The third and last source has been
interviews which have been the main emphasis for collecting empirical information and
thus are regarded as the most important source for the case studies in this thesis.

Chosen for the purpose of this thesis was to use semi structured interviews. Specific
questions have been asked with an allowance for the respondents to provide commen-
tary about issues in order to get a confirmatory purpose of the interviews, and thus get a
focus directly on the topics. This type of structure allowed for further questions that ap-
peared during the interviews. In order to minimize any possibilities of bias due to poorly
constructed questions or response bias and reflexivity, a thorough interview guide has
been structured (see appendix 3).

Selection of respondents

The initial phase of the collection of empirical material was interviews with the Mexi-
can Automotive Manufacturers’ Association (AMIA9) and Ministry of Communication
and Transportation (SCT10). These were conducted in Mexico during September 13th

and 14th 2005. The purpose with these two interviews was to get important overall in-
sight into the situation of the Mexican automotive industry, and also obtain the prior
history of the situation and identify other relevant sources of empirical information. The
contacts at AMIA were provided by the United States Chamber of Commerce (USCC)
in Mexico and the contact at SCT was provided by the STC in Mexico City.

We continuted the collection of empirical material during September 21st until October
7th 2005. These were conducted with four of the major OEMs and five suppliers oper-
                                                  
9 Asociación Mexicana de la Industria Automotriz.

10 Secretaría de Comunicaciones y Transportes
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ating in the Mexican market (see appendix 4 for detailed information of when, where
and how the interviews were conducted). This selection of respondents has been carried
out in order to find out the requirements on the market and get an in-depth knowledge
about the prevailing logic of the Mexican automotive industry both from the buyers’
and the suppliers’ point of view. In our background research, we observed the fact that
North American, European and Japanese OEMs have very different supplier and pro-
duction strategies. Based on these facts, we decided to contact one North American, one
Japanese one German and two Swedish OEMs. Due to uninfluenced circumstances,
only OEMs originated from Asia and Europe were able to agree on interviews.

When selecting the suppliers for the case study, we had the same underlying thoughts
about getting an insight of the purchasing and sales strategy from companies with dif-
ferent heritage, but focused on Swedish suppliers already operating successfully in the
Mexican market, as we believe their strategy can be easy to understand for Swedish
suppliers aiming to enter the market. We interviewed one German supplier and four
Swedish suppliers. We chose the German supplier as it is one of the largest suppliers in
the world. When the selection of the respondents was completed, the next step was to
get in contact with them. We contacted USCC in order to get contact persons of all the
American OEMs having a production plant in Mexico. The same procedure was done at
the German and Japanese Cambers of Commerce for contact persons of all the German
and Japanese OEMs in Mexico. Both telephone numbers and e-mail addresses were
provided and the first contacts with the OEMs were done by e-mail, followed by a
phone call. Contact information of the Swedish suppliers was obtained partly by the
STC and partly by contacting their parent companies in Sweden. The contacts of the
German supplier were provided by the company’s web page. The procedure of the first
contact was the same in this case as well.

Analysis and interpretation of case study data

In order to prepare the interview material for the upcoming analysis, we compiled the
notes obtained from the individual interviews directly after they were completed. We
did not use a tape recorder during the interviews as this is not consider being the norm
in Latin America, and hence could be an obstacle for obtaining in-depth empirical in-
formation. After having structured the interview material, the following process was to
eliminate superfluous material such as deviations and repetitions, and to distinguish
between essential and unessential depending on the purpose of the study and theoretical
assumptions. This was done in order to concentrate the text and find the core and the re-
sult was reduced text. Thereafter, the interviews were interpreted and analyzed such as
to map the respondent’s own opinions and furthermore to look at similarities and differ-
ences among the interviews, and at the same time a new perspective on the phenomenon
was gained. As can be observed in the different statements within the chapter of the em-
pirical findings, we do not account for the names of specific statements. We have to-
gether with the respondents chosen not to name the statements, rather only give the
reader the position of that specific person that gave the statements. In convergence with
the structuring of interview materials, different documents and direct observations have
been added to the final structure of empirical findings for further analysis. Figure 2.1
shows the condition for the collection of data in this thesis.

AnalysisDocuments Semi-structured

interviews
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Figure 2.1. Convergence of multiple sources of data collection

Problems with the gathering of empirical material

The realization of the collecting of empirical material was smoother than we had ex-
pected it to be, but certainly we faced some problems. We found some difficulties when
we pre-pared the research questions as it was difficult to be positive that the questions
were defined correct for the respondents, and the purpose of this thesis. This obstacle
was solved by discussing the potential case with the mentors at SCT and with our men-
tor at the university. Several discussion were held to explain what questions the thesis
are trying to answer and why a specific case or group of cases are chosen as a way of
answering those questions. Another problem that struck us was to identify the most ap-
propriate persons in each company to interview and then to get a foot into the targeted
company. This problem was solved by deep constructive discussions with the project
mentors (as explained above), and by approaching the company with a well prepared
introduction presentation in Spanish, emphasizing the STC and that we were master
students from one of the most internationalized universities in the world. This solution
mixed with that we never gave up calling the targeted companies contributed to that
only a few did not agree on a meeting. One problem that rose during the interviews is
the received answers, which varied in length and depth. This is due to the fact of differ-
ent willingness for transparency of information, thus could not been influenced by the
interviewers.

2.6 Trustworthiness of the thesis
Several authors present a similar way of obtaining a high level of trustworthiness of a
re-search. Gummesson (1988); Merriam (1994) and Yin (2003) all argue that if the
same case study is conducted all over again, followed by the exact same procedures as
described in the stated method, the later researcher should obtain the same findings and
conclusions as the first researcher. This type of problem is usually referred to as reli-
ability. However, as mentioned in 2.1 Theory of science, we find our research approach
to be more interpretative, since we can not measure our result or use pure logic like in
the positivist perspective, and thus our case can not be replicable with the same outcome
as this thesis. Hence, this study has strived to aim a high level of trustworthiness by de-
scribing clearly how the study has been conducted with a complete interview guide pro-
vided.

In order to gather empirical information reflecting the reality under examination and
thus secure validity of the research, questions reflecting the whole idea and characteris-
tics of the study were sent to the respondents a few days in advance so that they were
prepared for the subject concerned. Furthermore, the interviews were directed in order
to stay within the frame of the problem, however it was avoided to ask questions that
would steer the respondent to an already expected answer, since this would harm the
objectivity. The trustworthiness in a qualitative research is not only related to the col-
lection of empirical material, instead it is associated to different parts of the study. Ac-
cording the empirical material collection the trustworthiness is associated to if the re-
searcher has a sufficient pre-understanding, in order to make a trustworthy interpretation
of the studied phenomenon. Patel and Davidsson (2003) point out that in a qualitative
research the researchers do not need to have the same conclusion about a specific situa-
tion, instead a variation among the interpretations may enrich the study. The trustwor-
thiness can also be connected to if the interpretations can be communicated such as the
meaning of them appears, this demands for writing an available text.

Direct observations
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Stake (1995) states that all researchers recognize the need of being accurate in measur-
ing things but also being logical in interpreting the meaning of those measurements.
This means that even though a case study deals with many complex phenomenas and is-
sues for which no consensus can be found to what really exists, the researcher of the
study have ethical obligations to minimize misrepresentation and misunderstanding. In
order to avoid this type of problems and also to reach a high degree of reliability as
mentioned earlier, a thorough interview guide has been developed. In addition, Gum-
messon’s (1988) defines trustworthiness as in essence that a concept describes reality
with a good fit. To support the above argument, suitable respondents were chosen in
conjunction with our mentors at the university and at STC. However it is important to
keep in mind that it is difficult to know if they are suitable for our study, since their an-
swers can be angled, depending on what their attitude is to, in this case, an understand-
ing of the Mexican automotive industry.

For this thesis, it has been an attempt to gather knowledge about the current existing
circumstances on the automotive industry in Mexico. This approach has been done in
order to get in-depth knowledge about the conditions of the industry and also get
knowledge about the logic on the Mexican automobile market. The analysis in this the-
sis is therefore connected to a unique situation, which results in that the answers can not
be fully generalized. However, it is the receiver of the information that has the responsi-
bility for if the results can be applicable on a new situation, and the receiver must make
sure that there exists enough information in order for a generalization to be possible
(Kvale, 1994).  Hence we do not seek to find and construct a generalization of the sam-
ple as a whole but instead find conclusions for the particulars for this case under the cur-
rent existing circumstances.

2.6 Criticism of method chosen
We consider that an inductive approach, and a case study was the best approach for
gathering empirical information to this research and fulfilling the purpose if the thesis.
Though there are some criticisms we would like to present. An inductive approach im-
plies that the researcher obtains information during the process, and is not limited to the
borders of a beforehand decided model or theory. This can in one way convey to a more
objective view of the problem area, but also to that in the end of the research process
you as a researcher have obtained knowledge that make you understand more which
questions that you should have asked the respondents in the beginning of the process.
This was the case in our study. In order to present an even more trustworthy result, we
consider that we should have needed one more realization of gathering of empirical in-
formation in Mexico. In this way we could have asked more in-depth questions about
complex areas that we did not understand from the beginning.
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3 Frame of reference
This chapter presents a review of relevant literature with respect to the purpose of this
study. The theories are derived from our empirical research which was conducted in
Mexico during four weeks. We will use this conceptual framework as a point of refer-
ence for the analysis of our empirical findings later on in this thesis.

3.1 Forces affecting the business environment
Referring back to the introduction of this thesis it is concluded with four research ques-
tions. One can see that the first question is considering overall aspects of the industry
environment, which can influence the suppliers and the Original Equipment Manufac-
turers (OEMs) when they are doing business in Mexico. It is emphasized by Söderlund
(1993), who argues that as a company is operating in an open market environment it is
of importance to understand the forces that are affecting its operations. The firm is de-
pendent on input of resources from its surroundings and if it seals and is not taking the
business environment into consideration, there is a risk it could suffocate of uncertainty.
It is not sufficient to only be open to the market environment, rather the firm has to in-
terpret and analyze the surroundings as well in order to adjust to it. The company has to
understand the trends, which direction the market is heading and other factors that are
affecting the market (Söderlund, 1993). The importance of understanding the market
environment and a firm’s surroundings is also acknowledged by Abell and Hammond
(1979) as they state that the need for environmental analysis of critical factors is impor-
tant for the perceptiveness of an industry at a macro environmental level. This is clearly
important since changes in the environment are strongly affecting the company and thus
its strategy (Abell & Hammond, 1979). From this argumentation we can draw the con-
clusion that a firm’s success or failure is not only dependent on its internal efficiency
and resources, but also the external environment, and therefore the need for an industry
analysis is unavoidable if a firm wishes to do business as efficiently and profitably as
possible.

Industry analysis can be described as “the systematic process of gathering and breaking
down information about the industry in which a business operates on both a domestic
and global basis” (Financial Management, 2005, p. 33), and the researcher has to take
certain factors under consideration such as economic, political and social trends and
changes in technology (Financial Management, 2005). There are several tools available
for making industry analysis, which have different focus and thus different models are
favorable depending on the situation and the purpose of the research.

We have chosen to use Porter’s five forces model as the main tool for the industry
analysis as we are interested in what forces that are actrually affecting the buyers and
the suppliers in the Mexican automotive industry. In addition, we will support this
model with a PESTEL analysis, as the PESTEL will help us to conduct a better analysis
of the dynamic influences in the industry. In the Financial Management (2005) it is ar-
gued that by using these models, the researcher will be able to judge the level of uncer-
tainty and complexity in the business environment and determine how far in the life cy-
cle the industry has moved. This can allow the researcher to describe the critical success
factors that exist in the particular industry of interest and thus be able to make more
valuable strategic decisions about future operations (Financial Management, 2005).

3.1.1 Porter’s five forces theory

Porter developed in 1980 a model (see figure 3.1), with techniques for analyzing indus-
tries and competitors at a macro level (Recklies, 2001). Porter’s five forces theory takes
into account microeconomic terms such as “supply and demand, complementary prod-
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ucts and substitutes, the relationship between volume of production and cost of produc-
tion, and market structures like monopoly, oligopoly or perfect competition”(Recklies,
2001, p. 4). We believe that the knowledge in these areas is important and accurate in-
formation for suppliers in order to approach the Mexican market in an appropriate way.

Figure 3.1 Porter's Five Forces (Porter, 1980)

Porter’s model is derived from argumentations that a company needs to understand the
industry structure, the competitive intensity and the way it changes, in order to match its
corporate strategy to fit the opportunities and threats existing in the firm’s external envi-
ronment (Recklies, 2001). The competitive intensity in an industry is formed by the un-
derlying economic structure and is determined by the five primary forces pictured
above. The collected power of these forces determines the attractiveness of an industry,
measured in potential long-term profitability. The model can be used to identify a firm’s
potential favorable position in an industry (Porter, 1980). Further more, Recklies (2001)
argues that the elements of the five forces do not have to be analyzed with the same
depth. The choice of the depth depends on the purpose of the research.

Bargaining power of suppliers. Porter (1980) refers suppliers as to all sources of input
that are needed to provide services or goods. The bargaining power of a supplier is as-
sumed to be high when a specific market has a limited amount of suppliers for one
product and there are no substitutes for the input the supplier is producing (Recklies,
2001). A supplier can practice bargaining power by threaten to increase its prices or de-
crease the quality of delivered products and services (Porter, 1980). The bargaining
power of the supplier is also high if the supplier is delivering a product or service which
is critical for the customer and thus the switching cost for the customer to change from
one supplier to another is high. If this is the case on the market, the buying industry of-
ten faces a high pressure on their margins, and the relationship with their powerful sup-
pliers can reduce strategic options for the organization (Recklies, 2001).

Bargaining power of customers. Recklies (2001) describes this one of Porter’s five
forces to be the opposite from the one just stated above, that is to what extent the buyer
can influence on margins and volume from its suppliers. Customers are practicing
power by putting pressure on prices, negotiate about higher quality or more services,
and are outperforming the competitors against each other (Porter, 1980). The bargaining
power of the customers is believed to be high when there is a concentration of buyers
which buy large volumes, the supplying industry comprises of many small and frag-
mented suppliers and has high fixed costs. Further more, there is a high bargaining
power of customers when the suppliers’ product is not considered critical for the cus-
tomer and thus easily can be substituted for low switching costs. It is even regarded to
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be a high bargain power of customers if the buyer has the possibility to produce the
product itself or if the transparency cost of the supplier is high (Recklies, 2001).

Threat of new entrants. New entrants into a market convey new capacity, desire to gain
market shares and in general essential resources (Porter, 1980). Recklies (2001) ex-
plains further that new entrants could change the market environment drastically and
there is always a latent pressure for reaction and adjustment for existing actors on the
market. The level of threat of new entrants is determined of the barriers of entry that a
company with intentions to enter the market will face. These barriers are typically
economies of scale that exists if there is any minimum volume that needs to be pro-
duced for profitable operations, or high fixed cost associated with the market entry.
Considered as large barriers of entry for new entrant is when existing players on the
market control the distribution channels or the access to raw material the new entrant
needs in order to manage its operations. In addition, the government can exploit a leg-
islation system which works against new investments in a specific industry or country,
or the existing player can have a strong and long term relationship with its customers,
which will be difficult or even impossible for new entrants to deal with (Recklies,
2001).

Threat of substitutes. All companies within an industry are competing with other indus-
tries producing possible substitutable products (Porter, 1980). If it is easy for a customer
to substitute the product or service to another alternative product or service with better
performance and lower cost for the same purpose, there is an obvious threat of substi-
tutes existing on the market. The threat of substitutes is determined by the brand loyalty
of costumers, customer relations, switching costs, the relative price for performance of
substitutes and current trends (Recklies, 2001).

Competitive rivalry between existing players. The fifth force describes the competitive-
ness between current players that applies in an industry. The high competitiveness im-
plies pressure on prices, margins and profits for all actors within that specific industry
(Recklies, 2001). Competition among established companies in an industry is performed
by tactic measures like price war, advertising campaigns, new product launches or in-
creased customer service (Porter, 1980). An industry with competitiveness is character-
ized with players with approximately the same size and are offering undifferentiated
products. Further on, this industry’s growth of one company is only possible on the ex-
penses of another due to the market’s low growth rate and the high barriers of exit such
as highly specialized equipment (Recklies, 2001).

As stated above, Porter’s five forces model will in this thesis be used to analyze what
market forces that drive and characterize Mexican automotive industry. An analysis of
this kind can provide with valuable information for three aspects of corporate planning;
static analysis, dynamical analysis and analysis of options (Recklies, 2001). The first
aspect is an analysis of the attractiveness of an industry such as profitability and man-
agement decisions about entering the market, or if there is already an existence, exit of
the industry. Further more, the model can be used to determine competitive forces af-
fecting the own company and the company’s impact on others. The second aspect can
be analyzed by the PESTEL model, which will be explained below, and be a useful in-
strument to predict the potential attractiveness of an industry in the future. The political,
economical, socio-cultural, technological, environmental and legal changes determined
from the PESTEL analysis can have great impact on Porter’s five forces and thus the
whole industry (Recklies, 2001). These are aspects that should be interesting for suppli-
ers with an interest in a market entry. The last aspect is an analysis of the options a
company has to adjust to the identified forces in order to improve their position in the
industry and use the competitive forces in a positive way (Recklies, 2001). This can
help the firm to understand how it has to change its strategy and approach depending on
particular market conditions in a new market. This analysis can affect their strategic di-
rection in terms of positioning, differentiation and strategic partnership (Recklies,
2001). As mentioned earlier in this section, the PESTEL analysis will in this thesis be
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used to support Porter’s five forces model in order to see the dynamics of the industry
and how these dynamics are affecting the market forces and will now be presented be-
low.

The PESTEL- model

According to Frankelius and Rosén (1993), common problems for a company when it
does an industry analysis, are that the company only focuses on the actors it has a rela-
tionship with, or the management is only concentrating on business factors and market
factors. This might be insufficient, as factors in the company’s macro environment can
affect the company also in the short run. Examples of this kind of macro environmental
factors can be new legislation that prohibits a certain production process or an aggres-
sive opinion that strongly affects the demand of the company’s products and services
(Frankelius & Rosén, 1993). There are various methods and models consultants and
managers utilize, however there is one model that is employed frequently, which is the
PESTEL model (Frankelius, 2001). The PESTEL model categorizes the environmental
factors that might affect an industry into six main types; political, economic, social,
technological, environmental and legal factors (Johnson & Scholes, 2005). These fac-
tors are dependent on each other, as for example most of our decisions are affected by
politic and legislation decisions, and technological factors will only have impact on the
decisions if they are socially accepted and are not fighting the law (Financial Manage-
ment, 2005). This implies that the knowledge of how the PESTEL factors might affect
the industry is only a starting point and has to be followed by other ways of analysis
(Johnson & Scholes, 2005). The factors that influence an industry varies depending on
what area one is focusing on and it is important to identify the key drivers of change,
because there might be a lot of factors in the environment that influence the industry,
but it is the combined effect of these key drivers of change that can be important (John-
son & Scholes, 2005).

When a researcher is conducting a PESTEL- analysis the following questions should be
the main focus; “What environmental factors are affecting the organization?” and
“Which of these are most important at the present time, and in the next few
years?”(Johnson & Scholes, 2005, p.68). Porter (1980) considers that a supplier’s abil-
ity to cope with Porter’s forces in combination with the PESTEL influences can deter-
mine its success or failure in the future. Therefore we consider it to be important to give
a comprehensive presentation of the PESTEL model as well.

Political influences are according to Johnson and Scholes (2005) government stability,
taxation policy, foreign trade regulations and social welfare policies. They exist on three
different levels that are the global, the national and the local level. Politics on the global
level influence international trade, multinational corporations and foreign investments.
Politics on the national level influence labor markets, consumers, and fiscal and mone-
tary markets. Eventually the local market policies influence the taxation, employment
issues and local regulatory policies (Abell & Hammond, 1979). Economic influences are
derived from factors such as business cycles, GNP trends, money supply, interest rates,
inflation and disposable income (Johnson & Scholes, 2005). Social factors that might
influence the industry are many and not easy to define but examples could be popula-
tion demographics, income distribution, attitudes to work and leisure and the level of
education (Johnson & Scholes, 2005). Further more, Abell and Hammond (1979) con-
sider changes in family lifestyle and level of sex equality to be important factors as
well. Technological influences are governmental spending and attitude to technology
improvement, product development and new discoveries (Johnson & Scholes, 2005).
Environmental influences concern about waste disposal, special environmental laws and
energy consumption. Legal influences are factors such as employment laws, monopo-
listic legislation, health and safety issues and product safety (Johnson & Scholes, 2005).

From the theories described in this section, we consider that the first research question
can be answered, though we will keep Porter’s five forces model in mind. In order to
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understand the forces completely we argue that characteristics of the interaction process
between the buyers and the suppliers in the supply chain must be deeper evaluated. This
leads us into the second research question of this thesis, and theories about interactions
will in the following section be presented.

3.2 Interaction processes in the automotive industry
In order to understand what characterizes the interaction process between the buyers and
the suppliers in the Mexican automotive industry, we consider it important to describe
what the term interaction means to us. We consider interaction to be how different par-
ties meet, exchange products, services, knowledge, and how they communicate with
each other. Different degrees of interaction can create different types of relationships,
and the importance of partnering has extensively been emphasized by researchers in the
field of interaction theory between buyers and suppliers in a supply chain.

3.2.1 Relationship strategy

In order to answer the second research question stated in the introduction chapter of this
thesis, we argue it is interesting and beneficial to understand how important relation-
ships are for suppliers when doing business in Mexico, and thus describe what a rela-
tionship really is, and can contribute for a firm. We emphasize it is of immense impor-
tance to understand the term “relationship” from the theoretical point of view, and will
here go deeper into that.

Maloni (1997) argues that there are different degrees of relationships and partnering.
For example a basic interaction between two firms has a relationship that is equivalent
to the length of the time it takes to complete the transaction. This is the simplest form of
a relation developed from interactions between two firms. Other interactions may in-
volve significantly more effort and attention from both parts in order to influence the
transactions and even create more and improved transactions and relations in the future
(see figure 3.2 below).

_ Increased Relationship Intensity_

Figure 3.2 Continuum of Inter-firm Relationships (adjusted from Maloni, 1997)

If one sees the single transaction as one extreme, and pass trough a continuum of in-
creased relationship intensity, the next step is special influence transactions followed by
established partnership, joint venture and vertical integration11 (Maloni, 1997). Estab-
lished partnership differs from the special influence transaction in the matter that both
firms involved in the transaction process put efforts to coordinate functional activities
towards a common goal. This partnership involves an interdependent relationship of co-
ordination planning and strategy. The goal the parties are aiming is mutual, which bene-
fits them both, and the synergy within the relationship functions better than the sum of
its parts (Maloni, 1997).

                                                  
11 The signification of vertical integration will be covered in the following section ”integration processes

in the automotive industry”.
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From this discussion we will emphasize that there are different kinds of relationships,
which suppliers interested in doing business on the Mexican market have to evaluate.
An intensive relation (for example a joint venture) might be the most appropriate rela-
tionship in some occasions, and a discrete short term- single transaction relation will be
more appropriate in other occasions. The firm has to develop strategies for their rela-
tionships associated with different situations. If firms within an industry are not doing
this evaluation carefully, the efficiency and potential profitability will not be utilized to
full capacity. This is actually the case for the automotive industry as Hensley and
Knupfer (2005) discuss. These both authors state that as a result of poor relationship
strategies and planning, the automotive industry suffers from losses every year and if
the efficiency in the industry would be at the top level, the savings could be up to eight
billion US dollar annually (Hensley & Knupfer, 2005).

The discussion above emphasizes the importance for a firm to adjust the relations or
partnering strategies depending on situations from short lasting to totally integrated and
long lasting situations. Though there are other aspects a firm has to take under consid-
eration, as for example the fact that there exist several combinations of supplier rela-
tions. Instead of managing a set of independent supplier relationships, the buying firm
needs to learn how to manage a supplier network (Håkansson & Eriksson, 1993). The
discussions of relationships has not emerged from nothing but from related basic
changes in the organization of production. Concepts such as Just In Time (JIT) and To-
tal Quality Control (TQC) are both related to how companies organize their own pro-
duction and how they use their suppliers throughout the process. This process includes
technical development which in this thesis will be reviewed in the section about inte-
gration in the automotive industry.

We have now established a base for different levels of interaction intensity where the
suppliers can decide to have different kinds of relationships depending on the situation,
and we have also argued the importance of managing a network of suppliers and deal
with the interaction with them in their research and development (R&D) process and in
the production. Relationship theories and supplier relations are strongly connected with
the purchasing of products, thus the purchasing strategy should be discussed as well.

3.2.2 Purchasing strategy

There are variations in how firms organize their purchases, and for the purchase pur-
pose, interact with their suppliers depending on in what industry they are operating. As
the industry of interest in this thesis is the automotive industry, we will foremost look
into that particular business and possible variations within the industry. Looking at the
structure of the automotive supplier industry, there is a large number of companies, va-
riety of sizes, diversity of product lines and differing technological capabilities. This
means that applying an overall supplier strategy does not make any sense. In this indus-
try the supplier is the smaller company and the customer is the larger company. This
means that the suppliers can be dependent on a few customers in the automotive indus-
try. This dependency is mutual but not very often balanced (Gadde & Grant, 1984b).

From the above discussion we can see that not all buyer-supplier relationships are to be
managed in the same way. During the past few years there have been argumentation for
managers to move toward longer-term mutual strategic partnerships with external busi-
ness partners. According to Bensaou (1999), this assumption is unjustified because
while strategic partnerships create new value, they are costly to develop, care for and
maintain. Instead the author stresses for an alternative, which is to have a portfolio of
relationships. Kraljic (1983) introduced the first comprehensive portfolio approach. The
main attention for having a portfolio of relationships is that an effective supply chain
management requires choosing a type of relationship appropriate to each product’s and
market’s conditions and adapting management practices to that relationship (Bensaou,
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1999; Ford, Berthon, Brown, Gadde et al., 2002; Geldeman & van Weele, 2002; Kraljic,
1983).

According to Kraljic (1983) there are two factors that decide the relationship strategy.
On one hand there is the strategic importance of purchasing in terms of the value added
by the product line, the percentage of raw materials in total costs and their impact on
profitability. On the other hand, there is the complexity of the supply market, which is
determined by the scarcity of suppliers, pace of technology change, materials substitu-
tion, entry barriers etc (Kraljic, 1983). From this factors just mentioned, one can see that
there is a linkage between them and some of the factors that are affecting the five forces
in the Porter model. If a company considers its current situation in terms of these two
just mentioned factors, it will be able to determine which type of supply strategy to per-
form in order to reduce its risk and in addition develop and implement differentiated
purchasing strategies. In order to reach this objective, a company needs to experience
four different phases (Kraljic, 1983). The first phase is to classify all the purchases ma-
terials or components in terms of profit impact and supply risk. The second and third
phases are to analyze the supply market for the classified materials and decide the over-
all strategic supply position. The last phase is to develop material strategies and make
an action plan. The experience will eventually result in a 2x2 matrix (Kraljic, 1983), as
pictured in figure 3.3 below. These four phases will in this theoretical framework be
presented relatively in-depth in order to create un understanding for how a purchasing
strategy can be developed and applied. However these phases and the belonging models
presented beneath will in the analysis chapter only be discuss from an overall view, and
not phase by phase.

Importance of purchasing

Complexity of supply market

Figure 3.3 Kraljic´s Purchasing Matrix (Kraljic, 1983, p.111).

Classification. Effectively, the profit impact of a purchased item is defined by Kraljic
(1983), “the volume purchased, percentage of total purchase cost or impact on product
quality or business growth” (Kraljic, 1983, p. 112). Persson and Virum (1996) state that
if a company makes a large investment in purchasing of materials, it means that the pur-
chase has a large impact on the company’s profit. Further on, if the expenditures of
materials are a large part of the total costs, it means that a small change in the costs of
materials leads to great effects on the profit margin. The supply risk is dependent on
what kind of products the company purchases. In general it involves if the products are
standardized or if they are custom made by the suppliers. The complexity of the prod-
ucts has also a large impact of the supply risk (Persson & Virum, 1996). All these crite-
ria can be used to put the purchased products into four categories, namely: bottle neck,
routine, leverage and strategic products (Persson & Virum, 1996).

Routine products can be defined as non-critical products. They have a low profit impact
and low supply risk. In general these products are used in the everyday function of a
firm’s operation. For the automotive industry this could be office commodities, coffee
machine products, or really un-complex parts that goes into the vehicle, etc. Kraljic
(1983) suggest that an automated ordering and order handling process can determine the
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entire purchasing function. The leverage products have a great profit impact since they
are purchased in a large quantity but have a low supply risk. For these kind of products
the company will be able to perform competitive biddings and the strategy is to obtain
good economic agreements and do price forecasts. The third group consists of the bot-
tleneck products. They have a small impact on the profit and have a high supply risk.
For these kinds of products it is of importance to secure deliveries and search alternative
sources. The last group involves highly customized components or integrated subsys-
tems that put strong demand on technological and engineering capabilities (Kraljic,
1983).

Market analysis. The market analysis involves weighting the bargaining power of its
suppliers against its own strengths as a customer. Kraljic (1983) calls for several special
criteria of supplier and company strengths even though no list of evaluation criteria is
equally applicable to every industry but a careful definition of the criteria of both sup-
plier and company strength is a qualification to accurate market analysis. One of them is
that the company needs to make sure that the supplier has the capacity in case of a cy-
clical upswing or the probability of a bottleneck in the supply of a strategic product be-
comes extremely high. Here it is easy to draw a link to Porter’s five forces model pic-
tured in the first section of this chapter, where the Porter model can here be a useful in-
strument for conducting a market analysis. Kraljic (1983) furthermore argues that
changing a source of supply might make it necessary to modify the production process.
In the case of highly automated production processes, the cost of such modification
could be unaffordable and give the firm less opportunities for rapidly shifting supply
sources or delaying negotiations and contracts. Another factor to take into consideration
is the uniqueness of the supplier’s product. This is a stage of natural scarcity. If a prod-
uct is unique, the probability is less that alternative sources or suppliers will appear
(Kraljic, 1983).

Strategic positioning. After having analyzed the market, next step is to position the ma-
terials identified in phase one (See figure 3.4 below). By this, the company will be able
to identify opportunities or threats and evaluate supply risks. The matrix plots company-
buying strength against the strengths of the supply market.
Company Strength

High Balance

Medium Diversify

Low Exploit

          Low        Medium        High

                              Supply market strength

Figure 3.4.  Kraljic´s Purchasing Portfolio Matrix (Kraljic, 1983, p.114).

If the buying company has a secondary role in the supply market and the suppliers are
strong, the purchaser need to go on the defensive and start looking for substitutes or
even new suppliers. This means that the purchaser will be forced to find supply options
and increase the spending on market research or supplier relationships. In contrast, if the
buyer has a dominant role on the market and the supplier’s strength is rated low or me-
dium, a diversity strategy is suggested (Kraljic, 1983). Since the supply risk is minor,
the buying company will have a better chance in the purchasing process through favor-
able pricing and contract agreements. Even though the risk is considered small, Kraljic
(1983) calls for carefulness and emphasizes not to take advantages that will jeopardize
the long-term relationships.

Action plans. Depending on where a company choose to position the materials in previ-
ous phase, there are suggestions for the purchasing strategy on such as volume, price
and supplier selection. As an example, if a firm has strategic products, it should
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strengthen its supply position by concentrating on the purchased volumes in a single
supplier, accept high prices and cover the full volume requirements through supply
contracts (Kraljic, 1983). Ford et al. (2002) suggest that two parties adapt and invest in
the relationship for an optimal purchasing process. The back log with this type of rela-
tionships is the long-term risk of dependence in a single supplier. Kraljic, (1983) sug-
gests in this event to search for alternative suppliers or substitutes. On the other hand,
Mitens and Johansen (1987) suggest performing vertical integration through formal le-
gal integrations12. Contrary to the strong supply position, the buying company has the
power. In this case, the firm will be able to spread the risk on several suppliers and get a
price advantage and lower inventory levels (Mitens & Johansen, 1987). Ford et al.
(2002) define this type of relationship as an arm’s length relationship (which is ex-
plained more thoroughly in the previous section). One of the advantages with this is that
the relationships are inexpensive to operate.

In the above discussion one ca see the importance of having a supplier strategy, and
there is no “best” strategy that is applicable in all situations for all companies. When the
firm is aware of these aspects, another important issue comes up that has to be carefully
evaluated in order to understand the interaction process, and how a firm should ap-
proach other actors in the industry. This issue takes into account how to get in contact
with the “best” and most appropriate suppliers for the own specific firm, that is what
sourcing strategy the firm should employ.

3.2.3 Sourcing strategy

In the discussion derived from the concept by Kraljic, it is clarified that applying an
overall supplier strategy does not make any sense since the structure of the automotive
supplier industry is complex of large number of companies, with a variety of sizes, di-
versity of product lines and differing technological capabilities. Maloni (1997) argues
that there are several sourcing strategies companies are exploiting in order  to make
their business as successful and efficient as possible.

It has been discussed earlier in this frame of reference that an increased amount of buy-
ers rely on their suppliers to improve their product quality and price in order to save
costs in their purchasing side. According to Zeng (2000), the material source have a di-
rect impact on the final product’s price and quality in a manufacturing setting and plays
an important role in a company’s competitiveness and growth. Zeng (2000) argues for
three different sourcing alternatives: multiple sourcing, single sourcing and global
sourcing. A discussion of their preferences and suitability will be provided below.

As the name indicate, through multiple sourcing the buying company paces order from
a large number of suppliers, which allows the buyer to play off one supplier against the
other and chose the one with most benefits. What the suppliers might do in this kind of
situations is to cut their prices in order to get more business and the competition be-
tween them gets intense. For an example Anderson and Narus (1999) suggest that com-
panies purchasing standard materials with low value added commodities should take an
aggressive competitive bidding strategy, as the multiple sourcing. This approach include
increasing the pool of suppliers and shifting to short-term supply contracts. The
sourcing alternative that is in opposite to multi sourcing is the single sourcing alterna-
tive. In this case, the buying company is purchasing the total requirements from one
supplier which makes them dependent on one supplier. According to Zeng (2000), this
sourcing strategy rose with the JIT concept. A single sourcing is required in order to
support the idea of JIT, which is to eliminate waste and to emphasize value added ac-
tivities (this will be further explained in the section about lean production), making sure
the order is delivered on time in right quantity and quality at the right time and place.
                                                  
12 Vertical integration will be discussed in the section ”integration in the automotive industry”.
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This type of sourcing requires a close relationship between the two parties with a mu-
tual long-term commitment.

As the competition offshore is increasing at the same time as the world is becoming
smaller thanks to breakthroughs in communication, this have contributed to that more
and more firms are competing on a global basis. Thus global sourcing has became in-
creasingly important in a company’s sourcing strategy. In order to make the most ap-
propriate global sourcing decision, Bermann, Mangaleswaran and Mercer (2004) sug-
gest that a company should sort their purchasing parts into clusters based on character-
istics such as the balance between the labor cost and capital, the importance of raw-
material costs and the know-how suppliers need to have to produce the parts. The clus-
ter process is needed because there are some parts such as bulky or easily damaged
products that cannot be delivered long distance and the buyer must source such items
close to the manufacturing plant. Bermann et al. (2000) have identified five main clus-
ters which have significant differences in order to evaluate the location of purchase:
technically sophisticated parts with low labor requirements, average parts, technically
sophisticated parts with high labor requirements, simple parts with significant labor
component and parts whose costs is driven principally by raw materials (see appendix
5).

We have several times in this section mentioned the term “integration”. Different inter-
action processes will lead to different levels of integration, more or less controlled. We
argue that in order to create an understanding of the Mexican automotive industry, it is
important to, after a discussion about the interaction process, get into what characterizes
the integration process between the buyer and the supplier in the supply chain. This
leads us into the third research question.

3.3 Integration processes in the automotive industry
We will initiate this section by explaining our interpretation to the term integration in
this thesis. Integration is how two or more firms cooperate and co-organize their opera-
tions towards a mutual goal, or an overall function of the end product. Horizontal inte-
gration can be seen as how companies on the same level in the industry are integrating
their processes towards the same goal, and vertical integration is how firms at different
levels are integrating their processes in order to create a profitable outcome. We will in
this section present various theories all associated with integration processes one way or
the other, in order to get a comprehensive understanding about integration processes in
the supply chain.

3.3.1 Vertical integration

The term vertical integration has several times in this thesis been mentioned, and it is
said that different firms with different geographical heritage historically have different
degrees of vertical integration. According to Maloni (1997), changes have been done in
the automotive industry in order to decrease the uncertainty and improve control of sup-
ply and distribution channels. The current push towards vertical integration between
suppliers and OEMs is obvious, as many firms see this increased external integration
and partnership as a way to decrease the barriers in the supply chain, and letting the
OEMs operate with a diminished supplier base (Maloni, 1997).

Langlois (2000) explains vertical integration as when end producers ties suppliers to
them in a well developed integration process. This gives the larger company a possibil-
ity to implement innovation, especially in large scale. This is the major superiority with
vertical integration but it can imply stagnation in the industry as well, as the company’s
innovation only comes from one, or few sources. If the firm would have access to the
complete market, it would have more sources to obtain information from and thus iso-
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late companies from potential developments. In the automotive industry, companies
were quite differentiated in the early stage of the industry life but became more and
more integrated as output expanded. It can be explained with the fact that a supplier of
intermediate goods can not expand in the same phase as the end producer. An innova-
tive company with lack of resources can be forced to vertical integration, even though
this is not its wish. Vertical integration can be a strategy for the entrepreneur to achieve
the company’s goals (Langlois, 2000). According to Rubenstein (2001), vertical inte-
gration involves control of the processes, and does not necessarily mean that the manu-
facturer is the owner of the complete production.

The discussions of relationships and integration has not emerged from nothing but from
related basic changes in the organization of production. This process includes technical
development which according to Håkansson and Eriksson (1993) is one of the firm’s
major forces behind competitive power, and the view is moving to an integrated ap-
proach, where technical, social and economic development are believed to evolve
through interplay.

3.3.2 Integration in product development

According to Håkansson and Eriksson (1993) is the technical development related to a
number of interlinked external processes. Fagerström and Jackson (2002) argue that
firms are more and more rationalizing operations and contracting their key activities
externally. Suppliers, mostly SMEs become more important as they develop and pro-
duce an increasing amount of the components for the end-product (Fagerström & Jack-
son, 2002). This statement indicates that firms become reliant upon the suppliers’
knowledge within certain areas. An emphasis is put to involve suppliers in an early
stage in the product development process. One important driving force for an integra-
tion of the product development process are the advantages it conveys such as shorter
lead times, lower and shared costs, and higher quality etc (Fagerström & Jackson,
2002). On the other hand there are drawbacks companies should take into consideration.
The development process can get unstable if there are uncertain specifications. In addi-
tion, there are risks for sensitive information to leak out. Derived from those arguments,
Fagerström and Jackson (2002) suggest that the integration in the product development
process should involve in situations were items are customized or which have or involve
high cost, new technology, difficulty to produce, high risk etc.

In the discussion above, our purpose was to emphasize what is meant by integration
processes in product development, and how different actors in the supply chain can ap-
proach these areas. A firm’s strategy for the integration process affects how it handles
transactions of products and resources between parties, as will be explained in the fol-
lowing section. All these transactions creates costs which each firm tries to minimize in
order to maximize profits and future growth. This leads us into the transaction cost the-
ory, which is very much in the field of integration and thus interesting for the third re-
search question in this thesis.

3.3.3 Transaction cost theory

Gourlay, Luckwell, Seaton and Weyman-Jones (1998) argue that also in the automotive
industry, regardless of size, companies are viewed as cost minimizing and profit maxi-
mizing. That is, companies seek to minimize costs items to production restrictions and
transaction costs and then select the most appropriate output level given these minimum
cost conditions to maximize profit (cited in The 6th Annual International Conference at
the University of Twente, the Netherlands, 1998). Further on, Robertson (1996) argues
that the cost structure a company faces is composed of two elements, the direct cost of
production and the transaction cost (cited in Foss & Knudsen, 1996). For this, Lee
(1994) defines transaction cost as costs of organizing economic activity and not the
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costs of producing real products. Considering the simplest type of transaction of goods
or service between two organizations, there are more to it than the actual transaction.
According to Williamson (1985) there exist two different types of costs occurring due to
the transaction. These two costs should be distinguished of each other. Apart from the
obvious cost, there must also incur other ex ante and ex post costs. Examples of ex ante
cost can be costs of drafting contracts, verbal or formally written by lawyers, or negoti-
ating and safeguarding an agreement (Williamson, 1985). Ex post costs involves,
monitoring costs and finalizing the agreement. Williamson, (1985) argues that there are
four factors generating transaction cost; opportunism, bounded rationality, market un-
certainty and asset specification. He further states that these factors are important de-
terminants of vertical integration. Opportunism and bounded rationally are characterized
as factors of the human nature. The first factor is defined as a self-interest orientation,
meaning that individuals act accordingly to their self-interest and the latter to the limited
ability to receive, store and process information, which leads to uncertainty. In addition,
Williamson (1985) refers market uncertainty and asset specification as the environ-
mental factors which increase the costs of market exchange. Market uncertainty can be
identified as unpredictable change of product or service specifications such as price,
quality, supply and demand. The asset specification occur with the bargaining problem,
meaning when the supplier base is limited (Williamson, 1985).

Large transaction costs will occur when a company of its own accord obtains the tech-
nology or any knowledge complementarily through contracts in the market. Lee (1994)
argues that transaction costs are the economic reason for the selection of a vertical inte-
gration relationship in any expected future innovation. Applying the four basic factors
mentioned by Williamson (1985), the technology market will be able to satisfy the con-
ditions. Lee (1994) further states that information asymmetry between buyer and seller
is the fundamental problem in technology transactions. This can be described by the fact
that the information about the technology is the product itself and the seller of it do not
want to disclose full information in order to protect the proprietary value of the product,
which implies for the opportunistic behavior by the seller. The two human factors of the
conditions generating transaction costs are more involved in the technology market than
in any other markets as it just has been explained above (Lee, 1994). In addition, the
environmental conditions are also satisfied by the technology market. Specific and
complex technology include the uncertainty of having small numbers of both buyers
and sellers (Williamson, 1985). The uncertainty is obvious in this kind of market which
Lee (1994) explains with the argument that technology by nature has the problem of in-
formation asymmetry between buyer and seller.

Another risk with technology transfers is the uncertainty of information leaking to other
competitors (Lee, 1994). Referring to complex products, the seller might need to pro-
vide some information of the product. This communication and interaction with other
companies that is required in order for the product to be implemented and used appro-
priately increase the risk of information leaking out and competitors will rapidly enter
the market with either an imitative item or an alternative substitute. Lee (1994) suggests
that a vertical integration may be an effective method to keep new technology from
leaking out to the market. The common ownership will mitigate the problem by reduc-
ing the amount of information sellers need to reveal in order to obtain sales. The discus-
sion above indicate that products in the high technology sector, made to individual
specifications involves high transaction cost. For these arguments, Williamson (1985)
suggests to have a close union between the companies or have a solid long-term con-
tract or even vertical integration in order to mitigate the transaction costs in a company.

It was mentioned earlier in this section that firms strive to minimize costs and maximize
profits. This can be done through vertical integration in order to reduce transaction cost,
and from the discussion that followed one can understand that it should be a great focus
to reduce these transaction costs, and also other costs a firm has in order to be more
competitive. This leads us into how a firm can manage cost reductions.
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3.3.4 Lean approach in the automotive industry

As cost reduction is frequently emphasized in the literature about integration, thus we
argue this is an important area to cover in order to create a good base of references to
make it possible to answer the third research question accurately. Georges (2002) men-
tions sources of cost reduction that a company can focus on. He discusses about the
“Hidden Factory” which is all the costs derived from slow processes. This is well ex-
plained in the following quotation: “Slow-moving inventory must be moved, counted,
stored, retrieved, and moved again, and may be damaged or become obsolete. Slow-
moving finished goods must be sold at “promotional prices” at loss of margin. Expedit-
ers and stock-room personnel must deal with these problems. If a quality problem
erupts, a large amount of inventory is in the jeopardy of scrap and rework. A larger
plant and more equipment must be used for a given capacity” (Georges, 2002, p. 8).
The same author further argues that the Hidden Factory can be eliminated by lean
thinking in the organization.

The expression lean in the production and product development context was invented in
the mid 1980s by John Krafcik who was a master’s student at MIT13 (Cusumano & No-
beoka, 1998). There are different views of what lean production really is and how it has
developed. Womack, Jones and Roos (1990) express lean production as when a pro-
ducer combines the advantages of craft14 and mass-production15. They further argue that
it is “lean” because it uses less of everything compared to mass production, which are
less working force and space in the plant, half the investment in tools and half the engi-
neering hours for product development. The lean producer is further keeping a far less
inventory than the mass-producer and is producing a greater variety of products
(Womack et al., 1990). According to the same authors the major difference between
lean production and mass-production is the goal each one of them is aiming. The goal
for mass-production is to be “good enough”, which contributes to the acceptance for de-
fects increases and thus also the maximum number of inventories. In lean-production
the goal is perfection, that is continually declining costs, zero defects, zero inventories
and an infinite variety of products. This goal of perfection affects the way the workers
think, their motivation and therefore their productivity.

Clark and Fujimoto (1991) furthermore emphasize some other principles of lean pro-
duction. The first principle mentioned is to overlap different functional development
activity phases, such as engineering of products, generation of concepts and process en-
gineering. The second principle is to employ relatively independent product teams man-
aged by “heavyweight” project leaders, which are leaders with extensive authority over
different functions such as marketing, manufacturing and design (cited in Cusumano &
Nobeoka, 1998). Clark and Fujimoto (1991) further argue that the project teams should
include people from different engineering functions as well as marketers and sales peo-
ple. This implies for teams as cross-functional in organization (cited in Cusumano &
Nobeoka, 1998).

                                                  
13 Massachusetts Institute of Technology.

14 Craft producers use simple but flexible tools and highly skilled workers, which make one vehicle at the
time made exactly like each customer asked for. No vehicle is the other one alike. Craft production is
time consuming and requires high cost for being efficient (Womack et al. 1990).

15In mass-production, narrowly skilled professionals design products, which unskilled workers create in
expensive single- purpose machines. The products are not like in craft-production customized for each
order, but instead standardized with only a very limited variation to a high volume (Womack et al.
1990).



Supplying the Latino Way

27

In this discussion we aimed to emphasize the nature of lean thinking, and how it devel-
oped in the automotive industry. This method developed a few decades ago, and made it
possible for firms to decrease costs and make their production more efficient with fewer
resources. Lean thinking has evolved over the years, and we will in the following sec-
tions explain this development and how this can be seen from an integration point of
view.

Lean thinking-single project thinking

The Japanese word muda means in English “waste”, and stands for an activity that re-
quires resources but does not put any extra value to the outcome (Womack & Jones,
1996). The goal for the lean thinker was to reduce these mudas. According to the same
authors, there are several mudas in the production process, which lean thinking can be
the antidote against. The first thoughts about lean production had, as is has been men-
tioned earlier, the purpose to make manufacturing and product development more effi-
cient for auto makers and focused on single projects for product development and new
designs (Cusumano & Nobeoka, 1998).  Georges (2002) argues that the “Lean Means
Speed” (Georges, 2002, p. 33), and base this argument on the fact that products and
components in plants are spending more than 95% of the total time waiting for value to
be added. The approach in the single project is to eliminate that time by focusing on
projects and make them highly flexible and responding to what the customer, both in-
ternal16 and external, are actually demanding. The goal is to move parts with high ve-
locity directly from one workstation to another and by this decrease the waiting time
and finished goods inventory by 50-80% (Georges, 2002).

The challenge just mentioned above, is to coordinate the process of an integration of all
parts and components at the right time, with high quality to a low cost (Womack et al.,
1990). Based on this statement, we aim to highlight the correlation between lean think-
ing and the integration process. Another challenge for the OEMs in the single project
approach is how to manage the relationship between them and the supplier as smoothly
as possible in order to reduce costs and increase quality. Womack et al. (1990) argue
that Toyota is a good example as they started to organize its suppliers into functional
tiers with different responsibilities to each company in each tier. The tire one suppliers
(T1s17) were closest to the company and had responsibility for R&D of new products
such as steering, breaking or electrical systems that would work in harmony with other
systems. Another aspect that indicated Toyota’s interest in its suppliers, and how it was
creating relationship with them, was the fact that the firm shared personnel with its sup-
pliers. Toyota did not vertically integrate its suppliers completely (the firm did not to-
tally acquire its suppliers), but instead created a strong relationship. It did not prevent
them to have relationship with other companies or other industries as Toyota argued this
was a source to achieve knowledge from different areas, and thus generated higher
profit margins for the supplier (Womack et al., 1990).

As one can see here, the lean thinking and focus on single projects makes the cross-
functional teams fast and agile, especially if the heavyweight project managers delegate
great responsibility to team managers and engineers and overlap phases in the project.
In addition, this thinking can help companies to develop and produce distinctive indi-
vidual products efficiently, by organizing independent product teams which are focused
on new technologies or design (Cusumano & Nobeoka, 1998).

Beyond lean, multi-project thinking in an open environment

                                                  
16 Internal customer is referred to employees within the organization (Grönroos, 2000).

17 T1s are closest to the OEM, T2, one step down in the supply chain, T3 one more step, and so forth.
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The early phase of lean thinking was focusing mainly on the own company‘s abilities
and possibilities in a single project context. However, this has changed. Cusumano and
Nobeoka (1998) argue that lean thinking has to be developed further in order to increase
firms’ efficiency. Companies normally have more than one product, conduct several
projects and developments at the same time, therefore multi-project thinking can gener-
ally be a better strategy for the management to apply. Several single projects within a
company can compete for the same engineer-skills, financial resources and target simi-
lar customers in the marketplace, which require a multi-project management. This is
obvious since the most successful companies today view their projects as a part of their
portfolio and are maximizing the effect of their investments by introducing new design
and technologies in as many projects as possible with the highest frequency possible
(Cusumano & Nobeoka, 1998).

Profits have fallen dramatically the last decades in the auto industry, and the OEMs
have been forced to replace and expand product lines with high-quality, innovative
models that “minimizes development and production costs” (Cusumano & Nobeoka,
1998, p. 8). Successful companies have increased their usage of common parts and are
moving toward platform18 sharing. Cusumano and Nobeoka (1998) term this type of
strategy as a multi-project management. The same authors argue that when a company
is applying this kind of management, it focuses on developing new products and put
same amount of attention on developing common core components which quickly can
be shared across the different projects. For example Toyota has created groups of well-
integrated products that share basic technologies, key components and design concepts.
The main task in multi-project management is to link several projects strategically,
technologically and organizationally. This can be done by product portfolio planning,
design of common core components and “through overlapping the responsibilities and
work of project managers and individual engineers” (Cusumano & Nobeoka, 1998, p.
9).

Cusumano and Nobeoka (1998) further argue that the platform is generally considered
to be, in terms of manufacturing and design preparation, the most expensive subsystem
for a new vehicle and requires design and manufacturing know-how at a high level.
With this type of thinking in mind, OEMs around the world are increasingly trying to
reuse and transfer old platforms in as many products as possible. They are doing this by
standardizing their platforms so they easily can be transferred to other products. This is
the reason for why platform standardization and the ability to reuse are key elements in
multi-project management. These facts have conveyed possibilities to introduce a wide
range of products relatively quickly to a low cost, and through this be more flexible to
respond to market fluctuations and demand (Cusumano & Nobeoka, 1998). According
to the same authors, the most complex form of multi-project management is multi-
projects that involve projects of more than one company. This can for example be when
two distinct companies are cooperating in the development of a new platform and are
both using this platform separately in their own company for new projects. This kind of
cooperation has lately shown an increasing tendency (Cusumano & Nobeoka, 1998).

Multi-project thinking developed a new approach to lean thinking for how to coordinate
multiple projects within the firm towards a common corporation goal. This was not the
only development of lean. The firm also opened towards other layers in the supply chain
in order to organize the supply and R&D as efficient as possible. Lean thinking moved
away from only considering what to do internally in the firm to what could be done with
external actors, foremost vertically in the value chain with suppliers and suppliers’ sup-
pliers. Firms employing this approach to production and R&D also started to open for
                                                  
18 Platform is referred to the core technology of the automobile and consists of floor panels, suspension

system, fire wall and rocker panels, essentially the “architecture” of the product (Cusumano & No-
beoka, 1998).
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horizontal integration and corporation with other actors in the industry in a multi-
company multi-project thinking.

Multi-company multi-project thinking

As mentioned, the most complex form of multi-project management is when two or
more organizations are cooperating with the development of new technologies or in the
production. Cusumano and Nobeoka (1998) argue that this strategy has been common to
employ for two companies with shared equity. This has changed during the last decade
as also companies without equity relationship have introduced shared platforms in their
multi-project strategy. Examples of this are the cooperation between the Mazda Carrol
and the Suzuki Alto which has used the same platform (Cusumano & Nobeoka, 1998).

As a conclusion of this theoretical framework, we will leave the integration processes
between the buyers and the suppliers in the automotive industry, and instead focus on
the fourth and last research question presented in this thesis. In order to answer this last
research question, we will in the following section present theories about entering mode
options that exist in current literature.

3.4 Entering strategy
According to Roberts and Berry (1985), entering into new market can be of an interest-
ing option for companies that wish to increase their growth and profitability. Business
on new markets is normally characterized by, in a high growth market, low market share
and requirement of large cash inflows in order to finance potential growth in the future
(cited in Tushman & Anderson, 1997). For sure is entering new markets a possibility for
firms to increase growth and profitability, but one has to keep in mind that many entries
fails, which will imply reduced cash resources and increased opportunity costs for the
company. Entering new markets has to be well considered from a strategic point of
view, and the management has to answer two strategic questions as Robert and Berry
(1985) have posed; “Which product-markets should a corporation enter?” and “How
should the company enter these product-markets to avoid failure and maximize gain?”
(cited in Tushman Anderson, 1997, p. 541). As the market of interest (Mexico) is al-
ready given to us by the STC, we will not go into how to select a specific market, but
instead focus on different strategies to enter the targeted market.

In this early phase of this section it should be emphasized that no optimal strategy exists
that is applicable in all situations. This is explained clearly in the following quotation by
Paliwoda; “The company should consider all alternative channel strategies when en-
tering each market. The “best” strategy will be the one which is situationally best, it is
optimal in that it satisfies – with regard to the conflicting pressures of the foreign and
domestic operating environments – industry structure at home and abroad, and com-
pany marketing strategy” (Paliwoda, 1986, p. 56). In this quotation we can read that
there are many aspects a firm has to take under consideration when entering a new mar-
ket, and that it has to adjust the entering mode carefully depending on each particular
situation.

According to Onkvisit and Shaw (2004), new market entering strategies can be divided
into two main groups; indirect and direct investment. The first group of strategies are
indirect in that sense that they do not require any investment overseas. The latter group
on the other hand, requires direct investment on the foreign market in different degrees
(Onkvisit & Shaw, 2004).

3.4.1 Indirect investment

Onkvisit and Shaw (2004) argue that when a company uses the exporting strategy for
market penetration, it does not require the company to directly invest in a foreign coun-
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try with all the risk it conveys. Exporting means that the company without any market-
ing or production organizations overseas exports a product from the plant or production
base in the home country without making any larger adjustments of the product, to for
example an agent who holds inventory, a distributor, or by fright forwarded directly to a
client. This strategy is easy to implement for the management and the risk is almost
non-existent (Onkvisit & Shaw, 2004). This is a popular entering mode for small com-
panies that want to get in touch with an international market. This strategy can be the
least risky and least costly one, but a problem accompanied with it is that it might not be
the most suitable approach, and give the best return compared to other strategies associ-
ated with higher risk. Due to the fact that the firm does not adjust the product together
with the fact that the company wants to keep its international activities simple, makes
the marketing strategy of the company inflexible and it might not respond to market
changes in time. In addition this strategy is not favorable if the home country’s currency
is strong, or is a “high-cost-country” (Onkvisit & Shaw, 2004).

If a company does not consider exporting to be the most suitable entering strategy but
still wants to keep the risk and investment costs low, licensing could be a good option
(Onkvisit & Shaw, 2004). Licensing allots the licensee the right to utilize a trade mark,
patented processes in manufacturing or specific company-knowledge (Paliwoda, 1986).
Onkvisit and Shaw (2004) argue that the licensor normally approves the licensee to pro-
duce a product for sale in a foreign country or in several markets at the same time by
creating a well defined contract with a royalty fee that the licensee has to pay to the li-
censor. Positive sides of licensing are that it allows the company to spread the cost of
R&D and investments, and it can receive increasing income with low added costs. This
strategy is favorable if the capital required for an investment is insufficient or there are
restrictions in the country for import or direct investment. Another situation when li-
censing is favorable is when the transportation costs in a company are high relatively to
the value of the product delivered. As already mentioned, the licensing strategy dimin-
ishes the risk with a new direct investment and implies lower costs for the firm, but still
there are some drawbacks the company has to take under consideration (Onkvisit &
Shawn, 2004). The licensing can actually be the least profitable entering strategy of
them all. It can be very profitable in the short run, but consider the long run. This is
based on the fact that the licensor is feeding the licensee who in the future might be a
competitor by refusing a renewal of the contract, but still exploit the processes learnt
from the licensor (Onkvisit & Shaw, 2004). Another problem with this strategy can be
that the licensee’s performance does not match the licensor’s expectations of quality and
other requirements. It can be difficult for the licensor to exit the contract, but also to
enter the market by applying another strategy. This problem with decreased quality
control can affect the licensor’s reputation (Onkvisit & Shaw, 2004).

A sub-category for licensing is franchising which implies that a company licenses a
franchisee with the legal right to utilize the licensor’s brand name and logo, products
and packaging (Paliwoda, 1986). According to Cavusgil, Ghauri and Agarwal (2002)
does the franchisee take the trade name and working policies from the franchiser and in
return gives the franchisor a fee. The major advantage with this strategy is that there
exists a possibility for fast expansion into new markets with low costs. The drawbacks
with this strategy are the decreased control of the trade mark and reputation and the
limitations of the franchiser's profit (Cavusgil et al., 2002).

Paliwoda (1986) argues that in order to improve the licensing or franchising strategy, or
increase the control of the management of the licensee or the franchisee, management
contracts can be created. Management contracts are normally combined with some kind
of licensing agreement and the purpose with the contract for the contractor is to increase
the control of the managerial style and processes in the contracted company (Paliwoda,
1986). This kind of market penetration strategy is considered as a feasible alternative to
foreign investments but the drawback is that the contracts can be unsatisfactory as it
does not allow the company to develop a permanent market position for its products or
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the negotiation can be time consuming, and the contracted company may lack of skilled
management employees (Cavusgil et al., 2002).

3.4.2 Direct investment

Cavusgil at al. (2002) argue that if a company’s goal is to invest directly in a foreign
country, there are several strategies it can employ associated with different levels of risk
and uncertainty.

The company can invest in a marketing subsidiary which can be a marketing or distri-
bution network in the foreign country with the purpose to, for example exploit potential
spin-off sales, or the service to provide good after-sales service. This kind of entering
strategy is common for technology-intensive products where after-sales service can be
critical for the decision to buy the product or not (Cavusgil at al., 2002). The same
authors further argue that this strategy is not only feasible in the marketing aspect, but it
also contributes with the possibility for the firm to obtain knowledge about the foreign
market and market characteristics (Cavusgil at al., 2002).

Roberts and Berry (1985) emphasize that  joint ventures and alliances are popular ways
for companies to diversify and grow. These strategies can be favorable when the size of
a project is increasing or the risk and cost of failure are too great to be borne alone. One
class of joint ventures, the “new style”, which has been of a particular interest is the
joint venture between a large and a small company. The small company usually pro-
vides the venture with technology innovations and entrepreneurial thinking, while the
larger company provides with marketing capability and resources (cited in Tushman &
Andersson, 1997). Steier (2001) argues that international joint ventures is a way for
companies with limited resources, to go global and compete successfully on an interna-
tional market. Recent years it has been a trend that not only well developed companies
with a stable history base, have entered new markets, but to greater extent also new
ventures. Some new ventures are considered to be “born global”. In order to be success-
ful on the global market, entrepreneurs have to build networks with external actors pos-
sessing critical resources, which can help them to become a stabilized player (Steier,
2001). The most critical part when creating a joint venture is to choose the local partner.
Some researchers call the creation of a joint venture a marriage, as it is not unusual that
the venture eventually ends up in a divorce due to conflicts in the relationship and the
partners believe they can benefit more from going single or with another partner (Ca-
vusgil et al., 2002).

The entering strategy that requires the highest degree of investment in a foreign market
is Foreign Direct Investment (FDI). When a company employ this strategy, it transfers
or opens up an entire enterprise in a foreign country, which can enable the company to
benefit from its competitive advantages in that market (Causgil et al., 2002). By for ex-
ample transferring the production unit to a low-cost country, or a more strategically lo-
cated place, considering closeness to customers and suppliers, the company can cut
costs dramatically compared to what an exporting strategy would have conveyed (Caus-
gil et al., 2002). An important advantage with this strategy is that the company rapidly
can adapt to local preferences and fluctuations on the targeted market. The drawbacks
are that it requires more capital, management and other company resources, which im-
ply for the company to bear more risks than the above mentioned strategies (Causgil et
al., 2002). The same authors further argue that a company preferably should gain expe-
rience from one of the above mentioned strategies, before it decides to open production
in the foreign country. First the company has to develop knowledge of the targeted mar-
ket, such as political, economic, social and cultural factors that can influence the busi-
ness when it invests directly in the foreign market.

A firm has two options to carry out a FDI, either it can acquire an existing operation or
build a completely new one (Causgil et al., 2002). Greenfield investment is when the
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company decides to build a new subsidiary in a foreign country from scratch. This strat-
egy gives the company a possibility to buy a piece of land to a relatively low investment
cost and if the business is successful, the company can invest in more land and develop
the production further (Causgil et al., 2002). The same authors emphasize that a positive
side of this strategy is that the company does not need to deal with the problems that an
acquired company might have. Governments are normally positive to Greenfield in-
vestments, as they will imply job-opportunities for the locals, and thus is sometimes of-
fering the company incentives for investments such as free power the first two years,
improved infrastructure and even free land (Causgil et al., 2002).

Roberts and Berry (1985) state that acquisitions can be a quick way to carry out a FDI,
establish a new business on a foreign market and generate a positive rate of return for
the company. This is not only because of the fast market entry, but also as a result from
lower initial cost of entry into the new industry or market. This strategy is favorable if
the key parameters for success in the new industry are intangibles such as patents, prod-
uct image, or R&D skills, which will be difficult for the company to copy through inter-
nal development within the same costs. The company who is acquiring another com-
pany has to createv a communication system in order to understand the new market
gradually. This depends on the fact that before the knowledge and understanding of the
new market have developed, there might be incompatibility between the parent com-
pany’s managerial judgment and the new subsidiary (cited in Tushman & Anderson,
1997). Another problem with this strategy can be that a firm normally decides to enter a
new market if the competition in that particular market is non-existing or at least very
small. This implies that it will be hard to find a company to buy. One also has to keep in
mind that companies that are for sale, normally have some problems (Causgil et al.,
2002).

3.5 Summary
In order to answer our four research questions pictured in the introduction chapter of
this thesis, we have in this theoretical framework presented theories associated with
each one of them.

We argued that it is not sufficient for a company to be open only to its closest market
environment, it also has to interpret and analyze the surroundings in order to be able to
adjust to it. Our first research question can be read; How do the trends, threats and op-
portunities that characterize the Mexican automotive industry make the market attrac-
tive or unattractive for Swedish automotive suppliers? In regards to this question, we
have presented Porters’ five forces theory in order to understand what factors that are
effecting the Mexican automotive industry. To support the Porter’s five forces model,
we presented a PESTEL analysis, which can have a great impact on the forces and thus
the whole industry. The political, economical, socio-cultural and technological changes
determined from the PESTEL analysis are aspects that should be interesting for suppli-
ers with an interest in a market entry.

In the second section we mentioned that it has been emphasized in current literature that
the structure of the automotive industry is diverse and that not all buyer-supplier rela-
tionships are to be managed in the same way (Kraljic, 1983). Our second research ques-
tion can be read; what characterizes the interaction process between the buyers and the
suppliers in the supply chain in the Mexican automotive industry? We have presented
different models such as Continuum of Inter-firm Relationships by Maloni (1997) and
Kraljic’s purchasing matrix (1983) in order to evaluate whether companies should cre-
ate short term relations for single transactions, or more long lasting relationship and
partnering with their customers. In addition to these models, we have presented several
sourcing strategies companies can explore in order to make their business as efficient as
possible, for which we have used different sourcing strategies.
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In the third section of this frame of references we emphasized that a push towards verti-
cal integration between suppliers and OEMs is obvious, as many firms see this in-
creased external integration and partnership as a way to decrease the barriers in the sup-
ply chain, and letting the OEMs operate with a diminished supplier base. Our third re-
search question is read; What characterizes the integration process between the buyers
and the suppliers in the supply chain in Mexican automotive industry? In order to an-
swer this question we have used different integration theories such as vertical integra-
tion, integration in product development, transaction cost and lean approach.

In the last section of the theoretical framework, we discussed various entering strategies
that could be applicable for Swedish suppliers entering the Mexican market. According
to Roberts and Berry (1985) entering into new market can be of an interesting option for
companies that wishes to increase their growth and profitability. This is very much the
case for Swedish suppliers. Our fourth research question is read; How should Swedish
automotive suppliers approach the Mexican market, based on the three previous re-
search questions, and what are their entering mode options? We have presented two
main groups of investments, which are indirect and direct investments. Within these
groups, several different strategies have been discussed such as exportation, alliances
and joint venture. We will in the proceeding chapter present the empirical data from
several actors in the Mexican automotive industry. If the frame of reference is kept in
mind, with all its complexities of market and connections between interaction and inte-
gration processes within a company, the comprehensiveness of the industry will be un-
derstood.



Supplying the Latino Way

34

4 Empirical findings
We will in this chapter present the empirical findings obtained from the in-depth inter-
views conducted in Mexico during four weeks. We have divided the case study in four
sections, which represent different perspectives of the automotive industry in Mexico.
The cases will start with the governmental perspective, followed by the industrial,
Original Equipment Manufacturers (OEMs) and suppliers’ perspective.

Realization of study

The main sources for collecting information have been through semi structured inter-
views, thus are regarded as the most important sources for the case studies in this thesis.
In order to minimize possibilities of bias due to poorly constructed questions, or re-
sponse bias and reflexitivity, a thorough interview guide has been structured and can be
viewed in appendix 3. For a detailed information of when, where and how the inter-
views were conducted, see appendix 4. General organization and company presentations
will be presented below before the individual cases are exhibited in detail.

The case studies will start with a governmental perspective of the Mexican automotive
industry, which includes observations of documents obtained from the political coun-
selor at the embassy of Sweden in Mexico, and from an interview with the Ministry of
Communication and Transportation19 (SCT). This choice has been made prior to get a
important overall view of the situation in the Mexican automotive industry and also un-
derstand fundamental history of the situation and identify other relevant sources of  in-
formation. The second section is a current point of view from Mexican Automotive
Manufacturers’ Association (AMIA20), the common voice of all the OEMs operating on
the market. The third section includes the OEMs, with four of the major OEMs operat-
ing on the market. The forth and last sector is presented from five suppliers’ point of
view. The selection of all respondents presented in the case studies has been carried out
in order to find out the requirements in the market and get an in-depth knowledge about
the logic of the Mexican automotive industry. We have together with the respondents
chosen not to name the statements, rather only give the reader the position of that spe-
cific person that gave the statements. As it can be seen in the individual cases, the an-
swered that are received varies in length and depth. This is due to the fact of different
willingness for transparency of information, thus could not been influenced by the in-
terviewers.

Grouping of interviewees

The following organizations and companies with respective positions within the com-
panies and organisations have been interviewed during the period of 13th of September
to 7th of October 2005 in Mexico and are as follows;

                                                  
19 Secretaría de Comunicaciones y Transportes

20 Asociación Mexicana de la Industria Automotriz.
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Perspectives Companies Respondents Page

Governmen-
tal

Embassy of Sweden Political Counselor 38

Ministry of Communication and
Transportation (Secretaria de
Communicaciones y Transportes,
SCT)

Managing Director 39

Industrial M e x i c a n  A u t o m o t i v e
Manufacturers’  Associat ion
(Asociación Mexicana de la
Industria Automotriz, AMIA)

Managing Director 41

OEMs’ Volkswagen S.A. de C.V. Executive Vice-President 44

Purchasing Manager

Corporate Relations and
Strategy Manager

Scania S.A. de C.V. Managing Director 49

After sales Corporate Man-
ager

Nissan S.A. de C.V. Manager of Governmental
Relations

52

Purchasing & Logistic
Manager

Volvo Buses S.A. de C.V. Executive President 55

Vice President

Suppliers’ Trelleborg Automotive S.A. de
C.V.

Sales Manager 58

Bosch S.A. de C.V. National Sales Director 61

Sales Manager of Elec-
tronics

AGA S.A. de C.V. Vice President 65

Manufacturing  Manager

Regional Manager

National Coordinator of
Market Development

SKF S.A. de C.V. Automotive Sales Manager 67

Product & Business Devel-
opment Manager

Purchasing & Warehouse
Manager

Autoliv S.A. de C.V. Plant Manager 70

Logistic Manager

Human Resource Manager
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4.1 The governmental perspective

Embassy of Sweden in Mexico

According to Norling (2005) is Mexico the largest Spanish speaking country in the
world, and has an economic advantage with one of the highest GDP in Latin America,
which was 6,415 US dollar per capita during year 2004. The growth was approximately
4.4% from year 2003. The country’s economy has switched from being dependent on
oil and import substitutions to being characterized as open and diverse. The inflationary
economy is succeeding more and more and the development is an affect of sound gov-
ernmental finances and reduced foreign debts. The currency has been stabile even
though the variations in the dollar rate of exchange has been volatile. The stabile
monetary policy contributes to less vulnerability in the exportation of capital in case of
international financial crisis. The foreign trade is dominated by the North American
Free Trade Agreement (NAFTA) and is especially dominated by the trade with the US,
which contributes approximately 90% of Mexico’s total exportation and 60% of the to-
tal importation. There is an aim to establish a broad network of Free Trade Agreements
(FTA), which is currently including 43 countries (Norling, 2005).

Norling (2005) further states that the presidential election year 2006 is predicted to con-
tinue with the domestic politics of Mexico. However, the relations within and between
the parties are uncertain and tense. The most important areas that are in need for struc-
tural reorganizations are considered to be the power energy area, the taxes area and the
labor market area. Norling (2005) considers that there are some structural problems that
Mexico should deal with in order to strengthen its economic competitiveness. There is
an insufficient level of infrastructure that can jeopardize the competitiveness. The en-
ergy costs are considered to be 20% higher in Mexico than in other developing coun-
tries due to the oppose to privatization of the energy sector (Norling, 2005).

Traditionally, the Mexican foreign politics has been based on principles of non-
interference and sovereign. The country has established stabile relations with its neigh-
boring countries, but the relation with the US is the one that is most important and com-
plex. The increasing trend of Mexican illegal immigrants is a sensitive question to deal
with and is a continuous discussion in both Mexico and the US. It is estimated that
around half of a million Mexicans are passing the boarder to the US each year and there
is no belief that it will subside in the closest future. The social and economic bonds
between these two countries are therefore strengthening (Norling, 2005).
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Ministry of Transportation and Communication (SCT)

According to the SCT, the allocation of use of the Mexican public transportation is very
unequal. The bus transportation has as much as 98% of the total public transportation,
and the air transportation represents the lasting 2%. This uneven allocation derive from
too expensive prices in air tickets for the passengers. Even though the bus transportation
in this case is in a superior position, it is actually competing with the air transportation
in some regions in the country. These regions would be the ones with a high rate of
tourism such as for example Acapulco. All the bus companies operating on the Mexican
market are privately owned, yet controlled by the government. The only state owned
company is the city transportation and no intercity transportations, however the policy is
that also the intercity should be privatized.

In addition, the transportation of freights are allocated more evenly. In this case the
roadway stands for 60%, shipping 20%, air transportation 10% and railroad transporta-
tion represents 10%. The air transportation is low because it is mostly used for express
services such as transporting perishable commodities. Furthermore, this transportation is
also used for emergency cases which means that when there are Just In Time (JIT)
problems in the industry sector the air transportation is most appropriate, in other cases
they will use the roadway and railroads transportations. As indicated, the railroad trans-
portation has a small part of the transporting freight. This can be explained by the fact
that this transportation system is insufficient in Mexico. Mostly because the infrastruc-
ture of railroads is not developed due to bad ground fundamental.

The SCT in Mexico is currently in need of more assets in order to do more investments
in the public transportation. One of the public transportation systems that is growing in
demand is the Metropolitan buses (METRO buses). These are special buses, with a ca-
pacity to take a large volume of passengers. The METRO buses are operating on spe-
cific larger streets with connections to smaller ordinary buses that runs from streets go-
ing parallel with the main street. According to SCT the total Mexican population has a
positive attitude towards this mean of transportation. The main reason for developing
the METRO bus-lines is that about two thirds of the Mexican population is today using
mass transportation. The high rate of usage of public transportation can be explained by
the fact that the infrastructure of automotives in Mexico is not very well planned, which
in turn leads to major congestions in the traffic. In addition, parking fees of private ve-
hicles are high in the inner cities. Further more, the Micro buses, which are small and
old buses, are dangerous and have no sufficient spread system and infrastructure. An-
other reason for increasing the METRO bus-lines is that if the oil price keeps increas-
ing, the mass transportation is prognosed to be a more preferable alternative. It is fore-
casted that within a six years period, a complete METRO bus-line will be needed.

According to the ministry, the security with the public transportations is sufficient, al-
though the safety in the METRO buses is higher than those in the Micro buses or the
sub-way. However, the security in the micro buses is very low due to social problems in
the society. Mostly of the passengers going with the Micro buses are  from low classes.

“There is a need for a change of their mentality of both the minds and labor
and in increase in the education to remedy the social problems.” (SCT repre-
sentative, 2005-09-14).

The ministry of transportation and communication is in cooperation with the Mexican
Institute of Transportation for the research and development (R&D) of the design in in-
frastructure and systems of logistics. Further more, the ministry has contracts with uni-
versities, consultants and engineers employed both by the government and by private
companies for the planning and design of the infrastructure. These are all part of the
ministry and are considered to be good complementing sources in order to get hold of
special studies the ministry needs.
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4.2 The industrial perspective

Mexican Automotive Manufacturers Association (AMIA)

The Mexican Automotive Manufacturers’ Association is a non profit organization es-
tablished in Mexico City 1951, with the purpose to exclusively represent and promote
the Mexican automotive industry. It acts as a spokesman, consultant and forum for con-
sensus. It has special comities within sales, marketing and technology. The organization
represents the common voice of the OEMs and functions as al link between the manu-
facturers, the government, other countries’ governments, other institutions and the
press. It is reviewing standards, regulations and promotions of policies to the mutual
benefit of associates and how the manufacturers are following these areas.

Business environment

The main reasons for operating in the Mexican market is mostly considered to be the
closeness to the US market, since 90% of the total exportation from Mexico actually is
delivered there. A common view of an analysis of why Mexico is such a attractive mar-
ket for investments in the automotive industry was given and included strengths such as
opening of the country’s economy and the increased quality and productivity thanks to
the rising competitions the FTAs have conveyed. Due to the FTAs, the government
stated in 1994 that 36% of the components must come from the Mexican market.
NAFTA states that 60% of the components must be of domestic content, if the car is
sold to USA 60% needs to be of American or Mexican content, and if it is sold to Brazil
60% have to be Brazilian or Mexican. The same rate is for the EU.

Further more, Mexico is stated as a 20 million vehicle market, and has a very good
strategic location with skilled engineers and low labor costs. However, China, India and
Brazil are all large countries competing for the same actors and consumers on the mar-
ket. In addition, the energy costs in Mexico are much higher than other low-cost coun-
tries which is a strong weakness. Even though the labor is considered cheap in Mexico,
the labor law needs to be modernized with an increase of more engineers and there are
political problems the government need to work on. Further on, there is a need for a re-
form of the fiscal policy in Mexico and improvements of the infrastructure since the
consumers demanding vehicles in fact are increasing.

It is further mentioned that the trend is increasing on the Mexican market. The increase
can be explained with the incentives the government offers the consumers, which give
opportunities to borrow money to a low interest rate. The demand for low-cost vehicles
has increased dramatically, and will probably increase even more in the future. Only
30% of the population in Mexico has registered as a owner of a vehical, and if the pur-
chasing power increases as a consequence of for example improved living standards, the
local market has large potential. In EU, the largest part of customer constitute of the
middle class, which has traditionally not existed in Mexico, but there are tendencies
showing that the trend will change in the future, and therefore will also the demand for
middle class cars increase in Mexico. When comparing Mexico with China and India,
Mexico is more western oriented and understands in a better way what the western mar-
kets expects.

As mentioned earlier, the Mexican economy has opened up the last decades with in-
creasing competition among other things due to all the new FTAs. The market opened
for foreign direct investment (FDI) in 1962 and has ever since then been characterized
by the rising competition. However, the FDI and entries by foreign companies contrib-
uted to a decrease in the country’s own suppliers. Manufacturers not having sufficient
capacity to deal with the ever rising competition have had to leave the market.

Currently there are seven OEMs having plants in Mexico (see appendix 6). As can be
read in the appendix, the total production of all the operating OEMs have a solid in-



Supplying the Latino Way

39

crease according to AMIA. The total accumulated production for September in the same
year as this thesis is being written, represents a 7.0% increase from 2004 year’s produc-
tion. However, during the total year of 2005 it is expected a total growth of 3%. The
total exportation per year is around 70% of the total production. The September progno-
sis shows a decrease of 3.9%. Even though this is a negative difference from year 2004,
AMIA states that this is an increase from last statistics. As already mentioned the main
country for exportation is the US, which represent 90% of the total exportation. Canada,
Brazil, Japan and EU are the other countries sharing the small remaining part. Accord-
ing to a prognosis done by the National Industry of Auto parts Association21 (INA), the
increasing trend in both total production and total exportation will continue. AMIA
states that the carmakers in Mexico have the capacity to produce two million cars.
However this is not depending on the great demand in Mexico, but on the strategic geo-
graphical closeness to the US market, the opportunities that the FTAs convey and the
skilled and low cost working force.

AMIA estimates that there are around 800-900 different suppliers operating in Mexico.
These are mostly of international heritage than local, and this can be explained by the
high requirements and competition that count on the market, which domestic suppliers
cannot meet in competence. AMIA states that some of the tier 1’s22 (T1s) are considered
so large that they have as much power as the OEMs’ operating on the same market.
Much of the overall requirements on the suppliers are to have more responsibility and
be able to hold through the whole phase of production. More specific requirements are
to improve the lead-time and be able to cut costs. Those specific requirements men-
tioned by AMIA signify that the OEMs’ are getting more and more price sensitive than
quality conscious.

The price sensitiveness can be illustrated by the fact that it is getting more common that
the OEMs’ inform the suppliers what they want to have price quotation on. In addition,
the supplies will have an hour for a bidding session. AMIA states that the main OEMs
still order on a JIT basis, but it has been noticed a change which goes to a more “Just-
In-Sequence (JIS) ordering basis. This indicates that instead of having many different
suppliers delivering parts, the trend is aiming towards a purchasing of complete systems
from few suppliers. This trend also involves more suppliers getting responsibilities of
holding parts of the OEMs’ inventories. Small owned companies do not exist in Mexico
and this is a trend worldwide. Large multinational suppliers are moving their production
all over the world in order to be close to the OEMs and have the possibility to deliver
JIT or JIS, and also increase the local content. AMIA also mentions a trend for the
OEMs of moving the R&D departments out from the US to Mexico. This is due to the
fact that the engineers in Mexico are skilled but paid with a lower salary than those in
US and yet they operate closer to the plants where the real production takes place.

It is believed that in the future there will be less OEMs present on the market, as the
tough cost reduction will be fatal for some producers which will end in bankruptcy, and
others will be pursued to create joint ventures. These joint ventures can be an opportu-
nity for them to cut costs when developing new products and platforms, to share the risk
and costs together and be able to produce and offer new product to a greater variety
more frequently. This will most likely also be the case for suppliers in the industry and
not only for the OEMs.

                                                  
21 Industria Nacional de Auto partes.

22 The supplier in the value chain operating closest to an OEM. A more complete explanation about their
role is explained in the frame of references’ section about interactions.
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The current situation in the Mexican automotive industry is that the increasing oil prices
are not believed to in any significant way affect the industry. Approximately 40-60% of
the produced vehicles are small cars, which does not need much fuel. However, the de-
mand for Sport Utility Vehicles (SUVs) has increased during the recent years but AMIA
argues that this will decrease because of the increase in oil price, although it will not af-
fect the industry as a whole. The entire discussion about the increasing oil prices has not
put the demand on hybrid, electric cars or ethanol cars to be a successful factor on the
Mexican automotive industry, depending on that these alternatives are seen as too ex-
pensive and the market for them are not sufficient. Today 90% of the entire units of ve-
hicles are driven  by gasoline, due to the fact that the consumers in the US are unwilling
to use diesel driven vehicles. However, Volkswagen (VW) is pushing for use of diesel
cars and the unit operating in Mexico has a goal to start promoting an increase use of
diesel driven vehicles in the future.

Another increasing trend in the Mexican automotive industry is the cooperation between
the industry, Mexican government and universities. According to AMIA, almost all
OEMs have some kind of projects in cooperation with universities and institutions.
These groups can provide with well skilled engineers for less investment than in-house
educated engineers. This trend involves a link between the mentioned parties, but yet it
needs to be improved and strengthened for an optimal outcome

“A strength of the link would mostly contribute to a win-win23 situation for all
parts involved.” (AMIA representative, 2005-09-13)

Some parts of the industry is cooperating with the Mexican government but is not su-
pervised in any ways, the industry is supposed to direct the development and innovation
by its own.

                                                  
23 With win-win situation we mean that both parties will gain from the cooperation.
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4.3 The OEMs’ perspective

Volkswagen S.A. de C.V.

Volkswagen is a member of the Volkswagen Group, where it is sharing the umbrella
with other brands like Audi, Seat, Lamborghini, Skoda, Bentley and Bugatti (some of
them sharing the platform). The Volkswagen plant in Mexico opened 1967 in Puebla,
and is one of Mexico’s largest car plants and the thirds largest Volkswagen plant in the
world. At the plant’s peak, the company in Puebla employed over 12.000 workers. With
all the employees and its suppliers, it altogether employs 100.000 workers. The plant is
the only one in the world producing the New Beetle, Bora and the Jetta A4 and Jetta A5
with a shared platform, which all are sold at the Mexican market or exported to the US,
Europe and Japan. Currently the plant has a capacity of 200.000 units annually.  

Business environment

Volkswagen Mexico (VW MX) believes that the main opportunity with the Mexican
market is the geographical closeness to the US. This closeness was the main reason for
entering the  Mexican market with production. Mexico has various FTAs and this
makes it possible to export without any added taxes, as long as the local content of the
products are at least at a 60% level. Local content in this context implies that at least
60% of all parts in the final vehicle must have local origin, which means that the parts
must either come from production in Mexico or the country which receives the export.
VW MX argues that this has conveyed the suppliers in the industry to move production
to Mexico in order to stay competitive and VW MX is also encouraging its suppliers to
start with production close to its plant. Even though the company exports approximately
80% of the total production, VW MX considers that the rate will change in the future. It
states that the purchasing power of the Mexican citizens will increase and has therefore
forecasted that 50% of the production will stay within the Mexican boarder in the fu-
ture.

VW MX has decided to produce four particular models as mentioned earlier in Mexico,
which are in line with the US demand. The US is the main target and receives 70% of
the cars produced, although the firm is today experiencing some problems with the US
market. The US citizens are showing tendencies to change their preferences towards
larger vehicles such as SUVs and small trucks. This change in customer preferences is a
large problem for VW MX as it does not produce similar vehicles and has therefore lost
market share as its business has experienced a 2.5% decrease in sales. VW MX men-
tions Nissan and GM as the major competitors whom are taking market share as they
are producing SUVs and other similar cars. The demand of the US customers differs
very much from the European customer. In Europe, as an effect of the increase in the
global oil and gasoline prices, VW MX predicts that the end customers will start com-
muting more frequently, which is already a fact in Germany where the increase in
commuting last year was 6%. The firm further argues that  there is an increasing de-
mand for hybrid and small engine cars in Europe and the company believes this trend
will continue in the US as well. To match this demand the firm will most likely start the
production of hybrid and electric cars in 2009 in California. The purpose of starting the
production in California is to be close to the end customer. VW MX believes that the
market for this kind of cars, which are generally expensive, is almost non-existent in
Mexico, due to the infrastructure in the cities and the low purchasing power of the ma-
jority of the Mexican population.

Interaction processes in the Mexican automotive industry

VW MX values relationships in the supply chain and emphasizes that one of the com-
pany’s major responsibilities is to keep a day-to-day business with its suppliers. This is
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considered to be very important for the firm’s profitability since a poor relation with a
supplier can have a negative affect on the production process and the ability to avoid
having products waiting in line. The company argues that a close relationship with its
suppliers strengthens loyalty, increases the quality control and therefore improves the
end product that is leaving the OEM plant. This signifies fewer defect products and thus
lower costs. VW MX is trying to operate as a traditional company that keeps its current
suppliers for new models, but the firm is at the same time putting pressure on its suppli-
ers’ prices, quality and lead time. Unless the suppliers have not given them any signifi-
cant problems, they will keep the suppliers and build a strong relationship. If the current
supplier has higher price than other competitors, VW MX prioritizes the relationship,
but if the price is reasonable to decrease the suppliers have to deal with it and do ad-
justments if they wish to stay as a supplier to VW MX. The firm divides its suppliers
into A and B suppliers24. If an A-listed supplier does not adjust to the demanded price
from VW MX, a long-term relationship is not prioritized if the company finds a A-listed
suppler with lower price. This is explained by a VW MX representative in the following
quotation:

“We like each other but we are not married.” (VW MX representative,, 2005-
09-23)

This means that yes, they care about each other, and VW MX is willing to help a sup-
plier who has for example weak resources, yet good skills, technology and quality.
Nevertheless if a supplier can not fulfill the needs of VW MX, the firm will replace that
supplier.

The company’s purchasing process is very structured. VW MX has divided its pur-
chasing process into six different areas, which each one of them is focusing on different
purchasing processes with its suppliers. The first area is the production purchasing,
which focuses on negotiation of a day-to-day business and is responsible for the pur-
chase of all material that is assembled into the car. This area is divided into three com-
modities; chemical25, electrical26 and metal27. The second area is global sourcing (GS)
and the forward sourcing (FS). These areas conduct different sourcing processes. The
GS has the function to perform market analysis and is responsible for sourcing activities
of existing parts in order to look for potential cost reductions with alternative suppliers
and/or cost reduction alternatives with current suppliers. The FS’s purpose is to find
new suppliers to new parts. The new suppliers that FS identifies will act as back-up
suppliers with the purpose to reduce the risks with existing suppliers. The third area is
the supplier development  with the purpose to develop the current suppliers and the
fourth area is the project purchase. The fifth area, the central purchase, controls all the
purchases associated with the products that goes into the car or has a causal relation to
the final produced car. The final area is the general purchase which handles purchases
of everything else that is not going into the car, for example daily office commodities,
furniture and other interiors not directly associated with the production of a car.

The Mexican automotive industry is divided into two separate businesses: producing
cars in Mexico and selling cars in Mexico. Because of this, VW MX has two separate
organizations which are production and selling. The main part of the cars produced in
Mexico is exported to other destinations. Also, the major part of the cars sold in the

                                                  
24 See section about integration for an explanation about A and B rating.

25 Plastic parts for interiors and exteriors as well as paint tyres etc.

26 Electric and electronic components, including items such as head lamps etc.

27 Stamped parts, motor components, and raw material such as steel and aluminium.
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Mexican local market is produced outside the country’s border. This global strategy has
shown an increasing tendency the last decade and in order to cope with this and follow
the ongoing globalization in the automotive industry, VW MX is adapting and pursuing
a global production strategy. This signifies that the four models that are produced in the
Mexican plant are produced there for the entire global market.

VW MX imports with direct purchase, as much as approximately 20% of the total vol-
ume is regarded as direct purchase and is from the EU. The total dependence on import
is 25-35% from EU. VW MX imports bulks from Europe and this is due to the fact that
neither US nor South America have sources for producing these particular products and
the distribution of these products is not considered as a high cost for the company. VW
MX imports all the transmissions from Argentina and Germany,  and according to the
company do not hardly any of the major OEMs produce their own engines with one ex-
ception for Nissan MX. The reason for why VW MX does not produce their transmis-
sions in-house is because of the economy of scale. One of the representatives from VW
MX explains it in the following quotation:

“ we need a lot of different transmissions for our different models, and the vol-
ume to produce each one of them is just not enough to make it economically
sustainable. On the other hand, we have a large engine plant, and we are ex-
porting approximately 600,000 engines each year to Germany and Spain.” (VW
MX Representative, 2005-09-23)

Thus VW MX is not limited to the Puebla plant, but can get orders and revenue from
other plants as well.

As mentioned earlier, VW MX’s suppliers need to fulfill some ratings which is a A-B-C
rating. Suppliers getting the rates A and B are eligible for being considered as a future
business partner. This rating list is available for member suppliers, which can be
checked for their and other suppliers’ ratings. VW MX is providing a supplier platform,
where general and specific information can be found. The company has an electronic
link where all the drawings and offers pass through to their suppliers. Furthermore all
the purchase inquiries is made electronically and VW MX has an internal online bidding
system, which is used for negotiations with their suppliers. This system saves time and
the company considers that it gets better results compared to direct contact or other not
electronic based systems. The firm is working on extending the bidding system further
to a virtual sourcing. Virtual sourcing implies that the requests on suppliers can be
linked to the T1s and forward the request out externally. In this way VW MX can obtain
information of who and how the T1s are selecting their suppliers. This system will give
VW MX an increased control further down in the chain. A motivation for the extension
is to secure the quality but the main reason is of the fact that the supplier base is con-
stantly decreasing and VW MX is losing power and transparency to the T1s as they are
getting larger and larger. In addition, with this system VW MX can obtain information
such as if its purchases are at the correct market price etc.

When sourcing new suppliers, quality and JIT delivery is a must and have most focus,
or as a VW MX representative explains it:

 “VW MX will not commence, or even consider doing business with a supplier
unless they fulfill those two requirements. When these both are fulfilled, we pay
attention to the next variable- the price.” (VW MX representative,, 2005-09-23).

If VW Mx is chosing between two suppliers, VW MX will analyze that the two factors
are on the same level before any further discussions and decisions will be made. The
firm argues that there is no sense of contracting a cheap supplier if they do not have the
right level of quality and JIT delivery. Furthermore, the local suppliers must pass the
global sourcing requirements because of the high level of quality and right price offered.
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In general, if there are products that are prioritized as JIT they will need to be located
within a distance of few kilometers from the plant. This requirement also counts for
high volume purchases. If the volume is high, or the commodities are bulky the delivery
cost will be too high to bear for the supplier in order to compete and the JIT delivery
will be uncertain.

If the company purchases from EU, the payment is due in euro, and if VW MX pur-
chases from suppliers in Mexico, the payment is due in US dollar. The parts that are
purchased are compared globally with suppliers that are working worldwide. The com-
modities are sourced all over the world depending on the product characteristics. For an
example, the steel is purchased from both Korea and the Europe; this is because the
Mexican industry does not invest enough in new technology and is therefore not suffi-
cient technical advanced in this particular area. Further on, VW MX rather works with
multinational companies than with local Mexican ones. The argumentation for this is
that global companies are more proactive, have a better developed safety net and under-
stands the strategy and conditions of a global OEM.

Integration processes in the Mexican automotive industry

As mentioned earlier, the company is trying to influence its suppliers to open produc-
tion close to the plant in order to increase the local content in the end product, decrease
the inventory and delays in delivery. However, VW MX does not use the term “local
content”, but instead value added product, which is explained by a VW MX representa-
tive;

“Locally produced parts and components are Mexican value added and each
supplier in Mexico is adding value. The value adding term is more appropriate
since everybody is doing global sourcing, and the price has to be right.” (VW
MX representative, 2005-09-23)

VW MX is allied with the supplier of the steering system. The motivation for this alli-
ance is that the steering system of a vehicle requires great investment both financially
and in know-how, and through this alliance, both parties in the alliance have an oppor-
tunity to share technology, costs and risks. This alliance does not imply that VW MX
purchases shares from the suppliers like Toyota as the company does not considers it to
be necessary. The alliance implies for VW MX an opportunity to take part of the com-
plex technology provided by the supplier, and the supplier can get fincancial support
from VW MX to bear the costs.

VW MX argues that 75% of the production cost of a vehicle is outsourced and 25% is
value added in-house. All the assembly is done in-house and the production of internal
parts is normally outsourced. The more complex the component or system is, the more
likely it is that the component or system is produced by an external company, which
only receives guidelines from VW MX. The external part is produced in-house since
VW MX wants to have the main control of the quality. The firm is controlling its
outsourcing producers by requiring quality certificates as a standard. It further analyzes
the production operations everyday for quality and delivery on time requirements.
Products which have to be delivered on a JIT basis are normally large components such
as the interiors and seats, the dashboards and front end. JIT deliveries implies for VW
MX that all these products come in every 30 minutes to the plant, this decreases the in-
ventory dramatically as well as the waiting time for parts to be assembled. Because of
these requirements, 25 of the firm’s largest suppliers of different products are located
not more than five minutes away from the plant. This strategy is considered by VW MX
as being unavoidable if JIT is going to be successful or even possible. Components and
parts which are not delivered from the suppliers on a JIT basis are secured from delays
and stock outs by having a seven day inventory. A requirement on the contract with
suppliers is that the supplier has to pay a fee that includes the cost of recuperation of the
production that is not produced on that scheduled time if there is a delayed delivery.
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All JIT products are linked to an integrated system, integrated in the sense of transpar-
ency between the suppliers’ delivery and production and VW MX’s assembly line. This
system is developed to control the assembly line regarding the suppliers’ quality which
will be detected if there is a lack of it, and if one of the suppliers has quality problems,
the problem can not be hided by the supplier.

VW MX does not have any extensive R&D facilities in the Puebla plant as product de-
velopment and research is centralized to the head quarter in Germany, thus there is no
cooperation between the firm and their local suppliers in this area in Mexico. However,
VW MX is cooperating with universities in Germany and in some other developed
countries, but there is no research capability in the automotive industry in Mexican uni-
versities at this moment. Nevertheless, the firm has recently started to cooperate with
for example TEC de Monterrey in order to create a curriculum focused on automotive
issues, and VW MX strives to increase this cooperation in the future, as the firm be-
lieves this is a source for new skilled associates and fresh ideas and innovations. An-
other aspect that is worth mentioning is the fact that the firm offers an own engineering
school at the plant area, and is receiving around 70 interns annually from all around the
world in order to let the students “learning by doing”, and achieve new ideas and per-
spectives from them.

Summary

A review of the empirical findings of VW MX shows that the company has several
characteristics such as strong values in their relationships with its suppliers. VW MX
also values strong integration with the suppliers that are delivering critical products. The
firm operates with a very structured purchasing process in order to secure that the sup-
pliers have the abilities of cost reductions, quality improvements and JIT deliveries.
VW MX has a low level of import and pressure the domestic suppliers to put their
plants in close access to the assembly plant of VW MX in order to increase the local
content and to have the main control of the product quality.
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Scania S.A. de C.V.

Scania entered the Mexican market with an assembly plant in 1995. The original sales
and service network was inadequate to provide the service demanded by customers
throughout the large country. However, in 2000, Scania Mexico (Scania MX) switched
strategy and began establishing a Scania-owned network. This also marked the begin-
ning of a major effort to strengthen Scania’s position in Mexico. This network has
service points established in all major cities in Mexico such as Monterrey, Puebla, Gua-
dalajara and Tijuana which are located either close to the US boarder or close to suppli-
ers. The service offered by Scania MX is available days and nights and has strengthen
the brand. Assistance and service-parts management with highly efficient parts distribu-
tion centre have strengthen the brand in Mexico as well. The distribution centre is only
one part of the whole sale force within Scania MX. Private Scania dealers located all
over Mexico distributes the company’s products as well, ranging from tailor made
transport solutions for tourists to buses and trucks exporting agricultural products.

Business environment

Scania MX, finds its business in Mexico being very important, mainly because of the
consumer behavior of the citizens. Scania MX argues that there are 90% road transpor-
tation in the country, the airline tickets are expensive and the subways are not very de-
veloped because of the bad foundation. A significant opportunity for Scania MX in
Mexico is the actual size of the market, with its large population that uses mass trans-
portation. In addition, it is a large country, which Scania argue for in the following
quotation:

 “These major topographic and climatologically differences make our work a
little special.” (Scania MX representative, 2005-09-27)

Aside from the country’s own inhabitants, 25 million Mexicans live in the neighboring
US. The border to the US is the most heavily trafficked in the world, but since US and
Mexican legislation on trucks is not compatible, most cargo and bus passengers still
have to change vehicles at the border.

 “It has proved difficult to specify vehicles that fulfill both Mexican and US le-
gal rules that is why we have now decided to develop our business in Mexico,
without eyeing the potential in the US.” (Scania MX representative, 2005-09-
27)

This is also one of the reasons for not having any sales to the US market. The main rea-
sons for not exporting is due to the fact that the regulations of the trucks and buses are
different from the one in the US and EU, which includes the measurements and weight
of the vehicles. In addition, for the case of EU, the cheap airlines are taking over the
road transportation which is the opposite of the Mexican market, meaning that the alter-
native transportation to the air transportation need to adapt to the existing demand and
situation

 “The bus industry is to keep the current situation on mass transportation.”
(Scania MX representative, 2005-09-27)

Another reason for not exporting to the US is because the US infrastructure has pre-
pared the roads for large trucks, which is not in line with the smaller roads in Mexico.

One of the weakness that was mentioned was the corruption in the political system they
have to deal with. This leads to that the security of the passenger and investors are the
foremost priorities. As the mass transportation of people at the US boarder increases, so
does the security problem. Scania MX deals with these problems by having checks at
the bus terminals with cameras to secure the conditions.
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Due to the opportunities on the Mexican market, Scania MX is constantly increasing its
turnover. The firm states that there is a 23% increase of the trucks from last year but the
buses have a more stable level. The rising oil prices will not change anything in the case
of Mexico. It all depends on what is happening in the US. Mexico is importing gas and
exporting petroleum. To change the consumer behavior the market needs to offer alter-
natives. The METRO bus system and the infrastructure will most likely be developed
further. The environmental and the operational costs and traffic jam are the major driv-
ers for changing the behavior to mass transportation and there is a need to work with
international companies that has knowledge in infrastructure. The alternative for mass
transportation is the sub-ways but is not an option in Mexico because of the mentioned
bad foundation.

Interaction processes  in the Mexican automotive industry

Scania MX buys large parts and systems from Scania in Sweden and Brazil. The firm
has a close relationship with these suppliers as they are all operating in the same Group
and are used to the same management system. As the plant only is an assembly plant
with the responsibility to assemble parts and components, it has no real options of
which suppliers to contract. If there are problems in the interaction process, the firm
takes care of it within the Group. 100% of the trucks and autobuses that are assembled
in Mexico stay within the Mexican borders. The determining factor for the sound in-
crease the company has, is the decision of its buying process from Sweden and Brazil.
Scania’s competitors on the Mexican market are having problems because they are
buying locally. However, in the case of Scania, almost 100% of the components are
produced by Scania Sweden or Brazil, meaning that the plant in Mexico is not depend-
ent on the suppliers in Mexico.

In general, Scania MX does not control much of the value chain they are operating in.
This is due to the fact that most of the suppliers, foremost the T1s, are from Sweden or
Brazil which are controlled centrally by the Swedish headquarter in Södertälje, Sweden.
However, there are few Mexican suppliers (approximately 30) supplying the plant of
Scania MX. The products that are bought from them are mostly commodities with no
technological complexities. Because of this strategy, Scania MX believes to have the
overall power over the suppliers in Mexico. This is because the firm does not buy any
customized products and can chose the suppliers with the lowest prices through quota-
tions

 “We do not sit in the knees on the suppliers.” (Scania MX representative,
2005-09-27).

The reason for having almost all their components supplied from Sweden and Brazil can
be explained by the fact that Scania wants to keep the control over the product quality
and aftermarket processes. The fundamental idea for Scania is to produce most of the
parts internally in the Group and not buying them from an external supplier. This is ex-
press by a Scania MX representative in the following quotation:

“This fundamental is the reason for why the profitability is above the average
for Scania MX., Daimler Chrysler has less than 7% of the bottom line because
they are doing the opposite”. (Scania MX representative, 2005-09-27).

The main requirements that Scania MX puts on their suppliers to fulfill, are that they
have to meet the local standards and also hold desirable certificates. The specific selec-
tion criteria for their suppliers is foremost that price and product quality are in line with
each other. Scania MX emphasizes that its Mexican suppliers are within 600 kilometers,
which involves that the firm can keep down its own inventories and thus cut costs asso-
ciated with a large stock. Currently the firm considers its inventories to be low as it
holds for around 15 days. One upcoming threat with the situation of its suppliers is that
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more companies are moving out from the nearby area of Scania, due to the FTAs. Many
plants of components in all kinds of industries are putting their plants closer to the US
boarder. Factors such as more land space and reduced traffic per day to the US are the
reasons for moving.

Integration processes in the Mexican automotive industry

Scania’s suppliers in Mexico are not very integrated in the company. The integration is-
sue is not considered important in Mexico since the products purchased from these sup-
pliers are commodities or of other non-critical characters. However, the firm is well de-
veloped in the integration process with the internal Scania Group suppliers in Sweden
and Brazil, since these plants are producing the main and critical components. Those di-
visions are pursuing long relationships with their suppliers and are maintained from the
very start of a project, yet Scania Group has the legal rights to break the agreed contract
if a specific supplier does not keep the standards as agreed. Scania MX further states
that the divisions in Sweden and Brazil have their own staff located in some of their
T1’s facilities for cooperation in R&D with a high level of integration.

The only integration activity Scania MX has with the university sphere is with univer-
sity TEC de Monterrey for innovations and R&D, which is considered as a close rela-
tionship. In addition, the contact with the Mexican government includes questions re-
garding the environmental issues. Scania MX argues it is important to have a dialogue
with the government about environmental issues although it does not believe the be-
havior of the consumers is in line with the dialogue, yet the end decision is on the gov-
ernment. Year 2006 is considered to be an important year regarding the environmental
issues for stronger requirements for less pollution.

Summary

Scania MX has no sales to the US market and is only concentrating on the Mexican
market. The firm is characterized by having all its critical parts imported from the plants
of Scania Group in Sweden and Brazil. The reason for this strategy is to have the main
control of product quality. Scania MX has only few domestic suppliers and the charac-
teristics of the products are of non complex technology. This implies that Scania Group
and Scania MX has different preferences regarding interaction and integration if we
consider their approach to suppliers in the local market.
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Nissan S.A. de C.V.

Nissan’s first production plant in North America was established 1966 in Cuernavaca
Mexico through Nissan Mexicana (Nissan MX). The second plant started its business in
Lerma year 1978, with a foundry. The third plant opened 1982 in Aguascalientes, with
assembles of vehicles. This plant is the largest plant of the three in Mexico, and most of
the automotive production is based on this location. Today Nissan MX is fully inte-
grated with Nissan North America, and has a total capacity of producing over 300.000
units annually with engines and other parts for global distribution. Approximately 7.500
employees work in the foundry in Lerma, the plants in Aguascalientes and Cuernavaca.
The production at the plants is focusing on different vehicles such as Sentra, Tsuru and
Tsubame wagon in Aguascaliente and Lucino, Tsuru and pick-ups in Cuernavaca. In
year 2000, Nissan MX entered into an alliance with Renault with a production of Ren-
ault Scénic.

Business environment

For Nissan MX is US the main targeted market. There were approximately 325.000
units of cars produced in year 2004, and around 54% were going for exportation of
Latin America, US and Canada. The major part is going to the US. In addition, the labor
is low which attracts foreign investors to start business in Mexico. Even though a trend
is to move out from the US and move to low cost countries, Nissan MX considers it to
be easier to enter the Mexican market than for example the Chinese market. This is due
to the closeness to the main market and the reduced cost in exports thanks to the FTAs.
This advantage involves a strength which includes a great variety of suppliers from all
over the world. With the FTAs comes also more competition which is a large threat for
Nissan MX. The company argues that although it is considered to be easier to enter the
Mexican market than China, the bureaucracy in Mexico is tougher, and other weak-
nesses are that electricity costs and taxes are relatively high.

The company considers that the high oil price will affect the demand for hybrid vehicles
in a positive way. Although the costs of the hybrid vehicles are higher, the demand is
increasing in Mexico. According to Nissan MX, most of the OEMs on the Mexican
market are planning to start manufacturing diesel cars.

Interaction processes in the Mexican automotive industry

According to Nissan MX, the transparency between the company and its suppliers is
good and the firm is continually trying to improve it. It values strong relations and in
order to stay competitive the transparency needs to be more open, however Nissan MX
thinks it is mainly the suppliers having problems opening up and sharing information.
Nissan MX uses an information sharing system for the quotation process. The company
sends a detailed list of requirements and receives the proposal, which it further replays a
list on what they think needs a cost reduction and so forth. In general the information
sharing is difficult since the suppliers do not want to get too transparent, but Nissan MX
argues that the partnerships is making the purchasing process easier. The firm believes
that a well established partnering relation with its T1’s will secure that they will con-
tract the most appropriate T2 etc. This is expressed in the following quotation:

“We are considering our suppliers as our partners, therefore we fully trust our
T1s to have the most appropriate T2s.” (Nissan MX representative, 2005-09-
29).

The headquarter in Japan controls 80% of its global sourcing, 15% is controlled by the
US office and remaining 5% is controlled locally in Mexico. However, Nissan MX con-
siders to have a large scope regarding the power but all the decisions concerning techni-
cal parts are  taken by the Japanese headquarter. Even though Nissan holds the main
part of the power over its suppliers, the firm believes that the power distribution will in-
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crease for the suppliers in the near future. The most important power control of the sup-
pliers is mainly put on the T1 level although there are exceptions. Complex technology
components such as the cockpit are assembled by the T1s but Nissan MX is selecting
the T1s’ T2s as the firm considers this part to be so important that Nissan MX needs to
control more levels.

Today, Nissan MX is trying to increase the local content of their products and thus
searching within the local operating suppliers. Around 60% of the purchases are of local
content, 35% are from the US and the remaining 5% come from Japan and China. The
current trend is to produce in high volumes so the suppliers are forced to invest more in
Mexico. This importance to have a high level of local content in the production involves
that the heritage of the supplier does not matter as long as they are located in Mexico.
The most important suppliers to Nissan MX are those who supply glass, wires and
stamps and thus are located close to the assembly plant in Aguascaliente. All the im-
ported goods is always paid in US dollar. Parts produced by suppliers mainly for export
is also paid in US dollar. There are different agreements on when to pay. For some sup-
pliers Nissan MX pays when it gets the products delivered, and some suppliers get paid
when the vehicle is assembled.

The main requirements Nissan MX puts on its suppliers are capacity, delivery and price.
The quality standard and JIT delivery is taken for granted. During a production of a new
model, Nissan MX establishes a cost reduction target of 4% per year and is processing
with bench marketing in order to decrease the cost of suppliers. This target makes Nis-
san MX to continually search and compare prices with different suppliers. In the case
the firm finds suppliers that are cheaper than the current supplier, the current supplier
will be notified in order to deal with the price competition, and if the supplier can not
agree to reduce the price, Nissan MX will consider to switch supplier. This is expressed
in the following quotation:

“We are not linked to a concept but to the best producer.”(Nissan MX repre-
sentative, 2005-09-29).

Nissan MX has special requirements for the suppliers to fulfill and the firm is doing in-
spections on the delivered parts for the control of met requirements. There also exists
certificates suppliers must hold in order to secure the quality. The delivery process is
considered significant. The production and logistic departments are having a close rela-
tionship and communication with the suppliers, this due to the fact that Nissan MX does
not want to have any inventories lasting for more than 24 hours. The wish for a low in-
ventory level also affects the T2s and T3s, which implies for a strong requirement to
schedule in detail the orders. An arrangement of delivery lasts approximately for five
months. The confirmation is done after four months and during the last month, there is a
day-to-day control by Nissan MX. This mentioned schedule is called for a “Synchro-
nized delivery system”. Each part of the purchasing division has their own schedule and
forces the suppliers to synchronize all the different schedules with other parts in the
production. Nissan MX considers the system to work well and the gaps and failures are
decreasing.



Supplying the Latino Way

51

Integration processes in the Mexican automotive industry

Nissan MX is producing and assembling the main parts of the engines and manufactures
the stamplers in-house. The main reason for outsourcing is related to the investments. In
addition, it is believed to be convenient to distribute the responsibility to its suppliers or
partners since it is too much of work to perform all the production in-house. The com-
pany has several processes in order to measure the suppliers’ performances, which are
cost, quality, delivery and capability measurements. These processes are not considered
complex since Nissan MX wants to keep it simple in order to communicate the process
with its suppliers. The quality is regarded as the most difficult part to measure.

The main link with preferred suppliers is related to advanced technology and is handled
by the headquarter in Japan. There is also where the R&D is performed, and when the
development is completed, the new technology or innovation is transferred to Mexico.
Depending on the complexity of the technology, Nissan puts responsibility on their T1s
and in some cases, they include the T2s in the R&D as well. The involvement depends
on the complexity as mentioned but the power over the T2s is decreasing. Further more,
Nissan has a low level of relationship with their T3s but this relationships is also de-
pendent on the products complexity. In general, Nissan does not put any effort further
down in the value chain than to the T3s. The reason is that Nissan MX considers that
going any further down in the chain would not be manageable, and argues that the more
complex the technology gets, the more Ts are getting involved.

In year 2000, Nissan entered an alliance with Renault to produce Renault Scénic. This
alliance allows Nissan to optimize capacity utilization at its Mexican plants, extend its
own range of products and strengthen its line of customer services. The total industrial
investments planned by both partners for the alliance project as a whole in Mexico are
estimated at 400 million US dollar over seven years (1999-2006). At the end of 2001, a
second Renault model, Clio, was produced by Nissan MX in its Aguascalientes plant.
Later on, Nissan MX will assemble a new vehicle, derived from the cooperation be-
tween the two parties, which  will be market under its own brand name.   

Nissan MX is like many of the other vehicle assemblers in Mexico cooperating with the
government and universities. In the case of Nissan MX, the Mexican government
screens the supply of students with appropriate knowledge based on their grades and
shown interest, subsequently Nissan MX is having the continuous cooperation with the
chosen students for development of innovations and technologies.

Summary

The empirical findings show that Nissan MX values tight relationships and partnerships
with the most important suppliers of critical parts. In addition to the partnering, Nissan
MX is also pressuring the suppliers to operate close to the assembly plant since the firm
requires JIT deliveries. The purchasing process is characterized by the Synchronized
Delivery System, which forces the suppliers to schedule their production with other ac-
tors in the production process. This strategy is developed to reduce inventory and lead
time.



Supplying the Latino Way

52

Volvo Buses S.A. de C.V.

Volvo Buses in Mexico (VB MX) is the only complete production organization that is
owned by the Volvo Group. The plant is located in Guadulupe, in the centre of Mexico
and has approximately 1.900 employees with a production rate of 12 units a day and
700 units produced annually. Mexicana de Autobuses (MASA) was acquired in 1998 by
Volvo Buses, and the firm entered the market. MASA produced at that time half of the
large buses produced in Mexico and was based on production of complete city, intercity
and tourist models of its own design. VB MX kept the national traditions and with its
respect for regulations and customer preferences, VB MX had no plans to import its
own models but kept to produce the popular MASA models. Today, VB MX is pro-
ducing a city bus model called Volvo articulated, a intercity model under the name
Volvo 8300 and two coach models which are Volvo 9300 and Volvo 9700.

At year 2000, the first units produced in the Mexican plant was supplied to the market.
VB MX is only producing for the Mexican market and is not exporting any units from
the Mexican plant, due to the high freight costs with heavy buses. Large orders from the
Inversionistas en Autotransportes Mexicanos S.A. de C.V. (IAMSA Group) have con-
firmed the strong position of VB MX. Production has increased and VB MX has the
confidence to call itself the leading manufacturer of coaches in Mexico.

Business environment

VB MX considers the Mexican automotive industry to be set in line with the company
regarding its quality, standards and reliability. Another important strength is the close-
ness to the firm’s major customers, which gives VB MX stability in its production.
Mexico is starting to be known as a country with a stable economy and the investments
are secure although the legislations are not. A major threat is the uncertainty on the
market because of the change in regime. The bus-system is handled by the government
(though the bus operating companies are private ones) meaning that each presidential or
governmental shift involves problems and uncertainties. The company does not predict
a significant increase in demand on the market, yet it has forecasted an increase in turn-
over but not in quantity. However, there is an expected increase of Bus Rapid Transit
(BRT) mostly in metropolitans with no sufficient financial facilities for expansion of
sub-ways. The rising oil prices do not affect VB MX since the fuel only stands for 25%
of the total costs. The FTAs has opened up the Mexican market in general and this is a
significant help for new modern products to enter the market. This implies for a wide
range of vehicles that earlier did not have the same opportunities, which at the same
time increases the standard of the automotive industry. Important is that VB MX re-
gards Mexico as a industrialized nation.

Interaction processes in the Mexican automotive industry

VB MX values foremost in relations with their T1s and is to some extent controlling
them. The firm does not have any deeper relation with suppliers further down in supply
chain. VB MX is continously working to make its T1s start operations close to the plant
of VB MX, or is putting inventories close to the largest T1s. This is because some sup-
pliers are considered so large that they do not priorities VB MX. Having an inventory
close located to the most important suppliers is a strategy to lower the lead time since
the buying process is short.

Of the purchased products, 60% is imported and 40% is from the local market. The
chassis is 100% produced in Sweden and the body is divided 50-50 between NAFTA
and EU, yet there is a wish to increase the local content in order to reduce the lead-time
and become more flexible. The front axle is produced in Monterrey, Mexico and is sent
to Sweden for assembling and is transferred back to Mexico. Engines and transmissions
are imported from NAFTA or EU and none from Asia due to the fact that there are none
established producers. The lead time is the most important factor in the purchasing
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process. In general the importation is high because VB MX considers it difficult to find
appropriate suppliers in Mexico of those products.

All the suppliers delivering products to VB MX are rated according to a rating system
with A-B-C level, which quality, lead-time and price are considered, yet the quality
standards are implicit and never discussed. The company has inventories of one week
and is constantly working with securing deliveries. The firm considers that its inventory
management and ordering process to its suppliers could be handled more efficient. Cur-
rently the inventory is only checked when the orders are not delivered on time, and by
that time it is normally too late. In general it is VB MX that has put the order late and a
delay exists. The firm wishes to make the transactions in one currency to lower the ex-
posure. The company sells in US dollar but gets paid in Mexican peso.

Integration processes in the Mexican automotive industry

VB MX experiences that the suppliers in EU are more involved and active than the local
Mexican suppliers. The optimal situation would be that the Mexican suppliers are active
and initiative takers to solve problems as well.

The firm is in general producing everything in-house except for complex technology,
which are highly capital intensive such as transmissions, shafts and air-conditioning
systems. Further on, the driving rope is produced in-house but both Bosch and Hella are
important suppliers of components of electricity. The lavatories are developed and pro-
duced in England but VB MX wishes they could be produced in Mexico due to the ex-
pensive logistic costs. The company considers having problems with the production of
seats because of the different consumer preferences. The Mexican customers differ great
in taste regarding design and characteristics from the European customers.

The most critical components are outsourced but more specific products such as lug-
gage boots and cable carpet are as well put on a second part. Some of the reasons for
why VB MX produces in-house are either because the products are of simple production
or because the volume is not large enough for a supplier to undertake, which makes it
difficult to integrate with the suppliers located in Mexico. VB MX believes there is an
increasing trend of producing in-house due to the requirements in lead-time and flexi-
bility. The production lifecycle of a bus is approximately 15 years, meaning that if sup-
pliers go out of business during that time, VB MX will have difficulties to finish the
process.

VB MX does some R&D at the plant, and is to some degrees integrating its suppliers
into this process. An example of an area that the integration with suppliers exist is areas,
which is characterized by demanding and complex technology such as the transmission
development area. Also the interior components are developed in cooperation with sup-
pliers, which goes for the air condition-aggregates. The only integration VB MX has
with the Mexican government is the development of METRO buses. However, since
there is no development subsidies, any further cooperation is not planned. A discussion
of a cooperation with TEC Monterrey has developed and will be pushed further in the
future.

Summary

The characteristics of VB MX is that the firm has such small scale in their productions
that some of the larger and more important suppliers do not prioritize the firm as cus-
tomer. For this reason, VB MX needs to put some of their inventories close to its im-
portant T1s to secure deliveries. A significant part of the products that are purchased are
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imported. The characteristics of the products are of complex technology and the com-
pany believes in strong relationships with these suppliers.
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4.4 The suppliers’ perspective

Trelleborg Automotive S.A. de C.V.

Trelleborg Automotive is one of five business areas that Trelleborg AB is operating.
The plant in Mexico started 25 years ago, and has today around 160 employees. The
main products produced at this plant are automotive anti-vibration systems such as en-
gine mounts, spring seats, bushings and hydro mounts. Currently 60% of the total ca-
pacity is used but further 35% is available for new business.

Business environment

For Trelleborg Mexico (Trelleborg MX) the major opportunity for being on the Mexi-
can market is that the firm is close to the productions plants of its customers, with the
strength of having low cost but skilled labor. Earlier, approximately 95% of the assem-
bled products were imported from the US and Canada but this has changed over time
because of the costs of transit times. The same products are today produced in Mexico.
The low labor cost is considered important since Trelleborg MX is competing with
other low costs countries such as India and China. A couple of years ago, the company
lost some businesses due to having higher prices than the competing countries. For an
example, Daimler Chrysler requested Trelleborg MX to reduce its price with three US
dollar per product, which Trelleborg MX could not meet. Instead the firm could reduce
the price with 1.5 US dollar per product since the part Chrysler requested was critical
for Trelleborg to produce. In the end, Chrysler did not accept the price and found other
suppliers operating in China to produce the demanded parts. Being a low cost country
close to the US creates disputes within the countries’ governments. Both entice the
Mexican labor with different offerings such as exemptions from taxes during the first
years they operate and is competing for the same labor.

Trelleborg MX’s business is growing fast and is getting very competitive. The firm has
forecasted to double its business over a three years period, which signify that by year
2006,  it will reach total sales of 41 million US dollar and by 2007 a sale of 43 million
US dollar, with an opportunity to reach 60 million US dollar depending on if the firm is
going to build a second plant in Mexico or not. This fast growth derive from the fact
that trades are increasing thanks to the various FTAs. Another explanations is that
Trelleborg MX possesses high technology knowledge, which the demand for it is in-
creasing. Since the technology is considered highly complex, there are no real substi-
tutes on the market, which allows the company to grow fast.

Interaction processes in the Mexican automotive industry

Trelleborg is offering high technology products with almost no competition on the mar-
ket. This contributes to attractiveness on the market and many OEMs are interested in
doing business with the company. The firm creates relationships with its customers, and
different relationships have different length and depth. Normally the relationship starts
up with signing a contract for a new vehicle model, and they are generally keeping this
relationship for the lifetime of the model (around five years) plus ten years for the pro-
duction of spare parts. A relationship for transactions of components to one model, has
several times ended in a deeper relationship and more contracts in the future. Trelleborg
MX values establishmens of tight relationships with both its suppliers and customers in
order to work together towards a mutual goal. Nissan MX is one of the customers that
Trelleborg MX has a close relationship with and this relationship is continually grow-
ing.

Most of the firm’s products are produced in-house depending on the fact that it wants to
keep the control of the quality. The raw material is obtained by 50-50% from Mexico
and the US. The goal is to have 80% from Mexico and only 20% from the US in order
to reduce costs. Trelleborg MX is convinced that the quality found in the US, can be
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found in Mexico as well. The company has an internal process for evaluating new sup-
pliers. A purchasing group in the US and a Supplier Development Manager are operat-
ing in the internal process, which visit the suppliers’ plants for controlling the produc-
tion process, quality and customer satisfaction. After the visit, a quality audit is per-
formed to guarantee that the supplier have the right system they need in order to pro-
duce the demanded goods. If there is an approval, quotes will be sent to the supplier. A
quality department within Trelleborg MX will continue to measure the supplier’s per-
formance. If problems occur, the first step is to review the process in order to solve the
rating problem but if the problem continue the firm will change supplier. Since Trelle-
borg MX is implementing the JIT concept and does not have a large inventory, any un-
certainty of delays or stockouts of the suppliers need to be dealt quickly.

Currently, Trelleborg MX is supplying a rate of 64% of its total sale to Daimler Chrys-
ler, which is considered to be the firm’s largest customer. In the future the allocation
will be an even rate between Ford MX with 30%, Daimler Chrysler MX 34% and Nis-
san MX with 40% of the total sale. A startup with General Motors will be in process in
the near future. According to Trelleborg MX, the automotive industry is expanding, thus
the demand for the firm’s products will grow. This implies that companies are contact-
ing Trelleborg MX and the company does not need to look for new customer to the
same extend. One channel the firm uses in order to get new customers is trade fairs of
different kinds. Trelleborg MX believes these give good opportunities for networking
and contacting with prospect customers. A main benefit with the trade fairs is that it
give the company an opportunity to demonstrate the quality of the high technology ro-
bots that produces the equipments.

According to the company, the main power in the value chain is allocated to the OEMs
since they are the one deciding the price. Trelleborg MX proposes a price but it is the
customer deciding the price in the end. This can be explained by the fact that the cus-
tomers have alternatives in Brazil with lower prices since the raw material on steels are
lower. In order to compete with the producers in Brazil, Trelleborg MX uses automated
assemble systems, which allows the firm a shorter production and delivery time. The
finished assembled parts are not stored for more than four days maximum.

A distinguishing contract condition, which is required by its customers is to deliver on
time or they will take the business to other companies if they are not satisfied with the
performance. A contract has approximately 16 years of completion. A car model has
about six years of life time, meaning that Trelleborg MX will need 10 more years to
provide services to the old models.

Unlike the OEMs, there are no requirements for Trelleborg MX to have any certain
level of domestic content on their products, but the firm needs to specify to its custom-
ers exactly where the parts are bought from. The OEMs want the parts to have as much
national content as possible since the more national content, the less tax must be paid by
the OEMs when they are exporting the end product. Each component is separated one
by one from the direct supplier and when the component is put together with other com-
ponents in the Mexican plant to a complete part, it will be presented as made in Mexico.

Integration processes in the Mexican automotive industry

Trelleborg MX has an extensive information sharing system with its suppliers for the
design of products. Trelleborg MX owns the design but gives the suppliers’ blueprints
for prototyping. It is the same procedure with the OEMs, but the contrary. Here the
blueprint are given to Trelleborg MX from the OEMs, from which the firm has to de-
velop a product that is matching the requirments. This is expressed in the following
quotation:
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“Our largest customers are in this way controlling our R&D and we will design
the products following these requirements.” (Trelleborg MX representative,
2005-09-21)

An aspect that Trelleborg MX is emphasizing to be very important is communication
and a continues work with confidentially. These are all important factors for a funtion-
ing integration with suppiers as well as its customers. Currently, there is no cooperation
with the Mexican government nor any Mexican universities for the programs of R&D.
Instead, there exists programs for students to enroll in trainee programs, which applies
in production, engineering and accounting departments. One of the reasons for not co-
operating with universities is that the faculties are not familiar with the products that
Trelleborg MX produces in Mexico.

Summary

Trelleborg MX is producing high technology products such as anti-vibration products
and has a low level of competition on the market. The firm’s purchasing process is
characterized by strong relationships with its suppliers. The same level of relationship
with the customers is also considered to be of high value, however, Trelleborg MX con-
siders the customers to have the main power to decide the end price of the products. The
company has also an extensive information sharing systems with both the suppliers and
the customers for the product development.
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BOSCH S.A. de C.V.

Bosch Mexico ( Bosch MX) is a regional branch of the Bosch Group. The company is
divided into three main sections; Automotive technology, Industrial technology and
Consumer goods and Building technology, which all of them are represented in Mexico.
The company entered the Mexican market as a joint venture in 1955 with a Mexican
company due to the Mexican legislation at that moment. The facility in Juarez, which is
producing the chips, is supposed to grow to the double size next year and the company
is expanding with a new plant next to the current one. Bosch MX has today approxi-
mately 23,000 employees, and considers itself to be the number one supplier of compo-
nents for the automotive industry.

Bosch MX is producing gasoline systems, diesel systems, chassis systems, energy and
body systems, car multimedia, automotive electronics and automotive aftermarket for
the automotive industry. The company has currently four manufacturing sites in Mex-
ico. Three of them are located close to Mexico City and one is located in the north close
to the US border. The company is planning to increase the amount of plants on the
Mexican market by shutting down two existing ones in US and move them to
Aguascalientes. The company has decided to do this strategic relocation of production
units in order to reduce overcapacity, become more competitive, reduce costs, and use
the skilled and low cost labor in Mexico .

Business environment

According to Bosch MX, one strength with the Mexican market is the quality of the
working force. The general view around the world has been that Mexican workers are
inefficient, lazy and unskilled, but this does not make justice according to Bosch MX.
The company considers the automotive market in Mexico to be relatively mature and is
therefore offering skilled labor producing high quality, but to a lower cost than in for
example EU or the US. Another strength is that the economy has been stable during the
last six years. The demand for cars in the local market has increased due to incentives
from the government through the citizens’ possibility to take loans to a low interest rate.
Mexico is one of the countries in the world with most FTAs, which can be considered as
very favorable when doing export and import, but it can at the same time be seen as a
threat. If a company wants to export to other parts of the world, the local content has to
reach a certain level, and the only way to be able to have local content for the USA,
Europe and Asia at the same time, is to increase the Mexican content. A weakness with
the Mexican market is that the infrastructure has to be further developed in order to
make the logistics and distribution more efficient. Another problem is the long distance
from Europe where Bosch MX has several critical suppliers the firm has to import from.
This long distance implies for deliveries of at least five weeks, which is far too much as
the pressure on the delivering JIT and cut costs increases from the OEMs.

“If these suppliers or a substitute supplier would open business in Mexico close
to Bosch plants, it would be an enormous benefit for the company, and we
would strongly consider to buy from them.” (Bosch MX representative, 2005-
10-03).

European suppliers are traditionally considered to deliver higher quality than other
across the market, but are due to their geographical location and high cost having prob-
lems to keep attractive prices.
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Interaction processes in the Mexican automotive industry

Bosch MX is a market leader and has a strong position on the market. Therefore the
firm has the possibility to influence on relationships both with its customers and its sup-
pliers, however the firm considers to have a larger impact on the relationship with the
suppliers, than with the OEMs. Bosch MX believes that a good relationship is important
in order to do business successfully and can give the firm an option to share costs and
obtain innovations from other actors. Nevertheless, the firm mentions that it experiences
that the OEMs are only appreciating the relationship as long as they are the one being in
charge. Bosch MX is looking for more mutual relationships, where cost reduction is not
the only thing that matters.

The company is pursuing global sourcing for some parts and components that are con-
sidered to be critical. The challenge and opportunity with global sourcing is to find the
highest quality parts with the lowest cost. The purchasing department has a database
with suppliers. If there are new suppliers available in the database, Bosch MX will in-
vestigate their potential for delivering on time, keeping the quality requirements and
their ability to cut costs. Bosch MX considers costs to be the driver to stay competitive
and outsource, if possible, processes which have high costs for the plant. Coating proc-
esses, shield machining and sub-assemblies are processes that are outsourced.

Bosch MX is trying to source as much as possible from suppliers with production in
Mexico, close to its own facilities. This is due to two main reasons. If the company can
buy from local suppliers it will be less dependent on the strong euro and the risks fluc-
tuations in the currency convey. To be able to exploit the FTAs to foremost both EU
and the US, the company needs to increase the local supplier base, or help and recom-
mend suppliers currently operating in Europe to move their production to Mexico.
However, parts and components with a high-tech character are imported from Europe,
mainly from Germany, such as electronics and special parts. This choice is made in or-
der to gain the volume, avoid high investments twice and also to get price advantages.
The company has purchasing offices in each one of their plants, but still the main pur-
chasing is centralized in Germany. However, if it would be possible, the company
would prefer to purchase these components in Mexico to reduce costs and time. The lo-
cal purchasing departments have enough freedom to determine where to buy from,
which is driven by the local strategy.

Bosch MX is supplying complete systems to the OEMs and is called a “mega supplier”.
The firm does the main module and is then delivering it JIT to the OEMs assembly
process. It considers that the supplier base is insufficient in terms of suppliers located
close to the OEM manufacturing site. The geographical closeness to the OEM is a must
in order to manage JIT delivery as more and more OEMs are requiring today, and there
is a gap in the industry of suppliers with the ability to offer this service.

Bosch MX has frequent contact with its suppliers and is analyzing them on a monthly
basis. The company is especially concerned with new ones and is controlling them in
terms of quality, cost and ability to deliver on time. However, these three areas of con-
trol are not only applicable on the new suppliers, but on the current suppliers as well. If
the suppliers lack in one of the above mentioned fields, they are moved into the red
field, which signifies that they are in a critic situation. In these situations, Bosch MX
will try to help them to improve in order to get back to the green field. To secure un-
certainty of delays, stock outs and other disruptions, the company carefully evaluates its
suppliers and divide them into groups of A, B and C suppliers. High function, ability to
manage low cost and perfect quality makes a supplier an A supplier, which are the only
group Bosch MX is working with28.

                                                  
28 More about how they handle their suppliers in the integration section.
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Bosch MX normally buys in US dollar, peso or euro but the transactions are mostly
conducted in US dollar. The firm expects its customers to pay 40-45 days after the in-
voice is transferred, however the critical products are sometimes paid on a weekly basis.
The company is working electronically with the OEMs and both parties can follow the
process of the product, when it is supposed to arrive, and when the payment is due.

Bosch MX considers that it is the OEMs who has the greatest power and thus are setting
the price and requires cost reductions that the supplier has to follow in order to stay as a
supplier or become a new one.

“The OEMs talk widely about they being loyal to their existing suppliers, and
that they are listening to their needs and trying to help their suppliers to stay on
the market. This is only the case as long as the supplier accepts the price re-
ductions purposed by the OEMs, no matter what quality they might offer”.
(Bosch MX representative, 2005-10-03).

Bosch MX gets generally a requirement from its customer to reduce the prices approxi-
mately 5% annually. However Bosch MX has a strong position on the market and is of-
fering critical parts and systems to almost all the major OEMs and thus has some nego-
tiation power over the customers. This implies for Bosch MX to decrease the cost re-
duction closer to only 3% annually. These 3% are the requirement the company puts on
its suppliers and this reduction is not negotiable.

Integration processes in the Mexican automotive industry

Even though there exists a well developed integration between Bosch MX and its cus-
tomers, the firm considers the level of transparency to be a problem. Bosch MX be-
lieves the transparency is enough, yet the customers wish Bosch MX to increase its
transparency regarding the cost structure. Other low costs countries such as China and
Korea provides cost structures including entire cost break downs and the OEMs get
used to it and pressure Bosch MX to increase the cost disclosures in the same way.

The company’s R&D is centralized to Germany where the head office is located and has
only smaller divisions for this purpose located in Asia, America and the rest of Europe.
Bosch annually invests 7.2 % of the total sales in R&D, and integrates extensively with
its customers in their R&D processes. The company presents an idea for the customers
followed by a development of new modules together. After the initiation of idea, Bosch
MX will turn to its suppliers in Mexico for an integrated production process. A coop-
eration between the headquarter and the German government and universities is well
developed. However, this process has not reached the plant in Mexico, although the
company believes a cooperation will start in the future.

Summary

The empirical findings of Bosch MX show that the firm possesses a strong position on
the Mexican automotive market. This position enables it to influence on relationships
with its suppliers and customers. However, the company values a tight relationship and
wishes to have mutual relationships with both supplier and customers. Bosch MX’s pur-
chasing process is characterized by a complex search for suppliers with productions in
Mexico. This is due to the fact that the firm wants to increase the local content in its
products and to improve the JIT deliveries. A significant characteristic of Bosch MX is
that it is called a mega supplier. This implies that the firm is supplying complete sys-
tems to the OEMs. This put pressure on its ability to develop even more complex prod-
ucts and is therefore investing large amount of their total sales for R&D.
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AGA S.A. de C.V.

AGA Mexico (AGA MX) has been present on the Mexican market since 1921 and has
ever since served all the major sectors of the national industries with oxygen for indus-
trial and medicinal uses. Today, AGA MX is producing applications to increase the
quality and productivity for manufacturers in the automotive industry. Currently there is
a production capacity of 450 metric tons of liquid product per day. The plant in Mexico
is fully automated so it is operated with only three people per shift with nine engineers
running the plant a day. AGA is one of only five global suppliers of industrial gases,
and is operating in 55 countries. The firm’s main focus is cutting and fusion of sub-
stances, and is reducing the weight of vehicles by using more aluminum. The plant in
Mexico is only producing for the domestic demand. AGA started with technology for
human health (oxidizes for hospital use). In the 70s the company decided to completely
focus on gases, and was in 2000 acquired by the German company Linde Gas. The ac-
quisition became a company with the skilled engineers from Linde and the high com-
petence and brand image of AGA.

Business environment

AGA MX mentions that there is a strong belief that by 2010 the car manufacturing in-
dustry will double its production to 4 million produced cars annually. Right now the
production is 2 million, 0.5 million for the local Mexican market, and 1,5 million for the
exportation. One of the strengths with the Mexican market is that it has a very strategic
location to the US, with a low cost labor force. A strength the firm has is the brand
awareness that is created around the AGA name. The weakness of AGA MX is that it
has to establish more plants in order to match the demand available on the market. It is
very important for companies within the industrial-gas industry to be close to their cus-
tomers, because of the very important cylinders which they are transporting the gas in.
A problem AGA MX considers to be difficult, especially in the automotive industry, is
the bureaucracy in the system which is quite hard to get through.

Interaction processes in the Mexican automotive industry

AGA MX values strong and long-term relationships with its customers and suppliers.
The firm explains that, through its strong relationship with other actors, it has managed
to create partnership and mutual trust that is more important than cost reductions and
low prices. AGA MX considers that the best way to reach win-win situations it has to
have a tight partnering or create joint ventures and work with the sum of all the parties’
resources towards a common goal. The firm is for example strategic allied with ABB in
terms of automation.

AGA MX purchases 95% of its total purchasing from local suppliers, whereas the im-
port mainly comes from the US, and some parts from Germany. The company considers
geographical closeness to be highly important in order to be successful. This applies
both for suppliers delivering to AGA MX or other supplies, and for those who are de-
livering parts and components to the OEMs. All AGA MX’s suppliers are contracted
with corporate contracts created in the head quarter. The firm is producing almost 100%
in-house, which are the critical parts. It is only outsourcing some simple parts of the
production. The company’s main supplier is the Mexican power company, and in Mex-
ico there is only one and it is owned by the government. AGA is employing global
sourcing from the central office, which the company mentions is a strong trend and im-
plies many opportunities for the them. The central office is comparing local suppliers’
prices with global ones, selects a product and chose them one with the best price and
reliability. However, there is a problem with this sourcing strategy since it is a very
though way for the suppliers to compete, and everything is very focused on price. It is
an opportunity for companies with strong name or brand awareness, but it can as well
be a problem for them as the customers might not consider the well known name, and
instead purchase from unknown low price suppliers.
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As AGA MX’s main product is gas, and its main supplier is the Mexican power com-
pany, the firm does not interact with many suppliers in the industry, but it experiences
tough requirements from the customers.

Integration processes in the Mexican automotive industry

As mentioned earlier is AGA MX strategic allied with ABB in terms of automation, and
it is cooperating to share and develop thoughts. AGA MX works together with other
Swedish suppliers offering packet solutions in order to stay competitive on the market.
The firm is putting much effort on these complete solutions and how the company to-
gether with its allied partners can respond to the OEMs and T1s requirements. The
company is mainly supplying T1s and T2s and is helping them to improve their produc-
tivity and their cost reduction. Because of AGA MX’s abilities to do this, the company
generally does not have the same requirements on annual cost reduction as other suppli-
ers.

The firm’s head offices are located in USA and Munich, and it is also there where the
centers for R&D can be found. The R&D cooperation with GM and Ford and with some
suppliers are on a corporate level. The company annually invests around 6% of their
total sales on R&D of new applications.

AGA MX has started to cooperate with universities and the government in Mexico and
this cooperation is believed to increase in the future. This kind of multilateral coopera-
tion has for a long time been a fact closer to the head offices, as the company sees this
as a valuable source for innovations and improvements. It forcasts an increasing trend of
the transparency in the supply chain in this industry. In the early days, the problem has
been the government, but the transparency has increased during the years. AGA MX
considers itself to have almost perfect control and transparency of the suppliers. The
firm has an information sharing systems with their customers and suppliers, but not that
much in terms of invoices and cost specification, and no company have access to AGA
MX’s accounting. The firm breaks down its cost if the customers ask for it, but it has no
sharing system online with access to complete cost information. All information in the
sharing system is for marketing and R&D purpose.

Summary

The empirical findings of AGA MX shows that the firm’s products are very critical for
the customers in the Mexican automotive industry. Thanks to the ability to deliver
packet solutions, AGA MX has managed to create partnerships that is more important
than cost reductions. The significant characteristic of AGA MX is the willingness to
partnering with both suppliers and customers. It is also characterized of having a very
low degree of global sourcing since the geographic closeness to the suppliers is consid-
ered to be important.
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SKF S.A. de C.V.

SKF Mexico (SKF MX) is the only producer of bearings in Mexico, and 46% of its total
sale derives from the automotive industry. The business in Mexico started 1920 with
commercialization of bearings and the firm established the manufacturing of its prod-
ucts under the name IBISA in year 1968, which in 1988 took the name SKF MX. The
plant is located in Puebla and is currently producing bearings such as Conical and
Spherical roller bearings.

Business environment

One of the mentioned strengths with Mexico is that it is a country with growing quality
standards and a low cost working force, yet skilled. SKF MX used to outsource many
components to China but had to close the deals since they lacked in quality. The close-
ness to the customers reduces the logistics and delivery costs. Even though the company
considers China to lack in quality, it is regarded as one of the firm’s competitors. The
government in China helps the domestic plants with energy costs, tax reductions, which
allow them to cut down the overall prices. SKF MX estimates that the demand of their
products will increase in the future. The price of oil is a major player on the market but
the firm considers that the OEMs will manage it and no volume reductions will be nec-
essary. Instead a change in strategy and technology will be the factors in order to deal
with the oil price. SKF MX believes there is a slow increase in the demand for hybrid
cars, yet there is a long way to go for the initiation. The infrastructure in Mexico will be
a major problem and the diesel quality is not considered sufficient. If there will be a
higher demand, the government will try to compensate through added taxes.

Interaction processes in the Mexican automotive industry

SKF MX indicates that it is important to have a close relationship within the responsible
people between the companies doing business.

“The customer need to be your friend.” (SKF MX representative, 2005-10-03)

The firm emphasizes that it is almost impossible to be successful in negotiations in the
Mexican automotive industry if you do not have a close relationship with your custom-
ers or your suppliers. This strong relationship will in tough situations help you get a
contract, that a firm with poor a relationship strategy cannot get hold of. If SKF MX is
going to start business with a new supplier, the possible new contract needs to be about
15% cheaper than the current one in order to get the business. In Mexico, the supplier
needs to contact SKF MX directly, or the corporation and give them the offers. Today
SKF MX has an import rate of 90%, mainly because it is difficult for the firm to find
suppliers in Mexico. This is due to the fact that the product design is shared within the
SKF Group and the development would be too expensive. Products that are imported
are raw material and components systems such as rolling elements and cages. The local
content for the finished products is of high level since they purchase the raw material
and process it in their plant and adds the real value. It does not matter for SKF at the
corporate level if the products are of domestic content or international content since the
firm is purchasing in large volumes and sends them to the customers all over the world.
Another factor that talks for having the high level of importation is that there are no lo-
cal Mexican companies that meet the required quality of SKF in steel.

The global sourcing for SKF MX is long and complicated. It starts with a quotation
from a customer which is handed over to their global account manager and local manu-
facturing plant. The suppliers of SKF MX receive a quotation and get a targeted price to
charge the OEMs. After the first presentation of the target price, negotiations will re-
duce the set price further. In order to secure delays of delivery and stockouts, there is a
proper planning with the suppliers with required prognoses, statistics and forecasts. All
the lead times, transports, inconveniencies and safety stock are bases for the forecasts.
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SKF MX keeps a safety stock of one month and have no JIT deliveries from their sup-
pliers nor any elaborated information sharing systems with them. The strategy is to
harmonize the key products and cluster the suppliers together, in terms of delivery,
quality and cost in order to get the large volumes SKF needs.

SKF MX purchases in US dollar and euro and the sales are mostly in US dollars. Fur-
ther more, the company freezes the prices for one year and expects the customers to do
so and if there are changes on the market there will be changes in the manufacturing and
not in the price.

Integration processes in the Mexican automotive industry

SKF MX mentions that it pursues different levels of integrations depending on the occa-
sion and the purpose with the business. Today SKF MX is operating approximately
70% as a T1 and the remaining 30% as a T2, depending on different strategies and
processes. The company supplies the same products to both the OEMs and the T1s, de-
pending on what strategy the OEM has in terms of control and integration. The firm
mentions that it sees itself more in terms of a T1, and strives to create partnership with
the T1s in order to fulfill the needs of the OEMs. This is expressed in the following
quotation:

“We want to be the best partner with the OEMs’ suppliers” (SKF MX repre-
sentative,, 2005-10-03)

SKF MX pursues partnering as they consider the risk sharing to be very critical in the
automotive industry. Currently, SKF has T2s and T3s and explains that it is very un-
usual for the firm, or other firms with similar products to have suppliers located further
down in the chain. Currently, SKF MX has partnerships with Ford, Volvo and GM for
the R&D. A development center, which is centralized, provides with the R&D, meaning
that SKF in Mexico spends little investments in this area.

The SKF Group around the world has cooperation with the governments within its op-
erating country but not in Mexico. The firm has for example a well developed coopera-
tion with Chalmers in Gothenburg and receives Doctors of Philosophy in industrial sci-
ence form the university working on its facilities for several years with product devel-
opment issues. SKF MX initiates programs with universities, and the government is in-
vited for the finance of them. The firm also receives interns and graduates for shorter
periods of times.

Summary

Reviewing the empirical findings of SKF MX, it is said that the firm is the only com-
pany on the Mexican automotive industry that is producing bearings. This competitive
advantage enables it to have some price power. However, SKF MX values strong rela-
tionships with both suppliers and customers. The company does its purchasing mainly
through global sourcing. One of the reason for this is because the products are consid-
ered so complex that they need to share the design and developed within the SKF
Group. Another reason is that there are very few Mexican suppliers that can meet the
high requirements. Depending on that the firm has this high level of import, it has well
integrated communication with suppliers and customers in order to secure deliveries.
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Autoliv S.A. de C.V.

This supplier is producing safety systems such as air bags and seat belts and has four
plants in Mexico. The company is the world leader in automotive safety and innovator
of both seats belts and airbags and has only three competitors on the market. All the
leading automotive manufacturers in the world are the firm’s customer. Autoliv in
Mexico has approximately 3,300 employees with production of air bags, seat belts,
steering wheels and textiles. Autoliv’s strategy is to have manufacturing facilities where
the major OEMs have production plants. As a consequence, Autoliv MX has more
plants for automotive safety products in more countries than any other occupant re-
straint supplier. 

Business environment

Autoliv MX considers that political aspects such as laws, taxation, employment issues
and local regulatory policies to be moderately easy to cope with when doing business in
Mexico. The government is doing incentives in order to facilitate foreign companies to
do business in Mexico. The company mentions that:

“Yes, corruption is a fact in Mexico, but this is nothing that directly is impact-
ing on our business, or is complicating our situation in the country” (Autoliv
representative, 2005-10-06).

So even though corruption exist in the culture in Mexico, it is not really a problem for
actors in the automotive industry. The company also mentions that the government pol-
icy has been stable lately which has increased interest for FDIs and other kinds of mar-
ket operations. Also the fact that the government has been very friendly towards FTAs
has open possibilities for multinational companies to start production in Mexico and
target other markets without paying extra taxes. Further on the Mexican peso has kept
stability.

Fluctuations in the economy such as GDP trends and inflation hardly affect Autoliv’s
business at all. This is explained by the fact that the company is exporting 70% of the
production to the US and therefore is more depending on that market. One important
thing that is influencing the firm’s business in Mexico is the cultural mechanisms and
the way of doing business there. This area differs much from how business is being
done in for example EU. There is also a belief that the purchasing power of the Mexican
citizen will increase in the future as an effect of a growing economy and improved liv-
ing standards.

Autoliv MX considers the demand to increase in Mexico in the future. Production in the
automotive industry is increasing both in the existing plants, and there are new plants
planned to be open by OEMs and multinational suppliers. Autoliv MX experiences a
trend that more and more effort is invested in safety issues and several OEMs wish to
keep a high profile when it comes to safety issues. The increased oil price has already
affected prices on plastics and gasoline, but there is no way the suppliers can increase
their prices,  rather they have to focus on cost reduction strategies.

Interaction processes  in the Mexican automotive industry

Autoliv MX values long-term relationship with mutual goals as this can lead to win-win
situations for both parties. The firm has shares in their suppliers in the Autoliv Group,
for example in VOAC, which is a supplier sourcing with webbing to all Autoliv’s fa-
cilities worldwide. This creates strong partnering and an opportunity for the firm to
control and give frequent recommendations. Autoliv MX states that the OEMs do not
have any shares in the firm, but it is the OEM who has the power to set the price and do
price reductions. Autoliv MX has no strategic alliances with its main suppliers, but has
a strong and well established relationship.
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The company’s plants are located close to the OEMs’ facilities in order to manage JIT
deliveries and a low inventory. Its most important suppliers within stamping, plastic and
day casting. All their stamping suppliers are located in the US. The strengths with its
current suppliers are that they are large, have the abilities of delivering in high volumes,
are global, have a great knowledge about the automotive industry and are focusing their
effort on this particular industry only. Weaknesses with some of their suppliers are that
they are located far away from Autoliv MX’s production units. This is a problem since
the company considers the geographical closeness to its suppliers of immense impor-
tance, and Autoliv MX is trying to influence their current suppliers to open production
closer to them.

Autoliv MX is connected with the head quarter in USA. The central office there is de-
veloping and sourcing new suppliers. The company is normally not searching for new
suppliers, but instead trying to develop and increase the business with the current sup-
pliers. Autoliv MX is striving to eliminate small suppliers as the firm prefers multina-
tional suppliers with the desirable resources, experiences and safety nets. There is a pos-
sibility for new suppliers to do business with Autoliv MX if they have supplied com-
petitors to Autoliv in the earlier days. The company is very selective when sourcing its
suppliers as the quality of the safety is the core competence and the competitive advan-
tage for the firm.

Autoliv MX is purchasing 50% from local suppliers and 50% from suppliers abroad.
The company sources suppliers globally but prefers suppliers with production in Mex-
ico. In order to secure stock out, uncertainty of delays etc, it has a safety stock strategy.
Sometimes when the invoices are too large, the company is ordering from two suppliers.
However, Autoliv MX would prefer to use one with the capacity to deliver the complete
volume.

The firm is evaluating its suppliers in terms of quality and delivery. They need to have
0% defects and 100% correct delivery. Further more, the company’s suppliers usually
have to do a 3-5% cost reduction annually, but it strongly depends on the supplier. The
length of the contract between Autoliv and the suppliers is usually tightened with the
lifecycle of a model of a vehicle, which is normally five years, plus 10 years of spare
parts production. The creation of contracts involves mutual negotiations and is mainly
conducted in the head office in the US.

Integration processes in the Mexican automotive industry

The company does not believe in outsourcing. This depends on the characteristics of its
products and on the fact that it needs to have complete control and can not afford any
defaults. Autoliv MX mentions that outsourcing is an opportunity for risk and cost
sharing but the firm prefers to bear all the risk in order to produce the highest quality.
This is the reason why it has 100% in-house production. Its suppliers are well integrated
in the firm’s production, but not in the R&D. This counts as well for the OEMs, but
Autoliv MX has some cooperations in product development as the OEM’s have to ap-
prove to new innovations. Autoliv is investing around 7% annually of their total sale in
this area.

The company is not cooperating with universities and governments in Mexico, but is
strongly integrating with them in Europe and US. Autoliv’s view of this multilateral re-
lationship is that the government states new laws, and the university contributes with
technical skills and help, which the company is developing further and is producing.

Summary

The empirical findings tells us that Autoliv MX is developing innovations within safety
products and is a very critical supplier for the OEMs. A significant characteristic of
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Autoliv MX is the strong partnerships it has with supplier and customers. Autoliv MX is
doing supplier rationalization to secure the high technology in the production. Its pur-
chasing process is complex in order to reduce defects and improve the deliveries. Most
of the production is in-house to keep the control of the quality of the end product.
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5 Analysis
This chapter aims to interpret the empirical findings by using the theories and models
presented in the frame of references. We will analyze each research question individu-
ally with appropriate empirical findings and the frame of references in order to create a
good structure for the remaining sections.

5.1 Analysis of research question one
As pictured in the introduction chapter of this thesis, the first research question we aim
to analyze is:

How do the trends, threats and opportunities that characterize the Mexican automotive
industry make the market attractive or unattractive for the Swedish automotive suppli-
ers?

In order to answer this research question, we will analyze the empirical findings with
Porter’s five identified forces, and support this model with a PESTEL analysis of the
political, economic, social, technological, environmental and legal influences. The five
forces analysis can according to Recklies (2001) contribute with valuable information
for three specific aspects of corporate planning; namely static analysis (attractiveness of
an industry), dynamic analysis (together with the PESTEL analysis disclose valuable in-
formation about the dynamics of an industry) and the analysis of options (how a firm
can adjust to the identified forces). We will begin this section with an analysis of Por-
ter’s five forces and conclude this analysis with a static analysis and a dynamic analysis.
Recklies (2001) argues that the analysis of options is an analysis of how actors can ap-
proach the forces and thus improve their position in the industry. This is very much in
the scope of the fourth research question in this thesis, and will therefore not be dis-
cussed here, but instead in chapter six for the recommendations.

It is mentioned in the method chapter that the purpose of the governmental and the in-
dustrial perspective were to contribute the research with overall insights of the situation
in the Mexican automotive industry, hence will the empirical findings from these per-
spectives only be dealt with as a support for the other two remaining perspectives. We
will divide this section into four parts, starting with an analysis of the OEMs’ view of
the business environment, followed by a suppliers’ view. The third section will be an
integrated analysis of the business environment, and the last section will be a short
summary of the analysis.

Porters’ five forces affecting the business environment

5.1.1 The OEMs’ perspective

Bargaining power of suppliers vs. Bargaining power of buyers. The overall opinion
among the OEMs is that they have the power to put pressure on their suppliers in terms
of cost reduction,  quality and lead time improvements. This indicates that the bargain-
ing power of suppliers on the market is low. However, Volvo Buses MX (VB MX) pro-
duces in such small scales that some of theirs suppliers do not priorities the company as
a buyer. Another indication for the same issue is the fact that VB MX is putting invento-
ries close to the most important suppliers in order to secure the lead time and shorten
the buying process. This information indicates that VB MX is to some extent subordi-
nate to its suppliers. According to Porter’s model, this is characteristic for high bar-
gaining power of suppliers. Volkswagen Mexico (VW MX) is doing the opposite to VB
MX as this firm is pressuring its suppliers to conduct their production or even open in-
ventories close to the VW MX plant. This choice is based on the geographical close-
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ness, which is unavoidable if Just-In-Time (JIT) deliveries are going to be successful or
even possible. According to Porter’s model, these are characteristics for high bargaining
power of buyers. Another example is Scania MX who states that the firm is not depend-
ent at all on the external suppliers of the Scania Group, as the products that are sourced
in Mexico are mostly commodities and not customized or critical products and thus not
associated with high switching costs. This implies for Scania that it can put high pres-
sure on the local Mexican suppliers and chose the one with the lowest price. This is in
line with Porter’s theory about low bargaining power of the suppliers in an industry.

As it can be seen, there are variations within the industry in terms of bargaining power
of suppliers. We consider that the main reason for this is the large volumes the OEMs
are able to produce compared to the suppliers. One interesting fact is that VB MX  in
some situations is experiencing a low bargaining power, which Scania MX, who is op-
erating in the same industry is not. This we consider depends on the fact that Scania’s
most critical parts and sub-systems are produced internally in the Scania Group,
whereas VB MX is more dependent on external and large suppliers. Scania MX has
through this strategy reduced the bargaining power of its suppliers dramatically.

AMIA29 argues that in the future there will be less OEMs presented on the market, as
the tough cost reductions will lead to bankruptcy fore some OEMs, while others will
pursue joint ventures. If this will be the case, the suppliers will have less buyers to com-
pete for and thus the bargaining power of the buyers will increase according to Porter’s
model. The OEMs in this investigation generally argued that they assumed themselves
to have power of the supply chain as they have the possibilities to switch to new suppli-
ers if the current supplier can not meet the required cost reductions. However there are
some critical or high technological parts and systems that they argue affect the power
distribution, yet this will be further discussed in the suppliers’ perspective.

Threat of new entrants. It is mentioned that a market entry is associated with relative
low entering costs in terms of Greenfield investments as the government is doing incen-
tives such as free land and power in order to encourage FDIs. This characterizes a mar-
ket where a threat of new entrants is high according to the Porter’s model. On the other
hand, there are currently strong actors existing on the market which could indicate for
high entry barriers and thus low threat of new entrants, but as the relations between the
OEMs and their suppliers are price sensitive, a new OEM entering the market should
not have great problems to find suppliers willing to sign contracts with them.

Threat of substitutes. VW MX argues that there is an increased demand for hybrid,
electric and small engine cars around the world and this argumentation is also supported
by Nissan MX. If this increasing trend will proceed and OEMs do not adjust their pro-
duction, they may experience a threat of substitutes. Scania MX argues that it is possi-
ble that a great part of the population will substitute the purchase of a vehicle and use
public transportation. This discussion is supported by SCT30, who mentions that the
government is planning to develop the infrastructure for mass transportation and thus
gives the population an opportunity to leave the own vehicle at home as the new Metro
buses and sub-way will imply a lower cost. This can be seen as a threat of substitutes
for the OEMs as the population can substitute the purchase of a vehicle for mass trans-
portation services instead.

AMIA mentions that China, India and Brazil are other low cost countries that the Mexi-
can customers may consider buying from. If these markets will provide with less costly
vehicles, the substitution is not difficult to make for the OEMs’ customers in Mexico.
Here we can see that there is threat of substitutes presented for the OEMs operating in
                                                  
29 Mexican Automotive Manufacturers’ Association.

30 Ministry of Communication and Transportation.
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Mexico (however it should be mentioned that this does not only apply for the Mexican
market).

Competitive rivalry between existing players. In this perspective we consider that the ri-
valry between the existing actors is moderately high, yet the rivalry in the car industry
can be considered higher than in the bus and truck industry. This we base on the fact the
all OEMs producing cars are more or less offering the same kind of products and they
are all considering cost reductions to be a must in order to stay competitive. The bus and
truck makers are also experiencing these factors but to a much less degree. All these
factors are according to Porter’s model signs of high competitive rivalry between exist-
ing players. It is several times mentioned that the production in Mexico will most likely
increase to 2,000,000 cars in the near future. As the total production currently is only
50% of this amount, one could assume that it would be possible for the OEMs to grow
all of them, and not only in the expenses of another one. Even though it is indicated in
the Porter model as a sign of low rivalry between the players, we argue that there will be
an intense competition among them and that some companies will lose business to oth-
ers.

5.1.2 The suppliers’ perspective

Bargaining power of suppliers vs. Bargaining power of buyers. In this perspective there
are also variations in how they consider the power distribution in the supply chain.
Trelleborg MX argues that the OEMs are deciding the price and requires cost reductions
and these decisions are not negotiable. The same applies for Autoliv MX even though it
considers itself to produce critical products, which according to the Porter model should
signify that the bargaining power of the suppliers is high. Bosch MX on the other hand,
argues that the OEMs still have the main power on the market, but due to the firm’s
market leading position and size, it has some negotiation power and does not have to do
the same cost reductions as other suppliers. AGA MX states that it does not have to do
any large cost reductions as it instead works to improve its customers’ productivity and
help them reduce their costs. The same firm is also offering, critical solutions, but it is
still the customer that puts the price. SKF MX considers itself to have a price power be-
cause of its market leading position with a critical product for both OEMs and T1s.
However this firm admits that the OEMs and T1s are in control of the supply chain and
SKF MX has to follow their rules as they are the one buying its products.

There are several variations in the distribution of the power between the suppliers and
the OEMs in the above mention situations. For example Bosch MX and SKF MX con-
sider themselves to have some negotiation power because of their reputation and strong
position on the market. This can be interpreted in Porter’s model as they have a high
bargaining power as a supplier. However all suppliers argue that in order to sustain as a
successful supplier to the main OEMs, it is a must to open production close to the cus-
tomer. None of them stated that the OEMs are moving their production close to them.
We argue that it is the buyer who has the main bargaining power in the supply chain,
and the suppliers have to adjust to their demands in order to stay on the market.

AMIA states that the OEMs are still ordering on a JIT basis, but there is an increasing
trend that aims to a Just In Sequence (JIS) ordering basis. This is in line with an argu-
mentation from Rubenstein (2001), which was mentioned in the introduction chapter. It
is said that there are pressures on the suppliers to deliver complete solutions and sys-
tems in order to stay on the market. This implies for the suppliers that they need to co-
operate with other suppliers in order to offer the OEMs complete system solutions. If
SME suppliers are doing this, their capacity in conjunction with each other will in-
crease, and thus their bargaining power will increase. In the above discussion from the
OEM perspective, it was mentioned that the buying power of the buyers could increase
as they are believed to create joint ventures and thus become more powerful on the
market. However AMIA argues this will be the case for the suppliers as well. The sup-
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pliers will most likely create partnering and joint ventures with other actors, some sup-
pliers will end in bankruptcy because of the tough cost reductions and therefore less
suppliers will be present on the market. According to Porter’s model, this will convey
for the suppliers an increased bargaining power on the market. From this argumentation
we argue that there will be a tougher fight about the bargaining power on the market
both from the buyers’ and the suppliers’ point of view.

Threat of new entrants. Autoliv MX argues that the Mexican government is doing in-
centives in order to facilitate for foreign companies. In addition, many suppliers men-
tioned that the current legislation in Mexico is in favor for the FDI31. This is in the Por-
ter model signs of low barriers of entry and thus a high threat of new entrants. Another
fact that all the respondent more or less have mentioned is the requirement to supply
large scales. If a supplier cannot do this, they are not attractive on the market. Further
on, the suppliers consider that in most of the cases,  the ability to produce high quality,
have production close to the OEMs and thus deliver in time are more important than an
on going relationship. According to these factors, the barriers for a new market entry is
manageable and hence the threat of new market entrants is high.

Threat of substitutes. Trelleborg MX mentions that the products it is producing are
characterized by highly complex technology, which is not compatible with other indus-
tries. The complexity and superiority in quality of the industry is emphasized by several
other respondents as well. According to the Porter model, this would imply that the
threat of substitutes is low in the automotive industry as the actors are foremost com-
peting with other actors within the same industry.

As mentioned in the same force but in the OEMs’ perspective, the OEMs can experi-
ence a threat of being substituted for mass transportation or for less costly vehicles pro-
duced in other low cost countries. If the OEMs will face losses, their suppliers will get a
hard time as well. Therefore, the threat of substitutes for the OEMs will also affect the
suppliers and thus be a threat for their business. Other actors that could get influenced
by the threat in the industry are the actors that are supplying components for the gaso-
line car industry. AMIA mentions that there are OEMs right now on the market pushing
for diesel use. If this pushing strategy would succeed, an increasingly mount of custom-
ers will substitute gasoline for diesel and thus the suppliers delivering parts and compo-
nents for the gasoline functions will most likely face losses.

Competitive rivalry between existing players. In this perspective we consider it to be
more variations in how the firms experience rivalry to other actors. This we believe de-
pends on the fact that in the supplier industry there are large differences in the size and
capacity of the firms. This is assumed in the Porter model to be a sign for low rivalry
among the players and also in line with argumentations of all respondents in this per-
spective as they commented that they only experience a low level of competition from
others. However almost all of the suppliers claimed that they annually have to do cost
reductions in order to stay in business or other companies will enter the market. The
competition can in this case be assumed to be high, which implies that the rivalry
among the players is high.

As it can be read, some factors are signs of high rivalry and some are signs of low. We
consider that in order to see the actual competitive rivalry between the actors in the
automotive supplier’s industry,  the industry has to be segmented into more product
specific divisions. This is not in the scope of this thesis, and will therefore no been con-
ducted here. We will only briefly mention that the competitive rivalry between the ac-
tors is likely to increase in the future as more and more suppliers are believed to follow
their customer into Mexico in order to manage to cut costs and deliver JIT.

                                                  
31 Foreign Direct Investment.
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5.1.3 Integrated analysis of the business environment

In the previous two sections we analyzed Porter’s five forces, both from the OEMs’ per-
spective and the suppliers’ perspective with support from the governmental and the in-
dustrial perspective. We will now in the proceeding section bring all the perspectives
together and perform the static and the dynamic analysis supported by a PESTEL analy-
sis.

Static analysis. All the OEM respondents argue that the various FTAs are one of the
most important strengths and opportunities for operating on the Mexican market, except
for Scania MX since this firm does not export any of its products. In the introduction of
this thesis the history of the Mexican automotive industry is pictured. It is mentioned
that the Mexican market has opened up the last decades and is at the moment the
“World Champion of FTAs32”. This attracts numerous companies since production on
the Mexican market will convey an opportunity for them to export all over the world
without paying any extra taxes. This makes the market attractive for firms targeting a
global market, and this is very much the case for the automotive industry in Mexico.
Other factor that attract new entrants is the skilled but low cost of labor. However the
labor legislation system needs to be reformed and modernized as stated by AMIA. This
is also mentioned by all OEMs except for Scania MX. We consider this skilled and low
cost labor force to be factors that make the market very attractive. Further on, all OEMs
argue that the strategic geographical location and closeness to the important North
American market makes the Mexican market even more interesting. One factor that ef-
fects the suppliers in a negative way is the pressure of cost reductions from the OEMs
since they have the bargain power of prices, which implies that the some SMEs cannot
afford to stay in business.

In addition, the governmental legislation in Mexico is in favor of FDIs, which also at-
tracts new entrants. However, one governmental issue that effects the attractiveness of
the market is the monopolistic character of the energy sector, which conveys that the
energy prices are high. This monopoly may effect the suppliers in a negative way.  In
the force “threat of substitutes”, we found that OEMs may experience decrease in their
business as the Mexican population seems to use public transportation more frequently.
This could be considered as negative factor, though as 70% of the cars produced in
Mexico are exported, the OEMs on the market are not mainly targeting the local market
(with exceptions of Scania and VB MX, but they are not producing cars). Therefore, we
consider that OEMs assembling cars and their suppliers do not need to pay too much
attention to this fact as it will only affect their business marginally. Further more, since
only 30% of the population is registered as a owner of a vehicle, we consider it to be an
opportunity for both the mass transportation sector and the car making OEMs to in-
crease the business. Hence, we argue that the market is attractive for both parties.

There is one problem on the market that all the respondents touched more or less. It is
the fact that corruption still exists in the country. Even though this is considered by for
example Autoliv MX not to be a problem for the businesses, we argue that this gener-
ally affects the attractiveness and the image of a market in a negative way.

Dynamic analysis. This analysis will be presented with the PESTEL influences and
thus the dynamic factors that can affect Porter’s five forces.

Political influences: As argued by Norling (2005) the government has improved their
political stability during the last commission term of office. Though this can change in
the following year of 2006, as a presidential election will take place. This election and
possible shift in regime create uncertainty on the market, which is also emphasized by
VB MX as the bus industry is controlled by the government and thus great changes in
                                                  
32 Free Trade Agreements.
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this controlling can affect the business in the future. A presidential shift may also affect
the former common governmental incentives for FDI and make it easier or harder to
enter the market. In the case that a new government conducts an restrictive foreign in-
vestment policy, it will be harder for new entrants, and thus the threat of new market
players will decrease. This can be good for the existing players as the competition will
stay at the current level but it can also be hard for the OEMs and the T1s to get the pre-
ferred suppliers to open business in Mexico, and for the suppliers to find new custom-
ers. On the other hand, if a new government will proceed with the incentives or even in-
crease them, the attractiveness of the market will increase further and thus the threat of
new entrants will augment.

Economic influences: We do not consider that fluctuations in GDP will affect the auto-
motive business dramatically since the exportation is such an important activity. Maybe
this will be a matter of interest in the bus industry where the export is not a large part of
the total sales. The inflationary policy is in favor to sound governmental finances and
decrease in foreign debts. These actions by the Mexican government strengthen and sta-
ble the economy, which are incentives for foreign investments. Many of the respondents
in this investigation argue that Mexico is starting to be known as a country with a stable
economy and this contributes to more secure investments, which affects the market in a
positive way. One significant factor for an increase of the demand in vehicles is the in-
centives to the Mexican citizens to borrow money to a low interest rate. However, these
factors may change after the presidential election and hence is difficult to predict in the
present situation.

Social influences: Mexico is an massive country with a large population. This means
that there is a great demand for possibilities of transportation. As it has been discussed
earlier, the demand of both mass transportation, foremost the buses and the demand of
low-cost vehicles are constantly increasing. All the OEMs having assembly plants in
Mexico, except for Scania MX predict that they will increase their production of units
which indicate for an increased demand.

According to AMIA, is Mexico stated to be the second wealthiest country in Latin
America but the distribution of the wealth is considered uneven. AMIA argues that for
an example in Europe,  it is the middle class that purchases most cars. Traditionally
there are no middle class in Mexico, but there are tendencies that this will change in the
future. An increased purchasing power can affect the competition between the current
players on the market. We argue this will convey less rivalry between the players for a
starter, as the demand is increasing, but this will make the market more interesting for
new entrants and thus threat will increase. In the end the rivalry will increase again.

Technological influences: Since 90% of the total mass transportation is based on the
road transportation, there is a great need for an increase in both quality and quantity of
vehicles in this area. In addition, there are few substitutes existing on the market. As can
be found in the empirical findings, the Mexican government is taking the responsibility
and has different cooperation with OEMs and their suppliers. Even though the level of
cooperation differ depending on projects, the trend shows that the cooperation in fact is
increasing. The most significant cooperation found in the empirical findings in this the-
sis is the one between Scania MX and VB MX . This cooperation deals with the exten-
sion of METRO buses which is considered as a large investment by the government.
We argue that this can create a greater attractivness for new investments, and thus the
threat of new entrants will increase. This will increase the competition between the
players on the market and lead to larger investments in R&D in order to stay on the
market.

Environmental influences: According to Norling (2005), the energy costs in Mexico is
20% higher than in the competing countries. This can be argued by the fact that there is
regulations for prohibitions for establishment of private owned energy companies. This
is something that many of the interviewed companies had opinions about. We consider
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it to be important for the Mexican government to open the energy market in order to
avoid drawbacks in entries by foreign companies as high energy costs can act as an ob-
stacle for the attractiveness of a market. This high energy cost can be a problem for
foremost SME suppliers which already have tough pressure from the OEMs to perform
cost reduction, and will not be able to meet these requirements of their customers.

Legal influences. AMIA argues that the current labor law needs to be modernized with
an augmentation in the amount of educated engineers on the Mexican market. Right
now these poor laws implies for the market players to educate in-house, which can be
very costly for them. The increased trend in cooperation between universities and com-
panies is a good source to increase the level of educated engineers, yet the general
opinion for higher education needs to be improved by the government. Improvements in
this law can contribute to a higher skilled working force leading to more competent
market. Hence will the market be more interesting for foreign investors to open up busi-
ness. Therefore the threat of new entrants will increase and thus the competition be-
tween the existing actors.

5.1.4 Summary

In the analysis of our research question one, it is apparent that the OEMs in this investi-
gation generally argued that they assumed themselves to have the power of the supply
chain as they have the possibilities to switch to new suppliers if the current supplier can
not meet the required cost reductions. Although there are some critical or high techno-
logical parts and systems that they argue affect the power distribution. In the suppliers’
perspective there are variations in how they considers the power distribution in the sup-
ply chain to be. Some suppliers argue that the OEM is deciding the price and requires
cost reductions and these decisions are not really negotiable even though they consider
themselves to have a critical product, which according to the Porter model should sig-
nify that the bargaining power of the suppliers is high. Others argue that they have the
power because of their high position on the market and their complexity of their prod-
ucts.

It is also  mentioned that a market entry is associated with relative low entering costs as
the government is doing incentives like free land and power in order to encourage FDIs.
This characterizes a market where a threat of new entrants is high. We further analyzed
that the rivalry between the existing actors is moderately high, yet the rivalry in the car
industry can be considered higher than in the bus industry. This we base on the fact the
all car OEMs are more or less offering the same kind of products and they all are con-
sidering cost reductions to be a must in order to stay competitive. The bus makers are
also experiencing these factors but to a much less degree.

In the analysis it is also apparent that the overall number of both OEMs and suppliers
argue that the various FTAs are one of the most important strengths and opportunities
for operating on the Mexican market. Further more, many of the respondents in this in-
vestigation consider that Mexico is starting to be known as a country with a stable
economy and this contributes to more secure investments, which affects the market in a
positive way. One significant factor for an increase of the demand in vehicles is the in-
centives to the Mexican citizens to borrow money to a low interest rate.

5.2 Analysis of research question two
As pictured in the introduction chapter of this thesis, the second research question we
aim to analyze is:

What characterizes the interaction process between the buyers and the suppliers in the
supply chain in the Mexican automotive industry?
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We will in this section analyze the empirical findings with theories regarding relation-
ships, purchasing strategies and sourcing strategies presented in the frame of reference.
We will divide this analysis into three sections, starting by an analysis of the OEMs
view of the interaction process with their suppliers, followed by an analysis of the sup-
pliers’ view of the interaction process with their customers and suppliers. The third sec-
tion will be provided as a summary of the analysis of research question two.

Interaction processes in the Mexican automotive industry

5.2.1 The OEMs’ perspective

Relations and purchasing

The overall number of the OEMs studied in this research consider relationships with
their suppliers to be very important for their businesses, thus their profitability. Argu-
ments for strong relationships are increased quality of products, cost reductions and de-
creased lead-time. However, according to Gadde and Grant (1984) it does not make
sense to apply just one homogenous relationship strategy, but rather to carefully adjust
it to each occasion or business partner. One of the investigated OEM that considers to
have strong relationships with its suppliers is Volkswagen Mexico (VW MX). As can
be found in the empirical findings, this firm has an alliance with its suppliers of the
steering system. These types of systems are regarded as highly technological in terms of
the complexity. As it is discussed by Bermann et al. (2004) it is known that complex
technology demands highly skilled labor, therefore we argue that an alliance is appro-
priate in order to perform the output and obtain benefits. This depends on that an alli-
ance will increase the control of different aspects such as quality and production. How-
ever, the higher degree of complexity, the more investments are needed to secure the
quality, yet if there are sufficient investments, the allied companies will be able in the
long-run to share future costs and risks. Hence, we consider that the alliance relation-
ship has a more intense Inter-firm relationship than partnership relationship but not as
much as the vertical integration relationship described in the model by Maloni (1997).
Nevertheless, even though the relationships are regarded as essential, it seems like the
OEMs are not afraid of breaking the strong relationship for a new supplier if the new
supplier has better price advantages even though this switch comes with a high degree
of uncertainty. Consequently, we consider it to be of more importance to have a balance
in the relationship for both parties. We argue this with the fact that if both parties do not
feel concluded in strategic decisions, this will jeopardize the relationship and a break in
this type of relationship will be associated with extremely high costs to take action of.

Another company that does have a strong relationships with its suppliers is Scania MX,
although these important relations regards only the suppliers of the Scania Group. This
Group has its suppliers operating within the Scania Group, which implies for a vertical
integration. This can be put on the far right end in the Inter-firm relationship continuum
by Maloni (1997). However, this can not be applied for the Mexican suppliers of Scania
MX. This we argue is due to the fact that Scania MX does not purchase strategically
important components or systems from the Mexican suppliers, rather commodities and
standardized products or Routine products as Kraljic (1983) names them for. This
means that the company is able to outperform the suppliers and choose the one with the
highest price advantage since the complexity of the supply market is low. Further more,
the appropriate purchasing process would be to have an automated purchasing function
to keep the costs down. Scania MX will in this case be at the far left end in the Inter-
firm relationship continuum by Maloni (1997) with only basic relationships to disclose
transactions.

In contrast, the other OEMs do purchase more customized components and systems
from external suppliers than Scania MX. They consider that a constant improvement of
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the relationship will make the purchasing process easier to manage. As for example
Nissan MX, the company considers establishments of partnerships as one important
factor in order to stay competitive on the market. We argue that having partnerships
with important suppliers will in the long-run contribute to better communication and
understanding of each others’ businesses and thus create knowledge of what compo-
nents and systems that are demanded. One significant system that Nissan MX considers
to be critical for its end product is the cockpit. This system is regarded so important that
the firm is selecting the suppliers to their T1s. We analyze that this system should be re-
garded as a strategic product mentioned by Kraljic (1983), and should therefore have
integrated subsystems with the suppliers. Nissan MX should strengthen its supply posi-
tion by focusing on a single supplier, accept the prices that are put by the supplier and
cover the full volume requirements through supply contracts. Both Nissan MX and the
supplier of the cockpit will benefit to adapt and invest resources in this relationship. Re-
sources include information sharing, and if this can be done, both parties will achieve a
win-win situation with an increased transparency. However, the current business rela-
tionship can be questioned as if it is strong enough, nevertheless a close relationship
gives difficulties in changing supplier since it involves expenses in both time and fi-
nances to look for new supplier.

The fact that Volvo Buses Mexico (VB MX) puts some of its inventories close to im-
portant suppliers shows that those kind of products are very important for the company
and an appropriate relationship with the suppliers should be created. Further on, the en-
gines and transmissions are imported from NAFTA and EU even though VB MX con-
siders the geographical closeness to the suppliers to be important. Our analysis in this
case is that the products are so strategically significant for the end product that the firm
rather bears high logistic cost than jeopardizing the quality of its products. As men-
tioned in the previous discussion, the scarcity of suppliers for important products should
be dealt with an intense relationship, or a mutual dependency as the Kraljic’s purchasing
portfolio matrix (1983) suggests. We can here argue that VB MX should pursue a bal-
anced strategy. In the cases where products have no major risks, a defensive approach
would be costly but aggressiveness could also harm the supplier relations. Although, the
power might look differently in the future, dependent on the scale of decrease of the
turnover the OEMs holds for. If the power would decrease and the suppliers would get a
dominant role, VB MX should invest in market research or supplier relations in order to
find alternatives, or even consider producing the products in-house. However, the ques-
tion is if VB MX will have the ability to sustain the same quality of the strategic prod-
ucts with an in-house production since this is not the company’s main competence. In
that case, the firm should outsource the production and keep on focusing on close rela-
tionships and not jeopardize it in order to reduce the risks.

Sourcing

All the OEM respondents perform sourcing domestically and globally but to different
degrees. Starting with VW MX, the sourcing part from the domestic market is superior
to the global sourcing. The most significant sourcing strategy that VW MX carry out is
single sourcing. In the frame of reference it is stated that this type of sourcing requires a
strong relationship between the two parties with a balance of long-term commitment
(Zeng, 2000). Our analysis, which has been stated before, is that these commitments are
strongly suggested for components and systems that are strategically important for the
buying company. VW MX has implemented a forward sourcing area, which purpose is
to find back-up suppliers for the existing supplier of specific products. We argue that
this choice is made in order to reduce the overall level of dependency on a single sup-
plier. We further argue that the single sourcing strategy rationalizes the supply base of
VW MX, however these rationalizations puts VW MX in a stronger dependency of sin-
gle suppliers with longer-term contracts and relationships that are costly in terms of
time and finance to deal with in case of contract-breaks. Important is that there is a bal-
ance if commitments with good communication systems.
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The mentioned global sourcing that VW MX carries out is purchasing of bulks and
more complex products such as transmissions. Analyzing the clustering approach by
Bermann et al. (2000), bulky items should be purchased domestically because of logis-
tic issues. However there exists a scarcity of suppliers of this type of product closer to
the plant and the fact that the company does not bear any significant high costs for the
distribution makes sense to import from abroad.

VB MX  is as well as VW MX sourcing transmissions globally but other technical in-
tensive products such as shaft and air condition-systems are imported as well. We con-
sider that this is a strategy from both companies since the systems are highly capital in-
tensive and need to have a high level of skilled working force. The strategy can also be
explained that there is a scarcity of domestic established producers.

Scania MX has in contrast a very low degree of sourcing activities in Mexico. We
analyze that the sourcing strategy by Scania MX is mainly multiple sourcing with a
large supply base. The advantage with this strategy is that since the firm only purchases
routine products it can play off one supplier against the other and choose the one with
best price benefits. This strategy does not demand long-term relationships, but rather an
aggressive competitive bidding strategy with short-term contracts, which is discussed by
Kraljic (1983). This multiple sourcing domestically makes Scania MX less dependent
on strong fluctuations of rates.

Nissan MX carries out a great part of the sourcing globally. This is explained by the
fact that the main part of technical parts is centralized to the headquarter in Japan. We
analyze this that the most complex products in terms of technology is sourced globally
for the scale of economy and to gain the desired volume. We consider that this helps the
company to decrease high investments but also get price advantages. The main sourcing
of products are stamps, glass and wires, which are regarded as cost driven. The suppli-
ers of these products are put close to the assembly plant of Nissan MX, which we think
is a good idea since they are driven dominantly by raw materials and are cost driven.
According to the clustering approach by Bermann et al., (2000), the most appropriate
strategy is to go to a supplier with low material costs. As mentioned before, Mexico has
strengths as a low cost country in terms of labor and materials. This goes in line with
the strategy decision made by Nissan MX.

5.2.2 The suppliers’ perspective

Relations and purchasing

Analyzing the empirical findings of the opinions from the suppliers’ perspective, they
all consider that a tight relationship is to be preferred in order to stay in business. As
mentioned in the analysis of relationships from the OEMs perspectives, there is said that
no optimal relationship exists, rather adopt a suitable relation depending on products
purchased. This is what Trelleborg MX especially regards as important. The respon-
dent from Trelleborg MX states that different relationships have different length and
depth. However, a relationship for a singular transaction has in general ended up in a
deeper relationship and more contracts in the future. We argue that this is due to the fact
that the firm’s products are critical for OEMs, which can be strengthened with the in-
formation that there are few competitors of automotive anti-vibration products on the
market. Our analysis is that the products of Trelleborg MX can be put in the strategic
product category in the model by Kraljic (1983). Further on, this means that the firm has
the possibility to strengthen its supply position by requiring higher prices. Nevertheless,
too aggressive price setting could jeopardize the relationship and the efforts to aim to
the right hand of the Inter-firm relationships continuum by Maloni (1997) could easily
go wrong. Viewing the relations downwards in the supply chain of Trelleborg MX, the
company has quite a complex and time consuming sourcing process. From this we ar-
gue that it is of importance to make the most of the complex process and create deep
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contacts. However, it is important to keep in mind that it all depends on the complexity
of the product and supply market. One interesting factor is that even though Trelleborg
MX considers relationships to be significant, the firm would not hesitate to break one
relationship if that is what it takes to solve problems attached with a particular supplier.

In the case of Bosch MX, we consider the firm to be foremost in the “special influence
transaction phase” with their customers in the Maloni (1997) model. This we base on
the fact that its relationships seem not to be based on mutual goals and interdependence
between both parties, but rather that they have special influence on each other. Never-
theless, it is mentioned that Bosch MX is a mega supplier to some OEMs, supplying
complete systems. Our analysis is that Bosch MX is the single supplier in this research
with the benefits of supplying complete system, which save costs for OEMs since they
have fewer suppliers. Being the single supplier of a product is according to Kraljic
(1983) an indication of high complexity of supply market and is regarded as an impor-
tant supplier for the OEMs. This means that Bosch MX may have the power to put
higher prices since a switch involves expenses in time and finance for the OEMs. Con-
trary, the relationship Bosch MX has with some suppliers seems to lean more towards
the partnership character in the inter-firm relationship model by Maloni (1997). This we
support by the fact that the firm is trying to help a supplier which have problems, in-
stead of exchanging it for a new one. This indicates that the relationship means some-
thing more than only a transaction for Bosch MX.

A company that goes further more to the right in the Inter-firm relationships continuum
is SKF MX. This we base foremost on the fact that this firm is the only company pro-
ducing bearings on the Mexican automotive market. This indicates that there is a major
scarcity of suppliers of bearings which puts the company in a power position regarding
price. This scarcity is dealt in favor of the OEMs by entering partnerships, which is
formed already in the R&D phase. This early engagement enables both parties to share
investments in technology and costs as it is stated by Hensley and Knupfler (2005).
However SKF values strong relationship with responsible people within both the cus-
tomers and suppliers. SKF MX has, as Trelleborg MX, a complex purchasing process
and this is most applicable for the global sourcing. In addition, there exists proper plan-
ning of prognoses and statistics. These efforts indicate that there is a mutual willingness
for sharing responsibilities of uncertainties regarding production and inventory han-
dling. However, it is stated that there does not exist a well developed information shar-
ing system between SKF MX and its suppliers. In our opinion this can be a drawback
since such systems may simplify and cut administrative costs. We believe that the
strong relationship is more significant with the suppliers since SKF MX importation
rate is 90%. The reason for that is because it is difficult to control the performance of
suppliers and even more difficult if the suppliers are located geographical far away.
Reaching for the more intense part of the Inter-firm relationship continuum would be
more appropriate in order to secure deliveries and save costs.

As it is stated by the respondents of Autoliv MX, the firm is the world leader of safety
systems in the automotive industry and is supplying products to all the major OEMs.
There are only three competitors on the market and this implies for a high degree of
complexity of the supply market as described by Kraljic (1983). Since the safety sys-
tems are highly innovative we can consider the products to be put in the strategic prod-
uct category rather than the other categories. This could also imply for a bargain power
of Autoliv MX, viewing it as a supplier. However, according to this firm, it is the OEMs
having the power to set the price and the suppliers have to follow it in order to do busi-
ness. Our analysis is that there exists an uneven balance, which can be explained by the
fact that OEMs are larger and can afford to switch supplier if the desired cost reductions
can not be met. This possibility of switching can be dealt with an intense relationship
with OEMs. Autoliv MX considers having strong relationship with its suppliers, espe-
cially with the ones in the Autoliv Group which it is fully in control of. The relationship
with these suppliers just mentioned is in line with the vertical integration in the model
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by Maloni (1997). The relationships with the other suppliers are also strong as the firm
works for long lasting relationship with mutual goals. This we argue fit in the partnering
section in the above mentioned model. Our analysis of these decisions of the relation-
ships are dependent on the nature of the products, as the firm can not afford any mis-
takes in the quality of the products and it needs a strong relationship which includes
trust and control.

Even though AGA MX is producing almost 100% in-house, the firm considers strong
and long-term relationships to be important. This statement includes both directions in
the supply chain. The firm does not have to do the same cost reductions as other suppli-
ers normally have to do in order to stay with a customer. AGA MX has a strategic alli-
ance with ABB, and is with several other parties working towards a mutual goal, where
this cooperation benefits them both in a win-win situation. The firm does this by creat-
ing joint ventures, an intense partnering both with its suppliers and its customers. This
we argue shows that AGA’s relationship strategy is leaning towards the right end in
Maloni’s (1997) model of inter-firm relationships. We consider that AGA MX is the
supplier most far out on the right hand side among all the respondents in this perspec-
tive.

Sourcing

As can be read in the empirical findings of Trelleborg MX, this firm is sourcing the
raw material globally but is trying to reduce the import and source the material domesti-
cally instead. We believe this strategy is more appropriate than importing since raw
material can be bulky. The logistic costs and delivery time will decrease if there are
possibilities that domestic suppliers can supply with same or improved quality. Another
advantage of reducing the global sourcing for Trelleborg MX is the decrease of fluctua-
tions of exchange rates. This advantage is something that Bosch MX has paid attention
to as they are trying to source as much as possible from Mexican suppliers. As Bosch
MX purchases critical components and systems globally we analyze that the firm is
sourcing few suppliers which we can regard as single sourcing. We base this fact on the
arguments that Bosch MX sources these globally in order to be price competitive,
meaning that it tries to find the suppliers with the lowest prices as possible, yet with suf-
ficient quality. This strategy is in line with the discussion by Bermann et al. (2000)
where it is suggested that in the case of components with technically complex charac-
teristics, companies should invest in capabilities of suppliers with low labor costs de-
pending on if the productions have high labor requirements. We find the advantages
with single sourcing to be that Bosch MX can increase the contract predictability, which
lead to supply assurance. The main advantages for the suppliers would be increased
R&D effectiveness and influences on Bosch’s future decisions.

Another supplier that carries out global sourcing is SKF MX. In fact this firm is the
supplier with the highest global sourcing rate of all the interviewed companies. The
main reason for the strategy is the fact that SKF MX does not consider Mexican suppli-
ers to meet the required quality. According to the respondents, the firm’s global
sourcing process is long and complicated. We consider that this process is of this nature
because the products purchases are technically intense. Further more, this implies for
performing single sourcing. Since SKF MX performs such an extensive global sourcing
we argue it is of more importance than anything else that it carries out longer-term con-
tracts and relationships to save costs of searching new suppliers. This leads to that the
role as a buyer gets more complex and the firm needs to get strategically oriented in its
evaluation of supplier activity. It should also take the advantages of influences from the
suppliers.

In contrast to the above analyzed companies, AGA MX performs a significant small
part of global sourcing. All the critical parts are in fact produced in-house which we in-
terpret only commodities and routine products are sourced externally. This implies for
the firm to carry out multiple sourcing. If the purchased products are of standard materi-



Supplying the Latino Way

81

als with low value added commodities, the firm should pursue an aggressive price bid-
ding strategy. However, the company should consider if the purchasing process could
be rationalized by sourcing the products domestically. These decisions should be based
on what characteristics the products have and if this can reduce the overall transaction
costs.

As mentioned earlier in this chapter, there is a common wish by various companies to
have their most important suppliers close to the individual plants. This goes for Autoliv
MX as well, yet there is one factor that no other company has mentioned as a prefer-
ence. Autoliv MX is preferring multinational suppliers for different reasons. We con-
sider that with multinational suppliers, the company is able to rationalize the supply
base and obtain the benefits of performing single sourcing and use the same supplier in
various destinations in the world. This means that the firm will create stronger relation-
ships and thus reduce costs through standardized purchasing process with the contracted
supplier.

5.2.3 Summary

In the analysis of research question two it is evident that most of the respondents con-
sider relationships with suppliers to be very important for their businesses, thus their
profitability. Arguments for strong relationships are increased quality of products, cost
reductions and lower lead-time. The companies consider establishments of partnerships
as one important factor in order to stay competitive on the market. We consider that
having partnerships with important suppliers will in the long-run contribute to better
communication and understanding of each others’ businesses and thus create knowledge
of what components and systems that are demanded. However, this strong relationships
is not applicable for all the OEMs and suppliers in all situations. Some of them do not
purchase a great extent so complex products externally and therefore do not have any
benefits from these relationships.

In the analysis of question two, it is apparent that all the respondents from the OEMs
perform are sourcing domestically and globally but to different degrees. Those which
have their product development and design centralized have more global sourcing than
those who have their development decentralized. It is also evident that the companies,
both OEMs and suppliers, which purchase critical products perform single sourcing in
order to keep the high level of quality. But for an example Scania MX, who only pur-
chases commodities externally to the Scania Group, performs a multiple sourcing strat-
egy. However, there is a common wish to have their important suppliers located in ac-
cess to their plants domestically.

5.3 Analysis of research question three
As pictured in the introduction chapter of this thesis, the third research question we aim
to analyze is:

What characterizes the integration process between the buyers and the suppliers in the
supply chain in the Mexican automotive industry?

We will analyze empirical findings with the theories regarding vertical integration, inte-
gration in product development, transaction costs, and lean thinking presented in the
theoretical framework. From these theories about integration, we consider it clear that
the concepts are correlated to each other in one way or the other. Therefore we will in
this section not divide the analysis according to the theories presented in the framework
one by one, but instead integrate the empirical findings that are associated to these areas
in a coherent discussion. However, in order to keep the structure consistent, we will still
analyze the question from both the OEMs’ perspective and the suppliers’ perspective
separately and provide a summary of the analysis in the end of the section.
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Integration processes in the Mexican automotive industry

5.3.1  The OEMs’ perspective

As it has been mentioned earlier, Volkswagen MX values in its relations with suppliers
strong relationships, and is controlling them both by personal contact and by well de-
veloped information sharing systems. The firm does this in order to make sure that the
current suppliers keep the required level of product quality and JIT delivery. Unforeseen
changes in these areas can according to Williamson (1985) lead to increased transaction
cost as the products become more uncertain, create a lot of extra administrative work as
a result of defects in products or sourcing a new supplier and thus increase costs. The
strategy to focus on decreasing the defects in the supplier’s facility as well is a sign of
lean thinking, or actually more of a multi-company multi-project lean thinking (Cusu-
mano & Nobeoka, 1998). This signifies that the firm is thinking lean in the vertical di-
rection in the supply chain and not only internally in the firm.

VW MX is more and more pursuing its suppliers to open production in direct access to
the firm’s plant in Puebla. This requirement the firm puts on them in order to make sure
that they can deliver on a JIT basis, is to decrease the inventory, and thus products
waiting in line (the “hidden factory” according to Georges (2002)). We interpret this as
the firm is increasing its lean thinking, as both a decreased inventory and reduced wait-
ing time in line is according to Womack et al. (1990) and Georges (2002) signs of lean
thinking in the organization.

An aspect that talks against lean thinking or vertical integration in the VW MX case, is
the fact that the firm is actually outsourcing highly complex parts and technology and is
only controlling these facilities with recommendations. This can according to Lee
(1994) be a source for increased transaction costs as this technology can leak out to
other competitors and thus create increased transaction costs for the firm. The same
author further states that vertical integration can be a solution to this problem. From this
argumentation we interpret that VW MX seems to pursue vertical integration in some
occasions but not in others. The alliance the firm has with for example the supplier for
the steering system gives VW MX an opportunity to exploit this firm’s high technology
and in addition, the supplying firm gets an opportunity to share the cost and risk with a
larger company. This is one of the benefits with vertical integration as Langlois (2000)
argues. The Volkswagen Group’s product development and R&D is centralized to Ger-
many, and thus there is no cooperation in this area with their local suppliers.

VW MX is pursuing a global production strategy as the Puebla plant is the only facility
in the world producing the four particular models mentioned in the empirical findings.
This gives the firm an opportunity to produce less models in each one of their plants,
and thus decrease costs in terms of time consuming adjustments in the production line,
use of less variety of machines and tools and a diminished supplier base. These are all
criterias for lean thinking in the organization according to Womack et al. (1990). We
further argue that this strategy of thinking lean at a corporate level conveys in decreased
transaction cost for the firm.

In the theoretical framework it is discussed by Cusumano and Nobeoka (1998) that the
most expensive phase for an automotive firm is the development and implementation of
new platforms. They further consider that a multi-project thinking can reduce these
costs by sharing platforms between different projects within the firm (between different
models). We consider that VW MX is pursuing this as the Jetta A5 is built on the same
platform as the older Jetta A4 with some adjustments. We further interpret that the
Volkswagen Group has multi-company multi-project thinking as brand subsidiaries
within the Group like Volkswagen, Audi and Seat are sharing platforms and will convey
decreased transaction cost for the firm.
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Scania MX can in one way be considered as one of the most vertically integrated firms,
and in one way the least one in this research. This depends on how one choose to ap-
proach the company. Regarding the internal suppliers from Scania Group in Sweden
and Brazil, we argue that they are fully vertically integrated if we considers the expla-
nation by Langlois (2000), as these suppliers are owned and controlled by the Scania
Group. We further state that this strategy is pursued by the firm in order to decrease the
possible transaction costs that according to Williamson (1985) can increase if valuable
technology leaks out to external actors, or if defects exist in the quality of the supplied
products, or  when time consuming negotiation is a fact. The facilities Scania Group has
in Sweden and Brazil seem to pursue vertical integration from the very start of a project
with their suppliers as they are sending out employees to work at their plants. This in
order to secure the R&D process and assure that the quality of the products reaches
certain standards. This is in line with the argumentation by Fagerström and Jackson
(2002), and we argue that the firm is sharing the R&D with its suppliers, but is eager to
maintain the control in order to secure that the transaction costs will not increase. In
terms of the suppliers Scania MX is purchasing from that are outside the Scania Group,
these suppliers are not delivering any critical products for the firm, and thus can be ex-
changed easily if the purchasing process is automated. When this is the case, vertical
integration is not attractive for the firm to pursue and therefore the firm is not vertically
integrated with their suppliers at all.

We consider that Scania MX does not pursue lean thinking in the organization, as its
suppliers do not have to deliver JIT. Instead Scania MX is keeping an inventory and it
does not seem to be in its strategy to keep a high speed in the production, which all are
factors associated with lean thinking in an organization (Womack et al., 1990; Cusu-
mano & Nobeoka, 1998; Georges, 2002). We consider that lean thinking is currently not
really necessary in the bus section in the automotive industry depending on the charac-
teristics of the end product that the OEMs are assembling in their plant. The demand of
busses are much smaller, and the variety in models are not even close to the same as in
the case for car makers. Sharing platforms in order to decrease costs and be able to in-
troduce new models as fast as possible is therefore not urgent for bus makers.

Currently, Nissan MX has an alliance with Renault for the production of Renault Scé-
nic. This means that these two companies are sharing resources for the development of
the outcome of a product, which leads to shorter lead time, increased quality and shared
costs. This integration can be interpreted as a multi-company multi project thinking ac-
cording to Cusumano and Nobeoka (1998). It is obvious that by this sharing, both com-
panies wish to increase profitability by making the product development and manufac-
turing more efficient. When we are mentioning activities in this case, we mean transac-
tions. However, sharing activities involves less control of parts as well that the other
company is superior of. This could for both of them create opportunistic behavior and
hinder the development of the end product according to Williamson (1985).

Factors that certify vertical integration with suppliers of Nissan MX is the fact that the
company is concentrating the most important suppliers close to the plant in Aguascali-
ente. The closeness enables Nissan MX to carry out the JIT concept, which is a very
significant process for the company. The JIT concept gets more tangible since a syn-
chronized delivery system is arranged with the suppliers. This we argue are indicators of
lean thinking with Womack et al.’s (1990) argumentation in mind. The delivery process
reduces drastically the logistic costs and inventories which lead to that the overall trans-
action costs decreases. However, the process requires an increased and complex infor-
mation sharing by the suppliers and Nissan MX if the coordination of putting all parts
together at the right time is going to succeed. Since Nissan MX experiences a certain
degree of resistance of high level of transparency from its suppliers, it is more important
to have an intensive relationship to create a mutual understanding of the delivering
process. This process goes in line with discussions by Womack et al., (1990) about the
process of reducing the waiting time and inventory as lean thinking. In addition, we ar-
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gue that if the integration functions appropriately, this will benefit Nissan MX with
supply assurance as well as it increases the coordination, yet this dependency requires
high capital investments and also a reduction in flexibility. Nevertheless, this mentioned
dependency is dealt within the purchasing process, yet it seems there exists a conflict in
this matter. A 4% cost reduction is a requirement on the suppliers each year during the
production of a new model. However, there is a constant search for suppliers with lower
prices. This implies that there does not exists an extensive integration with the suppliers
since Nissan MX wants price bargain, but still there are signs of vertical integration.
Nissan MX considers relationships to be very important and the firm enables the sup-
plier to deal with the price competition, which explains that it does want to keep the in-
tegration since the transaction costs of switching suppliers are high. This close union
between the two parties is something that Williamson (1985) suggests when dealing
with diminish transaction costs.

Nissan has like Volkswagen centralized product development and research to the main
facilities in Japan, and thus the local suppliers in Mexico take no part of the R&D proc-
ess. We argue that Nissan MX integrates its suppliers extensively in the case of complex
and high-tech products since the T2s and sometimes the T3s are integrated in the prod-
uct development process. As the firm tries to put an increased responsibility on its T1s
in the R&D it is becoming more reliant and dependent on them. This can according to
Fagerström and Jackson (2002) be dangerous if the product specifications is unclear and
there is also a risk that the design and recommendations for the development process are
leaking out to competitors, and thus lead to increased transaction costs according to
Williamson (1985). However we consider Nissan MX is dealing this problem appropri-
ately as this firm has different levels of integration with its suppliers in the product de-
velopment process, all depending on the characteristics of the product.

Volvo Buses Group’s decision to have a plant in Mexico is foremost depending on the
fact that this enables the firm to be close to its customers and thus respond quickly to
changes in the demand, competition and other market specific dynamics. This we argue
shows concern for transaction costs as according to Williamson (1985) can increase if
these factors are not carefully handled. An aspect that the firm considers to be uncertain
with the market, and thus can create increased transaction costs is the fact that the bus
industry is very dependent on the government, and for example the presidential election
that will be held in year 2006 can change the conditions and hence the transaction cost
for the firm.

As Volvo Buses Mexico (VB MX) is producing a small volume each year, the firm is
not that attractive for the major suppliers having production in Mexico, and thus it has
weak power to pursue them to open up production close to the firm’s own facility. In-
stead VB MX is moving its production or inventories in close access to these large sup-
pliers in order to shorten the lead time and control the deliveries. We consider that this
is strategy by VB MX to decrease the transaction costs that can augment if there are de-
fects or delays in the deliverings according to Williamson (1985). The firm does not
seem to control its suppliers to a great extent, and its decisions to outsource or not de-
pends on the fact that the firm considers other agent to do it in a more efficient way.
This can lead to leaking of technology and design to competitors, lost control of the
quality and thus increased transaction costs according to Williamson (1985). However,
we consider that the firm’s strategy to avoid these increased transaction cost is by the
control it creates through the relationships the firm creates with its most important T1s.
This relationship and the control the firm is employing on the supplier can be described
as vertical integration.

Currently VB MX  does not seem to think lean in its operations as the firm is securing
the production by an inventory, and not by for example JIT delivery. The firm is not
taking care of problems in the delivery process before these are already a fact, and then
it is in general too late. This can increase the administrative work, delays in the produc-
tion and  increased transaction costs according to Williamson (1985). VB MX is inte-



Supplying the Latino Way

85

grating its suppliers in the R&D in areas which are characterized by demanding and
complex technology. This is according to Fagerström and Jackson (2002) giving the
supplier increased power as they become more important for the OEMs. This can ac-
cording to Lee (1994) leads to sensitive information leaking out to competitors and cre-
ate defects in the quality and thus increased transaction costs for the firm.

5.3.2 The suppliers’ perspective

Trelleborg MX seems to be vertically integrated with its customers, foremost in the
R&D processes, but also to some extent in the production. We base this fact on that the
firm does not have any impact on the decisions on what to develop in terms of new in-
novations, instead the R&D is controlled by the OEMs, and extensive control of sup-
plier can according to Rubenstein (2001) be seen as vertical integration. We argue that
this depends on the fact that Trelleborg MX is a producer of highly intensive technology
and OEMs need to have a large impact of the outcome in order to transfer it to their
models properly. However, this integration in the R&D may create transaction costs de-
rived from opportunistic behavior of the customer according to Williamson (1985),
since the OEMs are the ones wanting to keep the control. In contrast, the transfer of
technology enables information leaking out to other competitors for both OEMs and
suppliers. One of the solutions to the problem is to create a mutual dependency and
work with confidentiality, which in fact Trelleborg  MX is doing.

Viewing the supply chain of Trelleborg MX in the other direction, the firm seems to
vertically integrate its suppliers in the production as well. This we support by the fact
that the firm is the owner of the design and the blueprints that its suppliers are using for
their production. Although there is a risk of increased transaction cost if the technology
is leaking out or if the supplier is not keeping the desired quality standards. The firm’s
well developed information sharing system is also a sign of trying to control the suppli-
ers, a possibility to influence and direct, and thus a sign for vertical integration but also
for decreasing the transaction costs that was mentioned in the previous sentence. We
consider that the strategic choice for the vertical integration of Trelleborg MX can be
applied as lean thinking if we consider the argumentation by Georges (2002). Producing
customized products forces the company to handle rapid changes in the production as
the market uncertainty may be significant. This demand for efficient delivery forces the
company to require JIT delivery by their suppliers. We believe that having highly inten-
sive components and systems locks up capital, which implies for low level of invento-
ries. As discussed earlier about integration between Trelleborg MX and its customer, it
is in vertical integration with its suppliers important to develop and sustain a intensive
relationship. Sharing the information about the production design may jeopardize other
sensitive inside information, which demands for mutual investments and commitments
an thus increased transaction costs according to Williamson (1985).

Bosch is a supplier that is vertically integrated within its R&D process with its custom-
ers, yet on a corporate level. However, this integration will also affect Bosh MX since
the head office is investing a large part of their total sale, which indicates that the firm
considers the R&D to be of immense importance. The company is taking this consid-
eration further by getting integrated in its customers’ module process, which leads to a
joint development of the product. We argue that this cooperation will reimburse the
high investments since they will be able to share technology and human resources. This
sharing may reduce the transaction costs Lee (1994) is mentioning. By organizing the
economic activities and also the tangible processes such as administration, purchasing
and so forth with another partner means that there is one more partner to bare the costs
with. According to Robertson (1999) is transaction costs this kind of costs. We moreo-
ver predict that these saved costs will effect further down in the corporation and have an
important impact on Bosch in Mexico. The developed technology will be more innova-
tive and qualitative since the integration will enable suppliers to gain the understanding
of the need for coordination.
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Since the product development is centralized to the headquarter in Germany with
smaller subsidiaries in Asia, the US and the rest of Europe, there exist no actual product
development in Mexico, and thus the local suppliers are not integrated in their R&D
process. However, as the new product development is transferred to Bosch MX by the
parent company, we believe there is a need for vertical integration with local suppliers
for the production of the new module. We argue this with the fact that highly complex
production is capital intensive and therefore it is more economical to share the produc-
tion with another partner to secure the quality. Nevertheless, dealing with complex
technology implies uncertainty in different aspects which should be handled with com-
mon understanding of what is expected of each other. This is in line with what both
Williamson (1985) and Lee (1994) argue, that one of the fundamental problems is the
information asymmetry in technology market. We analyze that if an unequal informa-
tion sharing exists, it will increase the transaction costs. Opportunistic behavior by any
part opposes the integration and hinders the production process.

The firm is controlling its suppliers on a monthly basis, and is very concerned that they
can deliver on time, keep the high quality and are decreasing their costs according to the
agreement. This we interpret to be a strategy of the firm to work against uncertain
changes, product defects and delays, which according to Williamson’s (1985) argu-
mentation are what changes the transaction costs. The firm mentions that it wishes to
have its suppliers closer to its own facilities than they are today, as the firm strives to
diminish the inventory. This we interpret as the firm has started to think more lean, and
see this strategy as a way to decrease cost and increase profitability.

It seems like Bosch MX is cooperating and working together with its customers towards
a mutual goal. Viewed from this aspect, it could be a sign that the OEMs have vertically
integrated the firm as this gives them a possibility to better control and master the com-
pany as a supplier, but still Bosch MX is not completely vertically integrated as the
OEMs do not control them completely. This we base on the fact that Bosch is almost as
large as some of their customers and has a very strong position on the market, and thus
high bargaining power. Another sign for that Bosch MX is not completely vertically
integrated with the OEMs is the fact that their R&D is not totally controlled by the
OEMs. It is in some occasions the other way around, as the firm can present innovations
that the OEMs have not recommended or required in beforehand. We believe the reason
is because Bosch is taking over some of the responsibility of the R&D, and thus are in-
creasing the firm’s control in the supply chain. However, it is still the OEM who is set-
ting the price and is having the main power.

AGA MX differs from the other suppliers as its competition strategy is not to produce
and sell tangible products, but rather solutions for productivity improvements. Due to
this strategy by AGA MX, we consider the firm to rather be working with its business
partners than for them, and this shows of high integration as we analyze it. This implies
that the firm’s product is hard for the customers to use properly if AGA is not well inte-
grated in their R&D and production processes. This we argue indicates that AGA as a
supplier has got a great responsibility from its customers, increased bargaining power
and thus a larger influence on their final production. This is inline with Håkansson and
Eriksson’s (1993) argumentation for how a competitive advantage can be created for a
firm.

AGA MX mentions several times that it has alliances and partnering with the custom-
ers, and is controlling its suppliers almost perfectly. As the firm has tied its closest part-
ners in the supply chain tight, we analyze it as a sign for vertical integration if we con-
sider Langlois’ (2000) definition. AGA MX does not only pursue integration in the ver-
tical direction, but also in the horizontal as the firm is creating partnering and joint
ventures with suppliers at the same level. We consider this partnering is something that
is affecting its transaction cost in a positive way, as the firm does not change suppliers
frequently, rather keeps the control from the very beginning of the R&D process of its
suppliers, and through its tight relationship with its customers can be sure that they de-
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livers the expected quality. All these factor can have impact on the transaction cost ac-
cording to Lee (1994) and Williamson (1985). These just mentioned factors together
with AGA MX’s strategy for automation in its plant and thus the need of fewer workers
and engineer hours, indicate of a lean thinking in the organization if we consider the ar-
gumentation of lean thinking by Cusumano and Nobeoka (1998) and Womack et al.
(1990). The cooperation and partnering with other firms both vertically and horizontally
can be seen as the firm is thinking beyond lean in a multi-company multi-project.

AGA MX’s R&D is centralized to the main offices in USA and Germany, and thus
there are no integration with its suppliers or customers in this area in Mexico. At the
corporate level, it seems like the firm is well integrated in the product development
process with foremost its customers, but also with its suppliers. This we bases on the
fact that AGA is not only developing solutions together with the customers, but also
setting standards.

SKF MX’s strategy for vertical integration seems to vary depending on whether the
firm is acting as a T1 or a T2. If it is acting as a T1 and considering the frame of refer-
ences of vertical integration, SKF MX does not seem to be vertically integrated with its
customers as it is up to the customer to decide the degree of integration. However, when
the firm is acting as a T2 it is different. Here it mentions that the firm tries to create
partnering with the T1s in order to be the “best” supplier to the OEMs. This kind of
partnering is according to Maloni (1997) a sign of vertical integration, and can make
SKF MX more interesting for the OEMs as this implies a diminished supplier base as-
sociated with decreased transaction costs. The partnering with other T2s creates win-
win situations for both firms as they are working towards a mutual goal. We analyze
this as they are sharing resources to add value together, and this is according to Cusu-
mano and Nobeoka (1998) the most complex and developed level of lean thinking as
the multi-company multi-project thinking. This partnering can also imply for both par-
ties that their transaction costs are decreasing according to that they do not need to
spend a lot of time in negotiating in prices or acting with opportunism which according
to Williamson (1985) can be factors that changes the transaction costs for a firm.

SKF has previously outsourced some parts of the production to China because of the
low cost conditions that apply there. However, this strategy did not work as there were
too many defects in the quality of the product. We argue these problems were a result of
lost control, possibility to influence on the production process and because the supplier
explored opportunism by cutting cost at the expenses of the quality. These are all factors
that according to Williamson (1985) affect the transaction cost in a negative way. These
problems resulted in that the firm decided to pursue vertical integration and produce
these outsourced parts in-house.

SKF MX has an importation rate of 90% and this implies that it can not pursue JIT de-
livery from its suppliers, and thus have to keep an inventory. Even though this is the
case for the firm, we consider the firm maybe not thinks lean like in the definition by
Womack et al. (1990), but still SKF MX seems to have a strong focus to optimize the
inventory as is carefully studying statistics, prognosis and forecasts together with its
suppliers. The purpose with this cooperation is to harmonize the ordering and delivering
processes between both parties and in this way decrease delivery delays and quality
problems. Control of these areas can according to Williamson (1985) be a strategy for a
firm to decrease the transaction costs, and thus manage cost reductions in the firm.

As SKF’s R&D is centralized to development centers in for example Sweden, the cus-
tomers and suppliers are not integrated in the firm’s R&D process in Mexico as there is
no process to be active in. However, the central development department is well inte-
grated in its customers R&D as the firm currently has partnerships with Ford, Volvo and
GM. This indicates that SKF is important for the customers R&D and thus have some
power in the development of new products.
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Autoliv MX mentions that even though the firm does not own or has shares in its sup-
pliers outside the Autoliv Group, it is completely in control of them and according to
Rubenstein (2001) is this a sign of vertical integration. The argumentation for this is the
fact that the company wants complete control because of the characteristics of its end
products. This control enables the company to frequently come with recommendations
and state requirements for how the suppliers should perform their business and match
the needs and goals of the firm. This argumentations is in line with Langloi’s (2000)
definition of what the superiority with vertical integration is, and hence we consider
Autoliv to have a vertical integration thinking in the approach to its suppliers. We con-
sider that this necessity of total control implies for an increased degree of transparency
with the suppliers in order to reduce uncertainties of performance in quality and deliv-
ery. Uncertainties like this are according to Williamson (1985) a source for increased
transaction costs, and thus we interpret Autoliv’s vertical integration approach to be a
strategy to decrease its transaction costs.  This problem has in one way been dealt by re-
quiring the suppliers to be quality certified. This can further be analyzed that Autoliv
MX has the lean thinking Womack et al. (1990) discuss about. Because of the charac-
teristics of the products, there is a need to have 0% defects and 100% correct deliveries
of order, which is part of the goal with lean thinking. Having these high requirements
imply that the communication needs to be faultless, which we once more connect to a
high level of transparency. The information sharing should be balanced in order to
avoid uncertainties and also reduce opportunistic behavior such as price power over the
other party. One factor that tells against the theory about lean thinking is the fact that
Autoliv MX has all its suppliers supplying one of the most important products located
in the US. Having them abroad means that the transaction costs of logistic increases,
which leads to that they need to have a large inventory.

The vertical integration approach seems to differ when talking about the customers to
Autoliv MX. The OEMs do not have any shares in the firm, but they are controlling the
prices and come with recommendations for what Autoliv MX should develop and im-
prove. This indicates of opportunistic behavior of the OEMs, which may generate trans-
action costs for both of the companies. Autoliv MX is a supplier that differs from the
other ones in the R&D area. Here neither the suppliers nor the customers are integrated
in the firm’s R&D process. Autoliv MX mentioned that the reason for pursuing this
strategy is to keep the control as its products are very critical. If it looses the control, it
could imply increased transaction costs for the firm. This is inline with the argumenta-
tion by Fagerström and Jackson (2002) that the firm can loose control of the production
if it becomes too reliant on external actors in the product development process. Autoliv
MX further mentioned that even though the OEMs are not directly integrated in the
firm’s R&D process, the firm still has to get the approval from them. This we considers
to be a strategy of the OEMs to keep some control of Autoliv’s R&D, even though the
firm does not let them in to the most sensitive parts of the process.

5.3.3 Summary

In the analysis of research question three, it is said that most of the OEMs and suppliers
have some kind of lean thinking in their organizations. One reason is that they pursue
their suppliers to put their production in close access to their plant, this to reduce their
transactions costs. Another reason is that they want to keep a high level of control of the
production and deliveries. However, it is analyzed that the lean approach is not as im-
portant for the bus makers since they do not produce in the same rate as the car makers.
Many of the companies tries to keep a high level of vertical integration in order to ob-
tain a mutual understanding of the production. The desire for vertical integration is also
a reason for sharing capital intensive investments in new technologies. Nevertheless,
some of the companies such as for an example SKF MX and Autoliv MX import their
most important products, which goes against the lean approach. But through their verti-
cal integration they are able to obtain the control of the quality of the most critical prod-
ucts.
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6 Conclusions
We will in this chapter present conclusions that have been derived from the analysis of
our three primary research questions. These conclusions answer the three research
questions individually, and thus the main purpose of the thesis.

As stated in the introduction section, the main purpose is:

The main purpose of this thesis is to examine business conditions and prerequisites that
applies for the buyer and the suppliers in the supply chain in the Mexican automotive
industry, and further to develop an understanding of the logic of the interaction and in-
tegration between them.

Derived from the stated main purpose, three research questions have been framed,
which are presented below:

1. How do the trends, threats and opportunities that characterize the Mexican
automotive industry make the market attractive or unattractive for Swedish
automotive suppliers?

2. What characterizes the interaction process between the buyers and the suppliers
in the supply chain in the Mexican automotive industry?

3. What characterizes the integration process between the buyers and the suppliers
in the supply chain in Mexican automotive industry?

These research questions were analyzed in-depth in the previous chapter, and will in the
following part be presented as corresponding conclusions to each one of them.

1. We consider that the market conditions in the Mexican automotive industry
is favorable for Swedish automotive suppliers.

Our analysis of research question one indicates that the conditions for the Swedish
automotive suppliers to enter the Mexican market are favorable. There are factors that
point to stronger benefits than disadvantages as will be presented in the following ar-
gumentation.

One strong factor that implies for an entry in the Mexican market is the various Free
Trade Agreements (FTAs) that Mexico has. These FTAs makes the country more at-
tractive for the Original Equipment Manufacturers (OEMs), which imply for more busi-
ness for their suppliers and other actors further down in the supply chain. We conclude
that by having production on the Mexican market, the Swedish suppliers will have a
competitive advantage over those suppliers having production outside the country’s
borders. We base this on the fact that this enables them to increase the local content that
the OEMs strives for in the end products, and they can manage to keep a low inventory,
deliver JIT and establish a close relationship and thus increase the bargaining power
over the customers. One governmental issue that we consider to be a disadvantage is the
monopoly of the energy sector, which implies for high costs of energy power in the in-
dustry. This can be viewed as a hinder for new entrants, however the government gives
in the same time incentives for foreign direct investments (such as free land and power
the first years). We consider that these incentives are stronger than the high energy costs
and therefore these costs are not a great threat or obstacle for suppliers on the market.

Another disadvantages that may effect the Swedish suppliers is the labor legislation that
is consider to be insufficient. Nevertheless, we believe this is balanced with skilled
working force for a low labor costs. One factor that may effect the entry of Swedish
suppliers is the strong bargain power of buyers in the supply chain. This forces the sup-
pliers to reduce their prices in order to stay in business which can be very critical for
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them, however we do not believe this problem is specific and unique for the Mexican
automotive industry, rather something that exists in all other markets as well.

The analysis of research question one indicates that there are increased business oppor-
tunities for Swedish suppliers on the market. This is because the production in the
Mexican car making industry is believed to double in the closest future. This also counts
for suppliers to the bus industry as the development of infrastructure and the govern-
mental positive attitude towards this sector is believed to affect the bus industry in a fa-
vorable way. One governmental issues that can be considered to make the market un-
certain for Swedish suppliers is the presidential election that will be held during year
2006.  This uncertainty can get either a positive or negative outcome depending on
which political paradigm the new government has to the automotive industry. Therefore
we can not draw any complete conclusions in this particular area.

2. We consider that it is the buyer that determine the degree of interaction in
the supply chain in the Mexican automotive industry.

Our analysis from research question two indicates that it is the buyers that have the
power to decide how the interaction process should be in order to match their interests
and thus is deciding the price of purchased products. However, some products that are
sold by the suppliers can be put on the strategic product category in the Kraljic model,
which implies for a high level of supply complexity. This implies that the suppliers have
the possibilities to strengthen their supply position by requiring high prices but as it is
exposed that this is not the case in practice. What is really going on is that, even though
there is a high level of supply complexity for the strategic products, the OEMs are the
one putting pressure on price, quality and delivery. Our analysis further indicates that
the OEMs are doing supply base rationalizations. We consider that this rationalization is
based on the fact that the OEMs are changing their ordering basis from purchasing sin-
gle parts and components to complete solutions and systems, this to reduce transaction
costs. This switch forces suppliers to have a high degree of relationship with their buy-
ers in order to understand the complex prerequisites of the demanded products. These
factors also effects further down in the supply chain as suppliers to the OEMs also need
to put high requirements on their suppliers.

Further on, the rationalization is accompanied with longer contracts that cover the life
time of a model, which can reach up to 10-15 years. In exchange for the long-term sta-
bility that the contracts brings, OEMs expects different commitments in order to get a
win-win situation. However, the intensive relationships has the advantages that the sup-
pliers will increase the knowledge of the buyers R&D, which enables suppliers to better
focus their development activities, and their planning of future strategies will be more
realistic. This calls for a better focus on production. This indicates that especially SME
suppliers need to cooperate with other companies and have a high level of interaction
with each other in order to obtain the necessary resources and know-how to produce and
deliver larger systems.

3. We consider that it is the buyer that determine the degree of integration in
the supply chain in the Mexican automotive industry.

Our analysis indicates that it is the buyer, no matter on what level in the supply chain it
is acting, which forms the strategy and creates the conditions for the supplier. The sup-
plier has to listen to the buyer and from the interpretation of the buyer’s desires, it has to
develop a strategy towards its suppliers. If the buyer has a lean approach, the supplier is
forced to use the same thinking and approach to its suppliers in order to meet the pres-
sure on costs reductions, product development and JIT delivery that is demanded. This
we entitle as a continues correlation, which permeate  the entire supply chain.
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However, if we consider the OEM perspective, there are differences in the approach of
the integration process with their suppliers, depending on whether they are producing
cars or buses. In the case that the OEM is a bus producer, its market demand character-
izes by lower variety of models, less unit volume and a longer product life time. Be-
cause of this the bus makers do not need to have the same velocity in their production,
nor the same high costs associated with development of new platforms. This indicates
that they are not forced to apply lean thinking to the same extent as the car producers in
the Mexican automotive industry. However, the analysis of research question three indi-
cates that the integration is very important for critical products in order to keep the con-
trol of quality and R&D.

In contrast to the bus producers, we consider that the assemblers of cars pursue lean
thinking strategy in order to meet the diverse preferences on the market demand and
also the great volume that is required. In the analysis of research question three, it is
emphasized that the car making OEMs strive to have their suppliers in close access to
their production facilities in order to secure JIT deliveries, decrease the inventory and
keep the control of their suppliers in areas of high quality of production and products.
This means that the carmakers need to continuously work with development of new
models and improvements in a fast pace. We consider that the development of a new
platform is one of the most costly procedure for a carmaker. As they have to increase
the velocity, they have to focus on cost reductions in other areas. One of the strategies
to decrease the hidden factory costs is by pursuing the suppliers to reduce their costs in
order to stay in business. We consider that the price reductions and demand for JIT de-
liveries are forced down in the supply chain, which creates this continues correlation as
mentioned earlier. We base this on the fact that the pressure of velocity effects the sup-
pliers of the OEMs. The suppliers put in their turn requirements on their suppliers such
as operations close to their plants with integrated delivery systems, annually cost reduc-
tions and quality improvements. We therefore conclude that these suppliers must have a
lean thinking in order to secure the fast pace and requriments. However, it would be
wrong of us to generalize totally among the different cases, as there are variations also
in-between them as it is visualized in appendix 7 and 8. As can be seen in the appendi-
ces we conclude that the integrations process between the buyer and the supplier looks
different depending on which supply chain one is investigating, as car making OEMs
have one main approach and tendency in their strategy, and the bus making OEMs have
another.



Supplying the Latino Way

92

7 Recommendations
In this last chapter of the thesis will the fourth research question be discussed and an-
swered. The discussion of this question will be based on the conclusion from the three
first ones in connection with the theories about entering strategies presented in the last
part of the frame of references. The fourth question is connected with the sub-purpose of
this thesis, hence the discussion will aim to give overall recommendations for how
Swedish suppliers in the automotive industry should act accordingly to the Mexican
automotive market conditions.

7.1 Supplying  the Latino Way
As it can be seen in the introduction chapter, the sub-purpose of this thesis is:

Derived from the obtained knowledge, a sub-purpose of this thesis is to present recom-
mendations for how the Swedish suppliers should enter and act accordingly on the new
market.

This sub-purpose we aimed to answer with help from the fourth research question that
is:

4. Based on the three previous research questions, how should Swedish automotive
suppliers approach the Mexican market, and what are their entering mode op-
tions?

A discussion of research question four, and thus an answer to the sub-purpose of this
thesis will be presented below.

The Original Equipment Manufacturers (OEMs) are today doing supply base rationali-
zations. They put pressure on the T1s33 to deliver complete solutions and systems in-
stead of parts and components. Therefore less suppliers delivering directly to the OEMs
are needed.  This need to reduce the supply base is accompanied with longer contracts
that cover a life time of a model. OEMs are in exchange for this long-term stability ex-
pecting different requirements to be met. The three most important requirements we
have obtained in this research are price reductions, increased quality and perfect deliv-
ery.  We argue that the suppliers must try to create joint ventures and alliances with
other suppliers both horizontally and vertically in the supply chain in order to manage
these requirements. These are strategic to form if there are many actors on the Mexican
automotive market, which benefits to merge the know-how and share the product ca-
pacity. This argument can be justified with reasoning from Steier (2001). One of the
main benefit with partnering is that the suppliers become larger and are going to be
more attractive for the OEMs to do business with. The partnering enables suppliers in
cooperation to develop complete solutions and systems or as it is called for Just In Se-
quence (JIS) ordering basis and thus reduce the dependency and increase the bargain
power. This reasoning indicates that especially SMEs need to, in conjunction with other
companies, produce and deliver larger and complete systems. If they manage to do this,
and are becoming more attractive for the OEMs, there is also a chance that they can cre-
ate strong relationships with the OEMs and thus strengthen their position in the market
even more.

As mentioned in the conclusions of research question two, partnering and strong rela-
tionships decreases the transaction costs associated with integrations. Steier (2001)
states that joint ventures are to prefer when there are limited resources to go globally

                                                  
33 The supplier in the supply chain closest to the OEMs.
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and compete on the international market. This could be a solution for Swedish SMEs
since there are difficulties to grow domestically when large companies are moving
abroad. More benefits worth mentioning is the fact that these partnerships enables them
to build networks with the actors on the targeted market that possess critical resources
and help them to become stabilized. We argue it is very important for Swedish suppliers
to offer critical strategic products in order to get business on the Mexican automotive
industry. If they have critical products, it is more difficult for OEMs to switch suppliers
since that will increase uncertainty in production for them and thus end products. This
also implies for increased transaction costs since the switching process may derive in-
creased administrative work, time consuming negotiations and misunderstandings be-
tween the new business parties.

Further on, due to the longer-term contracts and relationships that is called for, we indi-
cate that there will be fewer competitors on the market. We argue this with the fact that
the longer-term contracts will replace the large number of short-term contracts, which
lead to more barriers for competition. This is more obvious for SMEs since only large
firms will have the resources to support R&D, which implies that larger companies will
be able to outplay the smaller suppliers on the market. With this reasoning in mind, it
also speak in favor of direct investments such as alliances and joint ventures. Partnering
of these kinds enable smaller companies to grow larger with other companies and resist
competition.

We further argue that the team-decision making may put the cooperating company in a
position to influence competitors and inside information could leak. Contracts and high
level of communication should therefore be expressed so information does not reach
external actors. In addition, we believe that the role of the buyer gets more complex. We
state this with the fact that the need of getting strategic oriented in their evaluations of
supplier activities is more important than ever in those relations. As discussed in the
analysis, these types of partnerships will increase the bargain power of suppliers if they
in conjunction produce more strategic complete systems and solutions. Otherwise op-
portunistic behavior  discussed by Williamson (1985) will increase and lead to win-lose
situation in favor of the buyers. This increased complexity is something we argue is
very important for Swedish SME suppliers to understand and adopt their strategy to.

From the different arguments above, we do not recommend Swedish suppliers to invest
in exportation since this strategy will not enable them to be presence on the market,
which is of importance in order to have the interaction and integration that is required
by the buying companies. We can justify the choice of recommendations with several
other factors that speaks in favor of partnership. It has been emphasized that there is a
need for high velocity in the introduction of new models, products and solutions to meet
the diverse market demand and need. In order to meet the demand of Just In Time (JIT)
delivery and the tough cost reductions that are associated with lean thinking that the
carmakers are showing tendencies to pursue, we consider it to be of immense impor-
tance for the supplier to be close to the plants with their production or an inventory.
However, we consider that keeping an inventory is not really an option for them, as this
is not inline with the argumentations for lean thinking which is more or less pursued by
all OEMs. We have stated earlier that the suppliers have to follow the thinking of their
customer in order to stay as a business partner, and as is it visualized in appendix 7 and
8, there are variations between the cases in each one of theirs' strategy towards vertical
integration, lean thinking, outsourcing etc. This implies for the SME suppliers that they
need different strategies depending on what buyer they are approaching. This can be
very complex for them, and partnering vertically and horizontally with other supplier-
scan enable them to manage this complex behavior. Keeping an inventory can in some
cases be possible as it can be seen in appendix 7 and 8, but in many other cases it would
imply high costs and thus be impossible to conduct the cost reductions discussed earlier
that is required from the buyers.
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Even though exportation is according to Onkvisit and Shaw (2004) one of the most
popular entering modes for SMEs because of the low risks and costs it coveys, this
strategy would make it impossible for the supplier to deliver JIT of compete systems,
which we believe to be one of the most important prerequisite in order to have the inter-
action and integration that is required by the buyer companies Therefore, for a supplier
with JIT products, the exportation strategy is not an option in our point of view.

Further on, we argue that none of the indirect investment strategies that is argumented
by Paliwoda (1986), Onkvisit and Shaw (2004) and Cavusgil et al. (2002) are appropri-
ate strategies to apply for Swedish SME suppliers when approaching the Mexican
automotive industry. It has been mentioned in the conclusions to research question three
that having abilities to do price reductions, have control, high quality and shorter lead
times in the supply process are factors for being successful on the market. The main
drawback with indirect investments of different kinds discussed by Paliwoda (1986) and
Onkvisit and Shaw (2004) is that these entering modes reduce the control of quality and
other requirements, which can result in bad reputation of the brand on the market. This
means that investing in franchising and licensing can in fact lead to lower control of
products and logistics of them. The same authors also state that these strategies are not
favorable if the domestic country is a high cost country, which actually is the case for
Sweden. Swedish SME suppliers should take the advantages that imply for being on the
Mexican market into considerations. The market offer skilled but low cost of labor and
the fact that the Mexican government has a very positive attitude towards the automo-
tive sector and gives incentives for foreign direct investments implies for business op-
portunities the Swedish suppliers should benefit from.
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8 Discussion for further research

The triple helix approach

One interesting factor by having an inductive approach to a study is that you are facing
new perspectives of the research area along the process. When realizing the empirical
study in Mexico it crossed our minds that almost all the respondents, both the OEMs
and the suppliers have cooperation with universities and to some degrees with govern-
ments, specially in their R&D process. This cooperation with universities, both locally
in Mexico or closer to the parent company, is argued by the respondents to be a source
for new ideas and innovations that will take the organization one step further in the im-
portant R&D process. Some of them also consider it to be important to have a good
dialogue with the government as its investments in infrastructure, its legislation strategy
and attitude towards the automotive industry as a whole strongly affect their business.

As this perspective arose to us during the gathering of empirical material process, we
started to search for information in this area and found that there are several studies
made in this multi-lateral matter. Etzkowitz (2002) has created an approach where he
argues that innovations increasingly drive future development and there is a need to pay
more attention to non-traditional sources of innovations that may have the potential to
act as a base for renovation of old businesses as well as creating new businesses and so-
cial models. This is very much inline with what the respondent in our research men-
tioned. This perspective of the industry discusses the fact that innovations and technol-
ogy improvements are most likely to come from an external source outside the com-
pany, or even from another industry or institutional sphere as for example the universi-
ties where the main focus is on original path-breaking developments both in science and
technology. Etzkowitz (2002) names this approach the spiral triple helix model , and he
considers this to be a model of innovation of reciprocal relationship at different points
in the process of knowledge capitalization between universities, the business sector and
governmental institutions.

We argue that the triple helix approach would be an interesting perspective within the
field of the automotive industry, and we therefore recommend this area for future study.
We stress this idea by the fact that almost all of the respondents expressed a desire to
increase the integration and cooperation with the government and universities in the
future.
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Appendix 1 The Mexican automotive history

From the beginning of the 1960s and during a period of thirty years, Mexico did a large
effort to establish a domestic automotive industry that could supply the Mexican market
with all its needs. In 1962, the Mexican government tried to achieve this goal by pro-
hibiting the imports of finished vehicles. They imposed high local-content requirement
on the five foreign companies which were operating on the market; Chrysler, Ford, GM,
Nissan, and Volkswagen, and it was both a magnificent success and failure. Eighteen
years later, in a 500,000 unit-motor-vehicle industry, approximately 50 percent of the
content of the vehicles produced was made in Mexico. The failure of the strategy was
that the market-restrictions for the domestic assemblers and part suppliers made the in-
dustry totally uncompetitive in the world market regarding cost and quality. Each do-
mestic producer had a far too low unit produced to make it economically durable. Fur-
ther on, the producers had large problems to adjust to the new Japanese lean produc-
tion34 and combined craft35 and mass-production36 methods. In the beginning of 1981
Mexico experienced an economic collapse and the domestic demand of cars dropped
and the foreign debt increased. The government put a focus on the auto policy and de-
cided to be more restrictive. The restrictive auto policy signified that each assembler
was only allowed to produce one single product, which would limit the choices for the
Mexican car and truck buyers but the government argued that the economies of scale
should decrease the cost of cars and trucks because of the increased volume. In addition,
the Mexican trade deficit in the automotive sector decrease as domestic content grew.
The new strategy soon proved to fail due to the fact that the domestic market simply
was too small and the Mexican producers were too inefficient to make it profitable.
Mexico had to join the world and the government permitted Ford to open a plant in
Hermosillo with no domestic content requirements as long as it exported a great major-
ity of the output internationally. This plant was also the first step of introducing lean
production in Mexico and was a great success in the terms of productivity and quality.
The success in Hermosillo contributed to a dramatic change of the government’s strat-
egy and in the end of 1989 the government reduced its domestic content requirements
on individual products. The government also opened the rules of import of finished cars
and trucks but kept the requirement strategy  to balance their trade and export as much
as they import. (Womack et al, 1990).

                                                  
34 Definitions for lean production will be explained in-depth in the interaction section en the theoretical

framework.

35 Craft producers use simple but flexible tools and highly skilled workers, which make one vehicle at the
time made exactly like each customer asked for. No vehicle is the other one alike. Craft production is
time consuming and requires high cost for being efficient (Womack et al. 1990).

36 In mass-production, narrowly skilled professionals design products, which unskilled workers create in
expensive single- purpose machines. The products are not like in craft-production customized for each
order, but instead standardized with only a very limited variation to a high volume (Womack et al.
1990)
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Appendix 2 Registrated vehicles in Sweden

Number of registries personal cars July 2004 – July 2005

Press release by SCB and Statens institut för kommunikationsanalys (SIKA)

Registration of automobiles during July 2005 distributed on different types of automo-
biles.

Type of automobile
Nb of registra-
tions

 
V a r i a t i o n  i n
percent

 July 2004 July 2005

Personal cars 20 888 20 453  -2,1percent

Trucks   2 492   2 573     3,3percent

Buses        71      123   73,2percent

Trailors (exkl. House trailor.)   2 876   3 350   16,5percent

House trailor      539      628   16,5percent

Tractor      270      304   12,6percent

MC   2 160 23 141     7,1percent
Press release by SCB and Statens institut för kommunikationsanalys (SIKA)
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Appendix 3 Interview guide

Corporate strategies

1. How do you define your business in Mexico.
a. What was the major driving force for your company to enter the Mexican

market?
b. What was your entering strategy?
c. Do you consider the strategy to be the most appropriate or would you

have done it differently today?
d. How do you consider the current entry barriers on the Mexican market?
e. What problems do new companies face when entering the market?
f. What implies being on the Mexican market – such as, strengths, weak-

nesses, opportunities and threats compared to other low-costs countries
such as China and India?

2. How do you estimate the trends in the automobile industry, purchasing process
and relationships with suppliers in the Mexican market?

a. How do you estimate the demand of automotives in the future?
b. Oil price?
c. What is your opinion of the new FTA’s?
d. How does it impact on your business?

3. How does the increased globalization of competitors, suppliers and costumers
affect the strategy of the company?

a. How do you deal with it?

Value chain strategies

4. How is the power distribution in the value chain?
a. To what extend does the company control the value chain?
b. How deep down in the value chain do you control?
c. Do you see any switch of power in the future?

Interaction strategies

5. Contracting a new supplier:
a. Please describe the process of contracting a new supplier – from initia-

tion of relationship through procurement to the actual business.
b. How do you estimate the purchasing process in the future?
c. How do you organize your shopping list? How do you cluster the parts?
d. How do you evaluate your suppliers’ performance once they are chosen?
e. What cost reductions do you expect your suppliers to do?
f. Is quality certificate an important factor when deciding upon a new sup-

plier?
g. Any minimum length of contracts?
h. Is the contract based on a mutual negotiation?
i. Do you ever turn down a potential supplier because of the geographical

distance?

Supplier strategies
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6. Which are your most important suppliers and where are they located geographi-
cally?

a. What are the characteristics of the products you are buying from them?
b. Why do you prefer these?
c. What are the strengths and weaknesses with the suppliers just men-

tioned?
d. Are you searching for any new supplier in specific area?

7. How is the allocation of your purchase from domestic suppliers and international
ones?

a. What are the main origins?
b. Which location makes most sense in the long term when making the

sourcing decisions?
c. Please describe the import process.
d. What do you import (components, subsystems etc)?
e. How are you hedging your payments? Which currency?
f. How do you secure the uncertainty of delays, stock outs etc?
g. Are there any governmental or corporate requirements of domestic con-

tent?
h. How does your company measure domestic content?

8. Do you exercise global sourcing?
a. What are the challenges with global sourcing?
b. Describe the process.
c. Pros and cons with global sourcing?
d. Increasing trend?

9. Do you see any gap in the industry that needs more actors?
a. In the different supplier areas, what entering strategy is most appropriate

and why?

Integration strategies

10. How are your suppliers involved in your production?
a. Are you strategic allied with your preferred supplier?
b. How does the relationship with them develop?
c. How do you integrate with these actors?
d. Do you use any kind of information sharing systems with your integrated

suppliers?
e. If so, when, where and how do they get involved?
f. What supplier-strategy do you pursue? For instance, do you always have

two suppliers for the same component/system?

11. Calculated as a percentage, how much of your production do you produce in-
house versus outsource?

a. What are the main reasons for outsourcing?
b. What parts of your production do you outsource?
c. How do you integrate with these outsourcing actors?
d. Do you use any kind of information sharing systems with the outsourcing

actors?

12. How is the R&D process in the company?
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a. How much do you integrate with your supplier’s R&D?
b. When, where and how do they get integrated in the R&D?

13. Do you cooperate with the Mexican government and universities in your R&D?
a. If yes, please describe the cooperation.
b. Do you see any increasing trend?

14. What challenges in the automotive industry are affecting your product develop-
ment?

a. How do you deal with the challenges?
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Appendix 4 Gathering of empirical information

• An interview and a direct-observation of the plant of Trelleborg Automotive
Mexico Division were held at the 21st of September. The interview took place at
their plant in Toluca-Naucalpan.

• Interviews with three different persons at Volkswagen de México were con-
ducted at the 23rd of September in Puebla. A direct-observation was done at
Volkswagen’s factory plant at the same date. The contact with Volkswagen de
México was provided by the German Chamber of Commerce. The three inter-
views were held individually at different divisions. A document of the history
and future view were provided during the interview occasion.

• An interview with Scania Commercial took place at the 27th of September in
Mexico D.F. The contact was provided by the STC in Mexico. This interview
was a conjunction with two employees of different divisions.

• Two interviews with Nissan Mexicana were conducted at the 29th of September
in Mexico D.F. These contacts were provided by the Japanese Trade Council.
The interviews were done separately of each other. Documents such as prior re-
search of the market shares of Nissan Mexicana and a list of suppliers has been
provided after the interview occasion.

• The interview with Robert Bosch took place at the 3rd of October in Mexico D.F
with three persons from the company at the same time due to lack of time of the
respondents. The first contact was provided by their web page to an operator in
the company which resulted in further contacts with the required respondents.
Document of a general presentation of the company operating in Mexico was
provided during the interview occasion.

• The AGA Gas contact were provided by the Swedish Trade Council (STC) in
Mexico and the interview were held the 3rd of October 2005 in Mexico D.F. This
interview occasion was a conjunction with four people operating in different di-
visions of each other. Documentations of their business in Mexico and produc-
tion presentations were provided during the interview occasion.

• An interview with SKF de México took place at the 3rd of October 2005 in Pue-
bla. In order to get the first contact with the company in Mexico, a requirement
were sent to the Swedish headquarter for further information about whom to
contact in Mexico. Documents of the company’s research of market shares and
production presentations were provided during the interview occasion.

• An interview with four key persons at Autoliv Mexico took place at the 6th of
October in Toluca. The contact with this company was provided by the STC in
Mexico. This interview occasion was held as a conjunction with four people op-
erating in four different divisions at the company.

• Two interviews at Volvo Buses have been conducted at the 17th of October.
These interviews were done in Sweden due to the fact that the respondents were
at the Swedish office by that time. These two interviews were done separately of
each other.
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Appendix 5 Automobile components by cluster

Source; A cluster approach to cost savings

Characteristics Example Global-sourcing hypothesis

Cost driven predominantly by
labor

Compressor valve.

Alternator pulley

Go to country with sustain-
able low labor costs

Technically sophisticated, high
labor requirements

Brake caliper assembly.

Steering pinion

Invest in capabilities of sup-
plier with low labor costs

Average parts (costs driven
equally by labor, materials,
capital)

Battery tray.

Seat cover.

Make decision part by part

Technically sophisticated, low
labor requirements

Camshaft.

Engine block.

Go to nearby low-cost, high-
capability supplier

Cost driven predominantly by
raw materials

Wiring harness.

Carpet.

Go to supplier with sustain-
able low material costs

Difficult-to-ship parts (bulky or
fragile items)

Fuel tank.

Windshield.

Stay domestic
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Appendix 6 Total Production and Exportation

Annual Total Production

mpany 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

245 487 970 1,932 1,596 1,594 1,001 1,046 308 -- --
ler
sler 205,575 361,212 355,914 359,422 330,29 404,637 395,119 380,518 308,738 341,575 343,748

Motor 227,354 213,513 247,363 213,546 224,446 280,585 239,69 185,874 143,707 107,804 147,629
ral
rs 198,823 267,133 300,9 316,028 331,021 444,67 447,802 508,003 471,619 486,076 428,443

a 135 1,194 3,045 7,194 10,241 18,801 23,825 24,962 21,624 21,824 23,532

nz 814 1,043 955 722 190 -- -- -- -- -- --

n 106,794 135,637 172,763 189,787 185,574 313,496 327,923 328,95 291,902 313,512 350,099

ult -- -- -- -- -- -- 1,757 12,141 15,414 11,042 13,543

wagen 191,438 231,078 257,366 338,959 410,308 425,703 380,69 332,876 287,253 225,342 300,386

l 931,178 1,211,297 1,339,276 1,427,590 1,493,666 1,889,486 1,817,807 1,774,370 1,540,565 1,507,175 1,607,380

Annual Exportation

mpany 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
mler          
sler 181,032 325,408 298,607 301,071 295,52 375,002 395,066 372,636 305,087 336,647 334,323

Motor 213,763 179,788 207,108 174,771 176,606 234,994 190,184 135,899 106 70,2 106,027
ral
rs 164,006 202,593 207,816 198,807 200,877 324,651 351,926 397,484 391,876 376,271 335,51

a -- -- -- -- -- 7,567 15,007 12,598 14,497 14,483 14,499

n 66,022 90,957 83,501 51,675 61,732 153,071 151,97 143,771 119,774 134,371 156,405

ult -- -- -- -- -- -- -- -- -- 120 323

wagen 156,259 176,662 185,92 245,655 338,794 338,825 299,562 263,387 232,887 162,214 239,259

l 781,082 975,408 982,952 971,979 1,073,529 1,434,110 1,403,715 1,325,775 1,170,121 1,094,306 1,186,346

Source; www.amia.mx.com
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Appendix 7 Case comparisions: OEMs’ perspective

       Firm

Question

Volkswagen

Mexico

Scania

Mexico

Nissan

Mexico

Volvo Buses

Mexico

Suppl iers ’  in-
volvement in the
firm’s processes:

Vertically integrating
suppliers, foremost
with control, not by
buying shares.

Not vertically inte-
grated with suppliers
in Mexico, but fully
integrated with the
preferred suppliers in
Sweden and Brazil.

Different levels of ver-
tical integration de-
pending on the char-
acteristics of the
products.

Vertical ly inte-
grated with the
most  important
T1’s through con-
trol, not by buying
shares.

H a v i n g  l e a n
thinking or not:

Pursuing lean think-
ing both vertically
and horizontally. Also
in a multi-company
multi-project way.

No elaborated signs of
lean thinking.

Thinking beyond lean
in a multi-company
multi-project think-
ing.

No elaborated signs
of lean thinking.

Outsourcing/ in-
house production:

To a great extent
highly complex parts
and technology.

Almost 100% of the
components and sys-
tems produced within
the Scania Group.

Outsourcing some
parts, but is strictly
controll ing them.
Have engine and
stampers in-house.

Outsourcing if the
agent can do it
more efficient. Ex-
tensively control-
ling these agents.

Integration with
suppliers in the
R&D:

Not in Mexico, but ex-
tensively in Germany.

Not in Mexico, but
highly in Sweden and
Brazil.

Not in Mexico, but ex-
tensively in Japan.

In areas associated
with complex or
high-tech products.

Cooperation with
the Mexican gov-
ernment and Uni-
versities:

Not that much in
Mexico, but is striving
to increase this in the
future.

Extensively in Sweden
with both the Univer-
sity sphere, and also to
some extent in Mexico.
Some with the Mexican
government.

To some extent  with
the Mexican govern-
ment in order to get
hold of new skilled
staff from the country’s
universities, and there-
after also with the uni-
versities.

Cooperating with
the Mexican gov-
ernment in the case
of the METRO
buses, and also with
Mexican universi-
ties.
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Appendix 8 Case comparisions: Suppliers’ perspective

        Firm

Question

Trelleborg

Mexico

Bosch

Mexico

AGA

Mexico

SKF

Mexico

Autoliv

Mexico

Involvement in
custom-
ers’/suppliers’
processes.

Vertically inte-
grated with the
customers by con-
trol, and is in the
same way verti-
cally integrating
its suppliers.

More vertically
integrated with
its suppliers than
the customers,
mainly through
control.

Strongly verti-
cally integrated
with its cus-
tomers,  but
also horizon-
tally with other
suppliers.

Vertically inte-
grated foremost
when it acts as a
T2.

Vertical inte-
grated foremost
with its suppli-
ers sometimes
b y  h a v i n g
shares in them.
Not extensively
integrated with
its customers.

H a v i n g  l e a n
thinking or not;

Trying to match
the lean thinking
towards the sup-
pliers in the same
way like towards
the customers.

Thinking lean in
both directions
in the supply
chain, and is
trying to im-
prove the lean
thinking with the
suppliers.

Thinking lean,
or actually be-
yond lean as
the firm is pur-
s u i n g  l e a n
thinking also
outside the or-
ganization to-
wards  both
customers and
suppliers.

Importing a lot,
and thus is
keeping an in-
ventory. Though
there are signs of
that lean think-
ing is progress-
ing in the orga-
nization.

Some signs of
lean thinking,
but also some
signs that talks
a g a i n s t  i t .
Through the
firm is working
to change this
thinking and
improve the
lean.

Outsourcing/ in-
house production:

Believes in in-
house production
in order to main-
tain the control.

No comment. Almost 100%
in-house.

Prefer in-house
production.

Believes in in-
house produc-
tion in order to
maintain the
control.

Integration with
custom-
ers/suppliers in the
R&D:

By control, not by
buying shares.
S e n d i n g  b l u e
prints.

Not in Mexico,
but in Germany
is the firm inten-
sively cooperat-
ing both with its
customers and
its suppliers.

Well integrated
with foremost
the customers
in the R&D,
but also inte-
grating verti-
cally and hori-
zontally in the
supply chain.

Not in Mexico,
but in for exam-
p l e  S w e d e n
strongly with the
customers.

Almost not at all
with suppliers,
but to some ex-
tent with its
customers.

Cooperation with
the Mexican gov-
ernment and Uni-
versities:

No, but has a posi-
tive attitude to-
wards this coopera-
tion in the future.

Extensively with
universities,
mainly outside
Mexico, but to
some extent also
there.

Both with uni-
ve r s i t i e s  in
Mexico and the
Mexican gov-
ernment.

Both with univer-
sities in Mexico
and the Mexican
government.

Not in Mexico,
but to some ex-
tent in Sweden
with the univer-
sities.


