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Are you ready for the battle?

Rapidly declining profit margins in the new car sales business together with the continuous extension

of car life are making the after sales business increasingly important. At the same time, growing consol-
idation in the after sales market is putting OEMs’ market share at risk. Various trends will affect market
structure as well as customer behaviour and thus fuel the need for innovative after sales business mod-
els. In a comprehensive after sales study on the future global as well as regional car after sales markets,
Arthur D. Little has identified future after sales trends. Based on the trend analysis and current case
work experiences, Arthur D. Little has developed strategic options to help the OEMs adjusting their
after sales business to meet tomorrow’s global after sales market requirements.

The after sales business — profitable and highly
competitive

With profit margins in the new car sales business
undergoing continual erosion, high revenues no longer
equate automatically with high profits. As a result, the
new car sales business makes only a small contribu-
tion to profits. In fact, the after sales business, long
time neglected by automotive OEMs in their business
strategies, achieves a significantly higher ROS and is
often the most important profit pillar. In Germany, for
example, the after sales business generates more than
half of profits while accounting for only 23% of reve-
nues (including passenger cars, SUVs and light
commercial vehicles). See figure 1.

Based on a global growing car fleet and an increasing
average fleet age in mature markets, market forecasts
show a strongly growing after sales market volume
from worldwide 412 bn EUR in 2007 to 718 bn EUR in
2015. This growth is mainly driven by the rapidly grow-
ing service demand in emerging markets where new
car sales boost the need for after sales services.

The highly profitable after sales business attracts new
market players, which enter the market with innovative
business models. Today, the after sales revenue is
divided between four main after sales service provider
groups: OEMs, independent garages, service chains
and the do-it-yourself-segment. Many mature automo-

tive after sales markets, with the exemption of North
America, are similar to Germany where the OEMSs are
still predominant with more than 50% market share.

In the emerging markets (e.g. Russia), grey market
after sales services are strongly established and repre-
sent the most important pillar of low price services.
On the other hand, there is a noticeable demand for
high quality services. As high quality service substi-
tutes still are widely missing in the emerging markets,
the OEMs could currently achieve a higher market
share in these markets.

Given a growing diversification of the after sales
offering, the OEMs face a demanding challenge —
maintaining their profitable after sales business in an
increasingly competitive environment.

The Arthur D. Little after sales study

In order to verify the future market segmentation of
the global after sales market (including passenger
cars, SUVs and light commercial vehicles), Arthur D.
Little has conducted a global study analysing future
trends with impact on the after sales segmentation.
Market research as well as strategy formulation have
been conducted on a global basis with a regional dif-
ferentiation of mature triad markets and growing
emerging markets. Major trends have been analysed
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After sales: A highly profitable market
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Figure 1: Overview of the global after sales market

regarding their implications on the OEMs" market
share and revenue in three different scenarios.

The study comprises three key stages:

1. Trend Analysis: |dentification and analysis of inter-
national after sales trends and their impact on the
future segmentation of the after sales market.

2. Correlation Model: Evaluation of the quantitative
market share and the revenue implications of iden-
tified trends.

3. Scenario Analysis: Discussion of the characteris-
tics of the future after sales market and the quanti-
tative impact of trends under the three scenarios.

Trend Analysis

The Arthur D. Little study identifies a number of
trends set to have a substantial impact on the future
segmentation of the automotive after sales market.
See figure 2. These include:

B Competition: OEM competitors will capture mar-
ket share with innovative business models, such
as fast-fit chains. New service formats, such as
service chains, will meet changing consumer
needs. The internet will emerge as a retail channel
for parts and services, enabling the sale of low-
price parts mainly from South East Asia.

B Legislation: Changes in the legal environment will
lead to a growing deregulation of the after sales
business. While the block exemption will ensure
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more rights for free repairers, the introduction of
the repair clause, which abolishes the OEMSs’
exclusive right to replace visible body parts, will
open this market to independent parts producers.
CO, emission standards could open up further
new business opportunities.

B New cooperation models: In saturated markets,
third parties and after sales service providers will
link up to establish a growing range of new coope-
rative models. Automobile associations, such as
the ADAC, will increasingly influence their mem-
bers’ choice of repairer with incentives for choo-
sing one of their partner garages. Insurance com-
panies will establish their own repair network and
exert pressure on the prices charged by authorised
repair shops.

B Structural changes: In the triad markets, the
increasing cost of car ownership means potential
private new car buyers will postpone buying a new
car or won't buy at all. This will lead to a higher
market share for the stable corporate fleet seg-
ment and to an increasing average fleet age.
Growth in fleet age will also be driven by improved
product quality, which prolongs the life of cars.
Older cars will demand more service, creating a
profitable new market for residual value service
offerings. In the emerging markets, growth in
income will support private car purchase. The gro-
wing car fleet together with the first generation of
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Trends in after sales market
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Figure 2: Trends in after sales

ageing new cars will lead to a rapidly growing
demand for after sales service in these markets.

B Customer requirements: In the triad countries
the importance of commercial after sales clients
will grow steadily, while in the emerging markets
increasing incomes and the advancement of the
personal car as a status symbol will boost private
car ownership. Customers will demand persona-
lised services that respond to their particular
needs. Greater product complexity will make “do it
yourself” service almost impossible for newer
cars.

Correlation Model

The identification and qualitative analysis of the trends
is followed by a quantitative evaluation of each trend'’s
impact on the future after sales market segmentation
in a correlation model. Arthur D. Little's quantitative
analysis of the trends outlined above is based on desk
research, interviews and expert estimates. The model
consists of a correlation matrix and a trend evaluation
matrix. In the correlation matrix, the weight of each
trend is evaluated according to its potential to interact
with other trends. The impact of every trend on the
future segmentation of the automotive after sales mar
ket is evaluated in the trend evaluation matrix and
illustrated in three different scenarios.

Scenario Analysis

Drawing on the insights provided by the trend analysis
and the correlation model, Arthur D. Little has defined

three possible scenarios for the future segmentation
of the automotive after sales market (see figure 3):

Scenario 1: Worst Case “Collapsing OEM after
sales market share”

Scenario 1 describes a situation where each trend
develops to have the most negative outcome possible
for OEMs.

Further deregulation, including the introduction of the
repair clause, takes place and OEMs experience
growing pressure from competitors with innovative
business models. Major customers of OEM authorised
workshops find alternative service providers and, with-
out an adequate strategy in place, OEMs lose 14%
market share in the global after sales business. World-
wide, this represents a reduction in revenue for OEMs
of 101 bn EUR. In Germany alone, OEMs would lose
approximately 7.6 bn EUR.

Scenario 2: Real Case “Decreasing OEM after sales
market share”

Scenario 2 is based on the most realistic evaluation of
the impact trends will have on future after sales mar-
ket segmentation.

The repair clause is introduced and independent ser-
vice chains continue to grow and consolidate their
business. OEMs focus on optimising existing business
models and, without an innovative after sales strategy,
are unable to protect their after sales market share
from new market entrants. Under this scenario, OEMs
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Scenario 1 Scenario 2 Scenario 3
"Collapsing market share" "Decreasing market share" “Expanding market share"

B Major customers of OEM
authorised workshops wander
off. As a result they lose 14%
of their global market share

B Lost market shares:
— Triad: -“15%
— Emerging Markets: -14%

B OEM authorised retailers lose
their clients and globally 3% of
their market share

H Slightly lost market shares:
— Triad: 2%
— Emerging Markets: -5%

B OEM authorised retailers retain
and gain new clients which
results in 6% increase
of their global market share

B Gained market shares:
— Triad: +7%
— Emerging Markets: +5%

Impact on global total OEM market share and after sales turnover in 2015

- 101 bn EUR
(Germany: -7.6 bn EUR)

- 22 bn EUR
(Germany: -1.3 bn EUR)

+ 43 bn EUR
(Germany: +2.7 bn EUR)

Source: Arthur D. Little Scenario Analysis;

German turnover was calculated applying the relative OEM market share loss in the triad market on the OEM market share in Germany

Figure 3: Market share and revenue implication of defined scenarios

lose 3% of their global market share in 2015. This
represents a loss in global revenue of 22 bn EUR
(1.3 bn EUR in Germany alone).

Scenario 3: Best Case “Expanding OEM after sales
market share”

Scenario 3 describes a situation where each trend
develops to have the most positive outcome possible
for OEMs.

The existing block exemption is abolished in 2010 and
OEMs introduce a successful residual value service
offering which increases customer retention. The
OEMs are aware of the growing competitive situation
and enter the market with new disruptive business
models and strengthen their market position. The
OEM authorised retailers retain and gain customers
and increase their after sales market share by 6%,
leading to an increase in revenue of 43 bn EUR glob-
ally. In Germany alone, the OEMSs increase their after
sales revenues by 2.7 bn EUR.

Developing a battle plan

Any strategy for after sales needs to incorporate
improvements to both the spare parts and the service
aspects of the business. It should address the global
after sales market as well as incorporating strategic
measures adapted to reflect specific customer require-
ments and market structure in the triad and emerging
markets. A comprehensive after sales strategy will
both defend and increase after sales turnover in the
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triad market and develop new after sales turnover in
the emerging markets.

Arthur D. Little has identified a number of strategic
options to help OEMs prepare for the battle:

Global strategic options

The following strategic options are relevant for estab-
lished and emerging markets:

B Life cycle-based service offering (for cars aged
4+ years): The introduction of a OEM second
brand service chain offering the most common
types of after sales service at a low price would
reduce the customer migration that accompanies
growing car age. Moreover it allows OEMs to
benefit from the current trend towards service
chains.

B Downstream integration of after sales servi-
ces: The first customer contact when selling a
new or used car should be used to effectively
increase customer loyalty in the after sales busi-
ness. Therefore OEMs need to further develop
mobility packages and flatrates including after
sales services and need to actively sell them
together with the car.

B Target group specific after sales solutions for
private car holders: \While some new car buyers
expect premium services, used-car buyers are



more likely to choose life cycle-oriented service
offerings. OEMs need to segment individual after
sales groups and target them with specifically desi-
gned services. Examples could be an after sales
factory with low-cost services for price-sensitive
customers or inspection services during business
travel for busy professionals.

B Life cycle-based parts: The OEM spare parts
portfolio needs to include adequate residual-value
alternatives to new parts. These can be used parts
or remanufactured parts. OEMs should more
aggressively communicate their low-cost alternati-
ves to current and future customers to increase
customer loyalty.

Strategic options for the triad markets

Facing legislative developments and changing market
structure in triad markets OEMs need to address these
markets with specific strategic options such as:

B Stronger focus on fleet business: Introducing an
OEM business centre dedicated to serving fleet
customers would increase fleet business. In addi-
tion, innovative mobility packages for small car
fleets would increase fleet service turnover.

B Parts retail channel innovation: \With the block
exemption 1400/2002 encouraging authorised
workshops to source their spare parts from third-
party suppliers, OEMs need to become indepen-
dent of the demand for parts from authorised
workshops. This means OEMs need to expand
their parts retailing and start supplying independent
repair shops and service chains as well as entering
the online market.

Strategic options for emerging markets

The emerging markets offer a substantial growth
potential. At the same time these markets confront
OEMs with wide variations in economic development
(urban vs. rural areas), consumer spending patterns
(rich vs. poor) and vehicles under service (new vs.
used). Arthur D. Little proposes a number of strategic
options for these markets:

B Market segmentation: OEMs need to identify
market clusters, according to indicators such as
purchasing power and vehicle population by make,
model, and age, and allocate resources and define
growth strategies accordingly.

B Retail strategy: Defining and ensuring a consis-
tent retail strategy is one of the most important
steps in emerging markets. Significant differences
between developed urban areas and underdevelo-
ped rural areas make it necessary to develop a
range of retail formats that can nevertheless be
implemented consistently.
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B Qualification and training: In fast-growing emer-
ging markets people are key. Only with a qualified
workforce can OEMs tap into the potential for
further growth. A systematic approach to HR
issues is therefore a must.

Conclusion

The analysis of the automotive after sales market by
Arthur D. Little has shown a potential risk for OEMs.
Growing competition, legislative changes, the shift of
growth in after sales turnover to emerging markets
and the growing differentiation of customer require-
ments all threaten OEMSs' current revenue and profit
situation. However, OEMs can transform the threat to
their after sales business into an opportunity for
growth by developing an effective after sales strategy.
Based on an analysis of trends in after sales and their
likely impact, Arthur D. Little has developed a number
of strategic options to help OEMs increase their after
sales revenues and profits. However, future success in
after sales for the OEMs depends on their willingness
to rethink their current business and to apply the stra-
tegic options proposed in order to optimize their
current business and to develop new business
models.
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If you would like more information or to arrange an information
discussion on the issues raised here and how they affect your busi-
ness, please contact:

Benelux

Jeroen DeKort

+31 10 2018817
dekort.jeroen@adlittle.com

Germany, Switzerland & Central Europe
Marc Winterhoff

+49 611 7148136
winterhoff.marc@adlittle.com

China

Thomas Schiller

+86 21 64478866
schiller.thomas@adlittle.com

France

Laurent Hartmann

+33 1 55742915
hartmann.laurent@adlittle.com

Italy

Marco Locatelli

+39 02 67376250
locatelli.marco@adlittle.com

Japan

Yusuke Harada

+81 3 34368931
harada.yusuke@adlittle.com

Nordic

Per M Nilsson

+46 31 7581022
nilsson.per.m@adlittle.com

South Korea

Allen Song

+82 2 7202040
song.allen@adlittle.com

Spain

Emilio Varela

+34 91 7027400
varela.emilio@adlittle.com

UK

Nick Toone

+44 870 3366677
toone.nick@adlittle.com

us

Pierre Boldt

+1 212 6612500
boldt.pierre@adlittle.com

Contacts

Andreas Gissler

Director Automotive &
Manufacturing Group Central Europe
gissler.andreas@adlittle.com

Jasmin Mueller

Consultant Automotive &
Manufacturing Group Central Europe
mueller.jasmin@adlittle.com

About Arthur D. Little

Arthur D. Little, founded in 1886, is a global leader in
management consultancy; linking strategy, innovation
and technology with deep industry knowledge. We
offer our clients sustainable solutions to their most
complex business problems. Arthur D. Little has a col-
laborative client engagement style, exceptional people
and a firm-wide commitment to quality and integrity.
The firm has over 30 offices worldwide. With its part-
ners Altran Technologies and Cambridge Consultants
Ltd, Arthur D. Little has access to a network of over
16,000 professionals. Arthur D. Little is proud to serve
many of the Fortune 100 companies globally, in addi-
tion to many other leading firms and public sector
organisations. For further information please visit
www.adl.com
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