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International Symposium
“Recent Developments in the Automotive Supplier Industry in
Japan and the EU”

Globalization in the automotive industry has led to consolidation and changes in the
value chain, leaving only two independent car makers in Japan and three in Germany.
OEMs now focus on a limited number of key suppliers, reflecting consolidation in the
supplier sector. Relocation of production to low-cost countries is on the agenda as firms
restructure their business model — but can this guarantee future success?

Product characteristics and production processes must be considered when evaluating a
move to a low-cost location that may lack the specialized knowledge needed for today’s
highly automated production. Automotive clusters in highly developed countries may
still be the better choice for establishing new production facilities.

The symposium will examine recent developments in the automotive supplier industry
in Japan and Europe — mainly Germany — comparing strategies and policies, as well as
commonalities and differences with regard to the challenges the industries face in both

regions.

The symposium is the initial event of our actions in the "Germany in Japan 2005/2006"
year. The organisers gratefully acknowledge the support of

- the Embassy of the Federal Republic of Germany in Japan
- the Japan Automotive Parts Industrial Association (JAPIA),
- Meiji University and Kwansei Gakuin University,

- the Research Institute of Innovation Management, Hosei University.

Program

12:30 Doors Open

12:45 — 13:20 Welcome and Keynote Speech

12:45 Prof. Dr. Florian COULMAS, German Greeting
Institute f. Japanese Studies

12:50-13:20 Mr. Tetsuo KITANI, Keynote speech: Future
McKinsey & Company Automotive Value Chain
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13:25 — 15:05 Session 1 “Changes in OEM Purchase Policy”

Chair:

Japan KK

Dr. Jochen Legewie, CNC — Communications & Network Consulting

13:25-13:55  Prof. Dr. Katsuki AOKI,

Kantogakuin University

14:00-14:30  Dr. Jirgen BISCHOFF,
Fraunhofer IPA
14:35-15:05  Mr. Richard KRACKLAUER,

Sachs Automotive Japan

15:10 — 15:30 Break: Coffee and Networking

Changes in OEM Purchasing Policy in
Japan: Some Suggestions from an
International Comparison of Financial
Data

Developments in the European Auto-
motive Industry — Requirements and
Challenges for OEMs and Suppliers

Changes in the Japanese Market — A
Foreign Firm’s View

15:30—17:10 Session 2 “Hollowing-Out: Threats for the Local Suppliers?”

Chair:

Dr. Fabrizio Mura, EU-Japan Centre

15:30-16:00  Prof. Dr. Shoichiro SEI,
Kantogakuin University

16:05-16:35  Prof. Dr. Sumiaki FURUKAWA,
Yamaguchi University

16:40-17:10  Mr. Hideaki KAWAMURA,

Ernst & Young

Continuous Process Innovation in
Japanese Auto Parts Manufacturing:
Implications for Hollowing-Out in Japan

The Shifting of Production Capabilities
of the Automobile Industry from Western
Central Europe and Germany’s Position
as a Business Location: The Case of the
Automotive Components Industry

The Automotive Industry Shift to Eastern
Europe and China: Dim Prospects for
Germany?

17:10 — 18:50 Session 3 “Cluster — a Way to new Productivity?”
Mr. Christian Blank, IIC

Chair:

17:10-17:40  Prof. Dr. Heinz Jurgen KLEPZIG,
Augsburg University of Applied
Science

17:45-18:15  Mr. Gert HERRMANN,
formerly Takata-Petri

18:20-18:50  Prof. Dr. Masatsugu TSUIL,

Osaka University

18:50 — 19:00 Wrap-up, Dr. Andreas Moerke, DLJ

19:00 — 20:00 Reception and Networking

Automotive Clusters in Germany —
Tasks for Small & Medium Enterprises

The Easter German Automotive Cluster-
A Japanese Supplier’s Perspective

Automotive Clusters in Japan
— the Aichi Region
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A% $F (KITANI Tetsuo)

Future Automotive Value Chain

The central question on our minds is : given what we know about the likely advances in
automotive technology, what will the value chain look like in ten to twelve years?
McKinsey interviewed more than 250 automotive industry experts about the costs and
market adoption rates of future technologies. As vehicle production becomes fully
integrated, the boundaries between ftraditional vehicle segments will become
increasingly hazy. Companies with expertise in electronics and software will find a
market for their products in nearly all areas of vehicle production. Companies that want
to secure profits in the market of the future need to take action now. Only companies
that are aware of changes taking place in the value chain and that are adapting their
strategy will achieve long-term success.
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Session1 “Changes in OEM Purchase Policy”
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Changes in OEM Purchasing Policy in Japan: Some Suggestions from an
International Comparison of Financial Data

The purpose of this report is to show changes in OEM purchasing policies in Japan and
their impacts on global and domestic automotive and auto-parts industries. Particularly,
it is noticed that introducing new purchasing policies in Japanese OEMs such as CCC21
and NRP lead to transforming the way of OEM's price setting into that way based on




global benchmark. In consequence, global competitions are getting more and more
intensified. With such a reality of global competitions observable through international
comparison of financial data, it is obvious that Toyota, Honda and Nissan have achieved
positive earnings, although profit ratios of Euro-American OEMs are in falling tone,
especially American OEMs are in extreme difficulty. On the other hand, Japanese parts-
makers also have achieved higher profit ratio than Euro-American firms. At the same
time, rationalization in parts-makers and concentration of business to larger firms have
developed notably. Finally, some issues caused by those changes in OEM purchase
policies are pointed out.

Jiirgen BISCHOFF ()Y - Evavw7)

Developments in the European Automotive Industry - Requirements and
Challenges for OEMs and Suppliers

The global Automotive Industry is standing before major changes in the market and the
structure of the whole industrial network. This was the overall conclusion in the study
“Future Automotive Industry Structure” carried out by Fraunhofer and Mercer
Management Consulting. Shifts in the value creation from OEM’s to suppliers and
further consolidation accompanied with significant growth, especially in the supplier
sector will be developments of the future. Therefore the European Automotive Industry
has clarified the requirements and challenges for strengthening their global
competitiveness. Some of the elements of their strategy, focused on research activities
of the industry will be illustrated, especially common activities in the European
Research area under the roof of the “5DayCar”-Initiative.

Richard KRACKLAUER (VEY)VF - 759750 7—)

Changes in the Japanese Market — A Foreign Firm’s View

The market structure of auto makers in Japan is described to have changed from a
uniform keiretsu style to one with as many different approaches as there are participants.
At one extreme the keiretsu network is deepened, at the other these networks are
loosened. Potential suppliers need to understand this differentiated environment as well
as the increasingly global nature of the industry. The Japanese makers integrated into
global alliances cannot be seen in isolation as supplier performance (including price,
quality, capacity etc.) in one market is immediately known throughout the network.
Suppliers are increasingly assessed globally.

Despite these international networks, the expectations of Japanese makers have not
really undergone a paradigm shift; suppliers are still often expected to just "build-to-
print" — the traditional Japanese way which does not see the potential of having strong
"development partners". The advantages of the system supplier concept need to be
explained. Cost, quality and efficiency are parameters which are heavily influenced by
specifications. In each case it must be evaluated whether given OEM specifications are
really required, or whether standard global specifications provide better value at a
similar or even better performance.

In order to be able to take advantage of modular systems offered by a system partner,
OEMs must involve capable suppliers early in the concept stage. Respective



responsibilities between OEM and system partner must be newly defined for each
project. While the OEM is not expected to buy "black boxes" he has to "let go" of
certain activities that were traditionally his responsibility.

The advantages for the OEM of having strong system partners include reducing supplier
interfaces, receiving "plug and play" modules for efficient assembly and elimination of
duplication. The system supplier has the advantage of being able to actively influence
and control his competitive environment by delivering efficiency, quality and cost
advantages to OEMs.
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Session 2 “Hollowing-Out: Threats for the Local Suppliers?”
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The Automotive Industry Shift to Eastern Europe and Chma Dim Prospects for
Germany?

Overall, the US and European automotive industry is struggling with increased global
competition, overcapacity and high raw material costs. Some OEM have steadily lost
global market share to rivals in the past decade. While US industry volumes are at
historic highs, profitability is poor. Supplier are also coming under pressure from OEMs
to cut prices, assume more vehicle warranty costs and financing of R&D-projects. The
OEMs in the US and in Burope, already bruised by Japan and Korea, may be further
challenged by new entrants from China and possibly India. While demand in Americas
and Europe is growing at around half percent, OEMs continue to increase production
capacity. The market in China is growing exponentially, but is more than matched by
increase production capacity in that country. Some OEMs will not survive
independently. There is likely to be further consolidation of the Tier 1 suppliers...
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Session 3 “Cluster — 2 Way to New Productivity?””

Heinz-Jiirgen KLEPZIG (WA »W-2 )5y - 2 L 7FE)

Automotive Clusters in Germany — Tasks for Small & Medium Enterprises

It’s not easy to be a SME and work as a supplier in the automotive sector in Germany
today. “Going East” is a motto, practised by car makers and their larger suppliers, that
in general cannot be chosen by a SME: the reason is lack of resources! The threats then
are: stay home and lose market. The situation seems to be very similar to that of
Japanese SME’s: “Going Offshore” obviously is the motto for Japanese OEM’s and
their larger suppliers. The cooperation of several SME’s in a “cluster” is a very
promising way to become more competitive. The paper gives a general overview of the
situation of German SME’s, their tasks and the imperatives for clusters, to get an
advantaged position.

Gert HERRMANN (7)V b = ~)Vv )

The Easter German Automotive Cluster-A Japanese Supplier’s Perspective

After unification of Germany in 1990 a redevelopment of the Automotive Industry in
Eastern Germany took place. The paper will highlight this rapid growth and it will
reflect some experience a Japanese company has made as a member of this new
industrial society. The paper will finish in an attempt to encourage more Japanese
companies to set up production in Eastern Germany. Although the current trend is
favouring other areas in the world for new investment.

i EW  (TSUJI Masatsugu)
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In manufacturing one automobile, approximately 30,000 to 40,000 parts are required,
therefore, it is essential for the automobile assembler to integrate and efficiently manage
manufacturers who supply these parts. This paper presents Toyota’s production
structure in detajl. By taking Toyota Motor Corporation as an example, the Japanese
hierarchical production system is examined in comparison with the U.S. production
system, which is referred to as the non-hierarchical production system. According to
the principal-agent theory, two production systems are compared; especially the
superiority of the former to the latter is focused from the viewpoints of information,
efficiency, and incentive. Based on this analysis, the heavy concentration or
localization of the automobile industry in Aichi Prefecture, especially the Nishi-Mikawa
region will be discussed. Since the 1990s, the Japanese economy has undergone
transformation such as an informatjon society and globalization, and this paper analyzes
how Toyota and its parts suppliers have been coping with these changes, so as to
maintain vitality.
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KITANI Tetsuo: Associate Principal, McKinsey & Company

Tetsuo KITANI is an associate principal in McKinsey’s Tokyo office. He joined the
Tokyo office in October 1999 and is one of the leaders of the Automotive and Assembly
Practice and Operations Practice. Kitani is a graduate of the Faculty of Laws at the
University of Tokyo and has an M.B.A. from the Wharton School, University of
Pennsylvania. Prior experience before joining McKinsey includes work at the Industrial
Bank of Japan. His work focuses primarily on cost optimization, design-to-cost,
procurement strategy, change management, and new product development for
automotive and other manufacturing companies.

Jochen LEGEWIE: President and Representative Director, CNC

Iy~r LY+ — (CNCHARR)

Dr. Jochen Legewie is President and Representative Director of CNC-Communications
and Network Consulting Japan K.K. He has been head of corporate communications at
Mitsubishi Motors Corporation headquarters until June 2004. Until February 2001, he
was Deputy Director of the German Institute of Japanese Studies in Tokyo also heading
the economic section. He also worked at Keidanren and as a freelance journalist for a
number of years. He had studied economics in Cologne and at Hitotsubashi University
in Tokyo and was awarded his PhD in economics from Cologne University. A fluent
speaker of Japanese, he has written numerous books on economic and business matters
and has widely published in various German, English and Japanese journals.
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AOKI Katsuki: Associate Professor, Kantogakuin University
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Professor Dr. Katsuki Aoki is an Associate Professor in the Faculty of Economics,
Kanto Gakuin University. He received his Ph.D. in business administration from Meiji
University. His recent articles include "An International Comparison of Business
Climate in Automotive and Auto-Parts Industries" in Monthly Automotive Parts,
November, 2004", A Critical Study on Modularization of European Automotive
Industry”" in Journal of Business Management, No.11, 2004. His current research
focuses on the impacts of restructuring in global automotive and auto-parts industries.
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Jiirgen BISCHOFF: Member of the Managing Committee,

Fraunhofer Institute for Manufacturing Engineering and Automation

aNWFY - Evaw 7 (EEY I - HELD 20 2R 77— 5ERT)
Dr. Jirgen Bischoff is member of the Institute Management Committee of the
Fraunhofer Institute for Manufacturing Engineering and Automation (Fraunhofer IPA).
He is responsible for the research areas of enterprise organisations and enterprise
logistics. Dr. Bischoff is also teaching Operations Management and Manufacturing
Systems Planning at the University of Stuttgart and the Stuttgart Institute of
Management and Technology His expertise, built up during 14 years at the Fraunhofer
IPA is based on various industry projects in branches like electronics, engineering,
optics and especially in the automotive sectors. His current research focus is especially
dedicated to the automotive industry and future oriented strategies in network structures
and logistics solutions. Since 2004 he leads the research area of flexible Networks and
Logistics in the European based research project ILIPT (Intelligent Logistics for
Innovative Product technologies).

Richard KRACKLAUER: President, Sachs Automotive Japan Corporation
VEAWER « 29220 P— (P2 R~ b —F—F4 T P00
=At) :

Mr. Kracklauer is the President of Sachs Automotive Japan Corporation. He started his
career in Japan 1989 and held top management functions at BMW Japan, ITT
Automotive Japan and Mannesmann VDO Japan. At the European Business
Community (EBC) he is Chairman of the Automotive Components Committee. He is
also a member of the Executive Committee of the Japan American Automotive Group
(JAAG) having been its Vice Chairman. He holds a degree in Electrical Engineering
(Munich, Germany).
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Fabrizio MURA: Deputy General Manager, EU-Japan Centre for Industria

Cooperation

777NV aA - A5 (HREXREH L —)

Dr. Fabrizio Mura is Deputy General Manager and Chief Information Officer at the EU-
Japan Centre for Industrial Cooperation, Tokyo. While working with the EU-Japan
Centre after obtaining his PhD, Fabrizio Mura was also active as part-time lecturer at the
department of International Business, Aoyama Gakuin University, from 2000 to 2003. He
attended the business course of the Japan Market Entry Competition (JMEC) in 2000 and
is currently completing the executive MBA at the Graduate School of Business,
University of Chicago. Fabrizio Mura has been a member of the Business Intelligence
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Society of Japan (BIS Japan) since 1999, and of the Japan Academy of Foreign Trade

(JAFT) since 2000.
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SEI Shoichiroe: Professor, Kantogakuin University
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FURUKAWA Sumiaki: Professor, Yamaguchi University
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KAWAMURA Hideaki: Director, M&A Advisory,

Ernst & Young Global Financial Service Co., Ltd.
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Hideaki Kawamura is a head of M&A advisory with the Transaction Advisory Services
of Ernst & Young Global Financial Services. He joined the team January 2003 from
PricewaterhouseCoopers Financial Advisory Services, an M&A consulting arm of PwC,
where he was primarily engaged in M&A/Alliance/Buyout advisory businesses for
automotive and manufacturing industries. Hideaki Kawamura holds MBA degree from
City University Business School in London.
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Christian BLANK: Director, IIC - Industrial Investment Council Tokyo

JVRF ¥« 7502 (LIC-HHER kA WEEKENAL)

Mr. Blank is a Director with the IIC - Industrial Investment Council and Head of the
IIC-Tokyo Office, which he established beginning of 2004. Before his current
assignment, he worked for the Automotive Team in the Berlin Headoffice for two years.
Prior to joining the IIC Mr. Blank worked as a consultant in the Automotive Department
of Roland Berger - Strategy Consultants in Stuttgart, Germany. He received his German
business administration degree (Dipl.-Kaufmann) from the Leipzig Graduate School of
Management (HHL), and his MBA from Ohio University in the United States. He also
studied at the University of Kiel in Germany and Chulalongkorn University (Sasin) in
Bangkok, Thailand.

Heinz-Jiirgen KLEPZIG: Professor, Augsburg University of Applied Sciences
NA2-ANT Y« DVTFE (TU7RTIVTERRE)

Heinz-Jiirgen Klepzig is a Professor of Logistics at the University of Applied Sciences
in Augsburg, Germany. He got degrees as Diplom-Ingenicur both in machinery and
economics. After working in the field of R&D, where he got his PhD, he became
consultant and worked as managing director in one of the largest German consulting
companies. He specialized on the implementation of strategies. His research focuses on
the automotive sector, esp. the situation of suppliers including SME’s.

Gert HERRMANN: formerly Managing Director, Takata Europe GmbH

FWr <y (HFHE <+ Ui)

Gert Herrmann has graduated as Diplom-Ingenieur in Mechanical Engineering. He
started his career in 1969 in Aerospace as a Design Engineer for Engine Systems. In
1982 he changed from Aerospace to the automotive sector. His career went from
Chefingenieur for Brake Systems to Deputy Board Member of GKN Transmissions. In
1985 he became Managing Director of VISCODRIVE GmbH an enterprise of GKN.
After he left GKN in 1992 as the Director of Application Engineering he became
Managing Director of TAKATA (Europe)GmbH. He hold this position up to 2003.
Since 01.01.2004 he is retired.

i W (CREERFERFR)

TSUJI Masatsugu: Professor, Osaka University

TSUJI Masatsugu is Professor of Economics, Osaka School of International Public
Policy (OSIPP), Osaka University. Current research focuses on the Economics of Tele-
medicine. Awarded for excellence of paper presented at the “Tele-port 96 Tokyo”
Conference of the 12th Meeting of the World Tele-port Association in May 1996; and
also awarded for excellence of paper by the Japan Society of Information and
Communication Research in June 1998. Publications include The Internet Revolution
(ed. with Giovannetti and Kagami), Cambridge University Press, 2003, Information
Technology Policy and the Digital Divide: Lessons for Developing Countries, (ed. with
Kagami & Giovannetti), 2004, Private Initiatives in Infrastructure: Priorities, Incentives,
and Performance, (ed. with Berg & Pollitt), 2002, and Privatization, Deregulation, and
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Economic Efficiency, (ed. with Kagami) 2000: those four were published by Edward
Elgar. Received a B.A. in Economics from Kyoto University; M.A. in Economics from
Osaka University; and Ph.D. in Economics from Stanford University, U.S.A. He also
serves as a member of the International Advisory Committee, Public Utility Research
Center (PURC), [University of Florida, U.S, and of Information and
Telecommunications Council, the Government of Japan. He has been implementing
international distance learning via ISDN between Osaka and Thammasat Universities,
Thailand since 2002 by transmitting lecture series on IT and its applications.

Andreas MOERKE: Senior Research Fellow, German Institute for Japanese Studies
FYRVFR - AW (A Y-HARERT)

Andreas Moerke is Senior Research Fellow at the Economics and Management Section
of the German Institute for Japanese Studies. Prior to joining the DIJ, he worked as a
business consultant, and still is auditor in a stock corporation. Moerke holds an M.A. in
Japanese Studies and PhD in Management, both from Humboldt University. His main
research areas are industrial organization and the comparison of corporate governance
systems, and Dr. Moerke has been publishing extensively in these fields. Writings
include the articles “Rumble in the Boardroom? The Change of Japanese Corporate
Governance Schemes”, ZJapanR Vol. 8 No. 15; (=EHBE~DOZEEES LY
ALT— D74 A7 —BEBER/E) EVRREE (FREZEFL) 2004 F£ 10 A5
and ,Japans Automobilzulieferindustrie im Wandel” [The Changing Japanese
Automotive Supplier Industry] (forthcoming).
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