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Starting point : Industry Cost Curve, cf Watters, Mc Kinsey, 1981
Xems Market share predictions do not fit with empirical evidence in multi-
Fenemeetmmeementssen markets industries
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B Why do Alpha2 not seek to undercut the price for improving its utilization ratio ?

B What if cost curves differ from one market to another while capacity constraints are limiting the total
available volume ?

B How to quit the world of perfect competition (allocation that maximizes the efficiency of the whole
industry) ?
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Example of a competition issue (game theoretical approach)

7 . o _
Xems Scenarios building and selection

E ics of Man t & Strategy

SVA methodology helps
building meaningful scenarios
and SVA tool figures out the
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How to figure out Payoffs of players ? (3/6)
Xem S SVA deals with multi-market / capacity constraints problem

t & Strategy

Plants Dist_rib_ution / . Markets
Logistic costs
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= Segmentation

strategic value analysis
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Financial results
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How to figure out Payoffs of players ? (4/6)
J<ems Competitors delivered costs on one market and SVA allocation of market
lcsof Managament & Srategy shares under capacity constraints

1oJ} Chart Market : cost E@‘ﬁ\
FEDEEEERT

Market 1 Market IMarket‘I j ﬂ_’_l
Demandkt) |4449.DE r Same zcale

far all charts
Plants data I With capacity 1807

Delivered Cost in€

Company | Plant | Capacity | Cost

Company 3 Plant 31 2600.00 26.72
Company 4 Plant 41 2 850.00 36.90
Company 2 Plant 24 1500.00 41.60
Company 1 Plant 11 1800.00 E9.61

Company 4 Plant42 400000 12938
Company 2 Plant 22 140000 13699
Company 1 Plant12 260000 14812
Company 2 Plant 23 260000 16073
Compary 3 Plant 32 2 700.00 E B0 1

1607

1404

1207

1007

80

40

’ - -_)
0
\
\ Constant
1

\
| e | Cozt Range Exworks coM of the plant
\

\ BE)]%]

& Chart Market a posteriori: cost’
2-2l-x[A M S

Market |Maikel 1 ] Al
elivered Costin € \

|
1
1
1
1
1
1
Same scale for D
Demand(Kt] 14449.06 T S ohate ] Q

IPlants data

Company |Plant | Capacily| Cost (€/1
Compary 3 Plant 31 2600 26
Compary 4 Plant 41 2850 36.90
Company2  Plant 24 1500 41,60
Company 1 Plant 11 1800 B961
Company 4 Plant 42 4000 129.38
Company 2 Plant 22 1400 13699
Compary 1
Company 2
Comparny 3

&0

1000 2000 3000
mﬁ?vd. atyin Kt

| —— CostRange Exwlorks Cost of the plant |

YKEMS 2007



y How to figure out Payoffs of players ? (5/6)
/.eMmS

Plants’ capacity and location par company and competitors market shares

ics of Man t & Strategy
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How to figure out Payoffs of players ? (6/6)
Market shares allocation and plant-to-market flows

ems

ics of Man t & Strategy
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4 Some contexts su ort new competitors entr
Xems PP P y

ics of Man t & Strategy

B Some markets characteristics may create entrance opportunity for new competitors (importers or new
domestic investment projects)

B A high growth

B The existence of power buyers (distributors) which could turn away from their usual suppliers

B An easy access to raw materials or technologic alternatives (new raw materials or new process)
B Custom duties reduction

B Incumbent firms behavior can contribute to increase entry risks :
B High prices, resulting from abuse of dominant position or production costs too high

m Difficulties to supply clients (who may look for alternative sourcing schemes)
Lack of capacity
Frequent under coverage, low service rate
Weakness of services associate to the product (credit)

B  Weak control of downstream supply chain and distribution structure
B Weak control of upstream sourcing in case of non-vertical integration.

B Finally, a bad coordination between domestic players may facilitate the entry : if the firm facing
directly the new entrant mistakenly responds, firms which were not “a priori” concerned can be severely
hurt by the propagation of the price war, that nobody can stop...But in some contexts, “weak entrants are
welcomed”
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y Judo economics : Case of a new entrant less competitive than the
Z5EMS  ocalfirm (1/3)
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Judo economics : Case of a new entrant less competitive than the local

ems firm (3/3)

of o sty Qnce the investment is sunk, the incentives to sustain a price war while pushing
volumes can hardly be stopped by cash shortages that could not be re-negotiated
with the banks

Example : Impact of a 3 years price war on new entrant cash flows
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y Demand growth, price policy and stability of the industry’s structure
/€MS

t & Strategy

B With market prices around 65€/T, Company D is the only one who cannot justify a new capacity

investment, unless begging on an aggressive strategy (catch volumes to other competitors) or seeking to

pre-empt demand’s growth and dissuade another company to invest.

Competitors having to invest in new capacities to follow their market share
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Offer/Demand cycles evolution offer various types of entry strategy

yems Early entry requires pro-active capacity/consolidation management, while late entry
IS smeey F€QUIres opportunistic timing and parallel competitive efforts

A
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Manage market downturns Demand(Mt)

g

€T
Acquire to consolidate position, pre-empt

market demand by introducing timely
capacities

/\ Years

Fragmented Consolidation Structured
(with acquisition and preemption)

Early entry (low entry cost) must
be followed by acquisitions and
demand pre-emption

Successful late entr o
y Capitalize on market shocks to enter at lower cost
and lead re-structuring

Demand(Mt)

€/

Supply shortage in an increasing demand context
incites many players to invest in a short time period
(simultaneously)

Successful entry
Capacity
Potential acquisition price (€/t)

N

Considerable market risk created by supply /
demand gap/\ Years

consolidation

»
»

Fragmented  Consolidation Structured
(large players acquire marginal players during this window of opportunity )
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