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Introduction:

   “…everything should be continuously rediscussed…”






Frederico Minoli (Gavetti, 2004, pg.861)

In the summer of 1996 Frederico Minoli was appointed as the CEO of Ducati in order to lead the company into a new era of profitability and to establish Ducati as a brand to contend with in the sports motorcycle segment. In the years preceding the revolutionary turnaround, the company changed hands a number of time which resulted in a lack of overall strategic direction. Minoli was faced with a company which, despite having a team of top engineers, had gained a reputation for average quality as a result of inefficient production and poor management. Until 1996 it was driven by the imaginations of its engineers rather than by goal-oriented strategic decisions. Minoli described Ducati’s top management as operating in “a structured chaos” (Gavetti, 2004, pp.861). He believed that by incorporating certain basic structural changes and by redefining company’s strategic goals, it could be turned into a profitable brand-driven company. 

Ducati’s turnaround focused on brand building which was supported by the reconfiguration of a number of activities ranging from increased efficiency in the production process to broadening its customer base. Having almost doubled its market share in 2001, Minoli wanted to find new sources of growth. Among others he considered the cruiser market, currently dominated by Harley Davidson. His goal was to compete directly with Harley Davidson in Europe by introducing a cruiser that combined Ducati’s high performance engine with its own unique design.


This essay will begin with a SWOT analysis of Ducati as it stands at the end of its turnaround program. The analysis will bring to light Ducati’s strategic position in the industry as well as any potential that the company may have built up to further diversify into other, related markets such as the cruiser market. This will be followed by a study of the cruiser market using Porter’s Five Forces Framework (pp.118-119 in Stonehouse et al, 2004). The report will assess whether or not Ducati has built up the capabilities to diversify into the European cruiser market successfully.


It must be noted that this report provides a preliminary assessment of Ducati’s ability to enter the cruiser market based on a thorough examination of the company’s attributes and a preliminary study of the broad characteristics of the market. It hopes to lay the grounds for a more detailed analysis of cruiser market that goes beyond the scope of this paper.

1. SWOT


The following SWOT analysis will provide insights into Ducati’s internal strengths and weaknesses at the end of the turnaround as well as the opportunities and threats posed by the external environment in which the company operates.

	Strengths

· Technical Excellence

· Efficient Value Chain ensure quality

· Strong Brand

· Location Advantages

· Effective management

· Strategic Alliances
	Weaknesses

· Narrow Target Audience

· Polarized sales

· Low economies of scale

· Sparse Dealer Network
· Limited Growth since yr. 2000

	Opportunities

· Fast growing segment

· Customers of Japanese motorcycles have low brand loyalty

· Reduction in international trade barriers
	Threats
· Low price of competitors

· Competitors enjoy lower costs

· Competitors have high economies of scale and low cost of capital


1.1. Strengths:
1.1.1. Technical Excellence: Post turnaround Ducati has invested heavily in R&D and is manned by a team of top and passionate engineers. The company’s products are differentiated from those of their competitors by the Desmodronic distribution system, L-twin engine, tubular trestle frame, Italian style and unique sound (Gavetti, 2004, pg 863). 

1.1.2. Efficient Value Chain ensures quality: The company has strict selection procedures for suppliers of component, reducing their numbers by almost 20%. Ducati has two potential suppliers for every component and maintains short term contracts with all except a few key suppliers, thus giving the company more flexibility, bargaining power and increasing competition among suppliers to improve quality. The platform approach to production results in increased accountability of the main component supplier who is responsible for sub-component suppliers.

 
As of 2001 87% of production has been outsourced; standardized production of cylinder heads and crank shafts increases efficiency. The platform production approach reduces transaction costs and in-house quality control ensures consistent high quality products.


A high quality dealer (in terms of technical assistance and display space) with an increased number of registrations per year (14 to 150) reinforces dealer’s commitment to Ducati.
1.1.3. Strong Brand: High brand loyalty (approx 60% repurchase intentions in Europe) reinforced by “World of Ducati” and company sponsored events. In addition, co-marketing arrangements associate Ducati with premium, fashionable products. 

1.1.4. Location Advantages: High concentration of suppliers and related industries results in increased competition, lower costs and innovations on the parts of suppliers and gives Ducati access to a larger pool of knowledge.

1.1.5. Effective and Flexible Management: New management introduced fresh and innovative perspectives, provides potential for new and creative avenues of growth.

1.1.6. Strategic Alliances: Help improve efficiency and promote sharing of best practices with world leaders such as Ferrari and Maseratti. 

1.2. Weaknesses

1.2.1. Narrow Target Audience: Ducati’s buyers fall in the 18-35 yr old age group. The company hopes to address older audiences with its Sport Touring model but limited sales of this model suggest that consumer’s needs are not being met.

1.2.2. Polarised Sales: Data shows that the company’s sales are polarized around the Hype-Sport and Naked families. This suggests that the resources being allocated to the other two families could be more effectively allocated (since the Super-Sport and Sport-Touring families are not contributing very much in terms of sales). 
1.2.3. Low Economies of Scale: Compared to its competitors Ducati produces very low volumes and thus does not enjoy high scale economies. The low sales volumes of the Super-Sport and Sport-Touring models further deplete any possibility for scale economies.

1.2.4. Sparse dealer networks: Sparse dealer network limits Ducati’s exposure to potential customers and the company has no presence in big emerging markets.
1.2.5. Limited Growth: Following a healthy growth path between 1997 and 2000, Ducati has shown no increase in market share between 2000 and 2003 (Grant, 2004, p17).
1.3. Opportunities:

1.3.1. Fast growing segment: The heavyweight motorcycle segment (>650cc) is the fastest growing segment in the market, this means there is potential for growth. (Grant, 2004)
1.3.2. Weak Competitor’s brands: While Japanese motorcycles have reputations for performance and reliability, their customers display reducing brand loyalty. This provides an opportunity for brands such as Ducati who have strong brands. (Gavetti, 2004)
1.3.3. Reduction in trade barriers: With a reduction in trade barriers in emerging economies Ducati may reduce costs and reach new customers by producing and/or selling in markets such as Indonesia, Brazil, India, etc.

1.4. Threats:

1.4.1. Low Prices of Competitors: Ducati’s main competitors (Japanese manufacturers) supply the market at lower prices. Combined with Ducati’s low quality/price perception, this is a big threat to the company.

1.4.2. Competitors enjoy lower costs: Companies such as Honda and Yamaha share certain costs (such as transport) thereby making it cheaper for them to supply their consumers. 

1.4.3. Economies of Scale: Ducati’s competitors enjoy high economies of scale. Companies such as Honda, Yamaha, BMW, Kawasaki and Suzuki spread their costs across a number of industries including automobiles, snow and water vehicles and heavy machinery. This also gives the competitors more bargaining power with suppliers.

Ducati has developed a potent brand image as well as gained a reputation for technological superiority and performance. While the company’s engineers have a reputation for excellent performance motorcycles, they have also demonstrated an ability to develop successful motorcycles in other sub-segments of the market, such as the Monster in the Naked-Sport segment. In addition, Ducati’s location in the Bologna district gives it access to a very large pool of motorcycle component suppliers; the company has shown an ability to coordinate its supply chain in a manner that gives it flexibility and control over the quality of components. Ducati’s high level of outsourcing its components has allowed the company to allocate more resources towards building and enforcing its competitive advantages (brand, management, R&D, etc.). 

During the turnaround, Minoli succeeded in bringing in a new management team that was, and still, is innovative, flexible and creative. Compared to its competitors Ducati has shown that it has a positive attitude towards change, and the fact that the turnaround program was successful has probably made the company more willing to adopt new strategies. The strength of Ducati’s brand results in high customer loyalty, which is manifested in a high percentage of repeat purchase intentions (Gavetti, 2004, pg. 869). The fact that Japanese manufacturers do not manage to achieve the same level of customer loyalty provides Ducati with a clear opportunity to poach customers from these companies.
2. Analysis of the market for Cruisers using Porter’s 5-forces analysis:

Despite the fact that the heavyweight motorcycle market is the fastest growing segment in the industry, Ducati has not been able to increase its market share between 2000 and 2003(Grant, 2004). They attempted to expand into new markets by appealing to an older consumer with their Sport touring model, but it was with limited success (as indicated by low sales volumes). This suggests that Ducati should explore the possibility of entering new segments, such as the cruiser market, in order to address the needs of older, wealthier consumers.

Porter’s Five Forces (fig.1) enables an analytical study of the cruiser segment, as it is an unfamiliar market to Ducati (e.g. different consumer tastes, factors of competition, etc.). 
2.1. Threat of New Entrants


An analysis of the cruiser market presents a situation with Harley Davidson leading the pack by a significant portion in most regions of the world (Grant, 2004). Harley possesses neither technological superiority nor does the company enjoy economies of scale in production. The company’s success has been attributed to its brand’s strength (Bruce, 2004) thus suggesting that companies that desire to enter this market would have to compete in terms of brand strength. There is also high cost of entry involved in the cruiser market – Ducati estimates a cost of Euro 43 million (Gavetti, 2004, pp. 871) for developing and producing a cruiser. 

However, the evenly distributed nature of the European market suggests that no single firm has been able to gain a significant advantage over the others. This market is shared more or less evenly between Harley, the Japanese manufacturers, BMW and Triumph. This suggests that a threat from a new entrant who addresses the needs of the European consumers for performance and style (Grant, 2004) poses a credible threat to the incumbent firms.
2.2. Threat of Substitutes

The cruiser market is typically characterized by older, wealthier consumers. Some of these consumers may choose to substitute motorcycles for cars to meet the needs of their growing families. However, given the high average income of a cruiser owner it is quite likely that he/she already owns a car in addition to a motorcycle, and thus the threat of substitution by products from different industries is quite low. There is also the small possibility of substitution by other segments of the motorcycle industry.
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  2.3. Bargaining Power of Buyers

The strength of the market leader’s (Harley Davidson) brand globally, as displayed by very high brand loyalty, implies that cruiser buyers possess significant bargaining power. This is reinforced by the fact that a number of Japanese motorcycle manufacturers have (at great R&D expense) introduced cruisers that are technologically superior to Harley Davidson but have not been able to sway Harley’s customers as the perceived switching costs are too high. Thus cruiser buyers appear to be influenced more by brand strength than the attributes of the product. 

In addition, new entrants would be restricted in their choice of intermediate buyers (dealers) since many of them are locked into exclusive contracts (Cooney, 2005) with the companies they represent (eg. Harley Davidson).

2.4. Bargaining Power of Suppliers

The concentrated nature of the market suggests that suppliers have relatively low bargaining power with companies that they are already supplying. On the other hand, suppliers have very high bargaining power with potential entrants to the market due to the cost of switching. For instance, Harley Davidson’s suppliers have customized their manufacturing processes to meet Harley’s requirements and a switch would require considerable cost to the supplier (Bruce, 2004).
2.5. Competition

 
Harley Davidson commands a 48.1% share of the US market, 25.8% of the Japan/Australia market and 8.1% of the European market for heavyweight motorcycle (>650cc). Since the cruiser market forms only a part of the heavyweight motorcycle segment, this implies that Harley possesses a higher market share of the cruiser market than the above figures suggest. Thus we can see that Harley Davidson enjoys a monopoly-like status in the US and Japan/Australia while competition is much more evenly matched in Europe (Grant, 2004). 
 
With the exception of BMW, most cruiser manufacturers have imitated Harley’s styling while ignoring the brand building exercises that have led to Harley Davidson’s success. What other cruiser manufacturers have done is made technological advances that meet the needs of European consumers (Grant, 2004) for performance which could possibly explain Harley’s relatively poor performance in the continent. In addition, Harley Davidson and BMW’s products are priced higher than the prices of Japanese manufacturers. 
 
Through Porter’s framework, it is apparent that there is a clear distinction between the global and European cruiser markets. Globally, cruiser sales appear to be brand rather than attribute driven. In Europe, however, Harley Davidson’s example has demonstrated that having a strong brand is not sufficient induce purchase (on the same scale as in the US or Japan) by European consumers who tend to be more style and performance conscious (Grant, 2004).

Given the high barriers to entry of the industry, and the high bargaining power of suppliers, one might conclude that it would be difficult for new entrants to penetrate the market. However, a company that is already established in the motorcycle industry (but not in the same segment) may be able to harness its ownership advantages (both in terms or knowledge capital and relationships with dealers and suppliers) to facilitate entry into the cruiser market at a relatively lower cost than an entirely new firm, as it would already have elements of the infrastructure and knowledge capital needed to facilitate its entry into the cruiser market.
Conclusion

The turnaround program allowed Ducati to concentrate on its core competencies such as technology and R&D, as well as create new ones (brand, management abilities and an efficient  value chain). The SWOT clearly demonstrates that Ducati could use its strengths in order to capitalize on the relatively low customer loyalty of its Japanese competitors. 


From the 5 Forces Analysis it can be seen that no single manufacturer has been able to harness a majority market share of the European heavyweight motorcycle market. This can be attributed to the fact that the companies’ strategies are either brand driven or product driven. Harley Davidson’s (the global leader) global strategy of brand driven sales seems to have failed it in Europe; while through their technological excellence Japanese manufacturers have been able to gain significant market share in Europe, none of them emerges as a clear market leader.

A preliminary assessment of the heavyweight segment has shown that it is growing rapidly, thus providing Ducati with an opportunity to increase sales by diversifying into new segments of the market. Furthermore, as the case study has demonstrated, the apparent dissatisfaction of European customers with Harley’s cruisers could provide Ducati with the impetus for entering the cruiser market. 
Recommendation


Based on the above observations, it appears that Ducati might enter the cruiser market with reasonable degree of success. It is recommended that the company should conduct a detailed survey of the cruiser market in order to ascertain the degree of acceptance of a Ducati cruiser as well as a complete cost-benefit analysis, given the large investment (€43 million, (Gavetti, pg. 871)) that would be involved in diversifying. 

However, should the company decide to go ahead with the development of a cruiser, the management should be aware of the certain pitfalls that might emerge. Firstly, the company faces the threat of diluting its brand attributes by moving into a non-sporting segment. Secondly, there is the threat of destabilization as a result of diversifying so soon after the turnaround. The company might prevent these by creating a clear separation between the sporting and cruiser segments by advertising and possibly distributing through different channels. In addition, Ducati must constantly reiterate the fact that the cruiser runs on a high performance Ducati engine. 
Executive Summary:

This report hopes to provide a preliminary study of whether or not Ducati should enter the cruiser market. This will be achieved by a SWOT analysis of Ducati at the end of the turnaround in 2001 and an evaluation of the cruiser market using Porter’s 5 Forces framework. 


The SWOT has demonstrated that Minoli’s turnaround program resulted in the improvement of Ducati’s competitive position by harnessing the company’s core competencies in an effective and efficient manner. The 5 Forces framework has shown us that there is a clear distinction between the market drivers for the Eruropean and global cruiser segments. While the global market has high barriers to entry which are a result of Harley Davidson’s strong brand, the European market is not dominated by any one firm. This could be attributed to the fact that the firms that do cater to the European market do not seem to meet the needs of European consumers (who demand style as well as performance) completely.

This report will conclude that there appears to be a place in the market for a firm, such as Ducati, that can offer a technologically advanced and stylish cruiser to the European cruiser consumers. However, it is recommended that the company should conduct a detailed survey of the cruiser market in order to ascertain the degree of acceptance of a Ducati cruiser as well as a complete cost-benefit analysis, given the large investment (€43 million, (Gavetti, 2004, pg. 871)) that would be involved in diversifying.
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