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Abstract

The agricultural aftermarket for bearings and units is an increasing business that is attractive to
producers of spare parts in Europe. However, there is limited information and knowledge about this
market. By scanning the environment and identifying potential opportunities in the market as well as
investigating internal resources within a producing company of spare parts success factors can be
identified in order to expand within the industry.

The goal of this thesis was therefore to scan the industry and present strategic recommendations on
ways forward within the agricultural aftermarket for bearings and units in Europe, with the purpose
of gaining market share. To fulfil the aim of the thesis a case study was conducted on SKF AB, a global
manufacturing company with interest in the research area. The study has been conducted through
industry analyses such as PESTEL and Porter’s five forces as well as an internal analysis. The
outcomes of the analysis were matched together in a SWOT analysis, where Success Factors could be
identified. The data was mainly based on internal and external interviews with experts regarding the
industry, distributors and end-users. Information was also collected from agricultural exhibitions and
desk top research. Moreover, a benchmark was made in order to get inspiration on how work
towards the aftermarket could be managed.

The result from the analyses shows that the most important factor is to satisfy the end user’s
demand in order to be competitive. For the agricultural aftermarket this means to offer standard
interchangeable spare parts. Moreover, it is important to create awareness of the benefits of the
products in focus among the end-users since the farmers, as end-users in general are price sensitive
and prioritise price over quality. Furthermore the internal resources and capabilities are important to
consider when expanding. It is therefore important that the company with wishes of expanding in
this industry decide if the internal change that needs to be done is a reflection of the external benefit
that arises from this change. Finally, knowledge about the end-user and the best way to reach them
is essential to take into consideration when expanding in the agricultural aftermarket within bearings
and units. In order to create the best conditions to enable an expansion of the agricultural
aftermarket geographical focus areas should be chosen and pilot projects should be done to maintain
continuous learning.



Definitions

Agri Agriculture

AM Aftermarket

OEM Original Equipment Manufacturer

OES Original Equipment Supplier

NMO New Market Offers

Pirate parts Not original parts

R&D Research and development

EDI Web-based E-commerce. SKF automatically receives orders if the customer

stock goes below a set value.

Endorsia Online trading site
Exponensia A network of companies for the vehicle industry
EU-27 Belgium, Denmark, Germany, Ireland, Greece, Spain, France, Italy,

Luxembourg, Netherlands, Austria, Portugal, Finland, Sweden, United
Kingdom, Bulgaria, Czech Republic, Estonia, Cyprus, Latvia, Lithuania,
Hungary, Malta, Poland, Romania, Slovenia and Slovakia.

WBA World Bearing Association
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1. Introduction
The introduction presents background and the problem area with research purpose and research
questions of the study. In the end of this chapter a disposition of this thesis is outlined.

1.1 Background

In order to survive on a long-term basis businesses across nation borders have become crucial and
global expansion gives an enormous amount of opportunities (Cavusgil, Kiyak & Yeniyurt, 2004).
Global companies with businesses all over the world are common and national agreements such as
the European Union no longer apply to the rules of import and export (Enterprise Europe Network,
2011). The terms have changed into bringing products in and out, allowing free movements of
products and services between countries (ibid). A company’s position is based on down- and
upstream value flow, in other words, to create a successful strategy that positions a company in the
right place, at the right time with availability for the right customer (Ramirez & Normann, 1993).

Complexity is created by the differences between countries in regard to size, language, culture and
many other dimensions (ibid). Moreover globalization and technical development have contributed
to knowledge shifting into becoming more similar, and at the same time the differences between
nations have become more important (Afuah, 2009). As a result, a nation’s value, culture and
economical structures are all, according to Porter (2004), factors that contribute to competitive
success. Therefore the differences and similarities between countries are fundamental factors when
potential areas of expansion are evaluated (Cavusgil, Kiyak & Yeniyurt, 2004).

Knowing the customer’s needs and providing them with products that suit their demands are factors
that have to be taken into consideration when creating a strategy for expansion (Porter, 2008).
Working closely with customers and showing understanding often results in a feeling of value among
the customers which increases the chances of getting better margins in the final sale (Afuah, 2009).
Moreover customers and end users of a product or service are becoming more specific in their
requirements which results in that providing just a product or service is not enough in order to
survive on a long term basis for a supplier (ibid).

The use of the internet allows people to compare product specifications, price, and availability
among other things without leaving their home (Afuah, 2010). Furthermore the usage of internet
opens up for easier contact between customers and suppliers, organizational customers, and
between consumers (Gummesson & Polse, 2009). The use of internet-based communication is
increasing and the possibility to organize resources outside a supplier’s normal home based network
is now effortless (ibid). The increase of communication and availability of information provides
customers with knowledge and a huge range of products (ibid). Companies also use the access of
knowledge to compare and investigate different products, competitors and market demands (ibid).
By not using this availability of knowledge to follow the technical development, trends or scanning
the industry, there is a risk to stagnate, allowing competitors move ahead (Afuah, 2009). Just putting
faith in a company name and historic reputation does not work in order to be ahead of the
competitors. Advantages can be imitated over time and rivals will find a way of doing this better in
order to strengthen their own position in a market (Porter, 2001).

Companies have the possibility of achieving competitiveness through innovations by renewing their
activities such as market approaches, training or education (Porter, 2001). One way to create new
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market approaches and gain competitive advantage is to focus on a specific segment that the
company feels present opportunities (ibid). Normally the attempt of creating innovative thinking is
done by studying historical activities to identify actions that would generate potential for the future
(Gummesson & Polse, 2009). This is according to Gummesson & Polse (2009) a way of working that
kills innovation instead of generating new thinking. Instead the classical activities need continuous
remodeling and improvements in order to fit the purpose of actions and generate innovations (ibid).
Before creating a new market approach it is important to map out the relation patterns that are
established within the industry to outline opportunities as well as threats (ibid). Moreover the end
users of the products play an important role in the value-creation chain and should therefore be
treated as resource and co-creation partners in the process of developing a new market approach
(ibid).

The way of thinking in regard to creating innovations for expansion applies for all types of industries
and companies (Gummesson & Polse, 2009). One of the oldest industries which still exists and still is
developing is the agricultural industry. The demand for agricultural output will remain and as the
world's population is constantly growing the demand will increase. A variety of different businesses
are related to the agricultural industry. A major player among them is the agricultural machinery
industry which has a key position in order to increase the effectiveness of the agricultural output.

The aftermarket for spare parts within the agricultural industry of machines is a specific segment
within the agricultural business. Renewing a company’s market approach and increasing the focus
from just original equipment to aftermarket a company has the possibility of innovating itself
allowing for an expansion of its current business. This thesis will investigate the agricultural
aftermarket in Europe for suppliers of spare parts to the agricultural machinery industry. The
following problem discussion highlights the benefits within the agricultural aftermarket among spare
parts as a potential business area.

1.2 Problem discussion

The agricultural original equipment industry includes equipment for a number of agricultural tractors
and attachments. After a certain time in use and throughout their lifetime the machinery need
service. This maintenance work represents the agricultural aftermarket. Aftermarket is defined as the
market where end-users purchase spare parts and end-users are defined as farmers in this thesis.

The market for agricultural machinery is global and manufacturing companies from all over the world
are active which especially in Europe results in strong competition (Agrievolution, 2011). Along with
strong competition the regulations concerning the environmental impact on the agricultural industry
are increasing and push suppliers of products to develop new solutions to agricultural machinery
(ibid). The development results in new bigger machines, and constant improvements of standards
and technical equipment. The cost of producing agricultural machinery is therefore increasing and is
consequently becoming more expensive on the market and big investments that the end-users need
to maintain (SPAREX, Germany, 2011). Subsequently, the agricultural aftermarket of spare parts is a
growing business as the number of different spare parts increases (ibid). Another trend that has an
impact on the growth of the agricultural aftermarket business is the increase of agricultural
machinery (Hansson, 2011). Their lifetime is prolonged due to longer depreciation schedules (ibid).
This means that not as many machines are scrapped compared to the amount of agricultural
machinery that are newly produced (ibid). As a result the maintenance of machines is increasing
within the agricultural aftermarket, enlarging the business of spare parts products.
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Suppliers of spare parts to the agricultural aftermarket normally use distributors or other
intermediaries to reach the end-users of their products (ELMIA, 2010). If it is possible to shorten the
value chain from supplier to end-user it is a great opportunity to make more money on each spare
part that is being sold because of lower costs (ibid). Moreover, an economical benefit of spare parts
within the agricultural aftermarket is the fact that the margins are higher on spare parts compared to
original parts (SKF, 2011).

To summarize, the agricultural aftermarket among bearings and units is an increasing business that is
attractive to producers of spare parts. For a supplying company of original parts to OEMs within the
agricultural industry it is therefore an obvious step to broaden the market approach and also focus
on the aftermarket because of high returns. However, there is limited information about the
agricultural aftermarket among bearings and units. When expanding successfully within a market
segment there are different aspects to take into consideration both externally and internally for a
supplier company. In order to increase the knowledge; identify potential opportunities on the market
as well as investigate internal resources needed to be successful, this master thesis was initiated.

1.2.1 Purpose and research questions

The goal of this thesis is to present strategic recommendations on ways forward within the
agricultural aftermarket among bearings and units in Europe with the purpose of gaining market
share.

Two research questions (RQ) have been formulated to ensure that the purpose is fulfilled. The first
question is divided into parts a and b in order to cover all aspects of question one. The external
environment set the base for potential while the internal resources determine how well a company
exploits this potential.

RQ 1: Which geographical areas in Europe have the best potential to gain market share within the
agricultural aftermarket for bearings and units?

a) How can the agricultural aftermarket for bearings and units be described?
b) What internally resources and capabilities are presented within the case company?

RQ 2: What success factors are important in order to increase market share in the agricultural
aftermarket?

1.2.2 Limitations

In order to reach the purpose and answer the research questions of this thesis SKF AB as a case
company is studied. Further limitation is the agricultural segment within SKF and the product range
studied is limited to the platform of bearings and units. Finally, the analyses will have a focus on the
distributors and end-users which means that the channels backwards to the suppliers of SKF will not
be analyzed.



1.3 Disposition
The disposition of the thesis is presented in figure 1 below.

1. Introduction 3. Theoretical framework 5. Description and Analyses
o o o o o o
2. Method and 4. Presentation of case 6. Recommendations
Methodology company

Figure 1: Disposition of the thesis

The first chapter introduces the topic and the problem area of the study. The second chapter
presents the method and methodology used to accomplish this thesis. Chapter three presents the
theoretical framework used to be able to answer the research questions. Chapter four presents the
case company. The next chapter presents a description of the industry and internally resources and
capabilities within the case company. It also presents analyses made on the data. The last chapter
presents conclusions and recommendations that will answer the purpose and the research questions
of this thesis.



2. Methodology and methods
This chapter presents the research method as well as methodology used in this thesis.

2.1 Research purpose

The study was made as an exploratory research. The information required to answer the purpose of
the study was collected through searches in literature, journals and databases to get an overview and
a general understanding of the research area (Saunders et al, 2007). In order to get a deeper
understanding of the problem, different techniques such as formal and informal interviews through
telephone, face to face and e-mail were made. The different people that were interviewed had
expertise in different areas related to the business in focus. The problem area was initially broad but
has in order to focus on the main problem become progressively narrower. As the research
progressed new findings appeared and more knowledge was obtained, which is in line with the
exploratory research method.

2.2 Research approach

The study was conducted in an inductive-qualitative research approach because the conceptual
analyses were based on in-depth data in different forms in order to understand the nature of the
problem area (Blaxter et al, 2006; Flick, 2008). The data was found in literature searches as well as
interviews, which were non-numerical and non-standardized. Since the results of the data were not
quantified and provided the basis for a theory grounded recommendation for a new strategy the
approach of the research was classified as inductive-qualitative according to Blaxter et al (2006),
Denscombe (1998) and Flick (2008).

2.3 Research strategy

The research strategy that was used to gather the empirical material of the study was based on a
specific case. The aim of the research was to gain deep insight and understanding of a specific
situation which a case study makes possible according to Denscombe (1998), Blaxter (2006) and
Ejvegard (2009). The closeness to the area studied is another advantage and also could give ideas to
further research with wider implications (Ejvegard, 2009). The goal according to Denscombe (1998) is
to illuminate the general by looking at a single case. However, the main distinctness for the case
study according to Ejvegard (2009) is that the researcher has the opportunity to use many variables
and multiple resources when doing the research. The collected empirical data for this study were
based on multiple sources. Moreover, the analyses contained data from different sub-units in order
to connect and draw parallels between the findings of different areas to increase the understanding
of the researched problem. For the reasons above an embedded single case study was a suitable
method when selecting a research strategy for the agricultural aftermarket among bearings and units
as the industry is unknown and therefore needs many sources to make a realistic picture (Saunders
et al, 2007).

2.4 Data source and data collection methods

Both primary and secondary data sources were used in the research. In order to get a deeper
understanding specific primary data connected to the case were collected through observations at
exhibitions as well as through interviews with experts within the industry. Secondary information
was collected by searching for already existing information on the topic in literature, journals,
internal intranet, internal documents, governmental publications and common desktop research
(Saunders et al, 2007).



In this study a literature search concerning the problem area was firstly made. In order to get a
general understanding for the specific case informal, unstructured conversations with people within
SKF were conducted. In addition semi structured interviews to get a deeper understanding and focus
on a certain area of interest especially for this project, semi structured interviews were also
conducted. The topic of the interview was normally planned before the interview, however in order
to cover all areas of interest the questions varied in regard to the search for answers and areas of
expertise of the interviewees.

2.4.1 Literature search

The literature search was mainly done through databases from the university library such as Emerald
Insight, Econ Papers and Econ Lit but also through search engines reached from Google. Search
engines such as Google were used with more caution regarding resources and contents. When
uncertainty did arise several sources were compared to confirm the content. Examples of search
words that were used are: buying behaviour, development of the agricultural industry, agricultural
machines, market penetration, market share, competitive advantage, coopetition, competition,
expanding, strategic group, expansion, critical success factors, strategic alignment, business
performance management, supply chain management.

2.4.2 Interviews

The interviews made were mainly semi-structured. This means that a question scheme was made
before the interviews and during the interviews additional questions were asked if the conversation
developed in a certain direction outside of the planned questions.

2.4.3 Benchmark

A benchmark of another segment within the case company was made in order to get ideas of how to
work towards the aftermarket. The data collection was done through semi structured interviews face
to face and by e-mail conversations with responsible people for the segment. A benchmark was also
made on a country where the internal work of the case company towards the agricultural
aftermarket is well functioning and organized. The data was collected through semi structured
interviews.

2.4.4 Observations

In order to get general knowledge about the industry in focus observations of dominating market
players were made at two agricultural fairs; ELMIA 2010, Jonkoping in Sweden and EIMA 2010,
Bologna in Italy.

2.5 Sample selection

Due to the time limit and the way the study was conducted as a case study the sample selected were
based on non-probability sampling methods according to Saunders et al. (2007). Non-probability
sampling provides techniques based on the writers subjective judgement (ibid). In an exploratory
study a non-probability sample is the most practical although it will not allow the extent of the
problem to be determined (ibid). However, to answer the research questions and to meet the
objectives that are needed to be undertaken an in-depth study that focuses on a small sample
selected purposively is needed (ibid). The outcome from this is an information-rich case study in
which the research questions were explored (ibid).

With regard to the theories about non-probability sampling methods the interviewees were chosen
by the authors with consideration to recommendations from internal segment experts with a broad
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network to best suit the requirements of knowledge and provide information in line with the aim of
the study. In order to find further interviewees, snowball sampling was used which means that
recommendations from the interviewees were obtained. When collecting data regarding the case
company, the people asked were chosen by convenience to ease the searching process for
information. External people such as distributors interviewed were chosen with regard to the size of
the actual company and their relation with the case company. The farmers interviewed were board
members of the local interest organizations and had a general understanding of the farmers’
behaviour overall.

2.6 Research methodology

As the Frame of Reference shows, the approach of the study is divided into different steps. As a first
step a pre study was conducted in order to get a general overview and an understanding of the
research area. The pre study will not be presented in this thesis since the purpose of the pre study
was to increase the authors’ knowledge of the agricultural industry in general. In the next stage the
data collection for the internal as well as the external analysis was made. The data collection
methods are described earlier in chapter 2.5.

The first analysis was made as an initial external analysis in order to narrow down the selection of
geographical area where the best potential could be created owing to the purpose of the thesis. The
initial external analysis was based on two criteria. The first criterion is made on the assumption that
geographical regions with a bigger quantity of agricultural machinery will have a greater demand for
spare parts. The number of registered tractors as one type of agricultural machinery is therefore
analysed in each country. The second criterion that has been taken into consideration is the market
size regarding OEM construction of farm machinery in each country since OEMs have a large business
in the agricultural aftermarket.

As a second step the analysis of internal capacities was divided into sales and availability, price level
and offer portfolio, current distributors and activities aimed at the agricultural aftermarket. In order
to get inspiration on how work targeted at the aftermarket could be organised a benchmark of
another segment within the case company was conducted.

The external environment was described and analysed as a third step. The external environment was
divided into three parts with regard to different analysis tools. First the general environment was
studied through the PESTEL analysis, next the Porters five forces method was used to study the
industry environment followed by a general description of the distribution network within Europe.
The overview of the distribution network was based on the interviews made internally and externally
as well as desktop research and observations on agricultural exhibitions visited.

Furthermore, the internal and external outcome was matched together in a SWOT analysis. From the
SWOT analysis the strengths and weaknesses internally were matched together with the
opportunities and threats externally in order to find Success Factors that later on were important for
the final recommendations. The Success Factors were balanced with regard to the importance of the
factor for success as well as the position of the case company as a strength or weakness.

Finally, an external in depth analysis was conducted to find the geographical area with highest
potential within Europe owing to the previously made internal and external analysis.



2.7 Methodological problems

In the following paragraphs the credibility of the thesis is discussed. The credibility of a study is
influenced by the degree of validity and reliability (Saunders et al, 2007). Validity describes the
quality of measurements, and addresses whether the study actually measures what the study refers
to (ibid). Reliability describes the reliability and accuracy of the study (ibid).

2.7.1 Validity

The researchers for this study have examined both the choice of persons to interview and the
qguestions asked to achieve high validity. The interviewees were chosen owing to their own expertise,
so the questions in focus could be properly and trustfully answered. The questions asked were based
on the theoretical frame of reference and therefore assumed to be reliable for their purpose.
Additionally, follow-up questions were considered before and after the interviews in order to reach a
high validity, inspired by Henriksson & Johannesson (2004):

= |sthis an appropriate person to interview?
= Has this person relevant knowledge?
= Can the questions be misunderstood by the interviewee?

A problem that occurred during the study was that the number of experts available was limited and
therefore also the possible interviewees during the study period. Some interviews were held
spontaneously with experts within the industry during the exhibitions visited. In these kinds of
situations the questions above were considered after the interview.

2.7.2 Reliability
Attention has been paid to confirm data collected from different sources in order to get a realistic
picture of the area studied and a high reliability.

Generally the reliability of information gathered from interviews can be questioned since it is difficult
to be sure that one understand what the respondent really means (Ejvegard, 2009). In this study the
authors were aware of this fact and normally two interviewers were present at the interview
occasions. After every interview the information collected was discussed in order to minimize the
possibility of incorrect understanding of the results. In some occasions the notes from the interview
were sent back to the interviewee in order for the interviewee to correct the information obtained.

There are many reasons and causes that might have affected the results of this study. Since this
study is a qualitative research it is supplemented by subjective conclusions according to Blaxter
(2006) which are hard to grade as high level of reliability. However, in this thesis the authors verified
the data and critically revised the results so that the risk of incorrect results was minimized.



2.8 Frame of reference

Figure 2 illustrates the theoretical frame of reference. Research question 1 was answered through
the internal and external analyses whereas research question 2 was answered through the SWOT
analysis.

Pre Study

Initial External Analysis ‘

! !

External Data | Internal Data ‘
¥ v
RQla Analysis \ Benchmarking ‘
.................... \4
Analysis | RQlb
SWoT '

Success Factors |

Strategic
Recommendations

Figure2: lllustration of the theoretical frame of reference

The theory used in the implementation of this thesis is presented in the following chapter.
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3. Theoretical framework

This chapter will present frame of reference and the theoretical tools that will make it possible to
answer the research questions through analysis and accomplish the goal of the thesis. First, a general
overview of the framework for strategy is presented, followed by the tools for the internal as well as
external analysis. In the final chapter an overview of the SWOT analysis with Success Factors is
presented as well as the strategic level of the research approach.

The internal analysis will give insight into the case company’s position toward the external
environment whereas the external environment affects the company’s growth and profitability, and is
critical to a company’s survival and success. An integrated understanding of the external and internal
environments is essential when understanding the present and predicting the future. The outcome
from the internal and external analyses is merged together in a SWOT-analysis in order to identify
Success Factors.

3.1 Framework for strategic choices

Strategy is according to Michael Porter “the creation of a unique and valuable position, involving a
different set of activities” (Afuah, 2009). To achieve strategic competitiveness and earn above-
average returns the first step for the firm is to analyze its external and internal environments to
determine its resources, capabilities, and core competences, which are the sources of its “strategic
inputs” (Ireland, Hoskisson & Hitt, 2009; Hwang, 2010). Strategic management and supply chain
management are highly related to each other (Ketchen et al, 2003). Strategic management could
therefore be applied to optimize supply chain networks (ibid). Supply chain management (SCM) is the
management of information and material flow, from suppliers and producers through distributors
and retailers, and ultimately to end-users (Handfield & Nichols, 2002). However, in order to build a
competitive strategic direction of a whole supply chain from supplier to end-user it is important that
the strategies and objectives of supply chain members are consistent with those of the whole chain
(Hwang, 2010). Strategic supply chain management (SSCM) emphasizes this among other
management theories (ibid).

Since this thesis aims to give strategic recommendations on ways forward within a specific industry
with regard to the internal resources and capabilities as well as the external factors, the SSCM
process founded by Hwang (2010) is an appropriate framework to follow because of its emphasis on
the internal and external environment as a base when formulating a winning strategy. The process
according to Hwang (2010) includes three stages: strategy formulation, strategy implementation and
strategy evaluation, in which this study is just focusing on the first stage. In the first stage the
methods PESTEL, Porters five forces and SWOT could be adopted to analyze the environment in
order to obtain information on the competition position of the industry (ibid). Within this stage four
items are included (ibid). The first two items relate to the external environment and the last two
items relate to the inner environment of a company (ibid).

- The first item is to understand the customer value in various market segmentations and the
potential profit of each market segment (Hwang, 2010). A company should concentrate its resources
on a specific market segmentation in which the customer value and the potential profit are the
highest (ibid). The analysis tool for this is the PESTEL, which is presented later on in chapter 3.3.
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- The second item is the competence against other competitors (Hwang, 2010). Before the overall
competitive strategic direction is set, the core competitive advantage of the top competitors must be
understood to avoid direct competition (ibid). The competitive environment is analyzed with the tool
Porters five forces, also presented in chapter 3.3.

- The third item is the overall mission and vision (Hwang, 2010). Future trends and long-term
objectives must be considered, as well as the short term profit or threats (ibid). This is done in a
SWOT-analysis and the tool is presented in chapter 3.4.

- The fourth item is the core competence of the company (ibid). Before setting overall competitive
strategic direction and objectives in order to set reachable targets the core competence must be
considered within the company which, in this thesis, is done in the internal analysis (ibid). The tool
for the internal analysis is presented in the following paragraph.

3.2 Internal analysis

In order to achieve strategic competitiveness and earn above-average returns the internal
environment within a company is of importance to take into consideration (Ireland, Hoskisson & Hitt,
2009). The foundation of a firm’s competitive advantage is made up of their resources, capabilities
and core competencies (ibid). To create value and position itself to appropriate the value, a firm
needs resources (Afuah, 2009). However, resources in and of themselves do not make customer
benefits and profits (ibid). Firms must also have the capabilities or ability to turn resources into
customer value and profits (ibid). Resources and capabilities can play a critical role in a firm’s value
creation and appropriation (ibid). By defining and exploring resources and capabilities and what
makes one resource more profitable than others the profitability could be estimated (ibid).

Resources

Resources cover a wide variety of individual, social and organizational phenomena (Ireland,
Hoskisson & Hitt, 2009). A competitive advantage for a firm would normally be based on a unique
bundling of a number of resources (ibid). Resources could be classified as tangible, intangible and
organizational (Afuah, 2009). Tangible resources are usually identified and accounted for in financial
statements as “assets” (ibid). They can be physical, such as plants and equipment or financial such as
cash (ibid). Intangible resources are the non-physical or non-financial assets such as patents,
copyrights, brand name reputation, trade secrets, research findings, relationship with customers, and
relationship with vendors that are not accounted for in financial statements and cannot be physically
touched (ibid). Intangible resources can be excellent sources of profits although not accounted for in
financial statements (ibid). Organizational resources consist of the know-how and knowledge
embodied in employees as well as the routines, processes, and culture that are embedded in the
organization (ibid).

Capabilities

Capabilities are a firm’s ability to transform its resources into activities to form customer benefits
and profits (Afuah, 2009; Ireland, Hoskisson & Hitt, 2009). Performing activities to create value and
position a firm to appropriate the value require resources and some ability to translate them into
customer benefits according to Afuah (2009). The resources within a firm are in other words not
enough to make money (Afuah, 2009). The firm also needs to use the plants, wisdom, and the
knowledge and protections embodied in its patents to offer customers something that they value
(ibid). Capabilities often involve the use or integration of more than one resource (ibid).
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Core competences

Core competences are capabilities that serve as a source of competitive advantage for a firm over its
rivals. Core competences distinguish a company competitively and reflect its personality (Ireland,
Hoskisson & Hitt, 2009). A core competence is a resource or capability that meets the following three
criteria (Afuah, 2009):

1. Makes a significant contribution to the benefits that customers perceive in a product or
service.

2. s difficult to imitate for competitors.
3. Is extendable to other products in different markets.

Core competences include technological know-how, relationships, and the ability to integrate
different activities or translate resources into products (Afuah, 2009). The concept of core
competence also involves competition within the factor markets for competences that a firm can
build and leverage in many markets, which means that competition is not only important in the
product market that a firm occupies (ibid).

3.3 External analysis

The external environment could be divided into three major areas: the general, industry, and
competitor environments (lreland, Hoskisson & Hitt, 2009). The general environment consists of
dimensions in the broader society that influences an industry and the firms within it. The dimensions
could be grouped into six environmental segments, according to Ireland, Hoskisson and Hitt (2009):
demographic, economic, political/legal, sociocultural, technological, and global. The analysis tool
when investigating the general environment is called PESTEL, which will be described in the next
paragraph. The industry environment consists of factors that directly influence a firm and its
competitive actions and competitive responses: the threat of new entrants, the power of suppliers,
the power of buyers, the threat of product substitutes, and the intensity of rivalry among
competitors (Ireland, Hoskisson & Hitt, 2009). These factors will be described as Porters five forces in
chapter 3.3.2. Moreover, the competitor analysis focuses on each company against which a firm
directly competes (Ireland, Hoskisson & Hitt, 2009). In this report the competitor analysis is included
in the factor the intensity of rivalry among existing competitors of Porters five forces. Finally, the
time aspect is always important to consider when analyzing the external environment (Wahlstrom,
2004).

3.3.1 PESTEL

A common tool when analysing the general external environment is PESTEL. PESTEL analysis was
originally published 1960 by Jeremy McCarthy and focuses on the political, economical, sociocultural,
technological, environmental and legal aspects (Wahlstrom, 2004). McCarthy defines the factors as
uncontrollable for the firm and reveals many of the external environmental influences on a
business’s performance (Friend & Zehle, 2009). It is therefore of importance to gather information
required to understand each segment and its implications for the selection and implementation of
the appropriate strategies (Ireland, Hoskisson & Hitt, 2009). In table 1 on the next page an overview
of the different aspects of each factor is presented.
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Table 1: The general external environment, examples of PESTEL-aspects (Friend & Zehle, 2009)

Political

Economical

Sociocultural

Trading policies

Funding, grants and initiatives
International pressure groups
Political trends

Internal political issues

Economy situation and trends
Seasonality weather issues
Market and trade cycles
Specific industry factors
Customer/end-user drivers
Unemployment

Employment

Consumer attitudes/opinions
Consumer buying patterns
Buying trends

Population shifts

Trends

Earning capacity

Technological

Environmental

Legal

Competing technology development
Replacement technology/solutions

Ecological and environmental issues
Customer values

European/international legislation
Environmental regulations

= Consumer buying mechanisms -

. Market values = Consumer protection
TTEE RS = Global factors = Industry-specific regulations
= EU based factors = Competitive regulations

Every industry and business is different and the factors examined should therefore be chosen in
order to answer the analysis in question (Friend & Zehle, 2009).

3.3.2 Porter’s five forces

The industry environment often has a more direct effect on a firm’s strategic competitiveness,
compared to the general environment (Ireland, Hoskisson & Hitt, 2009). The five forces model of
competition invented by the well-known researcher Porter expands the arena for competition. The
intensity of industry competition and an industry’s profit potential are functions of the five forces
model of competition: the threats posed by new entrants, the power of suppliers, the power of
buyers, product substitutes, and the intensity of rivalry among competitors (Ireland, Hoskisson &
Hitt, 2009). In figure 3 downwards the five forces that influence the competition within the industry

are shown.
Threat: ofinew,entrants;
Rivalry among
Bargaining:power ofisuppliers, [ existing > Bargaining power of buyers

competitors

!

Threat ofrsubstitutes;

Figure 3: The Five Forces influencing the competition within the industry (Ireland, Hoskisson & Hitt, 2009)
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The five forces model defines the structure and dimensions of the competition within the industry.
Regardless of the type of industry the drivers of success are usually the same. According to Porter
(2008) understanding the forces gives a framework for building strong competitiveness over time and
ultimate profit potential in the industry. Profit potential is measured in terms of long run return on
investment (Porter, 2008). At the same time knowledge about the industry will help in creating a
strategy that favours the company in the short run (ibid). The five forces of Porter could therefore be
seen as a model for industry analysis and business strategy development (ibid). When analysing each
force certain issues must be taken into consideration.

Threat of new entrants

Profitable markets that yield high returns will increase the attractiveness of the industry (Porter,
2008). The result is many new entrants, which will effectively decrease profitability (ibid). Unless the
entry of new firms can be blocked, the profit rate will fall towards a competitive level. Issues to
evaluate could be: the existence of barriers to entry (patents, rights, etc.), economies of product
differences, brand equity, switching costs or sunk costs, capital requirements, access to distribution,
absolute cost advantages, learning curve advantages, and government policies (ibid).

Bargaining power of suppliers

Suppliers of raw materials, components, and services to the firm can be a source of power over the
firm (Porter, 2008). Suppliers may refuse to work with the firm, or charge excessively high prices for
unique resources (ibid). Issues to evaluate could be: supplier switching costs relative to firm
switching costs, degree of differentiation of inputs, presence of substitute inputs, supplier
concentration to firm concentration ratio, threat of forward integration by suppliers relative to the
threat of backward integration by firms, and cost of inputs relative to the selling price of the product
(ibid).

Threat of substitute products
The existence of close substitute products increases the tendency of customers to switch to
alternatives in response to price increases (Porter, 2008). Issues to evaluate are: buyer propensity to
substitute, relative price performance of substitutes, buyer switching costs, and perceived level of
product differentiation (ibid).

Bargaining power of buyers

Bargaining power of buyers describes the ability of customers to put the firm under pressure and the
customer’s sensitivity to price changes (Porter, 2008). Issues to evaluate are: buyer concentration to
firm concentration ratio, bargaining leverage, buyer volume, buyer switching costs relative to firm
switching costs, buyer information availability, and availability of existing substitute products, buyer
price sensitivity, and differential advantage of industry products (ibid).

Intensity of rivalry among competitors

For most industries, this is the major determinant of the competitiveness of the industry (Porter,
2008). Sometimes rivals compete aggressively and sometimes rivals compete in non-price
dimensions such as innovation or marketing. Issues to evaluate are: number of competitors and
diversity of competitors, rate of industry growth, intermittent industry overcapacity, exit barriers,
fixed cost allocation per value added, economies of scale, and sustainable competitive advantage
through improvisation (ibid).
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Before conducting the five forces of Porter analysis it is important to define the relevant industry, the
products, segments and geographical scope of competition (Porter, 2008). Depending on the type of
company and industry the five forces have different impacts (de Wit & Meyer, 2007). In order to
increase competitiveness within the industry it is needed to have a clear picture of how the forces
should be evaluated (Porter, 2008; de Wit & Meyer, 2007). Determination of the strength of each
force as well as making a prediction of future changes is therefore crucial (ibid). An important aspect
to take into consideration is that a supplier can become a firm’s competitor by integrating forward as
can buyers by integrating backward. Finally, deciding on the overall structure of the industry and
keeping in mind that the situation will be influenced by the five different forces should not be used
to eliminate creativity, but to increase the possibilities to find desirable strategic innovation (Porter,
2008).

3.4 SWOT-analysis

SWOT-analysis brings together the results of internal and external analysis of a company. The
purpose is to find the most favourable match of internal resources, capabilities and core
competences to build competitive advantage and identify a position in the industry where a company
best can defend itself against competitive forces, or influence them to their own favour (Friend &
Zehle, 2009). In order to do so the SWOT-analysis should have a customer focus, since competitive
advantage is a result of satisfying customer needs (Friend & Zehle, 2009). The element of a SWOT
analysis, shown in figure 4, was firstly developed as a strategic planning tool (Afuah, 2009).
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Figure 4: SWOT framework (Friend & Zehle, 2009)

Strengths and weaknesses are considered to be internal factors since they are specifically connected
to a company’s resources, capabilities and core competences (Afuah, 2009). Likewise opportunities
and threats are external factors and depending on the external environment (ibid). The best
strategies accomplish an organization’s mission by exploiting an organization’s opportunities and
strengths while neutralizing its threats and avoiding its weaknesses (Barney & Griffin, 1992).
Strategies that do not exploit an organization’s opportunities and strengths, that do not neutralize its
threats, or that do not avoid its weaknesses are unlikely to improve its performance (ibid). The
statements from the SWOT-analysis help us to identify the Success Factors. The evaluation of the
strengths and weaknesses as well as the opportunities and threats in an organisation are described in
the next chapters followed by a description of the Success Factors and the strategic level this thesis
approaches.
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Evaluating an organization’s strengths and weaknesses

Organizational strengths are skills, capabilities and core competences that enable an organization to
conceive of and implement its strategies (Barney & Griffin, 1992). Different strategies call upon
different skills and capabilities (ibid). An organization that possesses distinctive competences and
exploits them in the strategies it chooses can expect to obtain a competitive advantage (ibid).
However, the competences can be duplicated by other firms called strategic imitation (ibid). A
sustained competitive advantage that exists after all attempts at strategic imitation have ceased is
therefore to be preferred (ibid).

The evaluation process of an organization’s weaknesses is similar to when evaluating its strengths
(Barney & Griffin, 1992). Organizational weaknesses are skills and capabilities that do not enable an
organization to choose and implement strategies that supports its mission (ibid). An organization
with organizational weaknesses either can make investments to improve its weaknesses, or change
its mission (ibid). When competing organizations have implemented valuable strategies that the
organization in focus has not done it has a competitive disadvantage (ibid).

Evaluating an organization’s opportunities and threats

Evaluating an organization’s opportunities and threats is directly related to the tools described in the
chapter about the external analysis (Barney & Griffin, 1992). Moreover, organizational opportunities
are events or phenomena in an organization’s environment that, if exploited, may generate above-
normal economic performance whereas threats are events or phenomena in an organization’s
environment that make it difficult for an organization to create or maintain above-normal economic
performance, or even normal economic performance according to Barney & Griffin (1992).

Success factors

To identify success factors the internal strengths and weaknesses need to be matched together with
the opportunities and threats externally (SKF Business Consulting, 2011). The purpose of identifying
the Success Factors is to support and strengthen the strengths to ensure leverage and reduce the
negative effect of weakness to minimize the risk for the internal factors. In the same way the Success
Factors ensure capturing of an opportunity to enable growth and eliminates threats to minimize the
risks (ibid). The importance of each factor related to the company’s position is classified in a four
square figure, where the range of success is illustrated in each square (ibid). The Critical Success
Factors have high importance when the aim is to gain success within the focus area at the same time
as the position of the company for the certain factor is regarded as weak, which means that these
factors have to be considered urgently to reach success (ibid). The Strategic Success Factors are
factors regarded as important for success and the company also has a strong position in the market,
which means that these factors do not need to be managed now but are important for a success in
the long run (ibid). Likewise the Balanced Factors are of low importance for success and the company
is weak in their position (ibid). The Overvalued Success Factors are overvalued as the name indicates
(ibid). These factors are of low importance but the company has a strong position in them (ibid).

The Critical Success Factors are defined as “the limited number of areas in which results, if they are
satisfactory, will ensure successful competitive performance for the organization” according to
Garcia-Sanchez & Pérez-Bernal (2007). The Critical Success Factors enables to identify the critical few
key factors that need to be focussed on to be successful (SKF Business Consulting, 2011). In other
words the Success Factors is a tool to support the understanding of where the efforts need to be in
focus and where the best position is to capture an opportunity (ibid). In the same way the areas
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where the competition is high could be identified as well as areas that need to be improved in order
to capture opportunities (ibid). Weaknesses could be strengthened in order not to lose
competitiveness (ibid). The outcome from the analysis could be illustrated in figure 5 on the next
page.

Importance of
success factor

A
High
Critical Success Strategic
Factor Success Factor
Balanced Success Overvalued
Factor Success Factor
Low Position of
the compan
Weakness Strength pany

Figure 5: Success factors (SKF Business Consulting, 2011)

The Critical Success Factors is a business term for an element which is necessary for achieving the
vision and mission in order for the strategy to be successful (ibid).

Strategic level

To choose strategies that support an organization’s mission, that exploits opportunities and strengths
while neutralizing threats, and avoid weaknesses the strategy level within a organization is important
to consider (Barney & Griffin, 1992). At the business level the strategy is the set of strategic
alternatives that an organization chooses from as it conducts business in a particular industry or a
particular market (ibid). Business level strategies generally fall into one of four categories:
prospector, defender, analyzer and reactor (ibid). The analyzer strategy both maintains market share
and current customer satisfaction with moderate emphasis on innovation which aligns with the
purpose for this study (ibid).

In the following chapter the choice of case company SKF AB for which the theoretic analysis will be
applied is presented.
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4. Presentation of the case company

In the following chapter the case company, SKF AB, will be presented. The reason for choosing SKF as
a case company is because they produce products for the agricultural machine industry and to some
extent also have sales to the agricultural aftermarket. In the current situation their market share in
the agricultural aftermarket in Europe is estimated to be 2-5% and as the market of agricultural spare
parts is attractive SKF AB wants to increase the size of market share in this segment.

4.1 SKF AB

SKF is a global company that is represented in more than 130 countries. They have the vision to
spread SKF knowledge to the world (SKF, 2011). SKF is one of the leading suppliers of products,
solutions and service of bearings, seals, mechatronics, services and lubrication systems (ibid). SKF’s
five platforms are divided by areas of expertise and experts on their specific area, see figure 6 (ibid).
Approximately 80% of SKF’s turnover comes from bearings (Classon, 2010).

Bearings Lubrication
Seals and units systems
Mechatronics Services

Figure 6: SKF’s five platforms (SKF, 2011)

SKF is primarily organized as a division organization with three divisions that focus on specific
customer groups worldwide (SKF, 2011). These divisions include Service Division (SD), Industrial
Division (ID) and Automotive Division (AD) (ibid). Apart from the three divisions SKF serves customers
in approximately 40 segments, some examples are: cars and light trucks, wind energy, railway
industry, machine tools, medical industry, food industry and paper industry (SKF, 2011).

SD is made up by sales units who are primarily responsible for sales to the industrial aftermarket, in
some areas also including original equipment manufacturing (OEM) and vehicle service market (VSM)
business (SKF — SD, 2011). SD sells via direct sales to Key Accounts and via a network of some 15 000
distributors located globally (ibid). The SD is also responsible for the business units related to service
products & solutions through SKF Reliability Systems as well as Maintenance Products, Product
Service Division, SKF Power Transmission and SKF Machine Support (ibid). ID is mainly responsible for
sales to industrial Original Equipment Manufacturers (OEM) and development and production of a
wide range of bearings, components, lubrication systems, linear motion products, by-wire systems,
couplings and engineering services (SKF — ID, 2011). With these products ID supplies more than
10.000 customers worldwide in many types of different industries (ibid). Products, services and
customer solutions are being sold to the industrial market through direct sales and distributor
channels, together with the SD (ibid). ID specialized in four business areas, Aerospace & Super
Precision Bearings, Railways, Lubrication systems and Actuation & Motion Control (ibid). AD is
responsible for product development, production of bearings, seals, service solutions and special
automotive products and complete repair kits for the vehicle service market (SKF — AD, 2011). AD
sells to the car, light truck, heavy truck, bus and vehicle component industries, vehicle service market
as well as electric motor producers (ibid).
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The divisions are equally dependent of each other by offering each other’s products and services in
order to be able to deliver a whole solution to the final customers (SKF’s annual report, 2009).
Moreover, they have the possibility to use expertise from the different platforms to create value for
their specific customer group. Each division is structured as a functioning organization and the
breakdown of divisions is made by geographic regions and by industry specific functions (ibid).

4.1.1 SKF Agriculture

Agriculture is a segment in the Off-Highway sector under Industrial Marketing and Product
Development and the Industrial Division (SKF, 2011). A simplified organization chart is shown in
figure 7 below.

SKF Group

Automptive Division Service Division Industrial Division

Industrial Marketing and
Product Development

I
Off-Highway,

Agriculture

Figure 7: Organization chart

Even though the agricultural segment is a function under ID, SD is equally involved in the aftermarket
sales to the agricultural aftermarket (Sellier & Giovannelli, 2010).

SKF agriculture specializes in delivering high quality products with the aim of providing and
developing new products that ease the challenges that farmers face on a daily bases. SKF’s products
aim to create (SKF, 2011), among other:

= Cost effectiveness = Boosted operator comfort and safety
= Speed & Precision = Decreased environmental impact
= Performance reliability = Cost reduction

= |ncreased productivity

The agricultural segment supplies a number of products to the agricultural industry as a result of
their expertise in the platform areas. Due to the limitation of bearings and units the machines
equipped with these products will be studied, the normal types of mobile equipment where bearings
and units are a part of the machines are (ibid):

= Tractors - provide mobility and motion for tools
= Attachments - functions for different processes
=  Combined machines - specialized for different operations

In the following chapter the Description and Analysis of the agricultural industry among bearings and
units is presented.
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5. Description and analysis of the agricultural industry among
bearings and units

In this chapter the internal and external environment will be analysed. Firstly, an initial external
analysis will be presented in chapter 5.1. The purpose of the initial external analysis is to narrow
down the geographical area leading to a focus area for the following analysis. In chapter 5.2 the
internal analysis is presented followed by the external analysis in chapter 5.3, both these analyses
focuses on the geographical areas identified in the initial external analysis. The internal and external
analyses are combined in a SWOT presented in chapter 5.4 and lastly an in-depth external analysis is
presented in chapter 5.5. The aim of the analyses is to get a full understanding of the internal
situation as well as the external environment in order to be able to present strategic
recommendations on ways forward.

5.1 Initial external analysis

The agricultural aftermarket among bearings and units is normally characterized by many small
retailers, wholesalers or service shops that sell their products to the end users (Abrahamsson, 2010).
Their sales and business are often based on friendship and long term relations and as a result these
small actors are unwilling to share their knowledge of the market to prevent an increase in
competition (ibid). Europe is very large and in order to increase the possibilities of finding potential
for SKF to expand within the agricultural aftermarket, and increase the quality of the outcome a
geographical focus area has been selected. In a tractor, harvester or attachment there are a number
of bearings and units, some agricultural machines have up to 80 bearings mounted in them (SKF,
2011). As a result of the large number of parts in agricultural machines, and the fact that people
within the agricultural aftermarket industry are unwilling to share their knowledge in regard to sales,
it is difficult to estimate the size of the agricultural aftermarket for bearings and units in Europe. To
overcome the uncertainty of basing the selection on an attempted estimation of the market
potential based on the number of bearings and units within the agricultural aftermarket, the
potential is measured by two separate criterions that are strengthened by numerical data.

The first criterion is made on the assumption that geographical regions with a larger quantity of
agricultural machinery will have a greater demand for spare parts. Tractors are one type of
agricultural machines and the amount of registered tractors in use in all European countries has
therefore been compared. SKF does not just supply spare parts for tractors, but they also supply
spare parts to attachments and combines within the agricultural aftermarket (SKF, 2011). As the
attachments always are connected to the tractors another assumption is made that the attachments
are presented in the same countries as the tractors. The second criterion that has been taken into
consideration in the selection of potential geographical areas is the market size regarding OEM
(Original Equipment Manufacturer) market of construction of farm machinery in each country since
OEMs have a large business for the agricultural aftermarket.

These two criterions will only affect the limitation of countries in this initial external analysis. For the
following analyses the whole industry of agricultural machines in the selected geographical areas will
be in focus.

5.1.1 Focus area
The first criteria, the amount of tractors refers to the number of wheel and crawler tractors
(excluding garden tractors) registered in agricultural use at the end of the calendar year, or in the
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first quarter of the following year (The World Bank, 2010). The data analyzed is the amount of
tractors from 2001, 2004 and 2007. When looking at several years this gives an indication of the
development in each country, and the assumption is made that the trend of development reflect the
continued development after 2007. The twenty countries with the highest number of tractors in
Europe are shown in figure 8, starting with the highest number of tractors in 2007.

Number of tractors in Europe (in 1000)

Amount

Figure 8: Number of tractors in Europe

The six first countries have a distinct higher quantity of tractors compared to the remainder of the
countries. The decrease in the number of tractors in the rest of the countries flattens out without any
other major gaps. To make figure 8 legible the red line shown has been placed at 500 000 tractors,
but only represent the fact the there is a clear gap in the number of tractors between Germany and
UK. When looking at the countries on where to focus, the number of tractors in 2007 is the decision
making year. The countries with more than 500 000 tractors are Italy (ITA), Poland (POL), France
(FRA), Turkey (TUR), Spain (ESP) and Germany (DEU) (The World Bank, 2010). As shown in the figure
the numbers of machines are increasing in Italy, Poland, Turkey, and Spain, while the amount of
tractors in France and Germany are decreasing (ibid). The reason for this could be that France and
Germany sell their second hand tractors to other countries instead of selling them to someone within
France or Germany (ibid).

The largest market for construction and farm machinery is Germany accounting for 27.1 % of the
total revenues in Europe, followed by France (26.0 %) and the third largest producer of farm
machinery is the UK (16.2 %) the remaining percentages are equally divided on the remaining
European countries (ibid). The UK is the seventh country shown in the figure and is placed below the
red line, despite the fact that there are fewer tractors, the UK is considered to be an important player
within the agricultural industry due to their production of construction and farm machinery, criterion
two in the selection (Datamonitor, 2006).

The seven selected countries that will be investigated further are Italy, Poland, France, Turkey, Spain,
Germany and the UK. As shown in the figure the amount of tractors are increasing in most of the
selected courtiers. How SKF can work in these selected countries will be presented in the next
chapter 5.2 Description and analysis of internal resources and capabilities.
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5.2 Description and analysis of internal resources and capabilities

The internal analysis aims to create an understanding of SKF’s general internal resources and
capabilities regarding sales approach, product range, distributors and current work towards the
agricultural aftermarket. The internal situation is complex and in order to fully understand SKF and
their work this analysis will also include their work for the original equipment market. Firstly SKF’s
general way of working towards the agricultural aftermarket is presented followed by information on
SKF’s internal resources and capabilities in the seven countries in focus that were selected in the initial
external analysis.

5.2.1 Sales and availability

SKF is represented in all European countries and has three types of sales channels in order to reach
the agricultural market with their bearings and units (Sellier & Giovannelli, 2010), these sales
channels are:

= QOriginal Equipment Manufacturer (OEM)
=  QOriginal Equipment Service (OES)
= Aftermarket (AM)

OEMs buy SKF’s bearings and units and mount them during their manufacturing of agricultural
machines (Selin & Lingner, 2008). When OEMs offer service of machines to their customers and end
users of their machines this is done through OES (SKF, 2011). AM is where the end users of the
machines purchase spare parts (ibid).

As presented earlier SKF consist of three divisions (SKF, 2011). Even though agriculture might be
thought of as a segment on its own the cooperation between the Industrial Division (ID) and Service
Division (SD) is highly significant in order to make the agricultural aftermarket sales possible (ibid).

Products are normally sold to OEM customers through ID (SKF, 2011). These OEM customers will
then use their own network of dealers and distributors to reach the end users (ibid). ID sells
products, services and customer solutions to the industrial market via direct sales and distributor
channels, sometimes together with the SD (SKF — ID, 2011). SD is responsible for aftermarket sales
and sells SKF products through sales and business units that sell bearings and units through
distributors with a good distribution network (SKF — SD, 2011). The distributors that SKF preferably
uses in order to sell to the agricultural aftermarket should be specialized in agricultural products and
are therefore called Specialized Distributors (ibid). The reason for that SKF wants to sell through
Specialized Distributors is because they have the knowledge of the market that SKF is missing (ibid).
They act as independent distributors and function as a ‘way in’ to a niche market in order to benefit
SKF sales. Agriculture is just one example of a niche market were SKF is active (ibid).

When approaching a new customer SKF “grabs the business” and uses a sales approach called “one
face to the customer” as an attempt to increase SKF’s Key Account work (Sellier & Giovannelli, 2010;
Johansson, 2011). This sales approach means that one person within SKF will be responsible for the
customer and functions as a link between the customer and SKF in order to coordinate the internal
expertise to satisfy the customer needs (Johansson, 2011). Every platform within SKF has a sales
representative and in addition to this SKF has sales teams with competences from each platform to
complement the level of knowledge in the smaller groups (Sellier & Giovannelli, 2010).
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Internally SKF sales people buy products from the producing factory, these products get shipped to a
central warehouse in Europe and are kept on stock to ensure high availability (SKF, 2011). SKF has a
delivery time of 1-2 days, depending on the internal and external factors of logistics (ibid). SKF’s
customers normally order their products through online systems like Esmeralda or EDI (Sellier &
Giovannelli, 2010). There is no general pattern in terms of buying behaviour for SKF’s customers, but
is fully dependent on the type of customer and country where the sale is taking place (ibid).
However, one trend in regard to buying behaviour is that customers make more frequent small
purchases instead of a few large purchases as an attempt to keep their own stock low (Ackermann &
de la Gandara, 2010).

5.2.2 Price level and offer portfolio

SKF offers the same products for the agricultural aftermarket as for OEMs, this means that there is
no change of the products in regard to quality or range (SKF, 2011). In the current situation
approximately 80% of the products being sold to the agricultural aftermarket are Y-bearings (SKF,
2011). Y-bearings are relubrication-free bearings and just one example of SKF’s products that has
been developed due to their focus on R&D. Through tests' SKF has shown that their bearings have a
higher capacity and durability in comparison too competing brands’ products which indicate that
SKF’s products have better quality. A bearing from SKF has an increased service life by 30-50%, cuts
the grease consumption of up to 200 kg over the lifetime of a machine and lasts four years or more
compared to the 1-3 year lifecycles of conventional bearings (ibid). SKF’s Y-bearings for agricultural
machines offer several benefits for farmers and OEMs (ibid). Moreover SKF works according to the
internal concept Beyond Zero which means that they take internal responsibility for their own effect
on the environment (ibid). By choosing an SKF bearing that lasts longer in comparison to buying
several bearings from other manufacturers that do not take internal responsibility the total
environmental negative effect of the bearing’s impact on the environment is reduced (ibid).

In general products from SKF have higher prices than the average market prices (Sellier &
Giovannelli, 2010). One reason for this is that in order to obtain the high level of quality, the steel is
very high grade (ibid). SKF are aware of the fact that pricing is an issue within the agricultural
aftermarket segments and have thought about using a type of steel with lower grade (ibid). On the
contrary SKF does not want to interfere with their brand identity which could be badly affected by
reducing the steel quality and restrictions from SKF’s group management prevent SKF from using a
different type of steel (ibid). Moreover SKF is a global company and has large costs to maintain and
the administrative costs within SKF are allocated on all units and divisions within SKF (ibid). As
Agricultural is a small segment within SKF as a global company the pricing on the agricultural
aftermarket products is affected which is another reason for the high pricing (ibid). Moreover SKF
intends to keep their position as a premium brand and will therefore only offer products that
guarantee top quality where quality is perceived as high capacity, long duration and high
development of the bearings and units (ibid). As a result, some of the products are over designed for
certain applications within the agricultural segments which imply that they are too advanced for their
purpose of usage as spare parts to the agricultural aftermarket (ibid).

! The figures are rounded off and based on SKF testing against conventional bearings. Savings and results will
vary in specific applications.
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The pricing of products towards customers are to some extent dependent on SKF’s internal sales
(SKF, 2011). The sales team purchase the products from the manufacturing factories who add a
margin on the product (Johansson, 2011). The second step of sales is that the sales team adds a
margin on the products to cover all sales, administrative and general costs (SAG) which adds up to
the total sales price of the product (ibid). Normally the products being sold to the agricultural
aftermarket have a higher price when being sold to Specialized Distributors compared to when they
are sold as original parts to OEMs (SKF, 2011). The reason for this is the difference in volume of
orders (ibid). The OEMs have higher negotiation power over SKF and purchase high volumes of
products (ibid). As a result they have the possibility of reducing prices whereas the Specialized
Distributors do not have this possibility (ibid).

SKF intends to remain a leader in new technology and development and therefore protect some of
their products with patents (Sellier & Giovannelli, 2010). However, the possibility for competitors to
buy and dismantle their products in order to examine them is easy (ibid). Products that have been
copied are called pirate parts or counterfeit, and have normally been produced by low cost
manufacturers (ibid). The manufacturers that copy SKF’s products do not need to spend any time or
money on development of the products and as a result the products reach the market quickly (SKF,
2011).

Despite this fact SKF does not see the point of hiding information about their products as they
believe that other manufacturers will not be able to copy their advanced solutions by the time that
SKF has a New Market Offer (NMO) (SKF, 2011). The vision for an NMO is normally not clear when it
is being launched to specially selected OEMs with the need of this new product (ibid). After the
launch SD takes a decision on how these products should be marketed towards other customers, and
as a result just some of the NMOQ’s reach the open market (ibid). The products then become the new
standard of products after several years on the open market; as a result 90% of the products supplied
to the agricultural aftermarket are standardized (ibid).

Within SKF strategic partnering is rare (Sellier & Giovannelli, 2010). When a customer needs a
particular design or specification of a product, SKF will solve the problem in collaboration with the
customer demanding a special solution (ibid). Solutions that are developed in collaboration with a
customer might never be launched to the open market due to the fact that the product will not fit in
all types of agricultural machines, and will not be as profitable as a standardized product (ibid). Since
the agricultural market mostly contains standardized products and standard written agreements with
customers are more common than partnering (ibid).

5.2.3 Distributors

Depending on which division that is handling the sale, which platform the products comes from etc. a
division of distributors within SKF (SKF, 2011) is selected. The current differentiation of distributors
that SKF uses is (ibid):

= Authorized Distributor

= [ntegrated Distributors

= Certified Partners

= Platform Distributors

= Segmented Distributors
= Specialized Distributors
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SKF has a strong distribution network all over Europe and SKF uses these different distributors for
different purpose in order to adapt to the market situation (SKF, Ackermann & de la Gandara, 2010).

The relationship between local sales units and the agricultural distributors are very different
depending on the situation, the distributors, and their way of selling products to their customers
(Ackerman & de la Gandara, 2010). Some distributors are just used as distribution channels and work
more as a logistics partner to SKF wile for others SKF focuses on keeping a long-term close
relationship (ibid). Large distributors, such as Grene (an Agri Specialized Distributor) normally have a
closer relationship with SKF in terms of knowledge and expertise (Benchmark — SKF Denmark, 5.2.6).
They use their own repair shops located closely to the farmers in order to provide good service and
maintenance (ibid).

When choosing distributors to work with, SKF has strict selection criteria in terms of segmentation,
price and position (Ackermann & de la Gandara, 2010). When expanding into a new niche market SKF
prefers, as mentioned earlier, to do this through Specialized Distributors, who after a period of
cooperation might become Authorized SKF Distributors (SKF & Panduro, 2010). An SKF Authorized
Distributor has the possibility of supplying a full range of SKF around-the-shaft complementary
products (SKF, 2011). Moreover these distributors have access to SKF’s research activities,
application and service engineering expertise and direct access to SKF’s central warehouses (ibid).
The Authorized Distributors also have access to SKF’s Distribution Collage, an online support tool that
provides training sessions (ibid). The aim of this training is to provide information for the distributors
regarding the SKF’s latest product, technology and mounting techniques in order for them to be able
to provide their customers with more value (ibid).

5.2.4 Internal description for the current activities in the agricultural aftermarket

The current strategy that SKF uses in terms of increasing sales toward the agricultural aftermarket is
that this should be done by using Specialized Distributors. Through interviews it is clear that some
sales people use SKF’s range as an explanation for why they do not succeed in increasing sales
toward the agricultural aftermarket. It is therefore of importance to more closely study the countries
that were selected in the initial external analysis to be able to answer to RQla. In the following
section the agricultural aftermarket for bearings and units is focussed upon. Each one of the selected
countries will be analyzed with the aim of clarifying SKF’'s current situation and work towards the
agricultural aftermarket for bearings and units. Besides general impression of the agricultural
aftermarket for each country the areas that have been in focus are:

= The estimated current market share in the agricultural aftermarket.

= [fthe countries currently have any Specialized Distributors as customers.

=  Products that are currently being sold to the agricultural aftermarket.

= |f the range that SKF offers is well fitted for current customers, and potential customers.

= |f the countries in focus work intentionally to improve their position on the agricultural
aftermarket.

= Problems that might cause the difficulty of increasing market share for the agricultural
aftermarket?

SKF Italy
The estimation for current sales towards the agricultural aftermarket just covers the sales of Y-
bearings and is between 20-25% of the total market of Y-bearings to the agricultural aftermarket
according Di Rocco (2011). For the total sales Di Rocco does not want to make an estimated guess.
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SKF Italy does not have any Specialized Distributors and the products being sold to the agricultural
aftermarket are sold through Authorized Distributors (Agli, 2010; Di Rocco, 2011). However the range
offered to the agricultural aftermarket is well fitted and the products being sold to the agricultural
aftermarket are mainly Y-bearings (Agli, 2010).

Currently SKF ltaly is loosing market share to low-cost manufacturing companies due to pricing
differences but SKF Italy has no active work to improve the situation towards the agricultural
aftermarket (Di Rocco, 2011). One reason for this might be that the players are many and small and
normally do not define the area of specialization, hence it is hard to expand through Agri Specialized
Distributors (ibid). In order to improve the situation di Rocco feels that SKF should invest in
resources that focus on the agricultural aftermarket. Moreover Agli believes that SKF needs to have a
good relationship with their distributors in order to be competitive.

SKF Poland

There are no Polish distributors that work towards the agricultural market, all distributors work
towards the industrial area and as a result SKF Poland does not have any information concerning the
agricultural aftermarket (Glodowska, 2010). SKF in Poland has just started a project with Grene that
will stretch over a one year period, planned to finish in September 2011 (ibid).

SKF France
SKF’s market share in the French agricultural aftermarket is estimated to be 20% and their turnover
for the agricultural aftermarket was in 2009 about 22.7 million SEK (ibid).

SKF France has several distributors that sell products to the agricultural aftermarket, but only two are
Specialized Distributors (Serre, 2011). These two distributors are SYMTA and AGRI-EST (who also own
CENTRADIS) and consist of sales teams of five people (Serre, 2010). From SKF’s point of view the
sales towards these customers are easy to handle since it only consists of four to five large orders
(around 100t€) per year and additionally some small orders (ibid). The orders are made through EDI
or Endorsia and the products are delivered from SKF’s central warehouse (ibid).

According to Serre (2010) SKF France does not offer the same range to the agricultural aftermarket
compared to competitors, and lacks in dimensions and shapes. However SYMTA and AGRI-EST are
satisfied with SKF’s product range and purchase products from all of SKF’s platforms, such as seals,
gas springs and chains (ibid). The bearings that they buy most of are Deep Grove Ball Bearings (DGBB)
and Y-bearings.

SKF France ran a market study in 2008 on specialized distributors. The outcome was that there are no
potential Specialized Distributors in France besides the companies that already are customers to SKF
(Serre, 2010). Since then there has been no active work to improve their situation for the agricultural
aftermarket (ibid).

The problem for SKF France is that SKF does not have an updated product catalogue from all five
platforms. This is a problem when trying to increase sales toward the agricultural aftermarket (Serre,
2010). On the other hand Serre (2010) is not sure that an updated catalogue and increased range
would benefit SKF.

SKF Turkey
SKF Turkey has approximately 60 Industrial Distributors that all sell bearings and units to the
agricultural aftermarket, but no Specialized Distributors (Bagoglu, 2011). SKF’s range fit the market
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demand well and Y-bearing and DDGB are the products that most customers purchase (ibid). SKF
Turkey has 60% of the agricultural aftermarket (ibid).

SKF Turkey has sales teams that visit the distributors regularly and SKF arranges training activities for
their distributors a few times per year (ibid). This training is based on the needs of the distributor and
may cover technical solutions, new SKF products, etc (ibid). Bagoglu (2011) feels that face to face
contact with customers is SKF’s biggest competitive advantage since SKF is the only major bearing
manufacturer that has a sales office in Turkey (ibid). Moreover all of the Turkish distributors offer
24H service to their customers, which also benefits SKF in comparison to other bearing
manufacturers (ibid). The biggest distributor in Turkey is Unlii Teknik. They are an SKF Authorized
Distributor that supplies products from all of SKF’s platforms (ibid). Unlii Teknik has special prices on
bearings and units. This is a conscious action to prevent them from changing supplier to INA, Timken
or other manufacturers of bearings and units (ibid). SKF Turkey’s strategy towards the aftermarket is
to focus on end users that they know will buy their products (ibid). Trying to convince end users of
the benefits of SKF’s products to influence them to buy SKF products instead of low quality products
is a waste of time according to Bagoglu (2011).

SKF Spain
The market share of the agricultural aftermarket in Spain is estimated to be 2-8% (Silva, 2011).

In Spain SKF works with 4-5 Industry Distributors that reach the agricultural aftermarket with their
sales but they do not have any Specialized Distributors as customers (Silva & Rodrigo, 2011). SKF
Spain product offers are perceived to be large and well fitted for the customers (ibid). Most of the
products sold are Y-bearings as parts of applications and piecewise sales of spare part products are
therefore not very common (ibid).

SKF Spain has not done any active work to improve the agricultural aftermarket situation in the past
three years, instead they sometimes have campaigns for Y-bearings or other high volume products
and seasonal related support during high seasons (Silva & Rodrigo, 2011). According to Silva SKF was
competitive on the agricultural aftermarket thirteen years ago but due to the changes in competition
SKF has lost market share, now the Chinese manufacturers of spare parts are getting stronger on the
Spanish agricultural aftermarket. Moreover the business in Spain is of low cost character which
makes it difficult for SKF to compete (ibid).

SKF Germany
The market share of the agricultural aftermarket in Germany is estimated to be 4-8% (Dusel, 2010).

SKF Germany does not have any Agri Specialized Distributors but reach the agricultural aftermarket
indirectly through Authorized Distributors for other segments (Dlsel, 2010). Current customers that
supply the agricultural aftermarket with products are satisfied with the range SKF offers and
according to Dusel (2010) the range is well fitted for the market in comparison to competitors. For
the German market Y bearings are the product that sells best (ibid).

The German work towards the agricultural aftermarket is weak and Giinter has many explanations
since he believes that there are a number of problems that complicate an increase of sales.

First of all it is difficult to find distributors who are specialized in agriculture, and the end-users of

product often buy spare parts from other sales channels like Authorized Distributors or Industry

Distributors (Dusel, 2010). SKF Germany is loosing market share and this is not unusual as the
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industry has turned into a low price business where SKF are not able to compete with the low quality
manufacturers (ibid). SKF have had several discussions with Kramp, a Specialized Distributor for the
agricultural aftermarket (ibid). However, these discussions have not been successful and Kramp has
instead chosen to buy products from LuK instead (ibid). Diisel (2010) believes that there is little
potential for SKF to expand by following SKF’'s strategy, to identify new sales channels through
Specialized Distributors (ibid). Instead he feels that a new way of thinking regarding sales and how to
approach the agricultural aftermarket among bearings and units is needed to make it possible to
improve the situation, but he is not certain of what that would mean in reality.

SKF UK

SKF UK has little sales towards the agricultural aftermarket and do not know the amount of their
current market share in the agricultural aftermarket (Harrison, 2011). They do not have any
Specialized Distributors but reach the agricultural aftermarket through some of their Authorized
Distributors (ibid). SKF UK sells few products but the products that do get sold to the agricultural
aftermarket are Y-bearing units due to their superior availability (ibid). The range of products is
perceived as too expensive and instead of choosing SKF’'s products customers make their purchases
from Peer (ibid).

SKF UK does not have any active work to improve their situation in the agricultural aftermarket,
instead they have left the business to Peer (Harrison, 2011).

5.2.5 Conclusion of the internal analysis

SKF has short delivery times and high availability due to the fact that their current distributors are
well spread in Europe. SKF has a number of different labels on their distributing customers and when
selling bearings and units to the agricultural aftermarket SD is responsible for the sales. When selling
spare parts to the agricultural aftermarket they prefer to use Specialized Distributors that focus their
distribution on agricultural products. These distributors have the knowledge of the market that SKF is
missing in terms of distribution network to the end users of agricultural spare parts. Moreover they
are considered to be the most beneficial sales channel for SKF to use as the margin per product is
higher when selling spare parts to Specialized Distributors in comparison to Industrial Distributors.
However, in the current situation France is the only country out of those in focus that sell products to
the agricultural aftermarket through Specialized Distributors. All of the other countries reach the
agricultural aftermarket through other sales channels. One reason for this is, according to the
interviews that most distributors that supply bearings and units to the aftermarket do not specialize
on agricultural products but supply spare parts to many segments.

During sales SKF uses the strategy called “one face to the customer” in order to maximize the
internal competence within SKF to satisfy the customer’s needs. SKF has Key Accounts that are
responsible for some customers. In these cases a strong relationship between SKF and their
customers is created. In other cases customers purchases their products via online systems and so
the relationship between SKF and the customer is weak.

The range of product for the agricultural aftermarket is the same as for OEM customers, and SKF

does not have a special range that is customized for the agricultural aftermarket. Due to the fact that

SKF is a leader in development and have high knowledge regarding bearings and units SKF’s offered

solutions are perceived as too advanced for their purpose as spare parts. However, those

interviewed feel that the range that SKF is offering well meet the demand of current customers that

supply bearings and units to the end users of agricultural spare parts. This indicates that there are
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distributors that demand highly developed bearings and units and are satisfied with SKF’s current
product offering.

Moreover SKF’s high quality of products in regard to raw material and technical solutions influence
their pricing. SKF’s products have the highest pricing of all manufacturers of bearings and units in
Europe. SKF have good business on the OEM market and the OEM customers have a stronger
bargaining power and as a result the prices on bearings and units to the agricultural aftermarket are
higher in comparison to OEM prices. Another reason for SKF’s high prices is that the agricultural
segment is small within SKF and shares the administrative costs of the whole company. A decrease in
price of the products being sold to the agricultural aftermarket could harm the SKF brand identity. In
the current situation SKF has a strong brand identity and are therefore careful in their actions on how
they are perceived as a manufacturer. On the contrary their brand awareness among farmers is weak
which means that the farmers recognize SKF’s brand, but do not know the benefits that are
connected to their products.

Standard products account for 90% of the products being sold to the agricultural aftermarket and it is
not uncommon that SKF’s products get copied by other low quality manufacturers and sold as
counterfeit parts. SKF is aware that this is happening but relies on internal competence and
development of new products. Instead of engaging in partnerships with distributors SKF tries to keep
long-term close relations with their customers.

SKF’s internal knowledge and efforts toward the agricultural aftermarket are weak. An explanation
for this might be that many of the interviewees felt that the agricultural aftermarket business has
turned into a low price business and that SKF’s chance of increasing sales are therefore low. Many of
the interviewees also say that SKF has lost market share to competitors as a result of SKF’'s high
priced bearings and units. A greater problem internally is that there is no strategic plan for how the
work towards the aftermarket should be handled. There are no general rules on the amount of
involvement in the customers, support that should be offered or what areas within the agricultural
aftermarket that are most important to focus on.

In table 2 below is a summary of each of the seven countries in focus.

Table: Short facts of countries in focus

Work towards the aftermarket SKF’s Range Main products sold to Agri Specialized
the agri aftermarket Distributors
Italy No active work Good range for Y-bearings -
market
Poland - - - -
France No active work Lack on dimension DDBG and Y-bearings 2
and shape
Turkey Focus on informing distributors Good and well fitted Y-bearing and DDGB -
about SKF’s benefits
Spain No active work Big range of Y-bearings -
products, well fitted
Germany | No active work, but want to focus | Good and well fitted Y-bearing and DDGB -
more on agricultural aftermarket
UK No active work, they have left the Perceived as to Y-bearing units -
business to Peer expensive
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SKF’s core competence and greatest resource in comparison to other bearing manufacturers is their
knowledge regarding bearings and units. Their internal knowledge and drive to develop has made
them into a leading manufacturer of bearings and units. However, for the agricultural aftermarket
business their knowledge is weak and there is room for improvement of the agricultural segment
within SKF in order to have a better chance of expanding their sales towards the agricultural
aftermarket.

In order to be able to give recommendations on ways forward there is a possibility that SKF will have
to change their current way of working towards the agricultural aftermarket. For inspiration from
other countries’ or segments’ work within SKF two benchmarks have been conducted that are
presented in the following paragraph.

5.3 Benchmark

In order to gain ideas of how SKF works within other segments a benchmark study was made on the
vehicle service market (VSM). The reason for choosing this segment as a benchmark case is because
VSM was SKF’'s most successful segment in 2009 which suggests that their way of working towards
the vehicle aftermarket is well structured and functioning.

Moreover the agricultural segment in Denmark has been chosen to study further as a benchmark
case. SKF Denmark works with Grene, the biggest supplier of products to the agricultural aftermarket
in Denmark (Panduro, 2010). Grene is both an Industrial and Agricultural Distributor and 98% of their
products to the agricultural aftermarket are supplied by SKF (ibid). SKF Denmark and Grene’s good
relationship makes this an interesting case to study for inspiration about suggested ways forward for
the agricultural segment in other countries.

VSM

VSM is a segment within SKF Automotive Division that functions as an automotive aftermarket
business unit (Appendix C). VSM focuses on the aftermarket, vehicles between 4-10 years old, and
segment their customers to ease their work in regard to strategic approach (ibid). Their breakdowns
of customers are Independent Distributors, OES, Repackers, Industry Players and Private Label (ibid).
From these different segments VSM gets the best margins when selling through Repackers, despite
this fact their goal is to sell to Regional Independent Distributors (ibid).

VSM has a different view of end customers relative to the agriculture segment, VSM consider garages
as the end customer instead of the actual end user of their products (Appendix C). The reason for this
is that VSM feels they do not have the possibility of affecting the person that buys the vehicle for
their own personal usage (ibid). Instead they focus on getting better at wheel end and try to create a
pull effect from the garages through training and support that is adapted to the mechanics (ibid).
Moreover they use technical programs to ease the access of information for the garages and
mechanics (ibid). To use internet as a sales channel to garages, and switch to online systems is a
trend among rivals in Europe (ibid). Additional trends are that more distributors merge as trading
companies and that OEMs prolong their warranties to increase their share of the lucrative
aftermarket service business (ibid).

Concerning customer purchasing criterions VSM believes that the North of Europe is more focused

on quality (Appendix C). This is the result of SKF’s strong position and good reputation in the north of

Europe (ibid). In the south of Europe there is a stronger rivalry and greater number of small players

which makes it harder for SKF to strengthen their position (ibid). Brand awareness, is of higher
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importance when the vehicle is considered to be a tool for the business (ibid). The most important
factor for meeting the customers demand in terms of buying behaviour is having local sales people
with good experience of the market, with good understanding and relationships to the customers
(ibid).

SKF Denmark

SKF Denmark has a strong relationship with Grene and visits them 2-3 times per month to show their
support (Panduro, 2010). The feedback Grene gives to SKF Denmark is positive and they feel that the
service and range provided by SKF is satisfying (ibid). In order to push SKF knowledge they use SKF’s
Distributor College, but the courses are only available in English and as a result people with poor
language skills cannot participate (ibid). Although the farmers are the end-users of the agricultural
aftermarket product it is important to focus on Grene as a customer and inform them about the SKF
platforms and advantages of SKF’s products (ibid). The reason that Panduro feels that it is important
to push the knowledge of SKF products is to ensure that the distributors get the tools they need in
order to be able to promote SKF’s products to end users.

Grene has 150 Agri partners/distributors in Denmark that are in contact with farmers (Panduro,
2010). If SKF would exclude a step in the value chain as an attempt to get closer to the end users of
their products the relationship between SKF and Grene would be damaged (ibid). Instead Panduro
feels that it is important for SKF to increase the cooperation with Grene by following them to their
distributors to promote SKF’s products, one way of doing this is through campaigns that SKF and
Grene arrange together.

There is a constant fight to defend market share especially against low cost products from China
(Panduro, 2010). Grene get contacted weekly by companies that are trying to sell these copied parts,
but as a result of SKF’s and their close relation with Grene SKF Denmark gets information about this
and carries out rates towards these Chinese companies (ibid).

5.3.1 Analyses of Benchmark

In order to have the most suitable strategic approach toward customers VSM segments its
distributors according to different labels. Moreover, VSM has a different focus in comparison to the
agricultural segment as they view their distributors as end customers instead of the end-users of
their products. The reason for this is to create a pull from the distributors/garages that sells their
product. This is done by campaigns, training and technical programmes that ease the access of
information regarding VSM'’s products. This work could also be applied on the agricultural segment
and by adapting the strategy and market offer SKF Agriculture would have better chances of
increasing their sales of bearings and units to the agricultural aftermarket. SKF Denmark is a good
example of why it is important to focus on the customers. SKF Denmark’s way of working towards
Grene can be replicated by other countries in order to create a strong relationship with distributors.

Sales people from the agricultural segment can push Authorized Distributors to use the Distribution
Collage in order to increase a distributor’s awareness about SKF’s products. SKF Denmark use the
collage in order to increase Grene’s knowledge regarding SKF’s benefits and product information and
think it is a good tool provided by SKF.

According to VSM, brand awareness is especially important when the vehicle is viewed as a money
producing tool. This enhances the importance of having local sales people that understand the
customers’ needs. Within the agricultural industry a lot of farmers use their machines in their
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everyday work and the same rules regarding brand awareness and importance of local knowledge
can be applied on farmers.

The most important aspects that can be applied on the agricultural aftermarket are:

= VSM do not focus on selling products through the sales channel that allows SKF to take out
the highest margins.

= VSM focuses on garages and views them as end users of their products in order to create a
demand from the garages.

= Brand awareness is very important in order to be able to increase sales towards the
aftermarket

= SKF Distribution College is a good training tool to push SKF knowledge.

= |t is important to focus on SKF’s work towards distributors in order to reach the end
customers of agricultural spare parts.

In order to be able to change the internal way of working, and create strategic recommendations for
the agricultural segment it is of great importance to know what eternal conditions within the
industry look like. In the following chapter Description and analysis of the external environment the
agricultural industry in the selected countries will be described.

5.4 Description and analysis of the external environment

In this chapter the external analyses will be presented in order to answer RQ1b. The external analyses
focus on the external environment of SKF and are based on the PESTEL and Porter’s five forces
theories that were presented in chapter 3 Theoretical Framework.

5.4.1 PESTEL

The PESTEL will describe the general external environment in the agricultural industry with aspects
from a political, economical, sociocultural, technological, environmental and a legal point of view.
The different factors mentioned in the analysis have been chosen with the purpose of answering
research question RQla and will reveal the external factors that influence SKF’'s business
performance. The seven countries selected in the Initial external analysis will be in focus when
analysing the external environment. Throughout the text numerical data will be presented. How the
data are connected to the study and how the result of the analysis affects SKF will be analyzed in the
conclusion of the PESTEL.

Political aspects

Turkey is the only country out of the seven countries in focus that is not a member of the European
Union (EU-upplysningen, 2011). Turkey was accepted as a member candidate in 1999 and since then
follows the laws and regulations of EU in order to get a full membership (ibid). The reason they have
not yet been accepted is because Turkey does not fulfil the demand regarding economical stability
(ibid).

Reducing greenhouse gas emission is one of the toughest challenges ahead and the EU wants to
reduce these emissions by 20% by 2020 in relation to the 1990 emission levels (europa.eu, 2011). All
machines produced for the agricultural market are adapted to current regulations and as a result of
the increasing environmental regulations the technical solutions become more advanced and the
machines increase in price (Hansson, 2011). Due to the increase of cost the time for amortization is
now longer and the lifetime of agricultural machines has been prolonged (ibid). The environmental
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regulations regarding machines emission only apply to newly produced machines and the laws that
exist when they are produced, as a result there is no problem for the farmers to use older machines
(ibid). The agricultural industry is responsible for some greenhouse gas emission, pollution of water
and over-fertilization (Hansson, 2011; Jordbruksverket, 2011). Currently the strongest regulations
that affect the farmers are connected to the fertilizers and the fact that the soil can become over-
fertilized and pollute the groundwater (ibid).

Within the European Union farmers have the possibility to apply for a large number of grants
covering all types of farming or farming methods in order to get governmental support
(Jordbruksverket — Stéd, 2011). One of the major topics for discussion is the current debate of how
much of the agricultural output, such as corn, wheat and sugar beets should be used in the
production of ethanol in relation to how much should be sold as food (Ekl6f, 2011). However the
political regulations related to grants will not be discussed further since these analyses will not have
an impact on the final results of this thesis.

Economical aspects

From 2000 to 2009 the employment in the agricultural sector in Europe decreased by 25%, showing a
negative trend that will continue in coming years (Eurostat Newsrelease, 66/2010). The reduction is
the equivalence of 3.7 million full-time agricultural jobs” in the EU-27? (ibid). Figure 9 and 10 aims to
create an understanding of the economic situation in the seven selected countries. This is of interest
to study since the farmers’ economic situation set the basics for their possibility to pay which affects
SKF. In figure 9 the employment of agriculture (% of total employment) is shown for the seven
countries in focus (The World Bank, 2011).
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Figure 9: Employment in agriculture (% of total employment)

The staples show the employment in agriculture for 2002, 2005 and 2008, and confirm that there is a
decrease in the number of job opportunities. Turkey and Poland are the countries with the highest
percentage of employment followed by the other countries with nearly equal levels of employment.

The numbers are based on annual work units, equivalent to full time work engaged in agricultural activities all year round.

3 EU-27 see Definition list
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The reason for the decline of job opportunities is that the small farmers are struggling and the future
will be dominated by large farms that take over the farming industry (Dilisel & Fowlie, 2011). At the
same time as the total number of farmers decrease, the survivors grow larger. This is seen in figure
10 showing the value adder per worker within agricultural (The World Bank, 2011). The numbers
presented in figure 10 are in constant of US dollar value at year 2000 to avoid changes in net present
value.
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Figure 10: Agricultural value added per worker

The staples show the value added per worker for 2002, 2005 and 2008 and the figure clearly show
that the value added per worker is increasing in all countries. France has the highest value followed
by Germany, Italy, UK and Spain. Turkey and Poland have the lowest value per agricultural worker,
far behind the other countries.

Commodity prices affect the economical conditions and despite the fact that the global steel prices
reduced during 2010 due to the unstable economical situation, the price on steel are predicted to
increase during 2011 (Privata affarer - Stal, 2011 & Redeye — Stal, 2011) The increase primarily
depends on higher costs of input (iron ore, coal and scrap) and a greater steel demand from China
and the Middle East (Privata affarer - Stal, 2011). According to 16 steel experts worldwide the steel
prices will continue to rise during 2011 and peak in the second quarter of 2012 (Financial Times,
2011). The experts differ in their estimations of the percentage increase but the average value of
increase on steel price is 32.2% during 2011 (ibid).

Sociocultural aspects

One of the sociocultural aspects according to Porter is population shift and buying patterns. It is the
therefore interesting to look at the number of active farmers in each country. As mentioned earlier
the number of farmers is decreasing and it is therefore interesting to see which of the countries that
has the highest number of active farmers (Eurostat Newsrelease, 2010). In figure 11 on the next page
the number of Agri Holders" in each country is shown. This figure will be analyzed with figure 9 and
10 in Analysis of PESTEL in order to create a full picture of the external environment. The number of
farmers in Turkey is not available in the data source used. In the final analysis, figure 12, the number

* Farmers who has an agricultural area as well as the rights and obligations related to run a holding (Agricultural in 2009,
2011).
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of farmers in Turkey will be included to create a full picture of the amount of farmers in each

country.
Agri holders being a natural person (in 1000)
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Figure 11: Agri holders being a natural person

The staples show the number of farmers in each country for 2003, 2005 and 2007 and the amount of
farmers is decreasing in each of the countries in focus. Poland is the country with the highest number
of farmers, followed by Italy, Spain, France, Germany and UK.

Within the agricultural industry there is a current generation shift that will increase in the coming
years (ELMIA & Abrahamsson, 2010; Stark, 2011). The younger people within agriculture contribute
with new knowledge and innovative thinking that increases the technological development
connected to the usage of internet (ELMIA, 2010). According to Abrahamsson (2010) there has been
an increased change of visitors on their webpage and the online sales have increased in the last
years. Moreover the younger generation have a higher environmental focus which causes a “new”
type of competition in regards to the environmental dimension (ELMIA, 2010).

The most interesting sociocultural aspect for the results of this thesis is to find the factors that have
an impact on end users buying behaviour. In general the agricultural aftermarket is similar all over
Europe and the variations in buying behaviour between countries in Europe are not major (ELMIA,
2010). However, in order to fulfil the end user demand the differences are still important to take into
consideration when evaluating the buying behaviour to fully understand the demand for the
products (EIMA, 2010).Moreover the buying behaviour of end users will be reflected in the
distributors buying from SKF.

The most important factors when it comes to farmers buying behaviour of spare parts within the
agricultural aftermarket have been identified and generalized from all interviews that were
conducted during this study. These factors are:

=  Price

= Quality

= Availability
= Range

=  Relationship
=  Brand awareness

36



Moreover the farmer’s attitude towards maintenance affects their actions and the amount of work
they do themselves. How these factors impact the buying behaviour and how they relate to each
other is written in the following paragraphs:

= Planned service and self maintenance influence the buying behaviour
=  Buying behaviour regarding pricing, quality, and brand identity
= Buying behaviour regarding relations and availability

The paragraphs have been put together in order to ease the understanding of buying criterions
relation to each other. The special buying criterions for each country in focus will follow after the
general description of buying behaviour.

Planned services and self maintenance influencing buying behaviour

Most farmers work according to the rule “if | can do it, | will do it”, this means that farmers do many
repairs themselves (Fowlie, Andersson, Persson, Sandberg & Arkén 2011). If a machine breaks down
in the middle of a field a farmer needs to have enough knowledge regarding repairs in order to repair
it enough to make it back to the farm, as a result farmers need to learn how to do their own repairs
(Fowlie, 2011). The internet, and endless numbers of forums online have increased the availability of
knowledge of how to repair agricultural machines yourself which also contributes to that farmers are
well educated in machine repairs (ibid). Another reason for the high level of self maintenance is the
fact that farmers want to save money on service costs, and just pay for the single parts (Arkén, 2011).
However, as the new machines become more technically complex the repairs get more advanced,
and the number of planned repairs conducted by experts increase in relation to the age of the
machines (Fowlie, Persson, Knutsson, & Andersson, 2010). A normal way of working among farmers
is to do planned and critical repairs during low season. Other repairs are done when something
breaks down (Fowlie, Persson, Knutsson, & Andersson, 2011, EIMA, ELMIA, 2010). According to
Fowlie (2011) the bearings get changed in advance if they are easy to get to, but if the change
includes a lot of work and is complicated farmers will run the machine for as long as possible without
changing the bearings in advance (ibid). Farmers who run their farms as a business serve their
machines between specific time intervals, or after a certain number of hours of driving (Knutsson,
2011). The bearings that have been replaced as a precaution are saved and the farmers keep them as
stock in case a bearing breaks during work in the fields and needs immediate replacement (Fowlie,
2011). There are a number of bearings and units in agricultural machines and the number of bearings
that needs to be changed during a year is approximately 10 bearings (Arkén & Fowlie, 2011). Even if
the farmers are well educated in machine repairs they are not well informed on how to achieve long
term maintenance and one of the most common reasons that a bearing breaks is because the farmer
has over lubricated the bearing (ibid).

Buying behaviour regarding pricing, quality and brand identity

Farmers are price sensitive, but they are not just sensitive to the price of spare parts (Ackermann &
de la Gandara, 2010). If the farmers do not change the part themselves they also need to pay for the
service which adds up to the total cost of a repair and total cost of the spare parts (ibid). Some
farmers do not understand the connection between losing money due to a standstill, and the total
costs of repair (ibid). As a result some farmers would rather change the same part 20 times by
themselves instead of spending money on a product with better quality that gets mounted by trained
mechanics (EIMA, 2010). This kind of thinking and lack of understanding in regard to the cost of
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repairs opens up the bearings and units market to manufacturers that supply low priced products
with quality that is called “good enough quality” (Ackermann & de la Gandara, 2010).

When the agricultural machines are viewed as a tool that produces money the price sensitivity
reduces and the demand of quality increase (EIMA, 2010). Hence, the willingness to pay more for a
product and service increases with the farmer’s awareness of the relationship between money lost
and stand still (EIMA, 2010, Disel, Bagoglu, 2011). Big farmers are generally more dependent on
quality products because of their large farming areas (Oberg Gustafsson, 2011). Another factor that
has an impact on the farmer’s buying behaviour regarding quality is geographical aspects (ibid).
Quality is more important when the machines are subject to more wear and tear, for example where
the soil is hard or there are long growing seasons (Jordbruksverket, 2010 & Oberg Gustafsson, 2011).

Farmers are normally loyal to brands and the ones who buy on quality often choose the original part
from the OEMs (EIMA, 2010). If the machines are new the farmer is more likely to buy an original
part in comparison to if the machine is old, then it is more common to buy an equal part from
another manufacturer that offers products at a lower price (Knutsson, 2011). However, a strong
brand identity and trust between the end users and an OEM increases the possibility that the farmer
will go to the service point that is provided by the OEM even after the warranty period has expired
(ELMI, 2010; Andersson, Persson, Sandberg & Arkén 2011). As a result brand identity has a major
impact on buying behaviour in relation to pricing/quality since the original parts are more expensive
than “good enough quality” spare parts (ibid).

The possibility to pay is also a factor that impacts the sensitivity to price (ELMIA, 2010). Normally
agricultural output can be sold throughout the year and the prices of a crop, as an example, are
controlled by the world market and may change from one day to the next (Arkén, 2011). In 2010
much of Europe's harvest was destroyed and as a result of the prevailing drought the prices of the
crop was two times higher than normal (Ekl6f, 2011). In normal cases when the crops have not been
negatively affected by the environment the biggest farmers manage more money and will therefore
not be as affected by seasonal income as smaller farmers (ELMIA, 2010; EkI6f, 2011). The big farming
companies have enough turn over to purchase spare parts all year around whereas the smaller
farmers are more dependent on their income during harvest season and therefore are more likely to
make their purchases fewer times per year (ELMIA, 2010; Dusel, 2011). As a result of the fact that
small farmers’ buying behaviour is more dependent on their economical situation, they sometimes
buy more spare parts than they need in order to keep their own stock throughout the year (EIMA,
2010). This happens in Poland and Italy but as bearings in agricultural machines have different
dimensions and this is not a normal behaviour among farmers who rather buy bearings and units
piece by piece (EIMA, 2010; Fowlie, Andersson, Persson, Sandberg & Arkén, 2011).

Buying behaviour regarding relations and availability

From the interviews made it is clear that the availability of agricultural spare parts as an important
issue for farmers that have an impact on their buying behaviour. If the farmer buys on quality and
wants an original part, the farmer is more likely to go to another dealer if the first dealer did not have
that particular part in stock (Arkén, 2011). Regardless of what country that is in focus prompt and
quick as possible service is crucial in order to keep the customers in the long run (ELMIA, 2010).
Where there are many resellers of spare parts the availability is better and vice versa, hence
countries or areas where there are few distributors, availability and rapidity becomes especially
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important (ibid). The number of distributors increases the competition and the farmers have more
choices in their selection of products (ibid).

The resellers/dealers work on their relationship towards the end users and visit farmers regularly to
build up a good relationship and to get a better understanding of each person’s needs (ELMIA, 2010).
An important aspect of the buying behaviour is that farmers as a first choice go to the same dealer
when they do their purchases as trust and understanding is important to farmers. However, as
mentioned earlier the availability of products is more important (Stark, Arkén, 2011). The
relationship has a bigger importance when the farmer needs help with service for certain cases when
they can not solve the repairs themselves (Stark, 2011). Farmers feel safer to talk to someone that
they have a good relation with, and trust is created as the people working in garages know the
farmer and the machines (ibid).

In the following paragraphs farmers buying behaviour in each of the selected countries are in focus.

Italy

Italian farmers are very sensitive to price as they do not understand the connection between stand
still and repairs, moreover the farmers do not know how the different product specifications may
affect the capacity of their agricultural machines (Agli, 2010 & di Rocco, 2011). Di Rocco (2011) was
surprised when he visited a wholesaler of spare parts and noticed that 70% of all Italian farmers
prefer low quality and low prices over high quality spare parts for agricultural machines. Big farmers
are more structured in their buying behaviour and buy products during low season to get the best
pricing deals possible (Agli, 2010). Moreover relationships are an important factor in the Italian
farmers’ buying behaviour and even though there are many dealers and garages that supply products
they normally go to the same shop to make their purchases (di Rocco, 2011). The long season and
the high availability of agricultural spare parts therefore reduce the importance of availability as a
factor of buying behaviour (ibid).

Poland
Information is missing as SKF does not have any active work towards the agricultural aftermarket.
Moreover the Polish farmers do not speak English which made it difficult to conduct interviews.

France

The farmers in France are price sensitive and the farmers have two different ways of acting in regard
to buying behaviours (Serre, 2011). This difference will be noted when the warranty time of the
machines has expired (ibid). Some farmers will continue to buy original parts whereas most farmers
reduce their demand of quality and choose to buy low quality spare parts at a lower price (ibid). The
farmers who continue to buy on quality are large farmers or farming companies that are more
dependent on the capacity of their agricultural machines (ibid).

Turkey

Brand identity and relationships are important to Turkish farmers as they value the feeling of trust
(Bagoglu, 2011). The farmers value availability and 24 hour speed service as a machine can break
down at any time (Unlii Teknik & Bagoglu, 2011). Moreover price is an important factor when the
Turkish farmers purchases spare parts for agricultural machines (ibid).

Spain
According to Silva there are two types of Spanish farmers, 25% buy agricultural spare parts after
quality and 75% buy on price. As a result price is the most important factor that impacts the Spanish
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farmers’ buying behaviour (Silva & Rodrigo, 2011). The farmers change their parts in advance to
ensure that the machines will run smoothly during high season (ibid). Another factor that influences
the Spanish farmers buying behaviour is that more farmers rent machines and as a result the leasing
companies handle the maintenance (ibid). The leasing companies serve the agricultural machines in
advance and buy their parts on price as the quality of low priced agricultural spare parts is good
enough (ibid).

In Spain the huge number of wholesalers and retailers increases the competition (Silva & Rodrigo,
2011). In contrast to Italy the high number of players in Spain increases the importance of the
availability in order to retain customers (ibid).

Germany

The whole German agricultural aftermarket business comes down to a low price business where
price is the most important aspect to German farmers’ buying behaviour (SPAREX Germany & Diisel,
2011). During high season availability is crucial regardless of brand or quality and as a supplier it is
important to make sure that the distributors have a stock of bearings and units during this time of
year (ibid).

In Germany there many farmers buy on quality and consider that to be an important aspect in the
decision making process of purchases (Dusel, 2011). As a result it is important to maintain a good
availability of product range even during the low season to prevent these farmers from choosing
another high quality brand (ibid).

UK

Availability is the most important aspect in an English farmer’s buying behaviour, not just during the
high season (Fowlie, 2011). Farmers normally do all of their purchases a few times per year during
low season and as a result they expect the parts to be available to save them from making return
trips to the shop (ibid).

The English farmers buy on part number and as a result price becomes an important issue (ibid).
According to Fowlie most farmers are aware that low price bearings and units have poorer quality in
comparison to high price products. The limit of increased price for an English farmer is 30%, meaning
that if a high priced product is 30% or more expensive they will take the chance of buying a cheaper
bearing with lower quality (ibid).

SKF’s brand awareness in England is low. The farmers do recognize SKF but do not know the benefits
of their products (Fowlie, 2011).

Technological aspects

The adaptation to new technology has had a major impact on new systems and software installed in
new agricultural machines, especially tractors and harvesters (ELMIA, 2010 ; Ekl6f, 2011). These
machines have auto driving systems and are equipped with GPS and navigation systems, allowing an
increased precision of the overlap margins when working in the field (ibid). Some agricultural
machines are equipped with monitoring systems of the parts in the machine as a safety precaution
that indicates when a part needs to be changed (Fowlie, 2011). However, agricultural machines are
not consumable products but expensive investments that have a durability of more than 20 years
(ELMIA, 2010). As a result the technological development of the actual machines and attachments
within the agricultural industry is slow (ibid). The improvements that have been made in this area

have had an impact on the production methods and choice of material (ibid). The production has
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been changed to better answer to the demand of increasing capacity on bearings and units (ibid).
How often a farmer buys a new tractor depending on personality and level of usage (Andersson,
Persson & Arkén, 2011). Generally speaking the bigger farmers change their machines more often
than the smaller and the number of machines per farm decreases as the capacity of the machine
increases (ibid).

Usage of the internet has increased, partly due to the generation shift taking place in the industry
(ELMIA, 2010). Farmers’ possibility to search for information regarding machines, product
specification, service points and comparing prices has contributed to increased competition between
distributors and manufacturers (ibid). Even if the farmers do not buy their products online they have
the possibility of looking at, and comparing products making them more aware of their options
before their purchase (ELMIA, 2010; Knutsson, 2011). There are a number of web pages with
bearings and units online and some have adapted offers and special prices on some of their products
to attract farmers.

Environmental aspects

Due to the rising concentrations of greenhouse gases in the atmosphere the temperature is rising
(Miljé och klimat, 2010). This change affects the climate and as a result the condition that dominates
certain areas changes, meaning that it gets warmer, wetter or dryer (ibid). These change in
environmental conditions force the farmers to adapt their farming methods (ibid). Europe benefits in
a global perspective and will not be as affected as many other continents (ibid). According to
Jordbruksverket (2010) the critical factors will be determined depending on the season. Good
weather and high temperature is connected with good harvest but the prospect for harvesting
changes and the critical moment to get the crops into the ground, fertilize and water before the
summer heat sets in (Miljo och klimat, 2010). This means that a farmer’s timing and efficiency while
working in the spring is crucial for the rest of the year (ibid). Moreover the environmental changes
increase the risk of a prolonged period of rain or heat which may cause flooding or droughts, in both
cases the harvest can be ruined as it was in the summer of 2010 (Jordbruksverket, 2010). From an
economical point of view the higher carbon dioxide levels are expected to prolong the season for
growing and thereby increase the profit by five percent (ibid). However, the negative and positive
aspects of the change in temperature due to greenhouse gases cancel each other out (ibid).

Another environmental impact that the changes also affect is the demand on agriculture machines
and tools (ELMIA, 2010). In dry areas the soil is harder and as a result the equipment requires better
performance and durability (ibid). The dampness in other areas requires better resistance to dirt and
mud, and material that will not be affected by corrosion (Jordbruksverket, 2010). Moreover the
environment sets the basics for what crops can be grown and for how long (Jordbruksverket, 2010).
This differentiation in weather conditions sets the basics for the types of machines that are in use in
each of the selected countries (Hansson, 2011). In Spain, Italy and Turkey vegetables and fruit
constitute a great amount of the agricultural output (Eurostat, 44/2010, Bagoglu, 2011). When
counting wine into the fruit output of grapes France and Germany also are included in the category
of fruit and vegetables (ibid). Machines that are used to harvest fruit are smaller, adapted to operate
in narrow aisles in the fields and on smaller areas (Hansson, 2011). As a result the farms are normally
smaller in comparison to the big machine parks that are needed order to handle big fields (ibid).
Poland does not have large outputs of fruit and vegetables and as a result the machines are bigger.
The other countries also have regions where the plantations demand big machines (Eurostat,
44/2010).

41



SKF supplies spare parts for agricultural machines that are used in the production of cereal® which is
the biggest output within the agricultural industry (Eurostat, 44/2010). Where the cereal output is
large the usage of machines is high, as a result the changeable parts wear out faster and create an
increased demand for spare parts. In table 3 below the countries in focus and the amount of cereal
(excluding rice) along with the length of the growing season is shown. This table will be analyzed in
the final paragraph of this chapter with the previous figures that have been shown in this chapter in
order to create a full understanding of the external environment.

Table 3: Cereal output and growing season (Eurostat, 44/2010)

Country Amount of cereals Growing season
(million tons) (Months when temperature >5°)

France 70,1 11-12 months
Germany 50,1 7 months

Turkey 28,5 12 months

Poland 27,6 7 months

UK 24,3 9-12 months

Spain 23,3 12 months

Italy 20,5 9-12 months

The table above shows that France and Germany are the biggest producers of cereal, the remaining
countries follow at an equal level of output. This is because the other countries do not have the same
amount of agricultural area, or larger percentage of their agriculture production focuses on other
cultivation.

Legal aspects

Most of the countries, 27 out of 45 in Europe apply to the regulations of the European Union which
facilitate trade across national borders (Exportradet, 2010). The EU is a customer unit that is
completely free from tariffs and quantitative restrictions (ibid). The collaboration between countries
allow companies to sell their products, or invest anywhere within the EU (ibid). Out of the seven
countries in focus, all countries except Turkey apply to the rules of EU as Turkey has not yet been
accepted as a member of the EU (EU-upplysningen, 2011). Turkey applies to the rules set by the
Swedish Trade Council regarding import, export, sales tax and tariffs for their specific country and
specific products (Exportradet, 2010).

Manufacturers of agricultural machines are required by law to have a one year factory warranty (the
time may vary depending on the size of the machine) (Knutsson, 2011). However, the new
constitution of the European Court of Justice contributes to that farmers are not required to
purchase equivalent products as original parts which results in that farmers are allowed to choose
the brand they want for their spare parts (ibid).

5.4.2 Analysis of PESTEL
Within Europe the regulations connected to emission of agricultural machines get strengthened.
These regulations will not affect SKF and the positive change in reduction of emission due to less

Cereal production include includes wheat, rye, barley, oats, mixed grain other than grain maize, sorghum,
triticale, other cereals, and rice.
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friction in an SKF bearing is just some hundredths of a percentage. This means that the farmers will
not notice a remarkable reduction of emission by choosing SKF’'s bearings or units over other
manufacturers’ spare parts. However SKF can benefit from the stricter environmental regulations by
promoting the fact that their bearings do make a change in the total global environmental impact. As
a global company SKF work according to their program Beyond Zero aiming to reduce their own
negative impact on the environment. SKF’s bearings therefore have less impact on the environment
as a whole compared to other manufacturers that do not take the same responsibility as SKF for their
own production. The generation shift within the agricultural industry contributes to the fact that
more farmers are aware of the negative agricultural affects on the environment which also benefits
SKF and their environmental friendly bearings and units. The younger people within agriculture have
also contributed to the fact that there is an increased usage of the internet. The internet contributes
to an increase in competition which does not favour SKF, as the farmers have the possibility of
comparing products regarding price and product specifications they become more aware of the huge
range of bearings and unit available on the agricultural aftermarket. SKF’s products are available
online if their distributor has a web shop or catalogue of products online. In the current situation SKF
does not push internet availability which might affect the end users awareness of SKF products
negatively since there are a number of other bearing suppliers available online.

Availability is one of the important aspects of all farmers’ buying behaviour, especially during high
season. Germany and Poland have the shortest growing season which would indicate that availability
of products is more important in those two countries as the seasonal impact is higher in comparison
to the other countries. As farmers prefer to do maintenance themselves they rely on the
dealer/retailer to have the product that they need in stock. As the machines become more advanced
a trend is that more maintenance and service is done by professionals. In these cases relationships
are a strong factor and the OEM tries to control the agricultural aftermarket through warranties. As a
result they build a strong relationship that lasts even after the warranties have expired. It is therefore
important for SKF to be present on the OEM market in order to sell SKF bearings and units to the
farmers that buy original parts from Original Equipment Service (OES). These farmers value quality
and high performance products and are not as sensitive to price.

The number farmers within Europe are decreasing and a trend within the agricultural industry is that
the big farmers will outlive the smaller farmers. This change benefits SKF as the bigger farmers are
more dependent on their machines in their productive season, and therefore should value the
benefits of buying SKF’'s quality products before low priced products. As the numbers of farmers
reduces the remaining farmers get bigger. As a result these farmers use their machines more and are
more dependent on the quality of their spare parts to prevent unplanned stand stills. Moreover the
growing seasons are, and will be prolonged in the future which means that the usage of machines
will increase along with demand for capacity. As SKF’'s bearings and units have better durability than
competing brands’ bearings this is an advantage to SKF. Their products are more resistant to mud
and water and their products last longer in normal conditions and during normal usage than
competitors’ products meaning that they are better fitted to last for longer seasons. France, Turkey,
UK, Spain and ltaly have the longest growing season indicating that these countries are more
dependent on spare parts due to the higher usage of machines. On the other hand, if the weather
conditions complicate cultivation for farmers and decrease the agricultural period SKF's benefits
compared to other brands of bearings and units will be reduced as the demand of the capacity of the
products decreases.
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The farmers are very sensitive to price which has a negative effect on SKF’s sales. In the relation of
price versus quality, price is almost always the determinant factor for buying behaviour. The farmers
that are the least price sensitive are in France, UK and Turkey. However, the farmers generally try to
save money and as a result some farmers prefer to change the agricultural spare parts themselves
instead of spending money on service for high quality products. A normal reason that a bearing
breaks is that the maintenance was poorly managed by the farmer or that they have been handling
the bearings incorrectly. So even if the farmers are educated on the actual repair they do not know
much about continuous maintenance. By focusing on increasing the brand awareness of SKF’s
products among farmers and highlighting the benefits of choosing their products SKF has the
possibility of increasing their sales to the agricultural aftermarket.

This change of farm structure also has a negative effect on the possibilities for job opportunities in
Europe. The employment within agriculture has been decreasing in recent years, and will continue to
do so. Where there is high employment the end users are more likely to have a stable economic
situation, benefiting SKF’s products in the that the farmers will not be as sensitive to the price of
agricultural spare parts. The size of the farm also affects the agricultural output and a farmer’s
possibility to pay. Moreover the environment has an impact on the type of corps that can be grown.
From SKF’s point of view areas with big farming areas that demand big machines are preferred since
the machines needed for this type of agricultural work demand a higher capacity and have more
bearings mounted in them. Spain, France and Italy have geographical areas that focus on wine
production and have therefore different demands on their machines that do not benefit SKF. On the
other hand France and Germany show high potential for SKF in terms of selling spare parts since they
are the two countries with the highest agricultural output of cereal crops.

The technological development of the agricultural industry has not had a major impact on the
development of bearings and units, despite this fact SKF are leaders in R&D. Agricultural machines
are not consumable products and the demand for spare parts is applied to old machines. This clearly
explains why the demand of the agricultural after market is lower in technical solutions compared to
SKF’s products.

The price of steel is expected to rise which affects the total cost of production for manufacturers of
bearings and units. As a result the price of products for bearings and units are likely to increase. This
will be to SKF’s disadvantage since their products already have higher price than the average market
prices for bearings and units sold to the agricultural aftermarket. As all manufacturers of spare parts
are affected by the increase in commodity prices SKF should use the fact that they are a global
company with the possibility of benefiting from economies of scale in order to prevent an increased
price of their own products.

The numerical data that have been presented in figure 9, 10, 11 and table 3 are shown in figure 12 on
next page. The numbers that have been analyzed are the number of agri holders, the percentage of
employment, the value added per farmer, crop production and the amount of tractors (from figure 8
in the initial external analysis). In order to get an indication of the number of farmers in Turkey the
newest registered number of farmers from 2006 have been used, the value of registered farmers was
3 010 000 (Organic-Europe, 2011).
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The total values of each factor have been used in order to calculate the percentage value for each
country for each aspect in the figure according to the following arguments.

- Agri holders, where there are more farmers there are more machines in use that increase the
demand of agricultural spare parts.

- Employment, where there is high employment there are more farmers and as a result there
are more agricultural machines in use that increase the demand of agricultural spare parts.

- Tractors, where there are more tractors the demand for spare parts is greater.

- Value added per worker, where the added value is high the output of each farmer is greater
and they have bigger areas to farm. As a result the machines work at higher capacity which
increases the demand of agricultural spare parts.

- Crop production, where the crop production is high the demand for spare parts could be
estimated as higher.

Mapping

m Agri holders being a natural person
B Employment in agricultural
Number of tractors in Europé
Agricultural value added per worker

@ Cereal output

Figure 12: lllustration of the countries in focus

The figure clearly shows a trend among the countries in focus. The countries with few farmers, low
total employment and few tractors have the highest added value and cereal output. These countries
are France, Germany and UK. The other countries have the inverted figures. Italy is an exception with
low employment and a high quantity of tractors. From the indication that large farmers use their
machines more actively and have greater need of spare parts France, Germany and UK present the
best potential for SKF. Another way of reasoning is that Turkey and Poland present the best
opportunities for SKF since they have a high employment and many agricultural machines that are in
need of spare parts.

In the following paragraph the description and analysis of the external environment will continue
through using Porter’s five forces analysis.

5.4.4 Porter’s five forces

Porter’s five forces investigate the intensity of industry competition. A company’s profit potential is a
function of the five forces: the threats of new entrants, the power of suppliers, the power of
substitute products, the bargaining power of buyers and the intensity of rivalry among competitors.
The agricultural aftermarket for bearings and units will be analyzed in relation to manufacturers of
bearings and units, farm machinery as well as farmers. In this study the bargaining power of suppliers
will not be analyzed since the focus of the study is the way forward through the distributors to the
end users.
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Threat of new entrants

The barriers within the bearings and units industry where SKF operates are high due to the need of
substantial capital to set up production plants with warehouses and raw material to start an industry
as well as develop a competitive logistics network (SKF, 2011). Moreover the knowledge needed to
understand the concept of producing bearings and units requires experience, although standardised
products are easy to copy the starting cost to set up a production of bearings and units is high (ibid).
Moreover, large market players possess significant assets in terms of patents, licenses, and
trademarks and as a result the leading manufacturers have established strong brands that are
recognized globally (Datamonitor, 2010). Furthermore, regulations such as international laws
governing the use, transport and disposal of substances and control of emissions exist in this market
(ibid). In addition to governing manufacturing and other operations, these laws often impact the
development of products (ibid). However, the laws differ in different countries hence there is a
tendency that low cost manufacturers are increasing within Eastern Europe and Asia.

Threat of substitute products

There are no substitutes to bearings and units for agricultural machinery (Sellier & Giovannelli, 2011).
However, it is important that bearings and units are interchangeable (ibid). This means that they
must be able to replace any other solution coming from competitors as an original part (ibid). Rivalry
among existing firms is therefore significant.

Bargaining power of buyers

The distributors are intermediaries between SKF and the retailers who are in direct contact with the
end users (ELMIA & EIMA, 2010). As the distributors are one step closer to the end user compared to
SKF in the value chain they consequently have more knowledge about the end user demand (Ostling
& ELMIA, 2010). Moreover, the distributors’ demand from SKF is a reflection of the end user demand
for the agricultural spare parts, and as a result their power over SKF increases. The Specialized
Distributors have power over SKF since SKF wishes to work with them when supplying products to
the agricultural aftermarket (SKF, 2011). The Specialized Distributors are the most profitable sales
channel for SKF into the agricultural aftermarket and as a consequence they normally get beneficial
pricing deals which are a result of their strong bargaining power (ibid).

Other buyers of SKF's products are OEMs and there are several large global OEMs within the
industry, the biggest customers for SKF Agricultural are currently (SKF, 2011):

= John Deere

= CNH (Manufacturer of Case and New Holland)

=  AGCO (Manufacturers of Challenger, Fendt, Massey Ferguson and Valtra)
=  Kubota

= (Claas

OEMs buy high volumes of products which results in their possibility to push the prices towards SKF
(SKF, 2011). The OEMs allocate the volumes of bearings and units to the original market and their
own service points (ELMIA & EIMA, 2010). The market where the products are delivered to service
points and sold as original spare parts through OES are called the grey market (SKF, 2011). For SKF as
a manufacturer of spare parts it is difficult to know the size of this market as the OEMs will not reveal
the amount of original products that are sold as spare parts on the gray market (ibid). This means
that the OEMs have the opportunity to buy low price products and put them in their own boxes and
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sell them as original parts even though the manufacturer of the products is not the same as the
original manufacturer (Serre, 2011).

Among the countries in focus the distributors in Germany, Italy, Spain, Poland and Turkey are
fragmented with a large number of small and medium sized businesses requiring products from the
bearings and units market, whereas France and UK are consolidated markets (SKF, 2011). The
fragmented markets contribute to the fact that the business between distributors, farmers and
retailers are more relationship based (EIMA & de la Gandara, 2010). The small retailers have their
own geographical regions of customers and do not want to compete with others that have customers
outside their invisible boundaries (ibid). As a result the retailers are reserved in their competitiveness
(ibid). However, this system of fragmented markets has started to dissolve since retailers have
started to cross their regions and compete more aggressively in order to strengthen their own
business (Disel, 2011). The increased internet usage could be one reason for this development (ibid).

Rivalry among existing firms

The agricultural aftermarket for bearings and units within Europe is highly competitive; however
there is no dominating bearing and unit manufacturer in a certain country or geographical region
(SKF, 2011). The rival intensity is seasonally based which means that during high seasons the price is
not as important for the end user; instead availability and service are more prioritized areas
according to interviewed farmers. Standard bearings that are easy to copy intensify the rivalry among
several companies, making the price an important competitive factor (EIMIA, 201). More and more
companies choose to outsource the production to low-cost countries to be able to lower their prices
and increase their competitiveness (ibid). Manufacturers that produce bearings and units for the
lowest possible price do not value quality and development as highly as SKF, instead they settle for
what is called “good enough quality” (EIMA, 2010; Fowlie & di Rocco, 2011). As a result of their low
pricing and the fact that they supply products that meet the demand of the agricultural aftermarket
these manufacturers are increasingly gaining market share in Europe (SKF, 2011).

As a result of the division of SKF into SD and ID there is a risk of internal conflicts between the
different sales channels within SKF (SKF, 2011). SKF does in fact not only compete with other
manufacturers of bearings and units but other strong market players within the agricultural
aftermarket for bearings and units are the OEMs (EIMA & ELMIA, 2010; Disel, Serre, Sellier, 2011). In
some countries the OEMs have market share of 50% of the agricultural aftermarket (ibid).

As mentioned earlier the OEMs sell original spare parts on the grey market and due to the fact that
the OEMs buy on volume from SKF they have the possibility of selling agricultural spare parts at OEM
prices, increasing the competition in the agricultural aftermarket (SKF, 2011). Moreover they try to
strengthen their own position in the agricultural aftermarket by mounting non interchangeable parts
to secure their aftermarket sales (Knutsson, 2011). They also try to secure the sales and keep their
customers for at least a certain period of time through warranties and service agreements (ibid). The
OEMs sometimes purchase wholesalers to grantee their percents of the agricultural aftermarket.
One example of this is John Deere who Purchased Vapormatic, a general wholesaler of agricultural
machines and spare parts that have business in several countries (Vapormatic, 2011).
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The price level differs in different countries (SKF, 2011). There are even differences internally
regarding SKF’s pricing for different customers in the same country (ibid). It is therefore very difficult
to make a general picture of the pricing levels for SKF compared to other manufacturing companies.
The fact is that the average pricing in the agricultural aftermarket business varies between 5 and 15%
below SKF prices (SKF, 2011). In figure 13 below the price level of manufacturing companies is
shown, SKF represents the highest price of 100% (ibid).

Price level
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Figure 13: Price levels within the agricultural aftermarket

In the following text a short presentation of the most dominant manufacturers of bearings and units
is provided.

The Schaeffler Group (INA/FAG)

The Schaeffler Group consists of the three brands INA, LuK and FAG all members of the World
Bearing Association (WBA) (Schaeffler Group - Company, 2010). The Group was founded in 1949 and
the 2009 turnover was 66.5 billion SEK, with 65 000 employees (ibid). LuK supplies products for
automotive drive trains, FAG is an active player in the automotive, mechanical engineering and
aerospace industry and INA focuses on automotive industries (LuK, FAG & INA, 2010). INA like SKF is
known to provide high quality products and services, offer a broad range of application solutions as
well as engineering and manufacturing expertise (Schaeffler Group, 2011). They have a broad
customer service that includes support, diagnostics, maintenance and assembly of bearings and
systems (ibid). Innovation is important and a key factor that drives INA to develop. They have a
strong cooperation with engineering partners in the initial stage of new developments and launch
around one thousand new products every year (ibid).

INA is an active player in almost all of Europe and a strong competitor in France, Germany, UK, Italy
and Turkey of the seven countries in focus, in France, Germany and Turkey FAG is also one of the
strongest players (SKF, 2011). INA offers their products for a market price at the same level or 15-
50% lower than SKF (SKF, 2011).

NTN-SNR
In 2007 SRN merged with NTN Corporation to form the European organization NTN-SNR, they are a
member of WBA and are a major player in the European bearing industry (NTN-SNR, 2011) The
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merger allowed the two companies to strengthen their position on the European market and benefit
from synergies, technologically, geographically, industrially and commercially (NTN-SNR, 2011).

They focus on customer satisfaction, quality of service, short delivery time, maintenance service,
innovation and “premium” quality (NTN-SNR, 2011). The collaboration between the two companies
aims to create a global research technology system, a part of this is to start a new Technology Centre
in Shanghai during 2011 (NTN Report, 2010). Their intention is to speed up the development of new
products and thereby respond to new needs, such as more energy friendly products (ibid). In order to
improve their communication with their customers, and enable a better response to the increasing
demands of the European agricultural aftermarket NTN-SNR expanded their product range during
2010 and started up a webpage specific to agricultural aftermarket customers (NTN-SNR, 2011). NTN-
SNR also aspires to have patented products that could become global standards, adopted by large
European and Asian manufacturers, such as ASB wheel bearing (ibid).

Out of the countries in focus NTN-SNR are particularly strong in France, Germany and Italy but their
products are available in all European countries with the greatest extent in the east of Europe (NTN-
SNR, 2011). The market price of their product for the agricultural aftermarket is 5-40% lower in
comparison to SKF prices (SKF, 2011).

Nachi-Fujikoshi Corporation

Nachi-Fujikoshi Corporation was founded 1928 in Japan, almost 40 years later in 1967 Nachi Europe
was established (Nachi-Fujikoshi, 2011). In 2009 the net sales was 8.4 billion SEK with 54 companies
all over the world, 29 domestic and 25 overseas (ibid). The overseas sales accounts for 2.9 billion SEK
and the operational base for the European market is Nachi Europe located in Germany (Nachi
Europe, 2011).

Nachi-Fujikoshi offers prompt product supply and comprehensive support services and their strategy
is to carefully listen to their customers’ needs in order to ensure a comprehensive product portfolio
and efficient service offerings (Nachi-Fujikoshi, 2011). Their goal is to achieve a high level of precision
with top performance capacity according to their webpage.

Nachi-Fujikoshi has penetrated various parts of Europe and are now active players in Germany, UK,
France and Italy and Spain but have intentions to branch out even more in France and Italy (Nachi-
Fujikoshi, 2011). Out of the countries in focus Italy is the country were Nachi-Fujikoshi is a strong
player within the agricultural aftermarket among bearings and units (ibid). Their products are 50-80
% cheaper than SKF products for the agricultural aftermarket (SKF, 2011).

JTEKT Corporation (Koyo)

JTEKT Corporation was established in 2006 after a merger agreement between Koyo Seiko Co., Ltd
and Toyoda Machine Works, Ltd (JTEKT, 2011). The former well known bearing producer Koyo Seiko
Co., Ltd. was established 1921 in Japan (Koyo, 2011). The head office is still in Japan and at the end of
March 2010 the total sales was 62.5 billion SEK and the number of employees 35 465 (JTEKT, 2011).

The vision of JTEKT Corporation could according to themselves be summarized as “creation and
innovation” (JTEKT, 2011). JTEKT Corporation intends to be among the world’s top 10 automotive
parts suppliers and want to pursue excellence in product quality, reliability as well as service (Koyo,
2011). Koyo (UK) is a group company within JTEKT that provides an “Online Stock Checking System”
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where their customers have the possibility to check what potential stock is available in the UK
warehouse and European central warehouse facilities (Koyo, 2011).

JTEKT offer solutions to both OEMs and to end users in the agricultural aftermarket with focus on
their key markets such as automotive, agriculture and construction, heavy industry (steel & wind
mill), machine tool, electric motor and general machinery (Koyo, 2011). In Europe their Central Office
located in Holland is linked to a global system (ibid). They also have sales offices located in UK,
Germany, Spain, Sweden and ltaly, each office has an expanded territory of responsibility (ibid).
Among the countries in focus for this thesis JTEKT is an active player especially in the Italian and
German agricultural aftermarket (SKF, 2011). The prices for a JTEKT product are usually 50-80% lower
than the prices SKF offers (ibid).

NSK

NSK was founded in 1916 and was the first ball bearing producer in Japan (NSK, 2011). The company
has the largest share of the bearing market in Japan and is one of the largest bearing suppliers in the
world offering a full range of bearings with services such as maintenance, training, online tools and
asset improvement programs (ibid). The number of employees in March 2010 was 24633 and their
net sales 2.2 billion SEK (ibid).

In Europe NSK has R&D centres, sales offices and plants (NSK, 2011). They have sales offices in each
of the seven countries in focus and focus on customers in various industries such as steel industry,
automotive, machine tools and mining & construction (ibid). The RHP self lube brand is part of NSK
and is strong in the agricultural aftermarket, mainly in the UK, and Germany (ibid). The market price
NSK offers for their products is 20-40% lower than SKF’s prices for agricultural spare parts (ibid).

Peer

Peer is a subsidiary of SKF and was founded in 1941 in the USA, and is today a main player among the
lower quality products for the agricultural aftermarket (Peer, 2011). Peer offers a wide range of
agricultural bearings and units of different varieties (SKF, 2011). Like other competitors they focus on
customer needs and try to satisfy every aspect of assuring customer trust in order to build a long
standing relationship (Peer, 2011). Peer has a wide variety of clients, from small-producers of
appliances to multi-million dollar machine tools, from local to global (ibid). In Europe, Peer is
strongest in the agricultural aftermarket in UK and they offer products that are 20-40% lower than
SKF (SKF, 2011).

5.4.5 Analysis of Porter’s five forces

The threat from substitute products is low, as a result of the fact that there are no substitutes to
bearings and units. Pirate parts could be called substitutes but as these manufacturers compete with
the same type of products they are also accounted for as low quality competitors. The barrier within
the bearings and units industry is high because of the substantial capital and knowledge needed in
order to be able to produce bearings and units. However, there is a trend of an increase of Asian and
East European market players that offer low cost products. However, they are not competing on the
same terms as SKF yet, but are gaining market share on the European market and could be
considered as new entrants for the European industry. As a result the threat of new entrants is
moderate.

The bargaining power of buyers is high. The Specialized distributors have the advantage arising from
the fact that SKF wishes to supply products to the agricultural aftermarket through their sales
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channel and normally get beneficial pricing deals. OEM customers have the size to push SKF’s prices
and hold the power of deciding what kind of spare parts they are distributing to their service points
at the agricultural aftermarket. There is a conflict between SKF’s internal sales channels due to the
fact that the OEMs have the possibility to buy high volumes for original market price that they could
allocate to the original market as well as aftermarket. This results in a loss for SKF since the prices on
the aftermarket are higher than for the original market. Moreover the cost of switching suppliers of
bearings and units is low resulting in that the buyers bargaining power increase towards SKF. Another
factor that contributes to the buyers’ power towards SKF is that they are one step closer to the end
user compared to SKF. This means that they have more knowledge about the end user demand and
also have the possibility of pushing certain products towards the end users.

SKF has the possibility of reducing the buyers’ power as SKF’'s brand has a high reputation among
customers. If SKF’s customers wish to buy high quality agricultural products SKF gains power towards
their customers.

The agricultural aftermarket among bearings and units is characterized by intense competition due to
high establishment and price pressure. There is no dominant bearing and unit manufacturer in a
certain country or geographical region which opens up the market to SKF's advantage. However, the
rivalry within the industry is high and there is constant price pressure in the agricultural aftermarket.
One reason for this is that many Asian and East European competitors offer products that satisfy the
end user demand and as a result they have increased their market share on the European
aftermarket among bearings and units.

The agricultural aftermarket of distributors is either fragmented or consolidated depending on the
number of players. Consequently, SKF’s approach toward distributors needs to be different. In
fragmented areas this means that SKF will need to have more customers or distributors compared to
consolidated markets in order to cover larger geographical areas with their spare parts for the
agricultural aftermarket.

The rivalry among manufacturing companies of bearings and units are intense and the only way to
have competitive advantages is to offer solutions that meet the customers and end users.

Through the tools PESTEL and Porters five forces the external environment has been analyzed. The
farmers buying behaviour are important aspects that decide which criterions are important for SKF in
order to increase their sales of spare part to the agricultural aftermarket. Moreover it is of interest to
determine what sales channels farmers prefer when they purchase their spare parts for agricultural
machines. In the following chapter the distribution network within the agricultural aftermarket is
presented.

5.4.6 Distribution network

When expanding into a niche market SKF prefers to go through Specialized Distributors, this is also
the sales channel they prefer to use in order to sell spare parts to the agricultural aftermarket (SKF,
2011). However, farmers also buy agricultural spare parts from private retailers, and wholesalers that
have been supplied by General Distributors like Authorized OEM Distributors or Industry Distributors
(Arkén, Andersson, Persson, Sandberg & Wettermark, 2011). The network of players within the
agricultural industry is complex and the number of distributors, garages, and service points that serve
the agricultural machine business in Europe are uncounted for. As a result the picture presented has
been generalized to show the four most common ways of flow to create a better understanding of
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the flow of products to the agricultural aftermarket within Europe. This will also show if SKF’s current
strategy to use Specialized Distributors is the best sales channel to use in order to increase sales in
the agricultural aftermarket. In figure 14 on the next page the value chain of the agricultural industry
is shown based on information from fairs, interviews and desktop research. In the following
paragraph the boxes that constitute the figure is described.

OEMs are original manufacturers of agricultural machines or attachments. They have authorized
garages called Service Points that focus on maintenance for their specific brand (EIMA & ELMIA,
2010). The difference between Agricultural (Agri) Specialized Distributors and General distributors is
that the Agri Specialized Distributors specialise in the agricultural aftermarket industry whereas the
General Distributors supply products for anyone who wants to buy these products (Stark &
Wettermark, 2011). These distributors focus on any type of industrial sales and are therefore labelled
as General Distributors. Wholesalers are intermediaries that function as a link between a distributor
and dealer (Knutsson, 2011). Another type of wholesalers is farmers associations. These are not a
typical intermediary but have a role as mediators and represent the voice of the farmers within the
agricultural aftermarket and try to impact the distributors and wholesalers relationships (Arkén &
Persson, 2011). Authorized Dealers and Private dealers have the same purpose and the only
difference between these two is that the Authorized Dealers have the name of the distributor which
supplies products to them while the private dealers are completely independent of the brand of the
distributor (ELMIA, 2010). These dealers sometimes have a garage in connection to their shop to
serve the end users or do actual repairs (ibid).

The dashed boxes are intermediaries that can be used, but depending on the situation they are not
necessary steps in the distribution network. The text after the figure describes each channel in detail.
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Figure 14: Distribution network

First flow

Agricultural products are sold to OEM customers and the purpose of these products is not to serve as
spare parts, as a result this way of flow is known as the grey market. It is impossible to know if the
products are mounted in the agricultural machines or are repacked as original parts and sold as spare
parts through Service Points. Another possibility that the OEMs have is to sell spare parts to
Agricultural Specialized Distributors, General Distributors, wholesales or Private Dealers.

Second flow

Products for the agricultural aftermarket are being sold to Agri Specialized Distributors. These
distributors may have their own Authorized Dealers that reach the end users of the bearings and
units, or they might use a wholesaler that supplies their products to Private Dealers.

Third flow

Products for the agricultural aftermarket are sold to General Distributors and these products can be
purchased by the farmers without any intermediaries. However, depending on the distributor they
might sell through wholesalers or Private Dealers.

Fourth flow

The fourth way of flow represents the manufacturers of bearings that produce low quality products
especially for the aftermarket. They sell their products straight to farmers that make seasonal orders
or through web shops. Occasionally they also sell products to Private dealers that supply low quality
products.

Out of these four product flows the most common ways of selling are the first or third flow. Sales
channel 1, the grey market is hard to estimate since this is not the intentional way of flow for spare
parts (SKF, 2011). However, the OEMs use warranties, repackaging of products and sell through a lot
of channels in order to strengthen their position and influence the agricultural aftermarket (ELMIA,
2010).
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The reason that channel 3 is more common than 2 is that there are not very many Agri Specialized
Distributors in the countries of focus and moreover these distributors have higher prices for their
products in comparison to General Distributors (Stark & SKF, 2011). This is the result of General
Distributor’s, especially Industry Distributors that sell their products on product specification while
Agri Distributors sell products on article number (Arkén, Andersson, Persson, Sandberg & Knutsson,
2011). The article number is followed by the service of choice among several brands, as well as
inventory costs that increase the price of the products (ibid). Moreover the Industry Distributors buy
a larger volume of products and therefore have the possibility of reducing the prices from the
bearing manufacturers (ibid).

5.4.7 Analysis of the distribution network

In the general picture there are four possible ways of flow for spare parts to the agricultural
aftermarket. 1, 2 and 3 are the sales channels that SKF can use in order to increase their agricultural
aftermarket sales. As mention earlier SKF wants to use Agricultural Distributors but from the picture
it is clear that this is not the channel that includes most sales. By increasing their OEMs sales they will
support the grey market but at the same time increase the availability of SKF bearings and units to
the agricultural aftermarket. When locating new potential distributors of spare parts to the
agricultural aftermarket SKF has the possibility to broaden their view. SKF has the possibility of
supplying distributing companies that reach the end users for agricultural spare parts without being
focused on agricultural products.

In the internal analysis, SKF’s strengths and weaknesses were identified. In the next chapter SWOT,
these factors will be presented along with external opportunities and threats

5.5 SWOT analysis
In the SWOT analysis SKF has been analyzed with the agricultural segment as a starting point. SKF’s

strengths and weaknesses are presented along with external opportunities and threats. Then the
internal and external factors are matched to identify critical success factors.

Analysis of internal strengths & weaknesses

SKF has a strong relationship with some of their distributors. These relationships have evolved over a
long period of time and are important assets viewed as strengths in competitive environments such
as the agriculture aftermarket. In the same way the weak relationships with distributors becomes a
weakness for SKF. Another weakness is that SKF focuses, and wishes to use Specialized Distributors
when selling products to the agricultural aftermarket even though these players are few and other
distribution channels are used more frequently by end-users when they purchase agricultural spare
parts.

Quality contains many different aspects and SKF’s products have high quality in terms of technical
solutions. SKF value R&D and their knowledge regarding bearings and units has made them leaders in
quality, when capacity of the product is a qualitative aspect. SKF’s knowledge enables them to offer
support to their customers as well as end users of their agricultural bearings and units. The five
platforms within SKF offer different areas of expertise and contribute to a large variety of products
and solutions for various applications within the agricultural aftermarket. These platforms further
strengthen SKF’s internal capacity making it possible for SKF to offer a wide range of products. In
relation to the high quality the pricing of SKF’'s products are high, and SKF has the highest pricing out
of all of its competitors. As quality includes satisfying customer needs SKF’s pricing is too high in
relation to their technical quality and this becomes a weakness due to the constant pressure on price
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and demand for cheaper products. Another weakness is that SKF’s products are perceived as too
advanced for their applications. A reason for this could be that the products offered to the
aftermarket are the same as for the original market. SKF does not consider that there is a different
demand for products on the aftermarket and as a result this weakness within SKF opens “the door”
for external threats.

An internal strength is that SKF has a strong brand identity that makes it easy for distributors and end
users to recognize SKF. However the brand awareness is a weakness since the end user of their
products does not recognize the benefits of SKF’'s products. This could be improved as SKF are
represented in all European countries and has a delivery time of 1-2 days, which increases SKF’s
availability of products regardless of geographical location.

SKF has, through their distributors, the possibility to sell agricultural aftermarket products through e-
commerce, however compared to competitors SKF’s presence on the internet is low which gives
room for competitors to increase their market share by using the internet as a sales channel. As
other manufacturers of bearings and units increase their presence on line this becomes a weakness
for SKF.

A major weakness is the fact that SKF does not have strong knowledge of the agricultural aftermarket
industry. They do not have a strategy, plan or overall direction for how the agricultural aftermarket
should be handled by sales people responsible for this segment. Many people internally feel that
something needs to be done about the focus on the aftermarket, but they do not know how or what.
By not using the information within SKF the weak cooperation between countries and divisions
becomes a weakness. In contrast to the weaknesses SKF has a good knowledge of the OEM business
for agriculture and are suppliers to the world’s leading manufacturers of tractors and attachments,
meaning that their products reach the end users through the grey market and increase SKF's
presence in the agricultural aftermarket.

Analysis of external opportunities & threats

To start with SKF has the opportunity of expanding their business within the agricultural segment,
since there is a demand for spare parts. There are a large number of tractors and other agricultural
machines in Europe and due to their long lifetime they need constant service and maintenance. The
threat on the other hand is that there is a different demand on products in comparison to SKF’s
product offerings to the agricultural aftermarket. There are several sales channels that reach the end
users of agricultural spare parts which indicate that SKF has the opportunity to increase their sales.
Almost all of the products being sold to the aftermarket are standardized, giving SKF the opportunity
to change their offer portfolio as they already have these products in their range. One of the greatest
threats, no matter of geographical area is the constant pressure on price. To add to this the number
of farmers within the agricultural sector is decreasing, resulting in an intensified rivalry that
threatens SKF’s position. At the same time a trend is that low cost manufacturing suppliers increase
the quality of products, and as a result they become a greater threat to SKF.

There is an increasing usage of the internet among farmers arising from the generation shift. This
trend creates a threat for SKF since the internet contributes to the increased availability of
knowledge regarding agricultural spare parts. Usage of the internet also presents an opportunity in
terms of expanding SKF’s sales through e-commerce as a sales channel.
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Internally SKF has good knowledge of other segments than agricultural, and moreover a strong
distribution network. Within SKF Agriculture there are countries that have good efforts toward the
aftermarket, using exciting contacts and sharing information to replicating success stories is a great
opportunity for SKF.

The external environment creates a threat towards SKF in that OEMs try to control most of the
agricultural aftermarket with warranties and service deals. Since the OEM dealers have direct contact
with end-users their knowledge of the end-user demand is higher in comparison to SKF’s knowledge,
this complicates SKF’s work towards the end users constituting a threat. Moreover, the rest of the
market that is not influenced by OEMs is dominated by low cost suppliers that compete on other
terms than SKF. Sometimes companies copy SKF’s products which increases the threat towards SKF.

The external environment presents regulations that affect the farmers within the industry in regard
to greenhouse gas emissions. SKF focuses on the environment and as a result this becomes an
opportunity for SKF in comparison to other manufacturers of bearings and units. Another aspect that
benefits SKF and presents an opportunity is that the steel prices are predicted to increase during
2011. However, as SKF is a global company they should be able to use the advantages of economies
of scale.

In table 4 below the SWOT analysis is shown divided into four categories. In the next paragraph the
success factors are presented as an outcome of the SWOT analysis.

Table 4: SWOT analysis

S w o T

w |- Strong relations - Weak relations - There is a demand for - OEM knows the customers
(o)
§ & | - Brand identity - Not well spread e- products - Fewer farmers
g % commerce - Usage of e-commerce - Usage of internet increases
@ Ero - Brand awareness increases - Different demand for
(7]

products
- Quality - Price level - Standardized products for - Pressure on price
3 ® | -Range - No range specific for AM AM - Low quality brand increase
2 S | -5 platforms - Too advanced products their quality
o c
5 5
- Availability - Knowledge regarding AM - Strong distribution network | - Production costs increase
- _ |-R&D - Internal work towards AM within SKF
=
o % - Knowledge and Service - Weak cooperation between | - Replicate success stories
o . . . - . .
A § - Business with OEM countries and division - Share information
o 2 -
2] -Focus on Specialized
Distributors
- Environmental regulations - AM is influenced by OEM

g m - Sales channels - Dominated by low cost

-+ .
@ g suppliers
o 2
(7]
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5.5.1 Success factors

In order to be able to identify success factors as an outcome, the internal strengths and weaknesses
have been matched together with external opportunities and threats, see table 5 below. Each factor
has been matched in a way to either take advantage of an opportunity, to identify areas that can be
improved, to fight competition or to identify major risks and issues.

Table 5: Success factors

Strengths Weaknesses

1. Range/Demand for products 4. Not well spread e-commerce/E-commerce increases

2. Availability/There is a demand for the 5. Brand awareness /Demand for products

products 6. Internal work towards the AM/Strong distribution
_50 3. R&D/Environmental regulations network within SKF
'g 7. Internal work toward the AM/ Replicate success
& stories
g- 8. Weak cooperation between countries and divisions/
ﬁ. Share information

9. No range specific for AM/Standard products
10. Focus on Specialized Distributors/Sales channels

11. Strong relations/Production cost increase 18. Relations/Production cost increase

12. Quality/Low quality brands increase quality 19. Not well spread e-commerce/Usage of internet

13. R&D/Different demand for products increases

14. Business with OEM/AM influenced by OEM 20. Price level/Production cost increases

15. 5 platforms/Different demand for products 21. Price level/Pressure on price
. 16. Quality/Less farmers 22. No range specified for AM/Different demands for
3 | 17. Knowledge and service/ Pressure on price products
g_ 23. Too advanced products/ Dominated by low cost
(7]

suppliers

24. Knowledge regarding AM/Different demand for
products

25. Knowledge regarding AM/ AM influenced by OEM
26. Brand awareness/Dominated by low cost suppliers
27. Knowledge regarding AM/ AM influenced by OEM

In the following text the result of each match will be presented. The purpose of developing success
factors is to create activities that enable SKF to maximize its position within the agricultural

aftermarket.

To catch an opportunity - strengths matched with opportunities
1. SKF supplies products and there is a demand for these products on the agri AM.

2. SKF should increase their availability to the end users.
3. SKF should focus on promoting the benefits of their products

To identify areas of improvement - weaknesses matched with opportunities
4. SKF has the possibility to increase their presence on the internet by using e-commerce as a sales

channel.
5. SKF should work on improving the brand awareness among farmers
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6. SKF could use the already existing strong distribution network within SKF to increase the
possibilities of establishing new contacts in unknown geographical areas (i.e. VSM).

7. When developing a strategy for the AM in regions, SKF has the possibility of replicating success
stories.

8. SKF needs to increase their communication internally to avoid the risk of internal conflicts.

9. SKF should adjust their offering for the aftermarket according to the demand of end users

10. SKF should increase their sales through sales channels that reach the end users for agricultural
spare parts.

To fight competition - strengths matched with threats

11. SKF should strengthen the good relations that they have.

12. SKF should focus on educating/increase the awareness regarding the benefits of their products.
13. SKF has to adjust their offer portfolio to the demand of the aftermarket.

14. SKF should penetrate the OEM market to ensure presence in the aftermarket.

15. SKF should use their five platforms to offer whole packages as solutions.

16. SKF should use the development in farming structure.

17. SKF should focus on their internal capacity to increase sales to the agricultural aftermarket

To avoid major risks and issues - weaknesses matched with threats

18. SKF should care for the long term relationships with customers.

19. SKF should market themselves more aggressively towards the agricultural end users.
20. SKF should use the advantages of economies of scale.

21. SKF should differentiate their offer towards the AM.

22. SKF should adjust its offer portfolio to meet the demand of end users.

23. SKF should decide if the agricultural aftermarket is an attractive business for SKF.
24. SKF needs to increase their knowledge regarding the agri aftermarket.

25. SKF should penetrate the OEM market to ensure presence on the aftermarket.

26. SKF should focus on the customers that value high performance.

27. SKF should use the OEMs to increase their presence on the agricultural aftermarket.

In the next chapter these activities will be placed in a figure of success factors to determine their
importance of success. This is done in order to identify the factors that are most critical for SKF in
order to succeed within the agricultural aftermarket.

58



5.5.2 Importance of success factors

To be able to understand the importance of each factor they have been balanced by their
importance and their impact on SKF’s position. The fist step is to look at the factors that make up the
action of the success factors, the second step is to place them along the x- and y-axis depending on
whether they arise from a strength/weakness in combination with opportunity/threat. The results of
these placements become the bubble positions shown in figure 15 below and give an indication of
which success factors are more critical than others. In the text following the figure the factors will be
presented in detail.

Importance of success

factor
A

High & D
GQitgzccess Factor @ Strategic @ Factor@
<) —

@ =
D7
S =

: Balanced Success Factor @rvalfd Success Factor

> O O

Low

v

Our weakness Our strength SKF’s position

Figure 15: Importance of success factors

As the names of the four squares reveal the success factors are critical and important for SKF and the
strategic success factors could benefit SKF in a strategic way. The balanced factors could balance
SKF’s position and the overvalued success factors are overvalued and will not have a major impact on
SKF. Some of the factors have similar analyses even though the factors behind the actions are
different. However, since all aspects of the identification of success factors needs to be taken into
consideration the analyses are described despite the possibility of similarities.

Analysis of critical success factors

5. SKF should work on increasing brand awareness among farmers.

In order to increase sales on the agricultural aftermarket SKF needs to increase the awareness of the
brand among farmers. Farmers do many repairs themselves and do not like to change from the spare
part that they are used to using. However, they do not know how to manage the maintenance and
cause a lot of problems themselves as they do not have the knowledge needed to maintain a bearing
or unit. By increasing the awareness of SKF’s products in comparison to other manufacturers of
bearings and units SKF also has the possibility of increasing the farmers’ knowledge regarding
maintenance. As the farmers become more educated they will be able to relate these benefits of
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products to their own agricultural work. The increase of awareness will make farmers value quality
higher than in the current situation.

7. When developing a strategy for the agricultural aftermarket success stories should be replicated.
(i.e. SKF Agriculture Denmark)

There are units within SKF agricultural that have a clear strategy and a plan for how they should, and
want to work towards the agricultural aftermarket. These countries, such as Denmark are examples
of how the relationships between SKF and agricultural distributors should be handled. SKF should
replicate an already established working method and apply it as an approach to other distributors in
order to strengthen their position within agricultural aftermarket within bearings and units.

9. SKF should adjust their offering towards the aftermarket according to the demand of end users.
Almost all of the products for the agricultural aftermarket of bearings and units are standardized; as
a result there is no demand for the technologically advanced product that SKF offers to the
aftermarket. SKF should change their offer portfolio to better fit the demand within the market to
have a chance of increasing their sales and market share in the agricultural aftermarket.

21. SKF should differentiate their offer towards the agricultural aftermarket.

Many manufacturers of agricultural machines differentiate their products so that the customer has
the possibilities of buying an agricultural machine in their intended price range. This is a strategy that
is designed to “lure” the customer to create new demands for higher quality of products. SKF has the
possibility to differentiate their products in the same way, this does not mean that the quality of the
products should be reduced in regard to raw material used in the production. Instead this could be
done by having different scales of the technical solution of bearings and units. The point of this is
that more farmers will demand SKF’s products. However, the disadvantage of this is that the farmers
could perceive this differentiation as SKF is lowering their quality of material, if this would happen
SKF brand identity could be damaged.

23. SKF should decide if the agricultural aftermarket is an attractive business for SKF.

The agricultural aftermarket contains a number of factors that indicate that SKF will have no future in
this market. In order to succeed in a potential expansion SKF must invest in improving current
internal resources. Before starting more focused work towards the agricultural aftermarket SKF
needs to decide if this business will be beneficial in the future. One alternative is to not make any
active effort to improve the situation and simply focus their efforts towards OEMs. However, their
aftermarket sales will continue and SKF will always have some sales to the agricultural aftermarket
for bearings and units.

24. SKF needs to increase their knowledge regarding the agricultural aftermarket.

Currently SKF does not know much about the agricultural aftermarket, to have a chance of
succeeding within this agricultural aftermarket they need to increase their knowledge. In order to
offer the right product in relation to the demand of bearings and units SKF needs to have closer
relationships with their suppliers to increase their knowledge. SKF can not rely on the fact that they
are a leading bearing manufacturer but have to invest in continuous learning regarding the
agricultural aftermarket.

25. SKF should penetrate the OEM market to ensure presence on the aftermarket.
OEM tries to control the agricultural aftermarket and in current situation they have a large influence
of what products that are sold due to their warranties of agricultural machines. By penetrating the
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OEM market and increasing their sales of original parts through the OEM sales channel SKF will have
a greater presence in the aftermarket. When the warranties of machines expire some farmers choose
to buy original parts, and if SKF’s availability increases on the OEM market it is more likely that the
aftermarket sales will increase as well.

26. SKF should focus on the customers that value high performance.

As the agricultural aftermarket is highly competitive and there are several low cost suppliers it is
important for SKF to focus mostly on the farmers that view their agricultural machines as tools that
produce money. These farmers are more dependent on their machines and should therefore have
higher requirements of high performance products. Their demands of products better fit the
products that SKF offers. These farmers are also more likely to increase their knowledge of
maintenance and benefits of different spare parts. They are more dependent on their machines
operating reliably and consistently compared to farmers that value their purchases on price alone.

Analysis of strategic success factors

1. SKF supplies products and there is a demand for these products in the agricultural AM.

This is the first and basic condition for SKF to be able to sell any products at all to the agricultural
aftermarket. SKF is a manufacturer of bearings and units and there is a demand for these products in
the aftermarket for agricultural machines.

2. SKF should increase their availability towards the end users.

Availability is one of the key factors in terms of a farmers buying behaviour. SKF should increase their
availability of products for the end user by making sure that their distributors always have a stock of
SKF products. Moreover this increase of availability could be made by making sure that SKF’s
distributors have a good geographical coverage of dealers. The availability is especially important
during high season and by having a good product availability the chance of improving sales increases.

10. SKF should increase their sales through sales channels that reach the end users for agricultural
spare parts.

SKF wishes to use Specialized Distributors to reach the end users of agricultural spare parts.
However, this is not the most common sales channel that farmers use when they make their
purchases. SKF should broaden their view of potential distributors and focus on supplying products
to all types of distributors that reach the end users of agricultural products.

12. SKF should focus on educating to increase the awareness of the benefits of their products.

Since the low quality brands slowly increase their quality SKF should focus on increasing the
awareness among customers and end users regarding the SKF brand. It is of great importance that
the distributors who sell SKF products have the knowledge to be able to explain to their customers
what benefits SKF’'s products have in comparison to other bearing manufacturers’ products. The
distributors need this knowledge in order to convince the end users that it is better to buy high
quality products in the long run instead of changing the same part several times, and that they by
choosing quality also will save money on repair costs and the cost of several spare parts.

13. SKF has to adjust their offer portfolio to the demand on the aftermarket.

Even though SKF is a leader in development their products do not satisfy the market demand
because of their complexity. Most of the bearings are standardized and there is no need for the most
developed and advanced products in the aftermarket. By changing the offer portfolio to better fit the
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market demands in terms of technologically advanced solutions SKF will have a better chance of
selling their products.

14. SKF should penetrate the OEM market to ensure presence on the aftermarket.

OEMs control a large portion of the agricultural aftermarket and the trend of prolonging warranties
makes it clear that this will be the case in the future as well. By developing SKF’s work towards the
OEMs SKF can ensure that their products are mounted as original parts in the agricultural machines
before the first repair. The farmers who change parts with original replacements will as a result ask
for an SKF spare part. The margin will not be as high as when selling through specialized agricultural
distributors, but SKF will gain a higher presence in the aftermarket.

15. SKF should with the five platforms offer whole packages as solutions.

Approximately 80% of SKF’'s products being sold to the agricultural aftermarket are Y-bearings and
SKF’s market share in this market is low. SKF should look into the possibility of packaging knowledge
from all platforms into new offers that suit a wider range of demand within the agricultural
aftermarket. This will allow SKF to be able to serve new areas within the agricultural aftermarket.

17. SKF should focus on their internal capacity to increases sale to the agricultural aftermarket.

SKF has good knowledge within the company regarding spare part products for the agricultural
aftermarket and should use this knowledge to its advantage. Distribution is one sales channel that
could be better used in order to spread SKF knowledge, currently only authorized distributors have
access to SKF’s offered online trainings. One of the problems with SKF’s products is that they are too
advanced, and as farmers are “conservative” they are unwilling to try new products. SKF should
follow their vision and increase the spread of SKF knowledge to distributors in order to increase the
sales towards the agricultural aftermarket.

Analysis of balanced success factors

6. SKF could use the already existing strong distribution network within SKF to increase the
possibilities of establishing new contacts in unknown geographical areas (i.e. VSM).

Within SKF there is a strong distribution network. This could be used to start finding new potential
distributors for the agricultural segment in geographical areas where the current information is
weak. By identifying distributors for other segments that also have business in the agricultural
segment SKF should be able to open a discussion regarding agricultural sales using, for example, the
argument of reducing the distributor’s number of suppliers.

4. SKF has the possibility to increase their presence on the internet by using e-commerce as a sales
channel.

Usage of the internet is increasing and will continue to do so in the future. The internet gives people
the possibility of looking at and comparing products and price, giving them greater power to decide
what spare parts they want. By increasing SKF’s presence on the internet in a strategically chosen
way, and not just through current distributor’s web pages, SKF will have one more channel to reach
end users.

8. SKF needs to increase their communication and knowledge sharing between countries to take
advantage of already existing information in order to replicate.

The difference regarding SKF’s success within the agricultural aftermarket between countries is
significant. The countries that are less successful should look at the others and replicate their way of
working. Moreover there should be more border crossing communication regarding the big
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distributors who are active on bigger areas than just the local market. By sharing more information
success stories can be copied and mistakes avoided. In order to take care of the information within
SKF the communication and cooperation needs to increase. SKF is one company, working for the
same purpose and everyone that works in the same business area should have the possibility of
benefiting from the knowledge within SKF.

18. SKF should care for long term relationships with customers.

As commodity prices increase SKF might be affected negatively due to the fact that SKF’s products
already have the highest prices within the industry. In these situations it is of great importance to
nurture SKF’s existing relationships to prevent customers from switching distributors. Pricing is an
issue in the current situation, in some countries this has resulted in SKF losing market share in the
agricultural after market as a result of their high pricing. By taking precautions and starting to
increase the amount of active work to improve relationships with distributors SKF can prevent this
from happening again.

19. SKF should market themselves more aggressively towards agricultural end users.

As the competition increase SKF needs to market itself more aggressively in order to keep, and
improve their identity with farmers. Through usage of the internet the farmer becomes more aware
of the range of products and, not be overlooked, it is important for SKF to keep up with the
competition.

22. SKF should adjust its offer portfolio to meet the demand of end users.

As SKF has the same product offers for OEM customers as end users of agricultural spare parts. In
order to survive in the long run SKF should look more closely into the demand of end users and adapt
their product portfolio. By adjusting the range of products SKF will be more interesting as a potential
supplier of bearings and units when a seller for the first time contacts a new potential distributor.

27. SKF should use the OEMs to increase their presence on the agricultural aftermarket.

As SKF has poor knowledge regarding the agricultural aftermarket they should use the knowledge
that their OEM customers possess. By using their knowledge and sales channels SKF will increase
their presence in the agricultural aftermarket.

Analysis of overvalued success factors

3. SKF should focus on promoting the benefits of their products.

European farmers are becoming more aware of the agricultural industry’s negative impact on the
environment, and as regulations harden from the European Union regarding permitted greenhouse
gas emissions SKF should use their R&D to increase their sales towards the agricultural aftermarket.
As a company SKF works according to Beyond Zero and they should use this fact when they promote
their products to distributors and farmers as environmental friendly products.

11. SKF should strengthen the good relationships that they have.
Since the competition is increasing it is important that SKF values the relationships to current
distributors in order to prevent them from changing suppliers.

16. SKF should continue to focus on high quality products due to the development of the
environment.

A trend within the industry is that the quality of products increases, at the same time as the number
of machines is decreasing. As a result, the machines need to be more sustainable in order to be able
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to perform the same amount of work with fewer machines making SKF attractive because it already
offers high premium products.

SKF chooses how these success factors should be handled, however the most important success
factors will be highlighted in chapter 6, Conclusions and Recommendations. In the next chapter a
deep analysis will be presented in order to determine which geographical areas that provides the
best opportunities for SKF to enable an increase of market share within the agricultural aftermarket.

5.6 In-depth analysis

The in-depth analysis aims to find the geographical area that has the best potential for expansion
within the agricultural aftermarket in Europe for SKF. The analysis is based on results from the
previous analyses. The areas that have been included in this analysis are the internal situation, the
farmers’ buying behaviour and the external situation in relation to competition in each country. This
will allow the analysis to compare the internal and external resources with the demand of the farmers
and will answer to RQ 1. The chapter begins with a short summary of each country and ends with
conclusions on areas to focus on.

Italy

Internal

Bearings and units are mainly sold through Authorized Distributors and currently SKF Italy does not
have any Specialized Distributor for the agricultural aftermarket. The agricultural segment in Italy has
lost market share due to the high competition and price pressure on the market. No active work is
done in Italy to improve the situation in the agricultural aftermarket.

Buying behaviour

Italian farmers are very sensitive to price because approximately 70% of all Italian farmers prefer low
quality and low priced products over high quality products. One reason for this might be that the
Italian farmers’ awareness of SKF is low. Moreover the relationship between end users of agricultural
spare parts and sellers of the products is an important factor in Italy with farmers normally returning
to the same shop to make spare parts purchases. The availability of agricultural spare parts is not as
important because of Italy’s long growing seasons.

Competition

The rivalry is intense in Italy with many small retailers and market players. The most common
competitors are INA, NTN-SNR, JTEKT, Asahi, Nashi-Fujikoshi and several Chinese brands that
increased their market share on the Italian market of agricultural spare parts. The price level of the
NTN-SNR, Nashi-Fujikoshi and JTEKT is 20-50% of the SKF price, this is also a proof that Italian farmers
are sensitive to price.

Analysis

SKF Italy has no active work towards the agricultural aftermarket and no Specialized Distributor
because the market players within the country are small and therefore not specialized in certain
segments or areas. The rivalry among low price competitors is high and Italian farmers are very price
sensitivity. Of the countries analyzed Italy has the highest number of tractors and at the same time
the number of farmers is high, showing that there are many small farmers in Italy. It is therefore hard
to see any gap in the market for SKF to fit in with their current product offering. As a result Italy is not
a recommended region to start in when trying to increase SKF's market share in the agricultural
aftermarket.
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Poland

There are no Polish distributors that work towards the agricultural market, all distributors work
toward the industrial area. However SKF in Poland has just started a project with Grene that will
stretch over a one year period, planned to finish in September 2011.

As SKF Poland has just started their work with Grene this project should be followed and the
outcome should be analyzed before starting an attempted increase of SKF’s market share on the
agricultural aftermarket in Poland. Poland is therefore not recommended as a good geographical
area for SKF to enable and expansion within the agricultural aftermarket in the current situation.

France

Internal

SKF France has distributors that sell products to the agricultural aftermarket. Two of them are
Specialized Distributors with a total sale of four to five orders per year. The sales through the
Specialized Distributors are in other words limited. SKF France has not done any active work to
improve their situation in the agricultural aftermarket in recent years as a result of the outcome of a
market study that was conducted in 2008 by a French student.

Buying behaviour

French farmers have two different ways of acting in regards to buying behaviours which will be noted
when the warranty time of the machines has expired. Some will continue to buy on quality and some
will start to buy on price. No one with knowledge of the France agricultural market has been willing
to estimate this division, but from the data used in the analysis it is clear that a high number of
French farmers are large. Larger farmers or farming companies are more dependent on their
machines and the assumption is therefore that French farmers are more willing to buy high quality
products in comparison to Italian and Spanish farmers.

Competition

The main competitors in France are the Schaeffler group with INA and FAG, NTN-SNR and NSK. All of
them offer rather good quality products for a price level of 80-85 % of SKF’s price level hence the
competition is rather high. This also strengthens the assumption that a French farmer is less price
sensitive.

Analysis

France is a huge agricultural nation. The crop output is high and France has high cereal production
which means that the agricultural industry is intense and the consumption of the number of bearings
is high due to the fact that the machines are effectively used as the number of farmers is low. The
end-users in France are less price sensitive compared to the other countries in focus, benefiting SKF
as they offer the most expensive bearings and units within the agricultural aftermarket industry. SKF
France is the only country that has agricultural Specialized Distributors. However, the internal work
towards the agricultural aftermarket could be more efficient since the last action towards the market
aiming to increase market share was conducted three years ago by a French student. The market
shows potential regarding the type of farmers that value high capacity and the biggest competitors in
France compete on equal terms with SKF. France is therefore suggested as a good potential area to
start the work of expanding agricultural aftermarket sales.
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Turkey

Internal

SKF Turkey has approximately 60 Industrial Distributors that all sell bearings and units to the
agricultural aftermarket, but none of them could be labelled as Specialized Distributors. SKF Turkey
has 60% of the agricultural aftermarket and structured internal work towards the agricultural
aftermarket. SKF is the only major bearing manufacturer that has a sales office in Turkey which
strengthens SKF’s position in the Turkish agricultural aftermarket.

Buying behaviour

Brand identity and relations are important to Turkish farmers as they value the feeling of trust. The
farmers value the availability of 24 hour service as a machine can break down at any time. Moreover
price is an important factor when the Turkish farmers purchases spare parts for agricultural machines
but they are less sensitive in comparison to farmers in other countries such as Italy.

Competition
The main competitor in bearings and units in Turkey is INA/FAG.

Analysis

SKF Turkey has a good position within the agricultural aftermarket and uses methods that function in
the country. The biggest competitors in Turkey, INA compete on equal terms with SKF. However,
during the last few years they have begun to lose market share to competitors. Due to this fact
Turkey is suggested as a potential geographical area to focus on in order to be able to change before
losing more market share within the agricultural aftermarket.

Spain

Internal

SKF Spain works with 4-5 Industry Distributors that reach the agricultural aftermarket with their sales
but there are currently no Specialized Distributors. No active work has been done to improve SKF’s
position during the past three years because of an increase in intensity among a number of rivalries.

Buying behaviour

75% of the Spanish farmers buy on price whereas 25% buy agricultural spare parts with regard to
quality. Another factor that influences the Spanish farmers buying behaviour is that more farmers
rent machines which results in that the leasing companies handle the maintenance. They serve the
agricultural machines in advance and buy their parts on price as the quality of low priced agricultural
spare parts is good enough.

Competition
The rivalry within the low price market is high as more Asian manufacturers of spare parts have
increased their presence on the market and increased their market share.

Analysis

Spanish farmers are price sensitive and the rivalry within the low cost business has increased in the
past three years. As a result of the shift in the market rivalry SKF Spain are not doing any active work
to improve the situation on the agricultural aftermarket and believe that SKF lost its chance 13 years
ago. As a result of the high competition, the farmers’ buying behaviour and the internal situation
Spain is not a recommended region to start in when trying to increase SKF’'s market share in the
agricultural aftermarket.
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Germany

Internal

SKF Germany does not have any agricultural Specialized Distributors but reaches the agricultural
aftermarket through Authorized Distributors for other segments. The German work internally is weak
but there is a drive and wish to change internally regarding the way of thinking in order to improve
sales and approach towards the agricultural aftermarket.

Buying behaviour

Generally, relation between price and quality is the most important aspect of German farmers’
buying behaviour. From the data used in the previous analyses it is clear that a high number of
German farmers are large. In order to reach these types of farmers it is important to always maintain
a good availability and range of products to prevent them from switching to another quality brand.

Competition

The German market is highly competitive with a full range of different rivalries on the agricultural
aftermarket. The most well-known competitors are INA/FAG, NTN-SNR, NSK, JTEKT, NBR, Chinese
manufacturers as well as OEMs. The price level that INA offers is 75-85% of SKF’s price level.

Analysis

Although the farmers in Germany to some extent buy products with quality over price, the German
farmers are demand high quality products. As the growing season is short in Germany the availability
becomes more important among the farmers. Moreover, German farmers have the highest value
added per worker which means that the machines are well used and probably need maintenance
frequently. SKF Germany has the internal willingness to find new solutions of how to expand within
the agricultural aftermarket which is an important finding. As a result of the internal attitude and the
type of farmers that value high performance products Germany is suggested as a good potential area
to start the work of expanding the agricultural aftermarket sales.

UK

Internal
The internal work in UK is weak as SKF has lost their market share to Peer.

Buying behaviour

Availability is the most important aspect in an English farmers’ buying behaviour. English farmers buy
on part number and as a result price becomes an important issue in their decision making process.
Most farmers are aware that low price bearings and units have poorer quality in comparison to high
price products. The limit of increased price for an English farmer is 30%, meaning that if a high priced
product is 30% or more expensive they will take the chances of buying an cheaper bearing with low
quality. SKF brand awareness is low however the farmers do recognize SKF but do not know the
benefits of SKF’'s products.

Competition
The agriculture aftermarket is a low quality market which means that Peer tend to do well within this
market, as a result SKF has lost market share to Peer.

Analysis
The agricultural market production in UK has high outcome and low amount of tractors and farmers
in comparison. This means that the tractors are intensively used and a large amount of spare parts
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are consequently needed. The farmers do not understand the benefits of SKF's products and
therefore choose to buy other manufacturer brands. Even so, England is suggested as a good
potential area to start the work of expanding the agricultural aftermarket sales since the sales should
be easy to increase if the English farmers mind set changed. Moreover the farmers in England suit
the description of farmers that value high performance products and England is a country where SKF
could benefit by creating a stronger niche within the agricultural aftermarket.

5.6.1 Conclusion of the in depth analysis
The countries that are recommended as potential areas for expansion are as follows:

France: The market study made in 2008 cannot be used as an argument to prove that France is a
market without potential. The French farmers are large and meet the criterions of farmers that value
high performance products.

Turkey: The agricultural segment in Turkey functions well, but in order to prevent the loss of market
share Turkey should be in focus when starting the work of increasing market share on the agricultural
aftermarket.

Germany: The internal attitude within the agricultural segment in Germany show that they have the
willingness that is required in order to improve their situation in the agricultural aftermarket.
Moreover, the German farmers are large and meet the criterions of farmers that value high
performance products.

UK: The English farmers are large and meet the criterions of farmers that value high performance
products. If their mindset was changed, SKF has high potential of succeeding in UK, especially with
products developed in relation to mechatronics platforms, see chapter 6.2 for further explanation.

The countries that are not recommended are not excluded in the work towards the agricultural
aftermarket among bearings and units. The conclusion of the in-depth analysis means that the
following countries have less potential as areas to start with when improving SKF’s standing in the
agricultural aftermarket. Recommendations given in chapter 6 should be followed for the countries
that are recommended in order to learn more and adapt a way of working that also fits the countries
that are not recommended. These countries are:

Italy: The intense rivalry and different demand of products make it difficult for SKF’'s agricultural
segment to compete in Italy with their current market offering.

Poland: The project with Grene should finish before starting new projects to improve SKF’s position
in the Polish agricultural products market.

Spain: The internal attitude and different demands of products make it difficult for SKF’s agricultural
segment to compete in Spain with their current market offering.

The recommendation on ways forward for the SKF agricultural segment follows in the next chapter,
Conclusions and Recommendations
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6. Conclusions and recommendations

In this final chapter the research questions (RQ) presented in chapter one will be answered. Moreover
recommendations on ways forward for the case company will be presented. These recommendations
are the result of the analyses that have been made throughout this report.

6.1 Answer to research questions

In order to be able to answer RQ1, 1a and 1b need to be answered. This is because the external
environment set the opportunities for SKF while the internal capacities decide how well SKF’s
internal work would handle these opportunities. When matching internal resources with the external
descriptions of the agricultural aftermarket industry it is possible to determine the geographical
areas that have the best potential for SKF to gain market share.

1a) How can the agricultural aftermarket for bearings and units be described?

The industry is characterized by high rivalry among manufacturers of bearings and units that produce
products for the agricultural aftermarket. The reason for this intensity in rivalry is mainly a result of
constant price pressure. Asian manufacturers constitute a major threat towards suppliers, such as
SKF that focuses on manufacturing high quality products, set by the material used in the production
and the solutions of the products. Another reason for the high rivalry is that there are many dealers
and shops that sell spare parts to the end user of agricultural machines. Moreover the end users are
price sensitive and set the basics for competition as they generally choose price over quality.

1b) What internal resources and capabilities are presented within the case company?

SKF holds many of the qualities identified in theories as good internal capacities. They have high
quality products and are at the forefront of technical development of bearings and units. They have a
strong position on the OEM market, high availability and short delivery times. However, the internal
resources that focus on the agricultural aftermarket are low. SKF does not have a strategy or clear
approach with which to expand within the agricultural aftermarket of bearings and units. Moreover,
a major drawback for SKF is that their current product offering to the agricultural aftermarket is
perceived as too advanced and does not satisfy the demand of farmers.

69



RQ 1: Which geographical areas in Europe have the best potential to gain market share within the
agricultural aftermarket for bearings and units?

In order to be able to gain market share within the agricultural aftermarket SKF must invest in
internal resources. If the internal work of SKF changes to better fit the market demand some of the
countries investigated will have better opportunities to enable an expansion within the agricultural
aftermarket. As shown in the in depth analysis these countries are:

=  France

=  Germany
= UK

= Turkey

RQ 2: What success factors are important in order to increase market share in the agricultural
aftermarket?

From the success factor analysis all identified factors were placed in the four-square figure. The
following factors are the most critical success factors for SKF. In order to enable an expansion in the
agricultural aftermarket among bearings and units these seven actions need to be accomplished.

= SKF should work on increasing brand awareness among farmers.

= SKF should adjust their offering toward the aftermarket according to end user demand.
=  SKF should differentiate their offering towards the AM.

= SKF should increase their knowledge regarding the agri aftermarket.

= SKF should penetrate the OEM market to ensure presence in the aftermarket.

= SKF should focus on the customers that value high performance.

=  SKF should decide if the agricultural aftermarket is an attractive business for SKF.
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6.2 Recommendations

Apart from managing the key success factors that have been identified SKF should also increase their
work and collaboration with distributors in order to create a pull from the distributors. This could be
done by increasing the amount of training and support that SKF offers. There are many agricultural
exhibitions in Europe and these are good opportunities for SKF to market themselves directly to the
end users of agricultural spare parts together with their distributors. By increasing the amount of
activities where SKF participates with the distributor the awareness of SKF will increase at the same
time as the relationship between SKF and the distributors will get stronger.

Pilot projects should be done with distributors to increase the collaboration with distributors. This
way of working benefits SKF. Success stories can be replicated at several distributors all over Europe.
It is of great importance that local people from each country take part in these projects to minimize
the possibility of misunderstandings and communication problems regarding both cultural
differences and language differences.

The Distributor College is a good training tool for distributors but currently only Authorized
Distributors have access to the training courses. SKF should opening up this communication channel
to more distributors. However, a problem with the Distribution College is that the courses are only
available in English which complicates the understanding for users who do not have a strong English
technical vocabulary. SKF does not need to change all courses but should at least translate the power
point slides of the standard training courses to several languages in order to increase the number of
users. This will help SKF to create a pull from the distributors as their knowledge of SKF’s bearings
and units will increase.

When focusing on the distributors the relationship between them and SKF will get stronger. As a
result SKF will have a better chance of getting the distributors to concentrate their effort on SKF and
promote their products towards the end user. Local people are also more likely to have better
knowledge of the agricultural aftermarket in each country.

The farmers do not prefer to buy their spare parts from Specialized Distributors as the margin on
products in this sales channel is higher. VSM does not focus on the sales channel with highest
margins which is another factor that strengthens the argument that SKF Agriculture should broaden
their view of finding new potential distributors. SKF has an extensive distribution network within the
company and the agricultural segment should use the existing network to its benefit. There might be
current SKF distributors that supply other products than bearings and units to the agricultural
aftermarket, these distributors are potential new distributors for the Agricultural segment regarding
bearings and units.

As the sales from ID reach the aftermarket this should be turned into a positive aspect instead of a
negative. Even though the margins for SKF are lower when the bearings and units are sold to OEMs
this will continue to happen and the grey market will never disappear. The positive aspect of this is
that SKF’s presence increases on the agricultural aftermarket through OEM sales. One possible way
of starting off the development of the agricultural segment is to look into the prospect of having
mutual sales channels between ID and SD to prevent the risk of internal conflicts. However, this is a
sensitive matter and a first stage of development could be to increase the communication between
the two divisions.

71



Moreover one possibility for the agricultural segment is to focus on a niche market within the
agricultural market. Current distributors are satisfied with the range that SKF provides which shows
that there is a demand for highly developed bearings. Moreover, a trend is that the tractors get more
technically advanced and have highly developed software installed in the agricultural machines. As
one of SKF’s five platforms focus on mechatronics, this is a possible niche area to use. SKF Agriculture
could make the decision that the agricultural aftermarket is not an attractive business for SKF. The
internal changes that need to be made might not give the external outcome to motivate the
investments in internal resources. One option is therefore to leave the open market of agricultural
spare parts and specialize on developing solutions for agricultural machinery with competences from
the bearing and mechatronic platform. SKF agriculture could niche itself by providing highly
technological solutions to agricultural machines with monitoring systems of the parts in the
machines.

The most important change that needs to be done is the internal work of developing a strategy,
common focus and common ways of working towards the bearings and units agricultural aftermarket
in order to enable an expansion within the agricultural segment.

The right way to compete within the agricultural aftermarket is to increase sales and availability,
offer products that meet the demand of the market and have competitive prices in relation to the
value of the product.
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Appendix A — Fairs

Appendix A - Fairs

A.1 ELMIA Agriculture, Machinery & Cultivation, 2010-10-21, Jonkoping,
Sweden

The purpose of attending the agricultural fair was to collect general information regarding the
business and its market players as a first step to understand the industry. The fair focused on
machines and cultivation, which means that all exhibitors showed products or services related to crop
production in the field (Elmia, 2010). At the fair interviews were made with staff of companies that
according to SKF are their main competitors or key customers in order to get their point of view
regarding end users, profit margins and key players within the industry.

To take into consideration when analyzing the information is that the people interviewed represented
the Swedish business of companies.

Information gained from observations and interviews at the exhibition

The results and findings of the interviews at the fair are presented as a summary. The questions
asked had a focus on the AM and the people interviewed were Swedish representatives shown in the
list below.

e Soderberg & Haak
e Kverneland

e John Deere

e Vaderstad

e Massey Ferguson
e Lantmdnnen

Buyers/Farmers

During high season the most important factors for end users regarding purchasing of new parts are
availability, delivery time and quality according to the people interviewed at the fair. Price is not an
important factor at this time since loss of income due to a standstill is more costly than a new part
for the machine. Moreover the salesperson’s relationship with farmers has a huge impact on the
purchasing process. Showing interest, understanding and establishing a relationship with the farmer
is the most important assignment a distributor or salesperson has.

General knowledge of the Swedish industry

The AM normally represent 10-15% of the total turnover for each of the companies represented. The
normal product channel is: supplier —> manufacturer —> distributor —> end user. In addition to this
the manufacturers have central warehouses with daily deliveries to distributors all over Europe. In
connection to the distributors there is almost always a service point, to assure service and availability
to the farmers. The approach companies have when working with distributors differ from one to the
other. One way is to have dependent distributors closely connected to the manufacturer. Another
strategy is to use private, independent distributors that are geographically well positioned in terms
of presence near the farmers.

In general the agricultural market is similar all over Europe and the Swedish interviewees at the fair
do not see many variations regarding differences in buying behaviour between countries. A trend
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they do want to emphasis is that the numbers of end users/farmers in the agricultural business has
started to decrease as a result of the technical development. Modern tractors and attachments are
more efficient and are therefore capable of working on larger areas than earlier. Consequently fewer
people are needed to carry out the work of farming. The current generation shift within the industry
has an impact on the technical development. Demands of knowledge of navigation systems and the
increased usage of the internet are, according to the interviewee’s, results of this development.
Moreover the younger generation has a higher environmental focus which causes a “new” type of
competition in regards to the environmental dimension, an important factor to take into
consideration as a supplier or manufacturer.

According to the interviewees tractors are not consumable and have lifetimes of at least 15-20 years.
As a result farmers think that it is important to maintain the tractor and are willing to spend the
differences on cost, approximately 10% on quality. The effect of this is that the pirate part market
has not been successful and is not a problem in Sweden, but the people interviewed do not want to
make a statement that would generalize that particular part of the agricultural market for all
countries in Europe. Moreover, the amount of service farmers do themselves has reduced due to the
fact that the machines are more complex. Instead of doing repairs, they leave the tractor for service
and do not always choose the spare part mounted, the service people do, contributing to prevention
of the entrance of pirate parts.

Strategic partnering is becoming more common among manufacturers, to ensure customer loyalty.
This increase of cooperation means that it is getting more difficult for suppliers to pass the
distributors and sell directly to the business or farmers.
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A.2 EIMA International Agricultural Machinery Exhibition 11-12/11 2010,
Bologna, Italy

The purpose of attending the agricultural fair was to get general information regarding the business
and its aftermarket players in Europe, in order to increase the understanding of the industry. The fair
focused on machines and cultivation. At the fair interviews were made with companies that are
interesting to study with regards to the aftermarket.

Limitations to the visit were some difficulties in language, which resulted in possible
misunderstandings and inability to follow planned questions. Also to take into consideration when
analyzing the information is that the people interviewed represented the Italian business of
companies.

A list over the companies studied is presented, followed by a summary of the information gathered
trough observations and interviews at the exhibition.

Questions
1. Whatis your position in the value chain perspective?
How would you describe your strategy for AM segment?
How do you work with your distributors?
Do you work with partnering or collaboration with others?
How do you handle threat from ASIA?
Do you notice any differences related to season?
Products
What is your opinion regarding risks and future trends?
. How are you affected in your work by differences in season?
10. End users buying behaviour?

©ENOUE®WN

These questions made up the basis of the interview, but were adapted to the level of knowledge and
language skills of the interviewed.

Companies visited at the exhibition
Observations and interviews were made with following companies:

=  John Deere

=  CLAAS
= New Holland
= AMA

= Eurozappa, A team

= Abtransmission

=  Foundarie — lumex S.p.A group Modena Italia
=  Chongging Vision Industry Co., LTD

= Tampar Tagri

= ZVL-Italia S.p.A.

= RIMA
= Stromage
=  Machio

= Alpha parts
=  Ma/Ag Machine Agricole
= Koumitzis SA, Power transmission components
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General information

Some companies, Eurozappa, Stromage, Abtransmission and New Holland, have no outlined
strategies regarding their work towards the AM and think that the market is hard to define. Instead,
the companies usually focus on the OEM and expect that their products will reach the AM through
OEM service deals and warranty work. On the other hand most of the companies talked to at the fair
want to increase their market share in the AM. The general impression is that the only way of doing
so is by going through dealers, by close relationships and balanced collaboration.

For a smaller farmer the loss of money is not that huge, as for a large farmer when there is a stand
still. The large farmers are therefore more likely to let a professional operator repair the machine,
whereas the smaller farmers will repair the machines themselves. For the aftermarket, it is easier to
sell directly to the farmer if the parts are easily changed.

Value chain

From the findings at the fair, the most common way of flow is, supplier -> manufacturer ->
distributor/retailer -> end user. The cost and price increases naturally with the number of steps and
players that outline the value chain. As a result many producers try to shorten the chains for their
own benefit, in order to get higher margin. With NMQ’s suppliers do not have the possibility of
passing by a manufacturer. After a few years when the product has matured the passing of
manufacturers is not as sensitive as for new products which enable the supplier to skip a step in the
value chain. Another reason for skipping a step in the value chain is the opportunity of being able to
offer a lower price to the end-user and thereby, to increase competitiveness. However, to be able to
exclude a step without damaging future work with OEM’s this passage must be made completely
open through agreements.

Distribution channels

The different possibilities of distribution channels can be narrowed down to OEM, AM, directly to
customers or a combination of the three. The distributors always have the first contact with the
farmers and as a result they have control of the products that are sold. In order to promote products
they need internal information, at the same time it can be dangerous to give away too much
information. The balance of power must be established so that the distributors can promote the
products in a correct way without the possibility of harming the OEM or supplier.

The types of distributors vary between companies and are often connected to the size of the OEM.
Big companies such as JD use their own dealers that only use their brands in order to keep the
information safe. Smaller companies normally use independent distributors.

Service points

Normally all the bigger players provide their own service point connected to the distributors. If a
product is out of order, the service point handles the problem as a first step. If the problem can’t be
solved, the issue escalates further to the distributors and inside of the manufacturing company until
a solution is found. This process allows knowledge to be spread within the whole company and will
also reach out to other service points that might need to handle the same problem in the future.

Focus on aftermarket

The manufacturers/suppliers that focus on the AM usually have a wide range of products that are
easy to replace and repair for different areas of usage. When talking to suppliers that focus on the
aftermarket a common pattern is that the end user, the farmer, contacts the manufacturer. The pull
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effect is initiated with the farmer and according to the interviewees this depends on their pricing
levels. Producers for the AM compete just with price. Quality is not an important factor for the
producers that focus on producing for the aftermarket. In order to lower the costs the production
sites are located in low cost countries such as Eastern Europe or China.

Buying behaviour

The buying behaviour depends on the type of farming (size, country, region, climate, area of usage
etc.) and farmer. The main differences between farmers’ buying behaviour is the size of the farm,
whether it is large or small. The small farmer is usually more price sensitive, whereas the large farmer
is more depended on quality and availability. In order to fulfil the customer demand the cultural
differences between diverse regions are important to take into consideration when evaluating
buying behaviour.

A general method of determining the needs of farmers is to use the measure of customer satisfaction
index. The method gives manufacturers the possibility of communicating with customers, and at the
same time they are judged based on the customer’s satisfaction. The frequency of failure is also
measured and indicates how well the manufacturer handles problems connected to their own
products. In the text below the findings from the fair in regard to buying behaviour are presented.

Quality

The demand of quality gets more important as soon as the farmer views the machine as a tool to
produce money. Hence, the willingness to pay more for a product increases with the farmer’s
awareness. This awareness also includes the understanding of the connection between losing money
due to a standstill, and the costs of a repair. Moreover the number of distributors has an impact on
the product’s availability. Where there are many distributors the availability is better and vice versa.
This will affect the buying behaviour with regards to quality.

Generally, large farmers are more dependent on quality products because of their large farming
areas. Another factor that has an impact on the buying behaviour set on quality is the geographical
aspect. Quality is more important when the machines are subjected to more wear and tear, for
example where the soil is harder and where the temperature level varies between seasons.

Most of the companies focusing on producing for the aftermarket think that the quality level has to
be a balance between the customer’s needs, the cost of production and the level of competition.
What covers the end user’s needs is good enough quality, according to Foundarie. Another company,
Abtransmission believes that farmers do not care about quality as long as they get a good price. John
Deere on the other hand proposes that the market decides the quality level.

Price

Most of the interviewed companies agree on the fact that delivery time and price are important
decision making factors for the customers when choosing a product. In some cases farmers prefer to
change a part 20 times themselves, instead of spending money on better quality. Foundaries even
said that they get orders for up to 100 items from farmers, in order for them to get cheaper
price/products. As a result the farmers keep their own stock, especially for spare parts. Another
factor that has an impact on the sensitivity of pricing is the possibility to pay. The larger farmers
manage more money and are therefore less affected by seasonal income. They have the possibility of
purchasing spare parts all year around whereas the smaller farmers are more dependent on the
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income during harvest season and are therefore more likely to make their purchases fewer times per
year.

Many aspects decide the price of a product; the market demand, quality, service and brand etc. To
attract customers into a purchase dependent on the pricing/quality connected to brand identity, JD
and CLAAS, as examples play with different pricing levels. By differentiating products by the level of
technology of a product they have different ranges of pricing. By providing these levels the farmer
who wants to fulfil the need or sensation of driving a high quality tractor has the opportunity to
choose the best equipped. This is a strategic approach, people develop new needs and both CLAAS
and Johan Deere expect that the customer on their next purchase will climb up the pricing ladder to
fulfil new needs developed.

In the list below different pricing strategies according to companies are presented

= John Deere: They always sell original parts with a balance of price and quality owing to the
market situation.

= Maschio: Have discounted products for the AM. The quality is not as good as original parts
and therefore the price is lower.

= Tampara Tagri: Turkish company that compete with price, and sell products cheaper than

original parts. It is the only reason that they sell.

= ZVL: Compete with price. They sell big quantities, with low prices and medium quality.
= Chongqing Vision Industry Co., LTD: Chinese company that offers low prices with acceptable
quality of the products.

Availability

The availability of product for the customer is an important issue that has an impact on farmers’
buying behaviour. Prompt service is crucial in order to keep the customers in the long run, according
to JD and CLAAS. In countries where there are few distributors, availability and rapidity becomes
especially important.

Relationship

Having a good network and close, long-term relationships with customers are important. In order to
establish these relationships companies often use local sales people who have a better
understanding of the culture, norms, etc and therefore have better opportunities to maintain and
enhance the relationships. The sales people usually visit farmers regularly to build up a good
relationship and to get a better understanding of each person’s needs.

The sales people at AMA make sure that the relationship is close in order to quickly be able to solve
any problems that may arise. The network and close relationship AMA has, with CLAAS as an
example, is important and they believe that it helps them sell more.

Keeping the customer

In order to become a successful company one important factor is to satisfy the customers, and
preferably keep them. In the text below some examples from the fair are presented on how to keep
the customer.
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Warranty/Service

A strategy to keep customers tied to the company, and sell more products is to provide services by
warrantees, discounts or maintenance plans. Some companies have special discount offers on
products after season to increase their sales.

One example is JD, they provide maintenance plans spanning over a five year period which include
regular visits to the customer by JD service people. As a result, the resale value will automatically
become higher since the machine is well served. After five years the customers then have the
opportunity to trade in the older tractor for a new one. This guarantees that JD gets control of the
service, and also collects the older models to sell to a new owner who hopefully also chooses to use
the maintenance plan provided. Moreover, the cost of repairs is not important for JD as long as the
product keeps the quality level and gets service as quick as possible, factors they believe are
important to their customers.

Importance of brand-name

Knowledge and recognition of the brand is an important factor to keep customers, also the
customer’s expectations of a product connected to the brand is important, according to AMA and JD.
John Deere for example wants the customer to understand that they lose money in the long run due
to quality failures if they do not buy the ‘best’ (in this case John Deere) products.

Range of products

One way of keeping the customer is to adjust to their different needs. Many companies at the fair
insure themselves by buying components from different manufacturers with differentiated products
to be able to offer a wider range of products. As a result they have the possibility of offering a
complete solution, covering more of the farmers needs. The wide range of products could consist of
different levels of price, quality, brands or technology. However, the optimal situation is to offer
superior products and be the only company selling to the market.

Marketing

Eurozappa and Foundarie do not need to market themselves. The customers come to them because
they have a history as well-known and old companies. Tampara market their products through the
internet and rely on recommendations through “mouth to mouth”.

During the period from September to November Foundarie send out information to their customers
asking about what they need in order to help them plan the next season. The farmers then order
spare parts for the following year in order to get them in time for spring work. Foundarie wants to
make it easier for the farmer to do the repair themselves, but the method is also a way of marketing
themselves.

John Deere emphasises the importance of letting the customer understand their own needs and
their loss of value if they do not buy the product that they need for their type of farming. Information
and good customer relations are therefore crucial. The customers lead the market and JD’s task is to
get the customer to realize what they want and then try to get the business.
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Appendix B- Questionnaire

B.1 Framework of questions to external people

Following questions were used as guidelines during the external interviews.

1. Shortly present yourself regarding position in the company, working tasks and experience.

2. What kind of products do you offer?
a. Do yousegment your offers in any way?

3. What is your purchase behaviour?
a. What are your criteria’s when purchasing products.

4. Describe the supplier and distribution network.
a. What position does your company have in the chain (i.e. manufacturer, distributor, retailer or
end-user)?
b. Which channels are the most common?

5. How does your work towards the aftermarket look like?
a. What type of service do you offer?
b. What rules of warranty do you have?
¢. What are the major differences when selling to AM compared to the “new” market?
d. What s the size of the turnover for the AM out of the total?

6. Who are your most important customers?
a. What kind of customers are they (i.e. distributors, garages, end-users etc.)?
b. How is your relationship with these customers?
¢. What do you do in order to make sure to remain these customers?
d. Do you segment your customers in any way?

7. Whois the end-user?
a. Describe the end-users with regard to location, size, and type of customer.
b. What are the end-users buying behaviour?
i.  What do the end-users prioritise when buying bearings and units?
ii. Are there any differences that can be made in terms of buying behaviour due to the
“type” of end user?

8. Who are your competitors?
a. How do you view yourself in terms of availability, quality of product, price level, relation, etc.
compared to your competitors?

9. Whatis your view regarding future trends?
a. Doyou see any future threats?
b. Do you see any future technological changes?
c. Do you see any future trends regarding buying behaviour?
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B.2 Framework of questions to internal people

Following questions were used as guidelines during the external interviews.

1. Shortly present yourself regarding position, working tasks and experience.

2. How is your relation with customers/distributors?
a. How do they purchase?
What are their normal criteria’s when purchasing products?
How is their behaviour towards SKF?
What is your opinion on how they view SKF?
What do you do in order to make sure to retain these customers?

®oo o

3. Who are currently Specialized Distributors towards the agri aftermarket?
a. How do they purchase?
b. What are their normal demands and needs?
c. Do you have any potential new Specialized Distributors?

4. How do you work towards the agri aftermarket?
a. What rules of warranty do you have?
b. What are the major differences when selling to AM compared to the “normal” market?
c. Whatis the size of the turnover for the AM out of the total?

5. Do you segment the customers or the offers in any way (i.e. different level of product/price
range, differences in surplus value or kit)?
a. Why, why not?

6. How do you view SKF in terms of quality, prices, service etc. in comparison with your
competitors?

7. What knowledge do you have about the end users?
a. Whatis the size of each end-user in general?
b. Are the end users consolidated or fragmented?

8. Describe the distribution network.
a. Which channels are the most common?
b. Why?

9. Who are your largest competitors?
a. How do you view SKF in terms of availability, quality of products, price level, relation etc.
compared to your competitors?

10. What is your view regarding future trends?
a. Doyou see any future threats?
b. Do you see any future technological changes?
c. Do you see any future trends regarding buying behaviour?
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Appendix C - Interview

Mats Westerling, Business Develop Manager at SKF, 2010-11-18, hr 14.00-
15.30

Some of the segments within SKF has a well defined work towards the Aftermarket, to get a better
understanding of their work and strategy Business Develop Manager at VSM, Mats Westerling were
interviewed. In the text below a summary of the interview will be presented.

Interview questions
1. Tell us briefly about VSM and your working role?

2. What is the normal way of flow?

3. How do you work against the market?

4. What is the basis for segmentation?

5. Future trends

6. Our hypotheses — to get your comments.

These questions made up the basis of the interview, but more questions were added during the
conversation to get a full understanding.

Introduction

Westerling works as Business Develop Manager for the Vehicle Service Market (VSM) which is the
automotive aftermarket business unit within the SKF Automotive Division. Westerling is involved in
product- and process development.

VSM has a wide range of spare parts in order to be able to offer a complete solution to the customer
and gain competitive advantage. According to Westerling 12% of SKF’s total turnover comes from
VSM, and sales to OEMs represent 30% of their sales.

Value chain
Dividing customers into different segments started as a practical solution to be able to use the right
pricing strategy towards the customers. VSM divide their customers accordingly

Independent distributors: Actors that are not connected to any brand and act freely on the market.
When working with regional distributors they will benefit from SKF’s knowledge and service.

OES: Authorized garages that are tied to a manufacturer.

Repackers: Big players and competitors in the industry that buy SKF products and repack them with
their own identity and sell to the market. This goes both ways as VSM also buys products from other
manufacturers to expand its range. This flow brings the greatest income in terms of money, however
it is important to consider pricing when selling to repackers to prevent competing with yourself in
other segments of the market.

Industry players: These are companies that can not be categorized. These are not just players in the
industry for the vehicle AM but sell many other products related to industrial markets.
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Private labels: A trading company that might have some manufacturing but mainly buy products
from other producers. The company has a strong brand name and is well known on their market.
When buying products from SKF they do not get any value added benefits such as service.

For VSM the value chain is defined as shown in figure 1 below. VSM prefers to sell straight down in
the value chain through regional and indirect distributors.

Repackers

Manufacturers (SKF)

l OES

' R Independent
Private Labels Regional Distributors OES market
l OES Dealer

> Indirect Distributors

l OES Garage

Garage (end user)

Figure 1: VSM value chain

The garages are counted as end users, VSM according to Westerling have different ways of trying to
create a pull effect from garages. That is done mainly through training and education that is adapted
to the mechanics. The purpose of this is to inform the mechanics of normal errors, how to mount
SKF’s products correctly and inform the mechanics of the benefits of using SKF’s products compared
to competitors. Moreover VSM works together with Exponensia, a group containing six companies
that arrange education for the whole vehicle.

Segmentation

VSM tried to segment the market by offering different levels of pricing and quality in USA. The
danger of this, according to Westerling, is the start of cannibalism of the company. This means that
the lowest level of products sell the most, benefiting from the same surplus value as the higher level
products. Instead the division of products could be divided after these surplus values such as sales,
marketing and service. VSM now keeps the premium price throughout the whole lifetime of a
product while competitors do not. As a result a gap is created between SKF and competitors, shown
in figure 2 on the next page without any numerical data, based on Westerlings knowledge.
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Figure 2: Gap between SKF and competitors product is mounted

OES

Within OES 90% of the vehicles are 3 years old, for these customers warranty is the most important
factor and the price level does not affect the buying behaviour. As a result VSM’s main segment and
focus area is vehicles between 4 and 10 years old. The aim is to produce large volumes of products
and keep the same price level as OES, plus/minus a few percentages. Since OES garages are tied to
OES there is no point for SKF to skip the OES dealers. The only reason for this is if the OES customer
feels that they will gain time or value if SKF packages the products and sends them straight to the
garages, as a result SKF gets higher margins.

One of SKF’s advantages in surplus value is their availability and support; apart from that a good sales
organization is crucial to survival.

In order to keep customers VSM does Range Follow Ups every quarter, they also send out a
catalogue with all their new products. During the first year of a NMO the sales will be low, the second
year the sales will quadruple and in the third year the sales will increase by ten. The development of
NMOs is shown in figure 3 below.

~25%

~.50%
~ 85%

<4 years 4-8 years > 8 years
Figure 3: Development of NMOs.

Customers

Private people do not care about the brand, according to Westerling they have faith in the service-
and garage people to change and repair their vehicle. The brand identity is more important to a
transport firms since their business depends on the function of the vehicle.
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End users of a product normally do not see the connection between repairs and stand still. As a
result they do not know where the cost comes from and do not think about the fact that a longer
standstill might be more costly than the repair itself. According to Westerling end users just see the
bill and lost of money. That is another reason that VSM finds education important.

The difference Westerling believes to distinguish is that Nordic countries focus on quality.
Furthermore everyone knows about SKF which eases the possibilities of keeping the position as a
premium brand. In the south of Europe the competition is harder with many small players. As a result
price sensitivity increases. France is a country more open to buying a kit. Westerling says that French
farmers prefer to change the entire solution to fix a problem, compared to Italian people that just
change the part that needs to be repaired. A general rule is that all countries need their own
marketing strategy in line with cultural differences between countries.

VSM uses Technical bulletins, meaning that technical information about their products is sent to
distributors and garages. The most common way of doing this is through Tech Doc, a computer
program that replaces traditional product catalogues. A trend in Europe according to Westerling is
that more companies switch to online systems. This enables garages to see all parts of a car model,
adjusted after brand, year of production, etc. Moreover VSM uses a program called Pole Position that
origin from SKF’s collaboration with Ferrari. Pole Position is an additional program that also provides
technical information, a version that requires a membership is called Pole Position Plus.

VSM has different sales and marketing programs towards the garages. One of the strategies to get
closer to the garages, the end users, is by getting better at wheel end. That means to have a full
range of products. Moreover it is important that VSM has good, local employees that visit the
distributors/garages on a regular basis. Normally the VSM sales people have good experience of the
market, competition and knowledge of local actors, a vital factor when establishing new contacts.

Increasing market share
VSM has different strategies concerning expansion and increasing market share. One way is to
approach distributors that use other suppliers and convince them to change to SKF. Getting existing
distributors to expand the products sold from VSM’s product range is another opportunity to
increase sales. Lastly, creating a pull from the end users will automatically create a pull backwards
from the garages as well.

VSM operated a market study a few years ago with the aim of mapping garages. This was done with
the help of sales people that new the market and had been working in the industry for 10-15 years.
Moreover they bought information from the Central Bureau of Statistics, and looked at information
from The Swedish Tax Agency. A normal rule when deciding which garages to approach was the
20/80 rule. Twenty percent of the garages found stood for eighty present on the turn over. These
were also the garages of most interest to VSM. As a conclusion Westerling says that it was a time
consuming and costly job that paid off well in the end.

Trends

Coming trends are that distributors merge as trading companies. As a result the pressure of lowering
prices increases, one example of this is AD international. Another trend is that OES prolong their
warranties as a way of keeping the customers. They also increase their range to provide a greater
selection of products also including different brands. As petrol prices increase people drive less which
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has a negative effect on the aftermarket business for cars. Westerling also says that their work of
educating service people results in less errors, thus decreasing the number of products they sell.
Westerling does not see the Chinese low cost producers as a threat.
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Appendix D - Specific information for SKF

D.1 ID-cards of potential customers

Fricke

Fricke is one of Europe’s largest suppliers of spare parts to, among others, the agricultural
industry. In the figure of the distribution network Fricke is labelled as a Specialized Distributor,
according to their webpage their customers are farmers and contractors in the Agricultural
segment. Currently SKF does not have any business with Fricke but the agricultural segment of
SKF in Germany has started negotiations.

The Fricke Group is one of the largest private groups of companies in the agricultural technology
industry in Germany. They have a large selection, uncompromisingly good service and
dedication to quality and service. They have since their start in 1923 evolved from a classic
agricultural machinery dealer into an innovative European service enterprise.

For the Agricultural segment they offer sales, consulting, training, workshops, customer service
and in-season harvest emergency service.

Fricke are present in following European Countries:

= UK = Ukraine
= The Netherlands = Austria
=  Belgium =  France
=  Germany = taly
= Poland
Fricke
HQ Location Germany
Web-site http://www.fricke.de/opencms/de/

No. of employees | 780 full-time employees, 52 trainees

Turnover (MEUR) | 325,2 M€, 2010

Ownership Privately owned by Fricke family

Business areas Fricke Agricultural Machinery

Fricke Utility Vehicles

Granit Parts: wholesales throughout Europe for agricultural machinery
replacement parts

Gartenland: Strong franchise system for motorist and agricultural
machinery dealers. Specialize in garden and municipal technology
Saphir: Offer agricultural machinery specialist dealers robust and reliable
technology
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Grene Kramp

Grene Kramp holdings create a strong, wide-ranging network and consist of The Grene Group
and Kramp Group B.V. As they are represented in the same business markets, they jointly
purchase and market each others products to their different customers. In the figure below the
map shows their presence in Europe.

EGRENE

MNorway
Sweden

Austria
Germnay
Switzerland
Portugal Grene Kramp Holding
Spain New Market

Figure 1: Grene*Kramp in Europe

The business of Grene Kramp Holdings provides a product range of approximately 250.000
products from numerous brands, which cover all aspects of the agricultural sector and industrial
sector. Kramp and Grene have developed a strong concept for the European dealers and
farmers and in the figure of the distribution network Grene’s and Kramp’s agricultural segment
would be labelled as Specialized Distributors. SKF Denmark works with Grene as an Authorized
Distributor and SKF Poland has started a pilot project with Grene that will finish in September
2011. Grene’s activities in Poland include more then 80 shops. No other countries that have
been in focus, besides Poland have current business with Grene or Kramp

Grene

HQ Location Denmark

Web-site http://www.grene.com/

No. of employees | More than 1100

Turnover (MEUR) | Approximately 242 M€, 2010

Ownership Grene*Kramp Holding

Business areas Agro: Grene Agro offers the widest range of spare parts, technical
products, animal husbandry products, tools, work clothes and other
accessories.

Industry
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Kramp
HQ Location Netherlands
Web-site http://www.kramp.com/shop/index.jsp
No. of employees | More than 1100
Turnover (MEUR) | Approximately 300 M€, 2010
Ownership Grene*Kramp Holding

Business areas

Agro: Grene Agro offers the widest range of spare parts, technical
products, animal husbandry products, tools, work clothes and other
accessories.

Hydraulics

Industry

Sparex

The Sparex Group consists of eighteen trading companies and was founded in 1965. Sparex is a

manufacturer and wholesaler of agricultural spare parts and accessories. Sparex’s product range
consists of over 30,000 items and their customer base is made up of over 20,000 retailers and
importing wholesalers. Retail customers include tractor and implement dealers, agricultural

engineers, country stores and an increasing number of businesses unconnected with agriculture.

Sparex focuses their business on customer service and are present in the following European

Countries:
= UK =  Denmark
= France = Austria
= |reland = Spain
=  Germany Poland
= The Netherlands Portugal
= Belgium

Sparex

HQ Location United Kingdom

Web-site http://www.sparex.com/?cs=1

No. of employees | More than 400

Turnover (MEUR) | -

Ownership -

Business areas

Replacement parts for agricultural tractors.
Replacement earth-wearing parts for agricultural implements

A wide range of fasteners, workshop tools, trailer equipment, paint,
lighting and other electrical products and thousands of other universal
accessories.
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D2. Various information of the agricultural industry

Search database

http://www.wlw.de/start/wlw_dach/DE/de/index.html

http://www.traktorpool.de

http://www.nordicnet.se/produkt/Lantbruksmaskiner/

http://www.cylex-france.fr/machine+agricole.html

http://www.europages.fr/annuaire-entreprises/psrw/pieces-detachees-pour-machines-agricoles.html

http://www.vdma.org -> agricultural machinery

Association Online page
Maskinentreprendrerna http://www.me.se/
Lantbrukarnas riksférbund http://www.Irf.se/
Maskinleverantdrerna http://www.maskinleverantorerna.se/

European confederation of equipment distributors|http://www.eced-association.org/

Maskingrossisternes forening http://www.mgf.no/

Tekninen Kauppa http://tekninen.fi/in_english

Dansk maskinhandlerforening http://www.danskmaskinhandel.dk/
Association of Equipment manufacturers http://www.aem.org/

Danske maskinstationer og entreprenorer http://www.dmoge.dk/

Land Bau Technik Bundesverband http://www.landmaschinenverband.de/

Centre de Liaison International des Merchands de
Machines Agricoles et des Réparateurs http://www.climmar.com/

Committee for European construction equipment |http://www.cece-eu.org/

World bearing association http://www.stopfakebearings.com/
Fedin http://www.fenetec.com/
European farmers european agri cooperatives http://www.copa-cogeca.be/




D.3 Additional information

Some agricultural fairs, possible for SKF to attend
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Italy Description City Web page
EIMA INTERNATIONAL International Agricultural Machinery Exhibition Bologna http://www.eima.it/it/index.php
AGROSUD Agriculture & Milk Industry Expo Napoli http://www.fieraagrosud.it/
MOSTRA DELL'AGRICOLTURA Agricultural Fair Faenza
Busto

AGRIVARESE Agriculture Fair Arizio

International Exhibition of Machinery and Equipment for

Agriculture,
AGRILEVANTE The Food Industry and Animal Bari
CAMPUS Agricultural Fair Torino http://www.campus-agricoltura.it/
AGRIEST Agricultural Fair. Udine

Biennial International Exhibition of Machinery, Services and

Products
FIERAGRICOLA for Agriculture and Animal Farming Verona
Poland Description City Web page
AGROTECH International Fair Of Agricultural Techniques. Kielce
AGRO SHOW International Agricultural Exhibition with Farming Equipment Poznan http://www.agroshow.eu/
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France Description City Web page
VIVEZ NATURE PARIS Bio Agriculture and Natural Products Fair Paris http://www.vivez-nature.com/
SALON INTERNATIONAL DE International Agricultural Show and General Agricultural
L'AGRICULTURE Competition Paris http://www.salon-agriculture.com/
SIMA - SIMAGENA International Agribusiness Show. Paris http://www.planet-agri.com/fr/sima
SALON DE L'AGRICULTURE DE TARBES | Agriculture Fair of Tarbes Tarbes http://www.salon-agricole.com/
VIVEZ NATURE TOULOUSE Bio Agriculture and Natural Products Fair Toulouse http://www.vivez-nature.com/
VIVEZ NATURE LYON Bio Agriculture and Natural Products Fair Lyon http://www.vivez-nature.com/
INNOV-AGRI GRAND SUD-OUEST Innovative Agricultural Fair Ondes http://www.innovagri.com/
SIVAL French Agricultural Trade Show (Vine and Wine) Angers http://www.sival-angers.com/
INNOV-AGRI Innovative Agricultural Fair Outarville http://www.innovagri.com/
Agri Evolution Paris www.agrievoultion.com
Turkey Description City Web page
MERSIN AGRODAYS Mersin International Agriculture Fair Mersin http://www.mersinagrodays.com/
KONYA AGRICULTURE Konya Agriculture, Stock Breeding, Poultry and Dairy Industry Fair | Konya http://www.tuyap.com.tr/en/index.php
AGRICULTURE - STOCKBREEDING Agriculture, Stockbreeding, Poultry and Dairy Industry Fair Diyarbakir
MERSIN FOODDAYS Mersin Agriculture and Livestock Fair Mersin
ORGANIC PRODUCTS FAIR - ECOLOGY Ecological Agriculture Fair Izmir http://www.izfas.com.tr/
BURSA AGRICULTURE Bursa Agriculture, Seed Raising, Sapling and Dairy Industry Fair Bursa
ADANA AGRICULTURE Agriculture, Stock Breeding, Poultry and Dairy Industry Fair Adnan http://www.tuyap.com.tr/en/index.php
International Horticulture, Agriculture, Floriculture and
GROWTECH EURASIA Technologies Fair Antalya
Istanbul Agriculture, Stock Breeding, Seed Raising, Saplings,
AGROEURASIA Poultry and Dairy Industry Fair Istanbul http://www.agroeurasia.com/
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Spain Description City Web page
AGRARIA Space exclusively dedicated to the Agricultural Sector. Valladolid http://www.feriavalladolid.com/
SEMANA VERDE DE GALICIA International Agriculture, Livestock, Forestry and Food Fair Silleda http://www.semanaverde.es/2011/
FIRA DE MOSTRES GIRONA Agricultural, Commercial & Industrial Fair Gerona http://www.firagirona.com/
AGRITECO Fair of Agricultural Technology Alicante http://agriteco.feria-alicante.com/2011/index.php
FIMA AGRICOLA International Fair of Agricultural Machinery Zaragoza http://www.feriazaragoza.com/fima_agricola.aspx
Germany Description City Web page
AGRAR UNTERNEHMERTAGE Regional Fair for Agricultural Production, Trade and Management | Minster http://www.agrarunternehmertage.de/
Exhibition of Historic Tractor and Agricultural Machinery Meeting,
AGRI HISTORICA (TRAKTORAMA) Spare Parts and Equipment Sinsheim http://www.osck.de/
AGRA LEIPZIG Agriculture Exhibition in Central Germany Leipzig http://www.agra2011.de/index.php
BADEN MESSE Exhibition of Baden with Focus on Agriculture Freiburg
DEUTSCHE JUNGGEFLUGELSCHAU Agriculture, Forestry & Livestock Hannover
AGRITECHNICA HANNOVER International DLG Exhibition for Agricultural Machinery Hannover
INTERNATIONAL GREEN WEEK BERLIN Exhibition for the Food Industry, Agriculture and Horticulture Berlin
Agricultural Trade Show - International trade Exhibition for
LWH Farming and Agriculture Stuttgart http://www.lwh-stuttgart.de/html/index2.html
UK Description City Web page
LAMA Leading Farm Machinery Equipment & Service Show http://www.lammashow.co.uk/
Agriculture Outlook Europe Place where producers and buyers come together London http://www.goingtomeet.com/60649
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