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From 1990 to 1997, the brazilian automobile
industry experienced rapid growth of output and
sales, along with renovation of models and
installations, construction of new factories and
arrival of new competitors. In 1997, local
production was 2,5 larger than at the beginning of
the nineties (Table 1). Domestic car sales were
almost three times larger than in 1990. Local sales
included 205 thousand imported cars, while 305
thousand locally produced units were exported,
mainly to MERCOSUR and to other countries in
South America.

The main factors which explain the expansion
and restructuring process of the automobile
industry in Brazil during this period, were: the
reactivating of the brazilian domestic market and
the creation of an integrated regional market for
automobiles and parts within MERCOSUR.

Growth in domestic sales resulted from the
improvement in macroeconomic conditions, tax
incentives and plentiful financing for car sales. The
integration of a regional market for automobiles
resulted from the enacting of the MERCOSUR
agreements, as well as from the implementation in
Brazil and in Argentina of a common sectoral
policy for the car industry. Both countries
established incentives that promoted local
production and investment by car constructors and
aimed at attaining balanced bi-lateral trade in the
automobile industry.

The combination of market potential and policy
measures attracted large investments from car
constructors. New competitors and firms already
producing in Brazil and/or in Argentina, invested
heavily during the second half of the decade
(Graph 1).

At this point, MERCOSUR became one of the
targets of the internationalization strategies of the
leading American, European and Asian car
constructors.
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Graph 1. - Brazil : Investments in the automobile industry 1980-1997
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In 1998, market conditions in Brazil and in
Argentina changed significantly. As a result of the
deterioration of macroeconomic conditions,
automobile sales and output fell to 1994 levels
(Table 1). In Brazil, domestic sales fell 22.9% and
output was 25.9% lower than in 1997.

In January 1999, more profound changes
occurred after the Brazilian government finally
acknowledged it was no longer able to maintain the
exchange rate regime that had adopted in 1994.
The Brazilian currency was devaluated and interest
rates strongly increased to restrain inflation and
capital flight. The impact on the automobile market
was threefold (Table 2):
Ø Sales, output and employment dropped

significantly. From January to March 1999, the
number of units of locally produced cars  sold
in

Brazil was 20% lower than in 1998. Output
was reduced by 27%. The number of
employees fell from 95.3 thousands in
December to 83.6 thousand in March.

Ø Imports of cars and parts became more
expensive as a result of the devaluation of the
brazilian currency. In spite of discount prices
and aggressive marketing, sales of cars
imported by independent companies fell
23.7%, even more than sales of locally
produced cars.

Ø Cars and parts imported from Argentina also
became much more expensive, given that the
Argentinean currency had not been devaluated.
The number of cars and light commercial
vehicles imported from Argentina decreased
49%, both as a result of the drop in demand
and as a result of higher prices in brazilian
currency.
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Table 1. - Brazil: Automobile Production and Sales 1990-1998 (units)

Years 1990 1991 1992 1993 1994 1995 1996 1997 1998

Automobile
production

663,084 705,303 815,959 1,100,278 1,248,773 1,297,467 1,458,576 1,679,644 1,244,463

Exports 120,377 127,153 243,126 249,607 274,815 189,721 211,565 305,115 279,388

Imports 115 11,095 19,807 52,917 155,069 305,554 167,489 205,149 237,215

Total
Domestic
Sales

532,906 594,167 597,112 903,479 1,130,766 1,412,145 1,413,461 1,566,699 1,206,889

Export/
Production(%)

18.2 18.0 29.8 22.7 22.0 14.6 14.5 18.2 22.4

Import/Dom.
Sales (%)

0.02 1.9 3.3 5.9 13.7 21.6 11.8 13.1 19.6

Employees
(thousands)

117.4 109.4 105.7 106.7 107.1 104.6 101.9 106.1 95.3

Source : ANFAVEA.

Table 2. - Brazil: Automobile Industry Performance.1ST Trimester 1999/1998

January-March 1998 January-March 1999 % change

Automobile production (units) 319,988 231,812 -27.56

Domestic sales of locally produced cars (units) 242,590 192,671 -20.58

Sales by independent importers (units) 5,519 4,212 -23.68

Sales of imports from Argentina (units) 52,448 28,502 -49.47

Exports (units) 80,162 29,375 -63.36

Employees (thousands) 95.3
(December 98)

83.6
(march 99)

-12.27

Source : ANFAVEA

Therefore, at the end of the nineties car
constructors in MERCOSUR face a market
environment quite different from the one that
prevailed during the decade. This sudden change in
market conditions should not be characterized only
as a cyclical drop in demand. It’s impacts go
beyond an unexpected and temporary increase in
stocks and/or in idle capacity. Most probably,
constructors anticipated, to some extent, a slower
rate of market growth and even some demand
instability after almost a decade of continuous
expansion.

The decrease in demand might be only
temporary, and to some extent even expected, but
the departure from the old exchange rate regime in
Brazil alters the framework in which the
profitability of investments made in MERCOSUR
was assessed.

New conditions particularly affect the division
of labor between assembly and parts plants located
in Brazil and in Argentina.

In order to attain expected profits, car
constructors must reassess the suitability of their
product mix and of their import and export policies
within and outside the regional market. In other
words, in the light of current unstable conditions,
constructors must reassess their internationalization
strategies for Brazil and for MERCOSUR as a
whole.

In spite of sharing some common
characteristics, strategies followed by each
constructor also have some specific features.

Such differences can result in more flexible
responses to severe market instability and,
therefore, in better adaptability and profitability.
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PROFIT STRATEGIES AND LOCAL
MARKET CONDITIONS

Local market conditions and policy restrictions
imposed some common features to the strategies
followed by car constructors in Brazil during the
nineties, such as:
Ø Updating models sold in MERCOSUR. Most

constructors currently market «World Cars»
recently made available in developed countries.

Ø Production in MERCOSUR mostly restricted
to small (compact) cars.

Ø Large scale production in brazilian plants
mostly restricted to models with small engines
(up to 1,000 c.c.) to take advantage of policy
incentives.

Ø Production in Argentinean plants restricted to
small car motorized with larger engines (above
1,000 c.c.) and light commercial vehicles.

Ø Larger cars mostly imported from outside the
region (mainly from plants in the United States
or in Europe)

Ø Widespread use, both in Brazilian and in
Argentinean plants, of parts imported from
within the region and from other countries.

As a result of prevailing strategies, an
integrated car and parts production system
gradually emerged in MERCOSUR. The degree
of regionalization of car and parts production can
be assessed analyzing trade data (Tables 3 and 4).
In 1996, almost 54% of the value of Brazilian car
exports and 44% of parts exports were traded in
Argentina (Table 3). That same year, 49% of the
value of Brazilian car imports and 17% of parts
imports came from Argentina (Table 4). More
than 95% of the value of exports of Argentinean
cars and 77% of the value of exports of parts
were traded in Brazil (Table 5). On the import
side, imports from Brazil represented 23% of the
value of total car imports in Argentina and
Brazilian parts accounted for more than half of
total parts imports (53%).

Table 3. - Brazil - Cars and Parts Exports by Destination

US$ 1,000

Passenger Cars 1.996 % share 1.990 % share 1996-90

Argentina 334.119 54,0 16.102 3,9 65,8

MERCOSUR 395.659 63,9 43.180 10,3 44,7

ROW 223.594 36,1 374.328 89,7 -8,2

Total 619.253 100,0 417.508 100,0 6,8

Parts

Argentina 534.763 41,0 43.852 8,2 51,7

Mercosul 573.287 43,9 55.444 10,4 47,6

ROW 732.299 56,1 476.930 89,6 7,4

World 1.305.586 100,0 532.374 100,0 16,1

Source: Intal
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Table 4. - Brazil - Cars and Parts Imported by Origin

US$ 1,000

Passenger Cars 1.996 % share 1.990 % share 1996-90

Argentina 765.094 49,0 0 0,0 856,4

MERCOSUR 801.004 51,3 46 0,4 409,1

ROW 760.685 48,7 11.091 99,6 102,3

World 1.561.689 100,0 11.137 100,0 127,9

Parts

Argentina 277.781 17,4 47.200 13,1 34,4

Mercosul 280.224 17,5 47.561 13,2 34,4

ROW 1.320.036 82,5 314.104 86,8 27,0

World 1.600.260 100,0 361.665 100,0 28,1

Source : Intal

Table 5. -  Argentina - Cars and Parts Exports by Destination

US$ 1,000

Passenger Cars 1.996 % share 1.990 % share 1996-90

Brazil 766.051 95,3 1811 10,2 174,0

MERCOSUR 771.682 96,0 11120 62,8 102,7

ROW 32.165 4,0 6.580 37,2 30,3

World 803.847 100,0 17700 100,0 88,9

Parts

Brazil 273.469 77,2 51115 40,1 32,2

Mercosul 282.261 79,7 56995 44,7 30,6

ROW 71.975 20,3 70.613 55,3 0,3

World 354.236 100,0 127608 100,0 18,6

Source : Intal

During the nineties, given market conditions, as
well as policy incentives and restraints, each
constructor implemented its own profit strategy and
followed its own path of regional integration.
Differences among individual firms can be shown
by analyzing trade data for the four largest car
constructors in Brazil: FIAT, Ford, GM and
Volkswagen.

Table 7 shows sales, exportation and
importation figures for the four leading
constructors in 1996/97. Aggregate sales value
remained relatively unchanged during these two
years, in spite of strong differences in individual
firms performance (20% increase for FIAT, 5,5%
increase for GM, 9% decrease for Volkswagen and
5,3% reduction for Ford).

In 1997, the Foreign Trade/Sales Ratio (the sum
of exports and imports/sales ratio) for the four
leading constructors was almost 25%. The
MERCOSUR Ratio was around 8% (around one
third of the total ratio). Aggregate figures showed a
deficit World trade balance and a surplus balance
with MERCOSUR.

Figures for individual firms reveal important
differences in the importance and balance of
foreign trade for each constructor. Ford has the
largest overall export and import/sales ratios and
has a positive balance in World and in regional
trade. Volkswagen has lower ratios but also a
surplus balance position both in World trade and in
MERCOSUR.
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Table 6. - Argentina - Cars and Parts Imported by Origin

US$ 1,000

Passenger
Cars

1.996 % share 1.990 % share 1996-90

Brazil 273.906 22,8 146 1,2 251,2

Mercosul 283.489 23,6 6165 52,5 89,3

ROW 915.857 76,4 5.577 47,5 134,0

World 1.199.346 100,0 11742 100,0 116,2

Parts

Brazil 527.494 52,8 52730 36,8 46,8

Mercosul 550.135 55,1 61232 42,8 44,2

ROW 448.853 44,9 81.932 57,2 32,8

World 998.988 100,0 143164 100,0 38,2

Source : Intal

Table 7. -  Brazil: Car and Parts Exports/Sales Ratio of Leading Constructors 1996/97 (US$ millions)

Sales

1997

Share

(%)

Sales

1996

Share

(%)

Change

1997/96

(%)

Exports/

Sales

Ratio

1997

Exports To

Mercosur/

Sales Ratio

1997

Imports/

Sales Ratio.

1997

Imports

From

Mercosur/

Sales Ratio

1997

Fiat 7.411 26,6 6.144 22,5 20,6 12,5 3,6 16,5 6,4

Ford 4.443 15,9 4.774 17,5 -6,9 22,5 12,5 19,1 0,9

Gm 7.630 27,4 7.230 26,4 5,5 9,5 5,4 15,8 0,6

Volkswagen 8.380 30,1 9.209 33,7 -9,0 6,7 5,0 4,8 1,3

Total 27.864 100,0 27.356 100,0 1,9 11,5 5,9 13,2 2,4

Source. - NEIT/IE/UNICAMP.

FIAT has intermediate ratios, with negative
balance in World trade and in the region. GM also
has intermediate ratios and combines a surplus
balance in MERCOSUR with a negative balance in
World trade.

Ford is by large more dependent on foreign
trade than the other three constructors. Unlike the
other firms, Ford’s main export products from
Brazil are not cars, but electronic components
(radios), sold mainly to the US. Passenger cars and
commercial vehicles are exported mostly to
Argentina. It imports parts (mainly from Europe
and the US), electronic components and systems
(mainly from the US and Japan), cars (mainly from

Argentina and Europe) and commercial vehicles
(mostly from Argentina).

In 1997, more than half of Ford’s exports value
(Table 8) and 4,6% of its imports value were
related to trade with Argentina (Table 9). Actually,
Table 7 and 9 underestimate car imports by Ford
from MERCOSUR. According to ANFAVEA (the
brazilian national association of car constructors),
in 1997, Ford imported 75 thousand vehicles from
Argentina (mostly Escort cars).

Due to conflicting views between government
agencies and Ford regarding how to register those
imports, official foreign trade data doesn’t include
such figures yet.
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Table 8. -  Brazil: Car and Parts Exports by Leading Constructors 1997/98

(US$ millions)

Exports

1998

Share

(%)

Exports

1997

Share

(%)

Change

(%)

1998/97

Exports to

 Mercosur

1997

Share

(%)

Mercosur/

Total Exports

Ratio (%)

1997

Fiat 1.117 32,5 928 28,9 20,3 270 16,3 29,1

Ford 947 27,5 1.000 31,1 -5,3 555 33,6 55,5

Gm 702 20,4 724 22,5 -3,0 410 24,8 56,6

Volkswagen 675 19,6 563 17,5 19,9 418 25,3 74,2

Total 3.442 100,0 3.215 100,0 7,0 1.653 100,0 51,4

Source : NEIT/IE/UNICAMP.

Table 9. -  Brazil: Car and Parts Imports by Leading Constructors 1997/98
(US$ millions)

Imports

1998

Share

(%)

Imports

1997

Share

(%)

Change

(%)

1998/97

Imports from

 Mercosur

1997

Share

(%)

Mercosur/

Total Imports

 Ratio (%)

1997

Fiat 1.129 36,1 1.221 33,2 -7,6 473 70,8 38,7

Ford 592 19,0 849 23,1 -30,3 39 5,9 4,6

Gm 1.017 32,6 1.206 32,8 -15,6 47 7,1 3,9

Volkswagen 385 12,3 404 11,0 -4,5 109 16,3 27,0

Total 3.124 100,0 3.680 100,0 -15,1 669 100,0 18,2

Source : NEIT/IE/UNICAMP.

Ford’s strong dependence on foreign trade is the
result of the highly specialized nature of its output
in Brazil. Ford’s plants in Brazil produce only two
models of small cars (Ka and Fiesta). All other car
models sold in the brazilian market have to be
imported, either from Argentina (60 thousand
Escort units in 1997) or from Europe (Mondeo).

FIAT plants in the region produce several car
models (Uno, Palio and Marea), beside commercial
vehicles. It exports parts and CKD Palio cars to
subsidiaries in other developing countries, as well
as light commercial vehicles and the station wagon
version of the Palio to Italy. It imports cars from
Argentina (Uno and Siena, the sedan version of the
Palio) as well as larger models from outside the
region (Italy). In spite of having increased its local
output of parts, FIAT still strongly depends on
imported parts (from Italy) and engines (from
Argentina). FIAT is the largest importer (Table 9)

from and the smallest exporter to MERCOSUR
(Table 8). Actually, within the group of the four
leading constructors, FIAT is unique in having a
deficit regional trade balance.

GM had a huge trade deficit in 1997 (US$ 400
million), in spite of its surplus balance within the
region. The reason is GM being heavily dependent
on imports of parts, engines and electronic
components from Germany, US, Canada, Japan,
Spain, UK and France. Imports of vehicles are
small and mostly from Argentina (light commercial
vehicles). Unlike the other leading constructors,
GM produces in Brazil not only small cars but also
medium size models (Astra and Vectra). Until
1998, it also produced locally the Omega, currently
imported from Australia. It is therefore more
dependent on imported parts than cars.

On the export side, GM main market is
Argentina. Its main export product are passenger
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cars and commercial vehicles. It operates two
plants in Argentina: one assembles CKD pick ups
imported from Brazil and the other produces small
cars (Corsa). GM’s brazilian subsidiary also
exports engines to Europe (Germany, UK and
Belgium) and to the US. Volkswagen is not as
engaged in foreign trade as the other leading
constructors, it has low export/sales and
import/sales ratios (Table 7) and its foreign trade
operations are highly focused in MERCOSUR.
Around 74% of its exports (Table 8) and 27% of its
imports (Table 9) are related to the regional
market. Its surplus balance of US$ 159 millions in
1997 was mostly due to bilateral surplus with
Argentina.

Its main export products are passenger cars
(43%), parts (22%), commercial vehicles (16%)
and engines (9%). The low import/sales ratio is
related to the fact that Volkswagen’s leading sales
car model (Gol), which is not a «World Car», is
built largely using locally produced parts. Imports
come mainly from Germany (42%, mostly parts
and Passat car models), MERCOSUR (26%,
mostly parts, engines and Gol and Polo car

models), Spain and Mexico.Tables 8 and 9 also
show foreign trade data for 1998, when domestic
market performance was disappointing for leading
constructors.

Ford and GM experienced significant reductions
in the value of imports, as well as small reductions
in the value of exports. FIAT and Volkswagen
were  more  successful in expanding exports and
experienced  less  significant  reductions in
imports.

MARKET INSTABILITY AND
PERFORMANCE

Profit strategies of the four leading constructors
during the nineties aimed mainly at maintaining
their control of the brazilian and regional markets
in view of the potential arrival of new competitors.
From this perspective their strategies were quite
successful, since in 1998 they still controlled 94%
of domestic car sales, either through local
production or by means of their own imports
(Graph 2).

Graph 2. -  Brazil: Market share in automobile sales 1980-1998

Source: ANFAVEA
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To some extent, their success was aided by the
implementation, from 1995 onwards, of policy
measures which restricted imports mostly to
constructors producing in the region. In order to
significantly expand their sales, new entrants had to
build production facilities in MERCOSUR,
therefore, entry strategies required more time and
investment.

Among new entrants, two type of strategies
were implemented. European constructors (Renault
and PSA), which already had plants in Argentina,
programmed large investments aimed at
constructing high-volume small and medium size
models production facilities in Brazil. Japanese
(Honda and Toyota) constructors which were
newly arrived in the region, programmed smaller
investments, aiming at producing medium size
models in low volume.

Japanese plants started operating in early 1998,
in São Paulo. Honda has been more successful
achieving a 1,36% market share in 1998 (Toyota’s
market share was around 0,3%). Renault’s plant in
Parana started operating in late 1998 and it’s
market share in sales (mostly of cars imported from
Argentina) was 1,3%. PSA’s plant is still being
built.

Competition for the largest share of the market
has been so far restricted to the four leading firms.
FIAT was, during the nineties, the most successful
competitor in this group. Its market share
consistently grew from 16% at the beginning of the
decade to around 30%. Volkswagen and Ford
suffered significant losses in market shares.
Volkswagen’s share fell 25%, from 40% of the
market to around 30% in 1998 . Ford’s share also
fell by 25%, from around 16% to 12% in 1998.
GM’s market share was more stable, falling
approximately 10%, from 26,3% to 23,5% in 1998.

The degree of success of the profit strategies of
large constructors was mostly the result of a
combination of:
Ø product mix (timely shift to small new «World

Car» models, taking advantage of tax
incentives)

Ø investment in production facilities (ability to
rapidly expand supply either by rationalizing or
by expanding capacity)

Ø foreign trade stance, inside and outside the
region (ability to take advantage of idle
capacity and scale economies in MERCOSUR

plants and to attain cost reductions by
increasing the use of components imported
from other regions)

Ø aggressive bargaining with local governments,
labor, suppliers and dealers to attain cost
reductions in investment and production

Ø sales financing (ability to provide credit to
consumers timely shifting from credit to
leasing operations in order to reduce the impact
of interest rates and tax increases on sales)

Given that market and policy instability are
pervasive, flexibility is a key factor for successful
profit strategies in emerging markets. Adaptability
to changing local conditions, like sudden changes
in demand (such as rapid growth in 1994 or the
significant decrease in 1998), or changes in
incentives (such as the approval of tax deductions
for «popular»), or sudden changes in economic
and/or trade policy (changes in interest rates or
tariffs) result in better performance.

Each constructor faced the above mentioned
challenges in its own way as already shown by the
comparative analysis of their engagement in
foreign trade.

FIAT shifted earlier to large scale production of
«popular» cars and rationalized operations in its
existing facilities in Brazil. It succeeded in
increasing its market share before investing in new
facilities. Later on, it invested in a new «World
Car» (Palio) and in greenfield car production
facilities in Argentina. As already mentioned, until
1998, FIAT had a relatively modest engagement in
foreign trade. It imported parts and cars from
MERCOSUR and exported mainly to outside the
region.

Volkswagen couldn’t take advantage of
«popular» cars as rapidly as FIAT and has, until
now, postponed the replacement of its small model
(Gol) for a new «World Car». As a result of the
dissolution of its alliance with Ford (Autolatina) it
also faced difficulties to timely expand supply and
could not avoid loosing market share. Volkswagen
initially invested in new facilities for the
production of engines in Brazil (São Carlos) and
car producing facilities in Argentina (Pacheco). Its
foreign trade engagement outside the region has
been so far relatively lower, both in parts and cars.
From 1996 onwards Volkswagen invested in
greenfield facilities (Parana) and announced the
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renovation of its medium sized product line (Audi
and Golf models). Such new models will require, in
the near future, a more active stance in foreign
trade outside the region, mainly for the supply of
parts.

Ford initially imported small cars (Fiesta) to
expand supply, after the dissolution of Autolatina.
Later on, it modernized existing facilities in the
region and restricted production to small models in
Brazil and to medium size models in Argentina. As
already mentioned, It relies heavily on imports of
part and cars, both from inside and from outside
MERCOSUR. This strategy have so far minimized
investments in new facilities (which are only now
beginning), but resulted in severe market share
losses. Its worthwhile noticing that the increase of
Ford’s market share from less than 10%, in 1996,
to 14% in 1997 was extremely costly in terms of
profitability, since it was obtained by means of
significant price discounts and subsidized interests
rates.

GM followed a different strategy, which has
been so far relatively successful in maintaining its
market share. It adopted the Corsa as it’s «popular»
car, but continued producing low volumes of
medium size and even large models in Brazil. It’s
engagement in foreign trade emphasizes imports of
parts, since it reduces costs in low volume
production. In this way GM competes, so far
successfully, with new entrants (Renault, Honda
and Toyota) which also have low volume
production. GM invested in new facilities in
Argentina and in rationalizing operations in Brazil
so as to rapidly expand the volume of production of
the Corsa model. It is currently investing in a
greenfield facility (Rio Grande do Sul), which
should produce a new small model.

ADAPTABILITY AND COMPETITIVENESS

In the nineties, competition among leading
constructors gradually evolved from an initial
phase, of rapid demand growth, from 1992 to 1995,
to a second phase of slower and unstable demand
growth (1996 to 1998). Product adaptation to
«popular» car incentives, rationalization and
regional integration of existing facilities, were the
key determinants of competitiveness during the
first phase. Product innovation and investment in
new plants were expected to be the key factors for

success in a more mature market, when
constructors designed their competition strategies
for the second phase.

The sudden change in the exchange rate regime
and the devaluation of the brazilian currency
challenges the capability of flexible response and
the adaptability of automobile constructors in
MERCOSUR. Ford, which relies heavily on
imports of cars and parts, both from Argentina and
from outside the region to supply the local market,
must reassess its profit strategy. Even though its
exports of electronic systems might become more
profitable, the negative impacts of devaluation are
widespread. The use of imported parts increases the
cost of locally produced small models, which is a
highly competitive segment of the market.
Imported medium size cars, even the ones coming
from Argentina, also became more expensive. As a
result of these developments, Ford might suffer
additional losses both in market share and in
profits.

FIAT also faces severe problems since it
invested heavily in integrating its regional small
car production system. Since it’s imports from
Argentina became more expensive, FIAT might
consider reducing the degree of integration.
Although disengagement may minimize costs and
market share losses in Brazil in the short run, FIAT
will have to face high levels of idle capacity and
low profitability in Argentina.

GM’s main problems are it’s widespread use of
imported parts, mainly in medium size models,
which became more expensive. On the other hand,
imported medium size cars which compete with
GM’s Astra and Vectra models were also affected
by the devaluation, therefore the profitability in this
market segment might not be reduced. To some
extent, GM’s production of medium size cars has
higher local parts contents than its rivals (Table
10). Therefore, GM’s competitiveness might be
relatively less affected.

Volkswagen seems to be, in the short run, in a
more comfortable position since its engagement in
foreign trade of parts is lower. Nevertheless, it
must face in the near future, the challenge of
replacing its old small model for a «World Car»
model, without increasing the content of imported
parts. Volkswagen also invested heavily integrating
it regional production system, as FIAT. Lower
competitiveness of its Argentinean plants will
reduce profitability.
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Table 10. - Brazil: Cost of Local Components/Total Components Cost Ratio (%)

Constructor / Car Model Small

Size

Medium

Size

Large

Size

FIAT

     Uno

     Palio

     Marea

98

95

50

Volkswagen

     Gol/Parati

     Golf

     A3

95

40

35

GM

     Corsa

     Astra

     Vectra

85

70

80

FORD

     Ka/Fiesta 80

HONDA

     Civic 58

Source: Gazeta Mercantil

Volkswagen’s greenfield investments were
planned to allow diversification of the product line,
by locally producing medium size models (Audi
A3 and Golf). In order to be competitive in that
market segment, the ratio of local components in
total cost will have to be increased above the
planned levels. Otherwise, Volkswagen’s models
will loose market share to its competitors (mainly
GM, but also Renault, Honda and Toyota). This
preliminary assessment of the impacts of recent

developments in the Brazilian economy on the
automobile industry suggests that the overall effect
will be to accelerate the transition from the initial
phase of rapid growth to the phase of a more
mature market. In this new context, competition
among the leading constructors will become more
intense.

The ability to implement a flexible response to
new conditions is a valuable asset to sustain
profitability in the MERCOSUR market.
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