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Introduction

The unpredictable future

HE emerging mobility ecosystem has the po-

tential to move people and goods more quick-

ly, cheaply, safely, and cleanly than today. But
the future of mobility raises hard questions for auto
industry incumbents. How can traditional carmak-
ers remain competitive against tech players with
pockets full of cash that they are willing to invest?
What will be the impact of in-car software and con-
nected services on R&D capabilities and supplier se-
lection? What kind of asset structure will be needed
to provide mobility and digital services? How can
companies train their people to ensure they pos-
sess a “digital skill set,” and how should they deal
with the fact that automation and shifts in vehicle
components could make many workers redundant?
And what will be the impact on the economy in and
around cities and regions that depend on the jobs
that automakers provide?

This article attempts to shed some light, from
the perspective of a European automaker, on pos-
sible developments in the automotive value chain as
we move toward 2025 and a new mobility ecosys-
tem.

Without a crystal ball to look ahead, decision-
makers can develop scenarios to understand the
underlying dynamics shaping the future, and make
smart strategic decisions in the face of uncertainty.
In the course of a large number of interviews with
experts representing automakers, mobility entre-
preneurs, researchers, and lobbyists, as well as IT
and battery developers, we identified more than 60
factors that are most likely to drive the future of the
auto value chain.

Backed by our extensive research data, we then
used these driving factors to construct four sce-
narios or narratives, each giving a different picture
of what the value chain might look like in 2025. To
test and fine-tune each of these narratives, we held
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a number of workshops with top executives from
original equipment manufacturers (OEMs) and in-
dependent industry experts. From these, we drew a
series of implications for the market and the value
chain, as well as some strategic imperatives for auto
OEMs.

To facilitate decision-making in the face of un-
certainty, we need to quantify the effect of projected
shifts in the market and their implications for the
value chain. Taking each of our scenario narratives
and profit models, together with Deloitte financial
benchmark databases and forecast developments in
the factors driving the market, we modeled an in-
come statement and balance sheet for a typical Eu-
ropean OEM in 2025.

However, outlining projected profit models and
performance indicators for OEMs in 2025 will not
answer two important questions that all decision-
makers will ask: How do we get there, and where
do we start? This study, therefore, concludes by out-
lining suggestions for possible value-chain transfor-
mation paths for OEMs, and also pain points that
might be expected along the way. To do this, we
place special emphasis on assets, people, and sup-
ply structures along the auto value chain.

A European automaker
in the year 2025

Throughout this article, we examine how the
future might unfold for a typical OEM, headquar-
tered in Europe, with no distinct market position-
ing—serving both premium and volume segments—
but with a respected brand and solid profit streams.
With an annual turnover of almost €60 billion and
an EBITDA (earnings before interest, taxes, depre-
ciation, and amortization) margin of 12.5 percent,




this comes well within the order of magnitude of
European carmakers.! Throughout, we refer to this
typical OEM as the “future car company,” “future
automaker,” or simply “the company,” while we re-
fer to carmakers as a whole as OEMs.

Today, our hypothetical future car company op-
erates primarily two business models: producing
and selling vehicles (2015 revenues: €45 billion)
and offering financing services (€13 billion).? We
believe that in 2025, two additional business mod-
els will play a significant role for the company. One
is producing white-label components and vehicles—
that is, unbranded products for marketing by other
retailers. The other is a business model based on
making profits from mobility services and user data;
this includes car- and ridesharing services or, more
broadly, mobility management. In addition, the
company looks to generate revenue from connected
services and data—that is, software and apps for in-
formation or entertainment offerings (the in-transit
experience) as well as other ways of monetizing the

Figure 1. The future mobility ecosystem
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large amounts of data available in and around cars
(digital infrastructure).

The maturity of each of the four distinct busi-
ness models will differ strongly, depending on
which of the four scenario narratives materializes.
So let’s begin with a detailed look at the future mo-
bility ecosystem and what role our hypothetical car
company might play.

The future mobility ecosystem

The way people and goods move from point A to
point B is changing dramatically, driven by a series
of converging technological and social forces.? In
urban areas in particular, shared autonomous ve-
hicles could be integrated with other types of transit,
creating a mobility ecosystem that offers seamless,
intermodal travel on demand (see figure 1).4

Making that system work could require a diverse
set of players. The automaker’s traditional role—

@ DIGITAL INFRASTRUCTURE

MOBILITY
- © ADVISOR

O EXPERIENCE

TRANSIT HUB

RAILWAYS

OFFICE
ROADS &
BIKE PATHS

PHYSICAL ENERGY
:"> Q INFRASTRUCTURE Q

Source: Deloitte analysis.

INFRASTRUCTURE

FACILITATING ECOSYSTEMS

IN-TRANSIT VEHICLE FLEET
OPERATIONS

.

RETAIL

@ VEHICLES  Gooomommoommrmcoonnaeoenss

Deloitte Insights | deloitte.com/insights




vehicle development—will remain critical. The
in-vehicle transit experience could also be-
come central. “Experience enablers,” including con-
tent providers, data and analytics firms, advertis-
ers, entertainment equipment providers, and social
media companies, will rush to make travel relaxing,
productive, or entertaining. Physical infrastruc-
ture enablers will look to provide smart tolling
and dynamic road usage pricing, as well as traffic
flow management. Energy providers and retailers
will likely be essential to manage an increasingly
complex supply chain, including battery recharging
and replacement.

A parallel digital infrastructure will be ev-
ery bit as critical, offering seamless connectivity, a
horizontal operating system shared across the eco-
system that can bridge vehicles as well as mobile
devices and Internet of Things architectures, and
network security. Fleet operators will maintain
and operate shared vehicles. Finally, mobility
advisers will be another vital component in the
ecosystem, aiming to enable a seamless intermodal
transportation experience, ensuring easy access, a
top-notch in-transit experience, a smooth payment
process, and customer satisfaction and using cus-
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tomer preferences, traffic data, and more to tailor
the most convenient and cost-effective mobility

plan for each trip.
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The auto value chain in 2025

Four plausible narrative scenarios

UTOMOTIVE OEMs could plausibly fill more

than one role in the emerging mobility eco-

system. And even within carmakers’ tradi-
tional domain of vehicle development and manufac-
turing, multiple end states are possible, depending
on how key drivers play out over the course of a
highly uncertain future.

Key drivers for the
automotive value chain

To explore the alternative plausible futures, we
developed four scenarios for the evolution of the

Figure 2. High-impact, high-uncertainty drivers
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in hybrid electric vehicles, range extenders, and fuel
cells, since they require major changes in workforce
composition, logistics channels, and manufactur-
ing processes and are also subject to unpredictable
market breakthrough. Another example is “con-
nectedness of cars,” as the potential for new busi-
ness models is high but uncertain when it comes to
actual monetization and future regulation.

Working with auto industry experts and OEMs,
we used these key drivers to develop four potential
scenarios for the carmaker’s role in 2025 (see fig-
ure 3). These scenarios are deliberately—and arti-
ficially—stark and distinct, designed to accentuate
the divergent paths that automakers could take and
to make clear the differences between them. In real-
ity, the industry is likely to evolve in a much more
complex way that contains characteristics of all four
scenarios.

Scenario 1: Data and mobility manager.
Connectivity has become a differentiator. Electric
vehicles, autonomous driving, and seamless inte-
grated mobility are common. OEMs have co-opted
or out-competed disruptive new entrants and tech-

nology providers and are the dominant players in
the auto industry, offering a rich portfolio of prod-
ucts and services. Industry outsiders must work
within the parameters and platforms defined by
OEMs.

Scenario 2: Stagnant carmaker. Lobbying
by OEMs has prevented potential new players from
entering the market. However, this defensive strat-
egy has also slowed down technical developments,
leading to limited innovation and a restrictive regu-
latory environment. In addition, dramatic accidents
with early-stage autonomous cars have left consum-
ers skeptical and hesitant to adopt.5

Scenario 3: The fallen giant. The car is sim-
ply a means of transportation, and brand appeal
and loyalty have faded. As the vehicle becomes a
commodity, profit margins shrink and OEMs focus
on improving processes and cost efficiency. Indus-
try outsiders forge exclusive alliances with suppliers
to provide affordable shared mobility. Fleet man-
agement is increasingly important for OEMs.

Scenario 4: Hardware platform provider.
Tech players have disrupted the automotive value

Figure 3. Four scenarios for the European OEM in 2025
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MODELING THE FUTURE CAR COMPANY’S FINANCIAL PERFORMANCE

To understand the financial implications of each of these four scenarios for our future car company,
we examined the key factors likely to impact market development, revenue and costs, and workforce
requirements. To forecast the overall size and composition of the market for vehicles, we used
Deloitte’s E-mobility model, which provides estimates of future vehicle sales broken down by
powertrain types.® Based on these estimates, we developed detailed profit and loss models, including
allocation of revenue and cost across different businesses, as well as estimates of the size and
composition (high- versus low-skill) of the workforce. We also considered the implications of the future
car company investing in its own battery plant. Finally, we conducted simulations to understand the
range of potential financial outcomes and to identify most likely performance. Figure 4 presents an
overview of EBITDA performance across the four scenarios.

Figure 4. Potential scenario-specific EBITDA for the future car company, in billions of euros
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chain, with OEMs mainly supplying white-label
cars to them. OEMs compete by providing a supe-
rior platform for in-vehicle experiences and enter-
tainment and mobility services.

Below, we explore each of these archetypical sce-
narios in greater depth, examining how OEM profit
pools and other financial metrics could shift, and
looking at implications for each part of the value
chain.

Scenario 1: Data and
mobility manager in 2025

INDUSTRY SETUP AND
MARKET ENVIRONMENT

E-mobility, autonomous driving, and integrated
mobility have become part of daily life. Consumers
demand additional infotainment services, based on
platform solutions that are owned and controlled by
the future car company. Brand attractiveness plays
a decisive role in buyers’ behavior. Guaranteeing
quality standards for autonomous driving technol-
ogy, batteries, and other high-tech components is
key to ensuring that customer ownership stays with
the future car company. In addition to connected
services, the value chain has been extended to in-
clude smart traffic infrastructure such as charging
stations and mobility management systems. The fu-
ture car company fills multiple ecosystem roles: as
a digital infrastructure provider, an enabler of the
in-transit experience, as a mobility manager, and as
a developer of vehicles.

OEM PROFIT POOLS

The future car company is a dominant player
in the auto value chain and remains in control of
final assembly and powertrain production. Reve-
nues from vehicle production are 37 percent higher
than in 2015, with the automaker able to convince
otherwise-thrifty consumers to pay for additional
features such as autonomous driving, leading to
higher average vehicle prices.” EBITDA from ve-
hicle sales is 60 percent higher than in 2015, due
in particular to efficiency improvements. Revenues
from financial services have grown in line with ve-
hicle sales. As the future car company was able to
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set the standards needed for connected services and
digital infrastructure, it now generates 20 percent
of its revenues and 19 percent of its EBITDA from
mobility and connected services. Across all business
models, the future car company is in a very healthy
condition, with increases of 71 percent in revenues
and 91 percent in EBITDA.

VALUE CHAIN STRUCTURE

Assets: The future car company is successful in
this scenario because it has managed to improve effi-
ciency in production and to create capabilities in the
field of digital services. On the one hand, companies
are putting massive R&D effort into battery technol-
ogy development. On the other, providers are push-
ing software and connected service development. In
addition to its internal efforts, the future automaker
engages in strategic alliances with IT companies
and acquires start-ups and/or ventures specializ-
ing in the fields of autonomous driving, connected
services, and big data analytics. Manufacturing is
focused on increasing efficiency by embracing the
technological opportunities of Industry 4.0.%

Supply structure: The supplier pool has been
extended horizontally, as the future car company
sources sensors, software, and analytics applica-
tions from tech giants and specialized companies.
This creates challenges, as the future automaker
will have to deal with these new suppliers at arm’s
length—and some of the strategic suppliers may
also be competitors in the mobility services market.
Bargaining power vis-a-vis traditional suppliers re-
mains strong, as the future carmaker remains the
dominant force in the automotive industry.

New logistics challenges arise as the rapidly
growing shared car fleet needs to be managed, and
the use of batteries in cars requires obsolescence
management. Digital logistics channels (for ex-
ample, an online system to configure vehicles and
update software) and the supply of spare parts for
small repairs will be key success factors for the fu-
ture car company.

Workforce: With more electric cars being
made and advances in automation, there is a sub-
stantially smaller workforce in production. How-
ever, the future car company is an attractive work-
place for research and digital talents, as high-tech




features and mobility management services are at
the center of the company’s value proposition.

Scenario 2: Stagnant
carmaker in 2025

INDUSTRY SETUP AND
MARKET ENVIRONMENT

In this scenario, the future automaker has won
the fight against market entrants from Silicon Val-
ley. High-profile technology failures with autono-
mous vehicles have turned consumers against the
new systems and prompted regulators to adopt
strict policies, leading technology companies to
back away from most mobility-related initiatives, at
least temporarily. User data protection issues have
become a top priority for customers and legislators,
and digital add-ons have not made their way into
cars on a large scale. The future car company plays
to its strengths, such as providing quality—if con-
ventional—automobiles at affordable prices. Digi-
talization is advancing, but innovations are finding
their way into vehicles only very slowly. This sce-
nario is somewhat unstable, as automakers fail to
capitalize on existing technological opportunities
for the industry, leaving them vulnerable to new en-
trants down the road.

OEM PROFIT POOLS

As the future automaker has maintained its
dominance while benefiting from a growing market,
it sells substantially more cars than in 2015 (21 per-
cent increase). Vehicle sales are still the main rev-
enue contributor, with 75 percent of total revenues.
EBITDA from sales have grown by 66 percent with
efficiency improvements due to the deployment of
Industry 4.0, and improved supply chain perfor-
mance management has made it possible to grow
and improve the EBITDA margin by one percentage
point. E-mobility has emerged as an independent
business model but plays a substantially less impor-
tant role than in Scenario 1 (18 percent of total unit
sales). Since the hype surrounding connectivity has
diminished, mobility and connected services fail to
constitute a viable business model. Across the en-
tire company, revenues have increased 49 percent,
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mainly due to significantly growing vehicle sales
and associated financial services.

VALUE CHAIN STRUCTURE

Assets: In Scenario 2, the value chain will not
change significantly. Advanced technologies and
innovations are still generated hand-in-hand with
the supplier. As mobility services play no signifi-
cant role, the focus of R&D is on the development
of efficient combustion engines and new materials,
and product innovations such as driver assistance
systems.

Powertrain production has become more com-
plex, as still-dominant combustion engines coexist
with alternative drives. Efficiency improvements
and high-quality drivetrains and interiors are nec-
essary for competing successfully. Production ca-
pacities have been increased.

Supply structure: The automotive ecosystem
remains much as it is today. The future car company
has strong bargaining power vis-a-vis its suppliers,
and has only recently started to cooperate with in-
novation partners and start-ups.

Workforce: As e-cars constitute a relatively
small proportion of total vehicles sold, pressures for
workforce reduction are low. In this low-tech envi-
ronment (relative to other scenarios) with increas-
ing sales quantities, the workforce is in fact slightly
larger than in 2015.

Scenario 3: A fallen
giant in 2025

INDUSTRY SETUP AND
MARKET ENVIRONMENT

E-mobility and autonomous vehicles have ex-
perienced widespread acceptance by consumers
and favorable regulation. However, automakers are
not the preferred provider. Industry outsiders such
as ride-hailing services and technology companies
have entered the market on a large scale and forged
exclusive alliances with dominant auto suppliers,
cities, and infrastructure companies to provide af-
fordable mass mobility. They have mastered the
integration of digital capabilities and mechanical
engineering and provide superior autonomous driv-




ing technology. As a result, the future carmaker is
suffering from this fierce competition and displace-
ment, as its brand attractiveness and value have
diminished. New talent recruitment also suffers as
a result, putting the brakes on the development of
new business ideas.

OEM PROFIT POOLS

Private car ownership has decreased, and the fu-
ture car company has lost market share to the grow-
ing competition. As a result, revenues from vehicle
sales have dropped sharply. As the automaker has
lost bargaining power vis-a-vis suppliers and has
invested in only minor efficiency improvements in
manufacturing, EBITDA from vehicle sales has de-
creased even more (65 percent decline). However,
the company has been able to extend its white-label
business, selling cars and components to the new
players; this business contributes 22 percent of rev-
enues and 21 percent of EBITDA. By contrast, the
future car company has been unable to play a sig-
nificant role in mobility and connected services. All
in all, the automaker is under severe pressure, as
revenues have decreased by 46 percent and EBITDA
by 56 percent since 2015.

VALUE CHAIN STRUCTURE

Assets: R&D is focused on cost reduction in
production. Large-scale, cost-efficient manufactur-
ing processes have gained in importance, maximiz-
ing the use of robots. Cost pressures also demand
tighter development and production partnerships
among OEMs.

Supply structure: OEM bargaining power has
suffered due to partnerships between suppliers and
the new mobility providers. This has also led to sup-
ply bottlenecks, as the future car company is no lon-
ger a top priority for its suppliers. The automaker
has, therefore, had to add value through insourcing
and forging alliances with other OEMs. Cost pres-
sures lead to improvements in supply chain efficien-
cy through demand management.

Workforce: With the smaller number of cars
produced and the immense pressure to reduce costs,
the workforce has shrunk substantially in size.
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Scenario 4: Hardware
platform provider in 2025

INDUSTRY SETUP AND
MARKET ENVIRONMENT

Cars have become software-based high-tech
products with standardized interfaces comparable
to today’s smartphones. Tech players from Silicon
Valley and beyond have gained critical access to the
automotive world, providing key elements of the
software, and have captured the mobility and data-
management service businesses. Many customers
choose cars labeled by these new tech players, for
whom the future carmaker now produces only the
shell and the platform. In a small and exclusive pre-
mium segment, however, customers are still inter-
ested in buying directly from the car company.

OEM PROFIT POOLS

The future automaker is struggling to create
the same brand appeal to private customers that it
has traditionally enjoyed. The private car customer
base—and the number of cars sold directly to the
end user—is 52 percent smaller than in 2015. Vehi-
cle sales thus contribute only 37 percent to total rev-
enues. However, as these vehicles are sold primarily
to the premium market segment, the EBITDA mar-
gin on vehicle sales is higher than in 2015. Business
in financial services is shrinking in line with lower
vehicle sales. However, total vehicle sales could in-
crease due to white-label sales to business partners,
making this the main source of the OEM’s revenue.
As a dominant automobile platform provider and
with significant efficiency gains in production pro-
cesses (Industry 4.0), EBITDA margin in the white-
label business is strong (13 percent). Mobility ser-
vices play no role in the automaker’s business, since
value-added digital services and shared mobility are
operated by other players. The future automaker is
in a good position, with greater revenue and EBIT-
DA relative to 2015.

VALUE CHAIN STRUCTURE

Assets: The key priority for R&D is to further
develop system interfaces to remain the dominant
platform. In addition, the company is aiming for
hardware improvements while leaving major parts




of software development to tech players. R&D has
become more complex, as the future automaker has
to consider the input of business customers who
want to influence the development process. As the
platform provider, the company needs to manage
these different interests and also the significantly
different life cycles of automobiles and computer
hardware. The net effect is to increase R&D spend-
ing relative to revenues. Manufacturing needs to
become more flexible in order to fulfill the require-
ments of white-label customers. For example, fac-
tories may have been relocated closer to business
partners, a major investment. Modularity of pro-
duction processes is high, to achieve flexibility with
regard to hardware and software life cycles.
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Supply structure: Since bargaining power vis-
a-vis suppliers has decreased, the company has had
to invest in its relationships with software and ana-
Iytics providers. The flexibility of logistics is greater
than in 2015, as the future car company has to fol-
low the expectations of B2B customers. 3D print-
ing is helping to supply spare parts for small series.
From the logistics perspective, maintenance of the
rapidly growing sharing-economy fleet is a key issue.

Workforce: Despite higher revenues, the
workforce has decreased significantly as e-cars rep-
resent a higher proportion of vehicles produced and
automation has advanced.
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Shaping the path toward 2025

HE transformation of profit pools and the val-

ue chain in the years to 2025 will be shaped by

regulatory developments, consumer attitudes,
the pace of technological change, and the strategic
choices of OEMs and many other players. Automak-
ers, therefore, need to steer themselves toward a
clear goal, perhaps investing to get a foot in the door
while accepting that some of these investments will
not bear fruit.

To help them in that effort, we have identified
six strategic areas with which all automotive deci-
sion-makers are likely to be dealing in the years to
2025: e-mobility, autonomous driving, the sharing
economy, digital business models, Industry 4.0,
and workforce transitions. For each of these strate-
gic areas, we consider how trends and drivers could
shape the potential transformation path for two of
the scenario narratives: OEM as a data and mobility
manager (Scenario 1) and OEM as a hardware plat-
form provider (Scenario 4).

E-mobility

The potential growth in e-mobility raises one
big question: Should the automaker produce batter-
ies itself or buy them from others? The impact of
this decision will be enormous, as up-front invest-
ment could be in the billions of euros. During the
first years, utilization—and hence profitability—of a
large battery plant is likely to be low. Moreover, it
will take significant R&D effort and/or M&A activity
to establish the OEM as a cutting-edge battery pro-
ducer. However, the in-house production of batter-
ies has the advantage of control over a substantial
part of e-car value creation.

Most automakers have already shifted signifi-
cant funds into e-mobility investment. To aim for
the data and mobility manager position of Scenario
1, further investment is likely to be necessary, not

only in the development of electric cars but also in
production capacity for rapidly growing customer
demand. Defining standards for the corresponding
charging infrastructure is also key, making close
cooperation with public authorities important. For
OEMs aiming to succeed in Scenario 4, cost-effi-
cient production of alternative drives and vehicle
platforms should be the focus.

Autonomous driving

As with investing in e-mobility, building capa-
bilities for autonomous driving is in our view a no-
regret move in all scenarios. While much remains
uncertain—including the speed with which the tech-
nology can be brought to market and consumers’
willingness to adopt it>—autonomous driving has
gone within a few years from science fiction to the
verge of becoming reality, as multiple players are
pushing the technology.

For automakers, R&D budgets will need to ex-
pand when aiming for the high-tech Scenario 1. Al-
liances might be a way of supporting this. Address-
ing safety and liability is key to ensuring technology
acceptance and a sustainable customer relationship.
According to Deloitte’s study Autonomous driving
in Germany, 59 percent of drivers would be more
likely to use self-driving cars if the OEM offered
a warranty for accidents resulting from a techno-
logical failure.® By offering demonstrations and
explaining the technology, the automaker can help
build confidence in autonomous vehicles, increas-
ing customer acceptance and, ultimately, loyalty.

For an OEM targeting Scenario 4, the focus
should be on the provision of suitable hardware
concepts and standardized interfaces. Furthermore,
modularity should be increased to achieve flexibility
and accommodate different hardware and software
life cycles.




Sharing economy

We also expect a growing demand for ride- and
carsharing services, especially when coupled with
self-driving vehicles that can be pre-ordered to
a certain location at a certain time. While many
customers find this highly attractive, it could be
challenging for automakers’ traditional business
of manufacturing vehicles; total vehicle demand is
expected to be much less than in a world where cus-
tomers lack the option to share. Although revenues
from shared vehicles were still low in 2015 (around
€10,000 annually per vehicle), investment in mo-
bility services opens up opportunities for participat-
ing in the growing market for the sharing economy.
With a larger customer base and greater utilization
of vehicles, this effect could eventually more than
compensate for decreased sales.

The construction of a mobility platform is both
feasible and low-risk. The investment requirement
is relatively moderate, and the platform can be op-
erated with rented cars or under-utilized private
cars. However, competition is already stiff, with
many players possessing superior analytics and
data management capabilities. In Scenario 1, the
aim is to be a market leader in mobility services, so
the development of an attractive service offering
and an easy-to-use application will be key to success.
In this scenario, the automaker needs to create a
strong brand to find a place in the sharing economy.
Attractive vehicles, a well-chosen city selection, and
customer-oriented pricing are essential for compet-
ing successfully, together with systems and talent
for mobility data management and predictive ana-
lytics. The OEM should also focus on cost-effective
maintenance of the vehicle fleet.

In contrast to this, an automaker aiming for Sce-
nario 4 will not be operating in this field. Rather, it
should try to boost its vehicle sales through long-
term and extensive cooperation with dominant car-
and ridesharing players.

Digital business models

Connected car technologies offer a number of
new possibilities for generating revenues by en-
hancing the in-transit experience, from watching
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movies to playing games, as the car navigates au-
tonomously to its destination. Automakers need to
consider developing and integrating infotainment
systems and apps, including interfaces with home
devices and links to offices. Furthermore, they could
sell advertising during autonomous shared rides in
the same way as public transport does today.

Monetizing data collected in and by cars is an-
other potentially sizable market. Predictive main-
tenance can save both time and money for custom-
ers,"" insurers are understandably interested in
driver behavior, and individual mobility profiles
are a potential source for tailored in-car advertis-
ing. However, the possibilities for data monetiza-
tion involve a fundamental decision: Does the OEM
want to capitalize on highly sensitive customer
data? While it could be a big money earner, legal
and ethical considerations might arise, as custom-
ers and regulators have a strong interest in ensuring
privacy. Our research shows that 63 percent of Gen-
eration Y users fear that their data will be passed on
to third parties without permission.*

In order to move toward Scenario 1, the future
automaker has to build up digital capabilities ag-
gressively. In addition to its own research activities,
it will also have to acquire knowledge and resources
from start-ups and other tech ventures. In our esti-
mate, a typical automaker might have to recruit up
t0 13,000 IT specialists. The OEM must ensure data
security and transparency.

In Scenario 4, the future automaker should
avoid trying to compete against players with al-
ready-strong digital capabilities. The goal should
be to provide the safest, best-performing standard-
setting platform.

Industry 4.0

To stay competitive in manufacturing efficiency,
product prices, and quality, a company must as-
sess a variety of investment options in new manu-
facturing technologies. Possible actions range from
updating assembly lines with advanced robotics
and equipping manufacturing and intralogistics
hardware with sensor systems for data collection, to
smart analytics solutions and voice-controlled sys-
tems.




The financial investment required to create
“smart factories” would be enormous. Moreover, an
increased level of automation entails big changes
for the automaker’s workforce. Socially responsi-
ble—and costly—solutions are needed to adapt the
workforce to the challenges of a digitalized world.

Our recommendation for companies aspiring
to see themselves in either Scenario 1 or Scenario
4 is the same: Invest and develop integrated Indus-
try 4.0 concepts. Irrespective of whether OEMs will
continue to be in control of the auto value chain
(Scenario 1) or act as the “hardware suppliers” for
tech giants and technology platforms (Scenario 4),
making the most of new manufacturing technolo-
gies is an imperative. One important distinction be-
tween the two scenarios must be made. For white-
label production in Scenario 4, the need to integrate
new players (and their standards) in the supply
chain will require greater flexibility in production
systems.

Workforce transition

Many of the issues discussed point to a dramatic
impact on the workforce. In many cases, the OEM
may not need more workers, but it will almost cer-
tainly need different workers and skills.

If aiming to be a digital and mobility manager
(Scenario 1), the OEM faces the need for additional
digital talent while reducing its manufacturing and
administrative workforce. Implementing employee
training programs and developing recruiting strat-
egies to attract bright people in software develop-
ment and data analytics should be one key area for
action. Being well known as an attractive place to
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work will be critical to success in acquiring the nec-
essary talent. The negative impact from workforce
restructuring might be softened by redistributing
employees to other areas of manufacturing (for ex-
ample, white-label manufacturing), offering train-
ing programs for employment in other functions
(for example, battery production), or extending
early-retirement plans. In any case, the future au-
tomaker must consider the influence and concerns
of legislators, trade unions, and the general public.
Continuing to be a good corporate citizen will be
crucial for the successful future car company.

When working toward Scenario 4, the need for
careful management of workforce restructuring is
even more critical. The large increase in white-label
production will only partly compensate for work-
force reductions in other areas. The management of
such processes will require close attention from top
management and could certainly cause controversy,
both internally and in the public sphere.

There is no easy path to success for carmakers
in the future of mobility. If the goal is to be a tech-
nological pioneer and face off with IT giants, there
is an urgent need to develop digital capabilities.
OEMs will need to aim for cooperation and merg-
ers, and adopt a culture of innovation. In Scenario
4, the central requirement is to concentrate on the
core competency of vehicle construction—given the
massive investment required and the associated
risk—and companies should direct R&D invest-
ments particularly toward improving efficiency. The
early formation of cooperative relationships with
mobility providers can support the transformation
to a leading vehicle platform provider. In doing so,
however, automakers must be willing to cooperate
with them on an equal footing.




Conclusion

HE core business of automakers will undergo
significant changes over the next decade, as
new mobility concepts and increasing compe-
tition endanger current market shares and profits.
However, there are several future scenarios in which
an OEM can successfully compete and even signifi-
cantly increase revenues and operating profits.
There is a strong indication that, across the four
scenario narratives we have developed, embracing
e-mobility, autonomous driving, and Industry 4.0
could well be no-regret moves. Workforce transi-
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tion management, meanwhile, seems critical in
three out of the four scenarios.

To prepare for the future, automakers will have
to evaluate the drivers of change in the light of
their internal and external circumstances. In the
face of uncertainty, scenario planning permits us
to map out clear paths into the future. And because
the speed and direction of key drivers can change
quickly, it is important to take a holistic approach to
understanding and modeling their impact—and to
be willing to revisit regularly assumptions and busi-
ness decisions.
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