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The increasing disintegration of value chains and co-operation that has its branches worldwide obstrucl
the view of real aggregate demand .,.

Economic cycles are experienc-
ing more frequent and more pro-
nouncetl flucfuations in all sectors.
The economic system is swinging
from massive over-demand direct-
ly into a severe sales crisis. More-
over, even experts appear to be
surprised by such extreme swings.
Are managers blind? No, they are
merely looking at the wrong types
of demand, namely the local de-
mand that has been made visible
for them, which today differs from
the real aggregate demand sig-
nificantly more than it did in the
past. The reason for this lies in the
increasing disintegration of value
chains and globally networked co-
operation. These trends obstruct
the view ofthe real aggregate
demand. Essentially each stage cf
industry concentrates on its direct
competitors, customers or suppli-
ers and not on the value chain as
a lvhole. This is a strategic error.

Why does the mining giant Rio Tinto
only discover in Norrember 2008
that its sales ol raw materials for the

rrvhole of 2008 u' i l l  be len percent
less than expectations? Why didn't
Arcelor Mitial order a single tonne of
iron ore lrom Vale betu'een October
2008 and lviarch 2009? \,\ih,rr is Dorar
Chemicals temporarily closing a third
of all of its production facilities ? Why
are Rieter and GF cutting shipments
of thejr producls to thc car industr l
by 50 percent practically overnight?
\{ihy are Chinese ports suddenly full
of iron ore carriers and American
ports full to overflowlng r,t'ith vehicles
from BMW and Mercedes? In order
to ars\'rrer these questions one has to
analyse more closely the global value
chalns in these sectors and above all
the changes they harre ladergone as a
result ofgJobalisation since the bcgin-
ning of the 1990s.

The strategy of unlimited growth

Starting in ihe 1960s, our industrial
strstem has experienced continuai
grourth. Demand for al1 t1.pes of con-
sumer goods far exceeded suppl-v;
during this period, production and
suppll' 1'35 easy. Markets lvere, to a

large exteat, locai and
in part closed. l-Inem-
ploymeni was practi-
cally unheard of. By
the 1980s at the latest,
this imbalance between
suPPly pd demand had
shifted ln the der,eloped
countries and no longer
favoured producers;
market segmentation
and response to spe-
cific customer demands
vvere called lor in order
to counter increased
competition.

The end of the Cold
War and the opening
up of easlern Europe
brought new opportuni-
ties and risks after 1990:
not only was the market
expanded by orrer 100

million potential nev,' customers, there
rras additional competitive pressure
r.vith very favourable production costs
in the eastern European countries.
The globalisation in the We st that took
place at the same time and al1olt'ed
companies to pursue nerv markets in
the rapidllr growing economies made
it possible for companies to continue
wlth their grora'th-oriented business
strategies. The paradigrn of unlirn-
ited grourth r,rras slill embedded in the
minds of managers - also urged on by
short term oriented imrestors luring
the m.anagers vl.ith excessive bonuses

[and salariesJ. These compensation
packages are very strongly depend-
ent on the size ol the companies. In
the meantime, tlere har,e been funda-
mental changes in the structure ofthe
value chain, abetted not least by low
transport costs and advanced means
of telecommunication: a network
of suppliers and sub-suppliers with
branches r,vorldr,r'ide is now striving
- to a large exlent in al uncoordinated
manner - to achie're a supposed cost
optimum within the r,alue chaln.

?here began a parallel race to cap-
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ture the new narkets {market and cost
leadership] whlle at the same time se-
curing existing markets - directly by
enonnous in tcs lments  in  inc reas ing
capacity and indirectiy by optinis-
ing capacitl' b1, means of mergers and
lakco le rs .  and spur red  on  b t  thc  meg-
alomania of the managers. This strat-
egy aimed at uriUmited grorath nras
linanced bv readill' x1rsi1"6b tiquidit_-v
and Ior,v interest rates. The target mar-
kets boih for expansion ofproduction
capacilrr and increased turno\/er trere
mosth, the upcoming BRIC countries,
but in addition to Rr"rssia lirere l ere
also other easlern European co uniries
il,ith favourable labour costs.

Unlortr-uratelrr. all competitors had
the same idea, that is to say tbe same
business nodel. Tire malagers appear
not lo \^rant to think about n'here this
rnight lead. A simple calcu.lation of
the additional orrerall capacities and
the real glor'r'th would reveal the re-
sultant imbalance in the market. Fur-
thermore, the compan,v takeor:ers and
mergers have not onlt' overstrained
lbe organisalions bul also completell'

rulned healthy balance sheets - rrye
are no1,r seeing the results. A iack of
farsigirtedness and inadequale sys-
temic thinking? Not only that but also
a sizeable portion of naivetlr and the
lack of courage lo prepare a Plan B in
case there is a period of bad weather
and to present it to the shareholder.s.
But this is precisely rtrhat responsible
nanagement is all about,

The great disenchantment

\{hat happens nor,r' when there is a
small fall in demand? Distracted b-v
increasing turnover and bllnded by
extrapolated business plans based
on \{Tong assumptions. the managers
suddenly and asionishingl)' discover
that, oops, the,v are produclng too
muc l r  -  supp l r  i s  s ign i f i can lJ r 'g rca tc r
tha-n the real demand.It is interesting
lha t  th is  rca l i sa f ion  r tas  f i rs l  l r igger ld
bl, the American subprime crisis and
tho  o l l rhea lcd  econom)  subscquent -
ly col lapsed i ike a house of cards.

And it gets elen worse because
pr iccs  a lso  go  in lo  f roc  fa i l  as  a  r r .su l t

...making it particularly difficult for indus-
tries detached from the end markets ...

of overcapacities, higher fixed costs
and loner marginal costs. Tire effect
of the fall 1tl prices is thus signiiicantl,v
more serious than the reduced quan-
titv because it brings the poter.rtiaj
competitir,eness of tire company into
question - ihere are indicaiions I

EXTRUSION -  D IECAS: ING.  FOUNDRY-  FOLL ING .  F IN :3H :NG.  MACHIN ING -WELDING -  R ICYCL ING

metef-foUryqeq
14-17 April 201 0
Garda Fxhibit ion Centre Mcntichiari  Brescia l taly
ro. 1 metal expo in the world

INTERNATIONAL
ALUI\,4INIUI\4 EXHIBITION

8S EDITION

|ftil,Äää"
INTERNATIONAL

FOUNDRY EOUIPIvENT EX}lIBITION

Two events one great international
appointment in constant growth:
a unique opportunity to get together
and do business

_, j .  - .  Orgi l jz ing Secretar iatr  EDIMET SPA.
. r . , ' . . "  .  v i ä B r s c l a  1 1 7 2 5 0 1 8 M o n t i c h i a r i  ( B S )  t t a l y

' i l  " ,  
.  ph. +g9 o3o 9981045 Fax +3s o3o 99ätos;

a 
' 

' 
ido@metef.mm

SL pporters:
AIB - AIFM . AII \ ,4 -  AITAL - AMAFOND. ASSOFOND
ASSOIVET - CCIM BS - CEMAFON - CIAL - EAA - ESTAL
FACt -  FEDERFINITURA - I IS -  OEA. QUALITAL - UNCSML

ALUMINIUM . 9/2009

usl

15



E C O N O M I C S

of trouble ahead. The current crisis is
far more pronounced than the conse-
quences of the dotcom bubble burst-
ing in 2000.

\{hat has happened in the past few
months is a consequence of the widely
branched global value chain. The sup-
posedly strong increase in turnorrer is
mainly d ue to an ever-longer'pipeline'

{see also; Dvnamics of tbe 'pipeline

filling' effect in the aluminiiinr semis
industry, ALUL,IINIUL4, s/2aa1. p.
336f{. This building up of an interme-
diate stock, which was erten strongly
supported b)' increasing prices for
raur materials, came to an abrupt
end and n'as suddenly replaced by
destocking. Thus as the aggregate de-
mand fell, the producing companies
were immediately affected - and the
more so the further they n'ere from
the end market because the dov,n-
stream demand r,vas imrnediateiy met
by the welJ-f i l led 'pipel ine'.

In such a situation, an attempt
is also made to compensate for
liquidity losses resulting from
reduced operative income by
futher cutbacks in stocks. In the
present crisis, this phenomenon
has increased drastically as a
resr:lt of the financing of the net
working capital becoming errer
more dif f icult  or cven impossi-
ble because ofthe restrictions on
givin g credit. If the fall in produc-
tion is undull' large compared
with a company's fixed costs,
restructuring and redundan-
cies are inevitable. If the abrupt
cut-back iu production resulting
from the emptying of the'supply
chain' is also superimposed on
possible inlerest and capi lal re-
payments for short-sighted purchases
of companies, it is no longer possible
to rule out banhruptcies. And all of
this because one has lost sight along
the rralue chain of the end market.
The question as to r,rrhether state aid
and demand-stimulating spending
programmes should be carried out
at the taxpaver's expense is another
problem in the making.

And nothing learned...?

If vye fail to learn fron this, \ re call
paraphrase German dramatist Bertoli

Brecht and say, "And when the whole
shebang is over, it will start from the
beginning again." As soon as the pipe-
line of intermediate stock is empty,
the aggregate demand will again work
its way along the value chain via the
components to the semis and finally
through to the rawmaterials suppliers,
The pipeline is rrery long so consider-
able iead times are necessary before
material reaches the final seller. That
is why we are already hearlng cries of
"Can't you suppiy it tomorrorv? \4/here
are the goods, I need them immediate-
1y?" reverberating today... and have
not learned anldhing. There are un-
pleasant forms of feedback from dy-
namic svstems that we gladl,v ignore,
Actually, this phenomenon is known
as t}le Forrester-Burbidge effect and
was already being modelled 40 years
ago on a sma11 scale (using simple val-
ue chains). The time it takes to pass

warehouse that is on the move.
If we also take into account the

increased investment actirdties on a
global scale for installing additional
production capacities, one recog-
nises the dangerous multiplier again,
but on a large scale. The throughpul
times for inrrestments to expand ca-
pacity and open üp markets - from
the instant a decision is rnade, via the
pianning through to commissioning
- is measured on a timescale of years.
Whether the new capacities come on
stream whcn the cconomic clclc is
on a don'nruard siope instead of on
an uplvard one is to a large extent
random. It is paradoxical that the de-
cision to create new capacities is usu-
aiiy b6sr6 .r ,te maximum amplitude
ofthe swing, which lar exceeds the ag-
gregate demand. The consequence is
expensirre overcapacity, which in the
\ /orst case is subsidised with taxpay-

...to read in good time to imbalances in the real e(onomy

through the production stage means
the effects on the stock quantities are
limited to sometilirg of the older of
serreral weeks or months by. Suppos-
edly skilfui negotiating on the part
of the purchaser as a result of large
quantit.v discounts exaggerates this
effect still further. Everyone subop-
timises his area and thus even dam-
ages the others by thinking 1ean, On
top of the globalisation effects of a
broadly branched r,alue chain fwhich
benelits from cheap production loca-
tions in far away places) there are the
long transport times, in other rn'ords a

ers' money, and later on has to be reor-
ganised again using taxpayers' money.
The destruction of verlicall], inb-
grated industrial concerns that can
actually see the end market and their
replacement bJ, companies specialis-
ing in a single stage olthe value chain,
mostly accompanied by horizontal
mergers, is particularly apparent in
matnre industries fsee a].so: \€hich
globalisation for the aluminium in-
dustt'-y?, ALUN{INIUM. Pafi I in 1-
2/2008. p. 16f{, Pafi II in 3/2AaB. p.
16fi), The prospects have probably
not improrred,
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What can be done?

The main problcm is the r l istoltcd pe:cr:pt iorr ol
the actual aggregale demand of the indi l iduai
stagcs of the laiue chain. Thr: nr- ir .nentunt of the
r,alue crhain. r.r'!ir:h is illluonccrl iry s1,s1.nrir:,
feedback rcl r i i rei: th' l inkcC to lhe actual agglo-
gato dclr:u:d. doni iuatcs nro:e atrd nterrer ihc h:r-
thor one gets from thc ond market, Thl l :o maior.
intcrrclated approachcs to supplr '-chair ntanagc-
mL.nt ai '0 n0ccssal\: :
r  Firsl lr ' .  a sh ortr:nin g olthc r.ai uc chain bl mt:an s
oi intcgration using an cxcharge r:f  informaticrr
anrl  a leCucl ion in thr l l r l r ;ughpr.rt  t ime usine lcan
teci l iquos, {n gonclal.  l l r l  loal approach. l ,hir l t
nr l .ans r: l iminal inq cl lr ' t  possiblo soulce uf l 'ast-
ager, r.ri1l llerr.;onr, o\-olt fllofe ilnpoltanl in luture.
Ths result u' i l l  bc a snal ler ampli tudc i ,r ' i lh faster '
rcaction trme.
. Sccourl l l , .  the locluccd ampli tude ui l l  alJorr
better planning ol lhe nr:cessarv production ca-
par;itr'. r-hir:ir is bascd or.i ii.ir: roal aggrceato rl:-
nand, This t i l l  nl t  el int inalo l i te cxpansion of
orrercapar: i t i rs but i1 ui l l  a1 lcasl rcdure i1.
r Thirr i l r ' .  taking al1 r 'alue chair.rs into accounl
t ' i1h n'hir;h or ' :r :  is j l  r :r .rntpeti l ion. i ls lcarl  ol onlv
.11.r 's orr.r ' r  staqc. I 'his appl i trs 1o cl ist i lg r:apai: i-
i ics as u'r i11 as to 1; lanncd cttcnsitns,

I l  adrl i i ion. r 'oal-cconomr' planning, is ncrccs-
sat 'r ' in orc]cl to a\ '{r ir l  thc sr:r ious socio-ecorun.r ic
(rt)ns{rqLlf l)acs thäl 1\ 'c i i rr :  curronl l !  expel icr.rc-
ing. N-ou, this is r;onsist i :r i t  ni th t i ie ide al rror ' lc l
u-o kuorr f iom thcorct ical books. in plact icc. t i r is
nrcans t l iat tho modr: l l ing of sci:ral ios shoLrlcl  not
rcirairt  att  acatlcnric ctorr: iso arid supr:n, isorr-
l loarr ls siroulcl insisl  otr l ) lanni l tg based facts:
sonc shareholdols {1riLc [oltr l jäl t \ ,  onrr:rs l ' i1h
socjal lcsl.ror.rsjbi l i t r  I  anrl  thc or ' :-rplot,ees r i l l  bc

,glatrful.  
' l 'hi , ;  

othcr sharcholCur' ;  lpru e spcr-LL1a-
1.rrs I  r ir ' l  ihc othcl hard n' i l i  l rrobablr.r ielr lhc lur,
lont cr isis nlüra as al ry1.ror ' l rLnit l  to agaitr qcl
invoh,ed 1n 1hi: slor:k g:lr.hllgc in a big r,r'ar'. Ntiri'
opl lorful l t l ,  1'or thl t l l  ard possiblc unentpior '-
mon i  l t l r  lhe  o lhu .  n 'h l  can  ac t r ra l l - r ,do  lo ih ing
for lhr,r niislakos ol rnal:rgr-'r's,
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