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Goodyear Run-Flat Tires on BMW’s Mini Cooper

Report by Jay Armstrong

November 20, 2006

Summary

This report examines the original fitment tire industry and prepares for a successful sales call to BMW, owner and producer of the 2007 Mini Cooper. 

The original fitment tire industry is in excellent shape to support the sale of run-flat tires because consumer demand for the product is increasing. Goodyear is the world pioneer in run-flat development and a natural candidate to supply BMW. As the result of superior manufacturing practices, the Extended Mobility Tire is virtually flawless in form and function. The main competition comes from Michelin, which has a strong relationship with BMW. Goodyear’s advantage over Michelin is the run-flat system, which is more practical than the PAX system. BMW’s demands on suppliers are very strict, and the purchasing team accepts only the finest products with superior accompanying services.

The sales call should focus on the following key ideas:

1. Goodyear has the ability to meet BMW’s tire needs for the Mini Cooper.

2. New key car buyers increasingly view run-flat tires as a desirable feature, due to convenience and safety benefits

3. Ease of ordering and convenient delivery times are essential elements of doing business with BMW.

4. BMW needs assurance that it will receive only the finest, flawless products from all of its suppliers.

The information in this report was gained through industry publications by the Rubber Manufacturers Association, the Rubber Association of Canada, independent articles, Goodyear marketing research, interviews with Goodyear’s National Sales Director, and BMW Mini Cooper publications and websites.
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Introduction
Goodyear, with a market share of 34.0%, is the dominant player in the North American tire market. This position has been achieved largely because Goodyear is a domestic manufacturer, and also because the company adapts quickly to changes in the marketplace. Tire companies realized that stopping on the side of the road to change a flat could be stressful and inconvenient to drivers. New technology allowed the development of the run-flat tire, which is now being mass-produced at affordable prices. This tire has the ability, when punctured, to travel at speeds of 95km/h for up to 130 kilometres. Goodyear is the current leader in North America in the production of run-flat tires with applications on the Corvette, Prowler and BMW sports cars. There is no doubt that run-flat tires will increasingly replace conventional tires on new cars. To maintain a dominant position in this market, Goodyear needs a high-profile contract to grab the attention of auto manufacturers. The new model year release of the highly visible 2007 Mini Cooper is the perfect opportunity.

The purpose of this report is to examine the original fitment tire industry and prepare a successful sales call to BMW, owner and producer of the Mini Cooper. Fitting the Mini with Goodyear run-flat tires will help Goodyear achieve its goal of maintaining the number one position in the North American run-flat and total tire industry.

A full understanding of the customer is necessary so that Goodyear can respond effectively and efficiently to any needs that may arise. This report investigates the original equipment tire industry to ensure that Goodyear meets all environmental and legal guidelines in its proposed sale to BMW. Goodyear’s company policies will be consulted to ensure maximum flexibility for the customer. Product research shows that the benefits of run-flat tires outweigh their high price. Anticipation of the competition’s strategies is required to prove Goodyear’s superiority.

Research and Analysis
Industry Knowledge
From an economic standpoint, the Canadian and international tire industries are in good shape. The tire industry runs more efficiently than the total manufacturing average and consistently operates at 10% closer to capacity than the rest of the economy (Rubber Association of Canada, 2002). The tire industry is also growing at a steady rate, with average annual growth of 3% for replacement tires and 5.5% for original equipment (RAC, 2002). New tire sales mirror new car sales and currently no indicators suggest drastic changes in automobile demand. Run flat tires are more expensive than regular tires and, therefore, the technology is becoming standard on luxury and sports cars. The luxury car market has been growing quickly over the past 10 years. 

Insufficient tire pressure is the leading cause of tire failure, and as many as 40% of Canadians do not maintain sufficient tire pressure for their load (RAC, The Rubber File, 2002. p. 1). These findings have motivated the National Highway Traffic Safety Administration to issue a regulation requiring the installation of Tire Pressure Monitoring Systems (TPMS) in all passenger vehicles and light trucks as of next year (RAC, The Rubber File, 2002, p.1). The TPMS is designed to alert the driver when tire pressure is dangerously low. This regulation is widely supported by the public and auto manufacturers as a safety benefit. TPMS is standard technology in Goodyear run-flat tires because, when a run-flat tire loses pressure, there is no noticeable loss of handling or comfort. Goodyear is ahead of the game on this regulation and surpasses all existing safety standards.

The Rubber Association of Canada and Natural Resources Canada have teamed up to educate drivers about tire safety. The PART program (an acronym for pressure, alignment, rotation, tread) is designed to increase road safety. These associations advise that tire pressure checks and visual inspections should be conducted monthly, and alignment checks and rotation should be performed regularly. Transport Canada advises that proper pressure increases fuel economy, and decreases tread wear, reducing waste (RAC, News Release, 2001). No doubt this will seem like a lot of work to the consumer. The heightened awareness that results from these campaigns will surely have the effect of increased demand for run-flat tires, which monitor their own pressure.

Bill 90, which received Royal Ascent on June 27, 2002, is the Provincial Waste Diversion Act. The goal of the Act is to reduce the amount of garbage that goes into landfills. The impact on the rubber industry will be the implementation of a scrap tire program, similar to the programs in place in eight other provinces (RAC, The Rubber File, 2002). Recycling rubber is a more complicated process than recycling plastics, requiring much more sophisticated equipment and machinery. When the program is implemented, costs associated with disposing of tires will likely increase. This will likely lead to demand for tires that have longer life spans. 

Technology is rapidly changing the tire industry. New product development is important but the big change that technology makes is in the productivity and efficiency of the industry. New thermoplastic elastomers are similar to rubber in their properties, but can be processed like plastics under some conditions. Since plastic processing is cheaper and far more efficient than that for rubber, the industry will experience a productivity boost. These new materials increase product quality as well, often forming a more uniform and durable alternative to rubber. The market for thermoplastic elastomer products is expected to grow much more rapidly than the market for industrial rubber products (Industry Canada, Industrial Rubber Products, 2002).

Company Knowledge
It was by accident that Charles Goodyear invented the process of vulcanization in 1839. This process modifies the rubber compound so that after severe stress or weathering, it will return to its original shape. Applications for the new material were endless; however, Charles Goodyear died penniless 30 years before the Goodyear Tire and Rubber Company was founded in his name. Bicycle tires were the original offering, and in 1899 automobile tires were added to production. By 1916 Goodyear was the world’s largest tire company and ten years later it became the world’s largest rubber company. Today Goodyear does international sales worth more the $14 billion. A long list of corporate firsts has demonstrated to the world that Goodyear is dedicated to advancing technology and staying in the number one position as tire manufacturer.

As the world leader in the rubber and tire industry, Goodyear enjoys a top image among auto manufacturers. The company has been responsible and respectable since the turn of the 20th century, and has sold tires to all the big car companies. In North America the Goodyear tire is top in the consumers mind as well. The Goodyear blimp, sponsorship of racing events, and the slogan “Riding on the wings of Goodyear,” have placed the corporation ahead of other leading tire manufacturers. A strong brand is a benefit in almost any sales situation. Essentially, it is a guarantee that says, “Our name is on the line,” and it is apparent to a buyer that the company has a lot to lose if it does not meet expectations. Another added benefit is acknowledgement with the purchasing company. A big manufacturer with a big name can usually get its foot in the door ahead of more obscure, independent producers. Brand equity is an enormous and exploitable asset at Goodyear.

Goodyear Chemicals, the research and development arm of the company, is the largest of its kind in the world. Two new plants were opened in 1998 and $600 million (US) was invested. The goal of Goodyear Chemicals is to stay on top of the tire industry in research and development (Goodyear, Corporate History, 2002).

Original equipment tire sales at Goodyear are a team effort. The selling team works closely with the purchasing company and, after receiving the required specifications, the tire is developed. The purchasing company tests the model tire, along with those of the competitors, and negotiations begin with the companies who pass the strict tests. The selling team is made up of product engineers, sales specialists, finance, and production staff (Colderick, 2002).

Goodyear CEO, Samir Gibara, has given the directive to win accounts on all high-profile cars with the potential for run-flats. Run-flat tires have been identified as the tire of the future and Goodyear policy is now to place as many of these tires on highly visible cars as possible. These contracts have been deemed so important that the company is willing to ignore standard pricing policies and accept the contracts as long as they are not at a loss (Colderick, 2002).

Goodyear’s pricing policy for original equipment tires is half of the recommended list price. A 16-inch run-flat, the base tire for the Mini Cooper, has a list price of $326. This would put the manufacturers price at $163. Due to the importance of placing these new tires on visible cars, Goodyear is willing to accept 60 percent of the manufacturer’s price. $98 per tire is almost competitive with conventional tire prices (Colderick, 2002).

Goodyear joined RubberNetwork.com in 2000. This network is an online cost-effective forum that links tens of thousands of businesses that want to buy or sell rubber products. The network also provides a forum for the exchange of forecasting information, product specifications, product knowledge and research. Goodyear uses this network to partner with other firms and to sell tires and components all over the world (Goodyear, Corporate History By Year, 2002).

An Electronic Data Interchange (EDI) system is in place between Goodyear and all of the large auto manufacturers. This requirement allows Goodyear to invoice and receive payment over the system. The EDI reduces accounting expenses and allows a computerized system to manage receipts and inventories (Colderick, 2002).

Product Knowledge

Run-flat capabilities allow the Extended Mobility Tire to run, without pressure, for at least 80 kilometres at a speed of 95km/h. The following chart (Figure 1) outlines the advantages and benefits associated with run-flat tire capability:

Figure 1

Features, advantages and benefits of the Goodyear Extended Mobility Tire

	Feature
	Advantage
	Benefit

	Run-flat capability
	No spare tire is required on board the vehicle
	10 kilograms of saved weight allows the vehicle to perform at optimum levels. This is especially important for performance vehicles.

	Run-flat capability
	No spare tire is required on board the vehicle
	On-board cargo space is doubled. This benefit is a selling feature that can be passed on to the consumer to increase car sales. This is especially important for small cars.

	Run-flat capability
	When tire punctures, there is no noticeable loss of vehicle performance
	Safety is drastically increased. When a tire loses pressure the driver does not endanger him/herself and other motorists. This benefit is a selling feature that can be passed on to consumers to increase car sales.

	Run-flat capability
	Vehicle can drive with punctured tire to a service station
	Getting stuck on the side of the highway with a flat will not be an issue. This convenience and assurance can be passed on to the customer as a selling feature to increase car sales.


An understanding of end consumers is important because demand for run-flat tires ultimately relies on them.  There is growing demand among consumers for run-flat tires as a special feature on new cars. A survey conducted by J.D. Power and Associates asked thousands what feature what they wanted in a new vehicle. Run-flat tires were by far the most desirable feature with a response rate of 87% (Lachapelle, 2002. p.2). In 1990, 30% of respondents expressed an interest in run-flat tires and in 1998 this figure had jumped to 60% (Lachapelle, 2002. p2). There is no doubt that the increased consumer interest for run-flat tires will motivate auto manufacturers to place more run-flat tires on passenger vehicles. There will be increased demand in the next five years for lower cost run-flats so that they can be affordable on more than luxury and sports cars.

Accompanying support and services are important to auto manufacturers when choosing which tire companies they will purchase from. The following chart (Figure 2) examines some of the support and services that Goodyear offers:

Figure 2

Features, advantages and benefits of Goodyear service and support for the Extended Mobility Tire

	Feature
	Advantage
	Benefit

	Electronic Data Interchange system
	A network between auto manufacturers and Goodyear allows ordering, invoice and payment to happen automatically
	Auto manufacturer does not have to monitor inventory and saves administrative costs associated with billing. Delays due to shortages of components are eliminated during manufacturing.

	Just In Time delivery
	Goodyear will ship required tires directly to production facility just in time for production run
	Auto manufacturers save inventory and shipping/ transportation costs. 

	Flexible 2/30 payment terms
	Goodyear offers 30 days of free credit, but is flexible
	A custom credit agreement can be struck to accommodate the needs of any auto manufacturer.

	Infinitread guarantee
	A lifetime tread guarantee is in place on all tires, meaning Goodyear will replace any damaged treads free of charge 
	This guarantee can be passed on to the consumer as a selling benefit to increase sales.


IBM installed Goodyear’s Electronic Data Interchange system and now profiles the case on its website. IBM describes the benefits of the EDI system in terms of Goodyear’s clients: “Annual communication costs have been reduced significantly, dealers' order cycle times have been slashed, and call center employees now focus more of their time on value-added tasks” (IBM, 2002).
Competitive Knowledge

The following tables outline the various needs of auto manufacturers, and how Goodyear and the competition attempt to meet those needs:

Figure 3

Goodyear versus the competition: Comparison of product features, advantages and benefits

	Feature
	Goodyear
	Competition

	Run-flat tire system compatibility
	Extended Mobility Tire fits any existing wheel and is compatible with other companies’ run-flat systems.
	Michelin PAX system requires a specially made Michelin wheel to mount tire. Not compatible with other run-flats.

	Run-flat development
	Goodyear pioneered the run-flat concept and was the first company to fit run-flat tires as original equipment on passenger vehicles. Goodyear’s technology is leading the industry.
	Bridgestone and Continental have teamed up to copy and modify the run-flat system developed by Goodyear. A few years behind the leader means their technology is not cutting edge.

	Tire engineering
	Goodyear uses reinforced sidewalls to bear the weight of the vehicle when the tire in punctured. The tire can sustain serious damage and on a light vehicle such as the Mini the tire could bear the weight for up to 250 kilometres.
	BFGoodrich offers a “self-sealing” tire that when punctured, releases a rubber cement-like substance that seals the hole. This tire is limited in the size of hole it can seal and the amount of damage it can sustain. This tire cannot run without pressure.

	Tread life
	The tread life of Goodyear’s all-season run-flat tire is about 80,000 kilometres. The tread life of the high-performance tire is about 30,000 kilometres.
	Michelin offers similar tread wear ratings on its PAX system tires. Goodyear and Michelin run-flats would require the same frequency of replacement but the PAX tire is less cost-effective because it is more expensive.

	Traction design


	Goodyear developed the Aquatred, which offer superior performance and traction in wet and slippery condition. This tire receives the highest ratings on traction from the Uniform Tire Quality Grading System.
	On the PAX system, Michelin only offers superior wet condition performance for three tires. For those who want safety, it could be difficult to find the right tire in the right size.


Figure 4

Goodyear versus the competition: Advantages of dealing with the world’s largest tire manufacturer

	Feature
	Goodyear
	Competition

	R&D spending
	Goodyear is the industry leader in Research and Development spending. Being at the front of the pack ensures the finest quality chemical and rubber products.
	Continental relies on other manufacturers to break the way and develop new technology. R&D costs are reduced, however the company is behind in the new product race.

	Production capacity
	Goodyear has plants worldwide, with the ability to meet any production run with just in time delivery.
	Pirelli is a niche tire manufacturer. Limited capacity increases prices and limits fitments to low-volume tire runs.

	Size
	Goodyear is the world’s largest tire manufacturer. This position is strongly defended. Staying on top requires aggressive strategies to please customers.
	All of the competitors are limited, compared with Goodyear, in their ability to meet the needs of high-volume run auto manufacturers.

	Run-flat tire applications
	Goodyear has broken the million-tire mark with run-flat sales. Currently, the company is working with 6 auto manufacturers on over 50 applications for run-flat tires. Goodyear is devoted to becoming the world specialist in run-flat tires.
	Michelin is the main competitor in the run-flat market with about 100,000 applications so far. The PAX system is being modified so that auto manufacturers will approve more applications.

	Relationship with auto manufacturers
	Goodyear is willing to combine research and development with auto manufacturers to become a “complete systems supplier.” Working closely with the suspension and structure experts form the manufacturing firm allows Goodyear to design a custom tire that better meets the manufacturer’s needs.
	Competitors currently receive specifications from the manufacturer, and then attempt to design the best tire. There is not any collaboration on the development of the vehicle.


Customer Knowledge

BMW, owner of British Leyland that produces the Mini, is a world leader in luxury, premium and sports vehicles. In 2001 BMW’s 100,000 employees produced and sold nearly 1.4 million vehicles valued at nearly $60 billion (BMW, Annual Report, 2001). The company dominated European motorsport in the 1960s and 1970s, which was key in displaying superior engineering to consumers. Consumers came to expect the best from BMW and so this demand was passed on to BMW’s suppliers (BMW, Timeline, 2000).

In an effort to maintain a premium position in the market, BMW uses only the finest materials and components in its vehicles. Quality is more important than brand name when it comes to components and BMW enforces strict quality standards on all of its suppliers. 

BMW’s purchasing committee is made up primarily of engineers. After a car is developed, specifications for tires are released to all tire manufacturers. The manufacturers then have a limited amount of time to produce the prototype tire and pitch the purchasing committee. At this point the committee only wants to hear about the tire and its abilities. After a sometimes lengthy examination period, during which the prototype tires are tested, the purchasing team returns to the tire manufacturers that have passed their rigorous tests. Negotiations then begin on price, terms, and services that accompany the product (Colderick, 2002).

Very rarely will BMW rely on one supplier for all the tires on any given car, for if the tire manufacturer should go on strike, or if the plant producing the tire were to break down, BMW would miss the release date or face shortages. Two or three tire manufacturers usually compete for the largest chunk of BMW’s business (Colderick, 2002).

Just-In-Time delivery is mandatory for all component suppliers of BMW. Delivery times are an essential part of the negotiation because BMW wishes to minimize inventory costs (Colderick, 2002).

BMW’s human resources policy states that “Teamwork and process orientation take precedence over work organization defined by hierarchies and specific functions” (BMW, 2001). This limits the ability of one person to make a hasty decision in the purchasing situation. No one person can be approached as the sole purchasing decision-maker. All members of the team need the reassurance of the other team members before they will be comfortable with the purchase. The sales pitch, therefore has to appeal to members from various departments before consensus is built.

Employees are highly motivated at BMW. Efficiency is stressed as one of the most important attributes of the team. Being pressed for time and facts-oriented, members of the purchasing team prefer concise sales presentations. They generally want the numbers first, proof second and personal relationships third. These personal needs are the result of working in a highly efficient corporate culture where time is money (Colderick, 2002).

BMW’s need for quality components can be met with Goodyear’s manufacturing methods and policies. Goodyear developed the Integrated Manufacturing Precision Assembled Cellular Technology (IMPACT) system. This system is the most advanced tire manufacturing process in the world. The result is a fast and efficient tire run that is virtually flawless. Quality control is excellent, and so far in its use not one defective tire has been released to a manufacturer.

Goodyear can also meet BMW’s demand for quality products with its assurance that it spends more on Research and Development than any other tire manufacturer. Five companies share the same detailed sector as Goodyear, and of the total spending on research and development, Goodyear accounts for 69.9% (National Science Foundation, Company Information on top 500 firms in R&D, 2000). BMW can be assured that Goodyear values quality and the importance of producing the most advanced and finest products.

BMW’s need for accurate, Just-In-Time delivery of products can be met by Goodyear’s EDI and JIT systems. These systems allow Goodyear to take orders electronically and supply auto manufacturers with the required flow of tires. Goodyear can assure BMW there will be no manufacturing stoppages due to supply shortages. This also meets BMW’s need to minimize inventory costs because tires will arrive in time for production and will not have to be stored.

Anticipated Objections

· It is not cost-effective to put run-flat tires on a non-premium priced car.

The discounted price of the run-flat tire is almost competitive with conventional tire prices. Only four tires are required, as opposed to five for a normal tire. The run-flat is 15% more expensive, but when placed on the Mini, the additional cost to the customer is 0.5% on the car. Consumers want run-flats, and such a small increase in price is outweighed by the convenience and safety associated with this product.

· Our customers often want identical replacement tires when their first set wears out. How can we be sure three will be a supply of replacements in years to come?

Goodyear has a policy of putting 10,000 tires aside especially for warranty and replacement purposes. Goodyear carries the inventory costs for these tires and can ensure there will always be identical tires available.

· We are a European company and we prefer to deal with European suppliers. Besides, we already have a strong relationship with Michelin.

When it comes to run-flat tires, Goodyear has the best system. If you want to deal with Michelin, you have to have your wheels built by them as well. Once the special wheels are installed, only Michelin tires can be fitted. This could be an inconvenience to your consumers. Competitor companies, such as Bridgestone/Firestone, and Pirelli have adopted the Goodyear system, making replacement availability much easier.

· Consumers have high standards for BMW and all of its components and services. How can we be sure your tires will be flawless?

We guarantee it. With the most advanced tire manufacturing and testing system in the world, we produce only the finest tires. If you would like a tour of our state-of-the-art manufacturing facilities, I would be proud to show you the IMPACT production system.

· Pirelli has a reputation as being the best performance tire supplier. We should fit the Mini with Pirelli tires.

Pirelli is a niche tire supplier, working in only small production runs. Pirelli’s capacity limits its ability to produce the volume you require and guarantee delivery on time. Yes, Pirelli produces a good tire, but we can offer better prices due to our economy of scale.

Conclusions

1. Goodyear has the ability to meet BMW’s tire needs for the Mini Cooper.

2. Due to convenience and safety benefits, new car buyers increasingly view run-flat tires as a desirable feature.

3. Ease of ordering and convenient delivery times are essential elements of doing business with BMW.

4. BMW needs assurance that it will receive only the finest, flawless products from all of its suppliers.
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