[image: image6.jpg]



[image: image7.png]FREIGHT]INER.
Le
A DaimlerChrysler Company



ASIAN STRATEGY
 4467 Cricket Ridge Drive

Holt, Mi 48842

[image: image8.jpg]SN \
/Arctic Ocean

“Sea 7 /
/e
o oo

e

iands.

Nowaya
Zemiya,

“ North
Pacific
Ocean
qlmmqnﬁ) =

7 olonda

Wi

5
Sea of Okhotsk

.
“
:X.u el
% Perm halin ands
Lomy " ey Serposy b S Ui 1845
oL COR

Chine. Aoy

Paracel

Arabian s :
South sty

Sea 0.t i B
China g

/\/

Ses

et  Andaran \ %
Loadyeen ;
o ’> Bengal o Speaty
, Andaman L
Laccadve S =

oo
e neiion
5 coionbo B LANKA ot BN
ke

MALAYSIAS

‘Scale 1:50,000,000

Lambert Contormal Conic Projectin,
| standard paralieis 37°N and 65°N.

o 500 1000 Kiometers

e ————
ot i s o | o 500 1000 Nautcai ies @ |

e P ey b 100




February 8, 2005

CONFIDENTIAL
Freightliner Board Members

Freightliner LLC Corporate Headquarters

4435 N. Channel Ave.

Portland, OR 97217

Dear Freightliner Board Members,
Based on the economic growth, and lower operational expense within the Asian environment, we want to give Freightliner a globally strategic advantage against our competitors.  With this new global strategy I am confident we can build top quality trucks with the lowest price to our customers.  This strategy can be implemented and fully operational within 24 months of approval.

We intend on building a facility that will revolutionize manufacturing in terms of operational expense and controlling inventories.  

This is a tremendous opportunity for our company and customers.  We have the opportunity to lower the price of our products, while increasing net profits to our bottom line.

Respectfully,
Matthew A. Best
Vice President of Global Operations
Freightliner Corp.
Enclosure (1)
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The Asian Locations under Consideration

Before I selected an Asian country for our expansion, Freightliner had to take many steps to learn which country was the best choice.  American businesses have manufacturing plants in Thailand that have been very successful operations.  Even Vietnam has expressed interest in doing business with western companies.  So the best way to evaluate these countries is through statistics and the potential opportunities it can bring to Freightliner.

The countries of interest were:

1. Thailand

2. Vietnam

3. Indonesia

4. Malaysia

5. China

Regardless, in the Asian region Freightliner will be able to take advantage of a less expensive labor market.  The Indonesian and Malaysian economies has been devastated by the recent Tsunami in the region, and I’m sure the two governments would be willing to work with us if we made a commitment to one of them.  However, Indonesia and Malaysia has a lot of Anti-American sentiment since September 11th, 2001.  In fact Indonesia gave American soldiers a deadline to leave their country, while delivering aide to help their own people.  After many days of debate the Indonesian government later scraped the deadline.  
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Even terrorist organizations within the two countries have targeted western businesses.
  Under the circumstances Indonesia and Malaysia are not worth the risk of investment as this point in time.  Vietnam is starting to welcome western businesses and culture,
 while Thailand has entertained western businesses since the 1950’s.

Internet cafes in Vietnam are everywhere and are seldom empty.

China is the fastest growing economy in the world.  Their middle class is increasing at a large rate, and companies all over the world are practically jumping over themselves to enter into China.  When development like this occurs within a large populated country, infrastructure must be built, and with so much investment being poured into infrastructure, trucking and services becomes essential.  China is currently spending $1 trillion (USD) for infrastructure from 2003 to the year 2006.

In fact, eight highways are expected to run from east to west by the year 2010.  The highways will be approximately 195,000 km of quality highways.  They also plan to construct 150,000 km of roads into rural areas.  This is not a bad statistic when you consider 49,000 kilometers of dirt roads was the only thing separating east and west just two decades ago.  Although to US standards they were very poor quality roads.  With this kind of investment, China will need an enormous trucking system to support increasing demand throughout the region.
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No longer will there be a logistics problem in west China by 2010.
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China is the Best Site
The statistics clearly show that China should be the site for a Freightliner factory.  China has become the top new prospect for industrial production.  Its enormous population and immeasurable economic potential is raking in billions of foreign capital.  This foreign capital is mainly invested to take advantage of the low labor market within China.  Wal-Mart and Dell Computer were one of the first American companies to enter the Chinese economy.  The result was low prices, large revenues, net profits, and competitors dropping to bankruptcies or takeovers.

Companies like Kmart, Compaq, and Gateway Computer were slow to the punch, and as of the first part of 2005, none of them has recovered fully.  From the competitive environment Wal-Mart and Dell pioneered in their industries.
  In another aspect, General Motors, Boeing, and Ford Motor has forgotten why their in business, “to make money”.  These types of companies are always focusing on sales and revenue, but the real focus should be net income, and operational expenses.  Freightliner must not fall into the same trap as these other companies.  By entering into China we will be entering into a large country that desperately needs our product to grow, at the same time controlling our operational expenses.  If we design our strategy right, revenues should sky rocket, operational expenses should drop dramatically, and our net income should benefit enormously within the next 7 years of your approval.

The Growth of China

Why is China doing better at implementing capitalism than Russia?  There are maybe a thousand reasons, but the main reason is the Chinese government is moderately implementing capitalism in specific areas called special economic zones.  This moderate shift in economic policy has proven to be beneficial for the entire country.  The Chinese government has placed incentives on their people to move east where these economic zones are located.  The strategy is to shift people from the unproductive western country side, to efficient employment in the east.  The result is Chinese farmers from the west are now becoming eastern industrialized workers.  The overall goal is to move 400 million people into eastern cities in the next 25 years.  This type of shift involves increased housing, roads, schools, railways, sewage systems, power plants, and many other items that involve service trucks.  The potential for growth is staggering.

Chinese percentages of the world consumption:

1. Pork 

51%

2. Cotton 
33%

3. Rice 

33%

4. Fish 

32%

5. Coal 

31%

6. Steel 

27%

7. Copper 
20%

8. Soy Beans 
20%

9. Aluminum 
19%

10. Poultry 
19%

11. Oil 

8%

12. Soda 

4%

As China’s economy grows and the standard of living increases, these percentages are expected to increase even higher.  

Russia on the other hand became a capitalistic economy practically over night, which turned into economic chaos.  Moderation has proven to be the answer for China.  
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The Chinese Currency

(The Yuan)

The United States has been pushing China to introduce more market flexibility into its currency.  However there are some signals by the Chinese government that they intend on keeping their currency, “basically stable”.  The changes will be slower because China believes they are competitive on a global scale when their currency is weaker.  
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Although even if the Yuan goes up, labor costs will remain some 4 percent of those in the United States.  At the same time Chinese imports would cost less, so China would still maintain its competitive advantage.
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THE GEOPOLITICAL ENVIRONMENT RISKS IN CHINA
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China’s former hard-line President Jiang Zemin was recently replaced by President Hu Jintao (below).  President Hu, a long-time member of the Chinese Communist Party, and [image: image28.png]as of  8-Feb-2005
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member of the politburo standing committee, was once quoted as saying: “According to the global hegemonist strategy of the United States, its main rival at present is the Peoples Republic of China.  Interfering in China, subverting the Chinese government and strangling China’s development are strategic principles pursued by the United States.”
  President Hu has proposed a new anti-secession law that will threaten to escalate tension between neighboring Island Taiwan, and has shown little motivation on relaxing media restrictions.
  Most every course of action the Chinese take is of benefit to their government, whether it is for increased employment, technology, money, political power, militarily power or any other way to gain strength.  For example a Chinese business, Panama Ports Company has bought the rights to operate the Panama Canal (Right) until 2024, a very strategic geographic part of the world.  The parent company Hutchison Whampoa has major ties to Chinese Intelligence.

The Chinese government knows they can’t become a strong developing power without support from western businesses.  The real question is how long the Chinese government will allow western businesses to stay in their country.

I think there is a limited amount of time before some type of clamp down happens in the future.  On one side the Chinese government has become more open, and has shown acts of friendship.  On the other hand, China has become almost angry at the United States and sees it as an obstacle to its national ambitions.  The United States government sees China as a weapons exporter to what they characterize as the Axis of Evil, Iran, Iraq and North Korea.  US Intelligence sources still claim China is aiding the insurgency within Iraq.
  These two views could become the ultimate result of a conflict between the two countries.  The conflict would likely result in economic warfare that would involve the Panama Canal and other ports around the US hemisphere.   
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Henry Kissinger former US Secretary of State said it best by saying, “Once China becomes strong enough to stand alone it might discard the United States.  A little later China might even turn against us, if its perception of its interests requires it.”
  As China becomes more politically powerful within the world there is a strong possibility US and China relations will sour within the next 20 years.  Understanding these risks will help us develop a sound strategy as Freightliner enters into the country of China.
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Chinese Alliance

FAW Vehicle Manufacturers
The FAW Chinese truck and car manufacturer wants an alliance with Freightliner.
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FAW is the second largest manufacturer of commercial vehicles of over six tons.  More than 600 thousand FAW vehicles are sold throughout the world every year.  They are currently market positioned in:

1. China  

2. Japan

3. United States

4. Germany

5. Thailand

6. Laos

7. [image: image33.jpg]_—r)



Vietnam

8. North Korea

9. Iraq
10. Pakistan

11. Syria

12. Saudi Arabia

13. Jordan

14. Tanzania

15. [image: image34.png]


Uganda

16. Kenya

17. Ethiopia

18. Cameroon

19.  Myanmar

20. Botswana

21. Swaziland

22. Mozambique

FAW has 64 plants around China that employs 400 thousand workers.  Major components such as engines, drive-lines and radiators also come from specialized FAW plants.  FAW Vehicle Manufacturers will make an excellent partner within China, and could develop into a larger alliance in the future.
Financial Contract Strategy 

Based on Risk Analysis
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To minimize Freightliner’s risk, the company needs to develop a cost plus strategy.  FAW will fund 90 percent of the upfront costs involved to start operations.  The estimated total cost will be 1.5 billion dollars.  This cost involves a prime location along the waterway within Shanghai.  Once production begins FAW will earn 75 percent of the net revenue earned from the facility, until FAW recovers the 40 percent of Freightliners initial costs.  The estimated time for recovery should be around 5 years, at which the net revenue percentage for FAW will drop to 50 percent.  Together this joint partnership should create 5,000 jobs to the local community of Shanghai, and a major upgrade of technology to the facility.  The entire contract will be 50 years, with an option for Freightliner to extend the contract an additional 25 years.  Any agreement should solidify our commitment to Asia while protecting our investment for the short term.  A cost plus contract will protect Freightliner if China suddenly throws the western businesses out within the seven years of our agreement with FAW.  
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Proposed Product Line 

Freightliner will be able to meet the needs of the local and national governments of China and other Asian markets, while infrastructure is being developed.  The following vehicles are in high demand and must be produced at the Shanghai facility.
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Utility Freightliner Truck (Business Class M2)

2. [image: image38.jpg]


Street Cleaner (Cargo Sweeper)

3. [image: image39.jpg]


Emergency Ambulance (Business Class M2) 
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4. Emergency Fire Truck (Business Class M2)
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5. Towing Trucks (Business Class M2)
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6. Small Tanker (Business Class M2)
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Delivery Trucks (Business Class M2) 
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8. Beverage Trucks (Business Class M2)

9. [image: image45.jpg]


Concrete Truck  (Condor)

10. [image: image46.jpg]


 Long Haul  (Argosy)

11.  Long Haul  (Columbia)

   12. Severe Heavy-Duty (FLD 120SD)
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