Ford sells Volvo to Geely

Devolving Volvo

For both buyer and seller, the deal is worth the risks 

Mar 28th 2010 
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IT TOOK more than a decade for Ford to create what it called its Premier Auto Group around a bunch of classy European brands—starting in 1987 with its purchase of Aston Martin, followed by the acquisitions of Jaguar, Volvo and then Land Rover. It all proved a terribly expensive distraction. Now, it has taken Ford three years of tricky negotiations to dismantle the group, selling the European marques at a considerable loss. Aston Martin went to a British-led consortium in 2007, Jaguar Land Rover (JLR) was snapped up by Tata of India in 2008 and, on March 28th, a deal was signed to sell Volvo to Geely, a small but vastly ambitious Chinese carmaker. 

The sticker price is $1.8 billion, a fraction of the $6.45 billion that Ford paid for Volvo in 1999. The cost to Ford is worse even than those figures suggest: it has had to support the Swedish carmaker through years of losses and even now it faces further expenses associated with the sale to Geely that will eat up much of the meagre sum it is getting for Volvo. 

Unstitching Ford and Volvo will take years

Over the years Volvo's design and production have been closely integrated with Ford's, so much so that it will take years to unstitch them. The sale agreement, which both sides hope to finalise in the third quarter of this year, includes a promise from Ford to continue providing Volvo with such things as engine and powertrain technology for the time being, just as it promised Tata that it would continue to support JLR. 

When Geely's interest in Volvo was made public in the middle of last year, there were some doubts about whether Ford would want to take the risk of letting its technology and other intellectual property leak out to a fast-growing Chinese firm that could one day be a serious rival. The announcement of Volvo's sale says "safeguards" have been agreed to stop this happening. But it also says Volvo will be able to sublicense some of Ford's technology to others, including Geely. 

Although Volvo represents only a small part of Ford's output, swallowing it will be a big challenge for Geely: last year it sold just 330,000 cars—most of them in China—which is about the same as Volvo sold worldwide. Unlike most big Chinese carmakers, Geely is privately owned and, in recent weeks there had been some doubts about whether it would get the financing needed for the purchase. However, those doubts were dispelled when Chinese state banks (and hence, it is assumed, the government in Beijing) said they would back it. 

Geely’s chairman and founder, Li Shufu, calls himself the Henry Ford of China. He and his managers like to talk big, promising to increase output to 2m vehicles by 2015. However, Mr Li's talk about entering the European market in 2007 and breaking into North America by the following year proved to have little substance. 

The harsh truth is that most cross-border takeovers of carmakers have been disappointments (to name but a few, Daimler and Chrysler, BMW and Rover, and indeed Ford's purchase of Volvo and the other European marques). It will be a remarkable achievement for Geely if it bucks that trend. But for Volvo the deal has several attractions: it will gain access to China's rapidly growing car market; and, if Geely keeps its promises, it will retain its current management and its factories in Sweden and Belgium. Volvo, having lost so much money under Ford's wing, might do better under a more focused and autonomous management. If so, Geely will get a good return on its investment and a jump-start on entering the international market, as well as gaining an attractive range of premium-priced cars to sell at home. 


Ford's focus 

For Ford, its failed attempt to build a European-led range of premier marques has been a drain of both cash and management time. This is still true of Volvo, even though it is no longer doing as badly as it was in the depths of the economic downturn. Having struggled through the financial crisis without a government bail-out, Ford has the moral high ground over its archrivals, GM and Chrysler. But its noble abjuring of handouts has left it with a weaker balance-sheet than perhaps any of the world's top ten carmakers. The meagre proceeds from the Volvo sale will be little help in themselves, although at least Ford will earn profits from selling key parts to Volvo for the next few years, while being spared from having to pump investment into the Swedish firm. And at least it can say it has been more successful in its European divestments than GM, which struggled to offload Saab and decided in the end not to sell Opel. 

Ford's management can now devote more time to greater priorities: rebuilding their core American market; and making progress on a strategy called "One Ford", under which all the company's models worldwide will be built on a small number of common platforms. Success on this is vital if Ford is to adapt to consumers' shift in tastes away from big gas-guzzlers toward smaller cars on which the profit margins are slender.

Unfortunately, the deal does little to solve the motor industry's biggest problem: growing overcapacity, especially in mature markets. Indeed, as with the JLR sale, Ford is handing production capacity to an ambitious emerging-market rival with plans to grow big in Ford's core rich-country markets. That said, neither Volvo nor JLR is big enough to matter much either way in denting Europe's overcapacity. 

Perhaps a bigger worry for Ford should be the risk of intellectual property leaking out to Volvo's Chinese buyers. But this risk already exists in the joint ventures Ford has entered into in China with Chang'an, another Chinese manufacturer. Privately, Western motor-industry bosses assume that whatever safeguards have been agreed on paper, some of their technology will leak out to their Chinese business partners. But they see this as a part of the price for doing business in, and with, China. Given the vast growth potential of its market, it is assumed to be a price worth paying. 

The Chinese car industry

The ambition of Geely

A Chinese carmaker shrugs off the global downturn 

Jul 30th 2009 | HANGZHOU 
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AT A time when most carmakers are struggling to cope with the worst crisis the industry has experienced in living memory, the ambitions of Geely, China’s biggest privately owned car firm, are breathtaking. The company is simultaneously developing six modern platforms—an astonishing number even for a global giant such as Toyota—and is committed to launching nine new cars in the next 18 months and up to 42 new models by 2015. Its technical director, Frank Zhao, claims that Geely will have the capacity to make 2m cars a year by then.

Whether Geely will be able to sell anything like that number of cars is another matter. The firm says its sales for the six months to the end of June reached 138,000, fuelled partly by government tax breaks aimed at boosting demand for the smaller cars made by China’s indigenous manufacturers. That implies a rise from a year ago of no less than 52%, nearly three times the rate at which the China Association of Automobile Manufacturers (CAAM) estimates the market grew in the same period. But the numbers are confusing: J.D. Power Asia, an automotive market-research firm, reckons Geely sold more cars than that, but from a higher base, leaving its growth slightly below that of the market as a whole. Geely itself uses different figures in different statements.

At the Shanghai motor show in April, no exhibitor had a bigger stand. On display were three new sub-brands—Gleagle (affordable saloons and small utility vehicles), Emgrand (sporty and prestige vehicles) and Shanghai Englon (“heritage” designs)—embracing more than 20 models and their variants, including six that were all new. Among them were the outrageous Shanghai Englon GE concept, a mini-me of the Rolls-Royce Phantom with a single throne-like seat in the back; the Emgrand EX825, a blingy SUV scheduled for launch next year; and the Gleagle EK2, a small battery-powered hatchback that is said to be close to production. Also on the stand was Geely’s version of the London black cab, the product of a joint venture with Manganese Bronze Holdings, the British company that owns London Taxi International.

Related items
· A survey of cars in emerging markets: The home teamNov 13th 2008

Geely appears to have no difficulty funding its expansion. Under Mr Zhao, a former Chrysler executive recruited in 2006, Geely has not only increased the number of engineers it employs from 350 to 1,200, but has established an entire university, the Zhejiang Automotive Engineering Institute, to turn out lots more. It has also bought assets abroad. 

Yet there is a lurking suspicion that Geely’s cars are not developed to the same the standards as Western ones. Geely’s chairman and founder, Li Shufu, the self-styled Henry Ford of China, has frequently boasted that his firm would quickly become an export champion, selling 1.3m cars abroad by 2015. To that end, in 2005, the year after its initial public offering in Hong Kong, Geely exhibited its entire range of cars at the Frankfurt motor show, followed up with an appearance at the Detroit show in 2006. Mr Li talked about entering the European market in 2007 and breaking into North America by 2008, but even now those remain fairly distant goals.

Mr Li’s world-conquering plans were badly dented when a Russian car magazine crash-tested a Geely CK small saloon at 64kph (40mph). Both driver and passenger were given a survival chance of only 10%. Geely sold about 30,000 units outside China last year and assembles cars from kits in Russia, Ukraine and Indonesia. It also plans to build factories in South Africa and Mexico. Mr Zhao thinks Geely’s cars can now pass the strict emissions and safety standards of the rich world. The problem, he argues, is more to do with reputation than the firm’s latest products.

There are also persistent rumours that Geely is negotiating to buy a European car company. A few weeks ago, Geely was said to be casting an eye over GM’s Swedish unit, Saab, but nothing came of it. Now, Geely is supposed to be preparing to buy Volvo, a much bigger outfit than Saab, from Ford. But Ford would be a very wary seller, fearing that Geely might run off with too much valuable intellectual property. It is, after all, a carmaker in a hurry. 

A special report on China and America

Tug-of-car

Detroit’s and China’s carmakers both want a piece of the action 

Oct 22nd 2009 

“SHANGHAI, Guangzhou, Changchun, Beijing, Wuhan, Chongqing: six cities with six dreams. But what they really all dream of is the same—Detroit.” So concluded an article on the rival centres of China’s fast-growing car industry published by one of China’s leading newspapers, 21st Century Business Herald. That was a long five years ago. Now Detroit dreams of China. 
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Earlier this year, as the American government was buying 61% of General Motors and 8% of Chrysler to prevent them from collapsing, the two manufacturers’ sales in China were rocketing. Indeed, China’s car market was overtaking America’s in sales volume for the first time (see chart 2), several years earlier than analysts had predicted before the financial crisis. Plummeting demand in the West was to blame. 

GM’s sales in China in August more than doubled on a year earlier. For 2009 as a whole the company predicted a 40% rise. Sales of all car brands in China in August were about 90% up, helped by a cut in the purchase tax on smaller, more fuel-efficient cars. There is huge pent-up demand as a new middle class takes to the road. 

The Chinese government wants to emulate America’s rise to industrial glory by making the car industry a pillar of economic growth. This is a boon to foreign carmakers—not least American ones—which have formed joint ventures with Chinese state-owned companies to build their cars in China. The relentless growth of cities and huge government spending on expressways offer prospects for carmakers reminiscent of those in America in the mid-20th century.

The sales figures may be impressive, but the benefits to American car companies’ bottom lines are far less so. One senior manager of a Detroit carmaker says that rather than actual profits, China offers more in the way of psychological solace for companies eager to show they can still do business. The boom in China is generating far less revenue for American car manufacturers than the growth in car sales in Europe did in the 1990s, he notes. The cars selling fastest in China—as the government intended—are the smaller models with the lowest profit margins. 

But China still offers huge potential, not only because its citizens will get richer and upgrade their cars, but also eventually—or so China likes to believe—as a base for producing cars at low cost and selling them into developed markets. “The irony is that some of the first cars that the Chinese export might have an American brand name on them,” says Stephen Biegun, a senior manager at Ford. 

Another possibility is that some American brand names will become Chinese. Dollar-rich China, encouraged by the financial crisis, is telling its companies to look abroad for bargains. A little-known private company from Sichuan Province, Sichuan Tengzhong Heavy Industrial Machinery, earlier this month reached a deal with GM to buy its Hummer brand (subject to Chinese government approval). A state-owned company, Beijing Automotive Industry Holding, is planning to join a Swedish-led consortium in a bid for GM’s Saab unit. Geely, a private company, is looking at Ford’s Volvo operation. Buying a foreign brand makes sense for Chinese car firms, which have little international reputation or experience of their own. Quality and safety issues have proved enormous barriers for Chinese brands trying to enter Western markets. 

Pillars of economic growthImagechina

Just as Japanese carmakers rattled the American car industry in the 1970s, the arrival of Chinese makers, though not yet imminent, will be upsetting for some when it comes. The United Auto Workers union (UAW), which represents the Big Three’s blue-collar car workers, was outraged when GM said earlier this year that it was planning to make the Chevrolet Spark, a subcompact car, in China and ship it to America. Many politicians sided with the union, pointing out that the company was majority-owned by the American government. “If you’re going to build them in China, sell them in China,” says the UAW’s president, Ron Gettelfinger.


Buy American 

Chinese companies buying American ones will also cause anxiety. In 2005 the plan of a Chinese state-owned company, CNOOC, to buy an American oil company, Unocal, sparked widespread fury among American politicians. They worried, mistakenly, that America would lose a strategic asset. CNOOC meekly withdrew its $18 billion bid. “It’s not necessarily the Chinese [government] making decisions,” says Ford’s Mr Biegun. “It is the Chinese people and Chinese companies.” Politicians, however, have so far been muted in their response to the possible sale of Hummer, a gas-guzzling, loss-making brand. These days, what counts is keeping jobs. 

Jim Farley, who is in charge of marketing at Ford, says that “over time the whole industry absolutely has to be prepared” for the day when finished cars will be shipped from China to America. The industry should “welcome that with open arms”, he insists. Another car executive says it may not make sense to set up dedicated factories in China to serve the American market, but production lines in China could be used to plug gaps in supply that might open up in America. 

American consumers might be slow to embrace Chinese-branded vehicles, which so far have made inroads only in emerging markets that care more about price than quality. But the Chinese government sees an opportunity in hybrid and other “green” cars, demand for which is likely to grow fast. With its economies of scale and abundant labour, China is hoping to gain an edge in what promises to be a lucrative new industry. 

That would help to brighten the environmentally gloomy prospect of a China moving towards American levels of car ownership. Sceptics say China is unlikely to mandate the use of new fuel technologies so early in the development of its car industry. Others disagree. China, says one American car executive, could leapfrog ahead in adopting cleaner car fuels, especially batteries, for which it already has a strong manufacturing base. “I do think they are going to be formidable competitors,” she says. The UAW may one day have to brace itself. 

Carmaking in China

Collision ahead

A shake-out looms in China's booming but overcrowded car market 

Apr 24th 2008 | beijing 
THE fierce competition for attention at Beijing's motor show says something about the increasing brutality of China's auto market, now the second-biggest in the world. On nearly every stand, young women in eight-inch heels pose and pout beside the cars. At regular intervals, deafening rock music erupts and the crowd rushes to ogle skimpily clad dancers strutting their stuff. The loudest music and tallest girls are invariably to be found where the domestic manufacturers are exhibiting their wares. That is partly because some of them have products that are rather unexciting, so they need all the help they can get. But mostly it is because China's carmakers are locked in a vicious battle to emerge as genuine competitors to the foreign brands that, in partnership with local firms, dominate the market.

Last year 6.2m passenger vehicles were sold in China, around 20% more than in 2006, and there is no sign of the growth flagging. Around 4% of the population owns a car, compared with 60% in Europe and 80% in America. Nick Reilly, the head of Asia Pacific operations for General Motors (GM), America's biggest carmaker, predicts that the Chinese market will overtake America's within the decade. With sales accelerating at such a rate, surely there is enough growth to sustain China's throng of manufacturers? In fact, competition is intensifying. According to J.D. Power, a market-research firm, China's home-grown brands increased their market share only from 27.7% to 28.7% last year.

The local carmakers face a series of difficulties. The first is that foreign carmakers, which operate in China through joint ventures with local partners, are well dug in. Volkswagen has a 17% market share and GM has 10% (it sells more Buicks in China than in America). Second, Chinese buyers are extremely status-conscious. They like large, well-specified cars and can increasingly afford to pay for them. Last year sales of luxury cars were up by 35% and those of sport-utility vehicles by 50%, but sales of the small cars offered mainly by the domestic manufacturers rose by only 4%.

What makes it still tougher for the local carmakers is that sales are spread among a plethora of firms. Carlos Ghosn, the boss of Nissan, which after a late start five years ago has grabbed a 5% share of the Chinese market, reckons there are over 100 domestic vehicle-makers jostling for position. 

Only Chery, by far the biggest local maker (it sold 489,000 vehicles last year, 120,000 of them for export), has anything approaching viable volume. Geely, the second biggest, sold just 220,000 units last year. But both have big plans. Chery has just increased its capacity to 700,000 vehicles a year and is striving to meet safety standards that will allow it to sell cars in Europe and America. Geely claims to have five new platforms under development and says it will launch an astonishing 42 new models by 2015. Both will struggle to achieve their goals, but American and Japanese executives regard them as the two most competitive Chinese firms.

One consequence of the overcrowding is that average prices are falling: they went down by 5.7% last year. The Chinese brands, forced to trade on value, are priced about 30% below the equivalent foreign brands, putting pressure on the whole market. A shake-out among the smaller firms seems inevitable. In December the government prompted SAIC, a big Chinese carmaker, to take over Nanjing Automobile, an ailing smaller company, which may be a sign of things to come. Mr Ghosn says it would be “very abnormal if at least one, if not more than one” of the Chinese carmakers did not emerge as a global player. The question that nobody can answer—and few are even asking—is how quickly that will happen, and how much blood will be spilt on the way. 

China's car market

Exhaust fumes and mirrors

Car sales up, petrol sales flat: stockpiling, fuel-efficiency, or simply lousy data?

Nov 26th 2009 | SHANGHAI | From The Economist print edition
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IN JANUARY sales of vehicles in China surpassed those in America. Passenger-car sales have grown by around 45% this year. Yet sales of petrol have failed to keep pace (see chart). Attempts to explain this baffling phenomenon come up with widely differing answers, in part because the data present problems at every turn. It is not known for sure, for example, how many cars are being sold by dealers to their final owners; nor how much petrol is being sold at the pump. The car-scrappage rate is also obscure, so the growth of China’s total passenger-car stock is hard to calculate. When it comes to questions of consumer behaviour, such as distances travelled by car owners and how these are affected by petrol prices, tolls or other costs, the guesswork multiplies.

By the end of October sales of passenger cars from factories to dealers this year had reached 8.2m. Arthur Kroeber of Dragonomics, a consultancy, estimates that this could mean an increase in the total number of passenger cars in use of between 20% and 25%. Petrol sales are hard to quantify. But partial data from the first nine months suggest there has been hardly any increase. 

One dramatic explanation has been proposed by Gordon Chang, an author and longtime doomsayer on China. Mr Chang wrote in October in Forbes magazine of what he admitted were unconfirmed reports that central-government officials had ordered state-owned enterprises to buy cars, which had then simply been stored in car parks. 

Stephen Green of Standard Chartered, a bank, offers a more prosaic explanation. People are buying more fuel-efficient cars, he suggests, and are using their cars less because of high fuel prices. Much of the growth in car sales this year has been encouraged by tax cuts on sales of small cars, which use less fuel. And Mr Green says petrol is 20% dearer than it was two years ago, creating a “powerful reason to drive less”. Mr Kroeber says that uncertainties remain even after taking account of these factors, and the figures were inconsistent even when gas-guzzlers were more common. But he rejects Mr Chang’s theory. “It’s just a reflection that China is a big and chaotic place” rife with incomplete data, he says. 

China's car market

Motoring ahead

More cars are now sold in China than in America

Oct 23rd 2009 | From The Economist online

CHINA'S car market has overtaken America’s in sales volume for the first time, several years earlier than analysts had predicted before the financial crisis. Plummeting demand in the West is to blame. Earlier this year, as the American government was buying 61% of General Motors and 8% of Chrysler to prevent them from collapsing, the two manufacturers’ sales in China were rocketing. GM’s sales in China in August more than doubled on a year earlier. For 2009 as a whole the company predicted a 40% rise. Sales of all car brands in China in August were up by about 90%, helped by a cut in the purchase tax on smaller, more fuel-efficient cars. There is also huge pent-up demand as a new middle class takes to the road. 
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Knowledge@Wharton

Geely's Volvo Acquisition: Revving Up China's Global Auto Ambition
Summertime in Gothenburg has the same relaxed feel found around the rest of Scandinavia -- the days are long, nights are short; tourists flock to its open-air festivals, while locals escape for their holidays that start in June and often stretch into August. But this year, the mood has been different in Sweden's western port city as the fate of one of its biggest employers hung in the balance. 

On August 2, months of conjecture and negotiations came to an end when Chinese regulators approved the sale of Volvo Cars -- which has been producing automobiles in Gothenburg for more than 80 years -- to Hangzhou, China-based Zhejiang Geely Holding Group for an estimated US$1.8 billion. Despite assurances from politicians and corporate executives alike, Volvo's 10,500 Gothenburg workers -- who produced around one third of its 334,000 cars last year -- are wondering whether it's just a matter of time before their factories are shuttered, making way for low-cost sites in Geely's home country, whose OEMs are said to have a cost advantage of as much as 35% over those in developed markets.

Beyond such immediate concerns, however, auto-sector experts are also asking what the deal means for not only China's fledgling automakers with global ambitions like Hong Kong-listed Geely, but also the car giants in developed markets -- like Ford, Volvo's former owner -- which are struggling to hang on to their former glory days? And ultimately, can Geely succeed where other cross-border mergers and acquisitions in the auto sector have stumbled?

Geely’s M&A gambit is an unusual one. “There haven’t been too many examples of exactly this, where a company from an emerging economy has the wherewithal to purchase a company that’s been around for a long time,” as John Paul MacDuffie, Wharton management professor and co-director of the International Motor Vehicle Program, observes.

But with hindsight, Volvo's acquisition wasn't as unexpected or audacious as many thought it was when the mid-sized Chinese startup -- rebuffed initially -- began talks in earnest last year with the troubled Big Three U.S. auto giant, which owned Volvo cars since 1999 and would eventually sell it for less a third of the price it paid back then. Geely's acquisitions "would have been unheard of 10 years ago, but we shouldn't be surprised," says Ian Fletcher, a U.K.-based auto industry analyst with IHS Global Insight. "Geely wants to grow on the back of Volvo's established brand, which has a lot of aspects that Geely's doesn't, such as a [track record] of safety and quality. And it gives the Chinese automaker a stepping stone to becoming part of the establishment."

Shifting Gears
Geely and China's other private, listed rivals -- Chery and BYD, to name two -- are following in the footsteps of the global automaking giants, says Pedro Nueno, professor of entrepreneurship and president of China Europe International Business School (CEIBS). As the U.S. automakers found in the 1960s, the Europeans in the 1970s and the Japanese in the 1980s, going global can give them much-needed economies of scale, supply chain flexibility and greater market access than if they remained domestically focused. "The market in China is huge and they are doing everything possible to maintain or increase their market share there," Nueno says. "But their ambition is global."

Leading the charge has been Li Shufu, the chairman of Geely and now Volvo Cars, Nueno adds. "Three or four years ago, he told me his international strategy was that by the year 2015, 60% or more of his production could either be done or sent abroad." By many measures, that's a bold dream, but coming from an entrepreneur like Li not unbelievable, says Nueno, approvingly. 

The son of a farmer, who in 20 years built a refrigerator-parts company into a fast-growing car maker, Li is an industry maverick. Charismatic and indefatigable, the 47 year old has turned Geely -- which means "lucky" in Mandarin -- into China's 10th largest car company by sales, and is known for launching unusual designs, including a luxury sedan with a single chair in the back (with a built-in massage device), with unusual names, such as King Kong, Urban Nanny and Beauty Leopard. 

And it's not just eye-catching names, but also low prices for which Geely is known -- its cars sell for as little as RMB 40,000, compared with Volvo's top of the line XC 90 price tag of $205,000 in China. As for overseas expansion thus far, Geely has been exporting its cars, mostly to other emerging markets such as Algeria and Iran, and bought a 23% stake in London black cab taxi maker Manganese Bronze four years ago. 

Despite its phenomenal growth, Geely is still a small fry in the global context. Last year, it produced 330,000 cars, compared with Ford's 4.7 million (and 7.2 million at world number-one Toyota), according to the International Organization of Motor Vehicle Manufacturers. Even locally -- in the world's biggest auto market, with nearly 14 million units manufactured there last year alone and some 16 million expected to sell this year -- it has catching up to do. Local rivals moved aggressively ahead-- in 2009, Beijing Automotive produced 685,000 cars, Chery 508,000 and BYD 428,000.

A Double Win
Against this backdrop, the Volvo deal looks even more enticing. “To enter the global market, a much tougher and discerning market, Chinese auto manufacturers need technology, and a global production and marketing platform. This purchase gives Geely both,” says John Zhang, a Wharton marketing professor.

Indeed, just getting the deal over the finish line means Li has succeeded where other car companies have failed. The bid of Tengzhong, a little-known Chinese heavy equipment company, to buy the Hummer brand from GM was struck down by Chinese authorities earlier this year, reportedly amid concern about Tengzhong’s inexperience. A consortium including Beijing Automotive Industry Holding Corporation, China’s fifth-largest automaker by sales, failed in its bid to buy Volvo’s domestic rival Saab from GM, and settled for some SAAB design assets. 

But now Geely also has a company under its wings that is weak financially. Though turning a small profit in the first two quarter of this year, its last full-year profit was in 2005. Revenue on sales of 334,000 cars for last year was US$12.4 billion, down 18% from the previous year, and its pre-tax loss totaled US$653 million. In contrast, Geely sold nearly the same number of vehicles in 2009, generating a sixth of Volvo's revenue but posting a net profit of US$200 million.

Many factors explain Volvo's financial struggles -- not least its failure to adapt to changing consumer tastes for smaller, more economical cars. Analysts say Volvo's cars sit in an awkward niche – too expensive to win the mass volume needed to compete in the budget end, but not advanced or stylish enough to be in the luxury strata. 

Ford is also partly to blame, despite its attempts to invest heavily in an R&D center in Sweden and improve its cost base by sharing production platforms, technology and intellectual property (IP) where it could. “[Ford] was pretty good and had a bit of a standoffish approach. It wasn’t meddling that much in day-to-day business," says Aleksander Zuza, an analyst for IFMetall, a union that represents Volvo workers. "But as Ford’s problems got bigger, it got harder to give money to Volvo, which meant that it wasn’t as easy to develop new products, bring things to market and be as innovative as they would wish.”

By the time Ford put Volvo on the block, suitors were few and far between. "Geely was really the only option for them to take," says Fletcher of IHS, despite Ford's reservations about the transfer of IP and technology to the Chinese company. "Ford has been quite brave and really took a pragmatic approach." In a press release published on August 2, Ford made a point of stating that it "has committed to provide engineering support, information technology, access to tooling for common components, and other selected services for a transition period" and that various agreements within the deal -- which ran to a hefty 10,000 pages, according to Reuters -- will "establish the proper use of each other’s intellectual property."

Home Turf
It's not just how Geely handles the untangling of Volvo's ties with Ford in Europe that will be critical for the acquisition's success. All eyes will also be on what Geely does with Volvo in China.

When it comes to working closely with foreign companies at home, China's automakers have had a steep learning curve, over a relatively short period. From 2004 to 2005, according to consultants at McKinsey, China went from being a net importer to a net exporter of automobiles; by 2007, they were exporting -- often in joint ventures with western OEMs -- more than half a million cars and trucks, the majority of which are Chinese-branded vehicles for other developing markets. 

But in a 2008 paper, McKinsey's consultants questioned the readiness of China's OEMs to expand abroad, citing common novice missteps such as failing to prioritize target markets sufficiently so that resources and management were spread too thin, and not paying enough attention to marketing and distribution. As McKinsey consultants concluded, "Such quick-and-dirty approaches risk permanently damaging brands." 

Today, as automakers in developed markets continue to struggle with their flagging balance sheets, McKinsey is more optimistic about China's automakers prospects. In a paper published in July, McKinsey analyzed various scenarios for growth for China's auto makers, including buying established, high-quality rivals in a developed market ("one larger than Volvo"). In doing so, it says a Chinese company could gain a market share of 3% to 6% and a profit pool of between US$1 billion and US$3 billion by 2020.

Nueno of CEIBS adds, "This is a particularly good moment [for China's deal-making OEMs] because they are strong, and [those in the developed markets] are weak." Indeed, in the U.S., 10.4 million cars were sold in 2009, compared with 14.8 million that had been sold on average every year between 1980 and 2008. In contrast, China's auto sales to end customers in the first half of 2010 rose 30.45% year-on-year to 7.2 million units, according to Tianjin-based China Automotive Technology & Research Center. Unlike in the U.S., even greater growth is predicted for China over the next few years.

That's good news for Li and his plans for Volvo. The Swedish manufacturer currently makes its S40 and S80L models for the Chinese market at a factory co-owned by Ford and Chongqing Changan Automobile Company, which is said to be under contract to run for the next few years. Building on the 15,000 cars Volvo currently sells in China, Geely wants to ramp that up to 150,000 by 2015, according to Reuters. Citing local newspaper reports, Reuter also says Geely wants to start making Volvo's XC60 SUV in China this year and has a shortlist of sites for a new factory to manufacture other Volvo models in the future, including Beijing, Chengdu in the southeast and Ningbo in the east. 

But for the most part, auto-industry experts aren't expecting any immediate, radical overhaul of Volvo, which might throw either company off course. Volvo has just undergone nearly two years of restructuring to bring it back into the black, and Geely currently looks set to hit its 2010 target to increase year-on-year sales 23% to 400,000 units. "I don't think they'll do anything to shake up the brand massively in the next five years," predicts Fletcher of IHS. "Volvo will run as a separate organization for now."

But beyond operations, Geely won't be able to downplay the "softer" post-merger challenges it faces, including integrating a vastly different Northern European corporate culture with its Asian one. For sure, Li's every move will be watched closely in Gothenburg and Volvo's other major sites, including Belgium. “Cultural differences are often underestimated or underplayed when these sort of things are announced," asserts Wharton's MacDuffie. In this respect, experts regard the recent appointment of outsider Stefan Jacoby -- Volkswagen’s former U.S. chief -- to be Volvo's new CEO as an astute move, both culturally and operationally.

Some experts reckon the Volvo sale was a one-off -- or as Fletcher puts it, "the stars were aligned" -- and that it will be difficult for Geely and China's other automakers to snap up other companies that will help them grow globally. Others -- like Nueno of CEIBS -- predict that Geely's acquisition is just the beginning of a new wave of global growth in the auto sector. "The fact that Geely is ambitious is perhaps the beginning of a process that's going to be very important in this decade," he says.

Either way, Geely wins. “Even if it fails [with Volvo], the Chinese manufacturer learns some good lessons out of the experience and should not mind too much about paying the tuition,” says Wharton's Zhang.
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