Car Parts Manufacture
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Ok, here's how car parts manufacturers operate.

They supply the various parts that car companies put together at their assembly plants to produce cars. Aside from engines, the car companies make almost nothing themselves.

There are three tiers of parts companies. Tier 1 companies make large subassemblies from parts they buy from tier 2 and tier 3 companies. Tier 1 companies sell directly to the car companies, and coordinate production schedules with them.

Companies specialize in areas such as electronics, interiors, brakes, suspensions. Many work with several car companies. They own a lot of production machinery.

In addition to providing parts for new cars, they sell replacement parts to the so-called aftermarket: car dealers, distributors, and retail parts stores like NAPA.

They use computers a lot, to design parts, track inventory, and coordinate deliveries.

Here are some strategic things you should know.

Car parts makers have little bargaining power, because they have only one or a few customers. 

Aftermarket sales sometimes are the most profitable part of their business, because replacement parts can be sold at higher prices.

The car business is highly cyclical, with boom and bust years. Aftermarket sales can smooth out the cycles.

Car parts change every few years and production runs are relatively short. This makes quality control and cost estimates difficult.

Here are some good talking points.

In which tier do they consider themselves? What products do they specialize in?

How much of their business is strictly auto business?

How many major customers do they have?

How much of their sales are to the aftermarket? Is that more profitable?

How often do they change product designs?

How much were they hurt by the recession?

And finally, how do they see their business change in the future?

Now you're ready.

