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Abstract

Pastore & Lombardi is a company located in Cadriano, one of the industrial areas outside of the
city of Bologna in Emilia-Romagna. The firm is specialised in the production of components and
fittings as well as major body parts for motor vehicles (mainly trucks and vans) and is a
European leader in this niche market. The case study outlines the evolution of the company in
terms of its activity, its production system and the changes in the organisation of distribution
.Pastore&Lombardi’s most important competitive factors are also analysed.
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1. Background Information

Operating in the field of industrial supply since 1914, Pastore & Lombardi srl has engaged
in the development and engineering of vehicle components and body parts since its
beginnings. During its 88 year history, the company has moved its headquarters four
times, starting from the historic city centre of Bologna, then moving to an area outside
the city centre; today it is located in Cadriano, a small village 12 km from Bologna's city
centre and well connected by main roads. The company initially went into business
purchasing and selling fittings and spare parts for carriages, and then moved on items for
trams and vans, shifting its market focus to automobiles as motor vehicle production
developed in Italy. The added value of the company at the time consisted of being able
to supply spare parts within a short amount of time through available stock.

During the 1970s, Pastore & Lombardi addressed its efforts toward selling fittings and
spare parts for cars, trucks and buses. In 1970 the company had invented a new line of
components for isothermal vans, incorporating stainless steel and providing the products
with an innovative and personalised design. The automobile sector soon become too
demanding in terms of the range of items that had to be provided and stocked, so the
company management decided to focus only on buses, trucks and vans.

At present, in 2002, the company employs nearly 50 people in the Bologna are, plus
eight agents who sell the firm's products all over Italy and Europe. Pastore & Lombardi
is an “s.r.l. - societa responsabilita limitata”, a family-owned limited company.

Today, Pastore & Lombardi® is the leading supplier of components, accessories, fittings
and body parts for commercial motor vehicles in Europe.

2. Drivers for Change

During its long history, Pastore & Lombardi (P&L) has undergone several internal and
external reorganisations due to changing market requirements, economic trends, and
competitive pressures. Yet this analysis focuses on the changes of the last decade which
can be summarised as the following:.

The first driver for change in the 1990s was the political situation. A tremendous change
in the way P&L conducted its business occurred in the 1990s, when political
developments in Italy affected contracting procedures of publicly owned companies,
which were the P&L's main clients (municipal public transport companies). As a
consequence of such changes, the payment periods became too long and demand
decreased. Thus, P&L decided to change its target market and shifted to one specific
market niche: commercial trucks.

The second driver of change for the company were market developments which occurred
in 1993-1994. The market was at a standstill and turnover decreased dramatically, also
since one of the main competitors was gaining in market share. These negative
developments forced the firm to relaunch its activities in a different direction, as
described below.

© Nomisma 2001 Hi-Res Project 2001. Page 2



Hi-Res Case Study: Pastore&Lombardi srl

3. Characteristics and Process of Change

Both of the two major changes in P&L's market environment were regarded as an
opportunity for a global rethinking of the internal and external organisation of the firm.

The first major change, which was required to react to the difficulties in market
accesscaused by the negative political situation and the payment delays from public
sector customers, was planned by the company's management.The range of products
was reorganised and rationalised, so that only one product line was retained: the
component and accessory line for trucks. This product line was then divided into items
for:

A)"'Refrigerator trucks”;
B)"Other trucks”.

For the sub-line A) dedicated to “Refrigerator trucks”, P&L began externalising its
production, thanks to a reliable and efficient network of subcontractors that produced
components and accessories. The major change was to completely externalise production
of intermediate components to subcontractors, but to retain design functions and
assembly of the final project internally. This system is still in operation today and P&L
has a very strong role in product planning, designing and subcontracting. Its total
turnover is comprised of the following shares: 70% external production and sales, 30%
purchasing and sales. In the niche market for truck accessories and components, the firm
is the European leader. Sales are realised through a well-organised and rational network
of agents covering Italy and the rest of Europe. In Italy, the sales network is made up of
multi-brand agents (30% of the total), while in the rest of Europe, mainly in France,
Germany, Great Britain and the Scandinavian countries, the company's sales are
promoted by mono-brand agents (70%).

The second change, which occurred in 1993-1994, when the market stagnated and
turnover decreased sharply, led to a reorganisation of production, sales and distribution
and product range. The changes planned essentially involved:

1. employment of highly trained technical staff (engineers with a strong mechanical
background);

2. development of new product lines related to truck locks and fastenings;
3. reorganisation of the distribution network;

Over the medium term, the results were an increase in turnover and market share, due
to the decline in competitors' sales. Since the market share remains approximately the
same every year, there is no growing market for this class of products. Thus the increase
in P&L's market share implies a reduction of competitors' sales. In terms of P&L's
structure, it needs to be emphasised that the company increased its internal technical
capacities from a small technical office, which engaged in only minimal product
personalisation for important clients, to an integrated technical department comprised of
six people who are involved in planning and designing product innovations and clients'
personalisation requests on a full-time basis. Continuous product quality enhancement is
a key objective of P&L's operations and one of its main strengths on the market.

Due to the localisation of the external subcontractors network around the Bologna area,
coordination of production is facilitated and innovations are easily and efficiently
implemented (1500 standard items are listed in the 2002 catalogue), with production
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expanded or decreased according to the market demands and adapted to clients
requirements. P&L works with about 60 external subcontractors. These subcontracting
firms are not linked via computer to P&L, but are visited on a daily basis by highly
specialised P&L technical staff, who place a premium on building trust and a reputation
for reliability, ensuring that advanced equipment functions properly and deliveries take
place on time.

In addition, the commercial network was reorganised at the European level, while in Italy
it was kept the same: the number of agents abroad was reduced, leaving to them the
small clients, while the bigger clients are starting to be contacted and served directly by
P&L. The shareholders, who are all directly involved in the firm's activities, are
responsible for the marketing and commercial activities of the company. The strategy is
addressed toward building direct relationships based on trust with clients.

The commercial department has been split in two parts to serve small clients and big
clients. There are no geographical divisions of clients, s but annual turnover is divided up
between the two units according to client size.

4. Obstacles to Change
The major obstacles to change include the following:

1. Strong competition with other European firms in gaining new clients: The turnover of
internal managers of the client companies has made it more difficult to build direct
relationships based on trust with the clients. The changes undertaken in the sales and
marketing branch of the company could soon become inadequate in retaining and
increasing the market share.

2. High need for price control: For the types of products the company sells, there is a
very small margin for increasing the level of prices. Price level increases are often
justified only by personalisation of the products. Yet the costs of other factors
continue to increase, which makes it very difficult to defend profit margins?

3. Low dependence upon technology: The is a strength of the company, but it also could
be interpreted as an obstacle to further change of the company itself. In fact, major
technological changes are required of the subcontractors, while no additional
development is needed within P&L.

5. Risk Analysis

Among the risks to the company's future development, strong competition can be
foreseen from East Asian and Eastern European countries, where good products are
manufactured from with zinc-plated iron. Stainless-steel products competing with P&L's
product line are not produced there, but if European clients decide to move from the
higher cost stainless-steel to the cheaper zinc-plated iron products, P&L as well as other
European producers would face a market crisis.

In addition, risks could be involved in an eventual change in preferences of truck owners
(in particular, a category defined in Italy as “padroncini” owners of individual trucks or
small trucking companies); these customers are the most receptive to customisation and
typically personalisation of a truck can be achieved through particular locks and fittings.
If truck owners' tastes were to change and they were no longer willing or able to pay the
higher price for personalisation of their trucks, this could also threaten P&L's market.
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Finally, today product differentiation in the truck branch is mainly based on customisation
with locks and fittings: as a matter of fact, most truck designs are all very similar. So far
truck producers have generally been willing to spend more for special and customised
locks and fittings, since they are the details which distinguish their products from others.
If this tendency were to change, then P&L as well as the other producers would be
seriously affected.

P&L is trying to counteract these risks partially through the mentioned “trust-building
policies”.

6. Benefits of Change

The changes adopted by P&L over the years have proved to be successful, as the
company today is the leading supplier of components, accessories and fittings for
commercial vehicles in Europe. The company has benefited from these changes in several
ways:

1. It is not dependent solely on purchasing and selling sales activity
(commercialisation), as it has developed strong internal planning and designing
competencies, together with strong links and relationships with a selected and highly
specialised network of subcontractors;

2. The company, thanks to the selection of a particular market niche, is paradoxically
advantaged by the low dependence upon the technology that guarantees product
stability in time;

3. The internal changes in terms of production and commercial reorganisation have
allowed the management to define the development strategy to be adopted: the key
concepts are “quality enhancement and cost reductions”.

Conclusions

The case study shows how a small family-owned and managed company could
successfully remain in the market for nearly one century, facing different organisational
changes in terms of its activities, product range, commercial organisation and market
strategies. In particular, the P&L case shows that an enterprise can be successful by
retaining internally product design, client contacts, logistics and commercialisation, while
externalising manufacturing phases. In this way, the firm was able to gain the lead
position in a niche market (locks and fittings for trucks), which generates approximately
roughly 125 million euros/year in Europe and which requires a high level of
customisation. In fact personalised details are often the only features characterising and
distinguishing one truck from another. The annual market size tends to be fixed, but due
to a successful agents and a reorganisation of the marketing and sales department, P&L
has increased its market share year after year, winning new clients from competitors.

Professionally managed and strategically organised, P&L presents a good example of a
traditional local enterprise which has been able to make the changes in its production
structure (reliance on subcontractors) and penetration of export markets by offering
high-quality customised products the winning strategies of its success.
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