Replies to in-class questions on presentation #1, “GM entry in the Russian Auto market”, 10/27/03
1. Do you think the GM idea to enter Russian market will be a success?

So far, GM’s entry into Russia has proven to be success so far. GM failed in previous attempts to penetrate the market, mainly because it was unfamiliar with the ways and workings of the Russian auto market.  The joint venture with AvtoVAZ was a carefully planned entry, and one in which GM reduced its risks and exposure significantly.

2. Did GM face competition from US companies going in Russia?

General Motors didn’t face much competition from other US companies going into Russia because GM was the first one to enter a big chunk of the Russian market through Avtovaz. Other US companies, like Ford for instance, entered the Russian market through direct entry and on a very small scale since their cars were too expensive for Russian consumers. GM was able to reduce the price of their car only through the joint venture with Avtovaz, without having the expense of transportation and tariffs like other US companies had through direct entry. Also having Russian local labor working on the Niva benefited GM a lot as well.

3. Do you think people have the purchasing power in Russia to buy cars? It is still a luxury thing, isn’t it? 

GDP in Russia is $4,570 per person.  This would indicate that the average Russian cannot afford to purchase a $5,000 car.  However, in 1999, 85% of the Russian auto market was made up of cars priced below $5,000. The auto industry has changed over the past 10 years, and people are beginning to finance their auto purchases.  To own a car under $5,000 is no longer a luxury, to own a BMW of $35,000 will always be a luxury in Russia.
6. Do you think it would be feasible for GM to go solo in Russia in future once it establishes its own distribution network and local labor force?

For GM to go solo in Russia would be a radical change from its current strategy of joint venture. The operational risks are extremely high and establishing a distribution network would prove difficult (the current distribution network that GM is using for the Niva is actually an AvtoVAZ network. Moreover, GM was unsuccessful in earlier attempts to enter the Russian market.  The joint venture with AvtoVAZ is proving to be an initial success, and it does not seem likely that GM would change that which is working well. 

7. Why did GM decide to re-design Avtovaz Niva model? Why not any other model?

Niva is the model that combines the greatest value for GM as an undervalued asset. It is a very good performance vehicle which at times surpasses the performance levels of its competitors on the west. It costs below 10,000$ and the only thing that makes it unattractive is its design and brand name. GM could fix those two easily and provide both domestic and international consumers with the evolved vehicle which would allow it to tap in to low cost SUV market on international Arena. 

All other vehicles of VAZ series can not become very effective competitors since they do not have the niche qualities that Niva possesses. Some people in Europe who risked buying Niva already know its advantages and improved design and engine would make it an even better buy.

8. What economic and political factors did GM face when entering the Russian Auto Market?

GM faced many economic and political factors upon entering the Russian Auto Market. Russia is an emerging market without much stability and a relatively new democratic system of government. For one, the Russian crisis presented a large risk for GM since Russia was still unstable in the eyes of foreigners and GM had to hedge their foreign exchange risk. Also GM had to get familiar with Russian political regime and all the rules and regulations behind it. In other words, GM had to cover their risks as much as possible by getting familiar with the Russian political and economic system since it is very much different from their own. 

9. Avtovaz was a large provider of utility vehicles for the Russian Military from its inception till the fall of the communist regime. How do you see this merger affecting that market?

Avtovaz has never been a provider of utility vehicles for the Russian Military. The other factory called UAZ ( translated as the Autofactory of Ural) was always providing the Russian military with the utility vehicles. It is possible that the new model of Niva would attract Russian military but it is unlikely since the new Chevy Niva would be at least two times more expensive than UAZ.

10. What kind of car you are planning on selling, as American cars are large and not efficient?

The cheap Chevrolet Niva is essentially a Fiat, since the original plant factory GM is using was a Fiat production facility.  They are also developing plans to start production of Opel Astras there too.  

However, even though American cars are “large and not efficient”, there is a growing niche in Russia for businessmen with money to burn and a desire to impress.  GM is currently planning to start assembly of the Hummer H2 SUV to meet this niche market.  

11. Are joint ventures GM’s primary strategy for entering emerging markets?

GM has many strategies for entering foreign markets.  However, with emerging market, the general trend for entering these markets is through joint ventures.  In several of these markets, GM has entered into joint ventures to expand into the markets with the aid of other companies in dealing with foreign governments and foreign practices.  In some cases, such as the GM/Suzuki CAMI project, the purpose of the joint venture was to allow Suzuki to expand into the American and European markets, and for GM to learn Japanese manufacturing methods.

Some other GM joint ventures:

* Shanghai GM in China.

* GM Egypt/ Mansour Group.
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