Harley-Davidson, Inc.,

You've shown us how to be the best, You've been leaders in new technology, You've
steck by the basic American values of hard work and fair play ... Most of all, you've
worked smarter, you've worked better, and you've worked together . . - as you've
shown again, America is someplace spedial. We're on the road to unprecedented
prosperity ... and vl get there on a Harley,

— PRESDENT RONALD REAGAN, HARLEY-Z3NA050M PLANT, YORK PR MAY 6, 1927

The recovery of this company since the 1980s has been truly remarkable. When you
weere down in the dumps, people were saying American Industry was finished, that
we couldn’t compete in the global economy, that the next century would belong
to other countries and other places. Today, you're not Just surviving—you're flous-
ishing, with record sales and eamings: and one of the best-managed companies in
America,

wmmw.mwmm.mmmmm 1959

fve been impressed by Harley-Davidsons Its one of America's finest products.
And today | add to my Impressions about the product, the inpressions of the
workforce . I'm impressed by the esprit de corps, I'm impressed by the fact that
these pecple really enjoy what they're doing, I'm impressed by the fact that they're
mpressed by the product they make.

—PRESIDENT GEDRGE W, SUSH HARLEY-DWADSON PLANT. YORK, P AUGLST 16, 2006

When Keith Wandell ook over as CEO of Harley-Davidson, Inc. on May 1, 2009, he
was the first outsider 10 be appointed 1o the 0p job since Harley-Davidson’s man-
agement buyout in 1981. He was also the first CEO of Harley since thar date 10 have
presided over a period of declining output and sales,

From 1984 to 2008, Harley'’s output and revenue had grown in every single year,
The financial crisis of 2008 put an abrupt end o Hadey's growth trend (Figure 1),
Alter decades of customer waiting lisss anc shortage of production capacity, Wandell
was thrust into a situation of plummeting orders, excess inventory, and a growing
mountain of bad debt as customers defaulted on their loan payments,

This case was prepared by Robest M. Grant. 82012 Robest M. Grant.
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FIGURE 1 Annual shipments of modorcycles by Hardey-Davidson
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Wanclell's indrial actions included restoring funding for Harley's consumer lend-
ing activity, cutting back production, laying off emplovees, discontinuing the Buell
brand and closing its plant, and putting recently acquired MV Agusta up for sale,
As a result of a sharp drop in sales revenue and one-ofl sestructuring costs, Hardey
]'_u'_'p.:.'l_-r_'\d a net loss in 2008, its frst in 23 yesirs, ['A]J]_mnl.!i:ﬁ 1 ]m:-\-'il:]l.‘:ﬁ details of Hﬂ.ll.ﬂ!r’-
Travidson's financial performance. )

Stabilizing the business was Wandell's immediate priority, but even more impor-
rant was esablishing “a bold, clear sraregic direction that would maximize our
opportunities going foreward and restore the Company as a strong business that
could consistemly grow over the long haul™ During 2010 and 2011, Wandell led a
c:mpm'hq'nsiw rransformeaton SLEALEgY which included a rethinking and restructur-
ing of Harley's manufacturing cperations, the trmnsformation of its product devel
apment svaen, and a drive to build distribution and grow sales in the emerging
merkers of Asia and Latin Amerca.

Yoo, despite the early suecesses of Wandells menaround strategy, there was sl
the worry that Harley'’s best days might be behind it

Hardey's long-erm profit growth depended on its ability to keep expanding the
zales of its high-priced, heaviweight maotoreycles, With North Amenca and Europe
accounting for B8% of Harley's revenues and with both regions mired in debi, unem
plovment, and depressed consumer spending, it seemed likely that the demand for
lusury leisure products costing berween $8,000 and $28 000 would continue o be
subdued,

If the world economy was unlikely to affer much ilwinegd, o grow sales Harey
wionilld need 1o grow s market share at the expanse of mvals—but here Harley was
constrained by the fact that it already accounted for mose than 55% of the US heavy-
wiight maotoroycle market.

Indeed, Hadey's own market position might be vulnemble to competition. While
nex other company could repleate the emoncnal amtachment of siders 1o the “Harley
Expericnoe,” thesre wos 5.||wz}'5 the risk thar n1|.‘:-I:|.‘:|r|.::,r-:'!|-E' rclers migh: seek a different
type of experence and become more attracted 1o the highly engineered spons meslels
produced by Eurcpean and Japanese manutacturers. Such concemns were fueled by
demographic mends, Hadeys come nwrket was the baby-boomer generation—and
this cohort was moving more toward retirement homes than outdoor sports, Woukd
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the next cohons—Cenemton X amd CGeneration Y—have the same affinity for nowsy,
brevwweeighil motorcyveles and the culiural values that Hadey-Davidson represented?

The History of Harley-Davidson

From Birth to Maturity, 1903-1981

Harley-Davidson, Inc, was founded in 1903 by Willlam Harley and brothers “William
Dravidson, Arthur Davidson, and Walter Davidson. Their first model had a three
homsepower engine and was made in the Davidson's family shed. In 1909, Harley
infrocuced itz two-cylinder, Verwin engine with its deep, rumbling scund: this engine
type would be the characteristic feature of Harley-Davidson motoroycles for the next
hundred years, With the closure of the Indian Motorcycle factory in Spoinghield,
Massachusers in 1953, ][:lr]l.-'].' Daviclson became the sole survivar of the 150 15
motorcycle producers that had existed in 1210,

The postwar era saw new challenges foe Hardey-Davidson., Increasing affluence
and the rise of yoath culiure created 3 growing demand For maotorcycles, However,
this was satisfied primarly by impons: first the British (hy 1959, BSA, Triamph, and
Morton took 49% of the US market), then the Japanese. Ingtially, Hadey benefimed
from the rebuth of motorcveling as a ledsure activity, buar soon it was facing direct
competition: in 1969, Honda intreduced s four-cvlinder CB730, a huge technical
advance on anything produced by Harey or the British. Harley's acquisition by AMF
compounded the problems: expansion of production capacity to 75,000 units a
year bed 1o homendous product quality prablems followasd by financial losses and
a dedlining market share,

Rebirth, 1981-2008

Im 1581, vaughn Beals and 2 group of Hadey's senior managers led a leveraged
uvour of Hadey, Hadey-Davidson emenged as an independent, privately owned
company, heavily laden with debt. The buyout coincided with a severe recession
And soaring interest rates. Harley's sales fell and dusing 1981 and 1982 it lost a toral
of 860 million, Only by deastically culting costs and gaining lemporary prolection
fram Japaness imports did Harley survive

The management team devoted itself to rebuilding production methoeds and wordk-
ing practices. Managers visited several Japanese auwomaobile plants and carefully stud-
ie] Toyotas pst-in=time { 1T} system. Less than four months after the buyout, Harley
management began a pilot TIT inventory and production-scheduling program called
"MAN" (Materials-As-Needed) inoas Milwaukee engme plant. Within 2 pear, all of
I |i-l|.']|.!}""i ]JJ.i.I.ﬂl.LrH.l.‘!l.l.rjI:I.H Qperations wers |:_'u:i11tl1 comvered 1o JIT; CXHTIPONEITS ancl sk
assemblies were “pulled” through the production system in response to final demand,
and management and labos collaborated noinroducing gualny management.

[ncreasing sales and a retum 1o ]1:\“[:|Lu.|n:i|il:|-' allawed H:i:r|e':,r L o l1|.|.|_:-|i.-:' i 156G,
The new Tunding supported investment in pew models, in plants, and in dealerships,
Harley's share af the super-heavyeeight mardses (over 830cc) grew from about 30%
in 1986 to over &84 in 1990, Growth continued theoughout the 19905, both in the
heavyweight motorcycle marker and in Harley's shave of that marker, Throughcur
ghe 1990, Harley's biggest challenpe was satisfving the surging demand for its prod
wcts, In 1996, Harey announced its Flan 2003 o dramatically increase production




capacity in the period preceding s 100t anniversary in 2003, New production plants
in Kansas City amd Yook, Pennsylvania, the launch of new models, and international
expansion resulted in sales exceeding 00,000 in 2004, a tenfeld increase an 10983,

I The Heavyweight Motoreycle Market

Until the fimancial crisis of 20082009, the heavyweight sepment (over 650cc) had
ben the most rapidly growing part of the word motorcyele, with the US accounting
for a major porion af this groweh. Sales of heavyweight motoreycles in the major
markets of the world almost rebled beraeen 1990 and 2008,

In North Amerlca, Harley was the leader in heavyweight bikes with over half the
ket (Table 13, Owverseas, Hadey had been unable o replicate this marker domi-
nare, despite #rong sales in a few markets. Harley achieved the remadcable feat of
becoming heavyweight market leader in Japan, pushing Honda into second place.
The Furopean market was more fragmented, with Hardey being among o leading
group that included Honda, BMW, Susuki, Yamaha, Kawasaki, and Triomph, cach
with market shares in the 8-15% range (Table 2),

The heavyweight motorcycle market comprised three segments:

o Crufser moloropcles: These were “big, nowsy, oo dding, unapologeticalby
macho cycles,™ rypically with V-rwin, large displacement engines and an
upright riding position. Their design reflected the dominance of swling over
eithwer comfort or speed. For the urhan males Cand some females) in congested
cities such as Los Angeles, New York, Paris, and Tokoyo, the cruiser motoreycle,
while a practical mode of tansportation, was primarily a statement of syle.
The: cruiser segment was practically created by Hardey and represented over
half of the heavyweight marker i the 15, Most of Harley's competitors in this
scgment had imitated the main features of the traditional Harley design.

w  Toeerivig meotorcycles: These included cruisers specially equipped for longer-
distance riding and bikes especially designed for comfon over long distances

TABLE 1 Retal sales of hesvyweight motoreycles (6314 cod, 2003-2011 (housands of anits)
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TABLE 2 darker shares in heay :."'.-.'ve'i;:-';ll[ |1||:-|-::"-:_'\_-.'|'|{.~: (651 + oo, 200520607 (%)

Morth America Europe

2005 2006 2007 2005 2006 2007
Harleg-Cavidson 478 485 4837 B4 41 46
Honda 156 151 143 110 144 123
Kawasaki 6.5 i1 75 126 17 1.3
Suzuki 125 131 127 13.3 144 1645
Yamaha 23 a3 oz 158 1%5 136
Bl i3 — — 177 165 181
Cucati —_ — = 5.3 53 5o
Triumph -- — - 54 a1 £5
Crher 45 73 E3 4.5 a4 Q32

Source: Harley-Davicksan, annial sepoms, 2005, 2007

lincluding the Honda Goldwing and the bigger BMWs). These tourcrs
fearured luxuries sech as audio systems, two-way intercoms, and heaters,
While Harley led this segment on the basis of siybe and image, Honda and
BMW had eaginecred their matorcycles for greater smoothness and comforn
over long distances through the vse of muld-cylinder, shafi-crive engines and
advanced suspension systems.

& Ferformance motoroveles: These were based on racing bikes, with high
technology, high-revving engines offering speed, acceleration, race-track
styling, and minumzl concessions to rider comfort. The sepment was the most
important in the European and Asia-Pacific markets, representing 62% and
65% of total heavywelght bike sales respectively. The segment was
domimated by Japaness motoroycle companies, with a strong representation
of European specialists such as Ducati and Trivmph. Harley had competed in
this segment during 1993-2010 with its offshoor, Bueell Motoroyeles.

Unlike its Japanese competitors, Harley was highly market focused. Hadey's mod-
els wene all comcentrated on the namow super-heavyweight segment (over 850000,

Harley-Davidson in 2012

The Brand

Harlew's top management team considered the Harley-Davidson image and the loy

alty it engendered among its customers its greatest assets, Haey-Davidson was an
archetype of American siyle. The famed spread cagle signified not just the brand
of ome of the world’s oldest motorcycle companies but also an entire lifestyle with
which it was associated. Harley has heen described as “the ultimate biker status
symbal ... a quasi religion, an institution, a way of lifle™ Together with a few
orher companies, possibly Wall Disney and Levi Strauss, Harley had a onigue rela

tionship with American culture. The values that Harley represented—individualicy,
freedom, and adventure—could be traced back to the cowboy and frontiersman of

B2 CASES TO ACCOMPANY CONTEMPORARY STRATEGY ANALYELS —
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yesteryear, and before that 1o the quest that brought poople to America in the first
plice. As the sole surviving American motorcycle company from the pioneering
days of the industry, Harley-Davidson represented a wradition of US engineering
and manufacturing,

This appeal of the Harley beand was central nat just to the company's marketing but
also w0 its strategy as a whole, The central throst of the strategy was reinforcing and
exrending the relatonship between the company and s consumers, Hardey-Davicdson
hadl long recopnized that it was not selling matorcveles: it was selling the Harley
Experience. Harey-Davidson made relentless effons inoall its communications—
whether to customers, dealers, investors, ar suppliers—to convey this experience:

A chill sweeps through your body, created by a spontanecus ouhusst of pure,
unadubterated joy. You are sumrounded by people from all walks of life and every
comer af the globe, They are complete strangess, but v knew them like your
owen family. They were deawn 10 this place by the same passion—the same dream,
And they came hers on the same machine, This is one place you can ely be your-
self, Because vou don't just it in. You belong,*

Customers and Customer Relations

If the appeal of the Hadey motoreyele was the image it conveyed and the life-
style it represented, then the company had to ensure that the experience matched
the image, To increase Hardey's invaolvement inits consumers’ riding experience, it
formed the Hadey Owners' Group (HOG) in 1983, Through HOG, the company
became involved in organizing social and charity events. Employees, from the CEO
donrn, were encouraged o tike an active rale in HOG activities, Each YEUr, SCnior
managess nvpdcally amended a wral of more than 150 shows, rallies, and ddes. The
bond herween the company and its customers was captured by its chief designer,
Willie G. Davidson: “We ride with you” The HOHG prowiced the crganizational link
for this sense of community: “the feeling of being out there on a Hadey-Davidson
motcrcycle links us like no other experience can. Its made HOG like no other
organization in the world . . . The atmosphere is more family reunion than orga-
nized meeting.™ The lovalny of Hadey cwners was reflected in their continuing rein-
vestment in Hardey products: purchasing Harley-branded accessories and apparel,
customizing and upgrading their bikes, and evesmally rading them in for a new
(typically more expenaivel model, Almost hall of all sales were to repeat customers.

Harley's suceess had been built upon a massive market repositconing. Traditionally,
Harley owners had been blue-callar yvoungsrers; duning the 19805 and 19905 Hardey
owners became increasingly middle-aged angd upper-income:

The average US retail purchaser of a new Harley-Davidson mcioreyele is o married
male in his mid o ke forties neady rwoethirds of US retail porchasers of new
Harley-Davidson motarcyeles are betweeen the apes of 35 and 54) with a median
hoehold income of approximately 887,000, Nearly three-quarmers of the 15 neail
sales of new Hadev-Davidson motoreyckes are 1o buyers with at least one vear
of education beyond high school and 322% of the buvers have college/graduase
degress. Approsimately 12% of US retail metoroycle sales of new Harley-Davidson
micanrcycles are o female buyers"
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The Products

Broadening Hardey's market appeal had major implications for product policy ang)
design. Ever since s disastrous foray inco small bikes during the AMF years, Harley
had secognized that s competitive advaniage lay with super-heavyweight bikes,
Here it stuck resolutely o the classic styling that had chamcierzed Harlevs sinee g
carly years. Al the heart of the Harley motoroycle was the air-cooled V-twrin englne
that had been Harley's distinctive feamure since 1990, Harley's frames, handlebars,
fuel ranks, and sears also reflected raditional designs,

Harleys commitment to traditional design features may be seen as making a vig.
e out of necessity. s smaller corporate size and inability to share B & D across
cars and ikes (unlike Horda and BMWT limited its abilioy 1o mvess in rechinalogy
and new products, As a result, Hardey lagged far behind its competitors in the appli-
cation of automotive technologies: its motorovcles not only looked old-stvle, siuch
of the rechnology was old-style, When Hardey mirocieced s new Twin Cam 85
engine in 1998, Madorgpole magazine reporied-

Homda comes out with an average of two new (or reworked) motoss every year.
The cther Japanese manfenrers are good For abaut one, Count on Ducati and
BAMY to do something every few vears, That leaves only Moto Guzzl and Hadey .
The Twin Cam 88 5 Hadey's first new engine since the Evolutdon Sporister neoior
of 1986, and their Bt new Big Twin modor since the criginal Bvolution, released

in 1984.7

Harlev's engines most clearly represented its commitment 1o tradition i the face
af technological change, Long after Flomda had moved 1o multiple valves per ovlin-
der, overhead camshafis, liquid cocling, and electronic igniticn, Harley continued to
rely on air-cooled push-rod engines. [0 suspension systems, beaking svsrems, amd
rransmissions, Harley lagged Far behind Henda, Yamaha, and BAMW,

Mevertheless, Harley was engaged in constant upgrading—principally incremen-
tal refinements wo its engines, frames, and gearboxes—aimed at improving power
delivery and sellability, increasing braking power, and reducing vibranon. Harley also
accessed auwromotive technology through alliances with other companies, including
Porsche AG, Ford, amd Gemini Racing Technologies.

Despite being a technological laggard, Harley was very active in new product
development and the launching of new maodels, By 2012, Hadey offered 34 differen:
madels, Harley's product development efforts had been assisted by donbling the
size of its Product Demvelopment Center in 2006 and the creation of a Prototyping
Lab. Most of Harey's product developmem effors were Hmited o sivle changes,
mew paint designs, and engineering improvements. However, after 2000, Harey had
accelerated rechnological progress and had introduced more-radical new-produect
developmenes. Its V-Rod model introduced in Ocober 2001 featured innovative sivl-
ing and an all-new liquid-cooled engine. The Buell range had also allowed greator
scope for Harley's engineers, particularly in engines and frame designs, In 2006,
Harey introducsd another new engine, the Twin Cam 95, which featured electronic
igniticn and was wamed with a ew six-speed gearbox.

It i= notable thar bermeen January 2000 and Apeil 2012, Harley was awarded 188
Us patents, many of these related w peripheral ftems: saddlebag mounting sys-
terms, footpegs seats, backrests, elecrical assemblies, and motoreycle music sysiems,
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Owver the same period Honda was awarded 10,982 US parents, Suzuki 625, and
Kawasaki 2,002,

Central 1o Harley's product strategy was the idea that every Harley nider seould
own 3 undque, personalized motoreycle as a result of the company offering a wide
range of customization opportunities, New bikes allowed multiple options for seats.
hars, pegs, controds, and paing jobs, with the potential for augmentation through a
range of 7,000 accessories and special services such as “Chrome Consulting

keconciling product differentiation with scale economies was a continuing chal-
lenge for Harley. The solution was o offer a wide range of customization options
while standardizing on key components, Thus, Harey's broad model range Invislved
“permautations of four: four engine types, four basic frames, four styles of gas tank,
and =0 on,

The Harey product line also covered a wide price range. The Sportster model
was posidoned as an entry-level bike, beginning at 87,999, less than one-third af the
price of the Electra Glide Ultra Limited, with “custom colos” at $25,014. Top of
the price ranges was the three-wheeler Tri-Glide at $31.824 Cwith two-tone painth,

The Buell Exit

Founded by ex-Harey engineer Erik Buell, Buell Motor Company developed bikes
that used Harey engines and other components but mounted them on a lighter,
stiffer frame, Hardey acquired complete ownership of Buell in 1998, Buell offered
Harley the opportunity to broaden f1s appeal 10 younger riders and those more
interested in speed and maneuverability. The lighter weight and superior handling
were also seen as especially appealing to European customers, In the US, the typical
Buell customer was seven years younger than the average Harey buver, the price
range af Buell bikes was also lower. The Bucll Blast, with its 4%0cc single-cvlinder
engine and a price tag of §4,593, was a major departure for Harley: its fiest eniry into
middleweight motorcycdes since the 1970s. Yer, despite heavy investments in devel-
oping and launching new models, Buells sales were disappointing (Table 3). Four
months after his acneal ar Harey-Davidson, Wandell announced the discontinustion
of Buell and thie closare of its plant.

Distribution

Upgrading Harley's distribution nerwork was central 1o its resurgence during the
19805 and 19905, At the time of the buyout, many of Hardey's 620 1§ dealerships
were operated by enthusiasts, with erratic opening hours, a poor stock of bikes
and spares and indifferent customer service, If Harley was in the business of selling
a lifestyle and an experdence, then dealers played a pivotal role in delivering that
expenence. Moreover, il Harley's target market had shifred toward mamre, upper-
income individuals, Harley needed to provide a retail experience commensurate
with the expectations of this group.

Harley's dealer development program increased supporn for dealers while impos-
g higher standards of pre- and after-sales service, and requiring bener dealer facili-
ties. The dealers were obliged to carry a full line of Harley replacement parts and
accessories and to offer an expanding range of services: in addition to traditional
services such as service and repair and financing, dealers offered test ride facilities,
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TABLE 3 Harley-Davidson shipments 2001-2011 Cthousands of wnits)
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Sowncer Forley-Davidson 108 reports, various years

nder insruction classes, medoreyele remal, consulting services for customizing bikes
through dealer-based design centers and chrome consultants, and insurance ser-
vices, Cher 9% of Harley dealeships in the US wene exclusive: most other motor
ovele manufacturers zold theough muli-brand dealerships,

Dezaler relations were o continuing strategic priodty for Hadew, Its Retail
Environments Group established a meticulous set of performance standards and
guidelines For dealers that covered every aspect of mamaging the showroom
and interacting with actual ard potential customers, Harley-Davidson University was
established to “enhance dealer competencies in every arca, from customer satisfac-
tion o inventory management, service proficiency, and front-line sales.™®

Other Products

Sales of parts, acoessories, and "general merchandise” (clothing and collectibles) rep-
resented 1485 of waal revenue in 2601 (Table 43, much higher than for maost othe
motoreycle companies, Chathing siles included not just traditional dding appare] bat
also g wide ramge of men's, women's, and children's lewsure apparel.

Cialy a small proporticn of the clothing, collecibles, and other prodocts bearing
the Harley-Davidson rracemark were sold through the Harley dealership network,
Most of the “general merchandising” business represented licensing of the Harley-
Dravidson name and trademarks o third-parcy manufacturers of clothing, gifteare,
jewelry, wys, and other products, L'Oréal offered a line of Hadey-Davidson cologne.
To expand sales of licensed products, Hadey dealers opened 3 number of second-
ary retail location and alternative retail owtlets, which sold clothing, accessores, and
giftecare but not motorcycles.

Harey-Davidson Financial Services (HIES) is Hadey's Anancial services arm sup-
plying credit, insurance, and extended warrantics o Harley dealers and customers.
Between 2000 and 2007, it was Harley's most rapsdly grosang source of profit, con
tribning almost 12% of operanmg profic i 2007, However, the credit coanch ut thee
business hard, Unable 1o securitize its customer loans, Harley was forced to retan
thess loans on its own books, causing a larpe increase in its current assels,
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Dhiring 2010-2011, HDFS was placed on a firmer Anancial footing and s revenoe
and profit grew strongly with half of all US retail sales of motorcycles financed by
HDF5. By 2011, HOFS contributed almost one-third of Harley's operating income.

International Expansion

A key part of Harley-Davidson's growth srategy was expanding sales outside of the
US. A critical issue was the extent 1@ which Harey needed 1o adapt its provducts,
image, ard customet approach to conditions in overseas markets. Harley's image
was rooted in American culture: o whal extent was Harley's appeal to European
and Asian customers rooted in its status as an American icon? “The US and Harkey
are ted together,” observed Hugo Wilson of Britain's Bike magazine, “the guy who's
into Harleys here is also the guy who owns cowboy boots, You get a Harley and
you're buying into the US mystique.™ At the same time, the composition of demand
and customer profiles was different in overseas markets.

Europe was the focal point of Harley's overseas ambitions, simply because it was
the second-largest heavyweight motoreyele market in the world. Europe was also
a huge challenge for Hardey. It had never had a major position in Europe, Also, the
European motcrcycle marker was very different from the American market: 70% of
the heavyweight motorcycle market was for performance bikes, while rousing and
critiser bikes accounted for just 30%. European buvers were knowledgeable
and style-conscious, but their style preferences were different from these of U8 rd-
ers. Eurapean mads and riding sryles woere also different from the US. As a seault,
Harley modified some of its models for the European market. The Spoaster, for
example, was given straight handlebars instead of curled buckhoms and a new sus-
pension system 10 improve cornering, s name was changed 1o the “Custom 53." As
in the U$, HOG played a critical role in building brand image and customer lesyalry,

In July 2008, Harley extended its Buropean presence with the $105 million acqui-
sition. of MV Agusta, an lalian sanufacturer of premium, high-performance sport
motoecycles—including the F4-R with a 1078ce, four-cylinder, liquid-cooled engine,
producing 190hp. Whatever plans Harley had 1o revitalize MV Agusta, 1o expand
Harley's European dealership network, or 1o build a stronger presence among
younger riders, they were not implemented. On August 6, 2010, Hardey sold MV
Apusta back 10 its previous owner for €3 (83,90

With Europe mired in recession during 2009-2012, Harley's internarional strat-
cay wrned increasingly to the growth markets of Asia and Latin America. Hadey
cslablished an Asia-Pacific regional headquarters in Singapore, which distributed o
Harley dealers in Australia, China, India, and Japan; and Latin America headguar-
ters based in Miami. In 2011, Harley opened an assembly plant in India, (This was
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TABLE 5 Harley-Davidson's dealership nereork

-

- _-_‘_‘-"
us Canada Europe Asia Pacific Latin Americy
_—
2008 2011 Jo0a 2011 2008 2011 2008 201 2008 291y
Fub-serice ———
deatarships Gaf 635 kN i 383 354 2 230 31 a4
T ——
“FABLE & Hadev-Diavidson's main Facilities, 2001
Loscation Function Square Feet
fdenomones Falls, ‘Wi Wotoroycle poeErTrain prochkection 80,600
M avaut ke, W1 Corporate cffice S15000
Mibean ke, W Fuseum 1300000
Tomahaed, W1 Fierglassplastic parts production and pasting 200
Wauwatosa, Wi Mant closad in 2010; product ion moved to 430000
Menomiones Falls, Wi
Wauwatosa, W PFroduct desselopmert canter A0S0
Frar&lin, Wi Distribution canter 255,000
York, B8, Mosoroycle parts fabrication, panting, assembling SR A00
ot ail madals
Karas City, MO Motorcycle parts fabrication and pamting and 450,000
Cryria, Spartster
Carson City, WY Fnancial servces 100,050
Magdes, FI oty o testing 220000
oo, AL Moborcycl e resting 0
Bawsal, ke Assembhy of Bikes for Indian markst &340
wanaus, Brazil Assembhy of Bikes fer Brazilian mmarkst 100000
Adelaide, Australia Motonopche wheek o be fully outsounced by 2013 AB5 000

Sanroe: Harley-Davickon 10= repert, 3011

its second overseas assembly plant the first was in Brazil in 1999} Table 1 shows
Harey's overseas sales.

Establishing dealerships was the key 10 penetrating international markets. Table 3
shows Harley's dealership network,

Manufacturing

As already noted, Harley-Davidson's development during the 159805 and 1590s
focused heavily on upgrading its manufacudng operations: capacity expansion
permitted investment in new plant and equipment and the introcdudicon of more
acvanced process technologies. Pamicular emphasis was placed on developing rman-
llfHCll'Ii.n,p: 1_1|]H|]i_|;i[jl:5. through total guality management, 11T scheduling, CADVCAM,
and the devolution of fesponsibility and decision making to the shop foor. Table 6
shows Harley's main manufzomring and development facilites.

Despite the constant development of its manufacturing facilities and operational
capahilities, Harley's low production volumes relative 1o Honda and the other
Japanese manufacturers imposed significant cost disadvantages, especially in (e




CAEET HARLEY-DAVIOSON, NG, MAY 300F 851

purchase of components, Despite this lack of bargaining muscle, Harley sought
close, collaborative relations with key suppliers. Its supplier advisory council (SAC)
sérved “not only 1o improve purchasing efficiency, but also to provide a forum to
share informarnion, ideas, and strategy.™

Harey's capacity for efficiency was also limited by s dispersed manufaciuring
operations: englae manufacture in Milvaukee, Wisconsin and assembly in York,
Pennsylvania and Kansas City, Missouri. To cut costs, Harley initiated & program
of plant consolication. The two Milwaukee-area powertrain plants would be com-
bined into 2 single facility and the separate paint and frame operations ar York,
Pennsylvania would be merged int a single plant. New agreements negolinted with
unions allowed for more flexible employment arrangements and working practices,
which supported the introduction of 2 new enterprise rescurce planning (ERP) =Y5-
tem at the York plant. The new systern would mean that manufacturing weould be
driven by customer demand, every production line would have the flexibility o
bulld every model, and inveniories would be reduced.

People and Management

Central to Harley-Davidson's renaissance during the 1980s and 19905 was the
creation of a new relationship between management and emplovees. Afier the 1981
management buyout, Hardey's new management team systematically rethought man-
agement—emploves relationships and implemented a new approach buil on involve
ment, self-management, open communicaon, and team-hased organizatons. A the
Kansas plant, production was pedformed by 8- to 15-member nateal sonrk prowps;
representatives from these teams formed four process aperating grougs for fabrica-
tion, engine production, assembly, and painting; overall plant muanagement was T
focmed by a 14-member plant leadersiip growp.) Team-based structures extended
up to op management level, where three functional reams—the Create Demand
Circle (CDC), the Produce Product Circle, and the Provide Suppori—were coordi
mared by the Strategic Leadership Council,=

Despite Harley's commitment to employee participation and development, the
production cut-hacks and cost cutting pressures during 2009-2012 created tensions
hetween the company and its employees. On April 1, 2012, a new labor agreement
went into effect whereby Harley's unions agreed to headcount reductions and more
Hexible working practices."

Competition

Lespite Harey's insistence ghat it was supplying a unique Harley experience rather
than competing with other motoreycle manufacturess, the meore it took market share
from other manufacturers and expanded its product range and geographical scope,
the more it came into direct competition with other producers, The clearest indica-
tion of direct competition was imdtation: Honda, Suzuki, Yamaha, and Kawasaki
had long been offering V-twin cruisers styled closely along the lines of the classic
Harleys, bur a1 lower prices and with more advanced technologies, In competing
dgainst Harley, the Japanese manufacturers' key advaniage was the scale adva Alages
deriving from vastly greater volume. However, despite their large price premium,
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Harley-Travidson motorcycles bensfitted from a much smaller mre of depreciation
than other bramds,

Almost all of Hadey's competitors were, compared to Harley, highly diversified.
Honda, BMW, apd Sueuki were important producers of automaobiles, and more than
one-third of Yamaha's turnover came from boats and snowmobiles. These compa-
nees could benefic from sharing rechnology, engineering capabilities, and marketing
and distrbution aceoss their different vehicle divisions—and their size conferred
purchasing power,

Harley's success attracted imitators, These included ot only the Japanese big four
which introduced retro-styled, V-rwin cruisers but also new domestic competilons—
including Excelsior, Polas (Victoryd, and a resuscicared Indian—had all entered the
super-heavyeesight market with cruizer bikes selling an prces exceeding those of
Hadey {the Indian Vintage Chief cost $35 4991

Figure 2 shows competitve product offerdngs, while Table 7 shows price com-
parisons. Appendix 2 gives profiles of several leading competitors.

Meeting the Challenges of Tomorrow

By May 2012, Keith Wandells confidence that Hardey could adapt to the difficult
economic circumstances that had proceeded the 20082009 financial crisis aeemed
justified, The frstaquarter Anancial resalts for 2002 showed a vear-on-year revenue
growth of 16.7% and a net income prowth of 44.3%, Increases in mamifacturing

TABLE 7 Price comparison of V-twin, cruiser motoroycles, 2006

Manufacturer/model Engine Retail price (%)

Harley-Davidson

Sporoster B3 Low W-twein, alr-cooled, B830c G

Fat Aoy etwwin, alr-cocled, 158000 15,5905

WHEC Yfiod Muscle W-twedn, hgquid-coaled, 11310 V7105

Heritage Softail Classic W-bwein, alr-conled, 145000 0750

Handa

Shadow Spir 750 ‘-rwin, liquick-cocled, DHC, F450c 155G

VA1 3000 ‘-twin, liquick-cocled, CHIC, 131.20c 10295

WTHIB0ON etwwin, liquic-cocled, THC, 1800cc 13595

Suzuki

Boulevard 550 -twwin, liquid-cocled, CHC, B05cc EA Lk

Boulevand 80 ‘-twwin, alr-cooted, OHIC, 14750 11,295

Bowilevand M105A W-twwin, liquid-cocled, 17830c 13.79%

Kawasaki

ulcam 900 Classic ‘-t Bovalve, OHIC J A9

Wulcam 1600 Mean Streak ‘-twin, alr-coodad, 15520c 110895

Yamaha

W-STar CUston -bwein, OHC, alr-cocled, push-rod, d490c G190
Faad Star

Polaris

Victary Kingpin W-rwin, d-uzlve per cylinder, 16340 16,394

Sourrce: Voo beines of different ratanowd e rmanulaoirars
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progostion of baby bocmers moving car of this age segment, we believe more
conservative behavior on the pant of this older group could act as a dag on sales
grosth.'

A mapor thowst of Harley's marketing had been to broaden its demographic base
with programs trgeting women rders, “Harlistas” Clatine dders), “lron Elite” CAfrican
American riders), and “Harey's Heroes™ (military and veteran riders, However, the
big challenge was appealing to the upooming generations. As the New York Times
noted, “As Harley keeps misst of its foous on s aging consumers, rivils ke BMW,
Honda and Yamaha are anrcting younger customers who seem less interested in
cruising an what their old man rides ™

The very success of Hadey in expanding its outpur 2nd market share may have
cantributed o its declining desimbility. “Tradivienally, Harley-Davidson had a very
[eryal consumer” commented Anthony Gikas, senior research analvs at Fiper Jaffray.
“But those riders lost interest in the brand becawse everyone has a Harley bike. Ir's
not a club anymoee, ™S

One Milwaukes blogger summarized Harley's dilemma:

S0 what does Hadey do? One tick wrould be o sty focused on wdi it doss Bes,
big bikes. While that stratepy may make sense on some fronts (focus on what
wou knowe, stay loyal o the brand ddennty, erc), thar approach will mean greatly
reduced growth prospects and could doom i i the ourent conmsumer spending
ervironment holds out long term, And meanwhile its core audience just gets older

O It could do what peopls have been saving whar it should do for years (and
whar Harley itself has suggesved, intermarently, it may do): Make smaller, mose
affordable bikes, That's harder than it sounds, a3 it would force Hardey (o compete
against the Japanese manufacturers on their own turd, But if the market is moving
away from Harley, does it have a chodoe??”
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Appendix 1: Selected Items from Harley-Davidson Financial
Statements, 2003-2011 ($million)

E 3003 2004 2005 2006 2007 2008 2009 2010 2011

"
'mme statement

etales 4614 5M5 5347 S8 5727 5594 4781 4853 53N
A—" 666 1900 00 223 I 1931 1386 1427 1555
per 150 17 175 1FLr 186 164 143 136 145

gplling, admiinistrative and B84 737 62 B ol aegs 2 756 ThE
ENgNEEring expense
perating Incorme, of 1,148 1,361 1470 1803 1426 1029 1597 550 25

Financial sericas 168 (=] 152 211 212 a1 117 181 268
aterest income 23 2 2 27 12 o 434 G35 S0
_[thar incmEfERpense] ] 25 25 25 5 74 47 50
e pme beforne tamac 1,166 1379 1488 16M 1448 1034 178 300 7oz
cimie LARES 405 450 528 531 514 im 14 130 244
B [reccnne Tal ad = 1,043 43 A55 {55 146 [
sheet
324 215 141 238 A5 94 1,630 1021 1.5
Finance receivables heid for 1,301 1856 1843 2 1575 1,378 1436 1083 183
irrvestmien
coounts recereabbe net 12 121 122 [EE! 181 208 65 262 219
e hories 208 227 221 F8B 50 401 123 35 418
jita | curanl ahsots 2r;m GRS 3145 3,551 3467 5578 4341 4086 4547
ropy, plant and 1B 1025 1002 15324 1,061 14 ald B15 g
| equiprment, net
e 3iteis 4533 5481 5255 5512 5557 FE29 155 D430 9574
Liab| lities
furent portion of long- iz 405 5 B2 e 0 1,332 i 3%
fesin debt
eounty payabie 224 244 71 753 o ERE | 162 225 255
bral currert |iabiies 956 1,173 E73 1,595 1,5415 2504 2268 203 hegs
fon-curront liabdlities
ong-term bt &0 200 1,000 370 S8 2176 4,144 2516 2308
Jther kong-term lakilivies 86 # 2 A 152 175 155 |52 140
REt-retirement haalthcars 127 150 &l 2m 105 274 Jad 254 268
benefirs
Bekhakders equity 2358 3ME 3084 275 ZATS A 1108 M 24M0
R ‘Ll".“ andequity 4823 5483 5155 55%2 BT96 6788 1SS 9430 waM4
ing activities S4T a1z il /a2 798 2HB5 &3 1,163 Bs
Pital expenditunas 227 2214 2198 22X 1242 2232 116 170 185
Bl vesting activities 540 3570 177 235 o 2393 B3] 145 fa3)
BACing activities a1 Ineg nN2r 2837 N0 1,293 1381 [1ESG 308
B UNCreaze i cash 137 4 2034 or 164 191 1134 (542 (508}

BMES I Daveritheses deancte a bass,
brow: Harley-Dzvidaon 10 K. RIS, Wandicus ywars fweww harleydanickan com)
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