PTIL 2/2017 (38) | 1SSN: 1644-275X | www.wnus.edu.pl/ptil | DOI: 10.18276/ptl.2017.38-06 | 63-72

THE ECONOMIC DIMENSION OF THE INFLUENCE OF SECTORAL
EXEMPTIONS ON THE DYNAMICS OF THE DIFFERENTIATION OF THE
PRICES OF ORIGINAL SPARE PARTS FOR ENGINE VEHICLES IN POLAND

Data przestania: 12.02.2017 | Data akceptacji: 04.06.2017 | JEL: L11, L51, L91, L51, L62, R40, R49

Wojciech Lewicki

Zachodniopomorski Uniwersytet Ekonomiczny w Szczecinie
wojciech.lewicki@zut.edu.pl

ABSTRACT

KEYWORDS

The article presents the considerations concerning the impact of legal regulations in the form of sectoral
exemptions on the dynamics of the price differentiation of original spare parts for motor vehicles in
Poland. In order to present the economic dimension of the research problem, the case study was used
- a numerical experiment consisting of the change analysis of prices of the strictly selected spare parts
from the rime of introducing the mentioned legal regulations, until 2017. The intention of the article is to
draw attention to the essence of the research issue by demonstrating that the introduction of EU sectoral
exemptions, in spite of the improved market competitiveness in the form of the increased availability
to other categories of parts, in most cases did not lead to a significant price reduction of new original
components on the Polish market of spare parts.

the economics of transport, EU politics, sector exemptions, legal aspects of transport, prices of the spare
parts, costs of repairs, operation

INTRODUCTION

As indicated by the available literature on economics, competition policy is one of the major and
earliest agreed community policies. The legitimacy and necessity of it is indirectly related to one
of the fundamental aims of the European Communities, namely the creation of a common mar-
ket of the Member States. The competition policy is intended to guarantee that barriers abolished
in internal trade, within the common market, will not be replaced by other actions by businesses
or governments, leading to distortions of competition (Burda, Wyplosz, 2013). It should be noted
at the outset that, before the introduction of sectoral exclusions on the automotive market in the
European Union, there were certain restrictions in the competition, among others, in relation
to sales of spare parts. One of the fundamental objectives of implementing sectoral exemptions
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in 2003 in the EU automotive market was to provide consumers with an easy access to, inter alia,
goods in the form of different categories of spare parts, at very similar prices (Commission Regu-
lation, 2002).

The available literature on transport economics promotes the view that the increase in market
availability to other categories of parts has led to a significant decline in prices of new original
spare parts, resulting in a significant reduction of total repair costs (Szymonik, 2013).

The above-presented concept is based on the belief that, in the current market environment,
the vehicle user, due to the implementation of common legal regulations in the form of sectoral
exemptions, can apply up to four categories of parts with different quality and price parameters
during repair, which provides the basis for identifying potential economic benefits by all users
of motor vehicles in Poland. So, in the light of academic considerations, the question arises as to
whether the notion promoted in the literature is fully confirmed in the market reality? Thus, in the
context of the European Commission’s decision to extend the duration of the regulation in ques-
tion to 2023, the problem of dynamics of the price differentiation of original spare parts undoubt-
edly constitutes an important research problem. In particular that the repair of a newly purchased
vehicle covered by a manufacturer’s warranty can only be carried out using new original parts
(Burnewicz, 2005). In addition, the available literature of the transport economics has no such
analyses and studies in the interdisciplinary sense, which justifies the legitimacy of undertaking
this research topic even more.

The presented approach has become the basis for the adoption of boundary conditions and the
conduct methodology aimed at measuring the economic determinants of the impact of sectoral
exemptions on the dynamics of differentiation of prices of original spare parts for passenger cars
in Poland by:

1. Characterising the essence of the impact of sectoral exemptions on the increase in competitive-
ness and availability of particular categories of spare parts on the Polish automotive market.

2. The analysis of prices of the strictly selected spare parts in relation to particular vehicle models
from the selected market segment.

The intention of the article is to draw attention to the essence of the research issue by demon-
strating that the introduction of EU sectoral exemptions, in spite of the improved market compet-
itiveness in the form of the increased availability to other categories of parts, in most cases did not
lead to a significant price reduction of new original components on the Polish market of spare parts.

THE ESSENCE OF THE IMPACT OF SECTORAL EXEMPTIONS ON THE SPARE PARTS MARKET

According to Article 81 of the Treaty on the European Community, agreements between compa-
nies or enterprises, which lead to noticeable restriction of competition, are prohibited. On this ba-
sis, the European Commission has adopted the so-called sectoral exemption regulations detailing
the conditions, which should meet certain categories of agreements in general sectors, as well as
in more details, including in the automotive sector (Zucke, De Stefano, 2010). As indicated by the
available literature, sectoral exemptions are agreements made between two or more entrepreneurs
operating at different turnover levels, who intend to, among others, purchase, sell or resell spare
parts for motor vehicles (Colino, 2010).
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Until the sectoral exemptions entered into force in 2003, no automotive regulation contained
a clear definition of the “original part”. The concept of the “original part” has functioned based
on common habits and customs, and has been reserved only for those elements, which were pur-
chased in the authorised network of the car manufacturer and in the packaging with his logo
(Creutzig, 2003). Only such items could be sold and installed in authorised service stations, and
the use of others would mean a loss of warranty. In the international automotive jargon they were
identified with the “OE” symbol, from English “Original Equipment”. According to the motor ve-
hicle manufacturers, all other parts on the market were “non-original parts’, and their use was
allowed only outside the authorised network of the given car brand. This “non-original” market
sector was referred to as the “after-market” in the international jargon. The non-original parts, es-
pecially the so-called unoriginal ones, were referred to as “replacements” or “fakes” on the Polish
automotive market (Lewicki, 2014).

However, the division into “original” and “non-original” parts have not only been insufficient-
ly legally binding, but it also has not been so clear, as it might seem. The problem is due to the
fact that as much as 80% of spare parts on the market come from independent manufacturers of
parts, and only 20% is delivered directly by the car manufacturers. Independent manufacturers
of spare parts direct 43% of their production to the first assembly of vehicles (Kaliszuk, Ambroziak,
Btaszuk-Zawila, Koztowski, 2011). The remaining production of spare parts, 37%, is intended for
sale on the secondary market by independent distributors. These manufacturers sometimes have
contractual rights to parallel sales of the same products in their own distribution networks, and
then at the same time they appear on the market in the manufacturer’s packaging (Stan branzy...,
2013). This is best seen on the example of headlamps, on which manufacturers have been putting
their logos for years, thus significantly improving their recognition on the market, like for example
Bosch, Hella, Magneti-Marelli or Valeo.

Taking into account definitions and legal regulations concerning the rules of using spare parts,
and interpretations, which were included in the official document (Rozporzadzenie, 2010), and the
available literature of the subject (Lewicki, 2014), the division into four fundamental categories of
spare parts was adopted:

— original spare parts,

— other original spare parts,

— non-original spare parts - replacements,
—  spare parts of comparable quality.

Original spare parts provided by the vehicle manufacturer, are most often labelled as OR in
the subject literature and on the Internet (and as O, Q1). Such parts have original packaging of the
vehicle manufacturer bearing its logo. Although 4/5 of all such parts of vehicle manufacturers are
ordered from external suppliers, they are responsible for their quality, technical and technological
specification, and distribution. Therefore, the legislator agrees that the vehicle manufacturers may
require the use of this category of parts, when the vehicle repair is performed at an authorised
repair station.

Original spare parts from a third undertaking as most often labelled as OEM in the subject
literature and on the Internet (and as Q, Q2). The EU Regulation has extended the concept of

“original spare parts” to all components that have the same quality and are manufactured according
to the same specifications as parts distributed by vehicle manufacturers themselves. This mainly
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applied to all parts coming directly from the so-called “suppliers for the first assembly, such as
Bosch, Delphi, Hella, Magneti-Marelli, Pikington, Valeo etc.

Non-original spare parts, so-called “replacements” are most often designated as AM (and as
Z, Q3) (“after market”). This group can be defined as all parts, which were not included neither to

“original parts” nor “parts of a comparable quality” by the regulation.

Spare parts of a comparable quality. There is no established designation in the literature, so
the OEQ designation was proposed (along with P, Q4). The EU regulation has identified this new
category of parts from all “replacements”, which correspond to the elements distributed by the
vehicle manufacturers in terms of quality, but without the obligation to use identical technical and
technological specifications during their manufacturing and so, e.g. the material from which the
given element was made does not have to be the same.

At this stage of considerations, it should be mentioned that there are also two other fundamen-
tal categories of spare parts available on the Polish automotive market, not defined by the regula-
tions mentioned, namely:

— regenerated parts,
— used parts.

Regenerated parts are designated with the WR abbreviation in the literature (Zielinski, 2008).
Currently, a significant number of components and parts removed from the vehicles of the given
brand is suitable for regeneration and re-use. However, it is important to stipulate that this process
in most cases applies only to original parts. Regeneration of these parts is carried out within the
verified technological process developed by individual manufacturers of the given vehicles. Origi-
nal regenerated parts allow both operating and post-collision repairs at much lower costs. As indi-
cated by the available reports and studies on the Polish market, the prices of original components
subjected to the regeneration process may be even up to 60 percent lower in relation to their new
equivalents (Abramek, Uzdowski, 2012). In addition, some authors claim in the available literature
that regenerated parts, apart from the lower price, do not differ in quality from brand new ele-
ments, and the quality and period of the manufacturer’s warranty is the same as of the brand new
ones and usually amount up to two years (Zielinski, 2008).

Used parts are defined with the U symbol. High availability on the market and a large price
range makes them especially attractive for vehicle models with a shorter service life. While their
durability and origin may evoke some concerns. In most cases, these parts have been removed
from vehicles that have suffered severe collisions and road accidents, so the assessment of their
technical and quality parameters may be significantly impeded (Nowak, 2004).

At this stage of considerations it is worth emphasising that the aspect of shaping the prices
of original parts on the contemporary automotive market is an issue of a fundamental economic
importance both for the individual client and for the company with a significant fleet of vehicles.
On the other hand, these legal regulations have enabled the “revolutionary” law to use other spare
parts than the original ones for operating repairs. However, on the other hand, they have created
grounds for undertaking discussion or the increase of competitiveness in the form of the emer-
gence of other categories of spare parts on the market has in reality led to the reduction of prices
for new original spare parts.

Summarizing the present issues, taking into account only the theoretical aspect of the econom-
ic dimension of the impact of sectoral exemptions on the dynamics of differentiation of original
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spare parts for passenger cars in Poland, it can be mistakenly concluded that the increase in market
availability to other categories of spare parts has led directly to a considerable reduction of their
prices. Meanwhile, the research presented below illustrates the actual trends in terms of shaping of
the prices of original parts for passenger cars on the Polish automotive market.

ANALYSIS OF THE DYNAMICS OF DIFFERENTIATION OF PRICES OF ORIGINAL PARTS IN PARTICULAR
YEARS

The complexity of the research problem, and the continuous and ongoing play of demand and
supply shaping the prices of original spare parts on the Polish automotive market required an
experimental approach from the author. Therefore, the author has used the preconceived patterns
of behaviour in his simulations, in order to show the relevant relationships. Therefore, the analysis
of the market availability of all spare parts available on the Polish market will not be the subject of
further considerations, only the dynamics of price changes of the strictly selected spare parts will
be presented based on the specific market segment. In addition, for simplicity of the author’s simu-
lations it was assumed that the analysis of dynamics of price changes will cover the years from 2003
to 2017, which will allow to identify the impact of sectoral exemptions on the shaping of prices of
original prices on the Polish automotive market.

At the very beginning, in order to keep the logical correctness and methodological value of the
research, it was assumed that:

1. Each vehicle selected for the studies was subject to the individual repair process provided for by
the particular vehicle manufacturer.

2. 'The scope of research covered the passenger cars from the market B segment. Four models of
vehicles were selected for the analysis with specific characteristics and design. The selected ve-
hicles were characterised by a significant popularity among the clients and the highest number
of copies sold in the years 2003-2017 on the Polish market (car sales 2017).

3. Taking into account the scope of hypothetical vehicle repairs, it was assumed that the analysis
of prices will be applied to four strictly selected spare parts, which are most often damaged in
the event of road collisions, that is: front bumper, front left light, front left fender, engine com-
partment cover (Nowak, 2004).

4. Inorder to estimate the dynamics of changes in spare parts prices, a specialised expert tool, Eu-
rotax program, was used, supporting the numerical experiment with a cost estimation method.
This is currently the only method to obtain information about actual archival cen spare parts
on the Polish market (Instrukcja program Eurotax, 2017).

5. In all simulations, in order to maintain the methodological correctness of the research, it was
assumed that the analysis will apply only to new original parts.

6. From the point of operation and the possibility of capturing the necessary data, the results of the
numerical experiment were presented in the resulting form in the relevant figures from 1 to 4.
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Figure 2. Analysis of the dynamics of the price formation of original spare parts on the example of the front bumper
for vehicles from segment B

Source: own study.
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Figure 3. Analysis of the dynamics of the price formation of original spare parts on the example of the front fender for

vehicles from segment B

Source: own study.
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Figure4. Analysis of the dynamics of the price formation of original spare parts on the example of the engine
compartment cover for vehicles from segment B

Source: own study.
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The cumulative analysis of the data presented in figures from 1 to 4 indicates significant chang-
es in the dynamics of price differentiation of original parts in the analysed period of time. The
interpretation of the results of the author’s research showed that a significant price reduction oc-
curred at the turn of 2004. According to the author, the direct cause of this phenomenon was the
introduction of regulations in the form of sectoral exemptions on the Polish automotive market.
This trend has been observed for all vehicle manufacturers analysed from the selected market seg-
ment. It is worth noting that despite the increase in the market availability to other categories of
spare parts in subsequent years, their systematic increase in prices has been observed. The highest
values were in 2010. The motives for these actions could have included the uncertainty of the
manufacturers regarding the extension of the Regulation for subsequent years. In addition, data
analysis indicated that after 2010 some manufacturers, such as Toyota and Peugeot, have decided
to gradually increase the price of their parts, the value of which in 2017 exceeds the one from 2010.
On the basis of observations of the market reality, the author of the paper argues that the effect on
such a situation was due to the low market availability to alternative parts, in case of these particu-
lar vehicle models. Thus, the quality strategy model was used in relation to the sale of these parts.
While in case of Fiat and Skoda models, a considerable price reduction of spare parts was stated,
also in the period from 2010 to 2017. These manufacturers have used the price strategy as a means
of achieving the market objectives for the sale of spare parts.

SUMMARY

One of the key prerequisites for introducing sectoral exemptions on the automotive market were
the efforts of consumer organisations to limit the decision-making and the influence of manufac-
turers of the given vehicle brands on the structure of functioning of this market (Rozporzadzenie,
2010). The available literature on the transport economics emphasised that this goal was to be
achieved by defining specific categories of “spare parts” as elements, which can be used in repair
processes of individual vehicles (Kozlak, 2007). Within the assumption that the increased compet-
itiveness was to affect the considerable reduction of total repair costs through the improvement of
the market availability. At this stage, it is worth emphasising that the costs of repairing a passenger
car are determined by two fundamental factors — the cost of spare parts and the cost of labour. Pro-
vided that the analysis of components of repair costs indicates that the share of replacement costs
is still meaningful. Certainly, this argument was used by the European Commission, which despite
lobbying by automotive companies, in 2010 decided unanimously to extend the duration of the
regulation in the unchanged form until 2023.

In today’s market reality, the production and sale of new cars does not generate significant
profits, given that this process has been highly costly until recently. Only the introduction of tech-
nological solutions in recent years in the form of using the floor boards, or propulsion units, in
a dozen or so models reverses this unfavourable cost relation. Furthermore, as indicated by the
available reports and studies, currently, the profitability from car production is 1%, while it oscil-
lates at 3% from sales. If we add up to profits obtained from the sale of spare parts in dealership
networks, at the level of 9%, the car manufacturer can increase profitability of his activity by up to
13% (Industry condition 2013) by taking over all these links. This situation is certainly an answer
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to a question why car manufacturers take actions to reduce the number of independent suppliers of
spare parts (Analiza i ocena ekonomiczna, 2016). This tendency, so far noticeable only in Western
Europe, is being noticed more often on the Polish market of automotive manufacturers. Examples
may include lobbying to demonstrate the superiority of original components distributed solely
by the vehicle manufacturer over other categories of spare parts. This process is not intended to
hinder the customer from accessing other categories of parts, because such behaviour is contrary
to the idea of market competitiveness, but it should lead to the generalization of profits of car man-
ufacturers from sales of new components signed with the logo of the given vehicle manufacturer.

On the other hand, the analysis of the combined results of the author’s simulations and research
allows us to state that:

1. Significant changes were observed in the dynamics of price variation of original spare parts in
the analysed time period.

2. The introduction of sectoral exemptions in 2003 led to a significant reduction in the prices of
spare parts, in particular in 2004. This trend has been observed for all analysed vehicle manu-
facturers from the studied market segment.

3. Despite the increase in market availability to other spare parts categories, a systematic price
increase has been observed in subsequent years, and the year 2010 had the highest values.

4. Toyota and Peugeot after 2010 decided to gradually increase the prices of spare parts, and their
value in 2017 significantly exceeds the price from before the introduction of sectoral exemp-
tions in Poland.

5. While in the case of Fiat and Skoda, a significant reduction in prices of spare parts was obser-
ved from 2010 to 2017.

6. Moreover, the author’s research has shown that the view promoted in the available literature of
the subject is not fully reflected in the modern market reality.

Summing up, the author’s attempt to present the economic dimension of the impact of sectoral
exemptions on the dynamics of the price variation of original spare parts for passenger cars in Po-
land does not fully exhaust the essence of the issue, but is merely an attempt to signal the complex-
ity of the studied issue concerning the relevance of the EU regulations relating to the automotive
market, and it certainly requires further analyses and studies in order to understand the processes
that shape the demand and supply on the market of original spare parts in Poland.
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WYMIAR EKONOMICZNY WPLYWU WY£ACZEN SEKTOROWYCH NA DYNAMIKE ZROZNICOWANIA
CEN ORYGINALNYCH CZESCI ZAMIENNYCH DO POJAZDOW SILNIKOWYCH W POLSCE

STRESZCZENIE W artykule zaprezentowano rozwazania dotyczace wpltywu regulacji prawnych w postaci wyla-
czen sektorowych na dynamike zréznicowania cen oryginalnych czesci zamiennych do pojazdow
silnikowych w Polsce. W celu zaprezentowania wymiaru ekonomicznego podjetej problematyki
badawczej postuzono si¢ studium przypadku - eksperymentem numerycznym, polegajacym na
analizie zmian cen $cisle wyselekcjonowanych czesci zamiennych od momentu prowadzenia wspo-
mnianych regulacji prawnych az do 2017 roku. Zamierzeniem artykulu jest zwrécenie uwagi na
istote podjetej problematyki badawczej poprzez wykazanie, ze wprowadzenie regulacji unijnych
w postaci wytaczen sektorowych, pomimo poprawy konkurencyjnosci rynkowej w postaci wzrostu
dostepnosci do innych kategorii czesci zamiennych w wiekszosci przypadkow, nie doprowadzito do
znacznej obnizki cen nowych oryginalnych komponentéw na rynku czgsci zamiennych w Polsce.

SLOWA KLUCZOWE ekonomika transportu, polityka transportowa, wylaczenia sektorowe, ceny czesci zamiennych,
koszty napraw, eksploatacja
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