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Abstract

This case study will provide an analysis of Cannondale Corporation, a leading manufacturer of high-performance bicycles. The case study will answer the following questions: What are the dominant characteristics of the mountain bike industry? What driving forces are acting to change the pattern of competition in the mountain bike industry? Are these forces acting to increase or decrease the long-term attractiveness of the mountain bike industry? What are the key factors for success in the mountain bike industry? What do companies have to do and to achieve in order to be successful? What does a SWOT analysis reveal about Cannondale’s situation and market position? How attractive is the company’s situation? What recommendations should be made to Joe Montgomery to improve Cannodale’s strategy and future prospects?


Cannondale has a bicycle line of 84 models, all of which are hand assembled and constructed with hand-welded aluminum frames. Incorporated in 1971, the company has a niche market in the bicycle industry, which in recent years has matured and has seen a decrease in growth rate. The company sells bicycle-related products including clothing, shoes, and bags. Cannondale has recently begun to diversify its product offerings by entering the motorsports market. 

Dominant Characteristics of the Mountain Bike Industry


Market Size and Growth Rate: In 1999 the U.S. bicycle industry totaled $5 Billion, including retail value of bicycles, related parts and accessories. Beginning in the mid-1980’s to the late 1990’s the popularity of mountain bikes sparked a growth of the domestic bicycle market. Adults and the comfort of the mountain bike as opposed to the typical street bike attributed the popularity of mountain bikes to increased outdoor activity.  In the late 1990s, the popularity of mountain bikes began to decrease as opponents of Mountain Bikers including hikers and environmentalists lobbied against the mountain bike industry. 


Stage in life cycle: According to the 2001 Annual Report by Cannodale, “The bicycle market has matured in recent years and its growth rate has decreased.” 

]

Major countries where bicycles are produced: Most bicycles are made and used in Asia. The countries that produce 75% of the world’s bicycles include China, India, Taiwan, Japan, and Thailand. China produces the most bicycles in the world with an average annual production of 30 million units.  The U.S. annual sales of bicycles averaged nearly 11.5 million units during the 1990s.

Scope of Competitive rivalry: 70 percent of all units sold and about half of the total spent on bikes in 1997 was through department stores, discount stores, and toy stores. According to Bikeexpo.com, the Main suppliers for the US are Dorel Industries, Dynacraft Industries, Huffy Corporation and Pacific Cycle. These manufacturers attract the business of consumers looking for a lower priced bicycle.

Cannondale competes in the high-performance segment of the bicycle industry. Cannodale’s key competitors include Schwinn Cycling, Intrepid, Specialized Bicycles, Giant Global Group, and Derby Cycle Corporation. 

Competition in this segment of the bicycle industry is primarily based on perceived value, brand image, performance features, product innovation and price. Cannondale faces an extremely competitive global market with several of its competitors being larger than it is. 

Degree of vertical integration: Cannondales business strategy is significantly vertically integrated with the company manufacturing its own frames in the US. Cannondale hand welds their bike frame in order to differentiate its bikes from competitors. Most of its rivals import their frames from Asia. 

Product Characteristics: Cannondale’s bikes are designed for cyclists that desire high-performance, high-quality bicycles. The bikes are differentiated further through technological innovations that make the bikes lighter, stronger, faster, and more comfortable than rival bikes. Cannondale commits much of its resources to Research and Development, focusing on frame designs, suspension systems, and components.  

Technological Innovation: Rival Mountain bike manufacturers attempt to outpace the industry growth rate with technological innovation. 

Competition


Competition in the mountain bike industry includes rivalry among mountain bike manufacturers and distributors, suppliers for the manufacturers, substitutes for mountain bikes, threat of entry in to mountain bike segment, and retailers of mountain bikes. 


For the segment that Cannondale competes, the high-performance segment, competition is extremely competitive. Several factors contributing to the battle for market share include Image and reputation of the company, strategic alliances with suppliers, large selection, product innovation, and size of the dealer or distribution network. 


The image and reputation of the company must be favorable in the public’s eyes in order for these companies to stay afloat. 


To save cost on production, strong strategic alliances should be taken up with suppliers for the mountain bike parts. 


Dealers must have a good selection of product for consumers to choose from.  Dealers should also have good relations with the company.


Competition in the mountain bike industry is very strong.  This would not be a good industry for newer companies to enter. Because there are so few large bike manufacturers making it, it might be good for an established bike company in the long term.

Key Success Factors


In order to be successful in the mountain bike industry, a company must satisfy several key factors. Specifically relating to the high-performance segment, the Key Success Factors for the mountain bike industry are as follows: 

1. Build a strong network of independent bicycle dealers committed to the brand.  These dealers should have the ability to provide knowledgeable sales assistance regarding the performance and technical characteristics of the company products. Exclusive contracts with the network of dealers can only benefit the company. 

2. Be global. Companies should not be limited to one geographic region. Many countries besides the U.S. have a strong demand for mountain bikes. 

3. Develop strong marketing and merchandising expertise. Consumers will buy the product that they recognize as being of quality. 

4. Have good support.  The value for the customer does not end with the final sale. In order to get return customers, companies need to have good support. 

5. Be larger than the supplier.  Companies that are too dependent on their supplier’s will not be able to negotiate optimum prices.  In order to continue to receive a fair profit, the company must continue to save whenever possible. 

SWOT Analysis 

Strengths:

· Brand name awareness – Most bike enthusiasts know the Cannondale name. 

· Cannondale is known as a high-performance leader in the bicycle industry. 

· Global:  Cannondale sells products in 60 foreign countries including European Countries, Japan, and Australia. 

· Good relationships with suppliers. 

· Research and Development capabilities: Cannodales R&D department keeps them up to date with the latest technologies involving manufacturing of bicycles.

· Large Product Line

Weaknesses:

· Accuracy of future analysis.

· Lack of established manufacturing capabilities.

· No Brand name awareness in Motorsports Market

· Reliance on large suppliers. 

· Lack of good distribution channels for products. 

· Lack of Financing or ability for further financing

· Smaller than competitors.

Opportunities:

· Internet introduces new avenues to customer. This can save costs of dealerships. 

· China as a market has not been completely studied. Other foreign markets

· Entry into the lower cost bicycle market may add to market share.

· Entry into market where Bicycles are the substitute product (Raiser Scooters)

Threats:

· The popularity of less expensive substitute products (Raiser’s Scooters)

· Foreign competitors entering the US market.

· Shift of demand for higher priced to lower priced bicycles.

· Environmental concerns.

· Legal concerns.

· Unsure trends in the bicycle industry.

Overall, there is great room for improvement on Cannnondale’s position.  Although the threats to Cannondale are large, the company has opportunity that it is not currently taking advantage of. Although the situation is not attractive, with the right change in strategy, Cannondale can have a brighter future.

Recommendations

1. Cannondale should get out of the motorsport industry. Cannondale should instead focus on redeveloping its bicycle manufacturing. 

2. Include lower cost segment of bicycles.  Create another brand of bikes. These bikes will be of the lower cost variety. 

3. Outsource manufacturing of lower cost products to different countries. It works for NIKE.

4. Change distribution strategy to include major retailers. Lower cost line can be sold in these stores. 

5. Include sales over the Internet.
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