








V. Recommendations for rall

Infrastructure technology
OEMSs

Based on the trends and revenue shifts ahead we recommend that OEMs consider the
following actions
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Reduce costs

OEMs need to work on their cost base to strengthen their competitive positioning in
light of intensifying competition, growth in emerging markets, and increasing price-
consciousness. These efforts might be targeted at what are typically the largest
three cost components: purchased parts, R&D/engineering and manufacturing.

= Purchased parts — OEMs can benefit from scale in procured parts negotiation
overall and specifically for carry-over parts

= R&D/engineering — OEMs can reduce costs through Design-to-Value initiatives
and by leveraging scale

= Manufacturing — OEMs might rethink footprint localization to low cost
environments

Build customer- and project-centric organization

OEMs need to adjust to new customers located in emerging countries and to
growing diversity of the project-business landscape. For example, out of the 33 new
metro systems opened after 2010, 26 systems are located in China, India and Iran,
but only 2 systems in Europe and none in North America. OEMs hence need to tailor
sales activities to an increased number of different customers, particularly in urban
transit where there are many players in each country in contrast to (typically) one key
mainline customer.

Decide on role in the B2C value-chain

The largest growth segment of the industry includes innovating the passenger
interface. While OEMs in the past have typically solely focused on the B2B business
model, a digital strategy — including a decision on which control point in the value
chain OEMs want to operate —is required for future success and realization of
business model opportunities.

Drive innovations and technology standards

As aresponse to increasing product standardization paired with opportunities

from technology upgrades, OEMs need to invest in continuous innovation of their
products and services. To succeed in continuously innovating, OEMs need to ensure
access to and development of the right talent and capabilities and investigating
potential strategic partnerships are viable options.

Leverage partnerships

Digitization, connectivity and autonomous operations are disrupting the industry.
Given that the rail infrastructure industry is still smaller than other industries like the
automotive industry, it might make sense for industry players to leverage the product
innovations of others instead of taking on the task themselves. These partnerships in
the areas of both hardware, e.g., sensor systems, and software technology, e.g., in
routing, can either be collaborative or via in-organic moves.
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The global rail infrastructure technology industry is facing significant shifts in the market,
including increasing competition, changes in customer demand, heightened cyber-
security threats, the emergence of technology standardization, and technology-driven
disruptions such as autonomous operations. These developments demand new digital
business models, e.g., for the passenger interface, and new value propositions. Some of
the key trends and corresponding shifts in the revenue pools may not manifest immediately.
Nonetheless, since adapting the business models is a multiyear process, it is imperative
that rail infrastructure technology players start preparing now. This is especially important
since the major growth areas are centered on innovation, new technologies and local
requirements, which demand new business models, new customer interactions, and also
probably new talent in rail infrastructure OEMs’ organizations. OEMs might continue looking
at leveraging external partnerships and establishing cross-functional teams equipped with
the skills and open mindset required for experimenting and innovating to remain competitive
in the long run.
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