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Due to the transition to the policy of floating exchange rate, currently
undertaken by many countries of the world, the impact of exchange rates on
domestic production becomes particularly important. Growth strategy of
manufacturing companies, conducting cross-border financial operations,
requires mandatory consideration of the impact of the exchange rate on
output. The issue of effective accounting of the exchange rate fluctuations in
the strategies of the companies has become particularly acute over the last
years. As a result, import substitution has become one of the leading strategic
lines of development for the companies. This paper is aimed to present the
impact of currency dependency on trading and manufacturing on the
examples of Switzerland. The article analyzes theoretical approaches to the
assessment of the real exchange rate impact on the manufacturing companies'
output.
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Strategic management in modern companies comes to the foreground
among other types of management activities. It is caused by the increasing
uncertainty of the business environment, growing competition and its
globalization, development of information and communication technologies
and other factors described in the literature (Mintzberg, Quinn1996; Nag,
Hambrick, Chen 2007; Porter 1980). The key aspect of strategic management
1s to overcome the uncertainty of the future

The issues of the exchange rate dynamics are considered not only as
part of the strategic analysis, but also as that of the theory of international
monetary policy. One of its main ideas is to determine the mechanism of the
relationship between the exchange rate, domestic production and inflation.
These results can be directly used when developing strategies of companies
whose activities are related to cross-border operations.

On the example of Swiss Frank we are presenting the impact of
currency dependency on trading and manufacturing.

The Swiss Frank was long somehow fixed to the Euro, with the ratio of
1.00CHF = 1.20Euro. This was all true, until the 1st January 2014 — when
this dependency was lifted and the Swiss Frank gained value and dropped
within a week to 1.00CHF = 1.00Euro.

At the first blink — this seems to be very little change — only 20%.
However, manufacturing in Switzerland suffered. What happened — as an
example to the Swiss Train manufacturer STADLER at Bussnang.

STADTLER Bussang:

Is an international train manufacturer, who started pretty much from
near zero in 1990— with only 20 employee when Peter Spuhler too the
company over— and became within nearly 30 years to one of the big global
players with nearly 8.000 employees and 2.5Billion Euro turnover.
STADLER had mainly manufacturing sites in Switzerland — taking over
former Production sites of SLM (Schweitzer Lokomotiv Manufactur), Sulzer,
Swiss Metal Casting AG — and other sites, like former airplane assembly sites
of Dornier. The big global players are Bombardier, Siemens, Alstom, Hitachi,
GE, Hyundai and many more.

STADLER was successful by being very innovative and customer
oriented, and they designed 4 new platforms for trains — like the GTW, Flirt,
Kiss and the Geronimo for the regular train systems (Traction rail systems).
Aside of them, they have the gear train manufacturing, climbing up steep hills
with gear interaction to the rail track. This devision has a monopoly position
world wide — since no other company focuses on this small train divisions,
with nearly infinite amount of rail track sizes — making every client and order
unique.
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STADLER focuses heavily on the client use and interaction, as well as
very stylish train designs — making them to the most attractive trains from the
outside and inside.

The problem of STADLER is the heavy manufacturing content in the
Swiss factories. These value added amount is made with high Swiss hour
rates — being higher then in the European Region. On top, the Swiss Frank
gained over night nearly 20%.

The sole solution was, to import more components from Germany — to
counter act the high Swiss Frank, and in long term, maybe produce as much
of the trains in the European Region — to counteract the fast change of
exchange rate. If the efficiency of working would be 20% more efficient over
night in Switzerland, compared to the European Union, then this increase in
currency value could be accepted.

What did the STADLER company do in the short term. They
demanded from their employees more work hours — to lower the hourly
expenses — increasing from 38 hours per week to 42 hours per week for the
same pay. In long term, their purchasing department focuses to purchase
more components and subcomponents from the European Union — to lower
the dependency of currency exchange.

An example: If a train costs 1.0Mio CHF — with 20% components of
the European Union — then the remaining 800.000CHF are effectively 20%
more expensive — or 160.000CHF more expensive theoretically — if the train
is sold into the European Union with the EURO as currency. The currency
Jump is therefore 16% of the final product price.

An example: If a train costs 1.0Mio CHF — with 20% components of
the European Union — then the remaining 800.000CHF are effectively 20%
more expensive — or 160.000CHF more expensive theoretically — if the train
1s sold into the European Union with the EURO as currency. The currency
jump is therefore 16% of the final product price.

If a train costs 1.0Mio CHF — with 80% components of the European
Union — then the remaining 200.000CHF are effectively 20% more expensive
— or 40.000CHF more expensive theoretically — if the train is sold into the
European Union with the EURO as currency. The currency jump is therefore
4% of the final product price.

The interrelationship between national production and national
currency rate was studied by many economists in both developed and
developing countries. They obtained different results, which was caused by
the specifics of a particular economic situation, as well as by an economic
model that was used. There is no universal opinion on the impact of the
exchange rate on domestic production. This creates uncertainty in the
development of strategies for manufacturing companies engaged in cross-
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border transactions. We have made a conclusion that it is necessary to
conduct a special study of the mutual influence of the exchange rate and
production on the materials of the particular economy of the country.
Theoretical developments carried out on the materials of other countries do
not always give adequate results in terms of other specific country. So it is not
recommended to use them without special checking for the strategic
management of the companies.

An international manufacturer should always do his homework —
depending on which market he sells. If the manufacturing process is very
labor intense — then the majority of the assembly or manufacturing process
should be in the cheaper country — or in the country where the products are
sold finally — to avoid currency fluctuations. This is very important in large
markets — like Europe vs. North America (USA and Canada) — or in Markets
like South America — with high inflation rates — where every import would
face monthly need price adjustments — due to double digit inflation rates in
the past.

A similar issue is with the Chinese Yuan. The Yuan is fixed with 8
Yuan to the US Dollar. This might cause one day a big issue — on a much
larger scale — compared to the Swiss Frank and Euro issue of 2014.

The company STADLER does not longer expand in Switzerland. It has
opened since 2012 mainly assembly and manufacturing plants all over
Europe — mainly in the Eastern European Regions — where hourly rates are
lower — and are future markets — to reduce the currency exchange problems.
There are also many plants now in Germany — but mainly due to hostile
takeover or to secure maintenance contracts of the products of these regions.

Another tool in international trading is, by using a Currency Exchange
Rate Insurance — which costs in the region of 1% of the trading value — and
fixes the currency exchange rate to the value of the contract it was negotiated.
This 1s important — if a contract is signed, but the delivery and payment steps
are further down the road in the range of being years away. Machines,
equipment and investment goods normally have to be produced, once the
contracts have been signed
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