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PACECO: The Purchasing Decision for the Fénix Project

Javier Vazquez, the purchasing manager at PACECO ESPANA, was facing a situation that had
to be addressed without delay. The company, a world leader in the design, manufacture and
installation of container handling cranes for seaports, had just landed a major project—an order
for four cranes that represented almost a year of work and would significantly boost the
company’s performance. However, the negotiations leading up to the sale had been very tough.
The customer already had six PACECO cranes with similar features and had managed to get a
very competitive final price by arguing that the new project simply consisted of repeating what
they’d already done with great success. As a result, the company’s CEO, acting on the
instructions of the board of directors, had made it clear to Javier that he had to significantly
cut costs to ensure a positive net profit margin on the order.

Javier decided to focus on procurement in certain key purchasing categories, including wheels
and bogies. In the coming days, he had to make a decision on the procurement of these
components, which were critical to the production process. He had no choice but to start
passing on some of the pressure to suppliers. At the time, he was considering a proposal from
an Asian supplier with whom he’d initiated discussions over a year ago at a trade fair, and
whose facilities he’d visited. The proposal offered significantly lower costs than those of current
suppliers, which made the prospect of switching very attractive. But the decision wasn’t an
easy one. In a sector like his, where work was done on a project-by-project basis, engineers
usually had to redesign many details on each project, partly due to changes requested by
customers or technical adaptations that had to be made while work was underway. Given the
importance of shared knowledge and mutual trust, there was a strong sense of attachment to
the “regular” suppliers (in fact, engineers sometimes insisted on working with certain suppliers).
Javier was hoping these “regular” suppliers would make a counter-offer.

Now that the project had been given the green light, a decision needed to be made without
delay if the deadlines agreed with the customer were to be met.

This case was prepared by Miguel Mediavilla, CEO of OPERATIONS Management Engineers, and PDG 2014, and Professor
Alejandro Lago as the basis for class discussion rather than to illustrate either effective or ineffective handling of an
administrative situation. December 2016.
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PACECO CORP. and PACECO ESPANA

PACECO® (an acronym for Pacific Coast Engineering Company) was founded in 1958 and was
the first engineering company in the world to design and manufacture a container crane for
loading and unloading ships. Its patents for both ship-to-shore cranes (Portainer® models) and
models for handling containers in a terminal or yard (Transtainer®) have been a global
benchmark in the industry since the company’s inception (see Exhibit 1). PACECO also offers
technologies to ensure the traceability of cargo and integration software for port systems.

From its headquarters in Hayward, California, the parent company, PACECO CORP., focuses
mainly on patenting technology, while the marketing, design, manufacture and installation of
projects is carried out by four licensees based around the world: TIL (India), Hyundai Samho Heavy
Industries Co. (South Korea), Mitsui Engineering and Shipbuilding (Japan), and PACECO ESPANA
(Spain). Each licensee is assigned a specific geographic region, but due to the global reach of some
customers (global terminal operators), a licensee may occasionally sell projects outside its assigned
area. In these cases, it seeks the support of other licensees to execute the project and provide after-
sales service. Over the company’s history, there have been significant moves between the licensees.
For example, the Japanese licensee, Mitsui Engineering and Shipbuilding, took over the American
parent company and also took a stake in PACECO ESPANA.

PACECO ESPANA was founded in 1967 (just nine years after PACECO CORP. introduced the first
container crane) as a personal initiative of Ignacio Cardenas, an industrial engineer with a knack
for spotting opportunities, who managed to obtain a license from PACECO to supply cranes in
Spain (see Exhibit 2, which shows various milestones in the history of PACECO ESPANA).

In the first years after it was founded, the company essentially acted as a sales office. The
manufacture of equipment was subcontracted to local industrial partners, mainly large
workshops in the area that could handle the technical details (drawings, specifications, etc.)
and deliver cranes based on the designs proposed by the American corporation, which received
royalty payments in return.

In 1989, the Japanese group Mitsui Corp. became the majority shareholder of PACECO CORP.,
and in 1996 it acquired the licensee PACECO ESPANA. This development coincided with a change
in the business philosophy of PACECO ESPANA. To be competitive in the market and strengthen
its industrial presence, the company had to develop its internal engineering capabilities and
product knowledge, thus reducing its dependence on suppliers. Changes initiated years earlier
were taken further. The Technical Office was expanded so it could modify designs and develop
drawings and technical specifications. The goal was to stop being dependent on the workshops
they’d always worked with and be able to broaden their portfolio of suppliers.

In 2000, the parent company, Mitsui Corp., handed over the management of PACECO ESPANA
to Mitsui Engineering and Shipbuilding (MES), one of its business units. MES provided new
capital and process technology to support the company’s international sales expansion. During
these years, the company was led by a Japanese executive and, in line with the Japanese model,
production and procurement were concentrated in tier-1 local partners who could supply
complete equipment.
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In 2012, due to a share restructuring (motivated in part by corporate directives from Mitsui Corp.)
70% of PACECO ESPANA was acquired by URSSA, a company that belongs to the Basque
industrial group Mondragon Corporacion Cooperativa (see Exhibit 2 for a description of the
companies that own PACECO ESPANA). It was hoped that URSSA’s experience could be
leveraged to improve crane design and the assembly process, and to make the company more
competitive in terms of costs and flexibility. URSSA was one of the main suppliers of structural
frames for PACECO ESPANA and had extensive experience in the assembly of metal structures.
(The company’s flagship projects included the manufacture and assembly of metal structures for
the Guggenheim Museum in Bilbao, the Mapfre Tower and the Collserola Tower in Barcelona,
and the World Trade Center Transportation Hub in New York, designed by Santiago Calatrava).
As a result of this change, the CEO of PACECO ESPANA was replaced by an executive from
URSSA, but most of the existing managers, including the purchasing manager, stayed on.

A new strategic plan was developed with the focus on three key priorities: (a) increasing
penetration of medium-sized customers, who were likely to place more value on customization
and a shorter completion time; (b) expanding sales to become a regional leader in European
countries bordering the Atlantic (Spain, Portugal, the United Kingdom, Belgium, the Netherlands,
Luxembourg, Poland and France) and in the Mediterranean region (Italy, Morocco, North Africa
and Turkey); (c) building recurring revenue by offering services that cover the entire life cycle of
cranes (turnkey projects, maintenance, minor technical modifications, upgrades of “old” cranes,
terminal and cargo management systems, etc.) with the aim of becoming a partner that provides
customers with ongoing support over the entire crane life cycle.

Under the new strategic plan, sales were expected to increase by 30% in the next five years
and the average net profit margin per project was projected to increase to 7%. (Exhibit 3 shows
the income statement for the most recent projects carried out by PACECO ESPANA.)' It was
estimated that the target execution cost for a typical project, like the ones shown in Exhibit 3,
could be €4-6 million per Portainer® crane (the most frequently ordered model), depending on
the size, optional elements, cost of shipping by sea or land, and other variables.

The Global Market for Container Cranes

PACECO (like most of its direct competitors) manufactured and marketed the two types of crane
previously mentioned: Portainer® and Transtainer® cranes. The company offered different
models in each case, distinguished mainly by their size (Panamax, Post-Panamax,
Malaccamax) and lift capacity (measured in tons). Container cranes were considered quite a
well-developed technology, and innovation focused mainly on two points: (1) improving
materials, and (2) redesigning structural frames to achieve larger sizes for handling the cargo
of large container ships, to make cranes more versatile, and to facilitate assembly.

The global market for ship-to-shore cranes was dominated by the Chinese industrial
conglomerate ZPMC, which had a 70% market share by installed base. As in other heavy
manufacturing industries, the Chinese company’s success and relatively recent emergence were
attributable to its high price competitiveness and the favorable financing conditions it offered

1 Since the company works on the basis of projects that are executed over more than one fiscal year, it generally isn’t easy to
interpret the annual income statement (beyond tax considerations). Analysis by project is therefore the most useful approach for
this type of business.
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