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During the past four years, disruptive supply chains, the semiconductors crisis, the 
revolutionary transition towards electromobility, harsh regulations on the CO2 footprint and 
the impact of the COVID-19 pandemic have put the automotive industry under unprecedented 
pressure. The automotive manufacturers (known as Original Equipment Manufacturers or 
OEMs) have had to deal with a faltered supply chain, which has resulted in a forced slowdown 
in new vehicle production, with 2021 global passenger vehicle production down by 19% 
compared to 2018, according to the International Organisation of Motor Vehicle Manufacturers 
(OICA).

Despite this, OEMs have managed to weather the storm, supported by a strong customer demand throughout the 
period. This has allowed the OEMs to mitigate the supply chain disruptions by raising prices, reducing their finished 
vehicle stocks and protecting their profitability.

However, the picture looks quite different for the rest of the supply chain. Auto component producers, also known 
as Tier 1 and Tier 2 manufacturers, have seen their inventory levels dramatically increase, as outlined by the chart 
below, which shows a surge by 18% of inventory days (also known as DIO) from 2018. The benefit of a strong 
consumer demand has not clearly trickled down the supply chain.

Theoretically, one would expect a significant slow down in the production of components, however, this would 
then cause an increase in production costs due to the low utilisation of plants and equipment. Instead, our 
research has shown that profitability in the period was kept in line with previous years, with average EBITDA stable 
at circa 10% of revenues.

However, cash flows have suffered.
The following chart shows the trend of Cash Conversion Efficiency (CCE), a metric measuring the ability of a 
business to convert its profits into cash.

At the same time, these shortages affected the suppliers' demand, leading to a significant surge in auto parts trapped 
in the supply chain, as shown by the 2021 spike in their inventory days.
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CCE in 2021 deteriorated by 28 percentage points from 2020, when exceptional Covid measures were taken to 
protect companies’ cash flows. In the last four years, CCE has never been so low. This decline has led to more 
than £10bn in operating cash flow deterioration for the companies in our sample.

This cash flow shortage comes at a very difficult time, with global markets grappling with high inflation, central 
banks raising interest rates to levels not seen in decades and capital markets stagnating.

What we are seeing in the market
More and more we are witnessing a surge in demand for cash and working capital improvement services, 
as management teams try to get a grip on the declining cash levels and challenging access to funding. This is 
particularly true for highly leveraged private equity owned businesses, which more than large companies operate 
with tight cash levels and high costs of capital.

With the recession looming and a significantly higher risk of insolvency in the horizon, rigorous cash 
management has become the number one priority for businesses in the automotive supply chain 
and beyond.

How we can help you
At Deloitte, we have a leading cash and working capital improvement practice that can help you measure, manage 
and maximise your cash flows. Our team is well versed to working with the company’s management and investors, 
to help measure cash flows, identify areas of improvement, both strategic and tactical, and implement solutions to 
sustainably increase the cash levels.

Cash conversion efficiency (in %) – automotive suppliers

The rising stock levels led to a decline in operating cash flows, as demonstrated by the lowest Cash Conversion 
Efficiency in the last 4 years, down to 71%.
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