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Introduction

Disruption can be a daily reality for the automotive industry. But today’s
automotive suppliers are operating in an environment shaped less by
acute disruption and more by sustained constraint.

The forces of trade and policy shifts, uneven vehicle demand, shifting  The road ahead is unlikely to be defined by a return to stability or

electrification strategies, constrained capital deployment, evolving broad-based growth. Effective supplier performance could hinge
workforce requirements, and intensifying global competition aren’t on the ability to implement several strategic moves that can help
sequential—they overlap and reinforce one another. preserve operational flexibility, explore adjacent industries, maintain

financial discipline, and make targeted investments that balance
Instead of just reacting to short-term shocks, some suppliers are near-term resilience with longer-term optionality.

preparing themselves for the long haul with a cautious outlook.
Current attitudes and actions increasingly reflect deliberate,
riskaware decision-making in response to ever-present structural
pressures reshaping supplier economics and bargaining power.
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A recalibrated operating environment

Some supplier planning assumptions increasingly treat trade and
policy uncertainty—tariffs, localization requirements, and shifting
trade rules—as a baseline condition rather than a transient risk.

For example, while global light vehicle production is projected to
surpass pre-COVID-19 pandemic levels by the end of the decade, the
recovery remains unbalanced across regions (figure 1). Asia Pacific
output continues to expand and drive global growth, while North
American production remains structurally below prior peaks, reflecting
deeper demand adjustments, cost realignment, and evolving original
equipment manufacturer (OEM) production strategies.?

Meanwhile, global light vehicle sales are projected to reach 92.9
million units in 2026, representing modest year-over-year growth
of 0.9%, while sales in North America are likely to decline slightly
to 19.6 million units.?

The combination of unsteady regional production and subdued
retail demand growth can reinforce cautious OEM scheduling and
limit near-term demand visibility for suppliers. Six out of 10 US
consumers perceive new vehicles as unaffordable,* and expectations
around pricing and monthly payments remain misaligned with
prevailing market conditions.® Brand loyalty is also weakening,
with US consumers placing greater emphasis on product quality,
vehicle performance, and price.® Longer vehicle ownership cycles,
supported by software-defined features and over-the-air (OTA)
updates, may also temper replacement demand while shifting
value toward aftermarket and service-related opportunities.’

Global competitive dynamics further complicate the picture.
Chinese OEMs are expanding their presence both domestically and
internationally, with some operating with faster development cycles,
tighter cost structures, and higher levels of vertical integration.®
Suppliers serving Chinese OEM customers face increased pressure
to accelerate product development, adapt operating models, and
accept different margin profiles, reinforcing the importance of agility,
scale discipline, and portfolio balance.

Geopolitical developments in the Middle East have amplified cost
pressures and working-capital strain for suppliers with tight margin
structures and already constrained demand visibility. Suppliers
reliant on Middle Eastern aluminum, petrochemical derivatives, and
semiconductor feedstocks are reassessing sourcing strategies as
logistics disruptions force vessels to reroute around the Cape of
Good Hope, adding 10 to 14 days to key shipping timelines.?

Under these conditions, suppliers appear to be emphasizing cost
control, working-capital discipline, and cautious capacity management.
Growth-led strategies have increasingly given way to models centered
on durability and adaptability, as suppliers seek to limit downside
exposure should market conditions soften further.

Figure 1: Global light vehicle production by macro region, 2015-2030F (millions of units)
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Four interrelated
decision-making domains

Suppliers appear to be making decisions across four interconnected domains: operational
footprint, workforce strategy, technology investment, and capital allocation. Choices
made in one domain can shape trade-offs in the others, reinforcing the need for disciplined,
integrated decision-making in an environment of sustained uncertainty (figure 2).

Figure 2: Important strategic decision-making domains

Notable constraints Adaptive strategies to consider

Diversify sourcing, preserve optionality in
plant networks, and embed scenario-based
capacity planning

Trade shifts, capital intensity,

Operational footprint , 0
sub-tier fragility

Persistent skills gaps and Scale automation to offset labor constraints and

Workforce strate
24 demographic pressures invest in targeted digital and software upskilling

Develop flexible, modular platform solutions and
concentrate capital in proprietary, system-level
engineering capabilities

OEM vertical integration, uneven

Technology investment ) i
battery-electric vehicle demand

Phase investments, execute selective M&A, and
Stranded capital risk, margin maintain balance-sheet resilience while looking
compression, elevated input costs to investments in adjacent industries (e.g., data
centers, robotics, humanoids)

Capital allocation



Five strategic moves for automotive suppliers to consider in an era of structural constraint

Footprint flexibility:
A core operations capability

Operational flexibility has emerged as an important capability for
some suppliers going forward. In the Q4 2025 MEMA OE Suppliers
Vehicle Supplier Barometer, approximately 60% of suppliers reported
a slight or significant increase in distress across their global supply

Rather than pursuing rapid reshoring or large-scale relocation,
many suppliers appear to be focusing on preserving optionality,
maintaining the ability to adjust production, rebalance sourcing,
and respond to localized disruptions as conditions evolve. In this

base serving North American production facilities, up from 29%
in the prior year. At the same time, fewer than one-quarter of
suppliers reported having full visibility into their supply chains,
signaling persistent risk at the sub-tier level.”®

Amid these challenges, suppliers appear to be prioritizing
incremental adjustments rather than wholesale restructuring of
manufacturing footprints. Strategies such as diversifying sourcing,
enabling cross-plant production, and strengthening scenario-
based planning are used to help manage trade shifts, demand
uncertainty, and supplier risk. These approaches reflect the reality
that footprint changes are capital-intensive, multi-year decisions
that often compete with other transformation priorities, including
electrification, software development, and automation.

environment, flexibility itself has become a strategic asset,
allowing suppliers to absorb shocks without overcommitting
capital or capacity.

Supplier strategy 1: Design for resilience
across supply chains and operating footprints

Heightened geopolitical developments, trade shifts,
and sub-tier fragility have exposed the limitations
of hyper-optimized, single-source supply models.
Resilience can become a design parameter rather
than a reactive response. This includes diversified
sourcing strategies, enhanced multi-tier visibility,
modular manufacturing footprints, and disciplined
working-capital management.
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Workforce and talent:

A constraint on execution

Supplier strategies are increasingly shaped by workforce realities.
While some traditional labor pressures have moderated, skill
availability remains a limiting factor as some suppliers adapt to
more automated, electrified, and software-driven operating models.
A challenge is no longer simply attracting labor, but ensuring the
workforce has the capabilities required to execute increasingly
complex programs.

Demand for talent spanning mechanical systems, electronics,
software, and data analytics may be outpacing supply, intensifying
competition within and beyond the automotive sector. As vehicles
evolve toward more software-defined architectures, suppliers may
require cross-disciplinary capabilities that can be difficult to source,
develop, and retain at scale. Suppliers have also had to manage
talent and reduce headcount in reaction to the downstream impacts
of OEMs canceling several electric vehicle (EV)-related programs."

In parallel, some suppliers continue to face demographic challenges
in traditional manufacturing roles, as an aging workforce exits the
industry faster than it can be replaced. Expectations among workers
around flexibility, career mobility, and workplace culture can be at
odds with the fixed schedules and physical presence requirements
of manufacturing environments. These dynamics complicate
retention and succession planning, particularly at the plant level.’?

While some suppliers expect skills gaps to narrow over time, MEMA
member survey responses suggest that this improvement is largely

contingent on sustained investment in reskilling, training, and
changes to workforce models, rather than on easing labor market
conditions alone.”

Against this backdrop, some suppliers are accelerating the use of
automation as a force multiplier rather than a pure cost-reduction
tool. In the Q3 2025 MEMA OE Suppliers Vehicle Supplier Barometer
survey, 71% of suppliers operating in the light vehicle sector
reported having already integrated automation into their North
American operations, with 85% expecting to do so within the next
two years.' This scale of adoption underscores how automation has
become central to maintaining consistency, productivity, and quality
with a more constrained workforce base (figure 3).

Supplier strategy 2: Build digitally integrated,
productivity-driven operations

Automation maturity and expanding Al deployment
signal a broader transition toward digitally integrated
operating models. Smart manufacturing ecosystems

are becoming structural competitiveness
requirements rather than incremental efficiency
initiatives. Suppliers that align workforce capability,
data integration, and operational digitization

can enhance productivity while mitigating labor
constraints and supply uncertainty.

Figure 3: Gross value of automotive products increased despite a fall in employment between 1990 and 2025
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Technology strategy:

Pragmatism and differentiation

Technology investment remains a priority for some suppliers, but
their focus has pivoted toward practicality and measurable impact.

In the Q2 2025 MEMA OE Suppliers Vehicle Supplier Barometer
study, automation and robotics ranked as the leading innovation
opportunity, cited by 68% of suppliers. While adoption of Al-enabled
solutions is expanding across manufacturing, quality control, and
administrative workflows, only 12% of suppliers reported moderate
or significant near-term returns, and expectations for demonstrable
ROl are rising as capital allocation becomes more selective.” This
disparity highlights the relative maturity of automation compared

to Al experimentation and reinforces rising scrutiny around
demonstrable returns on invested capital.

Electrification strategies reflect similar pragmatism. Battery-electric
vehicle programs can require significant upfront capital investment
from OEMSs, specialized tooling, and dedicated supply chains,
increasing exposure to demand volatility. Suppliers appear to be
increasingly cautious about battery-electric vehicle assumptions in
markets where affordability, charging infrastructure, and consumer
adoption remain uncertain.’® Recent policy changes in the United
States—including the removal of the $7,500 EV purchase credit
and evolving regulatory requirements—have further complicated
electrification planning assumptions.”” At the same time, a few OEMs
have recorded nearly $70 billion in losses and write-downs related
to EV investments, reflecting program recalibration and revised
demand expectations.’

In the US, light vehicle sales are forecast to reach 16.1 million units
in 2026, with battery-electric vehicles (BEVs) representing 6.8% of
overall demand.” This modest penetration underscores why OEMs
are expanding hybrid offerings and why suppliers are aligning capital
and product strategies toward more flexible, multi-powertrain
platforms.? Electrification is not being abandoned but increasingly
approached through phased capital deployment and flexible
architecture design.

Supplier strategy 3: Align product and platform strategy
with evolving demand realities

Electrification’s trajectory is becoming more uneven across
OEMs and customer segments. As some manufacturers

rebalance portfolios toward hybrid expansion and multi-
powertrain flexibility, suppliers can consider aligning to
modular platforms and propulsion-agnostic systems to help
manage demand uncertainty and preserve capital efficiency.
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At the same time, some OEMs are vertically integrating elements

of electric and software-defined vehicle architectures, including
battery systems, electric drivetrains, and core software stacks.?! This
approach is redefining traditional supplie-OEM boundaries and, in
certain domains, increasing competitive overlap that can elevate the
importance of specialization and value-added engineering within the
supplier base. A strategic response for suppliers may not be simply
to defend volume, but to concentrate investment in differentiated
technologies, proprietary intellectual property, and system-level
integration capabilities that are more difficult to replicate internally.

Beyond product strategy, suppliers are also navigating rising
expectations to integrate into digitally connected manufacturing
ecosystems. As OEMs deploy smart sensors, digital twins, predictive
maintenance tools, and end-to-end production visibility platforms,
some suppliers may be under pressure to align systems, improve
data interoperability, and enhance traceability. The move toward
smart operations extends beyond isolated automation investments
and increasingly includes embedded analytics, integrated planning,
and digitally enabled quality management across supplier
operations. For some suppliers, this transition represents both a
productivity opportunity and a structural ask to remain embedded
within OEM production networks. In this environment, technology
ambition should be matched with capital discipline, helping enable
electrification and digital investments to remain flexible, scalable,
and financially sustainable.

Supplier strategy 4: Compete through differentiated
systems and intellectual property

With selective OEM vertical integrations blurring supplier-
OEM boundaries, competitive advantage is expected

to increasingly depend on engineering depth, system-
level integration capability, and proprietary intellectual
property that can't be easily internalized. Suppliers should
concentrate capital in differentiated capabilities—rather
than undifferentiated volume—to insulate against pricing
pressures and OEM overlaps.
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Capital allocation:
Discipline and selectivity

Capital deployment has become increasingly selective. Suppliers
continue to invest, but may do so with heightened scrutiny around
program economics, payback periods, and downside exposure.

A recent study found 58% of suppliers are worried about the risk
of stranded capital—driven by delayed vehicle programs, volume
revisions, and extended contracts that compress margins—over
the next 12 months.?? These concerns are shaping both capital
expenditure and M&A activity.?

Financial performance trends across large publicly traded suppliers
reinforce this posture. As shown in figure 4, average operating
margins declined from a high of 8.4% in 2016 to 6.4% in 2025 while
return on assets compressed by more than 200 basis points over
the past decade,* likely reflecting capital intensity and earnings
volatility tied to electrification investment cycles and uneven
production volumes.

At the same time, capital expenditure as a share of sales also
declined from the highs, demonstrating a shift toward more selective
capital deployment. These financial signals align with MEMA member
survey responses,? indicating that capital allocation decisions may
be increasingly governed by balance-sheet resilience and downside
protection rather than expansionary growth assumptions.

Energy and raw material pricing uncertainty further reinforces the
need for disciplined capital deployment. With plastics representing
roughly 14% to 18% of total vehicle mass (around 240 kg) and
derived largely from petrochemical inputs, sustained oil price
fluctuations directly impact cost sensitivity across the supplier
base.? Elevated freight rates and material inflation can compress
margins and increase working-capital requirements, and limit
flexibility for expansion. As a result, some capital allocation
decisions may be evaluated through the lens of resilience—
prioritizing investments that can enhance productivity, reduce
structural complexity, and protect balance-sheet strength
under variable input-cost scenarios.

Figure 4: Financial performance of top automotive suppliers over the last 10 fiscal years
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In parallel, OEM-driven cost and complexity reduction initiatives are
helping reshape supplier capital priorities. Platform consolidation,
SKU rationalization, and modular design strategies reduce variant
proliferation but intensify expectations around cost competitiveness
and engineering efficiency. Suppliers may therefore be prioritizing
investments that support scalable architectures, design-for-
manufacturability principles, and shared component strategies
across platforms. Capital allocation can be evaluated not only
through expected volume growth, but through its ability to reduce
structural complexity and improve cost-to-value performance.

Rather than expanding capacity, some suppliers are channeling
capital toward productivity-enhancing initiatives—automation at
scale, digital engineering tools, integrated planning systems, and
supply chain visibility—while preserving financial flexibility. In this
environment, selective M&A remains a strategic lever, particularly
where acquisitions can strengthen technology differentiation,
expand geographic resilience, or accelerate cost synergies without
materially increasing leverage.?® Capital discipline has therefore
shifted from being a cyclical response to a structural feature of
supplier strategy.

Some suppliers are also following where capital markets are
choosing to invest, rewarding companies that are aligning to the
forecasted growth tied to Al, physical Al, robotics, and humanoids.
At the Consumer Electronics Show (CES) in January, numerous
suppliers leveraged their engineering and manufacturing abilities

to show how adjacent industries can be served by the automotive
industry. Several OEMs are also investing in robotics.? This is
opening opportunities for suppliers to leverage their knowledge to
support the mid-to-long-term expectation of growth as physical
Al is beginning to scale. Some suppliers are also seeing benefits as
data centers continue to grow.*® In addition, the US government is
investing in defense to restock inventories. The US government
has begun engaging with OEMs and looking to suppliers to support
these efforts.®' It provides another opportunity to be agile and
support adjacencies to drive growth and provide resiliency.

Supplier strategy 5: Institutionalize capital discipline
as structural governance

Suppliers that hardwire capital rigor into portfolio
decisions—helping to protect balance-sheet flexibility
while preserving strategic optionality—may be better
positioned to absorb volatility without sacrificing long-
term competitiveness. Suppliers may also benefit from
considering adjacent industries to drive growth into new
markets, extending their core capabilities of engineering,
design, and manufacturing.

1"
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Looking ahead

The operating environment for automotive suppliers is increasingly defined by
structural constraint rather than episodic disruption. Trade shifts, uneven regional
production trajectory, electrification recalibration, workforce limitations, and
input-cost variability are no longer temporary headwinds—they are enduring

features of the landscape.

Survey results and financial performance trends alike point to
elevated stranded capital concerns, moderated margins, and more
selective capital deployment, reinforcing a shift from expansionary
ambition toward disciplined resilience.

In this environment, competitive advantage may favor suppliers that
align capital rigor with technological pragmatism, prioritize flexible and
modular architectures, embed digitally enabled operations at scale,
and institutionalize resilience across supply networks and footprints.

Flexibility—across capital allocation, product platforms, expansion
into high-growth adjacencies, operational design, and workforce
capability—has become an important strategic asset. Suppliers that
treat constraint as a structural condition rather than a temporary
disruption are expected to be well positioned to compete through
sustained volatility.
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