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Foreword

“Sout h Cahopslhave suffefedtbrough the worst of the recent
recession, but many are not able to take advantage of the comirgraund.
Slumped sales, lost customers, higher material costs, increased customer
demands, and tight capital market have all serveddgaken many of South
Carolina’s best jJjob shops.

Even without the recent recessi on, gl obalizati

Many companies no longer ask themselves whether it may make sense to produce
in the US. In a flato-declining markethere are only two options, either grow or

die. There can be no neutral position. Shops have to reclaim market share in

order to survive.

It is no longer possible to only call on your best customers, send out a few
mailers, or even hire a salesperson beeanegarly all products are becoming
commoditized, and nearly all companies are experiencing tremendous pricing
pressure. The problem is even worse for job shops because the typical customer
cannot differentiate one shop from another.

Take a look at a fewf the local job shop websites in your area and you will

guickly discover the message is the same f
guality, and great service.” “We have been
suchands 0 equi pment . "k “sWeu eraev ef evevte.r” 1TBhi s t y pe
vanilla messaging does nothing to attract new customers because three critical

el ements are | acking. ”

Vv YHelpi for South Carolina Job-Shops ¢ South Carolina Manufacturing Extension Partnershipé



Summary

Precision Machined Products companies experienced a major economic recession

starting ir008; some have gone out of business. Many of those left are struggling

wi th the etsfheocrtisn godf otfh eP MPo fbfusi ness to fore
shoring has forced many US PMP companies to becoest®ppers, chasing

fewer dollars in a maturiagd commoditized US market.

Some companies might see the PMP world through rose colored glasses and still try
to compete on price, believing that they can be the low cost provider. Perhaps they
can, but just how lorgan thiggamego onwhentheyare playg cuddylowpswith
competitorsradngto the bottom?

Others may believe that operational excelletioe key, and find leverage by

delivering machined product more reliably and more quickly than the competition.

|l tds a valid edteangynt dt aprhaulamleys swendt | e:
growth that they desire.

Companies now have to compete on things other tharpwirich is now set by the
marke}. The results found in researching the industry (for this paper) has confirmed
that PMP produstand services have (to a great extent) commoditized. The market
(in US$) for PMP services has become flat (on an annual basis) and it will maybe
only grow subject to the growth in theGISP.

The summary of problems for-B$P companies is as follows:

1. Off-shoring has removed opportigstor high volume business

.Off shoring coupled with 0The Great Reces:
. The recession has made it difficult to obtaitadajp increase productivity

. PMPcompanies have been forced inbeslbopping for business

. PMPcompanies now have more competition for business in US markets

. Post recovery from the recession, the industry appears to be maturing

. The Total Available Market (TAM) has flattened on an annual basis

8. Itis not clear yet if a robuUSGDP will improvePMPbusiness

~N o ok WON

The best medium for employing strategies tha) aw Cost, 2) Low Risk, 3)
Easy to Implementis the Internet. Growing web presence and customer
awareness, and growing markath can most effectively be donerbiujpdating
t he ¢ o mp a mgludiny SBECesersidedfter which inbound marketing
programs should be implemented

Just like in any other market, prices are set to a great extent by the competition, and
any price premiums gained must come froeréliffial advantages. These premiums
can only be gained by providing the customer with more vdéP ssompanies

must compete on value not price




Mostcustomers have four essential characteristics:
1. They understand and accept their own need
2. They haveecision making, and purchasing power capabilities
3. They know about and understand your product or services, and its benefits
4. They have easy access to obtaining your product or services

Based on these characteristics, a PMP Company must answer the following questions:
1. What needs do my product or service safisfywhat type of customer?
2. Which customers need, and can afford my products or services?
3. Whoin an organization can say "yes" to prarcservicel am offering?
4. How accessible is mgoguct or service to my potential customers?
Answers to these questions form the foundation of what a PMP Company needs

to find, in order to create viable marketing steatégsuccessful marketing
program will address the following four factors:

1. Segrentation
2. Specialization
3. Differentiation
4. Focus

PMP companies should develop marketing programs that will allow them to
compete on the basis of Value and not price. Value is a figure of merit that is owned
by the customer. PMP companies that use a swhsetgling or creating value for
customers musinderstand customexsd how they think and operate.

Since price has been removed from the equstinoie, of the most effective
differentiating actions for companies in an inherently commodity driven anarket,
as follows:

ProductServicelnnovation(maybe the best type of specialization)
Packagingroducts and services

DiscoverindNew Market Niched (where core capabilities can be applied)
Developing Unique Business Models

Generahg More Referrals

OfferingIncreased Service

OfferingGuaranteg

Partneing With Complementary Product/Service Provider

N o g g scwdpRE

PMP Compaiesmust find ways to compete and survive while attempigrow
revenues and cash fléw the long ten. We have takeihe aboveseverstrategic
actions and combid¢hem intolmmediate, Shortterm, andLong-Term plans.



Section 1.

Can US Precision Macl
Manufacturing Sum/

The Industry Today
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Background
Post the Great Recession, many US precision machining and manufacturing companies are
asking themselves if it makes semsentinue operating in the US, as before.

In flat-to-declining markets there are only two options, either grow or die. There are no other
strategic options. Companies must capture market share in order to survive. Despite the
recession, globalizatiorstiarced these companies (given their current business models) to act
ol ocally.é

The critical perspective is tisbhdforemostyiahdy DO
maintain or grow their businesses in a shrunken market. They have dxéurtloec (than

bef ore) i nt os hooppepreartsion.g Tahsatbé jnoebans seri ous Comgq
Unless these companies change their modus operandi they will continue in a slow downward
business spiral until they die. Quite a few have ak#adyd survive the recession.

The US precision machining industry has changed structurally; at the same time it has become
somewhat mature. A big part of the structural change has been brought on by globalization. Most
high volume jobs are now outsodrte offshore suppliers in China, Korea, Mexico, or

wherever. Other structural changes have been forced by the cost and unavailability of capital. The
companies that have survived the Great Recession have to deal with a whole new business
paradigm.

Manyp eci si on machining companies have adopted
efficiency and the throughput rates of their internal processes. Operational efficiency has become

a requirement for US companies rather than a differential advantageefToegiobalization

means that US precision machining companies are faced with a shrunk (and shrinking) Served
Available Market (SAM).

Competing for $$

The situation means that US companies are competing in a market with fewer dollars, for

customers whare seeking the lowest cost, with predefined quality, and service. And given the
difficulty in obtaining capital, and or generating cash, it is very hard for a US company to broaden
its address to the 0 Sdetwnditemapnvghis heaviyronteeminSAM. T
that equation.

Given all of these factors (maturing industry, globalization, a shrinking market, tough capital
availability, and numerous competitors) the US precision machine manufacturer is facing a
situation they have never sbefore. Just regularly making payroll is a tough task for most of
them. 7o win in this environment companies and government need new analytical rigor

and foresight, new capabilities, and the conviction to act- - - (McKinsey & Company 2013)

Given thigpreviously describesljuation, what are the strategies and courses of action a
precision machining manufacturing company can take, to survive and prosper?

Letds take a |l ook at the first factaha 0a matu
an industry is maturing? Usually when an industry matures the total available market (TAM) for

the industry grows at only (or less than) the rate of growth of the economy. This effect has been
accelerated in the US by a significant amountsiiafiig.

© Copyright StrategicVisions July2014 Page2



Off-Shoring

Off-shoring has brought with it serious price competition which has caused local markets in the
US to shrink significantly. US precision machine shops have found themsshogpiod in

local markets to stay alive. The industry bdtt®r a trifecta of problems, maturation, off

shoring and recession recovery has become a very competitive environment.

The typical precision machine shop response to the situation is to compete for business on the
basis of price, quality, and custommicge Many companies try to use Lean concepts to

improve throughput, efficiency, and delivery time to the customer, as competitive levers. It is
difficult to gain competitive advantage by employing methods which most all of your competitors
are also using

This is clearly a situation where companies must innovate their way to growth and profitability.
Otherwise companies will find themselves in situations of divestituagjing capital assets
(e.g.CNC machinepjynot capable of providing necessamgde¥ productivity. In fact these
companies will be on long term downward spardijuidation.

Macro Strategies

Michael E. Porter (Harvard) in his famous work on strategies postulated that there are only three
macro strategies available to a business:

1. Creating Cost advantages
2. Creating Differential advantages versus competition
3. Specializing in and addressing niche markets

The Precision Machining Industry can be fairly described to be acting as a perfect market, with
ease of entry caonmlp eetxiitti,o nabn dwibtpheirnf;e c(tG. Sti gl er
Hi st ori cal | §1957)0 The differencexftom diassical perfect markets) is that it is

not the products manufactured that have become commaodities, it is-hmaohimaterials, and

skill level applied that have commoditized.

This level of commaoditization, and the fact that companies do not compete directly with each
other forces them to compete with the current price in the marketplace. Given the large number
of potential suppliers, buyés/e the ability to purchase from various suppliers at or close to the
market price. This results in suppliers having to work with extremely small profit margins.

© Copyright StrategicVisions July2014 Page3



Sustainable Disadvantages
Opportunities for sustainaldest/competitive advantagy@ US marketare limited

1.

© N o g s~ wDd

Technologynd knowledge sable and well diffusdtrough the industry

The industry hasase of entrgnd exit (divestment)

Companies typically resist RIFO0s and dives
Cost advantages foramedgecemdrmhiyesafdfeces ecal dy
Difficulties in gaining advantages from material sources and supply chains

Little differential advantages via efficiencies (e.g. Lean processes (now a requirement))

New competition; internal to the customag tb company divestments (do it yourself)

The Reward/Risk ratio and capital availability problems obstructs the acquisition of new
and more productive capital assets

© Copyright StrategicVisions July2014 Page4



Section 2.

Can US Precision Macl
Manufacturing Survive

Becoming Known

© Copyright StrategicVisions July2014 Pageb



Commoditization

The effect of commoditization of produatsl services in the industry makes them subject

to the ol aw of one pr i c@hélaw diaedgisiemiecoeomidi ct at ed
hypothesisaying thahe price of commodés arehesame in different markets.

Given the effect that theternet has in bridging geographical differences, and the low cost of
transportation, it is probably more correct than not to consider that this pricing law is in
effect in the precision machined products industry markets.

The following graph shows sabé precision machined products (as an index) in the US
from Q1, F¥ 2008 through Q2014. The index data was compiled by the Precision
Machined Products Association (PMPA):

The industry experienced a significant downturn in businesd B0QRas@&rs ul t of 6 The
Great Recession®6. The mar ket s @b%lejneeent |l y r e
Q4 - 2011 the annual total industry sales have been essentially flat thibRgb4Q1

During this flat sales (AMT) period the US Economy (GDP) geweaaerage rate of 3.5%

per annum. Confirming (to some extent) thaP¥Pcould be in a maturing phase.

Sales Index — 2008 thru 2013

Precision Machined Products Industry
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New Paradigms

The situation described in these data is one of an industry that is being forced to develop new
paradigms for doing business, duentoronmental changes. The data may also be indicating

a seasonality factor via sharp downturns in business (~20%) in the last quarters of the

previous two years. As the old saying@gaes e s wal | ow dnoeaningthabt a s um
seasonality is natgiven but is something to be aware of, and considered.

© Copyright StrategicVisions July2014 Page6



Given the pricing situation just discussed,
would not be a viable strategy for companies competing in the Rjdéirerairket.

Companies servicingghmarket must therefore create differential advantages over their
competitors, or discover niche markets that can be profitable to penetrate and defend.

There is one thing missing from Porteros str
Compares must compete harder for sales (even though margins are low) just to make payroll

and keep the doors open, while running a lean and mean ship internally to keep OH low and
maximize castow. Companies should consider the effectiveness of employaedoles

capabilities in their operations, since employees account for about 50% of cash outflow.

A customers view ¢fMP Companies is diffused by nlbenbing sameneasong offerings
andcommoditized featag and laundry lists of product benefits. In otierds, there is a

sea of noise, parity, clutter and dullttegsmakes customer choice diffiderice, delivery,

and servichasbecome the differentiating factors for niigP customers

Customer Awareness

One thing cambepretty much guarantteandhatis, if no onehas heard of you, your

businesgsn't going anywhere faSiven the trifecta of problems fackPgPcompanies,

they candt rely on their | imited group of pr
learn how to become more widelgwn and extend their marketing reach. That i®M®y

companies should not cut marketing from their strategic options in order to lower operating

costs.

Letds summar i z-BMPtcdmpanissiface) that wedave jusf dis&issed:

1. Off-shoring hasamoved the opportunity to participate in high volume business

Off shoring coupled with 0The Great Recessi O
The recession has made it difficult to obtain capital, to increase productivity, etc
PMPcompanies have been forcdd job-shopping for business

PMPcompanies now have more competition for business in US markets

Post recovery from the recession, the industry appears to be maturing

The Total Available Market (TAM) has flattened on an annual basis

8. Itis not clear yet if@bust USGDP will improvePMPbusiness

Given the cash flow situation tiPAMIP companies struggle with, the most useful strategies
for them to adopt will require 1) Low Cost, 2) Low Risk, 3) Easy to Implement. Plus the
expected results from implementimg strategies will be profitable growth.

N o gk wbd

Internet Marketing

The best medium for employing strategies with the above requirements is the Internet.

Growing web presence and customer awareness, and growing market reach can most
effectively be done by fistd dr essi ng t heAwehsiepemygsbs website.

© Copyright StrategicVisions July2014 Page7



important piece b u si ne s s 0 s A suevdy of fPMR veebsites wilPshow many that
are ineffective and out of date

Creating a website requires avhagirdoondationl e al of t
you sitewill deliver what the layous like, and howpotential customers wilhvigate the

site Think ofthewebsiteagah ub; i1t 6s what pcemmytiwebsearches see w
for your servicesMore than 90% of all B2B busssestarts with a web search via Google, or

some other sear@mgine.

The first step should be to define the goals for your website. Most businesses should have at
least three: toreate an expansive online presenct differentiate your businessand to
capture leads

Building Awareness

1. Creating an online presence is the most basic reason for building a website. This means
building a site that includ&hat You Dg, yourValue Propositionand highlight8Vhat
Makes you Speciagland provides potential cusiers a way to contact you.

2. Making your business stand out is an important strategy. Maintaining a blog that portrays
your company®6s insights and thinking wil!/ h e

3. A good business website candmito capture potential leads. As the site grows it
should become a community for customers and potential customers. Your website should be
your elevator pitch and your connection with your customers, that helps make the sale.

Your Website

Your s iegagedvel gehesally be the initial point of contact with your customer. A good
homepage wil |l aWhatweyou d?o8/hyphoeldl| trustoyosd 60a n d

OWhat Value will I Derive? 6 Cust omer sssewcbhdmdkei ai epl bh wh
g ay in your site to |earn more, or go to a
A wel | Aboutd tpaege owi I I further reinforce the t

company does,-ttepth. What you know; who you are and where you camevirgiyou
do what you do; and what makes you special. This page should make an impact and impress
your potential customers.

Final l yContacb epagea @his page should clearly e
reach your ¢ omp alephobes faxgmail).tMalke surepteutlises your ( t e

physical address, company phone number(s), email address, and any other way someone

might reach you. You should include a Google Map with directions to your plant.

These (just outlined) pages create a twaleme presence, but not much more. Set your
business apart from yCowrp amo/nMBsicomgady r s, by cr e
busi Newsés scecti ons are blogs. o0Blogo6 simply d
significant new story or thought. Mgker blog be a content section of your website

© Copyright StrategicVisions July2014 Page8



The Competition

With respect to the previous, it is clear that the competition for busiP$znmarkets has

become fierce, with price removed as a strategic differentiator. Companies that have survived
andare emerging from 0The Great Recessiondé sh
as usual ®6 they should be thinking |like start
company and start it on a new business and performance trajectory.

We have just made a pretty strong case that the PMP Industry is probably maturing; and that
most of its products and services are commoditizing. Itiemigtpossible to start a

business by offering new products that are excellent commodities. How rhpagtéoot

startups have you heard about recently? If you are competing on price, you are reinforcing
the process of commoditizing your product or service, whether you know it or not.

Since®MPcompanies cannot (or should not) compete on price they mekirtheompete

on something el se, asallthg moteadhan tree competiion ne lell isneg |
more is not a solution to the problem, i.e. the solution is not related to volume. The solution

is todeliver more value to your customethan youicompetition.

© Copyright StrategicVisions July2014 Page9



Section 3.

Can US Precision Maclt
Manufacturing Survive

The Value Proposition
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Compete on Value not Price

Value means that you deliver an economic benefit; i.e. your customer can make (or save)
more money. It could also mean that the value you transfer makes your customer feel better
and more comfortable (a psychppgrabenefit).You may also deliver value by solving a

unique problem for a customer, or even better, solve a problem for his customer. Or all of
the above.

Delivering value probably means that a PMP Company must innovate in some way. Making
t he Co operations thare efficient (Leaning it out), is not a differential advantage over
the competition. It is innovative, but not the kind of innovation that provides advantages for
PMP companies; or puts the company onto a new business and performange trajector

Letds consider O6lnnovationdéd as a separate to
examine value and how it is achieved and applied. fipttera gr aph of t he 0 We'l
portion of this paper we i ntropdowdad oamndnew co

A Unique Value Proposition

One definition of a value propositioAsunique value proposition is a clear statement
of the tangible outcomes a customer will experience by using your products or services.
It is results focused and stresses (quantitatively) the unique benefits you offer, and why
only you can deliver them. oo

Your Value Proposition should be one of the first things a reader sees when visiting your
website homepage. 't should highlittmht why vyo
what is offered by other companies in the business. Here is an example of what is typical on
mostPMPwebsite® S/ nce 1946, XYZ Machined Products a
providing customers with high quality machined parts and superior customer

service. o

BIG DEAL! So does just about every other company in the PMP business. There is
nothing unique, or quantified-benefit oriented in this statement. In a nutshell, a Unique
Value Proposition is a clear statement that:

1 Explains how your product solves customers’ problems and/or improves their situation
1 Delivers specific benefits (quantified values),

1 Tells the ideal customer why they should buy from you and not from your competitor

(Unique differentiation).

Your Unique Value Proposition should bartsleasily understood; and easily remembered,
so that it can be repeated by anyone you tell it to. You would like that your message (UVP)
be passed around by warfemouth inside the market. Here is a good example of a UVP:

XYZ Company Guarantees that iwvill Repair Blown Head Gaskets in Just One Hour

© Copyright StrategicVisions July2014 Pagell



It is clear (from this simple statement) what the company does, what the benefits are; the
benefit is clearly quantified. This statemen
results. This in & is anique Value Guaranteewhich is pretty powerful.

This type of statement should be the Objective foriPhMBrompanies; especially for those

who are struggling to regain the market and profit position they held prior to The Great

Recession, andfiaShoring. Just havinP®Pc o mpany 6 s management team
exercise of creating such a statement, would be a great learning experience for them.

The Value of Value

Value as it turns out is a figure of merit that is owned by the custonsediffehent
metrics and means different things to different people. This meari@MiFatcanpany
desirous of using a strategy of adding or creating value for a customer nunsteesadind
the customer

Understandi ng t he c utnghanes for sales eppontuinities,imre an pr oS
having more RFQs come in over the fax. Understanding your customer means knowing their
problems, their objectives, and how your product or service helps them reach these

objectives.

Mostcustomerslisplayfour essetial characteristics:

1. They understand and accept their own need

2. They have decision making, and purchasing power capabilities

3. They know about and understand your product or services, and its benefits
4. They have easy access to obtaining your prodectioes

Based on these characteristicsMBCompany must answer the following questions:
1. What needs do my product or service satisfy, and for what type of customer?
2. Which customers need and can afford my products or services?

3. Who within an orgamation can say "yes" to the product or service | am offering?

4. How accessible is my product or service to my potential customers?
Answers to these questions form the foundation of villdP&£ ompany needs to find, in
order to create a viable marketingtstyy.

Market Segmentation
Having gained answers to the above, a PMP company should segment its market.
Segmentation means that you consider pieces of the market that are made up of groups of

companies who al/l b e h av eMarkbtiag Mixa the TWway t en mr e a
Marketing Mix is best described as Product, Price, Promotion, and Place (channels of
di stribution), the four O6Psb®.

The marketing mix is a way to put headlines on your strategies; it overlaps directly with your
Business Model.

© Copyright StrategicVisions July2014 Pagel2



Agoodf i r st s e g me ncustomersyho arevaminénty piofaapldeir

numbers and the total estimated sales potential. Profitable customers are more likely to buy
from you. A second level of segmentation might be to segment customers by igdustry, e
aerospaceutomotive, semiconductors, etc. Thirdly you need to map your strengths and
capabilities against the segments to find best matches. Segmentation should be started by
examining and segmenting your historical customer list.

Customer Relatiorship Management

Hopefully you have been using CRM best practices, and have lots of data about your

customers therein. If not, this would be a good time to start using tools like SalesForce.com,
Microsoft Dynamics CRM, etc. These software systems preaeays to log, catalog and

to search for information about your customers. The more extensive their use in your

organi zation, the mor-di mteadgetapecifioinformaiioh. | be abl e

Somemarketvariables are easier to identify olwelgtthan others (i.e., demographics,
population statistics, etafyhileothers are subjective (benefit needs, purchasatttudes,
etc.) both objective (quantitative) and subjective (qualitative) informati@usioouers in
apotential segmedhouldbeincluded in your marketing strategy

Direct sales is a component of a promotional mix (which is part of a marketing mix), just
implementing a direct sales approach to finding customers is pretty much a random walk.

The random walk will be limitbg the territoryasalesperson can cover. Direct sales is

known as OPush Marketingd which can severely

Marketing Programs
A successful marketing program will consist of the following four factors:
1. Segmentation
2. Specialization
3. Differentiation
4. Focus
We have just talked about segmentation; the next factor is Specialization, which is the act of
marshaling your strengths and capabilities to match the special needs of customers within
your Segmentation scheme. Thelthif act or i s Differentiation; ¢

better than that of the competition. d Which
competitors (and their strategies) as well as your customers.

Adding more value in an area of specialzatould be one way to positively differentiate
your company from the competition. Uniquely differentiating your company from the
competition can also (and maybe better) be achieved by innovation; doing something
uniquely different and better to solvedhgtomers problems.

Factor four is implemented by taking all of the capabilities defined, that are matched to the
first three factors, and concentrating them (with as many resources as possible) in satisfying

© Copyright StrategicVisions July2014 Pagel3



the needs of customers in the target marggetesd with most potential, or even a few
significant customers within that segment that would provide the most potential.

Establishing meaningful focus could be the most important thing a PMP company can do for
itself, it would get it completely awaynfitwaving to joishop to stay alive.

Specialization (another name for Focus)

It sounds paradoxical, libe longethelist of servicea company claimthebroader the

level ofexpertiselaimedappesas to potential customefSompaiesprobably believihey
candoitalbut c | i e ntisandhe cothpanyboen & te vbeed Tc apotentiall e r
customer, the compalooks lika tflé@ilieg,justhoping to hit something.

Customers want the best, and the most for their money, their gut teflsmtrbay will
more likely get that from a specialist, than from a generalist. To the potential customer, depth
of knowledge is much more important than breadth of knowldageealitys thatPMP
companies afiea acommoditydrivencompetitive markeivhere the market dictajgice

Previously we discussed the commodity we are dealingmitht h e P MiBnoniteer k et 0
products manufactured that have become commodisesiachine-hour, materials, and

skill level applied that have commoditized Price has been removed from the equation,

sosome of the most effective optidaielp companies overcome the challenfgms

inherently commoditgriven markeare as follows:

Product/Service Innovation (maybe the best type of specialization)
Packagingproducts and services

Discovering New Market Niches, Especially in Unsophisticated Areas
Developing Unigue Business Models

Generaing More Referrals

Offering Increased Service

Offering Guarantees

N o g ahswd e

Partneling With Complementary Product/Service Provider

© Copyright StrategicVisions July2014 Pagel4d



Section 4.

Can US Precision Maclt
Manufacturing Survive

Action Plans
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Product/Service Innovation
Clearly, when you add features or functions to your product, you can command a higher

price, or at least defend your products from beingVfaized or Home Depeted'. Both
of these companies demand that their suppliers build continuously cascading prices into their
product offerings and bids.

Innovative cost saving, or premium getting features, can be addednouse product
development team, regular employees, or bgiigeecomplementary products, or feature

sets. A model that Microsoft has used very well for years, developing strategic alliances with
leading companies (Business Development)ataibowed them to acquire differentiating
feature setand broaden theproduct offerings

Regardless of how you feel about Microsoft, and how they achieve product improvements
and benefits, it is widely acknowledged that their approach has been venyitsféadis/e.
shown that there are at least three key areas that affect a company’s innovation successes:

1. Managements Strategic outlook with respect to innovation
22The companyds actual ability to innovate
3. Monetizing the results of their innovations

Firstly, and maybe the most important success factor outside of theytaiplty to deal
with competition, is the company's strategic outlook with respect to the process of
innovation, and how it affects the company's operations.

Secondly, a companyds ability to aartdual |y i n
manage the creative process to completion (deliver an innovation to a customer) to where it
has a meaningful and positive effect on the performance of the company.

Can Your Company Innovate?

This may require that the company has established adafuttnoation within itself; i.e.
one that allows the individual or group generation aritbfreef ideas, and the ability to
utilize available resources such as new or existing technology to its advantage.

And thirdly, the company must be able to timméhe results of its innovations by selling

them to customers in existing or modified markets. The results may be new or enhanced
products or services that satisfy needs and deliver more value to customers. This process in
fact will require a separatedvationthe creation of a new business model.

This new business model will include and influence all facets of the business, such as key
resources, key activities (planning and commitments), sales & marketing channel plans and
activities, etc. as wad the company's profit plan.
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Global Manufacturing Outlook:

Fostering Growth through Innovation

As evidenced by the findings of our survey, it seems that manufacturers art
the early stages of major product innovation. Today they are keenly aware
while shrewd cost management will always be near the top of tiheagdeeir
top-line and bottom-line growth objectives can only be met with innovative,
market leading products and related services. In this regard, we are beginning
to see interesting developments in the alliances companies are forming to
explore and comarcialize their collective intellectual property and product
development capabilities.

Jeff Dobbs KPMG Global Head of Diversified Industrials

Packaging Products and Services

PMPcompanies may have to offer sets of combined (packaged) services in order to gain a
competitive advantage. The package could include design engineering, precisionamachining,
prototyping, fabrication, vertical services (such as anodizing, material selection, etc), fixturing,
assembly, and repair/modification services in various mixes. Becoming an element in the
customerds supply chain can also be effective

Choosing theight mix of services to package could be difficult, FMfeRCompany continues

to oper asheopmi nag @ jnodd e . Each situation shoul d
multiple services can be packaged in order to deliver the highesYkduvel(dbes 6t have t o
be lowest price) to the customer. Effective packaging will require BMPtGempany

understand the customer requirements in significant depth.

Design Engineering

ManyPMPcompanies maye  qaoa wadtto) provide this level of serviceesihcould add a

payroll burden to them, and especially if their legacy and target customers do not normally
require this kind of service. Becoming vertically aligned with customers may be a way for some
PMPcompanies to grow but it could be the firgt sté of their box for many companies,

bringing with it significant risk.

Adding design engineering as a packaged service could be GKIR @mnpany can develop

a strategic alliance with a specialist design engineering house. Forming stragegioudtlidnec

an effective way f®#MP Companies to grow. Forming strategic alliances would be a strategy

that all ows the compshoppoxd® svié¢éh aul wee odfevieh

Prototyping
Computer Numerical Controlled (CNC) machinirsgolean around for decades. But, making

prototypes from drawings (or 3DAD data) plus the nenecurring engineering needed to
design the required tgmhths, limits the ability of the CM@achining process to produce
prototype volumes with short lead sme

However, CNC machining allows designers to use (or try) varieties of materials, whereas using
additive processes like-Bointing limits the materials that can be used and somewhat limits
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finishes available. Greater value can be transferred to a&cusdhe knowledge and
experience base of the supplying company and its employees, thus erRiMdiQdhgany
to compete on the basis of Value and not.price

Discovering New Market Niches
Finding a defensi bl e mar d&retiategies andigean exselleotrvay of P

for PMPcompanies to become profitable and to get out of treh@iping mode of operation.
A company interviewed for this paperves small group of customers in the aerospace
industry(for 25 yeals Theyhaveno sales people, no website, and no real competition.

Niche markets are core groups of people within a larger market who have similar needs and or
job-to-be-done characteristics that can be targeted with excellent results. A unique product or

service that W fulfill the unmet needs of a specific group of pebpla at 6 s ni che mar ke
nutshell. To identify niche markets, try to break your current market into as many subcategories

as you can, and see if you find specific subgroups with similandeetdsests.

Trying to enter a new market and or creating a completely new market segment is highly risky

and in most cases leads to failure. The message for success here is that the desired niche should
have needs and wants that match wellwithNMBC o mpany ds core busi ness.
from a companyds core business moves it in th
strategy which is extremely risky. The best place to start looking is at customers who are already

on a company books.

Analyng data that is stored concerning customers and services that the company has provided,
will help get a handle on the companyds stren
data could Il ead to finding OtA Mbeapd&,ett hNatc hiemdd i c
possible strategies for st eppdaoegciepandshawsle of t
the risk (probability of success) that comes
company0s core business.

New Business

Forward/Backward

Integration
New Channel ‘
\w%' -30%
Segment

New Customer
Segment

Updated Products &
Services

30% - 50%

New Geography

Step 1. Step 2. Step 3. Diversify
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Developing Unique Business Models
Product/Service differentiation has become dived (as we have shown for the PMP market)

it provides shotlived pricing advantages. Differentiation (based on a unique competency) will

last longer, i.e. until competitaratch that competency, or find a substitute. Many of the moves

(steps away from a core business) that have been made by PMP companies, e.g. Lean Processes
(which most companies now implement) no longer provide real differential advantages.

However, in th®MPI Industry, most firms are moving in the same direction, and have ended up
using similar business models, which provide no differential advantage. When examining
company websites, it was discovered thahdustryvernacular) what was described, as a
business model was really an operations model, PMP companies needthisctaseaption.

A unique business model is a mechanism that provides a muctasbingecompetitive

advantage and a wayctompete on the basis of Value not pfidee newbusiness model may
require a better organi zat i on &alue ®repogitignn and ¢
Creating a Uniqgue Business Model can be an en
management team.

Brainstorming new business mlads relatively inexpensive and it can be highly energizing for
employees who have not done anything like that before. At the heart of any business model,
which is much more than o0just the way we make
The compay may have a number of Value Propositions based on what they are selling. The VP

is a statement of the Value delivered by a company via its business model. It provides a reason

why a buyer should buy from you and why your offering is better than dtieersarketplace.

Generating More Referrals

It never fails to amaze that PMP companies absolutely love referrals, but do nothing to cultivate
them. Active selling is somewhat new to most PMP companies, and now most of them are hiring
sales people to go and 'bang on doors,' cold call and generate appointments. When asked

how business had come in before{peec e s si on) it is wusually said,
because they had heard about wus, or we would

Unfortunagly, too many PMP companies still try to operate this way. They build a sales model
around cold calling, traditional 'push marketing' despite the fact that is not how business is done
anymore; and they wonder why they miss their revenue targets. Oto #ebrite Cultivate the
process of asking for referrals; uSemsultative Selling Procesw/hereby relationships are

built. When a trusting relationship has been established, customers will no longer try to get you
off the phone, or out of their officancathey will be willing to give you referrals.

Offering Increased Service

There's no real secret to getting repeat business from cugitiiyeusneed do is provide

excellent customer service the kind of customer service thateeds a customers'

expetationsand outdoes your competitors' level of service. The perception of value lies with the
customer, as does the concept of service, therefore it is a primary requirement that the highest
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value relationship be established with customers, so thaipllggngLcompany may discover
what Excell ent Service means to them, and del
develop and maintain these relationships.

Company management must develop the view thag e xi st t o wdhevelye cust om
employee. Employees must understand and commit to providing service; it must become a

centr al part of the companyds culMWwthr e. Maki ng
commensuratewardsges employees engaged in the companygcess. Employee

Engagement Surveys should be conducted frequently to assure that the company is on track.

Offering Guarantees

Of fering a guarantee is one way to positively
competition, a guarantee can also enhance the forofdtiest with potential customers.

Here are some examples:

Satisfaction GuaeanWhile a guarantee should be part of every offer, aisteatrgq guarantee
can serve as its own offer. An example; Omone

Cash Discouri special onime price can be given to help force the purchase decision. This
offer works well when dealing with new custamers

Special TerriBhi s can wor k as wel | as a cash discount
pay in monthly increment up t o si x months with no interest

more interested in the monthly payment terms than the total cash amount

Demo/Trial OfferA smaller, trial version of the product is sent (sometimes for a fee, sometimes
for free).If the prospect likes the demo, he orders the full product. This offer has a time
premium.

Performance Guamiltezcustomer gets to use the product for a period of time. If it does not
live up to the specified criteria, she can return it for affuéird his offer works well if your
product is clearly superior to its competition

Special Inducet8ninething extra is given to the prospect, if an order is placed immediately.
The inducement could be extra product, better terms, free trainingndeaxmaintenance.
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In Conclusion

Since price has been removed from the PMP equsatioa of the most effective differentiating
actions for companies to take (in an inherently commodity driven market) are as follows:

1. ProductServicelnnovation(maybe the best type of specialization)
Packagingroducts and services

DiscoverindNew Market Niched (where core capabilities can be applied)
Developing Unique Business Models

Generahg More Referrals

OfferingIncreased Sepé

OfferingGuaranteg

N o g g s

Partneing With Complementary Product/Service Provider

PMP Companies must find ways to compete and survive while attempting to grow revenues and
cash flow for the long term. We have taken the above seven strategandotiombined them
into Immediate, Shortterm, andLong-Term plans (see charts below).

Staying alive is a must (of course) for PMP c
Term6 plan are probably already dpgyingagsalésmpl| e me
push and prospecting for clients in their geographic area. Further actions should be taken to

provide differential competitive advantages (as shown in the chart). Actions to implement the
strategies shown should be quick and low cost.

Immediate Term Strategies

Strategy Problem Addressed Outcomes | Overall Effect Cost Value Transfered

Immediate Term

Package Prods-Services | Differential Advantage | Defta Revenues Low Low/Moderate
Low/Moderate | Low/Moderate

Low Low/Moderate

Increase Selling Low Revenues | Delta Revenues

Offer Guarantees LowRevenues Delta Revenues

The previous strategy treatments (in this paper) should become a basis for discussion and
deliberation for a company’s management team, e.g. Packaging Products and Services. In a
market like the PMP Market there are many uncertainties, meaning that different customers
will respond differently to each approach. There is probably not one solution that will fit
every situation; one of the problems of playing in a commoditized, fragmented market.
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Even though there is a great deal of uncertainty, and little continuity in this market, each
customer contact is golden. Sales people should be counseled to enable the formation and
growth (not just maintenance) of a relationship with customers. From relationships will come
the true path to success, a defensible niche.

A parallel effort to the Immediate Term Plan should be launched ASAP by the PMP
Company. The company need build a future for itself without taking large risks in the process,
(consult Heat Map on pp. 18) but track needs to be laid to take the company to its future.

ShortTerm Strategies

Strategy Problem Addressed Outcomes | Overall Effect Cost Value Transfered
Short Term Plan

Get Referrals Increase Sales | Delta Revenues Low |Nuet/Moderat
Increase Services Increase Sales | Delta Revenues Low |Nuet/Moderate'
Market Niches Market Reach  |Revenues/Profits| Growth | Moderate |Nuet/Moderate
Unique Busines Mod | Reach Cust Satisfaction |Delta Revenues| Growth | Moderate |Nuet/Moderatq
The short term strategies outlined in the abo
Al ived program. Sales people can be iimpl ement

putting flesh on the bones of the Short Term Plan. Ideas can be shared with sales people (and
maybe tried on some customers) before aitladrplan is launched.

Long Term Strategies
If implemented correctly the Immediate, Short and Long ternsptard be coincident with

the company6s Business Model, and with the Ma
Pl an is Visionary, and requires heavy partici
Innovation is a visionary process that needstelaevhi | 'y supported by the c¢

management. The new PMP Company that emerges from these activities will be completely
different (structurally, at the core, and culturally) from the one previous, that may have been in
business for 30 or more years.

Strategy Problem Addressed Outcomes | Overall Effect|  Cost | Value Transfer
Long Term Plan
Prod/Serv Innovate |Diff Advantage/Reach |Revenues/Profits| Growth | Moderate High
Partnering New Markets/Technold Revenues/Profits| Growth | Moderate | Mod/High
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