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Foreword

Over 90% of people employed in the United States are employed by Small to Medium Enterprises
(SMEs), i.e. companies typically employing fewer than 250 persons with an annual turnover not
exceeding 40 million dollars. SMEs deliver a multitude of products and services to both the United States
and export markets, and this paper is dedicated to the special tasks specifically facing SMEs in the United
States, many of which serve maturing markets.

SMEs face unrelenting pressure from offshore and domestic competitors, forcing lower prices and
shrinking margins. Many SMEs respond to this pressure by adopting Lean Six Sigma techniques.
Unfortunately these techniques can only take an SME so far before the company once again reaches a
plateau. Growth must come other ways, but many just keep doing what they have always done, believing
that things will turn around.

Let me show you

Many SMEs also believe that they just have to sell more tn C
this incredible nev

and sell harder. Offering new customers new products or
services in new markets is uncharted territory for them.
SMEs must learn to deliver increasing value to their
customers, making their products yield greater total returns
over their useful life.

Smaller companies (< $5 million turnover) in the SME group account for 90% of the total number of
SMEs. These companies typically have fewer resources, less management talent and less functional
diversity. The range of strategic options available to them is restricted. Many of them attempt to augment
their current offerings and continue to compete on a price and quality basis. However, to prosper, these
companies must compete on the basis of value.

Va_|ue Some typical macro-strategies for growth, both vertical and horizontal, could be put into

effect for SMEs in mature markets. Vertical growth is perhaps the most appropriate

since itisaccomplishedt hr ough an SMEOGs c ur ritésfotthisc ust o mer
reason that the skills and abilities of business development (biz-dev) organizations are being promoted in

this paper as an effective way to deal with the top-line problems SMEs face. Horizontal growth via new

customers in new markets with an expanded marketing reach, providing new products/services, is

highlighted in another biz-dev arena.

Delivering more value to more customers in more diverse markets is the key to success for some SME

manufacturers. The perception of value belongs to the customer. To discover what value means and how

to deliver it, biz-dev processes must be adopted. Closer relationships with customers must be developed

and fostered SMEs must understand their customero6s busine



Marching Orders

This paper contains information that helps manufacturing SMEs create strategies that can positively
change their performance trajectories.

SMEs can choose from the following set of action item headlines based on their individual needs to
customize their plan to make the necessary positive performance changes and deal with maturity.

Determine if your business is in a mature market or industry.

1. Determine if your industry/market iS mature i if not, develop growth strategy
Consult specific industry associations for market data (Google)
http://www.referenceusa.com/Home/Home
Consult government sources for industry/market data (sic, naics codes)
http://www.census.gov/econ/

s WN

Determine (numerically) market size and available growth.

1. Determine business types targeted (sic, naics, codes)

2. Segment the market by industry code

3. Describe competitors in market (segmented, geographic)
4. Target your current market share

5. Describe competitive advantages

Assess strengths and weaknesses of your core business.
1. Technology i skills, availability of resources, adoption
2. Workforce I management, people, skill-sets, biz-dev
3. Biz-dev - marketing, sales, channel capabilities
4. Organizational strengths and weaknesses

Describe S.M.A.R.T objectives your company can meet.

1. Specific

2. Measurable with numeric Measurement
3. Achievable

4, Relevant

5. Time-Oriented

Create strategies to meet objectives.
1. Vertical growth versus horizontal growth or a mix
Products T services
Business model T value propositions
Financial 1 profit plan
Marketing i web presence, target markets, competitive advantages
Human Capital i workforce management, technical, marketing, biz-dev

oA wWN

Organizational Actions:
1. Develop departmental action plans, including manager development
2. Team and individual commitments to adoption of plan/strategy

3. Determine degree of engagement, including methods for measurement of results and development

of corrective action plans
4. Develop organizational plans to improve workforce effectiveness


http://www.referenceusa.com/Home/Home
http://www.census.gov/econ/

Business SelfAssessment

Using the following scale, rate your degree of agreement with each statement in the
following list. Write your score in the right column cell, and the total in the bottom cell.

Score

Disagree=1 Neutral=3 Agree=5

We use financial performance management scorecards

Life cycle cost analysis is a continuous process in our company
We understand our competitors technological capabilities

We have an effective method for targeting new customers

We have launched one or more new products in the last 12 months
We have the metrics we need to evaluate business performance

Employees understand the bottom line effects of their day-to-day choices
We understand our market share and position
We have recently come up with new services as well as new products

We know who our competitors are

We quickly put strategies and operational decisions into action

We clearly understand our core business

We routinely conduct corporate strategic planning exercises
We quickly adopt new technologies to affect business growth
Our company does corporate financial forecasts

We have a strong culture of innovation

The range of sales performances among our sales people is pretty narrow

We understand and protect our companyds cul

We think of innovation only in the area of new products

We have established management development processes

Our engineering department is heavily involved in our strategic planning

We actively train our sales people on consultative selling

We maintain a balance between our innovation and operational efforts
Our engineers know a lot about the markets for our products
Keeping up with new technology is important for the success of our company

Life cycle cost analysis is a continuous process in our company

We know how to grow our company6s marketing

We continuously train our salespeople on products and sales techniques

We understand our competitords strategies

We have a set of well thought out Key Performance Indicators

Our marketing programs are aligned closely with our core business

Billings metrics show that our sales and marketing programs are very well aligned

If a colleague makes a commitment | can count on it
One of our major strategies is to grow horizontally
We have a uniform performance measurement system for our managers

Total

Vi



Interpreting the Results

The maximum score for this exercise is 175 and the average high score is 88. If your overall score is
lower than this average (especially if it is 60 or lower) management should take immediate actions to
correct. If the result is 40 or lower, management should consider seeking outside help in order to make the
necessary corrections.

The best performing companies have a good balance in the seven areas (factors) that are represented in
the questionnaire: sales, marketing, management, organization, finance, innovation, and technology. To
consider your score pattern for each of the seven areas individually, use the Assessment Key (page 20). A
score of less than 60% indicates that this is an area in which your company function is in need of strong
improvement in order to be successful. It is useful to have more than one executive take the assessment.

Categories in which a scor e of.That8cdreirdisatesghate val en't
guestion is not understood, or not cared about. In either case, management needs to determine the reason

for the responses. Where 3s are prevalent scores in a category, that factor of business performance should

be carefully examined. If you have identified any areas of need in your company, you can obtain help or
clarification by sending a request for information to info@strategicvisions.org.

Vii


mailto:info@strategicvisions.org

Chapter 1. Maturing Industries and Markets

Introduction

Business development (biz dev) is not just about finding new clients, or new sales opportunities. Biz dev

is the act of creating long-term value for a company via new business opportunities, customers, and
relationships. It is about creating conditions for an exchange of value that will persist for the long-term.
Creating longterm value isthe only true way an organization can succeed in a consistently changing
business environment.

Many United States manufacturers have discovered (following the recent Great Recession of 2008-2009)
that their core products or services have lost their attractiveness since they are no longer unique, nor
provide differential advantages over other offerings in the marketplace. Many previous loyal (and repeat)
customers have gone to other US suppliers offering lower prices with equal, or better, quality.

These previously loyal customers now view competing propositions to be very much alike and
undifferentiated. This is a strong indication that the market is maturing and commaoditizing i a process
that is compounded by the fact that buyer companies survived the Great Recession themselves, when
some buyers and some suppliers actually went out of business. Commaoditization causes buyers to focus
on price, since there seems to be no obvious difference between offerings from numerous suppliers.

Given this fact, buying companies can find products and services that are not differentiated by quality or
reliability, just about anywhereint he wor | d. Ooffé lu e r ritiove@edt gegae, and is ndw in
full swing. These buyers can safely go offshore to repeatedly purchase high volume goods or services.
The Internet overcomes the geographical gap that previously protected domestic suppliers.

Most large buyers have become distinctly monopsonistic, meaning they set market prices, another sign of
commoditization. In many cases commoditization is not of products but of the knowledge, the machinery,
and the processes that produce them. The United States Precision Machine Manufacturing Industry, for
example, has been hugely affected by commaoditization of its factors of production.

As the maturity stage of an industry progresses, a variety of threats and opportunities can disrupt its
stability, including changes in customer needs or preference, product substitution, changes in raw material
costs or availability, changes in government regulations, or the entry of low-cost foreign providers.
Mergers and acquisitions can also threaten individual companies and even throw the entire industry into
an early downward spiral.

As markets mature, customers get more demanding and competition gets more intense. Companies must
sharpen their strategic thinking about markets and customers. They cannot count on strategies that focus
on financial optimizations or cost-reduction. Relying on captured volume is not a safe bet either, as
standard products and services have been affected by fragmented and changing demand.

(© Copyright StrategicVisions  Feb 2015 Page 1



Characteristics of Maturing Industries/Markets
Observable indications that a market or industry is maturing (a short list):

1. Customer needs or desires are not appearing to 4. Market shares of leaders have stabilized and are

be evolving rapidly. changing only gradually, if at all.

2. Rapid increase in competitive intensity, total 5. Price, brand, and/or channel strategies have
sales dollars are decreasing or increasing at or replaced product development as key value
slower than GDP. drivers.

3. Innovations and new entrants are gaining share 6. Cash flows, when positive, are being returned to
gradually but topping out at relatively low levels. investors rather than to the market.

Michael E. Porter, in his epic book Competitive Strategy (1980), outin e d and a dldamsidost®ed t he
I ndustry Maturity. o He considered nine tendencies

1. Slowing growth means more competition for 5. Manufacturing, marketing, distribution, selling
market share. and research are often undergoing change.

2. Firms in the industry increasingly are sellingto 6. New products and applications (apps) are
experienced repeat buyers. harder to come by.

3. Competition often shifts towards greater 7. International competition increases.
emphasis on cost and service. 8. Industry profits fall during the transition,

4. There is a topping-out problem in adding sometimes temporarily sometimes permanently.
industry capacity and personnel. 9. De al margins fall but their power increases.

Porter also outlined nine pitfalls that arise from the maturity of an industry or market:

1. A companyds wrong per c 6.pResentmantandreastienltofchaagesin irddistry

its market or industry. practices (fAithey are hurting
Getting caught in the middle. 7. Overemphasis on creating new products
The cash trap i investing to build share in a instead of aggressively selling existing ones.
mature market. 8. Clinging to higher quality as an excuse for not
4. Giving up market share too easily in favor of competing on price and marketing.
short-run profits. 9. Overhanging finished goods and excess
5. Resentment and irrational reaction to price capacity.
competition (fAwe wil.l not compete on priceod)

(© Copyright StrategicVisions  Feb 2015 Page 2



Mature Business Environments

Companies and their managers can do little to affect the environmental changes that take place as a

market matures, but they can make sure that theydonot get caught i n any of Port
is difficult for a leopard to change its spots, meaning that companies and their managers have been doing

things in a certain way for a long time, so it is difficult (sometimes impossible) for them to stop doing

things that way.

Much of what Porter has outlined describes the normal response to change imposed by outside influences.
Reaction to these changes, following previous success, creates much confusion and uncertainty. For
example, in the precision machine products manufacturing industry, many companies did not have sales
staffs, or marketing departments, or corporate strategists on their management teams. Now these
individuals are vital the survival of their organizations.

A busi ne s subvise tha thamsition frogn regular growth to maturity depends on whether it can
deal wi t hfallsoothar strategicstrapg which include trying to prosper while not addressing the
requirement for lower costs and or actively differentiating from the competition. A common trap is not
recognizing that survival requires a strategic rebalancing of priorities.

Price, quality, and quantity of service are market necessities, requiring that companies balance marketing,
active cost controlling and efforts to differentiate from the competition. It is this balance that allows
companies to remain on stable profitable performance trajectories. Ignoring the fact that one must
compete on price is the most common way to upset this balance.

Companies whose business is based on technological superiority often refuse to compete on price, or the
need for improved marketing practices. They fail to recognize that differentiators erode as markets
mature. Many of these businesses try to maintain (or regain) the profitability of the past as markets
decline. They do this at the expense of market share, and by failing to increase their marketing efforts, all
the time they put themselves deeper in the hole.

In the transition phase from growth to maturity, companies should have an intense focus on budgeting.
Budgeting is a process of estimating probable expenditures and income for a specific period. It allows a
determination of how money will be effectively spent to generate income and expand assets. Budgeting
allows companies to control their expenditures, and to allocate resources to maximize profits.

Porterd #hird transitional trap is the cash trap. Since we are dealing with somewhat perfect markets (ease
of entry/exit) some companies use a strategy of purchasing divested assets from companies seriously
damaged in the transition. The expectation is that they can increase capacity (and possibly diversity)
while improving their marketing reach through added capacity.

Porter points out that this strategy is fraught with risk. Markets that are maturing do not provide many
avenues for growth, or allow for the maintenance of margins long enough for companies to recoup the
cash invested. This pitfal | i s r el at endkemore salesfo &misduiesl strategy thHat@uts &
level of over-attention on revenues rather than on maintaining or making profits.

(© Copyright StrategicVisions  Feb 2015 Page 3



Chapter 2. Implications of Maturing Markets & Industries

Organizational Implications of Maturity

A major effect of an i ndust r-gffindemamd Desreasingdgmapdh as e i s
often brings with it resistance to change, from executive levels all the way to the shop floor. New

attention to detail, to cost control, to budgeting, along with new organizational activities (changes to

relationships) are often resisted. This requires that a company must reeducate and fre-mo t i wat e 0

personnel at all levels.

The rigidity in thinking that comes with change can seriously affect the development of new strategies.
The new strategies may not seem exciting, but limiting and threatening to upward progress within the
company. The new focus that is required of a company often means that management becomes more
rationalized, formal, and impersonal, which is often painful for the workforce to accept.

The pressures of maturation force companies to make organizational changes, which cause effectiveness
criteria to change. Changes may be in management_styles, reward systems, organizational structures,
communication and decision-making processes, and corporate strategies. As companies mature, they
usually strive to become more innovative, or they diversify, or become more vertically integrated product-
wise, through acquisitions.

At this stage, companies must operate collaboratively, use team approaches, and empower workers. They
mu st c ut andiargenidatianahoveehénd, simplify formal systems, add more seminars and
educational programs and employ more sophisticated information systems.

Decline and closure is likely if companies continue using the strategies of previous growth. They must
adopt policies and implement changes to ward off shrinking sales and employee apathy. They must re-
launch and or recast themselves.

As industries mature, many companies will try to gain competitive advantage via operational efficiency,
which must be reconciled with innovation and customer responsiveness. The organizational structures, or
as businesses mature, management systems and leadership styles, used to achieve the multiple
performance goals businesses set themselves may be unpalatable to their existing workforces.

Operational Standardization

Efficiency is achieved through standardized routines, such as Six Sigma Lean processes, and close
management control using bureaucratic principles, essentially a machine bureaucracy. The features of
mechanistic organizations are evident in highly routine-ized operations, controlled by detailed rules and
procedures.

McDonald&, for example, has such an organization. Operations are highly standardized with detailed
operating procedures that govern virtually every aspect of how McDonald& operates and does business

Unifying an organization in the pursuit of efficiency requires management systems that allow the

development of clear performance targets for departments and individualsd the balanced scorecard is

one of the techniques wused. More i mportantly, per
core and organizational culture.

Reconciling a relentless drive for cost efficiency and competitive differentiation (which may include
innovation) makes it difficult to design a management system that can meet these goals. Reconciling

(© Copyright StrategicVisions  Feb 2015 Page 4



efficiency with innovation in mature industriesrequire s changing a commhithyés cor e
can be risky.

When an industry is distinctly segmented, an inconsistent pattern of decline obscures the existence of
pockets of demand (niches) that are not only decline resilient, but price inelastic. These niches provide
continuous flows of revenue and profits for companies that have established the necessary buyer-seller
relationships. It is searching for and finding these niches that can be t h game@hange rfa@ companies in
mature industries or markets.

Actions Businesses Might Take

Characteristically many companies think optimistically about the revitalization of their industries. Some

optimism comes from a failure to look objectivelyatt h e i nfdturesprospegtshespecially if

companies have been coupled with it forthelon g t er m. T h e r e chdrasteristic intbusimessn fi h 0 p ¢
as well as in individuals, e.g. holding onto stock in a declining market in the belief that it will recover its

value. This hope is that the industry will recover and come back to its previous level of opportunity

Many companies act as if things will come back to where they were in the good old days. Unfortunately
the good old days are not coming back. These facts, however, do not prevent many companies in mature
markets (especially SMEs) from trying to push ahead as if it was the past, though this time they may
attempt more direct sales and more marketing and customer support.

The following are some of the traditional (standard previous behaviors) activities that companies in
mature industries may try to employ to stay alive or to even grow:

1. Divesting (getting out) 7. Merger of acquisition

2. Market segmentation 8. Generating more referrals

3. Product/service enhancement 9. Offering increased service

4. Packaging products and services 10. Offering guarantees

5. Vertically integrating product(s) 11. Partnering with complementary
6. Finding defensible market niches product/service provider

CHART 1: TRADITIONAL ACTIVITIES FOR COMPANIES IN MATURE INDUSTRIES

Many companies who find themselves in maturing markets (or being
affected by outside influences, e.g. off-shoring) are usually not astute
enough to make early moves. The predominant company behavior is
Await and s e e hewthirgsthappers ipiptad tats to take \

advantage of a strategic move such as divesting.

(© Copyright StrategicVisions  Feb 2015 Page 5



The egregious result of maturation in markets or industries is at first a stabilization of demand and a fall
for the long term. It is possible that niches or sub-segments of a mature market can be stable (neither
rising nor falling) for a very long time. It is for this reason that finding defensible niches is one of the
most productive, but most difficult, of all the above activities.

Companies with both the financial and operational resources could launch a leadership strategy, i.e.

establish a dominant market position, and force rivals to exit the market; e.g. buy market share via
acquisition and acquired capacity,di s pl ay commi t ment, dispel optimism
the stakes.

Over the long haul, many companies will have failed (i.e. Chapter 7 bankruptcy) or moved on to some
other opportunity, leaving demand enough to support the survivors in a similar process to that of
infectious disease epidemics. It is clear that there are not many good options for companies who find
themselves in the midst of a maturing industry or market.

Unfortunately the outcomes of maturation are usually one of the following:

Company survival (outlasting the rest)
Company morphing (merger/acquisition or vertical integration)
Divesting from the market (mainly early in maturation)

Ea A

Out of business (chapters 11 or 7 bankruptcy)

Most of the activities listed on the previous page will be commonly practiced by most companies in the
industry or market. However, little competitive differentiation will result from the activities.

To survive and prospecompanies must offer attractive differentiated products (or services) to the
marketplace.

Companies must carefully consider what it is they seek to gain from the activities in which they engage.
They must answer to themselves on the efficacy of their objectives.

(© Copyright StrategicVisions  Feb 2015 Page 8



Chapter 3. Why Business Development is Critical for Survival

Business Development (BizDev)

Business development (biz-dev) activities for companies in mature markets should be focused on
discoveringhowanor gani z at i oanbesusedtafpra dniodified compasy rather than a
brand new one. Biz-dev at this stage is all about creating long-term value for stakeholders of an existing
business.

Before launching new biz-dev initiatives, the biz-dev opportunities outlined in chart 1 (page 5) should be
pursued first, specifically identifying opportunities for vertically integrated products, discovering
defensible market niches, and pursuing possible strategic alliances.

Successful biz-dev activitiessinany of these three areas coul d mai
original core business. Taking on these challenges would give companies who have never had biz-dev
capabilities a chance to develop them before venturing into discovering other suitable opportunities.

In order to determine which biz-dev activities should be pursued, examine the following chart, which
Strategic Visions refers to as the Company Business Cycle:

Internal External

Company Business CycIeS/
‘, o Technology Forecasting

' Innovation/Culture
r-2=-.._ Strategic Planning

| “~People/Alignment

Products/Services

Market Expansion

New Markets

New Technologies

External Business Models

CHART 2: COMPANY BUSINESS CYCLES

Businesses usually begin their lives in the fi @ated quadrant. They develop something that is sellable,
they find ways to introduce it to potential customers, get some orders, process the orders and ship or
deliver the goods or services to customers.

Selling goods or services generates revenues (referred to as sales in accounting terms) resulting in profits,
some of which are used to fund further creation, and the cycle continues. After several years, companies
find themselves involved in two major business activities i those within the company (internal cycle i the
left ellipse) as well as customers and activities outside of the company (external cycle i right ellipse).

At the same time, a company either concentrates on things that have happened in the past (sales) or will
happen in the future (forecasts), and they typically fixate on one more than the other. Companies in
mature industries as a result of their environments are usually very focused on their past. Companies that
focus on the future (external activity) such as Apple, Google, and Intel, are always creating new things
(goods and services) based on customers (users) forecasted needs and wants.

(© Copyright StrategicVisions  Feb 2015 Page 9



Chart 3 represents how the business cycle looks like when a company is not futuristic, or is caught in a

mature market. The total business cycle for such a company becomes only half of a cycle and the

companyi s trapped i n O6an. & ntTehrinsa lis fedtpekyataastomesiyso lcey c | e
generate enough orders to keep the company alive, but leaves little room for creative activities or

activities that focus on creating demand for the product or service.

Company Business UniCycle

orders

External

Sélralegic
CHART 3: BUSINESS UNICYCLE

Lean techniques and ot her ef f i c(theunicyge). heghestionci ng ac
remains, how does biz-dev allow a company to break out from the unicycle and restart a healthy
expanding business growth cycle that is generating new orders and new directions?

Unicycle Breakout

The first way to establish a breakout of this internally-focused cycle is to conduct the biz-dev activities in
the general list of activities referenced in chart 1 (page 5), specifically 1) identifying opportunities for
vertically integrated products, 2) discovering defensible market niches, and 3) pursuing possible strategic
alliances.

Like all biz-dev activities, these three are all customer-centric, requiring that the relationship with the
customer go beyond just duyer/sellerrelationship In order to be successful in these activities, each
party (both buyer and seller) must become deeplycogni zant of the ot herés busi ne

Pursuing a strategic alliance would be the first step to establishing a vertical relationship, which will
enable the discovery of opportunities for the other two biz-dev activities (aligned products and defensible
market niches).

If pursuing a strategic alliance, a company must make the choice of a possible partner carefully. The

partnership could emerge as a result of a sales call, but it is often as a result of an in-depth study of the
potenti al par t n e Mhedit mbstbe goockesaigioallowd the pactis to digcazer any

joint functional areas (called out in grey in chart 2) that could be mutually enhanced for each party if they

were to combine as partners. Vertical integrationisgenerallyst art ed ad® wiatrpateb oehgt h
acting separately, strategically, and operationally separate.

Any one of these three situations could provide a company in a mature market or industry with greater
financial stability, allowing them to expand and look toward the future.

(© Copyright StrategicVisions  Feb 2015 Page 10



Biz-Dev Personnel

Biz-dev requires leadership and vision. Most organizations (especially those within a mature industry or
market) require biz-dev capabilities, such as the ability to create long-term value for a company. When
looking for someone to serve as the VP of Biz-Dev, consider an individual with the following skills.

Strategy.

1 Understand fundamental drivers of the business, customers, partners, and competitors. It is
critical that a biz-dev person is able to make wise decisions in the pursuit of long-term value.
1 Able to assess and pursue opportunities in the best interest of the company. Using analysis
and personal experience, a biz-dev leader should be able to assess opportunities for alignment
with company core business and strategic directions as well as to create long term value.
1T Possess basic technical wunderThigtehmichlikmowgledggef t he ¢
is blended with the expertise of a marketing/business strategist in order to determine the best
value outcomes that incorporate the bestt e c hnol ogy fsatrategieshe companyo

Sales.

1 Create and maintain good business and personal relationships for the purpose of sales.
Whether they are selling a product or the idea of a strategic-alliance, almost every business
development role incorporates some element of sales.

9 Able to concisely demonstrate the Value Proposition. This involves working with an
organization to identify decision-makers, determine their unmet needs, and translate those into
business, whether it be selling a product, service, or partnership.

1 Possess skills and experience in consultative selling. Consultative selling requires an initial
understanding of customer needs before pitching a product or service. A biz-dev executive should
be able to determine these needs through effective and strategic conversations with customers.

Relationship Management.

9 Able to create and foster strong relationships based on respect. These relationships, which
include those with current and potential partners, customers, colleagues and even the media,
could be crucial factors in the success of a biz-dev opportunity. A biz-dev executive should
always be cultivating them in order to keep doors open and leverage them when necessary.

91 Develop strategic alliances or partnerships as a result of biz-dev activities. These alliances
are one of many paths to developing long-term value in a company, which is one of the most
important objectives in creating business opportunities for a company.

It is important to note that the role of a biz-dev executive changes as a company matures from a startup to
an established organization. In the early stages, biz-dev is often left to the founder, CEO, or other
executive. The task of forging partnerships with other companies becomes an increased priority as it
becomes clear that the formation of a partnership can yield greater outcomes for both companies.

Historically, companies who are in mature markets or industries most often do not have biz-dev
capabilities. However SMEs must determine the best path to developing long-term value, whether in-
house, or in partnership with others. Since they often suffer from lack of resources, seeking outside biz-
dev help could provide a strong move for their success.

At larger companies, the role of biz-dev may be divided across a broader array of individuals. Teams of
people with fABusiness Developmento on their busin

(© Copyright StrategicVisions  Feb 2015 Page 11
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fom sourcing business devel opment opportunities,
long-term value, then following through with execution.

Often the role of biz-dev gets mistaken for one that is purely sales-focused, i.e. finding new accounts. The
true roles of biz-dev are often ignored or misunderstood. Good bizdev is &sessing an opportunity and
aligningi t t o a ¢ o mp a rBiz-Gesgis awitalrfunctidn of s donmpanstisat.is varied,
complex, and exciting. It can seem vague and ambiguous to some, but its importance should be clear to
all.

Over and above lacking biz-dev capabilities, SMEs generally lack breadth in management skills, which
results in less functional diversity and cross-functional capability. It is not unusual to find that owner-
managed SMEs favor placing family members in senior management positions rather than hiring outside
professional managers. However, this often leads to poor management decision-making and perpetuates
generational business problems.

Typically, SMEs suffer from the lack of professional human resource (HR) practices too, i.e., they are
disadvantaged in labor pool access, which leads to poor talent acquisition and fewer adequate human
capital assets. They usually also have less access to leading edge materials (like training) and lack
necessary financial resources required for growth.

Developing new (just not extensions of existing) products and entering new or adjacent markets is

imperative to enable the SME to move forward. This can only be accomplished with the leadership of the

right individuals, especially those skilled in biz-dev. The effects of offshoring might also be offset by
ijoining in the gamed by becoming a member of a
chapter 4).
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Chapter 4. Growing Market Reach

Value Chains

Michael Porter defines a value chain as fia primary set of actions and support that a business takes to
produce a product (or service) in order to deliver value to its customer.0 Primary activities involve
inbound supplies and services, operations (the value adding processes, e.g. manufacturing), distribution of
products and services to the points of sale, marketing and sales, and lastly service.

Companies caught in the web of maturing markets or industries should be looking at using biz-dev to
become a value-adding link in one of many existing value chains. Of course they must first define the
structure of the value chains they are targeting, identify the players, and strategize on how to gain entry.

Value chain involvement is fundamentally about developing relationships so that businesses can work
together to compete more effectively in bigger (global) markets, and this primarily takes place as a result
of biz-dev activities. Participation in value chains helps smaller companies improve their market reach
and operational performance, lower transaction costs, and upgrade products in alignment with the value
delivered by the chain.

Forging collaborative ties between companies facilitates the sharing of knowledge, technologies and
resources and enables the development of responsiveness to market demands, as well as the attainment of
improved collective efficiencies. Larger companies can sometimes be sources of capital for smaller
companies.

Internal constraints for an SME attempting to break into a value chain include quality and diversity of
management, lack of education in management, and limited technical capacity. This requires that they to
look outside organizations for training, consulting, and other services that address these internal deficits.
An aggregation strategy, such as vouchers, matching grants, information about services, etc. can also help
SMEs by allowing them to purchase services in groups, clusters, or networks.

Global Value Chains

Global value chains (GVCs) play an important role in the international trading system. Today, around
80% of world trade is conducted through networks of GVCs. These value chains are mostly comprised of
SMEs linked together to service markets in large geographic regions.

In GVCs, SMEs are often suppliers providing intermediate inputs such as components and parts, and can
act as subcontractors several levels removed from the ultimate buyer. These developments provide SMEs
with an unprecedented opportunity to participate in international trade.

The value delivery process via a GVC is mostly disintegrated, meaning delivered value rarely comes from
a single source or country. The fAcountry of origi
fiMade inthe USA0 ( or a ny ofendareplacedwit hc imade in the worl d. o

There are two major types of GVC: producer-driven and buyer-driven. Producer-driven value chains are
those in which large, usually transnational, manufacturers play the central role in coordinating production
networks (including their backward and forward linkages).

Buyer-driven value chains refer to industries in which large retailers, marketers, and branded
manufacturers play pivotal roles in setting up decentralized production networks in exporting countries,
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typically located in developing regions. The challenge for SMEs is to determine in which markets to
position themselves, so as to best reap the benefits of globalization.

Gobal Value Chain Requirements

For SMEs to successfully compete in the international business environment, it is crucial that they have
the necessary operational capabilities. The Canadian Trade Commissioner Service recommends that in
order to participate, SMEs must possess three key factors:

1. Clarity. Does the company have a strong vision and/or business strategy?
2. Competency. Does the firm have competitive core competencies it can leverage?
3. Compatibility. Can the firm build well-functioning business relationships?

In order to answer these questions firms must break down their operations and examine each aspect of
their business individually.

Clarity of vision and direction is critical. A clear vision statement, coupled with high level strategies

for accomplishing that vision,s et s t he tone for a compamyo6s str a

strategy for accomplishment must be embraced by each member of the organization. Each
member must also understand how the vision and strategy affects their everyday work and their
role in the organization.

Competencies found at the core of a company are the critical foundations from which that company
can branch out and grow. Understanding these competenciesisc r i t i cal f or a
any venture, especially when attempting a GVVC partnership.

The first step in assessing whether or not a GVVC approach is right for a company is to ensure that
its core competencies will make it an attractive partner in a GVC context. Mapping value chains
can help identify the core competencies required, and help identify opportunities for process
improvementt hat will strengthen the companyé6s

Compatibility, to a great extent, determines how well a company conducts its business development
programs. Successful business relationships are founded on trust. In order to build strong and
effective relationships, firms must be willing to embrace their prospective partners, respecting
them as valuable and integral members of the team.

To be sustainable, business relationships must be mutually beneficial. This can be achieved by
identifying what each partner gains from the relationship. As the relationship develops, firms
should remain cognizant of their partner's needs and should work towards the satisfaction of their
goals as well as their own.

Becoming part of a GVC is a tough option for most SMEs. Most will consider this type of partnership to
be a big departure from their current core business. In some ways it is, but only in a peripheral sense. In
reality, an SME would still be conducting their core business, only in a GVC, they would be doing so as
part of a loosely coupled partnership. The decision to form such a partnership depends on how well an
SME is operating before it makes an adjacent move to join a GVC, but the option is there for all. Joining
a GVC is another opportunity inere SMEswould be wisdo seekexternal helpduring the process.

(© Copyright StrategicVisions  Feb 2015 Page 14

compar

compe:


http://strategicvisions.org/services

Delivering Value

The Council of Supply Chain Management Professionals (CSCMP) has found that five criteria dictate a

cust omer 6s p e cod, qualityideivery, cedponsivendsspard innovation. These five criteria

are indicative of value that is transferred via goods and services, with services comprising the larger

portion of the value transferred. Scholars have long argued that these factors of value are the keys to

meeting custsolowintenor r@wd s neemdp e t §nust grasp thbratardof es, S ME
these factors and build systems that will create and deliver them.

The first four of the factors are difficult for companies to use to differentiate themselves. Cost (i.e. price)
tends to be the most prevalent of the factors that companies attempt to use as a differentiator and is a
factor where companies must remain competitive just to stay in the game. Product/service quality (and
shorter times to delivery) has become an expectation of buyers, and as these factors approach their
asymptotic maximum it is very difficult for suppliers to use them as differentiators. It is harder for
companies to differentiate around responsiveness since there are so many efficient software driven
systems (SAP, etc.) available nowadays.

It thus remains that innovation is the factor that provides companies with the biggest opportunity to gain a
differential advantage. Where the first four factors have limited ranges of variability, innovation is
infinitely variable, depending only on the limits companies invoke upon themselves.

How do companies push their own limits, innovate, and provide more customer value? Companies must
recognize that innovation is doing things differently and better in order to solve a problem. As a result,
companies have to define the problems to solve in order to deliver more value to customers.

Customers will assess value before and after a product or service is delivered and determine if it is in
alignment with their needs, which tend to changes over time. Delivering customer value is not an isolated
event. Companies must continuously strive to better understand and anticipate what their customers will
value, and then keep delivering it.

Understanding what value means to the customer is a challenge. It requires close contact with as many
customers as possible in order to understand how your product or service could affect their business.
Translating these understandings into deliverable benefits, will allow you to describe the overall value
that you can deliver to those types of customers.

It is all aboutcustomersand understanding their needand their definition of value Working towards
an understanding is a more beneficial exercise than simply asking customers what they need, as they often
may not even know what they really need. The process of understanding begins with identifying the
outcomes customers want and the problems they need to solve. It ends in the creation of products or
services customers will buy because they deliver the value that is truly needed.

An SME must identify with the customer as a partner that can help them achieve their business goals.

This will enable the SME to discover how to contribute the most valuetot h e ¢ u susilesaenr 0 s
return, the SME can build compelling solutions that outpace the competition, and create profitable income
for itself. Customers create value and SMixilitate value creation

In order to accomplish these tasks, biz-dev people must create a trusting and durable relationship with the
customer. Trust is the major factor. Customers must let the SME understand the internal workings of their
business (even if only in one specific area of the business). The result will be win-win innovations for
both customers and their companies.
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Chapter 5. The Ability to Innovate is Critical for Survival

Innovating Solutions

Any individual within a company can suggest innovative solutions at any time, from a janitorial service
worker to a PhD in R&D or the CEO. However, each innovation will have differing effects on the
company6s busi ne s sf SMES in maturemaskets, sucecessful mrevatiora forehem
will be those that create new business paradigms.

A paradigm is like a recipe, a way to make something. In this case, an SME must make something that
will be bought by existing or new customers. The customer holds the secret to which problems does he
want or need to solve for his customer? The SME must discover (via biz-dev) what those problem are.

While the approach of implementing innovations may move a business forward, history is littered with
expensive mistakes that have eroded value for shareholders and put pressure on CEOs. SMEs cannot half-
heartedly try to innovate in search of growth. They must fully commit, and that costs money. Companies
need to use their current business to remain viable while trying to monetize their new ideas (innovations).

To effectively innovate, SMEs must understand that the customer is at the center of everythirighis is

why any biz dev activities undertakenbyafirmar e cr i tically i mportant for a
markets. To be successful, an SME must develop an in-depth understanding of what their customers

value, and to do this they must have exceptional relationships with these customers and understand their

business as well as they do their own

SMEs should take an approach called Outcome Driven Innovation (ODI). ODI considers that customers
buy products and services for a specific purpose i to get jobs done. A job is the fundamental goal the
customer is trying to achieve, or problem they are trying to solve for their customer. Often customers
don't know what their needs are but they do know what they are trying to achieve.

Taking ODI a step further, SMEsshouldget t o understand the problem the
to solve too. Using these two sets of information, the SME can then try to figure out a solution that will

satisfy both situations. This process will significantly challenge most SMEs, who will most likely need to

look to external sources for help.

They will need to find and acquire specialized biz-dev help, since biz-dev is the key to obtaining the
information desired, as well as a consultant who understands the complex processes of ODI innovation. In
some instances they might be able to find a consultant who is skilled in both areas.

Serving New Markets

When a manager of a company caught in a mature market/industry is faced with the problem of lack of
growth and earnings, serving a new market might be the first step he considers when strategizing about
solutions. Managers facing this problem almost universally say they dislike having to find ways to grow,
and wish they could find a better alternative. Instinctively they think that innovation is the way to solve
the problem. But most simply do not know where to begin to innovate.

Managers in this position have reached a fork in the (metaphorical) business road. One road has a sign
t hat reads " Gthemther reaghhasia sign tRaereads 'NewoTarget Market." How do they
know which road to take? A good way to start is to determine the risk, cost, and potential return of each
alternative.
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Branching out geographically to achieve a wider marketing reach has many advantages. The risk will be
lower because companies will be servicing customers they already understand, even taking into account
regional differences. Thus, they can continue to do business as they always have, though hopefully at a

much higher level.

The probability of success (defined as a positive effect on business outcomes) by reaching out to new

target markets has been shown to be dependent on how subjectively close or far the marketing changes
are from a Ewk200d)nThethent mapanrchart 4 is an illustration of how steps in
marketing strategies affects the probability of success in penetrating new markets.

New Business

Forward/Backward
Integration

New Channel
Segment

\w% -

New Customer
Segment

N\

Updated Products &
Services

30% - 50%

New Geography

Step 1.

Step 2.

Step 3.

Diversify

CHART 4: HEAT MAP — STRATEGIC BUSINESS MOVES

The heat map is an example of how a company could consider implementing an adjacencies growth
strategy. The steps are subjective evaluations of how far or close a strategic move is away from a
company6s c o rpecentageswithin thesnmp indicate e probability of success. This
example shows that the smaller the strategic move away from the core, the higher the probability of

Ssuccess.

Companies should try to map their possible strategic moves in order to qualitatively estimate the degree
of risk they will be assuming. The process of mapping does more than just help organize opinions and
ideas. It reveals the multiplicity of choices a company could make. It also helps understand the trade-offs

that may be needed before choosing the better move to make.

Marketsarecolle ct i ons

an adjacency strategy.

of customer s, who
proposition. Marketing strategies and biz-dev will play an important part in the success of implementing

may

to implement a diversification strategy face the biggest chance of failure and loss.

or

mwzalye n ot

Companies with no biz-dev capabilities, typically those in older mature industries, have a higher chance
of failing. Biz-dev is the act of creating long-term value for a company via new business opportunities,

customers, and relationships. Companies in mature markets or industries have little chance of profitably
staying alive for the long-term if they lack competent biz-dev capabilities.
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Innovative Business Models

Every company has a business model (or more than one) as nearly every enterprise, whether for-profit,
nonprofit, government, or otherwise, needs money to operate. However, the successful application of a
business model is situational, and not every business model will work in every situation. The business
model is a mechanism companies use to run their businesses, and to monetize their ideas. (For more
information, visit: https://hbr.org/2015/01/what-is-a-business-model.)

As a company innovates and produces new and different products (or services) new business models must
be developed and implemented to deliver value to customers. The new business model will enable the
company to make profits. A business model is not just something being sold for $X that costs $Y to
produce and generate a gross profit of $(X-Y). A business model is a detailed description of the strategies
and actions an organization uses to capture and deliver value to its customers.

The elements of the business model are sub-models of the overall model, e.g., a value model, a profit
model, a customer model, a market model, a promotional model, a capabilities model, etc. Details of these
sub-models should be developed for each customer, set of customers, or innovations before launching
new products or services into the marketplace.

The sub-models do not exist separately. They are linked to all of the other sub-models to produce the
actual business model. The actual business model is an entity whereby entrepreneurs and company
strategists can deliver another level of innovation and value, and assure the success of a new product or
service.

A business model can be created by developing:

1. A unique value proposition
A capabilities model (skills, organization, operations/processes, etc.)
A resources model (key skills, IP, human & economic capital, etc.)
A customer-market model (segmentation, size, growth, etc.)
A marketing mix model (product, price, promotions, channels)

ook D

A profit model (analysis of revenues, costs, suppliers & sources)

The business model is a vision of how a company marshals its resources and its operational capabilities in
order to deliver value to its customers. Understanding value is critical for SMEs in mature markets and it
is the one factor that can provide a differential advantage, which leads to higher profit margins.

Distinguishing business model innovation from product, service, or Apple's iPod, which led to
technology innovations is important. Companies that confuse iTunes, the iPhone and the
technology innovation or process innovation for business model iPad, was the result of a
innovation risk underestimating the requirements for success. business model innovation.
There were few (if any) new
The Boston Consulting Group has shown that, even though the technologies required in the
process of innovating a business model may be more challenging for creation of these very
an SME than product or process innovation, it delivers superior successful products.

returns. Business model innovator earnings were (on average) more
than four times greater than those of product or process innovators, even after 10 years of implementing a
business model.
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Il mpl ementing a new business model requires that
personnel, and resource capacity. Given these requirements and typical SME shortcomings, it is clear that

SMEs may not be able to innovate a new business model on their own and should seek external assistance

in doing so. However, even attempting the development of such a business model could be a very

rewarding activity, through which an SME would gain a better insight of itself, its strengths, and

shortcomings.

Conclusions

Small and Medium Enterprises in the United States are facing very difficult times after being hit by the
Great Recession of 2008-2009, which came very close to a being an actual depression. Their business
environment may also have been changed by globalization. Extending current capabilities, or simply
trying to be more efficient, allows only what is necessary for survival and is no longer sufficient to allow
SMEs to grow.

SMEs must now compete solely through delivering value to customers i this is Job One. Other
factors previously considered, such as price, quality, and other standard measures, are no longer factors of
differentiation. SMEs must learn to compete in the new globalized business environment, grow their
marketing reach, establish and grow their web presence, and perhaps become part of a Global Value
Chain, among other options.

SME companies are now required to develop significant strategic relationships with their customers, and
find new customers with whom they can relate. Relationship development and discovery of value
generating opportunities is the function of business development executives. Biz-dev is all about creating
long-term value for customers and SME stakeholders.

Todaybés Small a nsavill Mee tb iovarcomeBEha dffects qf downsizing, the effects of
limited management, and limited marketing and technological resources. Manufacturers do not have to
face these challenges alone, however. They should seek outside help from their local Manufacturing
Extension Partnership (MEP), their local community colleges (which often have small business
development centers), or the various consulting organizations in their community.
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Assessment Key

Determine areas of strength, weakness or balance by transposing scores from the Self Assessment
guestionnaire to the following tables. The maximum score for each question is 5; determine the maximum
possible score for each category by multiplying the number of questions by 5.

Divide section totals by this number and get the % score. Any scores below 60% are considered weak and
deserve management attention. Scores lidprobay 40 % wi
be wise for management to seek outside help too.

Low scores (<60%) in the field of innovation will require that specialized outside help be obtained. This
may also be true for Sales, given the type and size of thep a r t i ®©rgapizatiort. Ehésales
organization structure and tactics should be closely aligned with Marketing and Management strategies.

Significant problem support and or clarification of structural issues can be addressed with the assistance
of the author if necessary. E-mail info@strategicvisions.org.
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Assessment Categories

Finance & Accounting

We have a set of well thought out Key Performance Indicators

We use financial performance management scorecards

Life cycle cost analysis is a continuous process in our company

Our company does corporate financial forecasts

Life cycle cost analysis is a continuous process in our company

Total

%

Management

One of our major strategies is to grow horizontally

We clearly understand our core business

2SS dzyRSNAUGIYR FYR LINRPGSOG 2dz2NJ O2YLJ y@Qa

O

We routinely conduct corporate strategic planning exercises

We have established management development processes

Total

%

Innovation

We have a strong culture of innovation

We maintain a balance between our innovation and operational efforts

We think of innovation only in the area of new products

We have recently come up with new services as well as new products

We have launched one or more new products in the last 12 months

Total

%

Sales

The range of sales performances among our sales people is pretty narrow

We actively train our sales people on consultative selling

We have an effective method for targeting new customers

We continuously train our salespeople on products and sales techniques

Billings metrics show that our sales and marketing programs are very well aligned

Total

%
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Marketing

We know who our competitors are

Our marketing programs are aligned closely with our core business
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We understand our market share and position
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Total

%

Technology

We quickly adopt new technologies to affect business growth

Keeping up with new technology is important for the success of our company

Our engineering department is heavily involved in our strategic planning

Our engineers know a lot about the markets for our products

We understand our competitors technological capabilities

Total

%

Organization

We have a uniform performance measurement system for our managers

We have the metrics we need to evaluate business performance

If a colleague makes a commitment | can count on it

Employees understand the bottom line effects of their day-to-day choices

We quickly put strategies and operational decisions into action

Total

%
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