Globalization Survey

2005

“Globalization” is an imprecise term.

Globalization can be active; a US manufacturer of 1000+ employees, that purchases raw material or components from
Asia, and has assembly plants in both Mexico and Germany, is certainly globalized. So too is the 100-person contract
manufacturer with no plans to expand overseas, but who has found new sales opportunities in Western Europe.

Globalization can also be more passive, and those who haven't gone global are certainly not immune to its
effect—case in point, the wood product manufacturer who simply cannot obtain enough raw materials, or
must pay higher premiums, as its steadiest suppliers ship more of their product to Europe.

One soap manufacturer summed up many of the challenges and adaptations necessary in globalization. The
company has downsized, finding it impossible to compete with overseas pricing, particularly with a unionized
US operation. Still the company must survive, and relocated some of its production to Asia. It sees offshoring to
lower-cost economies as one of its priorities—grudgingly. It also sees optimizing its IT infrastructure as a second
priority, with an emphasis on the production and logistics backbone in ERP and WMS.

These are three of the 174 US manufacturers who responded to The Manufacturer’s Globalization Survey 2005.
It became clear as we tallied the results that no company is immune to the effects of globalization—with many
experiencing shrinking profit margins due to global competition, which necessitates tough business decisions
like offshoring and downsizing.

Export growth and downsizing are the two most significant benchmarks at the extremes of success and failure.
Those companies that claim a positive experience from globalization are immune to none of the
pressures—they too have seen profit margins shrink, and lead times lengthen from offshore suppliers. Most saw
growth through globalization, but none was forced to downsize.

If our respondents feel the pinch of globalization, they are also enjoying its opportunities. They are adapting to
shrinking profit margins with leaner operations, by strengthening their IT backbones with enterprise systems of
high integration and visibility, and functions aimed at higher quality and superior delivery.
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How much impact has globalization had on
your business?

3%
No impact
atall

VAL
A slight
impact

Has the overall impact of globalization been
positive or negative?

3%

Not applicable

I

15%
Mainly
positive

Almost all of our respondents observed some impact from globalization, with 42 percent claiming a
huge impact on their operations. The reviews are mixed, with 46 per cent reporting both positive
and negative effects and 36 percent claiming mainly negative—thus, 82 percent report some
negative experience, and only 15 percent see the effects as mainly positive.
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What effects has globalization had on your business?

Increased difficulty managing logistics

Increased imports of raw materials
and/or components

Reduced the cost of our supplies

Longer lead times

Our company has downsized because of
competition from low cost countries

Problems understanding language and
culture of new foreign suppliers

Our company has grown through opportunities
offered by globalization

Increased inventory levels
Increased exports

Currency problems

Managing logistics in a global marketplace is the leading cause of frustration for US manufacturers.
Globalization, at its smoothest, complicates the supply chain exponentially. A US company ordering from a
supplier in Wisconsin can have its order in days with no trade restrictions, tariffs, language barriers, currency
problems, or regional complexities on, for example, transport of hazardous material.

Interestingly however, although 45 percent admitted that logistics was a headache, only a third experienced
longer lead times, indicating that a good number were managing their logistical problems pretty well. A natural
consequence, however, would be increased inventory levels, experienced by over a quarter of respondents.

Almost a third of respondents reported problems understanding the language and culture of new foreign
suppliers. English is simply not as universal a language as American companies would surmise, and methods of
conducting business vary widely in different countries. It's easy to ruin a deal with an innocent remark that may
be polite in one country but insulting in another.

The number of respondents who have downsized because of competition from low-cost countries is also
almost a third. Very few of those have seen revenue growth or greater global opportunity, and one of the few
who did described it as a “dichotomy” Still others found themselves closing domestic plants, and relocating
production to “‘questionable overseas locations” with mixed production and quality results.

Currency problems troubled 17 percent of our respondents. One in the primary metal industry complained that
exporting raw material to China had increased cost, arguing that China is undervaluing its currency, ostensibly
to give itself an unfair trade advantage (a complaint with which the US. Congress agrees, and is in active
negotiations with China to stem).
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In which areas of the world do you currently manufacture?

North America
Asia

Western Europe
Eastern Europe
South America

Other

Have you moved any of your manufacturing operations to a low cost country in the last two years?

IS4 46% No

How likely is it that you will move some
of your manufacturing operations to a low
cost economy in the next two years?

36%
Very likely

23%

Somewhat likely
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Over half of respondents have moved some of their
manufacturing to lower-cost economies in the last few years,
with almost 60 percent saying they are somewhat or very
likely to do so in the next two years. Of those who already
manufacture abroad, Asia topped the list of locations at a
third, with Western Europe a distant second at 18 percent.

Surprisingly, of those respondents who felt positively about
globalization, few manufacture outside the US—rather, their
positive experience is from reduced supply costs and greater
sales opportunities. About half of the 36 percent who
reported a negative impact have offshore production facilities.

Those in the “mixed bag” category lead the way in offshore
production, with about two thirds having relocated
production offshore or planning to do so. Thus they have
seen both the profit and problems of offshoring in full.

A good many who have relocated production did so as a
grudging “survival measure” For example, a rubber and
plastics product manufacturer claimed to be forced by OEMs
and tier 1 customers to make offshore alliances that it would
not have otherwise, while an industrial machinery maker felt
compelled to relocate much of its production to a Latin
American location, where the company feels less in control

of quality and throughput.
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What is the status of your ERP system?

34%

We have a single Most of A few of All our sites Not applicable
integrated ERP our sites are our sites are operate independent
platform for all our  integrated integrated systems
manufacturing sites

Are you considering an ERP software system or replacement in the next six months?

IS5P6NNNE 65% No

How important a priority is the integration  While almost a quarter of respondents have no ERP and

of your corporate ERP system? 29 percent see its integration as unimportant, analysis
reveals that these tend to be smaller companies with fewer
7% than 250 employees. Those companies with a working
Already system in place favor a single system to cover all sites. They
done it

also tend to have a higher visibility, proportionally, than
those companies with independent systems at each site. As
the employee count rises, so too do ERP integration and
visibility as priorities. Those companies who claim the
highest integration and visibility are overwhelmingly
comprised of 500+ head counts.

33%

Very important

Nearly two thirds of respondents reported that integration
of their corporate ERP system was either quite or very

31% important, and over one third are considering the purchase
Somewhat of a new system in the next six months.

important »
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What degree of visibility do you have in your enterprise?

49%

Visibility to Visibility Department-level Visibility to
all sites within throughout site visibility only supplier operations
the organization

Comparing the positive-, mixed-bag and negative-impact categories, some striking differences arise. Of those
that enjoyed the most positive experience of globalization (our now famous 15 percent), practically all claim
visibility to all sites within their organizations. Those with a mixed or negative experience have, overall, lesser
visibility, either within their four walls or at the department level, only.

We can conclude that enterprise visibility is the sign of proactive, hands-on management, and perhaps, of a
“‘can-do” corporate culture. Visibility enables management by exception, and those companies that more

actively manage their supply chains have the more positive experience in global operations.

A surprising fact to emerge from our findings is that only four respondents in total claimed visibility to their
supplier organizations.
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Which of the following IT and technology based initiatives are currently a high priority within
your company?

Quality management

Enterprise Resource Planning (ERP)
Supply chain management (SCM)
Customer relationship management (CRM)
Upgrading IT infrastructures
Manufacturing execution systems (MES)
Warehouse management system (WMS)
Wireless technology

Product lifecycle management (PLM)
Radio frequency identification (RFID)

Enterprise asset management (EAM)

How important is it for your company to
have optimized IT systems to achieve your
operational excellence goals?

60% 54%
50% |-
40% |-
30% |-
20% |
10% |-
0%

39%

7% o
0%
Vital Somewhat Notvery Notatall
important important important
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The overwhelming majority of respondents indicated that
optimizing their IT was either vital or quite important to them.
Quality management systems topped the list of priorities. This
closely matches their overall priorities (see next question),
where quality was second only to cost reduction.

At first glance, QMS seems an ‘oddball,” as the next six
priorities relate directly to the supply chain. However, it
seems that quality is still a differentiator and not a “given,’ as
analysts would have it. In fact, several of our respondents
complained of lesser quality from both imported goods and
their own offshore operations.

The next six priorities are split evenly between strengthening
the enterprise infrastructure and optimizing the demand
and supply chains. These begin with an ERP backbone and
supply chain management, tied at 42 percent, followed by
CRM, then upgrading infrastructures, WMS and MES.

The last four priorities are the more closed-loop technologies
of product lifecycle management (PLM), radio frequency
identification (RFID), wireless enablement and enterprise asset
management. All of course connect to the enterprise
backbone, which is why ERP is the second-highest IT priority.
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Which of the following are key priorities for your business?

Cost reduction

Improving product
quality/reliability

Supply chain management
Optimizing existing IT systems
New equipment

Improving maintenance

Offshoring to low
cost economies

The key business priorities, like the IT priorities, reflect strongly the influence and pressure of globalization, and the
competitive spirit of US manufacturers. In all three categories of respondent—positive, negative, and mixed-bag—
cost reduction was the top priority. This is likely an indicator that those manufacturers are struggling to recoup from
shrinking profit margins. Cost reduction also drives the seventh priority of offshoring to low-cost economies.

The fact that product quality/reliability is a high priority—the second highest—underscores that quality is not a“‘given”
One respondent in fact pulled back its Latin American manufacturing operation after a few years of unsolvable
quality problems. If US marketers cannot compete on price, they can compete aggressively on quality and reliability.

Supply chain management is both the second highest IT priority and third highest business priority. US
customers value delivery, and whatever charms the Asian, European or Latin American manufacturing sectors
may have, they cannot compete on delivery. US manufacturers may find their customers willing to pay
premiums for both quality and more rapid delivery.

From the priority of optimizing existing IT systems, it seems clear that US manufacturers recognize that technology
is key to competition, but at the same time, want to squeeze the highest performance out of their existing assets.

Conclusion

Globalization is unavoidable, but manufacturers can, and do, have influence over its impact. No manufacturer
is immune to downward pressure on pricing, but manufacturers are competing through superior quality and
delivery, and taking up the challenge by increasing exports.

Success or failure boils down to two very clear benchmarks—sales growth, and downsizing. Manufacturers can
influence both those benchmarks by being proactive rather than reactive. Those who take the highest
advantage of globalization adapt rather than fight. They take advantage of, for example, low-cost suppliers, and
lower-cost labor and new market opportunities.

Yes, globalization strains the enterprise and its infrastructure, even at the most successful manufacturers. They
manage their supply chains actively, through leaner operations and driving down costs. And they make
demand and supply chain technology and infrastructure a corporate priority.

sponsored by ERICOR. GLOBALIZATION SURVEY 2005 + 8




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (ColorMatch RGB)
  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.2
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.33333
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.33333
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


