
Perspective
Practical ideas for manufacturers and distributors

Small and midsized manufacturers (SMMs) are a driving 
force in our nation’s economy. They represent more than 
99 percent of the U.S. manufacturing industry and account 
for 40 percent of U.S. production value. Although faced 
with mounting evidence of an economic slowdown and 
strained credit market conditions, it’s important now more 
than ever for SMMs to maintain growth rates and remain 
globally competitive.
 
American manufacturers continue to lead the world in 
originality, as evidenced by higher R&D expenditures and 
utilization of nanotechnology in manufacturing than other 
countries. Innovation isn’t only the development of new 
products and product line improvements, but also the 
introduction of new technologies and enhancements into 
the manufacturing process. 
 
Often, a new manufacturing process is the precursor 
to a new product that can be commercialized for the 
marketplace. But that lead is being threatened as rapidly 
advancing globalization of supply chains and rising 
education levels internationally have slimmed the U.S. 
manufacturer’s advantage. Internal challenges abound as 
well, including a lack of senior management buy-in to the 
innovation process, poor understanding by employees of 
the repercussions of subpar quality, and the absence of 
community college and other training partners who can 
help build employee skills.

In addition, the ability of a manufacturer to produce 
consistently to cost, quality and delivery objectives is 
becoming even more critical to the organization’s ability  
to compete effectively in a globalized marketplace.
 
Although developing lean strategies allow SMMs to 
differentiate themselves from their competition through 
customer value, SMMs have been slow to adopt.  
The reluctance of small and midsized manufacturers  
to apply lean principles undermines their bottom lines. 
U.S. plants that have implemented at least one of the lean 
approaches report a median 35 percent gross profit  
margin and $197,000 sales per employee, versus just 
31 percent gross profit and $150,000 for those not 
implementing lean.
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How an innovation strategy leads to SMMs advances and growth in the global marketplace

This “lean gap” faced by SMMs is especially surprising 
because lean is an approach small companies can 
afford, requiring them only to understand the 
processes, identify wastes, address the root causes of 
problems and then improve the process with available 
resources.
 
Companies implementing lean processes have found 
that as operations become more efficient, the firm 
can redistribute workers into new areas, keeping staff 
employed and growing a cross-functional workforce in 
the process. Ideally, increased value for customers and 
more nimble responsiveness leads to new business 
opportunities and increased capacity.
 
SMMs need to be prepared to provide design 
capabilities on the front-end and delivery 
responsibility on the back end, where in the past 
SMMs merely produced to specification. This requires 
investment in the resources necessary to provide these 
capabilities for customers.

Recently, RSM McGladrey co-authored and 
sponsored a report with the National Association 
of Manufacturers and The Manufacturing Institute 
on SMMs that identifies pressing challenges for the 
industry. It concludes best practices for harnessing 
innovation include:
 
• 	 A better-informed team. As products change, 

employees need to understand what would happen 
if new products are not produced correctly. 
Companywide education in lean methodologies and 
principles should be paramount.

 
• 	 A rewarded team. When employees excel  

with innovative ideas, they deserve recognition. 
This will foster champions who will lead the charge 
to develop new products, improve performance 
and ensure successful processes are integrated 
throughout the company.

 
• 	 A better-informed customer. It’s important  

to communicate with primary customers about  

Innovation strategy, continued on page 3
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Small and medium sized business supply chains: How are they different?

With the world continuing to become an increasingly 
global and competitive marketplace, the focus on supply 
chains will undoubtedly continue to rise in importance 
in the future. Often, the companies that dominate supply 
chains are Fortune 500 companies that have been 
responsible for many of the new concepts and technology 
in the supply chain. Unfortunately, small and medium 
sized businesses (SMBs) have been much slower to adopt 
new supply chain concepts and technologies mainly 
because they’re unable to apply them in the same manner 
as bigger organizations. 

As Charles Darwin said, “It’s not the strongest of the 
species that survive, not the most intelligent, but the 
one most responsive to change.” This may be a decided 
advantage for SMBs that can often respond to change 
more quickly than their larger competitors. 

Large vs. SMBs — challenges and opportunities

Resources, stage of evolution and awareness —  
Many large companies have a centralized supply chain 
function with personnel who have a deep knowledge of 
supply chain strategy and operations. Most SMBs focus 
on individual plants or distribution centers within the 
company and, consequently, are more decentralized 
with an emphasis on local profitability and efficiency. 
Smaller plant staff typically don’t have the supply chain 
background to even be aware of opportunities beyond their 
local operations. This may result in the SMB missing out 
on higher overall efficiencies and cost reductions through 
collaboration among multiple locations and the entire 
supply chain. 

Technology

Most SMBs have some type of an enterprise resource 
planning (ERP) system but still operate in functional 
silos. Usually little thought is given to how technology 
could provide tools for supply chain management. 
Unfortunately, the cost and complexity of supply chain 
technology is typically far too sophisticated to be a benefit 
decision for a midsized company. However, this market is 
beginning to change. Top ERP and supply chain vendors 
realize the tremendous potential of the midsized segment 
and have developed less complex versions (or turned off 
many of the bells and whistles not needed by midsized 
companies). The SMB can minimize risk of implementing 
new technology by selecting long-established software 
suppliers with stable, proven technologies rather than 
with the “latest and greatest” technology solutions recently 
released to the market. 

Supplier collaboration

Strategic vs. tactical — Many SMBs view the role of 
procurement within their organization as ensuring the 
production line doesn’t experience material shortages  
and negotiating the lowest prices on the items.  
If merchandise can be sourced for a smaller fee,  
switching vendors is common regardless of their 
performance with delivery, quality and value-added 
services. Most procurement decisions are made on 
a tactical basis and very little feedback on future 
requirements, expectations and performance are given 
to the supplier. Many SMBs don’t realize supplier 
relationship management and sourcing can have a greater 
impact on profitability that any other area. Moving to 
strategic sourcing and supplier collaboration, which is 
more common in larger companies, can often reduce the 
cost of materials and services by 10 percent to 20 percent.

Customer collaboration

Strategic vs. tactical — There has been much more 
interest and focus on customer relationship management 
in SMBs than on the supplier relationship side.  
But, concentration still seems to be predominately  
tactical rather than strategic. Even though numerous 
SMBs significantly invest in customer relationship 
management (CRM) software, they aren’t using the 
technology to forge strategic alliances with their 
customers. Rather, CRM software is used to track leads 
and consolidate information on the customer rather than 
further collaboration and partnering activities.  
Very little formal product forecasting, sales and  
operation planning and customer collaboration is being 
actually implemented in many SMBs.

SMBs have fewer resources to focus on supply chain 
management but the potential advantages may be greater 
than larger companies. Since the increasing global markets 
are going to make the competition between supply chains 
more important than competition between companies,  
it’s critical that SMBs must address this change.  
This should start with top management — redirecting their 
emphasis from the traditional operations measures to a 
supply chain focus. 

Bottom line: If SMBs don’t change their focus to include 
their supply chain, they may find future growth, profitability 
and possibly even their very existence may be at risk.



what. A culture of innovation should permeate the 
company, fostered by CEOs who reward fresh ideas  
and risk-takers.
 
Every SMM embarking on a lean initiative should have 
a plan for how it will leverage its freed-up capacity 
and working capital to improve growth — whether it’s 
introducing new products or entering new markets. 
 
In today’s dynamic markets, innovative leaders 
find ways to deliver new, high margin, value-added 
services to their customers. Maintaining and fostering 
a skilled workforce — which advances lean initiatives 
— will ensure that SMMs can successfully navigate a 
competitive global marketplace. 

This article originally appeared on Manufacturing.net 
– Feb. 8, 2008. 

lean experiences and new roles in innovating. 
Customers should understand that at times they 
need to share risks and costs for new product 
development if it’s to be a successful partnership. 
The new value chain works best when there’s trust 
and mutual support within the chain.

 
• 	 A high-tech college partner. Local colleges, 

universities and technical schools can provide 
tremendous assets for SMMs with new innovation 
mandates, especially when the local college has 
technological capabilities that the company  
doesn’t have.

 
Lean and other improvement approaches enable 
companies to innovate how they do what they do.  
But they must not forget to innovate the who and the 
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Innovation strategy, continued from page 1

The U.S. economy is currently experiencing one  
of its most turbulent stretches in recent memory.  
With many obstacles to the MWD industry —  
$100+ a barrel oil, a fragile dollar, reduced consumer 
confidence and stock market instability — it has 
become particularly challenging for many businesses 
to sustain past years success.

The following are best practices that could assist in 
improving your current position:

Workforce
•	 Re-evaluate the workforce and weed out  

low performers
•	 Use margin per employee with productivity analysis 

to right size 
•	 Establish new training on systems, customer 

service and products 
•	 Develop business and leadership skills of managers
•	 Improve your hiring process and acquire top talent 

from struggling competitors
•	 Eliminate overtime

Operations
•	 Identify lower/slower performing branches, 

customizing strategies for those locations
•	 Cut overhead expenses and search for efficiency 

gains through process re-engineering
•	 Explore outsourcing opportunities and  

strategic alliances
•	 Improve your supply chain “partnership” through: 

°	 Pushing inventory responsibility up or down 
the supply chain

°	 Evaluating and negotiating supplier pricing
°	 Re-negotiating rebate programs
°	 Challenging supplier fuel surcharges 

methodology

Customer service and profitability
•	 Assess customer needs, modify strategy and 

continue lean work
•	 Perform margin analysis by salesperson, customer, 

product line, etc., for appropriate actions 
•	 Assess customer pricing models:

°	 Charge for extra services 
°	 Reduce delivery fleet
°	 Assess overnight special delivery frequency 
°	 Modify invoices fuel surcharges

•	 Drive value, not price
•	 Adjust international sales royalties for  

exchange rates
•	 Assess outside sales people contribution
•	 Explore private label opportunities
•	 Reduce walk-in business counter hours

Finance 
•	 Concentrate on the basics, create multiple scenarios 

and strategies for the year
•	 Monitor scenarios, implementing corrective actions 

immediately if projections are missed 
•	 Perform breakeven analysis to determine levels of 

cost reductions required
•	 Assess global trends and opportunities
•	 Re-evaluate expansion plans
•	 Look for down market acquisition opportunities
•	 Evaluate real estate tax appeals based on current 

market changes

Consider some of these best practices with your 
leadership team to help manage in this tumultuous 
economy. 

Ways to improve your company’s position during turbulent times
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