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Preface

Thinking big: Midsize consumer goods manufacturers
and the challenges of growth is an Economist
Intelligence Unit white paper, sponsored by SAP.

The Economist Intelligence Unit bears sole
responsibility for the content of this report. The
Economist Intelligence Unit’s editorial team
conducted theinterviews, executed the survey and
wrote the report. The findings and views expressed in
this report do not necessarily reflect the views of the
sponsor.

Our research drew on two main initiatives:

e We conducted a wide-ranging survey of 594
executives of midsize consumer goods
manufacturers from October 2005 to January
2006, using both telephone and online surveying
techniques. This was part of the Economist
Intelligence Unit’s global survey, Midsize
companies, in which 3,722 executives took part.

e Tosupplement the survey results, we also
conducted in-depth interviews with several senior
executives of midsize consumer goods
manufacturers.

The author of the report was Margaret Dooley and the

editor was James Watson. Mike Kenny was responsible

for design and layout.

Our sincere thanks go to the interviewees and
survey participants for sharing their insights on this
topic.

March 2006

© The Economist Intelligence Unit 2006 1



Thinking big

Midsize consumer goods manufacturers and the challenges of growth

Executive summary

idsize manufacturers of consumer goods face

unique pressures. They lack the economies of

scale of their larger rivals, but must still cope
with the same razor-thin margins their customers
impose on them. And while these firms are focused on
growth, they currently find themselves squeezed by
the effects of an increasingly tough global competitive
environment, with strong downward pressures on
pricing and rising input costs. To cope with these
pressures while continuing to pursue growth, they will
take great pains over the next three years to improve
their operating efficiency.

This white paper, sponsored by SAP and based on
an Economist Intelligence Unit survey of 594 senior
executives around the globe, takes anin-depth look at
the threats and opportunities facing midsize consumer
goods manufacturers today. It suggests that they will
focus on the following growth priorities:

e Expand aggressively, but profitably. In the
cutthroat consumer manufactured goods market,
manufacturers temper their appetite for growth with a
keen eye on profitability. More so than any other
measure, profitability is seen as the most important
measure of growth in this sector. About two-thirds of
firms surveyed say their management have identified
an optimal rate of growth and an optimal size,
suggesting a recognition that expanding too fast can
strain existing resources and structures.

e Grow organically. The majority of midsize

consumer goods manufacturers (69%) plan to grow
organically, mostly relying on their own resources,
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although some will pursue partnerships with third
parties as well. Few will consider M&A or joint ventures
as a core plank of their growth strategy. The majority
of firms (59%) willimplement their growth strategy by
cutting costs through better operating efficiencies,
and 40% will pursue revenue growth mainly through
expansion of the customer base.

e Stay nimble and responsive. Consolidation is
producing larger and more powerful competitors,
customers and suppliers. Half of midsize consumer
goods manufacturersin the survey believe they hold
an advantage over larger firms by being able to
execute changes in strategy faster and hold deeper
customer relationships. But nearly halfalso fear that
rapid execution will be the first advantage to be lost as
their businesses expand.

e Good IT, good people. Better use of IT could help
ease some of these growth pains. 67% of consumer
goods manufacturers say ITis “critical” to their ability
to remain nimble as their companies grow, while
nearly two-thirds believe technologyis just as
important to their ability to interact with suppliers and
partners. Investment funds and executive energy are
limited at midsize firms, but, with IT tied so directly to
overall business strategy, investmentin IT will play an
important role in enabling firms to achieve their
ambitions for growth. However, to reap the maximum
effect from IT, midsize manufacturers will have to
address key stumbling blocks, namely employees’ lack
of technical skills and their tendency to resist changes
brought about by technology.



Who took the survey?

Atotal of 3,722 executives from
around the world participated in the
Midsize companies survey, conducted
by the Economist Intelligence Unit
from October 2005 to January 2006.
0f this number, 594 respondents
hailed from consumer goods
manufacturers. Half of the latter

group were C-level executives such as
CEOs, CFOs and CIOs as well as
owners, and the other 50% were
other senior managers.

We have chosen to employ a
definition of midsize firms based on
revenue. Thus, 92% of the consumer
goods manufacturers in our survey
have annual global revenue of
between US$20m and US$500m. The
other 8% range slightly above or
below these thresholds. (For more
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detail on the survey sample and
results, please see the Appendix to
this report.)

In addition to our survey, we
conducted in-depth interviews with
senior executives of midsize
consumer goods manufacturersin
different regions, obtaining their
insights into the nature of the
growth challenges facing them over
the next three years and how they
plan to overcome them.
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Strategies for growth

n the highly competitive and globalised business

of consumer manufactured goods, businesses are

either growing or shrinking. The trick for midsize
firms, say executives in the sector, is not only to
determine how to grow but also how much to grow. To
encourage rational, sustainable and, above all,
profitable expansion, they pay much attention to
“optimal” growth measurements.

About 65% of the executives of consumer goods
manufacturers in our survey say that senior
management have set an optimal rate of growth for
their company, and nearly the same number (62%) say
they've also identified an optimal size. (Midsize
consumer goods firms in Asia-Pacificand the US are
considerably more likely than those in Europe and
Latin America to have set optimal dimensions for size
and growth.)

Of course, a critical consideration for the sector is
the bottom line. Consumer goods manufacturers
measure real growth by looking at changes in profit, as
well asin total revenue. The preference for the profit
growth measure reflects the significance of cost-
cutting in the manufacturing business, where
executives report that downward pressure on prices is

In your company, what is viewed as the single most important
measure of growth? Select one only.
(% respondents)

Growth of total revenue 304
Growth of market share 23

Growth of profit 34

Growth in number of customers 9
Growth in number of employees 2 T

Growth in number of
geographic markets reached 3

Source: Economist Intelligence Unit
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the single greatest impediment to growth.

Some 34% of surveyed consumer goods producers
around the world say they consider the increasein
profit as their main measure of growth. In Asia-Pacific
and the US, where price competition is even more of
anissue, still more firms orient themselves toward
profit rather than revenue growth—43% and 61%,
respectively. Another large proportion of consumer
goods executives (30% of respondents) keeps a closer
watch on changes in total revenue.

First things first—boost operating efficiency
Thereis no doubt among surveyed executives that the
path to growth lies not only through revenue
expansion but also through further cost reduction.
Their margins have been squeezed for some time, but
consumer goods firms will look for still new ways to
save precious pennies. Meeting the persistent demand
for lower prices is essential to the successful growth of
the sector through expansion of the customer base.

Executives confirm this two-pronged growth
strategy in our survey. Some 59% of midsize consumer
goods manufacturers, and 69% of those in Asia-
Pacific, consider cost reduction as one of the most
important ways they will implement growth strategy in
the coming three years. When it comes to revenue
growth, 40% of executives (and 78% of those in the
US) consider broadening their customer base to be the
primary focus of growth.

Across sectors and geographies, executives,
especially those of smaller midsize firms, reporta
preference for organic expansion over M&A. According
to the survey, 65% of consumer goods producers plan
to expand primarily organically, either relying on
wholly owned resources (46%) or with the help of
third-party networks (19%).
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What are the most important ways in which your company
will implement its growth strategy over the next

three years? I Global
Top responses (% respondents) . il;:\rlcpe
I Us

Cost reduction via better operating efficiency

I 2:

Expansion of the customer base

Tapping new geographic markets
38
39

I o

Diversification of product/service portfolio
37
28

I

Source: Economist Intelligence Unit

Hong Kong-based apparel manufacturer Mainland
Headwear is one firm that favours organic growth but
is also opportunistic. Says CEQ Peter Ho: “We don't
commit to only one way of expansion. We have to find
a target if we want to do an acquisition, and we were
fortunate to take over a European company that had
been our customer for years. But doing the same in
Japan, for example, is another matter: the Japanese
business environment and culture are quite unique,
and therefore we prefer to build the business with own
resources under our own mandate”.

Partnering with third parties will play an
increasingly significant role in the global expansion of
consumer goods manufacturers, as they set up shopin
a growing number of countries. Indeed, according to
38% of surveyed executives, tapping into new
geographic markets is an essential part of these
midsize firms” expansion strategies. By moving into
additional countries, firms willimplement cost
reduction (through new sourcing arrangements) while
also growing their customer base.

Offshore struggles

In the global consumer goods market, those firms best
able to maximise the benefits of each geographic
region will build the greatest competitive advantage.
Although large multinationals have been globalising
their operations since the early 1990s, midsize
companies have followed only more recently, hoping
to reap the same rewards: revenue growth and cost
reduction.

According to the survey, well over half of executives
are worried that downward pressure on prices (59%)
as well as the rising costs of raw materials and services
(54%) will seriously impede growth in the next few
years. To mitigate this risk, some midsize consumer
goods producers are following their larger
counterparts in setting up operations abroad and in
sourcing from other countries. “The key is to be able to
procure and manufacture product at a sufficient scale
with limited quality controlissues,” says Tom Kim, C00
of TheFaceShop, a South Korean manufacturer and
retailer of cosmetic products.

As midsize firms such as TheFaceShop realise cost
savings, they ensure that the trend towards overseas

What do you believe will be the most serious impediments
to growth in your key markets over the next

three years? I Global
Top responses (% respondents) I Europe
APAC
Il S

Downward pressure on prices
59
61

_67

Rising cost of raw materials and services

54
40

[ 7

Market saturation
37
38
I ::

Shortage of talented staff
25
19

[, 33

Source: Economist Intelligence Unit
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operations will continue. Thisis not to say, however,
that all midsize firms will move overseas or that they
would benefit from doing so. Indeed, many smaller and
niche firms will continue to succeed by staying local.

Market saturation in existing markets is also of
critical concern as a barrier to growth, according to
37% of respondents. Here, too, expansion abroad can
offer solutions. But opportunities to expand into
foreign markets may be limited in this highly
commoditised sector, since local players” competitive
advantage may be too great to match.

This presents a formidable obstacle for some
midsize producers’ plans to go it alone at expanding
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globally. While it may make sense for firms to set up
manufacturing operations in China, for example,
because of lower input costs (particularly land use), it
is unlikely that non-Chinese firms could compete with
local counterparts’ relationships and expertise in
order to sell locally.

Rather than goitalone, some midsize
manufacturers will globalise through third parties. For
as many as 20% of surveyed firms, geographic
expansion though a third-party network will be central
to their growth strategy, while 12% say that marketing
alliances with third parties will be an important
strategic tool.
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Staying one step ahead: Competitors, customers

and suppliers

lobalisation will provide as many challenges as

it will opportunities. On the one hand, it

promises midsize consumer goods
manufacturers the prospect of lower costs and greater
revenues. But on the other hand, by encouraging
consolidation, it threatens to produce larger and more
formidable competitors. This trend towards fewer,
larger players is perhaps the defining characteristic of
competition in the consumer goods manufacturing
industry.

While the need to reduce costs and expand the
customer base will remain the primary drivers of
growth, the nature of the game will change as larger
competitors come to dominate the market. One in five
executives surveyed considers consolidation among
competitors a significant impediment to growth.
(Consolidation among customers also registers as a
potential threat to expansion—by a smaller 14% of
respondents—as large buyers bolster their ability to
dictate terms.)

What types of firms are likely to pose the main competitive

threat to your company over the next three years?

(% respondents) I Global
I Europe
APAC

Existing market players larger than us in size - us

43
46

I - 1

Existing market players smaller or equivalent to us in size
27
25

I 47

New markets entrants larger than us in size

19
18

L[

New market entrants smaller or equivalent to us in size

11
10

I

Source: Economist Intelligence Unit

By far, larger existing competitors are the most
problematic for a majority of midsize consumer goods
producers. Some 43% of executives surveyed see these
companies as their greatest competitive threat.
Midsize firms’ fear of larger rivals is consistent across
most geographic regions save for the US and Latin
America, where firms are as concerned about existing
smaller or like-size companies. This reflects an
awareness among firms in the Americas that they may
be slower moving and less flexible than smaller players
in the market, whether as a result of their size or of
their management.

Midsize firms pride themselves on exhibiting the
best of both the big and the small. Remaining the right
size to optimise those benefits is the tightrope that
executives of midsize consumer goods firms walk. In
comparison with larger firms, midsize firms pride
themselves on being faster to react strategically and
be more flexible in pricing. In comparison with smaller
firms, midsize firms rate themselves better able to
enter new markets and develop deeper relationships
with suppliers.

Clearly, size can lead to significant competitive
advantage, for example, where it allows for economies
of scale and standard-setting in the market. But size
can also reduce flexibility and slow response time to
market changes. Nearly half (46%) of survey
respondents feel that as their firms grow larger, they
risk losing the ability to make rapid strategic changes.
When a larger midsize producer begins to act like a big
company, it becomes possible for a smaller firm to
leverage its size advantage against the larger one.

Mr Ho, of Mainland Headwear, suggests that
although sizeis anissue, itis not a determinant: “We
are not competing on size, we are focusing on our
gross margin”.

© The Economist Intelligence Unit 2006
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In your view, which of the following attributes is most likely
to erode as your company expands in size?

Select up to three.

(% respondents)

Ability to execute changes in strategy quickly
46

Deep customer relationships
33

Low cost of inputs and/or operations
Pricing flexibility
28

Deep product/service specialisation
I, 24

High quality of products/services
I 2 3

Ability to innovate continuously
23

Intimate knowledge of local market conditions
I, 22

Deep supplier relationships
I 15

Dependence grows

As the number of market players shrinks in the next
severalyears, larger firms are likely to ratchet up the
pressure on their smaller counterparts. This also
applies to sizeable customers and suppliers of
consumer goods manufacturers, which willbeina
better position to make demands. Indeed, as partners
grow larger, consumer goods executives expect to
become more reliant on a few large accounts.

Nearly 70% of executives report that thereis a
medium or high degree of risk that their firms will
become “overly dependent” for revenue on a few large
customers. Only a slightly smaller percentage (63%)
have the same concern vis-a-vis big suppliers. In this
environment, large customers will have more leverage
in negotiations and, survey respondents worry, will

Ability to enter new geographic markets quickly
I 14

Other
.

Source: Economist Intelligence Unit

Managing giants

Home Products International (HPI), a
US$260m-a-year consumer goods
manufacturer based in the United States,
makes everything from storage boxes to
tubular clothes hangers. Its customers are
not so numerous. According to CEO Doug
Ramsdale, three major clients—giant
retailers Kmart, Wal-Mart and Target—
account for some 70% of the company’s
sales.

With HPI's growth target set at 15%a
year, these customers will only growin
importance. Relationship managementis

come to dictate product pricing, standards and
delivery terms, in some cases substantially.

therefore essential to its growth prospects
(and a key to competitive advantage).
These relationships are a balancing act,
says Mr Ramsdale, between “the financial
and emotional, the tangible and
intangible”.

Sheer size means that these customers
can all but dictate terms. At the same time,
they are riddled with worry that competitors
are getting a better deal. These customers
need a lot of care, and HPI, says Mr
Ramsdale, aims to “over-service, over-
satisfy and never disappoint”.

Relationship management may be a key
area where HPI can build advantage over its
mega-sized competitor, Sterilite. But to
keep the customer coming back to HPI,
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Mr Ramsdale says it is essential that his
company “offers a combination of
competitive price and keeping the
customer’s shelves full”. This requires
keeping a careful watch on the market and
his competitors: “We need to know what our
competitors are doing and what our
customers are willing to live with”.

At the same time, HPIis looking to grow
through new customers. Mr Ramsdale is
confident that HPI's products would fit well
in the significant business products market
segment, for example, through US retailers
Staples and Office Depot. By “taking old
wine to new drinkers”, HPI will expand its
customer base while reducing its
dependence on a few large retailers.
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Theinfluence of dominant customers in particular,
and suppliers to some extent, is far-reaching.
According to surveyed executives, large customers will
hold substantial sway on a wide range of corporate
decisions at midsize consumer goods manufacturers—
from deployment of staff to technology standards. For
a few producers (14%), customer and supplier dictates
will be a primary driver behind IT investment in the
coming years.

The benefit for consumer goods producers is that
those able to swallow those customer demands will
have the opportunity to grow their account as that
customer expands, rather than having to investin
attracting new customers. According to Sampath
Kumaran, head of finance and IT at India’s MTR Food
Products, developing a relationship with Carrefour
Japanisanimportant part of his company’s plan to go
global.

To what extent will large customers come to dictate the
following aspects of your company’s operations over the next
three years?

(% respondents)

mmm Substantially —mmm Somewhat = Notatall
Pricing of our products/services
47 36 17
Deployment of staff
12 40 47

Financial reporting

Product standards
34 40 26

Technology standards/systems
28

44 28
Business processes
22 46 32
Terms of delivery
46 35 19

Source: Economist Intelligence Unit
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The IT opportunity

he companies that have flourished after the

dotcom bust are those that have internalised the

key lessons on ITimplementation. Most
importantly, firms have learned that to reap the
benefits of technology, IT solutions and standards
must be integrated into the business as an essential
part of overall strategy.

According to the vast majority of surveyed
consumer goods manufacturers, IT strategies will be
determined and implemented alongside, and as a
critical part of, overall business strategy. They
describe IT as “critical” to a firm’s ability to grow. And
ifimplemented astutely, they expectITto playa
crucial role in midsize firms” success by allowing them
to hold on to the nimbleness and innovation that are
characteristic of smaller firms even as they grow larger
and more efficient.

Across all regions, nearly three-quarters of
consumer goods executives (72%) say that IT strategy
is closely linked with business strategy. This is borne
out by their decision-making processes. Firms’
strategic leaders, even more than theirinternal IT

Share of respondents agreeing with the following
statements about the role of IT in their company.
(% respondents) I Global
I Europe
APAC

IT s critical to our ability to grow - Us
61
63

I 57
ITis critical to our ability to retain operational flexibility amid growth
67
70
I, 7
IT strategy is closely aligned with business strategy

72
64

. [¥

Source: Economist Intelligence Unit
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experts, tend to hold the heaviest influence decisions
on ITinvestments: the chief executive is most powerful
in these matters, according to 63% of surveyed
companies, while owners and board members (54%)
also hold significant sway.

Where IT will make a difference

The high level of decision-making responsibility for IT
reflects firms” expectations for technology. Indeed,
executives within consumer goods manufacturers
consider IT essential not only to the firm’s top aim—
ensuring its continued growth—but also to the most
important elements of the overall strategy. Primarily,
executives look to IT to help their firms retain
flexibility and increase operational efficiency as they
grow. Continued innovation is also dependent,
executives say, on adoption of the right IT solutions.

o Flexibility. In survey after survey, executives
confirm that the need to ensure rapid reaction timein
an ever-changing market is crucial to a firm’s survival.
This is particularly the case in the commoditised

Share of respondents agreeing with the following
statements about the role of IT in their company.
(% respondents) B Global

I Europe
APAC

IT s critical to our ability to improve customer relationships - us

59
60

I 7

ITis critical to our ability to interact with suppliers and partners more effectively

65
63

I 39
IT s critical to our ability to innovate continuously

60
59

.}

Source: Economist Intelligence Unit
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consumer manufactured goods sector. Over two-thirds
of executives (67%) in the sector report that ITis
essential for firms to remain flexible as they grow.

e Supplier and partner interaction. ITis expected to
improve operational efficiency by smoothing
relationships between consumer goods producers and
their suppliers and partners. Two-thirds of executives
(66%) report that ITis “critical” in this regard. With
the focus on lowering costs and maintaining (and
expanding) market share, easier and more
knowledgeable exchanges between players allows for
enhanced cooperation.

e Innovation. Finding new ways to bring down costs
(operationalinnovation) and meeting new customer
needs (productinnovation) are essentialin expanding
the customer base. According to 60% of survey
respondents, IT will make ongoinginnovation possible
at their firms even as they grow and are focused on
day-to-day operational concerns.

e Customer relationships. By allowing closer and
well-maintained relationships with customers, IT will
allow firms to dig deeper into existing customers’
pockets. By allowing a knowledge base of potential
customers to build, IT willallow firms to pick up new
customers as well. Three in five consumer goods
manufacturers consider IT critical in this regard.

The impact on scalability
Many midsize consumer goods producers worry that
their current IT systems are not doing the job or will
not bein short order. Some 28% feel that their
systems are notin line with customer and supplier
requirements, and a full third of executives expect to
have problems with the lack of scalability of their IT
systems.

The needs of business scalability and operating
efficiency will drive IT investment at consumer goods

Thinking big

What are likely to be the main drivers of IT investment in your
company over the next three years? Select up to three.
(% respondents)

Need to accommodate growth of the business
45

Pressures on operating efficiency
40

Inadequacy or obsolescence of current IT systems
37

Need to support company's competitiveness in global markets
I, 33

Need to support company's competitiveness vis-a-vis larger firms
I, 27

Need to enable adaptation of business model
I 25

Need to create or maintain ability to innovate continuously
I 21

Increasing regulatory and reporting requirements

Increasing concerns about information security
I 13

Mandates by key customers or suppliers
(eg, on business processes, reporting standards)
14

Other
2

Source: Economist Intelligence Unit

producers in the coming years. Nearly half of
respondents in the sector (45%) point to the need to
accommodate growth of the business as a central force
behind additional spending on technology. Some 40%
report that stresses on operating efficiency will force
their hand. The basic need to upgrade will be a
significant driver as well, according to many 37% of
executives.

By nature of their size, midsize firms struggle to
balance their limited resources with their high
expectations for growth. 60% of surveyed executives
believe that the high cost of systems and
implementation willinterfere with their investment
plans. The corporate will to set funds aside for IT
spending necessarily suffersin the face of increasingly
squeezed margins, and one-third of firms (37%)
report that non-IT business priorities are likely to
distract their firms from technology investment at
least to some degree.
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What are likely to be the main impediments to IT investment
in your company over the next three years? Select up to three.
(% respondents)

Cost of new systems and implementation
I 60
Other business priorities take precedence
I, 37

Lack of employee technical skills to use technology
I 34

Employee resistance to change

I 26

Technical shortcomings in IT systems and infrastructure

A people issue

But technology is only as good as the people who
manage and use it. Over one-third (34%) of
respondents say that a lack of adequate IT skills
among employees will hamper investment. Another
26% say employee resistance to change will remain a
barrier. More importantly, the ineffective use of
technology will limit the impact of new systems that

I 24

Lack of understanding of/confidence in technology benefits

by senior management
I

Need to amortise existing technology investments

I 22
Ineffective management of IT
I 21

Risk of business disruption from a failed IT project

I 17
Other
[

Source: Economist Intelligence Unit

Leveraging technology

Mainland Headwear, a midsize apparel
manufacturer listed on the Hong Kong
Stock Exchange, is fending off increasingly
stiff competition from stronger and bigger
mainland companies. When the company
was founded 15 years ago, its size and
international business acumen gaveita
clear advantage over its mainland
counterparts.

But as those small companies have
gained experience and merged into
formidable competitors, Mainland
Headwear has looked to differentiate itself
through customer service. According to CEO

are deployed.

There are no magic solutions to addressing such
problems. Asin most other areas of operation, it boils
down to good hiring, employee retention and training.
Says Sampath Kumaran of MTR Foods: “You need good
people to implement technology, so you have to either

bringin capable people or train the existing people.
We chose to adopt technology in a way that the
existing people could growinto it”.

Peter Ho, the company dependsin large
part on technology to make this happen.
“The service-based module is very
important for us to compete with the local
companies. We take it as a high priority. We
investin the education tools, stick to the
guidelines of the [US] Fair Labour
Association and utilise technology
tracking—all of this is to better service our
customers and allows us to charge a slightly
higher price”.

In the headwear business, quick turn-
around is key and, according to Mr Ho,
“that’s why we invest in technology”.
Technology allows Mainland Headwear to
take a customer’s order and return a
digitised disk of that order to the customer

© The Economist Intelligence Unit 2006

for his approval within 24 hours. This is
importantin a fast-moving market where
today’s hot product is next week's flop.

Changing customer demands on tracking
requirements are another driver of
technology adoption at Mainland Headwear,
according to Mr Ho. The company’s large
accounts—Wal-Mart (beginning in 2006),
and Target and JCPenney (from 2007)—now
insist that theirinventories be tracked from
the order rather than the delivery. Mainland
Headwear is betting that this increased
transparency breeds better relationships
with its customers, giving the company a
competitive advantage over mainland
Chinese firms that cheap prices alone can't
beat.
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Conclusion

ompetition in the consumer manufactured goods

sector will be driven by the need for cost

reduction and price cutting, and by the
dominance of increasingly large customers and
suppliers. While concentrating on executing a rational
and profitable growth strategy—focused on cost
reduction and customer base expansion—midsize
companies will work hard to balance the flexibility and
innovative skills of smaller firms with the cost
advantages and efficiencies of larger ones.

Mimicking smaller firms, midsize operations will

aim to speed up reaction time to customer demands
and other market changes. Combined with better

Thinking big

facilitated customer and supplier relationships,
strategic flexibility will be an important part of
companies’ efforts to grow their market share. Firms
will look both to expanding contracts with existing
customers and to attracting new customers (often in
previously untapped geographic markets).

Acting more like their larger counterparts, midsize
firms will work to enhance operational efficiencies.
Here the focus is on cost reduction, in part through
smoother relationships with suppliers and in part
through product and process innovation. IT will play a
critical partin allowing midsize firms these advantages
previously afforded only to their larger competitors.

© The Economist Intelligence Unit 2006 13
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14

From October 2005 to January 2006, the Economist Please note that not all answers add up to 100%,
Intelligence Unit conducted a survey of 594 executives of ~ because of rounding or because respondents were able
midsize consumer goods manufacturers across the globe.  to provide multiple answers to some questions.

Our sincere thanks go to all who took partin the survey.

In which region are you personally based? In which sector does your organisation belong?

(% respondents) (% respondents)

Asia-Pacific Consumer goods manufacturing
I 45 I 1 00

Western Europe
I 26
Latin America

I 21 Which of the following titles best describes your job?

(IS (Commonwealth of Independent States) (% respondents)

.

North America CFO/Treasurer/Comptroller "
3

Manager
1, 1 7

What is your firm’s ownership status? Select all that apply. "lea(j()fde‘)am"ent— 16

(% respondents) .
Other C-level executive

9

CEO/CO0/President/Managing director
|

Privately owned 65 9

Publicly traded 23 CI0/Technology director

7
Joint-venture ownership 8

50% or more state-owned 6 T '

Head of business unit
I 5
SVP/VP/Director
I 5

Owner

I

Board member

I

Other
I 2
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What is your company’s annual turnover in US dollars?
(% respondents)

Under $10m
. 3

$10m to $20m
[}

$20m to $40m

$40m to $50m
14

$50m to $100m
I 20
$100m to $200m
I 14
$200m to $300m
I 9

$300m to $500m

I

$500m to $600m

[_§}

$600m to $700m

M1

$700m to $1bn

1

More than $1bn

1

What are your main functional roles? Select up to three.
(% respondents)

General management

I— 30

Finance

I 29

Marketing and sales
I 23
Strategy and business development
17

Operations and production
I 14
Human resources
I 13
i
I 13
Customer service
I 12
Information and research
W
Procurement
W
Supply-chain management

6
Risk
I 5
R&D
. 3
Legal
. 3
Other
I 5

29

Appendix: survey results

Thinking big

Midsize consumer goods manufacturers and the challenges of growth

In your company, what is viewed as the single most important
measure of growth? Select one only.
(% respondents)

Growth of total revenue 30 4

Growth of market share 23

Growth of profit 34
Growth in number of customers 9

Growth in number of employees 2 T

Growth in number of
geographic markets reached 3

Please characterise the primary type of growth strategy that
your company will pursue over the next three years.
(% respondents)

Organic growth via the use of wholly owned resources
I 46
Organic growth via a network of third parties for production and distribution
I 19

Mergers and acquisitions (M&A)

I 14

Joint ventures

I 10

Organic growth involving a public offering of equity

.

Other

I 7

What are the most important ways in which your company will
implement its growth strategy over the next three years?
Select up to three.

(% respondents)

Cost reduction through improvement of operating efficiency
59

Expansion of the customer base
I 40
Tapping new geographic markets
38

Diversification of product/service portfolio

37
Further penetration of existing customer accounts
I 31
Establishment/expansion of distributor network
I 21
More aggressive pricing
I 13
Establishment/expansion of marketing alliances with third parties
I 12
Establishment/expansion of licensing or franchising agreements
I 10
Outsourcing of production to third parties
I 9
Other
3
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Appendix: survey results
Thinking big
Midsize consumer goods manufacturers and the challenges of growth

Please indicate whether you agree with the following statements about your company’s size and growth.
(% respondents)
BN Agree W Disagree Wi Don't know

Owners and senior management have identified an optimal rate of growth for our company

Owners and senior management have identified an optimal size (in revenue or other terms) for our company

What do you believe will be the most serious impediments to Competitors from which country are likely to present the
growth in your key markets over the next three years? biggest threat to your company in your existing market(s)?
Select up to three. Select one only.
(% respondents) (% respondents)
Downward pressure on prices China
59 I 33
Rising cost of raw materials and services United States of America
54 I 10
Market saturation France
37 I 5
Shortage of talented staff Germany
I 25 I
High labour costs vis-a-vis competitors in other countries Italy
22 ____ 1
Consolidation among competitors Japan
19 I 4
Tight availability of financing Brazil
I 15 I
Consolidation among customers Korea (South)
14 I
Increased regulatory pressures Argentina
10 . 3
Customer-driven mandates Other
(eg, on product standards, business processes, reporting standards) N 29
I 9
Other
K

What types of firms are likely to pose the main competitive
threat to your company over the next three years?

Select one only.

(% respondents)

Existing players in our market(s)
larger than us in size 43

Existing players in our market(s)
smaller or equivalent to us in size 27

New entrants to our market(s)
larger than us in size 19

New entrants to our market(s) ;
smaller or equivalent to us in size 11
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To what extent does your company enjoy the following types of
competitive advantage vis-a-vis firms of different sizes?
(% respondents)
m Vis-a-vis
firms of the same size

. Vis-a-vis
smaller firms

m Vis-a-vis
larger firms

Higher quality of products/services

34 31 35
Deeper product/service specialisation
33 35 32
Deeper customer relationships
39 28 33
Deeper supplier relationships
32 35 32
Better ability to execute changes in strategy quickly
49 26 25
Better pricing flexibility
39 30 31

Lower cost of inputs and/or operations
38 30 32

Deeper knowledge of local market conditions
38 29 33

Ability to innovate continuously
34 31 35

Better ability to enter new geographic markets quickly
27 38 35

In your view, which of the following attributes is most likely
to erode as your company expands in size?

Select up to three.

(% respondents)

Ability to execute changes in strategy quickly
46

Deep customer relationships
33

Low cost of inputs and/or operations
28

Pricing flexibility
28

Deep product/service specialisation
I, 24

High quality of products/services
I 2 3

Ability to innovate continuously
23

Intimate knowledge of local market conditions
22

Deep supplier relationships
I 15

Ability to enter new geographic markets quickly
I 14

Other

4

Appendix: survey results

Thinking big

Midsize consumer goods manufacturers and the challenges of growth

To what extent will large customers come to dictate the
following aspects of your company'’s operations over the next
three years?

(% respondents) .
B Substantially W Somewhat === Notatall

Pricing of our products/services

47 36 17
Deployment of staff
12 40 48
Financial reporting

Product standards
34 40 26

Technology standards/systems
28 44 28

Business processes

Terms of delivery
46 35 19

Please indicate whether you agree with the following
statements about the role of information technology (IT) in
your company.

%o 1 nden
(% respondents) BN Agree  mmm Disagree W Don'tknow

IT strategy is closely integrated with business strategy
72 24 5

Achieving competitive advantage is dependent on IT
51 37 11

IT s critical to our ability to grow
61 29 10

IT s critical to our ability to attain or retain flexibility of operation
while continuing to grow
67 22 11

IT s critical to our ability to improve customer relationships

59 28 13
IT s critical to our ability to interact with suppliers and partners
more effectively
ITis critical to our ability to innovate continuously

60 3 14

© The Economist Intelligence Unit 2006

17



Appendix: survey results
Thinking big
Midsize consumer goods manufacturers and the challenges of growth

How would you characterise the risk of your company becoming, over the next three years, overly dependent on a few large
customers or suppliers?
(% respondents) mmm High risk mmm Medium risk mmm Low risk mmm We're already overly dependent
A few large customers, for revenue

24 37 31 7

A few large suppliers, for key inputs

17 37 37 9
Please indicate whether your company’s current IT What are likely to be the main drivers of IT investment in your
infrastructure and systems meet business requirements in the company over the next three years? Select up to three.

following areas. (% respondents)

(% respondents)
Need to accommodate growth of the business
mmm Meet requirements i Do not meet requirements  mmm Don'tknow I 45

Scaling up to accommodate growth of business Pressures on operating efficiency

59 33 8 “0

Inadequacy or obsolescence of current IT systems
Conforming to business process requirements set by customers or suppliers I, 37

61 28 11 Need to support company's competitiveness in global markets
I 3 3

Conforming to government-mandated reporting and other standards . L. .
Need to support company's competitiveness vis-a-vis larger firms
I 27

Need to enable adaptation of business model

25

Need to create or maintain ability to innovate continuously
How influential are the following executives in key decisions I 22
your company makes on IT? Increasing regulatory and reporting requirements
(% respondents) |

. . . . . . , Increasing concerns about information security
mmm Very influential == Somewhat influential == Not influential === Don’t know I 1 3
Owner/board members Mandates by key customers or suppliers
54 26 173 (eg, on business processes, reporting standards)

I 14

Chief executive/managing director Other
63 24 9 4P

=)
2
oS
S~
(=)
=
o

To whom does your company typically turn for external
assistance on IT matters? Select all that apply.
(% respondents)

o

FO

o
E
=
~

IT consulting firm/value-added reseller

—
fa
3
-9
>
[
«Q
[}
=
w
[
-
-
o o

o0 & 2 1 56
Line-of-business managers IT specialist with supplier(s)
16 47 30 8 I 46
Software/hardware/telecommunications equipment vendor

41

Management consultant
I 21
Accountant
I 13
Legal counsel/solicitor

14
Industry analyst
I 10
Other
. 4

18 © The Economist Intelligence Unit 2006



What are likely to be the main impediments to IT investment
in your company over the next three years? Select up to three.
(% respondents)

Cost of new systems and implementation
I 60
Other business priorities take precedence
I, 37

Lack of employee technical skills to use technology
I 34

Employee resistance to change
I 26

Technical shortcomings in IT systems and infrastructure
I 24

Lack of understanding of/confidence in technology benefits
by senior management

I, 2

Need to amortise existing technology investments
I 22

Ineffective management of IT

I 21

Risk of business disruption from a failed IT project
I 17

Other

.

Appendix: survey results
Thinking big
Midsize consumer goods manufacturers and the challenges of growth

In your view, what will be the most effective ways that
government can help mid-size companies grow over the next
three years? Select up to three.

(% respondents)

Offer more favourable tax incentives for investment
63

Develop more innovative financing support mechanisms
I, 45

Reduce “red tape” (procedures for approvals, licences, etc.)
I /3

Introduce more flexible labour laws

I 36

Provide better information about foreign market conditions and opportunities

I 3 1

Negotiate favourable trade agreements
I 23

Expand export credit schemes

23
Invest directly in companies
13
Other
1

© The Economist Intelligence Unit 2006 19



Whilst every effort has been taken to verify the
accuracy of thisinformation, neither The
Economist Intelligence Unit Ltd. nor the sponsor
of this report can accept any responsibility or
liability for reliance by any person on this white
paper or any of the information, opinions or
conclusions set outin the white paper.
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