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In emerging markets like China, a completely new
“mid-range segment” for heavy trucks is taking
shape. Prices lie somewhere between those of
Western premium manufacturers and those of the
local companies that have dominated the market
up to now. Enormous opportunities are arising
for Western vehicle makers that have the right
localization strategy. The mid-range segment will
reach a market share of up to 40 percent by 2020.
Cover story on commercial vehicles, page 6
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editorial

Dear Reader,
During the past two years, mechanical and plant engineering
has surged in established markets, driven in particular by
the robust demand being generated by new markets such as
China, Russia, India and Brazil. Today, however, all signs are
pointing toward stagnation—albeit at a high level.
As global competition becomes increasingly complex, growth
in global markets will require the next step in the organiza
tional revolution to be taken. For example, Norbert Scheuch,
Chairman of the Executive Board of Putzmeister, under
scored this point in a recent interview with us, outlining
the challenges created by structural changes in the concrete
pump market, the success factors for restructuring, and
Putzmeister’s evolution from a world-champion exporter to
a global player.

Thomas K autzsch
Head of Oliver Wyman’s
Manufacturing Industries
Practice

This issue of Perspectives on Manufacturing Industries
highlights, through numerous articles, the many challenges
and options that industrial companies are currently facing.
I hope you find these articles thought-provoking and helpful.
Best regards,

Thomas Kautzsch

3

content

Cover Story
Commercial Vehicles

TRUCKS GO GREEN
AND GO GLOBAL	

6

Markets
Construction Equipment

THE GAMEBREAKER
IN EMERGING MARKETS	

9

Agricultural Equipment

PURCHASING AS
A KEY VALUE DRIVER	

12

Photovoltaic Market

TIME IS RUNNING OUT
FOR GERMAN COMPANIES	

14

External Perspective
An Interview with Norbert Scheuch,
Chairman of the Executive Board of Putzmeister

“TECHNOLOGICAL LEADERSHIP
IS NO LONGER ENOUGH”

4

16

Operations
Restructuring

DEEP-DIVE INDEPENDENT
BUSINESS REVIEWS

18

Risk Management in Procurement

RARE EARTHs:
THE ACHILLES’ HEEL	

20

Growth in Global Markets

Organization 3.0

22

Commentary
A NEW DAY FOR THE EUROPEAN
SEMICONDUCTOR INDUSTRY

24

Publications
Creating what people love
before they know they want it

26

NEW STUDIES	

27

5

TRUCKS GO GREEN
AND GO GLOBAL
Commercial Vehicles

Manufacturers of commercial vehicles have a trailer load
of challenges to overcome. Sustainable profitability improvements in uncertain business times, the march of globa
lization, the need for environmentally conscious trucks and
innovative vehicle connectivity—the business agenda of 
the industry’s CEOs is replete with critical issues that they
must tackle in the years to come.
Commercial vehicle manufacturers will be challenged in the next few years to
both overcome the effects of the economic and sovereign debt crisis and pre
pare for the immense potential of future markets. This will require the holistic
application of a range of new strategies: systematically turning economies of
scale into profits, conquering new markets through an emerging market strat
egy 2.0, fueling the development of alternative drive systems for “green” com
mercial vehicles and achieving a leading position with the connected truck.

THE MARKET REMAINS VOLATILE
The world’s commercial vehicle market has gotten back on track since the crisis
of 2009; optimistic forecasts for 2011 that have projected sales of around 2.6
million commercial vehicles could turn out to be right on the mark. By way of
Established markets will grow faster than those of the BRIC countries
Trucks with GVW > 6t; sales in ‘000 units
1

South Africa, Australia, Argentina, Canada, Mexico 2 Japan, Korea, Europe, USA. Sources: LMC Automotive, Oliver Wyman

4.9 % p. a.

1.5 mil.

1,993

4.4 % p. a.
2,658

3,589

China +2.7 %
India, Russia, Brazil +5.1 %
Other1 +6.7 %

trucks will be sold in 2018 in China. As a 
result, China will dominate the world
market. But the growth momentum being
generated by China is easing.

Established markets2 +6.1 %
2005
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comparison, in the peak year of 2007, 2.3 million vehicles were sold, compa
red with only 1.8 million in 2009. The main driving forces behind this surge
are the BRIC countries, particularly China. For commercial vehicles weigh
ing more than six tons, China has become the world’s largest market, with
1.2 million vehicles sold in 2011. Nonetheless, the overall commercial vehicle
market remains volatile, and the associated uncertainties large, particularly
as the growth momentum generated by China has begun to slow.

SUSTAINING PROFITABILITY
Generally speaking, economic cycles are expected to be shorter in the future,
with steeper ups and downs. As a result, established manufacturers must
be able to flexibly adjust their production capacities. They also should seek to
outsource non-differentiating value-creation steps and activities that are not
part of their core skills set and to secure the after-sales business. Above all,
though, they must sustainably improve their profitability: Commercial vehicle
makers that have expanded aggressively to create a global footprint have
been unable to turn economies of scale into cash. The time has come to put a
clear platform strategy in place, systematically drive down production costs,
increase the efficiency of manufacturing processes and create high-impact
global organizations.

A lucrative mid-range segment for
trucks is arising in China
Sources: China Truck Organization, China Automotive
Info Net, interviews with experts, Oliver Wyman analysis

Low-cost
50-70 %

100 %
80 %
60 %

Mid-range
20-40 %

40 %
20 %

Premium
~5 %
2005

2020

EMERGING MARKETS 2.0
The face of globalization is changing. In China and Russia, for example, road
infrastructure is being continuously expanded, enabling a massive upswing in
freight transport. At the same time, transport company management is beco
ming more professional, and both budgets and product/service quality expec
tations are growing, creating a lucrative mid-priced segment. By 2020, this
segment will make up more than 30 percent of the commercial vehicle market
in these two countries. To profit from this business, Western OEMs will need
to offer the right products and localize their sales and service networks.
New growth regions, including Southeast Asia, the Middle East and Africa,
are also gaining long-range appeal. Strong manufacturers, particularly those
in China, are already laying the foundation in these “emerging markets 2.0.”
Established Western manufacturers run the risk of missing out if they don’t
pry open the doors to these markets as quickly as possible and devise clear
production and sales strategies. More than ever, the order of the day is:
grow globally!

THE “GREEN” TREND
Faced with global trends such as growing transport volumes, tougher engine
exhaust regulations, zero-emission megacities and volatile, rising fuel prices,
commercial vehicle manufacturers will need to take action. By 2020, the best
OEMs must be “green”: developing, producing and selling “green” trucks;
advancing “green” processes; and creating a “green” image. This will require
increased fuel efficiency (based on refinements such as improved aerodyna
mics for XXL vehicles and smart, IT-based driver-vehicle interfaces). A critical
factor will be alternative drive concepts, particularly hybrid-electric drive
technologies. The development, production and marketing of hybrid-electric
trucks will be the coloration technique that companies can use to lend the
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The market penetration of connected trucks and connected cars
is rapidly increasing
In percentage of vehicle fleet; worldwide
Sources: ABI Research, iSuppli, BCC Research, Canalys, interviews with experts, Oliver Wyman analysis

€3 bil.

15-20 %

Trucks
Cars

10 % p. a.

20 %

15 % p. a.

7%

5%

will be invested in telematics systems
by commercial vehicle customers in 2020.
Spending
by customer

2010
€1.1 billion

2020

2010

2020

> €3 billion

€15 billion

€50 billion

desired verdant shade to their images. Organizational processes and the
value chain must also be focused on this effort. In this context, strategic
partnerships will gain in priority. But the effort will pay off: A favorable initial
scenario projects a global market of more than €7 billion in 2020 for hybridelectrical drive systems for trucks.

CUSTOMER-FOCUSED SOLUTIONS
In established markets, the truck is increasingly taking on the character of 
a commodity, meaning that manufacturers must come up with solutions that
optimize perceived value for customers. Many options are available: attrac
tive service department assistance, complementary services like “uptime” or
mobility guarantees, 24-hour service, smart fleet management and rental
concepts.
For example, a recent Oliver Wyman study, Commercial Vehicles 2020, con
servatively estimated that every fifth truck could be rented around the world
in 2020. That number is likely to rise even higher in the United States and the
United Kingdom. The connected truck will also turn into a critically important
growth driver. New technologies, apps and services will facilitate a far-reaching
network, increasing the safety, comfort and communication options of com
mercial vehicles. The driving forces behind telematics market penetration
include remote diagnostics. The market for truck telematics systems is projec
ted to be more than €3 billion in 2020, up from €1.1 billion in 2010. To become
a player in this area, OEMs must open up their largely closed systems for
applications and develop new business and price models.

Romed.Kelp@oliverwyman.com
+49 89 939 49 485
Wolfgang.Krenz@oliverwyman.com
+49 89 939 49 403
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With all of the above in mind, the agenda of commercial vehicle manufac
turing CEOs most certainly appears to be full to overflowing. Smart, holistic
and forward-looking strategies will be the only way to approach the wideranging structural and technological changes likely to occur in the commer
cial vehicle market of tomorrow.

THE GAMEBREAKER
IN EMERGING MARKETS
Construction Equipment

Chinese manufacturers of construction equipment have
been doing some major building of their own in the past
three years, more than doubling their market share and
massively increasing exports to emerging markets. To keep
these new competitors at bay, established manufacturers
must quickly devise new strategies for both new and mature
markets. That is, to fight three fights in parallel in order to
be successful.
The global construction equipment market has bounced back strongly
from the financial and economic crisis, and is expected to continue growing
strongly in the years to come. But the pace of this growth will be set by just
one market player: China. Chinese manufacturers of construction equipment
produced tremendous growth both during and shortly after the crisis: In
2008, their market share was 15 percent; two years later, it had shot up to

The Chinese construction equipment market grew extremely fast
both during and shortly after the crisis
Overall market volume in USD bn
Source: Oliver Wyman analysis

7.3 % p. a.
102.3

108.5

145.3

CAGR 2008-2015
Rest of world
Latin America
CIS
India

15 %
30 %

32 %

62 %

2010

China +15 %
Japan

-3 %

Europe

-5 %

North America

-5 %

49 %

47 %

2008

-2 %
0%
-2 %
+3 %

2015e
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32 percent. These companies will be able to keep up this rate of growth for
at least four more years. During the same period, the market share of
manufacturers in Europe, North America and Japan eroded, sinking from
62 percent in 2008 to merely 47 percent in 2010.
These Chinese firms have put on a lot of entrepreneurial weight as well.
Three OEMs from China have entered the ranks of the Top 10 in just six
years—while producing eye-catching growth in revenues and margins.

MASSIVE EXPORTS FROM CHINA

30 %
of the world market for construction
equipment will be in China in 2015.

Chinese construction equipment manufacturers are now beginning to
build on the foundation of their robust domestic business to push into inter
national markets—an effort that has resulted in significant export gains.
Chinese firms are focusing in particular on emerging regions such as India,
Africa and South America as well as further Asian markets such as Indonesia,
Vietnam and the Philippines that have little, if any, construction equipment
manufacturing of their own and are thus perfect targets for Chinese equip
ment, which tends to fall on the lower end of the price spectrum. This focus
has allowed Chinese manufacturers to build barriers to entry by Western
competitors, since premium equipment has few opportunities in emerging
markets (generally a mature, diverse market is required to support the pre
mium segment).
Not that Chinese manufacturers are ignoring more developed markets.
This activity is reflected in recent investments made by Sany in Bedburg,
a town near Cologne, and XCMG in Krefeld, a city in northwestern Germany.
Such investments represent another challenge facing established
manufacturers.

Three STRATEGIES FOR
three different challenges
Western manufacturers can consider three approaches to these challenges:
1. Defending their positions in their home markets on the basis of tools such
as service orientation, technological leadership and high product quality.
2. Moving into niches in China as quality and technology leaders. Such a
move would enable Western manufacturers to profit from the increasing
maturity of the market there. Any attempt to take on strong local players in
their core segment of low-cost equipment, however, is likely to backfire.
3. Developing strategies for the next wave of new markets and looking to
position themselves there before Chinese firms are able to establish a domi
nant position. This is an appealing option. After all, Brazil, India, Russia and
many African countries are promising, rapidly growing markets that Chinese
manufacturers do not yet dominate. But Chinese companies have already
pitched their tents in these areas, are pouring in money and are ready to get
down to business with their low-cost product range.
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Three Chinese manufacturers have climbed into the industry’s Top 10
Sources: Yellow table, Thomson, Bloomberg, company reports, company websites
1
Construction equipment revenue only; based on relevant segment figures (if available) or consolidated company figures

2

Operating profit margin

Revenue 2010 in USD bn1

Company

Rank

Caterpillar

1.

Komatsu

2.

Hitachi

3.

8,398

6%

Volvo

4.

8,325

12 %

Liebherr

5.

Doosan

6.

5,200

12 %

Sany

7.

5,102

21 %

Zoomlion

8.

4,708

XCMG

9.

4,463

14 %

Terex

10.

4,418

-2 %

JCB

11.

27,767
17,781

BEML

13.
14.

8%
12 %

n/a

6,392

Rank in overall list of players

18 %

3,159

Guangxi Liugong 12.
Lonking

EBIT margin2

n/a
12 %

2,270
1,625
405

20 %
Established Market OEMs
Emerging Market OEMs

13 %

FUELING LOCALIZATION
Western manufacturers will be able to win this race only if they can match
the Chinese in terms of cost and price structures—at least for low-cost pro
duction lines. An internationalization strategy must be designed to include
local partners, products and structures—in a way that resembles Sany’s
approach in Pune, India. The company is erecting its own factories there,
enabling it to produce equipment for regional markets at a local cost. Zoom
lion is applying a different model with the same goals in Brazil, with partner
companies now able to handle sales, training and fleet maintenance. In addi
tion, a partner factory has been licensed to produce Zoomlion products.
Established manufacturers must act faster than they once did. As Chinese
companies already have the right products in emerging countries, the key
to success in next-wave emerging markets will be to come up with the right
degree of localization.

Romed.Kelp@oliverwyman.com
+49 89 939 49 485
Tom.Sieber@oliverwyman.com
+49 89 939 49 264

11

PURCHASING AS
A KEY VALUE DRIVER
Agricultural Equipment

Western European manufacturers of agricultural equipment
could improve their cost position by about €440 million
within three years by sustainably lifting their purchasing
activities to a best-practice level. At the same time, they
would put themselves in a strong position to sharpen their
competitive edge in rapidly growing emerging markets
and to fend off the rising tide of competitors from China
and India in their traditional markets.
With an average material cost share of nearly 60 percent, Western European
manufacturers of agricultural equipment have a deep reservoir of potential
that could be addressed through the practice of purchasing excellence.
According to a recent study conducted by Oliver Wyman and the German
Engineering Association, agricultural equipment manufacturers addressed
only 55 percent of their purchasing volume through regular optimization
projects during the past 36 months. This figure is significantly lower than the
96 percent that carmakers addressed and the 82 percent addressed by
mechanical- and plant-engineering companies.

Performance in purchasing
Average in Europe, past 36 months
Addressed purchasing volume
+23 %
55 %
78 %

Western European manufacturers of agricultural equipment generated
merely 4.5 percent of savings on average during the last three years from
purchasing improvement measures. If Western Europe’s agricultural equip
ment manufacturers intend to catch up with top performers, they need
to act immediately. Such efforts will pay off: By optimizing their purchasing
organizations, they could improve their cost position by about €440 million
within three years, representing an improvement in profitability of around
2 percent.

Realized savings

TRANSPARENCY IS KEY

+3 %
4.5 %
7.5 %
Agricultural equipment manufacturers
Best practice (top 25 %) of all industries,
including agricultural equipment
manufacturers
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Generally speaking, there is much that these manufacturers’ purchasing
departments can learn from other industries. Improvement needs comprise
staff qualification measures, processes and the use of state-of-the-art systems,
tools and methods. To successfully reduce purchasing costs, employees need
transparency about market prices and supplier bids, which in turn requires
IT systems that can supply the data required for detailed analyses — as well as
training to ensure purchasing staff can use advanced analytical tools and
methods.

The biggest shortcoming in agricultural equipment companies’ purchasing
processes, however, is the structuring of quotation procedures; that is,
how price and service requests made to current or potential suppliers are
structured and evaluated. Most other industries have already achieved
higher degrees of maturity and professionalization in this area.

Additional profit potential of
agricultural equipment manufacturers
in purchasing
Average in Europe, past 36 months
+ €436 million
(135 %)

BEST-COST COUNTRY SOURCING
Long-range optimization is key for one area in particular that is growing
in strategic importance: best-cost country sourcing. This will require that
all factors counting for and against a procurement market be carefully
examined as part of a total cost analysis. Such factors include product prices,
quality, coordination requirements, country-specific risks and innovation
costs. As in other areas, a prerequisite will be the ability of purchasing em
ployees to use the appropriate tools. Furthermore, they must have a solid
understanding of the culture of the particular target country if they plan
to establish long and successful relationships with suppliers.

€323 million
€759 million
Realized savings
Potential savings

AMBITIOUS PLANS
Western European manufacturers of agricultural equipment have already
realized that best-cost country sourcing is a key improvement lever, as they
intend to increase their share of best-cost country sourcing from 16 percent
today to 25 percent in 2015—a truly ambitious goal. This is particularly true
given that it can be difficult to switch to new suppliers during the series pro
duction phase of a model (model cycles are much longer in the agricultural
equipment industry than in other sectors, but purchasing volume per unit 
is smaller).
Up to now, only a few companies have been employing standard procedures
to select appropriate best-cost sourcing regions. But this will have to change
if the 2015 goal is to be met. The importance of supplier risk management
will also increase as purchasing from new regions located far from agricultural
equipment manufacturers’ headquarters expands.

STRENGTHEN COMPETITIVENESS
If Western European manufacturers of agricultural equipment intend to
maintain their leading international position in the long run, they will have
to sustainably upgrade their purchasing departments. This will be a pre
requisite to gaining access to emerging countries with competitive products
and prices, and then winning a share of the rapid market growth being gen
erated there. By taking this approach, manufacturers could prevent material
costs from getting out of hand as the electronic revolution takes hold in the
agricultural equipment sector. Furthermore, the optimization of purchasing
is key to remaining successful in manufacturers’ traditional triad markets.
Top performers are already pointing the way—that the challenges lying ahead
can be met only with optimized cost structures. Companies will need financial
freedom to conquer new, price-sensitive markets and to sustainably fend off
emerging competition in their home markets.

Romed.Kelp@oliverwyman.com
+49 89 939 49 485
Christian.Heiss@oliverwyman.com
+49 89 939 49 588
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TIME IS RUNNING OUT
FOR GERMAN COMPANIES
Photovoltaic Market

The German photovoltaic industry is about to undergo a
major transformation. While domestic equipment manu
facturers and electronic companies likely will continue to
hold strong positions around the world, many cell and module producers that lack sturdy financial bases will survive
only by finding partners in growth markets. Downstream
companies also face great challenges.
The photovoltaic market is facing sweeping change. By 2015 about 37 giga
watts of installed capacity will be available around the world—an annual
growth rate of about 8 percent. This growth will primarily be generated in
the United States and Asia, while Europe’s share of this global expansion
will decrease from 80 percent in 2010 to 37 percent by 2015. Nor will global
growth benefit all German photovoltaic players equally: Equipment sup
pliers will likely continue to thrive, thanks to their skills in technology and
production competence. In power electronics, the German world market
leader SMA Solar is very well positioned. By contrast, virtually every German
cell and module producer urgently needs to make major changes.
Gross margins for
cell and module manufacturers
In % of revenue

A SLENDER CAPITAL BASE
During the boom times, many successful photovoltaic companies, parti
cularly those in Germany, neglected to invest in long-term research and
development or in new production technologies. Between 2007 and 2009,
for example, the U.S. company First Solar, Inc. poured nearly €90 million
into R&D, while most of its German competitors shelled out significantly
less than €10 million.

Source: Oliver Wyman analysis

60 %
50 %
Top 3 players
40 %
Global Average
30 %
Asian players
20 %
10 %

German players
2005
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Compared with the top players, German companies have significantly lower
gross margins as well. In 2010, the gross margins of the top three photo
voltaic companies worldwide were more than 40 percent, and the global
average was 26 percent. Germany’s cell and module producers, however,
had gross margins of just 13 percent on average. Given their anemic finan
cial condition, the majority of these companies cannot afford to buy the
latest production equipment, making low-cost, efficient production impos
sible. Lowering overhead, restructuring the company, and making other
changes may remedy the situation in the short term, but are hardly adequate
long-range solutions.

The global photovoltaic market remains in a growth stage
In MWp
Sources: European Photovoltaic Industry Association (EPIA) May 2011, Oliver Wyman analysis

Upside case
Moderate scenario

27,495

23,255
15,355

31,360
18,240

36,670
20,855

43,900
23,930

16,629
2,513
2007

6,168

7,257

2008

2009

2010

+8 %
is the expected annual growth rate
of the global PV market until 2015 in
a moderate scenario.

2011

2012e

2013e

2014e

2015e

In the global commodity market that photovoltaics has become, only those
German cell and module producers with extensive financial resources or that
can quickly find a broad-shouldered partner are likely to survive. Partners
are hardly jumping at the opportunity, however; even Asian firms with deep
pockets have less interest in German players, as the allure of the German
photovoltaic market fades. Yet a move into Germany could pay off, especially
for contract producers from Asia without their own end-customer brands.
Acquiring an established German brand could provide a promising package:
technology and sales expertise as well as access to Germany and global
markets. Thanks to the brand premium, they could also gain a pricing edge.

THE U.S. OPPORTUNITY
Germany’s downstream companies, particularly its system integrators, need
to change strategic direction as well. In the domestic photovoltaic industry,
they are strong players that produce solid returns and so can survive by
drawing on their own resources. Their secret to future success, however will
require rapid internationalization.
Expansion options could include such regions as North Africa and the
Middle East, as well as areas in Europe like Turkey. Above all, they must gain
access to the U.S. market, a region that will become a mega-focal point
of the global photovoltaic industry starting in 2012. Completely different
business structures, industrial networks, and project sizes are awaiting
German system integrators in the United States—as are established players.
Furthermore, some major module producers have entered the downstream
business in the United States, and others will follow.
The challenges are immense. Downstream companies will need to position
themselves quickly and sustainably. This will require them to set up their own
local branches, sharpen their integration and technical skills, learn the ins
and outs of contract-award structures, and connect with the right business
partners. Gaining a foothold in the United States will be more difficult for
companies working on their own, as size is essential in this market. U.S. com
panies will have limited interest in establishing partnerships, however, so
the topic of mergers must be considered. The heterogeneous downstream
sector in Germany could be the jumping off point for a world of potential.

Wolfgang.Weger@oliverwyman.com
+49 89 939 49 430
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“TECHNOLOGICAL LEADERSHIP
IS NO LONGER ENOUGH”
An Interview with Norbert Scheuch,
Chairman of the Executive Board of Putzmeister

The financial and economic crisis in 2008 applied intense pressure to the
mechanical engineering sector. In the following interview, Norbert Scheuch,
chairman of the management board of Putzmeister, talks about the chal
lenges of structural change in the concrete pump market, the success factors
of restructuring and Putzmeister’s evolution from a world-champion
exporter to a global player.
Mr. Scheuch, why did Putzmeister run into trouble in 2008?

NORBERT SCHEUCH
Chairman of the Executive Board
of Putzmeister

In 2008, the construction industry suffered a massive slowdown in business.
This crisis laid bare the industry’s structural problems. Of course, they existed
before then, but they had never been so apparent. Before the crisis, we
weren’t doing enough business in such growth markets as China and South
America. Putzmeister had primarily been investing in the “old” markets of
Europe and North America. Overall, we did not see the structural change
emerging on the horizon early enough and were unable to exploit this world
of two different speeds quickly enough.
What was the result?
We had to restructure—for three main reasons: Production had not been
slowed early enough, reductions in the workforce began too late and there
were excessive inventories, with the related challenges involving liquidity.
But the core problem was that the lack of transparency about the market
crisis and the company’s situation made it impossible for us to react quickly
enough. We put too much faith in the economy and assumed that the
crisis would soon fade away.
What steps did you take to get Putzmeister back on track?
First of all, we created much more transparency in the company. The treat
ment followed the diagnosis: a systematic package of steps with two main
focuses. First, we not only substantially modified our capacities to meet
economic realities, but also structurally reduced them in established markets
and aligned them to the needs of a changed world. Second, we forcefully
carried out decentralization and invested in growth markets. Localization
was the key success factor. This effort involved not only the right products for
local markets, but also value creation, production and procurement that
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were done locally. By taking this approach, we were able to evolve from
a world-champion exporter to a global player whose expertise wins over
customers around the world.
What sort of shape is Putzmeister in today?
We are profitable once again, and we became that way during the second
year after the restructuring. The source of our revenue has dramatically shift
ed to rapidly growing emerging countries. But these markets are much more
price sensitive, and that has ratcheted up pressure on margins. Other rules
apply to global markets. It is no longer enough to be the technological leader.
Western companies must develop products for individual markets as well as
remain competitive in terms of costs, structures and processes. I think this is
the crucial factor to making money in emerging markets.
This is not your first restructuring program.
What are the real success factors?
A successful restructuring program is a far-reaching process. The most criti
cal step is to shake off the shock and make decisions. The aim is to create
multipliers, appoint new managers and set up a team of 20 to 30 people who
can move the change process forward in the company. Above all, though,
the management team must be correctly positioned.
The outlook for the economy has darkened. What would you
recommend to companies in this situation?
In the months ahead, the economy must be closely monitored. Overall,
we must get used to the idea of more volatile markets and stronger ups
and downs. Growth has been uninterrupted for a long time in emerging
countries in general and in China in particular. But there is now a risk that
these regions could be infected by the economic situation in Europe.
Mr. Scheuch, thank you for this interview.
The interview was conducted by Thomas Kautzsch, a Partner at Oliver Wyman and
Head of the Manufacturing Industries Practice.

Putzmeister develops, produces, sells and
serves customers worldwide with techni
cally high-quality machines in the following
areas: Placing of concrete, truck-mounted
concrete pumps, stationary concrete pumps,
stationary placing booms and accessories,
industrial technology, pipe delivery of
industrial solids, concrete placement and
removal of excavated material in tunnels
and underground, robot and materials han
dling technology, mortar machines, plaster
ing machines, screed conveying, profes
sional high-pressure cleaning and injection
and special applications. Putzmeister’s end
markets are construction, mining and tun
neling and pre-cast plants, as well as largescale industrial projects, power stations and
sewage- and garbage-incinerating plants.
The company is headquartered in Aichtal,
Germany.
www.putzmeister.com
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DEEP-DIVE INDEPENDENT
BUSINESS REVIEWS
Restructuring

Inequality reigns in Europe’s financing markets. Many
companies have exceptionally good access to the capital
market; on the other hand, investors and creditors are
facing immense challenges, as it has never been so difficult
to assess the value of stressed and distressed businesses
and to decide how best to protect, increase and extract
this value.
Credible economic forecasts are a rarity, a fact that unsettles investors and
creditors trying to determine the value of companies and the best go-for
ward strategies. Adding to this, many European companies face a tremendous
need for strategic repositioning and operational restructuring. Thanks to
the growth spurt of recent years, particularly in the mechanical engineering
and photovoltaic industries, the rising flow of revenue was able to conceal
the gradually worsening cost position of these companies against their global
competitors.
At the same time, investors and lenders are being confronted by an enor
mous rise in refinancing by companies. Many of these debt packages were
created in the years before the financial crisis struck, at a time when bor
rowed capital was plentiful, particularly when it came to leveraged buy-out
and mezzanine programs. Now, these loans must be refinanced—with peak
refinancing volume expected in 2012–2014. Unfortunately, many of these
financing programs were originally based on aggressive growth plans that
cannot be realistically achieved now. Rising interest rates and intensifying
competition for capital among governments and banks is further
complicating refinancing efforts.

ASSESSING THE REAL ECONOMIC VALUE OF
A DISTRESSED BUSINESS
Fundamental restructuring reviews that measure the value of stressed and
distressed companies based on historical financial analysis or a superficial
strategic review fail to go far enough. Frequently, these reviews offer inade
quate insights into a company’s long-term prospects for success and, as a
result, into its real ability to service and pay back its debts. Furthermore, these
reviews form a faulty basis for decisions about setting a new strategic course,
implementing operational steps and modifying financing structures.
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A solid assessment of a company’s valuation must weigh the micro-economic
environment, industry trends, competitive positioning, financing structures
and performance of operational management to gain an understanding
of the root causes of the crisis. For instance, it is crucial to know whether the
situation can be attributed to normal cyclicality or to fundamental changes
in the marketplace.
Furthermore, it is important to understand how these factors are likely to play
out in the future and what options may exist for a combination of strategic,
operational, organizational and financial restructuring. Depth of industry
expertise is the key. To assess the potential economic value and debt capacity 
of a business, it is necessary to understand how the market may evolve, how
new and old competitors are likely to act, and which strategic options could
lead to operational performance improvement and enhance future competi
tiveness, thereby increasing revenue, earnings and cash flow.

European debt maturity profile
$ billions
Leveraged loans
High yield bonds
400
300
200
100
0

2011 12
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EXPERTISE IN KEY INDUSTRIES AND
RESTRUCTURING
In many stressed and distressed businesses, the underlying problem may 
be easy to identify—excessive leverage or a weak management team are
two prime suspects. And, in these cases, the solution may be straightforward,
with the only input required by investors and creditors being a clear-cut
financial review of recent performance and the current financial position,
as part of a simplified restructuring report.
But for those businesses where problems are the result of a mix of strategic,
operational, financial and management issues, a conventional independent
business review (IBR) will not be enough. Instead, a focused, deep-dive
examination of the firm’s underlying strategic position and outlook is needed,
one that draws on profound industry insight and expertise as well as on a
hard-headed view about the potential outcomes of aggressive strategic
and operational restructuring. Such a deep-dive IBR can produce greater
insights into the potential value of a company and reduce risks related to
required execution.
Strategic and operative expertise in an industry must be teamed with long
years of experience in complex restructuring projects. The result for investors
and creditors is an insightful, objective and actionable analysis—either as a
deep-dive IBR or as part of a focused business review. At the same time,
Oliver Wyman delivers credible assessments of debt capacity, the potential
gearing ratio of businesses and proposals on strategic options and earningsenhancing steps.

Lutz.Jaede@oliverwyman.com
+49 89 939 49 440
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RARE EARTHs:
THE ACHILLES’ HEEL
Risk Management in Procurement

Highly optimized supply chains and single sourcing in the
manufacturing industry could turn the supply of production
materials into the Achilles’ heel of companies. Natural
disasters like those in Japan, the loss of suppliers resulting
from dried-up liquidity and the shortage of resources like
rare earths can severely hurt companies’ production abilities
and trigger a massive plunge in profits.
Neodymium, terbium and dysprosium are just a few of the exotic raw materi
als, or rare earths, that are cutting deep furrows in the brows of manufac
turing companies and their procurement departments these days. The rare
earths are 17 elements that form the heart and soul of many cutting-edge
technologies. They are the driving force in consumer electronics as well as
in hybrid technologies, including electric motors and batteries, catalyst
technologies, servomotors, surface technology and wind-power stations. In
Germany, more than €400 billion of production value in the manufacturing
industry is directly or indirectly dependent on rare earths. Or, to put it another
way, more than 30 percent of goods produced in Germany contain them.

A FUTURE RISK
Rare earths really aren’t rare—at least in geological terms. Fifty-five million
tons, more than half of the world’s known reserves, are located in China,
17 percent in the CIS countries and 11 percent in the United States. But China
has been the market heavyweight for years and currently has a production
share of 97 percent of all rare earths. As a result, it has a virtual stranglehold
on the market.
Beijing recently imposed a drastic limit on exports, triggering an artificial
shortage and a subsequent price explosion. The decision has also created a
massive challenge for manufacturing companies that want to procure these
rare earths. For one thing, the price increases cannot be completely passed
on to customers. For another, it will take several years before deposits out
side China can be tapped—plans call for old mines to be put back into opera
tion and new ones to be opened in the United States, Australia, Canada and
Greenland.
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The strategic importance of rare earths will increase in the future. Global
demand for these special metals will climb from 136,000 tons in 2010 to more
than 200,000 tons in 2014, representing an annual growth rate of 10 percent.
This demand will be fueled by robust growth in magnets, batteries and polish
ing powders. Lack of availability and rising prices for rare earths could pose
a serious future threat to nearly all of Germany’s key industries: automaking,
mechanical and plant engineering, electrical engineering and electronics
companies, as well as renewable energies. The impact of this artificial short
age of rare earths can already be seen, in the up to 25 percent upswing in
the price of energy-saving light bulbs and fluorescent tubes.

CHALLENGES FOR PROCUREMENT
Once again, procurement departments are being confronted by major
challenges. During the economic crisis of 2009, they had to come up with
ways to address the financial risks and liquidity squeeze being faced by
their suppliers. Today, their most critical supplier-related risks involve
the supplier structure and supplies of production materials. The supply
shortages associated with electronic components in Japan as well as raw
materials and rare earths are just a few examples. For this reason, procure
ment departments need forward-thinking risk managers.
A study conducted by Oliver Wyman found that more than half of surveyed
procurement managers think that operating risks are indeed the most im
portant risks facing procurement. Nonetheless, more than two-thirds of the
respondents are only responding to current risks and are not approaching
them in a forward-looking, systematic manner. About 75 percent of the
surveyed companies do not evaluate their degree of risk and the probability
of risk occurrences at all, or they do so only on an informal basis. One reason
for this approach is that proactive risk management has generally played a
minor role in procurement up to now; the primary goal of procurement has
always been to cut costs, rather than considering new costs that might
arise due to risk.

Major responsibilities of
procurement departments
Percentage of responses
Source: Oliver Wyman survey on risk management
in procurement

52 %
Reducing procurement costs
for materials and services

24 %
Managing the procurement
of materials and services

15 %
Reducing the risks associated with
procurement activities and decisions

9%
Identifying innovations and
growth opportunities

SUCCESSFUL RISK MANAGEMENT
Strong procurement organizations profit from a comprehensive approach to
risk management, one that addresses all relevant risks in a farsighted manner.
The basis for effective risk management is systematic prioritization of risk
areas according to the impact of risks and the probability of occurrence. For
areas fraught with significant risks, companies and their suppliers should
jointly identify hedging measures along the value chain and select the best
on the basis of a cost-benefit analysis.
The best procurement organizations address material supply risks as early
as the development phase and during the selection of suppliers. They also
devise appropriate hedging strategies at an early stage. And, finally, they
develop contingency plans that include clearly assigned areas of responsibility
and keep their eyes peeled for early warning indicators to track the most
crucial risks. This approach enables them to react much more quickly to
challenges than companies that are once again suddenly caught off guard
by a logjam in the supply chain.

Christian.Heiss@oliverwyman.com
+49 89 939 49 588
MarcOliver.Schell@oliverwyman.com
+49 89 939 49 425
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Organization 3.0
Growth in Global Markets

The tectonic shift in economic power from the historical
“triad” to emerging countries will require global players
to reorder their organizational houses. Many industrial
companies in particular will need to elevate the status of
their regional units.
Ten years ago, the structure of the global economy was still fairly straight
forward: The “triad” of North America, Europe and Japan made up roughly
three-quarters of the global market for industrial segments. Logically then,
global industrial companies employed business models that were tailored,
above all, to the triad’s every beck and call. Product design, production
network and research and development as well as orgazinational structures
were aligned toward the triad and activities were generally structured in
global business segments.

Growing complexity
Over the past ten years, these organizational structures have undergone
little in the way of updating. Given the rising market power of emerging
countries, however, these structures may be ill equipped for the tests that lie
ahead. As markets become more complex, with heterogeneous regional
markets gaining in significance, it may be time to review and recondition
these organizational models. From 2000 to 2020, the triad will shed about
one-quarter of its economic size in industrial markets—with China and India

Challenges in organizational development 
Globalization and heterogeneous markets
Market in 2000

Market in 2015

Triad
Other
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assuming most of what they lose. Russia and Brazil are emerging as heavy
weights as well. These shifting economic tides will create four fundamental
challenges around regional competency, functional focus, volatility and
transparency/centralized management.

Expanding regional competency
Most industrial companies are globally positioned in terms of their produc
tion, sales and marketing. But as regional markets become increasingly
important, companies will need to be able to adapt to these markets’ specific
requirements. Localizing of functions will be critical. And this principle must
be broadly applied, from products to R&D and purchasing. There is much to
be said for reinforcing regional structures in an effort to better organize mar
ket access and local presence. This is particularly true for industries with very
diverse regional markets.

Intensified functional focus
In recent years, many companies have expanded their global presence by
acquiring other companies, in a bid to generate cost benefits from scale
economies. Unfortunately, things have not always worked out as planned:
The largest companies in consolidating industries, such as the commercial
vehicles sector, frequently do not generate above-average profitability. Some
companies (for example, Volvo), are now focusing more closely on functions
as a way to produce out-of-the-ordinary reductions in costs.

Success factors in restructuring
Major importance
– Clear objectives
– Clear decisions and stringent, visible
management by top executives
– Top-down approach
– Comprehensive program management
Lesser importance
– Change management
– Financial incentives
Success factors in a
transformation process
Major importance
– Clear vision and concrete objectives
– Comprehensive change management
– Explicit, early consideration of cultural
issues
Lesser importance
– Incentives, primarily financial ones

A more flexible approach to volatility
Since 2007, economic cycles have become significantly shorter and stronger.
To be able to ride out these swift ups and downs, companies require a much
more flexible, malleable organization. Several steps must be taken to reach
the next level of an “agile organization”: In particular, the supply chain must
be re-designed toward flexibility, systematic focus must be given to core
value creation through outsourcing and further flexibility must be added to
work schedules, including working-life models.

More transparency and central management
In the wake of the compliance discussion, company headquarters need much
more transparency. The compliance of control mechanisms must be assured.
A growing trend toward further transparency and central management has
emerged. Overall, companies must be able to function well at the interface of
central management and a decentralized organization.
The right organizational structure in the face of industrial market change will
depend on the particular situation of each company, based on factors such
as the heterogeneity of markets (strengthening of regional components), the
need for cost reduction (strengthening of functional components) and the
level of business complexity (business-unit structure). Based on a recent study
by Oliver Wyman, the most important factors for success will depend on
whether the change process involves simple restructuring or is a more trans
formative undertaking.

Thomas.Kautzsch@oliverwyman.com
+49 89 939 49 460
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A NEW DAY FOR THE EUROPEAN
SEMICONDUCTOR INDUSTRY

Japan’s terrible sequence of disasters—an earthquake,
tsunami and nuclear meltdown—has forced industrial
companies around the world to rethink their businesses.
This process will breathe new life into the relationship
between semiconductor manufacturers and automakers:
The sun is rising on the European chip industry.
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The electronic brains of cars and industrial plants consist of an array of pulsing
semiconductor components and chipsets. But automakers have left these
stars lingering on the sidelines: Even the strategically vital semiconductors
that power many operations in vehicles have been relegated to a place at
the far end of the bench—an inconsequential item that can be easily left to
suppliers to handle. As a result of this attitude, automakers not only have lost
touch with chipmakers, but have become incapable of optimally putting
semiconductor components to strategic and technical use. At the same time,
suppliers have been able to pawn off an added value on automakers that did
not always fit the bill.
The semiconductor bottlenecks triggered by the disaster in Japan have
brought the production of entire car models to a halt at times. In the hunt for
replacement parts, automakers have been forced to do some of the dirty
work themselves and finally get to know the semiconductor components that
do so much to run their vehicles. Once intensive talks with chip producers
were under way, automakers quickly realized just how essential a direct rela
tionship with the semiconductor industry could be in both logistical and
technological terms. This revelation is particularly important because highly
complex chip components will become even more essential strategy drivers
as automakers venture more deeply into the areas of electric vehicles, the
connected car, e-mobility, energy efficiency and reduced emissions.

The bench-warming
suppliers of the past
will become the stra
tegically important
systems players of the
future.

The new relationship between automakers and the semiconductor industry
will bring permanent change to the supply chain. Not only will automakers
deal more directly with chip producers, but they also will demand that
suppliers provide more transparency about the semiconductors being used
in vehicles, and they will get more deeply involved in chip specification.
Many semiconductor makers—in response to this new attention from
the automotive industry—will increasingly put their chip expertise to use.
The objective will be to independently develop systems or modules that are
tailored to a customer’s distinct functionality and system performance
requirements. They are then likely to bypass suppliers entirely and offer
their creations directly to the automakers. The result of this metamorphosis:
the bench-warming suppliers of the past will become the strategically
important systems players of the future.
This evolution will play right into the hands of European chipmakers. Their
expertise in functionally critical semiconductors like microcontrollers, sensors,
power semiconductors and high-frequency chips is beyond compare. The
new, intense dialogue with automakers will pay off for Infineon, NXP, STMicro
electronics and many small and mid-sized semiconductor producers like
Micronas, Elmos and Austriamicrosystems. It will give them a stage to show
off their strengths and make a name for themselves. They will score points
not only with their technological expertise but with their development and
production sites in Europe. These locations can ensure steady deliveries, and
their proximity to the automotive business will promote a technological dia
logue with the customer. The opportunities for business relationships and
partnerships with automakers are here. It’s now up to European chipmakers
to seize them.

Lutz.Jaede@oliverwyman.com
+49 89 939 49 440
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Creating what people love
before they know they want it

Adrian Slywotzky’s new book Demand explores the
critical role of demand creation in today’s economy and
analyzes how some companies’ products are doing
exponentially better than their competitors’ by creating
“magnetic” products and services. In an economy that’s
increasingly demand-driven, understanding what
Adrian calls the customer’s hassle map and creating a
product that customers love, will be the key to success
for both B2B and B2C companies.
Alongside the dismal economy that dominates the headlines there
is another economy. In this other economy, the demand engine is
almost ridiculously strong, operating in overdrive. Here, a handful 
of companies are not just doing better than their competition, they
are doing exponentially better. They enjoy runaway growth and
extraordinary customer loyalty because they create new products
and services that not only attract demand, but actually excite peo
ple. In this economy, companies are growing, profits are robust,
jobs by the hundreds of thousands are being created, and the lives
of millions of people are being enhanced in ways large and small.

They tell a story, and they enable customers to tell a story about
themselves. When it comes to creating demand, it’s not the
first mover that wins; it’s the first to create and capture the emo
tional space.

Create the killer offer
Demand provides a groundbreaking framework of seven “demand
levers” employed by those who have aced the demand equation.
It is illustrated with engaging narratives of clever and persistent com
panies that got it right. To create the killer offer—things customers
can’t resist and competitors can’t copy—these businesses far out
perform their peers along seven dimensions which are analyzed in
detail in Adrian’s book.
Adrian.Slywotzky@oliverwyman.com

Five key questions
Demand breaks the code on how some companies have created
extraordinary levels of demand in this slow-growth economy by
answering five questions:
– Who fixed the customers’ hassle map?

The challenge

– Is my product very good, or is it magnetic?

The unpredictable challenges of demand creation produce an end
less stream of head-to-head matchups: Facebook versus MySpace,
the Toyota Prius versus the Civic Hybrid, iPod versus Sansa, Eurostar
versus British Air, and many others. In each case, consumers dispro
portionately demand one seemingly comparable product over an
other—not by a few percentage points, but by a factor of six or even
ten to one. Why? What makes demand differ so dramatically when
the underlying goods appear so similar?

– Who built the best backstory behind their product, doing the right
deals with others, and engaging others in their demand process?
– Who was persistent enough (sometimes takes two years) to find
the triggers that turned fence-sitters into buyers?
– Who had a 45-degree trajectory of improvement
(versus competitors’ 5-degree trajectory of improvement)?

Magnetic products
Demand creation begins with a very tough realization: “very good”
does not equal “magnetic.” Demand creators don’t stop develop
ment until they get to “magnetic.” A magnetic product is not merely
very good but absolutely irresistible, generating excitement among
customers, enthusiasm among the employees who deliver it, and
conversation everywhere.
Magnetic products have great functionality—they are technologi
cally or qualitatively superior to rival products and save money, time,
and energy for customers. But they also have enormous emotional
appeal—the spark of uniqueness, beauty, cleverness, or delight.
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Adrian Slywotzky, Karl Weber: 
Demand – Creating What People Love
Before They Know They Want It
Crown Business, 2011

NEW STUDIES

COMMERCIAL
VEHICLES 2020
If manufacturers of commercial vehicles intend to fight
off the economic and sovereign-debt crisis and mine
the immense market potential of the future, they must
systematically turn economies of scale into profits,
conquer new markets by applying an emerging market
strategy 2.0, fuel the development of alternative drive
systems for “green” commercial vehicles and achieve
a leading position with the connected truck.
Romed.Kelp@oliverwyman.com
Wolfgang.Krenz@oliverwyman.com

CONSTRUCTION
EQUIPMENT
The market for construction equipment came through
the crisis well—thanks to exorbitant growth in China.
Manufacturers in China have massively stepped up their
exports to emerging markets. As a result, Western
producers must quickly swing into action, by defending
their domestic markets, moving into niches in China as
quality and technology leaders and devising new
strategies for the next wave of new markets. The key to
success is localization.
Romed.Kelp@oliverwyman.com
Tom.Sieber@oliverwyman.com

AGRICULTURAL
EQUIPMENT
Working with the German Engineering Association,
Oliver Wyman has closely examined the benchmarks
and strategic positioning of purchasing departments at
manufacturers of agricultural equipment. The sector’s
procurement offices are failing to live up to the perfor
mance levels achieved in other industries, particularly

in terms of the qualifications of purchasing employees,
processes and the use and application of systems, tools
and methods. By sustainably raising their purchasing
expertise to a best-practice level, Western European ag
ricultural equipment manufacturers could improve their
cost position by about €440 million within three years.
Romed.Kelp@oliverwyman.com
Christian.Heiss@oliverwyman.com

PURCHASING
BEST PRACTICES
Oliver Wyman regularly examines the maturity and per
formance of the purchasing organizations of industrial
companies in terms of strategy, employees, organiza
tion, processes, systems and tools. If your company is
interested in determining how its purchasing operations
stack up in a sector and cross-industry comparison
please contact us.
Christian.Heiss@oliverwyman.com
MarcOliver.Schell@oliverwyman.com

GLOBAL
PHOTOVOLTAICS
The German photovoltaic industry is going through
sweeping change. While domestic equipment manufac
turers and electronic companies will likely continue to
hold strong positions around the world, many cell and
module producers that lack sturdy financial bases will
be able to survive only by finding partners in the growth
markets of the future. Downstream companies face
major challenges as well: Even though they can draw on
their own reserves to generate future growth, they will
need to quickly come up with sound strategies for inter
nationalizing markets.
Wolfgang.Weger@oliverwyman.com
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Manufacturing Industries
Oliver Wyman’s Manufacturing Industries practice supports manufacturing companies in restructuring
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