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Preface
Forget fAworld classo or fibest in classo and i
Aibest in classo are meaningles®rl dl ckagwoobrm

classo but ar & someare challenders but nhapyame ®liowers. The only place
U.S. manufacturers need to be is number one in those markets that they are targeting. This is

where they make their money.

Best in Maket is a book about achieving and sustaining a leadership position in those markets
the organization chooses to serve. Being best in market is the accolade that buyers lavish on the
organization that provides superior value and the reward is dominaketrshare and

profitability. This is the new goal for U.S. manufacturers.

This past decade has been the decade of cost reduction as manufacturers came to grips with an
intensive upswing in global competition. This next decade will see manufacturerserabra

more aggressive posture where value creation and value delivery are the hallmarks of success.
And, the reward for those enterprises that are successful in becoming smooth running value

machines is best in markieimarket share leaders.

For many manu#cturers who have embraced a cost reduction strategy, the market place and its
dynamic competition have become an abstraction. Their internal focus has erected a barrier
between the manufacturing floor and the market pldg quality and value have moeaning

when divorced from buyers. There is nothing inherent within the quality movement (as it is
actually practiced) to help manufacturers understand how targeted markets define value.
Accordingly, manufacturers need some mechanism or system thadgsdkie information

conduit to markets and their value needs. That mechanism is Six Sigma Marketing (SSM).

Six Sigma Marketing is a fattbased, disciplined approach for growing market share in targeted
product/markets by providing superior value. tab#ishes an intimacy between organization
and market place that allows them to identify important value opportunities and drive this critical

information to the key strategic and operational areas of the firm. SSM informs the

Aproduct of the Sx Sgma Marketing Institute



organizations about issuesgarding manufacturing, product design, supply chain, channel, sales
and promotion, and pricing. It does this through the voice of the market (VOM) and the value
tools that are a part of Six Sigma Marketing.

Best in Marketwill change the way most manutacers view their customers, their markets and

their competition. For those manufacturers who already have a strong link to the market place,
Six Sigma Marketing offers innovative tools and approaches for making this link even stronger.
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Introduction

This is a book about the future of U.S. manufacturing. It is based upon years of work with a
large number of manufacturing organizations including New Holland, Caterpillar Mitsubishi, Joy
Mining and Manufacturing, AGCO, and many others as well as my exrger&s a subject

matter expert for manufacturing organizations such as the Maryland World Class manufacturing

Consortium.

The premise of the book is simple. For U.S. manufacturing to achieve a dominant position

within the global market it must develop ystematic and focused capacity to create and deliver

valuel customer value. The challenge is to grow the demand for its products and brands in the
targeted markets where it chooses to compete. Market share will be the metric of success. To
achieve thisuccess it will have to change its business model, its culture and adopt a new set of
value measurement and management tools. There is no existing systematic mechanism within

the manufacturing sector that candotiise ne wi ng A mer i ¢ addershiphaln uf act u
introduce the reader to the value creating mechanism called Six Sigma Marketing (SSM) that is

highly complementary to the success of U.S. manufacturing.

Old habits die hard and these changes will not come easily to an industry that idlynterna

focused on production and cost cutting. U.S. manufacturing will have to raise its vision beyond

the cost cutting initiatives on the manufacturing floor to the master the dynamics of the various
markets that it chooses to target. To date there is fipusérvice paid to a market focus on the

part of many, i f not most manufacturers. The
understand how markets define value nor do they know how to drive the value information to the

key strategic and opational areas of their business that create and deliver vau@lue that

will drive market share gains. Dominance is defined in terms of market share and profits.

Without understanding how to measure and manage value that dominance will prove to be

illusory.

Chapter 1 examines the state of U.S. manufactiirthg myths, the realities and most
important, the challenges. Much has been written about the challenges from new tax laws to

enterprise zones to cost cutting. These are what | call enaldiogsahat will provide
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organizations with an environment to excel. Enabling factors alone are insufficient to sustain a
leadership position. Value creation and delivery are the sustaining fatctarse factors that

will enable U.S. manufacturing tolaeve this dominance and sustain it.

Chapter 2 examines the old business model and how it must change to accommodate a new set of
exigencies that populate a global market place.

Chapter 3 takes an in depth look at the element that calls for a new s#s alhéd will be
required to excel in a global environment. At the heart of these tools isivaluglea that is not

new but one that has received new attention because of our ability to measure it and manage it.

Chapter 4 provides the foundation foe thew value strategy. Targeting markets will be crucial
to any effective strategy in the global environment. Buyers in different countries and even

different regions of different countries will define value in different ways. Identifying targeted
produd/markets and being able to assess their utility to the organization is a critical first step

one that will eliminate much waste and insure greater productivity.

The Voice of the Market (VOM) and how to capture it is the subject of Chapter 5. For each
targeted product/market the organization will have to create a value model that identifies and
prioritizes the importance of both quality and price and then identifies and prioritizes the
importance of the CTQs (criticalto T quality factors) that make wguality. The VOM becomes

the information platform that informs all subsequent aspects of SSM.

Under standing your organizationdés competitive
value relative to that of your key competitors is essentialling to do so relegates all

subsequent activities to guesses and your strategic planning becomes strategic gaessiing

too often occurring activity in many manufacturing organizations. This is the subject of Chapter

6.

Since market share is thecfos of this new value strategy, a tool for managing customer loyalty
is provided in Chapter 7. Trying to outsell customer defections or running faster to simply stay
in place as suggested by the Queen of Hea’dide in the Looking Glasis not an opbtin.

Customer retention is a crucial component of market share management.
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Chapter 8 describes a value tool for identifying where your competition is vulnerable and how to
attack that vulnerability. Customer acquisition is another component of marketastobin

most maturing industries, taking customers from competitors is a capability that must be
mastered. Simply waiting for your competition to make a mistake is too passive and relies on
serendipity rather than strategy.

Improving the three factorbat impact market share gainpeople, product and processes is the
focus of Chapter 9. Value is delivered throu

value adding elements.

Finally, Chapter 10 offers a model of monitoring changes matteetpeople, product and
process improvements undertaken. To simply assume that the changes are doing what they were
intended to do is delusional. They must be monitored to assess their efficiency and

effectiveness.

As indicated earlier, the driving iofence in this new model is Six Sigma Marketing a-faaged
disciplined approach for growing market share in targeted product/markets by providing superior

value.

In most manufacturing organizations traditional marketing is viewed primarily as a selling
function. SSM rejects this traditional and passive approach and becomes the organizational
value spearhead. It is intimately involved in the identification of value opportunities and the
translation of those opportunities into strategic and operatiomatives designed to grow the

organizationds top |ine revenues and mar ket s

Aproduct of the Sx Sgma Marketing Institute



11

Chapter 1: Ohe news of my death has been greatly exaggerated 6

The title of this chapter has been attributed to Mark Twain but its application to U.S.
manufacturing is agplly apropos. Depending on what news report you see or article you read,
U.S. manufacturing is either seriously on the decline or in some kind of moribund state. Adding
to the noise is the seemingly unending onslaught of products and goods comimg aiofoad,
especially China. All of this certainly gives the impression that the U.S. has abandoned its once
powerful manufacturing capability. However, a more critical examination shows that U.S.
manufacturing has actually increased as measured in aenaidifferent metrics. For

example, from the MAPI :

Despite perceptions that U.S. manufacturing is disappearing, the quantity of
manufactured goods produced in the United States has kept pace with overall economic
growth for the past 90 years. SincelI9value added in manufacturing has grown
sevenfold, the same as gross domestic product (GDP). While employment has steadily
declined in the sector, one in six private sector jobs are still in or directly tied to
manufacturing.

Her ed s an ok bugant stata &f manufacturing, this time offered in Qualitydigest.com:

The United States makes some $5 trillion worth of goods and the manufacturing sector

still employs 13 million people across the country, according to national Public Radio.
Thecoun ry has | ess than 5% of the worl dods poyj
the worldbés goodsé U.S. manufacturers sel/l
alone, the United States rang up more than $200 billion in sales of aircraft and glther hi

tech goods, and $80 billion in cars and parts, according to the Associated Press. Just one
heavy machinery company, Deere & Co., recorded $16.5 billion in sales of farming

equipment. The United States produces two and a half times more than Clufiarin d

value?

A contrarian view is offered by Businessweek.com:

Now, the bad news. Unless the U.S. can magically resurrect its manufacturing base, the
good paying jobs from these breakthroughs
$29 billion more igh tech products than it imported, notes Harvard Business School

professor Willy C. Shih. Owing to a legacy of underinvestment in manufacturing, by
2007, that had turned into a $54 billion t
outsourcing to Asiashae hal |l owed out much of Americaéds
managers, and skilled technicighs.
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This book is not a backward looking book about the state of manufacturing in the United States.
Nor is it a report on its current status. That focusislhbestf t t o reports such as

Manufacturerdds Shipment s, |l nvefhtories, and Or

On the contrary, it is a book about the future of U.S. manufacturing, in particular, what

manufacturers in the U.S. have to do to bestag, not world class, not best in class, but more
importantly, best in market in the face of increasing global competitiveness. In other words,
facing strong competition in an increasing global economy, how do American manufacturers

dominatethose markes they choose to target?

To this end, there is available to manufacturers a lot of advice. Much of this advice focuses on
factors that are out of the control of the individual manufacturer and include such policies such
as lower taxes and increased taadits, enterprise zones, or factors such as higher labor costs,

the need for a deeper pool of skilled labor; in short adedined and thought out industrial
policy.

Some of the advice is couched in terms of challenges such as those put forth loy\®onal
Havas in the Spring edition @he Bent of Tau BetaiPand which echo the previous identified
factors. These include:

e Cost pressures

e Talent crunch

e Changing expectations of the market place
Many of these factors ar formarufaduring granehl Theyie na b | i
provide an environment in which American manufacturing can grow but, in and of themselves,
do not and cannot insure a solid American manufacturing sector. Simply having a friendly tax

program does not insure that a mantufeer will be a successful competitor.
Il n a national study of manufacturers called A

strategies were identified that were deemed essential for global competitiveness. These

included:
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1. Customer focused innovatiday delivering new and better customer solutions at a faster
pace than the competition.

2. Systemic continuous improvemesy achieving recurring enterprisevide productivity
gains that exceed the competition.

3. Advanced talent managemeatgain competitive dvantage through best practices in
talent recruitment, development and retention.

4. Global engagemenkbrough securing business advantages through people, partnerships
and systems capable of engaging global markets, talent and resources.

5. Extended enterprismanagementhat leverages a flexible network of suppliers and
partners to provide competitive advantage of speed, cost and quality.

6. Sustainable products and procegbesugh the integration of environmental best
practices into company operations and prhdievelopment to maximize competitive
advantagé.

A new model for global manufacturing

Perhaps the most comprehensive view regarding winning in a global economy comes from SRI

|l nternational 6s report, fHAGIobaliti@gnaft i on: Tr end
Manufacturing | nput Factors’on Future Manufac
At the heart of this report is a new model of the Traditional Manufacturing Framework. The

traditional model is shown in Figurell
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Figure 11

“TRADITIONAL” MANUFACTURING FRAMEWORK

BUSINESS MODEL

Y

INPUTS »  Efficient localized MARKETS

transformation of inputs
into products

u.s.

MANUFACTURING

+ Economies of scale
+ Vertical integration
+ Domestic sourcing
* Focus on producing
domestically for
U_5./Intl. markets

The traditional model places amphasis on economies of scale, vertical integration, domestic
sourcing, and a focus on domestic production of goods for sale both at home and in international
markets. Underlying this model is a production funciiane that places a premium on low
costproductionwith a strong product focus. Under this model, initiative such as lean, Six Sigma
and TQM, among others, flourished. Defect reduction and cost redbet@becoméhe goals

of many manufacturers.
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Globalization, according to the repad,changing the traditional framework to the one shown in

Figure 12.

Figure 12

INPUTS

GLOBALIZATION

“GLOBALIZED” MANUFACTURING FRAMEWORK

A A

BUSINESS MODEL

Globalized creation &
capture of value

k4

MARKETS

u.s.

MANUFACTURING

+ Supply chain

management

« RA&D focus
» Flexible/agile
+ Global orchestration

At the heart of the GlobalizddanufacturingFramework isa business model that is driven by

thecreation and capture of value. Supporting taiie driven business mdds an emphasis on

supply chain management, a focus on R&D, fl ex
o r ¢ h e s tlirother wards,value capture becomes a necessary condition for manufacturing
success. This i s a s uthosafactors mgntiooed eadiérthatare 0 c o
Aenabling conditionso. No government initiat
deliver the level of value that will insure U.S. manufacturers achieving best in market. Value

creation and delivery musbme from within the organization in response to market dictates.

The question is, AWhat skill set do U.S. manu
value in response to the different markets th
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The value problem

A manufacturing business model that is predicated on the creation and capture of value assumes
that manufacturers have a capacity or a capability to actually capture value. This is not
necessarily true. The report remains mute on the mechafusergating and delivering value

in global markets. Further, there is little evidence that many manufacturers understand what
buyers value, how to capture this definition, and how to drive this information to the key

strategic and operational areas @ trganization that create and deliver value.

A survey byiSixSigma Magazinsupports this contentin Table 13 highlights how 951

guality managers responded to the question regarding the challenges they face in using customer
information.
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Table 13

Market Information Challenges Facing Quality Managers

% of total % of mentions within
Challenge mentions challenge
VOC Acquisition 44% _
Who to talk to 21%
Obtaining valid data 55%
How & what to measure 20%
How to analyze 4%
100%
25% 100%
Implementation 16%
Linking VOC to
processes 44%
Using VOC information 56%
Resources 15%
Time issues 56%
Dollar issues 44%
100% 100%

The greatest challenge citecsvin the area of VOC (voice of the customer) acquisition. Issues
included the actual acquisition of the information, its measurement, sampling (who to talk to)
and analysis. lllustrative of this challenge were the following comments:
e AGetti ngf awrsmatbil®@n ifnrom t he people who count

e NGetting a representative sample from the

=]

The biggest challenge is defining the cus
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~

e i I nterpreting the responseo

The second most mentioned challenge centerd¢te issue of cultre. Here are some of the

comments that defined this issue:
e NGetting the organization to understand cu
e ACulture change and learn to |isteno

Convincingthatitbe powemsler st and and focus o

ot

.
Implementation was the third masted challenge. Using and linking this information
dominated this challenge. Comments included:
e "Right translation of customer information
e NTranslating the customer complaints/ comme
proces s es 0
e ATransl ating customer requirements to prod
e ATransl ating VOC into design and product s
e T"We collect data but nothing happenso
Dollar and time issues dominated the resource challenge. Here are somevkustraiments.
e TResource constraints to collect datao
e ABalancing my current work assignments wit
My Lean Six Sigma project is seen as a secondary duty although it takes up considerable
ti meo
e NThe fact dathtadd weeray ef eaw Ir esources to f or me
expensive so we rely too much on anecdot al
Many manufacturers have a built in antipathy toward customers in the form of a production
focused culture that blinds them to market dynanmcfavor if cost reduction and production
goals. Accordingly, organizations fund those initiatives and activities that are the most important
to them. Capturing, understanding, and deploying market information is critical to value creation
and deliverybut, as the survey indicates, remains one of the greatest challenges facing quality

professionals in manufacturing.

In yet another study, this one conducted by IBM of 400 supply chain executives, the lack of

customer input was one of the key supply cltfiallenges.
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Rising customer demands ranks as the third highest supply chain challenge, and two out
of three companies struggle to accurately identify customer needs. However, despite the
obvious need for customer interaction, companies tend to focuesandheir suppliers

than their customers. Eighty percent design products jointly with their suppliers, but only
68 percent with their customers.

Although technology has made it more feasible than ever to incorporate customer input,
working directly withcustomers remains the least common supply chain practice. In

fact, demand planning at one out of five ¢
the pressure to be more profitable grows,
inventory, lostsales and missed innovation opportunities cause by inadequate customer
collaboration (p.22).

The value answer

This is what this book is all abouthow to create and sustain a value advantage that will propel
U.S. manufacturers to the status of best arkat. They cannot achieve best in market status
through government industrial policy. Nor can they achieve it with an internal focus on
production. U.S. manufacturers must become value creating and delivery méotapeble of
providing superior valke in those markets which they target. It is a mairksti market

approach to dominance. It requires a disciplined and faased process that can be applied to

any market that is targeted.

The irony of U.S. ma n u f athetadoptiomagdbdeployment of Sia | i z a't
Sigma Marketing.

Six Sigma Marketing (SSM) is a factased, disciplined approach to growing market share in
targeted product/markets by providing superior value.

SSM has evolved in response to a less than efteand efficient traditional marketing function

T one that is typically governed by agendas and lore. It adopts and conforms to the DMAIC
process that has made Six Sigma a powerful approach for defect reduction and cost cutting.
Unlike traditional Six Sima, SSM has an external fodusne that has a laser like concentration

on the creation and delivery of value. Value has been shown to be a strong leading indicator of

Aproduct of the Sx Sgma Marketing Institute



20

market share and top line revenues. There is little evidence that this capacity it

manufacturing organizations.

Traditional marketing practice has become a selling function with a concentration on promotion
and selling and has lost its ability to bind organizations to the markets they choose to serve. In
many manufacturing oemizations marketing reports to the VP of sales, rather than sales
reporting to the VP of marketing. This says a lot about its role within the organization.

SSM establishes an intimacy with the markets the organization targets. It captures how the
marke defines value and deploys this information to engineering, manufacturing, design,
channel management and pricing. It insures that the organization is market focused instead of

product focused.
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Takeaways

e The manufacturing world is dramatically clgamg placing the ability to capture how
markets define value forefront in the list of success factors for becoming best in
market.

e Valuei customer valué is the sine qua non of manufacturers seeking to be best in
market. Value is the best leading ind@aof market share and top line revenue
growth. Only the creation and delivery of superior value will be best in market.

Ot her competitors will be relegated to

e Many manufacturers lack the skill set and the tools to understand how theietarg
markets define value. This internal, product focus has occluded them to the changing
value needs of a dynamic and global market.

e Too many manufacturers lack the customer intimacy necessary to become value
creating and delivery machines.

Chapter 2 expnds on the nature and character of Six Sigma Marketing and its evoliition.
introduces the reader to the modified DMAIC process that provides its structure and

discipline.
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Chapter 2: The time to think out of the box is befoe you find yourself in a box

How many times have we heard team leaders or managers implore and exhort people to think out
of the box? How many times does this take place when the organization is facing some kind of
problem or emergency? Thinking outtbé box is something that should take place constantly

it is the hallmark of a best in market enterprise.

The box many manufacturers are in is one of their own creation. The walls of the box were
created from myopic thinking that placed a premium on eeEuction. U.S. manufacturers have
emphasized with a lagdike focus on defect reduction and cost cutting. They have been
impelled to do so as a response to what they see are the major global forces impacting their
business. And, they are not complgtwrong. But for too many manufacturers, Lean and Six
Sigma have come with a cost, an externality if you will, a reinforcement of an internal
production orientation blinding management to those external elements that impact the
organi zat i oamidgout g busingss lgaodidela but itcannotreplace areatidea

like growing the business. Lean and Six Sigma have as their primary emphasis efficiency. Six
Sigma Marketing (SSM), as a complimentary tool, has as its emphasis both efficiengy (doin
things at a lower cost) and effectiveness (doing things better). Thisiibutthei box

thinking that creates the best in market organization.

Some new SSM terms
Six Sigma Marketing represents a departure from the more traditional marketingk &idgrsa
approaches. Here are some terms and their definitions that are used in this chapter that will make

understanding SSM easier.

e Value: value is the interaction between quality and price. Based on my empirical
modeling, | have added a third elemdirgnd image. These three components are

referred to as value drivers. Value provi
service offering.
e Value proposition. i s t he evaluation of the enterpri

specific market.lt is relative to the value propositions of the other competitors operating
within the market. Often referred to as a competitive value proposition, it is an important

enterprise asset since it signal sowtuhe Awor
on the Competitive Value Matrix.
e Product/market: i's the interaction of an organi zat

markets or market segments. These product/markets are displayed in a Product/Market
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Matrix and each P/M represents an oppaitiuof different strategic and economic value
to the firm. A product/market is important to SSM because it reflects the two elements
that drive revenue growth and market shatengs people buy (products or services) and
the people that buy them (mat&ge

e VOM (voice of the market): is how the market (your customers as well as the customers
of your competitors) defines value. Itis captured in a Competitive Value Model and
becomes the principal driver of all strategic and operational initiatives sbggM
and undertaken by the firm. VOM is different from the VOC (voice of the customer) in
that the VOC captures only the evaluations of your captive customer base.

SSM is OTB Thinking

Six Sigma Marketing is a facti based, disciplined approach to gswing market share in
targeted product/markets by providing superior value.

SSM is all about growing market share effectively and efficiently. In short, SSM is all about
becoming and staying best in market having evolved in response to the lesseefigetida

driven marketing practices that dominate American manufacturing.

At the heart of SSM is a modified DMAIC process familiar to Six Sigma devotees. In Six Sigma
the DMAIC process is associated with a program of improveingmically fixing processes

that are not working properly. In SSM, the DMAIC process also has an improvement agenda but
equally important, the objective is enhancement of people, product or processes for the purpose
of leveragingto gain market share. Value is created andreedid to targeted product/markets

by means of people, products and processes. Leveraging has different meanings to different

peopl e. Herebs an example of | everaging that

In the early eighties, Caterpillar wigcing a strong competitive assault from Komatsu and other
equipment manufacturers. Realizing that one of its major differentiating value adding strengths
was its dealer network, CAT chose to leverage this strength. It could do so by simply advertising
the power of its dealer network to the markets they served. However, a more effective type of
leveraging was to invest even more in the dealers to make it impossible for any competitor to
neutralize the strength of its network. They wanted to make thersleaen better to become

more capable of dealing with market dynamics and more capable of creating and delivering
superior value. CAT management realized that it was through their dealer network that they

could sustain a best in market position initigdobal business. The result was a substantial
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dealer development program designed to make dealers the leading dealers in any product/market
CAT competed in. This leveraging created a differential value advantage that CAT continues to
enjoy today. Tla SSM DMAIC process is designed to identify those quality and price
opportunities that provide a competitive value advantage and create action plans to leverage

them for value superiority.
Herebdés an overview of the SSM DMAI C process.

The DEFINE stge identifies and targets the specific product/markets that provide the

manufacturer with the best opportunities for growing the business. Not all opportunities are

equal. One of the members of the Maryland World Class Manufacturing Consortium after

having gone through the define stage of SSM was amazed to find that he was spending 70% of

his revenues on a market that was providing a scant 5% of returns. By understanding the various
product/market opportunities he was able to reinvest in product/martkeiswer cost but
providing greater return. That 6s both effici
understanding different market opportunities is crucial. Failure to do so can be catastrophic.
Product/markets are further discussed lmaer 4. The two tools that are used in the DEFINE

stage are the Market Opportunity Analysis Tool and the Product/Market Matrix.

For each targeted product/market identified in the DEFINE stage a value model must be created.
This is the focus of the MEAJRE stage. The value model is the voice of the market (VOM)

and becomes the information platform that drives the rest of the DMAIC process. This insures
that the SSM initiative is powered not by internal agendas or company lore but rather by the
marketi a crucial element of a market focus. The principal tool used in the MEASURE stage is

the Competitive Value Model, the subject of Chapter 5.

The ANALYSIS stage is powered by three tools: the Competitive Value Matrix, the Customer
Loyalty Matrix and the Capetitor Vulnerability Matrix. These tools provide the analytical

basis for increasing market share, the objective of SSM. The Competitive Value Matrix (Chapter
6) identifies the competitive value propositions of the major competitors operating within a
specific product/market. This in turn permits the identification of value gaps and the nature of
those gaps. The Customer Loyalty Matrix (Chapter 7) identifies the degree of loyalty your

organization enjoys, the nature of that loyalty and the reasonswshymers are most likely to
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defect . Finally the Competitor Vulnerability
offerings identifying their strengths and weaknesses and their points of vulnerability.

IMPROVEMENT focuses on making improvementsenhancements to specific people, product
or process iIissues designed to increase the or
Two value tools are used in the IMPROVEMENT stage: the modified Cause & Effect Matrix

and Value Stream Mapping. Thadified Cause & Effect Matrix links in a KY manner, the

peopl e, product and processes (Xs) that direc
CTQs (Y). Value Stream Mapping conveys t hi

(7))

structue allowing changes for improvement or enhancement to its competitive value proposition.

The CONTROL stage monitors the changes made in the IMPROVEMENT stage by assessing
the impact these changes have on thby organi za
tracking key transactions that represent crucial buyer touch points such as sales, repairs,

technical support, etc. This monitoring is designed to mitigate customer defects and target the

goal of less than 3 customer defects per million transactions.

SSM relies heavily on the creation and delivery of value as the driver of market share and top
revenue gains. All of the tools in the modified DMAIC approach are tools designed to measure
and manage the organi zat i onoblsdesigadd specifigaltyop o s i t i
that purpose. lii thei box thinking relies upon the outdated notion of customer satisfaction,

but as you will find in Chapter 3, satisfaction has little or no relationship to market share or

profitability. Satisfied custmers are not profitable or loyal customers.

Value drives growth and market share
One of the earliest things an MBA learns is the different growth strategies available to a

business. These are illustrated in the following table.
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Table 21
Four GrowthStrategies
Current Products New Products
Current Markets Market Penetratior] Product Developmen
Market
New Markets Development Diversification

There are essentially four options for growth:

Market penetratioin the selling of more current productancurrent markets
Market developmerit the selling of current products to new markets
Product developmeritthe selling of new products to current markets
Diversificationi the selling of new products to new markets

PwnPE

What all of these growth options hawvecommon is the importance of market share growth.

Each is successful if and only if increased market share accrues to the organization. This means
that the organization must acquire the capacity to grow the demand for its current or new
products in iturrent or new markets. This also means that the organization must know how to

measure and manage value.

Letdbs |l ook at a couple of these growth option
market penetratioption is about growing markehare. Selling more of its current products in

current markets comes from three sources:

1. The acquisition of new customers (either from existing competitors or customers new to

the market)
2. The retention of the organizationds curren
3. The aility of the organization to renew contracts;sgil, increase purchasing frequency

and amounts, etc. to its current customer base.

This is the principal growth option under the traditional manufacturing model focusing on

domestic markets. It placeshaavy emphasis on low cost production and heavy selling.

Globalization is forcing many manufacturers to embrageeket developmestrategy for

growth where the focus is on the cultivation of demand for its current products in new markets.

Aproduct of the Sx Sgma Marketing Institute



28

Here again, rarket share is critical as manufacturers seek to establish a beach head in new
markets and do it quickly.

An added requirement is tispeedwith which these new initiatives can become profitable. And,

this is where the s pe dNdonyftoevcastomer valubpogticeipe s i m
impact thedegreeof market penetration, it also catalyzes thie of penetration especially if the

value is readily discernible. It does so because these products are built around a customer

dictated definitiorof quality (the correct CTQs) and offered at a price that buyers find

competitive and fair. Lower value products (products that are not responsive to the quality needs

of the buyer and are often offered at a price that is not commensurate with thparatieg

guality) take greater selling effort and time to overcome their commodity perception since these

lower value products tend to rely heavily on price discounting and dealing. In other words,
buyers do not find these products fAworth itol

Product deviepment strategies also rely heavily on value to move them through the introductory
and growth stages of their life cycle. Consider how one innovative organization defines
innovation. Dr. Curtis Carlson, president and chief executive officer of StaR&search

Institute (SRI) International talks about innovation:

Innovation, we believe, is the process of creating and deliveemgcustomer value

(emphasis added) in the marketplace. It is a discipline that can be taught and learnt.

Without these pririples our company would not be able to conceive and create

i nnovations that are at the cutting edge o
forming innovation teams are also crucial to achieving a marketplace technological
breakthrough, invention, buress model or creative design.

Carlson is correct about customer value as being a key to innovation and he is equally correct in
that it can be taught and | earned. I n fact,

depend upon American mamgturers learning how to create it, deliver it and manage it!

Creating and delivering the value necessary for rapid introduction and growth requires
understanding how buyers in new markets define value bringing us back to the elements of the

new manufactung model.
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A similar argument can be made for the remaining growth strategy of diversification and the
importance of customer value. Both the degree of penetration and the rate of penetration are
dependent upon the val ueffefmgr cei ved in the org

What is lacking in most manufacturing organizations is the capacity to either measure value
and/or manage it. These organizations typically focus on production efficiencies not market
effectiveness. To compete successfully in global markete)a@ng these value measurement
and management skills is critical. The manufacturer must become a value engine focusing not
solely on its product offering but value along its entire value delivery system with the goal of
becoming best in market wherecliooses to compete.

Value matters

Value is not new. Adam Smith relied heavily upon the concept of value to describe the exchange
process. What is new about value is our ability to measure it. And, with this measurement

ability comes the added bendidit being able to manage it.

Figure 22 conceptually depicts the measurement and management relationship of value.
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Figure 22
Measurement and Management of Value

Aworth it?

Val ue = Adustifiable price relative to product performance
ADelivering bestvalue in the industry
AProviding best productivity for the money
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Br ad Ga IMaraging Bustonker Valud994) clearly surfaced the importance of vadiye
showing that value was the best leading indicator of market sharé.(fASFigure 22 depicts,
value is the driver of the two components of market share: customer acquisition and customer
loyalty. Manufacturers seeking to improve their marketesivatheir targeted product/markets

must become value incubators.

Customer value is based on three factors: quality, brand image, and price. Quality is not simply
product quality or product features. This is a common mistake many manufacturers make and i
a result of a strong production orientation. Quality has no meaning if divorced from the market.
It is a market defined concept similar to value. Quality divorced from the market becomes
conformancé conformance to specific tolerances dictated byrexgys or production managers.
They may guess at how the market defines quality and value and if the guessing is incorrect this

results in poor quality or equally problematic, oveingineering.
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Quality has to be def i nesperspeaiva. Eath@rodua/magkett e d

will define quality and value differently. Conceptually this definition has to take into

consideration not only product factors such as product features such as types of equipment and

accessories, fit and finish, busalhas to include factors such as the sales experience customer
service/support features including inquiry, problem resolution, technical support, service, and
dealer or channel factors such as accessibility, convenience, sales support, repair, egcrésee F
2-2). In short, the value definition must be comprehensive and include all aspects of the value
delivery system adefined by the buyer I't does not st opQualtyat he
the point of production does not automatically equatquality at the point of consumption.

This was a hard learned lesson by a manufactured housing producer. The CEO had been
extolling the benefits and rewards of their Lean Six Sigma efforts in terms of manufacturing
guality advancements and costisgg. | asked if he had taken any measures of how the market

evaluated the quality and value of his product. In other words, how did the market react to his

p

ma I

Lean Six Sigma gains? He said he had no information on this. But, given his efforts he expected

to see significant market share gains. | checked back with him a few months later to see what

had happened. ANot hingo, he said. We t hen

reached the market. When it leaves the factory the product eship two sections. These

S

sections arrive at the dealerodés | ot , are asse

sold, the dealer hires an independent contractor to take the home apart, truck it to its destination,

reassemble it, set it up (etecity, plumbing, etc).

| asked if he controlled any of this activity

mistake of assuming that quality and value at the point of production, hard earned through Lean

Six Sigma, was automatically transined into quality and value at the point of consumption.

Through the transportation, assembly and set

home site, changes in the product occurred. Doors and window jams did not align, floors were
unewen, plumbing did not always work nor did the electricity. Customers blamed the
manufacturer as well as the dealer. His value proposition was taking a significant hit as

customers felt that the price of the product was not justified by the price. mnaifas, the

home was not fworth ito! He did not under st a
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perspective. He failed to understand the entire value creation and delivery process and how it
affected his business.

This comprehensive definition of valpeses an immediate challenge for many manufacturers

whose view of the world is limited to the manufacturing floor. Value creation and delivery is not
limited solely to factors embedded within a product. Several years ago working on a project

with Caterpi | ar , I was talking with a young CAT eng
admitted that the product and technology gap between CAT and several competitors was

di minishing. The prevailing view was fyellow
no longer create the quality and value advantage in the manufacturing process. We can provide
sufficient product quality to keep us in the
the dealer where a significant amount of value is acteallye at ed . 0 This point
in a subsequent project with a manufacturer of agricultural equipment. The value model that was
produced identified about 6 CTQs accounting for 100% of the quality dimension. Of this 100%,
about 67% was neproduct elated. In other words, 67% of how buyers defined quality was
associated with their dealer network. Only a third of the quality came from the product. This

was a bitter pill to swallow for this engineering dominated firm that was clearly product focused

And for many manufacturers who have at best an uneasy relationship with their channel partners,

it calls for a realization that it is the entire value delivery system that is important, not just the

product. Reinforcing the manufactuiiedealer relabnship is crucial.

Brand image also plays a role in value definitions, although not as big a role as quality or price.
Image factors will vary from industry to industry but all seem to contain two major elements: a
brand or product specific image conmgmt and a social responsibility component. Is the
manufacturer a green manufactuirene that is attendant to environmental concerns and
sustainability issues, for example. Does the manufacturer have a positive impact on the

community in which it opetas?

Price is the other major factor in value. From a measurement and management perspective the
crucial factors regarding price are its accuracy, its competitiveness and its fairness. These are
subjective reactions to actual price points and pricingiesl Most manufacturers understand

that buyers evaluate prices within ranges. If your price is out of the accepted range, the

likelihood of purchase declines.
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Performance on these value elements is derived from comparative evaluations of campetitiv

of ferings. The resulting evaluation of your
value proposition. Every organization has a competitive value proposition determined not by the
organization but by buyers in the targeted product/markeigs cbmpetitive value proposition

i's an I mportant asset signaling the Aworthine

strong buying signal.

As an asset it must be managed. Ignoring accounts payable or inventory levels would result in
disaser for any organization. So too does ignoring your competitive value proposition since it is

a |l eading indicator of mar ket share and the o
manufacturers have little or no idea of what their competitive value ptopozctually is. They

might know what they want it to be but clearly simply wanting does not translate into being.

There is a lot of lip service given to the concept of value by Six Sigma and lean practitioners and
devotes, but the lip service does translate into actual practice and strategy to insure value

creation and delivery. Customer value gets lost in the frenetic search for lower costs.

One exercise | do with manufacturers is to as
perspectie) and then use this information to compare their value proposition to that of their key
competitors. And after comparative information is provided by buyers, two outcomes typically

result. First many say they have no idea, they are involved in thagiimdend of the business.

And as such they have no idea of what the CTQs are or what their value proposition is. They are
operating from a conformance posture. This is exactly what is wrong with many manufacturers

and highlights one of the key issusghis book. Second, while a number can identify to some

degree the CTQs they have no idea of their relative importance and are usually wrong about their

value proposition. They either over estimate it or under estimate it.

Underestimating your compatie value proposition can be just as detrimental as over estimating
it. Consider the case of a plastics equipment manufacturer. This company manufactures
equipment to make items such as plastic cups, jars, parts, etc. Unknown to them was that their
competitive value proposition in the two major product/markets they served was superior to that
of their major competitors. This underestimation meant that they were failing to leverage a
significant strength to increase their market share. The adoptiar 8fggna Marketing showed

them their real competitive value proposition and they were able to leverage this into significant
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market share gains (from 4% to 11%) and an increase in profitability from a negative $2 million

to a positive $4 million all withirone year.

Regardless of the strategy of a manufacturer, growth will come from a heightened capacity to
identify how targeted product/markets define value, an ability to measure it and an ability to
manage it. These are capabilities that are currenttynigén many manufacturing concerns.

Value drives market share gains and, in a global market, the manufacturer that ventures forth to
new markets or with new products without the requisite value tools and skills to use them will be
at a significant disadantage. These tools and skills constitute a critical component of tiie out

of i the box thinking that is necessary to not only compete in global markets but to dominate

them.
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Takeaways

e Hyper competition exacerbated by globalization will require a aegvheavy emphasis
on value creation and delivery. For many manufacturers this will require learning a new
set of skillsi value measurement skills and value management skills.
e Focus should be on becoming or maintain a best in market position in those
product/markets the organization chooses to target. Forget world class. Best in market
reaps the rewards of value superiority and market share dominance.
e Six Sigma Marketing is the vehicle that drives value superiority and share growth. It is
the train tocatch to a best in market destination. Traditional marketing in many
manufacturing organizations is seen as a selling function. SSM is so much more
intimately involved with the value creation and delivery process. It is the conveyer of
value informatiorthat drives market penetration, market development, product
development and diversification strategies. It captures the meaning of value and directs
this information to the key strategic and operational areas of the organization. This is
critically important when the organization is launching initiatives in areas of the world
where the organizationds knowledge of wvaluwu
e SSM provides a structured approach (a modified DMAIC process) that insures that the
organization is targeted drfiocused on value. It is not agenda driven but based on the
VOM (voice of the market) insuring that all efforts of the organization respond to market
needs. While the definitions of value may change from market to market, the process for
creating and devering it is constant.
e Value or quality at the point of production does not automatically translate into value or
guality at the point of consumption. Manufacturers must lift their gaze from the
manufacturing floor and focus it on the entire value @ejisystem. They must take a
more comprehensive view of how the buyer defines quality and value and no longer take
the attitude that iités not my responsibili
t he manufacturer 6s detaTheyrarginitegetbemi ng best i

Chapter 3 discusses in detail the meaning of value and takes on the conventional wisdom

regarding the use of satisfaction as a metric. New tools are needed for manufacturers to

achieve a best in market status. These toelbased on value, not satisfaction.
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Chapter 3: Hand me a screwdriver | need to pound a nail

As | mentioned inhe last chapter, if American manufacturers seek best in market status, new
tools are needed. Too many manufacturing organizations, if they use any customer metrics at all,

are relying on the wrong tools. And, using the wrong tools will typically prothecerrong

results.
| f you are going to pound a nail, dondt wuse a
mar ket shar e, donot use customer satisfaction

prevailing conventional wisdom regarding cusesraatisfaction is flawed leading to wrong
decisions and wasted resources. | then offer some unconventional wisdom regarding customer
value and why it is uniquely suited for the objective of growing market share and becoming best
in market. Creating angdelivering customer value for the purpose of growing market share and
top line revenues is at the heart of Six Sigma Marketing.

New SSM terms

e Satisfaction synonymous with happiness. Satisfied customers are happy customers.
e Value: the interaction betweeruglity and price.

Value is not the same as satisfaction

| have come across a number of manufacturers who say that value creating value is their
objective but, when | look at their customer research, all | see is satisfaction. The two are not the

same.Let 6s break down the two concepts.

The conventional wisdom of satisfaction

Customer satisfaction is an emotional response to a buying situation or customer interaction. If a
customer is satisfied, he or she is happy. The idea surrounding satiséasciidey outcome is

that happy customers are loyal customers or happy customers are profitable customers. This is
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intuitively appealing as it may appear, it is fals¢ée r e 0 s

Figure 31 shows the relationship between the market share of a manufacturer of midsize tractors
and the corresponding satisfaction scores of customers who purchased the tractors.

Clearly, market share has been declining while satisfaction scores have remained constant. The
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company had spent millions of dollars on customer satisfaction surveys and even used the

outcomes of the surveys as a base for agedrdealer bonus system. As satisfaction scores

o

C

increased, dealers enjoyed larger and larger bonuses but while satisfaction scores increased, and

de al
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share

manufacturer was spemgdj more to reward satisfaction but losing market share at the same time.
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This empirical finding is buttressed by a finding by Brad Gale who notes that during the 1980s
Cadillac and AT&T were both experiencing some of their highest satisfaction scoregivelyil

were losing market share.
Commenting on AT&T, Brad Gale notes:

AT&T spent the years after i1its breakup in
painful to quality advocates, because AT&T
surveys showed theompany scoring well even in the businesses that were losing share.

I n long distance, the companydés core busin
a yeari equivalent to more than a billion dollars a year in sales. {p. 6)

| have found thisn a number of clients who have slavishly measured customer satisfaction and
proudly pointing out score increases only to see performance (measured in a number of different

ways) decline. Even more bizarre,orebltavee exper
declined while ROI and ROA have increased!

Frederick Reichheld offers the following regarding the linkage between satisfaction and

performance:

Our research indicates that satisfaction lacks a consistently demonstrable connection to
actual customr behavior and growth. This findingbsrneout by the short shrift that

investors give to such reports as the American Consumer Satisfaction Index. The ACSI,
published quarterly in the Wall Street Journal, reflects the customer satisfaction of some
200U. S. companies. In general it is difficult to discern a strong correlation between

high customer satisfaction scores and outstanding sales growth. Indeed, in some cases,
there is an inverse relationship; at Kmart, for example, a significant incretdge in
companyodés ACSI was accompanied by a sharp

(p.4¥

Reichheld adds one other piece of proof, this time from the automobile industry:

The marketing executive at the company wanted to understand why, afiemthad
spent millions of dollars on customer satisfaction surveys, satisfaction ratings for
individual dealers did not relate very closely to dealer profits or growth? (p.4)

Finally consider this evidence offered by two researchers, Magnus Soderlukhtsndilgon

who studied the relationship between customer satisfaction and customer profitability.(1999)

Their analysis focused on a wholesaler of paper (printing and copying paper) and various related
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products. The findings are somewhat unique becthesresearchers used a lagged approach to
examining the linkages. The premise is that an attitude (customer satisfaction) may not manifest
itself in a behavior until subsequent time periods. Using this approach they captured the

following behaviors:

¢ Number of orders made
e Purchase volumes

e Purchase amounts

e Customer profitability

Their findings are summed up in a table of correlations between customer satisfaction scores and
the various behaviors. If customer satisfaction were a strong predictor ofdvedvae would

expect strong correlations between the dependent variables (behaviors) and the independent
variable (customer satisfaction). This was not at all the case.
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Table 32
Correlations Between Satisfaction and Purchase Behaviors

Customer satfaction '95 1.00
Repurchase intentions '95 0.42*
Number of orders '95 -0.08
Number of orders '96 -0.07
Number of orders '97 -0.07
Purchase volume (tons) '95 0.04
Purchase volume (tons) '96 0.05
Purchase volume (tons) '97 0.01
Purchase amount '95 0.02
Purchase amount '96 0.02
Purchase amount '97 -0.01
Customer profitability '95 -0.05
Customer profitability '96 -0.05
Customer profitability '97 -0.05
*p<0.01

The researchers did find a strong and significant correlation (.42) between satisfadtion
purchase intentions. The strongest correlation between satisfaction and behavior was between
customer satisfaction and the number of orders within the same-y#jr (The size of this
correlation remained constant throughout the subsequent tweo(/€a). The correlation

between satisfaction and purchase volume (tons) ranged from .04 to .01 while the correlation
between satisfaction and purchase amount (cost) ranged from a4®4 tf .02. Finally, the
correlation between satisfaction and omser profitability held constant a05 for all three

years.
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These are very low correlations (and none are statistically significant) suggesting virtually no
linkage between satisfaction and links to customer profitability even if time is taken intaxaccou

In some cases the correlations are negative suggesting an inverse relationship.

If the simple correlation coefficient is squared)(Bnother interpretation is available. The R

explains the amount of variance in the dependent variable (numbereo$)otitht is explained by

the independent variable (satisfaction). Thus squaring the correlation coefficient for the

satisfaction and number of orders (95) indicates that .64% of the variance of the number of

orders was explained by satisfaction whilerd®8% was explained by some other factor! Even

if we look at the correlation between satisfaction and purchase intentions (.42) there is another

82% (1.00- .18) of the variance in intention that is explained by some other factor or factors
otherthansats f act i on. Howds that for a | eading in

This is strong evidence that the conventional wisdom is misleading at best and delusional at
worse. Predicating the growth of your organization on trying to grow market share by increasing
customer satisfdion is like trying to pound a nail with a screwdriver. The road to best in market

does not travel through the land of satisfaction.

The role for satisfaction

There is a role for customer satisfaction and that is as a transactional measure (see Cfmpter 1

a more in depth discussion of satisfaction as a transactional measure). Customer interactions
with an organization represent a continual <c¢h
Each interaction or transaction confirms or disconfimstheg ani zat i onés capacit
value to the buyer. As such, these transactions or experiences are like rivets on an airplane wing.
The wing can lose a few rivets and perform appropriately, but after the loss of a critical number,

the integrity of thewving is lost and the plane goes down.

Customers will tolerate poor performance on a limited number of transactions, but upon reaching
some critical number, will then choose to buy from another competitor. The goal of Six Sigma
Marketing is to limit poocustomer experiences to less than 3 per million. This means that these

experiences should be monitored as a control function, identifying systematic failures for
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improvement and identifying opportunities to enhance performance creating the Velcro that
binds a customer to a supplier.

The unconventional wisdom of customer value

For most B2B buyers that operate within the manufacturing world, purchase decisions are not

based on emotions but rather a calculus of the costs of the purchase versus tise Gdneis

the essence of customer value. Customer value is predicated on the relationship between the
guality of the competitorsd offerings and t he
consumer behaviorists refer to as a cognitive imkihg decision rather than an emotional or

affective decision. Customer value calls for the evaluation of information that assesses the

degree of quality in a product or brand, its value delivery system and the cost (price) of that
acquisition of that and.

Customer value is also relative in nature. It has no real meaning unless compared to other

customer value scores. For example, if your customer value score is a 7.8 on a ten point scale is
that good? Hard to tell. But, if you know that your keynpetitor has a score of 8.7 on that

same ten point scale, your answer iidasdginot goo
approach for assessing customer value. That is, it gathers customer value information not only

from your organization but alshe customers of your competitors. This Voice of the market

(VOM) provides the comparative information that reflects to the dynamics of market behavior.
Customer satisfaction typically gathers dat a

asessments of competitorsd customer s.

Accordingly, customer value iIis a strong | eadi
some additional proof from Brad Gale, author of the 1994 iakaging Customer Value.
Gale quantifies the degree to whigddue (what he calls markétperceived quality) impacts

earnings:

Using the market perceived metric (value)...and the Profit Impact of Marketing Strategy
(PIMS) database, we can demonstrate that the companies who move into a superior
quality (value) posion within a market perceived quality ratio that is at least 24%

better than their competitors earn a refuoni sales of more than 12%... Businesses
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that get pushed into an inferior quality position with a markeg¢rceived quality ratio
that is 2% or worse than the competition earn a profit that is less than 4% of sales. (pp.
151 16"

Based on this analysis, Gale concludes:
Superior customer value is the best leading indicator of market share and
competitiveness. And market share and competiggs in turn drive the achievement of
long term financial goals such as profitability, growth, and shareholder value. {p. 26)

Best in market is the reward or accolade that buyers pay to the firm that is the creator and deliver

of superior value.

Market d ynamics and customer value

| 6ve detailed a significant amount of evidenc
indicator of market share and why customer satisfactioni$hoet 6s spend a | itt |

decomposing the empiricism into a commarseexplanation of what is going on.

Buyers decide on which competitordéds product t

This is particularly true for professional buyers whose job it is to make sure they are aware not

only of prices but also thdifferent quality factors that are associated with the various offerings.

Choices are made using a comparative assessment in which someone wins and someone loses. It

is this process that creates market share. Customer satisfaction, when typicadg foctise

organizationds customers, cannot take into ac
0

Asuccesseso r the wins of the organization.

Moreover, organizations faced with a declining markers and a lower customer base may

find that these remaining customers are still satisfied while those that have left are not. The
defectors have left for better value better deal, if you will. They can get higher quality for the

same or even betterice or the same quality for a better price. This is the essence of value and

its power as a predictor of market share. Defecting customers may actually be satisfied with a
companybés offering but can find Iadyrmamiethat val ue
most of wus are familiar with. We are willing

we are satisfied with it until we find another product that offers higher quality at a similar or
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better price. Wh y yensantuthe thngdied prodect/neackgiseacbehave h e b u
differently?
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Takeaways

There are a number of important takeaways from this chapter.

e Customer value captures the interaction between the quality of a brand offering and the
price that is being charged fdrat offering. The key is to be able to define value from
the buyerodés perspective and not fal/l i nto
buyer typically looks at the entire value delivery system from the point of production to
the point of consuption. Value definitions that are product focused and do not consider
the more comprehensive view of value will fail to capture the totality of potential for
market share growth.

e Satisfaction is a poor predictor of behavior and a poor predictor of perfieen There is
little, if any linkage between customer satisfaction and business performance such as
purchasing, order size, order volume or number of orders. This in turn means that it will
not be able to predict market share changes. In fact, theereiarerous cases where
satisfaction has held strong or ever increased while market share actually decreased.
Happy customers are not necessarily profitable or even loyal customers.

e Customer value is a much stronger and reliable predictor of market slasges.

Market share is the homage that the markets pay for superior value creation and delivery.
It is perhaps the strongest leading indicator of market share that we have. If your goal is
to manage market share and growth and become best in marketrgeysubstantially

better off focusing on enhancing customer value and not customer satisfaction.

e Customer satisfaction is best suited as a transactional méasurevaluating the
performance of the organization on key customer touch points. Thedegoints might
include:

e The sales experience

e Parts purchases and delivery
e Technical support

e Repair services

¢ Billing inquiries

e Problem resolution

Value is a powerful shaper of institutions, industry and competition. It is the hammer that
pounds the nhof market share growth. Global markets demand that dominant competitors be
able to pass the Aworth Iito test. Those that

in the hyper competitive global competition for market dominance.
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The nex chapter focuses on two tools that are used in the DEFINE stage of the Six Sigma
Marketing process. This is a critical step in understanding how buyers define value. Value is
created in response to specific buyers and the more closely an organizatioousaon specific
types of buyers, the better it will be able to create and deliver a superior value proposition that
will drive market share growth.
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Chapter 4: Ready, fire, aim or Looking for value in all the wrong places

As chapter titles go, this one is perhaps the strangest. It does however capture two realities of

many American manufacturers. The firstilack of a targeted approach to the market place.

Ready, fire, aim is of course a corruption of the ready, aim, fire that more correctly captures the

firing sequence. The second problem is found in Waylenn n i famgus 6osg with the lyrics
ALookobnglove in all the wrong places, |l ooking
country music lovers but the substitution of the word value for love speaks to the inability of

many manufacturers to knowhereto begin to understand value amolwto find value

opportunities.

Globalization places a heavy emphasis on market development strategies for growth. As
companies seek new markets for their products, both current and potential, this means that
American manufacturers will need a systematic apgh for identifying those markets or market
segments that offer them the best options of growing their business and identifying value
opportunities that they can take advantage of. While markets and opportunities will vary, the
process of assessing themst be consistent and systematic. Charging in bsiteter or

chasing what someone else has done is a recipe for failure. Followers seldom become best in
market. Simply because one competitor can take advantage of a value opportunity does not
mean tlat all competitors can. Many choose to follow instead of lead only to discover that not

all followers will be successful.

Best in market begins by identifying those markets in which you want to be best. The task of
evaluating markets and assessingapportunities within them is made even more difficult by
distance and a lack of cultural, demographic and economic knowledge of them. This is arguably
the most important step in the SSM process. Without a clear and focused view of the
marketplace, onlyuck can guarantee a successful strategy. Is there a systematic approach for
both targeting and finding value opportunities? The answer to both questions is yes but it

requires a different set of tools perhaps not familiar to most manufacturers.
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New SSM terms

e Market Opportunity Analysis Matrix : juxtaposes thattractivenes®f a potential
mar ket with the or ga rabilegydotcompetstHgghlygadraceve s me nt
markets in which the organization has a strong ability to compete are the fiest to
targeted.

e Product/Market Matrix : aligns products with potential markets or segments. These are
the two components of revenue enhancement and market share growth. This is the tool
for targeting the organizat ichemngbestant r at egi c
market.

e Markets: groups of buyers who define value in a similar fashion. Markets can be broken
down into even more homogenous groups called segments.

Evaluating market opportunities

Many American companies have been seduced by theedlf@aential of markets in such far
flung places like China, India, and Russia. Unfortunately, when they get there they find that
things are a little more complex than they thought. Both the attractiveness of the market and

their ability to compete mayalve been overestimated.

Take for example, CATO6s move to China and the
heavy equipment industry. CAT sells a large product line of mining equipment with huge up

front prices and even more lucrative doweatn product support revenues. A country like

China appears to represent a goldmine for the
domi nated by SOEs (state owned entities) that
like the owner miners azontract miners in Australia or the miners in the U.S. where CAT does

very well. The SOEs have their own set of buying criteria and their own definitions of value. As
American manufacturing ventures further and further from home into distant markegsablke

to assess the success requirements and the attractiveness of these markets becomes incredibly

important.

Even in closer to - home markets this assessment is important. | have seen manufacturers of
agricultural equipment trying to penetratewsgricultural consumer markets only to encounter

significant impediments to penetration. The major reasons are they either do not know enough
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about the targeted markets (because they are
use this informaon. All markets have a specific set of success requirements that manufacturers
must be able to identify, operationalize and drive to the key strategic and operational areas of

their business.

The tools in this chapter, the Market Opportunity Analysid &amd the Product/Market Matrix

are tools that are used in the DEFINE stage of the Six Sigma Marketing process. The result of
applying these tools is a focused targeting strategy based on market opportunities that will
provide a strong economic returntkee firm. It is the first step in any attempt to become best in
market and grow market share effectively and efficiently.

The Mar ket Opportunity Analysis tool offers m
different markets on two criticalimensions: the economic and strategic attractiveness of the

mar ket and the organizationds ability-to comp
based approach that eliminates agendas that tend to dominate these types of discussions. 1 will
illustrate this approach with an example of how a team from Caterpillar evaluated a market

development strategy in China.

Market Attractiveness

Let s begin with understanding what markets a
with many manufarers is that this is not clearly understood. Take for example the response of

a manufacturer in a workshop | was conducting regarding market segmentation. The

manufacturer indicated that they did not use a segmentation approach because it did nbt work.
asked the manufacturer which markets they wer
mar ket , the diesel engine mar ket and the bus
auto companies who describe their markets in terms of teylwar market or the sports car

market. These are not markets but product lines. Trivial distinction? Not at all. Try

understanding how locomotives or sports cars buy something. Try to understand what the

dominant CTQs are? Try advertising to thenfiguring out what price they are willing to pay.

People buy things. The relevant issue is who are the buyers of these products? Defining markets

as product lines is symptomatic of something even more deleterious and this is a product or
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production orntation that blinds manufacturers to the dynamics of the marketplace and value.
Il tdéds little wonder why segmentation doesnodot w

What makes markets attractive from an investment or targeting perspective? Seveml facto

come to mind: size of the market, growth rate of the market, potential revenue flows, the

investment required (the lower the better), competitive intensity, etc. These factors form the
basis of the assessment of ness. mmangaades,al t ar get
assessments of these factors are not based on facts but on hunches or agendas and, in some cases,
company lore. These assessments require déaeid systematic approach on which to make

go-no go decisions.

In addition to the faadrs identified above is the ranking of their relative importance. Not all
factors will be of equal importance. Consequently these factors need to be ranked in terms of
their importance to the firm.

Herebds how a CAT t eam e gtxihtbea deeisibnts penetrateal di f f e

Chinabés markets that wuse heavy equi pment . Th
importance:
e Market size 40

e Market growth rate .30
e Product support sale§0

They could have used more factors but since this an initial assessment they decided to keep

it simple and manageable, good advice for most manufacturers. In their opinion, market size was
the most important factor followed by growth rate and product support sales. Notice that the
weights for thesehree factors add up to 1.0. They will be used to weigh the evaluation of each

factor. There were five markets that the CAT team was evaluating:

The SOE (state owned enterprises) mining market

e The Major NoRSOE mining market (large individually owned res)
e The Individual smaller mines

e Heavy construction

e General contractors
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Using a ten point scale (1 = small size, growth rate, and product support revenue flow and 10 =
large, size, growth rate and product support revenue flow), the team evaluatedehe thr
attractiveness factors for each potential market. These ratings were then multiplied by the
weights for each factor producing an overall attractiveness score for each market. The process
for making these assessments requires all team members topotekr assessments with facts.
Moreover, as the facts come out, other team members may change their evaluations. Each
assessment is noted and a range of assessments developed. Individuals providing the highest
assessment and the lowest assessmenskesl to defend their evaluation. This insures that all

team members are operating with the same information.

Ability to compete

Next the team evaluated CATO6s ability to comp
weights that comprised abilityp ttompete were:

e People(Do we have the right people?) 40
e Product lines (Do we have the products that fit the applications?) .40
e Product support (Can we support the equiprigepairs, service, parts?2p0

The CAT team felt that to compete effectivehey needed to have the right people in the right
locations, the necessary product lines to fit the types of work being done and the necessary
product support systems to keep the gear running. Many of these factors will be qualifiers or
Amust RFalurestsgoality retards or impedes penetration and may doom the initiative to

failure.

Their evaluations of their ability to provide these factors (using a ten point scale where 1 = poor
people, product lines and product support and 10 = excellentepgoptiuct lines and product

support) were made and the weighted ability to compete score was calculated.

This type of analysis forces facts to the fore front and reduces evaluations driven by agenda. As
the organization develops its skill in using ttasl the quality of the information increases and,

so too does the quality of the decision. But
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The market opportunity matrix

The results of the two evaluations, attractiveness and ability to compesigoare on the

following matrix (Figure 41).

Figure 41
Market Opportunity Matrix

9
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Market Attractiveness

Figure 41 displays the five different markets in terms of their attractiveness and the
organizationds ability to compete. thaffTaee dar ke
assessed to be attractive and for which the organization has a good ability to compete. These are
the primary targets. In this case they are the Hcon (heavy construction market) and the major

Non SOE mining market. Those markets that are geeraterms of their attractiveness and the
organizationdéds ability to compete are shown i
mining markets. These markets represent secondary targets. Finally, those markets that have

been assessed to haitd attractiveness and for which the organization has little ability to
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compete are shown in the three light colored squares. The Gcon or general contractor market fell

into this zone.

The ability to compete factor is under the direct control of theufiaaturer. If, for example, the

team wanted to know what it needed to do to target the SOE market, it can look at its ability to
compete score. The market is judged to be attractive and the factor that puts it into a secondary
targeting posture isthegrani zat i onds inability to compete.
Matrix becomes a diagnostic tool as well as an evaluative tool.

This tool creates a permanent record of the decision making process that went into decisions
regarding which markets target. Over time, the factors that compose the attractiveness
evaluation may change as well as the factors

ability to compete.

The Product/Market Matrix

A supplementary tool that is used in the SSM DHEEKtage is the Product/Market Matrix. This
tool amplifies and builds on the outcome of the Market Opportunity Analysis and provides even

greater focus on value opportunities.

Six Sigma Marketing has as its goal of becoming best in market and reapregvénds of
increased top line revenues and market share. The Product/Market (P/M) Matrix juxtaposes the
two elements that account for revenue and market share growth: products and the people who

buy them. A generalized P/M Matrix is shown in Figut2.4
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Figure 42
Product/Market Matrix

““\\Market
- Market | Market | Market | Market

Product™~.| A B C D Total
Product A
Product B
Product C

Total

Across the top of the matrix are arrayed the different potential and actual markets or market
segments that the manufacture can choose to target. On the vertical portion of the matrix are the
different potential andctual product lines that the manufacturer does or can offer. Including
potential markets (those markets not currently served by the enterprise) can be useful in spotting
new opportunities for growth. The intersection of a product line with a marketgorest

constitutes a product/markieta competitive arena that produces potential revenue and profits.
These product/markets are where the manufacturer actually competes. They are the battleground
for revenues and market share. They are the targetddgihmarkets in which the manufacturer

seeks to become or stay best in market.

Not all product/markets are equalome offer the organization a better opportunity for growth
than others. Manufacturers have to target specific product/markets basedaipeodaiomic

and strategic value to the organization. On what basis is this targeting done?
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Targeted product/markets are chosen by picking certain criteria that are used to evaluate the
economic value of the product/market. These criteria might ieclud

e P/M size

e P/M growth rate

e Competitive intensity of the P/M
e P/M margins

e Downstreansales potential

Some of these criteria are the same ones used in the Market Opportunity Analysis. The
difference here is that we are moving from a more global view pdmpnity to a more
focused view of opportunity. We are reducing the variance from a market view to a
product/market view thus producing a clearer picture and ultimately providing even more

actionable information.

Most manufacturers will be able to meesrevenues and margins by product line, after all

they probably aggregate financial data accordingly. This can be problematic. Consider a
manufacturer of agricultural equipment, specifically tractors. The manufacturer makes

tractors for a number afifferent applications such as cattle raising, hog farming, crop raising,
orchard cultivation, row crop, landscaping, golf course maintenance, part time farming, etc.

Now assume that you are alerted to the fact that you are losing market share incyour tra

Il i ne. I f you dondét know where (which mar ket
you start? Are you losing share in the cattle market? Or the golf course maintenance? Or
landscaping? The P/M matrix creates order out of what can be a higifilising and chaotic

situation.

Herebs an example of a manufacturer of plast
blenders). The manufacturer was experiencing a loss of market share and a decline in profits.
No one was able to put their finger or tbource of the problem. How to turn this situation

around? They started by creating the P/M Matrix shown in Figize 4
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Figure 43
P/M Matrix1 Plastics Manufacturer
Product/Market Low Tech High Tech
$ 9MIL MODERATE | $1.1MIL MODERATE
Hot Air MODERATE MOD-HIGH
: MODERATE MODERATE
Dryers $18.MIL  HIGH $22.MIL  HIGH
o HIGH HIGH
Dehumidifier MODERATE MODERATE KEY : .
P/M § Size 'Comp Intensity
$16MIL  MOD-HIGH | $34ML  MOD-HIGH | Accessibility
MOD-HIGH MOD-HIGH ' Margins
Pressure MODERATE MODERATE :
Conveying $14.4MIL HIGH $30.6MIL HIGH
Vacuum HIGH HIGH
uu MODERATE MODERATE
$6.2 MIL HIGH $24.8 MIL HIGH
Gravimetric MOD-HIGH HIGH
MODERATE MODERATE
Blenders $4.8 MIL HIGH $1.2ML MODERATE
Volumetric MODERATE MODERATE
MODERATE MODERATE

No market segmentation scheme was used by this company so a first step wadyaidenti
basis for breaking the overall market into more manageable segments. The team decided on
two segments: low tech processors and high tech processors. The salespeople on the team
said they could readily identify the type of processor by simply \isitile processing

facility. This satisfies one of the most important criteria of successful segmeritatien

ability to actually identify customers and correctly classify them into the different segments.
These segments are shown across the top ofdahexmDown the side are the three product

lines offered by this manufacturer.
The criteria selected to evaluate the individual six P/Ms are:

e P/M size

e Competitive intensity

e Accessibility (ability to identify and reach the customers)
e Margins
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P/M size wa®asily quantified but more global measures were used to calculate the remaining
criteria. Each P/M was evaluated and based on this evaluation the two segments, Dryers/Low

Tech and Conveyers/High Tech were targeted. This targeting means that resolbzeaseit

to grow the companyds mar ket share in these t
them exclusively and turn down business in the other P/Ms. On the contrary, they will continue

to serve and to sell to all P/Ms but focus principallytlmntargeted P/Ms. Now they have

strategic focus.

This P/M Matrix is typical of companies that are just beginning their Six Sigma Marketing
journey. The matrix is limited by the nature and quality of their information systems but over
time, informationsystems can be made to conform to the needs of their SSM strategy.

Manufacturers operating in global markets would probably create a master P/M Matrix and then
break it down into geographic segments and then within each geographic segment construct a
P/M Matrix. This will of course, depend upon how the organization sees its world. Regardless,

a P/ M Matrix can be created to conform to the

Herebs anot her example of a manufacteoecaner whos
market. Their P/M Matrix is quite extensive so | am presenting only their segmentation

approach. It is interesting to note that their original segmentation approach was pretty simplistic

I basically farmers. However, over a period of time their dvohlanged sometimes without

their awareness or knowledge and often to the

segmentation approathboth markets and market segments.

e Farming market
o Cash grain
0 Livestock
o Fruit and vegetable
o Other crops
o0 Hobby farmes

e Commercial market
o Light construction
0 Harvesting
o Mowing
0 Landscape
o Golf course

Aproduct of the Sx Sgma Marketing Institute



60

0 Snow removal
o0 Rental

e Government market
o Federal
o State
0 Local

e Consumer market

Behind this segmentation approach is a realization that each segment has different needs and
buying matterns and that these are reflected in the definitions of value that exist. No single
definition of value is going to satisfy all markets or segments. Clearly, it is readily
understandable even to individuals not familiar with the ag industry thategstarmers will

define value differently than landscapers or snow removers regarding tractor purchases.
Moreover, breaking down markets into their constituent segments provides a clearérdocus

more granular view of how buyers define value.

When asegmentation approach is juxtaposed to the different product lines offered by an
organization, specific competitive arenas are surfaced. And, it is in these different competitive

arenas that market share will be won or lost.
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Takeaways

Here are somefdhe more important takeaways from this chapter.

e Some markets are worth more to an organization than others. Being able to assess the
attractiveness of potenti al mar ket s and se
compete within potential markets ¢ritical to any strategy. Without this approach
organizations will be like the one that was spending 70% of their revenues to generate
5% of their income.

e The Product/ Market Matrix is a tool that w
where the reenues and market share growth will come from. The juxtaposition of
product lines and markets identifies the individual competitive arenas in which the
manufacturer will compete for market share. Best in market will be the organization that
cancreateah del i ver superior value. l nstead of
amorphous collection of buyers, the P/M Matrix creates a focus on those individual P/Ms
that are most lucrative to the organization.

e Markets are made up of people, not productadiction oriented manufacturers who
view markets as products need to readjust their focus and concentrate on specific
product/markets.

The next chapter explores the MEASURE stage of the Six Sigma Marketing process. Itis in this
stage that specific d@ftions of value are surfaced for each of the product/markets targeted by
the organization. Value is communicated from buyers through value models that represent the
voice of the market (VOM).
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talking about!

Similar words to these were spoken during an executive level meeting at a well known
manufacturer. The issue that we were discuss
customers were talking about reliability in their lang@avhich was not the way in which the

V.P. of Quality was thinking about it. Lost on the V.P. was what the customers were trying to

tell him about his produgt that there were problems with it. These problems were dismissed

under the rationale that thelyd not really understand what reliability was all about. Sound

extreme? Perhapdut not as extreme as you may think. This is symptomatic of an

organization that does not listen well to either the VOC (voice of the customer) or the VOM

(voice of themarket). It is characteristic of a production focused organization with no clear line

of sight to the market. It is unlikely that any organization can become or stay best in market

without listening to its customers and the market.

| participated in thelesign and analysis of a survey of quality professional for iSixSigma
Magazine! Recall, as mentioned in Chapter 1, respondents were asked about the most
significant challenges facing them. Twenty five percent of the respondents indicated that their
company does not support the acquisition and use of customer information. Comments such as

the following reveal the real nature of this challenge:

e NGetting the organization to understand 6c

e ACulture change and learn to |isteno

e TMost peoarle Iceosusl;d ict 6s all about the doll
A

Convincingthat-be powenderstand and focus on

A new manufacturing business model that places a heavy emphasis on value demands that
manufacturers not be catacent or ignorant of the customer or the market. Value does not
emanate from the boardroom or the production floor but from the marketplace. In fact, value or
guality, have no meaning when divorced from the buyer. When it is separated, qualityuend val
become mere conformance. Failure to listen and respond to the voice of the market will carry a

heavy penalty. American manufacturing enterprises cannot become best in market or assume a

Aproduct of the Sx Sgma Marketing Institute



63

prominent position within the global economy without develophegability to listen to and

understand how markets define value.
New SSM terms

e Value modet the voice of the market and the information platform for driving Six Sigma
Marketing initiatives to key operational and strategic areas of the organization.

e Factor analysis a multivariate statistical technique also known as latent dimension
analysis that sorts questionnaire items into groups having a basic underlying similarity.
These groups are then named by the investigative team. They are the bases for
identifying CTQs (criticall to i quality) factors.

e Focus groups an exploratory technique suitable for identifying questionnaire items.
Focus groups consist of 8 to 12 people who are questioned in depth about quality issues.

Value as the voice of the market

At this point in the Six Sigma Marketing DMAIC process the enterprise has identified and
targeted the product/markets in which they choose to compete. The next step is to understand
how buyers within each targeted product/market define value. Value isubeafrmarket

share.

Along with our ability to measure value has come the equally important capacity to manage it.
We dondét have to guess or rely on intuition.
product/markets that the organization hageted.

Figure 51 illustrates a typical value model. This is a value model for less than 40 horsepower
tractors targeted to hobby farmers. Hobby farmers are individuals who have day time jobs and
come home to a large tract of land and enjoy using tfaitors to maintain a garden or mow

their property.
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Figure 51
Value Model for Less Than 40 HP Tractors/Hobby Farmers

Dealer Service -242
Machine 193
Operation
) 518
Dealer Sales |—12° g Qua“ty
Trial & 147
Training
Machine 139 » Value
Productivity 101
Order & 0 I mage
Delivery
Machine —
Reliability
Managerial PriCe Explanatory
Component 381 Component

There are a couple of important aspects of the value model. First, note that it is divided into two
parts: a managerial componemd an explanatory component. The explanatory component
explainsthe relationship among the three predictors of value: quality, image and price. The
numbers adjacent to each value driver indicate their relative importance in explaining value. In
this ase, quality (.518) has the biggest impact followed by price (.381) and then image (.101).
This is useful information because in this product/market positive changes in value will come
more from a positive change in quality rather than a decrease in fitieeprincipal driver of

value is quality. This often flies in the face of the conventional marketing wisdom regarding

value management and the urgings of salespeople and marketers to reduce the price.
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The managerial component provides equally impaitdarmation. If all we knew at this point

is that quality was the major driver of value, how would we go about improving quality? This
information is provided by the individual CTQs (critiaio i quality factors) identified in the
managerial compome. Each CTQ, similar to the value drivers in the explanatory component of
t he model , has a weight attached to it indica
most important (.242) followed byl9etmalbihi ne op
prioritization of CTQs enables the manufacturer to focus on the most important CTQs that will
drive the brandds competitive value proposit.i

The value model in Figure 5.1 also reveals another important piece of infarmatidy three of

the CTQs are actually related to the product:
Amachine reliabilityo. Al'l of the other CTQs
and delivery process. In fact, adding bp teights, those CTQs that relate to the product

account for only about 40% of how this product/market defines quality. Product oriented
manufacturers would tend to miss about 60% of the quality definition. Moreover, the most

important CTQ is a dealerT@ and not a product CTQ! This is why it is critical to take an

expanded view of quality as argued for in Chapter 3.

The implication of this is important and to b
manufacturerds and bheaailyidfloenced by how ¢he gealer metoverk t § o n
performs. To many buyers the dealer is the manufacturer. This means that the manufacturer has
a vested interest in educating and working with dealers to insure maximal value delivery. In

many cases, the relanship between a manufacturer and the channel (agents, brokers, dealers) is
one of tolerance rather than partnership. Value creation and delivery requires a seamless
partnership up and down the channel system managed by the manufacturer. Valueyatqualit

the point of production does not automatically translate into value or quality at the point of
consumption. For the manufacturer, achieving best in market means that the dealers must also
be best in market. This point is punctuated by a receny.s#dccording to a J.D. Power and
Associates 2009 Sales Satisfaction Index (SSI) Study:

21% of newcar buyers will walk out of a dealership because of a negative buying
experience at that dealership. Where do they go? Well, they buy their car atemtdiffe
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deal ership, of course. But whatdéds more im
of those who walk out of a dealership because of treatment, change brands.

This importance of the dealer in the value creation and delivery process was new/$réctor
manufacturer who had traditionally marketed their products to farmers who relied less on dealer
service than did this market segment. They thought they could target this market stressing
product features and ignoring the role of the dealdris Worked with traditional farmers, why
wouldnot it work with consumers? Failing to
impeded penetration and stifled market share growth allowing more astute competitors to

become best in market and achiavealue and market share advantage.

The value model is the voice of the market. It is constructed on evaluations of not only your
brand but also the evaluations of competitors
from your customers but alsbose customers of competing brands. This model is the

information platform for Six Sigma Marketing and drives all other aspects of strategic and

operational performance.

Herebs anot her value model |, this ti.ntmas focusin

connectors are those flexible metal hoses that connect appliances to gas sources.
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Figure 52
Value Model for Gas Connectors/Wholesalers

Product .683
Quality 307
»  QUALITY
Account 317
Management
IMAGE 21—  VALUE
077
PRICE

Adjusted R=.74

This model is a relatively simplistic one when compared to the more complex model for tractors.
The majorvalue drivers are image (.596) and quality (.327). It is more than likely that the brand
image element communicates a lot of information regarding the quality of the product, hence its
importance. Price is relatively unimportant due to the similarrmgyipolicies of the different
competitors within this product/market. In other words, since there is little difference in price,

price does not have a big impact on value.

Two CTQs make up the quality component: product quality (.683) and account manageme

(.317). Let me make the same point as | did earlier. Manufacturers that are product oriented

would tend to miss, in this case, a significant portion of the quality definition. Buyers not only

focus on the quality of the product per se, butalsoa€®Ql | ed faccount manage

consisting of items such as the following:

Aproduct of the Sx Sgma Marketing Institute



68

e Providing reps that are accessible and responsive

e Providing reps that keep you informed of impending price changes

e Providing reps with good technical knowledge

e Providing reps with whm you can communicate with in different ways (fax, email, etc.)
e Providing reps that are willing to go on outside calls with your people

e Providing reps that facilitate returns and warranty claims

e Providing reps that keep a safety stock of connectors inaaseemergency

Clearly in an industry that is highly product oriented, having reps that are capable of providing a
high |l evel of fAaccount managemento offers the
management 0 i s a CT Q ompbtitots arenflaind yo agdaise thatpropellecc t o r
this company to best in market. Enhancement s
specific processes (information flows, warranty, and return) as well as making sure that the

people havethenecess y training to provide superior HfAac

One final value model is offered. Figured5s a value model for dryers sold to the low tech

plastics market. The manufacturer used sales agents to move their product.
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Figure 53
Value Model fo Dryers/Low Tech Manufacturers

Product Quality |.327
& Performance
Maintenance .158
Process
Installation 143
Process
Product Support |.125 > Qua“ty .637
Process
Sales 111
Process
Product 089 —  Value
Mix
Dryer .029
Features
Hopper .020
Features PriCe ETE R= 824

Again, quality is the major value driver (.637) followed by price (.363). The implications are the
s ame. The best way to improve the brandds co

enhancement of quality, not aatease in price.

Quiality is a relatively complex element in this situation. Product quality and performance (.327)
is the CTQ with the most importance, followed

processo (.143), nApedbHduciisauppoptopevnsescoll
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Again, value creation and delivery is a partnership between the manufacturer and, in this case,
the sales agents hired by the manufacturer. This manufacturer was forced to rethink its
relationship with the agents ssan atmosphere of distrust existed between the two. A first step

in value enhancement required a rethinking of this relationship and a recognition that both parties
would benefit from a more solid partnership. Best in market for the manufacturer depahds

agent, dealer or broker also being best in market.

Understanding CTQs

So far wedve | ooked at the more global aspect
what drives value and the different CTQs that make up the quality component. @&wtovh

these CTQs mean? In Figurd5, what does fidealer serviceo me:
of team members you would come up with a numb

making it difficult to actually respond to how the market defitmesCTQ.

The CTQs in the value model were formed using a statistical technique called factor analysis that
sorts responses to quality questions or items based upon their response patterns. This produces a
number of fAbucket so ofgingameentwithothes questioasinthieav e s o
same bucket. Inthe case of the tractor model, the technique identified seven different buckets

(the CTQs).

The ndeal er serviceo bucket contained the fol

e Dealer responsiveness in solyiproblems

e Dealer problem solving ability

e Ability of dealer service people to repair the equipment
e Technical knowledge of dealer repair personnel

e Dealer performance on warranty claims

e Response time for dealer service

e Quality of shop repairs

e Dealer serviceesponsiveness

e Product knowledge of dealer service people

e Diagnostic skills of field service people

e Willingness of service department to keep you informed of repair status
e Capacity of dealer repair facilities to handle repairs
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e Ability to get needed partsueckly

Initially, there was no name for this CTQ. The SSM team reviewed the contents of this bucket

and since all of the items referred to some aspect of service at the dealer level, they labeled it
Adeal er serviceo. Thies fidse aH cew bsuey evri sc ecdf ntorta ca
quality person but the market. Other teams could have come up with a different label but more

than likely the label would have been similar. Having this information available now makes

improving performanceoiid eal er serviceo more focused and
information, an organization could spend significant amounts of time and resources focusing on

the wrong things.

How do you partner with deal er s oduvon? Gagherove fd
together a manufacturer/dealer team and start from the top of the VPC list and look at how

dealers respond to service issues. Look at their problem solving ability. Is it strong or are their
issues that need attention? Do they havestifiéicient training and equipment to do the repairs

when they are promised? These are a few of the questions that can guide improvements on CTQ

performance and will be addressed in greater detail in Chapter 9.

Letds |l ook at anotmeropewpatritamd. CTDRhiisnaichia C°

under the control of the manufacturer. i Mac h

e Operator comfort

e Ease of getting on and off the tractor
e Noise level of the machine

e Design of machine safefeatures

e Space to carry things on the tractor
e Layout of operator controls

e Style of the tractor

e Ease of hooking up attachments

e Machine maneuverability

e Smooth and easy operating transmission
e Operator visibility

e Fit and finish of the tractor
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Thisbucketwa | abel ed Amachine operationo by the te
actual driving and use of the tractor. Clearly, most of these items refer to the design and
manufacturer of the tractor. This information should go directly to the das@dymanufacturing

teams who use the information to i mprove and

For example, the VPC fioperator comforto direc
the tractor so that the operator could easily turn the seat atmoperate the backhoe. This

made the tractor more accommodating to the operator. Reducing the noise level of the machine
became an i mportant goal and was achieved. T
a factor that was initially overlookldn the design. Operators liked to be able to carry such items

as tool boxes and chains on the tractor. Thi
safety featureso | ed the team to focus on an
manyoperators felt was too short for easy accessibility. These are some to the enhancements

that were made to this product line based upon listening to the VOM.

Capturing the VOM

The previous value models were generated from survey information colleate8ureers in the
targeted product/market. It might be useful to take a few moments and review the process. The
purpose of this review is not to make market researchers out of manufacturers but rather to make
them better buyers or specifiers of market aesie information. Too many research companies

sell offi theT shelf research to companies. Good research is driven by the information needs of

the client, not the bottom line of the seller.

Step one: Asking the right questions
The first step in any suey design is to make sure you are asking the correct and relevant
guestions. This is where interviews or focus groups can be particularly helpful. Both of these

techniques are best classified as febepelyor at or

useful in eliciting the right types of questions to ask in a survey.
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Focus groups usually are comprised of about 8 to 12 individuals who are part of the targeted
product/market. These individuals are asked to talk about their experienceslisikless,

problems regarding the product in question. It is essential that this discussion should focus on
how they define quality and value. This is where the more comprehensive definitions of quality
and value come in. Relying on the interaction agnthe group can be very beneficial and
revealing as one respondent will play off another. Your attention should be directed toward
compiling a list of attributes that define quality and value. During this process it is essential that
a level of granulaty be achieved, since the more granular the information the more actionable it

is.

For example, a respondent might say fiquality
guestions should be what does quality mean? Can you give me an example qigagd

Can you give me an example of bad quality? If you were designing a product like this, how

would insure that it is a quality product? Allowing these questions to be part of a group

discussion can be very enlightening. In fact, | have fouqdiie useful to have a group of
manufacturing executives behind the one way glass to listen and view the groups being

conducted. They will learn a lot just from this exposure.

The tendency of the uninitiated research user is to rely too heavily ongimys information.

Some people tend to take the information as gospel. Keep in mind that the responses come from
just 8 to 12 individuals and do not reflect a statistical sample of actual buyers. In fact, it is
probably wise to conduct at least two aonefocus groups to corroborate the information.

These sessions can be vithgmed and replayed for other individuals in the company exposing

them to how the market defines quality and value. They provide good discussion guides.
Step two: Questionnaire development

The actual form of the questionnaire will depend upon what data collection technique you are
using. However, most types of questionnaires have some basic elements in common.

Once a list of quality and value attributes has been generatgdaide assembled into a
guestionnaire. The questionnaire has three basic sections: a screening section, a body, and a

demographic section. The screening section contains questions that make sure you are reaching

Aproduct of the Sx Sgma Marketing Institute



74

the proper person. Ask the wrong periomright questions and you run the risk of getting bad
information.

The body of the questionnaire contains the attributes that you have generated from the focus
groups. These should be randomly listed (as most professional survey companies do). These
guestions should be answered using a scale anchored by 1 = poor performance and 10 =
excellent performance. There are other types of anchors but the real issue you are trying to
assess is the performance of the different competitors.

Finally, any inform&éon that you want to collect regarding who is answering the questionnaire
should go last. Typical demographics include age, gender, geographic location, size of company
(revenues or employees), and any other information that will help you segmenebbtarers.

This information goes last so that in the case of a respondent dropping out you will still have the

attribute information.

There are several other aspects of questionnaire development that are important and can and
should be worked out with valever is doing the research. Good competent research companies

will be able to address these issues.

Step three: Fielding

Once the questionnaire has been developed and tested, it is fielded. This again is done by the
research company and dependinglmnnature of the buyers can be handled by telephone,
internet or mail. In some cases a personal interview format can be useful. Each format has its

advantages and costs and should be discussed with the research company.

Step four: Analysis

When the dat is collected and edited it is subject to an analysis. There are numerous ways of
surfacing information. The models shown earlier were the result of a multiple analytic approach.

First the items were factor analyzed which permits the surfacing offt@s.CThese are then
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regressed against a composite of value questions. The regression model generates a goodness of
fit measure that tells you how good the independent variables (CTQs) are in explaining the
dependent variable (value) and how importanhedement of the model is in capturing the

meaning of value.

There are other ways of analyzing the data but any technique(s) chosen should identify and
prioritize the drivers of value (quality, image and price) and should do the same for the CTQs.
Clearly, the more focused the CTQs the more actionable the resulting information.

The model should also yield information that permits you to identify your competitive value
proposition with that of your key competitors. This will require you to not only swwear

customers but also those of your competitors.

Again, many types of analytics can be used but you will want to be able to break down the
respondents into your customers and be able to identify other customers by brand or competitor.
This is esserdi.

A complete discussion of data collection and the various types of analyses are beyond the scope
of this book. Other books, suchlastening tothe Voice of the Market: How to Increase Market
Share and Satisfy Current Custonietelve into the reseeh process in significantly greater

detalil.

Generating this kind of information is not cheap. But the returns from good market information
are invaluable in becoming best in the market. And, being best in the market has its own longer

lasting returns.
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Takeaways

e Contrary to what many production oriented executives say, customers and buyers know
an awful lot, especially when it comes to value and quality. Neither of these two terms
has any real meaning when they are divorced from the market. Rooooicented
organizations have to find a way to look beyond the manufacturing floor and establish a
clear line of sight to the market place. This has to be priority number one!

e For each product/market that the organization targets, it has to undersiaadnd
guality better than anyone else in that product/market. Best in market depends upon this
information advantage.

e Value models or whaver vehicle is used to capture value and quality definitions must be
able to identify and prioritize value drigeand CTQs. They must be able to define them
in terms that are actionable and that have meaning.

e The value model is the Voice of the Market which provides the information platform for
becoming best in market. It is directive by nature and learning d\@apture it and use
it is essential, regardless of which product/market you are targeting.

e Finally, communicate the value information. As the value models often point out, value
is created and delivered not only by the manufacturer but also by otheethambers.
Engage dealers, agents and brokers and use the information to enhance or improve their
contribution to the value delivery system. The customer comes into contact with the
dealer and the deal er 6s s al eslpserppriecree a Use
value | aden one. Use the information to s
Use the information to improve or enhance the design and manufacturing process.
Information not shared is no information at all. Best in mankeans that your value
engine must be firing on all cylinders. Make sure it is.

Chapter 6 examines a key value tool, the Competitive Value Matrix, necessary for managing
customer value. These tools are fgavunarked on t
share?o Mar ket share derives from being abl e
requires enterprises to be able to actively measure and manage their competitive value

propositions.
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Chapter6: @ A8 OA T 1 x1 OOA ©Odi Aleverfonedd gboll, Al OA
what is average?

The title of this chapter is comprised of two actual quotes that | will never forget for different
reasons. The first part of the title, nWeobr e
executive who | asked ldw do you compare to your competitorghie eyes of your customers?

He thought for a second an uttered the memorable words.

The second quote comes from a question that | asked a roomful of exetutiv¢® w many o f

you provide good quality?bo Ever ymsnd hriai sgned nt?
After the usual silence, a share exieave 6s&i &, I A
providing average quality!o As a flor kshop 1| e
breakthroughs

Best in market does not accrue hose who are no worse than anyone else or to those who are
providing average quality. Instead of being best in market, how many want to be average in
market? How do you win when there is no compelling reason for choosing your product or

brand overacongpt i t or 6 s ? You donoét .

To be best in market it is essential to be able to accurately compare your value offering to that of
your competition. Identify where you are strong and weak and then use this information to

enhance or improve your competitive pmsit No good general goes into battle without

understanding the disposition of his eneimyg strengths and weakness&milarly, no
intelligent manager goes to mar ket without wun
of his competitors. Chmer 6 is about understanding value gagie Analysis stage of the Six

Sigma Marketing DMAIC.

New SSM terms

e Competitive Value Matrix: the radar screen that shows the different competitive value
propositions of the competitors within a targeted product/atark

e Value gaps show the difference in value propositions of the different competitors.
Value gaps will either be positive (if you are the value leader) or negative (if you are a
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value follower or challenger). These gaps provide the basis for diffgrategies for

either increasing the gap or closing the gap.
e Leveraging: investing more into an advantage to insure that it remains an advantage
offering the organization to extend its value superiority over its competitors.

The Competitive Value Matrix

The Competitive M | ue Mat r i x ivaueradarescreem 1t leas ther abilgyeoddentify
the value propositions of all of your key competitors. Value is the best leading indicator of

market share and a principal measure of bestinmarketr 6s how it wor ks.

Figure 61
Competitive Value Modél Compact Tractors/Hobby Farmers

High Expensive Relationship Outstanding Value
X
L
=
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This is a Competitive Value Matrix for the manufacturer of compact tractors that is targeted to
the hobby farmer. You will recall that the compact tractor/hdalbyer value model was
illustrated in Chapter 5.

The matrixand its four quadrants af@med by the market means of the two main value drivers:
guality on the vertical axis and price on the horizontal axis. The Outstanding Value quadrant is
home to those competitors that are judged by the market to provide superior quality at a highly
satsfactory price. This is the essence of value and is the hallmark of the best in market
competitor (Competitor A).

Located in the Poor Value quadrant are those competitors (B, D and XYZ) whose brands are
judged to be of inferior quality and offered at@nsatisfactory price. Inferior quality and an
unsatisfactory price typically go haindn i hand as buyers realize that they have purchased
product that is Anot worth ito.

In this case, there is one competif@ompetitor C)in the Discount Relationghiquadrant, so
named because the market judges the brand as providing inferior quality but at a price that is not
unsatisfactory. This is the entry point for many competitors such as Kubota, Mahindra and Kioti

as they seek to penetrate the U.S. market.

Competitors located in the upper right hand quadiahe Expensive Relationship quadrant are
perceived as high quality brands but offered at a price that is unsatisfactory. In this case no

competitor is found in this quadrant.

The value radar screen pts out the strategmptionsof each competitor. Competitor A, the

best in market competitor is the value leader and in the market share leader. This brand owns a
dominant lead over the other competitors in this product/market. The distance between
Competitor A and the brandds poor value compet
Competitor Ab6s strategic task, contistagrgw t o wh
the gap. Make the distance even greater and in the process cemantriza&et status and

market share differencelhis is done by leveraging the quality strength and pricing power of

this brand. fiLeveraging means tanvestfurtherin the constellation of CTQs that compribe

overall qualitydimension
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Competitor D B or XYZ will want to close the gap. These competitors cannot stay in the Poor

Value quadrant for any length of timéo do so is tsuffer continuing market share decline.

Their task is more difficult than that of Competitor A who is operating frgqosdtion of

strength. The VOM is telling these poor value competitors that their quality is inferior and that

their pricing policy is not satisfactory. They are hearing some of the most fearful words a brand
managercanheariyour br and !idos nldhte worotrberi t he quality
perception.

Competitor C has a different challenge. Quality improvement is a must but quality has to be

grown without a concomitant increase in price.

The Competitive Value Matrix is a powerfultookffo under st anding t he entert
proposition. Every brand has a value proposition. Sometimes it is not what the organization

wants it to be. Moreover, practitioners of Six Sigma Marketing soon learn that if they are not

actively managing theirbrad 6 s compet i tive value proposition
mean that value is relativerelative to that of your competition. If you are ignorant of or choose

not to manage the value your brand is providing, by managing their own value, ¢corsEet

actually managing yourdf Competitor A is successful in extending its value gap over the other

competitors, the value propositions of B, D, and XYZ will suffer.

Value is an important asset, like inventory or goodwill, both of which no mamameéd turn
over to their competitors. Value sends a strong buying signal that says we are best in market. It
provides the Velcro that binds current customers to the branumpeds additional purchases,

upgrades and contract renewals. All sourcesafitpble market share.

Analyzing the value gap
Value gapexist at two levels. The first level is the CTQ level. The second level is the VPC
level (value performance criteriay, the attributelevel. Understanding the nature of these gaps

is essentialo becoming best in market or staying best in market.
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CTQ kvel gaps

Table 62 shows the mean performance scores for XYZ and the different competitors operating
within this product/market. The performance scores range from a 1 (poor performance) to a 10
(excellent performance). These market ratings provide an important piece of information for Six
Sigma Marketers.

Table 62
Mean CTQ Performance Scores

XYZ CoAr\np Cogwp Cocr:np Co[r)np
Mean Mean Mean Mean Mean
CQIHobby Users 8.66 9.24 8.81 8.78 8.87
Dealer Service 8.60 9.08 8.80 8.66 8.91
Machine Operation 8.73 9.27 8.74 8.76
Dealer Sales 9.18 9.64 9.33 9.34
Trial & Training 7.93 8.96 8.37 8.34 8.20
Machine Productivity 8.72 9.31 8.94 8.75 9.15
Order & Delivery 8.89 9.34 8.95 9.16 8.85
Machine Reliability 8.71 9.20 8.99 9.01 8.93
Price 8.65 8.97 - 9.01 8.71
Image 8.88 9.49 8.84 8.91 9.11

XYZ Disadvantage | | XYZ Advantage |

The yellow cells indicate where XYZ has a performance disadvantage relative to the other
competitors. As you can see there are many issues facing XYZ. The green cells reflect the areas
where XYZ enjoys a performance advantage. The white cells repthesatareas where XYZ
is at parity with the competitor. Advantages, disadvantages and parity are determined by using a

test of significance indicating that the difference is not due to chance.
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The CTQs come directly from the value model. In Six Sig#aaketing the key comparisons

are directed at a targeted competitor, in this case Competitor A. Competitor A is best in market,
a position that XYZ seeks. XYZ has weaknesses on all CTQs as well as the two value drivers,
price and image. Their challengethey seek to b&estin market, is to close the performance

gaps on the individual CTQs andnsequently, close the value gap. This analysis tells XYZ
where their weaknesses exist and the extent of those weaknegsestal pieces of

information. Absent this information XYZ managers would be flying blind able to close the gap
if they get lucky.

Conversely, Competitor A will use this information to widen the gap. They are the best in

market based on their superior value propositionraedlitantmarket share. Their challenge, in

the words of a brand manager at Kraft who enjoyed a dominant market share position, is too
figrowt he heapo. And while many consultants woul
insure that no changes take place, Sgnta Marketing urges the manager to leverage the
advantages by enhancing their performance on
Amachi ne @&Newrba tompaonent.about an advanbagan axiom of Six Sigma

Marketing. Regardless, ineithelos ng a gap or widening a gap, t

VPC level gaps

The answer to the Ahowo-3guestion is contained
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Mean VPC Performance Scores

84

Comp Comp Comp Comp
XYz A B (e D
Mean Mean Mean Mean Mean
Dealer Service 8.60 9.08 8.80 8.66 8.91
109._ Dealerresponsivenessin 8.65 905
solving problems
9t. Dealer problem solving ability 8.68 8.95 8.59
90.Ab|l|_ty of dealer service people to 8.28 8.83 852
do repair
or. Ab_lllty to complete repairs when 8.75 8.88 8.86
promised
10c.Techn|caI knowledge of dealer 8.68 8.99 8.89
repair personnel
10f_. Dealer performance onwarranty 8.78 8.98 908
claims
9w. Responsetime fordealer service 8.51 8.85 8.74
9s. Quality of shop repairs 8.50 9.05 8.64 8.72 8.99
9n. Dealer service responsiveness 8.57 9.21 8.94 8.49 8.96

XYZ Disadvantage

I XYZ Advantage

As indicated earlier, the CTQs are dimensions or factors comprised of a numblatexf items.

Table63 decomposes the fAndealer serviceo CTQ into
performance criteria (VPCs) and shows the mar
performance. Again, these are mean performance scores rénoging to 10 This type of

analysis is available for each of the CTQs and each value driver (price and image).

The analysis at this | evel is particularly re
value position. On all VPCsXYZ is at a performance disadvantage to the target, Competitor A.
Poor performance on issues such as fAdealer re
dealer service people to do the repairo, nabi
time for dealer serviceo, Aquality of shop re
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process probl ems. One training issue surface

personnel 0.

This type of analysis raises what has become kresvamii nconveni ent trut ho.
XYZ to be best in market, their dealers will have to become best in market. In this actual case
there is little trust on the part of the dealers regarding the manufacturer. Resolving this issue will
require the manutdurer to look beyond the manufacturing walls and deploy a quality initiative

to fix what is wrong with Adealer serviceo.

service process as well as some possible training progiamsmportant to pint out that some

Adeal er serviceodo problems may not strictly be

manufacturer and supply chain. The problems surface at the dealer level but their source resides

elsewhere.

Should all CTQs be addreskm this manner? Probably not. XYZ should focus on the major
CTQs, the ones that have the biggest impact on quality and value.

Competitor A can |l everage its best in market
task will be to create a levef service thatannotbe neutralized. This product/market places a
premium on fAdeal er serviceo and boynancemevenst i ng

better wildl I ns growst héhalte Cpdmpand teonmrj Ay dicet he f
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Takeaways

e Value leadership is a hallmark of best in market status. Understanding how the market
views your competitive value proposition is critical. Value sends a strong buying signal
because it tells the market that you are providing a quality brand at actatisfarice.
Moreover, as will be seen in Chapter 7, value forges the kind of lcsatyng current
customerghat provides an annuity to the organization.

e Ignoring your value proposition or making one up is delusional. The only real value
proposition ighe one that the market confers on your brand. You may think you are
offering a value laden brand, but the market may not agree. This will certainly impede
your ability to penetrate the market and deéhyitdeny you a best in market position

e Value gap have to be attacked on two levels: the CTQ level and the VPC level. This
means that your information must be collected and analyzed in a manner that is directive
and actionable. Thissue of collectionwvas discussed in the previous chaptef.Q and
VPCinformation comes from the value model which is the voice of the market. Using
this information assures you that it is the market that is focusing your improvement
initiatives and not agendas or conventional wisdom.

Chapter 7 has as its foctige tak of loyalty management. How loyal is your customer base?

What is the potential for your customers to defect and what is the reason for this defection?
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Chapter 7: Who cares if your customers keep buying from you?

A wireless telecom company, a former client,

| asked about this and one of theiRegaedlesscut i ve
whether this is truer not it is still intolerable especially by best in market competit®tss
organizatiormanaged to tolerate it even to the extent of having an unofficial strategy of

Aout selling churno. L il kl &rstigh the LRakidg Gssa e ol , | M| L e
takes all the running you can do, to keep in

Market share accrues from three sources:

e The acquisition of new customers

e The retention of current customers

e The increased purchasing of current cugtmfcontract renewalp selling increasing
purchase amount and/or frequency

This chapter looks at the issue of enhancing customer loyalty and its impacts on business.

New SSM terms

e Customer Loyalty Matrix : The radar screen for customer loyalty. The Gunslr
Loyalty matrix identifies the degree and nature of loyalty for your current customer base.
It is an essential tool in the retention of customers.

e Cluster analysis is a grouping technique that clusters groups of individuals into distinct
groups basedn specific classification variables such as price and quality evaluations.

e NPS Companiegalculate @Net Promoter Score by asking customers a single question
on a 0 to 10 rating scale: "How likely is it that you would recommend our company to a
friend a colleague?Respondents can be classifiatb one of three groups: Promoters
(9-10 rating), Passives {@ rating), and Detractors{®rating).The score is calculated by
subtracting the percentage®étractordrom the percetage of Promoter&NPS shald
be calculated for each targeted product/market.

The customer loyalty matrix

The principal tool for managing customer loyalty is the Customer Loyalty Matrix, an example of

which is shown in Figure-T.
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