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ManlIfaCturing —

his article examines (a) current/

I emerging status of manufacturing in
the U.S.; (b) predominant locational
influences for siting new production facil-
ities; and, (c) synopsis of the location se-
lection process. The article’s primary
intent is to better prepare manufacturers to
select optimal sites for new production ca-
pacity. Additionally, insights put forward
below should help communities to both
better prepare for new industry and more
effectively discharge industry retention re-
sponsibilities.

Manufacturing Status

Manufacturing is alive and well
in the United States. This eco-
nomic sector is expanding and
should display impressive
growth as long as the economy
remains healthy. The much
publicized “offshoring” ofiin-
dustrial jobs is greatly overstated
in the American media. Con-
trary to popular imkessions, 0

shoring reflects not the decline but rather
the dynamism of U.S. manufacturing.

On balance, the U.S. manufacturing sec-
tor is healthy. While growth is uneven de-
pending on the industry, the trend is
upward. By 2006, nearly all manufactur-
ing segments should be vibrant. A synop-
sis of growth trends follows.
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1. Factory orders:
* Rose 2.9 percent in May according to
the U.S. Department of Commerce;
* Three straight months of growth;
* Growth varied with the most robust
sectors, including:

— Aircraft;

— Non-defense capital goods (e.g.,
robotics); and

— Health care products.
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* Declining sectors included:

— Computers; and

— Machinery.
* The Manufacturing Alliance predicts
fairly strong growth across most sectors
over the forthcoming 12 months.

2. Manufacturing Activity Index:

* Reported by the Institute for Supply
Management;

* Index of 53.8 in June, up from 51.4 in
May; and

* An index above 50 portends manufac-
turing expansion.

3. Capacity Utilization:

* Reported by the U.S. Department of
Commerce;

* In May, 78.2 percent;

* Up from 76.7 percent a year earlier; and

* Once the rate approaches 80 percent, new

capacity likely.

4. Nonresidential construction:

* Increased 4.6 percent over the 12 month

period extending from May ’04 to May

’05;

» Annual growth in 2005 forecast at 6 per-

cent; and

* The 2006 projections call for an 8 per-
cent increase.

5. Exports:

* Have risen about 2.5 percent since the
beginning of this year;

» Growth in the 3 percent to 5 percent
range a year forecasted for both 2006 and
2007; and \

/

* Export growth reflects American prod-
uct quality, technological competitiveness,
and favorable exchange rates.

6. Manufacturing Employment:

* Has been stagnant so far this decade;

* Current employment is down about 0.5
percent from a year earlier; and

* Employment should start inching up as
some 68 percent of industrial firms sur-
veyed by Industry Week plan to increase
employment during 2005.

7. National Association of
Manufacturers Survey:

* 63 percent of U.S. producers plan to add
new capacity over the next three years; and
* 70 percent of this investment will occur
in the U.S.:
— Among larger firms about half domes-
tic and half overseas; and
— Among small to mid-size companies
roughly 80 percent domestic.

Despite dire predictions in some quar-
ters, offshoring will not have a major
impact on U.S. industrial employment
over the foreseeable future. First, the
majority of offshore investment by

merican corporations is in response to
market opportunities, especially in
large/developing countries. Concerning

%, jobs lost because of U.S. manufacturers

relocating operations to low wage coun-
tries, the most aggressive estimate is
200,000 per annum between 2005 and
2010. But that number will be partially
offset by roughly 75,000 new manufac-
turing jobs spawned by foreign compa-
nies investing in the U.S. (inward
ent). All told, during that pe-
d, the cumulative net number of jobs
lost to offshoring would represent less
than 5 percent of the U.S. manufacturing
employment base for the year 2010.
And by that time, the U.S. Bureau of La-
bor Statistics forecasts a labor shortage
in America across all skillsets. Hardest
hit will be the skilled trades such as nu-
merical machine setup, technicians (e.g.,
electronic), and machinists.

It is true that companies making
products characterized by the following
will be more prone to move operation
offshore:

* Low value;

* Low skilled; (Continued on page 32)
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Manufacturing Location Trends (Continued from page 31) ‘—

* Mass production;

* Minimal technology associated with pro-
duction; and

* Long lead times.

By contrast, the offshoring threat will
motivate the U.S. manufacturing sector
to do what it does best — that is re-invent
itself. The following will characterize
goods produced in the U.S.:

* Superior quality;

* Embedded technology;

* Speedy delivery;

 Customization;

* Innovative after service;

* Products wherein labor represent less
than 25 percent of the cost-of-goods
sold; and

* Bulky and/or perishable items.

Seven companies represent the type of
manufacturing that will flourish in the
United States.

* Medical instruments;

* High value; and

* Requires extensive coordination be-
tween hospitals, doctors, and pro-
ducers.

* Disk drive production in Eau Claire,
WI;

* Instituted lean manufacturing tech-
niques that significantly reduced labor
content; and

* Can beat foreign competitors on ship-
ping times and quality.

* Based in Milwaukee:
» Concentrates on high-end shoes,
priced between $200-$300 a pair:
* Produces a wide array of sizes and
widths: and
* Guarantees 24 hour delivery.
(Continued on page 34)

Depending on the character of the company’s industry and operating requirements, the following criteria are likely to assume primary

and secondary importance.

Type of Business

Primary Locational Criteria

Secondary Locational Criteria

Demand-Time Sensitive

Delivery time from customers and/or suppliers (usually less than overnight ship-
ping by truck), limited access four-lane highways, motor carrier service (TL and/or
LTL) & cost, sometimes air cargo, rail, or small package service, available building,
nonunion, high quality labor force.

Labor costs, utility infrastructure,
energy costs, natural disaster risk,
taxation, environmental, some-
times distance from a seaport.

Labor Intensive

Availability of qualified workers (entry level and skilled), absence of significant labor
market competition, affordable labor costs (near term and longer range), nonunion,
post secondary vo-tech training, labor quality (e.g., basis skills) and stability (e.g.,
low turnover), available building, low occupancy costs, reasonable access to a four-
lane highway.

Utility infrastructure, energy cost,
transportation services/costs,
taxation, environmental.

Energy Intensive

Electric power supply (generation and transmission), reliability, cost (near-term and
longer range), dual electric power feed, natural gas availability/cost, water avail-
ability/quality/cost, environmental (air/water quality, regulation, permits, unconta-
minated site), energy sales taxes, natural disaster risk, alternative energy (e.g.,
co-generation), nonunion, available site with utilities and roads in place, compatibility
of nearby land-use.

Labor costs, occupancy costs, tax-
ation, motor carrier and some-
times small package service, rail
service, four-lane highway access.

Technology Oriented

Availability of skilled workers (e.g., industrial trades, technician, engineer), proxim-
ity to technical colleges/universities, attractive quality of life for national recruiting,
presence of similar companies, available building, moderate labor cost, ability to be
considered an “employer of choice,” nonunion, reasonably good air service, broad-
band telecommunication, electric power reliability, redundant power & telecom

Labor costs, occupancy costs,
taxation, motor carrier and some-
times small package service,
four-lane highway access pro-
gressive community leadership,
university/business collaboration,
energy cost, natural disaster risk.

Capital Intensive

Tax practices/rates on real & personal property, supply of skilled & technical labor,
availability of ready to go sites, fast track construction, often an available building,
four-lane highway access, electric power reliability/cost, nonunion.

Telecom infrastructure, motor car-
rier service, sometimes air cargo
service, energy costs, labor cost,
occupancy costs, post secondary
vo-tech education, quality of life,
natural disaster risk.

In addition to the above criteria, another discernable trend is for companies to opt for small town (population under 50,000) locations.
Occasionally, this will include communities that have good two-lane highway linkage to four-lane roads (often less than 25 miles).
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Manufacturing Location Trends (Continued from page 32)—

» Makes upholstered furniture, mostly * Bearings manufacturer; and » Has adopted the Triad manufacturing
in VA; » While global still needs plants in the approach;
* Reducing cycle time to 10 days; U.S. to serve customers making prod- * Low value wheels made in China;
e Customizes orders; and ucts such as cars, trucks, helicopters, * Medium value wheels produced in
* Has greatly increased automation. and x-ray machines. Mexico; and
* Highest value wheels manufactured
in the U.S.

» Will produce air refueling tankers in
Mobile, AL; and

* A U.S. site chosen mainly to be la-
beled “made in America.”

Even old line U.S. manufacturing
companies, while expanding globally, are
now adding jobs in the U.S. Such com-
panies include GE’s aircraft division,
Cummins, Caterpillar, and Deere & Co.

Having established that manufactur-
ing in the U.S. is far from moribund,
let’s now look at the primary criteria
utilized to select sites for new produc-
tion capacity.

The weight placed on various loca-
tional criteria will differ according to the
specific needs of individual companies.
But, based on experience, we can provide
some general yet meaningful observa-
tions on the paramount locational influ-
ences by industry grouping.

Characteristics of a manufacturing
business will dictate the relative impor-
tance of various criteria. For location
planning purposes, a useful way to clas-
sify manufacturing is by the overarching
N business driver. The five categories be-
M State-of-the-art R & D fadilties low are therefore instructive for dis-
I Institute providing polymer industry services cussing relative locational criteria:

Il 500-acre polymer-centric innovation and commerdialization park 1. Demand time sensitive (i.e., must be

M Training at high school, community college and university levels proximate to major customers);

B Statewide polymer trade association 2. Labor sensitive (e.g., payroll repre-
| J ! sents over 20 percent of cost of goods

Il Nanomaterials manufacturing capacity

sold);
I Cluster of polymer industries and suppliers

3. Energy intensive (e.g., large consumer
M Intemationally recognized polymer science and engineering of electric power, natural gas, or wa-

academicprograms at The University of Southern Mississippi ter);
4. Technology oriented (e.g., high engi-
neering content in the product); and

ADD AREA DEVELOPMENT PARTNERSHIP 5. Capital intensive (e.g., substantial in-
800.238.HATT (4288) www.theADP.com vestment in machinery & equipment).

Greater Hattiesburg, Mississippi offers you:
M A community of world-class researchers

The motivating force behind small
town locational  (Continued on page 36)
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Manufacturing Location Trends (Continued from page 34)—

preference involves both labor availabil-
ity and business operating cost (labor, oc-
cupancy, taxes and incentives). This
“small town” trend is likely to accelerate
as the U.S. enters a period of protracted
labor shortage (spanning all skillsets in-
cluding qualified entry level). By 2010,
the U.S. Department of Labor projects a
national deficiency of workers equal to
about 5 percent of the labor force. This
shortage could comprise up to 15 percent
of the workforce by 2030.

Consequently, many companies will
gravitate toward locations wherein the
subject operation would be viewed as a
desirable place to work. Achieving this
preferred employer status must be attain-
able at affordable cost, mainly labor.
Moreover, favorable labor costs must be
sustainable (i.e., future competitive envi-
ronment will not result in either labor
cost escalation or high turnover) well into
the future.

Exemplifying (Continued on page 38)

West Tennessee
Industrial
Association

The West Tennessee Industrial Association (WTIA) is an economic development as-
sociation of the West Tennessee electric power distributors. The core mission of WTIA is
to assist in the attraction of new investment and the development in the region.

The western region of Tennessee has 21 counties and a population of approximately
1.55 million. Geographically located in the center of the United States, this gives our re-
gion considerable distribution and logistic advantages for all types of companies. With
Memphis the largest community in the region, unique business advantages are realized
by a host of domestic and international companies.

Memphis, home to the worldwide headquarters of FedEx, is truly a multi-modal hub,
making the Memphis International Airport the number one cargo facility in the world.
Coupled with the Port of Memphis—the third busiest inland  (Continued on page 38)

THEY COME FOR A GREAT QUALITY OF LIFE.

They stay to work for outstanding
companies like yours.

Prescott Valley, a new town in Arizona, is home

n«- to a skilled, quality workforce that's growing

every day. We have four colleges in the areq,
plus complete telecom connectivity. All of which means

Kankakee County

Confidential Services

* Site Location » Research & Analysis
 Financial Incentive =+ Workforce Education
Information and Training

 Liason to Local Government

Prescott Valley Economic
Development Foundation
3045 N. Tani Road

Prescott Valley, AZ 86314
1-888-240-4256

we're ready to welcome a growing company like yours gmarks@pvedf.com
to our community. One-stop assistance with all informa- www.pvedf.com kankak tved
tion is yours for the asking. As is an exceptional quality . www.Kankakeecountyeda.com
of life once you make the move. B R
200 East Court Street, Suite 507, Kankakee, IL 60901
Prescott Valley (815) 935-1177 » Fax (815) 935-1181

Where Opportunity Lives

|
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Manufacturing Location Trends (Continued from page 36)—

this trend is Quebecor. The firm is one of
the worlds’ largest commercial printers.
Many products are shipped via small
package. The company’s locational strat-
egy is to locate plants that are within rea-
sonable proximity to a small package hub.
These locations are usually smaller com-
munities such as Corinth, MS—about 90
miles from the FedEx processing hub in
Memphis.

Also, note that incentives were not in-
cluded among the predominant locational
criteria for companies characterized by the
type of business enumerated above. This is
because incentives should come into play
after a finite number of locations (e.g., 3-5)
have been identified that satisfy critical op-
erating requirements (e.g., labor, energy
costs, available buildings). Incentives can-
not turn an inferior location into an attrac-
tive one. Rather incentives can help to
differentiate shortlisted locations that are
viable on major operational considerations.

In evaluating incentives, manufactur-

(Continued from page 36)

port in the U.S.—and five Class 1 railroads, West Tennessee is very competitive for
business and industry. These assets allow companies to reach 76 percent of the major
U.S. markets with one-day trucking services. We are truly at the “Heart of the U.S.”
Interstate 40, which passes through Tennessee, provides the heaviest use of east/west
traffic in the U.S. This artery literally runs from coast to coast, bisecting Tennessee and

the heart of the southeastern marketplace.

So, if you are looking for a North American location, please call or visit us on the web
at www.wtia.org. Our mission is to quickly, thoroughly and efficiently provide you with the
information you need to make the best business decision for your company. We hope you
will come “SEE” the opportunities waiting for you in West Tennessee.

ers should consider the following.

Can the company fully utilize the in-
centives package (e.g., tax credits)?

Will the company be eligible for all in-
centives given restrictions/eligibility cri-
teria?

How do incentives change the long-
term economic equation among finalist
locations (e.g., 10 year comparative
cost)?

To capitalize on incentives, what are
the tradeoffs on other operational factors

(e.g., labor supply/quality/stability)?

Do the incentives require a clawback
provision that could cause difficulty and
embarrassment if the company fails to
meet stated objectives (e.g., employment
or capital investment)?

Conclusions

Manufacturing is on the rebound and
will continue to play an integral role in the
U.S. economy. Despite globalization, the
U.S. will continue (Continued on page 40)

business of turning polymers into profits, call us. We can tell you all you need to
know about doing business in Mississippi.
Contact us at 800 528 5196 or www.mississippipower.com.

WHY IS MISSISSIPPI ONE OF THE NATION’S
MER LOCATIONS?

- T
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Home to the renowned School of Polymers and High Performance Materials

at Southern Missississippi, as well as the Mississippi Polymer Institute, Mississippi is
primed for the polymer industry. But that’s not the whole story. If you're in the

MISSISSIPPIA

A SOUTHERN COMPANY

CALL US.

PowEeER | Always on”
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Manufacturing Location Trends (Continued from page 38)—

The Location Decision-Making Process

To ensure that a company arrives at a locational decision that maximizes success potential of the
new operation, a structured analytical process should be followed. The process typically involves four
phases. Basic elements of each phase are enumerated in the chart below.

Questionnaire,

Planning Study Building | Internal Data Gathering,

Team Dialogue

Blocks Competitive Intelligence,

Operating Requirements,
Weighted Criteria, Pivotal
Assumptions, Base Case, Geo.
Search Region, Timeline

Data Search/
Gathering, Elimination
Process

Screening Shortlist

Longlist (Often 10 Areas)
Comparison/ Ranking, Shortlist
Generated (often 3 areas)

Field Evaluation,
Matching Co.
Requirements vs.
Area Resources

Best Local Area
(short range and
long term)

Location
Selection

Optimal Location And
Best Alternative

Site/Building RFPs
& Review, RE/Incentives
Negotiations,
Due Diligence on

Site Selection Best Property

Optimal Site/Bldg., Best
Financial Arrangement

to witness increased investment and
growth in the industrial sector. The most
successful companies will be distinguished
by offering quality, value, customization,
and speedy delivery for customers.

Locational criteria vary by character
of the proposed operation. But on bal-
ance the following considerations will
typically assume primacy: labor mar-
ket, business costs, energy infrastruc-
ture/costs, transportation services/costs,
highway linkage, and available/modern
buildings (reflecting the imperative of
getting new capacity online quickly), and
low disaster risk.

A four phase, systematic process
should be followed to reach an optimal
locational decision. Keys are agreeing
on business drivers, properly weighting
locational criteria, and deliberately fol-
lowing a process to ultimately choose the
best location. And remember that incen-

Finalist Properties

tives should be viewed in the proper con-
text, i.e., “icing on the cake.” 1&1D

The Best Of All Worlds

Small Town Sty/e, Big City Business

HIGHLANDS COUNTY, FLORIDA

Over 85% of state’s population is within 150 miles

= Development incentives o
= Perfectly positioned for plastics manufacturing facilities @r
= Fully developed airport industrial park

eflorida.com

mHlGHLANDS COUNTY

Economic Development Commission
=2%"  Avon Park ¢ Lake Placid * Sebring

888.388.4233

2113 US 27 South = Sebring, FL 33870
www.highlandsedc.com
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