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Manufacturing growth in Mexico spurs growth across

the supply chain throughout Latin America.

VICTORIA FRAZA KICKHAM | DISTRIBUTION EDITOR
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AMERICA 1l ELECTRONICS HAS
expanded its business in Latin
America in response to on-
shoring trends, as well as the
growth of automotive and med-
ical business in places such as
Mexico and Brazil. The distrib-
utor of electronic components
points to Mexico as its fastest-
growing region, but notes that
all of Latin America represents
a considerable market oppor-
tunity—something companies &9
throughout the supply chain are

taking advantage of today.
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“From a market standpoint,

there is a lot of opportunity in | ° ‘ :

the region, especially for our | # é g
;.

company, says Esteban Polan- | Image courtesy of Thinkstocky

co, America IT’s strategic sales ™
director for Mexico. Located
in Guadalajara, Polanco is responsible for the distributor’s

nity. We're kind of the new kid on the block in Latin Amer-
ica, with our new focus in Mexico, so for us the potential is :
huge. We almost doubled from last year to this year from a :

revenue standpoint”
America II has done business in Mexico for more than 10

in 2013 and beefing up its regional inside and outside sales :

teams. Polanco and his team are developing country-specific
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. business strategies in an effort to grow throughout the region
business throughout Latin America. “It’s a huge opportu- :

and become a larger portion of America IT's overall business.

“We're pushing heavily in Latin America,” adds America

IT’s President Brian Ellison, pointing to growth in automotive-

related business in Mexico in particular, and to the market

. for white goods throughout Central and South America as
. well. The distributor is responding by expanding both its
years, but stepped up efforts in the last two years, hiring Polanco :

line card and its sales staff, adding more than 55 franchised

product lines in the last few years—some aimed at serving

¢ Latin American business.
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Such trends are likely to continue. Man-
ufacturing in Mexico has increased at a
higher-than-typical rate over the last three
years, and overall supply-chain growth is

following suit. This condition is expected
to play out over the next five to six years,
according to Scott Stanley, senior vice
president of NAPS, a firm that provides
outsourcing and compliance management
services to a variety of manufacturers look-
ing to expand into Mexico. The growth of
the country’s automotive industry, its more
affordable labor rates compared to other
regions, and the increasing cost of doing
business in the United States and Europe
are key factors.

“It’s sort of a perfect storm,” says Stan-
ley, whose company manages roughly 74
factories and close to 10,000 employees in
Mexico. “To top it off, you've got a strong
dollar against the peso””

Stanley says he sees a variety of com-
panies moving into Mexico for new busi-
ness opportunities—large multinational
manufacturers are opening new locations
there while smaller, one-location firms are
relocating to the region, in many instanc-
es. Although many of these firms are
still sourcing most of their materials and
supplies from outside of Mexico, Stanley
says the Mexican supply chain is grow-

ing as well, as more companies seek local Esteban Polanco, strategic sales director

sources of supply.

“Virtually every manufacturer you can
think of has opened or is in the process of opening [locations in
Mexico],” says Stanley. “[ That is] driving a tremendous increase
in the supply chain as well—and as that goes, the supply chain

growth is significant and will continue”

FOCUSED OPPORTUNITIES

America IT’s Polanco agrees with the potential for supply
chain growth and points to the distributor’s efforts to increase
its local presence throughout Latin America. In addition to
tripling its sales staff in Mexico and nearly tripling its Flori-
da-based Latin America inside sales team over the last three
years, America II plans to add local inventory in the region.
Today, the region primarily is serviced from the distributor’s St.
Petersburg, Fla., warehouse.

“Relationships are important in the United States and
Canada, but down here they are even more important,” says
Polanco. “Brazil likes dealing with Brazilians. As a com-
pany you have to react to that. So we have people [who]
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...We’re kind
of the new

kid on the block
in Latin America,
and with our new
focus in Mexico, so
for us the potential

is huge. ,,

for Mexico, America Il Electronics.

are Brazilian on our team—they are
speaking to customers in Portuguese; they
know the culture.

“Also, if you have a way to get closer to
the customers when it comes to inven-
tory—to provide them with flexibility—it
helps them with cash flow, which is very
important. There are more and more start-
up companies [in the region] doing their
own design. They need that”

Polanco lists Mexico as the great-
est business opportunity for America
II today, followed by Brazil, Colombia,
Argentina, and Costa Rica. In Mexico,
the focus is automotive, aerospace, and
business related to electrical metering.
With regard to the latter area, Polanco
says the country has invested in the con-
version of analog to digital metering, cre-
ating many new business opportunities.
Brazil’s automotive-related business, con-
tract manufacturing base, and telecom-
munications business hold promise, as
does Colombia’s white-goods industry
and Argentina’s auto market. Polanco says
Costa Rica is home to the region’s largest
cluster of medical customers.

“They are very, very good in medical
devices, with many American companies
operating there,” he says. “From a trust fac-
tor, it’s probably the No. 1 place to be. It’s
smaller than the other countries, but there
is a huge plus with medical there”

Polanco’s comments highlight the dif-
ferences in doing business with each country when it comes to
both culture and government regulations. That's why America
I is developing strategic plans by country, rather than devel-
oping one over-arching plan to increase business throughout
Latin America.

Navigating such issues is one of the biggest challenges to
building new business in the region, to which Stanley agrees.

“Most of our clients have multiple concerns: One is just
how to do business [and deal with] government compliance
in Mexico. They want to make sure they are following the
laws properly and that they are taking advantage of govern-
ment incentives to do business in Mexico,” he explains, add-
ing that relocating knowledge and core competencies is often
a greater hurdle to overcome. “The biggest challenge that our
clients have is transferring the knowledge from wherever
they are moving from. They still have to transfer production
and quality control knowledge—and that takes the longest
amount of time” M
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PT Companies
Stick to the
Basics

Flat power-transmission numbers make for
more work, value-adds for distributors.

JOE NOWLAN | CONTRIBUTING EDITOR

BUSINESS HAS BEEN stagnant for distributors in the power-
transmission equipment market, with customers now more
conservative in day-to-day operations and long-term planning.

“Business is flat, basically,” says Greg Dormaier, owner of
Western Belting Co. in Denver. “T just called one of our Baldor
guys to get a flavor for what he is seeing on the West Coast, and
his word was ‘flat’ That’s kind of what we're seeing”

BDI, agrees:“Power-transmission growth was high single digits |

in 2014 and early 2015, but softer thereafter. Customers are
becoming more conservative as the year progresses”

Western Belting and BDI have succeeded by focusing on the
traditionally stable industries for power transmission.

“Growth is strongest in
fluid power and pneumatics,”
says Ruth. “The automotive,
food processing, and material-
handling industries are BDI's
largest PT market segments
and are all growing”

“We used to do a lot of
OEM business and we have
kind of weaned our business
back to end-user customers,”
adds Dormaier. “We've gone
after the things that don’t slow
down—the hospitals, the
HVAC business.

Food and beverage is
another steady PT customer
base for Western Belting.

“We’ve gone after the things
that don’t slow down—the
hospitals, the HVAC business.”
—Greg Dormaier, Western
Belting Co.
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was high single digits in 2014
and early 2015, but softer
thereafter.”

i _ John Ruth, BDI
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“People are going to eat. People are going to drink. We're
lucky here in Colorado. I think we're going to have about 350

© microbreweries up and running,” says Dormaier. “There’s just a
John Ruth, president of power-transmission distributor :

ton of new ones”

And there is one other somewhat unique customer base that
has emerged in Colorado—legalized marijuana.

“Of course, our marijuana industry doesn’t hurt us
either;” says Dormaier, though he adds that Western Belting
doesn’t sell directly to those customers.

“They come in and they are
all over the place. They are buy-
ing a lot of commercial build-
ings, so the price of the build-
ings has gone up;” he says. “The
net effect is, when they need to
put in air-conditioning units,
special irrigation, and that type
of stuff, there is a trickle-down.
But we don't sell directly to the
[marijuana] marketplace. We
sell to resellers.”

The declining oil and gas

“Power-transmission growth markets are key contributors to
today’s flat PT business. Even
distributors who don’t work
directly with oil companies are
feeling the effects.
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“Oil and gas are such a significant part of the U.S. economy
that virtually no one is immune to the downturn, and BDI is no
exception,” explains Ruth.

Dormaier agrees: “It still affects us from a secondary
standpoint—rental companies and everything else that we deal
with. We saw quite an influx when they really started a lot more
activity in the last three years. A lot of competition came in that
follows the drilling rigs. Five new hose companies came into the

marketplace [for example]. And now we see them doing layofts,
and I don’t know how long they’ll be able to maintain their pres-
ence in the Colorado market”

Uncertainty lingers over when, or if, oil drilling will resume to
the high levels from not so long ago.

“In talking to guys in that marketplace, they feel that they
have kind of bottomed out and that it is not growing,” explains
Dormaier. “They don’t see it coming back, so it is pretty stag-
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nant. And that kind of affects everything
from North Dakota all the way straight
down to the Texas marketplace”

RELATIONSHIPS RULE

To stay successful, a distributor needs
mutually beneficial relationships with
its manufacturer partners. For Western
Belting, a key partner is Gates Rubber.

At Gates, Mike Haen, vice president
of marketing/industrial markets, says he
appreciates working with a distributor
like Western Belting.

“They are really an extension of our
sales force,” says Haen, adding that
Gates’ sales force can’t be everywhere,
making Western Belting an all-the-more
valuable ally.

“We are limited in the interactions we
can have with end-users,” says Haen. “So
we need our distributors to carry our
message and convey the brand and the
quality behind our products”

Gates and Western Belting also team
up on new product training, depending
on the product and the customer.

“As they are an extension of our sales
force, they are also an extension of our
training force,” says Haen. “Our sales
team will work with distributors to help
train them, particularly as they bring
on new people. And we want those dis-
tributors to be training end-users out in
the field. So it is really both. They will
team up on large opportunities or key
opportunities and work hand-in-hand”

Dormaier explains that Gates has
brought some new products to West-
ern Belting and its marketplace, refer-
ring to, among others, Gates’ Predator
line of belts. When these new products
are developed—or just being improved
upon—Gates will factor in distributor
feedback, according to Haen.
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“A lot of things drive our technical develop-
ments. Certainly, the voice of the customer,
including our distributors, are a key part of that,”
says Haen. “Distributors are something we are
always reaching out to. We have some meetings
and mechanisms to solicit that feedback and
make sure we are getting the voice of our distrib-
utors from either a product-development per-

“A lot of things drive our technical developments.
Certainly, the voice of the customer, including our
distributors, are a key part of that.”

—Mike Haen, Gates Rubber

spective or just a general business perspective.”
One innovation centers on improved speed

drives. “They first came into the marketplace

in the early ’80s. Very expensive, very
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large,” explains Dormaier. “Every year,
the footprint gets smaller on the vari-
able-speed control. The pricing goes
down. It has really made it economi-
cal for an OEM or an end-user to just
put that box on the wall to vary speed
and also to do a variety of different
programming things”

Dormaier also praised Gates’ Poly
Chain line. While not a new product, it
has been improved over the years to the
point where the energy savings is attrac-
tive for end users.

“The big selling point is energy sav-
ings. When you have a V-belt drive run-
ning, the V-belts constantly slip. As they
start to wear, you lose the efficiency,
says Dormaier. “After a V-belt drive has
been in place for about a year, it is prob-
ably about 85% efficient. With this Poly
Chain drive...it will be 98% efficient.”

Although such innovations have
considerable strength and durability,
they don't have to be replaced nearly as
often. But Haen says manufacturers
must respond to market demands, main-
tain quality, and constantly improve
products nonetheless.

“I think, ultimately, you have to drive
quality. You can sit there and stick your
head in the sand and hope that the rest
of the world just stands still;” says Haen.
“But we have to push on innovation.
Once again, it is market-driven. What
are we seeing? We're seeing cracking
on belts at a high temperature. So we
addressed that”

As did Dormaier, Haen points to the
Poly Chain as an example: “Our new Poly
Chain full product [was] market-driven.
Those are the types of things that you
have to innovate or you're not going to
continue to be relevant in the market” M
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