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Executive Summary

Newell Rubbermaid is a global manufacturer and marketer of name-brand consumer products with net sales of $7.5 billion in 2003.  The company consists of two global business groups, the Rubbermaid/Irwin Group and the Sharpie/Calphalon Group.  Rubbermaid’s products are distributed through high volume purchasers including office superstores, warehouse clubs, and discount stores.

In 1999, Newell’s stock was selling at over $50 per share.  During the same year they acquired Rubbermaid and the stock began to significantly decline.  As of today, the price of the stock has shown insignificant improvements, priced at $24 per share.  Newell attributes this decline to a declining economy as well as to the poor integration of Rubbermaid in 19994.  Starting in January, 2000 the Dow Jones Industrial Average dropped from 11,501 to 7,593 in October of 20021. The household products, durable, industry, which Newell Rubbermaid falls into, was in steady decline prior to the recession and was held down during the recession.  The trend of this industry followed the trend of the overall stock market when it turned around in early 2003.  This correlated recovery can be attributed to the elasticity of the products within this industry.  

Over the course of the last couple years (since 2001), Newell Rubbermaid has undertaken a few rebuilding attempts.  They have eliminated 78 facilities in the past 3 years and plan to continue this process.  The Irwin segment has already begun implementing value stream mapping throughout the entire production process. By using value stream mapping in one product line Newell reduced inventory by 30%, manpower by 12%, floor space by 25%, and lead times by 32%11. The goal of developing a lean manufacturing process throughout the organization will improve their efficiency over time.  In addition to implementing this manufacturing philosophy Newell Rubbermaid plans to sell many of their distribution and transportation facilities in an effort to reduce inventory.  Irwin, specifically, plans to close 61 facilities over the next two years5.  Closing distribution centers will help to reduce shipping and inventory costs.  As for the poor integration attempts by Newell, they decided to implement The Phoenix Program. This program is a marketing effort that was introduced in 2001 in order to develop a relationship with the customers, store employees, and end users.  By establishing a relationship, Newell Rubbermaid hopes to effectively market the product through demonstrations.  Maximizing optimal shelf space and minimizing stock outages will be benefits of close ties to store personnel.  This program currently works to improve customer feedback channels5.

We have two recommendations that we feel will help solve Newell’s problems and increase their stock price once again.  Our first suggestion is that Newell should develop new products specifically defined by the requests of commercial end-user by further developing relationships with theses customers.  We feel this will help Newell be able to demand a price premium for their products.  Our second suggestion is that the company strategically selects fewer suppliers as to gain leverage and attempt to negotiate more stable resin prices. These actions would have several benefits for the company including allowing them to shift to a lean production method which would drastically reduce inventory on hand and consequently all associated costs.

Proposal
Newell Rubbermaid is a highly diversified Corporation and is a leading manufacturer in the consumer products industry.  Despite being very large and highly diversified, Newell Rubbermaid has experienced a constant downward trend in stock price over the past five years partly due to a slow-moving economy.(see appendix 4)  The major buyers of Newell’s products have significant pricing leverage due to their strong growth in sales over the last four years (see appendix 3)  In addition to strong pricing pressures the acquisition of Rubbermaid in 1999 and its integration into the corporation over the last four years has fallen short of Newell’s initial expectations.
The economy has been on a downward trend since the third quarter of 2000. Companies across many industries have suffered significant losses illustrated by constant decreases in stock prices (see appendix 5). The Dow Jones Industrial Average dropped from 11,501 starting in January, 2000 to 7,593 in October of 20021.  The household products, durable, industry, which Newell Rubbermaid falls into, was in steady decline prior to the recession and was held down during the recession.  The trend of this industry followed the trend of the overall stock market when it turned around in early 2003 (see appendix 5).  This correlated recovery can be partly attributed to the elasticity of the products within this industry.
One of the major negative influences on many struggling comparable firms and especially on Newell Rubbermaid is the pricing pressures they have been subject to.  As the American shopping trend moves toward buying more from discount stores, manufacturers who sell to these big buyers will be subject to pricing pressures, which are made apparent by their poor performance.  Because a large percentage of all products in this industry are marketed and sold through these stores, many firms are forced to appease their buyers by selling products at very low prices.
As seen in appendix 3, companies such as Wal-Mart, Home Depot, and Lowe’s have experienced a major growth in sales over the last four years1.  These companies are among the largest and most competitive accounts held by Newell Rubbermaid. Because large discount stores represent a significant portion of Newell’s sales and dominate such a significant percentage of the consumer product market they have the ability to demand products at prices very close to cost.  This economic situation allows these big buyers to enjoy greater sales by offering the final customer lower prices while crippling the designer, manufacturer, and distributor of these products.  Newell Rubbermaid has experienced increasingly lower profits (see appendix 8) over the past several years partly due to this pricing pressure.
In order to strengthen their long term outlook Newell Rubbermaid has and will continue to divest in its low margin businesses.  These divestures are necessary in order to conform to their strategic initiatives.  On April 13, 2004, Burnes ® Picture frame, Anchor ® Glass, and Mirro ® Cookware were sold10.  The gross proceeds from the sale of these businesses will be around $310 million, while losing the $695 million in sales that they generated10.  The release of these businesses, as well as past and future divestures, will strengthen the brand-names in Newell’s core businesses while solidifying their future as an industry leader.
One major problem that has been plaguing Newell Rubbermaid and has been very detrimental to their bottom line is inefficiencies in their production processes.  The inefficient production methods of the entire company are a strain on its success.  Specifically, Rubbermaid has been plagued by overcapacity, with utilization rates under 65%.  Both changeover times and cost of failure are far too high11.  In order to solve the problems with inefficiency they have initiated a corporate-wide implementation of Newell Operational Excellence.  The goal of this initiative is to reduce the cost of manufacturing a product by 5% per year, every year5.  Divestures of non-productive segments in 2003 will help to alleviate this problem.  The Irwin segment has already begun implementing value stream mapping throughout the entire production process.  By using value stream mapping in one product line Newell reduced inventory by 30%, manpower by 12%, floor space by 25%, and lead times by 32%11.  The goal of developing a lean manufacturing process throughout the organization will improve their efficiency over time.

In addition to implementing this manufacturing philosophy, Newell Rubbermaid plans to sell many of their distribution and transportation facilities in an effort to reduce inventory.  With fewer locations they will have more centrally located facilities allowing them to increase their buying power across the company.  They have eliminated 78 facilities in the past 3 years and plan to continue this process4.  Specifically, Irwin plans to close 61 facilities over the next two years.  Closing distribution centers will help to reduce shipping and inventory costs5.
Newell has a history of expansion through strategic acquisition of businesses with high potential growth.  Newell’s acquisition strategy was to purchase businesses and restructure them in order to improve that company’s bottom line.  From the time Newell went public in 1972, to today they have successfully acquired and implemented many companies.  Their strategy has been to improve the profitability of any company by implementing their proven strategic initiatives and effectively integrating the new addition into the corporation12.

Rubbermaid was acquired by Newell in March of 1999.  From the time of the acquisition to the present Newell has struggled to effectively fit Rubbermaid into their proven acquisition strategy.  According to Joanne Blevins, a Newell Rubbermaid Specialist, the acquisition of this company has been ineffective for several reasons.  Newell was unaware that Rubbermaid had significant problems prior to the acquisition.  The main problems present were customer service issues and high resin prices.  Another failure in the process was the budget cuts made in key areas.  Rubbermaid was a successful company prior to 1999, largely do to their ability to effectively market and innovate new products.  Joanne Blevins said, that if you cut these crucial areas the company, “will obviously collapse on itself.”
Recommendation 1:  New product development through end user recommendation.
The Phoenix Program is a marketing effort that was introduced in 2001 in order to develop a relationship with the customers and store employees and end users.  By establishing a relationship, Newell Rubbermaid hopes to effectively market the product through demonstrations.  Maximizing optimal shelf space and minimizing stock outages will be some of the benefits of close ties with store personnel.  This program currently works to improve customer feedback channels5.

In order for Newell Rubbermaid to be successful in a highly competitive industry they must have the ability to consistently demand a premium price for the products they sell.  According to Joanne Blevins the only ways to demand a price premium for products is to have an established brand-name or to develop new products for which there are unsatisfied consumer demands.  The best way to develop a brand name status for products that are not currently recognized for their name is to have them endorsed by the professionals that use them.  In order for these products to effectively fulfill currently unmet consumer needs it is imperative that we discover exactly what customers want.
It is for these reasons we want to develop new products specifically defined by the requests of commercial end-user by further developing relationships with these customers.  It is our recommendation that this research on new product development be conducted through an extension of the already established Phoenix Program.  This extension of the current marketing effort will expand into key commercial markets by establishing mutually beneficial relationships with these professionals.
The relationships with many of the already existing customers will generate solutions to problems with our products from defective product lines to specific improvements for better usability.  Not only will our current customers help to fix existing problems and propose improvements, but they have an incentive to propose new product ideas for potential development.  Commercial product users have an incentive to assist in new product development because large firms can greatly benefit by the development of new products for which they currently have an unmet need.  This incentive is magnified by the large quantities of products they purchase and use on a regular basis.   Product development engineers and marketing executives will work together to develop a plan for the production of requested products that they feel they can produce effectively.
One of the potential markets where we feel this program can be effectively used is the Homebuilding Industry.  There are many products that Newell Rubbermaid currently sells to large homebuilders and construction companies.  The company manufactures many products that are used in the construction and completion of buildings from tools to closet organization systems.  In 2003, homeownership rose to its highest level ever, which translated into record sales for homebuilders6.  This is a good industry to invest in because of its past success and potential future.

This program has the potential to solve the problem of pricing pressures by addressing both possible solutions to demanding a price premium.  One way, as mentioned above, to demand price premiums for products is to develop new products for which there is currently unmet demand.  By first consulting the end user and responding to their requests there is an assured demand for the product before production begins.  This assured demand for the newly developed products reduces the risk of investment for the company.  Not only will the product be useful and marketable in the commercial industry, but this product can be sold on the consumer level as well.
Another way to demand a price premium is to establish products as a brand-name.  In order to establish these newly developed products at a brand-name status they will first be marketed and sold to the commercial market only.  This sales effort will produce additional sales from traditional customers as well as new customers.  Some of the new customers will give Newell Rubbermaid an opportunity to sell directly to the end user.  This direct sales opportunity creates higher gross profits than any other sales avenue.  After demand has peaked in commercial markets a marketing and sales effort will begin in the consumer market.  Consumers will view products used by professionals as high quality and automatically label them with an established brand-name.
Not only will this program improve new product development and brand equity, but it will reduce research and development costs.  It is the company’s current goal to hire more product engineers to design and develop new products5.  This development work can be diminished greatly by coordinating with the end users and working to meet their demands.  Instead of hiring new product engineers to develop new products; the size of the Phoenix program should be increased in order to further expand into the commercial markets.

This initiative will be funded by the cash generated through current divesture actions.  The cash from divestures is currently being used to reduce the outstanding debt4.  We feel that the debt should be partially reduced, but that the necessary portion of this cash should be allocated to this effort.

Recommendation 2: Strategically select suppliers of resin.

A company that produces the majority of their products from raw materials through distribution is sensitive to volatile and historically high raw material costs.  One of the major problems plaguing Newell Rubbermaid is the high cost as well as the price volatility of resin, a major component in the production of plastics11. The volatility of resin prices force the company to buy when prices are low. Excess materials are then stored for extended periods of time which greatly increases distribution costs and as a result their cost of goods sold.  Different qualities of resin are appropriate for particular products.  Specifically the Newell segment has been purchasing a higher grade of resin than is necessary for commodity type products, which contributes to unnecessarily high raw material costs11.

Since the arrival of Joe Galli there have been significant efforts to consolidate the company’s purchasing units.  These efforts have allowed Newell Rubbermaid to reduce purchasing units from over 20 to 111.  This reduction in purchasing units supports the Newell Operational Excellence initiative mentioned earlier.  Another method for reducing the production costs associated with resin prices is the divesture of many high cost and low margin business.  Resin accounted for 8% of their cost of goods sold in 2003 and it is predicted that this expense will reduce to only 7.5% of cost of goods sold in 200411.

We propose that Newell Rubbermaid strategically reduce the number of suppliers in an effort to smooth resin prices, stabilize supply, and most importantly reduce inventory.  By reducing the number of suppliers Rubbermaid will have more price and contract negotiating power. The suppliers of this raw material will have a large incentive to meet price and contract demands in order to keep Newell Rubbermaid’s business.

Developing this leveraged buyer position will give Newell Rubbermaid the ability to negotiate a constant price for resin. Consistent pricing allows the company to buy on a schedule that matches their material demand. This would provide a steady flow of raw materials which lean manufacturing requires.  The company benefits from this in two ways, by lowering their distribution costs and helping to implement lean manufacturing goals. Distribution costs would be decreased because holding costs and stored inventory would be drastically reduced or eliminated. Increased leverage will empower the company to ask their new larger suppliers to meet the company’s specific needs for different levels of resin quality. In many cases Newell specifically uses too high a grade of resin in the production of their commodity products driving up the cost of goods sold. The market has shown that customers are unwilling to pay a higher price for these products just because of the higher grade material keeping profit margin low. Using lower grade resin in their commodity products will lower cost of goods sold will make these products more profitable.
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