On Board to Compete
Arc-Tronics finds a niche with electronics giants and keeps most work in the U.S. by emphasizing flexibility
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Outsourcing can mean work and jobs sent overseas, but sometimes the opposite happens, which is how Arc-Tronics Inc., an electronics manufacturing concern in Elk Grove Village, is surviving globalization.

Assembling electronic circuit boards for such giants as Motorola, Siemens and Honeywell, the family-run operation in business since 1972 finds a combination of automation and engineering savvy keeps it competitive with foreign companies. It is one of several U.S.-based electronics firms that has discovered how to sidestep overseas challenges by reinventing itself.

"We don't make boards for computer games," said Michael Goeringer, Arc-Tronics' operations vice president, "but we do make boards for medical equipment and building control boxes. Any product we can automate the assembly and do low to medium volume, we can compete with China."

Started by Goeringer's father, Conrad, the business now employs about 165 people, including four Goeringer siblings. It did $19 million in business last year and is on track to do $22 million this year. A pioneer in its category, Arc-Tronics is one of the smaller firms among some 1,400 in the United States, said Anthony Hilvers, vice president for IPC, the global trade association based in Bannockburn that represents the electronics interconnection industry.

Electronics manufacturing services started with companies like Arc-Tronics taking over the task of assembling circuit boards for other firms that supplied the design and parts, Hilvers said.

"Over time, Arc-Tronics said to its customers that it could not only build the boards but also design them, buy the components and do the testing," he said. "Some want everything done, some want just some steps outsourced and keep the rest in-house."

The industry, which started in the U.S., has spread throughout the world and amounted to an estimated $200 billion in 2006, Hilvers said. The American portion of that was $35.5 billion, which was up 6 percent from 2005, perhaps a surprise given the broader trend of factories moving overseas in search of cheaper labor.

"The electronics manufacturing services industry in the U.S. will continue to grow and expand," Hilvers said. "What domestic companies can do to compete is do it right the first time when you make a product -- stress quality. Develop your workforce. This is the guts of your product and if it doesn't work, you're in deep sneaks."

Supplying skilled inventory management and developing technologies to comply with new environmental regulations helps give American companies a competitive edge, he said, and there are several ways to stake out a customer base.

"There are two basic business models," Hilvers said. "One is high mix, low volume and the other is low mix, high volume. With low mix, you make the same thing over and over, turning out millions a year. That's what companies in China usually do.

"Arc-Tronics is high mix, low volume, but there's no one-size-fits-all. There are many different value propositions."

While Arc-Tronics is a relatively small firm, its history helps it do business with industry giants, Michael Goeringer said. It used to do work for smaller firms that were swallowed by bigger players over the years, and those relationships have continued even as the ownership changed.

"We have good relations with people in operations," Goeringer said. "Sometimes corporate wants their people to cut the number of vendors they use, and that could hurt a little guy like us, but operations people know what we can do and they fight for us."

A recent collaboration with Siemens Building Technology Inc., which has its U.S. headquarters in Buffalo Grove, illustrates how Arc-Tronics provides engineering skills and agility to work with large customers.

Siemens partners in Germany and Switzerland found they needed to update two models of controllers that govern heating, cooling, security and other functions in large office buildings. The Europeans had little time to make the upgrades and were short on capacity to do it, so they called upon their Buffalo Grove partners for help, said John Lorens, a Siemens program manager.

"They needed two major products within a month of each other on a very aggressive schedule," Lorens said. "Our competency is hardware, firmware and software, so our managers decided to help our Swiss partners develop products for the European market."

Siemens turned to Arc-Tronics because of its known competency and its proximity, Lorens said. Modern communications make it possible for people on different continents to confer regularly, but sometimes it's more efficient to meet face-to-face with people who are a short drive away.

Siemens needed Arc-Tronics to build circuit board prototypes quickly and then do it again as engineers changed the design. This added up to six or seven iterations with several hundred boards built in each order. "We'd make design changes and needed them to turn around the new prototype in a couple of weeks while they were handling all their other customers," Lorens said.

After the prototype process was completed, Arc-Tronics also made circuit boards for the first commercial products before Siemens' Swiss manufacturing facility could ramp up.

"We knew that eventually the production work would move to Switzerland," said Lorens. "Arc-Tronics understands their niche. They're good partners in fine-tuning the design in a very aggressive schedule. We needed a place locally to get through that. Dealing with Asia and Europe is inefficient. We didn't have time for that."

When Conrad Goeringer founded the company, Arc-Tronics approached things much differently, said Michael Goeringer.

"He'd do a million pieces or just one piece, it didn't matter," Goeringer said.

But as the new century dawned, the Goeringers realized things were changing. The company was making a circuit board used in a device that plugs into an automobile's cigarette lighter to recharge a cell phone. The boards lent themselves beautifully to automation, with Arc-Tronics' machines turning out 200 at a time instead of one by one as Chinese competitors do.

"But there was a problem because the boards each had nine wires that had to be done by hand," Goeringer said. "We still do a lot of handwork, but if it's too much per item, we lose our cost advantage."

In that case, the firm decided it had to send the boards overseas to a low-cost shop to do the handwork, which was something of a turning point.

"We'd always felt that we wanted to do everything here," said Goeringer. "But we had to stay competitive."

Since 1999, the company has spent at least $500,000 a year and often more on new robotic machines to keep its edge, said Marcia Weinstein, the firm's marketing director, and it often works with customers to modify designs to reduce production costs and take advantage of automation.

"When we work to design for manufacture, we can often squeeze 30 percent out of costs," she said.

Automation may have trimmed the payroll some, but its main function is to expand business, Weinstein said. The firm employed about 250 in 1998-99 during the height of the Internet boom. Its only layoffs followed Sept. 11, 2001, when terrorist attacks helped trigger a general economic downturn and the Internet bubble burst.

The firm will likely launch a branch in Asia within the next few years, Goeringer said.

"It's mostly to accommodate our customers who are manufacturing in Asia for the Asian markets," he said. "We might send some of our stuff there, but not a lot. If we got 11 projects from a domestic customer and we're competitive on nine of them, but not the other two, we could send those to Asia.

"That would help us do more business here."
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