Case Study No. 18
M/s Ace Sports was established in the 1970s to manufacture sportswear and equipment. Because of stiff competition, the company initially generated only nominal profits. After 1990s, the campaign regarding "healthy lifestyle" began gaining ground. The sales of the company started rising steadily.

To improve performance, Mr. Right was appointed as the company's logistics manager. Mr. Right had obtained his MBA degree in logistics from an university in the USA. He also had substantial experience in logistics management abroad.
Currently, M/s Ace Sports consists of 5 departments headed by managers who report to the president of the company. These five departments are production, finance, marketing, logistics, and administration. The president employs a democratic style of management, where each person has a right to comment on and recommend improvements. This, the president believes, will help the departments to work cohesively and assist each other.

M/s Ace Sports has only one plant. One hundred employees work at this plant. The raw materials are stored in the company's warehouse which is situated near the factory. The president is of the firm opinion that having a warehouse near the factory will ensure smooth operations. Packed finished goods are transferred to a public warehouse situated about 100 km from the factory. From there, the products are delivered directly to the retailers.

M/s Ace Sports distributes its products to four major retailers. One of the four retailers, M/s Mass Sportswear, holds about 50% of the market share. Recently, they have informed the logistics manager, Mr. Right, that there are too many late deliveries from M/s Ace Sports that had affected M/s Mass Sportswear's customer service levels. Mr. Right said he will look into the matter.
Recently, the competitors' of M/s Ace Sports have built mass manufacturing and distribution facilities close to the factory of M/s Ace Sports. These new facilities of production and distribution have caused sporting goods wholesale prices to drop. Mr. Right has realized that this threatens M/s Ace Sports and will dramatically affect its sales.

One distinguishing of M/s Ace Sports was that it maintained a large supplier base. The company has about 40 raw materials suppliers. Mr. Right believes that a large supplier base is good because it encourages price competition among the suppliers and will thus give some competitive advantage to the company.

M/s Ace Sports uses a private fleet of 25 trucks to deliver the products to its retailers' warehouses and uses the same trucks to transport products from its own site to the public warehouse.

Mr. Right quickly had a meeting with his managers to develop a new strategy for evolving broader market base in order to protect/improve profitability. During the meeting, the marketing manager pointed out that to remain competitive, the company had to become a "low-cost supplier of high-quality products". The production manager pointed out that this is a good strategy. However, he question as to how M/s Ace Sports can become a low-cost supplier when the cost of the raw materials has risen between 10 and 15% because of the increase in the demand for the raw materials. To add to this, the cost of the public warehousing has been rising. Clubbed together, these increase in costs have raised the price of the finished products.

Mr. Right brought up the feedback from M/s Mass Sportswear about delivery failures. The administrative manager, who is responsible for order processing, explained that the department is also responsible for employees' welfare and information processing. Being too busy with this work had caused delays in the delivery schedules of M/s Mass Sportswear.
Mr. Right listened carefully as the managers explained their situations. He knew that M/s Ace Sports did not control the raw material cost and improve customer service, sales will continue to drop. After hearing from the managers, Mr. Right brought up a proposal to expand into lower labor-cost markets. He indicated that outsourcing would help to reduce costs. In fact, Mr. Right was toying with the idea of setting up a factory closer to areas where labour-cost is low.

Initially, the managers merely glanced at each other and said nothing. But, after a few minutes, they all began to heartily endorse the idea. However, they believed that it should be studied and analyzed further. The planning should be carefully done, they opined. Moreover, there were a number of factors that needed to be considered, namely, transportation, warehousing, inventory, and market strategies, as well as the cost of the raw materials. Mr. Right agreed with the concerns of the managers and appointed the production, logistics, and marketing managers to provide him with an integrated approach to expansion.

Questions:
1) Outline an integrated logistics function for Mr. Right
2) How can the delivery problems to M/s Mass Sportswear be solved?
3) What are the various avenues available to M/s Ace Sportswear to become a "low-cost high-quality" 
            product manufacturer?
4) What are the various problematic areas which the production manager, the marketing manager and, in particular, the logistics manager, analyse in-dept regarding setting-up of a unit in low labour-cost areas? What are the possible solutions that can overcome these problematic areas?
