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December 04, 2003

Business M anagement

Module E (3 hours)

Q.1 Sportshdls dominate Pakistan's Sporting Goods export category since the mid-
1970s. Sdkot, the hub of this industry, has over 300 registered exporters out of
which only around 150 own their production facilities. Fewer than 20% of exporters
maintain complete vertical production units and gitcher networks. They export 80%
of the goproximatdy 35 million hand-dtitched bals exported every year. Raw
materids such as PVC atificid leather, cloth, rubber latex, and rubber air-bladders,
are typicadly purchased from loca suppliers upon receipt of orders and processed
into ready-cut panes for hand-ditching. These pands ae deivered to sub-
contractors, caled “makers’ who have them ditched by village-based “ditchers’.
Upon return, these ditched bals are inspected to buyer's order specifications and
packaged for shipment. One bal takes an average of 23-30 days from order to

shipment.
Figure 1- Sportshall Exportsfrom Pakistan*

PRODUCT CATEGORY % UNITS USD VALUE  PKR VALUE

# (hand-stitched inflatable balls) -age (million) (million) (million)

1 Professiona soccer-bdls 3 1.05 6.56 380.48

2 M atch-grade soccer-balls 22 7.70 48.13 2,791.54

3 M ass-market soccer-bals 46 16.10 100.63 5,836.54

4 Others, i.e. volleyball, rugby etc. 11 3.85 24.06 1,395.48

5 Promotional balls 18 6.30 39.38 2,284.04

100 35 218.76 12,688.08

* Estimated from consolidated industry figures.

Record Sports Private Limited was formed in 1981. By 2002 it had become a front-
runner in the sporting goods industry, exporting 100% of its products under the logos
of leading world brands It was recognized by a number of naiond awards including
the FPCCI Export Trophy. Competitors and customers both agree that Record's
success was due to its founder’s persond dynamism, his willingness to chalenge
traditiond busness modds and his adility to sdect and groom professonds into
decision-making postions.

By early 2002, Record's annual revenues stood at just under Rs. 600 million through
an average daly output of about 9,000 units and an annud production capacity of
just over two million units. This had aready placed Record among the industry’s top
tier of exporters, in a market characterized by seasondity, low product innovation
and dable globa demand. Record's present client portfolio contained mid-leve
regiond brands tha sold high volumes of the mass-market category, matched by a
hedthy mix of maich-grade bdls. So far, Record had successfully avoided getting
involved in the promotiona category, but it was finding it tough to bresk into the
professond category because of low volumes and highly entrenched competition.
Record was recognized for its consgent qudity and customer dams
werewithin the 2% alowed. In-house reect rates, at dmost 8%, were lower than
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the industry average of 10-11% because of sdective automation
ingpection function. However, gitching rgects had to be sent back to th
repairs adding days to production time. It was usud practice to commission
more than the production order to ensure on-time customer shipments.
Financidly, Record showed hedthy cashflows and minima borrowings aga
facilities, fixed assets estimated a over 165 million including dmost 100,000 square

newly condructed factory floor-sp

Figure 2- Production Cost of Typical Sportsball tha is under-utilized. Yet, despite it
Z_ltem PKR USD brand new factory outsde the city,
A RAW MATERIALS 116.58 2.01 . e

Artificial L eather 34.22 oso Record dill  operated  within  the

Natural L atex 10.44 0.18 trgditional cottage-indusry modd, which

Lining cloth 13.92 0.24 ..

Rubber bladder 10.44 o1g heped mantan low overheads and

Accessories 5.80 0.10  indlirect labour costs.

Screen Printing 9.86 0.17

Packaging 25.52 0.44 . o

Miscellaneous 6.38 011 However, things were beginning to
B CONTRACT LABOUR 37.12 0.64 |

Viaker Tea 023 change. _Glob{;i brands were pushing for

Stitcher 23.78 041 lower prices in dl categories of bdls.
C 3?g;$thERHEADS 132.22 2;2 For S by industry andysts praletaj

SHaies 16.24 028 @ price compresson of 5-8% in the

Utilities 13.34 023  coming 3 years due to new production

Communication 24.36 0.42 . . . .

Facilities Management 8.12 014 fadliies opening up in China where

Marketing & Travel 69.60 120 |ocad ranv maeids wee Cheq)er’

Sampling & Testi 0.58 0.01 peas

L L utiliies were less cosly, worker
D TAXES & DUTIES 21.46 0.37 . . .

Tax @ 5% 14.50 025 efficdency was demongrably higher, and
= ?é?fg‘;‘:‘;@;% 303-23 g-;i shipment processing and time-to-market
F F.O.B. SALE PRICE 362:50 6:25 were faster than in Pekistan.

G  PROFIT 55.10 0.95
*USD1=PKR 58 Meanwhile, the world was waking up to

labour practice and workplace standards
because of reveding press coverage of sSweashop conditions in many factories in
developing countries producing for mgor brand names. Bonded child labour in Pakistan's
capet industry had dready caused a mgor loss of confidence among buyers who were
abandoning their Pakistani suppliers and moving to other places such as China and India
The cottage industry model was vulnerable because of its obvious dependence upon home-
based cheap labour where there was no way of monitoring conditions of employment, such
as voluntary adult workers, their human rights such as far wages legd working hours,
occupationd hedth & safety and freedom of association. It was quite clear that many
customers who had traditionally ordered sportshdls from Pakistan were consdering other
sourcing options.
Record had the resources to double its infrastructure and the coordination capecity to
expand its home-based gtitcher workforce accordingly. Moreover, there was opportunity to
diversfy into dlied product ranges like uniforms, godie gloves and shin-pads & minimd
investment. But buyers typicdly required a supplier to first show what it was capable of
before consdering any orders. For Record the question was whether buyers would approve
of any new investment in dlied product manufecturing by Record and whether its new
products would be able to compete in price and quality.
The chalenge for the CEO was how to attract more business and bresk ahead of the
compstition in an environment where volume demand was unlikely to rise beyond the
present level, sdling prices were sure to decling, the cost of raw materid and overheads
were continuing to grow, more competitive suppliers in other countries were beginning to
look attractive to buyers, and for the first time, workplace standards and workers rights
were becoming important in cusomers buying decisons.
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Q.2

Q.3

Q.4

3

The dtuation clearly caled for a new busness drategy. Condder yoursd
the consultant hired to help the CEO decide on the most appropriate action plan.

@ What is Record's market share in national sportsballs exports? In the g
context, at whose expense would Record drive to gain market share? Expla
to the CEO the concept of “entry bariers’ and how he would create and
sustain competitive advantage by employing it.

(b)  Within the market segmentation of product categories, which type of bdls
should Record focus on if it has to become mogt profitable? Why? Lig for the
CEO al the possble sources of competitor informetion that can help him
determine exact cogts and quality levels of the competition.

(© What dement of the traditiond sub-contracted stitching business modd poses
the highes rik in tems of managing product qudity, turn-around time,
resource optimization and human rights & workplace conditions? Knowing
what you do about managing risk and establishing direct control, what will
you sy in response to the CEO's argument that sub-contracting gitching is
10-15% cheaper than stitching al balsin factory controlled workshops? (06)

(d) If forecasts about 5-8% price compression prove true over the next year,
would Record Hill be adle to retain profitability? Looking at the caculations
for the cost of production, under which cost head do you see most potentia
for saving resources? Make a convincing case for the CEO to re-organize the
pricing caculations to create a hedthier profit margin. (04)

(e Lig the key drategy issues that the CEO must consder when developing a
busness drategy for Record. Conduct a quick SWOT andyss of the
gtuaion a Record, keeping in mind the CEO's am of bresking ahead of the
competition through innovations and diversfication, but mindful of the locd
systems, external competition and buyer’ s emerging atitudes.

I nternal S W

External O T
(10)

What is meant by the term “dakeholder”? List or draw a diagram of the possble
dakeholders for a large nationd publicly lised company. How do these
stakeholders impact business drategies? Wha must a busness do to mantan a
bal ance between the rlative powers and conflicting interests of its stakeholders? (15

Human Resource Management is a drategic approach to acquiring, developing,
managing and motivating an organization's people.  How does it differ from the
traditiond “personnd” function? Compare the two gpproaches to prove which is
more appropriate to modern business. (11

Can the efficency of an organization be measured in non-financid ways? If yes
how can this be done? Describe what you understand by “key limiting factor” and
how you would employ it as a technique to measure efficiency? Explain through a
suitable example from the non-profit sector. (12)
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Q5

Q.6

Q.7

(4)

Explain the following terms

() Downszing
(i)  Totd Qudity Management
(i)  Empowerment

In today’s shrinking world many busnesses condder the posshility of launching
operations in a new country. Give an example of a company you know of tha has
managed to compete successfully in a number of diverse cultures. What are some of
the factors that can be considered as opportunities for globa competition in the case
of such a company? Likewise, what factors could be considered threats to globd
compstition? What would you recommend to a company that wishes to compete

globdly? (12)

Do you agree that “internationd busness is redly a collection of domegtic
indugries’?  Argue for or againg the ides, kegping in mind the five factors that
influence drategy for a company competing globaly as compared to a naiond one.
Draw Porter's “diamond” of determinants of nationd competitive advantage and
explan each ssgment briefly. (12)

(THE END)
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