Fashion Marketing – Global Impact


Living Wages




OBJECTIVE
Students will:

· Examine the impact of global outsourcing and off shore sourcing

· Analyze the factors that influence productivity

· Explain the process of costing the product

· Describe the importance of offshore production to the apparel industry

· Differentiate between imports and exports

· Define terms related to international marketing and global sourcing

Day one: ( 60 Minutes)
15 Minutes:  Introduce students to the topic of global “living wages”, emphasizing the use of global outsourcing as a way to keep prices low for products and services.  Read or have students read the first article.  Use guiding questions to move the conversation:

1.  Why does the US ship cotton to China?
2.  What are some cost cutting measures designers can do to garments?
3.  Looking at the Minimum Wage chart, what are the next three emerging production countries based on the cost of labor?
4. Name the last country production would take place based on cost?

15 Minutes:  Introduce students to the next paragraph, emphasizing the impact the global economy has had on jobs in this country. Read or have students read the second article titled Walmart.
Use guiding questions to move the conversation:

1.  How do you think the solution Wal-mart has developed will impact customers who are not part of the demographic discussed?
2. What are other products they should consider adjusting for the demographic mentioned in the article?


30 Minutes: Provide students with the Budget Form to play the Savings Quest Game.  Demonstrate the game utilizing the classroom resource board to ensure understanding prior to student engagement.

[image: image1.jpg]



[image: image2.jpg]



Los Angeles Business Journal

By Alexa Hyland
Monday, October 4, 2010

“The fabric of our lives” has suddenly become very uncomfortable for L.A.’s apparel manufacturers. They find themselves squeezed between the soaring cost of cotton and recessionary pressure to keep prices low.

Cotton futures prices have exceeded $1 per pound for the first time since 1995 amid supply concerns. That’s up 33 percent from three months ago. As a result, the cost of producing cotton-intensive items such as T-shirts and jeans are up by as much as 25 percent. And because they can’t raise prices due to the economy, apparel makers are absorbing much of the rising costs.
It’s a particular problem for Los Angeles because the local industry is largely populated by companies that make denim, T-shirts and other cotton-based apparel.
“For the L.A. market, it hits much harder,” said Jeremy Rubman, who specializes in retail strategies at New York consulting firm Kurt Salmon Associates. “Their costs are going up significantly.”

Most companies said the money is coming straight off their margins. In an effort to mitigate the damage, some are stocking up on cotton yarn and fabric in anticipation of further increases. Others are negotiating with subcontractors to drive down the costs of knitting, sewing and stone-washing.

American Apparel, which produces about 1 million pieces of clothing weekly, including basic T-shirts and zip-up sweatshirts in addition to trendier items such as high-waisted pleated pants, has seen production costs jump by about $250,000 each week over the past few months.
It also does significant wholesale sales to fashion designers, and the company has hiked its prices to them by 3 percent to 5 percent.
Chief Executive Dov Charney is tracking cotton prices and consumer demand to determine whether he’s going to raise retail prices as well.

“We did raise our wholesale prices a little bit and it seems to be sticking,” Charney said. “But on retail, we haven’t done it. Not yet.”

The price of cotton, the main raw material in apparel manufacturing, rose to a three-month high last month for several reasons.

• China, the No. 1 cotton producer, suffered a planting delay due to bad weather.

• India, No. 2, stopped exporting on fears of shortages.

• In the United States, the No. 3 producer, the supply dwindled as many farmers moved to more lucrative crops such as peanuts.

• Pakistan, No. 4, was hit by massive flooding that destroyed much of this year’s crop.
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“We are well over $1 per pound because the market is scared that there is still not enough cotton to go around based on current demand projections,” said Keith Brown, president of commodity futures trading firm Keith L. Brown & Co. in Moultrie, Ga. “Whenever you have a finite supply of a commodity, the market will ration that supply through a higher price.”

Brown expects the price of cotton to continue to rise unless there’s a double-dip recession, or farmers worldwide respond to the rallying price by stepping up production.

“We will probably go higher in this market and will find that peak or pinnacle,” Brown said. “And then we will have a pretty sizable correction. But I think prices will stay high for a while.”

Rubman of Kurt Salmon expects that retailers won’t raise prices for the holiday season, but will rather not discount as deeply. After the holidays, however, retailers may be willing to raise prices by 5 percent, which could help manufacturers make up some of the cost.

Yarn to garment
L.A.’s apparel manufacturers and the companies that supply them with everything from yarn to pocket linings are watching the ICE Futures market, the U.S benchmark for cotton contracts, to plan how they’re going to deal with the increase in the shorter term.

Brian Weitman, chief executive of downtown L.A.’s Stc-Qst LLC, a major supplier of fabric and some finished components such as pockets to local apparel makers, has seen his cotton costs rise by 30 percent in six months. He hasn’t passed on the full cost to some clients, but he’s raised the price of his 100 percent cotton pocket linings from $1 a yard to $1.30.
He’s selling his 100 percent cotton pocket linings pegged to cotton prices of $1.30 a yard instead of $1 a yard.

“If I kept my old price, it would be below my costs,” Weitman said. “At some point, it doesn’t make sense to not raise the price.”

But he said he risks losing clients to competitors that aren’t raising their prices. So, he’s been negotiating longer-term contracts with his cotton suppliers and he’s also stocking up on inventory in anticipation that the price will go higher – a move he acknowledged could backfire if cotton prices plummet.

Among Weitman’s clients for pocket linings are major denim houses, including premium denim maker Hudson Jeans in Commerce.

Hudson relies heavily on cotton-based fabrics and components such as pocket linings in manufacturing its 1 million pairs of jeans each year, 600,000 of which are made during the second half of the year with an eye on back-to-school and holiday sales. The company’s production costs, including fabric, have increased by 15 percent to 20 percent recently.
Peter Kim, founder and chief executive of Hudson, declined to provide examples of hard production costs and wholesale prices for competitive reasons. But he said the company’s profit margins are being squeezed because he’s not raising his wholesale prices. He’s also been asking the factories that produce his jeans and the wash houses that give his jeans their faded or distressed look to lower subcontracting charges.

“We do everything we can not to pass it on,” Kim said. “In the end, we are absorbing some of it in our margins. Or, we are partnering with others to keep the costs down. We communicate that we aren’t looking to raise prices, so help us out.”

Hudson’s jeans are sold at major department stores such as Bloomingdale’s and Nordstrom, retailing for $150 to $220.
The higher price of cotton may result in an increase of only a few cents or perhaps $1 per item, but for many manufacturers, that could represent a fair chunk of their profits.
Isle Metchek, executive director of the California Fashion Association, said the increased cotton prices aren’t likely to push many companies underwater. However, she noted that companies must be more careful. For example, they are extra cautious about the items they ship to retailers because they don’t want be hit by markdowns and returned merchandise.

“They will look at what they are shipping 10 times before they ship it and insist on well-made merchandise,” Metchek said. “The tighter you are squeezed, the more careful you need to become.”
Kim acknowledged that the price increases aren’t going to bankrupt him. However, it’s still a significant issue for his business.

“It’s going to be a big impact,” Kim said. “We are being proactive and making all the adjustments and plans, and making sure our short-term strategies are in place to get through the current times.”

Like other clothing companies, Santa Monica apparel maker Hard Tail Forever, which sells casual sportswear garments including leggings, sweatshirts and tank tops made from cotton-blended yarn, has seen its fabric costs increase by 15 percent to 20 percent.
Dick Cantrell, owner of Hard Tail, said the cost of fabric has gone up from $7 to $8.50 per yard. (A tank top doesn’t require much fabric, but a full skirt might take a few yards to make.) In a normal year, the increase would be 10 percent to 15 cents per yard.

“I argue every time I call my knitters to place an order on a particular fabric and they say, ‘We have to raise the prices,’ ” Cantrell said. “The knitters are actually absorbing part of it, but they have to pass on part of it. And I can’t pass it on to my consumer unless I have a brand new style. I have to absorb it all myself because I can’t raise my prices in an economic downturn like it is now.”
Looking forward, another element adds uncertainty: The U.S. House of Representatives last week passed legislation that could be used to punish China, the No. 1 cotton producer, on trade policies, and the Chinese would likely retaliate.

While local apparel makers are navigating the rising cotton prices in various ways, they all acknowledge it’s a difficult situation.

“Everyone is painted into a corner,” said Weitman of Stc-Qst. “And nobody knows what the answer is.”
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Walmart:

October 2, 2010 

Take a trip to one of those 24-hour Walmarts on the last day of every month, and you'll get a glimpse into the lives of low-income families trying to get by. At one location in Fredericksburg, Va., at around 11 p.m., families start to load up on necessities like diapers and groceries.
People like Tracy and Martin Young live nearby, and for the pair in their early 30s, it's a chance to shop quietly without their five children, two of whom are teenagers. Each is pushing a shopping cart overflowing with food. There's mac and cheese, bags of cereal and cans of evaporated milk. Most of this has to last for the whole month.

A Midnight Run, Come Rain Or Shine
Despite torrential rain outside and flash-flood warnings across the area, the couple arrives to shop. Tracy Young says they've been doing this midnight run on the last day of every month for so long now that they're on a first-name basis with Gloria, their cashier.

Planet Money

"It's been about a year. We used to go to Bloom, and then we found out we were saving more coming here," Tracy Young says. At a stroke or two after midnight they begin unloading their carts at the checkout. Tracy says they set aside $500 for groceries a month. With five kids, the money they get never lasts until the next monthly check.
"It's usually about a week and a half," she says. "We try to figure out what we need to do about a week and a half before the end of the month."

That's why they're here at midnight: It's when their food stamps and government checks for their 3-year-old daughter kick in on the first of every month.
Tracy works in retail and Martin works two jobs. One of those is as a waiter at a fast-food chain, so their monthly income goes up and down all the time. Tracy says all their income goes to groceries, the rent and the bills, and hardly anything is left over.
Living Paycheck To Paycheck
That's not unusual, says Heidi Shierholz, a labor economist at the Economic Policy Institute. "There's no question that there's going to be more people living paycheck to paycheck now," she says, adding that more and more families are living on the brink of poverty.
Low-income families stock up at Walmart on the first of the month when they have food stamps in hand.

"They see wages get cut or not grow at all, so family incomes suffer, and when they take a hit some fall down" below the poverty line, she says.

Last year, 3.7 million Americans joined those already living in poverty, meaning families of four living on just under $22,000. That's 14 percent of the population. The government says the price of food has risen in the past year: Eggs cost 44 percent more and milk is up 21 percent, mainly because of fuel prices.

Shelf-Stocking Patterns For The First Of Every Month
Wal-Mart noticed that sales were spiking on the first of every month. In a recent conference call with investment analysts, Wal-Mart executive Bill Simon said these midnight shoppers provide a snapshot of the American economy today.

"And if you really think about it," Simon said, "the only reason somebody gets out and buys baby formula is they need it and they've been waiting for it. Otherwise, we're open 24 hours, come at 5 a.m., come at 7 a.m., come at 10 a.m. But if you're there at midnight you're there for a reason."
And so Wal-Mart has changed its stocking pattern. It brings out larger packs of items in the beginning of the month, and smaller sizes toward the end. It makes sure shelves have plenty of diapers and formula.
"It's definitely an indicator in terms of people who are struggling," says Charles Fishman, journalist and author of The Wal-Mart Effect. "That tells you there's a large swath of America that is still very carefully calculating how much money is available and how they're spending it on even the most basic things like diapers and milk and bread. That's not the sign of an economy that's shaken off the recession."
Checking Out Under Budget
At the checkout, Tracy and Martin Young see the total. It's $485.49. And they're under budget. Martin Young says they'll use the extra $60 to buy more canned vegetables from another store.

Tracy says their children know when the end of the month is approaching, because what they like to eat is gone and the kitchen shelves have emptied. The children are all home asleep while the parents are out shopping.
In the morning, Tracy says, they'll wake up and be able to have what they want for breakfast.
Welcome to California!

	Who must obtain a garment registration certificate?
	Every person engaged in the business of garment manufacturing must register with the Labor Commissioner. California Code of Regulations, Title 8, Section 13630.

	What does the term "person" mean?
	"Person" means any individual, partnership, corporation, limited liability company, or association, and includes, but is not limited to, employers, manufacturers, jobbers, wholesalers, contractors, subcontractors, and any other person or entity engaged in the business of garment manufacturing. Labor Code Section 2671(a).

	What is garment manufacturing?
	"Garment manufacturing" means sewing, cutting, making, processing, repairing, finishing, assembling, or otherwise preparing any garment or any article of wearing apparel or accessories designed or intended to be worn by any individual, including, but not limited to, clothing, hats, gloves, handbags, hosiery, ties, scarfs, and belts, for sale or resale by any person or any persons contracting to have those operations performed and other operations and practices in the apparel industry as may be identified in regulations of the Department of Industrial Relations consistent with the purposes of this part. Labor Code Section 2671(b).

	What is a contractor?
	"Contractor" means any person who, with the assistance of employees or others, is primarily engaged in sewing, cutting, making, processing, repairing, finishing, assembling, or otherwise preparing any garment or any article of wearing apparel or accessories designed or intended to be worn by any individual, including, but not limited to, clothing, hats, gloves, handbags, hosiery, ties, scarfs, and belts, for another person. "Contractor" includes a subcontractor that is primarily engaged in those operations. Labor Code Section 2671(d).
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1962-1964

‘Sam Walton names his new stores:
WALMART. The Walmart name was.
presented In ust about any ontistyle
avallable 1o the printer.

1964 - 1981

‘Aiso known as the *Frontier Font Logo,”this
was the st official and consistently used
logo.

1968-1981

The Discount City mark was used in print
advertsing, on the uniformsismocs, in-store
signing, and other things. However, it was
never used as bulling signage orin an
annual report.

1981-1992
The logo was updated again n 1981

1992-2008

The star was adopted as an update 1o the
existing logo in early 1992

2008
New logo adopted by Waimart Stores U.S.



2010
Your Turn

Name_____________________________________________________________________________Period______________________

Log on to www.mysavingsquest.com.  You are going to learn what it takes to budget and save.  
Follow the instructions from the site, and begin your savings plan.  Use the chart below to document your roadmap to saving.  You must play the game TWICE.  
Good Luck!
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List three different strategies you will try this time to ensure you make your goal:

1.

2.

3. 

Rising labor costs in China mean opportunity for workers in other countries, as apparel manufacturers begin looking to cut costs by moving to operations in Vietnam, India, Bangladesh and other less pricey labor markets. Many companies are taking a product-by-product approach, sticking with China's higher-skilled workforce for luxury products while moving manufacturing of lower-priced goods to less-expensive countries.
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Wal-mart has changed 


its logo over time;


They have always branded the company as the low-price leader.
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