Apparel and footwear brands and the recession: 

Time to shift focus from defense to offense 
In times of economic uncertainty, making changes of any kind might not be what comes naturally or feels the most comfortable.  Many businesses in the apparel and footwear industry have been hunkering down during this past year, probably feeling quite content with the fact that there is still “business as usual” to speak of. 

And who can blame them? 

US apparel imports declined 12.5% in value terms from January to August 2009 compared to 2008 (apparelandfootwear.org, Oct 2009). The same figure for US footwear imports shows a 9.4% reduction  (apparelandfootwear.org, Oct 2009). Invariably, this has translated to a higher level of scrutiny for new projects, especially those requiring significant funding. In addition, financial and human resources have become scarcer over the past couple of years.  

However, while initially choosing a defensive strategy may have proven to be a good business decision over the last year, now is a great time for businesses to do some strategic planning to ensure they are ready to move offensively again — and sooner rather than later.  There is much to be learned from history, and as far as economic history goes, it is certain the current economic conditions too, shall improve. 

How do apparel businesses plan for growth under the current conditions?

Today, apparel and footwear brands are being asked to accomplish more, or at least the same, with less. They’re being tasked with increasing sales while using a reduced sales staff.  Or being asked to ensure increased visibility to cargo movement, with no room for new IT spend in the budget. Overall, employees are being required to cover additional responsibilities and tasks that span wider and wider areas. 

Doing more with less. It sounds like an impossible equation, but the key variable to solve it involves core competencies.  Concentrating on an organization’s core business, and its core competencies, can dramatically improve the odds of success in a downturn, as well as a faster recovery from an economic slump, according to Harvard Business Publishing: The Daily Stat (4/08/09). 

What are the key competencies for growing an apparel brand? First, it should be making and selling a great product. Then, perhaps creating a business model for growing the brand to new markets and new market segments. 

What are some examples of challenges that keep apparel and footwear brands from focusing on their key competencies? One example from the apparel industry includes becoming distracted by correct label content: trying to determine what needs to be printed on labels in different markets regarding care and content; fabric composition; and country of origin — or understanding the legally required correct placement of those labels, which can differ from country to country. 

Another area where apparel and footwear brands get distracted from their key competencies involves compliance. Employees often spend countless hours hunting through piles of documents from numerous vendors, trying to determine whether the documents are in compliance with US Customs rules and regulations so that product won’t be subject to exams, delays, or worse. 

While non-revenue generating activities like these should not — and often by resource or internal knowledge restraints cannot — be prioritized in many businesses, they still have the capacity for significant bottom line impact.  Consider the company bringing in a new brand to the North American Market that got the entire sample collection stuck in Customs due to label misplacement one week prior to the MAGIC show. Clearly, the bottom line effect of having no product to show at the biggest sales event of the year would make any CFO see red. 

Today’s apparel and footwear brands can also struggle when it comes to auditing third party providers; many lack the internal control and resources to audit effectively. For example, when the duty percentage can range from duty free up to 40% of the value of goods, an incorrectly stated invoice from the vendor or a simple mistake by the Customs broker can have bottom line impact of several thousands of dollars per shipment. 

In addition, a seemingly minor activity such as freight bill auditing can recover similarly large dollar amounts. Errors such as the occurrence of double billing, additional line items, incorrect freight rates and just plain incorrect charges are extremely common — yet the number of businesses that employ an effective Customs entry and freight bill audit program is very small. 

The risk and bottom line effect of non-compliance is a different challenge altogether — and perhaps the most dangerous when it comes to a brand’s livelihood. After all, if an apparel company’s core business is making and importing a product, where will that business be if its import privileges are revoked?

Outsourcing of Trade Management functions as a growth strategy

Apparel and footwear brands frequently struggle to manage everything that needs to be done to stay on top of the competition, especially in the small- to mid-size market. Many of these companies lack the internal resources to ensure compliance with US Customs and other government agencies, such as the Federal Trade Commission (FTC) and Consumer Product Safety Commission (CPSC). In addition, investing in advanced trade management systems and internal staff to handle all functional areas effectively is simply not feasible from a financial perspective.  At this stage, outsourcing of certain functions can be the strategy that enables these companies to do more — and do better — with much less.  

Often when considering outsourcing, there is a focus on reduction in personnel cost. While this is often achieved, it is not the most valuable benefit.  Consider how the following four benefits enable a small- to mid-size apparel brand to focus on key competencies while driving growth:

Focused Expertise: Outsourcing means letting someone who focuses on that particular key area manage it — be it Customs compliance, freight tracking, invoice audit or IT.  By hiring experts in a particular area, apparel brands can then focus on core competencies!

Variable Cost: It’s not often feasible for small- to mid-size companies to hire internal resources to provide the same level of expertise as the big players. By outsourcing, smaller companies benefit from a high level of expertise, but at a cost that fits within its budget and needs. 
Increase Efficiency:  Although a company will still need to guide and manage the direction of the outsourced area, more time and focus can now be spent on the critical tasks relating to product development, sales and marketing.  
Risk Reduction: When someone has to be “jack of all trades” in this industry, there are obvious risks.  Apart from the risk of not handling the area in the most efficient way — or certain tasks falling to the wayside due to time limitations — what happens if an employee takes a leave from the company or departs entirely?  If a company outsources to the experts, it always has steady coverage. 

Starting the process

The international trade arena is more complex than it ever has been.

Companies operating within this space are expanding into value-added services from all angles: freight forwarders are building track-and-trace systems that expand into purchase order management; trade management system providers are adding on US Customs audit tools and solutions; and procurement-to-pay cycle facilitators are adding on inventory control tools. And the list goes on. 

How does a company know which partner — or combination of partners — to choose? How does it determine which functions are best outsourced, and why? 

A helpful starting point can be to get a business process analyst to help determine the opportunities for cost savings, operational efficiencies and risk reduction. Having access to a quantifiable report of what outsourcing can mean for an individual business — for both the immediate and long term — can often prove this is the perfect time to make a change. 
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About Velody Trade 

Velody Trade provides international trade consulting and managed services to help small- and mid-size companies increase profit, optimize operations, manage growth and minimize risk. Its co-founders have more than 35 years of combined import and export experience advising some of the world’s leading apparel, footwear and manufacturing businesses on sourcing, logistics, supply chain management, tariff engineering, Customs compliance, duty refunds and trade finance. The firm’s unique blend of business process consulting, implementation and managed services provides clients with short- and long-term solutions for cost savings and risk reductions. Visit Velody Trade at www.velodytrade.com. 
