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INTRODUCTION

During the 1990's, falling barriers to free trade between the United States and Canada will make the
U.S. apparel retailing market increasingly accessible to Canadian manufacturers. Consequently, the
Department of Industry, Science ‘and Technology, Canada commissioned Kurt Salmon Associates -
Canada, Lid. to prepare an exiensive analysis of the U.S. refail market, its structure and operations, to
enable Canadian industry o better identify opportunities within the large and diverse market

in "Apparel Retailing in the U.S." Phases | and Il, Kurt Salmon Associates proflled the U.S. apparel
retailing industry; an industry in which Canadian appare! |mports held less than a 0.5% market share
(based on U.S. retail dollar purchases) in 1989.

This report is designed to be a preliminary resource for Canadian apparel manufacturers developing
U.S. market entry strategies. Combined with knowledge gathered from the Phase | and Il reports, this
report should provide initial guidance for approaching the U.S. apparel market. However, it is not
intended to answer strategy issues for SpeGIfIC companies. Each interested Canadian manufacturer will

-need to conduct additional U.S. market research to identify those opportunmes unique to their firm and

any business modifications they must make to realize opportunmes U.S. market entry will usually
require considerable time and financial investment. This report is best used as a means for Canadian
firms to focus their resources on potential opporiunities identified from market and industry
observations. A market entry checklist has been included to help manufacturers focus on and develop
their individual options. :
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CANADIAN STRENGTHS AND WEAKNESSES

The development of an entry strategy should begin with ani understandmg of Canadian industry strengths
that may lead to a sustainable competitive advantage in the U.S., as well as an |dent|f|cat|on of
weaknesses that would suggest avoidance of certam entry strategies.

_Industry-wide strengths and weaknesses of Canaduan apparel manufacturers are summarized in this

section from the view point of:

Price

Fashion

Quelity

Capacity _

Manhfacturing Flexibility

anate Label Compatlblhty

Quick Response/Electromc Data Interchange (QR/EDI) -Sophistication

In general, Canadian apparel manufacturers will be uncompetmve on pricing due to cost dlsadvantages,
but potentially competitive on service (manufacturlng flexibility, proximity, elc.). Moreover,
Canadian firms have the design and quahty control capabilities to cater to segments of U.S. consumers.

Canadians trail U.S. counterparts in the implementation of QR strategies, but many opportunities still -

exist for manufacturers without extensive computer ,capabllmes




CANADIAN STRENGTHS AND WEAKNESSES (cont.)

Price:

The Canadian apparel indﬁstry‘s cost structure is typically higher than that ih the Far E"ast and some.

~ less developed countries and, in many instances, that of the U.S. apparel industry. To overcome cost
disadvantages, Canadian firms should tailor their merchandise offerings to compete in segments that
place a higher priority on product attributes (i.e., fashion, fit, workmanship) for. which price is not as
critical in the purchase decision. Generally, these price ranges are the "moderate plus" or higher
price brackets. Specialty Department Independent Specialty, some Department stores, and Mail Order
companies are the primary distribution channels for this better merchandise.

Fashion:

Not all fashion acceptable 'a-nd'p_opular in Canada will be as readily accepted in the U.S. In many
instances, the U.S. market has adopted unique styles and silhouettes which must be understood. Most

' Canadian manufacturers have the ability to meet U.S. consumer fashion needs. Consumer driven market

research aimed at the development of timely styles should prove more effective than product
_ development based on trial and error. :

Quality:

Canadian quality, in general ‘should meet or exceed U.S. consumer demands. - Qualuty should not be taken’

for granted, however. It was discovered that Canadians typically perceive that their garment quality is
higher and that this perceptlon is shared by U.S. retail buyers. In fact, KSA interviewed some U.S.
retailers who confirmed this image. More typlcally,_however, U.S. buyers were unfamiliar with

Canadian products, or when they did have knowledge of Canadian products, many did not rate Canadian

apparel as superior to other similarly priced (international) options.
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CANADIAN STRENGTHS AND WEAKNESSES (cont.)

Canadian apparel firms have traditionally serviced the smaller Canadian apparel market, and, in
- general, have limited manufacturing capacity compared to many U.S. counterparts. Gapacity
limitations could be an obstacle to servicing some U.S. retailers. (Although capacity requirements will
vary greatly between specific retailers and by product category, the Super Specialist, Department,
Discounter, Chain and Resident Buying Office channels are structured towards large volume orders for
most product categories.) When developing market entry strategies it will be important for Canadian
manufacturers to target a niche compatible with their current and planned manufacturing capacity.

Manufacturing_Flexibility

A history of operating at smaller manufacturing volumes has influenced Canadian apparel firms to
become exceptionally flexible manufacturers. The management and manufacturing ability to handle
small runs of multiple styles/colors on sometimes, short notice (either as an initial purchase order or
on a rapid response refill basis) will be a strategic advantage when approaching some U.S. retailers.
Specifically, Mail Order companies, Resident Buying Offices, Specialty Department stores, Independent
Specialty stores, and Department stores will value this service. '

]
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CANADIAN STRENGTHS AND WEAKNESSES (cont.)

 Private i ibili

Private label programs are maintained in all U.S. retail segments.  Private label merchandise usually
best lends itself to commodity type products and fashion basics so that programs can be established far
in advance of season (12-18 months) without great risks of the product becoming out of date due to a
change in fashion trends. Also, for most product categories, a retailer's private label is offered as a -
lower price, "value" alternative to nationally recognized brand name merchandise (usually priced 10-
15% below the name brands). As a result of this price requiement, most private label products are
sourced out of fow cost countries in large volumes to take adVantage'of lower operating costs and to
achieve economies of scale. The Canadian apparei mdustry is not structured to operate competitively on
thns basns

Within higher value added product categories (i.e., tailored clothing and outerwear), however,
retailers have developed private jabel programs which may present opportunities for Canadians.

Within these categories, a garment‘s fabric and construction are of high lmpoﬂance and volumes are -
typically smalier.

R/EDI histicati

To date, U.S. retailers have put greater pressure on their vendors to pre-mark garments with UPC
tickets and participate in QR programs than Canadian retailers (with, perhaps, Eatons being the one
exception). As a result Canadian apparel manufacturers, in general, are behind in necessary hardware
and software investment, and experience.

QR strategies have not been established in all product categories, however. Most programs have been
implemented within commodity product categories that are largely refili businesses of set styles and
colors (i.e., underwear, hosiery, knit shirts) that woulid benefit from constant monitoring and
replenishmeni. Most seasonal fashion product categories are less appropriate for current QR programs I (SA
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CANADIAN STRENGTHS AND WEAKNESSES (cont.)

Dl hi i

as they are largely not refill businesses (i.e., any fashion merchandise).. Within these product

categories the greater initiative for most retailers is to work closer to season (and therefore demand)

by having manufacturers shorten their product development and production cycles. As Canadian

opportunities typically reside more in seasonal fashion product segments, large investment in systems’
and training may be avoidable for the near term. However, QR will drive the future of retailing in the

U.S. To work with the leadership firms spearheading the QR révolution within each channel today

requires systems compatibility. Other retailers are following their lead. Complete point-of-sale
(P.0.S.) data capture is quickly becoming universal among retailers; and, increased requirements for

UPC ticketing and QR/EDI strategies will accompany this movement. '
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RETAIL CHANNEL OPPORTUNITIES

Canadian apparel manufacturers are not currently positioned to serve the requirements of all U.S.
retail channels’ These findings are summarized on the following page. The matrix identifies those U.S.
retail segments which-have product requirements and merchandising attributes most suited to Canadian
manufacturers' current strengths. These "arget channels" include Specialty Department stores,
independent Specialty stores, some Department stores, Mail Order companies, and, fo a lesser extent,
those Resident Buying offices who specialize in better apparel. Discounters and Chains provide fewer
opportunities for Canadian apparel manufacturers””. ‘Opportunities within Super Speclahsts are
limited due to high volume demands and their existing commitment to sophlstlcated sourcmg networks
within Iow cost countries. :

Although specific retail channels offer better opportunities than others, not all companies within

recommended channels provide a viable match with Canadian apparel industry strengths. - Specifically,

retailers who cater to the "mainstream”, or mass market consumer within target channels would not be
able to realize the tashton/quality value that Canadians can deliver due to price point pressures. - Thus,

it is through more upscale retailers (such as Marshall Field, Saks Fifth Avenue, Neiman Marcus, efc.)

that the best opportunities for Canadians exist. - For the remainder of this report, the terms
Department store, Independent Speclalty store, Specialty Department store, and Mail Order wili refer

to these more upscale retailers, unless identified othenmse

. For a'review of U.S. retail ohannel definitions and organization, consuit "Apparel Retailing in the
- U.S.," Phases | and Il, prepared by Kurt Salmon Associates - Canada, Lid. available from Industry,
Science and Technology Canada.

. However opportunttles within Chains may mcrease in the future, as, for example, J.C. Penney
continues to reposition itself as a Department store. See the Phase 1 report for format trends among :‘— 7

the Chains. . . , I (S A _
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'RETAIL CHANNEL OPPORTUNITY ANALYSIS
SPECIALTY - | DEPARTMENT MAIL | _REspENT
DEPARTMENT  SUPER - NDEPENDENT |  STORE DISCOUNTERS|  CHAINS BUYING OFFICE

'"Moderate Plus’ or Better Pricing

High Fashion Product

High Quality Workmanship and
Fabric Demands <

Strict Adherarice to Specs

"Low" Volume Orders

Manufacturing Flexibility Demands

QR/UPC Cooperation Requests.

Moderate .

High

Low

Moderate

High

 High

Moderate

‘None

11

Channel demands serviceable by Canadians
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'PRODUCT OPPORTUNITIES BY CHANNEL

Many U S retallers would find value in the innovation and service Canaduan apparel manufacturers are
capable of providing. The following page shows those retail segments in which there is greater
_compatibility between retailers' product needs and Canadian industry capabilities. Due to their poor fit
with Canadian strengths discussed previously, the Super.Specialist, Discounter, and Chain store
channels were excluded from the analysis. '

Each product/channel fntercept was evaluated_acoording to:

s Product segment volume trends’ -
+ High fashion/quality/price opportunities
+ Production demands . . -

For some product segments, it W||| be recommended that Canadians. investigate opportunities as
"specialty item" resources. Specialty items are unique garments of exceptional quality and design used
by retailers to generate consumer interest on their selling floor. Retailers typically purchase these
items in very low volumes. An example of a Specialty item business can be in the sweater classification
where a retailer would "show piece" a limited number of unique styles among his entire assortment. .

: SH

* See "Apparel Retailing in the U.S. - Phase I" - prepared by Kurt Salmon Associates - Canada, Ltd. I
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PRODUCT OPPORTUNITIES BY CHANNEL (cont.)

BUYING
- OFFICE

DEPARTMENT MAIL
STORES - ORDER

2/////////4/ ,
.
S

SPECIALTY

PRODUCT DEPARTMENT | INDEPENDENT

Women s & Girls’ :
-Blazers N 2
Dresses
Infantswear
Nightwear

- Other Tailored Sep.s
QOutercoats & Jackets e

Pats 8RS 1/ L

% </!,-./; ".'/". 3
/_"“ﬁf{ﬂ e / “jj*.-‘

_Robes & Loungewear

Skirts

Suits

" Sweaters

2

L)

4 AIIIIAT)

/_//'///-,-' -r‘ 7 s

Swimwear N A S : o
Leather Goods S
Men s & Boys' _ : .
Blazers & Sporicoats A
‘Dress Shirts L , NP .
Infaniswear- o ’ / 7
“Outercoais & Jackets |+ o e
- Pants & Slacks - Vs : . , ' ' B '
Suils & Tailored Sep.s o _ , : : : '
Sweaters JIIAN NI R . W
Swimwear 2B . ' _
Leather Goods , . : 7

77 = Good to Fair Canadian = Limited Canadian D Unhkely Canadian
Opportunities Opportunities Opportunities

"3 '_.“"' -' i
NI
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PRODUCT OPPORTUNITIES BY CHANNEL (cont.)

SEGMENT OPPORTUNITY
PRODUCT C.A.G.R.* |FOR COMPETITIVE o o o
CATEGORY 1984-1988 ADVANTAGE RETAIL CHANNEL(S) MERCHANDISE STRATEGY
Women's & Girls’ - . , - - '
Blazers -6% ) Limited Specialty Depariment Need designer label/brand name.
' | Independent Specialty Fashion niche possible in high end

Department “merchandise.

‘Dresses 4% Fair Specialty Department - . Demand exists for high fashion, high
' Independent Specialty price product.

Department ' Manufacturers (including small
companies) -responsive to retailer's
product and shipping requirements can
compete as high service, fashion

. resources. .
Infantswear 8%  God Specialty Department ‘_.More opportunities in fashion-
: Independent Specialty . influenced outerwear than in sleepwear.

Depariment ' Brand name imporiant.

Mail Order Opporturities in Depariment stores and

: . ‘Mail Order, if volume does nol exceed
capacity.
Nightwear 6% Unlikely - Price. is a major competitive factor.
‘ ’ : European designers have dominant
position at high end of market.
Other Tailofe_d 5% - Fair Spécialty 'Deparfment

‘Separates

*Compounded Annual Growth Rate

Independent Specialty
Depariment

i85

Most opportunmes al better pnce points
with fashion items. :

Responsive manufacturmg service is
an advantage.

M



PRODUCT OPPORTUNITIES BY CHANNEL (cont.)

SEGMENT

OPPORTUNITY

PRODUCT - C.A.G.R. FOR COMPETITIVE _ oo ' ,
CATEGORY 1984-1988 ADVANTAGE RETAIL CHANNEL(S) MERCHANDISE STRATEGY
Women's & Girls’ '
(cont.) ]
Outercoats & -1% - Good Specialty Department - Opportunities in high-end fash:on woolen
Jackets independent Specialty coats and cold-weather parkas.
Department Product requirements will usually vary by
Mail Order | geographic region.
Resident Buying Office Leverage Qanadlan cold weather rmagg.
Pants & Slacks 3% Limited Specialty Department Domestic branded and private label
Independent Specialty competition is strong.
' Opportunities may exist in high-end private
label wooiens within Specialty retailers.
Robes & -5% Unlikely -  Price sensitive, fow fashion industry.
Loungewear |
Skirts 8% Fair Specialty D_eb'artmeni _Opportunities for .fas'h'ion product sup- -
: ~ Independent Specialty ported by high service (responsive manu-
Department : i:saclunng, rapid trec';\ctlr?n to m:rke;;rentis)
. : ynergies expected when coordinated wi
Mail Order - other sportswear items. :
Suits -3% Fair Specnalty Department Stagnant td declining segment.

independent Specialty
Department

16

Niche position possible in high-end woolens.
High quality and service will be an advantage.

KSA |
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PRODUCT OPPORTUNITIES BY CHANNEL (cont)

L SEGMENT . OPPORTUNITY
PRODUCT C.A.G.R. FOR COMPETITIVE _ :
CATEGORY 1984-1988 ADVANTAGE RETAIL CHANNEL(S) MERCHANDISE STRATEGY
“Women's & Girls’
(cont.) _ :
Swealers 7% - Good Specialty Department Limited opportunities in cotton or
independent Specialty synthetics due to strong foreign
Department cqmpetmoln.
. Opportunities for high quality, desigr
Mail Order A :
Resident Buving Offi oriented product, especially woolens.
esident Buying ee Canadian manufacturers will benefit
from cold weather image.
Swimwe'ar‘ 1% Limited Speéialty Depértmént ~ Strong brand cdmpetiiion within
’ ‘ ' independent Specialty segment.
Department ' Brand image (fashlon and/or
: : ' performance) is key, especially within
Mail Orcjer youth and young adult.
Opportunities may exist for high- -end
o product targeted to an adult consumer.
Leather Goods - Good Specialty Department 'Opportuni_ties for both high quality, high

Independent Specialty
Department
Mail Order

Resident Buying Office

17

fashion jackets, as well as accessories.
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PRODUCT OPPORTUNITIES BY CHANNEL (cont.)

SEGMENT | OPPORTUNITY |
'PRODUCT C.A.G.R. FOR COMPETITIVE - : ’ :
CATEGORY 1984-1988 ADVANTAGE RETAIL CHANNEL(S) MERCHANDISE STRATEGY
Men's & Boys' _ _
Blazers & -4% Fair Specialty Department Design and quality can be point of
Sportcoats ) ]ndependént Spec'ia"y 'di“erenﬁation in a ﬁghi mal’k_et
- - Department Market segment exists for high price
point product.
Best opportunities exist with high-end
. woolens _
Dress Shirts 2% Unilikely - U.S. market demands single needle
‘ - construction. , :
Conceivable opportunities within high-
end niche, but would require
development of a designer label.
infantswear 10% Good Specialty Department More oppormnitieé in fashion influenced
independent Specialty outerwear than in sleepwear.
Department Brand name important.
Mail Order Opportunities in Department stores and
o Mail Order if volume does not exceed
capacity. '
Outercoats & 1% Good Specialty Department - Limited opportuniiies in rainwear due to
Jackets Independent Specialty ~well established brand names within

Department -
Mail Order _
Resident Buying Office

i8

segment (i.e., London Fog).
Opportunities exist for suppliers of high
quality, woolen top coats and car coats,

as well as cold-weather parkas at betier
price. points.
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PRODUCT OPPORTUNITIES BY CHANNEL (cont)

. SEGMENT OPPORTUNITY
PRODUCT C.A.G.R. |FOR COMPETITIVE ‘ -
CATEGORY 1984-1988 ADVANTAGE RETAIL CHANNEL(S) MERCHANDISE STRATEGY
Men's & Boys’ '
(cont.) ,
Pants & Slacks 1% Limited Specialty . Department Industry segment well serviced and price
: ' Independent Specialty competitive at all levels.
‘ Possible opportunities in high quality,
fully-lined woolen dress pants within
Specialty retailers - a small segment of
the market. .
~ Suits & Tailored 2% . - Good Specialty Department Canadians have favorable reputation for
Separates ' Independent Specialty design capabilities and quality standards
: Department to service U.S. market.
: Opportunities with high-end produci,
primarily within® Specialty retailers.
Sweaters 6% God Specialty Department Limited opportunities in cotton or

Independent Specialty

‘Department

Mail Order .
Resident Buying Office -

18

synthetics due to strong foreign
- competition. '

Opportunities for hlgh quality, design
oriented sweaters, especially woolens,
less for basic commodities.

Potential exists for specvalty item"
products.

Canadian manufacturers will benefit

4 -from cold-weather image.
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PRODUCT OPPORTUNITIES BY CHANNEL (cont.)
' SEGMENT OPPORTUNITY
PRODUCT - C.A.G.R. FOR COMPETITIVE iy
CATEGORY 1984-1988 ADVANTAGE RETAIL CHANNEL(S) MERCHANDISE STRATEGY
Men's & Boys’ '
(cont.) : o _
Swimwear 2% Limited Independent Specialty Strong brand competition within
' Mail Order - segment.
Brand image (fashion and/or
performance) is key, especially within
youth and young adultt.
Adult styles are usually basics.
Leather Goods Specialty Deparlment Opportunities for high quality, high

Independent Specialty
Department '
Mail Order

Resident Buying Office

20

fashion jackets. :

Price is key with accessories
(commodity items)

]
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SECTION Vi TACTICAL CONSIDERATIONS COMMON
TO ALL CHANNELS
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TACTICAL CONSIDERATIONS COMMON TO ALL CHANNELS

The careful tailoring of each Canadian manufacturer's marketable strengths to those U.S. retailers
which would benefit from and find value in their capabilities will be paramount to a successful market

" entry attempt. Although each retail format has different needs and concerns, some common issues can
be identified within each channel. These common issues are discussed in this section. Tactical concems
specific to each individual target retail channel which should be considered by Canadian vendors when
exploring and developing entry opportunities will ‘be discussed in following sections. Discussion will
be limited to the Independent Specialty, Spemalty Department, Department, Mall Order and Resident
Buying Office channels, and will be structured around the issues of

. Market Focus

+ Sales Force & Relationships
o Me’rchandiéing Packages
Distribution Concerns

« Electronic Linkages

ISA

q
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TACTICAL CONSIDERATIONS COMMON TO ALL CHANNELS (cont.)

Market Focus.

As dlscussed earller most U S. market entry opportunmes for Canadian apparel firms exrst in the
"moderate plus” and better prlce setments. At these price points, value added from garment styling,
quality, and high manufacturer service levels may be achieved. - :

Each Canadian apparel firm exploring the U.S. market should complete a thorough evaluation of its
product design capabilities, quality level, and financial position. Such an exercise will determine if i’
can fulfill the requirements of its "target” U.S. retailers and if it wishes to attempt market entry
through either investment in brands, a joint venture, or private Iabel partnerships. :

The objective of brandmg is to provide the manufacturer wrth control over the distribution of its

- product. Branding. develops a consumer franchise through’ investments in advertlsmg and other
promotion, thereby creating a retailer need for a manufacturer's product and removing some of the cost
competition encount_ered ‘with private label options. Such a direct consumer franchise should provide
more distribution stability long term. ' '

Brand'éreétion is a long term‘ investment; and the best way to build shareholdér 'valu:e. However,

~annual investment costs in the U.S. to establish a brand can be several million dollars. Therefore,
careful targeting of investment to segments in which it will have the greatest impact is required.

23 , | - NV



_TACTICAL CONSIDERATIONS COMMON TO ALL CHANNELS (cont.)

les Force an lation:

Manufacturers pursuing private label opportunities will not need a U.S. sales force. Most retailers
will prefer to work directly with management. Thus, management can approach targeted U. S. retailers
and Resident Buying Offices themselves and estabhsh relatronshrps more seffectively than through a
sales force. - :

Branded manufacturers have two sales force options: -

Mam.riacm_gr_s__ﬂep_e_s_eﬂtanze_s_ are independent individuals who wil represent several
~manufacturers' brands within a geographrcal region where they have many retail contacts
and a well-developed knowledge of the area's needs. Most of their contacts are with
Independent Specialty stores. Manufacturer's representatives offer an inexpensive sales
force option since they eliminate the need for a sales office and operate on a commission
basis. Company sales forces, however, afford the manufacturer more control over hrs
product’s dlstrrbutron

. Q_Q[nga_y__sagiﬁgme_g are dedicated o the promotron of the company's clothing lines only.
In this way, the company representatives have no. distractions from optimizing their sales
efforts of the product and bring the manufacturer one step closer to the retailer, allowing
for more contact and faster service. The drsadvantages of a company sales forces lie in the
drffrculty of assembling them: . :

- recrurtrng and educatmg expenenced salespersons

- economically justrfrab!e on major retall accounts only
and their additional costs:

- sales representatrves normally recerve compensatron m the form of a salary
and a commission based bonus schedule.

- maintenance of U.S. sales office(s).

Both branded and unbranded manufacturers should maintain a consistent presence at market shows.
Buyers in all retail channels attend shows to discover new resources and ideas, and to place orders.

24
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TACTICAL CONSIDERATIONS COMMON TO ALL CHANNELS (cont.)

les For nd_Relationshi

Different individuals (GMM, DMM, Buyers, etc.) will need to be approached at each targeted U.S.
retailer 1o explore parinership opportunities. An effective method for learning the name and position
of whom should be approached while generating top level awareness of a company is to send- an
introductory letter to the appropriate GMM of targeted U.S. retailers’ explaining your firm's
capabilities and requesting to whom further correspondence should be directed. This will allow all
levels of a retailer to get behind a manufacturer without offending anyone by going over or under them.

Merchandising Packages -

Specific tactical recommendations will be made by target channel in the following. sections™. One
comment can be made common to all channels, however. When first attempting market entry, Canadian -
firms will most likely be considered "fringe" suppliers by U.S. retailers. Canadian vendors must be
prepared for this treatment (which can inciude "last minute" orders, stiff financial conditions, ‘and
cancellatrons) and tailor strategies- to foster closer, long-term relationships.

* "No risk" product testing would encourage experrmentatron by some retailers. This Optron
should not be offered readily, however, as some retailers perceive thrs form of testing as a
~ sign of manufacturer weakness.

+ Leverage ﬂexrble manufacturing abrlmes and other convenrence services, where possible.
« Exclusivity guarantees

" — Exclusivity is important to retailers in all- channels as a means of drfferentratrng themselves from-
their competition. :

~ Exclusivity is especially valued by the "target" segments of the Canadran industry due to their high
- fashion, hrgh quality, high price orrentatron

See Section IV, "Trade Associatons and Store Directories,” of "Apparei Retalling In the U.S. - Phase I," prepared by
Kurt Salmon Associates - Canada, Lid., for a listing of U. S. store directories.

* Please refer to "Apparel Retailing in the U.S. - Phase II" prepared by Kurt Salmon Assocrates - Canada, Lid. for a \_\ ;
background discussion on merchandising practices by retail channel. ' _ I (SA
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TACTICAL CONS[DERATIONS COMMON TO. ALL CHANKNELS (cont.)

»

Distribuiion

The procedures and details of importing to the U.S. must be researched thoroughly before attempting
delivery. Customs declaration procedures and freight regulations must be met and garment
requirements, such as flammability standards of infantswear, must be adhered to. Oversights will lead
to shipping delays and missed delivery dates (and,. possibly, returned merchandise or retailer charge
backs). :

U.S. refailers are less likely to engage in repeat business with manufacturers who miss shipping
windows.

Resources for information regardlng importing procedures and regulatlons lnclude
« U.S. Customs Offlce
« Canadian Government Trade offices
« Freight fonfverding companies

 + Other Canadian rnanufacturers who have eXperience servicing the U.S. market

Electronic Linkage

As discussed in Section Il, the QR/EDI programs in fash_ion_go'ods,ar_e relatively rare or nonexistent
compared to the "automatic replenishment" and other systems established in many hard goods and soft
goods categories which are largely refill businesses. Within the fashion driven product segments

. discussed in Section IV which hold promise for Canadians, therefore, QR/EDI participation may at times
amount to no more than UPC pre-ticketing of garments. Each U.S. market eniry opportunity will have
to be evaluated on a case by case basis to determine the systems requirements and associated costs of
doing business with each particular retailer. '

26 o N\




TACTICAL CONSIDERATIONS COMMON TO ALL CHANNELS (cont.)

lectronic Link: n

Canad:an manufacturers who develop relationships in the U.S. should conduct an assessment of the
future technological requnrements of doing business with current pariners and make p!ans to meet any
systems advancements. :

Before studying the following sections, it is helpful to review the "Channel Profiles™ portions of
"Apparel Retailing in the U.S. - Phase II™ prepared by Kurt Saimon Associates - Canada, Ltd. as this
discussion is designed to augment and reinforce those discoveries, rather than review them.
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SECTION VI INDEPENDENT SPECIALTY STORES
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INID'E‘PENDENT SPECIALTY STORES

Independent Specialists are typically small in size and have limited financial means relative to the
other U.S. retailers. As a result, Independent Specialists are under pressure to maintain their
competitiveness versus other retail formats” with greater available resources at hand. Historically,
they succeeded by having an in-depth knowledge of their regional customer and by delivering consistent -

- service failored to their needs. Canadian vendors are uniquely qualified to assist better retailers
within this segment, as exemplified by the many potential product opportunities identified in Section IV
(see Matrix, P. 14). In fact, lridepende‘nt Specialty stores represent many of Canadian manufacturers'
best opportunities for consistent U.S. sales flow as these retailers value close relatlonshlps with-
trusted manufacturers. Focused product and-service will assist entry attempts.

Mafkg_t Fogug_
Product Unique styles help drive Independent Specialty store sales as these retailers attempt
to differentiate themselves from their competition and excite shoppers by offering -
unique assortments. For each product category identified on P. 14, the delivery of

fashion garments (not basrcs) will benefit Canadian manufacturers entermg thlQ ,
segment

Slnce all Independerit Specialty stares are fegibnal, it will be necessary for Canadian
manufacturers to understand regional variations in product requirements.

Quality High quality garments are very important to Independent Specialists

- Consistently high quélity garménts are an 'impdrtant’elemeht of the service
level better Independent Specially stores offer their customers.

Adherence to rigid quality standards will mainlain‘ prdfitable, long-term g _
relationships facilitated through effective quality controls. , B ; ﬂ@@; _
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_INDEPENDENT SPECIALTY STORES (cont.)

Market Focus (cont.)
Price Canadian manufacturers can best enter better U.S. Independent Specialty stores with

"high" price point merchandise, justifying their prices with fashion, quahty piece
goods, construction, and servnce .

Canadran apparel manufacturers can approach Independent Specialists with few fears

of over-taxmg their capacnty

' Independent Specialists will value the personal flexible and rapld service Canadrans

are able to provide. -

. Quick manufacturing response time for rapid refllls (of few units in many
styles/colors) as well as fast action m response to emerging fash|on trends

« A niche could be developed as a "European quality” manufacturer wrth
"domestlc service".

~+ These retailers in particular value merchandise exclusivity.
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 INDEPENDENT SPECIALTY STORES (cont.)

les For "n Relationshi

Independent Specialists value.long-term relationships with their resources. Canadian manufacturers
have the opportunity to develop and maintain such relatronshlps, and a steady sales flow, by providing
focused product and hlgh service fo this retail segment

Privgte Label Companies attempting private label market entry strategies should directly -
approach potential retailers wnthout the use of a salesman.

Independent Speclallsts, Iike all retailers, like to know they are dealing
directly wrth people who can respond to their concerns.

. Relatlonshrps c¢an be maintained largely via telephone from Canada. In-
person visits WI" have to be made periodically and when necessary.

" Branded = For . frrms planning branded entry strategies, lndependent Specialty stores are
' - the only channel for which manufacturers representatlves are recommended as -
a sales force optron '

- Many Independent Specialty stores maintain long-term trusted-
relationships with veteran representatiVes. :

_+ These representatives frequently make significant contributions to the
selectron of a store's assortments.

« Some Specralty store buyers perceive the merchandrse these
representatives offer as "pre-screened” for their business.

Since Independent Specialists value relationships, they dislike being "institutionalized™

« Impersonal service such as centralized telephone customer service systems.

1
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INDEPENDENT SPECIALTY STORES (cont.)

Merchandising Packages
Merchandising packages for Independent Specialty stores should be chused around the knowledge of
their limited financial means relative to other retail formats due to their size.

.« Limited resources to finance inventories.

. 'Require 55-60% ofiginal mark-up in order to suppoﬁ- mark-downs (which -are not as
- frequently shared with manufacturers as in, e.g., Department stores.)

Merchandising packages tailored 1o Independent Specialists needs will help build rélationship’s,(consult '
"Apparel Retailing in the U.S. - Phase II" Section V: for an accounting of Independent Specialty store
merchandising requests). Specific advantages (nof requirements) to any merchandising package would
include: ' '

» 60+ day payment terms

¢ Guaranteed margin arrangements

- Rapid refill programs

l
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INDEPENDENT SPECIALTY STORES (cont.)

Distributio ncems .
+ Independent Specialists will not require exceptional shipping and marking requirements.

~ More drop shipping will be required to Independent Specfalists than to other channels
due to the fewer number of "doors™ per store. :

~ Most Independent Specialists will be flexible on pre-ticketing and shipping container
marklng requests ' :

J Independent Spemahsts value on-time dellvery

— On-time dellvery will become even more important as Independent Specialists
continue to operate closer to need. :

» Late shipments can severely jeopefdize'_ihe establishment of long-term partnerships.

» Independent Specialisis do not generally engage in sophiéticated electronic links with their
vendors. :

— However, there will be increasing use of electronic cash registers for invenidry
 management purposes. This implies a growing need for some type of product codlnq
(i.e., UPC pre-ticketing).
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~ SECTION Vil: SPECIALTY DEPARTMENT STORES -
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SPECIALTY DEPARTMENT STORES

~ This group of retailers includes some of the most prestigious names in the industry (e.g., ‘Neiman-

Marcus, Saks Fifth Avenue) and embraces the world of fashion and luxury. With their greater
notoriety and larger sales volume than most Independent Spedcialists, Specialty Department stores are
well serviced by a host of vendors, and are also limiting the number of *fringe” vendors they employ.
However, potential does still exist for Canadian apparel manufacturers, especially as “specialty item”
resources, as Canadian industry strengths are a match with the needs of better stores in this segment.
Canadian products receiving exposure within this segment represent the best method of developmg a
fashxon image for the industry as a whole. : :

Market Focus -

Product Like Independent Specialists, Specialty Department stores strive to set themselves

apart by injecting new and unique fashions into their assoriments. Accordingly, if -

Canadian vendors utilize their design and responsive manufacturing capabilities to

~ quickly produce interesting variations on popular styles (either as a branded firm
or as a private label resource), they could be valuable vendors to Specialty
Department stores. Other options to gain entry into Independent Specialists include
joining in partnerships to promote Canadian vendors, or forming joint partnershlps
with American/European companies. :
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SPECIALTY DEPARTMENT STORES

Market Focus (cont,)
anl_rjx High quality piece goods ahd construction, in combination with the design elements

~ Price

discussed above, are of major importance, and will help Specialty Department stores
capture healthy margins (52+%) with Canadian products.

Canadian strengths are in 'garments targeted to the 'moderate plus" or better price

points. Due to the competition among vendors to service Specialty Department -

stores, the greater the fashion/quality value offered, the better a product should be
received by these "arget” retailers.

. Htgh fashlon high quallty. high priced garments, will develop an *up-
market” reputation for a manufacturer from which 1t is possible to move
*down-market”. The reverse is more difficult, especially for branded
manufacturers, - C :
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SPECIALTY DEPARTMENT STORES (cont.)

rket F ont.

Volume - Volume orders exceedlng capacity can be a reality for basic products within Specialty
Department stores. The high fashion, high quality, high priced type garments:
dlscussed above, however, are not ordered in hlgh volumes

Relatively small Canadian manufacturers have the opportunity to avoid large volume
orders while finding a resource niche in Specialty Department stores ‘the ‘Specnalty
|tem business.

¢ Possible “Specialty item” opportunities include (but are not limited fo):
- Dresses and gowns |
- Outercoats and jackets
- Fine Sweaters |
- Swimwear
- Leather jackets

,Servige Specialty Departiment stores ‘will value the hlgh serv:ce Ievels many Canadian
manufacturers are able to provide.

« Manufacturing Flexibility

- Rapid refills |

- Fast action response to emerging frends
o Exclusivity |

- Small manufacturing runs of numerous styles/colors

]
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_SPECIALTY DEPARTMENT STORES (cont.)

les Force and Relationshi

Specialty . Department stores will typically be less loyal than Independent Specialists. Buyers need to
attain performance goals for their department(s) and, therefore, must drop consistently poor
performing products regardless of relationships or other factors. Healthy relations with a retailer are
valuable, however, as they can result in "second .chances" for manufacturers when problems arise.

Private Labe Manufacturers should approach Specralty Department store buyers directly
° Servrcmg Specialty Department stores will demand frequent contact.
- Weekly performance reports

« - This contact can be done via tetephone from Canada, with in-person visits,
when necessary.

Branded The use of Manufacturers Ftepresent'atives\ will largely be inetfective when
_approachmg and servrcmg Specialty Department stores.

¢ In general Specralty Department stores will not deal with mrddle men”.
Company sales forces will not be necessary. _
. Buyers are concentrated in fashion centers New York, Los Angeles, eic.

« Market shows play an important role for contactrng accounts and selectrng
merchandrse

~ A sales office might be required, or valuable, in improving service.

. Speclalty Department stores do not W|sh to-'search’ for their vendors when -

discussion is needed.

.« Faster personal service can be rendered.
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SPECIALTY DEPARTMENT STORES (cont.)

Merchandising Packages ‘
Flexibility with terms will be most attractive to Specialty Department store buyers.

» Shared markdowns. ' |

* Liberal _return policies. ,
Canadian manufacturers should be careful not 1o give up too much to gain an accouht,‘ however.

« Specialty Department stores will be demanding partners. Leverage product and service
advantages against financial demands where possible. '

No risk, in-store testing can assist in the development of lasting refationships.

istributior m
Most Specna!ty Department stores utilize Ceniral Distribution Centers (DC s) for receiving shipments.
Drop shipping is used only in special curcumstances ‘

Each retailer will have unique shlpplng and receiving requrrements Canaduan manufacturers will have
to comply with these preferences. Areas of variability include:

- Customized pre—packaged assortments.
e Shippin'g container marking and invoicing.
_« Pre-ticketing requirements;
- —.UPC labeling.

— Some retailers have customized code systems which would require investment in
software to gain compatlblllty

Late deliveries will bnng returns and/or markdown demands. Specialty Department store retailers
will in most cases work with vendors to make their shipping and delivery requirements manageable.
" Special consideration from these retailers is unusual unless you offer a desirable product line. I( S A

|
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SPECIALTY DEPARTMENT STORES (cont.)

Electronic Linkages

'Specialty Department stores, although currently behind in’ electronic linkages, are moving in the
direction of utilizing the technologies of EDI and UPC bar coding. Today, these systems are few,
especially in the fashion products where most Canadian opportunities exist.

- UPC labeling and P.O.S. computer equipment is being implemented by most rﬁajor players in
this channel. '

Currently, largé investments in technology should not be a requirement to service this retail segment,
but the industry is changing and electronic linkages will grow in importance.
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DEPARTMENT STORES

Canadian apparel manufacturers are generally better positioned to serve "upscale” Department stores
carrying ‘high fashion merchandise at "better" and "designer” price points, such as Bloomingdales,
Marshall Field, Bullocks, and Macy's than moré "mainstream" Department stores such as Dillards or
Mercantile stores. Smaller, Independent Department stores carrying the appropriate mix of upscale
merchandise would also ‘be suitable targets for Canadian market entry. attempts, and should not be
overiooked.

Markez Focus

Product Department stores, as a rule, are especially well serviced by their vendors.
' Moreover, many stores also have well established private label programs and
associated sourcing networks. As such, these factors present barriers to market entry
through this channel. However, like Independent Specialty and Specialty "upscaie”
Department stores, Department stores also search for unique and exciting fashions to
support customer enthuslasm for their assortments and to dlfferenhate themselves

from their competition. , . S '

Thus, the opportunlty exists for Canadian manufaciurers to establush themselves

long-term, as vendors committed to the timely production of desirable fashions."
Focused product development will be key to the development and maintenance of a
presence within Department stores. :

Quality/Price The dehvery of quality/price value is probably the best platform on which Canadians.
can begin building a competitive advantage, and is lxkely the most credible factor they
can market. As a result, price points will tend fo be in the "moderate plus" price
brackets. : ' :

{
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DEPARTMENT STORES (cont.)

‘Market Focus (cont.)
Volume Volume demand_s’o‘f Department stores can potentiélly overwhelm Canadian

Service

- manufacturers' capacity. Therefore, it will be important for Canadians to position

themselves with only selected Department stores so as to not overwhelm capacity.

“Canadians should avoid concentrating their business with only 1 or 2 accounts,
- however; Department store buyers have been known to suddenly drop vendors.

Successful product, flexible production, and on-time delivery will all be aspects of
preferred service to Department stores. Developing exclusive product, especially for
a "specialty item" business would also be a valuable service. Manufacturers' who
target this channel will most likely enter Department stores as "fringe" resources (a
vendor category that these retailers, in general, are attempting to keep at a
minimum). Only service will stabilize relationships over time.
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DEPARTMENT STORES (cont.)

Sales Force and Relationships
Like Specialty Department stores, Department stores will not exhibit the same loyalty as Independent
Specialists. Sales performance and, therefore, profitability will drive relationships.

~ Department stores prefer to be serviced by company representatives who can produce results rapidly.
Accordingly, manufacturers' representatives are not recommended as a suitable sales force for branded
Canadian companies. A branded or non-branded manufacturer's management alone may be sufficient to
promote and service some Department stores since buyers attend most market shows. Telephone

. communication should suffice to handle most complications. When serwcmg a retaller by telephone, ~
the vendor must always be reachable to limit frustration.

‘Me_rc_!mmi:@g_Pam
Most Departmént étpreé will be demandihé partners; all will welcome merchandising techniq_uyes
designed to support their margins and decrease their inventory risks. The major areas are:

‘'« Shared rﬁarkdowns |

. Attractive retumn 'policies

« Liberal co-op allowances

. Exclu5|V|ty

Vendors will be required to concede to some of these terms. They may result-in unprofitable deals, .
which should be avoided. High service and attractive merchandising packages (combined, of course,
with desirable product) will help Canadian manufacturers gain U S. accounts and then progress out of
"fringe” status and into more stable relationships. :
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DEPARTMENT STORES (cont.) -

istribution necem

Each Department store will have custom requirements, regarding packaging, shipping and receiving.
Canadian apparel eXporters will have to comply with these regulations. (See page 39 for areas of
variability between stores.) Most Department stores utilize centralized Distribution Centers and only
use drop’ shlpplng under spemal circumstances.

' Department stores deal swiftly with late deluvenes Shibping windows missed by 24 heurs can, in

~ some stores, result in refused merchandise or steep markdowns. Canadian manufacturers who service
this channel must take extra care to anticipate and arrange for aII potentlal importing delays to avoud
penalties.

ronic_Lin

Most Department stores are behind in thelr |mplementat|on of Quick Response (QR) strategles but
they are planning for the future. Presently, UPC coding is becoming more common and some ]
Department stores already require pre-marking with UPC labels. Canadian apparel exporters should be
prepared to handle the UPC needs of these retailers now and begin preparing for Department stores’
future QR/EDI expectations.
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MAIL ORDER

Product opportunities in the Mail Order/Catalog channel are limited relative to those in Independent
Specialty, Specialty Department, and Departmeni stores. Fewer opportunities exist because some
products categories (e.g., men's and women's suits) do not lend themselves well to direct mail
distribution. In other categories, assortments are more basic and, therefore, sourced in ‘large
quantities in various countries having low production costs. Market entry may be further complicated
since Mail Order companies typically maintain long-term relationships with few vendors, and some
- companies rer heavily on Far East sourcing networks. However, Mail Order retailers would benefit
from the quality and responsive manufacturing capabilities of Canadian apparel manufacturers, and
therefore, opportunities to ‘enter the U.S. markets exist in this channel.

Costs associated with U.S. market entry through Mail Order should be lower than the other channels
discussed due to lower product development sales, and merchandising expenses '

) Mgrk_gt Focus

"~ Produgt Most Mail Order companies focus upon a particular consumer, end-use, or lifestyle
- (Specialty catalogs), have an in-depth knowledge of their customer's tastes and
preferences and, accordingly, develop most of their products internally. |

Product development expenses will be largely avoided by Canadians in these
circumstances, as they will only have to consistently produce quality product to
customer specifications. Potential also exists to leverage the U.S. impression that
Canadians are "cold weather” specialists with high performance outdoor products
applicable to sports, recreation, or. exireme weather. :

The majorlty of apparel in catalogs is unbranded sold under the Mail Order
companles own name, which are as lmportant o consumers as many national brands.
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MAIL ORDER (cont.)

Quatl_tx Strict adherence to rigid fii, sizing, and color specifications |s a requirement for
- servicing Mail Order. : :

*  Mail Order compames must operate with hlgh service levels (consistent
high quality product, shipped to customers promptly) in order to
maintain customer satisfaction. These retailers measure service level
according to "Initial Fill Rate" (IFR), or the percentage of items in stock
and ready to ship when an order is received. A strong IFR is 85%.. '

- Price As in other channels, Canadians will not be able to compete on price in basic fashions.
Entry attempts should be posltloned with higher-end products offering
desugn/quahty/performance value.

Volume Risks of Mail Order over—taxmg Canadran manufacturers capacity are minimal due
to this segments purchasing procedures. -

.- A ~Mail Order companys buylng process essentlally involves
manufacturers committing open- capacity to forecasted product demand.
Insufficient capacity should be identified before deals are signed.

~Service The ablllty to handle small runs on short notice and to change production schedules
' mid-season are very atiractive selhng features to Mail Order companies.
Responsive manufacturing abilities should be highlighted when approachmg these
retailers.

Mail Order companies typlcally operate ahead of season compared to other retail
channels. For example, catalogs offering Fall merchandise are mailed to consumers -
in June and July. The ability of vendors to adapt to their unique calendar is
important to these retailers. '
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MAIL ORDER (cont.)

les Force and Relationghi
A U.S. sales force and sales office (and their associated costs) should not be necessary when approéching
Maul Order companies. . . '
. Management should be able to approach Maxl Order companles directly.

« Consistent availability (ielephone, fax machine) and in-person visits, when necessary, ‘,
should provide sufficient communication.

Mail Order compames value long-term relatlonshlps ‘with vendors who are atientive to servicing their
B - ‘ .
Merchandising Packages
Mail Order companies require few merchandising concessions.
+ No co-op'advertising with private label.
"+ Shared markdown monies are rare.
« Returns are rare.

Guaranteed price arrangements will be attractive to Mail Order retailers.

]
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MAIL ORDER (cont.)

istribution ncer
Similar to Department store channel'é, Mail Order will have rather'inﬂexible sﬁipping and receiving
requirements, pertaining to: :
. Shipping container marking and im)o'icing.
« Garment labeling and packaging.
Mall Order companies utilize central dlstrlbutlon (DC's). Drop shipping is not apphcable

On-time delivery is critical.

~ « Catalogs are already out when shipments are scheduled to arrive. Late shipments delay .

fulﬁllment of customer orders.

Rapid reorder abilities are desirable to Mail Order companies.

Electronic Linkages

Most Mail Order companies have not impleménted éophisticated QR/ED! systerhs with their Vend'ors, but
many are now in the process of doing so.

» Use of UPC bar codmg is increasing rapldly QR/EDI implementation will play an important |

role in Mail Order companies’ attempts to shorten productv development lead times (currently

12-18 months). Resources with the abilities to meet these priorities will be more

attractive business pariners.
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RESIDENT BUYING OFFICES

Although Resident Buying Offices are not technically a retail distribution channel, they still represent
a unique U.S. market entry option. Resident Buying Offices are. owned by member retail company
shareholders and function as agents to provide merchandising and sourcing support on their behalf.

Expenses associated with U.S. market entry through Resident Buying Offices will be small in relation to
other entry options: product development cost are minimal, branding is unnecessary, a U.S. sales force
or office is not needed, investment in QR/EDI systems will be rare, and inventory financing costs will
be low (iypscally payment is through letters of credit). However, Resident Buying Offices usually deal
in large volume orders of fashion basics and other commodity items, areas where most Canadians will
have difficulty competing with low cost countries on price. Thus, fewer entry opportunities will exist
through Resident Buying Offices for Canadian manufacturers than in the retail channels discussed
previously. This channel should not be overlooked by Canadians, however, as Resident Buying Offices
are always searching for new resources and run some programs for better merchandise classifi cations
in which Canadians can add quality/design value.

Market Focus |

Product Resident Buying Offices develop custom specifications their garments, thus product
development requirements of manufacturers are minimal. The key for Canadians
attempting marketl entry will be 1o identify product opportunities which  lend
themselves to Resident Buying Office sourcing, yet avoid commodity behavior.
Opportunities are likely to be few, but potential exists in outercoats, sweaters, and
leather goods.
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Quality

Price

Volume
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'RESIDENT BUYING OFFICES

Success servicing Resident Buying Offices will requife the consistent delivery of
garments constructed to ,specifications (ideally zero defects or deviations).

Quality .and low price is key to Resident Buying Offices. Most employ Product
Engineers who inspect the manufacturing facilities of prospective resources before

_ any serious negofiations occur. Established Quality Control procedures which these -

inspectors look for during a tour will help to develop relationships.

Resident Buying Offices exist because they can offer member retailers lower prices
on selected items than if each were to source the item themselves. Therefore,
pricing must be aggressive.

Resident. Buying Offices usually utilize Letter-of-Credit purchasing. Garment

“specifications, volume, and delivery schedules are all established up front. There

are no refills in this channel. Thus, because exact volumes are known before deals
are signed, a Canadian manufacthers' available capacity will rarely be exceeded.

Resident Buying Offices will require minimal service from Canadians. Their three .

primarilvy requirements are:
. Best price at net.
. Garments that meet'speciﬁcations.
+ Dependable, on-time shipping.

Additionally, Resident Buying Offices would fike their vendors to always be available

when they wish to contact them.

"= This need can generally be fulfilled by telephone.
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' RESIDENT BUYING OFFICES |

Sales Force and Relationships

Resident Buying Offices value long-term relationships and typically maintain relatively low vendor

turn-over rates. An extensive sales force or a U.S. sales office will not be necessary. Canadian
management should approach Resident Buying Offices ‘directly to explore possibilities. Consistent
fulfillment of the three key service concerns listed above should build and maintain refationships.

Success in 'ser\)ic'ing Resident Buying Offices could serve as a relatively inexpensive means of
establishing a "quality manufacturer” image for Canadian firms in the U.S. market.

. Merchandisina Packages |

Resident Buying Offices ‘o‘perate a relatively "no-nonsense” business - markdowns and returns (for
other than quality problems), and discounts are rare. Resident Buying Offices will work hard to get a
vendor's best.quote. '

Dig‘ 1ri§:g,!1ign Concerns

" Product will fréquenﬂy have to be invoiced and prepacked fdr, shipmeni according to individual member
company specifications. Delivery will be to individual retailer Distribution Centers or boarder

transfer locations. Drop-shipping is uncommon. On-time delivery is key to the maintenance of long-

~ term relationships.

Electronic Lin
Canadian manufacturers should not have to invest in QR/EDI systems to properly service Resident

Buying Offices. Electronic linkages are not an important issue now or in the future as these ties are
usually established directly with retailers. ‘Resident Buying Offices are not retailers.
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 JOINT VENTURES

Market entry through Joint Venture partnerships can be an attractive opportunity for some
manufacturers, and may serve as an efficient tool to overcome en‘lry barriers for manufac’lurers with
limited resources. -

Brand entry is expensive:
"« ‘Advertising and promotions.
« Sales force and office requirements.
-« Negative ihitial cash flow due to 2-3 year investment period.

Conversely, Private Label does not offer long-term stability within U.S. markets:

> Cost competition with other manufaclurers creates constant pressure to hold onto accounts.

Canadian. manufacturers having limited financial resources should consrder two Joint Venture :
partnership options which might fit with their growth reqmrements :

{
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~ JOINT VENTURES (cont.) A

1. Team with a current branded manufacturer with an established U.S. distribution network and high
consumer recognition in a targeted retail channel and extend their brand into a new product
category. Joint Venture pariners could be a either U.S. or International manufacturer.

Advantages . Disadvantages
« Established brand name. _ * Advertising costs will remain high to
. Established U.S. distribution infroduce new product category.
network. : " .« Does not establish proprietary brand.

« .Shared expenses. « May be difficult to find compatible Joint

Venture partner. '

2. Team with another Canadian manufacturer fo create a branded apparel line to be introduced within
the U.S. markets. '

égvangggeg L Disadvantages

- Pooled financial resources. « Difficult selection process

— Management compatibility

» Shared expenses.
2 P — Manufacturing consistency

« Broader scope of clothing line. . ,
« -High costs, even though expenses would be

shared.

e More risks involvéd with launching a new
brand than extending an existing one.
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SECTION Xll: MARKET ENTRY CHECKLIST
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MARKET ENTRY CHECKLIST

The following checklist summarizes many of the critical issues that must be addressed by Canadian
manufacturers to determine if entry into the U.S. market is sensible and feasible. '
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MARKET ENTRY CHECKLIST (cont.)

EXTERNAL EVALUATION

CATEGORY o  ISSUE

Retail Channel Marketing + Does your company have suﬂucvent product knowledge of
: . the U.S. market’?

« Which retail channel is best suited for your
merchandise line?

« Which U.S. retailers have the stability and growth
potential fo provide long term opportunities?

- What combination of in-depth market and product
knowledge will be requnred to represent your company -
in the U.S.? . . .

» How qmckly can relatlonshlps be estabhshed with
retallers’?

- Would it be more advantageous to employ an experienced
" representative to manage a U.S. sales office?

+ Should you focus regionally or nationally?

- 60
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MARKET ENTRY CHECKLIST (cont.)

EXTERNAL EVALUATION (cont.)

CATEGORY . ISSUE

Product Positioning *+ Do yotj have a clear undérstanding of target U.S. El
consumers and their styling preferences?

+ What is the niche you plan to fill in the retailer's [
assortment? What is your competitive advantage to gain
and keep the retailer's acceptance?

<+ Who will you be dp against to gain floor space and open- [:l
to-buy? What are their strengths and weaknesses?
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MARKET ENTRY CHECKLIST (cont.)

INTERNAL EVALUATION

CATEGORY

ISSUE

Product Specifications

Manufacturing Capacity

Will your fabric be accepted and, in some instances,
meet safety requirements?

Can you meet or exceed sizing and d'uality specifications

for a private label program?

Given your current production capacity, how much
capacity can be allocated for the U.S.? What production
trade-offs will have to be made? Will expansion or an
acquisition be necessary? How soon?

Can yoﬁ adapt merchandise spécifications for the U.S,

“within current production schedules and procedures? -

How responsive can your production be for quick
reorders?

Can you meet different schedules for seasonal
requirements in U.S. climate zones?
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MARKET ENTRY CHECKLIST (cont.)

INTERNAL EVALUATION (cont.}

CATEGORY o ISSUE

Pricing o Is ybur production sufficiently efficient to price your D
merchandise competitively?

+ Is there an opportunity to develop premium pricing D
through unique styling, quality/workmanship or
performance?
Financial Resources + Are you prepared to commit to long-term investment of D

management time and financial resources to build
market share and retail relationships?

« Would a Joint Venture partnership be more advantageous
than direct marketing and distribution?
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