Factsheet 2b

Introduction

Case study: the structure
of Gap’s supply chain

The following case-study shows the length and complexity of the supply chains of major

brands, in this case Gap. It is taken from Bridging the Gap: a look at Gap’s supply chain from
the workplace to the store, Women Working Worldwide (2003)". The study represents a
typical garment supply chain, and is not intended to single out GAP for criticism.

Based in San Francisco, Gap has over 3,000 stores throughout the world, employs 150,000

workers and in 2004 had sales of nearly 16.3 b

illion US dollars. As a retailer, Gap focuses on

design, merchandising and branding. It does not manufacture any of the products it sells. In

2003, it was buying from over 3,000 companies in approximately 50 countries.

KEY
Flow of orders —_—
Gap Stores in USA
Flow of raw materials «ss
Flow of unfinished
garments —
Gap USA
Gap International Sourcing
Regional Office - Singapore
Gap International Sourcing
National Office e.g. Pakistan
Blue Textiles
& Garments
Orange Textiles » Blue Garments |- Blue Textiles
Blue small Purple small
Agent factory factory
Homeworkers Small workshop Homeworkers

1 Although the focus of Women Working Worldwide res

earch was not Gap, the sheer size of the company means

that the researchers often came across suppliers to the company. Gap was therefore taken as an example of how

current supply chains are structured.
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The actors

Gap Stores: Salesdata are constantly relayed to Gap’s Regional headquarters (see below) in
order to monitor what products are selling and which are not. This information is used to plan
and refine sourcing and design strategies.

Gap USA: Thisisthe company’s overall headquarters. There are also regional headquartersin
Europe, Canada and Japan. Departments responsible for design, sourcing and monitoring
factories are located in Gap USA as well as in regional headquarters.

Gap International — Regional Sourcing Office: The regional sourcing office is responsible for
sending out contracts to manufacturers and, generally, for choosing the manufacturers to
whom the designs are contracted.

Gap International - National Sourcing Office: Gap has national sourcing offices in countries
where significant production is carried out (e.g. Philippines, Pakistan and Bangladesh). National
sourcing offices are generally responsible for quality control and for the monitoring of working
conditions in factories. Sometimes they are also responsible for shipping finished garments.

Note: we have not used the real names of the following stakeholders.

Blue Textile and Garment Manufacturing (Blue T&G): This is the headquarters of a large
textile and garment manufacturing company. Blue Textiles and Garment Manufacturing is a
transnational company with factories in several different countries. It receives orders from
agents and from buying houses as well as through its own, in-house buying office. It receives
ordersfrom large companies like the Gap, through the company’s regional sourcing offices.
Large transnationals like Blue T&G are responsible for sourcing the raw materials and for the
production and distribution of the finished garments.

It is easier for Gap to work with companies that also produce textiles: it is cheaper and reduces
turnaround time as both sections of the company work together on deadlines. In this example,
Blue Textiles and Blue Garments coordinate their schedules so production can be planned
more efficiently. Equally, working with large companies makes it easier for Gap to monitor
quality and working conditions.

Blue Textiles: Blue Textiles is a subsidiary of Blue Textile and Garment Manufacturing. It
produces some of the textiles that will be used by Blue Garments but does not have the
capacity to supply all of Gap’s needs. Gap therefore also orderstextiles from large millsthat do
not have manufacturing firms —for instance Orange Textiles in the diagram. When the textiles
are ready, they are sent to Blue Garments.

Blue Garments: Blue Garments is also a subsidiary of Blue Textile and Garment Manufacturing.
Garments are cut and sewn here and this where all raw materials are sent. Blue Garments is a
first tier manufacturer contracted to produce the Gap order. The number of workers in Blue
Garments is stable. Not all production, however, is done in this factory.

Blue Garments may sub-contract some or all of the production - to factories it may or may not
own (it owns Blue small factory but not Purple small factory). There are several reasons why it
may do that:
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9 it may have accepted orders that are bigger than it can handle;
I it may be required to deliver more quickly than it can manage;

9 Purple small factory may have agreed to do the work for a cheaper price than Blue
Garments or Blue small factory.

Gap does not like production to be sub-contracted to smaller factories, but it does happen.

Blue small factory: Big companies like Blue T&G often have smaller factories that take the
overflow of work or time-consuming work. They are second tier manufacturers. Conditions are
generally worse in these units than in first tier manufacturers as the smaller units employ
women on short contracts or without contracts at all and pay piece rate wages.

Purple small factory: This is also a second tier manufacturer, a small factory that is not owned
by Blue T&G. Small factories like Purple are often funded through local capital rather foreign
investment. It sub-contracts orders from Blue Garments. Research found that owners of small
units like Purple small factory frequently have a personal connection with the management of
the company from whom they sub-contract. They may be former workers, related to a
member of management or may be a member of management who has set up his own small
factory.

Generally, these factories have worse working conditions as workers are temporary and are
paid piece rate. This gives the company flexibility to hire and fire workers according to
demand. When there is less work, they let workers go, when there is more work, they can hire
extra workers on contracts.

Agent: Blue Garments may also sub-contract work to an agent. Agents function at all levels of
the supply chain. They may work with small or large volumes of production. At the top of the
chain there are buying houses employing many agents. At the lower end of the chain, agents
tend to operate individually. The agent is sub-contracted by the company —either a first tier or
second tier company —to carry out either part or all of an operation: this is frequently stitching
or finishing.

Individual agents frequently have personal contacts in the factory: they may be a former
employee or be related to someone in management or even be a line manager at the main
factory. They are often paid in advance and many earn over 20% in commission. The agent
may also sub-contract the work to another, second or third tier manufacturer.

Homeworkers: They generally work from home or in small workshops, often based in a
neighbour’s house. They get jobs because they know the agent personally. They normally pay
their own overheads, from machines and thread to electricity. Work is infrequent: sometimes
they go months without work. In peak season, they may have to work 12-14 hours a day, seven
days a week. They are paid less than factory workers for the same work.

Moving down the supply chain

Ordersfor new designs are sent to Gap International’s Regional Sourcing Office, in this case in
Asia (there are othersin South America and Europe). Gap’s Asian Regional Sourcing Office is
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based in Singapore. The Singapore office will give the order directly to a large manufacturer
like Blue Textile and Garment Manufacturing which will make up samples of the designs. If the
samplesare accepted by Gap, they will negotiate on price, materials and delivery. Gap’s
preference is for big manufacturers who are able to produce large volumes of high quality
garments.

In the case of re-ordering popular products, computerised check-out tills send sales
information from every store to the Regional Headquarters, telling brand managers and
merchandisers which garments are selling well and need re-ordering. These orders are then
sent to National Sourcing Offices (there are many in Asia and other regions) which then passes
the order on to first tier suppliers, normally a large factory like Blue Textiles and Garment
Manufacturing. National Sourcing Offices also monitor quality and scheduling and organise
shipping and factory checks.

Further reading

Adapted/extracted from:

Bridging the Gap: a look at Gap’s supply chain from the workplace to the store, Women
Working Worldwide (2003) <http://www.women-ww.org/!GAP_BOO.PDF>

Sub-contracting Chains in the Garment Industry, Women Working Worldwide (June 2003)
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