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ONE 1 
Asian Apparel Company 
Introduces New Wrinkle 
To World Manufacturing 
Suppliers Like TAL Play a Bigger Role 
In U.S. Chains' Inventov Management 

Pitching Penney the Shirts It Needs 

By GAB= KAHN 

On a Saturday afternoon in August, 
Carolyn Thurmond walked into a J.C. 
Penney Co, store in Atlanta's North Lake 
mall and bought a white Stafford wrinkle- 
free dress shirt for her husband, size 17 
neck, 34/35 sleeve. 

On Monday mornIng, a computer tech- 
nician in Hone KOIK downloaded a record 
of the sale. And by 
Wednesday after- 
noon, a factory wor- 
ker in Taiwan had 
packed an identical 
replacement shirt 
into a bundle to be 
shipped back to the 
Atlanta store. 

This speedy pro- 
cess, part of a 
streamlined supply- 
chain and production 
system for dress H~~~~ h e  
shirts that was years 
in the making, has put Penney at the fore- 
front of the retaiIing revolution. In an 
industry where the goal is speedy turn- 
around of merchandise, Penney stores 
now hold almost no dress-shirt inventory. 
Less than a decade ago, Penney would 
have had thousands of identical shirts 
warehoused a m =  the U.S., soaking up 
the company's capital and slowly going 
out of style. 

It is also a process from which Penney 
is conspicuoudy absent. The entire 
program is designed and w t e d  by TAL 
Appaml Ltd., a closely held Hong Kong 
shirt maker. TAL collects point-of-sales 
data for Penney's own-brand dress shirts 
directly from the 1,040 stores, and runs 
the numbers through a computer model it 
designed. TAL then decides how many 
shirts to make, and in what color and 
size. And TAL sends the shirts from its 

factories directly to each store, bypassing 
Penney's warehouses- and its corporate 
decision makers-entirely. 

Over the same weekend that Ms. Thur- 
mond made her pmhase, the same Pen- 
ney store in Atlanta sold two sage-colored 
Crazy Horse brand dress shirts, 17 neck, 
34/35 sleeve, leaving none in stock. Based 
on a review of past sales data, TAL's com- 
puter system determined that the ideal 
inventory level for that color and she at 
that particular store is two. Without con- 
suiting Penney, the TAL factory in Tai- 
wan made two new shirts, s e n h g  one by 
sea to arrive 28 days later, and the other 
by air, to arrive by the following weekend. 
It sent the bill to Penney headquarte~. 

Instead of askmg Penney what it would 
like to purchase, "I tell them how many 
shirts they just bought" explains Harry 
Lee, TAL's manwng director. 
Filling a Gap 

TAL is a nename giant, the maker of 
one in eight drew, shirts sold in the U.S. 
And its close relationship with U.S. 
retailers is part of a power shift taking 
place in global rnanulacturing. As retail- 
ers skive to cut costs and keep pace ulth 
consumer tastes, they are coming to de- 
pend more on suppliers who can respond 
swiftly to their changing needs. That has 
opened up an opportunity lor shrewd 
manufacturers, such as TAL, to grab 
more of the decision-making power. TAL 
has rushed to fill this gap by taking over 
key areas such as sales forecasting and 
inventory management. It is now pushing 
into the heart of U.S. retail operations, 
desigmg clothes for customers like Pen- 
ney to sell and market under their own 
brands. 

TAL was founded in 1947 when Chinese 
border guards blocked Mr. Lee's uncle, 
C.C. Lee, hrn importing state-of-the-art 
weaving machines to Shanghai lor fear 
they wouId destroy the local textile in- 
dustry. Instead, he set up shop in Hong 
Kong, then under British rule. Levwagkg 
its low-cost Asian manufacturin~ base. 
TAL became one of the world's iargesi 
shirt makers. It supplies labels such as J. 
Crew, Calvin Klein, Banana Republic, 
Tommy Hilfiger, Liz Claiborne, Ralph 
Lauren and Brwks Brothers. Mr. Lee, 60, 
joined the family business in 1973 after 
earnlng a Ph.D. in electrical engin* 
in the U.S. and a stint at Bell Labs. 

Now, TAZ, is using its manufacturing 
might to push from the Asian factory flwr 
to the front ol American retailing. It is 
negotiating a deal to manage Brooks 

Brothers' shirt inventory the same way it 
does Penney's. For Lands' End, TAL 
stitches made-to-measure pants and sends 
them by air freight from its Malaysia 
factory straight to customers in the U.S., 
complete with a shipping invoice that 
carries the Lands' End logo. 
'That Is the Future' 

Retailers have been wiIIing to retreat 
from functions that a few years agu might 
have seemed essential because TAL dm 
them better and at a I m r  cost. Rodney 
BiWns Jr., vice prmdent for sourcing of 
J.C. Penney Private Brands Inc., says the 
added efficiency the company has been 
able to achieve with TAL is "phenom- 
enal." &fore it started working with TAL 
a decade ago, Penney would routinely 
hold up to six months of inventory in its 
warehouses and three months a t  its 
stores. Now, for the shirt lines that TAL 
handles, "it's zero," boasts Mr. B i r h .  

And because all of the decision making 
is now done at the factory in Asia, TAL 
can respond instantly to changes in con- 
sumer demand, ejther ramping up pro- 
duction if there is a spike in sates, or dial- 
ing it down if there is a slump. "It directly 
links the manufacturer to the customer," 
says Mr. BirIdns. 'That is the luture." 

Over the past few years, retailers 
across the board have been forced to 
flatten the amount of inventory they hold 
to reduce costs and avoid markdowns of 
goods left on the shelf. Because retail 
sdes at big department stores are flat, 
the only way they can boost their bottom 
h e  "is to reduce their asset base," says 
Bill Dreher, a senior retail analyst at 
Deuhche Bank in New York. "They have 
to be able to do more rvith less." 

That often means working more closely 
with suppliers to make sure stores can 
quickly fill orders for popular items. Wal- 
Mart has pioneered a system that opens 
its computer system up to suppliers all 
over the world. Suppliers can then h c k  
how their items are selling overall or even 
at a particular store. The system helps 
suppliers anticipate demand and commu- 
nicate htter with Wd-Mart buyers. But 
the retail company still handIes all the 
warehousing and distribution of its goods, 
and it stops short of allowing its suppliers 
to place their own orders. "That's still a 
Wal-Mart decision," says Andrew Tsuei, 
the company's vice president of global 
sourcing. 

The way Penney turned over a chunk of 
its inventory management to a manufac- 
turer is radical in the retail industry. 
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You are gvhg amy a pmtty importaad 
fmdh when you o u m  your h- 

-ma 
m. mHong 

tbat not alotof 32%to%%:. 
to BaE]rsRat Role 

Even Penney was reluctant to relin- 
quhhfhatperatfmt,andittOOkthe 
step only after buiIding up trust over 
yem with TAL. Bnt the p v e d  m 
effective that Penney has-rww let TAL 
talre the amgementonestepftlrther- 
dedgning and handlfng the market- 
testing of new st les for its in-store 
bmds,whehasSt LA r d m d m H m e .  
TAL's design teams in New York and 
Dallas come u with a new style, and 
withiuawwth i s  facbxiescanchurnout 
100,000 new shtrCs, which are offered for 
sale at 50 selected Penney stores. Not 
nearly 9 of them will sell, of course. 
After aaaayEiag s a k i  data i o ~  a month, 
TAL-not Penaey-d- m Illmy of 
the new 8bM8 to make and in what color. 

Although this relegates Penney to a 
hacheat role In its own bustness, it has 
advantages. Because TAL manages the 
entlre process, from design to ordering 
yarn, it an bring a new style from the 
testing stage to fuU-smle retall roll& in 
four months, much faster than Penney 
couMeperdomitsown.Thesystem& 
allows consumers, not marketfng man- 
am, to - the s a ~ e  they like. *- 
youcanputsomethingonthefloarthat 
the customer has already voted on is 
when we make a lo2 of of," snys Mr. 
BlrIdns. 
TAL moved into this new budness in 

regponse to pressures, It has watdwl the 
price of its shirts fall &host W% in h 
years as Mast texttIe r n m u f ~  in 
china has exploded. It could jump even 
more in 2005 when textile-importing na- 
tim like tb U.S. mwt phase out quota 
on membem of the World Trade Organha- 
t i o n . M ~ t d T A L ' 8 ~ 0 ~ 1 f  In=- 
Ma with higher - mn Guangdong, 
such as Thailand, Malaysia, !tWwan and 
Hong Kong. So "our customem need a 
reason to buy from w," Mk. Lee s&y% 

TAL learned the supply&ain bushum 
the hard way. In 1988, an AmeWm wble 
saler that haadled its shirfs, Damon m- 
~Inc.,iailedMr.Lee,fearhgalassd 
sales and figuring he underetmd the 
wbksahg bwhws, bought Damon. 
mult was *a big shoclt" A r n w r  TAL 
put in dmge of Daman went on a buying 
spree, and soon its warehouses were 
crammed with two years' worth of shirt 
inventory that was going oat of style. 
~thatmst$IQtomalpehadtohsoZd 
for $3 each. 

B y t h e ~ e T A L ~ D a m o n i n 1 9 8 1 ,  

ithaaitlcwTeaagominimh.Butthe 
experience got hTr. Lee thinldng ah& a 
way to do h h e s a  more efficiently, by 
l i n l d n g ~ ~ f ~ r i e s d i r e c t l y w i t h  
U.S. m Yb faihm gave us a head 
m" he sw 

Around the same time, TAL began 
s u ~ ~ w i t h s o m e o f i t s ~  
brand shirts. Mr. Lee saw that Penney 
w a s h o l d j n g a s m u c h a s n l n e ~ o f  
inventory, twioe what moBt competitors 
kept, "You didn't hve to be tr Wus to 
~ y o u c a n d o a l o t b e t t e r t f s a n ~  
he says. Visiting Penney headquarters 
near Dallas, Mr. Lee floated a radical 
m l l l l h y n d h a v e T A L h l  IyPm 
ney's s t m  8irectly insteed o "P" sending 
butkmdeastoawa&mfntheU.S.? 

Although Mr. Birldns hiid worked 
closely with TAL, he was meal about 
letting a manufacturer by its hand at 
supply-chain management, Bat he saw 
that potential navlngs were m. It eRst 
Penney2Ncenbasbirttoha~ttsware 
house workem sort out orders in the U.S. 
TAL oould do it for 14 cents 

And ~uch a system would let Penney 
respond much faster to consumer de- 
mand. TMs had been a problem for the 
reWer, which often took monthe to r e  

hot-wbg styles. Stores ended up 
miming sales of these styles but holding 
ksmpular models thy  had to move at a 
dwillik 

M r . ~ d e d d e d l n p i ~ t h e i d e a t o  
the company. It met a brick wall. Each 
division found fault with it. Executives 
who ran w- said it eouM parwe 
d & a s t r o u s l i T A L ~ t d e l i v e r o n ~ o r  
In the ribt stores. TecMes wmied that 
wmputei gystem~ wouldn't be cmpat- 
ible. 'lhe h sat for several yam, WM 
s senior l k m y  manager began a push 
to fmpmve emency by reducing inven- 
t m y a m a ~ b o a r d . * W e u s e d t h ~ t a s  
our wedge," Mr. Birkins says. "That 
turned i i" 

I t t a o k T A L ~ y a r t o s e t u p t h e  
systmindsia l k m n h d m i t  come 
off without a hitch, Mr. Lee started by 
supplying a single Rmey M iu Uwas 
Clty, Missouri. He enlisted a Chinese 
lnlmmloglstta chmrtnauqddmday: 
June 20, W. Factory workea w t e d  the 
cmsbllm*p~. 

Within months, TAL waB delivering 
to all of Permey's stores in Nmh 

Bmerlea. Stms' hventory levels started 
-* 
Mr. m saw amlwr w t y .  Pen- 

ney's internal aPes forecasts often 
missed, 0vemUmatbq shirt needs by a$ 
many u two months' worth. Penney's 
blames the problem on its older-gema- 
~n sloftware, Sales Is ow of 
the most difficult Mcks for retailers to 
master. For most retailm, reaxuom in 

~amwmtofhentorytheyholdh&61left 
r n m o m h e r m *  

m v h m d  he d do better, hir. Lee 
pitched an even more outlandish idea: 
W h y n o t ~ T A L W t n H o n g K l m g f m  
cast how many &Ms Penney'bi stores 
waUldneedeadlweelt?Thistlme,Pwmey 
aeeutives were w. 
'AU the Pieces of the Puzzle' 
Mr. Lee was operating on a simple 

premise. If he could get sales data 
sWght fmn the stores, he could take the 
puhe of consumer demand and I'espolad 
instantly by ordering more fabric and 
increasing production when needed. 
Pemrey's~wemjustgett lnglnthe 
way. Y can do all lh pieces of the,pw 
I," he says. 
Hs hired dams ob pmgrarmners, who 

designed a cwaputer modd to estimate 
t h e i d e d ~ t w y f o r e a d l ~ , ~ ~  
style of shirt at each Penney store. 
Pwmey stepped back, giving Mr. Lee the 
m m  he needed to make the system warIr, 
The retam gave Mr, Lee goals for how 
often stam' inventory &ould be mplen- 

and let him do tbe reat. "It's on 
aubpiM,* says Mr. Birldas, "and TAL is 
the- 
Mr. m's cmpuh mwlel, tailored to 

each individual Permey store, began to 
outpace Pennep's aptem, which it still 
uses for products otlw than sbirCR bmk 
tory turnwer for TAL's shirts h m m d  
by almost 50Sb. 
His system hasn't been h w l m .  llBing 

Chen, a manager at TAL's Taiwan h 

4 recalls a few occasions when TAL 
un restimated Penney's needs signifi- 
cantly. She says the factory "sacrificed 
other msbmew" to rush out Penney's 
order fint. and it air-freighted some 
shirts to be mrre they arrived on time. 
That's *a painful decision,' she says, 
becauaeairfmightcosts10tlmesasmuch 
as ocean shipphg, "but sometlmes you 
have to decide which customers you're 
going to take care of.1' 

SfWinm~wKong- 
In a neighborhood whose factories have 
~waytomcesgace,m,Leeismlk- 
ing of ways b push his idea to the next 
lePel. He emhW exteading his stream- 
lined delivery @em beyond shirts. He 
want# to 6orm a jdnt mtm wi!A Penney 
that wmld 
someother 
reW. Why not comsolidate it all here, 
i n a ~ ? * h e ~  Wehavelowm 
labor costs a n d w e ' r e o n f h e w l m ,  
w e c a n r e a c t m w h f a s t e r t o ~ . " I f  
m iactory has a quality pmh3@m we can 
switch to another one, he w. 
Mr. Birkins says Penney ls d o u s l y  

msbhing the idea. 
-ma M o m  conrrfeuted ta this arllde. 


