Unit 6 Assignment
Cemmix 5000

 

Hello, my name is Roxanne Mathews, and I have just invented a new cement mixer for home and small business use.  Whereas existing small cement mixers require the person making concrete to shovel sand, gravel, and cement into the front opening, while adding water, my new design takes a different approach.  Hoses suck in the sand, gravel, cement and water, and the mixer stirs them together in proportions determined by a built-in computer controller.  This type of efficiency was always available for large concrete mixing plants, but my design makes it possible for small contractors, or individuals needing to mix small amounts of concrete to have the same benefit.  My invention triples the output of a regular cement mixer, with much less manpower.

I have not had any trouble finding financial backers, and have formed the company "Cemmix International Corporation" to produce and distribute my product.  I have decided to call my new cement mixer the Cemmix 5000, and the initial interest of potential customers has been very positive.

I am now faced with a problem: I need to know where to make my product.  Your task in this assignment is to advise me on this, and to justify your choices.  Here is how we will do it:  I will give you basic facts about the situation. This will probably not be enough for you to make your recommendations.  However, I will be happy to answer questions about my cement mixer, the potential customers, costs, location considerations, etc. to the best of my ability.  I want you to ask me for facts that you think you need to facilitate your advice.  I will answer any question you want to ask.  If I don't know the answer, I will make it up!!!

At the end of the question period, I would like you to split into groups.  You will then be able to discuss the situation.  At the end of the discussion period, I would like your group spokesperson to tell me where to make the Cemmix 5000 and why.  

Here is much of the information you need:
The Cemmix 5000 is perfectly suited for the small contractor and individuals with moderate needs to make concrete.  Large users will buy pre-mixed concrete, delivered in big trucks (you know, the kind that rotate).  Small users will buy " Sakrete® (premixed cement, aggregate and sand in a bag) at Home Depot, and mix it by hand.  A potential customer can already buy a small cement mixer at Wal-mart, Lowes, K-Mart, or Home Depot, but the Cemmix 5000 is really a higher end product.  

To make the Cemmix 5000, I need metal sheets that must be formed into the barrel of the cement mixer.  I am aware that there are a lot of existing plants that have gone out of business in the areas around Chicago, Cleveland, and other "rustbelt" cities.  These plants may already have the required sheet metal bending and forming equipment.  I will also need hoses, belts, an electric motor, and computer control units.  I could consider making all of these myself, or "outsourcing" all of these parts to existing companies.  I don't have expertise in the computer stuff, but I do know how to integrate control boards made by Hewlett-Packard in Dallas, Texas, into my system. 

The reason that there are production facilities for sale in the Mid-West is because the companies have closed these plants, and moved their production to China.  This means there is high unemployment in those areas, and a lot of these people who are skilled at assembly of products much like the Cemmix 5000.  Some of these former workers have been out of work for over one year.  The facilities that are available are old, but still usable.  I certainly would not have to start from scratch to build facilities to make the Cemmix 5000 if I went there.  I guess I could go to China to have it made as well, but that scares me a bit.

Since I would start small, I can't really see any "economies of scale" that would come through automation in the first few years.  Initially, I am going to have to use a lot of labor and a little automation, but if I am successful, I will be able to use robots to do a lot of the work that will be done manually at first.  To do this, of course, I need to be able to produce the product at a price that is reasonable, but once I have high enough sales, I think I can automate, and my cost of production is going to drop drastically.  My strategic plan calls for this in three years.

Obviously, the reason so many companies went to China is that the production costs are lower.  Direct labor costs would be about 1/10 of the cost of the same people in the U.S.  In fact, if I were to ignore Chinese labor laws (which I am told many companies do), I could reduce my labor costs to about 1/20th of the U.S.  I already have an offer from a Chinese company to make my product.  Shipping from China is on time about 80% of the time.  Customers don't like late shipments.  Customs on cement mixers is 12% ad valorem, and the cost of shipping from China is about 20% more than from any point in the U.S.--not really enough to change my pricing. 

In the last presidential election campaign, both candidates came out against "exporting jobs."  People appear to be energized over this issue.  It seems that both the Republicans and Democrats are trying to out do each other in their claims that they would keep jobs at home.  In addition, several communities are offering incentives to get me to make my product in their city.  Most of this is in the form of IRB's (Industrial Revenue Bonds) and tax holidays.  It is clear, as well, that customers prefer to "buy American," but it is uncertain at what point that price will be a factor.  In other words, we don't know just how much they want to buy American if the price were high.

I have heard reports from other companies doing business in China that their ideas have been stolen, and that Chinese companies are now making "knock-offs" of the product.  I have a patent on my product, but it is not hard to "reverse engineer" it--take it apart and see how it is made.  I am concerned that this might be a problem if I move production to China.  I would hate to see a Chinese cement mixer, with my technology, selling at a fraction of the cost that I could make it.

I am confident that there is a good market for this product.  I have already talked to buyers from Lowes and Wal-Mart.  The Wal-Mart buyer was rude, and told me that nobody wants the Cemmix 5000, and that it is too high end for Wal-Mart.  Of course, she is not aware of how much I would charge, since I don't know that myself.  Lowes was interested, but was also concerned about price.  "We don't have a big demand for cement mixers," the buyer said, "and when we do, it is for cheap ones." 

Through my investigation, I know that small contractors are interested in the product.  The problem is that they don't necessarily shop at Wal-Mart or Lowes.  They generally go to hardware and equipment stores that specialize in the more "upscale" products.  The Cemmix 5000 needs to capture part of this lower end market.  We can't just supply small contractors, or it will never sell enough units to justify the costs.  We need to sell to a broad base of customers, or find some other way to get the product to the customer.  Cost is a factor, and getting the Cemmix 5000 into the right place is of critical importance.  As president of Cemmix, I have been busy creating the Cemmix 5000, and have not been worried about my marketing strategy.  
Right now, I am most concerned about the outsourcing issue.  This is a strategic decision that will decide almost everything else about how we make and market the Cemmix 5000.  I would really like an HR perspective on outsourcing.  Here are the two issues I would like you to look at:

1.  Should I outsource the production of the Cemmix 5000 to China.  Why or why not?

2.  Irrespective of your recommendation, what will be the HR considerations of the outsourcing decision?  That is, what will this decision do to my employment strategy at home (number of employees, type of employees, training, recruiting, motivation, or anything else you think might be important)?

I am most concerned about a strategy that works, and I think we need to take a lot of issues into consideration.  I want to make sure that I hire the right people, for the right wage, and that I can sustain my company.  I don't want my employment levels to go up and down.  We will never be a large company, and I want to make sure that my people are happy and productive.  They shouldn't have to fear for their jobs, and they should also see a future in this company. 

I realize that there are a lot of factors to take into consideration, but I want to make sure that my human resources strategy matches my overall strategy, and I suppose that I can't really decide on HR factors until I come to grips with my overall plan.  I could really use your help.

