SEE

Som Electronic Exchange

Electronic Forum on Useful Microbes and Herbal Extracts
After-Sales Service as a Prime Consideration in Contract Manufacturer Selection

April 2008

6

Abstract
The digital age has perilously discounted the business values of contract manufacturers. Generic products and proprietary brands suffer equally from conceptual devaluation of the potential roles of third-party producers. Most of the serious implications of neglecting contract manufacture are chronic by nature: years or even decades may pass before an adverse event brings the potential contributions of third party players in a logistics chain of value-addition. Traditional cost accounting methods are inappropriate as sole purveyors of vendor selection aspects of contract manufacture.  A revolutionary business management strategy is to forge durable competitive advantage by acknowledging contract manufacture as a key resource.
What Does and How Much Can Contract Manufacture Contribute?

Contract manufacture can offer virtually all the advantages of a merger or an acquisition, without most of the drawbacks. Contract manufacture arrangements can be put in to operation with minimal regulatory interferences. No net loss of jobs is likely. Management teams can be formally apart though they work in close cooperation on the ground. Labor rate differentials can be leveraged for win-win solutions. Even the delicate matter of intellectual property protection can be safeguarded through evolutionary and long-term associations. A contract manufacture resource can be developed in to an instrument of sustainable competitive advantage. Such arrangements also improve productivity of scarce resources, especially physical capacities and funds. 
Sadly myopic considerations of direct transfer costs rule contract manufacture negotiations. The brand owner usually delegates rate finalization down the organizational hierarchy, or to a function such as purchase, which may have a very narrow perspective. These kinds of contract manufacture arrangements turn in to vicious cycles at the cost of brand images. Moreover, there is always the risk that the toll manufacturer loses patience with a fractious arrangement, and begins to integrate vertically. A current management team in a trade-mark owning and marketing company may not appreciate such nuances. However, a former contract manufacturer may turn in to a formidable competitor one day. 

Generic and Proprietary Production Comparisons

Contract manufacture is a valid management prerogative, whether a company earns major revenues from proprietary active substances, or from generics. It is a norm to siphon generics to contract manufacture, leaving strategic and exclusive brands to owned production sites. However, trade restrictions, tariff barriers, and margin pressures can force original brand owners to outsource production. Contract manufacture of patented brands may involve only tertiary processing, since international corporations tend to have global centers for specific production. The nature and priorities of contact manufacture vary depending upon whether a brand owner has exclusive market access, or has to compete with other payers with similar arrangements.
Contract manufacture of generics requires high volumes with minimal variations in presentation. Economies of scale dominate in this game. High bank interest regimes, and product lines with seasonal demand fluctuations, therefore present enormous challenges for contract manufacture of generics. Marketing such products may not be profitable, but it is probably important to bond with customers through wide product ranges. 

Trust reigns supreme when it comes to contract manufacture of a specialty. Some degree of loss of proprietary know-how is inevitable. These kinds of arrangements are favorite hunting grounds for competitors to ferret out invaluable intelligence inputs. Know-how leakage can work at any level or branch of a contract manufacturer organization.  

Adverse Event Management with Involved Logistics

Product liability is a low probability but extremely serious risk of contract manufacture. Non-Government Organizations have succeeded in transferring responsibilities and financial liabilities to Group headquarters for incidents that involve affiliate companies in various countries. This single aspect is largely responsible for delays in closure of the infamous Bhopal tragedy. Contract manufacture of generics can be equally risks. Responsibilities for hazards when goods are in transit tend to be hazy or remain unspecified. This leads to confusion and confrontation when adverse events take place. 
Poor record keeping exacerbates product liability risks in contract manufacture. It may be difficult to deal with claims of chronic toxicity during production and handling operations at a manufacturing site. Though a principal in a contract manufacture may take all legal safeguards in a contract, and back them with random checks as well, only the integrity and commitment of the contract manufacturer can ensure that safety and exposure control procedures are followed without any exception. The precise point at which material ownership passes between a contract manufacturer and a marketer should be unequivocally spelt out and known to everyone in both organizations. A contract manufacturer should be integrated in to emergency management networks regardless of legal provisions.
Best Practices in Contract Manufacturer Selection
There are two alternative organizational structures for contract manufacture. One is to keep all trade mark, registration, and know-how rights with the manufacturer. The marketing company has no role in such cases, until goods change hands. Even then, the marketer can only be held accountable for label claims and for observing the Material Safety Data Sheet (MSDS) conditions. This may be the recommended route for generic products.
A contract manufacturer must have preferred status when proprietary products are involved. Such arrangements should be spread over pipe-lines so that the contract manufacturer has something new to look forward. Employee turnover and work for competitors are key matters to negotiate. Transfer costs will be least relevant for such arrangements. The brand owner may also pay some fixed establishment expenses during the launch phase to compensate for low initial volumes. Deputation of full-time onsite coordinators for all shifts may also make business sense. 
Conclusions
Contract manufacture is a common compulsion in modern business. Labor productivity, resource focus, marginal or niche market territories, and mounting product development costs, are common drivers for marketing companies to outsource production operations. Though business expansion and profitability dominate contracts, the fine print should include detailed specifications for dealing with adverse events. The contract manufacturer should rehearse contingent actions with adequate frequency. Arrangements for proprietary products should be mutually exclusive, with specific safeguards against loss of valuable industrial know-how. A well managed contract manufacturer helps both parties to perform consistently in the market place, and optimizes consolidated returns on shared resources.
Recommended Reading
Hough, H, and Ashley, J, 1992, Handbook of Buying and Purchasing Management, CCH Tax and Accounting

Huber, P, and Litan, R, 1991, The Liability Maze: The Impact of Liability Law on Safety and Innovation, Brookings Institution Press
Kumar, N, Jan Benedict, E, 2007, Private Label Strategy, Harvard Business School Press

Kumar, S, 2007, Competitive Technologies in the Supply Chain, CRC Press
Skjott-Larsen, T, Schary, P, Mikkola, J, and Kotzab, H, 2007, Managing the Global Supply Chain, Copenhagen Business School Press, DK
Adverse Event Reporting System, 2007, US Food and Drug Administration, retrieved April 2008 from: http://www.fda.gov/cder/aers/default.htm
Private Label Today, 2008, retrieved April 2008 from: http://www.plmainternational.com/en/private_label_en2.htm
