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Fabgarments Ltd

Fabgarments Ltd is a clothing business that has been in existence for the past eight years. It makes
stylish suits and dresses which are sold using a market segmentation strategy. The company uses
batch production methods as opposed to flow production. It is labour intensive and relies heavily
on specialisation as well as division of labour. The company obtains its fabric from one of the
textile firms in Matsapha.

In the past two years the annual sales have dropped hugely from 12 million to 4 million Emalangeni
due to decrease in demand. Before 2012, the company used to sell its products to the United
States of America under the Africa Growth and Opportunity Act (AGOA), which offered a tariff free
market. However, the company is no longer entitled to export to the American market.

Internally, the business is struggling to pay wages on time. Sometimes workers are paid five days
after the normal pay day. All the workers are members of a trade union. To save on wages, the
company is considering introducing machinery so that it can retrench some of the workers.

The business is also planning to increase its funding by seeking government assistance. Another
choice is to go multinational by targeting countries that are still benefiting from AGOA, such as
Lesotho.

Furthermore, the business has decided to target both the local and COMESA markets. In the
local market the company will use competitive pricing while at COMESA it has chosen penetration
pricing. To reduce production costs, Fabgarments Ltd plans to agree on a merger with the business
that supplies the fabric.

Appendix 1

Table 1.1 shows an income statement for the year ended 30 September 2019.

ltems Amounts in Emalangeni (E)

Sales 4200000

Cost of sales 900000

Gross profit 3300000

Expenses 1200000

Net profit 2100000
Appendix 2

Table 1.2 shows a forecasted income statement for 2020 under the current situation (local market
and COMESA) and if the company opens a branch in Lesotho.

Items Local and Opening a branch in

COMESA markets Lesotho (Projected)
Amounts in Emalangeni (E) Amounts in Emalangeni (E)

Sales 4100000 14500000

Cost of sales 1100000 3200000

Gross profit 3000000 11300000

Expenses 1700000 2300000

Net profit 1300000 9000000
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1 Fabgarments Ltd uses a market segmentation strategy to sell its products.

(a) Identify and explain any two criteria for market segmentation that Fabgarments Ltd could
use.
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The business relies heavily on specialisation and division of labour in its production process.

(b) Do you think that specialisation and division of labour would contribute to the success of
the business? Justify your answer.
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2 The company is planning to attract local and COMESA customers by using competitive and
penetrative pricing strategies respectively.

(a) Explain any two pricing strategies suitable in the two identified markets other than
competitive and penetrative pricing strategies.
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Fabgarments Ltd continues to use batch production methods even though it plans to become
a multinational company.

(b) Do you think that changing from batch production to flow production will benefit the
company? Justify your answer.
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The company is struggling to pay its workers on time and so the workers have raised this
matter as a grievance against the employer.

(a) ldentify and explain any two forms of industrial action the workers can take to show their
dissatisfaction about the late pay.
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The company is planning to increase its funds by seeking financial assistance from government
rather than taking a bank loan to finance its operations.

(b) Advise the company on which source of finance is more suitable. Justify your answer.
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Fabgarments Ltd has identified COMESA as a new market destination for its products.
COMESA is one of the largest regional trading blocks in Africa.

(a) Identify and explain any two benefits to Eswatini of being a member of COMESA.
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(b) Calculate two relevant profitability ratios in each market (COMESA and Lesotho) for
Fabgarments using information on appendix 2.

COMESA

Profitability ratio 1

LESOTHO
Profitability ratio 1

Advise the company based on the calculations and any other information from the case
on whether or not to open a branch in Lesotho. Justify your answer.
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Fabgarments Ltd is in negotiations on a merger with the business that supplies it with fabric.
(a) Identify and explain any two benefits to Fabgarments Ltd of the planned merger.
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Fabgarments Ltd is planning to invest in countries that have access to the American market
such as Lesotho.

(b) Do you think that Lesotho would benefit from hosting Fabgarments Ltd if the plan to
become a multinational company succeeds? Justify your answer.
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