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The Gorman Manufacturing Company Must Decide Whether To Manufacture A
Component Part At Its Milan, Michigan, a decision that could significantly
impact its operational efficiency, cost structure, and competitive
positioning. As manufacturing companies face increasing pressure to optimize
supply chains and reduce costs, the choice to produce a component in-house or
outsource it becomes a pivotal strategic consideration. This article explores
the various factors Gorman Manufacturing must evaluate before making this
critical decision, offering insights into manufacturing strategies, cost
analysis, quality control, and long-term implications.

Understanding the Context of the Decision

The Company’s Current Manufacturing Setup

Gorman Manufacturing has traditionally relied on a combination of in-house
production and external suppliers to meet its component needs. The potential
to manufacture the component locally in Milan, Michigan, presents both
opportunities and challenges. Before diving into specifics, it is essential
to understand the existing manufacturing framework, including current costs,
supplier relationships, and production capacities.

Nature of the Component Part

The decision hinges significantly on the characteristics of the component:
- Complexity: Is it a simple part or does it require advanced manufacturing
techniques?

- Volume: What is the projected demand? High-volume production might favor
in-house manufacturing.

- Quality Requirements: Does the component demand strict quality standards
that influence manufacturing methods?

- Customization: Is the component customized for different products or
standardized?

Understanding these factors helps determine whether in-house production is
feasible and advantageous.



Factors Influencing the Make-or-Buy Decision

Cost Analysis

One of the primary considerations is the comparative cost of manufacturing
in-house versus outsourcing.

e Direct Manufacturing Costs: Includes raw materials, labor, machinery,
and overhead expenses.

e Setup and Capital Investment: Costs associated with establishing or
expanding manufacturing capabilities in Milan.

» Economies of Scale: Can production volumes achieve cost advantages in-
house?

e Logistics and Transportation: Costs related to shipping components from
suppliers or to customers.

e Hidden Costs: Quality issues, rework, delays, and administrative
overhead.

A detailed cost comparison should be performed to determine whether
manufacturing locally can be cost-effective.

Quality Control and Standards

Manufacturing in-house allows tighter control over quality, ensuring that the
component meets all specifications. Conversely, external suppliers might have
established quality systems, but reliance on them introduces variability.

Lead Times and Flexibility

In-house manufacturing can reduce lead times, enabling quicker response to
demand fluctuations or design changes. Outsourcing, however, might introduce
delays due to supplier schedules.

Supply Chain Risks and Reliability

Assessing the stability and reliability of external suppliers versus internal
production capabilities is crucial. Risks such as supplier disruptions,
geopolitical issues, or transportation delays can impact overall production.



Technological Capabilities and Workforce Skills

The availability of skilled labor and technological infrastructure in Milan
influences manufacturing feasibility. If Gorman Manufacturing lacks certain
capabilities, investments may be necessary.

Strategic Considerations

Core Competencies and Focus

Manufacturing the component in-house might align with Gorman’s core
competencies, or it might divert focus from higher-value activities like
design, marketing, or customer service.

Long-Term Growth and Investment

Deciding whether to establish or expand manufacturing facilities involves
evaluating long-term growth prospects, potential return on investment, and
scalability.

Environmental and Regulatory Factors

Compliance with environmental regulations in Michigan, as well as any
sustainability goals, can influence manufacturing decisions.

Evaluating the Options: In-House Manufacturing
vs. Outsourcing

Advantages of Manufacturing In-House

- Greater control over quality and production schedules
- Shorter lead times

- Ability to quickly adapt to design changes

- Potential for cost savings at high volumes

Disadvantages of Manufacturing In-House

- Significant capital investment

- Need for skilled labor and technical expertise
- Increased operational complexity

- Potential underutilization of capacity



Advantages of Outsourcing

- Lower initial capital expenditure

- Access to established expertise and technology
- Flexibility to scale production up or down

- Reduced operational risk

Disadvantages of Outsourcing

- Less control over quality and timing

- Potential for higher long-term costs

- Dependence on external suppliers

- Risks related to supply chain disruptions

Financial and Non-Financial Impacts

Cost Implications

A comprehensive cost-benefit analysis is essential. Gorman must weigh the
immediate capital costs against long-term savings or expenses.

Operational Flexibility

Manufacturing in-house might provide Gorman with the agility to respond
swiftly to market demands or design modifications.

Market Competitiveness

Producing a key component locally could serve as a competitive advantage,
emphasizing quality, responsiveness, and local economic support.

Employee and Community Impact

Establishing or expanding manufacturing operations can create jobs and foster
community goodwill in Milan, Michigan, which might align with corporate
social responsibility goals.

Conclusion: Making the Informed Choice

The decision for Gorman Manufacturing to produce the component locally in
Milan, Michigan, involves a complex interplay of economic, strategic, and
operational factors. While in-house manufacturing offers control and
potential cost advantages at scale, it requires substantial investment and



expertise. Outsourcing provides flexibility and lower upfront costs but may
compromise control and long-term cost efficiency.

Ultimately, Gorman Manufacturing must conduct a detailed analysis, including
cost modeling, quality assessments, and strategic alignment, to determine the
best course of action. Engaging stakeholders across departments—finance,
operations, quality, and strategic planning—will ensure a comprehensive
evaluation. By carefully weighing these considerations, Gorman can make a
decision that not only optimizes its manufacturing capabilities but also
supports its broader business objectives and long-term growth.
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Frequently Asked Questions

What factors should The Gorman Manufacturing Company
consider when deciding whether to manufacture a
component part in Milan, Michigan?

They should evaluate production costs, availability of skilled labor,
proximity to suppliers and markets, transportation logistics, quality control
capabilities, and potential cost savings versus outsourcing options.

How can Gorman Manufacturing assess the cost-
effectiveness of manufacturing the component in
Milan?

They can perform a detailed cost analysis comparing in-house manufacturing
expenses—including labor, materials, overhead-and potential capital
investments against the costs of outsourcing or importing the component.

What are the potential risks associlated with
manufacturing the component in Milan, Michigan?

Risks include fluctuations in local labor costs, supply chain disruptions,
regulatory or compliance issues, potential capacity constraints, and economic
or environmental factors affecting the region.

How might manufacturing the component locally in
Milan impact Gorman Manufacturing’s supply chain and



delivery times?

Local manufacturing could reduce lead times, improve supply chain
reliability, and provide greater control over production schedules,
potentially enhancing overall customer satisfaction.

What strategic advantages could Gorman Manufacturing
gain by producing the component in Milan, Michigan?

Strategic advantages include closer proximity to key clients or markets,
potential tax incentives, stronger community relationships, and the ability
to quickly adapt to quality or design changes.

How should Gorman Manufacturing evaluate the impact
of manufacturing in Milan on its overall operational
flexibility?

They should analyze their existing capacity, the flexibility of local

operations, and how in-house production aligns with their long-term growth
and product development plans.

What environmental considerations should Gorman
Manufacturing take into account when deciding to
produce in Milan, Michigan?

They need to assess local environmental regulations, sustainability
practices, potential impacts on the community, and opportunities for
implementing eco-friendly manufacturing processes.

How can Gorman Manufacturing involve stakeholders in
the decision-making process about manufacturing in
Milan?

They can engage employees, suppliers, local government, and customers through
consultations, feasibility studies, and pilot programs to gather insights and
ensure alignment with strategic goals.

Additional Resources

The Gorman Manufacturing Company Must Decide Whether To Manufacture A
Component Part At Its Milan, Michigan Facility

In the competitive landscape of manufacturing, strategic decisions can
significantly impact a company's future trajectory. One such pivotal choice
facing The Gorman Manufacturing Company revolves around whether to



manufacture a critical component part at its Milan, Michigan, facility. This
decision is not merely about production logistics; it involves an intricate
web of cost analysis, quality considerations, supply chain implications,
labor dynamics, and long-term strategic positioning. As Gorman evaluates this
move, a comprehensive investigation into the various facets of the decision
is essential to ensure an informed, strategic choice that aligns with its
operational goals.

Background and Context

Gorman Manufacturing Company has established itself as a reputable player in
the manufacturing sector, specializing in complex components supplied to the
automotive and industrial sectors. The Milan, Michigan plant has
traditionally been tasked with assembling finished products, utilizing parts
sourced both internally and externally. Recently, the company has been
exploring the possibility of manufacturing a new, critical component
internally to streamline operations, reduce costs, and improve quality
control.

This component, referred to as the "X-connector," is essential in the
assembly of Gorman's flagship product line. Currently, the X-connector is
sourced from an external supplier based in another state, which has raised
concerns about lead times, cost variability, and quality consistency.
Transitioning to internal manufacturing at the Milan plant could provide
benefits, but also poses risks and challenges.

Key Considerations in the Decision-Making
Process

The decision to manufacture the X-connector in Milan involves multiple
factors. An effective analysis must cover the following core areas:

- Cost Analysis

- Quality Control

- Supply Chain and Logistics

- Capacity and Facility Constraints
- Labor and Workforce Dynamics

- Strategic Long-Term Implications
- Risks and Uncertainties

Each of these components warrants thorough examination.



Cost Analysis

One of the primary drivers in manufacturing decisions is cost. Gorman must
compare the current costs of purchasing the X-connector externally versus the
projected costs of in-house production.

External Sourcing Costs

- Unit price paid to supplier

- Shipping and freight costs

- Customs and import duties (if applicable)

- Variability in supplier pricing and lead times

Internal Manufacturing Costs

- Raw materials and components

- Direct labor costs

- Machine and equipment amortization

- Maintenance and tooling expenses

- Overhead costs associated with production
- Potential waste and scrap rates

A detailed cost comparison should include a break-even analysis, considering
volume projections and potential economies of scale. For instance, if the
annual demand for the X-connector is 50,000 units, how does the total cost of
internal manufacturing compare to external sourcing? Are there opportunities
for cost savings through bulk purchasing or process improvements?

Additional Cost Factors
- Capital investment in machinery and tooling

- Training and workforce development
- Potential downtime or production delays

Quality Control and Product Standards

Maintaining high-quality standards is essential, particularly for components
critical to product safety and performance.

External Supplier Quality

- Consistency of supplied parts
- Certification and compliance standards



- Historical defect rates
- Responsiveness to quality issues

Internal Manufacturing Quality

Ability to implement rigorous quality control measures
Investment in inspection and testing equipment
Training skilled workforce for quality assurance
Potential for continuous improvement

A comparison of quality metrics and the supplier’s track record versus
internal capabilities will influence the decision. If internal manufacturing
can achieve higher or more consistent quality standards, cost savings may be
offset by quality-related risks if not managed properly.

Supply Chain and Logistics Implications

Switching to in-house production affects the entire supply chain dynamics.
Current Supply Chain

- Reliance on external supplier with established logistics
- Lead times and delivery reliability
- Inventory management and buffer stock levels

Post-Decision Supply Chain

- Procurement of raw materials and components
- Production scheduling and capacity planning
- Inventory levels and storage considerations
- Lead times for internal manufacturing setup and ramp-up

Ensuring that in-house production can meet demand without disrupting the
overall supply chain is critical. Additionally, proximity to suppliers of raw

materials and transportation infrastructure in Milan, Michigan, could enhance
responsiveness.

Capacity and Facility Constraints

The Milan plant must assess whether it has sufficient capacity, space, and
equipment to take on the additional production of the X-connector.

Capacity Analysis



- Current utilization rates

- Potential need for expansion or reconfiguration

- Lead times for equipment acquisition or modifications

Facility Constraints

- Space availability for new machinery

- Utility requirements (power, compressed air, etc.)

- Workflow optimization and layout considerations

If capacity constraints exist, Gorman must evaluate whether expanding the

plant is feasible and financially justified or if outsourcing remains the
more practical option.

Labor and Workforce Dynamics

Labor considerations encompass skill levels, labor costs, and workforce
stability.

Workforce Skills

- Are current employees trained for the required manufacturing processes?
- Will additional training or hiring be necessary?

Labor Costs

- Wage rates in Milan, Michigan, relative to other regions

- Overtime and shift premiums

- Employee benefits and labor regulations

Workforce Stability

- Employee turnover rates

- Union considerations

- Morale and motivation

A skilled, stable workforce can ensure quality and efficiency but may involve

higher labor costs. Conversely, reliance on external suppliers might mitigate
these concerns but at the expense of direct control.

Strategic and Long-Term Considerations

Beyond immediate costs and operational factors, Gorman must evaluate how this



decision aligns with its long-term strategic goals.

Vertical Integration

- Does manufacturing the component internally strengthen control over the
supply chain?

- Will it enable faster innovation and responsiveness?

Cost Leadership

- Can internal production enable Gorman to offer more competitive pricing?
- Will it improve profit margins over time?

Flexibility and Scalability

- How easily can the internal process adapt to demand fluctuations?
- Is the facility capable of diversifying into other components or products?

Market and Industry Trends
- Is there an industry push toward local manufacturing?
- Are there regulatory or environmental considerations favoring or opposing

internal production?

Strategic alignment is crucial; a decision based solely on short-term cost
savings may overlook future growth opportunities or risks.

Risks and Uncertainties

Every manufacturing decision involves inherent risks that Gorman must
carefully evaluate.

Operational Risks

- Production delays during ramp-up

- Quality issues leading to rework or recalls
- Equipment failure or obsolescence

Financial Risks

- Underestimating capital investment costs

- Overestimating cost savings

- Changes in raw material prices

Supply Chain Risks

- Disruptions in raw material supply



- Logistics challenges within the U.S. manufacturing landscape
Market Risks

- Changes in customer demand
- Competitors' actions and technological innovations

Mitigation strategies, such as phased implementation, pilot runs, or
maintaining dual sourcing, can help manage these uncertainties.

Decision-Making Framework and Recommendations

Given the multifaceted nature of this decision, Gorman should adopt a
structured approach:

1. Conduct a Detailed Cost-Benefit Analysis: Quantify all costs and benefits
associated with internal manufacturing versus external sourcing.

2. Perform a Risk Assessment: Identify, evaluate, and develop mitigation
plans for potential risks.

3. Engage Stakeholders: Involve production, quality, supply chain, finance,
and strategic planning teams.

4. Pilot Production Runs: Test internal manufacturing processes on a small
scale to evaluate feasibility.

5. Evaluate Long-Term Strategic Fit: Determine if the move aligns with the
company's growth plans and market positioning.

6. Consider Hybrid Approaches: Maintain some external sourcing while
gradually building internal capabilities.

Recommended Approach

If the analysis indicates that internal manufacturing can meet quality
standards, achieve cost savings, and fit within capacity constraints—with
manageable risks—then Gorman should proceed with internal production.
Conversely, if the costs are prohibitive or risks too high, continuing to
source externally remains prudent.

Conclusion

The decision whether The Gorman Manufacturing Company should manufacture the
X-connector component at its Milan, Michigan facility is complex and
multifaceted. It requires a careful balance of cost considerations, quality
standards, supply chain robustness, capacity planning, labor dynamics, and



strategic alignment. While internal manufacturing offers potential benefits
in cost control and quality oversight, it also demands capital investment,
operational adjustments, and risk management.

Ultimately, Gorman’s decision should be grounded in meticulous analysis,
strategic foresight, and a comprehensive understanding of both current
capabilities and future objectives. Whether to produce in-house or continue
external sourcing will significantly influence the company's operational
efficiency, market competitiveness, and long-term growth prospects. A well-
informed, deliberate approach will position Gorman to navigate this critical
decision with confidence and strategic clarity.
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