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I 

Abstract 
Globalization has led to freedom of trade between countries and allowed people to access 
items that were previously unavailable to them. This has in turn also lead to competitive 
pricing, making it possible for businesses to access much wider markets. Firms are able to 
optimize their resources more easily, thus increasing profits by working toward a more 
sustainable economy. But globalization is not only positive. There are disadvantages too. 
Globalization has increased the level of unemployment in home markets as jobs are 
outsourced to countries that pay lower wages. 

There is an increase in outsourcing as never before and it keeps growing every year. 
Competitiveness has forced firms to rethink their strategies to stay profitable and saved them 
from bankruptcy by moving their production to low-cost countries like China. But times are 
changing and the cost of labor and outsourcing is increasing. 

Studies have shown that it is important to know if, where and what to outsource and that 
outsourcing costs usually are much higher than estimated due to many different factors. Such 
factors could be quality improvements, logistic costs, communication difficulties due to 
language and cultural differences to mention a few. This has lead to an increasing awareness 
of making the right strategic decisions, which has had an effect on the outsourcing trends 
studied in this report. 

This report covers an analysis of two Swedish clothing companies, H&M and Björn Borg, and 
their outsourcing strategies. Empirical data has been gathered through interviews with key 
employees from both firms as well as an interview with an outsourcing expert on China. 

The results have shown that the trends depend on the size of the firm, their different strategies 
as to what segment they are targeting and previous experiences from outsourcing. Firms with 
a longer experience of outsourcing, especially to China, choose to stay to a greater extent and 
develop the relationship with their Chinese suppliers. While new, relatively inexperienced 
firms, see the potential in putting their resources into nearby countries as well as in the 
domestic regions. Strategies like these are often referred to as nearsourcing and resourcing. 
Low-cost segment chains are more prone to being affected by outsourcing costs and have to 
work closely with their suppliers, i.e. have a more relational contracting, than firms targeting 
a more exclusive end-customer segment. 

Nearsourcing and resourcing has been found to be easier and more cost effective in the long-
term for many firms. Their advantages include shorter lead times, better communication and 
quality. Additionally, they are considered to stand stronger against risky investments in 
China. A trend in taking back outsourced work from China has been seen in the US. The 
consulting firm Boston Consulting Group reports that up to 30% of US-based large 
manufacturers are planning to bring back production to the US from China. 

Furthermore the report does not cover other sectors like IT or services, which could very well 
show the same effects in the long term. Manufacturing businesses are affected by logistic 
costs that are derived from oil prices, while the services and IT sectors are not. On the other 
hand labor costs are continuously increasing in the developing countries and will affect all 
kinds of outsourcing. Suggestion for further research is offered, since it is a quite complex 
field of study. The results presented are general with indications showing that outsourcing 
strategies differ with every firm. 
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Sammanfattning 
Den allt mer globaliserade värld vi lever i har lett till en ökad handel mellan länder där 
handelshinder hela tiden minskar. Denna fria handel har lett till att nya produkter introduceras 
i en allt snabbare takt och en ökad konkurrens har medfört en hårdare prissättning. Företag har 
fått det lättare att optimera sin resursanvändning och detta har medfört en ökad lönsamhet. 
Globalisering är inte bara positivt, det finns nackdelar också. När företag väljer att outsourca 
sin verksamhet till länder som kan erbjuda lägre lönekostnader så försvinner jobbtillfällen på 
hemmamarknaden.   

Det outsourcas som aldrig förr och outsourcingen fortsätter att växa varje år.  En ökad 
konkurrens har tvingat företag att tänka om sina strategier för att fortsätta vara lönsamma. För 
att undvika att gå i konkurs så är en vanlig strategi att flytta produktion till områden som 
erbjuder lägre tillverkningskostnader. Men det sker förändringar överallt i en allt snabbare 
takt och kostnaden för att outsourca ökar.   

Forskning har visat att det är viktigt att veta vart och vad man ska outsourca och att kostnaden 
att outsourca oftast är mycket högre än den uppskattade på grund av många olika faktorer. 
Sådana faktorer kan vara investeringar i kvalitetsförbättringar, kommunikationssvårigheter på 
grund av språksvårigheter och kulturella skillnader och logistikkostnader. Detta har lett till en 
ökad medvetenhet kring att fatta de rätta strategiska besluten, som haft en effekt på 
outsourcingstrenderna analyserade i denna rapport.  

Denna rapport behandlar två svenska klädesföretag, H & M och Björn Borg, och deras 
outsourcingsstrategier. Empirisk data har samlats genom intervjuer med nyckelanställda från 
båda företagen, såväl som genom en intervju med en expert på outsourcing till Kina.   

Resultaten har visat att trenderna skiljer sig beroende på företagsstorlek, deras olika strategier 
kring vilka kunder de riktar sig mot samt tidigare erfarenhet av outsourcing. Företag som har 
en längre erfarenhet av outsourcing, särskilt till Kina, väljer att stanna i större utsträckning 
och utveckla relationerna med de kinesiska leverantörerna. Medan nya företag, som saknar 
erfarenhet, ser potentialen i att outsourca till närliggande länder och de inhemska regionerna. 
Strategier som dessa är oftast refererade till som nearsourcing och resourcing. 
Lågkostnadskedjor har oftast mer incitament att minska outsourcingskostnaderna och att 
utveckla relationen med leverantörerna än företag som har en mer exklusiv 
kundsegmentering.  

Nearsourcing och resourcing har visat sig vara lättare och mer lönsamt i ett längre perspektiv 
för många företag. Kortare ledtider, bättre kommunikation och kvalitet är några fördelar mot 
en mer riskfylld investering i Kina. En ny trend i att ta tillbaka produktion från Kina till 
exempelvis USA har setts. Konsultföretaget Boston Consulting Group släppte en rapport år 
2012 som visar att upp till 30 % av de stora USA-baserade tillverkningsföretagen planerar 
återta sin produktion från Kina tillbaka till USA.  

Vidare så behandlar inte rapporten andra branscher som IT eller servicebranschen, som 
möjligen också kommer visa liknande resultat i framtiden. En anledning till detta är att 
tillverkningsbranschen påverkas av en dyrare logistikkostnad som beror av oljepriset, medan 
service- och IT- branschen inte gör det. Å andra sidan ökar lönekostnaderna i 
utvecklingsländerna, vilket kommer påverka all typ av outsourcing. Förslag på vidare 
forskning i området ges, då ämnet är relativt komplext. Resultaten är generella och 
indikationer visar på att outsourcingstrategierna skiljer sig från företag till företag.  
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1. Introduction 
 

1.1 Background 

The world is getting more globalized and country borders from an economical view are 
blurring out when taxes and protective tariffs are reduced, and the pace is increasing as 
leading manufacturing markets like China continue to develop. The importance of having a 
sustainable outsourcing strategy that includes economic, social and environmental factors is 
growing as classical outsourcing markets are changing due to the rising labor and logistic 
costs. 

China has made various economic changes, which affect the outcome and the future of 
outsourcing strategies. These changes have to be taken into account when setting new 
outsourcing strategies.  In addition, many companies have not calculated the real cost of their 
global sourcing. There are a number of different factors that will affect the total cost that 
companies often forget to take into account when considering and calculating their 
outsourcing, such as lack of education, skill shortage, errors in the product and limitations in 
language. On average, studies show that companies have to add 50 per cent to the budgeted 
cost to get an indication of what the true cost might be (Platts and Song, 2010). Retail 
industries, in this case especially fashion firms such as H&M outsource their whole 
production. Depending on the size of the firm, strategies tend to vary for different brands. 

Higher oil prices will continue to push up shipping costs. By outsourcing closer to the market, 
logistic costs are lowered and lead times shortened. Countries close to big markets like USA 
and Europe will have an increasingly competitive advantage against competitors 
geographically further away.  

Historically the main reason to outsource has been to lower the manufacturing costs of the 
product. The key to this strategy has been the discounted labor costs that developing countries 
can offer. With recent trends the question arises whether or not it is as cost-effective as 
previously estimated to outsource to these countries to increase revenue.  

1.2 Research objectives and questions 
The research objective of this report has been to get a better understanding of how retailing 
firms in the clothing industry plan and handle their outsourcing in order to get it economically 
sustainable. The report covers studies of two different brands. It outlines the associated risks 
and the potential factors affecting outsourcing and trends seen in the industry globally. The 
question raised and answered is:  

What are the trends of sustainable outsourcing in the clothing industry?  

How is sustainable outsourcing performed? 
Are there any risks and changes affecting the costs of outsourcing? 
Are there any differences between different firms? 

1.3 Methodology 
This study collated empirical data from two sources namely interviews and research articles. 
The data covers topics such as classical outsourcing countries, differences between the size of 
the outsourced business process and changes in China and logistic trends. 
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In order to gain a good understanding of the topic a literature search was carried out. The 
background to the topic was established by giving a general description of outsourcing, 
nearsourcing and resourcing. McIvor’s outsourcing rules and theory are also explained in 
detail as they give a good overview of when and where to outsource. The associated risks and 
problems with outsourcing to developing countries are also briefly highlighted.  

Interviews were conducted to expand and consolidate the knowledge gained through the 
articles. Questions covering the different relevant topics were covered in four interviews 
including one that was conducted through e-mail. The interviews were qualitative and 
structured with each lasting approximately one hour. A formulated interview form was used 
during the interviews with no yes/no questions. The interviewees were from three Swedish 
companies and are listed below. 

1. Eric Bengtson (CPIM and CEO) from Sourcing Allies AB who conducts expertise 
help with sourcing to China 

2. Maria Lilja (former buyer) at H&M, which is a low-cost chain and practice extensive 
outsourcing 

3. Magnus Teeling (CFO) from Björn Borg, which is a more high-end clothing company 
mostly in underwear 

4. Fredrika Erlandsson (Product Development Director) at Björn Borg 

All of the interviewees have or are still working actively with outsourcing. The participants of 
the interviews are considered experts in their field of work.   

The report consists of three parts. The first gives an introductive understanding of the 
outsourcing situation globally. It also contains models and theory in the field together with 
definitions of outsourcing, nearsourcing and resourcing. The second part then consists of the 
findings affecting outsourcing and empirical data gained from interviews with key persons in 
the clothing industry. Furthermore, details on the changes in China, the differences between 
firms of different size and tactics, and outsourcing trends are covered. The final and third part 
of the paper contains an analysis and a discussion of the research. The latter treats cost-
effective sustainable outsourcing and the validity of the report. Finally, a conclusion is drawn 
and suggestions for further research highlighted. 

1.4 Limitations 
This thesis will focus on the clothing industry and production-based outsourcing. The focus 
will be on two Swedish clothing manufactures that participate in offshore outsourcing. The 
first of these is H&M, a big low-cost chain; and the other is Björn Borg, a more high-end 
brand mostly producing underwear. 

The report will additionally address the economical aspects of globalization and 
sustainability, whilst touching upon a few environmental and social factors that have an 
economic impact.  

Geographically the thesis will focus mostly on China as an outsourcing destination due to its 
popularity in manufacturing. 

  



 

 
3 

2. Outsourcing methods and theories   
The reports main and pervasive theme is sustainable outsourcing. To better understand the 
changing environment and causes, some methods and theories are studied. In this segment 
outsourcing is defined and its importance in competitiveness is highlighted. McIvor’s 
outsourcing model is outlined, as it gives a guide to which operations can be reliably 
outsourced and those that are best kept in-house depending on the core competence of the 
company. In addition, important factors to keep in mind when calculating the cost of 
outsourcing are addressed and risks concerning these issues are also discussed. Finally 
changes in China, which affects the supply chain are covered as well as relevant trends. 

2.1 Outsourcing/Nearsourcing/Resourcing 
“Outsourcing is defined as turning all or part of an organization’s operations to an outside 
supplier that acts on behalf of the company” (Zhang and Huang, 2012). It allows companies to 
use external suppliers to help in manufacturing goods and manage services. Benefits and 
advantages organizations can gain by outsourcing an internal business process are lowering 
the labor cost, tax benefits and gaining access to foreign markets (Monczka and Carter, 2005). 
The increased pace of new product introduction and the increased globalization highlights the 
importance of having an outsourcing strategy in a competitive environment. Also in markets 
where short lead times are essential, such as the clothing industry, where trends are constantly 
changing, outsourcing is a good competitive tool to use to shorten lead times and make the 
company less vulnerable to shifting trends. However, outsourcing to low cost countries with 
underdeveloped infrastructure with a big distance to the market makes the supply chain longer 
(Zhang and Huang, 2012).  

An example is the clothing company H&M who outsource all of its production while focusing 
on designing. By this, H&M can tailor their production line and replace or add suppliers 
instead of opening new costly factories. Replacing or finding a new supplier is costly and 
takes time. A common strategy by major global sourcing companies is therefore to create 
strong relationships with the suppliers in the supply chain. By creating a strong relationship 
with the suppliers it enables improvements in quality and reduces the cost of production 
(Gérard and Robert, 2010). 

Nearsourcing is basically outsourcing nearer to the market. The benefits of nearsourcing over 
outsourcing include lowering the logistic costs and shortening lead times. Proximity to the 
market is a big competitive advantage and will play an even more important role in future due 
to the rising cost of transporting goods. Resourcing on the other hand is production brought 
back home (Kumar and Edgardo, 2007). A Boston Consulting Group report says up to 30% of 
US-based large manufacturers are planning to bring back production to the US from China 
(Brooks, 2012). 

2.2 McIvor’s outsourcing framework 
Outsourcing has become a critical strategic decision that has allowed organizations to develop 
and leverage the capabilities required to compete in today’s global business environment 
(McIvor, 2008). A practical framework can be used to identify suitable outsourcing strategies 
for different processes. In particular, the framework provides a mechanism for understanding, 
which processes should be kept internal and which should be outsourced based on both 
organizational capability and opportunism considerations. 

The framework is influenced by two theories in the study of outsourcing. The first is 
transaction cost economics (TCE), sometimes also referred to as transaction cost theory 
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(TCT), and the second is the resource-based view (RBV) of the firm. The former focuses on 
the most efficient governance structure and the latter on the search for competitive advantage. 

According to TCE a company will make the outsourcing decision on the basis of reducing 
production and transaction costs. Production costs refer to the direct costs involved in creating 
the product and include labor and infrastructure costs. Transaction costs include the costs of 
selecting suppliers, negotiating prices, writing contracts, monitoring performance, as well as 
the potential for opportunism from suppliers. 

RBV views the firm as a bundle of assets and resources that if employed in distinctive ways 
can create competitive advantage. A major concern is how an organization’s capabilities 
develop and affect its competitive position and performance. Proponents of RBV argue that 
heterogeneity in an organization’s knowledge-based resources and capabilities explain 
differences in performance and the sustainability of a competitive advantage. Thus, the 
outsourcing decision is influenced by the ability of an organization to invest in developing a 
capability and sustaining a superior performance position in the capability relative to 
competitors. Processes in which the organization lacks necessary resources or capabilities 
internally can be outsourced. 

To implement a successful outsourcing strategy for a process involves an analysis of a 
number of dimensions including relative capability in the process, contribution of the process 
to competitive advantage and the potential for opportunism from outsourcing the process. 
Analyzing each of these dimensions will provide an organization with a number of sourcing 
strategies. The relationship between each of these dimensions and these sourcing strategies is 
shown in McIvor’s outsourcing model in Figure 1. 

 

 

Figure 1. McIvor’s outsourcings model with relative capability in the process horizontally 
and competitive advantage vertically 
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A superior performance in the process is considered sustainable where it is extremely difficult 
for competitors to replicate within a realistic timeframe or cost. It is important to determine 
whether the organization can achieve a sustainable competitive advantage by performing a 
critical process internally on an ongoing basis. If the organization can perform such a process 
uniquely well, then this process should continue to be carried out internally. 

Processes that are critical to competitive advantage and in which the organizations possesses a 
distinctive capability should remain internal and receive a considerable level of strategic 
attention to maintain such a position. Processes that are not critical to competitive advantage 
have a limited impact upon the ability of an organization to achieve competitive advantage. 

Furthermore, there are a number of indicators of opportunistic potential in outsourcing 
situations. Investments in assets dedicated to a particular relationship create switching costs 
for the sourcing organization and, in addition, if there are a small number of capable suppliers 
in the supply market, there will be a problem. Such conditions make the sourcing organization 
prone to opportunism during the contract and at the time of contract renewal. Moreover, 
complex interdependencies between business processes can also increase the potential for 
opportunism and the degree to which the process can be codified will also influence the ease 
of transfer of the process to the supplier. Processes with a high proportion of explicit 
knowledge are more codifiable than those with high proportion of tacit knowledge, which is 
transferred more readily to a supplier. 

 Leveraging the capabilities of more capable suppliers allows organizations to outsource more 
critical business processes and enhance their own core capabilities that drive competitive 
advantage. 

2.3 Outsourcing risks  
There are always risks involved in business partnership agreements. Outsourcing to 
developing countries is no exception. If organizations do not consider all the factors that 
affect the outsourcing there is a big risk that companies are going to be unsuccessful (Platts 
and Song 2010). These factors are; exchange rate fluctuations, political risk, cash flow issues 
and paper work concerns, extra cost of travel and communication, and brokers and agent fees 
(Platt and Song, 2010). Platt and Song say that these negative factors are affecting the process 
continuously and create unexpected expenses along the way. 

Companies that perform outsourcing to areas outside their region also have to deal with 
culture differences. Previous studies (Platt and Song, 2010, Gosier B, 2010 and Fang et al, 
2010) show that these differences are an underlying cause of many faults and errors in the 
manufacture process. This is caused by miscommunication and misunderstanding between 
local suppliers and producers (Platt and Song, 2010). Further difficulties that companies face 
when outsourcing to these regions are language difficulties, poor telecommunications and 
lack of logistic networks (Platt and Song, 2010). The general lack of English-understanding in 
these regions is a big problem that leads to misinterpretation in the manufacturing process. All 
of these factors affect the process continuously and are often more costly than expected. Platt 
and Songs (2010) study show that on average, companies need to add 50 per cent to the 
estimated price to get an indication of what the true cost might be when sourcing globally.  

Furthermore, defects in the product are a big risk. These defects are often detected once the 
order has been delivered and has to be returned. This process takes time and is costly. Studies 
show (Fang et al, 2010, Olson and Wu, 2011 and Gosier, 2008) that defects in the product is a 
growing matter for companies that outsource to China and other areas alike. Moving your 
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production to even cheaper labor areas will affect the quality even further (Platts and Song, 
2010). 

Logistics is one of the most important constituents when calculating the expected costs of 
offshore outsourcing. Both the diminishing existence of oil and the tougher demands on 
lowering CO2-emissions has put a pressure on logistics and many firms are experiencing 
increased economic outcomes because of this (Gosier, 2008). A normal shipment from 
Shanghai to the U.S. East Coast has risen from US $3000 in the year 2000, to an average of 
US $8000 in 2008 (Gosier, 2008). There are many reasons to speculate that the price of 
exporting goods by sea will continue to grow, the rising oil cost together with the increased 
demand of shipping goods are two main causes. In 2008 the growth of seaborne trade was 4.4 
percent (Macmillan, 2008) and this number is expected to rise even further as major markets 
as China continue to grow.  

“Meanwhile, the lowering value of the US dollar will encourage US producers to begin 
exporting more, to take advantage of pricing differences”(Gosier, 2008), this will further 
increase the seaborne trade due to the major impact The United States have. 

2.4 Changes in China 
China is going through major economic changes and the gap to gain a profitable outsourcing 
to China is diminishing (Gosier, 2008). Kumar et al (2009) conducted research that concluded 
that the gap could already cease to exist in 2015. Their survey is based on a production case of 
a toy steel truck. The case considered increases in raw material price, labor and logistic costs.  

CSR becomes more important in China. Local suppliers are adopting CSR policies and the 
standard of living is becoming higher each year. This is leading to rapidly increasing labor 
costs. Some regions are showing a yearly twenty percent salary inflation (Fang et al, 2010). 
With this increase in labor cost (see Figure 2) China has lost its cost advantage ($2.03/h) to 
other popular outsourcing countries such as Vietnam ($0.44/h), Indonesia ($0.7/h), India 
($0.92/h) and Mexico ($2.0/h) (Kumar et al., 2009). Moreover, inflation is expected to 
continue rising. The Boston Consulting Group predicts that the wage and benefit cost will 
increase 15% to 20% annually over the next five years (Fang et al., 2010). 

 

 

Figure 2. Research by Kumar et al. (2008) showing average salaries in classical outsourcing 
destinations   
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One of the most important landmarks of China’s CSR movement and the main reason behind 
the rise in labor costs is the introduction of the New Labor Contract Law, which took effect in 
January 1st 2008. The law requires all the companies in China to provide employee benefits 
including pensions, to guarantee collective-bargaining rights and to hire for the long term 
(Chen and Funke, 2009). 

Land prices in China are currently increasing in value. In some points around the Yangtze 
River and coastal China where huge industry hubs are located the price has raised ten fold 
over recent years. The rents have additionally risen even faster and leading to an increased 
outsourcing cost to China (Sjöstrand, 2012). 

An earlier trend with China is a yearly increase in foreign direct investment (FDI). This trend 
is now pointing in a new direction and the interest to invest in China declined by three percent 
in 2012 compared to 2011 (Sjöstrand, 2012). The China Textile Industry Development report 
states that there has been a decline in clothing manufacturing in China (see Table 1). 

 

Table 1. Annual decrease in production in the clothing industry for the years 2008 and 2009, 
which is seen to decline between the years (ITC, 2011) 

 

 

Another rising trend is that China is moving from being the home of the low-skilled and low-
cost manufacturing to a position of dominance in the value chain. An education boom is 
taking place and with that China is gaining a more skilled workforce (Chen and Funke, 2009). 

2.5 Outsourcing trends 
Previous studies (Fang et al, 2010, Olson and Wu, 2011 and Gosier, 2008) show that cost 
savings are a major reason for global sourcing, especially when sourcing from developing 
countries (Platts and Song, 2010). However, recent trends show that CSR (Corporate social 
responsibility) questions are starting to have a more important role when deciding where to 
outsource (Fang et al, 2010). The societal expectations of the corporation from governments, 
customers and non-governmental organizations make it more important to offer sustainable 
products and have a sustainable production chain that emphasizes corporate social 
responsibility (Platts and Song, 2010). 

Outsourcing has become increasingly popular, particularly in industries such as 
manufacturing and has increased in popularity with the explosion of globalization (Wyatt, 
2012). London School of Economics outsourcing unit conducted research in 2011, where they 
asked companies in the retail and manufacturing industries how they think outsourcing will 
change over the next three years. Figure 3 below shows the outcome of this.  
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Figure 3. Study conducted by London School of Economics that included 350 manufacturers 
and retailers that perform offshore outsourcing 

 

Historically China has been the go to country for outsourcing; a large pool of low wage and 
efficient labor force has led to China’s dominance. China is the largest recipient of foreign 
direct investment and stands for 10% of the total trade in the world (Olson and Wu, 2011). 
China’s outsourcing market is dominated by production-based outsourcing and they have 
developed huge industrial network hubs along coastal China that offers good infrastructure 
solutions. 

Switching to closer vendors from those located farther away is a business strategy known as 
nearsourcing, and it is a growing trend, says Harry Moser, president of the Reshoring 
Initiative (Tice, 2013). While outsourcing to far-off countries with low-cost labor remains 
strong, some companies are rethinking their strategies due to global political unrest, rising 
fuel costs, growing demand for quick delivery times and wage inflation in many developing 
countries. For instance, Moser says the cost of manufacturing in China is expected to reach 
U.S. levels by 2015 due to that nation's wage growth and escalating fuel costs. 

Outsourcing destinations becoming more lucrative are eastern European countries such as 
Romania, Bulgaria, Turkey and the Ukraine. They are attractive options for Western 
European companies and offer a combination of cheap labor and proximity to the market. 
Latin American countries are in a similar situation as the eastern European countries. They 
offer closeness to the North American market and are becoming a more lucrative choice for 
American companies when transport costs are on the rise (Kumar et al., 2007). 

  

http://www.reshorenow.org/
http://www.reshorenow.org/
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3. The clothing industry and changing China 
This Chapter presents the empirical evidence that has been conducted on the economic 
aspects of outsourcing. The empirical data consists of qualitative interviews, which is later 
supported by the theory in chapter 2. The interviewees are familiar with outsourcing and have 
given their expert knowledge in this area, regarding both existing strategy and future 
prospects including trends. 

3.1 Eyes on China 
Eric Bengtson, CEO for Sourcing Allies AB and expert on China outsourcing, is experiencing 
a lack of knowledge by outsourcing practitioners. He states that companies often 
underestimate the difficulties when outsourcing to China. A common thought shared among 
Outsourcing Allies clients is that outsourcing automatically means lowering the production 
cost. They are only aware of the cheap labor developing countries provide but lack knowledge 
of important factors that will affect the outcome of the business venture. These factors include 
cultural differences, language problems, quality errors in the product, transportation cost and 
currency fluctuations. Bengtson further states that most of their customers have attempted to 
manage their outsourcing by themselves but have failed at it. 

Bengtson is also seeing increased awareness of social and environmental issues in China. This 
can be seen in regulations concerning employment contracts. In recent years the size of 
employment contracts have doubled and issues such as pension, maternity leave, eight hours 
workdays and holiday entitlements are now included (Bengtson, 2013). This is causing a more 
expensive outsourcing in China due to the rising labor costs. 

Bengtson states that the product attributes are going to have a bigger impact on deciding 
future outsourcing locations. Products with heavy raw materials will benefit more from 
having their manufacturers closer to the market. Meanwhile products with low weight and an 
effective packing density will not be as affected by the increased cost of shipping goods. The 
textile industry is an example where shipping costs will potentially continue to increase 
without reaching a critical level in a near future.  

Bengtson also points out that offshore outsourcing needs constant review, shipments need to 
have regular controls and goods have to be quality checked. This is an ongoing process and it 
takes time and costs a lot of money. 

According to Bengtson product failure and flaws in the product is the biggest concern when 
outsourcing to low-cost regions. Bengtson states that Chinese manufacturers do not want to 
lose face, which is a cultural difference. As a result that they never say no but rather always 
say yes. This leads to misconceptions and errors, as Chinese manufacturers never admit they 
do not comprehend or are not able to meet a production target.  

Major global companies have the resources to explore new markets; they set the trend and are 
opening up new tracks that other smaller companies can follow. Bengtson suggests China is a 
good choice for smaller companies, because of the mixture between good infrastructure and 
low wages. China has the most developed infrastructure compared with other low-wage 
outsourcing destinations (Bengtson, 2013). To set up outsourcing takes time, and small 
companies do not have the resource to change markets when encountering problems. The 
CEO further says that the increased labor cost is not a hindrance for their company, as the 
wages are still relatively low and it would take several years before they reach a critical level. 
The increase in labor cost is a price he is willing to accommodate, because they gain much 
more. Developing good relationships and understanding with the manufacturers saves a 
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significant amount of money. Fewer defects in the product is far more important than saving 
money on salaries. 

3.2 H&M – a low cost brand 
Maria Lilja, a former buyer at H&M, says that the company outsources all of their production 
to countries like China, Bangladesh, Turkey and India (see Appendix C). The decision of 
where to outsource is usually dictated by the cost and quality of goods delivered by the 
various countries. India is better at manufacturing jewelry and Bangladesh is better with basic 
clothes made of cotton. China on the other hand is quite good with most things. 

Since H&M is a very large fashion company they have production offices in many of the big 
outsourcing countries and a close cooperation with the suppliers from around the globe 
(H&M, 2011). The production offices keep track of the factories; they make the inspections, 
ensure that laws and regulations are followed and do their best at diminishing costs on the 
whole. They usually pick large established factories, which have other big customers such as 
Lindex, KappAhl and Zara. Reasons for this is both to keep H&M flexible, they do not want 
factories only working with them, and also to benefit from the whole production line, which 
means the factories provide with garments, sowing and coloring. 

The difficulties with outsourcing to China and other low-cost countries in Asia are, according 
to Lilja, communication and quality problems. It is easier to get what you want from 
European manufacturers. They understand things better. For example, to increase quality and 
ease communications there are templates for how to make an inquiry as clear as possible. 
Another is the longer lead times. If unexpected tsunamis or other disasters occur, the lead 
times are affected negatively and costs increase significantly. Sometimes shipping has to be 
done by plane/air, which is of course many times more expensive than by boat, says Lilja. 
You have to know which things are just too expensive to transport by plane, since it has to do 
with both volume and weight. 

Further, to get a better picture of the costs H&M has a list of additional factors for different 
countries that is applied before making any buying decisions. Since H&M has a very long 
experience in outsourcing, certain risks are accounted for when applying these factors. Other 
risks, such as those regarding meeting demands for certain clothes, are often taken extra 
precautions for. Precautions are taken especially if the clothes are totally new in design or 
have a different model. A smaller collection is made and released in markets with known 
early adopters. If the collection sells out quickly, more is manufactured extremely fast. 

Regarding the outsourcing to China, Lilja sees a diminishing trend there. “Yes, China is 
decreasing and Bangladesh is increasing”, says the former H&M buyer. “India on the other 
hand is pretty much the same.” 

3.3 Björn Borg – a more exclusive brand 
Björn Borg is a smaller and more exclusive brand than H&M. They are market leaders in the 
men’s underwear segment (Björn Borg, 2013). Two interviews (Appendix B and D) indicated 
Björn Borg to be slightly different from H&M. 

Fredrika Erlandsson, Production development Director at Björn Borg, and Magnus Teeling, 
CFO at Björn Borg, tells that the main manufacturing is done in China. Some is made in 
Turkey. “China is still quite competitive”, says Erlandsson. She founds them continuing on 
being cheap and they have a longer experience in working with Westerners and understand 
the Western approach. Compared to Bangladesh, they are much more relaxed and do not 
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demand hasty orders. Europe is even easier of course in many ways and is becoming more 
competitive. Prices are falling in Europe, but not enough for Björn Borg to bring back major 
parts of the production, yet. 

The production is optimized so that every product is manufactured in the right factory. 
Turkey, as a country, is very good at making socks. The socks are made by machine and do 
not depend on manpower. The company’s other products like underwear, which they are 
mostly known for, are often divided up into different factories. Usually they are manufactured 
in the same area, to better coordinate shipping. “We seldom change suppliers, since investing 
in new ones takes a lot of time and is costly. We try to get a consistent quality and this 
requires perseverance and continuity”, explains Erlandsson. 

The company conducts follow-ups with the suppliers in order to improve the process. But 
there are still both big cultural differences and long lead times working with China that 
increases risk. The distance makes it harder to influence the production and many trips are 
made to the country. To reduce some threats they have small buffers for unexpected events 
such as delivery delays. Sometimes shipments just have to be done by air, although most 
(approx.90%) are done by boat. Another problem that increases risk is that Chinese people are 
afraid of losing face. They do not tell when problems arise, instead they wait until it is already 
too late. “What you lack is some kind of proactivity”, Erlandsson notes. 

Changes to be seen in China are the increased wages. Teeling says the company has ongoing 
review of the prices for purchase. He also states that Bangladesh, which today has the second 
cheapest labor in the world (Malone, 2008), is becoming more interesting to outsource to as 
long as the environmental aspects are fulfilled, and the quality requirements are met. 
Erlandsson has further noticed changes within the borders of China. Manufacturing 
previously done in the southern parts is now moving to inland China and the northern parts, 
where it is much cheaper. Vietnam and Cambodia have also increased in popularity. “It is 
getting tougher for China. I believe, if you look at a 3-4 year period, the demands will 
decrease drastically”, she says.  
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4. Analysis of fashion outsourcing 
This Chapter looks at the empirical evidence that has been produced on the economic aspects 
of outsourcing. The empirical evidence is analyzed in relation to the literature and previous 
studies. Results and analysis covering trends in the clothing industry and the difference 
between different fashion firms are presented. Furthermore results of investigations made of 
the changes in China are given, including contracting strategies for both firms. Common 
factors increasing risks with outsourcing are also treated and suggestions on areas that 
should be taken into account are dealt with. 

4.1 What and when to outsource (McIvor) 
The clothing industry, in our case Björn Borg and H&M, are best fit on the left side of 
McIvor’s sourcing matrix (Figure 1), since they are less capable of producing clothes 
themselves. Their core competence is designing and they let suppliers with know-how 
produce their entire collections. 

Björn Borg is a sporty high-end brand known for their high quality and creative design. They 
are market leaders in the men’s underwear segment (Björn Borg, 2013) and are not as 
sensitive to pricing as H&M since they can allow larger margins on their products. This 
places them in the third quadrant of the sourcing matrix (see Figure 4), where it is stated that 
there are competitors that are more capable than the sourcing organization for a process not 
critical to competitive advantage (McIvor, 2008).  

 

 

Figure 4. McIvor´s outsourcing model quadrant THREE, for companies less capable to 
produce themselves and where the process is less critical to competitive advantage  

 

The potential for opportunism from the supplier will furthermore influence the nature of the 
relationship strategy. In the case of non-specific requirements associated with the outsourced 
process, which is more routine and standardized, the sourcing organization can adopt a more 
market-based contract with the supplier. A non-specific contracting is suggested and the 
reason for this is because of the extremely competitive supply market with high level of 
rivalry between suppliers competing for business. Relatively short-term, bargaining 
relationships characterize such contracting arrangements, which the CFO of Björn Borg 
Magnus Teeling also confirms (see Appendix B). He states that they have supplier contracts 
from collection to collection four times a year. On the other hand they strive to keep their 
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suppliers and work closer with them to further cut costs. Thus closing in on quadrant one and 
the H&M way of working.  

H&M on the other hand is placed in quadrant one (see Figure 5), due to the fact that they have 
more specific needs and need to sell their clothes much cheaper. Quadrant one includes 
critical processes where the sourcing organization has to consider process improvements. 
H&M is a company more often monitored, which implies having a closer relationship with 
their suppliers in order to fulfill their CSR work. Which is why they have production offices 
in major outsourcing countries in order to cooperate better (Lilja, 2013), while Björn Borg 
still travels to and from the countries when appropriate (Erlandsson, 2013). Zara, which is a 
big competitor to H&M, forces the company to further reduce the lead-time, more than e.g. 
Björn Borg. According to McIvor, sourcing strategies include recurrent and particularly 
relational contracting, which H&M has adopted. They have a close cooperation with the 
suppliers from around the globe (H&M, 2011). Relational contracting allows the sourcing 
organization to establish and build mutually advantageous relationship with the supplier and 
the enforcement of obligations, promises, and expectations occur through social processes that 
promote norms of flexibility, solidarity, and information exchange (McIvor, 2008). This 
further reduces the potential for opportunism. 

 

 

Figure 5. McIvor´s outsourcings model quadrant ONE, for companies less capable to produce 
themselves and where the process is critical to competitive advantage 

 

4.2 Outsourcing strategies and the real costs of outsourcing 
All three interviews that where conducted have been indicating outsourcing to China is more 
costly than expected. 

Depending on the size of the firm, outsourcing strategies to decrease costs may differ. 
Compared to Björn Borg, H&M have much more resources to spend and outsource a much 
bigger volume. H&M have production offices located in their outsourcing regions that help 
gathering information and can easier follow up their costs. A result from this is that H&M 
applies factors depending on country in order to get an indication of the real cost. 

Björn Borg is also well aware of the costs. They know outsourcing is more costly than usually 
expected and that there will be hidden expenses along the process. Björn Borg is therefore 
continuously following up their outsourcing to keep track of their budgets and to decrease 
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communication and quality problems. But extra cost of travel does appear when unexpected 
problems occur. 

One of the problems companies face when outsourcing to China and other Asian countries is 
the long distance to the market. Long distances means high logistic costs, and when the fuel 
price is on the rise the longer the distance the more expensive the venture become. When the 
manufacturing cost is rapidly climbing, the importance to find a way to reduce the cost to 
transport goods becomes vital in order for outsourcing to stay beneficial. 

With the increased cost to ship goods nearsourcing and resourcing are two areas that are going 
to be more popular in the future. Industries with heavy commodities will be more benefitted 
to resource their production or near-source to cheaper countries closer to the market. 
Production of products with low weight and high volume will be more beneficial to produce 
closer to the market due to the fact that it is uneconomical to transport these goods. An 
example Bengtson said was big plastic cans. On the other hand, industries with light raw 
materials may not have the same beneficial effects to nearsourcing or resourcing. However, 
since they will be affected of the increased transportation cost, production closer to industrial 
hubs will grow in importance.  

As mentioned above, oil prices do not only affect logistics, but in Björn Borg’s case it also 
affects the price on their plastic packaging. Other fluctuations such as the price for cotton and 
exchange rates are also risks the companies keep track of. Furthermore changes in China and 
outsourcing trends are indeed something everyone is keeping an extra eye on. The effect is 
that monitoring might be done, but the exact costs are not always known. 

4.3 Changes in China 
To relocate outsourcing from China is a topic with different opinions. Some articles point that 
with recent economic changes happening in China, it is compelling to seek alternative low-
cost locations for labor-intensive products (Zhang and Huang, 2012). Others declare that the 
trend in moving to less labor intense countries may have been excessive. That China, despite 
the cost disadvantage, still has benefits against cheaper developing countries, and that staying 
in China and improving relationships with manufacturers in the supply chain are preferred. 
One of these is the CEO of Outsourcing Allies. Bengtson is still seeing China as the preferred 
destination for Outsourcing Allies and isn’t considering changing their outsourcing the 
coming years. Despite the rising costs that is taking place. Erlandsson on the other hand 
believes that China will see a dramatic decrease in foreign investments the coming years. 
Björn Borg outsources most of their production to China but is looking for alternative 
destinations with the ongoing changes taking place. And Erlandsson, the product development 
director at Björn Borg, believes the next three to four years most of their production will be 
based in other regions. 

The increased focus on CSR questions is a new trend in China and companies that are 
pursuing the cheapest production should rethink outsourcing to China. Companies that are 
valuing CSR questions are staying in China despite the rising costs (Fang et al, 2010). 
Bengtson is seeing this change as something good and necessary, something that has to be 
done. The CEO at Outsourcing Allies states that the wages are still low and it is a long way to 
go before they reach a critical level. The increased standard of living is worth the extra cost to 
produce and the company gains much more through better relationships with their Chinese 
suppliers that ultimately leads to improved quality, less miscommunication and less recalls. 
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4.4 Differences between fashion firms 
Most if not all the clothing companies outsource their production. Depending on the size of 
the firm and particularly the company’s price profile makes an impact on decisions and the 
sourcing strategies. 

The price profile has an impact on the general importance of the relationship with suppliers. A 
discount chain like H&M with smaller margins is more dependent on having a certain 
relationship with sub-contractors that enables keeping prices as low as possible. While high-
end firms, with smaller quantities and with a more exclusive range, are not as dependent on 
the price from their suppliers. They have higher margins, which allow them to choose more 
freely between suppliers. 

On the other hand the size of the company affects the potential of reducing prices with 
suppliers. Larger quantities produced enables achieving economies of scale. H&M has a 
greater influence on prices than Björn Borg because of their size. Smaller firms, on the other 
hand, have an opportunity to jointly place orders in order to decrease prices. 

4.5 Outsourcing trends 
It might still be hard to predict certain factors such as the fast changing fuel costs but there are 
indications telling us that offshore outsourcing will continue to be more expensive (Platt and 
Song, 2010, Gosier B, 2010 and Fang et al, 2010). The interviews that were conducted 
supports this and the interviewed have noticed an increased cost to outsource in these regions. 

Global sourcing has traditionally been driven by cost minimization due to lower wages but 
latest trends show that the focus on finding the lowest manufacturing cost is shifting and the 
importance of business ethics is rising. One strategy that can be seen is that companies who 
invest in social and environmental values are keen to keep their outsourcing in countries who 
are adopting these polices. Instead of being afraid of increased labor costs, these companies 
see it as something necessary that is happening. And with increasing the supplier’s wages, 
trust can be gained and long-term relationships founded. Outsourcing Allies is such a 
company reasoning like this. They see the value in investing in this topic and are staying in 
China despite the increased costs. 

China is seen to decline in popularity when it comes to manufacturing fashion goods and 
more companies consider moving to Bangladesh, where labor is cheaper. 

Another trend is nearsourcing and resourcing. Reasons for this is both the diminishing 
difference in costs compared with outsourcing to China and the rest of Asia and then there are 
the benefits of shorter lead times. 
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5. Discussions on sustainable outsourcing 
This chapter discusses the investigations made and the importance of a cost efficient 
outsourcing from an economical perspective. Sustainability factors such as shorter lead times 
and follow-ups are discussed, as well as disadvantages with low-cost countries like China. 
The nearsourcing alternative to keep up with fashion fluctuations is looked into. Furthermore 
the validity of the report is discussed. Differences and similarities with other segment options 
and industries are also treated. 

5.1 The importance of a cost efficient outsourcing 
With the increased pace of globalization and the tougher competition companies face, the 
importance of having cost efficient outsourcing is more important than ever.  

Until a sustainable fuel alternative is found to replace fossil fuels the distance between 
manufacturer and market will continue to have a big role when deciding where to outsource.  

As stated earlier, short lead times are crucial for companies in the clothing industry. Having 
short lead times enables companies to handle fashion fluctuations. They can focus more on 
adapting their production against seasonal demands and as a result have small inventories that 
reduce the risk of sales. A way to gain shorter lead times is to minimize the distance between 
manufacturer and customer. This suggests that nearsourcing and resourcing will be more 
popular alternatives in the future when cost advantages to outsource to China are diminishing.  

Moving production from China to even further low-wage countries has disadvantages that 
need to be evaluated when deciding future decisions. These include poorer infrastructure, 
increased distance to markets and communication problems. With rising transportation costs 
and increasing wages it is questionable how long the option of outsourcing will be viable. 
These countries will sooner or later go through the same phase as China and the same 
consequent problems will be encountered. Relocating production back to Europe or America 
is becoming more lucrative as time goes. 

The crisis in the Eurozone will potentially affect the outcome too. Higher unemployment will 
force governments to take action with potential consequences such as lowering manufacturing 
cost in Europe, making it more lucrative for investors. This may pave the way for more 
nearsourcing in Europe.   

Large global companies should be keener to evaluate the current situation; it takes time for 
these companies to make changes. Big organizations require a long planning process because 
of the many suppliers that need to cooperate. Smaller companies such as Björn Borg can more 
easily change manufacturers chasing the lowest possible production cost from season to 
season.  

Hence, many factors affect the outsourcing strategies and follow-ups are becoming critical to 
conduct. Previously this was not as necessary because of the cheap production costs that 
China and other classical outsourcing countries could offer. But now, with the hike in logistic 
and labor costs, companies may be forced to evaluate their venture to enable them to secure 
the greatest gains in future. 

5.2 The validity of the report 
This report covers a case study of two Swedish fashion firms and their outsourcing strategies. 
Although they both are in the same industry, studies have shown differing strategies. This in 
turn may indicate that there are even more variations than those covered in this report. Firms 
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with exclusive brands such as Gucci, Versace and Chanel potentially have more freedom to 
choose suppliers, while low-cost brands may opt to follow H&M’s strategy. 

Time and other resource constraints have made it difficult to cover a larger area, which might 
have affected the analysis and conclusions made. Further research is suggested to gain more 
knowledge about different areas of interest. 

Other industries such as the IT industry are conversely not affected by oil pricing, which 
otherwise has an effect on logistic and associated costs. Trends relating to other industries 
cannot be predicted from conclusions made from manufacturing. The electronic industry is 
probably closest related to apparel manufacturing compared to IT and services when it comes 
to logistics. They weigh about the same and are not affected as much when oil pricing 
fluctuates. 

This study has not been entirely comprehensive with regards to the outsourcing trends given 
that it does not cover countries other than Sweden and the Swedish perspective. Nor has 
several firms been addressed within the same segment or studies made of a variety of 
segments. Environmental and social sustainability were also not covered as they were beyond 
the scope of this report; which focuses on the economical aspects affecting outsourcing and a 
given firm’s revenue. 

Certainly, the conclusions made cannot be applied generally but could provide a starting point 
in understanding current trends in outsourcing and provide a basis for further investigation 
and research. 
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6. Conclusions on trends in the fashion industry 
In this chapter the conclusions from the analysis are summarized. Questions covering trends 
being discerned in a more Global environment, factors affecting outsourcing costs and 
important monitoring activities to stay sustainably competitive are looked into. Furthermore 
suggestions on further studies covering this subject are made.  

6.1 Outsourcing trends and factors 
The results have shown that the trends depend on the size of the firm, the different strategies 
employed as to what segment the company plans to target and their previous experiences with 
outsourcing. Firms with a longer experience of outsourcing, especially to China, choose to 
stay to a larger extent and develop the relationship with their Chinese suppliers. While new, 
more inexperienced firms, see the potential in putting their resources into nearby countries as 
well as in the domestic market. Strategies like these are often referred to as nearsourcing and 
resourcing. Low-cost segment chains are more prone to being affected by outsourcing costs 
and have to work closely with their suppliers, i.e. have a more relational contracting, than 
firms targeting a more exclusive end-customer segment. 

Nearsourcing and resourcing have been found to be easier and more cost effective in the long-
term for many firms. Advantages such as shorter lead times, better communication and quality 
are some benefits that overweigh the more risky investments in distant destinations like 
China. For European firms the Eastern bloc is more attractive and for the US central and 
South America. A trend in taking back outsourced work from China has been seen in the US. 
A Boston Consulting Group report says up to 30% of US-based large manufacturers are 
planning to bring back production to the US from China (Brooks, 2012). 

Factors to consider are quality defects, communication problems due to big language and 
cultural differences leading to increased costs for travel and monitoring, and increasing 
logistics and labor costs. Usually leading to approximately a 50 per cent higher cost for 
outsourcing. 

Many firms are also moving their production and manufacturing from China to Bangladesh, 
which today has the second cheapest labor in the world (Malone, 2008). 

6.2 Further research 
Depending on the field of interest further studies could cover a wider range of fashion firms in 
Sweden. A study of a larger amount of companies within the same segment could also be of 
interest to gain better knowledge of firms targeting equivalent end-customers. Also other and 
larger countries than Sweden could be studied in order to gain a better understanding of the 
European, American and global markets. A larger, more covering study would give greater 
credibility to the conclusions drawn and offer a more quantitative approach. 

Furthermore, studies focusing on other industries such as IT could be conducted and 
compared to the fashion industry, thus presenting a clearer gauge of the current situation 
globally. 
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Appendix  
Appendix A interview with Eric Bengtson, Sourcing Allies AB 

Bengtson, E., 2013. Interviewed by: Backelin, D. and Welchermill, P. (25th March 2013) 

Transcript, translated into English 

Who are you and what do you work with? My name is Eric Bengtson and I have a BSc in 
Mechanical Engineering with a specialization in Mechatronics from KTH (The Royal 
Institute of Technology). I also have an MBA (operations manager) from the US, where I 
have an Indian and a Russian mentor. I’m also certified in production and inventory 
management (CPIM). I founded a company called Sourcing Allies AB when I discovered that 
even big companies have problems with outsourcing although they have more capital. 
Sourcing Allies specializes in helping companies outsource to China. Previous to this I 
worked with mounting robots and I was a project manager. We have people in Sweden and on 
location in China (subsidiary), but also a subsidiary with a sales office in the US. We are 
sustainable and require that child labor is not allowed. We care about the environment and 
work a lot with ethics.  

What industry would you say that you work in? We work with technology and production, 
so mostly with plastic and metal. 

What clients do you work with? We work with Western companies, who are already 
established in China and encountered challenges. Companies that have discovered that it is 
difficult and needs help. We take no chances right now with new solutions (new technology) 
or new areas. We work with slightly more expensive suppliers and invest in quality. These are 
easier to work with. 

What do you help your clients with? We have a good experience of what is better to 
outsource and where. We look at where their customers are situated and ensure that 
production ends up in the right place. We also have people on location, which is a 
requirement for success. This means that we have Chinese buyers who contact the suppliers. 
They negotiate and safeguard our interests. This gives us access to Chinese prices and 
contacts, since in the eyes of Chinese people you’re always a laowai, i.e. an alien. We have 
discovered that it’s not really know-how in China, but rather know-who that is applied. We 
want our customers to be able to decide when they want to go to China and not go because 
they have to. We work long-time with our customers. It often takes between 0.5 - 2 years to 
develop tools, samples, to produce and ship. We don’t move to Vietnam just because others 
do, it's too hard. 

Which markets are you specialized in? We work in mature markets in China and don’t pave 
the way for new technology. There are enough challenges and improvements to fix there than 
to explore new areas. We are located near Shanghai, in Ningbo. The Shanghai area is good 
with form bound plastic and metal. We will expand into southern China, where they are better 
at electronics. And we begin to look at India as well. For our U.S. customers South America 
is also interesting, particularly Mexico and Brazil. 

Why India? India is good at steel and they know machining and forging. They also have 
language benefits and are good from a price perspective. However, they lag behind China 
when it comes to infrastructure; the roads are really bad from a logistics point of view. 
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Eastern Europe is popular in Europe, what do you think about this market? In 2003 the 
manufacturing costs were about one third compared with Sweden and rose to same level 
within two years from that. Today there’s a difference again and still much can happen.  

How is it to works with China? We have been working 6 years and it has taken longer time 
than expected, but it is moving forward. The Swedes have a good reputation. You have to 
have perseverance and enormous amounts of patience. It has been a great challenge, 
frustrating and we have been taking great risks. Rapid saving does not exist. You get different 
answers from different people depending on whom you’re asking. Sometimes you discover 
export support like tax relives, but it changes and therefore something that is not something 
we count on when we calculate the costs. New rules always appear. The regulations in China 
are volatile. There’s also a lot of corruption in China, which is something to beware of. 
Incomes are increasing, but because they were very low it takes time before the income 
differences becomes such a big factor that China will stop to deliver. We can still stay 
competitive. Furthermore the employment contracts are “thick”, which is good, since lots of 
things are regulated. We don’t pay minimum wages, but rather invest in more satisfied 
subcontractors and workers. 

Which factors affect the cost of outsourcing? Currency fluctuations must be taken into 
account. Obviously, it is also the cultural and linguistic differences, which also costs money 
besides quality. The product is a constant fight. One problem is that Chinese people do not 
want to lose their face, they will not say they do not understand or that they can’t do anything. 
It has been difficult to get them to let go of these obstacles. We got them to understand that 
this is important for the collaboration to work and developed a good practice for this. Lead 
times are also longer, the quality is not always what one wants, and the time difference makes 
it difficult too. Our experience is that it is worth paying extra for certain things because 
otherwise the total cost is affected in the end. With regard to shipping, it's cheaper for a 
European company to ship lighter things from China, and heavier from Eastern Europe. 

Is a follow-up made for costs usually? We know the costs, but our experience is that those 
who outsource do not do this and that it is usually much more expensive than estimated. 
Companies still have much faith in a cost fled to e.g. China. Many companies also neglect 
costs that have to do with restructuring the internal organization. It will become a completely 
different organization. The real savings are not as initially estimated because of longer lead 
times, inventory and organization changes. It quickly becomes very wrong. Many fail. Few 
look up, so there’s hidden statistics, which is difficult to measure. One needs to be structured 
and it requires a lot of time and money. There are no shortcuts or quick savings, it is an 
ongoing process and there is much to be gained if just done right. 

Is there any area that you monitor in order to be updated? Yes, but one usually gets more 
into it when you get an assignment so that you look at the right things. Obviously, we have an 
eye on the prices of materials, which quality engineers exist, we read The Economist, know 
the regulations, which employment contracts are applicable, taxes and which products to 
avoid, so called anti-dumping (suspiciously cheap products with punitive duties). Shipping 
costs fluctuate for each product and depend on what you carry. The most important thing right 
now is currency fluctuations, they affect a lot.  

Are companies more cautious now than before? Yes they are. However, we focus on long 
collaborations, not longer contracts. In China, relationships are important. It takes time to get 
the quality to an acceptable level and good cooperation. Quick savings don’t exist. It takes 
more time.  
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How China will change as outsourcing country? Today, China is overheated, but will 
remain, we believe. The cycles are faster and faster now. China is developing at an increasing 
rate and may become the largest economy in the world. As a company, we believe we have an 
ethical responsibility when it comes to getting the Chinese to understand the importance of 
quality. This affects the environment and therefore it’s good to develop supplier relationships. 
There are many one-time-buy companies that deliver products, that seem to work, but that 
fails immediately. Someone is always willing to buy, since first time buyers will always exist. 
You get what you pay for. The educational level rises briskly and you find better skills as a 
result of this.  

What trends can be seen when it comes to outsourcing? We see that the trend in the IT and 
finance sectors back to products and production has increased. Sustainability issues are also 
something that has become increasingly popular in recent times. Particularly the 
environmental. Some move back their production to neighboring countries and we have 
helped three companies to move back their production to the United States, for example, 
shipping cost was a factor for sure and could fluctuate much per product. It is mostly because 
large empty products are bulky, i.e. you carry a lot of air. Then China is not a good option. 
The companies that move production inland usually own their own factories. 

CSR has become more popular over time and is usually divided into economics, social and 
environmental areas. Have you noticed any difference from your customers, do they 
demand more than before? Yes, we've noticed that more customers are demanding 
sustainability, are aware of the carbon footprint, and "green". Not by the Chinese though. This 
has led to environmental requirements for chemicals. Today, a certification for factories 
called RoHS (Restriction of Hazardous Substances) exists. It includes materials such as lead 
and mercury levels.  



 

 
iv 

Appendix B interview with Magnus Teeling, Björn Borg AB 

Teeling, M., magnus.teeling@gmail.com, 2013. Outsourcingfrågor. [email] Message to D. 
Backelin (diana@kth.se), Sent Friday 15 March 2013, 19:16, Available at: inbox 
diana@kth.se [Accessed 15 March 2013] 

 

Transcript, translated into English 
14 mar 2013 kl. 10:43 
Subject: Outsourcingfrågor  

Hello Magnus!  

I am currently taking my master at KTH and are writing my paper on outsourcing trends. I 
was wondering if I could ask some short questions to somebody informed on the subject at 
Björn Borg.  

The questions I most of all are interested in is what countries does Björn Borg outsource to, 
are you switching destinations, are you more careful if you have shorter agreements? What 
trends do you see in the outsourcing market? 
And how is the increased cost to manufacture goods in China affecting your decisions? And 
do you follow-up your estimated cost for outsourcing? 

This would help us out a lot, we only need to get some thoughts how the clothing industry 
looks on these problems.  

Thank you  
Sincerely 
Diana 

15 mars 2013 19:16 

Subject: Outsourcingfrågor 

Hello Diana! 

I can probably answer your questions, as well as anyone else here at Björn Borg. However, 
outsourcing is not something we use if you don’t count occasional transactions.  

Unless you don’t count our usual manufacturing contracts. That our product companies buy in 
cloth from factories in China? But this is more “insourcing”, our regular purchases. We have 
ongoing supplier agreements from collection to collection (four each year). No binding deals.  
The increased wage costs in China means of course regular control of purchase prices, some 
relocation of our production to Bangladesh or similar countries, as long the environmental 
aspect is met and the quality requirements are met.  

We don’t have any plans on moving all of our production from Asia to Europe at the time 
being. But we know that this is a topic well discussed. 

Hope this will be of any use. Can probably answer follow-up questions if you have any.  

Sincerely 

Magnus 
  

mailto:magnus.teeling@gmail.com
mailto:diana@kth.se
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Appendix C interview with Maria Lilja, H&M AB 

Lilja, M., 2013. Interviewed by: Backelin, D. (24th April 2013) 

Transcript, translated into English 

What do H&M outsource? 

H&M outsource all of their production. All clothes are purchased abroad.  

What countries do H&M outsource to?  

China, Bangladesh, Turkey, India and a lot of other countries depending on what you seek. 
The quality can differ and countries are good at different stuff.  

So is it any difference what you order from different countries? 

Yes, it is. For an example is India very good at jewelry and they are really good with wood, 
metal and other minerals. Bangladesh on the other hand is better with basic cotton garments. 
China is good with most stuff. They can produce almost everything.  

How do you choose suppliers? 

As a purchaser at H&M you turn to local production offices that we have placed in different 
countries such as China, India, Bangladesh, Turkey etc. The production offices ensure that 
they have collaborations with different suppliers and switches if the match doesn’t work. A 
condition is that the suppliers have more clients and that they isn’t only managing H&M´s 
production, you want to ensure that the supplier doesn’t fall if H&M choose to withdraw and 
stop to produce goods. Several other large global companies is often clients with the same 
supplier that have the whole production chain at their disposal. With this I mean that the 
supplier have fabrics, sewing up the cloth and coloring them under the same roof. The 
production offices have a close collaboration with the supplier and as a purchaser you send 
the order to several production offices to get different proposal and produces samples of some 
garments. So you get some choices where to order from.  

What does an order mean? 

An order means for an example a certain model of a shirt in different colors and sizes. It can 
be an order of one million shirts. 

Have you seen any trend that you buy more often from certain countries and that other 
countries decrease in popularity?  

Yes, China decreases in popularity and Bangladesh is increasing. But I don’t have any exact 
figures. India is steady as a rock.  

What is there for difficulties when you outsource to low-wage countries?  

Communication problems and errors in the quality. It is easier to get what you want from 
countries in Europe. They understand you better.  
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How do you calculate the costs? Do you do any follow-ups?  

Yes, we have a long outsourcing experience and we have a long list with applying factors for 
different countries. So when you request an order you will get samples and price offers. The 
applying factor multiplies with the cost so you get a more accurate picture of the true cost.  

How do you reduce the risks? 

You have frames for how you will make an order as smooth as possible so problems don’t 
erupt. But sometimes problems will happen. You have to have a plan B so you can deliver in 
time. A tsunami, container full of moldy cloth or something in that style can cause much 
trouble. Then you have to use a much more expensive transportation option, instead of using 
sea transports you fly the goods, which is much more expensive but sometime a must. 
Another disadvantage with aviation transport is the negative impact it has on the 
environmental. It is something we try to avoid as much as possible. 

Do you have any examples on how H&M increases their production and reduces the 
risks? 

H&M often produces new garments, such as new models. That you have to test on certain 
markets that you know have early adopters. Then you produce a much smaller collection and 
sees if it’s sold out quick and if it does then you start to produce more of that garment as fast 
as you can. So often suppliers have finished garments that are waiting for green light.  

How is it with H&M´s lead-times? 

They are quite long if you compare with Zara and you have to have good foresight. As a 
purchaser you have to have good feeling for what trends will come next. Not just the future, 
but beyond the future. Because of the number of garments H&M produce new orders are 
placed in queue. There are always plenty of other orders that need to be finished first. You 
count on a production time on 8-10 weeks and it takes around three weeks for flight transport 
and seven weeks by sea. H&M also have transportations with trucks. The lead-time differs 
with product attributes too. They depend on weight and volume, which are important to 
consider.  
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Appendix D interview with Fredrika Erlandsson, Björn Borg AB 

Erlandsson, F., 2013. Interviewed by: Backelin, D. and Welchermill, P. (26th April 2013) 

Transcript, translated into English 

What does Björn Borg Outsource? 

All underwear and clothes. (7 million underwear, both women and men.) 

What countries do you outsource to? 

Mostly to China and Turkey. The biggest production is placed in China, and some production 
is located in Turkey. 

Is there any difference on what you order from different countries? 

Most of all, the problem is to find right factories for right products. Smaller products are 
manufactured closer to each other for better coordination. You have all your suppliers at the 
same place so you can ship everything together. Socks are good to produce in Turkey, 
because these are done be machine and not for hand. They don’t depend on the workforce. 
Big volumes underwear can we spread out more. Björn Borg have four collection releases 
each year. The factory that is most proficient on a certain product gets the order.   

How do you choose supplier? 

We seldom switch suppliers. We try have an even quality. It’s required to have sustainability 
and continuity to get this. It is very unsafe to switch suppliers all the time and this process 
takes time and cost money. If obstacles arises with your current supplier you have to 
overcome these or in worst case find new suppliers, but this takes time and effort. You always 
have to evaluate your manufacturing process. We have evaluations in form of meeting with 
our suppliers. We go through what went well and what we could have done differently after 
each collection. If we had worked as a chain, then lead-times would be more important for us 
and then we maybe would have more production in Europe. It is easier to have a closer 
production. The price to outsource in Europe has declined. Turkey is getting more 
competitive, but not enough at the moment.  

Why is China so interesting?  

China is still competitive. The reason for this is the price picture. We take in collections that 
we sell to our distributors; it’s a long process. In China they have a better understanding for 
our approach. They have more experience with working with western clients and understand 
our way to handle business. They aren’t as tempered as suppliers in other countries.  

Do you consider moving some part of your production to any other location? 

We have tried Bangladesh. It is hard to find the right partner, we are a quite difficult customer 
to work with. We have distributed in over 20 countries. Lots of samples that need to get out. 
They are very tempered in Bangladesh. They want to have the orders right away. If they don’t 
get any large orders right away they ignore us. 
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Have you ever seen any trend that points towards a decline in investments in any 
country and other who increases in popularity?  

I see changes in China. They who started their production in Southern China move eastward 
and northward. It is cheaper there. Then they also move to Bangladesh, it has gained in 
popularity. Vietnam and Cambodia is also two destinations gaining in popularity. China is 
starting to struggle. I believe we will see a drastic decrease the coming 3-4 years, we will also 
move some of our production the nearest years.  

Are there any difficulties with sourcing to low-wage countries? 

Culture differences are a problem. Then there is the distance. When stuff is happening it is 
harder to do something about it because of the long distance. The Chinese suppliers is cold 
hearted and not so thoroughly. If they earn more on another order so can they say “bye bye” 
direct. The quality is working quite well. We are testing our quality regularly. Something that 
can be missed sometimes is proactivity. They can be quite “snowed in”. Europe is better in 
these aspects and follows on a different level. The Chinese manufactures don want to lose 
their faces. They don’t want to admit when something has gone bad or when problems erupt; 
they are always waiting until the last second before telling you something.  

Do you calculate your cost? Do you follow-up these costs? 

No, not really. We have small buffers for unexpected incidents. We know that sometimes 
problems can emerge. It can be that we have to fly our goods home. We also set up rules with 
our suppliers. If the delivery is delayed more than X days then the supplier have to pay X part 
of the freight. Otherwise we try to avoid fast transportation options as flight, to save on the 
environmental and on the cost. We ship around 90 per cent of our products. There will be 
some extra traveling of course because we don’t have any people located in our outsourcing 
areas. Sometime we use a third part, when we are auditing, testing the factory.  

Do you do something to minimize the risks? 

This is sometimes impossible. But the wage costs in China is on the rise and this will affect 
our prices. We are monitoring the changes that are taking place in China. We also follow the 
oil price because it affects our packaging. We also follow the cotton prices. 85 per cent of our 
products are made of cotton.  

How is it with your lead-times? 

The lead-times from when we place an order to when the order is ready to be shipped is 
typical 90 days.  
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