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Abstract 
The increasing globalisation leads to tougher competition caused by various 
options that come along such as outsourcing production to Asia. The success of a 
company depends on its ability to stay competitive compared to other companies. 
Outsourcing production to Asia includes high amount of planning to have an 
equal set-up level as in Sweden. Therefore, the development of a long-term 
strategy is recommended. However, most manufacturing SMEs do not formulate 
a long-term strategy but act mainly on a day-to-day basis. This Master’s thesis 
examines the influence of outsourcing production on the performance objectives 
in a manufacturing SME context. Thus, reasons on which outsourcing decisions in 
manufacturing SMEs can be based on are investigated. Further, it was studied if 
outsourcing had effects on manufacturing SMEs performance objectives. This 
examination should support the awareness of the interdependence of outsourcing 
on the performance objectives, i.e. quality, flexibility, speed, dependability and 
cost. This recommends a long-term strategy to successfully outsource production.  *
The Master’s thesis consists of an extensive literature review to create the context 
of the topic and is supported by two case studies. These case studies took place in 
form of interviews in two manufacturing SMEs in Sweden that already outsourced 
the production. The literature presents several reasons that motivate a company to 
outsource its production, whereas there are only few findings regarding the effects 
of the process on the company’s performance objectives. Empirical data indicate 
that SMEs mainly reasoned their decisions on the cost savings. Whereas the main 
reason was one-sided, the effects the companies had to deal with were manifold. 
It showed that focussing only on cost might lead the company to unforeseen 
situations that need to be addressed and can prolong a process or increase the 
costs. *
 

Keywords 

Outsourcing, performance objectives, manufacturing, SME, operations, 
production, strategy. 



Contents 

2 

Contents 

1! Introduction ................................................................................ 4!
1.1! BACKGROUND ............................................................................................................................. 4!

1.1.1! A globalized world .............................................................................................................. 4!
1.1.2! The outsourcing practice .................................................................................................... 4!
1.1.3! Obstacles for SMEs ............................................................................................................. 5!

1.2! PURPOSE AND RESEARCH QUESTIONS .......................................................................................... 6!
1.3! DELIMITATIONS ........................................................................................................................... 7!
1.4! OUTLINE ...................................................................................................................................... 7!

2! Theoretical background ............................................................ 9!
2.1! SMES .......................................................................................................................................... 9!
2.2! OUTSOURCING ............................................................................................................................. 9!

2.2.1! Definition ............................................................................................................................ 9!
2.2.2! History .............................................................................................................................. 10!
2.2.3! Tactical outsourcing ......................................................................................................... 10!
2.2.4! Strategic outsourcing ........................................................................................................ 11!
2.2.5! Motives for outsourcing .................................................................................................... 11!
2.2.6! Advantages ........................................................................................................................ 12!
2.2.7! Disadvantages ................................................................................................................... 14!
2.2.8! Outsourcing production in manufacturing SMEs ............................................................. 17!

2.3! OPERATIONS STRATEGY ............................................................................................................ 19!
2.4! PERFORMANCE OBJECTIVES ...................................................................................................... 20!

2.4.1! Performance objectives and outsourcing ......................................................................... 22!

3! Method and implementation .................................................. 24!
3.1! RESEARCH PROCESS .................................................................................................................. 24!
3.2! THE LITERATURE REVIEW .......................................................................................................... 25!
3.3! EMPIRICAL DATA ....................................................................................................................... 27!

3.3.1! Research method ............................................................................................................... 27!
3.3.2! The case study ................................................................................................................... 28!

3.4! VALIDITY AND RELIABILITY ...................................................................................................... 34!
3.4.1! Validity .............................................................................................................................. 34!
3.4.2! Reliability .......................................................................................................................... 35!

4! Findings and analysis ................................................................ 37!
4.1! EMPIRICAL DATA ...................................................................................................................... 37!

4.1.1! Case Company A ............................................................................................................... 37!
4.1.2! Case Company B ............................................................................................................... 41!

4.2! ANALYSIS .................................................................................................................................. 47!
4.2.1! Reasons for outsourcing .................................................................................................... 47!
4.2.2! Outsourcing and performance objectives ......................................................................... 52!
4.2.3! Development of performance objectives – case comparison ............................................ 54!

5! Discussion and conclusions ..................................................... 57!
5.1! DISCUSSION OF METHOD ........................................................................................................... 57!
5.2! DISCUSSION OF FINDINGS .......................................................................................................... 58!
5.3! CONCLUSIONS ........................................................................................................................... 63!

6! References ................................................................................ 67!

7! Appendices ............................................................................... 75!

 



Contents 

3 

List of Figures 
FIGURE'2:!PERFORMANCE!OBJECTIVES!BEFORE!AND!AFTER!OUTSOURCING!–!CASE!COMPANY!A!.................................!41!
FIGURE 3: PERFORMANCE OBJECTIVES BEFORE AND AFTER OUTSOURCING – CASE COMPANY B!..........!45!
FIGURE 4: COMPARISON CASE COMPANIES – BEFORE AND AFTER!..........................................................!55!
!
 
 
 
 
List of Tables 
TABLE 1: ENTERPRISE CATEGORY DEFINITION!.......................................................................................!9!
TABLE 2: MOTIVES IN LITERATURE!........................................................................................................!11!
TABLE 3: MOTIVES AND THEIR ADVANTAGES!........................................................................................!13!
TABLE 4: MOTIVES AND THEIR DISADVANTAGES!...................................................................................!15!
TABLE 5: PERFORMANCE OBJECTIVES - OVERVIEW OF MEASUREMENT, OPERATIONS RESOURCES, 

MARKET REQUIREMENTS (BASED ON SLACK & LEWIS, 2008; SÄFSTEN & BELLGRAN, 2010)!..........!22!
TABLE 6: TIMELINE OF THE MASTER'S THESIS!........................................................................................!24!
TABLE 7: INTERVIEWEES AND INTERVIEW DURATION!...........................................................................!30!
TABLE 8: PROCESS STAGES OF THE MASTER'S THESIS!.............................................................................!31!
TABLE 9: DEFINITION OF IDEAL STATE IN THE RADAR CHART!..............................................................!33!
TABLE 10: OUTSOURCING PROCESS PHASES - OVERVIEW OF CASE COMPANIES A AND B!.......................!46!
TABLE 11: SITUATION OF CASE COMPANIES A AND B REGARDING OUTSOURCING!................................!48!
 
 



Introduction 

4 

1 Introduction 
This chapter introduces the topic by a background and problem description, followed by the aim 
and research questions. The chapter ends with the outline of this Master’s thesis.  

*

1.1 Background 

1.1.1 A globalised world 

Globalisation has changed the way of doing business, meeting customer needs and 
satisfying their expectations (Sinha, Akoorie, Ding, & Wu, 2011). Globalisation 
has made it possible to access human capital and resources all over the world in a 
way that was not possible before the 1980s (Narula & Dunning, 2000). Companies 
can enter new markets, establish business relationships with many different 
suppliers, use the most recent and advanced technology available in the market, 
and communicate and trade without exertion even though they are located in 
different continents (Kedia & Mukherjee, 2009; Rodriguez-Pose & Crescenzi, 
2008). 

The global market has undergone a radical change because of globalisation, giving 
companies the possibility to be present worldwide. Barriers in communication 
have been reduced, transportation costs have decreased, and physical distance 
between countries is not representing an issue anymore (Holweg, Reichhart, & 
Hong, 2011). Despite these facts, globalisation has also increased uncertainty in 
the market, which is evolving quickly. Changes in customer needs and demands 
have become more difficult to forecast; continuous innovation as well as the rise 
of new technologies have shortened the life cycle of products; and availability of 
products and services from anywhere in the world has required a shorter time to 
market (Fredriksson, Jonsson, & Medbo, 2010; Dabhilkar & Bengtsson, 2008; 
Jiang, Belohlav, & Young, 2007; Narula, 2004). 

Globalisation concerns most companies, whether they are providing services or 
goods. Due to globalisation, also manufacturing companies approached the 
international market (Rolstadås, Henriksen, & O’Sullivan, 2012). As a 
consequence, manufacturing companies expanded the physical boundaries of the 
companies, having operations located in different regions (McCarthy & 
Anagnostou, 2004). The awareness of the advantages provided by emerging 
countries led also smaller companies to move their business from a domestic scale 
to a global level (Sako, 2005).  

1.1.2 The outsourcing practice 

A consequence of globalisation is the practice of outsourcing. In the last few 
decades there has been an increasing trend to outsource to low-cost countries 
(Handley, 2012). Companies benefit and take advantage of outsourcing either for 
services or products; this Master’s thesis will consider only the last ones. Because 
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of globalisation, an increased level of competition has been registered. When more 
players are competing in the market, competition becomes stronger and more 
challenging. The result is often a drop in prices. Every player tries to offer better 
products to customers in order to win the market and eventually increase profit. 
This has led to a large availability of products and services that are characterised 
by high reliability and quality and that are sold at a low price (Arnold, 1989). 
Therefore, the only way to survive in such a competitive market is to meet market 
requirements, keeping costs as low as possible, and still make a profit. In regard to 
this renewed market context, outsourcing has become more and more important 
for companies (Ok, 2011).   

The decision whether to outsource or not represents a strategic move for a 
company. In fact, outsourcing changes the structure of the company, which may 
consequently have activities or processes located in different areas of the world 
(Fredriksson, 2011; Massini, Perm-Ajchariyawong, & Lewin, 2010). Furthermore, 
more employees are involved in the global company business, coordination might 
be more complex, and new resources, technology and assets might be needed 
(McCarthy & Anagnostou, 2004). Sometimes there might be tasks that are not 
economically profitable to outsource (Parker, 2001). In other occasions 
outsourcing might not be strategically advantageous (Javalgi, Dixit, & Scherer, 
2009). A wrong evaluation regarding an activity that is to be outsourced may 
compromise the company’s competitive advantage. This risk is pointed out by 
Fredriksson (2011) who also states the supply chain uncertainty due to 
outsourcing production. Uncertainty might compromise the company’s ability to 
have the right products in the right quantity at the right place and time. Therefore, 
it is important for a company to examine whether the highest benefit is achievable 
through outsourcing or in-house production. 

Outsourcing also needs to be aligned with the company’s operations strategy. An 
operations strategy represents the way in which a company decides to reconcile 
market requirements with operation resources and capabilities (Slack & Lewis, 
2008). The outsourcing decision affects both the market requirements, and 
operations resources and capabilities. In the field of operations strategy, the term 
‘performance objectives’ describes terms of reference that need to be in focus in 
order to improve the company’s performance. Therefore, performance objectives 
mainly refer to speed, quality, dependability, flexibility, and cost (Slack & Lewis, 
2008). Previous studies indicate that an influence of outsourcing on performance 
objectives might exist (e.g. Roth & Tomlin, 2009; Gilley & Rasheed, 2000). 

1.1.3 Obstacles for SMEs 

Small and medium-sized enterprises (SMEs) have to face continuous challenges to 
survive in a turbulent market. They cannot take advantage of economies of scale 
and scope as larger companies do (Roza, Van den Bosch, & H.W., 2011). Large 
companies are often their direct competitors, together with low-cost 
manufacturers (Raman & Ahmad, 2013). Furthermore, SMEs often have limited 
resources and have a limited market share, mainly within the national market. For 
these reasons, outsourcing is an attractive option for SMEs, which have started to 
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outsource activities that are either not essential to their core business or simply 
too expensive to be performed internally. 

Manufacturing SMEs, which are the focus of this Master’s thesis, have recognised 
that outsourcing can be an opportunity to reduce operating costs, access new 
technologies, and compete in more countries (Abdul-Halim, Ahmad, & Ramayah, 
2012). Although the level of competitiveness of the market concerns all 
companies, researchers have mostly studied larger companies (Mohiuddin & Su, 
2013b; Sinha et al., 2011). This is due to the fact that larger companies are often 
major players in the market owing to their available resources, larger investments, 
and their larger number of employees (Raman & Ahmad, 2013). 

The available literature concerning manufacturing SMEs outsourcing activities to 
low-cost regions shows that SMEs may have a higher need for the opportunities 
given by outsourcing than larger companies (Sinha et al., 2011). In fact outsourcing 
a certain activity can enhance the companies' ability to compete in the globalised 
market. By doing so a company establishes an international network through 
which access to new knowledge or technology is possible (Kedia & Mukherjee, 
2009; Dabhilkar & Bengtsson, 2008; Mazlan, Marzyani, & Ali, 2006). This can 
help manufacturing SMEs to overcome barriers concerning their size and 
resources and therefore to survive in the market (Mohiuddin, 2011; Sinha et al., 
2011). 

Despite the importance that outsourcing can have for a manufacturing SME, the 
availability of literature concerning this topic is narrow (Mohiuddin, 2011). The 
literature shows even more limited evidence of research focussing on outsourcing 
of production in a manufacturing SME context (Abdul-Halim et al., 2012; Sinha et 
al., 2011; Di Gregorio, Musteen, & Thomas, 2009). There are not many studies 
addressing the reasons that lead to outsource production in a similar context 
(Belso-Martínez, 2010). Furthermore, there is a lack of empirical research 
concerning the influence that outsourcing has on manufacturing SMEs that have 
outsourced production (Abdul-Halim et al., 2012; Gilley & Rasheed, 2000). In 
particular, the literature does not provide many case studies about how 
outsourcing affects performance objectives (Kroes & Ghosh, 2010). Here a gap in 
the literature has been identified.*
 

1.2 Purpose and research questions 
The Master’s thesis focuses on manufacturing SMEs outsourcing production to 
low-cost countries. The will of this Master’s thesis is to fill part of the identified 
gap in the literature and contribute to expand knowledge in the field of 
Production Systems. 

The Master’s thesis aim is to examine the influence of outsourcing 
production on the performance objectives in a manufacturing SME context. 

To fill part of the identified gap in the literature and achieve the aim of this thesis, 
two research questions are addressed: 
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i. What reasons can outsourcing decisions in a manufacturing SME be 
based on?   

ii. How will outsourcing influence performance objectives in 
manufacturing SMEs? 

Although the aim does not include an explicit reference to the first research 
question, answering it was considered fundamental for this study as well as a 
support for the second research question. In order to understand the influence of 
outsourcing on performance objective in manufacturing SMEs, it is important to 
identify their reasons to outsource. In fact, the driver for outsourcing might 
influence the performance objectives. 

The Master’s thesis is based on theoretical and empirical studies. The literature is 
reviewed to draw insight about what and when outsourcing is suitable in case of a 
manufacturing SME as well as to understand the influence of outsourcing on the 
performance objectives. Furthermore, two Swedish manufacturing companies 
provide an empirical support for the study to fulfil the aim of the Master’s thesis. 

 

1.3 Delimitations 
The main topic of this report is outsourcing. Therefore the use of such term will 
be very recurrent throughout the report. Despite the use of other similar terms in 
the literature, outsourcing will be the only one adopted. Due to the focus of the 
Master’s thesis, the term outsourcing – if not explicitly stated otherwise – will 
always refer to the allocation of a production process to a supplier located in a 
low-cost country, such as China.  

Outsourcing is often related to the ‘make-or-buy’ decision. This decision concerns 
the choice between carrying out a certain activity in-house and externalising it. 
Make-or-buy decisions are generally taken on cost analyses considering all costs 
involved in both scenarios (Platts, Probert, & Cañez, 2002). This thesis does not 
make any investigation regarding the make-or-buy scenario; it only considers the 
externalisation of production, which resulted from a make-or-buy decision 
previously taken by outsourcing companies. 

Finally, the term ‘performance objective’ is used with different meanings by 
various authors. In this thesis the term will be used according to the description of 
Slack and Lewis (2008) as they present the most commonly used one. 

 

1.4 Outline 
The structure of the thesis is as follows: Chapter 2 will give the theoretical 
background that is needed. This includes the definition of SMEs, outsourcing, 
operations strategy, and performance objectives. Chapter 3 outlines the procedure 
followed during collection of theoretical and empirical data. Chapter 4 describes 
the findings at the two case companies, and the analysis with respect to the two 
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research questions. In Chapter 5 the methodology will be discussed, as well as the 
analysis of the findings. Eventually, the conclusion summarises the main aspects, 
the direct answers to the research questions, as well as theoretical and practical 
implications and recommendations for further research.*
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2 Theoretical background 
This chapter introduces the theoretical considerations that are needed for the research of this topic. 
The chapter includes SMEs, outsourcing, operations strategy, and performance objectives. 

 

2.1 SMEs 
SMEs are considered to be the backbone of Europe’s economy as they are 
responsible for 60% of the European GDP, employing more than 100 million 
workers (European Commission, 2009). There are more than 23 million SMEs 
located in Europe. From these few figures, the important role SMEs have in the 
economy of a country is clear. SMEs actively contribute to the wealth of their 
country providing jobs, driving innovation and reducing poverty (Harvie, Narjoko, 
& Oum, 2010).  

The European Commission provides a clear set of criteria to define what an SME 
is. These criteria distinguish enterprises into three categories: medium-sized, small, 
and micro-enterprise. Each category is defined as displayed in Table 1 and in 
accordance with the European Commission (2009).  

The definition of an SME is very strict concerning the staff headcount, a 
parameter used systematically to categorise any enterprise. To define the status of 
an SME an analysis of its annual turnover and balance sheet total is required. In 
this case, an SME can choose to meet either the threshold for the turnover or the 
ceiling for the balance sheet (European Commission, 2005).  

Table 1: Enterprise Category Definition 

Enterprise 
category 

Headcount Annual turnover 

or 

Balance sheet total 

Medium-sized < 250 ≤ 50 million EUR ≤ 43 million EUR 

Small < 50 ≤ 10 million EUR ≤ 10 million EUR 

Micro < 10 ≤ 2 million EUR ≤ 2 million EUR 

 
2.2 Outsourcing 

2.2.1 Definition 

Outsourcing concerns the externalisation of an activity or an entire process, which 
was previously carried out internally by the company, to an external provider or 
supplier (McCarthy & Anagnostou, 2004). Hence, the company establishes a 
subcontracting relationship with the supplier (Ok, 2011). The supplier is generally 
highly specialised in performing the outsourced activity and it is in most cases 
located in a low-cost country, such as China, India, Brazil or Russia (Javalgi et al., 
2009). 



Theoretical background 

10 

In the literature there is an abundant use of the word outsourcing and other 
related terms. Therefore, before moving on to the study of this topic, it is 
important to point out common words that the reader might find in similar 
publications. Many authors use terms such as onshore outsourcing, nearshore 
outsourcing, offshore outsourcing, and offshoring (e.g. Candiotto & Gandini, 
2010; Kedia & Mukherjee, 2009; Jiang et al., 2007). Although these words may 
sound similar, they refer to different situations in which an activity is allocated to a 
third party, i.e. to a supplier or external provider. Onshore outsourcing indicates 
the externalisation of a function or process to a supplier located in the same 
country of the outsourcing company (Candiotto & Gandini, 2010; Brown & 
Wilson, 2005). Nearshore outsourcing refers to a supplier located in a 
neighbouring country, which usually shares the same borders with the country in 
which the outsourcing company is located (Do, Svedberg, & Karlsson, 2006). 
Offshore outsourcing instead is about externalising an activity to a provider 
located in a distant country, generally a low-wages one (Candiotto & Gandini, 
2010; Jahns, Hartmann, & Bals, 2006). Finally, offshoring concerns the relocation 
of an entire process overseas, usually in a low-cost region, and the consequent 
establishment of a new facility in that location (Sako, 2005). 

For the purpose of this Master’s thesis, the term outsourcing is adopted with the 
meaning of offshore outsourcing.  

2.2.2 History 

Between the end of 1980s and the beginning of 1990s more and more companies 
started to exploit the opportunities offered by emerging countries to a larger 
extent (Javalgi et al., 2009). Companies outsourced activities or even the entire 
production process to low-cost regions, especially to India and China. Before 
those years, companies were mainly vertically integrated (Kedia & Mukherjee, 
2009). Vertical integration refers to companies performing “everything (or almost 
everything) within the organisation’s boundaries” (Slack & Lewis, 2008). However, 
when companies started to outsource activities to emerging countries, a process of 
vertical disintegration started. As a consequence, operations began to be located in 
different areas of the globe instead of within the organisation’s boundaries. This 
has caused a change in the boundaries of companies and a fragmentation of the 
value chain, which is defined as a chain of value-adding activities by which “a 
good or service is produced, distributed, and marketed” (Oxford, 2009). 

2.2.3 Tactical outsourcing 

Outsourcing is considered tactical (or traditional) when companies use it as a tool 
to reduce costs. Tactical outsourcing mainly addresses operating costs, increasing 
efficiency and ensuring competitiveness in the market (Tayles & Drury, 2001; 
Lankford & Parsa, 1999). It is usually based on a short-term perspective to cope 
with a problem faced by the company at a certain time. With regard to tactical 
outsourcing, companies are continuously looking for new available suppliers that 
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can offer the same process or service at a lower cost. Thus, there is no need of 
establishing a long-term relationship with the supplier (Lankford & Parsa, 1999).  

2.2.4 Strategic outsourcing 

The outsourcing company might aim at developing a strong and lasting 
relationship with an external provider. In that case, outsourcing is considered 
strategic (Javalgi et al., 2009). Reducing costs is not the main goal of the 
outsourcing company, and in fact strategic outsourcing may even cause new costs 
for the company (Dabhilkar, 20011). Nevertheless, the outsourcing company has 
the purpose to leverage supplier knowledge, technology, and specialised 
capabilities to increase its performance or enhance its competitive advantage 
(McIvor, 2009). In particular, the company and the supplier set up cooperation to 
develop new knowledge or innovative products that can contribute to their mutual 
growth (Edvardsson, 2011).  

2.2.5 Motives for outsourcing 

The major motives that led companies to outsource production, as identified by 
various authors in the field, are listed in Table 2 and described below. 

Table 2: Motives in Literature 

Motive Previous research 

Providing quality products containing 
costs 

Do et al. (2006); Dabhilkar (2011); Nassimbeni (2006); 
Mohiuddin and Su (2013a); Kinkel and Maloca (2009); Ok 
(2011); Lewin (2005); Canham and Hamilton (2013) 

Establishing a worldwide presence Edvardsson (2011); Chen, Dubey, & Sen, 2011); Holweg et al. 
(2011); Belso-Martinez (2010) 

Accessing to specialised technology, 
knowledge, and capabilities 

Massini et al. (2010); Peeters (2007); Berggren and Bengtsson 
(2004); Belcourt (2006) 

Exploiting country-specific incentives Romano and Danese (2010); Jahns et al. (2006); Kedia and 
Mukherjee (2009) 

Sharing risks with supplier(s) Rolstadås et al. (2012); McCarthy and Anagnostou (2004); 
Raman and Ahmad (2013); Chen et al. (2011) 

 

From the 1980s the market has increased its scale overcoming the regional 
boundaries and becoming global (Belso-Martínez, 2010). As a consequence, there 
has been an increasing number of competitors in the market. Further, customers 
can get products from any part of the world at a low-cost. At the same time, the 
increased competition has caused a drastic improvement of product quality. 
Therefore, companies compete in terms of quality and price on a global level. 
Reducing costs while providing quality products is the most acknowledged motive 
for outsourcing, and it is therefore displayed on the top of Table 2 (Do et al., 
2006).  
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Moreover, manufacturing companies need to be close to their customer in order 
to serve them more effectively. From this perspective, outsourcing represents a 
way to establish a worldwide presence, increasing closeness to the customers as 
well (Edvardsson, 2011), as shown in Table 2. Further, having several suppliers 
ensures a continuous flow of resources to the company (Holweg et al., 2011), 
which also contribute to satisfy customer demand efficiently and effectively. In 
fact, working with more suppliers lowers the risk of possible disruption of supply 
of products to customers if one supplier did not respect the due date (Alexander 
& Young, 1996). In addition, the outsourcing company can use the supplier’s 
network to get in contact with new customers or enter new markets, expanding its 
business (Chen et al., 2011). 

Another important reason for outsourcing, displayed in Table 2, refers to the 
access to resources, capabilities, technology and knowledge not available in the 
domestic market (Belso-Martínez, 2010). Decreasing costs in transportation and 
communication internationally are determinants of outsourcing decisions 
(Kazmer, 2014). 

Incentives that are not available in the domestic market but in foreign countries 
are identified by Romano and Danese (2010) as an additional reason for 
outsourcing (Table 2). These incentives are usually provided from emerging 
countries that try to attract foreign investments. A more detailed explanation is 
provided in Chapter 2.2.6. 

Finally, the last main motive presented in Table 2 concerns sharing risk with 
suppliers. In fact, when a company outsources production (or another 
manufacturing activity) the risk related to the outsourced activity is shared with 
the supplier, who faces uncertainty in demand (Rolstadås et al., 2012). A thorough 
description is presented also in Chapter 2.2.6.*

2.2.6 Advantages  

There is a subtle difference between motives for outsourcing and advantages of it. 
Motives that lead a company to outsourcing are based on the need to cope with a 
highly competitive business environment. Advantages are the beneficial effects 
that follow and are expected by companies from outsourcing. Therefore motives 
and advantages are related to each other. To stress this fact and provide an easier 
understanding, advantages are presented in Table 3 in relation to the identified 
motives. The advantages are also described more in detail below.  
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Table 3: Motives and their Advantages 

Motive Advantages 

Providing quality products containing costs Lower costs  
Increased efficiency 
Cheaper resources, material, and workforce 
Economies of scale 
Focus on core activities in-house 
More competitive prices*

Establishing a worldwide presence Business relationships with suppliers 
Resources not available domestically 
New markets and customers 

Accessing to specialised technology, knowledge, 
and capabilities 

Innovative technology and machineries 
Skilled and qualified workforce 
Increased flexibility  
Enhanced product quality 
Shorter time to market 

Exploiting country-specific incentives Fiscal legislation and taxation 
Free movement of capital 
Financial support 
Efficient infrastructures 
Lower environmental restrictions 

Sharing risks with supplier(s) Lower uncertainty in demand 
Less material in stock  

 

The most acknowledged advantages of outsourcing, displayed in Table 3, are to 
decrease costs and increase efficiency (Lankford & Parsa, 1999). Outsourcing 
production to low cost countries leads to converting fixed costs (leasing costs, 
buildings, and machineries) into variable costs (costs for raw material, 
components, energy, and wages) (McIvor, 2010; Quelin & Duhamel, 2003). 
Suppliers usually work with different clients and by doing so they can take 
advantage of economies of scale resulting in lower prices for outsourcing 
companies. Due to this, outsourcing companies can either offer their products to 
customers at a more competitive price or reduce costs and increase profit. In 
addition, emerging countries provide low-cost and skilled workforce and cheaper 
resources (Holweg et al., 2011). Exploiting such opportunities can represent a 
possibility for the outsourcing company to focus on core activities (McIvor, 2010), 
which are fundamental to satisfy customer needs and to sustain a company’s 
competitive advantage. They are defined as unique, difficult to imitate, and value 
adding activities (McIvor, 2010), and represent the specialisation, expertise and 
know-how of the company. Core activities differentiate the company from its 
competitors, are closely related with the company’s core business, and are at the 
basis of a company’s superior position in the market (Ellram & Billington, 2001; 
Alexander & Young, 1996); therefore core activities are generally performed and 
developed internally (Belso-Martínez, 2010). Besides that, outsourcing activities 
that are not critical for the company’s competitive advantage releases valuable 
resources, which can be reallocated to those activities and functions that are 
critical instead (McIvor, 2009). Outsourcing non-core activities has also the 
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benefit of getting them performed by a supplier in a more efficient manner and 
without the need of investing capital to continuously improve them internally 
(Jiang et al., 2007). The outsourced activity therefore represents a core activity for 
the supplier, who is able to carry it out quickly, providing a short time to market 
(Jian et al., 2007). Companies that outsource production are thereby able to access 
resources that are not available in other countries (see Table 3), such as special 
technology and machineries, which increase flexibility (Dabhilkar, 2011). Besides, 
the qualified workforce allows almost any type of product customisation 
(Mohiuddin & Su, 2013a), which enables the outsourcing company to adjust 
products or services according with the dynamics of the market (Scully & Fawcett, 
1994), or even to develop new products. Additionally, outsourcing companies can 
expand their business entering new markets as well (Oke & Onwuegbuzie, 2013), 
including the development of a global network establishing long-term 
relationships with suppliers (Mohiuddin, 2011). Regarding the choice of the 
country to outsource production to, Romano and Danese (2010) point out the 
importance of local factors the country has to offer, which are exemplified in 
Table 3. 

The last significant advantage, already mentioned in Chapter 2.2.5, concerns the 
possibility to lower uncertainty in demand, which can be minimised through the 
risk pooling effect at the supplier level (Romano & Danese, 2010). When 
production is outsourced, uncertainty in demand previously faced by the 
outsourcing company is transmitted to the external provider. The risk pooling 
effect happens when the external provider (which generally produces goods of the 
same nature of the outsourcing company) is able to aggregate the variability in 
demand from many clients. In such cases, there is a higher probability that a 
positive variation in demand from one client compared to the average can be 
balanced by a negative variation from another client (Romano & Danese, 2010). 
Hence, the larger the production volume suppliers are working with, the lower the 
uncertainty they face. If a supplier can have lower uncertainty then also the 
outsourcing company can benefit from that, having a lower need of materials and 
components in stock, which represent tied up capital, i.e. cost. 

2.2.7 Disadvantages 

As it may be expected, outsourcing does not provide only advantages. Table 4 lists 
the main disadvantages and risks that are related with outsourcing. Deciding to 
outsource production without considering shortcomings and potential 
implications of such a decision may undermine a company’s competitiveness. The 
identified disadvantages from literature are described below. 
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Table 4: Motives and their Disadvantages 

Motive Disadvantages 

Providing quality products containing costs Targeted savings not achieved 
Quality issues 
Poor manufacturing performance 

Establishing a worldwide presence Imbalance of information access/sharing 
Loss of control and coordination 
Increased lead-time 

Accessing to specialised technology, knowledge 
and capabilities 

Loss of competitive advantage 
Rely on an external provider  
Knowledge transfer 
Opportunistic behaviour from supplier 
Loss of intellectual property 

Exploiting country-specific incentives Cultural and language differences 

Sharing risks with supplier(s) Same as for establishing a worldwide presence 

 

The most risky decision for a company is the outsourcing of core activities 
(McIvor 2010; Barthélemy, 2003), which might result in a loss of competitive 
advantage, as shown in Table 4. Therefore, a company needs to understand which 
of its activities generate a competitive advantage (Young, 1996). As described in 
Chapter 2.2.6, due to their crucial importance, these activities should not be 
outsourced since it would be difficult and costly to develop such capabilities once 
again internally (McIvor, 2010). Capital intensive and skill intensive activities 
should be carried out in-house by the company (Kinkel & Maloca, 2009). All other 
activities instead are eligible for being outsourced (Barthélemy, 2003). 
Nevertheless, a company needs also to consider that today’s non-core activities 
might become tomorrow’s core ones (Mazlan et al., 2006).  

Furthermore, outsourcing may fail if the organisation does not have enough 
internal managerial knowledge and experience to handle an international network; 
this is often the case for SMEs (Mariotti & Piscitello, 2001). Even an imbalance of 
information access or sharing can weaken the efficiency and effectiveness of 
outsourcing (Dabhilkar & Bengtsson, 2008). Moreover, when production is 
outsourced, the company relies on an external provider for carrying out 
production as well as transferring knowledge to that supplier (Gilley & Rasheed, 
2000). These facts represent a loss of control over the outsourced activity and a 
risk of opportunistic behaviour from the supplier (Fredriksson et al., 2010), as 
displayed in Table 4. This may happen when activities close to the core business 
are outsourced, which would cause a loss of intellectual property and an increased 
risk of vulnerability for the company.  

In this respect, a company needs to consider that control over outsourced 
activities can be exerted only through a contract. Hence, this contract has to be 
written with a high level of detail in order to specify the role, duties, and 
responsibilities of the two parties (Barthélemy, 2003). Stating any tasks in high 
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detail may be difficult but writing an exhaustive contract can be beneficial 
(Barthélemy, 2003). By a well-formulated contract the risk of loss of control and 
coordination between the parties (and therefore the risk of uncertainty) can be 
reduced avoiding potential disruptions of the business of the outsourcing 
company (Mazlan et al., 2006), as it is listed in Table 4. In fact, a poor written 
contract might cause negative effects in terms of productivity, revenues, customer 
satisfaction, brand image, and time to market (Barthélemy, 2003). 

An additional critique of outsourcing concerns the lack of internal development of 
skills that are needed to make the company’s competitive advantage sustainable in 
the long run (Jiang et al., 2007). Due to vertical disintegration, spreading 
operations globally instead of establishing them in-house, there might be the risk 
of loss of mutual learning among people. Hence, a lack of integration between 
sources of knowledge and new product development might undermine the 
company’s capability to innovate and develop cutting-edge products (Gilley & 
Rasheed, 2000). 

Furthermore, language barriers are listed in Table 4 as a possible disadvantage of 
outsourcing but they can be easily overcome because of the widespread 
knowledge of the English language (Edvardsson, 2011). On the other hand, 
cultural differences can still represent an issue when it concerns quality of work, 
precision in delivery, and compliance with European standards (Jahns et al., 2006). 

An additional disadvantage of outsourcing an activity to a distant country is 
related to an increased lead-time. Despite the possibility to minimise uncertainty 
through risk pooling effect, physical distance matters and thus increased lead-time 
is displayed in Table 4 as a disadvantage. Physical distance might compromise the 
ability of a company to respond quickly to changes in the market (Fredriksson et 
al., 2010). Therefore, outsourcing can make adjustments or rescheduling of 
activities more difficult or slower than in-house production (Fredriksson et al., 
2010). 

It is too often taken for granted that outsourcing reduces costs. In general it does, 
as mentioned in Chapter 2.2.6. Nevertheless, cost reduction might not be achieved 
or it might be lower than expected (Berggren & Bengtsson, 2004). Therefore, the 
risk of not meeting the expected savings is shown in Table 4. In fact, the 
outsourcing process itself has a cost that has to be taken into account 
(Barthélemy, 2003). Besides that, there are other factors that generate costs, such 
as increasing labour cost and wage inflation; customs taxes; logistics; quality 
problems (e.g. due to employee turnover at the supplier facility); damages during 
transportation, which cause in-house rework; insurance charges; need for technical 
support at the supplier facility, which may force employees of the client company 
to travel to the country the supplier is located; need for a stock in-house to 
prevent delay or disruption of production, which causes a risk of obsolescence in 
turn; fluctuation in exchange rate; stolen intellectual property; and bureaucratic 
issues or political instability, which are factors related with the country in which 
the supplier is located (Handfield, 1994; Nassimbeni, 2006; Holweg et al., 2011; 
Jiang et al., 2007). 
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Finally it should be kept in mind that choosing outsourcing as the main strategy to 
minimise costs might cause poor manufacturing performance, as displayed in 
Table 4 (Dabhilkar & Bengtsson, 2008). Besides unexpected costs that the 
outsourcing company might face, poor manufacturing performance might be the 
result of a feeling of insecurity among employees (Barthélemy, 2003). The 
personnel might be concerned about their job security and this might cause a 
reduction of productivity as well as motivation and loyalty (Mazlan et al., 2006). 

2.2.8 Outsourcing production in manufacturing SMEs 

The outsourcing practice in a manufacturing SMEs context started as a bottom-up 
approach to operations in order to increase productivity and reduce costs 
concurrently (Mohiuddin, 2011). The approach has changed during the years 
towards a top-down course of action. The top-down approach is more 
strategically oriented, since the management has recognised the opportunities 
related with outsourcing (Massini et al., 2010).  

Outsourcing manufacturing activities can help SMEs to overcome domestic 
boundaries to enter a new dimension of business, where competitors are from all 
over the world. In the era of globalisation there is an increasing number of SMEs 
that outsource production to low-cost and emerging countries (Mariotti & 
Piscitello, 2001). Outsourcing is considered by managers as a means to increase 
competitiveness and allow companies to leverage their limited resources to 
perform what they can do best (Abdul-Halim et al., 2012). As mentioned before, 
outsourcing gives SMEs a great opportunity to establish a worldwide network and 
to get access to high-quality and low-cost labour and resources. It is also a way to 
approach new technologies and new markets (Mohiuddin, 2011). This is the 
reason why outsourcing can be considered as the first step towards the 
internationalisation of many SMEs (Di Gregorio et al., 2009). 

Manufacturing SMEs need economies of scale in order to decrease operating costs 
but this is generally not possible for them with in-house production (Abdul-Halim 
et al., 2012; Narula, 2004). Nevertheless, a reduction of operating costs is possible 
when production is outsourced to an external supplier, which can achieve 
economies of scale at its facility because of demand aggregation (Dabhilkar, 2011). 
Further, due to outsourcing, manufacturing SMEs can focus on their core 
activities and externalise non-core ones. In fact, the smaller the number of 
activities carried out internally, the higher the possibility to get or sustain the 
company’s competitive advantage (Abdul-Halim et al., 2012). Moreover, 
outsourcing makes it possible to get access to those capabilities, resources and 
expertise that would be too expensive for an in-house development (Oke & 
Onwuegbuzie, 2013). 

As previously stated, there has been an increasing interest among researcher about 
manufacturing SMEs that have embraced outsourcing. Nevertheless, systematic 
and extensive studies on outsourcing of manufacturing activities in an SME 
context have not been carried out, and only recently researchers have started 
focussing on this topic (Kumari, Singh, Mishra, & Garza-Reyes, 2015). A brief 
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outline of the most recent research in the field of outsourcing in a manufacturing 
SME context follows. Each case study is presented describing the companies that 
were analysed, the research method used to collect data and the final result. This is 
intended to show common traits of the case studies to the reader. 

Raman and Ahmad (2013) carried out a study concerning the performance level 
and perception of outsourcing among outsourcing and non-outsourcing 
manufacturing SMEs. They used a sample of 74 companies and collected data 
using a web questionnaire survey. The results of this wide study revealed that 
outsourcing SMEs have better performance and larger benefits. Furthermore, 
outsourcing SMEs feel more satisfied about their business and overall 
performance level. Finally, both outsourcing and non-outsourcing companies 
recognise similar barriers and challenges. However, the fact that outsourcing 
SMEs show higher performance than non-outsourcing SMEs means that 
outsourcing can still make them perform better despite such challenges. 

Mohiuddin and Su (2013) conducted a study of 13 manufacturing outsourcing 
SMEs to analyse the outcome of the outsourcing practice. They performed a 
multiple case study and collected in-depth information through semi-structured 
interviews. The study revealed that outsourcing has increased companies’ 
competitiveness while it has reduced operating costs. Also, outsourcing SMEs 
have access to qualified and skilled workforce, which is important to ensure 
quality and reliability of their products. Such companies can overcome their 
resource constraints, obtaining those resources that are not available in-house; 
they can focus on core activities, which enhance their competitive advantage; and 
they can access new markets, customers, knowledge, and technology. Finally, the 
examined outsourcing SMEs can compete on a global scale, even with larger 
companies. Hence, the study has revealed a positive correlation between scale of 
outsourcing and performance of manufacturing SMEs involved in the research. 

Sinha et al. (2011) studied five manufacturing SMEs that have outsourced 
manufacturing and material sourcing to China. They investigated the reason 
behind the decision to outsource and the related challenges through a multiple 
case study and conducting in-depth interviews. The study showed that, because of 
globalisation, SMEs are expanding their network and overcoming resource 
constraints and limited international experience. Outsourcing represents an 
important means for SMEs to achieve noteworthy results, such as increased 
flexibility and reduction of production costs. Identified challenges due to 
outsourcing are: physical distance between the company and the suppliers, and 
differences in relation to institutional matters and language. It may be difficult to 
establish a transparent and stable communication between the parties, therefore it 
is important to establish and keep good relationships with external providers. Such 
relationships can be beneficial to enhance quality and dependability of the final 
product. 

Finally, Aspelund and Butsko (2010) carried out a research involving 10 
manufacturing SMEs that outsourced production to low-cost countries. The 
objective of the study was to understand the motives for outsourcing production 
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and to analyse the whole outsourcing process. Data were collected through a case 
study and conducting semi-structured interviews. Their results indicate that 
companies chose to outsource production primarily to reduce costs and stay 
competitive in the market. The research also revealed that often the case 
companies did not perform a systematic analysis of countries and suppliers, and 
this might have compromised the benefits related to outsourcing. 

 

2.3 Operations strategy 
Strategy is an old term that is used almost every day: it describes a plan that is 
made in order to achieve a goal in the future (McKean, 2009). In other words, 
strategy is a creation of a map to arrive at a desired destination. Therefore, a 
strategy is mostly long-term oriented (Slack & Lewis, 2008). 

A company defines its mission and its core values. This consequently defines the 
overall goal – the corporate strategy – which all units and departments of a 
company should aim at achieving (Johnson, Scholes, & Whittington, 2005; Doyle, 
2011). In order to fulfil the corporate strategy, a business strategy is developed: 
the overall goal is broken down into sub-goals in order to be achieved. These sub-
goals support the overall one and define in which business areas the company 
wants to compete (Johnson et al., 2005; Oxford, 2009). However, this kind of 
division does not apply to all companies; SMEs, for example, often have only one 
business area (Wiesner & Millett, 2012; Jennings & Beaver, 1997).  

In order to achieve the business strategy, functional strategies are developed. The 
focus in this Master’s thesis is operations strategy, which is one of the functional 
strategies. Operations strategy describes “the total pattern of decisions which 
shape the long-term capabilities of any kind of operation and their contribution to 
overall strategy” (Slack & Lewis, 2008, p.18), which is achieved by harmonising 
market requirement as much as possible with operations resources (Slack & Lewis, 
2008). This means that the focus is not put on a single area alone but on the 
overall area, with all its connections and links, in order to improve the overall 
chances of success (Tan & Matthews, 2009). Operations strategy also establishes a 
foundation for future plans (Gong, 2013). In recent years, the broader concept of 
operations strategy has gradually been adopted for the concept of manufacturing 
strategy (Slack, 2005).  

The position towards manufacturing has changed after the 1990s from a cost 
factor to a valuable asset, or even a competitive advantage (Williams, 2009; 
Choudhari, Adil, & Ananthakumar, 2010; Säfsten & Bellgran, 2010). 
Manufacturing plays a particularly important role for SMEs (Löfving, Säfsten, & 
Winroth, 2012), however, instead of developing long-term visions, SMEs 
predominantly develop strategies on a day-to-day basis (Hudson Smith & Smith, 
2007). Common obstacles that prevent SMEs from implementing an operations 
strategy in manufacturing similar to a larger company are the limited know-how 
and experience of the owner, the lack of flexibility to react to a changing 
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environment as well as increased regulations, lack of time, and high resistance 
towards changes (Carter & Jones-Evans, 2006; Hudson Smith & Smith, 2007). 

Furthermore, manufacturing can be put into content and process. The ‘content’ of 
operations strategy in manufacturing deals with its decision areas, also describing 
the composition of a strategy (Voss, 1995). In order to compete on the market 
and gain a certain position within it, companies need to outline certain competitive 
factors (Säfsten & Bellgran, 2010), which are the performance objectives and will 
be discussed in detail in Chapter 2.4. The ‘process’ focuses on the formulation of 
the operations strategy in manufacturing and how the formulated goals will be 
implemented afterwards (Voss, 1995). To achieve a successful implementation the 
right handling of tangible resources and production capabilities is needed as well 
as taking care of good relationships within a developing network (Williams, 2009). 

 

2.4 Performance Objectives 
As already stated in Chapter 2.3, it is important to have a strategy in order to be 
successful. A strategy, however, covers several areas and it is therefore helpful to 
have certain milestones. Part of the strategy is the consciousness of performance 
objectives (also referred to as ‘competitive priorities’ by some authors). The 
achievement of the set performance objectives ensures to succeed in the planned 
strategy as well as to meet market requirements. Despite the different use of 
performance objectives in the literature, the following five are the most commonly 
encountered and are in focus during this Master’s thesis as well (Slack & Lewis, 
2008; Williams, 2009): 

• Quality: There are two different ways of describing quality. On the one 
hand, it describes the “specification of a product or service” that meets 
customer demand. On the other hand, it describes if the “operation 
achieves conformance to that specification” and therefore reducing the 
defects and scrap rate (Slack & Lewis, 2008; Wheelwright, 1984). 

• Flexibility: Flexibility can be seen from different perspectives. It describes 
the level of operations – how many activities the company can carry out; to 
express it differently, it means the “range of abilities”. Moreover, it also 
expresses the ability of switching between the different states, and how fast 
and efficient the change is possible. Regarding production flexibility is 
mainly linked to volumes and product mix (Wheelwright, 1984; Slack & 
Lewis, 2008). 

• Dependability: A company that is dependable is able to deliver on time, 
as it was promised to the customer. This performance objective is often 
linked to speed: a company can, on the one hand, meet its delivery time but 
this might be characterised by a long delivery lead-time, on the other hand. 
Therefore, a high dependability rate that is also within a narrow time frame 
is higher valued by the customer and therefore requires the company to be 
fast at the same time (Slack & Lewis, 2008; Williams, 2009). Dependability 
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depends on the internal response rate, work-in-progress, and the rate of 
throughput. In form of an equation (Slack & Lewis, 2008, p. 39), 
dependability is described as follows, and if the result is zero the delivery is 
on time: Dependability = due delivery time – actual delivery time. 

• Speed: The speed of an operation is described by the time period between 
the beginning and the end of a process. This is mainly understood as the 
time between a customer placing an order and the product being received. 
In the context of production processes, speed is related to short delivery 
lead-times (Slack & Lewis, 2008).  

• Cost: This performance objective is one of high importance. Several 
companies aim at achieving low-cost standards including lowering costs for 
production and services as well as being cost efficient (Slack & Lewis, 
2008; Williams, 2009). This includes for example: “economies of scale, cost 
for supply, product and process design, as well as experience” (Säfsten & 
Bellgran, 2010, p. 54).  

These performance objectives are not meant to exclude each other. Moreover, 
trying to focus on all in parallel to a certain extent is useful and necessary for the 
operations strategy. The importance of each can be identified by categorising them 
in either order-qualifiers (minimum product characteristics that has to be ensured); 
order-winners (characteristics that distinguishes the own products from the 
competition); or delights (unexpected features that are not available from 
competitors) (Slack & Lewis, 2008; Voss, 1995; Williams, 2009). Performance 
objectives can be visualised by using a radar chart, which will be explained in 
Chapter 3.3.2.  

Regarding the five objectives outlined above, it is important to be aware of three 
facts:  

1. The importance of each objective is changing over time. Performance 
objectives are, as they can be classified in order-winners, -qualifiers, and 
delights subject to a product life cycle and other influences that force 
changes in either the classification or the strategy itself (Slack & Lewis, 
2008; Säfsten & Bellgran, 2010).  

2. Additionally, there is always a trade-off between the different performance 
objectives (Slack & Lewis, 2008). In order to improve one of the objectives 
and also achieve the improvement, it might be necessary to reduce another 
one.  

3. In connection with the second point, it may be possible to achieve 
extraordinary performance by limiting the number of the performance 
objectives in focus (Slack & Lewis, 2008). 

Performance objectives can be seen from different perspectives such as 
operations resources and markets requirements (Slack & Lewis, 2008). Table 5 
presents an overview of the five performance objectives, how these can be 
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measured from a production perspective, and how these are beneficial for the 
perspectives mentions before. Table 5 should give a broad overview and does not 
contain in-depth information. 

Table 5: Performance Objectives - Overview of Measurement, Operations 
Resources, Market Requirements (based on Slack & Lewis, 2008; Säfsten & 

Bellgran, 2010) 

Performance  
Objective 

Explanation Performance  
measure 

Operations 
 resources 

Market  
requirements 

Quality Meet specification 
from customer side 
as well as from 
manufacturing side 

Scrap rate, 
Number of 
complaints 

Error-free 
processes, 
More internal 
reliability, 
Lower processing 
costs 

Specification 
standards of 
products and 
services are high  

Flexibility Range of abilities 
and the ability to 
switch between 
different stages 

Set-up time, 
Range of 
products, 
Volumes & 
product mix 

Improved 
response to 
unpredicted events 
and to variety of 
products 

Higher variety of 
products, 
New product and 
services 

Dependability Deliver in time; 
deliver on due-date 

Number of 
delivered 
products on time, 
Inventory level 

More internal 
stability, 
Decrease of 
processing costs 

On time delivery 

Speed Time frame from 
customer places the 
order to receipt of 
products 

Lead-time, 
Vendor-delivery 
time, 
Cycle time 

Throughput is 
faster, 
Decrease of 
inventory 

Short delivery time 

Cost Being cost efficient Labour cost, 
Material cost, 
Stock, 
Competition 

Higher margins Low prices 

2.4.1 Performance objectives and outsourcing  

In regard to the literature dealing with the influence of outsourcing on 
performance objectives, only few research studies were identified and even fewer 
with an SME perspective. The identified research studies are described below to 
give an overview of current findings. 

Gilley and Rasheed (2000) examined the influence of outsourcing on financial and 
non-financial company’s performance. Their sample consisted of 94 
manufacturing companies belonging to different sectors. The study focused on 
“financial, innovation, and stakeholder performance”. The result of the study 
displayed absence of direct and relevant impact of outsourcing on company’s 
performance, on a general level. This led the authors to conclude that 
acknowledged benefits of outsourcing might be significant on a functional-level, 
but not on a company-level. Moreover, since the intensity of outsourcing has not 



Theoretical background 

23 

proven any reduction concerning innovation performance, even risks generally 
associated to outsourcing might be lower than believed.*
A large-scale survey by Bengtsson and Dabhilkar (2010) focused on the process of 
outsourcing production and how that influences the company’s performance. A 
straightforward connection to performance objectives is not taken. They present a 
summary of several studies, and while some suggest that there exists a connection 
between outsourcing and performance, others do not. Their own study did not 
find a significant correlation between outsourcing and company’s performance; 
nevertheless, the authors state that focussing too much on cost may be 
detrimental to other objectives, such as speed and quality.  

Gray, Roth and Tomlin (2009) looked into the topic of cost and quality as drivers 
to outsource collecting information from 867 manufacturing companies. They 
found that while the most important objective was cost, companies that did not 
consider quality often faced difficulties in this area. 

The study conducted by Kroes and Ghosh (2010) analyses the alignment of 
outsourcing decisions and the competitive strategy. The data were gathered from 
manufacturing businesses. A model was developed that suggested that an 
outsourcing strategy, which is in conformity with the performance objectives, is 
most likely to improve the success of the company. This also applied to the 
connection between the performance objectives.  

Hanna and Jackson (2015) recently studied three manufacturing SMEs in the UK 
in order to understand the “dynamics present when small manufacturers source 
globally” (Hanna & Jackson, 2015, p. 4) with the main focus on the supply chain. 
Although the focus differs from the one of this Master’s thesis, some of the 
findings connect to the influence of outsourcing on performance objectives. All 
three case companies, with less than 130 employees, were driven by the cost 
objective. However, one case company had to face more costs than expected in 
the end due to need for inventory, as well as a minimum quantity order policy. 
The former issues affecting all three companies, was mainly caused by the lack of 
reliable deliveries, which slowed down the production process (speed). In general, 
they all had to deal with an increased lead-time as well. Further, the quality level 
was not consistent. One case company also had to face losses due to exchange 
rates. In summary, considering cost as the only performance objective negatively 
affected other objectives, such as speed, dependability, and quality. 

Finally, the work of Andersson and Bernhardsson (2011) considered outsourcing 
from the perspective of suppliers, specifically investigating how Chinese suppliers 
interpreted their performance objectives. The study suggested that the main 
obstacles encountered by Western companies when outsourcing to China were 
miscommunications and the difficulty in ensuring from the start that both sides 
share the same understanding of the partnership objectives.  

 



Method and implementation  

24 

3 Method and implementation 
This chapter explains the research process and the procedure followed during collection of 
theoretical and empirical data that were required for the analysis and evaluation of the topic 
addressed by this Master’s thesis. 

 

3.1 Research process 
The research was conducted over a period of six months, as it is shown in Table 
6. The Master’s thesis consists of primary and secondary research. Primary 
research includes data that have been collected on one’s own. These are necessary 
to answer research questions as no other data have been collected so far (Berndt, 
Altobelli, & Sander, 2010). Secondary research, on the other hand, means that data 
to be used for analysis and further usage have already been collected and analysed 
by someone else (Berndt et al., 2010). They need to be organised in a logical way to 
support the interpretation of the phenomenon under investigation.  

The research process was characterised by an extensive literature review 
(secondary research) and a case study (primary research). First, a preliminary 
review of the literature was performed to develop the research questions. After 
developing the research questions, an extensive literature review was carried out to 
gain deep insights about the topic of this Master’s thesis. Afterwards, the answer 
to the research questions was sought through an investigation of a real and 
specific context. Interviews were performed at two case companies. At the 
beginning three case companies were supposed to take part in the research 
conducted in this Master’s thesis. Nevertheless, one company quit few weeks 
before the interviews. Since it was not possible to find another company willing to 
participate and satisfying the selection criteria pointed out in Chapter 3.3.2, the 
research was conducted involving only two case companies. The interviews were 
conducted with the purpose of identifying and understanding the motives for 
outsourcing production (in the past) and its consequences and effects on the 
company. 

Table 6: Timeline of the Master's Thesis 

Month December 
2014 

January 2015 February 
2015 

March 
2015 

April 2015 May 2015 

Activity 

Preliminary 
literature 
review 

Theoretical 
background 

Pre-study of 
context 

Interviews Analysis of 
findings 

Discussion 

Contact with 
case 
companies 

Conclusion 

 

The preliminary literature review, which took place in December 2014, was 
fundamental for identifying the gap in the literature. Moreover, it was useful to 
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formulate the research questions and to choose the research method. The first 
contact with the case companies was established right after the preliminary review 
of the literature. This made it possible to introduce them to the topic of the 
Master’s thesis and the purpose of the case study. Furthermore, it was possible to 
set dates for the interviews that fitted the case companies the most. In January 
2015, the review of the literature was conducted to get detailed knowledge of the 
research topic. The literature review is also intended to provide the reader with a 
solid theoretical basis. In the next month the theoretical background was 
completed and a pre-study of the case companies was conducted. The pre-study 
was useful for getting to know the companies better and for preparing a guideline 
for the interviews. Both case companies were interviewed in March. During that 
month, the research questions were refined. The research questions were 
improved to narrow down the topic and to make them more straightforward. 
Concurrently, reflections on interviews were made. Those reflections were 
particularly useful in April, when the findings were analysed. The analysis 
represented an important phase of the research process. During the analysis, the 
theoretical background was refined and expanded. Furthermore, critical reflections 
concerning the empirical data and literature were made. Eventually, in May, those 
critical reflections were useful to answer the research questions and present the 
outcome of this Master’s thesis. 

Although the research process is here described as straightforward, it was non-
linear and several iterations were made. Continuous iterations were required to 
ensure consistency and accuracy to the study. According to Morse et al. (2002), the 
entire research process was conducted moving systematically back and forth 
between the different parts of the report, i.e. literature review, research questions, 
findings, and analysis of results. This contributed to enhance integrity as well as to 
ensure validity and reliability of the research process. 

 

3.2 The literature review 
The literature review has a fundamental role in research as already pointed out. It 
provides the context and background of the study, introducing the reader to the 
topic (Williamson, 2002). The literature review is an important tool to increase 
awareness of the current state of knowledge concerning the topic under 
investigation (Walliman, 2011). It is also a way to identify the most relevant 
findings and key authors that have conducted studies in the field of interest 
(Bhattacherjee, 2012). Moreover, the literature review makes the researcher aware 
of a gap in knowledge (Williamson, 2002). With regard to this fact, it can also 
suggest the most suitable research method for the investigation. 

When the literature review is performed, previous and relevant studies need to be 
taken into considerations. Afterwards, they need to be analysed and synthesised in 
an organic way. In fact, the aim of the literature review is to underpin the research 
and make the value of the conducted study clear to the reader (Walliman, 2011). 
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The literature review in this Master’s thesis is divided into three main themes: 
outsourcing, operations strategy, and performance objectives. These themes are 
considered to be of great importance for the topic under investigation. Relevant 
knowledge concerning outsourcing, operations strategy, and performance 
objectives was retrieved through a traditional literature review. This allowed a 
particular emphasis on and a critical approach to those aspects that were 
considered fundamental to fulfil the aim of this Master’s thesis (Jesson, Matheson, 
& Lacey, 2011). When something was considered to be not clear enough, a cross-
reference was done, increasing reliability of the research. 

Literature was searched within databases available through the University library. 
In the first place, resources were filtered according with the subject area. 
Therefore, literature was limited to those resources, e.g. journal articles, books, e-
books, conference papers, referring to industrial engineering and management. 
Afterwards, the literature search was further narrowed down through the use of 
the databases suggested by the contact librarian for the School of Engineering. 
The databases included Scopus and Web of Science. Despite possible overlap 
between them, each database has unique titles and these two databases cover most 
of the publications in the field of study. Primo, the University library search tool 
and the third database, was used in combination with the previous ones when it 
came to cross-references. The latter were often not available in Scopus or Web of 
Science, but they were available in Primo instead. If cross-references were not 
accessible from Primo, they were left aside in order to not compromise the 
transparency of the literature search. 

Before starting the actual literature review, keywords were identified. The use of 
the right keywords is fundamental to retrieve relevant information. In the first 
place, a preliminary study was carried out to verify if the identified keywords were 
providing the expected information. The preliminary study was a valuable phase 
to refine the keywords in use. The used keywords are ‘outsourcing’, 
‘manufacturing’, ‘SME’, ‘production’, ‘reason’, ‘motive’, ‘driver’, ‘advantage’, 
‘opportunity’, ‘disadvantage’, ‘risk’, ‘performance’, ‘objective’, ‘competitive 
priority’, ‘operations strategy’, ‘operational’, ‘strategy’. Afterwards, the identified 
keywords were combined together through the use of Boolean operators, i.e. 
AND, OR, and NOT. Combining them together made it possible to narrow down 
the search, excluding sources that did not belong to the context of this Master’s 
thesis. In addition, truncation was also used while searching for literature in order 
to reduce the possibility to exclude relevant sources. Finally, the search was limited 
through the use of excluding criteria. Only publications written in English were 
taken into account. An exception to this limitation is represented by cross-
references that, due to the importance ascribed to them, were not subjected to 
that excluding criterion. Another limitation concerns the type of publication: 
sources belonging to life science, health and social science were excluded. 
Furthermore, only publications available in full text were considered for being 
reviewed. 

The actual review of the literature, that is the analysis of each single source, was 
performed in two phases. The first phase was about choosing relevant 
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publications. Selection of publications was done reading abstracts. If the abstract 
was considered suitable for the topic of this Master’s thesis, the source was taken 
into account for the next phase. The first phase started with an initial focus on 
both large companies and SMEs that outsource production or other activities to 
emerging countries. Publications concerning situations of performance objectives 
in large companies and SMEs were also taken into consideration. Afterwards, the 
focus was put only on manufacturing SMEs outsourcing production to Asia. In 
this respect, the extent of influence on performance objectives was also 
investigated. The second phase of the literature review was a thorough analysis of 
each identified publication and in this phase the source was read entirely. The 
analysis started from those sources that were identified during the initial step of 
the previous phase. In this way a broader picture of the topic was gained. Notes 
were also taken while reading in order to make the analysis easier and more 
accurate. Eventually, knowledge about outsourcing, operations strategy and 
performance objectives was sorted and organised in a logical manner in Chapter 2. 

 

3.3 Empirical data 

3.3.1 Research method 

Case study is a research method that ensures an in-depth study of the 
phenomenon of interest (Kothari, 2004). The phenomenon under investigation 
can be studied over a period of time, or at the time when the research is 
conducted, and in a real-life environment (Bhattacherjee, 2012). Case studies do 
not follow precise schemes, limiting the possibility of defining a standard method 
for carrying out one. As a general guideline, however, a well-designed case study 
should aim at answering ‘how’ and ‘why’ questions (i.e. explanatory questions) 
with a high level of detail (Yin, 2009). Williamson (2002) states that, after having 
developed the research questions that are to be answered, the design of a case 
study research proceeds with the identification of the unit of analysis; in the case 
of this Master’s thesis, the unit of analysis will be presented in Chapter 3.3.2. 
Finally, the design of the case study ends with deciding the number of cases that 
are to be used in the research (Williamson, 2002). A single-case study is generally 
chosen when the case is considered extreme or unique to investigate a certain 
phenomenon (which might be present only in that setting), to generate a new 
theory or to test a well-formulated theory (Yin, 2009). On the other hand, a 
multiple-case study is suitable to examine a certain phenomenon in different 
contexts either to make distinctive conclusions about it or to carry out a 
comparison (Williamson, 2002). 

Because of the research questions that this Master’s thesis aims at answering, a 
case study was considered to be the most suitable research method to use. Two 
manufacturing SMEs located in Sweden, which outsourced production to Asia, 
were involved in the research process. At both case companies, the same 
investigation was carried out. The investigation had the purpose of collecting 
empirical evidence about the reasons that led the case companies to outsource 
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production and the influence that outsourcing has had on their performance 
objectives. Each case company represented a single case study, which were 
afterwards compared to assess differences and similarities between the case 
companies. Therefore, the same phenomenon was investigated in two different 
settings belonging to the same context, i.e. manufacturing SME context. The 
sample of case companies was kept small on purpose to ensure a thorough 
comprehension of facts, events, and situations. Furthermore, generalisation was 
not sought. In fact, empirical evidence aimed at supporting and expanding the 
current literature.  

Before conducting the actual study at the case companies, theoretical issues were 
studied. This was done to acquire a broad understanding of the outsourcing 
phenomenon and performance objectives subject. In fact, according to Yin 
(2009), being familiar with the topic that has to be studied in a real-life context is 
paramount. It makes sure that the researcher is collecting the data that are sought. 
In addition, it gives the researcher a critical mindset concerning the topic under 
investigation. This makes the researcher more inclined to critically analyse the 
collected information. Reviewing the literature was also an occasion to refine the 
research questions before developing the guideline for the interviews. 
Furthermore, an examination of the case companies was made in advance on their 
webpages. This was useful for understanding the setting of the case study. Once 
the case study was actually performed, great attention was paid to avoid bias. 
Therefore, information was collected without taking any preconceived position. 
Eventually, theoretical knowledge of the topic gave the possibility to establish a 
rich dialogue at the case companies. This made a detailed collection of empirical 
evidence possible. 

3.3.2 The case study 

Unit of analysis 

The unit of analysis is defined as “the most basic element of a scientific research 
project” (Long, 2004, p. 1158). According to Yin (2009), the unit of analysis 
defines what the ‘case’ is. It can be an individual, a group, or an organisation. 
Nevertheless, it can also be an artefact, a process, or a real-life phenomenon.  

The choice of the unit of analysis depends on the research questions that have 
been formulated (Yin, 2009). With regard to the research questions that this 
Master’s thesis aims at answering, performance objectives represent the unit of 
analysis in respect to outsourcing.  

Case selection 
Case selection is crucial when a case study method is chosen (Bhattacherjee, 
2012). According to Yin (2009), case selection is related to replication. Therefore, 
a selection of each case needs to be done in order to predict similar results – literal 
replication; or to predict contrasting results for expected reasons – theoretical 
replication (Yin, 2009). 
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Although each case company is considered as a single case study, this Master’s 
thesis takes into consideration the replication logic. In regard to this, it aims at 
literal replication, since cases belonging to the same context were predicted to 
have experienced comparable results. Therefore, the choice of the case companies 
was based on selection criteria that meet the adopted replication logic:  

• Companies had outsourced production to China. 
• Headquarter located in Sweden; 
• Companies manufacturing consumer goods; 
• Number of employees varying from 11 to 249; 
• Willingness to take part in the research. 

Data collection 
When a case study is performed, different research techniques can be used to 
collect empirical data. A case study allows the use of observations, document 
analyses, surveys or interviews (Williamson, 2002). Interviews were used during 
the case study since they are suitable when a complex phenomenon has to be 
studied and understood (Williamson, 2002). Interviewing is one of the most 
important parts of primary research. If more people are interviewed about a 
certain issue, rich data can be collected (Walliman, 2011). Further, each person can 
provide his/her own point of view and this, in turn, enhances the quality of the 
study and can contribute to generate a deep understanding of the topic 
(Williamson, 2002). Further, a high number of interviewees support identification 
of common aspects as well as inconsistencies, reducing bias in the analysis phase 
(Bhattacherjee, 2012). It is a source triangulation (Williamson, 2002).  

Interviews can be done in several different ways: written, verbal, or via computer 
questioning (Berndt et al., 2010). The most impersonal way of communication is 
the written and the computer questioning. The questionnaires are filled in and 
afterwards those are sent back either via mail, fax or e-mail. In this case, a low 
response rate could be a problem (Williamson, 2002). The verbal questioning can 
be done in a personal interview (face-to-face) or via telephone. Regarding the 
telephone interviews, the physical separation makes the difference (Wöhe, 2008). 
The personal way of questioning develops an interaction between the participants: 
the interviewer is able to ask further and deeper questions if there are 
misunderstandings or abnormalities, as well as immediately address and clarify the 
cause-effect relationship of certain circumstances (Keegan & Green, 2011; Berndt 
et al., 2010). In this case non-standardised questions are mostly used with the help 
of a conversation-guideline; its sequence is freely selectable and flexible, (Berndt et 
al., 2010). Therefore, a non-standardised questioning is taking place, which means 
that only the topic and the aim are specified (Wöhe, 2008), without fixed 
requirements in regard to posing questions or sequence. If there were fixed 
requirements, the procedure would result in a standardised questioning. Another 
possibility is to carry out partly standardised questioning: the core theme is fixed 
but the frame can be designed freely (Wöhe, 2008). These three types of 
interviews are also known as unstructured, structured, and semi-structured 
interview respectively (Williamson, 2002). Moreover, the ways of questioning can 
be in two different ways: on the one hand, without answers the interviewee can 
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choose from – therefore open questions. These are suitable when the background 
and reasons are unknown (Berndt et al., 2010; Keegan & Green, 2011). On the 
other hand, alternative answers that the interviewee can choose from can be 
provided. The choice can be limited to single answers as well as multiple answers, 
which indicates closed questions. This way of design is characterised by an easier 
evaluation and an improved base of comparison for the answers (Berndt et al., 
2010; Wöhe, 2008). 

For this Master’s thesis, face-to-face interviews were carried out in English at the 
case companies with people responsible for and affected by the outsourced 
production. Face-to-face interviews were chosen due to the advantages pointed 
out before. These include the possibility of collecting richer and more detailed 
data, and the establishment of a personal connection with the interviewee. For 
example, the answers provided by the interviewees were enriched by their body 
language as well as voice tone, which were important sources of information. 
Employees from different departments were interviewed in order to get different 
points of view on the topic, see Table 7. The interviewees were chosen according 
to their strategic role within each case company. Because of their role, 
respondents were expected to provide thorough information about the topic 
under investigation, addressing strategic issues as well. 

Table 7: Interviewees and Interview Duration 

 

Role Time [min] 

Case Company A 

Supply Chain Director 40  

Purchasing Manager 40  

Production Manager 70  

R&D Manager 50  

Case Company B 
Supply Chain Director 90 

Design Manager 50 

 

Specifically, semi-structured interviews were chosen in order to take advantage of 
their flexibility. An interview guideline (see Appendix 1) was developed in advance 
to give direction to the data collection process. The guideline was created based 
on three main stages of the outsourcing process: before, during, and after 
outsourcing production. The questions were formulated openly not to limit the 
interviewees in their response. Further, leading questions were avoided to prevent 
biased answers. The order of the questions could be arranged differently than the 
guideline, and follow-up questions could also be asked. This highlighted the 
importance of having a solid background of the discussed topic during the 
interviews. Further, knowing the topic extensively helped the formulation of 
follow-up questions when the interviewees mentioned critical matters. In fact, 
follow-up questions were fundamental to understand subtle relations between 
complex issues as well as to collect insightful data. 
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The purpose of the interviews was to get insights into outsourcing process and 
performance objectives before, during, and after the outsourcing. Due to the fact 
that production had been outsourced many years ago, the interviews were 
conducted following a retrospective approach. However, there was the possibility 
that interviewees might not remember what happened at that time. To overcome 
this issue, the interviews were structured in a way that elicited the recall of facts 
and events. In addition, some questions were asked more than once to see if 
refinements or contradictions occurred regarding certain issues. As advised by Yin 
(2009), persons with similar roles and responsibilities were interviewed to ensure 
consistency and replication to the study. At case company A the Production 
Manager, Supply Chain Director, Purchasing Manager and R&D Manager were 
interviewed. At case company B the Design Manager and the Supply Chain 
Director, responsible for production management as well as purchasing, were 
interviewed. The duration of each interview is shown in Table 7. 

At the end of the interview phase, a transcription of the answers was sent to each 
interviewee for validation. The interviewees had the possibility to review their 
answers. They could add further clarifications as well as confirm that each answer 
had the exact meaning of what they had expressed during the meeting. 

Data analysis 

Analysing data collected during the research process is a critical aspect. Data 
analysis is about organising, understanding and grasping the meaning of the 
available data (Walliman, 2011). A well-structured data analysis is important to 
reduce difficulties during the analysis process and ensure high-quality to the study 
(Yin, 2009), see Table 8. 

In Chapter 3.1 the research process is presented as linear and straightforward. 
Nevertheless, its nature was iterative, rather than linear. Continuous adjustments 
were needed to ensure consistency with the other parts of the Master’s thesis (e.g. 
theoretical background, discussion) and align the data analysis process with the 
research questions. 

Table 8: Process Stages of the Master's Thesis 

!

Phase Action 

0 Coding data Transcription, summary and selection 

1 Literature study Determining key-factors 

2 Cross-case analysis Company comparison  

3 Patterns identification Recognising similarities and differences 

4 Enfolding literature Use of the literature comparing similarities and differences 

5 Radar charts Graphical representation of the outcome 
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According to Williamson (2002), the analysis starts with the coding of the data, 
which are transcribed to facilitate their subsequent analysis. The data are reviewed 
and afterwards selected for providing the meaning of the examined phenomenon 
in the research (Williamson, 2002). At this stage, the important aspect to consider 
is bias. The data should be coded as collected, without any personal influence 
from the researcher (Walliman, 2011). After the data have been coded, the 
researcher has the purpose of making sense of the data. Patterns are sought as well 
as the explanation for the phenomenon that has been investigated (Walliman, 
2011). Finally, the result of the analysis phase is shown to the reader in a way that 
makes it clearly comprehensible.  

In this Master’s thesis, the coding phase was about: transcribing the interviews, 
summarising them to make data manageable, and retaining only relevant and 
pertinent information, with regard to the research questions that had to be 
answered. This represented phase 0 of analysis, the starting point. Afterwards, in 
phase 1, the reviewed literature was re-examined to identify the most important 
factors and issues. According to Yin (2009), a solid data analysis process is to be 
based on the theoretical background. Considering the identified key-factors, a 
cross-case analysis between the case companies was performed – phase 2. The 
two case companies were compared in regard to the three stages of the 
outsourcing process previously mentioned, i.e. before, during, and after. The 
cross-case analysis led to phase 3, during which similarities and differences 
between the case companies were sought. Similarities and differences were 
addressed with a close focus on the research questions. In phase 4, identified 
similarities and differences were compared with the reviewed literature. According 
to Yin (2009), this phase is important for the identification of discrepancies 
between empirical evidence and theoretically expected outcome. Eventually, the 
synthesis of the data analysis process was displayed through a radar chart (see 
example in Figure 1). A radar chart is a two-dimensional chart with – in the case 
of this Master’s thesis – 5 axes. Each axis identifies a different performance 
objective (i.e. quality, flexibility, dependability, speed, and cost). The scale used in 
the radar chart, and marked on the axes, indicates the intensity of each 
performance objective. The scale adopted for this research has a range that varies 
between 0 and 10.  

 

Figure 1: Performance Objectives in a Radar Chart (adapted from Slack & Lewis, 
2008) 
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Neither case company A nor case company B were measuring the performance 
objectives that are in focus in this Master’s thesis. As a consequence, an 
interpretation of the empirical findings was needed for the development of the 
radar chart. The information collected during the interviews conducted at the case 
companies were analysed according to the definition of each performance 
objectives presented in Chapter 2.4. By doing so, it was possible to understand 
how the two case companies performed with respect to the different performance 
objectives before and after outsourcing production. However, the information 
needed to be translated into measurable values in the radar chart. This translation 
took place with the support of Table 9. It was developed from Table 5, where the 
measurements for each performance objective are listed, and according to the data 
collected during the interviews. In Table 9 different states, in form of numbers in 
the radar chart, are defined. The worst state is represented by 0, while the ideal 
state is 10.   

Table 9: Definition of ideal State in the Radar Chart 
Performance 
objective 

State 0 State 2 State 4 State 6 State 8 State 10 

Quality 100% scrap 
rate 

80% scrap rate 60% scrap rate 40% scrap rate 20% scrap rate No scrap rate 

Endless 
complaints 

Too many 
complaints 

Several 
complaints 

Narrow 
complaints 

Very limited 
complaints 

No complaints 

Flexibility No more than 
one product 
can be 
produced 

Very limited 
number of 
products can 
be produced 

Limited 
number of 
products can be 
produced 

Different 
products can be 
produced 

Large variety of 
products 

Wide variety of 
products 

Fixed 
production 
volume 

Very low 
flexibility in 
production 
volume 

Low flexibility 
in production 
volume 

Above average 
flexibility in 
production 
volume 

Large flexibility 
in production 
volume 

Wide variety of 
volumes & 
product mix 

No product 
customisation  

Very limited 
product 
customisation 

Narrow 
product 
customisation 

Considerable 
product 
customisation 

Large product 
customisation 

Very extensive 
product 
customisation 

Dependability Delivery due 
dates are never 
met 

20% of 
products 
delivered on 
time 

40% of 
products 
delivered on 
time 

60% of 
products 
delivered on 
time 

80% of 
products 
delivered on 
time 

All products 
are delivered on 
time 

Very large in-
house 
inventory 

Large in-house 
inventory 

Considerable 
in-house 
inventory 

Limited in-
house 
inventory 

Very limited in-
house 
inventory  

No in-house 
inventory 

Speed Extremely high 
variance in 
production, 
delivery lead-
time, and cycle 
time 

High variance 
in production, 
delivery lead-
time, and cycle 
time 

Considerable 
variance in 
production, 
delivery lead-
time, and cycle 
time 

Limited 
variance in 
production, 
delivery lead-
time, and cycle 
time 

Very limited 
variance in 
production, 
delivery lead-
time, and cycle 
time 

No variance in 
production, 
delivery lead-
time, and cycle 
time 

Cost Expenses 
greatly exceed 
revenues 

Revenues are 
barely higher 
than expenses 

Revenues are 
fairly higher 
than expenses 

Revenues are 
higher than 
expenses 

Revenues are 
considerably 
higher than 
expenses 

Revenues are 
much higher 
than expenses  

Not profitable 
margin at all 

Very limited 
profitable 
margin 

Narrow 
profitable 
margin 

Fairly 
profitable 
margin 

Considerably 
profitable 
margin 

Highly 
profitable 
margin 

Not 
competitive 
price at all 

Very low 
competitive 
price 

Low 
competitive 
price 

Fairly 
competitive 
price 

Considerably 
competitive 
price 

Highly 
competitive 
price 
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With the use of Table 9 the information was translated in the radar chart 
visualising the situation of each case company before and after outsourcing 
production. Afterwards, the radar chart, as well as all relevant definitions, were 
sent to each case company. Both case companies had to review the data and send 
back a confirmation e-mail to ratify they agreed with the radar chart. The purpose 
was to test the extent to which the radar chart was reflecting the situation of the 
case companies at the two considered moments, i.e. before and after outsourcing 
production. As it was not possible to have access to documents at the case 
companies, the confirmation of the radar chart was considered to be of the same 
importance as an official document. 

The use of a radar chart was an opportunity to illustrate how the different 
performance objectives changed due to outsourcing production in each case 
company. Furthermore, the use of a radar chart made it possible to compare the 
two case companies with each other with respect to their performance objectives 
before outsourcing production and afterwards. 

 

3.4 Validity and reliability 
The Master’s thesis is intended to fill a gap that is present in the literature as well 
as provide a practical contribution to those who are interested in the topic. To 
achieve this purpose it is important that both the criteria of validity and reliability 
are satisfied. The complexity related with these two terms is not of little 
importance and thus a clarification is required. 

3.4.1 Validity 

Williamson (2002) defines validity in research as the capability of an instrument or 
a test to measure what it is intended to measure. Therefore, validity refers to the 
level of precision and accuracy of the study conducted. Williamson (2002) also 
points out two types of validity that have to be considered: internal validity, and 
external validity. Internal validity concerns the research itself, the truthfulness and 
meaningfulness of the obtained results (Drost, 2011). External validity instead is 
about the extent to which the results of the study can be generalised to a broader 
population as well as to different situations (Williamson, 2002; Shenton, 2004).  

Due to the nature of this research, generalisation is not possible and it is out of 
the scope of this Master’s thesis. Consequently, the presented results are to be 
intended valid in the setting in which the research has been conducted. 
Nevertheless, internal validity is taken into account in order to make results 
credible. There are some requirements that have to be fulfilled to ensure internal 
validity. Such requirements have been pointed out by Shenton (2004) and this 
Master’s thesis was conducted keeping them into consideration (as it is explained 
in the following) to make the research as accurate as possible. According to 
Shenton (2004), a well-defined and -established research method was used, as 
stated in Chapter 3.3.1. Furthermore, questions for the semi-structured interviews 
were developed considering previous studies conducted in a similar context and 
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these questions were also discussed with the supervisor. At the case companies, 
employees from diverse departments and with different responsibilities were 
interviewed. Before each interview, a general introduction of the research topic 
was presented. The purpose was to make sure that the ultimate goal of the 
conversation was clear for the interviewee, to contextualise the questions, and to 
strengthen the credibility of the research. None of the interviewees was forced to 
participate. This is considered a positive factor to enhance honesty in answers and 
willingness to provide relevant information about the topic. The repetition of the 
same questions to different interviewees to check consistency of the given answers 
is an example of sources triangulation, which is known to increase validity while 
providing a comprehensive and precise picture of the research topic (Williamson, 
2002). Furthermore, important questions were repeated during the interview to 
ensure congruity of the answers and decrease bias. After each interview, the 
review of the transcriptions ensured that the correct and needed information was 
collected. Finally, the outcome of the empirical data collection of the Master’s 
thesis was related with the findings in the literature to assess consistency. In 
particular, the information gained through the interviews at the case companies 
was compared with results belonging to previous studies in a similar setting. 
Similarities emerged from the comparison reinforce the overall internal validity of 
this Master’s thesis. 

3.4.2 Reliability 

Reliability is about consistency and reproducibility. It regards the extent to which 
results of a measurement or research are consistent and stable, allowing their 
replication in case the same process was repeated (Williamson, 2002). High 
reliability might be difficult to achieve when a case study is performed in a real-life 
environment and it focuses on contemporary events. In fact, as pointed out also 
by Golafshani (2003), the real world is dynamic and continuously changing. This 
fact should always be taken into consideration when dealing with reliability.  

Due to the literal replication pursued by this Master’s thesis, case selection was not 
based on statistical considerations. According to Yin (2009), sampling logic should 
not be used when cases are chosen. In fact, each case is chosen with the intended 
purpose of focussing attention on a specific phenomenon. Although the case 
companies differ in size, this fact might influence only the process in which 
decisions are taken. However, the focus of this Master’s thesis is on the reasons 
behind outsourcing and its influence on performance objectives. With regard to 
this, difference in size was not considered an issue. Besides, the size of the sample 
is intentionally small. In fact, a case study is a comprehensive method to 
understand complex phenomena. Nevertheless, due to such comprehensiveness, it 
is highly resource demanding (Yin, 2009). In order to find a good balance between 
the limited resources available and the need to conduct the study in an intensively 
way, two case companies were chosen. 

In accordance with Golafshani (2003), reliability and dependability of this research 
are underpinned by a detailed description of the process for collecting theoretical 
and empirical data. The comparison between empirical data and those available in 
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the literature is also a means by which reliability is ensured. In addition, the use of 
sources triangulation, e.g. the use of different databases for the review of the 
literature and interviewing different persons at the case companies, is also a way to 
enhance reliability. Besides this, Chapter 3.3.2 describes with a high level of detail 
how data collection and analysis were carried out. Hence, if a similar methodology 
was followed, similar results are expected to be obtained. Such a thorough and 
clear description is intended to enhance the dependability of this Master’s thesis 
and the stability of the results (Drost, 2011). According with Shenton (2004), the 
importance of providing the reader with an explicit and unbiased understanding of 
what has been done throughout the research process was taken into consideration.*
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4 Findings and analysis 
This chapter presents the empirical findings and the analysis of literature and empirical data.  
 

4.1 Empirical Data 
The case study was conducted with two Swedish SMEs, case companies A and B. 
This part presents the empirical findings from the two case companies in three 
stages: before, during, and after the outsourcing. Besides the division of these 
three stages, the presentation of the interviews is divided in two additional 
sections, due to the information collected during the interviews: ‘decision in 
retrospect’, and ‘lessons learnt’. The main points of the interviews can be found in 
Table 10 at the end of Chapter 4.1.2. 

As mentioned in Chapter 3.3.2, neither of the two case companies acted according 
to the performance objectives. The visualisation of the findings is done by 
translating the performance objectives into a radar chart, which will follow after 
each case description. The radar chart should make it easier for the reader to grasp 
the situation for each case company.  

4.1.1 Case Company A 

Although case company A is producing final goods for the consumer market, it 
mainly deals on the business-to-business (B2B) level, having a retailer in between 
who is selling its products. The turnover, around 400 MSEK, has been stable for 
about 20 years. The company in Sweden, which is owned by a Norwegian 
company, employs about 240 people in the Nordic countries.  

Before 

Before the production was outsourced in 2001, case company A was independent 
and performed all production itself. At that time about 130 blue-collar workers 
and about 45 white-collar workers were employed. Case company A saw its 
competitive advantage in the quality of the products, as well as their design. The 
product was successful in the market as the customer was able to achieve good 
results with its usage, and the delivery was on time. With respect to manufacturing 
case company A had a high flexibility. It was able to handle different product lines 
regarding the demand of the market. If unexpected changes occurred, case 
company A could quickly adjust the production accordingly.  

Case company A competed against several low-cost competitors. Especially due to 
the evolving trend of private labels, case company A was pressured to offer the 
products at lower costs. This was difficult to achieve as case company A was also 
facing high investment costs. This led to cost being the driving force for 
outsourcing. The board, together with the leading managers, decided that it would 
be the most cost efficient solution to outsource the production to China. The 
target was to reduce operating costs whilst still being competitive in the market. 
With specific regard to manual operations, largely demanded at that time, moving 
the production to China seemed the best opportunity for case company A. As 
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production was overall seen as a cost issue, case company A decided that products 
which required a certain amount of manual work should be outsourced, and high-
end products should be kept in Sweden.!

During 

Case company A decided to outsource 2/3 of their products to China, keeping 
1/3 in Sweden. Nevertheless, by outsourcing 2/3 of their products, the case 
company moved a major part of its core competence as well, i.e. production. This 
was considered a risk, especially due to the fact that intellectual property was hard 
to protect. Additionally, their products did not require a high level of know-how 
to be copied.  

Although case company A was not a large company, it was able to find a location 
in China. Additionally, case company A was also able to find a Chinese 
manufacturer that was willing to participate in a joint venture with them, being 
interested in Western expertise. This Chinese manufacturer was already producing 
in the same product field. It was decided, that the joint venture partner in China 
bought the material that was needed for its own production by itself and the same 
did case company A. However, case company A did not receive the requested 
standards from the Chinese supplier from the start: a high scrap rate, plastics that 
were not according to the specifications, wrong labels, broken cardboard, and 
necessary repackaging of the products in Sweden, were problems that were faced 
in the beginning. During the first years of outsourcing, case company A also faced 
cultural issues regarding language barriers and ‘losing face’ (i.e. loss of credibility 
and reputation). This was mainly due to the fact that, instead of openly correcting 
defects in a product, these were covered up by employees at the supplier’s facility. 

The joint venture initially required on-site support and several visits at the plant in 
China; furthermore, it was needed to teach the supplier the standard that was 
requested in Sweden, including safety and environment regulations. Thorough 
effort was put into specifications, control and instructions. In particular, in order 
to achieve the required quality level it was (and still is) necessary to have strict 
contracts as well as constantly verifying if the agreements were kept. Therefore, 
over the years of the outsourcing process a quality audit was established for the 
joint venture partner as well as its suppliers. With this implementation the quality 
level should be ensured, since during each audit the weaknesses and strengths 
were stressed, and possible improvements were pointed out. 

After 

Since the outsourcing, case company A reduced mainly the blue-collar staff in the 
Nordic Countries to about 100 employees, but the number of employed white-
collar workers remained the same with about 45 workers in Sweden. The turnover 
was not significantly affected by outsourcing of the production. The products are 
still perceived as high-quality products. Furthermore, the brand position has not 
been affected by having part of the production located in China. 

The characteristic of the manufacturing today is mixed – case company A 
established the production in Sweden as well as in China. Case company A did not 
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change this situation in order to keep the ability to be flexible. In addition, this 
enables case company A to have a current R&D process. The joint venture 
partner is selling the Chinese products on the Chinese market; case company A, 
on the other hand, focuses only on Northern European regions, as well as the 
United Kingdom. Moreover, whilst a competitor is located near the Chinese plant, 
the business area is quite mature, therefore this proximity to a competitor is not 
considered a high risk by case company A. The overall performance did not 
change significantly since the production was partly moved to China, but now case 
company A is able to compete with low-cost competitors.  

If any problems occur in the production in China, short-term solutions are usually 
found via telephone, videoconference or e-mail. Long-term solutions are 
developed afterwards. Close relationship with Chinese suppliers is ensured by 
regular on-site visits and weekly video-meetings via the Internet during which 
projects and problems can be discussed.  

The disadvantages of relocating part of the production to China concern the 
following aspects: time- and money-expenses due to on-site visits; employee 
turnover, which can negatively affect product quality; inconsistent conformity with 
product specifications; uncertainty in supply, which might cause the case company 
to run out of internal stock; and low flexibility in shipments, since containers need 
to be filled up before being shipped. To be proactive against quality issues, case 
company A asks for batch samples that are sent by airfreight: if the sample shows 
errors, the supplier will be contacted immediately to prevent a not qualified 
shipment. Case company A now faces longer lead-times with a minimum amount 
of time for shipping of about 8 weeks: the product has to be shipped from China 
and then transported within Sweden as well. Sometimes, the products need to be 
sent by airfreight, which was stressed by case company A to be about 10 times 
more expensive than ocean freight. In order to avoid these fees, case company A 
pointed out the necessity of planning, which is based on forecast. If there is an 
unforeseen peak in demand, case company A values the stock and in-house 
production, since these buffer the situation. An additional disadvantage concerns 
the fluctuations in currency exchange rates. Case company A pays the material in 
US-dollars, which increased from about 6,90 SEK to 8,30 SEK for 1 USD since 
the beginning of the outsourcing process. This implies that the products 
manufactured in China are getting more expensive compared to raw material 
produced in Sweden. 

Decision in retrospect 

According to the interviewees, it was the right decision to outsource the 
production to China. Today, the case company would make the same production 
outsourcing decision again. Nevertheless, the focus would be probably put on a 
closer supplier, most likely in Eastern Europe. At present, a European supplier 
might ensure shorter lead-time and more accuracy in fulfilling the company’s 
product specifications. That would have been unrealistic 15 years ago as stated by 
case company A. This is due to the high-quality standards that are common 
throughout Europe. Furthermore, case company A has identified an increase of 
wages in China in the last years, which contributes to lower the achievable cost 
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reduction there. Nevertheless, China would still be a valuable location to buy 
tooling parts from, which are more expensive in Europe. Although case company 
A recognised a high potential in Eastern Europe, the interviewees stated that it is 
not entirely exploitable yet. In fact, case company A stressed the lack of 
infrastructures and safety in Eastern Europe, which currently makes China still the 
most attractive choice for the case company.   

Lessons learnt 

Based on the experience of outsourcing production, the interviewees highlighted 
the following lessons learnt: it is important to consider options that are closer to 
the actual market to decrease lead-time and travel expenses. Furthermore, it is 
important to consider the total cost and not only the purchasing price, as case 
company A did, since airfreight, customs cost and quality improvements are 
added. Another point case company A advises to take into consideration is to 
encompass the complete value chain. Finally, interviewees stated that making a 
good risk assessment before outsourcing is fundamental. Too optimistic 
expectations about the benefits of outsourcing might lead to unsatisfactory results, 
as stated by case company A. Furthermore, the importance of manufacturing was 
realised by case company A, since a high level of know-how is involved, and that 
it is possible for other companies to learn that know-how.  

Visualisation of findings – performance objectives 

Figure 2 shows that the highest improvement was the cost objective, and 
therefore this is aligned with case company A’s target. Although case company A 
faced several difficulties in establishing the quality standards, as stated above, it 
worked towards the goal of keeping the quality at the same level. However, the 
most obvious decline can be pointed out for the performance objective speed. 
Case company A is facing longer lead-time, since the products need to be 
delivered by ocean freight, as pointed out above. Further, the radar chart clearly 
shows a decrease in flexibility and dependability. Case company A ensures 
inventory in Sweden, but still faces a limitation due to the distance of the 
production site. Nevertheless, in this case flexibility is not decreased due to a 
reduced ability to customise products and packages through manual work, which 
is cheap in China. Rather, it is hindered by the constraints associated with ocean 
freight and with the mandatory volume required to fill up the shipping containers. 
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Figure 2: Performance Objectives before and after Outsourcing – Case Company 
A 

4.1.2 Case Company B 

Case company B deals mostly directly with the end-customer or with a retailer in 
between the end-customer and the company. The turnover went up compared to 
a couple of years ago, and is now at 120 MSEK. The company today is owned by 
a company from the USA and employs currently 35-40 people in Sweden.  

Before 

Before the production was outsourced in 2003, case company B was independent 
and performed all production itself, with about 100 employees. The production 
was located in Sweden. Case company B collaborated with an experienced 
company in Italy, and from time to time the R&D centres of both companies 
worked together. The case company saw its competitive advantage in providing a 
large range of product variety for each customer rather than just following the 
fashion trend.  

Material and components were mainly bought from Italy. The product design of 
the products was limited due to the requirement to use certain machines at the 
shop floor, which also required a certain volume of products. However, small-
scale production was appreciated since it allowed to pay much attention to the 
product details; in-house production also ensured a deeper know-how of the 
products.  

Nevertheless, the production in Sweden became a cost issue for the case 
company: a product was mainly hand-made and went through about 50 different 
stations before it left production. Due to the high labour input the costs were 
quite high. In addition, the profit was not good enough and, as a consequence, it 
was decided by the board of directors of case company B to stop production in 
Sweden completely. Before outsourcing, case company B considered the 



Findings and analysis  

42 

manufacturing cost as well as other costs related to a production located in a 
distant country. Producing entirely in China seemed to be economically 
advantageous for the case company and therefore the decision to outsource was 
taken. The interviewees admitted that the decision to outsource was taken quickly 
due to lack of expertise and knowledge in respect of outsourcing. Nevertheless, 
the interviewees also stated that the decision helped the case company to survive 
instead of disappearing from the market. This would have been a matter of time 
otherwise. 

During 

12 years ago the production was mainly outsourced to China, and a part was first 
moved to Italy, due to possible “made in…” risks. Over a period of about seven 
years the production was completely moved to China. The country was chosen as 
it had a good reputation in the field of business, which included necessary 
knowledge. Suppliers were (and still are) taking care of bureaucratic issues and 
everyone could speak proper English, which lowered issues due to language 
barriers. In China, case company B chose bigger factories to work with. Due to 
case company B’s size, it became clear that it was of high importance to establish 
and keep a good long-term relationship with their suppliers. Furthermore, the fact 
that the Chinese companies were producing for other competitors was considered 
a risk in the beginning. For this reason, case company B looked for suppliers that 
showed high respect for all their clients and their intellectual properties. Other 
selection criteria were machineries and operating standards of the supplier. 
Nevertheless, case company B kept machineries in-house in Sweden in order to 
still be able to develop prototypes internally. 

Besides the economic advantages, case company B could also take advantage of 
the low weight of its products, which allowed the use of airfreight. Case company 
B’s operations were divided into two main activities: product development, which 
still takes place in Sweden; and production, which is performed in China. 
Responsibility for the supply of materials was given to the suppliers but in 
accordance with specifications sent from case company B. 

The process of outsourcing helped case company B to identify shortcomings in 
their own set-up: the standard of the technical drawings was not good enough. 
Case company B realised that only the use of detailed CAD drawings would have 
permitted to get products with the expected quality and accuracy level from 
suppliers. Quality issue was a great concern for the case company. Therefore, after 
a while, a Swedish quality inspector working in China was employed to update 
case company B about production in the supplier facility. Outsourcing production 
to China was not experienced as a smooth process by case company B. Especially 
in the beginning of outsourcing, close collaboration and follow-up visits at the 
supplier’s facility were needed to have a production process that met the case 
company’s requirements. Case company B experienced a half a year delay in 
production in the first years, which, in turn, increased the lead-time up to a year. 
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After 
Since the outsourcing the number of employees was reduced to about 35-40 
people, but the turnover increased from 80 MSEK, before the outsourcing, up to 
120 MSEK. The functionality of the product is considered a main focus. 
Furthermore, the case company makes high-quality products available in different 
sizes, shapes and materials. Additionally, case company B offers a well-developed 
spare part service.  

Case company B works together with the largest companies in China belonging to 
the upper segment producers, which are considered to be the most cost efficient 
suppliers. Case company B allocates production to them according to the price 
and specialisation of each supplier, e.g. some suppliers are better for details, others 
for material available. The case company decides the production volume on 
speculations. Furthermore, an internal stock is kept in Sweden, which does not 
have high expenses and ensures not to run out of stock.  

Case company B developed close relationship with the suppliers in China. 
Continuous visits take place four to five times a year and a steady communication 
is established as well. Case company B considers on-site visits important to ensure 
conformity with specifications, environmental standards, and safety of the 
workers. These specifications are imposed by case company B on the supplier 
through a code of conduct, which also secures the case company’s intellectual 
property. Nonetheless, if serious problems occur with the Chinese supplier (e.g. 
the code of conduct is not respected), case company B looks for new suppliers. 

Although production is located in China, case company B has two lines of 
products, which are completed to a different extent there. The first line for the 
European market is produced completely in China. The second line instead is 
produced partially in China and assembled in Italy, where the product is labelled 
as “Made in Italy”. The products of the second line are sold on the US market. No 
products are sold in China due to the changes in shape, size and colouring that 
would be required.  

The disadvantages recognised by case company B of having the production in 
China are: increased lead-time for production as well as delivery; time- and 
money-expenses due to travelling to China; stock of material in-house that could 
not be eliminated, since it helps to face uncertainty both in demand and supply. At 
present, the product realisation process – from product planning to end of 
production – and the delivery to case company B takes between 14 to 16 months. 
Therefore, case company B realised that is of great importance to have a 
structured and straightforward internal way of working as well as effective 
communications with suppliers. It was pointed out that these aspects contribute 
not to increase the lead-time further and to produce a high-quality product in the 
end. With respect to high-quality products, case company B stressed the 
importance of having face-to-face meetings with representatives at the supplier’s 
facility. In these circumstances, ideas, issues and problems related to the prototype 
realised in-house by case company B are discussed and solved before the 
production of a new collection, which needs to be planned more in advance now. *



Findings and analysis  

44 

Decision in retrospect 

According to the interviewees, the decision to outsource to China was good as 
Chinese suppliers are considered the best in this business area: the factories are 
characterised by the focus on production, which is seen in the specialisation as 
well as in the skills. Large factories are built for this reason, and they produce in 
high volumes for companies all over the world. Case company B stressed the fact 
that Chinese suppliers have the capabilities required to produce efficiently and 
solve problems effectively. The case company can take advantage of suppliers’ 
flexibility as well as quality in production. These facts have contributed to 
maintain the same quality case company B had when the production was 
performed in-house. Further, they did not experience any loss in market shares. In 
addition, neither problems concerning availability of infrastructures in the country 
were faced nor regarding the shipment service, which is a responsibility of the 
supplier.  

Case company B acknowledged the advantage that the design department enjoyed 
due to outsourcing production. In fact, the capabilities of external suppliers allow 
making use of more materials and techniques than before. This has made it 
possible to broaden the range of products the customer can choose from as well 
as meet some specific requests from the customer.  

Case company B confirmed to be satisfied with the outsourcing decision, even 
though this caused to miss the production development, which used to be the 
core business of the company. Nonetheless, the case company showed 
appreciation for still having prototype machineries in-house. This helps case 
company B to develop products that meet the customer needs better, since the 
case company is closer to the target market.  

Lessons learnt 

Based on experience the interviewees underlined the following lessons learnt: it is 
of high importance to take all cost parameters related to outsourcing into 
consideration. Case company B pointed out that only comparing the 
manufacturing costs is too trivial, since there are costs that cannot be reduced 
even though the production is moved to another country. Furthermore, case 
company B highlighted the crucial aspect of being aware of the set-up, timing, 
infrastructure as well as the way of working in the country to which production is 
outsourced. Besides, case company B said that better planning regarding logistical 
issues is now needed. Moreover, working together with suppliers who produce for 
other companies turned into an advantage instead of a risk, as firstly assumed by 
case company B, since the suppliers gain more experience by producing various 
products. 

Visualisation of findings – performance objectives 

Figure 3 shows that the most improved performance objective is flexibility, 
followed by cost. Case company B is now able to offer a variety of products and 
techniques, as mentioned above. Also, the quality of the products increased due to 
the choice of supplier in a high segment, with high skills in the product field. Case 
company B also keeps an inventory in Sweden to prevent running out of stock. 
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The speed did not change, but case company B needed to adjust its processes to 
the new situation since the production location is far and the longer freight time 
needs to be taken into consideration. 

Figure 3: Performance Objectives before and after Outsourcing – Case Company 
B 
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Summary of empirical findings 

Table 10 summarises the main findings outlined in the sections above.  

Table 10: Outsourcing Process Phases - Overview of Case Companies A and B 
 Case Company A Case Company B 
Before ! 130 blue-collar & 45 white-collar 

! Turnover ca. 400 MSEK 
! Competitive advantage: result-oriented 

products; high dependability  
! Competition against low-cost 

competitors (private labels) 
! Manufacturing as a cost issue 
! Decision involvement: CEO, financial 

manager, manager for R&D & quality, 
production manager and board 
members 

! Joint venture with Chinese partner; 
offered advantages with suppliers of 
middle-segment 

! 100 employees 
! Turnover ca. 80 MSEK 
! Competitive advantage: large product 

variety; high-level service 
! Limitation to fill up machines and 

techniques to occupy all machines (no 
free usage of creative ideas) 

! Manufacturing as a cost issue (products 
mainly handmade) 

! Decision involvement: board of directors 
(quick decision) 

! Moved production to high-end Chinese 
supplier 

During ! 2/3 of products were outsourced 
(intense of manual work) 

! 1/3 kept in Sweden (incl. production) 
! Core competence was given into joint 

venture 
! Risk: intellectual property 
! Obstacles: high scrap rate, material that 

was not according to the specifications, 
wrong labels, necessary repacking 

! On-site support needed: several visits at 
the plant, teach the required standards, 
thorough effort for specifications, 
control and instructions, verify that 
contracts are kept 

! Cultural barriers, language barriers 
! High shipping costs 

! Part of production was moved to China, 
part to Italy first; moved completely to 
China in about 7 years 

! Kept machines in-house in Sweden 
(prototyping) 

! Risk: “made in…” 
! Suppliers were chosen in respect of 

machines and the standard of the latter 
! Obstacles: long implementation of 

smooth process (small adjustments 
needed over several years); higher lead-
time; identification of shortcomings of 
own set-up 

! Several on-site visits needed; 
introduction of a Swedish quality 
inspector in China 

! Importance of long-term relationships 
! Formulating codes of conducts for the 

Chinese suppliers 
After ! Reduction to 100 blue-collars 

! Turnover does not show significant 
difference; now ability to compete 

! Well known company brand 
! Manufacturing no longer seen as ‘only a 

commodity’ 
! Long lead-time (options to in-source or 

East Europe) 
! Stock in Sweden to handle peaks in 

demand 
! Weekly video-meeting online, and a 

number of on-site visits in China each 
year 

! Increase of currency exchange rate 

! Reduction of employees to 35-40 
! Increase of turnover to 120 MSEK 
! Ability to now offer wider range of 

products; increased flexibility regarding 
customer requests 

! Suppliers are divided according with 
pricing and machines (each one has its 
own competences) 

! Production volume is based on 
speculations; inventory is kept in Sweden 

! Continuous visits to China take place, 
steady communication established 

! Increase of planning when developing 
new products due to increased lead-time 
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4.2 Analysis 
This chapter will analyse the empirical findings and review the literature. Both case 
companies will be compared to point out similarities and differences. 

4.2.1 Reasons for outsourcing 

In Chapter 2.2.5 the main reasons to outsource production were summarised. The 
motives presented in Table 2 were identified in the literature. The most 
acknowledged motive for outsourcing is to reduce costs without compromising 
the quality of products. Other important motives for outsourcing are: establishing 
a worldwide network; accessing resources and capabilities not available in the 
domestic market; take advantage of country specific incentives; and sharing risks 
with supplier. Empirical findings are analysed on the basis of these motives. The 
reasons that convinced case companies A and B to outsource production to China 
are examined. 

The examination of case companies A and B before the decision to outsource 
production reveals that producing in Sweden had become too expensive for them. 
Costs were the primary issue for both the case companies, which felt the need of 
reducing operating costs. In fact, having manufacturing activities in Sweden 
(which is considered a high-cost country) while facing competition from low-cost 
countries was lowering their competitiveness in the market. The result of the 
examination of the case companies is congruent with the findings of Aspelund 
and Butsko (2010). 

Other motives for outsourcing production identified in the literature, such as 
enter a new market taking advantage of a supplier’s network, exploit financial 
incentives from the government, or taking advantage of a supplier’s know-how, 
were not recognised by the case companies to be reasons behind the outsourcing 
decision (see Table 2). The driver for outsourcing identified at the case companies 
is therefore aligned with the most acknowledged motive in the literature, that is 
reducing costs and developing quality products (Do et al., 2006). Both case 
companies decided to outsource production to adapt to the changing business 
environment while staying competitive (Provasi, 2002).  

As far as the interviews are concerned, it becomes obvious that both case 
companies A and B were facing obstacles, benefits, risks as well as other 
opportunities when outsourcing their production. These aspects are illustrated in 
Table 11 in order to give an easier access to the factors pointed out by the case 
companies. These are described below.
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Table 11: Situation of Case Companies A and B regarding Outsourcing 

! Advantages Disadvantages Risks 

Case Company A Costs: low labour (manual work), low tooling 
(able to compete against low-cost 
competitors) 
 
Joint venture: a local partner that helps 
finding supplier 
 
Production in China and Sweden keeps 
flexibility and ensures possible R&D 
processes in Sweden 

Knowledge transfer 
 
Continuous checking 
 
Physical presence at the start needed; certain number of travels a 
year to China after establishment 
 
High-quality standard was not reached from the beginning 
 
High freight costs 
 
Cultural issues (language, common behaviour) 
 
Long lead-times 
Distance to actual target market 

High turnover of employees 
 
Exchange rates 
 
Core competence is outside the company 
 
Delayed production – running out of 
stock in Sweden 
 
Non-democratic country: regulations can 
change quickly 

Case Company B Costs: low labour cost; able to compete and 
stay in the market 
 
Higher know-how and experience of the 
Chinese producers 
 
Different suppliers with different abilities 
made it possible to offer a wider range of 
choices to the customers 
 
More freedom for design department 
 
More possibilities to also respond to specific 
customer requests 
Focus on prototype development 
 
Still able to offer high value service 

Set-up phase prolonged the lead-time; 
Increasing of lead-time 
 
It is not able to just go to the production and discuss 
 
Certain stock is necessary 
 
More complicated supply chain 
 
In-depths understanding of the product is moved out of the 
company 
 
Distance to the actual target market 

Fast decision (due to lack of expertise) 
 
“Made in…” as a risk factor to lose 
customers 
 
Moving core competence out of house 
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Advantages 

In Chapter 2.2.6 the advantages related with outsourcing production are presented 
and related with motives in Table 3. The two case companies, as described before, 
recognised the same driver for outsourcing, i.e. reducing operating cost in order to 
be competitive. Nevertheless, they took advantage of outsourcing production to a 
different extent. 

Getting access to low labour cost was considered to be an advantage by both case 
companies. Case company A recognised that cheap workforce is a great advantage 
in an industry where several stages of production still require intensive manual 
work. Case company B admitted that having access to low-cost workforce in 
China was beneficial and it did not compromise its ability to provide high-quality 
products to the customers. In fact, case company B’s competitiveness, before 
outsourcing, was decreasing due to the high labour cost in Sweden. For both case 
companies, the decision to outsource labour intensive activities to a country – 
China in this case – where they can be performed by low-cost workforce is in 
accordance with Kinkel and Maloca (2009). 

Accessing know-how and experience of suppliers is another advantage related to 
production outsourcing. This advantage was stressed by case company B, while 
case company A did not refer to it. Case company B had access to technology, 
capabilities and specialisation of suppliers located in China. Moreover, it could use 
a broader set of materials and techniques in production, having fewer constraints 
in designing new products. This gave case company B the possibility of expanding 
the product portfolio, therefore meeting a broader range of customer needs. In 
accordance with the literature, case company B was able to use competence and 
capabilities of the suppliers to enhance its competitive advantage, that is 
producing a large range of high-quality products (Edvardsson, 2011; McIvor, 
2009; Jahns et al., 2006)  

The establishment of a joint venture is considered by case company A to be 
another advantage of production outsourcing. Differently from case company B, 
which decided to work with different suppliers in China, case company A 
established a long-term business relationship with a Chinese supplier operating in 
the same industry. In this case, having part of the production in China and part in 
Sweden ensures flexibility to the company. Further, case company A can take 
advantage of the already established network of the Chinese partner to buy cheap 
and quality materials, components and tooling needed in production (in China). 
Therefore, the advantage pointed out by case company A is in line with the 
literature, which claims that outsourcing gives the possibility to SMEs to access 
resources and make alliances beyond the domestic boundaries (Mazlan et al., 2006; 
Narula, 2004). 

Disadvantages 

In Chapter 2.2.7 disadvantages were described and summarised in Table 4, 
stressing the relation with the identified motives. As shown in Table 11, the case 
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companies recognised different disadvantages of having production located in 
China. 

Knowledge transfer is claimed to be a disadvantage of moving production to 
China. Case company A stated that its internal know-how, developed in Sweden 
over the years, is now accessible to its supplier, who can use it. In accordance with 
Balecourt (2006), transferring knowledge to an external supplier might 
compromise the company’s competitive advantage. Case company B also showed 
concern for the know-how and intellectual property after manufacturing was 
moved out from the company. This is in agreement with the literature, stating that 
manufacturing is a competitive advantage for SMEs (Löfving et al., 2012) but this 
fact is mostly realised later (Williams, 2009). Nevertheless, case company B 
prevented negative events by establishing a code of conduct. 

Due to the fact that production is no longer located in-house, continuous checks 
of the outsourced activities are required, especially for ensuring quality in 
production. This disadvantage was stressed by case company A, which needed to 
monitor, control and support the activities carried out by the supplier. This is also 
the reason that made case company A conduct regular quality audits. Quality 
controls are also performed by case company B, which employed a Swedish 
quality inspector in China.  

Both the case companies pointed out that the initial phase of outsourcing required 
much effort. Case company A stated that it faced several costs during the first 
years. Costs were mainly due to needed training of the supplier; on-site visits, to 
provide guidance and support; and expected level of quality not reached, which 
caused in-house rework in Sweden. Case company B recognised that outsourcing 
production to China caused some problems regarding the achievement of the 
expected outcome. Therefore, case company B also had to visit its suppliers 
regularly to provide support. The fact that outsourcing might need an initial set-up 
period before reaching the high level of efficiency and effectiveness is recognised 
also in the literature (Kinkel & Maloca, 2009). 

Having production located in China is related to other disadvantages identified by 
the case companies. Both case companies pointed out the longer lead-time in 
production and delivery they face as well as an increased uncertainty in supply. In 
this respect, Mariotti and Piscitello (2001) stated that outsourcing is always related 
with uncertainty. Further, case company A stressed the cultural difference that 
exists between Chinese and Europeans. According to case company A, this 
difference is expressed in terms of accuracy and standards in production, which 
are perceived as less important in China. 

Finally, the physical distance between production and the target market is claimed 
to be the cause of an increased complexity in the supply chain. This disadvantage 
was pointed out by case company B, which now has to coordinate activities 
performed in different regions of the globe. The acknowledgement of this 
disadvantage agrees with the consideration expressed by Jiang et al. (2007). 
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Risks 
The case companies recognised some risks related with outsourcing production to 
China, which are displayed also in Table 11. Risks have been differentiated by 
disadvantages. While a company can cope with disadvantages through the 
adoption of different actions (e.g. the use of a code of conduct to prevent loss of 
intellectual property) risks are of a different nature. Their consequences might 
even compromise the company’s business activity. 

Employee turnover at the supplier’ facility was pointed out by case company A. 
This risk factor concerns a negative quality effect in production due to the training 
needed for the new employees. This risk is identified also in the literature, which 
states that employee turnover might compromise the quality of the products 
(Canham & Hamilton, 2013; Massini et al., 2010; Peeters, 2007). According to case 
company A, the cause of this risk is due to cultural differences that exist between 
the two countries. This risk factor was not mentioned by case company B. 

The risk of exchange rate was an important issue for case company A. According 
to case company A, fluctuating currency exchange rates can reduce the savings 
generated in China. Buying the products in US dollars from the supplier while the 
US dollar is increasing its value to the Swedish Krona can increase costs faced by 
case company A. Case company B, on the other hand, mentioned the currency 
exchange rate as a disadvantage of outsourcing rather than a risk. Considering it as 
a disadvantage is more congruent with the literature, which identifies currency 
fluctuations as a cost factor (often hidden) of outsourcing (Hanna & Jackson, 
2015; Holweg et al., 2011; Handfield, 1994). 

Possible delay in production (and also in delivery) might cause to run out of stock 
in Sweden. This potential risk was stressed by case company A that, due to supply 
uncertainty, needs a larger inventory to avoid the risk and consequences of a stock 
out. Although case company B did not point out this risk factor, it admitted that 
having material in stock in Sweden is a valuable resource to face uncertainty in 
demand and supply. The acknowledgement of this risk factor is consistent with 
the studies of Mazlan et al. (2006). This risk was also referred to the increase 
awareness of case company A that manufacturing cannot be considered just a 
commodity. In fact, case company A realised that many factors relate to 
production, and it is not just a matter of ‘buying’ it from a low-cost supplier.  

Working with a supplier located in a non-democratic country might lead to face 
the risk of unexpectedly changing regulations and norms. This potential risk was 
stated by case company A. The risk associated with making business in a country 
where rapid and unexpected changes in politics might happen is pointed out also 
by e.g. Canham & Hamilton (2013), Mohiuddin (2011). Although case company B 
did not point out this specific risk factor, it initially considered moving production 
to China as a risk factor. This was due to the “made in…” concern, which might 
have caused to lose customers. In accordance with the study conducted by 
Massini et al. (2010), when production is outsourced, keeping the same customer 
perception of the product is a challenge for the outsourcing company. Due to this 
fact, case company B divided the outsourcing in parts, one part to China, one to 
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Italy, to prevent customers from turning to another company. A similar concern 
was not present in case company A. 

The decision process concerning the outsourcing decision was considered to be a 
risk factor itself. Case company B even considered this to be its main risk factor. 
While case company A confirmed to have developed the decision to outsource 
thoughtfully, case company B stated that the outsourcing decision was taken 
rapidly. Taking a quick decision is considered a risk also in the literature, which 
suggests instead to consider all aspects involved (e.g. increased distance between 
parties, cultural differences) before taking the decision to outsource (Canham & 
Hamilton, 2013; Abdul-Halim et al., 2012; Handfield, 1994). In addition to the 
rapidity in taking the outsourcing decision, case company B showed concern also 
for moving out a core activity of the company, i.e. production. The same concern 
was also revealed by case company A. Nevertheless, while case company A 
outsourced only 2/3 of the production, case company B outsourced production 
entirely. Although outsourcing was chosen to keep the ability to compete in the 
market, moving all manufacturing activities to China was perceived as a risk by 
case company B. Perceiving outsourcing of core activities as a risk factor is 
congruent with the literature, which does not consider core activities eligible for 
outsourcing (Mohiuddin & Su, 2013b; Narula, 2004; Alexander & Young, 1996). 

4.2.2 Outsourcing and performance objectives 

The collected information was examined and are presented according to each 
performance objective. This analysis led to an understanding of how the case 
companies’ performance objectives changed due to outsourcing production to 
China. 

Quality 
The quality objective is a crucial aspect that might damage the brand when it is 
compromised. It is therefore important to ensure that quality is maintained, 
starting with the right selection of supplier (Barthelemy 2003). Bad quality might 
not only impact the image of the company, but also possibly increase the cost; to 
attain the quality level a company needs to invest into reworking and reprocessing 
as stated by Nassimbeni (2006). By outsourcing to China, neither case companies 
A nor B managed to maintain the quality level they were used to in Sweden 
initially. Case company B did thorough research on possible supplier with the 
needed skills and experience, working in the high segment. This was of high 
importance as case company B outsourced the complete production of its 
products, which were known for high-quality (almost hand-made). To keep the 
same level of quality case company B worked closely together with the chosen 
suppliers. On the other hand, case company A preferred to choose middle 
segment suppliers to keep the price low. However, it faced several issues in the 
beginning and could not meet the standards. In order to keep the same quality 
level, which is seen as a competitive advantage, case company A had to teach the 
company in China how to reach the quality standards.  
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Flexibility 
As in the literature, having the production outsourced to a distant country makes 
it difficult to adjust it according to the current changes in the market (Fredriksson 
et al., 2010). This statement was confirmed by both case companies, which 
highlighted the significant influence of having the production far from the actual 
market. In this respect, case company B, which was looking into options to get the 
most out of the situation, focused its attention on suppliers who were able to 
ensure flexibility. Because of the business in which the case company operates, 
being able to quickly change product collections according to the fashion industry 
is paramount. The focus on flexible supplier paid off, allowing case company B to 
take advantage of supplier’s capabilities to expand the product portfolio. Case 
company A, because of the joint venture, was directly involved in the allocation of 
flexibility to the assets placed within the new established company. However, due 
to the distance of both countries, case company A cannot change productions 
settings quickly if changes are needed. 

Dependability 

The dependability objective is also influenced mainly in the form of a more 
complex supply chain because the production is located away from the 
outsourcing company and its direct control (Canham & Hamiltion, 2013). This 
also means that other regulations need to be respected: case company A stressed 
the situation in China as a non-democratic country. The risk of political instability 
still represents a relevant issue, that might have an impact on the regulations for 
products and it is well recognised in the literature (e.g. Mohiuddin, 2011).  

Besides the local factor, moving production to a different country increases the 
distance, and therefore the lead-time (Klinkel & Maloca, 2009). Furthermore, 
neither problems nor errors that might occur in production should create a 
disruption for the business. Both case companies confirmed that this requires a 
high level of collaboration with the supplier, such as videoconferences, e-mails 
and on-site visits in China. In this respect, case company B underlined the increase 
of planning for the supply chain and the need to keep a filled up inventory. These 
facts also apply for case company A. Although product innovation and changing 
product collections increase the risk of obsolescence, both case companies 
confirmed that having an in-house inventory is important in order to be able to 
deliver on time to the customers. 

Speed 

There are different factors that influence speed (Hanna & Jackson, 2015). Both 
case companies recognised cultural differences to be the cause of unforeseen 
difficulties that prolonged the production lead-time. These difficulties are also 
pointed out by Jahns et al. (2006). This also forced case company A to rethink the 
joint venture approach. Case company A had to put much effort to improve 
cooperation with its business partner in order to achieve a successful result. The 
location of the production in China is considered an influential factor, e.g. it 
decreases speed. This means a careful handling of lead-time. In fact, both case 
companies had to improve their way of working in a manner that considers longer 
lead-time (Fredriksson et al., 2010).  
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While case company B can afford to use airfreights because products are light, 
case company A needs an accurate planning, which has to consider a lead-time of 
8 weeks at least. For this reason, case company A considered the option of 
moving the production to Eastern Europe or even taking some products back in-
house to decrease the lead-time. This agrees with the statement of Romano and 
Danese (2010) to decide where to outsource to, according to the most available 
advantages. 

Cost 

Literature recognised the cost factor as a highly valued decisive criterion and of 
significant importance to companies (Fredriksson, 2001; Do, et al., 2006; Lankford 
& Parsa, 1999). Both case companies gave a high importance to the cost objective. 
Cost was the driver to outsource to China. The case companies acknowledged that 
Chinese suppliers are able to offer competitive prices, which are lower than 
operating costs associated with in-house production. Furthermore, the case 
companies agreed on the fact that until now China still seems to offer the best 
opportunity to reduce costs, despite the high distance from their target market.  

Chinese suppliers can be chosen according to the level of specialisation required 
from the company; nevertheless higher specialisation and quality increase the cost. 
Case company B has decided to work with high segment suppliers, since the 
suppliers have high experience in the field and therefore ensure the quality level. 
Case company A worked with a middle segment one since skills can be found 
there, and it is not increasing the costs for the products. According to case 
company A, working with a high segment supplier would increase the costs 
significantly. The case company, however, focused on the cost objective and took 
the position that everything else would develop in a positive and cost-efficient 
manner by itself. Therefore, the formulation of a long-term strategy was missed 
(Wiesner & Millett, 2012). 

An additional consideration also presented by Hanna & Jackson (2015) concerns 
the cost calculation. Case company A took only the purchasing cost into account 
instead of considering the total cost. This misleading calculation led to different 
costs than expected. On the other hand, case company B considered the total 
cost. The case companies also mentioned this point as an advice based on their 
‘lessons learnt’. Additionally, as confirmed by both case companies, it is important 
to be aware of exchange rates since those could increase the costs as well. Another 
point stressed by the case companies concerns the awareness of the time and 
expenses for trips; both of these cannot be considered lightly. 

4.2.3 Development of performance objectives – case comparison 

In this chapter both case companies are compared with respect to their position 
before and after outsourcing the production. This is also linked to the analysis in 
Chapter 4.2.2. The two radar charts in Figure 4 illustrate the situations ‘before’ 
(left) and ‘after’ (right) by comparing case company A to case company B. 
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With reference to Figure 4 (left), it becomes obvious that case company A had an 
overall better situation compared to case company B. The only performance 
objective both had at the same level was cost. Cost was also the objective both 
case companies wanted to improve by outsourcing the production to China. In 
Figure 4 (right) the improvement of case company B’s situation can be seen, with 
now three performance objectives at the same level as case company A (quality, 
cost and dependability). Case company A, on the contrary, decreased its overall 
situation, as well as the objectives speed and flexibility compared to case company 
B. The changes due to outsourcing are obvious for each case company, and 
significant between the case companies. In regard to the decrease of case company 
A’s performance, it was mentioned that during the outsourcing process it was 
realised that a good market position should not be taken for granted. Case 
company A did this, however, and faced the consequences later. 

!
Figure 4: Comparison Case Companies – before and after 

 
Quality: Both case companies stressed quality as a competitive advantage. To 
keep the same level, effort had to be put into the teaching of employees and 
establishing rules. Case company A works with a middle segment supplier and 
needed more input due to that than case company B, which works with high 
segment suppliers. As pointed out in Chapter 4.2.2, quality defines the company 
image; a different choice of supplier can increase investments to achieve quality 
(Nassimbeni, 2006). 

Cost: Both case companies focused on costs. Improving this objective was the 
first priority to stay competitive and both achieved this goal. To take this 
improvement for granted when outsourcing, can have negative effects (Berggren 
& Bengtsson, 2004). A thorough strategy including all links and connections 
supports overall success (Tan & Matthew, 2009). In this respect, that means to 
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consider not only the purchasing cost, as case company A did, but the total cost, 
to prevent a decrease in the expected savings.  

Dependability: In order to deliver on time, both case companies have inventory 
in Sweden, which is seen as a disadvantage, to bridge shortcomings in deliveries 
from China. This does not agree with the literature (Romano & Danese, 2010), 
which links outsourcing to a decrease of inventory referring to the risk pooling 
effect (see Chapter 2.2.6). Case company B designed the planning layout according 
to the distance of the countries. Case company A now ensures correct shipments 
by receiving batch samples.  

Flexibility: The difference here is that case company B benefitted not only from 
costs due to the outsourcing but also from possibilities to enlarge the product 
portfolio. This advantage is also pointed out in the literature (Dabhilkar, 2011; 
Mohiuddin & Su, 2013a). Moreover, case company B is not dependent on only 
one supplier. Case company A does not seek to change the product choices 
produced in China, and would not be able to change production set-up quickly if 
the market situation requested it (Fredriksson et al., 2010). 

Speed: Case company B improved even this objective although the production is 
in a different country. Shortcomings were identified and improved, and the 
planning includes all crucial factors. A well-established relationship between case 
company B and the suppliers was of high importance. Furthermore, the ability to 
use airfreight speeds up the delivery time from China. Case company A, on the 
other hand, needed time to include the longer freight time in their planning; 
however due to product characteristics airfreight is too expensive; ocean freight 
takes a long time, and is mostly only possible with filled up containers. The 
relationship between the business partners was kept on the business level only for 
some time, ignoring cultural differences. Andersson and Bernhardsson (2011) 
pointed out that disregarding cultural difference, such as establishing a 
relationship detached from the business level, is one of the main points that lead 
to difficulties between the business partners.  

 
 

!  
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5 Discussion and conclusions 
In this chapter two topics will be discussed: the chosen method and the analysed findings. The 
former will deal the chosen approach, how well it was chosen and implemented to meet the purpose 
of this Master’s thesis. After the discussion of possible indications of the findings, the conclusion 
will follow. The conclusion includes the answers of the two research questions followed by 
theoretical and practical implications. Recommendations for further research are stated as well.!

!

5.1 Discussion of method 
The case study sample consisted of two cases. The number might be considered 
small for the development of a solid understanding of the topic under 
investigation. Nevertheless, the literature does not define an ideal number of case 
studies that should be carried out during a research. Eisenhardt (1989, p. 545) 
claims that “a number between four and ten cases usually works well”. 
Nonetheless, resource constraints prevented the possibility of involving at least 
four case companies in this Master’s thesis research. Three case companies were 
initially contacted, but only two of them took part in the research. Although the 
limited number of cases does not support generalisation of findings, the small 
sample gave the possibility to conduct an in-depth study. Questions were 
answered with a high level of detail from the interviewees and follow-up questions 
(via e-mail) were possible even after the face-to-face interviews. This also made it 
possible to get the approval of the interview transcriptions and the radar charts 
representing the case companies before and after outsourcing production. 

Production had already been outsourced by both case companies. Therefore, the 
study had a retrospective approach. Nevertheless, the interviewees might not have 
remembered correctly what had happened in the past. This fact might have biased 
the outcome of the Master’s thesis. In order to lower possible bias, many persons 
were interviewed at the case companies in Sweden (see Table 7) and their answers 
were subjected to case-comparison.  

As production was outsourced several years ago, it was not certain that all 
interviewees were employed by the company at that time. In fact, not all of them 
were working at the case companies when production was outsourced. At case 
company A, only the Production Manager was employed at that time. This person 
had a role with less responsibility, but the field of work was the same as today. 
Only in this case it was possible to collect detailed data about the situation at the 
company before production was outsourced to China. When the other persons at 
case company A were interviewed, most of the questions about the situation 
before outsourcing were not asked. Instead of collecting answers based on 
hearsay, it was preferred not to ask any question, making the study more reliable. 
However, those persons were able to give an answer to some fact questions 
concerning the company in general, e.g. location of manufacturing, number of 
employees and turnover before outsourcing. At case company B, both the Supply 
Chain Director and the Design Manager were employed at the company when 
production was outsourced. This made it possible to have a better understanding 
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of the situation at the company before outsourcing. In conclusion, empirical 
evidence collected at company B presents a lower level of bias – which is always 
present due to the only use of verbal interviews – than company A. 

A final consideration should be made concerning the qualitative data used in this 
research. Due to the fact that the case companies did not allow the access to 
quantitative data, the only data available were those collected during the 
interviews. Therefore, that information had to be interpreted and afterwards 
translated into measurable values in order to be shown in the radar chart. As a 
consequence, although the radar charts were validated by the case companies, the 
values displayed on them should not be overemphasised. Nevertheless, the reader 
should take a critical look at them to reflect on their meaning rather than on their 
exact value. 

Despite the issues presented in this paragraph, the choice of a case study method 
combined with semi-structured interview suits the requirements of this Master’s 
thesis. It was suitable for collecting data with a high level of detail and to answer 
the research questions. It also made it possible to look for common patterns 
between the case companies and between those and the literature. The literature 
review, which was carried out following a traditional approach, also gave an 
important contribution to answer the research questions. Although the traditional 
literature review is criticised for its lack of a systematic procedure, which would 
make it replicable and free of subjectivity from the researcher (Jesson et al., 2011), 
it allowed to focus only on those issues that were considered of high importance 
for this Master’s thesis. Finally, the use of the radar chart to display the results of 
the case study conducted was a clear and simple means by which showing how the 
performance objectives have changed over time at the case companies. 

 

5.2 Discussion of findings 
The aim that this Master’s thesis is intended to fulfil concerns the influence of 
outsourcing production on performance objectives in a manufacturing SME 
context. With this aim in mind, two research questions were formulated. In order 
to answer the research questions, a review of the literature and a case study were 
carried out. The former provides a context of the study and it addresses the key 
issues related to the topic of this Master’s thesis. The case study, on the other 
hand, presents empirical evidence from two manufacturing SMEs that outsourced 
production to a low-cost country.  

Reasons for outsourcing 

The analysis of the data collected at the case companies indicates that their 
survival in the market was threatened by a combination of three related factors: 
production volume, labour cost, and competition. The case companies had 
production volume that was too low to ensure the cost savings achievable through 
economies of scale. This is also one of the main differences between a 
manufacturing SME and a larger company (Abdul-Halim et al., 2012). The second 
factor concerns the labour cost of the manual work needed in production. This 
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factor was dependent upon the high-cost environment in which production was 
previously performed, i.e. Sweden. Due to a low production volume, the labour 
cost could not be spread over a large number of products. As a consequence, the 
case companies suffered a reduction of profit as well as competitiveness in the 
market. The third factor regards the increased competition in the market, which is 
related to the effects of globalisation (Narula, 2004). The case companies are 
competing on the same level as larger companies and manufacturers having 
production located in low-cost countries. This is in line with the consequences of 
globalisation pointed out by Mohiuddin and Su (2013a). Case company A, for 
example, experienced an increasing pressure from private labels. This pressured 
the case companies to offer high-quality products at a competitive price. 
Nevertheless, the high labour cost due to in-house production hindered price 
competitiveness. As selling prices could not be constantly increased, the effect was 
a drop of profit margin. This was experienced by case company B to a larger 
extent than case company A. 

The combined action of the three factors mentioned above was the main reason 
to move the production to China. This decision was taken on the basis of an 
operational focus, which is typical for SMEs and in accordance with the literature 
(Ates et al., 2013). In fact, the case companies did not demonstrate any interest to 
develop new technologies and knowledge in the business area with their suppliers. 
Both case companies have the R&D department located in Sweden. The analysis 
of the literature and the empirical evidence suggests that the case companies 
decided to outsource production simply to adapt to the changing business 
environment while staying competitive (Provasi, 2002). 

The literature states that SMEs may decide to outsource non-core activities to 
focus on core ones (Oke & Onwuegbuzie, 2013). In fact, non-core activities can 
be performed at a higher level of efficiency by a specialised external supplier, while 
resources released at the outsourcing company can be reallocated to those 
activities and functions that are critical (McIvor, 2009). Core activities are 
fundamental to satisfy customer needs and to sustain the company’s competitive 
advantage. Therefore, according to Alexander and Young (1996), outsourcing core 
activities might seriously weaken a company’s ability to develop new solutions and 
acquire knowledge and skills about how to perform them in a superior way. 
Nevertheless, the case companies decided to outsource their core activity, i.e. 
production, to China. When the case companies decided to outsource production, 
they were known in the market for the high-quality of their products and their 
high specialisation in manufacturing. Further, they had knowledge and experience 
concerning production that had been developed over several years. Supported by 
Rolstadås et al. (2012), moving production to China indicates that valuable non-
tangible resources were transferred to external suppliers. This is considered to be a 
risk of outsourcing in the literature (Mohiuddin & Su, 2013b; Massini et al., 2010; 
Belcourt, 2006). With regard to this, the joint venture established by case company 
A could be considered a strategic approach to outsourcing. In fact, mutual 
commitment and trust are expected from the two parties involved in the business 
agreement (i.e. case company A and the Chinese partner). Therefore, it could be 
assumed that the approach to outsourcing chosen by case company A was more 
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preventive than the approach chosen by case company B. In fact, a joint venture 
could reasonably reduce the risk of knowledge leakages, loss of intellectual 
property, and opportunistic behaviour from the external supplier (Sinha et al., 
2011). 

A further consideration should be made concerning the country to which the case 
companies decided to outsource production to. Although they belong to different 
industries and are not related, both case companies decided to outsource 
production to China. According to them, the reason behind this choice is the 
presence of a large number of companies operating in different industries and the 
availability of well-developed infrastructures. These factors are consistent with the 
ones identified by Massini et al. (2010). Furthermore, there are suppliers for each 
market segment. This indicates that the case companies had the possibility to 
cooperate with suppliers that fulfilled most of their requirements in terms of 
quality, production capabilities and reliability, price, and specialisation. For 
example, case company B decided to divide the outsourced production among 
more suppliers to take advantage of their different abilities and expertise. 
Moreover, China provided the case companies with a great availability of 
personnel who is able to perform high-quality work, as also recognised in the 
literature (Kedia & Mukherjee, 2009; Jahns et al., 2006). This fact, together with 
the economies of scale that can be exploited at the supplier’s facility, helped the 
case companies to keep operating costs low, which is the reason that led them to 
outsource production. However, having the production located at a great distance 
from the target market generated a few disadvantages and risks for the case 
companies as well. As presented in Table 11, the most critical issues were: 
uncertainty in production and delivery, need for in-house stock, complexity in the 
supply chain, freight costs, and currency exchange rate fluctuation. An additional 
factor that only case company B mentioned but that should be considered as a risk 
of outsourcing production is the perception of the company’s image. In particular 
when high-end consumer goods are produced, it is reasonable to expect 
customers being sceptical towards certain “made in…” labels. Nevertheless, case 
company B has demonstrated that working together with high segment suppliers 
can make it possible to overcome this issue, providing the customers with even 
higher quality products than in-house production. Empirical evidence indicates 
that Chinese suppliers play an important role in producing high-quality products. 
In fact, according to both case companies, China still is the best country to 
outsource production to. This consideration is also congruent with the assertion 
of Kotabe and Zhao (2002), who defined China as a “production location for the 
rest of the world”. 

Therefore the choice of China was closely related with the main reason that 
motivated the case companies to outsource production. The opportunity given by 
suppliers located in China made it possible for the case companies to get access to 
cheaper resources in terms of material, tooling, and labour force. Empirical 
findings also suggest the importance of a working relationship with suppliers. In 
fact, manufacturing SMEs do not outsource the same considerable volumes that 
larger company do; manufacturing SMEs might be less ‘visible’ from the supplier’s 
standpoint. Because of this fact, suppliers might not give them the right priority or 
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consideration. Nevertheless, empirical findings convey the impression that 
Chinese suppliers are actually interested in establishing business relationships with 
European manufacturing companies. In contrast to European suppliers, who are 
generally aiming at a business relationship with their clients, Chinese suppliers 
have a high concern for the establishment of personal relationships. In this 
respect, the case companies, and especially case company B, demonstrated that 
being able to have a relationship based on mutual trust, respect and commitment, 
is beneficial. This is congruent with the statement of Kedia and Mukherjee (2009). 
From a relationship that considers the persons before the business, it could be 
expected that even a manufacturing SME with limited experience within an 
international context might achieve an outstanding market position.    

As the case companies have proven, it is possible for a manufacturing SME to be 
successful in the market by outsourcing internal activities, even core ones. China 
in particular can offer a wide range of opportunities to manufacturing SMEs. 
Although case company A claimed that its outsourcing solution might change 
(due to the emergence of specialised suppliers located in Eastern Europe as well as 
the increasing level of automation available in manufacturing), China still is the 
best low-cost country to outsource a manufacturing process to. In China, costs are 
lower than in Europe, and the findings indicate that suppliers are qualified and 
enthusiastic to collaborate with European manufacturers, and infrastructures are 
well developed. These are the main factors that motivate the case companies to 
outsource production to China, becoming an integrated part of a globalised 
system. Nevertheless, a last consideration should be made concerning the 
perspective to adopt when an outsourcing decision is taken. In regard to the case 
companies and the information in the literature, it can be assumed that 
outsourcing might be seen as a simple process. This assertion is supported 
particularly by case company B and Wiesner and Millett (2012), who stated that 
SMEs mainly act on short-term perspectives and react on a day-to-day basis. 
Missing the ‘big picture’, that is all factors related to the decision to move 
production to a distant country, might lead the outsourcing company to face 
unexpected challenges and obstacles. These might end up compromising the 
outsourcing approach and also cause, in return, new costs for the company; it will 
need to invest in new resources in case any problems arise. 

Influences on performance objectives 

The literature presents some studies that examined the relation between 
outsourcing and performance, as mentioned in Chapter 2.4.1; some studies looked 
into the overall performance, a few focused directly on the performance objectives 
as they are described in this Master’s thesis. Nevertheless, the results are not 
consistent: some studies correlate outsourcing and performance objectives, and 
others do not find an existing relation. Other times, a relation on a functional-level 
is identified but not on the company-level (Gilley & Rasheed, 2000). 

In Chapter 4.1.1 and 4.2.2 the findings of the empirical data are visualised in 
Figure 2 and Figure 3, which show the situation before and after outsourcing and 
were confirmed by the case companies. It is clearly visible that the two lines 
(before and after) differ from each other. In both cases the decision was 
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predominantly driven by the objective cost but at least one more objective 
changed. However, the objectives did not change in the same way. As stated by 
Slack and Lewis (2008), the performance objectives do not exclude each other, but 
a trade-off between them exists; the graphs depict the fact that the focus on only 
one performance objective will also influence others. This is theoretically 
portrayed in Table 5: the most obvious connection would be between the 
objectives cost and quality. Reducing cost, maybe even offering a product to a 
lower price, might lead to a decrease of the quality level; yet, high-quality is 
required from the market. Driven by the cost objective, both case companies 
faced this situation. A long time was needed to establish standards, and proper 
working conditions between the countries. In this respect, the level of quality had 
to be specifically addressed in order to meet the requirements. The literature also 
discusses the difficulties of a long set-up time before the outsourcing process is 
smoothly completed (Kinkel & Maloca, 2009), as well as the obstacles to reach the 
expected quality level due to a single-focused objective decision (Gray at al., 2009).  

Another example of interdependence is the connection of speed and cost: the 
performance objective speed means to the operations resources a decrease of 
inventory. The level of kept inventory however is a way of measuring the costs, 
meaning that a lower stock reduces costs. Nonetheless, this links to dependability: 
when interviewing the case companies, both acknowledged that inventory needs 
to be kept – even more than before – to ensure ability to deliver if the production 
in China faces obstacles. Therefore, empirical data suggest the interdependence of 
the performance objectives: Figure 2 depicts a decrease in three of the objectives, 
whereas Figure 3 illustrates an improved situation, with an increase in three 
objectives. A company needs to take this fact into consideration as it might lead to 
unforeseen effects otherwise. This indicates that outsourcing is in fact influencing 
the performance objectives but not in the same way. 

The comparison of the empirical data further pointed out that the strategies of the 
case companies differed although the overall goal of improving the cost situation 
was the same. This indicates that the process of outsourcing should not be 
examined in isolation, but that the outsourcing strategy chosen by the company 
plays an important role as well. As pointed out by Scully and Fawcett (1994), the 
“strategic alignment” between outsourcing and a company’s strategy is of great 
importance to succeed. The more an outsourcing strategy is in conformity with 
the performance objectives, the more likely a successful result is (Kroes & Ghosh, 
2010). Case company B took the decision to outsource rashly, and realised 
shortcomings during the process; nevertheless, it managed to turn them into a 
beneficial situation (see Figure 4). Provasi (2002) highlights the need of 
reorganisation and reallocation of resources when part of the company is 
outsourced. In fact, it took several years, yet case company B was able to improve 
the shortcomings, and to establish long-term goals (e.g. long-term relations). 
Further, more flexibility regarding design was achieved.  

Case company A, which focused on cost reduction by establishing the optimal 
solution within the foreign country in form of a joint venture, did not consider 
outsourcing as beneficial (see Figure 4). However, the situation mirrors that 
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portrayed by Gray et al. (2009), in which managers often failed to concentrate 
more on other effects than cost. The mindset is described as too optimistic that 
everything will develop after one milestone is achieved. Therefore, it is necessary 
for a company to be aware of the desired achievements, and consider more than a 
single performance objective. Outsourcing is a dynamic phenomenon, which 
generates interrelated effects on a company performance, even though the 
management is focussing only on one objective. Further, the position towards 
outsourcing, how it is implemented, can lead to either a positive or a negative 
outcome (Dabhilkar & Bengtsson, 2008). The difference of each case company’s 
approach became apparent during the interviews: the ones at case company A 
were highly personal, with strong opinions about the current situation. Further, 
the interviews were characterised by going back and forth between the process of 
outsourcing and the situation after the completion of outsourcing. On the 
contrary, case company B presented the situation in a structured way and 
objectively. When opinions were stated, this was done in a mainly positive 
manner. It could be assumed that the way of presenting reflects each case 
company’s chosen approach: one the one hand, going back and forth, not taking 
the time to view the situation in a long-term perspective (case company A), 
compared to a highly structured, even if rushed, approach, on the other hand (case 
company B). 

The literature as well as empirical data indicate that outsourcing to a distant 
country is directly linked to the performance objectives speed and dependability 
(Berggren & Bengtsson, 2004). Due to the distance of the countries the delivery 
channels become longer and therefore take more time. If this is not included in 
the plans the dependability rate could decrease. As this is not the only factor, it 
can be assumed that outsourcing influences performance objectives. These also 
influence each other when one is changed. 

 

5.3 Conclusions 
This Master’s thesis was carried out to examine the influence of outsourcing 
production on the performance objectives within a manufacturing SME context. 
A review of the literature concerning outsourcing, operations strategy, and 
performance objectives was performed. These were identified as the main themes 
of the examined topic. Furthermore, a comparative case study was carried at two 
manufacturing SMEs, located in Sweden, to answer the research questions of this 
Master’s thesis. Both the case companies outsourced the production to China 
several years ago. Hence, the information available in the literature was enriched 
with empirical data collected through face-to-face interviews at the case 
companies. The analysis and discussion of the empirical findings, which are 
presented in Chapter 4.2 and 5.2 respectively, together with the contribution of 
the literature, led to answer the research questions and to fulfil the aim of this 
Master’s thesis. 

 



Discussion and conclusions 

64 

RQ1: What reasons can outsourcing decisions in a manufacturing SME be based 
on?  
The literature states the following main drivers for outsourcing: increasing 
efficiency and getting access to resources, technologies, and knowledge that are 
cheaper or unique, or both. In a manufacturing SME context, the major driver for 
outsourcing production has been identified with taking advantage of the low-cost 
workforce of Asian countries, such as China, to reduce operating costs. This 
identified driver is in line with the literature. In a globalised world, where 
competition is based on price and quality, manufacturing SMEs compete against 
larger companies as well as low-cost producers. In this context, having production 
located in a high-cost environment, (e.g. Sweden) and characterised by manual 
intensive activities generates costs that hinder competitiveness.  

Outsourcing production to China, where a company can find many specialised 
and experienced suppliers, can generate new opportunities for the outsourcing 
company, which can get access to the know-how and manufacturing capabilities 
of the supplier. This, in turn, allows offering a wider variety of products to the 
customers. Furthermore, the outsourcing company is able to respond more 
effectively to specific customer requests. At the same time, outsourcing activities 
previously carried out in-house releases resources that can be reallocated to other 
internal activities, improving efficiency. Finally, although the literature strongly 
recommends to not outsource core activities, empirical evidence proved that 
acting in opposition to that recommendation does not necessarily cause a loss of 
competitive advantage nor of the ability to innovate. 

RQ2: How will outsourcing influence performance objectives in manufacturing 
SMEs? 
Based on the conducted study with this Master’s thesis, outsourcing influenced 
performance objectives. However, whether this influence will be positive or 
negative depends on how well a company establishes the outsourcing process and 
if it formulates milestones during this process. This also includes moving away 
from only focussing on the day-to-day business establishing a long-term strategy. 
In regard to the performance objectives, it is important to be aware of the trade-
off effect due to their interdependence; one changed objective will influence at 
least another one. Furthermore, the following points need to be taken into 
consideration: the quality level has to be formulated before starting production in 
a foreign country. In particular, the standards are not the same, and therefore 
support and teaching on-site are necessary. Due to the distance of the country the 
production is outsourced to, the supply chain becomes more complex. That 
means that a higher amount of planning is needed. This, on the one hand, 
decreases the level of flexibility, as changes cannot be as easily adjusted as if the 
production was in-house. On the other hand, to overcome instability, inventory 
has to be kept in the country of origin. This ensures dependability, which can only 
kept high when effective collaboration between the company and the supplier is 
established. The speed of a company is mostly slowed down by unforeseen facts 
due to cultural differences. In respect to flexibility, companies can benefit from 
the suppliers’ skills and widen their product range. Regarding the most important 
performance objective for companies, cost, a limited view may have a negative 
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effect. The total cost needs to be calculated to get a proper picture of the amount 
of money that could be saved. This also includes the awareness of exchange rates, 
which can also increase prices of materials and products. Further, expenses for 
travelling to the suppliers need to be kept in mind. 

The context of manufacturing SMEs shows that internal as well as external 
changes are experienced more significantly and throughout the whole company 
due to their size. The interdependence of departments, decisions, and effects is 
more obvious within an SME as everything is linked in shorter distances 
compared to larger companies. Also, manufacturing SMEs might need to put 
more thorough preparation into the process as they might be perceived less 
powerful than larger companies and do not have the same means. 

Theoretical implications 

The review of the existing literature showed a gap regarding studies that look in 
the influences of outsourcing on a company’s performance objectives. If the 
search is narrowed down to the SME context the number of results decreases 
even more. This study is a starting point to fill this gap, being the first study that 
was conducted to this extent: both topics were connected in this study, and the 
interdependence between those topics was investigated. It further builds a 
foundation for future studies in this field regarding more in-depth research.  

Practical implications 

The review of the literature and the empirical study in particular led to the 
following practical implications. These might be especially useful for the 
management of a company that is considering outsourcing production (or another 
activity) to a low-cost country. 

First, outsourcing requires a critical perspective. That is, the management should 
not consider it to be the only possible solution to problems faced by the company. 
Sometimes it is more a matter of improving the internal organisation of the 
company, eliminating waste, increasing efficiency, and allocating available 
resources to core activities.  

Second, whereas outsourcing was the chosen strategy, a critical perspective should 
be adopted as well. In fact, companies have too often taken for granted the 
benefits related with outsourcing, such as reducing costs. Nevertheless, a too 
optimistic thinking about this strategy might lead to overlook other issues that, in 
turn, could reduce expected savings. The management might fall into the trap of 
merely comparing the in-house production cost with the purchasing cost. By 
doing this, the outsourcing benefits might be compromised by unexpected or 
hidden costs. Therefore, the total cost has to be calculated, which considers the 
total variable and fixed costs. Only in this way the management will have a clear 
picture of all the expenses involved in the outsourcing decision, e.g. looking for a 
suitable supplier, having a working relationship with it (i.e. monitoring, 
supporting, visiting its plant), and shipping the products. 

Last but not least, cultural and country-specific differences have to be taken into 
consideration. In fact, culture can considerably affect the way in which activities 
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are carried out in terms of quality, dependability, speed, and flexibility. Country-
specific matters, such as politics, safety or environmental regulations, and available 
infrastructures, can also play an important part in affecting cost, and 
dependability. 

Further research 

It is recommended to collect a higher amount of quantitative data to continue the 
empirical study with a larger sample. This would show if the results of this 
Master’s thesis hold in general or are dependent on certain conditions. In addition, 
secondary data such as balance sheets would support the findings even more. 
Moreover, in this Master’s thesis, the companies, acting in different industries, 
were compared based on the defined performance objectives. Nonetheless, 
further research within a given industry, specifying the performance objectives in 
each company, should also be carried out.  

This Master’s thesis could not prove if the influence of outsourcing on 
performance objectives in manufacturing SMEs is limited to country borders. It 
might be possible that a bigger market and country location can have an influence 
as well. Therefore, the comparison of companies from different countries could 
also be a research area of interest.  

Finally, empirical data showed that moving production from China back to 
Europe is a potential option. This is due to the increase of wages in China 
influenced by currency fluctuations, and the increase of automation level 
achievable in production. In fact, the automation of tasks that were previously 
carried out only manually can now make production more cost-effective. Future 
research focussing on the manufacturing site selection with respect to the benefits 
of low-cost countries, such as China, compared to countries within Europe would 
be beneficial. 

!
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7 Appendices 
Appendix 1 Interview Guideline 

Before outsourcing 
Background 

• Position of the interviewee 
• Company  

o Location of manufacturing 
and R&D 

o Employees 
o Turnover 

o Markets  
o Ownership 
o Customers 

Which were the competitive advantages of the company? 
What were you competing with? 
Why do customers buy your products? 
How did you consider manufacturing?  
What were ‘you good at regarding manufacturing’? 

During outsourcing 
What made the company think about outsourcing as an option? 
Which product did you outsource? And when? And where? 
Who was involved in the decision making process? 
How did you organise the outsourcing? 
What factors were considered while outsourcing? 
Where there barriers/difficulties to implement the outsourcing idea and the process? 
How did you perceive outsourcing?  

After outsourcing  
Background 

• Position of the interviewee 
• Company  

o Location of manufacturing 
and R&D 

o Employees 
o Turnover 

o Markets  
o Ownership 
o Customers!

Which are the competitive advantages of the company? 
What are you competing with? 
Why do customers buy your products? 
What are ‘you good at regarding manufacturing’? 
What are the advantages and disadvantage of having production in a distant country? 
How did your performance improve? 
Are you satisfied with your decision to outsource?  
Did you have any negative or unexpected issues? 
If you were in the same situation as ‘before’, would you make the same choice? 
Based on your experience, what advice would you give to others to consider when 
making the outsourcing decision? 
 


