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Abstract

Australian based companies have increasingly sought to remain competitive by off-shoring and outsourcing parts of their operations to Chinese operations. This study measured the motivations for doing so in 35 companies, the results achieved and whether these outcomes lived up to expectations, and related barriers and operational problems. Most firms that source components or products from China do so because of the cost of supply reductions that were expected. In actuality, significant cost reductions were achieved, however these reductions were on average less than expected. Along with these cost reductions, importing goods or components from China brought some quality problems and delivery delays. 
INTRODUCTION

Procurement of goods and services offshore, particularly from China has become an attractive alternative for firms wishing to cope with the need to lower costs and provide a broader global procurement base.  As far back as the mid 1980’s the potential for outsourcing to China had been recognized, whilst at the same time the requirement for investment in trading partners, and the importance of the relationship developed, had also been identified.  During this time direct sourcing of product from mainland China (i.e. as distinct from purchasing through third parties) became more popular.  
RESEARCH METHOD

Data was collected from a group of Australian manufacturing firms that have been sourcing their raw materials, components or final products from China. A group of 35 firms were contacted that were reported in the local press as having been involved in these types of activities. Senior managers were interviewed for duration of one to one and half hours. These managers also agreed to complete a questionnaire.

RESULTS AND DISCUSSION

The firms participating in this study were asked to rate on a seven-point Likert scale (strongly disagree – strongly agree) a number of items that are commonly cited as reasons for sourcing from China. Each item was tested for significance using one-sample t-test, with the comparison test score set at 4 (for neutral). Table 1 shows the list of items ordered from highest positive t-score to highest negative t-score. Table 1 shows that overwhelmingly, the most important reason cited by most firms for sourcing from China is to reduce production costs (mean score = 6.36, t-score = 13.131; df = 34; p-value = 0.000). 

As the data in Table 2 shows, the improvement in overall production performance was scored at an average of 5.38 whilst improvement in total production costs was an average of 5.32 (on a seven-point scale). 
Table 1: Motivations for sourcing from China

	Motivation*:
	Descriptive statistics
	One-sample t-test **

	
	valid response
	mean
	std. dev.
	t
	df
	sig. (2-tailed)

	Reduce production costs
	35
	6.34
	1.056
	13.131
	34
	0.000

	Expand operation in Australia/China/other countries as part of global strategy
	35
	5.20
	1.346
	5.274
	34
	0.000

	Reduce staff/setup costs
	35
	5.14
	1.683
	4.018
	34
	0.000

	Focus on core competencies
	35
	4.77
	1.536
	2.972
	34
	0.005

	Higher predictability of costs
	35
	4.40
	1.718
	1.377
	34
	0.177

	Reduce manufacturing lead time through outsourcing
	35
	4.31
	1.451
	1.282
	34
	0.209

	Reduce legal, technology and market risks
	35
	4.23
	1.699
	0.796
	34
	0.432

	Greater flexibility
	35
	4.14
	1.517
	0.557
	34
	0.581

	Product/vendor flexibility
	35
	4.09
	1.704
	0.298
	34
	0.768

	Take advantage of logistics facilities in China
	35
	3.91
	1.314
	-0.386
	34
	0.702

	Reduce lead time for product innovation
	35
	3.83
	1.689
	-0.601
	34
	0.552

	Minimize inventory
	35
	3.77
	1.573
	-0.859
	34
	0.396

	Greater supplier leverage
	35
	3.77
	1.477
	-0.916
	34
	0.366

	Take advantage of lower prices in China
	34
	3.65
	1.668
	-1.234
	33
	0.226

	Required resources not available in Australia
	35
	3.57
	1.703
	-1.489
	34
	0.146

	Own operations in Australia difficult to manage
	35
	3.09
	1.687
	-3.207
	34
	0.003

	Better products available in China than Australia
	35
	2.86
	1.458
	-4.637
	34
	0.000


* 
Question: To what extent do you agree/disagree with the following? Scale: 1 = strongly disagree; 
2 = disagree; 3 = slightly disagree; 4 = neutral; 5 = slightly agree; 6 = agree; 7 = strongly agree.

** 
test score = 4

Table 2: Performance relating to sourcing from China

	Performance*:
	Descriptive statistics
	One-sample t-test **

	
	valid response
	mean
	std. dev.
	t
	df
	sig. (2-tailed)

	Overall production performance result
	34
	5.38
	.853
	9.446
	33
	0.000

	Total production costs
	34
	5.32
	1.590
	4.853
	33
	0.000

	Production flexibility
	34
	4.21
	1.274
	0.942
	33
	0.353

	Product quality
	34
	3.97
	.969
	-0.177
	33
	0.861

	Product delivery
	34
	3.91
	1.138
	-0.452
	33
	0.654

	Product innovation
	34
	3.85
	.744
	-1.153
	33
	0.257


* 
Question: Compared to domestic sourcing, to what extent has sourcing from China affected the following performance measures? Scale: 1 = worse by 25 percent; 2 = worse by 11 to 25 percent; 3 = worse by 1 to 10 percent; 4 = no difference; 5 = better by 1 to 10 percent; 6 = better by 11 to 25 percent; 7 = better by 25 percent. ** 
test score = 4
Given the below expectation outcomes of the sourcing decision, the respondents were asked to rate a number of items (listed in Table 3) that contributed to the difficulties in sourcing from China. The most strongly rated item was the policies of local and federal governments in China (mean score = 4.91, t-score = 4.115; df = 34; p-value = 0.000). Other significant factors were the unpredictable nature of hidden costs in operating in China, and the loss of commercial secrets and IP to Chinese business partners. Further, the last item in Table 3, ‘quality in China do not meet standards,’ was worded negative and when reversed, resulted in a positive t-score of +2.472 (p-value of 0.019). 
Table 3: Difficulties faced in sourcing from China

	Difficulties faced*:
	Descriptive statistics
	One-sample t-test **

	
	valid response
	mean
	std. dev.
	t
	df
	sig. (2-tailed)

	Chinese government policies are a major drawback
	35
	4.91
	1.314
	4.115
	34
	0.000

	Hidden costs in China are unpredictable
	35
	4.94
	1.413
	3.948
	34
	0.000

	Outsourcing has resulted in loss of secrets
	35
	4.94
	1.552
	3.594
	34
	0.001

	Outsourcing has resulted in loss of IP rights
	35
	4.97
	1.671
	3.439
	34
	0.002

	Cultural differences are a major drawback
	35
	4.49
	1.560
	1.842
	34
	0.074

	Overseas inter-business costs are too high
	35
	4.49
	1.560
	1.842
	34
	0.074

	Business partners act opportunistically
	35
	4.40
	1.355
	1.747
	34
	0.090

	Monitoring and managing performance of vendors is difficult
	35
	4.49
	2.369
	1.213
	34
	0.233

	Too difficult to find reliable/trustworthy suppliers
	35
	4.20
	1.677
	0.706
	34
	0.485

	There is lack of information to manage all facets of operations in China
	35
	4.14
	1.309
	0.645
	34
	0.523

	Overseas shipments take too long
	35
	4.11
	1.510
	0.448
	34
	0.657

	Low supply flexibility due to lack of control of suppliers
	35
	3.97
	1.654
	-0.102
	34
	0.919

	Low productivity/skills negate low labor costs in China
	34
	3.88
	1.684
	-0.407
	33
	0.686

	Industrial relations system in Australia prevents outsourcing to China
	35
	3.89
	1.530
	-0.442
	34
	0.661

	Lock-in costs in China are too high
	35
	3.77
	1.374
	-0.984
	34
	0.332

	Business partners lack technology for innovation
	35
	3.74
	1.540
	-0.988
	34
	0.330

	Work attitudes in China affect deadlines
	35
	3.71
	1.775
	-0.952
	34
	0.348

	Quality in China do not meet standards 
	35
	3.31
	1.641
	-2.472
	34
	0.019


* 
Question: To what extent do you agree/disagree with the following? Scale: 1 = strongly disagree; 
2 = disagree; 3 = slightly disagree; 4 = neutral; 5 = slightly agree; 6 = agree; 7 = strongly agree.

** 
test score = 4

CONCLUSIONS
Despite some problems, for example of quality and of control over delivery performance, many Australian companies continue to benefit from ‘offshoring’ or outsourcing to China. Most were motivated to do so by the ‘promise’ of cost reduction, with the business benefits being not just profitability improvement, but survival itself. Many of these firms did indeed achieve reductions in the cost of the inputs to their processes or products, but in many cases the anticipated cost reductions were not matched by those achieved. Nevertheless any significant cost reductions represent a benefit in terms of competitiveness and most firms remain committed to these activities. 
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