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Abstract

This paper presents some of the issues that Burberry, an upscale British manufacturer of clothing and other apparel had faced in recent years.  By off-shoring its products, Burberry hopes to reduce cost but runs the risk of diminishing its British heritage.
Background 

Burberry is an upscale British manufacturer of clothing and other apparel.  The company was established by Thomas Burberry in 1856 in Basingstoke, Hampshire, England.  In 1880, Burberry invented gabardine, a tough, tightly woven form of twill weave.  In 1920, its signature check pattern was registered as its trademark.  Burberry received its first Royal Warrant in 1955, which permitted the company to advertise that it supplied goods to the British Royal Family, lending prestige to Burberry and furthering its image as the quintessential British brand (Burberry).  Year 1955 also marked Burberry’s acquisition by Great Universal Stores (GUS), a United Kingdom-based retailer group. Burberry separated from GUS in 2002, when it went public. The current CEO, an Indiana native and former Liz Claiborne executive, Angela Ahrendts has helped the company turn its disappointing sales and forecasts into positive growth in sales in the fiscal year 2006 (Norton), and its stock price is more than double of its initial 2002 price (Attwood).
Burberry – Recent Factory Closing

In September 2006, Burberry announced that is will close its factory in Treorchy, South Wales, in favor of moving 310 jobs to China.  This factory, which constitutes one-third of the Burberry’s total British manufacturing staff, had been producing clothes since 1939 (Inman). It quickly became the primary location for the production of the famous polo shirts (EBS Cohost). The decision to offshore production was met with public outcry and spawned the “Keep Burberry British” campaign, which gained support from Prince Charles, actresses Emma Thompson and Rachel Weisz, and singer Tom Jones, among others (Burberry).  On March 31, 2007, the Treorchy factory closed its doors, eliminating all staff, with the exception of one lone survivor, former manager Rachel Zajano, who was promoted to Planning and Procurement Manager and relocated to the Castleford factory outside of Leeds, which manufactures trench coats.

Burberry insists that the Treorchy factory was “not a financially viable operation”.  The polo shirts made at the factory retail for around £60 ($120). While they costs £11 ($22) to make in South Wales, Burberry believes that it can produce them for only about £5 ($10) in China, doubling cost savings and increasing profits (Brandstrategy). However, Burberry does acknowledge that it will take more than 4 years to recoup the costs of moving its production to China, not including any secondary costs of such an unpopular decision.  In addition, the annual cost savings generated by eliminating 310 jobs will be about £1.5 million per year, less than 1% of group operating profits (Bowers). 

Why Do Companies Off-shore? 

Majority of companies offshore portion of their business, because they seek to lower their costs. Majority of savings associated with off-shoring comes from lower labor costs in countries such as China. Competitive pressures continue to be the essential driver for outsourcing, although the nature of that pressure is changing. When outsourcing was a novelty, outsourcing gave companies the upper hand - today one may have to outsource just to stay competitive.  

Why Companies Should NOT Outsource

Brand Image - Brand image is paramount to Burberry’s success. Billed as a luxury apparel maker, Burberry is able to charge upwards of $2000 for a trench coat because of its elite brand status.  Because of this, it needs to keep a careful watch on the perception of its brand, as it is only deemed luxury if it has a high price point, uses the finest materials, and offers buyers the chance to identify with a certain lifestyle (Brandstrategy).  Burberry’s brand image is based on the idea of “old-world Britishness”. This Britishness is marketed as history, monarchy and class, while maintaining a modern edge (Brandstrategy). Without this luxury status, Burberry would lose the basis for its price point and high margins, and effectively lose its customer base altogether.

Burberry’s image has recently been sullied in Britain by the adoption of its signature check-pattern by an undesirable subculture of Chavs, defined as young, “non-educated delinquents” and the “burgeoning peasant underclass…exhibiting ignorance, fecklessness, mindless violence and bad taste” (Quinion).  As the signature check pattern continues to become more accessible to the masses, it becomes devalued (Kilby).  In response to this possible devaluation, Burberry eliminated its branded baseball cap and limited the use of the tartan design to inner linings and other low key positions of its clothing items.

Other than the possible reduction in costs, Burberry’s off-shoring decision also addresses the increased need to access foreign markets. While the Burberry image has taken a beating back home, its popularity has increased in foreign markets, especially among the Asian youth population. And it is in these markets where the growth potential is particularly strong (Kilby). Perhaps Burberry is making a strategic marketing decision, as well as an operations decision, in choosing to relocate overseas.

Brand Image and Off-shoring - Whether to off-shoring is a question facing many businesses today, but those with a “home brand,” an undeniable association to its country of origin, have an additional set of issues to consider.  Makers of Italian shoes, Swiss timepieces, and American baseballs all cope with the added challenges which come with a brand derived from a national identity.  While some companies proclaim that they must outsource or offshore productions to remain competitive, others simply down play the importance of sentimentality that is attached to “home brands.” Eros Scattolin, an international public relations executive for Geox, an Italian shoe brand, states “from our point of view, it doesn’t matter where you produce, but how you do it. We could keep on producing our shoes in Italy but they should cost much more.” Currently a small segment of Geox’s production is still in Italy, but the company works in “Romania, Slovakia, Mexico and China as well.” 

Protests often arise when “home brands” are off-shored, but usually have little to no effect on corporate decisions. Frequently businesses wait out the protest, or try to educate the public on the extent to which things are already off-shored. Burberry’s 2006 sales are a prime example of the effects of the “wait out the protests” strategy. Unless the protests grow to the level in which they affect the bottom line, companies are usually reluctant to change their course. (Irwin). 

Quality - Quality controls are a big concern for those luxury or high-end brands that chose to off-shore internationally.  Without the justification of high quality, high retail costs appear unsubstantiated, and Burberry or other luxury retailers can lose their brand superiority.  Customers can easily move to the competition, such as Chanel, Louis Vuitton, or Prada, which maintain their elite standing.  

Increased costs due to low quality of the off-shored manufacturing can be up to 4%, cutting into the costs savings provided by cheaper labor (Hogan). With international supply chains, managing quality throughout the organization becomes more difficult.  What passes as acceptable in one country is not acceptable in other countries.  As a result, companies frequently have to increase their inspection rate for goods coming from off-shored manufacturers. 

One problem with the long supply chains caused by off-shoring is that any minor issue in supplier quality can result in stock outs.  In order to increase overall quality, a manufacturer must track the cost of poor supplier quality (COPQ).  This can be challenging due to the lack of integration between the supplier’s quality management system and that of the manufacturer, resulting in different expectations and the inability to properly track COPQ.  Although the current practice is to back-charge suppliers for poor quality, outsourced manufacturing makes it difficult to do so unless solid quality management systems are in place. (MetricStream)  One difficulty in managing offshore manufacturing quality is the cultural difference between workers attitudes.  Modern quality management systems rely on self-managed teams’ ability to speak up about defects.  However, this is an area where many low-cost countries have particular difficulty.
Shipping - One downside to off-shoring is the increased cost of transporting the product from its origin of manufacture to its place of consumption. This is important to consider when the outsourced manufacturer is responsible for drop-shipping the goods to the end customer. If the manufacturer’s supply chain is not properly aligned, then company risks alienating its end customer. “Another company may be distributing your products, but ultimately you are responsible for the customer relationship” (Wick).  The additional shipping cost from China can be substantial, and can increase manufacturing costs by up to 17%, when compared to costs associated with manufacturing the product domestically (Lee-Mortimer). 
Burberry admits that seasonality is one of the risks to its business: “Our business, particularly with respect to apparel, broadly operates on a seasonal basis (spring/summer and autumn/winter) and we have experienced, and expect to continue to experience, substantial seasonal fluctuations in sales and operating results” (Burberry -- Risks). Having large amounts of inventory in long transit at any given time can compound this problem.  If the product being shipped loses its value quickly because of fashion trends or obsolescence then the shipping time can increase the cost of the product dramatically. The company cannot adjust to the latest fashions or update their products quickly because of the amount of inventory that is in transit at any one time. 
The Spanish retailer Zara thought about this exact problem when it created its manufacturing and distribution strategy. 
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