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ABSTRACT 
 
The purpose of this thesis is to create a deeper understanding of the challenges of Chinese 
energy sources in the fashion production from the point of view of a retailer's sourcing 
activities in the fast changing China. Three areas, namely, corporate social responsibility 
(CSR), global sourcing and changing Chinese market environment serve as the academic 
foundation for understanding the current dynamics of fashion production in China. This 
theoretical framework illuminates the key drivers behind the progress of environmental 
performance in Chinese fashion production. Retailers identify energy use and especially, the 
source of energy, in the production as a major environmental challenge, especially in China 
with coal as its main source. The perspectives of five Chinese fashion garment suppliers are 
presented by using a qualitative case study method. The findings show that Chinese fashion 
suppliers have almost no direct power to influence the energy sources used for electricity in 
the production. However, the Chinese government focuses on improving the energy supply 
and promoting the use of renewable energies in China, with increasing pressure on the 
factories to reduce their energy intensity. The findings in this thesis show that we are moving 
towards an upward curve of higher retail prices and increased sustainability throughout the 
Chinese supply chain. 
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INTRODUCTION 
 
Shanghai Daily writes that the spotlight is now directed towards China as the world’s largest 
emitter of greenhouse gases (Marks, 2010). China has in recent years increased the percentage 
of renewable energy, but is far from reaching any of its targets to reduce the country’s energy 
intensity. Marks (2010) recommends more specific energy laws, stricter requirements, harsher 
penalties and financial incentives to promote clean energy sources. China Daily states that 
China will focus on emission reductions in industrial and production sectors, since this is 
where China consumes majority of its energy (Lan, 2010). China strives to decrease the 
intensive coal dependence by developing renewable energy sources such as wind, solar and 
hydropower. The target is to increase the share of non-fossil fuels to 15 percent of the energy 
consumption by 2020. China has decreased its carbon intensity with 55 percent in the last 20 
years, which is high compared to the world average of 15 percent. Energy savings and cutting 
carbon emissions are the Chinese government’s top priorities according to Lan (2010), with 
additional focus on cutting coal energy consumption since China is the world’s largest 
consumer of coal energy with 70 percent of its total energy consumption (Bhattacharyya, 
2007). International Herald Tribune declares that China’s dependence on coal is the reason to 
it being the world’s largest emitter of greenhouse gases (Bradsher, 2010). To reach its energy 
targets for 2010 and 2020 China has decided to close down approximately 2000 energy-
intensive factories in the country. Prime Minister Wen Jiabao has stated that he will use an 
iron hand to improve China’s energy efficiency. Energy-intensive factories’ electricity will 
also be shut down if necessary, according to Bradsher (2010). Bradsher (2010) explains that 
the closing of factories is easier now than before, due to the labor shortage problems in China 
making it easier for workers to find new jobs. The Chinese government is through structural 
reform putting more and more focus on less energy-intensive, high-tech industries and 
services, and moving away from energy-intensive low value-added production (Li et. al., 
2006).  
 
China has been the world leader of fashion and retail manufacturing for decades with its low 
costs, great professional skills and good infrastructure (Domoney, 2007; Roberts, 2008; Fang, 
Gunterberg and Larsson, 2010). But fashion production in China is today shaken by rising 
prices due to increased costs for material, labor and higher requirements from customers and 
the Chinese government in many regards. The improved living standards and rapid economic 
development in the country together with changing legislation, labor shortages, inflation, the 
appreciation of the Chinese currency and the country’s shift focus from low value-added 
manufacturing to innovation are some of the factors that are contributing to the rising costs 
(McGregor, 2007; Chen and Funke, 2009; Bradsher, 2008; Kumar et al., 2009; Field, 2008; 
Solomon, 2009; Grosier, 2008; Fang et. al., 2010). Retailers solely seeking the cheapest 
production are fleeing China to less developed countries for sourcing like Bangladesh, 
Cambodia and Vietnam (Stalk, 2006; Fang et. al., 2010). China is becoming more of a 
premium-market for higher quality and more advanced textiles. Nevertheless, many sourcing 
opportunities in China cannot be found in other countries, like its capabilities for mass 
production, labor skills and certain manufacturing techniques (Fang et. al., 2010). Despite 
rising prices, China is still the worlds’ strongest supplying country within fashion and retail 
(Kumar et al., 2009; Field, 2008; Fang et. al., 2010). Many of the low-price retail chains are 
moving their less advanced production elsewhere, but are still sourcing big volumes and 
specific assortments from China (Fang et. al., 2010). The fashion and retail industry’s 
dependence on China will force companies to raise consumer prices on the final products in 
the long run (Fang et. al., 2010). H&M has already declared that they will raise prices due to 
the ongoing changes on the market, and many others will follow (Callius, 2010). 
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Countless topics are today being discussed to improve fashion retailer’s environmental and 
social performance through their supply chains. A huge impact on the environment comes 
from the supplier’s energy consumption, but is an issue that up till now has been seen as too 
far from a retailer’s sphere of influence (UN Learning Tool). If a fashion retailer sources big 
volumes from China, one of the most significant environmental impacts is the use of coal 
energy in the production (Internal EIA Axstores, 2009; see appendix figure 5). This is a 
challenge within the whole retail industry but something most companies do not prioritize, 
since the issue is a complex indirect environmental effect not very close to the core business. 
As the world is becoming more and more alarmed by e.g. climate change and ecosystem 
degradation (WRI, 2008), this topic is urgent for the future of retail. A study to collect more 
knowledge and empirical data on the topic is necessary. Moreover, it is crucial that retailers 
involve and listen to their suppliers that are affected by the retail industry’s environmental 
impacts in order to make a difference (Ludwig, 2001; Berkes and Folke, 1998; Lund-
Thomsen, 2008; Prieto-Carrón et al., 2006; Yu, 2008; Fang et. al., 2010). 
 
The purpose of this thesis is to create a deeper understanding of the challenges of Chinese 
energy sources in the fashion production from the point of view of a retailer's sourcing 
activities in the fast changing China. This research will enrich the public and the fashion 
industry with valuable insight and understanding of how the Chinese fashion production is 
changing and how the fashion industry can tackle the heavy coal energy intensity in Chinese 
fashion production. The research question addressed in this paper is: “How do Chinese 
fashion suppliers perceive the ongoing changes within fashion production and how aware are 
they about environmental issues connected to energy and their possibilities to use sustainable 
sources of energy?” In order to answer this research question five fashion supplying factories 
in Shanghai and Ningbo in China have been visited and interviewed. The three areas of 
corporate social responsibility (CSR), global sourcing and changing Chinese market 
environment serve as the academic foundation for understanding the current dynamics of 
fashion production in China.  
 
LITERATURE REVIEW 
 
Given the purpose of this research, the literature review is delimited to three areas of research: 
global sourcing, CSR and changing Chinese market environment. These three research areas 
will lead to a triangulate theoretical perspective that will lie as a foundation to the empirical 
study and analysis in this research. 
 
Global sourcing 
 
Global sourcing is the term for turning parts of an organization’s operations to an outside 
actor (Peng, 2006; Fang et. al., 2010). The reason for it is to take advantage of different 
suppliers’ capabilities in an increasingly competitive global market (Barney, 1999; Fang et. 
al., 2010). Certain markets are known for diverse opportunities; e.g. cheap labor costs, 
manufacturing expertise, or infrastructure. Increased global competitiveness and access to 
foreign markets are two of the objectives behind global sourcing (Cho and Kang, 2001; 
Monczka et al., 2005; Fang et. al., 2010). Historically, global sourcing has first and foremost 
been driven by low-cost motives (Alguire et al., 1994; Fang et. al., 2010). In the fashion 
industry, the key intention of global sourcing is to achieve quality textiles at a low cost. 
Nearly all fashion companies outsource their manufacturing to suppliers in low-cost countries. 
The fashion and retail industry is extremely driven by low-cost concern. Fashion production 
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in China is today shaken by rising prices due to increased costs of material and labor, together 
with a growing concern for labor shortage problems. Fashion and textile production has 
historically moved from country to country looking to cut costs in correlation with economic 
development in the world. Global sourcing facilitates flexibility for companies. They can 
adapt their orders based on global changes in various markets (Dyer et al., 1998; Kotabe and 
Murray, 2004; Fang et. al., 2010). However, constantly changing suppliers to chase the 
cheapest production does not necessarily imply the only strategic sourcing decision of 
keeping low costs. Another strategy to achieve lower costs is to have long relationships with 
fewer suppliers. In this way, the suppliers trust the customer and a relationship can be built 
which means better prices (Kohn, 1993; Fang et. al., 2010). The strategy of having as few 
suppliers as possible and creating very strong relationships with them enable companies to 
exploit quality improvements, technology and cost competitiveness (Kohn, 1993). It is crucial 
for smaller companies to have fewer suppliers to be successful since big companies, with 
constant big order sizes, otherwise have superior bargaining power in their relations with 
suppliers at all times (Cho and Kang, 2001; Fang et. al., 2010). Experience with local cultural 
differences is another key success factor in global sourcing (Cho and Kang, 2001; Fang et. al., 
2010).  
 
Corporate social responsibility 
 
Corporate social responsibility (CSR) is defined to be the voluntary actions a company takes 
in terms of sustainability, social issues, environmental performance and societal concerns that 
go beyond laws and regulations (Fassin and van Rossem, 2009; May et al., 2007; Fang et. al., 
2010). CSR is an increasingly important element in global sourcing (Lund- Thomsen, 2008; 
Andersen and Skjoett-Larsen, 2009; Fang et. al., 2010) and it is today contributing to the 
reshaping of the global competitive arena of multinational corporations (Porter and Kramer, 
2006; Salam, 2009; Tan, 2009a, b; Fang et. al., 2010). The pressure and expectations on 
companies to conduct social responsible sourcing and offer sustainable products are coming 
from e.g. governments, non-governmental organization (NGOs), and customers (Beurden and 
Gössling, 2008; Gauthier, 2005; Sethi, 2009; Tan and Tan, 2009; Waddock, 2004; Lund-
Thomsen, 2008; Shaw, 2009; Salam, 2009; Arenas et al., 2009; Beckman et al., 2009; 
Fletcher, 2008; Weidenbaum, 2009; Fang et. al., 2010). When companies operate on the 
global arena their CSR activities need to be incorporated in all countries where they do 
business (Egri and Ralston, 2008). It is no longer adequate for companies to only care about 
profitability of their sourced products; they further need to add value to the societies where 
they operate (Prieto-Carrón et al., 2006; Friedland and Alford, 1991; Godfrey et al., 2009; 
Fang et. al., 2010). There are many positive effects of CSR; e.g. goodwill, improved financial 
performance, reputation and brand value, increased employee moral and higher productivity 
(Beurden and Gössling, 2008; Peloza, 2006; Jamali, 2008; Yu, 2008; Godfrey et al., 2009; 
Simon, 1995; van Herpen et al., 2003). Large companies now have power to bring changes in 
developing countries and have become a crucial part of solving world poverty (Fletcher, 
2008; Shaw, 2009; Bloomer, 2005; Prieto-Carrón et. al., 2006; Beurden and Gössling, 2008; 
Fang et. al., 2010).  
 
A tool that companies use to implement and control social and environmental standards 
through their supply chains are so called codes of conducts. They are written statements of 
commitments that suppliers sign and need to follow (Diller, 1999; O’Rourke, 2003; Yu, 2008; 
Lund-Thomsen, 2008). The codes of conducts vary between different companies, but they are 
always based on The International Labor Organization, ILO’s and United Nations, UN’s core 
conventions on labor rights and human rights (O’Rourke, 2003; Tsogas, 2001; Yu, 2008). The 
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objectives of the codes of conducts are to protect the workers’ rights and to secure working 
safety and environmental protection in the factories (Allwood et al., 2006; May et al., 2007; 
Yu, 2008). Many argue that the CSR debate only has featured Western perspectives so far, 
and that developing countries’ perspectives and the people in the production line need to be 
included in order for the debate to move forward and really make a difference (Lund-
Thomsen, 2008; Prieto-Carrón et al., 2006; Yu, 2008). 
 
CSR has grown in importance in China the past years (Lattemann et al., 2009; Fang et. al., 
2010). China’s President Hu Jintao has encouraged Chinese leaders to focus on sustainability, 
put people first and look beyond short-term profits in order to build a harmonious society 
(Levine, 2008; Fang et. al., 2010). The Chinese government promotes cleaner industries that 
produce high-quality items particularly for the domestic market (Roberts, 2008; Fang et. al., 
2010). By initiating tougher labor standards, the Chinese government sends a clear signal 
about its goals which is pushing factories to close down in a country that for long has been 
considered as the world’s shop floor. China no longer wants to be the home of low value-
added, low-cost manufacturing (Chen and Funke, 2009; Fang et. al., 2010). 
 
Changing Chinese market environment 
 
China is developing rapidly as the world’s largest emerging market (Fang et al., 2008). China 
can be explained as a country of paradoxes where concepts as guanxi coexist with 
professionalism, loathing to laws with respect for legal practices and importance of face with 
self-expression. The old values of China are meeting the new growing individualistic 
professional business society (Faure and Fang, 2008). Guanxi is a key concept in Chinese 
business theory. It implies the importance of building relationships in China, which are 
crucial to any business transaction (Faure and Fang, 2008; Luo, 2000). In a relationship-based 
society like China, corruption is a growing concern (Fan, 2002). At the same time, China’s 
economic development promotes professional business relationships and fair competition. 
The Chinese cultural traditional concepts need to balance with the increasing significance of 
professionalism in Chinese business. The importance of not loosing face is another traditional 
cultural expression in China (Gao et. al., 1996). One example where this is noticeable for 
foreign companies is that Chinese businessmen rarely say no as an answer to any question. 
They will simply say yes to anything not necessarily meaning it. For foreigners doing 
business in China, it is crucial to be aware of this. You need to think of how you ask a 
question; it cannot be too direct where yes and no answers are the only option (Fang et. al., 
2010). Despite this, China’s development the last 40 years with its growing market orientation 
and job mobility have made the business style much more direct and open. The paradoxes in 
Chinese business culture are a key feature of how the Chinese market is changing (Faure and 
Fang, 2008). When a country becomes more educated and developed, people’s need for self-
expression and individualism increases (Inglehart and Welzel, 2005). Traditionally laws have 
not been seen as something that needs following in China. But due to the more open business 
culture today, the establishment of a legal framework has been crucial. Nevertheless, laws in 
China are as strong as the once in Europe, but many of the laws are seldom implemented in 
practice. Foreign companies are today playing a key role in implementing the local laws in 
China throughout the supply chains (Fang et. al., 2010).    
 
An important factor for China to handle the fast changes on the market is its securing of 
energy supply in the future. The Chinese government strictly regulates China’s energy 
system. The State Grid Corporation of China covers 26 provinces, which accounts for about 
88 percent of the national territory. China is the world’s largest consumer of coal energy with 



5 

approximately 70 percent of the country’s total energy consumption (Bhattacharyya, 2007). 
China’s dependence on coal has made it the world’s largest emitter of greenhouse gases 
(Bradsher, 2010), and this lies as the foundation for Chinese factories’ supplying of fashion to 
retailers around the world. The heavy coal use has degraded the environmental quality and 
urban areas in China are facing major environmental problems with e.g. poor air quality. The 
coal use further leads to severe health hazards with social costs (Bhattacharyya, 2007). 
China's coal power accounts for 80 percent of the country’s greenhouse gas emissions, and is 
the main reason why China is the world's largest carbon dioxide emitter (Spiegel Online, 
2009). Despite China’s rapid economic development in recent years, a huge part of China’s 
population does not have access to clean energy sources (Bhattacharyya, 2007; WEA, 2000). 
Bhattacharyya (2007) states that the environmental degradation of the heavy coal energy use 
in China will deteriorate in pace with the rapid economic development and urbanization 
unless active economic, technological, behavior and legal actions are taken. China’s 
development the last 30 years has required a rapid increase in energy use, which unfortunately 
has equaled in high costs in form of air pollution. The pollution causes e.g. severe health 
problems, crop damage and acid rain (Li et. al., 2006). The coal intensity has significant 
ecological impacts on China, since the coal mining has serious polluting effects on e.g. water 
resources. Sewage and waste waster from coal mining have polluted approximately 400 rivers 
in China. 70 percent of China’s coal resources and production are located in northwest of 
China (Liu and Jiang, 2009). Liu and Jiang (2009) argue that China has to improve its market-
based pricing of energy resources in order to be able to regulate the energy sources demand in 
the country. They imply that China’s low prices on energy and its subsidy policies does not 
correctly reflect the true market demand and supply, which leads to encouragement of 
increased energy consumption rather than decreased. 
 
Renewable energy development has become a strategic issue for China in terms of 
environmental protection, energy security, economic development and social stability. The 
State Grid Corporation of China actively supports the development of renewable energy 
sources in China (SGCC, 2010). China Greentech Initiative (2010) defines renewable energy 
as produced from sources that are naturally replenishing, e.g. solar light, waves, wind, surface 
water flows, biomass and underground heat. In 2007, renewable energy consumption 
accounted for 8,5 percent of China’s total energy consumption. Hydropower stations are 
widely distributed in China. The wind power capacity of China was ranked no. 5 in the world 
in 2007, but is today faced with challenges like price and power grid construction for its 
continual development. Solar energy is more common in the northwest of China in Tibet and 
Yunnan province. The output of solar energy in China accounts for more than half of the 
world’s total solar energy production (Wang and Li, 2009). Bhattacharyya (2007) argues that 
innovative local solutions need to be developed in order to advance the energy situation in 
China. The supply also needs to be financially viable to be sustained. Bhattacharyya (2007) 
implies a paradigm shift in the energy sector where the sector needs to change policies and 
practices in many levels. Nevertheless, part of China’s plan to meet the increasing energy 
needs in the country involves putting efforts in expanding China’s renewable energy capacity. 
Through the Renewable Energy Law that was introduced in 2005 China emphasizes its 
commitment to promoting sustainable sources of energy (Finemore, 2010). With its high 
aiming coals for 2020 to reduce coal consumption, China plans to double the use of natural 
gas to 10 percent of the total energy consumption. To reach this target China will e.g. import 
natural gas from Russia through pipelines (Bloomberg, 2010). The energy consumption 
structure in 2010 had according to China’s ‘11th Five-Year Plan on Energy Development’ 
decreased the coal consumption to 66,1 percent (see table 1) from a level of 71,0 percent in 
2008 (see appendix, figure 2).  



6 

 
 
 
Table 1. China’s energy consumption and production structure in 2010. Source: China’s 11th 
Five-Year Plan on Energy Development (Bureau of Energy,: 2010, The 11th Five-Year Plan 
on Energy Development, China National Development and Reform Commission, 
http://www.uschinaogf.org/Forum8/monday/2-Hu%20WeipingNDRC%20Topic-11%20five-
year%20plan%20English.pdf).  
 
Energy source Consumption (%) Production (%) 
Coal 
Oil 
Hydro 
Natural gas 
Nuclear 
Other renewable 

66,1 
20,5 
6,8 
5,3 
0,9 
0,4 

74,7 
11,3 
7,5 
5,0 
1,0 
0,5 

 
The theoretical framework demonstrated in figure 1 shows a dynamic integrated approach of 
the three research areas of CSR, global sourcing and changing Chinese market environment. 
CSR affects global sourcing through the key drivers of, pressure and expectations from 
stakeholders for social responsible sourcing, codes of conducts, sustainable product demand, 
the Chinese government’s shifting focus towards CSR and sustainability, and the raising costs 
of a more sustainable production. Global sourcing affects the changing Chinese market 
environment through price pressure from western companies, the growing importance to have 
relationships with key suppliers, the growing importance of understanding the local culture 
and the labor shortage problems in China. Changing Chinese market environment affects CSR 
through the strong economic development in China which contributes to higher wages for the 
workers, the Chinese paradoxical values, the importance of relationships, implementation of 
strict laws, and the fact that China is the largest emitter of greenhouse gases contributes to 
environmental degradation and renewable energy development. All these drivers contribute to 
a future of a more sustainable fashion production in China. It is against this integrated 
theoretical background I will undertake the key concern of this research; to create a deeper 
understanding of the challenges of Chinese energy sources in the fashion production. 
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Figure 1. A move towards a more sustainable fashion production in China: a theoretical 
perspective. Source: Developed for this research.  
 
METHODS 
 
This article is qualitative, exploratory and case-based with face-to-face interviews focusing on 
practical experiences of the interviewees from five Chinese fashion suppliers in Ningbo and 
Shanghai (Cooper and Schindler, 2006). The factories studied in this article are all fashion 
suppliers to the big Swedish retailer Axstores, which consists of the three retail store chains 
Åhléns, Kicks and Lagerhaus. This study is part of Axstores focus on developing its 
sustainability work throughout its supply chain. I have been working at Axstores during the 
time of this research and have therefore been given direct access to information and suppliers. 
Axstores has identified clean energy sources as an important strategic environmental issue for 
the future of retail. This study was therefore needed to get an insight of the energy situation in 
China, where a majority of Axstores fashion suppliers are based. The case study method is 
suitable for this study since it aims to address ‘how’ and ‘why’ things appear in a certain way 
(Yin, 1994). All the interviews were carried out in China during the fall of 2010. The 
interviews were semi-structured and based on a beforehand written interview guide with five 
themes that were to be touched upon during the interviews (see appendix). The process was 
flexible through open questions and I put great emphasis on making the interviewees speak 
freely about the five themes (Yin, 1994). The interview method gives the study a high level of 
trustworthiness through story telling of the social environment where the interviewees work 
and generates knowledge of the social and internal reality for the individuals interviewed 
(Gummesson, 2000; Bryman, 2008). I took active notes during the interviews. All the 
interviewees where initially and beforehand informed about the purpose of the interviews and 
the research (Bryman, 2008). The interviewees were factory managers with the most 
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knowledge about the research topic of all the employees in the factory. They had practical 
experience and insight into the themes and the topic of the study. The interviewees where 
chosen to this study since I wanted to reach a practical supplier perspective on the otherwise 
westernized sustainability discussions. I believe that the perspective of the factory managers 
in China is crucial to achieve sustainable development and change. When conducting 
exploratory research interviewing experienced informants is key (Saunders et al., 2007; 
Gummesson, 2000; Bryman, 2008). Literature has been studied with an inductive approach to 
the research question, which further means that this article generates new theory based on the 
empirical data gathered. Theories have been collected from relevant academic journals, books 
and other sources such as newspapers in the fields of global sourcing, CSR and changing 
Chinese market environment. To find information on these topics several forefront research 
journals where studied through diverse databases. The three theories have been qualitatively 
analyzed and transcribed into a common theoretical perspective developed for this research. 
The three fields and the theoretical perspective lie as an applicable foundation for the 
empirical study carried through. Local people were further contacted in order to get a better 
understanding into how the Chinese system works. Critic can be directed to this since it is 
difficult to get a full understanding of how the Chinese energy system works; the country and 
government is not very open to give out information. Axstores’ local personnel in its 
Shanghai office where of great help in order to get access to do the interviews in the factories. 
I was assisted by Axstores’ Compliance Manager to contact the factories and he was also the 
interpreter during the interviews where the factory management did not speak English. Critic 
can be directed towards the way of choosing which factories to study, since the factories that 
where located most convenient and where of most relevance to the study were selected by me 
and Axstores’ Compliance Manager. The results can also be criticized since the majority of 
the interviews where interpreted from Chinese to English, which means that I probably 
missed several important aspects and underlying opinions. The interviewees were further 
influenced by me since we have a business relationship. My business relationship to the 
factories affects the research’s reliability and dependability negatively (Bryman, 2008). 
Nevertheless, the business relationship and the fact that this study is conducted from the 
inside of a retail company enable access to more data, angels and insight than if studied from 
the outside. An important remark to do is that the factory managers will always give an 
answer to any question, despite if they have an answer or not. A Chinese man or women will 
very rarely tell a client or any person ‘no’, or that they do not know the answer to a question. 
This is due to the Chinese cultural feature of not loosing face which I discussed in the 
literature review. This is a weakness in the results of this study. The following is a description 
of the area and the five factories studied (the factories are kept anonymous due to company 
policy): 
 
Ningbo is located in the Zhejiang province on the southeast coast of China. Shanghai borders 
to the Zhejiang province. The Zhejiang province states on its website that it is one of the 
frontiers of renewable energy in China, with investments in e.g. hydropower, thermal power, 
wind power and tidal power. Zhejiang market itself as having a modernized electric power 
industry with large power plants and grids. Zhejiang is also known in China for its 
environmental protection, since it is one of the state-level ecological pilot regions. Zhejiang 
government denotes that the environmental quality in the area is one of the leading in the 
country. The government further declares that since it is supplementing its own power supply 
with procurement from outside the province, there will be no more power cuts in the region, 
which has been a previous problem. The Zhejiang province is known for its textile 
manufacturing and it has become the center for textile production in China (Zhejiang 
government, 2010). One of Ningbo’s objectives in the ‘11th Five-Year Plan’ is to become a 
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state-level model city in environmental protection. The main sources of energy in Ningbo are 
today coal, oil and natural gas (Ningbo government, 2010). Shanghai put great efforts in 
becoming a leader in new energy sources in China. Wind power is planned to equivalent to 5 
percent of the total capacity in 2020, which now account for less than 1 percent in the city. 
Shanghai is the leader of nuclear power production in China, with 40 percent of the total 
nuclear power supply in the country. The efforts to develop Shanghai’s new energy industry 
are placed on nuclear, wind and solar power (Shanghai government, 2010).  
 
Factory 1 - Interview with Factory Owner – Mr. Y and two other employees, 2010-10-25: 
Axstores has worked with this factory since 1997. It has 160 employees and Axstores stands 
for 30% of the factory’s total production. The orders are stable with increasing volume. The 
factory is a sewing factory for finished products of children’s wear. The visit to this factory 
was conducted during a full day third-party social audit which involved checking documents, 
interviews, checking facilities etc. The factory is quite small and located in a rural area one 
hour drive outside of Shanghai. The average age of the workers is 43 years and most of the 
workers live in the small village close to the factory.   
 
Factory 2 (trader and factory) - Interview with Compliance and Quality Director (CSR 
responsible) – Mr. P and his Assistant/Compliance Officer - Miss. L, 2010-10-26: Axstores 
has worked with this trader and factory since 2006. It has 1000 employees, and Axstores 
stands for 5% of the factory’s total production. The orders are stable with increasing volume 
every year. The trading office is ISO14001 and OHSAS18001 certified, which indicates that 
the trader is aware of environmental and social issues. The factory is a sewing factory for 
finished products of women’s wear fashion and is located in a rural area outside of Ningbo. 
Mr. P explained that he and his assistant help their subcontractors to comply with 
environmental and social standards.  
 
Factory 3 - Interview with Factory Manager – Mr. X, 2010-10-26: Axstores has worked with 
this factory since 2008. It has 300 employees, and Axstores stands for less than 1% of the 
factory’s total production. The factory is a sewing factory for finished products of children 
and infant’s wear, and is located in a rural area outside of Ningbo. The order volumes are 
increasing a little bit.  
 
Factory 4 - Interview with Factory Manager – Mr. Q and Merchandiser Manager (from 
factory 2/trader) Mrs. L, 2010-10-27: Axstores has worked with this factory since 2006. It is a 
subcontractor to Factory 2. It has 90 employees, and Axstores stands for 80% of the factory’s 
total production. It is a cutting and sewing factory for woven and knit women’s wear. The 
factory is located in a rural area outside of Ningbo. The orders are stable with increasing 
volume every year since the start in 2006. The visit to this factory was conducted during a full 
day third-party social audit which involved checking documents, interviews, checking 
facilities etc.  
 
Factory 5 - Interview with Factory manager – Mrs. Z and Merchandiser Manager (from 
factory 2/trader) Mr. L, 2010-10-28: Axstores has worked with this factory since 2009. It is a 
subcontractor to Factory 2. It has 250 employees, and Axstores stands for less than 1% of the 
factory’s total production. The factory is a sewing factory for finished products of women’s 
fashion of high quality silk-woven and knits and is located in the outer city part of Shanghai – 
a quite unusual location for a factory with private housing next door.  
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RESULTS 
 
The results will be presented through the five themes used in the semi-structured interviews; 
sources of energy, environmental awareness, governmental pressure, own electricity 
generation and future outlook.  
 
Sources of energy 
 
Factory 1 (Shanghai): Mr. Y explained that there is generally one supplier for energy in 
China, which is completely controlled by the government, the State Grid Corporation of 
China. This factory’s energy comes from a local part of the state grid, which Mr. Y referred to 
as the ‘Shanghai grid’. He further explained that he thinks that the majority of the electricity 
comes from coal. During peak season (June-August) when the energy consumption is at its 
top, the Shanghai government often identifies electricity shortages and therefore uses energy 
from other local grids. Mr. Y said that the sources then could be nuclear or hydropower. Mr. 
Y explained that it is impossible for them to know the percentage of the different energy 
sources they use for electricity in the factory, since they do not get access to this kind of 
information from the government. Electricity stands for 1% of the factory’s total cost (12000 
RMB/month, approximately 1800 USD). According to Mr. Y this is a small cost for the 
factory. He further denoted that the factory’s electricity use mainly represents their lighting 
and the power that is needed for the sewing machines.  
 
Factory 2 (Ningbo): Mr. P explained that it is impossible for the factory to know what kind of 
energy sources they use for electricity, since the government is the only provider of energy 
and controls the system entirely. There is no insight for the factories to better learn about the 
energy system. But Mr. P suspected that the main sources are coal and oil in the Ningbo area. 
The energy cost for the factory stands for 1% of its total costs.  
 
Factory 3 (Ningbo): Mr. X denoted that natural gas is used as the main source of energy in 
this part of Ningbo, since there is a natural gas generating producer close to the factory. Mr. X 
was sure that they only use natural gas as a source of energy to the factory. He further implied 
that the natural gas producer is to be closed down due to high emissions from the power 
station, and will soon be replaced with a nuclear power station. The energy price has 
increased lately he stated, but not by much. Mr. X also explained that this area of Ningbo is 
big on wind power generation, and that the factory has access to wind energy. The energy cost 
for the factory is about 10000 RMB per month (approximately 1500 USD), which is not a 
very big cost according to Mr. X. 
 
Factory 4 (Ningbo): The factory manager Mr. Q denoted that their main source of energy for 
the factory’s electricity is probably hydropower. The factory only buys electricity from the 
government, which is the only provider/seller, so they do not know for sure the shares of 
different energy sources used. He further explained that wind power generators are not 
suitable for this area due to surrounding mountains. Hydropower is the most common 
renewable source of energy in the area. The price has not increased much lately he continued. 
Electricity stands for about 2% of the factory’s total costs.  
 
Factory 5 (Shanghai): Mrs. Z explained that the factory buys all its energy/electricity from the 
government. She guessed that the main sources are coal, nuclear and hydropower. The cost of 
energy is very high for the factory and is continuously increasing. It stands for about 3-5% of 
the factory’s total costs and has increased around 40% in the past two years. The reason for 
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this is that this factory is located in the outer city part of Shanghai, which is not an industrial 
area. The government does not want more factories in the area, and the aim with the increased 
prices of energy is to reduce the greenhouse gas emissions to protect the environment and the 
people living in Shanghai. 
 
Environmental awareness 
 
Factory 1 (Shanghai): The factory has installed low-energy lighting, but it does not imply big 
savings in terms of energy costs for the factory. The factory manager and the two employees 
are aware of how society, the environment and the people in the community are affected by 
the increased environmental degradation. Mr. Y explained that he is very cost conscious, 
which goes hand-in-hand with the environment, especially in terms of energy consumption. 
Mr. Y stated that it is good for the whole society and for all human beings if they reduce the 
energy use. One of the employees explained that the area where the factory is located is no 
longer open for new factories to start business. The government has decided that this area is 
not an industrial area. New factories have to open in specific areas due to environmental 
protection. 
 
Factory 2 (Ningbo): Mr. P started the meeting with a short presentation of their energy 
consumption in the last years. He described that the factory has installed new equipment and 
additional air conditioning the last year, which has lead to increased energy consumption with 
around 20 percent. Mr. P has a lot of knowledge of the factory’s energy consumption and 
their aim is to reduce it. Mr. P referred to a carbon fund that has been arranged by the 
government – ‘China Grid Carbon Fund – National’ (direct Chinese translation). The factory 
has donated 0,5 million RMB (approximately 75000 USD) to this fund, which was a 
voluntary action. The purpose of the fund is to grow trees to compensate for the carbon 
emissions in the area. 50 factories in the area have joined the fund. Mr. P explained that the 
factory management is highly aware of environmental issues related to energy use and they 
really want to make a difference. They are well educated in the issues and have high 
environmental awareness. They further have good interaction with other Ningbo companies. 
There is a good atmosphere among the managers in Ningbo companies regarding 
environmental issues and how to handle them, Mr. P continued.  
 
Factory 3 (Ningbo): Due to the production of especially infant’s wear, the factory manager 
Mr. X feel that it is very important to be environmentally aware, have a safety concern and 
not to use hazardous chemicals or produce hazardous waste in the production. Mr. X wants to 
make sure that the products are safe. The factory does not have any waste water and Mr. X 
does not think that they are polluting the air. 
 
Factory 4 (Ningbo): Mr. Q implied that they have tried to decrease the electricity 
consumption by switching to environmentally friendly low-energy lighting. They also 
switched to more energy efficient engines for the sewing machines. He explained that they do 
this to cut costs in the long run. The decreased costs will compensate for the one time 
investment that the factory did. The government is focusing a lot on environmental issues 
according to Mr. Q. They educate factories and people in general through media; TV, 
advertisements and newspapers. These efforts are making people more aware and concerned 
about the environment. But this factory does not think very much about their effect on the 
environment since they do not generate waste water or any hazardous wastes. But they have 
conducted an environmental impact assessment which is a requirement from the government 
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when setting up a new factory. Mr. Q implied that the government regularly does check-ups 
in the factory. 
 
Factory 5 (Shanghai): The factory management is very aware of environmental issues since 
the factory is located in the city of Shanghai close to local people living in the area. They 
further need to be careful to avoid complaints. Mr. L denoted that they try to make the 
workers turn of the lights and machines to reduce the energy consumption. The workers are 
not allowed to use lights during the day when there is sunlight. The factory management seem 
very aware of the environment and understands that it is important, both for the future of the 
factory, China, and for the local people in the community.  
 
Governmental pressure 
 
Factory 1 (Shanghai): The factory has not felt any pressure from other customers in terms of 
energy use, but the pressure from the Chinese government is increasing. Mr. Y is expecting 
the energy prices to increase within the next five years. He explained that dyeing units already 
have increased their prices due to the increased energy costs. Mr. Y was expressing an 
annoyance towards the government in how they are promoting the importance of cutting the 
energy consumption, and at the same time wasting energy in their own work. He further 
explained that the local government is trying to cut the energy use in the area, which means 
that they can sometimes turn of the energy to some factories for two days. Mr. Y also 
mentioned that the government is debating a price increase for energy. It has increased by 16 
percent the last year. The government uses a staircase model, which means that there is one 
price of electricity to a certain level of voltage use and the more the factory uses the higher 
the price. Due to the increased electricity price the factory will continue to control their 
energy use, and maybe more carefully. Mr. Y told a story about a partner company of his with 
business in the Jiangsu province. He implied that the government does not guarantee energy 
to the factories there, which implies that the government cuts energy for the factories quite 
often. The cutting of energy means a lot of profit loss for the factories, which are already very 
pressured by the decreased profit margins. Some of these factories have their own gasoline 
electricity generator which needs to be licensed by the government and can be used when the 
government turns of the energy, but it is much more expensive and not very environmentally 
friendly. 
 
Factory 2 (Ningbo): Mr. P implied an increased pressure from the government in terms of 
energy use restrictions. All companies in the area are given monthly targets or limits of how 
much energy they can consume, sent from the government each month. This factory does not 
feel that they have problems in meeting these targets. If they do not meet the targets the 
government will turn of the energy. Mr. P told a story about another factory in the area which 
had to close down for a whole week due to this. But garment factories do not usually have 
high energy consumption, he continued, so they will probably not suffer from this. However, 
the target rate for November 2010 was 111101 KWH, which means that the factory needs to 
cut down quite a lot due to their increased energy consumption lately, Mr. P mentioned. China 
as a country has one target of the total energy consumption per month, and after that it goes 
down to province level and later to town/city government level, and after that each factory 
gets its own target from the local government. The government has increased the energy price 
by 20% the last year Mr. P implied.  
 
Factory 3 (Ningbo): The local government has not given the factory any official notice to 
reduce their energy consumption. The government has verbally advised them to be aware of 
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the energy consumption. Mr. X explained that the local government does not want the factory 
to use its own energy generator and does therefore not turn of the energy even during peak 
season.  
 
Factory 4 (Ningbo): Mr. Q explained that all factories and even families have limits of how 
much energy they can consume each month and if they pass this limit the price will be higher. 
The government control of this factory is not very strict, since this factory is not a heavy 
electricity consumer. Mr. Q indicated that the government turned of the electricity suddenly 
during peak season for many factories. But since this is a small factory, the risk to be affected 
by this is quite low.  
 
Factory 5 (Shanghai): Mr. L indicated that the government energy process is very secret. 
There is only one electricity company that provides energy for all China. It has different 
branches/areas and this factory is located in the Shanghai area. The government buys all the 
energy that is produces in the country and then sells it to companies and people. Mr. L 
explained that the government is very serious about taking care of the environment right now. 
They are putting more efforts into hydropower and nuclear and closing down coal energy 
generators. He said that most factories used to have their own coal energy generators before 
but that these do not exist anymore. The government gives the factory a limit voltage of 
energy consumption per month. Mr. L said that they cannot use as much as they would like. If 
they use the air conditioner in the factory during the summer they cannot use it in the office 
since this will make them pass the government limit. The government has strict control for 
this Mr. L explained. The factory has not received a letter from the government to push them 
to decrease their energy consumption. This is because this factory is located in a living area 
and is therefore outside of the regular handling of factories in industrial areas. The pressure 
from the government is higher in the industrial areas.  
 
Own electricity generation 
 
Factory 1 (Shanghai): This factory does not have its own electricity generator. Mr. Y claimed 
that they could start their own electricity generation, but it would still need to be connected to 
the state grid. There is therefore no benefit in doing this, according to Mr. Y, since the factory 
would need to sell the electricity to the government and then buy it back from the state grid. 
Mr. Y also explained that it is too difficult for factories in China to start their own energy 
generation, they are not specialized in energy and the investment they would have to make 
would be very high. It is difficult for small private owned factories in China to influence the 
government or take own initiatives, according to Mr. Y.  
 
Factory 2 (Ningbo): The factory has its own energy generator driven on oil, which they only 
use during peak season if the government turns of the energy for the factory. During 
September-October the government turns of the energy for the factory once a week, and once 
a month during July-September. Mr. P does not know about any projects for e.g. renewable 
energy in the province. He mentioned one wind energy electricity generation company that he 
knew of in the area, but that energy is sold back to the government and goes through the same 
grid as all energy. The government sells all the energy in the area according to Mr. P. It is 
therefore impossible for a factory in the area to influence the sources of energy coming from 
the state grid. They simply need to accept the energy they buy from the government, not 
knowing the energy balance. 
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Factory 3 (Ningbo): There was an energy supply shortage 4 years ago in the area. Mr. X 
explained that the factory at this time decided to invest in an oil electricity generator. The 
factory still has this generator, but never uses it since it is very expensive.  
 
Factory 4 (Ningbo): The factory has its own electricity generator driven on oil, but they only 
use it in extremely busy times, e.g. if a shipment has to go today and the electricity is turned 
of. It is simply too expensive. Mr. Q does not know of any renewable energy generators in 
any factories in the area.  
 
Factory 5 (Shanghai): The factory does not have its own energy generator. Mr. L said that no 
other factory that he knows of has its own renewable energy generation. The government 
controls all energy in China. The factories have no power to do anything to affect the sources 
of energy they are provided with. Mr. L said that it is illegal to produce your own energy. It 
needs to be sold to the government.  
 
Future outlook 
 
Factory 1 (Shanghai): The factory manager Mr. Y was upset and complained about the 
ongoing situation in China and for his factory. The production costs have increased 
tremendous the last years for him; with double costs for material since last year, increased 
government pressure and rising salaries - this factory is suffering from low profit.  
 
Factory 2 (Ningbo): The trader and factory is very pressured due to labor shortages, material 
price increases and other cost increases. The profit margins are decreasing. The trader’s 
strategy to handle this crisis is to start business with new factories in the Hubei province. 
Many Chinese workers are today reluctant to move away from home to work in a city far 
away. They now have job opportunities everywhere, so they choose to stay in their 
hometowns. Production needs therefore to follow the labor force to the more rural areas in 
inland China.  
 
Factory 3 (Ningbo): The factory is suffering from tough times right now. The material price 
has increased by 20 percent the last 1,5 months, labor costs have risen 20 percent the last year, 
the RMB currency has appreciated by 5 percent and there is a big shortage of workers. If the 
factory does not increase the salaries, the workers will leave, Mr. X continued. They are 
constantly renegotiating with their big clients, and have problems with confirming the 
quantities in time. The yarn prices have doubled since the beginning of 2010. The factory has 
to book fabric in advance to be able to settle the price. Nevertheless, Mr. X has a bright view 
of the future. The kids wear industry is not as pressured as the women’s wear industry, due to 
less use of material in the products. Mr. X explained that he has worked with garments for 
over 30 years, and therefore he thinks that they can make it through this tough time. 
 
Factory 4 (Ningbo): This factory is quite small and has few customers. Axstores is the biggest 
client. The factory manager and his wife are planning to maybe close down the factory within 
the coming years and move to Australia. They think that they can have a better life there. The 
factory is profitable, but they do not see a great future within fashion production in China.  
 
Factory 5 (Shanghai): Mrs. Z described a very tough situation for the factory today. The 
appreciation of the RMB, rising labor costs by 20 percent and material cost increase by 20-40 
percent this year at the same time as the retail prices in Europe remain the same as before. In 
July-August this year many European customers did not want to place orders there, but then 
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they changed their minds. All customers came back; they all turn back to China she stated. 
This factory is suffering from a very difficult situation right now, where the rising prices are 
not the toughest; the capacity and labor shortage problems are crazy. There is a trend that the 
workers want to move back home to e.g. the Hubei province and work there which is causing 
many problems for the factory. The young workers do not want to work in fashion production 
anymore. They have many other work opportunities with higher wages. The factory 
prioritizes the European customers that they have long relationships with first. They are not 
worried for the future. They just know that they need to offer their workers good wages and a 
better environment and they will stay. Mrs. Z denoted that the rising prices are not only a 
problem in China. European customers have to accept the rising prices on the market; they do 
not have a choice. Mrs. Z said that she thinks simpler production will move to Bangladesh, 
Cambodia and Africa, and the more advanced textile manufacturing will remain in China. She 
sees a trend that China will take business from e.g. Turkey and Portugal in the coming 5-10 
years. Chinese factories will do more high-level production with high-quality requirements 
and higher prices. She has noticed more high-level brands that want to start production in 
China.  
 
DISCUSSION 
 
Corporate social responsibility 
 
Drivers: 
- Pressure and expectations from stakeholders for social responsible sourcing 
- Codes of conducts 
- Sustainable product demand 
- Shifting focus 
- Raising costs  
 Driving changes in global sourcing 
 
As described in the literature review retailers are working actively to secure social responsible 
sourcing in the countries where they produce. Retail companies are pressured from 
stakeholders to conduct social compliant production and the expectations on the companies 
are very high in this regard (Beurden and Gössling, 2008; Gauthier, 2005; Sethi, 2009; Tan 
and Tan, 2009; Waddock, 2004; Lund-Thomsen, 2008; Shaw, 2009; Salam, 2009; Arenas et 
al., 2009; Beckman et al., 2009; Fletcher, 2008; Weidenbaum, 2009; Fang et. al., 2010). 
Companies use codes of conducts as a tool to comply with international labor standards. 
When implementing the codes in China, the costs will automatically become higher in the 
long run. The codes contain criteria on minimum wages, overtime pay, and also control the 
maximum hours of work. If the factories follow the codes, which is in accordance with the 
strict labor laws of China, the costs of the factory will increase. The Chinese government is 
shifting its focus towards promoting more sustainable, harmonious business operations. 
Evidence of their increasing pressure is e.g. stricter labor laws, which are harsher than the 
Intentional Labor Organization’s (ILO) core conventions when it comes to working hours, 
overtime pay and minimum age of work. The Chinese government is keen to demonstrate to 
the outside world that their focus is turning more to value-added manufacturing and that they 
do not want to be the home for low value-added production anymore (McGregor, 2007; Chen 
and Funke, 2009; Bradsher, 2008; Kumar et al., 2009; Field, 2008; Solomon, 2009; Grosier, 
2008; Fang et. al., 2010).   
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End-customers are further becoming much more aware of environmental performances of 
products and demand sustainable material and products in general much more than before, 
especially in Sweden. In order for companies to supply sustainable textiles, the production 
needs to be monitored in a much higher regard through different certification schemes. The 
cost for the raw material is higher and the factories offering these products usually have a 
higher level of management practice in general, so the prices are higher overall. These are all 
drivers that are changing global sourcing operations and the way retail companies do 
business. 
 
Global sourcing 
 
Drivers: 
- Price pressure 
- Relationships with key suppliers 
- Understanding the local culture 
- Labor shortage 
 Driving changes in the already changing Chinese market environment 
 
The growing importance of social responsible sourcing and sustainable business is 
contributing to new ways of conducting global sourcing. The rising labor costs that are an 
effect of stricter laws, requirements from customers and the fast economic development in 
China are putting a lot of pressure on the Chinese fashion suppliers to even reach profitability 
(Fang et. al., 2010). Labor shortage is a big problem in Chinese factories today and was 
mentioned by the factories interviewed in this study. The factory managers stated that if they 
do not increase the wages for the workers, they will leave the factories since they have many 
other work opportunities. Young people do not want to work in fashion production anymore. 
Some of the factories were aware that they needed to offer their workers higher wages and a 
better working environment in order for them to stay. At the same time as the many 
increasing costs in fashion production in China, retail prices in Europe remain unchanged. 
European companies are pressuring the prices in the same manner as always and the situation 
is becoming unbearable for the Chinese suppliers. Two of the factories interviewed stated that 
they are thinking of closing down since they do not see a bright future for their business. In a 
long run this trend is an untenable equation. One factory manager denoted that European 
customers have to increase retail prices sooner or later; they do not have a choice she 
emphasized since they are so dependent on Chinese suppliers. Furthermore, it is today the 
sellers market in China, compared to the historically always existing buyer power. The 
Chinese suppliers cannot take all the orders they want due to the labor shortage problem. This 
fact puts the power of choosing which customers to work with in a completely different 
perspective than before. The Chinese suppliers stated that they will always choose the 
customers that they have the strongest relationships with.  
 
Except for building relationships with suppliers, if is important for European retailers to 
understand the cultural differences in China to be able to conduct successful sourcing 
operations. Chinese people cannot take own initiatives or influence the Chinese government 
like western people can do in their home countries. The Chinese suppliers just have to accept 
that they cannot access information about the energy system, energy balance or take own 
initiatives. The energy system is completely controlled by the government. All these factors 
are together contributing to the changing Chinese market environment. 
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Changing Chinese market environment  
 
Drivers: 
- Economic development 
- Paradoxical values 
- Importance of relationships 
- Implementation of strict laws 
- Largest emitter of greenhouse gases 
- Environmental degradation 
- Renewable energy development 
 Driving higher concern of CSR which results in a move towards a more sustainable 
fashion production in China 
 
The economic development, the fact that China is the world’s largest emitter of greenhouse 
gases and the ongoing environmental degradation in China are all drivers to the increased 
focus and pressure from the Chinese government on environmental protection. The 
governmental control of the energy system in China is very strict according to both the theory 
studied in this research and the factory managers interviewed (Bradsher, 2010). The 
government has a staircase model of energy pricing according to the interviewees – the more 
they consume the more they pay. Almost all factory managers interviewed stated that they 
receive monthly limits from the local governments of how much energy they can consume. If 
they exceed these limits, they either need to pay more or the government will issue power cuts 
for the factories. The electricity prices have gone up lately according to the factory managers, 
but it is still quite a limited cost for the factories. Nevertheless, the government is debating 
weather to raise the prices furthermore to control the energy intensity. All the factory 
managers are very aware of their energy use and try to reduce it as much as possible. They 
understand the connection between energy savings, cost savings and environmental 
protection. The government further controls the factories through specific so called industrial 
areas to increase the environmental protection. The energy prices for the factories located 
outside of industrial areas are much higher and factory managers cannot establish a factory 
anywhere. Environmental impact assessments are a pre-requirement when opening a factory. 
There exist local differences in how much pressure the government is putting on the factories. 
The government is additionally focusing on establishing renewable energy sources and also 
educating people and companies about environmental issues. There exist some local 
initiatives to promote clearer energies, but it is still quite limited in the area studied. One 
factory manager shared a story about a local carbon fund which they had invested voluntarily 
in.  
 
The results in this study show that the factories in China have almost no possibilities to affect 
the energy balance and what types of energy sources they use in the factories. China is not an 
individualistic society; the Chinese government controls the whole energy system and the 
energy balance. It is not up to the individual to decide. Even though many factory managers in 
China have high environmental awareness and they understand and care about environmental 
issues, they will not take own initiatives to encourage changes. In Shanghai the factories think 
that the main sources of energy are coal, nuclear and hydropower, and in Ningbo; coal, oil, 
natural gas and hydropower. The dissimilarities in replies between the factories prove that 
they do not have access to this information and do not know what sources of energy that are 
used in the areas. The paradoxical Chinese business environment both drives and pulls foreign 
firms. As stated by one of the suppliers in this study, many companies chose to leave China, 
but they all came back. It is crucial for western companies to understand that the Chinese 
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system is not comparable to the once in western countries. A local perspective is therefore 
always desirable in any study concerning sourcing in developing countries. An open dialogue 
and local understanding of the conditions in China is furthermore crucial for sourcing in 
China in the future (Fang et. al., 2010).  
 
The fashion production in China is further mostly based in the western parts of China. 70 
percent of China’s coal resources and production are located in northwest of China as stated 
in the literature review (Liu and Jiang, 2009). Many projects are ongoing in the Ningbo and 
Shanghai areas with investments in cleaner energy sources and renewable energies. The local 
governments are promoting renewable energy as key to improve the environmental standard 
in the areas. The change towards more sustainable energy sources in China is already 
happening. Own renewable electricity generation in garment factories in China is not 
something likely to happen in the near future. It is seen as too complex, too expensive and 
Chinese factories do not take initiative like these themselves. If something like this where to 
happen, retailers would need to go together to a shared supplier and help the factory to 
implement and invest in the solar or wind power plant. But even this is seen as unlikely. The 
factories express that it is impossible. One supplier even said that it would be illegal.  
 
A move towards a more sustainable fashion production in China 
 
Based on the results in this study, I do not think that western companies can have a direct 
power to influence the energy balances in the production in China. Nevertheless, I am 
convinced that like with everything else, raising awareness in the factories about energy’s 
effects on people and the environment will come as a consequence if western companies keep 
asking questions and demand information and answers. Raising awareness in the factories is 
the key to any change or improvement. I believe that foreign companies have big potential to 
influence how the factories are working and in general have a lot of power to influence 
change in China. We have already witnessed this development the last ten years when western 
companies have implemented their codes of conducts in fashion production in China. The 
western companies are a big part of the more sustainable production in China and the 
development that we see today with raised living standards and increasing prices on the 
Chinese market.  
 
Fashion production has historically been driven by low-cost concern. However, the growing 
importance of CSR and sustainability through the supply chain implies that hunting the 
cheapest production is no longer the main focus of global sourcing. Western fashion 
companies value other sourcing advantages in China that cannot be found elsewhere; the 
increasing professionalism, good infrastructure, skilled workers and mass production 
capabilities are some of the reasons to accept the higher prices on the Chinese market.  
 
In the ongoing complex situation of global sourcing with increasing prices on material, labor 
and capacity and labor shortages; Chinese suppliers have the power to choose which 
customers to prioritize. They stated that they prioritize the foreign companies that they have 
long and established relationships with. Relationships with one’s suppliers is becoming more 
of a strategic issue than ever before in global sourcing. Due to the fact that fashion retailers 
and brands depend on China for many sourcing opportunities that cannot be found elsewhere, 
an unavoidable trend is that retail prices in Europe have to increase in the coming future. As 
stated in the literature review, H&M has already declared that they will raise prices due to the 
ongoing changes on the market, and many others will follow (Callius, 2010). One supplier in 
this study denoted that the European customers simply have to accept the rising prices on the 
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market; they do not have a choice. The factory manager further declared that simpler 
production will move to Bangladesh, Cambodia and Africa, and the more advanced textile 
manufacturing will remain in China. She saw a trend that China will take business from e.g. 
Turkey and Portugal in the coming 5-10 years. Chinese factories will do more high-level 
production with high-quality requirements and higher prices. She has noticed more high-level 
brands that want to start production in China recently.  
 
Energy is definitely a strategic issue in China today and as stated in the introduction, the 
Chinese government will use an iron hand to decrease the country’s energy intensity 
(Bradsher, 2010). This means higher prices, power cuts and in worst case scenarios; shutting 
down of factories. The increased importance of securing the energy supply in China will push 
the prices to increase even further in the Chinese fashion productions. For retailers this needs 
to be debated in each company’s sourcing strategies; the production in China is becoming and 
will increasingly become more sustainable; both socially and environmentally, which also 
implies higher costs. Costs savings in terms of e.g. energy efficiencies in factories should 
therefore be the focus at the same time as building strong relationships with the Chinese 
suppliers. My recommendations for fashion companies sourcing from China to be successful 
in the future are that they: start listening more to their suppliers; put focus on building strong 
relationships with fewer suppliers; start re-thinking strategically about quality and price; start 
projects in China in terms of energy efficiency together with other retailers or organizations; 
and, if the retail company see energy as an important strategic sustainability issue; start 
mapping the suppliers’ sources of energy and then incorporate the sources of energy as part of 
the supplier assessments so that suppliers with sustainable sources of energy can be 
premiered. On the Chinese market, I suggest that retailers use the total energy balance of the 
country in calculating the energy sources used, since specific information per supplier and 
region is unavailable (see figure 6 in appendix).  
 
Based on the results in this study I predict a coming trend of fashion with higher quality that 
last longer. I argue that the past three decades fast-fashion trend with low quality clothing to 
be used just a couple of times and then thrown away is slowly seeing its end. Clothing is one 
of few consumer goods that has decreased in price in the last fifty years, when other goods 
have increasing in price along with the inflation. Retailers have kept pushing prices and 
moved production from one low-cost country to the other. Retail companies need to stop the 
hunt for the cheapest sourcing country and just accept as a whole industry that prices of 
clothing need to increase. This is also an extremely important indicator to make consumers 
purchase fewer pieces and instead buy higher-quality products at a higher price that last 
longer and can be reused/recycled. It is crucial for the future of retail that designers and 
fashion retailers and brands start thinking innovative in terms of sustainability. Many 
challenges will be faced in the future with lack of resources and environmental problems 
which need to be addressed today in order to be competitive and successful within the 
challenging field of fashion in the future. 
 
CONCLUSION 
 
The purpose of this thesis was to create a deeper understanding of the challenges of Chinese 
energy sources in the fashion production from the point of view of a retailer's sourcing 
activities in the fast changing China. The findings in this study show that fashion suppliers in 
China have almost no direct power to influence the energy sources used for electricity in the 
production. However, the governmental focus on improving the energy supply and promoting 
renewable energies is high in China, with increasing pressure on the factories to decrease their 
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energy intensity. The prices of energy are continuously rising, which will force fashion 
suppliers to reduce their energy consumption due to the already extremely pressured profit 
margins with increased prices of labor, materials and labor shortage problems. Moreover, the 
findings imply that building relationships with key suppliers has become more of a strategic 
issue than ever before in global sourcing in order to even stand a chance on the Chinese 
sourcing market in the future. Further, raising awareness in the factories in terms of energy 
and environmental effects is crucial to achieve change, even though the factories 
environmental awareness is already quite high. A local perspective of the situation is 
furthermore significant, which can be achieved through listening more to your suppliers and 
to be more present throughout the supply chain. Own renewable electricity generation in 
garment factories in China is not likely to happen in the near future. It is seen as too complex, 
too expensive and Chinese factories do not take initiative like these themselves. If retail 
companies want their suppliers to invest in renewable energy, they need to be extremely 
present locally, to cooperate with other retail companies and organizations and to invest in 
local projects and education. Additionally, retailers depend on China for many sourcing 
opportunities, which imply that they simply have to accept the rising prices on the Chinese 
market; they do not have a choice if they want to stay in China and take benefit of the 
sourcing advantages. Fashion is therefore facing an upward curve; both in terms of price and 
sustainability. 
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Internal Environmental Impact Assessment, Axstores 2009 
 
Case: if Axstores could make 10% of their fashion suppliers switch to renewable energy in the 
fashion production 
 
• Renewable energy reduces the climate impact by up to 90% 
• The total reduction of the climate impact is approximately 6.700.000 kg CO2e 
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Energy consumption balance in China in 2010 (Bureau of Energy, 2010) 
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Interview guide  
 
Themes that will be discussed during the five factory visits with factory management, 
environmental specialists and factory workers: 
 
Sources of energy 
 
• What sources of energy does the factory use?  
• Do they know what sources? 
• Do they know how the Chinese energy system works? Make them explain how the system 

works. 
• Is energy a big cost for them? Increasing? 
 
Environmental awareness 
 
• What does this mean to them?  
• Make them explain why this is important to them/not important?  
• Ask about environmental problems – what environmental degradation have they noticed in 

the area?  
• In what way do they care about the environment/don’t care? 
 
Governmental pressure 
 
• Pressure from other customers? Other sources of pressure, government? 
 
Own electricity generation 
 
• What do they know about own energy production/generation?  
• Is it common, make them give examples if they know any?  
• Costly, make them explain and give examples?  
• How can we in any way affect them or help them in starting their own sustainable energy 

generation?  
 
Future outlook 
 
• What do they think about the future of the energy situation in China/Zhejiang Province? 
• Also let them talk freely about the ongoing challenges for fashion production in China 

with rising prices.  
 
 
 
 


